0000151935
&1 112 -~
| | FENNEMORE CRAIG ~~ HWHR21 p o oy
? Pg)fgislonal ((Il\})rp(c))ratéesr(l) y
2 | Jay apiro (No. 014 fon CLEP OO
2394 East Camelback Road, Suite 600 5T o Arizona Corporation Commission
3 | Phoenix, Arizona 85016 DOCKETED
Telephone (602) 916-5000
4 MAR 2 1 2014
Attorneys for Lago del Oro Water Company
5 W‘“‘“i
; 2
BEFORE THE ARIZONA CORPORATION COMMISSION '
7
8 I IN THE MATTER OF THE APPLICATION | DOCKET NO: W-01944A-13-0215
9 | OF LAGO DEL ORO WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
o | BEIEEVRATON O\ B vaLLe
11 | PROPERTY AND FOR INCREASES IN NOTICE OF FILING REJOINDER
ITS WATER RATES AND CHARGES FOR| TESTIMONY
12 UTILITY SERVICE BASED THEREON.
13 Lago Del Oro Water Company (the “Company”) hereby submits this Notice of
14 | Filing Rejoinder Testimony in the above-referenced matter. Specifically filed herewith
15 | are the Company’s Rejoinder Testimonies, which include the following testimonies, along
16 | with supporting schedules and/or attachments:
17 1. Rejoinder Testimony of Ray L. Jones;
18 2. Rejoinder Testimony of Thomas J. Bourassa (Rate Base); and
19 3. Rejoinder Testimony of Thomas J. Bourassa (Cost of Capital).
20 RESPECTFULLY SUBMITTED this 21st day of March, 2014.
21 FENNEMORE CRAIG, P.C.
“l  ORiG
23 » AL By
24 Jay L. Shapifo
2394 East ¢fam&lback Road, Suite 600
25 Phoenix, Arizomg 85016
Attorneys for Lago Del Oro Water
26 Company
ffNNEMORE CRAIG




O 00 2 & »n B W N

NN NN N N o e e e e e e e e e
DN B W N = O 0O NN N R W= o

26

FENNEMORE CRAIG
A PROFESSIONAL CORPORATION
PHOENIX

ORIGINAL and thirteen (13) copies
of the foregoing were delivered
this 21st day of March, 2014, to:

Docket Control

Arizona Corporation Commission
1200 W. Washington St.
Phoenix, AZ 85007

COPY of the foregoing was emailed/mailed
this 21st day of March, 2014, to:

Jane Rodda, ALJ

Hearing Division

Arizona Corporation Commission
400 West Congress

Tucson, AZ 85701

COPY of the foregoing was hand-delivered
this 21st day of March, 2014, to:

Brian E. Smith, Esq.

Legal Division

Arizona Corporation Commission
1200 W. Washington St.
Phoenix, AZ 85007

By{% ( ZU{Q LJL? Ve

8998750




1 | FENNEMORE CRAIG
A Professional Corporation
2 | Jay L. Shapiro (No. 014650)
2394 East Camelback Road, Suite 600
3 | Phoenix, Arizona 85016
Telephone (602) 916-5000
4
5 Attorneys for Lago Del Oro Water Company
6
7 BEFORE THE ARIZONA CORPORATION COMMISSION
8 | IN THE MATTER OF THE APPLICATION | DOCKET NO: W-01944A-13-0215
o | OF LAGO DEL ORO WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
10 | DETERMINATION OF THE FAIR VALUE
OF ITS UTILITY PLANTS AND
11 | PROPERTY AND FOR INCREASES IN ITS
WATER RATES AND CHARGES FOR
12 | UTILITY SERVICE BASED THEREON.
13
14
15
16 REJOINDER TESTIMONY OF
17 RAY L. JONES
18 March 21, 2014
19
20
21
22
23
24
25
26
EENNEMORCE CRAIG




f—

TABLE OF CONTENTS

L. INTRODUCTION AND PURPOSE OF TESTIMONY .....ccccoooiiiininineiies e 1
I REJOINDER TO STAFF ..ottt ettt eeeneenne e sresaeens 1
A, ADWR Compliance...........cooeeuimirieinine ottt e 1
B. Best Management PractiCes ..........cc.coceeircrniins vveieeieiiieniieniiiiniens e, 3

8999486.1/058113.0008

e - - - Y R N

NN N N NN e e e e e e kel e e
DN & W N = O VW NN N s W N = O

26

FENNEMORE CRAIG
A PROFESSIONAL CORPORATION .
PHOBNIX -1-




O 0 NN N U R W -

N NN NN N N o e em e e e e b e
A W A W= O VU RN R W= O

> R

> R

Il

INTRODUCTION AND PURPOSE OF TESTIMONY

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

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

ARE YOU THE SAME RAY L. JONES WHO PREVIOUSLY SUBMITTED
TESTIMONY IN THIS PROCEEDING?

Yes.

HAS ANYTHING CHANGED WITH RESPECT TO YOUR
EMPLOYMENT OR RESPONSIBILITIES?

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

HAVE YOU REVIEWED THE SURREBUTTAL FILING MADE BY
STAFF?

Yes.

WHAT WILL YOU ADDRESS IN THIS REJOINDER TESTIMONY?

I will provide testimony in response to the surrebuttal testimony of Michael
Thompson, P.E., including his recommendation addressing LDO’s compliance
with Arizona Department of Water Resources (ADWR) departmental requirements
governing water providers and/or community water systems, and concerning his
recommendations related to best management practices.

REJOINDER TO STAFF

A. ADWR Compliance
WHAT IS THE STATUS OF LDO’S COMPLIANCE WITH ADWR’S

REQUIREMENTS GOVERNING WATER PROVIDERS?

After filing this rate case and as a result of compliance checks undertaken pursuant
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to this rate case, on January 14, 2014 ADWR advised LDO’s operational staff that
Well No. 19 has not received the appropriate permit for use as a service area well.
In response to that notification, LDO Staff conducted a records search to verify the
permitting status of Well No. 19. LDO was unable to locate any previous
documentation regarding non-compliance, which is interesting given that it has
been reported to ADWR as an in use service area well for many years. LDO was
also unable to locate any records regarding a service area well permit application to
ADWR. In summary, until January 2014, neither ADWR nor LDO were aware
that there was any issue with Well No. 19.

WHAT ACTION HAS LDO TAKEN SINCE LEARING OF THE WELL
PERMITTING PROBLEM WITH WELL NO. 19?

LDO has retained a hydrologic consultant to prepare the required hydrologic
analysis and submit a well permit application to ADWR. The permit application
was submitted on March 20, 2014. LDO expects the permit to be processed and
approved by ADWR within approximately 60 days.

DOES THE COMPANY AGREE WITH STAFF’S RECOMMENDATION
THAT ANY INCREASE IN RATES APPROVED BY THE COMMISSION
NOT BECOME EFFECTIVE UNTIL ADWR HAS DETERMINED THAT
LDO IS IN COMPLIANCE WITH ADWR REQUIREMENTS?

No, the Company does not agree with Staff’s recommendation. First, as I have
noted, this matter is likely to be resolved prior to a decision being issued in this
case, making the recommendation unnecessary. However, should ADWR not issue
the required permit prior to a decision, LDO does not agree that implementation of

new rates should be contingent upon resolution of the permitting discrepancy.
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WHY NOT?

Making rates contingent on regulatory compliance is a powerful measure available
to the Commission, but it should only be used when conditions warrant extreme
measures. Before freezing rates, the Commission should consider the history and
nature of the particular compliance matter to determine the seriousness of the issue,
the potential harm to ratepayers, and the Company’s actions to resolve the issue.
Staff’s alternate zero tolerance approach is not practical or appropriate in this
instance.

HOW CAN THE COMMISSION BE ASSURED THAT THERE IS NO
HEALTH AND SAFETY RISK?

The regulatory compliance at issue in this case is a missing well permit.
This permit is related to authority to withdraw specific quantities of groundwater
from a specific well and, in the case of a water company With a service areca water
right like LDO, mostly a paperwork exercise. The lack of a permit does not create
any health, safety or service availability issues for LDO’s customers. For an
unknown reason, this one well in the LDO system does not have the proper permit;
all other wells are properly permitted. As indicated, this discrepancy was unknown
to both ADWR and LDO for many years. Once notified of the permitting issue,
LDO has moved quickly to resolve the issue and has filed the required permit
application. Given this lack of actual harm or even the risk of harm, the
Commission should reject Staff’s recommendation to make rates contingent on

compliance as recommended by Staff.

B. Best Management Practices
HAS THE COMPANY CHANGED ITS POSTION REGARDING BMPS AS

THE RESULT OF STAFF’S SURREBUTTAL TESTIMONY?
No it has not. The Company finds Staff’s Surrebuttal testimony confusing and not
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at all persuasive.
PLEASE EXPLAIN.
As explained in my direct and rebuttal testimonies, LDO is enrolled as a regulated
Tier II municipal provider in ADWR’s Modified Non-Per Capita Conservation
Program (“NPCCP”). As a Tier II municipal provider, LDO is required to
implement a Public Education Program. In addition to the Public Education
Program, LDO is required to implement five BMPs. As stated in my direct
testimony, LDO’s original BMPs approved by ADWR were:

e Customer High Water Use Inquiry Resolution

e Customer High Water Use Notification

e Leak Detection Program

e Meter Repair and/or Replacement Program

e Comprehensive Water System Audit Program
As I further stated, LDO subsequently substituted Water Waste Investigations and
Information for the originally approved Comprehensive Water System Audit
Program BMP. So, LDO’s current list of BMPs as follows:

e Customer High Water Use Inquiry Resolution

e Customer High Water Use Notification

e Leak Detection Program

e Meter Repair and/or Replacement Program

e Water Waste Investigations

In his testimony, Mr. Thompson states that LDO has implemented a Public

education program and only one BMP. This is wrong. Furthermore, in his
recommendation Mr. Thompson states that the Company may submit “the two
approved ADWR BMPs as part of the seven” recommended BMPs (emphasis

added). Since LDO has currently implemented a Public Education Program and
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five separate and distinct BMPs in accordance with ADWR regulation, LDO is not
exactly certain what Staff is recommending.

DO YOU AGREE WITH STAFF’S STATEMENT THAT TARIFFED BMPS
PROVIDE MORE TOOLS TO PREVENT WATER LOSS AT LITTLE OR
NO EXTRA COST TO THE COMPANY?

I do not. ADWR, after extensive consultation with the regulated community,
implemented a flexible approach to BMPs. Cities and water companies regulated
by ADWR are allowed and encouraged to evaluate results of BMPs to determine
what worked and what needs modification. Cities and water companies can then
make modifications as needed to improve the effectiveness of the BMPs.
If warranted, as was done by LDO in the past, a city or water company can easily
substitute a new BMP in place of another BMP. Staff’s tariffed approach does not
allow this flexibility. Instead the Company is locked into a one-size fits all ridged
set of requirements for each BMP where any modification could lead to non-
compliance with the tariff and where any changes require additional proceedings
and approvals. This more ridged and costly approach should be rejected by the
Commission as unnecessary duplicative regulation.

DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY?

Yes.
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INTRODUCTION AND QUALIFICATION
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, Lago Del Oro Water
Company (“LDO” or “Company”).

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

Yes, my direct and rebuttal testimonies were submitted in support of the initial
application in this docket. There were two volumes at each stage, one addressing
rate base, income statement and rate design, and the other addressing cost of
capital. Each of those testimonies included my associated schedules.

WHAT WILL YOU ADDRESS IN THIS REJOINDER TESTIMONY?

I will provide rejoinder testimony in response to the surrebuttal filing by Staff.
More specifically, this first volume of my rejoinder testimony relates to rate base,
income statement and rate design for LDO. My cost of capital rejoinder is
contained in a second, separate volume.

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 $3,030,491, which
constitutes an increase in revenues of $1,148,253, or 61.00 percent over adjusted

test year revenues.
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HOW DOES THIS COMPARE WITH THE COMPANY’S REBUTTAL
FILING?

It is the same.

