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1 ARIZONA WATER COMPANY

2

3 Rebuttal Testimony of

4 Jamie R. Moe

5

6 || Introduction

71|Q. PLEASE STATE YOUR NAME, EMPLOYER, AND TITLE.

8 ||A. My name is Jamie R. Moe. | am employed by Arizona Water Company (“AWC" or
9 "Company") as Manager of Rates and Regulatory Accounting. In this role, | have
10 overall responsibility for regulatory matters including rate case applications, exhibits,
11 testimony, and tariffs for filing at the Arizona Corporations Commission
12 ("Commission").

13|{Q. HAVE YOU PREVIOUSLY PROVIDED DIRECT TESTIMONY IN THIS
14 PROCEEDING?

15 1A No.

16 PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK
17 EXPERIENCE.

18 ||A In 2000, | graduated from North Dakota State University, receiving a Bachelor of
19 Science degree in Accounting. | have attended various seminars and classes on
20 general regulatory and business issues, including the National Association of
21 Regulatory Utility Commissioners ("NARUC") Annual Regulatory Studies Program and
22 the NARUC Utility Rate School.

23 My regulatory experience includes employment by the Commission as a Public
24 Utilities Analyst from 2003 through 2006, in which my main duties included reviewing,
25 auditing, and analyzing utility financial and accounting information and presenting
26 recommendations to the Commission on behalf of Staff regarding revenue
27 requirements, rate design, and other matters.
28
3
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1 Subsequent to my employment with the Commission, | was employed by
2 Global Water Management, LLC ("Global") as a Regulatory Accountant from 2007
3 through 2009. My primary duties included analyzing and examining accounting,
4 financial, statistical, and other information and preparing reports based on my
5 analyses. My responsibilities also included preparation of monthly accounting entries,
6 preparation of certificate of convenience and necessity ("CCN") applications and rate
7 cases, assistance in regulatory matters, and providing input on regulatory accounting
8 issues.

9 Beginning in 2010, | was employed by Arizona Public Service Company
10 ("APS") as a Rate and Regulatory Analyst — a position | held for the majority of my
11 time with APS from 2010 to 2015. My primary duties with APS involved ensuring the
12 proper implementation of tariffs, maintenance of rate tariffs and service schedules,
13 and analysis of customer usage history to calculate rate comparisons and projections.
14{|Q. HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE COMMISSION?

15 ||A Yes. | have testified before the Commission numerous times on behalf of Staff and
16 Global in cases involving rates, financings, and CCN proceedings.
17 {{Q. HAVE YOU REVIEWED THE DIRECT TESTIMONY FILED BY THE OTHER
18 PARTIES TO THIS PROCEEDING?
19 ||A Yes. | have reviewed the testimony of each of the witnesses for the Residential Utility
20 Consumer Office ("RUCOQ"), the Commission Utilities Division Staff ("Staff’), and
21 Abbott Laboratories, Inc. ("Abbott").
22 ||1Q WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?
23 {|A The purpose of my rebuttal testimony is to respond to the direct testimony of RUCO
24 witness John Cassidy and Staff witness Briton A. Baxter.
25 ||Q HOW IS YOUR TESTIMONY ORGANIZED?
26 ||A My testimony is presented in four sections, including this introductory Section I. In
27 Section |l, | present the Company's updated revenue requirement. In Section Ill, |
28
4
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1 respond to RUCO witness John Cassidy's testimony regarding RUCO's recommended
2 adjustments to AWC's rate base and operating income. In Section IV, | respond to
3 Staff witness Briton A. Baxter's testimony regarding Staff's recommended adjustments
4 to AWC's rate base and operating income.
5111l Updated Revenue Requirement
6||Q. PLEASE SUMMARIZE THE COMPANY'S PROPOSED REBUTTAL REVENUE
7 REQUIREMENT AND ASSOCIATED INCREASE, AS WELL AS THOSE OF STAFF
8 AND RUCO.
9 [[A. The proposed revenue requirements of the parties are summarized in the following
10 table:
" PROPOSED REVENUE REQUIREMENTS
12 COMPANY STAFF RUCO
13 SYSTEM REBUTTAL DIRECT DIRECT
Pinal Valley $ 23,778,440 | $ 21,866,557 | $ 21,453,741
14 White Tank 2,906,777 2,656,279 2,644,196
15 Ajo 538,892 495,763 474,049
16 Total Western Group $ 27,224,109 | $ 25,018,599 | $ 24,571,986
17 The Company has provided updated standard filing Rebuttal Schedules (A-1
18 through D-1) detailing the Company's rebuttal adjustments and updated revenue
19 requirements in Rebuttal Exhibit JRM-RB1. The proposed rebuttal revenue increases
20 are shown below:
21 PROPOSED REVENUE INCREASES
22 COMPANY STAFF RUCO
23 SYSTEM REBUTTAL DIRECT DIRECT
Pinal Valley $ 5,310,551 $ 3,398,668 [ $ 2,862,004
24 White Tank 595,785 334,737 298,814
25 Ajo 101,003 55,510 28,608
Total Western Group $ 6,007,339 | $ 3,788,915 | $ 3,189,426
26
27
28
5
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Response to RUCO

A. Rate Base

WHICH OF RUCO'S RATE BASE ADJUSTMENTS DO YOU ADDRESS IN THIS
SECTION OF YOUR REBUTTAL TESTIMONY?

