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EXECUTIVE SUMMARY 

Based on the Residential Utility Consumer Office’s (“RUCO”) analysis of 
the applications for a permanent rate increase (“Applications”) of Global 
Water - Palo Verde Utilities Company (“Palo Verde”); Global Water - 
Santa Cruz Water Company (“Santa Cruz”); Global Water - Valencia 
Water Company - Town Division (“WCT”); Water Utility of Greater 
Tonopah, Inc. (“WUGT”); Willow Valley Water Company, Inc. (“Willow 
Valley”); Valencia Water Company - Greater Buckeye Division 
(“WCGB”); and Global Water - Water Utility of Northern Scottsdale 
(“W U N S”) (collectively “Ap p I ica n ts I’ “G lo ba I Uti I i t ies ’I or T o m  pan y ’I) w h ic h 
were filed with the Arizona Corporation Commission (“ACC” or 
“Commission”) on July 9, 2012, RUCO recommends the following: 

RUCO recommends that the Arizona Corporation Commission reject the 
Applicants’ request for a Distribution System Improvement Charge and a 
Collection System Improvement Charge. 
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NTRODUCTION 

2. 

4. 

Q. 

4. 

Q. 

A. 

Please state your name, occupation, and business address. 

My Name is William A. Rigsby. I am the Chief of Accounting and Rates 

for the Residential Utility Consumer Office (“RUCO”) located at 1 I I O  W. 

Washington, Suite 220, Phoenix, Arizona 85007. 

Please describe your qualifications in the field of utility regulation 

and your educational background. 

I have been involved with utility regulation in Arizona since 1994. During 

that period of time I have worked as a utilities rate analyst for both the 

Arizona Corporation Commission (“ACC” or “Commission”) and for RUCO. 

I hold a Bachelor of Science degree in the field of finance from Arizona 

State University and a Master of Business Administration degree, with an 

emphasis in accounting, from the University of Phoenix. Appendix 1, 

which is attached to my direct testimony on the cost of capital issues In 

this case, further describes my educational background and also includes 

a list of the rate cases and regulatory matters that I have been involved in. 

What is the purpose of your testimony? 

The purpose of my testimony is to present RUCO’s position on requests 

for a water system Distribution System Improvement Charge (“DSIC”) and 

a wastewater system Collection System Improvement Charge (“CSIC”) 

presented in the applications for a permanent rate increase 

1 
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(“Applications”) of Global Water - Palo Verde Utilities Company (“Palo 

Verde”); Global Water - Santa Cruz Water Company (“Santa Cruz”); 

Global Water - Valencia Water Company - Town Division (“VWCT); Water 

Utility of Greater Tonopah, Inc. (IlWUGT); Willow Valley Water Company, 

Inc. (“Willow Valley”); Valencia Water Company - Greater Buckeye 

Division (“VWCGB”); and Global Water - Water Utility of Northern 

Scottsdale (“WU NS”) (collectively “Applicants , ” “Global Utili ties, ” or 

“Company”) which were filed with the Arizona Corporation Commission 

(,,A,,’’ or “Commission”) on July 9, 2012, 

Q. 

A. 

Will RUCO be filing testimony on the required revenue, rate design 

and cost of capital issues associated with AWC’s Application? 

Yes. RUCO witness Robert B. Mease will provide direct testimony 

presenting RUCO’s recommendations on required revenue and will 

address other issues in the case including RUCO’s recommended 

treatment of Infrastructure Coordination and Financing Agreements 

(“ICFAs”) and acquisition adjustments. Mr. Mease will also sponsor 

RUCO’s direct testimony on rate design which is scheduled to be filed on 

July 15, 2013. As I noted above, I have also filed, under separate cover, 

direct testimony on the cost of capital issues in this case. 
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SUMMARY OF TESTIMONY AND RECOMMENDATIONS 

a. 

4. 

a. 
4. 

Please summarize the specific issues that you will address in your 

direct testimony. 

My direct testimony will address the Applicants DSlC and CSlC requests. 

Please provide a brief summary of RUCO’s recommendations. 

RUCO recommends that the Commission reject the Applicants’ requests 

for DSlC and CSlC mechanisms for the reasons that I will present in my 

direct testimony. 

DSlC AND CSlC REQUESTS 

Q. 

4. 

Q. 

A. 

What water and wastewater systems are the Company requesting 

DSlC and CSlC mechanisms for? 

The Company is requesting DSlC mechanisms for all its water systems 

with the exception of WUNS, and a CSlS for the Palo Verde wastewater 

system. Both mechanisms will allow the Applicants to recover the costs of 

specific plant additions that are placed into service between general rate 

case proceedings through a surcharge. 

Have you reviewed the direct testimony of Paul Walker that 

addresses the requests for the DSlC and CSlC mechanisms? 

Yes. 

3 
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2. 

4. 

Q. 

4. 

Briefly explain the Company’s DSlC and CSlC requests. 

The Company is proposing that supply mains, distribution and 

transmission mains, services and meters recorded in National Association 

of Regulatory Utility Commissioners (“NARUC”) Accounts numbered 309, 

332, 333 and 334 be eligible for recovery through a water system DSlC 

mechanism. For the wastewater CSIC, qualifying assets would include 

Collection Sewers - Force, Collection Sewers - Gravity, Special Collecting 

Structures, Services to Customers, Flow measuring Devices, Flow 

Measuring Installations and Outfall Sewer Lines recorded in NARUC 

Accounts numbered 360, 361,362,363,364,365 and 382. 

According to Mr. Walker’s direct testimony, the Applicants wo ild submit a 

Proposed System Improvement Plan that would specify five- and ten-year 

replacement plans for eligible assets financed by debt and equity that 

would be updated every two years. The Applicants would then file 

requests on an annual basis, for ACC Staffs review, to place completed 

projects into rate base and earn a return that is equal to the rate of return 

authorized in the last rate case. 

Have there been any developments regarding a mechanism similar to 

the DSlC and CSlC that the Applicants are requesting? 

Yes. Since Mr. Walker’s testimony was filed on July 9, 2012, the ACC has 

issued Decision No. 73938, which approved an Arizona Water Company 

4 
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(iiAWC”) Eastern Group settlement agreement that adopts a System 

Improvement Benefits (“SIB”) surcharge mechanism for the Eastern 

Group water systems.’ Like the DSlC and CSlC mechanisms being 

requested in this case, the SIB allows for recovery of qualifying water 

system plant additions that are placed into service between general rate 

case proceedings. Global Utilities was a patty to the AWC Eastern Group 

settlement agreement as were a number of other Arizona water providers. 

Q. 

A. 

Q. 

A. 

Was RUCO a signatory to the AWC Eastern Group settlement 

ag reemen t? 

No. RUCO was not a signatory to the Eastern Group settlement 

agreement. RUCO’s Director, Patrick J. Quinn, and I testified against the 

settlement agreement during the AWC Eastern Group Phase 2 evidentiary 

hearing on the SIB mechanism. 

Have there been any other cases in which a SIB mechanism has 

been approved by the Commission? 

No. A settlement agreement that adopts a SIB mechanism for AWC’s 

Northern Group water systems is before the Commission at this time, but 

has not yet been approved by the Commission. RUCO also opposed the 

AWC Northern Group settlement agreement as well.* 

Docket Number W-O1445A-11-0310 

Docket Number W-01445A-12-0348 
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a. 

4. 

Q. 

A. 

Q. 

A. 

Has the Commission approved a SIB mechanism or a CSlC for a 

wastewater utility, such as Palo Verde, to date? 

No. 

What is RUCO’s recommendation regarding the Company-proposed 

DSlC and CSIC? 

RUCO recommends that the Commission reject the Company-proposed 

DSlC and CSlC for the same reasons that it opposed the SIB mechanism 

adopted in the aforementioned AWC Eastern and Northern Group 

settlement agreements. The SIB mechanism approved by the 

Commission for the AWC Eastern Group is intended to be a template for 

mechanisms such as the DSlC and CSlC that the Applicants are 

requesting in this case. For this reason I will include the SIB in the 

discussion that follows. 

Please discuss RUCO’s reasons for opposing the adoption of the 

SIB, DSlC and CSlC mechanisms. 

There are four reasons3 why RUCO is opposed to the adoption of the SIB, 

DSlC and CSlC mechanisms. First, each of the mechanisms allow for the 

recovery of routine plant improvements outside of a rate case that would 

normally be recovered in a general rate case proceeding. Second, the 

There are also legal concerns with the implementation of the DSlC which, if necessary, RUCO 3 

will address in its legal briefs. 

6 
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SIB, DSlC and CSlC are one-sided mechanisms that work only in the 

interest of shareholders. While they allow accelerated cost recovery for 

new plant, they fail to adequately consider reduced operations and 

maintenance expense (“O&M”) savings attributable to the new plant. 

Third, there is no federal or state requirement mandating the types of 

routine plant additions that the SIB, DSlC and CSlC mechanisms recover 

through a surcharge. Fourth, neither AWC nor the Applicants in this case 

have proven that they would not be able to ensure safe and reliable water 

service or achieve cost recovery absent the adoption of a SIB, DSlC or 

CSIC. Therefore, there is no need for the Commission to adopt a special 

surcharge for such routine additions. 

2. 

A. 

In regard to RUCO’s first reason for rejecting the Company-proposed 

DSlC and CSIC, are the types of infrastructure improvements that 

would be recovered through the SIB, DSlC and CSlC extraordinary in 

nature? 

No. Like the AWC Eastern and Northern Group SIBS, the types of 

infrastructure improvements for which the Company-proposed DSlC and 

CSlC mechanism are intended to recover are routine in nature. These are 

plant improvements that any regulated utility would normally make as 

existing assets reach the end of their useful lives. There is nothing 

extraordinary about these types of plant additions. Normal regulatory 

procedures allow cost recovery for these types of plant additions after a 

7 
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determination of prudency and that the additions meet the used and useful 

standard during a general rate case proceeding when all of the various 

ratemaking elements are taken into consideration. RUCO has 

consistently opposed the use of cost recovery mechanisms that do not 

allow for the type of thorough analysis that takes place in a general rate 

case proceeding. 

Q. 

A. 

Why is it important to consider all of the ratemaking elements when 

setting new rates? 

Because the addition of new plant that replaces aging plant can have an 

impact on operating expenses which are recovered by a utility on a dollar- 

for-dollar basis in new rates. For example, new additions may be 

responsible for lower purchased pumping power costs as a result of 

improved system efficiency and lower employee wage expense as a result 

of less time spent on repairing aging plant items after normal hours. 

Under the Company-proposed DSlC and CSIC, the Applicants 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. Unfortunately, ratepayers receive no benefit from any cost 

savings that are related to the plant additions that they will be paying for 

through the SIB, DSlC and CSIC. Any cost savings resulting from new 

plant additions recovered through the Company-proposed DSlC and 

8 
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CSIC would be pocketed by the Applicants between general rate case 

proceedings. 

2. 

4. 

In regard to RUCO’s third reason for rejecting the Company- 

proposed DSlC and CSIC, are there any federal or state regulations 

that require the Commission to approve a mechanism that is similar 

to the ACRM? 

No. Unlike the circumstances surrounding plant that was required for 

reducing the level of arsenic in drinking water, there are no federal or state 

requirements that warrant the implementation of a mechanism similar to 

the Arsenic Cost Recovery Mechanism (“ACRM’’)4 for the recovery of 

aging plant between general rate cases. RUCO believes that adjustor 

mechanisms are extraordinary rate recovery devices that are permitted for 

certain narrow circumstances. In RUCO’s view, the routine replacement 

of aging infrastructure, that would be recovered through the SIB or the 

Company-proposed DSlC and CSIC, does not qualify as an extraordinary 

circumstance that requires a mechanism such as the ACRM which was 

specifically designed to address a one-time event that impacted 

dozens of Arizona water companies simultaneously. RUCO believes 

that more mainstream issues, such as excessive water loss, are 

something that water providers should keep in check as a matter of 

’ The ACRM was adopted by the Commission in order to allow Arizona water providers to 
recover the costs associated with meeting more stringent arsenic level standards imposed by the 
rederal government. 
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routine cost management. A water provider’s failure to perform ordinary 

maintenance is not a reason for the institution of a SIB, DSlC or CSlC in 

RUCO’s opinion. 

7. 

4. 

Q. 

A. 

Please discuss RUCO’s fourth reason for rejecting the DSIC. 

RUCO believes that AWC should replace aging infrastructure as part of 

the Company’s normal course of infrastructure improvements to ensure 

continued safety and reliability. RUCO, however, does not find that a 

SIB, DSlC or CSlC surcharge is necessary for AWC to meet the 

Company’s obligation to provide safe and reliable water service. The 

Applicants do not contend that the denial of a DSlC or CSlC would change 

its ability to meet the Company’s statutory and regulatory commitments 

and the Applicants do not allege that it is financially unable to make 

necessary and prudent infrastructure replacements without the DSlC or 

CSIC. 

Does the National Association of State Consumer advocates 

(“NASUCA’) endorse mechanisms similar to the SIB, DSlC or CSIC? 

No. NASUCA issued a resolution in 1999 (Attachment A) that opposes 

the adoption and implementation of mechanisms such as the Company- 

proposed DSlC and CSIC. The resolution lists a number of sound 

reasons why such mechanisms should be rejected by state utility 

commissions. 

10 
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2. 

I. 

Can you cite any research that illuminates the deficiencies in the SIB, 

and the Company-proposed DSlC and CSlC surcharges? 

Yes. In September of 2009, Ken Costello, a Principal with the National 

Regulatory Research Institute (“NRRI”), published a survey report on cost 

trackers (similar to the SIB and the Company-proposed DSlC and CSIC). 

In his report, Mr. Costello noted the following: 

“Cost trackers can, in various ways, result in higher utility costs. 
First, they undercut the positive effects of regulatory lag on a 
utility’s costs. “Regulatory lag” refers to the time gap between 
when a utility undergoes a change in cost or sales levels and 
when the utility can reflect these changes in new rates. 
Economic theory predicts that the longer the regulatory lag, the 
more a utility has to control its costs; when a utility incurs costs, 
the longer it has to wait to recover those costs, the lower its 
earnings are in the interim. The utility, consequently, would have 
an incentive to minimize additional costs. Commissions rely on 
regulatory lag as an important tool for motivating utilities to act 
efficiently. As economist and regulator Alfred Kahn once 
remarked: 

“Freezing rates for the period of the lag imposes 
penalties for inefficiency, excessive conservatism, 
and wrong guesses, and offers rewards to their 
opposites; companies can for a time keep the 
higher profit they reap from a superior performance 
and have to suffer the losses for a poor one.” 

Rational utility management, as a general rule, would exert 
minimal effort in controlling costs if it has no effect on the utility’s 
profits. This condition occurs when a utility is able to pass 
through (with little or no regulatory scrutiny) higher costs to 
customers with minimal consequences for sales. Cost 
containment constitutes a real cost to management. Without any 
expected benefits, management would exert minimum effort on 
cost containment. The difficult problem for the regulator is to 
detect when management is lax. Regulators should concern 
themselves with this problem; lax management translates into a 
higher cost of service and, if undetected, higher rates to the 
utilities’ customers. Regulators should closely monitor and 

11 
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scrutinize costs, such as those sub’ect to cost trackers, t hat 
utilities have little incentive to control.” 5 

Q. 

4. 

Can you cite other cases or testimony that supports RUCO’s position 

on this issue? 

Yes. In April of 2009, Sonny Popowsky, the Consumer Advocate for the 

State of Pennsylvania, offered testimony before the Pennsylvania House 

Consumer Affairs Committee regarding a House Bill that would have 

approved a mechanism similar to the SIB and the Company-proposed 

DSlC and CSlC for natural gas utilities (Attachment B). In his testimony, 

to support his argument against the adoption of the natural gas 

mechanism, Mr. Popowski quoted Commonwealth Court Judge Leavitt in 

her opinion on a CSIC, being sought by Pennsylvania-American Water 

Company: 

“The surcharge is quite different from a base rate. In 
Pennsylvania, as in most jurisdictions, rates for public 
utilities are set using what is known as the test year concept, 
which requires taking a snapshot of the utility’s revenues, 
expenses and capital costs during a one-year period. The object 
of using a test year is to reflect typical conditions. Test year 
expenses may be adjusted or normalized where atypical or non- 
recurring. Under the test year concept, revenues, expenses and 
capital costs are to be simultaneously reviewed for the same 
period of time so that a utility may prove its new rates are “just 
and reasonable.” 

Mr. Popowski went on to state the following: 

“Unlike a traditional base rate case, in which all costs and all 
revenues are considered simultaneously, a DSlC is a one way 
street that can only increase rates between rate cases, even if a 

Costello, Ken, “How Should Regulators View Cost Trackers?” Washington, DC: National 5 

Regulatory Research Institute, Pages 4-5 [footnotes excluded] 
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utility’s other costs are going down or its revenues are going up. 
In setting utility rates, it is important to look at all the utility’s costs 
and revenues, not just a single utility cost item that may be 
added between rate cases.” 

Q. 

A. 

... 

Can RUCO cite any other studies that dispute the benefits of adjustor 

mechanisms such as the SIB or the Company-proposed DSIC and 

CSlC mechanisms discussed in your testimony? 

Yes. In May of 2012, Ralph Smith of Larkin & Associates, PLLC, who has 

testified in a number of rate case proceedings on behalf of ACC Staff and 

RUCO, recently authored a report on the increasing use of surcharges on 

consumer utility bills for the American Association of Retired Persons 

(LLAARP”) which I’ve attached to my direct testimony (Attachment C). In his 

report, Mr. Smith explains how, for many consumers, home utility bills are 

becoming more and more cluttered with new fees and surcharges to pay 

for everything from investment in new gas pipelines to environmental 

compliance costs. Mr. Smith points out that that these types of surcharges 

are departures from the traditional utility rate setting process. He also 

warns that surcharges, such as a SWlP or DSIC, can result not only in 

increased costs to consumers, but additional undesirable consequences 

such as reducing utility incentives to control costs and shifting utility 

business risks away from investors and onto customers. 

13 
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1. 

4. 

Q. 

4. 

Has the Commission rejected such mechanisms in prior cases? 

Yes, in a prior Arizona-American Water Company rate case proceeding, 

the Commission adopted the recommendations of ACC Staff and RUCO 

and rejected a similar cost recovery mechanism identified as an 

Infrastructure Improvement Surcharge (“11s”). Decision No. 72047 stated 

the following: 

“The Company admits the surcharge would cover routine 
investments in such items as meters, mains, hydrants, tanks 
and booster stations, and while the Company proposed a cap 
on the increase between rates, the Company has not 
quantified the amount of the proposed surcharge. We agree 
with RUCO and Staff that the recovery of expenditures for 
plant additions and improvements does not warrant the 
extraordinary ratemaking device of an adjuster mechanism, 
and will therefore not grant the request for institution of an 11s.” 

Do the customer bill impacts justify the adoption of the SIB or the 

Company-proposed DSlC and CSIC? 

No. While proponents argue that surcharge mechanisms such as the SIB 

or the Company-proposed DSlC and CSlC result in gradual rate increases 

that would be more palatable to both ACC Commissioners and to 

ratepayers, if the Commission were to adopt such mechanisms for the 

Applicants, ratepayers could be looking at a rate increase in every year 

between general rate cases. Municipal systems don’t even impose such 

frequent rate hikes on their water and wastewater customers. This steady 

stream of rate increases is certainly a departure from the Commission’s 

prior preference for rate stability between general rate cases. While it is 

possible that the adoption of a SIB or the Company-proposed DSlC and 

14 
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CSlC may mitigate rate shock in future general rate cases, the 

Commission would have to weigh this with the fact that this steady stream 

of rate increases will benefit the Company more than AWC ratepayers 

given the fact that the surcharge amounts will not reflect any dollar-for- 

dollar cost reductions in operating expenses that are associated with the 

new plant. 

Because ACC Staff, and intervenors, such as RUCO, will not have the 

opportunity to look closely at the plant additions being placed into service 

between rate cases, the possibility exists that imprudent expenditures 

would not be discovered until a general rate case proceeding. By then 

ratepayers could have been overcharged for imprudent plant expenditures 

for a number of years. Furthermore, ratepayers who leave the affected 

systems will not even see any savings from new rates, established in a 

general rate case proceeding, that reflect lower operating costs or the 

disallowance of imprudent plant expenditures. For the reasons that I’ve 

given above, I believe that the Commission should reject a SIB or the 

Company-proposed DSlC and CSIC. 

Q. 

A. 

Is there any way to mitigate the problems with the SIB or the DSlC 

and CSlC that you discussed above? 

Possibly. In July 2011, David D. Dismukes, Ph.D. (who recently testified 

for ACC Staff in the recent Southwest Gas Corporation rate case 

15 
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proceeding), filed testimony6 on a surcharge mechanism similar to the 

Company-proposed DSlC and CSlC in a proceeding before the Maryland 

Public Service Commission. As an alternative to an accelerated natural 

gas pipe replacement plan that was being proposed in that proceeding by 

WGL Holdings, Inc., Mr. Dismukes recommended an Operations & 

Maintenance (“O&M”) expense offset that would apply a specified dollar 

credit to every mile of replaced pipe. A similar credit could be applied to 

every foot of replacement line that AWC would recover through the 

Company-proposed DSIC. Mr. Dismukes recommendation makes good 

sense from the standpoint that O&M expense would drop as aging 

infrastructure is replaced. In this case, an O&M credit would have the 

effect of lowering the increased pro-forma level of O&M expense that it is 

being proposed by AWC in this case which would be embedded in base 

rates. The adoption of an O&M credit, that would be applied to customer 

bills at the same time that potential DSlC surcharges go into effect, would 

produce fairer rates in RUCO’s view. 

Q. 

A. 

Did the Maryland Public Service Commission approve the surcharge 

portion of the plan being proposed by WGL Holdings, Inc.? 

No. In its final decision7 on the matter, the Maryland Public Service 

Commission stated that “although the Commission does agree with WGL 

Dismukes, David E., Ph.D., Direct Testimony on Behalf of the Maryland Office of People’s 6 

Counsel, Case no. 9267, filed July 27, 201 1 ’ Maryland Public Service Commission Order No. 84475 issued on November 14, 201 1 
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[Holdings, Inc.] that “safe and reliable infrastructure is its highest priority,” 

it maintains that ‘infrastructure investments do not justify a surcharge’ to 

be imposed on customers. The Maryland Commission authorized WGL 

Holdings, Inc. to implement the initial phase of its proposed accelerated 

natural gas pipe replacement plan but stated that it would address cost 

recovery in appropriate future rate cases. 

Q. 

A. 

Q. 

4. 

Q. 

A. 

Doesn’t the SIB adopted in the AWC Eastern group settlement 

agreement have an efficiency credit that provides a reduction that is 

similar to the O&M credit discussed above? 

Yes. However, as RUCO’s Director, Patrick J. Quinn, stated during the 

Phase 2 AWC Eastern Group hearing, the SIB efficiency credit does not 

go far enough. 

Does your silence on any of the issues, matters or findings 

addressed in the testimony of the Applicants’ witnesses constitute 

your acceptance of their positions on such issues, matters or 

findings? 

No, it does not. 

Does this conclude your direct testimony on Global Utilities’ rate 

case filing? 

Yes, it does. 
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National Association of State Utility Advocates Page 1 of 2 

Home > Resolutions > Water  Company In f rast ructure Costs 

National Association o f  State Ut i l i ty  Consumer Advocates 
R E S O L U T I O N  

Discouraging State Regulatory Commissions f r o m  Adopt ing Automat ic 
Ad jus tment  Charges fo r  Water Company In f ras t ruc tu re  Costs 

WHEREAS, certain regulated water  companies have recently proposed 
mechanisms fo r  automat ical ly increasing water rates, p r io r  t o  regulatory  review, 
based upon isolated i tems o f  expense related t o  infrastructure projects; and 
WHEREAS, t h e  National Association o f  State Ut i l i ty  Consumer Advocates 
(NASUCA) believes tha t  publ ic interest  is still best served b y  ra te  of re tu rn  
regulat ion of investor-owned water  companies and t h a t  such automat ic  
ad justment  mechanisms contradict several sound ra te  o f  re tu rn  ratemaking 
principles, including the  match ing principle, because increases t o  i tems of rate 
base are recognized far  outside o f  t h e  tes t  year  f rom which al l  o ther  rate base, 
as well  as revenues, expenses, and cost of capital i tems tha t  are used when 
calculat ing rates, al lowing 'piecemeal ratemaking'  and prevent ing the  
recognit ion o f  any  s imultaneous of fset t ing reduct ions in  o ther  i tems; and 

WHEREAS, automat ic  ad justment  mechanisms also c i rcumvent  regulatory  
review o f  increases t o  ra te  base fo r  prudence and reasonableness; and 

WHEREAS, automat ic  ad justment  mechanisms fu r ther  create bad public pol icy 
b y  e l iminat ing t h e  bui l t - in regulatory  incentive t o  control costs between ra te  
cases and, generates incentives t o  increase spending in  order t o  avoid reduction 
o f  t h e  surcharge which occurs if t h e  water  company's author ized re tu rn  is 
reached; and 

WHEREAS, when an automat ic  ad justment  clause is adopted, ra te  stabi l i ty  is 
reduced and proper price signals are distorted b y  f requent  ra te  increases, and 
no  convincing evidence has been shown t o  support  the  claim t h a t  t h e  f requency 
o f  rate case proceedings is reduced b y  such clauses; and 

WHEREAS, special incentives are no t  needed in order ensure adequate water  
quality, pressure, and a proper reduction o f  service interruptions; and 

WHEREAS, automat ic  ad justment  mechanisms can inappropriately reward water 
companies tha t  have imprudent ly  fal len behind in  infrastructure improvements;  
and 

WHEREAS, it is inappropriate t o  tilt t h e  regulatory balance against  consumers 
and sh i f t  business r isk away f r o m  water  companies s imply fo r  t h e  purpose o f  
creating an incentive fo r  these companies t o  fulf i l l  the i r  basic obl igation t o  
provide safe and adequate service; 

THEREFORE, BE I T  RESOLVED, t h a t  NASUCA st rongly  recommends s tate 
legislatures and state publ ic u t i l i ty  commissions avoid t h e  implementat ion o f  
automat ic  ad justments charges fo r  water  company infrastructure costs; and 

BE I T  FURTHER RESOLVED, t h a t  NASUCA author izes i t s  Executive Commi t tee  t o  
develop specific posit ions and t o  take appropr iate actions consistent w i th  the  
te rms  o f  th is  resolution. The Executive Commit tee shal l  not i fy t h e  membership 
o f  any action taken  pursuant t o  th is  resolution. 

http://www .nasuca.org/archive/res/water/res993.php 7/21/2011 
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Chairman Preston, Chairman Godshall 
and Members of the House Consumer Affairs Committee 

My name is Sonny Popowsky. I have served as the Consumer Advocate of 

Pennsylvania since 1990, and I have worked at the Office of Consumer Advocate since 1979. 

Thank you for this opportunity to present testimony to this Committee regarding House Bill 744, 

which would allow natural gas utilities in Pennsylvania to increase their rates automatically to 

reflect the capital costs of distribution plant that is added to service between base rate cases. As 

currently drafted, House Bill 744 would allow automatic increases in rates to reflect the value of 

new plant additions, but would not reflect reductions in the value of existing distribution plant 

resulting from depreciation and retirements during the same period. As such, the proposed 

distribution system improvement charge (DSIC) contained in HB 744 is one-sided and unfair to 

consumers. In addition, HB 744 contains no limit on the overall level of rate increases that can 

be obtained by natural gas utilities through these automatic adjustment clauses, which means that 

rates can be increased indefinitely without a Commission review of the utility’s overall base 

rates. If the General Assembly chooses to proceed with HB 744, then I would respectfully 

submit that the legislation must be amended in order to correct these flaws. 

As you know, the model used to support the proposed natural gas distribution 

system improvement charge is found in a Public Utility Code provision that was added for water 

companies in 1996 to allow water utilities to increase rates between base rate cases in order to 

cover the costs of new distribution improvements. At that time, many water utilities were filing 

base rate cases almost annually to cover the cost of new infrastructure required to meet state and 

federal safe drinking water laws. 
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In contrast, until 2008, several of our major natural gas utilities had not filed base 

rate cases in decades. Prior to 2008, the last base rate increase for PECO Gas was in 1988, 

twenty years earlier. The last base rate case filed by Columbia before 2008 was in 1995 and the 

last Equitable case prior to 2008 was in 1997. To this day, UGI and Dominion (Peoples) have 

not filed a base rate case since 1995. I am not aware of any evidence that these utilities have 

been unable to maintain safe natural gas service and make necessary infrastructure improvements 

during those many years in which their base rates remained unchanged. When Pennsylvania 

natural gas utilities have been able to provide service to customers without increasing their base 

rates for 10, 15 or 20 years, why would we pass a law that allows them to raise those rates 

automatically every three months? 

This is not a hypothetical question. In November 2007, PECO Gas issued a press 

release announcing that it had just completed $12.3 million in upgrades to its suburban 

Philadelphia natural gas facilities, including the replacement of 58,000 feet of cast iron and bare 

steel mains. And, PECO Gas did all this without raising its base rates and without a DSIC. In 

the press release announcing the system improvements that PECO issued on November 6,2007, 

the Company stated: 

During the past 20 years, PECO has made significant upgrades to 
its natural gas delivery system and expanded capacity, serving 
about 7,000 new customers each year - all without an increase in 
the company’s delivery and service charges since 1988. By saving 
customers money through the use of new technologies, increasing 
sales, operational mergers and other efficiencies PECO charges 
remain among the lowest in Pennsylvania. 

That is how ratemaking is supposed to work. Between base rate cases, a utility makes needed 

investments that increase costs, but the utility may also add customers who provide more 
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revenues, or it may operate more efficiently to reduce costs in other areas. Most importantly, the 

level of investment in its existing infrastructure goes down in value due to depreciation and 

retirements. In a base rate case, both the increases and decreases are taken into account. 

In a base rate case, all of the utility’s costs and revenues are looked at together in 

order to determine whether the company needs to increase its base rates. In contrast, a 

distribution system improvement charge simply takes out of context one cost element - the cost 

of new pipes - and raises the utility’s overall rates to reflect that additional cost, without 

considering any offsetting changes. 

It is true that improvements to our natural gas infrastructure cost money, and 

utilities that make prudent investments that are used to serve the public are permitted an 

opportunity to recover a return of and earn a fair return on those investments. That does not 

mean, however, that we need to remove the protections of the Public Utility Code in order to 

make it easier for utilities to increase their rates between rate cases, without hearings and without 

any meaningful ability for customers to oppose such increases. 

Traditionally, utilities in Pennsylvania and across the Nation have recovered the 

cost of infrastructure improvements through base rate cases, in which all of the utilities’ 

investments, expenses, and revenues are examined at the same point in time. As I mentioned 

earlier, in 1996, the General Assembly created an exception to this process for water utilities at a 

time when water companies contended that they were subject to very substantial new 

infrastructure requirements. The investments recovered through these surcharges, which are 

permitted to increase every three months, are subject to Commission audit to ensure that they are 

correctly calculated and accounted for, but they are not reviewed by the Commission to 

determine whether the investments are needed or are prudently incurred before their costs are 
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placed in rates. That is why these provisions are called “automatic adjustment” clauses in both 

the existing Section 1307 of the Public Utility Code and in the proposed House Bill 744. 

Initially, the DSIC surcharges for water utilities were limited by the PUC to no more than 5% of 

the utility’s revenues, but in 2007, the Commission approved - over the objection of my Office, 

the Office of Small Business Advocate, the Office of Trial Staff, and the Company’s large 

industrial customers -- an increase in the DSIC surcharge of Pennsylvania American Water 

Company (PAWC) from 5% to 7.5%. Indeed, it appears from the Commission’s Order in that 

case, that the Commission believes it has the discretion to allow the surcharge to increase to 10% 

or even higher if it chooses to do so. 

As you may be aware, PAWC also sought to implement a surcharge for its 

wastewater (sewer) division called a Collection System Improvement Charge (or CSIC). The 

PUC approved that surcharge and my Office successfully appealed on the ground that the 

automatic capital recovery surcharges permitted under the Public Utility Code are limited to 

water utilities. The Commonwealth Court agreed with my Office that the CSIC was not 

permitted under the Public Utility Code, but the Court also discussed the policy objections to a 

clause that allows a utility to recover capital expenditures through an automatic surcharge 

mechanism. As stated by Judge Leavitt in her Opinion for the Commonwealth Court: 

Utility’s Wastewater Charge will entail regulatory 
oversight that amounts to no more than a mathematical exercise. 
The after-the-fact audit will require Utility to show only that it did, 
in actuality, spend the fimds for the intended purpose and not, for 
example, that a new pumping station was needed and was 
operating effectively. . . . . 

. . . . the “cursory” review undertaken for a surcharge is not a 
substitute for the review undertaken in a base rate case to 
determine whether a rate is just and reasonable. 
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Popowsky v. PA PUC, 869 A.2d 1 144,1156 (Comm. Ct. 2005). 

More important than the lack of prior substantive Commission review, in my 

opinion, is the fact that a surcharge for capital expenditures is contrary to the general concept of 

just and reasonable rates because it allows recovery of a single cost increase, while ignoring all 

of the other changes, both positive and negative, that occur between base rate cases. Again, to 

quote from Judge Leavitt’s opinion for the Commonwealth Court in the PAWC CSIC case: 

The surcharge is quite different from a base rate. In 
Pennsylvania, as in most jurisdictions, rates for public utilities are 
set using what is known as the test year concept, which requires 
taking a snapshot of the utility’s revenues, expenses and capital 
costs during a one-year period. The object of using a test year is to 
reflect typical conditions. Test year expenses may be adjusted or 
normalized where atypical or non-recurring. Under the test year 
concept, revenues, expenses and capital costs are to be 
simultaneously reviewed for the same period of time so that a 
utility may prove its new rates are “just and reasonable.” 

869 A.2d at 1 152. 

Unlike a traditional base rate case, in which all costs and all revenues are 

considered simultaneously, a DSIC is a one-way street that can only increase rates between rate 

cases, even if a utility’s other costs are going down or its revenues are going up. In setting utility 

rates, it is important to look at &l the utility’s costs and revenues, not just a single utility cost 

item that may be added between rate cases. 

While I strongly oppose the enactment of a DSIC, I would respectfully urge the 

General Assembly to consider a number of amendments to House Bill 744 in the event that the 

General Assembly chooses to go forward with this legislation. 

First, I would suggest that the DSIC should only reflect the increase in 

distribution plant between rate cases; that is, the cost of new capital additions in the relevant 

5 



categories, minus the depreciation and retirements from the same categories of plant during the 

same time period. In that way, if a natural gas utility is truly making substantial new capital 

additions that exceed the normal reductions in plant value that occur between rate cases, then the 

company can charge the customers a positive DSIC. Second, there should be a percentage cap 

on the total level of DSIC rate increases, and that cap should be based on the utility’s distribution 

revenues, not on total revenues, which include highly volatile natural gas commodity costs that 

are not related in any way to the distribution system improvements. I would suggest that the cap 

be set at 5%, which is where the PUC initially set the cap for the water DSIC’s, but which the 

Commission subsequently allowed Pennsylvania American Water Company to increase to 7.5%. 

Third, I would propose that any natural gas DSIC be preceded by a full base rate case in which 

the company’s total costs and revenues would be examined by the PUC before any automatic 

increases are permitted. In that way, a utility that has not filed a base rate case in 15 years could 

not simply walk in to the Commission and start increasing its rates every three months without 

any prior examination of whether its current rates are just and reasonable. 

In order to assist the members of this Committee I have attached three amendments to 

this testimony that I believe would address these issues. As always, I would be pleased to work 

with the members and staff of this Committee to develop legislation that I hope would best serve 

Pennsylvania’s utility consumers. 

Thank you again for permitting me to testifj at this hearing. I would be happy to answer 

any questions you may have at this time. 

111172 

6 



AMENDMENTS TO HOUSE BILL NO. 744 

Printer’s No. 830 

Amend Section 2, page 2, line 25, by inserting after “of’ 

the net change in 

Amend Section 2, page 2, line 30, by inserting after “proceedings” 

, minus any decreases in net distribution plant resulting from depreciation and 
retirements of the same categories of existing distribution plant during the same 
period. 

Amend Section 2, page 3, by inserting between lines 4 and 5 

(3) The revenue collected in any year pursuant to an automatic rate 
adiustment mechanism established pursuant to this subsection shall not exceed 
five percent of the amount a natural gas distribution company billed its customers 
for distribution service in the previous calendar year. 

Amend Section 2, page 3, line 4, by inserting after “mechanism” 

The commission shall include as part of that remlation or order a 
requirement that a natural gas distribution company shall not initially establish an 
automatic rate adiustment mechanism pursuant to this subsection unless the 
commission has established the natural gas distribution 
company’s rates in a general rate case as set out in section 1308(d) (relating to 
voluntary changes in rates), filed after the effective date of this subsection. 

111172 
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ECUTIVE S U M  

For many consumers, home utility bills are becoming more and more cluttered with 
new fees and surcharges to pay for everything from the investment in new gas pipe 
lines to environmental compliance costs. The imposition of these surcharges are a 
departure from the traditional utility rate setting process, and regulators need to 
carefully evaluate utility requests for additional surcharges on a case-by-case basis to 
determine whether there is a proper balance of meeting utility needs and assuring 
ratepayer protections. 

A surcharge is an additional fee imposed on a ratepayer’s utility bill in addition to 
the base rate charge for utility service. In the past, surcharges were only approved by 
regulators in rare circumstances to address substantial, volatile and uncontrollable 
costs that, if not addressed outside of a base rate case, could threaten to harm a util- 
ity’s financial health. Examples of such surcharges include fuel and purchased power 
adjustment mechanisms for electric utilities and gas cost recovery mechanisms for 
natural gas distribution utilities. In recent years, however, requests for other types of 
surcharges and tracking mechanisms by utilities have significantly increased.’ Indeed, 
the National Regulatory Research Institute characterizes the use of cost trackers and 
mechanisms as the “latest trend.”2 

Utilities have requested surcharge rate mechanisms as a means to accelerate the 
recovery of a variety of costs, many of which are not volatile or uncontrollable. In some 
instances, the use of surcharges and other tracking mechanisms have proliferated so as 
to be baffling and expensive for consumers and burdensome for regulators to monitor. 

Utilities say the surcharges are needed so they can make investments in aging infra- 
structure and comply with environmental regulations, among other claims, without 
compromising their financial health. Utilities also claim that the surcharges will result 
in smaller and less frequent rate increases as well as reduce the frequency of their gen- 
eral rate cases, which can be time consuming and costly to process. 

But the increasing imposition of surcharges and other alternative ratemaking mecha- 
nisms can also defeat some of the primary principles of the rate-setting and regulatory 
review process. Besides increased costs to consumers, surcharges can also result in such 
additional undesirable consequences as reducing utility incentives to control costs and 
shifting utility business risks away from investors and onto customers. 

Regulators need to carefully evaluate utility requests for additional surcharges on a 
case-by-case basis to determine whether there is a proper balance of utility and rate- 
payer needs. If the regulator decides to approve a utility’s request to impose new 
surcharges on ratepayers, adequate safeguards to protect consumers are a must. 
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For many consumers, home utility bills are becoming more and more cluttered with new fees 
and surcharges to pay for everything from the investment in new gas pipelines to environmen- 
tal compliance costs. Not only are these charges often confusing and frustrating to consumers, 
they also represent a shift from the traditional utility ratesetting process. A surcharge is an 
additional cost added to utility customers’ bills. Surcharges are also referred to by other terms 
such as riders, adjustment clauses, recovery mechanisms, and cost trackers. The proliferation 
of additional fees and surcharges generally shifts risks away from utility investors and onto 
consumers. This report describes why consumers should be concerned about the shift toward 
utilities collecting more costs outside of the traditional rate structure. Descriptions of some 
types of fees and surcharges proposed and/or collected by the nation’s major utilities are out- 
lined in Appendix I of this report. 

Utilities must petition state regulators to increase utility rates. Utilities submit a formal request 
to regulators containing their proposed rates to charge customers. The utility’s request is 
reviewed in a formal proceeding, which is called a “rate case.” Interested parties, such as repre- 
sentatives of residential or business customers, are allowed to intervene and review the utility’s 
documentation to determine if the utility’s request is reasonable. The case is resolved by a hear- 
ing and the regulators issue a formal decision. 

The utility’s requested rate is called a “revenue requirement” which is the amount necessary for the 
utility to cover its financial obligations associated with providing safe, reliable service to custom- 
ers, along with earning a reasonable “return.” Basic accounting and ratemaking principles serve as 
the foundation in setting rates to be charged by utilities to provide safe, reliable service. The pri- 
mary purpose of utility ratemaking is to establish rates that allow a utility to recover its prudently3 
incurred operating and maintenance expenses, plus a fair return on its investment in assets that 
are used and useful4 in providing utility service. Rates are calculated based on a “test-year” which 
is a 12-month period to be representative of operating conditions when the rates being established 
will be in effect.5 Utilities are generally required to “net” all costs and benefits of operation at the 
time rates are set to avoid “cherry-picking” individual cost increases that may be offset by other cost 
decreases: Under traditional ratemaking, utilities cannot change rates charged to customers outside 
of a rate case.7 

Consumers are most familiar with seeing the “base rate” charge on their bills. The base rate is 
defined as the rate gas and electric utilities charge customers for the cost of providing safe and 
reliable service, which includes an opportunity for the utility to earn a fair return on its pru- 
dently incurred utility plant investment. The base rates are set by state regulators in a rate case, 
and are often segregated between the basic service charge, distribution, transmission and, for 
electric service, generation: 

AARP UTIL IT IES FEE REPORT I I 



In addition to base rates, most utilities assess a fuel surcharge (gas cost adjustment or 
fuel and purchased power adjustment) and revenue-based taxes in addition to the base 
rate charge. Typical “standard” charges that appear on a customer’s electric utility bill 
may include: 

* Customer Charge: The basic charge to recover costs for billing, meter reading, equip- 
ment, maintenance, etc. (state regulated) 

* Generation Charge (or Commodity Charge): Charges for the production of electricity, 
based on usage (state regulated in non-deregulated states) 

* Transmission Charge: Charges for moving high voltage electricity from a generation 
facility to the distribution lines of an electric distribution company [regulated by the 
Federal Energy Regulatory Commission (“FERC”)] 

- Distribution Charge: Charges for the use of local wires, transformers, substations, 
and other equipment used to deliver electricity to end-use consumers from the high 
voltage transmission lines (state regulated, only shown as a separate charge in deregu- 
lated states) 

- Fuel and Purchased Power Charges 
State Taxes 

Typical standard charges that appear on a customer’s gas utility bill may include: 

* Customer Charge 

* Commodity Charge 
* Purchased Gas Adjustment (true-up) 
* State Taxes 

Gas Transmission or Distribution charge 

Other fees and surcharges fall into the category of “single issue ratemaking,” which is a 
deviation from traditional ratemaking. Single issue ratemaking involves “singling out” spe  
cific expenditures from a company’s base rates and allowing a utility to separately recover 
those costs from ratepayers. Singling out specific costs can make the traditional ratemak- 
ing formula unbalanced. For example, if a utility replaces a large piece of equipment at its 
plant, the new equipment will affect multiple aspects of the business. The utility’s rate base 
plant will increase, and revenues may increase, if the plant addition is to serve new custom- 
ers. Future maintenance expenses may decrease if the addition improves efficiency. The 
lower maintenance costs, which would reduce rates for ratepayers, may not be reflected 
within a surcharge that focuses only on the new investment. 

In the past, single issue ratemaking was typically approved by regulators only in lim- 
ited situations for costs that were considered: 

2 I AARP UTILITIES FEE REPORT 



1. Largely outside the control of the utility, 
2. Unpredictable and volatile, and 
3. Substantial and reoccurring, and which would have the potential to adversely 

impact the utility’s financial health if cost recovery is not addressed outside of a 
traditional rate case. 

Examples of such volatile and unpredictable costs traditionally include fuel costs and 
purchased power costs for electric utilities, and purchased gas costs for gas utilities. In 
contrast, capital investments for plant additions or replacing aging infrastructure are not 
generally considered to be highly volatile, uncontrollable and/or unpredictable. Man- 
agement can control these costs to some extent by comparison shopping materials and 
contractors. The timing of projects can also be adjusted based on availability of funds. 

Yet in recent years, many other types of costs are being proposed by utilities to be recovered 
through surcharges that do not meet the above criteria? The National Regulatory Research 
Institute characterizes the use of cost trackers and mechanisms as the “latest trend.’”O 

Allowing a utility to recover lost revenues or discrete increased costs through a sur- 
charge can also diminish the utility’s incentive to control or reduce expenses because 
the utility is assured of full cost recovery. Since the utility is passing the cost on to 
customers, it has less incentive to seek ways to reduce the expense. Furthermore, in a 
rate case, the utility’s costs are carefully scrutinized, whereas cost increases recovered 
in surcharges can become part of utility rates on an expedited basis, without being sub- 
jected to the same degree of review. In rate cases, utilities must provide documentation 
justifymg its requested costs or they may be disallowed. Reviews of costs recovered 
via surcharges are usually done on a much more limited basis. By allowing a utility 
to recover cost changes through a surcharge, rider or balancing account, the utility is 
assured of the recovery of such costs, therefore diminishing the utility’s incentive to 
control expenses, and reducing the utility’s financial risk. 

~ ~ ~ ~ ~ A ~ ~ E ~ ,  TRACKERS 
AND OTHER COST RECOVERY 

DEFINITIONS 
There are different types of “single issue ratemaking” which include surcharges, track- 
ers, riders, and other cost recovery mechanisms.” 

Surcharge: A surcharge allows a utility to separately charge customers for costs that 
would have otherwise been part of the utility’s standard base rates. This means the 
utility recovers dollar-for-dollar the level of costs incurred or estimated to be incurred. 
A surcharge appears as an additional charge on a ratepayer’s utility bill, above and 
beyond the base rates, fuel surcharge and taxes. Some surcharges are a flat rate while 
others fluctuate, either based on usage or changes in the surcharge rate. 
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Surcharges are also referred to as riders, adjustment clauses, recovery mechanisms, and cost 
trackers, etc. Many utilities use the term “rider” in their tariffs with respect to surcharges. 
However, some utilities use the term “rider” to designate rates for a particular class of service. 
For example, Georgia Power defines “rider” as a modification to an existing tariff rate.” In these 
instances the “rider” is a type of rate on a customer’s bill associated to that type of specific 
utility service, rather than an additional “surcharge”. Therefore, one must read the Company‘s 
applicable tariff sheet to understand what the rider or surcharge actually represents. Utility tar- 
iff sheets may be written in technical language, and this may be hard to understand for many 
consumers. 

Sometimes the entire cost recovered by a surcharge is excluded from base rates and recovered 
separately through the surcharge (e.g., fuel costs). In other instances, only the incremental por- 
tion or the difference between what is included in the base rates and the changes in the cost 
(e.g., in some states vegetation management or storm damage costs) are recovered through the 
surcharge. For instance, if a utility is allowed to recover $10 million in base rates for tree trim- 
ming expenses, but actually spends $ I I million, and the utility has a surcharge mechanism in 
place for such costs, the $1 million difference would be assessed as a surcharge to ratepayers. 

A surcharge can either be a fixed rate or adjusted periodically as the cost element it covers 
changes (i.e., monthly, quarterly or annually). Changes in costs addressed by the surcharge are 
typically reviewed by regulators periodically (e.g., annually or quarterly). However, the level 
of review of utility costs charged to customers through surcharges is usually more informal, 
expedited and less rigorous than in contrast to the in-depth review that would typically be 
conducted in a full utility rate case. 

For example, in a recent utility case in Nebraska the utility requested three adjustment mecha- 
nisms (weather normalization, a billing adjustment factor and an inflation factor). However, the 
state regulator denied the surcharges: 

Such automatic mechanisms can lead to excessive rates, an inappropriate shifting of 
risks from stockholders to ratepayers, and decreased incentives to operative efficiently. 

Therefore the rate mechanisms should be denied.’3 

Balancing Accounts: Another form of single issue ratemaking, referred to as “balancing 
accounts,” also can result in new surcharges on bills for utility service. A balancing account 
tracks the difference in a certain cost allowed in base rates and the actual  COS^.'^ California 
is one state regulatory jurisdiction that makes extensive use of balancing accounts.’5 The 
ratemaking regime in California has become particularly complex. The extensive use of bal- 
ancing accounts and cost trackers has made it challenging and difficult for the regulators to 
adequately audit the proliferation of special mechanisms being used by utilities. California 
utilities have a traditional three-year General Rate Case (“GRC”) cycle, though the cycle has 
been extended beyond that in some instances. The utility’s base rates are developed using 
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forecasted amounts and typically are adjusted annually for inflation. An added complex- 
ity is that many issues affecting the utility’s base rates may also be addressed separately in 
other dockets. The California utilities also utilize a variety of mechanisms to recover costs 
separately from base rates: surcharges, adjustment mechanisms, balancing accounts and 
memorandum accounts.I6 

Some believe that the use of balancing (and memorandum accounts) by California utilities has 
become excessive. A recent California American Water Company (“CalAm”) General Rate Case dem- 
onstrates how the use of surcharges and other alternative rate mechanisms can get out of control. In 
Application No. A. ioqa17,  CalAm had 79 existing balancing and memorandum accounts. CalAm 
had requested six additional balancing and memorandum accounts, which if approved, would bring 
the total to 84. The Department of Ratepayer Advocates (“DRA”), which is charged with looking out 
for the consumer interest, acknowledged that it did not have the resources to fully review the Com- 
pany’s numerous accounts: 

These advice letters are generally approved without audit. There is little opportunity 
to review the recorded amounts for reasonableness before the balances are recovered, 
unless DRA requests the opportunity to audit the balances or request for a suspension 
of the advice letter.’7 

Exhibit 1 is a table summarizing the number of balancing and memorandum accounts utilized 
by some of the larger California utilities:18 

...... ............... .. ...... ............ ..... ............ .................. -. “.l - I 

i j €XHIBIT 1 
+ .......................................................................................... -. ......................... .. : ........................... _ ........................................................ 
j i BALANCING MEMO i OTHER 

....... ACCOUNTS j ACCOUNTS . ACCOUNTS 
I UTILITY 

1 Southern California Edison (SCE) 
i ............................ i ........ . 4 ............... 

i 24 ; 16 ; 61 1 
.. .......................................................................................................................... . * 

21 j 
. ........................................ i 

22 24 10 j 56 
..... ....................................................................... .............................................. ...................... ...................................... 
Southern California Gas Co. (SoCal) 

22 I 33 i 7 !  62 San Diego Gas & Electric (SDG&E) 

35 I 15 j 82 32 Pacific Gas & Electric (PG&E) 

! 

.......I ............................ ........................ ....................................................................................................................................................... .- 

...................... ...................................................................................... ...................................................... ,. 

* i  * i  * ;  79 j 
---- ----.i - - __ - i California American Water Company 

/ Golden State Water Company 91 29 j 38 i 
+ -.-----̂_--..---_____I i _^_______ll____l 

I 

i Total Accounts for Regulators to Review ! 106 [ 
; 1.. .i ! 

i Information regarding the breakdown of the different accounts was not located; as noted above, CalAm’s requests, if approved, 
j 

145. 48 299 
....................................... ................................. .................. ............................. ........ ............... 

. 
would increase the total to 84. - __i 

“--_l-” __II _I 
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Trackers: Another single issue ratemaking mechanism is a “tracker” which involves recording or 
“tracking” costs in a specified account, which are later reviewed by regulators. The costs are not 
initially included in the utility’s base rates, but are accumulated or “set aside” for future review. 
They may be incorporated into the development of the utility’s base rates in its next base 
rate case or may show up as a separate charge on ratepayers’ bills. This type of mechanism is 
sometimes utilized to “track whether the authorized level is being spent. In some situations, 
underspending by a utility of a “tracked costs” is eventually returned to ratepayers. 

An example of utility expenses that have been “tracked are vegetation management (tree 
trimming) costs. For example, a utility may have issues with its reliability and regulators 
may decide to monitor the level of the utility’s tree trimming expenditures as a means of 
assessing whether the utility is conducting an adequate level of maintenance near its wires 
and poles. 

Another example of a cost that has been “tracked” and deferred by a utility for future review 
are storm damage costs. A utility may incur substantial repair costs to its distribution system 
as a result of a catastrophic storm. Some utilities have petitioned regulators to accumulate 
and defer the extraordinary storm repair costs for review and inclusion in rates at a later date, 
rather than merely recording such costs as expenses in the current period, which may result in 
utility investors bearing the risk of such costs if they result in the utility reporting lower earn- 
ings for that accounting period. 

Depending on the definition of “tracker” in a particular jurisdiction, by allowing a utility to recover 
costs through a tracker account, the utility may effectively be guaranteed recovery of the tracked 
expense. Sometimes the deferrals are limited to a pre-specified level; in other cases, the subsequent 
recovery by the utility of the tracked cost may be subject to a n  “earnings test”. An earnings test may 
prevent the utility from subsequently charging all of the trackeqdeferred costs to ratepayers if it 
would result in excess earnings. 

SURCHARGES HAVE BEEN IMPOSED THROUGH REGULATION AND LEGISLATION 
A utility must obtain permission from its state regulator to apply an additional surcharge to 
customers’ bills. Typically, a utility will present the mechanics for its proposed surcharge to the 
regulator for approval. Consumer advocates and intervenors may participate in the proceeding 
and make recommendations to adjust or modify the utility’s proposal. The regulator will weigh 
the information and make its decision. Again, if a surcharge mechanism is approved, there are 
time and resource limits to the review of the costs, making it difficult for intervenors to partici- 
pate. Once cost categories are approved for recovery in a surcharge, the categories can no longer 
be questioned, and the only aspect that can be disputed is whether the level of such costs are 
reasonable and prudently incurred to provide utility service. Some jurisdictions allow use of sur- 
charges consistently between utilities, while others approve surcharges on a case-by-case basis. 

In several states, surcharges have been adopted through legislation, often requiring the use 
of a surcharge and limiting the discretion of regulators. An example of where legislation now 
limits what the state utility regulatory commissions can do is the state of Virginia. Virginia has 
passed legislation allowing utilities to recover many types of costs through surcharges, includ- 
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ing environmental costs, costs for constructing new generation, generation and demand side 
management, and other types of costs. 

In Utah, legislation has been passed allowing gas or electric utilities to recover the costs 
of major plant additions by filing an application for approval of a major plant addition 
within 150 days from the capital addition’s scheduled in-service date. The statute defines 
“major plant addition” as “any single capital investment project of a gas corporation or an 
electrical corporation that in total exceeds 1% of the gas corporation’s or electrical corpora- 
tion’s rate base.”’9 

On October 26,2011, the Illinois legislature overrode the Governor’s veto of Senate Bill 1652, 
which became effective as Public Act 97-0616. Among those changes was the addition of a new 
Section 16-108.5 entitled “Infrastructure Investment and Modernization; Regulatory Reform.” 
This legislation provides for utilities to file for a performance based formula rate plan process. 
On November 8,201 1 Commonwealth Edison Company, the state’s largest utility, filed for a 
new tariff called Rate DSPP (Delivery Service Pricing and Performance), pursuant to that legis- 
lation. A formula rate plan is a mechanism or “formula” which resets a utility’s rates annually, 
and is used in place of a rate case. 

Due to the utility mergers and acquisitions over the years, many local utilities are now 
subsidiaries of large holding companies that have utility operations in multiple state juris- 
dictions. These large corporations have the resources to effectively lobby their positions to 
benefit their operations. 

American Electric Power Company (“AEP”), one of the nation’s largest electric utilities, affirms 
this by stating in its 2010 Form io-K: 

Given the long lead times in construction, the high costs of plant and equipment and 
difficult capital markets, we are actively pursuing strategies to accelerate rate recogni- 
tion of investments and cash flow. AEP representatives continue to engage our state 
commissioners and legislators on alternative ratemaking options to reduce regulatory 
lag and enhance certainty in the process. 

As another example, Xcel Energy, stated in its 2010 Form i e K  that: 

Xcel Energy files periodic rate cases and establishes formula rate or automatic rate 
adjustment mechanisms with state and federal regulators to earn a return on its invest- 
ments and recover costs of operations. 

A utility’s proposal for cost recovery under the legislatively authorized mechanisms are typi- 
cally reviewed via the regulatory process, albeit on a limited basis, as described above. The 
review may be primarily performed by utility commission staff as active participation in 
reviewing a proliferation of utility surcharges by resource constrained consumer advocate 
groups is difficult to sustain. 
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Exhibit 2 i s  a table summarizing types of costs ut i l i t ies are charging customers through 
surcharges. This  i s  not a comprehensive l isting, but rather a summary to il lustrate vari- 
ous types of surcharges that were ident i f ied in the  process of prepar ing th is  report. 

DESCRIPTION 

Aging infrastructure 

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

Decoupling/Weather Normalization 

Energy Efficiency/DSM/Conservation 

Environmental Compliance 

. II 

Franchise Fees 

New Plant (Coal, Nuclear) 

Pension/OPEB 

- 

Property Taxes 

Renewable Energy 

Smart Meters/Srnart Grid 

Storm Damage 

_ _  - 

Stranded Costs 

System Reliability/Vegetation Management 

Transmission Investment 

____I____.I I" 

Uncollectibles 

Universal Service/Low Income 

STATES 

GA, KY, MO, NJ, OH 

CA, GA, KS, KY, LA, MD, MS, NJ, NV, TN, TX,VA 

............... " ..................................................... ^ " ._ ....................... _ 

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

CA, OR, MD, MA, SC, NC, IN,AR, KY, MI, OH, OK,TX, CO, 
IA, GA, FL, IL, MO 

WA, DE, NJ, IA, IN, KY, MN,SD, MI, OH,TN,TX,VA, GA, NJ, IL 

MN,TX, AR, KY, LA, MI,VA, WV, GA, NJ,TN, IL, CO 

AL, AR, GA, IN, MS 

IL, NC, OH, MA, CA, IA, OR, UT, WA, CO, MN, NM 

CO, OH,TX 

MA, OH, OK 

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

CT, NH, NJ, MA 

KS, OH, OK,TN,TX 

OH, TX, VA 

IA, IL, OH, NV 

I___-- ._______ 

AZ, CA, CO, DC,TX, GA, IL, OH, OR, UT, WA, MD 
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In many instances surcharges are unnecessary and are not beneficial to ratepayers. Surcharges 
are costs added to utility customers‘ bills in addition to the basic charge for providing safe and 
reliable utility service. Surcharges can effectively guarantee utilities recovery of their fluctuat- 
ing costs, thereby, shifting financial risk away from the investors and onto consumers. The 
surcharge is often applied to consumers’ bills without first being subject to a thorough review 
by regulators and consumer groups. Additionally, some surcharges may recover costs that are 
not necessary for providing basic safe and reliable service. Surcharges may put consumers are 
at risk for being overcharged by utilities for basic utility service. 

Reasons why surcharges pose a risk for consumers include: 

REDUCES THE UTILITY’S INCENTIVETO CONTROL COSTS 
In a rate case a utility is allowed a reasonable level of revenues to recover its operating expenses 
as well as an opportunity to earn a fair return on its prudently incurred investment in used and 
useful plant. In between rate cases, the benefit of any cost reductions would flow back to the util- 
ity as higher profits. For costs that are to be “tracked” through a surcharge, the utility is usually 
required to return any under-spending to ratepayers, so the utility is not benefitted by cost- 
cutting efforts. The surcharge can thus remove or reduce the utility’s incentive to reduce costs. 
Guaranteeing recovery of a specific expense reduces the utility’s incentives to control costs, and 
thus shifts the burden of cost increases between rate cases from shareholders onto ratepayers. 

REVIEW OF SURCHARGES IS TYPICALLY MORE LIMITED 
Utilities typically submit reports to regulators for costs recovered via a surcharge on an annual 
or quarterly basis. This usually involves submitting some calculations and workpapers iden- 
tifying and supporting the amounts. The review by regulators is typically conducted on an 
expedited basis, as opposed to the thorough review that would typically occur in a full rate 
case. In rate case, a thorough review of costs can also be conducted by intervening parties, and 
the utility must adequately support its costs or they risk being disallowed. 

VI 0 LATlO N 0 F TH E MATCH I N G PR I N CI PLE, 
A FUNDAMENTAL ACCOUNTING AND RATEMAKING PRINCIPLE 
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. If the cost of the 
capital expenditure is recovered through a surcharge, these efficiencies may not be captured in the 
surcharge. Recovering capital investments via a surcharge can thus violate the matching principal. 

UTILITY MAY OVER-COLLECTTHESE COSTS 
In some cases, the utility may overestimate the costs to be recovered. Therefore, it may 
over-collect these costs from ratepayers. For example, if a utility collects a surcharge to fund 
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the cost of a new plant or a large piece of equipment while it is still being constructed, the 
amount being collected from customers may be more than the actual cost. While the funds 
should ultimately be returned to ratepayers, until then, these funds can be used by the utility 
and represent a source of cost-free capital to the utility. 

For example, San Diego Gas & Electric Company stated in its current 2012 general rate case (“GRC”), 
in its direct testimony, that its Advanced Metering Infrastructure Balancing Account (AMIBA) was 
forecasted to be $48.546 million overcollected on the electric side and $6.33 million overcollected 
on the gas side at December 3 1,201 1. This means that the utility collected $54.876 million more 
from customers than it needed. The Company also stated that it forecasted its Distribution Integrity 
Management Program Balancing Account (DIMPBA) and Research Development & Demonstration 
Expense Account (RDDEA) to be over-recovered by $3.304 million and $0.191 million, respectively. 
The RDDEA was authorized in D. 0847-046 and went into effect on January 1,2008. The Company 
was collecting the surcharge from customers for most of the year; however, the Company stated the 
related R&D program spending did not begin until late in 2008:~ 

There is also the risk that overpayment of costs may be not be returned to customers, because if the 
surcharge costs are reviewed only on a cursory basis, any errors or overcharges may not be detected 
and/or returned to customers. 

JUSTIFICATIONS FOR SURCHARGES DO NOT HOLD UP 
Below are some reasons utilities may use to justify the use of surcharges, along with a com- 
ment concerning why the reasoning may be invalid. 

FREQUENCY OF GENERAL RATE CASES 
Utilities may cite reduced frequency of general rate cases, which can be costly to litigate, as 
a reason for surcharges. The purpose of general rate cases is to thoroughly evaluate the util- 
ity’s rates and costs for reasonableness. Eliminating or bypassing that opportunity to review 
the utility’s costs may result in costs being charged to ratepayers without adequate regulatory 
scrutiny. Implementation of surcharges may also result in burdening regulators with additional 
work, as they will need to review these surcharges between general rate cases. 

“RATE SHOCK 
Utilities will sometimes argue that surcharges and trackers reduce “rate shock” because the sur- 
charge produces smaller, more frequent rate increases, rather than a future sharp hike in rates 
from a base rate case. In a rate case, many factors comprise a utility’s base rates: capital struc- 
ture, capital investments, and operating expenses. While some costs may increase, they could 
be offset by decreases in other expenses. A rate case review may not necessarily result in a rate 
increase. A utility may be found to be over-earning and rate decrease may be ordered. There- 
fore, one cannot assume that utility base rate cases will always result in larger rate increases. 

AGING INFRASTRUCTURE 
Many utilities have requested surcharges to recover the costs of investments to upgrade aging 
infrastructure. However, utility capital expenditures are not volatile or outside the control of a 
utility. Management is able to influence the timing and extent of these costs. Utilities, similar to 
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other non-regulated companies, issue bids for large scale projects to evaluate the most costeffec- 
tive options. Maintaining and upgrading the utility infrastructure is a normal aspect of operating 
a utility. Also, cost efficiencies may result from the improvements, but such savings may not be 
recognized as an element that reduces the surcharge. 

COMPLIANCE WITH ENVIRONMENTAL REGULATIONS 
Similarly, a utility might cite expenditures that it must make to comply with environmental regula- 
tions as a reason to implement a surcharge. This is not a new concept. Environmental regulations 
have been in existence for many years and are continuously evolving. Complying with environmen- 
tal regulations is also a normal aspect of operating a utility. How best to deploy capital and O&M 
resources to comply with these regulations is not entirely outside the control of a utility. Also, cost 
efficiencies associated with the environmental investment may not be recognized as an offsetting 
element that reduces the surcharge. 

SITUATIONS WHERE TRACKING MECHANISMS BEN EFlT CUSTOMERS 
There have been limited situations where surcharges have benefited customers. As one example 
of this, in the 1980s, Entergy implemented a return sharing mechanism in Arkansas which was 
primarily weather driven. The effects of the hot summer weather that had not been captured in 
the base rate case generated higher revenues for the Company and customers received credits on 
their bills. 

When regulators are considering whether to allow certain expenditures to be recovered via a 
surcharge or other special rate mechanism the following consumer protections should be con- 
sidered, and included, if a surcharge is approved: 

COST RECOVERY SHOULD BE SPECIFIC 
If a surcharge is approved, it should be strictly for the specific expenditure. The surcharge 
should not contain multiple types of costs or be vaguely defined, which will make reviews 
difficult. The surcharge should not be allowed to be expanded at a later date to include addi- 
tional items. As an example, of surcharge coverage expansion, Atlanta Gas Light was permitted 
to implement a pipeline replacement surcharge to recover costs associated with implement- 
ing an aging pipeline replacement program over a ten year period. The need to replace aging 
pipe to address safety issues resulted from an investigation of the utility’s alleged violations of 
minimum federal safety standards. Years later, the utility proposed and was allowed to expand 
this surcharge to include other types of capital costs associated with installing new distribu- 
tion pipeline and infrastructure upgrades that were not strictly related to addressing the public 
safety concerns that were the basis for allowing the original surcharge. 

NUMBER OF SURCHARGES SHOULD BE LIMITED 
A utility should not be permitted to have a complex myriad of surcharges and trackers. This 
defeats the purpose of reducing rate cases and the rate setting process in general and places a 
bigger burden on the regulator to have to monitor numerous surcharges outside of rate cases. 
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The extensive use of surcharges, trackers, memorandum accounts, and other recovery mecha- 
nisms by California utilities has resulted in an almost overwhelming burden on regulators and 
consumer advocates. 

TIME PERIOD OF SURCHARGE SHOULD BE DEFINED, NOT INDEFINITE 
The surcharge or tracker should be for a set time period rather than indefinitely. For example, 
some states have implemented revenue decoupling as a pilot. After the pilot period, regulators 
can then review the results to determine the cost-effectiveness of implementing the special rate 
mechanism and determine whether it should continue. 

MECHANICS OF SURCHARGES SHOULD BE STRUCTURED TO BENEFITTHE RATEPAYER 
The surcharge should be structured so that cost overruns are absorbed by the utility and under- 
spending is returned to ratepayers. Some of the utility cost tacking accounts used by California 
utilities have this feature. A “one-way” balancing account, for example tracks and returns utility 
under-spending for the tracked cost (such as tree-trimming) to ratepayers. 

RELATED COST SAVINGS AND EFFICIENCY IMPACTS SHOULD BE INCORPORATED 
If the surcharge is to recover costs associated with replacing plant equipment, or for investments 
which improve efficiency, an efficiency factor to reflect lower O&M costs should be considered. 

LOWER RETURN ON EQUITY (“R0E”)TO REFLECT REDUCED RISK 
A utility‘s ROE is the return investors expect, or require, in order to invest in the Company. 
In a rate case, utilities request a specific ROE percentage which is reviewed by the parties and 
a fair and reasonable ROE is authorized by the Commission. While a utility’s ROE is based 
on several factors, depending on the utility’s specific circumstances, a reduction in ROE may 
be appropriate if a surcharge is approved. A portion of the Company’s business risk has been 
transferred from investors and is now being borne by ratepayers. 

REDUCE FREQUENCY OF RATE CASES 
Many utilities allege that surcharges will reduce the frequency of rate cases or large rate increases. 
A possible condition for approving a surcharge could be that the utility agrees to not file for a base 
rate increase for a specified period. Conversely, if a utility has annual rate cases or multi-year rates, a 
surcharge may not be necessary as the utility’s rates are already being adjusted more frequently. 

AVOID APPROVAL OF NEW SURCHARGES IN A SETTLEMENT 
Although settlements are typically non-precedential (i.e., non-authoritative) if a surcharge is 
approved in a settlement, it may be unlikely or difficult to have it reversed or denied in future 
proceedings. Also, other utilities may imitate and cite the use by the existing utility as justifica- 
tion for their proposed surcharges for similar costs. 

AUDIT/REVIEW FOR PRUDENCE AND REASONABLENESS 
If a surcharge is approved to recover costs associated with a substantial project such as 
construction of a new power plant, significant environmental retrofits, or Smart Grid, a 
recommendation could be made that a full audit or a detailed review of the prudence and rea- 
sonableness of the costs should be conducted. For example, the Mississippi PSC is conducting 

12 I A A R P  U T I L I T I E S  F E E  R E P O R T  



a prudence review of the costs associated with Mississippi Power Company’s (MPCo) Inte- 
grated Coal-Gasification Combined Cycle (“IGCC”) Plant that is currently under construction 
in Kemper County. MPCo is proposing to recover the Construction Work In Progress (“CWIP”) 
financing costs associated with the Kemper Project through a surcharge. 

QSED S U ~ ~ ~  GES THAT HAVE BEEN DE 

Regulators are still relying on traditional ratesetting and have not been persuaded by utilities’ 
requests to implement surcharges. Below is a brief discussion of some recent instances: 

PENSION/OTHER POST RETIREMENT BENEFITS (OPEB) 
Narragansett Electric (d/b/a National Grid), Rhode Island; Docket No. 4065 (2010). The Com- 
pany proposed a mechanism to recover pension and other post employment benefits expense 
incurred each year over the amount included in base rates. The Rhode Island Commission 
denied Narragansett’s request. The Order stated: 

... the Commission finds that this expense is a business risk that should be managed by 
the Company like any other business risk facing a business enterprise. Also important 
to note is that the State of Rhode Island, whose pension fund is severely underfunded, 
has not proposed that the Rhode Island taxpayers be burdened with a reconciling 
mechanism to ensure adequate funding of the state pension program. The General 
Assembly has proactively modified the existing plan to address this underfunding by 
changing the benefit eligibility increasing the level of employee contributions, among 
other options under consideration. 

Delmarva, Maryland; Docket No. 9093 (2007). The Company requested a Pension and Other 
Post-Employment Benefits (“POPEB”) rider, to capture yearly differences between the pen- 
sion and OPEB costs embedded in the Company’s base rates and the actual expenses properly 
chargeable to the Company’s distribution operating costs. The Maryland Commission denied 
the Company’s request. The final Order stated: 

Implementation of a tracker mechanism is an extraordinary form of ratemaking usu- 
ally reserved for very large expense items that have the potential to impair seriously a 
utility’s financial well-being, which is not the case here for OPEB and pension costs. We 
therefore deny the Company’s request for a POPEB rider. 

Delmarva, Delaware; Docket No. 09-414 (201 1). Delmarva proposed a surcharge mechanism 
called a Volatility Mitigation Rider (“Rider VM”) to collect a rolling three-year average of pen- 
sion, OPEB and uncollectible expenses, which it claimed were volatile and largely beyond its 
control. The Delaware Commission denied the Company’s request and stated in its Decision: 

These are normal utility expenses; allowing dollar for dollar recovery of them would 
depart from traditional ratemaking practices and would reduce Delmarva’s incen- 
tive to try to control them. We also note that our sister commissions in Maryland and 
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the District of Columbia rejected the same proposal when Delmarva and its affiliates 
presented it to them, and we find their reasoning convincing. Thus, for the reasons 
advanced by Staff and the DPA, we reject Delmarva’s request to implement Rider VM. 

ENVIRONMENTAL COMPLIANCE COSTS 
Kansas City Power & Light, (KCPL) Case No. 1 i-KCPE-58i-PRE (2011) 

KCPL requested recovery of environmental upgrade costs at its La Cygne Plant through a sur- 
charge. The Commission’s decision to deny the surcharge was based in part on an observation 
that “the potential future cost that utility companies will undoubtedly expect customers to bear 
is presently unforeseeable or speculative at best, but undoubtedly will be significant.” 

DECOUPLING 
Many utilities have claimed that they require “revenue decoupling” in order to eliminate disincen- 
tives which prevent them from vigorously promoting energy-efficiency. 

Despite the utility industry’s attempt to convince regulators that decoupling is the latest concept, 
several states are still reluctant to implement decoupling mechanisms?’ For example, Connecticut 
denied two utilities’ requests for decoupling, despite legislation enacted permitting decoupling 
(Connecticut Light & Power; Docket No. 09-12-05; 2010, and Connecticut Natural Gas; Docket No. 
0812a6; 2009). 

The following states have also rejected decoupling mechanisms: 
* Indiana, Southern Indiana Gas; Cause No. 43839 (201 1) 

* Montana, Northwestern Energy; Docket No. D2009-0-129 (201 1) 

Tennessee, Piedmont Natural Gas; Docket No. 09-00104 (2010) 

* Rhode Island, Narragansett Electric (d/b/a National Grid), Docket No. 3493 (2009) 

In the above cases, the regulators decided to reject decoupling because benefits to customers were 
speculative and the risk was shifted away from the company and onto customers. 

Notably, the regulator’s order in the Narragansett case stated: 

Revenue decoupling would protect the Company from revenue declines attributable 
to any causes, not only conservation and efficiency efforts. . . . Over the last four years, 
decoupling would have resulted in an additional $34 million payment to the Company. 

One of the concerns about decoupling is that it insulates utilities from economic conditions 
such as the impacts of a recession. As Dr. David Dismukes has explained: 

Decreases in sales associated with economic downturns have nothing to do with 
energy efficiency programs offered by the Company. Instead, they are the natural reac- 
tion of households trying to reduce their expenditures during difficult economic times 
of, or alternatively, businesses and industries idling or shutting down their operations. 
Under revenue decoupling, ratepayers would be required to make a utility whole for 
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revenue losses during these economic downturns, whereas under traditional regula- 
tion, utilities bear the risk of these economic contractions, just like many other types of 
businesses and industries.ZZ 

On January 26,2009, Detroit Edison Company (“DTE”) filed an application with the Michigan 
Public Service Commission (“MPSC”), Case No. U-15768. Among other things, DTE requested 
that the MPSC approve an electric rate decoupling mechanism and an advanced metering infra- 
structure (“AMI”) program. Both of those requests were approved by the MPSC in its January 11, 

2010 order. On April io, 2012, DTE’s electric rate decoupling mechanism and the AMI program 
funding mechanism were rejected by the Michigan Court of Appeals33 The Court ruled that the 
MPSC did not have the authority to direct or approve decoupling for electric utilities, but only 
had authority to conduct research and report on the operations of a decoupling mechanism with 
electric utilities. Michigan Statute MCL 460.1097(4) states that: 

[Tlhe commission shall submit a report on the potential rate impacts on all classes 
of customers if the electric providers whose rates are regulated by the commission 
decouple rates. . . . The commission’s report shall review whether decoupling would be 
cost-effective and would reduce the overall consumption of fossil fuels in this state. 

The Court also ruled that DTE’s AMI program funding that had been approved by the MPSC “was 
unreasonable, because it was not supported by ‘competent, material and substantial evidence on the 
whole record”.“ The Court noted that the Manager of the Energy Efficiency Section in the Electric 
Reliability Division of the MPSC had agreed that the AMI was not commercially tested, and required 
large amounts of capital, which could result in great economic risk and highly impact rates. No alter- 
native considerations were discussed, nor were the needs for AMI or the net-benefits (if any) to the 
affected customers. The Court also stated that in reviewing the MPSC’s decision, it “will not rubber 
stamp a decision permitting such a substantial expenditure-a cost to be borne by the citizens of this 
state-that is not properly supported.”’5 

CAPITAL ADDITIONS 
In New Mexico, in a 2011 decision, the commission rejected a stipulated capital additions rider for 
Public Service New Mexico Company, stating such a rider would represent “a major departure from 
and violation of the Commission’s long-standing policy against piecemeal ratemaking.” 

In a recent Washington Gas Light Company (“WGL”) rate case (Case No. 9267) the Maryland 
Public Service Commission’s order issued on November 14,201 1 rejected WGL’s request for 
an automatic surcharge on all customers to improve its distribution system. In denying that 
request, the Commission found that WGL was capable of carrying out a pipeline replacement 
program and ensuring the safety and reliability of its distribution system without getting auto- 
matic cost recovery through a surcharge: 

Although we agree fully with the Company that safe and reliable infrastructure is its high- 
est priority and that it should accelerate its program to replace pipe, we decline to authorize 
a surcharge for the recovery of future pipe replacement expenses. Based on the record in 
this case, we find that the Company has historically demonstrated the ability to replace its 
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infrastructure when necessary to ensure safety and reliability, and that it can do so using 
traditional ratemaking procedures without compromising its ability to earn an appropri- 
ate return. The Company’s witnesses confirm that WGL has the operational and financial 
ability to accelerate its existing pipe replacement program, and we authorize the Company 
to do so. But the mere fact that the Company plans increased infrastructure investments 
does not justify a surcharge, which would represent a fundamental shift from long-stand- 
ing ratemaking principles. To the contrary, the record in this case demonstrates that the 
Company can invest significant amounts in infrastructure and can readily recover those 
costs in rates with an appropriate return. . . . We recognize that accelerating its pipe replace 
ment program may require the Company to file somewhat more frequent rate cases than 
it would prefer. That is not, in our view, a negative outcome-rate cases afford all parties, 
and this Commission, the opportunity to ensure that rates are just and reasonable, and we 
understand that accelerated infrastructure investment may require more frequent adjust- 
ments. But ratepayers and the Company are better served if base rates are adjusted more 
frequently in smaller increments, and waiting longer between rate cases could lead to other 
undesirable results, including greater mismatches between costs and rates. 

In the past, surcharges were only permitted in limited circumstances for costs that were sub- 
stantial, volatile and uncontrollable, and that could harm the utilities’ financial health. Examples 
of such traditional surcharges include fuel and purchased power adjustment mechanisms for 
electric utilities and gas cost recovery mechanisms for natural gas distribution utilities. In recent 
years, however, requests for surcharges and tracking mechanisms by utilities have significantly 
increased, for many different types of costs, including capital investments, for specific operating 
and maintenance expenses and even for revenue losses. In some instances, the use of special rate- 
making mechanisms such as surcharges and other tracking mechanisms have proliferated to the 
point of becoming excessive and burdensome for regulators to monitor. The use of surcharges is 
a deviation from traditional ratemaking and puts customers at risk for overpaying for safe and 
reliable utility service. The use of numerous alternative ratemaking mechanisms and surcharges 
can defeat some of the primary principles of the rate-setting and regulatory review process. Sur- 
charges can also result in undesirable consequences, such as reducing utility incentives to control 
costs, and shifting utility business risks away from investors and onto customers. 
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Many of the larger utility companies serve customers in multiple states. The following section 
illustrates the surcharges assessed by these companies to residential customers in the states in 
which the utility provides service. As can be seen from the tables, the use of surcharges for most 
utilities varies among the states it serves. Some companies have similar surcharges for the states 
they serve, while the use of surcharges vanes among jurisdictions for others. Whether specific 
surcharges are approved by regulators appears to be based on the regulatory regime in the state, 
not whether the company has similar existing surcharges in other states.’6The following sections 
contain maps illustrating the states in which the utility serves customers.Z7 

AMERICAN ELECTRIC POWER (ELECTRIC) 
American Electric Power (“AEP”) Company is headquartered in Columbus, Ohio. The public 
utility subsidiaries of AEP have traditionally provided electric service, consisting of generation, 
transmission and distribution, on an integrated basis to their retail customers. AEP has approx- 
imately 5.3 million retail customers. AEP serves customers in the following states: 

Electric 

The public utility subsidiaries and jurisdictions of AEP Company include: 
* Appalachian Power Company 

- Indiana Michigan Power Company 

- Public Service Company of Oklahoma 
* Southwestern Electric Power Company 

Columbus Southern Power Company 

Ohio Power Company 
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Exhibit 3 i s  a comparison of costs recovered through surcharges in AEP's jurisdictions: 
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AGL RESOURCES (GAS) 
AGL is headquartered in Atlanta.Z8 AGL Resources is an energy services company whose principal 
business is the distribution of natural gas in six states. AGL's six utilities serve approximately 2.3 mil- 
lion end-use customers.29 AGL serves customers in the following states: 

Gas 

The public utility subsidiaries of AGL Resources include: 
* Atlanta Gas Light 

Chattanooga Gas 
- Elizabethtown Gas 
* Elkton Gas 
Virginia Natural Gas 
Florida City Gas 

Exhibit 4 is a comparison of revenues and costs recovered through surcharges in AGL's jurisdictions. 
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AMEREN CORPORATION (ELECTRIC & GAS) 
Ameren is a public utility holding company headquartered in St. Louis, Missouri. Ameren's sub 
sidiaries operate rateregulated electric generation, transmission, and distribution businesses, 
rateregulated natural gas transmission and distribution businesses, and merchant generation 
busine~ses.3~ Ameren has approximately 2.4 million electric customers and 900,000 natural gas 
customers.3' Ameren serves customers in Missouri and Illinois. 

= Electric & Gas 

The public utility subsidiaries of Ameren include: 

- Ameren Illinois (electric & gas) 
Union Electric Company (electric & gas) 

Exhibit 5 is a comparison of costs recovered through surcharges in Ameren's jurisdictions. 
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- I  _ _  
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l-ll___l-___ -- ~~~ Î  --I_- I__- ---- 

- ,"_ 

I_ ^- _I______I ~ -___ ~ I -I_ --- 

Uncollectibles 

'Zone 3 customers only 
Source: 2010 Form 10-Kand tanffs 
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ATMOS ENERGY CORPORATION (GAS) 
Atmos Energy Corporation, headquartered in Dallas, Texas, is engaged primarily in the regulated 
natural gas distribution and transmission and storage businesses as well as other non-regulated 
natural gas businesses. The Company’s primary service areas are located in Colorado, Kansas, 
Kentucky, Louisiana, Mississippi, Tennessee and Texas. It also has more limited service areas in 
Georgia, Illinois, Iowa, Missouri and Virginia. In addition, Atmos transports natural gas for others 
through its distribution system. Atmos has approximately three million residential, commercial, 
public authority and industrial customers in 12 states located primarily in the South. Atmos serves 
customers in the following states: 

Gas 

Atmos’ natural gas distribution segments include: 
* Mid-Tex Division 
- Kentucky/Mid-States Division 

Louisiana Division 
= West Texas Division 
* Colorado-Kansas Division 
* Mississippi Division 
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Exhibit 5 i s  a comparison of costs recovered th rough surcharges in Atmos' jurisdictions: 
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DUKE ENERGY (ELECTRIC AND GAS) 
Duke Energy Corporation is an energy company that operates in the United States primarily 
through its direct and indirect wholly-owned subsidiaries. The Company is headquartered in 
North Carolina. Duke Energy supplies and delivers energy to approximately 4 million custom- 
ers in the US. 

Duke serves customers in the following states: 

Electric 

Electric & gas 

The public utility subsidiaries of Duke Energy currently include: 
* Duke Energy Carolinas (electric) 

Duke Energy Indiana (electric) 
* Duke Energy Ohio (electric and gas) 

On January 8,2011, Duke Energy Corporation (“Duke Energy”) entered into a Merger Agree- 
ment and Plan of Merger between and among Diamond Acquisition Corporation, a North 
Carolina corporation and Duke Energy’s wholly-owned subsidiary (Merger Sub) and Progress 
Energy, Inc., a North Carolina corporati0n.3~ Progress Energy includes two major electric utili- 
ties that serve about 3.1 million customers in the Carolinas and Florida.33 The merger is still 
pending. 
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Exhibit 7 is a comparison of costs recovered th rough surcharges in Duke's jurisdictions: 
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NORTHEAST UTILITIES (ELECTRIC AND GAS) 
Northeast Utilities (“NU”) is a public utility holding company headquartered in Connecticut. 
The Company is engaged primarily in the energy delivery business through its wholly-owned 
utility subsidiaries. 

NU serves customers in Connecticut, Massachusetts and New Hampshire. 

Electric 
Electric & gas 

The pu 
* Connecticut Light & Power 

: utility subsidiaries of NI include: 

Public Service Company of New Hampshire 
Western Massachusetts - Yankee Gas 

On October 18,2010, NU and NSTAR announced a Merger Agreement to combine the two 
companies. The post-transaction company will provide electric and natural gas energy delivery 
service to nearly 3.5 million electric and natural gas customers through six regulated electric 
and natural gas utilities in Connecticut, Massachusetts and New Hampshire, representing over 
half of all the customers in New England. The merger is still pending. 
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Exhibit 8 is a comparison of costs and revenues recovered through surcharges in NU'S jurisdictions: 
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MIDAMERICAN ENERGY HOLDINGS COMPANY (ELECTRIC AND GAS) 
MidAmerican Energy Holdings Company (“MEHC”) is a holding company that owns subsidiar- 
ies principally engaged in energy businesses (collectively with its subsidiaries, the “Company”). 
MEHC is a consolidated subsidiary of Berkshire Hathaway Inc. (“Berkshire Hathaway”). 

The Company’s operations are organized and managed as eight distinct platforms: PacifiCorp, 
MidAmerican Funding, LLC, Northern Natural Gas Company, Kern River Gas Transmission Com- 
pany, CE ElectricUKFunding Company, CalEnergy Philippines, CalEnergy U.S. and Homeservices 
of America, Inc. Through these platforms, the Company owns and operates an electric utility 
company in the Western United States, an electric and natural gas utility company in the Mid- 
western United States, two interstate natural gas pipeline companies in the United States, two 
electricity distribution companies in Great Britain, a diversified portfolio of independent power 
projects and the second largest residential real estate brokerage firm in the United States. 

As of December 31,2010, MEHC’s electric and natural gas utility subsidiaries served 6.2 mil- 
lion electricity customers and end-users and 0.7 million natural gas customers. MEHC’s natural 
gas pipeline subsidiaries operate interstate natural gas transmission systems that transported 
approximately 8% of the total natural gas consumed in the United States during 2010. 

PacifiCorp, an indirect wholly owned subsidiary of MEHC, is a United States regulated electric util- 
ity company headquartered in Oregon that serves 1.7 million retad electric customers. PacifiCorp is 
principally engaged in the business of generating, transmitting, distributing and selling electricity. 

MEHC serves customers in: 

Electric 
Gas 
Electric & gas 

The public utility subsidiaries of MEHC include: 
- PacifiCorp 
* Pacific Power (electric) 

- MidAmerican Energy (electric & gas) 
Rocky Mountain Power (electric) 

Northern Natural Gas (gas-regulated by FERC) 
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Exhibit 9 i s  a comparison of costs recovered through surcharges in MEHC's jurisdictions: 
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PEPCO HOLDINGS, INC. (ELECTRIC AND GAS) 
Pepco Holdings Inc. (“PHI”) is a diversified energy company that through its operating compa- 
nies is engaged primarily in two businesses: the distribution, transmission and default supply 
of electricity and the delivery and supply of natural gas (power delivery), conducted through its 
regulated public utility companies. PHI has approximately 1.9 million customers in the follow- 
ing jurisdictions: Delaware, Maryland, New Jersey, and the District of Columbia. 

Electric = Electric & gas 

The public utility subsidiaries of PHI include: 
Potomac Electric Power Company (electric) 

- Atlantic City Electric (electric) 
* Delmarva Power & Light (electric & gas) 
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Exhibit 10 is a comparison of revenues and costs recovered via surcharges in PHI'S jurisdictions: 
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Source 2010 Form 1CKand tariffs 
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SOUTHERN COMPANY (ELECTRIC) 
Southern Company was incorporated under the laws of Delaware on November 9,1945 and is 
headquartered in Atlanta. Its traditional operating companies (which are also referred to as the 
Southern Company System) supply electric service to approximately 4.4 million customers, in 
four southeastern states: 34 

Electric 

The public utility subsidiaries of Southern Company include: 
+ Alabama Power Company 
- Georgia Power Company 
- Gulf Power (serves utility customers in the Florida panhandle) 
* Mississippi Power 

Exhibit 11 is a comparison of costs recovered via surcharges in Southern Company's jurisdictions: 
~. 

i 1 
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i 
EXHIBIT 11 
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DESCRIPTION 

Ad Valorem 

Conservation 
Demand Side Management/ e .I 

I Environmental Compliance I s e 

l 

I 

- 5  
. -  

0 e (P2 New Plant Construction Costs 

Performance Evaluation Plan S 

Regulatory Taxes 

System Restoration 

Taxes (franchise, gross receipts, etc.) 
'Alabama Power's rates are adjusted annually by the Rate Stabilization and Equalization Factor (a formula rate plan) since 
1982, as opposed to setting rates based on the traditional rate case process 
2Rider CNP to recover Construction Work In Progress costs associated with the Kemper Plant, is pending in Mississippi. 
Source 2010 Form 10-Kand tariffs 
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SOUTHWEST GAS CORPORATION (GAS) 
Southwest Gas (“SWG”) i s  engaged in the business of purchasing, distributing and transport- 
ing natural gas in portions of Arizona, Nevada, and California. SWG i s  the largest distr ibutor o f  
natural gas in Arizona and Nevada. As o f  December 31,2010, SWG purchased and distr ibuted 
or transported natural gas t o  1,837,000 residential, commercial and industr ial customers.35 

Gas 

Exhibit 12 a comparison of revenues and costs recovered though surcharges in SWG’s jurisdictions: 

D ESCRI PTI ON AZ Ch NV * 

California Alternate Rates for Energy Balancing Account 8 I 

Catastrophic Event Memorandum Account d 

Customer Owned Yard Line (COYL) Cost Recovery Mechanism 

CPUC Reimbursement Fee 4 

- _ _  1 

5 
- -  

; * / . :  i 6  
; .. .................................................................. * ............................................................. < 
i Decoupling 

i Demand Side Management (DSM) Surcharge 

! Energy Efficiency/Renewable Energy Tariff Plan 

I Fixed Cost Adiustment i 5 /  

: * /  
................ ... .. ............................. ...... ........... .................................................... : ............................. : .................. ̂ .................... 

‘ 6 ;  
................. .................................................................................................. i... .......................... i ........................... 4 ............................... i j . i  I 

.............. ............................................................................................ ........................................... :. ............... : .............................. :. ..................... ..I 

! 

Intrastate Transportation Cost Balancing Account 

Low Income 

Low Income Energy Efficiency Balancing Account 

Public Interest R&D Balancing Account 

5 

l 

- _ -  - I -  - ~- _I I ^” - I -_ I __ - - 
5 

P 

___l__l__l---_____II_ l_ll_-__-l__l_ ~-- -  r____I_I 2 

I 
Research and Development Surcharge 0 I 

4 -- --- Taxes (not included in rates) 

Transportation Franchise Fee 8 

TRIMP Surcharge P 

Uncollectibles 5 

Source. 2010 Form 10-K and tariffs. In SWGS most recent rate case, Docket No. G-01551A-10-0458 before the Arizona 
Corporation Commission, a full revenue decoupling mechanism alternative was adopted from a settlement agreement that 
had been reached by most of the parties to the rate case 

I_.___- l _ _ l l - ~  

- _ _  
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Some consumer safeguards adopted in Docket No. Go1551A-10-0458 require SWG to: 
* Starting April 30,2012, file quarterly reports regarding the decoupling mechanism’s performance. 

- Starting April 2013, file annual reports permitting the Commission and all parties the oppor- 
tunity to review the decoupling mechanism’s performance. 

* Be subject to an annual earnings test that would prohibit SWG from recovering any decou- 
pling deferral amounts to the extent that the deferral recovery would increase its earnings 
above the authorized return on common equity. 

* Provide $75,000 for the hiring of an independent consultant to conduct the annual Staff 
review of SWG’s annual filing. 

* Cap at 5 percent any surcharge developed through the decoupling mechanism that would 
result in a non-gas revenue surcharge of greater than 5 percent, and SWG will carry the 
deferral account balance forward for recovery in the following and subsequent years with no 
carrying charge; however, there will be no cap on annual surcharge decreases. 

- Not to file a general rate application prior to April 30,2016, with a test year ending no earlier 
than November 30,2015. 

* Submit a proposed customer outreach/education plan to Staff for review and approval, to 
outline how SWG intends to explain decoupling to cu~tomers.3~ 
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XCEL ENERGY (ELECTRIC AND GAS) 
Xcel Energy is a holding company, with subsidiaries engaged primarily in the utility business. 
In 2010, Xcel Energy’s continuing operations included the activity of four wholly-owned utility 
subsidiaries that serve electric and natural gas customers in eight states. Along with WYCO, a 
joint venture formed with Colorado Interstate Gas Company (CIG) to develop and lease natural 
gas pipeline, storage, and compression facilities, and WGI, an interstate natural gas pipeline 
company, these companies comprise the continuing regulated utility operations.37 Xcel Energy 
serves 1.36 million electricity customers and 1.3 million natural gas cu~tomers.3~ Xcel serves 
customers in the following states: 

Electric 
Electric & gas 

The public utility subsidiaries of Xcel include: 

0 Public Service Company of Colorado 
- United Water 
= SPS 

Northern States Power 
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Exhibit 13 i s  a comparison of costs recovered thorough surcharges in Xcel's jurisdictions: 

! * (  
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The following discussion focuses on proposed surcharges which would appear as an additional 
charge on ratepayers’ bills, above and beyond the basic service charge and charges for fuel and 
taxes. Below are examples of various surcharges proposed and employed by utilities and a brief 
description of the costs being recovered through surcharges. 

LOST REVENUES 
Lost revenue surcharges are an added charge to ratepayers’ bills which serve to compensate the 
utility for loss of revenue due to various factors. Some lost revenue surcharges include: 

REVENUE DECOUPLING 
Revenue decoupling helps assure that the utility’s actual earnings will be at the level of 
authorized earnings. Under some forms of full decoupling, customers’ rates are automatically 
adjusted to insulate the utility’s earnings from fluctuations in sales. The rational for this that it 
removes existing disincentives which make utility management reluctant to aggressively pro- 
mote energy conservation. Revenue decoupling can take on different approaches, including: 
decoupling true up plans, lost revenue adjustment mechanisms, and fixed/variable pricing rate 
design, which shifts costs into the “fixed portion of the customer’s bill and out of the “variable” 
portion of the bill. 

Straight Fixed Variable or (SFV) is a rate design where fixed costs of service would be collected 
through fixed charges and only variable costs of service would be collected through usage 
charges. This approach would require very high basic service charges.39 

Fixed costs are the portion of utility costs that do not change with the level of energy consump- 
tion. Within each rate class that does not have a demand charge, each customer is charged 
the same amount for fixed costs. Variable costs are those costs that differ depending on the 
amount a customer consumes (e.g., the volumetric charge per kilowatt-hour). Some items that 
would be considered a variable charge include fuel, some maintenance, and often purchased 
power. By separating these two charges, a utility’s ability to recover its revenue requirement 
is completely separated from sales volume. By ensuring the recovery of all fixed charges, the 
revenue level of the company under SFV remains fairly consistent, providing a high level of 
certainty for investors. Additionally, SFV insulates the utility company from feeling the effects 
of external forces such as loss of sales due to poor weather or customer investment in energy 
efficiency would typically have on revenues. Alternatively, the utility company’s upside from 
increased sales is limited. 
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The use of SFV can reduce savings experienced by customers from energy efficiency invest- 
ments as presented in the following example? 

Reduction of Monthly Customer Usage from 1,000 to 900 Units Energy Efficiency Invest- 
ment of $200 

STAN DAR D TWO-PA RT TA R I F F 
$15 Fixed Charge 

$o.o75/kWh $o.o4F;Wh 

S FV 

$50 Fixed Charge 

1,000 Units 

900 Units 

Savings 

Fixed: $15.00 

Variable: $17.00 

Total: $90.00 

Fixed: $15.00 

Variable: $67.50 
Total: $82.50 

$7.5o/month 

$9 0 /year 

Fixed: $50.00 

Variable: $40.00 

Total: $90.00 

Fixed: $50.00 

Variable: $36.00 

Total: $86.00 

$4/month 

$48/year 

WEATHER NORMALIZATION ADJUSTMENT (PARTIAL FORM OF DECOUPLING) 
A weather normalization adjustment (“WNA”) applies a surcharge to ratepayers’ bills so that 
the bills reflect an amount that would be billed for utility services under normal weather con- 
ditions. For example, if gas utility customers use less gas for space heating because winter is 
warmer than normal, their savings are limited to the avoided gas commodity charges, and the 
rest of their utility bill effectively reflects the higher usage that is based on “normal” weather. 
Similarly, if electric customers use less air conditioning during a cooler than normal summer, 
what would have been their savings is reduced by having to pay the utility as if the normal 
hot summer weather had occurred. The opposite is also true; higher utility bills from extreme 
weather can be somewhat mitigated by a WNA surcredit. Weather normalization is a regula- 
tory procedure that removes weather-related volatility from customer bills; that is, adjusts the 
non-gas (or distribution) charges on customers’ bills to reflect normal weather instead of actual 
weather which may be colder or warmer than n0rma1.4~ 

EARNINGS SHARING MECHANISM/RATE OF RETURN TRACKER 
An earnings sharing mechanism is a single adjustment based on the utility’s rate of return. 
Adjustments are made outside of rate cases when actual costs deviate from test year costs and/ 
or actual revenues deviate from test year revenues, in a manner that affects utility ea~nings.4~ 
Some earnings sharing mechanisms are based upon whether the utility earns within a band 
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around its authorized rate of return. As an illustrative example, if a utility’s authorized return 
on equity was io%, an earnings sharing mechanism could have a “band” of 50 basis points 
(plus or minus) around that authorized ROE, earnings above a 10.5% ROE are “shared” with 
ratepayers via the earnings sharing mechanism as a credit, while earnings below 9.5% would 
result in a surcharge. 

TRANSITION ADJUSTMENT 
A transition or stranded cost surcharge recovers revenues lost to utilities when customers 
purchase their energy supply through independent marketers. The rationale for this type of 
surcharge is that the migration to another supplier creates “stranded costs” for the utility. 

CAPITAL EXPENDITURES 
GAS PIPELINE/AGING INFRASTRUCTURE REPLACEMENT 
Infrastructure surcharges provide for utility recovery of capital investments made to upgrade a 
utility’s aging electric distribution infrastructure or gas distribution pipeline system. 

ATLANTA GAS LIGHT 
In 1998, AGL was permitted to implement a surcharge to recover prudently incurred costs 
associated with a ten-year pipe replacement program (“PRP”) to address specific pipeline 
safety violations. The PRP was scheduled to be completed but was extended to 2013 as part of 
a settlement in Docket No. 85616-U. The residential surcharge was $1.29 per month in years 
7-9 of the PRP and increased to $1.95 in years 10-13. In 2009, the Company filed a request to 
rename the existing surcharge to the Strategic Infrastructure Development and Enhancement 
(“STRIDE”) Program surcharge so that it would include the PRP costs as well as the Integrated 
System reinforcement Program (“i-SRF”’) costs and costs for expanding the distribution system. 
The Commission approved the Company’s request for the STRIDE surcharge in its final deci- 
sion dated in Docket No. 29950, dated January 20,2010. 

