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EXECUTIVE SUMMARY1

.
I

i

i

l

Per the Company's
and 17,600

Liberty Utilities (Litchfield Park Water 8= Sewer) Corp. ("LU-LPSCO" or "Company")
is an Arizona public service corporation authorized to provide water and
wastewater services in portions of Maricopa County, Arizona. LU-LPSCO is
considered a Class A water and wastewater public utility service provider in the
State of Arizona based on its level of annual gross revenues generated in the Test
Year ("TY"). The Company's service area is located in the southwestern portion
of the Phoenix metropolitan area, and includes the Town of Litchfield Park, a
portion of the City of Goodyear north of Interstate 10, two commercial sites in
Avondale (including Estrella Mountain Community College), an unincorporated
area of Maricopa County, and two Homeowners Associations named Savannah
and Arroyo that will be discussed in length in this testimony, which are part of
LU-LPSCO Certificate of Convenience 8t Necessity ("CC&N").
Application, LU-LPSCO serves approximately 18,500 water
wastewater service connections in a portion of Maricopa County.

On February 28, 2017 and March 17, 2017, LU-LPSCO filed four separate dockets
in this matter. Two of those four dockets filed with Arizona Corporation
Commission ("ACC" or "Commission") on February 28, 2017 were rate
Applications seeking permanent rate increases for the Company's 1)water and 2)
wastewater utility operations that utilized an adjusted Test Year ("TY") ending
December 31, 2016. The third and fourth dockets filed on March 17, 2017 that
consisted of two 3) financing dockets for the water and wastewater divisions
respectively.

On March 20, 2017, the Company filed Motions to consolidate "in both Rate
Dockets and both Finance Dockets. On that same date, the Residential Utility
Consumer Office ("RUCO") filed an Application to intervene" on behalf of the
residential ratepayers. The ACC granted RUCO's request to intervene on the
same date that consolidation of the dockets were granted. A Procedural Order
was issued by the Administrative Law Judge ("ALJ") regarding consent to email on
March 20, 2017.

The interests of judicial

On March 23, 2017, the Administrative Law Judge ("ALJ") assigned to the docket
granted the Company's request to consolidate the four dockets stating, "The
matters in the above captioned dockets are substantially related, and the rights of
the parties will not be prejudiced by consolidation.
efficiency and administrative economy warrant consolidation of these matters.
The ALJ issued a written Amended Rate Case Procedural Order granting the
Company's request to consolidate the four dockets into the consolidated Docket
No. SW-01428A-17-0058 and to grant RUCO intervention in the consolidated
docket on April 25, 2017.

The Company stated that the reason for its request of a permanent rate increase
was for the reason as follows: First, "Liberty Litchfield Park's revenues from its
utility operations are no longer providing the Company a reasonable opportunity to
recover reasonable and prudent operating expenses and earn a fair return on the
fair value of its utility plant and property devoted to public service."
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l
l

i

For its Water Division, LU-LPSCO proposes a revenue increase of $1,533,896 or
11.35 percent increase over the current rates. For its Sewer Division, the
Company proposes a revenue increase of $3,496,801 or 30.06 percent increase
over the current rates. The Company-proposed rates will provide LU-LPSCO with
operating incomes of $3,629,266 for the water utility service and $3,888,855 for
the wastewater utility service for an 8.67 percent rate of return on invested capital.

For the Water Division, RUCO recommends a revenue decrease of $1 ,006,881 or
a 7.41 percent decrease in present rates on a 6.91 percent overall rate of return.
For the Sewer Division, RUCO recommends a revenue increase of $93,889 or a
0.81 percent increase in present rates on a 6.91 percent overall rate of return.
RUCO's recommended revenue decreases/increases would produce an operating
income of $2,641,690 for the Water Division and an operating income of
$2,880,379 for the Sewer Division that represents a 6.91 percent rate of return on
RUCO's adjusted fair value rate base ("FVRB") of $38,229,949 and $41,684,214
for the Water and Sewer Divisions, respectively. The Company proposes to use
its original cost rate base ("OCRB") as its FVRB in this proceeding.

The Company proposed and RUCO's recommended overall revenue requirement
components for Revenue Increase, Fair Value Rate base ("FVRB"), Rate of
Return, and Operating Income are displayed in the table below as follows:

Wastewater Division
Company RUCO
Proposed Recommends

Water Division
Company RUCO
Proposed Recommends

$ 3,496,801 $ 93889

30.06% 0.81°/o

$ 44,854,137 $ 41 ,684,214

8.67% 6.91%

$ 3,888,854 $ 2,880,379

Revenue Increase $ 1,533,896 $ (1,006,881 )

Percent Increase 11 .35% (7.41 %)

FVRB $ 41,860,046 $ 38,229,949

Rate of Return 8.67% 6.91 %

Operating Income $ 3,629,266 $ 2,641 ,690

1
2
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Purchased Power Adjustment Mechanism
").

In addition to the Company's request seeking permanent rate increases, the
Company is requesting approval of a
("PPAM") and a Property Tax Adjustment Mechanism (PTAM

ii
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l
1

2

I.

Q.

INTRODUCTION

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

i

A. i

i

My Name is Timothy J. Coley. I am a Public Utilities Analyst V employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 w.

Washington, Suite 220, Phoenix, Arizona 85007.

Q. Please state your educational background and qualifications in the

utility regulation field.

Appendix 1, which is attached to this testimony, describes my educational

background and includes a list of the rate cases and regulatory matters in

which I have participated.

l

l
l

l

Q. Please state the purpose of your testimony.

A.

l

l

\
l

F
l

9

1

l
l

i

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

regarding Liberty Utilities Litchfield Park Water 8t Sewer Corp. ("LU-LPSCO"

or "Company") W ater and Sewer Divisions' rate 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 the

provision of utility service. The Test Year ("TY") utilized by LU-LPSCO in

connection with the preparation of this Application is the 12-month period

ending December 31, 2016.

1

3
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8

9 A.

10

11
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19

20

21

22

23
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1 Q. How is RUCO's testimony organized?

A. RUCO's testimony is organized in eight sections as follows:

Section I - Introduction, which is this section of testimony,

Section II - Background

Section Ill - Summary of Revenue Requirements,

Section IV - Summary of Rate base Adjustments,

Section V - Detailed Rate base Adjustments,

Section VI - Summary of Operating Income Adjustments,

Section VII - Detailed Operating Income Adjustments, and

Section VIII - Other Issues.

ll.

Q.

BACKGROUND

Please describe RUCO's work effort on this project.

\
l

ll\
1\
ll

1

2

3

4

5

6

7

8

9

10

11

12

13

14 A.

15

16

17

18

19

20

21

22

23 i
i

This is the second of eight sections of RUCO's testimony that lays the

background of RUCO's testimony and work efforts in this proceeding. I

reviewed financial data provided by the Company through the discovery

process and performed analytical procedures necessary to understand the

Company's fi l ing, as i t related to the Company's overal l  revenue

requirements, rate base, and operating income. RUCO's recommendations

are based on the following analyses. Procedures performed included in-

house formulation and analysis of data requests, the review and analysis of

the Company's responses to Commission Staff's data requests, and review

of prior dockets related to LU-LPSCO's prior filings.
l

2

l

l

l

l
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I

I

RUCO's participation in this proceeding is a cumulative effort of two RUCO

witnesses, myself (Timothy J. Coley) and John A. Cassidy, whom filed

RUCO's recommended Cost of Capital ("COC") testimony under separate

cover. was responsible for RUCO's recommended rate base and

operating income adjustments that determined RUCO's overall revenue

requirement recommendations.

Q. Please identify the schedules and exhibits that you are sponsoring.

i

li

I am sponsoring RUCO's recommended revenue requirement and rate

base Schedules labeled TJC-1 through TJC-10 and operating

income/expense Schedules labeled TJC-12 through TJC-26. RUCO

Schedule TJC-11 is a placeholder schedule to be used for its surrebuttal

filing and has been omitted in this direct testimony filing. RUCO Schedule

TJC-27 is a summary of RUCO's Cost of Capital, which is being sponsored

by Mr. Cassidy.

Q.

l

l

l

l

lDoes RUCO have a general concern about the Company's Internal

Controls over the recording and transparency of transactions? l
\
1
1
1

1

1

1

2

3

4

5

6

7

8

9 A.

10

11

12

13

14

15

16

17

18

19 A.

20

21

22

23

Yes. During the course of this proceeding, the Commission Staff identified

revenues that were reclassified from an unknown entity, Algonquin

Environmental Services ("AES"), to LU-LPSCO. The Staff analyst assigned

to this case, Ms. Hunsaker, telephoned me inquiring whether I heard of

AES. I told Ms. Hun saker that I was not familiar with an affiliate company

3
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1 by that name. In turn, I mentioned during that conversation that I had come

2 across a reclassification of Contributions-in-Aid-of-Construction ("CIAC")

3 from an entity named NWS (aka Northwest Sewer) to LU-LPSCO. I was

4 not familiar with NWS as being an affiliate of LU-LPSCO either. Those two I
II
I
I

5 Ifindings set off a number of data requests and internal research on behalf

6 of both RUCO and Staff. RUCO searched the ACC Corporate Division and

7 the Secretary of the State websites for entities by those names doing

8 business in the State of Arizona. AES was Mg registered to conduct

9 business transactions in the State of Arizona. However, NWS was

10 registered to conduct business transactions in Arizona.

11

12

13

14

15

16

Through a number of data requests, it was discovered that revenues were

being recorded to the unregulated entity of AES and properly recorded

or accounted for on the books of the regulated LU-LPSCO. In addition, the

CIAC that was transferred from the unregulated NWS to the regulated Lu-

LPSCO had QS been properly included by the Company in its 2008 and

2012 rate cases.17

18

Were the revenues that were recorded on the books of AES included19 Q.

20

21

in the revenues in the prior 2008 and 2012 rate cases properly

accounted for as regulated revenues during those two rate cases?

No. Neither the revenues nor the CIAC was ever included in either the 200822 A.

or 2012 rate cases.23

4
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Q. When did the revenues begin to be recorded to the unregulated AES?

A.

i

l
l
l

The Company's responses to RUCO and Staff indicated the revenues

began in 2007 and recorded to the unregulated AES but never to the

regulated LU-LPSCO.

Q. When was the CIAC received that was accounted for in either the

2008 and 2012 rate cases?

The Company indicates the CIAC was received between the years of 2005

through 2007 from a number of developers.

Q. W ouldn't the exclusion of either the revenues and/or CIAC overstate

the revenue requirements in those 2008 and 2012 rate cases?

Yes.

Q. Did the Com pany propose any adjus tm ents  in i ts  Appl icat ion/

tes t im ony in this  case f i led on February 28, 2017 to m ake the

ratepayers  whole for fai lure to inc lude the revenues and CIAC

received, that was disclosed in the 2008 and 2012 rate cases?

1

2

3

4

5

6

7

8 A.

9

10

11

12

13 A.

14

15

16

17

18

19 A.

20

21

22

23

No. The Company's testimony did address the nondisclosure of either

the associated revenues from 2007-2015 or any CIAC that was received

some ten-years ago. The two sources of cash, revenues and receipt of

CIAC, were only reclassified in the current 2016 TY to the regulated LU-

LPSCO from the unregulated entities in its general ledger.

5
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i
i

l
l

1 Q. Is RUCO making an adjustment to make the ratepayers whole for the
l

2 Company's nondisclosure of the two sources of cash received over

3 the approximate ten-year period?

A.4

5

Yes. RUCO's adjustment will be more fully addressed in Sections IV, v, VI,

and VII of its testimony.

6

7 Q. Are there other concerns with the Company's application that the

8 Commission should consider?

A.g

10

11

Yes, oversights such as those just discussed seems to be a continuing

problem for this company. RUCO's former Manager of Rates and

Accounting, Mr. Robert Mease, stated the following in LU-LPSCO's 2012

12 rate case regarding internal controls:

Many errors were identified in the Company's reporting and

numerous adjustments had to be made. At an organizational

level the basic internal control objective is defined as follows:

13

14

15

16

17

18

19

20

21

22
23
24
25
26
27

"Internal control objectives relate to the reliability of financial

reporting." Following is a summary of the inaccuracies

identified in the reporting of the test year results which lead

RUCO to question the Company's Internal Control process

and procedures:

1. Prior to beginning work on the review of Company's
test year, the Company's Uti l i ty Rates and
Regulatory Manager called and informed RUCO that
an error had been made in the reporting of the
Accumulated Depreciation balance. The Company'
Water Division's Accumulated Depreciation balance

6
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was understated by $2,411 ,551. (The Company did
inform all parties that this error was made),

1
2
3
4

l
l

l
l

i
ll
l

i

2. During the course of RUCO's review i t  was
determined that approximately $2,819,595 in plant
additions for the Water Division and $563,717 in
plant additions for the Wastewater Division had been
recorded to the incorrect NARUC accounts,

l3. Plant additions of $724,962 and $90,223 were made
to the Water and Wastewater Divisions respectively,
during year 2011, and many of the plant invoices
supporting these additions were dated in year 2006.
RUCO was concerned that these plant additions
were duplicated. When discussing our concerns
with the Company it was determined that these
invoices were correctly accrued during the last rate
case but were not transferred from the CW IP
account, to plant accounts, until year 2011 even
though the projects had been placed in service
during prior years;

4. Several invoices related to plant additions had been
recorded to the incorrect division and had to be
reclassified,

5. Several duplicate invoices were identified,

6. A data request was sent asking the Company why
there was no Construction W ork In Progress
identified with either division. The Company
response, CWIP was incorrectly identified to the
Inter-Company Receivables Account, and

7. Incorrect assessment ratios were used to calculate
property taxes and the incorrect Arizona Income Tax
rate was used to calculate Arizona Income Taxes.

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
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l

To RUCO's knowledge the Commission did not order any audit or

repercussions for or to the Company based on RUCO's findings in that

case. The lack of proper internal controls should be an issue the

Commission addresses in this case to protect ratepayers from potential

future oversights.

Q. In preparing its testimony and discussing the adjustments RUCO

recommends, has RUCO segregated between the Water and Sewer

Divisions?

Yes. When RUCO proposes an adjustment that is synonymous to both

divisions, the adjustment will be identified to both Water and Sewer

Divisions. If an adjustment relates to only one division, it will be identified

as being specific to that division only.

III.

Q. i

i

\

i

i

SUMMARY OF REVENUE REQUIREMENTS

Can you please provide a summary schedule identifying the

Company's proposed and RUCO's recommended revenue

requirements for both the Water and Sewer Divisions?
l
l
i

1

2

3

4

5

6

7

8

9

10 A.

11

12

13

14

15

16

17

18

19 A.

20

21

22

23

Yes. This is the third of eight sections of RUCO's testimony that provides a

broad overview of its summary of recommended revenue requirements for

LU-LPSCO's Water and Sewer Divisions. See the following table that

summarizes the Company and RUCO's overall revenue requirement

components below:

8
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DifferenceRUCO

Water Division

CompanyDescription

l
i

i

$ 38,229,949

3,262,095

2,641,690

6.91%

$ (1,006,881)

13,585,959

12,579,078

(7.41%)

9.57%

$ 41 ,860,046

2,684,138

3,629,266

8.67%

$ 1,533,896

13,510,828

15,044,723

11.35%

10.70%

$ (3,630,096)

577,957

(987,576)

(1 .76%)

$ (2,540,777)

75,131

(2,465,645)

(18.76%)

(1 .13%)

OCRB/FVRB

Adjusted TY Operating Income

Required Operating Income

Required ROR on Rate base

Increase in Gross Revenue

Adjusted TY Revenues

Proposed Annual Revenues

Required % Increase in Revenue

Rate of Return on Equity

Wastewater Division

DifferenceCompany RUCODescription

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

S 44,854,137 $ 41,684,214

1,729,629 2,822,404

3,888,854 2,880,379

8.67% 6.91%

$ 3,496,801 $ (93,889)

11,633,954 11,633,954

15,130,755 11,727,843

e 30.06% 0.81%

10.70% 9.57%

$ (3,169,924)

1,092,775

(1 ,008,475)

(1 .76%)

$ (3,402,912)

-0-

(3,402,912)

(29.25%)

(1 .13%)

OCRB/FVRB

Adjusted TY Operating Income

Required Operating Income

Required ROR on Rate base

Increase in Gross Revenue

Adjusted TY Revenues

Proposed Annual Revenues

Required % Increase in Revenu

Rate of Return on Equity28

29

30

31

32

33

34

35

9
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I
1 IV. SUMMARY OF RATE BASE ADJUSTMENTS 1 6:

Q. Please summarize RUCO's recommended Rate Base adjustments for

LU-LPSCO's Water and Wastewater Divisions as filed in the

2

3

4 Company's Application.

This is the fourth of eight sections of RUCO's testimony that provides a

summary of its rate base adjustments 1-6 for the Company's Water and

Sewer Divisions. For the Water Division, RUCO recommends four Rate

base adjustments. The total sum of these four adjustments reduces rate

base by $3,630,096, which is shown on RUCO Direct Schedule TJC-3 in

Column [H] at line number 16 for the Water Division. Each of these four

adjustments will be discussed in detail in the fifth and next section of this

testimony. The four rate base adjustments are summarized and briefly

identified in the table below:

5 A.

6

7

8

9

10

11

12

13

14

15 Water Division - Rate Base Adjustments

Debit/ (Credit)
Amount

i
i
1

Description

Adjustment #1 - Plant & Accumulated Depreciation Adjustments....$ (3,433,394)

Adjustment #2 - Not Used for the Water Division........................... - 0 -

Adjustment #3 .- intentionally Left Blank for both Water & Sewer...... - 0 -

Adjustment #4 - Contributions-in-Aid-of-Construction ("CIAC") 81 AA.. (1 )

Adjustment #5 - Accumulated Deferred Income Taxes ("ADIT")....... (35,849)

Adjustment #6 Cash Working Capital (160,852)

Total Rate Base Adjustments................................................$ (3,630,096)

16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

10

l

l

l
E

l
1
1
1
\
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1 The $3,630,096 total Rate base adjustment above represents a reduction

to the Water Division's Rate base.2

3

4

5
i
i

6

7

8

i

9
1
l

9

For the Sewer Division, RUCO recommends five rate base adjustments.

The total sum of these five adjustments reduces rate base by $5,781 ,652,

which is shown on RUCO Direct Schedule TJC-3 in Column [H] at line

number 18 for the Sewer Division. Each of these five adjustments will be

discussed in detail in the fifth and next section of this testimony. The four

rate base adjustments are summarized and briefly identified in the table
i

10 below:

11 Sewer Division - Rate Base Adjustments

Debit / (Credit)
Amount

. $ (138,228)

(2,829,618)

_ 0 _

1,603

(98,605)

(105,075)

....$ (3,169,924)

Description

Adjustment #1 - Plant at Accumulated Depreciation Adjustments.....

Adjustment #2 - AES 8t NWS Regulatory Liability................ . . . . .

Adjustment #3 - intentionally Left Blank for both Water 8t Sewer......

Adjustment #4 - Contributions-in-Aid-of-Construction ("ClAC") & AA..

Adjustment #5 - Accumulated Deferred Income Taxes ("ADIT")..

Adjustment #6 - Cash Working Capital.........

Total Rate Base Adjustments......................................... ..

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

30

31

32

33

The $3,169,924 total rate base adjustment above represents a reduction to

the Sewer Division's rate base. RUCO will now provide a more detailed

explanation in the next section of testimony of each of the rate base

adjustments for the Water and Sewer Divisions.

11
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1 v . DETAILED RATE BASE ADJUSTMENTS

i

l

l

i

l

l

l

2 Rate Base Adjustment #1 Utility Plant in Service ("UPlS") and

3 Accumulated Depreciation ("A/D") Adjustments:

4 Q. Please explain RUCO rate base Adjustment #1 for the Water Division.

5 A.

6

7

8
I

I 9

10

This is the fifth of eight sections of RUCO's testimony that provides a

detailed explanation of its recommended rate base adjustments 1-6. For

the Water Division, rate base Adjustment #1 is comprised of two UPIS

adjustments totaling ($5,456,411) and three A/D adjustments totaling

$2,023,017 that net to a total ($3,433,394) adjustment. The net adjustment

to UPIS and A/D of ($3,433,394) represents a reduction to net UPIS and

11 thus to rate base, which is shown on RUCO Direct Schedule TJC-3. The

12 detail of each UPIS and A/D adjustment is shown in more detail on RUCO

13

14

15

16

Direct Schedules TJC-4 at pages 1 and 2 respectively. These adjustments

are shown on the following two tables for the Water Division. Table 1

represents the UPIS adjustments while Table 2 represents the A/D

adjustments as follows:

Table 1
WaterDivision - Rate Base Adjustment #1

Comprised of Two UPIS Adjustments
Debit / (credit)

AmountDescription

Adjustment A - UPIS Reconstruction Adjustment..........................$ (- 0 -)
Adjustment B -. Impacts A/D - 0 -
Adjustment C - 2017 Post Test Year UPlS Disallowances............... (3,500,494)
Adjustment D - 2017 Post Test Year UPIS Retirements.................. (1 ,955,917)
Adjustment E .-. intentionally Left - 0 -

Total UPIS Rate Base Adjustment #1 $(5 456 411)

17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

12
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Table 2
Water Division - Rate Base Adjustment #1

Comprised of Three A/D Adjustments
Debit l (Credit)

AmountDescription

..$ _ 0 _

(7,349)
74,449

1,955,917
_ 0 _

Adjustment A - A/D Reconstruction Adjustment.. . .. .. . . .. .. .. . . . . . . .
Adjustment B - Stranded A/D
Adjustment C - 2017 Post Test Year A/D Disallowances..
Adjustment D - 2017 Post Test Year A/D Retirements... .. . . . . .
Adjustment E - Intentionally Left

Total A/D Rate Base Adjustment #1 $(2 023 017)

1
2

3
4
5
6
7
8
9

10
11
12
13
14
15

16 UPIS and A/D Adjustment A - UPIS and A/D Reconstruction Adjustment:

17 Q. Please explain RUCO's first UPIS and A/D adjustment labeled as

|
1 8 Adjustment A - UPIS and A/D Reconstruction for the Water Division.

A.19

20

21

22

23

24

25

RUCO manually reconstructed the Company's UPIS and A/D balances

beginning with the last balances approved in Decision No. 74437 dated April

18, 2014, which utilized a TY ending December 31, 2012. The next step is

to include all subsequent years of plant additions, adjustments, retirements,

and any salvage value through the current TY end December 31, 2016.1

Any differences between the Company and RUCO UPIS and A/D balances

represents RUCO's recommended adjustment. This calculation is shown

26 in RUCO Schedules TJC-4(a) on pages 1-5 for the respective Water and

27 Sewer Divisions.

28

1 The ending plant and accumulated depreciation values includes the Company's 2017 post test
year plant as requested by the Company in its filing.

13
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1

2

3

4

For the Water Division, RUCO does not recommend any adjustment for

either the reconstruction of the UPIS or A/D balances. However, there will

be an adjustment recommended for the Sewer Division. Therefore, it is

necessary to explain RUCO UPIS and A/D Adjustment in the Water Division

as this adjustment is the same for both divisions.

UPIS and A/D Adjustment B - Stranded A/D Only:

Q. Please explain RUCO's second UPIS and A/D adjustment labeled as

Adjustment B - Stranded A/D Only for the Water Division.

i

l
l
i

i

i

i

i

i

i

Q

i

5

6

7

8

9

10 A.

11

12

13

14

15

16

17

18

19

20

21

22

23

For the Water Division, this adjustment impacts the A/D balance only and is

a result of the reconstruction calculation of UPIS and A/D just explained in

RUCO's UPIS and A/D Adjustment A earlier. Since RUCO and the

Company both use the vintage year group depreciation methodology for

depreciation of plant assets, there is a $7,349 stranded debit accumulated

depreciation balance in plant account 320.2 - Solution Chemical Feeders

in vintage year 2013. The UPIS balance in that account is zero in vintage

year 2013, which signifies that vintage year 2013 UPIS balance for account

320.2 has been fully retired and removed from the UPIS balance. Since

there is a zero balance in that vintage year plant account balance with a

$7,349 debit accumulated depreciation balance, there is no plant balance

remaining to be depreciated in that vintage year to offset the debit

accumulated depreciation balance of $7,349. It is necessary to remove the

stranded A/D balance associated with that account. Otherwise, the $7,349

14
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1 debit balance embedded in the accumulated depreciation balance into

2 perpetuity. Therefore, it's necessary to remove the debit accumulated

3 depreciation balance as a stranded balance since there is no plant balance

4 remaining to offset it through depreciation in future years.

5

6 Q.

7

How can debit balances in accumulated depreciation exist if

accumulated depreciation carries a normal credit balance?

A.8

9

10

11

12

13

The two most common ways a debit accumulated depreciation balance

arises is either 1) plant is prematurely retired before (i.e., plant item is

destroyed by fire, flood, or simply prematurely mechanically malfunctions

beyond repair before reaching its full estimated useful life) it reaches its full

useful depreciable life or 2) in some instances, retirements are often

estimated if the original cost invoice for the plant item is not available. If the

14 original cost of an asset retirement is over-estimated, the value of the

retirement can be more than resides in the A/D balance. Rather than15

16

17

18

19

reducing the A/D balance to zero, the retirement adjustment to remove the

original cost of the asset from the A/D balance can be more than the normal

credit A/D balance residing in the account. When that happens, a debit

balance can arise as in this instance.
l

20

21

22
l
l
l

15
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Q. What adjustment is necessary to remove the stranded debit A/D

balance of $7,349 found in plant account 320.2?

1

2

3 A.

4

It is necessary to credit the $7,349 debit A/D balance to remove it from the

net UPIS balance. This adjustment increases the normal credit

accumulated depreciation balance by the $7,349 and thus reduces net

UPIS and rate base accordingly. The adjustment is shown in RUCO Direct

Schedule TJC-4 on page 2 in Column [C].

UPIS & A/D Adjustment C - 2017 PTY Plant Adjustments:

Q. Please explain RUCO's third UPIS and A/D adjustment labeled as

Adjustment C - Post Test Year ("PTY") Adjustment for the Water

Division.
l
l

l

i
l

l

l

l

RUCO's policy regarding post test year plant is to consider the inclusion of

certain critical infrastructure post test year plant additions placed into

service within the first six-months after the TY end. Further, any post test

year plant that RUCO will consider must be in-service, used and useful. To

go beyond the TY end by more than six-months would violate the very

backbone principle of Generally Accepted Accounting Principles ("GAAP"),

i

l
i

i

l

lwhich is the matching principle.

5

6

7

8

9

10

11

12

13 A.

14

15

16

17

18

19

20

21

22

23

Adherence to the matching principle assures the matching of rate base

component balances (i.e., Accumulated Depreciation, AIAC, CIAC,

Customer Meter 81 Security Deposits, ADIT, Depreciation, and etc.) to the

16
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1 same point in time as plant additions. On the other hand, to ignore the

2 matching principle will skew the results, and most likely result in unfair and

3 unreasonable results. To put some perspective on the Company's post test

4 year plant request in this case, the 2017 post TY plant additions currently

5 being requested by the Company are synonymous with a Company asking

the Internal Revenue Service to be allowed to include revenues from a6

7

8

g

10

previous year that is less than the current year with higher expenses from

the current year. Revenues, expenses, and rate base components should

all match the same period of time. That is the very essence of the matching

principle as its definition is stated as follows:

The matching principle is one of the basic underlying
guidelines in accounting. The matching principle directs a
company to report an expense on its income statement in the
same period as the related revenues. The Matching
Principle states that all expenses must be matched in the

same accounting period as the revenues they helped to earn.

11
12

13
14
15
16
17

18 Q. For the Water Division, what adjustment is necessary to remove 8

noncritical 2017 PTY UPIS and AID balances and to also remove PTY19

20

21

22

plant additions exceeding RUCO's six-month cutoff time period to

maintain some credence of the matching principle that produces more

fair and reasonable rates for ratepayers?

A.23 To remove all noncritical plant additions and PTY UPIS and A/D

24

25

adjustments exceeding six-month TY end from the Company's filing, it was

necessary to reduce the UPIS balance by ($3,500,494) and A/D balance by

17
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1| $74,449 for the Water Division. These adjustments are shown in RUCO

Direct Schedules TJC-4 on pages 1 and 2 in Column [D].2

3

4 UPIS & A/D Adjustment D - 2017 PTY Plant Retirements:

Q. Please explain RUCO's fourth UPIS and A/D adjustments labeled as

Adjustment D - PTY Plant Retirements for the Water Division.

In the Company's Water Division filing, it requested $4,655,998 in PTY

UPIS additions and $102,941 corresponding half-year of A/D. The

Company's filing did not reflect any 2017 PTY plant retirements. RUCO

issued data request ("DR") 5.08 inquiring why the Company's Application

had not included any adjustments to reflect the retirements associated with

these 2017 PTY UPIS additions. In the Company's response to DR 5.08,

the Company said it had "overlooked" the retirements that the 2017 PTY

plant additions would be replacing. This adjustment removes the UPIS and

A/D associated with the "overlooked" 2017 PTY UPIS and A/D retirements.

Q. What adjustments to UPIS and A/D are necessary to remove UPIS and

A/D that was being replaced by the 2017 PTY plant additions?

It was necessary to retire and remove the same ($1 ,955,917) of UPlS from

both the UPIS and A/D balances to account for the retirements that the

Company failed to include in its Application. These adjustments are shown

in RUCO Direct Schedules TJC-4 on pages 1 and 2 in Column [E].

l
l
1
l

5

6

7 A.

8

g

10

11

12

13

14

15

16

17

18

19 A.

20

21

22

23
1
1
11

1

1

18
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i
n
I

1 UPIS 8. A/D Adjustment E - intentionally Left Blank:I

2 Q. Please explain RUCO's fifth and final UPIS and A/D adjustments

3 Intentionally Left Blank for the Waterlabeled as Adjustment E

4 Division.

5 A.l
6

7

8

g

10

This is a placeholder adjustment that is not currently being used in RUCO's

Direct Schedules. However, there is an adjustment that Staff discussed

with the Company during a meeting held with RUCO, Staff, and the

Company regarding capitalized expenditures being charged to plant

projects in years 2013 through TY end 2016 that would generate an

adjustment to be included here for RUCO's surrebuttal testimony filing.

11

12 Q.

13

14

Does that complete RUCO's Water Division's recommended UPIS and

A/D adjustments that represents RUCO rate base adjustment #1 at this

time?

A.15

16

17

18

19

20

21

22

Yes. RUCO's UPIS and A/D Adjustments A-E are now complete, which

represents RUCO rate base Adjustment #1, for the Water Division. For the

Water Division, the UPIS adjustments A-E sum to ($5,456,411) while the

same A/D adjustments A-E sum to $2,023,017 or a net adjustment of

($3,433,394). The sum of those UPIS and A/D adjustments A-E are shown

in RUCO Direct Schedules TJC-4 on pages 1 and 2 in Column [G] and are

also reflected in RUCO's Original Cost rate base adjustments Schedule

TJC-3 as rate base adjustment No. 1 in Column [B].

23
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1 Rate Base Adjustment #1 Utility Plant in Service ("UPlS") and

2 Accumulated Depreciation ("A/D") Adjustments:

3 Q. Please explain RUCO rate base adjustment #1 for the Sewer Division.

4 A. For the Sewer Division, rate base Adjustment #1 is comprised of two UPIS

5 adjustments totaling ($378,976) and fours/D adjustments totaling $240,748

6 that net to a total ($138,228) adjustment. The net adjustment to UPIS and
I

7 A/D of ($138,228) represents a reduction to net UPIS and thus to rate base,j
8 which is shown on RUCO Direct Schedule TJC-3. The detail of eachUPISI

9 and A/D adjustment is shown in more detail on RUCO Direct Schedules

10

11

12

TJC-4 at pages 1 and 2 respectively. These adjustments are shown on the

following two tables for the Sewer Division. Table 3 represents the UPIS

adjustments while Table 4 represents the A/D adjustments as follows:

13

14 Table 3
Sewer Division - Rate Base Adjustment #1

Comprised of Two UPIS Adjustments
Debit l (Credit)

AmountDescription

....$ (- 0 -)
_ Q _

(175,266)
(203,710)

_ 0 _

Adjustment A - UPIS Reconstruction Adjustment......................
Adjustment B - Impacts A/D
Adjustment C - 2017 Post Test Year UPIS Disallowances........
Adjustment D - 2017 Post Test Year UPIS Retirements............
Adjustment E- Intentionally Left

Total UPIS Rate Base Adjustment #1 $ (378 976)

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

20
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Table 4
Sewer Division - Rate Base Adjustment #1

Comprised of Four AID Adjustments
Debit / (Credit)

AmountDescription

.$ 37,209
(742)
571

203,710
_ Q _

Adjustment A - A/D Reconstruction Adjustment.. . .. . .. . . . . . . .
Adjustment B - Stranded A/D
Adjustment C - 2017 Post Test Year A/D Disallowances....
Adjustment D - 2017 Post Test Year A/D Retirements........
Adjustment E - Intentionally Left

$ 240,748Total UPIS Rate Base Adjustment

1

2
3
4
5
6
7
8
9

10
11
12
13
14

15

16 Q. Please identify the same UPIS and AID Adjustments A-E for the Sewer

17 Division.

A.18

19

20

Since RUCO has thoroughly explained the genesis for its UPIS and A/D

Adjustments A-E that represents RUCO rate base adjustment No. 1, the

explanation for each UPIS and A/D adjustment A-E will be brief for the

21 Sewer Division unless otherwise noted.

22

23 UPIS and A/D Adjustment A - UPIS and A/D Reconstruction Adjustment:

24 Q.

25

Please explain RUCO's first UPIS and A/D adjustment labeled as

Adjustment A - UPIS and A/D Reconstruction for the Sewer Division.

A.26 The UPIS and A/D reconstruction calculation was well documented in the

27

28

29

Water Division testimony earlier. For the sake of brevity and expediency,

RUCO wil l  only document here the adjustments arising from the

reconstruction calculation. This calculation is shown in RUCO Schedules

30 TJC-4(a) on pages 1-5 for the respective Water and Sewer Divisions.

21
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1 For the Sewer Division, RUCO does not recommend any adjustment for the

2 reconstruction of the UPIS but does recommend an A/D adjustment for the

3 Sewer Division unlike the Water Division as was previously mentioned.

4

5 Q. Why is there an ND adjustment for the Sewer Division but wasn't one

for the Water Division?6

A.7

8

9

10

11

12

13

14

When the Company did the same reconstruction calculation as RUCO

performed, it was determined that the Company used the wrong 2012 UPIS

balance to begin its A/D calculation. The UPIS balance the Company

started depreciating in 2013 included the prior Commission Decision No.

74437 approved 2013 PTY plant. The Company erroneously started with

the column in its reconstruction calculation work papers that included the

2013 PTY plant. This error would have depreciated the same 2013 PTY

UPIS twice. RUCO's adjustment corrects this error.

15I

1 6 Q.

17

What adjustment does RUCO recommend to correct this error in the

Company's reconstruction calculation for its Sewer Division?

18 A.

19

20

21

22

It was necessary to reduce the Company's A/D balance by $37,209, which

increases net UPIS and thus rate base by the same amount in the Sewer

Division. It should be noted that this adjustment is made in benefit of the

Company. The details of this adjustment are shown in RUCO Direct

Schedule TJC-4 on page 2 of 2 in Column [B] labeled Adjustment A.

23
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1 UPIS and A/D Adjustment B - Stranded A/D Only:

2 Q.

3

Please explain RUCO's second UPIS and A/D adjustment labeled as

Adjustment B - Stranded A/D Only for the Sewer Division.

A.4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

For the Sewer Division, this adjustment impacts the A/D balance only and

is a result of the reconstruction calculation of UPIS and A/D explained

earlier in the Water Division regarding vintage year stranded debit A/D

balances. Since RUCO and the Company both use the vintage year group

depreciation methodology for depreciation of plant assets, there is a $742

stranded debit accumulated depreciation balance in plant account 391 -

Transportation Equipment in vintage year 2012. Again, the UPIS balance

in that account is zero in vintage year 2012, which signifies that vintage year

2012 UPIS balance for account 391 has been fully retired and removed from

the UPIS balance. Since there is a zero balance in that vintage year plant

account balance with a $742 debit accumulated depreciation balance, there

is no plant balance remaining to be depreciated in that vintage year to offset

the debit accumulated depreciation balance of $742. It is necessary to

remove the stranded $742 A/D balance associated with that account.

Otherwise, the $742 debit balance embedded in the accumulated

depreciation balance will remain there in perpetuity. Therefore, it's

necessary to remove the debit accumulated depreciation balance as a

stranded balance since there is no plant balance remaining to offset it

22 through depreciation in future years.

23

23
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Q. What adjustment is necessary to remove the stranded debit A/D

balance of $742 found in plant account 391?

It is necessary to credit the $742 debit A/D balance to remove it from the

net UPIS balance. This adjustment increases the normal credit

accumulated depreciation balance by the $742 and thus reduces net UPIS

and rate base accordingly. The adjustment is shown in RUCO Direct

Schedule TJC-4 on page 2 in Column [C].

UPIS & A/D Adjustment C 2017 PTY Plant Adjustments:

Q. Please explain RUCO's third UPIS and A/D adjustment labeled as

Adjustment C - Post Test Year ("PTY") Adjustment for the Sewer

Division.
l

i

i

l

1
i

l

l
l

Using RUCO's policy and GAAP's Matching Principle regarding post-test

year plant as explained in the Water Division earlier, it was necessary to

reduce the UPIS balance by ($175,266) and A/D balance by $571 for all

noncritical infrastructure and plant additions, exceeding RUCO's six-month

TY end for the Sewer Division. These adjustments are shown in RUCO

Direct Schedules TJC-4 on pages 1 and 2 in Column [D].

l

1

2

3 A.

4

5

6

7

8

9

10

11

12

13 A.

14

15

16

17

18

19

20

21

22

23

24
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1 UPIS & A/D Adjustment D - 2017 PTY Plant Retirements:

2 Q.

3

Please explain RUCO's fourth UPIS and A/D adjustments labeled as

Adjustment D - PTY Plant Retirements for the Water Division.

In4 A.

5

the Company's Water Division filing, it requested $26,279,059 in PTY

UPIS additions and The

6

$659,002 corresponding half-year of A/D.

Company's filing did not reflect any 2017 PTY plant retirements. RUCO

7

8

9

10

11

12

issued data request ("DR") 5.08 inquiring why the Company's Application

had not included any adjustments to reflect the retirements associated with

these 2017 PTY UPIS additions. In the Company's response to DR 5.08,

the Company said it had "overlooked" the retirements that the 2017 PTY

plant additions would be replacing. This adjustment removes the UPIS and

A/D associated with the "overlooked" 2017 PTY UPIS and A/D retirements.

13

14 Q.

15

What adjustments to UPIS and A/D are necessary to remove UPIS and

A/D that was being replaced by the 2017 PTY plant additions?

16 A.

17

It was necessary to retire and remove the same ($203,710) of UPIS from

both the UPIS and A/D balances to account for the retirements that the

18

19

Company failed to include in its Application. These adjustments are shown

in RUCO Direct Schedules TJC-4 on pages 1 and 2 in Column [E].

20

21

22

23
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1 UPIS 8t A/D Adjustment E - intentionally Left Blank:

2 Q. Please explain RUCO's fifth and final UPIS and A/D adjustments

E3 labeled as Adjustment Intentionally Left Blank for the Sewer

4 Division.

A.5

6I
I

7

8

9

10

This is a placeholder adjustment that is not currently being used in RUCO's

Direct Schedules. However, there is an adjustment that Staff discussed

with the Company during a meeting held with RUCO, Staff, and the

Company regarding capitalized expenditures being charged to plant

projects in years 2013 through TY end 2016 that would generate an

adjustment to be included here for RUCO's surrebuttal testimony filing.

11

12 Q.

13

14

Does that complete RUCO's Sewer Division's recommended UPIS and

A/D adjustments that represents RUCO rate base adjustment #1 at this

time?

A.15

16

17

18

19

20

21

22

Yes. RUCO UPIS and A/D Adjustments A-E are now complete, which

represents RUCO's rate base adjustment #1, for the Sewer Division. For

the Sewer Division, the UPIS adjustments A-E sum to ($378,976) while the

same A/D adjustments A-E sum to $240,748 or a net adjustment of

($138,228). The sum of those UPIS and A/D adjustments A-E are shown

in RUCO Direct Schedules TJC-4 on pages 1 and 2 in Column [G] and are

also reflected in RUCO Original Cost Rate Base adjustments Schedule

TJC-3 as rate base adjustment No. 1 in Column [B].

23
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Rate Base Adjustment #2 - Unrequlated Alqonquin Environmental Services

r"AEs") Requlatory Liability:

Q. Please explain RUCO rate base Adjustment #2 for the Water and Sewer

Divisions.

For the Water Division, rate base Adjustment #2 does not apply. Rate base

adjustment #2 is specific to the Sewer Division only.

I

This adjustment arises due to the Company disclosing revenues that

were being recorded to one of its unregulated shell entities, named

Algonquin Environmental Services ("AES"). AES name was later changed

to Liberty Utilities Environmental Services ("LUES"). Neither AES nor LUES

was ever chartered in the State of Arizona with either the Arizona

Corporation Commission's Corporate Division or Secretary of the State to

conduct business in Arizona.

Q. When did the revenues begin to be generated and thus recorded to the

unregulated shell Company of AES?

The revenues began in 2007 and were recorded to the unregulated and

unchartered AES affiliate of the regulated LU-LPSCO.

1

2

3

4

5 A.

6

7

8

g

10

11

12

13

14

15

16

17

18 A.

19

20

21

22
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1 Q. Please describe how the revenues were being generated and

2 improperly recorded to an unregulated affiliate entity of the regulated

LU-LPSCO.3

A.4

5

6

7

8

The revenues were being generated by two subdivisions - Arroyo Mountain

Estates and Savannah HOAs - in the northern area of the regulated LU-

LPSCO's service area or Certificate of Convenience 8t Necessity ("CC&N").

The regulated - LU-LPSCO, unregulated - AEs, and several developers in

that northern area of the regulated LU-LPSCO entered into a number of

g

10

11

12

complex contractual agreements to be served and to provide wastewater

utility service using the regulated LU-LPSCO's infrastructure, sewer plant,

to transport and treat the wastewater generated by the two subdivisions of

Arroyo and Savannah.

13

14 Q. You mentioned earlier that several developers entered into

15

16

contractual agreements with the regulated LU-LPSCO and

unregulated AES entities. Who were the developers that entered into

17 these contractual agreements?

18 A.

19

20

21

22

23

The only contractual agreements that were disclosed to RUCO during the

discovery of this issue pertained to the two agreements between Arroyo and

Savannah HOAs and the unregulated AES and regulated LU-LPSCO.

However, capacity agreements of some kind had to exist between Element

Homes, Standard Pacific Homes, Shea Homes, Russell Ranch, Maracay,

and Maricopa Water District ("MWD") because one of LU-LPSCO's data

28
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responses to Staff DR 8.1(e) identified all of those developer entities as

having some type of capacity on and in the regulated LU-LPSCO sewer

plant. That DR response indicated there were approximately 3,000 homes

or Equivalent Dwelling Units ("EDUs") scheduled to come online per that

DR response to Staff.

I
Did the regulated LU-LPSCO sewer system have ample capacity to

take on that kind of system demand of 3,000 additional homes in the

2008 and 2012 rate cases?

RUCO cannot answer the question if the regulated LU-LPSCO sewer plant

had the capacity to take on an additional 3,000 or nearly 20 percent more

additional homes, than it was currently sewing at that time, during those

rate cases. RUCO is aware from being involved in those two rate cases

that the Company added capacity in each of those two cases. However,

the issue of excess capacity did not arise in either of two cases in RUCO's

recollection.

1

2

3

4

5

6

7 Q.

8

9

10 A.

11

12

13

14

15

16

17

Q. Were RUCO and/or Staff aware of the additional 3,000 EDU's or homes

cited earlier in the 2008 and 2012 rate cases?

RUCO can only speak for itself but no. RUCO was not aware of the 3,000

additional EDU's or homes.

18

19

20 A.

21

22
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Q. Earlier in this testimony RUCO mentioned contractual agreements

between two HOAs, the unregulated AES entity, and the regulated LU-

LPSCO that have been generating the undisclosed revenues. Didn't

RUCO and Staff request all contractual agreements "related to the

operation and maintenance of the systems" which LU-LPSCO entered

into in the previous two rate cases?

Staff requested all contractual agreements through a DR in both rate cases.

LU-LPSCO did not provide the contracts with the two HOAs in either the

2008 or 2012 rate cases. RUCO's understanding of why the Company did

not disclose these contracts, in the prior two rate cases, is that the company

does not believe the agreements were "related to the operation or

maintenance of the systems." Without a Company disclosing these types of

agreements, being able to account for them are almost impossible.

Would it be accurate to state that the Company has been receiving

revenues since 2007 for treatment of wastewater flows from non-

regulated entit ies outside the Company's CC&N (Arroyo and

Savannah HOAs), and the ratepayers of LU-LPSCO, not the revenues

collected, have been paying for the treatment?

Yes.

1

2

3

4

5

6

7 A.

8

9

10

11

12

13

14

15 Q.

16

17

18

19

20 A.
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i
1 Q. Please explain this further?

A.2 The Company was receiving revenues from the non

3

4

5

regulated entity for

services associated with the regulated Company's infrastructure without

crediting those revenues to the Company's ratepayers in the last two rate

cases. The Company made no mention of this in the current application.

6

7

8

9

10

11

12

13

14

15i
I

I
16

17

18

As discussed earlier, Staff and RUCO through due diligence were able to

identify the problem. The Company, then asked Staff and RUCO for the

opportunity to f ile Supplemental Testimony to discuss this issue, to which

both parties agreed. Though the Company now terms this as an "oversight",

the result is the ratepayers have been over-paying for their service since at

least 2007(?). Sadly, no matter how the Commission decides to rectify this,

many of those ratepayers, who left the service territory during this time and

have paid those higher rates, will never be made whole. These types of

actions, no matter the intent, are deeply troubling to RUCO and likely to the

Commission. At a minimum, the Company should be required to put in the

necessary internal controls ( i.e. Separation of  Duties, Physical Audits,

Proper Documentation, Reconciliations, Approval Authority) to make sure

such "oversights" do not happen again.

19

20 Q.

21

Were there other items that RUCO found that the Company chose not

to disclose in the two previous 2008 and 2012 rate cases?

22 A. Yes.

23
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Q. Please explain any other findings that arose during the course of this

proceeding that were not disclosed by the Company in the two

previous 2008 and 2012 rate cases.

I

I

The Company received a total of $1 ,645,000 from the various developers

mentioned earlier over the years of 2005 and 2007 that was for capacity

expansion at the Palm Valley Reclamation Treatment Facility, which is LU-

LPSCO regulated wastewater treatment facility in Avondale. The

$1,645,000 was never disclosed or recorded as AIAC or cIAo on the

Company's books and records in either of those two rate cases. The

ratepayers of LU-LPSCO has been footing the bill of all wastewater from

the two HOAs and paying depreciation expense on the part of plant that the

$1,645,000 was intended to fund. Another unregulated shell Company

named Northwest Sewer ("NWS") held the $1 ,645,000 of AIAC/CIAC on its

books and records.

Q. What is RUCO's recommendation to remedy or try and make the

ratepayers whole for these non-disclosures of revenue and AIAC/CIAC

over more than ten-years?

RUCO recommends a regulatory liability be established that accounts for

the undisclosed revenues and the $1,645,000 that the Company has

collected beginning in 2005 through 2015.

1

2

3

4 A.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19 A.

20
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1

i
i

i
Q. What value or amount does RUCO recommend be established for the

regulatory liability, in an attempt to make ratepayers whole again after

the "oversight" of not disclosing revenues nor AIACICIAC dating back

to 2005?

A. RUCO recommends that a $4,244,427 regulatory liability be created and be

amortized over a three-year period .

Q. Is that the amount RUCO has included in its revenue requirement

schedules for the Sewer Division?

A. Yes. RUCO rate base Adjustment No. 2 reflects that regulatory liability.

This adjustment is shown in RUCO Direct Schedule TJC-3 in Column [C]

as the AES Regulatory Liability in the Sewer Division's schedules.

Rate Base Adjustment #3 - intentionally Left Blank:

Q. Please explain RUCO rate base Adjustment #3 for the Water and Sewer

Divisions.

A. Rate base Adjustment #3 is intentionally left blank for both the Water and

Sewer Divisions. This adjustment is a placeholder adjustment for possible

use in RUCO's surrebuttal testimony. Therefore, RUCO does not

recommend any adjustment for either the Water or Sewer Divisions for this

adjustment in Direct Testimony.

1

2

3

4

5

6

7

8

9
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1

2

Q. Is RUCO contemplating any specific adjustment to be included here in

its surrebuttal testimony?

A.3 Yes. During a meeting with RUCO, Staff, and the Company, a Staff analyst

4

5

6

7

8

9

10

11

12

13

14

15

inquired of the Company if  the Corporate Allocations were cleaned up of

any and all unnecessary expenses for  the provis ioning of  public  uti li ty

service (i.e., season tickets for professional sporting teams, awards for

employee recognition, lobbying expenses, and similar type of expenses).

