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1 EXECUTIVE SUMMARY

Pima Utility Company ("Pima" "PUC" or "Company") is a Class "B" public
service water and wastewater corporation organized as an S corporation
under Subtitle A, Chapter 1, Subchapter S of the Internal Revenue Code.
The Company serves approximately 10,197 water customers and 10,083
wastewater customers in portions of Maricopa County, Arizona.

Pima filed general rate applications for both the Company's Water and
Wastewater Divisions with the Arizona Corporation Commission ("ACC" or
"Commission") on November 15, 2016, using a December 31, 2015 test
year end.

On November 17, 2016, Pima filed a Motion to Consolidate Docket
Numbers W-02199A-16-0421 and SW-02199A-16-0422. In its Motion,
Pima stated that "Such relief is appropriate and will conserve judicial
resources because both rate applications are for the same Company.
Pima's water and wastewater customer bases are largely the same, and
Pima is operated and managed as one utility. The facts giving rise to
these two rate applications and the legal issues presented therein are
identical. Because these matters are inextricably linked, consolidation is
consistent with the interests of administrative efficiency and administrative
economy." The Commission's Util itiy Staff subsequently found the
Applications sufficient on December 15, 2016, and consolidated the two
dockets as W-02199A-16-0421, et al. for purposes of hearing.

For Pima's Water Division, the Company is requesting a gross revenue
increase of $337,024 or a 13.90 percent increase over test year adjusted
revenue of $2,423,950. RUCO recommends a $20,985 or .87 percent
decrease over Water Division test year adjusted revenue of $2,423,950

For Pima's Wastewater Division, the Company is requesting a gross
revenue increase of $369,289, or a 10.82 percent increase over test year
revenues of $3,412,382. RUCO is recommending a $165,535 or 4.85
percent reduction over the Wastewater Division's test year revenue of
$3,412,382.

The Company is seeking 8.48 percent rate of return on the fair value rate
base of both the water and wastewater divis ions whi le RUCO is
recommending a rate of return of 7.31 percent for both divisions.

2
3
4
5
6
7
8
9
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Based on RUCO's analysis of Pima Water Division's rate Application,
RUCO is recommending a three-tiered rate design that will result in a
typical monthly bill of $11.39, a decrease of $0.73, or 6.04 percent, over
the current monthly bill of $12.12 for a residential customer with a 5/8" x
3/4" meter using an average of 5,869 gallons per month.

i
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1
2
3

For the Wastewater Division, RUCO is recommending a rate design that
will result in a typical monthly bill of $23.78, a decrease of $1 .38, or 5.50
percent, over the current monthly bill of $25.17.

ii
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INTRODUCTION

Q. Please state your name, position, employer and address.

Q. Please state your educational background and qualifications in the

utility regulation field.

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

f rom Ar izona State Univers ity. I  a m a  C R R A,  ha ve  n i ne  ye a r s  o f

regulatory work experience as a Public Utilities Analyst, both with RUCO

as well as with the Arizona Corporation Commission ("ACC") Staf f , and

have testif ied in numerous rate proceedings before the ACC. I have

attended uti li ty related seminars sponsored b y  b o t h  t h e National

Assoc ia tion o f  Regula tory Uti li ty Commiss ioners  (NARUC), and the

Society of  Utility Regulatory Financial Analysts (SURFA). Attachment 1

presents a summary of my prior regulatory work experience.

Please state the purpose of your testimony.

1

2

3 A. My Name is John A. Cassidy. I am a Public Utilities Analyst v employed

4 by the Residential Utility Consumer Off ice ("RUCO"), located at 1110 w.

5 Washington, Suite 220, Phoenix, Arizona 85007.

6

7

8

9 A.

10

11

12

13

14

15

16

17

18

19

20

21 Q.

22 A.

23

The purpose of  my testimony is  to present RUCO's recommendations

regarding Pima Uti li ty Company's  ( "Pima" or  "Company")  W ater  and

1
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1

2

3

4

5

Wastewater Division's Application for a determination of the current fair

value of its utility plant and property and for a permanent increase in its

rates and charges based thereon for water and wastewater utility service.

The test year utilized by the Company in connection with the preparation

of this Application is the 12-month period ended December 31, 2015.

6

7 BACKGROUND

8 Q. Please describe your work effort on this project?

A.9

10

11

12

13 Divisions.

14

15

16

17

18

19

I reviewed financial data provided by the Company and performed

analytical procedures necessary to understand the Company's filing as it

relates to operating income, rate base, the overall revenue requirement

and the Company's rate design for both Pima's Water and Wastewater

My recommendations are based on these analyses.

Procedures performed include the in-house formulation and analysis of

information provided by the Company to RUCO in data requests, the

review and analysis of the Company's responses to Commission Staff

data requests, and a review of prior ACC dockets related to the

Company's Water and Wastewater Divisions. Finally, I am responsible for

RUCO's cost of capital analysis and recommendations, which will be filed

20 under separate cover.

21

22

23

2
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Q. Can you please identify the exhibits you are sponsoring?

I

l

i
l

I
l

i
l

l

l

l

A. Yes. am sponsor ing Schedules  JAC-1 through JAC-15 to suppor t

RUCO's  proposed revenue requirement f or  the W ater  D ivis ion, and

Schedules JAC-1 through JAC-16 to support RUCO's proposed revenue

requirement for  the W astewater  D ivis ion. Additionally, a m a ls o

sponsoring Schedules JAC RD-1 through JAC RD-2 to support RUCO's

proposed rate design for the Water Division's residential and commercial

ra tepayers , and Schedules  JAC RD-1 through JAC RD-2 to  suppor t

RUCO's proposed rate design for the Wastewater Division's residential

and commercial ratepayers.

I

1

2

3

4

5

6

7

8

9

10

11

12

13
14
15

SUMMARY OF ADJUSTMENTS- WATER DIVISION

I. Rate Base Adjustments Summary

Q. Please summarize the adjustments made by RUCO to rate base for

the Company's Water Division.

A. In summary, RUCO is  recommending one (1)  adjustment to the W ater

Division's rate base:

Rate Base Adjustment #1 - Cash Workinq Capital

RUCO proposes  a downward adjus tment to  Cash W orking Capita l o f

$26,254. RUCO's adjustment ref lects the use of a 41.0 revenue lag day,

rather than the 51 .0 revenue lag day as calculated by the Company.

16

17

18

19

20

21

22

23

24

3
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II. Operatinq Income Adjustments Summary

Q. Please summarize RUCO's operating income adjustments to Pima's

Water Division.

i
i
i
3
i
i
l
l
i

Operatinq Income Adjustment #2 - Property Taxes

This adjustment reduces property tax expense by $6,167.

I

Operating Income Adjustment #3 - Salaries and Waqes - Officers and

Directors

This adjustment reduces Salaries and Wages - Officers and Directors

expense by $37,240. This adjustment relates to the salary and wage

expense allocated to the W ater Division for Mr. Edward J. Robson,

Chairman and CEO Emeritus of the Company.

1

2

3

4 A. In summary, RUCO makes the following seven (7) operating income

5 adjustments to the Water Division:

6 Operating Income Adjustment #1 - Depreciation Expense

7 This adjustment recalculates Depreciation Expense based on RUCO's

8 recommended plant level. RUCO's adjustment represents a downward

9 adjustment to Depreciation Expense in the 2015 test-year of $1 ,147.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

4
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1

2

Dperatinq Income Adjustment #4 - Employee Pensions and Benefits

This adjustment reduces Employee Pensions and Benefits expense by

Officer and Directors3 $1,141, and is related to the Salary and Wages

4 expense adjustment for Mr. Robson.

5

6

7

8

9

10

Operatinq Adjustment #5 - Rate Case Expense

Consistent with RUCO's methodology which was adopted in the prior

Pima rate docket, RUC() proposes that Rate Case Expense be recovered

by means of a surcharge. Accordingly, this adjustment reduces Rate

Case Expense by the $35,000 normalized expense proposed by the

11 Company.

12

13

14

15 $8,683.

Operatinq Income Adjustment #6 - Contractual Services -- Other Expense

This adjustment reduces Contractual Services - Other Expense by

RUCO's adjustment reflects a disallowance of $7,833 in

16

17

management fees charged to the Water Division by Robson Communities,

Inc. ("RCl"), as well as an $849 expense for legal costs relating to the SIB

18 Appeal.

19

20

21

22

Operatinq Income Adjustment #7 - income Tax Expense

This adjustment reduces Income Tax Expense by $88,496. As will be

discussed, in light of recent events and because Pima is an "S-Corp"

5
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pass-through entity, RUCO does not make provision for income taxes in

the computation of Pima's revenue requirement.

l

l

l

SUMMARY OF ADJUSTMENTS WASTEWATER DIVISION

I. Rate Base Adjustments Summary

Q. Please summarize the adjustments made by RUCO to rate base for

the Company's Wastewater Division. l

l
l

l

A. In summary, RUCO makes the following two (2) adjustments to rate base:

Rate Base Adjustment #1 - Accumulated Depreciation

RUCO proposes a downward adjustment to Accumulated Depreciation in

the amount of $653,153, which has the effect of increasing net utility plant

(i.e., rate base) by this same $653,153 amount.

Rate Base Adjustment #2 - Cash Workinq Capital

RUCO proposes a downward adjustment to Cash Working Capital of

$50,673. RUCO's adjustment reflects the use of a 41.0 revenue lag day,

rather than the 51.0 revenue lag day employed in the Lead-Lag study

prepared by the Company.

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

6
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i
i

1

i
l

1 iII. Operating Income Adjustments Summary

Q. Please summarize RUCO's operating income adjustments to Pima's

Wastewater Division.

i
i

i

i

i

i

i

i

i

i

I

In summary, RUCO makes the following eight (8) operating income

adjustments to the Wastewater Division:

Operatinq Income Adjustment #1 - Depreciation Expense

This adjustment recalculates Depreciation Expense based on RUCO's

recommended plant level. RUCO's adjustment represents a downward

adjustment to Depreciation Expense in the 2015 test-year of $111 ,628.

Operatinq Income Adjustment #2 - Property Taxes

The adjustment reduces property tax expense by $2,677.

Operatinq Income Adjustment #3 - Salaries and Waves-Officers and

Directors

This adjustment reduces Salaries and Wages - Officers and Directors

expense by $48,315. As will be discussed, the adjustment relates to the

salary and wage expense allocated to the Wastewater Division for Mr.

Edward J. Robson, Chairman and CEO Emeritus of the Company.

2

3

4 A.

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

7
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| 1

2

Operatinq Income Adjustment #4 - Employee Pensions and Benefits

This adjustment reduces Employee Pensions and Benefits expense by

3 Officer and Directors$1,662, and is related to the Salary and Wages

4 expense adjustment for Mr. Robson.

5

6

7

8

9

10

Operatinq Adjustment #5 - Rate Case Expense

Consistent with RUCO's methodology which was adopted in the prior

Pima rate docket, RUCO proposes that Rate Case Expense be recovered

by means of a surcharge. Accordingly, this adjustment reduces Rate

Case Expense by the $35,000 normalized expense proposed by the

11 Company.

12

13

14

15

16

17

18

Operatinq Income Adjustment #6 - Contractual Services - Other Expense

This adjustment reduces Contractual Services - Other Expense by

$10,522. of this amount, RUCO's adjustment reflects a disallowance of

$9,673 in management fees charged to the W astewater Division by

Robson Communities, Inc. ("RCI"), as well as an $849 expense for legal

costs relating to the SIB Appeal.

19

20

21

22

23

Operatinq Income Adjustment #7 - Deferred Operatinq Expense

This adjustment reduces Deferred Operating Expense by $64,839. Of this

total, RUCO's adjustment reflects the disallowance of deferred plant

operating expenses of $62,925, and Wells Fargo Loan Fees of $1 ,914.

8
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1

2

3

4

5

Operatinq Income Adjustment #8 - Income Tax Expense

This adjustment reduces Income Tax Expense by $107,839. As will be

discussed, in light of recent events and because Pima is an "S-Corp"

pass-through entity, RUCO does not make provision for income taxes in

the computation of Pima's revenue requirement.

6

7 ADJUSTMENTS AFFECTING WATER AND WASTEWATER DIVISIONS

8 Q. Are there specific adjustments to the rate base of each division that

are common to both divisions and do not need to be discussedg

10 separately?

A.11

12

13

Yes. RUCO's cash working capital adjustment is common to both the

Water and Wastewater Divisions. Therefore, the following is a discussion

of the cash working capital rate base adjustment made by RUCO for each

14 Division.

15

16

17 Q.

I. Cash Working Capital

Can you please explain the concept of working capital?

A.18

19

20

21

22

23

A company's working capital requirement represents the amount of cash

the company must have on hand to cover any differences in the time

period between when revenues are received and expenses must be paid.

The most accurate way to measure working capital requirements is to

prepare a lead/lag study. The lead/lag study measures the actual lead

and lag days attributable to the individual revenues and expenses.

g
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Q. Did the Company perform a lead/lag study?1

2

3

4

A. Yes. Pima did perform a lead/lag study. However, rather than actually

testing a sample of billings to customers they calculated days for collection

of revenues billed based on an asset turnover approach.

5

6 Q.

7

Can you please prepare a summary of the Company's calculation of

revenue lead days vs. the calculation as prepared by RUCO?

8 A. Yes. See following table.

RUCOCompanv

15.0
3.0

15.0
3.0

33.0
23.0
41.051.0

Component
Service Lag (Lead)
Meter Reading to Bill Days
Payment Lag (see A/R Turnover)
Billing date to date of collection

TOTAL REVENUE LAG

A/R - Accounts Receivable

9
10
11
12
13
14
15
16
17
18

Q. Can you explain the large difference in the payment lag as presented

by the Company compared to the RUCO's calculation based on

billing date to collection date?

i

l
1l

Yes. It should be noted that the billing date to collection date is always the

most complicated due to customer payment habits. There are various

ways to do an analysis, i.e. statistical, analysis, utilizing the accounts

receivable system to produce various analysis, manually drawing a

sample and calculating actual days. Typically the average collection lag is

16 - 30 days.

19

20

21

22 A.

23

24

25

26

27

28

10
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Q. When reviewing the Company's Accounts/Receivable methodology

in determining the lead/lag what conclusions did RUCO reach?

The accounts receivable turnover allows the Company a much higher

number of days than the traditional approach. For example, the actual

billing date on the individual billings provided by the Company, and

reviewing the billing procedures, indicates approximately 15 days to the

actual due date on the billing. Taking this into consideration the 33 days

as calculated by Pima would indicate that every bill sent out would have a

previous amount due.

Q. How did RUCO ultimately settle on 23 days as the correct number on

days to utilize in its calculations?
i

The 23 days was calculated as the midpoint between 16 days and 30 days

as referenced above. Also, RUCO reviewed several recent rate case

fil ings in other dockets and determined that the total of 41 days is

reasonable compared to this review. (Arizona Water Company, Docket

No. 16-0443 is requesting a 30 day lead/lag on its revenue and in a recent

EPCOR filing, Docket 16-0145, the lead/lag days were 40.1. RUCO

believes that 41 days is appropriate for both the water and wastewater

divisions in this case.

1

2

3 A.

4

5

6

7

8

9

10

11

12

13 A.

14

15

16

17

18

19

20

21

11
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l

i
l

i

l

i

Q. Has RUCO made operating income adjustments which are common

to both the Water Division and Wastewater Division which do not

need to be discussed separately? i
i

A. Yes. RUCO's operating income adjustments which are common to both

Divisions and warrant collective discussion include the following: Property

Tax Expense, Salaries and Wages paid to Officers, Employee Benefits

and Pensions, Rate Case Expense, Income Tax Expense, and

Contractual Services - Other.

II.Property Tax Expense

Q. What property tax expense level does the Company propose for the

Water and Wastewater Divisions?

A. As shown in the Company's Schedule C-2, Page 3, the Company

proposes test-year adjusted property tax expenses of $122,311 for the

Water Division, and test-year adjusted property tax expenses of $171 ,957

for the Wastewater Division.

Does RUCO agree with the Company's proposed property tax

expense levels for the Water and Wastewater Divisions?

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18 Q.

19

20 A.

21

22

23

No. For the Water Division, a review of the Company's Schedule C-2,

Page 3 indicates that Mr. Bourassa has included a $6,167 expense

component for a "tax on parcels." However, his discussion of property

taxes in testimony (Bourassa Direct, p. 9, lines 18-19) is silent as to what

12
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1

2

3

4

5

6

7

this $6,167 tax on parcels is. As for the Wastewater Division, a similar

review of the Company's Schedule C-2, Page 3 indicates that Mr.

Bourassa's property tax expense calculation (i) improperly includes a

$40,135 10% CWIP component, (ii) fails to account for the net book value

of licensed vehicles owned by the Wastewater Division, and (iii) includes a

$1 ,393 expense component for a "tax on parcels," which as noted was not

discussed in direct testimony.

Q. Based upon the above considerations, what is RUCO's proposed

property tax expense lev els for  the Company's Water and

Wastewater Divisions?

The details of RUCO's property tax expense adjustments are presented in

Schedule JAC 9. As shown, for the Water Division RUCO reduces test-

year adjusted property tax expense by $6,167 to a level of $116,144, and

for the Wastewater Division RUCO reduces test-year adjusted property

taxes by $2,677 to a level of $169,280.

l

Q.

Ill. Salaries and Wages Paid to Officers

Does this adjustment relate to salaries and wages paid to Mr. E.J.

Robson?

A.

8

9

10

11

12 A.

13

14

15

16

17

18

19

20

21

22

Yes. RUCO believes that the salary being requested for Mr. E.J. Robson

in this rate case filing is once again excessive based on supporting

13
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documents and responses that have been provided to RUCO in data

requests.

Q. What are you referring too when you say "once again" find his salary

excessive?

In the last rate case filed by Pimal a salary of $90,294 was requested in

both the water and wastewater divisions. The documentation supporting

Mr. Robson's salary indicated he worked only 56.68 hours for each

division. Pima was requesting a total of $180,588 in annual salary based

on Mr. Robson's working a total of 113.36 hours. Based on an hourly rate

this equates to approximately $1,593 per hour which RUCO found

excessive. It should also be noted that his total salary was borne entirely

by Pima and no allocations to his remaining affiliated companies.

Q. Did Pima adjust its request for Mr. Robson's salary during the

discovery phase of that case and prior to hearing?

Yes. Pima adjusted its request to $80,396 to be spread over both

divisions?
1

1

i

1

2

3

4

5

6 A.

7

8

9

10

11

12

13

14

15

16

17 A.

18

19

20 1

1
111

l Docket No. w02199A11-0329, et al.
2 Co. Br. Ar 13

14
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1 Q.

2

i

Were additional adjustments made in the last ease to Mr. Robson's

salary and incorporated into the final decision approved by the ACC

Commissioners?3

4 A.

5

6

7

Yes. "For Mr. Edward Robson, Pima's Chairman/CEO, Pima proposes a

total annual Officers and Directors salary of $80,396. RUCO proposes a

total annual Officers and Directors salary of $14,170, and Staff proposes

total Officers and Directors salary of $27,372."3

8

9 Q. What was Mr. Robson's salary approved in that decision?

10 A.

11

12

13

14

15

16

17

The final decision read as follows, "Based on the evidence presented, the

Company's proposed total annual Officers and Directors salary of $80,396

is excessive. We find that in the absence of accurate time records, Staff's

recommended salary level of $27,372, which Staff reached by allocating

Mr. Robson's salary using NARUC cost causation principles and cost

drivers, reasonably and appropriately avoids cost-shifting from other RCI

affiliates to Pima's customers, and we will adopt it, along with the

corresponding adjustments to pension and benefit expense."4

1 8

19 Q.

20

Moving forward to this rate case filing what is Mr. Robson's current

salary and is his salary being allocated to other affiliates?

21 A.

22

Mr. Robson's current salary is $180,000 and is being allocated to all

affiliates based on number of customers, direct operating expenses and i

l

l

i

3 Decision No. 73573, Page 9, Lines l 1 through 13
4 Decision No. 73573, Page 12, Lines 20-22 and Page 13, and Lines 1-3.
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1

2

payroll.5 Based on the allocation methodology $42,744 has been

assigned to the water division and $52,780 has been assigned to the

3 sewer division.

4

5 Q.

6

Is RUCO taking exception in this rate case to the salary being

assigned to Mr. Robson?

7 A.

8

9

10

11

12

13 In

14

15

16

17

18

19

20

Yes. While Pima is now allocating his total salary of $180,000 to all

affiliates based on the allocation methodology just discussed RUCO is

taking exception to his salary. Based on information the company has

provided RUCO is taking exception based on the following:

1) There still remains the absence of accurate time records. This was

discussed in the prior case as reasoning for the large reduction and has

not been corrected. responding to Staff Dr. No. CSB 1-16 Part (g)

requesting Employee Salary and Wage Information, the Company

responded as follows, "The Company notes that Mr. Robson does not

maintain time sheets, however, his salary is commensurate with his job

duties and responsibilities on behalf of Pima and its several affiliates, and

like most chief executive officers, his compensation reflects his ultimate

responsibility for the safe operation and financial welfare of Pima and its

sister affiliates and not simply how many hours he works at one of the

21 utility entities in a given time period."

5 Company Response to Staff DR No.CSB-l0
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1

2

3

4

2) Pima's Federal Income Tax Filinqs (Years 2013, 2014 and 2015).

When reviewing the Company's Federal Income Tax Filings for a three

year period and more specifically IRS Form 1125-E, it states that Mr.

Robson's "Percent of time devoted to business" is only 5 percent.

5

6 3)

7

W hen reviewing the STATE OF ARIZONA CORPORATION

COMMISSION. CORPORATE ANNUAL REPORT & CERTIFICATE OF

8

9

10

DISCLOSURE Form AR: 0046, Mr. Robson was identified as CHAIRMAN

(EMERITUS). The definition of emeritus - "the former holder of an office

having retired but allowed to retain their title as an honor."

11

12 Q.

13

Was there a follow up request by RUCO to question the Federal

Income Tax filings for the three years noted?

14 A.

15

16

17

18

19

20

Yes, and in response to RUCO Data Request 3.02 it is apparent that the

Company would rather not acknowledge that Mr. Robson devotes only five

percent of his time to his utility businesses.6 Nevertheless, the Company

does state in its response that "[t]he amount allocated to the Company is

below the low end of the range of compensation for Top Executives (All)

as reported by the 2015 American Water Works Association

Compensation Survey for Small to Medium Sized Water and Wastewater

21 Utilities."

22

6 See Copy offeR No. 3.02 Attached.
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Q. What is RUCO's response to this statement?

li
il

A. While this statement may be correct (no evidence was provided), RUCO

believes that any executive working for a utility the size of Pima and

making $94,555 spends more that 5 percent of their time running the

business. Under this assumption an executive working 100 percent for a

uti l i ty the size of Pima would be paid approximately $1,891,000

($94,555/.05=$1 ,891 ,000)

Q. What is RUCO recommending in this case for Mr. Robson's salary?

A. RUCO cannot agree that ratepayers should pay salaries totally $94,555,

to Mr. Robson when he spends only 5 percent of his time overseeing

Company activities. Based on the facts  as presented RUCO is

recommending a total salary of $9,000 to be allocated over both water and

sewer divisions. Using the same allocation factors as the Company,

$3,917 is being allocated to the water division and $5,083 is being

allocated to the wastewater division. Consequently, RUCO's adjustments

reduce salary expense for Mr. Robson by $37,240 for the Water Division,

and $48,315 for the Wastewater Division. Details of RUCO's salary

expense adjustments are presented on Schedule JAC-10.

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23
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IV. Employee Pensions and Benefits

Q. As noted above, Staff made a downward adjustment to the salary

expense for Mr. Edward J. Robson in the prior Pima rate docket. To

your knowledge, did Staff make a corresponding downward

adjustment to the employee pension and benefits expense in the

Company's prior rate filing?

Q. For purposes of its adjustment to Employee Benefits and Pensions,

does RUCO borrow upon the above referenced $1,378 adjustment

made by Staff in the prior rate docket?

9

l

l
l
l

1

I
1
1

l
i

1

2

3

4

5

6

7 A. Yes, Staff made a downward adjustment of $1,378 to the Employee

8 Pensions and Benefits expense account for both the Water and

9 Wastewater Divisions in recognition of Mr. Robson's salary having been

10 reduced.

11

12

13

14

15 A.

16

17

18

19

20

21

22

Yes. The details of RUCO's adjustment to Employee Pensions and

Benefits for both the Water and Wastewater Divisions are presented in

Schedule JAC-11. As shown, RUCO's adjustment gives recognition to the

change in the employee pensions and benefits expense in the current rate

docket as compared to Pima's prior rate docket, and in so doing obtains a

multiplier which is then applied to $1,378 adjustment from the prior rate

docket to obtain an equivalent expense adjustment. As can be seen,

RUCO obtains a $1,141 downward adjustment to Employee Benefits and

19
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Pensions expense for the Water Division, and a $1,662 downward

adjustment for the Wastewater Division.

V. Rate Case Expense

Q. Has RUCO made an adjustment to Pima's requested level of rate

case expense in this filing?

Q. What was approved for recovery in the last rate case filing by the

Commission for Pima's water and wastewater divisions?

The Commission approved $200,000 in rate case expense in the most

recent filing for each division for a total of $400,000.

Q. Can you please describe how the Company is requesting recovery of

rate case expense in this filing?

Yes. Pima has requested recovery of $35,000 annually for each division.

The Company proposes that rate case expense be recovered over five

years because it believes a 5-year cycle for future rate cases is

reasonable given this utility's circumstances.

1

2

3

4

5

6

7 A. No. The Company's request of $175,000 in rate case expense for both the

8 water and wastewater division for a total rate case expense of $350,000 is

9 appropriate in this case.

10

11

12

13 A.

14

15

16

17

18 A.

19

20

21

22

20
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1 Q. Is the five year recovery period consistent with the methodology that

was approved in the last rate case?2

3 A.

4

No. RUCO had several alternatives for recovery of rate case expense in

the last rate case, filed on August 29, 2011, one of which was establishing

a surcharge mechanism to ensure that ratepayers did not pay for

extensive periods of time subsequent to full recovery. Prior to that filing in

2011 the latest increase in rates approved by the Commission was in

1994 for the water division and year 2000 for the wastewater division. Due

to extended time between rate case filings RUCO was concerned that the

Company would refrain from filing a rate case for many years as it had in

the past.

Q. What was the Company's reaction to RUCO's recommendation of

establishing rate case expense recovery through a surcharge

mechanism?

The Company adopted RUCO's recommendation. "while it is certainly not

inappropriate to allow recovery of rate case expense through rates, we

find that the Company's adoption of RUCO's alternative recommendation

for surcharge as a means of preventing over-recovery of rate case

expense reasonable in this case."7

5

6

7

8

g

10

11

12

13

14

15

16 A.

17

18

19

20

21

7 See Decision No. 73573, Page 17, Lines 2 through 4

21

I



W
l

Direct Testimony of John A. Cassidy
Pima Utility Company
Docket No. W-02199A-16-0421 et al.

Q. Is it your recommendation that rate case expense continue to be

recovered through such a surcharge mechanism?

i

1

2

3 A.

4
i
i

1

1

5

6

7

8

9

10

11

12

Yes, which is why RUCO makes an adjustment reducing the Company's

proposed $35,000 annual rate case expense to $0 for both the Water and

Wastewater Divisions. RUCO continues to recommend recovery through

a surcharge mechanism. In the last case the Commission approved

recovery over a 60 month period or, until full recovery of the expense for

each division, whichever comes first. RUCO continues to believe that this

is the most advantageous method of recovery and ensures that ratepayers

pay no more than what the Commission has authorized for recovery. The

details of RUCO's rate case expense adjustment are presented in

Schedule JAC-12.

Q.

VI.Contractual Services - Other Expense

Please explain RUCO's operating income adjustment to Contractual

Services - Other.

l

13

14

15

16

17 A.

18

19

20

21

22

23

A review of the Company's response to Staff data request CSB 3-09

indicated that the management fee charged to the Water and Wastewater

Divisions by Robson Communities, Inc. ("RCI") was increased by 10

percent in September 2015, with an annualized adjustment made to reflect

this higher management fee expense level in months January-August,

2015. Additionally, the Company's response indicated that both the Water

and Wastewater Divisions had included an allocated $849 expense in the

22



Direct Testimony of John A. Cassidy
Pima Utility Company
Docket No. W-02199A-16-0421, et al.

1

2

3

4

Contractual Services - Other expense account for the "WUAA SIB

Appeal." Based upon the Company's response to CSB 3.09, RUCO

determined that because the Company did not seek out competitive bids

for the monthly management fees charged by RCI, the 10.0 percent

increase was unwarranted. Additionally, because the Company's

Application does not seek authority for a SIB, RUCO determined that the

$849 expense for the WUAA SIB Appeal was improper. Details of

RUCO's adjustment to Contractual Services - Other are presented in

Schedule JAC-13. As can be seen, for the Water Division RUCO makes

an $8,683 downward adjustment to Contractual Services - Other

expense, and for the Wastewater Division RUCO makes a downward

adjustment of $10,522.

VII.Income Tax Expense

Q. Can you please explain the adjustment you made to Income Tax

Expense?
;
l

l

l
l

A. Yes. RUCO is recommending that income tax expense be reduced by the

full amount of the Company's request. This adjustment includes both test

year adjustments in addition to the calculation of income tax expense

applicable to the proposed increase in revenues in this case. Total

reduction as follows:

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23
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Division Test Year Adjustment Proposed Increase Total

Water ($ 88,496) ($ 81,411) ($ 169,906)

Wastewater ($ 107,840) ($ 89,830) ( $ 197,670)

Details of RUCO's proposed test-year adjusted income tax expenses for

the Water Division are presented in Schedule JAC-14, while those for the

Wastewater Division are presented in Schedule JAC-15.

Q.

l

Since the last rate case filing by Pima, didn't the Commission pass a

policy that allowed Company's organized as a pass-through tax

entity to charge income taxes to ratepayers based on the individual

owners effective incoOme tax rate?

l

l

1

2

3

4

5

6

7

8

9

10

11

12 A.

13

14

15

16

17

18

19

20

21

22

23

Yes. On February 22, 2013, the Commission voted to allow the pass

through of income taxes to limited liability companies, Subchapter S

corporations and partnerships in Decision No. 73739. The Decision further

stated that the inclusion of income tax expense for tax pass-through

entities are equally applicable in the case of sole proprietorships. The

Commissions policy reads as follows; "Income tax expense shall be

permitted based only upon the effective income tax rates of owners which

have actual or potential state and federal income tax liability. The owner

or owners of a tax pass-through entity shall not be required to submit

personal income tax returns to the Commission, but shall submit

documentation showing all owners of the tax pass-through entity, the

respective ownership percentages of each owner, and the tax status of
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1 each owner (i.e. whether the owner is a taxable entity or a non-taxable

entity)."8

Q. Does RUCO agree with the Decision No. 73739?

No. RUCO does not support the policy as it is not in the public interest.

RUCO has taken exception in rate case filings when pass through entities

have requested income tax expense and has not been persuaded that

income tax expense for past through entities should be allow in the future.

Q. Can you further expand on the reasons why allowing the income tax

pass through is not in the public interest?

Yes. (1) Ratepayers should only pay expenses that are incurred by the

utility. Sub Chapter S corporations do not pay income taxes. Pima

shareholders pay personal income taxes, not corporate income taxes.

The Company's shareholders receive their pro-rata share of earnings,

losses, and credits which are treated as personal income for income tax

reporting purposes. These earnings or losses are subject to the

shareholder's individual income tax rates. Once again, ratepayers should

not be required to pay individual shareholders personal income taxes as

they are expenses that should be paid by the individual shareholders.

2

3

4

5 A.

6

7

8

9

10

11

12 A.

13

14

15

16

17

18

19

20

21

8 See Decision No. 73739,Pages2 and 3.
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l

i

1 As pointed out in RUCO's Opening Brief, filed on July 3, 2012, in l

2

3

4

In5

6

7

(2)

the last rate case fi l ing, the Company made an argument that the

Commission should impute income tax because FERC adopted this

policy.9 However, as pointed out FERC policy is not controlling precedent

in Arizona. other words, Arizona is not bound by FERC policy. In

addition, FERC policy dealt primarily with Master Limited Partnerships,

which like S corporations and LLC's are pass through entities.

8

g As pointed out in RUCO's Opening Brief, the Company was(3)

10 In 1973, the Companyoriginally formed as a C corporation in 1972.

11 In 1979, subsequent to anelected to change to an S corporation.

12

13

14

15

16

17

ownership change, the Company converted back to a c corporation, and

finally in 1986, the Company changed back to as S corporation and has

remained as S corporation since that date.10 RUCO also notes in its

Reply Brief, that Pima's shareholders continued to believe that Sub

Chapter s status was the most beneficial organizational form throughout

the following years even though the Commission had not allowed Pima to

18 rates." In other words, therecover personal income taxes in

19

20

21

Commission's long standing policy did not motivate Pima to reorganize as

a C corporation - and the reason why? Pima benefited for being an S

Corporation.

9 RUCO's Opening Brief, Docket No. W-02l99Al 1-0329 et.al.
10 RUCO's Opening Brief, Docket No. W-02 l99A-l 1-0329 et.al.
ii RUCO's Reply Brief, Docket No. W-02l99A~l 1-0139, et al Page4
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Q. Did you review the income tax filings made by the Company during

the test year?

In

Yes. RUCO reviewed the income tax filings for the test year ending

December 31, 2015. As indicated above, Pima made post-test year

income tax expense adjustments of $86,496 in the water division and

$107,840 adjustment in the wastewater division for a total of $194,336

The Company is including these expenses as an adjustment in order to

pay the personal income tax expenses of its shareholders for the tax year

ending December 31, 2015. However, in reviewing the Company's 2015

U.S Income Tax Return for an S Corporat ion, Form  1120S, the

Company's reported taxable income is $79,475. reviewing the

Company's Schedule K-1, Shareholder's Share of Income, Deductions,

Credits, etc. they confirm that the amount paid out to shareholders related

to income distribution, also totals $79,475.

What is RUCO's concern with the mismatch of the taxes being

requested for recovery and the taxes being reported and distributed

to shareholders?

it

1

2.

3 A.

4

5

6

7

8

9

10

11

12

13

14

15

16 Q.

17

18

19 A.

20

21

22

23

clearly indicates that ratepayers are paying considerably more,

($194,336 - $79,475) $114,861, to reimburse shareholders personal

income taxes than the shareholders are required to report on their

personal income tax return for earnings attributable to income produced

by Pima.
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Q. Is this fair to ratepayers?

No. This is not fair to ratepayers, is extremely bad public policy, and

should be discontinued immediately.

ADDITIONAL ADJUSTMENTS _ WATER DIVISION
l

l

l

l

l
lQ. Did you recalculate annual depreciation since the last rate case filing

and what were the results of your recalculation?

Have you made any changes to the Company's adjusted test year

depreciation expense for the Water Division?

Yes. The details of RUCO's Depreciation Expense adjustment are

presented in Schedule JAC-8. As shown, RUCO proposes adjusted

depreciation expense of $679,627 for the Water Division, a reduction of

$1 ,147 to the Company proposed $680,774 depreciation expense level.

1

2 A.

3

4

5

6 RUCO Operatinq Income Adjustment # 1 - Depreciation Expense

7

8

9 A. Yes, I conducted a reconstruction and analysis of the Company's plant

10 balances and depreciation expense since the Company's last rate filing

11 and found no discrepancies in the reported balances shown for the Water

12 Division.

13

14 Q.

15

16 A.

17

18

19

20

21

22

23

28
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1 ADDITIONAL ADJUSTMENTS _ WASTEWATER DIVISION

2 RUCO Rate Base Adjustment # 1 - Accumulated Depreciation

3 Q.

4

Did RUCO make an adjustment to Accumulated Depreciation for both

the Water Division and the Wastewater Division?

A.5

6

7

No. Although RUCO performed a plant reconstruction analysis for both

the Water and Wastewater Divisions, RUCO determined it was necessary

to make an adjustment to Accumulated Depreciation only for the

Wastewater Division.8

g

10 Q.

11

Please indicate the amount  of the adjustment  made to the

Accumulated Depreciation balance for the Wastewater Division.

12 A.

13

14

15

16

17

As shown in Wastewater Schedule JAC-3, RUCO made a downward

adjustment to the Accumulated Depreciation balance in the amount of

$653,153. It should be noted that RUCO's adjustment serves to increase

net plant balance (i.e., rate base) by this same $653,153 amount. Details

of RUCO's Accumulated Depreciation adjustment are presented in

Wastewater Schedule JAC-4(b) (Pages 1-5).

18

19 Q.

20

21

Has RUCO prepared a summary table showing which NARUC

accounts gave rise to the above referenced $653,153 adjustment to

Accumulated Depreciation for the Wastewater Division?

22 A.

23

Yes. The following table presents information on the NARUC accounts

giving rise to RUCO's $653,153 adjustment to Accumulated Depreciation:
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1

Authorized

Depreciation Rate

Prior Current

NARUC

Account

Company

Proposed

RUCO

Proposed

Description RUCO

Adjustment

s12.50%

12.50%

6.67%

20.00%

5.00%

10.00%

10.00%

371.1

371.3

390

390.1

393

394

396

10.00%

10.00%

6.67%

20.00%

10.00%

10.00%

10.00%

285,627
332,020

3,722
11,522
4035
398

15,830

(1,30S,727) s
(1,25S,691)

(12,742)
(30,118)
(74,120)
(2,668)

(167,236)

(1,591,354) s
(1,587,711)

(16,464)
(41,640)
(78,155)
cause)

(183,066)

Pumping Equipment Lift Stations

Pumping Equipment Recharge Wells

Office Furniture & Equipment

Computers and Software

Tools Shop And Garage Equipment

Laboratory Equipment

Communication Equipment

Totals s (3,s01,4s6) s i2,848,303) s 6s3,153
2

3 As can be seen, RUCO's $653,153 Accumulated Depreciation adjustment

4 was confined to only seven (7) NARUC accounts, with the lion's share (i.e.

5 $617,647) being accounted for by accumulated depreciation balances

6 reported in only two accounts: NARUC Account No. 371.1, Pumping

7 Equipment - Lift Stations ($285,627), and NARUC Account No. 371.3,

8 Pumping Equipment - Recharge Wells ($332,020). As can further be

9 seen, the current authorized depreciation rate for each of these two

10 accounts was increased from 10.00% to 12.50% in the Company's last

rate case.11

12

13 Was RUCO able to determine what factors contributed to theQ.

14 Company's reported accumulated depreciation balances for the

15 Wastewater Division being over-stated?

A.16 Yes. In reviewing Pima's Wastewater B-2 Schedules, RUCO found

17 evidence that in some cases fully depreciated plant was re-depreciated
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after the addition of new plant to the account. In other cases, RUCO

found that several new plant additions had been fully depreciated in the

year when they went into rate base. For obvious reasons, such

occurrences serve to overstate the balance of accumulated depreciation,

as well as depreciation expense in the 2015 test-year.

Q. What methodology does the Company use to depreciate its

Wastewater plant?

The Company employs the group depreciation methodology.

Q. For purposes of its plant reconstruction analysis, did RUCO likewise

employ the group depreciation methodology?

No, RUCO employed a vintage-group depreciation methodology. In doing

so, RUCO tracked depreciation expense on all plant additions made

subsequent to the December 31, 2010 test-year end in Pima's last rate

case by the vintage year in which the plant additions were made. Thus,

plant additions in years 2011, 2012, 2013, 2014 and 2015 were all tracked

separately to avoid the possibility of individual plant account balances

becoming over-depreciated.

1

2

3

4

5

6

7

8

9 A.

10

11

12

13 A.

14

15

16

17

18

19

20

21

22
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1 Q.

i

Does RUCO believe that the vintage-group methodology it employs

to be superior to the Company's group depreciation methodology?

Yes, because RUCO's vintage group methodology would have prevented

these overstatements to accumulated depreciation.

l

l

l

l
l

l
9

l
l
l
l

l

Q. Did you find that an overstatement to the accumulated depreciation

balances for the Wastewater Division necessitated an adjustment

being made to annual depreciation expense in the test year?

Q. What is RUCO's proposed adjustment to the Company's adjusted

test year depreciation expense for the Wastewater Division?

The details of RUCO's Depreciation Expense adjustment for the

Wastewater Division are presented in Schedule JAC-8. As shown, RUCO

proposes adjusted depreciation expense of $800,274 for the Wastewater

Division, a decrease of $111,628 from the Company proposed $911,901

depreciation expense level.

2

3 A.

4

5

6 RUCO Operating Income Adjustment # 1 - Depreciation Expense

7

8

9

10 A. Yes.

11

12

13

14 A.

15

16

17

18

19

20

21

22

23
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i
i
i
i
i
l
i

i
i
i

ADJUSTOR MECH'ANISMS REQUESTED

I. Purchase Power Adjustor Mechanism

Q. Can you please explain what the Company is proposing when asking

for a Purchased Power Adjustment Mechanism ("PPAM")?

i

1

Q. In general, does RUCO agree with adjustor mechanisms?

i
I

RUCO can agree with certain adjustor mechanisms, such as those where

certain expenses can vary significantly from year to year and those

expense adjustor mechanisms that can also create a reduction in rates.

RUCO does not agree with adjustor mechanisms that only go in one

direction, that being an increase.

Can you please describe briefly the Plan of Administration ("POA")

prepared by the Company for administration of the PPAM.

A.

1

2

3

4

5 A. Yes. As explained in the General Description, Section 1 of the Proposed

6 Plan of Administration, "The PPAM allows Pima to pass through to its

7 customers the increase or decrease in purchased power costs that result

8 from a rate change for any Commission-regulated electric service provider

9 supplying retail electric service to the Company."

10

11

12 A.

13

14

15

16

17

18 Q.

19

20

21

22

Yes. (1) Within 60 days of the effective date of the Commission Decision

authorizing a rate change in the approved tariffs for any Commission-

regulated electric service provider supplying retail electric service to the

33
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Company, the Company shall file with Docket Control an analysis of the

actual impact on the energy portion of the Company's service costs.

(2) The Company will provide the Commission with spreadsheets detailing

exactly how the Company's purchased power expenses were calculated in

the time period to a change in the rate that the Company must pay for

purchased power.

l

l

l
l

1

(3) All revised schedules filed the Commission will be accompanied by

documentation prepared by the Company in a format approved by the

Utilities Division Staff of the Commission and will contain sufficient detail

to enable the Commission to veri fy accuracy of the Company's

calculations.

l
l

l

l

l
l

l

l

(4) The surcharges will not become effective until approved by the

Commission.

(5) The Company will file annually with the Commission a report detailing

the Company's purchased power costs and any conservation or power-

shifting measures employed by the Company.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

(6) The Company shall provide notice (in a form acceptable to Staff) of the

rate increases to customers with the bill where the rate first appears.
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II. Property Tax Adjustor Mechanism

Q. Can you please explain what the Company is proposing when asking

for a Property Tax Adjustor Mechanism ("PTAM")?

1

2

3

4 A. Yes. As explained in the General Description, Section 1 of the Proposed

Plan of Administration, "The PTAM allows Pima to pass through to its

customers the increase or decrease in property taxes that result from a

change in the applicable assessment ratio and/or property tax rates."

Q. Can you explain the additional tiling requirements as discussed in

the Company's POA that was filed in testimony?

A. Yes. Basically the additional reporting requirements as outlined in the

POA for the PTAM are the same as discussed in points (1) through (6)

above, filed by the Company for the PPAM.

Q. In summary, does RUCO agree with the Company's request for the

PPAM and the PTAM?

Yes. Even though RUCO has taken exception to certain adjustor

mechanisms in past rate case filings since both of these mechanisms can

also benefit the ratepayer by a potential reduction in rates, we can agree

with the Company's request.

5

6

7

8

9

10

11

12

13

14

15

16

17 A.

18

19

20

21

22

23
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1
2
3

RATE DESIGN

Q. Can you please describe RUCO's rate design for the Water Division?

4

5

6

7

A. Yes. Like the Company, RUCO proposes a three~tiered, inverted block

rate design for residential customers, and a two-tiered rate design for all

other customer classes. RUCO's proposed rate design is presented in

Rate Design Schedule JAC-1 (Pages 1-2).
l

l

l8
9

10 Q. What would a typical monthly bill be for a 5/8 x 3/4 inch meter

residential customer under RUCO's recommended rates?

l

Under RUCO's recommended residential rates, a 5/8 x 3/4 inch meter

customer using an average of 5,869 gallons per month, would have a

typical monthly bill of $11 .39 which is $0.73, or 6.04 percent, lower than

the current bill of $12.12. RUCO's typical bill analysis is presented in Rate

Design Schedule JAC-2 (Page 1).

Can you please describe RUCO's rate design for the Wastewater

Division?

Yes. RUCO proposes that residential wastewater customers be charged

a flat monthly fee of $23.78 for wastewater service. RUCO's proposed

rate design is presented in Wastewater Rate Design Schedule JAC-1

(Page 1).

11

12 A.

13

14

15

16

17

18 Q.

19

20 A.

21

22

23

24
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Q. What would a typical monthly bill be for a residential wastewater

customer under RUCO's recommended rates?

l

l

l

l

l

A. Under RUCO's recommended rates, a residential customer would have a

typical monthly bill of $23.78 which is $1 .38, or 5.50 percent, lower than

the current bill of $25.17. RUCO's typical bill analysis is presented in

Wastewater Rate Design Schedule JAC-2 (Page 1).

Q. Does this complete your direct testimony in regard to revenue

requirement and rate design for Pima?

A.

I

1

2

3

4

5

6

7

8

9

10

11

12

Yes, but with the understanding that my silence on a given issue should

not be understood to imply that I agree with the Company's position, as

reserve the right to address the issue in testimony at a later date.
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PIMA UTILITY COMPANY
DOCKET nos. W-02199A-16-0421 & SW-02199A-16-0422 (CONSOLIDATED)

RESPONSES TO RUCO'S THIRD SET OF DATA REQUESTS

May 30, 2017

Steve SorianoRespondent:

Title: Vice President & General Manager

Pima Utility CompanyCompany:

Address: 6532 E Riggs Road
Sun Lakes, AZ 85248

Company Response Number: 3.02

Q. In reviewing Mr. Robson's annual salary, as provided by the Company in response
to Staff DR No. CSB 3-10, approximately 53.07 percent of Mr. Robson's salary is
allocated to PIMA and is further allocated between the water and wastewater
systems. In reviewing Pima Utility Company's 2013, 2014 and 2015 Federal
Income Tax Returns it states that Mr. Robson's "Percent of time devoted to
business," (See IRS Fonn 1125-E, Compensation of Officers for years 2013, 2014
and 2015) is only 5 percent. Please explain why 53.07 percent of Mr. Robson's
salary is being allocated to Pima while he is reporting to the Internal Revenue
Service that he only devotes 5 percent of his time to Pima.

RESPONSE: The portion of Mr. Robson's annual salary that equals $180,000 is
compensation Mr. Robson receives for his service to all of the Company's affiliated utility
companies. Time Mr. Robson devotes to other entities (apart from these affiliated utilities)
is not included in this compensation amount.

The approximate 53.07 percentage allocated on the schedule to the Company (or
approximately $95,400) pertains only to the portion of the $180,000 salary charged to the
affiliated utility companies. The amount allocated to the Company is below the low end
of the range of compensation for Top Executives (All) as reported by the 2015 American
Water Works Association Compensation Survey for Small and Medium Sized Water and
Wastewater Utilities.

The allocations provided on the schedule included in Pima's response to Staff Data Request
CSB 3-10 were also submitted in the Quail Creek Water Company 2014 Rate Case, as
Quail Creek's response to Staff Data Request JAC 1-14, and were accepted by Staff.
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Water Division
Direct Shheduies

Pima Utility Company Water Division
Docket No. W02199A16-0421
Test Year Ended December 31 2015

TABLE OF CONTENTS TO JAC SCHEDULES

i

l

i
SCH.
no .

PAGE
no . TITLE

JAC1 1 REVENUE REQUIREMENT

1 RATE BASE

1

15

1

JAC2

JAC3

JAC4 DIRECT PLANT

JAC5

JAC6 1

1

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

DIRECT PLANT & ACCUMULATED DEPRECIATION RECONCILIATION SCHEDULES

RATE BASE ADJUSTMENT no. 1 . CASH WORKING CAPITAL

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

1 DEPRECIATION EXPENSE

1

1

1

1

1

1

PROPERTY TAX EXPENSE

SALARIES AND WAGES . OFFICER AND DIRECTOR

EMPLOYEE PENSIONS AND BENEFITS

RATE CASE EXPENSE

CONTRACTUAL SERVICES . OTHER

INCOME TAX EXPENSE

JAC7

JAC8

JAC9

JAC10

JAC-11

JAC12

JAC13

JAC14

JAC15 1

OPERATING INCOME ADJUSTMENT no. 1

OPERATING INCOME ADJUSTMENT no. 2

OPERATING INCOME ADJUSTMENT no. 3

OPERATING INCOME ADJUSTMENT no. 4

OPERATING INCOME ADJUSTMENT no. 5

OPERATING INCOME ADJUSTMENT no. 6

OPERATING INCOME ADJUSTMENT no. 7

COST OF CAPITAL

RATE DESIGN SCHEDULES . WATER DIVISION

1 . 2

1

RATE DESIGN JAC1

RATE DESIGN JAC2

RATE DESIGN . RESIDENTIAL

TYPICAL BILL ANALYSIS . RESIDENTIAL



Pima Utility Company Water Division
Docket No. W02199A16-0421
Test Year Ended December 31, 2015

Water Division
Direct Schedule JAC-1

Page 1 of 1

REVENUE REQUIREMENT

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB
COSTDESCRIPTION

LINE
no.