In contrast, Washington Gas Light (“WGL”) recently sought, as part of its rate base increase, 
approval of an Accelerated Pipe Replacement Plan (“APRP”) and a related cost recovery 
mechanism (“Rider”) to accelerate the replacement of aging pipes, increase safety and 
reliability and provide environmental benefits through the reduction of greenhouse gas 
emissions. The APRP was approved by the regulators but the surcharge was denied by regu- 
lators because it departed from traditional ratemaking. In its order, the Maryland PSC stated 
it would rather review these costs in the context of a rate case, even if the filing of rate cases 
would be more frequent. 

NEW GENERATION PLANT INVESTMENT (COAL FIRED, SOLAR, RENEWABLE, NUCLEAR GEN- 
ERATION) 
Some utilities have been authorized surcharges to recover investments made for the purposes 
of adding generation or capacity to serve more customers or meet increased demand, or for the 
investments in specific types of generation such as renewables or solar. For example, Progress 
Energy Florida (“PEF”) obtained regulators’ approval this year to recover $86 million from rate- 
payers for the costs of constructing nuclear Units Levy 1 and 2. The estimated 2012 monthly 
cost to ratepayers is about $2.93 for the first 1,000 kilowatt hours (kwh) for PEF customers. 
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Florida Power & Light Company (“FP&L”) also received regulators’ approval to recover $196 
million for costs associated with construction of two new units at its Turkey Point Plant and 
adding capacity to existing units at Turkey Point and St. Lucie Plants.43 

SMART METERS/SMART GRID 
“Smart Meters”* and “Smart Grid generally refer to technology to convert and automate utility 
electricity delivery systems, and enable new functions, such as grid monitoring and time-of-use 
metering. Many utilities are proposing to rapidly implement these technologies, but some utili- 
ties and regulators have found that the costs are much higher than anticipated and/or ratepayer 
benefits were not commensurate. There have been requests by electric utilities for surcharge 
recovery of costs for Advanced metering Infrastructure (“AMI”). In 2010, regulators in Texas 
allowed Oncor Utilities to implement a monthly surcharge of $2.19 per customer for 11 years to 
pay for the costs associated with installing smart meter as well as a public education campaign.45 

The New York PSC authorized Con Edison to recover Smart Grid costs through a surcharge. 
While the monthly surcharge averages about 28c/custorner, or less than 0.3% of the average 
monthly bill, the surcharge will collect over $145 million for the company. The surcharge con- 
tinues at least until Con Edison’s next rate case, in April 2013, when it may be re~et.4~ 

However, other states have disallowed surcharges to recover these substantial and speculative costs: 

MARYLAND 
Baltimore Gas & Electric Proposed a SmartGrid Plan in Case No. 9208, Order 83410, and 
requested that the $835 million cost to implement be recovered from customers via a sur- 
charge. The Commission denied the company’s Smart Grid Plan and surcharge recovery. The 
Commission’s decision stated: 

The Proposal asks BGE’s ratepayers to take significant financial and technological risks 
and adapt to categorical changes in rate design, all in exchange for savings that are 
largely indirect, highly contingent and a long way off. We are not persuaded that this 
bargain is cost-effective or serves the public interest, at least in its current form. 

... 

The Proposal is a ‘no-lose proposition’ for the Company and its investors.47 

BGE submitted a modified SmartGrid plan in Case No. 9208. The Commission approved BGE’s 
modified SmartGrid plan, but again did not permit recovery of the project through a surcharge. 
The Commission supported intervenor, the Maryland Energy Administration’s (MEA), position 
that AMI deployment is analogous to an investment in a power plant, an investment of similar 
(or greater) magnitude that historically would be recovered through traditional ratemaking.@ 

RENEWABLE ENERGY 
Renewable energy surcharges recover costs related to capital expenditures or purchased power 
contracts associated with a utility’s renewable energy program. Renewable energy is defined as 
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energy that can be replenished, such as wind, solar, geothermal, hydro, photovoltaic, wood and 
waste. Renewable energy typically also has environmental benefits. To encourage the develop- 
ment of renewable energy, many jurisdictions provide for utility cost recovery via surcharges. 
Non-renewable energy sources are finite, such as coal, oil, and gas.49 

TRANSMISSION INFRASTRUCTURE 
Transmission surcharges can include provisions for utility recovery of capital expenditures 
to upgrade a utility’s aging transmission infrastructure and/or transmission cost increases 
which the utility incurs based on transmission costs approved by the FERC. Some state regula- 
tory commission prefer to isolate the impacts on utility customer bills resulting from federal 
mandates, including FERC decisions, so those impacts are transparent to customers and are 
distinguished from state regulatory decision impacts. 

PIPELINE SAFETY PROGRAM FEES 
Utilities have proposed surcharges to recover costs associated with inspecting gas distribution 
pipelines and safety related issues. 

VEGETATION MANAGEMENT 
Vegetation management activities can include: tree pruning (trimming), right-of-way mow- 
ing and clearing, and herbicide appli~ation.5~ A major cause of power outages can be due to 
improperly maintained vegetation or trees that can come in contact with power lines during 
severe storms. 

ENVIRONMENTAL COMPLIANCE 
Environmental compliance costs can include remediation costs associated with site inves- 
tigation and removal of pollution or contaminants from soil or groundwaters’ or costs to 
implement environmental controls mandated by state and federal regulations.5’ A com- 
mon example of environmental compliance costs is the emission control equipment that 
electric generation utilities are required to install on coal-fired plants to meet air quality 
standards. 

UNCOLLECTIBLE CHARGES 
Some utilities have requested surcharges to collect customers’ bad debts. Some surcharges allow 
a utility to collect from (or refund) the difference between the uncollectible (or bad debt) expense 
allowed in base rates and the utility’s actual prior calendar year uncollectible expense. Some util- 
ity uncollectible surcharges recover only the fuel or gas cost portion of uncollectible accounts.53 In 
some cases, the uncollectible expense may be collected though the utility’s fuel or gas clause. 

PEN S IO N / OTH ER POST R ET1 R EM ENT BEN EFlTS (“0 PE B”) 
Prior to 2008, many utilities’ defined benefit pension plans were well funded. However, 
due to the sharp decline of the stock market in late 2008 with the onset of the world-wide 
financial crisis, many utilities’ pension plans suffered substantial losses. In the following 
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years, some utilities requested substantial increases to their pension expense to replen- 
ish the funding of their pension plans, some via a surcharge. The stock market has since 
stabilized. 

STORM DAMAGE 
A catastrophic storm may cause significant damage to a utility’s infrastructure (wires, poles, 
substations, etc.). Some utilities have petitioned regulators to recover the costs associated with 
repairing its infrastructure via a surcharge mechanism. Traditionally, utility storm damage 
repair costs have been addressed in base rates. 

EN E RGY E FFI C I EN CY / CO N S ERVATl 0 N / D E MAN D SI DE MA NAG EM EN T ( D S M ) PROG RAMS 
Costs associated with implementing energy efficiency, conservation and demand side 
management programs are increasingly being addressed for ratemaking purposes in utility 
surcharge mechanisms. 

UNIVERSAL SERVICE COSTS (LOW INCOME PROGRAM COSTS) 
A universal service cost is a fee paid by users of a utility service in some states to support 
the provision of providing utility service for low-income users. The fees help eligible cus- 
tomers pay their electricity bills and may also provide for energy conservation measures 
and weatherization.54 

M U  N IC I PAL FEES / FRAN C H I S E FEES 
Some utilities pass through fees imposed on the utility by the municipality for franchise, occu- 
pation taxeslfees, or any other tax/fee imposed on the company by the municipality to conduct 
business within the city limits and on the cities’ rights-of-way to its customers.55 Typically, 
special surcharges for municipal fees or taxes would be applicable to utility customers residing 
within the municipality that is imposing such surcharges on the utility. 

AD VALOREM TAXES 
Ad Valorem taxes are taxes based on assessed value of property (i.e., property taxes). 

OTHER TAXES 
Some utilities impose a surcharge to collect other taxes such as sales and use tax, gross receipts 
tax, etc. 

STRANDED COSTS 
Costs incurred by utilities to serve their customers that potentially may be unrecoverable in a 
newly-created market.s6 Stranded costs can be defined as the estimated decline in the value of 
electricity-generating assets due to restructuring of the industry.57 

SOCIETAL BENEFITS CHARGE OR SYSTEM BENEFITS CHARGE 
In some jurisdictions, such as New Jersey and Arizona, utilities collect from customers a 
“societal benefits charge” which allows the utility to recover a combination of costs: e.g., 
clean energy program costs, manufactured gas plant remediation expenses, universal ser- 
vice fund and other allowed ~os ts .5~  
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REGULATORY FEES 
These fees can include rate case costs, regulator fees, etc. 

LITIGATION COSTS 
Legal fees and costs associated with a trial, if significant or unusual, would be the subject of a 
special surcharge request by a utility. Traditionally, utility legal costs are addressed in the deter- 
mination of the utilities’ base rates. 

c 
ECO N 0 M IC STI MU LU S PROGRAM (“ESP”) 
In some jurisdictions, such as New Jersey, costs and associated carrying costs incurred on 
behalf of the utility for reliability focused and energy efficiency focused infrastructure projects 
are within the Economic Stimulus Program (“ESP”), which is a specific utility cost recovery 
mechanism. ESP Costs include: (1) the carrying costs (depreciation and return on net invest- 
ment, including tax effects) on capital investments and (2) the incremental operation and 
maintenance expenses associated with the infrastructure programs. 

ENVIRONMENTAL COMPLIANCE 
Capital expenditures and O&M associated with installing environmentally compliant plant 
equipment that reduces or removes the level of harmful substances being emitted into the 
atmosphere. This can include costs for environmental remediation (i.e., clean-up). 

SYSTEM HARDENING/RELIABILITY COSTS 
Proactive measures to increase a utility’s transmission and distribution system to withstand 
the effects of high winds and storms. This can also include investments to upgrade or under- 
ground the infrastructure. 

SECURITY COSTS 
Security costs include proactive measures to protect a utility’s infrastructure from security threats. 
After the September 11,2001 terrorist attacks on the World Trade Center, some utilities began 
requesting special cost recovery for the increased costs for security threats to water supply and 
treatment facilities and to other potential terrorist targets such as nuclear generating plants. 

Ralph Smith is a senior regulatory consultant with Larkin & Associates, PLLC. His professional 
credentials include being a Certified Financial Plannerm Professional, a licensed certified pub- 
lic accountant and attorney. He functions as project manager on consulting projects involving 
utility regulation, regulatory policy and ratemaking and utility management. He received a 
Bachelor of Science in Administration in Accounting, with distinction, University of Michigan, 
Dearborn, 1979; a Master of Science in Taxation, Walsh College, Michigan, 1981. His Master’s 
thesis dealt with investment tax credit and property tax on various assets. He also graduated, 
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cum laude, with a Juris Doctor from Wayne State University Law School, Detroit, Michigan, 
1986, and received an American Jurisprudence Award for academic excellence. His involve- 
ment in public utility regulation has included project management and in-depth analyses of 
numerous issues involving water and sewer, telephone, electric, and gas utilities. 

Over the past 31 years, 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, Michigan, Minnesota, Mississippi, Missouri, New 
Jersey, New Mexico, New York, Nevada, 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, including AARP, on several occasions. 

Tina Miller is a regulatory analyst with Larkin & Associates, PLLC. She graduated from East- 
ern Michigan University (Ypsilanti, Michigan) with a Bachelor of Business Administration in 
Accounting in December 1996. Ms. Miller prepares discovery requests, produces spreadsheets 
and models, assists with the review and analysis of regulatory filings, and performs regulatory 
and accounting research. 

Dawn Bisdorf is a research associate with Larkin & Associates, PLLC. Ms. Bisdorf holds an 
Associate’s degree in Accounting from Schoolcraft College and a Bachelor of Arts in Social 
Science from Madonna University, both of which are located in Livonia, Michigan. Ms. Bisdorf 
assists on regulatory projects by preparing analyses under the direction of the senior profes- 
sionals, locating testimony and orders online, performing research, proofing schedules and 
testimony, and keeping files organized, as needed. 

Jill Zhao is a regulatory analyst with Larkin & Associates, PLLC. She graduated from Eastern 
Michigan University (Ypsilanti, Michigan) with a Master of Science in Accounting in 2009. Ms. 
Zhao prepares discovery requests, produces spreadsheets and models, assists with the review 
and analysis of regulatory filings, and performs regulatory and accounting research. 

Input for this report was also provided by Hugh Larkin, Jr., senior partner of Larkin & Associ- 
ates; Helmuth W. Schultz, 111, and Donna Ramas, senior regulatory analysts; Mark Dady and 
John Defever, regulatory analysts, and Kerry Niemiec, administrator. 
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Concepts Statement 2 discusses conservatism-meaning prudence-at length in para- 
graphs 91-97. 

4 Used and useful is defined by the Edison Electric Institute’s 2005 Glossary of Electric Terms 
as “A regulatory specification typically used to determine whether an item of “Plant” may be 
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9 Public Utilities Commission of Minnesota, Utility Rates Study, 2010. 

lo The Two Sides of Cost Trackers: Why Regulators Must Consider Both, October 27,2009. 

l 1  The terms used may vary slightly between different jurisdictions and are not used uniformly 
by utility regulators. 

l2 http://www.georgiapower.com/pricing/glossary.asp#rider 

Aquila, Order in Application No. NGoo41 

Balancing accounts are usually classified as way” (or “asymmetrical”) where under- 
spending is returned to ratepayers, but overspending is absorbed by company. Under a 
two-way (“or symmetrical”) balancing account, the impact of underspending and overspend- 
ing, if deemed to be prudent, is ultimately passed on to the ratepayer. 

’5 A balancing account may be recorded as a regulatory asset or a deferred asset on the utility’s 
books. Qualifying costs are charged to the balancing account and the surcharge revenues 
collected are credited to the account. Balances in some balancing accounts earn the 90-day 
commercial payment rate. 

limited or no use in other jurisdictions. The’costs being tracked may later be converted to 
a balancing account upon approval by the regulator. In California, information regarding 
memorandum accounts are reported by filing “Advice Letters”. 

l6 Memorandum (“memo”) accounts are used extensively by California utilities, with more 
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EXECUTIVE SUMMARY 

The Arizona Residential Utility Consumer Office (“RUCO”) presents the 
direct testimony of RUCO Director Patrick J. Quinn in support of the 
Proposed Settlement Agreement of the Global Water Utilities Rate Cases 
that resolves all issues in the various related dockets with the exception of 
a SIB for Willow. Mr. Quinn recommends that the Arizona Corporation 
Commission adopt the Proposed Settlement Agreement for the following 
reasons: 

The Proposed Settlement Agreement reflects an outcome that is fair to 
both the consumer and Global Water Utilities and is in the public interest. 

The Proposed Settlement Agreement is a comprehensive settlement 
agreement. Its terms settle a wide range of issues that were of significant 
interest to several of the interveners with the exception of the one issue: 
the DSlC for Willow Valley. The parties will be filing testimony on the 
issue, separately. 

RUCO supports the Proposed Settlement Agreement in its entirety 
because it contains numerous benefits to the consumer which will be 
discussed in Mr. Quinn’s testimony. 

The Proposed Settlement Agreement resolved several areas of 
importance to RUCO in the underlying rate cases. This resolution of all 
issues included Infrastructure Coordination and Financing Agreements, 
the amount of revenue increase authorized for Global, the affect of the 
increase on consumers’ rates and requiring the Company to not file 
another rate case until at least May 31, 2016. All of these issues were 
addressed satisfactorily in the Proposed Settlement Agreement and will be 
explained more fully in Mr. Quinn’s testimony. 
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NTRODUCTION 

2. 

4. 

2. 

4. 

Q. 

A. 

... 

... 

Please state your name, occupation and business address for the 

record. 

My name is Patrick J. Quinn. I am the Director of the Arizona Residential 

Utility Consumer Office (“RUCO”). My business address is 1110 W. 

Washington Street, Suite 220, Phoenix, Arizona 85007. 

Please state your educational background and qualifications in the 

utility regulation field. 

I have a BS in Mathematics and a MBA from the University of South 

Dakota. Additionally, I have 35 plus years of experience in the 

Telecommunications Industry and the Consulting business dealing with 

utility regulation. I have testified over 50 times before state and federal 

regulatory commissions on issues including finance, economics, pricing, 

policy and other related areas. 

What is the purpose of your testimony? 

The purpose of my testimony is to explain RUCO’s support of Global 

Water Utilities (“Global”) Proposed Settlement Agreement (“Agreement”). 
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Q. 

A. 

Have you participated in other settlement negotiations? 

Yes. I have participated in settlement negotiations in other matters that 

have come before the Arizona Corporation Commission (“ACC” or 

“Commission”) both from the utility and consumer side. The majority of 

these negotiations have resulted in reaching an accord with the utility and 

the other settling parties, leading to the signing and supporting of a 

settlement agreement. On the other hand, I have walked away from 

settlement talks when negotiations produced a result I could not support. I 

have been involved in several recent negotiations where I represented 

RUCO. Some have resulted in settlements and others did not settle 

because RUCO found that they were not in the best interest of residential 

ratepayers. RUCO does not enter into settlements lightly. RUCO will not 

agree to settle simply as a means of avoiding litigation. However, in this 

matter, negotiations did produce reasonable and fair terms that RUCO can 

and does support. 

THE SETTLEMENT PROCESS 

Q. 

A. 

Was the negotiation process that resulted in the Settlement 

Agreement a proper and fair process? 

Yes. The Agreement is the result of numerous hours of negotiation and a 

willingness among the parties to compromise. The negotiations were 

conducted in a fair and reasonable way that allowed each party the 

opportunity to participate. All intervenors had an opportunity to participate 

2 
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in every step of the negotiation. Notice for each scheduled meeting was 

sent to all parties electronically. Persons were able to participate via 

teleconference, if necessary. 

By RUCO’s count, at least 10 parties participated in the Agreement. 

These participants represent a wide range of interests including Home 

Owners Associations, the city of Maricopa, developers, Commission Staff 

(“Staff”) and RUCO. 

a. 
4. 

Q. 

4. 

Did all the parties sign the Agreement? 

No. At the very end, six parties chose to sign the Agreement. The parties 

that did not sign have the opportunity to file testimony to explain their 

reasons for not signing the Agreement. 

Why is a negotiated settlement process an appropriate way to 

resolve this matter? 

By its very nature, a settlement finds middle ground that the parties can 

support. All the parties that participated in the settlement talks were 

sophisticated parties who were well seasoned in the ACC’s regulatory 

processes and veterans of the negotiating table. The fact that six parties 

representing such varied interests were able to come together to reach 

consensus illustrates the balance, moderation and compromise of the 

document. 
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Settlement negotiations began only after each party had the opportunity to 

analyze Global’s Application, file its direct testimony and read the direct 

testimony of other Intervenors. Of course, the Agreement in no way 

eliminates the ACC’s constitutional right and duty to review this matter and 

to make its own determination whether the Agreement is truly balanced 

and the rates are just and reasonable. 

SUMMARY OF TESTIMONY 

Q. Please summarize your testimony. 

4. The Agreement reflects an outcome that is fair to both the consumer and 

Global and is in the public interest. Furthermore, this is a comprehensive 

agreement. Its terms settle a wide range of issues that were of significant 

interest to several of the intervenors. 

RUCO supports the Agreement in its entirety because it contains 

numerous benefits to the consumer. I will list those benefits later. There 

were four areas of importance that needed to be resolved in the 

Agreement before RUCO could become a signatory. They were the 

resolution of all issues relating to Infrastructure Coordination and 

Financing Agreements (“ICFAs”), the amount of revenue increase that 

Global was granted, the impact on residential rates and the rate design 

which includes both a phase in and a stay out provision. Some of these 

issues are very complex and contain many moving parts. All of these 
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were addressed satisfactorily in the Agreement and will be explained later 

in my testimony. During the resolution of those issues, Global also agreed 

to not file another rate case before May 31, 2016. That date could change 

to 2017 if the city of Maricopa signs the agreement. 

SETTLEMENT PROVISIONS 

1. 

4. 

In summary, what are the benefits to the residential consumer? 

The benefits to the residential consumer are as follows: 

No increase in residential rates for the first year 

Rate increases for authorized expenses phased in over three years 

with no increase in the first year 

Rate increases for resolution of ICFAs phased in over eight years with 

no increase in the first year 

Revenue requirement that was less than 50 percent of what the 

Company requested 

Resolution to all issues concerning ICFAs 

Stay out provision until at least May 31, 2016 for filing a rate case 

Future investment must be funded with debt, equity, hookup fees a 

main extension agreements 

d 

Code of Conduct to be developed to define how certain transactions 

between Global and other entities would operate in the future 
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WBLIC INTEREST 

1. 

4. 

How is the public interest satisfied by the Agreement? 

At the most fundamental level, the Agreement satisfies the public interest 

from RUCO’s perspective in that it provides favorable terms and 

protections for residential consumers as defined above. The Agreement 

also satisfies the public interest by providing a fair and balanced approach 

to addressing the Company’s concerns on financial and operating issues. 

FOUR AREAS OF IMPORTANCE 

You mentioned four areas of importance that are critical for RUCO to 

sign on to the Agreement. Would you like to address them? 

Yes. One major area of concern was resolution of all issues concerning 

ICFAs. ICFAs are a very complex way for the Company to finance capital 

expenditures. Basically developers sign a contract with the Company’s 

parent to give them cash up front to insure that when they start building 

their homes the necessary facilities will be in place. It was essential to 

RUCO in resolving this case to settle all issues concerning ICFAs Section 

VI of the Settlement explains in detail the various resolutions to the many 

ICFA issues. In the end RUCO was very satisfied with the results of the 

Settlement on this issue. 
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Q. 

i. 

2. 

4. 

Another concern is the issue on the amount of revenue increase 

authorized for the Company. Please explain this issue. 

One of the major issues in a rate case is how much is the Company going 

to be allowed to increase their revenues. The rate increases to 

consumers is affected directly by the increase in revenues. During the 

negotiation process the Company and intervenors made adjustments to 

the authorized rate of return, revenues, operating expenses and rate base. 

In this case the results of these negotiated adjustments ended up reducing 

the original request of the Company by almost 50 percent. This translated 

into significantly smaller rate increases. 

Another concern is the issue on the amount of increase to residential 

rates. Please explain this issue. 

Yes. One of RUCO's main priorities is to analyze monthly rate increases 

to determine if the increases are in the best interest of the residential 

ratepayer. Through the negotiation process in this settlement there will be 

no first year increases on residential consumers' rates. Any rate increase 

for authorized expenses will be phased in over three years with no 

increase in the first year. Additionally, any rate increase associated with 

the resolution of the ICFAs will be phased in over eight years with no 

increase in the first year. The phase in of both of these increases for 

residential consumers will allow for gradual increases and time to plan for 

the future increases. 
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1. 

9. 

3. 

4. 

Q. 

4. 

Additionally there is always a concern on how soon a company can 

come back in and file a new rate case. Please explain this issue. 

This is usually referred to as a stay out provision that prevents a company 

from filing a rate case before a certain date. So as part of these rate 

cases, a stay out until May 31, 2016 was negotiated and agreed to by the 

Company. The year may change to 2017 for Santa Cruz and Palo Verde 

systems, if the City of Maricopa votes to sign on to the Settlement. 

Regarding these four areas were there any that were more critical to 

RUCO’s becoming a signatory? 

Yes. The ICFA issues and the increase on residential consumers rates 

needed to be resolved before RUCO could sign on and they were in the 

Agreement. 

Does this conclude your testimony on the Agreement? 

Yes it does. 
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WILLOW VALLEY WATER COMPANY-KING STREET SYSTEM 

This report contains information about the drinking water our utility provides to your home. Please take a moment to 
review this information and call us if you have any questions about our water service to you. 

Willow Valley Water Company - A subsidiary of Global Water Resources (928) 768-4413 

2012 WATER QUALITY REPORT 

Is mv water safe? 

The Willow Valley Water 
Company - King Street 
System, public water 
system number 
AZO4-08-040, is dedicated 
to providing customers with 
water that meets or exceeds 
all Federal and State drinking water standards. 
Extensive tests have been conducted on your 
water to ensure your tap water is safe to drink. 
Unless otherwise indicated, this report is a 
snapshot of last year’s water quality. Included in 
this report are details about where your water 
comes from, what it contains, and how it 
compares to standards set by regulatory 
agencies. We are committed to providing you with 
information because informed customers are our 
best allies. 

Do I need to take special precautions? 

EPA / Centers for Disease Control and Prevention 
(CDC) provides guidelines on appropriate means 
to lessen the risk of infection by Cryptosporidium 
and other microbial organisms. This information is 
available from the Federal Safe Drinking Water 
Hotline (8004264791) and on the CDC website 
at www.cdc.gov. 

Where does m y  water come from? 

Water from the well is chlorinated for 
disinfection, treated to remove iron and 
manganese and stored in several tanks with 
a combined capacity of 320,000 gallons. 
Booster pumps and hydropneumatic tanks 
maintain constant pressure throughout the 
distribution system. 

Willow Valley Water Company obtains all its 
water from groundwater sources. Iron and 
manganese are two unregulated inorganic 
substances that are commonly found in 
drinking water at concentrations often higher 

than secondary guidelines established by EPNADEQ. In the Mohave 
Valley, the unique hydrogeological conditions make the source water 
susceptible to increased concentration levels of both iron and 
manganese. 

In order to assure the distribution of safe drinking water to our 
customers, we add chlorine for disinfection. The addition of chlorine 
combines with the naturally occurring iron and manganese in the 
source water which may cause both substances to precipitate out of 
the water. This reaction may cause the water to turn brown. While iron 
and manganese are not regulated substances, due to their associated 
aesthetic issues, Willow Valley Water Company has installed 
treatment systems and is replacing scale-encrusted pipelines to 
reduce the effects. 

In 201 1 W C  began performing pilot studies of alternative oxidants, 
such as chlorine dioxide and potassium permanganate, in an attempt 
to reduce Total Trihalomethanes (lTHMs) concentrations and to 
reduce copper corrosion. 

The depth from land surface to groundwater is less than 100 ft which 
minimizes natural filtration of the earth in the protection of the 
groundwater source. As such, proper disposal of residual oils and 
greases, chemicals or cleaners is of paramount importance to 
ensuring the viability and integrity of our community’s water supply. 
The water produced by the wells meets or exceeds State and Federal 
drinking water standards and is monitored closely by the Willow Valley 
Water Company. 

For additional information on water related issues, please contact us at 
623-51 8-4000 or 928-768-441 3 or visit us on our website at 

http://www.cdc.gov


t 
Water Quality Data Table 

Unless otherwise indicated, the table below lists all of the contaminants that we detected in the drinking water during the 2012 calendar year. 
The presence of contaminants in the water does not necessarily indicate that the water poses a health risk. The EPA or the State requires us 
to monitor for certain contaminants less than once per year because the concentrations of these contaminants do not change frequently. 

Chlorine (ppm) 4 4 0.6 1 .o NA Yes Water additives used to control 
microbes 

Chlorine Dioxide (ppb) 800 8 ND NA Water additives used to control 
microbes 

Chlorite (ppm) 0.8 1 .o ND 0.93 NA Yes Water additives used to control 
microbes 

NA 60 15 20 Yes By-product of drinking water 
disinfection 

NA 80 46 93 69 S* By-product of drinking water 
disinfection 

Arsenic (ppb) 0 10 NA 1.8 NA Yes Erosion of natural deposits; Runoff 
m glass and electronics produ 
stes 

Discharge of drilling wastes; 
Discharge from metal refineries; 
Erosion of natural deposits 

sampledmonth) 

-.. . 1 -  

Alpha Emitters 0 15 0.9 2.1 NA Yes Erosion of natural deposits 

mes tested must 
levels less than 15 I s; Erosion of natural 



General information about drinking water 

Drinking water, including bottled water, may 
reasonably be expected to contain at least small 
amounts of some contaminants. The presence of 
these contaminants does not necessarily indicate that 
water poses a health risk. More information about 
these contaminants and potential health effects can 
be obtained by calling the Environmental Protection 
Agency’s (EPA) Safe Drinking Water Hotline 

Sources of drinking water (both tap water and bottled 
water) include rivers, lakes, reservoirs, and wells. As 
water travels over the surface of the land or through 
the ground, it dissolves naturally occurring minerals 
and radioactive materials, and can pick up 
contaminants resulting from the presence of animals 
or from human activity. 

(800-426-4791). 

Contaminants that may be present in source water 
include the following: 

Microbial organisms including viruses, bacteria or 
parasites (such as Cryptosporidium or Giardia), 
which may come from agricultural or livestock 
operations and wildlife; 

Inorganic chemicals such as salts and metals, 
which can be naturally occurring or result from 
urban storm runoff, industrial or domestic 
wastewater discharges, oil and gas production, 
mining or farming; 

Pesticides and herbicides which may come from 
a variety of sources such as agriculture, storm 
water runoff and residential uses; 

Organic chemicals including synthetic and volatile 
organic compounds, which are by-products of 
industrial processes and petroleum production, 
and can also come from gas stations, urban 
storm water runoff and septic tanks; 

Radioactive chemicals which occur naturally or 
result from oil and gas production and mining 
activities. 

rhere are a number of ways to save water and they all starl 
Nith you! 

only when they have 

Tme your shower to keep it under 5 minutes. You’ll save up to 
1000 gallons a month 

Don I use running water to thaw food. 

Make sure your toitet flapper doesn’t stick open after fiirshing 

Outdoor Water Saving Tips 

Install covers on pools and spas and check for leaks around yoGr 
pumps. 

ng or fall when t?e water reqirements are 

by water during the early morning hours 
re cooler and winds are lighter 

Use a hcse nozz!e and turn off the water while you wash your car 

to save water, visit 
ely.com 



Important information on Total 
Trihalomethan es (TTHM’s) 

The water system is required to conduct quarterly 
monitoring for the Stage 1 Disinfectant and 
Disinfection By-products in the distribution system. 
For trihalomethanes (TTHMs) compliance is 
determined by a running annual average (RAA), 
which is the mathematical average of four 
consecutive quarterly results. In the second quarter of 
2012 the T H M s  concentration exceeded the MCL. 
Although the monthly sample exceeded the MCL the 
RAA did not. At no time was the system out of 
compliance with the requirements of the Safe 
Drinking Water Act. Some people who drink water 
containing trihalomethanes in excess of the MCL over 
many years may experience problems with their liver, 
kidneys, or central nervous system, and may have 
an increased risk of getting cancer. 

How can I get  involved ? 

Willow Valley Water 
Company customers 
may get involved in 
their water system 
through such activities 
as well-head protection 
(activities around wells 
to prevent the 
contamination of the 
ground water source 
that provides water to 
our Community ) and 
attendance at public 
meetings to ensure that 

the community’s need for safe drinking water is 
considered in making decisions about land use. 
And all consumers can do their part to conserve 
water and properly dispose of household chemicals. 

In addition, reporting unauthorized entry or access 
to the well sites or booster stations is a critical 
component to ensuring continued safety and 
security of our community water sources. Should 
you notice any unusual activity in or around wells or 
tank sites, please contact law enforcement officials 
by dialing 91 1. 

Upcoming drinking water regulations 

The 1996 amendments to the Safe Drinking Water Act (SDWA) 
require that once every five years, the U.S. Environmental 
Protection Agency (EPA) issue a new list of no more than 30 
unregulated contaminants to be monitored by public water 
systems (PWSs). The Unregulated Contaminant Monitoring Rule 
(UCMR) provides EPA and other interested parties with 
scientifically valid data on the occurrence of these contaminants in 
drinking water. These data serve as a primary source of 
occurrence and exposure information that the EPS uses to 
develop regulatory decisions. Willow Valley Water Company- 
King Street will begin sampling for the third phase of this program, 
or UCMR3, in 2013. 

ppm: parts per million, milligram 

ppb. parts per billion; microgra 

pCilL: picocuries per liter (a me 

Positive sarnpledmonth: 
number of samples taken m y that were found to be  

NA: not applicable 

MCLG. Maximum Contaminan 
drinking water below w 
MCLG’s allow for a ma 

MCL: Maximum Contaminant 
allowed in drinking wate 
feasible using the best av 

TT: Treatment Technique - 
of a contaminant in drin 

AL: Action Level -The  
triggers treatment 
follow. 

Variances and Exemptions: 
State or EPA permiss 
under certain conditio 

MRDLG: Maximum R 

MRDL: Maximum R 

contaminants. 

For more information please contact: 
Global  Water  , Willow Valley Water  C o m p a n y  - King Street, P W S  AZO4-08-040 
Address: 21410 N. 19th Ave., Sui te 201, Phoenix, AZ 85027 
P: 928-768-441 3 F: 623-580-9659 w . g i v r e s o u r c e s . c o m  

GLOWL WATER 

http://w.givresources.com


I ' Michelle Wood 

From: Tim Sabo <tsabo@rdp-law.com> 
Tent: 

0: 

Thursday, August 15,2013 12:48 PM 
Maureen Scott; Wesley Van Cleve (Wancleve@azcc.gov); Brian Smith 
(BESmith@azcc.gov); Michelle Wood; William Sullivan 
FW: SIB for Global Water utilities 
Willow Valley SIB (w) PLANT TABLE I - Gordon Street.pdf; SIB GORDON Dr Figure.pdf; 
Willow Valley 5-year CIP.pdf; Willow Valley Water Company Engineering Report with out 
figures 2,3,4 and appendicespdf 

Subject: 
Attachments: 

Michele was having an issue opening some of the  attachments, so I am resending the  4 attachments. 

Timothy J. Sabo 
Roshka DeWulf & Patten, PLC 
One Arizona Center 
400 East Van Buren, Suite 800 
Phoenix, AZ 85004 
Phone: 602.256.61 00 
Fax: 602.256.6800 
Email: tsabo@rdD-law.com 

For more information about Roshka DeWulf & Patten, please see our website at www.rdp-law.com. This message 
and any of the attached documents contain information from the law firm of Roshka DeWulf 8t Patten, PLC and may be 
confidential and/or privileged. If you are not the intended recipient, you may not read, copy, distribute or use this 
information and no privilege has been waived by your inadvertent receipt. If you have received this transmission in error, 
please notify the sender by reply e-mail and then delete this message. Thank you. 

~~ * - - *  ~ -" . 1 " *  ~ - 
-om: Ron Fleming [mailto:ron.fleminq@~wresources.com] 

aent: Wednesday, August 14, 2013 9:28 AM 
To: Jian Liu; Jason Thuneman; Willie Farmer 
Cc: Gerald Becker; Joanne Ellsworth; Tim Sabo; paul@arizonainsiaht.com; Del Smith 
Subject  SIB for Global Water utilities 

Hi Jian - attached, please find the following documents for our Willow Valley SIB proposal: 
0 SIB Table for the project we are proposing in Year 1 (2014) - a  critical pipeline replacement project, including 

associated valves and services, along Gordon Street in one of the oldest areas in Willow. Unfortunately, this line 
runs through an easement in customers' backyards, is prone to failure, and isn't looped also causing WQ 
issues/complaints. The proposed project addresses al l  these issues. 
A figure depicting this project. 
A 5 Year SIB related CIP program which contains more cost detail on the Gordon Street project, and for the 
projects we are planning for in the subsequent 4 years. 
Finally, I am re-attaching the engineering report on the condition of  the Willow Valley distribution system as a 

whole as originally submitted with my testimony. This attachment does not have al l  the appendices, as they are 
too large to  send by email. But they should be attached to  our original filing, and we can bring a copy of these 
documents on CD to you when we meet shortly to review our SIB filing. 

0 

0 

0 

We look forward to  working with you on this. I have copied Jason Thuneman (Director of Project Management) and 
Willie Farmer (Lead Design Engineer) who will be leading this effort for us. Please let us know some dates and times you 
are available to meet to  review this information together. 

lank you, 

mailto:tsabo@rdD-law.com
http://www.rdp-law.com


Son Fleming Phn 623.580.9600 x118 
esident, Regulated Utilities Fax 623.580.9659 

ron.fleming@gwresources.com Cell 602.550.2717 

Global Water 
21410 N. 19th Avenue, Suite 201, Phoenix, A2 85027 
www.gwresources.com 

This e-mail message (including any attachments) contains confidential information intended 
for a specific individual and purpose, and is protected by law. If you have received this 
message in error, please notify the senler at (623) 580-9600 and delete it immediately. Any 
disclosure, copying, or distribution of this message, or the taking of any achon based on it, is strictly 
prohibited. 

Please consider the environment before printing this email. 
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1.0 EXECUTIVE SUMMARY 

Water quality and system degeneration have been significant concerns in the Willow Valley water 
system. The analysis performed herein will focus primarily on the physical condition of 
infrastructure, as well as water age and the associated high production of trihalomethanes (TTHMs) 
in the system. 

This study will include the following main components: 

1. Existing Infrastructure Audit: The existing water system infrastructure will be 
evaluated. Age and condition of existing infrastructure will be established 

2. Water System Modeling: A model will be prepared of the water system in order to 
evaluate criticality of existing components, as well as evaluate water age and TTHM 
formation in the system. 

3. 2-5 Year Capital Improvement Plan: Based on parameters such as age, condition, 
and criticality, a 5- year Capital improvement plan will be prepared to provide the 
replacement of the aging system components. 

In conjunction with this study, an audit of the existing infrastructure was performed. It was 
determined that the water distribution centers are in reasonable condition, though some 
improvements to the treatment processes will be required due to water quality concerns. It was 
also determined that the condition of existing piping is poor, and replacement of the majority of 
the water system piping is required. 

Water modeling of the system was also performed. The analysis included evaluation of water ages. 
Through the water system modeling, it was determined that water age is not a significant factor 
contributing to the high lTHM levels measured in the system. Further analysis of water quality and 
system processes indicated that the source water contained high levels of total organic carbon 
(TOC), coupled whit high alkaline water resorted to unusually high levels of chlorine were being 
dosed into the treatment process in order to oxidize the iron and manganese prior to filtration, as 
well as maintain an adequate residual in the system. 

It was determined that the high TTHM levels were the result of direct oxidation of the high levels of 
TOC with sodium hypochlorite. A study was therefore conducted in 2010 to determine if an 
alternate oxidant may be used which would meet raw water treatment requirements while limiting 
resultant THM and corrosion issues. From this report, it was recommended that an alternate 
oxidant be utilized up front to oxidize the TOC, iron, and manganese, and that sodium hypochlorite 
be eliminated as the primary oxidant and disinfectant. Chlorine gas feed systems were added for 
disinfection residual only after treatment has taken place. Therefore in 2010 an alternative oxidant 
improvement project, including on-site chlorine dioxide generators and potassium permanganate 
feed systems were completed. In addition a separate corrosion control study recommended 
feeding polyphosphate into the system to  further corrosion control in the distribution system. The 
polyphosphate feed systems were also completed in 2010 by Global Water Resources. 

A 2-5-year capital improvements plan was prepared to implement the required system 
improvements. This plan includes the immediate process changes to bring TTHM, and copper 
levels into compliance, as well as valve replacement to ease the burden of isolating main breaks in 
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the existing system. Strategically locating valve replacements within the system will allow the 
system to be more functional during the water mains replacement program period. The water 
mains replacement program will ultimately replace the aging infrastructure that currently 
experiences in frequent line breaks. 

August 2013 Page 2 of 23 



Willow Valley Water Company 
Water System Master Plan & Preliminary Engineering Report 

- 

2.0 INTRODUCTION 

2.1 Project Location 

Willow Valley is located in Mohave County, Arizona. The service area of the Willow Valley 
Water Company includes water services located within sections 21,23,27, and 35 of Township 
18N Range 22W. The vicinity map below provides a graphical representation of the location of 
the service area of the Willow Valley Water Company. 

2.2 Project Background 

The service area of the Willow Valley Water Company is comprised of three water systems. 
These water systems are as follows: 

1. Cimarron Water System 
2. Unit 17 Water System 
3. Commercial Street Water System 
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These water systems are generally for residential use only, except that the Commercial Street 
Water System has approximately 23 service connections for commercial/industriaI users. The 
Commercial Street Water system was originally constructed in the early 1960’s, though a 
centralized water supply facility was constructed in the late 1990’s that eliminated the need 
for two wells in the system that are st i l l  in place. However, the 2 wells are not used due to 
water quality concerns and inadequate equipping. The Commercial Street water system does 
not currently have an independent water supply, but is provided water from the Unit 17 water 
system through a 6-inch PVC transmission line installed in approximately 1998. 

Development of the Unit 17 Water system also began in the early 1960’s, and steadily 
increased into the early 1980’s. Development of one small area a t  the eastern boundary of 
this area was begun in recent years, but was not completed, presumably due to economic 
conditions. 

Development of the Cimarron Water system was initiated in 1990. Development has occurred 
steadily in this area, with improvements as recent as 2007. This service area is built out based 
on existing planning, though additional capacity in the system exists for potential expansion in 
the future. 

2.3 Project Scope 

Water quality and system degeneration have been significant concerns in the Willow Valley 
water system. The analysis performed herein will focus primarily on the physical condition of 
infrastructure, as well as water age and the associated high production of trihalomethanes 
(TTHMs) in the system. 

This study will include the following main components: 

4. Existing Infrastructure Audit: The existing water system infrastructure will be 
evaluated. Age and condition of existing infrastructure will be established 

5. Water System Modeling: A model will be prepared of the water system in order to 
evaluate criticality of existing components, as well as evaluate water age and TTHM 
formation in the system. 

6. 2-5-year Capital Improvement Plan: Based on parameters such as age, condition, 
and criticality, a 2-5-year Capital improvement plan will be prepared to provide the 
replacement of the aging system components. 
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3.0 EXISTING WATER SYSTEM INFRASTRUCTURE AUDIT 

3.1 Population 

There are approximately 280 residential service connections in the Cimarron Water System, 
1,419 residential service connections in the Unit 17 Water System, and 137 residential service 
connections for the Commercial Street Water System. The Commercial Street Water System 
also has approximately 23 non-residential service connections. 

3.2 Demand 

Demands for residential users in the Cimarron Water System are approximately 131.8 gpd per 
home. Demands for residential users in the Unit 17 and Commercial water systems are 
approximately 186.8 gpd. Demands for the commercial users are approximately 554.2 gpd per 
meter. These demands are lower than the typical values for water consumption due to  
perceived water quality issues in the system. These demands also include the water losses. As 
infrastructure is replaced, demands may become less due to  a reduction in water loss in the 
system. 

3.3 Service Area 

Though the service area for the Willow Valley Water Company is spread out over an area 
approximately 9 square miles, the elevation only varies from 467 ft amsl t o  491 ft amsl, a 
difference of 24 feet. The service area is comprised primarily of residential users, though there 
is a small area of commerciaI/industrial development that is also included. 

3.4 Unit 17 Water System Assets 

The water system is comprised of the following water system assets: 

1. Two (2) Water Distribution Centers (WDCs) 
2. Four (4) Wells 
3. Two (2) Treatment Systems 
4. Two (2) Potable Water Storage Reservoir 
5. Six (6) Distribution Pumps 
6. Two (2) Hydropneumatic Tanks 
7. One (1) On-Site Chlorine Dioxide Generator and ancillary equipment 
8. One (1) Chlorine gas feed system and ancillary equipment 
9. One(1) Polyphosphate feed system and ancillary equipment 
10. One (1) Hopper-bottom solids separation Tank and ancillary equipment 
11. One (1) Sodium Permanganate Feed System and ancillary equipment 
12. Distribution Waterlines 

Figure 2 below provides a graphical representation of the water system infrastructure. 
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Figure 2 - Unit 17 Water System Infrastructure 

~~ ~~ ~ 
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3.4.1 Water Distribution Centers 

There are currently two (2) WDCs. The Kingsley Street WDC is located in the 
northwestern portion of the Unit 17 system a t  the intersection of Kingsley Street and 
Clearview Drive. The Green Valley Road WDC is located along Green Valley Road 
approximately % of a mile south of King Street. The Green Valley Road is the primary 
water source for the system, with the Kingsley Street WDC operating as a redundant 
su PPlY - 

3.4.2 Wells 

There are currently a total of four (4) wells in the Unit 17 Water System. However, two 
of these wells are not currently in use. One of the existing wells is located a t  the 
Kingsley Road WDC, and the other is a t  the Green Valley Road WDC. The Green Valley 
Road Well is a 6-inch, 30 hp Goulds submersible pump with a design capacity of 500 
gpm. The Kingsley Road Well is a 15-hp Simmons submersible pump with a design 
capacity of 500 gpm. The size of the Kinsley Road Well pump is not known. 

3.4.3 Treatment Systems 

The source water from the wells is high in total organic carbon (TOC), iron and 
manganese. There are currently two (2) water treatment systems in the Unit 17 area. 
One is located a t  each WDC, and is plumbed to receive raw water directly from the well, 
and discharge into the onsite potable storage reservoir. The treatment systems are 
Pureflow iron and manganese treatment systems. Under current operation, raw well 
water is dosed heavily with a combination of chlorine dioxide and sodium 
permanganate to  oxidize the iron, and then the water is filtered by a sand filter with a 
proprietary sand media and discharged into the reservoir. Adequate chlorine is dosed 
after the treatment system to maintain chlorine residual in the water system. In 
addition, polyphosphate is fed prior to storage to assist with corrosion control in the 
distribution system. 

3.4.4 Potable Storage Reservoirs 

The Green Valley Road reservoir is 34 feet in diameter and 24 feet tall. The volume of 
the reservoir is approximately 163,000 gallons. The Kinsgley Road Reservoir is located 
off site a t  a separate storage facility northwest of the Kingsley Road WDC. The offsite 
reservoir is 32 feet in diameter and 16 feet tall. The volume of the Kingsley Road 
reservoir is  approximately 96,000 gallons. 

3.4.5 Distribution and Fire Pumps 

The Green Valley Road WDC includes three pumps. There are two 15 hp distribution 
pumps and a 40 hp fire pump. The pumps are all Goulds end suction centrifugal pumps. 
Catalogue pump curves were obtained from Goulds for the purposes of modeling. 
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The Kingsley WDC also includes three pumps. There are two 15 hp distribution pumps 
and a 30 hp fire pump. The 15 hp pumps are Goulds end suction pumps, but the fire 
pump is a Berkley close coupled centrifugal pump. 

3.4.6 Hydropneumatic Tanks’ 

At each WDC site there is a pressure tank the floats on the system as surge protection, 
and to  prevent frequent cycling of the pumps. The Green Valley Road hydropneumatic 
tank is 72” in diameter, and 24’-8” in length. The tank has a storage volume of 5,216 
gallons. The Kingsley Road hydropneumatic tank is 60” in diameter and 15’ in length. 
The tank has a storage volume of 2,202 gallons. 

3.4.7 Distribution Waterlines 

The distribution water lines vary from 3” t o  8” in diameter, and include pipe materials of 
ductile iron, PVC, and asbestos. In general, the oldest water lines in the system are 4- 
inch PVC and asbestos. The newer pipes (Newer than 1970) have a minimum diameter 
of 6-inches and are PVC. The majority of the system is comprised of pipes older than 40 
years. Field evaluation of the system by the operations staff has revealed that 
approximately 90% of valves are not operable. The inoperable vaives are primarily 
located within the older pipe network. 

3.5 Commercial Street Water System Assets 

The water system is comprised of the following water system assets: 

1. One(1) Water Distribution Center (WDC) 
2. Three (3) Wells 
3. One (1) Potable Water Storage Reservoir 
4. Two (2) Distribution Pumps 
5. One (1) Hydropneumatic Tanks 
6. Distribution Waterlines 

Figure 3 below provides a graphical representation of the water system infrastructure. 
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__ 

Figure 3 - Commercial Street Water System infrastructure 
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3.5.1 Water Distribution Centers 

There is currently one water distribution facility serving the Commercial Street system. 
The facility is located a t  approximately Commercial Street and Highway 95. This facility 
is provided water from the Unit 17 system. 

3.5.2 Wells 

There are currently a total of three (3) wells located within the Commercial Street 
System. However, due to water quality concerns. None of the wells are currently in 
use. 

3.5.3 Potable Storage Reservoirs 

A single 47,000-gallon storage reservoir is included in the Commercial Street facility the 
reservoir is filled off of a 6-inch transmission line extending from the Unit 17 system. 
The reservoir fi l ls off of system pressure and feeds the distribution pumps for the 
Commercial Street system. 

3.5.4 Distribution Pumps 

Water distribution within the Commercial Street system is provided by two (2) 15-hp 
centrifugal pumps. These pumps draw water from the storage reservoir and discharge 
from the site into an 8-inch distribution line in Highway 95. This distribution line 
extends to the north to serve commercial users, and south to a residential development. 

3.5.5 Hydropneumatic Tanks 

A hydropneumatic tank a t  the Commercial Street facility regulates the pressure a t  the 
discharge of the distribution pumps. The tank is approximately 2,200 gallons. 

3.5.6 Distribution Waterlines 

The distribution water lines vary from 4" to 8" in diameter, and include pipe materials of 
ductile iron, PVC, and asbestos. In general, the oldest water lines in the system are 4- 
inch PVC and asbestos. The majority of the system is comprised of pipes older than 40 
years. Field evaluation of the system by the operations staf f  has revealed that 
approximately 90% of the valves are not operable. 

3.6 Cimarron Water System Assets 

The water system is comprised of the following water system assets: 

1. One (1) Water Distribution Center (WDC) 
2. Two (2) Wells 
3. One (1) Treatment System 
4. One (1) Potable Water Storage Reservoir 
5. Four (4) Distribution Pumps 
6. One (1) Hydropneumatic Tank 
7. One (1) On-Site Chlorine Dioxide Generator and ancillary equipment 
8. One (1) Chlorine gas feed system and ancillary equipment 
9. One(1) Polyphosphate feed system and ancillary equipment 
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10. One (1) Hopper-bottom solids separation Tank and ancillary equipment 
11. Distribution Waterlines 

Figure 4 below provides a graphical representation of the water system infrastructure. 
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__ 

Figure 4 - Cimarron Water System Infrastructure 
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3.6.1 Water Distribution Center 

There is currently one (1) WDC for the Cimmeron Service Area. It is located along 
Cimmeron Boulevard to the east of Highway 95 (Mohave Valley Highway). The WDC 
includes one of the wells, the treatment system, storage reservoir, distribution pumps 
and hydropneumatic tank. 

3.6.2 Wells 

There are currently a total of two (2) wells in the Cimarron service area. These wells are 
referred to as the l i t t le well and the big well based on casing diameters (6” and 16”, 
respectively). The big well is located within the WDC, and is the primary water supply 
for the system. The little well is located across Cimmeron Boulevard from the WDC, and 
serves only as a backup water supply. Each of the wells has a design capacity of 300 
gpm. 

3.6.3 Treatment Systems 

The source water from the wells is high in total organic carbon (TOC), iron and 
manganese. There is currently one (1) water treatment systems in the Cimarron area. 
The treatment system is configured to receive water from both the little and big well. 
The treatment system is a Pureflow iron and manganese treatment system. Under 
current operation, raw well water is dosed heavily with chlorine dioxide to oxidize the 
iron, and then the water is filtered by a sand filter with a proprietary sand media and 
discharged into the reservoir. Adequate chlorine is dosed after the treatment system to 
maintain chlorine residual in the water system. In addition, polyphosphate is fed prior 
t o  storage to assist with corrosion control in the distribution system. Potable Storage 
Reservoirs 

The Cimmeron reservoir is located a t  the WDC and is 45 feet in diameter and 16.5 feet 
tall. The volume of the reservoir is approximately 196,000 gallons. While the reservoir 
is 16.5 feet tall, current operations maintain the water levels a t  levels of 3.3 to 5 feet in 
order to prevent high water ages. 

3.6.4 Distribution and Fire Pumps 

The Cimmeron WDC includes four (4) distribution pumps. There are two 20 hp 
distribution pumps and two 25 hp fire pumps. The pumps are a l l  Peerless end suction 
centrifugal pumps. Catalogue pump curves were obtained from Peerless for the 
purposes of modeling. 

3.6.5 Hydropneumatic Tanks 

At the WDC site there is a pressure tank the floats on the system as surge protection, 
and to prevent frequent cycling of the pumps. The Cimmeron hydropneumatic tank is 
74” in diameter, and 26’ in length. The tank has a storage volume of 5,814 gallons. 
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3.6.6 Distribution Waterlines 

The distribution water lines vary from 6” to 1 0  in diameter, and are all PVC. In general, 
the oldest water lines in the system are 4-inch PVC and asbestos. The majority of the 
system, including the wells and WDC were installed between 1990 and 1996. Two small 
developments to the north of Cimmeron Boulevard were added to the system from 
2004 to 2007. 

3.7 Water Usage Audit 

When estimating water losses, it is important to understand that the Commercial Street water 
supply facility is filled with water from the Unit 17 water system. Therefore, for the sake of 
comparing usage and production, the Commercial Street usage will be combined with the Unit 
17 usage. 

Water production data was obtained for the wells for 2010. From December 9, 2009 to 
October 1, 2010, production volumes of 89.8 MG and 10.9 MG were produced by the Unit 17 
wells and the Cimarron wells, respectively. This results in average water production of 
303,000 gpd and 36,900 gpd, respectively. It should be noted that in each system there are 
water losses for backwashing the treatment equipment and flushing pipes. These losses are 
estimated to be an average of 4,267 gpd, and 1,566 gpd, respectively. 

Water consumption was also measured for approximately the same time. From December 1, 
2009 to October 10, 2010, the total consumption volumes for the Unit 17 and Cimarron 
systems were estimated to be 69.8 MG and 8.7 MG, respectively. This results in an average 
daily consumption rates of 223,000 gpd and 27,800 gpd, respectively. 

Comparing water consumption to  water production reveals a large disparity. Removing the 
estimated losses for backwashing and flushing, the total water losses for the Unit 17 and 
Cimarron systems are 76,000 gpd, and 7,500 gpd respectively. It is expected that these losses 
are largely due to leakage and line breaks in an aging water system. In Unit 17, water losses 
account for 25% of the total production volume. In this part of the system, higher water losses 
would be expected due to older infrastructure and more line breaks. In Cimarron, water losses 
account for approximately 20% of the total production volume. 

4.0 HYDRAULIC MODELING 

4.1 System Components 

A hydraulic model was prepared to  simulate system operations, as well as evaluate criticality, 
age and TTM formation in the system. The hydraulic model begins with the groundwater level, 
modeled as a reservoir with the hydraulic grade set to the pumping water level established by 
the pumping test performed when the wells were installed. Well pumps are modeled as 
pumps with the pump curves and efficiencies taken directly from actual system pump curves. 
The storage tank is modeled as a tank with dimensions and levels set to match existing 
conditions. 
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The distribution and fire pumps are modeled as pumps with curves for head and efficiency 
versus flow rate input based on actual provided pump curves. The hydropneumatic tank is 
modeled as a pressure vessel using the ideal gas law. The water level and pressure within the 
tank were measured in the field to  provide a baseline for the settings required in the model. 
All waterlines in the model are set as PVC waterlines with a C-Coefficient of 130. The PRV is 
modeled as a PRV with the hydraulic grade set t o  maintain the requisite Zone 1 hydraulic 
grade. 

4.2 System Topography 

USGS topographic Digital Elevation Model (DEM) data was obtained. The DEM data was 
imported into a GIS document and elevations were translated onto the water system 
components. The service area for the Willow Valley Water Company is relatively f lat  with an 
elevation differential of only 24 feet across the entire service area. 

4.3 Design Criteria 

Global Water has established a set of design criteria for water systems t o  ensure that 
adequate pressures and flows are available to  consumers without causing excessive wear in 
the system. These criteria are summarized below. 

Maximum Pipe Velocity (Peak Hour Demand) 6fPS  .A 
haximum Pipe Velocity (Max Day Plus Fire Flow Demand) 
Maximum Pipe Head Loss Gradient (Peak Hour Demand) 8 ft/l,OOO ft 

Static pressures in excess of 80 psi may be permitted if individual PRVs are installed on all homes 
that may experience these pressures. 

8 fps 
1. 

4.4 Steady-State Demand Simulations 

The system was modeled for average day, maximum day, and peak hour demand conditions. 
A fire flow evaluation was also performed to  determine the effects of fire flow on the system. 
Demands were entered into the model for each water meter currently connected to  the 
system. Oemand placement was selected to  conservatively estimate the head losses in the 
system. The detailed results of the steady state water system modeling are included in 
Appendix A. 

~ 
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,--- . - -. - . - 
I Green Valley Road hydropneumqtic 

43'23 tank discharge P-214 1998 ' 4 DIP 6.57 

From the system results summary, it may be seen that pressures within the system are within 
a reasonable level. High system velocities and head loss gradients are experienced within the 
existing 4-inch diameter pipes. The pipe experiencing the highest head loss and velocity is a 4- 
inch pipe connecting the existing 500 gpm Cimarron well to the treatment system. There are a 
total of two pipes that exceed the velocity constraints. The second pipe only marginally 
exceeds the constraint with a maximum velocity of 8.81 fps during peak hour demands, and 
6.57 fps during maximum day demand. This second pipe is a 4-inch hydropneumatic tank 
connection line a t  the Green Valley Road WDC. 

A total of seven (7) pipes exceed the maximum day head loss gradient constraint, including the 
two pipes described above. All of these pipes are 4-inches in diameter. Three of the pipes are 
located immediately adjacent t o  the Green Valley Road WDC, with the remainder located 
within the Green Valley Road WDC, the Cimarron WDC or the Kingsley Road WDC. It is 
recommended that waterline replacements be considered for these pipes to  provide more 
reasonable head losses. The pipes and associated maximum day head loss gradients are 
summarized in the table below: 

1 P-370 1998 4 
Connects Cimarron Well to 
treatment svstem 

PVC 12.77 148.07 

1 P-222 1998 4 DIP 5.17 Commercial Street 
hvdrooneumatic tank fill 27.15 

I -  -I- - -  

I Adjacent to Green Valley Road 
WDC discharge 

P-206 1971 1 4 PVC 4.09 18 

Kingsley Road WDC 

P-137 1971 
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A total of nine (9) pipes exceed the peak hour head loss gradient constraint, including the all 
seven pipes described above under the maximum day demand pipe summary. The additional 
two pipes are 6-inch diameter pipes within the existing Green Valley Road WDC. It is 
recommended that waterline replacements be considered for these pipes to provide more 
reasonable head losses. The pipes and associated maximum day head loss gradients are 
summarized in the table below: 

Connects Cimarron Well to 
148.07 treatment svstem 

1 P-370 1998 4 PVC 12.77 

Green Va I ley '=-------I 
Iron 74*56 hydropneumatic tank discharge I 

__ _-I___-- 

Ductile 8.81 1998 4 
L- - _"- 

I Commercial Street 
hvdrooneumatic tank fill 

1 P-196 1995 4 7.18 50.96 Ductile 
lrnn .. -.. 

Adjacent to Green Valley Road 
31.64 WDC discharge 

I--."-- i P-206 1971 4 PVC 5.55 

Commercial Street 

P-137 1971 

4.5 Water Age/lTHM Formation Analysis 

lTHMs most commonly form when organic carbon is oxidized by chlorine. The dosage of 
chlorine reportedly required in the raw well water in order to maintain chlorine residual in the 
system is 11 mg/L. This is likely due to the high amount of organics in the groundwater (2 
mg/L). The post treatment chlorine residual after the oxidation of organics and iron and 
filtration is less than 2 mg/L. Therefore it is likely that high formation of T H M s  is occurring a t  
this point in the system. 

Another study evaluating the general water quality in the system is being conducted that 
recommends a change in the oxidant used prior to treatment. It is being recommended that 
potassium permanganate, chlorine dioxide, or ozone be used to oxidize the organics and the 
iron prior to treatment. Chlorine will then be dosed a t  another point after treatment to 
ensure chlorine residuals are maintained in the system. Water age evaluation will provide an 
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indication of whether TTHM formation will continue to  be an issue once the initial oxidation of 
organics is accomplished with another oxidant that does not contribute t o  lTHM formation. 

Generally, in water systems, lTHM formation is directly related to  the age of the water in the 
system. Therefore, water age will be evaluated, and the level of TTHM formation in the 
system may be evaluated based on water age. in order to  evaluate the water age, and 
consequently the lTHM formation in the system, an extended period simulation was run for 
average day demands. 

initial water age values were iteratively adjusted so that the system age would equalize more 
quickly. The simulation was run for a total of 120 hours so that water ages would represent 
equalized values. Water age was tracked a t  various points in the system. These results are 
summarized below. A water system map including water age contours is provided in of 
Appendix B. Please note that the water age contours are the water age a t  120 hours, and do 
not necessarily represent the maximum water age. Detailed graphs of water age versus time 
through the simulation a t  each of these points in the system are also available in Appendix B. 

I 

1 Green Valley WDC 7 n o  I C  I 
I 2.0 I2 

_I--- 

j (Measured at hydropneumatic tank) 
%Gley  Road WDC 
1 (Measured a t  hydropneumatic tank) 

19.5 20.4 25 I 

Commercial Street WDC 

8.5 12.7 , 15.5 i 

1. Minirnum/Maximurn Water Age were evaluated as the minirnum/maximurn value for water age experienced after the 
water age equalized for the given node. Please refer to the graphs in Appendix B for more details. 

The AWWNAWARF Water industry Data base indicates average distribution retention time of 
1.3 days (31 hours), and a maximum retention time of 3.0 days (72 hours) t o  be acceptable. Of 
202 nodes in the system, approximately 12 nodes within the Cimarron service area, 4 nodes 
within the Commercial Street WDC service area and one node'within the Unit 17 WDC service 

August 2013 

~ 

Page 18 of 23 



Willow Valley Water Company 
Water System Master Plan & Preliminary Engineering Report 

area regularly experience water ages in excess of 72 hours. All of the nodes within the Unit 17 
and Commercial Street WDC service areas are a t  the end of long dead end lines with relatively 
small demands. Table 6 below summarizes the high water ages experienced within the 
system . 

I Unit 17 WDC 3 Residential 1,419 Residential 0.2% I ~ 

I Commerciat Street 9 Residential 137 Residential 5.6% 
I WDC 23 Commercial - .- 1 1 Cimarron 72 Residential 280 Residential 25.7% 

The water ages in the Cimarron WDC service area tend to be larger than the Unit 17 system, 
despite the shorter distance of travel for three primary reasons. The reservoir a t  the Cimarron 
site is significantly larger than the Unit 17 reservoir. To mitigate this, only the bottom 5 feet of 
the reservoir is currently in use. The second reason for higher water ages is that the system is 
constructed of 8-inch and 10-inch water lines, whereas the majority of the Unit 17 system is 4- 
inch and 6-inch diameter pipe. The larger pipe diameter in the Cimarron system results in less 
system flushing for an equivalent usage. The final reason for greater water age is that the 
demands in the Unit 17 area are approximately 42% higher, resulting in significantly less 
system flushing per connection. 

- ~ . I X I  1 

None of the locations used for water quality testing fall within these areas, and consequently, 
higher lTHM formation found in testing results is likely not due specifically t o  water age. From 
this analysis it appears that the formation of lTHMs is  due to  the current practice of oxidizing 
organics with high dosages of chlorine. Once a different oxidant is utilized, it is expected that 
lTHM formation will no longer be an issue. 

4.6 Criticality Analysis 

A criticality analysis was performed using Watergems by Bentley Systems Inc. The criticality 
analysis was used to identify areas where inoperable valves and/or lack of valves leaves large 
segments of the system exposed in the event of a water main break, or other service shut 
down. Due to the age and condition of the system, the areas of primary concern are within 
the older parts of the system within the Unit 17 and Commercial Street systems. In these 
areas, few of the valves installed are operable. It is recommended that replacement of these 
valves be initiated to  minimize the number of services impacted by shutdowns in the system. 
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5.0 2-5 YEAR CAPITAL IMPROVEMENTS PLAN 

5.1 Project Descriptions 

The main goal of the years 2-5 capital improvement plan (CIP) will be to  replace the aging 
infrastructure within the system. This will consist primarily of replacing all of 4-inch and 6-inch 
water mains within the King Street and Commercial Street (Homes only) systems. The 4-inch 
lines within the Unit 17 portion of the system will also require replacement. A phasing Plan 
will be developed to  address repairs of the system identified with the highest criticality. Due 
to  the size of the King Street area, it will be divided into two projects. Because of the age of 
the system, and the large number of services affected, the King Street areas will be completed 
first, followed by the Commercial Street area, and finally the Unit 17 area. The areas requiring 
watermain replacement are presented below in Figure 5. 
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Figure 5 - Watermains Replacement Areas 

In the watermain replacement areas, the majority of the existing valves have become 
inoperable. It is necessav to have the ability t o  isolate areas of the system in order to repair 
line breaks, and perform other system maintenance as necessary. Current inoperability of the 
valves results in an excessive number of services affected by line breaks and maintenance 
activities. Therefore, it is recommended that a valve replacement program be initiated. 

Additionally, existing water quality issues in the system necessitate that the water treatment 
systems and/or processes be modified/upgraded t o  neutralize water quality concerns. 
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5.2 Schedule 

The treatment system modifications/upgrades have been scheduled and budgeted for in the 
2011 fiscal year. It is recommended that the valve replacement program be started as soon as 
possible. Scheduling of the water mains replacement will take place as budget allows. The 
total projected cost for the CIP improvements is approximately $1.2 Million. A detailed 
schedule of the projected replacements and a breakdown of the projected budgets is included 
in Appendix C. A summary of the CIP plan is provided below in Table 7 

$581,418 [ G r c i a l  Street Watermain Replacement --- 
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The analysis performed herein provided an audit of the existing system infrastructure. The audit 
revealed that the existing WDCs currently offer a reasonable level of service, though some 
modification to  the treatment process is required to rectify water quality concerns. It also revealed 
that much of the system piping is in poor condition due to system age. The condition of the piping 
is resulting in frequent line breaks. Additionally, valve failures throughout the system result in wide 
impact to customers when line breaks occur. 

A 2-5 Year CIP plan was developed that includes the updating of the treatment processes to bring 
water quality into compliance. The plan also provides for strategic replacement of valves 
throughout the system in order to provide better system isolation in the event of  main breaks. 
Finally, the plan provides for the replacement of the aging system piping over the next 6 years. 

Water modeling was also performed. The water modeling showed that the system is capable of 
delivering adequate pressures and flows to the system. It also demonstrates that water ages within 
the system are within a reasonable level. It was determined, therefore, that high lTHM levels 
within the system are due to another factor. 

It was determined that the high T H M  levels within the system are likely due to the direct oxidation 
of high levels of TOC within the source water. This is confirmed by the high levels of chlorine 
dosage required in order to  maintain adequate residual in the system. Alternative oxidants are 
currently under evaluation in conjunction with a separate corrosion control study already underway 
by Global Water Resources. Once an alternative oxidant is implemented into the treatment 
process, and chlorination is moved to after the treatment process, it is expected that lTHM levels 
within the system will drop dramatically. 

~ 
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Appendix A - Steady-State Model Results 
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Appendix C - Detailed Years 2-5 CIP Plan 
Calculations 
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EXECUTIVE SUMMARY 

On July 9, 2012, Global Water, LLC (“Global Water” or “Company”) filed 
general rate applications for Valencia Water Company - Town Division 
(“VWCT), Global Water - Palo Verde Utilities Company (“Palo Verde”), 
Water Utility of Northern Scottsdale (“WUNS”), Water Utility of Greater 
Tonopah (“WUGT”), Valencia Water Company - Greater Buckeye Division 
(“VWCGB”), Global Water - Santa Cruz Water Company, (“Santa Cruz”), 
and Willow Valley Water Company (”Willow Valley”) for the establishment 
of just and reasonable rates using a test year ending December 31, 201 1. 
WUGT and VWCGB are classified as Class C utilities; WUNS is classified 
as a Class D utility while the remaining four locations are classified as 
Class A utilities. 

On July 12, 2012 a Motion to Consolidate was filed by the Company and 
on November 20,2012, the motion was granted under Docket No. 
W-01212A-12-0309 ET AL. 

In addition to requesting an adjustment in rates the Company was also 
requesting, among other things, a Distribution System Improvement 
Charge (DSIC) for it water systems and a Collection System Improvement 
Charge (CSIC) for its wastewater system. 

On August 13, 201 3, a Proposed Settlement Agreement (“Settlement 
Agreement”) was filed and the Settlement Hearing began on September 5, 
2013. The DSIC was not resolved in the Settlement Agreement. 

On August 27, 2013, a Procedural Order was issued and set the Hearing 
on the SIB Mechanism for September 19,2013. 

RUCO Chief of Accounting and Rates, Robert B. Mease, recommends 
that the Arizona Corporation Commission (“ACC” or “Commission”) reject 
the Company’s request for a DCIS/SIB Mechanism in its Willow Valley 
Water System. 
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NTRODUCTION 

3. 

4. 

Q. 

4. 

Please state your name, position, employer and address. 

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

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

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

Please state the purpose of your testimony. 

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

regarding the Applicants request for a DSlC and CSlC mechanism. I will 

also adopt Mr. William A. Rigsby’s testimony as was filed in this docket on 

July 8, 2013. 

BACKGROUND 

Q. 

A. 

In the Company’s origina 

DSlC or a CSIC? 

rate application filing did they request a 

Yes. The Company’s original application filing requested a DSlC on all of 

its water systems except WUNS and a CSlC on its Palo Verde wastewater 

system. 
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2. 

I. 

2. 

4. 

3. 

4. 

Q. 

A. 

Did Global, in its original application filing, submit a detailed plan 

that identified the projects, expected dates, and projected 

expenditures that could be reviewed in order to determine if a DSlC 

or CSlC was appropriate? 

No. There was considerable information provided by the Company in Mr. 

Walker’s original testimony identifying what would be provided at a later 

date, but there were no details included in the Company’s rate application. 

Did the Company negotiate a Settlement Agreement with Staff, RUCO 

and other intervening parties? 

Yes. 

intervening patties and the Hearing began on September 5, 2013. 

A Settlement Agreement was reached with the majority of the 

Did RUCO agree with the Proposed Settlement Agreement signed by 

the parties involved and were they a signatory on the agreement? 

As explained by Mr. Pat Quinn in his testimony RUCO supports the 

Proposed Settlement Agreement in its entirety. The Agreement settled a 

wide range of issues with the exception of the DSlC for Willow Valley. 

The patties, including RUCO, agreed to litigate this issue, separately. 

What is the Company now requesting instead of a DSIC? 

Since Global’s original application filing the Arizona Corporation 

Commission (“ACC”) issued on June 28, 2013, Decision No. 73938, 
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approving a System Improvement Benefits (“SIB”) mechanism as part of 

the Settlement Agreement entered into with Arizona Water Company’s 

(“AWC”) Eastern Group. As a result of this settlement Global is now 

requesting that their original DSlC proposal be replaced with the SIB 

Mechanism as described in Decision No. 73938. 

a. 

4. 

Q. 

4. 

Q. 

A. 

Is the Company now requesting a SIB for all of its water systems 

included in its filing? 

No. Global Water is now requesting a SIB in the Willow Valley Water 

Company system, only. 

What about their request for a CSIC? 

The Company is no longer requesting a CSIC for the Palo Verde waste 

water system. 

Before we further discuss Global’s request for a SIB, can we discuss 

Decision No. 73938 and how this decision is related to Global’s 

filing? 

Yes. On August 5, 201 1 AWC filed an application requesting adjustments 

to its rates and charges in its Eastern Group water systems. 

On February 20, 2013, the Commission issued Decision no. 73736 

granting AWC a rate increase for its Eastern Group systems, however, 
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kept open for further consideration of a “Phase 2” DSlC Recommended 

Order to be considered at the June 11 and 12,2013 Open Meeting. 

On April 8, 2013, an evidentiary hearing commenced on the merits of a 

DSlC and ultimately concluded on April 11, 2013. On April 29, 201 3, post- 

hearing briefs were filed by all patties including RUCO. RUCO submitted 

its brief on April 29, 2013 opposing the implementation of a DSlC or SIB. 

On June 28, 2013, the Commission approved the SIB mechanism in 

Decision No. 73938. On July 17, 2013, RUCO filed an Application for 

Rehearing of Decision No. 73938 and specifically identified errors and 

inconsistencies with this decision as well as the original Decision No. 

73736. 

Q. 

A. 

What action did the Commission take on RUCO’s Application for 

Rehearing of Decision No. 73938? 

In the Staff Open Meeting held on August 15, 2013, the Commission 

agreed to a (1) rehearing of Decision No. 73938, (2) the reopening of 

Decision No. 73736 for consideration of modifying the decision, and (3) 

consolidating these matters and directing the Hearing Division to hold 

proceedings on the consolidated matters and prepare a recommended 

opinion and order. 
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3. 

4. 

Q. 

A. 

Q. 

9. 

Are there other rate case decisions pending that will be affected by 

the outcome of the rehearing of Decision No. 73938? 

Yes. A Settlement Agreement has been negotiated in AWC’s Northern 

Group which includes a SIB mechanism. 

Was RUCO a signatory on the Settlement Agreement with AWC 

Northern Group? 

No. RUCO was not a signatory on this Settlement Agreement for the 

same reasons that they were not a signatory on the AWC Eastern Group 

Settlement Agreement. 

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

past rate cases? 

Yes. While RUCO’s opposition to a DSIC, CSlC or a SIB is thoroughly 

explained in Mr. Rigsby’s testimony, I will provide a brief summary. In 

past rate cases RUCO has opposed a DSIC mechanism, and/or a SIB 

mechanism, for the following reasons: ( I )  It allows for the recovery of 

routine plant improvements outside of a rate case that would normally be 

recovered in a general rate case filing, (2) The SIB is a one-sided 

mechanism that works only for the benefit of the company and the 

company’s shareholders, (3) There has been no Federal or State 

mandates that requires recovery of routine plant investments through a 

surcharge, (4) Global has not provided proof that they would be unable to 
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ensure safe and reliable water service or achieve cost recovery without 

the adoption of a SIB mechanism. In addition, the legal aspects of a SIB 

mechanism are of concern to RUCO and are discussed in Mr. Rigsby’s 

testimony. 

XIRRENT STATUS OF COMPANY’S REQUEST FOR A SIB 

1. 

4. 

3. 

4. 

Q. 

4. 

Has the Company filed testimony regarding its request for a SIB 

Mechanism? 

Yes. The Company filed its testimony requesting a SIB mechanism for its 

Willow Valley Water Co. on August 21, 201 3. 

Did the Staff consider the Company’s filing sufficient? 

No. The Staff requested additional information in order to evaluate the 

need for a SIB. 

Did the Company file with the Commission Staff an Engineering 

Report and updated schedules for further consideration of a SIB for 

the Willow Valley System? 

Yes. The Company submitted a “Revised Willow Valley Water Co. SIB 

Engineering Study” dated September 4, 201 3. The information submitted 

did not conform to the level of detail that was initially approved by the 

Commission in the AWC Eastern group SIB request. See Decision No. 
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73938. The SIB mechanism approved in the Eastern Group’s case has 

been used as a template in AWC Northern case as well as this case. 

2. 

4. 

2. 

4. 

Q. 

4. 

Did the Commission Staff approve Willow Valley’s SIB proposal? 

Yes. See Mr. Jian W. Liu’s testimony filed on September 6, 2013, Page 

“Staff recommends approval of Willow Valley’s Table I of SIB eligible 

projects for purposes of SIB approval.” 

Are you saying that within a two day period that the Company filed a 

revised Engineering Study, the Staff engineer reviewed the 

Engineering Study, and approved the Company’s SIB request? 

Yes, but no analysis was included in the Staffs approval. 

Does RUCO believe that adequate time was spent on the review 

process of the Company’s revised filing? 

RUCO doesn’t believe that sufficient time was allowed for Staff, RUCO or 

any of the other parties to reach an informed decision on such an 

important issue. The whole subject of a DSIC, CSlC and/or SIB is 

extremely important and sufficient time should be allocated as the decision 

affects rates that individuals have to pay for future service for many years 

to come. 
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7. 

4. 

a. 

4. 

Q. 

4. 

Did Staff have any additional recommendations related to the filing 

of the Company’s SIB request? 

Yes. Mr. Liu further recommends “that Willow Valley file its SIB PLANT 

TABLE II using the form labeled Attachment A to this testimony.” 

Do you believe that the requirements have been met for the Staff to 

have approved the SIB as filed by the Company? 

No. When reviewing the “template” prepared in the AWC Eastern case 

additional schedules were filed that provided far more information to 

support the SIB application. For example, a schedule was provided 

showing the effects going forward on ratepayers should a SIB be 

approved. RUCO believes that the future SIB increases and how it affects 

residential ratepayers needs to be identified prior to Commission 

approved. Indeed, the Company has not notified ratepayers that they are 

requesting the SIB or its potential impact on their rates. 

Has RUCO prepared an analysis calculating the expected SIB 

increase and the effects on residential ratepayers? 

Yes. RUCO has prepared a schedule and has included the detailed 

calculations as Attachment A. When reviewing the five year effect on 

residential ratepayers and keeping the number of residential ratepayers 

constant the overall rate increase over the five year period is $106,464 in 

additional revenues to the Company (after the efficiency credit). By the 
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end of the five year SIB period, the average residential ratepayer will be 

paying an additional $5.18 per month, equating to a 21.2 percent increase 

based on existing residential rates. 

2. 

4. 

Q. 

9. 

Q. 

A. 

Was your calculation for the ratepayer affect consistent with 

Decision No. 73938? 

Yes. While the Schedules included in the decision were unique for AWC, 

they have been approved by the Commission as a template and are being 

used in other water company applications when a SIB is being requested. 

What is the effect on ratepayers resulting from the approved 5 

percent efficiency credit? 

Over the five year period the total savings to ratepayers is approximately 

$5,603. The 5 percent efficiency credit is very insignificant compared to 

the $106,464 the Company will be collecting in SIB charges and provides 

very little relief to the ratepayer. 

Do you believe that the 5% efficiency credit that is provided to 

ratepayers is representative of the true savings to the Company? 

Wouldn’t you expect to see a reduction in Operating and 

Maintenance (“O&M”) expense exceeding the amount of this credit? 

I would think that a Company investing $876,233 over a five year period in 

old, outdated and leaking infrastructure would expect savings in O&M 
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expenses in excess of $5,603. The first year efficiency credit as shown on 

Attachment A, of $1,352 is less than one-percent of the Willow Valley 

O&M expenses. 

2. 

4. 

2. 

4. 

Q. 

4. 

Did the Company propose a reduction in O&M expenses when 

submitting its proposal for a SIB? 

No. The Company proposed no reductions in future O&M expenses when 

submitting its proposal. 

Mr. Mease, can you please summarize RUCO’s position on the 

establishment of SIB Mechanism is this rate case and future rate 

cases? 

Yes. RUCO does not agree with the establishment of a SIB in this case or 

future rate cases. 

Does this conclude you testimony? 

Yes. 
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AlTACHMCNT A WULOW VALLEY WATERSOMPANY 
COST OF SIB TO RESIDENTIAL RATEPAYERS 

PROJECT LOCATIONS 

King Street - SI8 Additions 

Commercial Street - SI8 Additions 

TOTAL 

CALCULATION OF OVERALL SIB REVENUE REQUIREMENTS & EFFICIENCY CREDIT 

Year 1 Year 2 Year 3 Year 4 Year 5 Five Year 
- 2018 Total Costs - 2014 - 2015 2016 - 2017 

$ 211,491 $ 171,022 $ 145,040 $ 133,701 $ 214,979 $ 876,233 

$ - $  - $  - $  - $  - $  

$ 211,491 $ 171,022 $ 145,040 $ 133,701 $ 214,979 $ 876,233 

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 

Total Authorized Revenue Requirement - Settlement 

SI8 Revenue CAP % 

Net 518 Revenue Cap (LN 2 x LN 4) 

SI8 Eligible Plant in Service - Per Above 

Accumulated Depreciation- 112 Year Convention (Ln 24* 5) 

SIB Rate Base (Ln 8 - Ln 10) 

Pre-Tax Cost of Capital 

Required SI8 Operating Income (Ln 12 x Ln 14) 

Gross Revenue Conversion Factor - Per Decision No. 

Revenue Requirement - Return on SI8 (Ln 16 x Ln 18) 

Applicable Depreciation Rate - Est. Average 

SI8 Depreciation Expense (Ln 8 x Ln 22) 

Less: Depre Assoc with Applicable Retirements 

Net Depreciation Expense - SI8 Eligible Plant (Ln 24 - Ln 26) 

SI8 Capital Costs - Pre Tax Ret. + Depre. (Ln 20 + Ln 28) 

Under or Over recovery Form Previous Period 

Overall SI8 Revenue Requirement Lessor of Net SI8 Rev 
Cap or SIB Capital Costs 

SI8 Efficiency Credit % 

Overall SIB Efficiency Credit 

NET SI8 REVENUE INCLUDING EFFICIENCY CR 

Base Rates Residential Ratepayer 
Increase to Residential Ratepayers 

Percentage Increase to Residential Ratepayer 

Pre-Tax Cost of CaDital 
Weighted Cost of Equity 
Revenue Conversion Factor 

Pre-Tax Weighted Cost of Equity 
Weighted Cost of Debt 

Pre-Tax Cost of Capital 

$ 1,106,966 $ 1,140,175 $ 1,174,380 $ 1,209,612 $ 1,245,900 $ 5,877,033 

5% 5% 5% 5% 5% 5% 

$ 55,348 $ 57,009 $ 58,719 $ 60,481 $ 62,295 $ 293,852 

$ 211,491 $ 171,022 $ 145,040 $ 133,701 $ 214,979 $ 876,233 

$ 2,929 $ 2,369 $ 2,009 $ 1,852 $ 2,977 $ 12,136 

$ 208,562 $ 168,653 $ 143,031 $ 131,849 $ 212,002 $ 864,097 

10.16% 10.16% 10.16% 10.16% 10.16% 10.16% 

$ 21,191 $ 17,136 $ 14,533 $ 13,396 $ 21,540 $ 87,796 

N/A N/A N/A N/A N/A N/A 

$ 21,191 $ 17,136 $ 14,533 $ 13,396 $ 21,540 $ 87,796 

2.77% 2.77% 2.77% 2.77% 2.77% 2.77% 

$ 5,858 $ 4,737 $ 4,018 $ 3,704 $ 5,955 $ 24,272 

$ 5,858 $ 4,737 $ 4,018 $ 3,704 $ 5,955 $ 24,272 

$ 27,049 $ 21,873 $ 18,550 $ 17,100 $ 27,495 $ 112,067 

$ 27,049 $ 21,873 $ 18,550 $ 17,100 $ 27,495 $ 112,067 

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

$ (1,352) $ (1,094) $ (928) $ (855) $ (1,375) $ (5,603) 

$ 25,697 $ 20,780 $ 17,623 $ 16,245 $ 26,120 $ 106,464 

$ 24.40 $ 30.57 $ 37.03 $ 37.03 $ 37.03 $ 24.40 
$ 1.25 $ 1.01 $ 0.86 $ 0.79 $ 1.27 $ 5.18 

5.12% 3.31% 2.31% 2.13% 3.43% 21.22% 

4.00% 
1.6651 
6.66% 
3.50% 

10.16% 
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nvestor owned water utility companies are pushing unreas I across the country. These schemes involve special surchar 
bills without a full public review, so that private utility companies ca 
on certain water distribution projects and ensure their long-term pro 
essentially trying to boost their earnings and shed regulatory oversight that protects consumers. 

Although the scheme goes by different names in different,-4.-..&iciently."8 DSlC schemes bypass this necessary public 
states, 
System Improvement Charge (DSIC).2 This innocuous- 
sounding name obscures the real objective: to boost and 
ensure corporate profits by shifting risks to the public and 
bypassing standard consumer protections. (Community 
activists fighting this scheme have noted that a more fit- 
ting title would be a Reduction in Public Oversight For 
Financing, or RIPOFF.) In the states where it is allowed, it 
i s  a boon for the private water industry that comes at the 
expense of the public. 

is most commonly referred to as a Distribution 

Avoided Public Oversight 
The DSlC scheme allows investor owned water utilities to 
increase customer bills without the standard regulatory 
process that protects the public from the exploitative prices 
and unfair practices possible under private mon~polies.~ 
In most states, a public utility commission oversees the 
finances and approves the rates of investor owned water 
utilities to prevent the companies from abusing their mo- 
nopoly power? By avoiding full regulatory scrutiny, sur- 
charge schemes can lead to unwarranted  profit^,^ as well 
as skewed investment decisions. They incentivize certain 
projects at the expense of other, possibly more prudent, 
ones,6 and can compel companies to overinvest to maxi- 
mize their financial benefit from the ~cheme.~ 

David Sade, West Virginia's deputy consumer advocate, 
said that allowing such a scheme would "remove one of 
the most important counterbalances to the inclinations 
of monopoly utilities to overbuild, or 'gold plate' their 
systems." Taking time to conduct a full financial review, 
Sade explained, "serves to encourage monopoly utilities to 
engage in prudent investment decisions and operate more 

oversight. 

Automatic Rate Increases 
With the DSlC scheme, investor owned water utilities 
can automatically increase customer bills up to a certain 
percentage - from 3 percent to 10 percent, depending on 
the stateq - after repairing or replacing water pipelines. 
Then, when private water ut es want a larger increase, 
they follow the normal procedures and file a rate case.l0 
The largest investor owned water utilities typically file for 
rate increase every two years," whether or not they have 
imposed surcharges.'* When they do, they roll any existing 
surcharges into their base rates and reset the surcharge to 
2er0.l~ This obscures the long-term consumer cost of the 
mechanism. Over time, the rolled-in surcharges can add 
up to a considerable premium on customer bills. 

For example, infrastructure surcharges added $80 million 
to Aqua Pennsylvania's total authorized revenues between 
1997 - when the scheme went into effect -and mid- 
201 0 (see graph). The company received, on average, only 

a ati 



about 3 percent of its actual revenue from cur- 
rent surcharges in any given year. However, be- 
cause the surcharges were rolled into base rates 
every two years, the cumulative effect of these 
surcharges i s  significant. Surcharges accounted 
for about 36 percent of the total increase in the 
company’s authorized revenues from 1997 to 
2010. As of mid-2010, about one fifth of its an- 
nual operating revenue could be traced back to 
their surcharge scheme.14 Th is  scheme worked 
to ensure the company’s long-term profitability 
at the expenses of consumers. 
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Inflated Water Bills 
The DSlC scheme can overcharge consumers. 
The surcharge is based on a limited view of 
utility finances. It increases customer bills to 
cover the cost and corporate profits associated 
with certain projects without accounting for 
and offsetting any decreases in operating 
expenses that result from those projects. 
Rehabilitating water pipelines, for example, 
reduces main breaks, water loss and related 
COStS.‘S 

Aqua Pennsylvania’s Rate Increase History: 
How Infrastructure Surcharges Have Inflated Rates 

Infrastructure Surcharges II (rolled into base rates) 

Base Rate Increase 
(excluding increase due to surcharge) 

Surcharge schemes inflate a company’s allowed return on 
equity - its profit - by reducing regulatory lag,16 which is 
the time between when a corporation makes an investment 
and when it can start making a return on that investment. 
Regulators set a utility’s authorized return on equity to 
compensate it for the risks associated with lag, but when 
surcharges cut lag time, there is not a corresponding de- 
crease in the allowed return.17 That means consumers con- 
tinue to pay for business risks that the surcharge removes. 

Calculations of infrastructure surcharges also typically 
overestimate the cost of financing projects at the expense 
of consumers. These calculations are based on the cost 
of long-term debt, even though water utilities tend to use 
cheaper short-term debt to pay for the types of projects 
funded by the surcharge.18 

Unnecessary Consumer Burden 
The DSlC scheme puts an unjustified financial burden on 
consumers. Water corporations claim that it is necessary 
for improving water systems, but as New Jersey’s Division 
of Rate Counsel said, “This argument for an incentive i s  
disingenuous because a utility should not need an extra 
incentive to fulfill its obligations to provide safe, adequate, 
and proper service to New Jersey  ratepayer^."'^ 

In other words, the DSlC is an unnecessary special cor- 
porate perk that rewards investor owned water utilities for 
making improvements that they should be making anyway. 
If the corporations cannot meet their obligations to provide 
safe and sound water service using standard rate practices, 
then they should get out of the water business. 

The Private Water 
Industry’s “Major Coup” 
An industry analyst has called legislative action allowing a 
DSlC scheme a ”major COU~, ”~ ’  and another has referred 
to infrastructure surcharges as ”the holy grail” for investor 
owned water utilities.22 

Nick DeBenedictis, CEO of Aqua America, attributed his 
company’s stable earnings to infrastructure ~urcharges,~~ 
and in 201 1, the company focused 44 percent of its 
planned capital investments on projects covered by them.z4 
American Water, another investor owned water utility, sees 
the surcharge mechanism as part of its strategy to ”ensure” 
long-term pr~f i tabi l i ty .~~ The company expects to eventual- 
ly recover one-fifth of its capital investments through such 
schemes. Reducing regulatory lag “boosts the timeliness of 
earnings,” CEO Jeff Sterba explained to Global Water Intel- 
ligence. “That‘s why we‘re focused on the development 
of a DSIC-like distribution recovery mechanism in New 
Jersey.” 26 

To date, eight states - Connecticut, Delaware, Illinois, 
Indiana, Missouri, New York, Ohio and Pennsylvania - 
permit the use of infrastructure surcharges, and two states 
-California and New Hampshire - have pilot programs. 
The industry i s  aggressively pushing regulators and legisla- 
tors in other states, particularly New Jersey, to follow suit. 

Stop the Rip-off 
State legislators and regulators should prevent this consum- 
er rip-off. Certainly we must invest in our water distribution 
systems, but infrastructure surcharges are a false solution 



to our infrastructure needs. infrastructure surcharges are 
merely moneymaking schemes for private water companies 
and their Wall Street investors without any consumer ben- 
efit. They are clearly not in the public interest. Everyone 
depends on safe and high-quality water, and it is essential 
that this shared public resource be regulated for the public 
good rather than private gain. 
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EXECUTIVE SUMMARY 
VALENCIA WATER COMPANY-TOWN DIVISION, ET AL 

DOCKET NO. W-01212A-12-0309, ET AL 

Valencia Water Company - Town Division (“Town Division”), Global Water - Palo 
Verde Utilities Company (“Palo Verde”), Water Utility of Northern Scottsdale (“Northern 
Scottsdale”), Water Utility of Greater Tonopah (“Tonopah”), Valencia Water Company - 
Greater Buckeye Division (“Buckeye”), Global Water - Santa C m  Water Company (“Santa 
C~UZ”), and Willow Valley Water Company (“Willow Valley”), collectively “Global 
Companies”, are certificated Arizona public service corporations that provided water and 
wastewater utility service during the test year of 201 1 in various parts of Arizona. The average 
number of customers per company during the test year was as follows: Town Division - 5,248, 
Palo Verde - 15,661; Northern Scottsdale - 74; Tonopah - 326, Buckeye - 625; Santa Cruz - 
16,209; and, Willow Valley - 1,5 1 1. 

On July 9, 2012, the Global Companies filed applications for rate increases, and 
subsequently filed numerous amendments. 

Town Division states that it experienced a ($263,809) test year operating income (loss) 
resulting in no rate of return. Palo Verde states that it experienced a $3,066,067 test year 
operating income resulting in a 5.10 percent rate of return. Northern Scottsdale states that it 
experienced a $21,301 test year operating income loss with a rate of return that is not meaningful 
(due to a negative rate base) and an operating margin of 14.44 percent. Tonopah states that it 
experienced a $175,170 test year operating income loss resulting in no rate of return. Buckeye 
states that it experienced a $49,158 test year operating income resulting in a 7.74 percent rate of 
return. Santa Cruz states that it experienced a $1,675,030 test year operating income resulting in 
a 4.41 percent rate of return. Willow Valley states that it experienced a $58,493 test year 
operating income loss resulting in no rate of return. 

Valencia Water Company - Town Division 

Town Division proposes a revenue increase of $823,424 or 16.67 percent over the 
Company proposed test year revenues of $4,940,3 16 to $5,763,740. The Town Division’s 
proposed revenue increase would produce an operating income of $238,621 for a 10.27 percent 
rate of return on an OCRB of $2,323,475. The Company proposes to use OCRB as its fair value 
rate base. 

For the Town Division, Staff recommends a revenue increase of $34,665 or 0.70 percent 
over the test year revenues of $4,940,316 to $4,974,981. The Staff recommended revenue 
increase would produce an operating income of $147,712 for a 7.50 percent fair value rate of 
return on a Staff adjusted OCRB of $1,969,496. 



Global Water - Palo Verde Utilities Company 

Palo Verde proposes a revenue increase of $3,662,560 or 27.94 percent over the 
Company proposed test year revenues of $13,107,528 to $16,770,088. Palo Verde’s proposed 
revenue increase would produce an operating income of $5,300,691 for a 8.81 percent rate of 
return on an OCRB of $60,166,756. The Company proposes to use OCRB as its fair value rate 
base. 

For Palo Verde, Staff recommends a revenue increase of $149,593 or 1.14 percent over 
the test year revenues of $13,107,528 to $13,257,121. The Staff recommended revenue increase 
would produce an operating income of $3,667,843 for a 7.50 percent fair value rate of return on a 
Staff adjusted OCRB of $48,904,575. 

Water Utility of Northern Scottsdale 

Water Utility of Northern Scottsdale (“WUNSy’) proposes no change to its revenue of 
$147,513. WUNS’s proposed revenue would produce an operating margin of 14.44 percent. 
WUNS’ original cost rate base is negative and not meaninghl. The Company proposes to use 
OCRB as its fair value rate base. 

For WUNS, Staff also recommends no change to its revenue of $147,513. Staff’s 
proposed revenue would produce an operating margin of 15.91 percent (based on Staffs adjusted 
operating income of $23,472). WUNS’s original cost rate base is negative and not meaningful. 
The Company proposes to use OCRB as its fair value rate base. 

Water Utility of Greater Tonopah 

Tonopah proposes a revenue increase of $677,458 or 326.16 percent over Tonopah’s 
proposed test year revenues of $207,705 to $885,163. Tonopah’s proposed revenue increase 
would produce an operating income of $236,637 for a 10.72 percent rate of return on an OCRB 
of $2,206,8 16. The Company proposes to use OCRB as its fair value rate base. 

For Tonopah, Staff recommends a revenue increase of $199,983 or 96.28 percent over the 
test year revenues of $207,705 to $407,689. The Staff recommended revenue increase would 
produce an operating income of $40,786 and no rate of return and a 10 percent operating margin. 

Valencia Wafer Company Greater Buckeye Division 

Buckeye proposes a revenue increase of $36,423 or 7.88 percent over Buckeye’s 
proposed test year revenues of $462,043 to $498,466. Buckeye’s proposed revenue increase 
would produce an operating income of $70,975 for an 1 1.18 pcrcent rate of return on an OCRB 
of $634,979. The Company proposes to use OCRB as its fair value rate base. 



For Buckeye, Staff recommends a revenue increase of $8,912 or 1.93 percent over the 
test year revenues of $462,043 to $470,955. The Staff recommended revenue increase would 
produce an operating income of $47,623 for a 7.50 percent fair value rate of return on a Staff 
adjusted OCRB of $634,979. 

Global Water-Santa Cruz Water Company 

Santa Cruz proposes a revenue increase of $2,730,367 or 26.10 percent over Santa Cruz’s 
proposed test year revenues of $10,463,460 to $13,193,827. Santa Cmz’s proposed revenue 
increase would produce an operating income of $3,342,866 for an 8.79 percent rate of return on 
an OCRB of $38,014,243. The Company proposes to use OCRB as its fair value rate base. 

For Santa Cruz, Staff recommends a revenue decrease of $265,199 or 2.53 percent less 
than the test year revenues of $10,463,460 to $10,198,261. The Staff recommended revenue 
increase would produce an operating income of $2,071,402 for a 7.50 percent fair value rate of 
return on a Staff adjusted OCRB of $27,618,694. 

Willow Valley Water Co., Inc. 

WilIow ValIey proposes a revenue increase of $507,537 or 72.23 percent over Willow 
Valley’s proposed test year revenues of $702,652 to $1,210,190. Willow Valley’s proposed 
revenue increase would produce an operating income of $250,024 for a 10.60 percent rate of 
return on an OCRB of $2,359,391. The Company proposes to use OCRB as its fair value rate 
base. 

For Willow Valley, Staff recommends a revenue increase of $404,068 or 57.51 percent 
over the test year revenues of $702,652 to $1,106,720. The Staff recommended revenue increase 
would produce an operating income of $170,922 for a 7.50 percent fair value rate of return on a 
Staff adjusted OCRB of $2,278,955. 
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INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q* 
A. 

Please state your name, occupation, and business address. 

My name is Gerald Becker. I am an Executive Consultant 111 employed by the Arizona 

Corporation Commission (“Commission”) in the Utilities Division (“Staff’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as an Executive Consultant HI. 

I am responsible for the examination and verification of financial and statistical 

information’ included in utility rate applications. In addition, I develop revenue 

requirements, and prepare written reports, testimonies, and schedules that include Staff 

recommendations to the Commission. I am also responsible for testifying at formal 

hearings on these matters. 

Please describe your educational background and professional experience. 

I received a Masters of Business Administration with an emphasis in Accounting from 

Pace University. I am a Certified Public Accountant and a Certified Internal Auditor. I 

have participated in multiple rate, financing and other regulatory proceedings. I attended 

the National Association of Regulatory Utility Commissioners (“NARUC”) Utilities Rate 

School. 

I began employment with the Commission as a utilities regulatory analyst in April 2006. 

Prior to joining the Commission, I worked as an Auditor at the Department of Economic 

Security and Department of Revenue in the Taxpayer Assistance Section. Prior to those 

jobs, I worked for 15 years as an Auditor, Analyst, Financial Analyst, and Budget 

Manager at United Illuminating, an investor-owned electric company in New Haven, CT. 
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Q. 
A. 

Q. 
A. 

What is the scope of your testimony in this case? 

I am presenting Staffs analysis and recommendations in the areas of rate base (excluding 

Infrastructure Coordination and Financing Agreements (“ICFA”) related matters), 

operating revenues and expenses, revenue requirement, and rate design in the rate case. 

Staff witness Jian Liu is presenting Staffs engineering analysis and recommendations. 

Staff witness James Armstrong is presenting Staffs recommendations regarding ICFA- 

related matters. Staff witness John Cassidy is presenting Staffs Cost of Capital analysis. 

What is the basis of your recommendations? 

I performed a regulatory audit of the seven Global Companies’ applications to determine 

whether sufficient, relevant, and reliable evidence exists to support the Global Companies’ 

requested rate increases. The regulatory audit consisted of examining and testing the 

financial information, accounting records, and other supporting documentation and 

verifying that the accounting principles applied were in accordance with the Commission- 

adopted NARUC Uniform System of Accounts (“USoA”). I also reviewed the Global 

Companies’ financing applications to determine the propriety and financial impacts of the 

proposed transactions. 

BACKGROUND 

Q. 

A. 

Please review the background of these applications. 

