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1. EXECUTIVE SUMMARY 

EPCOR Water Arizona, Inc. (“Company,” “EPCOR,” or “EWAZ’) in its application 
for a rate increase filed on March 12, 2014, requested a System Improvement 
Benefit (“SIB”) mechanism for its Sun City Water District, Mohave Water District 
and its Paradise Valley Water District in the amounts as follows: 

Sun City Water District $ 10,999,327 
Mohave Valley Water District $ 10,227,319 
Paradise Valley Water District $ 7,019,992 

TOTAL $ 28.246.638 

The Arizona Corporation Commission (“ACC” or “Commission”) has approved a 
SIB mechanism for six water districts and one wastewater district (“CSIB”) and 
RUCO has taken exception in each filing. RUCO’s objection to a SIB and/or 
CSIB mechanism in past SIB applications has in general been; (1) that the SIB 
inappropriately shifts risk from the Company to ratepayers without adequate 
financial consideration to the ratepayer; (2) the SIB is not an adjustor 
mechanism; (3) the SIB will increase the Company’s fair value rate base without 
any determination of fair value; (4) the Company has not requested interim rates; 
and (5) the SIB is not in the public interest. 

In addition to the exceptions above RUCO has identified additional reasons why 
the SIB should be rejected in this case. The additional reasons include; (1) 
EWAZ does not meet the SIB Eligible Plant criteria as identified in its Plan of 
Administration (“POA); (2) RUCO takes exception to EWAZ’s explanation for its 
requesting a SIB mechanism; (3) if the Commission approves a SIB mechanism 
rates will increase an additional 18.8 percent, 21.5 percent, and 17.6 percent, 
collectively through the next rate case over and above the rates approved in this 
rate case, in the Sun City, Mohave and Paradise Valley Water Districts 
respectively 

In summary, RUCO takes issue with the Company’s proposed SIB mechanism 
and currently has a lawsuit pending on this subject in other Commission cases 
before the Arizona Court of Appeals. 
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II. INTRODUCTION 

Q. 

A. 

Q. 

A. 

Please state your name, occupation, and business address. 

My Name is Robert Mease. I am Chief of Accounting and Rates for the 

Residential Utility Consumer Office ("RUCO") located at 11 10 W. 

Washington, Suite 220, Phoenix, Arizona 85007. 

Please describe your qualifications in the field of utility regulation 

and your educational background. 

Attachment A, which is attached to this testimony, describes my 

educational background, work experience and regulatory matters in which 

I have participated. In summary, I joined RUCO in October of 2011. I 

graduated from Morris Harvey College in Charleston, WV and attended 

Kanawha Valley School of Graduate Studies. I am a Certified Public 

Accountant and currently licensed in the state of West Virginia, as well as 

a Certified Rate of Return Analyst. My years of work experience include 

serving as Vice President and Controller of Energy West, Inc. a public 

utility and energy company located in Great Falls, Montana. While with 

Energy West I had responsibility for all utility filings and participated in 

several rate case filings on behalf of the utility. As Energy West was a 

publicly traded company listed on the NASDAQ Exchange I also had 

responsibility for all filings with the Securities and Exchange Commission, 

I 
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Q. What is the purpose of your testimony? 

A. The purpose of my testimony is to provide background and support and to 

explain why the Commission should not approve the implementation of a 

SIB mechanism for the three water districts included in this filing. 

I I I. SYSTEM IMPROVEMENT BEN E FIT (“SIB”) BACKGROUND 

Q. 

A. 

Can you please provide a history of the SIB in Arizona ratemaking 

and the water and or wastewater companies have been authorized 

recovery through a SIB mechanism? 

Arizona Water Company’s (“AWC”) Eastern Group, Docket No. W- 

01445A-11-0310 was the first water company that had filed for a 

Distribution System Improvement Charge (“DSIC”) mechanism (that was 

the predecessor to the SIB) and was ultimately approved by the Arizona 

Corporation Commission. The original decision, No. 73736, which became 

known as Phase I ,  was left open for the sole purpose of determining if a 

DSlC was appropriate in that case even though the Commission 

specifically determined that a higher Rate of Return was appropriate to 

address the DSlC related infrastructure costs. In Phase I I  of that case, 

many additional benefits were added to the original DSlC request and 

what was originally referred to as a DSIC, became known as a SIB and 

was approved by the Commission in Decision No. 73938. The 

Commission reopened that decision, at the request of RUCO, under ARS 

940-452 and the decision made in Phase II was again confirmed by the 
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Commission in Decision No. 74463. RUCO appealed and the appeal is 

currently before the Arizona Court of Appeals. 

Since the AWC original SIB approval, several other companies have been 

awarded a SIB. Those include AWC's Northern Division, Global Water for 

its Willow Valley District, Liberty Utilities for its Rio Rico Districts(s) for 

both water and wastewater divisions (the wastewater is called a CSIB) 

and the latest company allowed a SIB mechanism was EPCOR's 

Chaparral City Water Company. 

Q. 

A. 

Does RUCO believe that mechanisms such as the SIB and CSlB are 

appropriate for ratemaking purposes? 

In general - no. RUCO acknowledges that water companies are facing 

fully depreciated and worn our infrastructure which will be expensive to 

repair and/or replace. There may be a place for such mechanisms but at 

the very least they need to be balanced, necessary under the 

circumstances of any case and legal - none of which exists in the 

Company's proposal here. RUCO has opposed a DSIC, SIB and CSlB in 

all filings where any of the three have been requested to date. 
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1. 

4. 

a. 

4. 

Can you please explain why RUCO has opposed a SIB mechanism in 

past rate cases? 

Yes. In past rate cases RUCO has opposed a DSIC, CSlC and/or a SIB 

mechanism, for the following reasons: (1 ) the SIB inappropriately shifts 

risk from the Company to the ratepayer without adequate financial 

compensation to the ratepayer; (2) the SIB is not an adjustor mechanism; 

(3) the SIB will increase the Company’s fair value rate base without any 

determination of fair value; (4) the Company has not requested interim 

rates; (5) the SIB is not in the public interest; (6) individual circumstances 

of the case and (7) the Company does not set aside depreciation 

expense. 

Can you explain RUCO’s first reason for rejecting the Company- 

proposed SIB that it shifts risk from the Company to the ratepayer 

without adequate financial consideration to the ratepayer? 

The SIB mechanism reduces regulatory lag in favor of the Company 

because the Company will not have to wait until new rates go into effect to 

recover a return. Under the Company-proposed SIB, EWAZ would enjoy 

the benefit of receiving a return on and a return of its investment in new 

plant through a surcharge established between general rate case 

proceedings. (RUCO believes that establishing rates, more specifically 

increasing rates, without the benefit of a fair value determination is a 

violation of the State Constitution which mandates a fair value 

4 
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determination). The ratepayers will receive a 5 percent efficiency credit on 

their billings, however, this is quite a small reduction considering the 

potential savings that could accrue as a result of operations and 

maintenance (“O&M”) expense reductions. Any cost savings resulting 

from new plant additions recovered through the Company-proposed SIB 

would flow through to the bottom line and ultimately to the shareholders as 

dividend distributions. This is particularly true in EWAZ as 75 percent of 

net income is targeted as dividend distribution to its parent. In Ms. 

Ahern’s Cost of Capital testimony she states that her proxy group of 

companies used in her analysis had a dividend payout ratio of 65.95 

percent.’ However, in my analysis the actual dividend payout ratio is 

54.94 percent.* 

Q. 

4. 

In those rate cases where the Commission has approved a SIB 

wasn’t there a 5 percent “efficiency credit’ used to reduce the 

increase to ratepayers as a result of the SIB? 

Yes there was an “efficiency credit” approved. However, a 5 percent 

credit compared to the O&M expense reductions doesn’t appear to be a 

significant benefit to ratepayers. For example, EWAZ is requesting total 

SIB eligible projects totaling $28,246,6383 for the Sun City, Mohave and 

Paradise Valley Water Districts. The 5 percent efficiency credit would 

I Direct testimony of Pauline M. Ahern, Cost of Capital. Page 18 
! RBM Schedule 1, Page 1 of 1. See further discussion Section VI. SIB Financial Analysis and 
Zffects on Ratepayers 
I See Table Page 11, EPCOR WATER RATE FILING - SIB REQUESTS 
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benefit the ratepayer by reducing future rates by only $155,288, 

representing less than one percent of the total SIB capital improvements. 

It is likely that a Company upgrading plant infrastructure by investing in 

excess of $28 million would realize more than $155,288 in reductions to 

their O&M expenses. 

Q. 

A. 

Q. 

A. 

You state that the SIB is not an adjustor mechanism. Why is that? 

I qualify my comment here by noting that I am not an attorney. But I have 

a long history as an accountant in regulation and have a thorough 

understanding of the definition and the mechanics of an adjustor 

mechanism. An adjustor mechanism permits rates to go up or down in 

relation to certain narrowly defined operating expenses. The Commission 

has defined adjustor mechanisms applying to expenses that are routine 

and fluctuate widely. In Decision No. 56450, page 6, issued on April 13, 

1989, related to APS’ requesting a fuel adjustor the Commission stated: 

The principle justification for a fuel adjustor is volatility in fuel prices. 
A fuel adjustor allows the Commission to approve changes in rates 
for a utility in response to volatile changes in fuel or purchased 
power prices without having to conduct a rate case. (Decision No. 
56450, page 6, April 13, 1989). 

Why is it important to determine the Company’s fair value rate base 

(“FVRB”) when establishing an increase in rates? 

The determination of fair value is a basic premise in the rate making 

process. When determining fair value all elements of the Company’s 

operations are considered. All of the Company’s adjustment to utility plant 

6 
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in service (“UPIS”) and additional rate base items are thoroughly reviewed 

for proper accounting treatment and a used a useful determination is 

made for all additions to plant. The Company’s revenues and expenses 

are reviewed and adjusted upward or downward if necessary. The 

Commission will not be making a new FVRB finding as part of each 

surcharge filing and it will not be adequately reviewing the Company’s 

expense and revenues correctness. The fact that the Company will be 

subject to an annual earnings test and will have to file balance sheets, 

income statements and other iisummarized” financial information is not a 

substitution for a full rate case filing.4 

Q. 

A. 

You indicate that a SIB Mechanism is not in the public interest. Can 

you further explain? 

Yes. In short, the SIB does not compensate ratepayers for any reductions 

in O&M expenses as a result of the SIB or take into consideration 

additional revenues generated resulting from the SIB. (The small 5 

percent efficiency credit in immaterial when considering the potential 

savings that can be generated by system infrastructure improvements). 

Also, any growth on the system that produces additional income is not 

taken into consideration. By eliminating regulatory lag the Company 

creates a disincentive to operate the system as efficiently and as prudently 

as possible. 

See RBM testimony Section VII, SIB Other Considerations for further discussion. 

7 
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IV. SIB AS REQUESTED BY EWAZ 

Q. 

A. 

Q. 

A. 

Can you please provide the most recent description of a SIB 

mechanism as defined by EWAZ? 

I will define the SIB that was incorporated in the Company’s Plan of 

Administration (“POA’) filed with its application which happens to mirror 

the plan in the Chaparral City Water Company’s recent filing and approved 

by the Commission in Decision No. 74860. “The SIB provides for the 

recovery of the capital costs (return on investment, income taxes and 

depreciation expense) associated with distribution system improvement 

projects listed in SIB Plant Table I that have been verified to be 

completed, net of associated retirements and placed in service per SIB 

Plant Table II and where costs have not been included in rate base for 

As part of the POA what is considered SIB Eligible Plant? 

SIB Eligible Plant must satisfy at least one of the following criteria? 

1. Water loss for the system exceeds ten ( I O )  percent, as calculated by 
the following formula: ((Volume of Water Produced and/or Purchased) - 
(Volume of Water Sold + Volume of Water Put to Beneficial Use)) divided 
by (Volume of Water Produced and/or Purchased). If the Volume of Water 
Put to Beneficial Use is not metered, it shall be established in a reliable, 
verifiable manner. 

2. Plant assets that have remained in service beyond their useful service 
lives (based on the Company’s system’s authorized utility plant 
depreciation rates) and are in need of replacement due to being worn out 
or in a deteriorating condition through no fault of the Company: 

Company filed Plan of Administration Page 2, Part I General Description 
Company filed Plan of Administration Page 8, Part V (D) 
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3. Any other engineering, operational or financial justification supporting the 
need for a plant asset replacement, other than the Company’s negligence 
or improper maintenance, including, but not limited to: 

a. A documented increasing level of repairs to, or failures of, a plant 
asset justifying its replacement prior to reaching the end of its 
useful service life. (e.9. black poly pipe). 

b. Assets that are required to be moved, replaced or abandoned by a 
governmental agency or political subdivision if the Company can 
show that it has made a good faith effort to seek reimbursement 
for all or part of the costs incurred. 

Q. 

A. 

Do the Paradise Valley, Sun City and Mohave Water Districts meet 

any of the criteria as described in EWAZ’s POA? 

(1) The water losses as reported by EWAZ in its 2013 Annual Report filed 

with the Commission identified 5.96 percent water loss for the Paradise 

Valley Water District, 6.63 percent water loss for the Sun City Water 

District and a 9.39 percent water loss for its Mohave Water District7 

These districts do not qualify for SIB recovery under the first eligibility 

requirement, as identified in the Company’s POA. 

(2) Many of the plant assets have remained in service well beyond their 

useful service lives (authorized depreciation rates) as evidenced by the 

excess depreciation taken in many of the Company’s plant accounts.8 

Now, because the Commission has approved a SIB recovery mechanism 

in every case where a SIB was requested EWAZ too, appears to be 

See Attachment 2 
See Tim Coley’s testimony. Excessive and Accumulated Depreciation 

9 
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requesting recovery of capital expenditures that are normal and routine in 

nature and do not quality for special treatment. These districts do not 

qualify for SIB recovery under the second eligibility requirement, as 

identified in the Company’s POA, and should not be awarded a SIB. 

(3) The third eligible criteria is what could be referred to as a “catch all.” 

Basically, the Company can request a SIB for any type of asset (i.e. 

vehicles, office furniture, etc.) if its repair costs increase, fails, or just 

needs replacement prior to reaching the end of its useful life. How did we 

go from addressing the Commission’s concern of 10 percent or greater 

water loss to including just about any type of plant that needs to be 

repaired or replaced? I believe that requesting recovery through a catch 

all eligibility requirement truly stretches the purpose of the original DSIC 

as well as the SIB’S eligibility requirements previously approved by the 

Commission. These districts do not qualify for SIB recovery under the 

third eligibility requirement. 

In summary, the Company’s SIB proposal fails to meet the criteria set forth 

in its Plan of Administration and should be denied. 

10 
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Q. So basically, EWAZ does not qualify for a SIB mechanism under its 

own internally developed POA as filed in this case? 

A. No, in my opinion they do not meet any of the SIB Eligible Plant 

qualifications as identified in their POA. 

V. SIB ELIGIBLE PROJECTS 

Q. 

A. 

Q. 

A. 

Can you identify the SIB eligible plant accounts that the Company 

has identified in its request? 

The Company has defined SIB Eligible Plant investments as recorded in 

SIB Eligible NARUC accounts: 

NARUC Account No. 331 --Transmission & Distribution Mains and Valves 
NARUC Account No. 333--Services 
NARUC Account No. 334--Meters 

In the Company’s filing for a SIB mechanism can you please identify 

the water districts included and the amount of SIB requested? 

Yes. The information included in the following Table summarizes 

the SIB request for each District by NARUC account number: 

11 
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EPCOR WATER RATE FILING -SIB REQUESTS 

Five Year 
Sun Citv Water System -1 Year2 -3 Year4 -5 Total Costs 

Gate Valves 331 76,375 81,418 82,188 77,018 82,610 $ 399,609 
Mains 331 1,005,087 1,680,440 471,483 349,698 575,162 $ 4,081,870 
Meters 334 409,508 376,982 432,728 534,279 470,906 $ 2,224,403 

TOTALS $ 2,141,202 $ 2,138,840 $ 2,227,819 $ 2,217,358 $ 2,274,108 $ 10,999,327 

Service Lines 333 $ 650,232 $ - $ 1,241,420 $ 1,256,363 $ 1,145,430 $ 4,293,445 

r P - 
Five Year 

Mohave Water System -1 -2 -3 Year4 -5 Total Costs 

Service Lines 333 $ 1,063,339 $ 593,762 $ 395,842 $ 562,716 $ 399,722 $ 3,015,381 
229,658 226,763 $ 1,111,968 Gate Valves 331 212,819 21 7,439 225,289 

Mains 331 566,093 872,322 1,126,877 1,030,934 992,251 $ 4,588,477 
Meters 334 266,908 314,733 298,679 263,074 368,099 $ 1,511,493 

TOTALS $ 2,109,159 $ 1,998,256 $ 2,046,687 $ 2,086,382 $ 1,986,835 $ 10,227,319 
P - - 

Five Year 
Total Costs Paradise Vallev Water Sys -1 -2 -3 -4 YearS 

Service Lines 333 $ 813,727 $ 824,710 $ 930,283 $ 904,042 $ 761,957 $ 4,234,719 
Gate Valves 331 203,628 225,795 242,691 204,380 229,975 $ 1,106,469 
Mains 331 454,179 346,614 291,500 362,142 224,369 $ 1,678,804 
Meters 334 - ! %  

TOTALS $ 1,471,534 $ 1,397,119 _. 

TOTAL SIB ALL SYSTEMS -1 Year2 
Serviced Lines 333 $ 2,527,298 $ 1,418,472 
Gate Valves 331 $ 492,822 $ 524,652 
Mains 331 $ 2,025,359 $ 2,899,376 
Meters 334 $ 676,416 $ 691,715 

$ 1,464,474 $ 1,470,564 $ 1,216,301 $ 7,019,992 

Five Year 
Total Costs -3 Year4 YearS 

$ 2,567,545 $ 2,723,121 $ 2,307,109 $ 11,543,545 
$ 550,168 $ 511,056 $ 539,348 $ 2,618,046 
$ 1,889,860 $ 1,742,774 $ 1,791,782 $ 10,349,151 
$ 731,407 $ 797,353 $ 839,005 $ 3,735,896 

TOTALS $ 5,721,895 $ 5,534,215 $ 5,738,980 $ 5,774,304 $ 5,477,244 $ 28,246,638 

VI. SIB FINANCIAL ANALYSIS AND EFFECTS ON RATEPAYERS 

Q 

A. 

Did the Company provide an explanation for its requesting a SIB 

mechanism? 

Yes. In Ms. Coleman’s testimony she explains why EWAZ is requesting a 

SIB mechanism in three of the districts included in this rate filing. In 

summary Ms. Coleman states that 

“A SIB mechanism results in more gradual rate increases, which increases the 
time between rate cases and reduces their complexity. This will help to keep 

12 
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EWAZ financially healthy, in turn, enabling it to attract the capital it needs to 
continue to provide safe and reliable water set-~ice.”~ 

Q. 

4. 

Do you agree with Ms. Coleman’s testimony that there will be more 

rate gradualism as a result of the SIB? 

Yes. There is no doubt that rates will increase gradually between rate 

cases as a result of the SIB approval each year - but that comes at too 

high of a cost to ratepayers. Ratepayers will pay more in rates as a result 

of the SIB over time. For example, assume that the Commission 

approves a SIB surcharge in year two resulting from completion of SIB 

approved projects in year one. For the three subsequent years following 

the increase in rates the ratepayer will be paying the rate and return that 

was approved by the Commission as a SIB surcharge. After year five the 

company files a rate application and the cost of the SIB plant and the 

accumulation depreciation becomes part of the rate base when filing the 

rate case application. The cost of the SIB plant and accumulated 

depreciation that is included in rate base will be the same if the Company 

has been granted a SIB or has not been granted a SIB. As a result, the 

ratepayer has paid for three years a SIB surcharge and a return that would 

not have been incurred under traditional rate making principles. 

Direct Testimony of Candice Coleman, Page 2. 
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3. 

4. 

3. 

4. 

What about the statement that a SIB would increase the time 

between rate cases and reduces their complexity? 

I don’t know that for a fact. The SIB mechanism approvals haven’t been in 

existence long enough to make that a given. Even though “the Company 

shall be required to file its next general rate case no later than June 30, 

2019, with a test year ending no later than December 31, 2018,”10 there is 

nothing to prevent them from filing earlier. Time will tell. 

What about the final justification, that it will help keep EWAZ 

financially healthy, in turn, enabling it to attract the capital needs to 

continue to provide safe and reliable water service? 

When capital improvements are made to utility plant in service they are 

typically paid for by debt, equity infusions or retained earnings. EWAZ has 

obtained long term-debt at a very attractive rate of 4.29 percent which is 

lower than the long term cost of debt for both Arizona Public Service 

Company (4.725 percent cost of long-term debt in their last rate case 

filing) and Tucson Electric Power Company (5.18 percent cost of long- 

term debt in their last rate case filing). In reviewing the financial 

statements of the proxy group of companies used for comparative 

purposes in RUCO’s Cost of Capital analysis and testimony, EWAZ’s cost 

of long term debt is considerably less. 

lo Company filed Plan of Administration, Page 5, Part I l l  SIB Related Filings 
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The attraction of debt at reasonable rates for EWAZ is not an issue that 

needs to be addressed by the approval of a SIB mechanism. 

As for EWAZ’s retention of earnings that could be used to fund capital 

infrastructure improvements the Company has targeted 75 percent 

dividend distribution to shareholders. Since it initially acquired its 

predecessor on February 1, 2012, EWAZ has paid $23,962,545 in 

dividend payments to its shareholders. As previously discussed in my 

testimony the proxy group of Company’s included in RUCO’s Cost of 

Capital testimony have a dividend payout percentage of 54.94 percent of 

net income. EWAZ should and easily could retain a larger portion of its 

earnings in the company to maintain its existing infrastructure. The 

Commission should never consider side-stepping ratepayer safeguards 

where the situation does not require it. 

Q. 

A. 

Do you believe that the Company needs a SIB in order to continue to 

provide safe and reliable water service? 

No. Providing safe and reliable water service is automatically assumed by 

water utility companies and is inherent in the utility model. In the recent 

Chaparral Company’s rate hearing the Company’s engineer, Candace 

Coleman testified to the following: 

Q. Let me ask you, Ms. Coleman, why can’t the company make the 
repairs and the improvements and then request recovery in the next rate 
case, which is the traditional way things are done? 
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A. We Could 

To think that EWAZ needs to get approval of a SIB in order to provide safe 

and reliable water service is absurd. 

Q. 

A. 

Has RUCO determined the annual effect on ratepayers if the SIB is 

awarded as requested? 

EWAZ is requesting additional revenues of $2,952,370 over and above its 

original revenue request of $4,420,643 for the three water districts 

requesting a SIB mechanism. See following Table. Ratepayers will not 

get the benefit of operation and maintenance costs savings except for an 

immaterial 5 percent efficiency credit.” 

DISTRICT 

Total SIB Revenues 
Over Five Year Period 
Sun City 
Mohave Water 
Paradise Valley 

TOTAL SIB REVENUE 

DISTRICT 
Sun City 
Mohave Water 
Paradise Valley 

Five Year 
Yearl Year3 Year5 Total SIB Rev. 

$ 223,629 $ 216,580 $ 237,641 $ 197,947 $ 204,697 $ 1,080,493 
224,540 212,672 214,285 217,392 213,118 1,082,008 
131,888 125,557 131,946 129,966 151,422 670,780 

$ 580,057 $ 554,808 $ 583,872 $ 545,306 $ 569,237 $ 2,833,281 

Revenue Inc 

For the three water districts that EWAZ has 
requested a SIB mechanism, they will 
collect an additional $2,952,370 without 
the benefit to ratepayers of a determination 
of fair value. Approximately a 67% 
additional increase in revenues 

Requested Five Year 
In Rate Case Total SIB Rev. 
$ 1,606,392 $ 1,080,493 

1,972,914 1,082,008 
841,337 670,780 

$ 4,420,643 $ 2,833,281 

See Schedule 2, Pages 1, 2 and 3 for RUCO’s calculations by District 
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Q. 

A. 

Have you been able to assess the potential rate effects on the 

ratepayers in the Sun City, Mohave and Sun City Water Districts? 

Yes. In reviewing the Table below you can see that the rate increase as 

requested by EWAZ in its rate application for its Sun City Water District is 

20.69 percent for the residential ratepayer and an additional increase of 

18.88 percent over the next five year period as its SIB request. The total 

increase over the five year period is 39.57 percent. For the Mohave Water 

System the initial rate increase requested in the rate filing is 43.92 percent 

for the residential ratepayer and an additional 21.50 percent if the SIB is 

approved. Total rate increase over the next five year period is 65.42 

percent. Finally, the increase that the Paradise Valley Water District 

residential ratepayer will see, as requested by EWAZ, is 8.55 percent and 

the SIB will add as additional increase of 17.55 percent. Total increase in 

the Paradise Valley District over the five year period will be 26.1 1 percent. 

17 



.. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

Direct Testimony of Robert B. Mease 
EPCOR Water Arizona Inc. 
Docket No. WS-01303A-14-0010 4 

MONTHLY RATE INCREASE FROM SIB MECHANISM 

Year 1 Year 2 Year 3 Year 4 Year 5 DISTRICT 
Sun City 
Current Base Rates $ 17.35 $ 17.35 $ 17.35 $ 17.35 $ 17.35 $ 17.35 

Requested Inc. $ 3.59 

6.87 SIB Inc. over 5 years $ 4.27 $ 4.92 $ 5.64 $ 6.24 $ 

Requested Inc. in Rate 
Case Inc. SIB 32.51% 35.98% 39.57% 20.69% 24.59% 28.37% 

M o h a v e  
Current Base Rates $ 20.63 $ 20.63 $ 20.63 $ 20.63 $ 20.63 $ 20.63 

Requested Inc. $ 9.06 

SIB Inc. over 5 years $ 9.98 $ 10.85 $ 11.73 $ 12.62 $ 13.50 

Requested Inc. in Rate 

Case Inc. SIB 43.92% 48.38% 52.60% 56.86% 61.19% 65.42% 

Paradise Valley 
Eurrent Base Rates $ 52.30 $ 52.30 $ 52.30 $ 52.30 $ 52.30 $ 52.30 

Sequested Inc. $ 4.47 

$ 6.28 $ 8.01 $ 9.82 $ 11.61 $ 13.66 SIB Inc. over 5 years 

iequested Inc. in Rate 
:ase Inc. SIB 

8.55% 12.01% 15.31% 18.77% 22.19% 26.11%1 

’11. SIB OTHER CONSIDERATIONS 

). Does RUCO have concerns with the Company’s POA1*, Part 111 SIB 

Related Filings, Section C, Lines 3, 4, 5 and 6? 

,. Yes. RUCO has some concerns with the accuracy of the information that 

will be provided. While RUCO has concerns with Schedules A, 8, and C 

as defined on Lines 3, 4 and 5, our primary concern is related to line 6. 

More specifically line 6 reads as follows: “SIB Schedule D (sample 

Company filed POA Section I l l ,  SIB Related Filings, Pages 3, 4, and 5 
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attached as Exhibit CC-4-D) which shall include an analysis of the impact 

of the SIB Eligible Plant on the fair value rate base, revenue, and the fair 

value rate of return. The Company shall also file the following: 

a) 

b) 

c) an earning test schedule; 

d) 

effect of the proposed increase); 

e) 

f) 

accumulation of charges by month and paid vendor invoices). 

the most current balance sheet at the time of filing; 

the most current income statement; 

a rate review schedule (including the incremental and pro forma 

an adjusted rate base schedule; and 

a Construction Work in Progress ledger (for each project showing 

Q. 

A. 

Why does RUCO have a concern with the detailed information that 

the Company has proposed providing to support its SIB request? 

EWAZ filed its rate application in this case on March I O ,  2014, and the 

application was found to be sufficient on April 3, 2014. On April 15, 2014 

RUCO issued its first Data Request (DR) and requested specific plant 

related information and details. (DR # 1.52). EWAZ first responded to this 

DR on May 12, 2014. The Company’s response was substantially 

incomplete. RUCO issued its first follow up request on May 14, 2014 to 

obtain the missing information. After requesting the same information on 

a number of different occasions, RUCO filed a Motion to Compel which 

was withdrawn in good faith on July 18, 2014, after receiving the 

19 
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requested information and assuming the response was correct and 

complete. RUCO was mistaken13. On August 20, 2014, RUCO filed a 

Motion to Continue all Procedural Deadlines, Continue the Hearing, and 

for Tolling of the Rate Case Time-Clock (“Motion”). In its Motion, RUCO 

asserted that the Company’s responses to certain of RUCO’s data 

requests have been inadequate and, as a result, RUCO was unable to 

adequately prepare testimony in this proceeding by the then current filing 

deadline October 3, 2014. RUCO requested that the due date for filing 

intervenor testimony be extended by 120 days, that all other procedural 

deadlines and the hearing date be extended accordingly, and that the time 

clock be extended by 120 days. Finally on October 16, 201 4, a Procedural 

Conference was held and on October 18, 2014, a Procedural Order was 

issued extending filing deadlines and revising the hearing dates. It should 

be noted that the Commission Staff was in full agreement with RUCO’s 

request for the 120 day extension. It should be further noted that EWAZ’s 

plant schedules were accepted by both RUCO and Staff on October 16, 

2014, an hour before the Procedural Conference was held. 

From the time that RUCO first requested detailed plant schedules on April 

15, 2014, until the time the plant schedules were considered correct, 

October 16, 2014, six months had elapsed. RUCO and Staff worked 

l 3  Given the amount of information and the level of detail, it took RUCO several weeks to analyze 
:he information and determine whether it was correct and responsive. Given the amount of time 
:o review the material, RUCO agreed to withdraw its Motion with the understanding that further 
action would be taken if necessary. 
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numerous hours with the Company, had many phone conversations with 

appropriate Company personnel, and traded schedules back and forth in 

assisting the Company in getting their plant schedules as accurate as 

possible. Given this history, RUCO cannot put total reliance that all 

balances as shown on the plant schedules will be completely accurate14. 

Q. 

A. 

If RUCO spent a significant amount of time in assisting EWAZ in 

getting their plant schedules filed, why is there concern going 

forward? 

As stated, we cannot put total reliance that the balances will be completely 

correct. RUCO is concerned that the information to be filed in SIB 

Schedule D that includes an analysis of the impact of the SIB Eligible 

Plant on the fair value rate base, revenue, and fair value rate of return, will 

not be accurate and correct. This is the most critical schedule supporting 

a SIB rate surcharge and basically there are still questions as to the 

accuracy of future filings. 

VIII. SIB CONCLUSION 

Q. Can you please summarize RUCO’s reasons for recommending the 

SIB mechanism not be approved in EWAZ rate application? 

A. In summary, RUCO has taken exception to a SIB and/or CSlB mechanism 

in prior applications for the following reasons: (1) that the SIB 

l 4  See Tim Coley’s testimony on Utility Plant in Service and Accumulated Depreciation 
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inappropriately shifts risk from the Company to ratepayers without 

adequate financial consideration to the ratepayer; (2) the SIB is not an 

adjustor mechanism; (3) the SIB will increase the Company’s fair value 

rate base without any determination of fair value; (4) the Company has not 

requested interim rates; (5) the SI6 is not in the public interest; and (6) the 

particular circumstances of each case. In EWAZ’s request for a SIB, 

RUCO has also identified additional reasons why the three districts 

requesting a SIB should not be approved. The additional reasons include; 

(1) EWAZ does not meet the SIB Eligible Plant criteria as identified in its 

Plan of Administration (“POA”); (2) RUCO takes exception to EWAZ’s 

explanation for its requesting a SIB mechanism; (3) if the Arizona 

Corporation Commission (“ACC” or “Commission”) approves a SIB 

mechanism rates will increase an additional 18.9 percent, 21.5 percent, 

and 17.6 percent, over and above the rates approved in the rate case, in 

the Sun City, Mohave and Paradise Valley Water Districts, respectively. 

Q. 

A. 

Mr. Mease, do you believe that the Arizona ratepayers in the Sun 

City, Tubac, Paradise Valley, Districts and the Mohave Wastewater 

District are aware that over $24 million has been remitted to EWAZ’s 

parent as dividends since they took ownership on February I, 2012? 

No. After attending several public meetings it became clear to me that 

some are but the majority are not aware of this. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Do you think that these same ratepayers are aware that these 

dividend payments are well above the average dividend payments, 

as a percentage of net income, made by publicly traded water and 

wastewater companies in the United States? 

No. 

Do you think that these same ratepayers are aware that the rates 

they are currently paying are helping the City of Edmonton by 

keeping “property taxes 25 percent below where they would 

otherwise have to be” and that “EPCOR was a cash cow, and it was 

keeping the City of Edmonton well fed”?15 

No. 

Mr. Mease, do you believe that the Arizona ratepayers in the Sun 

City, Tubac, Paradise Valley Water Districts and the Mohave Water 

and Wastewater District are aware that the rates they are paying 

today are helping to enrich the citizens of Edmonton, Canada? 

No. 

l5 Attachment 3 “Business Person of the Year: Don Lowry, EPCOR 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Do you believe that the ACC should protect the Arizona ratepayers’ 

interests, rather than protecting the interests of the citizen’s living in 

the City Edmonton, when making their final decision regarding the 

approval of a SIB? 

Absolutely. 

Do you believe the ACC should reject the Company’s application for 

a SIB in this case? 

Yes. The Commission not only has the responsibility to ensure that utility 

companies operating in Arizona are financially heathy, they also have the 

responsibility to protect the ratepayers residing in Arizona. I am certain 

that the Commission will fulfill their fiduciary responsibility and will not 

award EWAZ a SIB mechanism in this case. It is apparent that EWAZ is 

not experiencing excessive water loss in the Districts requesting a SIB, 

EWAZ is financially healthy as a total Company, EWAZ is paying 

excessive dividends to its parent and the SIB does not meet the criteria as 

set forth in its Plan of Administration filed with its application. 

Does this conclude your testimony regarding the approval of a SIB 

mechanism? 

Yes. 
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ATTACHMENT 1 

ROBERT B. MEASE, CPA 
Education and Professional Qualifications 

EDUCATION 

Bachelors Degree Business Administration / Accounting - Morris Harvey College. 

Attended West Virginia School of Graduate Studies and studied Accounting and 
Public Ad ministration 

Attended numerous courses and seminars for Continuing Professional 
Educational purposes. 

WORK EXPERIENCE 

Controller 
Knives of Alaska, Inc., Diamond Blade, LLC, and Alaska Expedition Company. 

Financial Manager / CFO 
All Saints Camp & Conference Center 

Energy West, Inc. 
Vice President, Controller 

0 

0 

0 

Led team that succeeded in obtaining a $1.5 million annual utility rate increase 
Coached accountants for proper communication techniques with Public Service 
Commission, supervised 9 professional accountants 
Developed financial models used to negotiate an $18 million credit line 
Responsible for monthly, quarterly and annual financial statements for internal 
and external purposes, SEC filings on a quarterly and annual basis, quarterly 
presentations to Board of Directors and shareholders during annual meetings, 
coordinated annual audit 
Communication with senior management team, supervised accounting staff and 
resolved all accounting issues, reviewed expenditures related to capital projects 
Monitored natural gas prices and worked with senior buyers to ensure optimal 
price obtained 

0 

Junkermier, Clark, Campanella, Stevens 
Consulting Staff 

Performed Profit Enhancement engagements 
0 

Established a consulting practice that generated approximately $1 60k the first 
year of existence 
Prepared business plan and projections for inclusion in clients financing 
documents 
Prepared written reports related to consulting engagements performed 
Developed models used in financing documents and made available for other 
personnel to use 

Participated during audit of large manufacturing client for two reporting years 



Prior to 1999, held various positions: TMC Sales, Inc. as Vice President I Controller, 
with American Agri-Technology Corporation as Vice President / CFO and with Union 
Carbide Corporation as Accounting Manager. (Union Carbide was a multi-national 
Fortune 500 Company that was purchased by Dow Chemical) 

PROFESSIONAL AFFILIATIONS 
Past Member - Institute of Management Accountants 
Member - American Institute of CPA's 
Member - Society of Utility and Regulatory Financial Analysts 
Past Member -WV Society of CPA's and Montana Society of CPAs 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION WITH RUCO 

Utility Company 

Arizona Water Company 
(Eastern Group) 

Pima Utility Company 

Tucson Electric Power Company 

Arizona Water Company 
(Northern Group) 

UNS Electric 

Global Water 

LPSCO 

Johnson Utilities 

APS 

Utility Source, LLC 

EPCOR Water Arizona, Inc. 

Docket No. 

W-01445A-11-0310 

W-02199A-11-0329 et al. 

E-01933A-12-0291 

W-01445A-12-0348 

E-04204A-12-0504 

W-O1212A-12-0309 et ai. 

SW-01428A-13-0042 et al. 

WS-02987A-13-0477 

E-01345A-11-0224 

WS-04235A-13-0331 

WS-01303A-14-0010 
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COMPANY NAME EPCOR WATER 
Name of System: Sun City ADEQ Public Water System Number: 04-07-099 

WATER USE DATA SHEET BY M O N T H  FOR CALENDAR YEAR 2013 

If system has f i re hydrants, what  is  the fire flow requirement? -GPM f o r -  hrs 

If system has chlorination treatment, does this t reatment system chlorinate continuously? 

( )Yes ( ) N o  

1s the Water Util i ty located in an ADWR Active Management Area (AMA)? 

( X ) Yes ( )No  

Does the Company have an ADWR Gallons Per  Capita Per Day (GPCPD) requirement? 

( X ) Yes ( ) N o  

If yes, provide the GPCPD amount: 

*Estimate 

255' 

page 15 Sun City Water 
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COMPANY NAME EPCOR WATER 
Name of System; Paradise Valley ADEQ Public Water System Number: 04-07-056 

WATER USE DATA SHEET BY MONTH FOR CALENDAR YEAR 2013 

mg/l 
What IS the level of arsenic for each well on your system. 
(If more than one well, please l i s t  each separately) 

Well PCX-1 
Well 11 
Well 12 
Well 12b 
Well 14 

Well 16 
Well 17 

Well 15 

no longer on system 
0.008 
0 007 
0 007 
0.006 
0.005 
0 008 
0 007 

If w t e m  has fire hydrants, what is the fire flow requirement? 1500 GPM for 1 hr 

If system has chlorination treatment, does 

I ) N o  ( X ) Yes 
this treatment system chlorinate continuously? 

I s  the Water Utility located in an ADWR Active Management 

1 X ) Yes 1 ) N o  
Area (AMA)? 

Does the Company have An ADWR Gallons Per Caplta Per Day (GPCPD) requirement? 

[ X )Yes ( ) N o  

If yes. provide the GPCPD amount: 

'Estimate 

1010' 
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COMPANY NAME EPCOR WATER 
Name of System: Mohave ADEQPublic Water System Number: 04-08-032 

WATER USE DATA SHEET BY MONTH FOR CALENDAR YEAR 2013 

mg/l 
What IS the level of arsentc for each well on your system 
( I f  more than one well, please l i s t  each separately) 

If system has fire hydrants, what is the fire flow requmment? 1,000 GPM for 2 hrs 

If system has chlorlnatlon treatment, does this treatment system chlorlnate continuously? 

I s  the Water Utlllty located in an ADWR A c h e  Management Area (AMA]? 

( X  )Yes  ( ) N o  

( )yes ( X ) N o  

Does the Company 
( ) Y e s  

have An ADWR Gallons 
( X I N O  

Per Caplta Per Day (GPCPD) requirement? 

If yes, provide the GPCPD amount: N/A 

page 15 . Mohave 
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C O M P A N Y  N A M E  EPCOR WATER 
Name of System: Camp Mohave ADEQ Publlc Water System Number: 04-08-037 

WATER USE DATA SHEET BY MONTH FOR CALENDAR YEAR 2013 

What Is the level of arsenic for each well on your system. m B/I 
[ i f  more than one well, please list each separately) 

If system has fire hydrants, what is the fire flow requirement? 1,000 GPM for 2 hrs 

If  system has chlorination treatment, does this treatment system chlorinate continuously? 
( X )Yes I J N o  

Is the Water Utility located in an ADWR Active Management Area (AMA)? 
I )Yes ( X I N O  

I )Yes 1 X ) N o  
Does the Company have An ADWR Gallons Per Capita Per.Day (GPCPD) requirement? 

if yes, provide the GPCPD amount: N/A 

page 15 - Camp Mohave 
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COMPANY N A M E  EPCOR WATER 
Name of System: Lake Mohave ADEQ Public Water System Number: 04-08-062 

WATER USE DATA SHEET BY MONTH FOR CALENDAR YEAR 2013 

page 15 - Lake Mohave 

m d l  What i s  the level of arsenic for each well on your system. 
(If more than one well, please list each separately) 

, 

If system has fire hydrants. what IS  the fire flow requlrement? 1,000 GPM for 2 hrr 

If system has chlorination treatment, does thts treatment system chlorlnate continuously? 
1 X 1 Yes ( ) N o  

I )Yes ( X ) N o  
Is the Water Utilitylocated In an ADWR Active Management Area [AMA]> 

Does the Company have An ADWR Gallons Per Caplta Per Day (GPCPD) requirement? 

( )yes ( X I N O  

If yes, provide the GPCPD amount N/A 





COMPANY NAME EPCOR WATER 
Name of System: Desert Foothills ADEQ Public Water System Number: 04-08-137 

WATER USE DATA SHEET BY MONTH FOR CALENDAR YEAR 2013 

mg/l What IS the level of arsenic for each well on your system. 
(If more than one well, please list each separately) 

If system has fire hydrants, what IS the fire flow requirement? 1,000 GPM for 2 hrs 

If system has chlorinatlon treatment, does this treatment system chlorlnate contlnuously? 
( X ) Yes ( )No  

Is the Water Uthty located in an ADWR Active Management Area (AMA)? 

[ )Yes ( X ) N o  

Does the Company have An ADWR Gallons Per Capita Per Day (GPCPD) requirement? 

If yes, provide the GPCPO amount: 

I )Yes ( X I N O  

N/A 

page 15 - Desert Foothills 
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COMPANY NAME EPCOR WATER 
Name of System: Arizona Gateway ADEQ Public Water System Number: 04-08-163 

WATER USE DATA SHEET BY MONTH FOR CALENDAR YEAR 2013 

mgll What is the level of arsenic for each well on your system. 
(If more than one well, please list each separately) 

If system has fire hydrants, what Is the fire flow requirement? 1,000 GPM for 2 hrs ' 

If system has chlorination treatment, does this treatment system chlorinate continuously? 

Is the Water Utility located in an ADWR Actiue Management Area (AMA)? 

Does the Company have An ADWR Gallons Per Capita Per Day (GPCPD) requirement? 

if yes, provide the GPCPD amount: 

( X  )Yes I ) N o  

( )Yes ( X I N O  

( )Yes ( X ) N o  

N/A 

page 15 - A2 Gateway 
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EPCOR WATER COMPANY NAME 
Name of System: Paradise Valley ADEQ Public Water System Number: 04-07-056 

WATER USE DATA SHEET BY MONTH FOR CALENDAR YEAR 2013 

mg/l What is  the level of arsenic for each well on your system. 
(If more than one well, please l i s t  each separately) 

Well P a - I  
Well 11 
Well 12 
Well 12b 

Well 15 
Well 16 
Well 17 

Well 14 

no longer on system 
0 008 
0 007 
0 007 
0.006 
0.005 
0 008 
0 007 

If system has fire hydrants, what is the fire flow requirement? 1500 GPM for 1 hl 

If system has chlorination treatment, does this treatment system chlorinate continuously? 

( X ] Yes ( )No 

Is the Water Utillty located in an ADWR Active Management Area (AMA)? 

( X  )Yes  I ) N o  

Does the Company have An ADWR Gallons Per Capita Per Day (GPCPD) requrrement? 

If yes, provide the GPCPD amount: 

'Estimate 

[ X 1 Yes ( )No 

1010' 
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o Charlie Fischer (2005) 
o Sam Shaw (2004) 
o Bill Comrie (2003) 

o John Forzani (2002) 
o Rick Georcle (2001) 
o Harrv Buddle (2000) 
o Clive Beddoe (1999) 

o Martin Lambert (1998) 
o Ron Triffo (1997) 

0 The 2012 Award Luncheon 
o Video 

0 TOP 100 
o Business Person of the Century 

o TOD 100 of the Past Century 

Business Pergon of the Year 2010: Don Lowry, EPCOR 

EPCOR CEO DON LOWRY BUILDS A PUBLIC UTILITY THAT WILL 
STAND THE TEST OF TIME 
Dec 1,2010 

The 2010 Business Person of the Year is presented in association with the Chartered Accountants of Alberta. On the 
cover, Don Lowry wears a suit provided by Henry Singer. 

On tl 

A 

A 

--- 
*‘e .‘ 

Rise: Don Lowry standing on the 27th floor of the new Epcor building. 
Click here for a behind the scenes Photo clallerv from the Business Person of the Year Photoshoot. 
Photography by Curtis Trent 

Thirty years ago, a soft-spoken young hockey player from Brantford, Ontario, with the uncanny ability to see how a play 
would unfold before it actually did, began a remarkable run in Edmonton that would see him lead the Edmonton Oilers to 
four Stanley Cup victories in five seasons. Don Lowry, the president and CEO of Epcor Utilities Inc. and Alberta’s 
Business Person of the Year for 2010, shares many of the same qualities, from the reserved demeanour to that unique 
ability to see and understand what lies ahead. But while Wayne Gretzky made his magic on the ice, Lowry’s spent the last 
12 years doing it in the boardroom on behalf of his company’s shareholder. 

Between 1996 and 2008 the utilitv Dai 

L. 
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appeared to abruptly change course. 

In the 14 years since its creation, Epcor’s portfolio of assets had expanded from three power plants and two water plants 
in Alberta to more than 50 power and water plants in Canada and the United States. That growth had fuelled the 
increases in the dividend, but it had also made Epcor dependent on its power generation assets. Meanwhile, without 
access to capital markets, the company’s balance sheets had reached their limits. It was time, Lowry decided, to move in 
a different direction. 

That direction was the creation of an independent power generation company, Capital Power Corporation, which would 
be able to tap into lucrative capital markets in order to fund its continued growth. Epcor, meanwhile, would focus on the 
business of ‘water and wires,” while gradually drawing down its investment stake in Capital Power. “When we looked at 
our shareholder’s risk appetite, it’s very - and appropriately - low, and their need for a stable and predictable dividend 
with no volatility is a principal driver,” he says. ”The power generation business is a growth business, but it’s a higher-risk 
business with higher volatility. We had grown the company such that 70 per cent of the income was coming from outside 
the City of Edmonton and was primarily driven by power generation. When we stacked them all up, we had to make a 
decision.” 

While the decision attracted controversy, Lowry remains convinced that it was the right one to make. The creation of 
Capital Power has added another head office to Edmonton’s corporate landscape, along with all the high-value jobs that 
come with it. It‘s not about to go anywhere, either; a social objectives clause ensures that Capital Power’s head offices will 
remain in Edmonton in perpetuity. More importantly, Lowry says, is the fact that Epcor‘s stake in Capital Power will 
provide the fuel it needs to grow its new interest in electrical transmission and water management, and protect the 
dividend that is so important to its shareholder. “We’ve captured the value we created on power generation,” he says, 
”and used it as a currency to now grow the water business.” 

It‘s a bold move, and one that didn’t necessarily have to be taken. As Lowry points out, Epcor could have continued to 
milk its power generation assets for at least three or four years and conceivably increased the dividend over that period. 
But, he says, that kind of passive approach might have ultimately boxed the company into a corner it couldn’t get out of. “If 
we’d been at a point where the markets collapsed, as in 2008, and we had a major financing or a major cash call, that 
could have been disastrous.” His decision to move Epcor out of the power generation business was driven by the fact that 
it‘s easier to make a choice than to have the market make it for you. “Often, the easy things to do aren’t the right things to 
do,” he explains. “But at a time when a company for all intents and purposes looks like it‘s growing exceedingly well and 
things are going exactly the way they should, often that‘s the time you should exit the market.” 

Brian Vaasjo, the president and CEO of Capital Power, believes that Lowry’s decision to exit the power generation market 
before he had to epitomizes his style of leadership. “His greatest strength is clarity of purpose and direction,” Vaasjo says. 
”When it comes to making a decision or arriving at a conclusion and moving forward, it becomes very clear, very 
straightforward.” Hugh Bolton, the chair of Epcor’s board of directors, shares Vaasjo’s view, noting that this forward- 
thinking approach is what puts Lowry in the top tier of Alberta’s executive community. “He’s a strategic thinker,” Bolton 
says. “People talk about strategy and they throw the word around, but Don really understands what it means. He has that 
wonderful ability to peek around the corner and see what‘s coming and, more importantly, to marshal his colleagues into 
action to deal with it.” 

What Lowry sees around the corner right now, and what he has been seeing for a few years now, is the growing 
importance of water. “We’re very fortunate in Canada that we have a current abundance of water,” he says, “but the 
warning signals are there now, whether it’s [David] Schindler’s report on the Athabasca [River], whether it’s the flood from 
the Red River in Winnipeg, the boil water advisories, the Walkertons in Ontario - all of those early warning alarm bells are 
going off. Our message from Epcor is that there’s no need for them. We should be ashamed to have boil water advisories 
in Canada.’ 

There’s opportunity here too, of course. “The water business is a good, long-term, stable and regulated business,” Bolton 
says. “That‘s why we had to get out of the electrical generation business. It requires a huge amount of patient capital, and 
our shareholder’s not patient. They rely on our dividend.” But if the water business is a steady and predictable one, it‘s 
also one with a lot of untapped potential. Lowry estimates that the financial opportunities associated with water 
management are in the “billions and billions“ of dollars. Still, it’s clear that Epcor’s interest in water isn’t entirely driven by 
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its bottom line. “We have opportunities with our industries to lead with the deployment of technology and water,” Lowry - says. “We believe that our responsibility is to take those steps and demonstrate that it can be done. The expertise and the 
people and the operations that we have here are poised to contribute responsibly to making Alberta better, and then 
taking that expertise beyond Alberta.” 

Don Lowry’s contributions to Edmonton and Alberta reach far beyond the boardroom 

Epcor is already doing that, in fact. From the rehabilitation of the Britannia Mine, one of the continent’s biggest sources of 
heavy metal pollution, to the wastewater treatment plant in Sooke, B.C., the company has a growing resume of water- 
related projects. Back home, meanwhile, the Gold Bar Wastewater Treatment Plant, which was transferred by the City of 
Edmonton to Epcor on April 1, 2009, remains one of North America’s most innovative and effective such operations. 
“We’ve demonstrated, from the tip of Vancouver Island and our management of water treatment plants, to our first 
introduction of ultraviolet technology here in Edmonton, that breakthrough will come from innovation and technology,” 
Lowry says. “We see ourselves as positioning Epcor to be a contributor to that.” Those contributions won’t be constrained 
to the borders of Alberta or Canada, either. Epcor’s decision this past summer to purchase the Chaparral City Water 
Company in Arizona reflects the increasingly international nature of Epcor’s water-related activities. 

Not surprisingly, Epcor has identified the oil sands and the companies that do business up there as a major area of 
opportunityfor its water business. In October of 2009 Epcor inked a deal with Suncor worth $100 million that will see it 
provide potable water and domestic wastewater services to more than 6,000 Suncor oil sands workers through the 
management of three wastewater treatment plants, two water treatment plants and an assortment of collection and 
distribution systems. Don Thompson, the president of the Oil Sands Developers Group, is happy to see Epcor doing 
business in the oil sands. “We welcome somebody with Epcor’s obvious strong technical competence with respect to 
treatment and management of water, because of course water is one of the core issues of concern not just to the industry 
but all of our stakeholders.” 

Thompson thinks that the opportunities available to Epcor in the oil sands could be significant. “I would think that every 
company in the oil sands manages water, and that means there’s a considerable market for people with water expertise.” 
Bolton is confident that the new front that Epcor has opened in the oil sands will be a productive one. “There are all sorts 
of roadblocks to overcome, but so far we’ve been making inordinate headway, not only with Suncor but several other 
participants in the oil sands. And really, that‘s our future.” 

That’s one future, at least. The other is in the residential water market, and it’s there that things get more complicated. 
Most of us still treat water as an inexhaustible free good, and that’s an attitude that simply has to change, Lowry says. 
“There’s nothing free in this world, and where we’ve seen the abuse of water and then its eventual disappearance is when 
it’s been a free good.” The solution to Alberta’s now-chronic water shortages, he believes, is a move towards pricing and 
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regulating it properly, “You can’t introduce good technology, attract smart and committed people and get the capital to 
I maintain and build great infrastructure unless you’re repaid for it. I’m not advocating that it should be a gold strike 

mentality where the highest payer gets all the water, but you can put in mechanisms similar to the power or telecom 
industries where you have lifeline users and then you price your water accordingly. You work on the demand side through 
conservation measures, you promote the efficient use and reuse of water and you’re going to get to a better place.” 

Bob Sandford, the Epcor chair of the Canadian Partnership Initiative in support of the United Nations’ “Water for Life” 
Decade, thinks Lowry is ahead of his time when it comes to his views on water management. “I think he understands both 
the local issues with respect to water and the fact that Canadians take water for granted, but he also understands the 
global water circumstance, and I think he understands fully how those global circumstances are going to present 
themselves here over time,” Sandford says. “I think that’s a valuable asset for a leader to have.” Sandford, who got to 
know Lowry through the invite-only Rosenberg International Forum on Water Policy, which was held in Banff in 2006, says 
that Lowry is highly respected within the global community of experts and academics who study water policy. “He was the 
first ever private-sector speaker to open the conference. It’s usually a head of state, so that gives you some idea of how 
well respected he is internationally.” 

I 
Lowry remains optimistic that sound leadership and good policies could be enough to change our spendthrift approach to 
water, although he concedes that it may take a crisis to truly alter people’s attitudes. Sandford believes that Lowry is one 
of a half-dozen people in senior executive positions in this country with the leadership capacity to avoid that moment of 
crisis, but Bolton is a bit more pessimistic. “I say he’s an awful good CEO, but he’s not the messiah. People take water for 
granted, and to get people to change their attitude, I think, will require a crisis.” 

If it comes to that, though, Lowry will be ready. “You can make that crisis a launching pad, or you can make it your 
Waterloo,” he says, noting that the reinvention of Epcor itself was a response to a crisis of another sort, the deregulation 
of the Alberta electricity market. Bolton, who has seen his fair share of CEOs operate in the heat of battle, believes in 
Lowry’s ability to rise to the occasion. “He’s very sentimental, he’s very family-oriented, and yet in a real crisis he’s as 
stoic and as calm and as clear-thinking as anybody you’d want to know.” I 

I 

Advertisement 

That orientation is what has kept Lowry grounded throughout his career. While it’s common to hear about executives 
willing to lay just about anything, from their own health to that of their family life, at the altar of professional success, Lowry 
isn’t willing to make those sorts of sacrifices. Success, he says, is the ability to create a balance between family, health 
and work. “It’s like juggling three balls,” he says, “and you can never let your family or your health ball drop. Work, you 
know, you can drop that from time to time and get another job or modify it. Where I’ve seen things go wrong is when 
people have compromised on the first two. You just can’t.’’ 

- Click here for a behind the scenes photo qallery from the Business Person of the Year photoshoot, 
He’s not perfect, mind you. “He’s got one fault,” Bolton says. “He is terribly modest and shy, and he hates going out and 
selling the Epcor story. He hates going out and glad-handing at cocktail parties. He hates visiting clients and chitty- 
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chatting about nothing. He really struggles doing those sorts of things.” The Epcor story, Bolton says, deserves a wider 
hearing. “Have we told the Epcor story properly to the citizens of Edmonton? The answer is no. The average 
Edmontonian has no idea of all the good Epcor does to this city, over and above the financial return.” 

Don’t expect Lowry to turn into a cheerleader any time soon, though. Instead, he’s content to continue moving Epcor 
towards its future in water and wires, while building a company whose influence extends beyond its bottom line. “Whether 
it was on the power or the water side, people here got a sense that we weren’t just building a company to pay a dividend. 
It’s not just a job. It‘s not just a financial statement. We’re doing interesting things.” 

The School Of Fish 
Don Lowry didn’t grow up dreaming of a corner office on the 28th floor. Instead, he had designs on a career that would 
have kept him closer to ground level. “When I was growing up, I was going to become a limnologist,” he explains, “That’s 
the study of fresh water biology.” But if that‘s an unusual childhood aspiration for a corporate titan, it’s also one that led 
him, in a roundabout way, to the world of business and the job he has today. 

Growing up in a family of modest means that couldn’t afford to buy horses for their kids and wasn’t particularly interested 
in dogs, Lowry set his sights a little lower when it came to choosing a pet. He became a guppy enthusiast. “I went to the 
pet store one day, and there were these really fancy guppies but they cost a buck each,” Lowry explains. “I didn’t know 
until then that we were poor, because he [his father] said that I could have whatever fish I wanted but that I had to find a 
way to pay for them.” The young Lowry quickly figured out that the best way to pay for these high-end guppies was to 
make more of them and sell them back to the very same store. 

I 
It wasn’t long before he was supplying all of his local pet stores with guppies and other kinds of tropical fish, and it was a 
pursuit that provided him with both entertainment and extra cash. More important, he says, are the lessons that he 
learned from them about how the world works. First and foremost among those is the importance of water, a lesson that 
now informs Epcor’s own mission. “It might sound a little bizarre,” he says, “but if you are into fish, one thing you learn is 
the importance of water. It’s a base ingredient, and unless your water is clean, it has all the chemical elements, trace and 
otherwise, and is the right temperature and the right turbidity and flow, your fish will not thrive and propagate.” 

His fish have even taught him a thing or two about leadership, including the importance of being patient. “Don’t expect 
your fish tank to be magnificent overnight, with the coral reef and the diversity of species,” he explains. “You have to work 
with it, and it’s the same with your business. You have to work at your business every day, and be wary of those that say 
you can hit it out of the block with an investment tomorrow or that suddenly everything’s going to change just through 
working hard at it for a week or a month. Great things in business, as in life, don’t happen quickly.” 

Meanwhile, that carefully cultivated balance can be upset in a nanosecond. “Your aquarium can be upset by a power 
failure, you can have an intrusion of a pathogen through a new fish, you can have a broken filter - you have to be ready 
with your fish to accept that you’re going to have to work with them continually to keep that environment pure. 

It takes years to build culture, it takes 10 years to build a business, and it can be upset in a nanosecond. That‘s one fish 
lesson for you.” 

Special Dividend 
While Don Lowry is proud of the financial contributions that Epcor has consistently delivered to its shareholder, he’s quick 
to point out that the utility is more than just the sum of its dividend payments. What follows are just a few of the ways in 
which Epcor’s presence in and influence on communities across Alberta is felt. 

Cultural Capital 
Epcor is a major supporter of arts and cultural functions and facilities in Alberta. In Calgary, that support is highlighted by 
its investment in the Epcor Centre for the Performing Arts, while in Edmonton it includes the Epcor Amphitheatre at 
downtown’s Churchill Square and its role as the 201 011 I season sponsor at the nearby Citadel Theatre. Other events and 
organizations that receive support include the Works Festival, Capital Ex and the Canadian Finals Rodeo. 

Culinary Champion 
Epcor’s philanthropic reach extended all the way to Vancouver last spring, where its fundraising efforts helped support 
Canada’s athletes as they competed at the 2010 Winter Olympics. Epcor’s support of our Olympic athletes began back in 
2005, when Epcor signed on as a title sponsor of the Gold Medal Plates program, a series of national fundraising dinners 
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that support both the Canadian Olympic athletes and the competing chefs in their respective quests for excellence. Those 
b dinners continue to provide nourishment for both Canada’s Olympic and culinary communities. 

Charitable Donations 
Epcor and its employees participate in a number of fundraising and philanthropic campaigns, from the Comedy Cares 
program that visited Canmore, Fort McMurray, Okotoks and Strathmore in 2009 to the Donate-A-Ride program and Boyle 
Street Community Services. Epcor’s employees also engage in charitable activities, and they outdid themselves in 2009 
by donating a record $421,826 to the United Way in a joint campaign with Capital Power (including a corporate 
contribution of $1 25,000). Canmore’s Emily Munro, meanwhile, received $2,500 to attend the 2009 National Circus 
School’s Summer Camp in Montreal through Epcor’s Sports Excellence and Youth Excellence awards program. 

LEEDing the Way 
If there’s one neighbourhood in particular that’s glad to have Epcor around, it’s the hardscrabble patch of downtown 
Edmonton that sits on the edge of the city’s Chinatown. A landscape defined by abandoned storefronts and bars with 
noon-hour drink specials, it is a monument to inner-city decay. But that will almost certainly change with the arrival of 
Epcor’s new corporate headquarters. 

The new 28-storey Epcor tower, located near the northeast corner of 104 Avenue and 101 Street, is the first office tower 
to be built in downtown Edmonton in 22 years, and one that’s expected to earn LEED-silver certification for low energy, 
water and resource use upon its completion. 
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' EPCOR Water Arizona, Inc. Schedule 1 
Page 1 of 1 Test Year Ending June 30,2013 

Docket No. WS-01303A-14-0010 
DIVIDEND PAYOUT PERCENTAGE - PROXY COMPANY'S 

ComDany 
1 American States Water Co. 
2 Net Income 
3 Dividend Paid 
4 Percentage Payout 
5 
6 American Water Works Co., Inc 
7 Net Income 
8 Dividend Paid 
9 Percentage Payout 
10 
11 Aqua America, Inc. 
12 Net Income 
13 Dividend Paid 
14 Percentage Payout 
15 
16 Artesian Resources Cop.  
17 Net Income 
18 Dividend Paid 
19 Percentage Payout 
20 
21 California Water Service Group 
22 Net Income 
23 Dividend Paid 
24 Percentage Payout 
25 
26 Connecticut Water Service, Inc. 
27 Net Income 
28 Dividend Paid 
29 Percentage Payout 
30 
31 Middlesex Water 
32 Net Income 
33 Dividend Paid 
34 Percentage Payout 
35 
36 SJW Corporation 
37 Net Income 
38 Dividend Paid 
39 Percentage Payout 
40 
41 York Water Company 
42 Net Income 
43 Dividend Paid 
44 Percentage Payout 
45 
46 Total Net Income All Proxy Companies 
47 Total Divident Payout 
48 
49 
50 

62,686 $ 45,859 $ 54,148 $ 
$ 20,552 $ 24,130 $ 29,360 

44.8% 44.6% 46.8% 

$ 309,613 $ 358,070 $ 369,264 
$ 198,258 $ 173,056 $ 199,359 

64.0% 48.3% 54.0% 

$ 143,083 $ 196,580 $ 221,320 
$ 87,133 $ 93,423 $ 102,889 

60.9% 47.5% 46.5% 

$ 6,746 $ 9,846 $ 8,301 
$ 6,191 $ 6,850 $ 7,207 

91.8% 69.6% 86.8% 

$ 37.712 $ 48.828 $ 47,254 
$ 25,674 $ 261387 $ 29,619 

68.1% 54.0% 62.7% 

$ 11,300 $ 13,640 $ 18,296 
$ 8,234 $ 8,505 $ 10,796 

72.9% 62.4% 59.0% 

$ 13,447 $ 14,396 $ 16,633 
$ 11.437 $ 11,679 $ 1 1,943 

85.1% 81 .I % 71.8% 

$ 20,878 $ 22,318 $ 22,384 
$ 12,823 $ 13,231 $ 14,443 

61.4% 59.3% 64.5% 

$ 9,084 $ 9,303 $ 9,654 
% 6,708 $ 6,929 $ 7,214 

73.8% 74.5% 74.7% 

597,722 $ 727,129 $ 775,792 $ 
$ 377,010 $ 364,190 $ 412,830 

63.1% 50.1% 53.2% 

51 
52 

AVERAGE DIVIDEND PAYOUT PERCENTAGE - PROXY COMPANIES 54.94% 



AMERICAN STATES WATER COMPANY 
CONSOLIDATED STATEMENTS OF CHANGES 

IN COMMON SHAREHOLDERS’ EQUITY 

Common Shares Earnings 
Reinvested Number 

of in the 
(in thousands) Shares Amount Business Total 

Balances at December 31,2010 
Add: 

Net income 
Issuance of Comnion Shares 
Exercise of stock options 
Tax benefit from employee stock-based awards 
Compensation on stock-based awards 
Dividend equivalent rights on stock-based awards not paid in 
cash 

Deduct: 
Dividends on Common Shares 
Dividend equivalent rights on stock-based awards not paid in 
cash 

Balances at December 31,2011 
Add: 

Net income 
Exercise of stock options and other issuance of Common Shares 
Tax benefit from employee stock-based awards 
Compensation on stock-based awards 
Dividend equivalent rights on stock-based awards not paid in 
cash 

Deduct: 
Dividends on Conmon Shares 
Dividend equivalent rights on stock-based awards not paid in 
cash 

Balances at December 31,2012 
Add: 

Net income 
Exercise of stock options and other issuance of Common Shares 
Tax benefit from employee stock-based awards 
Compensation on stock-based awards 
Dividend equivalent rights on stock-based awards not paid in 
cash 

Deduct: 
Dividends on Common Shares 
Dividend equivalent rights on stock-based awards not paid in 
cash 

Balances at December 31,2013 

37,262 $ 227,385 $ 150,156 $ 377,541 

45,859 45,859 
138 1,658 1,658 
178 2,350 2,350 

336 336 
1,474 1,474 

103 103 

20,552 20,552 

103 103 
37,578 233,306 175,360 408,666 

54,148 54,148 
896 13,295 13,295 

890 890 
1,710 1,710 

121 121 

24,130 24,130 

121 121 
38,474 249,322 205,257 454,579 

62,686 62,686 

1,026 1,026 
1,362 1,362 

247 2,111 2,111 

140 140 

29,360 29,360 

140 140 
38,721 $ 253,961 $ 238,443 $ 492,404 

The accompanying notes are an integral part of these consolidated financial statements. 
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American Water Works Company, Inc. and Subsidiary Companies 

Consolidated Statements of Changes in Stockholders’ Equity 
(In thousands, except per share data) 

Preferred 
Stock of 

Subsidiary 
Companies 

Accumulated ‘=gry Without 
Other Mandatory Total 

Common Stock 

Shares Value Capital Deficit Loss Shares Cost Requirements Equity 
Par Paid-in Accumulated Comprehensive At Redemption Stockholders’ 

Balance at December 31,2010 174,996 $1,750 $6,156,675 $(1,959,235) $ (71,446) (1) $ (19) $ 4,547 $4,132,272 
- 309,613 

-- -- 
Net income - - - 309,613 - - - 
Direct stock reinvestment 

and purchase plan, net 

Employee stock purchase 

S tock-based compensation 

Other comprehensive loss, 

Dividends 

- 1,808 

- 3,534 

activity 483 5 18,543 (92 1 ) 1 19 - 17,646 

(26,231) - - - (26,231) 
- - (198,258) 

Balance at December 31,2011 175,664 $1,757 $6,180,558 $(1,848,801) $ (97,677) 0 $ 0 $ 4,547 $4,240,384 
- 35 8,070 

- - of expense of $19 64 1 1,807 - - 

plan 121 1 3,533 - - - - 

- 

net of tax of $( 16,507) - - - - 
- - -- - (198,258) - - - -- 

Net income - - - 358,070 - - - 
Direct stock reinvestment 

and purchase plan, net 

Employee stock purchase 

Stock-based compensation 

Subsidiary preferred stock 

Other comprehensive loss, 

Dividends 

- 2,092 of expense of $14 60 0 2,092 - - 

31 1,046 - 4,353 plan 87 1 3,306 - - 

activity 1,177 12 36,688 (1,168) - (31) (1,046) - 34,486 

(2,827) (2,827) 

- (1 8,5 14) 
- - (173,056) 

Balance at December 31,2012 176,988 $1,770 $6,222,644 $(1,664,955) $(116,191) 0 $ 0 $ 1,720 $4,444,988 
- 369,264 

- - 

- - - - - - redemption - 

net of tax of $(12,113) - - - - (18,514) - - 
- - (173,056) - - 

Net income - - - 369,264 - - 

-- - - -- 
- 

Direct stock reinvestment 
and purchase plan, net 

- 2,123 
Employee stock purchase 

- 4,555 
Stock-based compensation 

activity, net of expense 
o f $ l l  1,227 12 32,076 (648) - (132) (5,043) - 26,397 

Subsidiary preferred stock 
(1,720) (1,720) redemption - - - 

Other comprehensive 
income, net of tax of 
$52,782 - - - - 81,556 - - 

- - - of expense of $49 53 1 2,122 - 

plan 111 1 4,554 - - 

- - - - 

- 81,556 
- - (199,359) 

Balance at December 31,2013 178,379 $1,784 $6,261,396 $(1,495,698) $ (34,635) (132) $(5,043) $ 0 $4,727,804 
- - (199,359) - - -- - - -- Dividends 

-- - -- - -- -- 

The accompanying notes are an integral part of these consolidated financial statements. 
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AQUA AMERICA, INC. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF EQUITY 

(In thousands of dollars) 

Balance at December 31,2010 

Net income 

Purchase of subsidiary shares from 
noncontrolhng interest 

Other comprehensive loss, net of income tax 
of $130 

Dividends 

Sale of stock (753,958 shares) 

Repurchase of stock (51,431 shares) 

Equity Compensation Plan (79,133 shares) 

Exercise of stock options (530,613 shares) 

Stock-based compensation 

Employee stock plan tax benefits 

Balance at December 31,201 1 

Net income 

Purchase of subsidiary shares from 
noncontrolling interest 

Other comprehensive loss, net of income tax 
of $76 

Dividends 

Sale of stock (726,093 shares) 

Repurchase of stock (77,355 shares) 

Equity Compensation Plan (19,015 shares) 

Exercise of stock options (1,041,796 shares) 

Stock-based compensation 

Balance at December 31,2012 

Net income 

Accumulated 
Capital in Other 

Common excess of Retained Treasury Comprehensive Noncontrohg 
stock par value earnings stock Income Interest Total 

$ 69,223 S 664,369 f 452,470 $ (12,307) $$ 499 $ 572 $ 1,174,826 

- 143,069 14 143,083 

(243) (243) 

- (87,133) (87,133) 

295 11,987 325 12,607 

- (1,163) (1,163) 

32 (32) 
21 2 6,391 6,603 

3,964 (72) 3,892 

(573) (573) 

69,762 686,106 508,334 (13,145) 256 504 1,251,817 

- 196,563 17 196,580 

(333) (333) 

(141) (141) 
- (93,423) (93,423) 

285 12,610 295 13,190 

- (1,818) (1,818) 

8 (8) 
41 7 14,181 14,598 

5,593 (171) 5,422 

70,472 718,482 611,303 (14,668) 115 188 1,385,892 

- 221,300 20 221,320 

Other comprehensme gain, net of income tax 
of $125 231 231 

Dividends - (102,889) - (102,889) 

Stock split 17,655 (17,655) 

Sale o€stock (449,129 shares) 188 9,693 409 10,290 

Repurchase of stock (415,233 shares) - (12,823) (12,823) 

Equity Compensatlon Plan (43,500 shales) 17 (1 7) 

Exercise of stock options (1,566,089 shales) 632 25,066 25,698 

Stock-based compensation 5,066 (442) 4,624 

Employee stock plan tax benefits 2,700 2,700 

Balance at Decembei 31,2013 $ 88,964 $ 743,335 $ 729,272 $ (27,082) $ 346 $ 208 $ 1,535,043 

See accompanyiiig notes to consolidated financial statements 

34 



CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY 
In  thousands 

Common Shares 
Outstanding Common Shares 
Class A Non- Outstanding $1 Par Value Class $1 Par Value Class Additional Paid-in 

Voting (1) (3) (4) Class B Voting (2) A Non-Voting B Voting Capital Retained Earnings Total 

Balance as of December 3 1, 
2010 6,755 882 $ 6,755 $ 882 $ 69,989 $ 17,520 $ 95,146 

Net income 
Cash dividends declared 

Common stock 
Issuance of common stock 

Stock issuance 
Dividend reinvestment 

Employee stock options 

Employee Retirement Plan 

plan 

and awards(4) 

Net income 
Cash dividends declared 

Common stock 
Issuance of common stock 

Dividend reinvestment 

Employee stock options 

Employee Retirement Plan 

plan 

and awards(4) 

(3) 

2012 
Balance as of December 3 1, 

Net income 
Cash dividends declared 

Common stock 
Issuance of common stock 

Dividend reinvestment 

Employee stock options 

Employee Retirement Plan 

pian 

and awards(4) 

(3) 
Balance as of December 31, 

2013 

- 

888 

21 

25 

22 

58 

- 

888 

21 

25 

- 6,746 6,746 

(61 9 1) (6,191) 

14,746 - 15,634 

394 

568 

700 

2011 7,729 882 $ 7,729 $ 882 $ 86,311 $ 18,075 $ 112,997 

- 

- - 

- 

- 373 - 

- 543 - 

(3) 40 - 40 - 660 - 
Balance as ofDecember31, 

7,828 

- 

27 

68 

25 

7,948 

882 

882 

439 22 - 

58 - 1,269 

380 19 - 

$ 7,828 $ 882 $ 88,399 

572 27 - 

68 - 1,340 

530 25 - 

$ 7,948 $ 882 $ 90,841 

9,846 9,846 

(6,850) (6,850) 

461 

- 1,327 

399 

- 

- 

$ 21,071 $ 118,180 

8,301 8,301 

(7,207) (7,207) 

599 

- 1,408 

555 

$ 22,165 $ 121,836 

- 

- 

(1) 

(2) 
(3) 

(4) 

At December 31,2013,2012, and 2011. Class A Common Stock had 15,000,000shares authorized. For the sameperiods. shares issued were 7,977,546, 7,856,485 and 
7,753,730, respectively. 
At December 31,2013,2012, and 201 I ,  Class B Common Stock had 1,040,000 shares authorizedand 882,000 shares issued. 
Artesian Resources Corporation registered 500.000 shares of Class A Common Stock available for purchase through the Artesian Retirement Plan and the Artesian 
Supplemental Retirement Plan. 
Under the Equity Compensation Plan. effective May 25. 2005 Artesian Resources Corporation authorized up to 500,000 shares of Class A Common Stock f o r  issuance of 
grants in forms of stock options, stock units. dividend equivalents and other stock-based awards, subject to adjustment in certain circumstances as discussed in the Plan. 

The notes are an integralpart of the consolidntedfinancial statements. 
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CALIFORNIA WATER SERVICE GROUP 

Consolidated Statements of Common Stockholders' Equity 

For the Years Ended December 31,2013,2012 and 2011 

Balance at December 31,2010 
Net income 
Issuance of common stock 
Dividends paid on common stock ($0.615 per share) 

Balance at December 3 1,201 1 
Net income 
Issuance of common stock 
Dividends paid on common stock ($0.630 per share) 

Balance at December 31,2012 
Net income 
Issuance of common stock 
Dividends paid on common stock ($0.640 per share) 

Balance at December 31,2013 

Common Stock Additional Total 

Shares Amount Capital Earninns Equity 
Paid-in Retained Stockholders' 

-- 
(In thousands) 

41,667 $ 416 $ 217,309 $ 217,801 $ 435,526 
- - - 37,712 37,712 

150 2 2,263 - 2,265 
- - (25,674) (25,674) - -- 

41,817 418 219,572 229,839 449,829 
- - 48,828 48,828 

91 1 1,441 - 1,442 
- (26,387) (26,387) 

41,908 419 221,013 252,280 473,712 
- - - 47,254 47,254 

5,833 58 107,351 - 107,409 
- (29,619) (29,619) 

47,741 $ 477 $ 328,364 $ 269,915 $ 598,756 

- 

- - -- 

- - -- 
-- 
-- 

See accompanying Notes to Consolidated Financial Statements. 
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CONNECTICUT WATER SERVICE, INC. 

NOTE 4: RETAINED EARNINGS 

The summary of the changes in Retained Earnings for the period January 1,2011 through December 31,2013, appears below: 

(in thousands, except per share data) 2013 2012 201 1 
Balance, beginning of year $ 51,804 $ 46,669 $ 43,603 
Net Income 18,269 13,640 11,300 

Sub-total 70,073 60,309 54,903 
Dividends declared: 

Cumulative Preferred Stock, Series A, $0.80 per share 
Cumulative Preferred Stock, Series $0.90, $0.90 per share 
Common Stock: 

12 12 12 
26 26 26 

$0.98, $0.96 and $0.94 per Common Share in 2013,2012 and 201 1, 
respectively 10,758 8,467 8,196 

Total Dividends Declared 10,796 8,505 8,234 
Balance, end of year $ 59,277 $ 51,804 $ 46,669 

NOTE 5:  ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS) 

The changes in Accumulated Other Comprehensive Income/(Loss) ("AOCI") by component, net of tax, for the year ended 
December 31,2013, (in thousands): 

Interest Rate Unrealized Gains Defined Benefit 
For the year ended December 3 1,20 13 Swap on Investments Items Total 
Beginning Balance (a) 
Other Comprehensive Income Before 

165 672 837 Reclassification - 

41 25 310 3 76 Amounts Reclassified from AOCI 
Net current-period Other 
Comprehensive Income 41 190 982 1,213 
Ending Balance 

(a) All amounts shown are net of tax. Amounts in parentheses indicate loss. 

$ (41) $ 69 $ (1,356) $ (1,328) 

$ - $  259 $ (374) $ (1 15) 
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MIDDLESEX WATER COMPANY 
CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDERS' EQUITY AND 

COMPREHENSIVE INCOME 
(In thousands) 

Common Common 
Stock Stock Retained 
Shares Amount Earnings Total 

Balance at January 1,201 1 15,566 $ 139,534 $ 33,745 $ 173,279 

Net Income 13,447 13,447 
82 1,504 1,504 Dividend Reinvestment & Common Stock Purchase Plan 
30 323 323 Restricted Stock Award, Net - Employees 
4 71 71 Stock Award - Board Of Directors 

(1 1,437) (11,437) Cash Dividends on Common Stock 
Cash Dividends on Preferred Stock (206) (206) 

Balance at December 3 1,20 1 1 15,682 $ 141,432 $ 35,549 $ 176,981 

14,396 14,396 
86 1,587 1,587 
21 448 448 

Net Income 
Dividend Reinvestment & Common Stock Purchase Plan 
Restricted Stock Award, Net - Employees 
Stock Award - Board Of Directors 
Cash Dividends on Common Stock 
Cash Dividends on Preferred Stock 

6 105 105 

(206) (206) 
( 1 1,679) (1 1,679) 

Balance at December 31,2012 15,795 $ 143,572 $ 38,060 $ 181,632 

Net Income 
Dividend Reinvestment & Common Stock Purchase Plan 
Restricted Stock Award, Net - Employees 
Stock Award - Board Of Directors 
Conversion of $8.00 Convertible Preferred Stock 
Cash Dividends on Common Stock 
Cash Dividends on Preferred Stock 

Balance at December 3 1,20 13 

See Notes to Consolidated Financial Statements. 

16,633 16,633 
82 1,653 1,653 
26 388 388 

55 467 467 
(1 1,943) (1  1,943) 

5 105 105 

(190) (190) 
15,963 $ 146,185 $ 42,560 $ 188,745 
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S J W  Corp. and Subsidiaries 
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY 

(in thousands, except share and per share data) 

Common Stock Accumulated 
Additional Other Total 

Number of Paid-in Retained Comprehensive Shareholders' 
Sbares Amount Capital Earnings Income Equity 

9,662 23,443 219,568 2,359 255,032 
.................................... 20,878 

........ Balances, December 31,2010 18,551,540 
Net income - - - 20,878 - 

net of tax effect of ($59) - - - - 

Share-based compensation - - 

similar instruments 13,896 7 (91) 
Employee stock purchase plan 25,712 14 511 - 

purchase plan 1,679 1 38 

Unrealized loss on investment, 
................ (85) (85) 

............ 65 1 (129) 522 - 

Exercise of stock options and 
- (84) ........................ - 

- ...... 525 

39 
Dividend reinvestment and stock 

- ................................. - 

- - (1 2,823) - (12,823) Dividends paid ($0.69 per share) .. 

Net income - - - 22,3 18 - 

Unrealized loss on investment, 
net of tax effect of $0 - - - - 

564 (128) Share-based compensation - - 

Exercise of stock options and 
similar instruments 44,784 23 347 
Employee stock purchase plan 29,468 15 5 73 

purchase plan 3,487 2 81 
Dividends paid ($0.71 per share) .. 

Net income - - - 22,384 - 

- 

Balances, December 31,2011 ........ 18,592,827 9,684 24,552 227,494 2,274 264,004 

22,3 18 

36 36 
436 

370 
588 

83 

.................................... 

.................... 
............ - 

........................ - - 

...... - - 

Dividend reinvestment and stock 
................................. - - 

- - (13,23 1) - (13,231) - 
........ 236,453 2,3 10 274,604 

22,384 

- 1,077 1,077 
784 

69 
722 

84 

Balances, December 31,2012 18,670,566 9,724 26,117 
.................................... 

Unrealized income on investment, 
net of tax effect of $74 1 - - - 

Share-based compensation - - 

Exercise of stock options and 
similar instruments 43,665 23 46 
Employee stock purchase plan 30,869 16 706 
Dividend reinvestment and stock 

................ 
............ - 912 (128) 

- ........................ - 

...... - - 

- ................................. - purchase plan 3,111 2 82 
Common stock issued 1,421,000 740 35,154 - ................... - 35,894 
Dividends paid ($0.73 per share) .. - (1 4,443) - (14,443) 

........ 3,387 321,175 

- - 

10,505 63,017 244,266 Balances, December 31,2013 20,169,211 

See Accompanying Notes to Consolidated Financial Statements. 
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THE YORK WATER COMPANY 

Statements of Common Stockholders' Equity 
(In thousands of dollars, except per share amounts) 

For the Years Ended December 31,2013,2012 and 2011 

Balance, December 3 1,20 I O  
Net income 
Dividends 
Issuance of common stock under 

dividend reinvestment, direct stock and 
employee stock purchase plans 

Balance, December 31,201 1 
Net income 
Dividends 
Issuance of common stock under 

dividend reinvestment, direct stock and 
employee stock purchase plans 

Balance, December 31,2012 
Net income 
Dividends 
Retirement of common stock 
Issuance of common stock under 

dividend reinvestment, direct stock and 
employee stock purchase plans 

Balance, December 31,2013 

Common Common 
Stock Stock Retained 
Shares Amount Earnings Total 

12,692,054 $ 75,481 $ 15,776 $ 91,257 
9,084 9,084 

(6,708) (6,708) 

99,617 1,632 1,632 
12,791,671 77.1 13 18,152 95,265 

9,303 9,303 
(6,929) (6,929) 

126,962 2,186 2,186 
12,918,633 79,299 20,526 99,825 

9,654 9,654 

155,062 3,018 3,018 
12,979,281 $ 80,545 $ 22,966 $ 103,511 - ____ 

The accompanying notes are an integral part of these statements. 

http://www.sec.gov/Archives/edgar/data/lO8985/0000108985 14000027/forml Ok123 1 1  3.htm 1/5/2015 
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EPCOR Water Arizona, Inc. 
Test Year Ending June 30,2013 
Docket No. WS-01303A-14-0010 

Ln 
- No PROJECT ACCOUNT DESCRIPTION 
1 Mains 
2 Services 
3 Valves 
4 Meters 
5 
6 
7 

TOTAL 

Schedule 2 
Page 1 of 3 

SUN CITY - SIB REVENUE REQUEST 
Five Year 

Y e a r f . -  Year 2 Year3 w -  Year 5 Total Costs 
$1,005,087 $ 1,680,440 $ 471,483 $ 349,698 $ 575,162 $ 4,081,870 

76,375 81,418 82,188 77,018 82,610 399,609 
409,508 376,982 432,728 534,279 470,906 2,224,403 

$2,141,202 $ 2,138,840 $ 2,227,819 $ 2,217,358 $ 2,274,108 $ 10,999,327 

650,232 - 1,241,420 1,256,363 1,145,430 4,293,445 

8 
9 
10 Total Revenue Requirement - Requested in Rate Filing $11,871,945 $ 11,871,945 $ 11,871,945 $ 11,871,945 $ 11,871,945 
11 

13 

CALCULATION OF OVERALL SIB REVENUE REQUIREMENTS & EFFICIENCY CREDIT 

12 SIB Revenue CAP % 5% 5% 5% 5% 5% 

14 Net SIB Revenue Cap (Ln 10 x Ln 12)) $ 593,597 $ 593,597 $ 593,597 $ 593,597 $ 593,597 
15 
16 SIB Eligible Plant in Service (Ln 6) 
17 

$2,141,202 $ 2,138,840 $ 2,227,819 $ 2,217,358 $ 2,274,108 $ 10,999,327 

18 Accumulated Depreciation- 1/2 Year Convention (Ln 26*.5) $ 59,986 $ 52,101 $ 68,121 $ 73,323 $ 69,880 $ 323,412 
19 
20 SIB Rate Base (Ln 16 - Ln 18) $2,081,216 $ 2,086,739 $ 2,159,698 $ 2,144,035 $ 2,204,228 $ 10,675,915 
21 
22 Pre-Tax Cost of Capital (Ln 55) 8.43% 8.43% 8.43% 8.43% 8.43% 8.43% 
23 
24 Required SIB Operating Income (Ln 20x Ln 22) $ 175,412 $ 175,878 $ 182,027 $ 180,707 $ 185,780 $ 899,804 
25 
26 SIB Depreciation Expense (See Schedule II) $ 59,986 $ 52,101 $ 68,121 $ 73,323 $ 69,880 $ 323,412 
27 
28 Less: Depre Assoc with Applicable Retirements 
29 
30 Net Depreciation Expense - SIB Eligible Plant (Ln 26 - Ln 28) $ 59,986 $ 52,101 $ 68,121 $ 27,659 $ 29,690 $ 237,558 
31 
32 SIB Capital Costs - Pre Tax Ret. t Depre. (Ln 24 t Ln 30) $ 235,398 $ 227,979 $ 250,148 $ 208,366 $ 215,470 $ 1,137,361 
33 
34 Under or Over recoven/ Form Previous Period 
35 
36 Overall SIB Revenue Requirement Lessor of Net SIB Rev 
37 
38 
39 SIB Efficiency Credit at 5% 
40 
41 Overall SIB Efficiency Credit (Ln 37 x Ln 39) 
42 
43 
44 
45 Current Base Rates Residential Ratepayer 
46 Increase to  Residential Ratepayers 
47 
48 Percentage Inc. Estimated to  Residential Ratepayer 
49 
50 Pre-Tax Cost of Capital 
51 Weighted Cost of Equity 
52 Revenue Conversion Factor 
53 
54 Weighted Cost of Debt 
55 Pre-Tax Cost of Capital 

Cap or SIB Capital Costs (Ln 32) 

NET SIB REVENUE INCLUDING EFFICIENCY CR 

Pre-Tax Weighted Cost of Equity 

$ 235,398 $ 227,979 $ 250,148 $ 208,366 $ 215,470 $ 1,137,361 

-5.00% -5.00% -5.00% -5.00% -5.00% -5.00% 

$ (11,770) $ (11,399) $ (12,507) $ (10,418) $ (10,774) $ (56,868) 

$ 223,629 $ 216,580 $ 237,641 $ 197,947 $ 204,697 $ 1,080,493 

17.35 $ 17.35 $ 17.35 $ 17.35 $ 17.35 $ 17.35 
3.59 $ 4.27 $ 4.92 $ 5.64 $ 6.24 $ 6.87 0 

20.69% 24.59% 28.37% 32.51% 35.98% 39.57% 

3.57% 
1.655 Total Ratepayers 
5.91% Total Residential Ratepayers 
2.52% 
8.43% 

Residential Rev. %of Total Rev. 80.29% 
23,004 
21,896 

C:\Users\uomeaser\Desktop\EPCOR CASE\SIB FINAL Testimony\SIB Schedules - 1-9-l5\SlB for EPCOR AZ 
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EPCOR Water Arizona, Inc. 
Test Year Ending June 30,2013 
Docket No. WS-Ol303A-14-0010 

Schedule 2 
Page 2 of 3 

Ln 

1 Mains 
2 Services 
3 Valves 
4 Meters 
5 
6 
7 

- NO PROJECT LOCATIONS 

MOHAVE WATER - SIB REVENUE REQUEST 
Five Year 

Yearl Yeart Year3 Year4 Year5 Totalcosts 
$ 566,093 $ 872,322 $ 1,126,877 $ 1,030,934 $ 992,251 $ 4,588,477 

1,063,339 593,762 395,842 562,716 399,722 3,015,381 
212,819 217,439 225,289 229,658 226,763 1,111,968 
266,908 314,733 298,679 263,074 368,099 1,511,493 

TOTAL $ 2,109,159 $ 1,998,256 $ 2,046,687 $ 2,086,382 $ 1,986,835 $ 10,227,319 

8 CALCULATION OF OVERALL SIB REVENUE REQUIREMENTS & EFFICIENCY CREDIT 
9 
10 Total Revenue Requirement - Requested in Rate Filing $ 8,327,207 $ 8,327,207 $ 8,327,207 $ 8,327,207 $ 8,327,207 
11 

13 
12 SIB Revenue CAP % 5% 5% 5% 5% 5% 

14 Net SIB Revenue Cap (Ln 10 X Ln 12) $ 416,360 $ 416,360 $ 416,360 $ 416,360 $ 416,360 
15 

16 SIB Eligible Plant in Service (Ln 6) $ 2,109,159 $ 1,998,256 $ 2,046,687 $ 2,086,382 $ 1,986,835 $ 10,227,319 
17 
18 Accumulated Depreciation- 1/2 Year Convention (Ln 26*.5) $ 30,584 $ 28,942 $ 27,698 $ 27,659 $ 29,690 $ 144,573 
19 
20 SIB Rate Base (Ln 16 - Ln 18) 
21 
22 Pre-Tax Cost of Capital (Ln 55) 
23 
24 Required SIB Operating Income (Ln 20x Ln 22) 
25 

$ 2,078,575 $ 1,969,314 $ 2,018,989 $ 2,058,723 $ 1,957,145 $ 10,082,746 

8.43% 8.43% 8.43% 8.43% 8.43% 8.43% 

$ 175,190 $ 165,981 $ 170,167 $ 173,516 $ 164,955 $ 849,809 

26 SIB Depreciation Expense (See Schedule 11) $ 61,168 $ 57,884 $ 55,396 $ 55,317 $ 59,380 $ 289,146 
27 
28 Less: Depre Assoc with Applicable Retirements 
29 
30 Net Depreciation Expense -SIB Eligible Plant (Ln 26 - Ln 28) $ 61,168 $ 57,884 $ 55,396 $ 55,317 $ 59,380 $ 289,146 
31 

32 SI8 Capital Costs - Pre Tax Ret. + Depre. (Ln 24 + Ln 30) $ 236,358 $ 223,865 $ 225,564 $ 228,834 $ 224,335 $ 1,138,956 
33 
34 Under or Over recovery Form Previous Period 
35 
36 Overall SIB Revenue Requirement Lessor of Net SIB Rev 
37 
38 
39 SIB Efficiency Credit at 5% 
40 
41 Overall SIB Efficiency Credit (Ln 37 x Ln 39) 
42 
43 
44 
45 Current Rates Residential Ratepayer 
46 Increase to Residential Ratepayers 
47 
48 Percentage Inc. Estimated to Residential Ratepayer 
49 
50 Pre-Tax Cost of Capital 
51 Weighted Cost of Equity 
52 Revenue Conversion Factor 
53 
54 Weighted Cost of Debt 
55 Pre-Tax Cost of Capital 

Cap or SIB Capital Costs (Ln 32) 

NETSIB REVENUE INCLUDING EFFICIENCY CR 

Pre-Tax Weighted Cost of Equity 

$ 236,358 $ 223,865 $ 225,564 $ 228,834 $ 224,335 $ 1,138,956 

-5.00% -5.00% -5.00% -5.00% -5.00% -5.00% 

$ (11,818) $ (11,193) $ (11,278) $ (11,442) $ (11,217) $ (56,948) 

$ 224,540 $ 212,672 $ 214,285 $ 217,392 $ 213,118 $ 1,082,008 

$ 20.63 $ 20.63 $ 20.63 $ 20.63 $ 20.63 $ 20.63 1-1 $ 9.98 $ 10.85 $ 11.73 $ 12.62 $ 13.50 

43.92% 48.38% 52.60% 56.86% 61.19% 65.42% 

3.57% 
1.655 Total Ratepayers 
5.91% Total Residential Ratepayers 
2.52% 
8.43% 

Residential Rev. %of Total Rev 76.00% 
16,067 
15,008 



* EPCOR Water Arizona, Inc. 
Test Year Ending June 30,2013 
Docket No. WS-01303A-14-0010 

Schedule 2 
Page 3 of 3 

Ln 
- No PROJECT LOCATIONS 
1 Mains 
2 Services 
3 Valves 
4 Meters 
5 
6 
7 

PARADISE VALLEY - SIB REVENUE REQUEST 
Five Year 

Year3 - Y e a r l Y e a r Z -  Year4 Year5 TotalCosts 
$ 454,179 $ 346,614 $ 291,500 $ 362,142 $ 224,369 $ 1,678,804 

813,727 824,710 930,283 904,042 761,957 4,234,719 
203,628 225,795 242,691 204,380 229,975 1,106,469 

TOTAL $ 1,471,534 $ 1,397,119 $ 1,464,474 $ 1,470,564 $ 1,216,301 $ 7,019,992 

8 CALCULATION OF OVERALL SIB REVENUE REQUIREMENTS & EFFICIENCY CREDIT 
9 
10 Total Revenue Requirement - Requested in Rate Filing 
11 
12 SIB Revenue CAP % 
13 
14 
15 
16 SIB Eligible Plant in Service (Ln 6) 
17 
18 Accumulated Depreciation- 1/2 Year Convention (Ln 26*.5) 
19 
20 SIB Rate Base (Ln 16 - Ln 18) 
21 
22 Pre-Tax Cost of Capital (Ln 55) 
23 
24 Required SIB Operating Income (Ln 20 x Ln 22) 
25 
26 SIB Depreciation Expense (See Schedule 11) 
27 
28 Less: Depre Assoc with Applicable Retirements 
29 
30 Net Depreciation Expense - SIB Eligible Plant (Ln 26 - Ln 28) 
3 1  
32 SIB Capital Costs - Pre Tax Ret. + Depre. (Ln 24 + Ln 30) 
33 
34 Under or Over recovery Form Previous Period 
35 
36 Overall SIB Revenue Requirement Lessor of Net 518 Rev 
37 
38 
39 SIB Efficiency Credit % 
40 
41 Overall SIB Efficiency Credit (Ln 37 x Ln 39) 
42 
43 
44 
45 Current Rates Residential Ratepayer 
46 Increase to Residential Ratepayers 
47 
48 Percentage Inc. Estimated to  Residential Ratepayer 
49 
50 Pre-Tax Cost of Capital 
5 1  Weighted Cost of Equity 
52 Revenue Conversion Factor 
53 
54 Weighted Cost of Debt 
55 Pre-Tax Cost of Capital 

Net SIB Revenue Cap (LN 10 X Ln 12) 

Cap or SIB Capital Costs Ln 32) 

NETSIB REVENUE INCLUDING EFFICIENCY CR 

Pre-Tax Weighted Cost of Equity 

$ 10,489,588 $ 10,489,588 $ 10,489,588 $ 10,489,588 $ 10,489,588 

5% 5% 5% 5% 5% 

$ 524,479 $ 524,479 $ 524,479 $ 524,479 $ 524,479 

$ 1,471,534 $ 1,397,119 $ 1,464,474 $ 1,470,564 $ 1,216,301 $ 7,019,992 

$ 7,728 $ 7,523 $ 8,070 $ 6,714 $ 29,690 $ 59,724 

$ 1,463,806 $ 1,389,596 $ 1,456,404 $ 1,463,850 $ 1,186,611 $ 6,960,268 

8.43% 8.43% 8.43% 8.43% 8.43% 8.43% 

$ 123,375 $ 117,120 $ 122,751 $ 123,378 $ 100,012 $ 586,636 

$ 15,455 $ 15,045 $ 16,140 $ 13,428 $ 59,380 $ 119,449 

~~ 

$ 15,455 $ 15,045 $ 16,140 $ 13,428 $ 59,380 $ 119,449 

$ 138,830 $ 132,165 $ 138,891 $ 136,807 $ 159,392 $ 706,084 

$ 138,830 $ 132,165 $ 138,891 $ 136,807 $ 159,392 $ 706,084 

-5.00% -5.00% -5.00% -5.00% -5.00% -5.00% 

$ (6,941) $ (6,608) $ (6,945) $ (6,840) $ (7,970) $ (35,304) 

$ 131,888 $ 125,557 $ 131,946 $ 129,966 $ 151,422 $ 670,780 

$ 52.30 $ 52.30 $ 52.30 $ 52.30 $ 52.30 $ 52.30 L4.47( $ 6.28 $ 8.01 $ 9.82 $ 11.61 $ 13.66 

8.55% 12.01% 15.31% 18.77% 22.19% 26.11% 

3.57% 
1.655 Total Ratepayers 

5.91% Total Residential Ratepavers 

Residential Rev. % of Total Rev. 