$ $

$ $

$ 7806162

$ 411711

5.27%

661 743

8.48%

250033

1.3479

$ 7779, 908

$ 589,584

7.58%

568598

7.31 %

(20,985)

1.0000

1

2

3

4

5

6

7

: Ural8

$  2 4 2 3 9 5 0

$  2 7 6 0 9 7 4

13.90%

11.20%

g

10

11

12

$ 20985

$  2 4 2 3 9 5 0

$  2402965

0.87%

9.64%

Adjusted Original Cost/Fair Value Rate Base

Adjusted Operating Income (Loss)

Current Rate of Return (L2 / L1 )

Required Operating Income (L5 X L1 )

Required Rate of Return on Fair Value Rate Base

Operating Income Deficiency (L4 L2)

Gross Revenue Conversion Factor (TJC-1 Page 2)

Required Increase in Gross Revenue Requirement (L7 X Le)

Adjusted Test Year Revenue

Proposed Annual Revenue (L8 + LE)

Required Percentage Increase in Revenue (L8 / LE)

Rate of Return on Common Equity

References:
Column (A): Company Schedules A1 and C1
Column (B): RUCO Schedule JAC-2 JAC6 and JAC-14
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Pima Utility Company Water DiVision
Docket No. W-02199A-16-0421 1
Test Year Ended December 31 , 2015

Water Division
Direct Schedule JAC2

Page 1 of 1

RATE BASE - ORIGINAL COST

(B)
RUCO

OCRBlFVRB
ADJUSTMENTS

(A)
COMPANY
AS FILED

OCRB/FVRB

(C)
RUCO

ADJTED
OCRB/FVRB

LINE
no.

$ $ $ 1596342415963,424

(6717,951)

9245474

(6.717951 )

9245474

DESCRIPTION

Gross Utility Plant in Service

Less:
Accumulated Depreciation

Net Utility Plant in Service (L1 less L4)

Advances in Aid of Construction

$

$

$

$

$

$ l

l
1

$ $ $

(632418)
461 407

(171 011 )

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

Net CIAC (L10 less L11)

(632418)
461 407

(171 ,011)
i

11 331 ,8351 (1,331,835)Accumulated Deferred Income Taxes (ADIT)
Customer Deposits

Add: l
l
is$ (26254) $59729

3.805

33475

3,805

Allowance for Working Capital

Net Regulatory Asset / (Liability)

1

2
3

4

5

6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23

Rounding
TOTAL RATE BASE (Sum Ls 9 10 13, & 14 Thru 18) 1

1

1

1
1

References:
Column (A): Company Schedule B1
Column (B): Schedule JAC-3
Column (C): Column (A) + Column (B)
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Water Division
Direct Schedule JAC5

Page 1 of 1

Pima Utility Company . Water Division
Docket NO. W02199A160421
T est Year Ended December 31 2015

i

RUCO RATE BASE ADJUSTMENT an 1
CASH WORKING CAPITAL

IG][D][Cl [E][81 [Hl
Cash Working

Capital
Requirement

( C  x  G )

Revenue
Las

Davs

Expense
(Lead) / Lag

Davs

[A]
Company
Adjusted
T est Year
As Filed

RUCO
Expense

Adustments
Line
no. Description

RUCO
Recommended

Expense

(Lead) I Lag
Fader

'FI / 365

[F ]
net

(Lead) / Lag
Days

Eu . [E\)

$s s s 13.00
18.00

24141
3.315

314689
52809

351 929

53750

(37240)
(1 141 )

(8683)

0.07671
0.06301
0.11233

(0.02942)
0.01915
0.05110
0.06844
0.03197
0.04658

(015074)
0.07367
0.17375
0.12282
0.00477
051233

28.00
23.00
41 .00

(10.74)
28.89
18.65
24.98
11 .67
11.00

(55.02)
26.89
63.42
44.83

1.74
223.50

(7020)
1.296
3792
4984

9
193

(816)
5711
5175

329
141

8625

23.00
78.27

0.06301
0.21444

4100
41.00
41.00
41.00
41.00
41.00
41.00
41.00
41.00
41.00
41.00
4100
41.00
41.00
41.00
41.00
41.00
41.00

51 .14
1211
2235
16.02
29.33
24.00
96.02
14.11

(2242)
(333)
39.26

(182.50)
(18250)

18.00
37.27

46
6445

1
2
a
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18

238.567
16.377
74217
72.824

297
4148
5.414

78.335
29786
2680

29.667
14.085
26844

729
30.053

238.567
16.377
74.217
72.824

297
4148
5.414

87.018
29786
2.680

29.667
14.085
26.844

129
30053

Salaries and wages
Employee Pensions and Benefits
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Contractual Sewlces Engineering
Contractual Services Accounting
Contractual Services Legal
Contractual Services Other
Contractual Services . Water Te$ling
Rents
Transportation Expense
Insurance Vehicle
Insurance General Liability
Insurance Health & LIfe
Miscellaneous Expense

44751121724 4.302
(57791 I

41.00
41.00
4100

5.91
214.29

37.00

35.09
(17329)

4.00

0.09614
(0.47477)
0.01096

19
20
21
22

TAXES
Taxes Other than Income
General Taxespropeny
Income Tax

44.151

127.891

169.906

(6167)
(169906)

305380.11233271 860 271 860 41.00 41.00
23 INTEREST
24 ln\eresl on LongTerm Deb!

25 TOTAL CASH WORKING CAPITAL EXPENSES 1.4296581.380.935 48.723

s26 RUCO Recommended Cash Workln Ca fun 33476

s27 59729Com  an Pro sedCashworkln  Cap h l

s28 26254RUCO Cash Workln Capital Ad ustmsm

1 At proposed Rates



Water Division
Direct Schedule JAC6

Page 1 of 1

Pima Utility Company Water Division
Docket No. W02199A160421
Test Year Ended December 31. 2015

OPERATING INCOME

(E)
RUCO

AS
RECOMMD

(D)
RUCO

PROPD
CHANGES

(B)
RUCO

TEST YEAR
ADJMTS

(C)
RUCO

TEST YEAR
AS ADJTED

(A)
COMPANY

AS
FILEDDESCRIPTION

LINE
no .

$ 2381358s $2402343$2402343$ (20985)

$$$
21 607

2402965$
21 607

2423950

Revenues :
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

Total Water Revenues s
21 .607

2423950 (20985)

Operating Expenses:
$$$$s 314689

52609
314689
52.609

351929
53750

(37240)
(1141)

(8683)

235.046
15759
74217
72822

297
4.148
5414

78335
29.786

2.680
29667
14.085
26.844

729

235.046
15.759
74.217
72.822

297
4148
5414

78.335
29786
2680

29667
14085
26844

729

235.046
15759
74217
72822

297
4148
5414

87018
29.786
2.680

29.667
14085
26844

729

(35000)

(1147)

6663
30053

679627
44751

115796

6663
30053

679.627
44751

116144 (347)

Salaries and Wages
Employee Pensions and Benefits
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Contractual Services . Engineering
Contractual Services Accounting
Contractual Services . Legal
Contractual Services . Other
Contractual Services Water Testing
Rents
Transportation Expense
Insurance Vehicle
Insurance General Liability
Insurance Health & Life
Regulatory Commission Expense
Regulatory Commission Expense Rate Caz
Bad Debt Expense
Miscellaneous Expense
Depreciation & Amortization Expense
Taxes Other Than Income
Property Taxes
Income Tax

35.000
6.663

30.053
680774

44751
122311

88496
(6167)

(88496)

$ $$ 18340191834367$ $2012240

$ 568.946$$ 589584

(177873)

177873$$

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 411711

(347)

(20638)

Total Operating Expenses

Operating Income

Company Schedule C1
JAC7 Columns (B) Thru (I)
Column (A) + Column (B)
JAC7 Columns B Thru K
Column (C) + Column (D)

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):
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Plma Lniilty Company Water Dlvlsion

Docket NO. W02199A160421

Test Year Ended December 31 2015

Water Division

Dirac! Schedule JAC8

page 1 or 1

RUCO OPERATING INCOME ADJUSTMENT 9 1

DEPRECIATION EXPENSE

IA] [El
RUCO

Depreciation Expense
Recommended

101
Proposed

Depreciation
Rate

IC!
RUCO

Depreclable UPIS
Recommended

Company
AS Filed

Line NAR UC

No . A m e n  Q a m m a

[8]
RUCO

nonDepredable
of Adjusted Balances

#REF!

1 ssss

(97637)

324999 10.822
97637

324 999

23.803718.709 714807(3902 )

2188332.832.985 2627048(5.937)

1523578173 76173

(15692)

1142147

73.937

2.933.724

5433391

922.093

891 404

1142141

73.937

2933724

5417699

922.093

891 404

25.356

3697

58674

180409

76.810

11.828

2.832
13825

189.565

2.832

13625

169.565

189

2725

33913

140485140485 7.024

6402

25.229

940

128036

252285

9.397

128036

252285

9.397

301

302

303

304

305

306

307

308

309

310

311

320

320.1

320.2

330

330.1

330.2

331

333

334

335

see

339

340

340.1

341

342

343

344

345

345

a47

348

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

to

31

32

33

0.00%

0.00%

0.00%

3.33%

2.50%

2.50%

3.33%

8.87%

2.00%

5.00%

8.33%

3.33%

3.33%

20.00%

222%

2.22%

5.00%

2.00%

3.33%

8.33%

2.00%

6.67%

6.67%

6.87%

20.00%

20.00%
4.00%

5.00%

10.00%

5.00%

10.00%

10.00%

10.00%

Organization Cost

Franchise Cost

Land and Land Riggs

Stnuctures & Improvements

Collecting a impounding Reservoirs

Lake. River Canal Intakes

Wells & Springs

lnllltration Galleries

Raw Water Supply Mains

Power Generation Equipment
Pumping Equipment

Water Treatment Equipment

Water Treatment Plants

Solution Chemical Feeders

Distribution Reservoirs & Standpipes

Storage Tanks

Pressure Tanks

Transmission 8- Dlstrlbutlon Mains

Services

Meters

Hydranls

Backflow Prevention Devices

Other Plant & Misc Equipment

Office Furniture 8 Equipment

Computers & Software

Transportation Equipment

Stores Equipment

Tools. Shop & Garage Equipment

Laboratory Equipment

Power Operated Equipment

Communication Equipment

Miscellaneous Equipment

Other Tanglble Plant

34 Totals s ss 70788915840256s  15963424 (123188)

Gross CIAC

CIAC

Amortization
R a

4.46899835 ss (632418) (28262)Less: ContributionsInAidofConstruction (CIAC) Amonizatlons

36 679627RUCO Total Depredation Expense

37 680 774

1 147ea

Company Adjusted Depreciation Expense As Filed

RUCO Increased(Decrease) Expense Adjustment

References:

Company B2 and C1 Schedules. and RUCO Schedule JAC4. page 1



Water Division
Direct Schedule JAC-9

Page 1 of 1

Pima Utility Company Water Division
Docket No. W02199A16.0421
Test Year Ended December 31. 2015

RUCOOPERATING INCOME ADJUSTMENT # 2
PROPERTY TAXES

(8)(A)

RUCO
AS ADJUSTED

RUCO
RECOMMENDED

LINE
no. Proe Tx I lim

l
l

l

$$
1

i

$

2423950
2

4847.901$

2423950
2

4847901
2423950

1
2
3
pa
Cb

$$

$$

$

2402965
7.250.866

3
2416955

2
4833910$

7271 851
3

2423950
2

4847901

$$

$$

171968
4675932

18.0%
841 668

13.7992%

171968
4.661 942

18.0%
839150

13.7992%

5
6
7
8
g
10
11
12
13
14
15

RUCO Adjusted Test Year Revenues 2015
Multiplied by 2
Subtotal (Line 1 ' Line 2)
RUCO Adjusted Test Year Revenues 2015
RUCO Recommended Revenue. Per Schedule JAC6
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Lane 7 Line 8)
Plus: 10% of CWIP . 2015
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 Line 11)
Assessment Ratio
Assessment Value (Line 12 • Line 13)
Composite Property Tax Rate (Per Company Schedule C2 Page 3. Line 15)

s16
17

116144
122.311

RUCO Proposed Property Tax Expense (Line 14 Line 15)
Company Proposed Property Tax

$ (6167)
s

18
19
20
21

RUCO Test Year Adjustment (Line 16Line 17)
Property Tax RUCO Recommended Revenue (Line 14 * Line 15)
RUCO Test Year Adjusted Properly Tax Expense (Line 16)
Increase/(Decrease) to Properly Tax Expense

115796
116144

$ 347

$ (347)
(20985)

0.016559

22
23
24

Increase/(Decrease) to Property Tax Expense
Increase in Revenue Requirement
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (Line19/Line 20)



Pima Utility Company - Water Division
Docket No. W-02199A-16-0421
Test Year Ended December 31, 2015

Water Division
Schedule JAC-10

Page 1 of 1

RUCO OPERATING INCOME ADJUSTMENT #3
SALARIES AND WAGES- OFFICER andDIRECTOR

(C)
RUCO

AS ADJUSTED
LINE
no. DESCRIPTION

(A)
COMPANY
AS FILED

(B)
RUCO

ADJUSTMENT

1 9,00094555 s (85555) $Salaries and Wages Expense - Officer and Director $

s ss 3,91741,157 (37,240)Adjustment to WaterDivision

$53,398 5.083(48315)Adjustment to Wastewater Division

2 RUCO SALARY AND WAGE EXPENSE ADJUSTMENT CALCULATION:

4 180000Calculation of Salary and Wage Expense - Robson $

5 RUCO Calculation Based on Time Spent (See Federal Income Tax Filings)

6 "Percent of Time Devoted to Business" 5.00%

TOTAL SALARY AS CALCULATED BY RUCO $ 9,000

7

43.5270%$ $9,000 3,917Salary Allocated to Water

56.4730%$ 50839,000Salary Allocated to Sewer

100.0000% $ 9,000

PAYROLL COSTS OF MR. ROBSON AS PROVIDED BY COMPANY

Allocation Methodology - Mr. Robsons annual salary of $180,000 is allocated to eight companies including
Pima Utility Company (Water and Sewer Divisions). Salary for each is determined by a 3 factor allocation
process including number of customers, direct operating expenses and payroll, all based on a three year
average.

Salary Allocation per Pima

Salary allocated to Water

Salary allocated to Sewer

22.9%

29.7%

52.5%

$

$

s

41,157

53,398

94555

l



Pima Utility Company Wastewater Division
Docket No. W02199A-160421
Test Year Ended December 31, 2015

Water Division
Direct Schedule JAC-11

Page 1of 1

RUCO OPERATING INCOME ADJUSTMENT #4
EMPLOYEE PENSIONS ANDBENEFITS

[C]
RUCO

AS ADJUSTED

[B]
RUCO

ADJUSTMENT

[A]
COMPANY
AS FILED

Line
No. DESCRIPTION

I 52 609ss l 53,750Employee Benefits and Pensions - Water _ (1,141)_
$$ 137940s 139603 (1,662)Employee Benefits and Pensions- Wastewater

[E][C] [D][B][A]

Staff
Adjustment

inPrior
Rate Docket

Current Prior
Rate Docket Rate Docket

RUCO
Adjustment

Delta
MultiplierEmployee Benefits & Pensions

150.82820
1 .20638
1 .07050 $

1

2
3

4
5
6
7
8
9

10
11
12
13
14
15
16

Water Division
Wastewater Division
Combined Total

$

$

$

$

$

$

53750
139603
193,353

64900
115720
180,620

(1378)
(1378)
(2756)

-,141)
(1662)
(2804)
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Water Division
Direct Schedule JAC-12

Page 1 of 1

Pima Utility Company - Water Divisiori
Docket No. W-02199A-16-0421
Test Year Ended December 31, 2015

RUCO OPERATING INCOME ADJUSTMENT # 5
RATE CASE EXPENSE

(B)
RUCO

ADJUSTMENT

(A)
COMPANY
AS FILEDDESCRIPTION

LINE
no .

(C)
RUCO

AS ADJUSTED

$1 $ 35000Rate Case Expense Total (35000)

$ 1750002 Company Estimated Rate Case Expense

53 Amortization Period in Years

$4 35000Company Proposed Annual Rate Case Expense

Information obtained from Company Schedule C2 (Page 4)



lPima Utility Company - Water Division
Docket No. W-02199A-16-0421
Test Year Ended December 31, 2015

Water Division
Direct Schedule JAC-13

Page 1 of 1

RUCO OPERATING INCOME ADJUSTMENT # 6

CONTRACTUAL SERVICES - OTHER EXPENSE

[A]
COMPANY
AS FILED

[B]
RUCO

ADJUSTMENT

[C]
RUCO AS

ADJUSTED
LINE
no. DESCRIPTION

s$$ 6,527.92

6527.92

6,527.92

6527.92

6527.92

6,527.92

6527.92

6527.92

6,527.92

6,527.92

6527.92

6,527.92

1

2

3

4

5

6

7

8

9

10

11

12

13

14

6527.92
6,527.92
6,527.92
6,527.92
6,527.92
6527.92
6,527.92
6,527.92
7180.71
7180.71
7,180.71
7180.71
5,222.32

849.11

(65279)
(652.79)
(652.79)
(652.79)

(5222.32)
(849.11 )

January Management Fee
February Management Fee
March Management Fee
April Management Fee
May Management Fee
June Management Fee
July Management Fee
August Management Fee
September Management Fee
October Management Fee
November Management Fee
December Management Fee
Mgt. Fee Adjustment (Jan.-Aug.)
WUAA SIB Appeal

15 Total $ $$ 87,018 78,335(8,683)

Information obtained from Company response to Staff data request CSB 1-20.



Pima Utility Company - Water Division
Docket No. W-02199A-16-0421
Test Year Ended December 31, 2015

Water Division
Direct Schedule JAC-14

Page 1 of 1

RUCO OPERATING INCOME ADJUSTMENT # 7
INCOME TAX EXPENSE

I

LINE
no.

(C)
RUCO

AS ADJUSTED

(B)
RUCO

ADJUSTMENTDESCRIPTION

I

(A)
COMPANY
AS FILED

1 $$ $ (88,496)Income Tax Expense 88,496

Information obtained from Company Schedule C-1

I

I

I
I

I

I



Pima Utility Company - Water Division
Docket No. W02199A-16-0421
Test Year Ended December 31, 2015

Water Division
Direct Schedule JAC15

Page 1 of 1

COST OF CAPITAL

(C)(A) (B)

LINE
no.

3. 42°/o

(D)
WEIGHTED

COST
RATE

COST
RATE

CAPITAL
RATIO

DOLLAR
AMOUNTDESCRIPTION

1 .28%37.50%1 $ 8370000

9.64% 6.03%62.50%2

100.00%3 $

13,950000

22320000

Long-Term Debt

Common Equity

Total Capitalization

4 WEIGHTED AVERAGE COST OF CAPITAL 7.31 %
l

References:
Columns (A) Thru (D): JAC Cost of Capital Testimony I

i

1

l
I
I

l
I
l

I

I



Water Rate Design Schedule JAC1
Page 1 of 2

Pima Utility Company Water Division
Docket No. W02199A160421
Test Year Ended December 31 2015 Rate Design

Company
Pro used Rates

RUCO
Recommended RatesPresentMont fl Usa eChar e

s$s 6.36
9.54

1590
31 to
50.88

101.76
15900
318.00

909
13.64
2273
45.46
72.74

145.47
227.30
454.81

7.39
11.09
21.12
36.96
59.14

137.28
184.80
369.60

Meter Size (All Classes):
5/8x3/4 Inch
3/4 Inch
1 Inch
11/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch

180.00180.00180.00Irrigation

Gallons In Minimum (All Classes except irrigation)

Gallons Ih Minimum (Irrigation)

Commodit Char e Per 1000 Gallons

s $ N/A
N/A
N/A

0.1100
1.0100
1.4500

0.7313
1.0313
1.4813

5/8 x 3/4" and 3/4" Meter (Residential)
First 4000 gallons
4001 to 10000 gallons
All gallons over 10,000

sN/A
N/A
N/A

0.7100
1.0100
1.4500

N/A
N/A
N/A

5/8 x 3/4 and 3/4" Meter (Residential)
First 3000 gallons
3001 to 8.000 gallons
All gallons over 8000

1.0313
1.4813

WA
N/A

1 .0100
1.4500

3/4" Meter (Commerical)
First 10000 gallons
Over 10000 gallons

N/A
N/A

N/A
N/A

1.0100
1.4500

3/4" Meter (Commerical)
First 8.000 gallons
Over 8000 gallons

N/A
N/A

1.0100
1.4500

1.0313
1.4813

1" Meter (Residential and Commercially
First 30.000 gallons
Over 30000 gallons

N/A
N/A

N/A
N/A

1.0100
1.4500

1 Meter (Residential and Commercially
First 21 000 gallons
Over 21 000 gallons



Water Rate Design Schedule JAC1
Page 2 of 2

Pima Utility Company Water Division
Docket NO. W02199A.16.0421
Test Year Ended December 31 2015 Rate Design

i
l
i

1.0313
1.4813

N/A
N/A

1.0100
1.4500

1.5 Meter (Residential and Commercial)
First 65.000 gallons
Over 65000 gallons

N/A
N/A

N/A
N/A

1.0100
1.4500

1.5" Meter (Residential and Commercially
First 56.000 gallons
Over 56000 gallons

N/A
N/A

1.0313
1.4813

1.0100
1.4500

2 Meter (Residential and Commercial)
First 110000 gallons
Over 110.000 gallons

N/A
N/A

N/A
N/A

1.0100
1.4500

2" Meter (Residential and Commercial)
First 98000 gallons
Over 98.000 gallons

1.0313
1.4813

1.0100
1.4500

N/A
N/A

3" Meter (Residential and Commercial)
First 275000 gallons
Over 275000 gallons

N/A
N/A

N/A
N/A

1.0100
1.4500

3" Meter (Residential and Commercial)
First 210.000 gallons
Over 210000 gallons

1.0100
1.4500

N/A
N/A

1.0313
1.4813

4"Meter (Residential and Commercial)
First 375.000 gallons
Over 375.000 gallons

N/A
N/A

N/A
N/A

1 .0100

1 .4500

4" Meter (Residential and Commercially
First 375000 gallons
Over 375000 gallons

1.0313
1.4813

1 .0100

1 .4500

N/A
N/A

6" Meter (Residential and Commercially
First 800000 gallons
Over 800.000 gallons

N/A
N/A

N/A
N/A

1.0100
1 .4500

6" Meter (Residential and Commercial)
First 670000 gallons
Over 670000 gallons

0.6666 0.66660.5500
Irrigation (all meter sizes)
All Usage

1 .4500 1.4813 1.4813
Construction/Standpine
All Usage

1

1

1
1

1
1
1

1
1



Water Division
Rate Design Schedule JAC2

Pima Utility Company Water Division
Docket NO. W~02199A16-0421
Test Year Ended December 31, 2015

Typical Bill Analysis
General Service 3/4Inch Meter

Percent
Increase

Dollar
Increase

Proposed
Rates

Present
RatesGallonsCompany Proposed

1 .83 15.06%13.94 s12.12 s$5869Average Usage

1 .80 16.73%10.74 $ 12.53 $s4.500Median Usage

RUCO Recommended

6.04%12.12 s$ 11.39 s5.869Average Usage

6.82%s 10.74 s 10.01 $4500

(0.73)

(0.73)Median Usage

l

Present & Proposed Rates (Vwthout Taxes)
General Service 3/4Inch Meter

Company
Proposed

Rates

RUCO
Recommended

Rates
Present
Rates

Gallons
Consumption

ss 9.09
9.82

10.55
11.29
12.02
13.05
14.08
15.11
16.14
17.17
18.21
19.69
21.17
22.65
24.13
25.61
2709
28.57
30.06
31.54
33.02
40.42
47.83
55.24
62.64
7005
77.46

114.49
151.52

%
Increase

23.00% s
21 .25%
19.78%
18.53%
17.45%
16.07%
14.92%
13.94%
13.11 %
12.38%
11.74%
10.96%
10.29%
9.72%
9.23%
8.79%
8.41 %
8.06%
7.76%
7.48%
7.23%
6.26%
5.61 %
5.13%
4.77%
4.49%
4.26%
3.57%
3.22%

6.36
7.07
7.78
8.49
9.50

10.51
11.52
12.53
13.54
14.99
16.44
17.89
19.34
20.79
22.24
23.69
25.14
26.59
28.04
29.49
30.94
38.19
45.44
52.69
59.94
67.19
74.44

110.69
145.94

7.39
8.10
8.81
9.52

10.23
11.24
12.25
13.26
14.27
15.28
16.29
11.74
19.1 g
20.64
22.09
23.54
24.99
26.44
27.89
29.34
30.79
38.04
45.29
52.54
59.79
67.04
74.29

110.54
146.79

%
Increase

13.96%
12.74%
11.71 %
10.84%
7.15%
6.51 %
5.97%
5.52%
5.13%
1 .91 %
0.91 %
0.83%
0.77%
0.72%
0.67%
0.63%
0.59%
0.56%
0.53%
0.50%
0.48%
0.39%
0.33%
0.28%
0.25%
0.22%
0.20%
0.13%
0.10%

1000
2000
3000
4000
5000
8.000
7000
8.000
9000

10000
11000
12000
13000
14000
15000
16000
17000
18000
19,000
20.000
25000
30000
35000
40000
45,000
50000
75000

100000
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Wastewater Division
Direct Schedules

Pima Utility Company Wastewater Division
Docket No. W02199A~160421
Test Year Ended December 31 2015

TABLE OF CONTENTS TO JAC SCHEDULES

SCH.
no . TITLE

PAGE
no .

JAC1 1

1

1

1 .5

5

1
I

1

I
1
I1

REVENUE REQUIREMENT

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

DIRECT PLANT &ACCUMULATED DEPRECIATION RECONCILIATION SCHEDULES

RATE BASE ADJUSTMENT no. 1 ACCUMULATED DEPRECIATION

RATE BASE ADJUSTMENT no. 2 CASH WORKING CAPITAL

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

1

1

OPERATING INCOME ADJUSTMENT no. 1 . DEPRECIATION EXPENSE

OPERATING INCOME ADJUSTMENT no. 2 PROPERTY TAXES

1

1

1

1

1

1

SALARIES AND WAGES . OFFICER and DIRECTOR

EMPLOYEE PENSIONS AND BENEFITS

RATE CASE EXPENSE

CONTRACTUAL SERVICES . OTHER

AMORTIZATION OF DEFERRED COSTS

INCOME TAX EXPENSE

JAC2

JAC3

JAC4(b)

JAC4(b)

JAC5

JAC6

JAC7

JAC8

JAC9

JAC10

JAC11

JAC12

JAC13

JAC14

JAC15

JAC16 1

OPERATING INCOME ADJUSTMENT no. 3

OPERATING INCOME ADJUSTMENT no. 4

OPERATING INCOME ADJUSTMENT no. 5

OPERATING INCOME ADJUSTMENT no. 6

OPERATING INCOME ADJUSTMENT no. 7

OPERATING INCOME ADJUSTMENT no. 8

COST OF CAPITAL

1

1

RATE DESIGN JAC1

RATE DESIGN JAC2

RATE DESIGN SCHEDULES . WASTEWATER DIVISION

RATE DESIGN . RESIDENTIAL

TYPICAL BILL ANALYSIS . RESIDENTIAL



Pima Utility Company - Wastewater Division
Docket No. W02199A16-0421
Test Year Ended December 31 2015

Wastewater Division
Direct Schedule JAC-1

Page 1 of 1

REVENUE REQUIREMENT

(B)
RUCO

OCRB/FVRB
COST

LINE
no. DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

$ $

$

$ 8592, 112

$ 455,043

5.30%

728370

8.48%

273326

1.3511

$  9 1 9 4 5 9 2

$ 837526

9.11%

671,991

7.31%

$ (165535)

1.0000

1

2

3

4

5

6

7

8 369289 $ 165535

$ 3412,382

s  3 2 4 6 8 4 7

4.85%

$  3412382

$ 3781 671

10.82%

11.20%

g

10

11

12 9.64%

Adjusted Original Cost/Fair Value Rate Base

Adjusted Operating Income (Loss)

Current Rate of Return (L2 / L1 )

Required Operating Income (L5 X L1 )

Required Rate of Return on Fair Value Rate Base

Operating Income Deficiency (L4 L2)

Gross Revenue Conversion Factor (TJC1 Page 2)

Required Increase in Gross Revenue Requirement (L7 X L6)

Adjusted Test Year Revenue

Proposed Annual Revenue (L8 + L9)

Required Percentage Increase in Revenue (L8 / L9)

Rate of Return on Common Equity



Pima Utility Company Wastewater Division

Docket No. W-02199A160421

Test Year Ended December 31 2015

Wastewater Division

Direct Schedule JAC-2

Page 1 of1

RATE BASE . ORIGINAL COST

DESCRIPTION

LINE
no.

(A)
COMPANY

AS FILED

OCRB/FVRB

(C)
RUCO

ADJTED

OCRB/FVRB

(B)
RUCO

OCRB/FVRB

ADJUSTMENTS

$ $ $ 2501106125011061Gross Utility Plant in Service

653153

Less:

Accumulated Depreciation (14296625)(14949778)

$$ $653153 1071443710061283Net Utility Plant in Service (L1 less L4)

Advances in Aid of Construction $ $ $

$$$

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

Net CIAC (L10 less L11 )

(1 261 344)
888415

(372929)

(1 .261 344)
888415
(372929)

(1188519) (1188519)Accumulated Deferred Income Taxes (ADIT)
Customer Deposits

$s$ 92,277 41 604
Add:

Allowance for Working Capital (50673)

Net Regulatory Asset / (Liability)

1

2

3

4

5

6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23 $ es $6024808.592112 9194592

Rounding
TOTAL RATE BASE (Sum Ls 9 10 13 & 14 Thru 18)

References:
Column (A): Company Schedule B1
Column (B): Schedule JAC3
Column (C): Column (A) + Column (B)
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Pima Utility Company Wastewater Division
Docket NO. W02199A160421
Test Year Ended December 31 2015

We$\ewa[ef Division
Direct Schedule JAC5

page 1 of 1

RUCO RATE BASE ADJUSTMENT I 2
CASH WORKING CAPITAL

[G][B] [E][D][C]

Line
no.

[A]
Company
Adjusted
Test Year
AS Filed

RUCO
Recommended

Expense

Revenue
L89
Dave

Expense
(Lead) I Lag

DaysDescription

[F]
Net

(Lead) / Lag
Days

(D]  [ E \

RUCO
Expense

Adjustments

[H]
Cash Working

Capital
Requirement

(IC x G])

(Lead) / Lag
Factor
Fl I 365

s s ss 13.00

18.00(48315)
(1662)

44984
1899

15483
(4405)
8.539
9.029
5250

(10522)

0.07671
0.06301
0.11233

(0.02942)
0.01915
0.05110
0.06844
0.03197
0.04658

(0.15074)
0.07367
0.11315
0.12282
0.00411
0.61233

28.00
23.00
41.00

(10.74)
28.89
18.65
24.98
11.67
11.00

(55.02)
26.89
63.42
44.83
1.74

223.50

113

193

(513)

7203

3418

901

129

2.158

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18

41.00
41.00
41.00
41.00
41.00
41.00
41.00
41.00
41.00
41.00
41.00
41.00
41.00
41.00
41.00
41.00
41.00
41.00

23.00
78.27

51 .74
12. 11
22.35
16.02
29.33
24.00
96.02
14.11

(22.42)
(m a)
39.26

(182.50)
(182.s0)

18.00
37.27

0.06301
0.21444

586136
78458

139495
149692
107.881
176709
76710
3.534
4148
3404

108299
19670

7.339
27.038
3.524

48767
799

24725

586136
30143

137833
149.692
107881
176709
76.710
3.534
4148
3404

97.177
19670

7339
27038
3.524

48767
799

24125
50

5.302

Salaries and Wages
Employee Pensions and Benefits
Purchased Water
Purchased Power
Cnemlcals
Repairs and Malnlenance
Office Supplies and Expense
Conuaclual Services Engineering
Contractual Services Accounting
Contractual Services . Legal
Contractual Services Other
Conuadual Services . Water Testing
Rents
Transponalion Expense
Insurance . Vehicle
Insurance General Liability
Insurance Health 8. Life
Miscellaneous Expense

58058

175.397

5581
(83273)

19
20
21
22

TAXES
Taxes Other than Income
General TaxesProperty
Income Tax

5.91

214.29

37.00

41.00

41.00

41.00

0.09614
(0.47477)
0.01096

35.09
(17329)

4.00

58.058
178073
197670

(2677)
(197870)

14.71271 860 19583271 860 0.0720326.2941.00

11 013

23 INTEREST
24 Interest on LongTerm Deb!

25 TOTAL CASH WORKING CAPITAL EXPENSES 20111412000 12a

RUCO Rccommendod Cash Workln Ca Ital26 41 804 1
l

l
2 7 92 277Com an Pro sedcash Workln Ca llal s

28 RUCO Cash Workln Ca lu Ad ustmont so 673s
\

1 At proposed Rates



Pima Utility Company Wastewater Division
Docket No W02199A160421
Test Year Ended December 31 2015

Wastewater Division
Direct Schedule JAC43

Page 1 of 1

OPERATING INCOME

LINE
no.

(A)
COMPANY

AS
FILEDDESCRIPTION

(8)
RUCO

TEST YEAR
ADJMTS

(C)
RUCO

TEST YEAR
AS ADJTED

(D)
RUCO

PROPD
CHANGES

(E)
RUCO

AS
RECOMMD

$ $$ $$ (165535)
Revenues:

Flat Rate Revenues
Metered Revenues
Other Revenues

Total Sewer Revenues $ $ s $s

3.121 412
105384

20050
3246847

3286947
105.384
20050

3412382

3286947
105384

20050
3412382 (165535)

Operating Expenses:
s$ $ s s

(48315)
(1662)

(10.522)

586136
30143

137940
149734
107964
176.709
76726

3534
4148
3.404

97777
19.670

7339
27038
3524

48767
799

586136
78458

139603
149734
107964
176709

76726
3534
4148
3404

108.299
19670

7339
27.038

3524
48.767

799

586136
30143

137940
149.734
107.964
176.709

76726
3534
4148
3404

97777
19670
7339

27038
3524

48767
799

(35000)

(111e28)
(64839)

8816
24.725

800274
32352
58058

169280

8816
24725

800274
32352
58058

166.538(2742)

Salaries and Wages
Salaries and Wages Off. And Dir.
Employee Pensions and Benefits
Purchased Power
Chemicals
Materials and Supplies
Office Supplies and Expense
Contractual Services Engineering
Contractual Services Accounting
Contractual Services Legal
Contractual Services Other
Contractual Services Water Testing
Rents Equipment
Transportation Expenses
Insurance Vehicle
Insurance . General Liability
Insurance Workers Comp
Reg. Comm. Exp.
Reg. Comm. Exp. Rate Case
Bad Debt Expense
Miscellaneous Expense
Depreciation Expense
Amortization of Deferred Operating Costs
Taxes Other Than Income
Property Taxes
Income Tax

35.000
8.816

24.725
911 .901

97191
58.058

171 957
107839

(2677)
(107839)

$s $ s25748552957338 $ 2572114Total Operating Expenses

1
2
3
4
5
6
7
B
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 $$ $s 837.526$

(382483)

382483455043 674733Operating Income

(2742)

(162793)

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C1
JAC-7 Columns (B) Thru (I)
Column (A) + Column (B)
JAC7 Columns B Thru K
Column (C) + Column (D)
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Pima Utility Company Wastewater Division
Docket NO. W02199A160421
Test Year Ended December 31. 2015

Wastewater Division

Direct Schedule JAC8

Page 1 of 1

RUCO OPERATING INCOME ADJUSTMENT 411

DEPRECIATION EXPENSE

III

Company
AS Filed

(Cl
RUCO

Depreciable UPIS
Recommended

[El
RUCO

Depreciation Expense
Recommended

I I
proposed

Depredation
Rate

Llne NARUC
No. 4994  Ds x nnnw

[Bl
RUCO

Non0epleciable
or Adjusted Balances

EF !

s ss s

(91 .528)

14.713
s9o5

34.937
75.503
38764

91 .528

441 830

138.104

1746872

3775149

1.938211

441a30

138104

1746872

3775149

1938.211

660785 660.785 13215
l

613826
364.643
114145
178554

673826

1895461

114145

158I711

24056
24322
7613

11910

(1530818)

(1 409.156)

137467
10459232

137467

10459232

2149
522.962

980573
9.154

18463

41640 65404
S11
928

3.369

980573
9.154
4640

16844
(11 823)
(24796)

5315.309

111.912

1302

(111 912)

(1993)

(170.929) 1214

57

12.137

510

183.066

570

351

352

353

354

355

360

361 . 1

361 .2

362

363

384

365

356

367

370

311 . 1

371 .2

371 .3

374

375

380

381

382

389

390

390. 1

391

392

393

394

395

396

397

398

1
2
a
4
5
6
7
e
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

Organization Cost
Franchise Cos!
Land and Land Rights
Suurnures & Improvements
Power Generation Equipment
Collection Sewers Force
CoIIer:1ion Sewers . Gravity
Manholes & Cleanouts
Special Collecting Structures
Services to Customers
Flow Measuring Devices
Flow Measuring Installations
Reuse Services
Reuse Meters and Meter Installations

Receiving Wells

Pumping Equipment Lift Stations
Other Pumping Equipment
Pumping Equipment . Recharge Wells
Reuse Distribution Reserviors
Reuse Transmlsslon and Distribution
Treatment & Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Plant a ms Equipment
Office Fumlture & Equipment
Computers & Software
Transportation Equipment
Stores Equipment
Tools Shop & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Other Tangible Plant
Post In Service AFUDC

0.00%
0.00%
0.00%
3.33%
5.00%
2.00%
2.00%
2.00%
2.00%
2.00%

10.00%
10.00%
2.00%
8.33%
3.57%
6.67%
6.67%
6.67%
2.50%
2.00%
5.00%
5.00%
3.33%
6.67%
6.67%

20.00%
20.00%
4.00%

10.00%
10.00%
5.00%

10.00%
10.00%
100054
4.52%i

l

36 Totals ss 25011081 s 84976321658046(3.353.015)

CIAC
Amortization

RateGross CIAC

37 3.9235%s sLess: ContrlbutionslnAidofConstruction (CIAC) Amortizations (1.261.344) (49.489)

CB RUCO Total Depreciation Expense 800.274

39 911 901

40 111 628

Company Adjusted Depreciation Expense As Filed

RUCO Increase/(Decrease) Expense Adjustment

R I r n 1
Company B2 and C1 Schedules. and RUCO Schedule JAC4 page 1
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Pima Utility Company Wastewater Division
Docket No. W02199A150421
Test Year Ended December 31 2015

Wastewater Division
Direct Schedule JAC9

Page 1 of 1

RUCO OPERATING INCOME ADJUSTMENT # 2
PROPERTY TAXES

(A) (B)

LINE
no.

RUCO
AS ADJUSTED

RUCO
RECOMMENDEDProperty Tax Calculation

$ $

$$

3412382
2

6824763

3.412.382
2

6824763
3412382

1
2
3
4a
Cb

$$

$ $

s s

10237145
3

3412382
2

6824763

3246847
10.071 610

3
3357203

2
6714,406

$ $

$$

5
6
7
8
9

10
11
12
13
14
15

11.522
6702884

18.0%
1206519
13.8032%

11522
6813241

18.0%
1226383
13.8032%

RUCO Adjusted Test Year Revenues 2015
Multiplied by 2
Subtotal (Line 1 Line 2)
RUCO Adjusted Test Year Revenues 2015
RUCO Recommended Revenue Per Schedule JAC6
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 CWIP 2010
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 Line 11)
Assessment Ratio
Assessment Value (Lane 12 Line 13)
Composite Property Tax Rate (Per Company Schedule C2 Page 3 Line 15)

s16
17

169280
171.957

RUCO Proposed Properly Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax

s (2677)

s
18
19
20
21 s

166538
169280

(2742)

RUCO Test Year Adjustment (Line 1GLine 17)
Property Tax RUCO Recommended Revenue (Line 14 ' Line 15)
RUCO Test Year Adjusted Property Tax Expense (Line 16)
Increase/(Decrease) to Property Tax Expense

$22
23
24

(2742)
(165535)
0.016564

Increase/(Decrease) to Property Tax Expense
Increase in Revenue Requirement
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (Line19/Line 20)



Pima Utility Company - Wastewater Division
Docket No. W-02199A16-0421
Test Year Ended December 31, 2015

Wastewater Division
:t Schedule JAC~10

Page 1 of 1

RUCO OPERATING INCOME ADJUSTMENT # 3
SALARIES AND WAGES ¢ OFFICER and DIRECTOR

LINE
no . DESCRIPTION

(A)
COMPANY
AS FILED

(B)
RUCO

ADJUSTMENT

(C)
RUCO

AS ADJUSTED

1 $94,555 $ 9,000Salaries and Wages Expense - Officer and Director $ (85555)

$$ 41,157 $ 3917Adjustment to Water Division (37,240)

ss _ 5,083Adjustment to Wastewater D i v i s i o r - $ - 53,398 (48,315)

2 RUCO SALARY AND WAGE EXPENSE ADJUSTMENT CALCULATION:

4 180,000Calculation of Salary and Wage Expense - Robson $

5 RUCO Calculation Based on Time Spent (See Federal Income Tax Filings)

6 "Percent of Time Devoted to Business" 5.00%

TOTAL SALARY AS CALCULATED BY RUCO $ 9,000
7

43.5270%$ 9000 $Salary Allocated to Water 3,917

56.4730%- 9000Salary Allocated to Sewer 5,083

100.0000% $ 9,000

PAYROLL COSTS OF MR. ROBSON AS PROVIDED BY COMPANY

Allocation Methodology - Mr. Robsons annual salary of $180,000 is allocated to eight companies including Pima
Utility Company (Water and Sewer Divisions). Salary for each is determined by a 3 factor allocation process
including number of customers, direct operating expenses and payroll, all based on a three year average.

Salary Allocation per Pima

Salary allocated to Water
Salary allocated to Sewer

22.9%
29.7%
52.5%

$
$
$

41,157

53,398
94,555



Pima Utility Company - Wastewater Division
Docket No. W-02199A16-0421
Test Year Ended December 31 2015

Wastewater Division
Direct Schedule JAC-11

Page 1 of 1

RUCO OPERATING INCOME ADJUSTMENT #4
EMPLOYEE PENSIONS AND BENEFITS

Line
No.

[A]
COMPANY
AS FILED

[C]
RUCO

AS ADJUSTED

[B]
RUCO

ADJUSTMENT

$

DESCRIPTION

Employee Benefits and Pensions - Water 53750 $ (1141) $ 52609

Ell$l5Y1oo Benefits and Penslons'7Was "Las,eoa 'S 682 's '137940 i

l

(0)(b) (d) Le)la)

Current Prior
Rate Docket Rate Docket

Staff
Adjustment

in Prior
Rate Docket

Multiplier
(a / b)

RUCO
Adjustment

(c ' d)Employee Benefits 8. Pensions

I _

1
2
3

4
5
6
7
8
9

10
11
12
13
14
15
16

Water Division
WastewaterD i v l s | ¢ 3 -
Combined Total

0.82820
1 .20638
1 .07050

$

$

$

$

$

$

$

$

64900
115,720
180620

53,750
139603
193353

(1,378)
(1,378)
(2756)

(1141)
(1662)
(2,804)

i



Pima Utility Company - Wastewater Division
Docket No. W-02199A-16-0421
Test Year Ended December 31, 2015

Wastewater Division
Direct Schedule JAC-12

Page 1 of 1

OPERATING INCOME ADJUSTMENT # 5

RATE CASE EXPENSE

LINE
no.

(A)

C O M PANY

AS F ILEDDESCRIPTION

(B)
RUCO

ADJUSTMENT

1 $s S35000Annual Rate Case Expense (35000)

(C)
RUCO

AS ADJUSTED

2 $ 175000Company Estimated Rate Case Expense

3 Amortization Period, in Years 5

4 35000$Company Proposed Annual Rate Case Expense

Information obtained from Company Schedule c2 (Page 4)



Pima Utility Company - Wastewater Division
Docket No. W-02199A-16-0421
Test Year Ended December 31, 2015

Wastewater Division
Direct Schedule JAC-13

Page 1 of 1

RUCO OPERATING INCOME ADJUSTMENT # 6

CONTRACTUAL SERVICES -OTHER EXPENSE

LINE
no .

[A]
COMPANY
ASFWEDDESCRIPTION

[C]
RUCOAS
ADJUSTED

[B]
RUCO

ADJUSTMENT

$ $$ 8,060.58
8,060.58
8,060.58
8,060.58
8,060.58
8060.58
8,060.58
8,060.58
8060.58
8060.58
8060.58
8,060.58

1
2
3
4
5
6
7
8
9

10
11
12
13
14

8,060.58
8,060.58
8,060.58
8,060.58
8,060.58
8,060.58
8060.58
8060.58
8,866.64
8,866.64
8,866.64
8866.64
6,448.48

849.11

January Management Fee
February Management Fee
March Management Fee
April Management Fee
May Management Fee
June Management Fee
July Management Fee
August Management Fee
September Management Fee
October Management Fee
November Management Fee
December Management Fee
Mgt. Fee Adjustment (Jan.-Aug.)
WUAA SIB Appeal

(806.06)
(806.06)
(806.06)
(806.06)

(6,448.48)
(849.11 )

15 Tota I $ $$107,249 96,727(10,522)

Information provided in Company response to Staff data requests CSB 120 and CSB 309.



Pima Utility Company - Wastewater Division
Docket No. W-02199A-16-0421
Test Year Ended December 31, 2015

Wastewater Division
Direct Schedule JAC-14

Page 1 of 1

Ruco OPERATING INCOME ADJUSTMENT # 7

AMORTIZATION OF DEFERRED COSTS

LINE

no.

[A]

COMPANY

AS FILEDDESCRIPTION

[B]
RUCO

ADJUSTMENT

[C]
RUCO AS

ADJUSTED

(1 913.76)

(62925.36)

1

2

3

Amortization - Wells Fargo Loan Fees

Amortization - Deferred Plant Operating Costs

Amortization - AFUDC

1 913.76

62,925.36

32352.00 32352.00

4 TOTALS 32,35297191 (64839)

Account details as obtained from Company response to Staff DR CSB 318.
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Wastewater Division
Direct Schedule JAC-15

Page 1 of 1

Pima Utility Company - Wastewater Division
Docket No. W-02199A-16-0421
Test Year Ended December 31, 2015

RUCO OPERATING INCOME ADJUSTMENT # 8
INCOME TAX EXPENSE

l
l
i
i

(C)
RUCO

AS ADJUSTED

(B)
RUCO

ADJUSTMENT

(A)
COMPANY
AS FILED

LINE
no .

1 $ (107,839) $$ 107839

DESCRIPTION

Income Tax Expense

Information obtained from Company Schedule C-1



Pima Utility Company - Wastewater Division

Docket No. W02199A-16-0421

Test Year Ended December 31, 2015

Wastewater Division

Direct Schedule JAC16

Page 1 of 1

COST OF CAPITAL

(B) (C)(A)

LINE
no.