The Company said "no" that the corporate allocations were not cleaned up

in between rate case's TYs. In the meantime, Staff has asked a number of

DRs requesting the indirect overheads ("lnDoH") being capitalized to plant

projects in the intervening years between LU-LPSCO rate cases, which are

years 2013 through 2015. RUCO can only surmise that Staf f  wi ll be

recommending an adjustment that would reflect removal of some portion of

the corporate allocations that have been capitalized to plant projects during

2013-2015. This is the reason for this placeholder adjustment at this phase

16 of the proceeding.

17

18 Rate Base Adjustment #4 - CIAC Adjustment:

19 Q. Please explain RUCO rate base Adjustment #4 for the Water and Sewer

Divisions.20

A.21

22

RUCO performed a reconstruction of both the AIAC and CIAC balances that

is identical to the UPIS and A/D Reconstruction that was explained in RUCO

34
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UPIS and A/D labeled A and is included in RUCO rate base Adjustment No.

1.

Q. Were there adjustments that arose when doing the CIAC

reconstruction calculation?

Yes.

Q. What were the reasons for the CIAC adjustments for the Water and

Sewer Divisions respectively?

For the Water Division, the CIAC adjustment for rate base Adjustment No.

4 is insignificant but was ($1) to the CIAC Accumulated Amortization. This

adjustment was due to a rounding factor.

For the Sewer Division, the CIAC adjustment for rate base Adjustment No.

4 is $1,603 to the CIAC Accumulated Amortization. This was due to the

Company using a 6.67 percent amortization rate rather than the correct 10

percent rate. This increases the Company's rate base by $1 ,603. For both

the Water and Sewer Divisions, these adjustments are shown on the

respective RUCO Direct Schedules TJC-7 on pages 1-4. The summary

adjustments are shown in RUCO rate base Schedules 2 and 3.

1

2

3

4

5

6 A.

7

8

9

10 A.
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1 Rate Base Adjustment #5 - Accumulated Deferred Income Taxes ("ADIT")

2 Adjustment:

3 Q. Please explain RUCO rate base Adjustment #5 for the Water and Sewer

Divisions.4

A.5

6

7

8

I
I 9

10

11

12

13

14

This adjustment is the culmination of essentially four separate components.

The first being RUCO's recommended UPIS and A/D balances (less land),

which was explained earlier in RUCO rate base Adjustment No. 1. The

second component are RUCO's recommended AlAC, CIAC, and CIAC

Accumulated Amortization balances, which have been previously explained

also and are shown on the respective RUCO Direct Schedules TJC-3. The

third component that resulted in the adjustment was the Company

erroneously included $3,509,237 of land in its Gross CIAC balance, which

RUCO removed. The Company failed to capture some solar federal income

tax credits from two solar projects that were included in the UPIS balance.

15

ADIT16 Q.

17

What adjustments to were necessary once those four

components discussed above were either included or excluded from

the ADIT calculation?

A.

18

19

20

21

It was necessary to increase the ADIT liability balance, which is a deduction

to rate base, by $35,849 for the Water Division and to also increase the

ADIT liability balance by $98,605 for the Sewer Division.

22

23
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Rate Base Adjustment #6 - Cash Workinq Capital:

Q. Please explain RUCO rate base Adjustment #6 for the Water and Sewer

Divisions.

This adjustment uses RUCO's recommended levels of operating expenses

and adds the component for interest expense proposed by the Company in

its financing application.

Q. what adjustments to working capital does RUCO recommend for the

Water and Sewer Divisions?

For the Water Division, RUCO recommends decreasing the Company's

proposed cash working capital by $160,852, which is a reduction to rate

base. For the Sewer Division, RUCO also recommends decreasing the

Company's proposed cash working capital by $105,075, which is a

reduction to rate base too.

Q. Does that complete RUCO's recommended rate base adjustments in

this phase of the proceeding?

Yes. The next section of testimony will summarize RUCO's operating

income and expense adjustments.

1
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4 A.
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- 1 3 :VI.1 SUMMARY OF OPERATING INCOME ADJUSTMENTS 1

2 Q. Please summarize RUCO's recommended Operating Income

3 Adjustments, revenues and expenses, for LU-LPSCO's Water and

4 Sewer Divisions as filed in the Company's Application.

5 A. This is the sixth of eight sections of RUCO's testimony that provides a

6 summary of its Operating Income Adjustments 1-13 for the Company's

7 Water and Sewer Divisions. For the Water Division, RUCO recommends

8 eleven Operating Income adjustments. The total sum of these eleven

g adjustments increases the adjusted TY operating income by $577,957,

10 which is shown on RUCO Direct Schedule TJC-13 in Column [O] at line

11 number 26 for the Water Division. Each of these eleven adjustments will

12 be discussed in detail in the seventh and next section of this testimony. The

13 eleven Water Operating Income adjustments are summarized and briefly

identified in the table below:14

15 Water Division - Operating Income Adjustments

Debit I (Credit)
Amount

$ (304,382)

3.894

-0-

Description

Adjustment #1 - Depreciation Expense..

Adjustment #2 Property Tax Expense

Adjustment #3 - Water Testing Expense. .

Adjustment #4 .- Reverse Companys Declining Use Adjustment.

Adjustment #5 - Remove APUC Bonuses.

Adjustment #6 - Remove LUCC Bonuses.........

Adjustment #7 .-. Remove LABS Bonuses...

16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33 Adjustment #8 - Normalize LU8020 Bonuses....

75,131

(60,680)

(19,728)

(46,713)

(47,746)
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78

- Q -

(23,814)

(245,000)

241 ,265

Adjustment#9 - Bad Debt

Adjustment #10 - Customer Growth Normalization....

Adjustment #11 - Corporate Miscellaneous Expense. . .. . .. . . . . . .

Adjustment #12 - Remove Double-Count of Media Expense.

Adjustment #13 - Income Tax Expense. .. . . .. . .. . .. .. . .. . . .. . . . . .

Total Operating Income Adjustment...................................... $ 577,957

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15

16

17

The $577,957 total Operating Income adjustment above represents an

increase to the Water Division's Operating Income due to the one revenue

adjustment and ten expense adjustments.18

19

20

21

22

23

24

25

26

For the Sewer Division, RUCO recommends eight Operating Income

adjustments. The total sum of these eight adjustments increases the

adjusted TY operating income by $1,092,775, which is shown on RUCO

Direct Schedule TJC-13 in Column [O] at line number 26 for the Sewer

Division. Each of these eight adjustments will be discussed in detail in the

seventh and next section of this testimony. The eight Sewer Operating

Income adjustments are summarized and briefly identified in the table

27 below:

28

29

30

31
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1 Sewer Div ision - Operating Income Adjustments

Debit I (Credit)
Amount

s (1,401 ,484>

(4,960)

- 0 -

- 0 _

(66,673)

(21,677)

(51 ,327)

(52,463)

_ 0 _

_0_

(26,160)

- 0 _

531,969

Description

Adjustment #1 - Depreciation Expense. .. . .. . . . . . . .

Adjustment #2 - Property Tax Expense. . .. . . .. . .. .. . . . . . .

Adjustment #3 - Water Testing Expense. .. . . .. . .. .. .. . . . . .

Adjustment #4 - Not Used for the Sewer Division.. . . . . . . .

Adjustment #5 - Remove APUC Bonuses...

Adjustment #6 - Remove LUCC Bonuses.. . .. .. . . . . . .

Adjustment #7 - Remove LABS Bonuses.. .. . .. . . . . . .

Adjustment #8 - Normalize LU8020 Bonuses...

Adjustment #9 - Bad Debt Expense.. . . .. .. . . . . . .

Adjustment #10 - Customer Growth Normalization....

Adjustment #11 - Corporate Miscellaneous Expense...

Adjustment #12 - Not Used for the Sewer Division. . .. . .. . .. . ... . .. . . . . .

Adjustment #13 .- Income Tax Expense. .. . .. . ... . .. . .. . .. . .. . . . . . .

Total Operating Income Adjustment $ 1 092 775

2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
2 4
25
26
27
28
29
30
31
32
33

34

35 The $1,092,775 total Operating Income adjustment above represents an

36 increase to the Sewer Division's Operating Income due to the eight expense

37 adjustments. The recommended operating income adjustments shown in

38 the two previous summary tables above for the Water and Sewer Divisions

39 will each be discussed in detail in the following section VII of RUCO's

40 testimony.
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DETAILED OPERATING INCOME ADJUSTMENTSVII.1

2 Operatinq Income Adjustment #1 - Depreciation Expense:

3 Q.

4

Please explain RUCO Operating Income Adjustment #1 - Depreciation

Expense for the Water and Sewer Divisions.

A.5

6

7

8

9

10

11

12

13

14

15

16

17

For the Water Division, the two primary reasons for the difference between

RUCO and the Company's depreciation expense calculation is the

Company's Rate Application has zero retirements for the inclusion of its

requested 2017 PTY plant additions. In the Company's response to RUCO

DR 5.08, the Company admitted that it had "overlooked" all 2017 PTY plant

retirements in its Rate Application as filed. In a follow-up DR response that

was emailed to both RUCO and Staff on December 5, 2017, the Company

provided RUCO and Staff data indicating its Rate Application had

"overlooked" $1,955,917 of retirements that its 2017 PTY plant additions

would replace. Therefore, it is necessary to remove the $1 ,955,917 of plant

retirements from both the UPIS and A/D balances to account for this plant

being retired and to recognize no further depreciation expense to be

calculated on it as the Company's Rate Application has properly

excluded .18

19

20

21

22

The second primary reason for RUCO's depreciation expense adjustment

to the Water Division is the disallowance of any 2017 PTY plant additions

falling outside of RUCO's six-month cutoff period when considering its

inclusion or exclusion in order to maintain some credence to GAAP's23
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1

2

3

backbone accounting principle, which is the Matching Principle. RUCO

removed $3,500,494 of the Company's requested 2017 PTY plant additions

as falling outside of RUCO's six-month cutoff period.

4

5 Q.

6

7

What depreciation expense adjustment is necessary in the Water

Division to account for the $1,955,917 of 2017 PTY plant retirements

and RUCO's disallowance of $3,500,494 of 2017 PTY plant additions?

8 A. To remove 2017 PTY plant retirements of $1 ,955,917 and to account for the

9 disal lowance of $3,500,494 of 2017 PTY plant additions, RUCO

10

11

12

recommends a $304,382 reduction to the Company's Water Division

depreciation expense as filed. This adjustment is shown in RUCO's Direct

Schedule TJC-13 and TJC-12 with the details shown on Schedule TJC-14

13 for the Water Division.
I

14

15 Q.

16

What are the reasons for RUCO's recommended adjustment to the

Company's depreciation expense for the Sewer Division?

17 A.

18

19

20

21

22

23

For the Sewer Division, there are three primary reasons for the difference

between RUCO and the Company's depreciation expense calculation.

First, the Company's Rate Application has zero retirements for the inclusion

of its requested 2017 PTY plant additions. In the Company's response to

RUCO DR 5.08, the Company admitted that it had "overlooked" all 2017

PTY plant retirements in its Rate Application as filed. In a follow-up DR

response that was emailed to both RUCO and Staff on December 5, 2017,
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i

1 the Company provided RUCO and Staff data indicating its Rate Application i

l

i

l2 had "overlooked" $203,710 of retirements that its 2017 PTY plant additions
i
W

3 would replace. Therefore, it is necessary to remove the $203,710 of plant i
i

4 retirements from both the UPIS and A/D balances to account for this plant

5 being retired and to recognize no further depreciation expense to be
i
i
i
l

l6 calculated on it as the Company's Rate Application has properly
l

excluded.7 W
1
l

8 l
l
\

W9

10

11

12

The second primary reason for RUCO's depreciation expense adjustment

to the Sewer Division is the disallowance of any 2017 PTY plant additions

falling outside of RUCO's six-month cutoff period when considering its

inclusion or exclusion in order to maintain some credence to GAAP's

13

14

15

backbone accounting principle, which is the Matching Principle. RUCO

removed $175,266 of the Company's requested 2017 PTY plant additions

as falling outside of RUCO's six-month cutoff period.

16

17

18

19

20

21

22

23

The third primary and most significant reason for RUCO's depreciation

expense adjustment to the Sewer Division is due to RUCO's establishment

of a regulatory liability to be amortized over a three-year period as a credit

to depreciation expense, which reduces the Company's allowed

depreciation expense. This regulatory liability is the result of LU-LPSCO

not disclosing nearly ten-years of revenues that were produced through

treatment of raw sewer at the total expense of the ratepayers without any

43
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1 recognition of the nearly ten-years of nondisclosed revenues. In addition,

2 $1,645,000 was received in cash that also went unrecorded and

3

4

undisclosed as CIAC for nearly twelve-years. The $1 ,645,000 was used for

the 2012 plant expansion to treat the sewer flows from the two HOAs

5

6

7

previously discussed in the rate base section of this testimony. The nearly

ten-years of revenues were being recorded in an unregulated, unchartered,

and licensed business in the State of Arizona, a shell company named

8 The $1,645,000 of cashAlgonquin Environmental Services ("AES").

9

10

received during 2005-2007 was also being recorded in an unregulated shell

company named Northwest Sewer ("NWS"), before being reclassified to the

11 regulated LU-LPSCO in the Company's current TY end 2016 rate case.

12

13 Q.

14

How did RUCO calculate its regulatory liability for to try and make the

ratepayers of LU-LPSCO whole?

A.15

16

17

18

19

20

21

22

23

RUCO's methodology in calculating its regulatory liability is quite simple in

actuality. First, let's start with the $1 ,645,000 in cash that was received in

ten separate payments on ten distinct dates in time during 2005-2008.

When one of the ten cash payments were received, RUCO deposited each

of the ten payments into the regulatory account that RUCO established,

similar to a bank account, on the date of receipt of each ten cash payments.

The ratepayers are entitled a rate of return ("ROR") equal to that granted by

the ACC to the regulated LU-LPSCO. Recognizing the fact that this a two-

way street for both the ratepayer and Company, RUCO's calculation for the

II
l
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ten payments totaling $1,645,000 begin to earn a ROR equivalent to the

Company's ROR granted at that point in time. First, the receipt of each

payment is deposited into the regulatory liability account where it begins to

earn a ROR as the same ROR granted to the Company by the ACC, which

is compounded monthly through the period ending June 30, 2018. That

June 2018 date is the presumed date that a Commission Decision will be

rendered in this case.

Q. What is the total principal and interest when compounded monthly on

ten principal payments of received between 2005-2008 totaling

$1,645,000 at the end of June 2018 when deposited into RUCO's

regulatory account, earning the same ROR that the Commission

granted the Company over a period beginning June 23, 2005 through

June 2018?

For the unrecorded CIAC, the total principal and interest earned at the ROR

granted to the Company during this thirteen-year time period is $2,684,865.2

The $2,684,865 represents RUCO's first component of three in its

calculated regulatory liability.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15 A.

16

17

18

19

20

21

2 Rounded to nearest whole dollar.
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1

2

Q. What is the total principal and interest on the unrecorded revenues

during 2007-2015 when compounded monthly and deposited into

3

4

RUCO's regulatory liability account, as just described for the

$1,645,000 unrecorded CIAC payments?

A.5

6

7

8

9

10

11

There were two HOAs that were producing the unrecorded regulated

revenues that the Company failed to disclose in either its 2008 and/or 2012

rate cases. For one of the two HOAs - Arroyo Mountain Estates, RUCO

calculated a total of $437,1533 in total average revenues between the years

2007-2015. When the ROR component, compounded monthly, is added to

the average annual revenues for those years, Arroyo Mountain Estate's

revenues with principal and interest totals $738,5814 for years 2007-2015.

12

13

14

15

16

17

18

19

20

21

In addition, the ratepayers have been paying depreciation expense

embedded in their rates on the $1 ,645,000 used for plant expansion in 2012

because the Company didn't properly record the developer payments as

CIAC on the books and records of the regulated LU-LPSCO. The annual

depreciation expense on $1 ,645,000 of plant recorded to plant account 380

- Treatment 8t Disposal Equipment at five percent per annum is $82,250

($1,645,000 capacity payment x 5% annual depreciation rate = $82,250

annual depreciation expense). RUCO allocates half of the annual

depreciation expense or $41,125 ($82,250 x 50% = $41,125) per year to

3 Ibid.
4 Ibid.
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iArroyo and the other half to the second HOA - Savannah. For the two and

one-half years of 2016 through June 2018, RUCO adds another $102,8135

($41 ,125 hal f of the annual depreciation expense x 2.5 years =

$102,812.50) to its regulatory liability account. The total average annual

revenues of $738,581 attributable to Arroyo plus the two and one-half years

of depreciation of $102,813 totals $841 ,393 rounded to nearest whole dollar

for Arroyo. The $841,393 represents RUCO's second component of three

in its calculated regulatory liability.

l

l

i

l

For the second HOA - Savannah, RUCO calculated a total of $358,9586 in

total average revenues between the years 2007-2015. When the ROR

component, compounded monthly, is added to the average annual

revenues for those years, Savannah's revenues with principal and interest

totals $615,3567 for years 2007-2015. i
l

l

l

i

l

i
ll

1

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

In addition, the ratepayers have also been paying depreciation expense

embedded in their rates on the $1,645,000 used for plant expansion in

2012, because the Company didn't properly record the developer payments

as CIAC on the books and records of the regulated LU-LPSCO. The annual

depreciation expense on $1 ,645,000 of plant recorded to plant account 380

- Treatment 8t Disposal Equipment at five percent per annum is $82,250

5 Ibid.
6 Ibid.
7 Ibid.
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1

2

3

4

5

6

($1,645,000 capacity payment x 5% annual depreciation rate = $82,250

annual depreciation expense). RUCO allocates half of the annual

depreciation expense or $41,125 ($82,250 x 50% = $41,125) per year to

Savannah and the other half was allocated to Arroyo Mountain Estates

earlier. For the two and one-half years of 2016 through June 2018, RUCO

adds another $102,8138 ($41 ,125 half of the annual depreciation expense

7 $102,812.50) to its regulatory liability account. The totalx 2.5 years

8

9

10

11

average annual revenues of $615,356 attributable to Savannah plus the two

and one-half years of depreciation of $102,813 totals $718,169 rounded to

nearest whole dollar for Savannah. The $718,169 represents RUCO'sthird

and last component in its calculated regulatory liability.

12

13 $4,244,427 for the

14

15

RUCO's recommends a total regulatory liability of

unrecorded CIAC received between the years of 2005-2008, Arroyo

Mountain Estates HOA for the unrecorded revenues received between the

16

17

18

19

20

21

years 2007-2015 and depreciation expense paid by ratepayers on the 2012

plant expansion that was not offset by amortization expense of the

unrecorded CIAC, and Savannah HOA for the unrecorded revenues

received between the years of 2007-2015 and depreciation expense paid

by ratepayers on the 2012 plant expansion that was not offset by

amortization expense of the unrecorded CIAC.

22

8 Ibid.
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1

2

3

Q

1
i

i

i

W4

Q. Please summarize RUCO's three components for the 1) CIAC, 2)

Arroyo Mountain Estates HOA revenues and depreciation expense,

and 3) Savannah HOA revenues and depreciation expense discussed

on the preceding pages.

i
1
i

i
i

The table below summarizes the three components discussed on the

preceding pages that represents RUCO's total regulatory liability to be

amortized over a three-year period to depreciation expense as follows: i
l
i
i
i
ll

5 A.

6

7

8

9 l
lRUCO Regulatory Liability for Sewer Division

1.ClAC.....

2. Arroyo Mountain Estates HOA..........

3. Savannah HOA...

$ 2,684,865

841,393

718,169

$ 4,244,427Total Regulatory Liability

10
11
12
13
14
15
16
17
18
19

Q. Please explain the amortization process for the regulatory liability that

RUCO recommends.

20

21

22 A.

23

24

25

26

27

28

RUCO recommends that the regulatory liability be amortized over a three-

year period to the Company's depreciation and amortization expense as a

credit, which is a reduction to the Company's depreciation expense as filed.

In other words, one-third of the $4,244,427 regulatory liability be amortized

as a reduction to the Company's depreciation expense as filed. One-third

of $4,244,427 is $1 ,414,809, which reduces depreciation expense

accordingly.

4 9
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l

Q. What depreciation expense adjustment is necessary in the Sewer

Division to account for the $203,710 of 2017 PTY plant retirements,

RUCO's disallowance of $175,266 of 2017 PTY plant additions, and its

$4,244,427 regulatory liability for the unrecorded CIAC and revenues

discussed in the preceding pages?

i

l

l

l

l

l
l
l
l
W

i
i
l

ii
\

To remove 2017 PTY plant retirements of $203,710, account for the

disallowance of $175,266 of 2017 PTY plant additions, and amortize one-

third of the regulatory liability, RUCO recommends a $1 ,401 ,484 reduction

to the Company's Sewer Division depreciation expense as filed. This

adjustment is shown in RUCO's Direct Schedule TJC-13 and TJC-12 with

the details shown on Schedule TJC-14 for the Sewer Division.
l

Operatinq Income Adjustment #2 - Property Tax Expense:

Q. Please explain RUCO's recommended property tax expense

adjustments to the Company's property tax expense as filed for the

Water and Sewer Divisions.

1

2

3

4

5

6 A.

7

8

9

10

11

12

13

14

15

16

17 A.

18

19

20

21

22

23

This expense is largely driven by the adjusted TY revenues, recommended

revenues, assessment ratio, and property tax rates. For the Water Division,

RUCO has accepted the Company's inputs with the exception of its

Adjusted TY revenues and proposed level of revenues. For the Sewer

Division, RUCO takes exception to the Company's "Net Book Value of

Licensed Vehicles." Upon review of the Sewer Division's net book value of

licensed vehicles that is reflected in Company's Plant Schedule B-2 on page
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1 3 and Accumulated Depreciation Schedule B-2 on page 4, the net book
l

l2 value per those schedules reflects a net book value of licensed vehicles as

3 $240,833 not the $26,727 amount shown on the Company's Property Tax

4 Expense Schedule C-2 on page 3 at line 11. The amount shown on that

5 schedule is over ten-times less than reflected in its plant and accumulated

6 depreciation schedules referenced above.

7

8 Q.

9

What adjustments are necessary to account for the differences and

discrepancies notated by RUCO above for the Water and Sewer

Divisions?10
1

A.11
1
1

12

13 1

1 4
1

1
1
1
115

16 \

17

For the Water Division, RUCO's adjusted TY property tax expense

adjustment is $3,894, which increases the Company's property tax expense

due to the additional adjusted TY revenues that the Company had removed

related to the Company's usage normalization adjustment that RUCO

removed as not known and measurable. The usage normalization

adjustment that the Company proposed and removed by RUCO will be

further addressed when that adjustment is discussed.

18

19

20

21

RUCO reduces the property tax expense on a going forward basis by

$17,397 due to RUCO's recommended decrease in revenue requirements

for the Water Division.

22
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1 For the Sewer Division, RUCO's adjusted TY property tax expense

2 adjustment is ($4,960), which reduces the Company's property tax expense

3 due to the Company's wrong net book value of licensed vehicles.

4

5

6

7

RUCO increases the property tax expense on a going forward basis by

$1 ,446 due to RUCO's recommended increase in revenue requirements for

the Sewer Division.

8

g Operatinq Income Adjustment #3 - Water Testinq Expense:

10 Q.

11

Please explain RUCO Operating Income Adjustment #3 for Water

Testing Expense for the Water and Sewer Divisions.

12 A.

13

14

15

16

17

RUCO does not have an engineering staff that would have the costs per

test or the expertise to determine how often a particular test should be

conducted. Therefore, RUCO depends on Staffs engineers to determine

this expense. When Staff files its direct testimony in this matter, RUCO

normally adopts Staffs water testing expense recommendation. This is

currently a placeholder adjustment for RUCO's surrebuttal testimony for

both the Water and Sewer Divisions.18

19

20

21

22
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1 Dperatinq Income Adjustment #4 To Reverse Company's Usaqe

2 Normalization Adjustment in the Water Division:

3 Q.

4

Please explain RUCO's Operating Income Adjustment #4 to reverse

the Company's usage normalization adjustment.

A.5 In LU-LPSCO parent Company's 2016 Annual Report on page 41, the

6 Annual Report stated that its operating profit increased for its utility water

7

8

9

10

11

12

13

14

15

and wastewater treatment through additional sales for "Water: Increase

primarily related to higher demand at the LPS Co and Bella Vista Water

Systems, and lower operating expenses at the Pine Bluff Water System."

Now, the Company is trying to claim a declining water usage normalization

adjustment using historical data. Any and all known and measurable water

usage is captured in the TY used in this case. Any other adjustment

claiming otherwise is mere speculation and should not be relied on to

produce known and measurable results, which have already been captured

in the TY end revenues.

16

17 Q. What adjustment did RUCO prepare but not include in its direct

18

19

testimony that uses the exact same data that the Company utilized in

making its usage normalization adjustment?

A.20

21

22

23

RUCO analyzed the annual customer growth from years 2012 through 2016

utilizing the exact same data that the Company used for its usage

normalization adjustment, provided by the Company in its work papers in

response to RUCO DR 1.02. RUCO's average annual historical customer
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1 growth analysis resulted in a customer growth pattern for years 2012-2016.

The number of customers either decreased or increased for each meter size2

3

4

5

6

7

8

9

10

classification over that 2012-2016 time period. The customer growth for

each meter size and classification was multiplied by the 2016 present

average customer bill by meter size classification. The results determine

the additional revenues to be expected on a going forward projected basis

exactly like the Company did. The only difference between the Company's

and RUCO analyses is the Company used gallons consumed whereas

RUCO's analysis used the number of customers in the same years the

Company used.

11

12 Q.

13

What was the result of RUCO's analysis for additional revenues due

to the customer growth patterns from 2012-2016?

A.14

15

16

17

The annualized historical customer growth patterns for years 2012 through

2016, using the average present rates for each customer classification by

meter size, resulted in an average increase of revenues of $263,6189 for all

of the Company's Water Division's customers.

18

19

20

21

g Ibid.
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1 Q. Why didn't RUCO include its analysis of customer growth patterns

l

i

2 during the 2012-2016 that projects the additional revenues into the

3 future as a recommended adjustment as the Company did for gallons

4 consumed?

A.5

The6

7

8

9

10

11

12

13

14

15

16

Because RUCO finds the Company's proposed usage normalization as

unreliable and speculative (i.e. not known and measurable).

Commission should reject the Company's proposed usage normalization.

A possible alternative that RUCO could support is to include both the

Company's usage normalization and revenues from RUCO's projected

historical customer growth. RUCO's historical customer growth of $263,618

and the Company's usage normalization adjustment of ($75,131)

combined, would net additional revenues of $188,487 for the Water

Division. Since the Sewer Division doesn't have a commodity, such as

water, to calculate consumption, this adjustment applies only to the Water

Division. The Company's adjustment alone should be denied and rejected

as unreliable and speculative.

17

18 Q.

19

What adjustment is necessary to recognize the Company's Water

Division ($75,131) usage normalization adjustment?

A.20 It necessary to reverse the Company's ($75,131) revenue adjustment and

21 add the $75,131 back to the Water Division's adjusted TY revenue. This

22

23

adjustment applies only to the Water Division. Therefore, there is no impact

whatsoever for the Sewer Division.
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Operatinq Income Adjustment #5 - To Remove Alqonquin Power & Utilities

Corp. ("APUC") Bonus Allocations to LU-LPSCO:

Q.

1

2

3

4

5

6

Please explain RUCO's adjustment to remove all the parent Company,

Algonquin Power & Utilities Corp ("APUC"), bonus pay, including

stock options and long-term incentive pay that was allocated to Lu-

LPSCO's Water and Sewer Divisions.

I

RUCO has three well supported reasons for removing the APUC allocated

bonuses that were allocated to the Water and Sewer Divisions. First, RUCO

has already allowed 100 percent of all normal APUC salaries and wages

being allocated to LU-LPSCO. The shareholders can at least share in a

portion the discretionary bonus pay rather than saddle the ratepayers

entirely with multiple levels of corporate costs. There is not a utility

operating and serving Arizona ratepayers that has the number of corporate

overheads being allocated down from APUC owned corporate affiliates.

Q. Doesn't RUCO generally recommend a 50:50 sharing of bonus pay

between the ratepayers and shareholders rather than recommending

the removal of all bonus related pay?

Yes, RUCO generally recommends a 50:50 ratio of sharing the bonus

related pay between the ratepayers and shareholders.

7 A.

8

9

10

11

12

13

14

15

16

17

18

19 A.

20

21

22
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1

2

Q. What is RUCO's second reason for its recommendation to disallow all

bonus related pay at the APUC parent Company level?

RUCO questions why, with the documented issues directly relating to the

corporate overhead in this case, these companies should be allowed any

bonus pay?

3 A.

4

5

6

Q.

l
i
l

Mr. Coley, the parent APUC Company, located in Oakville, Canada, had

nothing to do with LU-LPSCO's business practice of not recording

revenues generated by a regulated sewer plant and unrecorded CIAC

in the prior two rate cases in 2008 and 2012.

A. There are indications that arose in the discovery process regarding the AES

and NWS issues that does indicate that the parent APUC was aware of the

AES revenue issue.

7

8

g

10

11

12

13

14

What arose during the discovery process that would indicate that the

parent APUC was at least aware of the AES revenue issue?

15 Q.

16

17 A.

18

19

20

21

22

23

In the Company's response to Staff DR TBH 5.5, LU-LPSCO provided the

contracts between the two HOAs, Arroyo Mountain Estates and Savannah,

AES, and Algonquin Water Resources of America, Inc. APUC's founding

co-partner and current Chief Executive Officer ("CEO"), Jan Robertson was

the signatory signer of both the Arroyo Mountain Estates and Savannah

contracts for AES and Algonquin Water Resources of America, Inc. It

seems no one is exactly certain why the "oversight". However, the record is
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1 clear that APUC's CEO, Ian Robertson, was the signatory party on both the i
i

2 Assignment and Consent contractual agreements for both HOA contracts.

3 Such involvement from a high ranking APUC official seems to imply the

4 importance of these agreements. Such importance, makes the "oversight"

5 even more confusing.

6

7 Q. What is RUCO's third reason for recommending all APUC bonus pay

to be disallowed in this case?8

A.9

10

11

12

There are a number of prior Commission decisions that have largely

disallowed most of the APUC corporate allocations as essentially being

excessive, unreasonably necessary, and simply not needed in the

provisioning of water and wastewater utility service in the State of Arizona.

13

14 Q.

15

Please provide a few of those Commission Decision numbers and

perhaps cite a few passages from the Decisions you reference in your

16 response.

17 A. Examples include Commission Decisions

18

19

Nos. 71865 heard by

Administrative Law Judge ("ALJ") Dwight D. Nodes dated September 1,

2010 and 72059 heard by ALJ Jane L. Rodda dated January 6, 2011 are .
1

20

21

22

23

just two of the many examples where corporate allocations have been

rejected by the Commission. Anyone interested in the complete findings on

this topic should read the reasoning of the two ALJS for recommending the

disallowance of large portions of the APUC corporate allocations, in those

l
l
li5 8
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1 two cases. However, I will cite a few of the reasons cited by the Commission

2 in those Decisions that recommended disallowance of large portions of the

3 APUC corporate allocations next.

4

5

6

Per Decision No. 71865 - Black Mountain Sewer Corporation - at page 25

found only four of several categories of the APUC cost allocations beneficial

7

8

9

10

to Arizona ratepayers. The four categories allowed in that Decision included

legal, tax, audit, and depreciation expense. The Commission found those

expense categories to have some benefit to Arizona ratepayers. There

were no mention of bonuses being allowed and/or included in that case.

11

12 In Decision No. 72059 - Rio Rico Water and Wastewater, the Commission

13

14

at pages 21-23 reached a similar conclusion regarding the APUC cost

allocations. That decision stated the following:

15
16

17
18

19
20
21
22
23
24
25
26
27
28
29

"Although shared services models can be an efficient method to
operate utilities and can provide benefits to utility ratepayers that
might not be able to be obtained if the utility were operating on a
stand alone basis, it is important that the Commission carefully
review the shared costs that are being sought from ratepayers. The
utility is a captive of its parent, and may not have recourse to dispute
charges incurred at the parental level and allocated to it, just as
ratepayers are the captives of the utility. The Commission must
scrutinize the common costs and allow only those costs which
provide a benefit to the utility ratepayers. As we noted in the Black
Mountain Sewer rate case, the standard for what the utility would

have incurred as a stand alone entity may not necessarily be the
standard for allowing the recovery of common costs. The common
costs must be reasonable based on the size of the utility. The entity
seeking recovery must show that the type of cost and the amount
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allocated to the utility are reasonable and reasonably necessary for
the provision of utility service. What the utility would need to pay on
a stand alone basis may provide a check on the reasonableness of
the expense."

1

2

3

4

5

Q. Didn't you file a wages and labor study of various stand-alone utilities

in the State of Arizona for comparing Liberty Utilities with those of

stand-alone utilities, in a prior case?

6

7

8

9 A.

10

11

12

13

14

Yes. The last sentence above in Decision No. 72059, (Rio Rico rate case)

somewhat goes to the heart of what the study provided in that case. The

study revealed that Liberty Utilities parent's, APUC's, cost allocations added

another layer of corporate cost allocations excessively above what other

stand-alone utility ratepayers had to bear, when the Commission stated,

"What the utility would need to pay on a stand alone basis may provide a

check on the reasonableness of the expense."

i

Q.

i
i
i

Did RUCO rely upon those ACC Decisions when making its

adjustments to the APUC bonus adjustments for those allocated

costs?

Yes in part. However, the AES and NWS issues, discussed throughout this

testimony, are of a very serious nature and played a significant part in

disallowance.

15

16

17

18

19

20 A.

21

22

23
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1

Q. What adjustments are necessary to remove all bonus related pay

related to APUC that is being allocated to the regulated LU-LPSCO

Water and Sewer Divisions in this instant case today? l

A. After removing the 21 % that is charged to capitalized expenditures for plant

work projects and making the allocation calculations from APUC's general

ledger down to LU-LPSCO, to determine the expensed amount charged to

LU-LPSCO, RUCO recommends disallowance of $60,680 from the Water

Division and $66,673 disallowance from the Sewer Division for all bonuses

allocated from the APUC level down to LU-LPSCO.

Operatinq Income Adjustment #6 - To Remove Liberty Utilities Canada

Corp. ("LUCC") Bonus Allocations to LU-LPSCO:

Q. Please explain RUCO's adjustment to remove all the corporate affiliate

LUCC's bonus pay, including stock options and long-term incentive

pay that was allocated to LU-LPSCO'S Water and Sewer Divisions.

A.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

RUCO again utilizes the same three reasons as was provided in its APUC

bonus adjustment, which were 1) all regular salaries and wages are being

allowed to be pushed down to ratepayers already, 2) the much talked about

AES/NWS issues in this case and why any bonuses should be allowed to

be pushed down, and 3) the prior Commission Decisions that have

disallowed large portions of the corporate allocations in the past. In addition

to those three reasons, RUCO provides two more reasons for i ts

disallowance adjustments for the LUCC bonuses. There is not a utility
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i
l

1 operating and serving Arizona ratepayers, that RUCO is aware of, that has

2 the number of corporate overheads being allocated down from corporate
l

l3 affiliates than the APUC owned utilities.'°

4

5 Q .

6

7

Since RUCO has already identified and discussed its three reasons in

support of its APUC bonus adjustment, what are the two additional

reasons that supports RUCO's LUCC bonus adjustments here?

8 A. The additional two reasons for RUCO's recommendation to disallow all

LUCC bonuses can be summarized as follows:9

2.

1 .  A  S t a t e  o f  New Hampshire Public Utilities
Commission Report, and
Diseconomies of Scale related to corporate
expenses.

10
11
12
13
14

15 Q.

16

17

Please address the first of two additional reasons, New Hampshire

Report, cited above in support of RUCO's recommended adjustment

to remove all related LUCC bonuses?

18 A.

19

20
I

21

22

On June 26, 2015, the Public Utilities Commission of New Hampshire

granted an "Order Approving Settlement Agreement and Permanent

Rates." In that proceeding, the New Hampshire Commission "observed that

a consultant should review the "effectiveness and efficiency" of Liberty

Utilities NH's business processes, including: account creation and

23 management, meter data management, billing, payments and collections,

10 During the course of discovery in this proceeding, it was brought to RUCO's attention that two
additional layers of corporate are currently being established in future proceedings.
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1 the call center, vendor relationships, corporate services/IT support and

2 service, staffing, accounting, business planning, and property records." The

3 Order in the New Hampshire Public Utilities Commission gave directives

4 that "permitted a broadening of audit scope to" other "related areas, should

5

6

7

the consultant deem it appropriate."" The cover page of this report is

included as Exhibit 1. The entire redacted report (over 100 pages in length)

is available on the New Hampshire Public Service Commission's e-docket

website.8

g

10 Q.

11

12

Please summarize the contents and findings contained in the New

Hampshire Report ordered by the New Hampshire Public Service

Commission performed by The Liberty Consulting Group dated

13 August 12, 2016.

14 A.
i

15 i
l

16
i

i

i

i

17 l

First, let me make it clear that The Liberty Consulting Group does have

any business affiliation with Liberty Utilities whatsoever. It's by mere

coincidence that The Liberty Consulting Group and Liberty Utilities just

share the common word of "Liberty" in their entities name only.

18 i
l
il19
l

20
i

21

It's practically impossible to recite the entire findings in a report exceeding

100-pages and is filled with very pointed findings on each page The list

below highlights some of the findings in a brief summarized manner below:

ii "The Liberty Consulting Group," Final Report on A Management and Operations Audit of The Customer
Service and Accounting Functions of Libertv Utilities at page 1-2.
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1.

4.

5.

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

The field work for the audit took place largely during the first
quarter of 2016, which is the TY utilized in the current LU-
LPSCO rate case at page 1-2 of NH Report,

2. Liberty Utilities and LU-NH face operational performance
challenges while also meeting the aggressive financial

growth expectations of its holding company parent at page |-

4,
3. An inexperienced and understaffed customer service

organization compounded the difficulties in addressing

problems, as did an unclear escalation path and problem
resolution process between Liberty Utilities NH, Oakville
Liberty Utilities LAB (Information Technology) group at page
11-2,
Business offices should be located conveniently and meet

customers' needs without causing excess costs to be
incurred (and ultimately borne by others) at page 11-4,
Employee bonus programs seek to align compensation with
corporate targets and results with overall company
performance providing the primary driver of the bonus payout
at page 11-8,

6. Customer satisfaction levels have been declining and
unsatisfactory since 2013 at page 11-18,

7. insufficient supervision has led to issues in quality and
employee misconduct in the satellite offices at page ll-32;

8. Check payments for services get held for up to a week
awaiting bank courier pickup and check deposits are delayed
at page 11-33,

9. As a result of the Cogsdale CIS system, manual work-
arounds are used rather than automation. This results in
more Customer Service resources to produce bills and

resolve customer inquiries at page 11-36,
10. APUC's business model focuses on growth, has depended

on high rates of growth since its 1997 inception, and appears
destined to continue to depend on acquisitions of small utility
distribution and generation operations across the United
States and Canada at page 111-1 ,

11. Moreover, and perhaps most significantly, its culture,
physical location, and corporate-level resources are not, at
least on the surface, well grounded in US energy distribution
utility experience. For example, all of its distribution utilities
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l
i

i
i

l
i
l

operate within the United States. However, all of its
corporate support structure and personnel operate from
Ontario at page 11-2,

12. Liberty Utilities, and in turn LU-NH, face significant
operational performance challenges, while also meeting the
aggressive financial growth expectations of its holding
company parent at page Ill-3;

13. Liberty Utilities has had to address the challenges and

uncertainties of incorporating new operations in new regions
on a recurring basis at page 111-3,

14. Liberty Utilities have a divergent set of Mission Statements
were one set seeks to be (a) and the other (b) seeks another
below:

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

a. "The utility company most admired by
customers, communities and investors for our
people, passion and performance."

b. "Deliver stable and predictable earnings and
that establishes the investment thesis that
"Maximum shareholder value is created by
minimizing the risk associated with earning the
permitted rate of return." At page 111-4.

15. Some of the examples cited in the Report "tend to underscore
Liberty Utilities' strength in acquisitions, and weaknesses in
delivery (thin staffing and knowledge), and a view of
opportunities and threats focusing on acquisitions versus
operations." At page III-5;

16. "The forecasting process limits operating expenses to those
established in rates, unless an existing rate mechanism
permits adjustments between base rate cases." At page Ill-
7.

17. The consultants looked at 10-different projects that
experienced particularly large over-runs. Actual costs for
those 10 projects in total ran over-budget cumulatively by 3.5

times at page 111-12,
18. "Unbudgeted 2015 IT capital costs charged out from Oakville

caused another 2015 capital cost variance" at page 111-14,
19. Insufficiencies found in the CapEx budgeting process was

found, that is crucial in effectively operating capital intensive
utility companies at page 111-25,
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20. One over-run of close to 20 times the corporate IT charges

budgeted to be assigned to New Hampshire at page 111-27,
21. "The capital budget processes violate the company's own

capital expenditure policies as well as that of good utility
business practice" at page 111-28,

22. "The monitoring and control of capital expenditures also
shows little attention paid to this area as compared with
greater focus on earnings, revenue and operating expenses."
At page 111-28,

23. "Growth has strained the capability of APUC's model for
providing IT support to continue supporting New Hampshire
needs." At page IV-10,

24. "Limitations in some software applications have impaired the
quality of some of the LU-NH utilities' operations." At page
IV-11,

25. "The vendor management process lacks sufficient
systemization and formal documentation." At page IV-12,

26. "We found resistance to the view that our work received
going beyond trusting management representations (i.e.,
those views were not in keeping with our experience at a very
large number of other U.S. utilities. In other words,
management's "cultural" perspective on regulatory
interaction also appears not to be sensitive to (or perhaps not
to accept) what we view as norms in the U.S. utility industry."
At page Vl-2, and

27. "APUC can no longer rely on a continuation of its corporate

structure as the optimum means for providing New
Hampshire with optimum planning and budgeting, customer
service, and IT." At page Vl-2.

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

The same cost over-runs identified in the New Hampshire Report above are

the same corporate affiliates, APUC, LUCC, and LABS, that are pushing

33

34

35

costs down onto the Arizona ratepayers. In other words, Arizona ratepayers

will be paying higher rates due to the cost avers ofAPUC, LUCC, and LABS

cost over-runs that are being pushed down to Arizona ratepayers in the
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1 allocation process. These cost over-runs are a primary cause of the

2 diseconomies of scale, which will be discussed next.

3

What is RUCO's second additional reason for its recommendation to4 Q.

5 disallow all bonus related pay at the LUCC level?

A.6

7

In addition to the four reasons that RUCO has already cited to disallow all

LUCC bonuses, the recent Bella Vista rate case exhibited that as the APUC

8

9

10

parent continues its strong position of acquiring other companies, such as

the recent Empire acquisition, the corporate allocations are increasing for

each Arizona water and wastewater customers rather than decreasing.

11 When costs increase per customer, that is a detrimental phenomenon

12

13

14

15

16

17

referred to as diseconomies of scale. That phenomenon is perhaps best

illustrated in the findings of the New Hampshire Report cited earlier. Growth

through acquisitions can also create inefficiencies that end up costing

existing entities more through pushing the costs down from those

inefficiencies. That is what RUCO noticed when Empire was added into the

corporate cost pool to be allocated down to the Bella Vista customers.

18

19

Obviously, that phenomenon of diseconomy of scale is the opposite of

economies of scale, which is best illustrated in the New Hampshire Report

It is RUCO's20

21

22

concerning the cost over-runs the report identified.

understanding that LU-LPSCO recognizes this diseconomy of scale is

taking place with APUC's continued growth.

23
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Q. What adjustments are necessary to remove all bonus related pay

related to LUCC that is being allocated to the regulated LU-LPSCO

Water and Sewer Divisions in this instant case today?

l

After removing the 21 % that is charged to capitalized expenditures for plant

work projects and making the allocation calculations from LUCC's general

ledger down to LU-LPSCO to determine the expensed amount charged to

LU-LPSCO, RUCO recommends disallowance of $19,728 from the Water

Division and $21 ,677 disallowance from the Sewer Division for all bonuses

allocated from the LUCC level down to LU-LPSCO.
l

i
Wl

Operating Income Adjustment #7 - To Remove Libertv Alqonquin Business

Services ("LABS") Bonus Allocations to LU-LPSCO:

Q. Please explain RUCO's adjustment to remove all the corporate affiliate

LABS's bonus pay, including stock options and long-term incentive

pay that was allocated to LU-LPSCO's Water and Sewer Divisions.

This adjustment is based on the same five reasons as was given in the

previous LUCC bonus adjustment.

Q. What adjustments are necessary to remove all bonus related pay

related to LABS that is being allocated to the regulated LU-LPSCO

Water and Sewer Divisions in this instant case today?

1

2

3

4 A.

5

6

7

8

9

10

11

12

13

14

15

16 A.

17

18

19

20

21

22 A.

23

After removing the 21 °/> that is charged to capitalized expenditures for plant

work projects and making the allocation calculations from LABS's general
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l
i

i
i

ledger down to LU-LPSCO to determine the expensed amount charged to

LU-LPSCO, RUCO recommends disallowance of $46,713 from the Water

Division and $51 ,327 disallowance from the Sewer Division for all bonuses

allocated from the LABS level down to LU-LPSCO.

Operatinq Income Adjustment #8 .- Normalize LU8020 Bonus Allocations to

LU-LPSCO:

Q. Please explain RUCO's adjustment to normalize all the local corporate

affiliate LU8020 bonus pay, including stock options and long-term

incentive pay that was allocated to LU-LPSCO's Water and Sewer

Divisions.

This adjustment normalizes the 2016 TY level of LU8020 bonuses to the

last known and measurable amounts in the three-months of October

through December 2016, which was $28,554. The other months reflected

bonuses of $53,000 per month for the periods of January through

September. Considering the AES issue cited throughout this testimony,

RUCO bel ieves  the $28,554 to be m ore than fa i r under these

circumstances.

1

2

3

4

5

6

7

8

9

10

11

12 A.

13

14

15

16

17

18

19

20

21
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1 Q.

2

3

What adjustments are necessary to normalize all bonus related pay

related to LU8020 that is being allocated to the regulated LU-LPSCO

Water and Sewer Divisions in this instant case today?

A.4

5

6

7

8

9

After normalizing the bonuses to the October through December 2016

levels and removing the 21 % that is charged to capitalized expenditures for

plant work projects and making the allocation calculations from LU8020

general ledger down to LU-LPSCO to determine the expensed amount

charged to LU-LPSCO, RUCO recommends a normalized decrease

adjustment of $47,746 for the Water Division and $52,463 normalized

10

11

decrease adjustment for the Sewer Division for all bonuses allocated from

the LU8020 to LU-LPSCO.

12

13 Operatinq Income Adjustment #9 - Bad Debt Expense:

14 Q. Please explain RUCO's adjustment for bad debt expense to LU-

LPSCO's Water and Sewer Divisions.15

A.16

17

18

19

20

21

This adjustment applies only to the Water Division. RUCO reversed the

Company's proposed revenue usage normalization adjustment of

($75,131). Thus, RUCO's adjusted TY revenues are $75,131 more than

the Company proposed. With every dollar of additional revenue, there is

also a greater likelihood that a portion of the additional $75,131 in revenues

could become uncollectible due to bad debt expense. Therefore, it's

22

23

necessary to adjust the Company's bad debt expense to account for the

additional $75,131 in additional revenue.
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1 Q.

i

l

What adjustment is necessary to account for bad expense related to

the $75,131 in additional revenue for the Water Division?2

3 A.

4

1
i

i
il
i
i

l
l
l
\

For the Water Division, RUCO adjusted the Company's bad expense as

proposed in its filing to include an increase of $78 for bad debt expense

related to the additional $75,131 of TY revenues that RUCO recommends.

Again, there is no adjustment necessary for the Sewer Division.

5

6

7

Customer Growth NormalizationOperating Income Adjustment #10

Adjustment:

Q. Please explain RUCO's adjustment for Customer Growth

Normalization to LU-LPSCO's Water and Sewer Divisions.

8

9

10

11

12 A. This adjustment was discussed earlier in RUCO adjustment #4 where

RUCO reversed the Company's usage normalization adjustment. It is a

placeholder adjustment for potential use in surrebuttal testimony.

Therefore, RUCO recommends no adjustment for either the Water or Sewer

Divisions at this time.

Operatinq Income Adjustment #11 - Corporate Miscellaneous Expense:

Q. Please explain RUCO's Corporate Miscellaneous Expense adjustment

for the Water and Sewer Divisions.

A.