2.52% 
8.43% 

76.5% 
4,862 
4.447 
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Surrebuttal Testimony of Robert B. Mease 
EPCOR Water Arizona Inc. 
Docket No. WS-01303A-14-0010 

EXECUTIVE SUMMARY - SIB SURREBUTTAL 

EPCOR Water Arizona, Inc. (“Company,” “EPCOR,” or “EWAZ’”) in its application 
for a rate increase filed on March 12, 2014, requested a System Improvement 
Benefit (“SIB’’) mechanism for its Sun City Water District, Mohave Water District 
and its Paradise Valley Water District in the following amounts: 

Sun City Water District $10,999,327 
Mohave Valley Water District $ 10,227,319 
Paradise Valley Water District !J 7,019,992 

TOTAL !$ 28.246.638 

RUCO, in its Direct Testimony took exception to EPCOR’s request for a SIB 
recovery mechanism for the same reasons that RUCO has objected to a SIB 
mechanism in all other rate case applications; (I) that the SIB inappropriately 
shifts risk from the Company to ratepayers without adequate financial 
consideration to the ratepayer; (2) the SIB is not an adjustor mechanism; (3) the 
SIB will increase the Company’s fair value rate base without a determination of 
fair value; (4) the Company has not requested interim rates; and (5) the SIB is 
not in the public interest; and (6) the individual circumstances in each case. 

In addition to the objections that RUCO has just stated there are additional 
justifications that the SIB mechanism is not justified in EPCOR’s rate application. 
The additional objections include (1) EWAZ currently does not meet the SIB 
Eligible Plant criteria as identified in its filed Plan of Administration (“POA); (2) 
RUCO takes exception to EWAZ’s explanation for requesting a SIB; and (3) the 
significant rate increase that will affect the three districts between rate case 
filings. 

RUCO continues to take exception to EPCOR’s request for a SIB mechanism for 
the Sun City, Mohave Valley and Paradise Valley Water Systems. 
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INTRODUCTION 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name, position, employer and address. 

My Name is Robert B. Mease. I am Chief Accounting and Rates and 

currently employed by the Residential Utility Consumer Office (“RUCO”) 

located at 11 10 W. Washington, Suite 220, Phoenix, Arizona 85007. 

Have you previously provided testimony regarding this docket? 

Yes. I filed direct testimony objecting to a SIB mechanism on January 20, 

2015. 

What is the purpose of your surrebuttal testimony? 

My surrebuttal testimony will address the Company’s rebuttal comments 

and I will summarize again my reasons for believing that a SIB mechanism 

is unwarranted in this current filing. 

SIB DISCUSSION 

Q. Mr. Mease, in your direct testimony did you fully explain why RUCO 

has opposed a SIB mechanism in past rate case filings? 

Yes. In past rate cases RUCO has opposed a DSIC, CSlC and/or a SIB 

mechanism, for the following reasons: (1) the SIB inappropriately shifts 

risk from the Company to the ratepayer without adequate financial 

compensation to the ratepayer; (2) the SIB is not an adjustor mechanism; 

(3) the SIB will increase the Company’s fair value rate base without a full 

A. 
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a. 

4. 

Q. 

4. 

review and adequate determination of fair value; (4) the Company has not 

requested interim rates; (5) the SIB is not in the public interest; and (6) the 

individual circumstances of each case. 

Since EPCOR has filed rebuttal testimony has anything changed that 

would alter RUCO’s initial position in opposing the SIB? 

No. Nothing was brought forth by EPCOR that would change RUCO’s 

opposition to a SIB mechanism. 

In addition to RUCO’s objections that have been communicated in 

prior cases didn’t RUCO identify additional reasons why the SIB 

should not be approved in this case? 

Yes. The Company filed its Plan of Administration (“POA”) with its SIB 

filing and SIB Eligible Plant must satisfy at least one of the following 

criteria: 

1. Water loss for the system exceeds ten (IO) percent, as calculated by 
the following formula: ((Volume of Water Produced and/or Purchased) - 
(Volume of Water Sold + Volume of Water Put to Beneficial Use)) divided 
by (Volume of Water Produced and/or Purchased). If the Volume of Water 
Put to Beneficial Use is not metered, it shall be established in a reliable, 
verifiable manner. 

2. Plant assets that have remained in service beyond their useful service 
lives (based on the Company’s system’s authorized utility plant 
depreciation rates) and are in need of replacement due to being worn out 
or in a deteriorating condition through no fault of the Company: 

3. Any other engineering, operational or financial justification supporting the 
need for a plant asset replacement, other than the Company’s negligence 
or improper maintenance, including, but not limited to: 

2 
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a. A documented increasing level of repairs to, or failures of, a plant 
asset justifying its replacement prior to reaching the end of its 
useful service life. (e.g. black poly pipe). 

b. Assets that are required to be moved, replaced or abandoned by a 
governmental agency or political subdivision if the Company can 
show that it has made a good faith effort to seek reimbursement 
for all or part of the costs incurred. 

Q. 

A. 

Do the Paradise Valley, Sun City and Mohave Water Districts meet 

any of the criteria as described in EWAZ’s POA? 

As discussed in my direct testimony they do not meet any of the criteria as 

described in its POA. For example; 1) The water losses as reported by 

EWAZ in its 2013 Annual Report filed with the Commission identified 5.96 

percent water loss for the Paradise Valley Water District, 6.63 percent 

water loss for the Sun City Water District and a 9.39 percent water loss for 

its Mohave Water District. These districts do not qualify for SIB recovery 

under the first eligibility requirement, as identified in the Company’s POA. 

(2) Many of the plant assets have remained in service well beyond their 

useful service lives (authorized depreciation rates) as evidenced by the 

excess depreciation taken in many of the Company’s plant accounts. 

Now, because the Commission has approved a SIB recovery mechanism 

in every case where a SIB was requested EWAZ too, appears to be 

requesting recovery of capital expenditures that are normal and routine in 

nature and do not quality for special treatment. These districts do not 

qualify for SIB recovery under the second eligibility requirement, as 

identified in the Company’s POA, and should not be awarded a SIB. 

3 
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(3) The third eligible criteria is what could be referred to as a “catch all.” 

Basically, the Company can request a SIB for any type of asset (i.e. 

vehicles, office furniture, etc.) if its repair costs increase, fails, or just 

needs replacement prior to reaching the end of its useful life. How did we 

go from addressing the Commission’s concern of 10 percent or greater 

water loss to including just about any type of plant that needs to be 

repaired or replaced? I believe that requesting recovery through a catch 

all eligibility requirement truly stretches the purpose of the original DSlC 

as well as the SIB’S eligibility requirements previously approved by the 

Commission. These districts do not qualify for SIB recovery under the 

third eligibility requirement. 

Q. 

4. 

Did the Arizona Corporation Commission (“ACC”) Staff accept the 

SIB as filed by EPCOR for the Sun City, Mohave and Paradise Valley 

Water Districts? 

Yes. As stated in the Company’s rebuttal testimony the “ACC Staff, based 

on its review of all the information submitted by the Company, concluded 

that implementing SIB recovery mechanisms in the Paradise Valley Water, 

Mohave Water, and Sun City districts is reasonable and appropriate?” 

4 
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Q. Did the engineering reports that were attached to the Staff’s 

testimony supporting the SIB for each district calculate the potential 

impact on ratepayers during the five year SIB request period? 

A. No, the report did not address the impact on ratepayers. 

SIB FINANCIAL EFFECTS ON RATEPAYERS 

Q. Based on the Company’s rebuttal testimony filing have you 

recalculated the effect on all ratepayers as well as the effect of the 

residential ratepayers assuming that all projects approved by the 

Staff for recovery by a SIB mechanism are completed? 

Yes. I calculated that the additional SIB revenues over the five year 

period could be as much as an additional 76 percent increase in revenues 

for the three districts requesting a SIB mechanism over and above the 

original requested increase in rates. (See Schedules 1 and 2) 

A. 

/For the three water districts that EWAZ has 
requested a SIB mechanism, they will 
collect an additional $2,833,281 without 
the benefit to ratepayers of a determinatiol 
of fair value. Approximately a 76% 
additional increase in revenues --.I_ ~ 

-- l_l IIIII_x_-~l_l^l I___ ~ l_l 
I I 
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Q. Did you calculate the potential effect on residential ratepayers? 

A. Yes. The following schedule shows the initial rate increase for a 5/8" x %' 

residential ratepayer. For example; based on the Company's request the 

Sun City ratepayer will receive a 19.48 percent initial rate increase but at 

the end of year five, the rate in effect has increase by 37.59 percent. The 

same holds true for Mohave Water District, the initial increase is 42.32 

percent and at the end of year five the increase has swelled to 62.99 

percent and for the Paradise Valley District the initial rate increase 

requested is 5.79 percent when in reality at the end of year five the rate 

increase in 22.61 percent. 

- ! -  - - t - -  - - I - -  - t  - I -  

I - -  
1 

-1 ~ 9.84 ~ $ __ 11.82 ---- 

Current Base Rates $ 52,30 $ 52.30 
Requested Inc. . 

SIB Inc. over 5 years 

Requested Inc. in Rate 
Case I -1 Inc. 1"1 SI6 - I___ 9.10%/ 12.25%/ 

~ 

111-~--1 ---- 

15.55%/ 18.81%1 22.61%1 
~ ~ - - ~ ~  I - l"l-ll.l 
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SIB / OTHER CONSIDERATIONS 

Q. 

A. 

Q. 

A. 

Mr. Mease, in your direct testimony you ask the following question, 

why does RUCO have a concern with the detailed information that 

the Company has proposed providing to support its SIB recovery 

request and does RUCO still have concerns in the area of reporting? 

Yes we do, not only from a SIB reporting requirement but for total 

company financial reporting requirement as well. From the time that 

RUCO first requested detailed plant schedules on April 15, 2014, until the 

time the plant schedules were considered correct, October 16, 2014, six 

months had elapsed. RUCO and Staff worked numerous hours with the 

Company, had many phone conversations with appropriate Company 

personnel, and traded schedules back and forth assisting the Company in 

getting their plant schedules as accurate as possible. Given this history, 

RUCO cannot put total reliance that all balances as shown on the plant 

schedules will be completely accurate in the future. 

Does RUCO still have concerns related to the overall accounting 

records maintained by EPCOR? 

Yes. In addition to taking six months to obtain correct plant account 

balances additional deficiencies were noted. For example, plant assets 

were recorded in the incorrect accounts, excessive depreciation was 

noted by as much as twenty-six times the asset value, accumulated 

depreciation balances in plant accounts with zero depreciation rates and 

7 
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abnormal debit accumulated depreciation balances. In addition to those 

problems specifically related to plant accounts we also noted that EPCOR 

was not in compliance with prior regulatory requirements, there were 

adjustments to prior years retained earnings (which is not appropriate 

except in very limited circumstances), the timeliness of reporting was 

questionable and the accumulated deferred income tax account was not 

stated correctly. Overall, RUCO has an internal control issue with 

EPCOR’s timeliness and overall reporting process. 

Q. 

4. 

Q. 

A. 

What is RUCO’s recommendation to remedy the problem of 

inadequate and incorrect reporting? 

RUCO recommends that EPCOR Water Arizona, Inc., be directed by the 

Commission to have an external auditor, or external auditing firm, review 

their accounts for correctness as well as providing assurance that internal 

controls are in place and working. This will provide some sort of certainty 

that future rate case applications will be correct and not delay the process 

by approximately six months. 

Why did RUCO not address this issu is its direct testimony? 

RUCO did address the issue of inappropriate accounting records that 

failed to support its rate application in its direct testimony. However, as 

RUCO continued its review process it became apparent that this has been 

a continuing problem as referenced by Mr. Coley’s testimony and needs to 

8 
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be corrected. An audit conducted by an external auditing firm should 

provide some assurances that future filings with the Commission are 

correct and that internal controls surrounding financial reporting can be 

relied upon as being effective. 

Q. 

4. 

Mr. Mease, do you have anything else to add to your testimony? 

No. This concludes my surrebuttal testimony. 
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1. EXECUTUVE SUMMERY 

RUCO is recommending that the Commission adopt a 6.09 percent overall company rate 0' 

return for the systems included in this filing, which includes an 8.91 percent cost of equity, as 

shown below: 

Percent Cost Return 

Long Term Debt 58.46 Yo 4.29 Yo 2.51 % 
2.17 % 0.31 % 0.01 % Short-term Debt 

Cost of Equity 39.37 % 8.91 % 3.57 % 
100.00% 6.09 % Total Capital 

The cost of equity components included in my calculations includes the results of three equity 

models including: 

Discounted Cash Flow 
Capital Asset Pricing Model 
Comparable Earnings 

Weighted Cost 

ii 

Weinhted Cost 
8.74 Yo 
7.48 % 

10.50 % 
8.91 O/Q 
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1. INTRODUCTION 

3. 

4. 

Please state your name, position, employer and address. 

My name is Robert Mease and I’m Chief of Accounting and Rates for the Residential 

Utility Consumers Office. (“RUCO”) My business address is 11 10 W. Washington Street, 

Suite 220, Phoenix, AZ. 

3. Please state your educational background and qualifications in the utility 

regulation field. 

My educational background, work experience and regulatory matters in which I have 

participated were included in my testimony on the System Improvement Benefit (“SIB”) 

mechanism. In summary, I joined RUCO in October of 2011. I graduated from Morris 

Harvey College in Charleston, WV and attended Kanawha Valley School of Graduate 

Studies. I am a Certified Public Accountant and currently licensed in the state of West 

Virginia. I also have the professional designation, Certified Rate of Return Analyst 

(”CRRA”) issued by the Society of Utility Regulatory Financial Analysts. The CRRA 

designation is awarded based on experience and the successful completion of a written 

examination. My years of work experience include serving as Vice President and 

Controller of Energy West, Inc. a public utility and Energy Company located in Great Falls, 

Montana. While with Energy West I had responsibility for all utility filings and participated 

in several rate case filings on behalf of the utility. As Energy West was a publicly traded 

company listed on the NASDAQ Exchange I also had responsibility for all filings with the 

Securities and Exchange Commission. 

4. 
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2. 

4. 

a. 

4. 

Please state the purpose of your testimony. 

The purpose of my testimony is to present RUCO’s recommendations for the 

establishment of a fair value rate of return. The Company has chosen to use its original 

cost rate base as its fair value rate base for the purpose of establishing a fair value rate 

of return on its invested capital. 

Will RUCO also provide direct testimony on  the rate base,  operating income and 

rate design i ssues  in this proceeding? 

Yes. RUCO witnesses Mr. Jeffrey Michlik and Mr. Tim Coley will address the rate base 

and operating income issues associated with the case. Mr. Michlik will also file testimony 

on RUCO’s rate design. In addition, Mr. Ralph Smith will provide testimony on the 

corporation allocation process including expense allocation and Mr. Frank Radigan will 

provide testimony on EWAZ engineering issues including post-test year plant and the 

System I m p rove me n t Be n ef i t s projects . 

ill. SUMMARY OF TESTIMONY AND RECOMMENDATIONS 

3. 

4. 

Briefly summarize how your cost  of capital testimony is organized. 

My cost of capital testimony is organized into several different sections as identified in my 

“Table of Contents.” In summary I have prepared both a Discounted Cash Flow (“DCF”) 

model and the Capital Asset Pricing Model (“CAPMI’). These are the two methods that 

RUCO and ACC Staff have consistently used for calculating the cost of equity capital in 

rate case proceedings in the past, and are the methodologies that the ACC has given the 

most weight to in setting allowed rates of return for utilities that operate in the Arizona 

jurisdiction. The Company witness, Ms. Pauline Ahern, has also prepared both a DCF 
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and a CAPM model in her Cost of Capital analysis. In addition to the DCF and CAPM 

models I prepared a Comparable Earnings (‘ICE”) analysis and included in the final 

determination of my recommended cost of capital. Ms. Ahern has also prepared a third 

model in her analysis and is referred to as the Risk Premium Model. I will discuss these 

models further in my testimony. 

!. Please summarize the recommendations and adjustments that you will address in 

your testimony. 

Based on the results of my analysis, I am making the following recommendations: 

Overall Company Cost of Capital Schedule 2 - I am recommending that the 

Commission adopt a 6.09 percent overall company rate of return for the districts included 

in this filing. The components included in my cost of capital calculation include:’ 

Percent Cost Return 

Long Term Debt 58.46 Yo 4.29 % 2.51 Yo 

3.57% Cost of Equity 39.37 % 8.91 % 
Total Capital 100.00 05J 6.09% 

Short-term Debt 2.17 % 0.31 Yo 0.01 % 

The cost of equity components included in my calculations includes the results of three 

equity models including: 

Weiqhted Cost 
8.74 Yo Discounted Cash Flow 

Capital Asset Pricing Model 7.48 Yo 
Comparable Earnings 10.50 % 

Weighted Cost 8.91 YQ 

1 See RBM Schedule 1 
3 
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V. ECONOMIC PRINCIPLES APPLICABLE TO ARIZONA 

1. 

4. 

3. 

4. 

2. 

4. 

What are the basic economic principles applicable in determining a fair rate of 

return for regulated utilities in Arizona? 

Public utilities in Arizona establish rates designed to allow recovery of specific operating 

expenses, taxes and depreciation and are allowed the opportunity to earn a fair value rate 

of return on the fair value rate base (assets used in providing service to ratepayers). This 

is traditionally referred to as “cost of service.” Rate base is determined from the asset 

section of the Company’s balance sheet and the rate of return is determined from the 

liability side of the balance sheet. (Le. debt and owner‘s equity) In this case, the Company 

is proposing that its original cost rate base also be used as its fair value rate base. 

Revenues are determined by multiplying rate base by the rate of return and in this case 

we are recommending an overall rate of return of 6.09 percent. 

What is the meaning a “fair rate of return” when analyzing a rate case application? 

A fair rate of return means that a utility will have an opportunity to earn sufficient returns 

to maintain its financial integrity, attract capital in order to provide efficient utility service 

and provide returns that would be available for similar investment risks. 

Since public utilities are regulated monopolies are they guaranteed a rate of return 

on their investment? 

No. Public utilities are not guaranteed the rate of return that has been authorized in each 

rate case. When utilities file rate case applications and a fair rate of return is determined, 

it doesn’t mean that they are guaranteed this return. Many factors are involved in 

determining a rate of return. Investments in rate base items as well as increasing 

4 
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operating expenses between rate cases can have a negative impact on the utilities rate 

of return while at the same time an increase in revenues or decreases in operating 

expenses can have a positive impact. In the first case, when rate base increases and/or 

operating expense increase with no corresponding increase in revenues a public utility 

will generally file for a rate increase. Conversely, if revenues increase without a 

corresponding increase in rate base or operating expenses decrease utilities could be 

receiving a rate of return in excess of what has been approved by a utility commission. In 

those later cases the public utility may be instructed by the commission to file a rate case 

application so that the ratepayer will be given rate relief. 

J .  GENERAL ECONOMIC CONDITIONS -Schedule 6, Pages 1 through 8 

a. 

4. 

a. 

A. 

Can you please explain how general economic and financial conditions are 

considered in the determination of the cost of capital for a public utility? 

Yes. The cost of capital is determined in part by the current and future economic and 

financial conditions. The level of economic activity; the stage of the business cycle; the 

trend in interest rates, and the level of inflation or expansion all play an important factor 

in determining the cost of capital. While there are other factors involved these are the 

most important and at any point in time each can have an influence on the cost of capital. 

Can you describe the recent trends in economic conditions and their impact on 

capital costs over the past thirty years? 

Yes. Since the early 1980’s through the end of 2007 the United States economy had 

been relatively stable. This period had been characterized by longer economic 

expansions, small contractions, low and/or declining inflation, and declining interest rates 
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and other capital costs. However, in 2008 and 2009, the economy declined as a result of 

the mortgage crisis and had a negative effect on the financial markets both in the US and 

international financial markets. This decline was described as the worst financial crisis 

since the Great Depression and has been referred to as the “Great Recession.’’ Since 

2008, the US.  and other governments implemented unprecedented actions to attempt to 

correct or minimize the scope and effects of this worldwide recession. 

The recession bottomed out in mid-2009 and the economy began to slowly expand again, 

initially at a slow rate but has escalated at a much quicker rate in recent months. This is 

evidenced by the unemployment rate reducing from 6.7 at the end of 201 3 to 5.6 percent 

at the end of December, 2014. Arizona’s unemployment rate hasn’t recovered quite as 

well as the national average and at the end of December, 2014 was 6.8 percent. The 

length of this most recent recession and the slow recovery indicate that the impact may 

be felt for an extended period of time. 

a. 

4. 

Can you please describe how the economic and financial indicators were examined 

and how they relate generally to the cost of capital? 

Schedule 6 identifies relevant economic data such Gross Domestic Product (“GDP”), 

Industrial Production Growth, Unemployment, Consumer Price Index (“CPI”) and 

Producer Price Index. These schedules also show that 2007 was sixth year of economic 

expansion and the economy entered into a significant decline as indicated in the GDP 

negative expansion for year 2008 and the increase in unemployment rates. Since 2010, 

the economy began to rebound, however, overall economic growth has been slower than 

the initial period of prior expansions. 
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Since 2008, the CPI has been 3 percent or lower, with 2014 being only 1 .I percent. The 

annual rate of inflation has generally been declining over the past several business cycles 

and continues as evidenced by 2014 annual inflation rate of 1.7 percent. The current 

levels of inflation are at the lowest levels over the past 35 years and are indicative of lower 

capital costs. 

2. 

4. 

2. 

4. 

What have been the trends in interest rates over the four prior business cycles and 

at the current time? 

Schedule 6 shows that interest rates rose sharply to record levels in 1975-1 981, when the 

inflation rate was high and generally rising. Interest rates declined substantially as did 

inflation rates during the remainder of the 1980s and throughout the 1990s. Interest rates 

declined even further from 2000-2005 and for the years 2009 through 2014, interest rates 

have been the lowest since prior to 1975. Since 2008, the Federal Reserve has lowered 

the Federal Funds rate in 2012 and 2013 both U.S. and corporate bond yields declined to 

their lowest levels in more than 35 years. Interest rates have risen slightly from those 

lows since the beginning of 2013. Even with the recent increases, both government and 

corporate lending rates remain at historically low levels through 2014, again reflective of 

lower capital costs. 

What do the economic indicators show for trends of common share prices? 

Schedule 6, pages 5 and 6 of 6, show that stock prices were essentially stagnant during 

the high inflatiodhigh interest rate environment of the late 1970s and early 1980s. 

Beginning in 1983 a significant upward trend in stock prices began. However, the 

beginning of the recent financial crisis saw stock prices decline significantly and stock 
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prices in 2008 and early 2009 were down significantly from peak 2007 levels, reflecting 

the financiaVeconomic crisis. Beginning in the second quarter of 2009, prices have 

recovered substantially and have ultimately reached and exceeded the levels achieved 

prior to the beginning of the “crash” and the DOW Jones Industrial average has reached 

all-time highs. 

Q. 

4. 

What conclusions can be reached from your discussion of economic and financial 

conditions? 

I believe that the most recent downturn in the economy has resulted in a decline in the 

investor expectation of returns. This is evident in several ways: I) lower interest rates 

on bank deposits; 2) lower interest rates on U.S. Treasury and corporate bonds; and, 3) 

lower increases in Social Security cost of living benefits. While unemployment has 

reduced substantially, the average median income of families has reduced as well. 

Finally, as noted above, utility bond interest rates are currently at levels below those 

prevailing prior to the financial crisis of late 2008 to early 2009 and are near the lowest 

levels in the past 35 years. While the economy is recovering from this latest recession, it 

is recovering slower than expected. Slower recovery means that the results of the 

traditional cost of equity models are lower than prior to the recession. 

VI. PROXY GROUP SELECTED 

3. 

4. 

How have you estimated the cost of equity for EWAZ? 

The Company is not a publicly-traded company. However, in performing a cost of capital 

analysis, it is customary to analyze groups of comparative, or “proxy,” companies as a 

substitute for EWAZ to determine its cost of equity. I have selected nine companies for 
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comparison to EWAZ. This proxy group includes all nine of the water utilities included in 

Value Line Investment Survey.* My group of the nine companies that are included in my 

analysis are the same proxy group used by EWAZs Cost of Capital expert witness Ms. 

Pauline M. Ahern. 

ill. COST OF E Q U l N  CAPITAL ANALYSIS 

3. 

4. 

a. 
4. 

How did you calculate the cost of equity in performing your analysis? 

I utilized three separate models in my calculations. First, I prepared the DCF model and 

computed the cost of equity capital. Second, I calculated the cost of equity using the 

CAPM. Third and finally, I prepared a Comparable Earnings Model. My recommendation 

is based on an average of the results of the three models to arrive at my recommended 

cost of equity. 

DCF ANALYSIS - SCHEDULE 3 

What is the theory and methodological basis of the DCF model? 

Basically the DCF model, one of the oldest and most commonly used of the cost of equity 

models, is based on the "dividend discount model" of financial theory, which maintains 

that the value (price) of any security or commodity is the discounted present value of all 

future cash flows. 

The most common variant of the DCF model assumes that dividends are expected to 

grow at a constant rate and the following formula will generate the cost of capital. 

See Attachment 1 
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D 
K = - + g  P 

where: K = cost of equity 

P = current price 

D = current dividend rate 

K = discount rate (cost of capital) 

g = constant rate of expected growth 

This formula essentially recognizes that the return expected] or required] by investors is 

comprised of two factors: the dividend yield (current income) and expected growth in 

d ivid ends (future income). 

3. 

4. 

Q. 

A. 

Please explain how you calculated the cost of equity capital using the DCF model, 

I use the constant growth DCF model. In doing so, I combine the current dividend yield 

for each group of proxy utility stocks described in the previous section with several 

indicators of expected dividend growth. 

How did you calculate the dividend yield component of the DCF equation? 

While there are several methods that can be used to calculate dividend yield I believe the 

most appropriate dividend yield component is a quarterly compounding variant expressed 

as follows: 

Do(1 + 0.5g) 
PO Yield = 

This dividend yield component recognizes the timing of dividend payments and dividend 

increases. 

10 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Iirect Testimony of Robert B. Mease 
tPCOR Water Arizona Inc. 
locket No. WS-01303A-14-0010 

The Po in my yield calculation is the average of the high and low stock price for each proxy 

company for the most recent three month period (July - September, 2014). The Do is the 

current annualized dividend rate for each proxy company. 

2. 

4. 

How do you estimate the dividend growth component of the DCF equation? 

The DCF model’s dividend growth rate component is usually the most crucial and 

controversial element involved in using this methodology. A critical assumption in this 

analysis is that investors do not always have the same investment objective. A wide array 

of indicators exists for estimating investors’ growth expectations. As a result, it is evident 

that investors do not always use one single indicator of growth. It therefore, is necessary 

to consider alternative dividend growth indicators in deriving the growth component of the 

DCF model. 

1. 

2. 

3. 

4. 

5.  

I have considered five indicators of growth in my DCF analyses. These are: 

Years 2009-201 3 (5-year average) earnings retention, or fundamental 

growth; 

Five-year average of historic growth in earnings per share (EPS), 

dividends per share (DPS), and book value per share (BVPS); 

Years 201 4, 201 5 and 201 7-2019 projections of earnings retention 

growth (per Value Line); 

Years 201 1-2013 to 2017-2019 projections of EPS, DPS, and BVPS 

(per Value Line); and, 

Five - year projections of EPS growth. 

11 
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This combination of growth indicators is a representative and appropriate set with which 

to begin the process of estimating investor expectations of dividend growth for the groups 

of proxy companies. In addition, these growth indicators reflect the types of information 

that investors would normally consider in making their investment decisions. 

Q. 

4. 

2. 

4. 

Please describe your DCF calculations. 

Schedule 3 pages 1 through 4, presents my DCF analysis. Page 3 shows the calculation 

of the dividend yield (prior to adjustment for growth) for each proxy company. Pages 2 

and 4 show the growth rates for the groups of proxy companies including estimated growth 

rates. Page 1 shows the “raw” DCF calculations, which are presented on several bases: 

mean, median, and high values. The DCF calculations should not be interpreted to reflect 

the expected cost of capital for individual companies in the proxy groups; rather, the 

individual values shown should be interpreted as alternative information considered by 

investors. 

What are your conclusions from your DCF analyses? 

The DCF rates resulting from the analysis of the proxy group falls into a range between 

7.6 percent and 8.7 percent. The highest DCF rates are 8.7 percent. I recommend a cost 

of equity of 8.7 percent for EWAZ, which is based on the high end of the DCF range. Use 

of the high end of the DCF results for EWAZ reflects that the business risk of EWAZ is 

modestly higher than the business risk on average of the companies in the proxy group. 
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a. 
A. 

Q. 

4. 

CAPM ANALYSIS - SCHEDULE 4 

Can you please describe the CAPM and the benefits of preparing this analysis? 

The CAPM describes the relationship between a security’s investment risk and its market 

rate of return. This relationship identifies the rate of return which investors expect a 

security to earn so that its market return is comparable with the market returns earned by 

other securities that have similar risk. The relationship is specified by the Security Market 

Line (SLM) that indicates the relationship between each security or portfolio’s “beta” and 

its resulting return. Beta is an indicator of investment risk. It is a measure of the expected 

amount of change in a security’s variability of return relative to the return variability of the 

overall capital market. The general form of the CAPM is: 

K = R f + p ( R m - R f l  

Where: K = cost of equity 

Rf = risk free rate 

Rm = return onmarket 

p = beta 

Rm - Rf = market risk premii 

Can you please identify the strengths of using the CAPM model in your analysis? 

The CAPM is cited as having the following strengths (1) it is based on the concept of risk 

and return; (2) it is company specific as it relates to the specific beta’s within the industry; 

(3) it has widespread use as it recognizes that investors can and do diversify; (4) it’s highly 

structured and easy to apply when using the assumptions of the model; (5) the model is 

formulistic and the data used in the computations is readily available; (6) it is a forward 
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looking concept; and (7) it is a method for converting changes in interest rates to the cost 

of equity. 

Q. 

4. 

Q. 

A. 

Q. 

4. 

What do you use for the risk-free rate? 

In CAPM applications, the risk-free rate is generally recognized by use of U.S. Treasury 

securities. Two general types of U.S. Treasury securities are most often used as the risk 

free (RO component, short-term U.S. Treasury bills and long-term U.S. Treasury bonds.3 

I performed CAPM calculations using the three-month average yield (August - October 

2014) for 20-year U.S. Treasury bonds. I use the yields on long-term Treasury bonds 

since this matches the long-term perspective of the cost of equity analyses. Over this 

three-month period, these bonds had an average yield of 2.91 percent. 

What betas do you employ in your CAPM? 

Once again, beta4 is a measure of the relative volatility, or risk, of a particular stock in 

relation to the overall market. Betas less than 1 are considered less risky than the market, 

whereas betas greater than 1 are more risky. Utility stocks traditionally have had betas 

below 1. The most recent Value Line betas have been used in my analysis for each 

company in my proxy group. 

How do you estimate the market risk premium component? 

The market risk premium component (Rm-Rr) represents the investor-expected premium 

of common stocks over the risk-free rate, or government bonds. For the purpose of 

See Attachment 2 
See Attachment 1 - Individual proxy companies beta’s identified 
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estimating the market risk premium, I considered alternative measures of returns of the 

S&P 500 (a broad-based group of large U.S. companies) and 20-year U.S. Treasury 

bonds. 

First, I compared the actual annual returns on equity of the S&P 500 with the actual annual 

yields of U.S. Treasury bonds. Schedule 6 shows the return on equity for the S&P 500 

group for the period 1978-201 3 (all available years reported by S&P). This schedule also 

indicates the annual yields on 20-year U.S. Treasury bonds and the annual differentials 

(Le. risk premiums) between the S&P 500 and U.S. Treasury 20-year bonds. Based upon 

these returns, I conclude that the risk premium from this analysis is 7.36 percent. 

I next considered the total returns (Le. dividenddinterest plus capital gains/losses) for the 

S&P 500 group as well as for long-term government bonds, as tabulated by Morningstar 

(formerly I bbotson Associates), using both arithmetic and geometric means. I considered 

the total returns for the entire 1926-201 3 period, which are as follows: 

S&P 500 LT Gov’t Bonds Risk Premium 

Arithmetic 12.1 Yo 5.9 Yo 6.2 Yo 

Geometric 10.1 Yo 5.5 Yo 4.6 Yo 

I concluded that the expected risk premium is 6.53 percent. The risk premium was 

computed as the average of the risk premium on Schedule RBM - 4, page 2 of 2 and the 

arithmetic risk premium of 6.2 percent above. I chose the arithmetic mean because 

investors expect to achieve their target returns over a period of time. The target return is 

effectively calculated using the arithmetic average. 

15 



- 

- 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Direct Testimony of Robert B. Mease 
EPC R Water Arizona Inc. 
Dock ? t NO. WS-01303A-14-0010 

Q. 

A. 

What is your conclusion concerning the CAPM COE? 

My calculations using the CAPM results is 7.48 percent for the group of proxy utilities. I 

conclude that an appropriate COE estimation for EWAZ is 7.48 percent. 

COMPARABLE EARNINGS ANALYSIS - SCHEDULE 5 

Q. 

A. 

Q. 

4. 

Q. 

A. 

Please describe the basis of the Comparable Earnings (CE) methodology. 

The CE method is designed to measure the returns expected to be earned on the original 

cost book value of similar risk enterprises, in this case the proxy companies. Thus, it 

provides a direct measure of the fair return, since it translates into practice the competitive 

principle upon which regulation rests. While EWAZ is not a public company as is the 

proxy group, it still provides additional support that the company will be earning a fair rate 

of return. 

What time periods do you examine in your CE analysis? 

My CE analysis considers the experienced equity returns of the proxy group of utilities for 

the period 1992-2014 (Le. the last twenty-two years). Longer periods of time are required 

in order to determine trends in earnings over at least a full business cycle. 

What was the result of your calculation? 

As shown on Schedule 5, the results of my CE review and calculating various averages 

of the proxy group earnings since 1992, result in a CE average and recommendation of 

in this case of 10.50 percent. The average is based on the rates of return of the proxy 

utilities and can be summarized as follows: 
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Historic ROE’s Prospective ROE’s 

9.4 % - 11.1 % Mean 9.9 Yo - 10.9 Yo 

Median 9.5 % -  11.1 Yo 9.3 Yo - 10.3 Yo 

The range as shown in the CE review is between 9.30 percent and 11 .I 0 percent. 

rllll. COMMENTS OF COMPANY TESTIMONY 

3. 

4. 

Q. 

A. 

What cost of capital has EWAZ requested in its rate application? 

EWAZ has requested a total cost of capital of 6.87 percent, which includes a COE on 

10.70 percent. Ms. Pauline M. Ahern, the Company’s COE expert witness derived her 

COE in her analysis as follows: 

DCF Model 
Risk Premium Model 
CAPM Model 

Indicated Common Equity Cost Rate 

Credit Risk Adjustment 
Business Risk Adjustment 

Indicated Common Equity Cost Rate 

Recommended Common Equity Cost Rate 

Proxy Group5 

8.37 Yo 
11.25 Yo 
9.93 % 

9.95 Yo 

.44 Yo 

.30 Yo 

10.69 Yo 

10.70 % 

Do you have any comments on Ms. Ahern’s analysis and recommendations? 

Yes. I do not agree with her final conclusions in the Risk Free Model and her CAPM. Ms. 

Ahern’s DCF model-based recommendation of 8.37 percent is lower that my DCF analysis 

result of 8.69 percent, and I will use my calculations in finalizing my recommended COE. 

5 Ms. Ahern’s Testimony, Page 4 
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Q. 

4. 

Q. 

4. 

Can you describe Ms. Ahern’s Risk Premium Model and her conclusions? 

Ms. Ahern prepared two types of risk free models in her analysis. The first method, 

Predictive Risk Premium (“PRPMTM”) produced an 11.68 percent cost of equity and the 

risk premium using the market approach produced a 9.96 percent cost of equity6. As Ms. 

Ahern explains on page 35 of her testimony, the RPM derived common equity is 11.25 

percent is derived by giving three times the greater weight to the PRPMTM results because 

the PRPMTM is based on a minimum of restrictive assumptions. In addition, the PRPMTM 

is “not based upon an estimate of investor behavior” because it evaluates the results of 

that behavior. 

Please explain the first model Ms. Ahern’s conclusions. 

The PRPMTM estimates the riskheturn relationship directly by analyzing the actual results 

of investor behavior rather than using subjective judgments as to the inputs required for 

the application of other cost of common equity models. The PRPMTM is not based upon 

an estimate of investor behavior, but rather upon the evaluation of the results of that 

behavior, Le. the variance of historical equity risk premiums. Also, in the derivation of the 

premiums, greater weight is given to more recent time periods, in contrast to reliance on 

the arithmetic mean premium which gives equal weight to each observed premium. 

j M. Pauline Ahern’s Testimony, Schedule 7, Page 1 
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2. 

\. 

3. 

4. 

~~ 

Has Ms. Ahern’s PRPMTM been used in her analysis of cost of equity in previous 

testimony in Arizona and other State Commissions in the past? 

The PRPMTM has apparently been used by Ms. Ahern, but is not an accepted model in 

utility regulation, and, to my knowledge, has never been adopted by a regulatory 

commission, including the Arizona Corporation Commission, in setting a utility ROE. In 

fact, the sole purpose of Ms. Ahern’s use of this model seems to produce an ROE result 

that is far higher than the results produced by models such as DCF and CAPM that have 

been widely accepted in the utility industry. The PRPMTM was originally developed in 

2004 and is a relatively new approach and untried. The PRPMTM was presented in the 

Chaparral City Water Company’s most recent rate case and was not recommended in the 

final Decision. In response to Staff DR #13.5 “To the best of Ms. Ahern’s knowledge Ms. 

Ahern’s PRPMTM cost of equity recommendations have not been specifically adopted in 

a regulatory proceeding.” 

Do you believe that the PRPMTM distorts the cost of equity and is just a way to 

increase the cost of equity? 

Yes I do. When compared to the DCF model and the CAPM, the PRPMTM calculated cost 

of equity in 288 basis points more than the DCF and 132 basis points above the CAPM. 

This is just a way to increase the cost of equity by presenting a model that is untried and 

untested. Stated another way, this is clearly a results oriented model. With all of the 

adjustor mechanisms currently in place and being requested as part of its case, in 

additions to a generous SIB, it is simply incredible that the Company seeks a cost of equity 

288 basis points more than its DCF results. The cost of equity is a function of risk -the 

more risk the greater the return - not the other way as the Company is seeks. 
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Q. 

A. 

Q. 

A. 

Do you agree with Ms. Ahern’s adjusted market risks premium model? 

No. I don’t. There are several problems with her model. Her analysis is skewed to favor 

higher results. Her use of total stock returns over the 1926 - 2012 period, in connection 

with bond yields over the same period, implies that investors in 2013 would expect the 

same type of relationship. This is a stretch that current investors would expect the same 

relationship as depression-era and other era investors. In addition, by looking at such a 

lengthy period, both the Great Depression and World War I I  weight heavily on the outcome 

of the calculations. In addition, the highly inflationary period in the mid 1970’s and early 

1980’s would have the effect of inflating risk premiums over those expected returns by 

investors. 

Ms. Ahern also prepared a CAPM in her analysis and based on the results identifies 

a 9.92 percent COE. Do you agree with her analysis and methodologies used in her 

analysis? 

No, I don’t agree with Ms. Ahern’s CAPM analysis. In her analysis she performs both a 

“traditional” and an “empirical” CAPM analysis. In her traditional analysis she uses a risk 

free rate of 4.31 percent, (projected yield on a 30 year US Treasury Bonds), and today 

30 year Treasury Bonds are yielding well below this rate. Prospective interest rates as 

used in Ms. Ahern’s analysis are not known and measurable and purely speculative. Ms. 

Ahern’s use of a 30 year period opposed to a more appropriate period of 20 years 

generates a higher risk free rate even when reviewing it on a prospective basis. 

It is more accurate to use the current yield, rather than a projected yield as it is known 

and measurable and reflects the investor‘s current expectations. Prospective interest 
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rates are not known and measurable. The current yield reflects what investors will receive 

over a period of time and should be used as the risk-free rate in the CAPM. 

1. 

I. 

You identify in your calculated CAPM cost of equity of 7.48 percent compared to 

Ms. Ahern’s recommended 9.92 percent. What other differences have you 

identified in your analysis? 

Ms. Ahern states in her testimony that she has “averaged the prospective and historical 

yields of U.S. Treasury Securities because the current U.S. Treasury securities market, 

the Federal Bank is artificially and indefinitely keeping interest rates low until certain 

economic thresholds are met: i.e. unemployment falls to 6.5% and inflation rises to 2.5%, 

amid concerns over struggling U.S. Economy.” She goes on to say that the Treasury 

Bond yields and the consensus forecasted yields are near historical and unprecedented 

lows. As such, they are, by definition, not currently representative of long-term cost of 

~api ta l . ”~  The unemployment rate has fallen to below 6.5 percent but inflation has not 

reached a level of 2.5 percent. Even with these changes, the Treasury Bonds yields have 

continued to fall. The results of her analysis is purely speculative and cannot be relied on. 

By averaging both historical and prospective (over a 30 year period) her risk free rate is 

4.31 percent compared to the current rate of 2.91 percent. The risk free rate used in her 

analysis is purely a speculative rate and cannot be relied on based on current investor‘s 

expectations in the market place. 

Ms. Ahern’s Testimony, Page 37 
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IX. BUSINESS RISK ADJUSTMENT 

a. 

4. 

Q. 

4. 

Q. 

A. 

Has the Company requested a business risk and a credit risk adjustment in its 

Recommended Common Equity Cost Rate? 

Yes. Ms. Ahern has included in her Recommended Common Equity Cost Rate two 

additional adjustments for risk: (1) an additional 30 basis points for a Business Risk 

Adjustment and (2) an additional 44 basis points for a Credit Risk Adjustment. I will first 

address the business risk in this section of my testimony. Then, I will address the credit 

risk in the following section of my testimony. 

How has Ms. Ahern defined business risk? 

Yes. Ms. Ahern defines business risk as the “riskiness of a company’s common stock 

without the use of debt and/or preferred capital. Ms. Ahern also provides examples of 

business risk such as quality of management, regulatory environment, capital intensity, 

and size, all of which have a direct bearing on earnings. An individual utility may face 

different levels of one or more of these risks. This means that business risk is important 

to the determination of a fair rate of return because the greater the level of risk, the greater 

the return investors demand, consistent with the basic principles of risk and return. 

In Ms. Ahern’s testimony at page 8 she states that it took $3.51 of net utility plant 

on average to produce $1.00 in operating revenues in 2012 for the water utility 

industry as a whole while it took a much lower $3.28 of net utility plant to produce 

$1 .OO of operating revenues for EWAZ. How would you interpret this analysis? 

There are several ways to view EWAZ’s lower cost. First, the Company may have 

neglected its system and failed to invest in capital system upgrades and/or improvements 
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that were necessary and second, the Company may not have sufficient cash remaining 

from retained earnings to invest in capital system upgrades and/or improvements, after 

making substantial dividend payments to EWUS, which flow upwards to the utility’s 

ultimate owner, the City of Edmonton, Alberta, Canada. 

3. 

4. 

Q. 

A. 

Let’s discuss the retention of cash or in EWAZ the lack of cash retention. On page 

18 of Ms. Ahern’s testimony she states that the average dividend payout for her 

proxy group companies was 65.95 percent. Have you determined what EWAZ’s 

dividend payout ratio is targeted at? 

Yes. The company responded to RUCO’s DR #14.03 as follows, “From time to time 

EWAZ pays dividends to EWUS. To calculate the dividend amount, EWAZ determines 

its net income from the previous 12-months, less any dividends paid in that period, and 

multiplies that amount by 75 percent. This dividend amount is then paid to EWUS. In Ms. 

Ahern’s testimony she states that her proxy group of companies used in her analysis had 

a dividend payout ratio of 65.95 percent.8 However, in my analysis the actual dividend 

payout ratio is 54.94 p e r ~ e n t . ~  

Can you please identify the earnings that the Company has reported since they 

began operations on February I, 2012 and the dividend payments that have also 

been paid since the purchase date? 

Yes, please see the following summary table: lo 

8 Direct testimony of Pauline M. Ahern, Cost of Capital. Page 18 
9 See Attachment 4 
’0 See Attachment 5 
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Date Ea rni ng s Date Dividends 
December 31,2012 $ 10,319,000 December 31 , 2012 $ 10,378,122 

December 31,201 3 $ 14,773,000 December 31,2013 $ 3,691,533 

June 30, ,2014 $ 4,745,000 June 30, ,2014 $ 9,892,890 

TOTAL $ 29,837,000 TOTAL $ 23,962,545 

PAYOUT RATIO 80.31 % I 
The Company’s dividend payout ratio is 80.31 percent. This exceeds the proxy group of 

company’s dividend payout ratio of 54.94 percent by 25 percent. In addition, the Company 

is paying approximately 5 percent over the 75 percent that it has indicated is its own 

internally targeted dividend distribution ratio. 

Q. 

A. 

Q. 

4. 

Why do you believe that the dividends paid by EWAZ to EWUS are important 

discussion? 

n this 

EWAZ has a targeted dividend payout of 75 percent of net income which exceeds the 

average payout ratio of the proxy group of 55 percent by 20 percent. Since EPCOR’s 

assumption of ownership, EWAZ has paid out 80 percent of its earnings, as shown above. 

This represents 25 percent more in dividends distributions than the proxy group of 

com pan ies. 

Could the dividends paid to EWUS be used in the districts to help in the betterment 

of the existing infrastructure and benefit the ratepayers in the districts in Arizona? 

Yes. The proxy companies included used in our analysis pay out significantly less in 

dividends and EWAZ could follow suit and do the same. 
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What has the Company stated about its need to attract capital to invest in 

infrastructure? 

In the Company’s filing of its RESPONSE TO RUCO’S MOTION TO CONTINUE ALL 

PROCEDUREL DEADLINES, CONTINUE HEARING, AND FOR TOLLING OF THE 

RATE CASE TIME-CLOCK] the Company states on Page 11, Line 23 “The Company 

needs rate relief for the five districts in this docket: any delay is detrimental to its financial 

health. Poor financial health makes it harder and more costly to attract the capital 

necessary to meet continuing infrastructure investment challenges EWAZ faces.” 

Are these Company statements about the need to attract capital consistent with 

EWAZ’s payment of dividends to its parent at payout ratios which substantially 

exceed the average of the proxy group of companies that Ms. Ahern has included 

in her testimony? 

No. If the Company is truly experiencing the financial difficulties that have been portrayed 

in the rate case filing, as discussed in the above referenced motion filed by the Company 

and the testimony of Ms. Ahern, then the Company should reduce its dividend payments 

to its parent. Retaining capital at EWAZ by lowering the dividend payout ratios closer to 

the industry average is one way to help assure that EWAZ has capital to invest in 

infrastructure. 
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X. CREDIT RISK ADJUSTMENT 

Q. 

A. 

Q. 

A. 

Q. 

4. 

Has the Company requested a business risk and a credit risk adjustment in its 

Recommended Common Equity Cost Rate? 

Yes. As previously stated, Ms. Ahern has included in her Recommended Common Equity 

Cost Rate 30 basis points for a Business Risk Adjustment and a Credit Risk Adjustment 

of 44 basis points. 

What is Ms. Ahern’s rational for proposing a credit risk adjustment of 44 basis 

points? 

Basically the reasons presented in Ms. Ahern’s testimony are (I) EWAZ’s small size, (2) 

the financial metrics of EWAZ are consistent with the Baa/BBB category and (3) the bond 

rating agencies, specifically S&P, link the bond / credit ratings of subsidiaries with those 

of their parent holding companies. Ms. Ahern’s testimony further states, “Therefore, in 

my opinion, if EWAZ were rated, it would be rated in the Baa / BBB rating category, a less 

credit-worthy, or riskier bond / credit rating category than that of the proxy group of nine 

water companies.” 

Has Standard & Poor’s Rating Services (“S&P”) recently revised its bond rating of 

EWAZ’s parent company to a higher rating? 

Yes. In the most recent S&P Ratings Update, published September 26, 2014, EPCOR 

Utilities, Inc., corporate credit and senior unsecured debt ratings were upgraded from a 

BBB+ to A-. 

26 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

lirect Testimony of Robert B. Mease 
iPCOR Water Arizona Inc. 
locket No. WS-01303A-14-0010 

2. 

4. 

a. 

4. 

Q. 

4. 

What was S&P’s rational for the upgrade? 

S&P’s explanation of the ratings upgrade states that:ll 
“Under our criteria, to determine the assessment of the business risk profile, we combine 
an assessment of industry risk, country risk and competitive position. EPCOR’s 
operations in regulated electricity and water businesses account for more than 85% of its 
consolidated EBITDA. Based on our criteria, we assess industry risk for regulated utilities 
as very low risk. All of the company’s operations are in Canada or the U.S., which we 
assess as having a very low risk. Based on this and the very low country risk, we have 
assigned a corporate industry country risk assessment (CICRA) score of 1. Combined 
with a “strong” competitive position, this results in an “excellent” business risk profile.” 

Can you summarize the Ratings Score Snapshot, as published in the S&P Service 

Ratings Report? 

Corporate Credit Rating : A-Eta ble/-- 
Business risk: Excellent 
-- Country risk: Very Low 
-- Industry risk: Nery Low 
-- Competitive position: Strong 

Financial risk: Intermediate 
-- Cash flow / Leverage: Intermediate 

Does the City of Edmonton, the sole shareholder of EPCOR Utilities, Inc., also have 

a published credit rating from S&P? 

Yes. As published on September 30, 2013 the City of Edmonton, Canada was given 

strong marks by S&P. “International credit rating agency Standard & Poor‘s has given its 

second-highest score, AA+ rating, to the City of Edmonton for the third year in a row. The 

rating is just one notch below the highest possible mark and indicates a stable outlook for 

the City of Edmonton.”l* 

See Attachment 6 for Rating Agency Reports 
I* See Attachment 6 for Published Report 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Are there any other agencies that have provided positive ratings analysis of EPCOR 

Utilities, Inc.? 

Yes. On August 7, 2014 DBRS is its Rating Reports has confirmed the “Issuer Rating 
and the Senior Unsecured Debentures rating of EPCOR Utilities Inc. (EUI or the 
Company) at A (low) and the Commercial Paper a rating at R-I (low), all with Stable 
trends. EUl’s consolidate risk profile is supportive of the current rating category, with all 
key credit metrics in the “A rating range. The Company’s key rations going forward will 
continue to benefit from the increase in cash flow resulting from the acquisition of EPCOR 
Water Arizona Inc. (Water Arizona) and EPCOR Water Mew Mexico Inc. (Water New 
Mexico) in late 2012.” 

What are your thoughts concerning EPCOR’s recent rating agencies analysis and 

upgrades and EWAZ’s credit risk? 

The recent rating agencies reports and the upgrade is an indication of the business and 

financial strength of EWAZ’s parent company and its low credit risk. The recent rating 

agency upgrades and discussion of EPCORs credit rating demonstrate that EPCOR has 

relatively low risk and enjoys a high bond rating. There is a direct link between the bond 

/ credit ratings of subsidiaries with those of their parent company. The business and credit 

risk of a wholly-owned, cost of service based, rate regulated monopoly utility operating in 

the U.S. such as EWAZ is comparable to that of its parent. There is no reliable basis for 

imputing a credit risk adjustment to EWAZ‘s return on equity in the current rate case. 

Can you please summarize what your final conclusions are concerning the 

Company’s request for a business and credit risk adjustments? 

Neither adjustment has been justified. The additional 77 basis points for various business 

and financial risks, claimed by Ms. Ahern simply do not apply in this case and should be 

rejected. 
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1. 

L. 

Does this conclude you testimony on Cost of Capital? 

Yes. 
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ompany. Inc. is the largest accounting for 24.6% of revenues. Has roughly 6,600 employees. 
investor-owned water and wastewater utility in the US., providing Depreciation rate, 3.1% in ‘13. BlackRock, Inc., owns 10.5% of the 
sewices to over 14 million people in over 30 states and Canada. It‘s common stock outstanding. Officers & directors own 2.8%. (3114 
nonregulated business assists municipalities and militaly bases Proxy). President & CEO; Susan Story. Chairman; George Macken- 
with the maintenance and upkeep as well. Regulated operations zie. Address: 1025 Laurel Oak Road, Voorhees, NJ 08043. Tele- 
made up 89.1% of 2013 revenues. New Jersey is its biggest market phone: 856-346-8200. Internet: www.amwater.com. 

Controlling costs remains one of expect this to change in the years ahead. 
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highlights its operating expenses as a per- case with regulated utilities. The most 
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managing costs also makes it harder for sons. For example, with a market capi- 
regulators to hand down harsh rulings. talization of $8.7 billion, it represents half 
Planned capital expenditures are of the market capitalization of the nine 
large but manageable. American Water stocks that Value Line follows. Also, by 
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through 2017-2019. Most of this will be ty is well diversified and not subject to 
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pipelines and waste treatment facilities. We continue to believe that American 
Additional debt and equity will most likely Water shares offer value. For starters, 
be required to  fund this budget. Some of they are ranked to outperform the market 
the company’s financial metrics will slide in the year ahead. Second, compared to 
as a result. Still, the balance sheet should other equities in this group, investors 
remain adequate. don’t have to forfeit much current income 
Contributions from the nonregulated for a holding that has well above-average 
businesses should continue to grow. dividend growth prospects. 
Though not meaningful at this time, we James A.  Flood October 1 7, 2014 
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LT Oebt 30.0% 

- _  29% 1 1% 2.0% 2.0% AFUDC% toNet Profit 2.0% [Total interest coverage 3.9~)  (48% of Cap'l) ~ ~ - ~ ~ 

Pension Assets.12/13 $232 4 mill 500% 520% 51 6% 554% 54 1% 556% 566% 527% 527% 489% 51.0% 5f.O% Long-TermDebtRatio 52.0% 
Oblig. $281 2mill 500% 480% 484% 446% 459% 444% 434% 473% 473% 51 1% 49.0% 49.0% CommonEquily Ratio 48.0% 

Pfd Stock None 14973 16904 19044 2191 4 23066 24955 27062 26468 29297 30036 3150 3325 TotalCapital($mill) 3950 
Common Stock 177,180,169 shares 20698 22800 25060 27928 29974 32273 34693 36129 39362 41673 4300 4400 NetPlant($mill) 5000 

67% 69% 64% 59% 57% 56% 59% 69% 6 6 %  80% 8.5% 9.0% ReturnonTotal Cap'l 8.5% as of 7/25/14 

MARKET CAP: $4.2 billion (Mid Cap) 107% 112% 100% 97% 93% 94% 106% 116% 110% 134% 13.5% 14.5% ReturnonShr.Equity 14.0% 
107% 112% 100% 97% 93% 94% 106% 116% 110% 134% 13.5% 14.5% ReturnonComEquity 14.0% 

CURRENTPOSITION 2012 2013 6/30/14 46% 49% 37% 32% 28% 27% 37% 4 6 %  43% 67% 6.5% 7.0% RetainedtoComEq 6.0% 
(WILL.) 57% 56% 63% 67% 70% 72% 65% 60% 61% 50% 53% 53% All Div'ds toNet Prof 58% Cash Assets 5 5  5.1 

Receivables 92 9 95  4 100 5 BUSINESS, Aqua America. Inc is the holding company for water & other, 23 9% ORxrs and directors own 3 %  of the common 
Inventory (AvgCst) lAA $ ;A stock, Vangurad Group, 6 6%, State Street Capital Corp , 6 3%, Other Current Assets 260 171,7 201 dents in Pennsylvania, Ohio, North Carolina, Illinois, Texas, New Blackrock, Inc, 6 1% (4114 Proxy) Chairman & Chief Executive Of. 

55 65 38 Jersey, Flonda, Indiana, and five other states Acquired ficer Nicholas DeBenedictls Incorporated Pennsylvania Address 
125 4 123 0 762 West Lancaster Avenue, Bryn Mawr, Pennsylvania 19010 Tel. Accts Payable 

Debt Due 
93  3 78 1 ephone 610-525-1400 Internet w aquaamerica com Other 

Current Liab 4';; i::; ii:i Aqua America recently raised its 2013 was a n  incredibly successful year. 
Moreover, the unusually wet weather in 

ANNUAL RATES Past 
ofchange(persh) loyrs the second quarter held back demand, and 
Revenues 6 5% 4 0% 4 5% dend from $0,152 to $0.165. an above- Aqua's promising nonregulated business is 
"Cash Flow" 80% 8 0 %  100% average rate for a water utility. What's posting losses due to, what we believe, is a 
Earnings ;gt l;gEi !gz more, thanks to the company's strong cash temporary problem. Indeed, for 2015 Dividends 
Book Value 8 0 %  60% 55% generation, annual dividend increases through late decade, we expect earnings 

Gal- QUARTERLyREVENUES(tmi'~~) Full through 2017-2019, despite the company's The balance sheet is strong enough to 
handle the company's ambitious con- endar Mar.31 Jun.30 Sep.30 Dec.31 

2011 1636 17a3 1973 1727 7120 Tuck-in acquisitions will remain a key struction program. Aqua plans on 
i:1: ;zt i&l'; $21:; ji;i spending $1 billion over the next three 
2014 1827 1953 2fo 202 790 The company states that it has purchased years to modernize its pipelines and 
2015 195 210 220 2 j o  835 300 companies since it was founded. This facilities. Internally generated funds 

should cover a large portion of the ex- 
Full purchased, and another 12 deals are likely penditures, so the company's finances 

should remain in solid shape. 
2011 18 22 24 19 2012 15 24 29 19 87 be surprised if the pace picked up in the These shares have a lot to offer 
2o13 26 3o 36 24 , 16 years ahead as many municipally- owned income-oriented investors. Compared 
2014 24 31 ,40 .25 1.20 water utilities don't have the funds re- to  other water utilities, the current yield is 
2015 ,27 ,32 ,40 .31 j.30 quired to  upgrade their aging infrastruc- slightly subpar. This is a small premium 

to pay, however, for Aqua's strong divi- 
Gal. QUARTERLY DIVIDENDS PAlDBm FUII 

Mar.31 Jun.30 Se .30 Year dend growth prospects. In addition, the 
stocks total return potential is attractive 

2010 116 116 116 124 2011 124 ,24 124 132 i! The profit outlook is encouraging. considering its low Beta (.70), and high 
2012 132 ,132 132 14 54 Share earnings should improve only grades for Stock Price Stability (100) and 

Earnings Predictability (95). 
October 1 7, 20 1 L ?!I? I E l4 4 c 1  15' ICC 15' I 5 8 1  relativelv eood showing considering that James A. Flood 

257 274 308 332 349 427 471 504 557 585 626 650 681 721 790 863 8.85 9.05 BookValuepersh 11.00 

117 121 118 121 129 140 133 169 187 170 150 154 134 134 139 119 ValueLine RelativePIERatio f.35 

mill LT interest $70 mill 39 4% 38 4% 39 6% 38 9% 39 7% 39 4% 39 2% 32 9% 39 0% 10 0% 30.0% 30.0% Income Tax Rat: 

2125,:: and wastewater utilities that serve approximately three million resi- --- 
158 5 
81 4 

Aquasource, 7/03, Consumers Water, 4/99, and others Water sup- 
ply revenues '13 residential, 60 3%, commercial, 15 8%, industrial 

quarterly payout a hefty 8.6%. As we !;it Es$1'~~1~13 expected, the company increased the divi- 

--- 
Chg cov 

should remain in the 8%-10% range per share to increase about 8% annually. 

Year large construction program, 

;ii: element in Aqua's expansion strategy. 

~ year, eight small water systems have been 

to be completed by yearend. We wouldn't Mar*31 Jun*30 

tures. With its expertise and size, Aqua is 
able to integrate the new companies and 

' squeeze more profits out of them. 

marginally this year, but that would be a 
. I  

i 



PERFORMANCE 3 ~ ~ e r a g a  

BETA .60 (1.00 = Market) 

Vice Stability 

'rice Growth Persistence 40 

2/31/11 
2/31/12 
2/31/13 
2/31/14 
2/31/15 

300K VALUE PER SH 10.15 11.66 11.86 12.15 12.44 13.12 13.57 
:OMMON SHS OUTST'G (MILL) 6.09 7.30 7.40 7.51 7.65 8.61 8.71 
4VG ANNL PIE RATIO 20.3 21.5 20.1 16.4 18.2 22.5 18.3 

. I 4  .23 .26 .20 .83 

.28 .32 .33 20 1.1: 
20 28 29 .17 .94 
.23 .22 .34 .23 
2 6  

4LL DIV'DS TO NET PROF 71 % I 81% I 74% 1 75% 70% 
0 down, consensus $year earnings gmWh not available. BBased upon 4 analysts' estirnales. c, 'Nu, of analysts changing earn. esl. in lad 3 days: 0 q 

ANNUAL RATES 
of change (per share) 5 Yrs. 1 Yr. 
Sales 1.0% -3.5% 
"Cash Flow" 2.5% -8.0% 
Earnings 1.0% -17.0% 
Dividends 3.5% 4.0% 
Book Value 4.0% 1.5% 

Fiscal I QUARTERLY SALES ($mill.) I Full 
Year 1Q 29 3Q 4Q Yeai 

2/31/15 

Year 

INSTITUTIONAL DECISIONS 

to Buy 17 28 36 
to Sell 34 25 20 

4Q13 lQ'14 2Q14 

Hld's(000) 2952 3092 3132 

"2014 Value Line Publishin LLC All ri hts reserved. Facw. 
THE PUBLlSHER IS NOT R&PONSIBLf!FOR ANY ERRORS 
01 i t  may be reproduced, resold. sloied or transmined in any prink 

ASSETS ($mill.) 2012 2013 6/30/14 
Cash Assets .6 .4 .4 
Receivables 8.7 8.1 8.4 
Inventory 1.4 1.5 1.7 

2.8 3.3 1.9 Other 
Current Assets 13.5 13.3 12.4 

- - -  

Property, Plant 

Net Property 370.6 383.1 387.9 
7.6 7.4 7.6 Other 

Total Assets 391.7 403.8 407.9 

& Equip, at cost 454.4 472.9 _ _  
Accum Depreciation 83.8 89.8 - _  

- - -  

LIABILITIES ($mill.) 

Debt Due 12.6 12.2 12.7 
8.8 9.3 9.9 Other 

Current Liab 24.9 25.6 25.9 

Accts Payable 3.5 4.1 3.3 

- - -  

LONG-TERM DEBT AND EQUITY 
as of 6/30114 

Total Debt $118.1 mill. 
LT Debt $105.5 mill. 
Including Cap. Leases NA 

Leases, Uncapitalized Annual rentals NA 

Due in 5 Yrs. NA 

(46% of Cap'l) 

Pension Liability $2 mill. in '13 vs. $.4 mill. in '12 

Pfd Stock None Pfd Div'd Paid None 

Common Stock 8,891,643 shares 
(54% of Cap'i) 

I 18 
' a  

, : I  .... .... 3 

2 

2013 I 2014 1 2015/2016 

8.83 -- 

1.34 -- 
3.7% - 

47.0% - 

23.9 19.0 16.2/NA 

69.1 -- Bold figures 
are consensus 

8.3 - earnings 
estlrnater 

40.2% - and, using the 
12.0% - recent prices, 

8.3 - 

d12.3 -- P/E ratios. 
105.5 - 
121.8 -- 

5.1% -- 
6.8% - 

.9% - 
87% 

sed upon 3 analysls'estimales. 

INDUSTRY: Water Utility 

BUSINESS: Artesian Resources Corporation, through its 
eight wholly owned subsidiaries, provides water, wastewa- 
ter, and other services on the Delmarva Peninsula. It 
distributes and sells water to residential, commercial, indus- 
trial, municipal, and utility customers in Delaware, Mary- 
land, and Pennsylvania. Artesian Water Company, Inc., or 
Artesian Water, the company's principal subsidiary, is the 
oldest and largest public water utility in Delaware and has 
been providing water service within the state since 1905. 
Artesian Resources offers water for public and private fire 
protection to customers in its service territories. In addition, 
it provides contract water and wastewater services, water 
and sewer service line protection plans, and wastewater 
management services, as well as design, construction, and 
engineering services. As of June 30, 2014, the company 
served approximately 80,200 metered water customers. Has 
237 employees. Chairman, C.E.O. & President: Dian C .  
Taylor. Address: 664 Churchmans Rd., Newark, DE 19702. 
Tel.: (302) 453-6900. Internet: 
http://www.artesianwater.com. 

J. V. 
~- 

October 17, 2014 

TOTAL SHAREHOLDER RETURN 
Dividends plus apprecialion as of 9/30/2014 

3 Mos. 6 Mos. 1 Yr. 3 Yrs. 5 Yrs. 

-9.52% -8.55% -5.93% 29.00% 45.87% 
malerial IS ohldincd from MUIC~S believed (0 he icliabie and 5 prov.oed uritho~t warranifus 01 any kmd 
R OMlSSlOhS hERElN Th.s ullicaton 8 sCcl,y lor subscriber', ONI non conimcrcdl. iiternal u w  No pan 
Ct IUonc or oUlcr loim 01 use8for generpung 01 marrmg any prtnled or eecucnfc pmlfcalon. senice or producl 

http://www.artesianwater.com
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:APITAL STRUCTURE as of 6130114 
'otal Debt $511.1 mill. Due in 5 Y n  $89.3 mill. 
.T Debt $423.3 mill. LT Interest $28.0 mill. 
LT interest earned: 3.4~; total int. cov.: 3 2 )  

(42% of Cap'l) 
'ension Assets-12/13 $266.2 mill. 

'fd Stock None 

:ornmon Stock 47,803,849 shs 
IS of 7/25/14 

Oblig. $383.2 mill. 

-~~ 

Gal- 
endar 
2011 
2012 
2013 
2014 
2015 

endar 
2011 
2012 
2013 
2014 
2015 

endar 
2010 
2011 
2012 
2013 
2014 

Calm 

Gal. 

lARKET CAP: $1.1 billion (Mid Cap) 
XRRENT POSITION 2012 2013 
:ash Assets 38.8 27.5 

107.8 112.0 3ther 
2urrent Assets 146.6 139.5 

($MILL.) 

-- 

~ ~~ 

QUARTERLY REVENUES ($ mill.)E 
Mar.31 Jun.30 Sep.30 Dec.31 
98.1 131.4 169.3 103.0 

116.8 143.6 178.1 121.5 
111.4 154.6 184.4 133.7 
110.5 158.4 195 141.1 
125 160 200 150 

Mar.31 Jun.30 Sep.30 Dec.31 
.03 2 9  5 0  .04 
.03 .31 5 6  .I2 
.01 .28 4 1  .I2 

d.11 .36 .64 .16 
.03 .32 .68 .17 

Mar.31 Jun.30 Sep.30 Dec.31 
,149 ,149 ,149 .I49 
,154 ,154 ,154 ,154 
,1575 ,1575 ,1575 ,1575 
.I6 .I6 . I6 .I6 
,1625 ,1625 ,1625 

EARNINGS PER SHARE A 

QUARTERLY DIVIDENDS PAID '1 

a30114 

29.7 
121.1 
150.8 
- 

k c t s  Payable 46.8 55.1 70.9 
I eb t  Due 136.3 54.7 87.8 

59.7 56.8 63.4 Xher 
Zurrent Liab. 242.8 166.6 222.1 

--- 
Cix. Chg. Cov. 296% 301% 299% 
hNNUAL RATES Past Past Est'd '11-'13 
ifchange (persh) 10Yrs. 5Yn. to'17-'19 
Revenues 4.0% 7.0% 4.5% 
Cash Flow" 6.0% 6.5% 5.5% 

E a rn I n g s 5.5% 4.0% 7.5% 
Dividends 1.0% 1.5% 7.0% 
Book Value 5.5% 4.5% 4.5% - 

Full 
Year 
501.8 
560.0 
584.1 
605 

- 

635 
Full 
Year 

.86 
1.02 
1.02 
1.01 
1.21 

Full 
Yea1 

.6( 

.62 
.6: 
.61 

- 

- 

- 

BUSINESS: California Water Service Group provides regulated and breakdown, '13 residential, 70%; business, 19% public authorities, 
nonregulated water service to roughly 471,900 customers in 83 5%; industrial, 5%; other 1%. '13 reported depreciation rate: 3.8%. 
communities in California, Washington, New Mexico, and Hawaii. Has 1,131 employees. President. Chairman, and Chief Executive 
Main service areas: San Francisco Bay area, Sacramento Valley, Officer: Peter C. Nelson. Inc.: Delaware. Address: 1720 North First 
Salinas Valley, San Joaquin Valley & parts of Los Angeles. Ac- Street, San Jose, California 95112-4598. Telephone: 408-367- 
quired Rio Grande Corp; West Hawaii Utilities (9108). Revenue 8200. Internet: www.calwatergroup.com. 

A final ruling has been made on Cali- California Water? In the short term, the 
fornia Water Service Group's rate 
case. After a 25-month process, the Cali- 
fornia Public Utility Commission (CPUC) 
issued a decision in mid-August. The utili- 
ty was allowed to  raise rates by $45 mil- 
lion this year, and an  additional $10 mil- 
lion in both 2015 and 2016. 
We believe that this is good news for 
the company. Although the decision was 
anticipated, regulatory rulings always 
carry risks until they are completely final- 
ized. This is especially true in states that 
have not always been reasonable with util- 
ities seeking higher rates. Also, since peti- 
tions to increase tariffs are only filed every 
three years in California, a harsh ruling 
can have a negative impact on a utility for 
quite some time. 
We are increasing our earnings es- 
timates. The rate hikes will start to 
benefit the company in the fourth quarter, 
enabling California Water to top last 
year's earnings per share by a few cents. 
And, with these rates in effect for all of 
2015, we look for earnings to rise a strong 
14%. to $1.20. 

impact appears to  be minimal. Manage- 
ment is optimistic that the combination of 
the utility's own wells along with a de- 
pendable supplier of bulk water, should re- 
sult in the service area's needs being met. 
The CPUC's recent decision also augurs 
well for future regulation. So, should the 
price of purchased water increase, Califor- 
nia Water will probably be allowed to  pass 
the higher costs along to its ratepayers. 
Dividend growth prospects are much 
improved. Over the past five- and 10- 
year period, the company's average annual 
payout has been a paltry 1.0% and 1.5% 
respectively, well below the industry 
norms. Through 2017-2019, this trend 
should change as we expect the annua 
dividend increase to average 7%, a higheI 
rate than most of its peers. Part of OUI 
forecast is based on the assumption thal 
the regulatory climate will remain con- 
structive as the utility's next rate case 
should be decided before 2018. 
These neutrally ranked shares have 
modestly above-average, long-term to- 
tal return potential for a water utility 

How is the ongoing drought affecting James A. Flood October 17, 201 
I 

00, (46); '01, 2$; :02, 46; '11, 4$. Next,earr 
{A) Basic EPS. Excl. nonrecurring gain (10s 

ings report due mid-November. [B) Dividenm 
historically paid in late Feb., May, Aug., anc 
0 2014 Value Line Publishin LLC All rights reserve 
THE PUBLISHER IS NOT RE%ON~EXE FOR ANY E 
01 it may be reproduced. resold, stored 01 Vansmiiled in a 



D J F M A M  J J loo;; 0 0 0 0 0 0 0 0 

ol-( 

Options 2 0 0 0 0 0 0 0 0  
2 0 0 0 0 0 0 0 0  

Institutional Decisions 
4QZO13 192014 2Q2014 

Hld's~MO) 4350 4324 4304 
1998 1999 2000 2001 2002 200: 

5.58 5.87 5.70 5.93 5.77 5.9. 
1.59 1.65 1.73 1.78 1.78 1.8! 
1.02 1.03 1.09 1.13 1.12 1.1! 
.78 .79 .79 .80 .81 .a: 

1.12 1.42 1.43 1.86 1.98 1.4! 

12 

IoSdl 35 27 32 traded 4 
IOBUY 41 44 40 shares 8 

1.18 1.10 1.33 
4.9% 1 4.2% 1 4.0% I 3.3% I 3.0% I 3.0% 

CAPITAL STRUCTURE as of 6130114 
Total Debt $178.1 mill. Due in 5Yrs $18.6 mill. 
LT Debt $173.9 mill. 
(Total interest coverage: 4.4~) 

Leases, Uncapitalized: Annual rentals $.I mill. 
Pension Assets $56.8 mill. 

LT Interest $7.0 mill. 

(47% of Cap'l) 

Oblig. $64.2 mill. 

Pfd Divd NMF Pfd Stock $0.8 mill. 

Common Stock 11.099.574 shs 

.. - _  
10.0 10.8 9.2 
3.0 4.1 4.2 
2.9 7.8 9.5 

15.9 22.7 22.9 
408% 375% 375% 

--- 

. .  
as of 7131114 
MARKET CAP: $350 million (Small Cap) 
CURRENT POSITION 2012 2013 6130114 

Cash Assets 13.2 18.4 10.6 
Accounts Receivable 11.5 12.3 12.1 
Other 11.7 16.2 19.5 
Currentksets - 36.4 - 46.9 - 42 7 
k c t s  Payable 
Debt Due 
Other 
Current Liab. 
Fix. Chg. Cov. 
4NNUAL RATES Past Past Est'd '11-'13 
>f change (persh) 1OYrs. 5Yn. t0'17-'19 
Revenues 4.0% 5.0% 6.0% 
Cash Flow" 3.0% 6.5% 5.0% 

Earnings 2.5% 8.0% 6.5% 
3 i v i d e n d s 1.5% 2.0% 4.0% 
300k Value 6.0% 8.0% 3.5% 

Cal- QUARTERLY REVENUES (I mill.) F ~ I I  
?ndar Mar.31 Jun. 30 Sep. 30 Dec. 31 Year 
2011 16.0 17.4 20.6 15.4 69.1 
2012 18.5 21.3 24.5 19.5 83.( 
2013 19.7 22.6 27.6 21.6 91.! 
2014 20.3 27.3 25.4 22.0 95.( 
2015 22.0 25.0 30.0 23.0 100 
Gal. EARNINGS PER SHARE A FUII 
mdar Mar.31 Jun. 30 Sep. 30 Dec. 31 Year 
2011 .26 .37 .39 .I1 1.13 
2012 .22 .47 6 7  .I7 1.53 
2013 .24 .39 .86 . I7 1.66 

($MILL.) 

2014 .27 .67 .70 .21 1.85 
2015 .35 .55 .a0 .E i.95 
Gal. QUARTERLY DIVIDENDS PAID B ~ U l l  
!ndar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2010 .228 ,228 ,233 ,233 .92: 
2011 ,233 ,233 ,238 ,238 .94; 
2012 ,238 ,238 ,2425 ,2425 .96; 
2013 ,2425 ,2425 ,2475 ,2475 .98 
2014 ,2475 ,2475 ,2575 
&) Diluted earnings. Next earnings report due Junt 
Le October. Quarterly earnings do no add in vesl 
2 due to rounding. 
!) Dividends historically paid in mid-March, [E] 

yr 42 9 5  

Connecticut Water Service's dividend being expanded to include the town of 
policy has recently become more gen- Mansfield, and Storrs, the home of the 
erous. In August, the utility increased the University of Connecticut's main campus, 
quarterly payout by $0.04 a share on an which is the size of a small city. 
annual basis, or 4.0%. For the previous Consolidation of operations should 
five years, the annual increase had only lower costs. Roughly 20% of the utility's 
been $0.02, or about 2%. revenues come from the state of Maine. 
Earnings prospects through 2015 are Connecticut is merging Biddleford and 
encouraging. Last year, Connecticut Saco, which was acquired in early 2012, 
Water allowed the proceeds of a tax refund into its other utility in the state. This 
to flow through to its ratepayers. In ex- should reduce many redundant adminis- 
change for doing so, the Connecticut Pub- trative costs. 
lic Regulatory Authority (CPRA) allowed The regulatory climate in Connecticut 
the utility to keep the benefits accrued appears to be improving. Value Line 
from this source in 2014 and beyond. Thus currently rates the CPRA as Below Aver- 
far, the situation appears to be a win-win, age, compared to the regulatory bodies in 
as ratepayers' bills have declined, while other states. However, the recent rulings 
the utility's profits have gone up. Indeed, with the water utility have been very rea- 
we have raised our estimates for the corn- sonable. This augurs well for Connecticut 
pany's share earnings by $0.10 for both Water in the long term. 
this year and next, to $1.85 and $1.95, These shares continue to be ranked to 
respectively. outperform the market averages in 
Connecticut Water is trying to in- the year ahead. However, even though 
crease its rate base. Utilities make we have raised our earnings and dividend 
money by earning a return on their assets. projections for the company through 2017- 
By enlarging the customer base, the corn- 2019, the equity's total return potential is 
pany hopes to see revenues and profits only about average for a water utility. 
rise. Currently, its pipeline system is James A Flood October I 7  2014 .~ ~~. ~. , -_-. 

Company's Financial Strength B+ 

Price Growth Persistence 

jeptember. and December. - Div'd rein- lion/$2.87 a share. 

nillions, adjusted for split. 
:ludes intangibles. In '13: $31.7 mil- Earninar Prdictahilitv 

!nt plan available, Stock's Price Stability 90 

2014 Vdlud t ne PLbish.n LLC A. rqhls lcservea Fandal malerlal i s  Obtained lram SaJrces bcl cved Io be rrlab8e and 15 provaea VI lhwl warranlies a1 an ktna 
I€ PLMISHER IS kOT RE!POhSlBLE FOR ANY ERRORS OR OMISSIONS hEREIN Ths uhlcalion 15 srr.clly lor subsu o e r ' ~  a m .  non.commerc!al. lmernal JSC d o  p a i  
1 may b? replod.ced resold. siored or uanrmnrd .n any pfnlcd C L m n c  01 OlnPl loim. or d l o r  gcnrralmg or marking any pi8nlcd 01 ednronc p.ukraton. sen cc 01 pioa.rl 
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Iptlonr 0 0 0 0 0 0 0 0 0 
oSell 0 2 0 0 0 0 1 0 0  
nst i tut ional  Decis ions 

. 
>Buy 0 1 0  0 0 0 2 0 0" ..a 

a o i 3  i a m  maid Percent ,2- 

dld'r(WO 6384 6432 6463 /I 
1998 1999 2000 2001 2002 2003 

4.39 5.35 5.39 5.87 598 6.12 
1.02 1.19 .99 1.18 1.20 1.15 
.71 .76 .51 .66 .73 .61 

OBUY 43 37 41 shares 8 - 
OSell 32 34 34 traded 4 - 

~. 

8.02 
11.36 
26.4 

~. ~ 

8.26 9.52 10.05 10.03 10.33 11.13 11.27 11.48 11.82 1210 12.30 BookValuepersh 13.25 
11.58 13.17 13.25 13.40 13.52 15.57 15.70 15.82 15.96 f6.10 16.25 CommonShsOutst'g 17.00 
27.4 22.7 21.6 19.8 21.0 17.8 21.7 20.8 19.7 Eoldfigyrerare Avg Ann'l PIERatio 21.0 

.79 I 1.00 I 1.87 I 1.26 1 1.28 I 1.71 
5.4% 4.4% 4.2% 3.8% 3.1% 3.5% 

6.80 
9.82 
15.2 

CAPITAL STRUCTURE as of 6130114 
rota1 Debt $165.7 mill. Due in 5 Yrs $56.4 mill. 
LT Debt $132.2 mill. LT Interest $4.2 mill. 
[LT interest earned: 6.0~) 

(40% of Cap'l) 

6.95 6.98 7.11 7.39 7.60 
10.00 10.11 10.17 10.36 10.48 
17.6 28.7 24.6 23.5 30.0 

Pension Assets-12H3 $46.4 mill. 

Pfd Stock $2.4 mill. Pfd Div'd: $.l mill. 

Common Stock 16,056,825 shs. 
as of 7/31/14 

Oblig. $56.0 mill. 

8.4 
31.1% 

- -  
53.8% 
12.5% 
214.5 
262.9 

MARKET CAP: $325 million (Small Cap) 
CURRENT POSITION 2012 2013 6130114 

Cash Assets 3.0 4.8 5.1 
21.6 21.0 23.5 Other 

Current Assets 24.6 25.8 28.6 

($MILL.) 

--- 

8.5 10.0 11.8 12.2 10.0 14.3 13.4 14.4 16.6 17.5 18.5 NetProRt(Smil1) 21.0 
27.6% 33.4% 32.6% 33.2% 34.1% 32.1% 32.7% 33.9% 34.1% 35.5% 35.0% IncomeTaxRate 35.0% _ _  - _  _ _  .- - -  6.8% 6.1% 3.4% 1.9% 1.5% 1.5%AFUDC%toNetProfit 2.5% 
55.3% 49.5% 49.0% 45.6% 46.6% 43.1% 42.3% 41.5% 40.4% 40.5% 42.5% Long-Term DebtRatlo 43.5% 
41.3% 47.5% 49.6% 51.8% 52.1% 55.8% 56.6% 57.4% 58.7% 59.0% 57.0% CommonEquity Ratio 56.0% 
231.7 264.0 268.8 259.4 267.9 310.5 312.5 316.5 321.4 335 350 Total Capital ($mill) 400 
288.0 317.1 333.9 366.3 376.5 405.9 422.2 435.2 446.5 460 470 NetPlant($mill) 500 

Accts Payable 3.8 6.3 6.7 
Debt Due 11.1 33.8 33.5 

41.1 12.6 14.3 Other 
Current Liab. 56.0 52.7 54.5 

--- 

5.1% 
8.5% 
9.0% 

.9% 
90% 

Fix. Chg. Cov. 554% 697% 695% 
ANNUAL RATES Past Past Est'd '11-'13 
ofchange(persh) 10Yrs. SYrs. to'17-'19 
Revenues 1.5% 1.0% 4.5% 
Cash Flow" 3.0% 1.5% 6.0% 

Earnings 3.5% 1.5% 5.0% 
Dividends 1.5% 1.5% 2.0% 
Book Value 4.5% 3.0% 2.5% 

5.0% 5.1% 5.6% 5.8% 5.0% 5.7% 5.2% 5.4% 5.9% 6.0% 6.0% Return on.TotalCap'l 6.5% 
8.2% 7.5% 8.6% 8.6% 7.0% 8.1% 7.5% 7.8% 8.7% 9.0% 9.5%ReturnonShr.Equity 9.5% 
8.6% 7.8% 8.7% 8.9% 7.0% 8.2% 7.5% 7.8% 8.7% 9.0% 9.5% Return on Com Equity 9.5% 
.6% 1.3% 1.8% 2.0% .l% 2.1% 1.0% 1.4% 2.4% 3.0% 3.0% Retained to Com Eq 3.0% 
94% 84% 79% 78% 98% 75% 87% 83% 73% 69% 67% AllDiv'dstoNetProf 66% 

Gal- QUARTERLY REVENUES ($mill.) FUII 
endar Mar.31 Jun. 30 Sep. 30 Dec. 31 Year 
2011 24.0 26.1 28.7 23.3 102.' 
2012 23.5 27.4 32.4 27.1 110.~ 
2013 27.0 29.1 31.3 27.4 114.; 
2014 27.1 29.2 33.0 30.7 120 
2015 30.0 32.0 36.0 32.0 130 
Gal- EARNINGSPERSHAREA FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2011 . I1  .23 .32 .I2 3 4  
2012 . I1  2 3  .38 .I7 .90 
2013 2 0  .28 .36 . I9  1.03 
2014 -20 29 .40 .21 1.10 -. 

2015 1 .20 .32 .43 .20 I 1.15 
Gal. I QUARTERLY DIVIDENDS PA ID^. I F~II 

~~ ~ 

1.28 1.33 1.33 1.49 1.53 1.40 1.55 1.46 1.56 1.72 1.85 1.90 "Cash F low persh 225 
.73 .71 .82 .87 89 .72 .96 .84 .90 1.03 1.10 1.15 Earningspersh A 1.25 
.66 .67 .68 69 .70 .71 .72 .73 .74 .75 .76 .77 Div'd Decl'd per sh 6. .83 

2.54 2.18 2.31 1.66 2.12 1.49 1.90 1.50 1.36 1.26 f.25 2.00 Cao'lSoendinsDersh 2.00 

1 3 9 1  1461  1231 1151  1.191 1.40) 1.131 1.361 1.321 1.111 ValuqLine IRelativePIERatio I 1.30 
~ . . . .  

3.4% I 3.5% I 3.7% 1 3.7% I 4.0% I 4.7% I 4.2% I 4.0% 1 4.0% I 3.7% I estiT'es I Avg Ann'l Div'd Yield I 3.3% 
71.0 I 74.6 I 81.1 1 86.1 1 91.0 I 91.2 1 102.7 I 102.1 1 110.4 I 114.8 1 120 1 130 )Revenues($mill) 1 155 

Middlesex Water's stock price has 
been weak of late. Since our last report 
three months ago, the shares have 
declined 7% in value, while the market 
averages have remained flat. 
Will Middlesex's 10-year streak 
remain intact? Every year since 2004, 
the utility has raised its annual payout by 
$0.01 a share. This average rate of 1.5% is 
very low when compared to the yearly pay- 
out hikes made by others in the industry. 
Probably sometime during the week of No- 
vember loth, the company will announce 
the new dividend for the year ahead. We 
are being conservative and estimating that 
the payout will only be raised another 
$0.0025 a quarter, to $0.1925, or  an  an- 
nualized rate of $0.01. A larger dividend 
increase would not shock us, though, as 
Middlesex's percentage of dividends to net 
profit has dropped to  the low 70% provid- 
ing it with some flexibility. 
Earnings growth is decent. Last year, 
the bottom line experienced a solid im- 
provement as earnings per share rose over 
14%. In 2014, the implementation of rate 
relief in Delaware is helping to offset the 
loss of a maior customer. the borough of 

Sayreville. Still, we are expecting the in- 
crease in share net to  decline to a still fair- 
ly healthy 7% level. Next year, we are 
looking for a more modest increase of 5%, 
which will be more representative of the 
company's future earnings potential. 
Middlesex is getting more involved in 
nonregulated markets. The utility 
recently took over the water operations at 
Dover Air Force Base in Delaware. More 
and more, U.S. military posts are looking 
to privatize these systems. Competition in 
this sector is strong as there are other uti1 
ities that are better capitalized and have 
greater expertise in this field. Predicting 
whether this is a one-time occurrence or 
the company can increase its presence 
here is difficult. 
Middlesex has the highest yield of anj 
stock in Value Line's water utility in- 
dustry. Investors should not be overly im- 
pressed by this, however. That's because 
the equity's dividend growth and total re. 
turn potential through 2017-2019 are sub 
par compared to  those of its peers. Indeed 
the yield on the equity is not high enougl 
to  compensate for this, in our opinion. 
James A. Flood October 17, 201 I 

In) Diluted earnings. May not sum due to 
rounding. Next earnings report due mid- 
November. 
(5) Dividends historically paid in mid-Feb.. 
0 2014 Value Line Publishin LLC All rights resetved. 
THE PUBLISHER IS NOT REbONSl6LE FOR ANY ER 
of it may be reproduced, resold, stored 01 tansmined in any 



'ension Assets $91 4 mill 

'fd Stock None 
Oblig. $128 7 mill 

2013 1825 1825 1825 1825 73 rate needs to be set. On balance, we view return potential to 2017-2019. 
2014 1875 ,1875 1875 

A) Diluted earnings Excludes nonrecurring not add due to rounding 
isses '03, $1 97, '34, $3 78, '05, $1 09, '06, (6) Dividends historically paid in early March, 
16 36, '08, $1 22, ' I O ,  466 Next earnings June, September, and December Div'd rein- Price Growth Persistence 

the decision as relatively reasonable. James A. FIood October 17, 2014 
(C) In millions, adjusted for stock splits Company's Financial Strength E+ 

Stock's Price Stability 85 

I sport due early November. Quarterly egs. may I vestment plan available. 
2014 Value Line Publishin LLC All ri ha reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties 01 any kind. 

THE PUBLISHER IS NOT RE!PONSlBLE%ORANY ERRORS OR OMISSIONS HEREIN This ublication is striclly for subscriber's own non-commercial internal use. No pan 
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Price Gain Return 
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00uy 0 0 6 0 1 4 1 0 4  
Ipl~ons 0 0 0 0 0 0 0 0 0 *.-~ -". 
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4QM13 la2014 ZQ2011 
29 30 29 

CAPITAL STRUCTURE as of 6130114 
Total Debt $84.9 mill. 
LT Debt $84.9 mill. 
(Total interest coverage: 4.0~) 

Pension Assets 12/13 $27.1 mill. 

Pfd Stock None 

Common Stock 12,831,171 shs. 
as of 8/5/14 

Due in 5 YE $19.5 mill. 
LT Interest $5.2 mill. 

(45% of Cap'l) 

Oblig. $32.1 mill. 

MARKET CAP: $250 million (Small Cap) 
CURRENT POSITION 2012 2013 6130114 

Cash Assets 4.0 7.6 2.1 
Accounts Receivable 6.4 3.8 4.0 

1.2 3.8 4.1 Other 
Current Assets 11.6 15.2 10.2 

1.1 1.8 1.7 Accts Payable 
Debt Due .1 - -  

4.3 6.0 7.1 Other 
Current Liab. 5.5 7.8 8.8 
Fix. Chg. Cov. 414% 417% 417% 
ANNUAL RATES Past Past Est'd '11-'13 
ofchange(persh) 1OYrs. 5Yrs. lo'17.'19 

"Cash Flow" 6.5% 6.5% 7.0% 
Earnings 5.5% 5.0% 7.0% 
Dividends 4.5% 2.5% 5.5% 
Book Value 7.0% 5.0% 2.5% 

Gal. QUARTERLY REVENUES (f mill.) FUII 
endar Mar.31 Jun. 30 Sep. 30 Dec. 31 Year 
2011 9.6 10.5 10.5 10.0 40.E 
2012 9.6 10.4 11.0 10.4 41.1 
2013 10.1 10.7 10.9 10.7 42.1 
2014 10.6 11.8 12.0 11.6 46.1 
2015 11.0 12.0 12.5 12.5 48.r 
Gal. EARNINGS PERSHARE A FUII 

endar Mar.31 Jun. 30 Sep. 30 Dec. 31 Year 
2011 . I 7  . I9 . I 9  . I6  .71 
2012 . I 5  . I7 .22 .I8 .72 
2013 . I7 . I8  . I9 .21 .75 
2014 . I6  .22 .25 .22 .85 
2015 .20 .25 .25 .25 .95 
tal- QUARTERLY DIVIDENDS PAID FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2010 ,128 ,128 ,128 .I28 51 
2011 ,131 ,131 ,131 . I31 .52 
2012 ,134 ,134 ,134 .I34 .53 
2013 ,138 ,138 ,138 .I38 .55 
2014 ,1431 ,1431 ,1431 

A) Diluted earnings. Next earnings report due (C) 
?arly November. 
B) Dividends historically paid in mid-January, 
ipril, July, and October. 

($MILL.) 

--- 
- _  

--- 

Revenues 4.5% 3.0% 6.5% 

32 
24 
20 
16 
12 

8 

%TOT. RETURN 9/14 
THIS YLARITH' 

STOCK INDEX 

BUSINESS. The York Water Company IS the oldest investor-owned nues, commercial and industrial (29%), other (8%) It also provider 
regulated water uliiily In the United Slates It has operated conlin- sewer btlllng sewices Incorporated PA York had 105 full-time em 
uously since 1816 As of December 31, 2013, the company's aver- ployees at 12/31/13 PresidentCEO Jeffrey R Hines Of. 
age daily availability was 350 million gallons and its service tern- ficersldirectors own 1 1% of the common stodc (3114 proxy) Ad 
tory had an estimated populatlon of 190,000 Has more than 63,000 dress 130 East Market Street York. Pennsylvania 17401 Tele 
customers Restdenbal customers accounted for 63% of 2013 reve- phone (717) 845-3601 Internet www yorkwater corn 

Higher rates should help boost The pects are below average for a company in 
York Water Company's bottom line this industry. 
this year. Pennsylvania regulators al- The share-buyback program has final- 
lowed the utility to implement rate relief ly kicked m. Eighteen months after 
effective as of February 28th. Although the declaring a 1.2 million share buyback pro 
hike wasn't in time to enable a positive gram, the number of the company's shares 
earnings comparison in the first quarter, outstanding fell almost 1% last quarter. 
the June period benefited as earnings per Our earnings presentation assumes the 
share rose 14%. And, while we are shaving utility will continue to gradually imple 
a nickel off of our 2014 estimate, we think ment this program and conclude it some- 
that share net will still increase 13%. This time in early 2016. 
is especially good news considering profits York Water has the financial 
over the past four years were stuck in a wherewithal to fund the capital ex- 
range of $0.71 to $0.75 a share. penditure program. Like many of its 
We expect the trend to continue peers, the utility is upgrading its aging in- 
through 2015. With its combination of frastructure. With a healthy equity-to- 
higher rates and successful cost controls, total capital ratio of 55%, the company can 
we expect York Water to enjoy its second- take on additional debt and maintain an  
consecutive successful year, as share net adequate balance sheet. 
could increase 12% to  $0.95. York Water shares are ranked to un- 
Dividend growth is also improving. derperform the broader market aver- 
True, the payout was only increased by ages in the coming six- to 12-month 
$0.02 a share, or 3.6%, earlier this year. period. Moreover, despite the improved 
However, this broke a four-year streak, in earnings and dividend growth prospects, 
which the annual dividend was only raised the stocks total return potential to 2017- 
$0.01 annually, or less than 2%. Still, 2019 does not particularly stand out for a 
despite the higher growth rate, York water utility. 
Water's long-term dividend growth pros- James A Hood October 17, 201 
millions, adjusted for splits Company's Financial Strength B+ 

Stock's Price Stabilitv 90 1 Price Growth Persistence 5; 
Earninas Predictabtlitv 1 on 

I 

f 2014 Value Line P4bl.sh.n LLC A I  rights idseiwd FanuJl maten31 is 0O1.1nca llum souccs bsieveu Io be rei Jb,e and s prouioFo ~ r l h o l  vlalr3nt n 01 any kno 
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Current Release (48 KB PDF) .......................................................................................................................................................... 