The Global Companies are certificated Arizona public service corporations that provide 

water or wastewater utility service to customers in various parts of Arizona. On July 9, 

2012, the Global Companies filed applications for rate increases, and subsequently filed 

numerous amendments. On November 20, 2012, a Procedural Order was issued 

consolidating the seven Dockets. 
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Valencia Water Company - Town Division’s (“Town Division”) current rates were 

authorized in Decision No. 71878, dated September 15,2010. That Decision authorized a 

$1,473,012 or 48.49% revenue increase that provided a 7.82 percent fair value rate of 

return on a $4,240,018 fair value rate base, which was also the original cost rate base 

(“OCRB”). 

Global Water - Palo Verde Utilities Company’s C‘Palo Verde”) current rates were 

authorized in Decision No. 7 1878, dated September 15,2010. That Decision authorized a 

$6,063,392 or 91.26% revenue increase that provided a 7.80 percent fair value rate of 

return on a $53,314,083 fair value rate base, which was also the OCRl3. 

Water Utilitv of Northern Scottsdale V‘WUNS’’) current rates were authorized in Decision 

No. 70562, dated October 23, 2008. That Decision authorized a $35,108 or 40.01% 

revenue increase that provided a 13.01 percent operating margin. Rate base was negative 

and not useful in setting rates. 

Water Utility of Greater Tonopah’s (“Tonopah”) current rates were authorized in Decision 

No. 71878, dated September 15, 2010. That Decision authorized a $24,283 or 9.36% 

revenue decrease that provided a 7.82 percent operating margin. Rate base was negative 

and not useful in setting rates. 

Valencia Water Company - Greater Buckeye Division’s (“Buckeve”) current rates were 

authorized in Decision No. 71878, dated September 15,2010. That Decision authorized a 

$77,259 or 20.31% revenue increase that provided a 7.68 percent fair value rate of return 

on a $929,057 fair value rate base, which was also the OCRB. 
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Global Water - Santa Cruz Water Company’s (“Santa Cruz”) current rates were authorized 

in Decision No. 71878, dated September 15,2010. That Decision authorized a $1,542,323 

or 16.39% revenue increase that provided a 7.93 percent fair value rate of return on a 

$39,155,692 fair value rate base, which was also the OCIU3. 

Willow Vallev Water Company’s (“Willow Vallev”) current rates were authorized in 

Decision No. 71878, dated September 15, 2010. That Decision authorized a $428,047 or 

90.40% revenue increase that provided a 7.60 percent fair value rate of return on a 

$2,25 1,164 fair value rate base, which was also the original cost rate.base. 

CONSUMER SERVICE 

Q. Please provide a brief history of customer complaints received by the Commission 

regarding Global. 

A search of the Consumer Services database reveals from January 1,2010 through current: A. 

Town Division 
2013 - 1 Complaint (1 billing) 

Opinions: 1 opinion opposed to the rate case. 

2012 - 4 Complaints (3 billing, 1 other) 

201 1 - 7 Complaints (5 billing, 1 quality of service, 1 didtermination) 

2010 - 2 Complaints (1 deposit, 1 disc/termination) 

All complaints have been resolved and closed. 
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Palo Verde 
2013 - 0 Complaints 

19 Opinions opposed to the rate case. 

20 12 - 1 Complaint (1 billing) 

20 1 1 - 2 Complaints (1 billing, 1 disc/termination) 

2010 - 1 Complaint (1 deposits) 

All complaints have been resolved and closed. 

WUNS 
There are no complaints and opinions received for WUNS. 

Tonopah 
2013 - 1 Complaint (1 billing) 

Opinions: 1 opinion opposed to the rate case. 

2012 - 2 Complaints (2 new service) 

201 1 - 2 Complaints (1 deposits, 1 quality of service) 

2010 - 3 Complaints (2 billing, 1 quality of service) 

All complaints have been resolved and closed. 

Buckeye 
2013 - 3 Complaints (3 billing) 

2012 - 0 Complaints 

201 1 - 4 Complaints (2 billing, 1 quality of service, 1 disc/termination) 

2010 - 3 Complaints (2 billing, 1 deposits) 

All complaints have been resolved and closed. 

Santa Cruz 
2013 - 10 Complaints (4 billing, 3 deposits, 1 service, 1 quality of service 

1 disc/termination) 
Opinions: 1040 opinions opposed to the rate case. 
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2012 - 18 Complaints (10 billing, 2 deposits, 4 quality of service, 1 rate case item, 1 rates 

201 1 - 52 Complaints (22 billing, 13 deposits, 1 service, 10 quality of service, 4 
& tariffs) 

disconnect/termination, 1 rate case item, 1 other) 

20 10 - 3 8 Complaints (1 9 billing, 7 deposit, 6 quality of service, 5 dischermination, 
1 rates & tariffs) 

Three complaints remain open (pending investigation). All other complaints have been resolved 
and closed. 

Willow Valley 
2013 - 2 Complaints (1 deposits, 1 rate case items) 

Opinions: 108 opinions opposed to the rate case. 

2012 - 3 Complaints (3 billing) 

201 1 - 8 Complaints (3 billing, 5 quality of service) 

2010 - 24 Complaints (24 billing) 

All complaints have been resolved and closed. 

COMPLIANCE 

Q. 

A. 

Please provide a summary of the compliance status of the Global Companies. 

A check of the Utilities Division Compliance Database indicates that there are currently 

no delinquencies for the Global Companies. 

RATE APPLICATION 

Q. What are the primary reasons for the Company’s requested permanent rate 

increase? 

A. The Companies state that they have made significant investments in rate base since the 

2008 test year used in their last rate case. The Global Utilities’ expenses have also 

increased, including some expenses caused by federal government regulations, such as the 

Environmental Protection Agency’s (“EPA’s”) Lead and Copper Rule, Disinfectants and 

Disinfection By-products Rules and Groundwater Rule. 
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SUMMARY OF PROPOSED REVENUES 

Q. Please summarize the Company’s filing. 

A. A summary of the Companies’ proposed revenues is shown below. 

Company Proposed 

Town Division 
Palo Verde 
No. Scottsdale 
Tonopah 
Buckeye 
Santa Cruz 
Willow Valley 
Totals 

Test Year Global 
Companies 

Per Global Proposed % 
Companies Revenue $JLmsBe 

$4,940,3 16 $5,763,740 $823,424 16.67% 
$13,107,528 $16,770,088 $3,662,560 27.94% 

$1473 13 $147,513 $0 0.00% 
$207,705 $885,163 $677,458 326.16% 
$462,043 $498,466 $36,423 7.88% 

$1 0,463,460 $13,193,827 $2,730,367 26.09% 
$702,652 $1,2 10,190 $507,538 72.23% 

$30,031,217 $38,468,987 $8,437,770 28.10% 

Q. 

A. 

Please summarize Staffs recommended revenue. 

A summary of the Staffs proposed revenues is shown below. 

Staff Recommended 

Town Division 
Palo Verde 
No. Scottsdale 
Tonopah 
Buckeye 
Santa Cruz 
Willow Valley 
Totals 

Test Year 

Per Staff 

$4,940,3 16 
$1 3,107,528 

$147,5 13 
$207,705 
$462,043 

$10,463,460 
$702.652 

Staff 

Recommended 

$4,974,981 
$13,257,12 1 

$1473 13 
$407,689 
$470,955 

$10,198,261 
$1.106.720 

$ Increase 

$34,665 
$149,593 

$0 
$199,983 

$8,912 
($26S7199) 

$404.068 

- % 
Increase 
0.70% 
1.14% 
0.00% 
96.28% 
1.93% 
-2.53% 
57.51% 

$30,031,217 $30,563,241 $532,023 1.77% 

The above proposed and recommended revenue increases would apply to the customers of 

each of the Global Companies as discussed below: 
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Valencia Water Company - Town Division 

Town Division proposes a revenue increase of $823,424 or 16.67 percent over the 
Company proposed test year revenues of $4,940,3 16 to $5,763,740. The Town Division’s 
proposed revenue increase would produce an operating income of $238,621 for a 10.27 percent 
rate of return on an OCRB of $2,323,475. The Company proposes to use OCRB as its fair value 
rate base. 

For the Town Division, Staff recommends a revenue increase of $34,665 or 0.70 percent 
over the test year revenues of $4,940,316 to $4,974,981. The Staff recommended revenue 
increase would produce an operating income of $147,712 for a 7.50 percent fair value rate of 
return on a Staff adjusted OCRB of $1,969,496. 

Global Water - Palo Verde Utilities Company 

Palo Verde proposes a revenue increase of $3,662,560 or 27.94 percent over the Company 
proposed test year revenues of $13,107,528 to $16,770,088. Palo Verde’s proposed revenue 
increase would produce an operating income of $5,300,691 for a 8.81 percent rate of return on an 
OCRB of $60,166,756. The Company proposes to use OCRB as its fair value rate base. 

For Palo Verde, Staff recommends a revenue increase of $149,593 or 1.14 percent over 
the test year revenues of $13,107,528 to $13,257,12 1. The Staff recommended revenue increase 
would produce an operating income of $3,667,843 for a 7.50 percent fair value rate of return on a 
Staff adjusted OCRB of $48,904,575. 

Water Utility of Northern Scottsdale 

Water Utility of Northern Scottsdale (“WUNS”) proposes no change to its revenue of 
$147,513. WUNS’s proposed revenue would produce an operating margin of 14.44 percent. 
WUNS’  original cost rate base is negative and not meaningful. The Company proposes to use 
OCRB as its fair value rate base. 

For WUNS, Staff also recommends no change to its revenue of $147,513. Staffs 
proposed revenue would produce an operating margin of 15.91 percent (based on Staffs adjusted 
operating income of $23,472). WUNS’s original cost rate base is negative and not meaningful. 
The Company proposes to use OCRB as its fair value rate base. 

Water Utility of Greater Tonopah 

Tonopah proposes a revenue increase of $677,458 or 326.16 percent over Tonopah’s 
proposed test year revenues of $207,705 to $885,163. Tonopah’s proposed revenue increase 
would produce an operating income of $236,637 for a 10.72 percent rate of return on an OCRB of 
$2,206,816. The Company proposes to use OCRB as its fair value rate base. 
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For Tonopah, Staff recommends a revenue increase of $199,983 or 96.28 percent over the 
test year revenues of $207,705 to $407,689. The Staff recommended revenue increase would 
produce an operating income of $40,786 and no rate of return and a 10 percent operating margin. 

Valencia Water Company Greater Buckeye Division 

Buckeye proposes a revenue increase of $36,423 or 7.88 percent over Buckeye’s proposed 
test year revenues of $462,043 to $498,466. Buckeye’s proposed revenue increase would produce 
an operating income of $70,975 for an 11.18 percent rate of return on an OCRB of $634,979. The 
Company proposes to use OCRB as its fair value rate base. 

For Buckeye, Staff recommends a revenue increase of $8,912 or 1.93 percent over the test 
year revenues of $462,043 to $470,955. The Staff recommended revenue increase would produce 
an operating income of $47,623 for a 7.50 percent fair value rate of return on a Staff adjusted 
OCRB of $634,979. 

Global Water-Santa Cruz Water Company 

Santa Cruz proposes a revenue increase of $2,730,367 or 26.10 percent over Santa C~UZ’S 
proposed test year revenues of $10,463,460 to $13,193,827. Santa Cruz’s proposed revenue 
increase would produce an operating income of $3,342,866 for an 8.79 percent rate of return on 
an OCRB of $38,014,243. The Company proposes to use OCRB as its fair value rate base. 

For Santa Cruz, Staff recommends a revenue decrease of $265,199 or 2.53 percent less 
than the test year revenues of $10,463,460 to $10,198,261. The Staff recommended revenue 
increase would produce an operating income of $2,071,402 for a 7.50 percent fair value rate of 
return on a Staff adjusted OCRB of $27,618,694. 

Willow Valley Water Co., Znc. 

Willow Valley proposes a revenue increase of $507,537 or 72.23 percent over Willow 
Valley’s proposed test year revenues of $702,652 to $1,2 10,190. Willow Valley’s proposed 
revenue increase would produce an operating income of $250,024 for a 10.60 percent rate of 
return on an OCRB of $2,359,391. The Company proposes to use OCRB as its fair value rate 
base. 

For Willow Valley, Staff recommends a revenue increase of $404,068 or 57.51 percent 
over the test year revenues of $702,652 to $1,106,720. The Staff recommended revenue increase 
would produce an operating income of $170,922 for a 7.50 percent fair value rate of return on a 
Staff adjusted OCRB of $2,278,955. 
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Q. 
A. 

Q. 

A. 

What test year did the Global Companies use in this filing? 

The Global Companies’ rate filing is based on the twelve months ended December 3 1, 

201 1 (“test year”). 

Please summarize the rate base and operating income recommendations and 

adjustments addressed in your testimony for the Global Companies. 

My testimony addresses the following issues: 

Utili@ Plant in Service (“UPISYy~ - These adjustments are based on the recommendations 

made by Staff witness Jian Liu regarding post- test year plant made only to the rate bases 

of Town Division Palo Verde and Willow Valley, and decrease UPIS by $353,979, 

$543,461 and $80,436, respectively, to remove plant not in service. 

For all systems, except Palo Verde, certain items of plant are reclassified from capstone 

account 320, Water Treatment Equipment, to account 320.1, Water Treatment Plant, and 

account 320.2, Solution Chemical Feeders, and from capstone account 330, Distribution 

Reservoirs and Standpipes, to account 330.1, Storage Tanks and account 330.2, Pressure 

Tanks. 

Contributions in Aid of Construction C‘CIAC”) - These adjustments are based on the 

recommendations made by Staff witness James Armstrong made only to the rate bases of 

Palo Verde, Tonopah, and Santa Cruz, and increase CIAC by $12,714,970, $3,315,024, 

and $13,059,735, respectively, to recognize as CIAC or hookup fees monies collected 

through Infrastructure Coordination and Financing Agreements (“ICFAs”). 

Amortization of CIAC - This adjustment is made only to the rate bases of Palo Verde, 

Tonopah, and Santa Cruz and increases Amortization of ClAC by $1,996,250, 848,646, 
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and $2,664,186, respectively, to reflect amortization of Staffs recommended CIAC 

monies collected through ICFAs. 

Net CIAC - These adjustments are based on the recommendations made by Staff witness 

James Armstrong made only to the rate bases of Palo Verde, Tonopah, and Santa Cruz, 

and increases net CIAC by $10,718,720, $2,466,378, $10,395,549, respectively, to 

recognize as CIAC monies collected ICFAs. 

Purchased Power - These adjustments are made only to the income statements of Town 

Division, Tonopah, Buckeye, Santa Cruz, and Willow Valley and decrease expenses by 

$12,401, $878, $504, $15,748, and $4,751, respectively, to remove the purchased 

pumping power costs related to continuing high water losses. 

Chemicals - These adjustments are made only to the income statements of Town Division, 

Tonopah, Buckeye, Santa Cruz, and Willow Valley and decrease expenses by $898, $412, 

$95, $1,092, and $6,018, respectively, to remove the chemical expenses related to 

continuing high water losses. 

Bad Debt Expense - This adjustment is made for all the Global Companies and increases 

(decreases) operating expenses to reflect normalized levels as follows: $1,708 for Town 

Division; $49,450 for Palo Verde; $1,003 for WUNS; ($2,546) for Tonopah; ($7,460) for 

Buckeye; $19,319 for Santa Cruz; and ($4,175) for Willow Valley. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2a 

21 

22 

23 

24 

25 

26 

Direct Testimony of Gerald Becker 
Docket No. W-04254A-12-0204, et a1 
Page 12 

Rate Case Expense - This adjustment is made for all the Global Companies and decreases 

operating expenses to reflect total rate case expense of $400,000 for this proceeding as 

follows: $17,362 for Town Division; $59,828 for Palo Verde; $247 for WUNS; $1,052 

for Tonopah; $2,037 for Buckeye; $52,038 for Santa Cruz; and $4,880 for Willow Valley. 

Salaries and Wanes - These adjustments are made only to the income statements of Town 

Division, Palo Verde, Santa Cruz, and Willow Valley and decrease expenses to reflect 

normalized levels by $39,959, $223,764, $157,960, and $15,369, respectively. 

Materials and Supplies - These adjustments are made only to the income statements of 

Town Division, Santa Cruz, and Willow Valley and decrease expenses to reflect 

normalized levels by $22,096, $2 1,656, and $1 5,453, respectively. 

Outside Services/Contractual Services - Professional - These adjustments are made only 

to the income statements of Town Division, Palo Verde, Santa Cruz, and Willow Valley 

and decrease expenses to reflect normalized levels by $153,707, $294,223, $346,035, and 

$17,749, respectively. 

Miscellaneous Expenses - This adjustment is made only to the income statement of 

Willow Valley and decrease expenses to reflect normalized levels by $9,383. 

Contractual Services - Testing - This adjustment is made only to the income statement of 

Willow Valley and decreases expenses by $5,285 to reflect test year levels. 

DeDreciation Expense - This adjustment is made for all the Global Companies and 

increases (decreases) operating expenses as follows: ($43 1,665) for Town Division; 
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($476,171) for Palo Verde; ($4,292) for WUNS; ($245,777) for Tonopah; $10,210 for 

Buckeye; ($676,427) for Sank  Cruz; and $84,832 for Willow Valley, respectively, to 

reflect Staffs recommended depreciation and amortization expense. 

Income Tax Expense - This adjustment is made for all the Global Companies and 

increases (decreases) operating expenses to reflect the income tax obligation on Staffs 

adjusted test year taxable income as follows: $285,617 for Town Division; $491,345 for 

Palo Verde; $1,365 for WUNS; $154,089 for Tonopah; $6,801 for Buckeye; $695,818 for 

Santa Cruz; and $21,033 for Willow Valley. 

RATE BASE 

Fair Value Rate Base 

Q. Did the Global Companies prepare schedules showing the elements of 

Reconstruction Cost New Rate Base? 

No, the Global Companies did not. The Global Companies requested that their original 

cost rate bases be treated as their fair value rate bases. 

A. 
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Rate Base Summary 

Q- 

A. 

Please summarize Staffs adjustments to the Global Companies’ rate bases shown on 

Schedules GWB-3 and GWB-4 of their respective schedules. 

Staff made adjustments to only the rate bases of Palo Verde, Santa Cruz, and Tonopah to 

reflect Staff’s recommended CIAC and amortization of CIAC balances. A summary of 

the Global Companies’ proposed and Staffs recommended rate bases follow: 

Test Year - Rate Base 

Per Staff Adiustment - 
Staff Per Co. 

Town Division 
Palo Verde 
No. Scottsdale 
Tonopah 
Buckeye 
Santa cruz 
Willow Valley 
Totals 

$2,323,475 
$60,166,756 

$1 8 1,978 
$2,206,8 16 

$634,979 
$38,014,243 
$2,359,391 

$105,523,682 

4 3  53,979 
-$11,262,181 

$0 
42,466,377 

$0 
410,395,549 

$80,436 
-$24,558,523 

$1,969,496 
$48,904,575 

-$ 1 8 1,978 
4259,561 
$634,979 

$27,618,694 
$2,278,955 

$80,965,159 

Rate Base Adjustment - Post Test Year Plant (“PTYP”) 

Q. 
A. 

Q. 
A. 

What did the Company proposes for PTYP? 

The Company proposes PTYP in the amount of $672,571, $818,395, $106,782, $306,892, 

$80,436 for Town Division, Palo Verde, Tonopah, Santa Cruz, and Willow Valley, 

respectively. 

Did Staff make any adjustment to PTYP? 

Yes. Based on Staffs engineering review and reflected in the testimony of Staff witness 

Jian Liu, Staff determined that certain items of PTYP are not in service and removed 

$353,978, $543,461, and $80,436 from Town Division, Palo Verde, and Willow Valley, 

respectively. 
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Q. What is Staffs recommendation? 

A. Staff recommends adjustments to decrease WIS by $353,978, $543,461, and $80,436 from 

Town Division, Palo Verde, and Willow Valley, respectively, as shown on Schedules 

GWB-4 and GWB-5 for the respective system. 

Rate Base Adjustment - Plant Reclassifications 

Q. 
A. 

Q. 

A. 

What did the Company propose? 

For all systems except Palo Verde, the Company includes plant balances in capstone 

account 320, Water Treatment Equipment and capstone account 330, Distribution 

Reservoirs. 

Did Staff make any adjustment to Capstone account 320 Water Treatment 

Equipment and capstone account 330, Distribution Reservoirs.? 

Yes. Staff reclassified the amounts from capstone accounts 320, Water Treatment 

Equipment and 330, Distribution Reservoirs to the appropriate subaccounts as shown 

below. Being capstone accounts, these accounts do not bear their own unique depreciation 

rates. Instead, the plant underlying each capstone account bears its own unique 

depreciation rate and is depreciated accordingly. The adjustments to reclassify the amounts 

proposed by the Companies to the accounts recommended by Staff are shown in the table 

below. 
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Plant Reclassifications 
Account 

320 320.1 320.2 330 
Town 
Division ($4,091,843) $4,091,843 ($4,800,409) 
WUNS ($377) $377 ($ 182,972) 
Tonopah ($1,626,520) $1,625,072 $1,448 ($228,655) 
Buckeye ($844,990) $844,990 ($58 8,494) 
Smta Cruz ($27,095) $12,553 $14,541 ($1,378,273) 
Willow 
Valley ($572,865) $303,188 $269,677 ($265,900) 
Totals ($7,163,370) $6,878,343 $285,986 ($7,444,373) 

Q* 
A. 

Rat 

Q. 
A. 

330.1 330.2 

$4,255,136 $545,273 
$1 82,972 
$103,612 $125,043 
$463,799 $124,695 
$820,301 $557,973 

$220.751 $45.148 
$6,046,901 $1,398,462 

What is Staff's recommendation? 

Staff recommends the reclassifications from capstone account 320, Water Treatment 

Equipment to account 320.1, Water Treatment Plant and account 320.2, Solution Chemical 

Feeders, and from capstone account 330, Distribution Reservoirs and Standpipes to account 

330.1, Storage Tanks and account 330.2, Pressure Tanks, as shown above and on Schedules 

GWB-4 for each respective system. 

Base Adjustment - Contributions In Aid of Construction 

What amount of CIAC did the Global Companies include in rate base? 

The Global Companies included CIAC for all systems except WUNS and Willow Valley. 

They included $1,860,537, $30,362, $73,118, $407,979 and $82,949 for Town Division, 

Palo Verde, Tonopah, Buckeye, and Santa Cruz, respectively. The Global Companies also 

had accumulated amortization related to CIAC in the amounts of $272,596, $0, $13,653, 

$171,882 and $5,655 for Town Division, Palo Verde, Tonopah, Buckeye, and Santa Cruz, 

respectively. 
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Q. Did Staff identify adjustments to CIAC that should be included in the rate bases of 

Palo Verde, Tonopah, and Santa Cruz? 

Yes. 

Schedules GWB-3 and GWB-4 reflect Mr. Armstrong’s recommendations. 

A. Staff witness James Armstrong discusses these adjustments in his testimony. 

Operating Income 

Operating Income Summary 

Q. What are the results of Staff‘s analysis of test year revenues, expenses and operating 

income for the Global Companies? 

Staffs analysis resulted in test year revenues, expenses, and operating income as follows: A. 

Test Year Revenues, Expenses, and Operating Income 
No. Willow Tonopah Buckeye Santa Cruz Valley Town Division Palo Verde Scottsdale 

$4,940,316 $13,107,528 $147,513 $207,705 $462,043 $10,463,460 $702,652 Revenues 

$4,813,364 $9,528,270 $124,041 $286,299 $419,800 $ 8,232,612 $774,400 Expenses 

Operating 
Income $ 126,952 $3,579,258 $23,472 $(78,593) $42,243 $2,230,848 $(71,747) 

Operating Income Adjustment - Excess Water Loss 

Q* 

A. 

Did the Global companies experience water losses in excess of 10 percent during the 

test year? 

Yes. Town Division, Tonopah, Buckeye, Santa Cruz, and Willow Valley experienced 

water losses in excess of 10 percent. 



1 

2 

3 

4 

5 

6 

5 

E 

s 

1( 

11 

12 

12 

1f 

1: 

Direct Testimony of Gerald Becker 
Docket No. W-04254A-12-0204, et a1 
Page 18 

Q. 
A. 

Q. 
A. 

Did Staff adjust Purchased Power and Chemicals Expense for these systems? 

Yes. The Companies’ proposed and Staff recommended amounts, and Staff recommended 

adjustments are shown below. 

Purchased Power 

Town Division 
Tonopah 
Buckeye 
Santa Cruz 
Willow Valley 

Chemicals 

Town Division 
Tonopah 
Buckeye 
Santa Cruz 
Willow Valley 

Co Proposed Staff Rec. Adjustment Ref. 
$ 464,076 $ 451,675 $ (12,401) GWB-11,-12 
$ 22,407 $ 21,529 $ (878) GWB-11,-12 
$ 27,669 $ 27,166 $ (503) GWB-11,-12 
$ 768,901 $ 753,153 $ (15,748) GWB-11, -12 
$ 43,747 $ 38,997 $ (4,750) GWB-11, -12 
$ 1,326,800 $ 1,292,520 $ (34,280) 

Co Proposed Staff Rec. Adjustment Ref. 
$ 33,613 $ 32,715 $ (898) GWB-11,-12 
$ 10,522 $ 10,110 $ (412) GWB-11,-12 
$ 5,234 $ 5,139 $ (95) GWB-11,-12 
$ 53,341 $ 52,248 $ (1,093) GWB-11,-12 
$ 55,422 $ 49,404 $ (6,018) GWB-11,-12 
$ 158,132 $ 149,616 $ (8,516) 

Why did Staff adjust Purchased Power and Chemicals Expense? 

These systems have water loss greater than the levels recommended by Staff, as discussed 

in greater detail by Staff witness, Jian Liu. The cost of the purchased power used to pump 

the water that is lost does not provide a benefit to customers; consequently, Staff reduced 

the purchased power cost to correspond to the portion of the water loss that is above 

Staffs recommended level of 10 percent. Similarly, the cost of chemicals to treat water 

that is lost does not provide a benefit to customers; consequently, Staff reduced the cost of 

chemicals to correspond to the portion of the water loss that is above Staffs recommended 

level of 10 percent. 
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Q. 
A. 

What is Staff's recommendation? 

Staff recommends decreasing the purchased power on the income statements of Town 

Division, Tonopah, Buckeye, Santa Cruz, and Willow Valley and decrease expenses by 

$12,401, $878, $503, $15,748, and $4,750, respectively, to remove the purchased 

pumping power costs related to continuing high water losses. Similarly, Staff 

recommends decreasing chemical expense. These adjustments are made only to the 

income statements of Town Division, Tonopah, Buckeye, Santa Cruz, and Willow Valley 

and decrease expenses by $898, $412, $95, $1,093, and $6,018, respectively, to remove 

the chemical expense related to continuing high water losses. 

Operating Income Adjustment - Bad Debt Expense 

Q. 
A. 

Did Staff adjust the Bad Debt Expense proposed by the Companies? 

Yes, the Companies proposed bad debt expense based on the amounts incurred during the 

test year. Staff recommends that a 3-year normalized amount more accurately reflects the 

ongoing amounts. The Companies' proposed and Staff recommended amounts, and Staff 

recommended adjustments are shown below. 

Bad Debts 

Town Division 
Palo Verde 

WUNS 
Tonopah 
Buckeye 

Santa Cruz 
Willow Valley 

Totals 

Co Proposed 
$ 30,898 
$ 82,936 
$ 

$ 4,769 
$ 11,295 
$ 53,925 
$ 8,251 
$ 192,074 

Staff Rec. 
$ 32,606 
$ 132,386 
$ 1,003 
S 2,223 
$ 3,835 
$ 73,244 
$ 4,076 
$ 249,373 

Adjustment 
$ 1,708 
$ 49,450 
$ 1,003 

$ (7,460) 
$ 19,319 
$ (4,175) 
$ 57,299 

$ (2,546) 

Ref. 
GWB-11 & GWB-13 
GWB-11 & GWB-12 
GWB-11 & GWB-12 
GWB-I1 & GWB-13 
GWB-11 & GWB-13 
GWB-11& GWB-13 
GWB-11 & GWB-13 
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Q. What is Staffs recommendation? 

A. Staff recommends the following adjustments to the bad debts on the income statements to 

reflect normalized levels as follows: $1,708 for Town Division; $49,450 for Palo Verde; 

$1,003 for WUNS; ($2,546) for Tonopah; ($7,460) for Buckeye; $19,319 for Santa Cruz; 

and ($4,175) for Willow Valley. 

Operating Income Adjustment - Rate Case Expense 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Did Staff adjust the Regulatory Commission Expense account? 

Yes. 

What is the amount of total rate case expense proposed by the Company? 

The Companies propose approximately $787,000 to be recovered as part of its rate case 

expense. 

What adjustments did Staff make? 

Staff has adjusted the rate case expense for each system to reflect total rate case expense 

of $400,000 which is the same amount approved in the last rate proceeding. A summary 

of the Companies’ proposed and Staff recommended amounts by system is shown below. 

Rate Case Expense 

Town Division 
Palo Verde 
WUNS 
Tonopah 
Buckeye 
Santa Cruz 
Willow Valley 
Totals 

Co Proposed 
$ 35,298 
$ 112,973 
$ 502 
$3 2,140 
$ 4,142 
$ 105,801 
$ 9,922 
$ 270,778 

Staff Rec. 
$ 17,936 
$ 53,145 
$ 255 
$ 1,088 
$ 2,105 
$ 53,762 
$ 5,042 
$1 33,333 

Adjustment 
$ (17,362) 
$ (59,828) 
$ (247) 
$ (1,052) 
$ (2,037) 
$ (52,039) 
$ (4,880) 
$ (137,445) 

Ref. 
GWB-11 & GWB-14 
GWB-11 & GWB-14 
GWB-11 & GWB-14 
GWB-11 & GWB-14 
GWB-11 & GWB-14 
GWB-11 & GWB-14 
GWB-11 & GWB-14 
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Q. What is Staff’s recommendation? 

A. Staff recommends decreasing the rate case expense for all the Global Companies to reflect 

total rate case expense of $400,000 for this proceeding by the following amounts: 

$17,362 for Town Division; $59,828 for Palo Verde; $247 for WUNS; $1,052 for 

Tonopah; $2,037 for Buckeye; $52,039 for Santa Cruz; and $4,880 for Willow Valley. 

Operating Income Adjustment - Salaries and Wages 

Q. 
A. 

Q. 
A. 

Q. 
A. 

How did the Global Companies calculate their salaries and wages expense? 

The Global Companies used test year amounts. 

Does Staff agree? 

No. In reviewing the Schedule E-2’s included in the Companies’ applications; Staff notes 

significant differences during the 3-year period ending with the test year for the Town 

Division, Palo Verde, Santa Cruz and Willow Valley. A summary of amounts by 

company and by year, along with the 3 year average and Staff recommended adjustments 

are shown below. 

Salaries and Wages 

Town Division $ 732,812 $ 934,314 $ 893,501 $ 853,542 $ (39,959) 
Palo Verde $1,086,546 $1,186,924 $1,472,381 $1,248,617 $ (223,764) 
Sank Cruz $ 971,205 $1,092,586 $1,268,835 $1,110,875 $ (157,960) 
Willow Valley $ 215,782 $ 264,735 $ 263,312 $ 247,943 $ (15,369) 
Totals $3,006,345 $3,478,559 $3,898,029 $3,460,978 $ (437,05 1) 

2009 2010 20 1 1 3 year avg Adjustment 

How did the Company explain the fluctuations? 

In response to a Staff data request, the Companies attribute the fluctuations due to reduced 

staffing levels during the economic downturn during the 2008-2009 periods. 
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Q. What is Staff's recommendation? 

A. Staff recommends decreasing the salaries and wages to reflect 3-year normalized amounts, 

as shown above, and shown on Schedule GWB-11. 

Operating Income Adjustment - Materials and Supplies 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Similar to salaries and wages above, are there significant fluctuations in Material 

and Supplies expense? 

Yes, for the Town Division, Santa Cruz, and Willow Valley companies. As shown on 

Schedule E-2 of the respective Global Companies' applications, the Companies reported 

the following materials and supplies. A summary of amounts by company and by year, 

along with the 3 year average and Staff recommended adjustments are shown below. 

Materials & Supplies 
2009 2010 20 1 1 3 year avg Adjustment 

TownDivision $ 22,682 $ 69,827 $ 79,398 $ 57,302 $ (22,096) 
Santa Cruz $ 8,695 $ 21,903 $ 47,783 $ 26,127 $ (21,656) 
WillowValley $ 13,024 $ 12,620 $ 36,002 $ 20,549 $ (15,453) 
Totals $ 44,401 $ 104,350 $ 163,183 $ 103,978 $ (59,205) 

How did the Company explain the fluctuations? 

In response to a Staff data request, the Companies' explanations include fluctuations due 

to reduced staffing levels during the economic downturn during the 2008-2009 period, an 

inconsistency related to the recording of amounts as chemical expense versus materials 

and supplies, and a one-time event that occurred in 201 1. 

What is Staff's recommendation? 

Staff recommends decreasing the materials and supplies expenses, to reflect normalized 

amounts, as shown above and on Schedule GWB-11. 
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Operating Income Adjustment - Outside Services 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Similar to salaries and wages above, are there significant fluctuations in Outside 

Services? 

Yes, for the Town Division, Palo Verde, Santa Cruz, and Willow Valley companies. As 

shown on Schedule E-2 of the respective Global Companies’ applications, the Companies 

reported the following outside services. Staff has calculated the 2 year average and its 

recommended adjustment. A summary of amounts by company and by year, along with 

the 2 year average and Staff recommended adjustments are shown below. 

Outside Services 
2009 2010 201 1 2 year avg Adjustment 

Town Division $ 35,943 $ 223,902 $531,316 $377,609 $ (153,707) 
Palo Verde $ 55 $ 313,096 $ 901,541 $607,319 $ (294,222) 
Sank Cruz $ 52,357 $ 361,570 $1,053,640 $707,605 $ (346,035) 

WillowValley $ 13,005 $ 62,003 $ 97,501 $79,752 $ (17,749) 
Totals $ 101,360 $ 960,571 $2,583,998 $1,772,285 $(811,713) 

How did the Company explain the fluctuations? 

In response to a Staff data request, the Companies attribute the abnormally low expenses 

in 2009 due to prior practices when legal and accounting functions were performed at the 

parent level and not allocated. 

Does Staff agree? 

Based on a review of the information on the Companies’ E-2 schedules, Staff agrees that 

the amounts recorded in 2009 for this account would not be representative of the activity 

to be expected during typical prospective years. However, under these circumstances, 

Staff recommends the use of a 2 year normalization period instead of a 3 year period. 
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Q. What is Staff's recommendation? 

A. Staff recommends decreasing the outside services, as shown above and as shown on 

Schedule G W -  1 1. 

Operating Income Adjustment - Contractual Services - Testing 

Q. 

A. 

What amount did Willow Valley propose for water testing expense? 

Willow Valley proposed $20,993 for water testing expense. 

Q. What is Staff's recommendation? 

A. Staff recommends decreasing Contractual Services - Testing by $5,285 from $20,993 to 

$15,708, as discussed in the Staff engineering report. The adjustment is shown on 

Schedules GWB-11 and GWB-15B. 

Operating Income Adjustment - Depreciation Expense 

Q. 

A. 

Please provide a summary of the net depreciation and amortization expense amounts 

proposed by the Companies for each system, along with Staff's recommended 

amounts and Staff's recommended adjustments. 

A summary of the Companies proposed amounts, Staff recommended amounts and 

adjustments are shown below. 

Depreciation 

Town Division 
Palo Verde 
WUNS 
Tonopah 
Buckeye 
Santa Cruz 
Willow Valley 
Totals 

Co Proposed 
$ 2,768,221 
$ 3,519,422 
$ 64,878 
$ 378,634 
$ 112,146 
$ 3,613,647 
$ 200,668 
$1 0,657,616 

Staff Rec. 
$ 2,336,556 
$ 3,043,250 
$ 60,586 
$ 132,857 
$ 122,356 
$ 2,937,220 
$ 285,500 
$ 8,918,325 

Adjustment Ref. 
$ (431,665) GWB-11 & GWB-16 
$ (476,172) GWB-I 1 & GWB-16 
$ (4,292) GWB-11 & GWB-16 
$ (245,777) GWB-11 & GWB-16 
$ 10,210 GWB-11 & GWB-16 
$ (676,427) GWB-11 & GWB-16 
$ 84,832 GWB-11 & GWB-16 
$( 1,739,291) 
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Q. 

A. 

What adjustment did Staff make to depreciation expense? 

Staff adjusted depreciation expense to reflect application of the Staff recommended 

depreciation rates to Staff recommended plant balances. Staff also amortizes the Staff- 

recommended CIAC balance in its depreciation expense calculation. 

Q. What is Staffs recommendation? 

A. Staff recommends adjusting depreciation expense amounts as shown above. 

Operating Income Adjustment - Income Taxes 

Q. Please provide a summary of the net income tax expense amounts proposed by the 

Companies for each system, along with Staff's recommended amounts and Staff's 

recommended adjustments. 

A summary of the Companies proposed amounts, Staff recommended amounts and 

adjustments are shown below. 

A. 

Income Tax Expense 
Co Proposed Staff Rec. Adjustment Ref. 

Town Division $(249,144) $ 36,473 $ 285,617 GWB-2 &GWB-11 
Palo Verde $682,693 $1 ,I 74,037 $ 491,344 GWB-2 & GWB-I I 
WUNS $ 13,391 $ 14,755 $ 1,364 GWB-2grGWB-I 
Tonopah $(197,785) $ (43,696) $ 154,089 GWB-2 & GWB-1 
Buckeye $ 5,783 $ 12,584 $ 6,801 GWB-Z&GWB-I 
Santa Cruz $ 98,898 $ 794,716 $ 695,818 GWB-2 & GWB-1 
Willow Valley $(106,730) $ (95,245) $ 11,485 GWB-2 & GWB-1 
Totals $247,106 $1,893,626 $1,646,520 

Q. Did Staff make any adjustments to test year Income Tax Expense? 

A. Yes. Staffs adjustment reflects Staffs calculation of the income tax expense based upon 

Staffs adjusted test year taxable income. 
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Q. What is Staffs recommendation? 

A. Staff recommends adjusting the test year Income Tax Expense for the Global Companies 

as shown above. 

OTHER CONSIDERATIONS 

Lead Lag Study 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Did the Companies provide a lead lag study in support of a cash working capital 

calculation? 

No. The Companies did not provide a lead lag study to support a cash working capital 

component of working capital. 

What is the nature of Staff‘s concern regarding the absence of a lead lag study? 

In many instances, Class A, By and C companies have a negative cash working capital 

which benefits the rate payers and more fairly presents this component of the company’s 

rate bases. Smaller Class D and E companies do not experience negative cash working 

capital because those companies calculate cash working using the formula method which 

uses a portion of 0 & M expenses as its cash working capital. 

What is Staff recommending? 

Staff recommends that the Companies be ordered to perform a lead lag study in support of 

a cash working capital amount in all future rate proceedings. 

Plant Additions 

Q. 

A. 

Has Staff completed its review of the Companies’ plant additions? 

No. 

opportunity to make adjustments as necessary in its surrebuttal testimony. 

At this time, Staff has not finished its review of plant additions and reserves 
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Adjustor Mechanism - Central Arizona Groundwater Replenishment District (“CAGRD”) 

Q* 
A. 

Q. 
A. 

Q. 
A. 

Do any of the Companies presently pay fees to CAGRD? 

No. However, the Company states that Tonopah has entered into a Member Service Area 

agreement with CAGRD for a Designation of Assured Water Supply that the Company 

expects to become effective in 2013. The Company states that there will annual 

replenishment dues and assessments and proposes to treat those fees as pass-through to 

customers as was recently approved for Johnson Utilities, LLC in Docket No. 

W S-02987A-08-0 1 80’. 

What is Staff’s recommendation? 

Staff recommends the approval of a CAGRD adjustor mechanism subject to the same 

basic requirements of the adjustor mechanism approved for Johnson Utilities, LLC. 

Does this conclude your direct testimony? 

Yes, it does. 

See Company application, testimony of Ron Fleming 17 at 8 through 18 at 5. I 
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Global Water - Valencia Water Company, Town Division 

Test Year Ended December 31,201 1 
W-01212A-I 2-0309 

REVENUE REQUIREMENT 

LINE 
DESCRIPTION 

1 Adjusted Rate Base 

2 Adjusted Operating Income (Loss) 

3 Current Rate of Return (L2 I L1) 

4 Required Rate of Return 

5 Required Operating Income (L4 * L1) 

6 Operating Income Deficiency (L5 - L2) 

7 Gross Revenue Conversion Factor 

8 Required Revenue Increase (L7. L6) 

9 Adjusted Test Year Revenue 

10 Proposed Annual Revenue (L8 + L9) 

11 Required Increase in Revenue (“YO) 

12 Rate of Return on Common Equity (%) 

(A) 
COMPANY 
OR1 GI NAL 

$ 2,323,475 

$ (263,809) 

-1 1.35% 

10.27% 

$ 238,621 

$ 502,430 

1.6389 

$ 823,424 

$ 4,940,316 

$ 5,763,740 

16.67% 

11.44% 

References: 
Column [A]: Company Schedule A-1 
Column (B): Company Schedule A-I  
Column (C): Company Schedules A-1, A-2, 8 D-1 
Column (C): Staff Schedules GWB-2, GWB-3, and GWB-10 

(B) 
COMPANY 

FAIR 
VALUE 

$ 2,323,475 

$ (263,809) 

- I  I .35% 

10.27% 

$ 238,621 

$ 502,430 

1.6389 

$ 823,424 

$ 4,940,316 

$ 5,763,740 

16.67% 

11.44% 

(C) 
STAFF 

ORIGINAL 
COST 

$ 1,969,496 

$ 126,952 

6.45% 

7.50% 

$ 147,712 

$ 20,760 

1.6698 

$ 4,940,316 

$ 4,974,981 

0.70% 

9.40% 

Schedule GWB-I 

(D) 
STAFF 
FAIR 

VALUE 

$ 1,969,496 

$ 126,952 

6.45% 

7.50% 

$ 147,712 

$ 20,760 

1.6698 

I $  34,666 1 
$ 4,940,316 

$ 4,974,981 

0.70% 

9.40% 



Global Water - Valencia Water Company, Town Dlvhion 

Test Year Ended December 31,2011 
WQ1212A-124309 

GROSS REVENUE CONVERSION FACTOR 

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 

(A) 
DESCRIPTION 

Calculation of Gross Revenue Conversion Factor 
Revenue 100.0000% 

~~ 

Uncdlecible Factor (Line 11) 0.4052% 

Combined Federal and State Income Tax and Property Tax Rate (Line 23) 39.7078% 
Subtotal (L3 - L4) 59.8870% 
Revenue Conversion Factor (Ll I L5) 1.669812 

Revenues (L1 - L2) 99.5948% 

Ca/cuietion of UncoIWibie Factor: 
Unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L7 - L8 ) 
Uncollectible Rate 
Uncollectible Factor (L9 LlO ) 

Calculation of Efiecfive Tax Rate; 
Operating Income Before Taxes (Arizona Taxable Income) 
Arizona State Income Tax Rate 
Federal Taxable Income (L12 - L13) 
Applicable Federal Income Tax Rate (Line 44) 
Effective FWra l  Income Tax Rate (L14 x L15) 
Combined Federal and State Income Tax Rate (L13 +L16) 

100.0000% 
38.5989% 
61.4011% 
0.6600% 

0.4052% 

Schedule GWB2 

Calculation of Eifective Promrtv Tax Factpr 

Combined Federal and State l n m e  Tax Rate (L17) 
Unity 100.0000% 

36.5989% 
61.4011 % 

1.8060% 
One Minus Combined Income Tax Rate (LlEL19) 
Property Tax Factor (GWB-18. L25) 
Effective Property Tax Factor (LZO'L21) 
Combined Federal and State Income Tax and Propacty Tax Rate (L17+L22) 

1.1089% 
39.7078% 

Required Operating Income (Schedule GWEl ,  Line 5) s 147,712 
AdjustedTest Year Operating Income (Loss) (Schedule GWB-10. Line 36) 126,952 $ 
Required Increase in Operating Income (L24 - L25) 8 

Income Taxes on Recommended Revenue (Col. (C), L48) s 49,524 
Income Taxes on Test Year Revenue (Col. (A), L48) a 36,473 
Required Increase in Revenue to Provide for lnmme Taxes (L27 - L28) 5 

20,760 

13,051 

Required Revenue Increase (Schedule GWB-1, Line 8) s 34,666 
Uncollectible Rate (Line 10) 0.6600% 
Uncollectible Expense on Recommended Revenue (L30 L31) s 229 

Required Increase in Revenue to Provide for Uncollectible Exp. 

Property Tax with Recommended Revenue (GWB-18, Line 21) s 274,306 
Property Tax on Test Year Revenue (GWB-18, Col A, L19) s 273,680 
Increase in Pqer t y  Tax Due to Increase in Revenue (L35L36) 

Adjusted Test Year Uncollectible Expense - NIA s 
5 229 

5 626 

Total Required Increase in Revenue (L26 + L29 + L34+ L37) 

Calwlation of income Tax: 
39 Revenue (Sch GWB-10, Col.(C) L4, GWB-1, Col. (D), L10) 
40 Operating Expenses Exduding Income Taxes 
41 Synchronized Interest (L53) 
42 Arizona Taxable l n m c  (L39 - L40 - L41) 
43 Arizona State l m e  Tax Rate 
44 Arizona Income Tax (L42 x L43) 
45 Federal Taxable Income (L42 - L44) 
46 FederalTax 
47 Total Federal Income Tax 
48 Combined Federal and State Income Tax (L43 + L47) 

50 Effective Tax Rate 

~alcuiation of interest Sv nchmnization: 
51 Rate Base (Schedule GWB-3, Col. (C), Line 18) 
52 Weighted Average Cost of Debt 
53 Synchronized interest (L50 X L51) 

5 34,666 

s 4,940,316 
s 4.776.890 

I: 29.889 

4,974.981 

68,932 
128.304 
6.9680% 

8,940 
11 9,363 
40,584 

1,969,496 
3.5000% 

SA PR3 



Global Water - Valencia Water Company, Town Division 

Test Year Ended December 31,201 1 
W-Ol212A-124309 Schedule GWB-3 

RATE BASE - ORIGINAL COST 

(C) 
STAFF 

AS STAFF AS 

(A) (B) 
COMPANY 

FILED ADJUSTMENTS ADJUSTED 
LINE 
- NO. 

1 
2 
3 

4 
5 
6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Service 

$ 53,624,734 $ (353,979) $ 53,270,755 
9,419,952 9,419,952 

$ 44,204,782 $ (353,979) $ 43,850,803 

LESS: 

$ 1,860,537 $ $ 1,860,537 Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amortization 

Net ClAC 
272,596 272,596 

1,587,941 1,587,941 

Advances in Aid of Construction (AIAC) 39,299,151 39,299,151 

Imputed Reg AIAC 

Imputed Reg ClAC 

1,159,524 

395,015 

Accumulated Deferred Income Tax Credits 1,159,524 

Customer Meter Deposits 395,015 

ADD: 
Accumulated Deferred Income Tax Debits 560,324 

- 
560,324 

- Cash Working Capital 

Prepayments 

Supplies Inventory 

Projected Capital Expenditures 

Deferred Debits 

Purchase Wastewater Treatment Charges 

Original Cost Rate Base $ 1,969,496 $ (353,979) $ 2,323,475 

References: 
Column (A), Company Schedule 8-2 
Column (B): Schedule GWB4 
Column (C): Column (A) + Column (6) 



Global Water - Valencia Water Company, Town Division 

Test Year Ended December 31,2011 
W-01212A-124309 

Schedule GWB-4 

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

[AI 

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 
51 

ACCT. 
- NO. DESCRIPTION 

PLANT IN SERVICE: 

COMPANY 
AS FILED 

303 
304 
307 
309 
31 0 
31 1 
320 
320.1 
320.2 
330 
330. I 
330.2 
331 
333 
334 
335 
336 
339 
340 
341 
343 
344 
345 
346 
347 
348 
390 

Land and Land Rights 
Structures and improvements 
Wells and Springs 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 

Water Treatment Plant 
Solution Chemical Feeders 
Distribution Reservoirs and Standpipes 

Storage Tanks 
Pressure Tanks 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture and Equipment 
Transportation Equipment 
Tools, Shop and Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
Office Furniture 

$ 150,432 
1,037,614 
1,859,615 

46,790 
67,508 

8,217,566 
4,091,843 

4,800,409 

21,453,994 
3,278.935 
1,470,247 
1,981,787 

13,916 
177,934 
50,956 

319,350 
94,283 
42,598 
61,507 

790,032 
17,310 

3,597,358 
2.753 

PI IC1 [Cl 
Post Test Reclassification 
Year Plant 

ADJ #1 ADJ #2 STAFF 
GWBQ Per Testimony ADJUSTED 

$ - $  - $  150,432 
1,037,614 
1,859,615 

46,790 
67,508 

8,217,566 

4,091,843 
(4,091,843) 
4,091,843 

(4,800.409) 
4,255,136 4,255,136 

545.273 545,273 
21,453,994 

3,278,935 
1,470,247 
1,98 1,787 

13,916 
177,934 
50,956 

319,350 
94,283 
42,598 
61,507 

790,032 
17,310 

(353,978) 3,243,380 
2.753 

Total Plant in Service 53 I 624,734 (353,978) (0) 53,270,755 

Accumulated Depreciation 
Net Plant in Service 

9,419,952 9,419,952 
$ 44,204.782 $ (353,978) $ (0) $ 43,850,803 

_LESS: 
Contributions in Aid of Construction (CIAC) $ 1,860,537 $ $ 1,860,537 

Less: Accumulated Amortization 272,596 272,596 
1,587,941 1,587,941 

Advances in Aid of Construction (AIAC) 39,299.1 51 39,299,151 
Imputed Reg Advances 
Imputed Reg ClAC 
Accumulated Deferred Income Tax Credits 1,159,524 1,159,524 
Customer Meter Deposits 395,015 395,015 
ADD: 
Accumulated Deferred Income Tax Debits 560,324 560,324 
Working Capital Allowance 
Original Cost Rate Base $ 2,323,475 $ (353,978) $ (0) $ 1,969,496 

Net ClAC (L63 - L64) 



Global Water - Valencla Water Company, Town Division 

Test Year Ended December 31,2011 
W-01212A-12Q309 Schedule GWB-5 

RATE BASE ADJUSTMENT # l  POST TEST YEAR PLANT 

[AI P I  [CI 
COMPANY STAFF 

LINE ACCT 
- NO. u DesuiDtion 

1 348 Other Tangible Plant 

AS STAFF AS - FILED ADJUSTMENTS ADJUSTED 
353,978 (353,978) 

Disallowed PTYP 
Bales Fill Line $ 78.750 
Buena Vista Fill Line $203.702 
S W D C  Optimization $ 711526 

$353,978 

Reference& 
Column [A] : Disallowed Amount reflected in Acct. 348, P N P .  Per Co Schedule 8-2.1 
Column [a], Col [C] less Col [A] 
Column [C] , Per testimony GWB and Engineering testimony 



Global Water - Valencia Water Company, Town Division 

TostYearEnd.dDecrmb8r31.20ii 
W-Oi212&12-O3OS 

OPERATING INCOME STATEMENT -TEST YEAR AND STAFF RECOMMENDED 

[AI PI 

COMPANY STAFF 
TEST YEAR LINE TEST YEAR 

- NO. DESCRIPTION AS FILED ADJUSTMENTS 

$ $ 
1 461 Metered Water Revenue 4,803,374 
2 460 Unmetered Water Revenue 
3 474 Other Water Revenues 136,942 
4 Total Operating Revenues $ 4,940,316 $ 

Schedule GWB-10 

[CI [Dl 1 9  
STAFF 

TEST YEAR STAFF 
AS RECOMMENDED STAFF 

AOJUSTED CHANGES RECOMMENDED 

$ $ 34,666 $ 34,666 
4,803,374 4,803,374 

136.942 136,942 
$ 4,940,316 $ 34.666 $ 4,974,981 

s 601 Salary and Wages - Employees $ 893,501 
6 610 Purchased Water 269 
7 615 Purchased Power 464,076 
8 618 Chemicals 33,613 
9 620 Malerials and Supplies 79.398 
i o  621 Office Supplies and Expense 62,865 
ii 630 Outside Services 531,316 
12 635 Contractual Services -Testing 14,571 
13 636 Contractual Services -Other 
14 641 Rental of BuildinglReal Propett! 43,412 
15 650 Transportation Expenses 88,775 
16 657 Insurance - General Liability 33,142 
17 659 Insurance - Other 5,460 
18 666 Regulatory Commission Expen: 35,298 
i s  670 Bad Debt Expense 30,898 
20 675 Miscellaneous Expenses 79.463 
21 403 Depreciation Expense 2,832,046 
22 403 Depreciation Expense - ClAC / (63,825) 
23 408 Taxes Other Than Income 15,312 
24 408.1 I Taxes Other Than Income - 273,680 
25 409 Income Taxes (249,144) 
26 Total Operating Expenses 5,204,124 
27 Operating Income (Loss) $ (263,809) 

References: 
Column (A): Company Schedule C-1 
Column (B): Schedule GWB 11 
Column (C): Column (A) + Column (e) 
Column (D): Schedules GWB 2, Lines 29,34 and 37 
Column (E): Column (C) + Column (D) 

$ (39,959) 

(1 2,401) 
(898) 

(22,096) 

(1 53.707) 

(1 7,362) 
1,708 

(431,665) 

285,617 
(390,761 ) 

$ 390,761 - 

$ 853,542 
269 

451,675 
32,715 
57,302 

377,609 
14,571 

43,412 
88,775 
33,142 
5,460 

17,936 
32,606 
79,463 

2,400,381 
(63,825) 
15.312 

273,680 

62,865 

36,473 
4,813,364 

$ 126,952 - 

$ 

229 

626 
13,051 
13,905 

$ 20,760 

$ 853,542 
269 

451,675 
32,715 
57,302 
62,865 

377,609 
14,571 

43,412 
88,775 
33,142 

5,460 
17,936 
32,835 
79,463 

2,400,381 
(63,825) 
15,312 

274,306 
49,524 

4,827,269 
$ 147,712 



tf, 



Global Water - Valencia Water Company, Town Division 

Test Year Ended December 31,201 1 
W-01212A-I 2-0309 

OPERATING INCOME ADJUSTMENT #I - EXCESS WATER LOSS 

LINE 
- NO. 

1 One plus allowable water loss 1 10.00% 

3 Allowable portion 97.33% 
2 One plus actual water loss 113.02% 

4 Disallowable portion 2.67% 

5 Power Expense 464,076 
6 Disallowance $ 12,401 

7 Chemical Expense 33,613 
8 Disallowance $ 898 

Line 1 : Maximum acceptable level of water losses 
Line 2: Actual level of water losses 
Line 3: Line 2 / line 3 
Line 4: 1 minus line 4 
Line 6: Line 1 times line 5 
Lines 1 - 6: See also testimony GWB 

Schedule GWB-12 



Global Water - Valencia Water Company, Town Division 

Test Year Ended December 31,201 1 
W-01212A-12-0309 

OPERATING INCOME ADJUSTMENT #2 - BAD DEBT EXPENSE 

LINE 
- NO. 

1 

Schedule GWB-13 

[AI PI PI 
COMPANY STAFF STAFF 

DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED* 

$ 30,898 $ 1,708 $ 32,606 

References: 
Column (A), Company Workpapers 
Column (B): Testimony GWB 
Column (C): Column (A) + Column (B), Per Co Response 

to Staff DR 5.8 

Adjusted Test Year Revenues GWB-11 
Bad Debt Expense Rate, per Staff 
Expected Bad Debt Expense 
Co Proposed 

$ 4,940,3 16 
0.0066 

$ 32,606 
- $  30,898 

$ 1,708 



Global Water - Vaknch Wator Compmy. Town Divblon 
w41212A-12o1oo 
T..tYurEnd.dO.mnbmr31.1011 

OPERATING INCOME ADJUSTMENT #3 - RATE CASE EXPENSE 

Schedule GWB-14 

LINE 
- NO. 

1 

2 

3 
4 
5 
6 
7 

8 
9 
10 
11 
12 

13 
14 

15 
16 
17 
18 
19 

20 

[AI [el IC1 
COMPANY STAFF STAFF 

DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

s 35298 I S ( - ,  17362 1 S 17.936 

Comwny Propored Rate 
Case Expense 

Total Palo Verde Sank Cruz Town Division Wilbw Valley Tonoph Buckeye WUNS 

Albcation Percentages 39.86% 40.32% 13.45% 3.78% 0.82% 1.58% 0.19% 

Desert Mountin Analytical 
& N b S  s 122,063 S 48.652 S 49.218 S 16,420 S 4.816 S 9Q5 S 1,927 S 234 
lnsaht ConsuMng. LLC s 216.000 S 86,094 $ 87,095 S 29,057 S 6.168 S 1.762 S 3,410 S 413 
Roshka Dewulf b Paken. PLC S 370,303 S 147,597 S 149.313 S 49,814 S 14.004 S 3,021 S 5,846 S 709 
Ullmann b Company P C S 76.809 S 31,412 S 31.777 S 10,802 S 2.980 $ 643 S 1,244 S 151 
Total s 707,174 S 313,756 S 317.402 f 105,893 S 29.768 S 6.421 S 12,421 S 1.506 

Amoct*ation over 3 yeen: 
Year 1 s 
Year2 s 
Year 3 s 
Totals s 

262.391 f 104.585 $ 105.801 S 35.298 $ 9.923 S 2.140 5 4.142 502 
262,391 .$ 104,585 S 105.801 $ 35,298 S 9,923 S 2,140 S 4.142 s 502 
262,391 $ 104.585 S 105,601 S 35.298 S 9.923 s 2,140 S 4,142 S %2 
787,174 $ 313.756 S 317.402 S 105.893 S 29.768 S 6.421 S 12.427 1.506 

Staff Recommended Rate Case Expenw 

Desaiplion Total Palo Verde Santa Ctuz Town Division WillowValley Tonopah Buckeye WUNS 
Staff Recommended Amount S 4M),OOO $ 159,434 S 161,287 S 53,809 5 15.127 S 3.263 S 6,315 S 765 

AmortbaCon over 3 years: 
Year 1 s 133.333 S 53.145 $ 53,762 $ 17,936 $ 5,042 S 1,088 S 2,105 8 255 
Year 2 s 133.333 5 53.145 $ 53,762 $ 17,936 S 5,042 S 1,088 S 2,105 S 255 
Year3 s 133,333 $ 53,145 S 53.762 $ 17.936 S 5,042 S 1,088 S 2,105 f 255 

s )0,000 S 313.756 5 317,402 S 105.893 S 29.768 S 6,421 $ 12,427 f 1,506 

Ad~stmenlTotal, bySyslem S (129.058) S (51.441) $ (52.038) S (17.361) S (4,881) S (1,053) S (2.037) f (247) 

References: 
Column (A). Company Workpapen 
Column (E): Line 20 for respeclive system 
Column (C): tine 16 for respective system 



Global Water - Valencia Water Company, Town Division 

Test Year Ended December 31,201 1 
W-Ol212A-12-0309 

Schedule GWB-15 

OPERATING INCOME ADJUSTMENT #4 - EXPENSE NORMALIZATIONS 

[AI P I  PI 
LINE COMPANY STAFF STAFF 
- NO. ACCT / DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 601 Salary and Wages - Employees $ 893,501 $ (39,959) $ 853,542 
2 620 Materials and Supplies $ 79,398 $ (22,096) $ 57,302 
3 630 Outside Services $ 531,316 $ (153,707) $ 377,609 

$ 610,714 $ (175,803) $ 434,911 

References: 
Column (A), Company Workpapers 
Column (B): Testimony GWB 
Column (C): Column (A) + Column (B) 



Global Water - Valencia Water Company, Town Division 

Test Year Ended December 31.2011 
W-01212A-12-0309 

OPERATING INCOME ADJUSTMENT ;1y5 - DEPRECIATION EXPENSE 

LINE ACCT 
NO. NO. - -  

1 PLANTIN SERVICE: 
2 303 
3 304 
4 307 
5 309 
6 310 
7 311 
8 320 
9 320.1 
10 320.2 
11 330 
12 330.1 
13 330.2 
14 331 
15 333 
16 334 
17 335 
18 336 
19 339 
20 340 
21 341 
22 343 
23 344 
24 345 
25 346 
26 347 
27 348 
28 390 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 

DESCRIPTION 

Land and Land Rights 
Structures and Improvements 
Wells and Springs 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Solution Chemical Feeders 
Distribution Reservoirs and Standpipes 
Storage Tanks 
Pressure Tanks 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture and Equipment 
Transportation Equipment 
Tools, Shop and Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
Office Furniture 

Total Plant 
Less: Non Depreciable Plant 
Land and Land Rights 
Net Depreciable Plant and Depreciation Amounts 

Amortization of ClAC 
Staff Recommended Depreciation Expense 
Company Proposed Depreciation Expense 
Staff Adjustment 

1 4  
PLANT 

BALANCE 

150,432 
1,037,614 
1,859,615 

46,790 
67,508 

8,217,566 

4,09 1,843 

4,255,136 
545,273 

21,453,994 
3,278,935 
1,470,247 
1,981,787 

13.916 
177,934 
50,956 

319,350 
94,283 
42,598 
61,507 

790,032 
17,310 

3,243 I 300 
2,753 

53,270,755 

150,432 
$ 53,120,324 

$ 1,860,537 

PI 

RATE 
DEPRECIATION 

0.00% 
3.33% 
3.33% 
2.00% 
5.00% 

12.50% 

3.33% 
20.00% 

2.22% 
5.00% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 

20.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 
5.00% 
4.50% 

4.5583% 

Schedule GWB-16 

[Cl 
DEPRECIATION 

EXPENSE 

34.553 
61,925 

936 
3,375 

1,027,196 

136,258 

94,464 
27,264 

429,080 
109,189 
122,472 
39,636 

928 
11,868 
3,399 

63,870 
4,714 
4,260 
3,075 

79,003 
1,731 

162,169 
124 

2,421,364 

$ 2,421,364 

$ 84,808 
$ 2,336,556 
$ 2,768,221 
$ (431,665) 

References: 

Proposed Rates per Staff Engineering Report 
Col [A] times Col [BJ 

Col [A] Schedule GWB-4 
Cot [B] 
Col [C] 



Global Water - Valencia Water Company, Town Division 

Test Year Ended December 31,2011 
W41212A-124309 

Schedule GWB-17 

OPERATING INCOME ADJUSTMENT #6 - INCOME TAXES 

[AI 
LINE COMPANY 
NO. DESCRIPTION PROPOSED 

1 income Taxes $ (249,144) 

References: 
Column (A), Company Schedule C-2 
Column (B): Testimony GWB 
Column (C): Column (A) + Column (B), 

see also Sch. GWB-2, line 48 

tB1 [CI 
STAFF STAFF 

ADJUSTMENTS RECOMMENDED 

$ 285,617 $ 36,473 



Global Water - Valencia Water Company, Town Division 

Test Year Ended December 31,2011 
W41212A-124309 

Schedule GWB-18 

OPERATING INCOME ADJUSTMENT #I - PROPERTY TAX EXPENSE GRCF COMPONENT 

I 
[A] 

I LINE I STAFF I NO.  DESCRIPTION IAS ADJUSTED J IRECOMMENDED I 
1 Staff Adjusted Test Year Revenues - 201 I $ 4,940,316 $ 4,940,316 
2 Weight Factor 
3 Subtotal (Line 1 Line 2) 
4 Staff Adjusted Test Year Revenues - 201 I 
5 Staff Recommended Revenue 
6 Subtotal (Line 4 + Line 5) 
7 Number of Years 
8 Three Year Average (Line 5 I Line 6) 
9 Department of Revenue Mutilplier 
10 Revenue Base Value (Line 7 Line 8) 
11 Plus: 10% of CWlP 
12 Less: Net Book Value of Licensed Vehicles 
13 Full Cash Value (Line 10 + Line 11 - Line 12) 
14 
15 
16 
17 
18 
19 
20 
21 
22 

Assessment Ratio 
Assessment Value (Line 13 Line 14) 
Composite Property Tax Rate 
Staff Test Year Adjusted Property Tax Expense (Line 15 Line 16) 
Company Proposed Property Tax 
Staff Test Year Adjustment (Line 17 - Line 18) 
Property Tax on Staff Recommended Revenue (Line 15 * Line 16) 
Staff Test Year Adjusted Property Tax Expense (Line 17) 
Increase in Property Tax Due to Increase in Revenue Requirement 

23 Increase in Property Tax Due to Increase in Revenue Requirement (Line 22) 
24 Increase in Revenue Requirement 
25 Increase in Property Tax Per Dollar Increase in Revenue (Line 23 I Line 24) 

2 2 
9,880,631 9,880,631 
4,940,316 

4,974,981 
14,820,947 14,855,612 

3 3 
4,940,316 4,951.871 

2 2 
9,880,631 9,903,742 

265,232 265,232 
43,247 43,247 

10,102,616 10,125,727 
21.0% 21 .O% 

2,121,549 2,126,403 
12.9000% 12.9000% 

$ 273,680 
$ 273,680 
s 0 

$ 274,306 
$ 273,680 
S 626 

$ 626 
$ 34,666 

1.80600% 

REFERENCES: 
Line 15: Composite Tax Rate, per Company 
Line 18: Company Schedule C-1, Line 36 



Global Water-Palo Verde Sewer 
Docket No. SW-20445A-12-0310 
Test Year Ended December 31,201 1 

DIRECT TESTIMONY OF GERALD BECKER 

TABLE OF CONTENTS TO SCHEDULES : 

- SCH# TITLE 

GWB 1 REVENUE REQUIREMENT 
GWB 2 GROSS REVENUE CONVERSION FACTOR 

GWB 4 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 
GWB 5 RATE BASE ADJUSTMENT #I POST TEST YEAR PLANT 
GWB 6 NOTUSED 
GWB 7 NOTUSED 
GWB 8 NOTUSED 
GWB 9 NOTUSED 

GWB 3 RATE BASE - ORIGINAL COST 

GWB 
GWB 11 SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR 
GWB 
GWB 
GWB 

10 OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED 

12 OPERATING INCOME ADJUSTMENT #1 - BAD DEBT EXPENSE 
13 OPERATING INCOME ADJUSTMENT #2 - RATE CASE EXPENSE 
14 OPERATING INCOME ADJUSTMENT #3 - EXPENSE NORMALIZATIONS 

16 OPERATING INCOME ADJUSTMENT #4 - DEPRECIATION EXPENSE 
17 OPERATING INCOME ADJUSTMENT #5 - INCOME TAXES 
18 OPERATING INCOME ADJUSTMENT #6 - PROPERTY TAX EXPENSE GRCF COMPONE 

GWB 15 NOTUSED 
GWB 
GWB 
GWB 



Global Water-Palo Verde Sewer 
Docket No. SW-20445A-12-0310 
Test Year Ended December 31,2011 

REVENUE REQUIREMENT 

LINE 
_L NO. DESCRIPTION 

1 Adjusted Rate Base 

2 Adjusted Operating Income (Loss) 

3 Current Rate of Return (L2 I L1) 

4 Required Rate of Return 

5 Required Operating Income (L4 * L1) 

6 Operating Income Deficiency (L5 - L2) 

7 Gross Revenue Conversion Factor 

8 Required Revenue Increase (L7 L6) 

9 Adjusted Test Year Revenue 

10 Proposed Annual Revenue (L8 + L9) 

11 

12 

Required Increase in Revenue (%) 

Rate of Return on Common Equity (%) 

(A) 
COMPANY 
ORIGINAL 

$ 60,166,756 

$ 3,066,067 

5.10% 

8.81% 

COST 

$ 5,300,691 

$ 2,234,623 

1.639005 

$ 3,662,560 

$ 13,107,528 

$ 16,770.088 

27.94% 

11.44% 

References: 
Column [A]: Company Schedule A-I 
Column (6): Company Schedule A-I 
Column (C): Company Schedules A-1, A-2, & 0-1 
Column (C): Staff Schedules GWB-2, GWBS, and GWB-10 

(6) 
COMPANY 

FAIR 
VALUE 

$ 60,166,756 

$ 3,066,067 

5.10% 

8.81% 

$ 5,300,691 

$ 2,234,623 

1.639005 

$ 3,662,560 

$ 13,107,528 

$ 16,770,088 

27.94% 

11.44% 

Schedule GWB-1 

(C) (D) 
STAFF STAFF 

COST VALUE 
$ 48,904,575 $ 48,904,575 

OR I G I N AL FAIR 

$ 3,579,258 $ 3,579,258 

7.32% 7.32% 

7.50% 7.50% 

!6 3,667,843 $ 3,667,843 

$ 88,585 $ 88,585 

1.680688 1.688688 

-149,593) [-I 
$ 13,107,528 $ 13,107,528 

$ 13,257,121 $ 13,257,121 

1.14% 1.14% 

9.40% 9.40% 



Global Water-PaIo Veda Sewer 

Tast Year Ended December 31,2011 
Docket NO. SW-ZM45A-124310 

Schedule GW&2 

GROSS REVENUE CONVERSION FACTOR 

LINE 
m 

(A) 
DESCRIPTION 

1 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 

12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 

Calculation of G W  Revenue Convem'on Factor; 
Ravenue 100.0000% 

Revenues (L1 - L2) 99.3798% 
Unwllecible Factor (Line 11) 0.6202% 

Combined Federal and State Income Tax and Property Taw Rate (Line 2: 40.1623% 
Subtotal (L3 - L4) 59.2176% 
Rwenua Cornenion Factor (Ll I LS) 1.686688 

~rcuretiofl of uncdlecuib le Facfoc 
Unity 100.0000% 

UncoWible Rate 1.0100% 

Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L7 - L8 ) 

Uncdeditie Factor (L9 * L10 ) 

pladation of Effective Tax Rate; 

36.5986% 
61.4014% 

0.6202% 

Operating Income Before Taxes {Arimna Taxable Income) 

Applicable Federal Income Tax Rate (Line 44) 

loo. DODO% 
6.9680% 

93.0320% 
33.9997% 
31.6306% 

Arizona State Income Tax Rate 
Federal Taxable l n m e  (L12 - L13) 

Effective Federal Income Tax Rate (L14 x L15) 
Combined Federal and State Income Tax Rate (L13 +L16) 38.5986% 

~akulation of Etfective Promfiv Tax Factor 
Unity 
Combined Federal and State Income Tax Rate (L17) 
One Minus Combined Income Tax Rate (L18-Ll91 

100.0000% 
38.5966% 
61.4014% 

Property TM Factor (GWB-18, L25) . 2.5466% 
Effective Property Tax Factor (LZO'L21) 

23 Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 
1.5636% 

40.1623% 

24 Required Operating Income (Schedule GWB-1. Line 5) $ 3,667.843 
25 AdjustedTest Year Operating Income (Loss) (Schedule GWE-IO, Line 3E $ 3,579.258 
26 Required Increase in Operating Income (L24 - L25) 5 88.585 

27 lnwme Taxes on Recommended Revenue (Col. (C). L48) s 1,229,725 
28 Income Taxes on Test Year Revenue (Cd. (A). L48) s 1,174,037 
29 Required Increase in Revenue to Provide for Income Taxes (L27 - L26) $ 55.686 

30 Required Revenue Increase (Schedule GWB-1. Line 8) s 149,593 

32 Uncollectible Expense on Recommended Revenue (L30 L31) s 1,511 

34 Required Increase in Revenue to Provide for Uncollectible Exp. 8 1.511 

35 Property Tax with Recommended Revenue (GWB-18. Line 21) $ 1.067.882 
36 Property Tax on Test Year Revenue (GWB-18, Col A, L19) s 1,064.073 
37 Increase in Property Tax Due to Increase in Revenue (L35L36) 5 3.810 

36 Total Required Increase in Revenue (L26 + L29 + L34+ L37) $ 149.593 

31 Uncollectible Rate (Line 10) 1.0100% 

33 Adjusted Test Year Uncollectible Expense - N/A s 

Calculation of lnconm Tax: 
39 Revenue (Sch GWS-10, Col,(C) L4. GWB-1, Cd. (D), L10) 
40 operating Expenses Excluding Income Taxes 
41 Synchronized Interest (L53) 
42 Arizona Taxable Income (L39 - L40 - L41) 
43 Arizona State Income Tax Rate 
44 Arizona l m m e  Tax (L42 x L43) 
45 Federal Taxable Income (L42 - L44) 
46 FederalTax 
47 Total Fed& Income Tax 
48 Combined Federal and State Income Tax (L43 + L47) 

50 EWveTaxRate 

Calculation of hterest Svncbmnizalion: 
51 Rate Ease (Schedule GWB-3, Col. (C). Line 18) 
52 Weighted Average Cost of Debt 
53 Synchronized Interest (L50 X L51) 

13.1 07,528 
8.354.233 

3.041,635 
6.9680% 
211,941 

2.829.694 
962,096 
962,096 

6.9680% 

$ 2,963,914 
1,007,731 

3.5000% EiEi4 



~~ 

Global Water-Palo Verde Sewer 
Docket No. SW-20445A-12-0310 
Test Year Ended December 31,2011 

RATE BASE - ORIGINAL COST 

Schedule GWB-3 

(A) (B) 

AS STAFF 
COMPANY 

- FILED ADJUSTMENTS 

(C) 
STAFF 

AS 
ADJUSTED 

LINE 
- NO. 

1 Plant in Service $ 109,787,648 $ (543,461) $ 109,244,187 
(19,012,634) 

$ 90,231,553 
2 Less: Accumulated Depreciation (1 9,012,634) 
3 Net Plant in Service $ 90,775,014 $ (543,46 1 ) 

LESS: 

$ 12,745,332 
1,996,250 

10,749,082 

4 Contributions in Aid of Construction (CIAC) $ 30,362 $ 12,714,970 
5 Less: Accumulated Amortization 1,996,250 
6 Net ClAC 30,362 10,718,720 

7 Advances in Aid of Construction (AIAC) 27,839,315 27,839,315 

8 Imputed Reg AIAC 

9 Imputed Reg ClAC 

2,165,735 

669,926 

10 Accumulated Deferred Income Tax Credits 2,165,735 

Customer Meter Deposits 669,926 

11 Deferred Compensation 49,669 49,669 

12 Cash Working Capital 

13 Bad Debt 32,615 

11,735 

32,615 

11,735 14 ClAC 

15 Projected Capital Expenditures 

3,062 16 Deferred Gain 3,062 

17 Purchase Wastewater Treatment Charges 

$ 48,904,575 18 Original Cost Rate Base $ 60,166,756 $ (11,262,181) 

References: 
Column (A), Company Schedule B-2 
Column (B): Schedule G W W  
Column (C): Column (A) + Column (B) 



Global Water-Palo Verde Sewer 
Docket No. SW-20445A-12-0310 
Test Year Ended December 31,2011 

Schedule GWB-4 

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

LINE ACCT. 
- -  NO. NO. DESCRIPTION 

PLANT IN SERVICE: 
1 
2 354 Structures and Improvements 
3 355 Power Generation Equipment 
4 
5 
6 363 Services to  Customers 
7 364 Flow Measuring Devices 
8 370 Receiving Wells 
9 371 Pumping Equipment 
10 374 Reuse Distribution Reservoirs 

353 Land and Land Rights 

360 Collection Sewers - Force 
361 Collection Sewers - Gravity 

[AI 

COMPANY 

AS FILED 

$ 186,342 
22,916,934 

361,096 
3,865,315 

47,785,285 
5,244,342 

23,636 
1,921,877 
4,039,011 

34,021 
11 375 Reuse Transmission and Distribution System 11,089,457 
12 
13 
14 
1s 
16 
17 
18 
19 
20 
21 
22 
23 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 

380 Treatment and Disposal Equipment 
381 Plant Sewers 
382 Outfall Sewer Lines 
389 Other Plant and Miscellaneous Equipment 
390 Office Furniture and Equipment 
391 Transportation Equipment 
393 Tools, Shop and Garage Equipment 
394 Laboratory Equipment 
395 Power Operated Equipment 
396 Communication Equipment 
397 Miscellaneous Equipment 
398 Other Tangible Plant 

Total Plant in Service 

Accumulated Depreciation 
Net Plant in Service 

LESS: 
Net Contributions in Aid of Construction (CIAC) 
- 

Less: Accumulated Amortization 
Net ClAC (L63 - 164) 

Advances in Aid of Construction (AIAC) 
Customer Meter Deposits 
Accumulated Deferred Income Tax Credits 

Deferred Tax Assets 
Deferred Gain 
Bad Debt 
Deferred Compensation 
ClAC 

ADD: 

Working Capital 
Original Cost Rate Base 

5,975,575 
78,384 

353,645 
2,295,565 

403,174 
173,522 
114,250 
24,941 
41,148 
76,238 

369,323 

Plant ICFA 
ADJ #1 ADJ #2 STAFF 

GWB-5 Testimony) ADJUSTED 

$ - $  - $  18 6,3 4 2 
22,916,934 

361,096 
3,865,315 

47,785,285 
5,244,342 

23,636 
1,921,877 
4,039,011 

34,021 
11,089,457 
5,975,575 

78,384 
353,645 

2,295,565 
403,174 
173,522 
114,250 
24,941 
41,148 
76,238 

369,323 

(See Armstrong 

2,414,565 (543,461) 1,871,104 
109,787,648 (543,461) 109,244,187 

(19,012,6341 (19,012,634) 
$ 90,775,014 $ (543,461) $ $ 90,231,553 

s 30,362 $ 12,714,970 $ 12,745,332 
1.996.250 1.996,250 . .  . -  

30,362 10,718,720 10,749,082 
27,839,315 

669,926 
2,165,735 

27,839,315 
669,926 

2,165,735 

3,062 3,062 
32,615 32,615 
49,669 49,669 
11,735 11,735 

$ 60,166,756 $ (543,461) $ (10,718,720) $ 48,904,575 



Global Water-Palo Verde Sewer 

Test Year Ended December 31.2011 
Docket NO. S W - 2 W - 1 2 4 3 1 0  

RATE BASE ADJUSTMENT #l POST TEST YEAR PLANT 

LINE ACCT 
U N O .  DescriDtion 

1 398 Other Tangible Plant 

[AI [El 
COMPANY 

AS STAFF 

543,461 (543.461) 
ADJUSTMENTS 

Disallowed PTYP 

P W C  lagoon Clean Cbrureand 
Conversion S 543.461 

References: 
Column [A] : Disallowed Amount reflected in A d .  348. PTYP, Per Co Schedule E-2.1 
Column [8], Col [C] less C d  [A] 
Column [C] , Per testimony GWE and Engineering testimony 

Schedule GWB5 

IC1 
STAFF 

AS 
ADJUSTED 



Global Water-Palo Verde Sewer 
Docket No. SW-2WA-12-0310. 
Test Year Ended December 31,2011 

Schedule GWB-10 

OPERATING INCOME STATEMENT -TEST YEAR AND STAFF RECOMMENDED 

[Cl 
STAFF 

COMPANY STAFF TEST YEAR 
LINE TEST YEAR TEST YEAR AS 
r?QI pESCRlPTlON AS FILED ADJUSTMENTS ADJUSTED 

1 Flat Rate Revenue 12,423,785 12,423,785 
2 Other Sewer Revenues 345,001 345,001 
3 Metered Reuse Revenue 338,742 338,742 
4 Total Operating Revenues $ 13,107,528 $ $ 13,107,528 

5 701 Salary and Wages - Employees $ 1,472,381 $ (223,7k4) $ 1,248,617 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

704 Employee Pensions and Benefi 
715 Purchased Power 
716 Fuel for Power Production 
718 Chemicals 
720 Materials and Supplies 
721 Office Expense 
731 Contractual Services - Professi 
735 Contractual Services - Testing 
736 Contractual Services - Other 
740 Rents 
742 Rental of Equipment 
750 Transportation Expense 
755 Insurance Expense 
759 Insurance -Other 
765 Regulatory Commission Expen: 
767 Rate Case Expense 
770 Bad Debt Expense 
775 Miscellaneous Expenses 
403 Depreciation Expense 
403 Depreciation Expense - ClAC I 
408 Taxes Other Than Income 
408.1 1 Taxes Other Than Income - 

530,509 

408,431 
114,852 
120,122 
901,541 
40,577 
197,061 
1 19,990 

76,568 
102,147 

112,973 

82,936 
485,686 

3,520,714 

9,500 
(1,292) 

1,064,073 

0 

(294,223) 

(59,828) 

49,450 

(476,171) 

530,509 

408,431 
114,852 
120,122 
607,319 
40,577 
197,061 
11 9,990 

76,568 
102,147 

53,145 

132,386 
485,686 

3,044,542 
(1,292) 
9,500 

7,064,073 

[Dl [El 

STAFF 
RECOMMENDED STAFF 

CHANGES RECOMMENDEC 

149,593 12,573,378 
345,001 
338,742 

$ 149,593 $ 13,257,121 

1,511 

3.81 0 

1,248,617 

530,509 

408,431 
114,852 
120,122 
607,319 
40,577 
197,061 
11 9,990 

76,568 
102,147 

53,145 

133,897 
485,686 

3,044,542 
(1,292) 
9.500 

1,067,882 
28 409 Income Taxes 682,693 491,345 1,174,037 $ 55,688 $ 1,229,725 
29 Total Operating Expenses 10,041,461 (513,191) 9,528,270 61.008 9,589,278 
30 Operating income (Loss) $ 3,066,067 $ 513,191 $ 3,579,258 $ 88.585 $ 3,667,843 - -- 

References: 
Column (A): Company Schedule C-1 
Column (8): Schedule GWB 11 
Column (C): Column (A) + Column (B) 
Column (D): Schedules GWB 2, Lines 29,34 and 37 
Column (E): Column (C) + Column (D) 
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Global Water-Palo Verde Sewer 
Docket No. SW-20445A-124310 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT #I - BAD DEBT EXPENSE 

LINE 
- NO. 

1 

Schedule GWB-12 

[AI PI [Cl 
COMPANY STAFF STAFF 

DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED* 

$ 82,936 $ 49,450 $ 132,386 

References: 
Column (A), Company Workpapers 
Column (B): Testimony GWB 
Column (C): Column (A) + Column (B), Per Co Response 

to Staff DR 5.8 

Adjusted Test Year Revenues (Sch C-2) 
Bad Debt Expense Rate, per Staff 
Expected Bad Debt Expense 
Co Proposed 

$ 13,107,528 
1.01% 

$ 132,386 
$ 82,936 
$ 49,450 



Global Wlt.rSalo Veda J m r  

Test Y w  E n d  W m h r  31,2011 
D0Ck.t No. SW-7M45A-120310 

Schedule GWE-13 

opEwnffi INCOME ADJUSTMENT m . RATE CASE EXPENSE 

LINE 
!!Q 

1 

2 

3 
4 
5 
6 
7 

8 
9 
10 
11 
12 

13 
14 

15 
16 
17 
18 
19 

20 

[AI PI [Cl 
COMPANY STAFF STAFF 

DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED' 

See Note s 112.973 S (59.828) S 53.145 

Company Proposed Rate 
Case Expense 

Total Palo Verde Santa CNL Town Division WJlow Valley Tonopah Suckeye WUNS 

Allocation Percantages 39.86% 40.32% 13.45% 3.78% 0.62% 1.58% 0.19% 

De- Mountain Analylical 
Services 5 122,063 $ 46,652 S 49,218 $ 16,420 $ 4.616 $ 996 $ 1.927 $ 234 
Insight Consulting, LLC 5 216.000 S 86,094 $ 87.095 $ 29.057 $ 8.188 $ 1,762 $ 3,410 $ 413 
Roshks Dermlf 6 Panen. PLC $ 370,303 $ 147.597 S 149,313 $ 49,814 0 14.W S 3,021 5 5.846 $ 709 
Ulbnann &Company P C 5 78,809 $ 31.412 $ 31,777 $ 10,602 S 2.980 $ 643 $ 1,244 S 151 
Tola1 s 787.174 $ 313.756 5 317.402 $ 105.893 S 29.788 $ 6,421 $ 12,427 S 1.506 

Amortization over 3 yean: 
year 1 s 262.391 $ 104.585 $ 105,801 $ 35.298 S 9,923 $ 2.140 $ 4,142 5 502 
Year 2 $ 262.391 S 104,585 $ 105,801 $ 35,298 S 9,923 $ 2,140 5 4.142 S 502 
Year3 $ 
Totals s 787.174 $ 313.756 8 317.402 S 105.893 $ 29.768 $ 6,421 5 12,427 S 1.508 

262.391 $ 104.585 $ 105,801 35.298 s 9,923 $ 2.140 s 4.142 s 502 

Staff Recommended Rate Case Expense 

Desuiption Total Palo Verde Santa CNZ Town Division Willow Valley Tonopah Buckeye WUNS 
Smtf Recommended Amount $ 400.000 S 159,434 $ 161287 $ 53.809 $ 15,127 $ 3.263 $ 6.315 $ 765 

Amwtkation over 3yean: 
Year 1 5 133,333 $ 53,145 $ 53,762 $ 17,936 $ 5.042 $ 1.088 $ 2,105 $ 255 
Year 2 s 133.333 S 53.145 $ 53.762 $ 17.936 $ 5.042 $ 1,088 $ 2,105 $ 255 
Year3 
TotaS 

5 133;333 5 53;145 $ 53.762 $ 17.936 S 5.042 8 1,088 8 2.105 $ 255 
$ 400,OOO $ 313.756 $ 317,402 $ 105.893 S 29.768 S 6,421 $ 12.427 $ 1.506 

For Palo Verde only. Staff notes a discrepancy between the $1 12.973 on Co. Schedule 
C-1 and the 5104,585 per Comparr/s supporting schedule and as Shawn above. Staffs 
adjustment effeclively wfrec1s this disaepancy. 

References: 
Column (A). Company Workpapers 
Column (B): Line 20 for respedive system 
Column (C): Line 16 for respective system 



Global Water-Palo Verde Sewer 
Docket No. SW-20445A-12-0310 
Test Year Ended December 31,2011 

Schedule GWB-14 

OPERATING INCOME ADJUSTMENT #3 - EXPENSE NORMALIZATIONS 

[AI PI [CI 
LINE COMPANY STAFF STAFF 
- NO. ACCT I DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED* 

1 701 Salary and Wages - Employees $ 1,472,381 $ (223,764) $ 1,248,617 
2 731 Contractual Services - Professional $ 901,541 $ (294,223) $ 607,319 

$ 3,175,972 $ (517,986) $ 2,657,986 

References: 
Column (A), Company Workpapers 
Column (B): Testimony GWB 
Column (C): Column (A) + Column (6) 



Global Water-Palo Verde Sewer 
Docket No. SW-20445A-12-0310 
Test Year Ended December 31,201 1 

Schedule GWB-I6 

OPERATING INCOME ADJUSTMENT #4 - DEPRECIATION EXPENSE 

LINE ACCT. 
- NO. NO. DESCRIPTION 

1 PLANT IN SERVICE: 
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 

351 
352 
353 
354 
355 
360 
36 1 
362 
363 
364 
365 
366 
367 
370 
37 1 
374 
375 
380 
381 
382 
389 
390 

390.1 
39 1 
392 
393 
394 
395 
396 
397 
398 

Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures & Improvements 
Power Generating Equipment 
Collection Sewers - Force 
Collection Sewers - Gravity 
Special Collecting Structures 
Sevices to Customers 
Flow Measuring Devices 
Flow Measuring Installations 
Reuse Services 
Reuse Meters and Meter Installations 
Receiving Wells 
Pumping Equipment 
Reuse Distribution Reserviors 
Reuse Transmission and Dist. Sys. 
Treatment and Disposal Equipment 
Plant Sewers 
Outfall Sewer Lines 
Other Plant and Misc. Equipment 
Office Furniture & Equipment 
Computers & Software 
Transportation Equipment 
Stores Equipment 
Tools, Shop 81 Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

[AI 
PLANT 

BALANCE 

- 
- 

186,342 
22,916,934 

361,096 
3,865,315 

47,785,285 

5,244,342 
23,636 

1,921,877 
4,039,011 

34,021 
11,089,457 
5,975,575 

78,384 
353,645 

2,295,565 
403,174 

173.522 

114,250 
24,941 
41,148 
76,238 

369,323 
1,871,104 

109,244,187 
Less: Non Depreciable Plant 
Land and Land Rights $ 186,342 
Net Depreciable Plant and Dep. Amount $ 109,057,845 

Amortization of ClAC at Company's Rate $ 12,745,332 
Staff Recommended Depreciation Expense 
Company Proposed Depreciation Expense 
Staff Adjustment 

[BI 
DEPRECIATION 

RATE 

0.00% 
0.00% 
0.00% 
3.33% 
5.00% 
2.00% 

2.00% 
2.00% 

10.00% 
10.00% 
2.00% 
8.33% 
3.33% 

12.50% 
2.50% 
2.50% 
5.00% 
5.00% 
3.33% 
6.67% 
6.67% 

20.00% 
20.00% 
4.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 
5.00% 

2.00% 

3.1598% 

PI 
DEPRECIATION 

EXPENSE 

763,134 
18,055 
77,306 

955,706 

104,887 
2,364 

- 
63,999 

504,876 
851 

277,236 
298,779 

3,919 
11,776 

153,114 
26,892 

34,704 

5,713 
2,494 
2,057 
7,624 

36,932 
93,555 

3,445,973 

- 

$ 3,445,973 

$ 402,723 
$ 3,043,250 
$ 3.519.422 
$ (476,171) 

References: 

Proposed Rates per Staff Engineering Report 
Col [A] times Col [B] 

Col [A] Schedule GWB-4 
Col [B] 
Cot [C] 



Global Water-Palo Verde Sewer 
Docket No. SW-20445A-124310 
Test Year Ended December 31,2011 

OPERATING INCOME ADJUSTMENT #5 - INCOME TAXES 

LINE 
- NO. 

I 

Schedule GWB-17 

[AI s31 [Cl 
COMPANY STAFF STAFF 

DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

Income Taxes 5 682,693 5 491,345 $ 1,174,037 

References: 
Column (A), Company Schedule C-2 
Column (8): Testimony GWB 
Column (C): Column (A) + Column (B), 

see also Sch. GWB-2. line 48 



Global Water-Palo Verde Sewer 
Docket No. SW-20445A-12-0310 
Test Year Ended December 31,201 I 

LINE 
NO. DESCRIPTION 

OPERATING INCOME ADJUSTMENT ##6 - PROPERTY TAX EXPENSE GRCF COMPONENT 

STAFF STAFF 
AS ADJUSTED RECOMMENDED 

Schedule GWB-18 

13,257,121 
39,322,584 39,472,177 

3 3 
13,107,528 13,157,392 

2 2 
26,215,056 26,314,785 

1,648,165 1,648,165 
7,190 7,190 

27,856,03 1 27,955,760 
21 .O% 21 .O% 

5,849,767 5,870,710 
18.1900% 18.1900% 

$ 1,064,073 
$ 1,064,073 
$ 0 

$ 1,067,882 
1,064,073 $ 

si 3.81 0 

23 Increase in Property Tax Due to Increase in Revenue Requirement (Line 22) 
24 Increase in Revenue Requirement 
25 Increase in Property Tax Per Dollar increase in Revenue (Line 23 / Line 24) 

REFERENCES: 
Line 15: Composite Tax Rate, per Company 
Line 18: Company Schedule C-I , Line 36 

$ 3,810 
$ 149,593 

2.54660% 



Global Water -Water Utility of Northern Scottsdale 
Docket No. W-0372OA-12-0311 
Test Year Ended December 31,201 1 

DIRECT TESTIMONY OF GERALD BECKER 

TABLE OF CONTENTS TO SCHEDULES : 

SCH # 

GWB- 
GWB- 
GWB- 
GWB- 
GWB- 
GWB- 
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GWB- 
GWB- 
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GWB- 
GWB- 
GWB- 
GWB- 
GWB- 

TITLE 
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2 GROSS REVENUE CONVERSION FACTOR 

4 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 
5 NOTUSED 
6 NOTUSED 
7 NOTUSED 
8 NOTUSED 
9 NOTUSED 

3 RATE BASE - ORIGINAL COST 

10 OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED 
11 SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR 
12 OPERATING INCOME ADJUSTMENT # I  - BAD DEBT EXPENSE 
13 OPERATING INCOME ADJUSTMENT #2 - RATE CASE EXPENSE 
14 NOTUSED 
15 NOTUSED 
16 OPERATING INCOME ADJUSTMENT #3 - DEPRECIATION EXPENSE 
17 OPERATING INCOME ADJUSTMENT #4 - INCOME TAXES 
18 OPERATING INCOME ADJUSTMENT #5 - PROPERTY TAX EXPENSE GRCF COMPONENT 



Global Water - Water Utility of Northern Scottsdale 
Docket No. W43720A-124311 
Test Year Ended December 31,2011 

Schedule GWB-1 

REVENUE REQUIREMENT 

LINE 
- NO. DESCRIPTION 

1 Adjusted Rate Base 

2 Adjusted Operating Income (Loss) 

3 Current Rate of Return (L2 / L1) 

4 Required Rate of Return 

5 Required Operating Income (L4 L l )  

Current Operating Margin (Sch.C.1) 

6 Iperating Income Deficiency (L5 - L2) 

7 Gross Revenue Conversion Factor 

8 Required Revenue Increase (L7 L6) 

9 Adjusted Test Year Revenue 

10 Proposed Annual Revenue (L8 + L9) 

1 I Required Increase in Revenue (YO) 

12 :ate of Retum on Common Equity (%) 

(A) 
COMPANY 
ORIGINAL 

COST 

$ (181,978) 

$ 21,301 

NIA 

NIA 

$ 21,301 

14.44% 

$ 

1.629 

$ 

$ 147.513 

$ 147,513 

0.00% 

10.00% 

(B) 
COMPANY 

FA1 R 
VALUE 

$ (181,978) 

$ 21,301 

N/A 

NIA 

$ 21.301 

14.44% 

$ 

1.629 

$ 

$ 147,513 

$ 147.513 

0.00% 

10.00% 

(C) 
STAFF 

ORIGINAL 
COST 

$ (181,978) 

$ 23,472 

N/A 

NIA 

$ 23,472 

15.91% 

$ 

1.629 - 
$ 147,513 

$ 147,513 

0.00% 

(D) 
STAFF 
FA1 R 

VALUE 

(1 81,978) 

23,472 

NIA 

NIA 

23,472 

15.91% 

1.629 

I$ 1 
$ 147,513 

t 147,513 

0.00% 

References: 
Column [A]: Company Schedule A-I 
Column (B): Company Schedule A-1 
Column (C): Company Schedules A-I, A-2, 8 D-I 
Column (C): Staff Schedules GWB-2, GWBJ, and GWB-10 



Global Water - Water UUllty of Northern Scottadale 

Test Year Ended December 31,2011 
Docket NO. WQ372OA-12-0311 

Test Year 

LINE 
!!!Q 

GROSS REVENUE CONVERSION FACTOR 

Schedule OW52 

DFSCRIPTION 

Of Gross Revenue ConversiDn Factor, 
1 Revenue 
2 UnwlledbJeFador(Llne11) 
3 Revenues ( L 1 ~  L2) 
4 Combined Federal and State lnwme Tax and Pmperty Tax Rate (Line 23) 
5 Subtotal (L3 - L4) 
6 Revenua Convenh Factor (Ll I LS) 

BMalion of U 
7 Unity 
8 Combhed Fedeml and State Tax Rate (Lw 17) 
9 One Minus Combii l m e  Tax Rate (L7 - L8 ) 
10 Uncollediblefme 
11 UncdlecliMe Factor (L9 * LlO ) 

-lam of Efeihe Tax Rat% 
12 Opera l i  l m  Before Taxes (Arizona TexaMe Income) 
13 ArirDna State lnmme Tax Rate 
14 FederalTaxablelncDme(L12-Ll3) 
15 App!icable Feded Income Tax Rate (h 44) 
16 Effedive Fedem! Income Tax Rate (L14 x L15) 
17 Combined Federal and State Income Tax Rate (L13 +L16) 

B l a n  of E m  pn~cej-ly Tax Factor 
18 unily 
19 Combined Federal and State lnwrna Tax Rate (L17) 
20 one  inu us Combined h m e   ax Rate (LiaLis) 
21 Property Tax Fador (GWE-18, L25) 
22 Effective Property Tax Fa- (DO'L21) 
23 ComMned Federal and State l m  Tax and Property Tax Rate (L17+L22) 

24 Required Operaw Income (Schedule GWB1, U n  5) 
25 AdiustedTesl Year Oprraling Income (Loss) (Schedule GWB-10. L i  36) 
26 Required Increase in Operal'hg Income (L24 - U5) 
27 Imme Taxes on R e m n d e d  Revenue (Col. (C). Lu)) 
26 l m e  Taxes on Test Year Revenue (Col. (A), L48) 
29 Required Inuease in Revenue to Provide for lnwme Taxes (L27 - L28) 

30 Raquired Revenue lmrease (Schedule GWB1. Line 8) 
31 Uncdkctible Rate (Une 10) 
32 UncoRectible Expense on Recommended Revenue (L30 L31) 
33 Adjusted Test Year UncoilactiMe Expense - N/A 
34 Requlred Increase in Revenue to Pmvide for UnwltactiMe Exp. 

35 Pmperty Taxwith Recommended Revenue (GWB-18. Lne 21) 
36 P m  Tax on Test Year Revenue (GWB-18. Col A, L19) 
37 I m a s e  in Property Tax Dw to Increase in Revenue (L35L36) 

38 Total Required h m s e  in Revenue (LE + L29 + L34+ L37) 

W a r n  l- Tax: 
39 Revenue (Sch GWE-10. Col.(C) L4. GWB-1. Col. (D). L10) 
40 Operating Expenses Exduding h m e  Taxes 

42 Arizona Taxable Income (W9 - L40 - L41) 
43 Arizona State Income Tax Rate 
44 Mona Income Tax (L42 x L43) 
45 Federal Taxabk l n m e  (L42 - L44) 
46 FederalTax 
47 Total Fedecal lnwme Tax 
48 Combined Federal and State l m  Tax &43 + L47) 

50 Fffective Tax Rate 

41 syluhmed interest (L53) 

. .  &Q&tion Oflnterest Svnchmnuahon~ 
51 Rate Base (Schedule GWB-3. Cot. (C). Line 18) 
52 Weighted Averape Cost of Debt 
53 Syluhrniued IrItePA (L50 X L51) 

100.0000% 
38.5989% 
61.4011% 

1.0000% 
0.61401% 

100.0000% 
6.9680% 

93.0320% 
34.0000% 
31.6309% 

38.5989% 

6.966% 
100.0000% 

6.9680% 
93.0320% 

0.0000% 
38.5969% 

$ 23,472 
s 23,472 
s - s  
s 43,546 
0 14,755 
s 28.792 $ 28.792 

s 
s 

1 .OOOO% 

s 
0 

0 3.104 
$ 3,104 

0 

$ 28.792 

147,513 
109,286 

6.9680% 
2,664 

35.564 
s 12.092 

14,755 

Recommended 

34,692 

112.821 
6.9680% 

7.861 
0 104,960 
s 35.686 

s 43.548 

NIA 



Global Water -Water Utility of Northern Scottsdale 
Docket No. W-03720A-12-0311 
Test Year Ended December 31,2011 

Schedule GWB-3 

RATE BASE - ORIGINAL COST 

LINE - NO. 