In this section | address RUCO's rate base adjustments No. 1 and 2 regarding post-
test year plant and accumulated depreciation. Company witnesses Joel M. Reiker,
Joseph D. Harris, and Fredrick K. Schneider address RUCQO's other rate base
adjustments in their rebuttal testimony.

RUCOQ Rate Base Adj. No. 1 — Post-Test Year Plant

WHAT IS RUCO'S POSITION ON POST-TEST TEAR PLANT?

According to Mr. Cassidy's testimony, RUCO supports post-test year plant if the
projects were completed within six months of the test year end and for projects RUCO
considers to be "major projects". RUCO defines major projects as "transmission and
distribution mains, wells and pumping equipment, services, and projects that typically

improve infrastructure."’

In the Company's last Eastern Group general rate case,
however, RUCO supported the inclusion of the Company's Oasis arsenic treatment
plant in its Superstition system, which was completed in December 2011, a full twelve
months after the test year in Docket W-01445A-11-0310.

Additionally, RUCO claims to support the post-test year rate base treatment for
major projects which improve water quality, reduce significant repair expenses, and
would include projects that ensure regulatory compliance. According to Mr. Cassidy,
RUCO believes that only by matching costs and revenues will the test period be the
proper basis for setting rates that are just and reasonable.? RUCO's adjustments

reduce rate base by $5,167,279, $352,391, and $4,326 for the Pinal Valley, White

Tank, and Ajo systems respectively.

! See Direct Testimony of John Cassidy on Revenue Requirement, p. 10 at 7-13.
? See Direct Testimony of John Cassidy on Revenue Requirement, p. 9 at 13-14.

6
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1{{Q. BASED ON RUCO'S STANDARD FOR RECOMMENDING THAT POST-TEST
2 YEAR PLANT BE INCLUDED IN RATE BASE, SHOULD MR. CASSIDY HAVE
3 RECOMMENDED ANY ADJUSTMENTS TO AWC'S PROPOSED POST-TEST
4 YEAR PLANT?
5 ||A. Certainly not, as all of the post-test year projects AWC proposes to include in rate
6 base meet Mr. Cassidy's stated definition of "major projects.” In fact, all of AWC's
7 capital improvements and additions are undertaken to improve infrastructure, quality
8 of service, or to comply with water quality standards. However, in order to justify
9 recommending that the Commission disallow a number of items that obviously meet
10 RUCO's stated criteria, Mr. Cassidy simply creates a "catch-all" exception for "...'small
11 and/or recurring type projects' that are purchased on a an ongoing bases [sic] and are
12 not directly improving the quality of service to ratepayers.™
13]|Q. HAS MR. CASSIDY SHOWN THAT ANY OF THE PROJECTS AWC PROPOSES TO
14 INCLUDE IN RATE BASE AS POST-TEST YEAR PLANT DO NOT IMPROVE THE
15 QUALITY OF SERVICE PROVIDED TO THE COMPANY'S CUSTOMERS?
16 || A No. Mr. Cassidy simply recommends disallowing over $375,000 in utility plant which
17 he argues falls into this "catch-all" category.* Mr. Cassidy provides no explanation,
18 and certainly no evidence, to support his assertion.
191/Q. RUCO CLAIMS THAT THE COMISSION ADDRESSED THE POST-TEST YEAR
20 PLANT ISSUE IN PRIOR RATE CASES CONTRARY TO THE POSITION STAFF
21 HAS TAKEN IN THIS AND OTHER RECENT RATE CASES. CAN YOU
22 ELABORATE ON THIS?
23 ||A Yes. Mr. Cassidy claims that Staff has recommended rate base treatment of post-test
24 year plant additions even in cases where the Staff Engineer allegedly did not make a
25 used and useful determination.® Mr. Cassidy then refers to 2009 Decision No. 71410
26
27 ||3 See Direct Testimony of John Cassidy on Revenue Requirement, p. 10 at 16-19.

See Direct Testimony of John Cassidy on Revenue Requirement, p. 10 at 21 top. 11 at 3.
% See Direct Testimony of John Cassidy on Revenue Requirement, p. 8 at 11-14.

7
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1 which he claims supports limiting post-test year plant to those projects completed
2 within six months of the test year.
3|/Q. DID MR. CASSIDY MAKE A USED AND USEFUL DETERMINATION RELATED TO
4 THE POST-TEST YEAR PLANT HE RECOMMENDS THE COMMISSION INCLUDE
5 IN RATE BASE IN THIS PROCEEDING?
6 ||A No. Mr. Cassidy's testimony amounts to "the pot calling the kettle black." Be that as it
7 may, the Staff Engineer did make a used and useful determination regarding post-test
8 year plant in this proceeding,® and Mr. Cassidy provides no evidence to refute Staff's
9 used and useful determination. To the extent RUCO relies on Staff's engineering
10 analysis for a determination of whether utility plant in service is used and useful, as
11 RUCO has done in the past, Mr. Cassidy should revise his recommendation.’
12{|Q. WHAT IS RUCO'S SECOND POINT REGARDING POST-TEST YEAR PLANT?
13 ||A In attempting to support RUCQO's position that only projects completed within six
14 months of the end of the test year should be included in rate base, with certain
15 exceptions, Mr. Cassidy refers to Decision No. 71410, which was issued on
16 December 8, 2009. According to Mr. Cassidy, Staff's reasoning for excluding post-test
17 year plant in that six-plus year old case should be applied in this proceeding.
18 {|Q HAS THE COMMISSION MADE ANY SUBSEQUENT RULINGS REGARDING
19 POST-TEST YEAR PLANT?
20 ||A Yes. In response to RUCO making the same argument in Docket 14-0010, the
21 Commission, in adopting Staff's recommendation to include 12 months of post-test
22 year plant in rate base in Decision 75268, found that "Staff's verification that the [post-
23 test year] plant was in-service, and used and useful, was sufficient to justify its
24 inclusion in rate base."
25
26
27 j gzg gggg;l’:gtjggg:f;;?qlg _SzTai|a, Engineering Report attachment, pp. 44-48.
28 : gg:og:;g?;iri;:sa&s\ga;eq ?:T:):_q);-Docket No. W-01303A-08-0227, pp. 19-22.
8
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1 Mr. Cassidy focuses on Staff recommendations and Commission decisions