(D)
WEIGHTED

COST

RATE

COST

RATE

CAPITAL

RATIO

DOLLAR

AMOUNTDESCRIPTION

1 .28%37.50%1 $

6.03%

3.420%

9.64%62.50%

100.00%

2

3

8370000

13950000

$ 22320000

LongTerm Debt

Common Equity

Total Capitalization

WEIGHTED AVERAGE COST OF CAPITAL4 7.31 %

References:
Columns (A) Thru (D): JAC Cost of Capital Testimony



Wastewater Rate Design Schedule JAC1
Page 1 of 1

Pima Utility Company Wastewater Division
Docket No. W02199A160421
Test Year Ended December 31 2015 Rate Design

PresentMont fl Usa eChar e
Company

Pro sed Rates
RUCO

Recommended Rates

s $ $
Meter Size (All Classes):
5/8x3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch

27.9119
43.3874
72.8480

144.0658
230.0255
446.5666
697.7617

1 198.4400

25.1685
39.1230
65.6880

129.9060
207.4170
402.6750
629.1810

1198.4400 23.7842
36.9712
62.0752

122.7612
196.0091
380.5477
594.6058

1 022.7220

1
II
I

Commodi Char e Per 1000 Gallons I
l

$ s $180.00
0.5100

181.11
0.5656

Effluent Sales;
Per Acre Foot
Per 1.000 Gallons

181.11
0.5656

$ $ $181.11
0.5656

180.00
0.5100

181.11
0.5656

Recovered Eflluent Sales:
Per Acre Foot
Per 1.000 Gallons



l

Wastewater Divlsion
Rate Design Schedule JAC2

Plma Utlllty Company . Wastewater Dlvlslon
Docket No. W02199A1 s0421
Test Year Ended December 31 2015

Typical Bill Analysis
Residential

Plonosed
RatesGallons

Percent
Increase

Dollar
Increase

Present
Rates

2.7427.91 10.90%s25.11 $s6.362

N/ANlA N/A NIA4.000

Company Pwpcsed

Average Usage

Median Usage

RUCO Recommended

5.50%23.78 s25.17 $s6362Average Usage

NIA

(1.38)

NIAN/AN/AN/AMedian Usage

Present & Proposed Rates (Without Taxes)
Residential

RUCO
Recommended %%PresentGallons

Company
Proposed

Rates
5/8x 3/4

Rates Increase
5/8x3/4

RatesConsumption

1

25.17
25.17
25.17
25.17
25.17
25.17
25.17
25.17
25.17
2517
25.17
25.17
25.17
25.17
25.17
25.17
25.17
25.17
25.17
25.17
25.17
25.17
25.17
25.17
25.17
25.17
25.17
2517
25.17

23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78
23.78

s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
$
s
s
s
$
$
$
$
$
s
s

27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91
27.91

5/8x3/4
Increase

5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%
5.50%

10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
10.90% s
1090% s
10.90% $
10.90% $
10.90% s

s
s
s
s
$
s
$
s
$
s
$
s
s
s
$
s
s
s
s
s
s
s
$
s
s
s
$
s
s

1000
2.000
3.000
4000
5000
6000
7000
8000
9000

10.000
11 .000
12000
13.000
14000
15.000
16000
17000
18000
19.000
20000
25.000
30000
35000
40000
45000
50.000
75.000

100.000
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l

EXECUTIVE SUMMARY1

2

3

4

5

6

RUCO recommends that the Commission adopt a 7.31 percent overall rate of return for Pima

Utility Company ("Pima," or "Company"), based upon (i) a pro forma capital structure consisting

of 37.50 percent long-term debt and 62.50 percent common equity, (ii) a provisional 3.42 percent

cost of long-term debt, and (iii) RUCO's recommended 9.64 percent cost of common equity, as

shown below:
7

8
CostWeiqht Weiqhted Cost

9 1.28 %
6.03 %

3.42 °/o
9.64 °/o

37.50 °/o
62.50 °/o

Long-Term Debt
Common Equity

10
Overall Rate of Return o

11

i

l
l

1 2
l
W

13

14

15

16

RUCO's 9.64 percent cost of equity is derived from estimates obtained from three cost of equity

estimation models: the Constant Growth Discounted Cash Flow Model ("DCF"), the Capital Asset

Pricing Model ("CAPM"), and the Comparable Earnings Model ("CE"). RUCO's recommended

9.64 percent estimated cost of equity represents the arithmetic mean of the results obtained from

RUCO's DCF (9.74 percent), CAPM (7.89 percent), and CE (11 .30 percent) models, as follows:

17

Cost EstimateCost of Equity Estimation Model
18

19
9.74 %
7.89 °/o

11.30 %

Constant Growth Discounted Cash Flow
Capital Asset Pricing Model
Comparable Earnings

20 .40Average Cost of Equity

21

22

23

I will also demonstrate that the Company's proposed capital structure consisting of 35 percent

long-term debt and 65 percent common equity serves to overstate the equity component in the

Company's capital structure.
24

iii
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1 twill further demonstrate that the 11.20 percent cost of equity recommendation put forth by Pima

2 Utility Company witness, Mr. Thomas J. Bourassa, significantly over-states the Company's

3 actual cost of equity.

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24
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Pima Utility Company
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1 I.

2 Q.

INTRODUCTION

Please state your name, occupation, and business address.

3 A.

4

My name is John A. Cassidy. I am a Public Utilities Analyst V with the Residential Utility

Consumers Office ("RUCO"). My business address is 1110 w. Washington Street, Suite

220, Phoenix, AZ.5

6

7 Q. Please describe your educational background and professional experience.

8 A.

9

10

11

12

13 l
l

14

15

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. I have

been awarded the professional designation Certified Rate of Return Analyst ("CRRA") by

the Society of Utility and Regulatory Financial Analysts ("SURFA") based upon experience

and the successful completion of a written examination. l have nine years of professional

regulatory work experience as a Public Utilities Analyst, both with RUCO and the Arizona

Corporation Commission ("ACC") Staff, and have testified in numerous rate proceedings

16 as a cost of capital witness before this Commission. Additionally, I have attended utility

17

18
l

19

related seminars sponsored by both SURFA and the National Association of Regulatory

Utility Commissioners (NARUC). Attachment 1 contains a summary of my prior regulatory

work experience.

i

i

il

2 0 i

Q.21 Please state the purpose of your testimony.

22 A.

23

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

establishment of a fair value rate of return for Pima. For purposes of establishing a fair
l
l24 l

l

l

i1
l

l
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1

2

value rate of return on its invested capital in this proceeding, the Company has elected to

use its original cost rate base ("OCRB") as its fair value rate base ("FVRB").
l

3

4 Q.

5

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

design issues in this proceeding?

6 A.

7

8

Yes. In addition to filing cost of capital testimony, on behalf of RUCO I am also filing direct

testimony which will address the issues of rate base, operating income, and rate design.

My direct testimony addressing those issues will be filed under separate cover.

9

ii.10

11 Q.

SUMMARY OF TESTIMONY AND RECOMMENDATIONS

Briefly summarize how your cost of capital testimony is organized.

12 A.

13

14

15

16

17

18

19

20 I

My cost of capital testimony is organized into twelve (12) different sections as identified

in my "Table of Contents." In summary, I have derived cost of equity estimates obtained

from both the Constant Growth Discounted Cash Flow ("DCF") model and the Capital

Asset Pricing Model ("CAPM"). The DCF and CAPM are market-based cost of equity

estimation models, and both have consistently been employed by RUCO and ACC Staff

in prior rate proceedings. Additionally, the DCF and CAPM are methodologies which the

ACC has traditionally given the most weight when establishing authorized rates of return

for utilities operating within its Arizona jurisdiction. In addition to cost of equity estimates

obtained from the DCF and CAPM models, have also prepared a Comparable Earnings

21

22 RUCO'S

("CF") analysis, which gives consideration to actual realized returns on equity achieved

by RUCO's proxy group of

23

24

publicly traded sample water companies.

recommended cost of equity in this proceeding represents the arithmetic mean (i.e.,

simple average) of the cost of equity results obtained from the DCF, CAPM and CE

2
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1

2

3

4

5

6

models. The Company's witness, Mr. Thomas J. Bourassa, obtains cost of equity

estimates from (i) the Constant Growth DCF model, (ii) the Risk Premium Model ("RPM"),

and (iii) three versions of the CAPM, namely: the Traditional CAPM, the Empirical CAPM

("ECAPM"), and a Modified CAPM. My testimony will conclude with a discussion of Mr.

Bourassa's cost of equity estimation methodology, and I will demonstrate that his

analyses significantly overstates the Company's actual cost of equity.

7

8 Q. Please summarize the cost of capital recommendations to be addressed in your

9 testimony.

10 A.

11

12

13

14

15

Based upon the results of my analysis, I make the following recommendations:

I recommend that the Commission adopt a 7.31 percent overall rate of return for the

Company, based upon (i) a capital structure consisting of 37.5 percent long-term debt,

and 62.5 percent common equity, (ii) a provisional 3.42 percent cost of long-term debt,

and (iii) a cost of common equity of 9.64 percent. The components included in my cost

of capital calculation are as follows:*

Weight Cost Weighted Cost16

17 37.50 %
62.50 %

3.42 %
9.64 %

1.28 %
6.03 %

Long-Term Debt
Common Equity

18 Overall Rate of Return o

19

20

21

The cost of equity estimates included in my calculations are derived from the following

three cost of equity models, with RUCO's recommended 9.64 percent cost of equity being

22

23

24
1 See JAC Schedule 1

3



Direct Testimony of John A. Cassidy
Pima Utility Company
Docket No. W-02199A-16-0421 , et al .

1

2

the arithmetic mean (i.e., simple average) of the results obtained from RUCO's Constant

Growth DCF, CAPM and CE models:2

Cost Estimate3

4 9.74 %
7.89 %

11.30 %

Constant Growth Discounted Cash Flow
Capital Asset Pricing Model
Comparable Earnings

5
oAverage Cost of Equity

6

7

ill. ECONOMIC PRINCIPLES APPLICABLE TO ARIZONA
8

Q.9
What are the basic economic principles which apply in the determination of a fair

rate of return for regulated public utilities in Arizona?10

A.11

12

For regulated public utilities in Arizona, rates are established in a manner designed to

allow for recovery of the utility's costs, including capital costs. This is traditionally referred

to as "cost of service" rate making. Rates are established using the "rate base - rate of13

14

15

16

17

18

19

return" concept, wherein utilities are allowed to recover specific operating expenses, taxes

and depreciation, and granted an opportunity to earn a fair value rate of return on the

assets utilized (i.e., fair value rate base) in providing service to ratepayers. Rate base is

derived from the asset side of the utility's balance sheet, while rate of return is developed

from the liability/stockholders' equity side of the balance sheet. The revenue impact of

the cost of capital in rates is determined by multiplying rate base by rate of return. In the

instant docket, RUCO is recommending an overall rate of return for Pima of 7.31 percent.
20

21

22

23

24
z See JAC Schedule 2.

4
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1 Q.

2

Is the Company proposing that its original cost rate base also be used as its fair

value rate base?

Yes.3 A.

4

5 Q. What is the meaning of a "fair rate of return" when analyzing a rate case

6 application?

7 A. From an economic standpoint, a "fair rate of return" is one which allows an efficient and

8

9

10

11

12

13

14

economically well managed utility the ability to maintain its financial integrity, attract

capital, and establish comparable returns for similar risk investments. These concepts

are derived from economic and financial theory and are generally implemented using

financial models and economic concepts. From a technical perspective, a "fair rate of

return" is an ex post (after the fact) earned return on an asset base. Conversely, the cost

of capital is an ex ante (before the fact) expected, or required, return on a capital base.

In regulatory proceedings, the two terms are often used interchangeably.

15

16 Q.

17

As regulated entities granted natural monopoly status, are public utilities

guaranteed to earn their authorized rate of return?

A.18

19

20

21

22

23

24

No. Public utilities are afforded an opportunity to earn their authorized rate of return, they

are not guaranteed to earn the rate of return authorized in a rate case. Many factors are

involved in determining a rate of return. However, investments in new plant assets made

subsequent to a rate case and/or increases to operating expenses between rate cases

can have a negative impact on a utility's realized rate of return. Conversely, an increase

in revenues and/or a decrease in operating expenses can have a positive impact on the

earned rate of return. In the former scenario, a public utility will generally file for a rate

5
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1 increase. In the latter scenario, should a public utility earn a rate of return in excess of

2 that approved by a utility commission, then the commission may instruct the utility to file

3 a rate application in order that new rates be established to provide rate relief to ratepayers.

4

5 IV. GENERAL ECONOMIC CONDITIONS

6 Q. Why are economic and financial conditions important in the determination of the

7 cost of capital for a regulated public utility such as EWAZ?

8 A. Economic and financial conditions are important because the cost of capital, both fixed-

9 cost debt as well as common equity, is largely determined by current and future economic

10 and financial conditions. At any given time, the cost of capital is influenced by each of the

11 following: (i) the level of economic activity (i.e., economic growth), (ii) the stage of the

12 business cycle, (iii) the rate of inflation, and (iv) expected future economic conditions.

13 That current and future economic and financial conditions largely determine the cost of

14 equity is consistent with the Court's ruling in the B/ueHe/ddecision, which held that

15

16

"[a] rate of return may be reasonable at one time, and become too high
or too low by changes affecting opportunities for investment, the money
market, and business conditions generally." Bluefield, 262 U.S. at 679.3

17 Measures of general economic indicators influencing the cost of capital are presented in

18 Schedule JAC-6 (Pages 1-7).

19

20

21

22

23

24
3 BlueHeld Water Works and Improvement Company v. Public Service Commission of the State of West Virginia
(262 U.S. 679), as cited in Parcell, David C., The Cost of Capital: A Practitioner's Guide, prepared for the
Society of Utility and Regulatory Financial Analysts (SURFA): 2010 Edition (p.26).

6
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1 Q. Briefly describe the recent trends in economic conditions and their impact on

2 capital costs over the past thirty years?

3 A. From the early 1980's through the end of 2007, the United States economy experienced

4 a period of relative stability. This period was characterized by longer economic

5 expansions, small contractions, low and/or declining inflation, and declining interest rates

6 and other capital costs. However, in 2008 and 2009 the economy experienced a steep

7 decline as a result of the sub-prime mortgage lending crisis and had a negative impact on

8 the financial markets both here in the US and internationally. This economic decline is

g generally considered to be the worst financial crisis since the Great Depression, and is

10 often referred to as, the "Great Recession." Since 2008, central banks in the U.S. (i.e.,

11 the Federal Reserve Bank) and other foreign countries have initiated accommodative

12 monetary policies designed to stimulate economic growth and reduce unemployment in

13 an effort to recover from this worldwide recession.

14

15 The recession bottomed out in June 2009, and while the economy has expanded since

16 that time it has done so at the slowest pace of any recovery since World War 11.4 This is

17 evidenced by the national unemployment rate having fallen from a high of 9.6 percent in

18 2010 to 4.9 percent in 2016, with the current national unemployment rate being 4.4

19 percent as of April 2017.5 At the State level, Arizona's unemployment rate continues to

20

21

22
4 Long, Heather, and Luhby, Tami, "Yes, This is the Slowest U.S.Recovery since WwlI," CnnMoney.com (October 5,

2016). http://money.cnn.com/2016/10/05/news/economy/usrecovery-slowest-since-wwii/23

2 4 s Council of Economic Advisors, United States Department of Labor, Bureau of Labor Statistics, Economic Indicators
(April 2017), p. 11. https://www.gpo.gov/fdsys/pkg/ECOnI-201704/pdf/ECOnI-2017-04-P411.pdf

7
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1

l2

3

lag that of the nation, and currently stands at 5.0 percent as of April 20176 However, the

severity of the recession and the slow economic recovery suggest that its impact may

continue to be felt for an extended period of time.

l4

5 Please describe how the economic and financial indicators were examined and howQ.

6 they relate generally to the cost of capital.

7 A.

8

g

10

11

12

13

14

Schedules JAC-6 (Pages 1 and 2) present relevant economic data such as Real Gross

Domestic Product ("GDP") Growth, Industrial Production Growth, Unemployment,

Consumer Price Index ("CPl") and Producer Price Index. As can be seen, 2007 marked

the sixth year of economic expansion, but beginning in 2008 the economy entered into a

significant decline, as indicated by negative real GDP and industrial production growth as

well as an increase in the unemployment rate. Since 2010 the economy has begun to

rebound, however, overall economic growth has continued at a slower pace than that in

prior expansions following an economic downturn.

15

16

17

18

19
l
.

I

20

As measured by the CPI, inflation has generally been declining over the past several

business cycles. Since 2008, annual inflation has been 3.0 percent or lower, with average

inflation being 1.57 percent over the 9-year period, 2008-2016,7 and 1.36 percent over

the most recent 5-year period, 2012-2016.8 Thus, inflation continues to remain at the

lowest levels experienced in the past 40+ years, and is indicative of lower capital costs.

21

24

22 s United States Department of Labor, Bureau of Labor Statistics, Arizona Unemployment Rate.
http 1//www.b|s.gov/eag/eag.az.htm

2 3 7 Utilizing the CPI figures as presented in Schedule JAC6 (Page 1), average annual inflation over the 9year period,
20082016, was 1.57%: ((0.1% + 2.7% + 1.5% + 3.0% + 1.7% + 1.5% + 0.8% + 0.7% + 2.1%) /9 : 1.57%).
8 Over the 5-year period, 20122016, average annual inflation was 1.36%: ((1.7% + 1.5% + 0.8% + 0.7% + 2.1%) /5 =
1.36%).

8
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1 Q. Over the next 10-year period (i.e., 2017-2026), is inflation expected to remain at

2 relatively low levels?

3 A. Yes. The Federal Reserve Bank of Cleveland ("Cleveland Fed") reports that its latest

4 estimate of 10-year expected inflation over the period, 2017-2026, is 1.84 percent.9 The

5 Cleveland Fed's expected inflation report is presented in RUCO Exhibit JAC-A.

6

7 Q. How does this 10-year projected 1.84 percent inflation rate compare to average 10-

8 year historical inflation over the last forty years (i.e., 1977-2016)?

g A. Based on the annual rates of inflation as presented in Schedule JAC-6 (Page 1), average

10 inflation measured over a 10-year historical period going back to 1977 is as follows:

11

12

6.68 %
3.67 %
2.45 %
1.82 %

Historical 10-year inflation (1977-1986)
Historical 10-year inflation (1987-1996)
Historical 10-year inflation (1997-2006)
Historical 10-year inflation (2007-2016)

13
1.84 %Projected 10-year inflation (2017-2026)

14
As can be seen, inflation has fallen in each of the last four 10-year historical periods, with

15
average inflation over the most recent 10-year period (i.e., 2007-2016) being 1.82 percent.

16
Thus, as evidenced by the Cleveland Fed's 1.84 percent projected average annual rate

17
of inflation over the 10-year period, 2017-2026, the historically low inflation of the past ten

18
years is expected to continue, as the delta is only 2 basis points (1 .84% - 1.82% = 0.02%).

19

20

21

22

23

24

9 Federal Reserve Board of Cleveland, "Inflation Expectations," (News Release dated May 12, 2017).
https://www.clevelandfed.org/ourresearch/indicators-and-data/inflationexpectations.aspx
The inflation expectations model employed by the Cleveland Fed uses Treasury yields, inflation data, inflation swaps,
and survey-based measures of inflation expectations to calculate the expected inflation rate (CPI) over the next 30
years. The Cleveland Fed updates its 10year expected inflation estimate on a monthly basis.

g
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1 Q.

2

Is there any way of knowing what investors currently expect average inflation to be

over the next 10-years?

3 A. Yes. The 10-year breakeven inflation rate represents a market-based measure of investor

4

5
l

i
6

7

8

9 1.81%),10 a figure lower than both the Cleveland Fed's 1.84

10

11

expectations as to expected inflation over the next 10-years, and is computed as the

difference between the current nominal yield on the 10-year Treasury Note (2.21 percent)

and the current real (i.e., inflation adjusted) rate on the 10-Year Treasury Inflation-Indexed

Constant Maturity Securities, or TIPS, (0.40 percent). Thus, measured as of the close of

market trading on May 31, 2017, the current spot 10-year breakeven inflation rate is 1.81

percent (2.21% - 0.40% =

percent 10-year expected inflation rate, as well as the 1.82 percent rate of inflation over

the 10-year period, 2007-2016.

12

13 Q.

14

15

Holding all other factors constant, does a 1.81 percent 10-year breakeven inflation

rate provide further evidence that the current low interest rate environment will

continue into the future?

16 A. Yes, it does.

17

What has been the trend in interest rates over the forty-year period, 1975-2015?18 Q.

19 A.

20

21

As shown in Schedule JAC-6 (Pages 3 - 4), interest rates rose sharply to record levels

during the period, 1975-1981, when inflation was high and generally rising. Interest rates

declined substantially, as did inflation, during the remainder of the 1980s and throughout

22

23 10 The 10-year nominal rate and the 10-year TIPS rate are available from the U.S. Department of the Treasury.
https://www.treasury.gov/resource-center/data-chart-center/interest-
rates/Pages/TextView.aspx?data=yieldyear&year=201724
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i

l

l2 l

il3

4

5

6

7

8

9

10

11

the 1990s. Interest rates declined even further during the period, 2000-2005, and after

trending slightly upward in years 2006-2008, have since continued on a downward path

reaching levels in years 2009-2016 not previously seen since the early 1960s. In 2008,

the Federal Reserve (the "Fed") initiated an accommodative monetary policy by lowering

the federal funds ("Fed Funds") rate (the rate the Fed charges banks for overnight

transfers of funds), and in an effort to promote increased lending and liquidity, eventually

initiated a policy of quantitative easing, an unconventional monetary policy used when

short-term interest rates are at or approaching zero. As a consequence, in years 2012-

2016, both U.S. and corporate bond yields declined to their lowest levels in more than 40

years, with the yield on the benchmark 10-year Treasury Note falling to an all-time low in

July 2016.11

12

13 Q.

14

15

Is the decline in long-term interest rates which has taken place since the mid-1980s

something which the financial markets and professional forecasters saw coming

and accurately predicted?

16 A.

17

18

19

20

No, it is not. As reported in a recent study prepared by the Council of Economic

Advisors,12 "forecasters largely missed the secular decline of the last three decades"

because "past forecasts of long-term nominal interest rates have tended to err on the side

of mean reversion."'3 (emphasis added) As evidence of such mean reversion, the authors

of the study prepared a graphic presentation (10-Year Treasury Rates and Historical

21

22

23

24

11 On July 8, 2016, the 10-year Treasury Note traded at an all-time low of 1.361 percent.
http:// wsi.com/articles/qovernment-bond-yields-in-u-s-europe-hit-historic-lows-1467731411
12 Executive Office of the President, Council of Economic Advisors, "Long-Term Interest Rates: A Survey," (July
2015). https://wvwv.whitehouse.qov/sites/default/files/docs/interest rate report final.pdf
13 P 12.
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1 Economist Forecasts) showing that forecasts made by a group of more than 50 private-

2 sector economists of the benchmark 10-year Treasury rate, as reported by Blue Chip

3 Economic Indicators ("Blue Chip"), had systematically been overstated. This graphic

4 presentation is provided as RUCO Exhibit JAC-B. As shown, blue Chip forecasts have

5 consistently exceeded the actual path (shown in blue) of nominal 10-year Treasury rates

6 since 1995, and supports a conclusion that forecasters mistakenly believed the yield on

7 the 10-year Treasury Note would-during the period(s) under study-revert back to a

8 perceived historical mean. In the study, the authors further note the following:

9

10

11

"Although economists' forecasts steadily declined after 1995, their pace
of decline has lagged well behind the realized drop-off in interest rates.
Indeed, since 1996, long-range private sector forecasts have exhibited
a root mean square error of 2.7 percentage points relative to the
nominal Treasury rate realized 10 years later."'4

12

13 Q. What conclusions do the authors of the study to which you cite above draw

14 regarding the decline in long-term interest rates?

15 A. As noted in the Executive Summary of the report, the authors state the following:

16 This report surveys the recent thinking on the many drivers of long-term interest
rates in recent decades and going forward. It concludes:

17
•

18

19

20

21

The decline in long-term interest rates over the past thirty years was real,
global, and unexpected. While lower inflation explains some of the decline in
nominal interest rates, the downtrend is evident even when adjusting nominal
interest rates for the rate of inflation. The decline has also been evident across a
wide range of countries, reflecting the increasing integration of the global
economy. Financial markets and professional forecasters alike consistently failed
to predict the secular shift, focusing too much on cyclical factors and missing the
long-term trend .

22

23

24

14 p. 10. In a footnote, the authors describe the "root mean square error" as follows: "The root mean square
error is a commonly used measure of the deviation between predicted and actual values. The difference between
the two values is squared and then summed over time. The square root of that number is typically reported as a
summary statistic, with large values indicating large prediction errors."

12
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i

2

3
l

4

The decline is consistent with several theoretical frameworks economists
have used to analyze interest rates. The interest rate settles at the level that
equates the supply of saving with the demand for investment, and innumerable
factors affect both sides of the equation. Many frameworks suggest that long-term
interest rates are closely related to productivity growth. Other factors such as the
rate of population growth and technological advance, as well as aggregate
demand and the stance of fiscal and monetary policy, also play a role.

5 •

6

7

A number of factors, both transitory and longer-lived, have contributed to
the decline-with many of these factors suggesting that long-run
equilibrium interest rates have fallen. Transitory factors include global fiscal
and monetary policies, shifts in the term premium and inflation risk, and post-crisis
private-sector deleveraging. More persistent factors include lower potential output
and productivity growth, shifting demographics, and the global "saving glut."

8

g
Ultimately, interest rates reflect underlying macroeconomic conditions, there is no
"optimal" long-term rate of interest. Rather, policy should support long-run growth,
maintain price stability, and support a stable financial system.'5 (emphasis added)

10

11 Q. Has the secular decline in long-term interest rates which has taken place over the

l

1

i
i

12 last 30 years proven beneficial to equity investors in the United States? l

13 A. Yes. In a recent report published by McKinsey & Company,*5 the 30-year period, 1985-
i

i

i14 2014, was characterized as the "holden era for investment returns," as real (i.e., inflation

15 iadjusted) total returns on equities averaged 7.9 percent in the United States over this

i16

17

period, a figure 140 basis points higher than the 6.5 percent 100 year average, and 220

basis points higher than the 5.7 percent 50 year average (emphasis added).'7 As noted

18

19

in the report, the underpinnings of these above average equity returns were made

possible by the confluence of the following four exceptional factors:

20

21

(i)

(ii)

A sharp decline in inflation from the unusually high levels of the late
1970s and early 1980s,
The resultant decline in nominal long-term interest rates,

22

23

24

15 Executive Summary, p. 4.
16 McKinsey Global Institute, "Diminishing Returns: Why investors May Need to Lower their Expectations," May
2016. _ www.mckinsey.com/industries/.../whv-investors-may-need-to-lower-their-siqhts
11 p. 2. As noted in the report, over this same 30-year period Western European investors also achieved real
total returns on equity of 7.9 percent, a figure 300 basis points higher than the 4.9 percent 100 year average.

13
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1

2

(iii)

(iv)

3

Strong global GDP growth, lifted by positive demographics, productivity
gains, and rapid growth in China, and
Even stronger corporate profit growth, reflecting revenue growth from
new markets, declining corporate taxes, and advances in automation
and global supply chains that contained costs.'8

4
Q.

l
l
li
l
l
l

5
Over this same 1985-2014 time period, did bond investors also achieve higher real

returns on fixed-income investments?
6

A.
7

8

g

Yes. As measured by returns on 10-year U.S. Treasury Bonds, fixed income investors

achieved total real returns of 5.0 percent over the 30-year period, 1985-2014, a figure 330

basis points higher than the 1.7 percent 100 year average, and 250 basis points higher

than the 2.5 percent 50 year average.'9
10

11
Q.

12
Going forward, does the McKinsey report anticipate this 'golden era' for investment

returns to continue?
13

A.
14

15

16

17

18

19

20

No, it does not. In fact, the purpose of the report is to place investors on notice that on a

going-forward basis they should begin to lower their expectations regarding investment

returns on both equity and debt securities, as "[t]his era is coming to an end."20 Based

upon its analysis, the McKinsey report lays out two scenarios as to what investors might

expect over the 20-year period, 2016-2035, Scenario 1 being a slow growth scenario, and

Scenario 2 being a growth recovery scenario. In the report, McKinsey points out that in

both its slow growth and growth recovery scenarios, "U.S. and Western European equity

and bond returns fail to match those of the past 30 years and could be lower than the 50-
21

22

23

24

18 pp 10-16.
19 pp 2-3. As further noted in the report ip 11), of this 5.0 percent real total return for U.S. bond investors
capital gains accounted for fully 1.9 percent (190 basis points) due to nominal interest rates falling from 9 percent
to 2 percent.
20 p 3.
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1

2

3

4

5

6

7

8

9

and 100-year averages.'T2' Furthermore, under Scenario 1 "slow growth could reduce

total U.S. equity returns by more than 250 basis points and bond retums22 by 400 basis

points or more below the 1985-2014 period (emphasis added),"23 under Scenario 2, "in a

growth-recovery scenario, U.S. equity and bond returns would be 140-240 and 300-400

basis points, respectively, below the average of the 1985-2014 period."24 As presented

in the McKinsey report, the following is a summary of both historical real total investment

returns on equities and 10-year U.S. Treasury Bonds over the 100-year period, 1915-

2014, the 50-year period, 1965-2014, and the 30-year period, 1985-2014, as contrasted

with the expected investment returns over the 20-year period, 2016-2035, under each of

10 the above noted scenarios:25

11

12

13
Investment

Historical Returns

19152014 19652014 1985-2014

Historical and Protected Investment Returns on U.S. Equities and 10-Year Treasury Bonds

Prospective Returns (2016-2035)

Slow Growth Growth Recovery

14

15
U.S. Equities

10-Year Treasuries

6.5%

1.7%

7.9%

5.0%

5.1%

2.5%

4.05.0%

01 .0%

5.56.5%

1.02.0%

16

17

18

19

20

21

22

23

24

21 p. 21 .

22 For purposes of its analysis investment returns on bonds are measured by the return on 10-year U.S. Treasury
Bonds.
pa y.
24 p 22.
2s p. 2, Exhibit 1.
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Q . Briefly discuss the reasons cited in the McKinsey report for the expected decline

in investment returns on equity and debt securities over the 20-year period, 2016-

2035.

i

As noted earlier, the McKinsey report attributed the on-set of the so-called 'golden era' of

investment returns to the confluence of four exceptional factors. The authors now view

the fundamental economic and business conditions which contributed to above-average

returns over the past 30 years to "have run out of steam, and in some cases are in the

process of reversing."26 Specifically, the report cites to the following three contributing

factors as reasons for the expected decline in investment returns going forward:

•

the steep decline in interest rates over the past 30 years is unlikely to be repeated
expected slower GDP growth, due to (i) an aging population and (ii) declining
productivity growth, and
lower profit margins for businesses facing greater competition from (i) emerging
markets, (ii) technology and tech-enabled firms, and (iii) small and medium-sized
enterprises.27

l
l
l
l

Q. For purposes of its analysis of the U.S. equity market, the findings of the McKinsey

report are based on aggregate returns of non-financial companies included in the

Standard & Poor's 500 ("S&P 500").28 Are regulated public utilities included in the

S&P 500?

I
Yes. Among the 500 companies currently included in the S8tP 500, 28 are regulated

public utilities. Of this number, most are electric service providers, however, there is one

1

2

3

4 A.

5

6

7

8

9

10

11

12

13

14

15

16

17

18 A.

19

20

21

22

23

24
M., p. 17.

21 U., pp. 17-19.
m . p.5.
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publicly-traded water utility included in the S81P 500, namely, American Water Works

Company, Inc. (Ticker: AWK).29

Q. In light of the above, is it reasonable to assume that on a going-forward basis equity

investment returns for regulated public utilities might also be expected to decline

over the 20-year period, 2016-2035?

A.

1

2

3

4

5

6

7

8

9

10

11

Yes, I believe that is a reasonable assumption. Furthermore, this would be true

irrespective of whether regulated public utilities were included in the S&P 500, as a broad

based decline in investment returns over the next 20-year period would bring about a

reduction in the opportunity cost of capital, or the expected return on alternative

investment opportunities.

12

13

1 4

15

16

17
l
318

19

20

21

22

23

24
29https://e n.wikipedia.orq/wiki/List of S%26P 500 companies It should be noted that while RUCO includes
American Water Works (AWK) in its proxy group of publicly-traded water utilities the Companys cost of
capital witness, Mr. Thomas Bourassa, does not.
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l

l

l

1 Q.

2

l

i
l3

4

5
i

l

6

7

As noted, in response to the onset of the Great Recession the Fed was forced to

adopt an aggressive accommodative policy, ultimately lowering the federal funds

rate ("fed funds rate") to a level of 0 to 'A percent. However, beginning on December

16, 2015, the Federal Open Market Committee ("FOMC") raised the federal funds

rate ("fed funds rate") by 'A percent (25 basis points) from a level of 0 - 'A percent,

to 'A - 'A percent. In doing so, did the action taken by the Fed signal a change in

monetary policy by the U.S. central bank?

8 A.

g

10

11

12

No. While the increase to the fed funds rate marked the first time the FOMC had raised

the rate it charged banks for overnight transfers of funds since mid-2006,3° in a press

release issued on December 16, 2015, the Fed made the following statement: "The stance

of monetary policy remains accommodative after this increase, thereby supporting further

improvement in labor market conditions and a return to 2 percent inflation."31

13

14 Q.

15

After raising the fed funds rate in December 2015, was the Fed expected to continue

to take steps to raise the fed funds rate in 2016?

16 A.

17

18

Yes. In keeping with its plan to "normalize" interest rates, it was generally believed that

the Fed would raise the fed funds rate four more times by % percent (25 basis points) in

2016, an annual increase of 1.0 percent (100 basis points).32

19

20

21

22

23

24

30 The Fed last raised the fed funds rate on June 29, 2006.
http1// federalreserve.qov/monetarypolicy/openmarket.htm
31 Federal Reserve Board, Federal Open Market Committee, Press Release (December 16 2015).
http:// federalreserve.qov/newsevents/press/monetaw/20151216a.htm
32 Blue Chip Financial Forecasts (December 1, 2015), p.1 .
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ii
i
i
i

1 Q. But rather than doing so, the Fed raised the fed funds rate only one time in 2016, i
i

correct?2 ill

3 A. i

l4

Yes, and that increase did not take place until December 14, 2016, when the FOMC raised

the fed funds rate by an additional % percent (25 basis points), to % - % percent."

5

6 Q. And since that time, the FOMC has raised the fed funds rate only once in 2017,
i

i
l

correct?7 Wl
l
I

8 A.

9

10

Yes. On March 15, 2017, the FOMC again hiked the fed funds rate by % percent (25

basis points), to % - 1.0 percent. In doing so, the FOMC once again affirmed that "the

stance of monetary policy remains accommodative."34

11

12 Q.

13 so,

Is the FOMC expected to raise the fed funds rate again this year (i.e., 2017), and if

how many times?

A.14 Yes. At the present time, much of Wall Street believes the Fed will raise interest rates

15

16

two more times this this year, once in June, and again in September. However,

"substantially lower-than-expected inflation" may "stop the Fed in its tracks."35 Lower
l
I 17

18

19

20

inflation, as measured by the Fed's preferred inflation index, the personal consumption

expenditure (PCE) index, came in at 1.8 percent in the first quarter of 2017, but some

anticipate further weakness in PCE inflation going forward. Specifically, Andrew

Hollenhorst, an economist with Citigroup, foresees "a reduction in the PCE rate to as low

21

22

23

24

so Federal Reserve Board, Federal Open Market Committee, Press Release (December 14, 2016).
https:// federalresewe.qov/newsevents/pressreleases/monetary20161214a.htm
34 Federal Reserve Board, Federal Open Market Committee, Press Release (March 15, 2017).
https:// federalresewe.qov/newsevents/pressreleases/monetary20170315a.htm
as Cox, Jeff, "The Fed Wants to Raise Rates this Year, One Thing Could Stand in the Way," CnBc.com, May 24, 2017.
http://www.cnbc.com/2017/05/24/the-fed-wants-to-raiserates-butinflation-could-stand-in~the-way.html
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1

2

l

l

i

i

3

as 1.4 percent, a pretty good distance from the Fed's 2 percent inflation target."36 Thus,

should inflation remain lower than the Fed's 2.0 percent desired level, the FOMC might

be hard pressed to justify continued hikes in the fed funds rate.

4

5 Q. Assuming the FOMC were to continue raising the fed funds rate at a time when

6 inflation remained below the Fed's 2.0 target, would doing so place the U.S.

7 economy at risk of going into a recession?

8 A.

9

10

Yes. David Rosenberg, chief economist and strategist at Gluskin Sheff, believes that the

bond market, as evidenced by "the compression in yields between shorter-dated and

longer-duration government debt," is providing troubling evidence of an inverted yield

11

12

13

14

15

16

17

18

19

20

curve. He points out that yields on longer-term government debt "have refused to move

higher," this despite the Fed signaling its intent to unwind its bloated balance sheet later

this year. Thus, "with the Fed continuing to push the funds rate higher, this means a flatter

yield curve with the risk of it inverting - take note because this has presaged every

recession over the past 50 years (emphasis added)." Rosenberg states that despite the

Fed's rhetoric having "tilted toward continuing down the path of steady rate hikes," he

points out that "the market has been down this path before - in 2016 projections early in

the year called for four rate hikes, but just one was enacted by year's end." Finally, while

Rosenberg would agree that the bond market has largely priced in the Fed's anticipated

near-term June rate hike, he cautions that a subsequent rate hike "can't be sustained,"

21

22

23

24
36

20
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l

l

1

2

and ends with the caveat, "[j]ust remember that 10 of the last 13 Fed hiking cycles have

been miscalculations that ended in recession (emphasis added)."37 li
i

3
Q.

4
Have others cautioned the Fed not to proceed with plans to hike the fed funds rate

more than one additional time this year?
5

6 A.

7

8

Yes, James Bullard, president of the Federal Reserve Bank of St. Louis, recently warned

that the Fed's planned rate increases "may be too fast for an economy that has shown

recent signs of weakness." Citing the lower inflation data released following the FOMC

g rate hike in March 2017, Bullard stated that "U.S. inflation and inflation expectations have

10 surprised to the downside in recent months," and that the Fed's plans for two additional

11

12 Bullard sees the U.S. economy as mired in "a Iow-

13

interest rate hikes is, "overly aggressive relative to actual incoming data on U.S.

macroeconomic performance."

inflation, low-growth rut," and feels the central bank should raise rates only one more time,

14 "until it is clear the economy has shifted to a higher gear."38

In light of the above, is it possible that an anticipated Fed rate increase in June 2017
15

Q.
16

may not take place?

Yes. At the most recent FOMC meeting, held May 3, 2017, FOMC members "generally
17

A.
18

19

20

judged that it would be prudent to await additional evidence indicating that the recent

slowdown in the pace of economic activity had been transitory before taking another step

in removing accommodation." Thus, while there was "general support for a rate increase
21

22

23

24

37Cox, Jeff, "The Fed Wants to Raise Rates this Year, One Thing Could Stand in the Way," cnBC.com, May 24, 2017.
http://www.cnbc.com/2017/05/24/the-fedwants-toraiserates-but-inflation-could-stand-in-the-way.html
38 "St. Louis Fed's Bullard Says Expected Rate Hikes 'Too Aggressive,"' CnBC.com, May 19, 2017.
http://www.cnbc.com/2017/05/19/stlouisfeds-bullardsays-expected-ratehikestoo-aggressive.htmI
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1 if the economic data improved," the question becomes whether Fed officials 'Will see

2 enough evidence of improvement before the June meeting" to justify raising rates.39

3

4 Q. As noted earlier, the report issued by the Council of Economic Advisors found that

5 What islong-term interest rates are closely related to productivity growth.

6 productivity growth, and why is it important?

7 A. Productivity growth (i.e., more output for the same volume of inputs) is economic growth

8 which cannot be explained by changes in the other key factor inputs, capital and labor.

9 Rising output per hour is seen as the most common definition of improving productivity,

10 and a benchmark for how efficiently the economy is performing. Gains in productivity

11 typically stem from innovation, new ideas and technological progress.4° As to its

12 importance, Warren Buffet has described productivity growth as, "the 'secret sauce' of

13 America's remarkable gains in living standards since the nation's founding in 1776," and

14 the link to our nation's "prosperity,"4' while economist Paul Krug ran is noted for having

15 observed that, "productivity isn't everything, but in the long run it is almost everything."42

16

17

18

19

20

21

22

39 Appelbaum, Binyamin, "Fed Sounds Note of Caution on Raising Interest Rates," NyTimes.com (May 24, 2017).
https://www.nytimes.com/2017/05/24/business/economy/fed-interest-rates~minutes.html? r=0
40 Lambert, John, "Productivity is Everything," GAM.com https:// .qam.com/en/insiqhts-
content/2016/macroeconomics/produotivity-is-everythinq/
41 Buffet, Warren, "Letter to the Shareholders of Berkshire Hathaway, Inc.," Berkshire Hathaway 2015 Annual
Report, p 21. http:// .berkshirehathaway.com/letters/2015ltr.pdf

23

24
42 Krug ran, Paul, The Age of Diminishing Expectations, 1994, as quoted in Lambert, John, "Prodictivity is
Everything," GAM.com https:l/ oam.com/en/insiqhts-content/2016/macroeconomics/productivity-is-
everythinq/
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1 Q. As a measure of overall economic health, is productivity growth in the U.S. rising,

2 or falling?

3 A. Productivity is a key ingredient in determining future growth in wages, prices and overall

4 economic output, and at present the U.S. economy is experiencing the "longest slide in

5 worker productivity since the late 1 Q70s," and Fed Chair Yellen recently characterized

6 "the outlook for productivity growth as a 'key uncertainty for the U.S. economy.'"43

7 (emphasis added) Over time, it is believed that "persistently weak productivity would

8 weigh on American living standards," and be "a force that could prompt Federal Reserve

9 officials to keep interest rates low for years to come."4'*

10

11 Q. Many have used the expression, "new normal," when describing the current state

12 of the economy. Given the current downward trend in productivity growth, what is

13 the estimated 'new normal' for real (i.e., inflation adjusted) GDP growth going

forward?14

15 A. In a recent Economic Letter published by the Federal Reserve Bank of San Francisco,

16 the new normal pace of real GDP growth is estimated to fall in the range of 1% to 1%

17 percent.45 As noted in the Letter, this estimate is based on "trends in demographics,

18 education, and productivity," and assumes that

19 (i) the aging and retirement of the baby boom generation is expected to hold down
employment growth relative to population growth,

20

21

22

23

24

43 Leubsdorf, Ben, "Productivity Slump Threatens Economy's Long-Term Growth," WSJ.com, August 9, 2016.
http:// wst .com/articles/u-s-productivitv-d ropped-at-0-5-pace-in-the-second-quarter-1470746092
44 M1
45 Fernald, John, "What is the New Normal for U.S. Growth?," Economic Letter 2016-30, Federal Reserve Bank of

San Francisco (October 11, 2016), p.1. http:/lwww.frbsf.orq/economic-research/publications/economic-
letter/2016/october/new-normal-for-qdp-qrowth/
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1

2

(ii)

(iii) l
l

educational attainment has plateaued, reducing the contribution of labor quality to
productivity growth, and
the slower forecast for overall GDP growth reflects the pace of productivity growth
as measured over the period, 1973-2015. l

l

ll3

4

5

6

7

8

g

As presented in the Economic Letter,46 productivity growth grew at an average rate of

approximately 2.75 percent during the period, 1948-1973, fell to a level of approximately

1.25 percent during the period, 1973-1995, rose to a level of approximately 2.50 percent

during the period, 1995-2004, and has since fallen to an average level of approximately

1.00 percent during the period, 2004-2015. However, over the 5-year period, 2010-2015,

average productivity growth has fallen to a level of approximately 0.3 percent.

10

11 Q.

12

Among the factors taken into consideration by the author when estimating the new

normal for real GDP growth, which factor causes the greatest uncertainty?

13 A.

14

15

16

17

As noted by the author, the major source of uncertainty about the future is productivity

growth. While the author acknowledges that changes in trend productivity growth have

historically been "unpredictable and large," and that a new wave of "IT revolution from

machine learning and robots" might boost productivity growth, until such a development

occurs "the most likely outcome is a continuation of slow productivity growth."47

18

19 Q. What conclusions does the author draw concerning real GDP growth going

20 forward?

21 A.

22

The author states that once the U.S. economy fully recovers from the Great Recession,

real GDP growth "is likely to be well below historical norms, plausibly in the range of 1%

23

24 46 Figure 2: Variation in productivity growth by trend period (p. 2).
47 m.. p 4.
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1

2

3

4

5

6

7

to 1 % percent per annum." The author further notes that this slower pace of growth will

lead to (i) slower growth in average waves and living standards for workers, (ii) relatively

modest growth in sales for businesses, and from a monetary policy perspective (iii) a

'speed limit' for the economy. Citing to another recent Economic Letter published by the

Federal Reserve Bank of San Francisco,4** the author concludes by saying that this slower

pace of growth also suggests "a lower equilibrium or neutral rate of interest."49 (emphasis

added)

8

g Q. As discussed in the Economic Letter cited to above, what is the equilibrium, or

10 neutral rate of interest?

11 A.

12

13

14

In the article, the equilibrium, or neutral rate of interest is referred to as the "natural real

rate of interest," "r*," or "r-star," and defined by the author as the "short-term real (inflation-

adjusted) rate that balances monetary policy so that it is neither accommodative nor

contractionary in terms of growth and inflation."5° (emphasis added)

15

16 Q. Is the natural real rate of interest (r-star), synonymous with (i.e., same thing as) the

17 fed funds rate?

18 A.

19

20

No, it is not. The fed funds rate is the rate the Fed charges banks for overnight transfers

of funds, while the natural real rate of interest is a conceptual interest rate which cannot

be observed but must instead be estimated. In fact, when making public statements

21

22

23

24

48 Williams, John C., "Monetary Policy in a Low R-star World," Economic Letter 2016-23, Federal Reserve
Bank of San Francisco (August 15, 2016). http1//www.frbsf.orq/economic-research/publications/economic-
letter/2016/auqust/monetarv-policy-and-low-r-star-natural-rate-of-interest/
49

so i., pp. 12.
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1

2

l

i

l

l

3

regarding monetary policy and the fed funds rate, Fed Chairwoman Janet Yellen often

cites to what she refers to as the "neutral rate" (i.e., r-star), contrasting its level to that of

the fed funds rate.5'

4

5 Q.

6

Has the natural real rate of interest (r-star), experienced a significant decline over

the last 25 years?

7 A.l
I

8

9

10

11

12

13

Yes, as a variety of economic factors have "pushed natural interest rates very Iow."52 As

noted by the author, in 1990 the inflation-adjusted natural rate of interest (r-star) was

estimated to be between 2% to 3% percent in the United States, Canada, the euro area,

and the United Kingdom. On the eve of the global financial crisis, by 2007 these rates

had declined to between 2 and 2% percent. By 2015, they had declined even further, with

the inflation-adjusted natural rate being "nearly zero for the United States, and below zero

for the euro area."53

14

15 Q.

16

What is the key takeaway from the trend in lower global natural real rates of interest

(r-star) which has taken place over the past quarter century?

17 A.

18

19

As noted by the author, the key takeaway from this global trend is two-fold: (i) "interest

rates are going to stay lower than we've come to expect in the past," and (ii) that future

low interest rate levels are "not due to easy monetary policy," but instead reflect "the rate

20

21

22

23

24

51 Coy Peter, "The Search for the Elusive Natural Interest Rate," Bloomberg.com, (July 22, 2016).
http:// . bloom berq.com/news/articles/2016-07-22/the-search-for-the-elusive-natural-interest-rate
"Williams (2016), p. 2.
as p.2, and as presented in Figure 1: Estimated inflation-adjusted natural rates of interest (D. 2).
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1 expected to prevail whenthe economy is at full strength and the stance of monetary policy

2 is neutral (emphasis added)."54

3

4 Q.

5

When testifying before the Congressional Joint Economic Committee, has Fed

Chair Yellen made reference to the natural real rate of interest (r-star)?

6 A.

7

8

9

Yes. When testifying before the Joint Economic Committee, United States Congress, on

November 17, 2016, Ms. Yellen referred to the natural real rate of interest (r-star) as, "the

neutral federal funds rate," characterizing it as "neither expansionary nor contractionary"

and the rate which "keeps the economy on an even keel (emphasis added)."55

10

11 Q. What trends do the economic indicators suggest for common share prices?

12 A.

13

14

15

As shown in Schedule JAC-6 (Pages 5 and 6), stock prices were stagnant during the high

inflation/high interest rate environment of the late 1970s and early 1980s. In 1983,

however, equity prices began to rise steadily, particularly as measured by the Dow Jones

With the onset of the GreatIndustrial Average ("DJlA"), before peaking in 2007.

16

17

18

19

20

21 time highs in the fourth quarter of 2016.

Recession in 2008, equity prices declined sharply from their highs of 2007, reaching a low

in the first quarter of 2009. Beginning in the third quarter of 2009, equity prices again

began to rise, eventually recovering the losses sustained as a consequence of the "crash"

in 2008 and, as evidenced by the performance of the DJIA, the S8¢P 500 Composite Index

("S&P 500"), and the NASDAQ Composite Index ("NASDAQ"), went on to reach new all-

Following the election of Donald Trump as

22

23

24

SO m.
ss Yellen, Janet L.,"The Economic Outlook," Testimony before the Joint Economic Committee, U.S.
Congress, Washington, DC (November 17, 2016).
https://www.federalreserve.qov/newsevents/testimony/vellen20161117a.htm
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1 President, the bond market experienced a sell-off, but the stock market continued to rise

2 due to expectations of rising inflation and anticipated stronger economic growth brought

3 about by President-elect Trump's promised infrastructure fiscal stimulus spending

l
4 program. Thus, since the election the equity markets have continued to rise, with the

5 DJIA closing above 21,000 for the first time on March 1, 2017,56 and both the S8tP 500

6 and NASDAQ indices reaching new all-time highs on May 5, 2017.57

7

8 Q. You mention above that the bond market experienced a sell-off following the

9 election of Donald Trump as President in November of2016. Because interest rates

10 move inversely to bond prices, a bond market sell-off is suggestive of a rise in long-

11 term interest rates. At present, are long-term interest rates rising, or falling?