I<eleaw Date: Septemher 2,2014 

The weekly release is posted on Monday. Daily updates of the weekly release are posted Tuesday through Friday on this site. If Monday is a holiday, the weekly release will be posted 
on Tuesday after the holiday and the daily update will not be posted on that Tuesday. 

September 2,20 I4 
H. 15 Selected Interest Rates 
Yields in percentper annum 

Instruments 

_ _  . _. - I _ _  . _  

i 1 WeekEnding { j 2014 j 2014 I 2014 1 2014 2014 
f 2014 Aug Aug I Aug 1 Aug , 

; 25 ~ 26 , 27 j 28 y: I Au9 29 i 1 Aug 22 , , A w  

... I . . .  .... .J.. .... .f ._ ___: .L. . 1 ..._..I . . .  i. ..... --: 
Federal funds (effective) 1 2 3 0.09 0.09 0 09 0.09 0.07 0.09 0.09 0.09 

Commercial Paper 14 I d  
. _ .  

. _  Nonfinancial 
- .  

1-month 0.08 0.07 0 07 0.07 0.06 0.07 0.10 0 08 

2-month 0.09 0.10 0.09 0.10 0.09 009 0.10 0.09 

3-month 0 I1 0.12 0.11 0.12 0.11 0 11 0.11 0.11 
__ 

Financial 

1-month 0.09 0.07 0.07 0.08 0.07 0 08 0.09 0.09 

2-month 0 12 0.11 0.12 0.11 0 12 0.12 0.12 0.11 

3-month 0.13 0.13 0.14 0 13 0.13 0.13 0 13 0 13 

002 004 

0 04 0.03 

0.05 0.05 

0.11 0.12 

0.53 0.52 

0.99 0.98 

1.69 1.68 

Eurodollar deposits (London) 3 L 
1-month 0.17 0.17 0.17 0 17 0.17 0.17 0 17 0 17 

3-month 0.24 0.24 0.24 0.24 0 24 0.24 0.24 0 24 

6-month 0.36 0 36 0.36 0.36 0.36 0.36 0.36 0 36 

Bank prime loan 2 3 E 3.25 3.25 3 25 3.25 3 25 3.25 3.25 3 25 

Discount window primary credit 2 2 0.75 0 75 0.75 0.75 0.75 0 75 0.75 0.75 

US. government securities 
- -  

Treasury bills (secondary market) 3 4 

4-week 0.02 0.04 0 02 0.02 0 02 0.02 0.03 0.03 

3-month 0 04 0.03 0.04 0.03 0.03 0.03 0.03 0.03 

6-month 0.05 0 05 0.05 0.05 0 05 0.05 0 06 0.05 

1-year 0.10 0.11 0.10 0.10 0 09 0 10 0.10 0 10 

Treasury constant maturities 

Nominal L!J 

0.02 0 02 0.02 0.02 0 03 0.03 

0.04 0.03 003 003 003 003 

0 05 0.05 0 05 005 0.06 005 

0.11 0.11 0.09 0.11 0.11 0.11 

0 51 0 50 048 0 51 0.48 0.47 

0.97 0.95 0 94 0.97 0.93 0 93 

1.65 163 163 1.66 163 1.63 

1-month 

3-month 

6-month 

1-year 

2-year 

3-year 

5-year 

http://www.federalreserve.gov/releases/hl5/2O 140902/ 12/9/20 14 
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Instruments 

i !  
2014 I 2014 1 2014 1 2014 
Aug i Aug i Aug 1 Aug 
26 I 27 i 2 1  1 29 

i i - 
7 - w r  2.09 2.08 2.05 2.04 2.05 

1-r 2.39 2.39 2.37 2.34 2.3 

I 2.88 2.89 2.85 2.82 2.8 

3.15 1.08 3.0 
c 

Week Endii 

Aug t Aug 
-i- 

j I "t 
2.85 2.93 

3.20 

w e a r  -0.09 -0.15 -0.15 -0.14 -0.13 -0.13 I -0.19 I -0.21 1 
7-yur 0.18 0.16 0.18 0.19 0.2' 

10-yur 0.24 0.25 0.23 0.21 0.2 

IO-yur  0.56 64 0.61 1.58 0.6 

30-year 0.86 88 0.85 1.82 0.8 

Inf lat ion- lndd long-term average12 0.61 63 0.60 1.57 0.6 

' n t u a t  rata swaps 

1-year 0.34 

2-year 0.72 - 
1.15 

53 I 1.51 
- 

:T 
.52 1.5 

80 1.78 
I 

0.85 

I 

1.52 

.78 1 1.78 1.79 1 

I 4.10 

Footnotes 
1. The daily effective mml funds rate k a WsiomSd average of rates on bmkored We.. 

2. Weekly #gums am averages of 7 calendar daya ending on Wednesday of the c*uMt week; monthly figures indude each 
cplandardayinth. m. 
3. AMNUW using a 36fMay year or bank interest 

4. On a discount basis 

5. lntsren mtaa interpolsled from data on certain cornmenial papar trades mttled by The DspoSnoly Trust Company. The trades 
repssd salsa of wmmercid paper by dealers or dimd issuers to invastom (that is, the orrer side). The 1; 2-. and %month rates 
are equivalent to the 30., so; and sodsy dales rep lad  on the Bod's Commerdal Paper Web page 

' 

8. Fm.nckl pppsr thal k insured by the FDIC's Tempormy Liquidity Gusrsntee Program is not exduded from relevant indexes, nor 
is any nnandrl or nonfinancial mmmerdal papw that may be directly or indirectly & c l o d  by one M more of the Federal Rsserve's 
liquklity facilities. Thus the rates p u b l i i d  after Sspternbw 19.2008, likely rellou the dkect or lndimd effects of the new temporary 
pmq.ms and, saordiily. Rely are not mpanble for m e  purposes to rates published prior to that period. 

7. SOWXI: Blownberp mi CTRB iCAP Fixed income 6 Money Market Pmducb 

8. Rate postsd by a malomy of top 25 (by PSMfl In domes* O W S )  insured U.S.h.rtemd commeccial banks. Prime is one of 
sevaml baw rates used by banks to price shwt-term business loans. 

9. The rate charged for diMaunla made and .dvanesa e m  under the Federsl Reserve's primary cnrdit discount window 
mram,  which became effective January 9,2003. This rate raplsccac that for adjustment credit. Wch was discontinued after 
January 8.2W3. For fulther InFWmaIbn. see 
rate reprted is that for Ihe Fedsml Rawrve BMk of New York. Hirtwicri cerier for th. rate on adjustment credit as well es Un, rate 
on primary credit are avPasbe at www.fedenlreserve aov/release$t115/data.ht~. 

10. yields on actively traded minflatiorrindaxed Issue8 adjusted to OOnSht maPnities. The myear Treasury oonshnt mPturity 
d e r  waa dircontinusd on February 18.2002, and reintroduced on February 9,2008. Fmm Fetuuafy 18,2002, to FBbruary 9. 
2006, the U.S. TreasuIy pubHshsd a fador for adjusting th. 
nominal rate. The hirtoricd adjustment fador can be found 
Sowut: U.S. Treasury. 

11. YeMa on Treasury infiabn pmteded securities (lips) edjusted to wnstant maturities. S o w :  U.S. freawcy. Additional 
informakm on both nominal and infla(i0nindexed yields may bs fwnd at 

.The 

http://www. federalreserve.gov/releases/h15/20 1409021 
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Kelcaze Date: October 6 .  2014 
~- 

The weekly release is posted on Monday Dally updates of the weekly release are posted Tuesday through Fnday on this slte If Monday is a holiday, the weekly release will be posted 
on Tuesday after the hollday and the dally update unll not be posted on that Tuesday 

October 6,2014 
H.15 Selected Interest Rates 
Yielh in percentper annum 

Instruments 

............. .......... ..... _.- - . ._ - _ _  - - I - . - . - . 
Federal funds (effective) 1 2  3 0.08 0.07 0.09 0.09 0.09 0.09 0 09 0.09 

Commercial Paper 3 4 5 6  
- 

* -  _ _ _ .  

Nonfinancial 

1-month 0.06 0.04 0.05 0.06 0.06 0.05 0.06 0.06 

2-month 0.08 0.05 0.07 0.08 0.08 0.07 0.07 0 08 

3-month 0.09 0.05 0.09 0 11 0.11 0.09 0.10 0.10 

- 

Financial _ _ _  
1-month ma. 0.06 0.07 0.08 0.08 o 07 0.09 0.09 

2-month n.a. ma. 0.09 0.09 0.10 0.09 0.10 0.10 

3-month 0.13 0.11 0.12 0.10 0.13 0.12 0.11 0.12 

.. 

. ._ __I 

Eurodollar deposits (London) 3 I 
1-month 0 17 0.17 0.17 0.17 0.17 0.17 0.17 0.17 

3-month 0.24 0.24 0.24 0.24 0.24 0.24 0.24 0.24 

6-month 0 36 0.36 0.36 0.36 0.36 0.36 0.36 0.36 

Bank prime loan 2 3 B 3.25 3 25 3.25 3.25 3.25 3.25 3.25 3.25 

Discount window primary credit 2 9 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75 

U.S. government securities 

Treasury bills (secondary market) 1 _4 

4-week 0.01 0.02 0 01 0 01 0.01 0.01 0 01 0.01 

3-month 0.02 002 0.02 0.01 0.01 0.02 0.01 0 02 

6-month 0.05 0.03 0.04 0.03 0.03 0.04 0 03 0.04 

I-year 0 10 0.11 0 09 0.09 0.09 0.10 0.10 0.10 

Treasury constant maturit ies 

Nominal 1p 

I -month 

3-month 

6-month 

1-year 

2-year 

3-year 

5-year 

0.01 002 0.01 0.01 

0.02 0.02 0.02 0.01 

0.05 0.03 0 04 0.03 

0 11 0.13 0.10 0.10 

0.58 0.58 0.53 0 53 

1.06 107 1.00 1.01 

1.77 1.78 1.69 1.70 

0.01 0.01 0 01 0 01 

0.01 002 001 0 02 

0.03 0 04 0 03 0.04 

0 11 0.11 0.10 0 11 

0.57 0 56 0.58 0.57 

1.05 1.04 1.06 1.05 

1.73 1.73 1.79 177 
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Instruments 

I I I 1 I 

1.21 3.12 I 3.15 I 3 i3 I 3.16 I 3 25 

-_ I I 
7-yur 2.21 I 2.22 2.12 2.14 2.16 I 2.17 2.24 

22% 2.52 2.42 2.44 2.45 2.47 2.55 

2.91 1.98 2.87 2.90 2.89 2.92 3.01 
I - 

30-y-r 

Infiation I n d u d  AI 
--fl 

5-year 0.u 1.22 -- 
7-ymar 0.4d 1.51 0.36 0.41 0.42 I 0.43 0. 

lO-yM? O S !  1.55 0.46 0.49 0.52 0.51 0.54 

0.85 1.89 0.8" n *7 0.84 0.85 n 89 20-year 

3o-yMP I.M 1.10 1.a 1.04 1.05 09 

Inflation-Indexed long-term averages 0.90 0.92 0.82 0.85 0.85 0.89 

- 
-- 

Interest rate swaps L3 
l y e a r  0.36 0.37 0.35 0.35 0.36 0.36 0.36 

2014 I 
Sep I 

2-year 

3-year 

Cyea? 
- 

8-yMr 

7-*mar 

LO-year 

3Dyear 

Corporate bonds 

0.46 

Moody's 8omson.d I I 
Aaa 4.0; ' 1.05 3.9 ' 3.99 I 4. 4.11 

8aa r L' -A. . 'J 4.76 4. 4.Ib 4.82 4.80 

State &local bonds S 4.11 4 11 4.11 4.13 

Conventional mortgages A6 4.19 4. 4.16 

- 
-. -_ 

n.a. Notavailable. 

Footnotes 
1. The daily effective federal funds rate is a wdghted avera@s of rates on bIUksNd trader 

2. Weekly t l g ~ ~ r  are averages of 7 calendar day8 endii on Wedmsdey of the current wesk; monthly figures include each 
EDlendu day in the month. 

3. Annualized using a 38o-dsy year or bank Interest. 

4. On a di.counb basis. 

5. Interest rates interpolpted from data on wltain commwdal paper trude6 settled by The Oepodtory TRtrt Company. me trades 
represent d e s  of commercial p8per by daslsn or dimd l s l ~ l e ~  to Invbcrtonr (that is. the offer sib). TIM 1-, 2-. and 3-month rates 
are equhrnlent to the 30-.60-. and Sway dates reported on the Boarbs Comme&l Paper Web page 
~ . e d e n d ~ S C l M . O O V ~ ~ ~ .  

8. Fmandal psper msC Is inowed by the FDIC8 Tempmy Uquidlty GuRDntes FVogmm Is not exduded horn relevant indexes, nor 
is any Rnandal or nonfinandal mmmwdal paper that may be dkedly or in- afkcted by om or more of the F W  Reserve's 
liquidity facilities. Thus the rates published after September 19,2008, likely relied the dimt or indW effects of the new temporary 
pmgrans and. accordii. IRdy are not mparable for m e  purposes to rates published prior to that period. 

7. Sowce: Blo0mbarg and CTRB ICAP Fixed Income & Money M a h t  Prodw4s. 

8. Rate posted by a rnaJority of top 25 (by assets In domestic omcSs) insured U.S.-chartered mmmerdsl benks. Prime is one of 
wwral base rates used by banks to prlw short-term business loans. 

9. The rate Chaged for di~nxlnts mado and advances extended under the Federal Rerewe's primary credit discount window 
program. WMch beams erhctive January 9.2003. This rate replacer th.1 for adjustment credit, which was discontinued after 
January 8.2003. For fu~ther Wonnation, sea 
fate repofled Is lhat fw the Federal R e m  
on primary a d i t  am available at ww federalreserve aov/releasesml5/data htQ. 

10. Yields on sdivaly Wed non-infie(iorrWxed issues adjusted to constant maturities. The %year Treasury constant maturity 
d e s  was discomtinusd on Febnury 18.2W2. and rebrtroducsd on February 9.2006. From February 18,2002, to Februpry 9, 
2wB, the US. Treasury published a factor for adjusting the daily nominal 20-year constant maturity in adar to estimate a =year 
nominal rate. The historical adjustment factw can $e found at 
Swne: US. Treasuty. 

The 
Vle rate 
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FRB: H. 15 Release--Selected Interest Rates--November 3,2014 Page 1 of 3 

Selected Interest Rates (Weekly) - H. 15 Ea lldl,l&E a m  

Cumnt Release gmlvU&te &&&&&& &,g! Announcements IechnicPlQ&AS 

me WWMy rebaa I5 posted on Mardry. DaiM updeter d tha WMlkly release are posted Tuesday thWgh ~rlday on Ws dte. n Mondpy is B hONday, the weekly release wiii be posted 
on Tuesday eltartha holiday and the daily updae Mi not ba posted on thet Tuesday. 

November 3,2014 
H. 15 Selected Interest Rates 
Ylelrlrinpwrrntpvonnarn 

- -  __ . - . - - - - 

lnstruments 

Eumdollw deposita (London) 1 L 
1-month 3.17 I 0.17 0.17 ' 17 0.17 0.17 0.17 

3-month 24 0.24 0.24 0.24 

Cmonth 36 0.36 0.36 0.36 

Bank prime loan 2 1 B 25 3.25 3.25 3.25 

Dkount window primary e d i t  2 P 0.75 0.75 0.75 0.75 0.75 , 
U.S. government MeurRiar 

1 

- 
t I 

Treasury bills (secondary milrket) 1 S - 
+weak 0.03 0.02 0.01 0.01 0 .w  I U.UL I U.W I u.uL 

3-month 0.02 I 0.02 I 0.03 0.01 J 0.01 0.02 I 0.02 0.02 

0.0 0.05 0.07 0.06 .OS 0.06 06 0.05 &month 

1-year 
A 

Treasuw comtant maturities 

2 I 0.02 I 0.03 I 0.01 .02 I 0.02 I 3-month 

&month 0.0 0.05 

I 0.11 F 0.11 1-year 

2-year 0.42 0.48 0.48 0.50 0.46 0.40 0.45 

3-year 0.84 0.93 0.91 0.95 0.89 0.80 0.W 

&year 1.53 1.61 1.58 1.62 1.57 1.47 1.5! 

1 L 

I I 
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FRB: H. 15 Release--Selected Interest Rates--November 3, 201 4 

7-year 

10-yur 

20-year 

30-yur 

Infhtion-in1 

In- I 

1-year 

2-year 

3-year 

C y w r  

5-yur 

7-yur 

10-year 

30-yur 

Corporate bonds 

wdy's Huonr 

-1 
8.. 

State 01 low1 bond# 

+ 

0.35 

0.70 

0.95 

0.72 

- 
- 
_I 

0.3e 

0.74 

O.% 
CI 

n.a. Not available. 

Footnotes 
1. The daily s(lscbive federal funds rate ia a weighted awraga of rates on bmkersd trades. 

2. wsskfy tigums am werages of 7 cnlendar days endi i  on Wedmsday of the mnt weak; monthly  res klduda each 
cslendar day in the month. 

3. Annuanzed using a %way year or bank interest. 

4. On a discount baris. 

5. Intarest rates i i l tEWted tmm dSt0 On Certain Wtnmwdal papm trades MtUed by The OaposaWy TNst Company. Ths trsdes 
represent d e s  of awnmenial paper by dealam or direct issum to investon (that is, the ofkr ride). The 1 -, 2-, and %month rates 
am equivalent to the 30.. E+, md 904ay dates reported on the Bosdr Cornmemid Paper Web page 

6. F i a l  paper that is insured by the FDIC's Temporary Liquidity Guarantae Program is not exduded from relevant indexes. nor 
is any flnndal or nominsndai commsnial paper that may be dbsdly or indirectly rfleded by om or more of the Fedecsl Reserve's 
liquklity fadlities. Thus the rates puMished aftar September 19, xxH1, likely refled the direct or indirect Me& oi the new temporary 
pmgmms awl, scmrdingly, likely an, not comparable for same purpose$ to rates plbllshad pior to that period. 

7. Soma: BMombefg and CTRB ICAP Fmed l m e  (I Money Market Fmduc(r. 

8. Rate posted by a majwity of top 25 (by assets in domestic off~ces) insured U.S.-Chartemd cnnmerdal banks. Prime is one of 
several bare rates uaad by banks to price short-term business loans. 

9. The rate &aged for discounts made and advances exlectended under the F e r n  Resew's primuy credit discount window 
pmqnm, which became effective January 9,2003. This rate repraws that for adjustment credit. WMCh was discontinued anm 
January 8,2W3. For furlher infonnstion, MH) 

rate repfled is that for the Federal Reserve 
on primary credit are available at w.federalreswve aov/reieaseshl !j/data.htq. 

10. Yidds on actively traded non-inMon-indexed issues adjusted lo constsat mstwities. The 30yesr Treasury constant maturity 
sMieS was dircOntinued on Fsbnrery 18.2002, .nd reintmduced On February 9,2wB. From F e b ~ a ~ y  18,2002, to February 9, 
2006. PItr U.S. Treasury published a factor for adjusting the d 
mnhai rsts. The Mstorkal adjustment factor can be found at 
Sourn: US. Treaswy. 
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Bureau of Labor Statistics Data Page 1 of 2 
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Labor Force Statistics from the Current Population Survey 

Series Id: LNS14000000 
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Download: 
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Unemployment Rates for States 
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Schedule 1 
Page 1 of 1 

EPCOR Water Arizona, Inc. 
Test Year Ending June 30,2013 
Docket No. WS-01303A-14-0010 

DIVIDEND PAYOUT PERCENTAGE - PROXY COMPANY'S 

Company 
1 American States Water Co. 
2 Net Income 
3 Dividend Paid 
4 Percentage Payout 
5 
6 American Water Works Co., Inc 
7 Net Income 
8 Dividend Paid 
9 Percentage Payout 
10 
11 Aqua America, Inc. 
12 Net Income 
13 Dividend Paid 
14 Percentage Payout 
15 
16 Artesian Resources Corp. 
17 Netlncome 
18 Dividend Paid 
19 Percentage Payout 
20 
21 California Water Service Group 
22 Net Income 
23 Dividend Paid 
24 Percentage Payout 
25 
26 Connecticut Water Service, Inc. 
27 Netlncome 
28 Dividend Paid 
29 Percentage Payout 
30 
31 Middlesex Water 
32 Net Income 
33 Dividend Paid 
34 Percentage Payout 
35 
36 SJW Corporation 
37 Netlncome 
38 Dividend Paid 
39 Percentage Payout 
40 
41 York Water Company 
42 Net Income 
43 Dividend Paid 
44 Percentage Payout 
45 
46 Total Net Income All Proxy Companies 
47 Total Divident Payout 
48 
49 
50 

$ 45,859 $ 54,148 $ 62,686 
$ 20,552 $ 24,130 $ 29,360 

44.8% 44.6% 46.8% 

$ 309,613 $ 358,070 $ 369,264 
$ 198,258 $ 173,056 $ 199,359 

64.0% 48.3% 54.0% 

$ 143,083 $ 196,580 $ 221,320 
$ 87.133 $ 93,423 $ 102,889 

60.9% 47.5% 46.5% 

$ 6,746 $ 9,846 $ 8,301 
$ 6,191 $ 6,850 $ 7,207 

91.8% 69.6% 86.8% 

$ 37,712 $ 48,828 $ 47.254 
$ 25,674 $ 26,387 $ 291619 

68.1% 54.0% 62.7% 

$ 11,300 $ 13,640 $ 18,296 
$ 8,234 $ 8,505 $ 10,796 

72.9% 62.4% 59.0% 

$ 13,447 $ 14,396 $ 16,633 

85.1% 81.1% 71.8% 
$ 11,437 $ 11,679 $ 11,943 

$ 20,878 $ 22,318 $ 22,384 
$ 12,823 $ 13,231 $ 14,443 

61.4% 59.3% 64.5% 

$ 9,084 $ 9,303 $ 9,654 
$ 6,708 $ 6,929 $ 7,214 

73.8% 74.5% 74.7% 

$ 597,722 $ 727,129 $ 775,792 
$ 377,010 $ 364,190 $ 412,830 

63.1% 50.1% 53.2% 

51 AVERAGE DIVIDEND PAYOUT PERCENTAGE - PROXY COMPANIES 54.94% 
52 



AMERICAN STATES WATER COMPANY 
CONSOLIDATED STATEMENTS OF CHANGES 

IN COMMON SHAREHOLDERS’ EQUITY 

Common Shares Earnings 
Number Reinvested 

of in the 
(in thousands) Shares Amount Business Total 
Balances at  December 31,2010 
Add: 

Net income 
Issuance of Common Shares 
Exercise of stock options 
Tax benefit from employee stock-based awards 
Compensation on stock-based awards 
Dividend equivalent rights on stock-based awards not paid in 
cash 

Deduct: 
Dividends on Common Shares 
Dividend equivalent rights on stock-based awards not paid in 
cash 

Balances a t  December 31,2011 
Add 

Net income 
Exercise of stock options and other issuance of Common Shares 
Tax benefit from employee stock-based awards 
Compensation on stock-based awards 
Dividend equivalent rights on stock-based awards not paid in 
cash 

Deduct: 
Dividends on Common Shares 
Dividend equivalent rights on stock-based awards not paid in 
cash 

Balances at  December 31,2012 
Add 

Net income 
Exercise of stock options and other issuance of Common Shares 
Tax benefit from employee stock-based awards 
Compensation on stock-based awards 
Dividend equivalent rights on stock-based awards not paid in 
cash 

Deduct: 
Dividends on Common Shares 
Dividend equivalent rights on stock-based awards not paid in 
cash 

Balances at December 31,2013 

37,262 $ 227,385 $ 150,156 $ 377,541 

1 
138 1,658 
178 2,350 

336 
1,474 

103 

45,859 
1,658 
2,350 

336 
1,474 

103 

r b  20,552 

103 103 
175,360 408,666 37,578 233,306 

I 54,148 
896 13,295 13,295 

890 890 
1,710 1,710 

121 121 

-@ 24,130 

121 121 
3 8,474 249,322 205,257 454,579 

247 
1 1 62,686 

1,026 1,026 
1,362 1,362 

2,111 2,111 

140 140 

[ 1 29,360 

140 140 
38,721 $ 253,961 $ 238,443 $ 492,404 

The accompanying notes are an integral part of these consolidatedfinancial statements. 



American Water Works Company, Inc. and Subsidiary Companies 

Consolidated Statements of Changes in Stockholders' Equity 
(In thousands, except per share data) 

Preferred 
Stock of 

Subsidiary 
Companies 

Without Accumulated 'zZkry 
Other Mandatory Total 

Loss Shares Cost Requirements Equity 

Common Stock 

Shares Value Capital Deficit 
Par Paid-in Accumulated Comprehensive At Redemption Stockholders' 

Balance at December 31,2010 174,996 $1,750 $6,156,675 $(LnCn ---' * (71,446) (1) $ (19) $ 4,547 $4,132,272 
- - 309,613 

7- -- 
Net income - - - - - 
Direct stock reinvestment 

and purchase plan, net 
of expense of $19 64 1 1,807 

Employee stock purchase 

S tock-based compensation 
activity 483 5 18,543 (92 1 ) 19 - 17,646 

Other comprehensive loss, 
- (26,231) - - - (26,23 1) 

- - (198,258) 
net of tax of $(16,507) 

Dividends ,4 (97,677) 0 $ 0 $ 4,547 $4,240,384 
- 358,070 Net income - - - - - 

Direct stock reinvestment 
and purchase plan, net 

- 2,092 of expense of $14 60 0 2,092 
Employee stock purchase 

- 31 1,046 - 4,353 
S tock-based compensation 

activity 1,177 12 36,688 (1,168) - (31) (1,046) - 34,486 
Subsidiary preferred stock 

- (2,827) (2,827) 
Other comprehensive loss, 

- - (1 8,5 14) 
- - (173,056) 

$(116,191) 0 $ 0 $ 1,720 $4,444,988 
- 369,264 

net of tax of $(12,113) 
Dividends - - - 

Balance at December 31,2012 176,988 $1,770 $6,222,644 Fl, 

- 1,808 - - - 

plan 121 1 3,533 - - - - - 3,534 

- 

- - 
- - -p- L--- - - -- 

Balance at December 31,2011 175,664 $1,757 $6,180,558 $(1 

- - - - 
plan 87 1 3,306 - 

redemption - - - - - - 

- - - 
- -- -- - 

- 
i (189514) - 

Net income - - L -  - - 1  Direct stock reinvestment 
and purchase plan, net 

- 2,123 
Employee stock purchase 

- 4,555 
Stock-based compensation 

activity, net of expense 
of$ l l  1,227 12 32,076 (648) - (132) (5,043) - 26,397 

Subsidiary preferred stock 
(1,720) ( 1,720) 

Other comprehensive 

of expense of $49 53 1 2,122 - 

plan 111 1 4,554 - - 

redemption - - - - - - - 

income, net of tax of 
$52,782 - - - 81,556 - - - 81,556 

- (199,359) -- -I -- - 
Balance at December 31,2013 178,379 $1,784 $6,261,396 $(-,495,698) $ (34,635) (132) $(5,043) $ 0 $4,727,804 

- - - - - - Dividends 

-- - -- - -- ~- 

The accompanying notes are an integral part of these consolidated financial statements. 
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AQUA AMERICA, INC. AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF EQUITY 

(In thousands of dollars) 

Accumulated 
Capital in Other 

Common excess of Retained Treasury Comprehensive Noncontrolling 

stock parvalue earnings stock Income Interest Total 

Balance at December 31,2010 

Net income 

Purchase of s u b s i w  shares from 
noncontrohg interest 

572 $ 1,174,826 

143,083 14 

Other comprehensive loss, net of income tax 
of $130 

Dividends 

Sale of stock (753,958 shares) 

Repurchase of stock (5’1,431 shares) 

Equity Compensation Plan (79,133 shares) 

Exercise of stock options (530,613 shares) 

Stock-based compensation 

Employee stock plan tax benefits 

Balance at December 31,201 1 

Net income 

Purchase of subsidmy shares from 
noncontrolling interest 

Other comprehensive loss, net of income tax 
of $76 

Dividends 

Sale of stock (726,093 shares) 

Repurchase of stock (77,355 shares) 

Equity Compensation Pkn (19,015 shares) 

Exercise of stock options (1,041,796 shares) 

Stock-based compensation 

Balance at December 31,2012 

Net income 

Other comprehensive &in, net of income tax 
of $125 

Dividends 

Stock split 

Sale of stock (449,129 shares) 

Repurchase of stock (415,233 shares) 

Equity Compensation Plan (43,500 shares) 

Exercise of stock options (1,566,089 shares) 

Stock-based compensation 

295 11,987 

32 (32) 

(87,133) 

12,607 

(1,163) 

6,603 

3.892 

212 6,391 

3,964 (72) 

(573) (573) 

69,762 686,106 508,334 (13,145) 256 504 1,251,817 

17 196,580 

(333) (333) 

(141) 

(93,423) 

13,190 

(1,818) 

I- 
285 12,610 295 

- (1,818) 

8 (8) 
417 14,181 14,598 

5,422 

70,472 718,482 611,303 (14,668) 115 188 1,385,892 

5,593 (171) 

20 221,320 

231 231 

(102,889) 
17,655 (17,655) 

188 9,693 409 

17 (1 7) 

- (12,823) 

632 25,066 

5,066 (442) 

10,290 

(1 2,823) 

25,698 

4.624 
2.700 Employee stock plan tax benefits 

Balance at December 31,2013 

See accompanying notes to consolidated financial statements. 
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Jable of Contenrr 

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY 
In thousands 

Common Shares 
Outstanding Common Shares 
Class A Non- Outstanding SI Par Value Class SI Par Value Class Additional Paid-in 

Voting (1) (3) (4) Class B Voting (2) A Non-Voting B Voting Capital Retained Earnings Total 

Balance as of December 3 1, 
2010 

Net income 
Cash dividends declared 

Common stock 
Issuance of common stock 

Stock issuance 
Dividend reinvestment 

Employee stock options 

Emolowe Retirement Plan 

plan 

and awards(4) 

6,155 882 S 6,155 S 882 S 69,989 S 17,520 95.146 

- 
888 

21 

25 

- 
888 

21 

25 

- 
14,146 

313 

543 - 

6,146 

(6,191) 

15,634 

394 

568 

700 

201 1 7,129 882 S 882 S 86,311 S 18,075 S 112,997 

40 - 660 - 6) 40 - 
Balance as of December 3 1, 

22 

58 

Net income 
Cash dividends declared 

Common stock 
Issuance of common stock 

Dividend reinvestment 

Employee stock options 

Employee R e t i i t  Plan 

plan 

and awards(4) 

399 19 - 380 - 19 - (3) 
Balance as of December 3 1, 

22 

58 

439 

1,269 

I 9,846 

(6,850) I 
461 

- 1,327 

- 

2012 

Net income 
Cash dividends declared 

Common stock 
Issuance of common stock 

Dividend reinvestment 

Employee stock options 

Employee Retirement Plan 

Plan 

and awards(4) 

(3) 
Balance as of December 3 1, 

2013 

7,828 882 S 7,828 S 882 S 88.399 s 21,Wl s 118,180 

27 

68 

21 

68 

512 

1,340 - 
599 

1,408 

555 

1,948 882 s 1,948 S 882 S 90,841 s 22,165 S 121,836 

25 - 530 - 25 - 

(1) 

(2) 
(3) 

(4) 

At December 31,2013,2012. and2011. Class A Common Stock had 15.000.000shares authorized. For thesameperiods, shares issuedwere 7,977,546, 7.856.485 and 
7,753,730. respectively. 
At December 31.2013.2012. and 2011. Class B Common Stock had 1.040.000 shares authorized and882.000 shares issued. 
Artesian Resources Corporation registered 500,000 shares of Class A Common Stack available for purchase through the Artesian Retirement Plan and the Artesian 
Supplemental Retirement Plan. 
Under the Equity Compensation Plan. effective May 25, ZOOS Artesian Resources Corporation authorized up to 500,000 shares of Class A Common Stock for issuance of 
grants in forms of stock options. stock units, dividend equivalents and other stock-based awards, subject to a&ustment in certain circumstances as discussed in the Plan. 

The notes are on integralpart of the consolidatedjinancial statements. 
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CALIFORNIA WATER SERVICE GROUP 

Consolidated Statements of Common Stockholders’ Equity 

For the Years Ended December 31,2013,2012 and 2011 

Balance at December 31,2010 
Net income 
Issuance of common stock 
Dividends paid on common stock ($0.615 per share) 

Balance at December 31,2011 
Net income 
Issuance of common stock 
Dividends paid on common stock ($0.630 per share) 

Balance at December 31,2012 
Net income 
Issuance of common stock 
Dividends paid on common stock ($0.640 per share) 

Balance at December 3 1,2013 

Common Stock Additional 
Paid-in Retained 

Shares Amount Capital Earnings 
(In thousands) 

-- 
41,667 $ 416 $ 217,309 $ 217.801 
- - - 

150 2 2,263 
- - - -- 

41,817 418 219,572 229,839 
- - - 
91 1 1,441 
- - 

7 -- 
41,908 419 221,013 2 

5,833 58 107,351 

Total 
Stockholders‘ 

Equity 

$ 435,526 ’ 37,712 
2,265 

(25,674) 

449,829 
48,828 

1,442 
1 (26,387) 

473,712 
47,254 

107,409 
(29.619 

47,741 $ 471 $ 328,364 $ 269,915 $ 598,756 -- 
-- 

See accompanying Notes to Consolidated Financial Statements. 
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NOTE 4: RETAINED EARNINGS 

CONNECTICUT WATER SERVICE, INC. 

The summary of the changes in Retained Earnings for the period January 1,2011 through December 31,2013, appears below: 

(in thousan& except per share data) 
Balance, beginning of year 
Net Income 

Sub-total 
Dividends declared: 

Cumulative Preferred Stock, Series A, $0.80 per share 
Cumulative Preferred Stock, Series $0.90, $0.90 per share 
Common Stock: 

$0.98, $0.96 and $0.94 per Common Share in 2013,2012 and 2011, 
respectively 

Balance, end of year 
Total Dividends Declared 

2013 2012 201 1 

- i i  t-- 
12 12 12 
26 26 26 

- 1 - 
$ 6 , 8 0 4  $ 46,669 

NOTE 5: ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS) 

The changes in Accumulated Other Comprehensive Income/(Loss) ("AOCI") by component, net of tax, for the year ended 
December 31,2013, (in thousands): 

Interest Rate Unrealized Gains Defined Benefit 
For the year ended December 3 1,2013 Swap on Investments Items Total 
Beginning Balance (a) $ (41) $ 69 $ (1,356) $ (1,328) 
Other Comprehensive Income Before 
Reclassification 
Amounts Reclassified from AOCI 
Net current-period Other 
Comprehensive Income 
Ending Balance 

165 672 837 
41 25 310 376 

41 190 982 1,213 

$ - $  259 $ (374) $ (115) 

41 25 310 376 

41 190 982 1,213 

$ - $  259 $ (374) $ (115) 
(a) All amounts shown are net of tax. Amounts in parentheses indicate loss. 
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MIDDLESEX WATER COMPANY 
CONSOLIDATED STATEMENTS OF COMMON STOCKHOLDERS' EQUITY AND 

COMPREHENSIVE INCOME 
(In thousands) 

Balance at January 1,20 1 I 

Net Income 
Dividend Reinvestment & Common Stock Purchase Plan 
Restricted Stock Award, Net - Employees 
Stock Award - Board Of Directors 
Cash Dividends on Common Stock 
Cash Dividends on Preferred Stock 

Balance at December 3 1,201 1 

Net Income 
Dividend Reinvestment & Common Stock Purchase Plan 
Restricted Stock Award, Net - Employees 
Stock Award - Board Of Directors 
Cash Dividends on Common Stock 
Cash Dividends on Preferred Stock 

Balance at December 3.1,2012 

Net Income 
Dividend Reinvestment & Common Stock Purchase Plan 
Restricted Stock Award, Net - Employees 
Stock Award - Board Of Directors 
Conversion of $8.00 Convertible Preferred Stock 
Cash Dividends on Common Stock 
Cash Dividends on Preferred Stock 

Balance at December 31.2013 

See Notes to Consolidated Financial Statements. 

Common Common 
Stock Stock Retained 
Shares Amount Earnings Total 

15,566 $ 139,534 $ 33,745 $ 173,279 

82 
30 
4 

1,504 
323 

71 

1 3,447 
1,504 

323 
71 

86 1,587 
21 
6 

448 

14,396 
1,587 

448 
105 105 

(1 1,679) 
(206) 

15,795 $ 143,572 $ 38,060 $ 181,632 

82 
26 

5 
55 

40 

1,653 
388 
1 05 
467 

16,633 
1,653 

388 
105 
467 

(11,943) 

15,963 $ 146,185 $ 42,560 $ 188,745 
(190, (190) 



S J W  Corp. and Subsidiaries 
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY 

(in thousands, except share and per share data) 

Common Stock Additional 
Number of Paid-in Retained 

Shares Amount Capital Earnings 
Balances, December 31,2010 ........ 18,551,540 9,662 23,443 219,568 

Accumulated 
Other 

Comprehensive 
Income 

2,359 

Total 
Shareholders' 

Equity 

255,032 

- 1  - 20,878 Net income .................................... - - 
Unrealized loss on investment, 
net of tax effect of ($59) ................ 
Share-based compensation ............ - 

similar instruments ........................ 13,896 

Employee stock purchase plan ...... 25,712 

- 

Exercise of stock options and 

Dividend reinvestment and stock 
purchase plan 1,679 1 38 ................................. 39 

- - (12,823) 
9,684 24,552 227,494- 2,274 264,004 

I - 22,3 18 

36 36 
43 6 

370 
588 

83 

- - 
Dividends paid ($0.69 per share) .. - - 

........ Balances, December 31,2011 18,592,827 
.................................... Net income - - - 

Unrealized loss on investment, 
net oftax effect of $0 

564 (128) Share-based compensation - - 
Exercise of stock options and 
similar instruments 44,784 23 347 - 
Employee stock purchase plan 29,468 15 573 - 

purchase plan 3,487 2 81 
Dividends paid ($0.71 per share) .. - - 

.................... - - - - 
............ - 

........................ 
...... 

Dividend reinvestment and stock 
................................. - - 

. -  (13,231) 
........ 2,310 274,604 

-1 
Balances, December 31,2012 18,670,566 9,724 26,117 

Net income - - - r  - 22,384 
Unrealized income on investment, 

- 1,077 1,077 net of tax effect of $74 1 - - - 

784 Share-based compensation - - 
Exercise of stock options and 

69 similar instruments. 43,665 23 46 

722 
Dividend reinvestment and stock 

84 purchase plan 3,111 2 82 

- 35,894 
- (14,443) 

.................................... 

................ 
............ - 912 (128) 

....................... - 
...... Employee stock purchase plan 30,869 16 706 - 

Common stock issued 1,421,000 740 35,154 - 
Dividends paid ($0.73 per share) .. - - - 

................................. - 
................... 

- ........ 3,387 321,175 I 
Balances, December 31,2013 20,169,211 10,505 63,017 244,266 

(84) 
525 

See Accompanying Notes to Consolidated Financial Statements. 
38 
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THE YORK WATER COMPANY 

Statements of Common Stockholden' Equity 
(In thousands of dollars, except per share amounts) 

For the Yean Ended December 31,2013,2012 and 2011 

Common Common 
Stock Stock Retained 
S h a m  Amount Emrnings Total 

Balance, December 3 1,20 10 
Net income 
Dividends 
Issuance of common stock under 

dividend reinvestment, direct stock and 
employee stock purchase plans 

Balance, December 3 1,201 1 
Net income 
Dividends 
Issuance of common stock under 

dividend reinvestment, direct stock and 
employee stock purchase plans 

Balance, December 31,2012 
Net income 
Dividends 
Retirement of common stock 
Issuance of common stock under 

dividend reinvestment, direct stock and 
employee stock purchase plans 

Balance, December 31,2013 

12,692,054 $ 75,481 $ 91,257 
9,084 'J (6,708) 

99,617 1,632 1,632 
12.791.67 1 77,113 - 1R 147 95,265 

9.303 
(61929) 

126,962 2,186 2,186 
12,918,633 79,299 20,576 99,825 

9,654 

155,062 3,018 3,018 
12,979,281 $ 80,545 S 22,966 $ 103,511 

The accompanying notes are an integral part of these statements 

Table of Contents 
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DIVIDENDS PAID OUT - SEE ATTACHED FROM COMPANY 

Date Earninqs Date Dividends 

December 31,2012 $ 10,319,000 December 31, 2012 $ 10,378,122 

December 31,201 3 $ 14,773,000 December 31,201 3 $ 3,691,533 

June 30, ,2014 $ 4,745,000 June 30, ,2014 $ 9,892,890 

29,837,000 TOTAL $ 23,962,545 TOTAL $ 

PAYOUT RATIO 80.31 % I 

The above details provided by the Company in DR# 14.03 
and DR #26.2. See attached 
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EPCOR Water Arizona 
Docket No. WS-01303A-14-0010 

Response t o  Data Request No. RUCO 26.1 

Sun City Water 
Test Year Ended June 30,2013 
Statement of Changes in Stockholders Equity 
Total Company 

Shares 
Line Outstanding 
- No. 
1 Balance, June 30,2010 $ 104,576 $ 
2 
3 Net Income 
4 
5 Dividends Paid 
6 

Exhibit 
Schedule E-4 

Page 1 
Witness: 

Common Additional Retained 
- Stock Paid-In-CaDital Earninas Total 

522,880 $ 184,709,272 $ (30,778,554) $ 154,453,598 

Recap Schedules: 
D-1  

$ 6,093,560 $ 6,093,560 

(1,603,150) (1,603,150) 

7 Other/Reclass J J 

8 
9 Balance, June 30,2011 $ 104,576 $ 522,880 $ 184,842,430 $ (26,288,139) $ 159,077,171 
10 
11 Net Income $ 12,669,041 $ 12,669,041 
12 
13 Dividends Paid (5,3 18,736) (5,318,736) 
14 
15 Other/Reclass (177,954) (177,954) 
16 
17 Balance, June 30,2012 5 104,576 $ 522,880 $ 184,882,920 $ (19,115,788) $ 166,290,012 
18 
19 Net Income $ 10,210,179 $ 10,210,179 
20 
21 Dividends Paid (10,378,122) $ (10,378,122) 
22 
23 Other/Reclass (10,588,445) $ (10,588,445) 
24 
25 Balance, June 30,2013 $ 104,576 $ 522,880 $ 184,882,920 $ (29,872,177) $ 155,533,624 
26 
27 Net Income $ 13,822,254 $ 13,822,254 
28 
29 Dividends Paid (13,584,423) $ (13,584,423) 
30 
3 1  Other/Reclass 3,605,975 $ 3,605,975 
32 
33 Balance, June 30,2014 $ 104,576 $ 522,880 $ 184,882,920 $ (26,028,371) $ 159,377,430 
34 
35 
36 
37 
38 
39 
40 
41  
42 
43 Supporting Schedules: 
44 D-2 
45 
46 Workpapers & Supporting Documents 
47 
48 
49 
50 

\#7D Fully Allocated Balance Sheet Total Company 

\2013 Sun City Water Sch. A-F Oct 2 0 1 4 . ~ 1 ~  

S:\Cases-Active\Water-Sewer\EPCOR Water (14-0010)\Discovery - EPCOR\EPCOR Responses t o  RUCO\DR 26\RUCO 26.2-EWAZ -Stockholders Equity Rollforward - 6 30 
2014 [%he41 
Page 1 of 1 
1/8/15 



COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Greg Barber 
Title: Control le r 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 14.03 

Q: Dividends/revenues/profit transfers to Parent Company - Please explain the 
Company’s process for transferring revenue/profits or dividends back to the parent 
Company. As part of your response please provide the following information: 
a. The amount of revenue/profits transferred back to the parent Company since 

February 2012. If multiple transfers were made please list the amounts 
separate I y . 

b. Are these transactions made annually, quarterly or monthly? 
c. What account(s) on the general ledger are these transactions recorded in. 
d. Please provide the accounting entry to record this transaction. 
e. Please describe how the Company determines its target amount. 
f. If no Dividends/revenues/profits have been transferred to the Parent Company at 

this time, does the Company intent to do so in the future? And if so, please provide 
the estimated amount? 

A: From time to time EWAZ pays dividends to EWUS. To calculate the dividend 
amount, EWAZ determines its net income from the previous 12-months, less any 
dividends paid in that period, and multiplies that amount by 75%. This dividend 
amount is then paid to EWUS. 

a. The following is a list of dividends paid from EWAZ to EWUS since February 2012: 
December 201 2 $1 0,378,122 
March 2014 $ 3,691,533 
June 2014 $ 9,892,890 

b. Dividends from EWAZ to EWUS are nat paid on a periodic schedule, but only paid 
when approved by its board of directors. 

c. The EWAZ dividends are recorded in account # 3200. 
d. The typical entry for an EWAZ dividend is to debit the dividend account, # 3200, 

and credit accounts payable. When the payment is made the entry is to debit 
accounts payable and credit cash. 

e. EWAZ targets 75% of its rolling 12-months net income, less any previous 
dividends paid, for its dividend payment. 

f. Dividends have been paid, therefore, this question is not applicable. 
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Research Update: 

EPCOR Utilities Inc. Upgraded To 'A=' From 
'BBB+' On Strengthening Business Risk Profile; 
Outlook Stable 

Overview 
We are raising our long-term corporate credit and senior unsecured debt 
ratings on EPCOR Utilities Inc. to 'A-' from 'BBBt'. 
The upgrade reflects our assessment of EPCOR's progress on its business 
risk profile, with a decrease in the company's ownership of Capital Power 
L.P. and its continued focus on regulated electricity and water 
businesses. 
The stable outlook reflects our view that EPCOR's high degree of 
regulated water and electricity utilities businesses will continue to 
provide stable and predictable cash flows. 

Rating Action 
On Sept. 26, 2014, Standard & Poor's Ratings Services raised its long-term 
corporate credit and senior unsecured debt ratings on EPCOR Utilities Inc. to 
'A-' from 'BBB+'. The outlook is stable. 

The upgrade reflects our assessment of EPCOR's progress on its business risk 
profile, with a decrease in the company's ownership of Capital Power L.P. and 
its continued focus on regulated electricity and water businesses. 

# 

Under our criteria, to determine the assessment of the business risk profile, 
we combine an assessment of industry risk, country risk and competitive 
position. EPCOR's operations in regulated electricity and water businesses 
account for more than 85% of its consolidated EBITDA. Based on our criteria, 
we assess industry risk for regulated utilities as very low risk. All of the 
company's operations are in Canada or the U.S., which we assess as having a 
very low risk. Based on this and the very low country risk, we have assigned a 
corporate industry and country risk assessment (CICRA) score of 1. Combined 
with a "strong" competitive position, this results in an "excellent" business 
risk profile. 

We view EPCOR's financial risk profile as "intermediate" based on forecast 
funds from operations (FF0)-to-debt of 15%-16%. Although the company has 
access to capital markets to fund acquisitions, it still relies in part on its 
ability to sell its investment in Capital Power to fund the equity portion. To 

WWW.STANDARDANDPOORS.COM/RATIIQGSDIRECT 
THIS WAS PREPARED EXCLUSIVELY FOR PAULINE MER??.. 
NOT FOR REDISTRIBUTION UNLESS OTHERWISE PERWIITTED. 
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Attachment STF JAC 20.1 (a) 
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Research Update: EPCOR Utilities Inc. Upgruded To &#39;A-6#39; From &#39;BBB+&#39; O n  Strengthening 
Business Risk Profile; Outlook Stable 

date, EPCOR has been able to make a number of sales, with the most recent in 
October 2013, and has significantly reduced its investment in Capital Power to 
19%. As per our corporate methodology, and given EPCOR's operations are 
predominately in regulated utilities, we use the low volatility table to 
assess the financial risk profile. 

We have applied a negative comparable rating modifier. We base this 
on financial metrics that are at the lower portion of the intermediate scale 
In addition, the company has indicated a desire to make acquisitions or 
develop competitive transmission that incrementally increases business risk. 
Using the modifier has a negative one-notch impact on the stand-alone credit 
profile. All other modifiers have no impact on the rating. 

Our base-case scenario assumes the following: 
Regulatory structure will continue to be stable, with no material, 
adverse regulatory decisions 
Dividend will continue at the current amount of CS141 million through the 
forecast period. As per the dividend policy, the annual dividend was set 
at CS141 million beginning in 2013 
Nondiscretionary capital spending will be approximately CS300 million per 
year 
GDP growth in Alberta will be approximately 4% 

Based on these assumptions, we have arrived at AFFO-to-debt of 15%-16% for the 
next two years. 

Liquidity 
Our assessment of EPCOR's liquidity is "adequate." We believe liquidity 
sources will be sufficient to cover its uses more than l.lx in the next 12 
months. We also expect that should EBITDA decline by 15%, the company has the 
appropriate liquidity to cover its uses. In addition, we believe the utility 
has well-established, solid relationships with banks and generally prudent 
risk management. 

Principal liquidity sources include the following: 
Cash FFO of CS330 million 
Bank facilities of CS900 million 

Principal liquidity uses include the following: 
Capex of CS461.2 million 
Dividends of CS141.0 million 

Outlook 

The stable outlook reflects our view that EPCOR's high degree of regulated 
water and electricity utilities businesses will continue to provide stable and 
predictable cash flows and that the contribution of the unregulated businesses 
will remain below 15% of total consolidated EBITDA. 

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT 
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Research Update: EPCOR Utilities Inc. Upgraded To &#39;A-&#39; From &#39;BBB+&#39; O n  Strengthening 
Business Risk Profile; Outlook Stable 

Downside scenario 
We could lower the rating if the company aggressively pursues unregulated 
opportunities, including contracted ones, that result in the proportion of 
unregulated EBITDA increasing above 15% of total consolidated EBITDA. A 
negative rating action is also possible during our two-year outlook period if 
adjusted FFO-to-debt falls and stays below 13% based on the low volatility 
table as our criteria outline and assuming the current business risk profile. 
This could occur if EPCOR decides to pursue a large acquisition or development 
project funded with large amounts of debt. 

Upside scenario 
Although we consider it unlikely within the next two years, if FFO-to-debt was 
forecast to be above 23% and backed by strong fundamentals, we could raise the 
rating. 

Anchor: a 

Modifiers 
Diversification/portfolio effect: Neutral (no impact) 
Capital structure: Neutral (no impact) 
Liquidity: Strong (no impact) 
Financial policy: Neutral (no impact) 
Management and governance: Satisfactory (no impact 
Comparable rating analysis: Unfavorable (-1 notch) 

Stand-alone credit profile: a- - Likelihood of government support: low 
Related Criteria And Research 
Related Criteria 
Methodology And Assumptions: Liquidity Descriptors For Global Corporate 

Corporate Methodology, Nov. 19, 2013  
9 Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013 

Issuers, Jan. 2, 2014 

SEPTEMBER 26,9014 4 
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Research Update: EPCOR Utilities Inc. Upgraded To &#39;A-&#39; From &#39;BBB+&#39; On Strengthening 
Business Risk Profile; Outlook Stable 

Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013 
Methodology: Management And Governance Credit Factors For Corporate 

Rating Government-Related Entities: Methodology And Assumptions, Dec. 9, 

2008 Corporate Criteria: Rating Each Issue, April 15, 2008 

Entities And Insurers, Nov. 13, 2012 

2010 

Ratings Raised 

- 7  _. 4 

Complete ratings information is available to subscribers of RatingsDirect at 
www.globalcreditportal.com and at www.spcapitaliq.com. All ratings affected by 
this rating action can be found on Standard & Poor's public Web site at 
www.standardandpoors.com. Use the Ratings search box located in the left 
column. 
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Copyright 0 2014 by Standard &Poor's Financial Services LLC. All rights reserved. 
No content (including ratings, credit-related analyses and data, valuations, model, software, or other application or output therefrom) or any part thereof (Content) may be 
modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of 
Standard & Poor's Financial Services LLC or its affiliates (collectively. %PI. The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party 
providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or 
availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use 
of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS 
OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM 
FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL OPERATE WITH ANY 
SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, 
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by 
negligence) in connection with any use of the Content even if advised of the possibility of such damages. 

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact. 
S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any 
investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The 
Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making 
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While S&P has obtained information from 
sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives. 

To the extent that regulatoiy authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P 
reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising out of the 
assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof. 
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lated water, electric transmission and distribution assets in Canada should 
ial base. The sell down of Capital Power has not had a material impact on 

EUI's business risk profile, as the proceeds have been used to fund the Company's expansion into th -'.S. 
r-m*l-+-A water and waste-water ma.tp+ L... "II*.&""Y .I".. ... 

'a&d Power, the n 

lance sheet remains solid for an entity with relatively lower business risk, 
ver generation business in 2009. 

(3) Diversified asset portfolio. Diversification across different energy segments, water and electric 
transmission and distribution helps to improve stability of earnings and cash flow and to reduce risks associated 
with concentration in one single business. 

Challenges 
(1) Expansion into the United States. The utilities EUI have acquired in Arizona and New Mexico operate 
in more challenging regulatory environments than for utilities operating in Alberta, due to the use of 
historical test years in those states. This increases regulatory risk for the Company and could potentially have 
a negative impact on the timing of capex recovery for the U.S. utilities. Additionally, there is integration risk 
should the Company continue to pursue other acquisitions of water and waste-water utilities in the United 
States. 

(2) High level of planned capex. EUI has experienced a high level of capex as the Company invests in 
enhancing the capacity of its infrastructure and reinforcing the reliability of its system. Gross capex in 2013 
was $444 million and the Company expects to spend a similar level in 2014 ($63 million spent in the three 
months ended March 31,2014 (Q1 2014)). While this has led to a weakening of EUI's debt-to-capital ratio 
(47.8% at Q1 2014 versus 43.9% in 2009), it remains reasonable for the current rating category. The 
Company is expected to fund its capex in a manner that will maintain the debt-to-capital ratio of its regulated 
utilities in line with their respective regulatory capital structures. 

(3) Limited access to equity markets. EUI's ownership structure (100% owned by the City of Edmonton 
(the City)) limits its ability to access equity markets directly. As a result, EUI's free cash flow deficits are 
being financed largely through debt and proceeds from selling down its economic interest in Capital Power. 
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The Company 
EPCOR Utilities Inc. 
builds, owns and 
operates electrical 
transmission and 
distribution networks 
and water and waste 
water treatment 
facilities and 
Infrastructure in Canada 
and the United States. 
The Company also holds 
a 19% economic 
interest in the power 
generation business 
through its equity 
Investment in Capital 
Power L.P. (rated 888). 
The Company is wholly 
owned by the City of 
Edmonton. 

Commercial 
Paper Limit 
$500 million 

Recent Actions 

Confirmed 
M8rch  27,2013 

lnrrght beyond the futmg 

Rating 

Debt Ratlng Rating Action Trend 

Issuer Rating A (low) Confined Stable 
Senior Unsecured Debentures A (low) Confirmed Stable 
Commercial Paper R-1  (low) Confirmed Stable 

Rating Update 

DBRS b-- -nnfimp-’ rL- T-suer D%ing and the Senior Unsecured Debentures rating of - 
and the Commercial Paper rating at R-1 (low), all w le 

:gulated operations of the Company (electric distribution and transmission, and 
water and waste-water) and its reasonable financial risk profile. 

Em’s business risk profile is supported by the Company’s regulated electricity transmission and distribution, 
and water and waste-water operations in Canada, and the reasonable regulatory environment in Alberta. The 
Alberta Utilities Commission (AUC) issued a decision on EPCOR Distribution & Transmission Inc.’s (EDTI) 
2013 capital tracker application in December 2013, approving most of the applied-for amount ($4.87 million of 
$5.03 million). This decision is viewed as positive, as it reduces the uncertainty regarding the recovery of capital 
expenditures (capex) for the Company under the performance-based regulation (PBR) fr-amewc-’- 

ta. The use of 
historical test years in these states’ rate-making process co ‘?r d potennauy maease-lag and negatively 
affect the timing of capex recovery (see Regulation section). 

xtive ofthe current rating .- cs 
in the “A” rating range. The Company’s 
cash flow resulting from the acquisition 01 

@i.o$ going faward wiEl eontime to& EP”̂ ” “‘-*-- *;---- ‘-- mxT-r-- * -  
New Mexico Inc. fWater New Mexico) in late 2 I J V V  I I * @  Znerating fiee cash 
E Z E t s  ror me 9 et >LJ ~n maintainingthe reliabiky of its infrastrucke and expanding 
its system. DBRS expects these free cash flow deficits to remain manageable and be financed in a prudent 
manner in order for the Company to maintain its debt-to-capital ratio in line with the regulatory capital structure. 

- iterma! 

Rating Considerations 

Challenges 
(1) Expansion into United States 
(2) High level of planned capex 
(3) Limited access to equity markets (3) Diversified asset portfolio 

Financial Information 

EPCOR Utilities Inc. 12 mos. Mar. 311 For the year ended December 31  
(CA$ millions) 

:bt - 20141 2013 2012 2011 2010 2009 
4 9 x 1  1,972 1,970 1,699 1,672 1,917 

47.7% 48.1% 43.6% 42.4% 43.9% 
vu_. ..Jw/Total e 16.0% 16.0% 13.3% 11.5% 11.2% 18.3% 

2.19 2.27 1.91 1.27 1.13 2.06 EBIT gross interest coverage (times) (1) 
Net income before non-recumng items 214 234 186 146 115 161 
Cash flow from operations 329 327 214 208 193 356 
(1) Adjusted for operating leases (2) Adjusted for accumulated other comprehensive income. 

U = m  
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Debt and Simplified Organizational Chart 

City of Edmonton 1 (the City) 

I 
100% 
I 

I 

Corporation 
(EPDC) 

Transmission Inc. GP inc. 
(EWSI) (EDTI) (€EA GPI) 

0.1% 

100% 

EPCOR Water (USA) Inc. 
(EWUS) 

EPCOR Water Arizona 

(Water Arizona) I -  Capital Power L.P. 
(Capital Power) 

Rated 666 
Debt owed to EUI: $340 million 

*As of December 31,2013. 

Capital Power L.P. Investment 

Capital Power is a generation entity with over 3,000 megawatts (MW) of net owned capacity and/or power 
purchase arrangements in Alberta, Ontario, British Columbia and the United States. 
EUI currently owns an approximate 19% economic interest via exchangeable units in Capital Power, down 
from the original ownership of 72.2% in 2009, as it monetizes its investment to fund growth in its core 
business. 
As of March 31, 2014, the sum of the market value of EUI's equity interest in Capital Power and the 
balance of the loans receivable due from Capital Power is approximately $824.5 million. 

(CA$ millions) 
EPCOR's Equity Interest in Capital Power (in shares) 
Share Price of Capital Power ($) 
Market Value of Equity Interest in Capital Power 

18.84 
25.12 
484.6 

Loan Receivables from Capital Power 339.9 

Cash from Capital Power Investment and Loan 824.5 

As ofMarch 31,2014 
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Zarnings and Outlook 

:CA$ millions) 
rota1 revenues 
Net sales 
EBITDA 
EBIT 
Gross interest expense 
Net income before non-recurring items 
Reported net income 
Retum on equity (1) (2) 

12 mos. Mar. 31 
2014 

1,940 
973 
404 
262 
121 
214 
156 

9.5% 

Segmented reported EBIT 
Water services 145 
Distribution and transmission 84 
Energy services 26 
Generation 0 
Reported subtotal 255 
Corporate (3) 28 
Reported total 28 3 
(1) Adjusted for operating leases (2) Adjusted for accumulated 

For the year ended December 31 
2013 2012 2011 2010 2009 
1,929 1,931 1,794 1,437 2,354 

979 925 718 689 1,098 
408 359 245 249 51 1 
269 230 140 151 347 
120 123 119 138 169 
234 186 146 115 161 
175 19 144 105 125 

10.5% 8.2% 6.2% 4.8% 5.8% 

140 107 52 64 68 
90 84 69 55 38 
32 29 16 27 103 
0 0 0 0 81 

262 220 137 146 290 
28 32 51 57 30 

290 252 188 203 320 
her comprehensive income. . .  . 

(3) Includes financing revenues on the long-term receivable from Capital Power. 

2013 Summary 
# Net income before non-recurring items increased in 2013 over 2012, due to higher approved customer rates 

for the Canadian water and waste-water operations, a full year’s earnings contributed from Water Arizona 
and Water New Mexico, higher approved rates for transmission, higher equity income from Capital Power 
and lower corporate charges. 
This increase was slightly offset by lower approved customer rates and volumes for electricity distribution 
and lower billing charges due to fewer customer sites billed. 
Reported net income recovered from 2012, which was negatively affected by a $124 million impairment 
charge on the Capital Power investment as the carrying amount of the investment was higher than the 
recoverable amount. 

2014 Summary/Outlook 
Earnings in the 12 months ending March 31, 2014 (LTM 2014), decreased due to weaker earnings from 
EDTI and the energy services segment, as well as lower equity income from Capital Power. 
Higher approved customer rates and increased volumes for water services in Q1 2014 slightly offset this 
decrease in earnings. 
Earnings from the regulated electricity distribution and transmission, and water business are expected to 
represent the majority of total earnings going forward (currently around 81%) as the Company continues to 
monetize its interest in Capital Power. This segment should see higher earnings in 2014 as a result of an 
increase in approved regulated utility rates. 
EUI’s water business is expected to contribute significantly to growth in earnings in the medium- to long- 
term, as the Company continues to pursue development and operation of water and waste-water 
infrastructure for both municipal and commercialhndustrial customers in Canada and the United States. 
Equity income from Capital Power is exposed to volatile Alberta wholesale power prices. 
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Financial Profile and Outlook 

12 mos. Mar. 311 For the year ended December 31 
(CA$ millions) 
Net income before non-recuning items 
Depreciation & amortization 
Deferred income taxes and other 
Cash flow from oDerations 

2014 2013 2012 2011 2010 2009 
214 234 186 146 115 161 
148 145 133 105 98 179 
(3311 (52) (45) (43) (20) 16 
329 I 327 274 208 193 356 

Free cash flow (bef. working cap. changes) 
Changes in non-cash work. cap. items 
Net free cash flow 
Acquisitions & long-term investments 
Proceeds on asset sales 
Payments fiom long-term receivables 
Net equity change 
Net debt change 
Other investing and financing 
Change in cash 

(141) (138) (136) (134) 
( 4 1 1  144) (360) (338) (245) (517) 
(226) (258) (227) (268) (188) (295) 

(277) (317) (173) (324) (193) (376) 

196 196 228 265 212 527 
14 14 25 233 245 39 
0 0 0 0 0 0 

(10) (14) 265 22 (241) (249) 

(51) (59) 54 (56) (5) (81) 

(4) (4) (460) (29) (1) 0 

24 23 31 45 71 (41) 
(57) (102) (84) 212 93 (100) 

Total debt 1,981 1,972 1,970 1,699 1,672 1,917 
Total debt in capital structure (1) (2) 47.8% 41.7% 48.1% 43.6% 42.4% 43.9% 
Cash flownotal debt (1) 16.0% 16.0% 13.3% 11.5% 11.2% 18.3% 
EBIT gross interest coverage (times) (1) 2.19 2.27 1.91 1.27 1.13 2.06 
Dividend payout ratio 66.0% 60.4% 75.8% 94.4% 118.2% 83.3% 
(1) Adjusted for operating leases (2) Adjusted for accumulated other comprehensive income. 

2013 Summarv 

* E h  flow from operations improved over 2012 levels, largely due to higher earnings. 
Capex in 2013 was higher than the previous year due to greater construction activity for the Heartland 

EUI’s dividend policy has remained stable at $141 million per year. 
Cash flow fiom operations were insufficient to fund capex and dividends, resulting in a free cash flow 
deficit. The Company financed this deficit largely through a partial sale of the economic interest in Capital 
Power. 
EUI’s key credit metrics improved in 2013 as the Company experienced stronger earnings and cash flow, 
and did not issue any additional debt. 

Transmission project. 

2014 Summary/Outlook 
Cash flow in LTM 2014 was in line with 2013 levels. The Company’s credit metrics also remained in line 
with the current rating category. 

0 Capex decreased in Q1 2014 as the Heartland Transmission line was placed into service in December 2013. 
This resulted in a considerably lower free cash flow deficit when compared to the same period in the prior 
year. 
EUI has forecast capex of around $375 million to $475 million for 2014 ($63 million spent in Q1 2014). 
Approximately $300 million will be on maintenance capex, with the balance to be for growth projects. 
The Company is expected to pay a dividend of $141 million to the City, in line with its dividend policy. 
EUI’s ability to sell down its interest in Capital Power to fund its growth projects has helped preserve its 
current financial profile and liquidity. AS a result, key credit metrics are expected to remain stable and in 
line with the current ratings. 

. Independent Power 
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Debt and Liquidity 

Liquidity 
Credit Facilities 
(CA$ millions - as at March 3 1,2014) Amount DrawnLoC Available Expiry 
Syndicated bank credit facility (Tranche A) 250 0 250 2016 
Syndicated bank credit facility (Tranche B) 250 0 250 2018 
Letter of credit facility 400 133 267 2016 
Uncommitted revolving facility 47 0 41 
Total 947 133 814 

Summary 
DBRS views EUI’s current liquidity position as sufficient for ongoing liquidity needs. 
The $400 million committed facility can only be used to provide letters of credit. 
The committed Syndicated Bank Credit facilities also indirectly back the Company’s authorized 
commercial paper program of $500 million. 

Long-Term Debt 
Debt Schedule CA$ million 
(as at December 31,2013) 
2014 15 
2015 15 
2016 145 
2017 15 
201 8 413 
Thereafter 1,382 

1,985 

Deferred Financing Costs (13) 
Total 1,972 

Lone-term Debt 
(as at December 3 1,20 13) 
Obligations to the City of Edmonton 

Due in 1-5 years 
Due in 6-  10 years 
Duein 11-15years 
Due in 16-25 years 

Total debt to City of Edmonton 
Public debentures 

Debentures due in 201 6 
Debentures due in 201 8 

Debentures due in 2029 
Debentures due in 2035 
Debentures due in 2038 
Debentures due in 2039 
Debentures due in 2042 

Private debt notes 
Bonds due in 202 1 
Bonds due in 2022 
Bonds due in 2022 
Bonds due in 2041 

Total debt issued by EUI 
Deferred financing cost 

Total long-term debt 

- Rate CA$ millions 

1 1.04% 33 
7.01% 19 
0.00% 0 
5.36% 82 

134 

6.94% 130 
6.02% 400 

7.05% 150 
5.88% 200 
6.83% 200 
5.88% 200 
4.65% 300 

3.80% 147 
5.55% 4 
5.44% 1 

5.08% 119 
1,851 

(13) 
1,972 

Summary 
As of March 31, 2014, loans receivable representing back-to-back loans to Capital Power totalled $339.9 
million. DRBS does not anticipate that Capital Power will have any difficulties making the final payment 
on the loans receivable, which is expected to be repaid in full by June 2018. 
EUI has third-party long-term debt of $1,850 million and $131 million, net of sinking fund, owed to the City 
as ofMarch 31,2014. 
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Description of Operations 

Transmission and Distribution (EDTI) (approximately 34% of 2013 reported consolidated EBIT) 
Distribution and Transmission - %~~~ 
(thousands of MWh) 
Residential 26% 2,012 1,957 1,913 
Commercial 14% 5,603 5,566 5,434 
Total 100% 7,615 7,523 1,347 

YOY growth 1.2% 2.4% 1.4% 

fCA$ millions) 
EBITDA 
EBIT 
Capital Expenditures 

- 2013 2012 2011 
141 130 1 10 
90 84 69 

276 222 188 

EDTI owns and operates substations and transmission lines that form part of the Alberta interconnected 
electric system, regulated by the AUC and situated primarily within the City of Edmonton. EDTI’s 
distribution function distributes approximately 14% of Alberta’s energy consumption to more than 360,000 
residential and commercial consumers in Edmonton. EDTI’s transmission function operates 203 circuit 
kilometres of transmission lines. 
EDTI operates in a reasonable, albeit evolving, regulatory environment in Alberta (see Regulation on page 
8). There is virtually no competition within the franchise areas. 
The Heartland Transmission project (estimated cost of $535 million) is a joint venture with AltaLink, L.P. 
(ALP) to construct and operate a 500 kilovolt (kV) overhead transmission line. EUI’s 50% portion of cost 
is estimated at $267 million. The transmission line was energized in December 2013, and the AUC 
approved the partition of the transmission line in June 2014 in accordance with EUI and ALP’S respective 
service territories. 
Due to the increased capex required to meet customer demand and maintain system reliability, the segment 
is expected to generate moderate free cash flow deficits over the medium term. DBRS notes that the risk of 
cost overruns is manageable, given the experience that EUI has in managing projects of this nature. 
DBRS expects that completed projects will be added to the rate base in a timely fashion. 

Water Services (EWSI) (approximately 53% of 2013 reported consolidated EBIT) 
Water Sales (Canada & USA) 
(millions of litres) 
Residential 49% 99,657 100,878 46,097 
Multi-residential 8% 17,161 16,900 16,334 
Commercial and Industrial 25% 51,464 52,265 30,263 
Wholesale 17% 33.562 32.201 33.269 

- % ~ ~ o l J  

Total 

YOY growth 

(CAD millions) 
EBITDA 
EBIT 
Capital expenditures 

100% 201,844 202,244 125,963 

-0.2% 60.6% 3.5% 

_. 2013 2012 2011 
212 172 93 
140 107 52 
153 126 89 

EPCOR Water Services Inc. (EWSI) owns eight and operates 21 water treatment and distribution facilities 
in Alberta and British Columbia. It also owns five waste-water treatment and/or collection facilities and 
operates 23 waste-water and collection facilities in Alberta and British Columbia. EWSI has been the sole 
supplier of water within Edmonton for more than 100 years. Twenty-year supply agreements, expiring on 
various dates between 2018 and 2026, have been signed with nine regional customers, which supply over 
60 surrounding communities and counties. 
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b EWSI operations consist of three main lines of business: (1) retail water (58% of sales), (2) wholesale water 
(17% of sales) and (3) commercial and industrial services (25% of sales). 

b The Canadian water business is characterized by low business risk, given the essential nature of the product 
and the lack of competition. Operations in Edmonton are regulated by the City of Edmonton pursuant to the 
provisions of a PBR bylaw; wholesale water rates are calculated on a cost of service (COS) basis, allowing 
EWSI to recover its costs and earn a fair return on its investment (regulated by the AUC on a complaint-only 
basis); and commercial and industrial services are a non-regulated operation that earns income through 
competitive, contract-based services. 

B Water Arizona, Chaparral City Water Company (Chaparral) and Water New Mexico are regulated utilities 
that provide water and waste-water services. Water Arizona and Chaparral are regulated by the Arizona 
Corporate Commission, with rate increase requests primarily based on the preceding year’s revenues, 
operating expenses and capital costs. Water New Mexico is regulated by the New Mexico Public Regulation 
Commission in a similar fashion to the Arizona water utilities. 

B DBRS expects EUI to continue to exercise due diligence and discipline as it grows its water and waste-water 
business, and to gain a good command of the regulatory regimes in Arizona as the regulator remains 
supportive. 

Energy Services (EEA LP and EEA GPI) (approximately 12% of 2013 reported consolidated EBIT) 
The Energy Services division provides Regulated Rate Option (RRO) electricity service to residential, farm 
and small commercial consumers with the City of Edmonton, several rural electrification associated service 
temtories and the FortisAlberta Inc. service territory. EEA LP also provides billing, collection and contact 
centre services to EWSI, Capital Power and the City of Edmonton Waste and Drainage departments. 
Energy Services earns a return margin on non-energy revenues from Regulated Rate Tariff (RRT) customers, 
a return on its deemed capital structure and a margin on default customers. Energy Services also earns 
compensation for its energy procurement and the Energy Price Setting Plan (EPSP), including an 
administrative risk margin and a commodity risk margin. A 2014-2018 EPSP was submitted to the AUC in 
January 2014, as the previous EPSP amending agreement expired in June 2014. 
Energy Services will bear some price and volume risks, albeit in a relatively short period of time (120 days), 
but is compensated through the margins it negotiated in customer rates for incumng such risks (for 
amendments to the EPSP, see Regulated Rate Option section). 
DBRS expects earnings to remain stable in the medium term. 

Competitive Retail (Encor) 
Encor is a competitive retail energy provider for electricity and natural gas customers in Alberta under 
competitive contract. It was created in May 2014 to mitigate against the customer attrition from the RRO by 
signing competitive contracts. 
This division has an arrangement with an investment-grade third party to procure electricity and natural gas 
on a full load-following basis, eliminating commodity risk for Encor. 

Regulation 

Transmission and Distribution (EDTI) 
EDTI’s transmission function is regulated by the AUC through a COS recovery, plus a fair rate-of-return on 
investment methodology. EDTI filed a two-year GTA in the second quarter of 2013. 
Beginning in 2013, EDTI’s distribution function is regulated based on a PBR framework, which calculates 
customer rates on an annual basis based on a formula. The formula also incorporates a capital tracker mechanism 
for capex beyond normal investments. 
EDTI is expected to continue to manage its operational efficiency to meet or exceed the PBR’s productivity 
factor. Operational efficiency is key to achieving higher earnings under PBR. 
The AUC initiated a Generic Cost of Capital proceeding in 2013. EDTI has an interim 8.75% return on equity 
(ROE) (equity components of 41% and 37% for the distribution and transmission operations, respectively) until a 
decision is made. The decision is expected in Q4 2014. 
The AUC issued a decision 011 2013 capital tracker applications in December 2013. EPCOR had applied for 23 
capital trackers to recover $5.03 million. The AUC approved a K factor of $4.87 million, with the Company 
allowed to recover, through 2014 rates, the portion in excess of the 60% being recovered through 2013 rates. 
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Regulated Rate Option 
0 Retail customers in Alberta have had a choice of suppliers since January 2001. EUI is required to offer 

RROs to residential and small commercial customers who do not sign up with a retailer within their service 
territory or FortisAlberta Inc.3 service territory. 

0 RRO operations are regulated by the AUC under COS regulation, in which the AUC issues rate orders 
establishing the revenue requirements to recover operating costs and earn a fair rate of return. The current 
EPSP plan expired on June 30,2014. The AUC issued a decision in March 2014 for EEA GP to adhere to 
the previously approved EPSP until a decision is made on the 2014-2018 EPSP application. 

0 The regulated rate is currently fully priced on a forward-month energy price. The margin earned on RRO 
electricity sales is based on the EPSP. 

0 An EPSP amending agreement was filed with the AUC and subsequently approved as filed in August 2013. 
Amendments include incorporating a 120-day procurement window, a higher return margin to EUI and an 
automatic quarterly risk adjustment mechanism. 

0 Energy Services conducts the procurement activities for this business, which was previously outsourced, 
and therefore assumes the commodity risks associated with purchasing electricity forward. DBRS expects 
the risk to be manageable, as Energy Services currently procura electricity 120 days in advance of the 
consumption month and under well-defined risk parameters. 

0 In February 2012, the Government of Alberta (the Government) appointed an independent committee to 
conduct a retail market review of the RRT energy charge and other matters. The report was submitted in 
September 2012 and the Government responded in January 2013. Six recommendations relating to the 
elimination of the RRO in Alberta were rejected and the Government accepted two recommendations: (1) 
to extend the time frame over which RRO prices could be established and (2) to remove the distribution 
and transmission and administration cost rate freeze that had been in place since March 2012. The 
Government has established a team to facilitate industry consultation on 33 other recommendations that 
were accepted in principle. 

Water Services (EWSI) 
0 Water is regulated by the City of Edmonton under a PBR tariff that is intended to allow EWSI to recover its 

costs and earn a fair rate of return, while providing an incentive to manage costs below the inflationary 
adjustment built into the PBR rate. The PBR plan was approved by the City of Edmonton for five years, 
commencing April 1 , 20 12. 
EWSI's wholesale rates in the communities surrounding Edmonton are regulated by the AUC on a complaints- 
only basis. 
Water Arizona and Chaparral are regulated by the Arizona Corporation Commission (ACC) and Water 
New Mexico is regulated by the New Mexico Public Regulation Commission (NMPRC). Both are 
regulated on a COS basis. The commissions are responsible for regulating prices charged for water and 
setting a reasonable rate of ROE (included in rates). 
In June 2013, the System Improvements Benefits mechanism was approved and adopted in Arizona, which 
provides revenue to cover capital costs without having to wait for retrospective rate applications. 

Regulated Returns Summary 
Approved Capital Structure 2014 

Business Unit 
EDTI- Distribution 
EDTI -Transmission 
Energy Services 
EWSl- Edmonton (Water) 
EW51- Edmonton (Wastewater) 
EWSl - French Creek 
EWSl- White Rock 

Regulatory Authority Approved ROE - 2014 Debt % 
AUC 8.75%' 59' 
AUC 
AUC 

City of Edmonton 
City of Edmonton 
Comptroller (BC) 
Comptroller (BC) 

ACC 
NMPRC 

8.75%' 63* 
6.00%'. NIA" 
10.8 7 5 % 60 
8.3544 60 
10.05% 60 

60 
60*** 

54 

Equity % 
41' 
37* 

N/A* * 
40 
40 d 
40 
40 fl 

40*** d 
46 

Chaparral ACC 9.60% 14.45 85.55 
*Approved on an interim basis until the completion of the 2013/2014 GCOC proceeding. 
**Return margin of 6% on RRT non-energy revenues and a 6% return on RRT capital. 
***Weighted average ROE and capital structure based on rate base. 
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(CA$ millions) 
Assets 
Eash & equivalents 
Accounts receivable 
[nventories 
Prepaid expenses & other 
Total Current Assets 
Net fixed assets 
Future income tax assets 
Goodwill & intangibles 

Mar. 31 
2014 

126 
307 

15 
0 

448 
3,833 

53 
243 

- 

EPCOR Utilities Inc. 
Dec. 31 Dec. 31 -- 
- 2013 2012 Liabilities & Equity 

106 217 S.T. borrowings 
322 333 Accounts payable 

14 13 Current portion L.T.D. 
62 41 Other current liab. 

504 604 Total Current Liab. 
3,776 3,417 Long-term debt 

240 222 Other L.T. liab. 
53 52 Deferred income taxes 

Investments & others 877 874 1,129 Shareholders' equity 
Total Assets 5,454 5,447 5,424 Total Liab. & SE 

Balance Sheet & 
Liquidity & Capital Ratios 
Current ratio 
Total debt in capital structure 
Total debt in capital structure (1) (2) 
Cash flowRotal debt 
Cash flowRotal debt (1) 
(Cash flow-dividends)/Capex 
Dividend payout ratio 
Coverage Ratios (times) 
EBIT gross interest coverage 
EBIT gross interest coverage (1) 
EBITDA gross interest coverage 
Fixed-charge coverage 
Profitability Ratios 
EBITDA margin 
EBIT margin 

argin 

nci 

(1) Adjusted 

12 mos. Mar. 31 
2014 
1.45 

46.5% 
47.8% 
16.6% 
16.0% 
0.45 

66.0% 

2.17 
2.19 
3.34 
2.17 

20.89 
13.59 

1 .oo/ 

Mar. 31 Dec. 31 Dec. 31 
- 2014 2013 2012 

0 0 0 
214 245 303 

15 15 14 
80 81 83 

309 341 400 
1,966 1,957 1,956 

12 12 4 
890 875 842 

2,277 2,262 2,222 
5.454 5.447 5.424 

--- 

' 1  
itina leases (2) Adjusted for accumulated othe 

For the year ended December 31 
2013 2012 2011 2010 2009 
1.48 1.51 2.04 1.13 1.05 

46.6% 
47.1% 
16.6% 
16.0% 
0.42 

60.4% 

2.24 
2.27 
3.40 
2.24 

21.2% 
13.9% 
12.1% 

47.0% 
48.1% 
13.9% 
13.3% 
0.37 

75.8% 

1.87 
1.91 
2.92 
1.87 

18.6% 
11.9% 
9.6% 

42.0% 
43.6% 
12.2% 
11.5% 
0.21 

94.4% 

1.18 
1.27 
2.06 
1.18 

13.7% 
7.8% 
8.2% 

41.7% 
42.4% 
11.5% 
11.2% 
0.23 

118.2% 

1.09 
1.13 
1.80 
1.09 

17.3% 
10.5% 

43.7% 
43.9% 
18.6% 
18.3% 
0.43 

83.3% 

2.05 
2.06 
3.02 
2.05 

21.7% 
14.7% 

5.2?" 

10 Corporates: Utilities & Independent Power 



Rating 

)ebt Rating Rating Action Trend 
Zommercial Paper R-1 (low) Confirmed Stable 
:ssuer Rating A (low) Confirmed Stable 
Senior Unsecured Debentures A (low) Confirmed Stable 

Rating History 

Current 2013 2012 2011 2010 
Zornrnercial Paper R-1 (IOW) R-1 (IOW) R-1 (IOW) R-1 (low) R-1 (low) 
[ssuer Rating A (low) A (low) A (low) NR NR 
Senior Unsecured Debentures A (low) A (low) A (low) A (low) A (low) 

Rating History of EPCOR Utilities Inc. 
l_l 

A (high) 
______ A '  

A (low) 

BBB (high) 

BBB - 

BBB (low) I 

BB (high) r 

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 

gote: 
411 figures are in Canadian dollars unless otherwise noted. 
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City Given Strong Marks for Credit Rating :: City of Edmonton Page 1 of 1 

City Given Strong Marks for Credit Rating 
September 30,2013 

. . .. 
i A; 
Lp.r% 

The rating is just one notch below the highest 
possible mark and indicates a stable outlook for the City of Edmonton. 

“We are pleased with this continued recognition of Edmonton’s strong fiscal position and the 
affirmation of responsible stewardship of taxpayer dollars,” said Lorna Rosen, CFO and Treasurer for 
the City of Edmonton. “We know citizens work hard for their money, and we are just as prudent about 
using our resources wisely in providing the services and infrastructure that people need and use every 
day.” 

The independent rating report provides several reasons for its high confidence rating for Edmonton, 
including: 

Strong liquidity position 
A healthy economy 
A debt burden well within provincial limits and the more stringent city policy 

Standard & Poor’s states that its positive rating reflects the City has predictable and well-balanced 
institutional framework and budgetary performance. 

For more information: 

Jason Darrah 

Title Director, Public Communications I Telephone 780-496-4 1 14 

Email [jason.darrah@edmonton.ca - 

http://www.edmonton.ca/city~government/news/20 1 3/city-given-strong-rnarks-for-cr.aspx 12/3/20 14 
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Schedule RBM - 3 
Page 1 of 4 

EPCOR Water Arizona, Inc. 
Test Year Ending June 30,2013 
Docket No. WS-0 I 303A-14-0010 

PROXY GROP -- DCF ANALYSIS 

I m e  
& Pmxv Group Companies 

1 American States Water Co. 

2 

3 Aqua America, Inc. 

4 Artesian Rtesources Cow. 

American Water Works Co.. Inc 

(A) 
Average 
Dlvidend 

Yield 
2.7% 
2.6% 
2.7% 
4.0% 

(8) 

Growth 

Historic 
Retention 

5.5% 

3.3% 
4.4% 
1.6% 

(C) (D) (E) 
Projected Five Year Projected 
Retention Historic Per Share 

5.5% 8.7% 6.3% 
4.7% 5.7% 
6.5% 8.0% 7.7% 

2.8% 

Growth Growth Rate Growth Rates 

(F) (GI (W 

Growth Growth @&g 

2.0% 5.6% 8.3% 
8.1% 5.4% 8.0% 
4.0% 6.1% 8.8% 
4.0% 2.8% 6.8% 

Projected 
EPS Average DCF 

5 California Water Service Group 2.8% 3.2% 4.0% 3.3% 6.3% 6.0% 4.6% 7.3% 
6 Connecticut Water Service, Inc. 3.1% 2.4% 4.3% 6.0% 4.7% 5.0% 4.5% 7.6% 
7 Middlesex Water 3.7% 1.4% 3.0% 2.0% 3.2% 2.7% 2.5% 6.1% 
8 SJW Corporation 2.8% 2.3% 3.3% 2.2% 5.8% 14.0% 5.5% 8.3% 
9 York Water Company 2.9% 2.4% 3.7% 4.2% 5.0% 4.9% 4.0% 6.9% 
10 
1 1  
IL 

13 Mean 3.01% 2.94% 4.38% 4.65% 5.58% 5.63% 4.56% -1 
14 
15 
16 Median 2.79% 2.38% 4.17% 3.75% 5.75% 4.90% 4.57% 7.61% 
17 
18 
19 Composite-Mean 5.95% 7.39% 7.66% 8.59% pz--j 7.57% 
20 
21 
22 Composite-Median 5.17% 6.96% 6.54% 8.54% 7.69% 7.36% 
23 
24 
25 
26 
27 
28 References: 
29 Column (A) - Schedule REM - 3, page 3 of 4 
30 Column (8) - Schedule REM - 3, page 4 of 4 
31 Column (C) - Schedule REM - 3, page 4 of 4 
32 Column (D) and Column (E) -Schedule RBM - 3, page 2 of 4 
33 Columns(F) See Yahoo Finance. Grtowth Estimates - Next 5 Years -Attachment 7 
34 Column (G) ~ Average Columns (E) thruogh (F) 
35 Column (H) - Column (A) + Column (G) 
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EPCOR Water Arizona, Inc. 
Test Year Ending June 30,2013 
Docket No. WS-O1303A-14-0010 

Line 
- No Proxy GrouD Companies 
1 

2 American States Water Co. 

3 

4 Aqua America, Inc. 

5 Artesian Rtesources Corp. 

6 California Water Service Group 

7 Connecticut Water Service, Inc. 

8 Middlesex Water 

9 SJW Corporation 

American Water Works Co., Inc 

PROXY GROUP -- PER SHARE GROWTH RATES 

5-Year Historic Growth Rates Est' 
- EPS D P S -  BVPS Averaqe - EPS 

13.0% 6.5% 6.5% 8.7% 5.5% 

7.5% 

11.0% 7.0% 6.0% 8.0% 8.5% 

1.0% 3.5% 4.0% 2.8% 

4.0% 1.5% 4.5% 3.3% 7.5% 

8.0% 2.0% 8.0% 6.0% 6.5% 

1.5% 1.5% 3.0% 2.0% 5.0% 

0.5% 3.5% 2.5% 2.2% 7.0% 

Schedule RBM - 3 
Page 2 of 4 

'11-'13 to'17-'19 Growth Rates 
DPS Bvps Averaqe - 

9.0% 4.5% 6.3% 

7.5% 2.0% 5.7% 

9.0% 5.5% 7.7% 

7.0% 4.5% 6.3% 

4.0% 3.5% 4.7% 

2.0% 2.5% 3.2% 

5.0% 5.5% 5.8% 

10 York Water Company 5.0% 2.5% 5.0% 4.2% 7.0% 5.5% 2.5% 5.0% 

9 
10 
11 4.6% 5.6% 
12 
13 Reference: 
14 Value Line Investment Survey - October 17,2014 -Attachment 1 
15 
16 
17 



EPCOR Water Arizona, Inc. SCHEDULE RBM - 1 
Test Year Ending June 30,2013 
Docket No. WS-01303A-14-0010 

Page 1 of I 

WEIGHTED AVERAGE COST OF CAPITAL 

Line Capitalization RUCO RUCO Adjusted Capital Weighed - No Description Per Company Adiustments Capitalization - Ratio - cost - cost 

2 Short Term Debt $ 8,560,000 $ - $ 8,560,000 2.17% 0.31 % 0.01% 

I Long Term Debt $ 231,000,000 $ - $ 231,000,000 58.47% 4.29% 2.51% 

3 Common Equity $ 155,533,624 $ - $ 155,533,624 39.37% 8.91% -3 ./ 7 
4 

5 TOTAL CAPITALIZATION $395,093,624 $ $395,093,624 100.00% 6.09% 

6 

7 
The Company's long-term debt consists of $138,000,000 of 10 year notes orignially issued on February 1, 2012, interest 
rate of 3.74 percent annually with an outstanding balance of $133,000,000. The Company's remaining long -term debt 
consists of $1 12,000,000 of 30 year notes originally issued also on February 1, 2012, interest rate of 5.00 percent annually 
with an outstanding balance of $98,000,000. 

9 

11 

12 

13 

14 

15 

16 

The Company's short-term debt consist of $8,560,000 with an annual interst rate of .31 percent. 



SCHEDULE RBM - 2 
Page 1 of 1 

EPCOR Water Arizona, Inc. 
Test Year Ending June 30,2013 
Docket No. WS-0130349-14-0010 

Cost of Capital Common Equity 

Line 
No - 
1 Discounted Cash Flow Model ("DCF") Schedule RBM - 3 8.74% 

2 
3 Capital Asset Pricing Model ("CAPM") Schedule RBM - 4 7.48% 

4 
5 Comparable Earning Model ("CE') Schedule RBM - 5 10.50% 

6 
7 Cost of Common Equity 8.91% 

8 

9 

10 

11 

12 

13 

14 

15 

16 



EPCOR Water Arizona, Inc. 
Test Year Ending June 30,2013 
Docket No. WS-01303A-14-0010 

Schedule RBM - 3 
Page 3 of 4 

PROXY GROUP -- DIVIDEND YIELD 

(A) (B) (C) (D) (E) 
Line July - September, 2014 
- No Proxv Group Companies - DPS - Low Averaqe - Yield 

1 American States Water Co. $0.85 $34.00 $30.1 1 $32.06 2.7% 

2 American Water Works Co., Inc $1.24 $50.71 $45.98 $48.35 2.6% 

3 Aqua America, Inc. $0.66 $25.79 $23.12 $24.46 2.7% 

4 Artesian Rtesources Corp. $0.85 $22.85 $20.01 $21.43 4.0% 

5 California Water Service Group $0.65 $24.78 $22.41 $23.60 2.8% 

6 Connecticut Water Service, Inc. $1.03 $34.74 $31 .OO $32.87 3.1 % 

7 Middlesex Water $0.76 $21.76 $1 9.60 $20.68 3.7% 

8 SJW Corporation $0.75 $28.25 $25.46 $26.86 2.8% 

9 York Water Company $0.57 $21.20 $18.85 $20.03 2.9% 

10 

11 

12 Average 

13 

14 

15 

16 

17 References : 

18 Column (A) - Value Line Investment Survey October 17,2014 

19 Columns (B), (C), and (0) - Yahoo Finance 

20 

3.0% 

Third Quarter Dividends Annualized 



Schedule RBM - 3 
Page 4 of 4 

EPCOR Water Arizona, Inc. 
Test Year Ending June 30,2013 
Docket No. WS-01303A-14-0010 

PROXY GROUP --GROWTH RATES - RETAINED TO COMMON EQUITY 

Line (A) (B) (C) (D) 
- No Prow Group Companies - - - - -  2009 2010 2011 2012 2013 Averaae 2014 201$ 2017-2019 Average 

1 American States Water Co. 
2 American Water Works Co., Inc 
3 Aqua America, Inc. 
4 Artesian Rtesources Corp. 
5 California Water Service Group 
6 Connecticut Water Service, Inc. 
7 Middlesex Water 
8 SJW Corporation 
9 York Water Company 
10 

3.2% 5.8% 5.3% 6.6% 6.8% 5.5% 6.0% 5.0% 5.5% 5.5% 
1.8% 2.8% 3.5% 3.6% 4.7% 3.3% 4.0% 4.5% 5.5% 4.7% 
2.7% 3.7% 4.6% 4.3% 6.7% 4.4% 6.5% 7.0% 6.0% 6.5% 
2.1% 2.0% 0.5% 2.5% 0.9% 1.6% 
3.8% 3.0% 2.3% 3.4% 3.4% 3.2% 3.0% 5.0% 4.0% 4.0% 
2.3% 1.6% 1.4% 2.8% 3.8% 2.4% 4.5% 4.5% 4.0% 4.3% 
0.1% 2.1% 1.0% 1.4% 2.4% 1.4% 3.0% 3.0% 3.0% 3.0% 
1.2% 1.2% 3.1% 3.3% 2.8% 2.3% 3.0% 3.5% 3.5% 3.3% 
1.9% 2.7% 2.5% 2.4% 2.4% 2.4% 3.5% 3.5% 4.0% 3.7% 

11 

13 
14 
15 Source: Value Line Investment Survey October 17, 2014 
16 
17 
18 
19 
20 

12 Average 2.9% 4.4% 



EPCOR Water Arizona, Inc. 
Test Year Ending June 30,2013 
Docket No. WS-OI303A-14-0010 

Schedule RBM - 4 
Page I of 2 

Line 
No 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

I 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

- 

PROXY GROUP - CAPITAL ASSET PRICING MODEL 

(A) (6)  (C)  (D) (E) 
Risk Free Risk CAPM CAPM Cost of 

Proxv G r o w  Comoanies - Rate - BETA Premium - Rates Equitv CaDital 

- American States Water Co. 2.91% 0.70 X 6.53% - 4.57% 7.48% 

American Water Works Co., Inc 2.91% 0.70 X 6.53% - 4.57% 7.48% 

Aqua America, Inc. 2.91% 0.70 X 6.53% - 4.57% 7.48% 

Artesian Resources Cop. 2.91% 0.60 X 6.53% - 3.92% 6.83% 

California Water Service Group 2.91% 0.70 X 6.53% - 4.57% 7.48% 

Connecticut Water Service, Inc. 2.91% 0.65 X 6.53% - 4.24% 7.15% 

Middlesex Water 2.91% 0.70 X 6.53% - 4.57% 7.48% 

SJW Corporation 2.91% 0.85 X 6.53% - 5.55% 8.46% 

York Water Company 2.91% 0.70 X 6.53% - 4.57% 7.48% 

- 
- 
- 
- 
- 
- 
- 
- 

Average 7.48% 

20 vear Treasury Bonds 30 vear Treasury Bonds 

August, 2014 2.94% 3.20% 

September, 2014 3.01 % 3.26% 

October, 2014 2.77% 3.04% 

Average 2.91% 3.17% 

REFERENCES 

Column (A) - Federal Reserve Selected Interest Rates H.15 -Attachment 2 

Column (6) - Value Line Investment Survey - October 17,2014 -Attachment 1 

Column (C ) - RBM - 4, Page 2 of 2 



Schedule RBM - 4 EPCOR Water Arizona, Inc. 
Test Year Ending June 30,2013 
Docket No. WS-OI303A-14-0010 

STANDARD & POOR'S 500 COMPOSITE 

RISK PREMIUMS 
20-YEAR U.S. TREASURY BOND YIELDS 

Line 
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 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

- Year 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
201 0 
201 1 
201 2 
201 3 

EPS 

$1 2.33 
$14.86 
$14.82 
$15.36 
$1 2.64 
$14.03 
$16.64 
$14.61 
$14.48 
$17.50 
$23.75 
$22.87 
$21.73 
$16.29 
$1 9.09 
$21.89 
$30.60 
$33.96 
$38.73 
$39.72 
$37.71 
$48.17 
$50.00 
$24.69 
$27.59 
$48.73 
$58.55 
$69.93 
$81.51 
$66.17 
$14.88 
$50.97 
$77.35 
$86.58 
$86.51 
$1 00.20 

- BVPS 
$79.07 
$85.35 
$94.27 
$1 02.48 
$1 09.43 
$1 12.46 
$1 16.93 
$1 22.47 
$125.20 
$126.82 
$134.04 
$141.32 
$147.26 
$153.01 
$158.85 
$149.74 
$180.88 
$193.06 
$215.51 
$237.08 
$249.52 
$266.40 
$290.68 
$325.80 
$338.37 
$321.72 
$367.17 
$414.75 
$453.06 
$504.39 
$529.59 
$451.37 
$513.58 
$579.14 
$613.14 
$666.97 
$71 5.84 

- ROE 

15.00% 
16.55% 
15.06% 
14.50% 
11.39% 
12.23% 
13.90% 
11.80% 
1 1.49% 
13.42% 
17.25% 

14.47% 
10.45% 

13.24% 
16.37% 
16.62% 
17.11% 
16.33% 
14.62% 
17.29% 
16.22% 
7.43% 
8.36% 
14.15% 
14.98% 
16.12% 
17.03% 
12.49% 
3.03% 
10.56% 
14.16% 
14.52% 
13.52% 
14.49% 

15.85% 

12.37% 

20-YEAR 
T-BOND 

7.90% 
8.86% 
9.97% 
11.55% 
13.50% 
10.38% 
11.74% 
11.25% 
8.98% 
7.92% 
8.97% 
8.81% 
8.19% 
8.22% 
7.29% 
7.17% 
6.59% 
7.60% 
6.18% 
6.64% 
5.83% 
5.57% 
6.50% 
5.53% 
5.59% 
4.80% 
5.02% 
4.69% 
4.68% 
4.86% 
4.45% 
3.47% 
4.25% 
3.81% 
2.40% 
2.66% 

Page 2 of 2 

RISK 
PREMIUM 

7.10% 
7.69% 
5.09% 
2.95% 
-2.11% 
1.85% 
2.16% 
0.55% 
2.51% 
5.50% 
8.28% 
7.04% 
6.28% 

5.08% 
6.07% 
9.78% 
9.02% 
10.93% 
9.69% 
8.79% 
11.72% 
9.72% 
1.90% 
2.77% 
9.35% 
9.96% 
11.43% 
12.35% 
7.63% 
-1.42% 
7.09% 
9.91% 
10.71 % 
11.12% 
11.83% 

2.23% 

38 2014 $103.12 $733.84 14.23% 2.94% 1 1.29% 
39 Average 13.75% 6.89% 6.86% 
40 
41 
42 
43 Note - 2014 data through June 30,2014 
44 
45 
46 Sources: Standard & Poor's Analysts' Handbook and Morningstar 2013 Yearbool 



EPCOR Water Arizona, Inc. 
Test Year Ending June 30,2013 
Docket No. WS-01303A-14-0010 

ComDany 

American States Water Co. 
American Water Works 
Aqua America, Inc. 
Artesian Resources 
California Water Service Group 
Connecticut Water Service, Inc. 
Middlesex Water 
SJW Corporation 
York Water 

PROXY COMPANY'S - COMPARABLE EARNINGS COMPUTATION 

RATES OF RETURN ON COMMON EQUITY 

- 1992 - 1993 1994 1995 1996 - 1997 1998 1999 

14.0% 
10.9% 
11 .O% 

10.4% 
12.1% 
11.7% 
11 3 %  
11.9% 

11.7% 
11.3% 
11.4% 

12.6% 
12.5% 
12.6% 
11.8% 
12.6% 

9.5% 
10.8% 
11.2% 

10.6% 
12.6% 
12.1% 
9.6% 
11.7% 

10.3% 10.0% 
11.3% 10.4% 
12.0% 11 .a% 

10.0% 12.6% 
12.7% 12.4% 
12.0% 10.3% 
10.8% 16.2% 
10.7% 11.1% 

9.4% 
10.5% 
12.5% 

14.5% 
12.3% 
11.2% 
12.0% 
10.9% 

9.5% 
10.7% 
14.2% 
9.8% 
1 1 .O% 
12.2% 
10.7% 
11 6% 
10.3% 

10.2% 
9.5% 
13.8% 
9.7% 
1 1.4% 
12.4% 
10.2% 
11.1% 
10.3% 

2000 

9.6% 
9.5% 
13.0% 
8.1% 
10.3% 
11.8% 
6.5% 
9.6% 
11.9% 

- 

Schedule RBM - 5 
Page 1 of 1 

Average 
2001 1992 - 2001 

10.5% 10.5% 
9.7% 10.5% 
14.0% 12.5% 
9.4% 9.3% 
7.5% 11.1% 
13.3% 12.4% 
9.0% 10.6% 
9.5% 11.4% 
11.5% 11.3% 

- -  

Mean 

~~ ~ ~~ ~ 

11.7% 12.1% 11.0% 11.2% 11.9% 11.7% 11.1% 11.0% 10.0% 10.5% 11.1% 

Median 11.8% 12.2% 11.0% 11.1% 11.5% 11.6% 10.7% 10.3% 9.6% 9.7% 11.1% 

Source: AUS Utility Reports and Value Line Investment Survey. 