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 $3,030,491 $1,148,253 61.00%
Staff-Surrebuttal $2,911,453 $1,029,215 54.86%
Company-Rejoinder $3,030,491 $1,148,253 61.00%
RATE BASE (B SCHEDULES)

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 $ 7,363,846 $ 7,363,846
Staff—Surrebuttal $ 7,366,456 $ 7,366,456
Company-Rejoinder $ 7,363,846 $ 7,363,846

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

Yes. The Company’s rejoinder rate base adjustments OCRB are detailed on
rebuttal schedules B-2, pages 3 through 7. Rejoinder Schedule B-2, pages 1 and 2,
summarize the Company’s proposed adjustments and the rejoinder OCRB.

The Company is not proposing any changes to its rebuttal adjustments or any
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additional rejoinder adjustments to rate base. The adjustments to rate base are
discussed in my rebuttal testimony.’

A. Plant-in-Service (PIS

PLEASE SUMMARIZE THE RECOMMENDED PIS BALANCES OF THE
PARTIES AND THE DIFFERENCES, IF ANY.

The Company and Staff now agree on the PIS balance is $18,200,199.2 Both the
Company and Staff agree that plant purchased from an affiliate should reflect the
$3,887,998 original cost and $1,136,587 of accumulated depreciation.’

B. Accumulated Depreciation (A/D)

WHAT ARE THE RECOMMENDED A/D BALANCES OF THE PARTIES?
The Company recommends an A/D balance of $9,977,386, while Staff
recommends an A/D balance of $9,606,122, a difference of $371,264.
The $371,264 difference represents Staff’s reduction to the A/D balance stemming
from its reconstruction of A/D using a vintage group procedure, including
identification of fully depreciated plant that Staff stops depreciating once the
vintage group is fully depreciated.*

PLEASE RESPOND TO MS. RIMBACK’S SURREBUTTAL TESTIMONY
(ON PAGE 7) THAT THE COMPANY’S RECOMMENDED A/D BALANCE
DOES NOT PROPERLY REFLECTED FULLY DEPRECIATED PLANT?
There is no fully depreciated plant as of the end of the test year under the broad

group procedure employed by the Company for its depreciation accounting.’

! Rebuttal Testimony of Thomas J. Bourassa (“Bourassa Rb.”) at 3-16.

? See Company Rejoinder Schedule B-2, page 2 and Staff Surrebuttal Schedule MJR-W3.
> Surrebuttal Testimony of Mary J. Rimback (“Rimback Sb.”) at 5.

* Rimback Sb. at 7.

> See Company Rejoinder Schedule B-2, page 3.29. There are no plant accounts in which
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Staff’s fully depreciated plant amounts are the result of Staff applying a vintage
group procedure.®

DOES THIS MEAN THE VINTAGE GROUP PROCEDURE IS SUPERIOR
TO THE BROAD GROUP PROCEDURE?

No. The broad group procedure is no less accurate than the vintage group
procedure.” When breaking down a broad group into vintage groups some vintage
groups will be determined to be fully depreciated. It would not be surprising to
find vintage year subgroups within a broad group (plant account) that appear to be
fully depreciated. This is because under the broad group concept the group is
expected have an average life. Some plant in the group will last longer the average
useful life, some plant will last exactly the average useful life, and some plant will
last less than the average useful life.

PLEASE RESPOND TO THE STAFF’S SURREBUTTAL TESTIMONY ON
THE COMPANY’S REASONS FOR RETAINING THE BROAD GROUP
PROCEDURE.

I can’t. I have discussed the many reasons why the Company opposes the
imposition of the vintage group procedure in my rebuttal testimony and will not
repeat those here.® But, Staff has not provided any response to my rebuttal

testimony.

the A/D balance equals the Original Cost balance.
6 Rimback Sb. at 7.

7 Bourassa Rb. at 11.

® Bourassa Rb. at 10-13.
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Q. IN YOUR REBUTTAL TESTIMONY (ON PAGE 11) YOU EXPLAINED
THAT THE STAFF RECOMMENDED A/D BALANCE REFLECTS
ANOMALIES SUCH AS STRANDED A/D BALANCES. DID STAFF
ADDRESS THESE ISSUES?

A. No. I examined the Staff surrebuttal work papers and continue to find vintage
groups with a zero plant balance and a corresponding negative A/D balance.
I referred to these circumstances as stranded negative A/D balances in my rebuttal
testimony because when the plant balance is zero or negative, Staff stops
computing depreciation.” The negative A/D balance remains and becomes a
permanent balance.

Q. DO YOU HAVE AN EXHIBIT SHOWING THE STRANDED NEGATIVE
A/D BALANCES INCLUDED IN THE STAFF RECOMMENDED A/D
BALANCE.

A. Yes. Included as Exhibit TIB-RB-RJ1 is a copy of the Staff plant and A/D
reconstruction schedule (2012 only) contained in the Staff work papers. There are
several vintage groups that have zero plant balances along with corresponding
negative A/D balances. For example, there are zero plant balances and negative
A/D balances for vintage groups under accounts 310 — Power Generation
Equipment, 311 — Pumping equipment, 320.2 — Chemical Solution Feeders, 340 —
Office Furniture and Equipment, 341 — Transportation Equipment, 345 — Power
Operated Equipment, and 347 — Miscellaneous Equipment. More specifically, for
example, for account 311 — Pumping Equipment and vintage year group 1994, the
plant balance is zero and the A/D balance is a negative 58,169 (net book value of a
positive $58,169). These zero plant balances with corresponding negative A/D

° Bourassa Rb. at 11-12,
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balances make no sense.

WHY NOT?

The vintage group balances essentially become permanent balances because Staff
stops depreciating the vintage group once the plant balances are zero. In the
vintage group example discussed above, the depreciation expense is zero. The net
book value of a positive $58,169 is permanent rate base.

DID YOU ASK STAFF TO EXPLAIN THESE ZERO PLANT BALANCES
AND CORRESPONDING NEGATIVE ACCUMULATED DEPRECIATION
BALANCES?

Yes. I have attached the Staff response to Lago Data request 1.1 as Exhibit TJB-
RB-RJ2. This response does not address the issues created as a result of Staff’s
application of the vintage group procedure. Instead, Staff avoids answering the
data request by pointing to the total plant balance and A/D balance for each plant
account, avoiding addressing the underlying vintage group detail. But avoiding
these issues is problematic. In practical terms, the Company is left with
nonsensical vintage group plant balances that will not only result in plant
depreciation accounting issues for the Company going forward, but also permanent
negative A/D balances (and permanent positive net book values), as well as create
plant and A/D balance reconstruction issues in the next rate case.

IS THE COMPANY DEPRECIATING ITS PLANT BEYOND ITS
EXPECTED USEFUL LIFE?

No, and I do not know why Ms. Rimback claims the Company is doing this.'
Under the broad group procedure there is no fully depreciated plant for the
Company. While Staff may have created fully depreciated vintage groups in its

19 Rimback Sb. at 7.
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application of the vintage group procedure, it does not mean the Company is

depreciating plant beyond the expected average useful life of its plant.

C. Advances-in-aid of Construction (ATAC)
DO THE COMPANY AND STAFF AGREE ON THE AIAC BALANCE?

Yes. Both are proposing AIAC balance of $297,640."

D. Contributions-in-aid of Construction (CIAC) and Accumulated Amortization
(AA)

PLEASE DISCUSS THE PARTIES’ RECOMMENDATIONS FOR CIAC
AND AA.

The Company continues to propose CIAC and AA balances of $852,693 and
$469,879, respectively. Staff continues to propose CIAC and AA balances of
$753,535 and $282,997, respectively.'> The Company’s proposed balance is based
upon a broad group procedure consistent with its depreciation accounting, whereas
Staff’s proposed balances are based upon a vintage group procedure. I explained
the positions of the parties in more detail in my rebuttal testimony."?

E. Accumulated Deferred Income Taxes (ADIT)

PLEASE DISCUSS THE PARTIES’ ADIT BALANCE
RECOMMENDATIONS.

The Company is proposing an ADIT balance of $66,658, whereas Staff proposes
an ADIT balance of $347,588."* As I pointed out in my rebuttal testimony, the
Staff recommended ADIT does not properly reflect the change in ADITSs resulting

! See Staff Surrebuttal Schedule RIM-W3
12 See id.

3 Bourassa Rb. at 14.

14 See Staff Surrebuttal Schedule RIM-W3.
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from the change in the tax value of plant and is overstated. "’

MS. RIMBACK’S SURREBUTTAL TESTIMONY (ON PAGE 38)
CONCLUDES THAT THE CHANGE IN BONUS DEPRECIATION IS
IRRELEVANT TO THE ADIT COMPUTATION. DO YOU AGREE?

No, the special bonus depreciation used in the ADIT computation of the net tax
value of PIS has a direct impact on the ADIT balance. In the Company’s initial
filing the bonus depreciation was computed on the plant acquired from an affiliate
in 2012 equal to a net book value of $3,887,998 times 50 percent (or $1,943,999).
In its rebuttal filing, the Company proposed to reduce the book value of this plant
by the depreciation the Company would have recorded if the plant were booked at
the time the plant was placed into service. The net book value changed from
$3,888,998 to $2,751,411. As a result, the Company’s net tax value and the basis
for computing bonus depreciation is no longer $3,887,998, but rather the net book
value of this plant or $2,751,411 ($3,887,998 minus $1,136,587)."® Accordingly,
the maximum amount of bonus depreciation on this plant for tax purposes is
reduced by $568,293, from $1,943,999 to $1,375,706 ($2,751,411 times 50%)."
To use more than $1,375,706 for bonus depreciation results in an overstatement of
ADITs."

WOULDN’T THE BONUS DEPRECIATION HAVE BEEN TAKEN IN THE
YEARS THE ASSETS WERE PLACED INTO SERVICE, NOT 2012?

No. The bonus depreciation arises in 2012, and only 2012, because this is when

15 Bourassa Rb. at 15-16.
'® Rimback Sb. at 5.

17 Bourassa Rb. at 15.

18 Bourassa Rb. at 16.




1 the Company actually acquired the plant and the first year special bonus
2 depreciation was available as a tax deduction. The Company could not have taken
3 any special bonus depreciation deduction for tax purposes prior to acquisition as it
4 did not own the plant. Moreover, any book-tax timing difference (ADIT) arising
5 from any assumed past special bonus depreciation is meaningless because the
6 Company never realized any past tax deductions for special bonus depreciation on
7 this plant. In other words, there is no ADIT associated with this plant for years
8 prior to 2012.

9 Even if one assumes Ms. Rimback is correct — that prior special bonus was
10 actually realized by the Company in prior years, the simple fact is that special
11 bonus depreciation was not available in all the years the plant would have been
12 placed into service.'” Consequently, the special bonus depreciation of $1,943,500
13 used in the Staff ADIT computation is incorrect and overstated, meaning Staff’s
14 recommended ADIT balance is also incorrect and overstated.
15| Q. DID YOU MENTION THE TAX BONUS DEPRECIATION IN THE
16 COMPANY’S ORIGINAL APPLICATION?

17 | A.  No, and I normally would not have. The tax value computation that reflects special

18 bonus depreciation was included in the work papers provided to Staff. It is
19 common for many details of a utility’s filing to be found in the work papers. That
20 said, my rebuttal testimony detailed the issue, yet Staff decided the bonus
21 depreciation issue was “irrelevant.”?® 1 strongly disagree with Staff’s position.
22 The bottom line is that if the correct bonus depreciation amount is not used and
23

24 | " Special bonus depreciation was not available in 1997, 2005, 2006, and 2007 when some
’s of the plant purchased from an affiliate was originally placed into service.

20 Rimback Sb. at 8.
26
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Staff’s proposed ADIT balance is adopted, the ratepayer will receive an unjustified
windfall as a result of an overstated ADIT balance (which is a reduction to rate
base).

INCOME STATEMENT (C SCHEDULES)

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED
ADJUSTMENTS TO REVENUES?

The Company rejoinder adjustments to revenues and/or expenses are detailed on
Rebuttal Schedule C-2, pages 1-8. The rejoinder income statement with
adjustments is summarized on Rejoinder Schedule C-1, page 1-2. The Company is
not proposing any changes to the adjustments it proposed in its rebuttal testimony.
These adjustments were discussed in my rebuttal testimony.!