12 A. Long-term interest rates are falling, as evidenced by the yield on the benchmark 10-year

13

14

U.S. Treasury Note having fallen to a new low of 2.147% in 2017, a figure 45 basis points

lower than its high of 2.6% in March 2016 (2.6% - 2.15% = 0.45%).58 As noted by the

15 Wall Street Journal, this lower 10-yearTreasury yield is attributable to a change in investor

16 sentiment regarding inflation expectations:

17

18

19

"The latest slide in the 10-year Treasury yield strengthened the bond
market's turnaround after a bio selloff in late 2016. Sell Treasurys was
a popular way for investors to bet that a large fiscal stimulus in the U.S.
would lead to stronger growth and higher inflation, known as the
deflation trade. Confidence over President Donald Trump's fiscal

20

21

22

23

24

Se Imbert, Fred, "Dow Closes above 21,000 as Stocks Post Best Day of 2017 after Trump's Speech," www.cnbc.com
(March 1, 2017). http://www.cnbc.com/2017/03/01/us-markets.htmI
57 Imbert, Fred, "S&P, Nasdaq Notch Record Close ahead of the French Election," www.cnbc.com (May 5, 2017).
http://www.cnbc.com/2017/Os/05/us-markets.html
so Zeno, Min, "U.S. 10-year Yield Falls to New Low for 2017," WsJ.com (June 7, 2017).
https://www.wsi.com/articles/u-s10year-yield-falls-tonew~low-for-2017-1496760298
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1 agenda has been waning this year. causing investors to dial back bets
on higher vields."59 (emphasis added)

2

3
Thus, despite the Fed's stated desire to continue raising short-term interest rates, long-

term interest rates continue to fall, as investor expectations of rising inflation has
4

moderated significantly.
5

What conclusions can be drawn from the above discussion of economic and
6

Q.
7

financial conditions as they relate to the cost of capital?
8

A.
9

10

11

12

13

Despite expectations that the Fed may raise the fed funds rate in June 2017, I believe the

probability of continued rate hikes going forward to be low. As discussed previously in

my direct testimony, long-term interest rates have experienced a secular decline over the

last 35 years, and inflation has fallen to levels not seen since the early 1960s. Given this

back drop, there is ample evidence to suggest that on a going-forward basis both long-

term interest rates and inflation will continue to remain low, for as discussed in the
14

15

16

17

18

19

20

21

McKinsey Report investment returns on equities and fixed-income debt securities are

expected to decline over the course of the next 20 years. As previously discussed, the

so-called 'natural real rate of interest' (i.e., r-star) which allows the economy 'to remain on

an even keel' is expected to remain low going forward, and this trend is indicative of a

decline in the cost of capital generally - both long-term debt and common equity - relative

to levels seen in the past. Although the U.S. economy continues its slow recovery from

the Great Recession, future GDP growth is expected to decline from levels experienced

in the past, due largely to a decline in productivity growth. Although investors initially
22

23

24
59
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1

2

3

4

expected the economy to experience stronger growth and higher inflation in the near-term

as a consequence of President Trump's planned infrastructure fiscal stimulus, recent

trading in the bond market suggests this is no longer the case. Furthermore, should the

Fed continue to raise short-term interest rates at a time when inflation remains below the

5

6

7

8

Fed's target of 2.0 percent, doing so might cause the yield curve to invert, bringing about

an economic recession. Thus, the preponderance of evidence suggests that interest rates

and the cost of equity will continue to remain low for an extended period of time as real

GDP growth and inflation are expected to remain below 2.0 percent on a going forward

g basis.

10

11 v. CAPITAL STRUCTURE AND COST OF DEBT

12 Q. What capital structure does Pima propose in this proceeding?

13 A. The Company proposes (See Bourassa Direct, p. 2, lines 1-8, and Schedule D-1 (Page

14

15

1)) a pro forma capital structure consisting of 35.0 percent long-term debt and 65.0

percent common equity.

16

17 Q.

18

19

How does the 35.0 percent debt l 65.0 percent equity capital structure proposed by

Pima compare to the sample average capital structure for RUCO's proxy group of

companies?

20 A.

21

22

Schedule JAC-6 (Page 7) presents the common equity ratios for RUCO's proxy group of

sample companies. As shown, the current (i.e., 2016) sample average common equity

ratio for RUCO's proxy group is 55.1 percent. Thus, the 65.0 percent equity component

23

24

30
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1

2

in Pima's proposed capital structure exceeds RUCO's sample average common equity

ratio by 99 basis points (65.0°/0 - 55.1% = 9.9%).60

3

4 Q.

5

In light of the above, does this suggest that Pima has significantly less exposure

to financial risk than do RUCO's proxy group of sample companies?

6 A.

7

8

Yes, as the Company's proposed 35.0 debt / 65.0 percent equity capital structure is

significantly less highly leveraged than the sample average capital structure for RUCO's

proxy group of sample companies.

9

10 Q. Do investors need to be compensated for exposure to financial risk?

11 A. Yes, which on a risk-adjusted basis would suggest a downward adjustment to the cost of

12 equity for Pima.

13

14 Q.

15

What support does the Company provide for its proposed pro forma capital

structure?

16 A.

17

18

19

20

21

As noted in Mr. Bourassa's direct testimony, the Company's actual test-year end capital

structure consists of 27.61 percent long-term debt and 72.39 percent common equity.

However, concurrent to the filing of its rate application, Pima filed a Financing Application

requesting authority to issue new long-term debt.61 As noted by Mr. Bourassa (Bourassa

Direct, p. 2, lines 6-8), the new debt will bring the debt and equity proportions "to

approximately 35 percent debt and 65 percent equity" (emphasis added). Mr. Bourassa

22

23

24

60 As shown in Schedule JAC6 (Page 7), Pima's 65.0 percent common equity ratio exceeds the 53.7 percent projected
(i.e., 20202022) sample average common equity ratio for RUCO's proxy group of companies by 113 basis points
(65.0% 53.7% : 11.3%).
61 See Pima Application (Financing), Docket No. SW-02199A-16-0380 (dated October 20, 2016).
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1

2

3

4

goes on to say that for purposes of his analysis and recommendations, "I am assuming a

capital structure consisting of 35 percent debt and 65 percent equity" (emphasis added).

Although not mentioned by Mr. Bourassa in direct testimony, Pima's Financing Application

seeks authority to issue evidence of indebtedness in an amount not to exceed $8,370,000.

5

6 Q.

7

What is the stated purpose of the Company's request for authority to issue

$8,370,000 in new debt?

8 A.

9

As contemplated in the Company's Financing Application, the requested $8,370,000 debt

authorization is threefold: (1) to retire an existing loan from Wells Fargo ($6.138 million

10 principal balance outstanding as of August 31, 2016), (2) to reduce equity in the capital

11

12

13

14

15

structure using debt capital to achieve and maintain a capital structure consisting of

approximately 65% equity and 35% long-term debt, and (3) to fund infrastructure

improvements of approximately $7.5 million over the 5-year period, 2016-2020. It should

be noted that a Staff Report (dated December 28, 2016) was issued recommending

approval of the Company's requested debt authority, and that Pima's financing request

16 was authorized by the Commission in Decision No. 75985 (dated February 24, 2017).

17

18 Q. What capital structure does RUCO recommend in this proceeding?

19 A.

20

As shown in Schedule JAC-1 , RUCO recommends a pro forma capital structure consisting

of 37.50 percent long-term debt and 62.50 percent common equity.

21

22

23

24
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1 Q.

2

3

Why does RUCO recommend a different pro forma capital structure for Pima than

the Company-proposed 35.0 percent debt / 65.0 percent equity pro-forma capital

structure?

4 A.

5

6

In short, RUCO believes the equity component (i.e., 65.0 percent) in the Company's

proposed pro forma capital structure to be overstated. RUCO's belief in this regard is

supported by two considerations. First, as will be discussed, the Company's common

7

8

9

10

11

12

13

14

15

16

17

18

19

20

equity balance was overstated by $3261 .336 in Pima's last rate case (i.e., Docket No. w-

02199A-11-0329, et al.), and RUCO has concerns that the overstatement to the common

equity component in the Company's prior rate docket may not properly be reflected in the

Company's proposed common equity balance in the instant docket. Second, as noted

above, the Company's newly authorized debt will, in part, be used to fund infrastructure

improvements totaling approximately $7.5 million over the 5-year period, 2016-2020.

However, as presented in Exhibit 3 of the Company's Financing Application, the lion's

share of these capital expenditures are not scheduled to take place until the outer years

(i.e., 2018, 2019 and 2020). Thus, because (i) the $8,370,000 balance of newly

authorized debt is scheduled to be drawn down in July 2017,62 and (ii) the need for

additional equity to fund Pima's planned infrastructure improvement projects won't be

needed until years 2018, 2019 and 2020, RUCO believes that for ratemaking purposes

its proposed 37.50 percent debt / 62.5 percent equity pro-forma capital structure is more

representative of what Pima's actual capital structure will be through the year 2020.

21

22

23

24 so As noted in the Company's Financing Application (p. 2, lines 1821), Pima's new debt will be used to retire the
Company's current outstanding debt, which is scheduled to mature on July 25, 2017.
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1 Q.

i

i
i
l

i
2

Please discuss the $3,261,336 overstatement made by the Company to the equity

component in Pima's last rate case.

3 A. l

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

In direct testimony filed by the Company's cost of capital witness, Mr. Thomas J.

Bourassa, in Pima's last rate case (Docket No. W-02199A-11-0329, et al.), the reported

equity component in Pima's proposed pro-forma, end of test-year capital structure was

$18,563,072.63 In filing direct testimony, Staff witness John A. Cassidy made a

$4,836,113 downward adjustment to the Company's proposed $18,563,072 equity

component, obtaining an adjusted common equity balance of $13,726,959 ($18,563,072

- $4,836,113 = $13,726,959).64 Subsequently, in rebuttal testimony filed by Mr. Bourassa,

Pima proposed a pro-forma, end of test-year capital structure consisting of an adjusted

equity balance of $15,301 ,736.65 Both Staff and RUCO adopted the Company's adjusted

$15,301,736 common equity balance, and for ratemaking purposes the Commission

likewise adopted it, as rates were established based upon a capital structure consisting

of 64.6 percent equity and 35.4 percent debt.66 Nevertheless, the $15,301 ,736 common

equity balance agreed to by the parties represented a $3261 .336 downward adjustment

to the $18,563,072 common equity balance as originally proposed by the Company in

direct testimony ($18,563,072 - $15,301,736 = $3,261,336) -- by any measure, an

insignificant sum of money.

19

20

21

22

23

24

ea See Prefiled Direct Testimony of Thomas J. Bourassa, Schedule D1 (Page 1),Pima Utility Company,Docket No. w-
02199A-110329, et al. (dated August 29, 2011).
64 see Prefiled Direct Testimony of John A. Cassidy (pp. 78), and Schedule JAC10, Pima Utility Company,Docket no.
W02199A11-0329, et al. (dated April 3, 2012).
es See Prefiled Rebuttal Testimony of Thomas J. Bourassa, Rebuttal Schedule D1 (Pages 1and 2), Pima Utility
Company, Docket No. W02199A11-0329, et al. (dated April 27, 2012).
66 See Decision No. 73573, p. 29 (dated November 21, 2012).
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1 Q. You indicated earlier that RUCO has concerns that this $3,261,336 overstatement

2

3

4

5

6

to the common equity component in Pima's last rate case may not properly have

been accounted for in the Company's proposed common equity balance in this

proceeding. Did RUCO issue a data request asking the Company to provide

documentation demonstrating that the equity component in its proposed pro-forma

capital structure in this docket has not been overstated?

7 A.

8

9

Yes, and the inquiries made in RUCO 2.05 and the Company's response are presented

in Exhibit JAC-C. As shown, RUCO requested that the Company: (i) provide a

reconciliation schedule showing that the $3,261,336 downward adjustment to common

10 equity had properly been carried forward to Pima's common equity balances in the

11

12

13

14

15

subsequent years, 2011-2015; (ii) provide copies of audited financial statements for the

years ending, December 31, 2011 through December 31, 2016, and (iii) admit, in the

event the $3,261,336 downward adjustment to common equity had not properly been

carried forward, that a downward adjustment of $3,261 ,336 to the Company's proposed

$15,545,954 common equity balance in this docket is necessary.

16

17 Q. What was the Company's response to RUCO 2.05?

18 A.

19

As can be seen, Pima was non-responsive to RUCO 2.05, dismissing RUCO's data

request as being, "utterly immaterial" to the setting of rates in this docket.

20

21 Q. In a regulatory rate proceeding, what party has the burden of proof?

22 A.

23

24

Although I am not an attorney, it is my understanding that in a regulatory rate proceeding

the burden of proof falls upon the Applicant (i.e., Pima) to support the numbers presented

in its Application. RUCO believes its request for information made of the Company in
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1

2

3

4

RUCO 2.05 to be entirely reasonable, particularly when considering that the $3,261 ,336

downward adjustment made to common equity in the Company's prior rate case

represented fully 17.57 percent of the $18,563,072 common equity balance originally

proposed by the Company ($3,261,336 / $18,563,072 = 17.57%). By any reasonable

standard, a downward adjustment to the equity component in the capital structure of this

magnitude in Pima's prior rate case is hiqhlv material in the present docket, this, despite

the Company's attempt to suggest otherwise.

Q. Briefly discuss Pima's planned capital improvement projects in years, 2016-2020,

and their significance to RUCO's proposed 37.5 percent debt / 62.5 percent equity

pro forma capital structure.

I

I

As noted earlier, Exhibit 3 of the Company's Financing Application presents a listing of

future capital improvement projects and their estimated costs for Pima's Water and

Wastewater Divisions over the 5-year period, 2016-2020. Below is a summary breakout

of those annual anticipated costs for each division, the combined total annual costs, and

the percent of total costs to be expended annually:

Combined
Total

Waste
Water
DivisionYear

Percent
of Total

Water
Division

$ 353,869
1310000
2,890,000
1500,000
1 500 000

2010
2017
2018
2019
2020

$ 190,898
975000

2,780,000
750,000
750.000

4.68%
17.34%
38.26%
19.86%
19.86%

$ 162,971
335000
110,000
750,000
750000

Total

As can be

82,107971

ma's plan

5

6

7

8

9

10

11

12 A.

13

14

15

16

17

18

19

20

21

22

23

24

$5,445898 $7,553,869 100.00%

seen, the majority of Pi ed capital expenditures won't be incurred

until years 2018-2020, and in response to RUCO 2.04, which is presented in Exhibit JAC-

C, the Company acknowledges that (i) the entire principal balance of Pima's newly

36
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1

2

3

4

I
5

6

authorized debt would be drawn down upon maturity of its current outstanding debt, and

(ii) after repaying its existing debt (a figure projected to be $5,626,500), that debt proceeds

of $2,743,500 would be available to fund the Company's projected capital improvements

in 2017 ($1 ,310,000) and 2018 ($2,890,000). Thus, at the earliest, the need for additional

equity capital to fund the Company's planned infrastructure projects would not arise until

mid-2018, as the newly authorized debt proceeds would be sufficient to cover all of the

7

8

9

planned 2017 capital expenditures, leaving the $1 ,433,500 residual debt proceed balance

($2,743,500 - $1 ,310,000 = $1 ,433,500) available to cover all but $1 ,456,500 of the 2018

capital expenditures ($2,890,000 - $1 ,433,500 = $1 ,456,500).

10

11 Q.

12

13

Does RUCO have concerns that the Company might conceivably effectuate a

rebalancing of its capital structure by swapping out equity for debt after rates have

been established until such time additional equity capital was needed to fund the

14 remaining 2018 capital expenditures?

15 A.

16

17

18

19

20

21

22

23

Yes, for as contemplated in Pima's prior financing application (Docket No. W-02199A-11-

0403), the Company requested authority to "rebalance" its capital structure by buying back

$2.5 million of equity capital with $2.5 million of debt capital. While Pima's current

financing application makes no mention of such capital structure rebalancing, this fact

does not preclude Pima from effectuating a temporary rebalancing of its capital structure

until such time additional equity capital was needed to fund the outer year capital

improvement projects. Thus, adoption of RUCO's proposed 37.50 percent debt / 62.50

percent pro-forma capital structure would serve to mitigate the adverse impact of such a

temporary capital structure rebalancing upon ratepayers.

24
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1 Q. What is the Company's proposed cost of debt?

2 A. As shown in Schedule D-1, the Company proposes a 3.42 percent cost of long-term

3 debt67

4

l 5 Q.

6

How does the Company's proposed cost of debt in this proceeding compare to the

Commission authorized cost of debt in Pima's prior rate case (i.e., Docket No. W-

7 02199A-11-0329, et al.)?

8 A. In the Company's prior rate docket, the Commission authorized a 4.25 percent cost of

g debt.68 Thus, it would appear that the Company's proposed 3.42 percent cost of debt is

10 83 basis points lower than that authorized in the Company's last rate case (4.25% - 3.42%

11 = 0.83°/0).

12

13 Q. As shown in Schedule D-1, is the above referenced 4.25 percent authorized cost of

14 debt reported to be Pima's test-year end cost of debt?

15 A.

16

17

18

No, it is not. As presented in Schedule D-1, Pima's test-year end cost of debt is reported

to be 3.035 percent, a figure 121.5 basis points lower than the 4.25 percent cost of debt

authorized in Decision No. 73573 (4.25% - 3.035% = 1.215%). Furthermore, a review of

the Company's annual reports filed with the ACC in years, 2012-2015, similarly reports

19 the interest rate on the Company's current outstanding debt to be 3.035 percent.

20

21

22

24

23 67 Exhibit 4 of the Company's financing application contains the term sheet associated with the Company's newly
authorized debt, and as indicated in that document the 3.42 percent cost rate represents the sum of a S-year LIBOR
rate (1.42%) plus 2.00% (1.42% + 2.00% = 3.42%).
as See Decision No. 73573 (p. 29), dated November 21, 2012.

38



Direct Testimony of John A. Cassidy
Pima Utility Company
Docket No. W-02199A-16-0421 , et al.

1 Q. What is RUCO's proposed cost of debt in this proceeding?

2 A.

3

4

5

6

7

RUCO provisionally adopts the Companyls proposed 3.42 percent cost of debt. However,

RUCO will issue a data request to the Company requesting clarification as to the actual

cost of its currently outstanding debt, and the reasons why it differs from the Commission

authorized 4.25 percent cost rate. Additionally, RUCO will inquire if there has been a

change to the 5-year LIBOR rate cited to in the term sheet (i.e., 1.42%) since the filing of

the Company's financing Application in order to update its recommended cost of debt, as

8 necessary.

9

10 VI. SELECTION OF PROXY GROUP

11 Q. Was RUCO able to directly estimate the cost of common equity for the Company?

12 A. No. The common stock of EWAZ is not publicly-traded, and thus it is not possible to

13

14

15

directly estimate the Company's cost of common equity. Therefore, RUCO employed a

proxy group of publicly-traded water utility companies to indirectly estimate EWAZ's cost

of equity utilizing financial market data available for each sample company.

16

17 Q.

18

What publicly-traded water utility companies has RUCO selected for inclusion in its

proxy group?

19 A.

20

21

RUCO's proxy group consists of the following nine publicly-traded water utility companies:

American States Water, American Water Works, Aqua America, Artesian Resources

Corp., California Water, Connecticut Water, Middlesex Water, SJW Corp., and York

22 Water. These nine water utilities comprise the entire universe of publicly-traded water

23 utility companies followed by both the Standard Large-Cap, and the Small and Mid-Cap,

24
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1

2

editions of The Value Line Investment Survey. Attachment 2 contains the most recent

Value Line quarterly update for each of RUCO's nine proxy companies.

3

4 Q.

5

For purposes of his analysis, does the Company's cost of capital witness employ

the same proxy group as that of RUCO?

6 A.

7

8

No. The company's witness, Mr. Thomas J. Bourassa, employs a proxy group consisting

of only seven companies. For purposes of his analysis, Mr. Bourassa excludes both

American Water Works and Artesian Resources Corp. from his proxy group of sample

9 companies.

10

11 VII. DCF ANALYSIS

12 Q. What is the theory and methodological basis of the DCF model?

13 A.

14

15

16

The DCF model is one of the oldest and most commonly used models for estimating the

COE for public utilities, and the only one which intrinsically takes into consideration the

price investors are willing to pay for a given unit of return. The DCF is based on the

"dividend discount model" of financial theory, which maintains that the value (price) of any

17 security or commodity is the discounted present value of all future cash flows.

18

19

20

21

The most common variant of the DCF model assumes that dividends are expected to

grow at a constant rate and the following formula will generate the cost of capital.

K=D+g
P

22
Where:

23

24

K = discount rate (cost of equity)

Po = current stock price

Do = current annualized dividend
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D1 = expected dividend

DO/ Po = current dividend yield

DI / Po = expected dividend yield

g = expected constant dividend growth rate

1

2

3

4

This formula essentially recognizes that the return expected, or required, by investors is

comprised of two factors: the dividend yield (current income) and expected growth in

dividends (future income).

l
l

Q. Please explain how RUCO employed the DCF model. l

l

For purposes of its analysis, RUCO employs the constant growth DCF model. In doing

so, RUCO combines the current annualized dividend (Do) for each sample company with

several indicators of expected dividend growth, thereby obtaining for each sample

company a measure of next year's expected dividend (DI).

Q. How did RUCO derive the dividend yield component of the DCF equation?

Several different methods can be used to compute the dividend yield component in the

constant growth DCF model. However, for purposes of its analysis RUCO utilizes the

Gordon quarterly compounding method to compute the dividend yield component, as it

gives recognition to the timing of dividend payments and dividend increases. The Gordon

quarterly compounding method is expressed as follows:

Yield =D0(i P 0.58)

5

6

7

8

g
A.

10

11

12

13

14

15
A.

16

17

18

19

20

21

22

23

24

The current (Po) stock price in my yield calculation represents the average closing stock

price for each proxy company over the most recent three month period (February - April,
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1

2

3

2017). The current (Do) dividend is the current annualized dividend rate for each proxy

company. Because the expected (DI) dividend represents the quantity, [Do * (1 + .05g)],

the above equation is representative of the expected dividend yield, (DI / pa).

4

5 Q. How does RUCO estimate the dividend growth (g) component of the DCF equation?

6 A.

7

In estimating the dividend growth (g) rate in its DCF analysis, RUCO gives consideration

to the following five indicators of growth:

8

1.
9

Five-year average (Years 2012-2016) historical earnings retention
(i.e., fundamental) growth, as reported by Value Line,

10
2.

11

Five-year compound average annual historical growth (Years 2012-
2016) in earnings per share (EPS), dividends per share (Das), and
book value per share (BVPS), as reported by Value Line,

12
3. Five-year average (Years 2017-2021) projected earnings retention

growth, as reported by Value Line,
13

4.
14

Five-year compound average annual projected growth (Years 2017-
2021) in EPS, DPS, and BVPS, as reported by Value Line; and,

15
5. Five - year projections of EPS growth, as reported by Yahoo Finance.

16

17

18

19

20

RUCO believes this combination of growth indicators to be a representative and

appropriate set with which to estimate investor expectations of dividend growth for its

proxy group of sample companies, as each is a determinant of dividend growth.

Additionally, these growth indicators are reflective of the types of information that

investors normally take into consideration when making an investment decision.
21

22

23

24
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1 Please describe RUCO's DCF calculations.Q.

2 A. RUCO's DCF analysis is presented in Schedule JAC-3, Pages 1 through 4. Page 1

3

4

5

presents RUCO's overall DCF cost of equity estimation results for its proxy group of

sample companies. As can be seen, "raw" DCF calculations are presented on several

bases: mean, median, and high values. Page 2 presents the calculation of the dividend

6

7

yield for each proxy company prior to adjustment for growth. Pages 3 and 4 present

RUCO's historical and projected growth rate calculations for its proxy group of companies.

8

9 Q. What does RUCO conclude from its DCF cost of equity estimation analyses?

10 A.

11

12

13

14

The DCF cost of equity rates obtained for RUCO's proxy group fall into a range between

7.78 percent and 9.74 percent. The highest DCF estimate is 9.74 percent. RUCO

concludes that 9.74 percent represents the current DCF-derived cost of equity for the

proxy group. Accordingly, RUCO adopts a DCF-derived cost of equity of 9.74 percent for

the Company, which is based on the high end of the DCF range.

15

16 VIII. CAPM ANALYSIS

17 Q. Please describe the theory and methodological basis of the CAPM.

18 A.

19

20

21

Developed in the 1960s and 1970s as an extension of modern portfolio theory, the CAPM

describes the relationship between a security's investment risk and its market rate of

return.69 This relationship identifies the rate of return which investors expect a security to

earn so that its market return is comparable with the market returns earned by other

22

23

24
69 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.
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securities that have similar risk. The relationship is specified by the Security Market Line

(SLM) that indicates the relationship between each security or portfolio's "beta" and its

resulting return. Beta is a measure of relative risk (i.e., volatility) between a given equity

security and the market as a whole.

How is the CAPM derived?Q.

The general form of the CAPM is:

K=Rf+,8(Rm-R0

Where: K = cost of equity

Rf = risk free rate

Rm = return on market

[3 = beta

Rm - Rf = market risk premium

Q. Can you please identify the strengths of using the CAPM model in your analysis?

Yes. The CAPM is cited as having the following strengths (1) it is based on the concept

of risk and return, (2) it is company specific as it relates to the specific beta's within the

industry, (3) it has widespread use as it recognizes that investors can and do diversify, (4)

it's highly structured and easy to apply when using the assumptions of the model, (5) the

model is formulistic and the data used in the computations is readily available, (6) it is a

forward looking concept, and (7) it is a method for converting changes in interest rates to

the cost of equity.

1

2

3

4

5

6

7 A.

8

9

10

11

12

13

14

15

16 A.

17

18

19

20

21

22

23

24
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1 Q. What risk-free (Rf) rate does RUCO use in its CAPM analysis?

2 A.

3

4 April 2016. The

5

For purposes of its CAPM analysis, RUCO uses a risk-free rate of 3.02 percent. RUCO's

risk-free rate represents a composite 3-month average yield on the 30-year long-term

U.S. Treasury Bond, measured over the 3-month period, February -

calculation of RUCO's risk-free rate is presented in Schedule JAC-4 (Page 1).

6

7 Q.

8

Is it customary to use the yield on U.S. Treasury securities as the risk-free (Rf)

rate in the CAPM?

9 A.

10

11

12

13

14

15

Yes, because debt securities issued by the United States Department of the Treasury are

considered to be free of default risk. Two general types of U.S. Treasury securities are

most often used as the risk-free (RT rate component, short-term U.S. Treasury bills and

long-term U.S. Treasury bonds. For purposes of its analysis, RUCO elected to use the

yield on 30-year U.S. Treasury bonds as a proxy for the risk-free rate because yields on

long-term Treasury bonds more closely match the useful life of the plant assets to be

funded by the Company's common equity capital.

16

17 Q. Did RUCO consider use of a forecasted long-term Treasury bond rate as the risk-

18 free rate to be used in its CAPM analysis?

19 A.

20

21

22

No. The appropriate interest rate to be used in the CAPM is the current rate borne by

investors in the market place. Use of a forecasted risk-free rate overstates cost of equity

estimates derived from the CAPM. Use of a current long-term Treasury rate is reflective

of investor's expectations, and as such is the appropriate risk-free rate to be used in the

23 CAPM.

24
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1 Q. What beta coefficients does RUCO employ in its CAPM analysis?

2 A. RUCO employs the most recent Value Line beta reported for each company in its proxy

3 group. Once again, beta7° is a measure of the relative risk, or volatility, of a particular

4 stock in relation to the market as a whole. The overall market is assumed to have a beta

5

6

7

8

9

of 1.0. Stocks having beta coefficients less than 1.0 are considered to be less risky than

the market, whereas stocks having betas greater than 1.0 are considered to be more risky

than the market. As regulated entities which have been granted natural monopoly status,

public utilities are considered less risky than the market and typically have betas less than

1.0.

10

Q. How does RUCO estimate the market risk premium (Rm-Rf) component?
11

12 A. The market risk premium component (Rm-Rf) represents the investor-expected premium

of common stocks above that of the risk-free rate, or government bonds. For purposes13

of its analysis, RUCO estimated the market risk premium by comparing annual realized
14

15

16

17

18

19

20

21

returns on equity for the S&P 500 group with annual yields on 20-year long-term Treasury

bonds over the period, 1978-2016. As shown in Schedule JAC-4 (Page 2), the market

risk premium component used in RUCO's CAPM represents the average of differential

returns on equity for the S&P 500 group and the annual yields on 20-year U.S. Treasury

bonds over this 1978-2016 period of time. RUCO determined the average ROE on the

S&P 500 to be 13.67 percent, and the average 20-year U.S. Treasury bond yield to be

6.71 percent. Thus, based upon these returns RUCO concluded the market risk premium

(Rm-Rf) component in its CAPM to be 6.95 percent.
22

23

24
70 See Attachment 2 - Individual proxy companies beta identified
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1 What did RUCO conclude the overall CAPM COE to be?Q.

2 A. As shown in Schedule JAC-4 (Page 1), RUCO determined the CAPM derived cost of

3 equity to be 7.89 percent for its proxy group of sample companies.

4

IX. CE ANALYSIS
5

Q. Please describe the basis of the Comparable Earnings (CE) methodology.
6

7 A.

8

9

10

The CE method is designed to measure returns expected to be earned on the original

cost book value of similar risk business enterprises, in this case RUCO's proxy group of

companies. Thus, it provides a direct measure of the fair return, since it translates into

practice the competitive principle upon which regulation rests, and provides additional

support that the Company will be allowed the opportunity to earn a fair rate of return.11

12

How did RUCO apply the CE methodology?13 Q.

A.
14

15

16

RUCO applied the CE methodology by examining realized returns on equity for its proxy

group of sample companies over both the 10-year period, 2007-2016, and the 5-year

period, 2012-2016, as well as projected returns on equity for 2017 and 2018, and 2020-

2022.
17

18

What cost of equity results were obtained from RUCO's CE analysis?19 Q.

20 A.

21

22

As shown in Schedule JAC-5, RUCO computed historical returns on equity for its sample

companies over both a 5- and 10-year period, and projected returns on equity over the 5-

year period, 2017-2021. Based upon its analysis, RUCO generated mean, median, and

average of mean and median CE cost of equity estimates ranging from a low of 8.90
23

24
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l

l

i

l

i

i

1 percent to a high of 11.30 percent. The results of RUCO's CE cost of equity analysis for

2 it proxy group of companies can be summarized as follows:

Historic ROE's3

Mean 9.20 % - 9.90 %4

Median 8.90 °/o - 9.30 %

Protected ROE's

11.30 %

11.30 °/o
5

11.30%Average of Mean and Median 9.10 % - 9.60 %

6
For purposes of its analysis, RUCO adopts the 11.30 percent projected average of mean

7
and median cost of equity estimate as its CE-derived cost of equity estimate for the

I

8
Company.

9

10
x. RUCO RESPONSE TO COMPANY'S COST OF CAPITAL WITNESS MR. THOMAS J.

11
BOURASSA

12
Please summarize Mr. Bourassa's cost of capital analyses and recommendations.Q.

13 A. Mr. Bourassa recommends a return on equity of no less than 11.2 percent for Pima based

14 on estimates derived from two constant growth DCF models," one risk premium model,72

15 and three CAPM models,73 using a sample group of seven publicly-traded water

16 companies." Based upon his analyses, Mr. Bourassa determined the cost of equity for

17 his sample group fell in the range of 8.8 percent to 11.3 percent, with the mid-point

18 indicated cost of equity being 10.1 percent. For purposes of his cost of equity

19 recommendation for Pima, however, Mr. Bourassa makes an upward 120 basis point

20

21

22

23

24

71 One DCF model employs exclusive use of analysts' forecasts of growth to estimate the dividend growth rate, while

the other DCF model employs both analysts' forecasts of growth and historical growth estimates to estimate dividend

growth (See Bourassa Direct, p.2, lines 2223, and Schedule D4.7 (Pages 1-2)).

72 See Bourassa Direct, p.27, line 6, and Schedule D-4.9.

73 Mr. Bourassa employs estimates derived from (i) the traditional CAPM, (ii) the empirical CAPM, and (iii) a modified

CAPM methodology (See Bourassa Direct, p.3, lines 12, and Schedule D4.11).

74 The seven publiclytraded companies in Mr. Bourassa's sample include American States Water, Aqua America,

California Water, Connecticut Water, Middlesex Water, SJW Corp., and York Water.
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1

2

adjustment for small size and business risk, resulting in a range of estimates from 10.0

percent to 12.5 percent, with the upwardly-adjusted mid-point indicated cost of equity

3 being 11.3 percent. To this 11.3 percent midpoint value Mr. Bourassa then makes a 10

4

5

6

7

8

basis point downward adjustment for financial risk, resulting in an adjusted mid-point cost

of equity of estimate of 11.2 percent, which Mr. Bourassa employs as his recommended

cost of equity for Pima in this proceeding. The summary results of Mr. Bourassa's cost of

capital analyses are presented in Schedule D-4.1. As shown in Schedule D-1 (Page 1),

Mr. Bourassa recommends an 8.48 percent overall rate of return for Pima based upon an

9

10

anticipated pro forma capital structure consisting of 35.0 percent debt and 65.0 percent

equity, and a 3.42 percent cost of long-term debt.

11

12

13

14

15

In his constant growth DCF analyses, Mr. Bourassa estimates the dividend growth (g)

component based upon (i) an average of both historical and forecasted growth and (ii)

forecasted growth. The 5- and 10-year historical growth metrics employed by Mr.

Bourassa include stock price growth, book value per share (BVPS), earnings per share

16 (EPS), and dividends per share (DPS). Mr. Bourassa justifies use of stock price as a

17

18

19

20

21

22

23

24

growth metric on grounds that in equilibrium, stock prices should grow at the same rate

as BVPS, EPS and DPS (Bourassa Direct, pp 32-33, lines 2422). The historical stock

price growth rates in Mr. Bourassa's DCF analysis are computed using historical stock

prices obtained from the Yahoo Finance website, while the BVPS, EPS and DPS historical

growth rates are obtained from Value Line. Mr. Bourassa makes exclusive use of 5-year

EPS forecasts from Value Line for his projected dividend growth estimates. In each of his

two constant growth DCF analyses, the current dividend yield (D0/P0) component for each

of his sample companies is based upon a September 30, 2016 closing spot market (Po)
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1 price. For purposes of his cost of equity analyses, Mr. Bourassa relies upon an 8.8

2 percent adjusted average Constant Growth DCF cost estimate, obtained from use of a 5-

3 year average historical and projected dividend growth rate, the details of which are

4 presented in Schedule D-4.7 (page 2).75 However, as shown in that schedule the actual

5 sample average DCF cost estimate for Mr. Bourassa's sample companies is 8.4 percent.

6 Mr. Bourassa justifies reliance on the higher 8.8 percent adjusted average figure on
l
l7 grounds that cost of equity estimates less than 7.0 percent (i.e., the expected yield on
i

i
8 Baa bonds, plus 100 basis points) should be excluded from consideration (Bourassa l

i

9 lDirect, p 34, lines 14-16).76

10 l

11 In his Risk Premium (RPM) analysis, Mr. Bourassa utilizes the 15-year historical period,
l

12 2001-2015, over which to estimate the equity risk premium to be used in his RPM. In

13 each year, he obtains a composite average annual total return for his sample companies,

14 subtracts from this value the average annual yield on long-term Treasury bonds, with the

15 resulting quantity being the annual risk premium for his sample companies in that year.

16 For purposes of his analyses, Mr. Bourassa then obtains two measures of the annual risk

17 premium: a 6.1 percent average annual risk premium, measured over the 15-year period,

18 2001-2015, and an 8.8 percent average annual risk premium, measured over the 5-year

19 period, 2011-2015. To each, he then adds a 3.8 percent average forecasted long-term

20 Treasury yield, obtained from estimates provided by Blue Chip Financial Forecasts and

21 Value Line covering the 3-year period, 2017-2019. Finally, as measured over the 15-year

22

23

24

is Footnote 3 of Schedule D4.7 (page 2) improperly makes reference to Schedule D4.5, Col. 7. The proper reference
should be to Schedule D4.4, Col. 7.
76 As shown in Schedule D-4.7 (page 2), in obtaining his 8.8 percent adjusted average indicated DCF cost estimate Mr.
Bourassa excludes from consideration the 5.78 percent estimate for SJW Corp., as it is less than 7.0 percent.
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1 period, 2001-2015, Mr. Bourassa obtains a 9.9 percent RPM estimated cost of equity for

2 his sample companies, and as measured over the 5-year period, 2011-2015, obtains a

3 12.6 percent RPM estimated cost of equity. Mr. Bourassa determines the mid-point of

4 these two RPM equity cost estimates to be 11.3 percent," and adopts it as his RPM

5 estimated cost of equity. In closing, it should be noted that in the development of the

6 annual risk premiums in his RPM analysis, Mr. Bourassa gives exclusive consideration to

7 arithmetic mean returns, and gives no consideration to estimates obtained from
i

8 geometric, or compound annual growth returns. Mr. Bourassa's RPM analysis is

g presented in Schedule D-4.9, and his forecasts of long-term Treasury rates are presented

l
l
l

l
l
3

10 in Schedule D-4.8.

11

12 For purposes of his CAPM analyses, Mr. Bourassa presents estimates obtained from

13 three different versions of the CAPM: (i) the Traditional CAPM, utilizing a 7.8 percent

14 market risk premium ("MRP"),7*' (ii) the Empirical CAPM, utilizing this same 7.8 percent

15 MRP, and (iii) a Modified CAPM, utilizing a 6.80 percent MRP,79 and incorporating a 2.95

16 percent (i.e., 295 basis point) upward size risk adjustment.8° In each of Mr. Bourassa's

17 three variations of the CAPM, he employs as his risk-free (Rf) rate the same 3.8 percent

18 forecasted 30-year long-term Treasury rate used in his RPM analysis. The results of Mr.

19 Bourassa's CAPM analyses are presented in Schedule D-4.11. As shown, Mr. Bourassa

20

21

22

23

24

77 In actuality, the mid-point is 11.25 percent ((9.9% + 12.6%) / 2 = 11.25%).
78 As shown in Schedule D4.11, Footnote 3, this 7.8 percent MRP is computed as an average of a 7.00 percent
Historical MRP as measured over the period, 1926-2015, and an 8.6 percent Current MRP ((7.00% + 8.60%) / 2 = 7.8%).
79 As shown in Schedule D4.11, Footnote 4, this 6.8 percent MRP is computed as an average of a 5.00 percent
Historical MRP as measured over the period, 1963-2015, and an 8.6 percent Current MRP ((5.00% + 8.60%) / 2 = 6.8%).
80 See Bourassa Direct, p 44. As shown in Schedule 04.11, Footnote 5, this 2.95 percent upward size risk premium
was obtained from the Duff& Phelps Size Study.
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1

2

3

4
l
i

5

6

7

derives a 9.2 percent estimated cost of equity for his sample companies from the

Traditional CAPM, a 9.8 percent estimated equity cost rate from the Empirical CAPM, and

an 11.4 percent estimated cost of equity from the Modified CAPM. Mr. Bourassa's CAPM

analyses is presented in Schedule D-4.11. As shown, he adopts a 10.1 percent CAPM

estimated equity cost rate for his sample companies, a figure which represents the

average cost estimate obtained from each of his three CAPM models ((9.2% + 9.8% +

11.4%) / 3 = 10.1°/0).

8

Q.9

10

Turning first to Mr. Bourassa's DCF analysis, does RUCO believe historical stock

price growth to be an appropriate metric with which to estimate the dividend growth

(g) component in the constant growth DCF model?11

is not12 A.

13

14

15

16

17

No, because stock price growth a determinant of dividend growth. In fact, the

reverse is true, for without the ability to demonstrate growth in such metrics as earnings

per share (EPS), dividends per share (DPS), earnings retention and book value per share

(BVPS), investors would be unwilling to bid up the share price of a company's common

equity in the market. In this regard, dividend growth is a determinant of stock price growth,

not vice versa. That Mr. Bourassa uses stock price growth as a metric to estimate

dividend growth places, figuratively speaking, the cart before the horse.18

19

20

21

22

23

24
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1 Q . Earlier you pointed out that in his Constant Growth DCF analysis, Mr. Bourassa

2

3

4

5

6

relied upon an 8.8 percent adjusted average cost of equity estimate, rather than the

sample average 8.4 percent estimate obtained for his proxy group of publicly-

traded water companies on grounds that the cost of equity estimate obtained for

one sample company (i.e., SJW Corp.) was less than 7.0 percent. Would you care

to comment on Mr. Bourassa's exclusion of cost of equity estimates below 7.0

7 percent?

8 A. l

i

9

9

10

11

12

13

14

15

16

17

18

19

20

21

Yes, I would. While I am appreciative of Mr. Bourassa's desire to obtain a higher, rather

than lower, cost of equity estimate for his client, I believe caution should be exercised

when excluding the results obtained from a cost of equity analysis for the following

reasons. First, the use of a sample to estimate the cost of equity is appropriate as it

reduces the sample error resulting from random fluctuations in the market at the time the

information is gathered. Thus, reliance on Mr. Bourassa's 8.4 percent sample average

DCF cost results is appropriate, while the 8.8 percent adjusted average DCF estimate

obtained by excluding individual sample results less than 7.0 percent overstates the DCF

derived cost of equity for his sample companies. Second, the analyst can reduce sample

error by increasing the size of the sample. For purposes of his analyses, however, Mr.

Bourassa's proxy group of sample companies consists of only seven of the nine publicly-

traded water utility companies followed by Value Line.8' Thus, until such time that Mr.

Bourassa has further reduced sample error in his cost of equity analyses by incorporating

Constant Growth DCF cost of equity estimates obtained from both American Water Works

22

23

24

81 The LargeCap edition ofthe Value Line Investment Survey follows eight publiclytraded water utilities; the seven
companies included in Mr. Bourassa's proxy group, plus American Water Works (NYSE Ticker: AWK) which he excludes
from his proxy group. In addition, the Small-Mid Cap edition ofthe Value Line investment$urvey follows Artesian
Resources Corp. (NASDAQ Ticker: ARTNA), which is also excluded from Mr. Bourassa's proxy group.
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(AWK) and Artesian Resources Corp. (ARTNA), no consideration should be given to his

8.8 percent adjusted average DCF equity cost estimate.

Q. Moving on to a discussion of Mr. Bourassa's RPM analysis as presented in

Schedule D-4.9, does RUCO believe Mr. Bourassa's 11.3 percent (i.e., mid-point)

RPM cost of equity estimate to be overstated due to his having employed both a

6.1 percent average annual risk premium computed over a 15-year period (2001-

2015), as well as an 8.8 percent average annual risk premium computed over a 5-

year period (2011-2015)?
l
l
i

l

W
l
l
l

estimated cost of equity in his analysis.

Yes. As shown, the historical data presented in Schedule D-4.9 covers the 15-year

period, 2001-2015, thus, only the 6.1 percent average annual risk premium pertaining to

this 15-year period (Schedule D-4.9, line 16) should be used to estimate the RPM

Based upon the other figures appearing in

Schedule D-4.9, this would suggest an estimated RPM cost of equity for Mr. Bourassa's

sample companies of 9.9 percent, a figure representing the sum of the 6.1 percent 15-

year average annual risk premium, plus Mr. Bourassa's proposed 3.8 percent forecasted

risk-free rate (6.1% + 3.8% = 9.9%). Support for this position can be found in Mr.

Bourassa's discussion of the RPM (Bourassa Direct, p. 35, lines 2-3), in which he states

that in implementing the RPM, "it is assumed that the past relationship will continue

into the future" (emphasis added).

1

2

3

4

5

6

7

8

g

10 A.

11

12

13

14

15

16

17

18

19

20

21

22

23

24
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Based upon the above statement, Mr. Bourassa appears to acknowledge that the

historical period used to obtain the equity risk premium component in the RPM be

one which is representative of expected future performance, correct?

1 Q.

2

3

4 A. Yes.

In light of the above, should Mr. Bourassa's 12.6 percent (i.e., Schedule D-4.9, line

21) estimated RPM equity cost rate based upon an 8.8 percent (i.e., Schedule D-4.9,

line 17) 5-year average annual risk premium measured over the period, 2011-2015

be given any weight in this proceeding?

i

i

l

No, it should not, and for obvious reasons neither should Mr. Bourassa's 11.3 percent

"mid-point" RPM equity cost estimate (i.e., Schedule D-4.9, line 22). Further support for

this position can be found in the McKinsey Report, discussed earlier in my direct

testimony, which anticipates both equity returns and returns on fixed cost debt securities

to fall over the next twenty year period .

5

6 Q.

7

8

9

10 A.

11

12

13

14

15

16 Q.

17

RPM

As shown in Schedule D-4.9, Mr. Bourassa employs a 3.8 percent forecasted long-

term Treasury rate in his RPM cost of equity analysis. Does Mr. Bourassa's use of

a forecasted rate in his RPM analysis comport to the methodology as

described in his direct testimony?

No, it does not. In describing the RPM (Bourassa Direct, pp 34-35, lines 23:2), Mr.

Bourassa states that the "general approach" involves adding the "current debt yield" to

the equity risk premium component to derive an RPM derived estimated cost of equity

(emphasis added). This would suggest that rather than using a forecasted measure of

18

19

20 A.

21

22

23

24
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1

2

the long-term Treasury rate, Mr. Bourassa should instead have used either a current spot,

or recent average, measure of the yield on the 30-year Treasury bond.

3

4
Q.

5

In regard to the "current debt yield," does RUCO believe the 'general approach' to

the RPM as described by Mr. Bourassa to be the appropriate RPM methodology?
6

A.

7

8

9

10

11

12

13

14

15

16

Yes, and for two reasons. First, the current yield on the 30-year U.S. Treasury Bond is

reflective of the rate borne by investors in the marketplace. Thus, to set rates based upon

forecasted measures of long-term U.S. Treasury debt instruments ignores the fact that

ratepayers don't have the luxury of obtaining comparable "forecasted" returns on

investments today, here and now. This is particularly true when considering the present

low rates paid by banks on passbook savings accounts. Second, regulated public utilities

are granted natural monopoly status to serve customers in their certificated service

territory, and as a consequence the ratepayers they serve are captive to the tariffed rates

authorized to be charged. Thus, to set rates based on cost of equity estimates obtained

through the use of forecasted measures of long-term Treasury debt yields is

inequitable/unfair to ratepayers.
17

1 8

Q.
1 9

Please quantify the extent to which Mr. Bourassa's use of a 3.8 percent forecasted

30-year treasury rate overstates his RPM derived estimated cost of equity.
i

2 0

A .

i

l

21 i
l

22

23

As shown in RUCO Schedule JAC-4 (Page 1), the current 3-month average yield on the

30-year U.S. Treasury Bond is 3.02 percent. Thus, Mr. Bourassa's use of a forecasted

3.8 percent long-term Treasury rate overstates his estimated RPM cost of equity by an

additional 78 basis points (3.80°/> - 3.02% = 0.78%).
24
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1 Q.

2

3

4

5

For purposes of his 3.8 percent forecasted long-term Treasury rate, Mr. Bourassa

incorporates estimates provided by Blue Chip Financial Forecasts (See Bourassa

Direct, pp. 35-36, and Schedule D-4.8). Is there reason to believe that interest rate

forecasts provided by Blue Chip Financial Forecasts have systematically been

overstated?

6 A.

7

8

Yes. As shown in RUCO Exhibit JAC-B, a recent study found that estimates for 10-year

U.S. Treasury rates provided by Blue Chip Economic Indicators have consistently and

systematically been overstated.82

9

10 Q.

11

12

For purposes of his RPM analysis, does Mr. Bourassa employ a compound

geometric mean in the computation of the annual total returns presented in

Schedule D-4.9?

No, he does not.
13

A.
14

Mr. Bourassa makes exclusive use of an arithmetic mean returns when

computing the annual total returns presented in Schedule D-4.9.
15

16

17
Q.

18

Why is exclusive use of arithmetic returns in the development of Mr. Bourassa's

RPM equity risk premium inappropriate?
19

A.