13

14

15

16

17

18

19

20

21

22

23

This adjustment removes expenses either identified by RUCO and Staff

during the discovery process or was identified in the general ledgers of LU-

LPSCO and/or the corporate general ledgers. The type of expenses being
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recommended for disallowance are membership dues, charitable

donations, party expenses, and massage therapy treatments that are not

legitimate and necessary expenses in the provisioning of utility service. l
l
i
li
i
l

Q. What adjustments are necessary to remove the expenses found

during this proceeding that are not legitimate and necessary expenses

for the provision of utility service for the Water and Sewer Divisions?

i

i

For the Water Division, RUCO removed $23,814 for these type of expenses.

For the Sewer Division, RUCO removed $26,160 of the same type of

expenses.

Remove Double-Count of MediaOperating Income Adjustment #12

Expense:

Q. Please explain RUCO's Corporate Miscellaneous Expense adjustment

for the Water and Sewer Divisions.

1

2

3

4

5

6

7

8 A.

9

10

11

12

13

14

15

16 A.

17

18

19

20

21

22

23

Per the Company's supplemental response to Staff DR TBH 3.2 provided

on October 31, 2017, this adjustment removes $245,000 of media expense

for the GAC unit that was also included in UPIS. Thus, it is a double-count

of the expenditure. In addition, the media has a life expectancy of

approximately 1%-years and should not be included as an expense.

Expenses are presumed to be consumed or for one-year or less. Therefore,

the media not only is double-counted it is also inappropriate to include an

item as an expense due to its life expectancy exceeding one-year. The
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1 media expenditure of $245,000 is more appropriately to be included as a

2 capitalized expenditure as UPIS where the Company also included the

l

3 expenditure. RUCO left the media expenditure in UPIS where it was also

4 double-counted there. This adjustment applies only to the Water Division.

5 There is no impact or recommended adjustment for the Sewer Division.

6

7 Q.

i

i

i

1

8

l

g

What adjustment is necessary to remove the double-count of the

media expenditure from the Water Division's expenses as filed by the

Company?
l

A.10 RUCO reduced the Water Division's chemical expense by $245,000 that

1

1
l
l

i
11

12

was double-counted and inappropriately charged as an expense as filed by

the Company.

13

14 Q. Please continue to RUCO's final recommended operating income

15 adjustment #13.

16

A.17

18

19

20

21

Operating Income Adjustment #13 - Income Tax Expense:

This adjustment provides for income taxes at RUCO's recommended level

of operating income less income taxes. For the Water Division, RUCO's

adjusted TY income tax adjustment increases the income tax expense by

$241 ,265. For the Sewer Division, RUCO's adjusted TY income tax

adjustment increases the income tax expense by $531 ,969.

22
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l

l
l
i

i
l

l

l

Q. Have you calculated income tax expense based on both RUCO's

recommended adjusted operating income and the recommended

operating income associated with RUCO's revenue increase?

A. Yes. These adjustments for RUCO's recommended adjusted operating

income and the recommended operating income associated with RUCO's

revenue increase are shown on Schedules TJC-12 in Column [C] for the

adjusted TY and in Column [E] for its recommended level of income tax

expense going forward.

Q. Have you included an interest synchronization calculation in your

computation of income tax expense?

Yes. The interest synchronization calculation, which computes an interest

expense deduction for income taxes, can be viewed in the schedules noted

above. The interest synchronization calculation is the adjusted rate base

multiplied by the weighted cost of debt.

Q. Does this complete section seven of RUCO's recommended operating

income adjustments?

Yes.

Q. Will you please continue to RUCO section eight, which is the final

section of RUCO's testimony?

1

2

3

4

5

6

7

8

9

10

11

12 A.

13

14

15

16

17

18

19 A.

20

21

22

23 A. Yes.
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VIII. OTHER ISSUES1

2 Q.

3

What are the other issues that RUCO needs to address that was

included in the Company's Rate Application?

A.4

5

The following three issues as requested by the Company still needs to be

addressed in this final section of RUCO's testimony as shown below:

1. Purchased Power Adjustment Mechanism ("PPAM"),

2. Property Tax Adjustment Mechanism ("PTAM"), and

3. W ater and Sewer System Improvement Benefits

Mechanism ("SIB").

6

7

8

9

10

11 Purchased Power Adjustment Mechanism ("PPAM"):

12 Q. Did the Company request a PPAM in its Rate Application?

13 A. Yes.

14

15 Q.

16

W hat is RUCO's posit ion and recommendation regarding the

Company's requested PPAM?

A.17

i

i
i

i

1 8

19

RUCO's position on the Company's proposed PPAM is it constitutes single

issue ratemaking and recommends the Commission deny the Company's

request for a PPAM.

20

21 Q. Please explain what a PPAM is and how it works.

A.22

23

24

The adjustment is being requested so the Company can pass the additional

or reduced cost of electric power on to its customers thereby recovering or

reducing the expense. Since overall electric and gas utility rates very rarely
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1 or generally never decrease, the Company's request is one-way proposal

2 that adversely impacts ratepayers to increase utility rates outside of a full

3 rate case. This adjustment mechanism is inappropriate considering the fact

4 that the State of Arizona requires a finding of "Fair Value" in determining fair

5 and reasonable rates. In the past, the price of purchased power has not

6 experienced much volatility with monthly fluctuations periodically increase

7 and that rarely decrease the cost of either purchased electric or natural gas

8 In fact, the Commission eliminated the use of PPAM's andpower.

9

10

11

12

purchased water adjustment mechanisms in an Arizona Water Company

("AWC") rate case for its Eastern Group in Decision No. 66849, dated March

19, 2004. RUCO supports that Commission decision of adjustment

mechanisms here in the LU-LPSCO case too.

13

14 Q.

15

Would you please explain why the PPAM should be denied by the

Commission in this case as it was in the AWC rate case?

A.16

17

18

19

20

21

22

Adjustment mechanisms traditionally have been established to mitigate the

regulatory lag for 1) volatile and 2) very large expense items (such as

purchased coal, oil, and gas in the case of electric utilities and purchased

gas for natural gas distribution companies) that may have a negative impact

on the financial health of a utility. In the LU-LPSCO Water and Sewer case,

purchased power does not qualify as volatile and does not represent an

unusually large level of expense to place the Company in financial jeopardy.

23
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1 RUCO will quote a prior Commission staff rate analyst that provided

2 testimony in the referenced AWC rate case earlier. The staff analyst relied

3 upon an author, Dr. Michael Schmidt, who is an expert in the field of

4 automatic adjustment clauses as follows:

l

l

In his book, Automatic Adjustment Clauses: Theory and Application,
Dr. Michael Schmidt states that the automatic adjustment clause is

not a substitute for a formal rate case. Dr. Schmidt goes on to say
that adjustment mechanisms are strictly a policy option of the
regulatory commission to ease unnecessary financial jeopardy of the
utility during adverse economic conditions and should not serve as a
mechanism to preserve the company's allowed rate of return.

5
6
7

8
9

10

11
12

13

1

14

15

16

17

18

19

20

21

22

23

24

25

26

LU-LPSCO Water and Sewer Divisions do not have significantly large

purchased power bills and none meet the volatility criteria since increases

in purchased power costs do not occur frequently. Per the Company's

percentage of purchased power expense to its total operating expense

represents only an approximate 9.6 percent for its proposed levels of total

expenses for the Water Division and an approximate 6.5 percent for the

Sewer Division. Purchased power does not represent a significant

component of the Company's operating expense and does not warrant an

adjustment mechanism. Such an adjustment mechanism is inherently

unfair to ratepayers, not to mention it violates the fair value finding required

in the Arizona Constitution, when other expenses could very well be

decreasing with no benefit to the ratepayer whatsoever. In many respects,

cherry picking particular expenses to have adjustment mechanisms applied

to it is discriminatory in nature, when viewing rate making principles as a
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whole in establishing fair and reasonable rates. Automatic adjustment

mechanisms should not be a substitute for a formal rate case and should

not be used to preserve the Company's allowed rate of return as Dr.

Schmidt so eloquently stated.

Property Tax Adjustment Mechanism ("PTAM"):

1

2

3

4

5

6

7 Q. Did the Company request a PTAM in its Rate Application?

Yes.

Q. What is RUCO's position and recommendation regarding the

Company's requested PTAM?

I

I.

RUCO's position on the Company's proposed PTAM is it also constitutes

single issue rate making and recommends the Commission deny the

Company's request for a PTAM. Please see RUCO's previous PPAM

regarding its position and recommendation as it applies to the Company's

requested PTAM here also. The Company's Water Division's adjusted TY

percentage of property tax expense to its total operating expense

represents approximately 6.3 percent, which is less than the previous

purchased power expense of approximately 9.6 percent for the Water

Division.

8 A.

9

10

11

12 A.

13

14

15

16

17

18

19

20

21

22

23

The Company's Sewer Division's adjusted TY percentage of property tax

expense to its total operating expense represents approximately 5.4
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i
l

i

i

l

l

1

2

3

4

percent, which is less than the previous purchased power expense of

approximately 6.5 percent for the Sewer Division. The property tax expense

does not represent a significant component of the Company's operating

expense and does not warrant an adjustment mechanism for all the

previous PPAM reasons provided in that adjustment.
i

i

i
l

i

l
l

5

6

7

l

System Improvement Benefits Mechanism ("SIB") for the Water and Sewer

Divisions:

Q.
l
i
i

Did the Company request a SIB mechanism in its Rate Application for

both its Water and Sewer Divisions?

A.

8

9

10

11

l

Wl
l

W
l

\

The Company did file a SIB mechanism in this rate case. However, it is

RUCO's understanding that the SIB mechanism, in this rate case, is no

longer being pursued. With this understanding we have no further comment

Q. Mr. Coley, are there any other matters you would like to address

regarding your revenue requirement recommendations.

12

13

14

15

16

17 A.

18

19

20

21

22

23

Yes. RUCO is working on further addressing the accounting anomalies

discussed in detail above. Specifically, RUCO is considering accounting

and other types of protocols to address the Companies behaviors and

provide ratepayers with future assurance that the same type of behavior

does not take place again. The Company's failure to account for obvious

revenues seems to be a symptom or larger systematic issues. RUCO is

deeply concerned with the Company's failure to report the "oversight" when
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1

2

3

4

5

6

7

8

9

it was first discovered by the Company and failure to propose a solution that

makes ratepayers whole because of the "oversight", in its original

application. Knowledge of the "oversight" was known at the time of filing the

application, by evidence of the 2016 revenues from Arroyo and Savannah

HOAs and the associated CIAC being included in application. This is

especially troubling because a large number of ratepayers, who have been

harmed by the "oversight", will never be made whole. RUCO continues to

consider the issue and expects to have additional recommendations on

accounting and other protocols in its Surrebuttal testimony.

10

11

ix. RATE DESIGN:12

13 Q.

14

Will RUCO be filing its recommended rate design simultaneously with

its recommended revenue requirements as just discussed in this

15 testimony?

16 A.

17

RUCO will be filing its recommended rate design on the same day as its

revenue requirements testimony but under separate cover.

18
ill

19 Q.
l

20
i
l
i
i

i

i

21

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

in the testimony of any of the witnesses for LPSCO constitute your

acceptance of their positions on such issues, matters, or findings?

i22 A. No, it does not.

23
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Q. Does this conclude your testimony on LPSCO's Water and Wastewater

Divisions?

1

2

3 A. Yes, it does.

l

l

l

l
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APPENDIX 1

Qualifications of Timothy J. Coley

WORK HISTORY

July 2000 - Present: RESIDENTIAL UTILITY CONSUMER OFFICE, Phoenix Arizona
Public Utilities Analyst V. The Residential Utility Consumer Office (RUCO) is a
consumer advocate group providing residential consumers a voice in utility regulation and
backed by a professional staff with legal and financial expertise. Responsibilities include:
audited, reviewed and analyzed public utility companies various filings, prepared written
testimony, schedules, financial statements, and spreadsheet models and analyses.
Testified and stand cross-examination before the Arizona Corporation Commission.

January 2000 - April 2000: JACKSON HEWITT TAX SERVICE, Phoenix, Arizona
Tax Preparer. Interviewed clients, determined tax situation, and explained how the tax
laws benefited them in their specific situation. Ensured that each customer received
every deduction that they were entitled. Prepared individual and business income tax
returns, which best utilized each specific situation that minimized their tax obligations.

May 1998 - November 1999: BENEFITS CONSULTING, Cypress, Texas
Consultant Assistant. The consulting firm specialized in alleged medical claim charges
brought against the government of Harris County in Houston, Texas. Assisted in the
review, examination, and analysis of the attested charges. Determined if the purported
medical claim charges were prudent, customary, and reasonable for the alleged
sustained injuries. The firm analyzed cases for both the County's Risk Department and
Attorneys Office.

I
January 1992 - April 1998: PHOENIX SERVICES, Villa Rica, Georgia
Owner. Provided landscaping services primarily in a high growth gated community where
the Property Owners' Association approved mandated ordinances to be strictly adhered
and abided by. Coordinated and supervised all aspects of projects from inception to
completion, from master planning to site design to installation.

May 1989 - October 1991: GEORGIA PUBLIC SERVICE COMMISSION, Atlanta, GA
Senior Auditor. The Public Service Commission (PSC) was responsible for regulating
many intrastate telecommunications, electric, and gas utility industries operating in
Georgia. It was the PSC'sjob to ensure that consumers received adequate and reliable
service at reasonable rates. It must also assure the utility companies and investors an
opportunity to earn a fair rate of return on prudent investments. The Commission
participated significantly in Georgia's economic health and growth. I was promoted to the
PSC's Electric/Gas Division where I examined, verified, and analyzed various financial
documents accounting records, reports, ledgers, and statements. In addition, I was
assigned to automate the PSC's Electric Division where I utilized a computer application
process that I had developed earlier while with the (PSC) Telecommunication Division. I
was later ascribed to work in conjunction with the Engineering Department and
established a procedure to track and compare costs of operation and maintenance
(O&M) expenses of nuclear electric generating plants. This effort determined a
comparative price per kilowatt-hour produced that influenced the awareness for the
company to control the O&M costs, which benefited the consumer through lower prices.

Developed computer application system that streamlined audit procedures by 30 - 40%.
Various other schedules were implemented to track, maintain, and control costs.



TIMOTHY J. COLEY (Page 2)

GEORGIA PUBLIC SERVICE COMMISSION (continued)

November 1986 - April 1989: Georgia Public Service Commission, Atlanta, Georgia
Auditor. Regulated telecommunications and also oversaw the deregulation process that
was currently under way in that industry. Examined and analyzed accounting records to
determine financial status of companies and prepared financial reports concerning audit
findings. Reviewed data including payroll, time sheets, purchase vouchers, cash receipt
ledgers, financial reports, and disbursements. Verified statewide telephone company
transaction classifications and documentation.

Developed computer application utilizing Lotus to completely automate and
streamline the entire telecommunication audit process. The results saved 25% in field
audit time and produced a product of professional appearance.
Created, coordinated, and implemented "Operational Project Training" automated
procedure-training program. Trained and supervised staff of five auditors.
Computerized "Desk Audit Analysis" program that identified 11 independent
telephone companies in the state of over-earning and resulted in $4.1 M annual
savings to the Georgia ratepayers affected.

October 1985 - October 1986: Georgia Public Service Commission, Atlanta, Georgia
Junior Auditor. Assisted in planning and performing telecommunication audit
engagements. Examined financial records, internal management control,
correspondence, bills, and records of services delivered in order to verify or recommend
compliance with company specifications contained in contracts agreements, regulations,
and/or laws.
• As a special project, I was assigned to analyze the results of a survey designed to

evaluate "Interest in Organizing a Multi-State Nuclear Management Review Group"
by the Director of Utilities. Wrote the draft and findings for the speech that was
presented to all participatory commissions.

PROFESSIONAL MEMBERSHIPS
Elected Member of the National Honor Society for Public Affairs and Administration.
Active Member of Delta Sigma Pi - Professional Business Fraternity.

SPECIAL TRAINING AND CERTIFICATES
The Graduate School of Business Administration - Michigan State University,
completed the Annual Regulatory Studies Program of the National Association of
Regulatory Utility Commissioners.
Completed Graduate Exit Paper on "Deregulation of the Electric Industry".
Attended Eastern Utility Rate School in 2000 and 2005.

EDUCATION
• Currently enrolled at Arizona State University - West in the Post Baccalaureate

Graduate Certificate Program in Accountancy with two courses remaining.
Master of Public Administration, State University of West Georgia 1997, GPA 3.5.
BS Business Management 8i Administration, Minor in Economics, Sorrel School of
Business Troy State University, 1985.
AA Business Administration, Miles Community College, 1981 .



RESUME OF PUBLIC UTILITY RATE CASES & AUDITS PARTICIPATION

Residential Utility Consumer Office For Years 2000 To Present

Arizona-American Water Company - Docket No. WS-01303A-05-0405

Arizona Public Service Co. - Docket No. E-01345A-03-0437

Tucson Electric Power Company - Docket No. E-01933A-04-0408

UniSource Merger - Docket No. E-04230A-03-0933

Arizona-American Water Company - Docket No. WS-01303A-02-0867

Arizona Water Company (Eastern Group) .- Docket No. W01445A-02-0619

Litchfield Park Service Company - Docket Nos. W-01427A-01-0487 8t
SW-01428A-01 -0487

Arizona Water Company (Northern Group) - Docket No. W-01445A-00-0962

Rio Verde Utilities, Inc.- Docket Nos. W-02156A-00-0321 8<
SW-02156A-00-0323

Arizona-American Water Company (Paradise Valley) -
Docket Nos. W-01303A-05-0405 8t

w-01303A-05-0910

Arizona-American Water Company (Mohave District) -
Docket No. WS-01303A-06-0014

Arizona-American Water Company (Sun City 8¢ Sun Cit West Wastewater) -
Docket No. WS-01303A-06-0491

Arizona-American Water Company - Docket No. W-01303A-07-0209

Chaparral City Water Company - Docket No. W-02113A-07-0551

Arizona-American Water Company - Docket No. W-01303A-08-0227



Residential Utility Consumer Office For Years 2000 To Present (cont'd)
|
I

Arizona Water Company - Docket No. W-01445A-08-0440

Far West Water 8¢ Sewer Company - Docket No. WS-03478A-08-0608

Rio Rico Utilities, Inc. - Docket No. WS-02676A-08-09-02-7

Bella Vista Water Company - Docket No. W-02465A-09-0411

Goodman Water Company - Docket No. W-02500A-10-0382

Arizona Water Company - Western Group - Docket No. W-01445A-10-0517

Pima Utility Company - Docket No. W-02199A-11-0329 et al.

Arizona Water Company, San Manuel System ACRM - Docket No. W-01445A-
11-0310

Rio Rico Utilities, Inc. - Docket No. WS-02676A-12-0196

Tucson Electric Power Company - Docket No. E-01933A-12_0504

Far West Water 8< Sewer Company - Docket No. WS-03478A-12-0307

Litchfield Park Service Company - Docket No. SW-01428A-13-0042 et al.

Utility Source - Docket No. WS-04235A-13-0331

EPCOR Docket No. WS-01303A-14-0010

Black Mountain Sewer Company - Docket No. SW-02361A-15-0207 et al.

Docket No. W-Bella Vista Water and Rio Rico Water & Sewer Companies -
02465A-15-0367 et al.

EPCOR - Wastewater Consolidation Case, Docket No. WS-01303A-16-0145



WGeorqia Public Service Commission For Years 1985 - 1991
l

l

l
l

Atlanta Gas Light Company

Georgia Power Company

Atlanta Gas Light Company (Management Audit)

Georgia Power Company

Trenton Telephone Company

Fairmont Telephone Company

Elli jay Telephone Company

GTE, Inc.

ALL-TEL Telephone Company

Citizens Utilities Co.

Ball Ground Telephone Company

Lanett Telephone Company

Brantley Telephone Company

Blue Ridge Telephone Company

Waverly Hall Telephone Company

St. Marys Telephone Company

Darien Telephone Company

Statesboro Telephone Company

Statesboro Telephone Co-op

Wilkes Telephone Company
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SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS

ORIGINAL COST RATE BASE (OCRB) ADJUSTMENTS

RATE BASE ADJUSTMENT no. 1 . SUMMARY OF UTILITY PLANT IN SERVICE (UPIS) ADJUSTMENTS

RATE BASE ADJUSTMENT no. 1 . SUMMARY OF UPIS ACCUMULATED DEPRECIATION (Airs) ADJUSTMENTS

UTILITY PLANT IN SERWCE (UPIS) & ACCUMULATED DEPRECIATION (ND) ADJUSTMENT A . RECONSTRUCTION OF UPIS 8 AID BALANCE ADJUSTMENT

UTILITY FLANT IN SERVICE (UPIS) a ACCUMULATED DEPRECIATION (WD.) ADJUSTMENT B . STRANDED A/D BALANCE ADJUSTMENT

UTILITY PLANT IN SERWCE (laPIS) s ACCUMULATED DEPRECIATION (.~D.) ADJUSTMENT C . POST TEST YEAR UPIS DISALLOWANCE ADJUSTMENT

UTILITY PLANT IN SERWCE (UPIS) & ACCUMULATED DEPRECIATION (AI13) ADJUSTMENT c . POST TEST YEAR UPIS A/D OISALLOWANCE ADJUSTMEI

UTILITY PLANT IN $ERVICE (UPIS) a ACCUMULATED DEPRECIATION (A/D.) ADJUSTMENT D . POST TEST YEAR UPIS RETIREMENTS ADJUSTMENT

UTILITY PLANT IN SERVICE (UPIS) & ACCUMULATED DEPRECIATION (A/D) ADJUSTMENT D . POST TEST YEAR UPIS AID RETIREMENTS ADJUSTMENT

RATE BASE ADJUSTMENT no. 2 . NOT APPLICABLE OR USED FOR THE WATER DNISION

RATE BASE ADJUSTMENT no. 3 . ADVANCESINAIDOFCONSTRUCTION (AIAC) ADJUSTMENT

RATE BASE ADJUSTMENT no. 4 . CONTRIBUTIONSINAIDOFCONSTRUCTION (CIAC) ADJUSTMENT

NOT USED IN DIRECT FILING . CUSTOMER METER DEPOSITS ADJUSTMENT

NOT USED IN DIRECT FILING . CUSTOMER SECURITY DEPOSITS ADJUSTMENT

RATE BASE ADJUSTMENT no. 5 . ACCUMULATED DEFERRED INCOME TAXES (ADIT") ADJUSTMENT

RATE BASE ADJUSTMENT no. 6 . ALLOWANCE FOR WORKING CAPITAL ADJUSTMENT

LEAD I LAG STUDY FOR CASH WORKING CAPITAL ADJUSTMENT
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O P E RA T ING INC O M E  A DJU ST M E NT S

OPERATING INCOME ADJUSTMENT no. 1 . DEPRECIATION EXPENSE

OPERATING INCOME ADJUSTMENT NO. 2 . PROPERTY TAX EXPENSE

OPERATING INCOME ADJUSTMENT no. 3 . WATER TESTING EXPENSE

OPERATING INCOME ADJUSTMENT NO. 4 . REVERSE COMPANYS USAGE NORMALIZATION REVENUE ADJUSTMENT

OPERATING INCOME ADJUSTMENT NO. 5 . REMOVE APUC BONUSES

OPERATING INCOME ADJUSTMENT no. e . REMOVE LUCC BONUSES

OPERATING INCOME ADJUSTMENT no. 7 . REMOVE LABS BONUSES

OPERATING INCOME ADJUSTMENT no. 8 . NORMALIZE LU 8020 BONUSES

NOT INCLUDED IN DIRECT FILING USED FOR FUTURE USE

OPERATING INCOME ADJUSTMENT no. 9 . ADJUSTED TEST YEAR AND RECOMMENDED BAD DEBT EXPENSE

OPERATING INCOME ADJUSTMENT no. 10 . HISTORICAL CUSTOMER GROWTH REVENUE ADJUSTMENT (NOT USED IN DIRECT FILING)

OPERATING INCOME ADJUSTMENT no. 11 . DISALLOWED MISCELLANEOUS CORPORATE EXPENSES

OPERATING INCOME ADJUSTMENT no. 12 . REMOVE DOUBLECOUNT OF PFOA MEDIA EXPENSE

OPERATING INCOME ADJUSTMENT NQ 13 . ADJUSTED TEST YEAR AND RECOMMENDED INCOME TAX EXPENSE

GROSS REVENUE CONVERSION FACTOR (GRCF)
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Liberty Utilities (Litchfield Park Water & Sewer) Corp. - Water Division
Docket No. SW01427A-170058 et al.
Test Year Ended December 31 2016

Water Division
Direct Schedule TJC-1

Page 1 of 2

REVENUE REQUIREMENT

Line
No.

[B]
RUCO

OCRBIFVRB
Cost

[A]
Company

OCRB/FVRB
CostDescription

1 Fair Value Rate Base $$ 3822994941 860046

2 s$ 32620952684138Adjusted Operating Income (Loss)

3 8.53%6.41%Current Rate Of Return (L2 / L1)

4 $$ 2641 6903629266

5 6.91%8.67%

Required Operating Income (Ls X LI)

Required Rate Of Return On Fair Value Rate Base

6 $$ 945128 (620405)

7 1.6230 1.6229

Operating Income Deficiency (L4 - L2)

Gross Revenue Conversion Factor (RLM-1 Pg 2)

8 s s1 533896 1 006.881Increase In Gross Revenue Requirement (L7 X LE)

9 s $ 13585959Adjusted Test Year Revenue 13510828

10 $ $ 1257907815044723Proposed Annual Revenue (La + LE)

I

11 7.41 %11.35%

12 9.57%10.70%

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 TJC2, TJC-12 and TJC22
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W81!f oweian
DI1BC1 Sd\edule TJC1

Page 2 of 2

RUCO INCOME TAXES & GROSS REVENUE CONVERSION FACTOR ("GRCF")

IAN I I I[8]LINE
in . n e x m e x m

F .
. lm  .41 p . i l l  . . u .lad . U

1
2
3
4
5
e

100.0000%

o.oe5oss
99.935098

38.318594
61 .ewsss
1.622941

r

Revenue
Uncdleclble  Facer

Ravonues (L 1 L2)
Combined Fevselal and State Income Tax and Prupeny Tax Rate (Llne 23)
Suomlal (La . LE)
Rovlnuc Convnnlon Factor (L1 ILL)

1000000*
3112340*
ez 7ewx

7

8
9
10

11 0.085098

Unity

Combined Federal and Slain Tax Rate (Line 17)
One mus Combined Income Tax Rate (L1 La)
Unodlectlble Raw
unealecuole Fid cf (LE L 10)

100.0000%

_

_
951000*
34 .0000%
323340*

37.234098

mlgmmngmgea aluaelm
12 Operating Income Belove Taxes (Ailzona Taxable Income)
13 Arizona Slsle Income Tax Rate
14 Federal Taxable Income (L12 L13)
15 Applicable Federal lnoome Tex Rate (Col. [C]. L56)
16 Eflectlve Federal Income Tax Rate (L14 x L 15)
17 Combined Federal and Slate Eflectlve lnoome Tax Rate (L 13 + L16)

(JJ . M iA . . . n . ¢
100.0000%
37.234094

62.766095

1 .0a45ss
38.318594

18 Unity
19 Combined Federal Ana State Income Tax Rate (Cd. [BI. L17)
20 One mus Combined Income Tex Rate (L18L19)
21 Pruner Tax Faanf (RUCO property Tax Sd1eduIe. ca. ll L24)
22 Effective PvopenyTax pa¢.nf(L20 x L21)
23 Cnmbilled Federal and State Income Tax and Property Tax Rate (Cd. (Bl. L 17 e L22)

s

24 Required Operating Income (Sell. TJC1 Cd. [B] ume 4)
25 Adjusted Test Year Operating Income (Loss) (Sd\. TJc1 Cd. [B]. L2)
be Required Increase In operating Income (L24 L25) (620405)

s 1172491

1 540 528

27 Income Taxes on Recommended Revenue (con. (Cl. L55)
28 Income Taxes on Test Year Revenue (Cd. lA]. L55)
29 Required lnofease In Revenue to Prowde for Income Taxes (L27 L28) (368036)

0.1035%
13023

_
s
_

to Recommended Revenue Requirement (Sch. TJC1. Cd. III Llne 10)
31 Uneonectible Rare (L 10)
32 Unoolllectible Expense on Recommended Revenue (Lao x L31)
33 Adjusted Test Year Unoollectible Expense (RUCO Bad Debt Expense Schedule)
34 Requlred lnaease In Revenue to Pmwde for UneoIIecuble Exp. (L32 . L33) (1042)

-35 Property Tax with Recummeneed Revenue (RUCO Property Tax Schedule)
36 Property Tax on Adjusted Test Year Revenue (RUCO Property Tax Schedule)
37 Increase in progeny Tax Due to lnaease In Revenue (L35 36) (17397)

1 toe B81Se Total Requlree Increase In Revenue (Cd. (B). L26 v L29 + L34 + L37)

Test
Year

RUCO
Recommended

Revenue
lnaeasel Decease
s (1006.a81)

s s 3 148.980
4.9000ss

l azum:
s s

4137.422
4.900098
202 734

3934688 2.994.880

as Revenue (Sam. TJc1 con. rel. Line 9 a Sen. TJc1 enc. 1st L 10)
40 Operaling Expenses Excluding Income Taxes
41 Synchronlzed Imefesx (Cd. [C] L59)
42 Arizona Taxable Income (L39 L40 L41 )
43 Arizona Stale Income Tax Rate
44 Arizona Income Tax (L42 x L43)
45 Federal Taxable Income (L42 L44)

7500
8250

8.500

91 .650
1.223.894

7.500
6.250

8500
91.650

904291

s
s
s
s
s
s
s
s

s
s
s
s
s
s
s
s

46 Federal Tax on Flrsl Income Bracket (SI $50.000) Q 15%
41 Federal Tax on Second Income Brad<et ($51001 875.000) @25%
48 Federal Tax on Third Income Bracket ($I5.001 $100.000) Q 34%
49 Federal Tax on Fourth Income Bladmel ($100001 . saa5.o0o) @ 39%
50 Federal Tax on Fifth Income Bladxel ($335.001 s 1000o.0oo1 @34%
51 Federal Tax on Sixth Income Bracket (S10.000.001 $15.000.000) @ 35%
52 Federal Tax on Seventh Income Bracket615000001 518.333.333) @ 38%
53 Federal Tax on Eighth Income Bracke\ (s18.33a.aa4 . s100.000000.000) @ 35%

s 1018 191
1 112491

1 337 794
1 540 528

54 Total Fedawl Income Tax
55 Combined Fedelal and State lnoome Tax (L44 + L54)

34.00%Se Applicable Federal Income Tax Ran; (ca. [cl L54 con 1A1. L54l / ca. Ice. L45 ca. (A) L45)

nor n l z In  r I

665201

57 OriginaI cos1 Rale Base
58 w h A  r 1
59 $ynd\ronlzedln1erestExpense
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Liberty Utilities (Litchfield Park Water & Sewer) Corp. Water Division
Docket No. SW01427A-70058 et al.
Test Year Ended December 31 2016

Water Division
Direct Schedule TJC2

Page 1 of 1

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS

(B)(A)
Company
As Filed

OCRB/FVRBDescri son

(C)
RUCO

As Adjusted
OCRB/FVRB

Line
No.

RUCO
Adjustments

$ $$1

2

(5456.411 )
2023017

Gross Utility Plant In Service
Accumulated Depreciation

108641 713(28329351) 103185301
(26306334)

3 $ $ $80312362 76878967(3433.394)Net Utility Plant In Service (L1 + L2)

4 s $$(16306103)
Less:
Advances In Aid of Construction (AIAC) (16306103)

5
6

Gross Contributions In Aid Of Construction (CIAC")
Accumulated Amortization Of CIAC

(19466317)
2290993

(19466317)
2290992(1)

7 s$$ (1)(17175324)NET CIAC (L5 + LE) (17175324)

8 $ $ sCustomer Meter Deposits (431 822) (431 822)

g (492166) (492166)

10

Customer Security Deposits

Accumulated Deferred Income Taxes ("ADIT") (35849)(5028125) (5063974)

s $$50.027
699676
95059

50027
699.676
95059

11
12
13
14
15

Plus:
Deferred Regulatory Assets TCE Plume
Deferred Regulatory Assets PFOA
Prepayments
Materials and Supplies
Cash Working Capital

16 l
0

(24391 >

38229,949

(160852)

3630096 1;TOTAL RATE BASE (Sum Ls 3 4 7 8 Thru 15)

136462

41,860046 s

References:
Column [A]: Company Schedule B1
Column [B]: TJC3 Column [H]
Column [C]: Column [A] + Column [B]
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Liberty Utilities (Litchfield Park Waler & Sewer) Corp. Waler Division
Docket No. SW01427A170058 el al.
Test Year Ended December 31 2016

Water Division
Direct Schedule TJC4

Page 1 of 2
RATE BASE ADJUSTMENT no. 1

SUMMARY OF UTILITY PLANT Lu seRvicE (UPIS) ADJUSTMENTS
TEST YEAR ENDED DECEMBER 31 2o1s

[ 9
RUCO

a m sm n m :
Line

No .

IB]
RUCO

e n u i sm n a
UPIS

Reconsvucrion
lnlentionaty
Left Blank

l l
RUCO
Total

Plan! In semce
Recommended

I I I
RUCO
Total

play in Sefwce
Adustments

IE]
R UC O

ammenuz
PTY Plant

Retirements

(Al
Company

Aquszea TY

Pint in Service

AS Filed

[OI
RUCO

Ai§ !JJ§n l§
PTV Plant

Aqusunenrs

[Cl
RUCO

aa5m nn1s
Stranded A/D

0'*tv
Acct

No Account Description

DIISSLUEIS;

sss ss 2110021100 s ss

1 s14 452
28.063e35

1531495
27737743

23.043
(325892)(42614)

23043
(283277)(0)

3438909 3.377.680(61229) (61 229)

1050583

617349
1685731

381 .642

1280.410

(9031 )
(163602)(0)

(1050583)
(226.676)
(261 .71 al

(1 .050.583)
(235707)
(425322)

(131.w1)
0

(759790)
(97.960)

(897591)
(97960)

5462634
154.285
492.176

1.684.483 4.585.043
56325

492.176
1.038270(546193) (646193)

(0)

(0)
(0)

(61469)
(168262)

(1349185)
(137)

(8141 )
58799

(163230)

(14.082) (69.810)
(107463)

(1 .s 12.415)
(14199)

(1628)
0

(1628)
0

3.007 2 .297(0) (711)

(10854) (25105)

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

301

302
303

304
305

306
307

308
309

310
311

320
320 . 1

320 .2
330

330 1

3302

331

333
334

335
336

339
340

340. 1
341

342
343

344
345

346
347

348

(35959)

0

42132946
6.199.914
7.848.588
3.548.220

38387
315.978
698255
83.819

813834
31143

165253
5.803

1B.956
245970
728632
130.487

Organization Cost

Franchise Cost
Lana and Land Rights

Structures & Improvements
Colecling & Impounding Reservoirs

Lake. River Canal Intakes
wels & Springs

lrMlration Galeries and Tunnels
Supply Mains

Power Generation Eqipmem
Electric Pvmvir\9 Equipment

Water Treatment Equipment
Water Treatment Plants

Chemical Sohnion Feeders
Distribution Reservoirs & Slanqaipes

Storage Tanis
Pressure Tanis

Transmission & oasrnuuuon Mains

Services
Meters

Hydrants
Backflow Prevention Devces

Other Pint & Misc Equipment
Office Furniture & Equipment

Computers & Software
Transportation Equipment

Stores Equipment
Tools. Shop & Garage Equipment

Laboratory Equipment
Power Operated Equipment

Communication Equipment
Miscellaneous Equipment

Other Tangible Pram

42083336
6092452
6.336173
3534.021

38387
315.978
898.626
83819

813834
37143

167.549
5.803

18.956
210.011
728.632
130467

34 Total Direct UPIS ET s:s 107197484 s 15 101741073

0

(0) ( . 5  4 s (5.456411)(1955.917

All9§i!§1.C9M9[l!1.llEl§;
s ss s s ss s35

36
37
38
39

903
904
940

940.1
947

36.676
489.213
62500

B51 809
4.031

Land and Land Rsghxs

Structures and Improvements

Ounce Furniture and Fixtures
Computers and Software

Miscellaneous Equipment

36.676
489213
62.500

851 809
4 .031

40 s ses 1444.228 s s ss s 1444228Total Allocated Corporate UPIS

41 al'i 108641713 I;Total Dlrecl & Allocated Corp. UPIS s  (1955917) as s 1031 s5w1(01 ezsrxms 3500494

B§!§£§ll£¢!i
Column [A]: Company Schedule B2 Page 3 as Filed;
CoMm III: RUCO UPIS Aduslmenl A . Reconstruction of Utilitv Plant in Service (UPIS) Schedules TJC4(a) Pages 15;
Column [C]: RUCO UPIS Aqusllnent B Stranded Accumulated Depreciation (AID) Balances Used Only for Am Schedules TJC4(b) Page 2
Coker II; RUCO UPIS Adiuslmenl C . 2017 Pos! Test Year (PTY) Plant Disallowances Schedules TJC4(c) Page 1;
Column III: RUCO UPIS Adluslmenl D . 2017 PTY Plan! Retirements Schemles TJC4(d) Page 1;
Co*un\\ Ill: RUCO UPIS Adrslmenl E Intentionally Left Blank for Future Use:
Coker [G]: Sum or RUCO Aqusunems A Up E In Cobmlls [B] thru lF];
Cuaumn IH]: Column :Al + III.



Liaeny Utll l lss (Lkchfleld Park Wolof & Sewuf) Corp.. Wolof Div/Alon
Docks No. Swo 1421A170056 as l l .
Test You Ended December 31 2016

Wsiov Dilution
Diincl Schedule TJC4

Pogo 2 of 2
RAT E sAss AoJusruEr4T  NO. 1

sum uARv OF UPIS AccuuuLArso  oepRsc1AT l on  (ND) AOJUST UENT S
TEST yE*R ENDED DECEMBER Il l . zone

[F]
RUCO

. e a u m m x s
lntenlionslly
L e i  su n k

[G]
RUCO
T a l l

Aocun. Dqale.
Adlmmenta

r m
RUCO

m n @ @ 4 §
PTY Plant ND
Adunm enh

[Bl
RUCO

M U M ;
Ancon. Deere.
Reeonsnuciion

(Cl
RUCO

m 4 sm 5 n a s
Shi ndod ND

Balances

[Al
Company

Adjunad TY
Aecum Deere.

A t  F i d

ss s

[HI
RUCO
Total

Al arm  Dqufe
Recommended

ssss

[El
RUCO

autumn
PTV Pllrl

Reiamenh

s

42.014 47.3314.717 (71I3.340)(0)(1.220.670)

1.0191.019 (I3 7 5 3 7 3 )(1370393) (0)

10.506
14.696

119.960
9.031

1 sa.o02

10500
sa e 1

10357
(140880)
(835856)

(10506)
(1s5.51a)
(815810) (0)

137.801

Lens
No.

1
2
3
4
5
o
7
a
9

10
11
12
13
11

12.661
9.796(7349)

(0)
(0)
o
o

150.452
2 . u 7

0
7.173

(739083)
2.aa4

(2e1.:ls2)
(141996)

(889535)

(82)
(261362)
(149168)

e 1ao9
186282

1349185
137

1 1 7 3

81
(979)

8799
141

54

111(75)

543 25.105

15
16
17
18
19
20
21
22
23
24
25
28
27
z a
2 9
30
31
32
33

o
o
o

(0)
(0)
0
0
o

(0)
o

(0)
o
o
o
o

(0)

(9.454.335)
(1e9a.e9o)
(3763126)

(594507)
(28689)

082.528)
(407601)

(9235)
(225978)
(13.3G8)
(20374)

(2.611 )
(7480)

<114.a05)
(:ve.4a2)
(71.64B)

61 550
\ e 5 2 sa

1.355.983
278

(0)
0

54
0

(0)
0

u se
0
0

25.848
0

(0)

(9392785)
(l 8 2 8 4 1 6 )
(2 4 0 7 l 4 2 )

(594229)
(28670)

(182526)
(467547)

(0235)
(225978)
(13888)
(19739)

(2.o11 )

(74eo)
(B9.247)
(30432)
(71048)

And
No

n l m L u z § m y m 4 = m u u ¢ m s ¢ m ;
301 Organrza tbn  cw
302 Franchise can
303 Land and MM Rxghu
304 Srmaures & Improvements
306 Collecting 5 Impounding Reservoirs
306 Lake. Rlv\f.Canal  Intakes
ao7 Walla a Springs
308 Inllltratbn Galleries aM Tunnels
309 Supply Mains
310 Fbwar Genuradon Equiamafl
311 Electric Pumping Equipment
320 Water Tleatrnern Equizmem

320.1 Water Treehnent Pisrte
320.2 Chemical s°luu:=n Feeders
ago Oisuiaunan Reeanoife a S\lr\dl:lipel

330.1 Storage Tnnke
330.2 Fieuuie T anks
331 Transmission 8 Del l iautinn WM
333 Services
334 Meters
335 Hydrants
338 Beck row Preuenlbn Devices
339 Other Play E Misc Equhmerl
340 O1I\ce Fur lure G Equipment

340.1 CompsXers 8 Software
341 Transportation Equbvnem
342 Stores Equipment
343 Tools Shop & Garage Equipment
344 Lnbovawy Equipment
345 Fowler OperzNsd Equmam
346 Communication Equiamem
347 Micdl lneous Equiumem
348 O\her T lngblo Phi l

34 0 8alsss 1.955.91774449 2023017T ool  Dl rsei  UP1$ Accumulnnd Dap-cl n l cn s (2 7 8 8 5 5 9 4 ) (7349) s 25B42.57B)

ss ss s ss sa s
38
37
38
89

(44.e50)
(13073)

(406323)
(101)

(44.s50)
(13073)

(405323)
(101)

Al l9$11!4§9lN9!l !.§!E1§Ai$$IM.D!RI!..i
903 Lind IM L1 rd Right
904 Sl ruaurcs and inpmwnonb
940 Off kn Fur lure and Fnauros

940.1 Computers and Software
947 Miucdlanaous EquiumeM

40 al alss $5s es (46315 I)Total Allocalod Coqz. UPIS Acc um. Doors. (463757) I i

41 Is 1.065917 :lTool  Dlncl  A Al locnlod Coup. UPIS Aecum. Doba. i i 0 s 7349 ii UA49s 28329351 s 2023.011 2ea0eaa4

B sh n n n a ;
Company SchedWe B2 Page 4 la Fled:
RUCO UPIS Adjunmum A . Reoondrunion of Utl iy P\lnl  i t Service (UPIS) Asalnui l ied Depl lchtion (AID) Schedules TJC4(l ) Pages 15;
RUCO UPIS Mjuwnem B . Sbanded Aocurndaied Deprechtbn (N0) Bal lneee Used Only of AID Schedules TJc4(b) Page 2.
RUCO UPIS Mjusunem c . 2017 Pos: Ted Yel l  (PTY) Plant Acalnulatd Depleci lbn (ND) Di lal lowlncee Schedule: TJC4(l :) Page 2:
RUCO UPIS AdjulhneM D . 2017 PTY Plant Retiremerts Acoumulatad Depleci i tiun (AlD) Schedules TJC4(d) Fi le 2;
RUCO UPIS Adjuahnerl  E htentionl l ly Ld! Blank for Futi le Use;
Sum of RUCO Adiuwnenb A Um E in Columns IS thru IF;
Column [A] [G]

Colnlnn [Ar
Column [B):
Column [q
Column [D]
Column [Er
Column [F];
Column III;
Column [HIL
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Liberty Utilities (Litchfield Park Water 8= Sewer) Corp. Water Division
Docket No. SW01427A170058 et al.
Test Year Ended December 31 2016

Water Division
Direct Schedule TJC4(b)

Page 1 of 1

UTILITY PLANT IN SERVICE ("UPIS") & ACCUMULATED DEPRECIATION ("A/D") ADJUSTMENT B
STRANDED A/D BALANCES ADJUSTMENT

[A]

Per
Company
As Filed

[B]
Accumulated
Depreciation

Debit
Balance

[C]
RUCO

Stranded
Acc um. Depre.

Adustrnents
vintage

Year
Line
No.

1

Acct
No Account Description

Direct PTY UPIS Accumulated Depreciation:
320.2 Chemical Solution Feeders 2013 $ $$ (7349)(7349)

2 RUCO Totals $$$ (7349)(7349)

3 $ 7349RUCO Adjustments

References:
Column [A]: Company Schedule B-2 on Page 4
Column [B]: RUCO Removal of Stranded Accumulated Depreciation Balances Schedules TJC4(a) Page 5
Column [C]: Column [B] Minus Column [A]



Liberty Utilities (Litchfield Park Water 8 Sewer) Corp.. Water Division
Docket  No.  SW 01427/ t70058 St  al .
Test Year Ended December 31 2016

Water Division
Direct Schedule TJC4(C)

Page 1 of 2

l

l

l

l

l

UTILITY PLANT IN SERVICE ("UPIS") & ACCUMULATED DEPRECIATION ("ND") ADJUSTMENT c
POST TEST YEAR UPIS DISALLOWANCE ADJUSTMENT

lBs[A]

W
Company

As
Filed

[0]
Requested

In Application
or In Service on

6/30/2017
Line
No.

Actual
Costs

June 30. 2017

[C]
Actual Costs

Less Requested
Thru

June 30. 2017

[E]
RUCO

Backbone Plant In Service
PTY Plant Allowance &
Disallowance Adimts l

l

l

s $ $s

35023
344318

88702
328104

53678
(16213)

23043
(283277)

l

61229 36144 (81229)(25086)

\1050583
392533
397110 (1 0505B3)

(226676)
(261719)

948125
165857
389.395

12221
176.581159190

97960
(759790)

(97960)

(102458)
(226676)

(7715)
12227

(583209)
(97960)

581175646193 (646193)(65018)

461 778
163915
237453

2219

416361
43417

373383
16.281

45417
120499

(135929)
(14062)

(8141)
58799

(163230)
(14062)

1 .628 (1 .628)(1628)
1183
3s e7

1183
3 5 6 1

30079.335 12342
4.692

3007
4692

10854 (10854)201111
31612

190.263
31.612

No
No
Yes

Partially
Na
No
No
No
No

Partially
Partially

No
No
No
No
No
No

Partially
Partially
Partially
Partially

No
No
No
NO
No
No
Yes
No
No
No
No
No

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

Acct
No Account Description

Direct UPIS:

301 Organization Cos!
302 Franchise Cost
303 Land and Land Rights
304 Structures & Improvements
305 Collecting 8 Impounding Reservoirs
306 Lake River Canal Intakes
307 Wells & Springs
308 InNNration Galleries and Tunnels
309 Supply Mains
310 Power Generation Equipment
311 Electric Pumping Equipment
320 Water Treatment Equipment

320.1 Water Treatment Plants
320.2 Chemical Solution Feeders
330 Distribution Reservoirs & Standpipes

330.1 Storage Tanks
330.2 Pressure Tanks
331 Transmission & Distribution Mains
333 Services
334 Meters
335 Hydrants
336 Backflow Prevention Devices
339 Other Plant 8i Misc Equipment
340 Office Furniture & Equipment

340.1 Computers & Software
341 Transportation Equipment
342 Stores Equipment
343 Tools. Shop & Garage Equipment
344 Laboratory Equipment
345 Power Operated Equipment
346 Communication Equipment
347 Miscellaneous Equipment
348 Other Tangible Plant

Total Direct UPIS34 s$  4655998 $$  3 8 4 6 1 9 0 (3500494)(809808)

5s$ s N/A
N/A
N/A
N/A
N/A

35
36
37
38
39

Allocated Corporate UPIS:
903 Land and Land Rights
904 Structures and Improvements
940 Office Furniture and Fixtures

940.1 Computers and Software
947 Miscellaneous Equipment

40 $s $ $Total Allocated Corporate UPIS

41 s 4.655.998 $s 3846190 $ 3500494809808Total Direct & Allocated Corp. UPIS

Note: = Completed Work Order Projects Placed in Service
= Partially Completed Work Order Projects Placed in Service

Company Schedule B2 on Page 3 Column D
Company Response Provided to RUCO DR 6.04 Summary PTY Plant By NARUC Worksheet Tab
RUCO UPIS Adjustment No. 3 Column [B] Minus Column [A]
Company Response Provided to RUCO DR 6.04 Cost Water PTY Plant Worksheet Tab
Company Response Provided to RUCO DR 6.04 Cost Water PTY Plant Worksheet Tab

References :
Column [A]:
Column [B]:
Column III:
Column [D]:
Column [E]:



1

Liberty Utilities (Litchfield Park Water & Sewer) Corp. Water Division
Docket No. SW01427A170058 et al.
Test Year Ended December 31 2016

Water Division
Direct Schedule TJC-4(c)

Page 2 of 2

UTILITY PLANT IN SERVICE ("UPl$") & ACCUMULATED DEPRECIATION ("ND") ADJUSTMENT c
POST TEST YEAR UPIS A/D DISALLOWANCE ADJUSTMENT

[A] [B] [C]

Line
No.