A. Contractual Services — Annual Audit

PLEASE COMMENT ON MS. RIMBACK’S SURREBUTTAL
TESTIMONY (ON PAGE 9) REGARDING THE COMPANY’S PROPOSED
ADJUSTMENT TO CONTRACTUAL SERVICES FOR ANNUAL AUDIT
COSTS.

I have a few comments. First, Ms. Rimback testifies that the Company did not
provide support for the $8,000 of annual audit costs. In response, the Company is
providing copies of an annual audit engagement letter from Barry & Moore PC,
CPAs for the 2013 audit. See Exhibit TIJB-RJ3. Second, Ms. Rimback also
testifies that the term sheet provided in the Company’s financing application did
not include a requirement for an annual audit. The term sheet may not state that an
audit is requirement, but my understanding from the Company is that the bank

intends to require an annual audit and this requirement will be contained within the

21 Bourassa Rb. at 16-18.

10
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final loan documents.

RATE DESIGN (H SCHEDULES).

WHAT ARE THE COMPANY’S PROPOSED RATES?
The Company’s rejoinder proposed rates are:

MONTHLY SERVICE CHARGES (All Classes, except Golf Course Irrigation and

Construction/Hydrant)
5/8” x 3/4” Meter $ 14.88
3/4” Meter $ 14.88
1” Meter $ 24.80
1 1/2” Meter $ 49.60
2” Meter $ 79.36
3” Meter $158.72
4” Meter $248.00
5” Meter Remove
6” Meter $496.00
8” Meter $793.60

MONTHLY SERVICE CHARGES (Golf Course Imgation and

Construction/Hydrant)
Golf Course Irrigation $200.00
Construction/Hydrant $0.00
Gallons in minimum (all classes, except golf course irrigation) 0
Gallons in minimum (golf course irrigation) 0
COMMODITY RATES
5/8”X3/4” Meter — Res. 1 to 4,000 $1.80

4,001 to 10,000 $2.98
Over 10,000 $4.16

11
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5/8°X3/4” Meter — Com., Irr.*

3/4” Meter — Res.

3/4” Meter — Com., Irr.*

1” Meter — Res., Com., Irr. *

1 ¥5” Meter — Res., Com., Irr. *

2” Meter — Res., Com., Irr.*

3” Meter — Res., Com., Irr.*

4” Meter — Res., Com., Irr.*

6” Meter — Res., Com., Irr.*

8” Meter — Res., Com., Irr.*

*Except Golf Course Irrigation

Golf Course Irrigation

Construction/Hydrant

12

1 to 10,000
Over 10,000
1 to 4,000
4,001 to 10,000
Over 10,000
1 to 10,000
Over 10,000
1 to 17,000
Over 17,000
1 to 34,000
Over 34,000
1 to 54,000
Over 54,000
1 to 107,000
Over 107,000
1 to 167,000
Over 167,000
1 to 334,000
Over 334,000
1 to 534,000
Over 534,000

All gallons
All gallons

$2.98
$4.16
$1.80
$2.98
$4.16
$2.98
$4.16
$2.98
$4.16
$2.98
$4.16
$2.98
$4.16
$2.98
$4.16
$298
$4.16
$298
$4.16
$2.98
$4.16

$0.85
$4.16
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WHAT WILL BE THE AVERAGE 5/8X3/4 INCH METERED CUSTOMER
AVERAGE MONTHLY BILL UNDER THE NEW RATES?

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates
for a 5/8x3/4 inch metered customer using an average 7,047 gallons is $31.15 —
a $9.66 increase over the present monthly bill or a 44.98 percent increase.

DO YOU HAVE ANY COMMENTS ON THE STAFF RATE DESIGN?

Yes. The Staff proposed rates do not produce the Staff revenue requirement. It is
short by about $11,000. I have spoken with Staff about this issue and my
understanding is that Staff will fix their rates.

DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY?

Yes.

13
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Lago Del Oro Water Company
Test Year Ended December 31, 2012

Current NARUC
Line G/L Account

No.

301
302
303
304

o o

306
7 307

@

308
9 309
10 310

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures & Improvements

Collecting & Impounding Reservoirs
Lake, River, Canal Intakes
Wells & Springs

Infiltration Galleries
Raw Water Supply Mains
Power Generation Equipment

Pumping Equipment

Staff Work Paper File: WP FEB26.xIsx Tab: Plant FDADJ

tion of Plant Additions, Retirements and Accumulated Depreciation

1988
1990
1991
1994
1996
1997
1998

Allowed
Deprec.

Rate
0.00%
0.00%
0.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%

5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%

5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%

5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%

Exhibit
Schedule B-2
Page 3.29
2012 B
Adjusted Unbooked Adjusted Ridgeview
Plant Plant Plant Plant Plant Plant Plant Salvage Deprecation Plant Accum. Net
Additions ~ Adjustments ~ Additions  Retirements Retirements Retirements Sharing Adj. A/D Only (Calculated)  Balance Deprec. Plant
- - = 5 - = = 42,608 5 42,608
- - - - - - - - - 11,667 11,667 -
103 2,061 1,803 258
- - 2,397 47,933 34,751 13,182
- - 355 7,094 4,788 2,306
- - 3,710 74,199 42,664 31,535
- - 565 11,304 5,935 5,369
- - 249 4,988 2,369 2,619
- - 890 17,805 7,567 10,238
- - 1,598 31,960 11,985 19,975
- - 714 14,275 3,212 11,063
- - 540 10,800 1,890 8,910
i - - 144 2,872 359 2,513
144,358 | 144,358 - (21,634) (11,240) 3,609 122,724 (7,631) 130,355
144,358 - 144,358 - - - (21,634) (11,240) 14,874 359,682 121 361 238,321
- - - - - - - 69,732 69,732 -
- - 1,625 64,993 64,993 -
- - 1,048 20,950 17,284 3,666
- - 52,408 1,048,166 759,920 288,246
- - 21,995 439,906 274,941 164,965
- - 1,207 24,135 12,671 11,464
496,541 [ 495 541 - 12,414 496,541 12,414 484,127
496,541 - 496,541 - - - - - 908696 2164473 1,211955 952,468
= = 2 5 (17,297) 17,297
- - 4,322 86,449 10,867 75,582
- - 206 4,126 722 3,404
- - 344 6,871 859 6,012
62,481 62,481 - 27,937 12,389 1,562 90,418 13,951 76,467
62,481 - 62,481 - - - 27,937 12,389 6,434 187,864 9,102 178,762
- - - - - - - - - - (49,820) 49,820
. - : . . - . = E 2 (246) 246
- - . L (475) 475
- - - - (799) 799
- = 3 £ (58,169) 58,169
- - - - (4,694) 4,694
25,468 25,468 637 - (13,364) 13,364
- 24,379 24,379 56,055 1,108,903 404,882 704,021




Lago Del Oro Water Company
Test Year Ended December 31, 2012
Reconciliation of Plant Additions, Retirements and Accumulated Depreciation

NARUC
Account

Current
Line G/L

Description

13 320.0  Water Treatment Plants

12 320.1 Water Treatment Equipment
1998
2000
2001
2006
2007

14 320.2 Solution Chemical Feeders

15 330
16 330.1

Distribution Reservoirs & Standpipes
Storage Tanks
1989
1990
1997
1998
2001
2004
2008
2009
2011
2012

Staff Work Paper File: WP FEB26.xIsx Tab: Plant FDADJ

Exhibit

Schedule B-2
Page 3.29
_ 2012 ]
Allowed Adjusted Unbooked Adjusted Ridgeview
Deprec. Plant Plant Plant Plant Plant Plant Plant Salvage Deprecation Plant Accum. Net
Rate Additions  Adjustments ~ Additions Retirements Retirements Retirements Sharing Adj. A/D Only (Calculated)  Balance Deprec. Plant
5.00% - - 3,099 61,977 41,834 20,143
5.00% - - 9,363 187,269 117,043 70,226
5.00% - - 39,288 785,764 451,814 333,950
5.00% - - 6,993 139,863 73,428 66,435
5.00% - - 1,842 36,838 17,498 19,340
5.00% - - 8,171 163,427 69,456 93,971
5.00% - - 1,731 34,628 12,986 21,643
5.00% - - 178 3,555 1,155 2,400
5.00% - - 1,943 38,863 10,687 28,176
5.00% - - 1,127 22,544 5,072 17,472
5.00% - - 17,018 340,364 59,564 280,800
5.00% - - 2,770 55,402 6,925 48,477
5.00% - - 1,064 21,287 1,597 19,690
5.00% 579,179 | 579,179 - 5,797 107,517 14,479 584,976 121,996 462,980
579179 = 579,179 - 49,847 49,847 5,491 107,517 165,760 . 3,585,660 1268372 2,317,288
5.00% - - - - - - - - - -
5.00% - - - - - - - - - -
5.00% - - - 500,188 268,851 231,337
5.00% - - - 117,195 47,367 69,828
5.00% - - - 7,687 2,883 4,804
5.00% - - - - - -
5.00% - - - (625,070) (319,101) (305,969)
- - - - - - - - - - (0) 0
5.00% - - - - - - - - - - -
5.00% - - - - - - - - - - (616) 616
5.00% - - - - - - (600) 600
5.00% - - 524 524 13 - (225) 225
5.00% - 1,069 1,069 52 511 (108) 619
5.00% - - 239 4,778 2,031 2,747
5.00% - - 203 4,055 304 3,751
5.00% 15,295 15,295 - 557 382 15,295 939 14,356
15,285 - 15,295 - 1,593 4,593 - 557 889 24,639 1,724 22915
5.00% - - - - - - - : - -
5.00% - - - - - - - - - 212,474 212,474 -
5.00% - - - - - - - - - 3,425 3,425 -
5.00% - - - 7,071 7,071 -
5.00% - - 95 1,895 1,469 426
5.00% - - - - 38,647 772,936 560,379 212,557
5.00% - - 9,500 190,000 109,250 80,750
5.00% - - 42 836 355 481
5.00% - - 3,620 72,390 16,288 56,102
5.00% - - 10,955 219,099 38,342 180,757
5.00% - - 902 18,040 1,353 16,687
5.00% 323,184 323,184 - (63,175) (47,211) 8,080 260,009 (39,131) 299,140




Lago Del Oro Water Company
Test Year Ended December 31, 2012

Reconciliation of Plant Additions, Retirements and Accumulated Depreciation

Current NARUC
Line G/L Account

No.
No. No. Description
17 330.2 Pressure Tanks
18 331 Transmission & Distribution Mains
198
19 333 Services

Staff Work Paper File: WP FEB26.xIsx Tab: Plant FDADJ

1988
1989
1990
1991
1992
1993
1994

Allowed
Deprec.