(A) (B) (C) 
COMPANY STAFF 

AS STAFF AS 
FILED ADJUSTMENTS ADJUSTED 

I Plant in Service $ 1,921,063 $ $ 1,921,063 
2 Less: Accumulated Depreciation (424,824) (424,824) 
3 Net Plant in Service $ 1,496,239 $ $ 1,496,239 

LESS: 

4 Contributions in Aid of Construction (CIAC) $ $ $ 
5 Less: Accumulated Amortization 
6 Net ClAC 

7 Advances in Aid of Construction (AIAC) 1,824,411 1,824,41 I 

8 Imputed Reg AIAC 

9 Imputed Reg ClAC 

10 Accumulated Deferred Income Tax Credits 

Customer Meter Deposits 10,765 10,765 

I 1  Accumulated Deferred Income Tax Debits 9,246 9,246 

12 Cash Working Capital 

13 Deferred Compensation 

14 ClAC 

483 483 

232 232 

146,998 15 Fixed Asset Depreciation 146,998 

16 Deferred Debits 

17 Purchase Wastewater Treatment Charges 

18 Original Cost Rate Base $ (181,978) $ $ (181,978) 

References: 
Column (A), Company Schedule B-2 
Column (B): Schedule GWB-4 
Column (C): Column (A) + Column (B) 



Global Water - Water Utility of Northern Scottsdale 
Docket No. W-03720A-12-0311 
Test Year Ended December 31,201 1 

Schedule GWB-4 

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

LINE 
- NO. 

ACCT. 
- NO. DESCRIPTION 

Reclassifications 
ADJ #1 

Per Testimony 
COMPANY 
AS FILED 

STAFF 
ADJUSTED 

PLANT IN SERVICE: 
303 Land and Land Rights 
304 Structures and Improvements 
307 Wells and Springs 
309 Supply Mains 
31 0 Power Generation Equipment 
31 1 Pumping Equipment 
320 Water Treatment Equipment 
320.1 Water Treatment Plant 
320.2 Solution Chemical Feeders 
330 Distribution Reservoirs and Standpipes 
330.1 Storage Tanks 
330.2 Pressure Tanks 
331 Transmission and Distribution Mains 
333 Services 
334 Meters and Meter Installations 
335 Hydrants 
336 Backflow Prevention Devices 
339 
340 Office Furniture and Equipment 
341 Transportation Equipment 
343 
344 Laboratory Equipment 
345 Power Operated Equipment 
346 Communication Equipment 
347 Miscellaneous Equipment 
348 Other Tangible Plant 

Other Plant and Miscellaneous Equipment 

Tools, Shop and Garage Equipment 

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 

s 30,374 
20,000 

130,000 

$ $ 30,374 
20,000 

130,000 

216,158 
377 

216,158 
0 

377 

0 
182,972 

1,155,497 
60,047 
1 1,303 

108,312 
775 

2,390 

(377) 
377 

182,972 (1 82,972) 
182,972 

1,155,497 
60,047 
11,303 

108,312 
775 

2,390 

5 15 515 

27 390 Office Furniture 81 Equipment 2,343 2,343 
28 Total Plant in Service 1,921,063 1,92 1,063 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
48 
49 
50 
51 

Accumulated Depreciation 
Net Plant in Service 

(424,824) (424,8241 
$ 1,496,239 $ 1,496,239 

LESS: 
Contributions in Aid of Construction (CIAC) 

Less: Accumulated Amortization 
Net ClAC (L63 - L64) 

Advances in Aid of Construction (AIAC) 
Customer Meter Deposits 
- ADD: 
Meter deposits 
Bad Debt 
Deferred Compensation 
ClAC 
Fixed asset depreciation 
Prepayments 

$ $ 

1,824,411 
10.765 

1,824,411 
10,765 

9,246 
483 
232 

1 46,998 

9,246 
483 
232 

146,998 

Original Cost Rate Base $ (181,978) $ $ (1 81,978) 



Global Water -Water UUlity of Northern Scottsdale 

Test Year Ended December 31,2011 
Docket No. W43720A-124311 

Schedule GWB-10 

OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED 

LINE u PESCRIPTION 

1 Metered Water Sales 
2 Water Sales - Unmetered 
3 Other Operating Revenue 
4 Total Operating Revenues 

5 
6 
7 61 0 Purchased Water 
8 615 Purchased Power 
9 
10 618 Chemicals 
11 620 Materials and Supplies 
12 620.08 Materials and Supplies 
13 621 Office Supplies and Expanse 
14 630 Outside Services 
15 635 Contractual Services - Testing 
16 636 Contractual Services - Other 
17 641 Rental of BuildingReaI Property 
18 642 Rental of Equipment 
19 650 Transportation Expenses 
20 657 Insurance -General Liability 
21 659 Insurance - Other 
22 660 Advertisino k n s e  

601 Salary and Wages - Employees 
604 Employee Pensions and Benefits 

616 Fuel for Power Production 

[AI PI 
COMPANY STAFF 

TEST YEAR TEST YEAR 
ADJUSTMENTS 

5 5 
145,963 

1,550 
8 147,513 

5 19,787 

10,050 

1.286 
(779) 

1,494 
4,483 

728 

504 

5 

S 

1,508 
475 
664 

23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 

666 RegulatoCCommission Expense - Rat1 
667 Rate Case Expense (247) 
670 Bad Debt Expense 1,003 
675 Miscellaneous Expenses 4,137 
403 Depreciation Expense 64,552 (4,292) 
403 Depreciation Expense - ClAC h o b  326 
408 Taxes Other Than Income 3.104 
408.11 Property Taxes 
409 Income Taxes 13,391 1,365 
Total Operating Expenses 126.21 2 (2,171) 
Operating Income (Loss) 8 21,301 S 2,171 

References: 
Column (A): Company Schedule C-1 
Column (B): Schedule GWB 11 
Column (C): Column (A) + Column (B) 
Column (D): Schedules GWB 2, Lines 2 9 , s  and 37 
Column (E): Column (C) + Column (D) 

502 

[Cl PI [El 
STAFF 

TEST YEAR STAFF 
AS RECOMMENDED STAFF 

ADJUSTED CHANGES RECOMMENDED 

5 5 .$ 
145,963 145,963 

1,550 1,550 
S 147.513 5 5 147,513 

5 19.787 

10,050 

1,286 
(779) 

1,494 
4,483 

728 

504 

1,508 
475 
664 

502 
(247) 

1,003 
4,137 

60.260 
326 

3,104 

14,755 
124,041 

5 23,472 

5 8 19,787 

10,050 

1,286 
(779) 

1,494 
4,483 

728 

504 

1,508 
475 
664 

502 

1,003 
4,137 

60,260 
326 

3,104 

(247) 

14,755 
124,041 

5 23,472 
P 

I 



Global Water -Water Utility of Northern Scotadale 
Docket No. W-0372OA-I 2-031 1 
Test Year Ended December 31,2011 

SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR 

LINE 
- NO. DESCRIPTION COMPANY 

AS FILED 
Revenues 

1 Metered Water Sales 145,963 
2 Water Sales - Unmetered 
3 Other Operating Revenue 1,550 
4 Total Operating Revenues $ 147,513 

Operating Expenses 
5 601 Salary and Wages - Employee: 
6 604 Employee Pensions and Benefi 
7 610 Purchased Water 
8 615 Purchased Power 
9 616 Fuel for Power Production 

10 61 8 Chemicals 
I 1  620 Materials and Supplies 
12 620.08 Materials and Supplies 
13 621 Office Supplies and Expense 
14 630 Outside Services 
15 635 Contractual Services - Testing 
16 636 Contractual Services - Other 
17 641 Rental of BuildinglReal Propert 
18 642 Rental of Equipment 
19 650 Transportation Expenses 
20 657 Insurance - General Liability 
21 659 Insurance - Other 
22 660 Advertising Expense 
23 666 Regulatory Commission Expen 
24 667 Rate Case Expense 
25 670 Bad Debt Expense 
26 675 Miscellaneous Expenses 
27 403 Depreciation Expense 
28 403 Depreciation Expense - ClAC I 
29 408 Taxes Other Than Income 
30 408.1 1 Property Taxes 

19,787 

10,050 

1,286 
(779) 

1,494 
4,483 

728 

504 

1,508 
475 
664 

502 

4,137 
64,552 

326 
3,104 

31 409 Income Taxes 13,391 
32 Total Operating Expenses $ 126.212 
33 Operating Income $ 21,301 

[BI 

Bad Debts Exp 
ADJ # I  
GWB-12 

$ 

$ 

1,003 

$ 1,003 
$ (1,003) 

Schedule GWB-11 

[Dl IC1 IF1 [HI 
Rate Case 
EXP Deprec. Exp Income Taxes 

ADJ #2 ADJ #3 ADJ #4 STAFF 
GWB-14 GWB-16 GWB-17 ADJUSTED 

145,963 

1,550 
$ $ -  $ $ 147,513 

(247) 

(4,292) 

$ (247) $ (4,292) 
$ 247 $ 4,292 

$ 19,787 

10,050 

1,286 
(779) 

1,494 
4,483 

728 

504 

1,508 
475 
664 

502 

1,003 
4,137 

60,260 
326 

3,104 

1,365 14,755 
$ 1,365 $ 124,041 
$ (1,365) $ 23,472 

(247) 



Global Water -Water Utility of Northern Scottsdale 
Docket No. W-0372OA-12-031 I 
Test Year Ended December 31,201 1 

Schedule GWB-12 

OPERATING INCOME ADJUSTMENT #1- BAD DEBT EXPENSE 

[CI 
STAFF 

PI 
STAFF 

[AI 
LINE COMPANY 
- NO. DESCRl PTlON PROPOSED ADJUSTMENTS RECOMMENDED' 

1 $ - $  1,003 $ 1,003 

References: 
Column (A), Company Workpapers 
Column (B): Testimony GWB 
Column (C): Column (A) + Column (B), Per Co Response 

to Staff DR 5.8 

Adjusted Test Year Revenues (Sch C-2) 
Bad Debt Expense Rate, per Staff 
Expected Bad Debt Expense 
Co Proposed 

$ 147,513 
0.68% 

$ 1,003 



OPERATING INCOME ADJUSTMENT #2 - U A E  CASE EXPENSE 

LINE 
u 

1 

2 

3 
4 
5 
6 
7 

8 
9 
10 
11 
12 

13 
14 

15 
16 
17 
18 
19 

20 

Schedule G W 1 3  

PI IBl R 
COMPANY STAFF STAFF 

PFSCRtPTION PROPOSFR A m  RECOMMENDEQ 

t 5 0 2 5  0 247 S 255 

Company Proposed Rate 
Case Expense 

TOM PaloVde SanIaCrur TowDivisb WllowVafley Tonopah Buckeye WUNS 

Allocation Pemntages 39.86% 40.32% 13.45% 3.78% 0.82% 1.58% 0.19% 

Desert Mounleil Anam 
Sel-VkeS I 122m3 I 48.652 s 4Q.218 $ 18.420 S 4,515 I W6 I %,SZl $ 2% 

Roshka DewuH& Palten, PLC $ 370,303 s 1477587 s 149513 I 4B,814 I 14.004 S 3,021 I 5.- I 700 
UImmLCompanyPC s 78.809 I '31.412 S 31.777 I l 0 . W  I 2.980 5 6C3 I 1244 I 151 
TOW s 787.174 I 313,756 I 317.402 S 105.893 I 29.788 S 0.421 S 12,427 I 1 .we 

Amortization over 3 years: 
Year 1 I m2.391 S 104,585 S 105.8001 I 3SZQ8 I 9.923 S 2,140 I 4.142 S 502 
Year 2 s 262.391 S 104.585 I 105.801 S 35,299 S 9$23 $ 2,140 I 4.142 S 502 
Year 3 I 262.391 I 104% S lOS.801 S 35.296 S 9.W3 f 2dQ S 4,142 I 502 
Totals I 7a7.174 s 313.7% s 317.402 I 105.893 I 29.760 S 6,421 S 12,427 I 1 . E a  

hsightComulting.UC s 218.W I 86.094 I 87.005 I 29.057 I 8.160 I 1.762 S 3,410 S 413 

Staff Recommended Rate Cam Expensa 

M p t i o n  Tots1 Pmoverde snts C n u  Tan- WillowWlq TOnOph Buclap W N S  

StaffReawmMndedAmounI s 4W.000 I 159.434 I 101287 I 53.809 I 15.127 S 3.253 I 6.315 I 765 

Amwhzabon: . .  
Yeat 1 I 133.333 I 53,145 I 53.762 I 17.930 I 5.042 I 1 . W  I 2.105 I 255 
Year2 I 133233 I 53,145 s 53,762 I 17.8% I 5.042 I 1,- I 2.105 I 255 

Y W  3 I 133.333 s 53,145 I 53.702 S 17,839 S 5,MZ S 1 . W  I 2.105 I 255 

Adjustment Total. by System s (12S.oSS) I (51.441) I (52,038) I (17361) I ( 4 . W  I (1,053) I (2.037) I v 4 n  

Totals s 4 W . W  I 313,756 S 317,402 I 105693 S 2%7S I 8.421 I 12.427 I 1.5M 

References: 
Column (A). Canpany Workpapers 
Cdumn(B):Line2Ofc+rea~efyatem 
Column (C): Line 16 for respective system 



Global Water - Water Utllity of Northern Scoltsdale 
Docket No. W43720A-124311 
Test Year Ended December 31,2011 

Schedule GWB-16 

OPERATING INCOME ADJUSTMENT #3 - DEPRECIATION EXPENSE 

LINE ACCT. 
- NO. __ NO. 

PLANT IN SERVICE: 
1 303 
2 304 
3 307 
4 309 
5 310 
6 311 
7 320 
8 320.1 
9 320.1 
10 320.2 
11 330 
12 330.1 
13 331 
14 333 
15 334 
16 335 
17 336 
18 339 
19 340 
20 341 
21 343 
22 344 
23 345 
24 346 
25 347 
26 348 
27 390 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 

DESCRIPTION 

Land and Land Rights 
Structures and Improvements 
Wells and Springs 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Solution Chemical Feeders 
Distribution Reservoirs and Standpipes 
Storage Tanks 
Pressure Tanks 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Ofice Furniture and Equipment 
Transportation Equipment 
Tools, Shop and Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
Office Furniture & Equipment 

Less: Non Depreciable Plant 
Land and Land Rights 
Net Depreciable Plant and Depreciation Amounts 

Amortization of ClAC at Company's Rate 
Staff Recommended Depreciation Expense 
Company Proposed Depreciation Expense 
Staff Adjustment 

~~~~ ~~ 

References: 

Proposed Rates per Staff Engineering Report 
Col [A] times Col [B] 

Col [A] Schedule GWB-4 
Col [B] 
Col [C] 

[AI 
PLANT 

BALANCE 

$ 30,374 

$ 130,000 
$ 20,000 

$ 
$ 

$ 0 
$ 377 
$ 
$ 0 

$ 

$ 216,158 

$ 182,972 

$ 1,155,497 
$ 60,047 
$ 11,303 
$ 108,312 

$ 2,390 
$ 775 

$ 
$ 

$ 
$ 
$ 
$ 
$ 

s 515 

$ 2,343 
1,921,063 

$ 30,374 
$ 1,890,689 

$ 

[BI 
DEPRECIATION 

RATE 

0.00% 
3.33% 
3.33% 
2.00% 
5.00% 

12.50% 
0.00% 

3.33% 
20.00% 

2.22% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 

20.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 
5.00% 
5.00% 

3.2044% 

IC1 
DEPRECIATION 

EXPENSE 

666 
4,329 

27,020 

0 

23,110 
2,000 

942 
2,166 

52 
159 

26 

117 
60.586 

$ 60,586 



Global Water - Water Utility of Northern Scottsdale 
Docket No. WO372OA-124311 
Test Year Ended December 31,201 1 

Schedule GWB-17 

OPERATING INCOME ADJUSTMENT #4 - INCOME TAXES 

P I  [CI 
STAFF 

[AI 
LINE COMPANY STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 Income Taxes $ 13,391 $ 1,365 $ 14,755 

- 

References: 
Column (A)* Company Schedule C-2 
Column (B): Testimony GWB 
Column (C): Column (A) + Column (B), 

see also Sch. GWB-2, line 48 



Global Water -Water Utility of Northern Scottsdale 
Docket No. W4372OA-124311 
Test Year Ended December 31,2011 

LINE 
NO. 

Schedule GWB-I8 

STAFF STAFF 
DESCRIPTION 

OPERATING INCOME ADJUSTMENT #5 - PROPERTY TAX EXPENSE GRCF COMPONENT 

2 Weight Factor 2 2 
3 Subtotal (Line 1 Line 2) 295,027 295.027 
4 Staff Adjusted Test Year Revenues - 201 1 147,513 
5 Staff Recommended Revenue 147,513 
6 Subtotal (Line 4 + Line 5) 442,540 442,540 
7 Number of Years 3 3 
8 Three Year Average (Line 5 I Line 6) 147,513 147.513 
9 Department of Revenue Mutilplier 2 2 
10 Revenue Base Value (Line 7 * Line 8) 295,027 295,027 
11 Plus: 10% of CWlP 
12 Less: Net Book Value of Licensed Vehicles 
13 Full Cash Value (Line 10 + Line 11 - Line 12) 295,027 295,027 
14 Assessment Ratio 21 .O% 21.0% 
15 Assessment Value (Line 13 Line 14) 61,956 61,956 
16 Composite Property Tax Rate 5.01 00% 5.0100% 
17 Staff Test Year Adjusted Property Tax Expense (Line 15 * Line 16) $ 3,104 
18 Company Proposed Property Tax $ 3.104 
19 Staff Test Year Adjustment (Line 17 - Line 18) 
20 Property Tax on Staff Recommended Revenue (Line 15 Line 16) $ 3,104 
21 Staff Test Year Adjusted Property Tax Expense (Line 17) $ 3,104 
22 Increase in Property Tax Due to Increase in Revenue Requirement 

, $  

t 

23 Increase in Property Tax Due to Increase in Revenue Requirement (Line 22) 
24 Increase in Revenue Requirement 
25 Increase in Property Tax Per Dollar Increase in Revenue (Line 23 I Line 24) 

REFERENCES: 
Line 15: Composite Tax Rate, per Company 
Line 18: Company Schedule C-1, Line 36 



Water Utility of Greater Tonopah, Inc. 

Test Year Ended December 31,201 I 
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DIRECT TESTIMONY OF GERALD BECKER 
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13 OPERATING INCOME ADJUSTMENT #2 - BAD DEBT EXPENSE 
14 OPERATING INCOME ADJUSTMENT #3 - RATE CASE EXPENSE 
15 NOT USED 
16 OPERATING INCOME ADJUSTMENT #4 - DEPRECIATION EXPENSE 
17 OPERATING INCOME ADJUSTMENT#5 - INCOME TAXES 
18 OPERATING INCOME ADJUSTMENT #6 - PROPERTY TAX EXPENSE GRCF COMPONENT 



Water Utility of Greater Tonopah, Inc. 

Test Year Ended December 31,2011 

REVENUE REQUIREMENT 

W42450A-124312 
Schedule GWB-1 

LINE - NO. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

DESCRIPTION 

Adjusted Rate Base 

Adjusted Operating Income (Loss) 

Current Rate of Return (L2 I L l )  

Required Rate of Return or Operating Margin 

Required Operating Income (L4 L1) 

Operating Income Deficiency (L5 - L2) 

Gross Revenue Conversion Factor 

Required Revenue Increase (L7 L6) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L8 + L9) 

Required Increase in Revenue (%) 

Rate of Return on Common Equity (%) 

(A) 
COMPANY 
ORIGINAL 
- COST 

2,206,816 

(175,170) 

-7.94% 

10.72% 

236,637 

41 1,807 

1.6451 

677.458 

207,705 

885,163 

326.16% 

11.44% 

(B) 
COMPANY 

FAIR 
VALUE 

2,206,816 

(175.1 70) 

-7.94% 

10.72% 

236.637 

41 1.807 

1.6451 

677,458 

207.705 

885.163 

326.1 6% 

11.44% 

(C) 
STAFF 

ORIGINAL - COST 

$ (259.561) 

$ (78,593) 

30.28% 

10.00% 

$ 40,786 

$ 1 19,379 

1.6752 

j s  199,983 1 
$ 207.705 

$ 407.689 

96.28% 

9.40% 

(D) 
STAFF 
FAIR 

VALUE 

$ (259,561) 

5 (78,593) 

30.28% 

10.00% 

$ 40.786 

$ 1 19.379 

1.6752 

1s  199,983 1 
$ 207,705 

$ 407,689 

96.28% 

9.40% 

References: 
Column [A]: Company Schedule A-1 
Column (6): Company Schedule A-1 
Column (C): Company Schedules A-1, A-2, 8 D-1 
Column (C): Staff Schedules GWB-2, GWB-3. and GWB-10 



Water UUllty of Greater Tonopah, Inc. 

Test Year Ended December 31,2011 
W-02-A-124312 

Schedule GWB-2 

GROSS REVENUE CONVERSION FACTOR 

LINE (A) - 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 

PESCRIPTION 

Calculation of G m s  Revenue C o n v e M  Factor 
Revenue 100.0000% 
Uncolleable Factor (Line 11) 0.6570% 
Revenues (Ll - L2) 99.3430Yo 
Combined Federal and State Income Tax and Property Tax Rate (Line 23) 39.6485% 
Subtotal (L3 - L4) 59.6945% 
Revenue Convenlon Factor (Ll I L5) 1.675195 

Calculation of Uncdlecttibte Factor: 
Unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rale (L7 - L8 ) 
Uncollectible Rate 
Uncollectible Factor (L9 * L10 ) 

Calculafion of Effecfive Tax Rate: 
Operating Income Before Taxes (Arizona Taxable Income) 
Arizona State Income Tax Rate 
Federal Taxable Income (L12 - L13) 
Applicable Federal Income Tax Rate (Line 44) 
Effective Federal Income Tax Rate (Ll4 x L15) 
Combined Federal and State Income Tax Rate (L13 +L16) 

&lculation of Fffective Prooertv Tax Factor 
Unity 
Combined Federal and State Income Tax Rate (L17) 
One Minus Combined Income Tax Rate (L18-Ll9) 

100.0000% 
38.5989% 
61.401 1% 

1.0700% 
0.6570% 

100.00002 
38.5989% 
61.4011% 

Property Tax Factor (GWE-18. L25) 
Effective Pmperty Tax Fador (L20'L21) 
Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 

1.7094% 
1.0496% 

39.6485% 

Required Operating Income (Schedule GWB-1. Line 5) $ 40,786 

Required Inaease in Operating Income (L24 - L25) $ 119,379 

Income Taxes on Rewmmended Revenue (Col. (C). L48) 0 31,350 
Income Taxes on Test Year Revenue (Col. (A). L48) $ (43,696) 
Required Increase in Revenue to Provide for Income Taxes (U7 - L28) 

AdjustedTest Year Operating Income (Loss) (Schedule GWB-10, Line 36) 0 (78,593) 

$ 75.046 

Required Revenue Increase (Schedule GWB-1, Line 8) $ 199,983 

Adjusted Test Year Uncollectible Expense - NIA 

1.0700% 
Uncollectible Expense on Recornmended Revenue (L30 * L31) $ 2,140 

Required lnuease in Revenue to Provide for Uncollectible Exp. 

Uncollectible Rate (tine 10) 

t 
$ 2,140 

Property Tax with Recommended Revenue (Gwa-18, Line 21) $ 14,673 
Pmperty Tax on Test Year Revenue (GWB-18, Col A, Ll9) $ 11,254 
Increase in Property Tax Due to Increase in Revenue (L35-L36) 

Total Required Increase in Revenue (LZ6 + L29 + L34+ W7) 

$ 3.41 9 

5 199,983 

CakuIation of Income Tax: 
39 Revenue (Sch GWB-10, Col.(C) L4, GWB-1, Col. (D), L10) 
40 Operating Expenses Excluding Income Taxes 
41 Synchronized Interest (L53) 
42 Arizona Taxable Income (L39 - L40 - L41) 
43 Arizona State Income Tax Rate 
44 Arizona Income Tax (L42 x L43) 
45 Federal Taxable Income (L42 - L44) 
46 FederalTax 
47 Total Federal Income Tax 
48 Combined Federal and State Income Tax (L43 + L47) 

50 Fffective Tax Rate 

p 
51 Rate Base (Schedule OWE-3, Cot. (C), Line 18) 
52 Weighted Average Cost of Debt 
53 Synchronized Interest (L50 X L51) 

Test Year 
Recommended 

207,705 
329,994 335,553 

9.085 

35,608 
43,696 

(259,561) 

9,085 
81,221 

6.9680% 
5.659 

75,561 
25,691 
25,691 



Water Utility of Greater Tonopah, Inc. 

Test Year Ended December 31,2011 
W92450A-12-0312 

RATE BASE - ORIGINAL COST 

LINE 
- NO. 

1 
2 
3 

4 
5 
6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Service 

- LESS: 

Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amortization 

Net ClAC 

Advances in Aid of Construction (AIAC) 

Imputed Reg AIAC 

Imputed Reg ClAC 

Accumulated Deferred Income Tax Credits 

Customer Meter Deposits 

Accumulated Deferred Income Tax Debits 

Cash Working Capital 

Prepayments 

Supplies Inventory 

Projected Capital Expenditures 

Deferred Debits 

Purchase Wastewater Treatment Charges 

Original Cost Rate Base 

References: 
Column (A), Company Schedule 6-2 
Column (B): Schedule GWB-4 
Column (C): Column (A) + Column (6) 

Schedule GWB-3 

(C) 
STAFF 

(A) (B) 
COMPANY 

AS STAFF AS 
FILED ADJUSTMENTS ADJUSTED 

$ 5,766,393 $ 0 $ 5,766,394 
1,863,416 

$ 3,902,977 $ 0 $ 3,902,978 
1,863,416 

$ 73,118 $ 3,315,024 3,388,142 
13,653 848,646 862,299 
59,465 2,466,378 2,525,843 

I ,619,985 

27,797 

22.030 

33,116 

$ 2,206,816 $ (2,466,378) 

1,619,985 

27,797 

22,030 

33,116 

- 

$ (259,561) 



Water Utility of Greater Tonopah, Inc. 

Test Year Ended December 31,2011 
W-0245OA-124312 

Schedule GWB-4 

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

LINE rn 

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 

ACCT. 
- NO. DESCRIPTION 

PLANT IN SERVICE: 
303 
304 
307 
309 
310 
31 1 
320 
320.1 
320.2 
330 
330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 
341 
343 
344 
345 
346 
347 
348 

Land and Land Rights 
Structures and Improvements 
Wells and Springs 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 

Water Treatment Equipment 
Water Treatment Plant 
Solution Chemical Feeders 
Distribution Reservoirs and Standpipes 
Storage Tanks 
Pressure Tanks 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture and Equipment 
Transportation Equipment 
Tools, Shop and Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 

[AI 

COMPANY 
AS FILED 

$ 177,430 
47,677 

299,601 

1,787,637 
1,626,520 

228.655 

890.943 
43,069 

147,178 
38,386 
5,894 
5,427 

1,977 
663 
838 

12,408 
5,210 

PI [Cl 
Per Per 

ADJ # I  ADJ #2 
GWB-5 G W W  

Testimony Armstrong Testimony 

$ - $  

(1,626.520) 
1,625,072 

1,448 
(228,655) 
103,612 
125,043 

Other Tangible Plant 446,880 
Total Plant in Service 5,766,393 0 

Accumulated Depreciation 1,863,416 
Net Plant in Service $ 3,902,977 $ O $  

Contributions in Aid of Construction (CIAC) $ 73,118 $ 3,315,024 
Less: Accumulated Amortization 13,653 848,646 

59,465 2,466,378 Net ClAC (L63 - L64) 
Advances in Aid of Construction (AIAC) 
Imputed Reg Advances 
Imputed Reg ClAC 
Accumulated Deferred Income Tax Credits 27,797 
Customer Meter Deposits 22.030 
ADD: 
Accumulated Deferred Income Tax Debits 33,116 
Working Capital Allowance 
Original Cost Rate Base $ 2,206,816 $ 0 $ (2,466,378) 

1,619,985 

STAFF 
ADJUSTED 

8 177,430 
47,677 

299,601 

1.787,637 
0 

1,625,072 
1,448 

103,612 
125,043 
890,943 
43,069 

147.1 78 
38,386 
5,894 
5,427 

1,977 
663 
838 

12,408 
5,210 

446,880 
5,766,394 

1,863,416 
$ 3,902,978 

862,299 
2,525,843 
1,619,985 

27,797 
22,030 

33,116 

$ (259.5611 



Water Utility of Greater Tonopah, Inc. 
WO2460A-12O312 
Test Year Ended D.crmber31,2011 

Schedule GWEIO 

OPERATING INCOME STATEMENT -TEST YEAR AND STAFF RECOMMENDED 

COMPANY STAFF TEST YEAR STAFF 
LINE TEST YEAR TEST YEAR AS RECOMMENDED STAFF 

CHANGES RECOMMENDED DESCRIPTION AS FILED ADJUSTMENTS ADJUSTED r?e 

$ 199,983 $ 199,983 
202,202 1 461 Metered Water Revenue 202,202 

2 460 Unmetered Water Revenue 
3 474 Other Water Revenues 5,503 5.503 5,503 
4 Total Operating Revenues $ 207,705 $ $ 207,705 $ 199,983 $ 407,689 

$ 
202,202 

$ -  $ 

5 601 Salary and Wages - Employees $ 75.753 
6 610 Purchased Water 960 
7 615 Purchased Power 22,407 
8 618 Chemicals 10,522 
9 620 Materials and Supplies 20.175 
10 621 Office Supplies and Expense 3,591 
11  630 Outside Services 26,415 
12 635 Contractual Services - Testing 5,109 
13 
14 641 Rental of BuildinglReal Propert 2,597 

16 657 Insurance - General Liability 1,557 
I7 659 Insurance - Other 269 
18 666 Regulatory Commission Expen: 2,140 
19 670 Bad Debt Expense 4,769 
20 675 Miscellaneous Expenses 7,221 
21 403 Depreciation Expense 380,785 
22 403 Depreciation Expense - ClAC 1 (2,151) 
23 408 Taxes Other Than Income 1,553 
24 408.1 1 Taxes Other Than Income - 11,254 
25 409 Income Taxes (197,785) 
26 Total Operating Expenses 382,875 

636 Contractual Services - Other 

15 650 Transportation Expenses 5,733 

27 Operating Income (Loss) >$o 

References: 
Column (A): Company Schedule C-1 
Column (B): Schedule GWB 11 
Column (C): Column (A) + Column (B) 
Column (D): Schedules GWB 2, Lines 29,34 and 37 
Column (E): Column (C) + Column (D) 

$ 

(245,777) 

154,089 
(96,577) 

$ 96,577 

$ 75,753 
960 

21,529 
10,110 
20,175 
3,591 
26,415 
5,109 

2,597 
5,733 
1,557 
269 

1,088 
2,222 
7,221 

135,008 
(2,151) 
1,553 

1 1,254 
(43,696) 
286,299 

$ (78,593) 

$ 

2.140 

3,419 
75,046 
80,604 

$ 119,379 

$ 75,753 
960 

21,529 
10,110 
20,175 
3,591 
26,415 
5,109 

2,597 
5,733 
1,557 
269 

1,088 
4,362 
7,221 

135,008 
(2,151) 
1,553 
14.673 
31,350 
366,903 

$ 40,786 
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Water Utility of Greater Tonopah, Inc. 

Test Year Ended December 31,201 1 
W-02450A-12-0312 

OPERATING INCOME ADJUSTMENT #I - EXCESS WATER LOSS 

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 

One plus allowable water loss 
One plus actual water loss 
Allowable portion 
Disallowable portion 

Power Expense 
% water pumped in systems greater than 10% loss 
Power Expense, subject to disallowance 
Disallowance 

Chemical Expense 
% water pumped in systems greater than 10% loss 
Chemical Expense, subject to disallowance 
Disallowance 

Allocation of total water and power and chemicals 
by systems with losses greater than 10% 

Water System, Totals 

Garden City, PWS 07-037 
Roseview, PWS 07-082 
WPE # l  , PWS N/A 

Tufte, PWS 07-61 7 
Buckeye Ranch, PWS 07-618 
Dixie, PWS 07-030 
Sunshine, PWS 07-071 

WPE #6, PWS 07-733 

Less Systems < 10% : 
Dixie, PWS 07-030 
Sunshine, PWS 07-071 
Net Systems 10% 

% Power and Chemicals, 
Subject to Disallowance 

Schedule GWB-12 

110.00% 
119.91% 
91.74% 
8.26% 

22,407 
47.40% 
10,621 

$ 878 

10,522 
47.40% 
4,988 

$ 412 

Gallons 
Pumped 

2,848,000 
2,773,000 

600,000 
1,997,000 

456,000 
10,432,000 
4.047.000 

Gallons Sold 

1,933,000 
2,432,000 

256,000 
1,560,000 

403,000 
8,718,000 
3,860,000 

Water loss (Yo) 

32.13% 
12.30% 
57.33% 
21.88% 
11.62% 
16.43% 
4.62% 

17;153;000 16;396]000 4.41 % 
40,306,000 35,558,000 11.78% 

4,047,000 3,860,000 4.62% 
17,153,000 16,396,000 4.41% 
19,106,000 15,302,000 19.91% 

47.40% 

Line 1 : Maximum acceptable level of water losses 
Line 2: Actual level of water losses 
Line 3: Line 2 / line 3 
Line 4: 1 minus line 4 



Water Utility of Greater Tonopah, Inc. 

Test Year Ended December31,2011 
W-02450A-12-0312 

Schedule GWB-13 

OPERATING INCOME ADJUSTMENT #2 - BAD DEBT EXPENSE 

[AI PI [CI 
LINE COMPANY STAFF STAFF 
- NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED* 

1 $ 4,769 $ (2,546) $ 2,222 

References: 
Column (A), Company Workpapers 
Column (B): Testimony GWB 
Column (C): Column (A) + Column (B), Per Co Response 

to Staff DR 5.8 

Adjusted Test Year Revenues GWB-11 
Bad Debt Expense Rate, per Staff 
Expected Bad Debt Expense 
Co Proposed 

$ 207,705 
1.07% 
2,222 



Schedule GWB-14 

OPERATING INCOME ADJUSTMENT IS - RATE CASE EXPENSE 

LINE 

1 

2 

3 
4 
5 
6 
7 

8 
9 
10 
I 1  
12 

13 
14 

15 
16 
17 
18 
19 

20 

Is1 IC1 
STAFF STAFF . [AI 

COMPANY 
DFSCRIPTlOh( PROPOSFD POJUST MEN’S RECOMMFNDED 

s 2.140 I (1,052) S 1 ,MI8 

Total Palo Verde Santa Cruz Town Owision willow Valley Toncpah Buckaya WNS 

Allocation Peranlsger 39.88% 40.32% 13.45% 3.78% 0.82% 1.58% 0.19% 

M Mountain Analy(ica1 
ssrvicen s 122.02.YI s 46.65221 s e.zi7.m s i e . 4 2 0 ~  s 4,615.89 s 88573 s i .m.01 s 233.57 
InsQhl Consullhg. LLC s 216,00000 s m , w 3 7  s 87.09502s 2 9 . m 7 . 0 5 ~  ~ . I M . S S  1 . 7 8 2 ~ ~ ~  3 . 4 0 9 ~ 4 s  41331 
Roshka DBrml6 Patten. PLC s ~70.x1278 s 141,597 14 s 1e0.31z.w s 40.814.39 S 14.m.50 S 3,020.75 s 5.845.71 s 7011.57 
Ullrnann 6 Company P C s 78,808.75 S 31,41189 S a i . 7 7 7 ~  s ~0.s0i.m s 2.w.a s w w  s i . w i o  s 150.80 

TOW s 787.1~.03 s 3i3.7s.78 s 317.402.a s 105.893.~ s 29.7~.25 s 0.42 ia  s 12.4m.50 s I.~M.Z s 7w.174.0a 

Amoctization over 3 years: 
Yea 1 1 m.so1.w s 104,585.28 s i05 .8001~ s 35.297.77 s o.m.75 s z.1404~ s 4 , i a . w  s 5moe 

Year 3 5 2(12.391.Y S 104,58528 S 1Os.MoW S 35.287.77 S 9.Dp.75 S 2140.46 S 4.142.19 S W.C8 
Totals s 781.17403 S 313,755.n S 317.4024S S lffi.W.32 $ 1p.7M25 S 6.421 S S 12.G6.50 S 1.5M.25 

Y e a  2 $ 282.301.34 S 104,585.28 S lO5.80O.W S 35.287.77 S 9.922.75 S 2,140.46 S 4.142.19 S 502.08 

Ammzation: 
Year 1 s 133.33333 s ~ s . i u 6 r  s 53.7m.S I 17.8J845 S 5.oU.21 S 1.C87.67 S 2.104.04 S 25513 
Year 2 s 133.%3333 S 53.1U.61 S 53.762% S 17.QJB.45 S 5.04221 I 1.08767 S 2.10484 S 255 13 
Year 3 s 133,532 33 S 53.144.67 S 53.782.561 17.93.45s 5 , 0 4 2 2 1 1  l.Cd7.WS 2,10404S 25513 
Totals S 400.W00 S 313.755.76 S 317,402.49 1 105.893.3 S 29.76625 S 6.421.38 S 12,426.56 I 1.50.25 

Adjustment Total. by System s (128.058.ot) s (51.4~1 $91 s (52.038.471 s (17,281.33 5 I 4 . W Y )  1 (l.oU70) S 1z.rn7.351 s 1248.95) s (128.0~.01) 

co(vM (A). Company Workpapers 
Column (6): Line 20 for reopedive system 
colw~ (c): une 16 for respec%ve system 

Company ID Compsny Activeconneetior Percent 
Pal0 Verde USlies 

Santa Cwz Water 

Valencia Water 

WlNow Valley Water 

202 co. 15.831 39.88% 

602 Company 16,015 40.32% 

618 Company 5.343 13.45% 

622 Company 1.502 3.78% 

630 Greater Tonopah 324 0 . W  

634 Greater Buckeye 627 1.58% 

water Util i  of 

water Utilny of 

watw utiw of 
622 Northern S;o(tsdala 76 0.19% 

39.718 lW.W% 



Water Utility of Greater Tonopah, Inc. 

Test Year Ended December 31.2011 
W-O245OA-124312 

Schedule GWB-16 

OPERATING INCOME ADJUSTMENT #4 - DEPRECIATION EXPENSE 

LINE ACCT. 
UNO. 

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 

PLANT IN SERVICE: 
303 
304 
307 
309 
31 0 
31 1 
320 

320.1 
320.2 
330.0 
330.1 
330.2 
33 1 
333 
334 
335 
336 
339 
340 
341 
343 
344 
345 
346 
347 
348 

DESCRIPTION 

Land and Land Rights 
Structures and Improvements 
Wells and Springs 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Solution Chemical Feeders 
Distribution Reservoirs and Standpipes 
Storage Tanks 
Pressure Tanks 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture and Equipment 
Transportation Equipment 
Tools, Shop and Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

Less: Non Depreciable Plant 
Land and Land Rights 
Net Depreciable Plant and Depreciation Amounts 

Less: Non Depreciable Plant 
Land and Land Rights 
Net Depreciable Plant and Depreciation Amounts 

Amortization of ClAC at Company's Rate 
Staff Recommended Depreciation Expense 
Company Proposed Depreciation Expense 
Staff Adjustment 

References: 

Proposed Rates per Staff Engineering Report 
Col [A] times Cot (B] 

Col [A] Schedule GWB-4 
Col [B] 
Col [C] 

[AI 
PLANT 

BALANCE 

177,430 
47,677 

299,601 

1,787,637 
0 

1,625.072 
1,448 

103,612 
125,043 
890,943 
43,069 

147,178 
38,386 
5,894 
5,427 

1,977 
663 
838 

12,408 
5,210 

446,880 
5,766,394 

177,430 
$ 5,588,964 

$ 177,430 
$ 5,411,534 

$ 3,388,142 

PI 
DEPRECIATION 

RATE 

0.00% 
3.33% 
3.33% 
2.00% 
5.00% 

12.50% 

3.33% 
20.00% 

2.22% 
5.00% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 

20.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 
5.00% 

6.5661% 

IC1 
DEPRECIATION 

EXPENSE 

1,588 
9,977 

223,455 

54,115 
290 

2,300 
6.252 

17,819 
1,434 

12,260 
768 
393 
362 

99 
66 
42 

1,241 
52 1 

22,344 
355,325 

S 355,325 

$ 355,325 

$ 222,467 
$ 132,857 
$ 378.634 
S (245,777) 



Water Utility of Greater Tonopah, Inc. 
W02450A12-0312 
Test Year Ended December 31,2011 

OPERATING INCOME ADJUSTMENT #5 - INCOME TAXES 

Schedule GWB-17 

P I  [CI 
STAFF 

[AI 
LINE COMPANY STAFF 
NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 Income Taxes $ (197,785) $ 154,089 $ (43.696) 

- 

References: 
Column (A), Company Schedule C-2 
Column (6): Testimony GWB 
Column (C): Column (A) + Column (B), 

see also Sch. GWB-2, line 48 



Water Utility of Greater Tonopah, Inc. 

l es t  Year Ended December 31,201 1 
W-02450A-124312 

LINE 
NO. 

Schedule GWB-18 

STAFF STAFF 
DESCRIPTION 

OPERATING INCOME ADJUSTMENT #6 - PROPERTY TAX EXPENSE GRCF COMPONENT 

2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 

23 
24 
25 

Weight Factor 
Subtotal (Line 1 Line 2) 
Staff Adjusted Test Year Revenues - 201 1 
Staff Recommended Revenue 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 I Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 Line 8) 
Plus: 10% of CWlP 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 10 + Line 11 - Line 12) 
Assessment Ratio 
Assessment Value (Line 13 * Line 14) 
Composite Property Tax Rate 
Staff Test Year Adjusted Property Tax Expense (Line 15 * Line 16) 
Company Proposed Property Tax 
Staff Test Year Adjustment (Line 17 - Line 18) 
Property Tax on Staff Recommended Revenue (Line 15 * Line 16) 
Staff Test Year Adjusted Property Tax Expense (Line 17) 
Increase in Property Tax Due to Increase in Revenue Requirement 

Increase in Property Tax Due to Increase in Revenue Requirement (Line 22) 
Increase in Revenue Requirement 
Increase in Property Tax Per Dollar Increase in Revenue (Line 23 I Line 24) 

2 2 
415,411 415,411 
207,705 

407,689 
623,116 823.100 

3 3 
207,705 274,367 

2 2 
415,411 548,733 
23,512 23,512 

438,923 572,245 
21.0% 21.0% 

92,174 120,171 
12.2100% 12.2100% 

$ 11.254 
$ 11,254 
s (0) 

s 14,673 
$ 1 I :254 
s 3,419 

$ 3,419 
$ 199,983 

1.70940% 

REFERENCES: 
Line 15: Composite Tax Rate, per Company 
Line 18: Company Schedule C-1. Line 36 



Valencia Water Company, Greater Buckeye Division. 

Test Year Ended December 31,201 1 
W-02451A-12-0313 

DIRECT TESTIMONY OF GERALD BECKER 

TABLE OF CONTENTS TO SCHEDULES : 

SCH # TITLE 
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GWB- 
GWB- 
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GWB- 
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10 OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED 
11 SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR 
12 OPERATING INCOME ADJUSTMENT #1-  EXCESS WATER LOSS 
13 OPERATING INCOME ADJUSTMENT #2 - BAD DEBT EXPENSE 
14 OPERATING INCOME ADJUSTMENT#3 - RATE CASE EXPENSE 
15 NOTUSED 
16 OPERATING INCOME ADJUSTMENT #4 - DEPRECIATION EXPENSE 
17 OPERATING INCOME ADJUSTMENT #5 - INCOME TAXES 
18 OPERATING INCOME ADJUSTMENT #6 - PROPERTY TAX EXPENSE GRCF COMPONENT 



Valencia Water Company, Greater Buckeye Division, 

lest Year Ended December 31,2011 

REVENUE REQUIREMENT 

W-02451A-12-0313 

LINE 
- NO. DESCRIPTION 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

Adjusted Rate Base 

Adjusted Operating Income (Loss) 

Current Rate of Return (I2 I L1) 

Required Rate of Return 

Required Operating Income (L4 L1) 

Operating Income Deficiency (L5 - L2) 

Gross Revenue Conversion Factor 

Required Revenue Increase (L7 L6) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (LB + L9) 

Required Increase in Revenue (%) 

Rate of Retum on Common Equity (%) 

(A) 
COMPP I‘ 
ORIGINAL - COST 

$ 634,979 

$ 49,158 

7.74% 

11.18% 

$ 70,975 

$ 21,817 

1.6694 

$ 36,423 

$ 462,043 

$ 498,466 

7.88% 

1 1.44% 

References: 
Column [A]: Company Schedule A-1 
Column (B): Company Schedule A-I 
Column (C): Company Schedules A-1 , A-2, & D-1 
Column (C): Staff Schedules GWB-2, GWB-3, and GWB-10 

(8) 
COMPP 1’ 

FAIR 
VALUE 

$ 634,979 

$ 49,158 

7.74% 

11.18% 

$ 70,975 

$ 21,817 

1.6694 

$ 36,423 

$ 462.043 

$ 498,466 

7.88% 

11 4% 

(C) 

COST 

$ 634,979 

$ 42,243 

6.65% 

7.50% 

$ 47,623 

$ 5,381 

1.6563 

STAFF 
ORIGINAL 

($8,9121 
$ 462,043 

$ 470,955 

1.93% 

9.40% 

Schedule GW51 

(D) 
STAFF 
FAIR 

VALUE 

$ 634,979 

$ 42,243 

6.65% 

7.50% 

$ 47,623 

$ 5,381 

1.6563 

$ 462,043 

$ 470,955 

1.93% 

9.40% 



Valencla Water Company, Greater Buckeye Division. 

Test Year Ended December 31,2011 
W02051A-120313 

Schedule GWB-2 

GROSS REMNUE CONVERSION FACTOR 

LINE 
PESCRIPTION 

n ' n F  . 
1 Revenue 
2 Uncollecible Factor (Line 11) 
3 Revenues (Ll - LZ) 
4 

6 

Combined Federal and State Income Tax and Properly Tax Rate (Line 23) 

Revenue Conversion Factor (L l  I LS) 

@/culation of UncolMible Factor: 
7 Unity 
6 Combined Federal and State Tax Rate (Line 17) 
9 One Minus Combined lnwme Tax Rate (L7 - L8 ) 
10 Uncollectible Rate 
11 Uncollectible Factor (L9 * LlO ) 

Calculation of Effective Tax Rate: 
12 Operating Income Before Taxes (Arizona Taxable Income) 
13 Arizona State lnwme Tax Rate 
14 Federal Taxable Income (L12- L13) 
15 Applicable Federal Income Tax Rate (Line 44) 
16 Effective Federal Income Tax Rate (L14 x L15) 
17 Combined Federal and State l n m e  Tax Rate (L13 +L16) 

Calculation of Effective Prooertv Tax Factor 
16 Unity 
19 Combined Federal and State Income Tax Rate (L17) 
20 One Minus Combined Income Tax Rate (LlBLl9) 
21 Property Tax Factor (GWB-16. U5) 
22 Effective Property Tax Factor (L20'Ul) 
23 Combined Federal and State Income Tax and Property Tax Rate (Ll7+L22) 

5 Subtdal (L3 - L4) 

100.0000% 
0.5096% 

99.4904% 
39.1 155% 
60.3749% 
1.656318 

100.0000% 
38.5989% 
61.401 1 % 
0.8300% 

0.5096% 

100.0000% 
6.9680% 

93.0320% 
34.OOOO% 
31.6309% 

36.5969% 

100.0000% 
38.5989% 
61.401 1% 
0.6414% 

0.5166% 
39.1 155% 

24 Required Operating Income (Schedule GWB-1, Line 5) 
25 AdjustedTest Year Operating Income (Loss) (Schedule GWB-10, Line 36) 
26 Required Increase in Operating Income (L24 - L25) 

27 Income Taxes on Recommended Revenue (Col. (C), L46) 
28 Income Taxes on Test Year Revenue (Col. (A). L46) 
29 Required Increase in Revenue to Provide for Income Taxes (L27 - L26) 

30 Required Revenue Increase (Schedule GWB-1, Line 8) 
31 Uncollectible Rate (Line 10) 
32 Uncollectible Expense on Recommended Revenue (L30 L31) 
33 Adjusted Test Year Uncollectible Expense - NIA 
34 Required Increase in Revenue to Provide for Uncollectible Exp. 

35 Property Tax with Rewmmendcd Revenue (GWB-16, Line 21) 
36 Property Tax on Test Year Revenue (GWB-16. Col A, L19) 
37 Increase in Property Tax Due to Increase in Revenue (L35-L36) 

38 Total Required Increase in Revenue (LX + L29 + L34+ L37) 

$ 47,623 
s 42,243 

s 
0 15,967 
$ 12,584 

$ 

s 8.912 
0.8300% 

s 74 

5,381 

3.382 

s 
$ 74 

$ 11.736 
s 11,663 

s 75 

s 6,912 

Recommended 
Calculation of Income Tax; 

39 Revenue (Sch GWB-10. Col.(C) L4, GWB-1. Col. (D), L10) 
40 Operating Expenses Excluding Income Taxes 
41 
42 
43 
44 
45 
46 
47 
48 

462.043 
407,216 
22,224 
32,603 

2,272 
30,331 
10,313 
10,313 
12.584 

470,955 

22.224 
41,366 

Synchronized Interest (L53) 
Arizona Taxable Income (L39 - L40 - L41) 
Arizona State lnwme Tax Rate 
Arizona lnwme Tax (L42 x L43) 
Federal Taxable Income (L42 - L44) 
Federal Tax 
Total Federal Income Tax 
Combined Federal and State Income Tax (L43 + L47) 

2,662 
38.484 

50 EffectiveTaxRate 

p 
51 Rate Base (Schedule GWB-3. Col. (C), Line 16) 
52 Weighted Average Cost of Debt 
53 Synchronized Interest (L50 X L51) 

634,979 



Valencia Water Company, Greater Buckeye Division. 

Test Year Ended December 31,201 1 
W-02451 A-1 2-031 3 

RATE BASE - ORIGINAL COST 

LINE 
- NO. 

1 Plant in Service 
2 Less: Accumulated Depreciation 
3 Net Plant in Service 

LESS: 

4 
5 Less: Accumulated Amortization 
6 Net ClAC 

Contributions in Aid of Construction (CIAC) 

7 Advances in Aid of Construction (AIAC) 

8 Imputed Reg AlAC 

9 Imputed Reg CIAC 

10 Accumulated Deferred Income Tax Credits 

Customer Meter Deposits 

I1  Accumulated Deferred Income Tax Debits 

12 Cash Working Capital 

13 Prepayments 

14 Supplies inventory 

15 Projected Capital Expenditures 

16 Deferred Debits 

17 Purchase Wastewater Treatment Charges 

18 Original Cost Rate Base 

. -  

Schedule GWB-3 

(A) (8) (C) 
COMPANY STAFF 

AS STAFF AS 
- FILED ADJUSTMENTS ADJUSTED 

0 $ 3,079,206 $ 3,079,206 $ 

$ 1,707,090 $ 0 $ 1,707,090 
1,372,116 - 1,372,116 

$ 407,979 $ $ 407,979 
171,882 171,882 

236,097 236.097 

722,274 - 

- 
112,475 

43,597 

42,332 

$ 634,979 $ 0 

722,274 

1 12,475 

43,597 

42,332 

- 

- 

$ 634,979 

References: 
Column (A), Company Schedule 6-2 
Column (B): Schedule GWB-4 
Column (C): Column (A) + Column (6) 



Valencia Water Company, Greater Buckeye Division. 

Test Year Ended December 31,2011 
WQ2GIA-12-0313 

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

LINE ACCT. - NO. - NO. DESCRIPTION 

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 

PLANT IN SERVICE: 
303 Land and Land Rights 
304 Structures and Improvements 
307 Wells and Springs 
309 Supply Mains 
31 0 Power Generation Equipment 
31 1 Pumping Equipment 
320 Water Treatment Equipment 
320.1 Water Treatment Plant 
320.2 Solution Chemical Feeders 
330 Distribution Reservoirs and Standpipes 
330.1 Storage Tanks 
330.2 Pressure Tanks 
331 Transmission and Distribution Mains 
333 Services 
334 Meters and Meter Installations 
335 Hydrants 
336 Backflow Prevention Devices 
339 
340 Office Furniture and Equipment 
34 1 Transportation Equipment 
343 
344 Laboratory Equipment 
345 Power Operated Equipment 
346 Communication Equipment 
347 Miscellaneous Equipment 

Other Plant and Miscellaneous Equipment 

Tools, Shop and Garage Equipment 

348 

w 

COMPANY 
AS FILED 

$ 27,898 
39,296 

11 5,895 

1,738 
543,76 1 
844,990 

588,494 

766,900 
37,406 
37,332 
40,757 
5,432 
4,284 

1,650 

4,751 
10,089 

Other Tangible Plant 8,533 
Total Plant in Service 3,079,206 

Accumulated Depreciation 
Net Plant in Service 

LESS: 
Contributions in Aid of Construction (CIAC) 

Less: Accumulated Amortization 
Net ClAC (L63 - L64) 

Advances in Aid of Construction (AIAC) 
Imputed Reg Advances 
Imputed Reg ClAC 
Accumulated Deferred Income Tax Credits 
Customer Meter Deposits 
ADD: 
Accumulated Deferred Income Tax Debits 

43 Working Capital Allowance 
50 Original Cost Rate Base 

1,372,116 
$ 1,707,090 

407,979 
171,882 
236,097 
722,274 

112,475 
43,597 

42,332 

P I  
Reclassification 

ADJ # I  
Per Testimony, 

$ 

(844,990) 
844,990 

(588,494) 
463,799 
124,695 

0 

8 0 

$ 634,979 9 U 
a. n 

Schedule GWB-4 

STAFF 
ADJUSTED 

$ 27,898 
39,296 

11 5,895 

1,738 
543,761 

844,990 

463,799 
124,695 
766,900 
37,406 
37,332 
40,757 
5,432 
4,284 

1,650 

4,751 
10,089 
8,533 

3,079.206 

1,372,116 
$ 1,707,090 

$ 407,979 
171,882 
236,097 
722,274 

112.475 
43,597 

42,332 

$ 634,979 



Valencia Water Company, Greater Buckeye Division. 

Test Year Ended December 31,2011 
WQUSlMZQ313 

Schedule GWB-10 

OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED 

[AI [el 
COMPANY STAFF 

LINE TEST YEAR TEST YEAR 
NO. DESCRlPTlON AS FILED ADJUSTMENTS - 

$ $ 
1 461 Metered Water Revenue 449,915 
2 460 Unmetered Water Revenue 
3 474 Other Water Revenues 12,128 
4 Total Operating Revenues $ 462,043 $ 

5 601 Salary and Wages - Employee$ $ 108,598 
6 610 Purchased Water 51,353 
7 615 Purchased Power 27,669 
8 618 Chemicals 5,234 
9 620 Materials and Supplies (2,816) 
10 621 Office Supplies and Expense 5,458 
11 630 Outside Services 36,433 
12 635 Contractual Services - Testing 3,252 
13 
14 641 Rental of BuildingIReal Propert 4,216 

16 657 Insurance - General Liability 2,836 
17 659 Insurance - Other 1,509 
18 666 Regulatory Commission Expen: 4,142 
19 670 Bad Debt Expense 11,295 
20 675 Miscellaneous Expenses 13,302 
21 403 Depreciation Expense 137,751 
22 403 Depreciation Expense - ClAC I (25,605) 
23 408 Taxes Other Than Income 1,722 
24 408.1 1 Taxes Other Than Income - 11,663 
25 409 Income Taxes 5,783 
26 Total Operating Expenses 412,885 
27 Operating Income (Loss) $ 49,158 

636 Contractual Services - Other 

15 650 Transportation Expenses 9,090 

- 
References: 
Column (A): Company Schedule C-I 
Column (B): Schedule GWB 11 
Column (C): Column (A) + Column (B) 
Column (D): Schedules GWB 2, Lines 29,34 and 37 
Column (E): Column (C) + Column (D) 

$ 

(504) 
(95) 

(2,037) 
(7,460) 

10,210 

6,801 
6,915 

$ (6,915) - 

[CI [Dl [El 
STAFF 

TEST YEAR STAFF 
AS RECOMMENDED STAFF 

ADJUSTED CHANGES RECOMMENDED 

$ 8 8,912 $ 8,912 
449,915 449,915 

12,128 12,128 
$ 462,043 $ 8,912 $ 470,955 

$ 108,598 
51,353 
27,166 
5,139 
(2,816) 
5,458 
36,433 
3,252 

4,216 
9,090 
2,836 
1,509 
2,105 
3,835 
13,302 
147,961 
(25,605) 
1,722 
11,663 
12,584 
419.800 

$ 42,243 

$ 

74 

75 

3,531 
$ 5,381 

$ 108,598 
51,353 
27,166 
5,139 
(2,816) 
5,458 
36,433 
3,252 

4,216 
9,090 
2,836 
1,509 
2,105 
3,909 
13,302 
147,961 
(25,605) 
1,722 
11,738 
15,967 
423,332 

$ 47,623 



I- 



Valencia Water Company, Greater Buckeye Division. 

Test Year Ended December 31,201 1 
W-0245lA-12-0313 

OPERATING INCOME ADJUSTMENT #I - EXCESS WATER LOSS 

LINE 
- NO. 

1 One plus allowable water loss 110.00% 
2 One plus actual water loss 112.04% 
3 Allowable portion 98.18% 
4 Disallowable portion 1.82% 

5 Power Expense 27,669 
6 Disallowance $ 504 

7 Chemical Expense 5,234 
8 Disallowance $ 95 

Line 1: Maximum acceptable level of water losses 
Line 2: Actual level of water losses 
Line 3: Line 2 / line 3 
Line 4: 1 minus line 4 
Line 6: Line 1 times line 5 
Lines 1 - 6: See also testimony GWB 

Schedule GWB-12 



Valencia Water Company, Greater Buckeye Division. 

Test Year Ended December 31,201 1 
W-O2451A-I 2-031 3 

Schedule GWB-13 

OPERATING INCOME ADJUSTMENT #2 - BAD DEBT EXPENSE 

[AI [BI [CI 
LINE COMPANY STAFF STAFF 
- NO. DESCRl PTI ON PROPOSED ADJUSTMENTS RECOMMENDED* 

1 $ 11,295 $ (7,460) $ 3,835 

References: 
Column (A), Company Workpapers 
Column (B): Testimony GWB 
Column (C): Column (A) + Column (B), Per Co Response 

to Staff DR 5.8 

Adjusted Test Year Revenues GWB-11 
Bad Debt Expense Rate, per Staff 
Expected Bad Debt Expense 
Co Proposed 

$ 462,043 
0.83% 
3,835 



Valmda Water Company, Greater 6ucL.Y. Dlvlslon. 
WOUblA-12431 J 
Test Year Ended Docembar 31.2011 

OPEWTING INCOME ADJUSTMENT WJ - WTE CASE EXPENSE 

Schedule GWE-14 

LINE 
rn 

1 

2 

3 
4 
5 
6 
7 

8 
9 
10 
11 
12 

13 
14 

15 
16 
17 
18 
19 

20 

IC1 
STAFF 

[AI 161 
COMPANY STAFF 

DF,SCRlPTlON PROPOSED ADJUSTMENTS RECOMMENDED' 

s 4,142 5 (2.037) S 2.105 

Company Proposed R8U 
Case Expense 

Total Palo Verde Santa CNZ Town Dlvision willow Valley Tonopah Buckeye WUNS 

Allocatim Percentages 39.88% 40.32% 13.45% 3.78% 0.82% 1.58% 0.19% 

Desert Mountain Analytical 
SI?NiC9S s 122083 s 48.w I 40,218 S 16,420 S 4,616 S M S 1,827 S 04 

Roshka Dermif B Patten. PLC S 370.503 S 147597 S 149,313 S 49,814 I 1 4 . M  S 3.021 S 5.046 S 7(38 

bight CmWlthQ. U C  s 216,OW s 86.094 s 87,085 I 29,057 S 8.168 S 1.762 S 3.410 I 413 

Ullmann 6 Company P C S 7 6 . m  I 31.412 S 3 1 . m  s 10.m s 2.9~0 s e43 s i2u  s 151 

1 ,w 317.402 S 105.893 I 29.788 S 6,421 S 12,427 S TOW s 787.174 S 313.1% S 

Amorthation over 3 years: 
Year 1 s 262.391 S 104.565 I 105.801 S 35288 S 9923 I 2.140 S 4,142 S 502 
Year 2 s 262.581 S 1M.S I 105.801 S 35.290 S 9.923 S 2.144 S 4,142 S 502 
Year 3 
Totals 

I 262,391 S 104.585 I 105,801 S 35290 S 9.923 S 2.140 S 4,142 I 502 

s 787.174 S 313.758 S 317.402 S 105.893 S 29,768 I 6.421 I 12,427 S 1 .sm 

Staff Recommended R81e Case Expense 

T ~ r m D h i h n  WOlcwValley Tonoph Bvcksve WVNS Dsscrption Total mlaverde S m h  Cmr 
SMR-mendedAmount 5 4WpOO I 159.434 S 161.287 53.8W S 15.127 S 3263 6.315 S 785 

Amortiration: 
Year 1 
Year2 
Year3 
Totals 

s 133.333 I 53.145 5 53.762 S 17.036 S 5.042 S 1,088 S 2.105 S 255 
s 133.333 S 53.145 I 53.762 I 17.036 S 5.042 I 1 . W  S 2.105 S 255 

s 133,333 s 53.145 S 53.782 S 17.036 S 5 . W  S 1.0118 I 2.105 S 255 
s 1W 4WpOO S 313.756 S 317,402 S 105,803 S 29.760 S 6.42t S 12,427 S 

Adjustment Total. by System s ( 1 m . w  s (51.441) S (%Ws) S (17.%1) I (4.881) S (1,053) I RW7) I @47) 

References: 
Cdunn (A). Company Wodwpars 
Cdumn (6): Une 20 fw nrspactive system 
Cdumn (C): Line 16 fw respactive system 



Valencla Water Company, Greater Buckeye Division. 

Test Year Ended December 31,2011 
W-0245lA-124313 

OPERATING INCOME ADJUSTMENT #4 - DEPRECIATION EXPENSE 

LINE ACCT. 
UNO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
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 

PLANT IN SERVICE: 
303 Land and Land Rights 

DESCRIPTION 

304 
307 
309 
31 0 
31 1 
320 
320.1 
320.2 
330 
330.1 
330.2 
33 1 
333 
334 
335 
336 
339 
340 
341 
343 
344 
345 
346 
347 
348 

Structures and Improvements 
Wells and Springs 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Solution Chemical feeders 
Distribution Reservoirs and Standpipes 
Storage Tanks 
Pressure Tanks 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture and Equipment 
Transportation Equipment 
Tools, Shop and Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
Totals 
Less: Non Depreciable Plant 
Land and Land Rights 
Net Depreciable Plant and Depreciation Amounts 

Amortization of ClAC at Company's Rate 
Staff Recommended Depreciation Expense 
Company Proposed Depreciation Expense 
Staff Adjustment 

[AI 
PLANT 

BALANCE 

27,898 
39,296 

11 5,895 

1,738 
543,761 

844,990 

463,799 
124,695 
766,900 
37,406 
37,332 
40,757 
5,432 
4,284 

1,650 

4,751 
10,089 
8,533 

3,079,206 

27,898 
$ 3,051,308 

$ 407,979 

PI 

RATE 
DEPRECIATION 

0.00% 
3.33% 
3.33% 
2.00% 
5.00% 
12.50% 
0.00% 
3.33% 
20.000/0 
0.00% 
2.22% 
5.00% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 
20.00% 
5.00% 
10.00% 
5.00% 
10.00% 
10.00% 
5.00% 

4.5805% 

Schedule GWB-16 

[CI 
DEPRECIATION 

EXPENSE 

1,309 
3,859 

87 
67,970 

28,138 

10,296 
6,235 
15,338 
1,246 
3,110 
81 5 
362 
286 

83 

475 
1,009 
427 

141.044 

$ 141,044 

$ 18.688 
$ 122,356 
$ 112.146 
6 10,210 

References: 

Proposed Rates per Staff Engineering Report 
Cot [A] times Col [B] 

Col [A] Schedule GWB-4 
Col IB] 
Col [C] 



Valencis Water Company, Greater Buckeye Division. 

Test Year Ended December 31,2011 
W0245lA-120313 

Schedule GWB-17 

OPERATING INCOME ADJUSTMENT t 5  - INCOME TAXES 

LINE 
- NO. 

[AI [BI [CI 
COMPANY STAFF STAFF 

DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 Income Taxes $ 5,783 $ 6,801 $ 12.584 

References: 
Column (A), Company Schedule C-2 
Column (B): Testimony GWB 
Column (C): Column (A) + Column (B), 

see also Sch. GWB-2, line 48 

. . . - 



Valencia Water Company, Greater Buckeye Division. 

Test Year Ended December 31.2011 
W-0245lA-124313 

LINE 
NO. DESCRIPTION 

Schedule GWB-18 

STAFF STAFF 

OPERATING INCOME ADJUSTWNT #6 - PROPERTY TAX EXPENSE GRCF COMPONENT 

2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 

23 
24 
25 

Weight Factor 
Subtotal (Line 1 * Line 2) 
Staff Adjusted Test Year Revenues - 201 1 
Staff Recommended Revenue 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 Line 8) 
Plus: 10% of CWlP 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 10 + Line 11 - Line 12) 
Assessment Ratio 
Assessment Value (Line 13 Line 14) 
Composite Property Tax Rate 
Staff Test Year Adjusted Property Tax Expense (Line 15 * Line 16) 
Company Proposed Property Tax 
Staff Test Year Adjustment (Line 17 - Line 18) 
Property Tax on Staff Recommended Revenue (Line 15 Line 16) 
Staff Test Year Adjusted Property Tax Expense (Line 17) 
Increase in Property Tax Due to Increase in Revenue Requirement 

increase in Property Tax Due to Increase in Revenue Requirement (Line 22) 
Increase in Revenue Requirement 
Increase in Property Tax Per Dollar Increase in Revenue (Line 23 I Line 24) 

REFERENCES: 
Line 15: Composite Tax Rate, per Company 
Line 18: Company Schedule C-1, Line 36 

2 2 
924,086 924,086 
462,043 

470.955 
1,386,129 1,395,041 

3 3 
462.043 465,014 

2 2 
924,086 930,027 

(3) (3) 

924,083 930,024 
21.0% 21 .O% 

194,057 195,305 
6.0100% 6.0100% 

$ 11,663 
$ 11,663 
t (0) 

$ 11,738 
f 1 1,663 
t 75 

$ 75 
$ 8,912 

0.84140% 



Global Water - Santa Cruz Water Company (Santa Cruz) 
Docket No. WS-03478A-I 2-0314 
Test Year Ended December 31,201 1 

DIRECT TESTIMONY OF GERALD BECKER 

TABLE OF CONTENTS TO SCHEDULES : 

SCH # TITLE 

GWB- 1 REVENUE REQUIREMENT 
GWB- 2 GROSS REVENUE CONVERSION FACTOR 
GWB- 3 RATE BASE - ORIGINAL COST 
GWB- 4 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 
GWB- 5 NOTUSED 
GWB- 6 NOTUSED 
GWB- 7 NOTUSED 
GWB- 8 NOTUSED 
GWB- 9 NOTUSED 
GWB- 
GWB- 11 SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR 
GWB- 12 OPERATING INCOME ADJUSTMENT #I - EXCESS WATER LOSS 
GWB- 13 OPERATING INCOME ADJUSTMENT #2 - BAD DEBT EXPENSE 
GWB- 14 OPERATING INCOME ADJUSTMENT #3 - RATE CASE EXPENSE 
GWB- 
GWB- 16 OPERATING INCOME ADJUSTMENT #5 - DEPRECIATION EXPENSE 
GWB- 17 OPERATING INCOME ADJUSTMENT #6 - INCOME TAXES 
GWB- 

10 OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED 

15 OPERATING INCOME ADJUSTMENT #4 - EXPENSE NORMALIZATIONS 

18 OPERATING INCOME ADJUSTMENT #7 - PROPERTY TAX EXPENSE GRCF COMPONENT 



Global Water - Santa Cruz Water Company (Santa Cruz) 
Docket No. WS-03478A-12-0314 
Test Year Ended December 31,201 1 

Schedule GWB-1 

REVENUE REQUIREMENT 

LINE 
- NO. DESCRIPTION 

1 Adjusted Rate Base 

2 Adjusted Operating Income (Loss) 

3 Current Rate of Return (12 I L1) 

4 Required Rate of Return 

5 Required Operating Income (L4 L1) 

6 Iperating Income Deficiency (L5 - L2) 

7 Gross Revenue Conversion Factor 

8 Required Revenue Increase (L7 L6) 

9 Adjusted Test Year Revenue 

10 Proposed Annual Revenue (L8 + L9) 

11 Required Increase in Revenue (%) 

12 !ate of Return on Common Equity (%) 

(A) 
COMPANY 
ORIGINAL 

COST 

$38,014,243 

$ 1,675,030 

4.41 % 

8.79% 

$ 3,342,866 

$ 1,667,836 

1.637072 

$ 2,730,367 

$10,463,460 

$13,193,827 

26.10% 

11.44% 

References: 
Column [A]: Company Schedule A-1 
Column (B): Company Schedule A-1 
Column (C): Company Schedules A-1, A-2, & D-1 
Column (C): Staff Schedules GWB-2, GWB-3, and GWB-10 

(B) 
COMPANY 

FAIR 
VALUE 

$38,014,243 

$ 1,675,030 

4.41% 

8.79% 

$ 3,342,866 

$ 1,667,836 

1.637072 

$ 2,730,367 

$10,463,460 

$13,193,827 

26.10% 

11.44% 

(C) (D) 
STAFF STAFF 

COST VALUE 

$27,618,694 $ 27,618,694 

$ 2,230,848 $ 2,230,848 

8.08% 8.08% 

7.50% 7.50% 

$ 2,071,402 $ 2,071,402 

$ (159,446) $ (159,446) 

1.663243 1.663243 

ORIGINAL FAIR 

I $ (265,199)( $ (265,199)l 

$10,463,460 $ 10,463,460 

$10,198,261 $ 10,198,261 

-2.53% -2.53% 

9.40% 9.40% 



Global Water - Santa CNZ Water Company (Santa Cruz) 
Docket No. WSQ3478A-124314 
Test Year Ended Oecember 31,2011 

Schedule GWB-2 

GROSS REVENUE CONVERSION FACTOR 

LINE 

Calculation of Gross Revenue Convemion Factor 
1 Revenue 
2 Uncollecible Factor (Line 11) 
3 Revenues (L1- L2) 
4 

6 

Combined Federal and State lnmme Tax and Property Tax Rate (Line 23) 

Revenue Conversion Factor (Ll I LS) 

Celcuattian d Unoollecttr Bk Fadm 
7 Unity 
8 Combined Federal and State Tax Rate (Line 17) 
9 One Minus Combined Income Tax Rate (L7 - L8 ) 
10 Uncollectible Rate 
11 Uncdlectibb Factor (L9 e L10 ) 

Calculation of Effective Tax Rate: 
12 Operating l n m e  Before Taxes (Arizona Taxable Income) 
13 Arizona State Income Tax Rate 
14 Federal Taxable Income (LIZ- L13) 
15 Applicable Federal Income Tax Rate (Line 44) 
16 Effective Federal IncomeTax Rate (L14 x L15) 
17 Combined Federal and State Income Tax Rate (L13 +L16) 

Calculafion d Electiw? Praperfv Te x Feetor 

19 Combined Federal and State income Tax Rate (L17) 
20 One Minus Combined Income Tax Rate (Ll8-Ll9) 
21 Property Tax Factor (GWB18. U5)  
22 Effective Property Tax Factor (LZO'L21) 
23 Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 

5 Subtotal (L3 - L4) 

18 Unity 

1OO.GQOo% 
0.4298% 

99.5702% 
39.4467% 
60.1235% 
1.663243 

100.0000% 
38.5989% 
61.401 1 % 
0.7000% 

0.42961% 

100.0000% 
6.9680% 

93.0320% 
34.0000% 
31.6309% 

36.5989% 

100.0000% 6.968% 
38.5969% 
61.401 1 % 

1.3808% 
0.8478% 

39.4467% 

24 Required Operating Income (Schedule GWB-1, Line 5) 
25 AdjustedTest Year Operating Income (Loss) (Schedule GWB-10, Line 36) 
26 Required Increase in Operating Inane (U4 - L25) 

27 lnwrne Taxes on Recommended Revenue (Col. (C). L48) 
28 lnccine Taxes on Test Year Revenue (Col. (A), L48) 
29 Required Increase in Revenue to Provide for Income Taxes (L27 - L26) 

30 Required Revenue Increase (Schedule GWBl .  Line 8) 
31 UncollectiMe Rate (Line 10) 
32 Uncollectible Expense on Recommended Revenue (L30 ' L31) 
33 Adjusted Test Year Uncollectible Expense - N/A 
34 Required Increase in Revenue to Provide for Uncollectible Exp. 

35 Properiy Tax wim Recommended Revenue (GWB-18. Line 21) 
36 Propew Tax on Test Year Revenue (GWB-18. C d  A, L19) 
37 Increase in Property Tax Due to Increase in Revenue (L35L36) 

38 Total Required Increase in Revenue (L26 + L29 + L34+ L37) 

$ 2.071,402 
$ 2,230.848 

$ (159,446) 

$ 694.482 
$ 794,716 

$ (100,234) 

0 (265.1 99) 
0.7000% 

$ (1.856) 
$ 

$ (1,856) 

f 433,210 
$ 436,87 1 

$ (3.662) 

$ (285,198) - 

39 Revenue (Sch GWB-10. Col.(C) L4, GWB-1. Cd. (D), L10) 
40 Operating Expenses Excluding Income Taxes 
41 Synchronized Interest (L53) 
42 Arizona Taxable Incomo (L39 - L40 - L41) 
43 Arizona State Income Tax Rate 
44 Arizona Income Tax (L42 x L43) 
45 Federal Taxable Income (L42 - L44) 
46 FederalTax 
47 Total Federal Income Tax 
46 Combined Federal and State income Tax (L43 + L47) 

50 Effective Tax Rate 

Salculation of Interest Svnchronization: 
51 Rate Base (Schedule GWB-3. Col. 0. Line 18) 
52 Weighted Average Cost of Debt 
53 Synchronized Interest (L50 X L51) 

Test Year 

10,463,460 i-" 7,437.695 

2,058,910 
6.9680% 
143,465 

1,915,445 
s 651,251 

651,251 
794,716 

(B) 

Recornmended 

1,799,230 
6.9680% 
125,370 

1,673,859 
569,112 
569,112 
694,482 

3.5000% 
966,654 



Global Water - Santa Cruz Water Company (Santa Cruz) 
Docket No. WS-03478A-12-0314 
Test Year Ended December 31,2011 

Schedule GWB-3 

RATE BASE - ORIGINAL COST 

(A) 
COMPANY 

AS 
FILED 

(B) 

STAFF 
ADJUSTMENTS 

$ 

$ - 

(C) 
STAFF 

AS 
ADJUSTED 

LINE 
- NO. 

1 
2 
3 

4 
5 
6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Service 

$ 90,376,391 
19,047,719 

$ 71,328,672 

$ 90,376,391 
19,047,719 

S 71.328.672 

LESS: 

Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amortization 

Net ClAC 

$ 82,949 $ 13,059,735 $ 13,142,684 
5,655 2,664,186 2,669,841 

77,294 10,395,549 10,472,843 

Advances in Aid of Construction (AIAC) 33,414,961 33,414,961 

Imputed Reg AIAC 

Imputed Reg ClAC - 

499 

Accumulated Deferred Income Tax Credits 

Customer Meter Deposits 48 

Accumulated Deferred Income Tax Debits 194 194 

18,800 

50,256 

29,820 

1,272,256 

Cash Working Capital 18,800 

50,256 

29,820 
- 

Deferred Compensation 

ClAC 

Fixed Asset Depreciation 1,272,256 

Deferred Debits 

Purchase Wastewater Treatment Charges 

Original Cost Rate Base $ 27.618.694 $ (1 0,395,549) $ 38,014,243 

References: 
Column (A), Company Schedule B-2 
Column (B): Schedule GWB-Q 
Column (C): Column (A) + Column (8) 



Global Water - Santa C n u  Water Company (Santa Cruz) 
Docket No. WS43478A-124314 
Test Year Ended December 31,2011 

Schedule GWB-4 

SUMNlARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

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 

ACCT. 
- NO. DESCRIPTION 

PLANT IN SERVICE: 
303 
304 
306 
307 
309 
310 
31 1 
320 
320.1 
320.2 
330 
330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 
34 1 
343 
344 
345 
346 
347 

390 
348 

Land and Land Rights 
Structures and Improvements 
Lake, River and Other Intakes 
Wells and Springs 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 

Water Treatment Plant 
Solution Chemical Feeders 
Distribution Reservoirs and Standpipes 

Storage Tanks 
Pressure Tanks 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture and Equipment 
Transportation Equipment 
Tools, Shop and Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
Office Furniture 8 Equipment 

Total Plant in Service 

Accumulated Depreciation 
Net Plant in Service 

- LESS: 
Contributions in Aid of Construction (CIAC) 

Less: Accumulated Amortization 
Net ClAC (L63 - L64) 

Advances in Aid of Construction (AIAC) 
Customer Meter Deposits 

Deferred Gains 
Bad Debt 
Deferred Compensation 
ClAC 
Fixed Asset depreciation 
Prepayments 
Projected Capital Expenditures 
Deferred Debits 
Original Cost Rate Base 

ADD: 

PI [Bl 
Per Armstrong 

Testimony 
COMPANY ADJ #2 
AS FILED 

$ 62,847 $ 
9,566,104 

1,855 
4,459,478 
2,340,773 

324,955 
6,782,543 

27,095 

1,378,273 

44,363,056 
4,645,439 
3,792,641 
4,340,020 

15,144 
769,912 
505,281 
585,195 
71,996 

103,063 
60,372 

640,845 
85,226 

5,448,566 
5,712 

90,376,391 

19,047.71 9 
$ 71,328,672 $ 

$ 82,949 $13,059,735 
5,655 2,664,186 

77,294 10,395,549 
33,414,961 

1,193,499 

194 
18,800 
50,256 
29,820 

1,272.256 

$ 38,014,243 $(10,395,542 

GI Ill 
Reclassification 

ADJ #1 STAFF 
GWB-5 ADJUSTED 

$ - $  62,847 
9,566,104 

1,855 
4,459,478 
2,340,773 

324,955 
6,702,543 

(27,095) 
12,553 12,553 
14,541 14,541 

820,301 820,301 
557,973 557,973 

44,363,056 
4,645,439 
3,792,641 
4,340,020 

15,144 
769,912 
505,281 
585,195 
71,996 

103,063 
60.372 

640,845 

5,448,566 

(1,318,273) 

85,226 

5,712 
90,376,391 

$ $ 13,142,684 
2,669,841 

10.472,843 
33,414,961 

1,193,499 

194 

50,256 
29,820 

1,272,256 

18,800 

$ $ 27,618,694 



Global Water - Santa C n u  Water Company (Santa Cnu) 

Test Year Ended December 31,2011 
Docket No. wS-03478A42-0314 

Schedule GWBlO 

OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED 

LINE 
- NO. DESCRIPTION 

1 Metered Water Sales 
2 Water Sales - Unmetered 
3 Other Operating Revenue 
4 Total Operating Revenues 

5 
6 
7 610 Purchased Water 
8 615 Purchased Power 
9 616 Fuel for Power Production 
10 618 Chemicals 
1 I 620 Materials and Supplies 
12 620.08 Materials and Supplies 
13 621 Office Supplies and Expense 
14 630 Outside Services 
15 635 Contractual Setvices - Testing 
16 636 Contractual Services - Other 
17 641 Rental of BuildinglReal Property 
18 642 Rental of Equipment 
19 650 Transportation Expenses 
20 657 Insurance - General Liability 
21 659 Insurance - Other 
22 660 Advertising Expense 

601 Salary and Wages - Employees 
604 Employee Pensions and Benefits 

23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

1 4  PI 

COMPANY STAFF 
TEST YEAR TEST YEAR 

AS FILED ADJUSTMENTS 

$ $ 
10,083,750 

379,710 
$ 10,463,460 $ 

$ 1,268,835 

768,901 

53,341 
47.783 

90,035 
1,053,640 

32,871 

121,973 

67.733 
74,487 
26,232 

$ (157,960) 

(15,748) 

(1.092) 
(21,656) 

(346,035) 

666 Regulatw-Commission Expense- Rat1 105,801 (52.038) 

670 Bad Debt Expense 53,925 19.319 
675 Miscellaneous Expenses 373,l 90 
403 Depreciation Expense 3,617,417 (676,427) 
403 Depreciation Expense - ClAC Amortim (3.770) 
408 Taxes Other Than Income 40,010 
408.11 Taxes OtherThan Income- Property 897,129 
408.13 Taxes Other Than Income - Other TE 
409 Income Taxes 
Total Operating Expenses 
Operating Income (Loss) 

667 Rate Case Expense 

98,898 695,818 

$ 1,675,030 $ 555,818 
8,788.430 (555,8181 

PI ID1 IEI 
STAFF 

TEST YEAR STAFF 
AS RECOMMENDED STAFF 

ADJUSTED CHANGES RECOMMENDED 

$ s f 
10,083,750 $ (265,199) 9,818,551 

379,710 379,710 
$ 10,463,460 $ (265,199) $ 10,198,261 

$ 1,110,875 $ $ 1,110,875 

753,153 753,153 

52,248 52,248 
26,127 26,127 

90,035 90,035 
707,605 707,605 

32.871 32,871 

121,973 121,973 

67,733 67.733 
74,487 74,487 
26,232 26,232 

53,762 53.762 

73,244 (1.856) 71.388 
373,190 373,190 

2,940,990 2,940,990 
(3,770) (3.770) 
40,010 40,010 

897,129 (3.662) 893,467 

794,716 $ (100,234) 694,482 
8,232,612 (105.752) 8,126,860 

$ 2,230,848 $ (159,447) $ 2,071,401 

References: 
Column (A): Company Schedule C-1 
Column (E): Schedule GWB 11 
Column (C): Column (A) + Column (6) 
Column (D): Schedules GWB 2, Lines 29,34 and 37 
Column (E): Column (C) + Column (D) 
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Global Water - Santa Cruz Water Company (Santa Cruz) 
Docket No. WS-03478A-12-0314 
Test Year Ended December 31,2011 

Schedule GWB-12 

OPERATING INCOME ADJUSTMENT #1- EXCESS WATER LOSS 

LINE 
- NO. 

1 One plus allowable water loss 110.00% 
2 One plus actual water loss 112.30% 
3 Allowable portion 
4 Disallowable portion 

5 Power Expense 
6 Disallowance 

97.95% 
2.05% 

768,901 
s 15,748 

7 Chemical Expense 53,341 
8 Disallowance s ? ,092 

Line 1: Maximum acceptable level of water losses 
Line 2: Actual level of water losses 
Line 3: Line 2 / line 3 
Line 4: 1 minus line 4 
Line 6: Line 1 times line 5 
Lines 1 - 6: See also testimony GWB 



Global Water - Santa Cnu Water Company (Santa Cruz) 
Docket No. WS-03478A-12-0314 
Test Year Ended December 31,201 1 

Schedule GWB-13 

OPERATING INCOME ADJUSTMENT #2 - BAD DEBT EXPENSE 

LINE 
- NO. 

[AI PI tC1 
COMPANY STAFF STAFF 

DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED* 

1 $ 53,925 $ 19,319 $ 73,244 

References: 
Column (A), Company Workpapers 
Column (B): Testimony GWB 
Column (C): Column (A) + Column (B), Per Co Response 

to Staff DR 5.8 

Adjusted Test Year Revenues GWB-11 
Bad Debt Expense Rate, per Staff 
Expected Bad Debt Expense 
Co Proposed 

$ 10,463,460 
0.70% 

$ 73,244 
$ 531925 
$ ( 19,3 1 9) 



Global Water - 5.- Cnu Water Company [SI& Cnu) 
Dock* No. wsQ34~12-0314 
Test Year Ended D.amb.r 31.2011 

Schedule GWE3-14 

OPERATING INCOME ADJUSTMENT #3 - RATE CASE EXPENSE 

LINE 
m 

1 

2 

3 
4 
5 
5 
7 

8 
9 
10 
11 
12 

13 
14 

15 
15 
17 
18 
19 

20 

IC1 
STAFF 

[SI 
STAFF 

[AI 
COMPANY 

jIESCRlPTlON PROPOSED ADJUSTMENTS RECOMMENDED' 

5 105,801 $ (52.038) $ 53,762 

Company Proposed Rate 
CareExpenrm 

Total PabVerde SantaCnu TownDivision W N V a l k y  Tmopah Buckeye WUNS 

AllDcation Percentapes 39.88% 40.32% 13.45% 3.78% 0.82% 1.58% 0.19% 

Desert Mountain Analylical 
Services s 1P.063 S 48.651 s 499218 S 18,4m S 4616 S 090 S 1827 S l34 
lnsighl  consul^. LLC s 216,WO s =,OB4 s 41 3 
Roshb ~ermn (L Panen. PLC s 370,303 S 147307 S 140.313 S 49,814 S 14.wI S 3.021 S 5.W S 70s 
Ullmann L Company P C S 78.009 s 31.412 S 

s 1 5 w  Total 

Amortization over 3 years: 
s S02 Year 1 

Year2 s 262.391 S 104.585 S 502 
Year3 s 262.301 S 104.585 S 502 

8 7 . m  f 28.W S 8 . W  S 1.m2 I 3,410 S 

31.777 S 1 0 m  S 2.- S 643 S 1244 S 
787.174 S 313.756 I 317,402 105.893 I 29.760 S 6.421 S 12.427 S 

151 

m,u)1 s 104.51 s 105.801 I 35,298 S O P n  S 2.140 S 4.142 S 
105,801 S 35290 S 9.023 S 2.140 I 4,142 S 
105,801 S 35230 S 0,923 S 2140 S 4,142 S 

Totals x 787,174 S 313.759 I 1 JOB 

Staff Recommended Rate Case Expenre 

~ w D M s r o n  WlllmValley Tonoph Buckv WNS D e O a i p t i o n  Total Pain Vstde &ntacrul 
165 181.2a7 s w o e  s 15.127 s 3233 s 6.315 s Stsff Recommended Amount S 4CQ.wO S lSo,434 I 

Amortization: 
Year 1 s 133.333 I 53.145 I 53.762 S 17.936 S 5.042 S 1.088 S 2.1Ds S 255 
Year 2 s 133.333 S 53.145 s 255 
Year3 s 133.333 s 53.145 S 53.762 S 1 7 m  S 5.042 S 1PeS S 2.105 S 255 

s 1.5w 

Adjustment Total. by Syatem S (129.058) s (51.440 S (52.030) S (17.361) S ( 4 . W  S (1.053) S (2.037) I (247) 

53.762 S 17,036 I 5.042 S 1.088 S 2.105 S 

Totals 4W.000 I 313.756 S 317.402 105.893 S 29.788 S 6,421 S 12.427 S 

References: 
C 0 h n  (Ah *paw Workpapen 
Column (E): Line 20 for respedive system 
Colum, (C): Line 15 fa respective system 



Global Water - Santa Cruz Water Company (Santa Cruz) 
Docket No. WS-03478A-12-0314 
Test Year Ended December 31,2011 

Schedule GWB-15 

OPERATING INCOME ADJUSTMENT #4 - EXPENSE NORMALIZATIONS 

PI 
STAFF 

[AI P I  
LINE COMPANY STAFF 
- NO. ACCT / DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED* 

1 601 Salary and Wages - Employees $ 1,268,835 $ (157,960) $ 1,110,875 
2 620 Materials and Supplies $ 47,783 $ (21,656) $ 26,127 
3 630 Outside Services $ 1,053,640 $ (346,035) $ 707,605 

$ 1,233,610 $ (367,691) $ 865,919 

References: 
Column (A), Company Workpapers 
Column (B): Testimony GWB 
Column (C): Column (A) + Column (B) 



Global Water - Santa CNZ Water Company (Santa Cruz) 
Docket No. WS-03478A-120314 
lest  Year Ended December 31,2011 

OPERATING INCOME ADJUSTMENT #5 - DEPRECIATION EXPENSE 

LINE ACCT. 
- NO. NO. DESCRIPTION 

1 PLANT IN SERVICE: 
2 303 
3 304 
4 306 
5 307 
6 309 
7 310 
8 311 
9 320 
10 320.1 
11 320.2 
12 330 
13 330.1 
14 330.2 
15 331 
16 333 
17 334 
18 335 
19 336 
20 339 
21 340 
22 341 
23 343 
24 344 
25 345 
26 346 
27 347 
28 348 
29 390 
30 
31 
32 
33 
34 
35 
36 
37 
38 

Land and Land Rights 
Structures and Improvements 
Lake, River and Other Intakes 
Wells and Springs 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Solution Chemical Feeders 
Distribution Reservoirs and Standpipes 
Storage Tanks 
Pressure Tanks 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture and Equipment 
Transportation Equipment 
Tools, Shop and Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
Office Furniture & Equipment 

Total Utility Plant in Service 

[AI 
PLANT 

BALANCE 

$ 62,847 
9,566,104 

1,855 
4,459,478 
2,340,773 

324,955 
6,782,543 

12,553 
14,541 

820,301 
557,973 

44,363,056 
4,645,439 
3,792,641 
4,340,020 

15,144 
769,912 
505,281 
585,195 
71,996 

103,063 
60,372 

640,845 
85,226 

5,448,566 

- 

571 2 
90,376,391 

Less: Non Depreciable Plant 
Land and Land Rights $ 62,847 
Net Depreciable Plant and Depreciation Amounts $ 90,313,544 

Amortization of ClAC 
Staff Recommended Depreciation Expense 
Company Proposed Depreciation Expense 
Staff Adjustment 

$ 13,142,684 

References: 

Proposed Rates per Staff Engineering Report for Non Allocated Plant 
Col [A] times Col [B] 

Col [A] Schedule GWB-4 
Col [B] 
Col [C] 

P I  
RATE 

DEPRECIATION 

0.00% 
3.33% 
2.50% 
3.33% 
2.00% 
5.00% 

12.50% 
0.00% 
3.33% 

20.00% 
0.00% 
2.22% 
5.00% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 

20.00% 
5.00%. 

10.00% 
5.00% 

10.00% 
10.00% 
5.00% 
5.00% 

3.8061% 

Schedule GWB-16 

VI 
DEPRECIATION 

EXPENSE 

318,551 
46 

148,501 
46,815 
16,248 

847.818 

41 8 
2,908 

18,211 
27,899 

887,261 
154,693 
31 5,927 
86,800 
1,010 

51,353 
33,702 

117,039 
3,600 

10,306 
3,019 

64,085 
8,523 

272,428 
286 

3,437,447 

$ 3,437,447 

$ 500,227 
$ 2,937,220 
$ 3,613.647 
$ (676,427) 



Global Water - Santa Cruz Water Company (Santa Cruz) 
Docket No. WSQ3418A-120314 
Test Year Ended December 31,2011 

OPERATING INCOME ADJUSTMENT #6 - INCOME TAXES 

LINE 
- NO. DESCRIPTION 

[AI 
COMPANY 
PROPOSED 

1 Income Taxes $ 98,898 

Schedule GWB-17 

P I  [CI 
STAFF STAFF 

ADJUSTMENTS RECOMMENDED 

$ 695,818 $ 794,716 

References: 
Column (A), Company Schedule C-2 
Column (B): Testimony GWB 
Column (C): Column (A) + Column (B), 

see also Sch. GWB-2, line 48 



Global Water - Santa Cruz Water Company (Santa Cruz) 
Docket No. WS43478A-12-0314 
l e s t  Year Ended December 31,2011 

LINE 
NO. DESCRIPTION 

Schedule GWB-18 

STAFF STAFF 

OPERATING INCOME ADJUSTMENT #7 - PROPERTY TAX EXPENSE GRCF COMPONENT 

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 

Weight Factor 
Subtotal (Line 1 Line 2) 
Staff Adjusted Test Year Revenues - 201 1 
Staff Recommended Revenue 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 I Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 Line 8) 
Plus: 10% of CWlP 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 10 + Line 11 - Line 12) 
Assessment Ratio 
Assessment Value (Line 13 Line 14) 
Composite Property Tax Rate 
Staff Test Year Adjusted Property Tax Expense (Line 15 Line 16) 
Company Proposed Property Tax 
Staff Test Year Adjustment (Line 17 - Line 18) 
Property Tax on Staff Recommended Revenue (Line 15 * Line 16) 
Staff Test Year Adjusted Property Tax Expense (Line 17) 
Increase in Property Tax Due to Increase in Revenue Requirement 

Increase in Property Tax Due to increase in Revenue Requirement (Line 22) 
Increase in Revenue Requirement 
Increase in Property Tax Per Dollar Increase in Revenue (Line 23 I Line 24) 

2 2 
20,926,920 20,926.920 
10,463,460 

1 0,198,262 
31,390,379 31,125,182 

3 3 
10,463,460 10,375,061 

2 2 
20,926,920 20,750,12 1 

243,735 243,735 
771783 77,783 

21,092,872 20,916,073 
20.0% 20.0% 

4,218,574 4,183,215 
10.3559% 10.3559% 

$ 436,871 
$ 897,129 
$ (460,258) 

$ 433,210 
f 436,871 
$ (3,662) 

$ (3,662) 
(265,198) $ 
1.36079% 

REFERENCES: 
Line 15: Composite Tax Rate, per Company 
Line 18: Company Schedule C-I , Line 36 



Global Water -Willow Valley Water Company (Willow Valley) 
Docket No. W-01732A-12-0315 
Test Year Ended December 31,201 1 

~ 

DIRECT TESTIMONY OF GERALD BECKER 

TABLE OF CONTENTS TO SCHEDULES : 

SCH # TITLE 

GWB- 1 REVENUE REQUIREMENT 
GWB- 2 GROSS REVENUE CONVERSION FACTOR 
GWB- 3 RATE BASE - ORIGINAL COST 
GWB- 4 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 
GWB- 5 RATE BASE ADJUSTMENT #1 POST TEST YEAR PLANT 
GWB- 6 NOTUSED 
GWB- 7 NOTUSED 
GWB- 8 NOTUSED 
GWB- 9 NOTUSED 
GWB- 
GWB- 11 SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR 
GWB- 12 OPERATING INCOME ADJUSTMENT #I - EXCESS WATER LOSS 
GWB- 13 OPERATING INCOME ADJUSTMENT #2 - BAD DEBT EXPENSE 
GWB- 14 OPERATING INCOME ADJUSTMENT #3 - RATE CASE EXPENSE 
GWB- 15A OPERATING INCOME ADJUSTMENT #4 - EXPENSE NORMALIZATIONS 
GWB- 158 OPERATING INCOME ADJUSTMENT #5 - WATER TESTING EXPENSE 
GWB- 16 OPERATING INCOME ADJUSTMENT #6 - DEPRECIATION EXPENSE 
GWB- 17 OPERATING INCOME ADJUSTMENT #7 - INCOME TAXES 
GWB- 

10 OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED 

18 OPERATING INCOME ADJUSTMENT #8 - PROPERTY TAX EXPENSE GRCF COMPONENT 
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Global Water -Willow Valley Water Company (Willow Valley) 
Docket No. W41732A-124315 
Test Year Ended December 31,201 1 

Schedule G W B l  

REVENUE REQUIREMENT 

LINE 
- NO. DESCRIPTION 

1 Adjusted Rate Base 

2 Adjusted Operating Income (Loss) 

3 Current Rate of Return (L2 I L1) 

4 Required Rate of Return 

5 Required Operating Income (L4 L1) 

6 3perating Income Deficiency (L5 - L2) 
7 Gross Revenue Conversion Factor 

8 Required Revenue Increase (L7 L6) 

9 Adjusted Test Year Revenue 

10 Proposed Annual Revenue (L8 + L9) 

11 Required Increase in Revenue (%) 

12 :ate of Return on Common Equity (YO) 

(A) 
COMPANY 
ORIGINAL 

COST 

$ 2,359,391 

$ (58,493) 

-2.48% 

10.60% 

$ 250,024 

$ 308,517 

1.645086 

$ 507,537 

$ 702,652 

$ 1,210,190 

72.23% 

11.44% 

References: 
Column [A]: Company Schedule A-I 
Column (9): Company Schedule A-1 
Column (C): Company Schedules A-1, A-2, & D-1 
Column (C): Staff Schedules GWB-2, GWB-3, and GWB-10 

(B) 
COMPANY 

FA1 R 
VALUE 

$ 2,359,391 

$ (58,493) 

-2.48% 

10.60% 

$ 250,024 

$ 308,517 

1.645086 

$ 507,537 

$ 702,652 

$ 1,210,190 

72.23% 

11.44% 

(C) 

COST 

STAFF 
ORIGINAL 

$ 2,278,955 

$ (71,747) 

-3.15% 

7.50% 

$ 170,922 

$ 242,669 

I .6651OO 

-404,0681 
$ 702,652 

$ 1,106,720 

57.51% 

9.40% 

(D) 
STAFF 
FA1 R 

VALUE 

$ 2,278,955 

$ (7 1,747) 

-3.15% 

7.50% 

$ 170,922 

$ 242,669 

1.665100 

$ 1,106,720 

57.51% 

9.40% 



Global Water - Wllbw Valley Water Company (Willow Valley) 
Docket No. W-Ol732A-124315 
Test Year Ended December 31,2011 

Schedule GWB2 

GROSS REVENUE CONMRSION FACTOR 

LINE 
!!Q 

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 

(A) 
DESCRIPTION 

Calculation of G a s  Revenue Conversion factor 
Revenue 100.0000% 
Umllecible Factor (Line 11) 0.3561% 
Revenues (Ll - U) 99.6439% 
Combined Federal and SMe Income Tax and Properly Tax Rate (Line 23) 39.5874% 
Subtotal (L3 - L4) 60.0564% 
Revenue Conversion Factor (L1 I L6) 1.665100 

Unity 
Combined federal and State Tax Rate (Line 17) 
One Minus Combined lnanne Tax Rate (L7 - L8 ) 
Uncollectible Rate 
Uncollectible Factor (L9 L10 ) 

~alwlal ion of Effective Tax Rate: 
Operating Income Before Taxas (Arizona Taxable Income) 
Arizona State l n m e  Tax Rate 
Federal Taxable lnanne (L12 - Ll3) 
Applicable Federal Income Tax Rate (Line 44) 
Effective Federal Income Tax Rate (L14 x L15) 
Combined Federal and State Income Tax Rate (L13 +L16) 

calculation of Effective Prvmtiv Tax Factor 
Unity 
Combined Federal and State Income Tax Rate (L17) 
One Minus Combined Income Tax Rate (LlB-Ll9) 

loo. 
38. 

0000% 
5889% 

61.4011% 
0.5800% 

0.3561% 

100.0000% 
6.9680% 

93.0320% 
u noons - . . -- - - .- 
31 3309% 

38.5989% 

100.0000% 
38.5989% 
61.401 1% 

Properly Tax Factor (GWB-16, L25) 
Effective Properly Tax Factor (Uo'L21) 

1.61 00% 
0.9886% 

Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 39.5874% 

Required Operating lnwme (Schedule GWB-1. Line 5) t 170,922 
AdjustedTest Year Operating Income (Loss) (Schedule GWB-10, Line 36) (71,747) 
Required Increase in Operating Income (L24 - L25) 5 242,669 

Income Taxes on Recommended Revenue (Col. (C), L48) a 57,306 
Income Taxes on Test Year Revenue (Cot. (A), L48) s (95,245) 
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) 

S 

5 152,550 

s 404.068 
0.5800% 

s 2.344 

Required Revenue Increase (Schedule GWB-1, Line 8) 
Uncollectible Rate (Line 10) 
Uncollectible Expense on Recommended Revenue (L30 * L31) 
Adjusted Test Year Uncollectible Expense - NIA 
Required Increase in Revenue to Provide for Uncollectible Exp. 

Properly Tax with Recommended Revenue (GWB-18. Line 21) t 40,437 
Properly Tax on Test Year Revenue (GWB-16. Col A, L19) 5 33,931 
Increase in Properly Tax Due to Increase in Revenue (L35L36) 

s 
5 2,344 

a 6.506 

Total Required Increase in Revenue (L26 + L29 + L34+ L37) $ 404,066 

Calculation of Income Tax: 
39 Revenue (Sch GWB-IO, Col.(C) L4, GWB-1. Col. (D), L10) 
40 Operating Expenses Exduding Income Taxes 
41 Synchronized Interest (L53) 
42 Arizona Taxable Income (L39 - L40 - L41) 
43 Arizona State Income Tax Rate 
44 Arizona Income Tax (L42 x L43) 
45 Federal Taxable Income (L42 - L44) 
46 FederalTax 
47 Total Federal Income Tax 
48 Combined Federal and State Income Tax (L43 + L47) 

50 Effective Tax Rate 

n: Calculation of Interest Svnchmnma& 
51 Rate Base (Schedule G W M .  Col. (C), Line 18) 
52 Webhted Average Cost of Debt 
53 Synchronized interest (L50 X L51) 

. .  

(e) 

Recommended 
Test Year 

702,652 
869,645 878.494 
79,763 

95,245 

2,278.955 
3.5000% 
79 763 

138.1 19 
18 46.961 I 
k 5 3  57.306 

1 -  . _,. -- 
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Global Water - Willow Valley Water Company (Willow Valley) 
Docket No. W41732A-12-0315 
Test Year Ended December 31,2011 

RATE BASE - ORIGINAL COST 

Schedule GWBS 

(C) 
STAFF 

AS 
ADJUSTED 

(A) 
COMPANY 

AS 
FILED 

LINE 
- NO. 

1 
2 
3 

4 
5 
6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

STAFF 
ADJUSTMENTS 

Plant in Service 
Less: Accumulated Depreciation 
Net Plant in Service 

$ 5,033,102 
(1,742,556) 

$ 3,290,546 

$ 5,113,538 
(1,742,556) 

$ 3.370.982 

$ (80,436) 

$ (80,436) 

LESS: 

Contributions in Aid of Construction (CIAC) 
Less: Accumulated Amortization 

Net ClAC 

Advances in Aid of Construction (AIAC) 

$ $ 

610,760 610,760 

Imputed Reg AIAC 

Imputed Reg ClAC 

391,114 

36,233 

391,114 

36,233 

Accumulated Deferred Income Tax Credits 

Customer Meter Deposits 

Accumulated Deferred Income Tax Debits 26,516 26,516 

Cash Working Capital - 
- 

$ (80,436) 

Deferred Compensation 

ClAC 

Fixed Asset Depreciation 

Deferred Debits 

Purchase Wastewater Treatment Charges 

Original Cost Rate Base $ 2,359,391 $ 2,278,955 

References: 
Column (A), Company Schedule 6-2 
Column (B): Schedule GWB-4 
Column (C): Column (A) + Column (B) 



Global Water -Willow Valley Water Company (Willow Valley) 
Docket No. W-Ol732A-12-0315 
Test Year Ended December 31,2011 

Schedule GWB-4 

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

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 

[AI P I  [I1 
Reclassification 

ACCT I 

- NO. DESCRIPTION COMPANY ADJ #1 STAFF 
AS FILED GWB-5 ADJUSTED 

PLANT IN SERVICE: 
303 Land and Land Rights 
304 
306 
307 
309 
31 0 
31 1 
320 
320.1 
320.2 
330 
330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 
341 
343 
344 
345 
346 
347 
348 
390 

Structures and Improvements 
Lake, River and Other Intakes 
Wells and Springs 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 

Water Treatment Plant 
Solution Chemical Feeders 
Distribution Reservoirs and Standpipes 

Storage Tanks 
Pressure Tanks 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture and Equipment 
Transportation Equipment 
Tools, Shop and Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
Office Furniture 8 Equipment 

Total Plant in Service 
Accumulated Depreciation 
Net Plant in Service 

LESS: 
Net Contributions in Aid of Construction (CIAC) 
Advances in Aid of Construction (AIAC) 
Customer Meter Deposits 
Deferred Income Tax Credits 

- ADD: 
Unamortized Finance Charges 
Deferred Income Tax Assets 

Meter Deposits 
Deferred Gain 
Bad debt 
Deferred compensation 
CIAC 

Working Capital 
Utility Plant Acquisition Adjustment 

Original Cost Rate Base 

Sumortina Schedules: 
B-2 
8-3 
E-1 
6-5 

18,293 
464.273 

1,623,786 
5,441 

10,751 
537,335 
572,865 

265,900 

670,561 
96,681 

533,416 
47,803 

1.024 
20,318 
22,646 
21,527 
43,388 
9,508 

38,925 
13,877 
90,659 
3,937 

$ 

(572,865) 
303,188 
269,677 

(265,900) 
220,751 
45,148 

(80,436) 

$ 18,293 
464,273 

1,623,786 
5.441 

10,751 
537,335 

303,188 
269,677 

220,751 
45,148 

670,561 
96.681 

533.416 
47,803 
1,024 

20,318 
22,646 
21,527 
43,388 
9,508 

38,925 
13,077 
10,223 
3,937 

625 625 

5,113,538 (80,436) 5,033,102 
(1,742,556) (I ,742,556) 

$ 3,370.982 $ (80.436) $ 3,290,546 

$ $ 
610,760 610,760 
36,233 36,233 

391.1 14 391,114 

16,555 
794 

4,414 
4,754 

16,555 
794 

4,414 
4,754 

$ 2,278,955 

RecaD Schedules: 
A-1 



Global Water - Willow Valley Water Company (Willow Valley) 
Docket No. W41732A-124315 
Test Year Ended December 31,201 1 

Schedule GWB-5 

RATE BASE ADJUSTMENT #l POST TEST YEAR PLANT 

LINE ACCT 
& !!Q Descriotion 
1 348 Miscellaneous Equipment 

IAI [El [CI 
COMPANY STAFF 

AS STAFF AS 
U € D  ADJUSTMENTS ADJUSTED 

80,436 (80,436) 

Disallowed PTYP 
SCADA - WVWC $ 80,436 

References: 
Column IA] : Disallowed Amount reflected in Acct. 348, PTYP. Per Co Schedule B-2.1 
Column [B] , Col [C] less Col [A] 
Column [C] , Per testimony GWE and Engineering testimony 



Global Water - WUlow Valley Water Company (Willow Valley) 
Docket No. W41732A-124315 
Test Year Ended D.cemb.r 31,201 1 

Schedule GWB-10 

OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED 

LINE 
p?e iSCRiPTlON 

[AI 

COMPANY 
TEST YEAR 
AS FILED 

PI 

STAFF 
TEST YEAR 

ADJUSTMENTS 

IC1 
STAFF 

TEST YEAR 
AS 

ADJUSTED 

ID1 

STAFF 
RECOMMENDED 

CHANGES 
STAFF 

RECOMMENDED 

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 

s 
Metered Water Sales 689.274 
Water Sales - Unmetered 

Total Operating Revenues 0 702.652 
Other Operating Revenue 13.378 

601 
604 
61 0 
615 
616 
61 8 
620 
621 
630 
635 
636 
641 
642 
650 
657 
659 
666 
667 
670 
675 
403 
408 

Salary and Wages - Employees s 
Employee Pensions and Benefits 
Purchased Water 
Purchased Power 
Fuel for Power Production 
Chemicals 
Materials and Supplies 
Office Supplies and Expense 
Outside Services 
Contractual Services -Testing 
Contractual Services - Other 
Rental of BuildinglReal Property 
Rental of Equipment 
Transportation Expenses 
Insurance -General Liability 
Insurance - Other 
Regulatory Commission Expense - Rate C 
Rate Case Expense 
Bad Debt Expense 
Miscellaneous Expenses 
Depreciation Expense 
Taxes Other Than lnwme 

263,312 

43.747 

55,422 
36.002 
27,025 
97,501 
20.993 

10,241 

24.173 
7,125 
4,218 
9.922 

8,251 
24,563 

200.668 
782 

(1 06,730) 
761,145 

S 5 8 , 4 9 3 )  

408 Taxes Other Than lnwme - Property Taxe 33.931 
409 Income Taxes 
Total Operating Expenses 
Oparating Income (Loss) 

Referen- 
Column (A): Company Schedule C-I 
Column (6): ScheduleGWB 11 
Column (C): Cdumn (A) + Column (6) 
Column (D): Schedules GWB 2, Lines 29,34 and 37 
Column (E): Column (C) + Column (D) 

s 

(4.880) 

(4,175) 
(9.383) 
84,832 

11.486 
13,254 

$ (13,259 

s 
689,274 

0 
404,069 

13.378 
$ 702,652 $ 404,069 

s 
1,093,343 

13.376 
0 1,106,721 

$ 24’1.943 

38,997 

49,404 
20,549 
27,025 
79.752 
15,706 

10.241 

24,173 
7.125 
4.218 
5,042 

4.075 
15,180 

285,500 
782 

33,931 
(95,245) 

774,400 
$ (71,747) 

2,344 

6,506 
152,550 
161,400 

b 242,669 

s 247,943 

38,997 

49,404 
20,549 
27,025 
79.752 
15,706 

10,241 

24,173 
7.125 
4,216 
5,042 

6,4 19 
15,160 

285.500 
782 

40,437 
57,306 

935,799 
s 170,922 
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Global Water - Willow Valley Water Company (Willow Valley) 
Docket No. W-01732A-12-0315 
Test Year Ended December 31,2011 

Schedule GWB-12 

OPERATING INCOME ADJUSTMENT #1- EXCESS WATER LOSS 

LINE 
- NO. 

1 One plus allowable water loss 1 10.00% 
2 One plus actual water loss 123.40% 
3 Allowable portion 89.14% 
4 Disallowable portion 10.86% 

5 Power Expense 
6 Disallowance 

43,747 
$ 4,751 

7 Chemical Expense 55,422 
8 Disallowance $ 6,018 

Line 1 : Maximum acceptable level of water losses 
Line 2: Actual level of water losses 
Line 3: Line 2 / line 3 
Line 4: 1 minus line 4 
Line 6: Line 1 times line 5 
Lines 1 - 6: See also testimony GWB 



Global Water - Willow Valley Water Company (Willow Valley) 
Docket No. W-Ol732A-12-0315 
Test Year Ended December 31,201 I 

Schedule GWB-I3 

OPERATING INCOME ADJUSTMENT #2 - BAD DEBT EXPENSE 

[AI tB1 [CI 
LINE COMPANY STAFF STAFF 
- NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED* 

1 $ 8,251 $ (4,175) $ 4,075 

References: 
Column (A), Company Workpapers 
Column (B): Testimony GWB 
Column (C): Column (A) + Column (B), Per Co Response 

to Staff DR 5.8 

Adjusted Test Year Revenues GWB-11 
Bad Debt Expense Rate, per Staff 
Expected Bad Debt Expense 
Co Proposed 

$ 702,652 
0.58% 

$ 4,075 
$ 8,251 
$ (4,175) 



Global W.1.r. WUw V8ll.y W.br Company (WlllowV8lloy) 
Dockel No. W9173U-124516 
Test Y u r  Ended D.anb.r 31,2011 

Schedule GWB-14 

OPERATING INCOME ADJUSTMENT 13 - RATE CASE EXPENSE 

LINE 
m 

1 

2 

3 
4 
5 
6 
7 

6 
9 
10 
11 
12 

13 
14 

15 
16 
17 
18 
19 

20 

IC1 
STAFF 

[AI 161 
COMPANY STAFF 

PESCRIPTION PROPOSER ADJUSTMENTS RECOMMENDED 

t 9.922 S ( 4 . 8 8 0 u  5,W2 

Comprny Proposed Rat. 
C8seExpen60 

Total Palo Verde Santa Cna Town Division Wdlow Valky Tonopah Buckeye WUNS 

AuoCationPenanta~ 39.88% 40.32% 13.45% 3.78% 0.82% 1.58% 0.19% 

Desert Mountain Analytical 
W i S  s 1 P P 3  S 48.652 S 4 9 . ~ 8  s 16.420 s 4 m  s 990 s s 234 

Rorhka Dewulf 6 Palten. PLC I 370.303 S 147597 S 149.313 S 49.814 S 14.W S 3.021 S 5.846 $ 709 

Total s 787.174 S 313,756 S 317.402 S 105.1193 S 29.7W S 8.421 S 12.427 S 1.506 

Amortization over 3 years: 
Ye8r 1 s 282,3M S 104,585 I 5G2 
Year2 s 262.391 s 104,585 s 105,801 35298 S Sa23 I 2.140 S 4.142 S 502 
Year3 s x2.301 s 104.585 s 105.W1 S 35,298 S 9.923 S 2,140 S 4,142 S 502 
Totals s 767.174 S 313.756 I 317.402 S 105,893 S 29,768 I 8.421 S 12127 S 1.508 

Staff Recommended Rate Case Expense 

Descdptbn 
Staff Recommended h u n t  s 400,ooO S 1SOAY 5 181287 s s.am s 15.127 s 3283 s 6.315 I 765 

Amortkation: 
Year 1 $ 133.333 s 53.145 S U.762 $ 17,936 S 5,042 S 1,088 S 2.105 S 2% 

s 255 Year 2 133.333 I 

lnsiprn ConS&Q. LLC I 216.OM S m.004 s 87.m5 s 29.057 s 6.168 s 1.762 s 3.410 s 413 

Uflmann & company P c s 7 8 . W  s 31.412 S 31.777 S 10,602 S 2 . 1 0  S 643 S 1,244 S 151 

105.W1 S 35298 S 9.923 S 2,140 S 4.142 I 

T0t.l PabVerds santa C N  T~rmDbiwn WYlawVallsy Tonopah Buckeye WUNS 

53~145 S 53,762 S 17.950 5.042 S 1.088 S 2,105 S 
Year 3 
Totals 

s 255 133.333 s 53.145 S 53762 $ 17.836 $ 5.M S 1.088 S 2,105 S s 4CO.WO S 313,758 I 1.5W 

Adjustment Total. by System s (129,058) s (51.441) I ru,w s (17.361) s (4.M1) s (1.053) s e m  s e 4 n  

References: 
Column (A), Company Wakpapers 
Column (E): Line 20 for mopedhe system 
Colunn (C): Line 16 for respediw, system 



Global Water - Willow Valley Water Company (Willow Valley) 
Docket No. W-01732A-12-0315 
Test Year Ended December 31,2011 

Schedule GWB-15A 

OPERATING INCOME ADJUSTMENT #4 - EXPENSE NORMALIZATIONS 

LINE 
[AI PI IC1 

COMPANY STAFF STAFF 
- NO. ACCT / DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED' 

1 601 Salary and Wages - Employees $ 263,312 $ (15,369) $ 247,943 
2 620 Materials and Supplies $ 36,002 $ (15,453) $ 20,549 
3 630 Outside Services $ 97,501 $ (17,749) $ 79,752 
4 675 Miscellaneous Expenses $ 24,563 $ (9,383) $ 15,180 

$ 421,378 $ (57,954) $ 363,424 

References: 
Column (A), Company Workpapers 
Column (B): Testimony GWB 
Column (C): Column (A) + Column (B) 



Global Water - Willow Valley Water Company (Willow Valley) 
Docket No. W-01732A-12-0315 
Test Year Ended December 31,201 1 

Schedule GWB-15B 

OPERATING INCOME ADJUSTMENT #5 - WATER TESTING EXPENSE 

[AI PI [CI 
LINE COMPANY STAFF STAFF 
- NO. ACCT I DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED 

1 Contractual Services - Testing !§ 20,993 !§ (5,285) $ 15,708 

References: 
Column (A), Company Workpapers 
Column (B): Testimony GWB 
Column (C): Column (A) + Column (B) 



Global Water - Willow Valley Water Company (Willow Valley) 
Docket No. W-01732A-124315 
Test Year Ended December 31,2011 

References: 

Proposed Rates per Staff Engineering Report 
Col [A] times Col [B] 

Col [A] Schedule GWB-4 
Col [Bl 

-Col [C] 

OPERATING INCOME ADJUSTMENT #6 - DEPRECIATION EXPENSE 

LINE ACCT. 
- NO. NO. DESCRIPTION 

I PLANT IN SERVICE: 
2 303 Land and Land Rights 
3 304 Structures and Improvements 
4 306 Lake, River and Other Intakes 
5 307 Wells and Springs 
6 309 Supply Mains 
7 310 Power Generation Equipment 
8 311 Pumping Equipment 
9 320 Water Treatment Equipment 
10 320.1 Water Treatment Plant 
I 1  320.2 Solution Chemical Feeders 
12 330 Distribution Reservoirs and Standpipes 
13 330.1 Storage Tanks 
14 330.2 Pressure Tanks 
15 331 Transmission and Distribution Mains 
16 333 Services 
17 334 Meters and Meter Installations 
18 335 Hydrants 
19 336 Backflow Prevention Devices 
20 339 Other Plant and Miscellaneous Equipment 
21 340 Office Furniture and Equipment 
22 341 Transportation Equipment 
23 343 Tools, Shop and Garage Equipment 
24 344 Laboratory Equipment 
25 345 Power Operated Equipment 
26 346 Communication Equipment 
27 347 Miscellaneous Equipment 
28 348 Other Tangible Plant 
29 390 Office Furniture & Equipment 
30 
31 Less: Non Depreciable Plant 
32 Land and Land Rights 
33 
34 
35 
36 Amortization of ClAC 
37 Staff Recommended Depreciation Expense 
38 Company Proposed Depreciation Expense 
39 Staff Adjustment 

Net Depreciable Plant and Depreciation Amounts 

[AI (61 

BALANCE RATE 
PLANT DEPRECIATION 

$ 18,293 
464,273 

1,623,786 
5,441 
10,751 
537,335 

303,188 
269,677 

220,751 
45,148 
670,561 
96,681 
533,416 
47,803 
1,024 
20,318 
22,646 
21,527 
43,388 
9,508 
38,925 
13,877 
10,223 
3,937 

625 
5,033,102 

18,293 
$ 5,014,809 

$ 

0.00% 
3.33% 
2.50% 
3.33% 
2.00% 
5.00% 

12.50% 
0.00% 
3.33% 

20.00% 
0.00% 
2.22% 
5.00% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 

20.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 
5.00% 
5.00% 

5.6931 % 

Schedule GWB-I6 

P I  
DEPRECIATION 

EXPENSE 

15,460 

54,072 
109 
538 

67,167 

10,096 
53,935 

4,901 
2,257 

13,411 
3,219 

44,434 
956 
68 

1,355 
131 0 
4,305 
2,169 

95 1 
1,946 
1,388 
1,022 

197 

- 

31 
285,500 

$ 285,500 

$ 
$ 285,500 
$ 200,668 
$ 84,832 



Global Water - Willow Valley Water Company willow Valley) 

Test Year Ended December 31,2011 
Docket NO. W41732A-124315 

OPERATING INCOME ADJUSTMENT #7 - INCOME TAXES 

[AI 
LINE COMPANY 
- NO. DESCRIPTION PROPOSED 

1 Income Taxes $ (106,730) 

References: 
Column (A), Company Schedule C-2 
Column (B): Testimony GWB 
Column (C): Column (A) + Column (B), 

see also Sch. GWB-2, line 48 

PI 
STAFF 

ADJUSTMENTS 

$ 1 1,406 

Schedule GWB-17 

[CI 
STAFF 

RECOMMENDED 

$ (95,245) 



Global Water - Willow Valley Water Company (Willow Valley) 
Docket No. W-01732A-124315 
Test Year Ended December 31,2011 

LINE 
NO. DESCRIPTION 

OPERATING INCOME ADJUSTMENT #8 - PROPERTY TAX EXPENSE GRCF COMPONENT 

STAFF STAFF 

Schedule GWB-18 

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 

Weight Factor 
Subtotal (Line 1 * Line 2) 
Staff Adjusted Test Year Revenues - 201 1 
Staff Recommended Revenue 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 I Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 10 + Line 11 - Line 12) 
Assessment Ratio 
Assessment Value (Line 13 Line 14) 
Composite Property Tax Rate 
Staff Test Year Adjusted Property Tax Expense (Line 15 * Line 16) 
Company Proposed Property Tax 
Staff Test Year Adjustment (Line 17 - Line 18) 
Property Tax on Staff Recommended Revenue (Line 15 * Line 16) 
Staff Test Year Adjusted Property Tax Expense (Line 17) 
Increase in Property Tax Due to Increase in Revenue Requirement 

Increase in Property Tax Due to Increase in Revenue Requirement (Line 22) 
Increase in Revenue Requirement 
Increase in Property Tax Per Dollar Increase in Revenue (Line 23 I Line 24) 

2 2 
1,405,305 1,405,305 

1,106,723 
2,107,957 231 2,028 

3 3 
702,652 837,343 

2 2 
1,405,305 1,674,686 

47 47 

702,652 

340 340 
1,405,012 1,674.393 

21.0% 21 .O% 
295,052 351,622 

11.5000% 1 1 .5OOO% 
$ 33,931 
$ 33,931 
$ 0 

$ 40,437 
$ 33,931 
s 6,506 

$ 6,506 
$ 404,071 

1.61 000% 

REFERENCES: 
Line 15: Composite Tax Rate, per Company 
Line 18: Company Schedule C-1, Line 36 
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EXECUTIVE SUMMARY 
VALENCIA WATER COMPANY-TOWN DIVISION, ET AL 

DOCKET NO. W-01212A-12-0309, ET AL 

Staff Witness James Armstrong supports S t a r s  recommendations regarding the 
regulatory treatment to be given to the funds received by the Global Water Parent entity (“Global 
Parent”) under the Infrastructure Coordination and Financing Agreements (“ICFAs” or “ICFA 
Agreements”) entered into between Global Parent and various real estate developers. The ICFA 
is unique to Global Parent. Staff is not aware of any other water, or wastewater service provider 
in the United States that utilizes these agreements. Global Parent has used these agreements as a 
means to implement what it calls its “Total Water Management” Plan. In his testimony filed in 
the Global ACC-regulated utilities (“Global Parent Utilities”) last rate case, Global Parent 
Utilities witness Mr. Hill described an ICFA as a voluntary contract between Global Parent and a 
landowner which provide for Global Parent to coordinate the planning, financing and 
construction of off-site water, wastewater and recycled water plant. According to Mr. Hill, the 
Global Parent Utilities will own and operate this plant when construction is complete. 

To-date, Global Parent has entered into approximately 180 ICFA-like agreements. The 
ICFA agreements encompass the following systems in the City of Maricopa in Pinal County: 
Palo Verde (wastewater) and Santa Cruz (water). In addition, there are several ICFAs related to 
the following systems: Greater Tonopah (water) and Hassyampa Utility Company (“HUC”) 
(wastewater), and Picacho Cove. HUC and Picacho Cover have no customers at this time and 
are not included in this rate case. Through December 31, 2012, Global Parent received 
approximately $69 million in fees under the terms of these ICFA agreements. Estimates indicate 
that Global Parent could be entitled to receive as much as $1.476 billion in ICFA fees over 
several decades. The Global Parent Utilities applications addresses only the ICFA fees received 
through the end of 201 1, which approximated $67 million, however Staffs recommendations 
address all ICFA fees received through the end of 20 12 or approximately $69 million. 

In the current consolidated Global Parent Utilities rate filings, Staff recommends that the 
Commission order Global Parent not to enter into any new ICFA agreements. Staff believes 
there are entirely too many issues, risks, and unanswered questions related to the continuing 
reliance on ICFAs as the means used to financially support regional water and wastewater 
infrastructure development. Staff also believes that the ICFAs blur the line between Global 
Parent and its operating utilities, its Global Parent Utilities. The uncertainty and open ended 
nature of these agreements leave both Global Parent, the Global Parent Utilities, and its 
ratepayers subject to significant exposure and risk. 

In Global Parent Utilities’ 2009 rate case, the Commission in Decision No. 71878, treated 
$32 million of the ICFA funds as supporting excess capacity; and set that investment aside for 
future ratemaking treatment within the Palo Verde and Santa Cruz operating divisions. The 
balance of the ICFA funds received were imputed as Contributions in Aid of Construction 
(“CIAC”) and deducted fiom the rate base of the three systems covered by the then existing 
ICFA agreements (Santa Cruz, Palo Verde and Greater Tonopah). However, the Commission 



indicated in Decision No. 71878 that it was leaving open the possibility that the treatment 
afforded ICFA fees could be different in a future rate case. 

The Global Parent Utilities argue for reversal of the ICFA fee-related decisions made by 
the Commission in Decision No. 71878, issued in the Global Parent Utilities’ consolidated 2009 
rate case filings. 

Staff recommends that the ICFA fees previously designated as supporting Global 
Parent’s excess capacity investments no longer be treated in this manner. From Staffs analysis, 
it cannot be concluded with specificity where any portion of the ICFA funds were utilized, 
therefore Staff recommends that this previous ICFA fee use designation be ended. Staff further 
recommends that the Commission approve hook-up fee tariffs for all of Global Parent Utilities. 
Mr. Armstrong explains how the ICFA fees received through the end of 2012 should be imputed 
as hook-up fees for ratemaking purposes, and he explains Staffs recommendations regarding 
how future ICFA fees would be linked to the payments required under the new hook-up fee 
tariffs. Mr. Armstrong’s testimony discusses the need to segregate funds within the regulated 
utilities to ensure that the money needed for infrastructure development will be there when 
needed. The various measures recommended by Mr. Armstrong are meant to protect and 
safeguard the utilities’ ratepayers fiom any exposure and risk that they may now face under the 
ICFAs. 

Finally, Mr. Armstrong also discusses financial gains generated by Global Parent’s non- 
ACC-regulated affiliates related to the early cash-outs of developer line extension refunds, and 
Mr. Armstrong recommends that Global Parent be directed by the Commission to develop and 
submit a Code-of-Conduct Policy addressing the parameters of acceptable business activities 
engaged in between non-regulated affiliates and the ACC-regulated Global Parent Utilities. 
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INTRODUCTION 

Q. 
A. 

Q. 
A. 

Please state your name, occupation, and business address. 

My name is James R. Armstrong. I am the Chief Accountant employed by the Arizona 

Corporation Commission (“ACC” or “Commi~sion’~) in the Utilities Division (‘‘Star). 

My business address is 1200 West Washington, Phoenix, Arizona 85007. 

Please describe your educational background and professional experience. 

I hold a Bachelor of Science degree with a concentration in Finance, and a Master of 

Business Administration degree with a concentration in Accounting, both from Kansas 

State University. My professional experience 

includes serving on the staff of the Kansas Corporation Commission, the staff of the 

Residential Utility Consumer’s Office in Arizona, and on the staff of the Oklahoma 

Corporation Commission. In addition, I worked as Manager of Rates for Oklahoma 

Natural Gas Company for approximately twelve years, and for approximately two years, I 

was a regulatory consultant to Westar Energy operating out of Topeka, Kansas. I joined 

I am a Certified Public Accountant. 

the ACC Staff in September, 2012 as the Chief Accountant for the Utilities Division. 

SCOPE OF TESTIMONY 

Q. 

A. 

What is the scope of your testimony in this case? 

I will address and support Staffs recommendations related to Global Parent’s use of 

Infrastructure Coordination and Financing Agreements (“ICFAs” or “ICFA agreements”) 

and to what I believe are some important considerations the Commission should weigh in 

addressing ICFA-related questions or issues. 

During the course of my testimony I will refer to various Global Parent business units. 

Generally my discussions will address the Global Water Parent business entity as “Global 
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Parent.” References to the G Parent Utilities will refer to one or more o Glob2 

Parent’s ACC-regulated water and wastewater operating entities. Generally a reference to 

the pending docket or instant docket should be interpreted as a reference to one or more of 

the six rate change filings docketed by the Global Parent Utilities, which were 

consolidated for processing by ACC Procedural Order on November 30,2012. 

Finally, I will also be providing comments to the Commission regarding financial gains 

generated by Global Parent’s unregulated business from selling the contractual rights to 

receive future r e h d s  associated with certain line extension agreements of the Global 

Parent Utilities. 

INTRODUCTORY ICFA AGREEMENT DISCUSSION 

Q- 
A. 

Mr. Armstrong, please begin by explaining what an “ICFA” agreement” is? 

In direct testimony filed by Global Parent Utilities witness Mr. Hill in Docket No. 

SW-20445A-09-0077 et. al. the following overview was used to describe the ICFA 

agreements: 

An ICFA (Infrastructure Coordination and Financing Agreement) is a voluntary 
contract between Global Parent and a landowner. These contracts provide for 
Global Parent to coordinate the planning, financing and construction of off-site 
water, wastewater and recycled water plant. The Global Utilities will own and 
operate this plant when construction is complete. Under the ICFAs, Global 
Parent is responsible for funding both the planning and construction of water, 
wastewater and recycled water plant. The landowners who enter into the ICFAs 
agree to cooperate with Global Parent’s plant planning and construction 
process. ICFAs formalize the cooperation between the landowner and Global, 
but also provide fees which allow Global Parent to impress conservation and 
consolidation into the regional planning initiatives. These fees are intended to 
recover a portion of the carrying costs for the very expensive facilities required 
to implement effective water conservation and, in some cases, to fund Global 
Parent’s acquisition of existing utilities. 
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The fees referred to in this explanation are also called “landowner payments.” The 

amount of the landowner payments vary from agreement to agreement but generally run 

from $1,950 to $5,500 per equivalent dwelling unit. Global Parent has entered into 

approximately 180 separate ICFA (or ICFA-like) agreements, and through the end of 201 1 

the company received approximately $67 million in ICFA fees f’rom developers and 

landowners. An additional $2.4 million in ICFA fees was received during 2012. 

Estimates suggest that Global Parent could be entitled to receive (over several decades) as 

much as $1.476 billion in ICFA fees under the provisions of these existing agreements. 

(Support for calculation these average ICFA landowner fees, and for the estimated total 

ICFA fees that could be received, can be found within Attachment D to my direct 

testimony.) 

The level of future ICFA fees is entirely dependent upon if, and when, the underlying 

planned residential developments actually build out, and upon the landowner fee cost 

escalators applicable to future ICFA fee receipts. 

In my opinion, other important considerations related to understanding the structure and 

function of the Global Parent ICFA agreements include the following: 

1. Global Parent was created in the housing boom and the ICFA agreements were 

an outgrowth of that economic environment; 

2. The ICFA arrangements only have value because of the underlying ACC- 

authorized Certificates of Convenience and Necessity (“CCN) and the 

agreements contain express provisions for termination if the Commission does 

not grant the underlying regulated global utilities a CCN for the area covered 

by the ICFA; 

3. ICFAs are “voluntary contracts” between Global Parent and a landowner; 
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4. ICFAs are structured to L e  responsibility for water planning away from 

developershomebuilders ; 

5. ICFAs are different from main extension agreements - ICFA funds can be used 

to support regional planning, while main extension agreement funds are limited 

to paying for facilities; 

6. The structure of the ICFA contracts arguably blur the line between the Global 

Parent holding company and the Global Parent Utilities; 

7. ICFAs are not a tax-efficient source of funding; 

8. ICFAs have the potential for generating extremely large, but uneven, cash 

inflows for Global Parent (corresponding directly to the receipt of ICFA 

fbnds), and Global Parent has committed to planning, coordinating, 

developing, and financing large infrastructure investments. The timing 

associated with Global Parent’s numerous commitments under the ICFAs, and 

the cash outflows associated with meeting these commitments also involve 

extremely large, but uncertain and uneven, cash flow requirements; 

9. Global Parent has never contended that ICFAs are non-jurisdictional to the 

ACC; 

10. Developers have provided ICFA funds to Global Parent which, corningled with 

equity and debt provided by Global Parent, have been used for the provision of 

utility service, whether through acquisitions, carrying costs, or plant 

construction; and, 

11. In Decision No. 71 878, the Commission left open the possibility that the 

treatment afforded ICFAs could be different in a future rate case. 

Source references for each of these ICFA agreement-related considerations are presented 

in Attachment A to my direct testimony. 
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Q. 

A. 

Q. 

A. 

Mr. Armstrong, you made reference to additional ICFA fees of approximately $2.4 

million received during 2012. Were these additional fees captured in the Global 

Parent Utilities’ original rate change applications? 

No. The company’s filing only addressed the ICFA fees received through the end of 201 1 

(the chosen test year is the calendar year ending December 3 1, 201 1). However, Staffs 

ICFA discussions and recommendations address all ICFA fees received through the end of 

20 12. 

Mr. Armstrong, do you have a Schedule that summarizes the ICFA-related pro 

forma adjustments proposed by the Global Parent Utilities for its various operating 

entities? 

Yes, Attachment B shows the ICFA-fee links between the Global Parent Utilities’ actual 

rate base levels at the end of the test year, and the rate base levels proposed in the 

Company’s rate filings. The data included in Attachment B was derived from the Global 

Parent Utilities’ rate filings and through informal inquiries made to the Global Parent 

Utilities. Column A presents the rate base levels from the Commission’s Order in the last 

Global Parent Utilities rate case (Docket No. SW-20445A-09-0077 et al). Column H 

presents the as filed rate base in the current rate case. Columns D, E, and G all relate to 

the ICFA fee pro forma adjustments proposed by the Global Parent Utilities. Attachment 

B is for informational purposes only; the data does not represent specific findings or 

recommendations being made by Staff. 
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Q. 

A. 

Q. 
A. 

Please summarize the Global Parent Utilities’ current request to the Commission 

regarding the funds received under these ICFA agreements. 

As discussed by witness Mr. Walker, the Company continues to support using ICFA funds 

to cover the carrying costs on regional infrastructure investments, funding acquisitions and 

acquisition premiums, using ICFA funds to offset the income tax liability generated for 

the Global Parent by ICFA funds. Further, the company supports allowing any residual 

funds to be imputed as Contributions in Aid of Construction (“CIAC”), which would be 

recognized as a reduction to rate base. The GlobaI Parent Utilities seeks the reversal of 

the decision reached by the Commission in the last rate case that treated approximately 

$25 million of ICFA fees as CIAC. 

Has Global Parent’s rationale and support of it ICFAs evolved over time? 

Yes, Global Parent has placed varying levels of emphasis on the importance of, or the 

relative significance of, the various possible applications for which ICFA finds could be 

used. For example, using ICFA funds to pay carrying costs on regional infrastructure 

investments was previously a primary focus of the company. In fact, on page 3, line 20, of 

the comments filed by Global Parent on June 24, 2006, in Docket No. 06-0149, it was 

noted that carrying costs were “central” to the ICFA agreements. In some ICFA 

agreements the required landowner payments are almost exclusively described as 

representing an approximation of the carrying costs associated with interest and 

capitalized interest associated with financing water and wastewater infrastructure for the 

benefit of the landowner until the infrastructure is included in rate base and thus 

generating revenues to cover these carrying costs. In the Global Parent Utilities’ current 

arguments, the importance of carrying costs are just mentioned in passing (in Mr. 

Walker’s direct testimony), whereas the primary focus is now on ICFA fee support for 

acquisitions and for the payment of income taxes. 
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In many regards the Global Parenl ICFA-issue discussions (and the responsive positions 

of the parties that have participated in previous ICFA-issue debates that played out in 

previous ACC dockets or water issue workshops) have been a moving target, which in my 

opinion has added to the complexity of the considerations the Commission must weigh in 

reaching its decision regarding the regulatory treatment of the ICFA funds in the pending 

Global Parent Utilities’ rate filings. 

STAFF’S ICFA ISSUE REVIEW PLAN 

Q. 

A. 

Mr. Armstrong, can you provide an overview of the review process Staff used in 

developing its ICFA recommendations in this docket? 

Yes. Staffs review process consisted of the following steps: 

a. 
b. 

C. 

d. 

e. 

f. 
g- 
h. 

1. 

j. 

Reviewed current rate case filing support; 
Gathered ICFA-related data and information from past ACC dockets and water 
workshops; 
Held meetings with Global Parent personnel to discuss ICFA history, the 
Company’s Total Water Management plan, and other ICFA-related matters; 
Reviewed discovery from a past Global Parent Utilities rate filing docket and 
issued discovery in the instant docket; 
Reviewed water system acquisition due diligence work papers at the Global Parent 
corporate office; 
Reviewed Ullmann & Company, P.A.’s attestation report on ICFAs; 
Reviewed select ICFA Agreements; 
Reviewed previous Staff Reports issued on the subject of ICFAs and alternative 
financing arrangements; 
Reviewed annual financial statements issued by Global Parent; and, 
Reviewed other financial data provided to Staff by Global Parent. 

As with most regulatory issue investigations, Staff incorporated additional steps as 

consideration of evidence warranted. 
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Q. Mr. Armstrong, were Global Parent personnel generally cooperative and helpful in 

assisting Staff with its review of the ICFA issue? 

Yes. Staff has been pleased with the assistance provided by Company personnel and 

outside consultants, and with the company’s willingness to help facilitate the quick 

turnaround of Staffs formal and informal requests for information. 

A. 

ICFA REVENUE RECOGNITION 

Q. 

A. 

Mr. Armstrong, the language within the ICFA agreements identifies a number of 

responsibilities that Global Parent, also referred to as the “Coordinator” in these 

agreements, is assuming or will be required to deliver, in response to the receipt of 

the ICFA landowner payments. Can you list some of these responsibilities or 

deliverables? 

Yes. Under these agreements Global Parent agrees to: 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

Many 

Coordinate construction of services for water and wastewater treatment facilities; 

Finance and assume responsibility for the carrying costs associated with regional 

infrastructure investments; 

Arrange and coordinate the provision of utility services to the property; 

Obtain “will serve” letters for the provision of utility service to the property; 

Where applicable, help facilitate including landowner’s property in an expanded 

CC&N; 

Execute line and main extension agreements with developers; 

Develop master utility plans; and, 

Facilitate water and wastewater service acquisitions and consolidations. 

of these Global Parent responsibilities are typically assumed directly by the 

regulated‘utilities responsible for providing water andor wastewater to the area. 
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Q- 

A. 

Q. 

A. 

Has Staff been able to determine the portion of the individual landowner payments 

attributable to each of these deliverables? 

No. Unfortunately, the information received from Global Parent suggests that in 

negotiating the level of landowner payment required under any particular ICFA 

agreement, there was no effort made to match up a specific portion of each payment with 

the resulting obligation(s) Global Parent was incurring. Staff issued several data requests 

to Global Parent asking for information along this line, including STF-8.6, STF 8.10, STF 

8.11, and STF 8.12. (Refer to Attachment F to my direct testimony.) The Company’s 

response was that the amount of the required landowner payments ultimately agreed to 

under each separate ICFA agreement was the result of very high level, or macro level, 

discussions/analysis, and that Global Parent did not perform detailed calculations or 

undertake any detailed cash-flow analysis in reaching agreement with regards to what 

would be a reasonable landowner payment under each agreement. 

Mr. Armstrong, are there generally accepted accounting principles (“GAAP”) that 

might provide guidance allocating the ICFA landowner payments to the various 

obligations Global Parent has under these agreements? 

Normally yes. GAAP contain a number of accounting guidelines that have relevance. 

Revenue recognition is a cornerstone of accrual accounting, along with the matching 

principle. Generally revenues are recognized when obligations under the agreement have 

been met and when collectability is reasonably assured. 

For arrangements that have multiple deliverables, a relatively new G A M  (October 2009) 

could have relevance. This GAAP is codified as Topic 605. The purpose behind applying 

this accounting pronouncement, entitled “Multiple-Deliverable Revenue Arrangements,” 

is to provide a clearer picture of the economic realities of such arrangements. At first 
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glance it appears that application of this accounting guide could be of major significance 

io sorting through what level of revenue dollars should be assigned to each of the various 

ICFA deliverables. Unfortunately, the stated effective date for this pronouncement was 

applicable to arrangements entered into or materially modified in fiscal periods beginning 

on, or after, June 15,201 0, which is after the effective dates of all of the ICFA agreements 

of which I am aware. Global Parent, consistent with accounting community guidance, has 

indicated that it was the company’s intent to apply this new GAAP to agreements entered 

into on or after July 1,20 10. 

Q- 
A. 

Q. 

A. 

Why would having this ICFA fund breakout be helpful to the Commission? 

In my opinion, having such external-purpose support would have helped define the 

relative value associated with the various deliverables (by valuing the revenues to be 

received in meeting the obligations Global incurred under each element of delivery) under 

the ICFAs and, in turn could have helped in determining a fair and reasonable 

allocati on/assi,onment of the ICFA funds for ratemaking purposes. 

Mr. Armstrong, do you have additional comments regarding your assessment of the 

ICFA landowner payments? 

Yes, however, before further addressing the ICFA landowner payment issue, I would first 

like to discuss the approach taken by the Global Parent in its due diligence related to water 

and wastewater system acquisitions. 

SUMMARY OF GLOBAL PARENT’S WATER AND WASTEWATER SYSTEM 

ACQUISITIONS 

Q. 

A. 

Please identifjr the Global Parent water system acquisitions. 

The acquisitions included the following systems: 
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* 

System 

Palo Verde Utilities Company and 

santa cruz 

Cave Creek and Pacer Eauities 

Sonoran Utilities 

West MaricoDa Combine 

Francisco Grande * 
CP Water 

Balterra Sewer 

Year Acquired 

2004 

2005 

2005 

2006 

2006 

2006 

2008 

Purchase Price ** 

$33,762,427 

7,025 , 924 

18,550,000 

54,369,889 

8,000,000 

1,250,000 

1,456,765 

Global Parent recently informed Staff that the proposed Francisco Grande system 
acquisition has been cancelled. ** Agrees with the figures presented on page 16 of the Ullmann Report. 

WATER AND WASTEWATER SYSTEM ACQUISITION DUE DILIGENCE 

Q. 

A. 

Mr. Armstrong, you previously noted that you reviewed Global Parent’s due 

diligence support related to these acquisitions. Please explain Staffs findings 

regarding the due diligence Global Parent engaged in when acquiring these water 

and wastewater systems. 

In response to Staff Data Request No. STF-2.1 (d), Staff was offered access to the Global 

Parent’s due diligence work papers related to these acquisitions. I reviewed these 

documents on March 20,2013, at the company’s corporate office in North Phoenix. 

Upon my arrival, I was provided access to 21 boxes of documents and a copy of the “Due 

Diligence Checklists” used by Global Parent in connection with these potential 

acquisitions. 1 was also provided an index that covered 19 of the 21 boxes of information 

made available for my review. Each checklist contained almost 200 steps. Global Parent 

used consultants to complete many of these steps. Of particular interest was the detail of 
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Q. 

A. 

these due diligence efforts. Staff found discussions regarding the ex i sace  of office 

equipment leases with payments as low as $40 a month. Staff also found evidence 

indicating that future capital expenditure requirements were evaluated as part of Global 

Parent’s Due Diligence efforts. 

Staffs review of these due diligence work papers was not designed to re-evaluate Global 

Parent’s ultimate decision to acquire a particular acquisition target. I was primarily 

interested in determining the depth and scope of the company’s due diligence efforts. 

Mr. Armstrong, how would you compare your findings related to Global Parent’s 

water system acquisition due diligence and the business decision due diligence 

associated with negotiating the size of the landowner payments under the ICFA 

agreements? 

Based upon the depth of the landowner payment negotiations revealed in response to 

Staffs discovery, I concluded that the approaches taken appear to be very different. 

As I previously noted, the company’s response regarding how the level of landowner 

payments were negotiated indicated that the size of the required landowner payments 

ultimately agreed to under each ICFA agreement was the result of very high level, or 

macro level, discussions or analysis. Such response further indicated that Global Parent 

did not perform detailed calculations or undertake any detailed cash-flow analysis in 

reaching agreement with regard to what a reasonable landowner payment would be under 

each agreement. Conversely, the due diligence undertaken by the Global Parent with 

regards to possible acquisitions appears to have involved very detailed analysis of 

economic, legal, and financial considerations. 
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This contrast is startling when we consider the fact that the water system acquisitions 

involve less than $125 million in initial financial commitments, while Global Parent’s 

direct long-term delivery obligations under the ICFA agreements could exceed $1.4 

billion, since Global Parent has committed to providing infrastructure investments to make 

its Total Water Management plans a reality in the areas covered by the ICFAs. The 

magnitude of Global Parent’s ultimate obligations under the ICFAs could be measured in 

the billions of dollars when we include both Global Parent’s direct obligations and the 

infrastructure investments that could be partially supported through line extension 

agreements. 

ICFA AGREEMENT-RELATED CASH FLOW CONCERNS 

Q. 
A. 

Q- 

A. 

Mr. Armstrong, please expand upon the potential significance of this finding. 

The timing and magnitude of the revenue/cash inflows from the ICFA landowner 

payments are going to be very different from the cash outflows required by Global 

Parent’s commitments under these agreements. 

Anytime a going concern is faced with significant cash flow timing differences, such as 

when cash receipts or inflows occur far ahead of the future required cash outflows, caution 

must be exercised to assure that money is not spent on other indulgences, leaving the bank 

accounts empty (so to speak) when it comes time to actually fund the entity’s obligations. 

Mr. Armstrong, would even the prospect of not having funds available to meet future 

financial commitments represent a risk that Global Parent’s management should be 

cognizant of, proactively concerned about, and preemptively addressing? 

Yes. 
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Q. 

A. 

Q. 

A. 

Did you find evidence that Global Parent’s management is aware of the fact that 

both the water and wastewater industries in general and Global Parent in particular, 

face significant financial, business, environmental, and other types of risks going 

forward? 

Yes. Such risks are identified and discussed in detail in Global Parent’s financial 

statement footnotes. They were also identified and discussed in detail in the company’s 

December 16,20 10, common stock placement prospectus. 

Mr. Armstrong, does the fact that “ICFAs are structured to take responsibility for 

water system planning away from homebuilders,” increase the capital risk exposure 

of Global Parent? 

Yes. Staff believes it is logical to conclude that the shift of this capital investment risk to 

Global Parent is one of the major incentives to developers for entering into ICFA 

agreements. Obviously such a transfer of responsibility away from developers increase 

the level of risks being assumed by Global Parent. 

The existence of this capital risk exposure was discussed in some detail on page 4 of the 

comments filed by Global Parent in Docket No. W-OOOOOC-06-0149, the generic 

evaluation of the regulatory impact from the use of non-traditional financing arrangements 

by water utilities and their affiliates, opened by ACC Legal Staff memorandum in March 

of 2006. A copy of this page is contained in Attachment A to my direct testimony under 

the support tab for important ICFA agreement consideration No. 4 
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Q. 

A. 

Q- 

A. 

Has the company provided evidence showing that it has, or is, assessing its 

obligations under the ICFAs and the business and financial risks associated with the 

obligations? 

Based upon the responses provided by the company to Staff data request No. STF-13-7 

issued on this subject, I conclude that, to date, the Company’s assessment of these risks 

may be less than adequate. For example, STF-13-7 (a) asks, “Did Global undertake a 

formal cash flow forecast related to the receipt of ICFA funds and the outflows that were 

going to be required as Global meets its short and long-term obligations under the ICFA 

Agreements? The company’s response was, “No, Global did not 

undertake a formal cash flow analysis related to the ICFAs.” 

Please explain.” 

Mr. Armstrong, would you also agree that most of the $1.4 billion in potential ICFA 

agreement cash flows to the Global Parent is prospective, so that adequate cash flow 

planning could still be undertaken and managed? 

Yes, and I would add that hopehlly the Global Parent has this long-range cash flow 

planning consideration well in hand.. .or that it gets it well in hand very shortly. Never- 

the-less, Staff raised its concerns based upon the information it has been provided. 

It is important to note that even though the potential cash inflows from the ICFA 

agreements are substantial, the ICFA funds will not be sufficient to cover all of Global 

Parent’s cash-flow requirements. Therefore, Staff would expect Global Parent’s planning 

model to also incorporate other sources of funding, such as timely placed debt and equity 

issuances. 
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STAFF RECOMMENDED CASH FLO? ,‘ ANA ‘SIS AND 1 THER REPORTING 

Q- 

A. 

Mr. Armstrong, does Staff believe the risks associated with future ICFA 

arrangement cash flows, inclusive of the cash flows associated with the obligations 

falling to Global Parent as a result of signing these agreements, are significant 

enough to justify the Commission requiring the company to undertake ongoing and 

detailed cash flow analysis, and to provide the Commission with the results of this 

analysis on a recurring schedule? 

Yes. Staff recommends the Commission require Global Parent to provide detailed cash 

inflow and outflow forecasts on an annual basis, until otherwise ordered by the 

Commission. Such reports would need to be provided by May 1st of each year (or shortly 

after the company’s formal annual report to shareholders has been distributed if this 

distribution occurs after May 1 st) and each annual report would summarize the ICFA cash 

inflows and outflows fiom the previous calendar year. The report should also include 

forecasted annual cash inflows and outflows for at least each of the subsequent five years. 

The Global Parent should clearly spell out the assumptions used in making its forecasts. 

In subsequent years, the company should be required to identify and explain all changes 

that have been made to the previous assumptions. These annual cash flow forecasts 

should include assumptions made with regards to the sources of h d s  coming from debt 

and equity placements as well as from ICFAs and general operations. Global Parent 

should also be required to identify the individuals involved in making these forecasts, and 

for reviewing and approving these forecasts and the underlying assumptions. 
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Q. 

A. 

To be clear, Staff is making this recommendation regarding annual reports to be 

required from the Global Parent even though the ACC-regulated water and 

wastewater utilities are not signatory parties to these ICFA agreements? 

Yes. As previously noted by Staff and other parties, there is, at best, a blurred line 

between the Global Parent and the regulated Global Parent Utilities under the 

provisions/obligations associated with these ICFA agreements. Global Parent caused this 

blurring by including deliverables traditionally provided by regulated utilities in the list of 

obligations Global Parent/ICFA agreement Coordinator. While I am certainly not 

attempting to express a legal opinion regarding the ICFA-linked Global ParentIGlobal 

Parent Utilities relationships, Staff believes it is clear that the ICFA agreement obligations 

of Global Parent have significant implications for the ACC-regulated entities. In my 

opinion, the presence of this vested regulated utility interest (and ratepayer interest) 

justifies the Commission requiring this reporting by Global Parent. 

Whether this information comes directly from Global Parent, from the Global Parent 

Utilities, or the Global Parent and the Global Parent Utilities collectively, we will leave up 

to the company. However, the information must be provided in a timely manner by a 

knowledgeable and responsible party; and its accuracy must be attested to by all of the 

regulated entities and Global Parent. In the end, Staffs interest in receiving and 

evaluating this cash flow data is related to the impact these ICFA related cash flows could 

have on both the immediate and long-term rates required to be paid by the rate payers of 

the Global Parent Utilities. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Mr. Armstrong do the Global Parent Utilities have vested interest in Global Parent’s 

performance under the ICFAs? 

Yes, many of the ICFA agreement-related activities assumed by the Global Parent as the 

activity Coordinator would traditionally be the responsibility of the underlying Global 

Parent Utilities. Since the Global Parent has agreed to assume these responsibilities, the 

regulated utilities (and their ratepayers) have a vested interest in the Global Parent 

completing or meeting these responsibilities in a safe, reliable, financially responsible, and 

timely manner. 

Staff would also note that hook-up fees could have been used to fund and otherwise 

address many of the Coordinator responsibilities. The use of hook-up fees represent a 

more traditional infrastructure financing alternative that clearly falls under the 

Commission’s jurisdiction. 

Mr. Armstrong, did Staff raise concerns regarding CFA cash flows, and more 

specifically the tracking of ICFA funds, during the processing of the company’s 2009 

rate case, Docket No. SW-20445A-09-0077, et al? 

Yes. 

Hasn’t the Company indicated that it established separate segregated bank accounts 

for the ICFA funds in response to Staff’s previous concerns? 

Yes. The establishment of separate accounts is discussed by Global Parent Utilities’ 

witness h4r. Walker on page 19, lines 6 through 8. The establishment of these separate 

ICFA bank accounts at the conclusion of the Global Parent Utilities’ last rate case was 

also addressed in the company’s response to Staff Data Request No. STF-8.45. 
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Q. 

A. 

Q. 

A. 

Has establishing these separate CFA bank accounts ht,ped to provide assurance 

that the ICFA funds received subsequent to their establishment will be available to 

meet the Global Parent’s ICFA-driven obligations in the years to come? 

Unfortunately it has not. The company’s response to STF-8.45 indicates that once the 

funds are initially placed in the segregated ICFA bank accounts, the funds are then 

transferred out of these accounts and combined with the Company’s general bank account. 

The company provided Staff with “confidential” copies of the bank statements related to 

this segregated account and a review of those statements confirms that the hnds deposited 

into this account are routinely (and almost immediately) transferred out of this account 

and into what Staff’s presumes is the company’s general purpose bank account. 

The limited ICFA fee segregation steps taken to date by the Global Parent are not 

adequate. Prospectively, a portion of the future ICFA cash inflows need to be truly 

separated from the Global Parent’s general bank account fimds. Not truly separating these 

fimds only heightens Staffs concerns regarding how the future commitments under the 

ICFA agreements will be financed. 

Mr. Armstrong, you are proposing that a further segregation of funds take place in 

this case; can you identify the portion of the future ICFA fees that would be subject 

to true cash balance segregation? 

Yes. As I will discuss in detail later in my testimony, Staff recommends that the portion 

of future landowner payments that would, in turn, be imputed as “hook-up fees” would 

need to be separated from the Global Parent bank accounts and placed into the accounts 

established for hook-up fees at the utility company level. Such b d s  are to be used 

ONLY for regulated water/wastewater entity infrastructure investment needs as delineated 

in the Hook-up Fee Tariffs. There are also other potential hnds to be received in 
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conjunction with main extension agreements, that should be segregated as well at the 

utility level. 

Global Parent would not be allowed to “borrow” these funds for its purposes. 

Q. How can Staff recommend that the Commission place requirements on Global 

Parent when it is not a party to this Docket? 

A. Since Global Parent is a critical part of this case, Staff is recommending that it become a 

party to this proceeding. 

STAFF RECOMMENDED TREATMENT OF ICFA FEES - FUTURE RECEIPTS AND 

CURRENT RECEIPTS 

Q: Mr. Armstrong, is Staff making separate recommendations regarding the regulatory 

treatment to be given to the ICFA funds received through the end of 2012 and the 

future ICFA landowner payments to be received? 

Yes. Staffs recommendations will address the ICFA funds received through December 

31, 2012, and the ICFA landowner payments to be received in the future under separate 

recommendations. 

A. 

REGULATORY TREATMENT OF FUTURE ICFA AGREEMENT FUNDS 

Q. Mr. Armstrong, please address Staffs recommendations regarding the future receipt 

of ICFA landowner payments. 

First, Staff recommends that the Commission direct Global Parent to cease entering into 

new ICFA agreements. Staff believes there are entirely too many issues, risks, and 

unanswered questions related to the continuing reliance on new ICFA agreements as the 

A. 
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means used to financially support regional water and wastewater infrastructure 

development. 

Staff specifically recommends that hook-up fee tariffs be approved for all of the Global 

Parent Utilities’ operations. The hook-up fee would be $2,000 for every new meter set 

regardless of whether the new hook-up is located within an area covered by an ICFA 

agreement or not. This $2,000 fee would apply to both water and wastewater new meter 

set requests. If a request for new service included both water service and wastewater 

service, the $2,000 hook-up fee would apply to each service request (Le., $4,000 total). 

Attachment E to my testimony contains the standard hook-up fee tariff Staff is 

recommending. 

Staff witness Mr. Liu co-sponsors the Attachment E hook-up fee tariff. 

Generally, required hook-up fees are paid by the party requesting service. However, with 

regards to the receipt of future landowner payments under the existing ICFAs, Staff 

recommends that Global Parent be required to pay the hook-up fee out of the ICFA fees 

received. Such payment would need to be made to the appropriate underlying Global 

Parent Utility, and these hook-up fees would be maintained in separate bank accounts as 

required by the tariff. As previously noted, these funds could not be used by, or loaned to, 

the Global Parent and the funds must be used to support allowable infrastructure 

investments made by the regulated utility. The Global Parent Utilities must track the 

receipt and use of these funds in detail. In the future, the net unamortized hook-up fee 

balances would be recognized as rate base reductions to the extent such funds have been 

used to support actual used and useful rate base investments. Amortization of these hook- 

up fees would not begin until the funds were actually used to support rate base 
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investments. The hook-up fee amortization period would correspond to the depreciable 

life of the underlying asset, and the annual hook-up fee amortization would be recognized 

as an offset to recoverable depreciation expense when establishing the Company’s annual 

cost of providing service to its customers. The Global Parent and Global Parent Utilities 

should submit a plan to the Commission for segregating these funds as well as other funds 

necessary to fund infrastructure to serve customers. 

Q. 
A. 

How would the balance of the future ICFA fees be treated for rate making purposes? 

The balance of the ICFA funds ultimately received, after covering the required hook-up 

fee, would effectively be available for use by the Global Parent to cover infrastructure 

investment carrying costs, pay income taxes, fund system acquisitions, or fund the other 

deliverables required under the ICFA agreements. 

While it is Staff’s recommendation that the Global Parent effectively maintain control and 

discretion over the use of these residual funds, the receipt and use of these residual funds 

would need to be identified and explained in the required annual cash flow reporting 

addressed earlier in my testimony. 

STAFF RECOMMENDATIONS REGARDING ICFA FUNDS RECEIVED TO DATE 

Q. 

A. 

Mr. Armstrong, can you provide a time period breakout of the ICFA fees cash flows 

received through the end of 2012? 

Yes. The following is a recap of the ICFA fees received through the end of 2012: 
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6,532,558 

Q* 

A. 

Total 

Time Period I ICFA Funds Received I 

$69,037,252 

Through 2008 Per Order No. 71878 ** I $60,084,123 

2012 2,240,892 I 

** A minor variance exists in reconciling the figures referenced in this Order. 

Mr. Armstrong, do you have an Attachment that particularizes the development of 

this $69,037,252 in total ICFA fees received through the end of 2012? 

Yes. Please refer to Attachment C to my direct testimony. Column A of this Attachment 

shows the breakout of ICFA fees addressed in Exhibit B to Commission Decision No. 

71 878 issued in the 2009 consolidated Global Parent Utilities’ rate cases. Columns B and 

C show the ICFA fees received since 2008 and column D presents the total ICFAs 

received through December 3 1, 2012. Column E of this Attachment shows Staffs 

ICFNCIAC amortization through the end of 2012 so Column F represents the total net 

ICFA fees through the end of 2012. 

I would note that there is a small level of ICFA fees attributable to Global Parent Utility 

operations not being addressed in the currently consolidated rate case filings. These ICFA 

fees relate to Hassayampa Utility Company (“HUC”) and Picacho Cove. The regulated 

utilities of Global which are not a part of this case are hereby put on notice that they will 

need to file hookup fee tariffs and that the same treatment of ICFAs Staff is 

recommending in this case will apply to them. To simplify matters, Global should 

consider bringing HUC and Picacho Cove into this case as well. 
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Q. 

A. 

What is Staff’s recommendation regarding ICFA fees received through the end of 

2012? 

Staff recommends that the ICFA fees received through 2012 be treated in the following 

manner: 

1. The ICFA dollars previously attributed to supporting excess capacity (in 

Commission Decision No. 71878) would no longer be recognized as supporting 

this excess capacity. Within Exhibit B of this Decision, the total level of ICFAs 

supporting excess capacity was $32,391,3 18. Within the Global Water Utilities’ 

filings, the total level of ICFAs now shown as supporting excess capacity is 

$39,000,655 (an increase of $6,609,337). However, Staff recommends that the 

level of ICFAs effectively released should be held at the $32,391,318 level 

identified in the previous Commission Decision. The Company acknowledged that 

its level of investment in this excess capacity infrastructure has not increased since 

the previous Commission finding, so no additional ICFAs have been needed to 

support this investment. 

For now, this investment is to remain classified as excess capacity, and Staff 

reserves its right to address the regulatory treatment to be afforded this investment 

in a future Global rate case when, and if, the investment is argued to be used and 

useful by the company. 

2. Staff recommends capturing $23,580,646 in ICFA fee-related rate base reductions. 

Of this amount, $10,718,719 is to be reduced from the Palo Verde system rate 

base, $10,395,549 is to be recognized as a reduction to the Santa Cruz rate base, 

and $2,466,378 is to be recognized as a Greater Tonopah system rate base 

reduction. 
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2 rate base reductions represent imputed hook-up fee equivalen; since the 

amounts are net of the amortization that would have been recorded through the end 

of 2012. These adjustments are presented in columns G and J of Attachment C to 

my direct testimony. 

The hook-up fees, and accumulated hook-up fee amortization through December 

3 1,2012, for each system are as follows: 

Palo Verde 

3,3 15,024 12,714,970 

Accumulated Amort. I 848.646 I 1,996,250 

Net Hook -Up Fees 2,466,378 10,7 18,719 

Santa Cruz 

10,395,549 1 

3. All remaining ICFA fees received through the end of 20 12 are to be assumed to be 

available to the Global Parent to fund carrying costs, pay income taxes, fund 

acquisitions, or for any other coordinator deliverables addressed in the ICFA 

agreements. 

ICFA landowner payments received after 2012, but before the approval of the referenced 

hook-up fee tariffs, would also be subject to the rate base imputation recommendations 

Staff is making regarding the regulatory treatment of ICFA fees received through the end 

of 2012. This would be done in the Global Parent Utilities’ next rate case for the three 

systems covered by ICFA agreements - Palo Verde, Santa Cruz, and Greater Tonopah. 
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Q. 

A. 

Mr. Armstrong, please provide more details regarding how Staff calculated the net 

imputed hook-up fee figures shown in columns G and J of your Attachment C. 

The following three considerations are the primary drivers in deriving these figures: 

Staffs $2,000 recommended hook-up fee, the $3,742 simple average ICFA fee level 

expected to be received over the fill term of the ICFA agreements, and the $2,778 simple 

average ICFA fee level received through the end of 2012. 

The actual receipt of the landowner fees by Global Parent are subject to certain “phase 

completion provisions” outlined in the respective ICFA Agreements, and the average fee 

received will vary by operating system, and the average fee received will vary by year. 

However, Staff believes using these simple averages is a reasonable accommodation for 

purposes of quantifying the net imputed hook-up fee rate base reductions in the pending 

consolidated Global Parent Utilities’ rate filings. 

Staff also used the following relationships derived from the three considerations just 

noted. $2,000 represents 53.45% of the average TCFA agreement fee while the simple 

average ICFA fee received through the end of 2012 only represents 74.24% of the average 

ICFA fee associated with all ICFA agreements. 

Thus, in calculating these rate base adjustments, Staff applied 39.68% (53.45% * 74.24% 

= 39.68%) to the total ICFA fees received through the end of 2012 and then captured the 

accumulated ICFNCIAC amortization that would have been recorded through the end of 

201 2 to reach these three rate base reductions recommendations. To derive the appropriate 

level of Accumulated Amortization to be captured, Staff utilized the effective annual 

depreciation rates applicable to each system provided to Staff by the Company. Work 
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papers supporting these calculations are included in Attachments B and C .J my dire( 

testimony. 

REGULATORY RECOGNITION OF ACQUISITION ADJUSTMENTS 

Q. 

A. 

Mr. Armstrong, does Staff have any general comments regarding Global Parent 

Utilities’ arguments related to the recognition of acquisition adjustments for rate 

making purposes? 

Yes. First, I would note that Global Parent Utilities are not seeking recognition of any 

level of acquisition premium as a rate base increase in its instant consolidated rate filings. 

The Global Parent Utilities attempt to build a general argument for recognition of 

acquisition premiums around the reality that, in some instances, small water company 

acquisitions may be in the public interest. However, the company does not tie the 

magnitude of the acquisition premium paid to any clear and quantifiable benefits to 

ratepayers. The company does not appear to attach any significance to the “amount” of 

the acquisition premium paid, as if it is not relevant at all. However, the magnitude of the 

premium is highly relevant. 

With regards to the acquisition premiums paid by Global Parent, Staff would note that 

these premiums were paid in order to position Global Parent for future growth. Agreeing 

to pay these acquisition premiums represents risky investment decisions that should fall 

100% to the Company’s stockholders, who could eventually recognize financial gains, as 

these acquired service territories build out, unless the Company can meet the factors set 

out in Citizens Utilities Company, Docket No. W-01032A-00-0192. 

On page 6 of Paul Walker’s direct testimony, he states in his arguments to the 

Commission regarding the use of ICFA funds to pay for acquisition premiums, “let the 
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Q. 

A. 

Q. 

A. 

beneficiary bear the burden.” Mr. Walker suggests that water senlie customers are the 

ultimate beneficiaries of these acquisitions. While Staff certainly hopes that customers do 

benefit from these acquisitions, the reality is that the ultimate beneficiaries associated with 

the paying of acquisition premiums are the stockholders and it is the stockholders who 

should bear this burden. 

Mr. Armstrong, to the best of your knowledge were any of the dollars paid in 

acquisition premiums used to improve the systems acquired or to address existing 

operational problems? 

No. The company acknowledged in response to Staff data request No. STF 8.44, that 

none of the paid acquisition premiums were used to address operational problems. Also 

company witness M i .  Walker noted on page 5, lines 1 and 2 of his direct testimony that 

the acquisition premiums funds were not invested in rate base. 

Mr. Armstrong, in general what criteria would need to be met before the 

Commission could consider including part of an acquisition premium in a regulated 

utility’s rate base? 

In Citizens Utilities Company Docket No. W-01032A-00-0192, Staff noted that recovery 

of any acquisition premium would need to be based upon the utility’s ability to 

“demonstrate that clear, quantifiable and substantial net benefits have been realized by 

ratepayers in the affected areas which would not have been realized had the transaction 

not occurred.” Staff continues to recommend that these criteria be met before it would 

even consider making a recommendation to the Commission that part, or all, of an 

acquisition premium be included in rate base. There may be other criteria StafT or the 

Commission would need to consider. 
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STAFF COMMENTS REGARDING INDEPENDENT REVIEW OF ICFA 

AGREEMENTS 

Q. 

A. 

Mr. Armstrong, on page 2 of the direct testimony filed by Global Parent Utilities’ 

witness Mi-. Walker, a reference is made to an independent audit that was to be 

completed to address certain questions regarding the Global Parent ICFA 

Agreements. Does Staff have any comments to share with the Commission regarding 

the report that came out of that audit? 

Yes. The first, and perhaps one of the most important points Staff wants to make is that 

the engagement undertaken by Ullmann & Company, P.C. (“Ullmann”) was not, and was 

never intended to be, an “audit.” Use of the word audit is technically incorrect. While 

Staff understands that the term audit can be used in a very generic sense to mean any 

investigation conducted by a professional auditing firm, like a Certified Public Accounting 

firm, the accounting services undertaken by Ullmann were “attestations” and did not 

constitute an audit. An attestation is a written communication by a certified public 

accountant that expresses a conclusion about the reliability of an assertion that is the 

responsibility of another party. 

The Ullmann Report only addresses ICFA agreements and ICFA funds received through 

2008. 

Pages 8 through 12 of the Ullman Report show a list of ICFA agreements and ICFA-type 

agreements entered into by Global Parent and various developers. With the assistance of 

the company, Staff was able to roll the data forward in order to get a list of the ICFA 

agreements and ICFA fee receipts through the end of 2012. The only comment Staff has 

to share regarding this information is that the report does not make clear the fact that most 

future ICFA landowner payment amounts (the per unit fee amounts shown close to the 
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middle of these pages) are subject to CPI-type payment escalators, so the potential total 

future payments (shown in the far right column) could be substantially higher than the 

$1,418,588,775 shown on page 12. 

Q- 

A. 

Q. 

A. 

Mr. Armstrong, does Staff have any comments regarding the Schedule of Net Plant 

Assets and Specified Cash Resources shown on page 14 of the Ullmann report? 

Yes. This Schedule appears to be the result of Agreed-Upon Procedure Step 3 (described 

on page 5 of this report). Staff generally believes the intent of this Schedule was to show 

that Global Parent could have funded all plant investment activity made during this time 

period through the non-ICFA sources of funding captured on this Schedule. While Staff 

would agree that the data as presented could lead one to that conclusion (there is still a 

relatively small finding shortfall shown on the initial version of this schedule), other 

source and use of funds schedules could have been developed based upon other “prime 

assumptions.” In the Ullmann report the prime assumption (or goal) was to show that 

plant additions could have been h d e d  through a reliance of non-ICFA funds. The results 

from this exercise do not really prove anything, though again I would agree that there is 

validity to the conclusion that this is one possibility. At a minimum, such a possible 

conclusion does add creditability to Staffs current recommendation (already discussed) 

that the ICFA funds previously designated by the Commission as supporting excess 

capacity CWIP can be “released” in the Commission’s decision in the instant Global 

Parent Utilities’ dockets. 

Can we then conclude from the Ullman report that the bulk of the ICFA funds were 

probably used to fund acquisitions? 

No, we cannot simply reach that conclusion based upon what Staff sees in this report. 
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Q. 
A. 

Please explain why such a conclusion ould b in err0 

The first problem is that the cash flow analysis prioritizes the use of funds and assumes 

that the non-ICFA sources of funds shown in the analysis are used to h n d  utility plant 

before any ICFA funds are used to fund plant. Such an assumption is inconsistent with 

reality. Since cash is fungible, no specific funding sources can be assigned to any specific 

use of funds. Instead, all sources of funds collectively provide a single pool of funds from 

which every use is funded as needed. 

Second, this source and use of funds statement is point-in-time specific. In this instance, 

the information summarized is as of the end of each respective calendar year. A detailed 

analysis of the company’s day-to-day cash flow demands throughout the year would 

reveal a different picture than what we see only at year end. 

An example of this day-to-day timing consideration can be seen when looking at the data 

in the 2008 column. Staff notes the Global Parent apparently borrowed $60,429,910 in 

short-term debt sometime during 2008. The data, as presented, suggests that this 

$60,429,910 was used to fund the net plant additions made in 2008. While it would be 

logical to assume that these plant investments were made periodically throughout the year, 

it is also logical to assume that the short-term borrowing drawdowns did not match the 

cash outflows associated with the plant additions. Thus on any given day, the matchup 

associated with the company’s actual infrastructure investment-related cash outflows and 

the cash inflows noted on this schedule could have been much different than is shown at 

year end. 

Third, Staff believes that we are still missing some element of cash flow information. For 

example, let’s start with the $4.8 million cash funding shortfall indicated at the bottom of 



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 

Direct Testimony of James R. Armstrong 
Docket No. W-01212A-12-0309 et al. 
Page 32 

the last column of page 14. Then, if we turn to page 16, we can see (with a little addition 

not actually shown on this page) that the total dollars paid out under the various system 

acquisitions through the end of ZOOS was approximately $85.5 million. (the total of the 

figures in column B). Adding these two figures together we get total cash outflows of 

$90.3 million. Finally, by turning to page 12 of this report we see that Global Parent only 

received $60.1 million from the TCFA Agreements through 2008 (the sum of the five 

finds collected columns). Obviously, a simple comparison of these two totals ($90.3 

million in cash outflows and $60.1 million in cash inflows) indicates that something of 

significance is missing here. 

Q. 

A. 

Q. 

A. 

Mr. Armstrong, did Staff attempt to identify the element or elements of cash flow 

that are missing? 

No. My point here is simply that, while I am reasonably sure Ullmann & Company P.A. 

did provide the deliverables called for under their engagement, the Commission needs to 

be very careful in drawing specific conclusions from the page 14 data shown in this report. 

Mr. Armstrong, please turn to page 16 of the Ullmann report, which is the Schedule 

showing the seven water and wastewater acquisitions completed by Global Parent 

between 2005 and 2008. Does Staff have any comments regarding the information on 

this page? 

Since this page does not reflect column totals, Staff would note that this Schedule shows 

Global has agreed to pay a total of $124,415,005 for these seven systems. The net book 

value of the plant being acquired, minus AIAC, was $12,331,452. Therefore, Global 

Parent paid $1 12,083,553 in acquisition premiums. * 
*As previously noted, the planned acquisition of the Francisco Grande Utility 

Company has been cancelled. 
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MAIN EXTENSION AGREEMENT REFUND “C, 

Q. 

A. 

H-0 JTS” 

Mr. Armstrong, you mentioned at the outset of your testimony that you would also 

be providing comments related to the role Global Parent played in facilitating the 

early cash-out of refund obligations to certain developers. Please explain this issue. 

As a part of my initial evaluation of the Global Parent Utilities’ rate filings, I reviewed the 

Global Parent’s 201 1 annual report to shareholders. On pages 25 and 26 of the footnotes 

to this report, I noted the following discussion: 

. . ..the Company’s unregulated business generates gains by selling the contractual 
rights to receive future refunds associated with line extension agreements of 
GWRI’s regulated utilities. Our regulated utilities have various agreements with 
real estate developers and builders (the “Developers”), whereby funds, water 
infrastructure, or wastewater infrastructure are provided to us by the Developers and 
are considered refundable advances for construction. We continually look for 
opportunities where Developers are willing to sell their rights to receive refunds 
under such agreements for a discounted lump sum payment. Once the Company 
acquires the refund rights from the Developer, we are able to transfer such rights to 
third parties interested in a long-term stream of refund payments. Typically, we 
purchase these contractual rights from the respective Developers immediately before 
we completed the sale of those rights. The difference between the proceeds we 
receive and the amounts we paid to the developer is recognized as a gain and 
presented as a component of unregulated revenue when certain circumstances are 
met. 

The discussion goes on to indicate that approximately $1.4 million in such gains was 

recorded in 20 1 1. 

On page 10 of the footnotes to Global Parent’s 2012 audited financial statements, the 

company makes the following declaration with regards to facilitating future line extension 

r e h d  cash-outs: “. . .we view the activity as a new line of business and the Company has 

the ability and intent to pursue opportunities of similar transactions in the future.” 
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Staff issued discovery related to this issue under data requests STF-1.7 and STF-1.15. 

Much of the data provided was deemed to be CONFIDENTIAL by Global Parent. 

Q. 
A. 

Please continue with your discussion and recommendations. 

Staff believes that, like the Coordinator role assumed by Global Parent under the ICFA 

Agreements, the company’s actions, and planned course of actions with regards to 

pursuing this “new line of business,” again blur the dividing line between regulated and 

non-regulated operations. 

Staff is concerned that the unregulated Global Parent businesses apparently have the 

ability to “farm” such information for financial gain. In my opinion, by its own admission 

through stamping some of the responses provided to Staffs data request STF-1.7 as being 

confidential, the company is acknowledging that is has taken advantage of its relationship 

to its regulated entities by allowing access to confidential information to an unregulated 

affiliate. 

While Staff is not making a specific recommendation regarding the gains from this 

activity actually booked by Global Parent’s unregulated entities in 201 1 and 2012, Staff 

does recommend that the Commission should direct the Global Parent Utilities to develop 

and submit a written “Code-of-Conduct,’ to help define appropriate, and inappropriate, 

inter-affiliate activities with the Global Parent. 

Incumbent regulated utilities possess extensive information about customers. Such 

information can be a valuable commodity, as evidenced by the gains booked by Global 

Parent. Having a written Code-of-Conduct that must be followed should help protect the 

rights of customers and help head off possible preferential treatment abuse. 
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Q. 

A. Yes, it does. 

Does this conclude your direct testimony? 
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James R. Armstrong 

Direct Testimony 

Attachment A 

Other important considerations related to understanding the structure and purpose of 
Global’s ICFA agreements include the following: 

I. Global Water was created in the housing boom and the ICFA agreements were 
an outgrowth of that economic environment; 

Docket No. SW-0357A-09-0077 et al, Global witness Mr. Hill direct testimony, page 16, 
line 9 

2. The ICFA arrangements only have value because CCNs and the agreements 
contain express provisions for termination if the Commission does not grant the 
underlying regulated global utilities a CCN for the  area covered by the ICFA; 

Docket No. SW-0357A-09-0077 et al, Global witness Mr. Hill direct testimony, page 33, 
lines 5 through 7; Global water workshop comments, pages 5 and 15 

I 1 

4. ICFAs are structured to take responsibility for water planning away from 
homebuilders; 

Docket No. SW-02445A-09-0077 et a], Global witness Mr. Hill rebuttal testimony, page 
7, line 15. Page 4 of Global comments filed June 23, 2006 in Docket No. 06-0149. 

1 

t 



5. ICFAs are different from main extension agreements - ICFA funds can be used 
to support regional planning, while main extension agreement funds are limited to 
paying for facilities. 

I 

Global water workshop comments, pages 9 and 10. 

6. The structure of the ICFA contracts arguably blurs the line between v the holding 
company and the utility; 

Direct testimony of Arizona Water Company witness Mr. Garfield, Docket No. W- 
01445A-06-0200, page 7, line 1 through page 8, line 2; 

7. ICFAs are not a tax-efficient source of funding; 

ACC Order No. 71 878, pages 27 and 28. Direct testimony of John Thornton on behalf 
of Arizona Water Company, Docket No. W-O1445A-06-0200, page 27, line 22 through 
page 28, line 1 I. 

8. ICfAs have the potential for generating extremely large, but uneven, cash flows 
for Global, and (corresponding directly to the receipt of ICFA funds), Global 
Parent has committed to planning, coordinating, developing, and financing large 
infrastructure investments which also involve uncertain, and ‘uneven, cash flows 
requirements; 

Refer to ICFA coordinator responsibilities discussion summarized in direct testimony of 
Mr. Armstrong, page 8. Provisions of ICFA Agreements discussing landowner 
payments and “coordinator’s obligations. Global Parent is the coordinator in the ICFA 
agreements. Ullmann Report, page 12. 

9. Global has never contended that ICFAs are non-jurisdictional to the ACC; 

Docket No. SW-02445A-09-0077 et ai, Global witness Mr. Hill rebuttal testimony, page 
21, line 19. 



10. Developers have provided ICFA funds to Global Parent which, comingled with 
equity and debt provided by Global Parent, have been used for the provision of 
utility service, whether through acquisitions, carrying costs, or plant construction; 

Commission finding in Order No. 71878, page 30, lines 15 - 18 
L I 

11. In Decision No. 71878, the Commission left open the possibility that the 
treatment afforded ICFAs could be different in a future rate case. 

1 Commission finding in Order No. 71878, page 31, lines 15 - 18 I 

' 3  
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Our state faces major challenges on the path to recovery. Predictions are that job growth 

will not improve until 2010 and our housing market will not recover until 2012 at the 

earliest. The Arizona growth engine has stopped. This does not mean Arizona will not 

recover. Housing affordability has improved (as a result of falling home prices), and 

Arizona continues to be home to vibrant companies which will again grow. In fact, the 

US Census Bureau believes that Arizona will move into the top ten most populous states 

by 2030, growing by 109% to 10.7 million people.16 

- 

[ a -  i. ,,.,., Global Water was created in a housing boom and a record drought. Our company is 

designed ba handle explosive growth and difficult weather conditions. This does not 

mean that we cannot handle downturns, or that wet years obviate the need for total water 

management. As explained later in this testimony, Global Water has reduced its staffing, 

reorganized its operations, and embarked on new business platforms such as Global 

Green Billing. We are retoding and adapting to today's conditions, but we continue to 

believe that Arizona's future will involve growth and water scarcity - and our collective 

ability to manage those two challenges will determine our state's success. . 

* 

. 
n 

2. 
L 

How has GIobaI Water responded to the economic downturn? 

Global Water has addresskd this issue by reducing expenses and conserving capital 

through the following: 
.! 

1. Economies and Efficiencies Task Porce (EETQ 4 
t* 

The EETF is chartered with the responsibility of determining metbods and practices to 

reduce operating costs to a minimum acceptable level consistent with ensuring compliant 

, 
\ 

operations at all times. The goal of the EETF is to review operating costs associated with 

' US Census Bureau, Press Release CBO5-02, April 21,2005. Attached at Attachment Hill-11. 

16 
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Q. 
A. 

Q. 
A. 

2“ 
3 .  

What areas are covered by KCFAs? 

Maps showing areas covered by ICFAs are included as Attachment Hill-10. 

7 -  

Do the ICFAs grant some type of monopoly or right to serve those areas? 

Absolutely not. Only the Commission can do that through the CC&N process. In fact, the 

ICFAs contain express provisions for termination 2 the Commission does not grant the 

Global Utilities a CC&N for the area‘coJered by the ICFA. Fythermore, the ICFA 

mechanism is a voluntary fniancing methodology offered to landowners. Landowners 

always have the choice to enter into standard main and line extension agreements. 

r(r 

ZG 

How do ICFAs d a t e  to conservation? 

First of all, they eliminate tbe developer-fmanced approach which almost always builds the 

lowest-capita1 cost solution and ignores ’both Iong-term costs such as energy and treatment, 

and avoids investing in water recycling and recharge. 

Second, lCFAs allow for many developers to support one regional plan. The ICFAs 

contain a ‘most favored nation’ .term in ICFAs, which assures developers that no 

competing developer (in the same group of .ICFAs) has struck a ‘betfer deal’ with Global. 

Additionally, ICFAs allowed us to consolidate and acquire CC&Ns - I use the term CC&N 

r a k x  than utility because the vast majority of our acq&ition effoiZs didn’t yield us usable 

and well-designed utilities, we were always buying CC&N rights that had long ago 

accrued to undercapitalized provideri who had neither the interest not the capability of 

enacting meaningful regional planning. 

f 
l. 

Finally, ICFAs allowed Global to partially offset the carrying costs of ernplacing $200+ 

niillion of utility plant in a five-year period. And that scope of investment was needed to 

provide maximum water recycling. LT]. the case of Palo Verde and Santa Cruz, in an area 

33 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

0-p r-J 
~~~~~~~~ ON 