Company
As

Filed
Depreciation

Rates

RUCO
As

Recommended

RUCO
Recommended
Adjustments

s$ s

4717(5733) (1016)

1019(1019)

10506
5667

16357

(10506)
(9813)

(24819)
(4146)
(8462)

12651
9796

(12651)
(9796)

7173(7173)

81
(979)

6799
141

(4164)
(723)

(15551)
(163)

(4082)
(1 702)
(8753)

(22)

54(54)

(233) (75)(309)

543(543)

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

0.00%
0.00%
0.00%
3.33%
2.50%
2.50%
3.33%
6.67%
2.00%
5.00%
12.50%
3.33%
3.33%
20.00%
2.22%
2.22%
5.00%
2.00%
3.33%
8.33%
2.00%
6.67%
6.67%
6.67%
20.00%
20.00%
4.00%
5.00%
10.00%
5.00%
10.00%
10.00%
10.00%

Acct
No Account Description

Direct PTY UPIS AccumulatedDepreciation:
301 Organization Cost
302 Franchise Cost
303 Land and Land Rights
304 Structures & Improvements
305 Collecting & Impounding Reservoirs
306 Lake River Canal Intakes
307 wells & Springs
308 Infiltration Galleries and Tunnels
309 Supply Mains
310 Power Generation Equipment
311 Electric Pumping Equipment
320 Water Treatment Equipment

320.1 Water Treatment Plants
320.2 Chemical Solution Feeders
330 Distribution Reservoirs & Standpipes

330.1 Storage Tanks
330.2 Pressure Tanks
331 Transmission & Distribution Mains
333 Services
334 Meters
335 Hydrants
336 Backflow Prevention Devices
339 Other Plant 8- Misc Equipment
340 Office Furniture & Equipment

340.1 Computers 8t Software
341 Transportation Equipment
342 Stores Equipment
343 Tools Shop 8 Garage Equipment
344 Laboratory Equipment
345 Power Operated Equipment
346 Communication Equipment
347 Miscellaneous Equipment
348 Other Tangible Plant

34 Total Direct UPIS $ $ 74449$ (102941) (28492)

$$$35
36
37
38
39

Alloca
903
904
940

940.1
947

0.00%
2.00%
6.67%
20.00%
10.00%

TedPTY Corporate UPIS AID:
Land and Land Rights
Structures and Improvements
Office Furniture and Fixtures
Computers and Software
Miscellaneous Equipment

40 $ $ sTotalAllocated Corporate UPIS

41 $$ 74449Total Dlrect & Allocated Corp. UPIS $ (102941) (28492)

Note: = Completed Work Order Projects Placed in Service
= Partially Completed Work Order Projects Placed in Service

References:
Column [A]: Company Schedule B2 on Page 4
Column [B]: RUCO Recommended Depreciable PTY Plant Balance from RUCO Schedule TJC4(b) in Column [A] less Column [E]
Column [C]: Column [B] Minus Column [A]



Liberty Utilities (Litchfield Park Water & Sewer) Corp. - Water Division
Docket No. SW-01427A-17-0058 et al.
Test Year Ended December 31, 2016

Water Division
Direct Schedule TJC-4(d)

Page 1 of 2

UTILITY PLANT IN SERVICE ("UPIS") & ACCUMULATED DEPRECIATION ("A/D") ADJUSTMENT D
POST TEST YEAR UPIS RETIREMENTS ADJUSTMENT

[A]
Company
PTY Plant

Retirements
As Filed

[B]
PTY Plant

Retirements
Per RUCO

DR 5.08
Acct
No

Line
No. Account Description

1 $$

(42,614)

(9031)
(163,602)

(137,801)

1(61 ,469)
(166,262)

(1,349,185)
(137) 1

(711)

I

(25,105)
i
I

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

301
302
303
304
305
306
307
308
309
310
311
320

320.1
320.2
330

330.1
330.2
331
333
334
335
336
339
340

340.1
341
342
343
344
345
346
347
348

Organization Cost
Franchise Cost
Land and Land Rights
Structures 8t Improvements
Collecting 8t Impounding Reservoirs
Lake, River, Canal Intakes
Wells & Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment

Water Treatment Plants
Chemical Solution Feeders

Distribution Reservoirs & Standpipes
Storage Tanks
Pressure Tanks

Transmission 8= Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant & Misc Equipment
Office Furniture 8 Equipment
Computers & Software
Transportation Equipment
Stores Equipment
Tools, Shop 81 Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Other Tangible Plant

34 Total Direct UPIS $ $ (1,955,917)

References:
Column [A]: Company B-2 Schedules,
Column [B]: Company Supplemental Response to Staff TBH 2.2 Delivered on 12/5/2017



Liberty Utilities (Litchfield Park Water & Sewer) Corp. - Water Division
Docket No. SW~01427A-170058 et al.
Test Year Ended December 31 2016

Water Division
Direct Schedule TJC-4(d)

Page 2 of 2

UTILITY PLANT IN SERVICE ("UPIS") & ACCUMULATED DEPRECIATION ("A/D") ADJUSTMENT D
POST TEST YEAR UPIS A/D RETIREMENTS ADJUSTMENT

[C]

I Acct
No

[A]
Company
PTY Plant

Retirements
As Filed

Line
No.

[B]
PTY Plant

Retirements
Per RUCO
DR 5.08Account Description

RUCO
Acc um. Depre.
Adjustments

I $$ $

l
42614 42614

9031
163602

9031
163602

137801137801

61469
166262

1 349185
137

61469
166262

1349185
137

711 711

25105 25105

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

301
302
303
304
305
306
307
308
309
310
311
320

320.1
320.2
330

330.1
330.2
331
333
334
335 .
336
339
340

340.1
341
342
343
344
345
346
347
348

Organization Cost
Franchise Cost
Land and Land Rights
Structures 8i Improvements
Collecting & Impounding Reservoirs
Lake River Canal Intakes
Wells & Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment

Water Treatment Plants
Chemical Solution Feeders

Distribution Reservoirs & Standpipes
Storage Tanks
Pressure Tanks

Transmission & Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant & Misc Equipment
Office Furniture & Equipment
Computers 8. Software
Transportation Equipment
Stores Equipment
Tools Shop & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Other Tangible Plant

34 Total Direct UPIS $ $$ 1955917 1955917

References:
Column [A]:
Column [B]:
Column [C]:

Company B2 Schedules
Company Supplemental Response to Staff TBH 2.2 Delivered on 12/5/2017
RUCO UPIS Adjustment No. 4 - Column [A] + Column [B].



Liberty Utilities (Litchfield Park Water & Sewer) Corp. - Sewer Division
Docket No. sw-01427A-17-0058 et al.
Test Year Ended December 31, 2016

Sewer Division
Direct Schedule TJC-5

Page 1 of 1

RATE BASE ADJUSTMENT no. 2
NOT USED FOR WATER DIVISION / SEWER DIVISION ONLY

AmountDescription
Line
M

1 $

2

3

4

References:



Liberty Utilities (Litchfield Park Water & Sewer) Corp. - Water Division
Docket No. SW-01427A-17-0058 et al.
Test Year Ended December 31, 2016

Water Division
Direct Schedule TJC-6

Page 1 of 3

RATE BASE ADJUSTMENT no. 3
ADVANCES-IN-AID-OF-CONSTRUCTION ("AIAC") ADJUSTMENT

Amount
Line
No. Description

1 RUCO Recommended AIAC Balancel $ 16,306,103

2 16,306,103Company AIAC Balance as Filed

3 $RUCO Recommended Adjustment

1
References:
See RUCO Schedule TJC-6 on Page 3 of 3 at Line 4,
Per Company Schedule B-2 on Page 6 and 6.1 AIAC Activity.

1
l
l
1
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Liberty Utilities (Litchfield Park Water & Sewer) Corp. Water Division
Docket No. SW01427A170058 et al.
Test Year Ended December 31 2016

Water Division
Direct Schedule TJC7

Page 1 of 4

RATE BASE ADJUSTMENT no. 4
CONTRIBUTIONSINAIDOFCONSTRUCTION ("CIAC") ADJUSTMENT

Line
No.

CIAC
Accumulated
Amortization

Gross
CIAC

Net CIAC
Balance

1

Description

RUCO Recommended CIAC a. Accumulated Amortization Balancesl $ 2290992$ (19466317) s (17175324)

2 2290993Company CIAC & Accumulated Amortization Balances as Filed (17175324)(19466317)

3 1 1$$ $RUCO Recommended Adjustment

References:
1 See RUCO Schedule TJC7 on Page 3 of 3 at Line 9

Per Company Schedule B2 on Page 5 5.1 thru 5.3 CIAC Amory.
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Liberty Utilities (Litchfield Park Water & Sewer) Corp. - Water Division
Docket No. SW-01427A-170058 et al.
Test Year Ended December 31, 2016

Water Division
Direct Schedule TJC8(a)

Page 1 of 1

RATE BASE ADJUSTMENT no. X . NOT USED IN DIRECT TESTIMONY FILING
CUSTOMER METER DEPOSITS

Amount
Line
No. Description

1 1 $

Water Division:
Customer Meter Deposits As Filed by Company

2

3 $

RUCO Recommended 13Month Average Meter Deposits

RUCOs Recommended Adjustment to Company's Test Year End Meter Deposits as Proposed

4 $

Wastewater Division:
1 Customer Meter Deposits As Filed by Company

5

6 $

RUCO Recommended 13Month Average - Meter Deposits

RUCO's Recommended Adjustment to Company's Test Year End Meter Deposits as Proposed

References:



i
3

W

Liberty Utilities (Litchfield Park Water & Sewer) Corp. Water Division
Docket No. SW01427A170058 et al.
Test Year Ended December 31 2016 Water Division

Direct Schedule TJC8(b)
Page 1 of 1

RATE BASE ADJUSTMENT no. X . NOT USED IN DIRECT TESTIMONY FILING
CUSTOMER SECURITY DEPOSITS

Amount
Line
No. Description

i

i

11 $
Water Division:
Customer Security Deposits As Filed by Company

i

2

3 $

RUCO Recommended 13Month Average Customer Security Deposits

RUCOs Recommended Adjustment to Companys Test Year End Customer Security Deposits as Proposed

4
Wastewater Division:

1 $

9
l

5

6 $

Customer Security Deposits As Filed by Company

RUCO Recommended 13Month Average Customer Security Deposits

RUCOs Recommended Adjustment to Companys Test Year End Customer Security Deposits as Proposed

l

l

l

i

l

l

l

1

l

i
l

l

l

i
i
l

i

i

l
l

i

References:
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Liberty Utilities (Litchfield Park Water & Sewer) Corp. Water Division
Docket No. SW01427A170058 et al.
Test Year Ended December 31 2016

Water Division
Direct Schedule TJC-10

Page 1 of 2

RATE BASE ADJUSTMENT no. 6
ALLOWANCE FOR WORKING CAPITAL

RUCO
Recommended

Amount
Line
No.

Per
Company
As Filed

RUCO
Recommended

AdjustmentsDescription

1 $ $ $95059 95059Prepayments

2 Materials and Supplies

3 136462 (160,852)Allowance for Cash Working Capital (24391 )

4 Totals $$$ 231521 70,669(160852)

5 $RUCO Recommended Adjustment 160.852)

References:
Company Schedule B1
RUCO Schedule TJC10 Page 2.



Water Division
Direct Schedule T JC10

Page 2 of 2

Liberty Utilities (Li!Ch68ld Park Water & Sewer) Carp. . Water Division
Docket no SW01427A170058 et al.
T est Year Ended December 31 2016

RAT EBASE ADJUSTMENT no. 6
LEAD I LAG sTuov FOR CASH WORKING CAPITAL ADJUSTMENT

[D] [F l [G][E][B] [Cl [H]
Cash Working

Capital
Requirement
I x I.

[A]
Company
Adjusted

T est Year
Aafuas

Line
NO. s a x n n n m

Net (L€8d)/L89
(LeadyLag Days Faciar

.  D  . I . . /

R U C O

Expense

AS!iLl§!!£!§.J§

RUCO Expense
Recommended Revenue (Lead)/Lag

§sn§.n§§ !.e9Q§:§ Daze

sss $

(245000)

(174867)

(23.814) 43.55
43.55
43.55
43.55
43.55
43.55
43.55
43.55
43.55
43.55
43.55
43.55
43.55
43.55
43.55
4355

28.12
29.99

(29.32)
32.29

(36.24)
35.72
19.97
28.36
21 .78

(31 .91)
(61 64)

(18250)
22.45

21396
37.00

43.55
15.43
13.56
72.87
11.26
79.79

7.83
23.58
15.19
21 .77
75.46

105.19
226.05

21 .10
(170.41 )

6.55

0.11931
0.04227
0.03715
0.19964
0.03085
0.21860
0.02145
0.06460
0004161
0.05964
0.20674
0.28819
0.61931
0.05781

(0.46687)
0.01794

1 Salaries and Wages
2 Purc hased Water
3 Purchased Power
4 Chem ic als
s Fuel for Power Production
6 Repairs and Maintenance
7 Office Supplies and Expense
8 Contrac tual Services Professional
9 Contractual Services . T esting
10 Contrac tual Services Other
11 Rents
12 T ransportation
13 Insurance . General Liability
14 Miscellaneousl
15 Property T axesl
16 Income T axesl

553
40.707
39641

4
13.651

571
117.657

3.556
83137

469
19.930
32388
21 .267

(313549)
21 .038

13.324
1.095.790

443.559
118

62448
26.622

1396169
85445

1 .417759
2270

69155
52.296

370461
711 597

1859931

13.324
1095790

198.559
118

62448
26.622

1.821 302
85445

1.393.945
2.270

69. 155
52296

367901
671 .591

1172491

(2561 )
(40006)

(687440)

17 1 33.258$T otal Operating Expenses s 8 .206 .945  s 1173 .6a7 0

90.25s $ s823.917 823917 (105418)(46.70)
43.55

(0.12795)
0.11931

43.55
43.55
43.55

18 Interest Expense on Proposed LongT erm Debts
19 Revenue T axes and Assessments
20 Regulatory Commission Expense

21 T otal Cash Working Capital Expenses s 8 .206 .945  s 3 4 9 7 6 9  $ 7.857.176

s (24391)

136462

22 T otal RUCO Recommended Cash Working Capital

23 T otal Company Proposed Cash Working Capital as Filed

$ 16085224 RUCO Cash Working Capital Adjustment

1 At Proposed Rates
2 Company Schedule D2



Liberty Utilities (Litchfield Park Water & Sewer) Corp. Water Division
Docket No. SW-01427A17-0058 et al.
Test Year Ended December 31 2016

Water Division
Direct Schedule TJC12

Page 1 of 1

OPERATING INCOME SUMMARY

[B] [D] [E]

RUCO
Recommended

Amounts

iA
Company
Adjusted
Test Year
As Filed

[C]
RUCO

Recommended
Adjusted Test Year

Amounts

RUCO
Recommended

Changes
Line

M

RUCO
Recommended
AdjustmentsDescription

$ $ 13314370 $ 12307489$ 13239238 75131 $ (1006881)1

2

3

Revenues:
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

4 Total Revenues $

271 589

13585959

271589

$ 13510828

271589

$ 1257907875131 $ (1006881)

s $$$ s

(245000)

(174867)

(23814)

(1042)78
(304382)

13324
1 .095790

443559
118

62448
26622

1996.169
85.445

1417759
2270

69155
52296
75120

368.865
3099243

34149

13324
1095790

196559
118

62448
26622

1821 302
85445

1393945
2270

69155
52296
75120

367901
2794861

34149

13324
1095790

198559
118

62448
26622

1821 302
85445

1393945
2270

69155
52296
75120

368943
2794861

34149

OperatinqExpenses:
Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Fuel for Power Production
Repairs and Maintenance
Office Supplies and Expense
Contractual Services . Professional
Contractual Services Testing
Contractual Services Other
Rents
Transportation
Insurance General Liability
Regulatory Commission Expense
Miscellaneous
Depreciation
Deferred Asset Amortization
Taxes Other Than Income
Property Taxes
Income Tax

5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

3894
241 265

685094
1 299263

671 591

1 172491
688989

1 540528
(17397)

(368036)

25 $ $ $ s$ 10826690 10323864 9937388Total OperatingExpenses (386476)(502826)

26 sss s511,951 2,641,6902,684,138 3,262,095Operating Income s 620,405

Company Schedule C1
RUCO Recommended Total Adjustments Per Schedule TJC-13 on page 1 in Column [O] at line 26
Column [A] + [B] RUCO Recommended Adjusted Test Year Amounts Per Schedule TJC12 on page 1 in Column [P]
RUCO Recommended Increase/(Decrease) to Revenue Requirement
Column [C] + [D] RUCO Recommended Increase/(Decrease) Amounts for Revenue Requirement.

References:
Column [A]:
Column [B]:
Column [C]:
Column [D]:
Column [E]:
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Water Diufdon
Died $d\edula TJC 14

Page 1 of 1

Lbeny Utillies (Litchfield Park Wl\er & Sewer) Comp.. Wolof Di/nion
Dcckel No. Sw01421A170068 as ll
Ted Year Ended December 31 2016

son

[El (F)
RUCO Aunwuzea

Dearedable urns Depvecil
Recommended Rate

IG)
RUCO

oquneunon Emmense
Recommended

m l
RUCO

NonDepre.
Fuilv Dense

[C l
RUCO

Miusea UPIS
Balances

Lho NARUC
No. Accourv l D u e

OPERAT NG nous AoJus1uEnT  no.  1
DEPRECIATION EXPENSE

[Al :Bl
RUCO

Company UPIS
An Fna Aamaunenu

s sss 2110021100 s ( 2 1 \ o o )  s

( \5\4.4s2) 23.043
27.737.743 923.087

1 514452
28063635

1 5 a1|as
27737743

23.043
(325892)

I \24773377880 a a n e s o3438909 (51 .229)

1
2
3
4
5
a
1
a
0

3e1042
514.043

19082
04.2s5

1.050.583
817340

1.€€5.731
ask a42

1200410

(1050.583)
(235707)
(425322) ( 74687)

(897.591 )
(97960)

152.016
\ I .265
1 oa2e
23050

4.585.043
56.325

492176
1 .03B2l0

4585.043
58.325

492176
1 .038.2I0

54e2.ea4
154.205
492.178

1004400 (844193)

(3.430.9€0)

(00010)
(107483)

(1.512.l15)
(14199)

0.00%
000%
0.00%
3.33%
2.50%
2.50%
3.33%
8.67%
2 00%
5.00%
12.50%
3.33%
3.33%

20oo%
222%
2.22*
590%
2 loss
3.33%
8.33*
2.00as
8.07%
8.87*

(1 eds)
0 (585)

(00.4e3)

2297

(102504)

8 6 7 *
20.00%
200094
400%
5.00%
10oo%
5.00%
10.00*
10.00%
10.00*

135959)

0

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
pa
to
to
31
32
ea

841267
202879
242003

10eao
2.500

21078
4e.4ss
w.661

150.074
14a6
8377

sao
948

10751
1z.aaa
13.041

42132948
6 1 9 0 0 \1
7848588
3548220

38.387
315.978
898255

83.819
a\a.aa4

37143
185.253

seoa
sense

245.970
728.632
130.487

42003336
6.092.452
8336173
3534021

3a.387
315978
898628

saa10
813834
37143

187549
saoa

me sa
210.01 I
728832
130487

42063338
8092452
2.906.108
3534.021

38387
315978
a9e.s2e

s32s4
753372

37.143
161.540

5.a03
\ao56

107507
728832
1 ao4e7

i  c t .
301 Organiznlbn Cost
302 Frarschhe Cod
Joe Land and Lind Rights
304 Structures 5 Improvement
305 Collecting A Mpoundhg Reeamoin
308 Lake. River. Canal Makes
301 Wells A Sp 1i1gs
308 Infltrelbn Gallows and Tunnels
300 Supdv Mina
310 Power Gonembn Equlpmeni
311 Electric Pumping Equipment
320 Wolof Treatment Equhmem

320.1 Waler Tleaunent Place
320.2 chumul Solution Feeder
330 Diettisuuon Reeenoie A Sandpiper

3304 Slonge Tanks
330.2 Pressure Tanks
331 Tranamieeiun a Dislrliulicn mm;
333 Services
334 Meters
335 H y d r l l i i
338 Blcklow Pvuentian Devices
339 Odler Play & Misc Equipment
340 Office Fur lure & Equipment

340.1 Compuleax 8 Software
341 Transponahon E4l»fp"\¢"i
342 Sores Equipment
343 Tools. Shop A Garage Equizmem
344 Lnhomnory Equiumorll
345 Power Oueratod Equvmem
348 Communication Equipment
347 Mtseollaneous Eqwmem
348 Other Tangible Pllnl

34 T otal nun UPIS s 3.019.04595864843s 107.197.484 s (545e.411) s 101.741.073 s (5.878.430) s

sss ss ( 3 6 0 7 0 )  s
o.7a4
4.189

170.ae2
403

0.00%
2.00%
6.67*

20.00%
1090*

35
36
37
38
39

aee1o
489213

82.500
as 1a0o

4.0a1

489213
82.500

051000
4031

aoo1a
489213

a2.500
851809

4.031

a u m n l u a m n n m m z
903 Land and Lard Riglrb
904 Structures Md Mpfomenu
940 Office Fumiura and Fimurus

940.1 Computers Ana Software
O47 Miscellaneous Equiumem

Total Allounld Corpor ltc UPIS40

41

s

s

s 1.444.22B s

s 103185301 s

184.718

3203762

(3s.e7e) s 1.407.553

5.913.106 07.272.196Tall Dlnct and Allocnud Corpor ltc PluM .

s 1.444.225 s

s \ o s 0 4 | 7 \ 3 s 5.450411

Amnnizsbla GIAC
CIACGross CIAC

RUCO CIAC
Balance

NonAmorlizablc
Fully Amortized

RUCO
Adjnsmenrs

s s ss s
851 108 (21702)

( 9 2 4 9 5 )  s

(40512)
17155522
1034923

(343.110)
(34483)

(41 .a90) .

um Ccmhiiuiod
Walls 5 SUIWS ConuibsNod
Pumping Equbmenl Cormiulod
Tnansrnhslon DM. Main Colliribltod
Services Conuibmed
Metals Ccnldbulod
Hydlnnln Connibmled
Olhel pure wvumunw

000%
3.33%
12.50%
2.00%
133%
031494
2.00ss
6.67%

30 I
a01
311
331
333
334
335
339

92.495
551.708
40.572

17.155522
1.034.923

41 .899
435.449

13750
435.449

13.750

92.495
051.708
40.572

17.155522
1.034.923

41 .899
435.449

13.750
(8709)

(917)

19291351s 19.4a0.a11 ss 19486317 s ( 174986 )  s
I

s

sI

(40s.001)

2.704.881

3.099.243

304 382

42
43
44
45
4a
4 1
4a
49

50

51

52

53

Tail CIAC

RUCO Total Dupvodelion Ewomo

Company Adjusted Depreciaibn Expense As Filed

RUCO lncrolsel(Declelse) Expense Adlustmenn

B!.l.!1!Ni!.1i
C°mw~v B2 and C1 Schadulss. and RUCO Schedule TJC4 page 1

= Non or Fully Dunvecimd Plant & CIAC Balance



Liberty Utilities (Litchfield Park Water & Sewer) Corp. Water Division
Docket No. SW01427A170058 et al.
Test Year Ended December 31 2016

Water Division
Direct Schedule TJC15

Page1of1
i

OPERATINGINCOME ADJUSTMENT no. 2
PROPERTY TAXES

tAl [8]

RUCO
AS ADJUSTED

Line
No.

RUCO
RECOMMENDEDProperty Tax Calculation

$s

$ $

13585959
2

27171918

13585959
2

27171918
13585959

1
2
a
4a
4b

$ s

$ $

$ $

12579078
39750995

3
13250332

2
26500664

40757876
3

135a5959
2

27,171918

$ s

$s

5
6
7
8
9
10
11
12
13
14
15

587856
26584061

18.0%
4785131
14.3985%

587856
25912807

18.0%
4664305
14.3985%

RUCO Adjusted Test Year Gross Revenues
Multiplied by 2
Subtotal (Line 1 ' Line 2)
RUCO Adjusted Test Year Gross Revenues
RUCO Recommended Revenue
Subtotal (Line 3 + Line 4 a)
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 Per Company Schedule E1 As Filed (intentionally Excluded)
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 Line 11)
Assessment Ratio
Assessed Value (Line 12 ' Line 13)
Composite Property Tax Rate (Per RUCO Effective Property Tax Calculation)

$16
17

688989
685094

RUCO Adjusted Test Year Property Tax Expense (Line 14 ' Line 15)
Company Adjusted Test Year Property Tax Expense (Per Company Schedule C1 )

s 3894

$

18

19

20
21 $

671 591
688989
(17.397)

RUCO Test Year Adjustment (Line 16Line 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

(17397)
(1 006881 )

1.7278%

Increase/(Decrease) to Property Tax Expense
Increase in Revenue Requirement
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (Line 22 / Line 23)

References:
RUCO Schedule TJC12
RUCO Schedule TJC4(a) Pages 1-5.



i

Liberty Utilities (Litchfield Park Water & Sewer) Corp. Water Division
Docket No. SW01427A-17-0058 et al.
Test Year Ended December 31 2016

Water Division
Direct Schedule TJC-16

Page 1 of 1

i
jOPERATING INCOME ADJUSTMENT no. 5

REMOVE APUC BONUSES

Amount
Line

M Description

1 $ 265208

2 100.00%

Total APUC Bonus Charged to LU 8020

Remove APUC Bonuses Charged to LU 8020

3 $

4

RUCO LU 8020 Adjustment

LPSCO Water Division Allocator

(265208)

22.88%

I LPSCO Sewer Division Allocator5 25.14%

6 $LPSCO Water Division Adjustment ( Line 3 x Line 4) (60680)

References:
RUCO Bonus Adjustments Workpaper
RUCO Supporting Doc WP for Bonus Adjustments TBH 2.8 APUC Admin Costs 2016.



Water DivisionLiberty Utilities (Litchfield Park Water & Sewer) Corp. -
Docket No. SW-01427A170058 et al.
Test Year Ended December 31, 2016

Water Division
Direct Schedule TJC17

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 6
REMOVE LUCC BONUSES

Amount
Line

M Description

1 $ 86225Total LUCC Bonus Charged to LU 8020

2 100.00%Remove LUCC Bonuses Charged to LU 8020

3 $RUCO LU 8020 Adjustment

4 LPSCO Water Division Allocator

(86,225)

22.88%

5 LPSCO Sewer Division Allocator 25.14%

6 $ (19728)LPSCO Water Division Adjustment ( Line 3 x Line 4)

References:
RUCO Bonus Adjustments Workpaper,
RUCO Supporting Doc WP for Bonus Adjustments TBH 2.8 LUCC Admin Costs 2016.



Liberty Utilities (Litchfield Park Water & Sewer) Corp. - Water Division
Docket No. SW-01427A-170058 et al.
Test Year Ended December 31, 2016

Water Division
Direct Schedule TJC18

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 7
REMOVE LABS BONUSES

AmountDescription
Line
M

1 $ 204,164Total LUCC Bonus Charged to LU 8020

100.00%2 Remove LABS Bonuses Charged to LU 8020

3 $RUCO LU 8020 Adjustment

LPSCO Water Division Allocator

(204 164)

22.88%4

LPSCO Sewer Division Allocator5 25.14%

6 $ (46713)LPSCO Water Division Adjustment ( Line 3 x Line 4)

References:
RUCO Bonus Adjustments Workpaper
RUCO Supporting Doc WP for Bonus Adjustments TBH 2.8 LABS Admin Costs 2016.



Liberty Utilities (Litchfield Park Water & Sewer) Corp. - Water Division
Docket No. SW01427A170058 et al.
Test Year Ended December 31 2016

Water Division
Direct Schedule TJC-19

Page 1 of 1

i

i

i

OPERATING INCOME ADJUSTMENT no. 8
NORMALIZE LU 8020 BONUSES

i

i

Amount
Line
M

1 $

Description

Total LU8020 Bonuses

RUCO Normalized to October-December Levels of 2016 Bonuses2

479379

270696

3 RUCO LU 8020 Adjustment $ (208682)

22.88%4 LPSCO Water Division Allocator

25.14%5 LPSCO Sewer Division Allocator l

l

l

i

6 S (47746)LPSCO Water Division Adjustment ( Line 3 x Line 4)

l
i

l
l
l
l

l
i
l

l
il

l

l

1

l
l

l
l1
l
l

l

l
l
l
l
l
l
l

References:
RUCO Bonus Adjustments Workpaper
RUCO Supporting Doc WP for Bonus Adjustments TBH 2.22(e) Admin Costs 2016.

1

l
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i
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Liberty Utilities (Litchfield Park Water & Sewer) Corp. - Water Division
Docket No. SW01427A-170058 et al.
Test Year Ended December 31, 2016

Water Division
Direct Schedule TJC-21

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 9
ADJUSTED TEST YEAR AND RECOMMENDED BAD DEBT EXPENSE

AmountDescription
Line

M

$1

2

3

2014 Bad Debt Expense
2015 Bad Debt Expense
2016 Bad Debt Expense

18534
34,432

(10770)

4 $ 42196Total 3-Years Bad Debt Expense (Sum of Lines 1-3)

5 $ 140653-year Average Bad Debt Expense (Line 4 / 3Years)

6

7 s

(10770)

24,836

Test Year Bad Debt Expense (Line 3)

Company Adjustment to Miscellaneous Expense for Bad Debt Expense (Line 5 Minus 6)

$8
9

13,510828
13585959

Company Test Year Adjusted Revenues Per Company Schedule C-1
RUCO Test Year Adjusted Revenues Per RUCO Schedule TJC-12

10 $ 75131

11 78$

RUCO Difference In Adjusted Test Year Revenues (Line 9 Minus 8)

RUCO Adjustment to Bad Debt Expense for RUCO Adjusted Test Year Revenues (L10 x L12)

12
13
14

$
$

0.1035%
12579078

13023

RUCO Bad Debt percent of Revenues (Ls / LE)
RUCO Recommended Revenues Per RUCO Schedule TJC-12
RUCO Bad Debt at Proposed Revenues (L12 * L 13)

15 $ 1 042RUCO Change in Bad Debt Expense Adjustment (L14 L5)

References:
Company Schedule C-1 ;
RUCO Income Statement Schedule TJC12.



Water Division
Direct Schedule TJC-22

Page 1 of 1

Liberty Utilities (Litchfield Park Water & Sewer) Corp. - Water Division
Docket No. SW-01427A-17~0058 et al.
Test Year Ended December 31, 2016

OPERATING INCOME ADJUSTMENT no. 10
HISTORICAL CUSTOMER GROWTH ADJUSTMENT _ NOT USED IN DIRECT FILING

Line

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



i
l
i

Liberty Utilities (Litchfield Park Water a Sewer) Corp. - Water Division
Docket No. SW01427A-17-0058 et al.
Test Year Ended December 31 2016

Water Division
Direct Schedule TJC-23

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 11
DISALLOWED EXPENSES PER COMPANY RESPONSE TO STAFF DR #2.23

l

l

AmountDescription
Line
M

1 Membership & Industry Associations Fees $ (1359)

2 Charitable Contributions (92)

3 Lobbying Expenses (12584)

4 Meals for Luncheons and Dinners (9408)

5 " Christmas Party (360)

6 Massage Therapy Treatments (11)

7 RUCO Total Adjustment s (23814)

*

References:
Line 1 @ 50% Sharing Between Ratepayers & Shareholders
Line 2 @ 100% Disallowance
Line 3 @ 100% Disallowance
Line 4 @ 50% Sharing Between Ratepayers 8t Shareholders
Line 5 @ 100% Disallowance not included in Companys response to Staff DR TBH 2.23 Single Invoice shown to Becker



Water DivisionLiberty Utilities (Litchfield Park Water & Sewer) Corp. -
Docket No. SW-01427A-17-0058 et al.
Test Year Ended December 31 2016

Water Division
Direct Schedule TJC-24

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 12
REMOVE DOUBLE-COUNT OF PFOA MEDIA EXPENSE

Amount
Line

1 $ 245,000

2

Description

Per Company Schedule C-2 on Page 8 - PFOA Expected Annual PFOA Exp

To Remove Double-Count of PFOA Media Expenses Capitalized to UPIS (245,000)

3 RUCO Recommended Amount $

4 $RUCO Recommended Adjustment (245000)

References:
Company Supplemental Response to Staff DR TBH 3.2



i

Liberty Utilities (Litchfield Park Water 8= Sewer) Corp. - Water Division
Docket No. SW-01427A-17-0058 et al.
Test Year Ended December 31, 2016

Water Division
Direct Schedule TJC-25

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 13
INCOME TAX EXPENSE

[A]

Adjusted
Test Year

[B]
Proposed

and
RecommendedLine

No. Description

1 $$ 1,299,263 1,859,931Company Income Tax Expense

2 1 ,540,528 1,172,491RUCO Recommended Income Tax Expense

3 $$ 241,265RUCO Recommended Adjustments (687,440)

References:
Line 1: Company Schedule C-1 ,
Line 2: RUCO Schedule TJC-12.



I

Liberty Utilities (Litchfield Park Water a Sewer) Corp. Water Division
Docket no. SW~01427A170058 et al.
Test Year Ended December 31 2016

Water Division
Dum Schedule TJC26

Page 1 of 1

l
l
l

l
l
l
l
1
l

l
1

l
GROSS REVENUE CONVERSION FACTOR ("GRCF")

i

l
Line
No.

1

2

3

4

Amour rt

37.2340%

1.0845%

0.0650%

383835%

Description

Combined Federal & State Effective Income Tax Rate

Property Tax Effective Rate

Uncollectible Revenue Effective Rate

Total Cobined Federal State. Property. and Uncollectible Effective Rates (Sum of L1 + L2 + LE)

5 61.6165%Operating Income % = 100% Minus Combined Federal State. Property. Uncollectible Effective Rates (100% Minus Line 4)

1

6
Operating Income % on Line 5

I

References:
RUCO Schedule TJc1 page 1 of 2 and Page 2 of 2
RUCO Schedule TJC12.



Liberty Utilities (Litchfield Park Water & Sewer) Corp. - Water Division
Docket No. SW-01427A-17-0058 et al.
Test Year Ended December 31, 2016

Water Division
Direct Schedule TJC-27

Page 1 of 1

COST OF CAPITAL

[A] [B] [C] [D]
WEIGHTED

COST
RATE

Line
No.

COST
RATE

DOLLAR
AMOUNT

CAPITAL
RATIODescription

1 1 .74°/o3.78%46.00%$ 36,175,010Long~Term Debt

2 0.00% 0.00%ShortTerm Debt 0.00%

3 54.00% 5.17%9.57%42466317Common Equity

4 6.91%100.00%$ 78641327Total Capitalization

5 6.91%WEIGHTED AVERAGE COST OF CAPITAL ("WACC")

References:
Columns [A] Thru [D]: JAC Schedules 8t Testimony
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SEWER SCHEDULES



Sewer Division

Direct Testimony Schedules

Livery Uliilies (Lncrmeu Park Water & Sewer) Corp. Sewer Dlvision
Docket no. SW01427A170058 el al.

Test Year Ended December 31 . 201s

TABLE OF CONTENTS TO  TJC  SCHEDULES

SC H.

n o .

P AGE

n o . TITLE

i

l

1

i 1

1

T JC 1 1 of 2

T JC 1 2 of 2

T J C 2 1

T J C 3 1

T J C 4 1 of 2

T J C 4 2 of 2

TJC4(a ) 1 5

TJC4(b) 1

T J c4 (€) 1 of 2

T J c4 ( c l 2 ol 2

T . c4 (4 ) 1 of 2

T Jc4(4) 2 ol 2

T J C 5 1

T J C 6 1 3

T J C 7 1  we

TJC8(8) 1

TJC8(b) 1

T J C 9 1 2

T JC 1 0 1 of 2

T JC 1 0 2 of 2

T JC 11 1

T JC 1 2 1

T JC 1 3

T J c1 4

T JC 1 5

N/A

1

1

1

1

1

1

1

1

1

1

1

1

N/A

T JC 1 6

T JC 1 7

T JC 1 8

T JC 1 9

T JC 2 0

T JC 21

T JC 22

T JC 2 3

T JC 24

T JC 2 5

T JC 2 6

T JC 2 7

R EVENUE R EQ UIR EMENTS

INCOME TAXES s. GROSS REVENUE CONVERSION FACTOR (GRCF)

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS

ORIGINAL COST RATE BASE (OCRB) ADJUSTMENTS

RATE eAse  ADJUSTMENT no. 1 SUMMARYOF UTILITY PLANT IN SERVICE (UPIS) ADJUSTMENTS

RATE BASE ADJUSTMENT no. 1 SUMMARYOF UPIS ACCUMULATED DEPRECIATION I14/D) ADJUSTMENTS

UTILITY PLANT IN SERVICE (UPIS) & ACCUMULATED DEPRECIATION (A/Dv ADJUSTMENT A . RECONSTRUCTION OF UPIS a AID BALANCE ADJUSTMENT

UTILITY PLANT IN SERVICE (UPIS) & ACCUMULATED DEPRECIATION (WD) ADJUSTMENT B . STRANDED AID BALANCE ADJUSTMENT

UTILITY PLANT IN SERVICE (UPIS) & ACCUMULATED DEPRECIATION (.~D.) ADJUSTMENT c . POST TEST v5 I\R UPIS DISALLOWANCE ADJUSTMENT

UTILITY PLANT IN SERVICE (UPIS) s. ACCUMULATED DEPRECIATION (AID) ADJUSTMENT c . POST TEST YEAR UPIS AID DISALLOWANCE ADJUSTMEI

UTILITY PLANT IN SERVICE (UPIS) a. ACCUMULATED DEPRECIATION (.~D.) ADJUSTMENT D POST TEST YEAR UPIS RETIREMENTS ADJUSTMENT

UTILITY PLANT IN SERVICE (UPIS) a ACCUMULATED DEPRECIATION (up) ADJUSTMENT D . POST TEST YEAR UPIS AID RETIREMENTS ADJUSTMENT

RATE BASE ADJUSTMENT no. 2 . REGULATORY LIABILITY FOR AES/NWS UNRECORDED & UNDISCLOSED REVENUES a CIAC

RATE BASE ADJUSTMENT no . 3 . ADVANCESINAIDDFCONSTRUCTION (AIAC) ADJUSTMENT

RATE BASE ADJUSTMENT no . 4 . CONTRIBUTIONSINAIDOFCONSTRUCTION (C IAC) ADJUSTMENT

NOT USED IN DIRECT FILING . CUSTOMER METER DEPOSITS ADJUSTMENT

NOT USED IN DIRECT FILING . CUSTOMER SECURITY DEPOSITS ADJUSTMENT

RATE BASE ADJUSTMENT no. 5 . ACCUMULATED DEFERRED INCOME TAXES (ADIT) ADJUSTMENT

RATE BASE ADJUSTMENT no. 6 . ALLOWANCE FOR WORKING CAPITAL ADJUSTMENT

LEAD I LAG STUDY FOR CASH WORKING CAPITAL ADJUSTMENT

NOT INCLUDED IN DIRECT FILING USED FOR FUTURE USE

OPERATING INCOME SUMMARY

OPERATING INCOME ADJUSTMENTS

OPERATING INCOME ADJUSTMENT no. 1 DEPRECIATION EXPENSE

OPERATING INCOME ADJUSTMENT NO. 2 . PROPERTY TAX EXPENSE

OPERATING INCOME ADJUSTMENT no. 3 . WATER TESTING EXPENSE

OPERATING INCOME ADJUSTMENT no. 4 . NOT USED FOR SEWER DIVISION

OPERATING INCOME ADJUSTMENT no. 5 . REMOVE APUC BONUSES

OPERATING INCOME ADJUSTMENT N0 6 . REMOVE LUCC BONUSES

OPERATING INCOME ADJUSTMENT no. 7 . REMOVE LABS BONUSES

OPERATING INCOME ADJUSTMENT no. 8 . NORMALIZE Lu 8020 BONUSES

NOT INCLUDED IN DIRECT FILInG. USED FOR FUTURE USE

OPERATING INCOME ADJUSTMENT no. 9 . ADJUSTED TEST YEAR AND RECOMMENDED BAD DEBT EXPENSE

OPERATING INCOME ADJUSTMENT no. 10 . HISTORICAL CUSTOMER GROWTH REVENUE ADJUSTMENT (NOT USED IN DIRECT FILING)

OPERATING INCOME ADJUSTMENT no. 11 . DISALLOWED MISCELLANEOUS CORPORATE EXPENSES

OPERATING INCOME ADJUSTMENT no 12 . NOT USED FOR SEWER DIVISION

OPERATING INCOME ADJUSTMENT no. 13 . ADJUSTED TEST YEAR AND RECOMMENDED INCOME TAX EXPENSE

GRO SS REVENUE CO NVERSIO N FACTO R  (GRCF)

COST OF CAPITAL
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Liberty Utilities (Litchfield Park Water & Sewer) Corp. - Sewer Division
Docket No. SW01427A-170058 et al.
Test Year Ended December 31 2016

Sewer Division
Direct Schedule TJC-1

Page 1 of 2

REVENUE REQUIREMENT

Line
No.

(A)
Company

OCRB/FVRB
Cost

(B)
RUCO

OCRB/FVRB
CostDescription

1 Fair Value Rate Base $ 41684214$ 44854137
l

2 $$ 28224041 729629

3 6.77%3.86%

4 $$ 3888854 2880379

5 6.91%8.67%

6 $ 57975$ 2159225

7 1.6195 1.6195

8 s s 93.8893496801

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 (RLM1 Pg 2)

Increase In Gross Revenue Requirement (L7 x Le)

9 $$ 1163395411633954

10 $$ 1172784315130755

11 30.06% 0.51%

12 10.70% 9.57%

Adjusted Test Year Revenue

Proposed Annual Revenue (LB + LE)

Required Percentage Increase In Revenue (L8 / LE)

Rate Of Return On Common Equity

References:
Column (A): Company Schedules A1 and C-1
Column (B): RUCO Schedule TJC-2, TJC-12 and TJC-22



Liberty uuncies (Litchfield Park Water a Sewer) Culp. Sewer Dlwsion
Dodcet no. SW01427A170058 at al.
Test Your Ended December 31 2018

Sewer Division

Dined Sd\eduIo TJC1
Page 2 d 2

RUCO INCOME TAXES & GROSS REVENUE CONVERSION FACTOR (GRCF')

[Bl [Cl[Al
QESSBIEIIQN

LINE
m ;

100.0000%

0.0w5%

99.949598
38.2009ss
61.7486s

1.619470

1
2
3
4
5
8

Q@4Q¢@m9L§maanmnl¢¢mQmmQ§amn
Revenue
U 11G°l¢db\8 Famed
Revenues (LI L2)
Combined Federal and Scale Income Tax and piowfy Tax Rate (Llne 23)
Sur mal (LE . LE)
Rmnuo Convcrdon Fac ie: (LI ILL)

100.0000%
37234098
62.7660%

0.050511

7

8

9
10
11

Qazauaugagzuaaafnnnuafaaa;
Unity
comnonec Federal and Svaie Tax Rate (Ume 11)
Ons mus Combined Income Tax Rate (L7 Ls)
Ufwdledible Rate
Uncclletfible Factor (LE L 10)

100.0000%

_

_
9551000*
340000%

32.334096

37.234058

12 Operating Income Before Taxes (Arizona Taxable Income)
13 AMona sure Income Tax Rate
14 Federal Taxable Income (L12 . L13)
15 Applicable Federal Income Tax Rate (Cd. III. L56)
18 Effective Federal Income Tax Rate IL14 x L15)
17 Combined Federal and Stale Effective Income Tax Rate (L 13 + L 16)

H ] H I  i A . n . . q .
100.0000ss

37.234096
627660*

_
0.966998

38.200996

T
18 Unity
19 Combined Federal and Stale noncom Tax Rate (Cd. [B] L17)
20 One mus Combined Income Tax Rate (L18L19)
21 Pmpeny Tax Factor (RUCO Puopeny Tax Schedule Cd. [B] L24)
22 Enecuve p-ooenv Tax Factor (L20 x L21)
23 Combined Federal and State Income Tax and Property Tax Rate (Col. [B] L 17 4 L22)

s 57975

24 Required Opeieiing Income (sch. TJC1 Col. [B] Line 4)
25 Adjusted Tee! Year Operating Income (Loss) (Sdk. TJC1. Cd. [BI L2)
26 Required Increase in Operating Income (L24 L25)

s 1278431
1 244 039

M 392

27 Income Taxes on Recommended Revenue (Col. [Cl L55)
28 Income Taxes on Test Year Revenue (Col. {A]. L55)
29 Required Increase in Revenue to Provide for Income Taxes (L27 L28)

0.08M%
9427

_

-
7G

30 Recommended Revenue Requirement (Sch. TJC1. Col. [BI Llne 10)
31 Uncollectible Rate (L10)
32 Uncollectible Expense on Recommended Revenue (L30 x L31)
:ea Adlusled Test Year Unooilectible Expense (RUCO Bad Debt Expense Schedule)
34 Required Increase in Revenue to Provide for uneoueeuue Exp. (L 32 L33)

_35 Property Tax with Recommended Revenue (RUCO Pmpeny Tax Schedule)
36 pr°oefyv Tax on Adjusted Test Year Revenue (RUCO progeny Tax schedule)
37 Increase In Property Tax Due to Increase in Revenue (L35 36)

S

1 446

93.88938 Total Required Increase in Revenue (Col. [8]. L26 + L29 + L34 4 L37)

Test
Year

R UC O

Recommended

Revenue
Inaeasd Decrease
s 93.88919

ss 3433505
4.9000%
168242

3.265.263s s

3.341 .138
49oooss
163716

3177422

Qalauatkzayunoaanlax;
39 Revenue (Sch. TJC1 Col. ll Line 9 a Sch. TJc1 Cd.[B]. L 10)
40 Opelallng Expenses Exdudlng Income Taxes
41 Synchronized Interest (Cd. (Cl L59)
42 Arlzona T axable Income (L39 L40 L41)
43 Arizona sum moo mo Tax Rate
44 Arizona Income Tax (L42 x L43)
45 Federal Taxable Income (L42 L44)

1500
6.250
8.500

91 650
966424

7500

6.250

B500
91 650

996290

$
s
s
s
s
s
s
s

s
s
s
s
s
s
s
s

46 Federal Tax on First Income Bracket (St 5s0.000) @ 15%
47 Federal Tax on Second Income Bracket ($51001 s1s000) Q 25%
48 Federal Tax on Third Income Bracket ($75.001 $100.000) Q 34%
49 Federal Tax on Fourth Income Bladtet ($100.001 $335000) Q 39%
50 Federal Tax on Fifth Income Bladtet ($335001 s 1o0co0oo) Q 34%
so Federal Tax on Sixth Income Bradcet ($10.000.001 $15000000) Q 35%
52 Federal Tax on Seventh Income Biadnel (s15000.001 $18333.333) @38%
so Federal Tax on Eighth Income Bracket (s1a.333a34 . s100.000.000.000) @ 35%

1110 1901 080 324
1 244 039 l l a n c s n

54 Total Federal Income Tax
55 Combined Federal and Slate Income Tax (L44 + L54)

34.00%Se Applicable Feaeial Income Tax Rate (ca. Ice. Ls4 ca. lAi. L541 / [cal cl. L45 . col. 1A1. L45)

725 305

§=m¢n¢9nu1¢lm»¢= unn;
57 orlglnaICoslRale Base
5 8  m s s n n n u u x s r m s m s l r a n s
59 SynchlunlzedlnterestExpense



Liberty Utilities (Litchfield Park Water & Sewer) Corp. Sewer Division
Docket no. SW01427A170058 St al.
Test Year Ended December 31 2016

Sewer Division
Direct Schedule TJC2

Page 1 of 1

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS

(B) (C)
RUCO

As Adjusted
OCRB/FVRB

RUCO
Adustm ents

Line
No.