Rate

5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%

5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%

5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%

Exhibit

Schedule B-2
Page 3.29
2012
Adjusted Unbooked Adjusted Ridgeview
Plant Plant Plant Plant Plant Plant Plant Salvage Deprecation Plant Accum. Net
Additions  Adjustments  Additions  Retirements Retirements Retirements Sharing Adj. A/D Only (Calculated)  Balance Deprec. Plant
323,184 - 323,184 - - - (63,175) (47,211) 71,839 3,158,175 911,274 846,901
- - - - - - - - - - (3,428) 3,428
- - 210 4,204 2,431 1,773
- - 904 18,089 14,019 4,070
- - 6,302 126,048 91,385 34,663
- - 2,093 41,865 26,166 15,699
- - 1,863 37,264 21,427 15,837
- - 58 1,152 547 605
- - 58 1,155 491 664
- - 71 1,414 106 1,308
93,850 - (3,071) (1,855) 2,346 90,779 491 90,288
93,850 - 93,850 - - - (3,071) (1,855) 13,906 321,970 153,634 168,336
- - - - - - - 328,100 328,100 -
- s = - . = = = = 77,666 77,666 -
- - - 28,263 28,263 -
- o - 1,149 1,149 -
- - 9,251 370,040 370,040 -
- - 4,186 83,727 77,447 6,280
- - 4,073 81,453 71,271 10,182
- - 2,157 43,142 35,592 7,550
- - 5,891 117,822 91,312 26,510
= - 49,354 987,078 715,632 271,446
- - 551 11,019 7,438 3,581
= - 30,260 605,208 378,255 226,953
- - 18,530 370,594 213,092 157,502
- - 25,084 501,684 263,384 238,300
- - 4,863 97,257 46,197 51,060
- - 4,578 91,568 38,916 52,652
- - 6,346 126,917 47,594 79,323
- - 13,141 262,829 85,419 177,410
- - 1,448 28,961 7,964 20,997
- - 4,020 80,393 18,088 62,305
) - - 449 8,972 673 8,299
1,779,965 | 1,779,965 - 44,499 1,779,965 44,499 1,735,466
1,779,965 - 1,779,965 - - - - - 228,681 6,083,807 2,947,993 3,135,814
- - - - - - - 90,890 90,890 -
- - - - - - - - - 32,530 32,530 -
- - - 13,120 13,120 -
- - - 15,030 15,030 -
- . - 17,125 17,125 -
- - 1,959 78,350 78,350 -
- - 1,264 25,276 24,644 632
- - 1,513 30,258 27,989 2,269



Lago Del Oro Water Company Exhibit
Test Year Ended December 31, 2012 Schedule B-2
Reconciliation of Plant Additions, Retirements and Accumulated Depreciation Page 3.29
[ 2012 ]
Current NARUC Allowed Adjusted Unbooked Adjusted Ridgeview
Line G/L Account Deprec. Plant Plant Plant Plant Plant Plant Plant Salvage Deprecation Plant Accum. Net
No.
No. Description Rate Additions  Adjustments  Additions Retirements Retirements Retirements Sharing Adj. A/D Only (Calculated)  Balance Deprec. Plant
1995 5.00% - - 907 18,139 15,872 2,267
1996 5.00% - - 669 13,370 11,030 2,340
1997 5.00% - - 533 10,660 8,262 2,399
1998 5.00% - - 7,085 141,700 102,733 38,968
1999 5.00% - - 320 6,400 4,320 2,080
2000 5.00% - - 19,225 384,501 229,494 155,007
2002 5.00% - - 7,052 141,040 74,046 66,994
2003 5.00% - - 4,967 99,345 47,189 52,156
2004 5.00% - - 4,591 91,824 39,025 52,799
2005 5.00% - - 2,797 55,939 20,977 34,962
2006 5.00% - - 5,087 101,731 33,063 68,668
2007 5.00% - - 2,088 41,767 11,486 30,281
2008 5.00% - - 2,632 52,633 11,842 40,791
2009 5.00% - - 2,967 69,333 10,383 48,950
2010 5.00% - - 1,657 33,135 4,142 28,993
2011 5.00% - - 1,296 25,911 1,943 23,968
2012 500% 308,734 [ EEEEE 308734 - 7,718 308,734 7718 301,016
308,734 - 308,734 - - - - - 76,325 1,888,741 933,203 955,538
20 334 Meters 5.00% - - - - - - - 23,128 23,128 -
1988 5.00% - - - - - - - - - 14,928 14,928 -
1989 5.00% - - - 7,249 7,249 -
1990 5.00% - - - 16,524 16,524 -
1991 5.00% - - - 9,268 9,268 -
1992 5.00% - - 223 8,927 8,927 -
1993 5.00% - - 700 13,997 13,647 350
1994 5.00% - - 686 13,711 12,683 1,028
1995 5.00% - - 455 9,109 7,970 1,139
1996 5.00% - - 1,224 24,481 20,197 4,284
1997 5.00% - - 1,185 23,704 18,371 5,333
1998 5.00% - - 1,268 25,364 18,389 6,975
1999 5.00% - - 1,900 37,998 25,649 12,349
2000 5.00% - - 1,125 22,499 14,062 8,437
2001 5.00% - - 1,060 21,192 12,185 9,007
2002 5.00% - - 1,758 35,151 18,454 16,697
2003 5.00% - - 2,225 44,490 21,133 23,357 |
2004 5.00% - - 2,052 41,042 17,443 23,599
2005 5.00% - - 2,628 52,551 19,707 32,844 j
2006 5.00% - - 1,089 21,777 7,078 14,699 |
2009 5.00% - - 824 16,486 4,127 12,359
2010 5.00% - - 314 6,275 784 5,491
2012 5.00% 14,470 14,470 - 362 14,470 362 14,108
14,470 - 14,470 - - - - - 21,076 504,321 312,264 192,057
21 335  Hydrants 5.00% B = = = = = 2 28,000 28,000 -
1988  5.00% = - - = - - - - > 32,327 32,327 -
1989  5.00% - - 4,707 4,707 5

1992 5.00% - - 2,075 83,000 83,000 -

Staff Work Paper File: WP FEB26.xIsx Tab: Plant FDADJ




Lago Del Oro Water Company
Test Year Ended December 31, 2012

Current NARUC

Line G/L Account

No.
No. No. Description
22 336 Backflow Prevention Devices
23 339 Other Plant & Misc Equipment
24 340 Office Furniture & Equipment
25 340.1 Computers & Software
26 341 Transportation Equipment
27 342 Stores Equipment

Staff Work Paper File: WP FEB26 .xIsx Tab: Plant FDADJ

ation of Plant Additions, Retirements and Accumulated Depreciation

1993
1995
1997
1998
2000
2001
2002
2003
2005
2006
2007
2008
2012

2001

Allowed
Deprec.

Rate
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%

5.00%
5.00%
5.00%

5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%

5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%

5.00%

Exhibit
Schedule B-2
Page 3.29
_I 2012 J
Adjusted Adjusted Ridgeview
Plant Plant Plant Plant Plant Salvage Deprecation Plant Accum. Net
Additions  Adjustments  Additions Retirements Sharing Adj. A/D Only (Calculated) Balance Deprec. Plant
- - 135 2,695 2,628 67
- - 47 943 825 118
- - 129 2,570 1,992 578
- - 5,138 102,750 74,494 28,256
- - 7,037 140,740 87,963 52,778
- - 2,068 41,350 23,776 17,574
- - 2,592 51,840 27,216 24,624
462 9,240 4,389 4,851
- - 1,437 28,732 9,338 19,394
189,964 - 189,964 - 4,749 189,964 4,749 185,215
189,964 - 189,964 - - - 25,867 718,858 385,403 333,455
. — - - s i (1,415) 1,415
- - - - (119) 119
- - - - (1,509) 1,509
- - 87 1,737 (671) 2,408
- - 74 1,483 927 556
- - 646 12,926 7,432 5,494
- - 210 4,193 2,201 1,992
- - 127 2,532 1,076 1,456
- - 343 6,862 1,707 5,165
- - 55 1,106 83 1,023
5,920 5,920 - 148 5,920 148 5,772
5,920 - 5,920 - - - 1,690 36,759 9,861 26,898
- - - - (2,550) 2,550
- - - - (12,891) 12,891
- - - - (13,786) 13,786
- - - - (14,031) 14,031
- - 1) (10) (11,915) 11,905
- - - - (913) 913
- - 748 14,953 8,442 6,511
- - 270 5,408 3,110 2,298
- - 782 15,645 8,214 7,431
- - 32 640 304 336
- - 1,361 27,217 11,567 15,650
23,118 23,118 - 708 25,718 1,293 24,425
23,118 - 23,118 - - - 3901 89,571 (23,157) 112,728




Lago Del Oro Water Company
Test Year Ended December 31, 2012

Line

31

32

33
34

35
36

Current
G/L

tion of Plant Addi

NARUC
Account

346

347

348

Description
Tools, Shop & Garage Equipment
Laboratory Equipment
Power Operated Equipment

Communication Equipment

Miscellaneous Equipment

Other Tangible Plant

Staff
Company

Staff Work Paper File: WP FEB26.xIsx Tab: Plant FDADJ

ns, Retirements and Accumulated Depreciation

1994
1996
2002
2010

1992
1993
1994
1996
1997
1999
2000
2001
2002
2005
2008
2012

2001

Allowed
Deprec.

Rate
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%

5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%

5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%

5.00%
5.00%

Exhibit

Schedule B-2
Page 3.29
2012
Adjusted Unbooked Adjusted Ridgeview

Plant Plant Plant Plant Plant Plant Plant Salvage Deprecation Plant Accum. Net

Additions  Adjustments  Additions  Retirements Retirements Retirements Sharing Adj. A/D Only (Calculated) Balance Deprec. Plant
- - - - - - - - (428) 428
- > 2,101 42,029 38,580 3,449
- - 37 742 612 130
- - 512 10,235 5,373 4,862
- - 139 2,780 348 2,433
- ‘ - - - - - - 2,789 55,786 44,485 11,301
- - - - 10,282 205,637 159,369 46,268
- - 98 1,956 1,418 538
- - 579 11,575 7,813 3,762
- - 47 939 587 352
- - 261 5,229 3,007 2,222
- - 241 4,821 2,531 2,290
- - 108 2,154 1,023 1,131
- - 68 1,357 577 780
- - 97 1,940 728 1,213
- - 113 2,254 507 1,747
- - 68 1,368 239 1,129
- - - 984 19,686 2,461 17,225
- - 2,105 42,104 3,158 38,946
53,658 53,658 - (3,460) (1,575) 1,341 50,198 (234) 50,432
53,658 - 53,658 - - - (3,460) (1,575) 16,392 351,218 183,183 168,035
- - - - - - - - (808) 808
- - - - (692) 692
- - - - (697) 697
- - - - (3,929) 3,929
- - - - (1,617) 1,617
- 1,834 1,834 46 - (847) 847
- 2,603 2,603 92 544 (544) 1,088
- - 80 1,600 1,000 600
- - 185 3,693 2,123 1,570
- - 36 729 383 346
- - 222 4,437 1,664 2,773
- - 616 12,324 2,773 9,551
2,796 2,796 - 70 2,796 70 2,726
2,796 - 2,796 - 4,437 4,437 - - 1,347 26,123 (1,122) 27,245
4,093,513 - 4,093,513 - 55,877 55,877 (57,606) 58,582 742,468 18,200,205 8,469,535 9,730,670
4,093,511 - 4,093,511 - 55,877 55,877 (57,606) 58,580 809,819 18,200,199 8,840,798 9,359,401

67,351 371,263



EXHIBIT
TJB-RJ2




ARIZONA CORPORATION COMMISSION STAFF’S RESPONSES TO

1.1;

RESPONSE:

RESPONDENT:

LAGO DEL ORO WATER COMPANY’S
FIRST SET OF DATA REQUESTS
DOCKET NO. W-01944A-13-0215
MARCH 19, 2014

Please explain and justify the assets balances contained in the attached
Staff work papers which reflect zero original cost and negative
accumulated depreciation balances, or negative original cost and negative
accumulated depreciation balances. As part of your response, please
clarify how these negative balances are not permanent under the Staff
method of depreciation as reflected in the Staff work papers.

Staff reviewed the workpaper which shows the 2012 plant balances,
accumulated depreciation and net plant (plant balance less accumulated
depreciation). The actual balance is the last line for each plant account.
Other calculations show how the balance is computed. Staff and the
Company are in agreement as to the Plant Balance of $18,200,199 as
shown on MJR W-4.

a) The only account with a -0- plant balance is account 320.2. This is
not a balance that Staff adjusted. It was included on schedule B-2
of the application at a -0- amount.

b) Staff does not see any negative plant balances.

c) Both Staff and the Company calculations reflect some accumulated
depreciation with debit balances. The entry for depreciation is
debit expense, credit accumulated depreciation.  Accumulated

- depreciation would generally show a credit balance. One reason
for a debit instead of a credit balance is related to the treatment of
plant retirements. Both Staff and the Company used this treatment.

Mary Rimback, Public Utilities Analyst, Utilities Division, Arizona
Corporation Commission, 1200 West Washington Street, Phoenix,
Arizona 85007
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BARRY €@ MOORE, P.C.

CERTIFIED PUBLIC ACCOUNTANTS

February 11,2014

Mr. James Hubbard, Treasurer
Lago Del Oro Water Company
9532 East Riggs Road
Sun Lakes, AZ 85248

Dear Jim:

We are pleased to confirm our understanding of the services we are to provide for the year ended
December 31, 2013 for the Lago Del Oro Water Company.

We will audit the financial statements of Lago Del Oro Water Company, which comprise the
balance sheet as of December 31, 2013, and the related statements of income, capitalization, and
cash flows for the year then ended, and the related notes to the financial statements.