2 during the period 2008 through 2010, and as a result fails to recognize the emerging

3 issues affecting Arizona utilities and their customers. In 2016, regulators need to

4 consider the effects of increasingly stringent safe drinking water regulations, aging

5 infrastructure, and declining sales. As these issues begin to weigh more heavily on

6 water utilities, RUCO should give more consideration to the long-term effect on

7 customers.

8 It is also important to realize the "matching principle" cited by RUCO involves

9 more than strict, mechanical adherence to the historical test year. For rates to be just
10 and reasonable to both customers and the utility, those rates need to be designed to
11 recover the costs of service the utility will incur during the period those rates are in
12 effect.
13||Q. DOESN'T MR. CASSIDY STATE THAT RUCO WILL SUPPORT POST-TEST YEAR
14 PLANT COMPLETED WITHIN SIX MONTHS OF THE TEST YEAR AND FOR
15 PROJECTS THAT MEET RUCO'S DEFINITION OF "MAJOR PROJECTS"?
16 || A Yes, RUCO does make that general claim and even states that major projects would
17 linclude projects that ensure regulatory compliance.’® However, to put that claim in
18 context, RUCO recommends the Commission exclude from the Pinal Valley service
19 area's rate base AWC's arsenic treatment plant at Valley Farms Well No. 2 in the
20 amount of $1,250,000 that was placed in service on July 8, 2015."" This falls squarely
21 into RUCO's category of "major projects," because this is a federally mandated project
22 necessary to ensure public health, improved water quality, and compliance with safe
23 drinking water standards. This is a project for which the Company has filed and been
24 granted an Arsenic Cost Recovery Mechanism ("ACRM") surcharge. Yet Mr. Cassidy
25 recommends that the Commission disallow this project simply because it was placed
26
27

1% See Direct Testimony of John Cassidy on Revenue Requirement, p. 10.
28 || "' See Direct Testimony of John Cassidy on Revenue Requirement, Sch. JAC-8 at 1.
9
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1 in service eight days after RUCO's arbitrary cut-off for post-test year plant of six
2 months after the test year. Yet Mr. Cassidy makes no recommendation concerning
3 the ACRM surcharge that is already in place.
4 In fact, new rates in this proceeding will not go into effect until well over one
5 year after RUCO's arbitrary cutoff, thereby creating a significant mismatch between
6 RUCO's recommended rate base and the level of plant that will actually be serving
7 customers, and the rates designed to recover the costs of serving those customers.
8 RUCO's recommended adjustment to post-test year plant neglects known and
9 measurable investments that can be and have been verified by Staff as used and
10 useful.
11|{Q. DOES THE INCLUSION OF POST-TEST YEAR PLANT IN RATE BASE CREATE A
12 MISMATCH WHICH FAVORS THE STOCKHOLDERS TO THE DETRIMENT OF
13 THE RATEPAYERS?
14 |1A No. In fact, the post-test year plant is revenue neutral and was financed by
15 stockholders and placed in service specifically to ensure safe and reliable service for
16 the benefit and not the detriment of ratepayers. Nowhere does RUCO show that the
17 level of revenues resulting from the inclusion of post-test year plant would result in a
18 detriment to ratepayers. RUCO provides no financial analysis showing this. RUCO
19 produces no studies and no evidence suggesting that utilities that receive rate base
20 treatment of post-test year plant over-earn in times of increasing investment
21 requirements or reductions in usage.
22 1|Q DOES THE COMPANY ACCEPT RUCO'S RECOMMENDED DISALLOWANCE
23 RELATED TO POST-TEST YEAR PLANT?
24 |IA No. RUCO's recommendation limits the inclusion of post-test year plant to some
25 projects which were placed in service within six months of the end of the test year, but
26 also removes necessary projects placed in service within twelve months of the end of
27 the test year. As explained by Mr. Schneider in his rebuttal testimony, the post-test
28
10
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year projects are currently in service and benefiting customers, and this plant should
be included in rate base. In addition, Staff, which conducted an extensive review of
these projects, has concluded that they are used and useful.
RUCO Rate Base Adj. No. 2 — Accumulated Depreciation

Q. HOW DID RUCO ADJUST ACCUMULATED DEPRECIATION?

A. RUCO adjusted accumulated depreciation to reflect RUCQO's adjustments related to
the removal of post-test year plant. The result of RUCO's adjustment is to reduce
accumulated depreciation by $117,932, $11,568, and $201 for the Pinal Valley, White
Tank, and Ajo systems respectively.'2

Q. DOES AWC AGREE WITH RUCO'S ADJUSTMENTS TO ACCUMULATED
DEPRECIATION?

A. No. As previously stated, the Company disagrees with RUCO's recommendation to
arbitrarily disallow significant amounts of post-test year plant from rate base. With that
being said, the Company agrees and acknowledges that an adjustment needs to be
made to accumulated depreciation for any post-test year plant which is removed from
rate base.