(A)
Company
As Filed

OCRB/FVRBDescription

s $s1
2

(378976)
240748

116869506
(23647198)

Gross Utility Plant In Senlce
Accumulated Depreciation

117248482
(23.887947)

s3 $ 9322230793360535 (138228) $Net Utility Plant In Service (L1 + L2)

4 s$
Less:
Advances In Aid Of Construction (AIAC) (3055263)(3055263) s

(4B406544)
8 1334141 603

Gross Contributions In Aid Of Construction ("CIAC)
Accumulated Amortization Of CIAC

(48406.544)
8 131 812

5
6

7 s1 .603 (40.273 130)(40274732) s

8 s $

s

s

9

(5.522140)

NET CIAC (L5 + LG)

Customer Meter Deposits

Customer Security Deposits

10 Accumulated Deferred Income Taxes (ADIT') (5423534) (98605)

11 s $s
Plus:
Unamortized Finance Charges

12
13
14 s$ $

(4244427)
1 414809

(2829618)

(4244427)
1 414809

(2829618)

Regulatory Liability for AES/NWS Lost Revenues 8 Exp.
1Year of Amortization Expense

Net Regulatory Liability

$ $s15
16
17

Prepayments
Materials and Supplies
Cash Working Capital (105075)

18 i ii i

89756

157375

44854137

89756

52300

41884214TOTAL RATE eAsE (Sum Ls 3 4 7. e Thru 15) 3169924)

References:
Column [A]: Company Schedule B1 ;
Column [B]: TJC3. Column [Hl:
Column [C]: Column [A] + Column [B]



Llheny L\mles (Lldlldd Park Wilef 5 Sewer)0mp.. Sewer
Dodo Na SW01427A170058 d ll
Tat Vat Erda Deeenber  31 how

Sewer
one Sd\edLle TJC8

Page | d 1

ORIGINAL COST RATE BASE (OCRB") ADJUSTMENTS

[El
Ad 4

LAI
C am v v

m u m  T y
ocnaIFv na

As Flea

ml
A41191893

Idadinmly
Ld l Bum

{cl
M E R L M J

AES Ragnhlofy
Lunacy

Mksin le l i

I I I
M E H L E J

YJO4 pi A p2
ms  L  N D
Adpdmans

s

[GI [HI ml
Ad w .

warning R l £ o T O  V u r
Caplsl Reuonmulldd Adhmd

Adimaxmen Adhaunens OCRBIFVRB

s s

IF
M H M M J

Ar am. Ddene
Imam:  Inns

Aapnmeln

ss

GIAC
mp n me n

s (318076)
240748

(375970) s
240718

L m
Nu. o a k u m

I Goes Llily  Perl In SQMM
2 Anamhtd  D sp led ltbn

s \wae9soa
(2a.047|9a)

s l 17.24o4a2
(23BB7.0l7)

s sss s (1 aa.22a) s oa222.a07s 9aaao5as s ( w a n e ) s3 N l( L l*y Phr llr \SGMc0( L1+L2)

s s ssssss s (soss2as)(3065.263)

(48l06544)
a 133.411

Gras coummwfn In Au 01 Commmabn (0l*C)
Acmmdnlod Amnniniion Of GAC

(4a.4ae.s44)
8131 8!2 1.ws

looa s( 40273 | s00s

s

1.003

s 1003 s

s s

s

s s

s

s

s

s

s (40.274732) s

s s

(94695) (90405) (5522I40)(5l2a.5a4)

ss sss s . s

(4244427)
I 414 509

s (2azo.6la) s

s s

s

s

s

s

s

s

S

s

(105075)

s . s

(4244.427) (42444211
1 414 B09 1 41a ala

s  ( 2 8 2 9 sI a ) s (2a2oe1 a)

s . s eo7se

(10S.075) 52.300

s

ao.75e s

157375

s 44.0s4.1:1 z . u 0 . u s

4 Advumes In Aid of Ce~ulmbnrAIAc')

5
o

7 MT c»Ac (Ls Le)

B Cunomel Mdse Depcela

0 Cunome Seeuiy Deposit

10 Auamnlald Overred more Taxes (ADIT)

&4
11 LhlmD01Mnd Firlnea Chiges

12 Reguhlofy Libby (or AES/MNS Lnd Rewarm & Et.
I a Iyear al Arncmuuon Ewe rue
14 Na( Regchlovy Lilly

15 p~=»=-vm=f\»
16 Malolhb aM Swpiu
17 Cash w¢limg Cnpul

IB TOTAL RATE BASE (Sun Ls s 4 1 a rm 15) s 41884214al :.1 oo.s249 5 1.ooa i i aa.eos s 106075

BE! ;
c011»nlAI3 Compavv; sa=¢au¢a1;
CnlllnlBlt Ruco Aapuumm Na. 1 RUCO $*l""*W u lpls aAlo Mpzmana on Sd1e4\1es TJ<>4 ll pi & pp;
®IumlCI: RUCO AdjmMmerl No. 2 num ume lov ltd Wat of DMsol\;
Cohlln II: nuco AdiLdI11Gl m. a lneninfuiv  L41 Bhrlx  for we Wars Ind Sewer Dwsiors;
Churn rel: Ruco Adpumma Nu. 4 . Codlihdinrli>AHdCcnslrudbr\ (c1Ac) aid Awlv»»\¢4 Afnonuubn sawamnu r.x>1 v¢s¢= 14;
Cnhnvu IF| RUCO Aaimmei no. 5 Ammunlm Dslerred Income Taxes (ADlT`) Scdehles TJ09 pages 12
Colm\n[G]; Aluwanca lov Wodxig Capital Schaduns TJ<>1o pages 12
Coll.nlnlHI: Sun a Ruco A4pam~n» m 1 \msmmnml» [al \mInI;
Coum111; Conan IA] IIII

I

i

I
l



Liberty Uti l i ti es (LhchGek1 park Waler 8- Sewer) com Sewer Dl vl sl on
Docke t  No .  SW01427A170058  e l  a l . w

T esl year Ended Decem ber 31  2016

Sewer Di vi si on

Di rect Schedule T JC4
Page 1 of 2

RATE BASE ADJUSTMENT NO. 1
SUMMARY OF UTLITY PLANT IN sERvicE (UPIS) ADJUSTMENTS

TEST YEAR ENDED DECEMBER 31 2016

IAN [ HI
R U C O

T otal

Plant in Service

Recommended

[Cl
RUCO

enmnman
Stranded AID

OnN

[FI
R UCO

A$i1§!M§M.E
intentionally

Left Blank

L i ne

No .

[E l
R U C O

AQEIILQQLQ
PTY psaru

Re t i re me n t

Company

Plant In Service

AS Fuel

18]
RUCO

Amsnnma
U PI s

Reconsvucbon

[GI
RUCO
Total

p\an¢ in Service
Adpsunerns

[Of
R U C O

AQEIILQQLC
PTY Piano

Aqusunem s

sss sssss

10011863 9.975.967(35.B98)

2 7 4 4 7
5 9 2 3 5 5 6

32.701 476

6 0 5 3 5 1
1 7 1 1 1 5 9

33 .111245

27447
5923556

22725509
605351

1 .709659
33449079

7500
(311 .628) (20205)

7500
(331 .eat )(0)

320.829
146.313

(8341)
4e11

(8341 )

1 6 2 1
312488
147934(2996)

2 0 3 9 5 4 42 0 8 0 5 4 1 (40997)

(11  420546)
(6 8 0 3 7 4 )

(11 .453.704)

(6 8 0 6 9 2 )

(33158)
(318)

0
(33.502)

11 .690

28.996

2.859
598

1 1 6 9 0

(4 5 0 6 )

2 8 5 9
598

(0) (187)
(5745)

(59831 )
(8880)
(2.736)

168406

(60018)
(14.624)
(2736)

137700(30707)

4.078137
43.275

860393
4082659

62.286
427459

20219736
6762343

343681
870283
295.321
77531

331 010
8968

411 .162
189.502
230.680

1278.342
151139

4078137
43275

860393
2043.115

62.286
427.459

31678440
7443034

343.881
858.594
299.827

74672
330472

8968
471 180
204121
233.416

1140642
157139

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
21
28
29
30
31

Acct
No

Dm91mE§i
351 Organization Cost
352 Franchise Cost
353 Law and Land R19'1¥S
354 Strucnxes a Imnrovemems
355 Power Generation
360 Colection Sewer Forced
361 Colection Sewers Gravity
362 Special Colecting Structures
368 Customer services
364 Flow Measuring Devices
365 Flow Measuring lnslalatlons
see Reuse Services
367 Reuse Meters Ana Insulation
370 Receiving Wels
371 Pumping Equipment
374 Reuse Distribution Resswoirs
375 Reuse Trans. and DisL System
380 Treatment a Disposal Equipment
381 Plant Sewers
382 Outfal Sewer Lines
389 Other Sever Plarn & EqiipmeM
390 Office Furritue & Equipment

390.1 Comnulers and Software
391 Trans oration Equipment
392 Stores Equipment
393 Tools. Shoo And Garage Eqip
394 Laboratory Equip
395 Power Operalexi Equip
396 Complication Equiv
397 Miscellaneous Equp
398 Other Tarigibie pvarn

32 Total Direct UPIS : sE lss 115661598 s s 115282622£5 (1 7 5 2 6 6 ) (378976)(0) i i (203710)

ss ss ss ssas
as
35
36
37

40298
537536
68673

935947
4429

40.298
537535
68673

935947
4429

A ! l M I ! !S ! .Q9 rM 1 l 1 ! . L L E § ;
9 0 3 Land and Land Rights

904 Sl rucl ues 8  l mnrovments

9 4 0 Ofi lce Furni ture & Equipment
940.1 Compmners and Software

9 4 7 Miscel laneous Equip.

38 : s s ass as:s 1586.884 as as 1.586.884T ota l  A l l oca ted  Corpora te  UPIS

39 sTotal Dlrect 8\ Allocated Corp. IJPIS (3 7 8 9 7 6 ) s 116.869.54361 7 5 2 6 6 . $ (2 0 a 7 1 0 ) S1*w=§§t s

Bsisrsnsns
Cohnmn [A]: company schedule B2 page 3 as Filed:
Colum mal: Ruco ups AqLsunernA Recorslruction of unify play in Service (ups) Schedules TJc4(a) Pages 15:
Co\.lmn [C]: RUCO UPIS Aqusunent B . Stranded Accurnualed Depreciation ('AlD) Balances Used Only for A/D Schedules TJC4(b) Page 2;
Coutnn II: RUCO UPIS Aciustment C 2017 Post Test year (PTY) play Disalovlances Schedules TJC4(c) page 1;
Column III: RUCO UPIS Adusunem o . 2017 PTY Plant Retirements Schedules TJC4(d) Page 1:
Cohrnn [FII RUCO UPIS Adlustmenl E Intemionallv Left Blank for Future Use.
Colon 1G1: Sum of Ruco Aalusuvmencs A thru E In Colmxnns [el thru IF];
Column [H]: Column [A] 4 [GI.



O

8
m

8

8;--r~<4§Z
Q Q . ;annmSSS

a=°*r¢::§§-§§as:~::
:8§§;82s.»i~@~~ 888

"3
c aaz
28
v --d v

. . . .... . . -mom av a mono r~¢or~.a:--;§9z-a~@~8:-vvqvv Nwv - V v -. - .--__ ,
e : 2

.3§38§
@38=8

8
<9
N
<>
-
M
N

9an

B

2338
L i v u s

4*
§ '§88§°.

#6 <~iN
...8-88.3§.

8 a N

-°§§8E:§~§§§§
. Q . . -

s 2" 's'

8
-

r~

8
m
N

3r~oN
9'r
3N

n w

§833§3
vU r

l
1

338 no
n o ww40

r~n
.°z. ..5.§-3..§....§..a§..§..

N 9 9 9
8N
3

o
'znoN

Q
-
l~
cs
o
N340 vo--

8-
~10

-r~D
44

Y
8gr3

- - - - -- _mo ' 1 v~ o.§.¢:.98....§..s§§§§§§§8~-
591

E m u» £1989

N

r~
9
l~

AN...; .......3
go §38 - w w W

o  r AAA--oovvo-~-8oQ--vv l~
-0853.1

q.-
0-38.3 ""
8

as
o
N
r~
m

8NNm-8
8 :m

10 89 Ww

8
Es

<83

J
3
1

g 8
" 0Qu888

89"""v~n§Zof P
mum*
3  c 33

- -"8"o 3 -98N l 7*v v ~ -wav<4 "EQmy~mvc= o-wxmoo -8v ~-8 'Qr~ V

-
3Q.Q33 QQ.Q'3Q-QQ
33§8;§§§§3§=8£§;c8a_ ,_ ¢~~~ ,

NcwmN
mr~mmN

no

8>
ii;
55"0§<
a www

g M
m a

m
8 0 .

o

s~3
o  3 2as;
8§=n37 8
§Q.,,,~»- 0 .v08§9
8§~§45§2
§"3§
~3°§
Sub
8€?o ~?

o

§8§8ams;
8:88»a=
§§8"<~,9
883°D
"3888 vs..-2:0083§3
M !§2~Q4<=E

gm
EW9
' »D<
g

_.s
dz-zQ¢FE<8W G:
EE"
888
8°3<DuJu1,'i'°m z
<§"M:1WEBFD0>
é »
<8
Q p
aD
I Lo>I<E2
3w

h

c
2
v_
_>
o

§
o
V) >.o

65

6
aOo
o
2
.sJ
EJuo<
o.

o

Q
8D
8S:E
3u<G)
5
§oU . _

§49448

gg
8 8

3
883

. ;  S
0

3
so

(D

§ Q
8 ea . l.u
283 s " ,§§E88 098 SO gC> 5490) - sir?we u. V1°'€ u"g¢m9&aS~893° - .Q

8
8
8
2c c

:o
a

8
8o
8
_~:

3<
ts
3
5
8
S
o
oDm

v2

3
8
8
oo3K

-ES
o@4? _

.. " vo 54)8 8c -8 8§05 o.- Ia-ii o.
nu : E . a .
- dvép 5-eE
-5 - co.50 8 889948888

o _ . w -  2 Lu . -o;u88 z?9"<383=' 4&8¥:3=88 WE
=38 aww_g==a9€8=e6~2~s°§ws=°o _ __ _ - - -
=v;g§cc°-3; >54»§"33€£ 82 r83§?8n:3099°g§§w g go g wmmmg e mw90§~g.- m 49 an = Q. n =
§§e§s332833§§&§§&¢=85§§388§§E8=m to" _ L ~2 ca3w¢ 4 ¢ £ 6 o¢m 3 m E O

3
§82'aeigd

E88U1 o8Eagwgo
<§§883. o" J wE S Q~se= 8
~="§%

" 2 S E . ,
m 80 :9
a m 0 2

8
3
§
g+-

c
- -
: .-£ :-
88&s"ED o . . .

§3&§§§
E . . » . 8 :
D 28  a1 ! 0

33>1¢§-~¢
c c _988238

532P&_
8 3 E =mm8§§.

S§ v ~ v ~ € 293=5685u¢wnn€<

2588828
2 m ¢ a 88311892
22333309gmwmmwo*
>14&1& $¢DDD33 €
8ooooo°E
E33338§€oommmmmwo
33838833§§3§35 n - l~ - - " -2 84§§88s§§§§§8§a§8§s§§§§9§§§§§§§ c c c c c c c c=EEEEEEEE93:33:33.53333333UOOOUOOONM go-w<>vn<ar~euo>o nmvumo mm*N"VW¢*"®F--»¢»~ --NNNNNNNRNNRM 88889 8

$769
o..a°§as
ES"m"g
° e

858c. c N°Q V"$.-Q_IO
$w8e .mEa.323
€2>
888
_ : Q l - I

u>
: oal



4.88.Gs §§§§8§§§3§§.3.3§§2"
Isis F
8§3i88

* E338
ii*

3 8
4

..§=i.§.Te.:§§§i5§§=§ '§'§'§..
s gg 32 8§83=;8s88§3:8588°§88i

h
2

o-

»

s 4
l

`3`§5¢ §85 §iE5'i3i.4§§
888888 Gs §=§§=sgs§es =!8§.3

5

.is 8§§§§§§.5§g;ag..333 8881i • I
.3

3 ~8

8
mv~
*

9
F

~N

vb

h
B

s
N

..;........
83

* n

.g.

i

§g ;@§§§§ 8
gI

*

§§s.
s

.8§. s=§..i98§.8.is.§i
=°2 g a s g r

a
vb

...........8..........

*
nhv
3N
4
r..§..§..

}s

I
. i0

3 s
4

m

s
Nf

•

4

*

g•
3

.s
s

a 9
= gQ:

; . . . . . . ;

vs

.8 185N-
sn
E

h e 8 '
an.-.Q
N I O N
n o

vb

h
4,
N

.go- o
Q

3
8

-.92
o3-sq-39 8

a

5"§E*5§°§§§ NW§;9
t

E§§§§833§§§.§§8§3§
q

3
sS

§§§§s§§
p a

-s
.8.i§=§~~~

~8
;'~§
Q*-

an an

.§§3§3§..
5283 E

§
r~
s

1

8_
83
88
*z
3;
3
83
88
ETRx
E

8
3
s
S

gigggiggggg
8§88-3ss:a8

..§§§;§§.

3883 48
~8

2 288
un

§§§§§§
s°a:°e

.§3§§3.§9.§3§§§§3§§§3
3§§=§ "8 §*§s8§§'3§s

§
8

~§

88?5888§§§§§33§§§§§§§§§§§§§§§§§

$338
3:

g;
Gs_ £2

§E E83g
..E 38 gum 83'a

I n

E § §,_
11 lllli§

s
3883

2
E

4
9
8

9

38
8 8
§ E
3 8

8§38821 3 85 §§§§ iii

8 lfiil nv- 1884334
8 g§,§l33§§;;§§;3E§§§§ Jélgié

8
g
3

E,
of*

388
§§§§§§§§§§§§§§§§8§§§§§§§§§§§§§§

nn 3g-nw'w°~¢°°=22!22t°°8§N8&88888S5

Uv-
D u
I o
§

wz3

:go

38%



r~
m

0

S
Q

~<4
o
.

v

s§§3s§.i§.i§§8s§§3§§§.3§§3§§
983888 §8 §8§§$§8§§§8 n<32ms-. N~.Q-nm

N
*E938

s q n

»~»s oUqor~
~~vg 8 §é"°8§$4584

'§§°§
e e

as¢ns-'~*::7¢ ¢ ' 9 ¢ "
.$s=9°§§8°°~.=8°s§8gxxgéssssw 8 i§§'f_,,_-,,,,,_ - ": _

N
w

g
is

Sn -qn~qn 9qq1
n o n - n r ~ r ~ o m
:8 5'8E°838883

' S v - o

58888§ 89 ~28s8;:8saa.g§§§§8..

238838 :#88=ig
N

*

§5.sa;8sa§83§§.§§§§§§ .
a v 06 clQQQQW4.. .

;"8§*eg2's 2
4838
8 3

8
g
E
w

3
g3
N

3
38E

*0

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

83
vb0

s o :
. . . . . .. . s ° ..

; * ;8. Q
S

c
~o
8

g8
PT
a
53%

1 -

Q~Nn

~.

ETa§..§§
2 ~-

goz'§
8

0

:
Q
o
~9388

m m

8 §3v̀

- w

E,
8

<
»
z
uz

|
a:
*

9
F

3
88,.o
s°3w<am
8¢3
84
~85:
18ozo09<9-o

a

»E
4 '
i s
88>
x
\ u
W

!

3
s

. . . . . . . . . . . . . . . . . . . . .='E:E
'B m

§8N go
#5

~..
383'

o

88
*

0

:
e
o
r~
Q

o

888888888§§§§§§§§§§§§§§§§§§§§§§

553" lg

§&§§

§3_8
E 88

8

§

8
4s
5
5

gr

8
.. 2,§34 8 << 4

-u 'Q0.D

gt s gt §l§§

§8§8§ll§
25% 3 gt
8 E

S.

§
u
w
E:
ooD1

8:
o
8 5

8 EYE
_ !§$!.l§l§§§3

§§§§=, @< &§§§ §$§§ s- g FF_~ .?s, £3 8§S°§ 8
E 38§§s3338§§ss§§§8§§3gg§3;3§3§3§
§§§§§§§§§§§§§3§EE§§§§§§§§§§§§§§

pnG'w°~°°°Z""'"2"°2§N2§88R883§ 3 5cyn

°>-no823

w
39

3
§_
8:28

w e



l

i

W

.558338.33.§E§§§§§$¥§3§§§§33§
=i§§§3 33 §:5§¢§§8§§§~3'§~*~-. n s.:..;N

UrE883

8
3

.§§895.§§ 8§883§§3833§8§3§3§
nvnun

':l
l`""f §:§ss§z==ns:'s¢=u:~"as - '- .-Q.-~3~:s* - -: v

n _ c a

8

~:o
8
Vu

u
r~
n
N
z

8

o

§
is

i8.§8§3§§§§§§§§8§8§§§..
89 £2§§$99§6§é"§6£868n - Q q 44198 et n - v

Q o

grass;qwnqm
~~n N N

N - § » ~8 4 HQ
- o - n

N na

*

3
r~;
E
vi

egg¢g§g=gg z as
5888.8§.§§§§§§§§¥iE3E§§E8§
§22§ ' z '

5
88 n n

I £8
8
8

3.3..
3

_ -N§ NnN -
c

8
-

.l
' E
G..

1 -
1
~.

ft
:z44
88

§
3

3.2
8 s 8

3
nmo ni tNN

~N§§§
§°§

v

0

n
o

n

n

N
5
a
n
o
N

0

. . . . . . . .

n vb

<
E
w

z
m

2
3

g
88
38
83rm
ba
32
Wm
' la

38
8 :

=§;=
QE
49
is
38
z
8
E

8
S

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

38
3

888m!
n

.a.-
dn

: Q
Q Q

so
o

§
Q
5
= .

8
.3
§

8
3

88 ;t*. *.NN og 143
w

an

on
~o

2
o
N

i n

£588 8888888§§§§§§§§§§§§§§§3§§§§§§§§

£3_
s

98% 8 !1 i18§§ 3- I
E
3
8g

¢n . § §
w
ED

4
w
E:
ooDx

§ 8 8 £8 88" 8

3 "EQ 853 34888 88983 258385
§*8§§§§§ §§§§=§s~l§l§§§§;~;;§§3s§§8E88.8;§§33 §é3§33§§§s§3§3§3£

I

53
88§5 a
4 w

a
3

8 8

3 5

nn a3

8
o F , - - * v
888 8§§§§§8§§§§§§§9§£§8§§§§8§§§§§§§

83 -~~*w°~°°°="2!2$t"°8§88§83§88SE

2
3
5
8-
Ag*
%§§

888
83;

383



W
l

33

l

i§.s§§a§§s3s3§3s§3§§3§
§8 §=§g=§3§E§8s8"§2§9§

§
§
8

nm -as
3!§8~&s i i do
~§:x:=

a v i - wf
F N

l

l

i
l0E
l

Ii*
8

.§§.?§§§§3§3€§333?§33§§.
go g 8;§;§§§§g§23e§g2§=- ' . ~:**** '

§9§g°
.z§;3§

55 3
g
9 iM

l33
~;

§8.E8§8§§8§§§§§¥§§8§§§.
33 g2§§%5333§§s§°§§8§§

Q w

5
§
g

§§§§§8
~§§§§3

-Q6 5N
n

l

5 ;
a '~ a § n - 0§¢:NakNWO9ORGEMGgh
nun 933.3~.3fa83{§~.°z-.8-.~.%-.3ww -nm~-on»~-mon. ~-vnv~¢  o  N ; swv i n  o  F8%n

no
m
8
RoN
UP

W

83
0 l

:
Q
9 l

§
q

8

::snhe
.§.§§.8
3 83 8

-- a
38 v

n w
n gbe c

.3..
3

iv

..§Q..9..
5

9
. 8
8 Q

8" 4n
EQS....;.

8
3
8

3%
EEw

l

g ¢
:.

anVu
8

53 §_..,.
h e r ~s- _

g'E.
2

~. . . . Q .8 §6
8 o n
5 5 8

8
8
*

8
us

8
9

l
- n

<
>-zw2»-WD
Q<

gL
3"
8>-

o
' 38g
Ag
as
HQ
5%3\.LI o
3 :oof<|-
<8f̀ z
85a.z
PaWu:QS> ln

3 583.83838
833 82898

.§.8§§
8 `5ih8382 <

..§228§. ...
§§"§§ 5

as"58 .8 ..2

zIUw
z»z
54

-A»D
3.
s

Q~§., .............
o n

'
n

o
~m
nm

S!
w

gm
N
8
v
m

8§

1l
l

1

l

9
83
99

.§.
9

. .§..
9

2
qQ
~ ::. . . . .  n . .

QB 3
..§8.

8 ;
o

.§§.
@§

2c
S0m
vb

9

ll

EYE< 3 n

§ 833
z 2 M

8
E * -

N
o. : 2 §°;°=Q Q 8

Q 3 Z°8"$
.§28§.§.
s~§° 9

' agan -.-
§ "8:Q

s=8% g
~r
vb

l

l

éggé §8888888§§§§§§§§§§§§§§33§§§§§§§

§8_
i8

g5
9

3§
g
E< 4

£92

3 _

liaéé </:_
a
D

8

§§§ E w
',8383 8858; 8

g
4 8
8 E8
3 8 DI

2
g
8E-
§
£5

82~
N oR R 3

§ S

5 A §.§;§; Q- i 6838
"§ . . ;a !,3§3§

3353833 a§833l§§§§£5§§i8
8 g§3§§§§§§33§8;@;§§§ 388588

3§s §§§§§§§§§§§§§§§§E§§§§§§§§§§§§§§

89 -nm'w°~°°°'""'"°""°8§§8§88§888E88%



.sssas§.g§
~§§s8§ 58
"e -ah

.2§§i§e§§§s§i=§=sz§§
§i§'=§§§£gg§8"§S§E§

InE E£88
8*
g

AAA A AA
o o f - Qv r g*v~ 0 q

o_sv
.
3

a:~:: : n -s*-as *re
..... aaEn'a§§§3-3!€a5§-a.
°88*! 83§§§§§§888°!8§E°§°

e . b : . : . n

3

3
8
n o

6
Qn
1

•

s 8
m m

-

s a
2 2

* an

8.a=§2§§§§i §gg;g§¥g3.
Q, §?i3=593§§§=§'s§§3§35 -fs

.is§i§s.
898988

* I
go-.=.§....

n 3§5.
w -s §2

an n

3

Vu n

§§5

ET s
E:S
88

§§
4

in

4,8

4%3
83
§=8

E

g
gt

$38
25 g I

E
. :
vog

...§..§
g 8 ==8

*
o
8
2
s

.z.aa.sasgaa8 35 °= a

§§
E'

8
E
S

0

1
g
3 v

I
I

.
Q,
53
m s

8 9
o m

cyn
.8§§x..
:f Aga

§
.§.
S
Q
N

o
8
2
2

_ - o

paa
:8
Ag

8
I

sag 8888585888§§§§§§§§§§§§§§§§§§§§§

gt_
g3

3
s
5
E
8

1

g 8
S 2
8 s

5
E
S<

< 4
' b
E a

2
3
3
3_
38,gt

E
4 4

§3a55§8§
I

<
4
'QD.D
831

w
_ §

8 i8
3 8

8 s 8 £8 §§=,
l§:§§ 83 . l z488s°l8=

._ 5584
§3§ 3§§§33§3338§§§§835388538

2 3Nn

. m Ia . up

: E 8 w I E
j 3 8§§"=g 2
§3§=§3l§ .

s 883 5 -
3 88:

0 . F n ~ F ~
888 s§§§§§§§s§§§s35£E§§§§§§§§a§88a8

82 '~nvw¢~¢¢°:""!*°*°°8&83§38R388E

QB

go;

883



Liberty Utilities (Litchfield Park Water 8l Sewer) Corp. - Water Division
Docket No. SW01427A17-0058 et al.
Test Year Ended December 31, 2016

Water Division
Direct Schedule TJC-4(b)

Page 1 of 1

UTILITY PLANT IN SERVICE ("UPIS") s. ACCUMULATED DEPRECIATION ("ND") ADJUSTMENT B
STRANDED AID BALANCES ADJUSTMENT

[A]

Vintage
Year

Line
No.

[B]
Accumulated
Depreciation

Debit
Balance

Per
Company
As Filed

[C]
RUCO

Stranded
Acc um. Depre.

Adjustments

1 2012 $ $$

Acct
No Account Description

Direct PTY UPIS Accumulated Depreciation:
391 Transportation Equipment

2 RUCO Totals $ s $

(742)

(742)

(742)

(742)

7423 $RUCO Adjustments

References:
Company Schedule B-2 on Page 4
RUCO Removal of Stranded Accumulated Depreciation Balances Schedules TJC-4(a) Page 5
Column [B] Minus Column [A]

Column [A]:
Column [B]:
Column [C]:



Sewer Division
Direct Schedule TJC4(b)

Page 1 of 2

Liberty Utilities (Litchfield Park Water & Sewer) Corp. Sewer Division
Docket No. SW01427A170058 81 at.
Test Year Ended December 31 2016

UTILITY PLANT IN SERVICE ("UPIS") a ACCUMULATED DEPRECIATION (WD") ADJUSTMENT c
POST TEST YEAR UPIS DISALLOWANCE ADJUSTMENT

[A] [B] ID]
Requested

In Application
or In Service on

6/30/2017

Company
As

Filed

[C]
Actual Costs

Less Requested
Thru

June 30 2017 [E]
RUCO

Backbone Plant In Service
PTY Plant Allowance a
Disallowance Adimls

Line
No.

Actual
Costs

June 30 2017

s$$$

10011 .863 10011863126465722634709

1500
1.69a313326

7500
(311628)

7500
(311 .628)

25371 (8341)
4617

(8341)
4617

17030
4617

2.080.5412.080.5412346931266.391

21061261
1124248

9640715
443874

(11 42054e)
(680374)

(11 420.546)
(680374)

5.074
17881

11 690
28996
2as9

598

11 690
34071
30063

598

11 .690
28996
12182

598

a595 (59831)
(8880)
(2736)

168.406
55323

868840

(59831 )
(8880)
(2736)

168.406

63426
8.880

58059
700434

No
No
No
Yes
No
Yes
Yes
no
yes
yes
NO
No
No
No
Yes
No
No
Yes
Yes
No
Yes
Yes

partially
Yes
No
Yes
Yes
Yes
Yes
No
no

1
2
3
4
5
e
1
8
g
10
11
12
13
14
15
i s
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

Acct
No Account Description

Direct UPIS:
351 Organization Cost
352 Franchise Cost
353 Land and Land Rights
354 Structures 8. Improvements
355 Power Generation Equipment
360 Collection Sewer Forced
361 Collection Sewers Gravity
362 Special Collecting Structures
363 Customer Services
364 Flow Measuring Devices
365 Flow Measuring Installations
366 Reuse Services
367 Reuse Meters And Installation
370 Receiving wells
371 Pumping Equipment
374 Reuse Distribution Reservoirs
375 Reuse Trans and Dist. System
380 Treatment & Disposal Equipment
381 Plant Sewers
382 Outfall Sewer Lines
389 Other Sewer Plant s. Equipment
390 Of lice Furniture & Equipment

390.1 Computers and Software
391 Transportation Equipment
392 Stores Equipment
393 Tools Shop and Garage Equipment
394 Laboratory Equipment
395 Power Operated Equipment
396 Communication Equipment
397 Miscellaneous Equipment
398 Other Tangible Plant

sTotal Direct UPIS32 s$ 26113116s 26279059 (175266)(165943)

ss$ s NIA
N/A
N/A
N/A
NIA

33
34
35
36
37

Allocated Corporate UPIS:
903 Land and Land Right
904 Structures and Improvements
940 Office Furniture and Fixtures

940.1 Computers and Software
947 Miscellaneous Equipment

38 ss$$Total Allocated Corporate UPIS

39 175.266s s$ 26113116 165943$ 26279059Total Direct & Allocated Corp. ups

Note: = Completed Work Order Projects Placed in Service
= Partially Completed Work Order Projects placed In Service

References :
Column [A]: Company Schedule B2 on Page a Column D;
Column [B]: Company Response to RUCO DR 6.04 Summary PTY Plant By NARUC Worksheet Tab
Column [C]: RUCO upl$ Adjustment no. a . Column [B] Minus Column [A]
Column [D]: Company Response to RUCO DR 6.04 . Cost Water PTY Plant worksheet Tab
Column [E]: Company Response to RUCO DR 6.04 "Cost Water PW Plant Worksheet Tab



Liberty Utilit ies (Litchfield Park Water & Sewer) Corp. Sewer Division

Doc ket  No. SW01427A-170058 et  al

Test  Year Ended December 31 2016

Sewer Division
Direct Schedule TJC-4(b)

Page 2 of 2

UTILITY PLANT IN SERVICE ("UPlS") 8. AC C UMULATED DEPRECIAT ION ("A/D") ADJUSTMENT c

POST TEST YEAR UPIS ND DISALLOWANCE ADJUSTMENT

[C][B]W

RUCO
As

Recommended

Company
As

Filed
Depreciation

Rates
Line

No.

RUCO
Recommended

Adjustments

s $ $

i (166698)(210565)(43868)

(75)
3116(3133)

(75)
(17)

(254) 83

(231 )

(170)
(231)

(130034)(16649) (146683)

285514
17009

(241018)
(11097)

(526532)
(28106)

(169)

(1788)

(390)
(967)
(286)
(60)

ll

(390)
(1 136)
(2074)

(60)
1

(90) 1496
444
68

(8420)
(1 383)

(43442)

(1 586)

(444)

(1 451 )

(35022)

i

Acc t

No

Direct

351

352

353

354

355

360

361

362

363

364

365

366

367

370

371

374

375

380

381

382

389

390

390.1

391

392

393

394

395

396

397

398

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

10.00%
12.50%
2.00%
8.33%
3.33%

12.50%
2.50%
2.50%
5.00%
5.00%
3.33%
6.67%
6.67%

20.00%
20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%
10.00%

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

Account Desc ript ion

PTY UPIS Accumulated Depreciation:

Organizat ion Cost

Franchise Cost

Land and Land Rights

Struc tures & Improvements

Power Generat ion Equipment

Collec t ion Sewer Forced

Collec t ion Sewers Gravity

Spec ial Collec t ing Struc tures

Customer Servic es

Flow Measuring Devic es

Flow Measuring Installat ions

Reuse Servic es

Reuse Meters And Installat ion

Rec eiving Wells

Pumping Equipment

Reuse Dist ribut ion Reservoirs

Reuse Trans. and Dist . System

Treatment 8t Disposal Equipment

Plant  Sewers

Outfall Sewer Lines

Other Sewer Plant  & Equipment

Office Furniture & Equipment

Computers and Software

Transportat ion Equipment

Stores Equipment

Tools Shop and Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Other Tangible Plant l

l
57134 Total Direct UPIS $$ (658431)$ (659002)

$$s0.00%
2.00%
6.67%

20.00%
10.00%

Alloca

903

904

940

940.1

947

35

36

37

38

39

Ted PTY Corporate UPIS A/D:

Land and Land Rights

Structures and Improvements

Office Furniture and Fixtures

Computers and Software

Misc ellaneous Equipment

i
i
i

ii
i
ll

s40 $$Total Allocated Corporate UPIS W
l

l
57141 $$ (658431)s (659002)Total Direc t & Allocated Corp. UPIS l

Note: = Completed Work Order Projec ts Placed in Sewioe

= Part ially Completed Work Order Projec ts Placed in Service

l

i

l

l
l
l

Referenc es

Column [A]: Company Sc hedule B2 on Page 4

Column [B]: RUCO Recommended Deprec iable PTY  Plant  Balanc e from RUCO Schedule T JC4(b) in Column [A] less Column [E]

Column [C]: Column [B] Minus Column [A]
l

l

l



Liberty Utilities (Litchfield Park Water & Sewer) Corp. - Sewer Division
Docket No. SW-01427A170058 et al.
Test Year Ended December 31 2016

Sewer Division
Direct Schedule TJC4(d)

Page 1 of 2

UTILITY PLANT IN SERVICE ("UPIS") & ACCUMULATED DEPRECIATION (WD") ADJUSTMENT D
POST TEST YEARUPIS RETIREMENTS ADJUSTMENT

[A]
Company
PTY Plant

Retirements
As Filed

[B]
PTY Plant

Retirements
Per RUCO
DR 5.08

Acct
No

Line
No. Account Description

$$

(35896)

(20205)

(2996)

(40997)

(33158)
(318)

(33502)

l

(187)
(5745)

(30707)
I
l
l

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

351
352
353
354
355
360
361
362
363
364
365
366
367
370
371
374
375
380
381
382
389
390

390.1
391
392
393
394
395
396
397
398

Organization Cost
Franchise Cost
Land and Land Rights
Structures & Improvements
Power Generation Equipment
Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services
Flow Measuring Devices
Flow Measuring Installations
Reuse Services
Reuse Meters And Installation
Receiving Wells
Pumping Equipment
Reuse Distribution Reservoirs
Reuse Trans. and Dist. System
Treatment 8» Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Sewer Plant & Equipment
Office Furniture & Equipment

Computers and Software
Transportation Equipment
Stores Equipment
Tools Shop and Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Other Tangible Plant

32 Total Direct UPIS l$ $ (203710)

l

References:
Column [A]: Company B2 Schedules,
Column [B]: Company Supplemental Response to Staff TBH 2.2 Delivered on 12/5/2017



- Sewer DivisionLiberty Utilities (Litchfield Park Water & Sewer) Corp.
Docket No. SW-01427A17-0058 et al.
Test Year Ended December 31 2016 Sewer Division

Direct Schedule TJC4(d)
Page 2 of 2

UTILITY PLANT IN SERVICE ("UPIS") a. ACCUMULATED DEPRECIATION ("AID") ADJUSTMENT D
POST TEST YEAR UPIS AID RETIREMENTS ADJUSTMENT

[C]

Acct
No

Line
No.

[A]
Company
PTY Plant

Retirements
As Filed

[B]
PTY Plan!

Retirements
Per RUCO

DR 5.08Account Description

RUCO
Acc um. Deere.
Adjustments

$$$

35896 35896

20205 20205

2996 2996

1

E
4099740997

1

33158
318

33158
318

33.502 33502

187
5745

187
5.745I

3070730707

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

351
352
353
354
355
360
361
362
363
364
365
366
367
370
371
374
375
380
381
382
389
390

390.1
391
392
393
394
395
396
397
398

Organization Cost
Franchise Cost
Land and Land Rights
Structures 81 Improvements
Power Generation Equipment
Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services
Flow Measuring Devices
Flow Measuring Installations
Reuse Services
Reuse Meters And Installation
Receiving Wells
Pumping Equipment
Reuse Distribution Reservoirs
Reuse Trans. and Dist. System
Treatment & Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Sewer Plant & Equipment
Office Furniture & Equipment

Computers and Software
Transportation Equipment
Stores Equipment
Tools Shop and Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Other Tangible Plant

32 Total Direct UPIS $ $$ 203710 203710

References:

Column [A]:
Column [B]:
Column [C]:

Company B2 Schedules.
Company Supplemental Response to Staff TBH 2.2 Delivered on 12/5/2011
RUCO UPIS Adjustment No. 4 Column [A] + Column [B].



- Sewer DivisionLiberty Utilities (Litchfield Park Water & Sewer) Corp.
Docket No. SW-01427A-17-0058 et al.
Test Year Ended December 31, 2016

Sewer Division
Direct Schedule TJC-5

Page 1 of 1

RATE BASE ADJUSTMENT no. 2
REGULATORY LIABILITY FOR AES/NWS UNRECORDED & UNDISCLOSED REVENUES & CIAC

I

AmountDescription
Line
M

1 $Unrecorded Arroyo HOA Revenues (841 ,393)

2 Unrecorded Savannah HOA Revenues (718,169)

3 Arroyo & Savannah CIAC Carrying Charges (2,684,865)

4 Total Regulatory Liability $ (4,244,427)

References:
Per Company Response to Staff DR 5.5, 8.1, and RUCO DR 7.1
RUCO Workpapers



i.

llLiberty Utilities (Litchfield Park Water 8= Sewer) Corp. - Sewer Division
Docket No. SW-01427A-17-0058 et al.
Test Year Ended December 31, 2016

Sewer Division
Direct Schedule TJC-6

Page 1 of 3

RATE BASE ADJUSTMENT no. 3
ADVANCES-IN-AID-OF-CONSTRUCTION ("AIAC") ADJUSTMENT

Line
No.

1

2

Amount

$ 3,055,263

3,055,263

RUCO Recommended AIAC Balancel

Company AIAC Balance as Filed

3 $RUCO Recommended Adjustment

Description

1
References:
See RUCO Schedule TJC-6 on Page 3 of 3 at Line 4,
Per Company Schedule B-2 on Page 6 and 6.1 AIAC Activity.
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Liberty Utilities (Litchfield Park Water & Sewer) Corp. Sewer Division
Docket No. SW01427A-170058 et al.
Test Year Ended December 31 2016

Sewer Division
Direct Schedule TJC7

Page 1 of 4

RATE BASE ADJUSTMENT no. 4
CONTRIBUTIONSINAIDOFCONSTRUCTION("CIAC") ADJUSTMENT

Net CIAC
Balance

Gross
CIAC

CIAC
Accumulated
Amortization

Line
No.

1

Description

RUCO Recommended CIAC & Accumulated Amortization BaIances1

2 Company CIAC & Accumulated Amortization Balances as Filed

s (48.406544) s 8133414

(48406544) 8131812

s (40273.130)

(40274732)

3 s s$ 1 6031 603RUCO Recommended Adjustment

l

References:
1 See RUCO Schedule TJC-7 on Page 3 of 3 at Line 9

Per Company Schedule B2 on Page 5 5.1 thru 5.3 CIAC Amort.
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Liberty Utilities (Litchfield Park Water & Sewer) Corp. - Sewer Division
Docket No. SW-01427A-170058 et al.
Test Year Ended December 31, 2016

Sewer Division
Direct Schedule TJC8(a)

Page 1 of 1

RATE BASE ADJUSTMENT no. x l NOT USED IN DIRECT TESTIMONY FILING
CUSTOMER METER DEPOSITS

Line
No. AmountDescription

1 $

WaterDivision:
1 Customer Meter Deposits As Filed by Company

2 RUCO Recommended 13-Month Average Meter Deposits

3 $RUCOs Recommended Adjustment to Company's Test Year End Meter Deposits as Proposed

4 1 $

WastewaterDivision:
Customer Meter Deposits As Filed by Company

5

6 $

RUCO Recommended 13~Month Average Meter Deposits

RUCOs Recommended Adjustment to Companys Test Year End Meter Deposits as Proposed

References :



Liberty Utilities (Litchfield Park Water & Sewer) Corp. Sewer Division
Docket No. SW-01427A170058 et al.
Test Year Ended December 31, 2016

Sewer Division
Direct Schedule TJC-8(b)

Page 1 of 1

RATE BASE ADJUSTMENT no. x . NOT USED IN DIRECT TESTIMONY FILING
CUSTOMER SECURITY DEPOSITS

Line
No. AmountDescription

1 $
Water Division:

1 Customer Security Deposits As Filed by Company

2

3 $

RUCO Recommended 13Month Average Customer Security Deposits

RUCOs Recommended Adjustment to Companys Test Year End Customer Security Deposits as Proposed

4 $
Wastewater Division:

1 Customer Security Deposits As Filed by Company

5 RUCO Recommended 13Month Average - Customer Security Deposits

6 $RUCOs Recommended Adjustment to Companys Test Year End Customer Security Deposits as Proposed

References:
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Liberty Utilities (Litchfield Park Water & Sewer) Corp. Sewer Division
Docket No. SW-01427A-170058 et al.
Test Year Ended December 31 2016

Sewer Division
Direct Schedule TJC-10

Page 1 of 2

RATE BASE ADJUSTMENT n o . 6
ALLOWANCE FOR WORKING CAPITAL

i

l

Line
No.

RUCO
Recommended

Amount

Per
Company
As Filed

RUCO
Recommended

AdiustmentsDescription

1 $ $ $89,756Prepayments 89756

2 Materials and Supplies

3 157375 52,300Allowance for Cash Working Capital (105075)

4 Totals $ $$ 247131 142056(105075)

5 $ 105,075RUCO Recommended Adjustment

References:
Company Schedule B1 ,
RUCO Schedule TJC-10 Page 2.



Liberty Utilities (unchnera Park Water 8 Sewer) Corp. Sewer Division
Docket No. SW01427A170058 et al
Test Year Ended December 31 2016

Sewer Division
Direct Schedule TJC10

Page 2 of 2
i

RATE BASE ADJUSTMENT no. 6
LEAD I LAG STUDY FOR CASH WORKING CAPITAL ADJUSTMENT

I

T
[B] [E][Cl [Ol [Fl IG] [H]

Cash Working

D9§9Lilzli5xJ
Line
1:4

[Al
Company
Adjusted
Test Year
A Fi l

Net (Lead)lL8g
(Lead)/Lag Days Factor

.  D OI. §&L1§u;§§

Capital
Requirement

$`&!J$2l_x§&L.8]

RUCO
Expense

Ad tmenl

RUCO Expense
Recommended Revenue (Lead)/Lag

Expense La Da Q 3 3

s ss $

(192140)

(26160)

1 Salaries and Wages
2 Purchased Wastewater Treatment
3 Sludge Removal
4 Purchased Power
5 Fuel for Power Production
6 Chemicals
7 Materials and Supplies
B Contractual Services Professional
9 Contractual Services Testing
10 Contractual Services Other
11 Office Supplies and Expense
12 Rents
13 Transportation
14 Insurance
15 MiscelIaneous1
16 Property Taxesl
17 Income Taxes1

43.55
12.63
12.32
13.28
16.15
72.34
65.12
23.55
9.09

20.49
8.03

79.03
70.42

226.05
(31 .74)

(170.41)
6.55

4355
4355
43.55
43.55
43.55
43.55
43.55
43.55
43.55
43.55
43.55
43.55
43.55
43.55
43.55
43.55
43.55

30.92
31.23
30.27
27.40

(28.79)
(21.57)
20.00
M 4 6
23.06
35.52

(35.48)
(26.87)

(182.50)
75.29

213.96
37.00

0.11931
0.03460
0.03375
0.03638
0.04424
0.19819
0.17841
0.06452
0.02490
0.05613
0.02200
0.21652
0.19293
0.61931

(008696)
(0.46687)
0.01794

22.433
267582
736.334

261
400143
187784

2185064
42.616

1428922
40942
4.683

26.197
52838

159265
590928

1992968

22433
267582
736334

261
400143
187784

1992924
42616

1402761
40.942
4.683

26.197
52.838

156530
533545

1278431

776
9.031

26789
12

79304
33.502

128.580
1 .061

78743
901

1014
5054

32723
(13612)

(249099)
22.939

(2735)
(57383)

(714534)

17 ss 8.138.957 992953 s 7146004Total Operating Expenses

9025s s 823917 s B23917 (105418)(46.70)
43.55

(0.12795)
0.11931

43.55
43.55
43.55

18 Interest Expense on Proposed LongTenn Debi
19 Revenue Taxes and Assessments
20 Regulatory Commission Expense

7969922169.035 ss  8.138.957 s21 Total Cash Working Capital Expenses

s 52300

157375

22 Total RUCO Recommended Cash Working Capital

23 Total Company Proposed Cash Working Capital as Filed

s24 RUCO Cash Working Capital Adjustment 105075

1 At Proposed Rates
2 Company Schedule D2



Liberty Utilities (Litchfield Park Water & Sewer) Corp. Sewer Division
Docket No. SW01427A170058 et al.
Test Year Ended December 31 2016

Sewer Division
Direct Schedule TJC12

Page 1 of 1

OPERATING INCOME SUMMARY

[8] [D] [E][C]
RUCO

Recommended
Adjusted Test Year

Amounts

RUCO
Recommended

Adustmenls

[A]
Company
Adjusted
Test Year
AS FiledDescription

RUCO
Recommended

Amounts
Line
M

RUCO
Recommended

Changes

$ $ 93.889$

Revenues:
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

1

2

3

11163434
61212

409.308

$ 11.163434
61 212

409308

s  11257323
61 212

409308

4 Total Revenues as as$ $ 1172784311633954 93889s  11633954

s$ s$ $

(192140)

(26.160)

76

22433
267582
736334

261
400143
187784

2185064
42616

1428922
40942

4.683
26197
52838
74865

156454
3028078

22433
267582
736.334

261
400143
187784

1992924
42616

1402761
40.942
4683

26197
52838
74865

156454
1626594

22433
267.582
736334

261
400143
187784

1.992.924
42.616

1402761
40.942
4.683

26.197
52.838
74865

156.530
1.626.594(1401484)

5
G
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Operatinq Expenses:
Salaries and Wages
Purchased Wastewater Treatment
Sludge Removal
Purchased Power
Fuel for Power Production
Chemicals
Materials and Supplies
Contractual Services Professional
Contractual Services Testing
Contractual Services Other
Office Supplies and Expense
Rents
Transportation
Insurance
Regulatory Commission Expense
Miscellaneous
Depreciation & Amortization Expense
Taxes Other Than Income
Property Taxes
Income Tax

537059
712071

532.099
1244039

1 446
34392

533545
1278431

25 as Ss 9904325 359148811550 $ 8847464Total Operating Expenses

(4960)
531 969

$ (1092775)

26 s s1092775s 1729629 s 57975 s  2 8 8 0 3 7 92822404Operating Income

References:
Column [A]:
Column [B]:
Column [C]:
Column [D]:
Column [E]:

Company Schedule C1 ;
RUCO Recommended Total Adjustments Per Schedule TJC13 on page 1 in Column [O] at line 26.
Column [A] + [B] RUCO Recommended Adjusted Test Year Amounts Per Schedule TJC12 on page 1 in Column [P];
RUCO Recommended Increase/(Decrease) to Revenue Requirement.
Column [C] + [D] RUCO Recommended Increase/(Decrease) Amounts for Revenue Requirement.
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Ll=¢vyusnu(uwhn»l¢ Pmwnnufss-wcofp.s-unnauinn
Docket No. sw411421A11oosaual.
Tut You Ended D¢¢=emblf3l. 2010

S-uDmdon
DildSd\edlJllTJC14

pqaiofi

ml
RUCO

IE) [F]
RUCO A¢ua1°n¢»4

Dqalachbls UPlS Dqzlnciltion
Ricommondd Rare

Dspuciltinn EIUONO
Raeammondcd

OPERATNG »couE AnJusTuenT NO. 1
DEPRECIATION EXPENSE

lAi l o
RUCO

Company Adjudad UPIS
Al Flu Blhncls

[5]
RUCO
ups

Aapnauonu

(DI
RUCO

NonDcplh.
Fully

sss ss s
(27447)

(s.o2asso)
0915907

21441
5923556

32701476
006.351

1717159
aa.117225

21441
5.023.556

22.125.509
aosas1

1.1oo.aso
33449079

32701478
1105.35 I

1.717.159
33.117245

1 .naasso
30.288
34.343

1142.345
1soo

(331834)

(5341)
1.e21

:120.829
148313

0.250
14.m

312.488
141.934

312.488
I 41934

2939544I

i

(1 l453104)
(880892)

o.ooas
0.00*
o.oo1s
3.33%
5.0l;l*
2.00%
2.ooss
200*
290%
10.00*
1o.60%
2.00%
8.33%
a.a3%
1250%
2.50%
250%
5.00%
6.00%
a.aa%

11.000
(4.500
2.050

see

0.07%
0.07%
20.00%
2000%
4.00%

20
21
22
2:
24
25
20
21

(00018)
(ume)
(2736)

137700

(175045) .