Audit Objective

The objective of our audit is the expression of an opinion about whether your financial
statements are fairly presented, in all material respects, in conformity with U.S. generally
accepted accounting principles. Our audit will be conducted in accordance with auditing
standards generally accepted in the United States of America and will include tests of your
accounting records and other procedures we consider necessary to enable us to express such
opinions. We cannot provide assurance that an unmodified opinion will be expressed.
Circumstances may arise in which it is necessary for us to modify our opinion or add an
emphasis-of-matter or other-matter paragraph. If our opinion is other than unmodified, we will
discuss the reasons with you in advance. If, for any reason, we are unable to complete the audit
or are unable to form or have not formed an opinion, we may decline to express an opinion or to
issue a report as a result of this engagement

Audit Procedures |

Our procedures will include tests of documentary evidence supporting the transactions recorded in
the accounts, tests of the physical existence of inventories, and direct confirmation of certain assets
and liabilities by correspondence with selected customers, creditors, and financial institutions. We
will also request written representations from your attorneys as part of the engagements. At the
conclusion of our audit, we will require certain written representations from you about the financial
statements and related matters.

2198 East Camelback, Suite 370 » Phoenix, Arizona 85016 » (602) 277-5463 FAX (602) 248-9074
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An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements; therefore, our audit will involve judgment about the number of transactions to
be examined and the areas to be tested. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements. We will plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement, whether from (1) errors, (2) fraudulent financial reporting,
(3) misappropriation of assets, or (4) violations of laws or governmental regulations that are
attributable to the entities or to acts by management or employees acting on behalf of the entities.

Because of the inherent limitations of an audit, combined with the inherent limitations of internal
control, and because we will not perform a detailed examination of all transactions, there is a risk
that material misstatements may exist and not be detected by us, even though the audit are
properly planned and performed in accordance with U.S. generally accepted auditing standards.
In addition, an audit is not designed to detect immaterial misstatements or violations of laws or
governmental regulations that do not have a direct and material effect on the financial
statements. However, we will inform the appropriate level of management of any material errors,
fraudulent financial reporting, or misappropriation of assets that comes to our attention. We will
also inform the appropriate level of management of any violations of laws or governmental
regulations that come to our attention, unless clearly inconsequential. Our responsibility as
auditors is limited to the period covered by our audit and does not extend to any later periods for
which we are not engaged as auditors.

Our audit will include obtaining an understanding of the entities and their environments,
including internal control, sufficient to assess the risks of material misstatement of the financial
statements and to design the nature, timing, and extent of further audit procedures. An audit is
not designed to provide assurance on internal control or to identify deficiencies in internal
control. However, during the audit, we will communicate to you and those charged with
governance internal control related matters that are required to be communicated under
professional standards.

Management Responsibilities

You agree to assume all management responsibilities for the tax services and any other nonattest
services we provide; oversee the services by designating an individual, preferably from senior
management, with suitable skill, knowledge, or experience; evaluate the adequacy and results of
the services; and accept responsibility for them.

You are responsible for establishing and maintaining internal controls, including monitoring
ongoing activities; for the selection and application of accounting principles; and for the fair
presentation of the financial statements in conformity with U.S. generally accepted accounting
principles. You are also responsible for making all financial records and related information
available to us and for the accuracy and completeness of that information. You are also
responsible for providing us with (1) access to all information of which you are aware that is
relevant to the preparation and fair presentation of the financial statements, (2) additional
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information that we may request for the purpose of the audit, and (3) unrestricted access to
persons within the company from whom we determine it necessary to obtain audit evidence.

Your responsibilities include adjusting the financial statements to correct material misstatements
and confirming to us in the management representation letters that the effects of any uncorrected
misstatements aggregated by us during the current engagements and pertaining to the latest
period presented are immaterial, both individually and in the aggregate, to the financial
statements taken as a whole.

You are responsible for the design and implementation of programs and controls to prevent and
detect fraud, and for informing us about all known or suspected fraud affecting the company
involving (1) management, (2) employees who have significant roles in internal control, and (3)
others where the fraud could have a material effect on the financial statements. Your
responsibilities include informing us of your knowledge of any allegations of fraud or suspected
fraud affecting the company received in communications from employees, former employees,
regulators, or others. In addition, you are responsible for identifying and ensuring that the entities
comply with applicable laws and regulations.

Engagement Administration, Fees, and Other

We understand that your employees will prepare all cash, accounts receivable, and other
confirmations we request and will locate any documents selected by us for testing.

Bemnie Barry is the engagement partner and is responsible for superv1smg the engagements and
signing the reports.

Our fees for the audit will be at our regular per diem rates, plus out-of-pocket costs, if ény. We
estimate that our fees will be approximately $8,000. Billings will be rendered monthly and are
payable upon presentation.

During the course of the audit, we may observe opportunities for economy in, or improved controls
over, your operations. We will bring such matters to the attention of the appropriate level of
management, either orally or in writing.

We appreciate the opportunity to be of service to you and believe this letter accurately summarizes
the significant terms of our engagements. If you have any questions, please let us know. If you
agree with the terms of our engagements as described in this letter, please indicate your agreement
by signing below and returning a scanned copy to us.

Sincerely,

%VW, Yc .

Barry & Moore, P.C.




LAGO DEL ORO WATER COMPANY JPMorgan Chase Bank, N.A. Stub Check No. 314221
. 1of 1 Date  11/08/13
Invoice Number fnv Date Payment Advice Gross Discount Net
107 100513 2012 AUDIT 12,400.00 12,400.00
12,400.00 12,400.00
Vendor No. Name Address
71644 BARRY & MOOREP C 2198 E CAMELBACK RD #370
PHOENIX AZ 85016-4716 "
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JPMorgan Chase Bank, N.A.
: 201 NCcnt'ral Ave Dept 383 91-2/1221 314221
LAGO DEL ORO WATER COMPANY Phoenix, AZ 85038
9532 ERigegs Rd
Sun Lakes, AZ 85248-7411 Date Amount
11/08/13 $*%¥*12 400.00
Pay
TWELVE THOUSAND FOUR HUNDRED AND 00/100 ¥¥##5%%kdkkkbonhdoksdskdohdokdodokikrsonsbkkprbohdor s
Dollars

To . BARRY & MOORE,P.C.

The 2198 E CAMELBACK RD #370
Ogifer PHOENIX AZ 85016-4716
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107 100513 2012 AUDIT 12,400.00 12,400.00
12,400.00 12,400.00
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71644 BARRY & MOOREP C
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BARRY €@ MOORE, P.C.

CERTIFIED PUBLIC ACCOUNTANTS

INVOICE
TO: Lago Del Oro Water Company . Client #:12100
9532 E. Riggs Rd. Invoice #: 107
Sun Lakes, AZ 85248 Date: October 5, 2013
For Professional Services Rendered:
Examination of December 31, 2012 financial statements. $7,100
Initial audit procedures required for December 31, 2011 balances. o 2,400
Review of historical book/tax differences and provide assistance in
calculating deferred taxes. 2,150
Review of 2012 company prepared income tax retums. 750
Total . $12,400

Please include client number and invoice number on check.

Current: $12,400.00 | Over 30: $0.00 | Over 60: $0.00 | Over 90: $0.00 { Over 120: $0.00 { Total: $12,400.00

RECEIVED
0CT 81 2013

JRH

2198 East Camelback Road, Suite 370 « Phoenix, Arizona 85016 « (602) 277-5463 FAX (602) 248-9074 » www.barryandmoora.com
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Lago Del Oro 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 Residential
3/4 Inch Residential
. 1lnch Residential
1 1/2 Inch Residential
2 Inch Residential
5/8x3/4 Inch Commercial
3/4 Inch Commercial
1 Inch Commercial
11/2 Inch Commercial
2 Inch Commercial
3 Inch Commercial
6 Inch Commercial
5/8x3/4 Inch Irrigation
3/4 Inch Irrigation
1 inch Irrigation
1 1/2 Inch Irrigation
2 Inch Irrigation
3 Inch Irrigation
4 Inch Irrigation
Golf Course Irrigation
5/8x3/4 Inch Construction

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

$ 7,363,846

(54,838)

-0.74%

$ 647,208

8.79%

$ 702,046

1.6356

$ 1,148,253

$ 1,882,238

$ 1,148,253

$ 3,030,491

61.00%
Present Proposed Dollar Percent
Rates Rates Increase Increase
$ 1576999 $ 2,419,025 $ 842,026 53.39%
35,011 57,126 22,114 63.16%
20,819 36,336 15,518 74.54%
1,651 2,999 1,348 81.61%
9,934 19,649 9,715 97.79%
$ - $ - $ - 0.00%
6,728 10,623 3,895 57.89%
25,016 54,114 29,098 116.32%
6,996 12,890 5,894 84.25%
37,067 75,211 38,144 102.91%
5,924 12,538 6,614 111.66%
30,305 72,585 42,279 139.51%
$ - $ - $ - 0.00%
2,052 3,517 1,465 71.38%
1,370 2,559 1,189 86.79%
410 789 379 92.51%
37,490 75,232 37,743 100.67%
4,044 8,329 4,285 105.98%
1,047 3,106 2,059 196.71%
59,823 142,232 82,409 137.75%
$ 1,750 $ 2,611 861 49.21%
- 0.00%
$ 386 $ 1,563 1,177 305.15%
$ 1,864,821 $ 3,013,034 $ 1,148,212 61.57%
$ 17,117 $ 17,117 $ - 0.00%
299 340 41 13.71%
- 0.00%
$ 1882237 $ 3,030,491 $ 1,148,253 61.00%
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Lago Del Oro Water Company
Test Year Ended December 31, 2012
Summary of Rate Base

Exhibit

Rejoinder Schedule B-1
Page 1

Witness: Bourassa

Fair Value
Rate Base

$ 18,200,198
9,977,386

3 8,222,812

297,640
852,693
(469,879)
111,854

66,658

Original Cost

Rate base
Gross Utility Plant in Service $ 18,200,198
Less: Accumulated Depreciation 9,977,386
Net Utility Plant in Service $ 8,222,812
Less:
Advances in Aid of Construction 297,640
Contributions in Aid of Construction 852,693
Accumulated Amortization of CIAC (469,879)
Customer Meter Deposits 111,854
Custmer Security Deposits -
Accumulated Deferred Income Tax 66,658
Plus:
Deferred Regulatory Assets TCE Plume -
Deferred Tax Assets -
Allowance for Working Capital -
Total Rate Base $ 7,363,846

$ 7,363,846

SUPPORTING SCHEDULES:
B-2
B-3
B8-5
E-1




Lago Del Oro Water Company Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 1
Witness: Bourassa

Proposed
Adjusted Adjusted
at at end

Line End of Proforma of
No. Test Year Adjustment Test Year

1 Gross Utility

2 Plant in Service $ 18,200,198 - $ 18,200,198

3

4 Less:

5  Accumulated

6  Depreciation 8,840,798 1,136,588 9,977,386

7

8

9  Net Utility Plant

10 in Service $ 9,359,400 $ 8222812
11

12  Less:

13  Advances in Aid of

14 Construction 297,640 - 297,640
15

16  Contributions in Aid of

17 Construction - Gross 852,693 - 852,693
18

19  Accumulated Amortization of CIAC (469,879) - (469,879)
20

21 Customer Meter Deposits 111,854 - 111,854
22 Custmer Security Deposits - - -
23  Accumulated Deferred Income Tax 279,359 (212,701) 66,658
24 -
25 -
26

27 Plus:

28

29 Deferred Regulatory Assets TCE Plume - -
30 Prepayments - -
31  Materials and Supplies - -
32  Working capital - - -
33 -
34

35 Total $ 8,287,733 $ 7,363,846
36

37

38

39

40

41

42

43

44

45

46 SUPPORTING SCHEDULES: RECAP SCHEDULES:
47 B-2, pages 2 B-1

48 E-1

49

50

51
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Lago Del Oro Water Company Exhibit

Test Year Ended December 31, 2012 Rejoinder Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 3.1
Adjustment Number 1 - A Witness: Bourassa

Line

INTENTIONALLY LEFT BLANK
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Lago Del Oro Water Company ' Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 3.2
Adjustment Number 1 - B Witness: Bourassa