Q. HAS AWC PROPOSED ADJUSTMENTS RELATED TO BONUS DEPRECIATION
FOR POST-TEST YEAR PLANT ADJUSTMENTS AS DISCUSSED BY RUCO?

A. Yes. The Company proposes a rebuttal rate base adjustment to reflect the deferred
tax effect of bonus depreciation on the post-test year plant AWC proposes to include
in rate base, which was unknown at the time of filing its application in this matter. Mr.
Harris discusses this issue in his rebuttal testimony.

B. Operating Income

Q. WHICH OF RUCO'S OPERATING INCOME ADJUSTMENTS DO YOU ADDRESS IN

THIS SECTION OF YOUR REBUTTAL TESTIMONY?

'2 See Direct Testimony of John Cassidy on Revenue Requirement, p. 11 at 17-20.
11
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In this section, | address RUCO operating income adjustments No. 1 (depreciation
expense), No. 3 (tank maintenance), No. 4 (payroll annualization Adj. # 1), No. 5
(payroll annualization Adj. # 2), No. 6 (payroll annualization Adj. # 3), and No. 10
(income tax expense). Mr. Reiker addresses RUCO's remaining operating income
adjustments in his rebuttal testimony.

RUCO Operating Income Adjustment No. 1 — Depreciation Expense

PLEASE EXPLAIN RUCO OPERATING INCOME ADJUSTMENT NO. 1
REGARDING DEPRECIATION EXPENSE.

Mr. Cassidy's adjustment to depreciation expense is related to RUCO's recommended
adjustments to post-test year plant. RUCO's adjustment reduces depreciation
expense by $117,932, $11,568, and $201 for the Pinal Valley, White Tank, and Ajo
systems respectively.’®  Although the Company disagrees with Mr. Cassidy's
recommendation regarding post-test year plant in service, the Company recognizes
that the adopted level of depreciation expense should reflect the adopted utility plant
balances.

DOES MR. CASSIDY'S ADJUSTMENT CONTAIN ERRORS?

Yes. In calculating the reduction to depreciation expense related to RUCO's
adjustment to post-test year plant, Mr. Cassidy understates depreciation expense by
one half.

RUCO Operating Income Adjustment No. 3 — Tank Maintenance

PLEASE EXPLAIN RUCO'S OPERATING INCOME ADJUSTMENT NO. 3

REGARDING TANK MAINTENANCE EXPENSE.
Mr. Cassidy reverses the Company's adjustment to normalize tank maintenance
expense, thereby reducing operating expenses by $99,896, $55,199, and $18,953 in

the Pinal Valley, White Tank, and Ajo systems respectively." Mr. Cassidy’s rationale

'3 See Direct Testimony of John Cassidy on Revenue Requirement, p. 15 at 12-14.
" See Direct Testimony of John Cassidy on Revenue Requirement, pp. 17-19.