c0MMIss10NERs 
Jeff Hatch-Miller, Chairman 

IN THE MATTER OF THE COMMISSION’S 
GENERIC EVALUATION OF Tm 
REGULATORY IMPACT FROM THE USE OF 

ARRANGEMENTS BY WATER UTILTTIES AND 

Docket No. W-OOOOOC-~6-0149 

NON-TRADITIONAL FINANCING 

s 
+c 

Santa C m  Water Companyy LLC; Palo Verde Utilities Company, LLC; Global Water - 

Santa Cruz Water Company; Global Water - Palo Verde Utilities Company; Cave Creek Watex 

Company; and Hassayampa Utility Company (the “Global UtiIities”) and Global Water Resources, 

LLC (“Global Parent”)(collectively “Global”) hereby providk their comments regarding this 

docket. 

1. Introduction. 

We appreciate the opportunity to provide comments concerning the important subject of 

non-traditional financing arrangements. Arizona has rapid growth combined with limited water 

resources. We have carefully analyzed the issues facing our State - the Colorado River is, 

according to h W R ,  overallocated by millions of acre-feet per yeary Arizona is in a very long 

kought period, ADWR has been stymied by litigation in its efforts to enact meaninghl gallons per 

:apita per day regulations, and the twin pressures of growth and arsenic compliance are 

iverwhelming small water companies. In this situation, it is essential that we find ways to 

naximize the use of our water resources, while minimizing any potential adverse environmental 

sffects. Growth, arsenic compliance and the drought have stretched - sometimes beyond the 

xeaking point - the resources of small water and wastewater providers. These small utilities often 
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ICFAs require main extension agreements with the Global Utilities, which must be approved unde, 

A.A.C. R14-2-406. In addition, the ICFAs caref3lly respect the.Commission’s authority over thf 

CC&N process. Utility service will not be provided to the land until the Commission approves : - 
CC&N, and until a main extension agreement is in place and approved under A.A.C. R14-2-406 

If the Commission denies a CC&N for the area, the landowner “may terminate this Agreemen1 

without recourse to either partf. ICFA 6 7. 

B. The ICFAs allow conservation, consolidation, and cooperation. 

1. Conservation. 

Water conservation is critically important to the future of our state. For example, a recenl 

report &om a committee of the Arizona Department of Water Resources finds that Pinal ’ Count4 

has limited gromdwmter. Recent calculations show that the Pinal Active Management Area 

(“AMA”) has a renewable groundwater supply of about 82,000 acre feet per year on an average 

annual basis’. This represents real “wet water” that will be physicalry available and can be safely 

withdrawn over the long term without depleting the aquifer. Yet more than 272,000 acres of land 

lave been issued Irrigation Grandfathered Rights? At an extinguishment value of 1.5 AF/acre, 

his represents a potential draw of 408,000 acre feet of “paper water” that could be allocated for 

a 

withdrawal. Relying on paper water alone will not be sufficient. The water conservation triad can 

:lose this substantial gap between paper water and wet water - but only if it is put into effect. 

Each element of the water conservation triad - reclaimed water, surface water, and water 

.echarged into the aquifer - requires substantial capital. Traditional financing methods are 

lesigned to fund only the facilities absolutely necessary to meet the minimum regulatory 

equirements. It is akin to aiming to get a “D minus7’ and barely pass. Triad-level facilities are 

imply not built using traditional methods. Conservation requires doing far more than the 

ninimum. Effective conservation requires - and the Commission should expect - “A plus’’ work. 

f 

From the Pinal Active Management Area Groundwater User’s Advisory Committee “Assured 
Yater Supply Modifications Concepts” draft dated December 29,2005. 
Id. 

5 
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retains fidl auth the ICFA has Iittl 

value, and the landowner has the option of cancelling it: ‘This means that Global Parent is takh 

an entrepreneurial risk - a risk not appropriate for any reguIated utility, such as the Glob2 

over the CC&N process. I If the CC&N is not 

~ _ _  ., 

Utilities. If growth fails to develop as planned, it is Global Parent that will have sunk larg 

mounts of money hto  unused imhstructure. In addition, the Cornmission, through its Staff, wil 

;ti11 review the related main extension agreements in accordance with A.A.C. R14-2-406. Th 

:ommission also retains fidl authority over the Global Utilities, including their rates and servic~ 

pality. 

0 

These fees are based on the carrying costs of the capital necessary to serve thc 

evelopment. In addition, other costs may be factored in, such as  the cost of acquiring an existing 

tility, or the costs of acquiring access to surface water. The fees are negotiated. The developen 

rho sign the ICFAs are typically very sophisticated. The same fees apply to an entire area, so thai 

iere is no discrimination. This means that Global Parent is often negotiating with multiple 

evelopers at once. 

The nature of the “per dwelling unit” fees charged by GVVR 

From afar, they resemble “hook-up” fees? Are they? If so, please explain the 

gal basis for these fees when GWR is not a Public Service Corporation ( P S C ) .  

The ICFA fees are not hook up fees. +A key difference.is that hook-up fees can only be 

ked for a single purpose - to fund specific future fiastructure; while ICFA fees can be used for 

any purposes, such as funding consolidation and conservation efforts. In addition, hook-up fees 

e mandatory, while ICFA fees are entirely voluntary. Inside the existing CC&N area of a Global 

tdity, the landowner always has the option of signing a traditional main extension agreement. 

)utside the current CC&N area, the landowner can always request service &om another utility, or 

ven form its own utility if allowed by the Commission. Additional differences between ICFAs 

nd hook up fees are discussed in Section E D  above. 

15 
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Global Water has used the ICFA to implement the policy vision that Global Water and the 
. Commission share. In that context, we believe that Global Water and tbe Commission cll 

reach agreement on the accounting mechanism for this valuable tool. 
- 

Q. ' What is an ICFA? \ 

An'ICFA (Infrastructure Coordination and Finaucing Agreement) is a voluntary contract 

between Global Parent and a landowner. These contracts provide for Global Parent to 

coordinate the planning, financing and construction of off-site water, wastewater and 

recycled water plant. The Global Utilities will own and operate this plant when 

constructign is complete. Under the ICFAs, Global Parent is responsible for funding both 

the planning and construction of water, wastewater and recycled water plant. This is a 

significant investment for Global Parent. The landowners who enter into the ICFAs agree 

to cooperate with Global Parent's plant planning and construction process. ICFAs 

formahe the cooperation between the Iandowner and Global, but also provide iees which 

aUow Global Parent to impress conservatioii and consolidation into the regional'plalning 

initiatives. These fees are intended to recover a portion of the carrying costs for the very 

expensive facilities required to implement effective water conservation and, in some cases, 

to fund Global Parent's acquisition of existing utilities. 

x 

Dies Global Parent pay-taxes on the revenues received under ICFAs? 

Yes. We pay taxes on.1CFAs as part of OUT consolidated revenues - tax liability on the , 

$60 million received is $24 million. 

Please.describe the fees contained within the ICFAs. 

ICFAs typically require landowners to pay a fee reIated to acquisition of utilities and the 

carrying costs of the funds associated with plant planning and construction to Global 

Parent. Importantly, most of these fees are typically due at the time of final plat approval, 

I 

I 

! 
i 

I 
! 
I 
! 

, 

I ! 
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Yes. Hook up fees require that developers (or end use customers) contribute to the water 

or wastewater utility. Hook up fees are specificaIIy designed to cover actual plant 

investment. The ICFA fees, however, are not covering actual plant investment. Global 

Parent makes that investment. ICFA fees partially offset Global Parent’s carrying costs. 

Another key difference is that hook-up fees are typically not taxable income for water or 

wastewater utilities. h contrast, Global Parent pays taxes on the ICFA fees. A final key 

difference is that hook-up fees are mandatory tariffed fees paid to the regulated utility. In 

contrast, ICFAs arc purely voluntary, and the ICFA fees are not paid to the regulated 

utility. The LCFA fees are the result of voluntary negotiations betvr;een Global Parent and 

a . 

developers and landowners. 
c 

c 

ShouId the ICFA fees be treated as advances or contributions (MAC or CIAC?) 

No. The per EDU fees contained in XCFAs are intended to offset thecanying costs of 

plant investments izatfh’e actual plant investment itself. Advances and conhibutforis are 

designed to cover the actual plant investment itself. Also, Global Parent pays a 

significant amount of tax on the per EDU fees collected through the ICFAs. Water aud 

wastewater main extension agreements that create AIAC and CIAC typically include 

“gross-up” provisions that apply should those fees be found to be taxable. Xn cqntrast, 

ICFA fees c-ot be grossed-up. 

What effect does the ICFA method of financing have on utilities’ balhce sheets 

(compared to traditional advances or contributions in aid of construction)? 

The ICFAs do not have any dkect impact on the utilities’ balance sheets. The funds 

received through the ICFAs are revenues for Global Parent that help offset some of the 

carrying costs of plant construction, or acquisition payments for the purchase of other 

utilities. Because of this, Global Parent has been able to invest equity in plant which 

f 

’ 

implements the ‘Total Water Managemen?’ conservation strategy for its subsidiary 

15 
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BEFORE THE ARIZONA COWORATION COMMISSION 

COMMISSIONERS 
Jeff Hatch-Miller, Chairman 
William A. Mundell 
Marc Spitzer 
Mike Gleason 
Kristin K. Mayes 

AZ GORP GOMM 
Director Uti I i t i e s 

IN THE MATTER OF THE COMMISSIONS 
GENERTC EVALUATION OF T€&, 
REGULATORY IMPACT FROM THE USE OF 

ARRANGEMENTS BY WATER UTIL,lTIES AND 
T€ER AFFILIATES 

NON-TRADITIONAL FINANCING 

d 
A 

Sank Cruz Water Company, LLC; Palo Verde Utilities Company, LLC; Global Water - 

Santa Cruz Water Company; Global Water - Palo Verde Utilities Company; Cave Creek Water 

Company; and Hassayampa Utility Company (the “Global Utilities”) and Global Water Resources, 

LLC (“Global Parent”)(collectivefy “Global”) hereby provide their comments regarding this 

locket. 

1. Introduction. 

We appreciate the opportunity to provide comments concerning the important subject of 

ion-traditional financing arrangements. Arizona has rapid growth combined with limited water 

-esources. We have carefully analyzed the issues facing our State - the Colorado River is, 

iccording to b W R ,  overallocated by millions of acre-feet per year, Arizona is in a very long 

irought period, ADWR has been stymied by litigation in its efforts to enact meaningfil gaIIons per 

:apita per day regulations, and the twin pressures of growth and arsenic compliance are 

wenvhelming small water companies. In this situation, it is essential that we find ways to 

naximize the use of our water resources, while minimirr.ig any potential adverse environmental 

B e c k  Growth, arsenic compliance and the drought have stretched - sometimes beyond the 

seaking point - the resources of small water and wastewater providers. These small utilities often 
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irhastructure to meet the triad of water conservation on a regional scale and cover the time valuc 

of the equity it invests t and if Global Parent has overestimated lobal Parent, not thc 

regulated utility, not the develop 

,r . , a  *I I *Es. 

.., I 

., I . 
In enacting our 3C approach, Global Parent undertakes significant entrepreneurial risk 

The ICFAs allow Global Parent to reduce its financial exposure as it emplaces hundreds o 

millions of dollars in infrastructure that is far beyond the norm for any watedwastewater provider 

public or private. Global Parent is financing and building the infrastructure necessary to addres: 

water scarcity in a fast-growing regiono-- if the growth slows, however, that infrastructure will wai 

a very long time before becoming ‘used and useful’. Such a risk is inappropriate for a regulatec 

utility, such as the Global Utilities, but well within the capability of the Global Parent’s owners 

The ICFAs‘redu pz+i&ig7om~nGtiGn- for 

principal d o f  Glob F&s@35, sh2elds th 

Another central concept is openness. The ICFAs are recorded, public documents. The 
.,,-,- + w . * < . , . , ,  KFAs are negotiated in a transparent process that where eaWlhdowher in an’ 

same terms. In fact, many ICFAs contain “most favored nation” clauses, which provide that if any 

Dther landowner in the area is offered better terms protected landowner gets the benefit of 

tliose terms. The execution of an ICFA is also a voluntary action on the part of the land owner. 

I‘raditional financing methodologies are 

+a 3 , .  

I ’  0 1 ,  

at the option of the land owner. 
, - * ,  * % .  

tied to various events. iTjlpicdly;a all OE .a,large 

)ortion pf  the -1CFA c payable at the time of plat approval. For example, in the 

:ase of the ICFA attached to Commissioner Mundell’s letter, all the fees are payable upon plat 

Lpproval. ICFA Q 4. In other cases, some of the ICFA fees are payable at certain other defined 

:vents, such as when certain permits or certificates are approved. 

The ICFAs carefilly avoid in&-inging on the Commission’s powers. The ICFAs do not 

:over rates for utility services, and the Commission, as always, has full authority over the rates 

:harged by the Global Utilities. -Likewise,..thesmain extension process is respected. In fact, the 

4 
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community does to its water affects the environment, and affects everyone's water. So, if 

China poisons water with its industrial waste that will affect more than China. And if 

Arizona continues to waste its water, or to ignore the long-term costs of using coal to pump 
- 

water 334 miIes uphill, Arizona will affect more than itself. 

And on the positive side of the ledger - if Arizona decides to be the world's leader in Total 

Water Management, ifwe decide to be the most water-wise place in the world, we will be 

able to prove technologies and systems that will then be exported globally and we will save 

millions of people fiom water crises. I thidc it's important that the Commission 

understand clearly that that is what Global Water is about -that is our goal, that is ow 

mission, an% that has Briven all of our decisions (yes, even the ICFA was based on that . 

view). 

How does the ICFA relate to that view? 

In two ways. First, ICFAs t&e water planning away from homebuilders.- so water is not 

about "fueling growth" in the short term, it's about sustaining communities and the 

environment, simultaneously. Second, ICFAs are sfructured so that no developer-owned 

water "utility" can compete - Global Parent wears all the risks of pernetting, fmanciag, 

growth, used and useful determinations, safety, and public-private relationships. This is 

how we came to have so many sections of CC&N area. 
> 

What are the results of that effort? 

In the Maricopa area, we use 40% less water than o w  neighbors. In the planned Belmont 

area, we will use 60% less water to sustain that community. In Belmont, we wifl be down 

to 0.2 acre-feet per house per year, from 0.5. And developers support us, because of tlie 

risk-bearing that Global Parent incurs. In the absence of these measures, economic 
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ICFAs are different from main extension agreements - ICFA funds can 
be used to support regional planning, while main extension 
agreement funds are limited to paying for facilities. 
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IN THE MATTER OF THE COMMISSION’S 
GENERIC EVALUATION OF THE 
REGULATORY IMPACT FROM THE USE OF 

ARRANGEMENTS BY WATER TJTJJJTIES AND 

Docket No. W-OOOOOC-06-0 149 
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Global% Cdifirnents-‘+“ NON-TRADITIONAL FINANCING 

d 
.o 

Santa Cruz Water Company, LLC; Palo Verde Utilities Company, LLC; Global Water - 

Santa Cruz Water Company; Global Water - Palo Verde Utilities Company; Cave Creek Water 

Company; and Hassayampa Utility Company (the “Global Utilities”) and Global Water Resources, 

LLC (“Global Parent’’)(collectively “Global”) hereby provide their comments regarding this 

docket. 

I. Introduction. 

We appreciate the opportunity to provide comments concerning the important subject of 

non-traditional financing arrangements. Arizona has rapid growth combined with limited water 

resources. We have carehlly analyzed the issues facing our State - the Colorado River is, 

according to kDWR, overallocated by millions of acre-feet per year, Arizona is in a very long 

drought period, ADWR has been stymied by litigation in its efforts to enact meaningfd gallons per 

capita per day regulations, and the twin pressures of growth and arsenic compliance are 

overwhelming small water companies. In this situation, it is essential that we find ways to 

maximize the use of our water resources, while minimizing any potential adverse environmental 

effects. Growth, arsenic compliance and the drought have stretched - sometimes beyond the 

breaking point - the resources of small water and wastewater providers. These small utilities often 
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The ICFAs also allow cooperation with developers. For example, Global Parent ha, 

worked with developers to buy troubled systems using ICFAs. In addition, the ICFAs do no 

o borrow money to make huge upfiont payments to the utility, as ofteI 

iappens with main extensions. By restructuring the timing of payments, Global Parent is able tc 

nake the ICFAs attractive to developers, who agree to the other aspects of the ICFA - such a: 

xomotion of reclaimed water and surrender of groundwater wells - as part of the package. 