20

It is inappropriate for two reasons. First, exclusive use of arithmetic returns leads to the

development of higher, and potentially excessive, risk premiums. Second, investors have

21

22

8223

24

"Long-Term Interest Rates: A Survey," Council of Economic Advisors, Executive Office of the President of the
United States, July 2015, p.11, Figure 5.

https:// whitehouse.qov/sites/defauIt/files/docs/interest rate report final v2.pdf
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1
i

2
i

3
l

4

5

6

access to both arithmetic and geometric returns, and utilize both when making investment

decisions. For example, mutual fund investors rely on geometric returns when evaluating

a fund's historic and prospective returns, and Value Line reports historic investment

returns on a geometric or compound annual growth rate basis. Thus, to exclude

geometric returns in the development of an equity risk premium fails to give recognition

to their importance in the investment decision-making process.

7

8
Q.

9
Has the Arizona Corporation Commission (ACC) previously ruled on the issue of

geometric returns and whether they should be considered in the development of
10

an equity risk premium?
11

A.
12

Yes, and the ACC has consistently ruled that geometric returns should be considered in

the development of an equity risk premium.83
13

14
Q.

15

16

In failing to give recognition to geometric, or compound annual growth, returns in

his RPM analysis, does Mr. Bourassa overstate the annual risk premiums for his

sample companies?
17

A. Yes, which suggests that his RPM cost of equity results have further been overstated.
18

19

20

21

22

23

24

as See Decision No. 70011 (dated November 27, 2007), in UNS Gas, /no. (Docket No. G-04204A-06-0463),
Decision No. 70360 (dated May 27 2008), in UNS Electric, /no. (Docket No. E-04204A-06-0783),
Decision No. 71308 (dated October 21, 2009), in Chaparral City Water Company (Docket No. W-02113A-07-
0551), Decision No. 71623 (dated April 14, 2010), in UNS Gas, inc. (Docket No. G-04204A-08-0571),
Decision No. 71845 (dated August 25 2010), in Arizona WaterCompany (Docket No. W-01445A-08-0440),
Decision No. 71914 (dated September 30, 2010), in UNS Electric, /no. (Docket No. E-04204A-09-0206)
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l

ll
l

Q. Turning now to Mr. Bourassa's Traditional CAPM cost of equity analysis, as shown

in Schedule D-4.11 he obtains estimates from both a Historical Market Risk

Premium (MRP) CAPM as well as a Current MRP CAPM. In both, however, the risk-

free (Rf) rate component is the same 3.8 percent forecasted long-term Treasury rate

as that used by Mr. Bourassa in his RPM analysis. How does RUCO respond?

i

1

For the reasons noted above in my discussion of Mr. Bourassa's RPM analysis, use of

forecasted Treasury yields in the CAPM is inappropriate, and serves to overstate the

estimated market cost of equity. This is particularly true given that Mr. Bourassa relies,

in part, on estimates from Blue Chip Economic Indicators. The appropriate risk-free (Rf)

rate to be used in the CAPM is the current long-term Treasury rate. The current 3-month

average yield on the 30-year U.S. Treasury Bond is 3.02 percent. Thus, Mr. Bourassa's

use of a forecasted 3.8 percent risk-free rate overstates the cost of equity estimates

derived from both his Historical MRP and Current MRP CAPM models by 78 basis points

(3.80% - 3.02% = 0.78%).
i
ll

Q. Does RUCO have concerns regarding the 7.00 percent market risk premium (Rpm)

component of Mr. Bourassa's Historical MRP CAPM?
i

1
i

No.
i

Q. Does RUCO have concerns regarding the 8.60 percent market risk premium (MRP)

component employed by Mr. Bourassa in his Current MRP CAPM?

i
i

E

\
l
l

l
ll

Yes, as this 8.60 percent MRP is clearly not reflective of current market conditions and

has been significantly overstated. l
i

1

2

3

4

5

6
A.

7

8

9

10

11

12

13

14

15

16

17

18
A.

19

20

21

22
A.

23

24
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1 Q.

2

What evidence does RUCO have to demonstrate that the 8.60 percent market risk

(Rpm) premium in Mr. Bourassa's Current MRP CAPM is overstated?

3 A.

4

5

i
l

l

l

\

6

7

8

9

10

Evidence of its overstatement can be found in rebuttal testimony filed by Mr. Bourassa in

the last Quail Creek Water Company rate case.84 Specifically, in Rebuttal (Page 10, lines

20-22), Mr. Bourassa alludes to a recent Wall Street Journal article which reported, as he

states, that "estimates of the equity risk premium for the S8tP 500 as of the end of April

2015 was one of the highest estimates going back to 1960." A review of the article to

which Mr. Bourassa cites* reveals that as of the end of April 2015, the equity risk premium

on the S&P 500 was 5.8 percent, and was based upon the research findings of Dr. Aswan

Damodaran, Professor of Finance at the Stern School of Business at New York University.

11

12 Q.

13

Does Dr. Damodaran regularly update his research findings as to the current equity

risk premium for the S&P 500?

A.14

15

16

Yes, Dr. Damodaran maintains a website dedicated to that purpose.86 In visiting the

website, RUCO found that he had updated his analysis to May 1, 2017, and as of that

date the current equity risk premium on the S&P 500 was estimated to be 5.34 percent.

17
1i
I

18

19

20

21

22

23

24

as Quail Creek Water Company (Docket No. W-02514A-14-0343), Rebuttal Testimony (Cost of Capital) filed
by Thomas J. Bourassa, dated June 3, 2015.
85 Lahart, Justin, "Lower Yields May be Stocks' Real Threat," The Wall Street Journal, Heard on the Street
Column, May 17, 2015. http:// wsi.com/articles/lower-yields-may-be-stocks-real-threat-1431885420
85 http://paqes.stern.nyu.edu/~adamodar/
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Q . Would an equity risk premium on the S&P 500 of 5.34 percent, measured as of

May 1, 2011, be considered an indication of the "current" MRP?

Yes, because the S8tP 500 is a broad based market index of 500 publicly-traded

companies, and the performance of the S8tP 500 is often used as a proxy for that of the

market as a whole.

Does RUCO have further evidence that Mr. Bourassa's 8.60 percent current MRP is

overstated?

Yes. According to Duff 8¢ Phelps, the current equity risk premium is 5.5 percent.87

Q. In light of the above, please quantify the degree to which Mr. Bourassa's 8.60

percent current market risk premium is overstated.

Based upon the above referenced Dr. Damodaran (5.34%) and Duff 8t.Phelps (5.5%)

measures of the current equity risk premium, the current average equity risk premium is

5.42 percent ((5.34% + 5.50%) /2 = 5.42%). Therefore, Mr. Bourassa has overstated the

current equity risk premium component in his Current MRP CAPM analysis by 318 basis

points (8.60% - 5.42% = 3.18%).

1

2

3 A.

4

5

6

7 Q.

8

9 A.

10

11

12

13 A.

14

15

16

17

18

19

20

21

22

23

24

87 Duff & Phelps is a resource to which Mr. Bourassa frequently cites in testimony. Duff & Phelps determined the
current Equity Risk Premium to be 5.5 percent on November 15, 2016.
http://www.duffandphelps.com/assets/pdfs/publications/valuation/coc/us-normalizedrisk-free-rate-nov1516.pdf
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1 Q. Please explain why cost of equity estimates obtained from the ECAPM should not

2 be relied upon.

3 A.

4

5

6

7

8

9

10

11

The ECAPM modification to the traditional CAPM is predicated on the notion that cost of

equity estimates derived from the CAPM are biased downward for companies having a

beta coefficient less than 1.0, and biased upward for companies having a beta coefficient

greater than 1.0. When obtaining cost of equity estimates from the CAPM, use of an

adjusted beta serves to increase the beta coefficient for companies with a beta less than

1.0, and decrease the beta coefficient for companies with a beta greater than 1.0. As

noted previously, the beta values utilized by Mr. Bourassa in his CAPM analyses are

provided by Value Line. However, because Value Line betas are "adjusted" betas, the

ECAPM beta adjustment is an unnecessary redundancy, and serves to overstate the cost

12 of equity.I

13
I

14 Q.

15

To what authority does Mr. Bourassa cite as support for his reliance on cost of

equity estimates derived from the ECAPM?

16 A.

17

As authority (Bourassa Direct, p 38, lines 1-4), Mr. Bourassa cites to Dr. Roger Morin, at

pages 189-191 of his book, New Regulatory Finance.88

18

19 Q.

20

Have you had an opportunity to review Dr. Morin's discussion of the ECAPM on the

above cited pages (i.e., 189-191) of his book, New Regulatory Finance?

21 A.

22

Yes, I have, and on page 189 of that book, Dr. Morin points out that "several finance

scholars have developed, refined and expanded versions of the CAPM by relaxing the

23

24
as Morin, Roger, New Regulatory Finance, Virginia: Public Utilities Reports (2006).
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1

2

constraints imposed on the CAPM" (emphasis added), with the ECAPM being a

refined/expanded variation of the CAPM.

3

4 Q. Does RUCO have knowledge of a recent decision issued by the Federal Energy

5 Regulatory Commission ("FERC") in which the above cited passage from Dr.

6 Morin's book is referenced when ruling on whether cost of equity estimates

7 obtained from the ECAPM should be considered in a rate case?

8 A. Yes. In a Corrected Initial Decision (dated December 29, 2015) issued in Docket No.

9 EL14-12-002, the FERC ruled that ECAPM estimates proposed by a Dr. Avera, a cost of

1 0 capital witness in the rate proceeding before the FERC, should not be considered. In

l

l
1
i
i

11 attempting to make his case for the ECAPM, Dr. Avera cited as authority Dr. Morin's book,

12 New Regulatory Finance(p. 189), nevertheless, the FERC ruled as follows:

13

14

15

16

17

330. This Initial Decision will not consider the ECAPM in determining
the proper Base ROEs for the MISO TOs. The quote from New
Regulatory Finance suggests that at this time the ECAPM is relied
upon by no more than a few "financial scholars." In addition, all of
the proxy-group companies have betas below 1.0. Accordingly, they will
inevitably have higher COEs under an ECAPM than under a CAPM. Dr.
Avera's CAPM already supports providing the MISO TOs a Base ROE
above the Midpoint. There is no need to include an obscure, and
arguably more controversial, variant of that pricing model."
(emphasis added)

18

19 Q.

20

In light of the above, is it RUCO's position that cost of equity estimates derived

from Mr. Bourassa's ECAPM should be given no weight in this proceeding?

Yes.21 A.

22

23

24 89 Federal Energy Regulatory Commission, Corrected Initial Decision in Docket No. EL14-12-002 (Issued December 29,
2015), Finding of Fact No. 330, p. 102. http://stmedia.startribune.com/documents/AU+transmission+ruling.pdf
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1 Q.

2

Please explain why cost of equity estimates obtained from Mr. Bourassa's Modified

CAPM should not be relied upon.

3 A.

4

5

6

7

First, as shown in Schedule D-4.11, the 6.80 percent MRP component of Mr. Bourassa's

Modified CAPM incorporates the same 8.60 percent current MRP as employed by Mr.

Bourassa in his Traditional CAPM model, and as previously discussed, this 8.60 percent

current MRP was overstated by 318 basis points (8.60% - 5.42% = 23.18°/0). Thus, by any

reasonable standard, the MRP component in Mr. Bourassa's Modified CAPM has been

8

g

significantly overstated. Second, for the reasons noted in my earlier discussion of Mr.

Bourassa's Traditional CAPM, the risk free rate in Mr. Bourassa's Modified CAPM has

10 3.02%likewise been overstated by 78 basis points (3.80% 0.78°/o). Third, Mr.

11

12

13

14

Bourassa's Modified CAPM also incorporates an upward 295 basis point size risk

premium (RPs). In view of the previously noted overstatements to Mr. Bourassa's

Traditional CAPM, and considering that Mr. Bourassa's 11.4 percent Modified CAPM

estimated cost of equity exceeds by 220 basis points his 9.2 percent Traditional CAPM

15 estimate (11.4°/o - 9.2% 2.2°/0), there is ample evidence to suggest that his Modified

16 CAPM estimate is significantly overstated.

17

18 Q.

19

20

21

As shown in Schedule D-4.1, Mr. Bourassa's proposed 11.2 percent recommended

cos t  o f  equi ty m akes  provis ion for an upw ard 110 bas is  po in t  com pany-

specific/small size risk premium adjustment. Does this fact further suggest that

Mr. Bourassa's Modified CAPM results have been significantly overstated?

22 A.

23

24

Yes, because the 295 basis point upward size risk premium (RPs) adjustment in Mr.

Bourassa's Modified CAPM represents a double-counting of a size risk adjustment made

to his overall cost of equity analysis.
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1 Q. Does RUCO believe that it is appropriate to make an upward small size risk

2 premium adjustment to the cost of equity for Pima in this proceeding?

3 A. No. Empirical research has demonstrated that a small company risk premium adjustment

4 to the cost of equity is unwarranted for regulated utilities. Annie Wong, of Western

5 Connecticut State University, conducted a study on utility stocks to determine if the so-

6 called size effect exists in the utility industry, and she writes as follows:

7

8

9
i

10

11

12

13

14

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
requlations.9° (emphasis added)

15

16 Q. Has the Commission previously ruled on the issue of firm size and whether it

17 warrants a risk premium adjustment to the cost of equity?

18 A. Yes. In Decision No. 64282,91 the ACC ruled for Arizona Water that firm size does not

19

20

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

21 l lpublicly traded water utilities. The Commission confirmed its previous ruling in

22

23

24
90 Annie Wong, "Utility Stock and the Size Effect: An Empirical Analysis," Journal of the Midwest Finance
Association, (1993) p.98.
91 Dated December 28, 2001 .
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1

2

3

4

1

l
l

l

5

6

Decision No. 6472792 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

7 eliminated through diversification.

8

g Q. Has the ACC issued a more recent decision which reconfirms its prior ruling

10 regarding firm size?
|

11 A.

12

Yes, in the recent EPCOR Water Arizona case.93 In Decision No. 7526894, the ACC ruled

as follows:

13

14

15

16

17

18

19

20

21

22

Nor are we persuaded by Ms. A fern's claim that EPCOR's "size"
should be recognized as a business risk factor. Although a company's
size may sometimes be considered as a business risk factor, for utilities
of substantial size (i.e., those that have access to the equity capital
markets) it is a minimal consideration in determining business risk.
Small utilities, (e.g., non-class A utilities) may have additional risk due to
the inability to hire employees or contract for sufficient levels of expertise
management, technical & financial) to perform effectively and efficiently.
Small utilities also have other risks such as information access, greater
annual variability in operating expenses, and greater regulatory risk both
due to lack of skilled rate case personnel and the percentage of operating
expenses and rate base components reviewed by Staff and interveners.
Due to the latter two reasons, for any adopted return on equity the
distribution of actual returns is greater for a small utility than for a large
utility, and greater variability means greater risk. However, most of the
proxy companies used in the cost of capital analyses, including EPCOR,
are a conglomeration of many smaller water systems and have the
capacity to attract the appropriate level of talent for proficient operation.
Thus, the business risk for any of the EPCOR systems parallels that of the

23

24
92 Dated April 17, 2002.
93 EPCOR Water Arizona, /no. (Docket No. WS-01303A-14-0010).
94 Dated September 8, 2015.
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sample companies, and we do not believe a cost of equity adjustment
for size is appropriate. (emphasis added)

Q. Does this suggest that pursuant to Decision No. 75268, Mr. Bourassa's upward 110

basis point adjustment for small size is unwarranted?

1

2

3

4

5 A.

6

7

Yes, and this is true despite the fact that Pima is a Class "B" utility without access to the

capital markets. In RUCO's judgment, Pima is atypical of most regulated water utilities

in Arizona as the Company is owned by the Robson Family, one of the most successful

real estate developers in Arizona. Thus, Pima's financial strength should render moot

any consideration of providing for an upward small size risk adjustment to the Company's

cost of equity in this proceeding.

xi.

Q.

CONCLUSION AND RECOMMENDATIONS

Please summarize RUCO's cost of capital recommendations in this proceeding.

2)

3)

4)

RUCO recommends that the Commission adopt the following:

1) A pro forma capital structure composed of 37.50 percent long-term debt and

62.50 percent common equity,

A cost of debt of 3.42 percent,

A cost of common equity of 9.64 percent, and

An overall rate of return of 7.31 percent.

Q. Does this conclude your direct testimony?

Yes, it does.
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14 A.
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Attachment 1

John A. Cassidy, CRRA

EDUCATION

(May 1987)

(August 1980)

(May 1976)

Arizona State University -- Master of Business Administration-Finance

University of Arizona -- Master of Library Science

Arizona State University -- B.A. History, Latin American Studies

EXPERIENCE

Public Utilities Analyst V - Residential Utility Consumer Office (RUCO), Phoenix, AZ (July 2015-Present)

Public Utilities Analyst Ill -- Arizona Corporation Commission, Phoenix, AZ (March 2013-July 2015)

Public Utilities Analyst ll -- Arizona Corporation Commission, Phoenix, AZ (May 2012-March 2013)

Public Utility Consultant -- Arizona Corporation Commission, Phoenix, AZ (Jan. 2012-May 2012)

Regulatory Utility Consultant - Self-Employed, Tempe, AZ (2009-2010)

• Assisted in the preparation of testimony filed by the Residential Utility Consumer Office (RUCO)
in the Litchfield Park WNVW rate case (Docket No. SW-01428A-09-0103, et al)

(2007-2008)Regulatory Utility Consultant - Self-Employed, Tempe, AZ

Filed formal cost of capital testimony/schedules on behalf of intervener, Anthem Town Council,
and testified at evidentiary hearing in the Arizona-American Water Co., Anthem Water and
Anthem/Agua Fria WW rate case (Docket No. WS-01303A06-0403)

Utilities Auditor ll -- Arizona Corporation Commission, Phoenix, AZ (Aug. 1993-nov. 1997)

PROFESSIONAL DEVELOPMENT

(May 2016)Certified Rate of Return Analyst (CRRA)

Annual Regulatory Studies Program ("Camp NARUC"), Institute of Public Utilities, Michigan State
University, East Lansing, Ml (August 4-15, 2014)

Annual Financial Forum, Society of Utility and Regulatory Financial Analysts (SURFA)
Indianapolis, IN (April 2013 and April 2016); New Orleans, LA (April 2017)

NARUC Utility Rate School, San Diego, CA (May 13-17, 2013)

HONORS

CPA Candidate - Passed the CPA exam (1997), but opted not to pursue certification

Beta Gamma Sigma .. National Honor Society in Business Administration



Docket No. W-02199A-16-0-21, et al.

Docket No. E-01345A-160036

Docket No. WS-01303A-16-0145

Docket No. G-01551A-16-0107

Docket Nos. W-02465A-15-0367, et al.

Docket No. W-01445A-15-0277

Docket Nos. SW-02361A-15-0206, et al.

Docket No. W-02514A-14-0343

Docket No. WS-01303A-14-0010

Docket No. WS-04235A-13-0331

Docket No. SW-03437A-13-0292

Docket No. W-02113A-13-0118

Docket No. W-03514A-130111

Docket No. W-01944A-13-0215

Docket No. W-01583A-13-0117

Docket Nos. SW-01428A-13-0042, et al.

Docket No. W-01997A-12-0501

Docket Nos. W-01212A-12-0309, et al.

Docket No. W-01737A-12-0478

Docket No. W-01445A-12-0348

Docket No. WS-03478A-12-0307

Docket No. W-02060A-12-0356

Docket No. WS-02676A-12-0196

Docket No. W-01380A-12-0254

Docket No. W-01651 B-120339

Docket No. W-01412A-12-0195

Docket No. W-01445A-11-0310

Docket Nos. W-02199A-11-0329 et al.

Rate Dockets Testified - Cost of Capital:

Pima Water Company

Arizona Public Service Company

EPCOR Water Arizona

Southwest Gas Corporation

Liberty Utilities (Bella Vista W / Rio Rico WNVW)

Arizona Water Company

Liberty Utilities (Black Mountain Sewer)

Quail Creek Water Company

EPCOR Water Arizona

Utility Source, L.L.C.

Verde Santa Fe Wastewater Company

Chaparral City Water Company

Payson Water Company

Lago Del Oro Water Company

Las Quintas Serer as Water Company

Litchfield Park Service Company

Adaman Mutual Water Company

Global Water Utilities

New River Utility Company

Arizona Water Company

Far West Water 84 Sewer, Inc.

Cordes Lakes Water Company

Rio Rico Utilities Inc.

Ray Water Company

Vail Water Company

Valley Water Company

Arizona Water Company

Pima Utility Company



Docket No. W-02199A-16-0421, et al.

Docket No. W-01445A-15-0277

Docket No. W-02514A-14-0343

Docket No. W-03067A-12-0232

Docket No. W-02068A-11-0471

Docket No. W-04015A-12-0051

Rate Dockets Testified - Revenue Requirement/Rate Desiqn:

Pima Water Company

Arizona Water Company

Quail Creek Water Company

Beaver Dam Water Company

Eden Water Company

Great Prairie Oasis, dba Sunland Water Co.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket Nos.

E-01345A-11 -0423

E-01933A-12-0176

W-02113A-13-0047

W-03514A-13-0142

w-01944A-13-0242

E-01703A-13-0272

E-01575A-12-0457

E-01461 A-12-0055

W-04015A-12-0050

E-01851 A-110415

W-02199A-11-0403, et al.

Financinq Dockets - Responsible for ACC Staff Report:

Arizona Public Service Company

Tucson Electric Power Company

Chaparral City Water Company

Payson Water Company

Lago Del Oro Water Company

Duncan Valley Electric Cooperative, Inc.

Sulphur Springs Valley Electric Cooperative, Inc.

Trico Electric Cooperative, Inc.

Great Prairie Oasis, dba Sunland Water Co.

Columbus Electric Cooperative, Inc.

Pima Utility Company

I
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210
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18.2
15.3
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45.9
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24.1
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331
24.0

Target Price Range
2020 2021 2022

High:
Low:
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I

TIMEUNESS 3 Raised 3l10l1I

SAFEW 2 Raised 7f20l12

TECHNICAL 2 Rd$ed 4l14I17
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divided D; I m a i Rate

. . . . Relglive nee Suenglh
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haded area lhdrcales recessrm

1ulu1ilnlnnlnm: m1mm1nlmm

B0

60
50
40

30
25
20

15
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I I
1 0

7.5

I

traded

24
16
8
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m s Vl ARIYH.

SIOCK luozx
15.1 20.2
47.1 22.0

178.5 78.0
n m l l I I l n m I I I I l n  1 - l m l n l 1 l l m n - r l u m l m

1nllllllllllllllllllll11lltlll1lmmll11111nl1lnlnlll1ll1lllllllll1llll1lll IIIIIIIIIIIIIIIIIl1llllIIIllllllI1llIIlTI
2006 2008  2009 2010l I28183
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- H Q m o ll lu Q z - -

- - l m - -|mwu - -
u -m m l a l - - - $ - - - - -

- - - - $ - -
-l m|- n - ' - " ' " ' - - -

_
- -

111.92

2.70

1.52

.91

2 0 1 5

12.56

2.81

1.60

.87

12.45

2.85

1.70

.9 6

2 0 2 2

15.95

3.85

2.35

1.35

. I

5.89
1.27

.67

.44

1.34

7.02 12.77 13.52

7.88

1.45

.67

.4 6

1.95

8.32 14.20 16.80

12.17

2.67

1.57

.8 3

1.89

13.24

lzmnlzum

1 yr.
3 yr.
5 yr.

© VALUE LINE PUB. LLC
12.65 Revenues per sh

3.05 "Cash Flow" per sh

1.80 Earnings per sh A

1.02 Divd Decld per sh B.
. ap pen mg per s

14.85 Book Value per sh1
o. ' 1 .HI 1m a i2znlauluillu.mlzu /V

I

l

27.7

1.50

2.5% n1.24

2.2%

458.6

60.5

l

1
62.0 I 66.0 Ne! Profit($mill)

W:
|  . I  .

7

20.1

1.06

2.6%

465.8

61.1

38.4%

2 0 1 3

12.19

2.65

1.61

.7 6

2.5

12.72

38.72

17.2

.9 7

2.7%

472.1

62.7

36.3%

N
AnnlTotal

Price Gain Return
High 55 (+25% 8 %
Low 40 ( 1 0 % 1%

Ins ider Dec is ions
J J A s o n o J F ' I - '

toBy 0 0 0 0 0 0 0 0 0 *
Optlons 4115022311
loSdl 3 2 2 4 3 4 1 3 2
Institutional Decisions

202015 302016 402015 P

1:11 38 ea 'as ,:;:;"
Hld5l000 23585 2:3554 24607

2 0 0 1 2 0 0 3 2 0 0 4 1 2 0 0 5

6.53 699 6.81 7.03
1.26 1.04 1.11 1.32

.67 .39 .53 .66

.43 .44 .44 .45
1.88 2.51 2.12

6.98 7.51 7.86

30.24 33.50 33.60

16.7 18.3 31.9 23.2 21.9

.86 1.00 1.82 1.23 1.17

3.9% 3.5% 3.5% 3.6% 3.1%

CAPITAL STRUCTURE as of 12/31/16
Total Debt $411.3 mill. Due In 5 Yrs $41.7 mill.
LT Debt S321 .0 mill. LT Interest s20.0 mill.

(39% of Capl)

l| .

l
Leases Uncapitalized: Annual rentals $2.5 mill.
Pension Assets12/16 S150.9 mill.

Oblig. $180.4 mill.
pfd Stock None.

935 'Total Capital ($mill)

Common Stock 36586831 she.
as of 2121111

2 0 0 7

8.75

1.65

.81

.4 8

1.45

8.77

34.46

24.0

1.27

2 5 %

301.4

28.0

42 .6%

8.5%

45.9%

53.1%

569.4

776.4

6.7%

9.3%

9.3%

3.9%

5 8 %

9.74

1.70

.81

.5 1

.0 9

9.70

37.06

21.2

1.41

2.9%

361.0

29.5

38 .9%

3.2%

45.9%

54.1%

665.0

866.4

5.9%

8 .2 %

8 .2 %

3.2%

6 1 %

9.21

1.69

.7 8

.5 0

2.23

8.97

34.60

22.6

1.36

2.9%

318.7

26.8

37 .8%

6 .9 %

46.2%

53.8%

577.0

825.3

6 .4 %

8 .6 %

8 .6 %

3.1%

6 4 %

10.71

2.11

1.11

.5 2

2.12

10.13

37.26

15.7

1.00

3.0%

398.9

41.4

43 .2%

5.8%

44.3%

5 5 1 %

677.4

855.0

7 .6 %

11.0%

11.0%

5 .8 %

4 7 %

2 0 1 1  I  2 0 1 2

11.12 12.12

2.13 2.48

1.12 1.41

. a s .64

2.13 1.77

10.84 11 .80

37.70 38.53

15.4 14.3

.97 .91

3.2% 3.1%

419.3 466 .9

42.0 54.1

41 .7% 39.9%

2.0% 2 .5 %

45.4% 42.2%

54.6% 57.8%

749.1 787.0

896.5 917.8

7.1% 8.3%

10.3% 11.9%

10.3% 11.9%

5.3% 6 .6 %

4 9 % 4 5 %

39.8%

60.2%

818.4

981.5

8.9%

12.7%

12.7%

6.0%

4 7 %

39.1%

60.9%

832.6

1003.5

8.6%

12.0%

12.0%

5.7%

5 3 %

41.1

58.9%

791.5

1060.8

9 .0 %

13.0%

13.0%

6.0%

5 4 %

MARKET CAP: $1.6 billion (Mad Cap)

CUIsENT POSITION 2014 2015 12/31/16
ILL.)

Cash Assets
Accts Receivable
Other
Current Assets
Accts Payable
Debt Due
Other
Current Liab.

.4
20.0

146.5
166.9
43.7
90.3
43.9

177.9

76.0 4.4
18.8 18.9

114.7 109.4
209.5 132.7
41.9 50.6

.3 28.3
57.1 44.6
99.3 1 3.

BUSlNESS: American States Water Co. operates as a holding
company. lhrough its principal subsidiary Golden State Water
Company it supplies water ro 261002 customers in 75 cities and
10 counties. Service areas include the greater metropolitan areas of
Los Angeles and Orange Counties. 1he company also provides
electric utility services ro 23940 customers in the city of Big Bear

W e e x p e c t t o se e i m p r o v e m e n t i n
A m e r i c a n  S t a t e s  W a t e r s  b o t t o m l i n e .

!
E s t d 1416

to 2022
4.5%
6.0%
6.5%
7.5%
4.0%

Full
Year

465.
458.
435.1
455
465

Full
Year

1.57
1.60
1.62
1.70
1.80

Full
Year

.76

.83

.87

.91

ANNUAL RATES Past Past
of change (per sh) 10 Yrs. 5 Yrs.
Revenues 5.5% 3.0%
Cash Flow 7.5% 6.5%

Earnings 10.0% 9.5%
Dividends 7.0% 10.5%
Book Value 5.5% 5.0%

Cal QUARTERLY REVENUES (S mill.)
ender Mar.31 Jun. 30 Sep. 30 Dec. 31

2014 102.0 115.6 138.3 109.9
2015 100.9 114.6 133.0 110.1
2016 93.5 112.0 123.8 106.8
2017 100 115 130 110
2018 100 118 132 115

Cal EARNINGS PER SHARE A
ender Mar.31 Jun. 30 Sep. 30 Dec. 31

2014 .28 .39 .54 .36
2015 .32 .41 .56 .31
2016 .28 .45 .59 .30
2017 .33 .45 .57 .35
2018 .35 .47 .60 .38

Cal QUARTERLY DNIDENOS PAID Bu
ender Mar.31 Jun.30 Se .30 Dec.31

2013 .1775 .1775 .2025 .2025
2014 .2025 .2025 .213 .213
2015 .213 . .213 .224 .224
2016 .224 \  . 224 .224 .242
2017 .242 1

. 8old I7gures no k g nn a l t .

1.35 V1/vIlJ/7l Relative PE Ratio 1.30

22% ° " ' " " " ' AvgAnnIDiv'd Yield 2.0%

436.1 455 465 Revenues ($milI) 590

59.7 87.0

36.5 0 3 . 0 income ax ate .  0
1.5% 2.0% AFUDC%t0 Net Profit 2.5%

.4 o 40.0'l 42. a LongTermDebtRauo 43.50
60.6% 60.0% 58.0% Common Equity Ratio 56.5%
815.3 870 1100

1150.9 1200 1250 Net Plant($mill) 1400
8.6% 8.5% 8.5% Return on TotalCapl 9.0%

12.1% 12.0% 12.0% Return on Shr. Equity 14.0%
12.1% 12.0% 12.0% RetumonCom Equi 14.0%
5.3% 5.0% 5.5% Retained to Com Eq 6.0%
56% 56% 57% All Divdsto Net Prof 57%

Lake and in areas of San Bernardino County. Sold Chaparral City
Water of Arizona (6/11). Has 736 employees. Blackrock Inc.. owns
9.9%of out. shares Vanguard 9.4% off. a dir. 1.4%. (4116 Proxy).
Chairman:Lloyd Ross. President & Chief Executive Officer: Robert
J. Sprawls. Inc: CA. Address: 630 East Foothill Boulevard San
Dimas CA 91773.Tel:9093943600. lntemel: www.aswater.oom.

A S U S  s u b s i d i a r y .  t h e  c o m p a n y  r e c e n t l y
s i g n e d  a  5 0 y e a r  $ 5 1 0  m i l l i o n  c o n t r a c t  t o
s u p p l y  w a t e r  t o  t h e  E g l i n  A i r  F o r c e  B a s e .
A S U S  n o w  s e r v i c e s  1 0  m i l i t a r y  i n s t a l l a
t i o n s  a n d  i t  w i l l  c o n t i n u e  t o  b i d  o n  c o n
t r a c t s  t o  p r o v i d e  w a t e r  t o  m o r e  b a s e s  a s
t h e  g o ve r n m e n t  h a s  d e c i d e d  t h a t  o u t s o u r c
i n g  t h i s  f u n c t i o n  t o  p r i v a t e  e n t i t i e s  m a k e s
t he  m os t  ec onom ic  s ens e .  Las t  yea r ,  s ha r e
e a r n i n g s  f r o m  t h i s  o p e r a t i o n  r o s e  3 % .  t o
a c c o u n t  f o r  $ 0 . 3 3  ( 2 0 % )  o f  t h e  c o m p a n y s
pr o f i t s . I n  2 0 1 7 m a n a g e m e n t  e s t i m a t e s
t h a t  i n c o m e  f r o m  t h i s  s e g m e n t  w i l l  i n
c r e a s e  1 0 % t o  S 0 . 3 6  a  s h a r e .  A m e r i c a n
W a t e r  w i l l  b e n e f i t  i n  t h e  l o n g  r u n  a s  t h i s
s e c t o r  b e c o m e s  l a r g e r  b e c a u s e  t h e  C P UC
c a n n o t  c a p  t h e  r e t u r n s  o n  e q u i t y  i n  t h i s
s e g m e n t  a s  i t  d o e s  w i t h  t h e  w a t e r  u t i l i t y
oper a t i ons .
These shares do not stand out for spe
c ia l  c o ns id e rat io n at this t ime . Fo r
starters the equity is ranked to only per
form in line with the broader market aver
ages in the upcoming 12month period.
Moreover total return potential through
20202022 is well below the Wlue Line
median.
James A. Flood

Following threeconsecutive years of  f lat
earnings the company seems poised to
post a decent increase in share earnings in
2017 to $1.70 (+5%). This should result
f rom a comb inat ion o f  rate  re l ie f  and
greater contributions f rom nonregulated
businesses (see below). The trend will like
ly continue into 2018 as we think earn
ings of $1.80 a share (+6%) are possible.
A ma jo r  r a te  c a s e  s h o u ld  b e f i led
soon. According to California law, a water
utility must petition the state regulatory
commission (CPUC) for rate relief  trien
nially. American States Golden State
Water (GSWC) subsidiary plans on tend
ing  a pe ti t ion by June  seeking  higher
tariffs for the years 2019 through 2021. It
will probably take at least until 2019 for
the CPUC to render a decision but GSWC
can implement higher rates subject to rc
funds in the  inte rim. (I n 20 l 6s  f ourth
quarter the  c o mp any had  to  take  an
$0.08ashare charge to comply with the
CPUCs last December rate ruling.)
The nonregulated businesses continue
to r o w  in lm  o r tanc c .  T hro ug h i ts A p r i l  1 4  2 0 ] 7

Companys Financial Strength A
Stocks Price srabiriry 80
Price Growth Persistence 75
Earnings Predictability 85

To subscr i be  ca l l  1800-V ALUEUNE

g P
(A) Primary earnings. Excludes nonrecurring (B) Dividends historically paid in early March (C) In millions adjusted for split.
gains / (losses):  04 7¢ 05 13¢;  06 3¢ 08 June September and December. I Divd rein
(14¢) 10 (23¢) 11 10¢. Next earnings report vestment plan available.
due midMay.
c 2017 Va l ue  L i ne Inc. A l n hrs reserved. Factual  material  i s obtained loom sources bel i eved ro be retabl e and i s provi ded wi thout warranti es a l  an kind
THE PUBLISHER IS nor RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This ubicauon is slridly tor subscribers own. noncommercial  internal USB. 10 pan
d re may be reproduced resold stored 01 uansmMed in any printed electronic or other form or user la generating or martelrng any printed or electronic pubkalroft service or product
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.6 5

d .9 7

13.84

(1.47

d2.14

13.98
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1.25

.8 2 1
l
14.74

28.39

160.00

4.31

23.86

160.00 Q

23.05

7.45

4.15

2.35

6.30

39.45

187.50

18.0

1.15

3.1%

5555!
19.40

5 .s5

3.05

1.61

6.25

30.80

178.50
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2214.2

d342.3

14.51

2.87

1.10

.40

6.31

25.64

160.00

18.9

1.14

1.9%

2336.9

187.2

37 .4%

15.49

3.56

1.53

.8 6

4.38

23.59

1 7 5 0 0

14.6

.9 3

3.8%

2710.7

267.8

40 .4%

174.63

15.6

1.04

4 .2 %

2440.7

209.9

37 .9%

15.18

3.73

1.72

.9 0

5.27

24. 11

175.66

16.8

1.05

3 .1 v

2666.2

304.9

39.5%

1B.78

4.75

2.39

1.21

s.a a

27.39

179.46

20.0

1.05

2.5%

3011.3

429.8

39.4%

CAPITAL STRUCTURE as of 12/31/16
Total Debt S7172.0 mil. Due in 5 Yrs S 1698.0 mil.
LT Debt S5l49.0 mil. LT Interest $300.0mil.

(52% of Capl)

Leases Uncapitalized: Annual rentals $14.0 mill.
Pension Assets 12/16 $1443.0 mill l
Pfd Stock $10.0 mill.

Oblong. $1864.0 mill.
Pfd Div d $.5 mill

Common Stock 178214748 she.
as ol 2/16/17l l

50.9%

49.1%

9245.7

9318.0

NM F

N M F

N M F

N M F

56.9%

43.1%

9289.0

10524

3.8%

5.2%

5.2%

1.8%

6 5 %

53.1%

46.9%

8750.2

9991.8

3.7%

4.6%

4.8%

3.0%

3 4 %

56.8%

43.2%

9561.3

11059

4.4%

8.5%

6.5%

2.8%

56%

55.7%

44.2%

9580.3

11021

4.8%

7.2%

7.2%

3.5%

5 2 %

17.72

5.13

2.64

1.33

6.51

28.25

178.28

20.5

1.03

2.5%

3159.0

476.0

39 .1%

5.1%

53.7%

46.2%

10911

13933

5 .7 %

9 .4 %

9 .4 %

4 .7 %

5 0 %

52.4%

47.4%

10364

12900

5.5%

8 1 %

8.7%

4.3%

50%

16.28

4.36

2.06

.84

5.50

26.52

178.25

19.9

1.12

2.0%

2901 .9

369.3

39.1%

5.1%

52.4%

47.6%

9940.7

12391

5.1 /»

7.8%

7.8%

4.7%

4 0 %

1 6 2 5

4.27

2.11

1.21

5.25

25.11

176.99

16.7

1.06

3.4%

2876.9

374.3

40 .7%

5 2 %

53.9%

46.1%

9635.5

11739

5 4 %

8.4%

8.4%

3.6%

5 7 %

18.54

5.26

2 8 2

1.47

7.36

29.24

178.10

27.1

1.46

2.0%

3302.0

468.0

39 .2%

1.4%

52.4%

47.5%

10967

14992

5.6%

9.0%

9 .0 %

4 .0 %

5 6 %

20.45 Revenues per sh

6.20 Cash Flow" per sh

3.25 Earnings perch A
1.76 Divd Decld perch Bl

6.15 CapI Spending perch

32.40 Book Value persh o

179.00

Avg AnnI PIE Ratio

Relative PIE Ratio
Avg Annl Divd Weld

3665 Revenues ($miII)

580 Net Profit Smill
38.0% Income Tax Rate

2.5% AFUDC % to Net Profit

55.0% LongTerm Debt Ratio

45.0% Common E up Ratio

12850 Total Capital ($miII)

16400 Net Plant ($mill)
6.0% Recur on TotalCa 'I

10.0% Recur on Shr. Equity

10.0% Return on Com Equi

4.5% Retained to Com Eq

55% All Divds to Net Prof

3465

545

38.5%
2.0%

54.0%

46.0%

11900

15675
6.0%

10.0%

10.0%

4.5%

53%

4325

780

36.5%

3.5%

54.0%

46.0%

16000

18000

6.5%

10.5%

10.5%

4.5%

5 7 %

7s.0
269.0
440.0
784.0
154.0

1423.0
815.0

33020

E s t d  1416
10 20'22

4.5%
6.5%
8.5%

10.0%
5.5%

I
I

MARKET CAP: $12.9 billion (Large Cap)

CURRENT POSITION 2014 2015 12/31/16
(SMILL)

Cash Assets 23.1 45.0
Accts Receivable 267.1 255.0
Other 6383 357.0
Current Assets 928.5 657.0
Accts Payable 285.8 126.0
Debt Due 511 .1 682.0
Other 444.1 725.0
Current Liab. 1241 .0 1533.0

ANNUAL RATES Past Past
of change (per sh) 10 Yrs. 5 Yrs.
Revenues 3.0% 3.5%
"Cash Flow" 23.0% 8.5%
Earnings 11.0%
Dividends . 9.0%
Book Value 1.5% 4.0%

Cal QUARTERLY REVENUES (S mill.) Full
ender Mar.31 Jun. 30 Sep. 30 Dec. 31 Year

2014 679.0 754.8 848.1 731.4 3011.3
2015 698.0 782.0 896.0 783.0 3159.
2016 743.0 827.0 930.0 802.0 3302.
2017 765 870 985 845 3465
2018 810 920 1045 890 3665

I
Cal

endar

2014
2015
2016
2017
2018

Full
Year

2.39
2.64
2.62
3.05
3.25

Full
Year

1.21
1.33
1.47

Cal
endar

2014
2015
2016
2017

EARNINGS PER SHARE A
Mar.31 Jun. 30 Se .30 Dec. 31

.39 .62 .ea .52

.44 .68 .96 .56

.46 .77 .83 .57
.53 .82 1.03 .67
.57 .88 1.09 .71

QUARTERLY DIVIDENDS PAID Br

Mar.31 Jun.30 Se .30 Dec.31

.28 .31 .31 .31
.31 .34 .34 .34
.34 .375 .375 .375
.375

New Jersey is its largest market accounting tor 25.4% of regulated
revenues. Has 6.800 employees. The Vanguard Group owns 9.6%
of outstanding shares. BIackRock Inc. 82% officers a directors
less than 1.0%. (3/17 Proxy). President 8 CEO: Susan n. Story.
Chair.: George MacKenzie. Address: 1025 Laurel Oak Road Voor
hees NJ 08043. Tel.: 8563468200. Internet: www.amwater.com.
a c h i e v e  s i g n i f i c a n t  s y n e r g i e s  b y  c o m b i n i n g
s y s t e m s .  I n d e e d  A m e r i c a n  W a t e r  W o r k s
p u ts  g r e a t  s i g n i f i c a n c e  o n  i t s  i n te r n a l  e x
p e n s e  r a t i o .  S i n c e  2 0 1 0  t h i s  p e r c e n t a g e
h a s  d e c r e a s e d  fr o m  4 2 % to  u n d e r  3 5 %.
S p e n d i n g o n  i n f r a s t r u c t u r e s h o u l d
r e m a i n  h i g h .  T h r o u g h  e a r l y  n e x t  d e c a d e
th e  u t i l i t y  h a s  e a r m a r k e d  w e l l  o v e r  $ 5  b i l
l i o n  t o  r e p l a c e  o l d  p i p e s  a n d  o t h e r  a g i n g
fa c i l i t i e s .  N o t  a l l  o f  t h e  e x p e n d i t u r e s  c a n
b e  m e t  t h r o u g h  i n t e r n a l  s o u r c e s  s o  d e b t
l e v e l s  s h o u l d  i n c r e a s e .  T h e  u t i l i t y  h a s
b e e n  h e s i ta n t  [ O  i s s u e  n e w  s h a r e s  o v e r  th e
p a s t  s e v e n  y e a r s  b u t  w e  t h i n k  t h i s  p o l i c y
c o u l d  c h a n g e  a s  th e  v a l u e  o f  th e  e q u i ty  h a s
i n c r e a s e d  s e v e r a l fo l d  i n  th e  i n te r i m .
S h a r e s o f  A W K  d o  n o t  h a v e  m u c h a p
p e a l .  D e s p i te  b e i n g  v i e w e d  a s  a  d e fe n s i v e
p l a y  fo r  i t s  h i g h  s c o r e s  fo r  P r i c e  S ta b i l i t y
E a r n i n g s  P r e d i c ta b i l i t y  a n d  s te a d y  f l o w  o f
d i v i d e n d  i n c o m e  A W K  h a s  o u t p e r f o r m e d
t h e  b r o a d e r  m a r k e t  a v e r a g e s  i n  t h e  p a s t
t h r e e  m o n t h s  a s  w e l l  a s  o v e r  t h e  o n e
th r e e a n d  f i v e y e a r  p e r i o d s .  A t  th e  r e c e n t
q u o t e  t h e  e q u i t y  i s  a l r e a d y  t r a d i n g  w e l l
w i t h i n  o u r  p r o j e c t e d  2 0 2 0 2 0 2 2  T a r g e t
P r i ce  R a n g e .
J a m e s  A .  F l o o d A p r i l  1 4  2 0 1 7

Quam
(A) Diluted earnings.
losses; 08 $4.62. 09

BUSINESS: American Water Works Company Inc. is the largest
investorowned water and wastewater utility in the U.S. providing
services to over 15 million people in over 47 states and Canada.
(Regulated presence in 16 states.) Nonregulaled business assists
municipalities and military bases with the maintenance and upkeep
as well. Regulated operations made up 86.5% al 2016 revenues.
A m e r i c a n  W a t e r Wo r k s ' e a r n i n g s a n d
d i v i d e n d  p r o s p e c t s a r e  b r i g h t .  L a s t
y e a r  t h e  u t i l i t y  p o s t e d  a  r a r e  e a r n i n g s
d e c l i n e  d u e  to  a  $ 0 . 2 2 a s h a r e  e x p e n s e  r e
l a te d  to  a  c h e m i c a l  s p i l l  i n  W e s t  V i r g i n i a .
B o o s te d  b y  h i g h e r  r a t e s  i n  c e r t a i n  s t a te s
a n d  c o s t  s a v i n g s  ( m o r e  b e l o w )  s h a r e  e a r n
i n g s  s h o u l d  r i s e  to  $ 3 . 0 5  i n  2 0 1 7 .  F u r th e r
m o r e  t h e  g o o d  n e w s  s h o u l d  c o n t i n u e  i n to
2 0 1 8  a s  w e  e x p e c t  p e r s h a r e  e a r n i n g s  t o
i n c r e a s e  a  s o l i d  7 %.  to  $ 3 . 2 5 .  Wh a ts  m o r e .
m a n a g e m e n t  fo r e c a s t  th a t  th e  b o t to m  l i n e
w i l l  e x p e r i e n c e  g r o w th  o f  7 %1 0 % o v e r  th e
n e x t  th r e e  to  f i v e y e a r  p e r i o d .  B a s e d  u p o n
t h e s e  i n c o m e  e x p e c t a t i o n s t h e  a n n u a l
h i k e  i n  t h e  d i v i d e n d  s h o u l d  a v e r a g e  a l
m o s t d o u b l e  d i g i ts .
G r o w t h  t h r o u g h a c q u i s i t i o n s  a n d  c o n
t r o l l i n g e x p e n s e s  r e m a i n  t h e c o m p a
n y s m a i n  s t r a t e g y .  A  v e r y  h i  h  p e r c e n t
a g e  o f  w a te r  u t i l i t i e s  i n  th e  u . § .  a r c  fa i r l y
s m a l l  a n d  r u n  b y  l o c a l  a u t h o r i t i e s .  B e
c a u s e  t h e  n a t i o n s  w a t e r  i n f r a s t r u c t u r e  i s
a n t i q u a t e d .  m a n y  s m a l l  t o w n s  a n d  c i t i e s
d o n t  h a v e  t h e  f u n d s  r e q u i r e d  t o  m o d e r n
i z e  th e i r  p i p e l i n e s .  M o r e o v e r .  s i n c e  th e  i n
d u s t r y  i s  r i f e  w i t h  r e d u n d a n c i e s  l a r g e r
e n t i t i e s  c a n  b u y  o u t  s m a l l e r  o n e s  a n d
Next earnings report due midMay. mentavailable.(C)In millions. (D)|ndudesin

erly earnings do not sum in 16 due to tangibles. In 12/16: $1.345 billion S7.55/share.
ing. (B) Dividends paid in March June (E) Pro forma numbers for 06 8. 07.

ember and December.  l Div reinvest

B+
100
90
95

Companys Financial Strength
Stocks Price Stability
Price Growth Persistence
Earnings Prediclability

T o  su b scr i b e  ca l l  1800V AL UEUNE

Excludes nonrecurring 2014.
S2.63: 11 $0.07. Dis

continued operations; 06 (S0.04) 11 $0.03 round
12 (S0.10): 13.(S0.01). GAAP used as of Sept

°  2 0 1 7 Value Lime. Inc. All r Hts reserv ed. Factual material i s obtained from sources bel i eved to be retable and i s provided wi thout warranti es a l an kind
THE PUBLISHER IS NOT RE$p3n$l5LE FOR ANY ERRORS OR OMISSIONS HEREIN . l o pan
or ii may be reproduced resold. stored or uansmnted in any panted etearonic a other hum. serviceor prodigal

. This rubl ication is suialy lot subscribers own noncommercial  internal  use.
nr use lot generating or marketing any printed or electronic publication.
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23.8
1 6 1 1

17.2 |
12.3 I

17.6
9 .8

18.4
13.2

1 9 0
15.4

28.2
22.4

21 .5
16.8

28.1
2 0 6

31.1
24.4

35.8
28.0

Target Price Range
2020 2021 2022
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High: 21 .3
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4lor3 spl i t 12/05
S i u 4  sp u n  9 /1 3
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1 1  %
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8 0
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5 0

4 0

3 0
2 5
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1 5
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* * .¢~.,.