12
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1 for recommending that the Commission disallow tank maintenance expense is
2 "uncertainty” associated with making forecasts over a 14-year period, which is the
3 estimated number of years between interior tank re-coatings, and the fact that AWC
4 does not expect to incur the same level of tank maintenance expense in each
5 individual year for the next 14 years.
6 Below, | discuss why RUCO's testimony fails to demonstrate an understanding
7 of the purpose of normalizing adjustments, and why the Commission should adopt the
8 Company's proposed adjustments for this expense. Mr. Schneider also discusses the
9 Company's plan, schedule, and need for normalizing tank maintenance expense.
10{{Q. PLEASE EXPLAIN THE COMPANY'S PROPOSED ADJUSTMENT TO NORMALIZE
11 TANK MAINTENANCE EXPENSE.
12 ||A As explained in the direct testimony of Mr. Schneider (pp. 91-97), water storage tanks
13 are inspected and cleaned on a routine basis. Interiors are recoated every 14 years
14 and exteriors are painted every seven years. Without this program, water storage
15 tanks would deteriorate more rapidly, shortening the useful life of each tank. Because
16 the level and cost of tank maintenance varies from year to year, the level incurred
17 during the test year is not representative of the average annual expense incurred over
18 the 14-year tank maintenance period.
19 Consequently, Mr. Cassidy's reason for recommending disallowance is the very
20 same reason that the Company's adjustment for tank maintenance expense is
21 necessary. As explained above, AWC incurs these expenses at intervals of 7 and 14
22 years for each of the Company's water storage tanks. As a result, there may be years
23 in which AWC incurs tank maintenance expense lower than the normalized amount,
24 just as there may be other years in which AWC incurs tank maintenance expense
25 greater than the normalized amount. Over the long-term, AWC is made whole on its
26 tank maintenance expense through recovery of the normalized amount in rates.
27
28
13
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1 Mr. Cassidy states that AWC expects to incur no tank maintenance expense in
2 certain years in the Ajo service area, but he omits the fact that in 2019, the Company
3 projects to spend approximately $108,000 — nearly 5% times the normalized expense
4 level of $18,953. Under Mr. Cassidy's version of ratemaking, a utility would be forced
5 to tailor its general rate case filings around its tank painting schedule to recover this
6 necessary expense. This would cause the Company's expenses to spike in a test
7 year and cause its tank painting schedule to fluctuate with rate case cycles. This
8 clearly demonstrates why the Company's normalizing adjustment is necessary.
9 RUCOQ Operating Income Adjustment No. 4 — Payroll Annualization Adj. # 1
10/{Q. PLEASE EXPLAIN RUCO'S RECOMMENDED PAYROLL ANNUALIZATION ADJ. #
11 1?
12 ||A According to Mr. Cassidy's testimony, RUCO "allowed the '2015 [wage] rate[s],' but
13 made an adjustment to remove the 3.0 percent across the board salary increase
14 proposed for 2016.""®* RUCO payroll annualization adjustment #1 reduces payroll
15 expense by $85,980, $8,713, and $2,910 for the Pinal Valley, White Tank, and Ajo
16 systems respectively.'®
17 ||Q. SHOULD THE COMMISSION DISALLOW AWC'S 3 PERCENT WAGE INCREASE?
18 {|A No. Although 2014 is the historical test year in this proceeding, it is simply the starting
19 point for determining the Company's cost of serving customers at the time rates will go
20 into effect. The end result of this proceeding should be based on the level of expense
21 the Company will prudently incur during the period new rates are in effect. It is
22 currently 2016, and new rates are expected to go into effect before the end of this
23 year. Setting rates based on wages that were in effect during 2015 fails to recognize
24 the level of prudently incurred expense during the period new rates will be in effect.
25
26
27
28 |20 B e Gk o R Rereman b o7
14
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1 Therefore, it is necessary to reflect AWC's proposed 3 percent wage increase in this

2 proceeding.

3 RUCQ Operating Income Adjustment No. 5 — Payroll Annualization Adj. # 2

4|/Q. PLEASE DISCUSS RUCO'S SECOND PAYROLL ADJUSTMENT TO REDUCE THE

5 SALARIES OF THE CHAIRMAN/CEO AND ASSISTANT SECRETARY BY ONE

6 HALF.

7 || A. RUCO's second adjustment reduces the salaries of the Chairman/CEO and Assistant

8 Secretary by one half to reflect a sharing of payroll costs between the Company and

9 its California affiliate, San Gabriel Valley Water Company ("San Gabriel"). RUCO's
10 payroll adjustment #2 reduces payroll expense by $44,616, $3,446, and $1,246 for the
11 Pinal Valley, White Tank, and Ajo systems respectively.'”

12||Q. DOES THE COMPANY AGREE WITH RUCO'S SECOND ADJUSTMENT TO
13 SALARIES AND WAGES?

14 ||A No. Only the portion of RUCO's adjustment related to the Assistant Secretary is
15 appropriate, as AWC's Assistant Secretary retired from the Company in 2015.
16 However, RUCO's adjustment to remove one half of the salary of the Chairman/CEO,
17 Mr. Whitehead, is inappropriate and should not be adopted. The salary Mr.
18 Whitehead receives from AWC does not include any compensation for the time he
19 devotes to San Gabriel. Mr. Whitehead receives a salary directly from San Gabriel
20 based on the relative amount of time he devotes to that company, and the total
21 amount of his salary from both utilities represents the market rate for his position. The
22 California Public Utilities Commission ("CPUC") has ruled in this regard, as set forth
23 below:
24

The Chairman is paid directly by [San Gabriel] and directly by AWC for the
25 time he devotes to those companies based on daily time records. Those
records comply with the affiliated transaction rules adopted in D.93-09-036
26 and subsequently affirmed in D.04-07-034. We stated in that later
27
28 [ 7 see Direct Testimony of John Cassidy on Revenue Requirement, p. 20 at 12-21,
15
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decision that we will not disallow any portion of the Chairman's salary
since [San Gabriel] appears to be in compliance with D.93-09-036, and we
find nothing else in the record that might support the recommended
disallowance.'® Nothing in this record warrants a reversal of our prior
decisions on the Chairman's salary. There should be no adjustment to the
Chairman's salary. This issue should not be readdressed in future
proceedings unless new evidence is brought forward for our
consideration.’

As stated above, the CPUC has determined that there is no cross-subsidy and
no sharing of costs related to the Chairman/CEQ's salary between AWC and San
Gabriel.

Q. IS MR. CASSIDY'S RECOMMENDATION TO DISALLOW 50% OF THE
CHAIRMAN/CEO'S SALARY CONSISTENT WITH RUCO'S RECOMMENDATIONS
IN PRIOR AWC GENERAL RATE CASES?

A. No. In each of the seven prior general rate cases the Company has filed, RUCO's
recommended rates have included 100% of the Chairman/CEQ's salary.?® Further,
the Commission has consistently adopted rates for AWC that include 100% of the
Chairman/CEQ's salary.?'