- 

( 

C. ICFAs are not main extensions. 

ICFAs are very different fkom main extension agreements. The ability to do regiona 

hming, the timing of when facilities are constructed and when developers pay, who actually doer 

he construction, and the functions that can be financed are all sharply different. In addition t h c  

iarties are different, because utilities are parties to main extension agreements but not ICFAs. * 
A key difference is in regional planning. -MW%xf‘Kiisioh$%re done, on alparcel: by, parcel 

mis. A developer pays for the facilities need to serve their development only. A.A.C. R14-2- 

106(B)(1). This typically results in things like small, highly inefficient ‘backage” treatment 

dants. In coiitrast, under the ICFA, Global plans and constructs regional facilities to gain 

cononlies of scale. For example, Global puts in large 48 hch collection mains. Under a main 

xtension approach, multiple smaller lines would eventually be constructed instead, often running 

arallel to each other. 

The timing of construction is also different. Main extensions must be processed in the 

order received.” A.A.C. R14-2-4060. If a utility gets main extension requests for opposite ends 

fi ts  service area at the same time, it must build them both, rather than waiting for neighboring 

evelopment to fill in. This reinforces the tendency to build small, inefficient facilities because 

- 

le utility can’t afford to “upsize” them for future growth. Under the ICFA, Global Parent is able 

) coordinate the timing of construction. This reinforces Global Parent’s ability to plan and build 

rge regional facilities. 

Moreover, under a main extension approach, the construction is usually done by the 

sveloper, who then turns the facilities over to the utility. In contrast, under the ICFA, “off-site” 
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facilities are utility built. This results in developers building homes, and utilities building utili6 

plant. 

Most hdamentally, ICFAs and main extension agreements pay for different things. mdr 

extensions can only pay for facilitiei!. A.A.C. R14-2-406(B)(1)."4CFAs only pay the &rrj&ig &&t$ 

associated with the provisionjof facilities, And they can be used for many things that are no1 

facilities at all. * This includes forming new utilities, consolidating existing utilities, paying foi 

CAP reservation fees, and paying for the protection of canal systems. 

D. ICFAs are not like hook-up fees. 

There are also many differences between ICFAs and hook-up fees. For example, hook-up 

fees are mandatory, while ICFAs are voluntary. In addition, hook-up fees result in high levels of 

Hook-up fees are allowed only for specific future infktructure.' In contrast, the ICFA 

tllows the utility to control the timing of construction. More importantly, hook-up fees are Iimited 

o inf?astructure.2 In contrast, as noted above, ICFAs can be used for many important uses other 

han physical infrastructure, such as the consolidation of utilities. 

II. The P3s are in the aublic interest. 

The P3s are not financing agreements. Instead, they merely provide for cooperation 

letween Global and the cities. The P3s are public documents adopted after open and full 

eliberation by the Cities of Maricopa and Casa Grande. The P3s with Maricopa and Casa 

irande axe attached as Exhibits B and C, respectively. The P3s serve many beneficial purposes. 

'hey help the cities cope with growth. Indeed, one of the core purposes of the P3s is to help the 

ities manage growth in accordance with Arizona's Growing Smarter and Growing Smarter Plus 

IWS. Casa Grande P3, page 1. For example, Global must prepare an annual "Plan for Growth" 

)r the city's planning area. Id. at 10. Global will also 'share its Geographical Information 

z 

See Staff Memorandum filed June 8,2006 in Docket No. W-01303A-06-0284, 
rd. 
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Arizona Water Company is today filing the supplemental direct testimony and 

sxhibits of its witnesses William M. Garfield, Joseph D. Harris and John S. Thornton. 

RESPECTFULLY SUBMITTED this 30th day of November, 2007. 

ARIZONA WATER COMPANY 

Rob& W. Geake 
Vice President and General Counsel 
ARIZONA WATER COMPANY 
Post Office Box 29006 
Phoenix, Arizona 85038-9006 

and 

Steven A. Hirsch 
Rodney W. Ott 
BRYAN CAVE LLP 
Two North Central Avenue, Ste. 2200 
Phoenix, Arizona 85004-4406 



Q. 

owned by public service corporations and municipalIy owned water utilities? 

Can you cite any specific similarities between the activities of water utilities 

A. 

or municipalities, must perfom the following activities: 

Yes. All water utilities, whether owned and operated by public service corporations 

1. 

2. 

3 .  

4. 

5.  

6. 

7. 

8. 

9. 

10. 

11. 

12. 

Read water meters. 

Render water bills. 

Collect customer payments. 

Establish, re-establish, and disconnect water service. 

Maintain a meter repair, maintenance, and replacement program to ensure 

meter accuracy. 

Install water services. 

Install, maintain, and replace water mains, fire hydrants, valves. 

Operate water treatment facilities. 

Respond to customer complaints, questions, or concerns. 

Establish conditions of service and other terms for the provision of water 

service. 

Establish construction standards for water distribution, supply, treatment, 

storage, pumping and other water utility infrastructure. 

Prepare capital improvement plans and frnancing plans for funding utility 

infrastructure. 

How does the foregoing differ from the Global Respondents or between their 

iffiliates? 

1. Unlike nearly every other public and privately owned water utility in Arizona, the 

ibove-listed water utility activities are not performed by Santa Cruz Water Company but are 

nstead performed by Global Water Management, an entity not presently subject to the 

- 

585357.3 :0196941 I 



Commission’s regulation and which is aggressive11 seeking to avoid the Commission’s 

scrutiny. 

Q. Does Arizona Water Company perfoim any cost analysis concerning customer 

revenues and their relationship to  the cost of instaIIing water system infrastructure; 

such as in extending &ter service t o  new developments? 

A. Yes. Arizona Water Company reviews the cost of water utility infrastructure and 

compares it to the revenues expected from the customers to be connected to such utility 

hfhstructure. If the cost of such utility infrastructure is disproportionate to the expected 

revenues, Arizona Water Company requires the developer to advance the cost of such utility 

infrastructure a s  a refundable advance for construction. Through my review of information 

provided by Global through data responses including numerous ICFAs executed by Global, 

I have learned that Global, in contrast has committed its regulated utilities, such as Santa 

Cruz Water Company, to extend water utility infiastructure up to the boundaries of each 

development all at the cost and risk of Santa C m  Water Company. Although the method of 

funding this utility infrastructure is characterized in the ICFAs as equity funding eom 

Global into Santa Cruz Water Company, our witnesses’ reviews determined that the real 

method of funding is through debt incurred by Global, but with repayment of the borrowed 

money to the creditors assured through mortgaging the operating revenues of Santa Cruz 

Water Company. Mr. Harris and Mr. Thornton address this in their supplemental direct 

testimony. Although the utilities are not parties to the ICFAs, Global forces Santa Cruz 

Water Company to bear the risk and frnancial burden of installing utility infrastructure 

#hose cost is disproportionate to the expected revenues. In fact, Global admits that most of 

he utility infrastructure being constructed by Santa Cruz Water Company and Palo Verde 

XIities Company is at Global’s direction (but presumably at Santa Cruz Water Company’s 

md Palo Verde Utilities Company’s cost), is serving no one, and it very likely won’t serve 
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ESTABLISHMENT OF JUST AND FEASONABLE 
K4T'ES AND CHARGES FOR WILI!X SERVICE 
DESIGNED TO REALIZE A REASONABLE 

GLOBAL WATER - PAL0 VERDE UTILITIES 

n:) REALIZE A REASONABLE RATE OF - 
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i. DECISIONNO. 71878 ' ' 
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OPINION AND ORDER 

I 

IN TWE MATTER OF THE APPLICATION OF . 

DIVISION FOR THE ESTABLISHMENT OF JUST 
AND REASONABLE RATES AND CHARGES 
FOR UTILITY SERVICE DESIGNED TO 
RE,4LIZE A REASONABLE RATE OF RETURN 
ON THE FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE, STATE OF ARIZONA. 

VALENCIA WATER COMPANY - TOWN 
. .  

I PUBLIC. COMMENTS: December 1 , 2009, Maricopa, Arizona. 

1 DATES OF HEARING: 
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Residential Utility Consumer Office; 
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Kristin I(. Mayes, Chairman 
Gary Pierce, Commissioner 
Sandra D. Kennedy, Commissioner 
Bob Stump, Commissioner 

I 

Mr. Garry D. Hays, GARRY D. HAYS, PC, on behalf 
.of New World Properties; 

Mr. Greg Patterson, on behalf of the Water Utility 
Association of Arizona; 

Mr. Court S .  Rich and MI, Ryan Hurley, ROSE LAW 
GROUP, INC., on behalf of the City of Maricopa; 

Mr. Rick Fernandez, in propria persopa; and 4 
_, b. ' 

Mr. Wesley Vari 
' .  Charles Hains, 

behalf of the 
Corporation Commission. 
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difference-if it. could be shown thkt the &e of IDA bonds to fund plant displ&d KFi 'funds as a . : 1 
So&e for.the mon& used to construct pla~it.'~~ S t a f f  assem that because. cash is -hgibIe and ICFA' ' 

fees wire deposited into the s 'me acco,mt 'as investor ,proceeds and bond-.proceeds, it- makes no 
. .  . . . .  . .  

... 

. .  . .  ... . _ .  

. .  . .  
&eat@.,&: CIAC regaidless-.ofhow-th~~~~~ed:lq? '.'Staff states .that'no ma& how t h ~  transaction2 . .  

;t.mc.med,, ,@e developer ultimately receives'.service: from'one of the Global Utilities -in return fo: 
....... .: .... ......I. ........ ' .. -.I.. . . . . . . . . . . .  ' C .  - - :  ........ ! " '  . .  . .  - .  

. .  . .  . .  . .  . .  - .  
. .  . .  - :  . . I  

- .  laying ,the ICFA fees; '48 . .  . . . .  . .  
. . .  . . . .  . .  . .  

................ 
. Tax Likbility. and Gbbd  Pkrent ,Expens?. 

. .  

'that the proposed imputation of CIAC,, 

wause the imputation is: for gross ICFA-'fees instead Of  €or after-tax'aet inkme to Global 'Parenl 

rom 'ICFAs. '" Applicants contend that 'GlobalZarent+could. in~est:ICFA revenues & plant Q ~ Y  

i paid..its e&mses ahd .satisfied its tax Liabilities, and ,that only then would.the. ICFi4 fees be 

vail.able for ,. Applicants+ state that Global. Parent k e d  $24,057.,683 in tax 

ability '&om the total $60,084,123 in ICFA revenues; &d, therefore cdculate net ICFA revenues.of 

34,859,816. GIobai Applicants argue that under . . .  the matching'&inciple,, Global Parent expenses 

u ~ ~ a l s o  be deduGed'frorn the.ICFA revenues be.fore .qyimp&tiOn of ,CUE is made.'": 

i. .T~.-LiabifityonICFAFees 

. -  . . .  
. .  

. .  .. ;. 
. .  

. . .  .- . . . .  

, .  

. .  

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

. .  
.. . .  

. .  . .  , . , .  

In rtgbd to thhe ishe of ICFA related tki liability, Staffkates that because Global Parent is 

g&zed & m"LLC, a non-taxable entityy-the income. from Global' Parent fla*i thtdugh to the 

embers unped, '53 I f  a member .does not have offsetkii tax 'losses &om other sources, the member 

. .  -. . 

. .  

. .  
. .  

. .  
. .  

. .  
. .  

: A... That's correct 
:r. at g8.5-886, 
45 Staff,ReplyBr..at4. . . .  

, . .  
6& Id. at. 4-3 i . .  . .  

Staff Fir. at 28, 67 

I8  . .  
. .  , 

Id. at 29. 

. . .  . .  
l9 Co. Br. at 30. 
"rd. at33-34. 

latthew Rowell (Exh; A- 15) at 6-7. . .  . .  
'3 t i m b . ~ ~ e s c i m o n y  ofL&da ~aress (~xh. S--1 1 j at 4.  

- .  
Direct Testimony of Company witness Trevor Hi11 (Exh. A-7) at 32. . .  i l  

2 CO. Reply Br.'at 19; Co. Br. at 33, citing to Rebuttal Testimony of Matthew RaweIl at 35 and.Rejoinder Testimony of 

- --ai& . . .  . .- - :-A 
. - .  , _ .  . . .  . . .  .- . .  _ .  2 . .  
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his or,her share Qf the e m g s  of Ihe'LLC, or if the LLC suffers net losses, those losses . . '. 1 

profits from the members'. other: business 
. .  

Staff states that ;it appears that ' . 
. .  . .. 

decided that the LLC would.make distrib&ns td t.416 memb.ers ip.amounts . . .' 

.are not a,component of fhe items to be removed. fiom rate 

to . .  be taxable CIAC, then it. should be. treated net of taxes.!6' . 

and that if ICFAs are determined 
. . .  . .  . .  

. 

. 
. . .Applicants argue that the only difference is that instead.of Global Parent directly.paying the 

govekent,  the funds are paid to the members, who then pay the govermTent.'6? However, as Staff . 

poin? out, Applicants prqvided no evidence to show whcther the LLC members in fact realized a tax 
.. '$ ' 

. .  . .  
to,pay the income tax on the earnings ofihe LLC .aIlocabd.to each memk."'~ .. . . .  

Global Pare.nt'.chose to distribute this, 

, .  

"such a way that makes the ICFA proceeds taxablkto the members, constitirtes a vdid r&on for the ." 

bkr5' personal inc0m.e : .  . 

- which-'ate not -taxable- . .. 
.. #,_ , 

* .  

'. . .  

Is?. WUM argues that '?axes paid to the IRS on ICFAs did not go into rate. base and 

on the ICFA fees.'63. .The tax liability of $24,057,683 repr@en.ts Global Parent's 

eytimatinn of the personal tax liability' 

. . .  

of its members. 

.28 
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BEFORE Tl3E ARIZONA CORPOL4TION COMMISSION 

ARIZONA WATER C0MpANY;an Arizona 
corporation; 

3LOBAL WATER RESOURCES, LLC, a 
rooreign limited liability company; GLOBAL 
WATER RESOURCES, INC., a Delaware 
:orporation; GLOBAL WATER 
VIANAGEhENT, LLC, a foreign limited 
iability company; SANTA CRUZ WATER 
3OMpANY, LLC, an Arizona limited liability 
:orporation; P a 0  VERDE UTILITIES 
3OMPANY,  LLC, an Arizona limited liability 
:orporation; GLOBAL WATER - SANTA 
2RUZ WATER COMPANY, an Arizona 
;orporation; GLOBAL WATER - PAL0 
E R D E  UTILITES COMPANY, an Arizona 
:orporation; JOHN AND JANE DOES 1-20; 
4BC ENTITIES I - XX, 

Respondents. 
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I E F A i ? 8 W i A ~ .  The problem is that there is no effective protection for the operating utilities 

(such as ringfencing) to insulate them should financial difficulties hit GWR LLC. In fact, just the 

opposite is true: GWR LLC and the operating utilities are closely linked, as I discussed in the IDA 

and Wells Fargo credit sections of my testimony above. In the ICFA, GWR LLC agrees to provide 

utility service in exchange for fees. GWR LLC would then have to invest the balance above and 

beyond the ICFA fee through its own capital sources. In this way, the GWfi LLC group increases 

its capital at risk in the project. The increased company investment should eventually be conveyed 

to the appropriate utility. The problem here is that GWR LLC keeps the fee (and might or might 

not reinvest it in the utility) but the business and financial risks are eventually borne by the 

operating utility because if GWR LLC suffers financially, then the operating utilities will eventwlly 

suffer. 

\ 

In a MXA, the developer constructs or pays for the main extension and the developer is 

reimbursed over time if (and only if) the project is completed and ratepayers actually use and pay 
* 

for the utiiity services. If the development falters then the MXA ;ef-mds decrease and typically the 

remaining balance becomes CIAC. Under the MXA, the developer bears the risk. Therefore, the 

assertion that the ICFA insulates the utility from risk is specious. 

The LCFAs Are Tax-Ine'fficient and Reduce Available Iqvestment in Local Infrastructure 

Q .  

THEY TAXED? 

EARLDER, YOU DISCUSSED HOW ICFAS ARE REVENUES TO GWR LLC. ARE 

A.-- - Yes, ICFA revenues are taxable to GWR LLC and as such each Member pays personal 

income tax on those revenues. GWR LLC must distribute cash so that Members can pay their 

5855333:0196941 27 
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income tax bills. , ~at;~ieaves~’-less~~cas~.~to~..reinv.est.:in .local infrastrilcture. For example, let’s say 

GWR LLC takes in $10,000,000 in ICFA revenues in one year. Its members will, for exampIe, face 
. .  

a 35 percent Federal income tax rate and a 7 percent State of Arizona tax rate,, 01: 42 percent. So, 

$4,200,000 m k t  be distributed out to meet those tax obligations. That leaves $5,800,000 to be 

reinvested in the systems. However, if the $10,000,000 were taken in &om developers as an 

Advance In Aid of Construction (“MAC”) under a MXA, then all $10,000,000 would be available 

to invest in the utiIity system because those funds are not taxed. Therefore,”the ICFA mechanism 

harms utility and ratepayer interests by reducing the investment available to build local 

infrastructure. 

Q. 

TO DATE? 

A. GWR LLC reported $45,348,775.13 of taxable ICFA income on returns through 2007 on 

which it has paid $18,320,905.15, according to GWR LLC’s report on ICFA revenues included as 

Exhibit JST-15. ’ 9 

HOW MUCK TAX PAID COULD HAVE BEEN USED FOR LOCAL INVESTMENT 

rc 

The ICFAs Will Result in Higher Rates Compared to MXAs 

Q. WTLI, ICFAS RIESULT ICN HIGHER UTILITY RATES COMPAJXED TO W S ?  

A. Yes, ICFAs will result in higher utiLity rates compared to MXAs. This result is easy to see 

because developer advances to AIAC are used to offset rate base dollar for dollar. Another way to 

think of the offset is to use MAC as a line item in the rrrte of return calculation as a cost-fiee source 

of capital (and leave rate base alone). However, the ICFA funds, to the extent that they are 

reinvested in the local utility, appear as an equity investment. So, rather @at appearing as an 

_ .  

585533.310196941 28 



Global Water 
Docket No. W-01212A-12-0309 et al 

James R. Armstrong 
Direct Testimony 

Attachment A 
ICFA Agreement - Important Consideration No. 8 Support 

ICFAs have the potential for generating extremely large, but uneven, 
cash flows for Global (corresponding directly to the receipt of ICFA 
funds), and Global Parent has committed to planning, coordinating, 
developing, and financing large infrastructure investments. The 
timing associated with Global’s numerous commitments under the 
ICFAs also involve extremely large, but uncertain and uneven, cash 
flow requirements. 
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Direct Testimony of James R. Armstrong 
Docket No. WS-02676A-12-0196 
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Q. 

A. 

Q. 

A. 

Mr. Armstrong, the language within the ICFA agreements identifies a number of 

responsibilities that Global Parent, also referred to as the “coordinator” in these 

agreements, is assuming, or will be required to deliver, in response to the receipt of 

the ICFA landowner payments. First, can you list some of these responsibilities or 

deliverables ? 

Yes. Under these agreements the coordinator agrees to: 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

Coordinate construction of services for water and wastewater treatment facilities; 

Finance and assume responsibility for the carrying costs associated with regional 

infrastructure investments; 

Arrange and coordinate the provision of utility services to the property; 

Obtain “will serve” letters for the provision of utility service to the property; 

Where applicable, help facilitate including landowner’s property in an expanded 

CC&N; 

Execute line and main extension agreements wit31 developers; 

Develop master utility plans; and, 

Facilitate and water and wastewater service acquisitions and consolidations. 

Has Staff been able to determine the portion of the individual landowner payments 

that were attributable to each of these deIiverabIes? 

No. Unfortunately, the information received from Global suggests that in negotiating the 

level of landowner payment required under a specific ICFA agreement, there was no 

specific effort made to match up a portion of each payment with the resulting obligation(s) 

Global was incurring. Staff issued several data requests to Global asking for information 

along this line, including STF-8.6, STF 8.10, STF 8.11, and STF 8.12. (Refer to 

Attachment B to my direct testimony.) The Company’s response was that the amount of 

the required Iandowner payments ultimately agreed to under each separate lCFA 
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 OMM MISSIONERS 

N THE MATTER OF THE COMMISSION'S 
IENERC EVALUATION OF THE 
EGULATORY IMPACTS FROM THE USE 

W G E M E N T S  BY WATER UTILITIES 
IF NON-TRADITIONAL FINANCING 

WD THEIR AFFILIATES. 

Attached is the Report of +,@llplanrr;;a & .,~Comp~y,~~Il:,C~~,.on Applying Agreed Upon 

'rocedures &th respect to the Schedule of Infrastructure Coordination and Finance Agreements 

"ICFAs"), the Schedule of Net Plant.Assets and Specified Cash Resources and the Schedule of 

Jtility System Acquisitions of Global Water Resokces, hc. as of December 31,2008. 

RESPECTFULLY SUBMITIED this 21 st day of December, 20 12. 

@* L 
Charles H. Hains, Esq. 
Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
(602) 542-3402 

higind and Thirteen (1 3) Copies filed 
lis 2lS day of December, 2012, with: 

becket Control 
izona Corporation Commission 
200 West Washington Street 
hoenix; Arizona 85007 
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Global Water 
Docket No. W-01212A-12-0309 et al 

James R. Armstrong 
Direct Testimony 

Attachment A 
ICFA Agreement - Important Consideration No. 9 Support 

Global has never contended that ICFAs are non-jurisdictional to the 
ACC. 
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The Commission is expert in conducting economic, systemic, and financial benefits 

analysis. I am not familiar wi$ how, or whether the Commission evaluates societal 

benefits, so 1 would offer my view that the appropriate test for societal benefits is this: 
- 

The goal of sustainable water resources development and management is 
to meet water needs reliably and e uitably for current and future 

water-use efficiency, and making continuous efforts toward preservation 
and restoration of natural ecosystems.” 

. generations by designing inteaat e l  and adaptable systems, optimizing 

Do you have any concluding remarks regarding the ICFh? 

Yes. I believe there is no debate that the consolidation of small undercapitalized utilities is 

a good thing. It is important to emphasize that such consolidation should not take place at 

the regula& utility level (e.g., Santa Cruz should not be buying other water companies.) 

Fhther, consolidation should take place at the holding company level. Since ICFAs were 

used as a tool to effectuate consolidation they had to be executed at the holding company 

(GWR) level. Because of this, revenue generated by the ICFAs is parent-level revenue and 

thus is taxable. Ignoring the tax liability associated with the ICFA revenues is 

inappropriate regardless of the regulatory treatment ultimately decided upon for the ICFA 

revenue. 

Global has never contended that ICFAs are non-jurisdictional. Global has always 

contended that ICFAs are in the public interest and that upon examination the Commission 

wobld conclude that as well. Global’s position on ICFAs has been consistent: they are a 

tool that allows for consolidation and that offsets the carrying costs associated with 

emplacing regionally scaled infixstructure. The ICFA revenue available to use for these 

purposes is offset-by-the tax liability generated by those revenues. Also, as Staff points 

out, parent-level expenses (that are not allocated to the utilities) also offset the ICFA 

‘Id., Page 7. 
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Global Water 
Docket No. W-01212A-12-0309 et al 

James R. Armstrong 
Direct Testimony 

Attachment A 
ICFA Agreement - important Consideration No. 10 Support 

Developers have provided ICFA funds to Global Parent which, 
comingled with equity and debt provided by Global Parent, have been 
used for the provision of utility service, whether through acquisitions, 
carrying costs, or plant construction. 
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GARYPERCE' 
PAUL NEWMAN 
SANDRA D. DNNEDY. .. 
B O B S T U H  ' 

IN THE MATTER OF THE APPLICATION OF :' .' 

GLOBAL WATER - PAL0 VERDE UTILITIES 
COMPANY FOR THE ESTABLISHMENT OF . 
JUST AND'REASONABLE RATES'AND - 

. .  
. 

, .  . .  
' 

DOCKET NO. SW-20445A-69-0077 
. .  . .  ' . . 

CHARGES FOR UTTLITY SERVICE DESIGNED ' . .  

R E ~ ~ R ~ ! . O N  TKE FAIR'V.ALL..EOFITS- . .. . .. : . 
PROPERTY THROUGHOUT THE STATE 'OF 

TO REALIZE A REASONABLE RATE OF. 

. .  
-- . .. . .  

AKIZONA. ' . . 
.e 

IN ?'HE'h.IATTER'OF 7XE.h'PLIeATION OF 
VALENCIA WATER cO.MpANY.- GREATER . 

- DOCKET NO. W-02451A-09-OO78 
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BUCKEYE DIVISION FOR ~ m :  
ESTABLISHMENT OF JUST AND REASONABLE 
FATES AND CHARGES FOR IJlXJTY SERVICE 
DESIGNED TO REALIZE A REASONABLE 
JUTE OF mrum ON THE FAIR VALUE OF . 
i'TS PROPERTY- THROUGHOUT THE STATE OF . . .  

IZRIZONA. . ' .  

. .  

. .  

. .  

m ' rm MATTER OF THE APPLICATION OF 
WILLOW VALLEY WATER COMPANY FOR 
T1E ESTABLISHMENT OF JUST AND 

L K I L I n  SERVICE DESIGNED TO'REALEE A : 

REASONABLE RATE OF RE?TJRN ON THE- . 

DOCUT NO, W-01732A-O9-O07? 

REASONABLE RATES AND CHARGES FOR . 

. .  , 

f .  FAIR VAIJJE OF ITS PROPERTY . . .  
T~-~R-OU,GHOU,T .-_A_ THE STATE OF ARIZONA. 

.) . . . .  
IX 'CIIE M:<TTER QF.THE APPLICATION OF . DOCKET NO. W-20446A-09-0080 
GLOI3.4L WATER - $.4NTA CRUZ WATER 
COMPANY FOR THE EST44BLISHI\;EENT OF' ' ' 
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IN. 73-E MATTER OF.THE &'PLICATION OF . 
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FOR UTILITY SERVICE DESIGNED .TO 
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OPINION AND ORDER 
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PL.4CE OF FEARING: .' ' . Phoenix,Arizona . 

4.DMINISTRATNE LAW JdbGE: 9- Teena WoKe .. . 

N ATT~NDANCE:. Kristin K. Mayes, Chairman . . .. 
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' 'Mr. Daniel Pozefsky, Chief Counsel, on behalf of the 
Residential Utility Consumer Office; 

MI. Garry D. Hays, GARRY D. HAYS, PC, on behalf 
of New World Properties; 

Mr. Greg Patterson, on behalf of the Water Utility 
t Association of Arizona; 

,Mr. Court S. Rich and Mr. Ryan Hurley, ROSE LAW 
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Mr. Wesley Vim' Cleve, Ms. 'Ayesha Vohra, ,and Mr. 
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. .  Corpo-ration Commission. I f .  

. . . :  . .  - - 
. .  . .  . .  
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~ _ .  - .  . 
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pr,oviding utility- service within the 'service territories of the' Utilities included. in these CopsoIidate 

rate applications. 'Neither is it disputed that landowners and developers in the service territories ( 
. .  

. . .  
. . '  

WUGT:, Palo Verde, .and S&ta Cruz paid .Global Parent.1CFA fees pursuant to ICFA aEeement . .  

through wJich :Global Parent . agreed to provide utility service to .'the -landowners/developer! 

Applicants 'request that .the .Com&ssion put aside the normal ..regulatory ratemaking treatment c 

:ontributiqns that were given in ex.change for .utility service, beguse. Global's inno?ative mems c 
. .  

. .  

:ol'lecting,a.nd spending the contributions allow-s it to pursue.total water 'management go'& :Thi 

Sommission is tasked.with protecting the interests of utilities and ratepayers alike, and this importar: 

ask requires a'carefbl balancing. One of the foremost tenets of ratemaking is unchanging, howevei 

when making a determination that affects both utility and ratepayer. and that is the inclusion in rate 

if the cost of providing utility service. ' We must ensure that capti ye monopoly ratepayers pay for thl 

:osts of providing utility se.rvicg, .but "no mQre. P e ' o f  that cost of .service includes. a faii: anc 

easonable return to the prorider-of the utility semice on.funds that it has invested in the utility i~ 

irder to pro yide reasonable and adeqyate service to its ratepaying.customers. Here, Applicants ;haw 

lot. 'finvested" ICF.4 funds for the purpose of providing utility service. Rather, developers haw 

Nrovided. ICFA limb to Global. Parent which, . c o d g l e d ,  wit& eqpity ,and ,debt provided . bj 

,pplica@s' parent company,. have been'used for fhe provision of utility service, whqther through 

c:quisitions, carrying costs, ,or plant, construction. A 4 ~ o ~ n g  developer contributed furids to remain ir 

!te base would reqube captive ratepayers to pay Applic%ts a re& on. developer-providqd ICFA 

mds, which would' violate fundamental :ratemaking prigciples and would.Gjustly. and unreasonably 

xjch .Applicants at rktepayer expense. For the reasons set forth in the arguments. of Maricopa, 

UCO and Staff:,. Staf r  s C I k  adjustments are just, reasonable, and in'the public interest, and'will be 

. .  d? 

- .  

. .  

. .  

.. 

. .  . .  

. . . x .  .,... . .  

. .  

c*.-..,,. 
. .  iopted. , 

. .  
. .We believe the Commission should _. . coIpmence a generic .investigation.-wbich looks, at how 

:st to achie.ve the Gmmission's objectives with regard. to encouraging the acquisition ef troubled . .  . .  

ater compees and the deyelopment of regional infrastructure. where appropriate.. As part of this . . .  

oceeding, we would ,like stakeholders, including Qlobal and Staff?. to also address in workshops . .  . .  . . .  _ .  
hether ICFAs, or othei mechanisms, if properly segregated and accounted for. could be utilized to, 

- - - *  - . .  - -  . .  . .- 
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Docket No. W-01212A-12-0309 et al 

James R. Armstrong 
Direct Testimony 

Attachment A 
ICFA Agreement - Important Consideration No. I I Support 

In Decision No. 71878, the Commission left open the possibility that 
the treatment afforded ICFAs could be different in a future rate case. 
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N THE MATTER OF THE APPLICATION OF _.. . 
3LOBAL WATER' - PAL0 VERDE UTILITES ' ' .  

ZOMPANY FOR THE ESTABLISHMENT OF 
'UST AND REASONABLE RATESAND ' 

ZHARGES FOR UTILITY SERVICE DESIGNED 
TC? RE.Yil%E A REASON'4BLE UTE OF. 
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N THE MATTER'OF THE.&PLI&4TION OF . DOCKET NO. W-02451A-09-0078 ' (UENCIA WATER CQM'PANY.- GREATER . .  

3LICKEYE DIVISION FOR .THE: 
:S'I'ABLISHNENT OF JUST AND REASONABLE 
XTES .4ND CHARGES FOR uI?LI-Ty SERVICE 
IESIGNED TO REALIZE A REASONABLE 

I 

SATE OF m-um ON THE FAIR VALUE OF . 

rs PROPERTY THROUGHOUT THE STATE OF . . .  

. .  
. .  

LRIZONA. . 

v ' rm MATTER OF THE APPLICATION OF 
k'1LLOW VALLEY WATER COMPANY FOR 

rTILrrY SERVICE DESIGNED TO REALIZE A : 

l-IB ESTPFBLISHMENT OF JUST AND 
LEASONABLE RATES AND CHARGES FOR 

LEASONABLE WTE OF RETURN ON THE . 

AIK VAI,UE OF ITS PROPEkry 
'tlR.OUGIIOU,T THE STATE OF ARIZONA. 

. 
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"IHE h4ATTER OF. THE APPLICATION OF . 
;LOI~AL wxrm - $ANTA CRUZ WATER 
UMPANY FOR THE ESTABLISHMENT OF' ' ' 

LIST AND REASONABLE RATES AND 
t IARGES FOR VTILJ.JY SERVICE DESIGNED 
0 REALIZE A REA.SQ'NABLE RATE OF 
EI'LrRN .ON THE FAIR VALUE- OF .ITS- 
ROPERTY THROU@IOUT THE STATE OF ' 
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REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE A 
REASONABLE RATE OF.RETURN ON THE 
FAIR'VALUE OF ITS PROPERTY 
I'HROUGHOUT THE STATE OF ARIZONA. 

N THE MATTER OF THE APPLICATION OF 

XVISION FOR THE ESTABLISHMENT OF JUST 
4ND REASONABLE RATES AND CHARGES 
:OR UTILITY SERVICE DESIGNED TO 
=ALEE A REASONABLE RATE OF RETURN 
IN THE FAIR VALUE OF ITS PROPERTY 
TIROUGHOUT THE, STATE OF ARIZONA. 

VALENCIA WATER COMPANY - TOWN 

UBLIC COMMENTS: 

) A E S  OF HEARING: 

LACE OF HEARING: .. 

DMINISTRATIVE LAW J6DGE 

4 ATTENDANCE: 

PPEARANCES i 

DOCKET NO. W-01212A-09-0082 

DECISION NIO. 71878 . 

OPINION AND ORDER 

i 
.., 

December 1,2009, Maricopa, Arizona. 

December 10 (Pre-Hearing Conference), 14, 17, 18, 21 
and 28,2009 

. Phoenix, Arizona 

Teena Wolfe .. . 

Kristin K. Mayes, Chairman 
Gary Pierce, Commissioner 
Sandra D. Kennedy; Commissioner 
Bob Stump, Commissioner 

Mr. Timothy Sabo and Mr. 'hichael W. Patten, 
ROSHKA, DeWULF & PAITEN> PLC, on behalf of 
Applicants; 

Mr. Daniel Pozefsky, Chief Counsel, on behalf of the I 
Residential Utility Consumer Office; 

hh. Gany D. Hays, GARRY D. HAYS, PC, on behal 
of New World Properties; 

Mr. Greg Patterson, on behalf of the Water Utilitj 
Association of Arizona; 

Mr. Court S. Rich and Mr. Ryan Huriey, ROSE LAW 
GROUP, INC., on behalf of the City of Maricopa; 

Mr. Rick Fernandez, in propria persoqa; and *, 

Mr. Wesley Van' Cleve, Ms. Ayesha Vohra, and Mr. 
., Charles Hains, Staff Attorneys, Legal Division, on 

behalf of the- Utilities . Divisi.on of the Arizona 
Corporation Commission. 
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..Town . .  .Greater. Valley: 

$929,057, $2,251;164 -$39,155,692- ($4,186,150) $4,240,018 ' 

Buckeye, . .  

$53,314,083 
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finance the actual acquisition of troubled water companies, subject to Commission. approval. 
. . .  

Additionally; we. 'would also like .stakeholders to : address. whether .I'CFAs, or. some othel 

mechanism, if properIy segregated and accounted for, would be -appropriate for use in&vering such 

ixpenses as ,a portion of the cai-rying costs associated fwith 'unused regional '&iter and waste*atel 

racilities or infrastructure which meets the Commission's objectives. Additionally, we would lilie the 

pestion of iicfhether .other'mechahisms.not 'addressid in. this oase would be appropriate in inducing 

iuch :regional water and .wastew;dter -inf?as&cture, ."d the .acq&ition'of .troubled water cqmpanies, 

iuch as acquisition -adjustments, rate premiums, or .Distribution System . Investment 'Charges; 

lerefore, ye ~ 1 1  require Staff to notice '&d facilitate, k d  Global to pahicibate k,' stakeholder 

vorkshops designed to address these issues, &d make recommendations to the Comnlission on the 

ssues. discussed in the workshops, induding whether it. is appropriate to adopt the iecomkendations 

n the. next Global Utility ratetke,  gwel l  as othiir future.rate cases. The workshops shall be noticed 

nd held in .the existing Generic Docket. 

. .  

_.  . .  

. .  . .  . . .  . . . . '  

. .  . .  

. .  

_ . .  . 8 

. .  . . .  

. .  
. . .  

. .  
. While we decline to approve the Applicants' requested treatment of ICFAs in this Order, we 

elieve the issue could be more .fully i.nforhed by the Commission's workshop process. In the eyent 

iat the workshop process leads. to reconkendations for a diffirent treatment of ICFAs thm in this 

brder, the Applicants may request review ..of ICFAs . in accordance 'with .the . workshop 

. .  . . .  

. .  . 

. .  . .  
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TARIFF SCBEDULE 

UTILITY: DECISION NO. 
DOCKETNO. EFFECTIVE DATE: 

OFF-SITE HOOK-W FEE’ (WATER) 

I. Purpose and Applicabi1if-y 

. The purpose of the’ off-site hook-up fees payable to (“the 
Company”) pursuant to this tariff is to equitably apporlion the costs of constructing additional 
off-site facilities necessary to pFovide water production, delivery, storage and pressure among all 
new service connections. These charges are applicable to all new service connections 
estabIished afier the effective date of this tariff undertaken via Main Extension Agreements or 
requests for service not requiring a Main Extension Agreement. The charges are one-time 
charges and are payable as a condition to Company’s establishment of service, as more 
particularly provided below. 

It. Definitions 

Unless the context otherwise requires, the definitions set forth ‘in R-14-2-401 of the Arizona 
Corporation Commission’s (“Commission”) rules and regulations governing water utilities shall 
apply in interpreting this tariff schedule. 

“Applicant” means any party entering into an agreement with Company for the installation of 
water facilities to serve new s.ervice connections, and may include Developers and/or Builders of 
new residential subdivisions andor commercial and industrial properties.’ 

“Company’? means 

“Main Extension Agreement” means any agreement whereby an Applicant agrees to advance the 
costs of the installation of water facilities necessary to the Company to serve new service 
connections within a development, or installs such water facilities necessary to serve new service 
connections and transfer ownership of such water facilities to the Company, which agreement 
shail require the approval of the Commission pursuant to A.A.C. R-14-2-406, and shall have the 
same meaning as “Water Facilities Agreement” or ‘‘Line Extension Agreement.” 

“Off-site Facilities” means wells, storage tanks and related appurtenances necessary for proper 
operation, including engineering and design costs. Offsite facilities may also include booster 
pumps, pressure tanks, transmission mains and related appurtenances necessary for proper 
operation if these facilities are not for &e exclusive use of the applicant and wiIl benefit the 
entire water system. 

“Service Connection” means and includes all service connections for single-family residential, 
commercial, industrial or other uses, regardless of meter size. 

. .  

Revised: 10-26-1 1 
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I 

Meter Size S u e  Factor Total Fee 
518” x 3/4” 1 $ 4 

Page 2 of 4 

3/4” 
1 ” 

1-1/27, 
2” 
3” 

III. Off-Site Water Hook-up Fee 

1.5 $ 
2.5 $ .  
5 $ 
8 $ 
16 $ 4 

For each new service connection, the Company shall collect an off-site hook-up fee derived from 
the following table: 

4 ,’ 
6” or larger 

I OFF-SITE WATER HOOK-W FEE TABLE I 

25 I $ 
50 $ .  I 

IV. Terms and Conditions 

(A) The’off-site.hook-up fee may be 
assessed only once per parcel, service connection, or lot within a subdivision (similar to meter 
and service line installation charge), 

Assessment of One Time Off-Site Hook-up Fee: 

(B) . 
items of off-site facilities or for repayment of loans obtained to fund the cost of installation of 
off-site facilities. Off-site hook-up fees shall not be used to cover repairs, maintenance, or 
operational costs. 

Use of Off-Site Hook-uu Fee: Off-site hook-up fees may only be used to pay for capital 

(C) Time of Payment: 

1) For those requiring a Main Extension Agreement: In the event that the Applicant is 
required to enter into a Main Extension Agreement, whereby the Applicant agrees to 
advance the costs of installing mains, valves, fittings, hydrants and other on-site 
improvements or construct such improvements in order to extend service in accordance 
with R-l4-2-406@), payment ’of the hook-up fees required hereunder shall be made by 
the Applicant no later than 25 calendar days after receipt of notification from the 
Company that the Utilities Division of the Arizona Corporation Commission has 
approved the Main Extension Agreement in accordance with R-14-2-4060. 

2) For those connecting; to an existinp main: In the event that the Applicant is not required 
to enter into a Main Extension Agreement, the hook-up fee charges hereunder shall be 
due and payable at the time the meter and service line installation fee is due and payable. 

Revised 10-26-1 1 
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@) Off-Site Facilities Construction By Develouer: Company and Applicant may agree to 
corktruction of off-site facilities necessary to serve a particular development by Applicant, 
which facilities are then conveyed to Company. In that event, Company shall credit the total . 
cost of such off-site facilities as an offset to off-site hook-up fees due under this Tariff. Lf the 
total cost of the off-site facilities constructed by Applicant and conveyed to Company is less than 
the applicable off-site hook-up fees under this Tariff, Applicant shall pay the remaining amount 
of off-site hook-up fees owed hereunder: If the total cost of the off-site facilities contributed by 
Applicant and conveyed to Company is more than the applicable off-site hook-up fees under this 
Tariff, Applicant shall be refunded the difference upon acceptance of the off-site facilities by the 
Company. 

(E) Failure to Pay CharPes; Delinquent Payments: The Company will not be obligated to 
make an advance commitment to provide or to actually provide water service to any Applicant in 
the event that the Applicant has not paid in full all charges hereunder. Under no circumstances 
will the Company set a meter or otherwise allow service to be established if the entire amount of 
any payment due hereunder has not been paid. 

(F) Large Subdivision andor Development Proiects: In the event that the Applicant is 
engaged in the development of a residential subdivision andor development containing more 
than 150 lots, the Company may, in its discretion, agree to payment of off-site hook-up fees in 
installments. Such installments may be based on the residential subdivision and/or 
development’s phasing, and should attempt to equitably apportion the payment of charges 
hereunder based on the Applicant’s construction schedule and water service requirements. In the 
alternative, the Applicant shall post an irrevocable letter of credit in favor of the Company in a 
commercially reasonable form, which may be drawn by the Company consistent with the actual 
or planned construction and hook up schedule for the subdivision and/or development. 

(G) Off-Site Hook-Up Fees Non-refundable: The amounts collected by the Company as 
hook-up fees pursuant to the off-site hook-up fee tariff shall be non-refundable contributions in 
aid of construction. 

(€3) Use of Off-Site Hook-Uu Fees Received: All funds collected by the Company as off-site 
hook-up fees shall be deposited into a separate interest bearing bank account and used solely for 
the purposes of paying for the costs of installation of off-site facilities, including repayment of 
loans obtained for the installation of off-site facilities that will benefit the entire water system. 

(I) 

, . 

, 
I 

I 
I 

, 

Off-Site Hook-up Fee in Addition to On-site Facilities: The off-site hook-up fee shall be I 

in addition to any costs associated with the construction of on-site facilities under a Main 
Extension Agreement 

(J) Disposition of Excess Funds: After all necessary and desirable off-site facilities are 
constructed utilizing funds collected pursuant to the off-site hook-up fees, or if the off-site hook- 
up fee has been terminated by order of the Arizona Corporation Commission, any funds 
remaining in the bank account shall be refunded. The manner of the refund shall be determined 
by the Commission at the time a refiiud becomes necessary. 

Revised: 10-26-11 
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(K) Fire Flow Requirements: h the event the Applicant for service has fire flow requirements 
that require additional facilities beyond those facilities whose costs were included in the off-site 
hook-up fee, and which are contemplated to be constructed using the proceeds of the off-site 
hook-up Fee, the Company may require the Applicant to install such additional facilities as are 
required to meet those additional fire flow reqiirements, as a non-refundable contribution, in 
addition to the off-site hook-up fee. 

(L) Status Reporting Requirements to the Commission: The Company shall submit a calendar 
year Off-Site Hook-Up Fee status report each January 3 lS' to Docket Control for the prior twelve 
(12) month period, beginning January 31,20-, until the hook-up fee tariff is no longer in effect. 
This status report shall contain a list of all customers that have paid the hook-up fee tariff, the 
amount each has paid, the physical locationladdress of the property in respect of which such fee 
was paid, the amount of money spent from the account, the amount of interest earned on the 
funds within the tariff account, and a list of all facilities that have been installed with the tariff 
funds during the 12 month period. 

Revised: 10-26-1 1 
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Valencia Water Company - Town Division (W-01212A-12-0309) 
Global Water - Palo Verde Utilities Company (SW-20445A-12-0310) 

Water Utility of Northern Scottsdale (W-0372OA-12-0311) 
Water Utility of Greater Tonopah (W-0245OA-12-0312) 

Valencia Water Company - Greater Buckeye Division (W-0245lA-12-0313) 
Global Water - Santa Cruz Water Company (W-20446A-12-0314) 

Willow Valley Water Company (W-01732A-12-0315) 

RESPONSES TO STAFF’S EIGHTH SET OF DATA REQUESTS 
Dated February 28,2013 

Subject: All information responses should ONLY be provided in searchable PDF, DOC or EXCEL 
files via email or electronic media. 

STP 8.6 Referring to page 11 of the Ullmann Report. Provide a copy of ICFAs with parties simply 
noted as “various” dated 12-20-2007,2008-0061205. 

a. Why are the per dwelling unit Landowner Payments so much higher for this set of 
ICFAs ($5,00O)than most of the ICFA Landowner Payments? 

b. Provide a copy of all information provided to Ullmann to support the information 
shown for this line item (If this is voluminous, Staff is willing to review this 
information at the Global office.) 

RESPONSE: 

a. ICFAs are not cost-of-service, invoice-type, agreements wherein every element is 
priced. They are not contracts that can be broken out into discrete elements 
because the ICFA parties recognized that the issues addressed in ICFAs are and 
remain macro-issues. 

ICFAs exist in the Phoenix and Pinal AMAs. In the Phoenix portion, the ICFAs 
exist in the Lower Hassayampa Sub-basin, and in Pinal, the far-western portion of 
the county. 

Each of those areas has the following characteristics: 
o significant water challenges; 

= in Pinal County, the area had platted several times more homes 
than the entire-AMA’s renewable water budget could possibly 
support; and 
in the Phoenix AMA area, the ADWR had issued analyses of 
Assured Water Supply that allocated three times more water than 
existed in the Hassayampa Sub-basin. 

= 

o significant amounts of potentially developable land, if the water 
resource could be bolstered; 



. .. .. 

V’encia Water Compauy - Town Division (W-01212A-12-0309) 
Global Watex - PaIo Verde Utilities Company (SW-20445A-12-03 10) 

Water Utiiity of Northern Scottsdale (W-03720A-12-0311) 
Water Utility of Greater Tonopah (W-0245OA-12-0312) 

Valencia Water Company - Greater Buckeye Division (W-02451A-12-0313) 
Global Water - Santa Cruz Water Company (W-20446A-12-0314) 

Willow Valley Water Company (W-01732A-12-0315) 

RESPONSES TO STAEF’S EIGHTH SET OF DATA REQUESTS 
Dated February 28,2013 

Subject: AU information responses should ONLY be provided in searchable PDF, DOC! or EXCEL 
fdes via email or electronic media. 

. the only way to bolster the water resource was through regional 
scale water reclamation and reuse - which had to be emplaced in 
the face of growth, and which therefore would expose Global to 
carrying cost issues when and if the growth failed to develop as 
expected. 

0 The Southwest Plant issue in the City of Marimpa area 
bears out that carrying cost issue - $32 million of plant 
that the~ACC ordered built still sits idle, unused, and out 
of rate base, several years after construction. 

o utilities with significant operational issues that were limiting, and would 
continue to limit, the potential deveIopment planned and platted in the 
area; 
‘ the utilities had service areas, economic expectations, and thus 

were able to demand and receive market prices in excess of book 
value - creating acquisition premium issues in the Sonorad387 
acquisition and the West Maricopa Combine situation. 

In that context, neither party in the ICFA wanted to do a piece-by-piece valuation 
of every element (growth’s demands, the water scarcity, the acquisition premiums, 
etc.) The developers and Global understood the nexus between growth and water, 
and the need for regional water reuse performed by a strong utility. The developers 
and Global understood as well that the ICFAs themselves should not negatively 
& i t  the highly-competitive home development sector by imposing different 
pricing and/or by providing different timing for developers in the same region. 

The end result was we achieved consensus pricing for each development area - the 
affected developers in each area of each region debated the macro issues with 
Global and amongst each other and we wound up with consensus prices that 
ensured Global would have enough funding to deal with the acquisitions and the 
carrying costs of the regional infrastructure that would serve the developers’ 
interests in bringing growth to each area. 
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Valencia Water Company - Town Division (W-01212A-120309) 
Global Water - Palo Verde Utilities Company (SW-20445A-12-0310) 

Water Utility of Northern Scottsdale (W-0372OA-12-0311) 
Water Utility of Greater Tonopah (W-02450A-12-0312) 

Global Water - Santa Cruz Water Company (W-20446A-12-0314) 
Willow Valley Water Company (W-01732A-12-0315) 

bncia Water Company - Greater Buckeye Division (W-02451A-12-03 13) 

RESPONSES TO STAFF’S EIGHTH SET OF DATA REQUESTS 
Dated February 28,2013 

Subject: All information responses should ONLY be provided in searchable PDF, DOC or EXCEL 
files via email or electronic media. 

Separating the pieces of an ICFA and expecting each to “work” independently is 
akin to tahing apart a plane and expecting to see the fuselage, landing gear, and 
wings, each fly through the air. The ICFA, like an airplane, makes sense as a 
whole entity that does something rather difficult in and of itself. 

ICFAs balance competing developer interests, the pressures of water-scarce areas, 
the time value of money, and the long-run interests of the customers and the 
environment - and it consolidates troubled water companies without imposing 
acquisition costs on the customers. The results are borne out in our results (as 
shown in the testimony of Mr. Fleming on improved service quality and on 
operational costs; and Mi-. Walker on solving troubled situations.) 

Keeping in mind the above considerations, the Far West Valley (where this set of 
ICFAs covers) represented a different situation than that found in other areas served 
by Global. The areas in question were being served by utilities (West Maricopa 
Combine) with large service territories which could not support development and 
Global planned for advanced recycling solutions for the area. 

b. Ullman was provided with a copy of the ICFA dated 12-20-2007, recording number 
2008-0061205. For your reference, a copy of each ICFA through 2009 was 
provided to Staff on May 12,2009 in Dockets 09-0077 et al, as Bates Nos. GW(O9- 
RATE)000123 to GW(09-RATE)007740a A copy of the CD with these documents 
is provided in response to STF 8.66. 

RESPONDENT: 

STF DR 8.6.a: Paul Walker, Insight Consulting 

STF DR 8.6.b: Ron Fleming, President, Regulated Utilities Division 
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Valencia Water Company - Town Division (W-01212A-12-0309) 
Global Water - Palo Verd$ Utilities Company (SW-20445A-12-0310) 

Water Utility of Northern Scottsdale (W-03720A-12-0311) 
Water Utility of Greater Tonopah (W-0245OA-12-0312) 

Valencia Water Company - Greater Buckeye Division (W-02451A-12-03 13) 
Global Water - Santa Cruz Water Company (W-20446A-12-0314) 

Willow Valley Water Company (W-01732A-12-0315) 

RESPONSES TO STAFF’S EIGHTH SET OF DATA REQUESTS 
Dated February 28,2013 

Subject: AII information responses should ONLY be provided in searchable PDF, DOC or EXCEL 
files via email or electronic media. 

STF 8.10 Please refer to Attachment A to this series of data requests (which was taken from the 
ICFA dated December 30, 2006 entered into between Global and CHI Construction 
Company), and explain how the Coordinator and Developer ultimately deterniined that a 
$3,600 per equivalent dwelling unit Landowner Payment was reasonable? 

RESPONSE: 

TCFAs were never intended to be a cost of service, or invoice-type, contract. The parties to the contracts 
were and are sophisticated parties with significant backgrounds in real estate development; utility 
operations and planning; and capital financing. Each side in the ICFA was aware of the need for water 
resources in water-scarce regions - the developer(s) wanted to ensure the opportunity for development in 
a fair, unbiased way; Global wanted to ensure it retained maximum flexibility to emplace regional-scale 
hfhstructure that would provide long-term water supplies at the lowest operational cost. 

Global wanted to ensure that it alone was able to plan and coordinate utility services across these regions. 
The results are shown in the water savings in Maricopa (3 billion gallons saved in 8 years - enough to 
provide the city with nearly two years of water); and the operational costs in Maricopa versus the 
formerly-West Maricopa Combine ( W C )  utilities (as evidenced in Mr. Fleming’s testimony, ow ICFA 
utilities have the lowest operational costs in not just the Global family of companies, but against our 
Arizona peers). 

Global and the developers also recognized that to achieve each side’s goals (growth and equality of 
service for the developers; regional planning and control for Global) there would need to be acquisitions 
from time to time. The Sonorad387 entities and WMC were necessary prerequisites toward each ICFA 
party’s goals. 

See also the response to STF 8.6.a. 

RESPONDENT: Paul Walker, Insight Consulting 
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Valencia Water Company - Town Division (W-01212A-12-0309) 
Global Water - Palo Verde Utilities Company (SW-20445A-12-0310) 

Water Umty of Northern Scottsdale (W-0372OA-12-0311) 
Water Utility of Greater Tonopah (W-0245OA-12-0312) 

Valencia Water Company - Greater Buckeye Division (W-02451A-12-0313) 
Global Water - Santa Cruz Water Company (W-20446A-12-0314) 

Willow Valley Water Company (W-01732A-12-0315) 

RESPONSES TO STAFF’S EIGHTH SET OF DATA REQUESTS 
Dated February 28,2013 

Subject: AU information responses should ONLY be provided in searchable PDF, DOC or EXCEL 
fdes via email or electronic media. 
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Valencia Water Company - Town Division (W-01212A-12-0309) 
Global Water - Palo Verde Utilities Company (SW-20445A-12-0310) 

Water Utility of Northern Scottsdale (W-0372OA-12-0311) 
Water Ufility of Greater Tonopah (W-0245OA-12-0312) 

- Valencia- Water Company - Greater Buckeye Division (w-0245LA-12-03 13) 
Global Water - Santa Cruz Water Company (W-20446A-12-0314) 

Willow Valley Water Company (W-01732A-12-0315) 

RESPONSES, TO STAIFF’S EIGHTH SET OF DATA REQUESTS 
Dated February 28,2013 

Subject: All information responses should ONLY be provided in searchable PDF, DOC or EXCEL 
files via email or electronic media. 

STF 8.11 How much of this $3,600 per equivalent dwelling unit fee is attributable to each of the 
following Coordinator provided services: 

a. 

b. 

C. 

d. 

e. 

f. 

Acquisitions 

carrying costs 

Facilitation, arranging, and Coordinating various services 

Providing “will serve’’ letters 

A provision for income taxes 

Other (please also list any other services for which Coordinator is being 
Compensated out of this $3,600) 

RESPONSE: 

The Company does not break down the pricing within the ICFA. 

RESPONDENT: Ron Fleming, President Regulated Utilities Division 



Valencia Water Company - Town Division (W-01212A-120309) 
Global Water - Palo Verde Utilities Company (SW-20445A-12-0310) 

Water Utility of Northern Scottsdde (W-0372OA-12-0311) 
Water Utility of Greater Tonopah (W-0245OA-12-0312) 

Valencia Water Company - Greater Buckeye Division (W-02451A-12-0313) 
Global Water - Santa Cruz Water Company (W-20446A-12-0314) 

Willow Valley Water Company (W-01732A-12-0315) 

RESPONSES TO STMP’S EIGHTH SET OF DATA REQUESTS 
Dated February 28,2013 

Subject: All information responses should ONLY be provided in searchable PDF, DOC or EXCEL 
files via email or electronic media. 

STF 8.12 Provide a copy of all documents and workpapers used, or relied upon, by Global and CHI 
Construction to quantify this $3,600 Landowner Payment. For example, in quantifying the 
level of expected carrying casts, Staff would expect to receive a worksheet showing the 
anticipated infr-astsucture investments, the timing of those investments, and the annual and 
cumulative carrying cost attributable to the underlying infkastructure investments. 

RESPONSE: 

Please see the response to STF 8.6.a and 8.10. 

RESPONDENT: Paul WaIker, Insight Consulting 

! 
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INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q- 
A. 

Q. 
A. 

Q* 
A. 

Q. 
A. 

Please state your name and business address. 

My name is Jian W. Liu. My business address is 1200 West Washington Street, Phoenix, 

Arizona 85007. 

By whom and in what position are you employed? 

I am employed by the Arizona Corporation Commission (“Commission” or “ACC”) as a 

Utilities Engineer - WatedWastewater in the Utilities Division. 

How long have you been employed by the Commission? 

I have been employed by the Commission since October 2005. 

What are your responsibilities as a Utilities Engineer - WaterNastewater? 

My main responsibilities are to inspect, investigate and evaluate water and wastewater 

systems. This includes obtaining data, preparing reconstruction cost new and/or original 

cost studies, investigative reports, interpreting rules and regulations, and to suggest 

corrective action and provide technical recommendations on water and wastewater system 

deficiencies. I also provide written and oral testimony in rate cases and other cases before 

the Commission. 

How many companies have you analyzed for the Utilities Division? 

I have analyzed more than 40 companies fulfilling these various responsibilities for 

Utilities Division Staff (“Staff’). 

Have you previously testified before this Commission? 

Yes, I have testified on numerous occasions before this Commission. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

What is your educational background? 

I am a Ph.D. Candidate in Geotechnical Engineering from Arizona State University 

(“ASU”). I have a Master of Science Degree in Natural Science from ASU and a Master 

of Science Degree in Civil Engineering from Institute of Rock & Soil Mechanics 

(“IRSM’), Academy of Sciences, China. 

Briefly describe your pertinent work experience. 

From 1982 to 2000, I was employed by IRSM, SCS Engineers, and URS Corporation as a 

Civil and Environmental Engineer. In 2000, I joined the Arizona Department of 

Environmental Quality (“ADEQ”). My responsibilities with ADEQ included review and 

approval of water distribution systems, sewer distribution systems, and on-site wastewater 

treatment facilities. I remained with ADEQ until transferring to the Commission in 

October 2005. 

Please state your professional membership, registrations, and licenses. 

I am a licensed professional civil engineer in the State of Arizona. 

PURPOSE OF TESTIMONY 

Q. 
A. 

What was your assignment in this rate proceeding? 

My assignment was to provide Staffs engineering evaluation of the subject rate 

proceeding. I reviewed Global Water’s application and responses to data requests, and I 

inspected the water and wastewater systems. This testimony and its attachments present 

Staffs engineering evaluation. The findings of my engineering evaluation are contained 

in the Engineering Reports that I have prepared for this proceeding. The reports are 

included as Exhibits JWL-1 through JWL-7 in this pre-filed testimony. 
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Q. 

A. 

Q- 
A. 

Q. 

A. 

Q. 

A. 

Did Global Water propose a Distribution System Improvement Charge (“DSIC”) for 

Willow Valley, Santa Cruz, Valencia Town and Greater Buckeye Divisions, and 

Greater Tonopah, and a Collection System Improvement Charge (“CSIC”) for Palo 

Verde in this proceeding? 

Yes. 

Has Staff recommended approval of a DSIC or CSIC in other docket? 

No, but Staff has recommended approval of a SIB Mechanism. 

Did Global Water provide the associated supporting documentation for engineering 

Staff to review to determine if approval of a SIB would be appropriate in this case? 

No. Therefore, Staff recommends that a SIB not be approved. 

Does Staff recommend that hook-up fee tariffs be approved for all of Global Water’s 

ACC-regulated water and wastewater operations in this proceeding? 

Yes. The standard hook-up fee tariffs Staff is recommending are included in my 

testimony as Attachments A and B. The actual fees are based on meter size with 5/8”x 

3/4” meter being at $2,000. Larger meters use the meter multiplier to determine their 

price. 

ENGINEERING REPORTS 

Q. 

A. The Reports are divided into three general sections: 1) Executive Summary; 2) 

Please describe the information contained in your Engineering Reports. 

Engineering Report Discussion, and 3) Engineering Report Exhibits. The Discussion 

section for Water System can be further divided into ten subsections: A) Location of 

Company; B) Description of the Water System; C) Maricopa County Environmental 
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Services Department (“MCESD”) Compliance or ADEQ Compliance; D) ACC 

Compliance; E) Arizona Department Of Water Resources (“ADWR’) compliance; F) 

Water Testing Expenses, G) Water Usage, H) Growth; I) Depreciation Rates; and J) Other 

Issues. The Discussion section for Wastewater System is divided into eight subsections: 

A) Location of Company; B) Description of the Wastewater System; C) Wastewater Flow; 

D) Growth; E) ADEQ Compliance; F) ACC Compliance; G) Depreciation Rates; and H) 

Other Issues. 

RECOMMENDATIONS AND CONCLUSIONS 

Q. What are Staffs conclusions and recommendations regarding the Company’s 

operations? 

Staffs conclusions and recommendations regarding the Company’s operations are listed 

below. 

A. 

Valencia Water Company - Town Division (“Valencia-Town”) 

CONCLUSIONS: 

1. ADEQ or its formally delegated agent, the Maricopa County Environmental Services 
Department (“MCESD”), reported that the Valencia-Town drinking water- system (Public 
Water System (“PWS”) 07-078) is currently delivering water that meets water quality 
standards required by 40 C.F.R. 141 (Title 40 Code of Federal Regulations Part 141 
National Primary Drinking Water Regulations) and Arizona Administrative Code, Title 
18, Chapter 4. 

2. Valencia-Town is located in the Phoenix Active Management Area (“AMA”) and is 
subject to its AMA reporting and conservation requirements. Staff received an ADWR 
compliance status report dated March 13, 2013. ADWR reported that Valencia-Town is 
currently in compliance with departmental requirements goveming water providers andor 
community water systems. 

3. Staff concludes that the Valencia-Town drinking water system has adequate production 
capacity and storage capacity to serve the existing customer base and reasonable growth. 

4. Valencia-Town has an approved Curtailment Plan Tariff on file with the Commission. 
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5.  Valencia-Town has a Backflow Prevention Tariff on file with the Commission. 

6. Valencia-Town has ten approved Best Management Practice tariffs on file with the 
Commission. 

7. A check with the Utilities Division Compliance Section showed no delinquent compliance 
items for Valencia-Town. 

8. Valencia-Town submitted five post-test year plant additions for inclusion in rate base. 
Only post-test year plant additions 3) and 4) were in service during my inspection on April 
11,2013. (See Exhibit JWL-1) 

RECOMMENDATIONS: 

1. 

2. 

3. 

4. 

In the prior rate case, Valencia-Town adopted Staffs typical and customary water 
depreciation rates. These rates are presented in Table B of the report and it is 
recommended that the Valencia-Town continue to use these depreciation rates by 
individual National Association of Regulatory Utility Commissioners (“NARUC”) 
category. 

Staff recommends the annual water testing expense of $14,571 reported by the Valencia- 
Town be used for purposes of this application. 

Valencia-Town has not requested any changes in its service line and meter installation 
charges that were approved in its last rate application. Therefore, Staff recommends 
continued use of the Company’s current meter and service line installation charges. 

Staff recommends that within 90 days of a Decision in this matter Valencia-Town file 
with Docket Control, as a compliance item in this docket, a detailed plan demonstrating 
how Valencia-Town will reduce its water loss to less than 10 percent. If the Valencia- 
Town finds that reduction of water loss to less than 10 percent is not cost-effective, 
Valencia-Town should submit, within 90 days of a Decision in this matter, a detailed cost 
analysis and explanation demonstrating why water loss reduction to less than 10 percent is 
not cost-effective. 

Water Utility of Northern Scottsdale (“WUNS’,) 

CONCLUSIONS: 

1. ADEQ or its formally delegated agent, MCESD, reported that the WUNS drinking water 
system PWS Number 07-179 is currently delivering water that meets water quality 
standards required by 40 C.F.R. 141 (Title 40 Code of Federal Regulations Part 141 
National Primary Drinking Water Regulations) and Arizona Administrative Code, Title 
18, Chapter 4. 
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2. WUNS is located in the Phoenix AMA and is subject to its AMA reporting and 
conservation requirements. Staff received an ADWR compliance status report dated 
March 13, 2013. ADWR reported that WUNS is currently in compliance with 
departmental requirements governing water providers and/or community water systems. 

3. Staff concludes that the WUNS drinking water system has adequate production capacity 
and storage capacity to serve the existing customer base and reasonable growth. 

4. WUNS has an approved Curtailment Plan Tariff on file with the Commission. 

5. WUNS has a Backflow Prevention Tariff on file with the Commission. 

6. A check with the Utilities Division Compliance Section showed no delinquent compliance 
items for WUNS. 

RECOMMENDATIONS: 

1. 

2. 

3. 

4. 

5 .  

In the prior rate case, WUNS adopted Staff's typical and customary water depreciation 
rates. These rates are presented in Table B and it is recommended that the WUNS 
continue to use these depreciation rates by individual NARUC. 

Staff recommends the annual water testing expense of $728 reported by the WUNS be 
used for purposes of this application. 

WUNS has not requested any changes in its service line and meter installation charges that 
were approved in its last rate application. Therefore, Staff recommends continued use of 
the WUNS's current meter and service line installation charges. 

Staff recommends that WUNS monitor its water system and submit the gallons pumped 
and sold to determine the non-account water for one full year. WUNS should coordinate 
when it reads the well meters each month with customer billing so that an accurate 
accounting is determined. The results of this monitoring and reporting shall be docketed 
as a compliance item in this case within 13 months of the effective date of the order issued 
in this proceeding. If the reported water loss is greater than 10 percent WUNS shall 
prepare a report containing a detailed analysis and plan to reduce water loss to 10 percent 
or less. If WUNS believes it is not cost effective to reduce the water loss to less than 10 
percent, it should submit a detailed cost benefit analysis to support its opinion. In no case 
shall the Company allow water loss to be greater than 15 percent. The water loss 
reduction report or the detailed analysis, whichever is submitted, shall be docketed as a 
compliance item within 13 months of the effective date of the order issued in this 
proceeding. 

Staff recommends that WUNS adopt the three BMPs approved in Decision No. 73268 for 
the other Global Companies with customer counts less than 5000. Staff further 
recommends that the WUNS shall notify its customers, in a form acceptable to Staff, of 
the BMP tariffs authorized in this proceeding and their effective date by means of either 
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an insert in the next regularly scheduled billing or by a separate mailing and shall provide 
copies of the BMP tariffs to any customer, upon request. 

Water Utility of Greater Tonopah, Iiic. (‘WUGT9Y 

CONCLUSIONS: 

1. 

2. 

3.  

4. 

5. 

6. 

7. 

ADEQ or its formally delegated agent, the MCESD, reported that the WUGT drinking 
water systems are currently dclivering water that meets water quality standards rcquired 
by 40 C.F.R. 141 (Title 40 Code of Federal Regulations Part 141 National Primary 
Drinking Water Regulations) and Arizona Administrative Code, Title 18, Chapter 4. 

WUGT is located in the Phoenix AMA and is subject to its AMA reporting and 
conservation requirements. Staff received an ADWR compliance status report dated 
March 13, 2013. ADWR reported that WUGT is currently in compliance with 
departmental requirements governing water providers andor community water systems. 

A check with the ACC Utilities Division Compliance Section showed no delinquent 
compliance items for WUGT. 

WUGT has approved Curtailment Plan and Backflow Prevention Tariffs on file with the 
Commission. 

ACC Utilities Division Staff (“Staff”) concludes that the WUGT has adequate production 
capacity and storage capacity to serve the existing customer .base and reasonable growth. 

WUGT has three approved Best Management Practice (“BMP”) tariffs on file with the 
Commission. 

Staff has inspected and verified completion of the three post-test year plant additions. 
These three post-test year plant additions were in-service during Staffs inspection on 
April 11,2013. (See Exhibit JWL-3) 

RECOMMENDATIONS: 

1. Staff recommends that WUGT file each May a report covering the previous calendar year 
(with the first report due in May 2014 to cover the year of 2013) that contains all work 
activities undertaken in accordance with Decision No. 71 878 regarding the WUGT’s plan 
for reducing water loss below 10 percent. Staff further recommends that the written report 
continue until the water loss for all WUGT watcr systems is 10 percent or less for one full 
calendar year. 

2. Staff recommends the annual water testing expense of $5,108 reported by WUGT be used 
for purposes of this application. 
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3 .  In the prior rate case, WUGT adopted Staffs typical and customary water depreciation 
rates. These rates are presented in Table B and it is recommended that the WUGT 
continue to use these depreciation rates by individual NARUC category. 

4. WUGT has not requested any changes in its service line and meter installation charges 
that were approved in its last rate application. Therefore, Staff recommends continued use 
of WUGT’s current meter and service line installation charges. 

Valencia Water Company - Greater Buckeye Division (“Valencia Greater Buckeye”) 

CONCLUSIONS: 

1. 

2. 

3. 

4. 

5. 

6 .  

ADEQ or its formally delegated agent, the MCESD, reported that the Valencia Greater 
Buckeye drinking water systems are currently delivering water that meets water quality 
standards required by 40 C.F.R. 141 (Title 40 Code of Federal Regulations Part 141 
National Primary Drinking Water Regulations) and Arizona Administrative Code, Title 
18, Chapter 4. 

Valencia Greater Buckeye is located in the Phoenix AMA and is subject to its AMA 
reporting and conservation requirements. Staff received an ADWR compliance status 
report dated March 13,20 13. ADWR reported that Valencia Greater Buckeye is currently 
in compliance with departmental requirements governing water providers and/or 
community water systems. 

A check with the Utilities Division Compliance Section showed no delinquent compliance 
items for Valencia Greater Buckeye. 

Valencia Greater Buckeye has approved Curtailment Plan and Backflow Prevention 
Tariffs on file with the Commission. 

Staff concludes that Valencia Greater Buckeye has adequate production capacity and 
storage capacity to serve the existing customer base and reasonable growth. 

Valencia Greater Buckeye has three approved Best Management Practice (“BMP”) tariffs 
on file with the Commission. 

RECOMMENDATIONS: 

1. In the prior rate case, Valencia Greater Buckeye adopted Staffs typical and customary 
water depreciation rates. These rates are presented in Table B and it is recommended that 
the Valencia Greater Buckeye continue to use these depreciation rates by individual 
NARUC category. 

2. Staff recommends the annual water testing expense of $3,252 reported by the Valencia 
Greater Buckeye be used for purposes of this application. 
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3. Staff recommends that Valencia Greater Buckeye file each May a report covering the 
previous year (Start in May 2014 to cover the year of 2013) that contains all work 
activities undertaken in accordance with Decision No. 71878 regarding the plan for 
reducing water loss to below 10 percent. The written report should continue until Staff 
receives a report that the water loss for all Valencia Greater Buckeye water systems is 10 
percent or less for one full year (1 2 months). 

4. Valencia Greater Buckeye reports that the BulferPrimrose water system PWS 07-1 14 sold 
more water than it  pumped in test year 201 1. The quantity of water sold cannot exceed 
the quantity of water pumped for the same period of time which suggests that the water 
use data reported is invalid. Staff recommends that the Valencia Greater Buckeye monitor 
the Bulfer/Primrose water system and submit the gallons pumped and sold to determine 
the non-account water for one full year. The Valencia Greater Buckeye should coordinate 
when it reads the well meters each month with customer billing so that an accurate 
accounting is determined. 

5. Valencia Greater Buckeye has not requested any changes in its service line and meter 
installation charges that were approved in its last rate application. Therefore, Staff 
recommends continued use of the Valencia Greater Buckeye’s current meter and service 
line installation charges. 

Santa Cruz Water Company (Tan ta Cruz’y 

CONCLUSIONS: 

1. ADEQ regulates the Santa Cruz Water System under ADEQ PWS 11-131. ADEQ 
reported that Santa Cruz is currently delivering water that meets water quality standards 
required by 40 C.F.R. 141 (Title 40 Code of Federal Regulations Part 141 National 
Primary Drinking Water Regulations) and Arizona Administrative Code, Title 18, Chapter 
4. 

2. Santa Cruz is located in the Pinal AMA and is subject to its AMA reporting and 
conservation requirements. Staff received an ADWR compliance status report dated 
March 13, 2013. ADWR reported that Santa Cruz is currently in compliance with 
departmental requirements governing water providers and/or community water systems. 

3. Staff concludes that Santa Cruz has adequate production capacity and storage capacity to 
serve the existing customer base and reasonable growth. 

4. A check with the Utilities Division Compliance Section showed no delinquent compliance 
items for Santa Cruz. 

5. Staff has inspected and verified completion of the post-test year plant additions. These two 
post-test year plant additions were in-service during Staff inspection on April 19,20 13. 
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6. Santa Cruz has approved Curtailment Plan and Backflow Prevention Tariffs on file with 
the Commission. (See Exhibit JWL-5) 

7. Santa Cruz has ten approved Best Management Practice tariffs on file with the 
Commission. 

RECOMMENDATIONS: 

1. In the prior rate case, Santa Cruz adopted Staffs typical and customary water depreciation 
rates. These rates are presented in Table B and it is recommended that the Santa Cruz 
continue to use these depreciation rates by individual NARUC category. 

2. Staff recommends the annual water testing expense of $32,871 reported by the Santa Cruz 
be used for purposes of this application. 

3. Santa Cruz has not requested any changes in its service line and meter installation charges 
that were approved in its last rate application. Therefore, Staff recommends continued use 
of the Santa Cruz’s current meter and service line installation charges. 

4. Staff recommends that within 90 days of a Decision in this matter Santa Cruz file with 
Docket Control, as a compliance item in this docket, a detailed plan demonstrating how 
the Santa Cruz will reduce its water loss to less than 10 percent. If Santa Cruz finds that 
reduction of water loss to less than 10 percent is not cost-effective, the Company should 
submit, within 90 days of a Decision in this matter, a detailed cost analysis and 
explanation demonstrating why water loss reduction to less than 10 percent is not cost- 
effective. 

Willow Valley Water (“Willow Valley”) 

CONCLUSIONS: 

1 .  ADEQ reported that the Willow Valley drinking water systems are currently delivering 
water that meets water quality standards required by 40 C.F.R. 141 (Title 40 Code of 
Federal Regulations Part 141 National Primary Drinking Water Regulations) and Arizona 
Administrative Code, Title 18, Chapter 4. 

2. Willow Valley is not located in any AMA and is not subject to any AMA reporting and 
conservation requirements. AD WR reported that Willow Valley is currently in compliance 
with departmental requirements governing water providers and/or community water 
systems. 

3. A check with the Utilities Division Compliance Section showed no delinquent compliance 
items for Willow Valley. 
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4. Willow Valley has approved Curtailment Plan and Backflow Prevention Tariffs on file 
with the Commission. 

5. Willow Valley also has three approved Best Management Practice (“BMP”) tariffs on file 
with the Commission. 

6. Staff concludes that Willow Valley has adequate production capacity and storage capacity 
to serve the existing customer base and reasonable growth. 

7. Staff inspected the plant facilities on April 16, 201 3. The post-test year plant addition was 
not in-service during Staffs inspection. According to Willow Valley project has been 
delayed and will not be completed until late 2013. (See Exhibit JWL-6) 

RECOMMENDATIONS: 

1. 

2. 

3. 

4. 

In the prior rate case, Willow Valley adopted Staffs typical and customary water 
depreciation rates. These rates are presented in Table B and it is recommended that the 
Willow Valley continue to use these depreciation rates by individual NARUC category. 

Staff recommends the annual water testing expense of $15,708 be used for purposes of 
this application. 

Staff recommends that Willow Valley file each May a report covering the previous 
calendar year (with the first report due in May 2014 to cover the year of 2013) that 
contains all work activities undertaken in accordance with Decision No. 71878 regarding 
the Willow Valley’s plan for reducing water loss below 10 percent. Staff hrther 
recommends that the written report continue until the water loss for all Willow Valley 
water systems is 10 percent or less for one full calendar year. 

Willow Valley has not requested any changes in its service line and meter installation 
charges that were approved in its last rate application. Therefore, Staff recommends 
continued use of the Willow Valley’s current meter and service line installation charges. 
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Paio Verde Utiiities Company (“Palo Verde ’9 

CONCLUSIONS: 

1. ADEQ regulates Palo Verde under Permit No. 49076. Per an April 16,2013, Compliance 
Status Report issued by ADEQ, during the period of January lst, 2012 through December 
3 1 st, 20 12, there were more than 200 times when daily exceedance for turbidity occurred, 
other violations were also reported by ADEQ. 

2. A check with the Utilities Division Compliance Section showed no delinquent compliance 
items for Palo Verde. 

3 .  All of the post-test year plant additions except West Lagoon Clean Closure were in- 
service during Staff’s inspection. (See Exhibit JWL-7) 

4. Staff concludes that Palo Verde has adequate treatment capacity to serve the existing 
customer base and reasonable growth. 

RECOMMENDATIONS: 

1. 

2. 

3. 

Q. 
A. 

In the prior rate case, Palo Verde adopted StafT‘s typical and customary depreciation rates. 
These rates are presented in Table G-1 and it is recommended that the Palo Verde 
continue to use these depreciation rates by individual NARUC category. 

Staff recommends the annual testing expense of $40,577 reported by Palo Verde be used 
for purposes of this application. 

Staff recommends that any increase in rates and charges approved in this proceeding not 
become effective until the first day of the month following Palo Verde’s filing of an 
updated ADEQ Compliance Status Report indicating that Palo Verde is in compliance 
with ADEQ requirements. 

Does this conclude your Direct Testimony? 

Yes, it does. 
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TARIFF SCHEDULE 

UTILITY: Global Water DECISION NO. 
DOCKET NO.: W-O1212A-12-0309 et a1 EFFECTIVE DATE: 

OFF-SITE HOOK-UP FEE (WATER) 

I. Purpose and Applicability 

The purpose of the off-site hook-up fees payable to (“the Company”) pursuant to this 
tariff is to equitably apportion the costs of constructing additional off-site facilities necessary to 
provide water production, delivery, storage and pressure among all new service connections. 
These charges are applicable to all new service connections established after the effective date of 
this tariff undertaken via Main Extension Agreements or requests for service not requiring a 
Main Extension Agreement. The charges are one-time charges and are payable as a condition to 
Company’s establishment of service, as more particularly provided below. 

11. Definitions 

Unless the context otherwise requires, the definitions set forth in R-14-2-401 of the Arizona 
Corporation Commission’s (“Commission”) rules and regulations governing water utilities shall 
apply in interpreting this tariff schedule. 

“Applicant” means any party entering into an agreement with Company for the installation of 
water facilities to serve new service connections, and may include Developers and/or Builders of 
new residential subdivisions and/or commercial and industrial properties. 

“Company” means 

“Main Extension Agreement” means any agreement whereby an Applicant agrees to advance the 
costs of the installation of water facilities necessary to the Company to serve new service 
connections within a development, or installs such water facilities necessary to serve new service 
connections and transfer ownership of such water facilities to the Company, which agreement 
shall require the approval of the Commission pursuant to A.A.C. R-14-2-406, and shall have the 
same meaning as “Water Facilities Agreement” or “Line Extension Agreement.” 

“Off-site Facilities” means wells, storage tanks and related appurtenances necessary for proper 
operation, including engineering and design costs. Offsite facilities may also include booster 
pumps, pressure tanks, transmission mains and related appurtenances necessary for proper 
operation if these facilities are not for the exclusive use of the applicant and will benefit the 
entire water system. 

“Service Connection” means and includes all service connections for single-family residential, 
commercial, industrial or other uses, regardless of meter size. 
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Meter Size 
518” x 314 ‘‘ 

111. Off-Site Water Hook-uD Fee 

Total Fee- 
7 

Size Factor 
1 $2A-m 

For each new service connection, the Company shall collect an off-site hook-up fee derived from 
the following table: 

3/4” 

OFF-SITE HOOK-UP FEE TABLE 

1.5 $3,000 

1 

1-112 “ 
2” 

5 $10,000 
8 $16.000 

3” 
4” 

I 1 ’, I 2.5 I $5-000 I 

16 $32,000 
25 $50,000 

IV. Terms and Conditions 

(A) The off-site hook-up fee may be 
assessed only once per parcel, service connection, or lot within a subdivision (similar to meter 
and service line installation charge). 

Assessment of One Time Off-Site Hook-up Fee: 

(B) 
items of off-site facilities or for repayment of loans obtained to fund the cost of installation of 
off-site facilities. Off-site hook-up fees shall not be used to cover repairs, maintenance, or 
operational costs. 

Use of Off-Site Hook-up Fee: Off-site hook-up fees may only be used to pay for capital 

(C) Time of Payment: 

1 )  For those requiring a Main Extension Agreement: In the event that the Applicant is 
required to enter into a Main Extension Agreement, whereby the Applicant agrees to 
advance the costs of installing mains, valves, fittings, hydrants and other on-site 
improvements or construct such improvements in order to extend service in accordance 
with R-14-2-406(B), payment of the hook-up fees required hereunder shall be made by 
the Applicant no later than 15 calendar days after receipt of notification from the 
Company that the Utilities Division of the Arizona Corporation Commission has 
approved the Main Extension Agreement in accordance with R- 14-2-406(M). 

2) For those connecting to an existing main: In the event that the Applicant is not required to 
enter into a Main Extension Agreement, the hook-up fee charges hereunder shall be due 
and payable at the time the meter and service line installation fee is due and payable. 
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(D) Off-Site Facilities Construction By Developer: Company and Applicant may agree to 
construction of off-site facilities necessary to serve a particular development by Applicant, which 
facilities are then conveyed to Company. In that event, Company shall credit the total cost of 
such off-site facilities as an offset to off-site hook-up fees due under this Tariff. If the total cost 
of the off-site facilities constructed by Applicant and conveyed to Company is less than the 
applicable off-site hook-up fees under this Tariff, Applicant shall pay the remaining amount of 
off-site hook-up fees owed hereunder. If the total cost of the off-site facilities contributed by 
Applicant and conveyed to Company is more than the applicable off-site hook-up fees under this 
Tariff, Applicant shall be refunded the difference upon acceptance of the off-site facilities by the 
Company. 

(E) Failure to Pay Charges; Delinquent Payments: The Company will not be obligated to 
make an advance commitment to provide or to actually provide water service to any Applicant in 
the event that the Applicant has not paid in full all charges hereunder. Under no circumstances 
will the Company set a meter or otherwise allow service to be established if the entire amount of 
any payment due hereunder has not been paid. 

(F) In the event that the Applicant is 
engaged in the development of a residential subdivision and/or development containing more 
than 150 lots, the Company may, in its discretion, agree to payment of off-site hook-up fees in 
installments. Such installments may be based on the residential subdivision and/or 
development’s phasing, and should attempt to equitably apportion the payment of charges 
hereunder based on the Applicant’s construction schedule and water service requirements. In the 
alternative, the Applicant shall post an irrevocable letter of credit in favor of the Company in a 
commercially reasonable form, which may be drawn by the Company consistent with the actual 
or planned construction and hook up schedule for the subdivision and/or development. 

Large Subdivision and/or Development Proiects: 

(G) Off-Site Hook-Up Fees Non-refundable: The amounts collected by the Company as hook- 
up fees pursuant to the off-site hook-up fee tariff shall be non-refundable contributions in aid of 
construction. 

(H) Use of Off-Site Hook-Up Fees Received: All funds collected by the Company as off-site 
hook-up fees shall be deposited into a separate interest bearing bank account and used solely for 
the purposes of paying for the costs of installation of off-site facilities, including repayment of 
loans obtained for the installation of off-site facilities that will benefit the entire water system. 

(I) Off-Site Hook-up Fee in Addition to On-site Facilities: The off-site hook-up fee shall be 
in addition to any costs associated with the construction of on-site facilities under a Main 
Extension Agreement. 

(J) Disposition of Excess Funds: After all necessary and desirable off-site facilities are 
constructed utilizing funds collected pursuant to the off-site hook-up fees, or if the off-site hook- 
up fee has been terminated by order of the Arizona Corporation Commission, any funds 
remaining in the bank account shall be refimded. The manner of the refund shall be determined 
by the Commission at the time a refund becomes necessary. 
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(K) Fire Flow Requirements: In the event the Applicant for service has fire flow requirements 
that require additional facilities beyond those facilities whose costs were included in the off-site 
hook-up fee, and which are contemplated to be constructed using the proceeds of the off-site 
hook-up Fee, the Company may require the Applicant to install such additional facilities as are 
required to meet those additional fire flow requirements, as a non-refundable contribution, in 
addition to the off-site hook-up fee. 

(L) Status Reporting Requirements to the Commission: The Company shall submit a calendar 
year Off-Site Hook-Up Fee status report each January 3 lSt to Docket Control for the prior twelve 
(1 2) month period, beginning January 3 1 , 20 15, until the hook-up fee tariff is no longer in effect. 
This status report shall contain a list of all customers that have paid the hook-up fee tariff, the 
amount each has paid, the physical locatiodaddress of the property in respect of which such fee 
was paid, the amount of money spent from the account, the amount of interest earned on the 
funds within the tariff account, and a list of all facilities that have been installed with the tariff 
funds during the 12 month period. 
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TARIFF SCHEDULE 

UTILITY: Global Water DECISION NO. 
DOCKET NO.: W-O1212A-12-0309 et al EFFECTIVE DATE: 

OFF-SITE FACILITIES HOOK-UP FEE (WASTEWATER) 

I. Purpose and Applicability 

The purpose of the off-site facilities hook-up fees payable to (“the Company”) pursuant 
to this tariff is to equitably apportion the costs of constructing additional off-site facilities 
necessary to provide wastewater treatment plant facilities among all new service laterals. These 
charges are applicable to all new service laterals established after the effective date of this tariff 
undertaken via Collection Main Extension Agreements or requests for service not requiring a 
Collection Main Extension Agreement. The charges are one-time charges and are payable as a 
condition to Company’s establishment of service, as more particularly provided below. 

11. Definitions 

Unless the context otherwise requires, the definitions set forth in R-14-2-601 of the Arizona 
Corporation Commission’s (“Commission”) rules and regulations governing sewer utilities shall 
apply in interpreting this tariff schedule. 

“Applicant” means any party entering into an agreement with Company for the installation of 
wastewater facilities to serve new service laterals, and may include Developers andor Builders 
of new residential subdivisions andor commercial and industrial properties. 

“Company” means 

“Collection Main Extension Agreement” means any agreement whereby an Applicant agrees to 
advance the costs of the installation of wastewater facilities necessary to the Company to serve 
new service laterals within a development, or installs such wastewater facilities necessary to 
serve new service laterals and transfer ownership of such wastewater facilities to the Company, 
which agreement does not require the approval of the Commission pursuant to A.A.C. R-14-2- 
606, and shall have the same meaning as “Wastewater Facilities Agreement”. 

“Off-site Facilities” means the wastewater treatment plant, sludge disposal facilities, effluent 
disposal facilities and related appurtenances necessary for proper operation, including 
engineering and design costs. Offsite facilities may also include lift stations, transportation 
mains and related appurtenances necessary for proper operation if these facilities are not for the 
exclusive use of the Applicant and benefit the entire wastewater system. 

“Service Lateral” means and includes all service laterals for single-family residential, 
commercial, industrial or other uses. 
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_. 

4-inch 1 

111. Off-Site Facilities Hook-up Fee 

$2,000 
$4.500 

For each new service lateral, the Company shall collect an off-site facilities hook-up fee as listed 
in the following table: 

6-inch 
8-inch 
10-inch 

OFF-SITE WASTEWATER HOOK-UP FEE TARIFF TABLE I 
2.25 I 

6.25 $12.500 
4 $8.000 I 

IV. Terms and Conditions 

(A) Assessment of One Time Off-Site Facilities Hook-up Fee: The off-site facilities hook-up 
fee may be assessed only once per parcel, service lateral, or lot within a subdivision (similar to a 
service lateral installation charge). 

(B) Use of Off-Site Facilities Hook-up Fee: Off-site facilities hook-up fees may only be used 
to pay for capital items of off-site facilities, or for repayment of loans obtained to fund the cost 
of installation of off-site facilities. Off-site hook-up fees shall not be used to cover repairs, 
maintenance, or operational costs. 

(C) Time of Payment: 

(1)  For those requiring a Collection Main Extension Agreement: In the event that the 
Applicant is required to enter into a Collection Main Extension Agreement, whereby 
Applicant agrees to advance the costs of on-site improvements or construct such 
improvements, payment of the fees required hereunder shall be made by the 
Applicant when payment is made for the on-site improvements or 30 days after the 
Collection Main Extension Agreement is executed, whichever is later. 

(2) For those connecting to an existing main: In the event that the Applicant is not 
required to enter into a Collection Main Extension Agreement, the hook-up fee 
charges hereunder shall be due and payable at the time wastewater service is 
requested for the property. 

(D) Off-Site Facilities Construction by Developer: Company and Applicant may agree to 
construction of off-site facilities necessary to serve a particular development by Applicant, which 
facilities are then conveyed to Company. In that event, Company shall credit the total cost of 
such off-site facilities as an offset to off-site hook-up fees due under this Tariff. If the total cost 
of the off-site facilities constructed by Applicant and conveyed to Company is less than the 
applicable off-site hook-up fees under this Tariff, Applicant shall pay the remaining amount of 
offkite hook-up fees owed hereunder. If the total cost of the off-site facilities contributed by 
Applicant and conveyed to Company is more than the applicable off-site hook-up fees under this 
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Tariff, Applicant shall be refunded the difference upon acceptance of the off-site facilities by the 
Company. 

(E) Failure to Pay Charges; Delinquent Payments: The Company will not be obligated to 
make an advance commitment to provide or to actually provide wastewater service to any 
Applicant in the event that the Applicant has not paid in full all charges hereunder. Under no 
circumstances will the Company connect service or otherwise allow service to be established if 
the entire amount of any payment due hereunder has not been paid. 

(F) Large Subdivision and/or Development Proiects: In the event that the Applicant is 
engaged in the development of a residential subdivision and/or development containing more 
than 150 lots, the Company may, in its discretion, agree to payment of off-site hook-up fees in 
installments. Such installments may be based on the residential subdivision andor 
development's phasing, and should attempt to equitably apportion the payment of charges 
hereunder based on the Applicant's construction schedule and wastewater service requirements. 
In the alternative, the Applicant shall post an irrevocable letter of credit in favor of the Company 
in a commercially reasonable form, which may be drawn by the Company consistent with the 
actual or planned construction and hook up schedule for the subdivision andor development. 

(G) Off-Site Hook-Up Fees Non-refindable: The amounts collected by the Company as 
hook-up fees pursuant to the off-site facilities hook-up fee tariff shall be non-refundable 
contributions in aid of construction. 

(H) Use of Off-Site Hook-Up Fees Received: All funds collected by the Company as off-site 
facilities hook-up fees shall be deposited into a separate interest bearing bank account and used 
solely for the purposes of paying for the costs of installation of off-site facilities, including 
repayment of loans obtained for the installation of off-site facilities. 

(I) Off-Site Facilities Hook-uu Fee in Addition to On-site Facilities: The off-site facilities 
hook-up fee shall be in addition to any costs associated with the construction of on-site facilities 
under a Collection Main Extension Agreement. 

(J) Disposition of Excess Funds: After all necessary and desirable off-site facilities are 
constructed utilizing funds collected pursuant to the off-site facilities hook-up fees, or if the off- 
site facilities hook-up fee has been terminated by order of the Arizona Corporation Commission, 
any funds remaining in the bank account shall be refunded. The manner of the refund shall be 
determined by the Commission at the time a refund becomes necessary, 

(K) The Company shall submit a 
calendar year Off-Site Facilities Hook-Up Fee status report each January 31" to Docket Control 
for the prior twelve (12) month period, beginning January 31,2015, until the hook-up fee tariff is 
no longer in effect. This status report shall contain a list of all customers that have paid the 
hook-up fee tariff, the amount each has paid, the physical locatiodaddress of the property in 
respect of which such fee was paid, the amount of money spent from the account, the amount of 
interest earned on the funds within the tariff account, and a list of all facilities that have been 
installed with the tariff finds during the 12 month period. 

Status Reporting Requirements to the Commission: 
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EXECUTIVE SUMMARY 

CONCLUSIONS: 

Engineering Report for: 
Valencia Water Company, Inc. for a Rate 
Increase 
Docket No. W-01212A-12-0309 (Rates) 

By: Jian W Liu 
Utilities Engineer 

May 22,2013 

1. Arizona Department of Environmental Quality (“ADEQ’) or its formally delegated agent, 
the Maricopa County Environmental Services Department (“MCESD’), reported that the 
Valencia Water Company - Town Division (“Valencia-Town” or “Company”) drinking 
water system (Public Water System (“PWS”) 07-078) is currently delivering water that 
meets water quality standards required by 40 C.F.R. 141 (Title 40 Code of Federal 
Regulations Part 141 National Primary Drinking Water Regulations) and Arizona 
Administrative Code, Title 18, Chapter 4. (MCESD report dated April 1,201 3). 

2. Valencia-Town is located in the Phoenix Active Management Area (“AMA”) and is 
subject to its AMA reporting and conservation requirements. Staff received an Arizona 
Department of Water Resources (“ADWR”) compliance status report dated March 13, 
20 13. AD WR reported that Valencia-Town is currently in compliance with departmental 
requirements governing water providers andor community water systems. 

3. Staff concludes that the Valencia-Town drinking water system has adequate production 
capacity and storage capacity to serve the existing customer base and reasonable growth 
rate. 

4. The Company has an approved Curtailment Plan Tarifl-on file with the Commission. 

5. The Company has a Backflow Prevention Tariff on file with the Commission. 

6.  Valencia-Town has ten approved Best Management Practice tariffs on file with the 
Commission. 

7. A check with the Utilities Division Compliance Section showed no delinquent 
compliance items for Valencia-Town. (ACC Compliance Section Email dated May 17, 
2013). 



8. The Company submitted five post-test year plant additions for inclusion in rate base. Only 
post-test year plant additions 3) and 4) were in service during my inspection on April 11, 
2013. (see Section L for details). 

RECOMMENDATIONS 

1. 

2. 

3. 

4. 

In the prior rate case, the Company adopted Staffs typical and customary water 
depreciation rates. These rates are presented in Table B and it is recommended that the 
Company continue to use these depreciation rates by individual National Association of 
Regulatory Utility Commissioners category. 

Staff recommends the annual water testing expense of $14,57 
be used for purposes of this application. 

reported by the Company 

The Company has not requested any changes in its service ine and meter installation 
charges that were approved in its last rate application. Therefore, Staff recommends 
continued use of the Company’s current meter and service line installation charges. 

Staff recommends that within 90 days of a Decision in this matter the Company file with 
Docket Control, as a compliance item in this docket, a detailed plan demonstrating how 
the Company will reduce its water loss for Valencia-Town to less than 10 percent. If the 
Company finds that reduction of water loss to less than 10 percent is not cost-effective, 
the Company should submit, within 90 days of a Decision in this matter, a detailed cost 
analysis and explanation demonstrating why water loss reduction to less than 10 percent 
is not cost-effective. 



A . 

B . 

C . 

D . 

E . 

F . 

G . 

H . 

I . 

J . 

K . 

L . 

....... 

TABLE OF CONTENTS 

m 
LOCATION OF COMPANY ................................................................................................. 1 

DESCRIPTION OF THE WATER SYSTEM ........................................................................ 1 

ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY COMPLIANCE 
(“ADEQ”) .............................................................................................................................. 3 

ARIZONA CORPORATION COMMISSION (“ACC”) COMPLIANCE ............................. 3 

ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR’) COMPLIANCE ....... 3 

WATER TESTING EXPENSES ............................................................................................ 3 

WATER USE .......................................................................................................................... 3 

GROWTH ............................................................................................................................... 4 

DEPRECIATION RATES ...................................................................................................... 5 

CURTAILMENT PLAN AND BACKFLO W PREVENTION TARIFFS ............................. 6 

METER AND SERVICE LINE INSTALLATION CHARGES ............................................ 6 

POST-TEST YEAR PLANT .................................................................................................. 6 

FIGURES 

County Map ...................................................................................................................... FIGURE 1 

Certificated Area .............................................................................................................. FIGURE 2 



Valencia Water Company 
Docket No. W-O1212A-12-0309 
Page 1 

A. LOCATION OF COMPANY 

Valencia Water Company - Town Division (“Valencia-Town” or “Company”) is located 
approximately 40 miles west of downtown Phoenix in Maricopa County with a certificated area 
covering approximately 7,500 acres. Figure 1 shows the location of Valencia-Town within 
Maricopa County and Figure 2 shows the certificated area. 

B. DESCRIPTION OF THE WATER SYSTEM 

The plant facilities were visited on April 11, 201 3, by Jian Liu, Staff Utilities Engineer, in 
the accompaniment of Ron Fleming, Harold Thomas, Larry Thomas and Joel Wade of the 
Company. 

The facility consists of 9 active wells with total pumping capacity of 4,195 gallon per 
minute (“GPM), 7 arsenic treatment systems (“ATS”), 18 storage tanks with total storage 
capacity of 4,833,000 gallons, hydro-pneumatic systems and a distribution system serving 
approximately 5,3 50 active connections. Staff concludes that the Valencia-Town has adequate 
production capacity and storage capacity to serve the existing customer base and reasonable 
growth. 

(Tabular Description of Water System) 

Well Data (active wells only) 

ADWR ID No. 

55- 202400 Bales School Well 50 750 550 11 4 1 2004 
55- 207806 4th &Central 25 410 820 11 6 2006 
55- 577508 4th & Baseline Large Well #2 60 600 620 8 6 2000 
55-  592220 Blue HiUs Deep Well #2 60 350 580 11 6 J 2002 
55- 595258 sonoran Vista S w  75 500 750 1 1  6 1 2003 
55- 599204 Blue Hills Shallow Well # I  20 110 320 9 4 1 2003 
55- 599950 7th & Alarcon Large Well #2 50 250 800 10 4 1 2004 
Total Production 4195 - 

Note: GPM = gallons per minute. 
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12 
16 
18 

unknown 

76,3 14 
50,019 
8,026 
1,754 

Total Metered 5,75 1 
1 Connections I 

I 
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C. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY COMPLIANCE 
(“ADEQ”) 

ADEQ or its formally delegated agent, the Maricopa County Environmental Services 
Department (“MCESD’), reported that the Valencia-Town drinking water system (Public Water 
System (“PWS”) 07-078) is currently delivering water that meets water quality standards 
required by 40 C.F.R. 141 (Title 40 Code of Federal Regulations Part 141 National Primary 
Drinking Water Regulations) and Arizona Administrative Code, Title 18, Chapter 4. (MCESD 
report dated April 1 , 201 3) 

D. ARIZONA CORPORATION COMMISSION (“ACC”) COMPLIANCE 

A check with the Utilities Division Compliance Section showed no delinquent 
compliance items for Valencia-Town. (ACC Compliance Section Email dated May 17,2013) 

E. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR”) 
COMPLIANCE 

Valencia-Town is located in the Phoenix Active Management Area (“‘AMA”) and is 
subject to its AMA reporting and conservation requirements. Staff received an ADWR 
compliance status report dated March 13, 2013. ADWR reported that Valencia-Town is 
currently in compliance with departmental requirements governing water providers andor 
community water systems. 

F. WATER TESTING EXPENSES 

The Company reported a total testing expense of $14,570.72 during the test year, the 
Company provided invoices and other documents to support this amount. Staff has reviewed the 
information provided by the Company and recommends the Company’s reported annual testing 
expense of $14,57 1 (rounded) be used for purposes of this application. 