Company 

American Slates Water Co. 
American Water Works 
Aqua America, Inc. 
Artesian Resources 
California Water Service Group 
Connecticut Water Service, Inc. 
Middlesex Water 
SJW Corporation 
York Water 

2002 - 2003 - 
9.6% 

13.9% 
9.6% 
9.6% 
11.6% 
9.8% 
9.4% 
16.7% 

5.6% 

12.3% 
7.4% 
8.7% 
11 2% 
8.2% 
9.8% 
11.7% 

2004 

8.0% 

11.4% 
7.6% 
9.8% 
11.4% 
8.3% 
11.3% 
12.2% 

- 2005 

10.4% 

11 5% 
8.9% 
9.3% 
12.0% 
8.4% 
11.5% 
11 3 %  

I 
- 2006 

8.2% 

11 .O% 
10.2% 
7.6% 
7.5% 
8.6% 
18.2% 
10.5% 

2007 

9.3% 

10.0% 
8.5% 
4.9% 
8.9% 
8.8% 
8.3% 
9.7% 

- 2008 

7.2% 

9.6% 
7.4% 
10.1% 
9.2% 
8.8% 
11.2% 
9.4% 

- 
Average 

2002-2008 

8.3% 

11.4% 
6.5% 
8.6% 

10.3% 
8.7% 

11.4% 
11.7% 

Mean 11.3% 9.4% 10.0% 10.5% 10.2% 8.6% 9.1% 9.9% 

Median 9.7% 9.3% 10.6% 11.0% 9.4% 8.9% 9.3% 9.5% 

CornDan1 

American States Water Co. 
American Water Works 
Aqua America, Inc. 
Artesian Resources 
California Water Service Group 
Connecticut Water Service, Inc. 
Middlesex Water 
SJW Corporation 
York Water 

2009 

8.8% 

9.6% 
8.1% 
7.4% 
9.7% 
7.0% 
6.0% 
9.6% 

- 2010 

9.0% 
9.6% 
10.9% 
8.2% 
8.8% 
8.8% 
9.0% 
9.6% 
10.0% 

- 2011 

11.7% 
15.8% 
11.8% 
6.5% 
8.5% 
9.7% 
7.6% 
8.0% 
9.7% 

- - 2012 

11.8% 
9.9% 
13.0% 
8.7% 
9.8% 
11.2% 
7.5% 
8.6% 
9.1% 

2013 

12.7% 
7.8% 
13.4% 
6.8% 
7.9% 
9.2% 
8.7% 
7.3% 
9.3% 

- 
Average 

2009-2013 

10.8% 
10.8% 
11.7% 
7.7% 
8.5% 
9.7% 
8.0% 
7.9% 
9.5% 

~~ 

2014 

11 5% 
9.0% 
13.5% 

8.0% 
9.5% 
9.0% 
7.5% 
11.0% 

- 

~~ 

2015 

12.5% 
9.5% 
14.5% 

9.0% 
10.0% 
9.5% 
8.0% 
12.5% 

- 
2017 - 
2018 

12.5% 
10.5% 
14.0% 

10.0% 
10.0% 
9.5% 
8.0% 
12.5% 

- 

Mean 8.3% 9.3% 9.9% 10.0% 9.2% 9.4% 9.9% 10.7% 10.9% 

Median 8.5% 9.0% 9.7% 9.8% 8.7% 9.5% 9.3% 9.8% 10.3% 
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Line 
- 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 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Year 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 
201 1 
2012 
2013 
2014 

- 
Real GDP 
Growth 
-1.1% 
5.4% 
5.5% 
5.0% 
2.8% 
-0.2% 
1.8% 
-2.1 % 
4.0% 
6.8% 
3.7% 
3.1% 
2.9% 
3.8% 
3.5% 
1.8% 
-0.5% 
3.0% 
2.7% 
4.0% 
3.7% 
4.5% 
4.5% 
4.2% 
3.7% 
4.1% 
1.1% 
1.8% 
2.8% 
3.8% 
3.4% 
2.7% 
1.8% 
-0.3% 
-2.8% 
2.5% 
1.8% 
2.8% 
2.6% 
2.7% 

ECONOMIC I N Dl CAT0 RS 

Industrial 
Production 

Growth 
-8.9% 
10.8% 
5.9% 
5.7% 
4.4% 
-1.9% 
1.9% 
-4.4% 
3.7% 
9.3% 
1.7% 
0.9% 
4.9% 
4.5% 
1.8% 
-0.2% 
-2.0% 
3.1% 
3.4% 
5.5% 
4.8% 
4.3% 
7.3% 
5.8% 
4.5% 
4.0% 
-3.4% 
0.2% 
1.2% 
2.3% 
3.2% 
2.2% 
2.5% 
-3.4% 
-1 1.3% 
5.7% 
3.4% 
3.6% 
3.5% 
5.2% 

Unemploy- 
ment 
Rate 
8.5% 
7.7% 
7.0% 
6.0% 
5.8% 
7.0% 
7.5% 
9.5% 
9.5% 
7.5% 
7.2% 
7.0% 
6.2% 
5.5% 
5.3% 
5.6% 
6.8% 
7.5% 
6.9% 
6.1% 
5.6% 
5.4% 
4.9% 
4.5% 
4.2% 
4.0% 
4.7% 
5.8% 
6.0% 
5.5% 
5.1% 
4.6% 
4.6% 
5.8% 
9.3% 
9.6% 
8.9% 
8.1% 
8.1% 
NA 

- 

Source: Council of Economic Advisors, Economic Indicators, various issues. 

Consumer 
Price Index 

7.0% 
4.8% 
6.8% 
9.0% 
13.3% 
12.4% 
8.9% 
3.8% 
3.8% 
3.9% 
3.8% 
1.1% 
4.4% 
4.4% 
4.6% 
6.1% 
3.1% 
2.9% 
2.7% 
2.7% 
2.5% 
3.3% 
1.7% 
1.6% 
2.7% 
3.4% 
1.6% 
2.4% 
1.9% 
3.3% 
3.4% 
2.5% 
4.1% 
0.1% 
2.7% 
1.5% 
3.0% 
1.7% 
1.5% 
1.1% 

Producer 
Price Index 

6.6% 
3.7% 
6.9% 
9.2% 
12.8% 
11.8% 
7.1% 
3.6% 
0.6% 
1.7% 
1.8% 
-2.3% 
2.2% 
4.0% 
4.9% 
5.7% 
-0.1% 
1.6% 
0.2% 
1.7% 
2.3% 
2.8% 
-1.2% 
0.0% 
2.9% 
3.6% 
-1.6% 
1.2% 
4.0% 
4.2% 
5.4% 
1.1% 
6.2% 
-0.9% 
4.3% 
3.8% 
4.7% 
1.4% 
4.4% 
1.4% 
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ECONOMIC INDICATORS 

Line 
- 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 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 

Year 
2002 

1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2003 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 
2004 

1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 
2005 

1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 
2006 

1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2007 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 

2008 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 
2009 

1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 
2010 

1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 
201 I 

1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 
2012 

1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2013 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2014 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

Real 
GDP* 

Growth 

2.7% 
2.2% 
2.4% 
0.2% 

1.2% 
3.5% 
7.5% 
2.7% 

3.0% 
3.5% 
3.6% 
2.5% 

4.1% 
I .7% 
3.1% 
2.1% 

5.4% 
1.4% 
0.1% 
3.0% 

0.9% 
3.2% 
2.3% 

-1.8% 
1.3% 
-3.7% 
-8.9% 

-5.3% 
-0.3% 
1.4% 
4.0% 

1.6% 
3.9% 
2.8% 
2.8% 

-1.3% 
3.2% 
1.4% 
4.9% 

3.7% 
1.2% 
2.8% 
0.1% 

1.1% 
2.5% 
2.8% 
3.0% 

-2.1% 
4.0% 
4.2% 

Industrial 
Production 

Growth 

-3.8% 
-1.2% 
0.8% 
1.4% 

1.1% 
-0.9% 
-0.9% 
1.5% 

2.8% 
4.9% 
4.6% 
4.3% 

3.8% 
3.0% 
2.7% 
2.9% 

3.4% 
4.5% 
5.2% 
3.5% 

2.5% 
1.6% 
1.8% 

1.9% 
0.2% 
-3.0% 
6.0% 

-1 1.6% 
-12.9% 
-9.3% 
-4.5% 

2.7% 
6.5% 
6.9% 
6.2% 

5.4% 
3.6% 
3.3% 
4.0% 

4.5% 
4.7% 
3.4% 
2.8% 

2.5% 
2.0% 
2.5% 
2.6% 

3.3% 
4.2% 
4.0% 

Unemploy- 
ment 
Rate 

5.6% 
5.9% 
5.8% 
5.9% 

5.8% 
6.2% 
6.1% 
5.9% 

5.6% 
5.6% 
5.4% 
5.4% 

5.3% 
5.1% 
5.0% 
4.9% 

4.7% 
4.6% 
4.7% 
4.5% 

4.5% 
4.5% 
4.6% 

- 

4.9% 
5.3% 
6.0% 
6.9% 

8.1% 
9.3% 
9.6% 
10.0% 

9.7% 
9.7% 
9.6% 
9.6% 

9.0% 
9.0% 
9.1% 
8.7% 

8.3% 
8.2% 
8.1% 
7.8% 

7.7% 
7.6% 
7.3% 

6.7% 
6.2% 
6.0% 

Consumer 
Price Index 

2.8% 
0.9% 
2.4% 
1.6% 

4.8% 
0.0% 
3.2% 
-0.3% 

5.2% 
4.4% 
0.8% 
3.6% 

4.4% 
1.6% 
8.8% 
-2.0% 

4.8% 
4.8% 
0.4% 
0.0% 

4.8% 
5.2% 
1.2% 

2.8% 
7.6% 
2.8% 

-1 3.2% 

2.4% 
3.2% 
2.0% 
2.5% 

0.9% 
-1.2% 
2.8% 
2.8% 

4.8% 
3.2% 
2.4% 
0.4% 

3.2% 
0.0% 
4.0% 
0.0% 

2.0% 
0.8% 
2.0% 

1.6% 
4.0% 
3.9% 

Producer 
Price Index 

4.4% 
-2.0% 
1.2% 
0.4% 

5.6% 

3.2% 
2.8% 

5.2% 
4.4% 
0.8% 
7.2% 

5.6% 

14.0% 
4.0% 

-0.2% 
5.6% 
-4.4% 
3.6% 

-0.5% 

-0.4% 

6.4% 
6.8% 
1.2% 

9.6% 
14.0% 
-0.4% 

-28.4% 

-0.4% 
9.2% 

8.8% 

6.5% 
-2.4% 
4.0% 
9.2% 

9.6% 
3.6% 
6.4% 
-1.2% 

2.0% 
-2.8% 
9.6% 
-3.6% 

1.2% 
2.4% 
80.0% 

-0.8% 

NIA 
NIA 
NIA 

'GDP=Gross Domestic Product 

Source: Council of Economic Advisors, Economic Indicators, various issues. 
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Line 
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 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

- Year 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 
201 1 
2012 
201 3 
2014 

Prime 
Rate 

7.86% 
6.84% 
6.83% 
9.06% 
12.67% 
15.27% 
18.89% 
14.86% 
10.79% 
12.04% 
9.93% 
8.33% 
8.21% 
9.32% 
10.87% 
10.01 % 
8.46% 
6.25% 
6.00% 
7.15% 
8.83% 
8.27% 
8.44% 
8.35% 
8.00% 
9.23% 
6.91% 
4.67% 
4.12% 
4.34% 
6.19% 
7.96% 
8.05% 
5.09% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

- 
US Treasury 

T Bills 
3 Month 
5.84% 
4.99% 
5.27% 
7.22% 
10.04% 
11.51% 
14.03% 
10.69% 
8.63% 
9.58% 
7.48% 
5.98% 
5.82% 
6.69% 

7.51% 
5.42% 
3.45% 
3.02% 
4.29% 
5.51 % 
5.02% 
5.07% 
4.81% 
4.66% 
5.85% 
3.44% 
1.62% 
1.01% 
1.38% 
3.16% 
4.73% 
4.41% 
1.48% 
0.16% 
0.14% 
0.06% 
0.09% 
0.06% 

NA 

8.12% 

INTEREST RATES 

US Treasury 
T Bonds 
10 Year 
7.99% 
7.61% 
7.42% 
8.41% 
9.44% 
1 1.46% 
13.93% 
13.00% 
11.10% 
12.44% 
10.62% 
7.68% 
8.39% 
8.85% 
8.49% 
8.55% 
7.86% 
7.01 % 
5.87% 
7.09% 
6.57% 
6.44% 
6.35% 
5.26% 
5.65% 
6.03% 
5.02% 
4.61 % 
4.01 ?lo 

4.27% 
4.29% 
4.80% 
4.63% 
3.66% 
3.26% 
3.22% 
2.78% 
1.80% 
2.35% 

NA 

Utility 
Bonds 

Aaa 
9.03% 
8.63% 
8.19% 
8.87% 
9.86% 
12.30% 
14.64% 
14.22% 
12.52% 
12.72% 
11.68% 
8.92% 
9.52% 
10.05% 
9.32% 
9.45% 
8.85% 
8.19% 
7.29% 
8.07% 
7.68% 
7.48% 
7.43% 
6.77% 
7.21% 
7.88% 
7.47% 

- 

[I] Note: Moody's has not published Aaa utility bond yields since 2001. 

Utility 
Bonds 

Aa 
9.44% 
8.92% 
8.43% 
9.10% 
10.22% 
13.00% 
15.30% 
14.79% 
12.83% 
13.66% 
12.06% 
9.30% 
9.77% 
10.26% 
9.56% 
9.65% 
9.09% 
8.55% 
7.44% 
8.21% 
7.77% 
7.57% 
7.54% 
6.91% 
7.51 % 
8.06% 
7.59% 

[I] 7.19% 
6.40% 
6.04% 
5.44% 
5.84% 
5.94% 
6.18% 
5.75% 
5.24% 
4.78% 
3.83% 
4.24% 

NA 

- 
Utility 
Bonds 

10.09% 
9.29% 
8.61 % 
9.29% 
10.49% 
13.34% 
15.95% 
15.86% 
13.66% 
14.03% 

A - 

12.47% 
9.58% 
10.10% 
10.49% 
9.77% 
9.86% 
9.36% 
8.69% 
7.59% 
8.31 % 
7.89% 
7.75% 
7.60% 
7.04% 
7.62% 
8.24% 
7.78% 
7.37% 
6.58% 
6.16% 
5.65% 
6.07% 
6.07% 
6.53% 
6.04% 
5.46% 
5.04% 
4.13% 
4.47% 

NA 

Utility 
Bonds 

Baa 
10.96% 
9.82% 
9.06% 
9.62% 
10.96% 
13.95% 
16.60% 
16.45% 
14.20% 
14.53% 
12.96% 
10.00% 
10.53% 
1 1 .OO% 
9.97% 
10.06% 
9.55% 
8.86% 
7.91 % 
8.63% 
8.29% 
8.16% 
7.95% 
7.26% 
7.88% 
8.36% 
8.02% 
8.02% 
6.84% 
6.40% 
5.93% 
6.32% 
6.33% 
7.25% 
7.06% 
5.96% 
5.57% 
4.86% 
4.98% 

NA 

- 

Sources: Council of Economic Advisors, Economic Indicators; Moody's Bond Record; Federal 
Reserve Bulletin: various issues. 
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Line 
- 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 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

2007 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 
2008 
Jan 
Feb 
Mar 
APr 
May 

Aug 

June 
July 

Sept 
Oct 
Nov 
Dec 
2009 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
N ov 
Dec 
2010 
Jan 
Feb 
Mar 
APr 
May 
June 
July 

Sept 
Oct 
Nov 
Dec 

Prime 
- Rate 

8.25% 
8.25% 
8.25% 
8.25% 
8.25% 
8.25% 
8.25% 
8.25% 
7.75% 
7.50% 
7.50% 
7.25% 

6.00% 
6.00% 
5.25% 
5.00% 
5.00% 
5.00% 
5.00% 
5.00% 
5.00% 
4.00% 
4.00% 
3.25% 

3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

INTEREST RATES 

US Treasury 
T Bills 

3 Month 

4.96% 
5.02% 
4.97% 
4.88% 
4.77% 
4.63% 
4.84% 
4.34% 
4.01 % 
3.97% 
3.49% 
3.08% 

2.86% 
2.21% 
1.38% 
1.32% 
1.71 % 
1.90% 
1.72% 
1.79% 
1.46% 
0.84% 
0.30% 
0.04% 

0.12% 
0.31 % 
0.25% 
0.17% 
0.15% 
0.17% 
0.19% 
0.18% 
0.13% 
0.08% 
0.05% 
0.07% 

0.06% 
0.10% 
0.15% 
0.15% 
0.16% 
0.12% 
0.16% 
0.15% 
0.15% 
0.13% 
0.13% 
0.15% 

US Treasury 
T Bonds 
10 Year 

4.76% 
4.72% 
4.56% 
4.69% 
4.75% 
5.10% 
5.00% 
4.67% 
4.52% 
4.53% 
4.15% 
4.10% 

3.74% 
3.74% 
3.51% 
3.68% 
3.88% 
4.10% 
4.01% 
3.89% 
3.69% 
3.81% 
3.53% 
2.42% 

2.52% 
2.87% 
2.82% 
2.93% 
3.29% 
3.72% 
3.56% 
3.59% 
3.40% 
3.39% 
3.40% 
3.59% 

3.73% 
3.69% 
3.73% 
3.85% 
3.42% 
3.20% 
3.01% 
2.70% 
2.65% 
2.54% 
2.76% 
3.29% 

Utility 
Bonds 
- Aa 

5.78% 
5.73% 
5.66% 

5.86% 
6.18% 
6.11% 
6.11% 
6.10% 
6.04% 
5.87% 
6.03% 

5.87% 
6.04% 
5.99% 
5.99% 
6.07% 
6.19% 
6.13% 
6.09% 
6.13% 
6.95% 
6.83% 
5.93% 

6.01 % 
6.11% 
6.14% 
6.20% 
6.23% 
6.13% 
5.63% 
5.33% 
5.15% 
5.23% 
5.33% 
5.52% 

5.55% 
5.69% 
5.64% 
5.62% 
5.29% 
5.22% 
4.99% 
4.75% 
4.74% 
4.89% 
5.12% 
5.32% 

5.83% 

Utility 
Bonds 
A 

5.96% 
5.90% 
5.85% 
5.97% 
5.99% 
6.30% 
6.25% 
6.24% 
6.18% 
6.11% 
5.97% 
6.16% 

6.02% 
6.21% 
6.21% 
6.29% 
6.27% 
6.38% 
6.40% 
6.37% 
6.49% 
7.56% 
7.60% 
6.54% 

6.39% 
6.30% 
6.42% 
6.48% 
6.49% 
6.20% 
5.97% 
5.71% 
5.53% 
5.55% 
5.64% 
5.79% 

5.77% 
5.87% 
5.84% 
5.81 % 
5.50% 
5.46% 
5.26% 
5.01% 
5.01 % 
5.10% 
5.37% 
5.56% 

Utility 
Bonds 
Baa 

6.16% 
6.10% 
6.10% 
6.24% 

6.54% 
6.49% 
6.51 % 
6.45% 
6.36% 
6.27% 
6.51% 

- 

6.23% 

6.35% 
6.60% 
6.68% 
6.82% 
6.79% 
6.93% 
6.97% 
6.98% 
7.15% 
8.58% 
8.98% 
8.13% 

7.90% 
7.74% 
8.00% 
8.03% 
7.76% 
7.30% 
6.87% 
6.36% 
6.12% 
6.14% 
6.18% 
6.26% 

6.16% 
6.25% 
6.22% 
6.19% 
5.97% 
6.18% 
5.98% 
5.55% 
5.53% 
5.62% 
5.85% 
6.04% 
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Line 
- No 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 
100 
101 
102 
103 
104 

201 1 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
N ov 
Dec 
201 2 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 
201 3 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
N ov 
Dec 
2014 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 

Prime 
- Rate 

3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

INTEREST RATES 

US Treasury 
T Bills 

3 Month 

0.15% 
0.14% 
0.11% 
0.06% 

0.04% 
0.03% 
0.05% 
0.02% 
0.02% 
0.01 % 
0.02% 

0.02% 
0.08% 
0.09% 
0.08% 
0.09% 
0.09% 
0.10% 
0.11% 
0.10% 
0.10% 
0.1 1 % 
0.08% 

0.07% 
0.10% 
0.09% 
0.06% 
0.05% 
0.05% 
0.04% 
0.04% 
0.02% 
0.06% 
0.07% 
0.07% 

0.05% 
0.06% 
0.05% 
0.04% 
0.03% 
0.03% 
0.03% 
0.03% 
0.03% 
0.02% 

NA 
NA 

0.04% 

US Treasury 
T Bonds 
10 Year 

3.39% 
3.58% 
3.41 % 
3.46% 
3.17% 
3.00% 
3.00% 
2.30% 
1.98% 
2.15% 
2.01% 
1.98% 

1.97% 
1.97% 
2.17% 
2.05% 
1.80% 
1.62% 
1.53% 
1.68% 
1.72% 
1.75% 
1.65% 
1.72% 

1.91 % 
1.98% 
1.96% 
1.76% 
1.93% 
2.30% 
2.58% 
2.74% 
2.81 % 
2.62% 
2.72% 
2.90% 

2.86% 
2.71% 
2.72% 
2.71 % 
2.56% 
2.60% 
2.54% 
2.50% 
2.50% 
2.49% 

NA 
NA 

Utility 
Bonds 
Aa 

5.29% 
5.42% 
5.33% 
5.32% 
5.08% 
5.04% 
5.05% 
4.44% 
4.24% 
4.21% 
3.92% 
4.00% 

4.03% 
4.02% 
4.16% 
4.10% 
3.92% 
3.79% 
3.58% 
3.65% 
3.69% 
3.68% 
3.60% 
3.75% 

3.90% 
3.95% 
3.90% 
3.74% 
3.91% 
4.27% 
4.44% 
4.53% 
4.58% 
4.48% 
4.56% 
4.90% 

4.44% 
4.38% 
4.40% 
4.30% 
4.16% 
4.26% 
4.16% 
4.07% 
4.06% 
4.10% 

NA 
NA 

Utility 
Bonds 
- A 

5.57% 
5.68% 
5.56% 
5.55% 
5.32% 
5.26% 
5.27% 
4.69% 
4.48% 
4.52% 
4.25% 
4.33% 

4.34% 
4.36% 
4.48% 
4.40% 
4.20% 
4.08% 
3.93% 
4.00% 
4.02% 
3.91 % 
3.84% 
4.00% 

4.15% 
4.1 8% 
4.15% 
4.00% 
4.17% 
4.53% 
4.68% 
4.73% 
4.80% 
4.70% 
4.77% 
4.81 % 

4.63% 
4.53% 
4.51% 
4.41 % 
4.26% 
4.29% 
4.23% 
4.13% 
4.23% 
4.13% 

NA 
NA 

[I] Note: Moody's has not published Aaa utility bond yields since 2001. 

Sources: Council of Economic Advisors, Economic Indicators; Moody's Bond Record; Federal 
Reserve Bulletin; various issues. 

Utility 
Bonds 
Baa 

6.06% 
6.10% 
5.97% 
5.98% 
5.74% 
5.67% 
5.70% 
5.22% 
5.11% 
5.24% 
4.93% 
5.07% 

5.06% 
5.02% 
5.13% 
5.11% 
4.97% 
4.91% 
4.85% 

4.81% 
4.54% 
4.42% 
4.56% 

4.66% 
4.74% 
4.66% 
4.49% 
4.65% 
5.08% 
5.21% 
5.28% 
5.31 % 
5.17% 
5.24% 
5.25% 

5.09% 
5.01 % 
5.00% 
4.85% 
4.69% 
4.73% 
4.66% 
4.65% 
4.55% 
4.55% 

NA 
NA 

- 

4.88% 
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Line 
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 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

- - Year 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
201 0 
201 1 
201 2 
201 3 
201 4 

STOCK PRICE INDICATORS 

S&P 
Composite 

322.84 
334.59 
376.18 
415.74 
451.21 
460.42 
541.72 
670.50 
873.43 

1,085.50 
1,327.33 
1,427.22 
1 , I  94.1 8 
993.94 
965.23 

1,130.65 
1,207.23 
1,310.46 
1,477.1 9 
1,220.04 
948.05 

1 , 139.97 
1,268.89 
1,379.35 
1,462.51 
2,058.90 

NASDAQ 
Composite 

491.69 
$599.26 
715.16 
751.65 
925.19 

1,164.96 
1,469.49 
1,794.91 
2,728.1 5 
2,783.67 
2,035.00 
1,539.73 
1 ,647.1 7 
1,986.53 
2,099.32 
2,263.41 
2,578.47 
2,161.65 
1,845.38 
2,349.89 
2,677.44 
2,965.56 
3,537.69 
4,690.03 

DJlA 
802.49 
974.92 
894.63 
820.23 
844.40 
891.41 
932.92 
884.36 

1,190.34 
1,178.48 
1,328.23 
1,792.76 
2,275.99 
2,060.82 
2,508.9 1 
2,678.94 
2,929.33 
3,284.29 
3,522.06 
3,793.77 
4,493.76 
5,742.89 
7,441 .I 5 
8,625.52 
10,464.88 
10,734.90 
10,189.1 3 
9,226.43 
8,993.59 
10,317.39 
10,547.67 
11,408.67 
13,169.98 
11,252.62 
8,876.1 5 
10,662.80 
11,966.36 
12,967.08 
14,999.67 
17,630.15 

- 
S&P 
D/P 

4.31 % 
3.77% 
4.62% 
5.28% 
5.47% 
5.26% 
5.20% 
5.81 % 
4.40% 
4.64% 
4.25% 
3.49% 
3.08% 
3.64% 
3.45% 
3.61 % 
3.24% 
2.99% 
2.78% 
2.82% 
2.56% 
2.19% 
1.77% 
1.49% 
1.25% 
1.15% 
1.32% 
1.61% 
1.77% 
I .72% 
1.83% 
1.87% 
1.86% 
2.37% 
2.40% 
1.98% 
2.05% 
2.24% 
2.14% 

NA 

- 
S&P 
- E/P 

9.15% 
8.90% 
10.79% 
12.03% 
13.46% 
12.66% 
11.96% 
11.60% 
8.03% 
10.02% 
8.12% 
6.09% 
5.48% 
8.01 % 
7.41 % 
6.47% 
4.79% 
4.22% 
4.46% 
5.83% 
6.09% 
5.24% 
4.57% 
3.46% 
3.17% 
3.63% 
2.95% 
2.92% 
3.84% 
4.89% 
5.36% 
5.78% 
5.29% 
3.54% 
1.86% 
6.04% 
6.77% 
6.20% 
5.57% 

NA 

Source: Council of Economic Advisors, Economic Indicators, various issues. 



Y 

EPCOR Water Arizona, Inc. 
Test Year Ending June 30,2013 
Docket No. WS-01303A-14-0010 

Schedule REM - 8 
Page 7 of 8 

STOCK PRICE INDICATORS 

Line 
- 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 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 

SBP - DIP 

1.64% 
1.71% 
1.79% 
1.75% 

S&P 
- EIP 

4.62% 
4.92% 
5.18% 
4.83% 

NASDAQ 
Cornnosite 

2,041.95 
1,984.1 3 
1,872.90 
2,050.22 

2,056.01 
2,012.24 
2.144.61 
2,246.09 

2,287.97 
2,240.46 
2,141.97 
2,390.26 

2,444.85 
2,552.37 
2,609.68 
2,701.59 

2,332.91 
2,426.26 
2,290.87 
1,599.64 

1,485.14 
1,731.41 
1.985.25 
2,162.33 

2,274.88 
2,343.40 
2,237.97 
2,534.62 

2,741.01 
2,766.64 
2,613.11 
2,600.91 

2,902.90 
2.928.62 
3,029.86 
3,001.69 

3,177.1 0 
3,369.49 
3,643.63 
3,960.54 

4,210.05 
4.195.81 
4.436.1 1 
4690.03 

S&P 
ComDosite 

1,133.29 
1,122.87 
1 , I  04.1 5 
1,162.07 

1,191.98 
1,181.65 
1,225.91 
1,262.07 

1,283.04 
1,281.77 
1,288.40 
1,389.48 

1,425.30 
1,496.43 
1,490.81 
1,494.09 

1,350.1 9 
1,371.65 
1,25 1.94 
909.80 

809.31 
892.23 
996.68 

1,088.70 

1,121.60 
1 ,I 35.25 
1,096.39 
1,204.00 

1,302.74 
1,319.04 
1,237.12 
1,225.65 

1,347.44 
1,350.39 
1,402.21 
1,418.21 

1,514.41 
1,609.77 
1,675.31 
1,770.45 

1,834.30 
1,990.37 
2,001.47 
2058.90 

DJlA 

10,488.43 
10,289.04 
10,129.85 
10,362.25 

- 

10,648.48 
10,382.35 
10,532.24 
10,827.79 

10,996.04 

11,274.49 
12,175.30 

I I ,18a.84 

12,470.97 
13,214.26 
13.488.43 
13.502.95 

12,383.86 
12,508.59 
11,322.40 
8,795.61 

7,774.06 
8.327.83 
9.229.93 
10,172.78 

10,454.42 
10,570.54 
10,390.24 
11,236.02 

12,024.62 
12,370.73 
11,671.47 
11,798.65 

12,839.80 
12,765.58 
13,118.72 
13,142.91 

14,000.30 
14,961.28 
15.255.25 
15,751.96 

16,170.26 
16,603.50 
17,930.00 
17630.1 5 

2004 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2005 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2006 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2007 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2008 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2009 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2010 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

201 1 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2012 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2013 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2014 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

1.77% 
1.85% 
1.83% 
1.86% 

5.11% 
5.32% 
5.42% 
5.60% 

1.85% 
1.90% 
1.91% 
1.81% 

5.61% 
5.86% 
5.88% 
5.75% 

1.84% 
1.82% 
1.86% 
1.91% 

5.85% 
5.65% 
5.15% 
4.51% 

2.11% 
2.10% 
2.29% 
2.98% 

4.55% 
4.05% 
3.94% 
1.65% 

3.00% 
2.45% 
2.16% 
1.99% 

0.86% 
0.82% 
1.19% 
4.57% 

1.94% 
1.97% 
2.09% 
1.95% 

5.21% 
6.51% 
6.30% 
6.15% 

1.85% 
1.97% 
2.15% 
2.25% 

6.13% 
6.35% 
7.69% 
6.91% 

2.12% 
2.30% 
2.27% 
2.28% 

6.29% 
6.45% 
6.00% 
6.07% 

2.21% 
2.15% 
2.14% 
2.06% 

5.59% 
5.66% 
5.65% 
5.42% 

2.04% 
2.06% 

NA 
NA 

5.38% 

NA 
NA 

Source: Council of Economic Advisors, Economic Indicators, various issues. 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

i n  

Company 

American States Water Co. 

American Water Works Co., Inc 

Aqua America, Inc. 

Artesian Rtesources Corp. 

California Water Service Group 

Connecticut Water Service, Inc. 

Middlesex Water 

SJW Corporation 

York Water Company 

2009 

54.1% 

43.1% 

44.4% 

46.2% 

52.9% 

49.1% 

52.1% 

50.6% 

54.3% 

201 0 

55.7% 

43.2% 

43.4% 

47.5% 

47.6% 

50.2% 

55.8% 

46.3% 

51.7% 

201 I 

54.6% 

44.2% 

47.3% 

51 5% 

48.3% 

46.5% 

56.6% 

43.4% 

52.9% 

201 2 

57.8% 

46.1 % 

47.3% 

52.7% 

52.2% 

50.8% 

57.4% 

45.0% 

54.0% 
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2013 

60.2% 

47.6% 

51.1% 

53.6% 

58.4% 

52.9% 

58.7% 

48.9% 

54.9% 

2014 

60.0% 

46.0% 

49.0% 

57.0% 

52.5% 

59.0% 

49.5% 

54.0% 

11 

12 Average 49.6% 49.0% 49.5% 51.5% 54.0% 53.4% 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Source: Value Line October 17, 2014 
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AWR Analyst Estimates I American States Water Company C Stock - Yahoo! Finance Page 1 of2 

Home Mail News Sports Finance Weather Games Groups Answers Screen Flickr Mobile I More 

~~ ~ 

Search Finance S e B a j n W b  ~ a t l  

Finance Home My Portfolio My Q u o t e s  News M a r k e t  Data Yahoo Originals Business & Finance Personal Finance CNBC Contributors 

Enter Symbol Look up 1 Fri Dec 5 2014 I1  58>M EST - US Markets dose in 4 nr5 3nd 2 mins Repod an Issue 

A M  
EjCTRADE 
OPENANACCOLW 

-~ 

American states Water Company (AWR) - NYSE * Watchlist 

34.1 9 So.o1(0.03%) 11 SAMEST-NYSERealTimePrice 

Analyst Estimates Get Analyst Estimates ‘oc[ - lFJ  

Earnings Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago EPS 

Revenue Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago Sales 

Sales Growth (yearIest) 

Earnings History 

EPS Est 

EPS Actual 

Difference 

Surprise % 

EPS Trends 

Current Estimate 

7 Days Ago 

30 Days Ago 

60 Days Ago 

90 Days Ago 

EPS Revisions 

Up Last 7 Days 

Up Last 30 Days 

Down Last 30 Days 

Down Last 90 Days 

Growth Est 

Current Qtr. 

Next Qtr. 

This Year 

Next Year 

Past 5 Years (per annum) 

Next 5 Years (per annum) 

PriceIEarnings (avg. for 
comparison categories) 

PEG Ratio (avg. for 
comparison categories) 

Currency in USD. 

Current Qtr. 
Decl4 

0.25 

4.00 

0.24 

0.26 

0.30 

Current Qtr. 
Dec 14 

110.71M 

3 

108.32M 

113.30M 

109.92M 

0.70% 

Decl3 

0.19 

0.30 

0.11 

57.90% 

Current Qtr. 
Dec 14 

0.25 

0.25 

0.26 

0.26 

0.26 

Current Qtr. 
Dec 14 

0 

0 

0 

NIA 

AWR 

-1 6 70% 

17.90% 

-9 30% 

7.50% 

19.36% 

2.00% 

23.42 

11.71 

Next Qlr. 
Marl5 

0.33 

3.00 

0.32 

0.34 

0.28 

Next Qtr. 
Marl5 

108.14M 

1 

108.14M 

108.14M 

101.94M 

6.10% 

Mar 14 

0.34 

0.28 

006 

-1 7 60% 

Next Qtr. 
Marl5 

0.33 

0.33 

0.33 

0.33 

0.33 

Next Qtr. 
Marl5 

0 

1 

0 

NIA 

Industry 

8.40% 

11.10% 

3.60% 

d 90% 

NIA 

7.64% 

16.69 

5.08 

Current Year 
Dec 14 

1.46 

6.00 

1.38 

1.50 

1.61 

Current Year 
Dec 14 

474.45M 

6 

464.24M 

517.80M 

472.08M 

0.50% 

Jun 14 

0.43 

0.39 

0 04 

-9 30% 

Current Year 
Dec 14 

1.46 

1.46 

1.44 

1.44 

1.44 

Current Year 
Dec 14 

0 

3 

0 

NIA 

Sector 

196.60% 

101.40% 

4 10% 

6.70% 

NIA 

6.74% 

17 00 

7.75 

Next Year 
Dec 15 

1.57 

6.00 

1.45 

1.67 

1.46 . 

Next Year 
Dec 15 

488.13M 

5 

466.00M 

521.70M 

474.45M 

2.90% 

Sep 14 

0.49 

0.54 

0.05 

10.20% 

Next Year 
Dec 15 

1.57 

1.57 

1.55 

1.54 

1.54 * 

Next Year 
Dec 15 

0 

3 

0 

NIA 

S8P 500 

18.40% 

18.50% 

7.80% 

10.50% 

NIA 

9.39% 

20.96 

3.13 

http://finance. yahoo .com/q/ae?s=AWR+Analy st+Estimates 12/5/20 14 

http://finance


Home Mail News Sports Finance Weather Games Groups 4nswers Screen Flickr Mobile 1 More 

1 -1 Search Finance Se8u jnMb Mad 

Finance Home My Portfolio My Quotes News Market Data Yahoo Originals Business & Finance Personal Finance CNBC Contributors 

Enter Symbol I-) Ffl Dec 5 2014 12 42PM EST. U S Marksts close m 3 hrs 18 mlns Report an Issue 