(ae1.aoo)

4.078.137
43275

ee0.a0s
2.ma115

a2200
427.459

31 e73440
7443034

m a w
Asasu
200a21
74872

330.472
8.968

471.190
204.127
233.410

1140042
157.139

40101a1
43275

euaao
4.oaz.ese

o z z y
427459

202197ae
0702343

a4aoa 1
e10.2aa
295.32 I
7753\

331070
s.oaa

411 . 1 a2
1 ao.502
2aoeao

1278342
157.139

4079.137
43275

aao.aaa
4.082.659

022ao
427450

20219736
8702343

s4soa1
870283
295.321
n.sa1

331.070
epee

411.1s2
14.457

2ao.aao
890.442
157.139

s1so:s
3.006

2aes 1
510.332

1557
1ocao

1.010.987
:las111

11.445
seo4a
19608
1s5oe
ea.214

359
20558
1.44e

11.534
89044
15.714

5.00*
10.00*
5.00%
1000%
1090*
10.00/o

Rcuu Tum. aid Dix. System
Tluhnem A Dinar! Equipment
Plant S¢w¢n
°\Kflll Sew!! Lim
Other Swvof Palm & Equipmcrl
Cline Fumluve a Equipment
Common and Soltwlru
T'*N¢=°°Wl\1°¢\ Eq\mpmlll
Sinl Equiumori
Tools. Shop And Garage Ewe
Llborabfy Equal
Favor Opelllad Equip
C€mmuniclion Equal
Mheallanaous Euvb
Oiler Tangbh PIN!

Lhl NARUC
No. Aeemrl

a n n u m ;
I ask Oq 1niznunn Can
2 352 Franchise C 414
a 353 UM Ind Lind aw
4 354 Shuduns A MprovofnolM
5 355 Paw Gencrliion
o : to cdmuon Sun! Famed
1 361 Collocliun Sewer Gravity
B 362 Spoclnl Cdlocting Samur-
9 aaa Cudnmor Sevvieos
10 ala Flow M**li\U Duvlou
11 :as Flow M¢ll4l*19 hdalllduna
12 ala Rama Sown
43 Aar Rune man And lmhllldnn
14 370 Reesiuilg Weil:
15 371 Pumping Equlpml
IG 374 Reuse Diwiutinn Reulvuh
17 375
IB ala
19 381

see
aa9
390

aao.1
391
aw
ala
394

28 ahs
29 390
30 397
31 ace

oz Total Dlnd UP\S sss 115001590 s108708675s 115282022 4.1a2.022(8513947)s 378078

s s sss (40.2q6) s 0.coss
2ooss
c a n

4020s
537538
68.073

9g5g47
4429

10751
4ss1

1 a1\a9
443

2090*
10.00as

4020a
537536
6s.813

935.447
4.429

umgmsmmuzn;
UM aM um Rag fu
Suuctxns & lmprowvwnh
Ofieo Funlzne A Equiamod
Campus Ind Soliwum
Mhcdlansous Emlb

537.536
68.673

oa5.u7
4.429

s 1580884 s ss 1.580.884 s

33 903
34 904
35 940
ah u0.1
37 947

ah Total Nbcdtd Coqaouu ups 202 .904(40298) s 1540585

39 s 117218482Tall Dlnd I Alluclhd C°IP UPIS sl10.3\5.2GJ 4334985s 378.970 ;s 11o.aaosoo s 0.554245

a u.. . ... . . .. . . . . .1 Gross cIrc
RUCO

mwnnnuu
o¢&1hla CIAC

cIAo
RUCO CIAC

B Wnu
NawMo&iNe
Fdlv mmuu

ss s s s(12.782) s
(a41e.7/2)

0.00*
0.00ss
a.a3%
2.ooss
2.00%
2.00%
10.00%
12.50%
5.00*
5.00%

-

12.782
3410742

444.801
:l21a.290

26381179
2001.0aa

Anna
230721

9042310
2945172

13750

444.a01
3.218.290

26381 we
2.001.083

s u e s
230721

9042.:|a4s
2.945.172

1 a7so

12.1a2
341G742

444.501
3218.290

2o.ae1 179
2081083

toeea
23072 |

9042330
29 l5 l l2

13160

(14812)
(643410)

(527824)
(53222)
( w e )

(28840)
(452117)
(147259)

II ans)

44.917020s 4a40e 544 s

s

s

s

(3429.524) s

s 33.33%

s 4 s.4oo544 s

s (4244421) s (4244.4271 s (4.244.427)

(1393.552)

(1 414 e09)

1826594

3028078

39
40
41
42
4a
44
45
4a
41
4s
49

50

51

52

53

54 1 401 484s

352 Franchiu Contnbund
Asa Lard Contiiuled
354 Suudul- Ind lvnpvo\\n1¢l1ta Conhlunsd
too Fume Mean Conhhuwed
351 Cdhcdon Sswon Co1Mtbnlod
ala Sllvicol C0l\hi\ll¢d
384 Flaw Msuuvhg Dcvlou Conulund
371 Pumping Eqniument Contrizulad
380 Tnallnsnt & Dhpo-I Equhmam Conlziuled
381 Plan! Sewell Colwhiauted
390 Other Tanglzlc Pham Conuiln4

Tolll CIAC

Ass/nws Rqulubry Lhbliy Amauznnm EIOUHO

RUCO Tchl Dcpluciudnn Expelled

Company A4luu»a Dqaudltbn Ezqaovuo A: Find

RUCO hcl\lld(Duo1ulln) Elqaenu AdjuilnoN

Bshnnsn;
Cvmwvv B2 and C1 Sdmdul- and RUCO Sduddo TJC4 page 1
= Napo! FdlyDq:IIdi1¢dPllnllCIAC Balances
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Liberty Utilities (Litchfield Park Water & Sewer) Corp. Sewer Division
Docket No. SW01427A170058 et al.
Test Year Ended December 31 2016

Sewer Division
Direct Schedule TJC-15

Page 1 of 1

OPERATING INCOME ADJUSTMENT no.2
PROPERTY TAXES

[A] [B]

Line
No.

Ruco
AS ADJUSTED

RUCO
RECOMMENDEDProperty Tax Calculation

$$

ss

11633954
2

23267908

11 633954
2

23267908
11 633954

1
2
3
pa
4b

$$

$ $

$ $

34901 .861
3

11633954
2

23267908

11727843
34995750

3
11 665250

2
23330500

$$

$ $

5
6
7
8
g
10
11
12
13
14
15

241 372
23026535

18.0%
4144776
12.B378%

241 .372
23089128

18.0%
4156043
12.8378%

RUCO Adjusted Test Year Gross Revenues
Multiplied by 2
Subtotal (Line 1 ' Line 2)
RUCO Adjusted Test Year Gross Revenues
RUCO Recommended Revenue
Subtotal (Line 3 + Line 4a)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 ' Line 8)
Plus: 10% of CWIP Per Company Schedule E1 As Filed (intentionally Excluded)
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 Line 11)
Assessment Ratio
Assessed Value (Line 12 ' Line 13)
Composite Property Tax Rate (Per RUCO Effective Property Tax Calculation)

$16
17

532099
537059

RUCO Adjusted Test Year Property Tax Expense (Line 14 * Line 15)
Company Adjusted Test Year Property Tax Expense (Per Company Schedule C1 )

s (4960)

$
18
19
20
21

533545
532099

1 446s

RUCO Test Year Adjustment (Line 16Line 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

1 446
93889

1 .5405%

Increase/(Decrease) to Property Tax Expense
Increase in Revenue Requirement
Increase /(Decrease) to Properly Tax per Dollar Increase in Revenue (Line 22 l Line 23)

References:
RUCO Schedule TJC12:
RUCO Schedule TJC4(a) Pages 1-5.



- Sewer DivisionLiberty Utilities (Litchfield Park Water & Sewer) Corp.
Docket No. SW-01427A-170058 et al.
Test Year Ended December 31 2016

Sewer Division
Direct Schedule TJC-16

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 5
REMOVE APUC BONUSES

Amount
Line

M Description

1 265208$Total APUC Bonus Charged to LU 8020

2 100.00%Remove APUC Bonuses Charged to LU 8020

3 $ (265208)RUCO LU 8020 Adjustment

4 LPSCO Water Division Allocator 22.88%

25.14%LPSCO Sewer Division Allocator5

6 $ (66673)LPSCO Sewer Division Adjustment ( Line 3 x Line 4)

References:
RUCO Bonus Adjustments Workpaper;
RUCO Supporting Doc WP for Bonus Adjustments TBH 2.8 APUC Admin Costs 2016.
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Sewer DivisionLiberty Utilities (Litchfield Park Water 81 Sewer) Corp.
Docket No. SW01427A-170058 et al.
Test Year Ended December 31 2016

Sewer Division
Direct Schedule TJC-17

Page 1 of 1

OPERATING INCOME ADJUSTMENT NO. 6
REMOVE LUCC BONUSES

AmountDescription
Line
M

1 $ 86,225Total LUCC Bonus Charged to LU 8020

2 100.00%Remove LUCC Bonuses Charged to LU 8020

3 $RUCO LU 8020 Adjustment

4 LPSCO Water Division Allocator

(86225)

22.88%

LPSCO Sewer Division Allocator 25.14%5

6 $ (21677)LPSCO Sewer Division Adjustment ( Line 3 x Line 4)

References:
RUCO Bonus Adjustments Workpaper
RUCO Supporting Doc WP for Bonus Adjustments TBH 2.8 LUCC Admin Costs 2016.



Sewer DivisionLiberty Utilities (Litchfield Park Water & Sewer) Corp. -
Docket No. SW01427A170058 et al.
Test Year Ended December 31 2016

Sewer Division
Direct Schedule TJC-18

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 7
REMOVE LABS BONUSES

AmountDescription
Line

M

1 $ 204164Total LUCC Bonus Charged to LU 8020

2 100.00%Remove LABS Bonuses Charged to LU 8020

3 $RUCO LU 8020 Adjustment

4 LPSCO Water Division Allocator

(204164)

22.88%

LPSCO Sewer Division Allocator5 25.14%

6 $ (51 327)LPSCO Sewer Division Adjustment ( Line 3 x Line 4)

References:
RUCO Bonus Adjustments Workpaper
RUCO Supporting Doc WP for Bonus Adjustments TBH 2.8 LABS Admin Costs 2016.



- Sewer DivisionLiberty Utilities (Litchfield Park Water8- Sewer) Corp.
Docket No. SW01427A-17-0058 et al.
Test Year Ended December 31 2016

Sewer Division
Direct Schedule TJC19

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 8
NORMALIZE LU 8020 BONUSES

AmountDescription
Line
M

1 Total LU8020 Bonuses $ 479379

2 RUCO Normalized to OctoberDecember Levels of 2016 Bonuses 270696

3 $

4

RUCO LU 8020 Adjustment

LPSCO Water Division Allocator

(208,682)

22.88%

5 LPSCO Sewer Division Allocator 25.14%

6 $LPSCO Sewer Division Adjustment ( Line 3 x Line 4) (52463)

References:
RUCO Bonus Adjustments Workpaper;
RUCO Supporting Doc WP for Bonus Adjustments TBH 2.22(e) Admin Costs 2016.
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Liberty Utilities (Litchfield Park Water & Sewer) Corp. - Sewer Division
Docket No. SW01427A170058 et al.
Test Year Ended December 31 2016

Sewer Division
Direct Schedule TJC21

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 9
ADJUSTED TEST YEAR AND RECOMMENDED BAD DEBT EXPENSE

AmountDescription
Line

M

$1

2

3

12,356
22955
(7257)

2014 Bad Debt Expense
2015 Bad Debt Expense
2016 Bad Debt Expense

4 $ 28054Total 3Years Bad Debt Expense (Sum of Lines 13)

5 $ 9,3513-Year Average Bad Debt Expense (Line 4 / 3Years)

6 (7257)

7 $ 16,608

Test Year Bad Debt Expense (Line 3)

Company Adjustment to Miscellaneous Expense for Bad Debt Expense (Line 5 Minus 6)

$8
g

11633954
11633954

Company Test Year Adjusted Revenues Per Company Schedule c-1
RUCO Test Year Adjusted Revenues Per RUCO Schedule TJC~12

10 $

11

RUCO Difference In Adjusted Test Year Revenues (Line 9 Minus 8)

RUCO Adjustment to Bad Debt Expense for RUCO Adjusted Test Year Revenues (L10 x L12) W

12

13

14
$
$

0.0804%
11727843

9427

RUCO Bad Debt percent of Revenues (Ls / LE)
RUCO Recommended Revenues Per RUCO Schedule TJC12
RUCO Bad Debt at Proposed Revenues (L12 * L13)

15 76$RUCO Change in Bad Debt Expense Adjustment (L14 L5)

References:
Company Schedule C1
RUCO Income Statement Schedule TJC12.



Liberty Utilities (Litchfield Park Water 8\ Sewer) Corp. - Sewer Division
Docket No. SW01427A-17-0058 et al.
Test Year Ended December 31 2016

Sewer Division
Direct Schedule TJC-22

Page 1 of 1 l
l

l
l

OPERATING INCOME ADJUSTMENT no. 10
HISTORICAL CUSTOMER GROWTH ADJUSTMENT - NOT USED IN DIRECT FILING

Line

M

.I

i

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



- Sewer DivisionLiberty Utilities (Litchfield Park Water & Sewer) Corp.
Docket No. SW01427A170058 et al.
Test Year Ended December 31 2016

Sewer Division
Direct Schedule TJC23

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 11

DISALLOWED EXPENSES PER COMPANY RESPONSE TO STAFF DR #2.23

Amount
Line

M Description

1 Membership 8- Industry Associations Fees $ (1493)

2 Charitable Contributions (101)

3 Lobbying Expenses (13,827)

4 Meals for Luncheons and Dinners (10338)

5 * Christmas Party (390)

6 Massage Therapy Treatments (12)

7 RUCO Total Adjustment $ (26160)

l
l
l

*

References:

Line 1 @ 50% Sharing Between Ratepayers 8» Shareholders
Line 2 @ 100% Disallowance
Line 3 @ 100% Disallowance
Line 4 @ 50% Sharing Between Ratepayers & Shareholders

Line 5 @ 100% Disallowance not included in Companys response to Staff DR TBH 2.23 - Single Invoice shown to Becker



Liberty Utilities (Litchfield Park Water & Sewer) Corp. - Sewer Division
Docket No. SW-01427A-17-0058 et al.
Test Year Ended December 31 2016

Sewer Division
Direct Schedule TJC-24

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 12
NOT USED FOR SEWER DIVISION

Amount
Line
M Description



Sewer DivisionLiberty Utilities (Litchfield Park Water 8. Sewer) Corp.
Docket No. SW-01427A-17-0058 et al.
Test Year Ended December 31, 2016

Sewer Division
Direct Schedule TJC-25

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 13
INCOME TAX EXPENSE

[B]
Proposed

and
Recommended

Adjusted
Test YearLine

No. Description

1 $ $712,071 1,992,966Company Income Tax Expense

2 1,278,4311,244,039RUCO Recommended Income Tax Expense

3 $ $531,969RUCO Recommended Adjustments (714,534)

[A]

References:
Line 1: Company Schedule C-1 ,
Line 2: RUCO Schedule TJC-12.



Liberty Utilities (Litchfield Park Water & Sewer) Corp.. Sewer Division
Docket No. SW01427A170058 et al.
Test Year Ended December 31 2016

Sewer Division
Direct Schedule TJC26

Page 1 of 1

GROSS REVENUE CONVERSION FACTOR ("GRCF")

Line
No. AmountD rt  son

1 37.2340%Combined Federal & State Effective Income Tax Rate

2 0.9669%Property Tax Effective Rate

Uncollectible Revenue Effective Rate 0.0505%3

38.2514%4 Total Cobined Federal State Property. and Uncollectible Effective Rates (Sum of L1 + L2 + LE)

61.7486%5 Operating Income % = 100% Minus Combined Federal State Property Uncollectible Effective Rates (100% Minus Line 4)

1

6
Operating Income % on Line 5

References:
RUCO Schedule TJC1 Page 1 of 2 and Page 2 of 2
RUCO Schedule TJC12.



Liberty Utilities (Litchfield Park Water & Sewer) Corp. - Sewer Division
Docket No. SW01427A-17-0058 et al.
Test Year Ended December 31 2016

Sewer Division
Direct Schedule TJC27

Page 1 of 1

COST OF CAPITAL

[A] [B] [C] [D]
WEIGHTED

COST
RATE

Line
No.

CAPITAL
RATIO

COST
RATE

DOLLAR
AMOUNTDescription

1 1 .74%3.78%46.00%s 36175,010Long-Term Debt

2 ShortTerm Debt 0.00% 0.00% 0.00%

3 5.17%9.57%54.00%42466317Common Equity

4 100.00% 6.91%$ 78641 327Total Capitalization

5 6.91%WEIGHTED AVERAGE COST OF CAPITAL ("WACC")

References:
Columns [A] Thru [D]: JAC Schedules 8. Testimony
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Rate Design Direct Testimony of Timothy J. Coley

Liberty Utilities (Litchfield Park Water & Sewer) Corp.

Docket No. SW-01427A-170058 et al.

EXECUTIVE SUMMARY
LIBERTY UTILITIES CORP

DOCKET no. W-02465A-15-0367 et al.

i

i

l

l

Liberty Utilities (Litchfield Park Water 8t Sewer) Corp ("LU-LPSCO" or "Company") filed
four separate dockets, two Rate Applications and two Financing Applications, on
February 28, 2017 and March 17, 2017 for two of its Arizona operating systems. Lu-
LPSCO'stwo operating systems as filed included Litchfield Park Water and Litchfield Park
Sewer. The four separate dockets were consolidated under the single Docket No. SW-
01428A-17-0058 et al. for administrative efficiency purposes. LU-LPSCO is a for profit
and certificated Arizona public service corporation that provides water and sewer utility
service to various communities in the southwestern portion of the Phoenix metropolitan
area. It serves areas in and around the City of Goodyear north of Interstate 10, two
commercial sites in Avondale and an unincorporated area of Maricopa County. The two
divisions' corporate business office is located at 12725 West Indian School Road, Suite
D-101, Avondale, Arizona 85392.

RUCO recommends approval of its rate design for both the Litchfield Park Water 8< Sewer
Divisions as follows:

Litchfield Park Water Division:
There are more %-Inch water residential customers than any other meter size. Therefore,
RUCO will use the Residential %-Inch meter size customer classification to express its
recommended rate design's impact on that customer classification. The Company-
proposed rates would increase the monthly bill for a typical %-Inch meter residential
customer, with an average usage of 8,357 gallons, by $3.28 or 12.63 percent, from $25.96
to $29.24.

Under the RUCO-recommended rate design for permanent rates, the monthly bill for a
typical residential customer would decrease by $(1 .97), or (7.57) percent, from $25.96 to
$23.99.

Litchfield Park Sewer Division:
The Company-proposed rates would increase the monthly bill for a typical %-Inch water
meter residential customer, with an average water usage of 8,357 gallons, by $12.65 or
31 .351 percent, from $40.35 to $53.00.

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

Under the RUCO-recommended rate design for permanent rates, the monthly bill for a
typical residential customer would increase by 35¢, or 0.87 percent, from $40.35 to
$40.70.

I

ii



Rate Design Direct Testimony of Timothy J. Coley

Liberty Utilities (Litchfield Park Water & Sewer) Corp.

Docket No. SW-01427A-17-0058 et al.
I

1

INTRODUCTION1

2 Q. Please state your name, title, and business address.

A.3

4

5

My name is Timothy J. Coley. I am a Public Utilities Analyst V employed by the

Arizona Residential Utility Consumer Office ("RUCO"). My business address is

1110 West Washington Street, Suite 220, Phoenix, Arizona 85007.

6

7 Q.

8

9

Are you the same Timothy J. Coley who has filed direct testimony pertaining

to rate base, operating income, and revenue requirement on behalf of RUCO

on December 21, 2017 in this docket for Liberty Utilities' permanent rate

10 application?

11 A. Yes.

12

ll. BACKGROUND13

14 Q. Please describe the Company and background of the current rate case.

15 A.

"C "
16

17

18

19

20

21

22

23

Liberty Utilities Corp or Litchfield Park Water & Sewer Corp's ("LU-LPSCO" or

"Company") two operating divisions as filed are classified as an Arizona

Corporation. The Company is a for profit and certificated Arizona public service

corporation that provides water and sewer utility service to various communities

throughout the southwestern portion of the Phoenix metropolitan area in and

around the City of Goodyear north of Interstate 10, two commercial sites in

Avon dale and an unincorporated area of Maricopa County. On February 28, 2017

and March 17, 2017, the Company filed four separate Applications two of which

were Rate Applications for permanent rate increases for its Litchfield Park Water

1



Rate Design Direct Testimony of Timothy J. Coley
Liberty Utilities (Litchfield Park Water & Sewer) Corp.
Docket No. $W-01427A17-0058 et al.

1

2

3

4

5

and Sewer Divisions. The other two Applications were for financing matters related

to the two water and sewer divisions. All four Applications were consolidated under

Docket No. SW-01427A-17-0058 et al. for administrative efficiency purposes. LU-

LPSCO's corporate business office is located at 12725 West Indian School Road,

Suite D-101, Avondale, Arizona 85392.

6

7 Q. Please briefly describe the present rate design structure for the two

8 divisions?

A.9

10

11

12

13

14

15

16

17

For the water division, the present rate design is based on monthly minimum

charges that increase by meter size and tiered commodity rate charges per one-

thousand gallons consumed. There are currently several customer classifications,

residential, multi-tenant housing, commercial, irrigation hydrants, fire sprinklers,

and other public authority users such as schools districts and the City of Goodyear.

The water division has a four-tier commodity rate design for the 8A-lnch metered

residential customers with break-over points of 3,000, 10,000, 20,000, until infinity

for total gallons usage. The four-tier commodity rates are currently set at 75¢,

$1 .95, $2.95, and $3.46 respectively for the four-tier break-over price points.

18

19

20

21

22

23

For the sewer division, %-Inch residential customers have a flat monthly minimum

rate design with M commodity charges based on water usage. The other sewer

system customer classifications (i.e. commercial, industrial, and schools) have flat

monthly minimums based on water meter sizes in addition to a commodity charge

per 1,000 gallons water usage. The present commodity charge for these customer

2



Rate Design Direct Testimony of Timothy J. Coley
Liberty Utilities (Litchfield Park Water & Sewer) Corp.
Docket No. $W01427A-17-0058 et al.

1

2

classifications varies depending on the classification of customer (i.e., commercial

and restaurants) for each 1,000 gallons of water usage per month.

3

i

i4 Q.
i

5
l
\

Has the Company proposed any significant changes to the present rate

design structure?

A.6 No.

7

All customer classifications proportionately shared in the Company's

proposed increase in rates across the board. Therefore, the customers will not

8

9

10

11

experience any significant shifts or changes other than the increase/decrease in

the revenue requirements as proposed by the Company. RUCO believes the

Company's commodity charge in its first tier as proposed should be set at $1.00

per thousand gallons through the first break-over point for the water division.

12

13 Q.

14

Did RUCO recommend a first tier commodity rate of $1.00 per thousand

gallons in its rate design for the water division?

15 A.

16

17

18

19

No. RUCO is just suggesting that the Company's present and proposed first tier

commodity charge is set to far below its true cost of providing the commodity at

both the Company's proposed adjusted TY expenses and RUCO's recommended

adjusted TY level of expenses. RUCO would support a first tier commodity charge

that is more reflective of the Company's true cost of providing that commodity.

20

21

22

23

RUCO has recommended a slightly higher first-tier commodity charge in the recent

Bella Vista and Rio Rico rate cases. RUCO would support a first tier commodity

rate that comes closer to the Company's cost of providing that commodity in the

3



Rate Design Direct Testimony of Timothy J. Coley
Liberty Utilities (Litchfield Park Water & Sewer) Corp.
Docket No. SW-01427A-17-0058 et al.

1

2

3

4

5

future. RUCO's recommendation is aimed to create greater revenue stability for

the Company moving forward since all customer classifications and meter sizes

that uses any water does so in the first tier. Practically all metered revenues are

generated from customers consuming or using water in this first tier. Therefore,

any shift in revenues toward the first tier will be shared by all customers and

6 customer classifications.

7

8 Q. Is RUCO recommending any changes to the present rate design structure?

A.9

I
10

No. RUCO utilized the same Company rate design with the only exception being

the revenue percentage increase/decrease as recommended by RUCO.

11

III.12 RATE DESIGN

13 Q.

14

Have you prepared schedules summarizing the Company's present and

proposed rates compared to RUCO's recommended rates and charges?

A.15

16

17

Yes. RUCO has presented its recommended rates in the attached Rate Design

Schedules TJC-1. A brief summary of the Company-present, Company-proposed,

and RUCO-recommended rates for the %-Inch residential customer for each of the

18 two divisions is presented on the following page

19

20

21

22

23

4



Rate Design Direct Testimony of Timothy J. Coley

Liberty Utilities (Litchfield Park Water & Sewer) Corp.

Docket No. SW01427A-17-0058 et al.

1 Litchfield Park Water:

2 Q. Please summarize the present rate design for the %-Inch residential

customer?3

A.4 The present monthly minimum charge for the %-Inch residential customer is

5 $13.26. No gallons are included in the monthly minimum charge. The present

6

7

four-tier commodity rates for the %-Inch residential water customer are set at 75¢,

$1.95, $2.95, and $3.46 per thousand gallons respectively for the four-tier break-

8

g

10
i

11 i

l
12

over price points. The four-tier break-over points are 1 to 3,000 gallons in the first-

tier at 75¢ per thousand gallons, for the next 7,000 gallons in the second-tier of

water usage between 3,001 to 10,000 gallons the commodity rate is set at $1.95

per thousand gallons, for the next 10,000 gallons in the third-tier of water usage

between 10,001 to 20,000 gallons the commodity rate is set at $2.95 per thousand

13 gallons, and fourth-tier for any water usage over 20,000 gallons is set at $3.456

14 per thousand gallons.

15

16 RUCO's earlier recommendation to shift more revenues into the first-tier through a

17

18

higher first-tier commodity charge would provide the Company greater revenue

stability. Moreover, the revenues are known and measurable. Whereas, the

19

20

Company's ill-founded usage normalization adjustment is not known and

measurable and therefore should be rejected.
I

21

22

5



Rate Design Direct Testimony of Timothy J. Coley

Liberty Utilities (Litchfield Park Water & Sewer) Corp.

Docket No. SW01427A-17-0058 et al.

1 Q. Please summarize the Company's proposed rate design for the "/-Inch

residential customer?2

A.3

4

5

I

3

l
i

i
6

7

8

The Company-proposed monthly minimum charge for a %-Inch residential

customer is $14.93. No gallons are included in the monthly minimum charge. The

residential water commodity rate for the %-Inch residential customer is 84.5¢ per

thousand gallons for 1 to 3,000 gallons, $2.197 per thousand gallons for 3,001 to

10,000 gallons, $3.197 per thousand gallons for 10,001 to 20,000 gallons, and

$38938 per thousand gallons for any usage over 20,000 gallons.

9

10 Q. Please summarize RUCO's recommended rate design for the water division's

11 %-Inch residential customer?

12 A.

13

14

15

16

17

RUCO recommends a monthly minimum charge for a %-Inch residential customer

of $12.26. No gallons are included in the monthly minimum charge. RUCO

recommends the same four-tier residential water commodity rate for the %-Inch

residential customer of 69.32¢ per thousand gallons for 1 to 3,000 gallons, $1 .8023

per thousand gallons for 3,001 to 10,000 gallons, $2.7266 per thousand gallons

for 10,001 to 20,000 gallons, and $31943 per thousand gallons for any usage over

18 10,000 gallons.

19

20

21

22

23

6



Rate Design Direct Testimony of Timothy J. Coley

Liberty Utilities (Litchfield Park Water & Sewer) Corp.

Docket No. $W-01427A-17-0058 etal.

Litchfield Park Sewer:1

2 Q . Please summarize the Company's present rate design for the %-Inch

residential customer?3

A .4

5

6

The present monthly minimum charge for a %-Inch residential customer is $40.35.

There are no gallons included in the monthly minimum charge. There is also no

commodity charge for the residential customers.

7

8 Q . Please summarize the Company's proposed rate design for the "/-Inch

9 residential customer?

A .10

11

12

The Company-proposed monthly minimum charge for a %-Inch residential

customer is $53.00. There are no gallons included in the monthly minimum

charge. Again, there is no commodity charge for the residential customers.

13

14 Q . Please summarize RUCO's recommended rate design for the %-Inch

residential customer?15

16 A. RUCO recommends a monthly minimum charge for a %-Inch residential customer

17 of $40.70 due to its recommended revenue requirements. RUCO does not

18 recommend any commodity charge for the residential customers either.

19

20

21

22

23

7



Rate Design Direct Testimony of Timothy J. Coley
Liberty Utilities (Litchfield Park Water & Sewer) Corp.

Docket No. SW-01427A17-0058 et al.

1 IV. TYPICAL BILL ANALYSIS

I

2 Q .

3

4

Have you prepared a residential typical bill analysis that shows the impact

of both the Company's and RUCO's recommended rates for each of the

Company's two divisions?

A.5

6

Yes. RUCO has presented its typical bill analysis in Schedules TJC-2 and has

summarized the results for each of the two divisions as discussed below.

7

8

9

10

11

12

Litchfield Park Water:The Company-proposed rates would increase the monthly

bill for a typical %-Inch meter residential customer, with an average usage of 8,357

gallons, by $3.28 or 12.63 percent, from $25.96 to $29.24. Under the RUCO-

recommended rate design for permanent rates, the monthly bill for a typical

residential customer would decrease by ($1 .97), or (7.57%) percent, from $25.96

13 to $23.99.

14

15

16

17

18

19

Litchfield Park Sewer:The Company-proposed rates would increase the monthly

bill for a typical %-Inch meter residential customer, with an average usage of 8,357

gallons, by $12.65 or 31.351 percent, from $40.35 to $53.00. Under the RUCO-

recommended rate design for permanent rates, the monthly bill for a typical

residential customer would increase by 35¢, or 0.87 percent, from $40.35 to

20 $40.70.

21

22 Q. Does this conclude your rate design direct testimony?

23 A. Yes, it does.

8
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Schedule TJC1
Page 1 of 2

Liberty Utilities (Lm¢hneld Park Water Sewer) Corp. Water Divislon
Docket No. SW01428A170058 et al.
Test Year Ended December 31 2016 Rate Design

Company
PresentMonthi Usa eChar e

Company
Pro sad Rates

RUCO
Recommended Rates

$ s s

W
I

I

Meter Size (All Classes Except MF. Commercial & Irrigation 1Inch):
5/8 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
a Inch
4 Inch
6 Inch
8 Inch
10 Inch
12 Inch

12.26
12.2560
27.5759
SI .2799
98.0478

196.0955
306.3993
612.7986
980.4777

1 409.4367
2635.0339

14.93
14.9300
33.5925
74.6500

119.4400
238.8800
373.2500
746.5000

1 194.4000
1 716.9500
3.209.9500

13.26
13.2600
29.8350
66.3000

106.0800
212.1600
331 .5000
663.0000

1 060.8000
1 524.9000
2B50.9000

MultiFamily Commercial. 8. Irrigation Customer Class:
1 Inch 37.3250 30.639933.1500 $ $ l$

$Fire Hydrant Bulk Sales (Construction) and Sweeper By Meter Size

s

By Meter Size

$NT
NT

575.00
NT
NT

201.5550
403.1100

647.4500

921.1530
1 733.3730

165.4556
330.9112

647.4500

761 .0958
1 422.9183

4 Inch Bulk Water Resale Only
6 Inch Bulk Water Resale Only
8 Inch Bulk Water Resale Only

10 Inch Bulk Water Resale Only
12 Inch Bulk Water Resale Only

Fire By Meter SizeBy Meter SizeBy Meter Size

Commodi Char e Per 1.000 Gallons

s$ $ 0.6932
1 .8023
2.7266
3.1943

0.a45000
2.197000
3.197000
3.893760

0.7500
1 .9500
2.9500
3.4560

I In h R i ni I :
First 3.000 gallons
3001 to 10000 gallons
10001 lo 20000 gallons
Over 20000 gallons

Residentially:

1 .9500
3.4560

2.197000
3.893760

1.8023
3.1943

5/8 ln¢h (Non
First 9000 gallons
Over 9000 gallons

0.1500
1 .9500
2.9500
3.4560

0.845000
2.197000
3.197000
3.593760

0.6932
1 .8023
2.7266
3.1943

3/4 Inch (Residential):
First 3000 gallons
3001 to 10000 gallons
10001 IO 20000 gallons
Over 20000 gallons

1.9500
3.4560

1 .8023
3.1943

2.197000
3.893760

3/4 Inch (NonResidential):
First 9000 gallons
Over 9000 gallons

0.7500
1 .9500
2.9500
3.4560

0.6932
1 .8023
2.7266
3.1943

0.845000
2.197000
3.197000
3.893760

1 Inch pResidential):
First 5.000 gallons
5.001 to 19.000 gallons
19.001 to 30.000 gallons
Over 30.000 gallons

2.197000
3.893760

1 .9500
3.4560

1.8023
3.1943

1 Inch (NonResidential):
First 20.000 gallons
Over 20.000 gallons

1 .9500
3.4560

2.197000
3.893760

1.8023
3.1943

1 1/2 Inch (All Customer Classifcationsl:
First 40.000 gallons
Over 40000 gallons



Schedule TJC1
Page 2 of 2

Liberty Utilities (Litchfield Park Water Sewer) Corp. Water Division
Docket No. SW01428A170058 et al.
Test Year Ended December 31 2016 Rate Design

1 .9500
3.4560

1 .8023
3.1943

2.197000
3.893760

2 Inch (All Customer Classifications):
First 60.000 gallons
Over e0000 gallons

1 .9500
3.4560

1 .8023
3.1943

2.197000
3.893760

3 Inch (All Customer Classi6cations1:
First 120000 gallons
Over 120000 gallons

2.197000
3.893760

1 .8023
3.1943

1 .9500
3.4560

4 Inch (All Customer Classifucationsk
First 180.000 gallons
Over 180.000 gallons

l

l

l
l

W
1 .9500
3.4560

1 .8023
3.1943

2.197000
3.893760

6 Inch (All Customer CIassiHcationsl:
First 360.000 gallons
Over 360.000 gallons

1 .8023
3.1943

2.197000
3.893760

1 .9500
3.4560

8 Inch (All Customer Classifucationst
First 650000 gallons
Over 650000 gallons

l

\
l

l

1 In h A l I m i l ifi i n :
1 .9500
3.4560

2.197000
3.893760

1.8023
3.1943

First 940.000 gallons
Over 940000 gallons

12In h AII m i l if n :
1
\
l1.8023

3.1943
1 .9500
3.4560

2.197000
3.893760

First 1248.000 gallons
Over 1248000 gallons

r:Bulk Water Resale Onl In I in i f
1 .85801 .6500 1 .8580Commodity Charges

3.8937603.4560 3.1943
Standpipe (Fire Hydrant/ Construction and Sweeper):
All Usage

i



Schedule TCJ2Liberty Utilities (Litchfield Park Water & Sewer) Corp. Water Divlslon
Docket No. sw01428A-170058 et al.
Test Year Ended December 31 2016

\

Typical Bill Analysis
General Service 3/4Inch Meter

Percent
Increase

Dollar
IncreaseGallons

Proposed
Rates

Present
RatesCompany Proposed

12.63%3.2825.96 $ 29.24 $$8357Average Usage

2.9423.31 12.63%7.000 26.25 $Median Usage

RUCO Recommended

7.57%23.99 $25.96 s$8357 (1.97)

7.57%23.311000 21.54 s (1.77)

Average Usage

Median Usage

Present & Proposed Rates (Without Taxes)
General Service 3/4Inch Meter

Present
Rates

Company
Proposed

Rates
%

Increase
Gallons
Consumption

I

13.26
14.01
14.76
15.51
17.46
19.41
21 .36
23.31
25.26
27.21
29.16
32.11
35.06
38.01
40.96
43.91
46.86
49.81
52.76
55.71
58.66
75.94
93.22

110.50
127.78
145.06
162.34
248.74
335.14

%
Increase

7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
7.57%
I.57%
7.57%
7.57%
7.57%
7.57%
7.57%

14.93
15.18
16.62
17.47
19.66
21 .86
24.06
26.25
28.45
30.65
32.84
36.04
39.24
42.44
45.63
48.83
52.03
55.22
58.42
61.62
64.81
84.28

103.75
123.22
142.69
162.16
181 .63
278.97
376.31

RUCO
Recommended

Rates
12.26
12.95
13.64
14.34
16.14
17.94
19.74
21.54
23.35
25.15
26.95
29.68
32.41
35.13
37.86
40.59
43.31
46.04
48.77
51 .49
54.22
70.19
86.16

102.13
118.10
134.08
150.05
229.91
309.76

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

12.59% s
12.60% s
12.60% s
12.60% s
12.61% $
12.62% s
12.62% $
12.63% s
12.63% s
12.63% s
12.63% s
12.24% $
11.92% s
11.64% s
11.41% $
11.20% $
11.02% s
10.87% s
10.73% s
10.60% s
10.49% $
10.99% $
11.30% s
11.51% $
11.67% $
11.79% $
11.88% $
12.15% $
12.29% $

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

1 000
2000
3.000
4000
5000
6000
7000
s000
9000

10.000
11 000
12000
13000
14000
15.000
16.000
17000
18.000
19000
20.000
25000
30.000
35.000
40.000
45.000
50.000
75.000

100.000
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¢
Schedule TJc1

Page 1 of 1
Liberty Utilities (Litchfield Park Water Sewer) Corp. Sewer Division
Docket no. SW01428A170058 et al.
Test Year Ended December 31 2016 Rate Design

Mont fl Usa eChar e Present
Company

Pro sed Rates
RUCO

Recommended Rates

40.3500 40.700053.0000s$ s
Customer Classification:
Monthly Residential Service

37.4600 49.2000 377819MultiUnit Housing Monthly per Unit

682400 68.829189.6300

l

38.2000
3.3327

NT

50.1800
4.3775
5.4100

38.5345
3.3612
4.1500

Commercial:
Small Commercial Monthly Service
Measured Sewicez

Regular Domestic:
Mommy Service Charge
Commodity Charge per 1000 gallons water usage
Commodity Charge per 1000 gallons measured influenza

38.2000
4.4505

NT

50.1800
5.84573175

7.2200

38.5345
4.48855260

5.5400

Restaurant Motels. Grocery Stores & Dry Cleaning Estab:
Monthly Service Charge
Commodity Charge per 1.000 gallons water usage
Commodity Charge per 1000 gallons measured inNuenta

Wigwam Resort:
Monthly Rate . Per Room
Main Hotel Facilities Per Month

37.4600
1 483.4700

49.2000
1 .94e.5400

37.7819
s 1498.1500

1 324.9900
1 .558.8200

1 558.8200
2.416.1800

Schools . Monthly Service Rates:
Elementary Schools
Middile Schools
High Schools
Community College

1 008.7500
1 186.7700
1 186.7700
1 839.5000

1 017.3800
1 196.9200
1 196.9200
1 B55.2300

Eft1uent4 Market Market Market

1 Motels without restuarants charged multiunit monthly rate.
2 Motels without restuarants included (elinimate multiunit monthly rate provision)
3 For customers that are not receiving water service from Liberty Utilities a meter to measure inf1 uent will be installed at cost and paid by

customer subject to refunding.
4 Market Rate Maximum eMuent rate shall not exceed $430 per acre foot based on a potable water rate of $1 .32 per thousand

gallons.
NT = No Tariff
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Schedule TJC-2Liberty Utilities (Litchfield Park Water 8- Sewer) Corp. Sewer Division
Docket No. SW01428A170058 etal.
Test Year Ended December 31, 2016

Typical Bill Analysis
General Residential Service (Water Meter Size Not Applicable)

Proposed
Rates

Percent
Increase

Dollar
IncreaseGallons

Present
RatesCompany Proposed

12.55 31 .35%53.00 $$ 40.35 $

12.6540.35 31 .35%53.00 $

Average Usage

Median Usage

RUCO Recommended

0.35 0.87%40.70 $40.35 $$Average Usage

0.3540.35 0.87%40.70 $Median Usage

Present & Proposed Rates (Without Taxes)
General Residential Service (Water Meter Size Not Applicable)

%
Increase

Company
Proposed

Rates
Present
Rates

RUCO
Recommended

Rates
%

Increase
Gallons
Consumption

53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00
53.00

40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35
40.35

0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%
0.87%

40.70
40.70
40.70
40.70
40.70
40.70
40.70
40.70
40.70
40.70
40.70
40.70
40.70
40.70
40.70
40.70
40.70
40.70
40.70
40.70
40.70
40.70
40.70
40.70
40.10
40.70
40.70
40.70
40.70

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

$
$
s
$
$
$
$
s
s
$
$
$
$
s
s
$
$
s
s
s
S
$
$
$
$
$
$
$
$

31.35% $
31.35% s
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% $
31.35% s
31.35% $

1000
2000
3000
4000
5000
6000
7000
8000
9000

10,000
11000
12000
13000
14000
15000
16000
17000
18000
19000
20000
25000
30000
35000
40000
45000
50000
75,000

100000
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l
i
i

1 EXECUTIVE SUMMARY
l

l

2 i

3

4

5

6

RUCO recommends that the Commission adopt a 6.91 percent overall rate of return for Liberty

Utilities (Litchfield Park Water 8t Sewer) Corp. ("LU-LPSCO," or "Company"), based upon (i) a

pro forma capital structure consisting of 46.00 percent long-term debt and 54.00 percent common

equity, (ii) a provisional 3.78 percent cost of long-term debt, and (iii) RUCO's recommended 9.57

percent cost of common equity, as shown below:
7

8
Cost Weighted CostWeiqht

g 46.00 %
54.00 %

3.78 %
9.57 %

1.74 %
5.17 %

Long~Term Debt
Common Equity

10
Overall Rate of Return 10

11

12

13

14

15

16

RUCO's 9.57 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

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

RUCO's DCF (9.63 percent), CAPM (7.68 percent), and CE (11 .40 percent) models, as follows:

17
Cost EstimateCost of Equity Estimation Model

18

19
9.63 %
7.68 %

11.40 %

Constant Growth Discounted Cash Flow
Capital Asset Pricing Model
Comparable Earnings

20 oAverage Cost of Equity

21

22

23

I will also demonstrate that the 10.70 percent cost of equity recommendation put forth by

Company witness, Mr. Thomas J. Bourassa, significantly overstates LU-LPSCO's actual cost of

equity.
24
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1 I will further demonstrate that LU-LPSCO's proposed 30.0 percent debt / 70.0 percent common

2 equity capital structure overstates the Company's overall rate of return.

3

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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Liberty Utilities (Litchfield Park Water & Sewer) Corp.
Docket No. SW-01428A-17-0058, et al.

1 I. INTRODUCTION

2 Q. 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

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. I 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

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.19

20

21 Q. Please state the purpose of your testimony.

22 A.

23

24

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

establishment of a fair value rate of return for Liberty Litchfield Park. For purposes of

establishing a fair value rate of return on its invested capital in this proceeding, the

1
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1

2

Company has elected to use its original cost rate base ("OCRB") as its fair value rate base

("FVRB").

3

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

5 design issues in this proceeding?

6 A. Yes. The Direct Testimony of RUCO witness, Mr. Tim Coley, will address the issues of

7 rate base, operating income, and rate design.

8

SUMMARY OF TESTIMONY AND RECOMMENDATIONS9 II.

10 Q. Briefly summarize how your cost of capital testimony is organized.

11 A.
l

I12

l
l13

14 1

1

15

16

17

18

1

l

1l

4

1l

1 9
l
l
l

20
l

RUCO's21

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

in my "Table of Contents." In summary, 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, I have also prepared a Comparable Earnings

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

by RUCO's proxy group of publicly traded sample water companies. l
li
l

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

23

24

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

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

2



Direct Testimony of John A. Cassidy
Liberty Utilities (Litchfield Park Water 8t Sewer) Corp.
Docket No. SW-01428A-17-0058, et al.

i
l

1

2

i

i
3 l

4

5

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.
l
l

6
i
l
l7 Q. Please summarize the cost of capital recommendations to be addressed in your

8 testimony.

g A.

10

11

12

13

14

Based upon the results of my analysis, RUCO makes the following recommendations:

RUCO recommends that the Commission adopt a 6.91 percent overall rate of return for

the Company, based upon (i) a capital structure consisting of 46.00 percent long-term

debt, and 54.00 percent common equity, (ii) a 3.78 percent cost of long-term debt, and

(iii) a cost of common equity of 9.57 percent. The components included in my cost of

capital calculation are as follows:1

CostWeiciht Weighted Cost15

16
46.00 °/o
54.00 %

3.78 %
9.57 %

1.74 %
5.17 %

LongTerm Debt
Common Equity

17 Overall Rate of Return o

18

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 9.57 percent cost of equity being

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

Growth DCF, CAPM and CE models:222

23I
24 1 See Schedule JAC -1 .

2 See Schedule JAC-2.

3
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Cost Estimate1

2
9.63 °/o
7.68 %

11.40 %

Constant Growth Discounted Cash Flow
Capital Asset Pricing Model
Comparable Earnings

3
. oAverage Cost of Equity

4

5

III. ECONOMIC PRINCIPLES APPLICABLE TO ARIZONA6

Q.7
What are the basic economic principles which apply in the determination of a fair

rate of return for regulated public utilities in Arizona?
8

9 A. 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
10

rate ofto as "cost of service" ratemaking. Rates are established using the "rate base -11

12

13

14

15

16

17

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 serviceto 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 Liberty Litchfield Park18

of 6.91 percent.19

20

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

value rate base?22

Yes.23 A.

24

4
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1 Q. What is the meaning of a "fair rate of return" when analyzing a rate case
l

2 application? 1
i

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

4

5

6

7

8

g

10

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.

11

12 Q. As regulated entities granted natural monopoly status, are public utilities

13 guaranteed to earn their authorized rate of return?

14 A.

15

16

17

18

19

20

21

22

23

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

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

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

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

24

5
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GENERAL ECONOMIC CONDITIONS1 iv.

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

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

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

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

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

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

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

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

10 equity is consistent with the Court's ruling in the Bluefield decision, which held that

11

12

"[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

13

14

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

Schedule JAC-6 (Pages 1-7).

15

16 Q.

17

Briefly describe the recent trends in economic conditions and their impact on

capital costs over the past thirty years?

18 A.

19

20

21

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

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

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

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

22

23

24
3 BlueHeid 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 Practitioners Guide, prepared for the
Society of Utility and Regulatory Financial Analysts (SURFA): 2010 Edition (p.26).

6
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1 decline as a result of the sub-prime mortgage lending crisis and had a negative impact on

2 the financial markets both here in the U.S. and internationally. This economic decline is

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

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

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

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

7 an effort to recover from this worldwide recession.

8

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

I. 10 has done so at the slowest pace of any recovery since World War 11.4 This is evidenced

11 by the national unemployment rate having fallen from a high of 9.6 percent in 2010 to 4.9

12 percent in 2016, as of October 2017, the current national unemployment rate is 4.1

13 percent.5 At the State level, Arizona's unemployment rate continues to lag that of the

14 nation, and currently stands at 4.5 percent as of October 2017.6

15

Please describe how the economic and financial indicators were examined and how16 Q.

17 they relate generally to the cost of capital.