G. WATERUSE 

Water Sold 

Based on the information provided by the Company, water use for the year 2011 is 
presented below. The high monthly domestic water use was 503 gal/day per service connection 
in September and the low monthly domestic water use was 213 gaVday per service connection in 
January. The average annual use was 339 gayday per service connection. 
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Valencia - Town 
Water Usage 201 1 

600 1 

Non-account Water 

Non-account water should be 10% or less and never more than 15%. It is important to be 
able to reconcile the difference between water sold and the water produced by the source. A 
water balance will allow a water company to identify water and revenue losses due to leakage, 
theft, and flushing. The Company reported 75 1,697,000 gallons pumped and 653,827,000 
gallons sold, resulting in a water loss of 13.02% for 20 1 1 .  

Staff recommends that within 90 days of a Decision in this matter the Company file with 
Docket Control, as a compliance item in this docket, a detailed plan demonstrating how the 
Company will reduce its water loss for Valencia-Town to less than 10 percent. If the Company 
finds that reduction of water loss to less than 10 percent is not cost-effective, the Company 
should submit, within 90 days of a Decision in this matter, a detailed cost analysis and 
explanation demonstrating why water loss reduction to less than 10 percent is not cost-effective. 

H. GROWTH 

In July 2009, the Company had 5,019 active customers and in December 31, 201 1, the 
Company had 5,343 active customers. The customer base grew at approximately 2.5% per year 
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304 
305 

from July 2009 to December 201 1 .  The Company estimates that the customer base will grow at 
approximately 2 to 3% per year for the next 5 years. 

Structures & Improvements 30 3.33 
Collecting & Impounding Reservoirs 40 2.50 

I. DEPRECIATION RATES 

306 
307 

In the prior rate case, the Company adopted Staffs typical and customary water 
depreciation rates. These rates are presented in Table B and it is recommended that the Company 
continue to use these depreciation rates by individual National Association of Regulatory Utility 
Commissioners category. 

Lake, River, Canal Intakes 40 2.50 
Wells & Springs 30 3.33 I 

Table B. Depreciation Rates 

308 
309 

I Fz. I Depreciable Plant 

Infiltration Galleries 15 6.67 
Raw Water Supply Mains 50 2.00 

Average Annual 

310 
311 

r 
Power Generation Equipment 20 5.00 
Pumping Equipment 8 12.5 

320 
320.1 

Water Treatment Equipment 
Water Treatment Plants 30 3.33 I 

320.2 
330 

Solution Chemical Feeders 5 20.0 
Distribution Reservoirs & StandDiues 

330.1 
330.2 

Storage Tanks 45 2.22 
Pressure Tanks 20 5.00 

33 1 I Transmission & Distribution Mains 
333 I Services 

50 2.00 
30 3.33 

3 34 
335 

Meters 12 8.33 
Hydrants 50 2.00 

336 
339 

Backflow Prevention Devices 15 6.67 
Otber Plant & Misc Equipment 15 6.67 I 

340 
340.1 

Office Furniture & Equipment 15 6.67 
Computers & Software 5 20.00 I 

34 1 
342 

Transportation Equipment 5 20.00 
Stores Equipment 25 4.00 I 

343 I Tools, Shop & Garage Equipment 20 5.00 
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B 1 344 10 10.00 
345 Power Operated Equipment 20 5 .OO 
346 I Communication Equipment 10 10.00 

NOTES: 
I .  These depreciation rates represent average expected rates. Water companies may experience different rates 

due to variations in construction, environment, or the physical and chemical characteristics of the water. 

2. Acct. 348, Other Tangible Plant may vary &om 5% to 50%. The depreciation rate would be set in 
accordance with the specific capital items in this account. 

J. CURTAILMENT PLAN AND BACKFLOW PREVENTION TARIFFS 

The Company has approved Curtailment Plan and Backflow Prevention Tariffs on file 
with the Commission. 

Vdencia-Town has ten approved Best Management Practice tariffs on file with the 
Commission. 

K. METER AND SERVICE LINE INSTALLATION CHARGES 

The Company has not requested any changes in its service line and meter installation 
charges that were approved in its last rate application. Therefore, Staff recommends continued 
use of the Company’s current meter and service line installation charges. 

L. POST-TEST YEAR PLANT 

The Company submitted five post-test year plant additions for inclusion in rate base. 
These five post-test year project additions are as follows: 

1) Bales Fill Line; 
Construction Status (As April 1 1’20 13) 

Pending 

2) Buena Vista Fill Line; Pending 

3) Pima Road Waterline; Completed 

4) West Valley Region Supervisory Control and 

- Command Station Improvements 
Data Acquisition ((‘SCADA’’) Completed 

5 )  Sonoran Vista Water Distribution Center Optimization Pending 
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Staff has inspected and verified completion of the post-test year plant additions Items 
numbered 3) and 4) above. These two post-test year plant additions were in-service during 
Staffs inspection on April 1 1,20 13. 
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Engineering Report for: 
Water Utility of Northern Scottsdale for a 
Rate Increase 
Docket No. W-03720A-12-0311 (Rates) 

By: Jian W Liu 
Utilities Engineer 

I May 28,2013 

EXECUTIVE SUMMARY 

CONCLUSIONS: 

1 .  Arizona Department Of Environmental Quality (“ADEQ’) or its formally delegated 
agent, the Maricopa County Environmental Services Department (“MCESD”), reported 
that the Water Utility of Northern Scottsdale (“WUNS” or “Company”) drinking water 
system (Public Water System (“PWS7) Number 07-1 79) is currently delivering water that 
meets water quality standards required by 40 C.F.R. 141 (Title 40 Code of Federal 
Regulations Part 141 National Primary Drinking Water Regulations) and Arizona 
Administrative Code, Title 18, Chapter 4. (MCESD report dated April 1,20 13). 

2. WUNS is located in the Phoenix Active Management Area (“AMA”) and is subject to its 
AMA reporting and conservation requirements. Staff received an Arizona Department of 
Water Resources (“ADWR”) compliance status report dated March 13, 2013. ADWR 
reported that WUNS is currently in compliance with departmental requirements 
governing water providers and/or community water systems. 

3. Staff concludes that the WUNS drinking water system has adequate production capacity 
and storage capacity to serve the existing customer base and reasonable growth rate. 

4. The Company has an approved Curtailment Plan Tariff on file with the Commission. 

5. The Company has a Backflow Prevention Tariff on file with the Commission. 

6. A check with the Utilities Division Compliance Section showed no delinquent 
compliance items for WLJNS. (ACC Compliance Section Email dated April 3,2013). 



RECOMMENDATIONS 

1. In the prior rate case, the Company adopted Staff's typical and customary water 
depreciation rates. These rates are presented in Table B and it is recommended that the 
Company continue to use these depreciation rates by individual National Association of 
Regulatory Utility Commissioners category. 

2. Staff recommends the annual water testing expense of $728 reported by the Company be 
used for purposes of this application. 

3. The Company has not requested any changes in its service line and meter installation 
charges that were approved in its last rate application. Therefore, Staff recommends 
continued use of the Company's current meter and service line installation charges. 

4. Staff recommends that the Company monitor the WUNS water system and submit the 
gallons pumped and sold to determine the non-account water for one full year. The 
Company should coordinate when it reads the well meters each month with customer 
billing so that an accurate accounting is determined. The results of this monitoring and 
reporting shall be docketed as a compliance item in this case within 13 months of the 
effective date of the order issued in this proceeding. If the reported water loss is greater 
than 10 percent the Company shall prepare a report containing a detailed analysis and 
plan to reduce water loss to 10 percent or less. If the Company believes it is not cost 
effective to reduce the water loss to less than 10 percent, it should submit a detailed cost 
benefit analysis to support its opinion. In no case shall the Company allow water loss to 
be greater than 15 percent. The water loss reduction report or the detailed analysis, 
whichever is submitted, shall be docketed as a compliance item within 13 months of the 
effective date of the order issued in this proceeding. 

5. Staff recommends that WUNS adopt the three BMPs approved in Decision No. 73268 for 
the other Global Companies with customer counts less than 5,000. Staff further 
recommends that WUNS notify its customers, in a form acceptable to Staff, of the BMP 
tariffs authorized in this proceeding and their effective date by means of either an insert in 
the next regularly scheduled billing or by a separate mailing and shall provide copies of 
the BMP tariffs to any customer, upon request. 
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ADWR ID No. 

A. LOCATION OF COMPANY 

WellNo 1 Well No 2 Total Pump 
Yield 

55-565 172 55-5861 86 

The Water Utility of Northern Scottsdale (“WUNS” or “Company”) water system is 
located approximately 40 miles northeast of downtown Phoenix in Maricopa County with a 
certificated area covering approximately 3/4 of a square mile. Figure 1 shows the location of 
WUNS within Maricopa County and Figure 2 shows the certificated area. 

Casing Size 
Casing DeDth 

B. DESCRIPTION OF THE WATER SYSTEM 

8 inch 8 inch - 
1.000 ft 1,000 ft - 

The plant facilities were visited on April 12,2013, by Jian Liu, Staff Utilities Engineer, in 
the accompaniment of Harold Thomas, and Larry Thomas of the Company. 

Pump Size 

The facility follows a typical configuration found in small water systems. It consists of 
two wells, one 5,000 gallon pressure tank, one 250,000 gallon storage tank and a distribution 
system serving 76 active connections. Staff concludes that WUNS has adequate production 
capacity and storage capacity to serve the existing customer base and reasonable growth. 

15 Hp 15 Hp - 

(Tabular Description of Water System) 

I Pump Yield I 80 gal/min 80 gal/min 160gaVmin I 



.- 

Diameter (inch) 
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Length( ft) 
., 
8 
10 
12 
16 

23,555 
16,803 
6,810 

70 

Size (inch) 
1 

1 112 
2 

Total Metered Connections 

C. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY COMPLIANCE 
(“ADEQ”) 

Quantity 
72 
5 
1 

78 

ADEQ or its formally delegated agent, the Maricopa County Environmental Services 
Department (MCESD), reported that the WUNS drinking water system (Public Water System 
(“PWS’) Number 07-179) is currently delivering water that meets water quality standards 
required by 40 C.F.R. 141 (Title 40 Code of Federal Regulations Part 141 National Primary 
Drinking Water Regulations) and Arizona Administrative Code, Title 18, Chapter 4. (MCESD 
report dated April 1,20 13) 

D. ARIZONA CORPORATION COMMISSION (“ACC”) COMPLIANCE 

A check with the Utilities Division Compliance Section showed no delinquent 
compliance items for WUNS. (ACC Compliance Section Email dated April 3,2013). 

E. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR”) 
COMPLIANCE 

WUNS is located in the Phoenix Active Management Area (“AMA”) and is subject to its 
AMA reporting and conservation requirements. Staff received an AD WR compliance status 
report dated March 13, 2013. ADWR reported that WUNS is currently in compliance with 
departmental requirements governing water providers and/or community water systems. 
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I F. WATER TESTING EXPENSES 
I 
I The Company reported a total testing expense of $728.03 during the test year, the Company 

provided invoices and other documents to support this amount. Staff has reviewed the 
information provided by the Company and recommends the Company’s reported annual testing 
expense of $728 (rounded) be used for purposes of this application. 

G. WATERUSE 

Based on the information provided by the Company, water use for the year 2011 is 
presented below. The high monthly domestic water use was 948 gal/day per service connection 
in May and the low monthly domestic water use was 289 gayday per service connection in 
December. The average annual use was 585 gal/day per service connection. 

WUNS 
Water Usage 201 1 
Y4U I 



Water Utility of Northern Scottsdale 
Docket No. W-03720A-12-03 1 1 
Page 4 

Non-account Water 

Non-account water should be 10% or less and never more than 15%. It is important to be 
able to reconcile the difference between water sold and the water produced by the source. A 
water balance will allow a water company to identify water and revenue losses due to leakage, 
theft, and flushing. The Company reported 15,382,000 gallons pumped and 15,829,000 gallons 
sold', resulting in a water loss of -2.91 % for 201 1. The quantity of water sold cannot exceed the 
quantity of water pumped for the sanie period of time which suggests that the water use data 
reported is invalid. 

Staff recommends that the Company monitor the WUNS water system and submit the 
gallons pumped and sold to determine the non-account water for one full year. The Company 
should coordinate when it reads the well meters each month with customer billing so that an 
accurate accounting is determined. The results of this monitoring and reporting shall be docketed 
as a compliance item in this case within 13 months of the effective date of the order issued in this 
proceeding. If the reported water loss is greater than 10 percent the Company shall prepare a 
report containing a detailed analysis and plan to reduce water loss to 10 percent or less. If the 
Company believes it is not cost effective to reduce the water loss to less than 10 percent, it 
should submit a detailed cost benefit analysis to support its opinion. In no case shall the 
Company allow water loss to be greater than 15 percent. The water loss reduction report or the 
detailed analysis, whichever is submitted, shall be docketed as a compliance item within 13 
months of the effective date of the order issued in this proceeding. 

H. GROWTH 

In December 2007 the Company had 74 active customers and in December 201 1, the 
Company had 76 active customers. Growth expected to be minimal. 

I. DEPRECIATION RATES 

In the prior rate case, the Company adopted Staffs typical and customary water 
depreciation rates. These rates are presented in Table B and it is recommended that the Company 
continue to use these depreciation rates by individual National Association of Regulatory Utility 
Commissioners category. 

Table B. Depreciation Rates 

Company states "sold more than pumped" because of back-billing. There is a time difference between read the 1 

meters and billing cycles. 
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NARUC 
Acct. No. Depreciable Plant 

Average Annual 
Service Life Accrual Rate 

(Years) (%I 

3 06 Lake, River, Canal Intakes 40 2.50 
307 Wells & Springs 30 3.33 
308 Infiltration Galleries 15 6.67 
3 09 Raw Water Supply Mains 50 2.00 
310 Power Generation Equipment 20 5.00 
311 Pumping Equipment 8 12.5 
320 I Water Treatment Equipment 

320.1 I Water Treatment Plants 30 3.33 
320.2 I Solution Chemical Feeders I 5 I 20.0 
330 Distribution Reservoirs & Standpipes 

330.1 Storage Tanks 45 2.22 
330.2 Pressure Tanks 20 5.00 
33 1 Transmission & Distribution Mains 50 2.00 
333 I Services 
334 Meters 12 8.33 
335 Hydrants 50 2.00 
336 Backflow Prevention Devices 15 
339 Other Plant & Misc Equipment 15 6.67 
340 Ofice Furniture & Equipment 15 6.67 

340.1 Computers & Software 5 20.00 
341 TransDortation EauiDment 5 20.00 
342 I Stores Equipment 
343 Tools, Shop & Garage Equipment 20 5.00 
344 Laboratory Equipment 10 10.00 
345 Power Operated Equipment 20 5.00 

346 Communication Equipment I 10 10.00 

TES: 
1. These depreciation rates represent average expected rates. Water companies may experience different rates 

due to variations in construction, environment, or the physical and chemical characteristics of the water. 

2. Acct. 348, Other Tangible Plant may vary fiom 5% to 50%. The depreciation rate would be set in 
accordance with the specific capital items in this account. 
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J. CURTAILMENT PLAN AND BACKFLOW PREVENTION TARIFFS 

The Company has approved Curtailment Plan and Backflow Prevention Tariffs on file 
with the Commission. 

The Company does not have an approved Best Management Practices (“BMPs”) tariff. In 
Decision No. 73268, ACC approved the following three BMPs for Global Water - Santa Cruz 
Water Company, Valencia Water Company - Town Division, Valencia Water Company - Greater 
Buckeye Division, Water Utility of Greater Tonopah and Willow Valley Water Company. 

0 Local and/or Regional Messaging Program Tariff - BMP 1.1: A program for the 
Company to actively participate in a water conservation campaign with local or regional 
advertising. 

0 Meter Repair and/or Replacement Tariff - BMP 4.2: A program for the Utility to 
systematically assess all in-service water meters (including Company production meters) 
in its water service area to identify under-registering meters and to repair or replace them. 

0 Water System Tampering Tariff - BMP 5.2: The purpose of this tariff is to promote the 
conservation of groundwater by enabling the Utility to bring an action for damages or to 
enjoin any activity against a person who tampers with the water system. 

Staff recommends that WUNS adopt the three BMPs approved in Decision No. 
73268with customer counts less than 5,000. 

Staff further recommends that the WUNS shall notify their customers, in a form 
acceptable to Staff, of the BMP tariffs authorized in this proceeding and their effective date by 
means of either an insert in the next regularly scheduled billing or by a separate mailing and shall 
provide copies of the BMP tariffs to any customer, upon request. 

K. METER AND SERVICE LINE INSTALLATION CHARGES 

The Company has not requested any changes in its service line and meter installation 
charges that were approved in its last rate application. Therefore, Staff recommends continued 
use of the Company’s current meter and service line installation charges. 
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CONCLUSIONS 

Engineering Report for WATER UTILITY OF 
GREATER TONOPAH, INC. 

Docket No. W-02450A-12-0312 (Rates) 

By: Jian Liu 
Utilities Engineer 

June 6,2013 I 

1. Arizona Department of Environmental Quality (“ADEQ”) or its formally delegated agent, 
the Maricopa County Environmental Services Department (“MCESD”), reported that the 
Water Utility of Greater Tonopah, Inc. (“WUGT” or “Company”) drinking water systems 
are currently delivering water that meets water quality standards required by 40 C.F.R. 
141 (Title 40 Code of Federal Regulations Part 141 National Primary Drinking Water 
Regulations) and Arizona Administrative Code, Title 18, Chapter 4. 

2. WUGT is located in the Phoenix Active Management Area (“AMA”) and is subject to its 
AMA reporting and conservation requirements. Staff received an Arizona Department of 
Water Resources (“ADWR) compliance status report dated March 13, 2013. ADWR 
reported that WUGT is currently in compliance with departmental requirements 
governing water providers andor community water systems. 

3. A check with the Arizona Corporation Commission (“ACC” or “Commission”) Utilities 
Division Compliance Section showed no delinquent compliance items for WUGT. 

4. The Company has approved Curtailment Plan and Backflow Prevention Tariffs on file 
with the Commission. 

5. ACC Utilities Division Staff (“Staff) concludes that WUGT has adequate production 
capacity and storage capacity to serve the existing customer base and reasonable growth. 

6. WUGT has three approved Best Management Practice (“BMP”) tariffs on file with the 
Commission. 

7. Staff has inspected and verified completion of the three post-test year plant additions. 
These three post-test year plant additions were in-service during Staff‘s inspection on 
April 11,2013. (See Section 1 for more details). 



RECOMMENDATIONS 

1. 

2. 

3. 

4. 

Staff recommends that the Company file each May a report covering the previous 
calendar year (with the first report due in May 2014 to cover the year of 2013) that 
contains all work activities undertaken in accordance with Decision No. 71 878 regarding 
the Company’s plan for reducing water loss below 10 percent. Staff further recommends 
that the written report continue until the water loss for all WUGT water systems is 10 
percent or less for one full calendar year. 

Staff recommends the annual water testing expense of $5,108 reported by the Company 
be used for purposes of this application. 

In the prior rate case, the Company adopted Stafrs typical and customary water 
depreciation rates. These rates are presented in Table B and it is recommended that the 
Company continue to use these depreciation rates by individual National Association of 
Regulatory Utility Commissioners category. 

The Company has not requested any changes in its service line and meter installation 
charges that were approved in its last rate application. Therefore, Staff recommends 
continued use of the Company’s current meter and service line installation charges. 
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A. LOCATION OF COMPANY 

Water Utility of Greater Tonopah, hc .  (“WUGT” or “Company”) is located 
approximately 60 miles west of downtown Phoenix in Maricopa County with a certificated area 
covering approximately 65,600 acres, or approximately 102 square miles. Figure 1 shows the 
location of WUGT within Maricopa County and Figure 2 shows the certificated area. 

B. DESCRIPTION OF THE WATER SYSTEMS 

The plant facilities were visited on April 1 1 , 201 3, by Jian Liu, Staff Utilities Engineer, in 
the accompaniment of Ron Fleming, Harold Thomas, Larry Thomas and Joel Wade of the 
Company. The Company operates eight independent water systems with brief descriptions as 
follows: 

1. Garden City, Public Water System (“PWS”) 07-037: This system consists of a well that 
pumps water into two storage tanks, a booster pump then pumps the water to a pressure 
tank before delivery to customers through the distribution system. This system serves 15 
active connections. 

2. Roseview, PWS 07-082: This system consists of a well that pumps water into a storage 
tank, two booster pumps then pump the water to a pressure tank before delivery to 
customers through the distribution system. This system serves 18 active connections. 
There is a point of use reverse osmosis arsenic treatment system for each service 
connection. 

3. West Phoenix Estates (“WPE”) #1, PWS N/A: This system consists of a well that pumps 
water into a storage tank, a booster pump then pumps the water to two pressure tanks 
before delivery to customers through the distribution system. This system serves 5 active 
connections. There is a point of use reverse osmosis arsenic treatment system for each 
service connection. 

4. WPE #6. PWS 07-733: This system consists of a well, one arsenic/fluoride treatment 
system, three storage tanks, one pressure tank and a distribution system. This system 
serves 25 active connections. 

5. Tufte, PWS 07-61 7: This system consists of a well that pumps water into a storage tank, a 
booster pump then pumps the water to a pressure tank before delivery to customers 
through the distribution system. This system serves 5 active connections. There is a 
point of use reverse osmosis arsenic treatment system for each service connection. 

6.  Buckeye Ranch, PWS 07-618: This system consists of a well, one arsenic treatment 
system, one storage tank, a pressure tank and a distribution system. This system serves 
87 active connections. 
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7. Dixie, PWS 07-030: This system consists of a well that pumps water into two storage 
tanks, a booster pump then pumps the water to a pressure tank before delivery to 
customers through the distribution system. This system serves 37 active connections. 

8. Sunshine, PWS 07-071: This system consists of a well, one arsenic treatment system, one 
storage tank, a pressure tank and a distribution system. This system serves 132 active 
connections. 

Combined detailed plant facility listings are as follows: 

Table 1. Well Data (active wells only) 

W E  #1 I 55-600209 I 3 1 26 I 8” I 365 1 2” 
W E  #6 1 55-802145 I 5 1 25 1 8” 1 600 1 2” 
Tufte I 55-802144 I 2 I 20 I 8” I 400 1 11/Y 
Buckeye Ranch 1 55-802962 I 10 1 150 I 16” I 900 I 4” 
Dixie 55-639586 5 40 16” 367 2” 
Sunshine 55-802 141 7.5 100 8” 200 3 ” 

Garden City, PWS 07-037 
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1.5 1 

Total Metered 18 
1 Connections I 

Roseview, PWS 07-082 

Total Metered 21 
Connections 

WPE #1, PWS NIA 

I Total5,OOO I J 
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W E  #6. PWS 07-733 

Storage Tanks Pressure Tanks Booster Pumps 
Capacity Quantity Capacity Quantity Capacity Quantity 
(gallons) (gallons) (HP) 

Tufie. PWS 07-617 
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Mains Customer Meters Fire Hvdrants 
Size (inches) Length (feet) Size (inches) Quantity Quantity 

2 41 5/8x3/4 7 None 
4 
6 
10 

579 
4,3 17 

21 
Total Metered 7 

I Connections 1 

Storage Tanks 
Capacity Quantity 
(gallons) 

Buckeye Ranch, PWS 07-61 8 

Pressure Tanks Booster Pumps 
Capacity Quantity Capacity Quantity 
(gallons) (HP) 

6 
8 

8,488 3/4 1 
7,776 1 4 

~ 

unknown 
~ 

62 2 1 
3 1 

Total Metered 
Connections 

98 
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Dixie, PWS 07-030 

Storage Tanks Pressure Tanks Booster Pumps 
Capacity Quantity Capacity Quantity Capacity Quantity 
(gallons) (gallons) (HP) 

2 10,475 518x314 40 None 
3 1,464 314 
4 3.553 1 1 
8 2,075 

Total Metered 41 
Connections 

Sunshine. PWS 07-071 
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6 
8 
12 
14 

11,925 1 3 
14,659 1.5 1 
7,725 2 1 
207 6 1 

Total Metered 146 
Connections 

C. WATERUSE 

Tufte, PWS 07-61 7 
Buckeye Ranch, PWS 07-618 
Dixie, PWS 07-030 

Water Sold 

263 in July 129 in May 187 
344 in Aug. 176 in Jan. 274 
394 in Sept. 155 in Jan. 290 

Based on the information provided by the Company on its Water Use Data Sheets, water 
use for the year 201 1 is presented below for each system. 

Water Use, gallons per day (“GPD) per connection 

F-WPE #1, PWS NIA 1 180inJune I 105inJan. 1 153 Y 
1 WPE #6, PWS 07-733 I 256inSept 107inJan. I 180 u 

1 Sunshine, PWS 07-071 I 481 inOct. 1 164 in Jan. I 339 Y 
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Garden City, PWS 07-037 
Roseview, PWS 07-082 
W E  #1, PWS NIA 

Non-Account Water 

2,848,000 1,933,000 32.13 
2,773,000 2,432,000 12.30 
600,000 256,000 57.33 P 

For each water system, the Company reported the following gallons pumped and gallons 
sold in 201 1, which Staff used to determine the water loss per system: 

Table 2. Water Loss 

Water System Gallons Pumped Gallons Sold Water loss (%) I 

Non-account water should be 10% or less and never more than 15%. It is important to be 
able to reconcile the difference between water sold and the water produced by the source. A 
water balance will allow a water company to identify water and revenue losses due to leakage, 
theft, and flushing. 

Decision No. 71878 (September 15, 2010) requires the 10 Global water systems, to file a 
detailed plan demonstrating how the various systems will reduce their water loss to less than 10 
percent. On December 14, 20 10, Global Water filed a plan for reducing water loss to below 10 
percent in the 10 Global Utilities’ water systems, including six of the WUGT water systems: 

1. Garden City, PWS 07-037 
2. WPE #1, PWS N/A 

4. Tufte, PWS 07-617 
5. Buckeye Ranch, PWS 07-618 
6. Dixie, PWS 07-030 

3. WPE #6, PWS 07-733 

Water loss for the above water systems (except Dixie) continued to exceed the 
recommended threshold of 10 percent in 201 1, also water loss for the Roseview water system 
increased from approximately 8.30% in 2008 to 12.30% in 2011. Staff recommends that the 
Company file each May a report covering the previous calendar year (with the first report due in 
May 2014 to cover the year of 2013) that contains all work activities undertaken in accordance 
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with Decision No. 71878 regarding the Company’s plan for reducing water loss below 10 
percent. Staff further recommends that the written report continue until the water loss for all 
WUGT water systems is 10 percent or less for one full calendar year. 

D. GROWTH 

In July 2009, WUGT had 3 1 1 customers, and in December 201 1, the Company had 324 
customers. The customer base grew at approximately 1.7% per year from July 2009 to December 
201 1. The Company estimates that the customer base will grow at approximately 1 percent per 
year for the next 5 years. 

Staff concludes that the WUGT has adequate production capacity and storage capacity to 
serve the existing customer base and reasonable growth. 

E. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY COMPLIANCE 
(“ADEQ”) 

Compliance 

ADEQ or its formally delegated agent, the Maricopa County Environmental Services 
Department (“MCESD”), reported that the Valencia Greater Buckeye drinking water systems are 
currently delivering water that meets water quality standards required by 40 C.F.R. 141 (Title 40 
Code of Federal Regulations Part 141 National Primary Drinking Water Regulations) and 
Arizona Administrative Code, Title 18, Chapter 4. (MCESD report dated April 1,2013). 

Water Testing: Expense 

The Company reported a total testing expense of $5,108.40 during the test year, the 
Company provided invoices and other documents to support this amount. Staff has reviewed the 
information provided by the Company and recommends the Company’s reported annual testing 
expense of $5,108 (rounded) be used for purposes of this application. 

F. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR”) 
COMPLIANCE 

WUGT is located in the Phoenix Active Management Area (“AMA”) and is subject to 
ADWR AMA reporting and conservation requirements. ADWR reported that WUGT is 
currently in compliance with departmental requirements governing water providers and/or 
community water systems. (ADWR compliance status report dated March 13,2013). 
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330.1 
330.2 

G .  ARIZONA CORPORATION COMMISSION ((LACC”) COMPLIANCE 

Storage Tanks 45 2.22 
Pressure Tanks 20 5 .OO 

A check with the Utilities Division Compliance Section showed no delinquent 
compliance items for WUGT. (ACC Compliance Section Email dated May 17,2013) 

r 331 Transmission & Distribution Mains 50 2.00 
333 Services 30 3.33 

H. DEPRECIATION RATES 

334 I Meters 12 

In the prior rate case, the Company adopted Staffs typical and customary water 
depreciation rates. These rates are presented in Table B and it is recommended that the Company 
continue to use these depreciation rates by individual National Association of Regulatory Utility 
Commissioners category. 

8.33 

Table B. Demeciation Rates 

335 
336 

NARuc 
Acct. No. Depreciable Plant 

Hydrants 50 2.00 
Backflow Prevention Devices 15 6.67 

7 

306 Lake, River, Canal Intakes 40 2.50 

308 Infiltration Galleries 15 6.67 
3 07 Wells & Springs 30 3.33 

339 
340 

3 09 Raw Water Supply Mains 50 2.00 
3 10 Power Generation EauiDment 20 5 .OO 

Other Plant & Misc Equipment 15 6.67 
OEce Furniture & Ecluinment 15 6.67 

311 Pumping Equipment 8 12.5 
3 20 Water Treatment Equipment 

320.1 Water Treatment Plants 30 3.33 

340.1 
341 

I 320.2 Solution Chemical Feeders 5 20.0 
330 Distribution Reservoirs & Standpipes 

Computers & Software 3 33.33 
TransDortation EQuiDment 5 20.00 
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Laboratory Equipment 10 10.00 I 

344 
345 Power Operated Equipment 20 5.00 
346 Communication Ea u i Dmen t 10 10.00 1 

NOTES: 
1. These depreciation rates represent average expected rates. Water companies may experience 

different rates due to variations in construction, environment, or the physical and chemical 
characteristics of the water. 

2.  Acct. 348, Other Tangible Plant may vary from 5% to 50%. The depreciation rate would be set in 
accordance with the specific capital items in this account. 

I. POST-TEST YEAR PLANT 

The Company submitted three post-test year plant additions for inclusion in rate base. 
These three post-test year project additions are as follows: 

1) WPE #6 Electrical Upgrades; 
Construction Status (As April 1 I ,  201 3) 

Completed 

2) W E  #6 Improve fluoride treatment; Completed 

3) W E  #6 Tank and Well Replacement Completed 

Staff has inspected and verified completion of the post-test year plant additions above. 
These three post-test year plant additions were in-service during Staffs inspection on April 11, 
2013. 

J. OTHER ISSUES 

1. Curtailment, Backflow Prevention and Best Management Practice (“BMP”) Tariffs 

WUGT has approved Curtailment and Backflow Prevention tariffs on file with the ACC. 

The Company also has three approved BMP tariffs on file with the Commission. 

2. Service Line and Meter Installation Cbarges 

The Company has not requested any changes in its service line and meter installation 
charges that were approved in its last rate application. Therefore, Staff recommends continued 
use of the Company’s current meter and service line installation charges. 
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Figure 1. Maricopa County Map 
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Figure 2. Certificated Areas 
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By: Jian Liu 
Utilities Engineer 

May 28,2013 

CONCLUSIONS 

1. 

2. 

3. 

4. 

5.  

6.  

Arizona Department of Environmental Quality (“ADEQ’) or its formally delegated agent, 
the Maricopa County Environmental Services Department (“MCESD”), reported that the 
Valencia Water Company - Greater Buckeye Division (“Valencia Greater Buckeye” or 
“Company”) drinking water systems are currently delivering water that meets water 
quality standards required by 40 C.F.R. 141 (Title 40 Code of Federal Regulations Part 
14 1 National Primary Drinking Water Regulations) and Arizona Administrative Code, 
Title 18, Chapter 4. (MCESD report dated April 1,201 3) 

Valencia Greater Buckeye is located in the Phoenix Active Management Area (“‘AMA”) 
and is subject to its AMA reporting and conservation requirements. Staff received an 
Arizona Department of Water Resources (“ADWR”) compliance status report dated 
March 13, 2013. ADWR reported that Valencia Greater Buckeye is currently in 
compliance with departmental requirements governing water providers and/or community 
water systems. 

A check with the Utilities Division Compliance Section showed no delinquent 
compliance items for Valencia Greater Buckeye. (ACC Compliance Section Email dated 
May 17,201 3) 

Valencia Greater Buckeye has approved Curtailment Plan and Backflow Prevention 
Tariffs on file with the Commission. 

Staff concludes that the Valencia Greater Buckeye has adequate production capacity and 
storage capacity to serve the existing customer base and reasonable growth. 

Valencia Greater Buckeye has three approved Best Management Practice (“BMP”) tariffs 
on file with the Commission. 



RECOMMENDATIONS 

1. 

2. 

3. 

4. 

5. 

In the prior rate case, the Company adopted Staffs typical and customary water 
depreciation rates. These rates are presented in Table B and it is recommended that the 
Company continue to use these depreciation rates by individual National Association of 
Regulatory Utility Commissioners category. 

Staff recommends the annual water testing expense of $3,252 reported by the Company 
be used for purposes of this application. 

Staff recommends that Company file each May a report covering the previous year (Start 
in May 2014 to cover the year of 2013) that contains all work activities undertaken in 
accordance with Decision No. 71878 regarding the plan for reducing water loss to below 
10 percent. The written report should continue until Staff receives a report that the water 
loss for all Valencia Greater Buckeye water systems is 10 percent or less for one full year 
(1 2 months). 

The Company reported that the BulferrPrimrose water system (Public Water System 
(“PWS”) 07-1 14) sold more water than it pumped in test year 201 1. The quantity of 
water sold cannot exceed the quantity of water pumped for the same period of time which 
suggests that the water use data reported is invalid. Staff recommends that the Company 
monitor the Bulfer/Primrose water system and submit the gallons pumped and sold to 
determine the non-account water for one full year. The Company should coordinate when 
it reads the well meters each month with customer billing so that an accurate accounting 
is determined. 

The Company has not requested any changes in its service line and meter installation 
charges that were approved in its last rate application. Therefore, Staff recommends 
continued use of the Company’s current meter and service line installation charges. 
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A. LOCATION OF COMPANY 

Valencia Water Company - Greater Buckeye Division (“Valencia Greater Buckeye” or 
“Company”) is located approximately 40 miles west of downtown Phoenix in Maricopa County 
with a certificated area covering approximately 4,300 acres. Figure 1 shows the location of 
Valencia Greater Buckeye within Maricopa County and Figure 2 shows the certificated area 
which consists of separate parcels in and around the Town of Buckeye. 

B. DESCRIPTION OF THE WATER SYSTEMS 

The plant facilities were visited on April 1 1 201 3, by Jian Liu, Staff Utilities Engineer, in 
the accompaniment of Ron Fleming, Harold Thomas, Larry Thomas and Joel Wade of the 
Company. The Company operates four independent water systems with brief descriptions as 
follows: 

1. Sun Valley/Sweetwater I, Public Water System (“‘PWS”) 07-195: This system consists of 
a well that-pumps water into a 125,000 gallon storage tank, three booster pumps then 
pump the water to a 3,000 gallon pressure tank before delivery to customers through the 
distribution system. This system serves 393 active service connections. 

2. Sweetwater II, PWS 07-129: This system is currently being operated as a consecutive 
water system to the City of Goodyear. This system serves 89 active service connections. 

3. Bulfer/ Primrose, PWS 07-1 14: This system consists of a well (producing approximately 
40 gpm) that pumps water into a 130,000 gallon storage tank, three booster pumps then 
pump the water to a 2,400 gallon pressure tank before delivery to customers through 
distribution system. This system serves 89 active service connections 

4. Sonoran Ridge, PWS 07-732: This system consists of a well (producing approximately 
150 gpm), one arsenic treatment system, a 250,000 gallon storage tank, 5,000 gallon 
pressure tank and distribution system. This system serves 56 active service connections. 
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Combined detailed plant facility listings are as follows: 

I 
LocatiodNo. 

Sweetwater I 

I Sonoran Ridge 

Table 1. Well Data (active wells only) 
Casing 
Depth 
(Feet) 

Meter Pump Pump Casing 
HP GPM Size Size ADWR ID # 

----- 
55-800947 30 275 20” 747 6” 

55-618513 5 40 8” 273 1 112” 
55-572657 I 30 I 150 I 6” I 700 I 4” 

Sun Valley/ Sweetwater I, PWS 07-1 95 

Storage Tanks Pressure Tanks Booster Pumps 
Capacity I Quantity Capacity I Quantity Capacity I Quantity 

I (gallons) I 

I Total 125,000 I 

4 12,305 518x314 418 42 
6 73.265 314 2 
8 13,825 1 7 
10 2,268 

Total Metered 427 
Connections 

Bulferl Primrose. PWS 07-1 14 
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Sonoran Ridge, PWS 07-732 

Staff concludes that the Valencia Greater Buckeye has adequate production capacity and 
storage capacity to serve the existing customer base and reasonable growth. 
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C. WATERUSE 

Water Sold 

Based on the information provided by the Company on its Water Use Data Sheets, water 
use for the year 201 1 is presented below for each system. 

Water Use, gallons per day (“GPD’) per connection 

Non-Account Water 

For each water system, the Company reported the following gallons pumped and gallons 
sold in 201 1,  which Staff used to determine the water loss per system: 

Table 2. Water Loss 

*Note: Gallons Purchased. 

Non-account water should be 10 percent or less and never more than 15 percent. It is 
important to be able to reconcile the difference between water sold and the water produced by the 
source. A water balance will allow a water company to identify water and revenue losses due to 
leakage, theft, and flushing. 

Decision No. 71878 (September 15, 2010) requires the 10 Global water systems, to file a 
detailed plan demonstrating how the various systems will reduce their water loss to less than 10 
percent. On December 14, 2010, Global Water filed a plan for reducing water loss to below 10 
percent in the 10 Global Utilities’ water systems, including two of the Valencia Greater Buckeye 
water systems: 
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0 PWS 07-129 Sweetwater I1 
PWS 07-195 Sun Valley/Sweehvater I 

Water loss for the above two water systems continued to exceed the Staffs recommended 
threshold of 10 percent in 20 I 1 , also water loss for the Sonoran Ridge water system jumped from 
approximately 9.30% in 2008 to 18.45% in 201 1. Staff recommends that the Company file each 
May a report covering the previous calendar year (with the first report due in May 2014 to cover 
the year of 2013) that contains all work activities undertaken in accordance with Decision No. 
71878 regarding the Company’s plan for reducing water loss below 10 percent. Staff further 
recommends that the written report continue until the water loss for all Valencia Greater Buckeye 
water systems is 10 percent or less for one full calendar year. 

The Bulfer/Primrose water system (PWS 07-114) more water sold than it pumped in 
201 1. This suggests that the water use data reported by the Company is invalid since the quantity 
of water sold to customers cannot exceed the quantity of water pumped at the source for the same 
period of time. Staff recommends that the Company monitor the Bulfer/Primrose water system 
and submit in its Annual Report filed with the Commission the gallons pumped and sold to 
determine the non-account water for one full year. The Company should coordinate when it 
reads the well meters each month with customer billing so that an accurate accounting is 
determined. 

D. GROWTH 

In July 2009, the Company had 600 customers, and in December 201 1, the Company had 
626 customers. The customer base grew at approximately 1.7% per year from July 2009 to 
December 201 1. The Company estimates that the customer base will grow at approximately 1 
percent per year for the next 5 years. 

E. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY COMPLIANCE 
(“ADEQ”) 

Compliance 

ADEQ or its formally delegated agent, the Maricopa County Environmental Services 
Department (“MCESD”), reported that the Valencia Greater Buckeye drinking water systems are 
currently delivering water that meets water quality standards required by 40 C.F.R. 141 (Title 40 
Code of Federal Regulations Part 141 National Primary Drinking Water Regulations) and 
Arizona Administrative Code, Title 18, Chapter 4. (MCESD report dated April 1 , 20 13) 

Water Testing Expense 

The Company reported a total testing expense of $3,251.93 during the test year, the 
Company provided invoices and other documents to support this amount. Staff has reviewed the 
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~~ 

3 09 
310 

information provided by the Company and recommends the Company’s reported annual testing 
expense of $3,252 (rounded) be used for purposes of this application. 

Raw Water Supply Mains 50 2.00 
Power Generation EauiDment 20 5 .OO 

F. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR”) 
COMPLIANCE 

311 
320 

Valencia Greater Buckeye is located in the Phoenix Active Management Area (“AMA”) 
and is subject to ADWR AMA reporting and conservation requirements. ADWR reported that 
Valencia Greater Buckeye is currently in compliance with departmental requirements governing 
water providers and/or community water systems. (ADWR compliance status report dated March 
13,2013). 

~ 

Pumping Equipment 8 12.5 
Water Treatment Eauioment 1 I 

G. ARIZONA CORPORATION COMMISSION (“ACC”) COMPLIANCE 

320.1 
320.2 

A check with the Utilities Division Compliance Section showed no delinquent 
compliance items for Valencia Greater Buckeye. (ACC Compliance Section Email dated May 17, 
2013) 

Water Treatment Plants 30 3.33 
Solution Chemical Feeders 5 20 .o 

H. DEPRECIATION RATES 

In the prior rate case, the Company adopted Staffs typical and customary water 
depreciation rates. These rates are presented in Table B and it is recommended that the Company 
continue to use these depreciation rates by individual National Association of Regulatory Utility 
Commissioners category. 

Y I 

NARUC Depreciable Plant I Acct. No. 1 

I 330 I Distribution Reservoirs & Standpipes - - 
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330.2 Pressure Tanks 20 5 .OO 
I 33 1 Transmission & Distribution Mains 50 2.00 

1 330.1 45 1 m 

333 [ Services 30 3.33 
334 
335 

Meters 12 8.33 
Hydrants 50 2.00 I 

I 336 
339 

Backflow Prevention Devices 15 6.67 
Other Plant & Misc Equipment 15 I 6.67 

340 
340.1 

Office Furniture & Equipment 15 6.67 
Computers & Software 3 33.33 

34 1 
342 

NOTES: 
I .  These depreciation rates represent average expected rates. Water companies may experience 

different rates due to variations in construction, environment, or the physical and chemical 
characteristics of the water. 

Transportation Equipment 5 20.00 
Stores Equbment 25 4.00 

2.  Acct. 348, Other Tangible Plant may vary fiom 5% to 50%. The depreciation rate would be set in 
accordance with the specific capital items in this account. 

I 343 
344 

I. OTHER ISSUES 

Tools, Shop & Garage Equipment 20 5.00 
Laboratory EauiDment 10 10.00 

1. Curtailment, BacMow Prevention and Best Management Practice (“BMP”) Tariffs 

I 345 
346 

Valencia Greater Buckeye has approved Curtailment and Backflow Prevention tariffs on 
file with the ACC. 

Power Operated Equipment 20 5.00 
Communication Esuipment 10 I 10.00 

The Company also has three approved BMP tariffs on file with the Commission. 

2. Service Line and Meter Installation Charges 

The Company has not requested any changes in its service line and meter installation 
charges that were approved in its last rate application. Therefore, Staff recommends continued 
use of the Company’s current meter and service line installation charges. 
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Engineering Report for: 
Santa Cruz Water Company for a Rate 
Increase 
Docket No. W-20446A-12-0314 (Rates) 

By: Jian W Liu 
Utilities Engineer 

May 28,2013 

EXECUTIVE SUMMARY 

CONCLUSIONS: 

1. Arizona Department Of Environmental Quality (“ADEQ’) regulates the Santa Cruz 
Water Company (“Santa Cruz” or   company")'^ Water System under ADEQ Public 
Water System (“PWS”) #11-131. ADEQ reported that the Santa Cruz is currently 
delivering water that meets water quality standards required by 40 C.F.R. 141 (Title 40 
Code of Federal Regulations Part 141 National Primary Drinking Water Regulations) and 
Arizona Administrative Code, Title 18, Chapter 4. (ADEQ report dated April 8,201 3). 

2. Santa Cruz is located in the Pinal Active Management Area (“MA”) and is subject to its 
AMA reporting and conservation requirements. Staff received an Arizona Department of 
Water Resources (“ADWR”) compliance status report dated March 13, 2013. ADWR 
reported that Santa Cruz is currently in compliance with departmental requirements 
governing water providers and/or community water systems. 

3. Staff concludes that Santa Cruz has adequate production capacity and storage capacity to 
serve the existing customer base and reasonable growth. 

4. A check with the Utilities Division Compliance Section showed no delinquent 
compliance items for Santa Cruz. (Compliance Section email dated March 14,2013). 

5.  Staff has inspected and verified completion of the post-test year plant additions. These 
two post-test year plant additions were in-service during Staff inspection on April 19, 
2013. (see Section L for details). 

6. Santa Cruz has approved Curtailment Plan and Backflow Prevention Tariffs on file with 
the Commission. 

7. Santa Cruz has ten approved Best Management Practice tariffs on file with the 
Commission. 



RECOMMENDATIONS 

1. In the prior rate case, the Company adopted Staffs typical and customary water 
depreciation rates. These rates are presented in Table B and it is recommended that the 
Company continue to use these depreciation rates by individual National Association of 
Regulatory Utility Commissioners category. 

2. Staff recommends the annual water testing expense of $32,871 reported by the Company 
be used for purposes of this application. 

3. The Company has not requested any changes in its service line and meter installation 
charges that were approved in its last rate application. Therefore, Staff recommends 
continued use of the Company’s current meter and service line installation charges. 

4. Staff recommends that within 90 days of a Decision in this matter the Company file with 
Docket Control, as a compliance item in this docket, a detailed plan demonstrating how 
the Company will reduce its water loss for Santa Cruz to less than 10 percent. If the 
Company finds that reduction of water loss to less than 10 percent is not cost-effective, 
the Company should submit, within 90 days of a Decision in this matter, a detailed cost 
analysis and explanation demonstrating why water loss reduction to less than 10 percent 
is not cost-effective. 
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A. LOCATION OF COMPANY 

Global Water - Santa Cruz Water Company (“Santa Cruz” or “Company”) is an Arizona 
public service corporation authorized to provide water service within portions of Pinal County, 
Arizona. Santa Cruz provided water service to approximately 16,000 active customers as of 
December 3 1,201 1. Figure 1 shows the location of Santa Cruz within Pinal County and Figure 2 
shows the certificated area. 

B. DESCRIPTION OF THE WATER SYSTEM 

The plant facilities were visited on April 19,201 3, by Jian Liu, Staff Utilities Engineer, in 
the accompaniment of Ron Fleming, Patrick Giles, Sarah Mahler and Joel Wade of the Company. 

The facility consists of 6 active wells with total pumping capacity of 11,315 gallon per 
minute (“GPM’) for potable water use, 4 active wells with total pumping capacity of 4,530 GPM 
for construction, golf course, irrigation, and lake water use purposes only, 5 storage tanks with 
total storage capacity of 6,500,000 gallons, hydro-pneumatic systems and a distribution system 
serving approximately 16,000 active connections. Staff concludes that the Santa Cruz has 
adequate production capacity and storage capacity to serve the existing customer base and 
reasonable growth. 

(Tabular Description of Water System) 

Well Data (active wells only) 

ADWR ID No. Casing 1 pumpm 1 :% 1 Depth(ft) 

55- 612737 Smith 100 1070 1000 
55- 617338 Vance 250 1965 300 
55- 621407 Neely West 250 1980 700 
55- 621406 Neely North 400 2000 1000 
55- 50994 1 Rancho Mirage Well#l 200 1500 1100 
55- 621410 Porter * 100 1000 400 
55- 801069 Cobblestone * 200 1280 600 
55- 624037 Glennwilde * 200 1650 1992 
55- 622132 Maricopa Meadows * UNK I 600 600 
55- 220627 Rancho Mirage Well#2 300 I 2800 990 
Total Production 

Note: GPM = gallons per minute. 

Casing Year 
Size(in) I Meter 1 Drilled I Size@) 

* These wells are used for construction, golf course and common area irrigation, and lake water use 
purposes only 
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Mains Customer Meters Fire Hydrants 
Quantity 

Total Metered 17,145 
Connections - 

C. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY COMPLIANCE 
(“ADEQ”) 

ADEQ regulates the Company’s Water System under ADEQ Public Water System 
(“PWS”) #11-131. ADEQ reported that the Santa Cruz is currently delivering water that meets 
water quality standards required by 40 C.F.R. 141 (Title 40 Code of Federal Regulations Part 141 
National Primary Drinking Water Regulations) and Arizona Administrative Code, Title 18, 
Chapter 4. (ADEQ report dated April 8,2013). 



Santa Cruz Water Company 

Page 3 
Dockct NO. W-20446A-12-03 14 

D. ARIZONA CORPORATION COMMISSION (“ACC”) COMPLIANCE 

A check with the Utilities Division Compliance Section showed no delinquent 
compliance items for the Company. (Compliance Section email dated March 14,2013) 

E. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR”) 
COMPLIANCE 

Santa Cruz is located in the Pinal Active Management Area (“AMA”) and is subject to its 
AMA reporting and conservation requirements. Staff received an ADWR compliance status 
report dated March 13, 20 13. ADWR reported that Santa Cruz is currently in compliance with 
departmental requirements governing water providers and/or conzmunity water systems. 

F. WATER TESTING EXPENSES 

The Company reported a total testing expense of $32,870.98 during the test year, the 
Company provided invoices and other documents to support this amount. Staff has reviewed the 
information provided by the Company and recommends the Company’s reported annual testing 
expense of $32,87l(rounded) be used for purposes of this application. 

G. WATERUSE 

Water Sold 

Based on the information provided by the Company, water use for the year 201 1 is 
presented below. The high monthly domestic water use was 381 gayday per service connection 
in October and the low monthly domestic water use was 123 gal/day per service connection in 
March. The average annual use was 263 gayday per service connection. 
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Non-account Water 

Non-account water should be 10% or less and never more than 15%. It is important to be 
able to reconcile the difference between water sold and the water produced by the source. A 
water balance will allow a water company to identi@ water and revenue losses due to leakage, 
theft, and flushing. The Company reported 1,740,941,000 gallons pumped and 1,526,802,000 
gallons sold, resulting in a water loss of 12.30% for 201 1 which exceeds Staffs recommended 
threshold of 10 percent. 

Santa Cruz reported approximately 3% water loss in test year 2008. Since water loss 
jumped from 3% to 12% for Santa Cruz from year 2008 to 201 1, Staff recommends that within 
90 days of a Decision in this matter the Company file with Docket Control, as a compliance item 
in this docket, a detailed pian demonstrating how the Company will reduce its water loss for 
Santa Cruz to less than 10 percent. If the Company finds that reduction of water loss to less than 
10 percent is not cost-effective, the Company should submit, within 90 days of a Decision in this 
matter, a detailed cost analysis and explanation demonstrating why water loss reduction to less 
than 10 percent is not cost-effective. 
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I H. GROWTH 

I In December 2007, Santa Cruz’s customer base was 15,717 customers. In December 
201 1, the Company had 16,015 customers. The customer base grew at approximately 0.5% per 

approximately 2% per year for the next 5 years. 
I year from year 2007 to 201 1. The Company estimates that the customer base will grow at 

I. DEPRECIATION RATES 

In the prior rate case, the Company adopted Stafrs typical and customary water 
depreciation rates. These rates are presented in Table B and it is recommended that the Company 
continue to use these depreciation rates by individual National Association of Regulatory Utility 
Commissioners category. 
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308 
309 

Table B. Depreciation Rates 

Infiltration Galleries 15 6.67 
Raw Water SuDDlv Mains 50 2.00 R 

I 

NARUC 
Acct. No. Depreciable Plant 

~~ 

3 10 
311 

Power Generation Equipment 20 5.00 
PumDine EauiDment 8 12.5 

~ 

320 
320.1 

Water Treatment Equipment 
Water Treatment Plants 30 3.33 

320.2 Solution Chemical Feeders 5 20.0 
330 

330.1 
Distribution Reservoirs & Standpipes 

Storage Tanks 45 2.22 
330.2 
33 1 

Pressure Tanks 20 5.00 
Transmission & Distribution Mains 50 2.00 

333 
334 

Services 30 3.33 
Meters 12 8.33 

1 

I 335 
336 

Hydrants 50 2.00 
Backflow Prevention Devices 15 6.67 

NOTES: 
1. These depreciation rates represent average expected rates. Water companies may experience different rates 

due to variations in construction, environment, or the physical and chemical characteristics of the water. 

~ 

339 
340 

2. Acct. 348, Other Tangible Plant may vary from 5% to 50%. The depreciation rate would be set in 
accordance with the specific capital items in this account. 

Other Plant & Misc Equipment 15 6.67 
Office Furniture & EauiDment 15 6.67 

340.1 I Computers & Software 5 20.00 
34 1 
3 42 

Transportation Equipment 5 20.00 
Stores EauiDment 25 4.00 

343 
344 

Tools, Shop & Garage Equipment 20 5.00 
Laboratow EauiDment 10 10.00 

\ 345 Power Operated Equipment 20 5.00 
346 Communication EauiDment I 10 10.00 
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J. CURTAILMENT PLAN AND BACKFLOW PREVENTION TARIFFS 

Santa Cruz has approved Curtailment Plan and Backflow Prevention Tariffs on file with 
the Commission. 

Santa Cruz has ten approved Best Management Practice tariffs on file with the 
Commission. 

K. METER AND SERVICE LINE INSTALLATION CHARGES 

The Company has not requested any changes in its service line and meter installation 
charges that were approved in its last rate application. Therefore, Staff recommends continued 
use of the Company’s current meter and service line installation charges. 

L. POST-TEST YEAR PLANT 

The Company submitted two post-test year plant additions for inclusion in rate base. 
These two post-test year project additions are as follows: 

Construction Status (As April 19,2013) 
1) Edison Road Waterline Extension; Completed 

2) Rancho El Dorado Water Distribution 
Campus Chlorination System Replacement; 

Completed 

Staff has inspected and verified completion of the post-test year plant additions 1) and 2) 
above. These two post-test year plant additions were in-service during Staffs inspection on April 
19,2013. 
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CONCLUSIONS 

Engineering Report for WILLOW VALLEY 
WATER CO., INC. 

Docket No. W-01732A-12-0315 (Rates) 

By: Jian Liu 
Utilities Engineer 

June 3,2013 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

Arizona Department of Environmental Quality (“ADEQ”) reported that the Willow 
Valley Water Co., Inc. (“Willow Valley” or the “Company”) drinking water systems are 
currently delivering water that meets water quality standards required by 40 C.F.R. 141 
(Title 40 Code of Federal Regulations Part 141 National Primary Drinking Water 
Regulations) and Arizona Administrative Code, Title 18, Chapter 4. (ADEQ report dated 
April 8,2013). 

The Company is not located in any Active Management Area (“AMA”) and is not subject 
to any AMA reporting and conservation requirements. ADWR reported that Willow 
Valley is currently in compliance with departmental requirements governing water 
providers and/or community water systems. (ADWR compliance status report dated 
March 13,2013). 

A check with the Utilities Division Compliance Section showed no delinquent 
compliance items for Willow Valley. (ACC Compliance Section Email dated May 17, 
2013). 

Willow Valley has approved Curtailment Plan and Backflow Prevention Tariffs on file 
with the Commission. 

The Company also has three approved Best Management Practice (“BMP”) tariffs on file 
with the Commission. 

Staff concludes that Willow Valley has adequate production capacity and storage capacity 
to serve the existing customer base and reasonable growth. 

Staff inspected the plant facilities on April 16, 2013. The post-test year plant addition 
was not in-service during Staff’s inspection. According to the Company project has been 
delayed and will not be completed until late 20 13. (see Section I for details). 



RECOMMENDATIONS 

1. 

2. 

3. 

4. 

In the prior rate case, the Company adopted S ta r s  typical and customary water 
depreciation rates. These rates are presented in Table B and it is recommended that the 
Company continue to use these depreciation rates by individual National Association of 
Regulatory Utility Commissioners category. 

Staff recommends the annual water testing expense of $15,708 (rounded) be used for 
purposes of this application. 

Staff recommends that the Company file each May a report covering the previous 
calendar year (with the first report due in May 2014 to cover the year of 2013) that 
contains all work activities undertaken in accordance with Decision No. 71 878 regarding 
the Company’s plan for reducing water loss below 10 percent. Staff further recommends 
that the written report continue until the water loss for all Willow Valley water systems is 
10 percent or less for one fill calendar year. 

The Company has not requested any changes in its service line and meter installation 
charges that were approved in its last rate application. Therefore, Staff recommends 
continued use of the Company’s current meter and service line installation charges. 
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A. LOCATION OF COMPANY 

Willow Valley Water Co., Inc. (“Willow Valley” or the “Company”) is an Arizona public 
service corporation authorized to provide water service within portions of Mohave County, 
Arizona. Willow Valley provides service to approximately 1,500 active connections. Figure 1 
shows the location of Willow Valley within Mohave County and Figure 2 shows the certificated 
area. 

B. DESCRIPTION OF THE WATER SYSTEMS 

The plant facilities were visited on April 16,201 3, by Jian Liu, Staff Utilities Engineer, in 
the accompaniment of Joel Wade, and Justin Waters of the Company. The Company operates 
two independent water systems. Brief descriptions of the two systems are as follows: 

1. King Street, Public Water System C‘PWS’) 08-040: This system consists of two wells 
producing a total of 800 gallons per minute (“gpm”), three storage tanks, eight booster 
pumps, three pressure tanks, Iron and Manganese removal systems and a distribution 
system. This system served 1,374 active connections at the end of 201 1. 

2. Lake Cimarron, PWS 08-129: This system consists of two wells, producing a total of 415 
gpm, a storage tank, four booster pumps, a pressure tank and a distribution system. There 
is an Iron and Manganese removal system. This system served 128 active connections at 
the end of 201 1. 

Detailed plant facility listings are as follows: 
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King Street. PWS 08-040 

Well Data (active wells only) 

Pump Locat ion/No . I 
Unit 17 - Secondary 

1 Unit 17 -Primary I 55-208170 I 30 
1 Total Production I - l -  

300 8” 100 4” 
500 9” 120 6” 
800 - - 
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LocatiodNo. 

Lake Cimarron Small 
Lake Cimarron Large 
Total Production 

Lake Cimarron, PWS 08-129 

Casing 
ADWRID Pump Pump casing Depth 

(Feet) 
55-604161 10 225 6” 100 4” 
55-604160 7.5 190 12- 60 4” 

- - 415 - - - 

Meter 
Size # HP GPM Size 

Well Data (active wells only) 

Storage Tanks 
Capacity Quantity 
(gallons) 

196,000 1 

Total 196,000 

Pressure Tanks Booster Pumps 
Capacity Quantity Capacity Quantity 
(gallons) ow 

5,800 1 20 2 
25 2 
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C. WATERUSE 

Water Sold 

Based on the information provided by the Company in its Water Use Data Sheets, water 
use for the year 201 1 is presented below for each system. 

Water Use, gallons per day (“GPD”) per connection 

Non-Account Water 

For each water system, the Company reported the following gallons pumped and gallons 
sold in 20 1 1, which Staff used to determine the water loss per system: 

Water Loss 

~~ ~ ~ 

I King Street, PWS 08-040 89,824,000 68,713,60 23.5 
Lake Cimarron, PWS 08-129 10,806,000 8,300,000 23.19 

Non-account water should be 10 percent or less and never more than 15 percent. It is 
important to be able to reconcile the difference between water sold and the water produced by the 
source. A water balance will allow a water company to identify water and revenue losses due to 
leakage, theft, and flushing. 

Decision No. 71878 (September 15, 2010) requires the 10 Global water systems, to file a 
detailed plan demonstrating how the various systems will reduce their water loss to less than 10 
percent. On December 14, 2010, Global Water filed a plan for reducing water loss to below 10 
percent in the 10 Global Utilities’ water systems, including the two Willow Valley water 
systems: 

0 King Street, PWS 08-040 
0 Lake Cimarron, PWS 08-129 
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inued to exceed the Staffs re Water loss for the above two water systems con ommended 
threshold of 10 percent in 201 1. Staff recommends that the Company file each May a report 
covering the previous calendar year (with the first report due in May 2014 to cover the year of 
2013) that contains all work activities undertaken in accordance with Decision No. 71878 
regarding the Company’s plan for reducing water loss below 10 percent. Staff further 
recommends that the written report continue until the water loss for all Willow Valley water 
systems is 10 percent or less for one full calendar year. 

D. GROWTH 

In July 2009, the Company had 1,528 customers, and in December 2011, the Company 
had 1,502 customers. Willow Valley lost 26 customers from July 2009 to December 201 1. The 
Company estimates that the customer base will remain the same (with little or no growth) for the 
next 5 years. 

Staff concludes that the Willow Valley has adequate production capacity and storage 
capacity to serve the existing customer base and reasonable growth. 

E. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY COMPLIANCE 
(“ADEQ”) 

Compliance 

ADEQ reported that the Willow Valley drinking water systems are currently delivering 
water that meets water quality standards required by 40 C.F.R. 141 (Title 40 Code of Federal 
Regulations Part 14 1 National Primary Drinking Water Regulations) and Arizona Administrative 
Code, Title 18, Chapter 4. (ADEQ report dated April 8,2013). 

Water Testing Expense 

Willow Valley reported a total testing expense of $20,992.93 during the test year, the 
Company provided invoices and other documents to support this amount. 

Willow Valley reported the following annual water testing expense for last 4 years 
(rounded): 

Year 2009 - $16,874 
Year 2010 - $1 1,252 
Year 201 I - $20,993 
Year 2012 - $13,712 
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Therefore, average annual water testing expense from 2009 to 2012 is $15,707.75. Staff 
reviewed these expenses and supporting documentation provided by the Company. Staff 
recommends the annual water testing expense of $15,708 (rounded) be used for purposes of this 
application. 

F. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR”) 
COMPLIANCE 

The Company is not located in any Active Management Area (“AMA”) and is not subject 
to any ADWR Ah4A reporting and conservation requirements. ADWR reported that Willow 
Valley is currently in compliance with departmental requirements governing water providers 
andor community water systems, (ADWR compliance status report dated March 13,2013). 

G. ARIZONA CORPORATION COMMISSION (“ACC”) COMPLIANCE 

A check with the ACC Utilities Division Compliance Section showed no delinquent 
compliance items for the Company. (ACC Compliance Section Email dated May 17,2013). 

H. DEPRECIATION RATES 

In the prior rate case, the Company adopted Staff’s typical and customary water 
depreciation rates. These rates are presented in Table B and it is recommended that the Company 
continue to use these depreciation rates by individual National Association of Regulatory Utility 
Commissioners category. 
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NARUC 
Acct. No. 

3 04 
305 
306 
307 
308 
3 09 
310 
31 1 
320 

320.1 
320.2 
330 

Depreciable Plant 

1 ‘4; 1 :::: 1 Lake,River,CanalIntakes 
Wells & Springs 
Infiltration Galleries 6.67 

Power Generation Eauioment 20 5.00 
Raw Water Supply Mains 2.00 

Pumping Equipment 8 12.5 
Water Treatment Equipment 

Water Treatment Plants 30 3.33 

I 
Solution Chemical Feeders 5 20.0 

Distribution Reservoirs & Standuipes 
330.1 Storage Tanks 45 2.22 
330.2 Pressure Tanks 20 5 .OO 

I 

33 1 I Transmission & Distribution Mains 50 2.00 I 
333 Services 30 3.33 
334 Meters 12 I 8.33 R 
335 
336 

Hydrants 50 2.00 
Backflow Prevention Devices 15 6.67 I 

NOTES: 
1. These depreciation rates represent average expected rates. Water companies may experience 

different rates due to variations in construction, environment, or the physical and chemical 
characteristics of the water. 

2. Acct. 348, Other Tangible Plant may vary fiom 5% to 50%. The depreciation rate would be set in 
accordance with the specific capital items in this account. 
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I. POST-TEST YEAR PLANT 

The Company submitted one post-test year plant addition for inclusion in rate base, the 
West Valley Region Supervisory Control and Data Acquisition (“SCADA”) system for Willow 
Valley Water Company. 

Staff inspected the plant facilities on April 16, 2013. This post-test year plant addition 
was not in-service during Staffs inspection. According to the Company its SCATA project has 
been delayed and will not be completed until late 20 13. 

J. OTHER ISSUES 

1. Curtailment, Backflow Prevention and Best Management Practice (“BMP”) Tariffs 

Willow Valley has approved Curtailment and Backflow Prevention tariffs on file with the 
ACC. 

The Company also has three approved BMP tariffs on file with the Commission. 

2. Service Line and Meter Installation Charges 

The Company has not requested any changes in its service line and meter installation 
charges that were approved in its last rate application. Therefore, Staff recommends continued 
use of the Company’s current meter and service line installation charges. 
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Figure 1. County Map 
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EXECUTIVE SUMMARY 

CONCLUSIONS: 

Engineering Report 
For Global Water-Palo Verde Utilities 
Company 
Docket No. SW-20445A-12-0310 
(Rate Increase Application) 

By Jian W Liu 

June 18,2013 

1. Arizona Department of Environmental Quality (“ADEQ’) regulates the Global Water- 
Palo Verde Utilities Company (“Palo Verde” or “Company”) under Permit No. 49076. 
Per an April 16,2013, Compliance Status Report issued by ADEQ, during the period of 
January Ist, 2012 through December 31st, 2012, there were more than 200 times when 
daily exceedance for turbidity occurred, other violations were also reported by ADEQ. 

2. A check with the Utilities Division Compliance Section showed no delinquent 
compliance items for Palo Verde. 

3. All of the post-test year plant additions except West.Lagoon Clean Closure were in- 
service during Staff s inspection. (See Section 1 for more details). 

4. Staff concludes that Palo Verde has adequate treatment capacity to serve the existing 
customer base and reasonable growth. 

RECOMMENDATIONS: 

1 .  

2. 

3. 

In the prior rate case, the Company adopted Staffs typical and customary depreciation 
rates. These rates are presented in Table G-1 and it is recommended that the Company 
continue to use these depreciation rates by individual National Association of Regulatory 
Utility Commissioners category. 

Staff recommends the annual testing expense of $40,577 reported by the Company be 
used for purposes of this application. 

Staff recommends that any increase in rates and charges approved in this proceeding not 
become effective until the first day of the month following the Company’s filing of an 
updated ADEQ Compliance Status Report indicating that the Company is in compliance 
with ADEQ requirements. 
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A. LOCATION OF COMPANY 

Global Water-Palo Verde Utilities Company (“Palo Verde” or “Company”) is an Arizona 
public service corporation authorized to provide wastewater service within portions of Pinal 
County, Arizona. Palo Verde provided wastewater service to approximately 15,800 active 
customers as of Decembcr 3 1 , 201 1. Figure 1 shows the location of Palo Verde within Pinal 
County and Figure 2 shows the certificated area. 

B. DESCRIPTION OF THE WASTEWATER SYSTEM 

Palo Verde owns and operates an enclosed three million gallon per day (“MGD”) 
sequential batch reactor (“SBR”) treatment plant, sand fiIters, ultra violet disinfection units and 
an effluent reuse and surface water disposal system to serve its customers. 

The plant facilities were visited on April 19,2013, by Jian Liu, Staff Utilities Engineer, in 
the accompaniment of Ron Fleming, Patrick Giles, Sarah Mahler and Joel Wade of the Company. 

Lift Stations 

Cobblestone 2 18 1,200 8,900 
McDavid 2 70 650 15,000 
Maricopa Groves 2 40 750 24,600 
Alterra 2 15 690 13,200 

Mains 
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Manholes 

I 1 

Service Laterals 

Diameter Length (Feet) 

4-inch 2 1,669 
Unknown 3 I 

I Total: 2 1,672 I 

C. WASTEWATER FLOW 

Based on the information provided by the Company, wastewater flow for the year 201 1 is 
presented in Figure 3. For the average daily flows, January and February 201 1 experienced the 
highest flow of 146 gallons per day (“GPD”) per connection, and July 2011 experienced the 
lowest flow of 121 GPD per connection. The average annual wastewater flow was 133 GPD per 
connection. 

For the peak day flows, January 201 1 experienced the highest flow of 167 GPD per 
connection, and July 201 1 experienced the lowest flow of 132 GPD per connection. 

D. GROWTH 

In July 2009, the Company had 14,997 customers. In December 201 1, the Company had 
15,831 customers. The customer base grew at approximately 2.22% per year from July 2009 to 
December 201 1. The Company estimates that the customer base will grow at approximately 2% 
per year for the next 5 years. 

Staff concludes that Palo Verde has adequate treatment capacity to serve the existing 
customer base and reasonable growth. 

E. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY (“ADEQ”) 
COMPLIANCE 

ADEQ regulates the Palo Verde wastewater treatment plant under Permit No. 49076. Per 
an April 16, 2013 Compliance Status Report issued by ADEQ, during the period of January lSt, 
20 12 through December 3 1 st, 20 12, there were more than 200 times when daily exceedance for 



I 

I Staff recommends that any increase in rates and charges approved in this proceeding not 
become effective until the first day of the month following the Company’s filing of an updated 
ADEQ Compliance Status Report indicating that the Company is in compliance with ADEQ 
requirements. 
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turbidity occurred, other violations were also reported by ADEQ. Please see Attachment 1: 
ADEQ Compliance Status Report for more details. 

F. ARIZONA CORPORATION COMMISSION (“ACC”) COMPLIANCE 

A check with the Utilities Division Compliance Section showed no delinquent 
compliance items. (ACC Compliance Section Email dated March 12,2013). 

G. DEPRECIATION RATES 

In the prior rate case, the Company adopted Staffs typical and customary depreciation 
rates. These rates are presented in Table G-1 and it is recommended that the Company continue 
to use these depreciation rates by indivjdual National Association of Regulatory Utility 
Commissioners category. 
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Table G-1. Wastewater Depreciation Rates 

Depreciable Plant 

355 Power Generation Equipment 20 5.00 
3 60 Collection Sewers - Force 50 2.0 
36 1 Collection Sewers- Gravity 50 2.0 
3 62 Soecial Collecting Structures 50 2.0 
363 Services to Customers 50 2.0 
3 64 Flow Measuring Devices 10 10.0 
365 Flow Measuring Installations 10 10.00 
366 Reuse Services 50 2.00 
367 I Reuse Meters & Meter Installations 12 8.33 
370 I Receiving: Wells 30 3.33 
371 Pumping Equipment 8 12.50 
3 74 Reuse Distribution Reservoirs 40 2.50 

1 3 75 Reuse Transmission & Distribution System 40 2.50 
3 80 Treatment & Dis~osal Eauiument 20 5.0 
38 1 Plant Sewers 20 5.0 
3 82 Outfall Sewer Lines 30 3.33 
389 Other Plant & Miscellaneous Equipment 15 6.67 
3 90 Office Furniture & Equipment 15 6.67 

390.1 Comouters & Software 5 20.0 
391 Transportation Equipment 5 20.0 
392 Stores Eauiument 25 4.0 

t 3 93 Tools, Shop & Garage Equipment 20 5.0 
394 Laboratory Equipment 10 10.0 
3 95 Power Operated Equipment 20 5 .O 
3 96 Communication Eauioment 10 10.0 

NOTE: Acct. 398, Other Tangible Plant may vary from 5% to 50%. The depreciation rate 
would be set in accordance with the specific capital items in this account. 
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H. Palo Verde Utilities Company Testing Expenses 

The Company reported a total testing expense of $40,576.80 during the test year, the 
Company provided invoices and other documents to support this amount. Staff has reviewed the 
information provided by the Company and recommends the Company’s reported annual testing 
expense of $40,577 (rounded) be used for purposes of this application. 

I. POST-TEST YEAR PLANT 

The Company submitted eight post-test year plant additions for inclusion in rate base. 
These eight post-test year project additions are as follows: 

Construction Status (As April 19,2013) 

1) Campus I Water Reclamation Facility - 
- Phase 3 Expansion 

Completed 

2) Pipe Odor Control Completed 

3) West Lagoon Clean Closure and Conversion Ready to serve 

4) PEQB Completed 

5 )  SWR Manhole Rehabilitation and LS Improvement - Completed 
- Phase1 

6) Water Reclamation Facility Headworks Rehab Completed 

7) Sewer Manhole Rehab Completed 

8) Edison Road Sewer Line Extension Completed 

Staff has inspected and verified completion of the post-test year plant additions above. 
According to the Company the West Lagoon (as listed item 3) above) has been cleaned of all 
solids and is ready to be operational as a recycled water holding facility. This Lagoon was 
completely empty not being used during Staffs inspection on April 19,201 3. 

All of the post-test year plant additions listed above were in-service during Staffs 
inspection except item 3). 
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FIGUlUX 3 WASTEWATER FLOW 
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ARIZONA DEPARTMENT 

. ENVIRONMENTAL QUALITY 
OF 

1110 West Washington Street Phoenix, Arizona 85007 

Janice K. Brewer (602) 771-2300 www.azdeq.gov Henry R. Darwin 
Governor Director 

April 16,2013 

Arizona Corporation Commission 
Mr. Jian Liu, Utilities Engineer 
1200 W. Washington 
Phoenix, Arizona 85007 

RE: Compliance Status for Palo Verde Utilities WRF, Inventory number 105228, 
Place ID 5048, Permit number 49076 and 46128. ' 

Dear Mr. Liu, 
Your request for an evaluation of the compliance status for the above facility is completed. Our 
records indicate that above facility has Aquifer Protection Permit (APP) number 49076 and 
AZPDES permit number 46128 issued on 03/02/2010 and 2/24/2009 respectively. 

Review of the APP reporting requirements and self-monitoring results that have been submitted 
for the period of 1/1/2012 through 12/3 1/2012 indicate there are monitoring or reporting 
violations during the period as follows. 

1. Eighty one daily exceedance for turbidity - class A, at monitoring point 112749 during the 3d 
quarter 2012. 

2. Twenty six daily exceedance for turbidity - class A, at monitoring point 112749 during the 
4"' quarter 2012. 

3. Ninety two daily exceedance for daily average turbidity - class A, at monitoring point 
112749 during the 3d quarter 2012. 

4. Thirty daily exceedance for daily average turbidity - class A, at monitoring point 112749 
during the 4'h quarter 2012. 

5. Nine daily exceedance for e-coli at effluent pump station, at monitoring point 112746 during 
the 3'' quarter 201 2. 

6. Nine daily exceedance for e-coli at effluent pump station, at monitoring point 112749 during 
the 3Id quarter 2012. 

Review of the AZPDES reporting requirements and self-monitoring results that have been 
submitted for the period of 1/1/2012 through 1/31L2013 indicate there are monitoring or 
reporting violations during the period as follows. 

1 .  Single concentration average exceedance for total cyanide for month of January 2012, once 
every two weeks frequency at monitoring point 125014. 

Southern Regional OMce 
400 West Congress Street. Suite 433 .Tucson, AZ 85701 

(520) 626-6733 

Printed on re&& paper 

http://www.azdeq.gov
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2. Single concentration maximum cxceedance for e-coli for month of April 2012, four times a 
month fresuency at monitoring point 125014. 

3. Sqle  concentration average exceedance for e a l i  for month of April 2012, four times a 
month frequency at monitoring point 1250 14 

4. Single concentration maximum exceedance for total cyanide for month of January 2013, 
once every two weeks at monitoring point 125014. 

It should be understood that the compliance status of a facility may change from time to time 
based upon monitoring results or a facility inspection. This compliance review is based on the 
most current information available at the time the review was completed. 

Sincerely, 

Kathryn Bola& Manager, Data Unit 
Water Quality Compliance Section 
OBce: 602-771-4513 Fax: 602-771-4505 
boland.katlwn@azdw .EOV 

cc: Ron Fleming 
Susan Armijo 
Facility file 



BEFORE THE ARIZONA CORPORATION COMMISSION 

BOB STUMP 

GARY PIERCE 

BRENDA BURNS 

BOB BURNS 

SUSAN BITTER SMITH 

Chairman 

Commissioner 

Commissioner 

Commissioner 

Commissioner 

IN THE MATTER OF THE APPLICATION OF 

DIVISION FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE DESIGNED 
TO REALIZE A REASONABLE RATE OF 
RETURN ON THE FAIR VALUE OF ITS 
PROPERTY THROUGHOUT THE STATE OF 
ARIZONA. 

VALENCIA WATER COMPANY - TOWN 

IN THE MATTER OF THE APPLICATION OF 

COMPANY FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE DESIGNED 
TO REALIZE A REASONABLE RATE OF 
RETURN ON THE FAIR VALUE OF ITS 
PROPERTY THROUGHOUT THE STATE OF 
ARIZONA. 

GLOBAL WATER - PAL0 VERDE UTILITIES 

IN THE MATTER OF THE APPLICATION OF 
WATER UTILITY OF NORTHERN 
SCOTTSDALE, INC. FOR APPROVAL OF A 
RATE INCREASE. 

IN THE MATTER OF THE APPLICATION OF 
WATER UTILITY OF GREATER TONOPAH, 
INC. FOR THE ESTABLISHMENT OF JUST 
AND REASONABLE RATES AND CHARGES 
FOR UTILITY SERVICE DESIGNED TO 
REALIZE A REASONABLE RATE OF RETURN 
ON THE FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARTZONA. 

DOCKET NO. W-01212A-12-0309 

DOCKET NO. SW-20445A-12-0310 

DOCKET NO. W-03720A-12-03 11 

DOCKET NO. W-02450A- 12-03 12 



IN THE MATTER OF THE APPLICATION OF 

BUCKEYE DIVISION FOR THE 
ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE A 
REASONABLE RATE OF RETURN ON THE 
FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA. 

VALENCIA WATER COMPANY - GREATER 

IN THE MATTER OF THE APPLICATION OF 

COMPANY FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE DESIGNED 
TO REALIZE A REASONABLE RATE OF 
RETURN ON THE FAIR VALUE OF ITS 
PROPERTY THROUGHOUT THE STATE OF 
ARIZONA. 

GLOBAL WATER - SANTA CRUZ WATER 

IN THE MATTER OF THE APPLICATION OF 
WILLOW VALLEY WATER COMPANY FOR 
THE ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE A 
REASONABLE RATE OF RETURN ON THE 
FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA. 

DIRECT 

DOCKET NO. W-0245 1 A-1 2-03 13 

DOCKET NO. W-20446A-12-03 14 

DOCKET NO. W-O1732A-12-03 15 

TESTIMONY 

OF 

JOHN A. CASSIDY 

PUBLIC UTILITIES ANALYST 

UTILITIES DIVISION 

ARIZONA CORPORATION COMMISSION 

JULY 8,20 13 



TABLE OF CONTENTS 

PAGE 

I . INTRODUCTION ............................................................................................................. 1 
Summary of Testimony and Recommendations ....................................................................................................... 3 

THE WEIGHTED AVERAGE COST OF CAPITAL .................................................. 4 

. 

Global Parent Utilities’ Proposed Overall Fair Value Rate of Return ...................................................................... 4 

I1 . 
111 . CAPITAL STRUCTURE ................................................................................................. 6 

Background ............................................................................................................................................................... 6 
Global Parent Utilities’ Capital Structure ................................................................................................................. 7 
Staffs Capital Structure ........................................................................................................................................... 8 

COST OF DEBT ............................................................................................................. 10 IV . 
V . RETURN ON EQUITY .................................................................................................. 11 

Background ............................................................................................................................................................. 11 
Risk ......................................................................................................................................................................... 15 

VI . ESTIMATING THE COST OF EQUITY .................................................................... 18 

The Multi-Stage DCF ......................................................................................................................................... 29 
Capital Asset Pricing Model ................................................................................................................................... 31 

Introduction ............................................................................................................................................................ 18 
Discounted Cash Flow Model Analysis .................................................................................................................. 19 

VI1 . SUMMARY OF STAFF’S COST OF EQUITY ANALYSIS ..................................... 35 

VI11 . OTHER COST OF EQUITY ESTIMATE FACTORS ............................................... 38 

IX . RATE OF RETURN RECOMMENDATION ............................................................. 40 

X . STAFF RESPONSE TO COMPANies’ COST OF CAPITAL WITNESS MR . 
MATTHEW J . ROWELL .............................................................................................. 40 

XI . CONCLUSION ............................................................................................................... 55 



SCHEDULES 

Capital Structure and Weighted Cost of Capital ..................................................................... JAC- 1 

Intentionally Left Blank .......................................................................................................... JAC-2 

Final Cost of Equity Estimates for Sample Water Utilities ................................................... JAC -3 

Average Capital Structure of Sample Water Utilities ............................................................ JAC -4 

Growth in Earnings & Dividends of Sample Water Utilities ................................................ JAC -5 

Sustainable Growth for Sample Water Utilities ..................................................................... JAC -6 

Selected Financial Data of Sample Water Utilities ................................................................ JAC -7 

Calculation of Expected Infinite Annual Growth in Dividends ............................................. JAC -8 

Multi-Stage DCF Estimates ................................................................................................... JAC -9 

EXHIBITS 

Staff Restatement of Matthew J . Rowel1 Schedule MJR-1 (Calculation of Comparable Earnings 
ROE) ........................................................................................................................ JAC -A 

Regulated and Non-Regulated Operating Revenues of Mr . Rowell’s Comparable Earnings 
Natural Gas Sample Companies ..................................................................... JAC . B 



EXECUTIVE SUMMARY 
VALENCIA WATER COMPANY-TOWN DIVISION, ET AL 

DOCKET NO. W-01212A-12-0309, ET AL 

The direct testimony of Staff witness John A. Cassidy addresses the following issues: 

Capital Structure - Staff recommends that the Commission adopt a consolidated capital structure 
for the Global Utilities (“Global Parent Utilities” or “Companies”) for this proceeding consisting 
of 57.8 percent debt and 42.2 percent equity. 

Cost of Ecwity - Staff recommends that the Commission adopt a 9.4 percent return on equity 
(“ROE”) for the Companies. Staffs estimated ROE for the Companies is based on an economic 
assessment adjustment and the results of its DCF and CAPM cost of equity methodology 
estimates for the sample companies of 8.9 percent for the capital asset pricing model (“CAPM) 
and 8.6 percent for the discounted cash flow method (“DCF”). 

Cost of Debt - Staff recommends that the Commission adopt a 6.1 percent cost of debt for the 
Companies. 

Overall Fair Value Rate of Return - Staff recommends that the Commission adopt a 7.5 percent 
overall fair value rate of return. 

Mr. Rowells’s Testimony - The Commission should reject the Companies’ proposed 11.44 
percent ROE for the following reasons: 

Mr. Rowell’s methodology erroneously assumes that accounting based realized returns 
on equity (“ROE”) are reflective of investor expectations of the cost of equity, and he 
assigns a two-thirds weighting to the results derived from his comparable earnings 
analysis and only a one-third weighting to the combined results derived fiom his market- 
based DCF and CAPM analyses. The samples used by Mr. Rowell in his comparable 
earnings analysis differ fiom those in both his DCF and C U M  analyses, with his 
comparable earnings sample consisting of fourteen publicly-traded utility companies (7 
water, 7 natural gas), his DCF sample consisting of fifteen companies (8 water, 7 natural 
gas) and his CAPM sample consisting of sixteen companies (8 water, 8 natural gas). A 
natural gas company excluded fiom his comparable earnings sample (AGL Resources) is 
included in his CAPM sample, and among the natural gas companies in that sample has 
the highest beta coefficient. Mr. Rowell calculates his realized ROE comparable earnings 
estimate on a weighted average basis, resulting in the gas sample companies having a 
disproportionate (i.e., 3-to-1) influence on his estimate relative to the water sample 
companies. The natural gas company (UGI Corporation) selected to replace AGL 
Resources in his comparable earnings sample accounts for almost 20 percent (19.73%) of 
his overall comparable earnings estimate, yet Mr. Rowell makes no adjustment to reduce 
UGI’s weighting factor by removing that portion of UGI’s eamings/common equity not 
subject to domestic rate regulation in the United States. Collectively, the natural gas 
sample weighting factor in Mr. Rowell’s comparable earnings analysis is overstated by 



35.85 percent, due to the failure to similarly reduce the eamings/common equity 
component of other natural gas sample companies having significant non-regulated 
operating revenues. Mr. Rowell’s constant growth DCF estimates rely exclusively on 
analysts’ forecasts for earnings per share growth, and the dividend yield has been 
upwardly adjusted by means of annual compounding. Mi. Rowell’s CAPM analyses 
employ an historical average risk-free rate, measured over the 32-year period January 1, 
1980 - December 31, 2011, rather than a current spot intermediate- or long-term U.S. 
Treasury rate. Mr. Rowell’s recommended cost of equity includes an upward 120 basis 
point Arizona Risk Premium adjustment to compensate the Companies for 
regulatory/small-size risk. 
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I. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION 

Please state your name, occupation, and business address. 

My name is John A. Cassidy. I am a Public Utilities Analyst employed by the Arizona 

Corporation Commission (‘‘Commissi~n’~) in the Utilities Division (“Staff ’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Public Utilities Analyst. 

I am responsible for the examination of financial and statistical information included in 

utility rate applications and other financial matters, including studies to estimate the cost 

of capital component in rate filings used to determine the overall revenue requirement, and 

for preparing written reports, testimonies and schedules to present Staffs 

recommendations to the Commission on these matters. 

Please describe your educational background and professional experience. 

I hold a Bachelor of Arts degree in History from Arizona State University, a Master of 

Library Science degree from the University of Arizona, and a Master of Business 

Administration degree with an emphasis in Finance from Arizona State University. While 

pursuing my MBA degree, I was inducted into Beta Gamma Sigma, the National Business 

Honor Society. I have passed the CPA exam, but opted not to pursue certification. I have 

worked professionally as a librarian, financial consultant and tax auditor and served as 

Staffs cost of capital witness in rate case evidentiary proceedings in my current as well as 

in a past tenure as a Commission employee. 
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Q. 
A. 

Q. 
A. 

What is the scope of your testimony in this case? 

My testimony provides Staff‘s recommended capital structure, retum on equity (“ROE”) 

and overall fair value rate of return (“FVROR”) for establishing the revenue requirements 

for the Global Utilities’ (“Global Parent Utilities” or “Companies”) pending rate 

application. 

Please provide a brief description of Global. 

The seven public service corporations seeking rate relief in this docket (collectively, the 

“Global Parent Utilities”) consist of three Class “A” utilities (Global Water - Santa Cruz 

Water Company, Global Water - Palo Verde Utilities Company, and Valencia Water 

Company - Town Division), one Class “B” utility (Willow Valley Water Company), two 

Class “C” utilities (Valencia Water Company - Greater Buckeye Division and Water 

Utility of Greater Tonopah), and one Class “D” utility (Water Utility of Northern 

Scottsdale). The Global Parent Utilities provide water and wastewater utility service to 

metered customers in parts of Maricopa, Mohave and Pinal Counties, Arizona, pursuant to 

certificates of convenience and necessity granted by the Commission. 

The Global Parent Utilities are owned by Global Water Resources, LLC (“GWR”), a 

limited liability corporation organized in 2003 to acquire, own, and manage a portfolio of 

water and wastewater utilities in the southwestern United States. An affiliate company, 

Global Water Management, LLC (“GWM) was formed to provide business development, 

management, construction project management, operations, and administrative services to 

GWR and all its regulated subsidiaries. In 2005, Global Water, Inc. (“GWI”), an Arizona 

corporation, was established as a subsidiary of GWR to acquire, own, and manage a 

portfolio of water and wastewater utilities. The Global Parent Utilities, as well as the 

unregulated Global affiliates noted above, are ultimately owned by Global Water 
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Resources, Inc. (“GWRI” or “Global Parent”), a publicly-traded entity listed on the 

Toronto Stock Exchange. 

Summary of Testimony and Recommendations 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Briefly summarize how Staff‘s cost of capital testimony is organized. 

Staffs cost of capital testimony is presented in eleven sections. Section I is this 

introduction. Section II discusses the concept of weighted average cost of capital 

(“WACC”). Section I11 presents the concept of capital structure and presents Staffs 

recommended capital structure for the Global Parent Utilities in this proceeding. Section 

IV presents Staffs cost of debt for the Global Parent Utilities. Section V discusses the 

concepts of ROE and risk. Section VI presents the methods employed by Staff to estimate 

the Global Parent Utilities’ ROE. Section VI1 presents the findings of Staff‘s ROE 

analysis. Section VIII presents additional factors considered in developing the cost of 

equity estimate for the Global Parent Utilities. Section IX presents Staffs FVROR 

recommendation. Section X presents Staffs comments on the direct testimony of the 

Company’s witness, Mr. Matthew J. Rowell. Finally, section XI presents the conclusions. 

Have you prepared any exhibits to accompany your testimony? 

Yes. I prepared ten schedules (JAC-1 to JAC-9) and Exhibits JAC-A and JAC-B in 

support Staffs cost of capital analysis. 

What is Staff‘s Fair Value Rate of Return (“FVROR”)? 

Staff recommends a 7.5 percent overall FVROR, as shown in Schedule JAC-1. The 

FVROR is calculated from the capital structure, ROE and cost of debt. Staffs capital 

structure is composed of 57.8 percent debt and 42.2 percent equity. Staffs estimated ROE 

for the Company is based on the results of its DCF and CAPM cost of equity methodology 
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estimates for the sample companies of 8.9 percent for the capital asset pricing model 

(“CAPM’) and 8.6 percent for the discounted cash flow method (“DCF”), and includes a 

60 basis point upward economic assessment adjustment. 

Global Parent Utilities’ Proposed Overall Fair Value Rate of Return 

Q. 

A. 

11. 

Q. 
A. 

Briefly summarize the Global Parent Utilities’ proposed capital structure, cost of 

debt, ROE and overall FVROR for this proceeding. 

As shown in Schedule JAC-1, the Global Parent Utilities proposes a different capital 

structure and cost of debt for each of the seven Global Parent Utilities operating units, and 

a uniform 1 1.44 percent ROE. As a consequence, the resulting overall FVROR is unique 

for each operating unit, as summarized in Table 1 : 

Table 1 

Global Parent Utilities ODerating Units 

Palo Verde Utilities Company 
Santa Cruz Water Company 
Valencia Water Company - Town Division 
Valencia Water Company - Greater Buckeye’ 
Water Utility of Greater Tonopah 
Willow Valley Water Company 
Water Utility of Northern Scottsdale 

WACC/ROR 

8.81% 
8.79% 

10.55% 
11.18% 
10.72% 
10.60% 
11.44% 

THE WEIGHTED AVERAGE COST OF CAPITAL 

Briefly explain the cost of capital concept. 

The cost of capital is the opportunity cost of choosing one investment over others with 

equivalent risk. In other words, the cost of capital is the return that stakeholders expect 

’ Schedule D-1 of the Company’s application shows 11.18% which is the mathematically correct calculation based on 
the Company’s supporting data. Table MJR 1 1 of Mr. Rowell’s direct testimony shows 11.07%. 
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for investing their financial resources in a determined business venture over another 

business venture. 

Q. 
A. 

Q. 
A. 

What is the overall cost of capital? 

The overall cost of capital for a firm issuing a variety of securities (Le., stock and 

indebtedness) represents an average of the various cost rates on all securities issued by the 

firm adjusted to reflect the relative weighting of each security within the firm’s capital 

structure. ,Thus, for any given firm, the overall cost of capital is the firm’s weighted 

average cost of capital. 

How is the WACC calculated? 

The WACC is calculated by adding the weighted expected return 

The WACC formula is: 

of firm’s securities. 

Equation 1. 
n 

WACC = w;*r i  

i =  1 

In this equation, Wi is the weight given to the ifi security (the proportion of the ifi security 

relative to the portfolio) and ri is the expected return on the ith security. 
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Q. 
A. 

III. 

Can you provide an example demonstrating application of Equation l? 

Yes. For this example, assume that an entity has a capital structure composed of 60 

percent debt and 40 percent equity. Also, assume that the embedded cost of debt is 6.0 

percent and the expected return on equity, i.e., the cost of equity, is 10.5 percent. 

Calculation of the WACC is as follows: 

WACC = (60% * 6.0%) + (40% * 10.5%) 

WACC= 3.60%+4.20% 

WACC = 7.80% 

The weighted average cost of capital in this example is 7.80 percent. The entity in this 

example would need to earn an overall rate of return of 7.80 percent to cover its cost of 

capital. 

CAPITAL STRUCTURE 

Background 

Q- 
A. 

Q. 
A. 

Please explain the capital structure concept. 

The capital structure of a firm is the relative proportions of each type of security: short- 

term debt, long-term debt (including capital leases), preferred stock and common stock-- 

that are used to finance the f m ’ s  assets. 

How is the capital structure expressed? 

The capital structure of a company is expressed as the percentage of each component of 

the capital structure (capital leases, short-term debt, long-term debt, preferred stock and 

common stock) relative to the entire capital structure. 
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YO 

As an example, the capital structure for an entity that is financed by $20,000 of short-term 

debt, $85,000 of long-term debt (including capital leases), $15,000 of preferred stock and 

$80,000 of common stock is shown in Table 2. 

Short-Term Debt 

Long-Term Debt 

Preferred Stock 

Common Stock 

Total 

$20,000 ($20,000/$200,000) 10.0% 

$8 5,000 ($85,000/$200,000) 42.5% 

$1 5,000 ($15,000/$200,000) 7.5% 

$80,000 ($80,000/$200,000) 40.0% 

$200,000 100% 

The capital structure in this example is composed of 10.0 percent short-term debt, 42.5 

percent long-term debt, 7.5 percent preferred stock and 40.0 percent common stock. 

Global Parent Utilities’ Capital Structure 

Q. 

A. 

What capital structure does the Global Parent Utilities propose? 

As noted, the Global Parent Utilities propose a different capital structure for each of its 

seven operating units. The capital structures for Palo Verde and Santa Cruz are developed 

from an imputation of Industrial Development Authority (“IDA”) bond debt carried on the 

books of the Global Parent; while the capital structures for the other Global Parent 

Utilities are based on the respective debt and equity balances of each as of the December 

31,201 1, test-year end (See Rowel1 Direct, p. 3, lines 5-8). 

In the 2009 Global rate case (Docket No. SW-20445A-09-0077 et al), Global proposed a similar imputation of IDA 
debt to Palo Verde and Santa Cruz, and such imputation was accepted by all parties. 
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Q. How do the proposed Global Parent Utilities capita1 structures compare to capital 

structures of publicly-traded water utilities? 

Schedule JAC-4 shows the capital structures of six publicly-traded water companies 

(“sample water companies” or “sample water utilities”) as of December 31, 2012. The 

average capital structure for the sample water utilities is comprised of approximately 51.2 

percent debt and 48.8 percent equity. As presented in Schedule JAC- 1, a review of the 

individual capital structures proposed for the Global Parent Utilities indicates that only 

Palo Verde (51.7% debt, 48.3% equity) and Santa Cruz (54.5% debt, 45.5% equity) have 

capital structures comparable to the average sample water utility capital structure, with 

Santa Cruz being the only Global Parent Utilities system more highly leveraged (54.5% 

debt) than the sample average capital structure (5  1.2% debt). In all other cases, the Global 

Parent Utilities proposed capital structures are far less leveraged (i.e., more equity rich) 

than the sample average capital structure, with Valencia - Town Division having the 

highest (21.3%) and Northern Scottsdale the lowest (0.0%) percentage of debt.3 

Staffs Capital Structure 

Q. What is Staff’s recommended capital structure for the Global Parent Utilities in this 

proceeding? 

A. Staff recommends a single, consolidated capital structure in this proceeding, one 

composed of both the aggregate combined debt and equity positions of all seven Global 

Parent Utilities, updated as of December 31,2012. Staffs recommended capital structure 

consists of 57.8 percent debt and 42.2 percent equity ($126,205,263 long-term debt and 

$92,10 1,433 common equity). 

Schedule MJR 11 of Rowel1 Direct erroneously shows the capital structure for the Consolidated West Valley 
(Valencia - Town, Valencia - Greater Buckeye and Water Utility of Greater Tonopah combined) as 22.41 % debt and 
77.59% equity. The mathematically correct capital structure using the amounts for the individual systems is 
composed of 18.33% debt and 81.67% equity. 
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Q. 

A. 

Q. 

A. 

W h y  is Staff recommending the use of a consolidated capital structure for purposes 

of setting rates in this docket? 

Staff recommends the use of a consolidated capital structure to recognize that 

management controls how to distribute the amounts of debt and equity capital available 

among the various individual systems that comprise the Global Parent Utilities. 

Ratepayers in the individual systems should not be subject to higher or lower capital costs 

relative to the other systems in the Global Parent Utilities due to these management 

decisions. Using a consolidate capital structure provides uniform capital costs among the 

individual systems to provide a measure of equity to ratepayers while providing kll cost 

recovery for the Company. As proposed by the Company, rates for each of the seven 

Global Parent Utilities would be set based upon unique capital structures and debt costs 

(the Company proposes a uniform 11.44 percent cost of equity for all of the Global Parent 

Utilities). 

Why did Staff choose to update its recommended capital structure as of December 

31,2012, for purposes of setting rates in this docket? 

The Global Parent Utilities filed its Application(s) in this docket on July 9,2012, utilizing 

a December 31, 2011, test-year end, and the capital structures proposed by the Company 

are reflective of the Global Parent Utilities’ financial position as of that date. More than 

18-months have elapsed since December 3 1, 20 1 1, and upon learning of changes which 

took place to the various Global Parent Utilities capital structures in calendar year 2012, 

Staff elected to update its capital structure to reflect those known and measureable 

changes for purposes of setting rates in this docket. Updating the capital structure to use 

more current rather than dated or stale information is a normal practice for Staff in similar 

circumstances. 
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Q. 

A. 

IV. 

Q. 

A. 

Q. 

A. 

For the reasons noted above, should the Global Parent Utilities proposed capital 

structures be relied upon for purposes of setting rates in this docket? 

No, they should not. 

COST OF DEBT 

What is the basis for the Global Parent Utilities proposed cost of debt in this 

proceeding? 

The Companies’ proposed cost of debt reflects the Global Parent Utilities embedded cost 

of debt, inclusive of the IDA bond debt imputed to Palo Verde and Santa Cruz, as of 

December 31, 201 1. The IDA bond debt imputed from the parent was allocated to Palo 

Verde ($62,047,253) and Santa Cruz ($50,745,824) as a function of the relative values of 

capital projects b d e d  by each system, respectively, through IDA bond debt proceeds. Of 

the remaining five Global Parent Utilities capital structures, four contained debt provided 

through loans issued by the Water Infrastructure Financing Authority of Arizona 

(“WIFA”): Valencia - Town Division ($3,436,964); Valencia - Buckeye Division 

($1 17,418); Greater Tonopah ($440,989); and Willow Valley ($417,008). Additionally, 

Valencia - Buckeye Division’s capital structure includes a Stewart Title (Garcia) loan 

($17,168), while the capital structure of Northern Scottsdale carried no debt. 

How have the capital structures of the individual Global Parent Utilities changed 

since the December 31,2011, test-year end date? 

Two notable events occurred during the 2012 calendar year which impacted the debt 

component of the various Global Parent Utilities’ capital structures. First, in June, 2012, 

Global secured an additional $7,625,000 of tax-exempt IDA revenue bonds (“Series 

2012A Bonds”) and $6,375,000 of taxable IDA revenue bonds (“Series 2012B Bonds”) 
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through the Industrial Development Authority for the County of Pima, Arizona! 