1 0
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|
1 5
1 0
5
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104.4 78.0

1 yr
3 yr.
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3.61

1.10

.57

.3 8

3.08

.97

.57

.32

1.47

5.04

3.71

1.14

.5 8

.41

1.58

6.26I

6.05

2.75

1.85

1.15

2.25

14.85

Imam 11931 j

2 0 1 7

4.75

6. 15

1.40

. 8 0

2.05

11. 10

176.00

Bo l d Hg

Vale

earl

166.75

32.0

1.70

2.1%

24.9

1.50

2.8%

3.23

1.01

.56

.35

1.64

5.57

165.41

34.7

1.87

1 .8 %

3.93

1.29

.6 2

.44

1.66

6.50

170.61

23.1

1.54

3.1%

4.21

1.42

.7 2

.4 7

1.89

6.81

172.46

21.1

1.34

3.1% 4.10

1.45

.8 3

.5 0

1.90

7.21

173.60

21.3

L M

2.8%

4.32

1.51

.8 7

.54

1.98

7.90

175.43

21.g

1.39

2 .8 %

4.32 4.37

1.82 1.89

1.16 1.20

.5 8 .63

1.73 1.84

8.63 9.27

177.93 178.59

21 .2 20.8

1.19 1.09

2.4% 2.5%

Price Gain
High 45 1"4°"°i
Low 35 +10%
Insider Decisions

J J A s o n 0 J i = -
10 B||Y 0 0 0 0 0 0 0 0 0
Opt io ns  0 7 0 0 7 0 0 7 6
\0Se11 0 0 0 1 0 0 0 0 0
Institutional Decisions

202016 : a n i s 402016

128.1 13,8 128 191 ":;°§2'
144. om 85171 85606 88568 leaded

2 0 0 2 1 2 0 0 3

2.16 2.28 I 2.38 2.78

.6 9 .7 6 .77 .8 7

.41 .4 3 .4 6 .5 1

.24 .2 6 .2 8 .2 9

.8 7 .9 6 1.06 1.23

3.32 3.49 4.27 4.71

142.47 141.49 154.31 158.97

23.6 23.6 24.5 25.1 31.8

1.21 1.29 1.40 1.33 1.69

2.5% 2.5% 2 .5 % 2 .3 % 1 .8 %

CA P I T A L  S T RUCT URE a s o f  1 2 /3 1 /1 6

T o t a l D e b t $ 1 8 9 4 8  m i l l .  Du e  i n  5  Y rs $ 4 3 0 .5  m i l l .

LT  Debt S 1737.6 m i l l . LT  In te rest  $76 .3  m i l l .

(4 8 %  o f Ca p l )

P e n si o n As s e ts 1 2 / 1 6 $242 .4 mm.

Obl i g .  $308 .2  m i l l .
P f d  S t o c k No n e

C o m m o n  S t o c k 1 7 7 4 4 5 9 9 3  sh a re s

a s o f  2 / 1 3 / 1 7

845

250

9.0%

3 .5 %

47.0%

53.0%

3740

5085

7.5%

12.5%

12.5%

5.5%

5 7 %

I n v e n t o ry  (A v g Cst )

3 . 7
9 7 . 4
1 3 . 0
1 4 . 6

1 2 8 . 7

5 9 . 9
1 5 7 . 2

8 4 . 4

3 0 1 5 5
l

l

i
9

? A n  u n u s u a l

E s t d  1 4 1 6

t o  2 0 2 2
5 . 0 %
6 . 0 %
7 . 0 %
g. 0 %
6 . 5 %

I
!

Fu l l

Y e a r

7 7 9 .9

81422

8 1 9 .9

8 4 5

8 9 5

Fu l l
Y e a r

1 .2 0

1.14

1 .3 2

1 . 4 0

1 .4 5

f152
.165
.178

M A RK E T  CA P :  $ 5 . 1  b i l l i o n  (L a rg e  Ca p )

CURRE NT  P O S I T I O N 2 0 1 4 2 0 1 5 1 2 /3 1 /1 6
(SMILL)

C a sh  A sse t s 4 . 1 3 . 2
Re c e i v a b l e s 9 7 . 0 9 9 . 1

1 2 . 8 1 2 . 4
O t h e r 3 8 . 6 1 3 . 7

C u r r e n t  A sse t s 1 5 2 . 5 1 2 8 . 4

A c c t s P a y a b l e 6 0 . 0 5 6 . 5
D e b t  D u e 7 0 . 0 5 2 . 3
O t h e r 9 5 . 3 8 4 . 4

Cu rre n t  L i a b . 2 2 5 . 3 1 9 3 . 2

A N N U A L  R A T E S P a st P a st
of change [per sh) 10 Yrs. 5 Yrs.

R e v e n u e s 4 . 0 % 2 . 0 %
C a sh  F l o w 7 . 5 % 7 . 0 %

E a rn i n g s 8 . 5 % 1 1 . 0 %
Di v i d e n d s 8 . 0 % 8 . 0 %
B o o k V a l u e 7 . 0 % 7 . 5 %

C a l QUARTERLY REVENUES (S mil l .)

e n d e r M a r. 3 1 J u n . 3 0 S e p . 3 0 De c . 3 1

2 0 1 4 1 8 2 . 7 1 9 5 . 3 2 1 0 . 5 191 .4

2 0 1 5 1 9 0 . 3 2 0 5 . 8 2 2 1 . 0 1 9 7 .1

2 0 1 6 1 9 2 . 6 2 0 3 . 9 2 2 6 . 6 1 9 6 . 8

2 0 1 7 1 9 5 2 1 0 2 3 5 2 0 5

2 0 1 8 2 0 5 2 2 5 2 5 0 2 1 5

C a l EARNINGS PER SHARE A

e n d e r M a r. 3 1 J u n . 3 0  S e  . 3 0 De c . 3 1

2 0 1 4 .2 4 . 3 1 . 3 8 . 2 7

2 0 1 5 . 2 7 . 3 2 . 3 8 . 1 7

2 0 1 6 . 2 9 .3 4 .4 1 . 2 8

2 0 1 7 . 3 0 . 3 5 . 4 5 . 3 0

2 0 1 8 . 3 1 . 3 6 . 4 7 . 3 1

QUARTERLY DIVIDENDS PAID B l

M a r. 3 1 J u n . 3 0  S e  . 3 0 De c . 3 1

1 4 . 1 5 2 . 1 5 2

. 1 6 5 . 1 6 5

. 1 7 8 . 1 7 8

. 1 9 1 3 . 1 9 1 3

Fu l l

Ye a r

.5 8

.6 3

.6 9

.74

C a n

ender

2013

2014

2015

2016

2017

.1 4

. 1 5 2

. 1 6 5

. 1 7 8

. 1 9 1 3

602.5 627.0 670.5 726.1 712.0 757.8 768.5 779.g

95.0 97.9 104.4 124.0 144.8 153.1 205.0 213.9

38 .9% 39.7% 39.4% 39.2% 32.9% 39.0% 10.0% 10.5%

. . . . . . 1.1% 2.4%
55.4% 54.1% 55.6% 56.6% 52.7% 52.7% 48.9% 48.5%

44.6% 45.9% 44.4°/0 43.4% 47.3% 47.3% 51.1% 51.5%

2191.4 2306.6 2495.5 2706.2 2646.8 2929.7 3003.6 3216.0

2792.B 2997.4 3227.3 3469.3 3612.9 3936.2 4167.3 4402.0

5.9% 5.7% 5.6% 5.9% 6.9% 6 .6 % 8 .0 % 7.8%

9 .7 % 9.3% 9.4% 10.5% 11.6% 11.0% 13.4% 12.9%

9 .7 % 9.3% 9.4% 10.6% 11.6% 11.0% 13.4% 12.9%

3 2 % 2.8% 2.7% 3.7% 4.6% 4 .3 % 6.7% 6.1%

6 7 % 70% 72% 6 5 % 6 0 % 6 1 % 5 0 % 5 2 %

B US I NE S S :  A q u a  A m e ri ca .  I n c .  i s t h e  h o l d i n g  co m p a n y  f o r wa t e r

a n d  wa ste wa te r u t i l i t i e s th a t  se rve  a p p ro xi m a te l y th re e  m i l l i o n  re si

d e n t s i n  P e n n sy l va n i a O h i o  No r t h  Ca ro l i n a I l l i n o i s T e x a s N e w

J e rse y  F l o r i d a  I n d i a n a  a n d  f i v e  o t h e r  st a t e s.  Ha s 1 5 5 1  e m p l o y

e e s .  A cq u i re d  A q u a S o u rce  7 / 1 3  No rt h  Ma i n e  Ut i l i t i e s  7 / 1 5 a n d

o th e rs.  Wa l e r su p p l y  re ve n u e s 2 0 1 6 :  re si d e n t i a l  5 9 %;  co m m e rc i a l

A q u a A m e r i c a i s  i n f o r  a n o t h e r  g o o d

y e a r i n 2 0 1 7 . L a s t y e a r t h e c o m p a n y

p o s t e d a 1 6 %  i n c r e a s e i n  s h a r e  e a r n i n g s ,

d u e i n p a r t t o s e v e r a l d i f f e r e n t s t a t e s

r a n t i n g i t s w a t e r u t i l i t i e s h i g h e r r a t e s .

i n c o m e  i te m  i n  2 0 1 6  a l s o
h e l p e d  th e  n u m b e r s  l o o k  b e t te r . )  N o r th
C a r o l i n a  a n d  O h i o  h a ve  a l r e a d y  g r a n te d
in c r e a s e d  ta r i ffs  fo r  th i s  ye a r .  A l l  to l d  w e
th i n k  th a t  th e  c o m p a n y s  s h a r e  n e t  c a n
r is e  6 % o ve r  2 0 1 6 s  s tro n g  n u mb e r .
A  m o r e  m o d e r a t e g a i n  s e e m s  t o  b e  i n
t h e  c a r d s  f o r  2 0 1 8 . A  p e t i t i o n  to  r a i s e
cus tomers b i l ls i n Pe n n s ylva n ia wa s
r e c e n tl y  f i l e d and s h o u l d  b e  r u l e d  u p o n
n e x t ye a r .  W e  th i n k  th e  r a te s  w i l l  p r o b a
b ly o n ly b e  s u ffi c ie n t to  r a is e  Aq u a s  s h a re
n e t $ 0 .0 5  a  s h a re  o r  o n ly 3 .6 %.
D i v i d e n d  g r o w t h  p r o s p e c t s  a r e  s t r o n g
t h r o u g h  e a r l y  n e x t d e c a d e .  A l th o u g h
th e  y i e l d  p r e m iu m  th a t w a te r  s to c k s  u s e d
to  c a r r y r e la ti ve  to th e  Va l u e L in e  m e d ia n
has n a r ro we d  c o n s id e ra b ly over th e  p a s t
c o u p le  o f ye a r s  Aq u a  s ti l l  s h o u ld  a ve r a g e
a n n u a l  h i k e s  i n  th e  p a yo u t o f 9 % o ve r  th e
n e x t th r e e  to  fi ve ye a r  p e r i o d .
Aq u a  h a s  t h e  b a l a n c e  s h e e t  t o  m a k e
m o r e a n d b i g g e r acquis it ions. The

(C) In  m i l l i o n s a d j u ste d  fo r sto ck sp l i t s
0 2  4 ¢  0 3  3 ¢ .  1 2  1 8 ¢ .  E x d .  g a i n  f ro m  d i sc .

4.61 4.62 5 . 0 0  Re ve n u e s p e rch

1.87 2.07 2.25 Ca sh  F l o w"  p e rch

1.14 1.32 1 . 4 5  E a rn i n g s p e r sh A

.6 9 .74 . 8 5  D i v d  De c l ' d  p e rc h  B l

.07 2.16 2 . 2 5  Ca p l  S p e n d i n g  p e rch

9.75 10.43 1 1 .7 5  B o o k V a l u e pe r c h

176.54 177.3g 178.50

23.5 23.9 re s a re Avg An n ' l  P IE  Ra t i o 21.0

1.18 1.26 Lino Rel a t i ve  PIE Rati o 1 .30

2.6% 2 5 % Ares A v g A n n I D i v d  Y i e l d 2 .9%

814.2 819.9 8 9 5  Re ve n u e s ($ m i l l ) 1085

201.6 234.2 2 6 0  Ne t  P ro f i t  S u m 335

6 .9 % 8.2% 9 .0 % In co m e  T a x Ra te 10 .0%

3 .1 % 3.8% 3 . 0 %  A FUDC% t O  Ne t  P ro f i t 3 .5%

50.3% 48.4% 4 9 . 0 % L o n g T e rm  De b t  Ra t i o 51.0%

49.7% 51.6% 5 1 . 0 %  Co m m o n E  u p Ra t i o 49 .0%

3469.5 3587.7 4100 T ota l  Cap i ta l  ($m i I I) 5500

4688.9 5001.6 5 2 7 5  Ne t  P l a n t  S m i l l 5800

6 .9 % 7.6% 7 . 5 % Re t u rn  o n  T o t a l Ca p l 7 .5%

11.7% 12.7% 1 2 .5 % Re tu rn  0 n S h r.  E q u i t y 12.5%

11.7% 12.7% 1 2 . 5 %  R e t u m o n C o m E  u p 12.5%

4 .7 % 5.6% 5 .0 % Re ta i n e d  to  Co m  Eq 4.5%

6 0 % 5 6 % 5 9 %  A l l  D i v d st o  Ne t  P ro f 62%

1 6 %  i n d u st r i a l  wa st e wa t e r  &  o t h e r  2 5 % .  O H. & Di r.  o wn  l e ss t h a n

1 %  o f  t h e  c o m m o n  st o c k V a n g u ra d  G ro u p  8 . 9 %  B l a c kro d r  I n c

8 . 1 %  S t a t e  S t re e t  Ca p i t a l  6 . 0 %  (3 / 1 7  P ro x y ) .  P re si d e n t  &  Ch i e f

E xe cu t i ve  O f f i ce r.  Ch ri st o p h e r Fra n kl i n .  I n co rp o ra t e d :  P e n n sy l va

n i a .  A d d re ss:  7 6 2  We st  L a n c a st e r  A v e n u e  B ry n  M a wr P e n n sy l v a

n i a  1 9 0 1 0 .  T e l . :  6 1 0 5 2 5 1 4 0 0 .  In te rn e t :  www.a q u a a m e ri ca .co m .

d o m e s t i c  w a t e r i n d u s t r y  c o n s i s t s  o f  t h o u

s a n d s  o f  s m a l l l o c a l l y r u n  w a t e r  d i s t r i c t s .

D u e t o t h e r e d u n d a n c y o f m a n y o f t h e

t a s k s c o n s o l i d a t i o n h a s b e e n t h e t r e n d

o v e r t h e p a s t d e c a d e o r  s o b e c a u s e h u g e

s y n e r g i e s  c a n b e a c h i e v e d . M o r e o v e r t h e

s m a l l e r i n e f f i c i e n t w a t e r d i s t r i c t s a r e

f i n d i n g i t d i f f i c u l t t o r a i s e t h e n e e d e d

f u n d s t o u p g r a d e t h e i r d e t e r i o r a t i n g

p i p e l i n e  s y s t e m s . I n  t h e  f o u r t h  q u a r t e r  o f

2 0 1 6 t h e c o m p a n y a n n o u n c e d t h a t i t

w o u l d  b e  m a k i n g  a c q u i s i t i o n s  o f o v e r $ l 0 0

m i l l i o n .  T h i s  i s  g r e a t e r  t h a n  a l l  t h e  t u c k i n

a c q u i s i t i o n s m a d e o v e r t h e p a s t h a l f

d e c a d e .  W i t h  i t s  s o l i d  f i n a n c e s t h e  u t i l i t y

h a s  r o o m  t o  m a k e  b i g g e r  p u r c h a s e s  i n  t h e

f u t u r e . A s  t h e s e p u r c h a s e s  a r e  i n t e g r a t e d

i n t o  t h e  s y s t e m . l a r g e  c o s t  s a v i n g  c a n b e

a c h i e v e d .

I n v e s t o r s  c a n  f i n d  b e t t e r  o p t i o n s e ls e
w h e r e .  T h e  s t r o n g  p e r fo r m a n c e  b y  th e
w a te r  u t i l i ty  i n d u s tr y  h a s  l e f t  th e  s to c k s
w i th  d i v i d e n d  y i e l d s  th a t a r e  o n l y  m o d e r
a te l y  h i g h e r  th a n  th e Value L in e  m e d ia n .
T r u e .  d i v i d e n d  g r o w th  p o te n ti a l  i s  s tr o n g
b u t  W T R  s t i l l  o f fe r s  b e l o w a v e r a g e  to ta l
r e tu r n  p o te n tia l  th r o u g h  2 0 2 0 2 0 2 2 .
J a m e s A.  F l o o d Ap r i l  1 4 2 0 1 7

C o m p a n y s F i n a n c i a l  S t re n g t h A

S t o c ks P r i c e  S t a b i l i t y 9 5
P r i c e  G ro w t h  P e rsi st e n c e 7 0

E a rn i n g s P re d i c t a b i l i t y 9 0

To subscribe call 1800VALUEUNE1

(A ) Di l u te d  e g g .  E xc l .  n o r re c.  g a i n s:  0 1  2 ¢ ; m i d M a y .

. (B ) Di vi dends h i sto ri ca l l y pa i d  i n  ea rl y M a rch
o p e ra t i o n s:  1 2  7 ¢ ;  1 3  9 4 .  1 4  1 1 ¢ .  M a y  n o t Ju n e  S e p t .  &  De c . l Di vd .  re i n ve stm e n t  p l a n
su m  d u e  to  ro u n d i n g .  Ne xt  e a rn i n g s re p o rt  d u e a va i l a b l e  (5 % d i sco u n t ).

¢ 2017 Vakre Li ne. Inc. Al l  n h i s reserved. Factual  materi a l  i s obtai ned l oom sources bel i eved to be re l i abl e and i s provi ded wi thout warranti es a l  an kuzd
THE PUBLISHER IS NOT RESPONSIBLE FOR ANV ERRORS OR OMISSIONS HEREIN This blkal l cn i s stri ctl y lot subscribers own. nmcomerdal  internal  use. t., part
a l itmay be reproduced. resold stored or transmitted in any priced electronic of other loom 01 dell generating or marketing any prized or electronic pubhcaUan. semce 01 prods.



RECENT

PRICE

TRAILING
PIE RATIO

RELATNE
PIE RATIo

DIVD
YLD33.73 23.9 1.15 2.7%ARTESIAN RES. CORP. NDQ»ARrNA

VALUE
LINE

18.73
12.81

1999
15.16

19.59
16.43

24.43 I
18.20

23.82
19.85

29.16
20.00

24.27
21 .52

35.00
25.17

High
Low

34.50
29.37

I

~ -
. : O

19.31 I
13.00 I

LEGENDS
12 Mos Mov Avg

.. Rel Price Strength
Shadedarea indicates recession

45

30
22.53

n "

RANKS

PERFORMANCE 3 Average

Technical 3  Ave ra g e

SAFETY AVSIBQG

BET A .60 (1.00=Marke\)

L. 13

9

6

4

3

I I

1 - - --

¢ _ - l - - " -
- l | | | - -

- m I
- - - - l | l m n l u -

1 - Q - § _ " "m - Q - z
I

Financ ial Strength B

Price Stability 75

Price Growth Persistence 40

Earnings Predic tability 75

I

650

VOL.
(thous.)

© \AlU[ L INE PUBLISHING  l .l .c 2015 2016 201712018I
mi::m"n:m%i%::wm::n:mmm:i8 iiiiiiiiin:m

mmlmnlznluzlmam

N A /N A

8.13
2.04
1.07

.85
2.66

14.09

8.50
2 2 2
1.26

.8 7
2.28

14.61 -1451!-na
N A /N Ar 18.0

.9 3
3.8%

77.0
43 .0%

8.8
11.3

8.67
2.43
1.41

.90
3.10

15.23
9.13

20.9
1.14
3 .1%

79.1
44 .4%

9.2
13.0

20.5
1.08
3 .9%

72.5
48 .8%

8.7
9 .5

4 0 .1 %
13.1%

Bold l igules
are consensus

earnings
estimates

and, using the
recent prices.

P/E ratios.

SALES PER SH
"CASH FLOW" PER SH
EARNINGS PER SH
DlVDS DECL'D PER SH
CAPL SPENDING PER SH
BOOK VALUE PER SH
COMMON SHS OUT ST G (MILL
AVG ANNL PIE RAT IO
RELAT NE PIE RAT IO
AVG ANNL DIVD YIELD
SALES (SMILL)
OPERAT ING MARGIN
DEPRECIAT ION (SMILL)
NET PROFIT  (SMILL)
INCOME T AX RAT E
NET  PROFIT  MARGIN
WORKING CAPL ($MILL)
LONGT ERM DEBT  (SMILL)
SHR. EQUIT Y $MILL
RET URN ON T OT AL CAPL
RET URN ON SHR. EQUIT Y
RET AINED T O COM EQ
ALL DIVDS T O NET  PROF

2008

7.59
1.65

.8 6

.7 1
6 .09

11.86
7.40

20 .1
1.21
4 .1%

56.2
45 .1%

5.8
6 .4

40 .8%
11.4%

d20.9
107.6

87.8
4 .7%
7 .3%
1.4%

8 1 %

2009

8.11
1.84

.97

.72
2.32

12.15
7.51

16.4
1.09
4 .5%

60 .9
46 .9%

6.6
7.3

40 .1%
11.9%

d23.3
106.0

91 .2
5 .2%
8 .0%
2.1%

7 4 %

8.48
1.92
1.00

.15
2.57

12.44
7.65

18.2
1.16
4 .1 %

64 .9
4 6 .5 %

7.0
7 .6

40 .0%
11.7%

d 2 7 .9
105 .1

95 .1
5 .6%
8 .0%
2.0%

75%

7.56
1.64

.83

.76
1.83

13.12
8.61

22 .5
1 .41
4.1 %

65 .1
45 .5%

7.4
6 .7

40 .8%
10.4%

d11 .4
106.5
113 .0

4 .6%
6 .0%

.5 %
9 2 %

7.82
1.87

.94

.82
2.40

13.80
8.83

23.9
1.34
3 .7%

69.1
47 .0%

8.3
8 .3

4 0 .2 %
1 2 .0 %

d 1 2 3
105.5
121 .8

5 .1%
6 .8%

.9 %
8 7 %

8.10
2.04
1.13

.7 9
2 .36

13.57
8 .71

18.3
1.17
3 .8%

70.6
4 8 .7 %

7.9
9 .8

40 .2%
14.0%

d11 .4
106 .3
118 .2

5.9%
8 .3%
2.5%

70%

d 13.5
105.0
125.6

5 .5%
7 .6%
1.6%

79%

16.4%
d4 .7

102 .3
139 .0

6 .7%
9 .3%
3.4%

6 3 %

14.7%
d8 .8

103.6
132.3

6 .3%
8 .5%
2.6%

6 9 %
Note: No analyst estimates available.

ANNUAL RAT ES

l
\
i

l
INDUSTRY: Water UtilityASSET S ($mill.)

Cash Assets
Receivables
Inventory
Other
Current Assets

2015
.2

6.4
1.7
6.1

14.4

2014
.2

8.4
1.9
6.1

16.6

12/31/16
.2

7.8
1 .6
5.0

14.6

of change (per share)
Sales
Cash Flow"

Earnings
Dividends
Book Value

5 Yrs.
1.0%
4.5%
6.0%
3.0%
3.0%

1 Yr.
2.0%
9.0%

12.0%
3.0%
4.5%

Fiscal
Year

Full
Year

QUART ERLY SALES ($mill.)
1 0 2Q 3 0 SQ

16.9
18.0
18.5

19.6
20.8
21.8

17.9
19.5
19.4

18.1
18.7
19.4

Property PIant
& Equip at cost

Aocum Depreciation
72.5 Net Property
77.0 Other
79.1 T otal Assets

514.8
105.2
409.6

7.6
431.6

496.2
98.4

397.8
7.8

422.2

539.7
110.3
429.4

7.0
451.0

12/31/14
12/31/15
12/31/16
12/31/17

Fiscal
Year

Full
Year

EARNINGS PER SHARE
SQ t o 3 0 4 0

LIABILIT IES ($miII.)
Accts Payable
Debt Due
Other
Current Liab

3.8
19.9

6.5
30.2

5.5
11 .8

5.9
23.2

5.6
8.4
5.3

19.3
.20
.24
.28
.30

.28
.22
.36
.33

.94
1.07
1.26
1.41

.17

.24
.21
.30

.29

.37
.41
.48

12/31/13
12/31/14
12/31/15
12/31116
12/31/17 LONGT ERM DEBT  AND EQUIT Y

as of 12/31/16
Cal

endar
Q UA
SQ

Full
Year

RT ERLY DNIDENDS PAID
2 0 SQ SQ Due in 5 Yrs. $590 millT otal Debt $110.8 mill

LT  Debt S1023 mill.
Inc luding Cap. Leases None

BUSINESS: Artesian Resources Corp. operates as a hold-
ing company of wholly owned subsidiaries offering water,
wastewater services and related services. It holds Certifi
cates of Public Convenience and Necessity, for about 283
square miles of exclusive water service territory and ap
proximately 25 square miles of wastewater service territory,
most of which is in Delaware and some in Maryland and
Pennsylvania. Its largest connected regional water system,
consisting of about 141 square miles and 74000 metered
customers, is located in norther and portions of southcm
New Castle County Delaware. Artesian Wastewater Man-
agement Inc. is a regulated entity that owns wastewater
collection and treatment infrastructure, and provides waste-
water services to customers in Delaware as a regulated
public wastewater service company. it currently operates
wastewater treatment facilities for the town of Middletown,
in southern New Castle County under a 20year contract
that expires in July 2022. Has 225 employees. Chairman
C.E.O. & President: Dian C. Taylor. Address: 664 Church-
mans Rd. Newark DE 19702. Tel.: (302) 453-6900. Inter
net: http://www.artcsianwater.com. J. V

.212
.218
225

.212

.218

.225

.as
.87
.90

.215
.222
.228

(42% al Capl)
Leases Uncapitalized Annual rentals S.1 mill.

2014
2015
2016
2017

.209

.215
.222
.228 April 14 2017

Pension Liability $1.0 mill. in 16 vs $1.1 mill in 15
TOTAL SHAREHOLDER RETURN

Pfd Stock None Pfd Divd Paid None
to Buy

Common Stock 9133000 shares
(58% of Capl)

DivIdends plus appreciation as of 3/31/2017

1  Yr . 3  Yr s . 5  Yr s .

20 .09% 61.33% 107.76%

T o  s u b s c r i b e  c a l l  1 8 0 0 VAL U E U N E

INST IT UT IONAL DECISIONS

2Q16 3Q16 4Q16
38 35 35

to Sell ea as 30 3 Mos. s Mos.
Hlds(000) 3491 3488 3582 2 . 7 2 % 15.88%

o 2017 Value Line. Inc. AI oughts resewed. Fac1uaI material is obtained from sources believed Io be feIlab\e and is provided without warranties al an* kind
THE PUBLISHER IS NOT RES NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. ThisJ>mBcalion is slridly lot subscribers own noncommerdal inlemai use. o pan
d  | may be reproduced. resold slowed nr uansmMed in any pNntesi elecuonac of other rum of use for generalhg of marketing any pvirxed of electric punkavim selvke of pfoducl



RECENT
PRICE

PIE
RATIO

DIVD
YLD35.40 1.33 2.0%CALIFORNIAWATERNYSE-CWT

Trailing:35.0 RELATNE
2 6 . 0 Median:20.l] PIERATIO

VALUE
LINE

2 4 1
16.7

19.4
16.7

19.8
16.9

19.3
16.8

23.4
18.4

36.8
22.5

26.0
19.5

376
32.4

26.4
20.8

Target Price Range
2020 2021 2022II

TIMELINESS 3 LoweredI2/23/16
SAFETV 3 LOwe|Ed 7/27/07
TECHNICAL 2 Raised 4Il4I17

a sl A  . 7 5  ( 1 . W Mallle4) 2 Io f1  sp l i t  6 /11
YesI  | 1 0

High: 22.9 22.7
Low: 164 17.1
LEGENDS

1.33 x Dividendsst  Sh
ziividgd Hg Yntae Rate
Rdauve nee Strength

Ogonsz
oded area indicates recessive

m m u m g w

N
Ann'l Total

Recur
11 %

1%
* - r . . *

SO

48
40
32

24
20
16

12»
.~*  ~.* ¢ .

8

6
% TOT. RETURN 3/17

I - - - - - 1 -
- - -

- .| u -l - - W - - - W
m .» - u| m m n - -

_ll - -
m I - - 1 - - -

- - - - - - l l - -

I87 is l _ 1 1 1 1 ! 1 - 2 2 1 1 1
mnllm llllmnllllI'nlnllllllmn\ lnllnnl' lll
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laizfzl
B.13

1.10

.4 7

. a s

2.04

6.48

14.70

3.15

1.75

. 9 9

3.65

16.00

limllm

1

y
Pension Assets12/16 S376.5 mill.

Oblig. $564.8 mill.
Pfd Stock None

Common Stock 47965000 she.

19.7
1.31
3.1%

449.4
40.6

40.3%
7.6%

47.1%
52.9%
794.9

1198.1
6.5%
9.6%
9.6%
3.8%
60%

MARKET CAP: $1.7 billion (Mid Cap)

CURRENT POSITION 2014 2015 12/31/16
(SMILL.)

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Other
Current Liab.

19.6
134.5
154.1
59.4
85.7
72.6

217.7

8.8
118.8
127.s

66.4
40.2
41.9

148.5

25.5
116.6
142.1

77.8
123.3

49.1
250.2

l

l

ANNUAL RATES Past
of change (per sh) 1l:I Yrs.
Revenues 4.0%
Cash Flow" 5.0%

Earnings 4.0%
Dividends 1.5%
Book Value 5.0%

P as t  E s t d  1416
5 Yrs. to 2022

2.0% 2.5%
3.5% 5.0%
3.0% 9.0%
2.0% 6.5%
5.0% 3.0%

Cal
endar

2014
2015
2016
2017
2018

Full
Year

597.5
588.3
609.4
645
675

Price Gain
High 50 (*40°/o
Low 30 (.15%1 . .
Ins ider Dec is ions

J J A s o  N o  J F
toBy 1 1 1 1 1 1 1 1 1
Options 0 0 0 0 0 0 0 0 o
toss 1 0 0 0 0 0 0 0 0
Institutional Decisions

202011 s02016 402016 P e rce n t 1 8

7a 73 33 shares 12
Hla$(000 35876 33965 34200 traded e

2004  2005  I  2006  3

8.67 8.18 8.59 a.72 8.10 r
1.32 1.26 1.42 1.52 1.36

.63 .61 .73 .74 .67

.56 .56 .57 .57 .58
2.91 2.19 1.87 2.01 2.14

6.56 7.22 7.83 7.90 9.07

3036 33.86 36.73 36.78 41.31

27.1 19.8 22.1 20.1 24.9 29.2

1.39 1.08 1.25 1.06 1.33 1.58

4.4% 4.5% 4.2% 3.9% 3.1% 2.9%

CAPITAL STRUCTUREas of 12/31/16
Total Debt $655.0 mill. Due in 5 Yrs $174.0 mm.
LT Debt $5317 mill. LT Interest S33.4 mill.

(45% at Capl)

T h e  c o m p a n y / y  r a i s e d  i ts  q u a r te r l y  d i v i
o t oCal

endar

2014
2015
2016
2017
2018

Full
Year

1.19
.94

1.01
1.35
1.45

I

.1625

.1675

.1725

QUARTERLY REVENUES (S miII.)E
Mar.31 Jun.30 Sep.30 Dec.31

110.5 158.4 191.2 137.4
122.0 144.4 183.5 138.4
121.7 152.4 1843 151.0
135 160 195 155
140 170 205 160

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

d.11 .36 .70 .24
.03 .21 .sz .18

d.02 .24 .48 .31
.05 .35 .65 .30
.07 .38 .67 .33

QUARTERLY DIVIDENDS PAID B I

Jun.30 Se .30 Dec.31

.16 .16 .16
.1625 .1625
.1675 .1675
.1725 .1725

Fu l l
Y e a r

.64

.6 5

.6 7

.6 9

Cal
endar

2013
2014
2015
2016
2017

Mar.31

.16

.1625

.1675

.1725

.18

ms VLARITIL
STOCK INDEX

1 1 yr. 37.2 20.2
3 yr. 621 22.0
5 y| 127.4 7a.0

2007 200812009 2010 2011 12012 12013 2014 2015 2016 2017 .2018 ©VALUELINEPUB.LLC
8.88 9.90 I 10.82 11.05 12.00 13.34 12.23 12.50 1229 12.70 13.45 1 14.05 Revenues per sh
1.56 1.88 1.93 1.93 2.07 2.32 221 2.47 2.22 2.34 2.65 2.80 "CashFlow"persh
.75 .95 .98 .91 .86 1.02 1.02 1.19 .94 1.01 1.35 1.45 Earnings perch A
.58 .59 .59 .60 .62 .63 .64 .as .67 .69 .72 .75 Divd DecId p€lSh8l

1.84 2.41 2.66 2.9 2.83 3.04 2.76 3.69 4.77 3.85 CapI Spending per sh
9.25 g.72 10.13 10.45 10.76 11.28 13.11 13.41 13.75 14.25 Book Value persh °

41.33 41.67 41.02 41.98 47.74 47.81 47.88 47.97 48.00 48.00 Common Shs Outstg
26.1 19.8 20.3 21.3 17.9 20.1 19.7 24.8 29.6 Boldllgres are AvgAnnI PIE Ratio 23.0
1.39 1.19 1.29 1.34 1.14 1.13 1.04 1.25 1.56 Value Llano Relative PIE Ratio 1.45
3.0% 3.1% 3.2% 3.4% 3.5% 3.1% 2.8% 2.9% 2.3% " "  " " Avg Annl Divd Yield 2.5%

367.1 410.3 460.4 501.8 560.0 584.1 597.5 588.4 609.4 645 675 Revenues ($miII)£ 735
31.2 39.8 37.7 36.1 42.6 47.3 56.7 45.0 48.7 55.0 70.0 Net Pro flt Small 88.0

39.9% 37.7% 39.5% 40.5% 37.5% 30.3% 33.0% 36.0% 35.5% 35.0% 35.0% Income Tax Rate 35.0%
8.3% 6.6% 4.2% 7.6% 8.0% 4.3% 2.7% 4.3% 6.1% 5.0% 5.0% AFUDC%10 Net Profit 5.0%

42.9% 41.6% 52.4% 51.7% 47.8% 41.6% 40.1% 44.4% 44.5% 45.0% 45.0% LongTerm Debt Ratio 43.0%
56.6% 58.4% 47.6% 48.3% 522% 58.4% 59.9% 55.6% 55.4% 55.0% 55.0% Comm0nE up Ratio 57.0%
574.9 690.4 914.7 931.5 908.2 1024.9 1045.9 1154.4 1191.2 1250 1275 Total Capital[$mill) 1400

1010.2 1112.4 1294.3 1381.1 1457.1 1515.6 1590.4 1701.8 1859.3 19001 1930 NetPIant $m111 2000
5.9% 7.1% 5.5% 5.5% 6.3% 6.0% 6.3% 5.2% 5.5% 5.5% 5.5% Return on TotaICapl 7.0%
8.1% 9.9% 8.6% 0.0% 9.0% 7.9% 9.1% 7.0% 7.4% 0.5% 10.0% Retumon Shr.Equity 11.0%
8.1% 9.9% 8.6% 8.0% 9.0% 7.9% 9.1% 7.0% 7.4% 9.5% 10.0% Retumon Com Equi 11.0%
1.8% 3.8% 3.0% 2.3% 3.4% 3.4% 4.1% 2.0% 2.4% 4.5% 5.0% Retained to Com Eq 5.0%
77% 61% 66% 71% 62% 56% 55% 71% 68% 53% 52% All Divds to Net Prof 56%

BUSINESS: Calitomia Water Service Group provides regulated and quired Rio Grande Corp. West Hawaii Utilities (9108). Revenue
nonregulated water service to 482400 customers in 100 com breakdown 16: residential 72% business 20% industrial 4%.
munities in the state of Caliiomia. Accounts for over 94% of total public authorities 3% other 1%. off. and dir. own 1% of common
customers. Also operates in Washington New Mexico and Hawaii. stock (4/16 proxy). Has 1163 employees. Pres.. Chrm. and CEO:
Main service areas: San Francisco Bay area Sacramento Valley Peter C. Nelson. Inc.: DE. Addr.: 1720 North First St. San Jose CA
Salinas Valley San Joaquin Valley a parts of Los Angeles. Ac 951124598. Tel.: 4083678200. Web: .calwatergroup.com.

C a l i f o r n ia W a t e r Se rv ic e C r o u p pectation o f $1.35 are unchanged fo r now.
r e po r t e d  s t a ndo u t  f in a nc ia l  r e s u l t s  t o Mo reover, we are unveiling our 2018 reve
c o nc lude  2 0 1 6 .  The  re gu la t e d  and  no n nue  and earnings  es t imates  o f  S6 7 5  m il
regulated w ater pro v ider generated reve lion and $ l45 a share. respectively.
hues o f $151  millio n and $0 .31  a share in A g g r e s s iv e  c a p i t a l  i n v e s t m e n t  in  t h e
ne t  inco m e  dur ing the  Decem ber pe r io d. c o m in g  y e a r s  w a s  a n  a d d i t io n a l  c o m
Bo th f igures  im pro ved m arkedly  year o ve r po rtent  o f  t he  ra te  case  dec is io n. C a li
y ea r  eas ily  bes t ing o ur e s t im ates .  While fo rma Water spent  a  reco rd $229  m illio n
the sho w ing w as  s te llar it  is  w o rth no t ing o n infras t ruc ture upgrades  and sys tem im
that  o rganic  o pera t io ns  ( to p and bo t to m provements last year. With an allo tment o f
lines )  go t  so me he lp fro m  o net ime items S6 5 8  m illio n fo r  it s  c apit a l budge t  Lo  be
associated w ith the rate case decis io n spread o ver the  pull t o  2 0 1 9 w e  sec  no
namely the reso lution o f  ba lanc ing ac slowdown o f spending in s ight.
counts and the reco very o f drought co sts.
T h e s e  b e n e f i ts  o u tp a c e d  a n u p ti c k i n  d c n d  b y  4 ° $ 0 . 1 8  a  s h a r e .  T h i s
ma in te n a n c e a n d who lesa le w a te r e x m a rk s  th e  4 9 th  c o n s e c u tive  a n n u a l  p a yo u t
s e n s e s .  A l l  th in g s  c o n s id e re d . . . i n c r e a s e .  T h a t  s a i d .  t h e  c u r r e n t  y i e l d
G r o w t h  i s  l i k e l y o n t a p fo r 2 0 1 7  a n d  w h i l e  r o u g h l y  o n  p a r  w i t h  t h e  b r o a d e r
2 0 1 8 .  O ve r a l l  th e  c o m p a n ys  a b i l i ty  to  i m m a r k e t a ve r a g e s is n o ti c e a b l y  w e a k e r
m e d i a te l y  i m p o s e  w a te r  r a te  h i k e s  o n  i t s  t h a n  i n  p r i o r  y e a r s  m a i n l y  d u e  to  t h e
c u s to m e r s  fa r  o u tw e ig h s  th e  m a n a g e a b le  s to c k s  r e c e n t p r i c e  s u r g e .
in c re a s e s  in  o p e ra tin g  c o s ts .  D ro u g h t c o n B a s e d o n t h i s  i s s u e s  r i c h  v a l u a t i o n ,
e d i t i o n s  c o n t i n u e  to  b e  a  c o n c e r n  m a i n l y  o n  w e  th i n k  b e t te r  o p t i o n s  c a n  b e  fo u n d
wa te r  u s a g e  re s tr i c tio n s  a n d  o p e ra tin g  e x e l s e w h e r e  fo r  n o w .  B u t  w e  s t i l l  l i k e  th e
senses b u t  t h i s  e s s e n t i a l l y  b e c o m e s  a  l o n g te r m s to r y a n d suggest in ve s to rs
w a s h  o n c e  th e  P u b l i c  U t i l i t i e s  C o m m i s s i o n  k e e p  C W T  o n th e i r r a d a r s  s h o u l d  a
a p p ro ve s  re c o ve ry.  Th u s  o u r  2 0 1 7  re ve n u e  m e a n in g fu l  d ip  in  s h a re  p r ic e  o c c u r .
e s tim a te  o f $ 6 4 5  m i l l i o n  a n d  s h a r e  n e t ex N ic h o l a s  P  Pa t r i k i s A p r i l  1 4  2 0 ] 7

Companys Financial Strength B++
$tocks Price Stability as
Price Growth Persistence 35
Earnings Predictability 75

To subscr i be  ca l l  1800V ALUELI NE

May. Aug. and Nov. | Divd reinvestment plan (D) In millions adjusted for splits.

due late May. C) Incl. intangible assets. In 16 : $21.9 mill.

c 2017 Va l ue L i ne . Inc.
This uhl i cation i s stri ct lot subscribers own

M ll may be reproduced resold. stored nr transmitted in any printed electronic or other lord. a use tor generating or marketing any printed or electronic ptblrcatlon.

(A) Basic EPS. Excl. nonrecurring gain (loss):
01 2¢ 02 4¢ 11 4¢ Next earnings report available. (E) Excludes nonreg. rev.

(8) Dividends historically paid in late Feb. 10.46/sh.
A lpr6ghts reserved. Factual  materi a l  i s obtained l orn sources bel i eved to be rel i able and i s provided wi thout warranti es al  m kind

THE PUBLISHER IS NOT RES NSIBLE FOR ANY ERRORS OR OMISSIONS H£REIN. noncommercial  inland use. 0 part
service or product
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25.5 RELAT NE

20.0 PIE RATIO52.96 260(M8 ) 1.33 2.1%CONNECTICUTWATER
VALUE
LINENDQ-CTWS

264 '
17.3

29.1
23.3

27.9
20.0

27.7
20.3

39.9
33.2

32.8
26.2

36.4
27.8

37.5
31.0

58.3
37.5

59.3
51.9

Target Price Range
2020 2021 2022

High:
Low:
LEGENDS

x

25.6
22.4

1.30 x Dividends Sh
divided 18 ynteresr Rate

. . Rdal i ve me Suengl l l
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6%
4%

Price Gain
High 60 (+15%
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60
50
40

30
25
20
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0 0 0
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4

% TOT. RETURN 3/17
m s VI Anna

STOCK INDEX
20.4 2 0 2
68.6 22.0

116.9 78.0

Insider Decisions
J J A s o N D

toBy 0 0 0 0 0 0
Options 0 0 0 o 0 0 0
lo 5dI 0 0 0 0 0 0 0
Institutional Decisions

201015 302016

4 9 5 1
5 2 4 8

5138 5226
r m m l ln t n m - l l n n l l m n u l l lm lm  n
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- - _ - - M I I - _ - I l
l - _ l l H "

_
2006 2016lfzumfzsn

I

I  2017

9.20

3.40

2.20

1.20
4.50

21.75

8.77
3.31

2.08
1.12

5.93

20.98

lnnzl llzalzzmln!zu
18.4 20.7 23.0 19.4 18.4 17.5 17.6 23.3 B o l dHns l r c AvgAnnIPlE Ratio

Vasl1 LQ; Relative PIE Ratio

5.68

1.52

.81

.8 5

1.96

11.60

8.27

29.0

1.57 I

3 .6 %

8.46

22.2

1.34

3.6% l1
E

402016 P r88 .s.°:2'
we too 5436 traded

2 0 0 1 2 0 0 4  2 0 0 5  I

5.93 5.77 5.91 6.04 5.81

1.78 1.78 1.89 1.91 1.62

1.13 1.12 1.15 1.16 .88
.80 .81 .83 .84 .85

1.86 1.98 1.49 1.58

9.25 10.06 10.46 10.94

7.85 7.94 7.97 8.04 8.17

21.5 24.3 23.5 22.9 28.6

1.10 1.33 1.34 1.21 1.52

3.3% 3.0% 3.0% 3.1% 3.4%

CAPITAL STRUCTURE as of 12/31/16
Total Debt $201.9 mill. Due in 5 Yrs S19.8 mill.
LT Debt $197.0 mill. LT Interest $7.7 mill.

(44% of Capl)

Leases, Uncapilalized: Annual rentals S.3 mill.
Pension Assets12/16 $62.7 mill.

Oblig. S79.3 mill.

Pfd Divd NMFpfd Stock $0.8 mill.

Common Stock 11248000 she.
a

19.0%

3.0%
47.0%

53.0%

470

615
6.0%

10.0%

10.0%

4.5%

55%

2016 95% of rel income was derived from these activities. Pro

MARKET CAP: 5600 million (Small Cap)

CURRENT POSITION 2014 2015 12/31/16
1SMILL)

Cash Assets
Accounts Receivable
Other
Current Assets
Accts Payable
Debt Due
Other
Current Liab.

2.5
12.0
21.7
38.2
10.0

4.4
9.2

2 .

1.6
13.0
14.8
29.4
13.1

4.9
37.1
55.1

.7
11.0
15.3
7

11 .9
2 8

22.2
36.9

E s l d  1416
to 2022

7.5%
3.5%
4.5%
4.5%
3.0%

I
Full
Year

I

Cal
endar

2014
2015
2016
2017
2018

94.0
95.
98.7

106
115

Cal
endar

2014
2015
2016
2017
2018

Full
Year

1.92
2.04
2.0a
2.20
2.35

» guisition
public

Full
Year

.98
1.01
1.05
1.12

Cab
ender

2013
2014
2015
2016
2017

ANNUAL RATES Past Past
of change (per sh) 10 Yrs. 5 Yrs.
Revenues 4.0% 3.0%
Cash Flow" 6.5% 9.5%

Eamings 8.0% 12.0%
Dividends 2.5% 3.0%
Book Value 6.0% 9.0%

QUARTERLY REVENUES (s mill.)
Mar.31 Jun. 30 Se .30 Dec. 31

20.3 25.4 27.6 20.7
20.0 26.6 28.4 21.0
21.6 26.1 29.5 21.5
23.0 28.0 32.0 23.0
25.0 30.0 35.0 25.0

EARNINGS PER SHARE A
Mar.31 Jun. 30 Sep. 30 Dec. 31

.27 .67 .76 .22
.28 .77 .79 .20
.28 .89 .84 .07
.30 .79 .88 .23
.35 .ea .90 .30

QUARTERLY DIVIDENDS PAID 81

Mar.31 Jun.30 Se .30 Dec.31

.2425 .2425 .2475 .2475

.2475 .2475 .2575 2575

.2575 .2575 .2675 .2675

.2675 2825 .2825 2825

.2825

throughacquisition model will probably
remain in place. Solid free cash flow gen
eration along with a manageable amount
of debt augurs well for this strategy.
Our recommendation on this equity
has not changed much over the past
three months. The stock price. though
slightly off of fresh alltime highs. already
appears to be reflecting a good amount of
the gains we envision over the 20202022
time frame. Moreover the issue is pegged
as a market laggard over the coming six to
12 months (Timeliness: 5). All told we
continue to advise investors to take a pass
on these richly valued shares for now.
Nicholas I? Pafrikis

(A) Diluted earnings. Next earnings report due vestment plan available.
late May.

1 yf.
3 yr.