Dow 0. AWK 
IS TRENDINGV 

m P  2. . ,,' 
AWK IS DOWN 

AWK 
~~~ 

American Water Works Company, Inc. (AWK) - NYSE 

52.1 5 0.30(0.57%) 12:42PMEST-NYSERealTimePrice 

Analyst Estimates 

Earnings Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago EPS 

Revenue Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago Sales 

Sales Growth (year/est) 

Earnings History 

EPS Est 

EPS Actual 

Difference 

Surprise % 

EPS Trends 

Current Estimate 

7 Days Ago 

30 Days Ago 

60 Days Ago 

90 Days Ago 

EPS Revisions 

Up Last 7 Days 

Up Last 30 Days 

Down Last 30 Days 

Down Last 90 Days 

Growth Est 
Current Qtr. 

Next Qtr. 

This Year 

Next Year 

Past 5 Years (per annum) 

Next 5 Years (per annum) 

PricelEarnings (avg. for 
comparison categories) 

PEG Ratio (avg. for 
comparison categories) 

Currency in US0 

Current Qtr. 
Dec 14 

0.51 

12.00 

0.49 

0.54 

0.47 

Current Qlr. 
Dec 14 

790.1 OM 

10 

719.30M 

1.188 

712.26M 

10.90% 

Dec 13 

0.45 

0.47 

0.02 

4.40% 

Current Qtr. 
Dec 14 

0.51 

0.51 

0.50 

0.50 

0.50 

Current Qlr. 
Oec 14 

0 

5 

0 

NIA 

AWK 

8.50% 

5.00% 

9.50% 

8.30% 

16.23% 

8.10% 

21.76 

2.69 

Next Qlr. 
Mar l5  

0.42 

7.00 

0.38 

0.49 

0.40 

Next Qtr. 
Mar 15 

718.80M 

7 

692.20M 

769.30M 

681.95M 

5.40% 

Mar 14 

0.35 

0.40 

0.05 

14.30% 

Next Qtr. 
Mar 15 

0.42 

0.42 

0.42 

0.42 

0.42 

Next Qtr. 
Mar 15 

0 

1 

0 

N/A 

Industry 

8.40% 

11.10% 

3.60% 

s 90% 

N/A 

7.64% 

16.69 

5.08 

Current Year 
Oec 14 

2.41 

13.00 

2.38 

2.45 

2.20 

Current Year 
Dec 14 

3.088 

15 

3.018 

3.478 

2.906 

6.20% 

Jun 14 

0.64 

0.63 

-0 01 

-1 60% 

Current Year 
Dec 14 

2.41 

2.41 

2.42 

2.42 

2.42 

Current Year 
Dec 14 

0 

4 

0 

N/A 

Sector 

196.60% 

101.40% 

-4 10% 

6 70% 

N/A 

6.74% 

17.00 

7.75 

AWK Analyst Estimates I American Water Works Company, I Stock - Yahoo! Finance Page 1 of 2 

http://finance.vahoo.com/q/ae?s=AWK+Analvst+Estimates 12/5/20 I 4 

Get Analyst Estimates for: I 11 GO 1 
Next Year 

Dec 15 

2.61 

17.00 

2.55 

2.73 

2.41 

Next Year 
Dec 15 

3.208 

14 

3.1 06 

3.328 

3.088 

4.00% 

Sep 14 

0.91 

0.92 

0.01 

1.10% 

Next Year 
Dec 15 

2.61 

2.61 

2.61 

2.61 

2.61 

Next Year 
Dec 15 

0 

2 

0 

N/A 

sap 500 

18.40% 

18.50% 

7.80% 

10.50% 

N/A 

9.39% 

20.96 

3 13 

http://finance.vahoo.com/q/ae?s=AWK+Analvst+Estimates


Home Mail News Sports Finance Weather Games Groups Answers Screen Flickr Mobile I More 

1 Search Finance Seqt,UHeb Mad 

Finance Home My Portfolio My Quotes News Market Data Yahoo Originals Business & Finance Personal Finance CNBC Contributors 

EnterSymbol Look Up j Fri Dec 5 2014 12 43pm EST - US Malkets close in 3 nrs and 17 mlns Report an Issue 

. W T i -  ̂^^" 

Dow tC '""' 

ISTRENOINGV 
WTR 

WTR IS DOWN 

Aqua America Inc. (WTR) - NYSE * Watchlist 

25.90 4 0.27(1.05%) 12:42PM EST-NYSE Real Time Price 

Analyst Estimates 

Earnings Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago EPS 

Revenue Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago Sales 

Sales Growth (yearlest) 

Earnings History 
EPS Est 

EPS Actual 

Difference 

Surprise % 

EPS Trends 

Current Estimate 

7 Days Ago 

30 Days Ago 

60 Days Ago 

90 Days Ago 

EPS Revisions 

Up Last 7 Days 

Up Last 30 Days 

Down Last 30 Days 

Down Last 90 Days 

Growth Est 

Current Qtr. 

Next Qtr. 

This Year 

Next Year 

Past 5 Years (per annum) 

Next 5 Years (per annum) 

PriceIEarnings (avg. for 
comparison categories) 

PEG Ratio (avg. for 
comparison categories) 

Currency in US0 

Current Qtr. 
Dec 14 

0.28 

8.00 

0.27 

0.29 

0.26 

Current Qlr. 
Dec 14 

196.39M 

7 

192.10M 

206.99M 

188.61M 

4.10% 

Dec 13 

0.25 

0.26 

0.01 

4.00% 

Current Qlr. 
Dec 14 

0.28 

0.28 

0.28 

0.28 

0.28 

Current Qt .  
Oec 14 

0 

0 

0 

NIA 

WTR 

7.70% 

4.20% 

3.40% 

5.80% 

14.66% 

4.00% 

21.81 

5 45 

Next Qlr. 
Mar 15 

0.25 

5.00 

0.23 

0.26 

0.24 

Next Qlr. 
Marl5 

189.71 M 

3 

189.07M 

190.40M 

182.67M 

3.90% 

Mar 14 

0.24 

0.24 

0.00 

0.00% 

Next Qlr. 
Mar 15 

0.25 

0.25 

0.25 

0.25 

0.25 

Next Qtr. 
Mar 15 

0 

1 

0 

NIA 

Industry 

8 40% 

11.10% 

3.60% 

-6 90% 

NIA 

7.64% 

16.69 

5.08 

Current Year 
Dec 14 

1.20 

12.00 

1.19 

1.22 

1.16 

Current Year 
Dec 14 

787.87M 

10 

780.6OM 

795.51M 

768.64M 

2.50% 

Jun 14 

0.30 

0.31 

0.01 

3.30% 

Current Year 
Dec 14 

1.20 

1.20 

1.20 

1.20 

1.20 

Current Year 
Dec 14 

0 

4 

0 

NIA 

Sector 

196.60% 

101.40% 

-4 10% 

6.70% 

NIA 

6.74% 

17.00 

7.75 

Get Analyst Estimates for. 

Next Year 
Dec 15 Trade stocks 

1.27 for only 12.00 

1.25 

1.30 

1.20 

WTR Analyst Estimates I Aqua America, Inc. Common Stock Stock - Yahoo! Finance Page 1 of2 

http://finance.yahoo.com/q/ae?s=WTR+Analvst+Estimates 1 2/5/20 1 4 

823 34M 

9 

807.18M 

840 09M 

787 87M 

4 50% 

Sep 14 

0.37 

0.38 

0.01 

2.70% 

Next Year How much 
Dec 15 can you save? 

1.27 

1.27 

127 

1.27 

Next Year 
Dec 15 

0 

0 

0 

NIA 

sap  500 

18.40% 

18.50% 

7.80% 

10.50% 

NIA 

9.39% 

20.96 

3.13 

http://finance.yahoo.com/q/ae?s=WTR+Analvst+Estimates


ARTNA Analyst Estimates I Artesian Resources Corporation Stock - Yahoo! Finance Page 1 o f2  

Home Mail News Sports Finance Weather Games Groups Answers Screen Flickr Mobile I More 

I I Search Finance SerSqfnWb Mall 

Finance Home My Portfolio My Quotes News Market Data Yahoo Originals Business & Finance Personal Finance CNBC Contributors 

Enter Symbol [LOokUp) 
to' ."", .. . A -  - .. 

E*TRADE 
OPEN AN A C C W W  

Fn Dec 5 2014 12 59pm EST - US Ma*& CIOSe In 3 hrs and 1 mln Reporl an Issue 

ARTNA 

Artesian Resources Corp. (ARTNA) - NasdaqGS Ir Watchlist 

21 -53 t0.02(0.09%) 11:39AMEST 

Analyst Estimates 

Earnings Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

YearAgo EPS 

Revenue Est 

Avg. Estimate 

No. ofAnalysts 

Low Estimate 

High Estimate 

Year Ago Sales 

Sales Growth (year/est) 

Earnings History 

EPS Est 

EPS Actual 

Difference 

Surprise % 

EPS Trends 

Current Estimate 

7 Days Ago 

30 Days Ago 

60 Days Ago 

90 Days Ago 

EPS Revisions 

Up Last 7 Days 

Up Last 30 Days 

Down Last 30 Days 

Down Last 90 Days 

Growth Est 

Current Qtr. 

Next Qtr. 

This Year 

Next Year 

Past 5 Years (per annum) 

Next 5 Years (per annum) 

PriceiEamings (avg for 
comparison categories) 

PEG Ratio (avg. for 
canparison categories) 

Currency in USD. 

Current Qtr, 
Dec 14 

0.22 

3.00 

0.21 

0.24 

0.17 

Current Qtr. 
Dec 14 

18.10M 

2 

18.02M 

18.17M 

16.89M 

7.10% 

Dec 13 

0.24 

0.17 

0 07 

-29 20% 

Current Qtr. 
Dec 14 

0.22 
0.22 

0.22 

0.22 
0.22 

Current Qtr. 
Dec 14 

0 

1 

0 

NIA 

ARTNA 

29.40% 

13.00% 

14.90% 

11.10% 

2.37% 

4.00% 

20.19 

5.05 

Next Qtr. 
Mar 15 

0.26 

1 .cm 
0.26 

0.26 

0.23 

Next Qtr. 
Mar 15 

18.12M 

1 

18.12M 

18.12M 

16.90M 

7.20% 

Mar 14 

0.21 

0.23 

0.02 

9.50% 

Next Qtr. 
Marl5 

0.26 

0.26 

0.26 

0.26 

0.26 

Next Qtr. 
Marl5 

0 
0 

0 

NIA 

Industry 

8.40% 

11.10% 

3.60% 

6 90% 

N/A 

7.64% 

16.69 

5 08 

Current Year 
Dec 14 

1.08 

4.00 

1.04 

1.15 

0.94 

Current Year 
Dec 14 

72.56M 

3 

72.40M 

72.71M 

69.07M 

5.00% 

Jun 14 

0.32 

0.22 
-0 10 

-31 20% 

Current Year 
Dec 14 

1.08 

1.08 

1.05 

1.05 

1.05 

Current Year 
Dec 14 

0 

2 

0 

NIA 

Sector 

196.60% 

101.40% 

-4 10% 

6.70% 

NIA 

6.74% 

17.00 

7.75 

Next Year 
Dec 15 

1.20 

4.00 

1.13 

1.25 

1.08 

Next Year 
Dec 15 

77.16M 

3 

76.51M 

77.94M 

72.56M 

6.30% 

Sep 14 

0.33 

0.37 

0.04 

12.10% 

Next Year 
Dec 15 

1.20 

1.20 

1.21 

1.20 

1.20 

Next Year 
Dec 15 

0 

0 

0 

N/A 

S&P 500 

18.40% 

18.50% 

7.80% 

10.50% 

NIA 

9.39% 

20.96 

3.13 

Get Analyst Estimates for: u w  
Trade stocks 

for only 

http://finance.yahoo.com/q/ae?s=ARTNA+Aalyst+Estimates 12/5/20 14 

http://finance.yahoo.com/q/ae?s=ARTNA+Aalyst+Estimates


CWT Analyst Estimates I California Water Service Group Stock - Yahoo! Finance Page 1 of 2 

Home Mail News Sports Finance Weather Games Groups Answers Screen Flickr Mobile I More 

I Search Finance SeZt4fn\neb Mad I 
Finance Home My Portfolio My Quotes News Market Data Yahoo Originals Business & Finance Personal Finance CNBC Contributors 

Enter Symbol [LookVp] Fn Dec 5 2014 12 58pm EST. LIS Mdrkets close in 3 hrs and 2 mins Report an Issue 

Dow t CWT 
ISTRENDINGV 

California Water Service Group (CWT) - NYSE t Watchlist 

24.01 i 0.1 2 (0.52%) 12:57PM EST- NYSERealTime Price 

Analyst Estimates 

Earnings Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago EPS 

Revenue Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago Sales 

Sales GrowVl (year/est) 

Earnings History 

EPS Est 

EPS Actual 

Difference 

Surprise % 

EPS Trends 

Current Estimate 

7 Days Ago 

30 Days Ago 

60 Days Ago 

90 Days Ago 

EPS Revisions 

Up Last 7 Days 

Up Last 30 Days 

Down Last 30 Days 

Down Last 90 Days 

Growth Est 

Current Qtr. 

Next Qtr. 

This Year 

Next Year 

Past 5 Years (per annum) 

Next 5 Years (per annum) 

PricelEamings (avg. for 
comparison categories) 

PEG Ratio (avg. for 
comparison categories) 

Currency in USD 

Current QV. 
Dec 14 

0.17 

4.00 

0.15 

0.21 

0.12 

Current Qtr. 
Dec 14 

116.67M 

2 

94.00M 

139.34M 

133.70M 

-1 2 70% 

Oec 13 

0.06 

0.12 

0.06 
100.00% 

Current Qtr. 
Dec 14 

0.17 

0.17 

0.17 

0.15 

0.15 

Current Qtr. 
Dec 14 

0 

0 

0 

NIA 

CWT 

41.70% 

100.00% 

6.90% 

13.80% 

19 74% 

6.00% 

22.15 

3.69 

Next Qtr. 
Mar 15 

0.00 
1 .00 

0.00 

0.00 

-0 11 

Next Qlr, 
Mar 15 

114.61M 

1 

114.81 M 

114.81M 

110.52M 

3.~0% 

Mar 14 

-0 07 

0 11 

-004 
-57 10% 

Next Qlr. 
Mar 15 

0.00 
0.00 

0.00 

0.00 

0.00 

Next Qlr. 
Mar 15 

0 

0 

0 

NIA 

Indusy 

8 40% 

11.10% 

3.60% 

6 90% 

NIA 

7.64% 

16.69 

5.08 

Current Year 
Dec 14 

1.09 

4.00 

1 .oo 
1.15 

1.02 

Current Year 
Oec 14 

531.42M 

3 

379.80M 

615.00M 

584.10M 

-9 00% 

Jun 14 

0.29 

0.36 

0.07 

24.10% 

Current Year 
Dec 14 

1.09 

1.09 

111 

1.07 

1.07 

Current Year 
Dec 14 

0 

0 

0 

N/A 

Sector 

196.60% 

101.40% 

-4 10% 

6.70% 

NIA 

6.74% 

17.00 

7.75 

Next Year 
Oec 15 

1.24 

5.00 

1.08 

1.45 

1.09 

Next Year 
Oec 15 

558.95M 

3 

422.00M 

64O.OOM 

531.42M 

5.20% 

Sep 14 

0.68 

0.70 

0.02 

2.90% 

Next Year 
Dec 15 

1.24 

1.24 

1.24 

1.26 

1.26 

Next Year 
Oec 15 

0 

0 

0 

NIA 

S&P 500 

18.40% 

18.50% 

7.80% 

10.50% 

NIA 

9.39% 

20.96 

3.13 

Get Analyst Estimates f o c r 1 / E I  

Trade stocks 
for only 

How much 
can yousave? 

TradeKiib ' 8 E W E F  F f P d  - SFC 

http://finance.y ahoo .com/q/ae?s=C WT+Analy st+Estimates 12/5/20 14 
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L 

CTWS Analyst Estimates I Connecticut Water Service, Inc. Stock - Yahoo! Finance Page 1 of2 

Home Mail News Sports Finance Weather Games Groups Answers Screen Fllckr Mobile I More 

I j  Search Finance Se&@W?b Mad 

Finance Home My Portfolio My Quotes News Market Data Yahoo Onginals Business 8 Finance Personal Finance CNBC Contributors 

Enter Symbol [LoOkVp] Fn Dec 5 2014 1 Mlpm EST. US Marksts close in2 tv and 60 mms Report an Issue 

Dow t 
E*TRADE 

CTWS :70"/, 
OPEN *N U C O b W  

Connecticut Water Service Inc. (CTWS) - NssdaqGS * Watchlist 

34.25 t 0 14 (0.42%) 1256PM EST - Nasdaq Real Time Price 

EPS Revisions 

Up Last 7 Days 

Up Last 30 Days 

Down Last 30 Days 

Down Last 90 Days 

Growth Est 
Current Qtr. 

Next Qtr. 

This Year 

Next Year 

Past 5 Years (per annum) 

Next 5 Years (per annum) 

PricelEamings (avg. for 
comparison categories) 

PEG Ratio (avg. for 
I comparison categories) 

Analyst Estimates 

Earnings Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago EPS 

Revenue Est 

Avg. Estimate 

No. of Analysts 

Low Estimate 

High Estimate 

Year Ago Sales 

Sales Growth (yeadest) 

Earnings History 

EPS Est 

EPS Actual 

Difference 

Surptise % 

EPS Trends 

Current Estimate 

7 Days Ago 

30 Days Ago 

60 Days Ago 

90 Days Ago 

Current Qtr. 
Dec 14 

0.23 

4.00 

0.19 

0.27 

0.17 

Current Qtr. 
Dec 14 

21.41 M 

2 

20.91 M 

21.91M 

21.58M 

-0 80% 

Dec 13 

0.25 

0.17 

-0 08 

-32 00% 

Current Qtr. 
Dec 14 

0.23 

0.23 

0.24 

0.24 

0.24 

Current Qtr. 
Dec 14 

0 

0 

0 

NIA 

CTWS 

35.30% 

18.50% 

14.50% 

4.20% 

13.22% 

5.00% 

18.61 

3.73 

Ned Qtr. 
Mar 15 

0.32 

1.00 

0.32 

0.32 

0.27 

Ned Qlr. 
Mar 15 

21.27M 

1 

21.27M 

21.27M 

20.26M 

5.00% 

Mar 14 

0.28 

0.27 

-0 01 

-3 60% 

Ned Qlr. 
Mar 15 

0.32 

0.32 

0.32 

0.32 

0.32 

Next Qtr. 
Mar 15 

0 

0 

0 

NIA 

Industry 

8.40% 
11.10% 

3.60% 

6 90% 

NIA 

7.64% 

16.69 

5.08 

Current Year 
Dec 14 

1.90 

5.00 

1.80 

2.00 

1.66 

Current Year 
Dec 14 

95.54M 

5 

94.18M 

97.10M 

91.48M 

4.40% 

Jun 14 

0.52 

0.67 

0.15 

28.80% 

Current Year 
Dec 14 

1.90 

1.90 

1.89 

1.89 

1.89 

Current Year 
Dec 14 

0 

1 

0 

NIA 

Sector 

196.60% 

101.40% 

4 10% 

6.70% 

NIA 

6.74% 

17.00 

7.75 

Next Year 
Dec 15 

1.98 

5.00 

1.90 

2.03 

1.90 

Next Year 
Dec 15 
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EXECUTIVE SUMMARY - COST OF CAPITAL SURREBUTTAL 

Based on the Residential Utility Consumer Office’s (“RUCO”) analysis of EPCOR 
Water Arizona’s, (“EWAZ,” “EPCOR,” or “Company’) application for a permanent 
rate increase, filed with the Arizona Corporation Commission (“ACC” or 
‘Commission”) on March I O ,  2014, RUCO recommends the following: 

Cost of Capital - RUCO continues to recommend a cost of capital of 6.09 
percent based on the preparation of three separate cost of capital methodologies 
that were presented in its direct testimony. RUCO continues to disagree with the 
55 basis points credit and business risk premium adjustments that have been 
proposed by the Company. 

RUCO’S Proposed Capital Structure -- 

Percent 
58.46 % Long Term Debt 

Short Term Debt 2.17 % 
Cost of Equity 39.37 % 

Total Capital 100.00 % 

cost Return 
4.29 % 2.51 % 
0.31 % 0.01 % 
8.91 % 3.57 % 

6.09 % 
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INTRODUCTION 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name, position, employer and address. 

My Name is Robert B. Mease. I am Chief Accounting and Rates and 

currently employed by the Residential Utility Consumer Office (“RUCO”) 

located at 11 10 W. Washington, Suite 220, Phoenix, Arizona 85007. 

Have you previously provided testimony regarding this docket? 

Yes. I filed direct testimony on January 20, 2015 with RUCO’s 

recommended cost of capital. 

What is the purpose of your surrebuttal testimony? 

My surrebuttal testimony will address the Company’s reb ittal comments 

and I will again summarize my recommendations for proposing a cost of 

capital of 6.09 percent. 

Did the Company modify its cost of capital in its rebuttal testimony? 

Yes, the Company changed its overall cost of capital from 6.87 percent to 

6.81 percent. The Company changed its cost of equity from 10.70 percent 

to 10.55 percent. 
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COST OF CAPITAL SUMMARY 

Q. 

A. 

Q. 

A. 

Mr. Mease, can you please summarize your testimony that was 

previously filed in this case? 

I previously field direct testimony on January 20, 201 5, and recommended 

a cost of capital of 6.09 percent. The components included in my cost of 

capital calculation included: 

Percent cost Return 
Long Term Debt 58.46 % 4.29 % 2.51 % 
Short Term Debt 2.17 % 0.31 % 0.01 % 
Cost of Equity 39.37 % 8.91 % 3.57 % 

Total Capital 100.00 % 6.09 % 

I prepared three separate models in my calculations including the 

Discounted Cash Flow Model (“DCF”), Capital Asset Pricing Model 

(“CAPM”) and a Comparable Earnings Model (((CE”). The results of the 

three models are as follows: 

Weighted Cost 
Discounted Cash Flow 8.74 % 
Capital Asset Pricing Model 7.48 % 
Comparable Earnings 10.50 % 

Weighted Cost 8.91 % 

What is the Company’s and Staff‘s proposal for cost of equity? 

Ms. Ahern’s proposed cost of equity was 10.70 percent in her direct 

testimony but has been reduced to 10.55 percent in her rebuttal testimony. 

The Staff has proposed a cost of equity of 9.50 percent. It should be 

noted that Ms. Ahern’s cost of equity included 75 basis points labeled as 

2 
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Credit Risk and Business Risk Adjustments while Staffs included an 

upward economic assessment adjustment of 60 basis points in its final 

determination. Disregarding these favorable upward adjustments RUCO’s 

ROE is 8.91 percent, Staffs would be 8.90 percent without the favorable 

adjustment, while the Company’s ROE would be 9.95 percent. 

Q. 

4. 

Since EPCQR has filed rebuttal testimony has anything changed that 

would alter RUCO’s initial position on its cost of capital? 

No. I continue to recommend the cost of equity that was calculated in my 

direct testimony. 

RUCQ’S COMMENTS ON COMPANY ANALYSIS 

Q. 

A. 

Did Ms. Ahern make any general comments concerning RUCO’s use 

of the DCF model? 

Yes she did. Ms. Ahern states that both Mr. Cassidy’s (Staffs expert cost 

of capital witness) and Mr. Mease’s single stage Discounted Cash Flow 

model results, 8.60% and 8.74%, respectively, significantly understate the 

investors’ required return when applied to an original cost less 

depreciation rate base, i.e. book value. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Do you find this a little unusual that she is criticizing your DCF 

model? 

Actually I do. The results of my DCF model, 8.74 percent, is higher than 

the rate of return in Ms. Ahern’s DCF model. The same holds true for 

Staffs DCF calculation. Ms. Ahern’s DCF model produced a return of 

8.37 percent and Staffs DCF model produced a return of 8.60 percent. 

Not sure why she would be questioning our DCF models as our variable 

inputs produce a better result than her calculations. 

Does Ms. Ahern have additional criticism’s or RUCO’s models? 

Yes. Ms. Ahern has stated that Mr. Mease’s CAPM is flawed because: (1) 

“He has incorrectly relied upon an historical risk-free rate despite the fact 

that both ratemaking and cost of capital are prospective;” and (2) “He has 

incorrectly calculated his market equity risk premium relying upon (a) the 

historical total return on U.S. Treasury securities; and (b) not employing a 

prospective or forward-looking equity risk premium.” 

What is your response to your use of historical risk-free rate(s)? 

I believe that it is proper to use the historical and current yields rather than 

a projected yield. The current yield is known and measurable and reflects 

current market conditions. If the current yield on a 20 year US Treasury 

Bond is 2 percent, this is what investors will receive. On the other hand, a 

prospective yield, or prospective interest rates, are not known and 
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measurable and may or may not be achieved. The prospective yield is 

purely speculative and should not be relied upon. 

3. 

4. 

Q. 

A. 

Did Ms. Ahern prepare a CAPM in his analysis? 

Yes, a CAPM was prepared by Ms. Ahern. In her analysis she used 30- 

year long term Treasury bond rate of 3.94 percent. The Treasury yield as 

of October 1, 2014 was 3.12 percent and has continued to drop 

throughout the month of October. I also do not agree with Ms. Ahern’s risk 

premium of 7.85 percent. Her risk premium is based on a prospective 

outlook and cannot be relied on as it is purely speculative. Ms. Ahern has 

overstated her yield rates significantly in her analysis and her cost of 

equity is overstated as a well. 

In addition to calculating cost of equity using a DCF model and 

CAPM did you prepare an additional analysis? 

Yes. While understanding that the CAPM model may have limitations I 

did prepare a comparable earnings analysis. The CE method is designed 

to measure the returns expected to be earned on the book value of similar 

risk enterprises, in this case the proxy company’s. While EWAZ is not a 

publicly traded company as is the proxy group, it still provides additional 

support that the company will be earning a fair rate of return. The analysis 

was prepared from the proxy companies that were used in preparing both 

the DCF model and the CAPM. 
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Q. 

A. 

Can you describe how you prepared you CE model and the various 

inputs that were used in your analysis? 

I looked at the rates of return on common equity since 1992 for the nine 

proxy companies used in my analysis. Returns from 1992 through and 

including 2013 were averaged together for the proxy companies and then 

prospective periods from 2014 through 2018 were included with the 

historical returns to determine both an average and a median for all years 

included in my model. The results, which included a representative 

sample of both historical and prospective rates of return produced a cost 

of equity of 10.5 percent and was included in my final determination or the 

overall cost of equity for EWAZ. 

BUSINESS AND CREDIT RISK ADJUSTMENTS 

Q. 

4. 

Is the Company continuing to make adjustments for the so-called 

business and credit risk associated with smaller companies? 

Yes. In direct testimony Ms. Ahern had included a 44 basis points for a 

Credit Risk Adjustment and 30 basis points for a Business Risk 

Adjustment. Even though EPCOR Utilities has an A credit rating with 

DBRS rating agency and has recently been upgraded to an A- rating by 

S&P, the company continues to believe a credit risk adjustment of 24 

basis points is appropriate as a Credit Risk Adjustment. In addition to a 

very good credit rating as reported by these two agencies, Standard & 
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Poor’s has given the second-highest score, a AA+ rating, to the City of 

Edmonton, EPCOR Utilities sole shareholder. 

Q. 

4. 

Q. 

4. 

What are RUCO’s general thoughts about the recent rating agencies 

analysis and upgrades and the related topic of risk? 

The recent rating agencies reports and the upgrade is an indication of tht 

business and financial strength of EWAZ’s parent company and its low credi 

risk. The recent rating agency upgrades and discussion of EPCOR’s credi 

rating demonstrate that EPCOR Utilities has relatively low risk and enjoys i 

high bond rating. There is a direct link, as indicated by Ms. Ahern, betweer 

the bondkredit ratings of subsidiaries with those of their parent company. Thf 

business and credit risk of a wholly-owned, cost of service based, rat( 

regulated monopoly utility operating in the U.S. such as EWAZ is comparablc 

to that of its parent. There is no reliable basis for imputing a credit risl 

adjustment to EWAZ’s return on equity in the current rate case. 

Does EWAZ have long term debt at reasonable rates? 

EWAZ’s interest rate on its outstanding long term debt is a very favorable 

4.29 percent. This compares to 5.05 percent that was APS’s cost of debt 

in the recent “Four Corners Transaction” and UNS Electric’s 5.00 percent 

cost of debt on its recent Gila Bend plant purchase. The cost of debt for 

EWAZ is very favorable and to think that they should receive a financial 

risk adjustment simply is not warranted. 

7 
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Q. 

4. 

Q. 

A. 

Does Ms. Ahern continue to advocate for a business risk adjustment 

in this rate application? 

Yes. Ms. Ahern defines business risk as the “riskiness of a company’s 

common stock without the use of debt and/or preferred capital.” Ms. 

Ahern also provides examples of business risk such as quality of 

management, regulatory environment, capital intensity, and size, all of 

which have a direct bearing on earnings. An individual utility may face 

different levels of one or more of these risks. This means that business 

risk is important to the determination of a fair rate of return because the 

greater the level of risk, the greater the return investors demand, 

consistent with the basic principles of risk and return. 

How does RUCO respond to the Company’s request for a business 

risk adjustment? 

Basically the same as the response for a credit risk adjustment. The 

Company is not in need of a business risk adjustment. Several factors 

helped me make that final decision. First, the Company is remitting in 

excess of 83 percent of its net earnings in the form of dividend payments. 

From the initial purchase date through and including June 30, 2014, the 

Company had net earnings of $29,837,000 and has remitted $24,962,545 
963 

in dividend payments to its parent. The @percent dividend distribution 

compares to approximately 55 percent dividend distribution of the proxy 

companies used in my evaluation. If the Company is in need of capital 

8 
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improvements, as they have indicated in their testimony, or additional 

resources for expense payments they should change their dividend policy 

and retain more of its locally generated retained earnings to cover locally 

generated expenditures. 

Another indication to RUCO that EPCOR should retain more of its 

earnings locally was identified in the Company’s response to RUCO’S 

MOTION TO COMPEL. The Company stated in its response “The 

Company needs rate relief for the five districts in this docket: any delay is 

detrimental to its financial health. Poor financial health makes it harder 

and more costly to attract the capital necessary to meet continuing 

infrastructure investment challenges EWAZ faces.” The Company, in this 

case is trying to make a “financial health” argument as one of its 

justifications for a business risk adjustment when there is no argument 

that can be made. EWAZ does not have a financial health issue! If 

anything, it appears that the Company’s analysis is results oriented. It has 

little factual or real-world support. 

CONCLUSION 

Q. In RUCO’s final analysis what are you recommending as a rate of 

return? 

RUCO’s final proposed cost of capital and rate of return is 6.09 percent. 

The basic differences between Company and RUCO are primarily related 

A. 
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to EWAZ's use of prospective interest rates and risk premiums to develop 

their recommendation as they are not known measurable and in all 

likelihood not achievable. The second most important factor in RUCO's 

analysis was the elimination of both financial and risk adjustments. EWAZ 

does not qualify and should not be rewarded by the Arizona Corporation 

Commission by approving either of these adjustments. 

Q. 

A. 

Does this conclude your cost  of capital testimony? 

Yes. 

I O  
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The District began sampling for the hrst sample set of UCRM3 contaminants in August 2u14. 
The second set of samples wil l  be sampled in February 2015. The total cost for testing the samples, 
as Uustrated in Table P, which is a one-time occurrence is anticipated to be $9,240. Staff concludes 
that the one-time expense of $9,240 associated with sampling and testing of the UCMR3 
contaminants is reasonable and appropriate. 

Table P. EPA Mandated UCMR3 Testing Costs 

7 August2014 Belleville f 160 f 1,120 Dkmiutbn Sysrcm - Maximum Residence 
T I  (”DShfRT‘) 
Entry Point - Dhibution System (”EPDS’) 7 August2014 &Ileville f 500 f 3500 

7 Fcbruasy2015 BclkviUe $ 160 $ 1,120 Tune (“DSMftT‘) 
Entry Point - Distribu~on System (”EPDS’) 7 Februasy2015 Bellevile $ 500 $ 3500 
T d  s 9.240 

DiSd~ti011 spgtan - R e S i d e ~ ~ e  

(6) Mobm Water D M t  Posf Test Year Phnt AaZf.bns - Post Test Year Intvsfmnf Pnyktr (‘fP”S7 U’d 
and UsgW tn& 2103 - ] m e  30,2014) 

EWAZ has requested that four (4) Disbict post-test yeak capital investment projects (‘TPs’’), 
totaling $5,398,138, be included as Post Test Year Plant Additions. Ehch of the District IPS, listed in 
Table P, were found to be in-service and used and useful during the plant ficilities site inspection on 
June 24 & 25,2014. Staff concludes that the costs assodated with the installation of the Districts 
IPS, listed in Table Q, are reasonable and approptiate. 

’ost Test Year P h t  Additions - Mohave Water Disttict Investment Ptojects 
(Used and Useful) 

2 I WdSitcNo. 164 I MahPve I 2/18/2014 I 307000 I 379008 I $1,913,013 
3 I CampMotnveMylgnaeseTmtma~t I CMpMohrPe I 11/22/2013 I 320200 I 279012 I $360547 

EWAZ is seeking a SIB to address necessary distribution system infastructure replacements 
that provide service to the existing District customers. As P supplement to its application, EWAZ 
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b Post Test Year Plant Additions - Paradise Valley Water District Investment Projects 
(Used and Useful) 

€?WAZ is seelung a SIB to address necessary disttibution system inhstnacture replacements 
that provide service to the existing District customers. As a supplment to its application, EWAZ 
submitted a SIB Engineering Report f‘Repor“’) supporting the need for its proposed 5-year 
infmstructure replacement projects for the District‘s Sun City water systems? The proposed 
infrastructure replacement projects are expected to commence in 2015 and finish, 4 yeats later, in 
2019. The Report identifies the most critical areas within the District, provides estimates for the 
quantity of setvice lines, meters, wata mains, and valves that need to be replaced within the District, 
and estimates the associated replacement costs. 

Historical repair and replacement data was utilized by EWAZ to assess the Districts existing 
plant (e.g. mains, services, and valves). Table M., which illustrates the results from the assessment, 
was used to assist with establishing existing plant replacements for the SIB. 

Table hi. Watec Main, Services, 8c Vahrr Assessment - Paradise Valky Water District 

Asbestos-Cement (AC) 255,373 59 20,430 8 9226 
MninSZ GnlvvrizedSteelPipe 5,699 47 57 1 0 

Cast Iron Pipe 277,709 58 41,656 15 0 

S u V i c e S  Gh*nized Steel 5,000 52 1,500 30 1,088 
valves Gatevalves 3,870 52 968 25 200 

lDoesnotmchxlensKtsprevioudyrrphced.~ 
2M&arep~~tunitssueesp~sscduLinevFeet(‘~. 

A sumpls~t r~r  of the District’s planned infrastructure replacement projects, which includes 
replacement of approximately 9,226 hear feet (“If’) of water main, 1,088 service lines, and 200 
valves, is tabulated in Table N. The tables, separated by the project year (2015 through 2019), the 

SIB Eneioeeriag Report - EWAZ Exhibit CC-1-B, dated Mnnh 26,2014. 
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The District began sampling for the first sample set of UCRM3 contaminants in February 
2013. The second set of samples were sampled in August 2013. The total cost for testing the 
samples, as illustrated in Table K, which is a one-time occurrence was $18,900. Staff concludes that 
the one-time expense of $18,900 associated with sampling and testing of the UCMR3 contaminants 
is reasonable and appropriate. 

Table K. EPA Mandated UCMR3 Testing Costs 

Entcy Point - Distdbution System (“EPDS’) 9 February2013 Legend $ 1,140 $ lo,& 
Entcy Point - Distribution System C’EPDS”) 9 August2103 BeIkviUc $ 500 $ 4,500 

Total s 18.900 

(6) Sun C@ W e  D f i d  Post Test Year PhntA&t%ns - Post Test Year Investment Ptvject.r (TPs’J 
Used and UJtj;/ flub 2 103 -]#ne 30,20 14) 

r u 3 L -  

included as Post ‘lest Year Plant Addmons.” 

EWAZ is seeking a SIB to address necessary distribution system infrastructure replacements 
that provide service to the existing District customers. As a supplement to its application, EWAZ 
submitted a SIB Engineering Report C‘Report”), dated March 26,2014, supporting the need for its 
proposed 5-year inftasttucture replacement projects for the Dist~ict‘s Sun City water systems.’* The 
proposed infrastructure replacement and improvement projects are expected to commence in 2015 
and finish, 4 years later, in 2019. The Report identifies the most critical areas widin the District, 
provides estimates for the quantity of service lines, meters, water mains, and valves that need to be 
replaced withjn the District, and estimates the associated replacement costs. 

Historical repair and replacement data was utilized by EWAZ to assess the Districts existing 
plant (eg. mains, services, and valves). Table M., which illustrates the results from the assessment, 
was used to assist with establishing existing plant replacements for the SIB. 

11 The Disaict placed Well No. 8.3B in semice during the post-test yeu, however, it decided not to include the well in the Distrkt‘s 
Post-Test Year Plant Additions. Total consmaion cost of the well was approximately $2,151,294. 
12 SIB Engineering Report - EWAZ Exhibit CC-1-B, dated Mvch 26,2014. 
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(5) Tubac Water District Post Test Year Phnt AckJilions - Post-Test Year Investment Pykch ('7Ps'j) Used 
and Usefu/ flub 21 03 -June 30,20 14) 

T 

(6) Arsenic Removal Fad& Vessel Meda Cost R e c o v ~ y  

EWAZ is requesting recovery of costs associated with deferred and on-going media 
replacement costs in ARF Vessels No. 1 and No. 2. Media was replaced in Vessel No. 1 in JuIy 2012 
at a cost of $55,412, and replaced in Vessel No. 2 in July of 2013 at a cost of $46,300. Total media 
replacement costs for the two vessels amounted to $101,712. Staff concludes these costs are 
appropriate and reasonable. 
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397 I 397000 ] Miscellaneous Equipment 1 5.10 1 6.67 I 10.00 I 6.67 
398 I 39800 I Other plants 0.00 I 0.00 I N/A I 0.00 

H. OTHERISSUES 

(1) Mobave Wasfewafw Dish-ict Post Test Year Phnf Aa%fionx - Post Test Year Invedmenf Pyivtcts (‘TPcts’7 
Uxed and Us@ flub 2 103 -June 30,20 14) 

CtS 



Mohave Water 
Test Year Ended June 30,2013 
Rate Base Adjustment SLH-1 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 

29 
30 
31 
32 
33 
34 
35 
36 
37 

39 
40 
41 
42 
43 
44 
45 
46 
47 

49 
50 
51 
52 
53 
54 
55 
56 
57 

59 
60 
61 
62 

a 

l a  

28 

3a 

4a 

58 

Post Test Year Plant Additions 

PROJECT # 

27901 1 
27901 2 
2791 64 
2791 a5 

2791 a7 
279309 
279312 
279318 
279324 
279325 
279337 
279343 
279353 
279369 
279444 
279453 

279480 
m o o a  
3791 02 
3791 04 
3791 05 
3791 06 

3791 07 
3791 08 
3791 09 
379110 
379333 
4791 36 
479137 

4791 39 
479140 
479141 
479163 
479166 
479167 
479171 
4791 73 
479339 
479340 
479424 
479481 
Various 

479138 

XXXXXX 

DESCRIPTION 

Laredo Vista Well #2 
Camp Mohave Manganese 
Bullhead City water - Valves New 
Upgrade Bullhead SCADA 
Upgrade Bullhead SCADA 
Bullhead City water - Meters Replace 
Mohave water - Camp Mohave 
Mohave Water - Desert Glen Booster Station 
Mohave Water - AZ Gateway Booster Station 
Mohave water - Well 24-1 
Mohave water - Big Bend Acres Well 
Bullhead City water - Backup Pump at 24-1 
Bullhead City water - Old BHC Scheduled Main 
Water water - GIS Map Books 
Mohave water - 12" Canyon rd Scheduled Mains 
Bullhead City water - Tools & Equip 
Mohave water - Goldrush Main Relocate Planned 
Mohave water - Goldrush Main Relocate Planned 
Mohave water -Vehicles 
BHC Well 16-4 
Main Breaks 
Meters replaced 
Office & Ops Center 
Security 
Security 
Services replaced 
Services replaced 
Valves new 
Valves replaced 
Plant Facilities & Equip AZ 
Main Breaks 
Mains Scheduled replacelrelocate AZ 
Meters replaced 
Services replaced 
Valves new 
Valves replaced 
RPB Main Breaks- LMH 
RPB Meters replaced- Camp Mohave 
RPB Meters replaced- DFE 
RPB Services replaced- Camp Mohave 
RPB Services replaced- LMH 
Plant Facilities & Equip AZ 
Tools & Equip 
Misc - PFE Rep1 Prod Meter-LR 
Misc - RPNB TE Rep1 Metal Locator 
Miscellaneous 
Pegasus Ranch Interconnect 
Purchase Two Trirnble Handhelds 
Purchase Two Additional Toughbooks 
Replace Pump and Motor at Camp Mohave Well 
Purchase Toughbook 
Replace Flow Cell on Chlorine Analyzer at Well 16- 
Replace Pump at Pegasus Ranch Booster 
Purchase Loop Calibrator for SCADA 

Corporate Plant Post Test Year Additions - Mohave Allocation 
Total Post Test Year Plant Additions 

NARUC 
ACCT 

307000 
320200 
331 200 
3461 90 
3461 90 
334100 
3201 00 
31 1200 
31 1200 
31 1200 
31 1200 
31 1200 
331 300 
339600 
331200 
343000 
331 200 
331 200 
341400 
307000 

3341 00 
304600 
346100 
346100 
333000 
333000 
331001 
331001 

331200 
331 200 
334 1 00 
333000 
331001 
331001 
331200 
3341 00 
3341 00 
333000 
333000 
31 1200 
343000 
311200 
31 1200 
311200 
331200 
343000 
343000 
311200 
343000 
320100 
31 1200 
343000 

Final PTY Recluest by Proiect 

7,124 
(17,647) 

(256) 

6,831 
214,804 

11,055 

579,867 

4,048 
23,415 

57,104 
222 

7,993 

31,571 
363,470 

11,690 
91,553 

72 
190 
365 

3,239 
5,903 

2,576 
a54 

42,312 



Paradise Valley Water 
Test Year Ended June 30,201 3 
Rate Base Adjustment SLH-1 

Line 

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 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 

- NO. 
Post Test Year Plant Additions 

PROJECT # 

279005 
27921 I 
27921 7 
279226 
279303 
27931 9 
279358 
279400 
279409 
27941 0 
279427 
279452 
279458 
279481 
3791 01 
3791 02 
3791 04 
3791 07 
3791 08 
3791 10 
379331 
379333 
379334 
389602 
479143 
479144 
4791 45 
479146 
479147 
479148 
4791 49 
479345 
479346 
479347 
479389 
479408 
479437 
479458 
479477 

DESCRIPTION 

Country Club BPS 
PV water - Hydrants New 
PV water - Valves Replace 
PV water - Tools & Equip 
PV water - Transportation Equip 

PV water - GIS Map Books 
PV water - SCADA 
PV water - Arsenic Removal Facility 
PV water - Concrete saw 
PV water - MRTF D.P. pump #2 
PV water - Well 11 
PV water-Las Brisas Booster Pump Rei 
PV water - Well 128 
Hydrants replaced 
Main Breaks 
Meters replaced 
Services replaced 
Tools & Equip 
Valves replaced 
Mains Scheduled replace/relocate AZ 
Plant Facilities & Equip AZ 
SCADA AZ 
Meters up/downsize 
PV water - Hydrants New 
Hydrants replaced 
Main Breaks 
Mains Scheduled replace/relocate AZ 
Meters replaced 
Services replaced 
Valves replaced 
Office & Ops Center 
Plant Facilities & Equip AZ 
Tools & Equip 
PFE Las Brisas Electrical Meter 
PFE Well # I5  Pump 
PFE PV Automated External Defibrillatc 
RPNB PFE DP #3 VFD 
RPNB PFE Well # I4  Pump 

PV - MRTF 

NARUC 
ACCT 

304200 
335000 
331 001 
343000 
341 400 
3201 00 
339600 
3461 90 
320200 
343000 
31 1200 
31 1200 
31 1200 
31 1200 
335000 
331 200 
334100 
333000 
343000 
331001 
331 200 
31 1200 
3461 90 
3341 00 
335000 
335000 
331 200 
331 200 
3341 00 
333000 
331 001 
304600 
311200 
343000 
31 1200 
311200 
31 1200 
31 1200 
31 1200 

Final PTY Request bv Proiect 

$ 1,2793 12 

(54,000) 
(21,584) 
(6,958) 

(1 2,760) 
1,490 
(268) 

64,725 
(220) 

(1,288) 
2,710 
2,192 
2,394 

16,118 
31,046 

187,112 
229,393 

(5,170) 
125,876 

26 
73,894 

59 1 ,754 
0 

1,265 
50,719 
10,277 

33,177 
157,530 
105,328 

0 
0 

5,792 
15,698 
2,098 

23,198 
1,504 

(48) 

(0) 

(0) 

Paradise Valley Post Test Year Plant Additions 
Corporate Post Test Year Plant Additions - Paradise Valley Allocation 
Total Post Test Year Plant Additions 

$ 2,912,132- 
$ 21,318 
$ 2,933,450 



Sun City Water 
Test Year Ended June 30,2013 
Rate Base Adjustment SLH-1 

Line 

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 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

- NO. 
Post Test Year Plant Additions 

PROJECT # 
2791 50 
279302 
279333 
279334 
279335 
279336 
279347 
279363 
279372 
279376 
279379 
279382 
279386 
279397 
279401 
279403 
279437 
279468 
379002 
379101 
3791 02 
3791 04 
3791 07 
3791 10 
379331 
379333 

1, 

, 
389602 
4791 05 
4791 06 
4791 07 
4791 08 
4791 09 
47931 3 

479314 
47931 5 
479384 
479385 
479386 
479401 
47941 8 
479421 
479436 

,I 

DESCRl PTl ON 
SC water - SCADA 
SC water - Telemetry and Control Proj at WP 5 
SC water - WP 5 
SC water - VFDs at WP 5 
SC water - Well 2.1 
SC water - WP 6 
SC water - GIS Map Books 
SC water - Well 6.4 
SC water - Repair SC plant 5 BPI 
SC water - Replace valves at WP5 BP8 
SC water - Transportation Equip 
SC water - Well 8.2 
SC water - TDR WP 9 
SC water - WP6 Scada upgrade 
SC water - Well 6.2 
SC water - Replace Block Heater on Generator 
AF water - Well 2.4 
SC water - WP 1 
Replaced Well 8.3 
Hydrants replaced 
Main Breaks 
Meters replaced 
Services replaced 
Valves replaced 
Mains Scheduled replacelrelocate AZ 
Repair Theft Damage and Rewind Motor at Well 5.. 
Replace 12” Gate and Check Valves at Well 5.5 
Replace 8 Check Valve on Booster 1 at WP 8 
Meters upldownsize 
Hydrants replaced 
Main Breaks 
Meters replaced 
Services replaced 
Valves replaced 
Emergency Repair and Replacements 
Plant Facilities & Equip AZ 
Tools & Equipment - SC w 

PFE Replace SC # 1 Plant production meter 
PFE SC Well 9.2 Repair Cla-Valve 
PFE Replace SC WP 2 suction & discharge gate 
PFE SC w Plant 2 Booster # I  
PFE Replace Well Pump and Motor 
RPNB Mains Scheduled- Grand Ave PRV Stations 
RPNB SC Plant #M Natural Gas Engine Repair 

SCADA - SC w 

NARUC 
ACCT Final PTY Request by Proiect 

3461 90 (38,063) 
3461 90 (235) 
3201 00 97,539 
3201 00 (3,138) 
311200 (30,608) 
3201 00 (3,998) 
339600 5,536 
31 1200 (2,879) 
31 1200 (289) 
31 1200 (1,476) 
341 400 (3,825) 
311200 (7,873) 
3201 00 (2,192) 
3461 90 (35) 
31 1200 (1,608) 
3201 00 (11) 
31 1200 
3201 00 (1,232) 
307000 
335000 76,615 
331 200 146,007 
3341 00 552,482 
333000 84,971 
331 001 82,488 
331 200 35,897 
311200 169,376 
3201 00 
3201 00 
334100 
335000 27,768 
331 200 152,351 
3341 00 348,836 
333000 107,112 
331 001 64,034 
3201 00 
311200 
343000 
3461 90 
311200 16,208 
331001 2,334 
31 1200 22,553 
31 1200 4,400 
31 1200 98,931 
331200 79,438 
31 1200 10.622 

Total Sun City Water Post Test Year Plant 
Corporate Plant Post Test Year Additions - Sun City Allocation 

Total Post Test Year Plant Additions 

$ 2,088,036 
$ 101,628 
$ 2.189.663 



Tubac Water 
Test Year Ended June 30,2013 
Rate Base Adjustment SLH-1 

Line 
- 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 
26 
27 
28 

Post Test Year Plant Additions 

PROJECT # 
279224 
279330 
279359 
279366 
279451 
279456 
279479 
379101 
379102 
379104 
3791 07 
379110 
379333 
4791 50 
479151 
479152 
479153 
479184 
479350 
479351 
479444 

DESCRIPTION 
Tubac water - Valves Replace 
Tubac -Well 3 
Tubac water - GIS Map Books 
Tubac water - Rebuild motor Well 3 
Tubac water - Well 5 
Tubac - Well 3 
Tubac water - Palo Parado WP & BS 
Hydrants replaced 
Main Breaks 
Meters replaced 
Services replaced 
Valves replaced 
Plant Facilities & Equip AZ 
Hydrants Replace - Tubac 
Meters replaced 
Services replaced 
Valves Replace - Tubac 
RPNB PFE Rep1 8 Well Meter 
Plant Facilities & Equip AZ 
Tools & Equipment - Tubac 
PFE Rep1 8" Well Meter 

Corporate Plant Post Test Year Additions - Tubac Allocation 
Total Post Test Year Plant Additions 

NARUC 
ACCT 
331 001 
311200 
339600 
31 1200 
31 1200 
31 1200 
31 1200 

331200 

335000 
3341 00 
333000 
331001 

311200 
343000 

Final PTY Request by Proiect 
$ (7,995) 

(3,389) 
461 

(1 59) 
(290) 

(1,943) 
(1,631) 

440 
(1 1,079) 

7,107 
21,417 
(6,500) 
2,390 

5,460 

7,891 

7,936 

$ 20,116 
$ 2,636 
$ 22,752 



Mohave Wastewater 
Test Year Ended June 30,2013 
Rate Base Adjustment SLH-1 

Line 
No. 

1 
2 NARUC 
3 PROJECT # DESCRIPTION ACCT 
4 
5 27921 0 Mohave ww - Manholes Replace 361 100 
6 279222 Mohave ww - Tools & Equip 393000 
7 279321 Mohave ww - Wishing Well Treatment Plant 380000 
8 279354 Mohave ww - GIS Map Books 389600 
9 361 I00 
10 379333 Plant Facilities & Equip AZ 380000 
11 479142 Manholes replaced 371200 
12 479343 Tools & Equip 393000 

14 479342 Plant Facilities & Equip AZ 371 100 
15 479342 Plant Facilities & Equip AZ 391 000 

17 

19 
20 

Post Test Year Plant Additions 

279454 Mohave ww - Wishing Well Effluent Line 

13 479342 Plant Facilities & Equip AZ 3aoooo 

16 3aoooo 

l a  

479453 RPNB Removal of Los Lagos Lift Station & 

Corporate Plant Post Test Year Additions - Mohave Wastewater Allocation 
Total Post Test Year Plant Additions 

Final PTY Reauest bv Proiect 

$ 

$ 96,385 
!§ 6,236 
$ 102,622 
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I. 

Q. 
A. 

Q* 
A. 

Q. 
A. 

INTRODUCTION 

Please state your name, position and business address. 

Ralph C. Smith. I am a Senior Regulatory Consultant at Larkin & Associates, PLLC, 

15728 Farmington Road, Livonia, Michigan 481 54. 

Please describe Larkin & Associates. 

Larkin & Associates is a Certified Public Accounting and Regulatory Consulting firm. 

The firm performs independent regulatory consulting primarily for public servicehtility 

commission staffs and consumer interest groups (public counsels, public advocates, 

consumer counsels, attorneys general, etc.). Larkin & Associates has extensive experience 

in the utility regulatory field as expert witnesses in over 600 regulatory proceedings 

including numerous electric, gas, telephone, and water and sewer matters. 

Mr. Smith, please summarize your educational background. 

I received a Bachelor of Science degree in Business Administration (Accounting Major) 

with distinction from the University of Michigan - Dearbom, in April 1979. I passed all 

parts of the Certified Public Accountant (“C.P.A.”) examination in my first sitting in 1979, 

received my CPA license in 1981, and received a certified financial planning certificate in 

1983. I also have a Master of Science in Taxation from Walsh College, 1981, and a law 

degree (“J.D.”) cum laude from Wayne State University, 1986. In addition, I have 

attended a variety of continuing education courses in conjunction with maintaining my 

accountancy license. I am a licensed C.P.A. and attorney in the State of Michigan. I am 

also a Certified Financial PlannerTM professional and a Certified Rate of Return Analyst 

(“CRRA”). Since 198 1, I have been a member of the Michigan Association of Certified 

Public Accountants. I am also a member of the Michigan Bar Association and the Society 

of Utility and Regulatory Financial Analysts (“SURFA”). 1 have also been a member of 
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the American Bar Association (“ABA”), and the ABA sections on Public Utility Law and 

Taxation. 

Q. 
A. 

Please summarize your professional experience. 

Subsequent to graduation from the University of Michigan, and after a short period of 

installing a computerized accounting system for a Southfield, Michigan realty 

management firm, I accepted a position as an auditor with the predecessor CPA firm to 

Larkin & Associates in July 1979. Before becoming involved in utility regulation where 

the majority of my time for the past 35 years has been spent, I performed audit, 

accounting, and tax work for a wide variety of businesses that were clients of the firm. 

During my service in the regulatory section of our firm, I have been involved in 

rate cases and other regulatory matters concerning electric, gas, telephone, water, and 

sewer utility companies. My present work consists primarily of analyzing rate case and 

regulatory filings of public utility companies before various regulatory commissions, and, 

where appropriate, preparing testimony and schedules relating to the issues for 

presentation before these regulatory agencies. 

I have performed work in the field of utility regulation on behalf of industry, state 

attorneys general, consumer groups, municipalities, and public service commission staffs 

concerning regulatory matters before regulatory agencies in Alabama, Alaska, Arizona, 

Arkansas, California, Connecticut, Delaware, Florida, Georgia, Hawaii, Indiana, Illinois, 

Kansas, Kentucky, Louisiana, Maine, Maryland, Massachusetts, Michigan, Minnesota, 

Mississippi, Missouri, New Jersey, New Mexico, New York, Nevada, North Carolina, 

North Dakota, Ohio, Pennsylvania, South Carolina, South Dakota, Texas, Utah, Vermont, 

Virginia, Washington, Washington D.C., West Virginia, and Canada as well as the Federal 

Energy Regulatory Commission and various state and federal courts of law. 
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Q. 

A. 

Q* 
A. 

Q. 
A. 

Have you prepared an attachment summarizing your educational background and 

regulatory experience? 

Yes. Attachment RCS- 1 provides details concerning my experience and qualifications. 

On whose behalf are you appearing? 

I am appearing on behalf of the Residential Utility Consumer Office (“RUCO”). 

Have you previously testified before the Arizona Corporation Commission? 

Yes. I have previously testified before the Commission on a number of occasions. As 

illustrative examples, in 2000, I filed testimony on behalf of the Commission Utilities 

Division Staff in Docket No. T-1051B-99-0497, involving the merger of the parent 

companies of Qwest Communications Corporation, LCI International Telecom Corp. and 

U.S. West Communications, Inc. I testified before the Commission in Docket No. E- 

01 345A-06-0009, involving an emergency rate increase request by Arizona Public Service 

Company (“APS” or “Company”); APS’ Docket Nos. E-01345A-05-0816, E-01345A-05- 

0826, and E-01 345A-05-0827, concerning proceedings involving APS base rates and 

other matters; Docket No. E-01 345A-08-0172, concerning an emergency rate increase and 

general rate case request; and the most recent APS case, Docket No. E-01345A-11-0224. 

I also testified before the Commission in UNS Gas, Inc. rate cases, Docket Nos. G- 

04204A-11-0158, G-04204A-08-0571, G-04204A-06-0463, G-04204A-06-0013 and G- 

0420412-05-083 1; in UNS Electric, Inc. rate cases, Docket Nos. E-04204A-06-0783 and 

E-04204A-12-0504; and in Southwest Gas Corporation rate cases, Docket Nos. G- 

01551A-07-0504 and G-01551A-10-0458. I testified before the Commission in the 

Arizona-American Water Company in Docket Nos. W-01303A-09-0343 and SW-01303A- 

09-0343. I have also presented testimony in Tucson Electric Power Company rate cases, 

Docket Nos. E-O1933A-07-0402 and E-01933A-12-0291, among others. 
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Q* 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

What is the purpose of the testimony you are presenting? 

The purpose of my testimony is to address affiliated charge issues presented in the current 

EPCOR Water Arizona Inc. ("EPCOR," "EWAZ" or the "Company") water and 

wastewater utility rate case. 

How did EWAZ come into existence? 

Arizona American Water Company was sold to EPCOR Water USA ("EWUS"), was 

renamed EPCOR Water Arizona Inc. (''EWAZ''), and began providing regulated water and 

wastewater service in Arizona under its new name and ownership effective February 1, 

2012. The Commission approved the transfer of ownership in Order No. 72668 in Docket 

No. W-01303A-11-0101 on November 17,201 1. 

Which EWAZ water and sewer public utilities are included in the current rate case? 

The following EWAZ water and sewer public utilities, referred to herein as districts, are 

included in the current rate case, with the approximate number of connections for each 

utility: 
Mohave Water District: 16,067 connections; 

Paradise Valley Water District: 4,862 connections; 

Sun City Water District: 23,004 connections; 

Tubac Water District: 596 connections; and 

Mohave Wastewater District: 1,448 connections.' 

What information did you review in conducting your analysis? 

I reviewed the Application and direct testimony of EPCOR, responses to data requests, 

and public information. 

See, e.g., EWAZ Application, pages 1-2, footnote 1. 1 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

11. 

Q. 
A. 

Have you prepared any attachments to be filed with your testimony? 

Yes. Attachments RCS- 1 through RCS-5 contain additional background and 

qualifications information and copies of selected documents that are referenced in my 

testimony. 

Please briefly explain what is included in each of those attachments. 

Attachment RCS- 1 contains additional information on my Background and Qualifications. 

Attachment RCS-2 presents a March 18, 2014 EPCOR Utilities Inc. Investor 

Presentation that has an overview of EPCOR. 

Attachment RCS-3 presents my recommended adjustments to EPCOR affiliated 

charges affecting each of the districts. 

Attachment RCS-4 contains copies of EWAZ non-confidential responses to data 

requests and other non-confidential material referenced in testimony. 

Attachment RCS-5 contains selected EWAZ Confidential material that is 

referenced in my testimony. 

What test year is being used in this rate case? 

The test year utilized by EWAZ in connection with the preparation of its Application is 

the 12-month period that ended June 30,2013. RUCO has used the same test year. 

SUMMARY OF TESTIMONY AND CONCLUSIONS 

Please summarize your testimony and conclusions. 

Concerning adjustments to the Company's requested operating expenses, as discussed in 

Section IV of my testimony, I am recommending the following adjustments, which, 

cumulatively, reduce expenses for the five districts by $479,102: 
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EPCOR WaterAmnaInc 
Summy OfAdjustmnts to Amated Charges Expense 
Test Year Fnded June 30,2013 

Line 
No. Descriplion - 

1 

2 
3 
4 

5 Total 

Incentive Compensation Expense - STIP 
Incenhve Compensanon Expense - MTIP 
EPCOR Corporate IT Affbted Charges Expense 
Advertsmg, Promohom and Donahons Expense 

RWOAdjusbnent toTest Year AfFliate Charges Expense 
Armchment 

RCS-3 Sun City Mobaw ParadseValley Total 5 
Schedule Water Mohaw Water Wastewater Water Tubac Water Districts 

C-1 $ (134,672) $ (91,622) $ (15,497) $ (82,996) $ (9,192) $ (333,978) 
C-2 $ (48,534) $ (33,020) $ (5,585) $ (29,911) $ (3,313) $ (120,363) 
c - 3  $ (12.78) $ (869) $ (147) $ (788) $ (87) $ (3,169) 
C-4 $ (5,627) $ (8,700) $ (324) $ (4.553) $ (2.388) $ (21,591) 

$ (190,111) $ (134,211) $ (21.553) $ (118.248) $ (14,979) $ (479.102) 

Concerning Accumulated Deferred Income Taxes, as discussed in Section V of my 

testimony, it appears from the information received to date that the ADIT balance used by 

the Company to reduce rate base in these filings is understated for a number of reasons, 

including that the Company did not update the recorded December 31, 2012 balance from 

that date to the end of the June 30, 2013 test year that it is using. ADIT should be updated 

through June 30,2013 to reflect plant additions through the end of the test year, as well as 

the impact of 201 3 bonus tax depreciation that was claimed on such additions. 

Additionally, the net rate base impact for any post-test year plant additions to be 

allowed should reflect appropriate offsets for related ADIT, including the impact of 2013 

and 2014 bonus tax depreciation. 

Finally, it should be determined if Arizona ratepayers are being harmed by the IRC 

§338(h)(10) election which resulted in resetting to zero the ADIT balances as of the date 

of the ownership transfer. If it is determined that Arizona ratepayers are being harmed by 

that election, an appropriate remedy to protect them should be devised. Moreover, if such 

a remedy is determined to be needed, it should be done in a way that will not result in a 

normalization violation and will thus preserve the Company's ability to continue to use 

accelerated tax depreciation. 

Additional information is being sought by RUCO from the Company concerning 

ADIT related issues. 
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111. OVERVIEW OF EPCOR AFFILIATED CHARGES 

Q. 

A. 

Please provide a brief overview of EPCOR. 

An overview of EPCOR is contained in the March 18, 2014 EPCOR Utilities Inc. Investor 

Presentation, which I have attached to my testimony as Attachment RCS-2, and I will be 

making reference to that document. 

EPCOR is headquartered in Edmonton, Alberta, Canada. The sole shareholder of 

EPCOR is the City of Edmonton, Canada. EPCOR has two key business lines: (1) water 

and (2) wires, and serves primarily in three regions: (1) the Edmonton region, (2) 

Alberta's oil sands and (3) the Southwestern U.S. EWAZ is part of EPCORs water and 

wastewater business in the Southwestern U.S. region. In this region, EPCOR's regulated 

water utilities are located in Arizona and New Mexico and include Chaparral City Water 

Company, EPCOR Water Arizona, and EPCOR Water New Mexico. Those Southwestern 

U.S. EPCOR utilities provide water and wastewater services to approximately 195,000 

customer connections across 22 communities. 

EPCOR also provides water and wastewater service for the City of Edmonton, 

Canada and in Alberta and British Columbia, Canada. EPCOR also provides electric 

distribution and transmission service for the City of Edmonton, Canada, as described on 

page 9 of Attachment RCS-2. 

A financial overview of EPCOR for 2013 is presented in graphic form on page 19 

of Attachment RCS-2. As shown there, in Canadian Dollars (C$) for 2013 EPCOR had: 
0 Consolidated Revenue of C$1.955 billion, of which approximately 27 percent is 

related to its water services; 

Consolidated Operating Income of C$290 million, of which approximately 40 percent 
is related to its water services; 

Consolidated Total Assets of C$5.447 billion, of which approximately 48 percent is 
related to its water services; and 

0 Consolidated Earnings before Interest, Taxes, Depreciation and Amortization 
(EBITDA) of C$435 million, of which approximately 40 percent is related to its 
water services. 

0 

0 
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As stated on page 21 of Attachment RCS-2, EPCOR has indicated that it will fund 

capital expenditures with a mix of debt and equity in proportions necessary to maintain its 

investment grade credit rating. Additionally, EPCOR indicates that its debt profile will be 

a blend of short and long-term debt but heavily weighted to long-dated maturities to 

achieve match with asset lives and sourced at lowest economic cost with due consideration 

to interest rate and foreign exchange risks. That page also indicates that EPCOR's 

dividend policy was amended effective 2013 with the annual amount set at the 2012 level 

of $14 1 million until a change is recommended by the EPCOR Board and approved by its 

Shareholder. 

Page 24 shows that in 2013, EPCOR has paid its Shareholder, the City of 

Edmonton, Franchise Fees and Property Taxes of C$89 million and Dividends of C$141 

million. 

Page 25 shows EPCOR's debt-to-capitalization ratio for the years 2006 through 

201 3. The 201 3 debt-to-capitalization ratio was 47 percent. 

Q. 

A. 

What does the testimony of EWAZ witness Hubbard state concerning which services 

are provided from the Edmonton, Canada headquarters, and which are provided 

locally? 

Page 4 of Ms. Hubbard's Direct Testimony contains the following explanation: 

As part of the transition from American Water, the hnctions previously 
provided by the shared services center in New Jersey and St. Louis are now 
provided by local employees supplemented by limited corporate services 
from Edmonton, Alberta, Canada, the headquarters of the parent company 
EPCOR Utilities, lnc. ("EUI"). Locally provided functions include the 
Finance, Accounting, Human Resources, Public and Governmental Affairs, 
Rates and Regulatory, Customer Service, and the Supply Chain functions. 
Operations, including GIS mapping services, and water testing services are 
all locally-provided. 
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Q. 
A. 

Q. 

A. 

Q. 

A. 

Does EPCOR have a Cost Allocation Manual? 

Yes. Copies of the Corporate Cost Allocation Process used by EPCOR for 2012 and 2013 

were provided in response to RUCO’s Data Request No. 12.01 (hereafter all data requests 

will be referred to as RUCO number). That response and the 2013 Corporate Cost 

Allocation Process are included in Attachment RCS-4. 

Has the Company provided an organizational chart and service territory maps for 

the EWAZ districts? 

Yes. The Company’s response to RUCO 12.17 provides an organizational chart and 

service territory maps for the EWAZ districts. As shown in the EPCOR Water USA Inc. 

District Chart, EPCOR Water (USA) Inc. is identified as Business Unit, BU 6U. EPCOR 

Water Arizona Inc. (EWAZ) is identified as Business Unit 7A.* 

What amounts of test year affiliated charges were recorded in the test year for each 

EWAZ utility for which a rate increase is being requested in the current case? 

The Company’s response to RUCO 12.02 states that: 

Excluding the charges in accounts 6203 and 6204 for the main Corporate 
Allocation, the only affiliate charges included in the test year expenses of 
the Arizona districts included in this rate application are from EPCOR 
Utilities Inc. Attachment labeled “RUCO 12.02 Charges from 
Affiliates.xlsx” summarizes those charges by district. 

The amount of Corporate Allocation for accounts 6203 and 6204 included 
in each district’s test year expenses are summarized below and were 
provided in response to data request number RUCO 1.41. 

a. Mohave Water $ 347,018 

b. Paradise Valley Water $ 314,349 

C. Sun City Water $ 510,069 

d. Tubac Water $ 34,814 

This response, and other non-confidential responses to discovery requests that are referenced in my testimony, are 
included in Attachment RCS-4. 
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e. Mohave Wastewater $ 58,695 

Q. 
A. 

Q. 

A. 

Q. 

A. 

Has EWAZ made a pro forma adjustment relating to those charges? 

Yes. The Company's response to RUCO 12.03 provides the following description and 

adjustment amounts in Company Adjustment SM-18, which annualized the corporate 

allocation: 

The only EPCOR affiliate charges reflected in pro forma adjustments 
related to charges from EPCOR Utilities Inc. are displayed on the 
Corporate Allocation line on Schedule C-2. Please refer to the income 
statement pro forma adjustments ADJ SM-18 for all districts which 
annualizes the corporate allocation. The amounts of the pro forma 
adjustments ADJ SM-18 are listed below by the district. 

a. Mohave Water $ (52,670) 

b. Paradise Valley Water $ (47,711) 

C. Sun City Water $ (77,417) 

d. Tubac Water $ ( 5,284) 

e. Mohave Wastewater $ ( 8,908) 

What did EWAZ state concerning whether there were any affiliate costs included in 

its requested rate base for the districts included in the current rate increase 

application? 

The Company's response to RUCO 12.04 stated that: "There are no[t] any affiliate costs 

included in the rate base of any of the districts in this rate application." 

You mentioned that a test year ending June 30, 2013 was being used. Was 

information concerning affiliated charges to EWAZ by account for that test year 

requested, and was the Company able to produce that information? 

Such information was requested in RUCO 12.05(c). The Company's response to that 

request, however, stated that: "EPCOR Utilities Inc. does not produce financial 

information for the 12 months ended June 30, 2013." Additional follow-up discovery was 

conducted to obtain details on affiliated charges to EWAZ by account for the test year. 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

Was the Company asked which affiliates are charging cost to EWAZ and to EPCOR 

Water (USA) Inc.? 

Yes. This was requested in RUCO 12.16(b), which asked whether any costs were being 

charged to EWAZ or to EPCO Water (USA) Inc. from any of a list of affiliates. 

What did the Company’s response to RUCO 12.16(b) state, concerning which 

affiliates are charging cost to EWAZ or to EPCOR Water (USA) Inc.? 

The Company’s response to RUCO 12.16(b) stated as follows concerning which affiliates 

are charging cost to EWAZ or to EPCOR Water (USA) Inc.: 

EPCOR Water USA Inc. has charges in 201 3 from the following affiliates. 

1. 

2. EPCOR Utilities Inc.: Yes 

3. The City of Edmonton: No 

4. EPCOR Water Development (West) Inc.: No 

5. EPCOR Water Services, Inc.: No 

6. EPCOR Utility Holdings, Inc.: No 

7. Any other affiliates: Yes, EPCOR Power Development Corporation 

EPCOR Finance (USA) Inc.: No 

Does EWAZ or EPCOR Water (USA) Inc. have financial statements? 

According to the responses to RUCO 12.16(f) and (g), EWAZ and EPCOR Water (USA) 

Inc. have financial statements but they are internally generated and are for management’s 

purposes only: 

f. EWAZ has financial statements, see attached file “RUCO 12.16.f.xlsx” 
they are internally generated and for managements purposes only. EWAZ 
is part of an overall audit of EPCOR Utilities Inc and its financial 
statements are not the result of a stand-alone audit. 

g. EPCOR Water (USA) Inc. (EWUS) has financial statements, see 
attached “RUCO 12.1 G.g.xlsx”, they are internally generated and for 
managements purposes only. EWUS is part of an overall audit of EPCOR 
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Utilities Inc and its financial statements are not the result of a stand-alone 
audit . 

Q. 
A. 

Q. 
A. 

Q. 

A. 

What types of affiliate charges are the EWAZ utilities incurring? 

The EWAZ utilities are incurring affiliated charges for Corporate Asset Usage Fees, and 

for Management Fees which are included in the Corporate Allocations. 

What are the affiliate Corporate Asset Usage Fees? 

As explained in the Company’s response to RUCO 12.07(a): 

EUI charges fees relating to general plant assets owned by EUI that are 
used in providing Corporate Services to EPCOR business units. These fees 
are referred to as Corporate Asset Usage Fees. The categories of assets for 
which Corporate Asset Usage Fees are charged include the following: 

0 Leasehold Assets (Edmonton) 

0 

0 Information System (“IS”) Infrastructure 

Financial Systems 

Disaster Recovery Systems 

Furniture and Fixtures Assets 

Vehicles 

Human Resources Information System (“HRIS”) 

The Asset Usage Fee for each category of corporate assets is comprised of 
two components: “return on” capital and “return of’  capital (or 
depreciation expense). The return on capital component is calculated using 
the service recipient’s weighted average cost of capital (“WACC”). 

Is the “return on capital” component of the EPCOR Corporate Asset Usage Fees 

being charged to the EWAZ utilities? 

No, not according to Company’s response to RUCO 12.07(a), which indicated that the 

“return on capital” component of the EPCOR Corporate Asset Usage Fees is not being 

charged to EPCOR’s US Water business units. The EWAZ utilities are part of EPCOR’s 
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US Water business units, so based on this response, the "return on capital'' component of 

the Asset Usage Fee is not being charged to the EWAZ utilities. Similarly, the Company's 

response to RUCO 12.11 states that: "The US Water business units are not charged any 

[']of return on capital['] component of the asset usage fee." 

Q* 
A. 

Q. 
A. 

What are the Management Fee charges? 

The Company's response to RUCO 12.07(b) states that: "The Shared Service Management 

Fee represents the corporate costs that are allocated to the various operating business 

units. 'I 

What are the Corporate Cost Allocations? 

As explained in the Company's response to RUCO 12.07(c): 

The costs charged as the Management Fee referenced in b. above are 
detailed on attachment labeled "RUCO 12.09 Corporate A1location.xlsx". 
For convenience the cost categories are listed below. 

President and CEO 
SVP Finance and CFO 
SVP Legal and External Relations 
Executive Assistants 
Board 
Corporate Finance 
Treasury 
Risk, Assurance and Advisory 
SVP Human Resources 
Human Resources Consulting 
Total Rewards 
Talent Management 
SVP Information Services 
Major Capital Projects 
Application Services 
Infrastructure Operations 
Mailroom, Facilities and Procurement 
Rent 
Security 
Business Transformation 

4 

4 
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Incentive Compensation 
Public and Government Affairs 
Regulatory Affairs 
Legal Services 
Health, Safety and Environment 
Strategic Planning and Development 

Q. 

A. 

Q. 

A. 

How are EPCOR's affiliated transactions charged to EPCOR Water (USA) Inc. 

(EWUS)? 

The Company's response to RUCO 12.16(d) states that transactions from EPCOR 

affiliates to EWUS are charged in two ways (1) by allocation, and (2) by invoices: 

Transactions from EPCOR affiliates are charged to EPCOR Water (USA) 
Inc in one of two ways. The first way is by allocation, which means the 
EPCOR affiliate incurs the charge and then a journal entry is made in the 
general ledger to charge EPCOR Water (USA) Inc. The other way is by 
invoice, which means the EPCOR affiliate incurs the charge and then 
generates an invoice that is paid through accounts payable to charge to 
EPCOR Water (USA) Inc. 

What are the amounts of EPCOR's affiliated charges to EWUS for the test year and 

comparable periods? 

The 6U Grand Totals attachment to the Company's response to RUCO 12.16 shows the 

following total affiliate charges to EPCOR Water (USA) Inc. for the periods indicated: 
$52.304 million for the 11 months ending December 31,2012. 
$60.51 1 million for the 12 months ending June 30,2013. 
$52.721 million for the 12 months ending December 31,2013. 
$52.834 million for the 12 months ending June 30,2013. 

The amount for the 12 months ending June 30, 2013, which is the test year selected by the 

Company for the current rate case, is notably higher than any of the other comparative 

periods. 
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Q* 
A. 

Q. 

A. 

Q. 

A. 

How are EPCOR affiliated transactions charged to EWAZ? 

The Company's response to RUCO 12.16(c) states that transactions from EPCOR affiliates 

to EWAZ are charged in two ways (1) by allocation, and (2) by invoices: 

Transactions from EPCOR affiliates are charged to EWAZ in one of two 
ways. The first way is by allocation, which means the EPCOR affiliate 
incurs the charge and then a journal entry is made in the general ledger to 
charge EWAZ. The other way is by invoice, which means the EPCOR 
affiliate incurs the charge and then generates an invoice that is paid through 
accounts payable to charge to EWAZ. 

What are the amounts of EPCOR's affiliated charges to EWAZ for the test year and 

comparable periods? 

The 7A Grand Totals attachment to the Company's response to RUCO 12.16 shows the 

following total affiliate charges to EWAZ for the periods indicated: 
0 

0 

0 

$4.679 million for the 11 months ending December 31,2012. 
$5.995 million for the 12 months ending June 30,2013. 
$5.158 million for the 12 months ending December 3 1 , 20 13. 
$4.655 million for the 12 months ending June 30,2014. 

The amount for the 12 months ending June 30, 2013, which is the test year selected by the 

Company for the current rate case, is notably higher than any of the other comparative 

periods. 

Has the Company explained why the $5.995 million for the 12 months ending June 

30,2013 is so much higher than for the other comparative periods? 

To some extent, yes. RUCO 17.16 asked the Company about this. The Company's 

response to RUCO 17.16(a) indicates that information was left out of the account details 

that the Company had provided in response to RUCO 12.16 and that: "The revised total 

charges fiom EPCOR affiliates for the 12 months ending 6/30/2013 is $5,327,092." 
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Q. 
A. 

Q. 

A. 

Q. 

A. 

Q.  

A. 

What amounts of affiliate charges are reflected in account 6204? 

The Company's response to RUCO 17.16(d) states that: 

Account 6204 consists of corporate costs allocated down from EUI that 
include costs related to Board/Exec, Corporate Finance, Corporate HR, 
Information Systems support, Supply Chain support, Legal support, and 
Risk. Due to the additional information that was provided in response a. 
above, the costs have been revised as follows: 

Test year ending 6/30/2013 - $4,829,707.02 

Calendar year 2012 - $4,439,610.81 

Calendar year 201 3 - $4,408,750.29 

12 months ending 6/30/2014 - $4,261,936.41 

What explanation did the Company provide as to why the amount of affiliated 

charges in account 6204 are substantially higher than for any of the other 

comparative periods? 

The Company's response to RUCO 17.16(d) states that: 

These costs for the test year are higher than calendar year 2012 due to less 
than one year of charges being charged in 2012. The charges have 
subsequently decreased over the following periods due to EPCOR 
corporate efficiencies being allocated down to EWAZ. 

Was the Company asked further discovery about the "EPCOR corporate 

efficiencies" that are "being allocated down to EWAZ"? 

Yes. RUCO 18.2 asked the Company for additional details concerning the "EPCOR 

corporate efficiencies" that are "being allocated down to EWAZ." 

What further explanations of this were provided by the Company in response to 

RUCO 18.2? 

The Company's response to RUCO 18.2(a) explains first that the Company is requesting 

$4,394,653 before allocations to the districts using the 4-factor allocation methodology, 
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and this Company request is based on actual costs for the 12 month period ending 

December 3 1,201 3, with Company pro forma adjustments: 

The efficiencies referred to in RUCO 17.16d. relate to the corporate 
parent's allocated costs for support in specific areas. The 12 month period 
ending 6/30/2013 included costs from the last half of the year 2012 which 
was the year of acquisition and transition. During this time, support in 
finance, HR, supply chain, and other various areas was received and 
charged through to EWAZ. The 12 month period ending 6/30/2014, 
including estimated expenses for the months in 2014, include less support 
from the corporate parent as EWAZ has completed the transition phase 
following the acquisition and relies on less support from the corporate 
parent. The Company's request in this proceeding is based on the actual 
costs for the 12 month period ended December 31, 2013 of $4,648,603 
before removal of P&GA costs of $422,296 allocated from the corporate 
parent and further adjusted for expected labor cost increases totals 
$4,394,653 and is shown on each district's Schedule C-2 p. 23; Adj SM-18 
which is then allocated to the districts using the 4-factor allocation 
methodology. 

Q. 

A. 

- 

Has the Company identified amounts associated with the "EPCOR corporate 

efficiencies"? 

Yes. The Company's responses to RUCO 18.2(b) and (c) provide the following 

information about the amount of the efficiencies and related areas of support: 

b. The amount of the efficiencies and related areas of support are below. 

12 months ending 613012013 4,829,707 
12 months ending 613012014 4,261,936 
Change (567,771; 

Board and Executive 
Finance 
Human Resources 
Information Services 
Supply Chain Management 
Legal and External Relations 
Strategic Planning & Development 

At-risk Compensation - 

(45,635) 
(1 04,058: 
(23,290) 
(85,684) 

(125,7761 
(63,990) 
(95,231) 
(24,1071 

(567,771; 
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c. The $4,394,653 total Corporate Allocation requested by the Company in 
this proceeding (before allocation to the districts) has been normalized for 
known and measureable changes from the unadjusted test year amount of 
$4,829,707 recorded in account 6204. I would also note that the 
$4,261,936 for the twelve months ending 6/30/14 is comprised of 6 months 
of estimated expenses and will be adjusted at the end of the year to reflect 
actual expenses. 

Q. 

A. 

IV. 

Q. 

A. 

Has the Company provided the information "at the end of the year to reflect actual 

expenses" that was referred to in the Company's response to RUCO 18.2(c)? 

To the best of my knowledge, they have not. Depending on what that information shows, 

an additional adjustment to reflect the annualized impact of the EPCOR corporate 

efficiencies which are to be allocated down to EWAZ but which has not yet been in the 

Company's request, may need to be made. 

RECOMMENDED EXPENSE ADJUSTMENTS 

Are you recommending any adjustments to the affiliated charges requested by the 

Company for the five utility districts at this time? 

Yes. As described below, I am recommending that affiliate charges for incentive 

compensation, both STIP and MTIP, be removed, as shown on Attachment RCS-3, 

Schedules C-1 and C-2, respectively. 

I am recommending an adjustment for EPCOR affiliated IT charges, which the 

Company's responses to discovery, such as RUCO 18.3(c), acknowledge should be 

reduced by $1 1,010 before 4-factor allocations are applied. My recommended adjustment 

for this is shown on Attachment RCS-3, Schedule C-3. 

I am recommending an adjustment to remove some expenses for advertising, 

promotion, and donations, as shown on Attachment RCS-3, Schedule C-4. RUCO is 

reversing EPCOR's requested test year amounts for each of the five districts because they 
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are not necessary for the provision of safe and reliable utility service and therefore should 

be borne by shareholders. 

Each of these recommended adjustments is discussed in additional detail in the 

following sections of my testimony. 

Incentive Compens a tion/A t-Ris k Compensation 

Q. 

A. 

Q. 
A. 

Were some of the EPCOR Corporate Allocation costs disallowed in the 

Commission's decision in a recent EWAZ affiliate rate case? 

Yes. The Commission's June 20,2014 Decision No. 74568 in Docket No. W-02113A-13- 

01 18 involving Chaparral City Water Company, which is an affiliate of EWAZ, agreed 

with a Staff recommendation to disallow incentive pay noting that the Company failed to 

quantify or justify its proposed recovery of incentive pay.3 Page 24 of that Decision states 

that: "Staffs recommended corporate expense allocation removes 100 percent of CCWC's 

requested incentive pay. Staff argues that CCWC failed to properly quantify or justify its 

calculations of amounts paid under the incentive payment plan." 

Has the Company included costs for incentive pay in its current rate case requests? 

Yes. The Company's response to RUCO 15.01 indicated that incentive compensation costs 

allocated to Arizona for the test year ending June 30, 2013 for the portion of At Risk 

Compensation are as follows: 

Year Ended 
2012 2013 ' 6130113 

STIP $421,198 $369,830 $3953 14 
MTIP $279,414 $246,5 53 $262,983 
Total $700,6 12 $616,383 $658,497 

See Decision No. 74568 at pages 24-25. 
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In its response and supplemental response to RUCO 17.3 1 the Company clarified 

that the amounts of At Risk Compensation it is requesting in total and by district are as 

follows: 

Test Year Expense- 

Company 

Line Adjustment Mohave Paradise Valley 
No. Adjusted Test Year Expense Reference Total Company Sun City Water Mohave Water Wastewater Water Tubac Water Total 5 Districts 

1 4- Factor Allocators 11 6066% 7 8964% 13356% 7 1530% 0 7922% 28 7837% 
2 District-Specific 

3 STlP 33,223 34,805 8,864 34,683 6,855 118,431 
4 MTlP 
5 Total District-Specific 

6 
7 EPCOR Water USA (6U) 

8 STlP Adj SM-4' 190,627 22,125 15,053 2,546 13,636 1,510 54,870 
9 MTlP 

10 Total EPCOR Water USA (6U) 190,627 22,125 15,053 2,546 13,636 1,510 54,870 
11 
12 EPCOR Water Arizona (7A) 

13 STlP Adj SM-4' 611,082 70,926 48,253 8,161 43,711 4,841 175,892 
14 MTlP 

15 Total EPCOR Water Arizona (7A) 611,082 70,926 48,253 8,161 43,711 4,841 175,892 
16 
17 

18 STIP Adj SM-4' 801,710 126,274 98,111 19,571 92,030 13,206 349,192 
19 MTlP 

20 Total Account 5217 by District 801,710 126,274 98,111 19,571 92,030 13,206 349,192 
21 
22 Corporate Allocation (EUI) 

23 STIP Corporate Alloc 358,594 41,620 28,316 4,789 25,650 2,841 103,217 
24 MTlP Corporate Alloc 239,063 27,747 18,877 3,193 17,100 1,894 68,811 
25 Total Corporate Allocation (EUI) 597,657 69,368 47,193 7,982 42,750 4,735 172,028 
26 

27 Total STIP by District t Corporate Allocation 1,160,304 167,895 126,427 24,361 117,680 16,047 452,409 
28 Total MTlP by District +Corporate Allocation 239,063 27,747 18,877 3,193 17,100 1,894 68,811 
29 Total Incentive Compensation per October 2014 filing 1,399,367 195,642 145,305 27,554 134,780 17,940 521,220 

30 RUCO 17 31 MTlP Adjustment 179,100 20,787 14,142 2,392 12,811 1,419 51,552 

Total Account 5217 by District w 6U & 7AAllocations 

31 Total STIP (no change) 1,160,304 167,895 126,427 24,361 117,680 16,047 4 5 2,4 0 9 

32 Total Adjusted MTlP after RUCO 17 31 Adjustment 418,163 48,534 33,020 5,585 29,911 3,313 120,363 

1 578 467 216 429 159 447 29946 147 591 19359 572772 33 Total Requested Incentive Compensation 

Adj SM-4 is the proforma adjustment to Annualize Payroll Expense including incentive compensation The workpaper supporting the requested Labor expense 
is labeled "Test Year Adjustments 12-19 xlsx", see tab "PR, Taxes & Benefits" for the Adjusted Test Year expense levels on Page 3 of 3 

The Company's supplemental response to RUCO 17.3 1 states that: 

Attached is a spreadsheet labeled "RUCO 17.3 1 1 st Supp-STIP & MTIP in 
Adj TY.xlsx" that provides the reconciliation of the incentive 
compensation recorded for the 12 months ended June 30,2013 (Unadjusted 
Test Year) and the amount of incentive compensation requested in the 
Company's rate application (Adjusted Test Year section) which includes 
the pro forma adjustments labeled SM-4 on each district's Schedule C-2. 
The difference between the Unadjusted Test Year values and the Adjusted 
Test Year values is reflected in Adj SM-4 which is the pro forma 
adjustment to annualize labor expense. Please note that the incentive 
compensation is included in 2 expense line items: 1) Labor Expense for the 
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district and its allocated portion of EPCOR Water USA (6U) and EPCOR 
Water Arizona (7A) and 2) Corporate Allocation for the incentive 
compensation associated with EPCOR Utilities Inc. 

Q. 

A. 

Are you recommending an adjustment to remove incentive compensation expense 

from the Company's requested revenue requirement? 

Yes. I am recommending an adjustment to remove the affiliate-charged incentive 

compensation expense from the Company's requested revenue requirement. This reduces 

expense for the five districts for STIP and MTIP, respectively, by $333,978 and $120,363, 

as summarized on Attachment RCS-3, Schedules C-1 and C-2. 

C-1, Incentive Compensation - Short Term Incentive Plan (STIP) 

Q. 
A. 

Q. 

How much incentive compensation expense for STIP has the Company requested? 

As summarized in the Company's supplemental response to RUCO 17.31 and on 

Attachment RCS-3, Schedule C-1, the Company has requested $452,409 for STIP for the 

five districts in the current rate case. This amount includes $1 18,43 1 direct-charged to 

these districts and the allocated amounts fiom EPCOR affiliates, as summarized below: 

Did the Company provide a description of the STIP program? 
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A. Yes, the Company’s response to RUCO 12.15 Attachment 2 describes the STIP program 

and the method for calculating the STIP costs of $7.00 million for 2012 for corporate 

employees. The Comparable amount of total STIP for 2013, as shown on the response to 

RUCO 12.15, is $4.15 million. The response to RUCO 12.15 Attachment 2 contains the 

following description of how the 2013 Corporate Short Term Incentive Plan awards are 

determined, based on Pool A and Pool B: 

Total funding available to each BU for the 201 3 Corporate STI Plan will be 
determined by Financial and BU performance on Pool A metrics and 
EPCOR’s Consolidated Net Income for Pool B. Both Pool A and Pool B 
will be added together to determine total STI funds available for each BU. 

That response attachment also lists the following 2013 Pool A Performance Measures and 

Weightings by Business Unit for the STIP: 

10% 10% 10% NIA 10% 10% Consolidated Net 
Income 

BU Net Income’* NIA NIA NIA 10% NIA NIA 

BU Metrics: 
Operational Efficiency 30% 30% 30% 30% 30% 30% 
Customer 30% 30% 30% 30% 30% 30% 
Safety 30% 30% 30% 30% 30% 30% 

* ‘Corporate Shared Services’ consists of: ‘Strategic Planning & Finance: ‘HR & IS’ and ‘Corporate Services’ business units. 

‘*As required by the Regulator, Electricity Operations will have their 10% Financial Performance in Pool A based on D&T Net 
Income for 2013. 
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Q. 

A. 

Q. 

What does the Company's response to RUCO 12.15 Attachment 2 state with respect 

to how the STIP Pool A funding is determined? 

The Company's response to RUCO 12.15 Attachment 2 states as follows with respect to 

how the STIP Pool A funding is determined: 

Pool A Funding 

Funding for the STI Pool A (Operational Metrics) is established based on 
the actual performance results (as measured against pre-determined 
performance measures) for Operational Efficiency, Customer and Safety 
metrics as well as either Consolidated Net Income or BU Net Income 
(Electricity Operations). Maximum funding for the STI Pool A is capped at 
100% of target. The STI Pool A is fully recoverable through the rate cases. 

0 To pay out at target, the aggregate results of all BU metrics must be at 
or above target and, since payouts are triggered by the aggregate 
results, participating employees are incented to achieve results above 
target to offset metrics other than Safety that may fall below target. 

Safety metrics are considered 'table stakes' for 2013 and must, at a 
minimum, meet threshold performance in order to contribute to the 
funding formula. Safety is a key component of our culture and must 
represent a significant role in our incentive structure, therefore: 

o If Safety does not meet target performance, Pool A funding will be 
reflective of the degree Safety fell below target. 

Safety metrics must meet a minimum of threshold performance in 
order to contribute to Pool A. 

Over performance on Safety can contribute to the aggregate results 
in Pool A and offset BU performance metrics that may fall below 
target. 

Overall Safety results below target cannot be offset by higher 
performance in one of the other BU performance metric. 

A Safety metric that falls below threshold cannot be offset by 
higher Performance in any other Safety metric. 

0 

0 

0 

0 

Is the "STI Pool A . . . fully recoverable through the rate cases,'' as stated in the 

Company's RUCO 12.15, Attachment 2, STIP Pool A funding description, quoted 

above? 
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A. 

Q. 

A. 

Q .  

Not necessarily. As an example, the incentive compensation expense of EWAZ's affiliate, 

Chaparral City Water Company, was disallowed in the Commission's June 20, 2014 

Decision No. 74568 in Docket No. W-02113A-13-0118. The Commission in that 

Decision agreed with a Staff recommendation to disallow incentive pay noting that the 

Company failed to quantify or justify its proposed recovery of incentive pay.4 Page 24 of 

that Decision states that: "Staffs recommended corporate expense allocation removes 100 

percent of CCWC's requested incentive pay. Staff argues that CCWC failed to properly 

quantify or justi@ its calculations of amounts paid under the incentive payment plan." 

What does the Company's response to RUCO 12.15 Attachment 2 state with respect 

to how the STIP Pool B funding is determined? 

The Company's response to RUCO 12.15 Attachment 2 states as follows with respect to 

how the STIP Pool B funding is determined: 

Pool B Funding 

STI funding can be increased up to an additional 50% from Pool B if 
consolidated financial performance results achieve between target and 
stretch. Funding from Pool B (if applicable) will be available to each BU, 
regardless of performance on Pool A metrics. This component is fully 
shareholder funded, driven solely by financial performance, and will use 
Consolidated Net Income from core EPCOR operations as the performance 
measure. 

0 Using this approach reinforces the criticality of growing the business 
and maximizing EPCOR's overall profitability and shareholder return. 

Additional funding will be established and "triggered" to the degree 
financial performance exceeds target. 

Funding for this supplementary pool is not covered in the rate cases and 
is subject to Board approval. 

0 

0 

The Company's response to RUCO 12.15 Attachment 2 specifically states that 

"Funding for this supplementary pool is not covered in the rate cases and is subject 

See Decision No. 74568 at pages 24-25. 
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to Board approval." Did the Company include costs for STIP Pool B in its requested 

A. 

Q. 

A. 

incentive compensation expense for the current rate case? 

That is not entirely clear from the information provided to date from EPCOR. The 

Company's own STIP states that "Funding for this supplementary pool is not covered 

in the rate cases" (emphasis supplied). The Company's response to RUCO 12.15(e) 

refers to the $7.00 million in STIP for 2012 and states that: "The 2012 actual STIP costs 

include 100% of Pool A and 3 1.74% for Pool B." The table provided by the Company in 

that response shows that the $7.00 million of 2012 STIP for Corporate Employees consists 

of $6.60 million Corporate Costs for non-union and $400,000 for union, but does not 

provide a breakout between Pool A and Pool B amounts. 

What criteria has the Commission found important in deciding issues concerning 

utility incentive compensation in other cases? 

The criteria the Commission has found important in deciding this issue in other rate cases 

are described in various orders, which have addressed the treatment of utility incentive 

compensation expense for ratemaking purposes. In Decision No. 68487 (February 23, 

2006)' the Commission adopted Staffs recommendation for an equal sharing of costs 

associated with the Southwest Gas Corporation's ("SWG") Management Incentive Plan 

("MIP") expense. For example, in reaching its conclusion regarding SWG's MIP, the 

Commission stated in part on page 18 of Order 68487 that: 

We believe that Staffs recommendation for an equal sharing of the costs 
associated with MIP compensation provides an appropriate balance 
between the benefits attained by both shareholders and ratepayers. 
Although achievement of the performance goals in the MIP, and the 
benefits attendant thereto, cannot be precisely quantified there is little 
doubt that both shareholders and ratepayers derive some benefit from 
incentive goals. Therefore, the costs of the program should be borne by 
both groups and we find Staffs equal sharing recommendations to be a 
reasonable resolution. 
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Q. 

A. 

Q. 

A. 

Do EWAZ’s shareholders and customers both benefit from the achievement of 

incentive compensation program? 

Yes. Shareholders benefit from the achievement of financial goals. Additionally, 

shareholders benefit from the achievement of expense reduction and expense containment 

goals between rate cases. Shareholders and ratepayers can both benefit from the 

achievement of customer service goals. The rationale for an allocation to shareholders of 

utility incentive compensation expense in the current case appears to be consistent with 

the Commission’s findings that shareholders should be responsible for some portion of 

incentive compensation costs in several rate case decisions. 

Was a sharing of incentive compensation expense ordered in other Commission 

decisions in rate cases involving Arizona utilities? 

Yes. In a decision concerning Southwest Gas Corporation’s Management Incentive Plan 

compensation in Decision No. 68487, and findings about UNS Electric’s incentive 

compensation expense in Decision No. 7001 1. In Decision No. 7001 1 (November 27, 

2007), in UNS Electric rate case Docket No. G-04204-06-0463 et al, the Commission 

stated in part on page 27 that: 

We believe that Staffs recommendation provides a reasonable balancing of 
the interests between ratepayers and shareholders by requiring each group 
to bear half the cost of the incentive program. 

In Decision No. 70360 (May 27, ZOOS), in a UNS Electric, Inc. rate case, Docket No. E- 

04204A-06-0783, the Commission stated at page 21 that: 

Consistent with our finding in the UNS Gas rate case (Decision No. 7001 1, 
at 26-27), we believe that Staffs recommendation provides a reasonable 
balancing of the interests between ratepayers and shareholders by requiring 
each group to bear half the cost of the incentive program.. .Given that the 
arguments raised in the UNS Gas case are virtually identical to those 
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presented in this case, we see no reason to deviate from that recent 
decision. 

As another illustrative example, in Decision No. 70665 (December 24, 2008), Southwest 

Gas Company rate case Docket No. G-01551A-07-0504, the Commission stated at page 

16 that: 

In the last Southwest Gas rate case, as well as several subsequent cases,3 
we disallowed 50 percent of management incentive compensation on the 
basis that such programs provide approximately equal benefits to 
shareholders and ratepayers because the performance goals relate to 
financial performance and cost containment goals as well as customer 
service elements. (Decision No. 68487 at 18.) In that Decision, we stated: 

In Decision No. 64172, the Commission adopted Staffs 
recommendation regarding MIP expenses based on Staffs claim 
that two of the five performance goals were tied to return on equity 
and thus primarily benefited shareholders. We believe that Staffs 
recommendation for an equal sharing of the costs associated with 
MIP compensation provides an appropriate balance between the 
benefits attained by both shareholders and ratepayers. Although 
achievement of the performance goals in the MIP, and the benefits 
attendant thereto, cannot be precisely quantified there is little doubt 
that both shareholders and ratepayers derive some benefit from 
incentive goals. Therefore, the costs of the program should be 
borne by both groups and we find Staffs equal sharing 
recommendation to be a reasonable resolution. 

(Id.) We believe the same rationale exists in this case to adopt the position 
advocated by Staff and RUCO to disallow 50 percent of the Company’s 
proposed MIP costs.4 
3See UNS Electric, Inc., Decision No. 7001 1 (November 27, 2007) at 27; Arizona Public 
Service Co., Decision No. 69663 (June 28, 2007) at 27; and UNS Electric, Inc., Decision 
No. 70360 (May 27,2008) at 21. 

40n  the same basis, we will also disallow 100 percent of the Southwest Gas stock 
incentive plan (“SIP”). The costs related to similar incentive plans were recently rejected 
for A P S  and UNS Electric. (See Ex. S-12 at 32-34.) As was noted in the APS case, stock 
performance incentive goals have the potential to negatively affect customer service, and 
ratepayers should not be required to pay executive compensation that is based on the 
performance of the Company’s stock price. (Decision No. 69663 at 36.) 

In Decision No. 71410 (December 8, 2009 in Docket No. W-01301A-08-0227), 

which had addressed rates for the Paradise Valley Water District, a RUCO recommended 
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disallowance of 30 percent of Annual Incentive Plan cost was not opposed by Staff or the 

Company and was adopted by the Commission. 

In Decision No. 72047 (January 6, 2011 in Docket No. W-01301A-09-0343), 

which addressed Sun City Water District rates, RUCO had recommended a 100 percent 

disallowance of Annual Incentive Plant cost, rather than a 30 percent disallowance, and 

the Commission adopted a 30 percent disallowance. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

Were incentive costs for an EWAZ affiliate recently disallowed by the Commission in 

a recent EWAZ affiliate rate case? 

Yes. The Commission's June 20,2014 Decision No. 74568 in Docket No. W-02113A-13- 

01 18 involving chaparral City Water Company which is an affiliate of EWAZ, agreed 

with a Staff recommendation to disallow incentive pay noting that the Company failed to 

quantify or justify its proposed recovery of incentive pay.5 Page 24 of that Decision states 

that: "Staffs recommended corporate expense allocation removes 100 percent of CCWC's 

requested incentive pay. Staff argues that CCWC failed to properly quantify or justify its 

calculations of amounts paid under the incentive payment plan." 

Have the facts changed materially since the recent Chaparral City Water Company 

rate case such that ratepayers should now bear all of the EPCOR corporate allocated 

incentive compensation expense? 

No, I don't believe so. 

Please explain your recommended adjustment for Incentive Compensation STIP. 

As shown on Attachment RCS-2, Schedule C-1, I am recommending that all Incentive 

Compensation STTP amounts other than the direct charged amounts for each of the five 

See Decision No. 74568 at pages 24-25. 
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Recommended Adjustment 

utility districts be disallowed. This reduces expenses for the five districts by $333,978 as 

shown on Attachment RCS-2, Schedule C- 1, and summarized below: 

Company Adjustment $ I 
Total Company Requested and RUCO Adjusted $ 452,4091 $ 118,4311 $ (333,978 

Q. 

A. 

Q. 

A. 

Please explain the reasoning for the removal of affiliate charged EPCOR STIP 

expense. 

The STIP is based on a combination of (1) business unit metrics concerning operational 

efficiency, customer service and safety and (2) corporate consolidated net income. The 

achievement of business unit metrics is most directly associated with the district direct 

component and by district employees. Consequently, the allowance of the direct charged 

incentive compensation for EPCOR's STIP and removal of the affiliate-allocated amounts 

represent a reasonable sharing of this cost between shareholders and ratepayers in the 

current case. 

Are there additional concerns which would require an adjustment to EPCOR STIP 

expenses? 

Yes. Additionally, there is a concern that the amounts used by EWAZ for the test year are 

based on 2012 payout levels, which, as noted above, were significantly higher than 2013 

payouts and which may be nonrecurring or non-representative of normal, ongoing 

operating conditions. 
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C-2, Incentive Compensation - Mid-Term Incentive Plan (MTIP) 

Q. 

A. 

Q. 

A. 

Q.  
A. 

What amounts of incentive compensation for the Mid-Term Incentive Plan (MTIP) 

has the Company requested? 

As shown on Attachment RCS-2, Schedule C-2, and in the Company’s supplemental 

response to RUCO 17.3 1 , the Company has requested $120,363 for affiliate-charged 

MTIP incentive compensation. 

What amounts of At Risk Compensation has the Company identified for the MTIP 

for 2012 and 2013? 

The Company’s response to RUCO 12.15(h) identifies MTIP costs for corporate 

employees of $4.65 million for 2012 and $2.72 million for 2013. 

How are the MTIP expenses allocated? 

The Company‘s response to RUCO 12.15G) provides the following description of how the 

MTIP expense is recorded and allocated: 

The MTIP expense is recorded in account # 5217 STIP Expense, which 
rolls up into the Labor line of our income statement. This account has been 
allocated, through labor expense, to the below districts in the work paper 
you received with the application labeled “June 201 3 Rolling 12 Months by 
BU”. The table below shows the specific allocation of the MTIP Expense. 
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MTIP Expense 
Allocated 

4-Factor Amount 

Total MTIP Expense @ 
6/3 0/20 1 3 $268,650.00 

Mohave Water District 
Paradise Valley Water 
District 
Sun City Water District 
Tubac Water District 
Mohave Wastewater 
District 

0.07 8 964 $21,213.68 

0.071530 $19,2 16.53 
0.1 16066 $3 1,181.13 
0.007922 $2,128.25 

0.013356 $3,588.09 

$77.327.68 

Q. 

A. 

Q. 
A. 

Did EPCOR provide contradictory or inconsistent information about the amount of 

MTIP expense it is requesting? 

Yes. As noted above, the Company's response to RUCO 12.15Q) shows $77,328 of MTIP 

expense for these five districts. However, the Company's supplemental response to 

RUCO 17.31 shows $120,363, including test year recorded amounts of $68,811 and a 

Company pro forma adjustment to increase the MTIP expense by $51,552. Of these two 

responses, the Company's supplemental response to RUCO 17.31 is believed to more 

accurately state the MTIP expense amounts that are being requested by the Company in its 

rate increase filings for the five districts. 

Did the Company provide a description of the MTIP program? 

Yes, the Company's response to RUCO 12.15 confidential Attachment 1 describes the 

MTIP program and the method for calculating the MTIP costs of $4.65 million for 2012 

for corporate employees and the $2.72 million MTIP for corporate employees for 2013. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

What is the stated purpose of the MTIP? 

As described in the Company's response to RUCO 12.15 confidential Attachment 1 : 

[BEGIN CONFIDENTIAL] 

[END CONFIDENTIAL] 

What vesting and deferral period is covered by the MTIP? 

As described in the Company's response to RUCO 12.15 confidential Attachment 1 : 

[BEGIN CONFIDENTIAL] 

[END CONFIDENTIAL] 

What description of eligibility and participation in the MTIP was provided by the 

Company? 

The Company's response to RUCO 12.15 confidential Attachment 1 provides the 

following description of eligibility and participation: 

[BEGIN CONFIDENTIAL] 
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Q. 
A. 

[END CONFIDENTIAL] 
The Company's response to RUCO 12.15(e) provides a high-level calculation of the 

EPCOR Corporate MTIP amount for 2012 of $4.65 million. That shows the $4.65 million 

of EPCOR corporate MTIP cost relates to 53 non-union employees and a base labor cost 

of $3.91 million. The MTIP award can vary from Target MTIP levels of 15% to 200% of 

the base labor cost. 

What is the basis for the MTIP awards? 

The Company's response to RUCO 12.15 confidential Attachment 1 provides the 

following description of how the three-year performance is measured to determine the 

MTIP payouts: 

[BEGIN CONFIDENTIAL] 



1 
2 

3 

4 

5 
6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

Direct Testimony of Ralph C. Smith [PUBLIC] 
Docket No. WS-01303A-14-0010 
Page 34 

Q. 

A. 

[END CONFIDENTIAL] 

Is any of the EPCOR MTIP incentive compensation expense for utility district 

employees? 

No. As shown in the Company's supplemental response to RUCO 17.31, there are no 

district specific amounts for MTIP incentive compensation. The EPCOR MTIP incentive 

compensation expense is a Corporate Allocation to the districts from EPCOR Utilities Inc. 

(EUI). 
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Q. What is your recommendation concerning the MTIP incentive compensation 

expense? 

I recommend that corporate allocated expense for the MTIP incentive compensation be 

disallowed, which reduces the Company's requested expenses for the five utility districts 

by $120,363, as shown on Attachment RCS-3, Schedule C-2. 

A 

C-3, EPCOR Corporate IT Affiliated Charges Expense - Account 5628 

Q. 

A. 

Q* 

A. 

How does the test year amount of expense in account 5628 compare with other 

periods? 

The Company's response to RUCO 17.16(g) provides the following amounts of expense in 

account 5628 for the test year, and for calendar years 2012 and 2013 and for the 12 

months ending June 30,2014: 

The costs for account 5628 have been revised as follows: 

Test year ending 6/30/2013 - $214,849.03 
Calendar year 2012 - $128,830.61 
Calendar year 2013 - $121,989.43 
12 months ending 6/30/2014 - $125,272.65 

0 

What has the Company stated concerning why the costs in account 5628 for the test 

year are so much higher than any of the other comparative periods? 

The Company's response to RUCO 17.16(g) provides the following explanation: 

Charges for the calendar year 2012 were less than the test year due to not 
requiring IT services provided by EPCOR affiliates until later in 2012. For 
both the calendar year 2013 and 12 months ending 6/30/14, both periods 
had a credit for a duplicate payment for licensing costs. The accrual for the 
credit of approximately $41,802.72 was recorded in December 2013 with 
the actual credit going through accounts payable in January 2014. In 
addition, during the latter half of the test year, EWAZ was allocated 
44,102.91 in charges for an IT infiastructure project to operate the system 
on an ongoing basis. 
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Q. 

A. 

Q. 
A. 

Q.  

A. 

Q. 

A. 

Q. 

Was the Company asked whether there were any unusual or nonrecurring charges in 

account 5628 during the test year? 

Yes. This was asked in RUCO 17.16(h). 

What did the Company's response state? 

The Company's response to RUCO 17.16(h) concerning whether there were any unusual 

or nonrecurring charges in account 5628 during the test year stated: "No, there were no 

unusual or nonrecurring EPCOR affiliate charges." 

When did EPCOR affiliates begin providing the IT services that are referenced in 

the Company's response to RUCO 17.16(g)? 

The Company's response to RUCO 18.3(a) states that: "EPCOR affiliates began providing 

IT services in February 2012, however the first billing for such services did not occur until 

August 20 1 2 ." 

Has the Company acknowledged an error in the amount of EPCOR affiliate IT costs 

that it has included in the test year? 

Yes. The Company's response to RUCO 18.3(c) states that: 

The fidl$41,803 charge from the EPCOR affiliate was recorded during the 
test year ending June 30, 2013, but the annualized expense should be 
$46,189 which was only partially amortized to expense during the test year. 
The amount that this expense should be reduced by is $1 1,010.36 (($41,803 
+ 15,396.36) - $46,189) which is the total charged to expense for this 
service less the annualized expense amount. 

Did the Company affirm the need for this correction in response to a RUCO data 

request? 

\ 
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A. 

Q. 

A. 

Yes. The Company's response to RUCO 27.2 states that: "EPCOR confirms the need to 

reduce IT services by $11 010 in its rate case filings." That response included a table 

showing the allocated amounts for the five EWAZ districts in the current EPCOR rate 

case. 

) 

What adjustment should be made to reflect this Company-acknowledged error 

correction? 

As shown on Attachment RCS-2, Schedule C-3, EPCOR affiliated charges to EWAZ in 

the Company's filing should be reduced by $1 1,010. The amounts of expense reduction to 

each of the five utility districts, using the four-factor allocator, are shown on Attachment 

RCS-2, Schedule C-3, and sum to a $3,169 expense reduction. 

C-4, Advertising, Promotions and Donations Expense 

Q. 
A. 

Please explain the adjustment for Advertising, Promotions and Donations Expense. 

In reviewing EPCOR's affiliate charges to the five EWAZ utility districts in the current 

case, including the responses to RUCO 17.32, RUCO 18.6 and RUCO 18.76, it was 

discovered that the Company has left amounts for Advertising, Promotions and Donations 

Expense in its requested test year expenses. The adjustment shown on Attachment RCS-3, 

Schedule C-4, removes those expenses. Advertising and promotion for monopoly water 

and wastewater utility service is not necessary and should not be borne by ratepayers, nor 

should ratepayers be charged with advertising and promotion costs for EPCOR branding 

after the ownership change. Donations are not necessary for the provision of safe and 

reliable utility service and may result in corporate image enhancement and are thus an 

expense that should be borne by shareholders. As shown on Schedule C-4, these amounts 

are being removed from EWAZ's requested expenses, by district: 

~ 

Each of these responses is included in Attachment RCS-4. 
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EPCOR Water Arizona Inc 
Advertising, Promotions and Donations Fkpense 
Test Year Ended June 30,2013 

Line Sun City Mohaw Paradise Valley Total 5 
Adjusted Test Year Expense 

No. Description Account Water Mohaw Water Wastewater Water Tubac Water Districts 
(A) (B) (C 1 (0)  0 (F) (c) 

RWO Adjustment 
1 Advertismg 
2 Promotions 
3 Donations 
4 Total RUCO Adjustment 

5670 $ (1,647) $ (1,619) $ (32) $ (1,537) $ (2,190) $ (7,025) 
5671 $ (3,501) $ (6,755) $ (236) $ (2,719) $ (165) $ (13,376) 
5672 $ (480) $ (326) $ (55) $ (296) $ (33) $ (1,190) 

$ (5,627) $ (8,700) $ (324) $ (4,553) $ (2,388) $ (21,591) 

Notes and Source 
Company's responses to RUCO 17 32, RUCO 18 6 and RUCO 18 7 
Donations amounts in account 5672 are "Fmal" amounts komCompany's Response to RUCO 17 32 

V. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

ACCUMULATED DEFERRED INCOME TAXES 

How is Accumulated Deferred Income Taxes ("ADIT") reflected for ratemaking 

purposes? 

For utility ratemaking purposes, the ADIT is typically reflected as a deduction to utility 

rate base, to reflect that this is a source of non-investor-supplied cost-free capital. 

Is the ADIT balance related to the utility's recording of deferred income tax expense, 

and including deferred income tax expense in the revenue requirement that is 

charged to ratepayers? 

Yes. The standard journal entries to record deferred income tax expense and ADIT are to 

debit (charge) deferred income tax expense and credit ADIT. 

What amounts of ADIT has the Company reflected for the five utility districts in the 

current rate case? 

The amounts of ADIT that EPCOR has reflected for these districts as a net deduction to 

rate base are listed in the Company's response to RUCO 27.1 (b) as summarized below: 
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Q. 
A. 

Q. 

A. 

Q. 

A. 

6/30/2013 ($384,558) ( 

Mohave Wastewater 0.8752% ($3,366) 
Sun City Water 14.2637% ($54,852) 

Mohave Water 9.8001% ($37,687) 
Tubac Water 0.3699% ($11422) 

Paradise Valley Water  2.9920% ($11,506) 

3,726,112) 
Factor Acct 1587 - FIT Asset Acct 2902 - FIT Liability 

($58,867) 
($959,392) 

($659,166) 
($201,245) 

($24,880) 

Were the Company's ADIT amounts affected by the tranwr of ownership? 

Yes. As described in the Company's responses to RUCO 17.11 and RUCO 18.1, an 

income tax election was made by American Water Works and EPCOR in conjunction with 

the transaction under Internal Revenue Code §338(h)(lO), which effectively treated the 

transfer of these utilities as an asset sale for federal income tax purposes. This IRC 