Subsequently, in August, 2012, Global repaid its outstanding WIFA loan debt in full.5 If 

this new IDA bond debt were to be imputed to Palo Verde and Santa Cruz in a manner 

similar to that previously done, its impact would be confined only to those two Global 

Parent Utilities capital structures. However, repayment of the WIFA loan debt effectively 

converts three of the four Global Parent Utilities’ (Valencia - Town Division, Greater 

Tonopah and Willow Valley) capital structures to 100 percent equity, while leaving 

another (Valencia - Buckeye Division) with a much diminished debt component (i.e., the 

Stewart Title (Garcia) loan). While covenants of IDA bonds restrict the locations where 

the proceeds can be expended, GWR and GWRI manage their capital structures and have 

flexibility in determining the amount of debt and equity available for use in the individual 

systems. 

Q. 
A. 

V. 

What cost of debt is Staff recommending? 

Staffs debt includes the debt included by the Global Parent Utilities which consist of 

$1 12,793,007 in IDA bonds issued prior to 201 1 at 6.46 percent and $12,186 for the 

Stewart Title (Garcia) loan at 8.00 percent. Staff’s debt also includes the IDA bonds 

issued in 2012, which is $13,400,000 at 3.30 percent. 

RETURN ON EQUITY 

Background 

Q. 

A. 

Please define the term “cost of equity capital.” 

The cost of equity is the rate of return that investors expect to earn on their investment in a 

business entity given its risk. In other words, the cost of equity to the entity is the 

Global Water Resources, Inc., Consolidated Financial Statements as of and for the Years Ended December 31, 2012 

Ibid. 

4 

and2011,p. 17. 
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investors’ expected rate of return on other investments of similar risk. As investors have a 

wide selection of stocks to choose fiom, they will choose stocks with similar risks but 

higher returns. Therefore, the market determines the entity’s cost of equity. 

Q- 
A. 

Q. 
A. 

Is there a correlation between interest rates and the cost of equity? 

Yes, there is a positive correlation between interest rates and the cost of equity, as the two 

tend to move in the same direction. This relationship is reflected in the CAPM formula. 

The CAPM is a market-based model employed by Staff for estimating the cost of equity. 

The CAPM is further discussed in Section VI of this testimony. 

What has been the general trend of interest rates in recent years? 

A chronological chart of interest rates is a good tool to show interest rate histor and 

identify trends. Chart 1 graphs intermediate U.S. treasury rates fkom January 4, 2002, to 

May 31,2013. 
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Chart 1 shows that intermediate-term interest rates trended downward from 2002 to mid- 

2003, trended upward through mid-2007, and have generally trended down since that time. 

What has been the general trend in interest rates longer term? 

US. Treasury rates from January 1962- May 2013 are shown in Chart 2. The chart shows 

that interest rates trended upward through the mid-1980s and have trended downward over 

the last 25 years. 
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Q. 
A. 

Q- 
A. 

Q. 

A. 

20% 

16% 

12% 

0% 

4% 

0% 

Chart 2: History of 5- and IO-Year Treasury Yields 

1962 1967 1972 1977 1982 1987 1992 1997 2002 2007 2012 

Source: Federal Reserve 

Do these trends suggest anything in terms of cost of equity? 

Yes. As previously noted, interest rates and the cost of equity tend to move in the same 

direction; therefore, the cost of equity has declined in the past 25 years. 

Do actual returns represent the cost of equity? 

No. The cost of equity represents investors’ expected returns and not realized returns. 

Is there any information available that leads to an understanding of the relationship 

between the equity returns required for a regulated water utility and those required 

in the market as a whole? 

Yes. A comparison of betas, a component of the CAPM discussed in Section VI, for the 

water utility industry and the market provide insight into this relationship. In theory, the 
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market has a beta value of 1.0, with stocks bearing greater risk (less risk) than the market 

having beta values higher than (lower than) 1 .O, respectively. Furthermore, in accordance 

with the C U M ,  the cost of equity capital moves in the same direction as beta. Therefore, 

because the average beta value (0.71)6 for a water utility is less than 1.0, the required 

return on equity for a regulated water utility is below that of the market as a whole. 

Risk 

Q- 
A. 

Q. 
A. 

Please define risk in relation to cost of capital. 

Risk, as it relates to an investment, is the variability or uncertainty of the return on a 

particular security. Investors are risk averse and require a greater potential return to invest 

in relatively greater risk opportunities, i.e., investors require compensation for taking 

on additional risk. Risk is generally separated into two components. Those components 

are market risk (systematic risk) and non-market risk (unsystematic risk, diversifiable risk 

or firm-specific risk). 

What is market risk? 

Market risk, or systematic risk, is the risk associated with an investment that cannot be 

reduced through diversification. Market risk stems from factors that affect all securities, 

such as recessions, war, inflation and high interest rates. Since these factors affect the 

entire market they cannot be eliminated through diversification. Market risk does not 

impact each security to the same degree. The degree to which a given security’s return is 

affected by market fluctuations can be measured using Beta. Beta reflects the business 

risk and the financial risk of a security. 

See Schedule JAC-7. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Please define business risk. 

Business risk is the fluctuation of earnings inherent in a firm's operations and 

environment, such as competition and adverse economic conditions that may impair its 

ability to provide returns on investment. Companies in the same industry or similar lines 

of business tend to experience the same fluctuations in business cycles. 

Please define financial risk 

Financial risk is the fluctuation of earnings, inherent in the use of debt financing, that may 

impair a firm's ability to provide adequate return; the higher the percentage of debt in a 

firm's capital structure, the greater its exposure to financial risk. 

Do business risk and financial risk affect the cost of equity? 

Yes. 

Is a firm subject to any other risk? 

Yes. Examples of 

unsystematic risk include losses caused by labor problems, nationalization of assets, loss 

of a big client or weather conditions. Investors can eliminate firm-specific risk by holding 

a diverse portfolio; thus, it is not of concern to diversified investors. 

Firms are also subject to unsystematic or firm-specific risk. 

How does Global Parent Utilities financial risk exposure compare to that of Staff's 

sample group of water companies? 

JAC-4 shows the capital structures of Staffs six sample water companies as of December 

30, 2012, and Schedule JAC-I presents the proposed capital structures for each of the 

seven Global Parent Utilities as of the December 31, 201 1 test-year end. As shown, the 

sample water utilities were capitalized with approximately 5 1.2 percent debt and 48.8 
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percent equity. In contrast, the proposed Global Parent Utilities’ capital structures 

generally consist of less debt and more equity, with Santa Cruz being the only Global 

Parent Utility having greater exposure to financial risk &e., 54.5% debt) than the sample 

average capital structure (51.2% debt). Thus, as proposed by the Companies, the capital 

structures of the collective Global Parent Utilities bears less financial risk than does 

Staffs sample companies. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

As regards financial risk exposure, how does Staffs recommended capital structure 

compare to that of Staff’s sample group of water companies? 

As shown in Schedule JAC-1, Staff recommends a consolidated capital structure of 57.8 

percent debt and 42.2 percent equity. Staffs recommended consolidated capital structure 

suggests that the collective Global Parent Utilities bear slightly more financial risk 

exposure than does Staffs sample average capital structure, which consists of 5 1.2 percent 

debt and 48.8 percent equity. 

Does Staff recommend an upward adjustment to the COE to compensate the Global 

Parent Utilities for financial risk exposure? 

No. Staff considers a capital structure composed of between 40-60 percent debt to be 

reasonably balanced and economically efficient, and thus does not recommend an upward 

financial risk adjustment to the cost of equity in those instances. While it is true that a 

company should be compensated for financial risk, there is a range within which no 

adjustment should be made, and Staff considers the Global Parent Utilities’ 57.8 percent 

debt level to be within that range. 

Is firm-specific risk measured by beta? 

No. Firm-specific risk is not measured by beta. 
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Q. 
A. 

Q- 
A. 

VI. 

Is the cost of equity affected by firm-specific risk? 

No. Since fim-specific risk can be eliminated through diversification, it does not affect 

the cost of equity. 

Can investors expect additional returns for firm-specific risk? 

No. Investors who hold diversified portfolios can eliminate firm-specific rish and, 

consequently, do not require any additional return. Since investors who choose to be less 

than fully-diversified must compete in the market with fully-diversified investors, the 

former cannot expect to be compensated for unique risk. 

ESTIMATING THE COST OF EQUITY 

Introduction 

Q- 
A. 

Q. 
A. 

Did Staff directly estimate the cost of equity for the Global Parent Utilities? 

No. Although the Global Parent is a publicly-traded company listed on the Toronto Stock 

Exchange, its stock is thinly traded. Accordingly, Staff was unable to directly estimate its 

market cost of equity due to the lack of firm-specific market data. Instead, Staff estimated 

the Companies’ cost of equity indirectly, using a representative sample group of publicly 

traded water utilities as a proxy for the Global Parent Utilities. Use of a sample is 

appropriate, as it reduces the sample error resulting from random fluctuations in the 

market at the time the information is gathered. 

What water utilities did Staff select for its proxy group of sample companies? 

Staffs sample consists of the following six publicly-traded water utilities: American 

States Water, California Water, Aqua America, Connecticut Water Services, Middlesex 

Water and SJW Corp. Staff chose these companies because they are publicly-traded and 

receive the majority of their earnings from regulated operations. 
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Q. 

A. 

Q* 
A. 

What models did Staff implement to estimate the Global Parent Utilities’ cost of 

equity? 

Staff used two market-based models to estimate the cost of equity for the Global Parent 

Utilities: the DCF model and the CAPM. 

Please explain why Staff chose the DCF and CAPM models. 

Staff chose to use the DCF and CAPM models because they are widefy-recognized 

market-based models and have been used extensively to estimate the cost of equity. An 

explanation of the DCF and CAPM models follows. 

Discounted Cash Flow Model Analysis 

Q* 

A. 

Q. 
A. 

Please provide a brief summary of the theory upon u,,:h the DCF method o 

estimating the cost of equity is based. 

The DCF method of stock valuation is based on the theory that the value of an investment 

is equal to the sum of the future cash flows generated from the aforementioned investment 

discounted to the present time. This method uses expected dividends, market price and 

dividend growth rate to calculate the cost of capital. Professor Myron Gordon pioneered 

the DCF method in the -1960s. The DCF method has become widely used to estimate the 

cost of equity for public utilities due to its theoretical merit and its simplicity. Staff used 

the financial information for the relevant six sample companies in the DCF model and 

averaged the results to determine an estimated cost of equity for the sample companies. 

Does Staff use more than one version of the DCF? 

Yes. Staff uses two versions of the DCF model: the constant-growth DCF and the multi- 

stage or non-constant growth DCF. The constant-growth DCF assumes that an entity’s 
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dividends will grow indefinitely at the same rate. The multi-stage growth DCF model 

assumes the dividend growth rate will change at some point in the future. 

The Constant-Growth DCF 

Q. 
A. 

Q. 

A. 

What is the mathematical formula used in Staff's constant-growth DCF analysis? 

The constant-growth DCF formula used in Staffs analysis is: 

Equation 2 :  

4 
4 

K = - + g  

where: K = the cost of equity 
Dl = the expected annual dividend 
P, = the current stock price 
g = the expected infinite annual growth rate of dividends 

Equation 2 assumes that the entity has a constant earnings retention rate and that its 

earnings are expected to grow at a constant rate. According to Equation 2, a stock with a 

current market price of $10 per share, an expected annual dividend of $0.45 per share and 

an expected dividend growth rate of 3.0 percent per year has a cost of equity to the entity 

of 7.5 percent reflected by the sum of the dividend yield ($0.45/ $10 = 4.5 percent) and the 

3 .O percent annual dividend growth rate. 

How did Staff calculate the expected dividend yield @&) component of the 

constant-growth DCF formula? 

Staff calculated the expected yield component of the DCF formula by dividing the 

expected annual dividend (DI) by the spot stock price (PO) after the close of market on 

April 3,20 13, as reported by MSN Money. 
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Q. 

A. 

Q. 

A. 

Q* 

A. 

Why did Staff use the April 3,2013, spot price rather than a historical average stock 

price to calculate the dividend yield component of the DCF formula? 

The current, rather than historic, market price is used in order to be consistent with 

financial theory. In accordance with the Efficient Market Hypothesis, the current stock 

price is reflective of all available information relating to the stock, and as such reveals 

investors’ expectations of future returns. Use of historical average stock prices illogically 

discounts the most recent information in favor of less recent infomation. The latter is 

stale and is representative of underlying conditions that may have changed. 

How did Staff estimate the dividend growth (g) component of the constant-growth 

DCF model represented by Equation 2? 

The dividend growth component used by Staff is determined by the average of six 

different estimation methods, as shown in Schedule JAC-8. Staff calculated historical and 

projected growth estimates on dividend-per-share (“DPs”),7 earnings-per-share (“EPs”)8 

and sustainable growth bases. 

Why did Staff examine EPS growth to estimate the dividend growth component of 

the constant-growth DCF model? 

Historic and projected EPS growth are used because dividends are related to earnings. 

Dividend distributions may exceed earnings in the short run, but cannot continue 

indefinitely. In the long term, dividend distributions are dependent on earnings. 

Derived from information provided by Value Line. 
Derived from information provided by Value Line. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

How did Staff estimate historical DPS growth? 

Staff estimated historical DPS growth by calculating a compound annual DPS growth rate 

for each of its sample companies over the 10-year period, 2002-2012. As shown in 

Schedule JAC-5, the average historical DPS growth rate for the sample was 3.4 percent. 

How did Staff estimate projected DPS growth? 

Staff calculated an average of the projected DPS growth rates for the sample water utilities 

from Value Line through the period, 2016-2018. The average projected DPS growth rate 

is 5.2 percent, as shown in Schedule JAC-5. 

How did Staff estimate historical EPS growth rate? 

Staff estimated historical EPS growth by calculating a compound annual EPS growth rate 

for each of its sample companies over the 10-year period, 2002-2012. As shown in 

Schedule JAC-5, the average historical EPS growth rate for the sample was 4.9 percent. 

How did Staff estimate projected EPS growth? 

Staff calculated an average of the projected EPS growth rates for the sample water utilities 

from Value Line through the period, 2016-2018. The average projected EPS growth rate 

is 4.7 percent, as shown in Schedule JAC-5. 

How does Staff calculate its historical and projected sustainable growth rates? 

Historical and projected sustainable growth rates are calculated by adding their respective 

retention growth rate terms (br) to their respective stock financing growth rate terms (vs), 

as shown in Schedule JAC-6. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

What is retention growth? 

Retention growth is the growth in dividends due to the retention of earnings. The 

retention growth concept is based on the theory that dividend growth cannot be achieved 

unless the company retains and reinvests some of its earnings. The retention growth is 

used in Staffs calculation of sustainable growth shown in Schedule JAC-6. 

What is the formula for the retention growth rate? 

The retention growth rate is the product of the retention ratio and the book/accounting 

return on equity. The retention growth rate formula is: 

Equation 3 :  
Retention Growth Rate = br 

where : b = the retention ratio (1 - dividend payout ratio) 
r = the accountinghook return on common equity 

How did Staff calculate the average historical retention growth rate (br) for the 

sample water utilities? 

Staff calculated the mean of the 10-year average historical retention rate for each sample 

company over the period, 2002-2012. As shown in Schedule JAC-6, the historical 

average retention (br) growth rate for the sample is 2.8 percent. 

How did Staff estimate its projected retention growth rate (br) for the sample water 

utilities? 

Staff used the retention growth projections for the sample water utilities for the period, 

2016-2018, fiom Value Line. As shown in Schedule JAC-6, the projected average 

retention growth rate for the sample companies is 3.8 percent. 
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Q. 

A. 

Q- 
A. 

When can retention growth provide a reasonable estimate of future dividend 

growth? 

The retention growth rate is a reasonable estimate of future dividend growth when the 

retention ratio is reasonably constant and the entity’s market price to book value (“market- 

to-book ratio”) is expected to be 1.0. The average retention ratio has been reasonably 

constant in recent years. However, the market-to-book ratio for the sample water utilities 

is 2.1, notably higher than 1 .O, as shown in Schedule JAC-7. 

Is there any financial implication of a market-to-book ratio greater than LO? 

Yes. A market-to-book ratio greater than 1.0 implies that investors expect an entity to 

earn an accountinghook return on its equity that exceeds its cost of equity. The 

relationship between required returns and expected cash flows is readily observed in the 

fixed securities market. For example, assume an entity contemplating issuance of bonds 

with a face value of $10 million at either 6 percent or 8 percent and, thus, paying annual 

interest of $600,000 or $800,000, respectively. Regardless of investors’ required retum on 

similar bonds, investors will be willing to pay more for the bonds if issued at 8 percent 

than if the bonds are issued at 6 percent. For example, if the current interest rate required 

by investors is 6 percent, then they would bid $10 million for the 6 percent bonds and 

more than $10 million for the 8 percent bonds. Similarly, if equity investors require a 9 

percent return and expect an entity to earn accountinghook returns of 13 percent, the 

market will bid up the price of the entity’s stock to provide the required retum of 9 

percent. 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

How has Staff generally recognized a market-to-book ratio exceeding 1.0 in its cost of 

equity analyses in recent years? 

Staff has assumed that investors expect the market-to-book ratio to remain greater than 

1 .O. Given that assumption, Staff has added a stock financing growth rate (vs) term to the 

retention ratio (br) term to calculate its historical and projected sustainable growth rates. 

Do the historical and projected sustainable growth rates Staff uses to develop its 

DCF cost of equity in this case continue to include a stock financing growth rate 

term? 

Yes. 

What is stock financing growth? 

Stock financing growth is the growth in an entity’s dividends due to the sale of stock by 

that entity, Stock financing growth is a concept derived by Myron Gordon and discussed 

in his book The Cost ofCupitul to a Public Utility.’ Stock financing growth is the product 

of the fraction of the funds raised from the sale of stock that accrues to existing 

shareholders (v) and the fiaction resulting fiom dividing the funds raised from the sale of 

stock by the existing common equity (s). 

Gordon, Myron J. The Cost of Capital to a Public Utili@. MSU Public Utilities Studies, Michigan, 1974. pp 31-35. 
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Q. 
A. 

Q. 
A. 

Q- 
A. 

What is the mathematical formula for the stock financing growth rate? 

The mathematical formula for stock financing growth is: 

Equation 4: 
Stock Financing Growth = vs 

where : v = Fraction of the funds raised from the sale of stock that accrues 
to existing shareholders 

common equity 
s = Funds raised from the sale of stock as a fraction of the existing 

How is the variable v presented above calculated? 

Variable v is calculated as follows: 

Equation 5 :  

book value 
v = I - (  

market value ) 
For example, assume that a share of stock has a $30 book value and is selling for $45. 

Then, to find the value of v, the formula is applied: 

v = l-(E) 

In this example, v is equal to 0.33. 

How is the variable s presented above calculated? 

Variable s is calculated as follows: 

Equation 6:  

Funds raised from the issuance of stock 
s =  

Total existing common equity before the issuance 
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For example, assume that an entity has $150 in existing equity, and it sells $30 of stock. 

Then, to find the value of s, the formula is applied: 

= (3 
In this example, s is equal to 20.0 percent. 

Q- 
A. 

Q. 
A. 

What is the vs term when the market-to-book ratio is equal to 1.0? 

A market-to-book ratio of 1.0 reflects that investors expect an entity to earn a 

booWaccounting return on their equity investment equal to the cost of equity. When the 

market-to-book ratio is equal to 1.0, none of the funds raised from the sale of stock by the 

entity accrues to the benefit of existing shareholders, i.e., the term v is equal to zero (0.0). 

Consequently, the vs term is also equal to zero (0.0). When stock financing growth is 

zero, dividend growth depends solely on the br term. 

What is the effect of the vs term when the market-to-book ratio is greater than 1.0? 

A market-to-book ratio greater than 1.0 reflects that investors expect an entity to earn a 

booWaccounting return on their equity investment greater than the cost of equity. 

Equation 5 shows that, when the market-to-book ratio is greater than 1 .O, the v term is also 

greater than zero. The excess by which new shares are issued and sold over book value 

per share of outstanding stock is a contribution that accrues to existing stockholders in the 

form of a higher book value. The resulting higher book value leads to higher expected 

earnings and dividends. Continued growth from the vs term is dependent upon the 

continued issuance and sale of additional shares at a price that exceeds book value per 

share. 
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Q. 
A. 

Q* 

A. 

Q. 

A. 

Q. 
A. 

What vs estimate did Staff calculate from its analysis of the sample water utilities? 

Staff estimated an average stock financing growth of 1.9 percent for the sample water 

utilities, as shown in Schedule JAC-6. 

What would occur if an entity had a market-to-book ratio greater than 1.0 as a result 

of investors expecting earnings to exceed its cost of equity, and subsequently 

experienced newly-authorized rates equal only to its cost of equity? 

Holding all other factors constant, one would expect market forces to move the company’s 

stock price lower, closer to a market-to-book ratio of 1.0, to reflect investor expectations 

of reduced expected future cash flows. 

If the average market-to-book ratio of Staffs sample water utilities were to fall to 1.0 

due to authorized ROES equaling their cost of equity, would inclusion of the vs term 

be necessary to Staffs constant-growth DCF analysis? 

No. As discussed above, when the market-to-book ratio is equal to 1.0, no portion of the 

funds raised from the sale of stock by the entity accrues to the benefit of existing 

shareholders because the v term is equal to zero; thus, the vs term is also equal to zero. 

When the market-to-book ratio equals 1 .O, dividend growth depends solely on the br term. 

Staffs inclusion of the vs term assumes that the market-to-book ratio continues to exceed 

1 .O, and that the sample water utilities will continue to issue and sell stock at prices above 

book value with the effect of benefitting existing shareholders. 

What are  Staffs historical and projected sustainable growth rates? 

Staffs estimated historical sustainable growth rate is 4.7 percent based on an analysis of 

earnings retention for the sample water companies. Staffs projected sustainable growth 
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rate is 5.7 percent based on retention growth projected by Value Line. Schedule JAC-6 

presents Staffs estimates of the sustainable growth rate. 

Q. 
A. 

Q. 
A. 

The 

Q. 

A. 

What is Staff's expected infinite annual growth rate in dividends? 

Staffs expected dividend growth rate (g) is 4.8 percent, which is the average of historical 

and projected DPS, EPS, and sustainable growth estimates. Staffs calculation of the 

expected infinite annual growth rate in dividends is shown in Schedule JAC-8. 

What is Staffs constant-growth DCF estimate for the sample utilities? 

Staffs constant-growth DCF estimate is 7.8 percent, as shown in Schedule JAC-3. 

&-Stage DCF 

Why did Staff implement the multi-stage DCF model to estimate the Global Parent 

Utilities' cost of equity? 

Staff generally uses the multi-stage DCF model to consider the assumption that dividends 

may not grow at a constant rate. The multi-stage DCF uses two stages of growth, the first 

stage (near-term) having a four-year duration, followed by the second stage (long-term) of 

constant growth. 
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Q* 
A. 

Q. 
A. 

Q. 
A. 

What is the mathematical formula for the multi-stage DCF? 

The multi-stage DCF formula is shown in the following equation: 

Equation 7 : 

Where: P, = currentstockprice 
0, = dividends expected during stage 1 

K = costofequity 
n = yearsof non -constant growth 
0, = dividend expected in year n 
g ,  = constant rate of growth expected after year n 

What steps did Staff take to implement its multi-stage DCF cost of equity model? 

First, Staff projected future dividends for each of the sample water utilities using near- 

term and long-term growth rates. Second, Staff calculated the internal rate of return (cost 

of equity) which equates the present value of the forecasted dividends to the current stock 

price for each of the sample water utilities. Lastly, Staff calculated an overall sample 

average cost of equity estimate. 

How did Staff calculate near-term (stage-1) growth? 

The stage-1 growth rate is based on Value Lines' projected dividends for the next twelve 

months, when available, and on the average dividend growth (g) rate of 4.8 percent, 

calculated in Staffs constant DCF analysis for the remainder of the stage. 
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Q. 

A. 

How did Staff estimate long-term (stage-2) growth? 

Staff calculated the stage-2 growth rate using the arithmetic mean rate of growth in Gross 

Domestic Product ("GDP") from 1929 to 2012." Using the GDP growth rate assumes 

that the water utility industry is expected to grow at the same rate as the overall economy. 

Q. 

A. 

What is the historical GDP growth rate that Staff used to estimate stage3 growth? 

Staff used 6.5 percent to estimate the stage-2 growth rate. 

Q. 

A. 

What is Staff's multi-stage DCF estimate for the sample utilities? 

Staffs multi-stage DCF estimate is 9.3 percent, as shown in Schedule JAC-3. 

Q. 

A. 

What is Staff's overall DCF estimate for the sample utilities? 

Staffs overall DCF estimate is 8.6 percent. Staff calculated the overall DCF estimate by 

averaging the constant growth DCF (7.8%) and multi-stage DCF (9.3%) estimates, as 

shown in Schedule JAC-3. 

Capital Asset Pricing Model 

Q. Please describe the CAPM. 

A. The CAPM is used to determine the prices of securities in a competitive market. The 

CAPM model describes the relationship between a security's investment risk and its 

market rate of return. Under the CAPM, an investor requires the expected return of a 

security to equal the rate on a risk-free security plus a risk premium. The model also 

assumes that investors will sufficiently diversify their investments to eliminate any non- 

systematic or unique risk." In 1990, Professors Harry Markowitz, William Sharpe, and 

lo www.bea.doc.gov. 
" The CAPM makes the following assumptions: 1) single holding period; 2) perfect and competitive securities 
market; 3) no transaction costs; 4) no restrictions on short selling or borrowing; 5) the existence of a risk-free rate; 
and 6) homogeneous expectations. 

http://www.bea.doc.gov
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Merton Miller earned the Nobel Prize in Economic Sciences for their contribution to the 

development of the CAPM. 

Q9 

A. 

Q. 
A. 

Did Staff use the same sample water utilities in its CAPM and DCF cost of equity 

estimation analyses? 

Yes. 

companies as did its DCF cost of equity estimation analysis. 

Staffs CAPM cost of equity estimation analysis uses the same sample water 

What is the mathematical formula for the CAPM? 

The mathematical formula for the CAPM is: 

where : R = risk freerate 

Rm = returnonmarket 
P = beta 
R,,, - R 
K = expected return 

= market risk premium 

The equation shows that the expected return (IS) on a risky asset is equal to the risk-free 

interest rate (Rf ) plus the product of the market risk premium (Rm - Rf) multiplied by the 

beta (p) coefficient, where beta represents the riskiness of the investment relative to the 

market. 
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Q* 
A. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

What is the risk-free rate? 

The risk-free rate is the rate of return of an investment free of default risk. 

What does Staff use as surrogates to represent estimations of the risk-free rates of 

interest in its historical and current market risk premium CAPM methods? 

Staff uses separate parameters as surrogates for the estimations of the risk-free rates of 

interest for the historical market risk premium CAPM cost of equity estimation and the 

current market risk premium CAPM cost of equity estimation. Staff uses the average of 

three (5, 7-, and 10-year) intermediate-term U.S. Treasury securities’ spot rates in its 

historical market risk premium CAPM cost of equity estimation, and the 30-year U.S. 

Treasury bond spot rate in its current market risk premium CAPM cost of equity 

estimation. Rates on U.S. Treasuries are largely verifiable and readily available. 

What does beta measure? 

Beta is a measure of a security’s price volatility, or systematic risk, relative to the market 

as a whole. Since systematic risk cannot be diversified away, it is the only risk that is 

relevant when estimating a security’s required return. Using a baseline market beta of 1.0, 

a security having a beta value less than 1.0 will be less volatile (i.e., less risky) than the 

market. A security with a beta value greater than 1.0 will be more volatile (ie., more 

risky) than the market. 

How did Staff estimate the Global Parent Utilities’ beta? 

Staff used the average of the Value Line betas for the sample water utilities as a proxy for 

the Companies’ beta. Schedule JAC-7 shows the Value Line betas for each of the sample 

water utilities. The 0.71 average beta for the sample water utilities is Staffs estimated 

beta for the Global Parent Utilities. A security having a beta value of 0.71 is less volatile 
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than the market as a whole, and thus requires a lower return on equity than does the 

overall market. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 

A. 

What is the market risk premium (Rm - Rf)? 

The market risk premium is the expected return on the market, minus the risk-free rate. 

Simplified, it is the return an investor expects as compensation for market risk. 

What did Staff use for the market risk premium? 

Staff uses separate calculations for the market risk premium in its historical 

market risk premium CAPM methods. 

d current 

How did Staff calculate an estimate for the market risk premium in its historical 

market risk premium CAPM method? 

Staff uses the intermediate-term government bond income returns published in the 

Ibbotson Associates’ Stocks, Bonds, Bills, and Inflation 2013 Yearbook to calculate the 

historical market risk premium. Ibbotson Associates calculates the historical risk 

premium by averaging the historical arithmetic differences between the S&P 500 and the 

intermediate-term government bond income returns for the period 1926-2012. Staffs 

historical market risk premium estimate is 7.2 percent, as shown in Schedule JAC-3. 

How did Staff calculate an estimate for the market risk premium in its current 

market risk premium CAPM method? 

Staff solves equation 8 above to arrive at a market risk premium using a DCF-derived 

expected return (K) of 14.67 (2.2 f 12.4712) percent using the expected dividend yield (2.2 

percent over the next twelve months) and the annual per share growth rate (12.47 percent) 

The three to five year price appreciation is 60%. 1.60°.25 - 1 = 12.47%. 12 
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that Value Line projects for all dividend-paying stocks under its reviewI3 along with the 

current long-term risk-free rate (30-year Treasury note at 3.05 percent) and the market's 

average beta of 1.0. Staff calculated the current market risk premium as 11.62 percent,14 

as shown in Schedule JAC-3. 

Q. 

A. 

Q. 
A. 

VII. 

Q. 

A. 

What is the result of Staffs historical market risk premium CAPM and current 

market risk premium CAPM cost of equity estimations for the sample utilities? 

Staffs cost of equity estimates are 6.4 percent using the historical market risk premium 

CAPM and 1 1.3 percent using the current market risk premium CAPM. 

What is Staffs overall CAPM estimate for the sample utilities? 

Staffs overall CAPM cost of equity estimate is 8.9 percent which is the average of the 

historical market risk premium CAPM (6.4 percent) and the current market risk premium 

CAPM (1 1.3 percent) estimates, as shown in Schedule JAC-3. 

SUMMARY OF STAFF'S COST OF EQUITY ANALYSIS 

What is the result of Staffs constant-growth DCF analysis to estimate the cost of 

equity for the sample water utilities? 

Schedule JAC-3 shows the result of Staffs constant-growth DCF analysis. The result of 

Staffs constant-growth DCF analysis is as follows: 

k = 3.0% + 4.8% 

k = 7.8% 

l 3  October 26,2012 issue date. 
l 4  14.67% = 3.05% + (1) (1 1.62%). 
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Q. 

A. 

Q. 
A. 

of John A Cassidy 
,212A-12-0309, et al. 

Staffs constant-growth DCF estimate of the cost of equity for the sample water utilities is 

7.8 percent. 

What is the result of Staffs multi-stage DCF analysis to estimate of the cost of equity 

for the sample utilities? 

Schedule JAC-9 shows the result of Staffs multi-stage DCF analysis. The result of 

Staffs multi-stage DCF analysis is: 

Company 

American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 
SJW Corp 

Average 

Equity Cost 
Estimate (k) 

8.7% 
9.7% 
8.5% 
9.8% 

10.2% 
9.2% 

9.3% 

Staffs multi-stage DCF estimate of the cost of equity for the sample water utilities is 9.3 

percent. 

What is Staff's overall DCF estimate of the cost of equity for the sample utilities? 

Staffs overall DCF estimate of the cost of equity for the sample utilities is 8.6 percent. 

Staff calculated an overall DCF cost of equity estimate by averaging Staffs constant 

growth DCF (7.8 percent) and Staffs multi-stage DCF (9.3 percent) estimates, as shown 

in Schedule JAC-3. 
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Q* 

A. 

Q. 

A. 

Q. 
A. 

What is the result of Staff's historical market risk premium CAPM analysis to 

estimate of the cost of equity for the sample utilities? 

Schedule JAC-3 shows the result of Staffs CAPM analysis using the historical risk 

premium estimate. The result is as follows: 

k = 1.3% + 0.71 * 7.2% 

k = 6.4% 

Staffs CAPM estimate (using the historical market risk premium) of the cost of equity for 

the sample water utilities is 6.4 percent. 

What is the result of Staff's current market risk premium CAPM analysis to 

estimate the cost of equity for the sample utilities? 

Schedule JAC-3 shows the result of Staffs CAPM analysis using the current market risk 

premium estimate. The result is: 

k = 3.1% + 0.71 * 11.6% 

k = 11.3% 

Staffs CAPM estimate (using the current market risk premium) of the cost of equity to the 

sample water utilities is 1 1.3 percent. 

What is Staff's overall CAPM estimate of the cost of equity for the sample utilities? 

Staffs overall CAPM estimate for the sample utilities is 8.9 percent. Staff's overall 

CAPM estimate is the average of the historical market risk premium CAPM (6.4 percent) 

and the current market risk premium CAPM (11.3 percent) estimates, as shown in 

Schedule JAC-3. 
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Q. 
A. 

VIII. 

Q. 

A. 

Q. 
A. 

Please summarize the results of Staff’s cost of equity analysis for the sample utilities. 

The following table shows the results of Staffs cost of equity analysis: 

Table 2 

Method Estimate 
Average DCF Estimate 8.6% 

Average CAPM Estimate 8.9% 
~~ ~ 

Overall Average 8.8% 

Staffs average estimate of the cost of equity to the sample water utilities is 8.8 percent. 

OTHER COST OF EQUITY ESTIMATE FACTORS 

Please compare the Global Parent Utilities’ capital structure to that of the six sample 

water companies. 

The average capital structure for the sample water utilities is composed of 51.2 percent 

debt and 48.8 percent equity, as shown in Schedule JAC-4. The Companies have 

proposed a capital structure unique to each of the seven Global Parent Utilities operating 

units, and as noted earlier, with the exception of the capital structure proposed for Santa 

Cruz, the remaining six capital structures are less leveraged than the average sample water 

utilities’ capital structure. Accordingly, as proposed by the Companies, Global Parent 

stockholders bear less financial risk than the sample water utilities. 

Does financial risk affect Global Parent Utilities’ cost of equity? 

As previously discussed, financial risk is a component of market risk and investors require 

compensation for market risk. The capital structures as proposed by the Global Parent 

Utilities suggest that its financial risk and cost of equity are less than that of the average 

sample water companies. On the contrary, the financial risk associated with Staffs 
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recommended consolidated capital structure for the Global Parent Utilities is greater than 

the sample water companies with a corresponding implication for its cost of equity. 

Q. 

A. 

Is Staff recommending any financial risk adjustment to the Global Parent Utilities’ 

cost of equity related to financial risk? 

No. Staff normally applies two criteria in assessing whether application of a downward 

financial risk adjustment is appropriate. The first consideration is whether the utility has a 

reasonably economical capital structure. Staff considers a capital structure composed of 

no more than 60 percent equity to meet this condition. If equity exceeds 60 percent, Staff 

considers application of a downward financial risk adjustment to be appropriate if the 

utility meets the second criteria. The second condition is whether the utility has access to 

equity capital markets. Since the Global Parent Utilities have access to the equity capital 

markets through Global Parent, a downward financial risk adjustment to the Global Parent 

Utilities cost of equity for each of the individual systems except Santa Cruz and Palo 

Verde would be appropriate with the capital structures the Companies propose. However, 

Staffs recommended consolidated capital structure composed of 42.2 percent debt and 

57.8 percent equity for the Global Parent Utilities is within the range (any composition of 

debt and equity between 40 percent and 60 percent) Staff considers to be reasonably 

balanced and economically efficient, and thus does not warrant any financial risk 

adjustment to the cost of equity. Staffs methodology for applying a financial risk 

adjustment encourages a utility with access to the equity capital markets to use that access 

to manage its capital structure with economic efficiency and encourages a utility that lacks 

access to the equity capital markets to maintain a healthy capital structure. 
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Q. 

A. 

IX. 

Q. 

A. 

X. 

Q. 
A. 

Did Staff consider factors other than the results of its technical models in its cost of 

equity analysis? 

Yes. In consideration of the relatively uncertain status of the economy and the market that 

currently exists, Staff is proposing an Economic Assessment Adjustment to the cost of 

equity. In this case, Staff recommends a 60 basis point (0.6 percent) upward Economic 

Assessment Adjustment, as shown in Schedule JAC-3. 

RATE OF RETURN RECOMMENDATION 

What overall fair value rate of return did Staff determine for the Global Parent 

Utilities? 

Staff determined a 7.5 percent FVROR for the Companies, as shown in Schedule JAC-1 

and the following table: 

Table 3 

Weighted 
Weight Cost Cost 

Long-term Debt 57.8% 6.1% 3.5% 
Common Equity 42.2% 9.4% 4.0% 

Overall FVROR 7.5% 

STAFF RESPONSE TO COMPANIES’ COST OF CAPITAL WITNESS MR. 

MATTHEW J. ROWELL 

Please summarize Mr. Rowell’s methodology and recommendations. 

Mr. Rowel1 recommends an 1 1.44 percent ROE based on estimates derived from two DCF 

analyses (constant growth and multi-stage), three CAPM analyses, and a comparable 

earnings analysis. In each of his cost of equity estimation methodologies, Mr. Rowell 

utilizes a sample which includes both publicly-traded water and natural gas utility 
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companies; however, the make-up of each sample  differ^.'^ For purposes of his 

recommended cost of equity, Mr. Rowell assumes that realized returns on equity are 

reflective of investor expectations of the cost of equity, and he provides one-third weight 

to the market-based results derived from his DCF and CAPM analyses and two-thirds 

weight to the estimates derived fiom his comparable earnings analysis. For purposes of 

his comparable earnings analysis, Mr. Rowell calculates a weighted average sample ROE, 

utilizing fiscal year 201 1 financial information. Mr. Rowell’s recommended ROE 

includes a 65-basis point upward risk adjustment for firm-specific risk. 

Q. Does Staff consider it appropriate for this Commission to rely on the cost of equity 

estimates derived from Mr. Rowell’s comparable earnings analysis for purposes of 

establishing new rates for the Global Parent Utilities in this docket? 

A. No, and for several reasons. First, the cost of equity is determined by investor activity in 

the capital markets, where market forces revealing of investor expectations ultimately 

determine the value of equity securities traded on a daily basis. Mr. Rowell’s comparable 

earnings analysis is predicated on the mistaken notion that realized ROE’S, and not 

investor expectations, are the determinant of the cost of equity. Second, by its nature the 

cost of equity is a forward looking concept, revealing of an investor’s opportunity cost 

associated with a given equity investment. By using realized ROES as an indicator of the 

cost of equity in his comparable earnings analysis, however, Mr. Rowell uses what he, 

For purposes of his comparable earnings analysis, Mr. Rowell’s sample includes seven water companies (American 
States Water, Aqua America, California Water, Connecticut Water, Middlesex Water, SJW Corporation and York 
Water) and seven natural gas companies (Atmos Energy, Laclede Group, New Jersey Resources, Northwest Natural 
Gas, Piedmont Natural Gas, UGI Corporation and WGL Holdings). (Rowell Direct, pp. 26-27, and Schedule MJR-1) 
Mr. Rowell’s DCF sample includes eight water companies (American States Water, Aqua America, California Water, 
Connecticut Water, Middlesex Water, SJW Corporation, York Water and Artesian Resources) and seven natural gas 
companies (Atmos Energy, Laclede Group, New Jersey Resources, Northwest Natural Gas, Piedmont Natural Gas, 
UGI Corporation and WGL Holdings). (Rowell Direct, Schedules MJR-2, MJR-3 and MJR-4) Mr. Rowell’s CAPM 
sample includes eight water companies (American States Water, Aqua America, California Water, Connecticut 
Water, Middlesex Water, SJW Corporation, York Water and Artesian Resources) and eight natural gas companies 
(AGL Resources, Atmos Energy, Laclede Group, New Jersey Resources, Northwest Natural Gas, Piedmont Natural 
Gas, UGI Corporation and WGL Holdings). (Rowell Direct, Schedule MJR-6) 

15 
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himself, terms “a backward looking accounting measurement” for the cost of equity.I6 

Third, implicit in the adoption of h4r. Rowell’s comparable earnings analysis as a proxy 

for the Global Parent Utilities’ cost of equity is the notion that the returns on equity 

authorized by other regulatory jurisdictions are appropriate for the Global Parent Utilities, 

and that this Commission should embrace them for purposes of setting rates in this docket. 

Doing so, however, would be inappropriate, as this Commission has no knowledge of the 

rate-setting particulars surrounding each of Mr. Rowell’s sample companies, or their 

relevance to the Global Parent Utilities. Lastly, to establish rates based upon Mr. Rowell’s 

comparable earnings analysis gives rise to the issue of circularity, wherein returns based 

upon comparisons with realized or authorized returns on equity established in other 

regulatory proceedings are assumed to be appropriate going forward, irrespective of the 

current market level of the cost of equity as determined by investors. To rely on the 

results of a comparable earnings analysis serves to ignore market forces, which is why the 

Arizona Court of Appeals has strongly criticized the use of a comparable earnings analysis 

composed of a sample group of utilities for rate making purposes.” 

Q. 
A. 

How did Mr. Rowell select his comparable earnings sample? 

As a universe from which to choose, Mr. Rowell began by considering the six publicly- 

traded water utility companies used by Staff in its cost of capital analysis (American 

States Water, Aqua America, California Water, Connecticut Water, Middlesex Water and 

SJW Corporation), and the nine natural gas companies used by the Residential Utility 

Consumer Office (“RUCO”) in its cost of capital analysis (AGL Resources, Atmos 

Energy, Laclede Group, New Jersey Resources, Northwest Natural Gas, Piedmont Natural 

Gas, South Jersey Industries, Southwest Gas and WGL Holdings). From the group of nine 

l6 Rowell Direct, page 4, lines 6-8. 
See Sun C i v  Water Co. v. Arizona Corp. Comm ‘n, 26 Ariz. 464,556 P.2d 1126 (1976). 
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natural gas companies considered, Mr. Rowell removed the companies having the highest 

(South Jersey Industries, 14.31%) and lowest (Southwest Gas, 4.51%) realized ROES, and 

he also excluded AGL Resources from consideration due to significant one-time expenses 

associated with a merger. Mr. Rowell then replaced AGL Resources in the sample with 

another natural gas utility, UGI Corporation.’8 

Q. 

A. 

Q. 
A. 

Q. 

A. 

In his testimony, does Mr. Rowell explain why he selected UGI Corporation to 

replace AGL Resources in his comparable earnings sample? 

No. However, based upon his own testimony, one can infer that Mi. Rowell’s selection of 

UGI Corporation for his comparable earnings sample reflects an element of subjectivity, 

and not objectivity, on his part, for when discussing the relative merits of the comparable 

earnings method compared to that of the DCF and CAPM models, Mr. Rowell states that 

“the only subjective decision the analyst must make is the selection of the companies to 

include in the r ample."'^ 

What water companies does Mr. Rowell include in his comparable earnings sample? 

Mr. Rowell includes the six publicly-traded water utilities initially considered for 

inclusion noted above, plus a seventh water utility, York Water. 

In his testimony, does Mr. Rowell indicate the reason for adding York Water to his 

comparable earnings sample? 

No, he does not. Mr. Rowell makes no mention of York Water in his discussion of the 

selection of his comparable earnings sample (See Rowell Direct, pp. 26-27). 

’* Rowell Direct, p. 26. 
Rowell Direct, p. 22, lines 19-21 
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Q. 

A. 

Q. 

A. 

Q* 

A. 

Please explain Mr. Rowell’s comparable earnings methodology and how he arrived 

at his 10.47 percent estimated cost of equity. 

Mr. Rowell’s comparable earnings methodology employs a weighted average calculation 

to estimate the cost of equity. As shown in Schedule MJR-1, Mr. Rowell begins by 

calculating the realized ROE for each of his water and natural gas sample companies, 

utilizing the realized net income and equity positions of each for the 201 1 fiscal year. Mr. 

Rowell then calculates an equity weighting factor for each sample company, dividing the 

equity position of each by the total combined sample equity (a figure not presented in 

MJR-1). For purposes of arriving at his comparable earnings estimated cost of equity, Mr. 

Rowell then multiplies the realized ROE achieved by each sample company by its 

respective equity weighting factor, with the sum of those values equating to his 10.47 

percent weighted average ROE. 

In his testimony, does Mr. Rowell state the reason he elected to use a weighted 

average calculation for his comparable earnings estimate? 

Yes. Mr. Rowell utilized a weighted average ROE calculation in order to produce an 

estimate of the average return accruing to each doZZur of equity in the sample. He 

considered doing so appropriate, as “taking a simple average of returns produces a number 

that overstates the influence of the smaller utilities in the sample.” (See Rowell Direct, p. 

28, lines 16-21) 

Has Staff prepared a schedule which would shed additional light upon Mr. Rowell’s 

comparable earnings methodology? 

Yes. Staff has prepared a restatement of Mr. Rowell’s Schedule MJR-1 for that purpose. 

Although his comparable earnings sample consists of seven water companies and seven 

natural gas companies, as shown in Exhibit JAC-A, Mr. Rowell’s use of a weighted 
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average calculation significantly skews the data such that his comparable earnings 

estimate is disproportionately influenced by the natural gas companies in the sample. 

Specifically, the relative weighting of the gas sample, as measured by common equity, is 

more than three times greater (75.45%) that of the water sample (24.55%). That the 

average (i.e., simple average) realized return on equity of the gas sample (10.75%) 

exceeds by 139 basis points that of the water sample (9.36%) only serves to further 

exacerbate this disproportionate influence.” 

Q. 

A. 

Q- 

A. 

What is Staff’s comment on Mr. Rowell’s replacement of AGL Resources with UGI 

Corporation in his comparable earnings sample? 

As noted earlier, Mr. Rowell excluded AGL Resources from consideration for his 

comparable earnings sample, replacing it with UGI Corporation. As shown in Exhibit 

JAC-A, UGI Corporation experienced a realized ROE of 1 1.78 percent in fiscal year 201 1. 

Although another natural gas company in Mr. Rowell’s sample experienced a higher 

realized ROE (New Jersey Resources, 13.05%), on a weighted average basis no other 

company in the sample had a larger impact upon Mr. Rowell’s comparable earnings 

estimate than did UGI, accounting for fully 19.73 percent of the sample weighted average 

ROE (2.07% / 10.49% = 19.73%). 

Does Staff have any additional observations concerning Mr. Rowell’s inclusion of 

UGI Corporation in his comparable earnings sample? 

Yes. As noted, of the fourteen companies selected by Mr. Rowell for inclusion in his 

comparable earnings sample, UGI Corporation had the single largest impact upon his 

weighted average estimate. However, among UGI’s five operating segments, two are not 

2o Differences between the 10.49 percent sample weighted average ROE, as shown in Exhibit JAC-1, and the 10.47 
percent weighted average ROE, as shown in Schedule MJR-1, are attributable to Mr. Rowell having used total equity, 
rather than common equity, in his ROE calculations. 
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subject to domestic rate regulation in the United States; UGI’s International Propane 

segment, and its Midstream & Marketing segment, which accounted for 17 and 22 

percent, respectively, of 2011 UGI corporate net income.21 For purposes of his 

comparable earnings analysis, therefore, Mr. Rowel1 should have made a downward 

adjustment of 39 percent (17% + 22%) to both UGI’s net income and an appropriate 

downward adjustment to common equity to reflect this fact, but no such adjustments were 

made. As a consequence, as presented in Schedule MJR-1, the weighted average ROE for 

UGI Corporation has been significantly overstated, resulting in a corresponding 

overstatement to Mr. Rowell’s weighted average sample ROE estimate. 

Q. 

A. 

Q. 

A. 

Did Staff conduct research to see if, like UGI, the other natural gas companies 

included in Mr. Rowell’s comparable earnings sample had fiscal year 2011 

operational income derived from non-regulated segments, and if so, what were 

Staff‘s findings? 

Yes. As shown in Exhibit JAC-B, with the exception of only one company (Piedmont 

Natural Gas), each of Mr. Rowell’s comparable earnings gas sample companies derived a 

portion of their fiscal 201 1 operational revenues from non-regulated operations, with the 

overall average (ie., arithmetic mean) being 35.85 percent of total revenues for all seven 

companies combined -- including Piedmont Natural Gas. 

Based on the data shown in Exhibit JAC-B, what additional conclusions can be 

drawn regarding Mr. Rowell’s comparable earnings analysis? 

The data presented in Exhibit JAC-B provide further evidence that Mr. Rowell’s 

comparable earnings estimate for the cost of equity has been overstated. Having utilized a 

weighted average methodology for purposes of his comparable earnings analysis, Mr. 

21 201 1 UGI Annual Report to Shareholders. 
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Rowell should have made an adjustment to remove that portion of the earnings attributable 

to non-regulated operations from net income, and a corresponding reduction to common 

equity for each sample gas company. In failing to do so, Mr. Rowell’s weighted average 

comparable earnings ROE is significantly overstated. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Turning now to Mr. Rowell’s DCF analyses, does his DCF sample consist of the same 

fourteen companies selected for inclusion in his comparable earnings sample? 

No, it does not. Although Mr. Rowell states in his testimony that the same companies 

presented in his comparable earnings sample are used in his DCF analyses (See Rowell 

Direct, p, 30, lines 2-4), that statement is incomplete, as a review of Schedules MJR-2, 

MJR-3 and MJR-4 reveal that his DCF sample consists of fifteen companies; the same 

fourteen (7 water, 7 gas) companies making up his comparable earnings sample, plus an 

additional water company, Artesian Resources Corporation. 

In his testimony, does Mr. Rowell state why he elected to include Artesian Resources 

in his DCF sample? 

No. The Direct testimony sponsored by Mr. Rowell makes no mention of Artesian 

Resources, and one learns that it has been included in his DCF sample only when referring 

to DCF schedules MJR-2, MJR-3, and MJR4. 

Has Staff reviewed the above referenced schedules to determine if Mr. Rowell’s 

inclusion of Artesian Resources in his DCF sample served to benefit his overall DCF 

results? 

Yes. Review of Schedule MJR-2 indicates that Artesian Resources has the second highest 

current dividend yield (3.90%) among the eight sample water utilities. Review of 

Schedule MJR 3 indicates that Artesian Resources’ dividend growth rate (4.81%) 
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represented the median sample estimate among the combined 15 sample companies. 

Finally, review of Schedule MJR-4 indicates that Artesian Resources’ multistage DCF 

growth rate (9.90%) placed it among the top one-third among all sample companies. 

Based upon this cursory review, it appears that inclusion of Artesian Water in Mr. 

Rowell’s DCF sample served to benefit his overall DCF estimate. 

Q. 

A. 

Q. 

A. 

For purposes of estimating the beta coefficient in his CAPM analysis, does Mr. 

Rowell use the same sample companies as those which were included in his DCF 

sample? 

No. Although Mr. Rowell claims to have used the “same sample of utilities” in his CAPM 

analysis as those which were included in his Comparable Earnings and DCF analyses 

(Rowell Direct, p. 45, lines 23-24), a review of Schedule MJR-6 indicates that there are 

actually sixteen companies in his CAPM sample - the fifteen companies included in his 

DCF sample plus the natural gas company which he had previously excluded from his 

comparable earnings sample, AGL Resources. 

Does this mean that Mr. Rowell has included both UGI Corporation and AGL 

Resources in the same sample? 

Yes. Although Mr. Rowell had previously excluded AGL Resources from his comparable 

earnings sample and replaced it with UGI Corporation, he has included both companies in 

his CAPM sample. A review of Schedule MJR-6 shows that both are included in the 

sample, with AGL Resources having the highest beta coefficient (0.75) of all the natural 

gas companies included in the sample. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Does Mr. Rowell provide an explanation as to why he has included AGL Resources 

in his CAPM sample? 

No. 

Is it a concern that Mr. Rowell used different companies in his various samples 

without an adequate explanation? 

Yes. In this instance, there is no apparent good reason for the variances in the samples 

selected. 

Does Staff have any comments on Mr. Rowell’s sole reliance on analysts’ forecasts to 

estimate DPS growth in his constant growth DCF analysis? 

Yes. Sole use of 

analysts’ forecasts to calculate the expected dividend growth rate, (g), serves to inflate that 

component of the DCF model and, consequently, the estimated cost of equity. Also, 

exclusive reliance on analysts’ forecasts of earnings growth to forecast DPS is 

inappropriate because it assumes that investors do not look at other relevant information 

such as historical dividend and earnings growth. 

Generally, analysts’ forecasts are known to be overly optimistic. 

How does Staff respond to Mr. Rowell’s statement that “the value g in the DCF 

model is defined as the expected future growth rate,” and that analysts’ forecasts are 

‘(the best proxy we have for the expected future growth rate of a given company”?z2 

The appropriate growth rate to use in the DCF model is the dividend growth rate expected 

by investors, not by analysts. Investors are assumed to be rational, and as such will want 

to take into consideration all relevant available information prior to making an investment 

22 Rowell Direct, page 3 1, lines 6-9. 
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decision. Therefore, it is reasonable to assume that investors would consider both 

historical measures of past growth, as well as analysts’ forecasts of future growth. 

Q* 

A. 

Does Staff have evidence to support its assertion that exclusive reliance on analysts’ 

forecasts of earnings growth in the DCF model would result in inflated cost of equity 

estimates? 

Yes. Experts in the financial community have commented on the optimism in analysts’ 

forecasts of fbture earnings.23 A study cited by David Dreman in his book Contrarian 

Investment Strategies: The Next Generation found that Value Line analysts were 

optimistic in their forecasts by 9 percent annually, on average for the 1987 - 1989 period. 

Another study conducted by David Dreman found that between 1982 and 1997, analysts 

overestimated the growth of earnings of companies in the S&P 500 by 188 percent. 

Burton Malkiel, of Princeton University, conducted a study of the 1- and 5-year earnings 

forecasts made by some of the most respected names in the investment business. His 

results showed that when compared with actual earnings growth rates, the 5-year forecasts 

made by professional analysts were far less accurate than estimates derived from several 

nai‘ve forecasting models, such as the long-run growth rate in national income. In the 

following excerpt from his book, A Random Walk Down Wall Street, Professor Malkiel 

discusses the results of his study: 

When confronted with the poor record of their five-year growth 
estimates, the security analysts honestly, if sheepishly, admitted 
that five years ahead is really too far  in advance to make reliable 
projections. They protested that although long-term projections 
are admittedly important, they really ought to be judged on their 
ability to project earnings changes one year ahead. Believe it or 

See Seigel, Jeremy J. Stocks for the Long Run. 2002. McGraw-Hill. New York. p. 100. Dreman, David. 
Contrarian Investment Stratepies: The Next Generation. 1998. Simon & Schuster. New York. pp. 97-98. Malkiel, 
Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p. 175. 
Testimony of Professors Myron J. Gordon and Lawrence I. Gould, consultant to the Trial Staff (Common Carrier 
Bureau), FCC Docket 79-63, p. 95. 

23 
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not, it turned out that their one-year forecasts were even worse than 
their five-year projections. 

The analysts fought back gamely. They complained that it was 
unfair to judge their performance on a wide cross section of 
industries, because earnings for high-tech firms and various 
“cyclical” companies are notoriously hard to forecast. “Try us on 
utilities, ” one analyst confidently asserted. At the time they were 
considered among the most stable group of companies because of 
government regulation. So we tried it and they didn ’t like it. Even 
the forecasts for the stable utilities were far of the mark2‘ 
(Emphasis added) 

Q. 
A. 

Q. 
A. 

Are investors aware of the problems related to analysts’ forecasts? 

Yes. In addition to books, there are numerous published articles appearing in The Wall 

Street Journal and other financial publications that cast doubt on the accuracy of research 

analysts’ forecasts.25 Investors, being keenly aware of these inherent biases in forecasts, 

will use other methods to assess future growth. 

Should DPS growth be considered in a DCF analysis? 

Yes. As previously stated in section VI of this testimony, the current market price of a 

stock is equal to the present value of all expected future dividends, not future earnings. 

Professor Jeremy Siege1 from the Wharton School of Finance stated: 

Note that the price of the stock is always equal to the present value 
of all future dividends and not the present value of future earnings. 
Earnings not paid to investors can have value only if they are paid 
as dividends or other cash disbursements at a later date. Valuing 

.24 Malkiel, Burton G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p. 175 
25 See Smith, Randall & Craig, Suzanne. “Big Firms Had Research Ploy: Quiet Payments Among Rivals.” The Wall 
Street Journal. April 30,2003. Brown, Ken. “Analysts: Still Coming Up Rosy.” The Wall Street Journal. January 
27, 2003. p. C1. Karmin, Craig. “Profit Forecasts Become Anybody’s Guess.” The Wall Street Journal. January 
21, 2003. p. C1. Gasparino, Charles. “Merrill Lynch Investigation Widens.” The Wall Sfreet Journal. April 11, 
2002. p. C4. Elstein, Aaron. “Earnings Estimates Are All Over the Map.” The Wall Street Journal. August 2, 
2001. p. C1. Dreman, David. “Don’t Count on those Earnings Forecasts.” Forbes. January 26, 1998. p. 110. 
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stock as the present discounted value of future earnings is 
manifestly wrong and greatly overstates the value of the 

For valuation purposes, therefore, earnings paid out in the form of a dividend have 

paramount relevancy to investors. Dividends, unlike earnings, cannot be manipulated or 

overstated. Thus, historical DPS growth should receive appropriate consideration when 

estimating the market cost of equity in the DCF model. 

Q. 

A. 

Q. 
A. 

Turning to Mr. Rowell’s CAPM analyses, what risk-free rates does Mr. Rowell use in 

his three CAPM methodology? 

In his CAPM analyses, Mr. Rowell uses historical risk-free rates (Rf) in each of his three 

CAPM analyses. The risk-free rates used represent a 32-year average intennediate-term 

(8.4%) and long-term (10.2%) U.S. Treasury rate, covering the period January 1, 1980 - 

December 3 1,201 1 .  

Does Staff agree with Mr. Rowell’s use of an historical risk-free interest rate? 

No. The appropriate risk-free interest rate to be used is the current rate borne by investors 

in the market. Use of an historical risk-free rate in the CAPM should be avoided, as it 

reflects stale information. Cost of equity has a positive correlation with interest rates both 

of which vary over time. 

26 Seigel, Jeremy J. Stocks for the Lone: Run. 2002. McGraw-Hill. New York. P. 93. 
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Q. 

A. 

In his testimony, Mr. Rowell asser; tha- the small size of the Global Parent Utilities 

relative to the sample companies warrants an upward adjustment to the cost of 

equity in order to conform to the “corresponding risk” standard as established by 

the Hope and Sluefield decisions?’ Does Staff agree? 

While Staff would agree with the general proposition that smaller companies are riskier 

than larger companies, empirical research has demonstrated that a small company risk 

premium adjustment to the cost of equity is unwarranted for regulated utilities. Annie 

Wong, of Western Connecticut State University, conducted a study on utility stocks to 

determine if the so-called size effect exists in the utility industry, and she writes as 

follows: 

The fact that the two samples show different, though weak, results 
indicates that utility and industrial stocks do not share the same 
characteristics. First, given firm size, utility stocks are consistently less 
risky than industrial stocks. Second, industrial betas tend to decrease with 
firm size but utility betas do not. These findings may be attributed to the 
fact that all public utilities operate in an environment with regional 
monopolistic power and regulated financial structure. As a result, the 
business and financial risks are very similar among the utilities regardless 
of their size. Therefore, utility betas would not necessarily be expected to 
be related to firm size. 

The object of this study is to examine if the size effect exists in the utility 
industry. After controlling for equity values, there is some weak evidence 
that firm size is a missing factor from the CAPM for the industrial but not 
for the utility stocks. This implies that although the size phenomenon has 
been strongly documented for industrials, the findings suggest that there is 
no need to adjust for the firm size in utility regulations. [emphasis 
added].28 

*’ Rowell Direct, p. 49, lines 7-14. 
28 Annie Wong, “Utility Stock and the Size Effect: An Empirical Analysis,” Journal ofthe Midwest Finance 
Association, (1993), p.98. 
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To underscore this point, Paschall and Hawkins write as follows: 

A size premium does not automatically apply in every case. Each privately 
held company should be analyzed to determine if a size premium is 
appropriate in its particular case. There can be unusual circumstances 
where a small company has risk characteristics that make it far less risky 
than the average company, warranting the use of a very low equity risk 
premium. One possible example of this is a private water utility 
(monopoly situation, very low risk, near-guarantee of  payment^).'^ 

Q- 

A. 

Does Staff have any comment regarding Mr. Rowell’s proposed 120 basis point 

upward Arizona Risk Premium3’ adjustment to the cost of equity to compensate the 

Global Parent Utilities for regulatoryhmall company risk? 

Yes. The Commission previously ruled in Decision No. 642823’ for Arizona Water that 

firm size does not warrant recognition of a risk premium stating, “We do not agree with 

the Company’s proposal to assign a risk premium to Arizona Water based on its size 

relative to other publicly traded water utilities.. . .” The Commission confirmed its 

previous ruling in Decision No. 6472732 for Black Mountain Gas agreeing with Staff that 

“the ‘firm size phenomenon’ does not exist for regulated utilities, and that therefore there 

is no need to adjust for risk for small firm size in utility regulation.” All companies have 

firm-specific risks; therefore, the existence of unique risks for a company does not lead to 

the conclusion that its total risk is greater than other entities. Moreover, as previously 

discussed, investors cannot expect compensation for firm-specific risk since it can be 

eliminated through diversification. Finally, as discussed above, the Global Parent Utilities 

are a subsidiary of GWR and ultimately GWRI, and the latter (i.e., Global Parent) is a 

29 Michael A. Paschall and George B. Hawkins, “Do Smaller Companies Warrant a Higher Discount Rate for Risk?: 
The ‘Size Effect’ Debate,” CCHBusiness Valuation Alert, Vol. 1, Issue NO. 2, December 1999. 
30 The 120 basis point upward adjustment to the cost of equity is referred to as such in the table appearing on p. 53 of 
Mr. Rowell’s Direct testimony. 
31 Dated December 28,2001. 
32 Dated April 17,2002. 
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publicly-traded entity listed on the Toronto Stock Exchange. Therefore, the Global Parent 

Utilities are similarly situated to the subsidiaries of the sample water companies. 

XI. 

Q. 
A. 

Q. 
A. 

CONCLUSION 

Please summarize Staff's recommendations. 

Staff recommends that the Commission adopt a 7.5 percent FVROR for the Global Parent 

Utilities based on a consolidated capital structure composed of 57.8 percent debt and 42.2 

percent equity, Staff's 9.4 percent cost of equity estimate and 6.1 percent cost of debt. 

Does this conclude your direct testimony? 

Yes, it does. 



Docket No. W-01212A-12-0309, et al. Schedule JAC-1 

Global Utilities Cost of Capital Calculation 
Capital Structure 

And Weighted Average Cost of Capital 
Staff Recommended and Company yroposed 

Descriotion 

Staff Recommended Structure 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Company Proposed Structures: 

Palo Verde 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Santa Cruz 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Valencia - Town Division 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Valencia - Buckeye Division 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Greater Tonopah 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Willow Valley 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Northern Scottsdale 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Weiaht (%) 

57.8% 
42.2% 

51.7% 
48.3% 

54.5% 
45.5% 

21.3% 
78.7% 

5.1% 
94.9% 

14.0% 
86.0% 

12.5% 
87.5% 

0.0% 
700.0% 

- cost 

6.1% 
9.4% 

6.36% 
1 1.44% 

6.58% 
11.44% 

7.25% 
11.44% 

6.29% 
11.44% 

6.32% 
11.44% 

4.72% 
11 44% 

0.0% 
11.4% 

Weighted 
- cost 

3.5% 
4.0% 
7.5% 

3.29% 
5.52% 
8.81% 

3.59% 
5.21 % 
8.79% 

1.55% 
9.00% 
10.55% 

0.32% 
10.86% 
11.18% 

0.88% 
9.84% 
10.72% 

0.59% 
10.01 % 
10.60% 

0.00% 
11.44% 
1 i .44% 

PI: L e l x t c l  
Supporting Schedules: JACJ and JACA 
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Global Utilities Cost of Capital Calculation 
Average Capital Stiucture of Sample Water Utilities 

[AI [BI [CI [Dl 

Cornpanv - Debt Equity Total 

American States Water 43.3% 56.7% 100.0% 
California Water 54.2% 45.8% 100.0% 
Aqua America 55.2% 44.8% 100.0% 
Connecticut Water 55.3% 44.7% 

SJW Corp 56.2% 43.8% 100.0% 

Common 

100.0% 
190.0% Middlesex Water 43.1 % 56.9% 

100.0% 

100.0% 

Average Sample Water Utilities 51.2% 48.8% 

Global - Consolidated Capital Structure 57.8% 42.2% 

Source: 
Sample Water Companies from Value Line 
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Global Utilities Cost of Capital Calculation 
Growth in Earnings and Dividends 

Sample Water Utilities 
I 

[A I [E] [CI P I  [E] 

Dividends Dividends Earnings Earnings 
Per Share Per Share Per Share Per Share 

2002 to 2012 Projected 2002 to 2012 Projected 
Company - DPS' - DPS' Eps" - EPS' 

American States Water 3.9% 6.0% 7.7% 1.2% 
California Water 1.2% 7.4% 5.0% 5.8% 
Aqua America 7.7% 8.3% 7.396 8.0% 
Connecticut Water 1.7% 2.8% 3.2% 2.1% 
Middlesex Water 1.6?6 1.6% 2.1% 5.0% 
SJW Corp - 4.4% 4.9% 4.2% - 6.3% 

Average Sample Water Utilities 3.4% 5.2% 4.9% 4.7% 

8 

~~ 

Schedule JAC-5 
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Global Utilities Cost of Capital Calculation 
Sustainable Growth 

Sample Water Utilities 

Company 

Retention 
Growth 

2002 to 2012 
- br 

American States Water 3.8% 
California Water 2.4% 
Aqua America 3.9% 
Connecticut Water 2.0% 
Middlesex Water 1.2% 
SJW Corp 3.5% 

Reten tion 
Growth 

Projected 
- br 

5.6% 
3.2% 
4.4% 
3.0% 
2.8% 
- 3.8% 

Stock 
Financing 
Growth 

vs - 

1.6% 
1.5% 
1.9% 
3.6% 
2.8% 
- 0.1% 

Sustainable 
Growth 

20c2 to 201 2 
br+vs 

5.4% 
3.9% 
5.8% 
5.6% 
4.0% 
3.6% 

Sustainable 
Growth 

Projected 
br+vs 

7.2% 
4.7% 
6.3% 
6.7% 
5.6% rn 

Average Sample Water Utilities 2.8% 3.8% 1.9% 4.7% 5.7% 
~ ~ ~ ~~ 

[E]: Value Line 
;Cl: Value Line 
ID]: Value Line and MSN Money 

El: t81+[01 
1Fl: ICI+Pl 
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Schedule JAC-7 

Global Utilities Cost of Capital Calculation 
Selected Financial Data of Sample Water utilities 

spot Price 
CornDan y Svmbol 4/3/2013 
American States Water AWR 55.58 
California Water CWT 19.69 
Aqua America WTR 31.27 
Connecticut Water crws 28.30 
Middlesex Water MSEX 19.23 
SJW Corp SJW 25.89 

Value Line 
Mkt To Beta 

23.12 2.4 0.70 
11.45 1.7 0.65 
9.74 3.2 0.60 

13.81 2.0 0.75 
11.82 1.6 0.70 

0.85 1.7 15.02 - 

Bookvalue __ Book e 

- 

Raw 
Beta 

draw 
0.52 
0.45 
0.37 
0.60 
0.52 
0.75 

Average 2.1 0.71 0.53 

[q: Msn Money 

pl: Value Line 

El: IC1,lDI 

m: Value Llne 

[q: (4.55 + 101 I0.67 

. 
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Global Utilities Cost of Capital Calculation 
Calculation of Expetted Infinite Annual Growth in Dividends 

Sample Water Utilities 

Description 9 

DPS Growth - Historical’ 3.4% 

EPS Growth - Historical’ 4.9% 

Sustainable Growth - Historical’ 4.7% 
Sustainable Growth - Proiected’ 5.7% 

Average 4.8% 

DPS Growth - Projected’ 5.2% 

EPS Growth - Projected’ 4.7% 

I 

1 Schedule JAC-5 

2 Schedule JAG6 



Docket No. W-01212A-12-0309, et al. 

Current Mkt. 
Comcany Price (Po) ’  LDll 

American Slates Water 55.6 1.30 1.37 1.43 1.50 
California Water 19.7 0.66 0.69 0.72 0.76 
Aqua America 31.3 0.67 0.70 0.73 0.77 
Connecticut Water 28.3 0.98 1.03 1.08 1.13 
Middlesex Water 19.2 0.75 0.78 0.82 0.86 
SJW c o p  25.9 0.74 0.78 0.82 0.86 

Projected Dividends’ (Stage 1 growth) 

4/3/20 1 3 di d2 d3 dd 

Schedule JAC-9 

Stage 2 growth3 Equity Cost 
&,l Estimate (Kg 

6.5% 8.7% . 
6.5% 9.7% 

6.5% 9.8% 
6.5% 10.2% 
6.5% 9.2% 

6.5% 8 . 5 1  

Global Utilities Cost of Capital Calculation 
Multi-Stage DCF Estimates 

Sample Water Utilities 

Where : P, = current stock price 

0, = dividends expxted during stage 1 
K = costof equity 
n = years of non -constant gowth 

0. = dividend expected in yearn 
g, = constant rateof growth expected after year n 

Average 9.3% 

1 
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Staff Restatement of Matthew 1. Rowell Schedule MJR-1 
Calculation of Comparable Earnings ROE 

4 

Fiscal Year 201 1 

[AI 

Sample Companies Net 
Income 

1 American States Water AWR $ 45,859 
WTR 143,069 2 Aqua America 

3 California Water CWT 37,712 
4 Connecticut Water CTWS 11,262 
5 Middlesex Water MSEX 13,241 
6 SJW Corr, SJW 20,878 

Common 
Equity 

$ 408,666 
1,251,313 

449,829 
118,189 
176,981 
254,004 

Realized 
ROE 

11.22% 
11.43% 
8.38% 
9.53% 
7.48% 
7.91% 

Equity 
Weight 

3.63% 
11.11% 
3.99% 
1.05% 
1.57% 
2.34% 

Weighted 
ROE 

0.41% 
1.27% 
0.33% 
0.10% 
0.12% 
0.19% 

7 York Water Co. YORW 9,084 95,265 9.54% 0.85% 0.08% 
8 Atmos Energy Cor? AT0 207,601 2,255,421 9.20% 20.03% 1.84% 
9 Laclede Group, inc. LG 

10 New Jersey Resources Corporation NJR 
11 Northwest Natural Gas Co. NWN 
12 Piedmont Natural Gas Company PNY 
13 UGi CORP UGI 
14 WGL Holdings, jnc WGL 
15 
16 Sample Total Common Equity 
17 
18 Sample Weighted Average ROE 
19 

63,825 573,331 11.13% 5.09% 0.57% 

63,898 714,488 8.94% 6.34% 0.57% 

232,900 1,977,700 11.78% 17.56% 2.07% 
117,050 1,202,715 9.73% 10.68% 1.04% 

101,299 776,257 13.05% 6.89% 0.90% 

113,568 996,923 11.39% 8.85% 1.01% 

$ 11,261,082 100.00% 

10.49% 

20 
21 
22 
23 
24 
25 
26 

Relative Weightings: Water Sample 24.55% 
Gas Sample 75.45% 

Average Realized ROE: Water Sample 9.36% 
Gas Sample 10.75% 

Key: 
[A]: Net Income (Source: SEC Form 10-K, Income Statement, Fiscal Year 201 1) 
[B]: Common Equity (Source: SEC Form IO-K, Balance Sheet, for period ending Fiscal Year 2011) 

ID]: [B]/Sample Total Common Equity 
[GI: IAI/IBl 

1 3  [Cl'lDI 

Note: Differences between the 10.49% sample weighted average ROE above and the 10.47% weighted 
ROE, as shown in Schedule MJR-1, are attributable to Mr. Rowell basing his calculations on Total 
Equity, not Common Equity. 

. 
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Regulated and Non-regulated Operating Revenues 
of Mr. Rowell's Comparable Earnings 

Natural Gas Sample Companies 

Ooeratina Revenues -- Fiscal Year 201 1 

Total Nonregulated 
' Revenues Revenues Nonregulated 

Company Ticker ($ 1,000s) ($ 1,000s) % 

1 Atmos Energy 
2 Laclede Group 
3 New Jersey Resources 
4 Northwest Natural Gas 
5 Piedmont Natural Gas 
6 UGI Corp. 
7 WGL Holdings 
8 
9 Sample Average 

AT0 $ 4,347,634 $I 1,729,513 39.78% 
LG 1,603,307 669,375 41.75% 
NJR 3,009,209 1,896,997 66.36% 
NWN 369,433 26,463 7.16% 

UGI 6,091,300 2,548,400 41.84% 
WGL 2,751,501 1,486,921 54.04% 

PNY 1,433,905 0.00% 

35.85% 

Source: Form IO-Ks filed with the SEC by ATO, LG, NJR, NWN, PNY, UGI and WGL, 
for the 201 1 Fiscal Year. 
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EXECUTIVE SUMMARY 
GLOBAL WATER & WASTEWATER UTILITIES 

DOCKET NO. W-01212A-12-0309, ET. AL. 

Mr. Olea’s testimony supports the adoption of the Settlement Agreement (“Agreement”) 
as proposed by the Signatories in this case. This testimony describes the settlement process as 
open, candid, transparent and inclusive of all parties to this case. Mr. Olea explains why Staff 
believes this Agreement is in the public interest. 

Mr. Olea’s testimony recommends that the Commission adopt the Agreement as 
proposed. 
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SECTION I - INTRODUCTION 

Please state your name and business address. 

Steven M. Olea, 1200 West Washington, Phoenix, Arizona, 85007. 

By whom and in what capacity are you employed? 

I am employed by the Arizona Corporation Commission (“Commission”) as the Director of 

the Utilities Division. 

Please state your educational background. 

I graduated fiom Arizona State University (“ASU”) in 1976 with a Bachelors Degree in Civil 

Engineering. From 1976 to 1978 I obtained 47 graduate hours of credit in Environmental 

Engineering at ASU. 

Please state your pertinent work experience. 

From April 1978 to October 1978 I worked for the Engineering Services Section of the 

Bureau of Air Quality Control in the Arizona Department of Health Services (“ADHS”). My 

responsibilities were to inspect air pollution sources to determine compliance with ADHS 

rules and regulations. 

From November 1978 to July 1982 I was with the Technical Review Unit of the Bureau of 

Water Quality Control (“BWQC”) in ADHS (this is now part of the Arizona Department of 

Environmental Quality [“ADEQ]). My responsibilities were to review water and 

wastewater construction plans for compliance with ADHS rules, regulations, and 

Engineering Bulletins. 
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From July 1982 to August 1983 I was with the Central Regional Office, BWQC, ADHS. My 

responsibilities were to conduct construction inspections of water and wastewater facilities to 

determine compliance with plans approved by the Technical Review Unit. I also performed 

routine operation and maintenance inspections to determine compliance with ADHS rules 

and regulations, and compliance with United States Environmental Protection Agency 

requirements. 

From August 1983 to August 1986 I was a Utilities ConsultantNater-Wastewater Engineer 

with the Utilities Division. My responsibilities were to provide engineering analyses of 

Commission regulated water and wastewater utilities for rate cases, financing cases, and 

consumer complaint cases. I also provided testimony at hearings for those cases. 

From August 1986 to August 1990 I was the Engineering Supervisor for the Division. My 

primary responsibility was to oversee the activities of the Engineering Section, which 

included one technician and eight Utilities Consultants. The Utilities Consultants included 

one Telecommunications Engineer, three Electrical Engineers, and four Water-Wastewater 

Engineers. I also assisted the Chief Engineer and performed some of the same tasks as I did 

as a Utilities Consultant. 

In August 1990 I was promoted to the position of Chief Engineer. My duties were somewhat 

the same as when I was the Engineering Supervisor, except that now I was less involved with 

the day-to-day supervision of the Engineering Staff and more involved with the 

administrative and policy aspects of the Engineering Section. 
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In April 2000 I was promoted to the position of one of two ‘Assistant Directors of the Utilities 

Division. In this position I assisted the Division Director in the policy aspects of the Utilities 

Division. I was primarily responsible for matters dealing with water and energy. 

In August 2009 I was promoted to my present position as Director of the Utilities Division. 

In this position I manage the day-to-day operations of the Utilities Division with the 

assistance of the two Utilities Division Assistant Directors and oversee the management of 

the Utilities Division’s Telecom & Energy Section, the Financial & Regulatory Analysis 

Section, the Consumer Services Section, the Engineering Section, the Compliance Section 

and the Administrative Section. In addition, I am responsible for making policy decisions for 

the Utilities Division. 

In early 2010 I was given the task of being the Interim Director for the Commission’s Safety 

Division (Railroad and Pipeline). The day-to-day activities of the Safety Division were 

overseen by the managers of the Railroad Safety Section and the Pipeline Safety Section with 

input fiom me. Together with the Commission’s Executive Director, I was responsible for 

the policy decisions for the Safety Division up until a permanent Safety Division Director 

was hired late in 2012. 

Q. 
A. 

What is the purpose of your testimony in this case? 

The purpose of my testimony is to support the Proposed Settlement Agreement 

(“Agreement”). I will also provide testimony which addresses the settlement process, 

public interest benefits and general policy considerations. 
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Q. 
A. 

Q. 
A. 

Q9 

A. 

How is your testimony being presented? 

My testimony is organized into five sections. Section I is this introduction, Section II 

provides discussion of the settlement process, Section III discusses the various parts of the 

Agreement, Section N identifies and discusses the reasons why the Agreement is in the 

public interest and Section V addresses general policy considerations. 

Will there be other Staff witnesses providing testimony in this case? 

Mr. Jian Liu will be filing testimony later in this process to provide Staffs 

recommendations regarding the System Improvement Benefit (“SIB”) mechanism, i.e., the 

Distribution System Improvement Charge (“DSIC”) type mechanism that is being 

requested by the Willow Valley Water Company (“Willow Water”). In addition, all 

Utilities Division Staff (“Staff’) witnesses that filed Direct Testimony prior to the 

Agreement will be available if the Commission has questions for them. 

Why is Mr. Liu not providing his SIB testimony at this time? 

As part of the Agreement, Staff and Willow agreed that Willow would try to timely 

submit all the information required to have a SIB mechanism approved for Willow. Staff 

committed to do its best to review all the information provided so it can submit its 

recommendations to the Commission prior to the hearing in this case. However, if Willow 

does not provide Staff the necessary SIB information in a timely fashion, Staff will most 

likely recommend that a SIB mechanism not be approved for Willow. 

SECTION I1 - SETTLEMENT PROCESS 

Q. 

A. Yes, Idid. 

Did you participate in the negotiations that led to the execution of the Agreement? 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Please discuss the settlement process. 

The settlement process was open, transparent and inclusive. All parties received notice of 

the settlement meetings and, to the extent they participated, were accorded an opportunity 

to raise, discuss, and propose resolution to any issue that they desired. 

Over what period did the Settlement meetings take place? 

Meetings were held on July 18 and 19,2013. 

Who participated in those meetings? 

The following parties were participants in some or all of the meetings: Willow Water; 

Valencia Water Company, Inc.-Town Division (“Valencia-Town”); Global Water-Palo 

Verde Utilities Company (“Palo Verde”); Water Utility of Northern Scottsdale, Inc. 

(‘Worthem Scottsdale”); Water Utility of Grater Tonopah, Inc. (“Tonopah”); Valencia 

Water Company, Inc.-Greater Buckeye Division (“Valencia-Buckeye”); Global Water- 

Santa Cruz Water Company (“Santa Cruz”), (the Agreement collectively refers to the 

foregoing companies as the “Global Applicants”); Global Water-Picacho Water Company 

(“Picacho Water”); Global Water-Picacho Cove Utilities Company (“Picacho Utilities”); 

Hassayampa Utilities Company, Inc. (“Has sayampa”); Global Water Resources, Inc. 

(“Global Parent”), (collectively referred to as the “Global Intervenors”); the City of 

Maricopa (“Maricopa”); Willow Valley Club Association (“Willow Club”); New World 

Properties, Inc. (“New World”); Sierra Negra Ranch, LLC (“SNR”); a group of 

homeowner’s associations (“HOAs”) known as the Maricopa Area Homeowner’s 

Association (“Maricopa HOW); the Residential Utility Consumer Office (“RUCO”); and 

Staff. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Could you identify some of the diverse interests that were involved in this process? 

Yes. The diverse interests included Staff, RUCO, the Global Applicants, the Global 

Intervenors, a municipality, developers and several HOAs. 

How many of these parties executed the Agreement? 

As of the date of the writing of this testimony, the Agreement was signed by all 

participants with the exception of Maricopa, Willow Club, New World, SNR, and several 

of the HOAs associated with Maricopa HOAs. Maricopa has indicated that it may sign 

the Agreement after its City Council has had an opportunity to review the Agreement and 

vote on it. 

Can other intervenors still sign on to the Agreement? 

Yes. Section 11.7 of the Agreement provides that “ ... any party to the Global Rate 

Dockets may join in this Settlement Agreement as a signatory by filing a signed signature 

page for that party with the Commission’s Docket Control in the Global Rate Dockets 

listed above.” 

Was there an opportunity for all issues to be discussed and considered? 

Yes, each party had the opportunity to raise and have its issues considered. 

Were the Signatories able to resolve all issues? 

The Signatories were able to resolve and reach agreement on all issues, except the SIB as 

previously mentioned. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

How would you describe the negotiations? 

I believe that all participants zealously advocated and represented their interests. I would 

characterize the discussions as candid but professional. While acknowledging that not all 

parties executed the Agreement, I must re-emphasize that all parties had the opportunity to 

be heard and to have their positions fairly considered. 

Would you describe the process as requiring give and take? 

Yes, I would. As a result of the varied interests represented in the settlement process, a 

willingness to compromise was necessary. As evidenced in the Agreement, the 

Signatories compromised on what could be described as vastly different litigation 

positions. 

Because of such compromising, do you believe the public interest was compromised? 

No. As I will discuss later in this testimony, I believe that the compromises made by the 

Signatories further the public interest. 

Mr. Olea, you have indicated that the Agreement incorporates diverse interests 

including those of residential customers, HOAs, municipalities, developers and 

utilities. Please discuss how the Agreement addresses the diverse interests of these 

entities. 

In the Agreement, there are specific provisions which address many of the concerns 

expressed by the various interests. The two primary issues in this case involve the rate 

increase and the treatment of the Infrastructure Coordination and Financing Agreements 

(“ICFAs”). The Agreement calls for rates to be phased in over eight (8) years and three 

(3) years, depending on the system, with no rate increase in the first year; this is a benefit 

for all customers. The Signatories have also agreed to Staffs level of expenses which will 
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be phased in over three (3) years for all Global Applicants. The rate for non-potable or 

recycled water, a concern of the HOAs, will be phased in over eight (8) years where there 

are existing customers. 

Global Parent will no longer enter into ICFAs and a portion of the funds of future ICFA 

payments will go directly to the Global utilities to pay for backbone plant; this gives some 

assurance to developers that the utilities will have funds available to construct plant to 

serve their projects. Allowing payments to be made directly to the utilities, and not Global 

Parent, will also avoid the unnecessary taxation of those payments, thereby allowing a 

greater portion of the payments to be devoted to putting utility plant in the ground. The 

contribution in aid of construction (“CIAC”) imputation of ICFAs from the last rate case 

will be reversed in a way that will not unduly impact rate payers and at the same time help 

Global Parent improve its Balance Sheet, thereby giving more stability to all the Global 

utilities, which not only benefits Global Parent and its affiliated utilities but also is a 

benefit to customers. 

Another benefit to customers is that the Global utilities will not file another rate case 

earlier than May 31,2016; if Maricopa signs on to the Agreement, Palo Verde and Santa 

Cruz will extend that stay-out until May 3 1,20 17. 

Q. 

A. 

What is the return on equity (“ROE”) requested by the Global Applicants compared 

to what is in the Agreement? 

Global Applicants requested an ROE of 11.44 percent. In its Direct Testimony, Staff 

recommended and ROE of 9.4 percent. The Agreement contains an ROE of 9.5 percent. 
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SECTION I11 - SETTLEMENT AGREEMENT 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please describe Part I of the Agreement. 

Part I is a general description of the settlement process and the Agreement itself, which 

also includes a brief description about why Staff believes the terms of the Agreement are 

just, reasonable, fair and in the public interest. 

Please describe Part I1 of the Agreement. 

Part I1 of the Agreement speaks to the stay-out and the revenue increase. Global 

Applicants agree to not file their next rate case earlier than May 31, 2016. If Maricopa 

signs the Agreement, Palo Verde and Santa Cruz agree not to file their next rate case 

before May 31, 2017. This section of the Agreement refers to Attachment A, which 

contains all the schedules with agreed upon rate bases, revenues, expenses, and rates. All 

these portions of the Agreement are designed to ensure rate stability for Global 

Applicant’s customers while providing revenue to the Global Applicants that is fair, just 

and reasonable and adequate to allow them to provide safe and reliable water and 

wastewater services. 

Please describe Part III of the Agreement. 

This section of the Agreement addresses the rate design and bill impacts resulting from the 

settlement. The rate increases for Palo Verde and Santa Cruz will be phased in over eight 

(8) years. There is no revenue change for Northern Scottsdale, but its rate design is being 

modified such that it will have six (6) tiers and a Conservation Rebate similar to the other 

Global Applicants providing water service. Due to this change in rate design, Northern 

Scottsdale’s lower use customers will see a lower bill than today while the higher use 

customers will see a higher bill. The rate increases for the remaining Global Applicants 

will be phased in over three (3) years. All the Global Applicants receiving a rate increase 
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rate increase in year one and new rates will not begin until year two, i.e., for all Global 

Applicants, except Northern Scottsdale, there will be no change in rates and/or rate design 

until year two (January 2015). 

Q. 
A. 

Q. 
A. 

Q- 
A. 

Please discuss Part IV of the Agreement. 

This section contains the capital structure (57.8 percent long term debt and 42.2 percent 

common equity), the ROE of 9.5 percent, the cost of debt of 6.1 percent and the fair value 

rate of return of 7.5 percent. 

Please describe Part V of the Agreement. 

This section discusses the depreciation rates. The Signatories agree to the depreciation 

rates proposed by Staff with a modification to the rates for Account 348 (Other Tangible 

Plant) and 398 (Other Tangible Plant). 

Please describe Part VI of the Agreement. 

This section deals with the ICFA issue. I would say that this was the major issue for the 

Global Applicants, the Global Intervenors, and most if not all the parties to this case. In 

the last rate case involving Global utilities, the Commission imputed the ICFA monies 

received up to that point as CIAC. According to Global Parent and Global Applicants this 

caused a major problem with the Global Parents Balance Sheet resulting in a detrimental 

effect not only on Global Parent but also on the Global Applicants. Global Parent stated 

that the result was so serious that it could have a negative effect on the service being 

provided by the Global Applicants and all Global affiliated utilities. Based on the 

information provided, Staff believed this was a real possibility. Staff believes that the 

Agreement provides a mechanism for Global Parent to restore its Balance Sheet while at 

the same time not unduly burdening the Global Applicants’ customers. 
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This section of the Agreement states that neither Global Parent nor any of its affiliates or 

Global utilities will enter into any ICFAs or ICFA-type contracts/agreements in the future. 

Even though RUCO and Staff already have such a right (and some would say obligation), 

Paragraph 6.1.2 specifically states that Staff and RUCO reserve the right to monitor 

Global Parent’s and its affiliates’ dealings with ICFAs. 

Part VI describes how future ICFA payments from developers to Global Parent will be 

handled. The Agreement contains Hook-Up Fee (‘‘HUF”) Tariffs for all the Global 

Applicants. The other Global utilities will file with the Commission for approval of HUF 

Tariffs within thirty (30) days of a Commission decision in this case. As developers pay 

their obligations per the ICFAs, a portion of those payments will go to the Global 

individual utilities as HUFs, with the remainder being retained by Global Parent to meet 

its obligations per each ICFA. Regardless of the amount of the ICFA payment made by 

any particular developer, Global Parent will be responsible to pay the total required HUF 

after receipt of the total payment required by the ICFA and whichever one of the 

following occurs first: 1) final plat for the development, 2) the start work date for that 

development, or 3) the date required by the HUF Tariff. 

With regard to ICFA payments that have already been received or should have been 

received (by requirements of an ICFA), Global Parent will retain those funds and use them 

to meet obligations of the ICFAs. 

Q. 
A. 

Please describe Part VI1 of the Agreement. 

Part VII lists and discusses HuFs. If the Agreement is approved by the Commission, the 

Global Applicants will have HUFs as outlined in Part VII and the remaining Global 
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utilities will file HUF Tariff applications with the Commission within thirty (30) days of a 

decision in this case. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q- 
A. 

Please describe Part VI11 of the Agreement. 

This section of the Agreement addresses a code of conduct (“COC”) and other various 

tariff issues. Staff requested and Global Parent and its utilities agreed to establish a COC 

to make sure that the dealingdinteractions between Global Parent and all its affiliates were 

as transparent as possible and not detrimental to utility customers. In addition, this part of 

the Agreement discusses the Global Applicants’ low income tariff, the Central Arizona 

Groundwater Replenishment District adjustor, Best Management Practices water 

conservation tariffs, and Terms and Conditions tariffs. 

Please describe Part IX of the Agreement. 

Part IX states that the Global Applicants agree to file the water loss reports recommended 

by Staff. 

Please describe Part X of the Agreement. 

This portion of the Agreement is typical to settlement agreements presented to the 

Commission and states that the Commission is not bound by the Agreement and will 

review it independently. It also discusses the responsibilities and options of the 

Signatories to the Agreement if the Commission does or does not approve the Agreement, 

Please describe Part XI of the Agreement. 

This part of the Agreement contains the typical miscellaneous provisions of a settlement 

agreement. 
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SECTION IV - PUBLIC INTEREST 

Q. 
A. 

Q- 

A. 

Mr. Olea, is the Agreement in the public interest? 

Yes, in Staffs opinion, the Agreement is fair, balanced, and in the public interest. 

Would you summarize the reasons that lead Staff to conclude that the Agreement is 

fair, balanced, and in the public interest? 

This Agreement results in a settlement package that addresses the needs of the Global 

Applicants', Global Parent and other Global utilities while balancing those needs with 

terms and conditions that provide significant customer benefits, such as: 

A phase-in of any rate increase resulting fiom this case; 

No rate increase in year one of the phase-in for any of the utilities (this case results 

in a zero revenue increase for Northern Scottsdale, however, rate design will be 

modified which will result in a bill decrease for lower use customers and a bill 

increase for higher use customers); 

the rate increase for Palo Verde and Santa Cruz will be phased in over eight (8) 

years; 

the rate increase for Valencia-Town, Valencia-Buckeye, Willow and Tonopah will 

be phased in over three (3) years; 

if Tonopah files a rate case within the next eight (8) years, rates from that case(s) 

will be set based on either a 10 percent operating margin or rate of return, 

whichever results in a lower revenue requirement; 

the Global Applicants will not file a new rate case application prior to May 31, 

2016, and if Maricopa signs on to the Agreement, Palo Verde and Santa Cruz will 

not file a new rate case application prior to May 3 1,201 7; and 

resolution of ICFA issues. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

.. 

Mr. Olea, do you believe that the Agreement results in just and reasonable rates for 

consumers? 

Yes. As stated above, the rates will be phased in over three years or eight years, 

depending on the system, and the first year will have no rate increase. This will allow 

customers one year to prepare for the first rate increase and will make the entire rate 

increase gradual over time. I do not believe that any of this could have been accomplished 

without a settlement agreement. 

Please discuss how the Agreement is fair to the Global Applicants. 

The revenue recommended will provide the Global Applicants with adequate hnds to 

provide reliable and safe service, while at the same time ensuring the financial health of 

not only the Global Applicants, but also Global Parent. 

Mr. Olea, what was Staff's goal when it agreed to be a Signatory to the Agreement? 

The primary goal of Staff in this matter, as in all rate proceedings before the Commission, 

is to protect the public interest by recommending rates that are just, fair and reasonable for 

both the ratepayers and the Global Applicants. Staff believes it has accomplished this by 

reviewing the facts presented and making the appropriate recommendations to the 

Commission for its consideration, which will balance the interests of the Global 

Applicants and the ratepayers, by promoting the Commission's desire to ensure that the 

Global Applicants have the tools and financial health to provide safe, adequate and 

reliable service, while complying with Commission requirements at just and reasonable 

rates. 
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SECTION V - POLICY CONSZDERATIONS 

Mr. Olea, what were the major policy considerations the parties had to deal with in 

this Docket? 

I believe there was one major policy consideration that Staff and other Signatories had to 

address in order to balance the interests of all parties, and that was the issue of ICFAs. A 

major concern of the Global Applicants and Staff was whether or not the imputation of the 

ICFA funds as CIAC from the last rate case shouId be modified, and if so, how. 

How does the Settlement Agreement address this ICFA issue? 

As a result of the last rate case, the Commission had Staff contract with an accounting 

firm to answer the basic question - could the Global utilities have paid for their rate base 

absent the ICFA funds. The Commission asked for this assistance to allow it to have 

information to possibly modify the CIAC treatment of the ICFA funds. Staff hired 

Ullman & Company, P.C. (certified public accountants) for this endeavor. The report 

resulting ti-om the Ullman undertaking showed that but for a small portion, the Global 

Applicants could have paid for plant-in-service additions made between 2004 and 2008 

without using funds generated from the ICFAs. However, this report did not conclusively 

determine how the ICFA fimds had been used. After giving consideration to the 

information provided in the Ullman report together with other financial information 

provided by the Global Applicants and Global Parent, Staff believed it would be in the 

public interest to reverse the CIAC imputation of ICFA funds, but only if it could be done 

in a manner that would have limited impact on the customers of the Global Applicants. 

Staff believed this was accomplished by having an eight (8) year phase-in of rates for Palo 

Verde and Santa Cruz, requiring Tonopah’s rates to be set on a ten percent operating 

margin or rate of return (whichever results in a lower revenue requirement) over the next 

eight (8) years (this does not restrict the Commission €tom continuing this practice beyond 
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the 8 years), having all the Global utilities establish HUF Tariffs which will reduce rate 

base in the future, and having no rate increase resulting fiom this case earlier than January 

1,2015. 

Q* 

A. 

Q* 
A. 

Q- 
A. 

The Agreement calls for an eight (8) year rate phase-in for Palo Verde and Santa 

Cruz, but only requires a rate application stay-out until May 31,2016 (May 31,2017, 

if Maricopa signs on), which is less than three (3) years from now. How is this 

supposed to work? 

The rate phase-in applies only to the rates resulting from this case. Any rate increases 

resulting from future rate filings, i.e., those filed after May 31,2016 (or possibly May 31, 

2017), would stand on their own and would be implemented per the Commission decision 

resulting from that specific future application. 

Is there anything else you would like to add regarding the Agreement? 

I would like to reiterate that the settlement discussions were transparent, candid, 

professional and open to all parties in this docket. All parties, even those that did not sign 

the Agreement, were allowed to openly express their views and opinions on all issues. I 

believe the Settlement Agreement is in the public interest. 

Does this conclude your testimony? 

Yes, it does. 
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INTRODUCTION 

Q. 

A. 

Please state your name and business address. 

My name is Jim W. Liu. My business address is 1200 West Washington Street, Phoenix, 

Arizona 85007. 

Q. 

A. Yes,Iam. 

Are you the same Jian W. Liu who filed Direct Testimony in this case? 

PURPOSE OF TESTIMONY 

Q. 
A. 

Q. 

A. 

What is the purpose of your Supplemental Testimony in this proceeding? 

In my Direct Testimony filed on July 8, 2013, Staff recommended that a System 

Improvement Benefit (“SIB”) mechanism not be approved since Global Water and 

Wastewater Utilities (“Global Utilities”) had not provided the associated supporting 

documentation for Staffs review and determination if approval of a SIB mechanism 

would be appropriate. As part of the Settlement Agreement, Staff and Global Utilities 

agreed that Willow Valley Water Co., Inc. (“Willow Valley”) would try to timely submit 

all the information required to have a SIT3 mechanism approved for Willow Valley. The 

purpose of this testimony is to update the record in this proceeding on the status of Staffs 

review of the proposed Willow Valley SIB mechanism. 

Has Willow Valley filed documentation regarding the Willow Valley SIB 

mechanism? 

Yes. On August 21, 2013, Mr. Ron Fleming filed testimony including information 

regarding the Willow Valley SIB. On September 3, 2013, Willow Valley filed the 

Revised SIB Engineering Report and SIB Tables (“Report”) that incorporated Staffs 

comments. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

1C 

I1 

1; 

1: 

1 L  

1! 

1t 

1: 

11 

l! 

Year 

Plant 

Pipelines 

Services 

Supplemental Testimony of Jian W. Liu 
Docket No. W-01212A-12-0309 ET AL 
Page 2 

2014 2015 2016 

units cost units cost units cost 

1,626 $93,630 1,805 $98,669 1,447 $79,124 

47 $98,674 48 $60,919 39 $50,670 

Q. 

A. 

Please describe the information contained in Willow Valley's Report. 

Willow Valley is seeking a SIB to address necessary distribution system infi-astructure 

replacements and improvements to service existing customers. The Report identifies the 

most critical areas, estimates the quantity of service lines, hydrants and valves that need to 

be replaced, and estimates the associated replacement costs. In addition, the Report 

included a revised Table I of SIB-eligible projects and related costs. A summary of the 

Company's proposed 5-year infiastructure replacement plan is tabulated below. 

TABLE I SIB ELIGIBLE PROJECTS COST SUMMARY 

Hydrants 1 j$3,941 1 1 $- I ; 1 $- 

Valves $1 5,246 $11,435 $1 5,246 

Total $211.491 $171,022 $145,040 

Q- 
A. 

5-Year Total 

$479,802 

$320,070 

$133,701 $214,979 $876,231 

Staff has reviewed Willow Valley's Report and the proposed 5-year infrastructure 

replacement plan at a cost of $876,233 and found the proposal reasonable and appropriate. 

However, no "used and usehl" determination of the proposed plant items was made, and 

no conclusions should be inferred for rate making or rate base purposes in the future. 

What is Staff's recommendation regarding Willow Valley's SIB proposal? 

Staff recommends approval of Willow Valley's Table I of SIB eligible projects for 

purposes of SIB approval. 
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Q* 
A. 

Q. 
A. 

Do you have any additional recommendations to make? 

Yes. Staff recommends that Willow Valley file its SIB PLANT TABLE II using the form 

labeled Attachment A to this testimony. 

Does this conclude your Supplemental Direct Testimony? 

Yes, it does. 
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