Line

INTENTIONALLY LEFT BLANK

No.
1
2
3
4
5
6
7
8

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
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Acct.
No.
301
302
303
304
305
306
307
308
309
310
311
320

320.1

320.2
330

330.1

330.2
331
333
334
335
336
339
340

340.1
341
342
343
344
345
346
347
348

Lago Del Oro Water Company
Test Year Ended December 31, 2012
Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - C

Reconciliation of Plant to Plant Reconstruction

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 Tunneis

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 Furniture 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

SUPPORTING SCHEDULE

B-2, pages 3.1 through 3.2
B-2, pages 3.4 through 3.29

Exhibit

Rejoinder Schedule B-2
Page 3.3

Witness: Bourassa

Rebuttal
Adjusted Adijusted Plant Proposed
Orginal B-2 Orginal Per Plant
Cost Adjustments Cost Reconstruction  Adjustment
42,608 - 42,608 42,608 -
359,681 - 359,681 359,681 -
2,164,423 - 2,164,423 2,164,423 -
187,864 - 187,864 187,864 -
3,585,660 - 3,585,660 3,585,660 -
24,640 - 24,640 24,640 -
1,758,175 - 1,758,175 1,758,175 -
321,969 - 321,969 321,969 -
6,083,805 - 6,083,805 6,083,805 -
1,888,741 - 1,888,741 1,888,741 -
504,321 - 504,321 504,321 -
718,857 - 718,857 718,857 -
36,758 - 36,758 36,758 -
89,569 - 89,569 89,569 -
55,787 - 55,787 55,787 -
351,219 - 351,219 351,219 -
26,122 - 26,122 26,122 -
18,200,199 § - 18,200,199 $ 18,200,199 $ -
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Lago Del Oro Water Company
Test Year Ended December 31, 2012
Original Cost Rate Base Proforma Adjustments
Adjustment Number 2 - A

A/D on Purchased Plant

Acct.
No.
301
302
303
304
305
306
307
308
309
310
31
320

320.1

320.2
330

3301

330.2
331
333
334
335
336
339
340

340.1
341
342
343
344
345
346
347
348

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 Piant and Misc. Equip.

Office Furniture 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

SUPPORTING SCHEDULE

B-2, pages 3.1 through 3.2
B-2, pages 3.4 through 3.29

Exhibit

Rejoinder Schedule B-2
Page 4.1

Witness: Bourassa

Orginal
Cost

16,508

74,481

9,372
82,196

48,478
13,387
747,934
79,977

60,726

$1,136,588




Lago Del Oro Water Company
Test Year Ended December 31, 2012
Original Cost Rate Base Proforma Adjustments
Adjustment Number 2 - B

INTENTIONALLY LFET BLANK

Exhibit

Rejoinder Schedule B-2
Page 4.2

Witness: Bourassa




Lago Del Oro Water Company Exhibit

Test Year Ended December 31, 2012 Rejoinder Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 4.3
Adjustment Number 2 - C Witness: Bourassa

Line

No.
1  Reconciliation of A/D to A/D Reconstruction
2 AD
3 Adjusted Adjusted A/D Proposed
4 Acct. Orginal B-2 Orginal Per AD
5 No. Description Cost Adjustments Cost Reconstruction Adjustment
6 301  Organization Cost - - - - -
7 302 Franchise Cost - - - - -
8 303 Land and Land Rights - - - - -
9 304 Structures and Improvements 123,773 16,508 140,281 140,281 -

10 305 Collecting and Impounding Res. - - - - -
11 306 Lake River and Other Intakes - - - -
12 307 Wells and Springs 1,237,863 74,481 1,312,344 1,312,344 -
13 308 Infiltration Galleries and Tunnels - - - - -
14 309 Supply Mains - - - -
15 310 Power Generation Equipment 9,102 9,372 18,474 18,474 -
16 311 Electric Pumping Equipment 1,268,371 82,196 1,350,567 1,350,567 -
17 320 Water Treatment Equipment - - - - -
18 320.1 Water Treatment Plant - - -
19 320.2 Chemical Solution Feeders 1,726 - 1,726 1,726 -

20 330 Dist. Reservoirs & Standpipe - - - - -
21 330.1 Storage tanks 999,447 48,478 1,047,925 1,047,925 -
22  330.2 Pressure Tanks 153,633 13,387 167,020 167,020 -
23 331 Trans. and Dist. Mains 3,112,967 747,934 3,860,901 3,860,901 -
24 333 Services 984,751 79,977 1,064,728 1,064,728 -
25 334 Meters 329,187 - 329,187 329,187 -
26 335 Hydrants 406,730 60,726 467,456 467,456 -

27 336 Backflow Prevention Devices - - - - -
28 339 Other Plant and Misc. Equip. - - -
29 340 Office Furniture and Fixtures 9,860 - 9,860 9,860 -

30 340.1 Computers and Software - - - - -
31 341 Transportation Equipment (23,159) - (23,159) (23,159) -

32 342 Stores Equipment
33 343 Tools and Work Equipment - - - - -
34 344 Laboratory Equipment

35 345 Power Operated Equipment 44 485 44 485 44 485 -

36 346 Communications Equipment 183,184 3,529 186,713 186,713 -
37 347 Miscellaneous Equipment (1,121) 0 (1,121) (1,121) -
38 348 Other Tangible Plant - - - - -
39 Loss on Plant Diposal - - - -
40 TOTALS $ 8,840,798 $ 1,136,588 $ 9977386 $ 9,977,386 % -
41

42

43 SUPPORTING SCHEDULE
44 B-2, pages 4.1 through 4.2
45 B-2, pages 3.4 through 3.29




Lago Del Oro Water Company Exhibit

Test Year Ended December 31, 2012 Rejoinder Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 5
Adjustment 3 Witness: Bourassa

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

Line
No.
Gross Accumulated
CIAC Amortization
Computed balance at 12/31/2012 $ 852,693 $ 469,879
Book balance at 12/31/2012 $ 852,693 $ 469,879
Increase (decrease) $ - $ -
Adjustment to CIAC/AA CIAC $ - $ -
Label 3a 3b

SUPPORTING SCHEDULES
E-1
B-2, page 5110 5.4
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Lago Del Oro Water Company Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 6
Adjustment 4 Witness: Bourassa

Advances-in-Aid of Construction (AIAC)
Line

Computed balance $ 297 640
Adjusted balance at per Direct $ 297,640

Increase (decrease) $ -

wm\lmmhwm—nlg

19 SUPPORTING SCHEDULES
20 E-A1
21 Work papers
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Lago Del Oro 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) $ 78,175
Pumping Power (1/24 of Pumping Power) -
Purchased Water (1/24 of Purchased Water) 18,451

Prepaid Expenses

Total Working Capital Allowance $ 96,626
Working Capital Requested $ -
Adjusted Test Year
Total Operating Expense $ 1,937,076
Less:
Income Tax $ (85,942)
Property Tax 93,667
Depreciation 861,127
Purchased Water 442,823
Pumping Power -
Allowable Expenses $ 625,401
1/8 of allowable expenses $ 78,175
SUPPORTING SCHEDULES: RECAP SCHEDULES:

E-1 B-1
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Lago Del Oro Water Company Exhibit

Test Year Ended December 31, 2012 Rejoinder Schedule C-1
Income Statement Page 1
Witness: Bourassa
Rejoinder Rejoinder
Test Year Test Year Proposed Adjusted
Adjusted Adjusted Rate with Rate
Results Adjustment Results Increase Increase
Revenues
Metered Water Revenues $ 1,865,121 $ - $ 1865121 $ 1,148,253 $ 3,013,374
Unmetered Water Revenues - - - -
Other Water Revenues 17,117 - 17,117 17,117
$ 1,882,238 $ - $ 1882238 $ 1,148,253 $ 3,030,491
Operating Expenses
Salaries and Wages $ 169,991 - $ 169,991 $ 169,991
Employee Pensions and Benefits 35,228 - 35,228 35,228
Purchased Water - - - -
Purchased Power 442,823 - 442 823 442,823
Fuel For Power Production - - - -
Chemicals 21,969 - 21,969 21,969
Materials and Supplies 80,299 - 80,299 80,299
Office Supplies and Expense 66,431 - 66,431 66,431
Contractual Services - Engineering - - - -
Contractual Services - Accounting 533 8,000 8,533 8,533
Contractua!l Services - Legal 166 - 166 166
Contractual Services - Other 57,785 - 57,785 57,785
Contractual Services - Testing 22,433 5,392 27,825 27,825
Rents 9,435 - 9,435 9,435
Transportation Expenses 42,440 - 42 440 42,440
Insurance - Vehicle 5,165 - 5,165 5,165
Insurance - General Liability 20,083 - 20,083 20,083
Reg. Comm. Exp. - Other 855 - 855 855
Reg. Comm. Exp. - Rate Case 55,000 - 55,000 55,000
Bad Debt Expense 4,922 - 4,922 4,922
Miscellaneous Expense 19,274 - 19,274 19,274
Depreciation and Amortization Expense 861,127 - 861,127 861,127
Taxes Other Than Income - - - -
Property Taxes 98,597 (4,930) 93,667 19,635 113,302
Income Tax (128,849) 42,906 (85,942) 426,572 340,629
Total Operating Expenses $ 1,885,708 $ 51,368 $ 1,937,076 $ 446,207 $ 2,383,283
Operating Income $ (3,470) $ (51,368) $ (54,838) $ 702,046 % 647,208
Other income {(Expense)
Interest Income - - - -
Other income - - - -
Interest Expense (204,322) 106,088 (98,234) (98,234)
Other Expense - - - -
Total Other Income (Expense) b (204,322) $ 106,088 $ (98,234) $ - 5 (98,234)
Net Profit (Loss) b (207,792) $ 54720 $ (153,072) $ 702,046 § 548,975
SUPPORTING SCHEDULES: RECAP SCHEDULES:
C-1, page 2 A-1

E-2
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Revenues
Expenses

Operating
Income

Interest
Expense

Other
Income /
Expense

Net income

Revenues
Expenses

Operating
Income

Interest
Expense

Other
Income /
Expense

Net Income

Lago Del Oro Water Company
Test Year Ended December 31, 2012
Adjustments to Revenues and Expenses

Adjustments to Revenues and Expenses

Exhibit

Rejoinder Schedule C-2
Page 1

Witness: Bourassa

1 2 3 4 5 5]
Water Outside Additional
Property Testing Financial Water Testing Interest
Depreciation Taxes Expense Audit Costs Expense Synch. Subtotal
- (4,930) (548) 8,000 5,940 - 8,462
- 4,930 548 (8,000) (5,940) - (8,462)
106,088 106,088
- 4,930 548 (8,000) (5,940) 106,088 97,626
Adjustments to Revenues and Expenses
7 8 9 10 n 12
Intentionally intentionally Intentionally intentionally intentionally
income Left Left Left Left Left
Taxes Blank Blank Blank Blank Blank Subtotal
42,906 - - - - - 51,368
(42,906) - - - - - (51,368)
- 106,088
(42,906) - - - - - 54,720