§338(h)(lO) election was apparently not clearly disclosed in the transfer proceeding, and 

has the effect of wiping out all of the ADIT that had been previously accumulated under 

the prior ownership. 

Have you encountered an Internal Revenue Code §338(h)(10) in the context of other 

utility acquisitions? 

Yes. This type of income tax election occasionally presents itself in the context of a 

transfer of ownership proceeding. 

If the existence of an Internal Revenue Code §338(h)(10) election is disclosed during 

a proposed utility acquisition, what concerns does that raise? 

If the existence of an Internal Revenue Code §338(h)(10) election is disclosed during a 

proposed utility acquisition, that would typically raise concerns regarding whether the 

proposed transfer will have detrimental consequences to ratepayers because of the loss of 

the ADIT that had been accumulated, and the impact on utility rate base. As noted above, 

J 
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the IRC §338(h)(10) election results in treating the stock purchase as an asset purchase for 

federal income tax purposes. This election eliminates the ADIT balance that had built up 

on the utility's books, which functions as a substantial rate base deduction. In order to 

protect ratepayers from the rate base increase related to this detrimental aspect caused by 

the change in ownership and the §338(h)(10) election, a hold harmless provision or some 

other type of condition that will protect ratepayers from substantial rate base increases 

caused by the ownership change is therefore typically sought for incorporation into the 

conditions for approval. 

Q. 

A. 

Q. 
A. 

Q. 

Has EPCOR confirmed that the IRC §338(h)(lO) election resulted in reducing to zero 

the ADIT balances as of the date of the ownership transfer? 

Yes. For example, the Company's response to RUCO 18.l(c) states that: "The ADIT 

balances at the date of the acquisition under IRC Section 338(h)(10) are $0.'' 

What happens to the ADIT balances in the period after the ownership transfer? 

The transfer, as noted above, under this tax election resulted in setting the ADIT balances 

to zero. After the transfer the new owner will typically reflect a tax basis in the acquired 

assets based on the fair value of the assets as of the transfer date, and will begin accruing 

tax depreciation from that date forward, using the new tax basis. This process of recording 

deferred income tax expense and crediting the ADIT account for book-tax differences, 

such as for accelerated tax depreciation, then starts the process of rebuilding the ADIT 

balance from the ownership date forward. 

Are you recommending an adjustment at this time for a "hold harmless" provision 

to counteract the impact of the IRC Section 338(h)(10) election and zeroing out of the 

ADIT balances as of the date of the ownership change? 
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A. 

Q. 

A. 

Q. 

Not at this time. The accounting for deferred income taxes and ADIT does not appear to 

have been maintained diligently under EPCOR's ownership. In the context of this rate 

case, there are also other complicating factors, such as bonus tax depreciation on eligible 

plant additions during periods after which EPCOR assumed ownership of these utilities, 

which make quantifying an appropriate "hold harmless" adjustment or similar ratepayer 

protection difficult based on the information received to date concerning EPCOR's ADIT. 

Why do you say that the accounting for deferred income taxes and ADIT does not 

appear to have been maintained diligently under EPCOR's ownership? 

Accounting entries to record deferred income taxes and ADIT should be made during the 

year, ideally monthly and at a minimum, at least quarterly, so that the amounts are stated 

accurately in conjunction with quarterly financial statements. During the period from 

December 31, 2012 to the end of the test year, June 30, 2013, however, EPCOR has 

apparently not recorded any changes to its ADIT balances, as described in responses to 

discovery, such as RUCO 27.1. 

For purposes of the current rate cases, EPCOR has selected a test year ending June 

30, 2013. However, EPCOR did not record any changes in its ADIT balance from 

December 31, 2012 to June 30, 2013 and has stated in response to RUCO 27.l(h) that it 

did not prepare an income tax provision calculation during these periods. Thus, the June 

30, 2013 balances that EPCOR used for ADIT are really December 30, 2012 balances and 

do not reflect further accumulation of ADIT for the six month period January through 

June 2013. 

How much did the Company's ADIT liability balance in account 2902 grow from the 

December 31,2012 balances used by the Company to December 31,2013? 
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A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

The Company's responses to RUCO 27.l(b) and (i), respectively, show a June 30, 2013 

(and December 3 1, 2012) ADIT balance in account 2902 of $6,726,112 and a December 

31,2013 balance in that account of $14,469,205. Thus, during calendar 2013, this balance 

grew significantly; however, none of the 2013 growth in net credit-balance ADIT, which 

should be used to offset rate base, has apparently been reflected in the Company's filing. 

The net ADIT from the two accounts used by EPCOR, accounts 1587 and 2902, should be 

updated to reflect ADIT on plant additions at least through the end of the test year ending 

June 30,2013. 

Was 50% bonus tax depreciation available during tax year 2013? 

Yes, it was. 

Did EPCOR claim bonus tax depreciation on its 2013 federal income tax return? 

It appears so. EPCOR's 2013 (and 2012) federal income tax returns were provided 

confidentially to RUCO on Friday, January 9, 2015, in response to RUCO data requests 

set 26, and are being reviewed. RUCO has asked additional follow up discovery to 

EPCOR about this in RUCO data requests set 30. My preliminary review of the 2013 

corporate income tax return suggests that EPCOR did claim 2013 bonus tax depreciation; 

however, it is not clear from the information received to date, how the 2013 bonus tax 

depreciation relates to plant additions for these five utility districts during the January 1 

through June 30,2013 portion of the test year, 

Should ADIT for the January 1 through June 30, 2013 portion of the test year be 

reflected in determining the rate base for these five utility districts? 

Yes, it should. 

calculations. 

Information is being sought from EPCOR to make appropriate 
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Q. 

A. 

Q. 

A. 

Q- 

A. 

Q. 
A. 

Is EPCOR seeking to include in rate base, plant additions beyond the end of the June 

30,2013 test year? 

Yes. Other RUCO witnesses are addressing the EPCOR requests to include post-test year 

plant in rate base in the current case. I have been asked by RUCO to examine the issue of 

ADIT related to post-test year plant. 

Should ADIT be reflected for any post-test year plant additions that are allowed to 

be included in rate base? 

Yes. The post test year plant additions will generate tax depreciation deductions. 

Differences between tax and book depreciation on any post-test year plant that is allowed 

to be included in rate base should be reflected at the applicable income tax rates as 

additional ADIT that would offset the rate base addition associated with the post-test year 

plant. 

You mentioned that bonus tax depreciation applied in 2013. 

depreciation also available in tax year 2014 for qualifying plant investment? 

Yes. The availability of 50% bonus tax depreciation for 2014 was recently extended by the 

U.S. Congress and signed into law by President Obama on December 16,2014 as part of a 

"tax extender" package. Thus, 50% bonus tax depreciation is available for qualifying 

property placed into service during 2014. 

Is 50% bonus 

Was the Company asked if it has or will utilize 2014 bonus tax depreciation? 

Yes, this was asked in RUCO 27.1 (k) and EPCOR responded that: "The Company intends 

to do a thorough analysis of the bonus tax depreciation rules to determine if it will use 

these rules." 
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Q. 
A. 

Q. 
A. 

Please summarize your findings and recommendations on ADIT at this time. 

It appears from the information received to date that the ADIT balance used by the 

Company to reduce rate base in these filings is understated for a number of reasons, 

including that the Company did not update the recorded December 3 1 , 201 2 balance from 

that date to the end of the June 30,2013 test year that it is using. ADIT should be updated 

through June 30,2013 to reflect plant additions through the end of the test year, as well as 

the impact of 2013 bonus tax depreciation that was claimed on such additions. 

Additionally, the net rate base impact for any post-test year plant additions to be 

allowed should reflect appropriate offsets for related ADIT, including the impact of 2013 

and 2014 bonus tax depreciation. 

Finally, it should be determined if Arizona ratepayers are being harmed by the IRC 

$338(h)(lO) election which resulted in resetting to zero the ADIT balances as of the date 

of the ownership transfer. If it is determined that Arizona ratepayers are being harmed by 

that election, an appropriate remedy to protect them should be devised. Moreover, if such 

a remedy is determined to be needed, it should be done in a way that will not result in a 

normalization violation and will thus preserve the Company's ability to continue to use 

accelerated tax depreciation. 

As noted above, additional information is being sought by RUCO from the 

Company concerning ADIT related issues. 

Does this conclude your testimony? 

Yes, it does. 



Attachment RCS-1 
QUALIFICATIONS OF RALPH C. SMITH 

Accomplishments 
Mr. Smith's professional credentials include being a Certified Financial PlannerTM professional, a 
Certified Rate of Return Analyst, a licensed Certified Public Accountant and attorney. He 
functions as project manager on consulting projects involving utility regulation, regulatory policy 
and ratemaking and utility management. His involvement in public utility regulation has included 
project management and in-depth analyses of numerous issues involving telephone, electric, gas, 
and water and sewer utilities. 

Mr. Smith has performed work in the field of utility regulation on behalf of industry, public service 
commission staffs, state attorney generals, municipalities, and consumer groups concerning 
regulatory matters before regulatory agencies in Alabama, Alaska, Arizona, Arkansas, California, 
Connecticut, Delaware, Florida, Georgia, Hawaii, Illinois, Indiana, Kansas, Kentucky, Louisiana, 
Maine, Maryland, Michigan, Minnesota, Mississippi, Missouri, New Jersey, New Mexico, New 
York, Nevada, North Carolina, North Dakota, Ohio, Pennsylvania, South Carolina, South Dakota, 
Texas, Utah, Vermont, Virginia, Washington, Washington DC, West Virginia, Canada, Federal 
Energy Regulatory Commission and various state and federal courts of law. He has presented 
expert testimony in regulatory hearings on behalf of utility commission staffs and intervenors on 
several occasions. 

Project manager in Larkin & Associates' review, on behalf of the Georgia Commission Staff, of the 
budget and planning activities of Georgia Power Company; supervised 13 professionals; 
coordinated over 200 interviews with Company budget center managers and executives; organized 
and edited voluminous audit report; presented testimony before the Commission. Functional areas 
covered included fossil plant O&M, headquarters and district operations, internal audit, legal, 
affiliated transactions, and responsibility reporting. All of our findings and recommendations were 
accepted by the Commission. 

Key team member in the firm's management audit of the Anchorage Water and Wastewater Utility 
on behalf of the Alaska Commission Staff, which assessed the effectiveness of the Utility's 
operations in several areas; responsible for in-depth investigation and report writing in areas 
involving information systems, finance and accounting, affiliated relationships and transactions, 
and use of outside contractors. Testified before the Alaska Commission concerning certain areas of 
the audit report. AWWU concurred with each of Mr. Smith's 40 plus recommendations for 
improvement. 

Co-consultant in the analysis of the issues surrounding gas transportation performed for the law 
fiim of Cravath, Swaine & Moore in conjunction with the case of Reynolds Metals Co. vs. the 
Columbia Gas System, Inc.; drafted in-depth report concerning the regulatory treatment at both 
state and federal levels of issues such as flexible pricing and mandatory gas transportation. 

Lead consultant and expert witness in the analysis of the rate increase request of the City of Austin 
- Electric Utility on behalf of the residential consumers. Among the numerous ratemaking issues 
addressed were the economies of the Utility's employment of outside services; provided both 
written and oral testimony outlining recommendations and their bases. Most of Mr. Smith's 
recommendations were adopted by the City Council and Utility in a settlement. 

1 Attachment RCS-1. Oualifications of RalDh C. Smith Page 1 of12 I 



Key team member performing an analysis of the rate stabilization plan submitted by the Southern 
Bell Telephone & Telegraph Company to the Florida PSC; performed comprehensive analysis of 
the Company's projections and budgets which were used as the basis for establishing rates. 

Lead consultant in analyzing Southwestern Bell Telephone separations in Missouri; sponsored the 
complex technical analysis and calculations upon which the fm ' s  testimony in that case was 
based. He has also assisted in analyzing changes in depreciation methodology for setting telephone 
rates. 

Lead consultant in the review of gas cost recovery reconciliation applications of Michigan Gas 
Utilities Company, Michigan Consolidated Gas Company, and Consumers Power Company. 
Drafted recommendations regarding the appropriate rate of interest to be applied to any over or 
under collections and the proper procedures and allocation methodology to be used to distribute 
any refunds to customer classes. 

Lead consultant in the review of Consumers Power Company's gas cost recovery refund plan. 
Addressed appropriate interest rate and compounding procedures and proper allocation 
methodology. 

Project manager in the review of the request by Central Maine Power Company for an increase in 
rates. The major area addressed was the propriety of the Company's ratemaking attrition adjustment 
in relation to its corporate budgets and projections. 

Project manager in an engagement designed to address the impacts of the Tax Reform Act of 1986 
on gas distribution utility operations of the Northern States Power Company. Analyzed the 
reduction in the corporate tax rate, uncollectibles reserve, ACRS, unbilled revenues, customer 
advances, CIAC, and timing of TRA-related impacts associated with the Company's tax liability. 

Project manager and expert witness in the determination of the impacts of the Tax Reform Act of 
1986 on the operations of Connecticut Natural Gas Company on behalf of the Connecticut 
Department of Public Utility Control - Prosecutorial Division, Connecticut Attorney General, and 
Connecticut Department of Consumer Counsel. 

Lead Consultant for The Minnesota Department of Public Service ("DPS'') to review the Minnesota 
Incentive Plan ("Incentive Plan") proposal presented by Northwestern Bell Telephone Company 
(I'NWBI') doing business as U S West Communications ("USWC"). Objective was to express an 
opinion as to whether current rates addressed by the plan were appropriate from a Minnesota 
intrastate revenue requirements and accounting perspective, and to assist in developing 
recommended modifications to NWB's proposed Plan. 

Performed a variety of analytical and review tasks related to our work effort on this project. 
Obtained and reviewed data and performed other procedures as necessary (1) to obtain an 
understanding of the Company's Incentive Plan filing package as it relates to rate base, operating 
income, revenue requirements, and plan operation, and (2) to formulate an opinion concerning the 
reasonableness of current rates and of amounts included within the Company's Incentive Plan 
filing. These procedures included requesting and reviewing extensive discovery, visiting the 
Company's offices to review data, issuing follow-up information requests in many instances, 
telephone and on-site discussions with Company representatives, and frequent discussions with 
counsel and DPS Staff assigned to the project. 
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Lead Consultant in the regulatory analysis of Jersey Central Power & Light Company for the 
Department of the Public Advocate, Division of Rate Counsel. Tasks performed included on-site 
review and audit of Company, identification and analysis of specific issues, preparation of data 
requests, testimony, and cross examination questions. Testified in Hearings. 

Assisted the NARUC Committee on Management Analysis with drafting the Consultant Standards 
for Management Audits. 

Presented training seminars covering public utility accounting, tax reform, ratemaking, affiliated 
transaction auditing, rate case management, and regulatory policy in Maine, Georgia, Kentucky, 
and Pennsylvania. Seminars were presented to commission staffs and consumer interest groups. 

Previous Positions 

With Larkin, Chapski and Co., the predecessor f i m  to Larkin & Associates, was involved 
primarily in utility regulatory consulting, and also in tax planning and tax research for businesses 
and individuals, tax return preparation and review, and independent audit, review and preparation 
of financial statements. 

Installed computerized accounting system for a realty management fm. 

Education 

Bachelor of Science in Administration in Accounting, with distinction, University of Michigan, 
Dearborn, 1979. 

Master of Science in Taxation, Walsh College, Michigan, 1981. Master's thesis dealt with 
investment tax credit and property tax on various assets. 

Juris Doctor, cum laude, Wayne State University Law School, Detroit, Michigan, 1986. Recipient 
of American Jurisprudence Award for academic excellence. 

Continuing education required to maintain CPA license and CFPB certificate. 

Passed all parts of CPA examination in first sitting, 1979. Received CPA certificate in 198 1 and 
Certified Financial Planning certificate in 1983. Admitted to Michigan and Federal bars in 1986. 

Michigan Bar Association. 

American Bar Association, sections on public utility law and taxation. 

h 
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Partial list of utility cases participated in: 

79-228-EL-FAC 
79-23 1-EL-FAC 
79-535-EL-AIR 
80-235-EL-FAC 
80-240-EL-FAC 
U- 1933 * 
U-6794 
8 1 -0035TP 
8 1-0095TP 
8 1-308-EL-EFC 
8 10136-EU 
GR-8 1-342 
Tr-81-208 

8400 
18328 
18416 

8624 
8648 

U-6949 

8201 00-EU 

U-7236 
U6633-R 
U-6797-R 
U-55 10-R 

82-240E 
73 50 
RH-1-83 
8 2 0294-TP 
82-1 65-EL-EFC 
(Subfile A) 
82-168-EL-EFC 
830012-EU 
U-7065 
8738 
ER-83-206 
U-4758 
8836 
8839 
83-07-1 5 
8 1 -0485-WS 
U-7650 
83-662 
U- 64 8 8 -R 
U- 15684 
7395 & u-7397 
820013-WS 
U-7660 
83-1039 
U-7802 
83-1226 
830465-E1 
u-7777 
u-7779 

Cincinnati Gas & Electric Company (Ohio PUC) 
Cleveland Electric Illuminating Company (Ohio PUC) 
East Ohio Gas Company (Ohio PUC) 
Ohio Edison Company (Ohio PUC) 
Cleveland Electric Illuminating Company (Ohio PUC) 
Tucson Electric Power Company (Arizona Corp. Commission) 
Michigan Consolidated Gas Co. --16 Refunds (Michigan PSC) 
Southern Bell Telephone Company (Florida PSC) 
General Telephone Company of Florida (Florida PSC) 
Dayton Power & Light Co.- Fuel Adjustment Clause (Ohio PUC) 
Gulf Power Company (Florida PSC) 
Northern States Power Co. -- E-002Minnesota (Minnesota PUC) 
Southwestern Bell Telephone Company (Missouri PSC)) 
Detroit Edison Company (Michigan PSC) 
East Kentucky Power Cooperative, Inc. (Kentucky PSC) 
Alabama Gas Corporation (Alabama PSC) 
Alabama Power Company (Alabama PSC) 
Florida Power Corporation (Florida PSC) 
Kentucky Utilities (Kentucky PSC) 
East Kentucky Power Cooperative, Inc. (Kentucky PSC) 
Detroit Edison - Burlington Northern Refund (Michigan PSC) 
Detroit Edison - MRCS Program (Michigan PSC) 
Consumers Power Company -MRCS Program (Michigan PSC) 
Consumers Power Company - Energy conservation Finance 
Program (Michigan PSC) 
South Carolina Electric & Gas Company (South Carolina PSC) 
Generic Working Capital Hearing (Michigan PSC) 
Westcoast Transmission Co., (National Energy Board of Canada) 
Southern Bell Telephone & Telegraph Co. (Florida PSC) 

Toledo Edison Company(0hio PUC) 
Cleveland Electric Illuminating Company (Ohio PUC) 
Tampa Electric Company (Florida PSC) 
The Detroit Edison Company - Fermi I1 (Michigan PSC) 
Columbia Gas of Kentucky, Inc. (Kentucky PSC) 
Arkansas Power & Light Company (Missouri PSC) 
The Detroit Edison Company - Refunds (Michigan PSC) 
Kentucky American Water Company (Kentucky PSC) 
Western Kentucky Gas Company (Kentucky PSC) 
Connecticut Light & Power Co. (Connecticut DPU) 
Palm Coast Utility Corporation (Florida PSC) 
Consumers Power Co. (Michigan PSC) 
Continental Telephone Company of California, (Nevada PSC) 
Detroit Edison Co., FAC & PIPAC Reconciliation (Michigan PSC) 
Louisiana Power & Light Company (Louisiana PSC) 
Campaign Ballot Proposals (Michigan PSC) 
Seacoast Utilities (Florida PSC) 
Detroit Edison Company (Michigan PSC) 
CP National Corporation (Nevada PSC) 
Michigan Gas Utilities Company (Michigan PSC) 
Sierra Pacific Power Company (Nevada PSC) 
Florida Power & Light Company (Florida PSC) 
Michigan Consolidated Gas Company (Michigan PSC) 
Consumers Power Company (Michigan PSC) 
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U-7480-R 
U-7488-R 
U-7484-R 
U-7550-R 
U-7477-R** 
18978 
R-842583 
R-842740 
850050-E1 
1609 1 
19297 
76-18788AA 
&76- 18793AA 

85-53476AA 
& 85-534785AA 

U-8091/U-8239 
TR-8 5 - 1 79" * 
85-212 
ER-8564600 1 
& ER-85647001 
850782-E1 & 
850783-E1 
R-860378 
R-850267 
85 1007-WU 
& 840419-SU 
G-002/GR-86- 160 
7 195 (Interim) 
87-01-03 
87-01-02 

3673- 
29484 

Docket No. 1 
Docket E-2, Sub 527 
870853 
880069** 

U-8924 

U-1954-88-102 
T E-1032-88-102 
89-0033 

R-891364 
F.C. 889 
Case No. 88/546* 

U-89-2688-T 

87-1 1628" 

8903 19-E1 
891345-E1 
ER 8811 0912 
653 1 

Michigan Consolidated Gas Company (Michigan PSC) 
Consumers Power Company - Gas (Michigan PSC) 
Michigan Gas Utilities Company (Michigan PSC) 
Detroit Edison Company (Michigan PSC) 
Indiana & Michigan Electric Company (Michigan PSC) 
Continental Telephone Co. of the South Alabama (Alabama PSC) 
Duquesne Light Company (Pennsylvania PUC) 
Pennsylvania Power Company (Pennsylvania PUC) 
Tampa Electric Company (Florida PSC) 
Louisiana Power & Light Company (Louisiana PSC) 
Continental Telephone Co. of the South Alabama (Alabama PSC) 

Detroit Edison - Refund - Appeal of U-4807 (Ingham 
County, Michigan Circuit Court) 

Detroit Edison Refund - Appeal of U-4758 
(Ingham County, Michigan Circuit Court) 
Consumers Power Company - Gas Refunds (Michigan PSC) 
United Telephone Company of Missouri (Missouri PSC) 
Central Maine Power Company (Maine PSC) 

New England Power Company (FERC) 

Florida Power & Light Company (Florida PSC) 
Duquesne Light Company (Pennsylvania PUC) 
Pennsylvania Power Company (Pennsylvania PUC) 

Florida Cities Water Company (Florida PSC) 
Northern States Power Company (Minnesota PSC) 
Gulf States Utilities Company (Texas PUC) 
Connecticut Natural Gas Company (Connecticut PUC)) 
Southern New England Telephone Company 
(Connecticut Department of Public Utility Control) 
Georgia Power Company (Georgia PSC) 
Long Island Lighting Co. (New York Dept. of Public Service) 
Consumers Power Company - Gas (Michigan PSC) 
Austin Electric Utility (City of Austin, Texas) 
Carolina Power & Light Company (North Carolina PUC) 
Pennsylvania Gas and Water Company (Pennsylvania PUC) 
Southern Bell Telephone Company (Florida PSC) 
Citizens Utilities Rural Company, Inc. & Citizens Utilities 
Company, Kingman Telephone Division (Arizona CC) 
Illinois Bell Telephone Company (Illinois CC) 
Puget Sound Power & Light Company (Washington UTC)) 
Philadelphia Electric Company (Pennsylvania PUC) 
Potomac Electric Power Company (District of Columbia PSC) 
Niagara Mohawk Power Corporation, et a1 Plaintiffs, v. 
Gulf+Westem, Inc. et al, defendants (Supreme Court County of 
Onondaga, State of New York) 
Duquesne Light Company, et al, plaintiffs, against Gulf+ 
Western, Inc. et al, defendants (Court of the Common Pleas of 
Allegheny County, Pennsylvania Civil Division) 
Florida Power & Light Company (Florida PSC) 
Gulf Power Company (Florida PSC) 
Jersey Central Power & Light Company (BPU) 
Hawaiian Electric Company (Hawaii PUCs) 

1 Attachment RCS-1, Qualifications of Ralph C. Smith Page5of12 1 



R090 1595 
90- 10 
89- 12-05 
900329-WS 
90-12-01 8 
90-E-1 185 
R-911966 
1.90-07-037, Phase I1 

U- 155 1-90-322 
U- 1656-91 - 134 
U-2013-91- 133 
91-174*** 

U- 155 1-89- 102 
& U-1.551-89-103 
Docket No. 6998 
TC-91-040A and 
TC-91-040B 

9911030-WS & 
91 1-67-WS 
922180 
7233and7243 
R-009223 14 
& M-9203 13C006 
ROO922428 
E-1032-92-083 & 
U- 1656-92- 183 

92-09- 19 
E- 1032-92-073 
UE-92-1262 
92-345 
R-932667 
U-93 -60** 
U-93-50** 
U- 93 - 64 
7700 
E-1032-93-1 11 & 
U-1032-93-193 
R-00932670 
U-1514-93-169/ 
E-1032-93-1 69 
7766 
93-2006- GA-AIR" 
94-E-0334 
94-0270 
94-0097 
PU-3 14-94-688 
94-12-005-Phase I 
R-953297 
95-03-01 
95-0342 
94-996-EL-AIR 
95-1000-E 

Equitable Gas Company (Pennsylvania Consumer Counsel) 
Artesian Water Company (Delaware PSC) 
Southern New England Telephone Company (Connecticut PUC) 
Southern States Utilities, Inc. (Florida PSC) 
Southern California Edison Company (California PUC) 
Long Island Lighting Company (New York DPS) 
Pennsylvania Gas & Water Company (Pennsylvania PUC) 
(Investigation of OPEBs) Department of the Navy and all Other 
Federal Executive Agencies (California PUC) 
Southwest Gas Corporation (Arizona CC) 
Sun City Water Company (Arizona RUCO) 
Havasu Water Company (Arizona RUCO) 
Central Maine Power Company (Department of the Navy and all 
Other Federal Executive Agencies) 
Southwest Gas Corporation - Rebuttal and PGA Audit (Arizona 
Corporation Commission) 
Hawaiian Electric Company (Hawaii PUC) 
Intrastate Access Charge Methodology, Pool and Rates 
Local Exchange Carriers Association and South Dakota 
Independent Telephone Coalition 
General Development Utilities - Port Malabar and 
West Coast Divisions (Florida PSC) 
The Peoples Natural Gas Company (Pennsylvania PUC) 
Hawaiian Nonpension Postretirement Benefits (Hawaiian PUC) 

Metropolitan Edison Company (Pennsylvania PUC) 
Pennsylvania American Water Company (Pennsylvania PUC) 

Citizens Utilities Company, Agua Fria Water Division 
(Arizona Corporation Commission) 
Southern New England Telephone Company (Connecticut PUC) 
Citizens Utilities Company (Electric Division), (Arizona CC) 
Puget Sound Power and Light Company (Washington UTC)) 
Central Maine Power Company (Maine PUC) 
Pennsylvania Gas & Water Company (Pennsylvania PUC) 
Matanuska Telephone Association, Inc. (Alaska PUC) 
Anchorage Telephone Utility (Alaska PUC) 
PTI Communications (Alaska PUC) 
Hawaiian Electric Company, Inc. (Hawaii PUC) 
Citizens Utilities Company - Gas Division 
(Arizona Corporation Commission) 
Pennsylvania American Water Company (Pennsylvania PUC) 
Sale of Assets CC&N from Contel of the West, Inc. to 
Citizens Utilities Company (Arizona Corporation Commission) 
Hawaiian Electric Company, Inc. (Hawaii PUC) 
The East Ohio Gas Company (Ohio PUC) 
Consolidated Edison Company (New York DPS) 
Inter-State Water Company (Illinois Commerce Commission) 
Citizens Utilities Company, Kauai Electric Division (Hawaii PUC) 
Application for Transfer of Local Exchanges (North Dakota PSC) 
Pacific Gas & Electric Company (California PUC) 
UGI Utilities, Inc. - Gas Division (Pennsylvania PUC) 
Southern New England Telephone Company (Connecticut PUC) 
Consumer Illinois Water, Kankakee Water District (Illinois CC) 
Ohio Power Company (Ohio PUC) 
South Carolina Electric & Gas Company (South Carolina PSC) 
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Non-Docketed 
Staff Investigation 
E- 1032-95-473 
E- 1032-95-433 

GR-96-285 
94- 10-45 
A.96-08-001 et al. 

96-324 
96-08-070, et al. 

97-05-12 
R-00973953 

97-65 

16705 

Non-Docketed 
Staff Investigation 

E- 1072-97-067 

PU-3 14-97- 12 
97-035 1 
97-8001 

U-0000-94-165 

98-05-006-Phase I 
9355-u 
97-12-020 - Phase I 
U-98-56, U-98-60, 
U-98-65, U-98-67 
(U-99-66, U-99-65, 
U-99-56, U-99-52) 
Phase I1 of 
97-SCCC- 149-GIT 
PU-314-97-465 
Non-docketed 
Assistance 
Contract Dispute 

Non-docketed Project 
Non-docketed Project 

Citizens Utility Company - Arizona Telephone Operations 
(Arizona Corporation Commission) 
Citizens Utility Co. - Northern Arizona Gas Division (Arizona CC) 
Citizens Utility Co. - Arizona Electric Division (Arizona CC) 
Collaborative Ratemaking Process Columbia Gas of Pennsylvania 
(Pennsylvania PUC) 
Missouri Gas Energy (Missouri PSC) 
Southern New England Telephone Company (Connecticut PUC) 
California Utilities’ Applications to Identify Sunk Costs of Non- 
Nuclear Generation Assets, & Transition Costs for Electric Utility 
Restructuring, & Consolidated Proceedings (California PUC) 
Bell Atlantic - Delaware, Inc. (Delaware PSC) 
Pacific Gas & Electric Co., Southern California Edison Co. and 
San Diego Gas & Electric Company (California PUC) 
Connecticut Light & Power (Connecticut PUC) 
Application of PECO Energy Company for Approval of its 
Restructuring Plan Under Section 2806 of the Public Utility Code 
(Pennsylvania PUC) 
Application of Delmarva Power &Light Co. for Application of a 
Cost Accounting Manual and a Code of Conduct (Delaware PSC) 
Entergy Gulf States, Inc. (Cities Steering Committee) 
Southwestern Telephone Co. (Arizona Corporation Commission) 
Delaware - Estimate Impact of Universal Services Issues 
(Delaware PSC) 
US West Communications, Inc. Cost Studies (North Dakota PSC) 
Consumer Illinois Water Company (Illinois CC) 
Investigation of Issues to be Considered as a Result of Restructuring of Electric 
Industry (Nevada PSC) 
Generic Docket to Consider Competition in the Provision 
of Retail Electric Service (Arizona Corporation Commission) 
San Diego Gas & Electric Co., Section 386 costs (California PUC) 
Georgia Power Company Rate Case (Georgia PUC) 
Pacific Gas & Electric Company (California PUC) 
Investigation of 1998 Intrastate Access charge filings 
(Alaska PUC) 
Investigation of 1999 Intrastate Access Charge filing 
(Alaska PUC) 

Southwestern Bell Telephone Company Cost Studies (Kansas CC) 
US West Universal Service Cost Model (North Dakota PSC) 
Bell Atlantic - Delaware, Inc., Review of New Telecomm. 
and Tariff Filings (Delaware PSC) 
City of Zeeland, MI - Water Contract with the City of Holland, MI 
(Before an arbitration panel) 
City of Danville, IL - Valuation of Water System (Danville, IL) 
Village of University Park, IL - Valuation of Water and 
Sewer System (Village of University Park, Illinois) 
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E-1032-95-4 17 

T- 105 1 B-99-0497 

T-0 105 1B-99-0105 
A00-07-043 
T-0105 1B-99-0499 
99-4 191420 
PU314-99-119 

98-0252 

00- 108 
U-00-28 
Non-Docketed 

00-1 1-038 
00-1 1-056 
00- 10-028 

98-479 

99-457 
99-582 

99-03-04 
99-03-36 
Civil Action No. 

Case No. 12604 
Case No. 12613 
41651 

98-1 I17 

13605-U 
14000-U 
13196-U 

Non-Docketed 

Non-Docketed 

Application No. 

Phase I 
99-01-01 6, 

99-02-05 
01-05-19-REO3 

G-0155 1A-00-0309 

00-07-043 

Citizens Utility Co., Maricopa Waterwastewater Companies 
et al. (Arizona Corporation Commission) 
Proposed Merger of the Parent Corporation of Qwest 
Communications Corporation, LCI International Telecom Corp., 
and US West Communications, Inc. (Arizona CC) 
US West Communications, Inc. Rate Case (Arizona CC) 
Pacific Gas & Electric - 2001 Attrition (California PUC) 
US Wesb'Quest Broadband Asset Transfer (Arizona CC) 
US West, Inc. Toll and Access Rebalancing (North Dakota PSC) 
US West, Inc. Residential Rate Increase and Cost Study Review 
(North Dakota PSC 
Ameritech - Illinois, Review of Alternative Regulation Plan 
(Illinois CUB) 
Delmarva Billing System Investigation (Delaware PSC) 
Matanuska Telephone Association (Alaska PUC) 
Management Audit and Market Power Mitigation Analysis of the Merged Gas 
System Operation of Pacific Enterprises and Enova Corporation (California 

Southern California Edison (California PUC) 
Pacific Gas & Electric (California PUC) 
The Utility Reform Network for Modification of Resolution E-3527 (California 

Delmarva Power & Light Application for Approval of its Electric and Fuel 
Adjustments Costs (Delaware PSC) 
Delaware Electric Cooperative Restructuring Filing (Delaware PSC) 
Delmarva Power & Light dba Conectiv Power Delivery Analysis of Code of 
Conduct and Cost Accounting Manual (Delaware PSC) 
United Illuminating Company Recovery of Stranded Costs (Connecticut OCC) 
Connecticut Light & Power (Connecticut OCC) 

PUC) 

PUC) 

West Penn Power Company vs. PA PUC (Pennsylvania PSC) 
Upper Peninsula Power Company (Michigan AG) 
Wisconsin Public Service Commission (Michigan AG) 
Northern Indiana Public Service Co Overearnings investigation (Indiana UCC) 
Savannah Electric & Power Company - FCR (Georgia PSC) 
Georgia Power Company Rate Case/M&S Review (Georgia PSC) 
Savannah Electric & Power Company Natural Gas Procurement and Risk 
ManagemendHedging Proposal, Docket No. 13 196-U (Georgia PSC) 
Georgia Power Company & Savannah Electric & Power FPR Company Fuel 
Procurement Audit (Georgia PSC) 
Transition Costs of Nevada Vertically Integrated Utilities (US Department of 

Post-Transition Ratemaking Mechanisms for the Electric Industry 
Restructuring (US Department of Navy) 

Navy) 

Connecticut Light & Power (Connecticut OCC) 
Yankee Gas Service Application for a Rate Increase, Phase I-2002-IERM 
(Connecticut OCC) 
Southwest Gas Corporation, Application to amend its rate 
Schedules (Arizona CC) 
Pacific Gas & Electric Company Attrition & Application for a rate increase 
(California PUC) 
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97- 12-020 
Phase I1 
01- 10-10 
13711-U 
02-001 
02-BLVT-377-AUD 

02-S&TT-390-AUD 
01-SFLT-879-AUD 

0 1 -B STT-8 7 8 - AUD 

P404,407,520,413 
426,427,430,4211 
CI-00-712 

U-0 1-85 

U-0 1-34 

U-01-83 

U-01-87 

96-324, Phase I1 
03-WHST-503-AUD 
OCGNBT- 130-AUD 
Docket 6914 
Docket No. 

Case No. 
E-0 1345A-06-009 

05- 1278-E-PC-PW-42T 

Docket No. 04-01 13 
Case No. U-14347 
Case No. 05-725-EL-UNC 
Docket No. 21229-U 
Docket No. 19142-U 
Docket No. 

Docket No. 19042-U 
Docket No. 2004-178-E 
Docket No. 03-07-02 
Docket No. EX02060363, 
Phases I&II 
Docket No. U-00-88 

03-07-01RE01 

Phase 1-2002 IERM, 
Docket No. U-02-075 
Docket No. 05-SCNT- 

Docket No. 05-TRCT- 

Docket No. 05-KOKT- 

Docket No. 2002-747 

1048-AUD 

607-KSF 

060-AUD 

Pacific Gas & Electric Company Rate Case (California PUC) 
United Illuminating Company (Connecticut OCC) 
Georgia Power FCR (Georgia PSC) 
Verizon Delaware 5 271(Delaware DPA) 
Blue Valley Telephone Company AudidGeneral Rate Investigation (Kansas 

S&T Telephone Cooperative AudiVGeneral Rate Investigation (Kansas CC) 
Sunflower Telephone Company Inc., AudiVGeneral Rate Investigation 
(Kansas CC) 
Bluestem Telephone Company, Inc. AudiVGeneral Rate Investigation 
(Kansas CC) 

CC) 

Sherbume County Rural Telephone Company, dba as Connections, Etc. 
(Minnesota DOC) 
ACS of Alaska, dba as Alaska Communications Systems (ACS), Rate Case 
(Alaska Regulatory Commission PAS) 
ACS of Anchorage, dba as Alaska Communications Systems (ACS), Rate Case 
(Alaska Regulatory Commission PAS) 
ACS of Fairbanks, dba as Alaska Communications Systems (ACS), Rate Case 
(Alaska Regulatory Commission PAS) 
ACS of the Northland, dba as Alaska Communications Systems (ACS), Rate 
Case (Alaska Regulatory Commission PAS) 
Verizon Delaware, Inc. UNE Rate Filing (Delaware PSC) 
Wheat State Telephone Company (Kansas CC) 
Golden Belt Telephone Association (Kansas CC) 
Shoreham Telephone Company, Inc. (Vermont BPU) 

Arizona Public Service Company (Arizona Corporation Commission) 

Appalachian Power Company and Wheeling Power Company both d/b/a 
American Electric Power (West Virginia PSC) 
Hawaiian Electric Company (Hawaii PUC) 
Consumers Energy Company (Michigan PSC) 
Cincinnati Gas & Electric Company (PUC of Ohio) 
Savannah Electric & Power Company (Georgia PSC) 
Georgia Power Company (Georgia PSC) 

Connecticut Light & Power Company (CT DPUC) 
Savannah Electric & Power Company (Georgia PSC) 
South Carolina Electric & Gas Company (South Carolina PSC) 
Connecticut Light & Power Company (CT DPUC) 

Rockland Electric Company (NJ BPU) 
ENSTAR Natural Gas Company and Alaska Pipeline Company (Regulatory 
Commission of Alaska) 

Interior Telephone Company, Inc. (Regulatory Commission of Alaska) 

South Central Telephone Company (Kansas CC) 

Tri-County Telephone Company (Kansas CC) 

Kan Okla Telephone Company (Kansas CC) 
Northland Telephone Company of Maine (Maine PUC) 
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. 

Docket No. 2003-34 
Docket No. 2003-35 
Docket No. 2003-36 
Docket No. 2003-37 
Docket Nos. U-04-022, 

Case 05-1 16-U/06-055-U 
Case 04- 137-U 
Case No. 710917160 
Case No. ER-2006-03 15 
Case No. ER-2006-03 14 
Docket No. U-05-043,44 

U-04-023 

A- 122250F5000 

E-01345A-05-08 16 
Docket No. 05-304 
05-806-EL-UNC 
U-06-45 
03 -93 -EL-ATA, 
06- 1068-EL-UNC 
PUE-2006-00065 
G-04204A-06-0463 et. a1 

Docket No. 2006-0386 
U-06-134 

E-01 933A-07-0402 
G-0155 1A-07-0504 
Docket No.UE-072300 
PUE-2008-00009 
PUE-2008-00046 
E-0 1345A-08-0 172 
A-2008-2063737 

08-1783-6-42T 
OS-1761-G-PC 

Docket No. 2008-0083 
Docket No. 2008-0266 

Docket No. 09-29 
Docket No. UE-090704 

2009-UA-0014 
Docket No. 09-03 19 
Docket No. 09-414 

Docket Nos. U-09-069, 

Docket Nos. U-04-023, 
U-04-024 

6-04024A-08-057 1 

09-0878-G-42T 

R-2009-2 13201 9 

U-09-070 

W-01303A-09-0343 & 
SW-0 1303A-09-0343 
09-872-EL-FAC & 
09-873-EL-FAC 

Sidney Telephone Company (Maine PUG) 
Maine Telephone Company (Maine PUC) 
China Telephone Company (Maine PUC) 
Standish Telephone Company (Maine PUC) 

Anchorage Water and Wastewater Utility (Regulatory Commission of Alaska) 
Entergy Arkansas, Inc. EFC (Arkansas Public Service Commission) 
Southwest Power Pool RTO (Arkansas Public Service Commission) 
Vermont Gas Systems (Department of Public Service) 
Empire District Electric Company (Missouri PSC) 
Kansas City Power & Light Company (Missouri PSC) 
Golden Heart Utilities/College Park Utilities (Regulatory Commission of 
Alaska) 
Equitable Resources, Inc. and The Peoples Natural Gas Company, dibla 
Dominion Peoples (Pennsylvania PUC) 
Arizona Public Service Company (Arizona CC) 
Delmarva Power & Light Company (Delaware PSC) 
Cincinnati Gas & Electric Company (Ohio PUC) 
Anchorage Water Utility (Regulatory Commission of Alaska) 

Duke Energy Ohio (Ohio PUC) 
Appalachian Power Company (Virginia Corporation Commission) 
UNS Gas, Inc. (Arizona CC) 
Chugach Electric Association, Inc. (Regulatory Commission of Alaska) 
Hawaiian Electric Company, Inc (Hawaii PUC) 
Tucson Electric Power Company (Arizona CC) 
Southwest Gas Corporation (Arizona CC) 
Puget Sound Energy, Inc. (Washington UTC) 
Virginia-American Water Company (Virginia SCC) 
Appalachian Power Company (Virginia SCC) 
Arizona Public Service Company (Arizona CC) 
Babcock & Brown Infrastructure Fund North America, LP. and The Peoples 
Natural Gas Company, d/b/a Dominion Peoples (Pennsylvania PUG) 
Hope Gas, Inc., dba Dominion Hope (West Virginia PSC) 
Hope Gas, Inc., dba Dominion Hope, Dominion Resources, Inc., and Peoples 
Hope Gas Companies (West Virginia PSC) 
Hawaiian Electric Company, Inc. (Hawaii PUC) 
Young Brothers, Limited (Hawaii PUC) 
UNS Gas, Inc. (Arizona CC) 
Tidewater Utilities, Inc. (Delaware PSC) 
Puget Sound Energy, Inc. (Washington UTC) 
Mountaineer Gas Company (West Virginia PSC) 
Mississippi Power Company (Mississippi PSC) 
Illinois-American Water Company (Illinois CC) 
Delmarva Power & Light Company (Delaware PSC) 
Aqua Pennsylvania, Inc. (Pennsylvania PUC) 

ENSTAR Natural Gas Company (Regulatory Commission of Alaska) 

Anchorage Water and Wastewater Utility - Remand (Regulatory Commission of 
Alaska) 

Arizona-American Water Company (Arizona CC) 

Financial Audits of the FAC of the Columbus Southern Power Company and 
the Ohio Power Company - Audit I (Ohio PUC) 
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2010-00036 
E-04100A-09-0496 
E-01773A-09-0472 
R-2010-2166208, 
R-2010-2 166210, 
R-2010-2 166212, & 
R-2010-2 166214 

PSC Docket No. 09-0602 

10-07 13-E-PC 
Docket No. 3 1958 
Docket No. 10-0467 
PSC Docket No. 10-237 
U-10-5 1 

10-0699-E-42T 

10-0920-W-42T 
A. 10-07-007 
A-201 0-22 10326 
09-1012-EL-FAC 

10-268-EL FAC et al. 

Docket No. 2010-0080 
G-0155 1A-10-0458 
10-KCPE-415-RTS 
PUE-2011-00037 
R-2011-2232243 
u-11-100 

A.lO-12-005 
PSC Docket No. 11-207 
Cause No. 44022 

PSC Docket No. 10-247 

G-04204A- 1 1-0 15 8 
E-01345A-11-0224 
UE-111048 iQUE-1 1049 

Docket No. 11-0721 
11AL-947E 
U-11-77 & U-11-78 

Docket No. 11-0767 
PSC Docket No. 11-397 
Cause No. 44075 
Docket No. 12-0001 
11-5730-EL-FAC 

PSC Docket No. 11-528 
11-281-EL-FAC et al. 

Kentucky-American Water Company (Kentucky PSC) 
Southwest Transmission Cooperative, IHnc. (Arizona CC) 
Arizona Electric Power Cooperative, Inc. (Arizona CC) 

Pennsylvania-American Water Company (Pennsylvania PUC) 
Central Illinois Light Company D/B/A AmerenCILCO; Central Illinois Public 
Service Company D/B/A AmerenCIPS; Illinois Power Company D/B/A 
AmerenIP (Illinois CC) 
Allegheny Power and FirstEnergy Corp. (West Virginia PSC) 
Georgia Power Company (Georgia PSC) 
Commonwealth Edison Company (Illinois CC) 
Delmarva Power & Light Company (Delaware PSC) 
Cook Inlet Natural Gas Storage Alaska, LLC (Regulatory Commission of 
Alaska) 
Appalachian Power Company and Wheeling Power Company (West Virginia 

West Virginia-American Water Company (West Virginia PSC) 
California-American Water Company (California PUC) 
TWP Acquisition (Pennsylvania PUC) 
Financial, Management, and Performance Audit of the FAC for Dayton Power 
and Light - Audit 1 (Ohio PUC) 
Financial Audit of the FAC of the Columbus Southern Power Company and the 
Ohio Power Company - Audit I1 (Ohio PUC) 
Hawaiian Electric Company, Inc. (Hawaii PUC) 
Southwest Gas Corporation (Arizona CC) 
Kansas City Power & Light Company - Remand (Kansas CC) 
Virginia Appalachian Power Company (Commonwealth of Virginia SCC) 
Penns ylvania-American Water (Pennsylvania PUC) 
Power Purchase Agreement between Chugach Association, Inc. and Fire Island 
Wind, LLC (Regulatory Commission of Alaska) 
San Diego Gas & Electric Company (California PUC) 
Artesian Water Company, Inc. (Delaware PSC) 
Indiana-American Water Company, Inc. (Indiana Utility Regulatory 
Commission) 
Management Audit of Tidewater Utilities, Inc. Affiliate Transactions (Delaware 
Public Service Commission) 
UNS Gas, Inc. (Arizona Corporation Commission) 
Arizona Public Service Company (Arizona CC) 
Puget Sound Energy, Inc. (Washington Utilities and Transportation 
Commission) 
Commonwealth Edison Company (Illinois CC) 
Public Service Company of Colorado (Colorado PSC) 
Golden Heart Utilities, Inc. and College Utilities Corporation (The Regulatory 
Commission of Alaska) 
Illinois-American Water Company (Illinois CC) 
Tidewater Utilities, Inc. (Delaware PSC) 
Indiana Michigan Power Company (Indiana Utility Regulatory Commission) 
Ameren Illinois Company (Illinois CC) 
Financial, Management, and Performance Audit of the FAC for Dayton Power 
and Light - Audit 2 (Ohio PUC) 
Delmarva Power & Light Company (Delaware PSC) 
Financial Audit of the FAC of the Columbus Southern Power Company and the 
Ohio Power Company - Audit I11 (Ohio PUC) 

PSC) 
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Cause No. 43 1 14-IGCC- 
4 s  1 Duke Energy Indiana, Inc. (Indiana Utility Regulatory Commission) 
Docket No. 12-0293 Ameren Illinois Company (Illinois CC) 
Docket No. 12-0321 Commonwealth Edison Company (Illinois CC) 
12-02019 & 12-04005 Southwest Gas Corporation (Public Utilities Commission of Nevada) 
Docket No. 2012-218-E South Carolina Electric & Gas (South Carolina PSC) 
Docket No. E-72, Sub 479 Dominion North Carolina Power (North Carolina Utilities Commission) 
12-0511 & 12-0512 North Shore Gas Company and The Peoples Gas Light and Coke Company 

(Illinois CC) 
E-0 1933A-12-0291 Tucson Electric Power Company (Arizona CC) 
Case No. 93 1 1 Potomac Electric Power Company (Maryland PSC) 
Cause No. 43 114-IGCC-10 Duke Energy Indiana, Inc. (Indiana Utility Regulatory Commission) 
Docket No. 36498 Georgia Power Company (Georgia PSC) 
Case No. 93 16 Columbia Gas of Maryland, Inc. (Maryland PSC) 
Docket No. 13-0192 Ameren Illinois Company (Illinois CC) 
12-1649-W-42T West Virginia-American Water Company (West Virginia PSC) 
E-04204A-12-0504 UNS Electric, Inc. (Arizona CC) 
PUE-2013-00020 Virginia and Electric Power Company (Virginia SCC) 
R-2013-2355276 Pennsylvania-American Water Company (Pennsylvania PUC) 
Formal Case No. 1103 Potomac Electric Power Company (District of Columbia PSC) 
U-13-007 Chugach Electric Association, Inc. (The Regulatory Commission of Alaska) 
12-288 1-EL-FAC Financial, Management, and Performance Audit of the FAC for Dayton Power 

and Light - Audit 3 (Ohio PUC) 
Docket No. 36989 Georgia Power Company (Georgia PSC) 
Cause No. 43 1 14-IGCC-11 Duke Energy Indiana, Inc. (Indiana Utility Regulatory Commission) 
UM 1633 Investigation into Treatment of Pension Costs in Utility Rates (Oregon PUC) 
13-1892-EL FAC Financial Audit of the FAC and AER of the Ohio Power Company - Audit I 

(Ohio PUC) 

Reorganization of UNS Energy Corporation with Fortis, Inc. (Arizona CC) 
Regulatory Compliance Audit of the 2013 DIR of Ohio Power Company (Ohio 

Chugach Electric Association, Inc. (The Regulatory Commission of Alaska) 
Alaska Power Company (The Regulatory Commission of Alaska) 
Virginia Appalachian Power Company (Commonwealth of Virginia SCC) 
Financial, Management, and Performance Audit of the FAC and Purchased 
Power Rider for Dayton Power and Light - Audit 1 (Ohio PUC) 
Monongahela Power Company and The Potomac Edison Company (West 
Virginia PSC) 
Merger of Exelon Corporation, Pepco Holdings, Inc., Potomac Electric Power 
Company, Exelon Energy Delivery Company, LLC, and New Special Purpose 
Entity, LLC (District of Columbia PSC) 
West Penn Power Company (Pennsylvania PUC) 
Pennsylvania Electric Company (Pennsylvania PUC) 
Pennsylvania Power Company (Pennsylvania PUC) 
Metropolitan Edison Company (Pennsylvania PUC) 

E-04230A-14-0011 & 
E-01933A-14-0011 
14-255-EL RDR 

U- 14-00 1 
U- 14-002 
PUE-2014-00026 
14-0 1 17-EL-FAC 

14-0702-E-42T 

Formal Case No. 11 19 

PUC) 

R-20 14-2428742 
R-2014-2428743 
R-2014-2428744 
R-2014-2428745 
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EPCOR Water Arizona Inc. 
Docket No. WS-0 1303A- 14-001 0 

Attachment RCS-3 
Schedules Showing Recommended Adjustments for Affiliate Charges and Company Requested Expenses 

Accompanying the Direct Testimony of Ralph C. Smith 

Schedule 

C-1 
C-2 
C-3 
C-4 

Description Confidential Pages Page No. 
Recommended Adjustments 
Incentive Compensation Expense - STIP No 1 2 
Incentive Compensation Expense - MTIP No 1 3 
EPCOR Corporate IT Affiliated Charges Expense Correction - Account 5628 No 1 4 
Advertising, Promotions and Donations Expense No 2 5-6 

I I I I 
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EPCOR Water Arizona Inc. 
Docket No. WS-01303A-14-0000 

Attachment RCS-4 
Copies of EPCORs Non-Confidential Responses to Data Requests 

and Documents Referenced in the Direct Testimonv and Schedules of 

Data Request/ 
Workpaper No. 

RUCO 12.01 

RUCO 12.17 

RUCO 12.02 

Subject Confidential 
EPCOR Cost Allocation Manuals for 2012 and 2013 
(includes 2013 CAM) No 
EPCOR organizational chart for EWAZ districts and a 
service territow map identifyinq each EWAZ district. No 
Amounts of test year affiliated charges recorded for each 

RUCO 12.03 

RUCO 12.04 

months ended June 30,2013 or June 30,2014. 
Attachments not included 

Description of services provided for the Asset Usage Fee 
and the Management Fee; Categories of costs charged in 

EPCOR states that its US Water business units are not 
charged 

RUCO 12.07 

RUCO 12.11 
return on capital component of the asset usage 

EWAZ utility. No 
Amount of pro forma adjusted test year charges from each 
EPCOR affiliate to each EWAZ district. No 
No affiliate costs were included in rate base of any of the 

fee. No 

Amount of charges from EPCOR affiliates for the 12 months 
ended 6/30/13 allocated to EWAZ utilities; Explanation of 

RUCO 17.16 

(end of the year to reflect actual expenses. 

differences in accounts 6204 and 5628 between the test 
year ending 6130113 and the comparative periods of 2012, 
2013, and the 12 months ending 6/30/14; EPCOR states 
that no unusual or nonrecurring EPCOR affiliate charges 
were recorded by EWAZ in account 5626 during the test 

No 

lvear. (Attachment not included) I No 
RUCO 18.2 

Exdanation of EPCOR cornorate efficiencies beina 
allocated down to EWAZ; Amount of efficiencies reflected in 
$4,829,707 amount for the test year; EPCOR statement that 
the $4,261,936 forthe 12 months ending 6/30/2014 includes 
6 months of estimated expenses and will be adjusted at the 

basis forthe Business Unit 7A and 6U board compensation 

lo. of Pager 

6 

3 

17 

1 

1 

1 

76 

- 

2 - 7  

8 - 1 0  

11 -27  

28 

29 

30 

31 -32  

33 

34 - 36 

37 - 38 

39 - 40 

41 -42  

43 - 48 

49-55 

56 - 59 
60 - 62 
63 - 64 

65 

66 

67 - 72 

73 - 76 
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e COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: Director, Regulatory and Rates 

Address : 

Sheryl L. Hubbard 

2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 12.01 

Q: To the extent not already provided, provide a complete copy of the Cost Allocation 
Manual(s) used by EPCOR Water for 2012,201 3 and 201 4. 

A: The Corporate Cost Allocation Process is documented in attachments labeled 
“RUCO 12.01 201 2 Corp Alloc Process.doc” and “RUCO 12.01 201 3 Corp Alloc 
Process.doc”. Since the cost allocation process has not changed from that used 
during 201 3, “RUCO 12.01 201 3 Corp Alloc Process.doc” is also accurate for 
201 4. 
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EPCOR Utilities Inc. Comorate Cost A s s i m e n t  and Allocation Process 

Corporate Cost Assignment and Allocation Process 

Consistent with its approach in previous years, EUI has allocated Corporate Services costs to the 
EPCOR business units using the following five step process: 

i) 
ii) 
iii) 

iv) 
v) 

Categorize Corporate Services costs as directly assignable versus allocable. 
Assign directly assignable costs to the appropriate business unit. 
Review/develop/modify/refine allocation methods for allocable costs. 
Apply allocation methods to allocable costs. 
Conduct a final review for reasonableness. 

Step 1 - Categorize Corporate Service costs as either directly assignable or allocable. 

The first step was to review each Corporate Service cost and categorize it into one of two defined 
groups: 

e Directly assignable costs 
e Allocable costs 

Directly assignable costs are costs that are directly associated with a particular business unit’s 
activity or operation. The relevant Corporate Services department and business unit work 
together to determine the quantum of directly assigned costs, if any, related to the Corporate 
Service in question. 

Allocable costs are those costs that provide benefits to EUI business units but by their nature 
cannot be directly assigned, and are charged to business units using appropriate cost allocators. 
These costs are allocated among EPCOR business units using cost allocators that reflect the 
factor or factors that drive the cost of providing the Corporate Service to each business unit. 

Directly assignable Corporate Service costs include the following: 

e Corporate Security costs incurred directly on behalf of business units (e.g., 
security costs related to buildings and facilities). 

December 31,2013 Page 1 of 5 
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EPCOR Utilities Inc. Comorate Cost A s s i m e n t  and Allocation Process 

0 Space Rent costs for office space in the EPCOR Tower (e.g., office space 
occupied by in EPCOR Tower). 
Certain information system operating costs that can be directly attributable to the 
business units (e.g., support costs for business unit specific applications and 
databases; server costs and licensing fees that relate to business unit specific 
applications; and desktop support costs for desktops that are used by the business 
unit). 
Facilities management costs incurred directly on behalf of business units (i.e., 
building services, general services, risk management and environmental services). 

0 

a 

Step 2 - Assign directly assignable costs to Business Units 

Once the directly assignable costs are identified and determined, they are charged directly to 
each Business Unit. Directly assignable costs are included in the budgets of the business units, 
and are not included in the budgets of the respective Corporate Services departments (i.e., they 
are removed from the Corporate Service departments’ “cost pools”, with the remaining costs 
forming the pool of allocable costs for each department). 

Step 3 - Review/develop/modify/refine allocation methods for allocable costs 

EPCOR’s cost allocation process is designed to ensure that the allocation of Corporate Services 
costs among business units is appropriate, fair and reasonable, cost-effective, predictable, reflects 
the benefit received by function (ie., cost causation), and is consistent with the transfer pricing 
principles in EPCOR’s Inter-Affiliate Code of Conduct. 

If EUI determines that an individual allocator or allocation method should be revised, then 
business unit executives become involved to provide input and to test the validity of potential 
revisions. Input is also solicited from the business units relating to the data which forms the 
basis for the allocators, which is then input into the corporate allocation model along with the 
EUI budget. 

EUI’s approach to determining its allocation methods is as follows: 

The costs associated with a Corporate Services department, except for the Treasury department, 

December 3 1,201 3 Page 2 of 5 
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EPCOR Utilities Inc. Corporate Cost Assignment and Allocation Process 

are allocated on one of two bases: (i) using a single “functional cost causation allocator”, or (ii) 
using a “composite cost causation allocator”. The allocation methods used for Treasury costs are 
described below. 

Insurance and Physical Risk Management costs are allocated using the relative proportion 
of property, plant and equipment (PPE) to total PPE amounts. This is an appropriate 
allocator as it is indicative of the work required to manage insurance requirements and 
mitigate risks associated with each business units’ assets. 
Treasurer - Corporate Finance costs are allocated unit using a weighting of three 
financial drivers: PPE, Acquisitions and Capital Expenditures. This is an appropriate 
allocator because each of the drivers is directly related to the amount of work that is 
required to obtain financing and service a business unit’s share of funding, for either 
maintenance of existing assets or new growth by means of capital expenditures or 
acquisitions. 
Treasury Operations costs are allocated using a composite of net income, depreciation 
and debt. This is an appropriate allocator as it reflects the activities and level of effort 
required to manage cash flow in each business unit. 

0 

A functional cost causation allocator has been used where the costs can be logically allocated 
using an identified cost causation driver (such as headcount). The composite cost causation 
allocator has been used where the costs cannot be allocated using a particular functional cost 
causation allocator. The latter types of costs tend to be related to Corporate Services that are of a 
governance nature, and it is appropriate that these types of costs be allocated based on a 
combination of the business unit’s share of EPCOR group revenues, assets, and headcount. 

The allocation methods applicable to EUI’s allocable Corporate Service costs for 2013 are 
summarized in the table below. 

December 3 1 , 201 3 Page 3 of 5 



EPCOR Water Arizona Inc. 

Response to RUCO 12.01 
WS-0 1303A-14-0010 

3 1 Corporate Communications 
32 Government Relations 
33 Operational Communications (Note 1) 
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Functional Cost Causation - Net Income 
Composite - EUI Revenue, Assets, Headcount 
Functional Cost Causation - Headcount 

EPCOR Utilities Inc. Corporate Cost Assignment and Allocation Process 

Corporate Services Allocable Costs 
Allocation Methods 2013 

A B 
DeDartment and Function Allocators 

1 Purchasing (Note 1 j I Functional Cost Causation - Purchase Order Lines I 
2 Mailroom I Functional Cost Causation - Headcount 
3 Fleet Management (Note 1) I Functional Cost Causation - Number of Vehicles 
4 Disaster Recovery Planning Facilities 
5 InventoIy Management & Warehousing 

6 SCM Administration (Note 1) 
7 Strategic Sourcing Functional Cost Causation - Purchase Order Lines 

Functional Cost Causation - Direct IS Costs (excluding corporate) 
Functional Cost Causation - Headcount for Stores 

Composite - EUI Revenue, Assets, Headcount 
(Note 1) 

8 Real Estate I Composite - EUI Revenue, Assets, Headcount 
9 Security I Functional Cost Causation - Headcount 
10 SCM Comorate Services I ComDosite - EUI Revenue. Assets. Headcount I 

11 I Functional Cost Causation - Headcount 
12 Total Rewards I Functional Cost Causation - Headcount 

SVP Human Resources (Note 1) 

13 Human Resources Consulting I Functional Cost Causation - Headcount 
14 Talent Management I Functional Cost Causation - Headcount 

-1 ~ ~~ 

15 Major Capital Projects F u n c t i o n a l  Cost Causation - H e a d c o z  
16 Application Services Functional Cost Causation - Headcount 
17 Tnfrastructure Ooerations Functional Cost Causation - Direct IS Costs 

~~ 

18 Payroll Processing I Functional Cost Causation - Headcount 
19 Accounts Payable I Functional Cost Causation - Invoice Lines by Business Unit 
20 Taxation I Composite - EUI Revenue, Assets, Headcount 
21 Comorate Accounting I Composite - EUI Revenue, Assets, Headcount 
22 Consolidated Reporting & Analysis 
23 Financial Management Training Promain 

I Composite - EUI Revenue, Assets, Headcount 
I Composite - EUI Revenue, Assets, Headcount 

2 4  Audit Fees I Composite - EUI Revenue, Assets, Headcount I 

25 Executive & Executive Assistant costs I ComDosite - EUI Revenue. Assets. Headcount I 

26 Insurance & Physical Risk Management PPE 
27 Treasurer - Corporate Finance 
28 Treasurv Onerations 50% of (NI + DeureciationljO% Debt 

40% PPE, 30% CapEx, 30% Acquisitions 

29 All costs I ComDosite - EUI Revenue. Assets. Headcount I 

30 All Costs I Average Corporate Cost Allocation I 

December 3 1,201 3 Page 4 of 5 
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A 
Department and Function 

34 Community Relations 
35 Public Consultation (Note 1) 
36 VP Public & Government Affairs 
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B 
Allocators 

Functional Cost Causation - Net Income 
Composite - EUI Revenue, Assets, Headcount 
Functional Cost Causation - Weighted Average of Costs for Public & 

EPCOR Utilities Inc. Comorate Cost A s s i m e n t  and Allocation Process 

I 43 AllFunctions I Functional Cost Causation - Headcount I 
Note 1: These departments and functions existed in January to February 2013, but were disbanded after the Line of Business 
reorganization. 

Step 4 - Apply allocation methods to allocable costs 

Once the allocation methods were determined, they were applied against EUI’s final Corporate 
Services costs to arrive at the amounts charged to each business unit. 

Step 5 - Final review of Corporate Services Charges for reasonableness 

The resulting Corporate Services charges were carefully reviewed by EUI and business unit 
management to confirm that the process set out above was properly applied, and that the 
resulting charges were reasonable. 

December 3 1,201 3 Page 5 of 5 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Roland Tanner 
Title: Manager, Rates and Regulation 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

ComDanv Response Number: RUCO 12.1 7 

Q: Please provide an organizational chart and service territory map showing each of 
the EWAZ districts. 

A: Attached as "RUCO 12.17 EPCOR Water USA District Chart 2014.pdf" is the 
organization chart for the EWAZ districts. Also attached as "RUCO 12.17 
EPCOR-AZ-ServiceAreas.pdf" is a service territory map which identifies each 
EWAZ district. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Greg Barber 
Title: Controller 

Add re ss : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 12.02 

Q: Identify the amount of test year recorded charges from each EPCOR affiliate to 
each of the following Arizona districts, by account: 

a. Mohave Water District, 
b. Paradise Valley Water District, 
c. Sun City Water District, 
d. Tubac Water District, and, 
e. Mohave Wastewater District. 

A: Excluding the charges in accounts 6203 and 6204 for the main Corporate 
Allocation, the only affiliate charges included in the test year expenses of the 
Arizona districts included in this rate application are from EPCOR Utilities Inc. 
Attachment labeled “RUCO 12.02 Charges from Affiliates.xlsx” summarizes those 
charges by district. 

The amount of Corporate Allocation for accounts 6203 and 6204 included in each 
district’s test year expenses are summarized below and were provided in response 
to data request number RUCO 1.41. 

a. Mohave Water $ 347,018 
b. Paradise Valley Water $ 314,349 
c. Sun City Water $ 510,069 
d. Tubac Water $ 34,814 
e. Mohave Wastewater $ 58,695 



EPCOR Water Arizona Inc. 
WS-01303A-14-0010 

Response to  RUCO 12.02 

Test Year 6/30/13 
Sum of Distribution Line Amount 
ACCT -. Account ~ - I Description I Total 

---. - - - I 
5262 Freight and Courier 267.25 

7,032.97 
5628 Outside Computer --- - - - -  Charges -- I ---I (Tl) 55,429.75 

Grand Total 62,729.97 

---I-_____-- I 

__ - - 5620 _I I Telephone,Long Distance,Data 

~ ---~ - . - - -- - ... I - I 

RUCO 12.02 Charges from Affiliates.xlsx 
Sun City Water-76 Totals 

Atracnmenr K L ~ - 4  
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EPCOR Water Arizona Inc. 
WS-01303A-14-0010 

Response to  RUCO 12.02 

Test Year 6/30/13 

Total 
Sum of Distribution line Amount 
ACCT 

""__ Account - - I --I____II_- Description I_ - -  _ I  - - _ -  
5262 Freight and Courier 267.25 
5620 Telephone,Long Distance,Data 7,032.97 
5628 Outside Computer Charges (Tl)  55,429.75 

Grand Total 62,729.97 

- I - ___- _. - - - 
- ___-  

~ __---_ 1. - I _ -  - ""_ I_ - ~ - -- .I I-- 
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RUCO 12.02 Charges from Affiliates.xlsx 
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EPCOR Water Arizona Inc. 
WS-01303A-14-0010 

Response to  RUCO 12.02 

Test Year 6/30/13 

Total 
Sum of Distribution Line Amount 

Account Description ACCT 
- - - - 5262 _- - - Freight and Courier 

”_ c - . .  I ^ - -  ~ I - I _- --“ - __” . 
28.13 

- -  5620 - Telephone,Long Distance,Data 740.31 

- - -I- 5628 - -  Outside - - - - -. Computer - ~~ I--_ Charges --_- - (Tl) I I*._ _- - - ~ 5,834.68 I 
Grand Total 6,603.12 

RUCO 12.02 Charges from Affiliates.xlsx 
Mohave Wastewater-7N Totals 
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EPCOR Water Arizona Inc. 
WS-01303A-14-0010 

Response to  Data Request No. RUCO 12.02 

Test Year 6/30/13 

Total 
Sum of Distribution Line Amount 
ACCT ~- Account Description - . 

- _ _  5262 - I Freight and Courier 
. _ _ I _ _  ~- 

196.92 
. _  5620 ~ Telephone,Long Distance,Data 5,182.19 

- _ _  I 40,842.94 - _ ” _  

Grand Total 46,222.05 
5628 Outside - _  _. - Computer -II Charges -I__- ~ (Tl) . -_ 

RUCO 12.02 Charges from Affiliates.xlsx [Paradise Valley Water-7P Totals] 
Page 11 of 16 
9/12/14 
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EPCOR Water Arizona Inc. 
WS-01303A-14-0010 

Response t o  Data Request No. RUCO 12.02 

Test Year 6/30/13 
Sum of Distribution Line Amount 
ACCT Account DescriDtion Total 

Hrracnmenr  KC^-4 
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5262 Freight and Courier 28.13 
740.31 

5628 Outside Computer Charges (Tl) 5,834.67 
Grand Total 6,603.11 

- - -11 - -_ - 
- - -  --_--I 5620 Telephone,Long Distance,Data 

- I - I _- - -_- - I . .. -- --_ .- - - 

RUCO 12.02 Charges from Affiliates.xlsx [Tubac Water-7T Totals] 
Page 14 of 16 
9/12/14 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Sandy Murrey 
Title: Rate Analyst 

Add ress : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 12.03 

Q: Identify the amount of Company-requested pro forma adjusted test year charges 
from each EPCOR affiliate to each of the following Arizona districts, by account: 

a. Mohave Water District, 
b. Paradise Valley Water District, 
c. Sun City Water District, 
d. Tubac Water District, and, 
e. Mohave Wastewater District. 

A: The only EPCOR affiliate charges reflected in pro forma adjustments related to 
charges from EPCOR Utilities Inc. are displayed on the Corporate Allocation line 
on Schedule C-2. Please refer to the income statement pro forma adjustments 
ADJ SM-18 for all districts which annualizes the corporate allocation. The amounts 
of the pro forma adjustments ADJ SM-18 are listed below by the district. 

a. Mohave Water $ (52,670) 
b. Paradise Valley Water $ (47,711) 
c. Sun City Water $ (77,417) 
d. Tubac Water $ ( 5,284) 
e. Mohave Wastewater $ ( 8,908) 



COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: Director, Regulatory & Rates 

Sheryl L. Hubbard 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

ComDanv ResDonse Number: RUCO 12.04 

Httacnmenr KLS-4 
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Q: Identify, by account and in total, all affiliate costs that are included in the rate base 
of each of the following Arizona districts: 

a. Mohave Water District, 
b. Paradise Valley Water District, 
c. Sun City Water District, 
d. Tubac Water District, and, 
e. Mohave Wastewater District. 

A: There are no any affiliate costs included in the rate base of any of the districts in 
this rate application. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: Director, Regulatory & Rates 

Sheryl L. Hubbard 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 12.05 

Q: 

A: 

Identify each affiliate that charged cost to EPCOR Water Arizona Inc., in each 
period, and identify the amount of charges by account: 

a. Calendar 201 3 
b. Calendar 201 2 
c. The year ended June 30,2013 
d. The 12 months ending June 30,2014. 

a. See RUCO 12.05 Attachment 1 for a summary of the corporate costs invoiced 
to EPCOR Water USA for the year ended December 31, 201 3. 

b. See RUCO 12.05 Attachment 2 for a summary of the costs charged to EPCOR 
Water USA for the year ended December 31, 2012. The costs were not 
invoiced to EPCOR Water USA in the year of acquisition. During the 
integration process these amounts were charged into the accounts of EPCOR 
Water USA. The costs have been provided by general ledger account number 
in order to provide insight into the nature of the costs. The detail for accounts 
6203 (Asset Usage Fee) and 6204 (Shared Services Management Fee) has 
been provided in STF GB 3.33 from the Chaparral City Water Company rate 
case (Docket W-02113A-13-0118) which is attached and relabeled as “RUCO 
12.05 (CCWC-STF GB 3.33).xlsx”. 

c. EPCOR Utilities Inc. does not produce financial information for the 12 months 
ended June 30,2013. 

d. EPCOR Utilities Inc. does not produce financial information for the 12 months 
ended June 30,2014. 



Htcacnmenr K L ~ - 4  

Page 3 1 of 76 
WS-01303A- 14-00 10 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: Director, Regulatory and Rates 

Sheryl L. Hubbard 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 12.07 Page 1 of 2 

Q: Refer to the response to STF GB 3.33. Please refer to response to recent 
Chaparral City Water rate case. See Attachment 1 

a. What services are provided for the Asset Usage Fee? Explain 

b. What services are provided for the Management Fee? Explain 
fully. 

fully. 

c. What costs are charged in the Corporate Allocation? 

A: a. 

0 

0 

e 

0 

0 

b. 

C. 

EUI charges fees relating to general plant assets owned by EUI that are used 
in providing Corporate Services to EPCOR business units. These fees are 
referred to as Corporate Asset Usage Fees. The categories of assets for which 
Corporate Asset Usage Fees are charged include the following: 

Leasehold Assets (Edmonton) 
Human Resources Information System (“HRIS”) 
Information System (“IS”) Infrastructure 
Financial Systems 
Disaster Recovery Systems 
Furniture and Fixtures Assets 
Ve hicles 

The Asset Usage Fee for each category of corporate assets is comprised of 
two components: “return on” capital and “return of’ capital (or depreciation 
expense). The return on capital component is calculated using the service 
recipient’s weighted average cost of capital (“WACC”). Return on capital is not 
charged to the US Water business units. 

The Shared Service Management Fee represents the corporate costs that are 
allocated to the various operating business units. 

The costs charged as the Management Fee referenced in b. above are detailed 
on attachment labeled “RUCO 12.09 Corporate Allocation.xlsx”. For 
convenience the cost categories are listed below. 

President and CEO 
SVP Finance and CFO 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-Ol303A-14-0010 

Response provided by: 
Title: Director, Regulatory and Rates 

Sheryl L. Hubbard 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

ComDanv ResDonse Number: RUCO 12.07 Paae 2 of 2 

SVP Legal and External Relations 
Executive Assistants 
Board 
Corporate Finance 
Treasury 
Risk, Assurance and Advisory 
SVP Human Resources 
Human Resources Consulting 
Total Rewards 
Talent Management 
SVP Information Services 
Major Capital Projects 
Application Services 
Infrastructure Operations 
Mailroom, Facilities and Procurement 
Rent 
Security 
B usi ness Transformation 
Incentive Compensation 
Public and Government Affairs 
Regulatory Affairs 
Legal Services 
Health, Safety and Environment 
Strategic Planning and Development 



mtacnment KLS-4 

Page 33 of76 
WS-01303A- 14-00 10 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: Director, Regulatory and Rates 

Sheryl L. Hubbard 

Add ress : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 12.1 1 

Q: Refer to the response to STF GB 3.33. Refer to the “2012 True Up“ tab. Provide 
the accounting recordslgeneral ledger detail for the company on whose books 
each of the following amounts is recorded (before allocation): 

Head Office 2012A - CAM 
Head Off ice 2012A - CAM 1,773,087 
Head Office 2012A - Square Footage 456,128 

Head Off ice 2012A - CAM 11,769,866 

Head Off ice 2012A - Square Footage - EEAl 3,258,187 

Head Office 2012A - Square Footage - EWSI 661,692 

IS Applications 2012A - IS Applications 634 

CAM 2012A - CAM 

Head Office 2012A - CAM 

CAM 2012A - CAM 
CAM 2012A - CAM 
Head Office 2012A - CAM 
Pcs 
CAM 

2012A - Pcs for Dark Fibre 
2012A - CAM 

828,593 
7,742,745 

Headcount 2012A - Headcount USlCDN Split 5,169,384 
Direct IS 2012A - Direct IS - AUF 24,888,698 

3,896,148 Direct IS 
Oracle 2012A - Oracle 8,387,586 
CAM 2012A - CAM 157,136 

68.989.884 

2012A - Direct IS - AUF 

I .  

A: The values in the table above represent the 2012 mid-year rate base related to the 
general plant assets owned by EUI that are used in providing Corporate shared 
services to the operating business units. These assets are recorded in the EUI 
books. These values are used to calculate the Return on Capital component of the 
asset usage fee which is charged to several Canadian business units. The US 
Water business units are not charged any of return on capital component of the 
asset usage fee. Attachment labeled “RUCO 12.09 201 3 Corporate 
Allocation.xlsx” provides this information for 201 3 on Excel rows 103 through 135. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Greg Barber 
Title: Control le r 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 17.16 

Q: Refer to the response to RUCO 12.16 c&d.xlsx 7A Grand Totals. 

a. 

b. 

C. 

d. 

e. 

Show how much of the $5,994,971 total charges from EPCOR affiliates for 
the 12 months ending 6/30/2013 by account were charged or allocated to 
each of these EWAZ utilities: 
1. Mohave Water District, 
2. Paradise Valley Water District, 
3. Sun City Water District, 
4. Tubac Water District, and 
5. Mohave Wastewater District 
Were any of the $5,994,971 total charges from EPCOR affiliates for the 12 
months ending 6/30/2013 not included in test year operating expenses for 
these EWAZ utilities: 
1. Mohave Water District, 
2. Paradise Valley Water District, 
3. Sun City Water District, 
4. Tubac Water District, and 
5. Mohave Wastewater District 
If so, identify the amounts, by account, that were not included in test year 
operating expenses for each of these EWAZ utilities. 
Were any of the $5,994,971 total charges from EPCOR affiliates for the 12 
months ending 6/30/2013 included in test year operating expenses for these 
EWAZ utilities: 
1. Mohave Water District, 
2. Paradise Valley Water District, 
3. Sun City Water District, 
4. Tubac Water District, and 
5. Mohave Wastewater District 
If so, identify the amounts, by account, that were included in the test year 
operating expenses that EWAZ is requesting for each of these EWAZ 
utilities. 
Why are the $5,576,779 charges in account 6204 for the test year ending 
6/30/2013 so much higher than: 
1. the $4,391,611 for 201 2? 
2. the $4,742,219 for 201 3? 
3. the $4,261,936 for the 12 months ending June 30, 201 4? 
Provide a breakout by month of the EPCOR affiliated charges in EWAZ 
account 6204 for each month in 2012,2013 and 2014 to date. 
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f. Were any unusual or nonrecurring EPCOR affiliated charges to EWAZ 
recorded by EWAZ in account 6204 during the test year ending June 30, 
2013? 
1. If so, please identify, quantify and explain the unusual andlor 

nonrecurring EPCOR affiliate charges to EWAZ recorded by EWAZ 
in account 6204 during this period. 

Why are the $195,462 EPCOR affiliate charges to EWAZ in account 5628 
so much higher than: 
1. the $75,371 for 2012? 
2. the $1 89,710 for 201 3? 
3. the $105,110 for the 12 months ending June 30,2014? 
Were any unusual or nonrecurring EPCOR affiliated charges to EWAZ 
recorded by EWAZ in account 5628 during the test year ending June 30, 
201 3? 
I. 

g. 

h. 

If so, please identify, quantify and explain the unusual and/or 
nonrecurring EPCOR affiliate charges to EWAZ recorded by EWAZ 
in account 5628 during this period. 

A: a. Please refer to RUCO 17.1 6 Supporting information.xlsx, tab REVISED 7A 
GRAND TOTALS as the total charges from EPCOR affiliates for the 12 
months ending June 30, 2013 has been revised to include reversing journal 
entries that had been left out of the account details provided of accounts 
5628, 6203 and 6204 in error. The revised total charges from EPCOR 
affiliates for the 12 months ending 6/30/2013 is $5,327,092.35. Charges 
from vendors, including affiliates, are not allocated at the vendor level. The 
charges are allocated at the account level. Please refer to accounts 151 0, 
5250, 5262, 5620, 5628, 5652,6203 and 6204 in schedule June 2013 
Rolling 12 Months by BU for allocation of the total charges to the utility 
districts in those accounts charged by EPCOR affiliates. 
No, all of the charges from the EPCOR Affiliates mentioned above were 
allocated to the EWAZ utility districts. 
Please refer to response a. above and supplemental data for revised 
account balances, which changes the total charges from EPCOR affiliates 
for the test year June 30, 201 3 from $5,994,971 to $5,327,092.35. This 
revised balance is included in the test year operating expenses. Please 
also refer to response a. regarding allocation of the amounts. 
Account 6204 consists of corporate costs allocated down from EUI that 
include costs related to Board/Exec, Corporate Finance, Corporate HR, 
Information Systems support, Supply Chain support, Legal support, and 
Risk. Due to the additional information that was provided in response a. 
above, the costs have been revised as follows: 
Test year ending 6/30/2013 - $4,829,707.02 
Calendar year 2012 - $4,439,610.81 
Calendar year 201 3 - $4,408,750.29 
12 months ending 6/30/2014 - $4,261,936.41 
These costs for the test year are higher than calendar year 2012 due to less 
than one year of charges being charged in 2012. The charges have 
subsequently decreased over the following periods due to EPCOR 
corporate efficiencies being allocated down to EWAZ. 

b. 

c. 

d. 
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e. 

f. 
g. 

See “1 7.1 6 Supporting information.xlsx”, tab Account 6204 Monthly 
Charges for detail of affiliate charges to account 6204. 
No, there were no unusual or nonrecurring EPCOR affiliate charges. 
As stated in response a., the costs for account 5628 have been revised as 
follows: 
Test year ending 6/30/2013 - $214,849.03 
Calendar year 201 2 - $1 28,830.61 
Calendar year 201 3 - $1 21,989.43 
12 months ending 6/30/2014 - $1 25,272.65 
Charges for the calendar year 2012 were less than the test year due to not 
requiring IT services provided by EPCOR affiliates until later in 2012. For 
both the calendar year 2013 and 12 months ending 6/30/14, both periods 
had a credit for a duplicate payment for licensing costs. The accrual for the 
credit of approximately $41,802.72 was recorded in December 201 3 with 
the actual credit going through accounts payable in January 2014. In 
addition, during the latter half of the test year, EWAZ was allocated 
44,102.91 in charges for an IT infrastructure project to operate the system 
on an ongoing basis. 
No, there were no unusual or nonrecurring EPCOR affiliate charges. h. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: 

Greg Barber / Sheryl L. Hubbard 
Controller / Director, Regulatory & Rates 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 18.2 Page 1 of 2 

Q: Refer to the response to RUCO 17.16d. 

a. Identify, quantify and explain the "EPCOR corporate efficiencies" that are 
"being allocated down to EWAZ." 

b. How much of the "EPCOR corporate efficiencies" that are "being allocated 
down to EWAZ" are reflected in the $4,261,936 amount for the 12 months 
ending 6/30/2014 that are not reflected in the $4,829,707 amount for the test 
year ending 6/30/2013? Quantify and explain. 

c. Does EWAZ have any evidence or documentation that the amount recorded in 
account 6204 for the test year ending 6/30/2013 is normal and representative 
of ongoing operations? 

d. If your response to part c is "yes" please identify and provide the 
documentation. 

A. a. The efficiencies referred to in RUCO 17.16d. relate to the corporate parent's 
allocated costs for support in specific areas. The 12 month period ending 
6/30/2013 included costs from the last half of the year 2012 which was the year 
of acquisition and transition. During this time, support in finance, HR, supply 
chain, and other various areas was received and charged through to EWAZ. 
The 12 month period ending 6/30/2014, including estimated expenses for the 
months in 2014, include less support from the corporate parent as EWAZ has 
completed the transition phase following the acquisition and relies on less 
support from the corporate parent. The Company's request in this proceeding 
is based on the actual costs for the 12 month period ended December 31,201 3 
of $4,648,603 before removal of P&GA costs of $422,296 allocated from the 
corporate parent and further adjusted for expected labor cost increases totals 
$4,394,653 and is shown on each district's Schedule C-2 p. 23; Adj SM-18 
which is then allocated to the districts using the 4-factor allocation 
methodology. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Greg Barber 
Title: Controller 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 18.2 Page 2 of 2 

b. The amount of the efficiencies and related areas of support are below. 

12 months ending 6130/2013 4,829,707 
12 months ending 6/30/2014 4,261,936 
Change (567,771) 

Board and Executive (45,635) 
Finance (104,058) 
Human Resources (23,290) 
Information Senilces (85,684) 
Supply Chain Management (125,776) 
Legal and External Relations (63,990) 
Strategic Planning & Development (95,231) 
At-risk Compensation (24,1071 

(567,771) 

c. The $4,394,653 total Corporate Allocation requested by the Company in this 
proceeding (before allocation to the districts) has been normalized for known 
and measureable changes from the unadjusted test year amount of $4,829,707 
recorded in account 6204. I would also note that the $4,261,936 for the twelve 
months ending 6/30/14 is comprised of 6 months of estimated expenses and 
will be adjusted at the end of the year to reflect actual expenses. 

d. See response to c. above. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Greg Barber 
Title: Control le r 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 18.3 Page 1 of 2 

Q: Refer to the response to RUCO 17.16g. 

a. When did EPCOR affiliates begin providing the IT services? Please identify the 
month in which such services, and the related charges commenced. 

b. In what month(s) was (were) the duplicate payments for licensing costs 
recorded and how much was recorded in each month? 

c. How much of the $41,803 was recorded during the test year ending 6/30/2013? 
d. Provide the journal entry and the journal entry support for the $41,803 to record 

the credit to remove the duplicate payment for licensing costs. 
e. Provide a copy of the invoices that resulted in the duplicate payment for 

I icensi ng costs. 
f. Provide the journal entry and the journal entry support for the $44,103 in 

charges for an IT infrastructure project. 
g. Which entity allocated the $44,103 to EWAZ? 
h. Does EWAZ have any evidence or documentation that the amount recorded in 

account 5828 for the test year ending 6/30/2013 is normal and representative 
of ongoing ope rat ions? 
If your response to part i is "yes" please identify and provide the 
documentation. 

i. 

A. See the answers for above, below: 

a. EPCOR affiliates began providing IT services in February 2012, however the 
first billing for such services did not occur until August 201 2. 

b. The first payment was recorded in February 201 3 for $41,803. This was based 
on a flat charge from the EPCOR affiliate - please refer to invoice 7A-015 that 
was provided as an attachment labeled "7A-015.pdf" to the response to data 
request number RUCO 17.1 5. The second payment was recorded in March 
2013 for $46,189, which is an invoice from the vendor versus the EPCOR 
affiliate - please refer to the attachment to this response labeled "RUCO 18.3e 
licensing.pdf" for a copy of the invoice. This payment was recorded as a 
prepaid expense and it began amortizing in March 2013 for $3,849.09 per 
month. This amortization continued through February 201 4. 

c. The full $41,803 charge from the EPCOR affiliate was recorded during the test 
year ending June 30,2013, but the annualized expense should be $46,189 
which was only partially amortized to expense during the test year. The 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Greg Barber 
Title: Controller 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 18.3 Page 2 of 2 

amount that this expense should be reduced by is $1 1,010.36 (($41,803 + 
15,396.36) - $46,189) which is the total charged to expense for this service less 
the annualized expense amount. 

d. As stated in RUCO 17.16g, a journal entry was posted in December 2013 to 
accrue for the credit to be received to remove the duplicate payment. See 
attachment labeled “RUCO 18.3d journal entry.pdf” for a copy of the journal 
entry posted to accrue for the reversal of the charge for the invoice. This entry 
subsequently reversed in January 2014 and the credit from the EPCOR affiliate 
was received and entered in January 2014. This credit has already been 
provided as part of response to data request labeled “RUCO 17.1 5 
Invoices.doc”. Please refer to invoice labeled “7A-098.pdf’. 

e. As stated in b. above, the invoice from the EPCOR affiliate was provided as 
part of response to data request number RUCO 17.1 5 - see attachment to that 
response labeled “7A-015.pdf”. See attachment labeled “RUCO 18.3e 
licensing.pdf‘ for a copy of the invoice from the vendor. 

f. The IT infrastructure project in question is actually related to the duplicate 
licensing costs discussed in parts a-e above in that it was part of several 
charges by the affiliate on this invoice. As discussed above, this duplicate 
charge for the licensing was subsequently reversed. See attachment to 
response to data request number RUCO 17.1 5 labeled “7A-015.pdf” for the full 
amount of charges. 

g. EPCOR Utilities Inc. allocated the cost to EWAZ. 

h. Question h. above refers to account 5828, whereas both data requests number 
RUCO 17.1 6g. and this request, RUCO 18.3c., refer to account 5628. Based 
on that, the response to RUCO 18.3h. will refer to account 5628. Yes, EWAZ 
has evidence or documentation that the amount recorded in account 5628 for 
the test year ending 6/30/2013 is normal and representative of ongoing 
operations. 

i. All invoices from EPCOR affiliates have been provided as part of the response 
to data request number RUCO 17.15. These invoices provide details of all 
charges, without which the business could not operate. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Sandy Murrey 
Title: Rate Analyst 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 18.9 Page 1 of 2 

Q: Refer to the response to RUCO 17.32. 

a. Explain what the "7A Allocation" is. 
b. Why is the "7A Allocation" only applied to Sun City Water? 
c. Are (1) the BU 7A, AZ Corporate TO BE ALLOCATED, amounts, in addition to 

(2) the BU 6U EPCOR USA amounts TO BE ALLOCATED? Explain. 
d. Is the account 5682 Board Compensation in BU 7A, AZ Corporate of $24,000 

charged or allocated to any of the other districts besides Sun City Water? 
1. If not, explain fully why not. 
2. If so, explain how this is allocated and show how much is charged to the 

other four districts. 
e. Is the $27,000 final BU 6U Board Compensation to be allocated for additional 

board compensation that is in addition to the BU 7A, AZ Corporate board 
compensation? Explain. 

f. Explain the membership of the boards for each of these and the basis for the 
board compensation amounts: 

1. BU 7A, AZ Corporate 
2. BU 6U, EPCOR USA. 

A. 

a. The 7A Allocation is the allocation of the EPCOR Water Arizona costs 
(business unit 7A) to the districts. 

b. 7A costs are allocated to all districts not just Sun City Water, the 7A allocation 
columns for the other districts are just hidden in the attachment to RUCO 
17.32. RUCO 17.32 referred to EPCOR Water USA (6A) costs, therefore I 
attempted to simplify the spreadsheet by displaying only the EPCOR Water 
USA (6U) related costs and hiding the columns relating to the EPCOR Water 
Arizona (7A) allocation. The 7A allocation for Mohave Water is on column BB, 
Mohave Wastewater is on column BG, Paradise Valley is on column BL and 
Tubac Water is column BQ. Simply unhide these columns and the 7A 
allocation by district will be shown. The final column for each district is the total 
cost for the individual district which consists of the direct district's costs as well 
as the district's allocation for both EPCOR Water USA (6U) and EPCOR Water 
Arizona (7A) on an unadjusted test year basis. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Sandy Murrey 
Title: Rate Analyst 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 18.9 Page 2 of 2 

c. Yes. These are two separate allocations. Costs in EPCOR Water USA (6U) 
and EPCOR Water Arizona (7A) are both allocated using the 4 factor and this 
allocation is shown on the spreadsheet labeled “June 2013 Rolling 12 Months 
by BU.xslx” which was provided as part the Company’s original work papers 
submittal (and serves as the basis for the attachment labeled “RUCO 17.32 6U 
Advertising, Promotion,& Donation.xlsx” to which this questions refers). 

d. Yes, the board costs are allocated to all districts. 
1. Not applicable. 
2. Please see response to part b. above. The 7A cost allocation columns were 

hidden in the attachment RUCO 17.32, please unhide these columns to see 
the actual allocation. The table below summarizes the amounts shown in 
the hidden columns that were the district allocated amounts of the $24,000 
in account 5682 Board Compensation in BU 7A. 

4 Factor 0.11607 0.07896 0 01 336 0 07153 0 00792 

BU 7A AZ Corporate 
Account DescriDtlon TO BE ALLOCATED Sun City Water Mohave Water Mohave Wastewater Paradise Valley Tubac 

5682 Compensation $ 24,000.00 $ 2.785.58 $ 1,895.13 $ 320.54 $ 1,716.72 $ 190.12 

e. Yes. Account 5682 Board Compensation costs for EPCOR Water USA (6U) of 
$27,000 and for EPCOR Water Arizona (7A) of $24,000 are both allocated to 
all the districts. 

f 

1. The current board for EPCOR Water Arizona is comprised of Joe Gysel with 
$0 compensation for serving on the board. 

2. The current board for EPCOR Water USA is comprised of David Stephens 
($0 compensation), Glenn Williamson, Lee Malloy, John Keegan, and Don 
Munson. The board compensation is $13,000 per quarter and a per 
meeting fee of $6,500 currently at 2 meetings per year. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: Director, Regulatory & Rates 

Sheryl L. Hubbard 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 15.01 

Q: Corporate Allocations - These are follow-up questions to RUCO's twelfth set of 
data request in which RUCO asked the following: 

12.05 - Identify each affiliate that charged cost to EPCOR Water Arizona Inc., in 
each period, and identify the amount of charges by account: 

a. Calendar 201 3 
b. Calendar 201 2 
c. The year ended June 30,2013 
d. The 12 months ending June 30,2014. 

The Company responded for items c and d as follows: 

c. EPCOR Utilities Inc. does not produce financial information for the 12 months ended 
June 30,2013. 

d. EPCOR Utilities Inc. does not produce financial information for the 12 months ended 
June 30,2014. 

12.09 - Refer to the response to STF GB 3.33. Refer to the "2012 True Up" tab. 

a. Is there an Excel file with a 2013 True Up? 

I. If not, explain fully why not. 
2. If so, please identify and provide it. 

b. Where is the "Head Office"? 
c. What is the total cost of the "Head Office"? Please provide this 

for each of the following periods: 

1. Calendar 201 3 
2. Calendar 201 2 
3. The year ended June 30,2013 
4. The 12 months ending June 30,2014. 

d. What is the basis for the "Head Office" allocation? Please 
provide this for each of the following periods: 

1. Calendar 201 3 
2. Calendar 201 2 
3. The year ended June 30,2013 
4. The 12 months ending June 30,2014. 
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e. For each headcount based allocation, identify the number of 
positions at each location that are used in the allocation, and 
provide calculations of each headcount allocator. Please provide 
this for each of the following periods: 

1. Calendar 201 3 
2. Calendar 201 2 
3. The year ended June 30,2013 

4. The 12 months ending June 30,2014. 

f. What are the store locations? 

g. For each store locations’ allocation, please identify the location 
of and basis for the store locations allocation. Please provide 
this for each of the following periods: 

5. Calendar 201 3 
6. Calendar 201 2 
7. The year ended June 30,2013 
8. The 12 months ending June 30,2014. 

Please list all costs that are in the CDN Vehicles cost item, 
including listing the cost for each vehicle. Please provide this for 
each of the following periods: 

h. 

9. Calendar 201 3 
I O .  Calendar 201 2 
11. The year ended June 30,201 3 
12. The 12 months ending June 30,2014. 

i. For each vehicle listed in the response to the previous item, 
identify to whom the vehicle is assigned and its business 
purpose. 
There are several items with “CDN.” What does “CDN” mean? 
For each CDN item, identify the location. 
Show in detail how the US/CDN Split is determined for each cost 
that is allocated on a US/CDN split. Include supporting 
calculations. 

j. 
k. 
I. 

The Company responded to items c, e, g, and h as follows: 

c. EPCOR has defined “the total cost of the “Head Office”” as the total 
corporate cost pool that is allocated to the various operating business 
units. Table RUCO 12.09-1 below provides the total corporate cost pool 
for the years ended 2012 and 2013. EPCOR does not produce corporate 
cost allocations on a year ended June 30th basis. The corporate costs 
included in the application are for the twelve months ended December 
2013. 

e. Attachment labeled “RUCO 12.09 201 3 Corporate Allocation.xlsx”, Tabs 
“Base Amounts” and “Allocator %ages” provides the absolute values 
and the resulting percentages used in the allocation of costs for the year 
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ended 2013. As a result of the 2013 Corporate Reorganization there are 
two periods referenced, Jan-Feb and Mar-Dec. The base amounts and 
allocator percentages for 2012 are included in the spreadsheet response 
to STF GB 3.33. EPCOR does not produce corporate cost allocations on 
a year ended June 30th basis. 

g. The allocator referred to as CDN stores location relates to the corporate 
service group that provided management oversight, process control and 
standardization advice over managing inventory levels. This group was 
in place for the year ended 2012 and January and February, 2013 after 
which the responsibility was reorganized to the business units. 

h. The “base amounts” and “allocator %ages” tabs of attachment labeled 
“RUCO 12.09 (2013) Corporate Allocation.xlsx” and STF GB 3.33 (2012) 
provide the absolute values and resulting allocation percentages. The 
total costs related to this corporate function were $0.45 million and $0.02 
million for 2012 and 2013 respectively. No US Water business unit was 
allocated any costs related to this corporate function in either year. 
EPCOR does not produce corporate cost allocations on a year ended 
June 30th basis. 

12.1 5 Refer to the response to STF GB 3.33. Refer to the ”At Risk & Rent” tab. 

a. 

b. 

C. 

d. 
e. 

f. 

g. 

h. 

To the extent not already provided, provide a complete copy of 
the Source for MTlP and LTlP plans, and show in detail how the 
MTlP and LTlP award amounts were developed. 
Identify the location of the employees to which each of the 
following amounts relate: 
STlP 7,002,766 
MnP 4,645,488 

11,648,254 

Total as Per CAM 14,802,569 
Why is the total amount Per CAM higher than the $1 1,648,254? 
Explain fully. 
What caused the $3,154,315 difference? 
How was the $1 4,802,569 Total Per CAM amount derived? 
Show details. 
Is the $1 1,648,254 an actual amount for 2012? If not explain 
what this is. 
Is the 14,802,569 Total Per CAM amount a budgeted amount for 
2012? If not, explain what this is. 
Provide comparative total MTlP amounts for each of the following 
periods: 

1. Calendar 201 3 
2. Calendar 201 2 
3. The year ended June 30,2013 
4. The 12 months ending June 30,2014. 
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i. Provide comparative total LTlP amounts for each of the following 
periods: 

1. Calendar 201 3 
2. Calendar 201 2 
3. The year ended June 30,2013 
4. The 12 months ending June 30,201 4. 

Identify the amount of MTlP expense, by account that the 
Company is requesting for each district in the current rate case: 

1. Mohave Water District, 
2. Paradise Valley Water District, 
3. Sun City Water District, 
4. Tubac Water District, and 
5. Mohave Wastewater District. 

k. Identify the amount of LTlP expense, by account that the 
Company is requesting for each district in the current rate case: 

1. Mohave Water District, 
2. Paradise Valley Water District, 
3. Sun City Water District, 
4. Tubac Water District, and 
5. Mohave Wastewater District. 

j. 

The Company responded to item h as follows: 

H. Table RUCO 12.15-3 below provides the STlP and MTlP for 2012 and 2013. 
There are no LTlP costs in 2012 or 2013. 

Table RUCO 12.15-3 
STlP and MTlP Costs for CorDorate Emtdovees 

A 
2012A 2013A 

1 STlP 
2 MTlP 

7.00 I 4.65 2.72 
13  Total I 11.65 6.87 

Thank you for the information you provided, however it is not fully 
responsive to RUCO’s data request. RUCO needs this information in order to 
prepare its testimony. 

15.01 For data request response 12.05 (c) and (d), and data request response 
12.09 (c), (e), (g), and (h) please supplement your responses with 
accounting data/information or estimates for the June 30th information 
requested. If the company does not maintain information for the 12 month 
periods ending June 30, provide the requested information for the six month 
periods ended June 30,201 3 and June 30,201 4. 
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If the company does not maintain information for the six month periods 
ending June 30, provide the information monthly for each month of 201 3 
and 2014 to-date. 

For data request response 12.15 (h) please supplement your responses 
with accounting datahnformation or estimates for the June 30th information 
requested. If the company does not maintain information for the 12 month 
periods ending June 30, provide the requested information for the six month 
periods ended June 30,201 3 and June 30,201 4. 

If the company does not maintain information for the six month periods 
ending June 30, provide the information monthly for each month of 2013 
and 2014 to-date. 

A: RUCO’s follow-up questions to the Company’s responses to RUCO 12.05 subparts 
c. and d., RUCO 12.09 subparts c., e., g., and h., and RUCO 12.1 5 subpart h. all 
seek information and cost allocators related to the twelve month periods ending 
June 30, 201 3 and June 30, 201 4. Corporate allocations from EPCOR Utilities Inc. 
are estimated at the beginning of each calendar year for the upcoming 12 month 
period. The estimates are reviewed throughout the year, typically after the 2”d and 
3rd quarter to ascertain whether adjustments should be made to the monthly 
billings to the affected entities which includes EPCOR Water Arizona. In 2012, 
certain assumptions were made regarding the completion of the transaction to 
acquire Arizona-American Water (now known as EPCOR Water Arizona) and 
adjustments to the Corporate Allocation had to be made to reflect the actual 
experience (purchase completed February 1, 2012). The test year in this rate case 
proceeding ends June 30, 2013 which includes the adjustments in the 3‘d and 4‘h 
quarters of 2012 pertaining to the purchase of EPCOR Water Arizona in 2012. As 
a result of these non-recurring type adjustments and the manner in which annual 
corporate costs are charged to EPCOR Water Arizona, it was determined that the 
201 3 actual corporate allocation with all true ups would provide the most “normal” 
expense levels which are also known and measurable to include in the test year 
expenses for rate making purposes. 

In further response to RUCO 12.05 subpart c., if a 12-month level of expenses for 
a June 30, 2013 period is provided which is contrary to the Company’s request in 
this case to use 201 3 actual expenses, the Company would suggest taking 2012’s 
Corporate Allocation to EPCOR Water Arizona of $4,655,954 ($4,621,035-$CAD) 
summarized on the attachment to RUCO 12.05 labeled “RUCO 12.05 (CCWC-STF 
GB 3.33).xlsx” divided by 11 months to calculate the monthly expense applicable 
to the six months of July 2012 to December 2012 ($4,655,954 + 11 = $423,269) or 
$2,539,611 for the six months in 2012. To the $2,539,611 for the six months in 
2012, the Company would suggest adding six months of the 2013 Corporate 
Allocation to EPCOR Water Arizona by taking the $4,648,403 ($4,794,049-$CAD) 
summarized on the attachment labeled “RUCO 12.09 201 3 Corporate 
Allocation.xlsx” divided by 12 months to calculate the monthly expense for 201 3 
($4,648,403 + 12 = $387,367) or $2,324,202, for the January 1, 2013 to June 30, 
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Driver 

Headcount 

Headcount YO 

201 3 six month period in 201 3 for a total Corporate Allocation for the 12 months 
ended June 30,201 3 of $4,863,813. 
Likewise, in further response to RUCO 12.05 subpart d., for the 12 months ended 
June 30, 201 4, the Company would suggest adding together the $2,324,202 for 
the last six months in 2013 to the amount expensed through June 30,2014 to 
Accounts 6203 and 6204 (excluding the true-up entries associated with 201 3) of 
$2,452,047 (see attachment “RUCO 15.01 Accts 6203 & 6204 Allocation June 
2014.xlsx”) for a total of $4,776,249, however, noting that the charges comprising 
the recorded 2014 Corporate Allocation are based on estimates as the year has 
not been completed and the true-up calculations have not yet been performed for 
201 4. 

New 
Transmission Distribution Tech EEAl EWSl GoldBar Chaparral Arizona Mexico Heartland 

125 690 289 275 725 142 13 212 26 

5.0% 27.6% 11.6% 11.0% 29.0% 5.7% 0.5% 8.5% 1.0% 0.0% 

In further response to RUCO 12.09 subpart c., the additional responses to RUCO 
12.05 subparts c. and d. above reflect the total costs of the Head Office as defined 
by the response to RUCO 12.09 c. Regarding RUCO 12.09 subpart e., the 
headcount allocators for 2014 are shown below. The headcount factors for 2012 
and 201 3 were previously provided along with the Corporate Allocation details for 
2012 and 2013 in RUCO 12.05 and RUCO 12.09. 

In RUCO 12.09 Q. and h., RUCO is requesting supporting information for 
allocation bases (Stores locations and CDN Vehicles) that are not used to assign 
any corporate costs to Arizona operations. The effort required to respond to this 
request is unduly burdensome on our Canadian counterparts and since there are 
no costs allocated to Arizona using these allocation bases they have not been 
included in the Company’s request in this rate application. The number of stores 
locations and vehicles by affiliate has been provided in RUCO 12.05 and RUCO 
12.09 for 201 2 and 201 3, respectively. 

In further response to RUCO 12.15 subpart h. pertaining to STIP and MTlP 
amounts, the Company has provided the information requested for calendar years 
2012 and 2013. MTlP amounts are recorded based on an annual amount such 
that if support for the 12-month level of expenses for a June 30, 2013 test year, the 
amount can be determined by taking 50% of the 2012 expense amount and 50% 
of the 201 3 expense amount. For 201 2,2013 and an estimate for the year ending 
June 30, 201 3 for the portion of the At Risk Compensation allocated to Arizona are 
as follows: 

Year Ended 
201 2 201 3 6/30/13 

STI P $421,198 $369,830 $39531 4 
MTlP 279,414 246,553 262,983 

Total $ 700,612 $61 6,383 $658,497 
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FINAL FINAL FINAL FINAL FINAL 
Sun City Mohave Mohave Paradise Tubac 
Water Water Wastewater Valley Water Water Account Description 

5217 STIP Expense $ 197,573 $ 137,693 $ 21,891 $ 122,874 $ 12,984 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Total for 
Five 

Districts 
$ 493,015 

Response provided by: 
Title: Director, Regulatory & Rates 

Sheryl L. Hubbard 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 17.31 Page 1 of 2 

b. Where is the MTIP amount for the year ended 6/30/13 shown on the Excel file, 
[RUCO 12.1 6.e.June 201 3 Rolling 12 Months by BU.xlsx]? 

A. a. Please see Company response to RUCO DR 17.30. The STlP expense 
included in Account 521 7 above is a combination of allocated portions of the 
incentive compensation recorded by both EPCOR Water USA (6U) and 
EPCOR Water Arizona (7A) and the direct charged incentive compensation for 
employees in the respective districts for the twelve month period ended June 
30, 2013 (unadjusted) and includes both STlP and MTIP accruals/payouts. 
These costs are included in the Labor Expense on the Company's Schedule C- 
2 (Test Year Book Results) for each district and are supported in greater detail 
in the workpaper labeled "Test Year Adjustments 12-1 9.xlsx" provided with the 
initial case workpapers. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: Director, Regulatory & Rates 

Sheryl L. Hubbard 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 17.31 Page 2 of 2 

b. Please see a. above. The MTIP for EPCOR Water USA and EPCOR Water 
Arizona is included in account 521 7 along with the STlP expense. The 
allocable STIP/MTIP expenses associated with EPCOR Water USA (6U) total 
$468,794 and with EPCOR Water Arizona total $1 , I  70,234. MTIP is only 
included at the EPCOR Water USA (6U) in the amount of $268,650 for the 
unadjusted test year amount which included the full 201 2 payout which had not 
been accrued throughout 201 2 as would typically occur. 

While preparing this response, it was determined that the pro forma adjustment 
for incentive compensation reflected the STlP expenses only, so an additional 
expense of $1 79,100 will be included in the Company’s rebuttal filing for the 
associated MTIP expense to be allocated to the districts as follows: 

Sun City Water 

Mohave Water 

Paradise Valley Water 

Tubac Water 

Mohave Wastewater 

Adiusted Test Year Amount 

$20,787 

14,142 

12,811 

1,419 

2,392 
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FINAL FINAL FINAL FINAL FINAL 
Sun City Mohave Mohave Paradise Tubac 

Account Description Water Water Wastewater Valley Water Water 
5217 STIP Expense $ 197,573 $ 137,693 $ 21,891 $ 122,874 $ 12,984 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-I 4-001 0 

Total for 
Five 

Districts 
$ 493,015 

Response provided by: 
Title: Director, Regulatory & Rates 

Sheryl L. Hubbard 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 17.31 (Ist Supplement) 

b. Where is the MTlP amount for the year ended 6/30/13 shown on the Excel file, 
[RUCO 12.16.e.June 2013 Rolling 12 Months by BU.xlsx]? 

A. a. Attached is a spreadsheet labeled "RUCO 17.31 Is' Supp-STIP & MTlP in Adj 
TY.xlsx" that provides the reconciliation of the incentive compensation recorded 
for the 12 months ended June 30,2013 (Unadjusted Test Year) and the 
amount of incentive compensation requested in the Company's rate application 
(Adjusted Test Year section) which includes the pro forma adjustments labeled 
SM-4 on each district's Schedule C-2. The difference between the Unadjusted 
Test Year values and the Adjusted Test Year values is reflected in Adj SM-4 
which is the pro forma adjustment to annualize labor expense. Please note 
that the incentive compensation is included in 2 expense line items: 1) Labor 
Expense for the district and its allocated portion of EPCOR Water USA (6U) 
and EPCOR Water Arizona (7A) and 2) Corporate Allocation for the incentive 
compensation associated with EPCOR Utilities Inc. 
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.I COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Sandy Murrey 
Title: Rate Analyst 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 17.32 Page 1 of 2 

Q: Advertising, promotion and donations. What amounts of EPCOR USA costs for 
each of the EPCOR USA expense accounts listed below 

a. Account 5217, STlP Expense 
b. Account 5233, Salary Transfer - Burdens 
c. Account 5235, Payroll Taxes 
d. Account 5261, Materials, Supplies 
e. Account 5330, Depreciation 
f. Account 5332, Amortization 
g. Account 5606, Licenses 
h. Account 5631, Vehicle Allowance 
i. Account 5632, Benefits 
j. Account 5633, Vehicle Fuel 
k. Account 5634, Business Allowance 
I. 
m. Account 5641, Subscriptions 
n. Account 5642, Recognition 
0. Account 5646, Regulatory Expenditures 
p. Account 5650, Airfare 
q. Account 5651, Accommodation, Other Travel 
r. Account 5652, Meals/Entertainment 
s. Account 5660, Training - Fees/Tuition 
t. Account 5670, Advertising 
u. Account 5671, Promotion 
v. Account 5672, Donations 
w. Account 5678, Audit Fees 
x. Account 5681, Legal Fees 
y. Account 5682, Board Compensation 
z. Account 5697, Miscellaneous 
aa. Account 5810, Rent and Storage 

Account 5640, Memberships Dues &. Professional 

(1) are charged to EWAZ for the test year and (2), are included in the Company's 
requested test year operating expenses for each of these utilities: 

1. Mohave Water District, 
2. Paradise Valley Water District, 
3. Sun City Water District, 
4. Tubac Water District, and 
5. Mohave Wastewater District 



Haacnment KLS-4 

Page 57 of 76 
WS-01303A- 14-00 10 

* 
COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Sandy Murrey 
Title: Rate Analyst 

Add r e s  : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 17.32 Page 2 of 2 

A. The information you requested can be found in June 2013 Rolling 12 Months by 
BU.xlsx, tab 12 Mo June 2013 Fully Allocated which was previously provided as 
part of the Company’s work papers. However, in efforts to streamline the review 
process, the Company has condensed that file to display the EPCOR USA (BU 
6U) charges for the test year for the accounts listed above as well as the amounts 
allocated to each district. Please see attachment labeled RUCO 17.32 6U 
Advertising, Promotion & Donation.xlsx for this condensed version. 
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Sun City Water 
Mohave Water 
Mohave Wastewater 

. 
COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

8,874.68 
6,535.74 

864.38 

Response provided by: Sandy Murrey 
Title: Rate Analyst 

Total 5 Districts 

Address: 

24,949.98 

2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

ComDanv ResDonse Number: RUCO 18.6 Paae 1 of 2 

Q: Refer to the response to RUCO 17.32. 

a. Refer to the following table compiled from the RUCO 17.32 Excel attachment, 
and confirm that these amounts accurately represent all of the affiliate 
Advertising Expense that has been requested in the test year: 