15vf.
2 0 0 7 2008  £2009 2 0 1 0 2 0 1 1 2 0 1 2 2 0 1 3  2 0 1 4  . 2 0 1 5 1 2 0 1 8 ©VALUELINEPU8.LLC:2022

7.05 7.24 6.93 7.65 7.93 9.47 8.29 8.45 8.58 10.00 Revenues per sh 13.35

1.90 1.95 1.93 2.04 2.11 2.64 2.63 2.97 3.18 3.55 "Cash FlOW" per sh 3.90

1.05 1.11 1.19 1.13 1.13 1.53 1.66 1.92 2.04 2.35 Earnings perch* 2.65

.87 .ea .90 .92 .94 .96 .98 1.01 1.05 1.24 Divd Decld pef§hBI 1.40
2.24 3.28 3.06 2.79 3.02 4.11 4.29 CapI Spending perch 3.35

11.95 12.67 13.05 20.95 17.92 18.83 20.01 Book Value perch o 23.75

8.38 8.57 8.68 8.78 8.85 11.12 1119 Common Shs 0 utstg 12.00

23.0 19.0

1.22 1.23 1.32 1.44 1.23 1.03 .92 .89 1.22 1.20

3.6% 4.1% 3.9% 3.6% 3.2% 3.2% 3.0% 2.9% 2.3% Avg Annl mvd Yield 2.8%

59.0 59.4 66.4 69.4 83.8 91.5 94.0 96.0 98.7 115 Revenues ($mill) 160

s.a 10.2 9.8 9.9 13.5 18.3 21.3 22.8 23.4 27.0 Net Profit Smill 32.0

32.4% 27.2% 19.5% 35.2% 41.3% 32.0% 28.0% 14.4% 3.5% 9.9% 20.0% Income Tax Rate 28.0%

1.7% . . . . . 1.7% 2.0% 2.4% 2.3% 5.1% 25% AFUDC%to Net Profit 2.5%
47.8% 46.9% 50.6% 49.5% 53.2% 49.0% 46.9% 45.7% 44.1% 45.4% 47.0% LongTerm Debt Ratio 46.5%

51.8% 52.7% 49.1% 50.2% 46.5% 50.8% 52.9% 54.1% 55.7% 54.4% 53.0% CommonE up Ratio 53.5%

193.2 196.5 221.3 225.6 254.2 364.6 373.6 386.8 402.4 433.8 490 TotaI Capital (small) 535

284.3 302.3 325.2 344.2 362.4 447.9 471.9 506.9 545.3 601.4 635 Net Plant($milI) 675
5.5% 5.9% 5.5% 5.4% 4.9% 4.8% 5.9% 6.4% 6.5% 6.3% 6.0% Return on Total Ca I 6.5%

8.7% 9.0% 9.3% 8.6% 8.3% 7.3% 9.2% 10.1% 10.1% 9.9% 10.5% Return on Shr. Equity 11.0%

8.7% 9.1% 9.4% 8.7% 8.3% 7.3% 9.2% 10.2% 10.1% 9.9% 10.5% Return on ComE up 11.0%

1.6% 1.9% 2.3% 1.6% 1.4% 2.8% 3.8% 4.8% 4.9% 4.6% 5.0% Retained to Com Eq 5.0%

82% 79% 76% 81% 83% 62% 59% 53% 52% 54% 53% AIIDivd$t0 Net Prof 53%

BUSINESS: Connecticut Water Service Inc. is a nonoperating January 2012; Biddeford and Saco Water December 2012
holding company whose income is derived from earnings of its Heritage l/llage February 2017. Inc.: Conn.. Has 266 employees.
whollyowned subsidiary companies (regulated water utilities). In chainman/PresidentlChief Executive Ofticen Eric w. Thornburg. of

ficers and directors own 2.6% of the common stock BlackRock.
vides water services to 440000 people in 79 municipalities through lnc. 7.0% (4116 proxy). Address: 93 West Main Street ClintonCT
our Connecticut and Maine. Acquired The Maine Water Company 06413. Telephone: (860) 6698636. Internet: www.ctwater.com.
Connecticut Water Servicc has closed be more profound going forward. Tak
the book on its acquisition of Heritage in into consideration a jump in the cus
Village Water Company. The deal was tamer base with further additions possible
finalized in February of this year for a to in the back half of 2017 we think revenue
tal value of $20.7 million. In sum approxi growth of 7% is achievable this year.
mutely 7.700 customers (water & Meanwhile, earnings are poised to advance
wastewater) spanning South bury Mid nicely as our model calls for sharenet ex
dlebury and Oxford Connecticut will be pension of 6% in 2017. Operation and
brought under the umbrella. This addition maintenance costs may inch higher in the
brings the companys footprint to 79 com near term due to integration but expenses
munities in the Northeast serving over seem to be under control. Whats more
440000 people. Indeed we look for the ac over the long haul the companys growth
quisition to positively impact the top line.
A second deal, which is a bit larger in
stature (in terms of cost), is in the
queue. As mentioned in our January
review Connecticut Water has entered
into an agreement to purchase The Avon
Water Company at a cashandstock price
of about $37 million. Avon serves nearly
4800 water customers across several com
munities in Connecticut. Currently the ac

is pending approval from the
Utilities Regulatory Authority

which should be decided within the second
quarter. The deal is expected to close by
the third quarter of this year.
Top and bottomline growth should April 14 2017

Companys Financial Strength B+
Stocks Price Stability 90
Price Growth Persistence 50
Earnings Predictability 85

To  s u b s c r i b e  c a l l  1 8 0 0 V A L UE UNE

(C) In millions adjusted for split.
(B) Dividends historically paid in midMarch (D) Includes intangibles. In 2016: $30.4 mil
June September and December. l Divd rein lion/$2.70 a share.
c 2017 Val ue Lhe Inc. Al l  r h i s reserved. Factua l  mai enal  i s obta i ned l oom sources be l i eved to  be re l i ab l e  and i s provi ded wi thout warranti es or an Lund
THE PUBLISHER is NOT RE$P8NSlBLE FOR ANY ERRORS OR OMISSIONS HEREIN. . lim part
d it may be reproduced resold stored or lransmlted in any printed electronic of other term. service or product
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RECENT

PRICE

26.9 RELAT NE

20.0 PIE RATIo

PIE

RATIO

DIVD
YLD1.3431.09 2.3%26_3(1Z§£.8:MIDDLESEXWATER VALUE

LINENDQMSEX

17.9
11.6

19.8
12.0

19.3
14.7

20.5
16.5

19.6
17.5

23.7
19.1

19.4
16.5

22.5
18.6

42.8 9
34.6

Target Price Range
2020 2021 2022

High:
Low:
LEGENDS

TIMEUNESS 3 Rai$ed 3l10l1I
SAFETY 2 New 10f21ll1
TECHNICAL 3 LOwE¢€43l\0/17

A n n  . v s 11.00 mafue0

20.2
16.9

1.20 x Diviuiends sh
divided b cnteresr Rate

. Relative e Sl lenglh
Oguonsz Yes . .

haded area mdlcales recession
I | 1 1

IIIIlllllr nm |1i0YIIITM I H

Annl Total
Return
10%
1%

Price Gain
High 50 (+35%
Low 35 (5%
Insider Decisions

64

48
40
32

24
20
16
12

'»»...

_ - - " - -
_ - - -
- " 4 - 1 u | m -

" " " " ' = " " ' " " " " '
- - Q Q § 5 mmm - " § § -

u l - - -
- - - - " - - - -

- - - - - - - - "
8

6

1
- M n - $ l  I - -

_ - I I T I I I I  l r n l n  n l l n m l l l l n l i -
Percent
shares
traded

12
8
4

J J A s  o N D  J F
\oBey 0 0 0 0 0 0 0 0 0
Dpticns  7 0 0 0 o 0 0 0 0
losels 0 0 0 0 2 1 0 0 1
Institutional Decisions

201016 302016 402015

5 9 5 0 4 0
5 2 5 6 6 2

7 2 0 8 7 4 9 5 7874

n
1mmmtmmlllllllmlinnlulml1u1111nnlnlll1lllnInnm1mnimmnIIInllmnmnllnllliliiiiHiiII

amnrznn wnauanm

to Be
to Sell
Hld 000

2001 20082410124141
6.60

1.55

.9 8

.7 2

2022

9.10
3.10
2.05
1.02

8.16

2.17

1.38

.B1 1
;

6.79

1.53

.8 9

.7 0

2.12

10.03
1
1

fun

2017 1 2

8.50 I
235
1.50
.84

1.80
13.95
16.50

Boldffgbres are
Vlluo:LInl
eli arcs

2 0 0 4 I 2 0 0 5

6.25 6.44

1.28 1.33

.7 3 .71

.6 6 .67

2.54 2.18

8.02 8.26

11.36 11 .58

26.4 27.4

1.39 1.46

3.4% 3.5%

6.75

1.40

.7 2

.7 1

1.49

10.33

13.52

21.0

1.40

4.7%

16.30

25.6

1.35

2.3%

as TOT. RETURN 3/17
TNS vLAmm.

slocum lnocx
1 yr. 22.5 202
3 yr. Asa 22.0
s yr 131.0 78.0

018 @VALUE LINE PUB. LLC .

8.65 Revenues per sh .
2.50 "Cash Flow" per sh
1.60 Earnings per sh A
.87 Divd Decld per sh 81

CapI Spending per sh
Book Value per sh

16.75 Common Shs 0uts\g
Avg Ann'l PIE Ratio
Relative PIE Ratio
Avg AnnI Divd Yield

y

2 0 0 6 1 2 0 0 7

6.16 6.50

1.33 1.49

.8 2 .87

.6 8 .6 9

2.31 1.66

9.52 10.05

13.17 13 .25

22.7 21.6

1.23 1.15

3.7% 3 .7 %

86.1

11.8

32 .6%

91.2
10.0

34.1%

19.8

1.19

4 .0 %

91.0

12.2

33 .2%

5.87 5.98 6.12
1.18 1.20 1.15
.66 Jo .61
.Hz .63 .65

1.25 1. g 1.87
7.11 7.39 7.60

10.17 10.36 10.48
24.6 23.5 30.0
1.26 1.28 1.71
3.8% 3.7% 3.5%

CAPITAL STRUCTUREas of 12/31/16
Total Debt $152.7 mill. Due in 5 Yrs $32.1mill.
LT Debt S1345 mill. LT Interest $5.3 mill.
(Total interest coverage: 7.6x)

(38% al CapI)

Pension Assets12/16$59.4 mill.
Oblig. $78.6 mill.

did Stock $2.4 mill. Pfd Divd: S.1 mill.

Common Stock 16296000 she.

1

45.6%
51.8%
259.4
366.3
5.8%
8.6%
8.9%
2.0%
78%

49.0%
49.6%
268.8
333.9
5.6%
8.6%
8.7%
1.8%
79%

6.98

1.56

.90

.74

1.36

11.48

15.82

20.8

1.32

4 .0 %

110.4

14.4

33 .9%

3.4%

41.5%

57.4%

316.5

435 .2

5.4%

7.8%

7.8%

1.4%

8 3 %

46.5%

52.1%

267.9

376.5

5.0%

7.0%

7.0%

. 1 %

9 8 %

7.19

1.72

1.03

.7 5

1.26

11.82

15.96

19.7

1.11

3.7%

114.8

16.6

34 .1%

1.9%

40.4%

58.7%

321.4

446.5

5.9%

8.7%

8.7%

2.4%

73%

15.57

17.8

1.13

4 .2 %

102.7

14.3

32 .1%

6.8%

43.1%

55.8%

310.5

405.9

5.7%

8.1%

8.2%

2.1%

7 5 %

6.50

1.46

.84

.73

1.50

11.27

15.70

21.7

1.36

4 .0 %

102.1

13.4

32 .7%

6.1%

42.3%

55.6%

312.5

422.2

5.2%

7.5%

7.5%

1.0%

8 7 %

7.77

1.97

1.22

.7 8

1.59

12.74

16.23

19.1

.9 6

3.3%

126.0

20.0

34 .5%

1 .9 %

39.4%

59.8%

345.4

4a1.9

6 .6 %

9 .6 %

9 .6 %

3.5%

6 3 %

7.26

1.84

1.13

.76

1.40

12.24

16. 12

18.5

.97

3.7%

117.1

18.4

35.0%

1.7%

40.5%

58.8%

335.8

465.4

6.3%

9.2%

9.3%

3.1%

6 7 %

145 Revenues ($mill)
27.0 Net Profit Smill

36.0% Income Tax Rate
2.0% AFUDC%to Net Profit

37.5% LongTerm Debt Ratio
62.0% CommonE up Ratio

385 Total CapitaI ($miII)
535 Net Plant($milI)

7.5% Recur on Total Ca I
11.0% Return on Shr.Equity
11.0% Return on Com E ult
5.0% Retained to Com Eq
54% AIIDivdsto Net Prof

132.9

22.7

34 .0%

2.7%

37.9%

61 .5%

355.4

517.8

7.1%

10.3%

10.3%

4 .3 %

5 8 %

140
25.0

35.0%
2.0%

37.5%
61.5%

370
525

7.5%
11.0%
11.0%
5.0%
56%

17.00

21.0

1.30

2.4%

1 6 0

35.0

37 .0%

2.5%

38.0%

61.5%

4 5 0

575

8.0%

1 2 5 %

12.5%

6.0%

5 0 %

operates water and wastewater
of municipal and private clients in

Accts Payable
Debt Due 24.9 8.7 18.2

aler Co
water
II also

n behalf
System
y in M

Revenues 2.0% 3.0% 3. 5%
rid declined more than 30% year
year. A substantial increase in

I

l

W e  a r e  l o w e r i n g o u r 2 0 1 7  re v e n u e  a n d
e a r n i n g s  e s t i m a t e s .  L a r g e l y  o w i n g  t o

.1875

.19
2013
2014

.1875

.19
.1875
19

.75

.76
appetizing.

2017 .21125

MARKET cAp: ss00 million (Small cap)

as ON 2014 2015 12/31/16
°u§=,*§.i8§P rel BUSINESS: Middlesex W many engages in the ownership
Cash Assets 2.7 35 3.9 and operation of regulated utility systems in New Jersey Del
Other 20.2 20.9 22.8
Current Assets .9 4. .

6.4 6.5 12.3 NJ and DE. Its Middlesex provides water services to 61000
Other 12.6 13.1 16.6 retail customers primarily Middlesex County New Jersey. In

Current tab. 43.9 28.3 47.1 M i d d l e s e x  W a t e r  C o m p a n y  s t u m b l e d a
ANNUAL RATES Past Past Estd 1416 b it  in  t h e  f o u r t h  q u a r t e r .  I t s  wo es  we r e
of change(persh) 10 Yfs. 5 Yrs. 1°'2022 main ly is o lat ed  t o  t he bo t t om line as  earn
Cash Flow" 4.5% 6.5% 7.5% inks  o f  $0.19 a s hare fo r  t he December  pc

Eamings 5.0% 8.0% 8.5%
Dividends 1.5% 1.5% 4.5%

Book Value 4.04 3.0/1 4.5/' and maintenance expenses coupled with
Cal QUARTERLYREVENUES (S mill.) Full higher, unforeseen costs associated with
ender Mar.31 Jun. 30 Se .30 Dec. 31 Year its water main asset assessment program
2014 27.1 29.2 32.7 2B.1 117.1 weighed on profitability. Nonetheless full
2015 28.8 31.7 34.7 30.8 126. year top and bottomline figures improved
2016 30.6 32.7 37.8 31.8 132. moderately thanks to strong performances
2017 32.0 34.0 39.0 35.0 140
2018 33.0 37.0 40.0 35.0 145 ever the advance was not quite on par
Cal EARNINGSPERSHARE* Fun with consensus and as a result the mar
endar Mar.31 Jun. 30 Se .30 Dec. 31 Year kef punished the relatively overvalued
2014 .20 .29 .42 .22 1.13 stock. Presently, MSEX shares are trading
2015 .22 .31 .41 .28 1.22 around levels of last fall.
2016 .29 .36 .54 .19 1.38
2017 .30 .37 .as .28 1.50
2018 .33 .38 .57 .32 1.60 l o f t i e r  l a b o r  e x p e n s e s .  w e  a r e  s h a v i n g  a
Cal QUARTERLYDNIDENDSPAID51 Full d i m e  f r o m  o u r  c u r r e n t y e a r  n e t  i n c o m e

ender Mar.31 Jun.30 Se .30 Dec.31 Year c a l l  t o  S l . 5 0  a  s h a r e .  Me a n w h i l e  o u r  2 0 1 8
.19 bottomline estimate is being initiated at
.1925

2015 .1925 .1925 .1925 .1987 .78 The current yield is
2016 .19875 .19875 .1987S .2112 .81 T ho ugh t h e ret u rn is 100  t o 200 bas is

po in t s b e lo w h is t o r ical no rms M S E X

(A)Diluted earnings. Next eamingsreport due (B) Dividends historically paid in midFeb. (C)In millions adjustedforsplit.
early May. May. Aug. and November.I Divd reinvestment

plan available.

2016 the Middlesex System accounted for 60% of operating reve
nues.At 12/31/16 the company had 309 employees.Incorporated:

aware and Pennsylvania. NJ. President CEO and Chairman: Dennis w. Doll. Officers a
systems under contract o directors own 3.5% of the common stock BlackRock Institutional

Trust Co. 6.4% (4116 proxy). Add.: 1500 Ronson Road roselin NJ
08830. Tel.: 7326341500. Internet: middlesewaterwm.
shares presently offer a 2.3% yield. This
outpaces the majority of equities in the
water utility industry. Indeed the recent
price descent is helping to bolster its ap

over peal. Looking further out based on our 3
operation to 5year Target Price Range and projected

a n n u a l  p a y o u t  i n c r e a s e s .  w e  t h in k  t h i s
rate of  return should hold steady .
E l e v a t e d  c a p i t a l  s p e n d i n g o n i n f r a
s t r u c t u r e  u p g r a d e s  i s  l i k e l y  o v e r  t h e
p u l l  t o  2 0 2 0 2 0 2 2 .  M i d d l e s e x  i s  i n  t h e
m i d s t  o f  a  S 1 2  m i l l i o n  o v e r h a u l  o f  i t s

in  t he  f i rs t  t h ree  qua r t e rs  o f  2016 .  H ow E d ison  and  S ou t h  A m boy  in f ras t ruc t u res
(improving water mains and service lines
to bolster distribution capabilities). This is
apt to be followed by upgrades down the
road to other municipalities.
This issue is absent of investment ap
peal at the moment with the excep
tion of its solid dividend yield. Slated
to only mirror the broader market over the
coming six to 12 months (Timeliness: 3).
investors would do well to wait for some
clarity on a bottomline recovery in the

$1.60 a share. near term. Furthermore. at recent levels
capital appreciation potential over the long
run is nothing to write home about.
Nicholas P Patrikis April 14 2017

B++
80
40
85

Companys Financial Strength
Stocks Price Stability
Price Growth Persistence
Earnings Predictability

To subscribe call 1800VALUEUNE
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RECENT
PRICE

PIE

RATIO

DW'D
YLD1.0547.11 1.8%Trailing:18.6 RELATNE

2 0 . 6 Median: 23.0 PIE RATIO
VALUE
LINENYSE-SJW

35.1
20.0

30.4
18.2

26.8
20.9

33.7
255

30.1
24.5

26.9
22.6

35.7
27.5

56.9
28.6

56.4
46.0

I l |  1

TIMELINESS Raised 1l27I11
SAFEW 3 ~ew 4122/11
TECHNICAL 3 Lov\8ted 4I14l17
BETA .70 (100 Markeo

. I 1

Target Price Range
2020 2021 2022

120
100
80
64

48

l

High: 45.3 i 43.0
Low: 21.2 27.7
LEGENDS

150 x Dividendss*> sh
divid53eb}nlee Rate
Reta nee Strength

a w 1 snafu 3/04
2hx\ sell 3/06
O s:Yes

AnnI Total 391.1 area fhokafes /ecessim
Recur
13%

3% until
-1m1mmam|m|I1nuna 32

24
20
16

12

8

1
l

l

l

I
Percent
shares
leaded

15
10
5

lo Buy
to  Sell
Hids 000

Price Gain
High 75 (+55%
Low 50 (+5%
Ins ider Dec is ions

J J A s o N D J F
1oBuy 0 0 0 0 0 0 0 0 0
Options 0 0 0 0 0 0 0 8 0
loSeII 0 0 1 2 1 1 1 1 1
InstitutionalDecisions

202016 302016
6 4 50
68 70

9308 9513

§ § H - H _ - Q i *! - - Q " - - " - - -l j - - Q - - - -
r

-
.mn

Q - _ - Q - - 1H - - Q - - - H - Q H" - ' M - " - -I l ! l l i l l E m ll n ! - - - - ! - l -? =_=402015
81
59

9218
2004r z u m l m n a n n

uiu1nnlwl - I
IHIIIHTIIIIIIIIHIHI \man
1lllllllllInulllllllnlnInmmnmmnm1nmnllmnmlmmlnmmmmnnllllnlllm1lllllllllllul

wmaninrzaxnaunslmnzaa

I

8.20

1.75

.91

49

14.97

3 8 6

1.85

.78

5.24

18.83

1n:mln21 I14024124210

2 0 1 7

16.20
4.40

2.25

.87

6.00
21.20

21.00

8014ngbms an
vIIu8 i n»
sol/ ales

28.7

1.91

2.8%

29.1

1.85

2.8%

12.85

2.80

1.11

.69

3.75

14.20

18.59

21.2

1.33

2.9%

239.0

20.9

11.2

.59

2.6%

319.7

51.8

14.01

2.97

1.18

.71

5.67

14.71

18.67

20.4

1.30

3.0%

261.5

22.3

41.1%

2 0 0 5 2006 I 2007 2 0 0 8 2009

7.45 7.97 9.14 9.86 10.35

1.49 1.55 1.89 2.21 2.38

.77 .78 .87 1.12 1.19

.43 .46 .51 .53 .57

2.63 206 2.83 3.87

8.17 8.40 10.72 12.48

18.27 18.27 18.27 1a.27 18.27 18.28

18.5 17.3 15.4 19.6 19.7 23.5

.95 .94 .88 1.04 1.05 1.27

3.0% 3.4% 3.5% 3.0% 2.4% 2.0%

CAPITAL STRUCTURE as of 12/31/16
Total Debt $447.6 mill. Due in 5 Yrs $14.3 mill.

LT Debt 54333 mill. LT Interest $20.0 mill.

(51% al CapI)

MG
W W

Leases Uncapitalized: Annual rentals SG.6 mill.

o

Penslon Assets12/16 $113.9 mill.
Oblig. s174.1 mill.

Pfd Stock None.

Common Stock 20456000 she.

n

51 .6%

48.4%

744.5

963.0

8.3%

14.4%

14.4%

10.2%

29%

340

47.0

39.0%

1.5%

49.0%

51.0%

070

1200

6.5%

10.5%

10.5%

6.5%

39%

2016

16.61

4.76

2.57

.81

6.95

20.61

20.46

15.7

.ea

2.0%

339.7

52.8

38.8%

1.0%

50.7%

49.3%

855.0

1146.4

7.4%

12.5%

12.5%

8.6%

31%

16.6

.84

2.5%

305. 1

37.9

38.1%

2.0%

49.8%

50.2%

764.6

1036.8

6.3%

9.9%

9.9%

5.7%

42%

% TOT.RETURN 3111
HIS VI. ARITH.

stock mozes
1 yr. 35.3 20.2
3 yr. 752 22.0
5 yr 127.2 78.0

2 0 1 8 ©VALUE LINE PUB. LLC 42022

15.90 Revenues per sh 19.55
4.40 Cash Flow" per sh 4.90

2.35 Earnings per sh A 2.75

.93 Divd Decld per sh B. 1.12
5.50 Capl pending per sh 5.00

21.60 Book Value per sh 23.90

22.00 Common Shs 0utstg 23.00
Avg AnnI PIE Ratio 22.0

Relative PIE Ratio 1.40

Avg Annl Div'd Yield 1.8%

350 Revenues ($milI) 450
52.0 NetProfit Smile 63.0

39.0% Income Tax Rate 39.0%

1.5% AFUDC %10 Net Profit 1.5%
48.5% LongTerm Debt Ratio 49.0%

51.5% Common E up Ratio 51.0%

925 Total Capital ($mill) 1075

1250 NetPlant ($milI) 1325
6.5% Return on Total Capl 7.0%

11.0% Return on Shr. Equity 11.5%
11.0% Return on Com E up 11.5%

6.5% Retained to Com Eq 7.0%

40% All Divds to Net Prof 41%

25.3
16.4
57.9

.

ollers nonregulated walerrelated services and owns and operates
oommerdal real estate investments. Has about 406 employees. of
ficers and directors (inducing Nancy O. Moss) own 26.9% of out
standing shares (3/17 proxy). Chairman: Charles J. Toeniskoetter.
Inc.: Calilomia. Address: 110 West Taylor Street San Jose CA
95110. Telephone: (408) 2797800. lntemel: www.sjwater.com.

2.4
15.0
50.7
68.1

7.0
13.8
23.9
44.7

5.2
16.4
51.8
73.4
16.2
38.1
25.3
79.6

MARKET CAP:$975 million (Mid Cap)

CURRENT POSITION 2014 2015 12/31/16
($M1LL.)

Cash Assets
Accts Receivable
Other
Current Assets
Accts Payable 18.7
Debt Due 14.3
Other 30.6
Current Liab. 63.6

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Earnings
Dividends
Book Value

Past
10 Yrs.

5.0%
7.0%
8.0%
4.0%
5.5%

Past
s Yrs.

5.5%
12.0%
20.5%

3.0%
6.5%

E s t d  1416
10 2022

3.5%
2.0%
3.0%
6.0%
4.0%

Cab
ender

2014
2015
2016
2017
2018

Full
Year

319.
305.1
339.
340
350

Cal
endar

2014
2015
2016
2017
2018

Full
Year

2.54
1.85
2.57
2.25
2.35

I
Full
Year

.73

.75
.78
.81

Cab
ender

2013
2014
2015
2016
2017

QUARTERLY REVENUES (S mill.)
Mar.31 Jun. 30 Sep. 30 Dec. 31

54.6 70.4 125.4 69.3
62.1 72.4 83.0 87.6
61.1 86.9 112.3 79.4
65.0 90.0 100 a5.0
68.0 92.0 103 87.0

EARNINGS PER SHARE A
Mar.31 Jun. 30 Sep. 30 Dec. 31

.04 .34 1.88 .28

.23 .36 .46 .80

.16 .82 .92 .67

.25 .65 .75 .60

.27 .67 .78 .63

QUARTERLY DNIDENDS PAID 81

Mar.31 Jun.30 Se .30 Dec.31

.1825 .1825 .1825 .1825

.1875 .1875 .1875 .1875

.1950 .1950 .1950 .1950

.2025 .2025 .2025 .2025

.2175

eating expenses. On balance our current
year revenue estimate of $340 million and
earnings call of $2.25 take into account the
abovementioned headwinds.
SJW boosted its quarterly dividend
payout. The board of directors announced
a 7% increase to the distribution to
$0.2175 per share. Longterm, income
seeking accounts should find comfort in
the companys longstanding track record
of dividend hikes but at recent levels the
annual yield of 1.8% (slightly below mar
ket average: 2.0%) pales in comparison to
most of its peers in the water utility indus
try.
Massive infrastructure investments
over the next few years are still on
the docket. Leading up to the 20202022
time frame we expect SJW to spend
roughly $300 million to revamp its plant
and water systems. This ought to improve
production efficiency and help curb operat
ing expenses.
There is little to like here at the mo
ment. The stock is unfavorably ranked for
Timeliness (4). and capital gains potential
3 to 5 years out is subpar.
Nicholas P Patrikis

losses: 03

11.25 12.12 11.68 11.62 13.73 15.76
2.30 2.44 2.21 2.38 2.90 4.42
1.04 1.08 .81 .84 1.12 2.54
.61 .65 .66 .68 .73 .75

6.62 3.79 3.17 5.65 4.68 5.02
12.90 13.99 13.66 13.75 15.92 17.75
16.36 18.18 20.17
33.4 26.2 24.3
1.77 1.58 1.37

1.7% 2.3% 2.7%

206.6 220.3 276.9
19.3 20.2 23.5

39.4% 39.5% 40.4% 38.8% 38.7%
2.7% 2.3% 2.0% .. . . . .

47.7% 46.0% 49.4% 53.7% 56.6% 55.0% 51.1%
52.3% 54.0% 50.6% 46.3% 43.4% 45.0% 48.9%
453.2 470.9 499.6 550.7 607.9 610.2 656.2
645.5 684.2 718.5 785.5 756.2 831.6 898.7
5.7% 5.8% 4.4% 4.3% 4.9% 5.0% 5.0%
8.2% 8.0% 6.0% 6.2% 7.9% 8.1% 7.3%
8.2% 8.0% 6.0% 6.2% 7.9% 8.1% 7.3%
3.5% 3.3% 1.2% 1.2% 3.1% 3.3% 2.8%
57% 59% 80% 80% 61% 59% 62%

BUSINESS: SJW Corporation engages in the production pur
chase storage purification distnbution and retail sale of water. It
provides water service to approximately 229.000 connections with a
total population of roughly one million people in the San Jose area
and 13000 connections that reaches about 39000 residents in the
region between San Antonio and Austin Texas. The company also

Sha re s of SJW Corp. have cooled a bit
in price  subsequent  to an impress ive
runup  o v e r  t he  co urs e  o f  la s t yea r .
The  s to ck  nearly  do ubled in va lue  during
2016 and no t  surpris ingly  w e have  seen
higher se lling vo lume in the  early  s tages
o f this  year as  inves to rs  w ere  like ly  tak
ing some pro fits o ff the table. In our view.
th is  pullback  ( sha res  a re  do w n appro x i
mate ly 1 5 % in  pr ic e  s inc e our J anuary
repo rt) is warranted. Decemberperiod top
and bo tto mline results  dec lined year o ver
year w hich w as  in line  w ith o ur expec ta
tions.
Several factors will probably keep
revenues and net income at bay this
year. Cumulative rate increases stemming
from the 2015 California Rate Case deci
sion are being largely overshadowed by
lower revenue adjustments in its conserva
tion memorandum accounts. On top of
that water production expenses ought to
continue to rise. Specifically higher per
unit prices for purchased water ground
water extraction and energy charges are
apt to be a bottomline drag. In addition
elevated maintenance and administrative
ex cnscs are like ro increase overall op

veslment plan available. .
(C) In millions adlusled for stock splits.

(A) Diluted earnings.
$1.97 04

S16.36 08 $1.22 10 $0.46. GAAP account (B) Dividends historically paid in early March

April 14 2017
Companys Financial Strength B+
Stocks Price stability 75
Price Growth Persistence 25
Earnings Predictability 45

To subscr i be  ca l l  1800V ALUEI JNE

p y

Excludes nonrecurring May. Quarterly earnings may not add due to
S378;  05 $1.09 06 rounding.

ing as of 2613. Next earnings report due late June September. and December. I Divd rein

o 2017 Value Lite Inc Alprghts reserved. Factual matedal is obtained loom sources believed to be teftabte and is provided without warranties al °"(, kind
THE PUBLISHER IS NOT RES NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. . o pan
d it may be reprcMxed resold stored of transmnied in any primed electronic or other loom.

TlisézWication is strictly lot subscriber s own. mancommercial irlernal use.
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10.33

25.7

1.36

3.1%

26.3

1.40

2.9%

402015 Percent 12
go shares e

4284 traded 4

200412005 200612007

2.18 2.58 2.56 2.79

.65 .79 .77 .86

.49 .56 .so .57

.39 .42 .45 .48
1.69 1.85 .69

4.85 5.84 5.97

11.20 11.27

31.2 30.3

1.68 1.61

2.5% 2.8% 1
CAPITAL STRUCTURE as of 12/31/16
Total Debt S84.6 mm. Due in 5 Yrs $30.5 mill.
LT Debt $84.6 mill LT Interest $5.4 mill.

V(43% of Capl)
Pension Assets 12/16$35.5 mm.

Oblig. $40.8 mill.

Pfd Stock None

Common Stock 12852000 she.

31.4

6.4

36.5%

3.6%

46.5%

53.5%

125.7

191.6

6.7%

9.5%

9.5%

1.7%

82%

2 0 0 8  i  2 0 0 9

2.89 2.95

.88 .95

.57 .64

.49 .51

2.17 1.18

6. 14 6.92

11.37 12.56

24.6 21.9

1.48 1.46

3.5% 3.6%

32.8 37.0

6.4 7.5

36.1% 37.9%

10.1%

54.5%

45.5%

153.4

211 .4

5.7%

9.2%

9.2%

1.4%

85%

3.07

1.07

.71

.52

.83

7.19

12.69

20.7

1.32

3.5%

39.0

8.9

38.5%

1.2%

48.3%

51.7%

176.4

228.4

8.5%

9.8%

9.8%

2.7%

72%

45.7%

54.3%

160.1

222.0

6.2%

8.6%

8.6%

1.9%

78%

3.21

1.12

.72

.54

.94

1.73

12.92

24.4

1.55

3.1%

41.4

9.3

37.8%

1.1%

46.0%

54.0%

184.8

240.3

6.4%

9.3%

9.3%

2.4%

74%

3.18

1.09

.71

.53

.74

7.45

12.79

23.9

1.50

3.1%

40.6

9.1

35.3%

1.1%

47.1%

52.9%

180.2

233.0

6.4%

9.5%

9.5%

2.5%

73%

3.27

1.19
.75

.55

.76

7.98

12.98

26.3

1.48
2.8%

42.4

9.7
37.6%

.8%

45.1%

54.9%
188.4

244.2

5.5%

9.3%

9.3%

2.4%
74%
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3.68 3.90

1.45 1.65

.97 1.05

.60 .66

1.11 1.50
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12.81 13.00

23.5

1.18

2.5%

47.1

12.5

27.5%

1.6%

44.4%

55.6%

196.3

261.4

7.6%

11.5%

11.5%

4.4%

62%

3.58

1.36

.89

.57

1.10

8.15

12.83

23.1

1.22

2.8%

45.9

11.5

29.8%

1.8%

44.8%

55.2%

189.4

253.2

7.4%

11.0%

11.0%

3.9%

64%

32.8

1.72

2.1%

47.6

11.8

31.3%

1.9%

42.5%

57.4%

198.7

270.9

7.2%

10.4%

10.4%

3.4%

67%

51.0

13.5

29.0%

1.5%

43.5%

56.5%

210

275

8.0%

11.5%

11.5%

4.5%

63%

v.. TOT. RETURN 3/17
TIIS vi. RWTH.

smcx INUEK
1yr. 17.0 20.2
3yr 84.3 22.0
5yr. 128.7 78.0

2018 ©vALu£ LINE PUB. LLCl2022

4.15 Revenues per sh 5.65

1.70 "Cash FloW per sh 2.05
1.10 Eamings per sh A 1.40

.70 Div'd Decld per sh e .90
1.25 CapI Spending per sh .85

9.55 Book Value per sh 11.00

12.75 Common Shs 0utsl'g

resan Avg Annl PIE Ratio
Llne Relative PIE Ratio

' " Avg AnnI 0iva inelu

Revenues ($milI)

Net Profit Smill

30.0% Income Tax Rate
1.5% AFUDC v. to Net Prost

44.0% LongTerm Debt Ratio

56.0% Common E up Ratio
215 TotaI Capital ($milI)

280 Net Plant ($mill)
7.5% Return on Total Ca I

11.5% Return on Shr. Equity

11.5% Return on Com E up
4.0% Retained to Com Eq

64% All Divds to Net Prof

22.5
1.40

2.8%

68.0

17.0
32.5%

1.0%

45.0%

55.0%

240

295
8.0%

12.5%

12.5%
4.5%

64%

hues commercial and industrial (29%) other (8%). It also provides

1.5
4.0

8
4.9

11.2
1.6

2.9
3.5
.8

4.6
11.8
1.8

MARKET CAP: $450 million (Small Cap)

CURRENT POSITION 2014 2015 12/31/16
(SMILL)

Cash Assets
Accounls Receivable
Inventory (Avg. Cost)
Other
Current Assets
Accts Payable
Debt Due . . .
Other 4.3 4.4
Current Liab. 5.9 6.2

4.2
4.3
.7

3.4
12.6
3.7 . . .

. Tory had an estimated population of 196000. Has more than 67000 dress: 130 East Market Street York Pennsylvania 17401. Tele
4.5
8.2

help reduce income taxes. Spending will

These included higher income taxes due to
fewerthanexpected asset improvements

l

and retirement

ginning a dam upgrade project as well as
general
facilities

ANNUAL RATES
of change (per sh)
Revenues
Cash Flow"

Earnings
Dividends
Book Value

Past
10 Yrs.

4.0%
8.5%
5.5%
3.5%
5.0% The company

Past
5 yrs.
3.5%
6.5%
6.0%
30%
35%

Esld 1416 d r a e d
xo 2022 g o

7.5%
6. 5%
7. 0%
7.0%
4.5%

We are leaving intact our 2017 topl
II
r

Fu
Yea

.1
from an increased number of customers

acquisitions. ought supplement revenue growth.

increased S0.5 million year over

Cal
endar

2014
2015
2016
2017
2018

I
I

45.
47
47.
51.
53. The valuation is still a bit stretched.

Shares of the water utility declined about

fairly expensive

Cal
endar

2014
2015
2016
2017
201B

Full
Year

.89

.97

.92
1.05
1.10

I

ward ,  as  p lan n ed  sp en d in g i s  s c h e d
u l c d  t o  r a mp  u p  t h i s  y e a r  a n d  n e x t . despite pullback YORW shares

trading more
went
$1.00 a share. As a consequence it was earningspershare forecast. There is little

to be excited about over the long haul too.
to

provements. resulting in a higher tax bill.
This probably wont be the case this year. stock price. Thus we continue to advise in

Full
Year

.55

.57

.60

.62

Dec.31

.138

.1431

.1555

.1602

Cal
endar

2013
2014
2015
2016
2011

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Se .30 Dec.31

10.6 11.8 12.0 11.5
11.2 11.9 12.4 11.6
11.3 11.8 12.6 11.9
12.0 12.5 13.5 13.0
12.5 13.0 14.0 13.5

EARNINGS PER SHARE A
Mar.31 Jun. 30 Sep. 30 Dec. 31

.16 .22 .23 .28

.20 .22 .28 .27

.19 .23 .27 .23

.22 .25 .ea .28

.23 .26 .32 .29

QUARTERLY DIWDENDS PAID B
Mar.31 Jun.30 Se .30

.138 .138 .138

.1431 .1431 .1431

.1495 .1495 .1495

.1555 .1555 .1555

.1602 moreattract ive entry point.
Nicholas P Patr ik is

BUSINESS: The York Water Company is the oldest investorowned
regulated water utility in the United States. It has operated oontin sewer billing services. Incorporated: PA. York had 105 fulltime em
uously since 1816.As01 December 31 2016 the companys aver ployees at 12131116. PresidentlCEO: Jeffrey R. Hines. O1
age daily availability was 35.4 million gallons and its service lerri ficers/directors own 1.1% of the common stock (3117 proxy). Ad

customers. Residential customers accounted for 63% of 2016 reve phone: (717)8453601. lntemel: www.yorkwater.com.

Y o r k W a t e r s 2016 b o t t o m l i n e w a s
down by several factors. likely be allocated towards completion of a

new untreated water pumping station be

(discussed below) and higher depreciation improvements to pipes and
expenses. that support its expanding cus

registered profits of S0.92 a share for the tamer base.
full year a nickel less than the like2015
figure. The top line however got a boost and bottomline estimates. The recent

close of West York Borough wastewater
thanks largely to recent to
along with marginally higher billings. Rev Meanwhile the abovementioned tax bene
enues fits augur well for a rebound in share net.
year to $47.6 million.
The company should  benef i t  f rom IRS
T a n g i b l e  Pr o p e r t y  Ru l e s  g o i n g  f o r 10%  in price since our January review as

inves to rs  d iges ted  yearend  resu l ts .  Bu t
the

York fell short of its target asset improve remain
volume in 2016 spending just over than 34.0x our 12month forwardlooking

unable to take advantage of certain tax
deductions due to the lack of eligible im Much of the gains we foresee over the 3

5year horizon are already reflected in the

Management is guiding investments of ap vestors to exercisepatience and wait for a
proximately $23 million and $16 million in
2017 and 2018 respectively which should Ap r i l  1 4 2 0 1 7

Companys Financial Strength B+
Stocks Price Stability 75
Price Growth Persistence 55
Earnings Predictability 95

To subscribe call 1-800-VALUELINE. Ttisxuhlication is sinctty lot subscribers own nonc0mmeIoal. internal use.
01 use for genefaung or marketing any p'hted or elecucrnc pdalncahon.

(A) Diluted earnings. Next earnings report due (C) In millions adjusted for splits.
late May.
(B) Dividends historica lly pa id in late
December. February June  and September.

o 2017 Value Line Inc. A lpr6lhts reserved. Factual material is obtained ham sources believed to be reliable and is provided without warranties al an kind
THE PUBLISHER IS NOT RES NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN . 0pan
d it may be reproduced resold. stored or Uansmnled in any pulled. electronic at usher Incl semce of p¢0ducl
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Dow 30

21207.08
*0 79 l0.ooAl

nasdaq

6302.57
4.2: (0.05/l

Av/R

Q G 91 964991

American States Water Company (AWR) if Ado so walmrmsl ONVSE Nasaaq Real Time Price Currency m USC

46.9396 -0.16 (-0.34%) People also watch
CWl CTWS SJW MSEX VVTR*s c 1 21p1 EDT Mariel open

primeCD|w8 ys8|Iof\$ F|T13 f1C|B|$ HoldersStahsucs Hnstoncal DaraSummary ODIIOYIS Analysts

"uner\cy nn USD

CurvonxOu (Jun 2017) Next Yea (20181Ne!Q! (Sap 20\7) Current Yeas (2017)Eamlngs Estlmate

3 3 65no. of Analysts

0 580 44 1 81 69Avg Estimate

O 43Low Estimate 0 57 165 1 72

O 45 171OF 1 9High Estimate

O 45 1 62059 1 69Year Ago EPS

Revenue Estlmate Current Of: (Jun 2017) nm Year (zone,men QU (So 2017) Cum ml Veal (2017,

2 2 55No of Analysls
I

l
l

l

145 66 M112 47M 452 AM 467 AMAvg. Estimate

441M107m 127MLow Estimate d 53M

11793M 164 32M 469 47M 481 42MHigh Estimate

123 81M111.95M 452 AM43609MYear Ago Sales

17.70%050% 3 40%3 70%Sales Growth (year/esl)

912912015589/2016 1zl:1u»201e 3330/2017Eamlngs History

044EPS Est. o 32030.58

0 45EPS Actual O 59 03 0.34

Difference 001001 NIA 0.02

1.70%2 30% NIA 6 30%Surprise %

EPS Trend Cullen! Old (Jun 201 71 Next OU (Sep 2017) Next Yes: (2018)Current Year (2017)

058Current Esumaie 044 1 .69 18

05B044 1 69 1 87 Days Ago

045 1 690 59 18130 Days Ago

045 D 56 169 18160 Days Ago

044 7055 1 8290 Days Ago

EPS Revisions nm Year 0018Current 011 (Jun 2017 nm Of (Sep 2017) Current Yael (2017)
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EPS Est. 0 73 101 0.57 0.53
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Current Estimate 0  8 1.07 3.03 3.29

6/5/2017https://Iinance.yz1hoo.com/quote/AWK/analysts?p=A WK



Page 2 of 3AWK Analyst Opinion | Analyst Estimates | American Water Works Company, I Stock - Yahoo

Next Qtr (Sep 20177

1 07

Current Qtr  (Jun 2017)

0  8

Curent Year 42017)

3  0 3

Next Year (2018l

3  2 9

E P S  T r e n d

7  D a y s Ag o

0 8 1 3  0 41 06 3 2 93 0  D a y s Ag o

0 8 2 103 3 0 5 3  2 86 0  D a y s  A g o

0  8 1 104 3 05 3  289 0  D a y s  A g o
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3 . 9 0 % N / AC ur r en t Or r . N / A 0 . 2 0
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1 1 1 1No. of Analysts

0.280.22 0 96 0.99Avg. Estimate

0.22Low Estimate 02a 0.96 0 99

022 0 28 0.96 0.99High Estimate

0.23 0 27 0 92 096Year Ago EPS

Revenue Estlmate Current OU (Jun 2017) Next Ole (Sep 2017) Current Year (2017) New! Year (2018)I
I

1 11 1No. of Analysts
I

13M12.2M 48 GM 509MAvg. Estimate

Low Estimate 122M 48 GM13M 50 9M

122M 13M 48 8M 50 AMHigh Estimate

47.58M11 82M 126M 48.8MYear Ago Sales

3 20% 3 20% 250% 4.30%Sales GrovAh (year/est)

8299016 9.292016 12/30/2015 3/30/2017Earnings History

o 23EPS Est. 0 28 0 26 019

0 23 027EPS A<:1ual 0 23 o 2

N/A 0.01Difference 0.03 001

N/A 3.60% 11.50% 530%Surprise %

EPS Trend Current Year (20171Nex1 Qu (Sea 2017)Current Qtr (Jun 2017) Next Year (2018)

022Current Estimate 0.28 0.96 0.99

6/5/2017https://finance.yahoo.com/quote/YORW/analysls'?p=YORW
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RUCO Schedule JAC . 1
Page 1 of 1

Pima Utility Company
Test Year Ending December 31, 2015
Docket No. W-02199A-16-0421

PRO FORMA CAPITAL STRUCTURE - WEIGHTED AVERAGE COST OF CAPITAL

[Bl ID] IE] [F]

Line

49
1

Cost

Rate

3.42%

Capital

Ratlo

37.50%

Weighted

Cost

1 .28%

[Al
Pro Forma

Capitalization RUCO

Per Company Adlustments

$ 8370000 $

[C]
RUCO Adjusted

Pm Forma

Capitalization

$ 8370000

Description
LongTerm Debt

2 6.03%9.64%62.50%15545954 13950000

3

Common Equitv

TOTAL CAPITALIZATION 7.31%100.00%$ 22320000

(1595954)

23915954 $ (1595954)  $

[A]

[B]
[C]

Company Schedule D1 (Note: In Mr. Bourassa's Schedule D1 wort<papers the dollar value of longterm debt and
common equity are hidden from view.)

[C] [A]
Dollar values predicated on a capital structure consisting of 37.5% long-term debt and 62.5% common equity.
See Testimony.
Capital ratio based on values shown in Columd [C].
Company Schedule 01 and RUCO Schedule JAC-2.
[D] n [E]

[D]

[E]

[F]



RUCO Schedule JAC - 2
Page 1 of 1

Pima Utility Company
Test Year Ending December 31, 2015
Docket No. W-02199A-16-0421

Cost of Capital -- Common Equity
[A]

Cost Estimate
Line

M

9.74%1 Schedule JAC - 3Discounted Cash Flow Model ("DCF")

7.89%2 Schedule JAC - 4Capital Asset Pricing Model ("CAPM")

3 Schedule JAC - 5 11.30%Comparable Earnings Model ("CE")

9.64%4 Cost of Common Equity

[A]: From Schedules JAC-3, JAC-4 and JAC-5



RUCO Schedule JAC . 3
Page 1 of 4

Pima Utility Company
Test Year Ending December 31 2015
Docket No. W02199A16-0421

(G)(E) (|)

PROXY GROUP ... DCF ANALYSIS

(B) (C) (D) (F)

Historical
Per Shan

Growth Rates

Protected
Per Share

r h Rat s

Proladod
Rnnntlon
Q M ;

DCF
Bass

(H)
Expected
Dlvld¢nd

Yield
LEJ241

Prolected
EPS

Q mm

(A)
Cunsnt

Dlvldand
Yltld

l D, I PMPro Gr Com ml
Lim
M

Hisiodc
Rnontlon
§ . 4 4

Avoraqo
9194

2.2%

2.0%

2.4%

2.7%

1

2

3

4

5

6

5.05%

7.40%

5.25%

4.00%

9.70%

5. 15%

2.70%

6.2%

6.5%

6.4%

4.0%

5.7%

5.4%

4.4%

8.0%

4.7%

2.3%

2.0%

2.5%

2.8%

2.1%

2. 1%

2.3%

1 .9%

1 .9%

8.5%

8.5%

8.9%

6.8%

7.8%

7.5%

6.7%

9.9%

6.6%

14.00%

4.90%

2.0%

2.1%

2.3%

1.8%

1.8%

7.6%

7.7%

8.5%

5.9%

3.5%

8.6%

5.4%

9.8%

4.1%

5.5%

4.5%

5.0%

NIA

4.8%

4.8%

5.3%

6.7%

4.3%

6.1%

4.3%

5.5%

2.2%

3.1%

4.2%

2.9%

6.1%

3.3%

6.8%

8.5%

7.8%

NlA

7.4%

4.0%

5.7%

3.7%

6.8%

American States Water Co.

American Water Works Co. Inc

Aqua America. Inc.

Artesian Resources

California Water Service Group

Conneeticut Water Service Inc.