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

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

20

21

4 Long, Heather, and Luhby, Tami, "Yes, This is the Slowest U.S. Recovery since WWII," CnnMoney.com (October 5,
2016). http://monev.cnn.com/2016/10/05/news/economy/us-recovery-slowestsince-wwii/22

23

Rate.24

s Council of Economic Advisors, United States Department of Labor, Bureau of Labor Statistics, Economic Indicators
(October 2017), p. 11. https://www.gpo.gov/fdsys/pkg/ECONI-2017-10/pdf/ECOnI-201710-Pg11.pdf
6 United States Department of Labor, Bureau of Labor Statistics, Arizona Unemployment
http1//www.bls.gov/eag/eag.az.htm

7
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1 Consumer Price Index ("CPI") and Producer Price Index. As can be seen, 2007 marked

2

3

4

5

6

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.

7

8

9

Inflation, as measured by the CPI, has generally been declining over the past several

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

10

11

12

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.

13

14 Q. Is inflation expected to remain low over the next 10 years?

A.15

16

17

18

19

Yes. The 10-year breakeven inflation rate is a market-based measure of investor

expectations of inflation over the next 10-years, computed as the difference between the

current nominal yield on the 10-year Treasury Note (2.36 percent) and the current real

(i.e., inflation adjusted) rate on the 10-Year Treasury Inflation-Indexed Constant Maturity

Securities, or TIPS, (0.50 percent). Measured as of the close of market trading on

20

21

22

23

24

7 Utilizing the CPI figures as presented in Schedule JAC6 (Page 1), average annual inflation over the 9-year period,
2008-2016, 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 5year 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

i
i

i
l

2

December 5, 2017, the current spot 10-year breakeven inflation rate is 1.86 percent

(2.36°/o - 0.50% = 1.86%).9
l
l
l

1
\

3

4 Q.

5

How does the current 1.86 percent 10-year breakeven inflation rate compare to

average 10-year historical inflation over the past forty years (i.e., 1977-2016)?

6 A.

7

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

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

8

9

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)

10
1.86 %

11

12

13

14
I
i..
:

Projected 10-year inflation (2017-2026)

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

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

The current 1.86 percent breakeven inflation rate over the 10-year period, 2017-2026,

suggests that the historically low inflation of the past ten years is expected to continue.
15

16
Q.

17

18

Holding all other factors constant, does a 1.86 percent 10-year breakeven inflation

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

continue into the future?

Yes, it does.
19

A.
20

21

22

23 9 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/resourcecenter/data-chartcenter/interest
rates/pages/Textview.aspx?data=yieldyear&year=201724
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1 Q. What has been the trend in interest rates over the forty-year period, 1975-2015?

2 A.

3

4

5

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

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

6 slightly upward in years 2006-2008, continued on a downward path reaching levels in

7

l
I
li

8

g

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

10 in an effort to promote increased lending and liquidity, eventually initiated a policy of

11 quantitative easing, an unconventional monetary policy used when short-term interest

12

13

14

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 2016.10

15

16 Q.

17

Is the decline in long-term interest rates since the mid-1980s something which the

financial markets and professional forecasters saw coming and accurately

18 predicted?

19 A.

20

21

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

Advisors," "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

22

23

24

10 On July  8 , 2016, the 10-year Treasury Note traded at an all-time low o f 1.361 percent.
http:// ws/.com/anicles/qovernment-bond-yields-in-u-s-europe-hit-historic-lows-1467731411
11 Executive Office of the President, Council of Economic Advisors, "Long-Term Interest Rates: A Survey," (July
2015). https://obamawhitehouse.archives.qov/sites/default/filesldocs/interest rate report finaI.pdf
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1 ofmean reversion."'2 (emphasis added) As evidence of such mean reversion, the authors

2

3

4

5

6

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

Economist Forecasts) showing that forecasts made by a group of more than 50 private-

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

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

presentation is provided as RUCO Exhibit JAC-A. As shown, Blue Chip forecasts have

7

8
i

9 \

10

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

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

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

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

11

12

13

"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."*3

14

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

16 regarding the decline in long-term interest rates?

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

18 This report surveys the recent thinking on the many drivers of long-term interest
rates in recent decades and going forward. It concludes:

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

22

23

24

12 p. 12.
13 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."
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1

2

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 .

3
•

4

5

lI
6

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 Ions-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.

7

8

9

10

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."

11

12

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.*4 (emphasis added)

13
Q.

14
Has the secular decline in long-term interest rates which has taken place over the

last 30 years proven beneficial to equity investors in the United States?
15

A.
16

Yes. In a recent report published by McKinsey & Company,'5 the 30-year period, 1985-

2014, was characterized as the "holden era for investment returns," as real (i.e., inflation
17

18

19

adjusted) total returns on equities averaged 7.9 percent in the United States over this

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).*5 As noted
20

21

22

23

24

14 Executive Summary, p 4.
15 McKinsey Global Institute, "Diminishing Returns: Why Investors May Need to Lower their Expectations," May
2016. www.mckinsey.com/industries/.../why-investors-may-need-to-Iower-their-siqhts
16 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.

12



Direct Testimony of John A. Cassidy
Liberty Utilities (Litchfield Park Water 8t Sewer) Corp.
Docket No. SW-01428A-17-0058, et al.

1 in the report, the underpinnings of these above average equity returns were made
l

2 possible by the confluence of the following four exceptional factors:

3 (it

4 (ii)
(iii)

5

(iV)
6

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,
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."

7

8 Q.

g

Over this same 1985-2014 time period, did bond investors also achieve higher real

returns on fixed-income investments?

10 A.

11

12 1.

13

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 7 percent 100 year average, and 250 basis points higher

than the 2.5 percent 50 year average.*l*

14

15 Q. Going forward, does the McKinsey report anticipate this 'golden era' for investment

returns to continue?16

17 A. No. In fact, the purpose of the report is to place investors on notice that on a going-

18

19I
I

I

20

21

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."19 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

22

23

24

17ibid.,pp. 10-16.
18ibid.,pp. 2-3. As further noted in the report (p 11), capital gains accounted for fully 1.9 percent (190 basis points)
of this 5.0 percent real total return, as nominal interest rates fell from 9 percent to 2 percent.
19ibid., p.3.
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1

2

3
l

l

l

l4 1

5

6

7

8

9

10

11

12

13

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-

and 100-year averages."2° Furthermore, under Scenario "slow growth could reduce

total U.S. equity returns by more than 250 basis points and bond retums2* by 400 basis

points or more below the 1985-2014 period (emphasis added),"22 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."23 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

the above noted scenarios:24

14

15

16
Investment

Historical and Protected Investment Returns on U.S. Equities and 10-Year Treasury Bonds

Historical Returns Prospective Returns (2016-2035)

19152014 1965-2014 19852014 Slow Growth Growth Recovery
17

18
u.s. Equities

10Year Treasuries

5.7%

2.5%

6.5%

1.7%

7.9%

5.0%

4.0-5.0%

0-1.0%

5.5-6.5%

1.02.0%

19

20

I 21

22

23

2 4

20 p. 21 .

21 For purposes of its analysis, investment returns on bonds are measured by the return on 10-year U.S. Treasury
Bonds.
22 y.
23 p. 22.
24 p. 2 Exhibit 1.
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1 Q.

2

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-

3 2035.

4 A.

5

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

6

7

8

9

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."25 Specifically, the report cites to the following three contributing

factors as reasons for the expected decline in investment returns going forward :

10

11
•

I
E

I 12

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.26

13

14 Q.

15

16

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").27 Are regulated public utilities included in the

17 S&P 500?

18 A. Yes. Among the 500 companies currently included in the s&p 500, 28 are regulated

19 public utilities. Of this number, most are electric service providers, however, there is one

20

21

22

23

24

25 p. 17.
26 m.. DP 17-19.
27 1.1 p.5.
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1

2

publicly-traded water utility in the S8tP 500: American WaterWorks Company, Inc. (Ticker:

AwKl.28

3

4 Q.

5

6

In light of the above, is it reasonable to assume that on a going-fomard basis equity

investment returns for regulated public utilities might also be expected to decline

over the 20-year period, 2016-2035?

7 A. Yes, as a broad based decline in investment returns over the next 20 years would bring

8 about a reduction in the opportunity cost of capital, or the expected return on alternative

9 investment opportunities.

10

11 Q.

12

13

14 ( "

15

16

17

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 - 1/2 percent. In doing so, did the action taken by the Fed signal a change in

monetary policy by the U.S. central bank?

No. While the increase to the fed funds rate marked the first time the FOMC had raised18 A.

19

20

the rate it charged banks for overnight transfers of funds since mid-2006,29 in a press

release issued on December 16, 2015, the Fed made the following statement: "The stance

21

22

23

24

28https:l/en.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 Company's cost of
capital witness, Mr. Thomas Bourassa, does not.
29 The Fed had previously last raised the fed funds rate on June 29, 2006.
http:// federaIreserve.qov/monetarvpolicy/ooenmarket.htm
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1

2

of monetary policy remains accommodative after this increase, thereby supporting further

improvement in labor market conditions and a return to 2 percent inflation."30

3

4 Q. Was the Fed expected to continue to take steps to raise the fed funds rate in 2016?

5 A. Yes. In keeping with its plan to "normalize" interest rates, it was generally believed that

6

7

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).31

8

I g Q. But the Fed raised the fed funds rate only once in 2016, correct?

10 A. Yes, and that increase did not take place until December 14, 2016, when the FOMC raised

11 the fed funds rate by an additional % percent (25 basis points), to % - % percent."

12

13 Q. To date, how many times has the FOMC raised the fed funds rate in 2017?

14 A. To date, the FOMC has twice raised the fed funds rate in 2017, once on March 15,33 and

15 again on June 14.34 In doing so, on each occasion the FOMC affirmed that monetary

16 policy remains accommodative.

17

18

19

20

21

22

23

24

30 Federal Reserve Board, Federal Open Market Committee Press Release (December 16, 2015).
http:/lvwvw.federalreserve.qov/newsevents/press/monetary/20151216a.htm
31 Blue Chip Financial Forecasts (December 1, 2015), p.1 .
32 Federal Reserve Board, Federal Open Market Committee, Press Release (December 14, 2016).
https://www.federalreserve.oov/newsevents/pressreleases/monetary20161214a.htm
as Federal Reserve Board Federal Open Market Committee, Press Release (March 15, 2017).
https:// federalresewe.qov/newsevents/pressreleases/monetarv20170315a.htm
34 Federal Reserve Board, Federal Open Market Committee, Press Release (June 14, 2017).
https://www.federalreserve.gov/monetarvpolicy/files/monetary20170614a1.pdf
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1 Q. Has the action taken by the Fed to hike the fed funds rate in 2017 caused yields on

2 long-term Treasury debt to rise?

3 A. No, it has not. The fed funds rate is the interest rate charged by the Fed for overnight

4 transfers of funds, and increases made to the fed funds rate typically affect yields on the

5 short end of the yield curve (i.e., 30-day to 5-yr maturity), and not yields on the long end
l
l
l

6 of the yield curve (i.e., 10-yr to 30-yr maturity). The yields on long-term Treasury debt are
l

7 largely determined by investors in the marketplace, based upon investor expectations of l

l

l

l

i

8 inflation. Thus, while yields on short-term debt have risen significantly in response to
l
i9 earlier hikes made to the fed funds rate in 2017, yields on long-term 10-, 20-, and 30-year

10 term Treasury debt have fallen in 2017.35

11

12 Q. Is the FOMC expected to raise the fed funds rate by an additional 'A percent (25

1
1
11

1 3 basis points) when it meets in December 2017?

14 A. Yes, but there is uncertainty as to whether doing so is appropriate:35

15

1 6

17 i

i

i

l

i

i

18

"The Federal Reserve is poised to raise its benchmark interest rate next
week, at its final meeting of the year, as the economy continues to gain
strength and the unemployment rate continues to fall. But it's not a
straightforward decision. The problem is inflation. Prices continue to
rise more slowly than the Fed regards as healthy. This year is on a pace
to be the sixth straight with inflation below the Fed's 2 percent target, a
sign of continuing economic weakness."37

19 i
l20
i

21

22

23

24

as As of the close of market on December 30, 2016, yields on the 10-, 20- and 30-year Treasury bonds were 2.45%,
2.79% and 3.06%, respectively; as of the close of market on December 6, 2017, the yield on these same Treasury
bonds were 2.33%, 2.53%, and 2.71%, respectively. The yield on the 7year bond has remained unchanged at 2.25%.
https://www.treasury.gov/resource-center/datachartcenter/interest-rates/pages/TextView.aspx?data=yield
as On December 13, 2017, the FOMC raised the fed funds rate by an additional % percent, to a level of 1% to 1% %.
Federal Reserve Board, Federal Open Market Committee, Press Release (December 13, 2017).
https://www.federalreserve.gov/newsevents/pressreleases/monetary20171213a.htm
37 Appelbaum, Binyamin, "Fed, Perplexed by Low Inflation, Is Still Ready to Raise Rates," NyTimes.com, December 5,
2017. https://www.nytimes.com/2017/12/05/us/politics/fedinflation-rates.html
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1 Q. Is it possible that if the Fed were to continue raising the fed funds rate at this time,

2 doing so might precipitate an economic recession?

3 A. Yes, because the yield curve between short-term and long-term debt issued by the U.S.

4

5

Treasury has flattened dramatically since the start of 2017, recently approaching the

"flattest levels [seen] in a decade."3*' For example, the gap in yield between the 2-year

6 and 10-yearTreasury note "has shrunk to just0.63 percentage points, the narrowest since

=-397 November 2007. The yield spread represents the extra compensation demanded by

8 investors when investing over a longer time horizon, and the flattening of the yield curve

g in 2017 is the result of short-term yields having risen at a time when long-term yields havei
10 fallen due to continued low inflation. should the Fed continue to raise the fed funds rate

11 at a time when inflation remains below 2.0 percent, the yield curve may invert, a

12 circumstance in which long-term yields fall below their short-term counterparts.

13 Historically, an inverted yield curve often portends of an imminent recession, and has

14 successfully "predicted [each of] the past 7 recessions." Thus, to continue raising the fed

15 funds rate at this time "raises the specter of a potential 'policy mistake' from the Fed."40

16

17 Q. Has the Fed indicated that it plans to continue hiking the fed funds rate in 2018?

18 A. Yes, but rate strategists with Bank of America Merrill Lynch have indicated they believe

19 the Fed won't hike interest rates further until the following condition is met:

20

21

22

23

24

as Chappatta, Brian, "The U.S. Yield Curve Is Flattening and Here's Why It Matters," 8loomberg.com, November 13,
2017. https://www.bloomberg.com/news/articles/2017-1113/theus-yield-curve-is-flattening-and-here-s-why-it
matters
39 Da Costa, Pedro, "A Key Recession Indicator is getting Closer to the Danger Zone - and the Fed Can't Ignore It,"
businessinsider.com, (November 19, 2017). http://www.businessinsider.com/yield-curve-flattening-could-derail-fed
interestratehikes-2017-11
40 Chappatta, Brian, "The U.S. Yield Curve is Flattening and Here's why It Matters," 8loomberg.com, November 13,
2017.
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1

2

"We believe a pre-condition for the Fed to continue its hiking cycle in
2018 should be higher intermediate and long-term rates...without the
latter, we would have doubts on the former."41

3
As noted earlier, the Fed previously withheld planned hikes to the fed funds rate due to

4
concerns about low inflation, and absent an uptick in inflation expectations the above

5
passage suggests the Fed will continue to do so on a going forward basis.

6

7
Q. As noted earlier, the report issued by the Council of Economic Advisors found that

8
long-term interest rates are closely related to productivity growth. What is

g
l

II

productivity growth, and why is it important?
10

A. Productivity growth (i.e., more output for the same volume of inputs) is economic growth
11

which cannot be explained by changes in the other key factor inputs, capital and labor.
12

Rising output per hour is seen as the most common definition of improving productivity,
13

14
and a benchmark for how efficiently the economy is performing. Gains in productivity

typically stem from innovation, new ideas and technological progress.42 As to its
15

importance, Warren Buffet has described productivity growth as, "the 'secret sauce' of
16

America's remarkable gains in living standards since the nation's founding in 1776," and
17

the link to our nation's "prosperity,"43 while economist Paul Krug man is noted for having
18

observed that, "productivity isn't everything, but in the long run it is almost everything."44
19

20

21

22

23

24

41 Da Costa, Pedro, "A Key Recession Indicator is getting Closer to the Danger Zone - and the Fed Can't Ignore It,"
businessinsider.com, (November 19, 2017).
42 Lambert, John, "Prodictivity is Everything," GAM.com hnps:// qam.com/en/insiqhts-
content/2016/macroeconomics/productivitv-is-everythino/
43 Buffet, Warren, "Letter to the Shareholders of Berkshire Hathaway, Inc.," Berkshire Hathaway 2015 Annual
Report, p. 21. http:// .berkshirehathaway.com/Ietters/2015ltr.pdf
44 Krug ran, Paul, The Age of Diminishing Expectations, 1994, as quoted in Lambert, John, "Prodictivity is
Everything," GAM.com https;//www.qam.com/en/insiqhts-content/2016/macroeconomics/productivity-is-
evervthinq/
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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.

4

5

m456

7

8

Productivity is a key ingredient in determining future growth in wages, prices and overall

economic output, and at present the U.S. economy is experiencing the "longest slide in

worker productivity since the late 1970s," and Fed Chair Yellen has characterized "the

outlook for productivity growth as a 'key uncertainty for the U.S. economy. Over time,

it is believed that "persistently weak productivity would weigh on American living

standards," and be "a force that could prompt Federal Reserve officials to keep interest

9 rates low for years to come."46

10

11 Q. The expression, "new normal," has been used to describe the current state of the

i 12
l

I

13

economy. Given the current downward trend in productivity growth, what is the

estimated 'new normal' for real (i.e., inflation adjusted) GDP growth going forward?

14 A.

15

16

17

In a recent Economic Letter published by the Federal Reserve Bank of San Francisco,

the new normal pace of real GDP growth is estimated to fall in the range of 1% to 1%

percent." As noted in the Letter, this estimate is based on "trends in demographics,

education, and productivity," and assumes that

18

19

(i)

(ii)

the aging and retirement of the baby boom generation is expected to hold down
employment growth relative to population growth,
educational attainment has plateaued, reducing the contribution of labor quality to
productivity growth, and

20

21

22

23

24

45 Leubsdorf, Ben, "Productivity Slump Threatens Economy's Long-Term Growth," WSJ.com, August 9, 2016.
http://www.wsi .com/articles/u-s-productivity-dropped-at-0-5-pace-in-the-second-quarter-1470746092
46 ibid.
47 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://www.frbsf.orq/economic-research/publicationsleconomic-
letter/2016/october/new-normal-for-qd p-qrovvth/
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1 (iii) the slower forecast for overall GDP growth reflects the pace of productivity growth
as measured over the period, 1973-2015.

2

3

4

5

6

7Il
8

As presented in the Economic Letter,48 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.

9

10 Q.

11

Among the factors taken into consideration by the author when estimating the new

normal for real GDP growth, which factor causes the greatest uncertainty?

12 A.

13

14

15

16

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."49

17

18 Q. What conclusions does the author draw concerning real GDP growth going

19 forward?

20 A.

21

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%

to 1% percent per annum." The author further notes that this slower pace of growth will

23

24 pa Figure 2: Variation in productivity growth by trend period (p 2).
49 /bid., p. 4.
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1 lead to (i) slower growth in average wages and living standards for workers, (ii) relatively

2 modest growth in sales for businesses, and from a monetary policy perspective (iii) a low

3 'speed limit' for the economy. Citing to another recent Economic Letter published by the

4 Federal Reserve Bank of San Francisco,5° the author concludes by saying that this slower

5 pace of growth also suggests "a lower equilibrium or neutral rate of interest."5'

6

7 Q. As discussed in the Economic Letter cited to above, what is the equilibrium, or

8 neutral rate of interest?

g A. In the article, the equilibrium, or neutral rate of interest is referred to as the "natural real

10 rate of interest," "r*," or "r-star," and defined by the author as the "short-term real (inflation-

11

12

adjusted) rate that balances monetary policy so that it is neither accommodative nor

contractionary in terms of growth and inflation."52

13

14 Q. Is the natural real rate of interest (r-star) the same as the fed funds rate?

15 A. No. The fed funds rate is the rate the Fed charges banks for overnight transfers of funds,

16 while the natural real rate of interest is a conceptual interest rate which cannot be

17 observed but must instead be estimated. When making public statements regarding

18 monetary policy and the fed funds rate, Fed Chair Janet Yellen often cites to what she

19 refers to as the "neutral rate" (i.e., r-star), contrasting its level to that of the fed funds rate.53

20

21

22

23

24

50 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/monelarv-policy-and-Iow-r-star-natural-rate-of-interest/
51

so i., pp 12.
so Coy, Peter, "The Search for the Elusive Natural Interest Rate," 8/oomberg.com, (July 22, 2016).
http://www.bloomberq.com/news/articles/2016-07-22/the-search-for-theelusive-natural-interest-rate
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1 Q. Has the natural real rate of interest (r-star), experienced a significant decline over

2 the last 25 years?

3 A.

4

5

6

7

8

Yes, as a variety of economic factors have "pushed natural interest rates very |ow."54 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."55g

10

11 Q.

12

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?

13 A.

14

15

16

17

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) future low

interest rate levels are "not due to easy monetary policy," but instead reflect "the rate

expected to prevail when the economy is at full strength and the stance of monetary policy

is neutraI."56

18

19 Q. What trends do the economic indicators suggest for common share prices?

20 A.

21

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,

22

23

I
24

"Williams (2016), p 2.
ss p.2 and as presented in Figure 1: Estimated inflation-adjusted natural rates of interest (p. 2).
sh
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1 however, equity prices began to rise steadily, particularly as measured by the Dow Jones

2 W ith the onset of the GreatIndustrial Average ("DJIA"), before peaking in 2007.

3

4

5

6

7

8

I
I
I

I|
I

!I
9

10

11

12

13

14

15

16

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 S&P 500 Composite Index

("S&P 500"), and the NASDAQ Composite Index ("NASDAQ"), went on to reach new all-

time highs in each year during the period, 2013-2016. Following the election of Donald

Trump as President, the bond market experienced a sell-off, but the stock market

continued to rise due to expectations of rising inflation and anticipated stronger economic

growth brought about by President-elect Trump's promised infrastructure fiscal stimulus

spending program. While the anticipated fiscal stimulus has not yet materialized, 2017

has seen yields on long-term Treasury bonds fall in anticipation of continued low

inflation,57 and the equity markets continue to rise in anticipation of the passage of

legislation reducing the corporate income tax rate to 20 percent, with all three major stock

indices have recently closed at all-time record highs.58

17

18 Q. What conclusions can be drawn from the above discussion of economic and

19 financial conditions as they relate to the cost of capital?

20 A.

21

Despite expectations that the Fed may continue to raise the fed funds rate in 2018, the

probability that such rate hikes will materialize is diminished by inflation remaining

22

23

24

so Zeno, Min, "U.S. 10year Yield Falls to New Low for 2017," WsJ.com (June 7, 2017).
https://www.wsi.com/articles/us10year-yieldfaIls-tonew-low-for-20171496760298
sh The DJIA closed at a record high of 24,920.05 on December 4, 2017, the S&P 500 closed at a record high of 2,647.58
on November 30, 2017, and the NASDAQ Composite index closed at a record high of 6,912.36 on November 28, 2017.
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1

2

3

4

5

6

7

8

9

10

11

l
i
I
!

12

13

14

15

16

persistently low. As previously discussed, 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, a

conclusion supported by the findings of the McKinsey Report which states that 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 has strengthened considerably 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. While it remains to be seen what economic stimulus

will be provided by a reduction to the corporate income tax rate, at present the

preponderance of evidence suggests that interest rates and the cost of equity will continue

to remain low for an extended period of time.

17

18 v. CAPITAL STRUCTURE AND COST OF DEBT

19 Q. What is LU-LPSCO's currently authorized capital structure?

20 A.

21

LU-LPSCO's currently authorized capital structure is comprised of 15.87 percent long-

term debt and 84.13 percent common equity, which represents the Company's actual

22

23

24

26
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!

I

|

1 capital structure as of the December 31, 2012 test-year end in LU-LPSCO's prior rate
!
I 2 filing (Docket No. SW-01428A-13-0042 et aI.).59

3

4 Q. In the instant docket, what capital structure does the Company currently claim to

5 have?

6 A. As of the December 31, 2016 test-year end, the Company claims a current capital

7 structure comprised of 100 percent equity.6°

8

9 Q. For purposes of clarification, is the Company claiming a current 100 percent equity

10 capital structure because the debt from the prior rate docket (i.e., Docket No. SW-

11 01428A-13-0042 et al.) has since matured?

12 A. No. It appears the Company retired this debt prior to maturity.61

13

14 Q. What capital structure does LU-LPSCO propose in this proceeding?

15 A.

16

The Company proposes a projected (i.e., pro forma) capital structure consisting of 30

percent long-term debt and 70 percent common equity.62

17

18

19

20

21

22

23

24

59 Decision No. 74437 (dated April 18, 2014), p. 8, lines 49.

so See Bourassa Direct, p.1, lines 2425, and Schedule D-1 (Page 1).

61 A review of the Annual Reports filed by LU-LPSCO with the ACC indicate that the debt component included in the
Company's capital structure in Docket No. SW-01428A130042 et al. was comprised of two Industrial Development
Authority (IDA) bonds, with the first IDA bond scheduled to mature on October 1, 2023, and the second IDA bond
scheduled to mature on October 1, 2031 (See LPSCO Annual Reports, Supplemental Financial Data - Long-Term Debt,
in years 2012-2015).
62 See Bourassa Direct, p. 2, lines 2-3, Schedule D1 (Page 1); and LPSCO Financing Application, p 3, lines 1617.
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1 Q. Does the Company provide theoretical justification for its proposed 30 percent debt

2 / 70 percent equity pro forma capital structure?

3 A.

4

5

No. The only discussion of the Company's proposed 30 percent debt / 70 percent equity

pro forma capital structure appears in the direct testimony filed by Mr. Gerald w. Becker

(See Becker Direct, p.38, lines 16-24), and reads as follows:

6

7

8

9

10

"The Company presently has a 100 percent equity capital structure.
However, at the same time as this rate application is being filed, the
Company is filing a financing application. The purpose of the requested
financing approval is for the Company to infuse debt into the Company's
capital structure, resulting in a more balanced 70 percent equity and 30
percent debt capital structure. This is part of an effort to modify and
maintain each of the Arizona operating utilities at 70 percent equity and
30 percent debt as we have already requested similar orders for Liberty
Black Mountain, Liberty Bella Vista, Liberty Rio Rico, and Liberty EDO
in its pending rate and financing dockets."

11

12

13

14

15

16

In direct testimony (See Bourassa Cost of Capital Direct, pp. 1-2, lines 24:4), Mr. Bourassa

merely states that LU-LPSCO's capital structure as of the December 31, 2016 test-year

end was comprised of 100 percent equity, and that his analysis and recommendations

assume a 30 percent debt / 70 percent equity capital structure in conformity with the

authorization requested in the Company's financing application.

17

18 Q.

19

20

How does the Company's proposed 30 percent debt / 70 percent equity pro forma

capital structure compare to the sample average capital structure of RUCO's proxy

group of companies?

21 A.

22

As shown in Schedule JAC-6 (Page 7), the sample average capital structure of RUCO's

proxy group of companies is comprised of 46 percent debt and 54 percent equity.*'3 Thus,

23

24 so As shown, RUCO's 46 percent debt /54 percent equity sample average capital structure represents a combined 5
year historical (2012-2016) and 5year projected (2017-2021) average capital structure.
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1

2

3

the Company's proposed 30 percent debt / 70 percent equity capital structure is

significantly less highly leveraged (i.e. equity rich) than the sample average capital

structure obtained for RUCO's proxy group of companies.

4

5 Q.

6

Is RUCO's sample average 46 percent debt / 54 percent equity capital structure

representative of the current 'industry standard' capital structure within the

7 regulated water/wastewater utility industry?

8 A.

g

Yes, as it represents the industry average capital structure among the nine publicly-traded

water utility companies followed bythe Value Line Investment Survey.64

10

11 Q.
I

12

In light of the above, is there theoretical justification for the Company's proposed

30 percent debt / 70 percent equity pro forma capital structure in this rate

13 proceeding?

14 A.

15

16

17

18

19

20

21

No. LU-LPSCO's ultimate parent, Algonquin Power and Utilities Corp. ("APUC"), has

access to the capital markets,65 and this circumstance alone suggests that theoretical

justification is lacking as the Company's proposed 30 percent debt / 70 percent equity

capital structure is not representative of the current 46 percent debt / 54 percent equity

'industry standard' capital structure. Regulated utilities are capital intensive, and access

to the capital markets provides APUC the ability to manage and efficiently capitalize its

regulated subsidiary operations. An efficient capital structure is one comprised of lower

cost debt and higher cost equity proportionate to the industry standard, whereas an

22

23

24

64 Eight of RUCO's sample companies are followed by Value Line's LargeCap edition, and one - Artesian Resources
Corp. -- is followed by Value Line's Small & MidCap edition.
es APUC's common shares are listed on both the Toronto (TSX) and New York (NYSE) stock exchanges (Ticker: AQN).
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1

2

3

4

inefficient capital structure is one not so comprised. The equity rich 30 percent debt / 70

percent equity pro forma capital structure proposed by the Company represents an

inefficient use of capital, and one whose sole purpose appears to be the overstatement

of LU-LPSCO's overall rate of return ("ROR") in this proceeding.

5

6 Q.

7

8

Why is the Company's proposed 30 percent debt I 70 percent equity capital

structure more advantageous to LU-LPSCO than the industry standard (i.e., 46

percent debt I 54 percent equity) capital structure?

9 A.

10

11

12

13

14

15

16

17

18

19

20

21

It is more advantageous because it is comprised of a higher percentage (i.e. 70% vs.

54%) of high cost equity, and a lower percentage (i.e., 30% vs. 46%) of low cost debt,

resulting in an overstatement to LU-LPSCO's overall ROR, or weighted average cost of

capital ("WACC"). As noted above, regulated utilities are capital intensive, and for

ratemaking purposes the overall ROR / WACC is computed by (i) multiplying the relative

percentage of debt and common equity in a regulated utility's capital structure by the cost

rate associated with each, and (ii) adding the values obtained (i.e., weighted cost of debt

and weighted cost of equity) to arrive at the overall ROR l WACC. Moreover, equity

generally costs more than debt which explains why an equity rich capital structure

generally costs ratepayers more than a more balanced debt to equity capital structure.

As proposed, a 30 percent debt / 70 percent equity capital structure serves to understate

the weighted cost of debt and overstate the weighted cost of equity, leading to an

overstatement of ROR and, hence, rates.

22

23

24

30
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1 Q.

2

3

4

5

Utilizing the Company-proposed cost rates for long-term debt (3.94 percent) and

common equity (10.7 percent), please quantify the overstatement to ROR obtained

when using the Company's proposed 30 percent debt / 70 percent equity capital

structure as compared to that obtained from the 46 percent debt / 54 percent equity

'industry standard' capital structure.

6 A.

7

8l!

As shown in Schedule D-1 of the Company's filing, based on the Company's proposed (i)

30 percent debt / 70 percent equity capital structure, (ii) 3.94 percent cost of debt, and (iii)

10.7 percent cost of equity, LU-LPSCO obtains an 8.67 percent ROR / WACC, computed

as follows:9

Cost Rate10 Weiqhted CostWeiohtinq

11 30 %
70 %

1.18 °/o
7.49 %

3.94 °/o
10.70 %

Long-Term Debt
Common Equity

12

13

14

15

ROR/WACC 8.67 %

Utilizing the same Company-proposed cost rates for long-term debt and common equity,

but substituting the 'industry standard' 46 percent debt / 54 percent equity capital

structure, the ROR / WACC is 7.59 percent, computed as follows:

Cost RateWeiqhtino Weiqhted Cost16

17
1.81 °/>
5.78 %

3.94 %
10.70 %

46 °/o
54 °/o

Long-Term Debt
Common Equity

ROR/\NACC 7.59 %18

19

20

21

22

23

In absolute terms, the ROR computed using the Company's proposed 30 percent debt /

70 percent equity capital structure exceeds by 1.08 percent (108 basis points) the ROR

computed using a 46 percent debt / 54 percent equity capital structure (8.67% - 7.59% =

1.08%), in relative terms, this equates to an overstatement to ROR of 14.25 percent

((8.67% - 7.59%) l 7.59% = 14.25°/0).

24
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1 Q . Does Apuc, in its most recent (i.e., 2016) annual report, discuss the management

2 of capital structure?

3 A. Yes, APUC's 2016 Annual Report includes a discussion of the management of capital

4 structure, and reads, in part, as follows:

5

6

7

8

"APUC's objectives when managing capital are to maintain its capital
structure consistent with investment grade credit metrics appropriate to
the sectors in which APUC operates,[and] to maintain appropriate debt
and equity levels in conjunction with standard industry practices...
APUC continually reviews its capital structure to ensure its individual
business groups are using a capital structure which is appropriate for
their respective industries."56 (emphasis added)

In light of the above, is the 30 percent debt l 70 percent equity capital structure
9

Q.
10

proposed by the Company in this proceeding inconsistent with APUC's statedI
11

objectives regarding the management of capital structure?

Yes.
12

A.
13

In direct testimony (Garlick Direct, pp. 4-5, lines 4:9), Mr. Matthew Garlick provides
14

Q.
15

a brief overview of Liberty Utilities, pointing out that it owns and operates regulated
16

water, wastewater, natural gas and electric transmission and distribution utilities
17

in 13 states." Mr. Cassidy, to your knowledge is the pro forma 30 percent debt / 70
18

percent equity capital structure proposed by LU-LPSCO in this proceeding
19

representative of capital structures proposed by regulated utilities owned and
20

operated by Liberty Utilities in other states?
21

22

23

24

as See Algonquin Power and Utilities Corporation, 2016 Annual Report, p.54.
http://investors.algonquinpower.com/Cache/1001222416.pDF?y=&O=pDF&D=&FlD=1001222416&T=&IlD=4142273
av These states include Arizona, Arkansas, California, Georgia, Illinois, Iowa, Kansas, Massachusetts, Missouri,
Montana, New Hampshire, Oklahoma and Texas.
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1 A.

2

3

4

5

No, it is not. I conducted an on-line search of recent rate filings made by Liberty Utilities

before regulatory jurisdictional authorities in other states,6*l and found only one instance

in which a pro forma 30 percent debt / 70 percent equity capital structure had been

proposed, in all other cases, the pro forma capital structure proposed by Liberty Utilities

docket filings in Arkansas,was comprised of 45 percent debt / 55 percent equity (i.e.,

6 Missouri, and New Hampshire).

7

8 Q.

9

10

You indicate that you found only one instance in which a Liberty Utilities operating

subsidiary outside of Arizona had proposed a 30 percent debt / 70 percent equity

pro forma capital structure. Before what state jurisdictional authority was this

11 capital structure proposed?

12 A.

13

14

It was proposed before the Public Utility Commission of Texas in direct testimony filed by

Mr. Matthew Garlick on behalf of Liberty Utilities (Woodmark Sewer) Corp. and Liberty

Utilities (Tall Timbers Sewer) Corp., in Docket No. 46256.69I
15

.
l
I
I

16 Q. In the direct testimony filed by Mr. Garlick in the above referenced Texas docket,

17 does he explain why a 30 percent debt / 70 percent equity capital structure was

18 proposed?

A.19

20

Yes. Mr. Garlick's explanation for the proposed 30 percent debt /70 percent equity capital

structure reads as follows:

21

22

23

24

68 To facilitate my online search, I utilized information obtained from APUC's Annual information Form, Schedules C-E,
(dated March 14, 2016).
http://investors.algonquinpower.com/Cache/1500082803.pDF?y=&O=pDF&D=&fid=1500082803&T=&iid=4142273
69 See Direct Testimony of Matthew Garlick (p 20) Liberty Utilities (Woodmark Sewer) Corp. and Liberty Utilities (Tall
Timbers Sewer) Corp. (CCN Nos. 20679 and 20694),Texas PUC Docket no. 46256, dated September 2, 2016.
http://interchange.puc.state.tx.us/webApp/lnterchange/Documents/46256 2 909228.PDF
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1

2

3

"Liberty Woodmark and Liberty Tall Timbers presently have capital
structures of 100 percent equity. We are seeking to standardize the
capital structure of the Texas operating utilities at 70 percent equity and
30 percent debt in line with our utilities in other states."7° (emphasis
added)

4
Q. Mr. Cassidy, you earlier stated that the 30 percent debt / 70 percent equity capital

5
structure proposed by LU-LPSCO in the instant docket was representative of

6
capital structures proposed by regulated utilities owned and operated by Liberty

7
Utilities in other states, yet in the above cited passage Mr. Garlick appears toi.

I
8I

suggest chemise. Do you have an explanation for this apparent discrepancy?

Yes, and it can be found in the written objection made by the Company to a data request
g

A.
10

issued by RUCO. Citing to the above passage from Mr. Garlick's direct testimony in
11

Docket No. 46256, RUCO DR# 14.04 simply asks the Company to admit that in a recent
12

rate filing before the Arkansas Public Utility Commission, contrary to the assertion that a
13

14
30 percent debt / 70 percent equity capital structure was being standardized in other

states, a Liberty Utilities subsidiary" had, in fact, proposed a 45 percent debt / 55 percent
15

equity capital structure. The Company's objection to RUCO DR# 14.04 reads, in part, as
16

follows:
17

18

19

"RUCO is assuming facts not in evidence-to wit-that Mr. Garlick's
referenced testimony was referring to the standardization of the
capital structures of all affiliated companies under Liberty Utilities
when Mr. Gar/ick was actually referring to standardization of the

20

21

22

24

70 l., p. 20, lines 6-9.
71 Liberty Utilities (Pine Bluff Water) Corp., in Docket No. 14-020U. The cost of capital witness for Liberty Pine Bluff
Water who proposed this 45% debt / 55% equity capital structure was Mr. Thomas J. Bourassa. It should be noted
that Mr. Bourassa's recommended COE was 10.5% (i.e., 20 basis points lower than the10.7% COE recommended for

2 3 LULPSCO), a figure which did not include an upward adjustment for financial risk. See Direct Cost of Capital
Testimony of Thomas J. Bourassa (p. 4, lines 1819; and Table 2), in Matter of the Application of Liberty Utilities (Pine
Bluff Water) Corp., before the Arkansas Public Utility Commission,Docket No. 14-020-U, dated July 2, 2014.
http://www.apscservices.info/pdf/14/14020-u 32 1.pdf
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1 capital structures of the entities for which he is President, those
located in Arizona and Texas." (emphasis added)

2

3 The Company's complete response to RUCO DR# 14.04 is presented in Exhibit JAC-B.

4

5 Q. Are the regulated entities in Arizona and Texas for which Mr. Garlick is President

6 wholly-owned subsidiaries of Liberty Utilities (Sub) Corp.?

7 A. Yes.

8

9 Q.

10

Mr. Cassidy, would you care to comment on the implications of the Company's

above cited objection to RUCO 14.04?

11 A.

12

13

14

15

16

Yes, I would, as the implications are both enlightening as well as troubling. First and

foremost, implicit in the Company's stated objection is the notion that it is perfectly

acceptable for rates charged for utility service by Liberty Utilities in the states of Arizona

and Texas to be based on inefficient, equity rich capital structures (i.e., 30% debt / 70%

equity), while rates charged for the same service by Liberty Utilities in the 11 other states

in which it does business are allowed to be based on efficient, more reasonable capital

17

18

structures (i.e., 45% debt / 55% equity). Second, rates established using a 30 percent

debt / 70 percent equity capital structure overstate ROR, and lead to windfall profits and

19

20

21

22

23

24

excessive investment returns, thus, ratepayers in Arizona and Texas effectively subsidize

APUC's higher risk, non-regulated subsidiary operations, while Liberty Utilities ratepayers

in other states do not. Third, for the reasons noted earlier theoretical support is lacking

for the inefficient 30 percent debt / 70 percent equity capital proposed by Liberty Utilities

in Arizona and Texas, while there is theoretical support for the 45 percent debt /55 percent

equity capital proposed by Liberty Utilities in other states. Fourth, the 45 percent debt /
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1 55 percent equity capital structure proposed by Liberty Utilities in other states is consistent

2 with APUC's stated objectives regarding the management of capital structure, while the

3

4

5

6

7

8

inefficient 30 percent debt / 70 percent equity capital structures proposed in Arizona and

Texas clearly are not. Finally, and perhaps most importantly, Mr. Garlick's desire to

"standardize" a capital structure that is not in line with the industry average, is contrary to

the Arizona Corporation Commission's objective of bringing water utilities with equity rich

capital structures more in line with the industry averages. For example, the Commission

in Decision No. 70624 found in relevant part:

g

10

11

12

13

"W e agree with RUCO's hypothetical capital structure of 40
percent debt and 60 percent equity. A capital structure comprised
of 100 percent equity would be viewed as having little to no
financial risk. The proposed capital structure adopted by the
Commission will bring the Company's capital structure and
weighted cost of capital in line with the industry average and it will
result in lower rates for the customers of the system. We therefore
adopt a hypothetical capital structure of 40 percent debt and 60
percent equity."

14

15
Decision No. 70624 at 14. What possible argument can the Company make here - that

an equity rich, clearly unbalanced capital structure such as 70% equity and 30% debt is
16

17

18

19

in the public interest? This is nonsense especially when on the other hand the Company

in other states is advocating to standardize a much more balanced 45 percent debt / 55

percent equity capital structure. This is simply nonsense and should be rejected.
20

21

22

23

24

36



Direct Testimony of John A. Cassidy
Liberty Utilities (Litchfield Park Water & Sewer) Corp.
Docket No. SW-01428A-17-0058 et al.

1 Q. Is APUC considered to be a growth stock?

2 A. Yes, as APUC has experienced significant growth over the last five years by means of

3 acquisition, and management is targeting continued double-digit growth in EPS going

4 forward, and continued 10 percent growth in DPS until 2021 .12

5

6 Q. For purposes of its filing, LU-LPSCO uses a December 31, 2016 test-year end. At

7 the ultimate corporate level, what was APUC's capital structure as of this same

8 date?
I

I

i g A. As of December 31, 2016, APUC's capital structure was comprised of long-term debt,

10 preferred stock and common equity in the following relative percentage weightings:73

11

12

61 .09 %
3.35 %

35.56 %

Long-Term Debt
Preferred Stock
Common Equity

13 100.00 %Total Capital

14
Q. Thus, the 70 percent equity component in LU-LPSCO's proposed capital structure

15
is almost twice that (i.e., 35.56 percent) of its ultimate parent, correct?

Yes, the 70 percent equity component in LU-LPSCO's proposed capital structure is
16

A.
17

proportionately 1.97X greater (70.00% / 35.56% = 1.97) than the equity component in
18

APUC's capital structure. It should be noted that the equity component in APUC's capital
19

structure as of December 31, 2012 had been 59.21 percent, while the long-term debt
20

component had been 35.42 percent (the preferred stock component comprised 5.37%).
21

22

23

24

72 De Ia Hoz, Juan, "Algonquin: DoubleDigit Growth Expected for this Utility," seekingalpha.com,September 25, 2017.
https://seekingalpha.com/article/4109309~algonquin-double-digitgrowth-expected
utility?auth param=1eesbo:1csin28:9dOe2d9a4099c0362cee66c77cb4ac82&uprof=67&dr=1
73 See Algonquin Power and Utilities Corp., 2016 Annual Report.
http://investors.algonquinpower.com/Cache/1001222416.PDF?Y=&O=PDF&D=&FID=1001222416&T=&llD=4142273
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1

2

3
l

4

The reduction in common equity (i.e., from 59.21% to 35.56%) and the increase in long-

term debt (i.e., from 35.42% to 61 .09%) over the 4-year period, 2012-2016, is attributable

to APUC having utilized its access to the capital markets to fund the bulk of its growth with

newly issued, low cost long-term debt.74
i

5

6 Q.

7

8

g

10

In its Application, LU-LPSCO is proposing that approximately $1.2 million of

corporate cost allocations from APUC and Liberty Utilities Canada be included in

rates.75 Does the Company justify, in part, the allocation of these corporate costs

from Canada on grounds that LU-LPSCO ratepayers benefit from APUC having

access to the capital markets?

A.11

12

13

14

Yes. In doing so Mr. Becker characterizes APUC's access to the capital markets as a

"significant beneNf' to LU-LPSCO and her sister Arizona companies,76 and further states

"l do not think anyone disputes that APUC's access to capita/ is a benefit to Liberty

Litchfield Park and its customers in Arizona."77 (emphasis added )

15

16 Q.

17

In light of the above, is there reason to call into question the Company's assertion

that LU-LPSCO ratepayers "significantly benefit" from APUC having access to the
I

i

18 capital markets?

19

20

21

22

23

24

74 APUC has experienced significant growth over the last several years through acquisition, and has utilized its access
to the capital markets to obtain additional longterm debt, preferred stock, and common equity to fund that growth.
However, while APUC's common equity and preferred stock have grown at a compound average annual rate of 15.7
percent and 16.4 percent, respectively, over the 4year period, 2012-2016, APUC's longterm debt has grown at a
compound average annual rate of 50.1 percent over this same 4year period of time.
75 See Becker Direct, p. 36, lines 1920.
76 i ., pp. 1718, lines 21:10).
77 i., p. 19, lines 10-13).
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A.1

2

3

4

Yes, as the Company's proposed 30 percent debt / 70 percent equity capital structure is

prima facie evidence that LU-LPSCO ratepayers do derive 'significant benefit' from

APUC having access to the capital markets. The benefit argument of the parent's

resources cannot be used as both the sword and the shield depending on when it

5 benefits/hurts the Company.

6

7 Q.

8

9

10

Liberty Utilities recently completed the acquisition of Empire District Electric

Company ("Empire"), a rate-regulated water, gas and electric utility serving 218,000

customers in Missouri, Arkansas, Oklahoma and Kansas. In acquiring Empire,

what was the purchase price paid by Liberty Utilities, and did it include an

11 acquisition premium?I

!

12 A.

13

14

I
11

15

16

The total purchase price paid for Empire was $2.4 billion, a figure which represented a

21 .0 percent premium over and above the $34 closing price for each share of outstanding

Empire common stock on February 8, 2016. It should be noted that Empire is now a

wholly-owned subsidiary of Liberty Utilities (Central) Co. ("LU Central"), a holding

company formed by Liberty Utilities to complete the acquisition.

17

18 Q.

19

Does Liberty Utilities plan to seek recovery of the above referenced 21.0 percent

acquisition premium in rates charged to customers serviced by Empire?

20 A.

21

No. Mr. Peter Eichler, APUC Vice-President of Strategic Planning, in direct testimony

filed on behalf of LU Central before both the Missouri Public Service Commission and the

22 Arkansas Public Service Commission," stated that this 21 .0 percent acquisition premium

23

24 78 See Direct Testimony oIPeter Eichler (pp. 1-4, pp. 7-9), filed on behalf of Liberty Utilities (Central) Co., before the
Missouri Public Service Commission (Docket No. EM-2016-0213)

39



lDirect Testimony of John A. Cassidy
Liberty Utilities (Litchfield Park Water & Sewer) Corp.
Docket No. SW-01428A-17-0058, et al.

1 would be accounted for as goodwill, and that LU Central will , in any future rate

2 proceeding, seek recovery of any premium paid for Empire common shares.

3

4 Q.

5

In his direct testimony filed before the Missouri and Arkansas Public Service

Commissions, does by Mr. Eiehler indicate what capital structure LU Central plans

6 to use for its newly acquired Empire operations?

7 A.

8

g

Yes, Mr. Eichler states that LU Central plansto use "a reasonable and prudent investment

grade capital structure" consisting of 45 percent debt and 55 percent equify.79(emphasis

added )

10

11 Q.

12l|
5 13

In light of the above, if adopted is it possible that the 30 percent debt / 70 percent

equity capital structure proposed by the Company could provide, in part, for the

effective recovery of the Empire acquisition premium in rates charged to LU-LPSCO

14 ratepayers?

15 A.

16

17

18

Yes, it could to some degree provide for such effective recovery, especially when viewed

from the perspective of APUC, LU-LPSCO's ultimate parent, this, despite the fact Empire

does not operate in Arizona. APUC has claimed it will not seek recovery of any portion

of the acquisition premium in the states in which Empire operates, however, it would be

19 naive to think that APUC would make no effort to recover these costs, if possible. Thus,

20 should the Commission approve the Company's proposed equity rich capital structure in

21

22

23

24

https://www.efis.psc.mo.oov/mpsc/commoncomponents/view item no details.asp?caseno=EM-2016-
02138tattach id=2017004086 , and
See Direct Testimony of Peter Eichler (pp. 2-5, pp. 9-10), filed on behalf of Liberty Utilities (Central) Co., before the
Arkansas Public Service Commission (Docket No. 16-013-U)
http:// apscsewices.info/pdf/16/16-013-U 8 1 .pdf.
79 Ibid.
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1

2

3

4

this proceeding, doing so would clearly inflate ROR and provide for over-recovery through

the rates charged to LU-LPSCO ratepayers, and such over-recovery could effectively be

used to offset the acquisition premium for Empire. From APUC's standpoint, the money

needed to recover such premiums is fungible and this clearly could be a source to offset

5 the premium.