I Account: I 5670 I 
I District IAdvertisinn I 

I Paradise Vallev Water -  ~ 1 -  5.992.35 I 
I TubacWater I 2,682.83 I 

I 
Total EWAZ 2.443.99 

If there are any additional expenses for affiliate charged advertising being 
requested by the Company that differ from or are in addition to the amounts 
listed above, please explain fully and list all different and additional amounts. 

b. Explain why the total Advertising for these five districts exceeds the total EWAZ 
Advertising amount. 

A. 

a. The district amounts listed above display the Account 5670 Advertising 
Expense included in the General Office Expense line on the Company’s 
Schedule C-2 (Test Year Book Results) requested by the Company including 
the allocation of EPCOR Water USA (6U) and EPCOR Water Arizona (7A) 
charges. Adjustment SM-42 for each district is a pro forma adjustment 
proposed by the Company that removes some of the charges to Account 5670 
and Account 5671. The amounts removed by account are reflected in the 
attachment labeled “RUCO 18.6 Advertising, RUCO 18.7 Promotion, & RUCO 
18.8 Misc Exp.xlsx”. 

b. The $2,443.99 is the total amount of EPCOR Water USA (6U) (not EWAZ) 
which is allocated to the districts. The Total 5 Districts amount of $ 24,979 in 
the table provided above exceeds the Total EWAZ amount shown in the table 
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* 
COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Sandy Murrey 
Title: Rate Analyst 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 18.6 Page 2 of 2 

above because the Total 5 Districts amount includes an allocated portion of the 
EPCOR Water USA (6U) expenses, an allocated portion of EPCOR Water 
Arizona (7A) expenses, plus expenses charged to the individual districts 
directly. Please note that the amount shown in the table above and labeled 
“Total EWAZ” should be labeled “Total EWUS” as the value is the total expense 
recorded on the books of EPCOR Water USA (6U). 
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Account: 
District 
Sun City Water 
Mohave Water 
Mohave Wastewater 
Paradise Valley Water 
Tubac Water 

Total 5 Districts 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

5671 
Promotion 

14,927.55 
14,530.18 
1,551.40 
9,762.46 

944.86 
41,716.45 

Response provided by: Sandy Murrey 
Title: Rate Analyst 

Total EWAZ 

Add ress : 

17,702.27 

2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 18.7 Page 1 of 2 

Q: Refer to the response to RUCO 17.32. 

a. Refer to the following table compiled from the RUCO 17.32 Excel attachment, 
and confirm that these amounts accurately represent all of the affiliate 
Promotion Expense that has been requested in the test year: 

A. 

a. The district amounts listed above display the Account 5671 Promotion Expense 
included in the General Office Expense line on the Company’s Schedule C-2 
(Test Year Book Results) requested by the Company including the allocation of 
EPCOR Water USA (6U) and EPCOR Water Arizona (7A) charges. 
Adjustment SM-42 for each district is a pro forma adjustment proposed by the 
Company that removes some of the charges to Account 5670 and Account 
5671. The amounts removed by account number are reflected in the 
attachment labeled “RUCO 18.6 Advertising, RUCO 18.7 Promotion, & RUCO 
18.8 Misc Exp.xlsx”. 

b. The $1 7,702 is the total amount of EPCOR Water USA (6U) (not EWAZ), which 
is allocated to the districts. The Total 5 Districts amount of $ 41,716 in the 
table provided above exceeds the total EWAZ amount shown in the table 
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* COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Sandy Murrey 
Title: Rate Analyst 

Add ress : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 18.7 Page 2 of 2 
above because the Total 5 Districts amount includes an allocated portion of the 
EPCOR Water USA (6U) expenses, an allocated portion of EPCOR Water 
Arizona (7A) expenses, plus expenses charged to the individual districts 
directly. Please note that the amount shown in the table above and labeled 
“Total EWAZ’ should be labeled “Total EWUS” as the value shown is the total 
expense recorded on the books of EPCOR Water USA (6U). 

c. The Promotional materials included some sponsorships and dues. Other 
materials consisted of informational brochures to educate customers on tips for 
water conservation, water quality and board of director fees. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: Director, Regulatory & Rates 

Sheryl L. Hubbard 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 27.2 

Q: Refer to the response to RUCO 18.3(c). 

a. Please confirm that an error was made by the Company in its rate case filings 
and the annualized expense for EPCOR affiliate charges for IT services needs 
to be reduced by $1 1,010, as stated in the response to RUCO 18.3(c): "The 
amount that this expense should be reduced by is $1 1 , O I  0.36 (($41,803 + 
$1 5.396.36) - $46,189) which is the total charged to expense for this service 
less the annualized expense amount." 

b. Please show the amount of reduction for each utility district related to this 
correction. 

A: 
a. EPCOR confirms the need to reduce IT services by $1 1,010 in its rate case 

filings. 

b. The $1 1,010 reduction to IT services should be allocated among the EWAZ 
districts using the 4 factor. The table below illustrates the allocation. 

,4 Factor 0.11607 0.07896 0.01336 0.07153 0.007921 

'Corporate>>> Sun Clty Water Mohave Water Wastewater Paradise Valley Tubac 

! BU 7AAZ M o h m  

3 11,010 $ 1,278 Z 869 $I 147 5 788 3 87 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 
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Response provided by: Greg Barber 
Title: Controller 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 17.11 

Q: Refer to the EPCOR Utilities Inc. consolidated financial statements for the Years 
ended December 31,201 3 and 201 2 that were provided in response to RUCO 
12.06. Page 52 of those financial statements states that: "In October 2012, under 
the terms of the agreement to acquire Water Arizona and Water New Mexico, the 
Company exercised its option to file jointly with the vendor a U.S. Internal Revenue 
Service tax election to treat the acquisition as an asset purchase for income tax 
purposes. Among other things, this election permits the goodwill to be deductible 
for income tax purposes." 

Did this tax election have any impact on the Accumulated Deferred Income Tax 
(ADIT) balance of any of the Arizona utilities? If not, explain fully why not. If so, 
identify the before, and after, tax election, amounts of ADIT on the books of each 
of the Arizona utilities, including but not limited to these: 
a. Mohave Water District, 
b. Paradise Valley Water District, 
c. Sun City Water District, 
d. Tubac Water District, and 
e. Mohave Wastewater District 

A: The acquisition of Arizona American Water Inc. by EPCOR Utilities Inc. was a 
stock acquisition. The seller, American Water Works Company (AW) referred as 
the vendor above, and EPCOR Utilities Inc. agreed to make a joint election under 
IRC Sec 338(h)(10) to re-characterize the stock acquisition as an asset acquisition 
for U.S. tax purposes. This election caused the tax cost basis in acquired assets to 
equal fair market value. The net regulatory basis in assets also reflected fair 
market value so the post-acquisition net book value of assets for regulatory and 
tax purposes are essentially the same. The balance of deferred taxes at June 30, 
201 3 equals the cumulative differences between net regulatory and net tax basis 
from acquisition date to June 30, 2013. 

The ADIT accounts for the previous owner were not allocated to the Arizona utility 
districts. There amounts would reside at the Arizona American Water Inc. level 
and would have been allocated down to an Arizona utility district upon the filing of 
a rate case, most likely using a similar 4-factor allocation methodology. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Greg Barber 
Title: Con t ro I I e r 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

ComDanv ResDonse Number: RUCO 18.1 Paae 1 of 2 

Q: Refer to the response to RUCO 17.1 1. Concerning accounting for the Internal 
Revenue Code §338(h)( IO) election, for each EWAZ utility: 

a. Provide the ADIT balance, by account, on each utility's books for the month end 
preceding the acquisition. 

b. If different from the response to part a, also provide the ADIT balance, by 
account, on each utility's books for the quarter and year-end preceding the 
acquisition. 

c. Provide the ADIT balance, by account, on each utility's books at the date of 
acquisition. 

d. Provide the ADIT balance, by account, on each utility's books for each month- 
end after the acquisition, through 6/30/2013. 

e. Provide the journal entries used to record ADIT and the impact of the Internal 
Revenue Code §338(h)(10) election on each utility's books per EPCORs 
acquisition accounting. 

A: See the answers below for the above question: 

a. The ADIT accounts for the previous owner were not allocated to the Arizona 
utility districts. The ADIT balance was maintained at the Arizona American 
Water Company level and would only have been allocated down to an Arizona 
utility district upon the filing of a rate case, using a 4-factor allocation 
methodology. For the allocations of the ADIT to the individual districts in this 
rate case proceeding, the test year 4-factor allocators have been applied to 
develop the table below. The ADIT balance, by account, on each utility's books 
for January 31, 2012 is as follows: 

Factor Acct 1587 - FIT Asset Acct 2902 - FIT Liability 
Mohave Wastewater 1.3356% 6,785 1,518 
Sun City Water 11.6066% 58,967 13,189 
Tubac Water 0.7922% 4,025 900 
Mohave Water 7.8964% 40,118 8,973 
Paradise Valley Water 7.1530% 36,341 8,128 

b. The ADIT accounts for the previous owner were not allocated to the Arizona 
utility districts. The ADIT balance was maintained at the Arizona American 
Water Company level and would only have been allocated down to an Arizona 
utility district upon the filing of a rate case, using a 4-factor allocation 
methodology. For the allocations of the ADIT to the individual districts in this 

e 
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Response t o  Data Request No. RUCO 18.1 

7A - Deferred tax  accounts 

12/31/2011 

Mohave Wastewater 
Sun City Water 
Tubac Water 
M o  have Water 
Paradise Valley Water 

1/31/2012 

Mohave Wastewater 
Sun City Water 
Tubac Water 
Mohave Water 
Paradise Valley Water 

2/29/2012 

Mohave Wastewater 
Sun City Water 
Tubac Water 
M o  have Water 
Pa rad ise Va I ley Water 

3/31/2012 

M o  have Wastewater 
Sun City Water 
Tubac Water 
Mohave Water 
Paradise Valley Water 

4/30/2012 

Mohave Wastewater 
Sun City Water 
Tubac Water 
Mo h ave Water 
Paradise Valley Water 

ACct 1587 - FIT A e t  

Acct 1587 - FIT Asset 
1.3356% 6,785 

11.6066% 58,967 
0.7922% 4,025 
7.8964% 40,118 
7.1530% 36,341 

508,048 
Factor 

508,048 
Acct 1587 - FIT Asset Factor 

1.3356% 
11.6066% 
0.7922% 
7.8964% 
7.1530% 

6,785 
58,967 
4,025 

40,118 
36,341 

Factor Acct 1587 - FIT Asset 
1.3356% 

11.6066% 
0.7922% 
7.8964% 
7.1530% 

Factor Acct 1587 - FIT Asset 
1.3356% 

11.6066% 
0.7922% 
7.8964% 
7.1530% 

Factor Acct 1587 - FIT Asset 
1.3356% 

11.6066% 
0.7 9 2 2 % 
7.8964% 
7.1530% 

A c t  2902 - FIT Liability 
1,040,359 

Acct 2902 - FIT Liability 
13,895 

120,750 
8,242 

82,151 
74,417 

- 

113,631 
Acct 2902 - FIT Liability 

1,518 
13,189 

900 
8,973 
8,128 

Acct 2902 - FIT Liabilitv 

(72,660) 
Acct 2902 - FIT Liability 

(970) 

(576) 
(8,433) 

(5,738) 
(5,197) 

(72,660) 
Acct 2902 - FIT Liability 

(970) 

(576) 
(5,738) 

(8,433) 

(5,197) 

RUCO 18.1-Deferred Taxes.xlsx 
Page 1 of 4 
12/5/14 
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5/31/2012 

Mohave Wastewater 
Sun City Water 
Tubac Water 
Mohave Water 
Paradise Valley Water 

6/30/2012 

Mohave Wastewater 
Sun City Water 
Tubac Water 
Mohave Water 
Paradise Valley Water 

7/31/2012 

M o  have Wastewater 
Sun City Water 
Tubac Water 
Moh ave Water 
Paradise Va Hey Water 

8/31/2012 

Mo h ave Wastewater 
Sun City Water 
Tubac Water 
Mohave Water 
Paradise Valley Water 

9/30/2012 

Mohave Wastewater 
Sun City Water 
Tubac Water 
Mo have Water 
Paradise Valley Water 

RUCO 18.1-Deferred Taxes.xlsx 
Page 2 of 4 
12/5/14 
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(27,744) 
Factor Acct 1587 - FIT Asset Acct 2902 - FIT Liability 

1.3356% (371) 
11.6066% (3,220) 
0.7922% (220) 
7.8964% (2,191) 
7.1530% (1,985) 

(27,744) 
Factor Acct 1587 - FIT Asset Acct 2902 - FIT Liability 

1.3356% (371) 
11.6066% 
0.7922% 
7.8964% 
7.1530% 

(27,744) 
Factor Acct 1587 - FIT Asset Acct 2902 - FIT Liability 

1.3356% (371) 
11.6066% (3,220) 
0.7922% (220) 
7.89 64% (2,191) 
7.1530% (1,985) 

(27,744) 
Factor Acct 1587 - FIT Asset Acct 2902 - FIT Liability 

1.3356% (371) 
11.6066% (3,220) 
0.7922% (220) 
7.8964% (2,191) 
7.1530% (1,985) 

(27,744) 
Factor Acct 1587 - FIT Asset Acct 2902 - FIT Liability 

1.3356% (371) 
11.6066% (3,220) 
0.7922% (220) 
7.8964% (2,191) 
7.1530% (1,985) 
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Response t o  Data Request No. RUCO 18.1 

10/31/2012 

Mohave Wastewater 
Sun City Water 
Tubac Water 
Mohave Water 
Paradise Va I ley Water 

11/30/2012 

M o  h ave Wastewater 
Sun City Water 
Tubac Water 
M o  have Water 
Paradise Valley Water 

12/31/2012 

M o  h ave Wastewater 
Sun City Water 
Tubac Water 
M o have Water 
Paradise Valley Water 

1/31/2013 

Mohave Wastewater 
Sun City Water 
Tubac Water 
Mohave Water 
Paradise Valley Water 

2/28/2013 

M o have Wastewater 
Sun City Water 
Tubac Water 
Mohave Water 
Paradise Valley Water 

- 
Factor Acct 1587 - FIT Asset 

1.3356% 
11.6066% 
0.7922% 
7.8964% 
7.1530% 

Factor Acct 1587 - FIT Asset 
1.3356% 

11.6066% 
0.7922% 
7.8964% 
7.1530% 

(27,744) 
Acct 2902 - FIT Liability 

(371) 
(3,220) 

(220) 
(2,191) 
(1,985) 

(27,744) 
Acct 2902 - FIT Liability 

(371) 
(3,220) 

(220) 
(2,191) 
(1,985) 

(856,416) 
Factor Acct 1587 - FIT Asset 

(6,726,112) 
Acct 2902 - FIT Liabilitv 

1.3356% (11,438) 
11.6066% (99,401) 

7.8964% (67,626) 
7.1530% (61,259) 

0.7922% (6,785) 

(856,416) 

1.3356% (11,438) 
11.606 6% (99,401) 

7.89 64% (67,626) 
7.1530% (61,259) 

Factor Acct 1587 - FIT Asset 

0.7922% (6,785) 

(856,416) 

1.3356% (11,438) 
11.6066% (99,401) 

7.8964% (67,626) 
7.1530% (61,259) 

Factor Acct 1587 - FIT Asset 

0.7922% (6,785) 

(89,834) 
(780,673) 

(5 3,2 84) 
(531,121) 
(481,119) 

(6,726,112) 

(89,834) 
(780,673) 

(5 3,2 84) 
(531,121) 
(48 1,119) 

Acct 2902 - FIT Liability 

(6,726,112) 

(89,834) 
(780,673) 

( 5 3,2 84) 
(531,121) 
(48 1,119) 

Acct 2902 - FIT Liability 

RUCO 18.1-Deferred Taxes.xlsx 
Page 3 of 4 
12/5/14 
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c Response t o  Data Request No. RUCO 18.1 

3/31/2013 

M o  have Wastewater 
Sun City Water 
Tubac Water 
Mo have Water 
Paradise Valley Water 

4/30/2013 

Mohave Wastewater 
Sun City Water 
Tubac Water 
Mohave Water 
Paradise Valley Water 

5/30/2013 

Mohave Wastewater 
Sun City Water 
Tubac Water 
M o have Water 
Paradise Valley Water 

6/30/2013 

Mohave Wastewater 
Sun City Water 
Tubac Water 
Mohave Water 
Paradise Valley Water 

RUCO 18.1-Deferred Taxes.xlsx 
Page 4 of 4 
12/5/14 

(856,416) (6,726,112) 

1.3356% (11,438) (89,834) 
Factor Acct 1587 - FIT Asset Acct 2902 - FIT Liability 

11.6066% (99,401) 

7.8964% (67,626) 
7.1530% (61,259) 

0.7922% (6,785) 
(780,673) 

(53,284) 
(531,121) 
(481,119) 

(384,558) (6,726,112) 

1.3356% (5,136) (89,834) 
11.6066% (44,634) (780,673) 
0.7922% (3,046) (53,284) 
7.8964% (30,366) (531,121) 
7.1530% (27,507) (481,119) 

Factor Acct 1587 - FIT Asset Acct 2902 - FIT Liability 

( 3 84,5 5 8) (6,726,112) 
Factor Acct 1587 - FIT Asset Acct 2902 - FIT Liabilitv 

- I  

1.3356% (5,136) (89,834) 
11.6066% (44,634) 
0.7922% (3,046) 
7.8964% (30,366) 
7.1530% (27,507) 

(780,67 3) 
(5 3,284) 

(53 1,121) 
(481,119) 

(384,558) (6,726,112) 

1.3356% (5,136) (89,834) 
Factor Acct 1587 - FIT Asset Acct 2902 - FIT Liability 

11.6066% (44,634) 
0.7922% (3,046) 
7.8964% ( 30,3 66) 
7.1530% (27,507) 

(780,673) 
(53,284) 

(53 1,12 1) 
(481,119) 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Greg Barber 
Title: Controller 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

ComDanv ResDonse Number: RUCO 27.1 Paae 1 of 4 

Q: Refer to the response to RUCO 18.1 and to the Excel attachment to that response 
which was provided on 12/31/2014. Concerning accounting for the Internal 
Revenue Code §338(h)( IO) election, for each EWAZ utility, and to the ADIT 
balances that EPCOR has reflected in rate base for each utility: 

a. Has the Company reflected as the ADIT amounts for rate base for each utility, 
the 6/30/2013 balances that were listed in the Excel file (and reproduced 
be low) : 

6/30/2013 (384,558) (6,726,112) 
Factor Acct 1587 - FITAsset Acct 2902 - FIT Liability 

Mohave Wastewater 1.3356% (5,136) (89,834) 
Sun City Water 11.6066% (44,634) (780,673) 
Tubac Water 0.7922% (3,046) (53,284) 
Mohave Water 7.8964% (30,366) (531,121) 
Paradise Valley Water 7.1530% (27,507) (481,119) 

b. If not, explain fully why not, and show in detail the ADIT amounts used by 
EPCOR in its proposed rate base for each utility, and show in detail how each 
of those ADIT amounts were developed. 

c. Are negative amounts for accounts 1587 and 2902 indicative of credit balances 
in each of those accounts as of 6/30/2013? 

1. If not, explain fully what the credit balances in each of these accounts 
represent. 

d. Explain the decrease in the Account 2902 ADIT from $1,040,359 at 12/31/2011 
to $1 13,631 at 1/31/2012. 

e. Explain the zero balances in account 2902 and 1587 at 2/29/2012. 
f. Show in detail how the $384,558 in account 1587 is derived, including all book- 

tax differences and the income tax rates applied to each difference. 
g. Show in detail how the $6,726,112 in account 2902 is derived, including all 

book-tax differences and the income tax rates applied to each difference. 
h. Why doesn't the $6,726,112 amount in account 2902 change at all from 

12/31 /2012 to 6/30/2012? Explain fully. 
i. Provide the ADIT balance, by account, in total and on each utility's books as of 

each of the following dates: 

1. 12/31/2013 
2. 06/30/2014 
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Response provided by: Greg Barber 
Title: Controller 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Companv Response Number: RUCO 27.1 Paae 2 of 4 
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6/30/2013 ($384,558) ($6,726,112) 

3. 12/31/2014 (provide the Company’s best estimates if actuals are not yet 
available) 

j. Is the Company aware that bonus tax depreciation was recently extended for 
2014 by the US Congress and signed into law by President Obama? 

1. If not, explain fully why not. 
2. If so, explain fully the Company’s awareness of the availability of 201 4 

bonus tax depreciation. 

k. Has or will EPCOR utilize 2014 bonus tax depreciation? 

1. If not, explain fully why not. 
2. If so, show the calculations including the estimated impacts on ADIT 

from using 2014 bonus depreciation. 

A: 
a. No. 

b. The correct ADIT amounts for rate base for each district are reflected in the 
table below. The factors used in the table provided in response to data 
request number RUCO 18.1 were based on the 4-factor allocation method and 
are incorrect. The correct allocation factors are reflected in the table below and 
are based on the general metered customer allocation: 

Factor Acct 1587 - FIT Asset Acct 2902 - FIT Liability 
Mohave Wastewater 0.8752% ($3,366) ($58,867) 
Sun City Water 14.2637% ($54,852) ($959,392) 
Tubac Water 0.3699% ($1,422) 624,880) 
Mohave Water 9.8001% ($37,687) ($659,166) 
Paradise Valley Water 2.9920% ($11,506) ($201,245) 

The calculation for the ADIT amounts is shown on Company workpaper labeled 
“EUSA TB by BU-131101-Sch E.xlsx” which was provided as part of the 
Company’s original workpapers in this case. 

c. Yes, the negative amounts for accounts 1587 and 2902 are indicative of credit 
balances. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Greg Barber 
Title: Controller 

Add r e s  : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 27.1 Page 3 of 4 

d. The decrease in the debit balance for account 2902 ADIT from $1,040,359 at 
12/31/2011 to $1 13,631 at 1/31/2012, was mainly due to the increase in the 
deferred tax liability generally caused by tax depreciation exceeding book 
depreciation. 

e. The zero balances in account 2902 and 1587 at 2/29/2012 were caused by the 
Company not making an income tax provision calculation during that interim 
period. 

f. The detailed calculations for the $384,558 in account 1587 were prepared by 
the Company’s outside tax consultants. We have requested those files from 
our consultants and once received the Company will provide them to RUCO. 

g. The detailed calculations for the $6,726,112 in account 2902 were prepared by 
the Company’s outside tax consultants. We have requested those files from 
our consultants and once received the Company will provide them to RUCO. 

h. The $6,726,112 amount in account 2902 did not change at all from 12/31/2012 
to 6/30/2012 because the Company did not prepare an income tax provision 
calculation during these periods. 

i. The ADIT balance, by account, in total and on each district’s books as of each 
of the following dates are presented in the tables below: 

i. 12/31 /2013: 

General Metered 
12/31/2013 Customer 4,274,820 ( 14,469,205) 

Mo have Waste wa t e r 0.8752% 37,415 (126,642) 

Sun City Water 14.2637% 609,749 (2,063,849) 

Tubac Water 0.3699% 15,813 (53,524) 

Mohave Water 9.8001% 418,936 (1,417,994) 

Paradise Valley Water 2.9920% 127,901 (432,915) 

Factor Acct 1587 - FIT Asset Acct 2902 - Liability 

ii. 06/30/2014: 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: W S-0 1 303A-14-00 1 0 

Response provided by: Greg Barber 
Title: Controller 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

ComPanv Resoonse Number: RUCO 27.1 Paae 4 of 4 

j. 

General Metered 
6/30/2014 Customer 996,509 (15,079,357) 

Mohave Wastewater 0.8752% 8,722 (131,982) 
Sun City Water 14.2637% 142,139 (2,150,879) 
Tubac Water 0.3699% 3,686 (55,781) 
Mohave Water 9.8001% 97,659 (1,477,790) 
Paradise Valley Water 2.9920% 29,815 (451,170) 

Factor Acct 1587 - FIT Asset Acct 2902 - Liability 

iii. 12/31/2014 - we are unable to provide an accurate estimate due to the 
fact the actuals are not yet available to be input into our income tax 
provisioning process. 

Yes, the Company is aware that bonus tax depreciation was recently extended 
for 2014 by the US Congress and signed into law by President Obama. On 
December 16,2014, Congress passed a tax extender package which included 
an extension of 50% bonus depreciation through the end of 2014. Thus, 50% 
bonus depreciation is available for qualifying personal business property placed 
in service during 2014. In addition, the new law allows 50% bonus depreciation 
through 201 5 for certain property with a longer production period and certain 
aircraft. The Company intends to do a thorough analysis of these rules for its 
2014 Income Tax Returns. 

k. The Company intends to do a thorough analysis of the bonus tax depreciation 
rules to determine if it will use these rules. 
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Data Requestl 
Workpaper No. 

RUCO 12.16 

RUCO 12.15 

EPCOR Water Arizona Inc. 
Docket No. WS-O1303A-14-0010 

Attachment RCS-5 
Copies of Confidential EPCOR’s Responses to Data Requests 

and Workpapers Referenced in the Direct Testimony and Schedules of 
Ralph C. Smith 

Subject Confidential 

2013 costs charged to EWAZ and EPCO Water (USA) from 
affiliates: EPCOR provided financial statements for EWAZ and 
EPCOR Water (USA). (Attachments for (f) and (9) included) 

Company provided descriptions of STlP and MTlP plans; 
Calculation of EPCOR Corporate STlP and MTlP amounts for 
201 2; STlP and MTlP expenses for 201 2 and 201 3; Description of 
how MTlP expenses are recorded and allocated. 

Yes 

Yes 

Total Pages Including this Page 

No.of 
Pages 

6 

11 

18 

Page 
No. 

2 - 7  

8 -  18 
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. COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: Director, Regulatory and Rates 

Address : 

Sheryl L. Hubbard 

2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 12.16 

Q: Refer to Decision No. 72668 in Docket No. W-01303A-11-0101, Exhibit A. 

a. 

b. 

C. 

d. 

e. 

Have there been any changes to the EPCOR corporate 
organization chart since that chart was produced in Docket No. 

1. If so, please provide the most current EPCOR corporate 

Are any costs charged to EWAZ or to EPCO Water (USA) Inc. 
from any of the following affiliates: 

1. EPCOR Finance (USA) Inc? 
2. EPCOR Utilities Inc.? 
3. The City of Edmonton? 
4. EPCOR Water Development (West) Inc.? 
5. EPCO Water Services, Inc? 
6. EPCOR Utility Holdings, Inc.? 
7. Any other affiliates? 

If the answer to any of the part b subparts is "yes" please identify 
the charges from each such entity to EWAZ, by account, for each 
of these periods: 

1. Calendar 201 3 
2. Calendar 201 2 
3. The year ended June 30,2013 
4. The 12 months ending June 30,2014. 

If the answer to any of the part b subparts is "yes" please identify 
the charges from each such entity to EPCO Water (USA) Inc by 
account, for each of these periods: 

1. Calendar 201 3 
2. Calendar 201 2 
3. The year ended June 30,2013 
4. The 12 months ending June 30,2014. 

How are costs allocated from EPCO Water (USA) Inc to each of 
the EWAZ districts? Show in detail for each of the following 
periods: 

1. Calendar 201 3 
2. Calendar 201 2 

W-01303A-11-01 O I ?  

organization chart, and explain each change. 
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3. The year ended June 30,2013 
4. The 12 months ending June 30,2014. 

Does EWAZ have financial statements? If so, please provide 
them for each of the following periods: 

1. Calendar 201 3 
2. Calendar 201 2 
3. The year ended June 30,2013 
4. The 12 months ending June 30,2014. 

g. Does EPCOR Water (USA) Inc., have financial statements? If 
so, please provide them for each of the following periods: 

1. Calendar 201 3 
2. Calendar 2012 
3. The year ended June 30,2013 
4. The 12 months ending June 30,2014. 

please provide them for each of the following periods: 

1. Calendar 201 3 
2. Calendar 201 2 
3. The year ended June 30,201 3 
4. The 12 months ending June 30,2014. 

f. 

h. Does EPCOR Utilities Inc., have financial statements? If so, 

A: 
a. “RUCO 12.1 6.a.pdf” is the most current EPCOR corporate organization 

chart which includes a similar level of detail as was included in Decision 
No. 72668 in Docket No. W-Ol303A-11-0101, Exhibit A. Certain legal 
entities have been added to address EPCOR’s business needs. 

1. The NorSpan group of companies has been created to facilitate the 
business development proposal related to an Alberta competitive 
electricity transmission project. 

2. EPCOR Water Prairies Inc. has been created for the waste water 
treatment project in Regina, Saskatchewan. 

3. EPCOR Energy Alberta Limited Partnership has been created for tax 
purposes and now contains the active business transferred from EPCOR 
Energy Alberta Inc. EPCOR Energy Alberta Inc. has been inactive since 
March 1, 2014. 

4. 1772387 Alberta Limited Partnership (Encor) has been created for 
EPCOR’s competitive retail electricity business in Alberta. 

5. EPCOR Service Inc. has been created to separate non-regulated type 
business. There is currently no activity in this entity. 

6. EPCOR Finance (USA) Inc. was created upon the purchase of the 
company by EPCOR, but was never used and the entity has been 
discontinued. 
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b. EPCOR Water USA Inc. has charges in 2013 from the following 
affiliates. 

1. EPCOR Finance (USA) Inc.: No 
2. EPCOR Utilities Inc.: Yes 
3. The City of Edmonton: No 
4. EPCOR Water Development (West) Inc.: No 
5. EPCOR Water Services, Inc.: No 
6. EPCOR Utility Holdings, Inc.: No 
7. Any other affiliates: Yes, EPCOR Power Development Corporation 

c. Transactions from EPCOR affiliates are charged to EWAZ in one of two 
ways. The first way is by allocation, which means the EPCOR affiliate 
incurs the charge and then a journal entry is made in the general ledger 
to charge EWAZ. The other way is by invoice, which means the EPCOR 
affiliate incurs the charge and then generates an invoice that is paid 
through accounts payable to charge to EWAZ. We have combined both 
of these methods, by account, for each of the below periods in the 
attached file, “RUCO 12.1 6.c&d.xlsx”; Tab “7A Grand Totals”: 
1. Calendar 201 3 
2. Calendar 201 2 
3. The year ended June 30,2013 
4. The 12 months ending June 30,2014. 

d. Transactions from EPCOR affiliates are charged to EPCOR Water 
(USA) Inc in one of two ways. The first way is by allocation, which 
means the EPCOR affiliate incurs the charge and then a journal entry is 
made in the general ledger to charge EPCOR Water (USA) Inc. The 
other way is by invoice, which means the EPCOR affiliate incurs the 
charge and then generates an invoice that is paid through accounts 
payable to charge to EPCOR Water (USA) Inc. The response combines 
both of these methods, by account, for each of the below periods in the 
attached file, “RUCO 12.1 6.c&d.xlsx”; Tab”6U Grand Totals”: 
1. Calendar 201 3 
2. Calendar 201 2 
3. The year ended June 30,2013 
4. The I 2  months ending June 30,2014. 

e. Costs are allocated from EPCOR Water (USA) Inc to each of the EWAZ 
districts per the below, attached files: 
1. Calendar 201 3 - attached file “RUCO 12.1 6.e.2013.xlsx” 
2. Calendar 201 2 - attached file “RUCO 12.16.e.2012.xlsm” 
3. The year ended June 30, 2013 - attached file “RUCO 12.16.e.June 
2013 Rolling 12 Months by BU.xlsx” 
4. The 12 months ending June 30,2014 - the costs have not been 
allocated from EPCOR Water (USA) Inc to each of the EWAZ districts 
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for the 12 months ended June 30, 2014. The next allocation will be 
performed on December 31,2014. 

* 

f. EWAZ has financial statements, see attached file “RUCO 12.1 6.f.xlsx” 
they are internally generated and for managements purposes only. 
EWAZ is part of an overall audit of EPCOR Utilities Inc and its financial 
statements are not the result of a stand-alone audit. 

g. EPCOR Water (USA) Inc. (EWUS) has financial statements, see 
attached “RUCO 12.1 G.g.xlsx”, they are internally generated and for 
managements purposes only. EWUS is part of an overall audit of 
EPCOR Utilities Inc and its financial statements are not the result of a 
stand-alone audit. 

h. See attached “RUCO 12.06 201 3 EPCOR Utilities Inc. Audited Financial 
Statements.pdf” for 2013. See attached “RUCO 12.06 2012 EPCOR 
Utilities Inc. Audited Financial Statements.pdf” for 201 2. EPCOR 
Utilities Inc. does not produce financial information for the 12 months 
ended June 30. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: Director, Regulatory and Rates 

Sheryl L. Hubbard 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 12.15 

Q: Refer to the response to STF GB 3.33. Refer to the "At Risk & Rent" tab. 

a. 

b. 

C. 

d. 
e. 

f. 

g. 

h. 

i. 

j. 

To the extent not already provided, provide a complete copy of 
the Source for MTlP and LTIP plans, and show in detail how the 
MTlP and LTlP award amounts were developed. 
Identify the location of the employees to which each of the 
following amounts relate: 
STlP 7,002,766 
MTlP 4,645,488 

11,648,254 

Total as Per CAM 1 4,802,569 
Why is the total amount Per CAM higher than the $1 1,648,254? 
Explain fully. 
What caused the $3,154,315 difference? 
How was the $14,802,569 Total Per CAM amount derived? 
Show details. 
Is the $1 1,648,254 an actual amount for 201 2? If not explain 
what this is. 
Is the 14,802,569 Total Per CAM amount a budgeted amount for 
2012? If not, explain what this is. 
Provide comparative total MTlP amounts for each of the following 
periods: 

1. Calendar 201 3 
2. Calendar 201 2 
3. The year ended June 30,2013 
4. The 12 months ending June 30,2014. 

Provide comparative total LTlP amounts for each of the following 
periods: 

1. Calendar 201 3 
2. Calendar 201 2 
3. The year ended June 30,2013 
4. The 12 months ending June 30,2014. 

Identify the amount of MTlP expense, by account, that the 
Company is requesting for each district in the current rate case: 

1. Mohave Water District, 
2. Paradise Valley Water District, 
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3. Sun City Water District, 
4. Tubac Water District, and 
5. Mohave Wastewater District. 

k. Identify the amount of LTIP expense, by account, that the 
Company is requesting for each district in the current rate case: 

1. Mohave Water District, 
2. Paradise Valley Water District, 
3. Sun City Water District, 
4. Tubac Water District, and 
5. Mohave Wastewater District. 

A: 
a. EPCOR Utilities Inc. has a Short Term Incentive Plan (STIP) and a Mid Term 

Incentive Plan (MTIP). Prior to 2010, EPCOR had a Long Term Incentive Plan 
(LTIP) but this plan was wound up when EPCOR sold its generation assets in 
2009. RUCO 12.15 Attachment 1 provides a complete description of the MTlP 
plan. RUCO 12.1 5 Attachment 2 provides a complete description of the STlP plan. 

b. The $1 1.65 million in STlP and MTIP represents the at risk compensation related 
to all the employees included in EPCOR's corporate shared service groups, 
located at the head office. 

c. The total CAM amount of $14.80 million includes the STlP and MTlP of $1 1.65 
million as well as a $3.15 million provision for severance related to the 2013 
Corporate Reorganization. The decision to downsize the corporate service group 
was made in the fourth quarter of 2012 and a provision for the severance costs 
was made at that time. 

e. RUCO 12.15 Attachment 2 describes the STlP program and the method for 
calculating the STlP costs of $7.00 million. RUCO 12.15 Attachment 1 describes 
the MTlP program and the method for calculating the MTlP costs of $4.65 million. 
The severance cost of $3.15 million represents an estimate of the termination 
payments that would be incurred in the first quarter of 2013, upon the 
announcement of the corporate reorganization. There is no detailed calculation for 
the $3.1 5 million in severance costs. 

Table RUCO 12.15-1 provides a high level calculation of the $7.00 million in STlP 
for 2012. The 2012 actual STlP costs include 100% of Pool A and 31.74% for 
Pool B. 
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2 Union 

Table RUCO 12.15-1 
2012 STlP Calculation for Corporate Employees 

A B C D 
Base 

Labour 
Number of cost Target STlP ($ 

141 12.26 2.50% 0.40 
3 Total STlP 

Table RUCO 12.15-2 provides a high level calculation of the $4.65 million in MTlP 
for 201 2. 

336 35.08 7.00 

Table RUCO 12.1 5-2 
2012 MTlP Calculation for Corporate Employees 

A B C D 
Base 

Labour 
Number of cost MTlP ($ 

2 Union 0 Yo 

f. The $1 1.65 million is the actual at risk compensation for 2012 for the corporate 
shared service employees. 

3 Total MTlP 

g. See response to c. above. 

53 3.91 4.65 

h. Table RUCO 12.15-3 below provides the STlP and MTlP for 2012 and 2013. 
There are no LTlP costs in 201 2 or 201 3. 

Table RUCO 12.15-3 
STlP and MTlP Costs for Corporate Employees 

A B 
2012 A 201 3A 

i. There are no LTlP costs in 201 2 or 201 3. 

j. The MTlP expense is recorded in account # 5217 STlP Expense, which rolls up 
into the Labor line of our income statement. This account has been allocated, through 
labor expense, to the below districts in the work paper you received with the 
application labeled “June 201 3 Rolling 12 Months by BU”. The table below shows the 
specific allocation of the MTIP Expense. 
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c 

MTlP Expense 
Allocated 

4-Factor Amount 

Total MTlP Expense @ 
6/30/2013 $268,650.00 

Mohave Water District 
Paradise Valley Water 
District 
Sun Cit Water District 
Tubac Water District 
Mohave Wastewater District 

0.078964 $21,213.68 

0.071 530 $19,216.53 
0.1 16066 $31,181.1 3 
0.007922 $2,128.25 
0.01 3356 $3,588.09 

$77,327.68 

k. See response to subsection i. above. 
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8 2013 CORPORATE SHORT TERM INCENTIVE PLAN 

BU Net Income** 

BU Metrics: 
Operational Efficiency 
Customer 
Safety 

Plan Overview 

NIA NIA NIA 10% NIA NIA 

30% 30% 30% 30% 30% 30% 
30% 30% 30% 30% 30% 30% 
30% 30% 30% 30% 30% 30% 

The 2013 Corporate Short Term Incentive Plan (STI) has been approved by the EPCOR Board of Directors. The 
201 3 STI Plan continues to place a greater focus on the importance of achieving our safety metrics while 
continuing to recognize Business Unit (BU) operational efficiency, customer and financial performance metrics. 
The plan continues to maximize rate case recovery and reflects competitive practices among comparable 
employers in EPCOR’s approved comparator groups. 

The 201 3 plan continues to use a scorecard approach where STI funding is based on the results of the 
completion of business unit objectives, business unit net income andlor consolidated net income. As per past 
practice, results above or below target are calculated on a linear basis. Individual STI awards will be tied to an 
employee’s overall performance and STI Award Ranges will be developed for each BU based on APfR 
distribution and BU results. 

2013 Corporate STI Funding: 
I 

Total funding available to each BU for the 2013 Corporate STI Plan will be determined by Financial and BU 
performance on Pool A metrics and EPCOR’s Consolidated Net Income for Pool B. Both Pool A and Pool B will 
be added together to determine total STI funds available for each BU. 

*Note: Performance measures and targets for each BU and Consolidated Net Income are approved by the 
Human Resources and Compensation Committee of the Board of Directors. 

2013 Pool A Performance Measures and Weightings by Business Unit: 

10% 10% 10% NIA 10% 10% 
Consolidated Net 
Income 

1 
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v 2013 CORPORATE SHORT TERM INCENTIVE PLAN 

I Individual STI awards are determined by the Manager and a recommended STI Award Range will be developed 
for each BU based on APfR distribution and overall BU results. 

Individual STI awards must be managed within the allocated resources and the sum of all STI awards cannot 
exceed the funding amount assigned to each BU. 

I 

Pool A Funding 

Funding for the STI Pool A (Operational Metrics) is established based on the actual performance results (as 
measured against pre-determined performance measures) for Operational Efficiency, Customer and Safety 
metrics as well as either Consolidated Net Income or BU Net Income (Electricity Operations). Maximum funding 
for the STI Pool A is capped at 100% of target. The STI Pool A is fully recoverable through the rate cases. 

To pay out at target, the aggregate results of all BU metrics must be at or above target and, since 
payouts are triggered by the aggregate results, participating employees are incented to achieve results 
above target to offset metrics other than Safety that may fall below target. 

Safety metrics are considered ‘table stakes’ for 2013 and must, at a minimum, meet threshold 
performance in order to contribute to the funding formula. Safety is a key component of our culture and 
must represent a significant role in our incentive structure, therefore: 

0 

o If Safety does not meet target performance, Pool A funding will be reflective of the degree Safety 
fell below target. 

Safety metrics must meet a minimum of threshold performance in order to contribute to Pool A. 

Over performance on Safety can contribute to the aggregate results in Pool A and offset BU 
performance metrics that may fall below target. 

Overall Safety results below target cannot be offset by higher performance in one of the other BU 
performance metric. 

A Safety metric that falls below threshold cannot be offset by higher performance in any other 
Safety metric. 

o 

o 

o 

o 

I See Appendix A for Funding Examples for the 2013 STI Corporate Plan. 

Pool B Funding 

I 

STI funding can be increased up to an additional 50% from Pool B if consolidated financial performance results 
achieve between target and stretch. Funding from Pool B (if applicable) will be available to each BU, regardless 
of performance on Pool A metrics. This component is fully shareholder funded, driven solely by financial 
performance, and will use Consolidated Net Income from core EPCOR operations as the performance measure. 

Using this approach reinforces the criticality of growing the business and maximizing EPCOR’s overall 
profitability and shareholder return. 

Additional funding will be established and “triggered” to the degree financial performance exceeds target. 0 

Funding for this supplementary pool is not covered in the rate cases and is subject to Board approval. 

Allocating the Pool 

Each BU will be allocated an STI funding pool derived by the program results achieved. 

2 
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Partially Meeting Expectations 
Unacceptable 

2013 CORPORATE SHORT TERM INCENTIVE PLAN 

~- 

10% - 50% I O %  - 50% 

0 0 

individual STI Awards: 

An individual’s APfR rating will impact the STI award, which can range from 0% - 200% of an employee’s 
incentive target. STI Award Ranges will be impacted by BU performance result and APfR distribution. The 
following are potential examples of STI Award Ranges for a Business Unit with overall Corporate STI funding “at 
target” and “at stretch”. 

I FUIIY Successful I 70% - 110% I 100% - 1 4 o % l  

STI Corporate Plan 

Administration 

The majority of permanent full-time and permanent part-time EPCOR employees, including all CSU employees, 
participate in the company’s Corporate STI Plan. 

Target Percentages 

All employees eligible for the Corporate STI Plan have individual STI target percentages associated with their 
positions. Target percentages are typically set by stratum and are competitively aligned based on EPCOR’s 
compensation philosophy and Board approved comparator organizations. Individual STI target percentages are 
communicated, as applicable, in offer letters upon hire or position change or within a collective agreement. 

Calculatinn 201 3 Corporate STI Awards 

BU performance metrics and consolidated net income results must meet pre-determined levels of achievement. 
Prior to the payment of annual individual STI awards, performance metrics and consolidated net income results 
are reviewed and approved by the Board of Directors in March, following the completion of the STI plan year. An 
employee’s STI award will be influenced by BU performance, APfR rating and the pool of funds to be allocated. 

See Appendix B for sample calculations for a Corporate STI award. 

STI Flat Rate Plan - CUPE 30 - See prevailing collective agreement. 

STI Variable Flat Rate Plan - IBEW 1007 - See prevailing collective agreement. 

3 
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2013 CORPORATE SHORT TERM INCENTIVE PLAN I 
Program Administration Summary 

eligible position on December 1, 201 3 or earlier and continue to be actively employed in a permanent full-time or 
permanent part-time position when the incentive awards are paid in April 2014. 

Permanent full time and permanent part time employees are eligible for an STI award if they were in an STI 

Incentive awards are based on the employee's permanent assignment, base salary, incentive target %, and 
the performance of the business unit they were assigned to as of December 1, 201 3. Employees will appear on 
the Manager's worksheets in Compensation Work Bench (CWB) based on the supervisor hierarchy in Oracle HR 
as of December 1, 201 3. 

base salary and incentive target % of their permanent assignment. 
Permanent employees in active temporary assignments are eligible for STI Awards based on their home BU, 

reason other than permanent disability, death, or retirement prior to the payment date in April 2014 are not 
eligible for a 201 3 incentive award. 

Employees who were dismissed for poor performance, just cause or who terminate employment for any 

and transfers from full-time/part-time. 
Service and eligible STI hours will be pro-rated for mid-year hires, leaves of absence without pay and LTD, 

201 3 STI awards are calculated using a December 1, 201 3 salary (pro-rated for service and eligible STI 
hours) and target incentive % as of December 1, 2013, based on business unit results and the 2013 APfR ratings 
previously inputted and approved through the CWB Performance Plan. 

Scheduled pay date for the 201 3 STI Awards is in April 201 4. 

4 
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I. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

INTRODUCTION 

Please state your name, position and business address. 

Ralph C. Smith. I am a Senior Regulatory Consultant at Larkin 

15728 Farmington Road, Livonia, Michigan 481 54. 

On whose behalf are you appearing? 

ssociates, 

I am appearing on behalf of the Residential Utility Consumer Office (“RUCO”). 

Are you the same Ralph C. Smith who filed direct testimony on behalf of RUCO in 

this proceeding? 

Yes. 

Which EPCOR Water Arizona Inc. rebuttal testimony do you address in your 

Surrebuttal Testimony? 

I address certain adjustments and issues that were discussed in the Rebuttal Testimony of 

these EPCOR Water Arizona Inc. (IEPCOR”, “EWAZ”, or the “Company”) witnesses 

Sheryl Hubbard and Sandra Murrey. These issues include operating income adjustments 

for incentive compensation and for certain expenses in the Corporate Allocation and for 

the ADIT component of rate base to reflect the impact of 2013 bonus tax depreciation. 

Have you prepared any exhibits to be filed with your Surrebuttal Testimony? 

Yes. Exhibit RCS-6 includes some selected non-confidential responses to discovery that 

were not included in the attachments to my direct testimony, including some of EPCORs 

responses to RUCO data request sets 30 and 35 that are referenced in my surrebuttal 

testimony. Exhibit RCS-7 includes confidential responses that are referenced in my 

surrebuttal testimony. Exhibit RCS-8 presents calculations related to a recommended 
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adjustment to Accumulated Deferred Income Taxes. Exhibit RCS-8 also presents 

calculations of updated adjustments for incentive compensation and affiliated 

charges/corporate allocations. 

11. 

Q. 
A. 

111. 

ORGANIZATION OF SURREBUTTAL TESTIMONY 

How is your surrebuttal testimony organized? 

It is organized by issue, where in response to EPCORs rebuttal testimony, each section 

discusses a particular issue or group of issues. 

RESPONSE TO EPCOR'S REBUTTAL 

Incentive Compensation Expense 

Q. 

A. 

Q. 

M Do EPCOR witnessp Hubbard $d i$luriebagree that expense for incentive 

compensation should be totally removed? 

No. In EPCOR's rebuttal filing, they agree to remove 10 percent of the incentive 

compensation expense to eliminate the portion of the incentive compensation based on 

meeting a financial target. At page 24, lines 8-10, of her rebuttal testimony, Ms. Hubbard 

asserts that this 10 percent elimination is "consistent with how incentive compensation 

was treated in the past for Arizona American Water Company, EPCOR Water Arizona, 

1nc.k (I'EWAZ") predecessor." At page 29 of her rebuttal testimony EPCOR witness 

Hubbard similarly suggests that removing only 10 percent of the incentive compensation, 

based upon a financial metric, is consistent with how incentive compensation has been 

treated in the past with EWAZ's predecessor. 

What portion of incentive compensation was disallowed in rate cases involving 

Arizona American Watcr Company, EWAZ's predecessor? 
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A. 

Q. 
A. 

Q. 

A. 

In the cases I have identified involving Arizona American Water Company, 30 percent of 

the incentive compensation cost was disallowed. Specifically, in Decision No. 7 14 10 

(December 8,2009 in Docket No. W-O1303A-08-0227), which had addressed rates for the 

Paradise Valley Water District (a utility owned by Arizona American Water Company), a 

RUCO recommended disallowance of 30 percent of Annual Incentive Plan cost was not 

opposed by Staff or the Company and was adopted by the Commission. Additionally, in 

Decision No. 72047 (January 6, 2011 in Docket No. W-O1303A-09-0343), which 

addressed Sun City Water District' rates, RUCO had recommended a 100 percent 

disallowance of Annual Incentive Plant cost, rather than a 30 percent disallowance, and 

the Commission adopted a 30 percent disallowance. Thus, an incentive compensation 

disallowance of 30 percent, not 10 percent, would need to be used to be consistent with 

how incentive compensation was treated in these decisions for EWAZ's predecessor. 

Have other percentages of incentive compensation been disallowed in other cases? 

Yes. In my direct testimony at pages 26-28, I cite illustrative examples of other 

Commission Decisions in which 50 percent of utility short-term incentive compensation 

has been disallowed and 100 percent of stock-basedlong-term incentive compensation has 

been disallowed. In comparison with these disallowances, the I O  percent disallowance 

proposed by EWAZ in its rebuttal filing is inadequate. 

Are those disallowances of incentive compensation in prior Arizona utility rate cases 

based solely on a financial metric? 

No. The disallowances are based on a detailed analysis of the components of the utility's 

incentive compensation plans and, in some instances, incorporate a concept that the cost of 

incentive compeiisation should be shared between the shareholder and ratepayers and/or 

' Sun City was also owned by Arizona American Water Company. 
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that the cost of certain types of incentive compensation should be borne exclusively by 

shareholders. 

Q. 

A. 

Q- 

At page 24, lines 11-15, and at  page 28, lines 14-21, of her rebuttal, EPCOR witness 

Hubbard states that in the Chaparral City Water Company ("CCWC") rate case, 

only the Corporate Allocation portion of incentive pay ivas disallowed, and the full 

100% of the incentive compensation for Arizona Corporate and CCWC direct 

employees ivas approved. What does the Commission's Decision in that case state 

with respect to the disallowance of incentive compensation expense? 

The Commission's June 20,2014 Decision No. 74568 in Docket No. W-02113A-13-0118 

involving Chaparral City Water Company, which is an affiliate of EWAZ, agreed with a 

Staff recommendation to disallow incentive pay noting that the Company failed to 

quantify or justify its proposed recovery of incentive pay.2 Page 24 of that Decision states 

that: "Staffs recommended corporate expense allocation removes 100 percent of 

CCWC's requested incentive pay. Staff argues that CCWC failed to properly quantify or 

justify its calculations of amounts paid under the incentive payment plan.'' I do not see any 

statements in that Decision stating that any incentive compensation pay was being allowed 

in that case. In fact, the Decision states that: "Staffs recommended corporate expense 

allocation removes 100 percent of CCWC's requested incentive pay. It 

At page 29, line 15 through page 30, line 5, of her rebuttal testimony, Ms. Hubbard 

indicates that RUCO's adjustment to removing incentive compensation expense in 

the current case included $179,100 that was not requested by the Company. Please 

respond. 

See Decision No. 74568 at pages 24-25. 
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A. Prior to the filing of RUCO's direct testimony, the Company was asked several rounds of 

discovery about the amounts of incentive compensation that it was requesting, including 

data request RUCO 17.31, where in its response, EWAZ listed the $179,100 of incentive 

compensation expense for MTIP as part of what they were requesting, as summarized in 

my direct testimony and in the following table3: 

Q. If the $179,100 MTIP amount was not included in EWAZ's claimed expenses, what 

n~ould be the reduction to RUCO's recommended adjustment for incentive 

compensation? 

See amounts listed on line 30 ofthe table. 3 
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A. 

Q. 

A. 

Q. 

A. 

If the $179,100 MTIP amount was not included in EWAZ's claimed expenses, RUCO's 

recommended adjustment for incentive compensation would be reduced by $5 1,552 for 

the five districts. Basically, the amounts listed on line 30 of the above table would be 

removed from RUCO's adjustment. 

At  page 29, lines 10-14, of her rebuttal testimony, EPCOR witness Hubbard states 

that $801,709 "is not part of the Corporate Allocation but rather it is related to 

Arizona Corporate employees and is included in the Labor expense line in Schedules 

C-1 and C-2 in the Company's filing." Does that have any impact on RUCO's 

adjustment? 

No. The $801,709 of incentive compensation expense is part of the incentive 

compensation expense that that EWAZ is requesting in the current rate case, as shown on 

lines 17-20 of the above table. The amount of this component of incentive compensation 

expense that was requested by EWAZ in the current rate case is $349,192, as shown on 

line 20 of the above table. 

Does the Company's response to RUCO's discovery confirm that the $801,709 of 

incentive compensation expense is part of the incentive compensation expense that 

that EWAZ is requesting in the current rate case and was allocated to the districts by 

applying the four-factor allocation for each district? 

Yes. The Company's response to RUCO 35.07(c) confirms that the $801,709 of incentive 

compensation expense is part of the incentive compensation expense that EWAZ is 

requesting in the current rate case and was allocated to the districts by applying the four- 

factor allocation for each district. 
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Q. 

A. 

Q. 

At page 27, line 21, through page 28, line 2, of her rebuttal, Ms. Hubbard states that: 

"Both the ACC Staff and RUCO are combining the Arizona Corporate office 

charges (which are  charged to the appropriate NARUC categories of expensed [sic]) 

and the Canadian Corporate office charges (which a re  only charged to the Corporate 

Allocation line of the income statement) in one basket which appears to be confusing 

the arguments for and against their recommendations." What was the purpose of 

presenting RUCO's adjustment for incentive compensation in a summarized 

manner? 

The purpose of presenting RUCO's adjustment for incentive compensation in a 

summarized manner as done in my direct testimony was to account for each component of 

the EPCOR incentive compensation that the Company had included in its revenue increase 

requests, and to assure that no component of the Company's requested incentive 

compensation expense remained un-reviewed or not addressed due to the piecemeal and 

fragmented manner in which such incentive compensation plan costs were reflected in 

EWAZ's filing. Accordingly, in RUCO's presentation of incentive compensation expense, 

each component has been specifically identified and listed, based on the Company's 

responses to discovery, along with the amounts of each type of incentive compensation 

expense that was allocated to each district. This detailed presentation of the components 

of incentive compensation expense was reflected in tables and attachments to my direct 

testimony . 

At page 24 of her rebuttal testimony, EWAZ witness Hubbard states that the 

incentive plan "Pool A" payout is based on achievement of safety (30%), customer 

service (30%), operational efficiency (30%) and financial (10%) goals. Please 

comment. Has EWAZ justified charging Arizona ratepayers for 90 percent of the 

incentive plan cost based on such explanations? 
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A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

No. Documents related to the EPCOR incentive plans were included in Attachments 

RCS-4 and RCS-5, filed with my direct testimony. Additional documentation provided by 

EPCOR in response to RUCO sets 30 and 35 is included in Attachment RCS-6 and RCS- 

7, filed with my surrebuttal testimony. 

Based on your review of the documentation for EPCOR's incentive compensation 

plans, has EPCOR justified charging Arizona ratepayers for incentive compensation 

expense in the current rate case? 

No. Based on my review of the documentation for EPCOR's incentive compensation 

plans, EPCOR has not justified charging Arizona ratepayers for its incentive 

compensation expense in the current rate case. I continue to recommend that the incentive 

compensation expense be removed. 

Do you have any additional comments about the safety component of EPCOR's 

incentive compensation plan? 

Yes. EPCOR has not demonstrated why Arizona customers should pay more for having 

EPCOR and EWAZ employees showing up for work and conducting their work in a safe 

manner. 

Do you have any additional comments about whether EPCOR should be allowed to 

charge ratepayers for incentive compensation related to customer satisfaction? 

Yes. The Company's confidential response to RUCO 35.04(d)(7) through (9)4 states as 

follows: 

[BEGIN CONFIDENTIAL] 

The response to RUCO 35.04 was received after Attachment RCS-7, containing Company confidential responses to 
RUCO data requests, had been completed. 
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Q. 
A. 

[END CONFIDENTIAL] 

Based on this, there is a high proportion of EPCOR's customers who are less than 

satisfied. Ratepayers should not be charged extra for incentive compensation expense 

related to customer satisfaction or the lack thereof. 

Have you updated RUCO's adjustment for incentive compensation expense? 

Yes. As shown on Attachment RCS-8, Schedule C-2, I have updated RUCO's adjustment 

for incentive compensation expense to exclude the removal of the $1 79,100 MTIP amount 

that Company witness Hubbard has stated was not included in EWAZ's claimed 

expenses.' This update reduces RUCO's recommended adjustment for incentive 

compensation by $51,552 for the five districts to remove the MTIP incentive 

compensation expense. After reflecting this, RUCO's updated adjustment reduces the 

5 See, e.g., Hubbard rebuttal testimony at page 30, lines 1-5. 
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Company's requested STIP and MTIP incentive compensation expense by $333,978 and 

$68,811, for the five districts, as shown on Attachment RCS-8, Schedules C-1 and C-2, 

respectively, and summarized in the following table: 

I 
Incentive Compensation Expense - Mid-Term Incentive Plan (MTIP) 

Corporate Allocation (Em) I $ 68,811 $ - I $  (68,s 1 1; 
I I I t 

Total Incentive Compensation Expense - S T P  and M T P  I $ 521,2201 $ 118,431 I $ (402,790 

Corporate Allocation Expense for IT CharEes and Advertising, Promotions and Donations 

Q. 

A. 

What does the Company's rebuttal state with respect to RUCO's adjustments for 

Corporate Allocation Expense IT Charges that were recommended in your direct 

testimony ? 

At paze 15 of her rebuttal testimony, Company witness Murrey accepts the adjustment to 

remove $1 1,010 in duplicate IT license fee billings, which reduces the Corporate 

Allocation expense to the five districts in the current rate case by $3,169.6 This 

adjustment remains unchanged from my direct testimony and is reproduced for ease of 

reference on Attachment RCS-8, Schedule C-3. 

~~ 

Also, see the Company's response to RUCO 35.06(a). 
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Q. 

A. 

Q. 

A. 

What does the Company's rebuttal state with respect to RUCO's adjustments for 

Corporate Allocation Expense for Advertising, Promotions and Donations that were 

recommended in your direct testimony? 

At page 15 of her rebuttal testimony, Company witness Murrey indicates that the 

Company is not opposed to RUCO's adjustment for Advertising, Promotions and 

Donations in the Corporate Allocation, but points out that some of the Donations amount 

had already been removed by the Company. Accordingly, she states that the Company has 

accepted RUCO's adjustment excluding removals that are duplicates. At page 15, lines 

22-23, she states that: "The Company' proposed adjustment is SM-1 5R.If7 The Company's 

response to RUCO 35.06(b) indicates that this reference should be to Company rebuttal 

adjustment SM-1 OR. 

Have you updated RUCO's adjustment for the Corporate Allocations for 

Advertising, Promotions and Donations to exclude amounts that had already been 

removed by the Company? 

Yes. I have updated RUCO's adjustment for the Corporate Allocations for Advertising, 

Promotions and Donations to exclude amounts that had already been removed by the 

Company. This updated adjustment reduces expenses for the five districts by $24,536, as 

shown on Attachment RCS-8, Schedule C-4. 

' It appears that the correct reference for EWAZ's acceptance of these adjustments is Company Rebuttal Adjustment 
SM-10R. For example, for Paradise Valley Water, referring to Ms. Murrey's rebuttal Exhibit, Schedule C-2 Rebuttal, 
page 10, Income Statement Rebuttal Adjustment SM-IOR, the duplicative IT expense is removed on lines 1-11, and 
the Advertising, Promotions and Donations amounts are removed on lines 12-20, with the total adjustment to General 
Office Expense being shown on line 21. 
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Corporate Allocation Expense for Thunder Mountain and North Mohave Acquisitions 

Q. 

A. 

Has it come to your attention that Corporate Allocation Expense for Thunder 

Mountain and North Mohave Acquisitions was included in operating expenses for 

the five districts by the Company and needs to be removed? 

Yes. The Company's confidential response to RUCO 30.10(d) listed the amounts allocated 

to the five districts in the Corporate Allocation Expense for the Thunder Mountain and 

North Mohave acquisitions. The Company's response to RUCO 35.3 agrees that the 

amounts should be removed. Attachment RCS-8, Schedule C-5, shows the adjustment to 

remove these expenses from the Corporate Allocation Expense for the five districts. For 

the five districts, pre-tax operating expenses are reduced by the amounts shown there. 

Accumulated Deferred Income Taxes 

Q. 

A. 

In your direct testimony, you raised some issues concerning the adequacy of the 

amount of Accumulated Deferred Income Taxes (ADIT) that was deducted from rate 

base in the Company's filing. Has the Company adjusted the ADIT amounts? 

No. Company witness Hubbard discusses certain rate base adjustments in her rebuttal 

testimony; however, it appears that the Company has failed to adjust the ADIT balances to 

fully reflect the impact of 201 3 bonus tax depreciation in its rebuttal filing. Consequently, 

an adjustment for ADIT to fully reflect the impact of 2013 bonus tax depreciation is 

needed. I discuss the available information and my recommended adjustment to 

accomplish this. I also discuss matching principle issues related to the Company's request 

to include 2014 plant additions in rate base as post-test-year plant, and the need to match a 

corresponding ADIT adjustment with any 2014 plant additions that are allowed to be 

included in rate base. 
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Q. 

A. 

What is the matching principle, and how does it relate to matching ADIT with utility 

plant? 

A key concept in accounting and ratemaking is the matching principle. The matching 

principle involves matching revenues with related expenses and investments in the time 

period they occur. Accounting and ratemaking require the cost of capital investments to be 

spread over the period in which they will be used. Capital investments such as 

replacement of equipment at the utility's plant can produce efficiencies, such as reducing 

future O&M costs or enable new revenues. Placing new plant into service can also 

generate large tax deductions, such as from 50 percent bonus tax depreciation that was 

available in 2013 and which was recently extended for qualifying additions in 2014. Plant 

additions for a utility are typically included in rate base if they have been placed into 

service in a test year. Sometimes, exceptions have been made for plant that is in service 

after the end of a test year. Plant in Service is usually the largest component of a utility's 

rate base. In the determination of a utility's rate base, there are offsets to Plant for 

Accumulated Depreciation, ADIT, and other items representing non-investor supplied 

capital. A utility should earn a rate base return only on investment in used and useful 

assets that have been financed by investors. ADIT represents a significant source of non- 

investor supplied capital. Some components of ADIT, such as tax depreciation, are 

directly related to Plant. Consequently, the impacts of tax depreciation on ADIT should 

be appropriately coordinated in detemiining utility rate base. Increases to ADIT resulting 

from bonus tax depreciation and accelerated tax depreciation, to the extent that such tax 

depreciation has been claimed on the tax return and has produced tax savings, should be 

coordinated with the amount of Plant that is reflected in utility rate base. In 2013, bonus 

tax depreciation was available and was utilized by the Company. Proper matching thus 

requires that the impact of 20 13 tax depreciation, including 20 13 bonus tax depreciation, 

on ADIT be appropriately reflected in the determination of rate base. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Have you received additional information from the Company concerning ADIT 

related issues? 

Yes. I received the Company's responses to RUCO data request set 30, which included 

additional information on ADIT amounts, including 201 3 bonus tax depreciation, and 

some additional clarifications about the amounts of 201 3 bonus tax depreciation in 

responses to RUCO data request set 35. 

Did the Company claim deductions for bonus tax depreciation on its 2013 income tax 

return? 

Yes. As described in the Company's response to RUCO 30.l(d), the Company claimed 

deductions for bonus tax depreciation on its 2013 income tax return of $5,321,209. The 

Company's responses to follow up questions posed in RUCO 35.01 confirm this amount. 

Did the Company fully reflect the 2013 bonus tax depreciation in the ADIT balances 

it used in its proposed rate base? 

No. The Company's filing reflects its recorded ADIT balance as of June 30, 2013. 

However, that balance does not reflect the impact of 2013 bonus tax depreciation in the 

ADIT balances that it used. 

What recomniendation do you have for an adjustment to ADIT to reflect 2013 bonus 

tax depreciation? 

As shown on Attachment RCS-8, Schedule B-1, the ADIT amounts should be increased 

by approximately $3 million in total to reflect 2013 bonus tax depreciation. The ADIT 

amounts are allocated to the districts using a customer factor. The ADIT amounts for each 

of the five districts in the current rate case should be increased by the amounts listed on 
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Attachment RCS-8, Schedule B-I, which sum to $872,727 for the five districts. This 

adjustment to ADIT for the impact of 2013 bonus tax depreciation reduces the Company's 

proposed rate base by $872,727 for the five districts combined. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Is the Company also requesting post-test year plant additions for plant placed into 

service in 2014? 

Yes. Other RUCO witnesses are addressing the Company's requested post-test year plant 

additions for plant placed into service in 20 14. 

Was bonus tax depreciation extended for 20142 

Yes. The availability of 50% bonus tax depreciation for 2014 was recently extended by the 

U.S. Congress and signed into law by President Obama on December 16,2014 as part of a 

"tax extender" package. Thus, 50% bonus tax depreciation is available for qualifying 

property placed into service during 2014. 

Is utility plant placed into service in 2014 eligible for 2014 bonus tax depreciation? 

Yes. 

How should ADIT be adjusted for post-test year plant placed into service in 2014 

that is allowed to be included in rate base? 

ADIT should be adjusted to reflect that post-test year plant placed into service in 2014 

would generate a potentially significant increase in ADIT, due to 2014 bonus tax 

depreciation and normal Modified Accelerated Cost Recovery System (MACRS) tax 

depreciation' in 20 14, which would typically exceed the related book depreciation. 

Accordingly, there should be an adjustment to increase ADIT (which reduces rate base) 

~ 

MACRS is the current tax depreciation system in the United States. 
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related to any 2014 plant additions that are allowed to be included in rate base. A 

Depreciation Expense Report for 2014 similar to the one provided confidentiality for 2013 

by the Company in response to RUCO 35.01 may need to be obtained, and the 

depreciation listed therein matched with any 2014 plant additions that are allowed to be 

included in rate base, in order to ascertain the amount of related adjustment for 2014 

ADIT related to such 2014 plant. The Company's confidential response to RUCO 35.2 

notes that the Company anticipates 20 14 bonus tax depreciation of approximately [BEGIN 

CONFIDENTIAL] [END CONFIDENTIAL] based on estimated plant 

additions of [BEGIN CONFIDENTIAL] [END CONFIDENTIAL]. 

Q. 
A. 

Does this conclude your surrebuttal testimony? 

Yes, it does. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Greg Barber 
Title: Controller 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 30.1 Page I of 3 

Q: Refer to the response to RUCO 27.1. 
a. Does the $15,079,357 amount in account 2902 ADIT-liability at 6/30/2014 fully 

reflect the impact of all tax depreciation, including 2013 bonus tax 
depreciation, that was reflected for EWAZ on the EPCOR Water (USA) Inc. 
and Subsidiaries 201 3 federal income tax return? 
1. If not, explain fully why not, and identify additional amounts of 2013 tax 

depreciation taken on the 2013 federal income tax return that were not yet 
reflected in the 6/30/2014 ADIT balance of 15,079,357. 

b. Show in detail all vintages of tax depreciation (e.g., 2012 bonus tax 
depreciation, 2012 MACRS, 2013 bonus tax depreciation, and 2013 MACRS, 
and other) that are included in the derivation of the $15,079,357 amount in 
account 2902 ADIT-liability at  6/30/2014. 

c. Also, show what state and federal tax rates were applied to the tax-book 
depreciation differences and other tax-book differences to derive each 
component of t h e  6/30/2014 ADIT balances in accounts 1587 and 2902. 

d. Show in detail all vintages of tax depreciation (e.g., 2012 bonus tax 
depreciation, 2012 MACRS, 2013 bonus tax depreciation, and 2013 MACRS, 
and other) that are included in t h e  derivation of the $14,469,205 amount in 
account 2902 ADIT-liability at 12/31/2013. 

e. Show in detail what state and federal tax rates were applied to the tax-book 
depreciation differences and other tax-book differences to derive each 
component of the 12/31/2013 ADIT balances in accounts 1587 and 2902. 

A: 
a. The $15,079,357 amount in account 2902 ADIT-liability at 6/30/2014 is an 

estimate of the half-year tax depreciation from 1/1/2014 to 6/30/2014. It does 
not include 2013 bonus tax depreciation that was reflected for EWAZ on the 
EPCOR Water (USA) Inc. and Subsidiaries 2013 federal income tax return.  
The decision to use bonus tax depreciation was not made until jus t  prior to the 
tax return filing date in September of 2014. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-O1303A-14-0010 

Response provided by: Greg Barber 
Title: Controller 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 30.1 Page 2 of 3 

b. See the detail for tax depreciation that is included in the derivation of the 
$1 5,079,357 amount in account 2902 ADIT-liability at 6/30/2014. 

- -- -------- ------------- - ---------- 

J 
I i - -y--- --- -----------t- -- - 

t 

i 
--------------i 

I ADIT Liability Balance Account 2902 6/30/2014 $15,079,357 I 

$9,218,951 ' 

-__ .1___1_--- 

-- ----L---_._--_i_ II _ _  

r--- 

l 8 

--- -- _ _  - - / - -  -- - - -- - - -  - 

l_--_ ___-c-_-_ Difference ___ 

----I Deferred ---_I __I___ Tax@ I lll_ 38.925%/-"- --LA -1------ $9,218,890 - $9,218,890 - I 

I_ 1 _ j  $12,060,492 $12,854,206 
"--?---L I $12 060492 -?-,IIL..-- '$24 914 698 $23 ' 683 L ___-_ 724 

($1,230,974) $23,683,724 1 
- 2"--.ii 

Accumulated Difference _i ' 

c. The net effective state tax rate used was 3.925% and a federal tax rate of 35% 
were applied to the tax-book depreciation differences and other tax-book 
differences to derive each component of the 6/30/2014 ADIT balances in 
accounts 1587 and 2902. 



Attachment RCS-6 

Page 4 of 18 
WS-0 1303A-14-0010 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Greg Barber 
Title: Con troller 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 30.1 Page 3 of 3 

d. See below for the detail of tax depreciation included in the derivation of the 
$14,469,205 amount in account 2902 ADIT-liability at 12/31/2013. 

e. The net effective state tax rate used was 3.925% and a federal tax rate of 35% 
that was applied to the tax-book depreciation differences and other tax-book 
differences to derive each component of the 6/30/2013 ADIT balances in 
accounts 1587 and 2902. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Greg Barber 
Title: Controller 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 30.2 

Q: Identify each post test year plant addition for each of the five districts that was 
placed into service between June 30,2013 and December 31,2013. 

a. For each such item of 2013 post test year plant, for each district, indicate 
whether the plant addition was claimed on the 2013 corporate income tax 
return for 201 3 bonus tax depreciation, and, if not, explain fully why not. 

b. For each such item of 2013 post test year plant, for each district, provide the 
following information: 
1. the amount of book depreciation expense recorded from June 30, 2013 

2. the amount of 2013 tax depreciation. 
3. the amount of related ADIT. 

through December 31,201 3. 

A: For each post-test year plant addition for each of the five districts that was placed 
into service between June 30,2013 and December 31,2013, please see Excel file 
labeled “RUCO 30.2 PTYP Additions Placed in Service Between Jun 30, 2013 & 
Dec 31, 2013.xlsx”. 

a. See file, “RUCO 30 2 PTYP Additions Placed in Service Between Jun 30, 
2013 Dec 31, 2013.xlsx”, for the plant additions placed into service between 
June 30, 201 3 and December 31, 201 3. In the file see the calculations for the 
tax depreciation expenses claimed on the 2013 corporate income tax return 
for bonus tax depreciation. 

b. 1. Book depreciation expense is calculated on a group basis rather than an 
individual asset basis. In Excel file labeled, “RUCO 30.2 PTYP Additions 
Placed in Service Between Jun 30, 2013 & Dec 31, 2013.~Isx’~, column ‘ I ’  
provides the depreciation group each asset is a part of and column ‘J’ 
provides the group depreciation rate. 

2. See response to a. above. 

3. The estimated amount of ADIT is based on the difference between tax 
depreciation and book depreciation multiplied by the effective tax rate (EFT) 
for the applicable tax year. (For example, the EFT for 2013 was 38.925%). 





10 





Attac :hment RCS-6 



Attachment RCS-6 

Page 10 of 18 
WS-0 1303A- 14-00 10 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-O1303A-14-0010 

Response provided by: Greg Barber 
Title: Controller 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 30.3 

Q: Identify each post test year plant addition for each of the five districts that has been 
or is expected to be placed into service between December 31, 2013 and 
December 31,2014 

a. For each such item of 2014 post test year plant, for each district, indicate 
whether the plant addition will be claimed on the corporate income tax return 
for (I) 2014 bonus tax depreciation or (2) 2014 
b. For each such item of 2014 post test year plant, for each district, provide the 
following information: 
1. the amount of book depreciation expense anticipated to be recorded from 

2. the amount of estimated 2014 tax depreciation, including 2014 bonus tax 

3. the estimated amount of related ADIT. 

b. 

January 1,2014 through December 31,2014. 

d e p re cia t io n . 

A: For each post-test year plant addition for each of the five districts placed into 
service between December 31, 201 3 and December 31, 2014, please see Excel 
file labeled “RUCO 30.3 PTYP Additions Placed in Service Between Dec 31, 201 3 
& Dec 31, 2014.xls”. 

a. File labeled “RUCO 30.3 PTYP Additions Placed in Service Between Dec 31, 
2013 & Dec 31, 2014.xls” sets forth our calculations estimating the tax 
depreciation expenses for bonus tax depreciation for 2014 income tax 
purposes. The tax return has not been prepared so these calculations are 
estimates. 

b. 1. Book depreciation expense is calculated on a group basis rather than an 
individual asset basis. In the file above, column ‘I’ provides the depreciation 
group each asset is a part of and column ‘J’ provides the group depreciation 
rate. 

2. See response to a. above. 

3. The estimated amount of ADIT is based on the difference between tax 
depreciation and book depreciation multiplied by the effective tax rate (EFT) 
for the applicable tax year. (For example, the EFT for 201 3 was 38.925%). 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-O1303A-14-0010 

Response provided by: 
Title: Director, Regulatory & Rates 

Sheryl L. Hubbard 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 35.03 

Q: Charges for Thunder Mountain and North Mohave. Refer to the response to 
RUCO 30.10(d). 

a. Has the Company removed all of the charges related to the Thunder Mountain 
and North Mohave acquisitions that are listed in the response to RUCO 
30.1 O(d)? 

1. If so, identify exactly where the Company removed those charges. 
2. If not, explain fully why not and identify all amounts related to the Thunder 

Mountain and North Mohave acquisitions that are listed in the response to 
RUCO 30.1 O(d) that the Company has NOT removed. 

A: a. No. 
1. See response to a. above. 

2. At the time the case was filed, it was not known that these costs were 
included in the expenses that were allocated to the districts included in this 
application. The Company has not removed any of the costs identified in 
RUCO 30.1 0 (d), but will in its rejoinder filing. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-O1303A-14-0010 

Response provided by: Sandy Murrey 
Title: Rate Analyst 

Add res s : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 35.06 

Q: Corporate allocation. Refer to the rebuttal testimony of Sandra Murrey at page 15. 

a. Refer to lines 14-16. Isn't the $1 1,010 adjustment accepted by the Company 
$3,169 after allocation to the five districts? (Testimony on line 16 says that is 
the adjustment before allocation.) If not, explain fully why not. 

b. Refer to lines 17-23, specifically to lines 22-23 which indicates that "the 
Company' [sic] proposed adjustment is SM-I 5R." We do not see an adjustment 
SM-15R in the Company's rebuttal filing. Should this reference be to SM-1 OR 
(which is appearing on Schedule C-2 Rebuttal, page I O ,  for each district)? If 
not, explain fully why not and provide the referenced Company SM-15R 
adjustment. 

A: a. Yes. My testimony should have stated after allocation. 

b. Yes. This should be adjustment SM-IOR. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: Director, Regulatory & Rates 

Sheryl L. Hubbard 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 35.07 

Q: RUCO-35-7. Incentive compensation. 

a. Refer to the SLH-11 R adjustment proposed in the Company's rebuttal for each 
district (e.g., Schedule C-2, Rebuttal, page 11, Hubbard). For each such 
adjustment, show in detail how the amounts on the line entitled "Less: Financial 
& Other Component" were determined. Include supporting workpapers and 
calculations. 

"Other" component amounts were derived. 
b. What is the "Other" component? Explain fully and show in detail how the 

c. Refer to the SLH-15R adjustment proposed in the Company's rebuttal for each 
district (e.g., Schedule C-2, Rebuttal, page 14, Hubbard). Was the $801,171 
amount listed on those adjustments for the "Incentive Compensation in cost 
pool" reflected in the Company's filing by applying the four-factor allocation for 
each district? If not, explain fully. 

A: a. The workpapers containing the calculation of the Pool A components is 
attached and labeled "RUCO 35.07 Incentive Comp.xlsx". 

b. The "Other" component included the Pool B at-risk compensation and the MTIP 
at-risk compensation. Please see response to data request numbers RUCO 
12.15, RUCO 17.2, RUCO 17.3, RUG0 17.4 and RUCO 17.5 for the 
calculations of the "Other" component amounts which have been excluded from 
the Company's request in this case. 

c. Yes. 
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Response t o  Data Request Numbe'r RUCO 35.07 

2013 AT-RISK COMPENSATION ICORPORATE ALLOCATION1 

(SCAD) 2013 AZ Portion 

8.97% 0.969846115 Pool A 

Safety 30% $1.08 $0.10 $0.093955 
Customers 30% $1.08 $0.10 $0.093955 
Operational Efficiency 30% $1.08 $0.10 $0.093955 
Corporate Financial 10% $0.37 $0.03 $0.032188 
Total Pool A $3.61 $0.32 $0.314053 

- STlP (millions) (millions) (SUSD) 

Other At Risk 
Total STlP 

$3.26 $0.29 $0.283604 
$6.87 $0.61624 $0.597657 
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Data Request/ 
Workpaper No. 

RUCO 30.4 

EPCOR Water Arizona Inc. 
Docket No. WS-O1303A-14-0010 

Attachment RCS-7 
Copies of Confidential EPCOR's Responses to Data Requests 

and Workpapers Referenced in the Surrebuttal Testimony and Schedules of 
Ralph C. Smith 

- 
No. of Page 

Subject Confidential Pages No, 

EPCOR Water (USA) Inc. and Subsidiaries 2013 federal income 

**EPCOR Confidential Pages Have Been Redacted** 

RUCO 35.01 
RUCO 35.02 

expenses charged to the five districts related toacquisitions of 
Thunder Mountain and North Mohave 

ADIT, 2014 bonus tax depreciation, and estimate of 2014 tax 

Yes 5 28 - 32 
ADIT and 2013 bonus tax depreciation Yes 49 33 - 81 

depreciation Yes 3 82 - 84 

Total Pages including this Page 84 

! 
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Confidential-Subject to Protective Agreement in Docket No.WS-Ol%!%?-?fOI 0 
COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Company Response Number: RUCO 35.01 Page 1 of 2 
Q: ADIT. Refer to the response to RUCO 30.1. The response to part a states that: 

“The $15,079,357 amount in account 2902 ADIT-liability at 6/30/2014 is an 
estimate of the half-year tax depreciation from 1 /I1201 4 to 6/30/2014. It d o e s  not 
include 2013 bonus tax depreciation that was reflected for EWAZ on the 
EPCOR Water (USA) Inc. and Subsidiaries 2013 federal income tax return. 
The decision to use bonus tax depreciation was not made until just prior to the tax 
return filing date in September of 2014.” (Emphasis supplied.) Yet the response 
to part b lists Special Depreciation-Bonus amounts, including $7,302,683 for 201 2 
and $5,321,209 for 201 3, which appear to represent bonus tax depreciation. 

a. Show the amount of 201 3 bonus tax depreciation that was reflected for EWAZ 
on the EPCOR Water (USA) Inc. and Subsidiaries 201 3 federal income tax 
return. 

b. Please reconcile (1) the amount stated in your response to part a with (2) the 
[BEGIN CONFIDENTIAL] 
201 3 tax return that was asked about in RUCO 30.4(b). Identify, quantify and 
explain each reconciling item. 

c. Please reconcile (1) the amount stated in your response to part a with (2) the 
[ B EG I N C 0 N FI DE NTI AL] 
depreciation amount on th 
30.4(a)(l). Identify, quantify and explain each reconciling item. 

d. Show in detail how the Special Depreciation-Bonus amount of $7,302,683 for 
201 2 was derived and include supporting calculations. 

e. Show in detail how the Special Depreciation-Bonus amount of $5,321,209 for 
201 3 was derived and include supporting calculations. 

f. Reconcile (1) the Estimated 201 3 Special Depreciation-Bonus amount of 
$5,321,209 from t 
CONFIDENTIAL] 
return that was asked about in RUCO 30.4(b). Identify, quantify and explain 
each reconciling item. 

[END CONFIDENTIAL] amount on the 

[END CONFIDENTIAL] bonus tax 
eturn that was stated in RUCO 

to RUCO 30.1 (b) with (2) the [BEGIN 
[END CONFIDENTIAL] amount on the 2013 tax 

A: 

[BEGIN CONFIDENTIAL] 

See answers to the questions above below: 

i 

Response  provided by: Greg Barber 
Title: Controller 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 
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Confidential-Subject to Protective Agreement in Docket No.WS-01%~k-?4-b010 7 f 8  

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Greg Barber 
Title: Controller 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, A2 85027 

Company Response Number: RUCO 35.02 Page 1 of 2 

Q: ADIT. Refer to the response to RUCO 30.1 (b) and RUCO 30.3. 

a) Show in detail how the $12,481,367 estimated 2014 tax depreciation was 
derived. Include supporting calculations. 

b) Does the $1 2,481,367 reflect any 201 4 bonus tax depreciation? 

1. If not, explain fully why not. 
2. If so, show how much. 

c) Show in detail how the $13,712,341 of Reg/Book Depreciation on RUG0 
30.1 (b) for Estimated 6/30/2014 was derived. 

d) Does the $1 2,481,367 estimated 2014 tax depreciation include tax depreciation 
on 201 4 plant additions? 

1. If not, explain fully why not. 
2. If so, show how much. 

e) Is the Company’s most accurate estimate of 201 4 tax depreciation, including 
201 4 bonus tax depreciation, the one shown in response to RUG0 30.3? Yes 

1. I f  not, explain fully why not and provide the Company’s most accurate 
estimate of 201 4 tax depreciation, and show in detail how it was calculated. 

A: 

[BEGIN CONFIDENTIAL] 

See the answers to the questions above below: 
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EPCOR Water Arizona Inc. 
Docket No. WS-O1303A-14-0010 

CONFIDENTIAL 
Attachment RCS-8 

Surrebuttal Schedules Showing Recommended Adjustments for Affiliate Charges, Incentive Compensation and ADIT 
Accompanying the Surrebuttal Testimony of Ralph C. Smith 

7 Total Pages, Including Content Listing 
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EPCOR WATER ARIZONA, INC. 

DOCKET NO. WS-O1303A-14-0010 

DIRECT TESTIMONY 

OF 

FRANK W. RADIGAN 

ON BEHALF OF THE 

RESIDENTIAL UTILITY CONSUMER OFFICE 

JANUARY 20,2015 



1 I. 

2 Q. 

3 A. 

4 

5 

6 

7 

8 Q- 

9 A. 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

INTRODUCTION 

PLEASE STATE YOUR FULL NAME, ADDRESS, AND OCCUPATION. 

My name is Frank W. Radigan. I am a principal in the Hudson River Energy Group, 

a consulting firm providing services in electric, gas and water utility industry 

matters, and specializing in the fields of rates, planning and utility economics. My 

office address is 237 Schoolhouse Road, Albany, New York 12203. 

PLEASE DESCRIBE THE HUDSON RIVER ENERGY GROUP. 

The Hudson River Energy Group (“HREG,) is an engineering consulting firm 

specializing in the fields of rates, planning, economics and utility operations for the 

electric, natural gas, steam and water utility industries. HREG- was founded in 

1998 and has served a wide variety of clients including niunicipal utilities, 

government agencies, state commissions, consumer advocates, law firms, industrial 

companies, power companies, and environmental organizations. HREG conducts 

rate design and cost of service studies, and designs performance based rate plans. 

HREG also assists clients in handling the complexities of deregulation and 

restructuring, including Open Access Transmission Tariff pricing, unbundling of 

rates, resource adequacy, transmission planning policies and power supply. During 

HREG’s existence, we have proffered our expertise before the Federal Energy 

Regulatory Coinmission (“FERC”) and a large number of utility commissions 

across the country.- 

ME1 18987602v.2 
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PLEASE SUMMARIZE YOUR EDUCATION AND BUSINESS 

EXPERIENCE? 

I received a Bachelor of Science degree in Chemical Engineering from Clarkson 

College of Technology in Potsdam, New York (now known as “Clarkson 

University”) in 198 1. I received a Certificate in Regulatory Economics from the 

State University of New York at Albany in 1990. From 1981 through February 

1997, I served on the Staff of the New York State Public Service Commission 

(“NYPSC”) in the Rates and System Planning sections of the Power Division. My 

responsibilities included, resource planning and the analysis of rates, depreciation 

rates and tariffs of electric, gas, water and steam utilities in the state. These duties 

also encompassed rate design, performing embedded and marginal cost of service 

studies, as well as depreciation studies. 

Before leaving NYPSC, I was responsible for directing all engineering staff during 

major proceedings, including those relating to rates, integrated resource planning 

and environmental impact studies. In February 1997, I left NYPSC and joined the 

firm of Louis Berger & Associates as a Senior Energy Consultant. In December 

1998, I formed my own company. 

In my 33 years of experience, I have testified as an expert witness in utility rate 

proceedings on more than 100 occasions before various utility regulatory bodies, 

including: the Arizona Corporation Commission, the Connecticut Department of 

2 
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19 
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Public Utility Control, the Delaware Public Service Commission, the Illinois 

Commerce Commission, the Maryland Public Service Commission, the 

Massachusetts Department of Telecommunications and Energy, the Michigan 

Public Service Commission, the Mississippi Public Service Commission, NYPSC, 

the New York State Department of Taxation and Finance, the Nevada Public 

Utilities Commission, the North Carolina Utilities Commission, the Pennsylvania 

Public Utility Commission, the Public Service Commission of the District of 

Columbia, the Public Utilities Commission of Ohio, the Rhode Island Public 

Utilities Commission, the Vermont Public Service Board, and the FERC. 

Currently, I advise a variety of regulatory commissions, consumer advocates, 

municipal utilities, and industrial customers concerning rate matters, including 

wholesale electricity rates and electric transmission rates. A copy of my resume is 

attached as Exhibit- (FWR-1). 

FOR WHOM ARE YOU APPEARING? 

I am testifying on behalf of the Residential Utility Consumer Office (“RUCO”). 

WERE YOUR TESTIMONY AND EXHIBITS PREPARED BY YOU OR 

UNDER YOUR DIRECT SUPERVISION AND CONTROL? 

Yes, they were. 

3 
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SCOPE OF TESTIMONY 

WHAT IS THE SCOPE OF YOUR TESTIMONY IN THIS PROCEEDING? 

I have been asked to review the engineering justification and ratemaking need for 

EPCOR Arizona Water, Inc.’s (“EPCOR’ or “the Company”) proposed post-test 

year plant additions, the proposed System Improvements Benefits surcharge 

mechanism (“SIB”) and to comment on EPCOR’s depreciation rates. 

HAVE YOU PREPARED AND EXHIBITS IN SUPPORT OF YOUR 

RECOMMENDATIONS? 

Yes, I have prepared three exhibits: 

Exhibit-(FWR-l) --- Resume of Frank W. Radigan 

Exhibit-(FWR-2) --- Historic and Proposed Replacements of Meters, Services, 

Valves and Miles of Main. 

Exhibit - (FWR-3) --- Discovery question and response on Useful Lives 

IS  SUMMARY OF TESTIMONY 

19 Q. PLEASE SUhZhTARIZE YOUR TESTIMONY. 

20 A. 

21 

22 

23 

24 

Based on the Conmission’s guiding principles that the addition of post-test year plant 

is only appropriate to protect the utility’s financial health or that the project in question 

is somehow special or unusual (Le. vitally essential to provide service, substantial in 

cost or is revenue neutral), a si,@icant portion of the proposed post-test year plant 

should be disallowed from rates at this time. The vast majority of the proposed 

4 
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projects are just routine (i.e., tools or transportation equipment). In addition, a good 

portion of the proposed projects also violates the Commission’s matching principal 

that any expenses should be matched to any corresponding revenues related to the 

expense. Here, services, meters and valves are being replaced in order to reduce lost 

and unaccounted for water (i.e., meters, services and concomitant valves). Yet, since 

the Company is not proposing to share the resultant increased revenues with 

ratepayers the proposed projects are only a benefit to stockholders. Ratepayers should 

not get the bill but not the benefits. 

I propose that only projects that are large in size (greater than $250,000), essential to 

safe and reliable service, and were in-service six months after the end of the test year 

be allowed in rates. Of all of the proposed projects by the Company, only three meet 

these criteria. The remaining projects should not be allowed in rates and this 

recommendation results in the following recommended adjustments for each EPCOR 

operating entity. 

All Projects - Forecast, Actual and Proposed Post Test Year Plant 

Final 
RUCO Adjustment 

Fore cast Actual RUCO Adj. Proposed From Forecast 

Mohave $ 7,754,942 $ 6,972,387 $ (6,121,254) $ 851,134 $ (6,903,8081 

Mohave Wastewater $ 164,751 $ 123,121 $ (123,121) $ - $ (164,751) 
Tubac Water $ 51,247 $ 28,695 $ (28,695) $ - $ (51,247) 
Paradise Valley Water $ 3,133,841 $ 2,933,450 $ (1,654,338) $1,279,112 $ (1,854,729) 

Sun City $ 4,213,353 $ 2,092,125 $ (2,092,125) $ - $ (4,213,353) 

Total $15,318,134 $ 12,149,778 $ (10,019,533) $2,130,245 $ (1337,889) 

5 



I recommend that the proposed SIB by the Company be denied in its totality at this 

time. Here, like the Conmission’s criteria for post-test year plant additions, a SIB is 

not a right to the utility but may be granted under special circumstances. By definition 

since it is providing a return on investment for a future period without due recognition 

of matching revenues and expenses a surcharge mechanism such as the SIB violates 

the matching principle. Thus, a SIB is only appropriate if it is required to protect the 

utility’s financial health or that the project in question is somehow special or unusual 

(i.e. vitally essential to provide service, substantial in cost or is revenue neutral) and 

it is legal (see the testimony of RUCO witness Robert Mease). 

In this case, over 63% of the proposed spending is for the replacement of meters, 

services and valves, which are being done to reduce water losses. Between rate 

cases, reduced water losses increases revenues to the Company and give no rate 

related’ benefit to the customers. It is unfair to ask customers to pay for projects 

but deny them the benefits of the project. Moreover, this utility is already 

aggressively replacing meters, services and valves without a SIB. As such, the 

Company has not shown that it needs the financial protection that a SIB provides 

in order to continue to replace meters services and valves. 
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As to the issue of main replacement, while I take no issue with the need to replace 

mains at a cost of $10.4 million and replacing 2.1 miles of main per year, these 

figures are in line with historical averages, approximately 1.8 miles per year, and I 

do not see any need for special treatment. 

Taking the existing plant replacement program is proceeding on its own now, I 

believe the appropriate cost recovery mechanism for the engineering projects 

contained in the SIB is a traditional rate case proceeding wherein the Company 

recovers costs for investments already made, rather than on a prospective basis- 

which is the case with the SIB. The use of the historic test year gives the utility 

every incentive to place truly necessary projects into service, all the while 

minimizing their costs. The SIB does not provide such incentive to the Company, 

which appears evident from the amounts and types of proposed improvments. 

I have also been asked to comment on EPCOR’s depreciation rates and the fact that 

the utility has been over recovering depreciation expense for certain asset groups. 

First, as will be discussed supra the utility has a plan to replace aging mains and 

services based on their purported useful lives but is unable to give a clear definition 

of what a useful life for an asset class is. Depreciation studies are very useful in 

this regard, as the study is an actuarial examination of how property survives over 

time. With this inforniation, one can then make reasonable estimates of how long 

the property might last. This expected life information can be obtained for certain 
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vintages or pipe type and this would be extremely helpful in capital planning. For 

example, if one had a concern that a type of material for a water main was failing 

one could then use the actuarial analysis to predict the life expectancy of the 

remaining mains and plan replacement work accordingly. Thus, if the expected life 

of concrete water mains was 15 years then one could plan a program over those 

fifteen years to replace the concrete mains. This is in direct contrast to the existing 

Company method of just declaring all pipe of a certain vintage or pipe types is 

vulnerable and replace all pipe as soon as possible. Secondly, here, there has not 

been a depreciation study for a number of years and it was found that the existing 

rates have resulted in large over recoveries of certain asset groups. 

Depreciation studies are also useful in assessing if the current rates are reasonable 

and if they should change over time. Another aspect of depreciation studies is the 

fact that any over or under recoveries of depreciation reserves can be identified. 

This examination of how much should be in the reserve versus how much is in the 

reserve is known as a reserve study. If existing service lives are too short, there 

will be an excess in reserves as the plant did not retire as assumed and too much 

depreciation expense was accumulated. The reverse is true if existing service lives 

are too short. If only small over or under recoveries are found, changes to the rates 

may adequately address the issue. If large changes are found amortizations 

(positive or negative) may be used so that neither the utility nor the customer is 

unduly burdened with incorrect rates. In this case, Mr. Coley, RUCO’s rate analyst, 
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has found large over depreciation of depreciation expense for certain asset groups 

and recommends that the over recovery be removed from rates. I agree with that 

recommendation given the relatively large amount of money involved and 
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7 Post Test Year Plant 

recommend that the utility be directed to perform a depreciation study and reflect 

the results of that study in its next rate filing. 
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COULD YOU PLEASE SUMMARIZE WHAT THE COMPANY PROPOSES 

WITH REPSECT TO POST TEST YEAR PLANT IN THIS PROCEEDING? 

Yes. As testified by Company witness Mike Worlton the Company is requesting post- 

test year capital projects in Sun City Water, Mohave Water, Mohave Wastewater, 

Tubac Water and Paradise Valley Water (See Worlton Direct at page 3). For these 

districts, the Company is proposing post-test year plant additions of $15,3 18,135 

consisting of what the Company calls “Investment Projects” and “Recurring Projects” 

(Ibid). Regardless of what category the projects lie within, the Company states that 

all of the proposed plant additions are necessary investments for the Company to 

continue to provide its customers with safe and reliable water and wastewater services. 

Investment Projects account for $8.9 million of the post-test year plant out of a total 

of $15.3 million requested. Descriptions of what projects fall within the Investment 

Projects and which fall within the Recurring Projects will be discussed supra. A 

detailed breakdown of proposed plant addition costs by District and category is 

provided in Mi. Worlton’s testimony at page 3. 
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WHAT IS THE COMMTSSION’S POLICY WITH RESPECT TO POST TEST 

YEAR PLANT? 

I believe the best description of the Commission’s guiding principles is that used in 

Decision No. 714102. There the Commission explained that its rules require the end 

of the test year, which is the one-year historical period used in deterniining rate 

base, operating income and rate of return, to be the most recent practical date 

available prior to the filing (Ibid at page 19). The Commission noted that a utility 

has the freedom to choose a test year that includes all major rate base and operating 

income items needed to support its rate application, and to include pro forma 

adjustments to its chosen test year (Ibid at page 20). The Commission further noted 

that matching is a fundamental principle of accounting and ratemaking, and the 

absence of matching distorts the meaning of, and reduces the usefulness of, 

operating income and rate of return for measuring the fairness and reasonableness 

of rates (Ibid). 

In that case, the Commission adopted several Staff adjustments in the case to 

remove proposed post-test year plant additions from the rate setting process. In its 

direct testimony in the case, Staff explained that the matching principle is the reason 

~ 

Docket No. W-01303A-08-0227 - Application of Arizona-American Water Company, an Arizona 
Corporation, for a deterniination of the current fair value of its utility plant and property and for increases 
in its rates and charges based thereon for utility service by its Agua Fria Water District, Havasu Water 
District, Mohave Water District, Sun City West Waste District and Tubac Water District and Docket No. 
SW-0 1303A-OS-0227 - Application of Arizona-American Water Company, an Arizona Corporation, for 
a determination of the current fair value of its utility plant and property and for increases in its rates and 
charges based thereon for utility service by its Mohave Wastewater District, Decision No. 71410. 
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that the Commission has allowed inclusion of post-test year plant in rate base only 

in special and unusual situations, which could be summarized as follow: 

1) when the magnitude of the investment relative to the utility's total 
investment is such that not including the post-test year plant in the 
cost of service would jeopardize the utility's financial health; 

2) the cost of the post-test year plant is significant and substantial; 

3) the net impact on revenue and expenses for the post test year plant is 
known and insignificant (or is revenue-neutral); and 

4) the post-test year plant is prudent and necessary for the provision of 
services and reflects appropriate, efficient, effective, and timely 
decision-making (Ibid). 

Q. DO YOU AGREE WITH THIS REASONING? 

A. Yes, regardless of whether the regulatory agency uses an historic test year or fully 

forecast rate year the matching principal is what controls. Only by matching costs 

and revenues allows the test period to be the proper basis for setting rates that are 

just and reasonable. For example, the inclusion of costs without matching revenues 

may produce excessive rates. Similarly, the inclusion of revenues without matching 

costs may deny the utility reasonable rates. 

Q. COULD YOU PLEASE COMMENT ON WHAT OTHER REGULATORY 

AGENCIES ALLOW? 

Yes, a representative sampling of other states rulings on this matter show that the 

Arizona Conmission's criteria is quite common. Ln a recent Colorado in Public 

Service Company of Colorado case, the Office of Consumer Counsel provided a clear 

A. 
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explanation of the policy in that State. Post-test year plant additions are only allowed 

when “a compelling case can be made that they are outside of the “ordinary course of 

business”, if they are of unusual magnitude, and if there is concomitant inclusion of 

the additional revenue that will be received &om providing service fiom the post-test 

year plant  addition^."^ 

The Texas Administrative Code states that post-test year adjustment will only be 

considered if the addition comprises at least 10% of the utility’s requested rate base 

or where the attendant impacts on all aspects of a utility’s operation can be identified, 

quantified and matched? 

In Maryland, an Administrative Law Judge summarized the Maryland Public Service 

Commission’s policy as follows: 

“Adjustments to historic test year data should reflect the relutionslzip between 
sales, expense, and rate base that can reasonably be expected to exist during 
the rate effective period. The return that will be earned is a function of the 
relationship between these items - it is not dependent upon only one of them. 
Selective projection of only one element in the equation is not appropriate. 
Adjustments to the test year relationship must be balanced and should, so far 
as possible, reflect all predictable changes to the test year relationship. The 
Conmission’s precedent permits adjustments for known and measurable 
changes from test year totals because known and measurable changes suggest 
that the test year relationship between the cost of service items will ~hange.”~ 

Docket No. 09AL-299E - In the matter of Advice Letter No. 1535 by Public Service Company of 
Colorado to revise its Colorado PUC No. Electric Tariff to reflect revised rates and rate scheduled to be 
effective on June 5 ,  2009, Supplemental Post-Hearing Statement of Position of the Colorado Office of 
Consumer Counsel. 
Texas Administrative Code, Title 16, Part 2, Chapter 26, Subchapter J, Rule Section 26.201. 
Case No. S9S9 - In the niatter of the application of Washington Gas Light Company for authority to 
increase existing rates and charges for gas service and to implement an incentive rate plan - Proposed 
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PLEASE EXPLAIN WHAT THE COMPANY MEANS BY INVESTMENT 

PROJECTS? 

As explained by Company witness Worlton Lnvestment Projects are projects that are 

designed to ensure quality water service, resolve operational challenges, and comply 

with regulatory requirements (Worlton direct at page 3). In this case, the Company 

proposes seven Investment Projects: one in Sun City, one in Paradise Valley Water 

and five in Mohave Water. A description of each project and my comments on their 

eligibility to be included in post-test year plant follow. 

For Sun City, the Company proposes Project # 37902 Replacement of Well #8.3. This 

project was undertaken because the existing well built in 1975 was in extremely poor 

condition, had diminishing capacity, and had a history of repairs and temporary fixes 

(Worlton Direct at page 6). At the time of the Company’s filing, the project was 

scheduled to be complete by June 2014 (Worlton Direct at page 7). As of the 

Company’s latest update of post-test year plant filed on (Response to RUCO DR 

1.22), the project has not yet closed to books and should not be included in post-test 

year plant. 

For Paradise Valley, Project #279005 is for improvements to the existing Punip 

Station at the Paradise Valley Country Club. The pump station was built in the 1950s 

Order of the Hearing Office, page 6. 
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and rehabilitated in 1996 (Worlton Direct at page 1 1). The technology of the existing 

pump station was inefficient and unable to meet peak demand if a contingency 

occurred (Ibid). The project included replacement of all the pumps with new pumps 

that are more energy efficient and meet design flow and required pressure 

requirements (Worlton Direct at page 12). This project was completed in September 

2013 with most cost closed to plant by then and the Company has reported that over 

99% of the costs were closed to books by December 2013 (Response to RUCO DR 

1.22). Since this project is of substantive costs and was, essentially in-service within 

six months from the end of the test year this project should be included in post-test 

year plant. 

PLEASE DISCUSS THE INVESTMENT PROJECTS FOR MOHAVE 

WATER 

The first Mohave Water Investment Project is Project #279011 -- Laredo Vista Well 

#2. This project was undertaken to meet maximum day demand requirements and to 

provide secure supply under contingency conditions (Worlton Direct at page 7). The 

project was forecast to be in service in March 2014 at a total cost of approximately 

$2.5 million (Worlton Direct at page 8). This project was only a little over half 

complete at the end of December 2014 (Response to RUCO DR 1.22). As it was not 

essentially complete within six months of the end of the test year I believe this project 

fails the matching principal guideline laid out by the Commission. As such, this 

project should not be included in post-test year plant. 
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The second Mohave Water Investment Project is Project #379008 -Well #16.4. This 

project was undertaken because the existing well (Well #16.2) was in poor condition 

and had diminishing capacity to meet demand (Worlton Direct at page 8). The project 

was forecast to be complete by June 20 14 at a total cost of approximately $1.9 million 

(Worlton Direct at page 8). This project was completed in the field in February 2014 

and final project close outs were not completed until later in the year (Response to 

RUCO DR 1.22). As this project was not essentially complete within six months of 

the end of the test year, I believe this project fails the matching principal guideline laid 