RUCOQ Operating Income Adjustment No. 6 — Payroll Annualization Adj. # 3

Q. DOES THE COMPANY AGREE WITH RUCO'S THIRD ADJUSTMENT TO
SALARIES AND WAGES TO DISALLOW THE SALARY OF THE VICE PRESIDENT
— RATES AND REVENUE, MR. REIKER?%

A. No. Although Mr. Cassidy recommends disallowing 100 percent of Mr. Reiker's
salary, RUCO recommends no adjustment to reflect the salary of his replacement,

myself, despite being made aware of my employment through AWC's response to

'® D.04-07-034, p. 30 and Findings of Fact 22 and 23, p. 67. (footnote in original)

' California Public Utilities Commission Decision 08-06-022, dated June 12, 2008, p. 46.

? see Direct Testimony of Marylee Diaz Cortez in docket 00-0962, Direct Testimony of Tim Coley in docket 02-
0619, Direct Testimony of William Rigsby in docket 02-0619, Direct Testimony of William Rigsby in docket 04-
0650, Direct Testimony of Tim Coley in docket 04-0650, Direct Testimony of William Rigsby in docket 08-
0440, Direct Testimony of Tim Coley in docket 08-0440, Direct Testimony of Tim Coley in docket 10-0517,
Direct Testimony of Robert Mease in docket 11-0310, Direct Testimony of Jorn Keller in docket 12-0348.

2! See Decision Nos. 64282, 66849, 68302, 71845, 73144, 73736, 74081.

2 see Direct Testimony of John Cassidy on Revenue Requirement, p. 21 at 3-10.
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1 Staff data request BAB 4.5. If an adjustment is made to remove Mr. Reiker's salary,

2 then a corresponding adjustment should be made to reflect his replacement.

3 Accepting the portion of RUCO's 2nd payroll adjustment related to the Assistant
4 Secretary, and correcting RUCO's 3rd payroll adjustment to reflect the salary of my

5 position, results in a total reduction to payroll expense in the amount of $29,343,

6 $2,266, and $820 for the Pinal Valley, White Tank, and Ajo systems respectively.

7 RUCOQ Operating Income Adjustment No. 10 — Income Tax Expense

8|iQ. DOES THE COMPANY ACCEPT RUCO'S ADJUSTMENT TO APPLY A

9 HYPOTHETICAL IMPUTED FEDERAL TAX RATE AND GROSS REVENUE
10 CONVERSION FACTOR ("GRCF") TO THOSE SYSTEMS WHICH HAVE FEDERAL
11 TAXABLE INCOME OF LESS THAN $335,000?

12 1A No. AWC is a single corporate entity that files a single Federal tax return and as a
13 result, pays 35 percent of its taxable income to the Federal government regardiess of
14 where that taxable income is earned. This means that the applicable federal income
15 tax rate for ratemaking purposes in each of AWC's service areas is 35 percent,
16 including the Company's smaller service areas such as Ajo. Much like costs related to
17 the removal of arsenic and nitrates, Federal income taxes are Federally-mandated,
18 and the Commission should allow full recovery of this known and measurable
19 expense.
20 ||Q DO RUCO'S CALCULATIONS HAVE BROADER POLICY IMPLICATIONS?
21 ||A Yes. Aside from abandoning the long-held regulatory axiom that rates are to be set at
22 a level designed to recover the cost of providing service, RUCO's methodology, if
23 adopted, would serve to discourage the consolidation of smaller, troubled water
24 systems in the State of Arizona. It is unlikely that a water utility the size of AWC would
25 pursue the acquisition of a water system the size of Ajo knowing that the Company's
26 shareholders would be required to subsidize a portion of the Federal income taxes
27 going forward.
28
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1{{Q. HAS MR. CASSIDY PROVIDED ANY EVIDENCE SHOWING THAT THE INCOME
2 TAX EXPENSE AWC PAYS TO THE INTERNAL REVENUE SERVICE IS
3 IMPRUDENT?

4 [{A. No. As stated above, AWC is required by law to pay its federal income taxes.

5]|IV. Response to Staff

6 A. Rate Base

711Q. WHICH OF STAFF'S RATE BASE ADJUSTMENTS DO YOU ADDRESS IN THIS

8 SECTION OF YOUR REBUTTAL TESTIMONY?

9 ||A. In this section | address Staff's rate base adjustment No. 1 regarding post-test year
10 plant. Company witnesses Joel M. Reiker, Joseph D. Harris, and Fredrick K.
11 Schneider address Staff's other rate base adjustments.

12 Staff Rate Base Adjustment No. 1 — Post-Test Year Plant

13]|Q HAVE YOU REVIEWED STAFF'S ADJUSTMENT TO POST-TEST YEAR PLANT?
14 ||A Yes. Staffs adjustment to post-test year plant is largely based on their
15 recommendation to limit post-test year plant to projects placed in service by December
16 31, 2015, as well as adjustments related to the Company's estimated costs at the time
17 of filing its rate case. Staff recommends adjustments reducing rate base by
18 $3,208,287, $72,481, and $12,585 for the Pinal Valley, White Tank, and Ajo systems
19 respectively.