7 Middlesex Water

a SJW Corporation

9 York Water Company

7.91%4.18%2.15%10 Mean 2.21%5.70%6.46%6.35%6.78%5.13%

7.59% 6.82% 7.78%11 Median 5.69%4.18%2.09% 4.92% 5.15% 2.15%

8.67%8.56%7.33%6.39% 8.98% 7.91%12 CompositeMean

9.74%7.06%6.33% 7.84%7.30%8.96%12 CompositeMedian

QQLMM.
Column [A] : Schedule JAC 3 page 3 of 4

Column [B] : Schedule JAC 3 page 4 of 4

Column [C] : Schedule JAC 3. page 4 al 4
Column [D] and Column [E] : Scheduler JAC a page 2 of 4
Column [F] : See Yahoo Finance. Growth Eslimales Next 5 Years See Attachment 7

Column [G] :Average Columns [8] through [F]

Column [H] 1 Column [A] (1 4 (Column [G] (0.5)))
Column [I] : Column [G] + Column [H]



RUCO Schedule JAC a 3
Page 2 of 4

Pima Utility Company
Test Year Ending December 31, 2015
Docket No. W-02199A~160421

PROXY GROUP no PER SHARE GROWTH RATES

5Year Compound Average Annual
Projected Growth 20112021

EPS DPS BVP$ Average

5year Compound Average Annual
Historical Growth 20122016

EPS DPS BVPS Average
Line
M Proxy Group Companies

4.4%

6.2%

7.3%

6.8%

8.5%

7.8%

8.2%

9.a%

9.2%

7.7%

9.6%

7.0%

7.7%

8.8%

9.7%

11.2%

3.3%

13.0%

10.4%

18.3%

5.3%

10.6%

10.3%

8.2%

3.4%

2.2%

3.6%

2.1%

3.3%

3.5%

7.6%

7.7%

a.5%

5.9%

3.5%

8.6%

5.4%

9.8%

4.1 %

11.5%

5.0°/0

8.2%

1.4%

8.8%

7.5%

4.6%

4.7%

6.7%

7.4%

3.1%

2.5%

4.2%

3.0%

4.4%

7.4%

4.0%

5.7%

3.7%

6.8%

4.5%

3.9%

7.7%

3.0%

5.0%

9.2%

3.5%

7.7%

3.6%

1 American States Water Co.

2 American Water Works Co. Inc

3 Aqua America Inc.

4 Artesian Resources Corp.

5 California Water Service Group

6 Connecticut Water Service Inc.

7 Middlesex Water

8 SJW Corporation

9 York Water Company

10 6.35%6.78%

Reference:
Value Line Investment Survey (April 14 2017)

I



RUCO Schedule JAC - 3
Page 3 of 4

Pima Utility Company
Test Year Ending December 31, 2015
Docket No. W-02199A-16-0421

PROXY GROUP __ DIVIDEND YIELD

(A) (E)

DPS Yield
Line

M

(B) (C) (D)
February 2017 - April 2017

Hiqh Low AverageProxy Group Companies

2.2%

2.0%

2.4%

2.7%

2.0%

2.1 %

2.3%

1 .8°/o

1 .8%

$0.97

$1 .50

$0.77

$0.91

$0.72

$1 .18

$0.85

$0.87

$0.84

$48.84 $41 .14 $44.09

$81 .49 $71 .63 $76.54

$88.89 $29.53 $81 .57

$40.40 $29.83 $33.52

$39.40 $33.40 $85.54

$59.28 $51 .87 $54.04

$40.80 $84.55 $36.95

$52.84 $46.02 $48.84

$89.75 $88.10 $85.28

1 American States Water Co.

2 American Water Works Co., Inc.

3 Aqua America, Inc.

4 Artesian Resources Corp.

5 California Water Service Group

8 Connecticut Water Service Inc.

7 Middlesex Water

8 SJW Corporation

9 York Water Company

10 2.15%Average

References:

Column (A) - Value Line Investment Survey (April 14, 2017)

(Reflects annualization of most recent quarterly dividend)

Columns (B), (C), and (D) - Yahoo Finance

http://finance.yahoo.com
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RUCO Schedule JAC - 4
Page 1 of 2

Pima Utility Company
Test Year Ending December 31, 2015
Docket No. W02199A16~0421

CAPITAL ASSET PRICING MODEL - PROXY COMPANY COST RATES

[B] [D]
Beta X

Risk Premium

[C]
Risk

Premium

[Al
Risk Free

Rate

[E]
CAPM

Rates

Line

MY

1

2

3

4

5

6

7

8

g

0.75 x

0.65 x

0.70 X

0.60 x

0.75 x

0.65 x

0.75 X

0.70 X

0.75 x

3.02%

3.02%

3.02%

3.02%

3.02%

3.02%

3.02%

3.02%

3.02%

6.95%

6.95%

6.95%

6.95%

6.95%

6.95%

6.95%

6.95%

6.95%

5.22%

4.52%

4.87%

4.17%

5.22%

4.52%

5.22%

4.87%

5.22%

8.23%

7.54%

7.89%

7.19%

8.23%

7.54%

8.23%

7.89%

8.23%

Proxy Group Companies

American States Water Co.

American Water Works Co.. Inc.

Aqua Americ a Inc .

Artesian Resources Corp.

California Water Service Group

Connecticut Water Service Inc.

Middlesex Water

SJW Corporation

York Water Company

10 7.89%Average

30 year T reasury Bonds

3.03%

3.08%

2.94%

3.02%

20 year T reasury Bonds

February 2017

Marc h 2017

April 2017

Average

2.76%

2.83%

2.67%

275%

11

12

13

14

15

16

17 RUCO RiskF ree  Ra t e 3.02%

RE F E RE NC E S

Column [A]: United States Treasury Department -  Attadwment 2

httos;//www.treasurv.gov/resourcecenterjgatachartcenter/unteresbrates/Paees/TextVlew.aspx >data=vleldYeal &vear=2016

Column [B]: Value Line Investment Survey (April 14 2017) See Attachment 1

Column [C]: JAC 4 Page 2 of 2

Column [D]: [B] ' [C]

Column [E]: [A] + [D]



RUCO Schedule JAC . 4
Page 2 of 2

Pima Utility Company
Test Year Ending December 31, 2015
Docket No. W02199A160421 \

STANDARD & POORS 500 COMPOSITE
20-YEAR U.S. TREASURY BOND YIELDS

RISK PREMIUMS

[A] [B] [C]

EPS

[D]
20-YEAR
TBOND

[E]
RISK

PREMIUMROE

$12.33
$14.86
$14.82
$15.36
$12.64
$14.03
$16.64
$14.61
$14.48
$17.50
$23.75
$22.87
$21.73
$16.29
$18.86
$21 .89
$30.60
$33.96
$38.73
$39.72
$37.71
$48.17
$50.00
$24.70
$27.59
$48.73
$58.55
$69.93
$81 .51
$66.18
$14.88
$50.97
$77.35
$86.95
$86.51
$100.20

$102.31
$86.53
$94.55

BVPS
$79.07
$85.35
$94.27
$102.48
$109.43
$112.46
$116.93
$122.47
$125.20
$126.82
$134.07
$141 .32
$147.26
$153.01
$158.85
$149.74
$180.88
$193.06
$216.51
$237.08
$249.52
$266.40
$290.68
$325.80
$338.37
$321 .72
$367.17
$414.75
$453.06
$504.39
$529.59
$451 .37
$513.58
$579.14
$613.14
$666.97
$715.84

$726.96
$740.29
$768.98

Line

M
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

7.90%
8.86%
9.97%
11 .55%
13.50%
10.38%
11 .74%
11.25%
8.98%
7.92%
8.97%
8.81 %
8.19%
8.22%
7.29%
7.17%
6.59%
7.60%
6.83%
6.69%
5.72%
6.20%
6.23%
5.63%
5.43%
4.96%
5.04%
4.64%
5.00%
4.91 %
4.36%
4.11%
4.03%
3.62%
2.54%
3.12%
3.07%
2.55%
2.22%
6.71%

7.10%
7.69%
5.09%
2.95%
-2.11%
1 .85%
2.16%
0.55%
2.51%
5.50%
8.28%
7.04%
5.28%
2.23%
4.93%
6.07%
9.78%
8.98%
10.25%
9.64%
8.90%
11.09%
9.99%
1.81 %
2.93%
9.19%
9.94%
11.48%
12.03%
7.89%
-1 .33%
6.45%
10.13%
10.97%
10.98%
11.37%
11 .11%
9.25%
10.31%

...6.95% ..

Year
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

Average

15.00%
16.55%
15.06%
14.50%
11 .39%
12.23%
13.90%
11 .80%
11 .49%
13.42%
17.25%
15.85%
14.47%
10.45%
12.22%
13.24%
16.37%
16.58%
17.08%
16.33%
14.62%
11.29%
16.22%
7.44%
8.36%
14.15%
14.98%
16.12%
17.03%
12.80%
3.03%

10.56%
14.16%
14.59%
13.52%
14.49%

14.18%
11.79%
12.53%
13.67%

[A]: Diluted earnings per share on the S8-P 500 Composite Index.
[B]: Book value per share on the S&P 500 Composite Index.
[C]: Average of current and prior year [B] / current year [A].
[D]: Annual income returns on 20year U.S. Treasury bonds.

[E]; [Cl - [D]
Sources for [A] and [B]: Standard & Poors 2015 Analysts Handbook and

Standard & Poor's 500 Earnings Report
Nttpsjfychqr t com/|ndlcetors/reports/su 500 earnings
Source for [D]: Morningstar 2015 Classic Yearbook (Table A-7) and
U.S. Department of the Treasury
https://www.treasurv.2ov/Pages/default.aspx
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RUCO Schedule JAC - 6
Page 1 of 7

Pima Utility Company
Test Year Ending December 31, 2015
Docket No. W02199A-16-0421

r5c:c>ric>nnlc: Iru[)I<:/xrcarzss

Line Real GDP

Growth

Industrial
Production

Growth

Unemploy
ment
Rate

Consumer
Price Index

Producer
Price IndexX225

1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

N O
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

-8.9%
10.8%
5.9%
5.7%
4.4%
1 .9%
1.9%
-4.4%
3.7%
9.3%
1.7%
0.9%
4.9%
4.5%
1.8%
-0.2%
-2.0%
3.1%
3.4%
5.5%
4.8%
4.3%
7.3%
5.8%
4.5%
4.0%
-3.4%
0.2%
1.2%
2.3%
3.2%
2.2%
2.5%
-3.5%
-11 .5%
5.5%
3.1%
2.9%
2.0%
3.1%
-0.7%
-1 .2%

-1 .1%
5.4%
5.5%
5.0%
2.8%
-0.2%
1.8%
-2.1%
4.0%
6.8%
3.7%
3.1 %
2.9%
3.8%
3.5%
1.8%
-0.5%
3.0%
2.7%
4.0%
3.7%
4.5%
4.5%
4.2%
3.7%
4.1%
1.1%
1.8%
2.8%
3.8%
3.3%
2.7%
1.8%
-0.3%
-2.8%
2.5%
1.6%
2.2%
1.7%
2.4%
2.6%
1.6%

7.0%
4.8%
6.8%
9.0%
13.3%
12.4%
8.9%
3.8%
3.8%
3.9%
3.8%
1.1%
4.4%
4.4%
4.6%
6.1%
3.1%
2.9%
2.7%
2.7%
2.5%
3.3%
1.7%
1.6%
2.7%
3.4%
1.6%
2.4%
1.9%
3.3%
3.4%
2.5%
4.1%
0.1%
2.7%
1.5%
3.0%
1.7%
1.5%
0.8%
0.7%
2.1 %

8.5%
7.7%
7.0%
6.0%
5.8%
7.0%
7.5%
9.5%
9.5%
7.5%
7.2%
7.0%
6.2%
5.5%
5.3%
5.6%
6.8%
7.5%
6.9%
6.1 %
5.6%
5.4%
4.9%
4.5%
4.2%
4.0%
4.7%
5.8%
6.0%
5.5%
5.1%
4.6%
4.6%
5.8%
9.3%
9.6%
8.9%
8.1 %
7.4%
6.2%
5.3%
4.9%

6.6%
3.7%
6.9%
9.2%
12.8%
11.8%
7.1 %
3.6%
0.6%
1.7%
1.8%
-2.3%
2.2%
4.0%
4.9%
5.7%
0.1 %
1.6%
0.2%
1.7%
2.3%
2.8%
-1 .2%
0.0%
2.9%
3.6%
-1 .6%
1.2%
4.0%
4.2%
5.4%
1.1 %
6.2%
-0.9%
4.3%
4.7%
4.7%
1.4%
0.8%
1 .2%

-3.8%
1.9%

Source: Council of Economic Advisors, Economic Indicators various issues.
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Pima Utility Company
Test Year Ending December 31 2015
Docket No. W02199A-16-0421

ECONOMIC INDICATORS

Real
GDP

Growth

Industrial
Production

Growth
Consumer
Price Index

Unemploy
ment
Rate

Producer
Price Index

Llne
M

1.2%
3.5%
7.5%
2.7%

1 .1 %
0.9%
0.9%
1 .5%

5.6%
0.5%
3.2%
2.8%

5.8%
6.2%
6.1%
5.9%

4.8%
0.0%
3.2%
0.3%

Year
2003

1st Qtr.
2nd Qlf.
aid Qtr.
4th Qtr.
2004

3.0%
3.5%
3.6%
2.5%

2.8%
4.9%
4.5%
4.3%

5.6%
5.6%
5.4%
5.4%

5.2%
4.4%
0.8%
3.6%

5.2%
4.4%
0.8%
7.2%

4.1%
1.7%
3.1%
2.1%

3.8%
3.0%
2.1%
2.9%

5.3%
5.1 %
5.0%
4.9%

4.4%
1 .6%
8.8%
2.0%

5.6%
0.4%
14.0%
4.0%

5.4%
1 .4°/o
0. 1 %
3.0%

3.4%
4.5%
5.2%
3.5%

4.7%
4.6%
4.7%
4.5%

4.8%
4.8%
0.4%
0.0%

0.2%
5.6%
4.4%
3.6%

0.9%
3.2%
2.3%
2.9%

2.5%
1.6%
13%
1 .7%

4.5%
4.5%
4.6%
4.8%

4.8%
5.2%
1.2%
0.6%

6.4%
6.8%
1.2%
6.5%

1.9%
0.2%
3.0%
6.0%

1 .8%
1 .3%
3.7%
8.9%

4.9%
5.3%
6.0%
6.9%

9.6%
14.0%
0.4%
28.4%

2.8%
7.6%
2.8%
13.2%

5.3%
0.3%
1.4%
4.0%

a. 1 %
9.3%
9.6%
10.0%

2.4%
3.2%
2.0%
2.5%

11.6%
12.9%
9.3%
4.5%

0.4%
9.2%
0.8%
8.8%

2.7%
6.5%
6.9%
6.2%

1.6%
3.9%
2.8%

2.8% 9.7%
9.7%
9.6%
9.6%

0.9%
1 .2%
2.8%
2.8%

6.5%
2.4%
4.0%
9.2%

1 .5%
2.9%
0.8%
4.6%

4.8%
3.2%
2.4%
0.4%

9.0%
9.0%
9.1%
8.7%

5.4%
3.6%
3.3%
4.0%

9.6%
3.6%
6.4%
1 .2%

4.5%
4.7%
3.4%
2.8%

2.3%
1.6%
2.5%
0.1%

2.0%
2.8%
9.6%
3.6%

8.3%
8.2%
8.1 %
7.8%

3.2%
0.0%
4.0%
0.0%

1.9%
1.1%
3.0%
3.8%

2.5%
2.0%
2.6%
3.3%

2.0%
1.2%
1.6%
1.2%

1.1%
7.6%
7.3%
7.0%

1.2%
2.4%
0.0%
0.3%

1 .2%
4.0%
5.0%
2.3%

3.2%
4.2%
4.1%
4.5%

1 .6%
3.6%
0.0%
2.8%

6.6%
6.2%
6.1%
5.7%

0.3%
0.2%
0.0%
0.8%

2.0%
2.6%
2.0%
0.9%

5.6%
5.4%
5.2%
5.0%

3.5%
1.5%
1.1%
0.8%

0.2%
0.6%
0.0%
0.2%

2.3%
1 .2°/o
1 .8%
0.9%

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70

4.9%
4.9%
4.9%
4.7%

1.7%
1.3%
1.2%
O.1%

0.80%
1 .40%
3.50%
2.10%

1st Qtr.
2nd Qtr.
3rd Qtr.
am Qtr.
2005

1st Qtr.
2nd Qtr.
3rd Qtr.
am Qtr.
2006

1 sl Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2007

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2008

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2009

1 sl Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2010

1st Qtr.
2nd Qtr.
3rd Qtr.
am Qtr.
2011

1$t Qtr.
2nd Qtr.
3rd Qtr
4th Qtr.
2012

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2013

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2014

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2015

1$t Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2016

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

2.7%
2.2%
1 .5%
0.9%

1.1%
1.0%
1.1%
1.8%

GDP=Gross Domestic Product
Source: Council of Economic Advisors. Economic Indicators various issues.
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INTEREST RATES

Line
Utility
Bonds

Aaa

US Treasury
T BillS

3 Month

Utility
Bonds

Aa

Utility
Bonds

Baa

US Treasury
T Bonds
10 YearYear

Prime
Rate

Utility
Bonds

A

9.03%
8.63%
8.19%
8.87%
9.86%
12.30%
14.64%
14.22%
12.52%
12.72%
11 .68°/o
8.92%
9.52%

10.05%
9.32%
9.45%
8.85%
8.19%
7.29%
8.07%
7.68%
7.48%
7.43%
6.77%
7.21%
7.88%
7.47%

[1]

10.09%
9.29%
8.61 %
9.29%
10.49%
13.34%
15.95%
15.86%
13.66%
14.03%
12.47%
9.58%
10.10%
10.49%
9.77%
9.86%
9.36%
8.69%
7.59%
8.31 %
7.89%
7.75%
7.50%
7.04%
7.62%
8.24%
7.78%
7.37%
6.58%
6.16%
5.65%
6.07%
6.07%
6.53%
6.04%
5.46%
5.04%
4.13%
4.47%
4.28%
4.12%

9.44%
8.92%
8.43%
9.10%
10.22%
13.00%
15.30%
14.79%
12.83%
13.66%
12.06%
9.30%
9.77%
10.26%
9.56%
9.65%
9.09%
8.55%
7.44%
8.21 %
7.77%
7.57%
7.54%
6.91 %
7.51 %
8.06%
7.59%
7.19%
6.40%
6.04%
5.44%
5.84°/o
5.94%
6.18%
5.75%
5.24%
4.78%
3.83%
4.24%
4.19%
4.00%

10.96%
9.82%
9.06%
9.62%
10.96%
13.95%
16.60%
16.45%
14.20%
14.53%
12.96%
10.00%
10.53%
11 .00°/o
9.97%
10.06%
9.55%
8.86%
7.91 %
8.63%
8.29%
8.16%
7.95%
7.26%
7.88%
8.36%
8.02%
8.02%
6.84%
6.40%
5.93%
6.32%
6.33%
7.25%
7.06%
5.96%
5.57%
4.86%
4.98%
4.80%
5.03%

M
1
2
3
4
5
6
7
8
g

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

7.86%
6.84%
6.83%
9.06%
12.67%
15.27%
18.89%
14.86%
10.79%
12.04%
9.93%
8.33%
8.21 %
9.32%
10.87%
10.01 %
8.46%
6.25%
6.00%
7.15%
8.83%
8.27%
8.44%
8.35%
8.00%
9.23%
6.91 %
4.67%
4.12%
4.34%
6.19%
7.96%
8.05%
5.09%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.27%
3.51 %

5.84%
4.99%
527°/o
7.22%
10.04%
11 .51 %
14.03%
10.69%
8.63%
9.58%
7.48%
5.98%
5.82%
6.69%
8.12%
7.51 %
5.42%
3.45%
3.02%
4.29%
5.51 %
5.02%
5.07%
4.81 %
4.66%
5.85%
3.44%
1 .62%
1.01 %
1 .38%
3.16%
4.73%
4.41 %
1 .48%
0.16%
0.14%
0.06%
0.09%
0.06%
0.03%
0.06%
0.33%

1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

7.99%
7.61 %
7.42%
8.41 %
9.43%

11 .43%
13.92%
13.01 %
11.10%
12.46%
10.62%
7.67%
8.39%
8.85%
8.49%
8.55%
7.86%
7.01 %
5.87%
7.09%
6.57%
6.44%
6.35%
5.26%
5.65%
6.03%
5.02%
4.61 %
4.01 %
4.27%
4.29%
4.80%
4.63%
3.66%
3.26%
3.22%
2.78%
1 .80%
2.35%
2.54%
2.14%
1 .84%

[1] Note: Moodys has not published Aaa utility bond yields since 2001 .

Sources: Council of Economic Advisors, Economic Indicators Moody's Bond Record Federal
Reserve Bulletin, various issues.
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STOCK PRICE INDICATORS

Line
Year DJIA

S&P
Dividend/Price

Ratio

S&P
Earnings/Price

Ratio
sap

Composite
NASDAQ

Composite

I

i

Ma
1
2
3
4
5
6
7
8
g
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

1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

9.15%
8.90%
10.79%
12.03%
13.46%
12.66%
11.96%
11.60%
8.03%

10.02%
8.12%
6.09%
5.48%
8.01 %
7.41 %
6.47%
4.79%
4.22%
4.46%
5.83%
6.09%
5.24%
4.57%
3.46%
3.17%
3.63%
2.95%
2.92%
3.84%
4.89%
5.36%
5.78%
5.29%
3.54%
1.86%
6.04%
6.77%
6.20%
5.57%
5.25%
4.59%
4.17%

4.31 %
3.77%
4.62%
5.28%
5.47%
5.26%
5.20%
5.81 %
4.40%
4.64%
4.25%
3.49%
3.08%
3.64%
3.45%
3.61 %
3.24%
2.99%
2.78%
2.82%
2.56%
2.19%
1.77%
1 .49%
1.25%
1.15%
1.32%
1.61 %
1.77%
1.72%
1 .83%
1.87%
1 .86%
2.37%
2.40%
1.98%
2.05%
2.24%
2.14%
2.04%
2.10%
2.19%

322.84
334.59
376.18
415.74
451 .21
460.42
541 .72
670.50
873.43

1,085.50
1,327.33
1,427.22
1,194.18
993.94
965.23

1,130.65
1,207.06
1310.67
1,476.66
1,220.89
946.73

1,139.31
1,268.89
1,379.56
1,642.51
1,930.67
2,061 .20
2,092.39

491 .69
$599.26
715.16
751 .65
925.19

1164.96
1,469.49
1,794.91
2,728.15
2,783.67
2,035.00
1,539.73
1,647.17
1,986.53
2,099.03
2,265.17
2577.12
2,162.46
1,841 .03
2,347.70
2,680.42
2965.77
3537.69
4,374.31
4,943.49
4,982.49

802.49
974.92
894.63
820.23
844.40
891 .41
932.92
884.36

1,190.34
1,178.48
1,328.23
1,792.76
2,275.99
2060.82
2,508.91
2678.94
2,929.33
3,284.29
3,522.06
3,793.77
4,493.76
5,742.89
7,441 .15
8,625.52
10,464.88
10,734.90
10,189.13
9,226.43
8,993.59

10,317.39
10547.67
11,408.67
13169.98
11,252.61
8,876.15

10,662.80
11,966.36
12967.08
14,999.67
16,773.99
17590.61
17908.08

Source: Council of Economic Advisors, Economic Indicators, various issues.
https://www.gpo.gov/fdsys/browse/collection.action?colIectionCode=ECONI
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STOCK PRICE INDICATORS

S&P
DIvldendsPrlce

Ratio

S&P
Earnings/price

RatioDJIA
Llne
M

S&P
Composite

NASDAQ
Composite

2004
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1.64%
1.71%
1.79%
1.75%

4.62%
4.92%
5.18%
4.83%

2041.95
1984.13
1872.90
2050.22

10488.43
10289.04
10129.85
10362.25

1133.29
1122.87
1104115
1162.07

2005
151 av
2nd Qtr
3rd Qtr.
am Qtr.

1.77%
1.85%
1.83%
1.86%

5.11%
5.32%
5.42%
5.60%

2056.01
2012.24
2144.61
2246.09

1191.98
1181.65
1225.91
1262.07

10648.48
10382.35
10.532.24
10.827.79

2006
1$\ Qtr.
2nd Qtr.
3rd Qtr.
am Qtr.

5.61%
5.86%
5.88%
5.75%

1.85%
1.90%
1.91%
1.81%

1283.04
1281.77
1288.40
1389.48

10996.04
11188.84
11274.49
12175.30

2287.97
2240.46
2141.97
2390.26

1.84%
1.82%
1.86%
1.91%

5.85%
5.85%
5.15%
4.51%

2007
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

12470.97
13214.26
13.48a.43
13502.95

1 425.30
1 4%.43
1 490.81
1494.09

2444.85
2552.37
2609.68
2701.59

2008
1 S! Qtr.
2nd au.
3rd Qtr.
4th Qtr.

4.55%
4.05%
3.94%
1 .65%

2.11%
2.10%
2.29%
2.98%

1350.19
1 371.65
1251.94
909.80

12383.86
12508.59
11322.40
8795.61

2332.91
2.426.26
2290.87
1599.64

3.00%
2.45%
2.16%
1 .99%

0.86%
0.82%
1.19%
4.57%

2009
1 sr Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

809.31
892.23
996.68

1088.70

1485.14
1731.41
1985.25
2162.33

7774.06
8327.83
9229.93
10172.78

2010
1st Qtr.
2nd au.
are Qtr.
am Qtr.

1 .94%

1 .97%

2.09%

185%

5.21%
6.51%
6.30%
6.15%

10454.42
10570.54
10.390.24
11236.02

2274.88
2343.40
2237.97
2534.62

1.121.60
1.13525
1.096339
1204.00

6.13%
6.35%
7.69%
6.91%

105%
197%
2.15%
2.25%

2011
1st QU.
2nd QU.
3rd Qtr.
401 Qtr.

12024662
12370.73
11671 .47
11.798.65

2741.01
27G6.64
2613.11
2600.91

1302.74
1319.04
1237.12
1225.65

2012
1st Qtr.
2nd Qtr.
3rd Qtr.
am Qtr.

2.12%
2.30%
2.21%
2.28%

6.29%
6.45%
6.00%
6.07%

1347.44
1350.39
1.41221
1418.21

2902.90
2928.82
3029.86
3001 .69

12839.80
12765.58
13118.72
13142.91

2013
1st Qtr.
2nd Qtr.
3rd Qtr.
am QU.

5.59%
5.66%
5.65%
5.42%

2.21%
2.15%
2.14%
2.06%

1514.41
1609.77
1675.31
1770.45

3177.10
3369.49
a.64a.6s
3960.54

14000.30
14961.28
15255.25
15751.96

1a34.:10
1900.37
1975.95
2012.04

4210.05
4195.a1
4483.51
4607.88

16170.26
16803.50
16.953.85
17368.36

2.04%
2.06%
2.02%
2.03%

2014
1 SI Qtr.
2nd Qtr.
3rd Qtr.
4th m.

5.39%
5.26%
5.38%
497%

4.80%
4.60%
4.72%
4.23%

2015
1 sl Qtr
2nd Qtr.
3rd Qtr.
4th Orr.

2.02%
2.05%
2.16%
2.16%

4821.99
5017.47
4.921.81
5000.70

2063.46
2102.03
2026.14
2053.17

17806.47
18007.48
17065.52
17482.97

1
2
3
4
5
6
1
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
CB
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77

2016
1 s\ Otr.
2nd Qtr.
3rd Qtr.
4th Qtr.

4.20%
4.14%
4.11%
4.22%

1948.32
2074.99
2161.36
2184.88

4609.47
4845.55
5165.06
5309.89

2.31%
2.19%
2.13%
2.13%

16635.76
17763.85
18367.92
18864.77

Source: Council al Economic Advisors. Economic Indicators various issues.
https.//www.gpo.nov/fdsys/browse/wllecuonacllon?colIec!»onLodeECON!
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PROXY GROUP COMMON E UITY RATIOS

2014 20162011 20132010 2012
Projected

202022

56.5%

46.0%

49.0°/o

57.0%

53.5%

61 .5%

51 .0%

55.0%

2015

58.9%

46.2%

49.7%

57.0°/o

55.6%

55.8%

59.8%

50.2%

55.5%

54.6%

44.2%

47.3%

51 .5%

48.3%

46.5%

56.6%

43.4%

52.9%

60.9%

47.4%

51 .5%

53.6%

59.9%

54. 1 %

58.8%

48.4%

55.2%

55.7%

43.2%

43.4%

47.5%

47.6%

50.2%

55.8%

46.3%

51 .7%

60.2%

47.6%

51 . 1 %

53.6%

58.4%

52.9%

58.7%

48.9%

54.9%

60.6%

47.5%

51 .6%

58.0%

55.4%

54.4%

61 .5%

49.3%

57.4%

1

2

3

4

5

6

7

8

9

2009

54. 1 %

43. 1 %

44.4%

46.2%

52.9%

49. 1 %

52. 1 %

50.6%

54.3%

57.8%

461%

47.3%

52.1%

52.2%

50.8%

51.4%

45.0%

54.0%

Company

American States Water Co.

American Water works Co. Inc

Aqua America Inc.

Artesian Rtesources Corp.

California Water Service Group

Connecticut Water Service Inc.

Middlesex Water

SJW Corporation

York Water Company

54.0%49.5% 51 .5°/o 54.4% 54.3% 55.1% 53.1%49.0%49.6%10 Average

Source: Value Line (April 14 2011)
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05.12.11 l

The Federal Reserve Bank of Cleveland's inflation expectations model uses Treasury yields inflation data, inflation

swaps, and survey-based measures of inflation expectations to calculate the expected inflation rate (CPI) over the

next 30 years. The Cleveland Fed model is run every month on the date of the CPI release.

Latest Inflation Expectations Model Release (May 12, 2017)

The Federal Reserve Bank of Cleveland reports that its latest estimate of 10-year expected inflation is 1.84 percent.

In other words, the public currently expects the inflation rate to be less than 2 percent on average over the next

decade.

Historical Data

• G)

•

Excel : This spreadsheet contains the inflation expectations model's output from 1982 to the

present. Output includes expected inflation for horizons from 1 year to 30 years, the real risk premium,

the inflation risk premium, and the real interest rate.

Archives: View previous releases of inflation expectations going back to January 2015.

How to Interpret the Data

We report 10-year expected inflation, which is the rate that inflation is expected to average over the next 10 years.

We also provide the model's estimates of the inflation risk premium, the real risk premium, and the real interest rate

(see the charts below and the Excel file above). The inflation risk premium is a measure of the premium investors

require for the possibility that inflation may rise or fall more than they expect over the period in which they hold a

bond. Similarly, the real risk premium is a measure of the compensation investors require for holding real (inflation-

protected) bonds over some period, given the fact that future short-term rates might be different from what they

expect. Both the real risk premium and the inflation risk premium can be interpreted as investors' assessment of risk.

In the case of the real risk premium, it is an assessment of the risk of unexpected changes in the real interest rate,

and in the case of the inflation risk premium, it is an assessment of the risk of unexpected changes in inflation.

6/19/20170 -r search/indicators-and-data/inflation-ex ectations/inflation-...0. A . A .
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In figure 2 below we compare the model's estimate of 10-year real interest rates against TIPS yields. The figure can

be interpreted as illustrating the importance of factors not in the model (taxes, liquidity, the embedded option) for the

TIPS market. As TIPS are not used in the model, it also serves as a simple out-of-sample test for the model.

Figure 3, yield curve, shows the model's estimates for expected inflation at horizons of 1 to 30 years at three points

in time: the current month, the previous month and the previous year.

The Excel file also provides estimates of the 1-month and 1-year real interest rate. These estimates can be

interpreted as the actual interest rate, minus inflation, over the next month or the next year.

Resources

•

• CO

This Commentary explains how the model is•

Inflation Expectations, Real Rates, and Risk Premia (9 : This working paper provides the technical

details of the model.

Inflation: Noise, Risk and Expectations This Commentary explains to a more general audience how

the model's estimates are better than alternative approaches.

A New Approach to Gauging Inflation Expectations Q) :

constructed and what it provides to a more general audience.

Charts
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Questions?

For additional information, contact us.

To receive an email when new inflation expectations are posted, subscribe to our alert.

Headlines

05.24.17

Evolution Not Revolution Payments Are Underqoinq Chanqes in the United States v

Daniel A. Littman1Tasia Hane-Devore

>
Payments products are evolving and a "faster payments" system may accelerate changes. Read More

6/19/2017.clevelandfCdor >/en/our-research/indicators-and-data/inflation-expectations/inflation-...»I I A
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05.09.17

How Small Banks Deal with Larqe Shocks >

Kristle Cortés

Recent research has focused on the occurrence of natural disasters to study how small community banks
adjust their typical way of doing business to respond to large shocks. The research finds that banks
strategically adjust their business in three ways to meet the increased demand for capital after a natural
disaster.Read More >

04.20.17

Lexington-Growth Remains solid in the Lexinqton Reqion >

Gary Waqner1Christopher Vecchio

Economic conditions remain strong in the Lexington metro area. The most recent unemployment rate is
the lowest it has been since 2001, and the region has nearly 9 percent more jobs today than it did in 2007.
Read More »

SEE ALLUpcoming Events

0622.17
2017 Policy Summit on Housinq, Human Capital and Inequality

On June 22 and 23, the Cleveland Fed holds its biennial Policy Summit on Housing Human Capital, and Inequality. The

forum highlights the latest research and field initiatives on topics related to equitable development.

© 2017 FEDERAL RESERVE BANK OF CLEVELAND

6/19/2017https://www.clevelandted.ora/en/our-research/indicators-and-data/inf]ation-expectations/inf1ation-...
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have tended to be inaccurate. Between 1984 and 2012, CBO, private-sedor forecasters, and the
Administration all systematically overestimated the path of nominal interest rates just two years
into the future (CBO 2015a).

Figure 5

10year Treasury Rates and Historical Economist Forecasts
Percent

8

1994v
2010T

/
2015

7

6

s

4

3

2

1

0

1995 2000 2005 2010 2015 2020 2025
Note: Forecasts are those reported by Blue Chip Economic Indicators released

in March of the given calendar year, the median of over 50 privatesector

economists. Source: Blue Chip Economic Indicators, Aspen Publishers.

A central question in forming a long-run forecast is whether interest rates are statistically
stationary-i.e., whether they have a tendency to return to a definite long-run mean value or
average. To the extent interest rates are mean-reverting, the historical average may contain the
most useful information for projecting the long-run long-term interest rate. On the other hand,
if changes in interest rates are permanent (or at least, highly persistent), recent data may contain
more useful information about long-run interest rates than historical data. In general,
econometric tests suggest that real and nominal interest rates revert to their mean very slowly,
with close to unit root (non-stationary)9 properties.'° Tests for non-stationarity tend to be weak,
however, in that distinguishing between a true unit root and mean reversion with very high
persistence is difficult in a finite sample of data (Neely and Rap ach 2008).

Economic theory strongly suggests that real interest rates are bounded, if not fully mean
reverting (as discussed in more detail in section 111).11 A high return on investment should trigger
a reallocation of resources from consumption toward capital accumulation, driving down the
marginal product of capital and the real interest rate over time. Similarly, a low return on

9 A time series is said to contain a unit root if its random changes contain a permanent component. In this case it is
statistically nonstationary.
10 Hamilton et. al. (2015) reject the hypothesis that the real interest rate converges to a fixed constant. The difficulty
in predicting the long-run real interest rate leads them to be skeptical of models, like the Ramsey model considered
below, that place a strong emphasis on the link between output growth and the real interest rate.
11 Even when interest rates are mean-reverting, and therefore stationary in the statistical sense, they can be "trend
stationary," reverting to means that evolve deterministically over time rather than being constants. Thus,
stationarity of interest rates does not rule out the possibility that they trend upward or downward over long periods
as a result of somewhat predictable, secular economic forces.

1 1
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PIMA UTILITY COMPANY
DOCKET nos. W-02199A-16-0421 & SW-02199A-16-0422 (CONSOLIDATED)

RESPONSES TO RUCO'S SECOND SET OF DATA REQUESTS

March 16, 2017

Thomas J. Bourassa, CPARespondent:

Rate ConsultantTitle:

Address: 139 W. Wood Drive
Phoenix, AZ 85029

Company Response Number: 2.01

Q. Long-Term Debt - As contemplated in the Company's Financing Application in
Docket No. SW-02199A-16-0380, the stated purpose of Pima's request to issue
evidence of indebtedness in an amount not to exceed $8,370,000 is threefold:

i) To retire an existing loan from Wells Fargo ($6.138 million principal
balance outstanding as of August 31, 2016),
ii) To reduce equity in the capital structure using debt capital to achieve and
maintain a capital structure consisting of approximately 65% equity and 35% long-
term debt, and
iii) To fund infrastructure improvements of approximately $7.5 million over the
5-year period, 2016-2020.

In light of the above, please respond to the following:

1) In order to reduce the equity component in its capital structure, indicate if
the Company intends to effectuate a "rebalancing" of the capital structure
by buying back high cost common equity with low cost long-terrn debt,

RESPONSE: The repayment of the existing loan (projected to be $5,656,500
by July 2017) and the funding of projected capital improvements (projected
to be $7,553,869) over the next few years exceeds the new loan of $8,370,000
by over $4.8 million suggesting that none of the new loan proceeds are
required to "rebalance" the capital structure. However, that does not mean
that the Company may not need to issue additional dividends and/or "buy
back" equity in future years in order to achieve a 65% equity and 35% debt
target capital structure. The need to rebalance the capital structure and
amount required will depend, in large part, on the pace of construction and

l
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PIMA UTILITY COMPANY
DOCKET nos. W-02199A-16-0421 & SW-02199A-16-0422 (CONSOLIDATED)

RESPONSES TO RUCO'S SECOND SET OF DATA REQUESTS

March 16. 2017

Thomas J. Bourassa, CPARespondent:

Rate ConsultantTitle:

Address:
I

139 w. Wood Drive
Phoenix, AZ 85029

the associated capital investment, and on the increases to the equity balance
from net earnings over the next few years as well as reductions to the loan
balance from principal payments.

2) If yes to 1 above, indicate the dollar value of common equity to be
purchased with long-term debt,

RESPONSE: Please see the response to (1) above.

3) If no to 1 above, indicate the reason(s) why the Company elected not to
"rebalance" its capital structure by buying back high cost equity with low
cost debt,

RESPONSE: Please see the response to (1) above.

4) To the extent the Company does not intend to effectuate a rebalancing of its
capital structure, explain why the Stockholders' Equity balance reported in
the proforma capital structure in Schedule D-l (Page 1) is $l5,545,954, a
figure $786,874 less than the $16,332,828 balance reported as of the
December 31, 2015 test year end ($16,332,828 - $15,545,954 = $786,874),
and

RESPONSE: The D-1 (page 1), as filed, does not reflect dollar amounts for
the proforma capital structure, only percentages of debt and equity. I f
RUCO is referring to the work paper D-1 schedule, the $15,545,954 is the
proforma equity balance required to achieve 65% equity and 35% debt
assuming a debt balance of $8,370,000 at the end of 2015. This would indicate
that if the new loan were to have been issued at the end of 2015, some
"rebalancing" would have been required to immediately achieve these
percentages of debt and equity. However, the new loan was only just

2



PIMA UTILITY COMPANY
DOCKET nos. W-02199A-16-0421 & SW-02199A-16-0422 (CONSOLIDATED)

RESPONSES TO RUCO'S SECOND SET OF DATA REQUESTS

March 16, 2017

Thomas J. Bourassa, CPA

Rate Consultant

Respondent:

Title:

Address: 139 W. Wood Drive
Phoenix, AZ 85029

approved and will not be issued until mid-2017. Based upon the projected
equity and debt balances at the end of 2017, the Company anticipates the
equity and debt in the capital structure to be approximately at the target
levels of 65% equity and 35% debt. Beyond 2017, and because the loan is an
amortizing loan, the Company anticipates that the equity thickness wil l
increase and some rebalancing of equity through issuance of additional
dividends may be required so as to reduce the equity balance and to achieve a
target 65% equity and 35% debt capital structure.

5) Admit that in a Financing Application filed in Docket No. W-02199A-1 1-
0403 (dated November 8, 2011), the Company requested authority to "rebalance"
its capital structure by buying back $2,500,000 of equity capital with $2,500,000 of
debt capital.

I RESPONSE: Admit.

3



PIMA UTILITY COMPANY
DOCKET nos. W-02199A-16-0421 & SW-02199A-16-0422 (CONSOLIDATED)

RESPONSES TO RUCO'S SECOND SET OF DATA REQUESTS

March 16, 2017
l

Thomas J. Bourassa, CPARespondent:

Rate ConsultantTitle:

Address: 139 W. Wood Drive
Phoenix, AZ 85029

Company Response Number: 2.02

Q. Statement of Changes in Stockholders' Equity - A review of Schedule E-4 (Page
1) for both the Water and Waste Water Divisions in the Company's filing presents
an analysis of changes to the Stockholders' Equity section of the Company's
Balance Sheet. However, the data presented reflects changes measured as of
December 31, 2007, December 31, 2008, December 31, 2009, and December 31,
2010. Please update these schedules to provide an analysis of the changes to the
Stockholders' Equity section of the Company's Balance Sheet for both the Water
and Waste Water divisions measured as of December 31, 2011, December 31,
2012, December 31, 2013, December 31, 2014, the December 31, 2015 test year
end, and, if available, the December 31, 2016 projected year end.

RESPONSE: Please see the attached revised E-4 schedules. See also the attached
changes in stockholder's equity from 2010 to 2015 for each division and on a combined
basis.

r!
4



PIMA UTILITY COMPANY
DOCKET nos. W-02199A-16-0421 & SW-02199A-16-0422(CONSOLIDATED)

RESPONSES TO RUCO'S SECOND SET OF DATA REQUESTS

March 16, 2017

Thomas J. Bourassa, CPARespondent:

Rate ConsultantTitle:

Address: 139 w. Wood Drive
Phoenix, AZ 85029

Company Response Number: 2.03

Q. Statement of Changes in Stockholders' Equitv - A review of the Company's
Schedule E-4 (Page 1) as filed in the Company's Application indicates that
dividend distributions were made (in years 2008, 2009 and 2010) to shareholders
by the Water Division but not by the Waste Water Division. Please (a) indicate if
it is customary for the Company to account for dividend distributions to be paid
only from stockholders' equity from the Water Division, and if so (b) state the
reason(s) as to why the Company accounts for dividend distributions in this
fashion.

RESPONSE: The water and wastewater divisions are gag separate companies. Pima is
one utility that provides water and wastewater utility service with one set of stocldiolders.
That said, for rate making proposes it is customary to show equity distributions and or
paid-in-capital adjustments on one division and not the other in order for the individual
divisional balance sheets presented on the separate divisional E-1 balance sheets to
balance.
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PIMA UTILITY COMPANY
DOCKET nos. W-02199A-16-042] & SW-02199A-16-0422 (CONSOLIDATED)

RESPONSES TO RUCO'S SECOND SET OF DATA REQUESTS

March 16, 2017

Thomas J. Bourassa, CPARespondent:

Rate ConsultantTitle:

Address: 139 W. Wood Drive
Phoenix, AZ 85029

Company Response Number: 2.04

Q. Long-Term Debt - As detai led in Exhibit 3 of the Company's Financing
Application (Docket No. SW-02199A-16-0380), the capital outlays for the above
noted $7.5 million ($7,553,869 actual cost) infrastructure improvement projects
are scheduled as follows:

$

Total

$5445898

$2.l07.97 l

$7553.869

l 00.00%

2020

$750000

$750.000

s I 500,000

l9.86%

2019

$750000

$750000

$1500000

l9.86%

20 I8

$2780000

l 10.000

$2890000

38.26%

2017

$975000

$335.000

Sl 310000

17.34%

20 I6

Water $190898

Sewer S l 62.97 l

Totals $353869

4.68%Percent

1In light of the above, please respond to the following: l

l

1) As noted in the Company's Financing Application (p. 2, lines 20-21), the
outstanding principal balance of the Company's existing loan from Wells Fargo
is due and payable on or before July 25, 2017. Indicate if the Company plans
to draw down the entire $8,370,000 debt principal of its newly requested Wells
Fargo debt as of this date, and

RESPONSE: The Company plans to draw down the new loan in 2017 on or
around the time the existing loan expires and has to be repaid and not before.

2) To the extent the Company does plan to draw down the entire $8,370,000
balance on or before July 25, 20 l7, what assurances do ratepayers have that the
Company will refrain from effectuating a rebalancing of its capital structure
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l

lPIMA UTILITY COMPANY
DOCKET nos. W-02199A-16-0421 & SW-02199A-16-0422 (CONSOLIDATED)

RESPONSES TO RUCO'S SECOND SET OF DATA REQUESTS l

l

March 16, 2017

l

lThomas J. Bourassa, CPARespondent:
1

Rate ConsultantTitle:

Address: l139 W. Wood Drive
Phoenix, AZ 85029

(i.e., swapping out equity for debt) 9 rates have been established in this
docket, as
(a) $5,890,000, or 77.97%, of the $7,553,869 infrastructure improvement
project costs ($5,890,000/$7,553,869 = 77.97%) are not scheduled to be
incurred until years 2018 ($2,890,000), 2019 ($l,500,000) and 2020
($1,500,000), and
(b) interest will accrue on the entire $8,370,000 outstanding principal debt
balance effective immediately (i.e., as of July 25, 20l7)?

RESPONSE: In the Company's view it does not matter whether the draw
down of new debt and repayment of existing debt occur before rates are set in
the instant case. Rate payers are not harmed, and in fact benefit, by using the
more leveraged proforma capital structure to set rates rather than the less
leveraged actual capital structure at the end of the test year.

a) The Company does not plan to use all the proceeds from the new debt to
fund the $7,553,869 of new infrastructure projects. The Company intends to
repay existing debt and fund new capital projects with the remaining
proceeds. After repaying existing debt (projected to be $5.626,500 at the time
of payoff), the remaining proceeds of $2,743,500 will fund the projected 2017
and 2018 capital improvements of $1,310,000 and $2,890,000, respectively.

b) The Company will incur interest expense on the existing loan until repaid
and on the new loan from draw down until repaid.
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PIMA UTILITY COMPANY
DOCKET nos. W-02199A-16-042I & SW-02199A-16-0422 (CONSOLIDATED)

RESPONSES TO RUCO'S SECOND SET OF DATA REQUESTS

March 16, 2017

Respondent:

Title:

Company:

Address:

Company Response Number: 2.05

Q. Common Equity - In the Company's prior rate case (Docket No. W-02199A-1 l-
0329, et aL), the Company employed a December 31, 2010 test year end, and as
shown in Schedule D-1 (Page 1) of the Company's Application, the Company
initially proposed the following proforma consolidated capital structure:

PercentDollar Amount
.
I

31.08 %
68.92 %
100.00%

Long-Term Debt
Common Equity
Totals

$8,370,000
$ l8.539.6 l5
$26,933,072

However, pursuant to adjustments made to the Company's proposed capital
structure by Staff in Direct testimony, the Company, in Rebuttal Schedule D-1
(Page 1), subsequently proposed the following consolidated capital structure:

PercentDollar Amount

35.36 %
64.64 %
100.00%

Long-Term Debt
Common Equity
Totals

$8,370,000
$15.301.736
$23,671,736

Both Staff and RUCO subsequently adopted the Company's modified consolidated
capital structure in Surrebuttal testimony, and in Decision No. 73573 (dated
November 21, 2012), the Commission likewise adopted it for rate-making
purposes.
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PIMA UTILITY COMPANY
DOCKET nos. W-02199A-16-0421 & SW-02199A-16-0422 (CONSOLIDATED)

RESPONSES TO RUCO'S SECOND SET OF DATA REQUESTS

March 16, 2017

Respondent:

Title:

Company:

Address :

In light of the above, please respond to the following:

1)

2)

3)

Provide a reconciliation schedule (in Excel format with formulas intact)
demonstrating that the $3,237,879 reduction ($18,539,615 - $15,301736 =
$3,237,879) made to Common Equity in the Company's proposed
December 31, 2010 test year end capital structure in Rebuttal testimony,
and adopted by Decision No. 73573 in Docket No. W-02199A-11-0329, et
al., has properly been carried forward to Pima's Common Equity balances
as of (i) the December 31, 2011 year end, (ii) the December 31, 2012 year
end, (iii) the December 31, 2013 year end, (iv) the December 31, 2014 year
end, (v) the December 31, 2015 test year end, and if available, (vi) the
December 31, 2016 projected year end,
Provide copies of the Company's audited financial statements for the years
ending: (i) December 31, 2011, (ii) December 31, 2012, (iii) December 31,
2013, (iv) December 31, 2014, and if available (v) December 31, 2016, and
To the extent the above noted $3,237,879 reduction made to Common
Equity by the Company in its December 31, 2010 test year end capital
structure in Docket No. W-02199A-11-0329, et al. has not properly been
carried forward, admit that a downward adjustment of $3,237,879 to the
Company's proposed $15,545,954 consolidated Common Equity balance
(See Schedule D-1 (Page 1) of the Company's Application, as supported in
Mr. Bourassa's workpapers) is necessary.

OBJECTION: This data request is not reasonably calculated to lead to the discovery of
admissible evidence in this rate case. The purpose of this rate case is to determine rates
based on a finding of fair value rate base, rates that will be charged during the period
rates will be in effect. The capital structure used to set rates in the last case was a
proforma capital structure and is utterly immaterial to the setting of rates in this rate case.
The same is true of RUCO's request that the Company prepare reconciliation schedules
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PIMA UTll,lly COMPANY
DOCKET nos. W-02199A-16-0421 & SW-02199A-16-0422 (CONSOLIDATED)

RESPONSES TO RUCO'S SECOND SET OF DATA REQUESTS

March 16, 2017

Respondent:

Title:

Company :

Address :
l
l
i

i

i

and produce audited financial statements for several historic years as this information has
nothing to do with this rate case.
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