Lago Del Oro 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
3 Acct Original Non-Depr. or Original Proposed Depreciation
4 No. Description Cost Fully Depr. Plant Cost Rates Expense
5 301 Organization Cost $ - 3 - 0.00% $ -
6 302 Franchise Cost - - 0.00% -
7 303 Land and Land Rights 42,608 (42,608) - 0.00% -
8 304  Structures and Improvements 359,681 359,681 3.33% 11,977
9 305 Collecting and Impounding Res. - - 2.50% -
10 306 Lake River and Other Intakes - - 2.50% -
11 307 Wells and Springs 2,164,423 2,164,423 3.33% 72,075
12 308 Infiltration Galleries and Tunnels - - 6.67% -
13 309 Supply Mains - - 2.00% -
14 310 Power Generation Equipment 187,864 187,864 5.00% 9,393
15 311  Electric Pumping Equipment 3,585,660 3,585,660 12.50% 448,207
16 320 Water Treatment Equipment - - 3.33% -
17 320.1 Water Treatment Plant - - 3.33% -
18 320.2 Chemical Solution Feeders 24,640 24,640 20.00% 4,928
19 330 Dist. Reservoirs & Standpipe - - 2.22% -
20 330.1 Storage tanks 1,758,175 1,758,175 2.22% 39,031
21 330.2 Pressure Tanks 321,969 321,969 5.00% 16,098
22 331 Trans. and Dist. Mains 6,083,805 6,083,805 2.00% 121,676
23 333  Services 1,888,741 1,888,741 3.33% 62,895
24 334 Meters 504,321 504,321 8.33% 42,010
25 335 Hydrants 718,857 718,857 2.00% 14,377
26 336 Backflow Prevention Devices - - 6.67% -
27 339 Other Plant and Misc. Equip. - - 6.67% -
28 340 Office Fumiture and Fixtures 36,758 36,758 6.67% 2,452
29 340.1 Computers and Software - - 20.00% -
30 341 Transportation Equipment 89,569 89,569 20.00% 17,914
31 342  Stores Equipment - - 4.00% -
32 343 Tools and Work Equipment - - 5.00% -
33 344 Laboratory Equipment - - 10.00% -
34 345 Power Operated Equipment 55,787 55,787 5.00% 2,789
35 346 Communications Equipment 351,219 351,219 10.00% 35,122
36 347 Miscellaneous Equipment 26,122 26,122 10.00% 2612
37 348 Other Tangibie Plant - - 10.00% -
38 TOTALS $ 18,200,198 $ (42,608) $ 18,157,591 $ 903,558
39
40 Gross CIAC  Amort. Rate
41  Less: Amortization of Contributions $ 852,693 49762%  $ (42,432)
42 -
43 -
44 $ - $ (42,432)
45 Total Depreciation Expense $ 861,127
46
47  Adjusted Test Year Depreciation Expense 861,127
48
49 Increase (decrease) in Depreciation Expense $ -
50
51 Adjustment to Revenues and/or Expenses $ -
52

53 SUPPORTING SCHEDULE
54 B-2, page 3 *Fully Depreciated/Amortized




Lago Del Oro Water Company Exhibit

Test Year Ended December 31, 2012 Rejoinder Schedule C
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 $ 1,882,238 $ 1,882,238
2 Weight Factor 2 2
3 Subtotal (Line 1 ¢ Line 2) 3,764,476 3,764,476
4 Company Recommended Revenue 1,882,238 3,030,491
5 Subtotal (Line 4 + Line 5) 5,646,713 6,794,967
6 Number of Years 3 3
7 Three Year Average (Line 5/ Line 6) 1,882,238 2,264,989
8 Department of Revenue Mutilplier 2 2
9 Revenue Base Value (Line 7 * Line 8) 3,764,476 4,529,978
10 Plus: 10% of CWIP (intentionally excluded) - -
11 Less: Net Book Value of Licensed Vehicles 112,728 112,728
12 Full Cash Value (Line 9 + Line 10 - Line 11) 3,651,748 4,417,250
13 Assessment Ratio 19.0% 19.0%
14 Assessment Value (Line 12 * Line 13) 693,832 839,278
15 Composite Property Tax Rate - Obtained from ADOR 13.5000% 13.5000%
16 Test Year Adjusted Property Tax Expense (Line 14 * Line 15) $ 93,667 $ 113,302
17 Tax on Parcels - -
18 Total Property Taxes (Line 16 + Line 17) $ 93,667
19 Test Year Property Taxes $ 98,597
20 Adjustment to Test Year Property Taxes (Line 18 - Line 19) $ {4,930)
21
22 Property Tax on Company Recommended Revenue (Line 16 + Line 17) $ 113,302
23 Company Test Year Adjusted Property Tax Expense (Line 18) $ 93,667
24 Increase in Property Tax Due to Increase in Revenue Requirement $ 19,635
25
26 Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) $ 19,635
27 Increase in Revenue Requirement $ 1,148,253
28 Increase in Property Tax Per Dollar Increase in Revenue (Line 26 / Line 27) 1.71000%
29
30
3
32
33
34
35
36
37
38
39




Lago Del Oro Water Company Exhibit

Test Year Ended December 31, 2012 Rejoinder Schedule C-2
Adjustment to Revenues and Expenses Page 4
Adjustment Number 3 Witness: Bourassa

Water Testing Expense

Line

No.
1
2
3  Staff Recommended Water Testing Expense $ 21,885
4
5 Adjusted Texst Year Water Testing Expense $ 22,433
6 Increase(decrease) Rate Case Expense _$ (548)
7
8 Adjustment to Revenue and/or Expense $ (548)
9
10
11
12
13
14
15
16
17
18

19 Reference
20 Staf Adjustment 1
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Lago Del Oro Water Company
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 4

Qutside Audit Costs

Costs for required annual audits related to debt financing

Adjustment to Contractual Services - Accounting

Adjustment to Revenue and/or Expense

SUPPORTING SCHEDULES
Testimony

Exhibit

Rejoinder Schedule C-2
Page5

Witness: Bourassa

$ 8,000
$ 8,000
$ 8,000
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Lago Del Oro Water Company
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 5

Water Testing Expense

EPA Unregulated Contaminant Monitoring Required Testing Rule 3
LDO allocattion

LDO allocated share of costs

Amortization period (years)

Annual Amortization of Testing Expoense

Adjustment to Revenue and/or Expense

SUPPORTING SCHEDULES
Testimony

Exhibit

Rejoinder Schedule C-2
Page 6

Witness: Bourassa

32,280

92.00%

29,698
5

5,940

5,940




Lago Del Oro 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

Interest Synchronization

Line

Fair Value Rate Base $ 7,363,846
Weighted Cost of Debt 1.33%
Interest Expense $ 98,234
Test Year Interest Expense $ 204,322
Increase (decrease) in Interest Expense (106,088)
Adjustment to Revenue and/or Expense $ 106,088

Weighted Cost of Debt Computation

Weighted
Percent Cost Cost
Debt 29.00% 4.60% 1.33%
Equity 71.00% 10.50% 7.46%
Total 100.00% 8.79%

WNNNNNDNDNDNONMNNDN=22 2 2 2 aa Z
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Lago Del Oro Water Company
Test Year Ended December 31, 2012
Adjustment to Revenues and/or Expenses
Adjustment Number 7

Income Taxes

Computed Income Tax
Test Year Income tax Expense
Adjustment to Income Tax Expense

SUPPORTING SCHEDULE
C-3, page 2

Exhibit

Rejoinder Schedule C-2
Page 8

Witness: Bourassa

Test Year Test Year
at Present Rates at Proposed Rates
$ (85,942) $ 340,629
(128,849) (85,942)
$ 42,906 $ 426,572




Lago Del Oro 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 Federal and State Effective Income Tax Rate 37.796%

Property Taxes 1.064%

Total Tax Percentage 38.860%

Operating Income % = 100% - Tax Percentage 61.140%

1 = Gross Revenue Conversion Factor
Operating Income % 1.6356
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25 SUPPORTING SCHEDULES: RECAP SCHEDULES:
26 C-3, page 2 A-1
27

28

29

30

31

32

33

34

35

36

37

38

39

40




Lago Del Oro Water Company
Test Year Ended December 31, 2012

Exhibit

Rejoinder Schedule C-3
Page 2

Witness: Bourassa

GROSS REVENUE CONVERSION FACTOR

Line
No. iptiof

alcul; f Gi
Revenue
Uncaltecible Factor (Line 11)
Revenues {L1-L2)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (L3 - L4)
Revenue Conversion Factor {L1/L5)

Caleulation of Uncollectible Factor:

Unity

Combined Federal and State Tax Rate (L17)
One Minus Combined Income Tax Rate (L7 - L8 )
Uncollectible Rate

Uncollectible Factor (LS * L10)

venue version Factor:

OB LN -

© o~

“o

Calcylation of Effeclive Tax Rate:
12 Operating Income Before Taxes (Arizona Taxable Income)
13 Asizona State Income Tax Rate
14 Federal Taxable Income (L12 - L13)
15 Applicable Federal Income Tax Rate (L55 Cot F)
16 Effective Federal Income Tax Rate (L14 x L15)
17 Combined Federal and State Income Tax Rate (L13 +L16)

Calculation of Effective Property Tax Factor
18  Unity

18 Combined Federal and State income Tax Rate (L17)

20 One Minus Combined Income Tax Rate (L18-L.19)

21 Property Tax Factor

22 Effective Property Tax Factor {L20*L21)

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

24 Required Operating income
25 AdjustedTest Year Operating Income {Loss)
26 Required Increase in Operating Income (L24 - L25)

27 Income Taxes on Recommended Revenue (Col. {F), L52)
28 Income Taxes on Test Year Revenue (Col. (C), L52)
29 Required Increase in Revenue to Provide for Income Taxes (L27 - L28)

30 R qui

31 Uncollectible Rate (Line 10)

32 i on (L24 * L25)
33 Adj Test Year lible E

34 Required Increase in Revenue to Provide for Uncellectible Exp.

35 Property Tax with Recommended Revenue
36 Property Tax on Test Year Revenue

(A} 8 ©) ©) [E] [F]

100.0000%
0.0000%
100.0000%
38.8596%
61.1404%
1.635580

100.0000%
37.7959%
62.2041%

0.0000%

0.0000%

|

2950%
37.7959%

100.0000%
37.7959%
62.2041%

1.7100%

1.0637%

38.8596%

647,208
54 836;
$ 702,046

|

»

340,629
85,942
$ 426,572

[

S amodwt
0.0000%

& @

$ 113,302
$ 93,667

l

37 Increase in Property Tax Due to Increase in Revenue (L35-L36) $ 19,635
38 Total Required Increase in Revenue (L26 + L29 + L37) $ 1,148,253
) )] ©) [(2)] E] [F]
Test Year Company Recommended
Total N Total
Calculation of Income Tax: Water Water Water Water
39 Revenue $ 1,882,238 $ 1,882,238 $ 3,030,491 $ 3,030,491
40 Operating Expenses Excluding Income Taxes 2,023,018 2,023,018 2,042,653 2,042,653
41 Synchronized Interest (L47) 98,234 98,234 98,234 98,234
42 Arizona Taxable Income (L39 - L40 - L41) $ (239,014) $ (239,014) $ 889,605 $ 889,604
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) $ (15,536) $ (15,538} $ 57,824 $ 57,824
45 Federal Taxable Income (L42- L44) $ (223,478) $ (223,478) $ 831,781 $ 831,780
46
47 Federal Tax on First Income Bracket ($1 - $50,000) @ 15% $ (7,500) 3 {7.500) $ 7.500 $ 7,500
48 Federal Tax on Second Income Bracket ($50,001 - $75,000) @ 25% $ (6,250) $ (6,250) $ 6,250 $ 6,250
49 Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34% s (8,500) $ (8,500) $ 8,500 $ 8,500
50 Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @ 39% $ {48,156) $ (48,156) $ 91,650 $ 91,650
51 Federal Tax on Fifth Income Bracket ($335,001 -$10,000,000) @ 34% $ - $ - 3 168,905 $ 168,905
52
53 Total Federal Income Tax $ (70, 406)| $ (70,406) $ 282,805 3 282,805
§4 Combined Federal and State Income Tax (L35 + L42) $ {85,942) $ {85,942) $ 340,630 $ 340,629
55 COMBINED Applicable Federal Income Tax Rate [Col. [D}, L53 - Col. [A], LS3/{Cal. [D], L45 - Col. [Al, L45) 33.4716%
56 WASTEWATER Applicable Federal Income Tax Rate [Col. [E], L53 - Col. [B], L53}/ [Col. [E], L45 - Col. [B], L45] 0.0000%
57 WATER Applicable Federal Income Tax Rate [Col. [F], L53 - Col. [C], L531/ [Col. [F], L45 - Col. [C], L45] 33.4716%

iculation of interest Synchroni: X
58 Rate Base
59 Weighted Average Cost of Debt

80 Synchronized interest (L59 X L60)
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Lago Det Oro Water Company

Revenue Summary

Test Year Ended December 31, 2012

Meter Size Classification
5/8x3/4 Inch Residential
3/4 Inch Residential
1 Inch Residential
1 1/2 Inch Residential
2 Inch Residential
5/8x3/4 Inch Commercial
3/4 Inch Commercial
1 inch Commercial
11/2 Inch Commercial
2 Inch Commercial
3 Inch Commercial
6 Inch Commercial
5/8x3/4 Inch Irrigation
3/4 Inch Irrigation
1 Inch Irrigation
1 1/2 Inch Irrigation
2 inch Irrigation
3 Inch Irrigation
4 Inch Irrigation
Golf Course trrigation
5/8x3/4 Inch Hydrant/Construction
Subtotais of Revenues