20||Q DOES THE COMPANY AGREE WITH STAFF'S ADJUSTMENT TO RATE BASE?
21 [|A For the most part, yes. | believe there are some issues related to project cost
22 estimates that will be resolved as Staff has more time to review AWC's final year-end
23 2015, project costs which were provided in AWC's response to Staff data request BAB
24 8.1. Staff's direct testimony relies on project costs incurred as of November 30, 2015.
25

26

27

2 See Direct Testimony of Briton Baxter on Revenue Requirement, p. 14 at 11-12, p. 19 at 11-12, and p. 24 at 7-
8.

N
(o]
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1 Additionally, after Staff is able to further review the "blanket" projects and the
2 related support AWC has provided, Staff may change their adjustment as all of the
3 support for "blanket' projects completed during 2015 has also been provided. Mr.
4 Schneider further discusses "blanket" projects and whether they are used and useful
5 in his rebuttal testimony. After using the Company's response to Staff data request
6 BAB 8.1 to update project costs and include blanket projects as well as project 0076
7 as used and useful, the Company believes it is appropriate to adjust plant in service
8 by ($1,817,676), $18,488, and $3,337 for the Pinal Valley, White Tank, and Ajo
9 systems respectively.
10{{Q. ARE THERE ANY OTHER ISSUES RELATED TO STAFF'S ADJUSTMENT TO
11 POST-TEST YEAR PLANT?
12 ||A Yes. Although Staff makes adjustments removing plant balances, they do not make
13 any corresponding adjustment to remove the related accumulated depreciation of that
14 plant. A corresponding adjustment needs to be made to accumulated depreciation for
15 any plant removed from rate base.
16 B. Operatina Income
17{|Q. WHICH OF STAFF'S OPERATING INCOME ADJUSTMENTS DO YOU ADDRESS
18 IN THIS SECTION OF YOUR REBUTTAL TESTIMONY?
19 1A In this section | address Staff's operating income adjustments No. 2 (salaries and
20 wages), No. 3 (vehicles), No. 6 (depreciation expense), and No. 7 (income tax
21 expense). Mr. Reiker addresses Staff's remaining operating income adjustments in
22 his rebuttal testimony.
23 Staff Operating Income Adjustment No. 2 — Salaries and Wages
24 [1Q PLEASE EXPLAIN STAFF'S OPERATING INCOME ADJUSTMENT NO. 2
25 REGARDING AWC'S SALARIES AND WAGES.
26 ||A Staff's adjustment to salaries and wages consist of two components, an adjustment to
27 the Company's proposed 2016, 3% wage increase and the disallowance of five of the
28
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1 seven additional positions AWC included in its adjustment to payroll expense. Staff's
2 recommendations result in a reduction to payroll expense in Pinal Valley, White Tank,
3 and Ajo by $231,579, $89,282, and $2,179 respectively.?*
4i|Q. PLEASE DISCUSS THE PORTION OF STAFF'S ADJUSTMENT RELATED TO
5 AWC'S 3% WAGE INCREASE.
6 || A. According to Mr. Baxter, Staff reviewed the actual history of annual percentage wage
7 increases since 2010, the test year in AWC's last Western Group rate case, and
8 calculated the average annual increase during that period. Based on Mr. Baxter's
9 calculation, Staff recommends that the applicable wage increase for 2016 be limited to
10 1.6%.
11{1Q. DOES THE COMPANY AGREE WITH STAFF'S ADJUSTMENT REGARDING THE
12 LEVEL OF ANNUAL SALARY INCREASE?
13 1A No. The period Staff used to calculate the average increase includes a period of time
14 in which Company was still working towards recovering from the effects of the Great
15 Recession. Additionally, by the time a decision is reached in this rate case and the
16 new rates go into effect, the Company will be adjusting wages for the 2016 annual
17 wage increase. Based on this fact alone, the Company's proposed 3% increase is
18 conservative based on Mr. Baxter's calculated average annual wage increase of 1.6%.
19 As a result, AWC maintains that an adjustment to reflect a 3% increase in wages best
20 reflects what the Company's payroll costs will be at the time that new rates are
21 approved in this proceeding.
22| Q. PLEASE DISCUSS THE PORTION OF STAFF'S ADJUSTMENT RELATED TO THE
23 ADDITIONAL EMPLOYEES HIRED AFTER THE TEST YEAR.
24 ||A Staff recommends disallowing the salaries of four of six additional positions AWC
25 included in its adjustment to payroll expense, stating that only two of the positions
26 were actually filled by the end of 2015. Staff also removes one additional position,
27
28 || * See Direct Testimony of Briton Baxter on Revenue Requirement, p. 30 at 8-9, p. 39 at 11-12, and p. 48 at 8-9.
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1 which | assume is the position of Rate Analyst, stating that the position did not provide
2 service to test year customers.
31/Q. DOES THE COMPANY AGREE WITH STAFF'S ADJUSTMENT REGARDING THE
4 ADDITIONAL EMPLOYEES HIRED AFTER THE TEST YEAR?
51A No. Four of the new positions filled after the test year were filled by promotions from
6 within the Company, and only two of these additional positions remain unfilled. Mr.
7 Baxter appears to have relied upon AWC's response to Staff data request BAB 4.5b,
8 which concerned new hires after the test year, and as a result erred in removing these
9 positions.
10 In addition, Staff's argument that the Rate Analyst position should be
11 disallowed because it did not provide service to test year customers should be
12 rejected. The Rate Analyst position was filled in the first week of 2015, and the salary
13 is known and measurable. AWC's Rate Analyst was hired to assist in the preparation
14 of the Company's application in this rate case as well the preparation of filings
16 required pursuant to the Commission's arsenic cost recovery mechanism and other
16 required Commission filings.
17{(Q. IF THESE POSITIONS WEREN'T FILLED DURING THE TEST YEAR, WHY
18 SHOULD THEY BE INCLUDED IN THIS RATE CASE?
19 [{A AWC has determined that these positions are necessary to continue providing safe,
20 adequate and reliable service to its customers. The rate case test year is often a time
21 in which personnel levels are reviewed and the budgeting for new positions is
22 accomplished.
23 These are no longer the days where systems are growing so quickly that new
24 positions can be added at any time with the comfort that increased revenues from
25 growth will cover the additional cost. Rates should be designed to recover the level of
26 prudently incurred costs during the period such rates will be in effect, and not the
27 simple result of applying a mechanical formula or an arbitrary cut-off date.
28
21
160412 Moo Rebital (15-0277) FV | JRALHAG | /12046 11:22 AM