out by the Commission and should not be included in post-test year plant. 

The third Mohave Water Investment Project is Projects #279343 - Old Bullhead City 

Main Replacements. This project was done to improve water service to a section of 

Bullhead City served by old pipes and where the City was schedule to make 

improvements to the existing streets (Worlton Direct at page 8). The project consisted 

of replacing approximately 0.75 miles of water mains at an estimated cost of $0.5 

million (Worlton Direct at page 9). This project was filed completed in May 2013 

and final accounting adjustments were made after the end of the test year Wesponse 

to RUCO DR 1.22). The project came in at a final cost of $0.49 million @id). Since 

this project was essentially in-service within six months from the end of the test year, 

this project should be included in post-test year plant. 
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The forth Mohave Water Investment Project is Project #279012 - Camp Mohave 

Manganese. This project was undertaken to remove a high level of manganese from 

the Camp Mohave Well that is the sole source of supply for the section of the Mohave 

Water District known as Camp Mohave Well (Worlton Direct at page 9). The project 

also has the benefit of reducing total organic carbon concentrations witbin the water 

supply (Worlton Direct at page 10). The project was completed in June 2013 and final 

accounting for the project was estimated to be done by December 2014 at a total cost 

of $0.4 million (Response to RUCO DR 1.22). Since this project was essentially in- 

service within six months from the end of the test year, this project should be included 

in post-test year plant. 

The fifth and final Mohave Water Investment Project is Project #479021 - 

Interconnection of the Mohave Water and North Mohave Water Valley Corporation. 

The North Mohave Water Valley Cooperation was recently acquired by the Company 

and is adjacent to an existing section of Mohave Water’s distribution system (the 

Pegasus Ranch Estates). The existing section of the Mohave Water system was 

experiencing issues with maintaining pressure and the North Mohave Water Valley 

Corporation has two storage tanks and a water distribution line within a few hundred 

feet of existing section of the Mohave Water system (Worlton Direct at page 10). A 

simple connection of the two systems would relieve the water pressure problems and 

provide redundancy of supply (Worlton Direct at page 1 1). The project was estimated 

to be complete by June 2014 at an estimated cost of $21 5,000 (Ibid). As of June 2014, 
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this project was in service at a cost of $42,3 12 (Response to RUCO DR 1.22). As it 

was not essentially complete within six months of the end of the test year, I believe 

this project fails the matching principal guideline laid out by the Commission and 

should not be included in post-test year plant. 

Q. PLEASE DISCUSS THE RECURRING PROJlECTS THAT THE COMPANY 

PROPSOES TO INCLUDE IN POST-TEST YEAR PLANT. 

A. As explained by Company Witness Worlton Recurring Projects are simply routine 

capital improvements which are comprised of installing short sections of mains, small 

pumps, miscellaneous tools and equipment and other items considered general 

equipment (Worlton Direct at page 12). This also includes replacement of hydrants, 

valves, meters services and vehicles (Worlton Direct at page 14). 

Most of the $6.4 million of projects are done under blanket work orders. For example, 

the Company seeks approval for $64,399 of miscellaneous tools and equipment, 

$54,919 for new vehicles (Worlton Direct at pages 3,12 and 14). Other purchases are 

for simple sundry items used in everyday operations (e.g. $5,536 for new maps and 

$4,414 for a new check valve -Worlton Direct at page 17). In all, I estimate one-half 

of the $6.4 million fall into this category of improvements needed for every day 

operations. The other half of the projects, however, is planned projects to reduce water 

losses such as the replacement of meters and services and these projects total $3.2 

million. 
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DO YOU BELIEVE ANY OF THE RECURRING PROJECTS SHOULD BE 

INCLUDED IN POST-TEST YEAR PLANT? 

No because the proposed projects each fail one or more of the Commission’s guiding 

principles for inclusion as post-test year plant. One, a review of the Company’s 

proposed projects show that there are over 65 different individual project or blanket 

work orders and none of them are of such a dollar magnihide that exclusion would 

jeopardize the Company’s fmancial health or that they are of a magnitude that they 

are a significant investment. Two, any project involving planned replacement of 

meters, services or valves are not revenue neutral as they are being done to decrease 

lost and unaccounted for water which acts to both decrease water pumping and water 

treatment expenses and at the same time increase billed revenues to the Company. 

This is a clear violation of the matchmg principal of revenues and expenses. Finally, 

the inclusion of routine projects while certainly used and useful again fail the test of 

the matching principal and dollar significance, there is also no showing that they are 

vitally necessary to continued provision of service. For example, what is so vital as a 

“miscellaneous tool” or the replacement of one vehicle or map? Of course, equipment 

will wear out and need to be replaced but there is no explanation of why its’ 

“necessary for the provision of services and reflects appropriate, efficient, effective, 

and timely decision-making.” Because of all these failures of showing that, these 

projects are special and/or unusualthey should not be included in post-test year 

plant. 
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COULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED SYSTEMS 

IMPROVEMENTS BEhXFITS (“SIB”) MECHANISM? 

Yes, as explained by Company Witness Candace Coleman the Company has 

requested a SIB for its Mohave Water, Paradise Valley Water, and Sun City Water 

Districts in order to facilitate and finance the replacement of aging infrastructure assets 

(Coleman Direct at page 3). For these districts, the Company anticipates that it will 

invest about $28 million of distribution system improvements (Coleman Direct at 

page 2). The Company states that its’ requested SIB contains criteria that have 

previously been adopted by the Commission for other water utilities (Coleman Direct 

at pages 2-3). 

WHAT JUSTIFICATION DOES THE COMPANY PROVIDE IN SUPPORT 

OF ITS REQUEST FOR A SIB? 

The Company argues the following: 

1) A SIB will help keep the Company financially healthy that will enable it 
to attract capital it needs to continue to provide safe and reliable water 
service (Ibid). 

2) A SIB results in more gradual rate increases, which increases the time 
between rate cases and reduces their complexity (Coleman Direct at page 

3) A SIB will benefit customers by reducing the magnitude of increase in 
their bills following rate cases while investing in plant and facilities to 
continue to maintain and improve the performance of the water system 
(Ibid). 

3). 
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4) A SIB will allow the Company to specifically target aging and failing 
infrastructure, which has the potential to be a significant burden on 
customers in the fiiture, especially if action to replace infrastructure is not 
taken now (Ibid). 

Q. DOES THE COMPANY PROVIDE ANY OTHER REASONS FOR 

REQUESTING A SIB? 

A. Yes. The Company makes the following additional claims. 

5 )  Because the Company is committed to delivering high quality and reliable 
water service to its customers this commitment requires high levels of 
infrastructure replacement that the SIB will allow for (Coleman Direct at 
Page 5). 

6) The Mohave Water, Paradise Valley Water and Sun City Water Districts 
each require investment in infrastructure as many assets are nearing or 
have surpassed their useful lifetimes (Bid). 

7) The Company is seeing an increase in failing assets and the assets require 
replacement in order to ensure high quality, safe and reliable service (Ibid). 

Q. COULD YOU PLEASE COMMENT ON EACH OF THE COMPANY’S 

PROPOSED REASONS? 

Yes, fEst, while I ani sure a SIB surcharge will help the Company attract capital the 

Company has made no showing that it cannot attract capital now at an attractive rate, 

Indeed, after EPCOR bought the Arizona water assets it was able to refinance all long- 

tenn debt at an attractive rate of 4.29%. This compares favorably to the 5.0% carrying 

cost used in UNS’s latest rate proceeding (Docket No. E-04204A-13-0476) as well as 

4.725% used in Arizona Public Service’s last rate case (Docket No. E-Ol345A-11- 

0224). I can see nothing in the Company’s presentation that the SIB is required 

because they are having difficulty accessing capital. 

A. 
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As to rate gradualism and arguments against rate shock (reasons 2 and 3 above), 

ratepayers will, at best, still pay the same amount of rate increase over time and most 

likely more. One reason ratepayers will likely pay more is that a surcharge mechanism 

with weak eligibility criteria such as the proposed allows the utility to replace all pipe 

and not just pipe that is likely to fail. When a utility is confined to the use of the 

historic test year for return on investment, when planning projects the utility has 

every incentive to place truly necessary projects into service, all the while 

minimizing their costs, rather than an ad hoc replacement of all old plant. In, my 

opinion, the SIB will result in pipe being replaced prematurely and consequently will 

result in a long run cost increase to ratepayers. Furthermore, Mr. Mease, RUCO’s 

Chief Accounting & Rates, also believes that a SIB will result in lower O&M expenses 

that will not be passed on to ratepayers and a SIB surcharge and a return that would 

not have been incurred under traditional rate making principles resulting in higher 

rates. 

As to the argument that the Company will be able to target pipe that is likely to fail, I 

have two comments. First, the program proposed under the SIB with respect to 

meters, services and valves is much more aggressive than repair history suggest it 

needs to be. Second, since EPCOR has taken control of the systems, it has 

aggressively replaced meters, services and valves on its own in order to reduce water 

losses. Both observations indicate that a SIB is not justified on an engineering basis 

and the proposed program is being done out of desire to reduce losses and grow 
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revenues and net income and not needed for repairs. For example, for the three 

systems where the Company is requesting a SIB, the proposed number of valves 

targeted for replacement is more than triple the historic replacement rate. For services, 

the Company proposes to double the average amount of services being replaced as 

compared to historic levels (See Exhibit FWR-2). 

The Company in this case has not provided why such a high level of increase is 

necessary. Rather than providing a detailed pipe condition analysis the Company has 

provided Nessie curves that the Environmental Protection Agency defines as “useful 

for forecasting capital expenditure needs, but are based on the design life of the 

pipelines and not on structural condition or failure considerationsyy6. The EPA also 

states that the Nessie curve “is used primarily for long-term capital planning and is 

not applicable for the annual prioritization of pipeline renewal projects” (Ibid at 

page 49). Obviously, a program that double or triples the rate of replacement 

should be based on pipe condition rather than the fact that a return can be realized 

if the replacement is paid for under a SIB. 

As to meters, the Company reports that it has repxed  over 000 meters on average 

in the last two years in the Mohave Water and Sun City Water Districts. Under the 

SIB, it proposes to replace just over 4,000 per year. Obviously, since the Company 

is already replacing meters at a rate greater than that being requested under the SIB 

Final Report on Primer 011 Condition of Water Mains: James Thoinsom and Stephanie Flamberg and 
Wendy Condit, Contract No. EP-C-05-057, December 2013 (page 20). 
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there is no special need that it needs the SIB in order to continue to do so. 

Moreover, a review of the SIB reports for each of these Districts shows that the 

justification for the meter replacement is to improve meter accuracy. Increaseing 

meter accuracy will result in increased revenues to the Company. Without an 

offering of sharing the increased revenues with the ratepayers, this is unfair and a 

clear violation of the matching principal. 

As to mains, the Company is proposing to replace mains for the Mohave Water, 

Sun City and Paradise Valley Water Districts at a rate of 2.1 miles per year. A 

review of historic main replacement rates shows that the Company has replaced 

mains at a rate of 1.8 miles per year so the SIB will not result in any appreciable 

replacement rate of mains. As such, the Company has not shown that there is a 

special need that the SIB is addressing. 

WHAT INFORMATION REQUIREMENTS CRITERIA WILL THE 

COMPANY IMPLEMENT TO SHOW THAT ITS PROPOSED PROJECTS 

ARE REASONABLE AND NECESSARY? 

The Company states it must provide a list of SIB-eligible projects and an estimation 

of the capital costs for each project and this list must be approved by the Commission 

(Coleman Direct at page 4). In addition, projects eligible for SIB treatment must be 

replacement projects and each project must satisfj at least one of the following 

criteria: 
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a) system water loss exceeds 10%; 
b) assets have remained in service beyond their useful service lives; 
c) other engineering, operational, or financial reason justifies 

replacement, such as assets experiencing increasing numbers of 
failures and repairs and meters replaced under a testing and 
maintenance program; or 

agency. (Coleman Direct at page 4) 
d) assets required to be moved, replaced, or abandoned by a government 

DO YOU BELIEVE THESE ARE REASONABLE CRITERIA? 

System water loss and assets that are required to be moved are certainly reasonable 

criteria but neither qualify as a special circumstance as to abandon the matching 

principle. I asked the Company to provide the usehl lives of their assets and the reply 

I got was so vague that almost any replacement, regardless of cause, could qualify 

(Exhibit FWR-3 DR 7.17). The same thing goes for justification for engineering, 

operational or financial reasons. This tern is so vague it is utterly meaningless and 

provides no true guidance to why the SIB is necessary. 

BASED ON YOUR REVIEW WHAT DO YOU BE ,IEVE IS THE RIGHT 

COST RECOVERY MECHANISM FOR THE PROJECTS PROPSOED 

UNDER THE SIB? 

Longstanding precedent deems the appropriate cost recovery mechanism for such a 

plan is a traditional base rate case proceeding whereby the utility recovers costs for 

investments already made. The onus is on the utility in a traditional base rate case to 

properly forecast its fiiture needs, develop a prudent plan to meet those needs and 

make the required investments. Thereafter, the utility may seek recovery for those 
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expenditures in rate cases. If a utility makes unnecessary investments, "gold plates" 

its investments, or fails to exercise reasonable cost controls, resulting in cost overruns, 

the utility company bears the burden of justifying such actions in a base rate 

proceedings and the risk that certain expenses may be disallowed if not properly 

substantiated. This provides a p o w e h l  incentive for the utility to invest wisely and 

to contain costs. This is the case of the proposed SIB. With a SIB and recovery 

guaranteed with a return, the Company's investment is far less risky and the Company 

will most likely move forward with the most marginal projects with in essence an 

incentive to invest unwisely. 

Depreciation 

Q. COULD YOU PLEASE COMMENT ON THE COMPANY'S 

DEPRECIATION RATES? 

Yes, I have been asked to coinment on EPCOR's depreciation rates and the fact 

that the utility has been over recovering of certain asset groups. First, as discussed 

above, the utility has a plan to replace aging mains and services based on their 

purported useful lives but are unable to give a clear definition of what a useful life 

for an asset class is. Depreciation studies are very useful in this regard, as the study 

is an actuarial examination of how property survives over time. With this 

information, one can then make reasonable estimates of how long the property 

might last. This expected life information can be obtained for certain vintages or 

pipe type and this would be extremely helphl in capital planning. For example, if 

A. 
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one had a concern that a type of material for a water main was failing one could 

then use the actuarial analysis to predict the life expectancy of the remaining mains 

and plan replacement work accordingly. Thus, if the expected life of concrete water 

mains was 15 years then one could plan a program over those fifteen years to 

replace the concrete mains. This is in direct contrast to the existing Company 

method of just declaring all pipe of a certain vintage or pipe types as being 

vulnerable and then saying that the need replace all pipe of that type or vintage as 

soon as possible 

Secondly, there has not been a depreciation study for a number of years and it was 

found that the existing rates have resulted in large over recoveries of certain asset 

groups. Depreciation studies are also useful in assessing if the current rates are 

reasonable and if they should change over time. Another aspect of depreciation 

studies is the fact that any over or under recoveries of depreciation reserves can be 

identified. This examination of how much should be in the reserve versus how 

much is in the reserve is known as a reserve study. If existing service lives are too 

short, there will be an excess in reserves as the plant did not retire as assumed and 

too much depreciation expense was accumulated. The reverse is true if existing 

service lives are too short. If only small over or under recoveries are found, changes 

to the rates may adequately address the issue. If large changes are found 

amortizations (positive or negative) may be used so that neither the utility nor the 

customer is unduly burdened with incorrect rates. Both of these methods of true up 
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are common in the industry. For small changes adjustments differences between 

what the utility actually recovered in depreciation rates and what they should have 

recovered is usually made by adjusting the rate of recovery (i.e., the remaining life). 

For large changes, an amortization of differences has been used in Nevada, Florida 

and Connecticut7. 

Q. SHOULD ANY CHANGES BE MADE WITH RESPECT TO 

DEPRECIAITON IN THIS CASE? 

Yes, in this case, Mr. Coley, RUCO’s rate analyst, has found a large over recovery 

of depreciation expense for certain asset groups and he recommends that the over 

recovery be removed from rates. I agree with that recommendation given the 

relatively large amount of money involved for the assets involved and the reason 

that the over recovery has occurred. This over-recovery can be isolated and 

corrected now and this will stop any continued over recovery before the next 

depreciation study can be performed. That said, I believe the existence of the over 

recovery shows the need to a full depreciation study for all account and recommend 

that the utility be directed to perform a depreciation study and reflect the results of 

A. 

that study in its next rate filing. 

Nevada PUC Docket No. 13-06004 - Application of Sierra Pacific Power Company d/b/a Energy 
for approval of new and revised depreciation rates for its electric and common accounts, Order issued 
December 16,2013, paragraphs 178-184. Docket No. 090130-E1 - Order Denying in Part and Granting 
in Part Florida Power & Light Company’s Request for a Permanent Rate Increase and Setting 
Depreciation and Dismantlement Rates and Schedules, Order No. PSC-10-0 153-FOF-E1, issued March 
17, 2010, p3ge 87. Docket No. 09-12-05 - Application of the Connecticut Light & Power Company to 
Amend its Rate Schedules, Order Issued June 30,2010, page 76. 
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1 Q. DOES THIS CONCLUDE YOUR TESTIMONY? 

2 A. Yes, itdoes. 
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FRANK W. RADIGAN 
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B.S., Chemical Engineering -- Clarkson University, Potsdam, New York (1981) 

Certificate in Regulatory Economics -- State University of New York at Albany (1990) 

1998-Presei7t Principal, Hudson River Energy Group, Albany, NY -- Provide research, technical evaluation, 
due diligence, reporting, and expert witness testimony on electric, steam, gas and water utilities. Provide 
expertise in electric supply planning, economics, regulation, wholesale supply and industry restructuring 
issues, Perform analysis of rate adequacy, rate unbundling, cost-of-service studies, rate design, rate 
structure and multi-year rate agreements. Perform depreciation studies, conservation studies and proposes 
feasible conservation programs. 

1997-1998 Manager Energy Planning, Louis Berger & Associates, Albany, NY - Advised clients on rate 
setting, rate design, rate unbundling and performance based ratemaking. Served a wide variety of clients in 
dealing with complexities of deregulation and restructuring, including OATT pricing, resource adequacy, 
asset valuation in divestiture auctions, transmission planning policies and power supply. 

1981-1997 Senior Valuation Engineer, New York State Public Service Commission, Albany, NY - Starting as 
a Junior Engineer and working progressively through the ranks, served on the Staff of the New York State 
Department of Public Service in the Rates and System Planning Sections of the Power Division and in the 
Rates Section of the Gas and Water Division. Responsibilities included the analysis of rates, rate design 
and tariffs of electric, gas, water and steam utilities in the State and performing embedded and marginal 
cost of service studies. Before leaving the Commission, was responsible for directing all engineering staff 
during major rate proceedings. 

Electric power restructuring, wholesale and retail wheeling rates, analysis of load pockets and market power, 
divestiture, generation planning, power supply agreements and expert witness testimony, retail access, cost of 
service studies, rate unbundling, rate design and depreciation studies. 

Transmission Expansion Planning - Various Utilities -- Member of Transmission Expansion Advisory Committee 
in the New England Power Pool -the Committee is charged with the study of transmission expansion needs in the 
deregulated New England electric market. Ongoing 

Locational Based Pricing - Reading Municipal Light Department -- Using GE multi-area production simulation 
model (MAPS), analyzed New England wholesale power market to cost differences between various generators and 
load centers. 2003 

Merchant Plant Analysis - Confidential client - Using GE multi-area production simulation model (MAPS), 
analyzed New York City wholesale power market to determine economics of restructuring PURPA era contract to 
market priced contract. 2002 

Market Price Forecasting - El Paso Merchant Energy - Analyzed New England power market using MAPS for 
purpose of pricing natural gas supply in order to ensure that plant was dispatched at 70% capacity factor as required 
under its gas supply contract. 2002 



Market Price Analysis -Novo Windpower -Analyzed hourly market price data in New York for each load zone in 
State in order to optimize location of new wind power projects. 2002 

Gas Aggregation - Village of Ilion -Advised client on costshenefits of aggregating residential gas customers for 
purpose of gas purchasing. 2002 

Gas Procurement - Albany County, New York - Assisted client in analysis of economics of existing gas purchase 
contract; negotiated termination of contract; designing request for proposal for new natural gas supply. 2000 

HQ Prudence Review - Selected by Vermont Public Service Board to perform prudence review power supply 
contract between Hydro Quebec and Central Vermont Public Service Corporation. 1998 

Wholesale Power Supply - Prepared comprehensive RFP to optimize power supply for Solvay municipal utility by 
complementing existing low cost power supplies in order to entice new industrial load to locate within Village. 
1997 

Analysis of Load Pockets and Market Power -Performed analysis of load pockets and market power in New 
York State; determined physical and financial measures that could mitigate market power. 1996 

Study of IPP Contracts and Impacts in New York Perfornied study to determine rate impacts of power purchase 
contracts entered into by investor owned utilities and independent power producers (IPPs); separately measured rate 
impacts resulting from statewide excess-capacity; determined level of non-optimal reserves for each utility. 1995 

Power Purchase Contract Policies and Procedures -Directed NYSPSC Staff teams in formulation of short- and 
long-run avoided cost estimates (LRACs) using production simulation model (PROMOD); forecasted load and 
capacity requirements; developed utility buy-back rates; presented expert witness testimony on buy-back rate 
estimates and calculation methodologies, thereby implementing curtailment of IPPs as allowed under PURPA. 
1990- 1994 

Integrated Resource Planning - Led NYSPSC Staff team’s examination of each utility’s IRP process and 
examination of impacts of processes and regulatory policies influencing the decision making process. 1994 

Intrastate Wheeling Commission Transmission Analysis and Assessment - Chairman of NYSPSC Proceeding to 
examine plans for meeting future electricity needs in New York State. Addressed measures for estimating and 
allocating costs of wheeling, including embedded cost, short-run marginal cost and long run incremental cost 
methods. 1990 

Rate Setting 

Rate Setting -Dover Plains Water Company - Case 14-W-0378 -- Prepared rate filing before the New York Public 
Service Commission for the Dover Plains Water Company to increase its annual water revenues. 20 14 

Rate Setting -Village of Castile - Case No. 14-E-0358 -Prepared rate filing before the New York Public Service 
Coinmission for the Village of Castile Electric Department to increase its annual electric revenues. 2014 

Depreciation Study -Village of Swanton - On behalf of the Village of Swanton, Vt. Electric Department prepared 
a depreciation study for use in setting new depreciation rates to be submitted to the Vermont Public Service Board. 
2014 

Rate Setting - Village of Hamilton - Case 13-G-0584 - On behalf of the Village of Hamilton, NY designed initial 
rates for new municipal gas utility. 2013 

Rate Setting -Fillmore Gas Company - Case No. 13-G-0039 - Prepared rate filing before the New York Public 
Service Commission for the Fillmore Gas Company to increase its annual gas revenues. 2013 
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Rate Setting -Alliance Energy - Case No. 12-(3-0256 - Prepared rate filing before the New York Public Service 
Commission for the Alliance Energy Transmission, LLC to increase its annual gas transportation. 2012 

Rate Study - Atmos Energy - Docket No. 11-UN-184 - On behalf of the Mississippi Public Service Commission, 
submitted report on reasonableness of Company’s depreciation study. 20 12 

Rate Study - Entergy Mississippi -Docket No. 11-UA-83 -- On behalf of the Mississippi Public Service 
Commission, prepared report on the reasonableness of Entergy Mississippi’s depreciation study. 2012 

Rate Case Cost of Service Study -Mississippi Power Company - On behalf of the Mississippi Public Service 
Commission, prepared report on reasonableness of embedded cost of service study submitted by Mississippi Power 
co .  2012 

Rate Case Cost of Service Study - Boonville, NY - Prepared class load study and embedded cost of service study 
to justify change in rate design for the purpose of conserving energy. 2010-2012 

Rate Setting -Alliance Energy Transmission - Case No. 12-G-0256 -Prepared rate filing before the New York 
Public Service Commission for Alliance Energy Transmission. 20 12 

Rate Setting -Hamilton, NY - Case No. 12-E-0286 - Prepared rate filing before the New York Public Service 
Commission for the Village of Hamilton, NY to increase its annual electric revenues. 2012 

Rate Setting - Fairport, NY - Case No. 11-E-0357 - Prepared rate filing before the New York Public Service 
Commission for the Village of Fairport, NY to increase its annual electric revenues. 201 1 

Jurisdictional Cost of Service - Mississippi Power Company - On behalf of the Staff of the Mississippi Public 
Utilities Staff prepared a report on the reasonableness of the Company’s jurisdictional cost of service study. 2010 

Rate Analysis - Southwestern Power Company - On behalf of a coalition of retail customers analyzed 
reasonableness of utility’s request to include the costs of Construction Work In Progress Expenditures in rates for a 
power plant known as the Turk Plant. 20 10 

Rate Study - Stowe Electric Department, VT - Docket No. 8 169 - For small municipal electric utility, filed rate 
case before the Vermont Public Service Board. 2010 

I 
Docket No. 10-10-03 - Assisted in the CT OCC’s review and development of recommendations for the Review of 
the 201 1 Conservation and Load Management Plan. 2010 

Rate Setting - Endicott, NY - Case No. IO-E-0588 -Prepared rate filing before the New York Public Service 
Commission for the Village of Endicott, NY to increase its annual electric revenues. 2010 

Rate Case Cost of Service Study - Heritage Hills Water Works - For small water company, performing cost of 
service study for the preparation of a full cost of service study before the New York Public Service Commission. 
2009 

Rate Case Cost of Service Study - Stowe Electric Department, NY - For small municipal electric utility, assisted 
in the preparation full cost of service study before the Vermont Public Service Board. 2009 

Rate Setting Training - MMWEC - Assisted in training MMWEC staff on rate setting process so that they could 
provide service to members. 2009 

Rate Setting - Connecticut Natural Gas -- Docket No. 08-12-06 - Assisted the Connecticut Office of Consumer 
Counsel on the analysis of the reasonableness of the of the Company’s proposed revenue requirement. 2009 

Rate Filing - Heritage Hills Water Works -Case No. 08-W-1201 -Prepared rate filing before the New York PSC 
for the Heritage Hills Water Works Corporation to increase its annual water revenues. 2008 



Rate Study - Hudson River Black River Regulating District -- For regulating body performed detailed cost of 
service allocation in order to allocate costs among beneficiaries of water regulation. 2008 

Rate Case Cost of Service Study - Village of Greene, NY - For small municipal electric utility, assisted in the 
preparation full cost of service study before the New York Public Service Commission. 2008 

Rate Case Cost of Service Study - Village of Bath, NY - For small municipal electric utility, assisted in the 
preparation full cost of service study before the New York Public Service Commission. 2008 

Rate Case Cost of Service Study - Village of Richmondville, NY - For small municipal electric utility, assisted in 
the preparation full cost of service study before the New York Public Service Commission. 2008 

Economic Development Rate - Massena Electric Department - For municipal electric utility, developed tariffs for 
economic development rates for new or expanded load. 

Rate Case Cost of Service Study - Village of Hamilton, NY - For small municipal electric utility, prepared full 
cost of service study before the New York Public Service Commission. 2004 

Rate Study - Pascoag Utility District - Reviewed the application of the Power Authority of the State of New York 
to increase rates to its wholesale power customers. 2003 

Rate Study - Kennebunk Power and Light Department - Performed rate study of new multi-year wholesale power 
contract against existing rates to determine impact on overall revenue recovery and cash flows of utility. 2003 

Rate Case Cost of Service Study - Village of Arcade, NY - For small municipal electric utility, assisted in the 
preparation full cost of service study before the New York Public Service Commission. 2003 

Rate Case Cost of Service Study - Village of Philadelphia, NY - For small municipal electric utility, assisted in 
the preparation full cost of service study before the New York Public Service Commission. 2003 

Rate Case Cost of Service Study - Village of Hamilton, NY - For small municipal electric utility, prepared full 
cost of service study before the New York Public Service Commission. 2004 

Rate Case Cost of Service Study - Fillmore Gas Company - For small natural gas local distribution company, 
performing cost of service study for internal budget controls and formal rate case before the New York Public 
Service Commission. 2003 

Rate Case Cost of Service Study - Rowlands Hollow Water Works -For small water company, performing cost of 
service study for internal budget controls and formal rate case before the New York Public Service Commission. 
2003 

Standby Rates - Independent Power Producers of New York -Analyzed reasonableness of proposed standby rates 
of Niagara Mohawk Power Corporation; proposed alternate rate designs; participated in settlement negotiations for 
new rates. 2002 

Economic Development Rates - Pascoag Utility District - Designed new cost based economic development rates 
charged to large industrial customer contemplating locating within the municipality. 2002 

Municipalization Study - Kennebunk Power and Light Department - Performed economic analysis of municipal 
utility serving remaining portions of Village not already served; performed valuation of the plant currently owned by 
Central Maine Power. 200 1 

Water Rate Study - Pascoag Utility District -Performed cost of service study for water utility; presented alternate 
methods of funding revenue requirement. 2001 



Pole Attachment Rates - Middleborough Gas and Electric Department - Designed cost based pole attachment rates 
charged to CATV customers. 2000 

IS0 Service Tariff -- On behalf of three municipal utilities, analyzed cost basis and proposed rate design of IS0 
Service Tariffs. 2000 

Pole Attachment Rates - City of Farmington, New Mexico municipal electric department - Designed cost based 
pole attachment rates for CATV customers. 1999 

OATT Rates - On behalf of four municipal utilities in New England - Developed cost based annual revenue 
requirements for regional network transmission rates; represent utilities before IS0  New England committees on 
transmission rate setting issues. 1998-2004 

Consolidated Edison Restructuring - Member NYPSC Staff team - Negotiated major restructuring settlement 
with Consolidated Edison, which decreased utility’s rates by $700 million over five years; implemented retail access 
program; performed rate unbundling; divestiture of utility generation and the allowance of the formation of a 
holding company; accelerated depreciation of generation; established customer education programs on restructuring; 
established service quality and service reliability incentive to ensure that provision of electric service will diminish 
as competitive market emerges. The agreement served as the template for restructuring in New York. 1997 

Cost-of-service Review and Rate Unbundling - Performed rate unbundling of retail rates of Orange & Rockland 
Utilities, Inc. to facilitate delivery of New York Power Authority energy to customer located in Orange & 
Rockland’s service territory. 1992 

Vintage Year Salvage and Study - Managed joint study of staff from Rochester Gas and Electric Corporation and 
NYSPSC to determine feasibility of using vintage year salvage accounting for determining future salvage rates. 
1985 

Ettvironmett fal Issues 

Energy Conservation Study - Pascoag Utility District - Designed energy conservation rebate program based on 
cost benefit study of various alternatives. Program funded through State mandated collection of energy conservation 
monies fkom ratepayers. 2002 

Clean Air Act Lawsuit - New York State Attorney General - Investigated modifications made at coal fired 
generating units of New York utilities to determine whether major modifications were made with obtaining Dre- 
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construction permits as required by the prevention of Significant Deterioration (PSD) provisions of the Act. 1999- 
2002. 

Environmental Impact Study and Simulation Modeling Analysis - Analyzed potential environmental impacts of 
restructuring electric industry in NY using production simulation model PROMOD. 1996 

Renewable Resources - Project Leader in NYSPSC proceeding regarding development and implementation of 
utility plans to promote use of renewable resources. 1995 

Environmental and Economic Impacts Study -Directed study of pool-wide power plant dispatch with 
environmental adders to determine environmental and economic effects of dispatching electric power plants with 
monetized environmental adders. 1994 

Clean Air Impact Study - Directed study of effects of the Clean Air Act of 1990. Measured statewide cost savings 
if catalytic reductions control facilities were elected to comply with 1990 Clean Air Act Amendments; installed 
components on units in metropolitan NY region. 1994 

Environmental Externalities and Socioeconomic Impacts Study -Managed NYSPSC proceeding to determine 
whether to incorporate environmental costs into Long-Run Avoided Costs for the State’s electric utilities. Study 



purposes: explore the socioeconomic impacts of electric production as compared with DSM; monetize 
environmental impacts of electricity. 1993 

Case 9344 - Green Ridge Utilities - On behalf of Maryland Office of People’s Counsel testified on the 
reasonableness of the water utility’s proposed revenue requirement. 2014 

FC 11 15 - Washington Gas Light -- On behalf of the People’s Counsel of the District of Columbia, testified on the 
reasonableness of the Company’s proposal for the recovery of costs and funding aspects of Washington Gas Light 
Company’s Revised Accelerated Pipe Replacement Plan. 20 14 

Case No. EC-123-0082-00 - Entergy Mississippi - On behalf of Mississippi Public Utilities Staff reviewed and 
testified on the reasonableness of Entergy Mississippi, Inc.’s proposed depreciation rates and cost of service study. 
2014 

Case 9345 -Maryland Water Services - On behalf of Maryland Office of People’s Counsel testified on the 
reasonableness of the water utility’s proposed revenue requirement. 2014 

Case No. 2013-00167 - Columbia Gas of Kentucky - On behalf of the Office of Rate Intervention of the Attorney 
General for the Commonwealth of Kentucky testified on the reasonableness of the Company proposed rate increase. 
2013 

Docket 13-G-1301 - Consolidated Edison - On behalf of US Power Generating Company testified on the 
reasonableness of proposed modifications to natural gas balancing services. 20 13 

Docket No. 13-0 1-09 - United Illuminating - On behalf of the Connecticut Office of Consumer’s Counsel examined 
the reasonableness of the Company’s proposed construction budget. 2013 

Case U-17169 - Semco Energy - On behalf ofthe Michigan Department of Attorney General testified on the 
reasonableness of the Company’s proposal to modify its accelerated main replacement form for gas distribution 
facilities. 2013 

Docket No. 13-06003 - Sierra Power Company - On behalf of the Nevada Public Service Commission, testified on 
the reasonableness of Company’s proposed depreciation rates. 20 13. 

Docket No. E-01 933A-I 2-0291 -Tucson Electric Power -- On behalf of the on behalf of the Arizona Residential 
Utility Consumer Office examined the reasonableness of the Company’s rate increase. 20 12 

Case No. FC 1093 - Washington Gas and Light - On behalf of the People’s Counsel of the District of Columbia, 
testified on the reasonableness of the Company’s proposal to replace andor remediate certain gas distribution 
facilities that are subject of this case, 2012. 

Docket No. C-2011-2226096 - Pennsylvania American Water Co. - In a class-action lawsuit, testified before the 
PA PUC on behalf of C. Leslie Pettko on the reasonableness of the surcharges imposed by Pennsylvania American 
Water Company. 2012 

Docket No. 1 1-06007 -Nevada Power Company - On behalf of the Nevada Public Service Commission, testified 
on the reasonableness of the Company electric depreciation study on Nevada Power Co. 20 1 1 

MEUA -On behalf of the Municipal Electric Utilities Association, filed testimony with the New York Power 
Authority (NYPA) on the reasonableness of the Authority’s 201 1 Rate Modification Plan for the Niagara Power 
Project. 201 1 

Case No. 9233 - Green Ridge Utilities, Inc. - On behalf of Maryland Office of People’s Counsel testified on the 
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reasonableness of the water utility’s proposed revenue requirement. 20 1 1 

Case No. 11-G-02S0 - Corning Natural Gas -- On behalf of the Village of Bath, NY, analyzed the construction 
program, revenue requirement, and rate design proposed by the gas distribution company serving the Village. 201 1 

Case No. 10-G-0598 - Bath Electric Gas and Water Systems - Testified as to the reasonableness of the Village of 
Bath’s request for a refiind relating to overcharges for gas purchased from the Corning Natural Gas Co. 201 1 

Case No. U-16472 -Detroit Edison -- On behalf of four large hospitals - Detroit Medical Center, Henry Ford 
Health Systems, William Beaumont Hospital, and Trinity Health Michigan - testified on the reasonableness of the 
continuation of a service class for large customers with special contracts. 201 1 

Docket No. 09-12-05 - Connecticut Light & Power Company - On behalf of the Connecticut Office of Consumer’s 
I Counsel examined the reasonableness of the proposed depreciation rates, revenue allocation and rate design. 20 lo 

Case 09-S-0794 - Consolidated Edison - Steam Rates -- On behalf of County of Westchester testified to the 

Case No. 9252 -Artesian Water Maryland, Inc. - On behalf of the Maryland Office of People’s Counsel, analyzed 
proposed revenue requirement of Artesian Water Maryland, Inc. 201 1. 

Case No. 10-E-0362 - Orange and Rockland Utilities, Inc. - On behalf of a coalition of municipalities, testified on 
the reasonableness of the proposed revenue requirement of Company. 2010. 

Docket No. 05-10-REO4 - Connecticut Light and Power Co. - On behalf of the Connecticut Office of Consumer 
Counsel, testified on the reasonableness of the assist in its review of the application of Company for approval of full 
deployment of its Advance Metering Infiastnicture (“AMI”). 20 10 

Docket Nos. 10-06003 and 10-06004 - Sierra Power Company - On behalf of the Nevada Public Service 
Commission, testified on the reasonableness of Company’s proposed depreciation rates. 20 10. 

Case No. 10-E-0050 - Niagara Mohawk Power Corporation -- On behalf of a coalition of municipalities, testified on 
the reasonableness of utility’s proposal to eliminate contracts to provide street lighting service. 2010 

Case No. 9248 -Maryland Water Services - On behalf of the Maryland Office of the People’s Counsel, testified on 
the reasonableness of the proposed revenue requirement of Maryland Water Services, Inc. 201 1 

Docket No. 10-12-02 - Yankee Gas Services Company -- On behalf of the Connecticut Office of Consumer 
Counsel, testified on the reasonableness of the Company’s proposed depreciation rates. 20 10 

Case 09-E-071 5 -New York State Electric and Gas Corporation -- On behalf of Nucor Steel, Auburn, Inc. examined 
the reasonableness of the utility’s proposed construction program, revenue allocation, rate design and decoupling 
mechanism. 20 10 

Case 09-S-0029 - Consolidated Edison - On behalf of the County of Westchester testified to the reasonableness ofa 
Report Regarding Steam Price Elasticity and Long Term Steam Revenue Requirement Forecast 201 0 

Docket No. 09-01299 - Utilities, Inc. of Central Nevada - On behalf of the Nevada Attorney General’s Bureau of 
Consumer Protection testified on the overall revenue requirement, the appropriate level of rate case expense, and 
allocation of corporate salaries. 2010 

Docket No. 09-12-1 1 - Connecticut Water Company - On behalf of the Connecticut Office of Consumer’s Couiisel 
examined the reasonableness of the proposed Water Conservation Adjustment Mechanism. 2010 

Case 9217 - Potomac Electric Power Company - On behalf of the Maryland Office of People’s Counsel examined 
the reasonableness of the utility’s proposed jurisdictional cost of service study, revenue allocation and rate design. 
2010 



reasonableness of the Company’s proposal to increase retail rates. 2010 

Case 09-G-0795 - Consolidated Edison - Gas Rates -- On behalf of County of Westchester testified to the 
reasonableness of the Company’s proposal to increase retail rates. 2010 

Case 10-S-0001 - Project Orange Associates, LLC -- On behalf of Project Orange Associates testified to the 
reasonableness of whether the steam customers of Syracuse University could benefit if a steam transportation tariff 
were adopted by the New York Public Service Commission. 2009 

Docket No. E-7, Sub 900 -Duke Energy Carolinas, LLC - On behalf of the Sierra Club, Southern Alliance for 
Clean Energy testified on the reasonableness of the Company’s request to recover construction work in progress in 
rate base and to comment on whether the costs incurred by the Company for the supercritical coal plant Cliffside 
Unit 6 are reasonable and prudent. 2009 

D.P.U. 8-64 - New England Gas Company - On behalf of the Massachusetts Attorney General testified to the 
reasonableness of the accuracy of the Company’s accounting data as it related to affiliate transaction with the parent 
Company. 2009 

Formal Case No. 1027 - Washington Gas Light Company - On behalf of the Office of People’s Counsel of the 
District of Columbia testified to the reasonableness of the Company’s use of mechanical couplings and problems 
related thereto. 2009 

Docket No. 6-04204A-08-0571 -- UNS Gas, INC. -- On behalf of the on behalf of the Arizona Residential Utility 
Consumer Office examined the reasonableness of the Company’s embedded cost of service study, proposed revenue 
allocation, and proposed rate design. 2009 

Case 09-S-0029 - Consolidated Edison - On behalf of the County of Westchester testified to the reasonableness of 
the method of allocating costs between the utility’s steam system and its electric system. 2009 

Docket No. 09-0407 - Commonwealth Edison - On behalf of the People of the State of Illinois testified to the 
reasonableness of Company’s Chicago Area smart Grid Initiative. ,2009 

Docket No. E-01345A-08-0172 - Arizona Public Service - On behalf of the on behalf of the Arizona Corporation 
Commission examined the reasonableness of the Company’s embedded cost of service study, proposed revenue 
allocation, proposed rate design and proposal regarding demand side management cost recovery. 2009 

Case 9182 - Maryland Water Service, Inc. - On behalf of the Maryland Office of People’s Counsel examined the 
reasonableness of the utility’s proposed bulk purchased water rate increase. 2009 

Case 9182 - Artesian Water Maryland, Inc. - On behalf of the Maryland Office of People’s Counsel examined the 
reasonableness of the utility’s proposed advance fees to connect new water customers in the Whitaker Woods 
subdivision. 2009 

Case 08-E-0539 -Consolidated Edison - Electric Rates -- On behalf of County of Westchester testified to the 
reasonableness of the Company’s proposal to increase retail electric rates by $854 million. 2008 

Docket No. 08-07-04 - United Illuminating - On behalf of the Connecticut Office of Consumer’s Counsel examined 
the reasonableness of the Company’s proposed construction budget. 2008 

Docket No. 08-06036 - Spring Creek Utilities - On behalf of the Nevada Attorney General’s Bureau of Consumer 
Protection testified on the overall revenue requirement, the cost allocation and amortization of a new fmancial 
accounting system, the appropriate level of rate case expense, allocation of corporate salaries, recovery of property 
taxes, and rate design. 2008 

D.P.U. 8-35 - New England Gas Company - On behalf of the Massachusetts Attorney General testified to the 
reasonableness of the Company’s request to increase rates in light of the tenns of a previous settlement, the level of 
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Case No. 9134 - Green Ridge Utilities, Inc. - on behalf of the Maryland Office of People’s Counsel examined the 
reasonableness of the utility’s proposed rate application including the appropriate cost allocation and amortization 
period for expenses incurred to develop and implement Project Phoenix (a new software and financial accounting 
system project), the appropriate level of rate case expense, the requested rate of return and the appropriate level and 
allocation for common expenses from the parent company. 2008 

Case No. 9135 -- Provinces Utilities, Inc. - on behalf of the Maryland Office of People’s Counsel examined the 
reasonableness of the utility’s proposed rate application including the appropriate cost allocation and amortization 
period for expenses incurred to develop and implement Project Phoenix (a new software and financial accounting 
system project), the appropriate level of rate case expense, the requested rate of return and the appropriate level and 
allocation for common expenses from the parent company. 2008 
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expenses being charged f7om the parent Company to the affiliate, the proposed increase in depreciation expense and 
the proposed revenue allocation and rate design. 2008 

Docket No. 08-96 -Artesian Water Company - on behalf of the Staff of the Delaware Public Service Commission 
examined the reasonableness of the Company’s cost of service study and proposed revenue allocation and rate 
design. 2008 

Docket No. 05-03-17PH02 - Southern Connecticut Gas Company - on behalf of the Connecticut Office of 
Consumer’s Counsel examined the reasonableness of the Company’s embedded costs of service study and proposed 
revenue allocation and rate design. 2008 

Docket No. 06-03-04PH02 - Connecticut Natural Gas Corporation - on behalf of the Connecticut Office of 
Consumer’s Counsel examined the reasonableness of the Company’s embedded cost of service study and proposed 
revenue allocation and rate design. 2008 

Docket No. G-0155 1A-07-0504 - Southwest Gas Corporation - on behalf ofthe Arizona Corporation Commission 
examined the reasonableness of the Company’s embedded cost of service study, proposed revenue allocation, 
proposed rate design and proposals regarding revenue decoupling. 2008 

Docket No. E-01933A-07-0402 -Tucson Electric Power Company - on behalf of the Arizona Corporation 
Commission examined the reasonableness of the Company’s embedded cost of service study, proposed revenue 
allocation, proposed rate design and proposals regarding mandatory time of use rates. 2008 

Docket No. 07-09030 - Southwest Gas Corporation - on behalf of the Staff of the Nevada Public Utilities 
Commission testified on the reasonableness of the utility’s proposed depreciation rates. 2008 

Civil Action 05-C-457-1 -Dominion Hope - on behalf of former employee of the utility examined the utility’s 
hedging and sales for resale practices between affiliates. 2008 

Case 07-829-GA-AIR - Dominion East Ohio - on behalf of the Office of the Ohio Consumer’s Counsel examined 
the reasonableness of the Company’s embedded cost of service study, proposed revenue allocation and rate design 
and examined the reasonableness of proposals on revenue decoupling and straight fixed variable rate design. 2008 

Case 07-S-13 15 - Consolidated Edison Steam Rates -- On behalf of County of Westchester testified to the 
reasonableness of the method of allocating costs between the utility’s steam system and its electric system. 2008 

Case 07-M-0906 - Energy East and Iberdrola - On behalf of Nucor Steel, Auburn, Inc. examined the reasonableness 
of the proposed Acquisition of Energy East Corporation by Iberdrola merger. 2008 

Case 07-E-0523 - Consolidated Edison -Electric Rates -- On behalf of County of Westchester testified to the 
reasonableness of the Company’s proposal to increase retail electric rates by over $1.2 billion or 33%. 2007 

Docket Nos. ER07-459-002, ER07-513-002, and EL07-11-002 -Vermont Transco -- on behalf of the Vermont 
Towns of Stowe and Hardwick, and the Villages of Hyde Park, Johnson and Morrisville on whether the direct 



assignment and rate impacts of a proposed transmission line were with current policy of the Federal Energy 
Regulatory Commission 2007 

Docket No. 07-05-19 - Aquarion Water Company - On behalf of the Connecticut Office of Peoples Counsel 
examined the reasonableness of the utility’s proposed revenue allocation, rate design, weather normalization and 
depreciation rates 2007 

Docket No. E-04204A-06-0783 - UNS Electric - On behalf of the Arizona Corporation Commission testified on the 
reasonableness of the utility’s proposed revenue allocation and rate design. 2007 

Docket Nos. 06-1 1022 and 06-1 1023 -Nevada Power Company - On behalf of the Staff of the Nevada Public 
Utilities Commission testified on the reasonableness of the utility’s proposed depreciation rates and expense levels. 
2007 

Case 06-G-1186 - KeySpan Delivery Long Island - on behalf of the Counties of Nassau and Suffolk analyzed the 
Company’s proposed rate design for amortization of costs for expenditures relating to Manufactured Gas Plants, 
2007 

Case 06-M-0878 -National Grid and KeySpan Corporation -- on behalf of the Counties of Nassau and Suffolk 
analyzed the public benefit of the proposed merger, customer service, demand side management programs, rate 
relief as it relates to competition and customer choice, the repowering of the existing generating stations on Long 
Island, and the remediation of contamination caused by Manufactured Gas Plants. 2007 

Docket No. 06-07-08 - Connecticut Water Company - On behalf of the Connecticut Department of Utility Control 
examined the reasonableness of the utility’s proposed depreciation rates, revenue allocation and rate design. 2006 

Docket No. EL07-11-000 - Vermont Transco -- on behalf of the Vermont Towns of Stowe and Hardwick, and the 
Villages of Hyde Park, Johnson and Morrisville evaluated whether the proposed and subsequently abandoned 
allocation of costs for the Lamoille County Project was reasonable and whether the direct assignment and rate 
impacts of a proposed transmission line were with current policy of the Federal Energy Regulatory Commission. 
2006 

Case 05-S-1376 -Consolidated Edison - Steam Rates -- On behalf of County of Westchester testified to the 
reasonableness of the method of allocating costs between the utility’s steam system and its electric system. 2006 

Docket No. 06-48-000 - Braintree Electric Light Department - On behalf of the municipal utility presented an cost 
of service study used to calculate the annual revenue requirement for a generating station that was deemed to be 
required for reliability purposes. 2006 

Case 05-E-1222 -New York State Electric and Gas Corporation - On behalf of Nucor Steel, Auburn, Inc. examined 
the reasonableness of the utility’s proposed average service lives, forecast net salvage figures, and proposal to 
switch from whole life to remaining life method. 2006 

Docket No. 05-10004 - Sierra Pacific Power Company - On behalf of the Staff of the Nevada Public Utilities 
Commission testified on the reasonableness of the utility’s proposed electric depreciation rates and expense levels. 
2006 

Docket No. 05-10006 - Sierra Pacific Power Company - On behalf of the Staff of the Nevada Public Utilities 
Commission testified on the reasonableness of the utility’s proposed gas depreciation rates and expense levels. 2006 

Docket No. ER06-17-000 - IS0 New England, Inc. - On behalf of a group of municipal utilities in Massachusetts 
prepared an affidavit on the reasonableness of proposed changes to the Regional Network Service transmission 
revenue requirements rate setting formula. 2005 

Case 04-E-0572 - Consolidated Edison - Electric Rate - On behalf of the County of Westchester testified to the 
reasonableness of the Company’s revenue allocation amongst service classes and the company’s fully allocated 



embedded cost of service study. 2004 

Docket No. 04-02-14 - Aquarion Water Company -On behalf of the Connecticut Department of Utility Control 
examined the reasonableness of the utility’s proposed depreciation rates, weather normalization proposal and certain 
operation and maintenance expense forecasts. 2004 

Docket No. U-13691 -Detroit Thermal, LLC - On behalf of the Henry Ford Health Systems testified on the 
reasonableness of the utility’s proposed default tariffs for steam service. 2004 

Docket No. 04-301 1 - Southwest Gas Corporation - On behalf of the Staff of the Nevada Public Utilities 
Commission testified on the reasonableness of the utility’s proposed depreciation rates and expense levels. 2004 

Docket No. ER03-563-030 -- Devon Power, LLC, ef al. - On behalf of the Wellesley Municipal Light Plant filed a 
prepared affidavit with FERC with respect the proposal of IS0 New England, Inc. to establish a locational Installed 
Capability market in New England. 2004 

Docket No, 03-10002 -Nevada Power Company - On behalf of the Staff of the Nevada Public Utilities 
Commission testified on the reasonableness of the utility’s proposed depreciation rates and expense levels. 2004 

Case 03-E-0765 - Rochester Gas and Electric Corporation - Before the New York Public Service Commission 
submitted testimony on rate design, rate unbundling, depreciation, commodity supply and reasonableness and 
ratemaking treatment of proceeds from the sale of a nuclear generating plant. 2003 

New York State Department of Taxation and Finance Versus Brooklyn Navy Yard Cogeneration Partners - 
Testified on behalf of independent power producer in income tax case regarding tax payments associated with gas 
used to produce electricity. Testimony focused on ratemaking policies and practices in New York State. 2003 

Docket No. 2930 -Narragansett Electric - Before the Rhode Island Public Utilities Commission submitted 
testimony on the reasonableness of the utility’s proposed shared savings filing and its implications for the overall 
reasonableness of the Company’s distribution rates. 2003 

Docket No. 03-07-01 - Connecticut Light and Power Company -Before the Connecticut Department of Public 
Utility Control testified to the recovery of “federally mandated” wholesale power costs. 2003 

Docket No. ER03-1274-000 -Boston Edison Company - Before the Federal Energy Regulatory Commission 
submitted affidavit on the reasonableness of the utility’s proposed depreciation rates and expense levels. 2003 

Case 210293 - Coming Incorporated - Before the New York Public Service Commission submitted an affidavit on 
certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in New York 
and the utility’s billing practices as they relate to flex rate contracts. 2003 

Case 3323 1 1 - Nucor Steel Auburn, lnc. - Before the New York State Public Service Commission submitted an 
affidavit on certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in 
New York and the utility’s billing practices as they relate to flex rate contracts. 2003 

Case 6455103 -Prepared affidavit for consideration by the Supreme Court of the State of New York as to the 
purpose, need and fuel choice for the Jamaica Bay Energy Center (Jamaica Bay) as it related to good utility planning 
practice for meeting the energy needs of utility customers. 2003 

Case 00-M-0504 -New York State Electric and Gas Corporation - Reviewed reasonableness of utility’s fully 
allocated embedded cost of service study and proposed unbundled delivery rates. 2002 

Docket No. TX96-4-001- On behalf of the Suffolk County Electrical Agency proposed unbundled embedded cost 
rates for wheeling of wholesale power across distribution facilities. 2002 

Case 00-E-1 205 - Consolidated Edison: Electric Rate Restructuring - On behalf of Westchester County, addressed 



reasonableness of having differentiated delivery services rates for New York City and Westchester. 2001 

Case 01-E-0359 - Petition of New York State Electric & Gas - Multi-Year Electric Price Protection Plan - 
Addressed reasonableness of Price Protection Plan (PPP); presented alternative rate plan that called for 20% 
decrease in utility’s base rates. 2001 

Case 0 1-E-00 1 1 - Joint Petition of Co-Owners of Nine Mile Nuclear Station - Addressed the reasonableness of the 
proposed nuclear asset sale and the ratemaking treatment of the after gain sale proposed by NYSEG. 2001 

Docket No. EL00-62-005 - IS0  New England Inc. - Submitted affidavit on reasonableness of ISO’s proposed 
$4.75/kW/month Installed Capability Deficiency Charge. June 200 1 

Docket No. EL00-62-005 - IS0  New England Inc. - Submitted affidavit on reasonableness of proposed 
$0.17/kW/month Installed Capability Deficiency Charge. January 200 1 

Docket No. 2861 - Pascoag Fire District: Standard Offer, Charge, Transition Charge and Transmission Charge - 
Testified on elements of individual charges, procedures for calculation and reasons for changes fiom previous filed 
rates. 2001 

Case 96-E-0891 -New York State Electric & Gas: Retail Access Credit Phase - On behalf of a large industrial 
customer, testified on cost of service considerations regarding NYSEG’s earnings performance under the terms of a 
multi-year rate plan and the appropriate level of Retail Access Credit for customers seeking alternate service fiom 
alternate suppliers. 2000 

Docket No. EW9-978-000 -Boston Edison Company: Open Access Transmission Tariff - Testified on design, 
revenue requirement, and reasonableness of proposed formula rates proposed by Boston Edison Company for 
calculating charges for local network transmission service under open access tariff. 1999 

Docket Nos. OA97-237-000, et. al. -New England Power Pool: OATT - Testified on desigp, revenue requirement, 
and reasonableness of proposed formula rate for transmission service; testified to proposed rates, charges, terms and 
conditions for ancillary services. 1999 

Docket No. 2688 - Pascoag Fire District: Electric Rates - Testified on elements of savings resulting from 
renegotiation of contract with wholesale power supplier and presented analysis that justified need for and amount of 
base rate increase. 1998 

I 
New York State Department of Taxation and Finance Versus Zapco Energy Tactics Corporation - Testified on 
behalf of independent power producer in income tax case regarding tax payments associated with electric 
interconnection equipment. Testimony focused on policies and practices faced in doing business in New York 
State. 1998 

Docket No. 25 16 - Pascoag Fire District: Utility Restructuring - Testified on manner and means for utility’s 
restructuring in compliance with Rhode Island Utility Restructuring Act of 1996. Testimony presented a 
methodology for calculating stranded cost charge, unbundled rates, and new terms and conditions of electric services 
in deregulated environment. 1997 

Case 94-E-0334 - Consolidated Edison: Electric Rates - Led Staff team in review of utility’s multi-year rate filing 
seeking increased rates of $400 million. Directed team in review of resource planning, power purchase contract 
administration, and fuel and purchased power expenses and testified on reasonableness of company’s actions 
regarding buy-out of contract with an independent power producer and renegotiation of contract with another 
independent power producer. Lead negotiations for multi-year settlement and performance-based ratemaking 
package that resulted in a three-year rate freeze. 1994 

Case 93-G-0996 - Consolidated Edison: Gas Rates - Testified on reasonableness of utility’s proposed depreciation 
rates. 1994 



L 

Case 93-S-0997 - Consolidated Edison: Steam Rates - Testified on reasonableness of utility’s resource planning for 
steam utility system. 1994 

Case 93-S-0997 and 93-G-0996 - Consolidated Edison: Steam Rates - Testified on reasonableness of multi-year 
rate plan proposed by the utility. 1994 

Case 94-E-0098 -Niagara Mohawk: Electric Rates -Reviewed utility’s management of its portfolio of power 
purchase contracts with independent power producers for the reasonableness of recovery of costs in retail rates. 
1994 

Case 93-E-0807 - Consolidated Edison: Electric Rates - Testified on rate recovery mechanism for costs associated 
with termination of five contracts with independent power producers. 1993 

Case 92-E-0814 -Petition for Approval of Curtailment Procedures - Testified on methodology for estimating 
amount of power required to be curtailed and staffs estimate of curtailment. 1992 

Case 90-S-0938 - Consolidated Edison: Steam Rates - Testified on reasonableness of utility’s embedded cost of 
service study, and proposed revenue re-allocation and rate design. 1991 

Case 9 1-E-0462 - Consolidated Edison: Electric Rates - Implementation of partial pass-through fuel adjustment 
incentive clause. 199 1 

Case 90-E-0647 - Rochester Gas and Electric: Electric Rates -Analysis and estimation of monthly fuel and 
purchased power costs for use in utility’s perfomiance based partial pass-through he1 adjustment clause. 1990 

Case 29433 - Central Hudson Gas and Electric: Electric Rates - Analysis of utility’s construction budgeting 
process, rate year electric plant in service forecast, lease revenue forecast, forecast and rate treatment of profits from 
sales of wholesale power and estimation of fuel and purchased power expenses for use in the utility’s partial pass- 
through fuel adjustment clause. 1987 

Case 29674 -Rochester Gas and Electric: Electric Rates - Review of utility’s historic and forecast O&M 
expenditure levels forecast and rate treatment of profits e o m  wholesale power, and estimation of fuel and purchased 
power expenses, and price out of incremental revenues fi-om increased retail sales. 1987 

Case 29195 - Central Hudson Gas and Electric: Electric Rates - Review of utility’s construction budgeting process, 
analysis of rate year electric plant in service, forecast and rate treatment of profits from sales of wholesale power, 
and estimation of fuel and purchased power expenses. 1986 

Case 29046 - Orange and Rockland Utilities: Electric Rates - Testified on the reasonableness of the utility’s 
proposed depreciation rates and expense levels. 1985 

Case 283 13 - Central Hudson Gas and Electric: Electric Rates - Review of utility’s construction budgeting process; 
analysis of rate year electric plant in service forecast; review of rate year operations and maintenance expense 
forecast; forecast and rate treatment of profits from sales of wholesale power; estimation of fuel and purchased 
power expenses. 1984 

Case 283 16 - Rochester Gas and Electric: Steam Rates -Price out of steam sales including the review of historic 
sales growth, usage patterns and forecast number of customers. 1984 

National Association of State Utility Consumer Advocates Annual Conference, 20 12 - Speaker accelerated main 
replacement programs 



. 

Multiple Intervenors Annual Conference - What Will Impact Market Prices? 1998, Syracuse, New York - Speaker 
on the impact that deregulation would have on market prices for large industrial customers. 

IBC Conference - Successhl Strategies for Negotiating Purchased Power Contracts, 1997, Washington, DC - 
Speaker on NY power purchase contract policies, ratepayer valuation, contract approval process and policy on 
recovery of buyout costs. 

Gas Daily Conference -Fueling the Future: Gas’ Role in Private Power Projects, 1992, Houston, Texas -Panel 
member addressing changing power supply requirements of electric utilities. 

Member Municipal Electric Utility Association 
Northeast Public Power Association 
New York State Independent System Operator 
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EPCOR Water Arizona Inc. 

Historic and Proposed Replacements of 
Meters, Services, Valves and Miles of Main 

Propsed Annual Replacements /1 

Meters Services Valves Mains 

(4 (4 (#) (Miles of) 

Mohave Water 
Paradise Valley Water 
Sun City Water 
Total 

Historic Annual Replacements /2 

Mohave Water 
Paradise Valley Water 
Sun City Water 
Total 

1,695 155 50 0.68 
"N/A 218 40 0.34 

2,320 271 16 1.10 
4,015 644 106 2.12 

Meters Services Valves Mains 
(#) (Miles of) 

1,650 180 17 0.75 
"N/A 147 7 0.23 

2,553 21 7 0.83 
4,203 348 31 1.81 

1 

Proposed vs. Historic (% increase) 

Meters Services Valves Mains 
(#) (Miles of) 

Mohave Water 
Paradise Valley Water 
Sun City Water 
Total 

3% -14% 194% -10% 
"N/A 49% 471% 50% 

-9% 1190% 142% 33% 
-4% 85% 246% 17% 

11- Per Company SIB Plan as presented by Company Witness Coleman 

/2 - For Mohave Water - See Exhibit CC - 1 -A, Pages 1-6 and 4-1 and RUCO DRs 7.08 
and 7.13 

For Paradise Valley - See Responses to  RUCO DRs 7.08,7.15 and 7.16 

For Sun City- See responses to RUCO DRs 7.05, 7.06, and 7.08 and for Meters SIB 
Exhibit CC-1-B, page 4-1 



COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-Ol303A-14-0010 

Response provided by: 
Title: Operations Directors 

Shawn Hubbard, Jeff Stuck 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 7.08 

Q: For each of the Paradise Valley, Mohave and Sun City Water Districts, please 
provide the number of valves replaced for each year of the period 2009-2013. 

A: 

* n/a indicates that there were costs associated with the replacement of 
valves, but the number of units replaced is not available 



. 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-0 1 303A-14-00 1 0 

Response  provided by: Candace Coleman 
Title: Engineer, Planning 

Address:  2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response  Number: RUCO 7.13 

Q: Re: Testimony of Candace Coleman, page 8, Ms. Coleman states that there are 
over 200 miles of mains in the Mohave Water District and that EWAZ is proposing 
a main replacement plan that will include the replacement of about 18,000 feet of 
pipe between 2015 and 2019 at an approximate cost of $4.6 million over the five- 
year period. Please provide the following: 

a) by vintage, please provide pipe material miles of main in the Mohave 
Water District installed between 1955 and 2013, 
b) the cost of repairs to mains for the last five years in the Mohave Water 
District, 
c) the cost of repairs to mains installed between 1959 and 1975, 
d) 
replaced. 
e) the vintage of pipe to be replaced between 201 5 and 201 9 
f) work papers used to justify the replacement of the identified mains in the 
CSP and five-year capital investment plan. 

the system by which the Company determined which pipes would be 

A: 
a) Please see the table on the following pages. 
b) The total cost of repairs to mains for the last five years was $170,286. 
c) This information is not available on a project specific basis. 
d) Pipes to be replaced are those which have required numerous repairs in the last 

five years, are known to be currently leaking, and/or are in the immediate vicinity of 
pipe of the same material and age which has needed numerous repairs. 

e) This information is provided Section 3, Table I, 3-1 through Table I ,  3-5 in the 
Mohave SIB Engineering Report. 

9 The Mohave SIB Engineering Report, in Section 3, includes the justification for the 
ma ins identified for re place men t . 



1955 2.49 
AC 0.93 
ABS 1.56 

1958 1.20 
AC 0.01 
ABS 1.19 

1959 
AC 

~- 

5.89 
0.25 

ABS 5.63 
1960 1.94 

ABS 1.94 
AC 0.01 

1964 
, ABS 

1.09 
1.09 

1966 5.99 

ABS 3.35 
AC 2.64 

1967 
AC 

AC Asbestos Cement 
DI 
PVC Polyvinyl Chloride 
ABS Acrylonitrile butadiene styrene 

Ductile Iron 

38.94 
4.84 

ABS 34.11 
1968 7.88 

ABS 7.88 
1969 3.39 

ABS 3.39 
1970 9.74 

AC 1.55 
ABS 

1971 
AC 

~- 

8.19 
12.52 
2.23 

ABS 10.29 
13.85 

AC 3.42 
ABS 10.43 

1973 5.15 
AC 1.14 
ABS 4.01 

1974 
AC 

1972 - 

2.64 

ABS 
0.98 
1.67 
11.28 
2.08 

ABS 9.21 
0.66 
0.46 

1977 
AC 

1979 

- 

PVC 0.21 
3.20 __- 



AC 1.47 
ABS 1.73 

1980 6.15 
AC 0.23 
ABS 5.92 

1982 6.64 
AC 5.73 
ABS 0.90 

1983 1.07 
AC 0.27 
PVC 0.79 

1984 0.58 
AC 0.58 

1985 8.25 
AC 0.33 
PVC 7.51 
ABS 0.42 

1986 6.13 
AC 4.27 
PVC 1.86 

1987 1.91 
AC 0.02 
PVC 1.78 
ABS 0.11 

1988 2.74 
DI 1.15 
PVC 1.25 
ABS 0.34 

1989 2.64 
DI 0.02 
PVC 2.61 
ABS 0.01 

1990 6.33 
AC 1.01 
PVC 5.30 
ABS 0.02 

1992 3.08 
PVC 3.08 

1993 0.68 
PVC 0.68 

1994 1.32 
PVC 1.32 

1995 2.45 
PVC 2.45 

1996 9.19 
DI 1.39 
PVC 7.79 

5.07 
DI 0.05 
PVC 5.02 

- 

_ _ _ ~  1997 



1998 1.72 

PVC 0.63 
1999 2.52 
PVC 2.52 

DI 1.09 

2000 2.00 
PVC 2.00 

2001 2.85 
PVC 2.85 

2002 3.84 
PVC 3.84 

2003 2.60 
PVC 2.60 

2004 4.66 
PVC 4.66 

2005 7.39 
PVC 7.39 

2006 2.59 
PVC 2.59 

2007 1.98 
PVC 1.98 

2008 1.96 
PVC 1.96 

2009 0.37 
PVC 0.37 

2010 0.08 
PVC 0.08 

2011 1.99 
PVC 1.99 

2012 0.34 
PVC 0.34 

2013 0.99 
PVC 0.99 

No data 3.32 
No data  2 3 1  J . J L  - - - - -  -_ - --.-- 

GrandTotal , . 233.32 



COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Candace Coleman 
Title: Engineer, Planning 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 7.05 

Q: Re: Testimony of Candace Coleman, page 11, Ms. Coleman states that the native 
soil type in the area of the Sun City Water District has necessitated the repair of 
more than 200 repairs of mains in the last five years and that half of these repairs 
occurred in the mains installed between 1959 and 1963. She further states that 
considering the pipes that are at the highest risk for failure in the system, the 
Company plans to replace about 5 miles of pipe in the Sun City Water District 
between 2015 and 2019 at a total cost of approximately $4.1 million. These 5 
miles of pipe to be replaced is out of 320 miles of mains in the District. Based on 
this, please provide the following: 

a) by vintage, please provide pipe material miles of main in the Sun City 
Water District installed between 1959 and 201 3, 
b) the definition of high risk mains, 
c) the cost of repairs to mains for the last five years in the Sun City Water 
District, 
d) the cost of repairs to mains installed between 1959 and 1963, 
e) 
hig h-risk 
f) the vintage of pipe to be replaced between 2015 and 2019 
g) work papers used to justify the replacement of the identified mains in the 
CSP and five-year capital investment plan. 

the system by which the Company determines if a section of pipe is 

A: 
a) Please see the table on the following pages. 
b) A high risk main is a main that has broken multiple times or that is in the immediate 

vicinity of other breaks on mains of the same age, material, or construction 
conditions. 

c) The cost of repairs to mains for the last five years was $709,741. 
d) This information is not available on a project specific basis. 
e) We make this determination based on the definition in b), above. 
9 This information is provided Section 3, Table I ,  3-1 through Table I, 3-5 in the Sun 

City SIB Engineering Report. 
g) The Sun City SIB Engineering Report, in Section 3, includes the justification for the 

mains identified for replacement. 



4 

c 

Main Install Year and Material 

1959 23.24 
AC 23.24 

1960 19.46 
AC 19.46 

1961 2.40 
AC 2.40 

1962 9.52 
AC 9.52 

1963 8.13 
AC 8.13 

1965 4.57 
AC 4.57 

1966 10.29 
AC 10.29 

1967 7.01 
AC 7.01 

1968 1.09 
AC 1.09 

1969 20.37 
AC 20.37 

1970 18.65 
AC 5.97 
UNK 12.68 

1971 24.32 
AC 24.32 

1972 24.53 
AC 24.53 

1973 23.50 
AC 23.50 

1974 15.16 
AC 15.16 

1975 7.24 
AC 7.24 
PVC 0.00 

AC 9.34 
PVC 3.73 

1976 13.07 

5.78 

AC 5.78 
10.73 

AC 9.42 
PVC 1 .31  

~ _ _ _ _ _  1977 ___ 

-__̂ I 

1978 

AC Asbestos Cement 
CIU Cast Iron 
DI Ductile Iron 
PVC Polyvinyl Chloride 

UNK Unknown 



b 

. 
1979 15.34 
AC 5.62 
PVC 9.71 

1980 1.76 
AC 1.76 

1982 0.22 
PVC 0.22 

1983 10.27 
AC 0.71 
PVC 9.56 

1985 0.44 

AC 0.44 
1995 1.72 

DI 0.10 
PVC 1.61 
(blank) 0.01 

1996 0.58 
PVC 0.58 

1998 8.75 
DI 0.42 
PVC 8.33 

1999 2.51 
PVC 

2000 
2.51 
2.12 

PVC 2.12 
2001 1.56 

PVC 1.56 
2002 0.71 

DI 0.03 
PVC 0.69 

2003 3.77 
PVC 

2004 
3.77 
3.98 

PVC 
2005 

3.98 
0.09 

PVC 0.09 
2006 1.56 

DI 0.05 
PVC 1.51 

2007 6.60 

DI 5.84 
PVC 0.76 

2008 2.55 
DI 0.89 
PVC 1.67 



2009 0.47 

PVC 0.36 

2010 0.17 
DI 0.17 

2011 0.75 
DI 0.04 
PVC 0.71 

2012 2.73 
DI 0.06 
PVC 2.68 

DI 0.10 

UNK 0.00 

2013 
PVC 

0.01 
0.01 

(blank) 0.40 



COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-O1303A-14-0010 

Response provided by: Candace Coleman 
Title: Engineer, Planning 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Companv ResDonse Number: RUCO 7.06 

Q: Re: Testimony of Candace Coleman, page 11, Ms. Coleman states that the Sun 
City Water District has approximately 23,600 service connections the age of these 
services generally matches the age of the mains in the District. Ms. Coleman 
states that many of these services are galvanized steel pipe, which has been 
found to be highly corroded and failing at a high rate, and using historical data the 
Company has determined the likelihood that services of a certain age, material, 
and location have failed or are at risk for immediate failure. Based on this data, 
Ms. Coleman states that EWAZ plans to replace approximately 1,100 services 
between 2015 and 2019 at a total cost of about $4.3 million. Based on this, please 
provide the following: 

a) by vintage, please provide the number of services in the Sun City Water 
District installed between 1959 and 201 3, 
b) an explanation of how a vintage of services is determined to be at risk 
for immediate failure with further explanation of how the age, material and 
location of the service factor into this determination, 
c) the cost of repairs to services for the last five years in the Sun City 
Water District, 
d) the number of services replaced in the last five years, 
e) the vintage of services to be replaced between 2015 and 2019, 
f) work papers used to justify the replacement of the identified mains in the 
CSP and five-year capital investment plan. 

A: 
a) Please see the table on the following pages. 
b) The original services in the area of Sun City in which we propose replacements are 

all 40 to 50 years old and are galvanized steel, which is prone to corrosion. The 
location of a service can affect its useful life due to factors such as soil chemistry, 
water chemistry, system pressure, installation method, and material quality. 

c) The total cost of repairs to services for the last five years was $352,443. 
d) There were 107 services replaced in the last five years. 
e) This information is provided Section 1, Table I ,  1-1 through Table I ,  1-5 in the Sun 

City SIB Engineering Report. 
f) Section 1 of the Sun City SIB Engineering Report includes the justification for the 

services identified for replacement. 

4 



Services Installed bv Year 

1900 
1959 
1960 
1962 
1963 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1982 
1983 
1985 
1995 
1996 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
200s 
2006 
2007 
2008 
2009 
2010 
2011 
2012 
2013 

8 
7 10 
679 

1448 
7 86 
485 
932 
503 
82 

1667 
1149 
1999 
1933 
1571 
1388 
615 
810 
517 

1185 
1334 

55 
5 

65 
7 

28 
28 
86 

191 
243 
24 
27 

390 
620 

3 
208 
151 
288 
18 
5 
9 

42 
7 



COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-O1303A-14-0010 

Response  provided by: Candace Coleman 
Title: Engineer, Planning 
Title: 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response  Number: RUCO 7.15 

Q: Re: Testimony of Candace Colemen, page 9, Ms. Coleman states that there are 
over 130 miles of mains in the Paradise Valley Water District and that EWAZ is 
proposing a main replacement plan that will include the replacement of about 
9,300 feet of pipe between 2015 and 2019 at an approximate cost of $1.7 million 
over the five-year period. Please provide the following: 

a) by vintage, please provide pipe material miles of main in the Paradise 
Valley Water District installed between 1946 and 2013, 
b) the cost of repairs to mains for the last five years in the District, 
d) the cost of repairs to mains installed between 1946 and 1960, 
e) the system by which the Company determined which pipes would be 
replaced. 
f) the vintage of pipe to be replaced between 2015 and 2019 
g) work papers used to justify the replacement of the identified mains in the 
CSP and five-year capital investment plan. 

A: a) See attached table 

b) $512,190 was spent on main replacements from 2009 to 2013. 

d) This information is not available on a project specific basis. 

e) Pipes to be replaced are those which have required numerous repairs in the last 
five years, are known to be currently leaking, and/or are in ,the immediate vicinity of 
pipe of the same material and age which has needed numerous repairs. 

9 The age of the pipes to be replaced is included in the Paradise Valley SIB 
Engineering Report, Section 3, SIB Plant Table I ,  3-1 through 3-5. 

g) Justification of main replacements is included in the Paradise Valley SIB 
engineering report in Section 3. 



AC 
CIU 
cu 
DI 

PVC 
unknown 
1946 
GALV 

ST 

CI u I 

0.10 
0.17 
0.07 
0.48 
0.09 
0.23 
0.66 
0.01 
0.65 

0.02 

0.54 

0.19 
0.08 

GALV 0.03 
1953 8.04 
AC 3.08 
CIU 
DI 

GALV 
ST 

unknown 

4.63 
0.00 
0.19 
0.11 
0.01 

1954 4.62 
AC 1.16 
CI u 

G ALV 
3.46 
0.01 

CI u 
GALV 

ST 
1956 
AC 
CIU 

GALV 
ST 

1957 3 82 

AC 0.83 

2.85 
0.13 
0.00 
4.78 
1.29 
3.37 
0.08 
0.04 

-1 



CIU 2.95 
cu 0.00 
ST 0.04 
1958 4.27 
AC 2.18 
CI u 2.05 

GALV 0.04 
PVC 0.01 
1959 7.84 
AC 2.69 
CI u 4.96 

GALV 0.19 
unknown 0.00 
1960 5.52 

~ ~~ 

2.97 
0.01 
0.38 

AC 1.13 
CIU 4.16 

GALV 0.22 
PVC 0.01 
ST 0.01 
1961 4.38 
AC 1.16 
CI u 3.21 
1962 1.04 
AC 0.11 
CIU 0.93 
1963 2.18 
AC 0.12 
CIU 2.06 
1964 2.98 
CIU 
DI 

1965 
CIU 0.38 
1966 1.92 
CIU 1.89 

GALV 0.03 
1967 1.32 
CIU 1.32 
1968 2.59 
AC 0.05 
CI u 2.51 
DI 0.01 

PVC 0.02 
1969 0.49 

CIU 0.49 
___ -___-____ 



cu 
GALV 

CIU 0.15 
ST 0.17 

0.20 
AC 0.15 
CIU 0.05 
1984 0.64 
AC 0.64 

0.07 

___ 1983 

- - - - - - - - - - - - -------__ 

- --1__1___ 

1985 

0.01 
0.04 

CIU 
DI 

1972 
AC 
CIU 

0.97 
0.62 
1.92 
0.87 
1.06 

1973 2.36 
AC 2.33 
CIU 0.04 
1974 3.60 
AC 3.60 
1975 2.61 
AC 2.05 
CI u 0.56 
1976 1.32 
AC 1.30 
CIU 0.02 
1977 1.58 
AC 1.38 
CI u 0.16 

GALV 0.03 
1978 11.77 
AC 11.68 
CI u 0.09 
1979 3.31 
AC 3.31 

--__ 
1980 
AC 

-__ 
0.61 
0.61 

1981 0.53 
AC 0.53 

-_ 1982 
AC 

1.46 
1.14 
-- 



PVC 0.07 
1986 0.12 
AC 0.04 
PVC 0.08 
1987 0.17 

CIU 0.01 
PVC 0.16 
1989 0.06 

DI 0.06 
1992 1.25 

DI 0.01 
PVC 1.24 
1993 0.78 
PVC 0.78 
1994 0.44 
PVC 0.44 
1995 6.03 
CIU 0.03 
DI 5.22 
PVC 0.77 
1996 1.65 

DI 0.45 
PVC 1.19 
ST 0.01 
1997 0.95 
AC 0.00 
DI 0.33 
PVC 0.60 

unknown 0.02 
1998 0.70 
AC 0.04 
DI 0.01 
PVC 0.65 
1999 1.61 

CIU 0.12 
DI 0.99 
PVC 0.49 

2000 2.35 

DI 1.34 
PVC 1.01 
2001 0.31 

AC 0.07 
DI 0.06 

PVC 0.19 
2005 2.53 



AC 
DI 

0.00 
2.53 

2006 0.98 
DI 0.84 

PVC 0.14 
1.66 
0.00 
1.15 
0.01 
0.50 

I 

DI 
PVC 

unknown 

2008 1.69 
DI 1.59 

PVC 
unknown 

0.10 
0.00 

2009 0.25 
DI 0.25 

unknown 0.02 
2013 0.37 

DI 0.37 
PVC 0.00 



COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response  provided by: Candace Coleman 
Title: Engineer, Planning 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response  Number: RUCO 7.16 

Q: Re: Testimony of Candace Coleman, page IO, Ms. Coleman states that Company 
plans to replace approximately 1,100 services between 2015 and 2019 in the 
Paradise Valley Water District at a total cost of about $4.3 million. Please provide 
the following: 

a) by vintage, please provide the number of services in the Paradise Valley 
Water District installed between 1946 and 201 3, 
b) an explanation of how a vintage of services is determined to be at risk for 
immediate failure with further explanation of how the age, material and 
location of the service factor into this determination, 
c) the cost of repairs to services for the last five years in the Paradise Valley 
Water District, 
d) the number of services replaced in the last five years, 
e) the vintage of services to be replaced between 2015 and 2019, 
9 work papers used to justify the replacement of the identified mains in the 
CSP and five-year capital investment plan. 

A: a) See table below. 

b) The average age of the services that failed and were replaced in 2012 and 2013 
is 52 years. The services in Paradise Valley are constructed of galvanized steel 
which is prone to corrosion. The location of a service can affect its useful life due 
to factors such as soil chemistry, water chemistry, system pressure, installation 
method, and material quality. 

c) A total of $727,727 was spent on service line replacements between 2009 and 
201 3. 

d) There were 118 services replaced in 2012 and 175 replaced in 2013. Data for 
2009 through 201 1 is not available. 

e) The age of the pipes to be replaced is included in the Paradise Valley SIB 
Engineering Report, Section 1, SIB Plant Table I, 1-1 through 1-5. 

9 Justification of service replacements is included in the Paradise Valley SIB 
engineering report in Section 1. 





36 i 

2000 

2001 
2005 
2006 

I 1999 I 39 -1 
__ ~~ 

78 
24 

88 
47 

2008 
2009 
2010 
2011 
2012 

180 
8 

62 
18 
97 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-O1303A-14-0010 

Response provided by: Candace Coleman 
Title: Engineer, Planning 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Companv Response Number: RUCO 7.17 

Q: Re: Direct Testimony of Candace Coleman, page 4; please provide the useful 
service life for valves, meters, mains and services. 

A: The useful service life of an asset depends on factors such as material, location, 
system pressures, soil chemistry, and water chemistry. The useful lives of the 
assets identified in the SIB were estimated for each asset by asset type, material, 
age, and previous repairs and replacements in the immediate vicinity. All assets 
identified in the SIB are recommended for replacement because they are 
considered to be at high risk for failure. Information on the risk factors for each 
replacement project can be found in Table I of the SIB Engineering Report for each 
district. 



* 
L aHIBfT 

EPCOR WATER ARIZONA, INC. 

DOCKET NO. WS-O1303A-14-0010 

SURREBUTTAL TESTIMONY 

OF 

FRANK RADIGAN 

ON BEHALF OF THE 

RESIDENTIAL UTILITY CONSUMER OFFICE 

FEBRUARY 26,2015 



\. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

i a  

19 

20 

2 1  

22 

Surrebuttal Testimony of Frank Radigan 
EPCOR Water Arizona, Inc. 
Docket No. WS-01303A-14-0010 

Q. 

A. 

Q. 

A. 

Q. 

A. 

WHAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY? 

I am responding to certain statements made by Company witness John F. 

Guastella regarding the cause of the debit balances in accumulated depreciation. 

I am also responding to the testimony of Staff witness Michael Thompson. 

COULD YOU PLEASE PROVIDE SOME BACKGROUND ON THE ISSUE 

RELATING TO DEPRECIATION? 

Yes, in the direct testimony of RUCO witness Timothy J. Coley he recommended 

that several abnormal debit accumulated depreciation balances that have 1) 

existed for years or 2) occur in accounts that have zero depreciation rates be 

removed from rate base and the amounts be written off the balance sheet 

acquisition premium account (Coley direct at page 26). It should be noted that the 

acquisition premium account is not reflected in the rate setting process so the 

adjustment has the effect of decreasing the revenue requirement in this case. 

WHAT EXPERTISE DOES MR. GUASTELLA BRING TO THIS ISSUE? 

Mr. Guastella has over 50 years of experience in the utility industry and has 

performed many depreciation studies using both actuarial and comparative 

analysis to set deprecation rates (See Exhibit JFG-IR). Mr. Guastella also 

prepared a depreciation study for EPCOR’s predecessor company in 2010 (See 

Guastella Rebuttal at page 8). 

1 
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Q. WHAT IS MR. GUASTELLA’S OPINION AS TO THE CAUSE OF THE 

ABNORMAL DEBIT ACCUMULATED DEPRECIAITON BALANCES? 

Mr. Guastella states that the abnormal debit balances were caused by early 

retirements (See Guastella Rebuttal at page 3). Mr. Guastella further explains that 

the retirement of an asset earlier than its average service life is a common 

A. 

occurrence for groups of assets which in turn creates an undepreciated balance 

for that asset (Ibid at page 4). The debit balance at issue therefore simply means 

that the total original cost was not recovered through normal depreciation accruals 

because of the early retirement (Ibid). Mr. Guastella concludes that the assets are 

not phantom as some witnesses claim but instead represent the unrecovered 

portion of the cost of the assets that were retired before reaching their average 

service lives (Ibid). 

Q. 

A. 

DO YOU AGREE WITH MR. GUASTELLA’S FINDING ON THIS ISSUE? 

While in theory Mr. Guastella does outline a possibility that could exist, the facts,of 

this case show otherwise. First, the utility presents no facts that the abnormal debit 

accumulated depreciation balances were caused by early retirements with the 

exceptions notated in Mr. Coley’s direct and surrebuttal testimonies. Since the 

utility is the entity that keeps the accounting data for plant in service and 

retirements, if the abnormal depreciation balances were caused by early 

retirements it should be able to show that quite easily. Secondly, Mr. Guastella 

notes that his 2010 depreciation study was done on the basis of a comparative 

2 
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analysis because there was an insufficient specific retirement experience for an 

actuarial study (See Guastella Rebuttal at page 8). This of course explains why 

the utility has provided no proof to Mr. Guastella’s reasoning on the abnormal 

depreciation balances, it does not exist. Third, Mr. Guastella does not even 

address that some of the abnormal depreciation balances were from accounts that 

have no depreciation rates. I can only surmise that this would be a trick issue for 

him since you can’t accrue the depreciation to account for the early retirement if 

there are no accruals on other assets in the account. Fourth, Mr. Guastella agrees 

that the Company will stop depreciation primary plant accounts once the entire 

account is fully depreciated on a prospective basis. Given that the abnormal 

very fact, what Mr. Guastella is 

won’t do it again. 

depreciation balance was partly caused by thi 

really saying is let me keep the money now but 

Each of these four reasons are fatal to Mr. Guastella’s arguments and they clearly 

show that the Company has no real explanation for the abnormal depreciation 

balances but rather just wants to keep the money. The Company’s rebuttal 

testimony on this issue should be given no weight. 

Q. COULD YOU PLESE DISCUSS YOUR ISSUE WITH RESPECT TO MR. 

THOMPSON’S TESTIMONY? 

Mr. Thompson and I both testified as to the proper level of post-test year plant. For 

the Mohave Water District Mr. Thompson certified that $5,398,138 of assets 

A. 
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relating to five post-test year plant projects were in service and he deemed them 

used and useful for rate setting purposes (Thompson Exhibit MST-1 at page 1). 

This compares to the Company’s proposed $7,754,942 of post-test year plant 

additions and my recommended $851,134. The difference between Mr. 

Thompson’s recommendation and the Company’s original request was some small 

changes in cost estimates totaling $66,906 and total exclusion of the Company’s 

“recurring projects.” The difference between Mr. Thompson’s allowance on post- 

test year plant and mine was that he included allowance for three projects that 

were placed in service after December 2013. We both totally excluded allowance 

for recurring projects. 

EPCOR defines recurring projects as simply routine capital improvements which 

are comprised of installing short sections of mains, small pumps, miscellaneous 

tools and equipment and other items considered general equipment (Worlton 

Direct at page 12). I rejected the recurring projects from the rate setting process 

because the proposed projects failed one or more of the Commission’s guiding 

principles for inclusion as post-test year plant. They were neither of such a dollar 

magnitude that exclusion would jeopardize the Company’s financial health or they 

were not revenue neutral as they are being done to decrease lost and unaccounted 

for water which increases billed revenues to the Company, or both (Radigan direct 

1 For Paradise Valley the same issue exists where Mr. Thompson certified the $1,279,112 for the rebuilt 
booster station out of the $2,933,450 requested by the Company and my recommendation to disallow 
the “recurring projects” of $1,654,338 and allow the $1,279, 112 for the booster station. Mr. Thompson 
did not address recurring projects. 

4 
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2 

3 

4 
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10 

11 

12 Q. 

13 A. 

14 

15 

16 

at page 18). Mr. Thompson did not address the issue of recurring projects at all 

for Mohave Water, Mohave Wastewater, Tubac Water, Paradise Valley Water and 

Sun City Water. While the difference between allowance or disallowance of 

projects that came into service after December 2013 is clear from reading Mr. 

Thompson’s, Mr. Worlton’s rebuttal, and my direct testimony in the case of 

recurring projects, Mr. Thompson does not state why he did not address the issue 

of recurring projects or whether they should be included or excluded from rate 

base. I believe the record would benefit from an explanation from staff as to why 

staff did not address the issue of recurring projects and whether they verified all 

these projects were used and useful. 

Does this conclude your surrebuttal testimony? 

Yes. 
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DECISION NO. 74568 

PROPERTY AND FOR INCREASE IN ITS RATES 
AND CHARGES BASED THEREON. 

DATES OF HEARING: 

PLACE OF HEARING: 

ADMINISTRATIVE LAW JUDGE: 

APPEARANCES: 

OPINION AND ORDER 

S:\TJibilian\CCWC\CCWC 13\030 1 180&O.doc 

February 18,19,20,21, and 28,2014 

Phoenix, Arizona 

Teena Jibilian 

Mr. Michael Hallam, LEWIS ROCA ROTHGERBER, 
LLP, on behalf of Applicant; 

Mr. Greg Patterson, on behalf of the Water Utility 
Association of Arizona; 

Mr. Daniel Pozefsky, Chief Counsel, on behalf of the 
Residential Utility Consumer Office; and 

Ms. Bridget Humphrey and Mr. Matthew Laudone, Staff 
Attorneys, Legal Division, on behalf of the Utilities 
Division of the Arizona Corporation Commission. 
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chemicals by $1,476, with a net effect of reducing operating income by %43,786.80 

RUCO disagrees with the Company’s methodology in calculating the moving average of 

1.053 1 percent, asserting that the calculation methodology allows for data manipulation.81 RUCO’s 

witness claims that if a 13 month moving average is used, the declining average is reduced from 

1.0531 percent to 0.6832 percent.82 RUCO recommends that if the declining usage adjustment is 

adopted, CCWC should be required to annually file a report by March 30 detailing the actual increase 

or decrease in water usage by customer class for both residential and commercial customers, using a 

calendar year starting with the 201 3 inf~rmation.’~ 

Staff agrees that a declining usage adjustment is appropriate in this case, but not for the Same 

reasons as the Staffs agreement is based not on the Company’s analysis of the three 

years prior to the test year, but on data provided to Staff by the Company which showed that 

consumption patterns continued to change during the post test year period.85 Staff states that its 

recommendation to adopt the declining usage adjustment is based on a known and measurable change 

to the test year usage levels, and not on events that predate and are already reflected in test year 

results. 86 

For the reasons provided by Staff, the declining usage adjustments proposed by the Company 

are reasonable and will be adopted. Accordingly, adjusted test year revenues for purposes of this 

proceeding are $9,014,985. 

The annual reporting recommended by RUCO is reasonable, and we will direct the Company 

to file reports as a compliance item in this proceeding. While CCWC contends that only residential 

customer usage should be included in the reporting,87 we agree with RUCO that it will be more 

helpll in designing rates in CCWC’s next rate case to examine the usage of all customer classes, and 

not just residential customers, in order to determine whether any declining usage is isolated to 

Direct Testimony of RUCO witness Jeffrey M. Michllk, Exh. R-13 at 27-28. ’’ Id. ’’ Direct Testimony of RUCO witness Jeffrey M. Michlik, Exh. R-13 at 28. 
K3 Id.; Surrebuttal Testimony of RUCO witness Jeffrey M. Michlik, Exh. R-15 at 10-1 1. 
B4 Staff Br. at 15. ’’ Direct Testimony of Staff witness Gerald Becker, Exh. S-8 at 26. 
36 Id. 
” Rebuttal Testimony of CCWC witness Sheryl L. Hubbard at 22. 

15 DECISION NO. 74568 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-O1303A-14-0010 

Response provided by: 
Title: ConsultanWitness 

Thomas J. Bourassa 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 2.03 

Q: Water Usage - Please provide the total water usage by month, by customer class, 
and by customer meter size from July 2013 to April 2014 for all districts filed by 
the Company in this case. For example, I inch residential meter, 2,254,390 gallons 
for the month of July 2013, 2,140,000 for the month of August 2013, 2,311,780 for 
the month of September 201 3, etc. 

A: The attached spreadsheet labeled “RUCO 2.03 Water Usage.xlsx” provides the 
total water usage by month, by customer class, and by customer meter size from 
July 2013 to April 2014 for all districts filed by the Company in this case other than 
Mohave Waste Water District. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Sandy Murrey 
Title: Rates Analyst 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 32.04 

Q: Number of Customers and Water Usaqe - Please update RUCO data request 
2.01, 2.02, and 2.03 to include the months of May 2014 through January 2015, and 
continue to update monthly thereafter. 

A: The attached spreadsheet labeled “RUCO 32.04 Actual Number of 
Customers.xlsx” provides the actual number of customers by month, by customer 
class, and by customer meter size from May 2014 to January 2015 for all districts 
filed by the Company in this case. 

The attached spreadsheet labeled “RUCO 32.04 Water Usage.xlsx” provides the 
total water usage by month, by customer class, and by customer meter size from 
May 2014 to January 2015 for all districts filed by the Company in this case other 
than Mohave Wastewater District. 

In order to calculate the average water usage by month, by customer class, by 
customer meter size, for each district filed in the case please use the total water 
usage contained in attachment “RUCO 32.04 Water Usage.xlsx” and divide it by 
the appropriate number of customers contained in “RUCO 32.04 Actual Number of 
Customers.xlsx” which is also attached to this data response. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-0 1 303A-14-00 1 0 

Response provided by: 
Title: ConsultanWitness 

Thomas J. Bourassa 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: RUCO 2.03 

Q: Water Usage - Please provide the total water usage by month, by customer class, 
and by customer meter size from July 2013 to April 2014 for all districts filed by 
the Company in this case. For example, 1 inch residential meter, 2,254,390 gallons 
for the month of July 2013, 2,140,000 for the month of August 2013, 2,311,780 for 
the month of September 2013, etc. 

A: The attached spreadsheet labeled “RUCO 2.03 Water Usage.xlsx” provides the 
total water usage by month, by customer class, and by customer meter size from 
July 2013 to April 2014 for all districts filed by the Company in this case other than 
Mohave Waste Water District. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-O1303A-14-0010 

Response provided by: Sandy Murrey 
Title: Rates Analyst 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

ComDanv ResDonse Number: RUCO 32.04 

Q: Number of Customers and Water Usaqe - Please update RUCO data request 
2.01 , 2.02, and 2.03 to include the months of May 2014 through January 201 5, and 
continue to update monthly thereafter. 

A: The attached spreadsheet labeled “RUCO 32.04 Actual Number of 
Customers.xlsx” provides the actual number of customers by month, by customer 
class, and by customer meter size from May 2014 to January 2015 for all districts 
filed by the Company in this case. 

The attached spreadsheet labeled “RUCO 32.04 Water Usage.xlsx” provides the 
total water usage by month, by customer class, and by customer meter size from 
May 2014 to January 2015 for all districts filed by the Company in this case other 
than Mohave Wastewater District. 

In order to calculate the average water usage by month, by customer class, by 
customer meter size, for each district filed in the case please use the total water 
usage contained in attachment “RUCO 32.04 Water Usage.xlsx” and divide it by 
the appropriate number of customers contained in “RUCO 32.04 Actual Number of 
Customers.xlsx” which is also attached to this data response. 
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Consumption 

1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
25,000 
30,000 
35,000 
40,000 

.ooc 

38" Residential 
Minimum Charge $ 25.1 5 

1st Tier Rate 
1st Tier Breakover 

2nd Tier Rate 

Incremental Tier 2 Rate 

2nd Tier Breakover 
3rd Tier Rate 

Incremental Tier 3 Rate 
3rd Tier Breakover 

4th Tier Rate 

Incremental Tier 4 Rate 
4th Tier Breakover 

5th Tier Rate 

Incremental Tier 5 Rate 
5th Tier Breakover 

6th Tier Rate 

Incremental Tier 6 Rate 
6th Tier Breakover 

Rates 

I .0500 
5,000 

1.2500 

0.2000 

15,000 
2.2000 

0.9500 
40,000 
2.7710 

0.571 0 
80,000 
3.3610 

0.5900 
999,999,999 

R . . . ~ ~ .  

$ 25.15 
$ 26.20 
$ 27.25 
$ 28.30 
$ 29.35 

30.40 
31.65 
32.90 
34.1 5 
35.40 
36.65 
37.90 
39.15 
40.40 
41.65 
42.90 
45.10 
47.30 
49.50 
51.70 
53.90 
64.90 
75.90 
86.90 
97.90 

Minimum Charge $ 26.1 6 
1 st Tier Rate 

1 st Tier Breakover 
2nd Tier Rate 

Incremental Tier 2 Rate 

2nd Tier Breakover 
3rd Tier Rate 

Incremental Tier 3 Rate 
3rd Tier Breakover 

4th Tier Rate 

Incremental Tier 4 Rate 
4th Tier Breakover 

5th Tier Rate 

Incremental Tier 5 Rate 
5th Tier Breakover 

6th Tier Rate 

Incremental Tier 6 Rate 
6th Tier Breakover 

1.9580 
400,000 
2.3300 

0.3720 

999,999,999 

Rates 
26.1 6 
28.12 
30.08 
32.03 
33.99 
35.95 
37.91 
39.87 
41.82 
43.78 
45.74 
47.70 
49.66 
51.61 
53.57 
55.53 
57.49 
59.45 
61.40 
63.36 
65.32 
75.1 1 
84.90 
94.69 

104.48 
4.2; 

75,000 $ 194.89 $ 173.0' 
100,000 $ 275.96 $ 221.96 
150,000 $ 444.01 $ 31 9.86 
300,000 $ 948.16 $ 613.56 
500,000 $ 1,620.36 $ 1,042.36 
750,000 $ 2,460.61 $ 1,624.86 



Consumption 

1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50.000 

3/41 Residential 
26.11 

1 st Tier Rate 1.050( 
5,00( 

2nd Tier Rate 1.250( 

Minimum Charge $ 

I st Tier Breakover 

Incremental Tier 2 
Rate 

2nd Tier Breakover 
3rd Tier Rate 

Incremental Tier 3 
Rate 

3rd Tier Breakover 
4th Tier Rate 

Incremental Tier 4 
Rate 

4th Tier Breakover 
5th Tier Rate 

Incremental Tier 5 
Rate 

5th Tier Breakover 
6th Tier Rate 

Incremental Tier 6 
Rate 

6th Tier Breakover 
Rates 

26.16 

~- - 

0.200( 

15,00( 
2.200( 

0.950C 
40,OOC 
2.771C 

0.571 a 
80,000 
3.361 0 

0.5900 
999,999,999 

1” Commercial 
Minimum Charge $ 50.3( 

I .958C 
1 st Tier Breakover 400,OOC 

2nd Tier Rate 2.330C 
Incremental Tier 2 

1 st Tier Rate 

Rate 0.372C 

2nd Tier Breakover 
3rd Tier Rate 

Incremental Tier 3 
Rate 

3rd Tier Breakover 
4th Tier Rate 

Incremental Tier 4 
Rate 

4th Tier Breakover 
5th Tier Rate 

Incremental Tier 5 
Rate 

5th Tier Breakover 
6th Tier Rate 

Incremental Tier 6 
Rate 

6th Tier Breakover 

999,999,999 

27.21 
28.26 
29.31 
30.36 
31.41 
32.66 
33.91 
35.16 
36.41 
37.66 
38.91 
40.1 6 
41.41 
42.66 
43.91 
46.1 1 
48.31 
50.51 
52.71 
54.91 
65.91 
76.91 
87.91 
98.91 

112.77 
126.62 

-1g5.g0-mRRi 445.02 

949.1 7 
1,621.37 
2,461.62 

Rates 
50.30 
52.26 

$ 54.22 
$ 56.17 
$ 58.13 
$ 60.09 
$ 62.05 
$ 64.01 
$ 65.96 
$ 67.92 
$ 69.88 
$ 71.84 
$ 73.80 

$ 77.71 
$ 79.67 
$ 81.63 
$ 83.59 
$ 85.54 
$ 87.50 
$ 89.46 
$ 99.25 
$ 109.04 
$ 1 18.83 
$ 128.62 
!§ 138.41 
$ 148.20 

$ 75.75 

P 

300,000 
500,000 
750.000 

344.00 
$ 637.70 
$ 1,066.50 
$ 1,649.00 
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8 3 4 1 0  
GLO23TBA 
TxP5 

- _ _  
801 Utility Plant Original Cost 
BO2 CWI 

105110 

105150 

105200 

105250 

105260 

105270 

105275 

105350 

1::375 

105390 

105399 

105900 

31 

31 

1 

21 

Water Works Cornpan 
merican hater-co 2); 
c Valley District 
la1 Balance 
iod Ending 1 2 / 3 1 / 2 0 0 2  

Act Dec L t y  mger Decerher Balance - - - - - - - - - - - - - - - -  - _ _ _ - _ - _ _ - - _ _ _ _ _ _ _ _ _  

6 2 0 , 2 2 7 . 4 6  

1 9 , 8 3 6 . 8 0  

1 4 9 , 2 8 4 . 1 7  

1 4 6 , 5 7 0 . 4 1  

3 3 , 4 9 2 . 3 9  

2 4 7 , 9 1 0 . 0 1  

1 1 , 0 0 4 . 9 9  

1 5 6 4 . 4 9  

4 :  6 6 2 .  OOCR 
4 ’ 3 9 7 . 7 9  

2 7  4 3 3 . 9 6  
21: 4 9 5 . 3 6  

5 , 6 1 3 . 2 2  

6 2 0  706 4 2  
2 0 ’ 7 7 0 ’ 4 6  

1 ‘ 0 0 3  108 
8 : 3 2 4 . 2 5  

1 3  4 9 1 . 5 9  

6 9 , 1 3 0 . 8 8  
3 . 0 4 2  3 4 9  0 7  

19’ 936: 80  
15’172.89  
93:284.70  

1 4 9  2 8 4 . 1 7  
1 1 8 3 ’ 2 5 2 . 6 2  
3: 274’682.79  

5 9 i 4 2 1 . 2 3  
5 , 8 5 3 , 1 4 8 . 5 0  

3 9 0 4 ’ 2 9 0 : 2 3  
5 ’ 4 8 5 ’ 4 2 4  2 9  
2 :058’085:33  

343’987.24  
52:740.11  

7 3 1  4 8 6  1 4  
88:  578 : O O  

54’533 ‘ 9 5  

7 :953 .49  

C:pf:3”.f: 

5 3 8 4  2 7  
81 :410: 65 

1 4 7  0 6 5 . 9 3  
284:555.82  

8 1 , 3 3 0 . 9 5  

1 , 7 7 8 . 0 0  

1 3 8 , 6 8 2 . 3 s  

----_....._..__ 
1 , 2 8 4 , 1 6 9 . 0 5  

1 0 2 , 6 8 1 . 9 1  

3 1 . 0 7 7 . 7 7 6 . 5 8  
--____._____.__. - 

293 7 3 7 . 9 0  7 , 0 4 4  5 0 9 . 2 3  
24: 5 5 1 . 4 6  2 4 t 5 5 1 . 4 6  

1 , 5 5 1 . 4 1  2 5 0 , 4 3 8 . 7 7  

5 9 4 . 9 2  1 1 , 2 0 5 . 5 2  

2 8 8 . 2 0  4 , 0 3 8 . 8 9  
62.83 62.83  

1 7 , 0 5 7 . 2 9  

3 1 2 , 6 8 3 . 3 9  

1 .601 .91CP.  4 6 , 1 9 2 . 9 4  
3 9 5 . 6 8  3 9 5 . 6 8  

2,950.96CF. 8 5 , 1 3 4 . 6 2  
7 2 9 . 6 6  7 2 9 . 6 6  

2 4 2 . 3  8CX 8 7 . 6 9 0 . 7 4  

887 .457 .23CR 7 I 8 58 ,951 .39CX 

Prior year 
Activity .----________.__ 

1 , 7 9 4 . 0 6  

5 1 , 1 6 7 . 6 1  

6 . 8 3 0 . 3 6  

1 , 3 1 2 . 9 9  

305.06CR 

1 8 2 . 6 8  

4 ,662 .00CR 

696.53  
8 2 , 0 9 0 . 4 2  

3 , 6 5 9 . 5 9  

6 1 5 , 2 6 9 . 1 4  

- - - - - - - _ _ _ _ _ _ _ _  
7 5 8 , 0 3 6 . 3 2  

2 1 6 , 1 6 0 . 9 4  

2 , 8 5 7 . 6 8  

2 , 6 7 8 . 1 5  

4 , 9 2 6 . 2 2  

5 2 8 . e i  

7 2 . 6 4 0 . 1 5 c a  

5 6 5 , 8 1 2 . 0 6 C R  

Prior year 
Balance . - -_-______________ 

4 7 0 . 9 6 -  

1 0 0 . 0 0  
1 5  1 7 2  8 9  
93: 284170 

6 1 5 , 2 6 9 . 1 4  

1 , 7 7 8 . 0 0  
1 3 8 , 6 8 2 . 3 5  

- - - - - - - - - - - _ _ _ _ _ _  
2 9 , 1 1 1 , 6 3 8 . 9 3  

7 , 1 3 7 , 1 3 5 . 5 2  

222 .974.04  

1 7 , 0 5 7 . 2 9  

1 2 4 , 3 5 1 . 9 0  

4 8 , 6 3 4 . 2 6  

8 9 , 6 0 7 . 3 1  

9 9 , 6 8 1 . 1 6  

6 .791 .170 .48CR 



N 
0 
3 

62$, 426.76CR 

153.06CR 

1.564.70CR 

29.66CR 
44,663.94 
49,968.75 
17.357.61CR 
4 286.85 
2:132.44CR 

1,427.21 

270,055.36 
57.94CR 

210.28CR 

46,940.10 
62.89CR 

179: 798:54CR 
94.58CR 

1,957,452.55 
1,312,132.71CB 

8051365 :57Ci( 
50.2ZCR 

94,912.93CR 

5:;,"5;.:; 

2-17 391 92ca 

4 378.11 
2,513' 994.06 

631:780.02CR 
1,441 222.93 

760'233 02 
112:641:63 
380 927.81 

1,262: 339.42 

101.69CR 

4 6,335.83CX 
168,419.92 

56.442.12CP 

15 349.83 
0:324.25 

30 722.22 
69:130.88 

3.038 847.19 
23'863.77 
15:172.89 

197,754.85 
7.40 

7'953.49 

49 678.36 
94: 217.69 
1,229.00 

107 571.13 
4.87: 950.78 

1,414 321 07 
602: 261: 73 

4,842,057.28 
5 736 709.22 

21'409'051.24 
11: 111:569.14 
7 813 665.97 
1' 655 '  996.24 
6 :  099:751.43 
3,074 226.25 

789: 933.30 
7,467,306.00 

115 263.92 
11'583.23 71:282.65 

3:676.84 
340 310.91 
357: 938.83 

470.79 
2,850.93 

180 082.79 
143'739.94 
10:493.00 

288 774.eo 

1 
06/13/05 
11 :11: 50 

Prio: year Prior Year 
-----.---------- Activity -_-____________.____ Balance 

1,834.29 

69,310 .ll 

100 .OOCR 
10,140.96 
8 5:oa1.19 714.01 

418.03CR 
4 4'199.61 662.00CR 

3:498.90CR 

8,221.36 

20 21379.32 820.21 

188.26 

404 145.97 
1,607:200.76 
1,566,697.11 
2,39~r:?~':~CR 

451: 929:46 
2,534,703.83 

354,596.48 
360 054.11 

5 634'903.09 
1:072:207.98 
3 051 321.18 
5: 121:322.59 

211 113.31 
8563648.44 
225 272.19 
159' 619.59 

1,083:788.08 

2 0 9.72CR 

74,200.56CR 

233,939.45 

228.967.92 

639 776.59 
8: 324.25 

30 722.22 

69,130.88 
3,042 23'863'77 349 07 

15: 172: 89 

7: 953.49 

49 678.36 
94:217.69 

lo:,::?.Ps 
217: 682138 
30,680.55 

225.00 
1 659 795.71 
3: 176:551.61 

52 612.85 
1,5661697.11 

16, ~ ~ k : ~ ~ ~ : ~ ~  
25 799.37 

355'293.34 
7 683'593.24 775'238.22 

5'607'093.39 
21: 399: 379.00 
6 845 638.00 
7:310'408.70 211: 113.31 

269'035:76 
5,847:871.14 

115 263.92 
11'583.23 611884.72 

309 31616.84 451.78 
237 740.62 
68:375.97 

470.79 
2,850.93 

180 082.79 
237'424.21 10:493.00 

6,543:798.57 94 809.18 

;;g;;,;;;.;g 
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