Revenue Annualizations:

5/8x3/4 Inch
3/4 Inch

1 Inch

1 1/2 Inch
2 Inch

5/8x3/4 Inch
3/4 Inch

1 Inch

1 1/2 Inch

2 Inch

3 Inch

6 Inch

5/8x3/4 inch
3/4 Inch

1 Inch

1 1/2 Inch
2 Inch

3 Inch

4 Inch

Residential
Residential
Residential
Residential
Residential

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

Irrigation
Irrigation
Irrigation
Irrigation
frrigation
Irrigation
Irrigation

Subtotal Revenue Annualization

Total Revenues w/ Annualization

Misc Revenues

Reconciling Amount

Total Revenues

Total Total
Revenues Revenues
at at
Present Proposed Dollar Percent
Rates Rates Change Change
$ 1,676,999 $ 2,419,025 $ 842,026 53.39%
35,011 57,126 22,114 63.16%
20,819 36,336 15,518 74.54%
1,651 2,999 1,348 81.61%
9,934 19,649 9,715 97.79%
$ - $ - $ - 0.00%
6,728 10,623 3,895 57.89%
25,016 54,114 29,098 116.32%
6,996 12,890 5,894 84.25%
37,067 75,211 38,144 102.91%
5,924 12,538 6,614 111.66%
30,305 72,585 42,279 139.51%
$ - $ - $ - 0.00%
2,052 3,517 1,465 71.38%
1,370 2,559 1,189 86.79%
410 789 379 92.51%
37,490 75,232 37,743 100.67%
4,044 8,329 4,285 105.98%
1,047 3,106 2,059 196.71%
$ 59,823 $ 142,232 $ 82,409 137.75%
$ 1,750 $ 2611 $ 861 49.21%
$ 1,864,436 § 3,011,471 $ 1,147,035 61.52%
$ (3,372) $ (4,912) 8§ (1,540) 45.68%
655 995 340 51.83%
(172) (290) (118) 68.91%
- - - 0.00%
(1,736) (3,332) (1,596) 91.97%
$ - $ - $ - 0.00%
735 1,232 497 67.59%
(489) (1,017) (527) 107.78%
- - - 0.00%
3,740 6,999 3,259 87.16%
- - - 0.00%
- - - 0.00%
$ - $ - $ - 0.00%
165 276 111 67.06%
859 1,611 752 87.62%
- - - 0.00%
- - - 0.00%
- - - 0.00%
- - - 0.00%
$ 386 $ 1,563 $ 1,177 305.15%
$ 1,864,821 $ 3,013,034 $ 1,148,212 61.57%
17,117 17,117 - 0.00%
299 340 41 13.71%
$ 1,882,237 $ 3,030,491 $ 1,148,253 61.00%

Exhibit

Rebuttal Schedule H-1

Page 1

Witness: Bourassa

Percent
of
Present
Water
Revenues

83.78%
1.86%
1.11%
0.09%
0.53%

0.00%
0.36%
1.33%
0.37%
1.97%
0.31%
1.61%

0.00%
0.11%
0.07%
0.02%
1.99%
0.21%
0.06%

3.18%
0.09%

99.05%

-0.18%
0.03%
-0.01%
0.00%
-0.09%

0.00%
0.04%
-0.03%
0.00%
0.20%
0.00%
0.00%

0.00%
0.01%
0.05%
0.00%
0.00%
0.00%
0.00%

0.02%

99.07%
0.91%
0.02%

100.00%

Percent
of
Proposed
Water

Revenues

79.82%
1.89%
1.20%
0.10%
0.65%

0.00%
0.35%
1.79%
0.43%
2.48%
0.41%
2.40%

0.00%
0.12%
0.08%
0.03%
2.48%
0.27%
0.10%

4.69%

0.09%

99.37%

-0.16%
0.03%
-0.01%
0.00%
-0.11%

0.00%
0.04%
-0.03%
0.00%
0.23%
0.00%
0.00%

0.00%
0.01%
0.05%
0.00%
0.00%
0.00%
0.00%

0.08%

99.42%
0.56%
0.01%

100.00%
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Lago Del Oro Water Company
Present and Proposed Rates
Test Year Ended December 31, 2012

Meter and Service Line Charges

Present
Present Meter Proposed
Service Install- Total Service
Line ation Present Line
h Charge  Charge'
5/8 x 3/4 Inch $ 25000 $ 385.00
3/4 Inch $ 275.00 415.00
1 Inch $ 300.00 465.00
11/2 Inch $ 450.00 520.00
2 Inch $ 625.00
2 inch Turbo NT 800.00
2 Inch, Compound NT 800.00
3 inch $ .
3 Inch Turbo NT 1,015.00
3 Inch, compound NT ~1,135.00
4Inch $ 97500
4 Inch Turbo NT 1,430.00
4 Inch, compound NT
5 Inch $ 1,150.00
6 inch $ 1,325.00 i
6 Inch Turbo NT 2,150.00
6 Inch, compound NT 2,270.00
8 Inch 3 . .
8 Inch or Larger NT Cost
' Based on ACC Staff Engineering Memo dated Feburary 21, 2008
NT = No Tariff
Other Charges:
Present
Establishment $ 25.00
Reestablishment After Hours $ 30.00
Reestablishment within 12 months *
Reconnection/Delinguent $  25.00
Meter Test (if correct) $ 30.00
Meter Re-read (if correct) $ 15.00
Deposit **
Deposit Interest **
NSF Check $ 10.00
Deferred Payment, per month 15% per annum
Late Payment Fee (per month) NT
After hours service charge NT

* Number of months off the system times the monthly minimum.
** Per Rule R14-2-403.B

NT = No Tariff

Exhibit

Rebuttal Schedule H-3
Page 3

Witness: Bourassa

Proposed
Meter
Install- Total
ation Proposed
Charge' Charge'
$ 13500 $ 520.00
205.00 620.00
265.00 730.00
475.00 995.00
995.00 1,795.00
1,840.00 2,640.00

2,635.00
3,630.00

2,570.00
3,545.00

4,000.00
5,155.00

4,925.00
6,820.00

7,075.00
9,090.00

Cost Cost

Proposed

25.00

25.00
30.00
15.00

*lenlen|en]| 1 Z|P

*

*x

$ 10.00
1.5% per month
1.5% per month

$ 30.00
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FENNEMORE CRAIG

A Professional Corporation

Jay L. Shapiro (No. 014650)

2394 East Camelback Road, Suite 600
Phoenix, Arizona 85016

Telephone (602) 916-5000

Attorneys for Lago Del Oro Water Company

BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE APPLICATION | DOCKET NO: W-01944A-13-0215
OF LAGO DEL ORO WATER COMPANY,
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.

REJOINDER TESTIMONY OF
THOMAS J. BOURASSA

(COST OF CAPITAL)

March 21, 2014
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INTRODUCTION AND QUALIFICATION

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, Lago Del Oro Water
Company (“LDO” or “Company”).

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

Yes.

DID YOU ALSO PREPARE DIRECT AND REBUTTAL TESTIMONY ON
COST OF CAPITAL ON BEHALF OF LDO 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

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

A. Summary of Company’s Rejoinder Recommendation

HAVE YOU UPDATED YOUR COST OF CAPITAL ANALYSIS?
No. I updated my cost of capital analysis on my rebuttal testimony filed on

February 14, 2014. I updated my cost of capital in my rebuttal testimony because
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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
because my rebuttal update is less than 1 month old.

Q. PLEASE SUMMARIZE YOUR RECOMMENDED REJOINDER COST OF
DEBT AND EQUITY, AND YOUR RECOMMENDED REJOINDER RATE
OF RETURN ON RATE BASE.

A.  Icontinue to recommend a cost of equity of 10.50 percent based on my most recent
cost of capital analysis. The results of my cost of capital analysis can be found in
my rebuttal testimony.! The Company’s recommended capital structure consists of
29 percent debt and 71 percent common equity as shown on Rejoinder Schedule D-
1. The Company’s recommended cost of debt is 4.6 percent. Based the
Company’s recommended cost of equity, cost of debt and capital structure, the
Company’s weighted cost of capital (“WACC”) is 8.79 percent, as shown on
Rejoinder Schedule D-1.

B. Summary of the Recommendations of Staff

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

A.  Staff has updated its cost of capital analysis in its surrebuttal testimony and
recommends a cost of equity of 9.7 percent based on the average cost of equity
produced by its DCF models and a 60 basis point economic assessment

adjustment.” This is a 60 basis point increase over Staff’s direct. Staff also

! SleezRebuttal Testimony of Thomas J. Bourassa — Cost of Capital (“Bourassa COC Rb.”)
at 1-2.

2 See Surrebuttal Testimony of John A. Cassidy (“Cassidy Sb.”) at 6.
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recommends a capital structure consisting of 29 percent debt and 71 percent
equity.’ Based on Staff’s recommended capital structure, Staff determined the
WACC for Pima to be 8.2 percent.’

C.  Responses to Staff’s Surrebuttal Testimony

PLEASE RESPOND TO MR. CASSIDY’S SURREBUTTAL TESTIMONY
(ON PAGE 4) THAT REALIZED HISTORICAL RETURNS DO NOT
RELFECT THE COST OF EQUITY.

I find Mr. Cassidy’s testimony perplexing. Mr. Cassidy’s DCF growth rates are
heavily dependent on historical information. He uses 10 year historical measures
of growth to develop his prospective (forward looking) cost of equity estimates.’
Looking at past realized returns is no different. Mr. Cassidy simply cannot have it
both ways. If historical growth rates are relevant to developing investor
expectations of the future, historical returns (what investors actually realized) are
no less relevant. Accordingly, Mr. Cassidy’s complaints (on page 3 of his
surrebuttal testimony) about my analysis of the implied growth rate of 9.0 percent
using 3-year historical total returns are unfounded. Investors look at all available
information (both historical and prospective) when developing their expectations of
the future.

DO YOU HAVE ANY COMMENT REGARDING MR. CASSIDY’S
SURREBUTTAL TESTIMONY (ON PAGE 5) REGARDING THE LOWER
CURRENT MARKET RISK PREMIUM FOR YOUR CAPM MODEL?

31d.
‘14
SId.
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Q.
A.

I have a few comments. First, I do not dispute that my analysis of the current
market risk premium (“MRP”) used in my current MRP CAPM indicates that the
MRP is lower than when I estimated it for my direct testimony. I have pointed out
that even my approach to estimating the current MRP is subject to volatility, but
less so than the approach Staff has used in the past for estimating the current
MRP.°

Second, I would note that Staff has abandoned the CAPM in this case and
exclusively relies on its DCF models to estimate the cost of equity. Staff can offer
its own explanation, but it sure looks like the CAPM has been abandoned by Staff
because of the unreasonably low results being produced.

Third, despite my lower current MRP estimate, my over-all cost of equity
results have increase from 9.9 percent in my direct testimony to 10.2 percent in my
rebuttal testimony. Staff’s cost of equity estimated has also increased, from 9.3
percent in its direct testimony to 9.7 percent in it surrebuttal testimony. So, at least
both parties agree that the indicated cost of equity has increased.

Fourth and finally, my recommendation of 10.5 percent for LDO, which has
remained the same throughout this case, is well within the range of the cost of
equity estimates of 9.0 percent to 11.4 percent developed using three different
approaches to the cost of equity rather than just one approach as Staff has done.
Further, a 10.5 percent return is conservative given the higher business risks
associated with LDO.”

DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY?
Yes.

S Direct Testimony of Thomas J. Bourassa — Cost of Capital at 40-41.
7 Bourassa COC Rb. at 3, 10.
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Lago Del Oro 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 Amount Requirement

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING

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

The Company is proposing a cost of common equity of

SUPPORTING SCHEDULES:

E-1
D-4.1to D-4.16

Exhibit

Rejoinder Schedule D-4
Page 1

Witness: Bourassa

10.50% .

RECAP SCHEDULES:
D-1
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