© 0 N O 0 h~hA O N =

N N N N N N N N N O @ a2 ed oed od wd wd wd
DX ~N O g hA W N A2 O O 00N OO ORA WDN -2 0O

As stated above, AWC included these positions because they are necessary to
provide safe, adequate, and reliable service, and no party has presented evidence
that these positions do not represent reasonable and prudent costs. Staff has not
disputed the need or the cost for these employees. Although a historic test year is the
basis for the revenue requirement, pro-forma adjustments are used to ensure that
rates are designed to recover expenses at the levels incurred when the rates
ultimately go into effect. If these positions are not included in the revenue requirement
of this rate case, it will result in increasing strain on existing employees and
associated overtime.

Staff Operating Income Adjustment No. 3 — Vehicles
HOW DID STAFF ADJUST VEHICLE EXPENSES?

Staff recommends an adjustment reducing vehicle expense by $18,154 and $5,899 for
the Pinal Valley and White Tank systems respectively.”® Staff's adjustment is based
on the same rationale as their adjustment to salaries and wages, which is the
erroneous conclusion that only two of six positions have been filled.

DOES THE COMPANY AGREE WITH STAFF'S ADJUSTMENT?

No. The Company disagrees with Staff's adjustment for the same reasons it opposes
Staff's adjustment to salaries and wages. Once again, the Company has filled four of
six new positions, but all of the requested positions are necessary to provide
customers with the appropriate level of service, and the related vehicle expense is
necessary as well. In order to best match the level of expenses that the Company will
be incurring when rates go into effect, Staff's adjustment to vehicle expense should be
rejected.

Staff Operating Income Adjustment No. 6 — Depreciation Expense

DOES AWC HAVE ANY ISSUES WITH STAFF'S CALCULATION AND
ADJUSTMENT TO DEPRECIATION EXPENSE?

%% See Direct Testimony of Briton Baxter on Revenue Requirement, p. 30 at 25-26 and p. 40 at 2-3.
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A. Yes. Aside from the differences related to rate base treatment of post-test year plant,

Mr. Baxter applies the wrong amortization rate for contributions in aid of construction
("CIAC"). In Decision Nos. 66849 and 71845, the Commission agreed with the
Company that the CIAC amortization rate should reflect the annual depreciation
associated with the plant accounts that include contributions (i.e. transmission and
distribution mains, fire sprinkler taps, services, meters, and hydrants) (Decision No.

71845, pp. 30-31):

We agree with the Company that the proposed CIAC amortization rate of
2.00 percent should be adopted in this case. As the Company witness
indicated, the CIAC amortization rate should reflect the plant accounts that
include contributions (i.e., transmission and distribution mains, fire
sprinkler taps, services, meters, and hydrants). Based on the Company's
testimony and supporting documents, the proposed 2.00 percent rate is
reasonable and shall be adopted.

Staffs methodology uses a composite amortization rate based on all
depreciable plant accounts, including those accounts such as office furniture (e.g.
computers) and power operated equipment, which do not typically include contributed
plant. This is neither the theoretically correct CIAC amortization rate, nor the rate
currently approved for the Company by the Commission. The appropriate rate, and
the rate approved by the Commission in the above referenced decisions, is 2.00%.
Staff has apparently used the same methodology it has previously proposed, which
the Commission rejected in Decision Nos. 66849 (pp. 16-16) and 71845 (pp. 30-31).
The Commission should continue to apply the Company's current CIAC amortization
rate of 2.00% in this proceeding.

Staff Operating Income Adjustment No. 7 — Income Tax Expense

Q. DOES THE COMPANY ACCEPT STAFF'S ADJUSTMENT TO APPLY A
HYPOTHETICAL FEDERAL TAX RATE OR GROSS REVENUE CONVERSION
FACTOR ("GRCF") TO THOSE SYSTEMS WHICH HAVE FEDERAL TAXABLE
INCOME OF LESS THAN $335,000?
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A. No. For the same reasons RUCO's recommendation to apply a hypothetical imputed
federal income tax rate should be rejected, so should Staffs recommendation. As
stated above, AWC is a single corporate entity that files a single Federal tax return
and as a result, pays 35% of its taxable income to the Federal government regardless
of where that taxable income is earned. Staff provides no evidence to support the
disallowance of a portion of AWC's federal income taxes, which AWC is required by
law to pay. Disallowing federal income taxes is confiscatory and Staff's calculation
should not be adopted in this proceeding.

Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

A Yes.
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