6

7 Q.

8

g

10

Mr. Cassidy, earlier you addressed the objection made by LU-LPSCO to RUCO DR#

14.04, a data request issued in discovery. For purposes of your cost of capital

testimony, did RUCO issue other data requests to the Company, and if so, did you

find the Company to be responsive?

A.11

12

13

14

15

16

17

18

19

20

21

22

23 by Liberty Utilities in all other states, exclusive of Texas, are not.

Yes, for purposes of discovery RUCO did issue other cost of capital data requests to LU-

LPSCO. These cost of capital data requests were issued in RUCO's 5th Set of Data

Requests (5.01-5.04), RUCO's 12"" Set of Data Requests (12.01-12.06), RUCO's 14th Set

of Data Requests (14.01-14.04), and RUCO's 15th Set of Data Requests (15.01). While

the Company was reasonably responsive (i.e., not fully responsive) to certain data

requests issued in RUCO's 5th and 12th Sets, the Company objected to, and was non-

responsive to data requests issued in RUCO's 14th and 15th Sets. It should be noted

that the data requests issued to the Company in Sets 14 and 15 relate to regulated utilities

owned and operated by Liberty Utilities in states other than Arizona, but do have relevance

in this proceeding for the reasons noted above, as they clearly demonstrate that the

Company's proposed 30 percent debt / 70 percent equity capital structure is

discriminatory towards Arizona ratepayers in a manner that capital structures proposed

The Company's

24
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1

2

objection/response to the cost of capital data requests issued by RUCO in Sets 5, 12, 14,

and 15 are attached as Exhibits JAC-B, JAC-C, JAC-D, and JAC-E, respectively.

3

4 Q.

5

6

In closing on the discussion of LU-LPSCO's proposed capital structure, does Mr.

Bourassa's cost of capital testimony provide evidence that the Company may have

considered proposing a different capital structure in this proceeding?

7 A.

8

9

10

11

12

13

Yes, for as shown in Schedule D-4.3, Mr. Bourassa reports LU-LPSCO's pro forma capital

structure to be 35 percent debt l 65 percent equity. It should be noted that Schedule D-

4.3 also indicates that the sample average capital structure for Mr. Bourassa's proxy group

of companies is comprised of 44.9 percent long-term debt and 55.1 percent common

equity. Thus, had LU-LPSCO elected to propose a 45 percent debt / 55 percent equity

capital structure in line with that of capital structures proposed by Liberty Utilities in other

states, support for doing so is provided in Mr. Bourassa's direct testimony.

14

What capital structure does RUCO recommend for LU-LPSCO in this proceeding?15 Q.

16 A.

17

18

19

20

As shown in Schedule JAC-1, RUCO recommends a hypothetical capital structure

comprised of 46 percent debt and 54 percent equity. RUCO's recommended hypothetical

capital structure represents the sample average capital structure of RUCO's proxy group

of companies,8° and is indicative of the current 'industry standard' capital structure for the

regulated water/ wastewater utility industry.

21

22

23

2 4
80 As presented in Schedule JAC-6 (Page 7).
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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 3.94 percent cost of long-term

3 debt.81

4

5 Q. What is RUCO's proposed cost of debt in this proceeding?

6 A.

7

8

9

As shown in Schedule JAC-1, RUCO proposes a 3.78 percent cost of debt. RUCO's

proposed cost of debt represents the 30-day average yield on the 10-year Treasury note,

measured as of October 31, 2017, plus the 145 basis point indicative 10-year spread on

Liberty Utilities most recent private placement financing (2.33% + 1.45% = 3.78%).

10

11 VI. SELECTION OF PROXY GROUP

12 Q. Was RUCO able to directly estimate the cost of common equity for the Company?

13 A. No. The common stock of LU-LPSCO is not publicly-traded, and thus it is not possible to

14

15

16

directly estimate the Company's cost of common equity. Therefore, RUCO employed a

proxy group of publicly-traded water utility companies to indirectly estimate the

Company's cost of equity ("COE") utilizing financial market data available for each sample

17 company.

18

19

20

21

22

23

24

81 see Bourassa Direct, p. 2, lines 69, and Schedule D1. The Company's proposed cost of debt represents the 30day
average yield on the 10-year U.S. Treasury bond (i.e., 2.49%), plus the indicative 10year spread on Liberty Utilities
most recent private placement financing, 145 basis points (2.49% + 1.45% = 3.94%).
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1 Q.

2

What publicly-traded water utility companies has RUCO selected for inclusion in its

proxy group?

3 A.

4

5

6

7

8

9

RUCO's proxy group consists of the following nine publicly-traded water / wastewater

utility companies: American States Water, American Water Works, Aqua America,

Artesian Resources Corp., California Water, Connecticut Water, Middlesex Water, SJW

Corp., and York Water. These nine water utilities comprise the entire universe82 of

publicly-traded water utility companies followed by both the Standard Large-Cap, and the

Small and Mid-Cap, 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.

10

11 Q.

12

For purposes of his analysis, does the Company's cost of capital witness employ

the same proxy group as that of RUCO?

13 A.

14

15

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

16 companies.

17

VII. DCF ANALYSIS18

19 Q. What is the theory and methodological basis of the DCF model?

20 A. The DCF model is one of the oldest and most commonly used market-based models for

21

22

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

23

24 82 Value Line's Sm all and M id-Cap Edit ion recent ly  init iated coverage of Global Water Resources, Inc. ;  how ever,  data is
available only  for years 2015 and 2016, and thus is not m eaningful for purposes of  inclusion in RUCO's proxy  group.
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1

2

based on the "dividend discount model" of financial theory, which maintains that the value

(price) of any security or commodity is the discounted present value of all future cash

flows.3

4

5

6

7

The most common variant of the DCF model assumes that dividends are expected to

grow at a constant rate, and the COE is computed using the following formula:

K=D+g
P

8
Where:

g

10

11

12

13

K = discount rate (cost of equity)

P0 = current stock price

Do = current annualized dividend

DI : expected dividend

Do/ P0 = current dividend yield

DI / Po = expected dividend yield

g = expected constant dividend growth rate

14

15

16

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).
17

18
Q. Please explain how RUCO employed the DCF model.

19
A.

20

21

22

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).

23

24
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1 Q. How did RUCO derive the dividend yield component of the DCF equation?

2 A.

3

4

5

6

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:

7
Yield

D 1+05g)
PT8

9

10

11

12 1

13 l

The current (PQ) stock price represents the average stock price for each proxy company

over the most recent three month period (August - October, 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 + .059)], the above equation is

representative of the expected dividend yield, (DI / Po).
14

i
i
i
i
i
lHow does RUCO estimate the dividend growth (g) component of the DCF equation?
1

1

15
Q.

16
A.

17
In estimating the dividend growth (g) rate in its DCF analysis, RUCO gives consideration

to the following five indicators of growth:
18

19
1. Five-year average (Years 2012-2016) historical earnings retention

(i.e., fundamental) growth, as reported by Value Line;20

2.21 Five-year compound average annual historical growth (Years 2012-
2016) in earnings per share (EPS), dividends per share (DPS), and
book value per share (BVPS), as reported by Value Line,22

3.23 Five-year average (Years 2017-2021) projected earnings retention
growth, as reported by Value Line,

24
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1 4. Five-year compound average annual projected growth (Years 2017-
2021) in EPS, DPS, and BVPS, as reported by Value Line, and,

2
5. Five - year projections of EPS growth, as reported by Yahoo Finance.

3

4

5

6

7

8

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.

g

10 Q. Please describe RUCO's DCF calculations.

11 A. RUCO's DCF analysis is presented in Schedule JAC-3, Pages 1 through 4. Page 1

12

13

14

15

16

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, composite-mean, and composite-median. Page 2 presents the

calculation of the dividend 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

17 proxy group of companies.

18

19 Q. What does RUCO conclude from its DCF cost of equity estimation analyses?

20 A. The DCF cost of equity rates obtained for RUCO's proxy group fall into a range between

21 7.58 percent and 9.63 percent. The highest DCF estimate is 9.63 percent. RUCO

22

23

24

concludes that 9.63 percent represents the current DCF-derived cost of equity for the

proxy group. Accordingly, RUCO adopts a DCF-derived cost of equity of 9.63 percent for

the Company, which is based on the high end of the DCF range.
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1 VIII. CAPM ANALYSIS

2 Q. Please describe the theory and methodological basis of the CAPM.

3 A.

4

5

6

7

Developed in the 1960s and 1970s as an extension of modern portfolio theory ("MPT"),

which studies the relationships among risk, diversification, and expected returns, the

CAPM describes the relationship between a security's investment risk and its market rate

of return.83 The CAPM employs beta as a measure of relative risk (i.e., volatility) between

a given equity security and the market as a whole.

8

How is the CAPM derived?9 Q.

A.10 The general form of the CAPM is:

11

12

13

K=Rf + B(Rm-R0

Where: K = cost of equity

Rf = risk free rate

14 Rm = return on market

15

16

B = beta

Rm - Rf = market risk premium

17

18

19

20

21

The CAPM is a variant of the Risk Premium ("RP") method. However, the CAPM is

generally superior to the simple RP method because it provides for company-specific

recognition of risk (i.e., beta), whereas the simple RP method assumes the same

COE for all companies exhibiting similar bond ratings or other characteristics.

22

23

24
83 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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Q. Please identify the strengths of the CAPM.

The CAPM is cited as having the following strengths (1) it is market-based, (2) it is based

on the concept of risk and return, (3) it is company specific, (4) it has widespread use as

it recognizes that investors can and do diversify, (5) it is highly structured and easy to

apply when using the assumptions of the model, (6) the model is formulistic and the data

used in the computations is readily available, (7) it is a forward looking concept, and (8) it

is a method for converting changes in interest rates to the COE.

Q. What risk-free (Rf) rate does RUCO use in its CAPM analysis?

For purposes of its CAPM analysis, RUCO employs a risk-free rate of 2.58 percent.

RUCO's risk-free rate represents the 3-month average yield on the 20-year long-term U.S.

Treasury Bond, measured over the 3-month period, August - October 2016. The

calculation of RUCO's risk-free rate is presented in Schedule JAC-4 (Page 1).

Q. Is it customary to use the yield on U.S. Treasury securities as the risk-free (Rf)

rate in the CAPM?

i

Il

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 (Rf) rate component, short-term U.S. Treasury bills and

long-term U.S. Treasury bonds. For purposes of its analysis, RUCO employs the yield on

20-year U.S. Treasury bonds as a proxy for the risk-free rate in conformity with its use of

the yield on 20-year Treasury bonds to compute the market risk premium component of

RUCO's CAPM model.

1

2 A.

3

4

5

6

7

8

9

10 A.

11

12

13

14

15

16

17 A.

18

19

20

21

22

23

24
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1 Q.

I
I Did RUCO consider use of a forecasted long-term Treasury bond rate as the risk-

2 free rate to be used in its CAPM analysis?

3 A.

4

5

6

I:
F
I

i
i

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 der ived f rom the CAPM. Use of  a current, or recent average, long-term

Treasury rate is reflective of investor's expectations, and as such is the appropriate risk-

free rate to be used in the CAPM.7

8

9 Q. What is beta, and what beta coefficients does RUCO employ in its CAPM

10 analys is?

11 A. Beta is a measure of risk (i.e., volatility) of a particular stock relative to the market as a

12 whole. The overall market is assumed to have a beta of  1.0, thus, companies having

13

14

15

16 .0.

17

betas less than 1.0 are considered less risky than the market, whereas companies with

betas greater than 1.0 are considered more risky than the market. As regulated entities

which have  been granted na tura l monopo ly s ta tus , regula ted public  ut i li t ies  a re

considered less risky than the market and typically have betas less than 1 For purposes

of its analysis, RUCO utilizes the most recent beta reported by Value Line for each of its

18 sample companies.

19

How does RUCO estimate the market r isk premium (Rm-Rf) component?20 Q.

21 A.

22

23

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 purposes

of its analysis, RUCO estimated the market risk premium by comparing annual realized

returns on equity for the S8¢P 500 group with annual yields on 20-year long-term Treasury
24
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1

2

3

4

5

6

7

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 concludes the market risk premium

(Rm-Rf) component in its CAPM to be 6.95 percent.

8

9 Q. What did RUCO conclude the overall CAPM COE to be?

10 A. As shown in Schedule JAC-4 (Page 1), RUCO determined the CAPM derived cost ofi

I

11 equity to be 7.68 percent for its proxy group of sample companies.

12

CE ANALYSIS13 IX.

Q. Please describe the basis of the Comparable Earnings (CE) methodology.
14

A.
15

16

17

18

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.
19

20

How did RUCO apply the CE methodology?21 Q.

22 A. 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
23

24

51



Direct Testimony of John A. Cassidy
Liberty Utilities (Litchfield Park Water 8t Sewer) Corp.
Docket No. SW-01428A-17-0058, et al.

1

2

period, 2012-2016, as well as projected returns on equity for 2017 and 2018, and 2020-

2022.

3

4 Q. What cost of equity results were obtained from RUCO's CE analysis?

5 A.

6

7

8

9

10

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

percent to a high of 11.40 percent. The results of RUCO's CE cost of equity analysis for

it proxy group of companies can be summarized as follows:

11|
I

1 2

13

14

15

Historic ROE's Protected ROE's

Mean 9.20 % - 9.90 % 11.40 %

Median 8.90 % - 9.30 % 11.40 %

Average of Mean and Median 9.05 % - 9.60 % 11.40 %

For purposes of its analysis, RUCO adopts the 11.40 percent projected average of mean

and median cost of equity estimate as its CE-derived cost of equity estimate for the

16
Company.

17

18

19

20

21

22

23

24
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1 x . RUCO RESPONSE TO COMPANY'S COST OF CAPITAL WITNESS MR. THOMAS J.

BOURASSA2

3 Q. Please summarize Mr. Bourassa's cost of capital analyses and recommendations.

A. Mr. Bourassa recommends a 10.7 percent COE for LU-LPSCO based on estimates4

derived from two constant growth DCF models,*'4 one risk premium model (RPM),8* and5

three CAPM modeIs,86 using a sample group of seven publicly-traded water companies.876

Based upon his analyses, Mr. Bourassa determined the cost of equity for his sample group7

fell in the range of 9.3 percent to 11.7 percent, with the mid-point indicated cost of equity8

being 10.5 percent. For purposes of his COE recommendation for LU-LPSCO, however,9

Mr. Bourassa makes an upward 40 basis point adjustment for small size and business10

risk, resulting in a range of estimates from 0.7 percent to 12.1 percent, with the upwardly-11

adjusted mid-point indicated COE being 10.9 percent. To this 10.9 percent midpoint value12

Mr. Bourassa then makes a 20 basis point downward Hamada adjustment for financial13

risk, resulting in an adjusted COE estimate of 10.7 percent, which he employs as his14

recommended COE in this proceeding. The summary results of Mr. Bourassa's cost of15

capital analyses are presented in Schedule D-4.1. As shown in Schedule D-1 (Page 1),16

Mr. Bourassa recommends an 8.67 percent overall rate of return for LU-LPSCO based17

upon a proposed pro forma capital structure comprised of 30.0 percent long-term debt18

and 70.0 percent common equity, and a 3.94 percent cost of long-term debt.19

20

21

22

23

24

84 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)).
as See Bourassa Direct, pp. 36-39 for discussion, and Schedule D4.9.
as 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).
87 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

3

4

5

6

7

8

9

In his constant growth DCF analyses, Mr. Bourassa estimates the dividend growth (Q)

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

(Eps), and dividends per share (DPS). Mr. Bourassa justifies use of stock price as a

growth metric on grounds that in equilibrium, stock prices should grow at the same rate

as BVPS, EPS and DPS (Bourassa Direct, pp 34-35, lines 21:1). 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

10

11

12

13

14

15

16

growth rates are obtained from Value Line. Mr. Bourassa utilizes both 5- and 10-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 January 13, 2017 closing spot market (Po) price.

For purposes of his analysis, the 9.3 percent DCF derived COE estimate Mr. Bourassa

relies upon represents the simple average of the 8.7 percent and 9.9 percent COE

estimates shown in Schedules D-4.7(Pages 1 and 2), respectively.

17

18

19

20

21

In his Risk Premium (RPM) analysis, Mr. Bourassa incorporates two measures of the

equity risk premium: (i) a 9.7 percent annual risk premium estimate obtained from the

historical bond-equity spread covering the 24-year period, 1993-2016," and (ii) a 5.6

percent annual risk premium estimate obtained from a current bond-equity spread based

22

23

24 as In direct testimony, Mr. Bourassa states that the historical period covered is, 19972016 (Bourassa Direct, p 37, line
11), but as shown in Schedule D4.9, the actual period covered is 19932016.
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1 on DCF-derived projected EPS growth.89 Mr. Bourassa obtains the 9.7 percent risk

2 premium estimate by computing a composite average annual total return for his sample

3 companies in years, 1993-2016, then subtracts the value obtained in each year by the

4 average annual yield on 30-year long-term Treasury bonds, and computes a 24-year

5 average annual risk premium. For purposes of his risk premium analysis, Mr. Bourassa

6 relies on a 7.7 percent risk premium estimate, computed as the simple average of the 9.7

7 percent estimate obtained from historical data, and the 5.6 percent estimate obtained from

8 projected EPS data ((9.7% + 5.6%) /2 = 7.7%). To this 7.7 percent average risk premium

9 estimate Mr. Bourassa then adds a 4.0 percent expected long-term Treasury bond rate,

10 obtained from estimates provided by Blue Chip Financial Forecasts and Value Line

11 covering the 3-year period, 2018-2020.90 The 11.7 percent RPM COE estimate upon

12 which Mr. Bourassa relies represents the sum of this 7.7 percent average risk premium

13 and the 4.0 percent expected long-term Treasury bond rate. Mr. Bourassa's RPM

14 analysis is presented in Schedule D-4.9, and his forecasts of long-term Treasury rates

15 are presented in Schedule D-4.8.

16

17 For purposes of his CAPM analyses, Mr. Bourassa presents estimates obtained from

18 three different versions of the CAPM: (i) the Traditional CAPM, utilizing a 7.5 percent

19 market risk premium ("MRP"),9' (ii) the Empirical CAPM, utilizing this same 7.5 percent

20

21

22

23

24

89 See Bourassa Direct, p.37, lines 1215).
90 Footnote 3 in Schedule D-4.9 is misleading, as Mr. Bourassa's work papers reveal that this 4.0 percent expected
longterm Treasury bond rate is sourced from data presented in Schedule D4.8.
91 As shown in Schedule D4.11, Footnote 3, this 7.5 percent MRP is computed as an average of a 7.00 percent
Historical MRP as measured over the period, 19252015, and an 8.09 percent Current MRP ((7.00% + 8.09%) /2 =
7.5%).
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1

2
l

i
3 1

4
i

l5
l

l

i6
l

l

7

MRP, and (iii) a Modified CAPM, utilizing a 6.50 percent MRP,92 and incorporating a 2.93

percent (i.e., 293 basis point) upward size risk adjustment.93 In each of Mr. Bourassa's

three variations of the CAPM, he employs as his risk-free (Rf) rate the same 4.0 percent

forecasted 30-year long-term Treasury rate used in his RPM analysis. The results of Mr.

Bourassa's CAPM analyses are presented in Schedule D-4.11. As shown, Mr. Bourassa

derives a 9.5 percent COE estimate for his sample companies from the Traditional CAPM,

a 10.0 percent estimated COE from the Empirical CAPM, and an 11.7 percent estimated

8

9

COE from the Modified CAPM. Mr. Bourassa's CAPM analyses is presented in Schedule

D-4.11. As shown, he adopts a 10.4 percent CAPM estimated equity cost rate for his

10

11

sample companies, a figure which represents the average cost estimate obtained from

each of his three CAPM models ((9.5% + 10.0% + 11.7°/0) / 3 = 10.4%).

12

13 Q.

14

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?15

16 A.

17

1 8

19

No, because stock price growth is 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,20

21

22

23

24

92 As shown in Schedule D-4.11, Footnote 4, this 6.5 percent MRP is computed as an average of a 5.00 percent
Historical MRP as measured over the period, 19632015, and an 8.09 percent Current MRP ((5.00% + 8.09%) /2 =
6.5%).
93 See Bourassa Direct, p 44. As shown in Schedule D-4.11, Footnote 5, this 2.93 percent upward size risk premium
was obtained from theDuff& Phelps Size Study.
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1 i

l2

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.

3

4 Q.

5

Does Mr. Bourassa's use of stock price growth to estimate the dividend growth (g)

component in his DCF analysis overstate his DCF estimated cost of equity?

6 A. Y€$.94

7

8 Q. Moving on to Mr. Bourassa's RPM analysis, Schedule D-4.9 presents the calculation

I 9 of Mr. Bourassa's 9.7 percent, 24-year historical average annual equity risk

10 premium for his sample companies, measured over the period, 1993-2016. As

11

12

13

14

shown, the single highest annual total return (46.94 percent) and annual risk

premium (44.35 percent) is obtained in 2016, the year of the 24-year period

selected for analysis. Does this fact call into question the validity of Mr. Bourassa's

reliance upon the 9.7 percent risk premium obtained from his RPM analysis, and if

15 so why?

16 A.

17

18

19

20

Yes, it does. The 46.94 percent total market return achieved by Mr. Bourassa's proxy

group of companies in 2016 far exceeds that of other years within this 24-year period, and

thus is not representative of annual total market returns which investors might expect

going forward. In order to have validity, the risk premium component in an RPM analysis

must be reflective of investor expectations, and Mr. Bourassa's inclusion of the stellar

21

22

23

24

94 Schedule D4.4 presents Mr. Bourassa's calculation of 5-year historical dividend growth for his sample companies.
As shown, the 8.80% average dividend growth rate presented in Column 5 represents an average of the 5year
historical growth rates presented in Columns 1-4, with the 16.40% growth in stock price appreciation (Column 1) far
exceeding the other growth rates. By removing stock price growth as a metric, Mr. Bourassa would have obtained an
average dividend growth rate of 6.26%, a figure 252 basis points lower than the 8.80% growth rate he relies upon.
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market returns from 2016 into his analysis not only violates this premise, but overstates

his RPM estimated COE.

Q. Does Mr. Bourassa's direct testimony provide support for exclusion of the 2016

investment returns achieved by his sample companies in the computation of the

equity risk premium component in his RPM analysis?

Yes, for when explaining the RPM (See Bourassa Direct, p 37, lines 1-3), he states that

to implement the RPM, "Ir is assumed that the past relationship will continue into the

future" (emphasis added). Thus, with these words Mr. Bourassa acknowledges that

exclusion of the 2016 investment returns from his RPM analysis is proper, as they are

neither representative of investment returns from the past, nor expected 'to continue into

the future.'

Q. Based upon the figures shown in Schedule D-4.9, would exclusion of the 2016

investment returns have significantly reduced the historical risk premium in Mr.

Bourassa's RPM analysis?

.5%).

Yes, for when computed over the 23-year period, 1993-2015, exclusion of the 2016

investment returns results in an 8.2 percent average risk premium, a figure 150 basis

points lower than the 9.7 percent risk premium obtained by Mr. Bourassa (9.7% - 8.2% =

1 For obvious reasons, a reduction to the historical risk premium would lead to

1

2

3

4

5

6

7 A.

8

9

10

11

12

13

14

15

16

17 A.

18

19

20

21

22

23

24
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l
1

2

reductions in the combined historical/current average risk premium relied upon by Mr.

Bourassa, and result in a lower RPM estimated COE.95

3

4 Q. l

5

6

As shown in Schedule D-4.9, Mr. Bourassa employs a 4.0 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 with the RPM methodology as

l
l

l

W

7 described in his direct testimony?

8 A.

9

10

11

12

No, it does not. In explaining the RPM (See Bourassa Direct, pp. 36-37, lines 2321), Mr.

Bourassa states that the "genera/ approach" involves adding the "current debt yield' to

the equity risk premium component to derive the RPM estimated COE (emphasis added).

Thus, rather than using a forecasted measure of the long-term Treasury rate, Mr.

Bourassa should instead have used either a current spot, or recent average, yield on the

13 30-year Treasury bond .

14

15 Q.

16

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?

17 A.

18

19

20

Yes, as the current yield on long-term Treasury bonds is reflective of the rate borne by

investors in the marketplace, and as such is the rate which should properly be used when

estimating the cost of equity. The use of forecasted long-term Treasury bond yields is

inappropriate, and results in estimates of the COE being overstated.

21

22

23

24

is When averaging this reduced 8.2% historical risk premium with Mr. Bourassa's 5.6% current risk premium, a 6.9%
average historical/current risk premium is obtained ((8.2% + 5.6%)/2 = 6.9%). Adding this reduced 6.9% risk premium
to Mr. Bourassa's proposed 4.0% expected longterm Treasury rate equates to a reduced 10.9% RPM estimated COE.

59



Direct Testimony of John A. Cassidy
Liberty utilities (Litchfield Park Water & Sewer) Corp.
Docket No. SW-01428A-17-0058, et al.

1 Q.

2

Please quantify the extent to which Mr. Bourassa's use of a 4.0 percent forecasted

30-year treasury rate overstates his RPM derived estimated cost of equity.

3 A.

4

5

6

As shown in RUCO Schedule JAC-4 (Page 1), the current 3-month average yield on the

30-year U.S. Treasury Bond is 2.82 percent. Thus, Mr. Bourassa's use of a forecasted

4.0 percent 30-year long-term Treasury rate overstates his RPM estimated COE by an

additional 118 basis points (4.00% - 2.82% = 1.18%).

7

8 Q.

9

10

11

12

For purposes of his 4.0 percent forecasted long-term Treasury rate, Mr. Bourassa

incorporates estimates provided by Blue Chip Financial Forecasts (See Bourassa

Direct, pp. 38, and Schedule D-4.8). Is there reason to believe that interest rate

forecasts provided by Blue Chip Financial Forecasts have systematically been

overstated?

13 A.

14

15

Yes, for as shown in RUCO Exhibit JAC-A, forecasts of 10-year U.S. Treasury rates

provided by Blue Chip Economic Indicators have consistently and systematically been

overstated.

16

RPM17 Q.

18

19

For purposes of his analysis, does Mr. Bourassa employ a compound

geometric mean in the computation of the annual total returns presented in

Schedule D-4.9?

20 A. No, Mr. Bourassa makes exclusive use of arithmetic mean returns when computing the

21 annual total returns presented in Schedule D-4.9.

22

23

24
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1 Q.

2

Why is exclusive use of arithmetic returns in the development of Mr. Bourassa's

RPM equity risk premium inappropriate?

3 A. It is inappropriate for two reasons. First, exclusive use of arithmetic returns leads to the

4

5

6

7

8

9

10

development of higher, and potentially excessive, risk premiums. Second, investors have

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.

11

12
Q.

13
Has the Arizona Corporation Commission (ACC) previously ruled on the issue of

geometric returns and whether they should be considered in the development of
14

an equity risk premium?
15

A.
16

Yes, and the ACC has consistently ruled that geometric returns should be considered in

the development of an equity risk premium.96
17

18

19

20

21

22

23

24

as See Decision No. 70011 (dated November 27, 2007), in UNS Gas, Inc. (Docket No. G-04204A-06-0463);
Decision No. 70360 (dated May 27, 2008), in UNS Electric inc. (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 Water Company (Docket No. W-01445A-08-0440),
Decision No. 71914 (dated September 30, 2010), in UNS Electric inc. (Docket No. E-04204A~09-0206),
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lIn failing to give recognition to geometric (i.e., compound average annual growth)

returns in his RPM analysis, does Mr. Bourassa overstate the annual risk premiums

for his sample companies?

Yes, which suggests that his RPM cost of equity results have further been overstated.

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 4.0 percent forecasted long-term Treasury rate

as that used by Mr. Bourassa in his RPM analysis. How does RUCO respond?

l

For the reasons noted earlier 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 fromblue 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 2.82 percent. Thus, Mr. Bourassa's

use of a forecasted 4.0 percent risk-free rate overstates the COE estimates derived from

both his Historical MRP and Current MRP CAPM models by 118 basis points (4.00% -

2.82% = 1.18%).

Q. Does RUCO have concerns regarding the 7.00 percent market risk premium (Rpm)

component of Mr. Bourassa's Historical MRP CAPM?

No.

1 Q.

2

3

4 A.

5

6

7

8

9

10

11 A.

12

13

14

15

16

17

18

19

20

21

22

23 A.

24
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1 Q.

2

Does RUCO have concerns regarding the 8.09 percent market risk premium (MRP)

component employed by Mr. Bourassa in his Current MRP CAPM?

3 A.

4

Yes, as this 8.09 percent MRP is not reflective of current market conditions and is

significantly overstated .

5

6 Q.

7

What evidence does RUCO have to demonstrate that the 8.09 percent market risk

(RPm) premium in Mr. Bourassa's Current MRP CAPM is overstated?

8 A.

9I|
I

|

I. 1 0
I

11

12

13

14

15

Evidence of its overstatement can be found in rebuttal testimony filed by Mr. Bourassa in

a recent Quail Creek Water Company rate case.97 Specifically, in Rebuttal (Page 10, lines

20-22), Mr. Bourassa alludes toa Wall Street Journalarticle which reported, as he states,

that "estimates of the equity risk premium for the S8¢P 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 cites98 reveals that as of the end of April 2015, the equity risk premium on the

S8.P 500 was 5.8 percent, and based upon the research findings of Dr. Aswan

Damodaran, Professor of Finance at the Stern School of Business at New York University.

16

17 Q.

18

Does Dr. Damodaran regularly update his research findings as to the current equity

risk premium for the S&P 500?

19 A.

20

Yes, Dr. Damodaran maintains a website dedicated to that purpose.99 In visiting the

website, RUCO found that he had updated his analysis to December 1, 2017, and as of

21

22

23

24

97 Quai/ Creek Water Company (Docket No. W-02514A-14-0343), Rebuttal Testimony (Cost of Capital) filed
by Thomas J. Bourassa, dated June 3, 2015.
98 Lahart, Justin, "Lower Yields May be Stocks' Real Threat," The Wall Street Journal, Heard on the Street
Column, May 17, 2015. http://www.wsi.com/articles/lower-yields-may-be-stocks-real-threat-1431885420
99 http://paqes.stern.nyu.edu/~adamodar/
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1 that date the current equity risk premium on the S&P 500 was estimated to be 4.68

2 percent.

3

4 Q.

5

Would an equity risk premium on the S&P 500 of 4.68 percent, measured as of

December 1, 2017, be considered an indication of the "current" MRP?

6 A.I
I

7

8

Yes, because the S8tp 500 is a broad based market index of 500 publicly-traded

companies, and the performance of the s&p 500 is often used as a proxy for that of the

market as a whole.

9

10 Q. Does RUCO have further evidence that Mr. Bourassa's 8.09 percent current MRP is

11 overstated?

12 A. Yes. According to Duff 8¢ Phelps, the current equity risk premium is 5.5 percent.'°°

13

14 Q.

15

In light of the above, please quantify the degree to which Mr. Bourassa's 8.09

percent current market risk premium is overstated.

16 A.

17

18

19

20

Based upon the above referenced Dr. Damodaran (4.68%) and Duff & Phelps (5.5%)

measures of the current equity risk premium, the current average equity risk premium is

5.09 percent ((4.68% + 5.50%) / 2 = 5.09%). Therefore, Mr. Bourassa has overstated the

current equity risk premium component in his Current MRP CAPM analysis by 300 basis

points (8.09% - 5.09% = 13.000/0).

21

22

23

24

too Duff & Phelps is a resource to which Mr. Bourassa frequently cites in testimony. As of November 15, 2016, Duff &
Phelps determined the current Equity Risk Premium to be 5.5 percent, and continues to remain at that level.
http://www.duffandphelps.com/assets/pdfs/publications/valuation/coc/usnormalizedrisk-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

.0.6

7
i

8

9

10

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 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

11 ECAPM beta adjustment is an unnecessary redundancy, and serves to overstate the cost

12 of equity.

13

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. 40, lines 5-8), Mr. Bourassa cites to Dr. Roger Morin, at

pages 189-191 of his book, New Regulatory Finance.'°'

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#nonce

scholars have developed, refined and expanded versions of the CAPM by relaxing the

23

24
101 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. In ruling on whether cost of equity estimates obtained from the ECAPM should be

5 considered in a rate case, has the Federal Energy Regulatory Commission

6 ("FERC") recently issued a decision in which reference is made to the above cited

7 passage from Dr. Morin's book?

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

10 capital witness testifying before the FERC, should be considered. In attempting to

11 make his case for the ECAPM, Dr. Avera cited as authority Dr. Morin's book, New

12 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
Requlatory Finance suqqests 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 RCE above
the Midpoint. There is no need to include an obscure. and arguably
more controversial, variant of that pricing model.102(emphasis added)

18
Q.

19
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?
20

A. Yes.
21

22

23

24 102 Federal Energy Regulatory Commission, Corrected Initial Decision in Docket No. EL1412-002 (Issued December 29,
2015), Finding of Fact No. 330, p. 102. http://stmedia.startribune.com/documents/AU+transmission+ruling.pdf
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l

i1 Q. l
l

2

Please explain why cost of equity estimates obtained from Mr. Bourassa's Modified

CAPM should not be relied upon. i
l

l
i3 A.

\
4

5

6 percent current MRP is overstated by 300 basis points (8.09°/o

7

8

9

10

11

12

13

14
I

15

First, as shown in footnote 4 of Schedule D-4.11, the 6.50 percent MRP component of Mr.

Bourassa's Modified CAPM incorporates the same 8.09 percent current MRP employed

by Mr. Bourassa in his Traditional CAPM model, and as previously discussed this 8.09

5.09% = 3.00%). Thus,

by any reasonable standard, the 6.50 percent MRP component in Mr. Bourassa's Modified

CAPM is 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

is overstated by 118 basis points (4.00% - 2.82% = 1.18%). Third, Mr. Bourassa's

Modified CAPM also incorporates an upward 293 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 11.7 percent Modified CAPM estimated COE exceeds by

220 basis points his 9.5 percent Traditional CAPM estimate (1 1.7% - 9.5% = 2.20%), there

is abundant evidence to suggest that his Modified CAPM estimate significantly overstates

the COE.16

17

18 Q.

19

20

21

As shown in Schedule D-4.1, Mr. Bourassa's proposed 10.7 percent recommended

cost of equity makes provision for an upward 40 basis point company-

specific/small size risk premium adjustment. Does this fact further suggest that

Mr. Bourassa's Modified CAPM results have been significantly overstated?

22

23

24
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1 A. Yes, because the 293 basis point upward size risk premium (Rps) adjustment in Mr.

2 Bourassa's Modified CAPM represents a double-counting of a size risk adjustment made

3 to his overall cost of equity analysis.'°3

4

5 Q. Does RUCO believe that it is appropriate to make an upward small size risk

6 premium adjustment to the cost of equity for LU-LPSCO in this proceeding?

7 A. No. Empirical research has demonstrated that a small company risk premium adjustment

i 8 to the cost of equity is unwarranted for regulated utilities. Annie Wong, of Western

9 Connecticut State University, conducted a study on utility stocks to determine if the so-

10 called size effect exists in the utility industry, and she writes as follows:

11

12

13

14 As a result the

15

16

17

18

The fact that the two samples show different, though weak, results
indicates that uti l i ty 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. ,
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
requ/ations.1°4 (emphasis added)

19

20

21

22

23

24

103 Mr. Bourassa's 10.7% recommended COE includes an upward 40 basis point small size risk adjustment, however, it
is offset, in part, by a downward 20 basis point Hamada financial risk adjustment.
104 Annie Wong "Utility Stock and the Size Effect: An Empirical Analysis," Journal of the Midwest Finance
Association, (1993), p.98.
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1 Q. Has the Commission previously ruled on the issue of firm size and whether it

2 warrants a risk premium adjustment to the cost of equity?

3 A. Yes. In Decision No. 64282905 the ACC ruled for Arizona Water that firm size does not

4

5
l
l

6
i

7

8

i
\

lg

10

11

12

warrant recognition of a risk premium stating, "We do not agree with the Company's

proposal to assign a risk premium to Arizona Water based on its size relative to other

publicly traded water utilities...." The Commission confirmed its previous ruling in

Decision No. 64727106 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

13 eliminated through diversification.

14

15 Q. Has the ACC issued a more recent decision which reconfirms its prior rulingI
!

16 regarding firm size?

17 A. Yes, in the recent EPCOR Water Arizona case.107 In Decision No. 75268,'0t* the ACC

18 ruled as follows:

19

20

21

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

22

23

24

105 Dated December 28 2001 .
106 Dated April 17, 2002.
107EPCOR Water Arizona, Inc. (Docket No. WS-01303A-140010).
108 Dated September 8 2015.
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1

2

3

4

5

6

7

8

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 intewenors. 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 sample
companies, and we do not believe a cost of equity adjustment for size is
a ro rite. (emphasis added)

g
Q.

10
Does this suggest that pursuant to Decision No. 75268, Mr. Bourassa's upward 40

basis point adjustment for small size is unwarranted?

Yes.
11

A.
12

In closing, are there additional considerations as to why the 10.7 percent cost of
13

Q.
14

equity proposed by Mr. Bourassa is excessive?4
I

I

15
A.

16

17

18

Yes. In a recent Investor Presentation made at the J.P. Morgan Energy Equity

Conference held in New York on June 26-28, 2017, APUC indicated that the regulated

ROEs for Liberty Utilities are currently between 9%-100/0.109 Thus, the 10.7 percent COE

proposed by the Company is clearly excessive and should be denied.
19

20

21

22

23

2 4 109 See Company Response to RUCO 5.04, as presented in RUCO Exhibit JAC-A.

http://investors.algonquinpower.com/Cache/1500101012.PDF?Y=&O=PDF&D=&FID=1500101012&T=&IID=4142273
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xi.

Q.

CONCLUSION AND RECOMMENDATIONS

Please summarize RUCO's cost of capital recommendations in this proceeding.

A.

2)

3)

4)

RUCO recommends that the Commission adopt the following:

1) A hypothetical capital structure composed of 46.00 percent long-term debt

and 54.00 percent common equity,

A cost of debt of 3.78 percent,

A cost of common equity of 9.57 percent; and

An overall rate of return of 6.91 percent.

Q. Does this conclude your direct testimony?

Yes, it does.

1

2

3

4

5

6

7

8

g

10

11 A.

12

13

14

15

16

17

18

19

20

21

22

23

24
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EDUCATION

Arizona State University -- Master of Business Administration-Finance

University of Arizona -- Master of Library Science

Arizona State University -- B.A. History, Latin American Studies

(May 1987)

(August 1980)

(May 1976)
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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 WAAAN rate case (Docket No. SW-01428A-09-0103, et al)

Regulatory Utility Consultant - Self-Employed, Tempe, AZ (2007-2008)

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-01303A-06-0403)

Utilities Auditor ll -- Arizona Corporation Commission, Phoenix, AZ (Aug. 1993-Nov. 1997)

PROFESSIONAL DEVELOPMENT

Certified Rate of Return Analyst (CRRA) (May 2016)

Annual Regulatory Studies Program ("Camp NARUC"), Institute of Public Utilities, Michigan State
University, East Lansing, MI (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
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Docket No. E-01345A-16-0036
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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-13-0111

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
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Docket No. W-01412A-12-0195

Docket No. W-01445A-11-0310
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Rate Dockets Testified - Cost of Capital:

Liberty Utilities (Litchfield Park Service Co.)

Pima Water Company

Arizona Public Service Company

EPCOR Water Arizona

Southwest Gas Corporation

Liberty Utilities (Bella Vista W/ Rio Rico W/WW)

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 8\ 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
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Docket No. W-01445A-15-0277
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Docket No. W-02068A-11-0471

Docket No. W-04015A-12-0051
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Pima Water Company

Arizona Water Company

Quail Creek Water Company

Beaver Dam Water Company

Eden Water Company
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Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket No.

Docket Nos.
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W-01944A-13-0242
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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 db Sunland Water Co.

Columbus Electric Cooperative, Inc.

Pima Utility Company
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Proxy). Chairman: Lloyd Ross. President & Chief Executive Officer:
Robert J. Sprowls. Inc: cA. Address: 630 East Foothill Blvd. San
Dimas CA 91773. Tel: 9093943600. Internet www.aswater.com.

r e g u l a t e d A S U S s  r e t u r n  o n  e q u i t y  i s  n o t
l i m i t e d h o w e v e r t h e  b u s i n e s s  a l s o  c a r r i e s
m o r e  r i s k .
O v e r a l l , e a r n i n g s a n d 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  g o o d .  D u e  m o s t l y

a  o r c m c m i o n c d
s h a r e e a r n i n  s

81 .85 .

.

FUll
Year

465.
458.
436.1
465
470

.

C a b
ender

2014

2015

2016

2017

2018

C a b
ender

2014

2015

2016

2017

2018

Fu l l
Ye a r

1 .57

1.60

1.62

1 .0 5

1.85

Fu l l
Ye a r

.7 6

. 8 3

.8 7

.9 1

Cal
endar

2013
2014
2015
2016
2017

Past Past E s fd 1416
10 Yrs. 5Yf$. to 2022

5.5% 3.0% 4.5%
7.5% 6.5% 6.0%

10.0% 9.5% 6.5%
7.0% 10.5% 7.5%
5.5% 5.0% 4.0%

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Se .30 Dec. 31

102.0 115.6 138.3 109.9
100.9 114.6 133.0 110.1
93.5 112.0 123.8 106.8
98.8 113.2 140 113
102 118 135 115

EARNINGS PER SHARE A
Mar.31 Jun. 30 S .30 Dec. 31

.28 .39 .54 .36

.32 .41 .56 .31

.28 .45 .59 .30

.84 .62 .59 .30

.39 .48 .60 .38

QUARTERLY DIVIDENDS PAID Bl

Mar.31 Jun.30 Se .30 Dec.31

.1775 .1775 .2025 .2025

.2025 .2025 .213 .213
.213 .213 .224 .224
.224 .224 .224 .242
.242 .242 .255

t o  t h e s a l e  o f  a s s e t s  w e
h a v e  r a i s e d  o u r  2 0 1 7 es
t i m a t e  f o r  t h e  c o m p a n y  $ 0 . 1 5  t o
T h i s  r e p r e s e n t s  a  h e f t y  1 4 %  y e a r o v e r
y e a r  g a i n .  In  2 0 1 8 .  w e  th i n k  th a t th e  c o m
p a n y  w i l l  m a n a g e  l o  p o s t  th e  s a m e  s tr o n g
shar e  ea r n ings as  the  non  r egu la ted  secto r
co n tr i b u ti o n  to  th e  b o tto m  l i n e  r i se s .
W e  t h i n k  b o t h  s h o r t  a n d  l o n g t e r m
i n v e s t o r s  c a n  f i n d  b e t t e r  a l t e r n a t i v e s
e l s e w h e r e .  S h a r e s  o f  A WR  h a v e  b e e n  o n
a  n i c e  r u n  o f  l a te .  H i s to r i c a l l y  w a te r  u t i l i
ty  s tocks  have  been  de fens ive  incom e p lays
b e c a u s e  o f  th e i r  l o w  v o l a t i l i t y  h i g h  d i v i
d e n d  y i e l d s a n d  g o o d  d i v i d e n d  g r o w t h
p r o s p e c ts .  A t  i ts  r e c e n t  p r i c e  A WR s  2 . 0 %
y i e l d  i s  o n l y  o n  p a r  w i t h  t h e V a l u e  L i n e
m e d i a n .  In  o u r  o p i n i o n .  m o s t  o f  th e  g o o d
n e w s  a s s o c i a te d  w i th  th e  s to c k  a p p e a r s  to
b e  r e fl e c te d  i n  th e  r e ce n t p r i ce .  H e n ce  th i s
n e u t r a l l y  r a n k e d  e q u i t y  h a s  s u b p a r  to ta l
r e tu r n  p r ospec ts  th r ough  2020 - 2022 .
James A .  F lood Oc t o b e r  1 3  2 0 1 7

BUSINESS: American States Water Co. operates as a holding
company. Through its principal subsidiary Golden State Water
Company it supplies water to 261.002 customers in 75 cities and
10 counties. Service areas include the greater metropolitan areas of
Los Angeles and Orange Counties. The company also provides
electric utility services to 23940 customers in the dry of Big Bear

A m e r i c a n  S t a t e s  W a t e r  w a s  f o r c e d  t o
d i v e s t  a n o p e r a t i o n  f o r  a p r o f i t . T h e
w a t e r u t i l i t y s C a l i f o r n i a b a s e d G o l d e n
S t a t e s W a t c r s u b s i d i a r y s o l d i t s O j a i
W a t e r S y s t e m t h i s s u m m e r t o t h e
m u n i c i p a l  d i s t r i c t  o f  C a s i t a s  f o r  $ 3 4 . 3  m i l
l i o n U l t i m a t e g f  t h e  c o m p a n y  d i d n t  h a v e
a c h o i c e a s cas i tas w a s u s i n g e m i n e n t
d o m a i n  t o  a c q u i r e  t h e  a s s e t s .  I n  a n y  c a s e
t h e s a l e r e s u l t e d i n a s e c o n d q u a r t e r
p r e t a x  g a i n  o f  $ 8 . 3  m i l l i o n o r  a b o u t  $ 0 . 1 3
a  s h a r e .
T h e  n o n u t i l i t y  s e c t o r  i s  p e r f o r m i n g
w e l l .  R e s p o n s i b l e  f o r  a b o u t  2 0 %  o f  t h e
com pany n o r m a l i z e d  p r o f i t s .  th e  A S U S
su b s i d i a r y  p r o v i d e s  w a te r  se r v i ce s  to  U . S .
m i l i ta r y  i n s ta l l a t i o n s .  T h e  g o v e r n m e n t  i s
i n  th e  m i d s t  o f  p r i v a t i z i n g  th e  w a te r  s y s
te m s  o n  m a n y  d o m e s ti c  b a se s .  E a r l i e r  th i s
y e a r  A S U S  s n a g g e d  a  5 0 y e a r  c o n t r a c t
w i th  th e  E l g i n  A i r  F o r c e  B a s e  th a t  i s  e x
p o c te d  to u n c r a te  $ 5 1 0  m i l l i o n  i n  r e v e
n u e s .  O n  O c t o b e r  2 n d  t h e  c o m p a n y  a n
n o u n c e d  th a t  i t  w a s  a w a r d e d  a n o th e r  5 0

ea r  con tr ac t w o r th  $601  m i l l i on  Lo  se r v i ce
t .  R i l e y  i n  K a n s a s .  We  e x p e c t  th e  c o m

p a n y  to  c o n t i n u e  to  w i n  a  fa i r  s h a r e  o f th i s
b u s i n e s s .  S i n c e  th e s e  o p e r a t i o n s  a r e  u n

(B) Dividends historically paid in early March (C) In millions. adjusted fa split
June September and December. l Divd rein
vestment plan available.

A
75
70
85

Companys Financial Strength
Stocks Price Stability
Price Growth Persistence
Earnings Predictability
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?aland(losses): 04 7¢. 05 13¢; 06 3¢ 08
14¢): .

due midNovember.
rauuai  material  i s

d I may be reproduced resold. stored or Iransrrilled in any printed declraic or other lord.

(A) Primary earnings. Excludes nonrecurring

10 (2 ¢) 11 10¢. Next earnings report

¢  2 0 1 7  V a l u e  i n c I n c.  A l  9 '§  re se rve d . 0blaine<I lorn sources beloved to be retable and i s provided wihaul  warranties al  ani l kind.
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25.8
19.4

56.2
41.1

61.2
48.4

83.1
70.0

23.0
16.2

85.2
58.9

32.8
252

39.4
31.3

45.1
37.0

TIMEUNESS 3 l0llel€48IW17
SAFETY 3 Nevl 7l25l)B
TECHNICAL 2 Raised 1n1]l17
BETA .es l1.00 marxeq

High:
Low:
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0.85 x Dividends; Sh
divudcd b ilrlcfc Ran:
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Target Price Range
2020 2021 2022
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l r r i l l n _

- 1 1 -
2006

AnnlTotaI
Price Galn Recur

Hlgh 90 (+10% 5%
Low 60 25% 4%
Insider Decisions

0 F M A u J J A
10 BuI
Oixlons 0 0 9
loSdl 0 0 1 2
Institutional Decisions

Aazuis 102017 zo o n

316 269 281
278 302 291

HM 000 145568 180388 158865

2003 2004 2009 2010 w ew n w n w n w n w a w a0 0 7 5

13.84

d.47

d2.14

13.08

.65

497

1625

4.27

2.11

1.21

13.98

2.89

1.25

.82

23.05

7.45

4.15

2.35

16.78

4.75

2.39

1.21

2 0 0 8

14.61

287

1.10

.40

18.54

5.26

2.62

1.47

15.49

3.56

1.53

.86

16.28

4.36

2.06

.84

17.72

5.13

2.64

1.33

15.18

3.73

1.72

.90

I*1 Y:

27.3928.39 25.64 22.91 23.59 24.11 25.11

l 187.50

7.7

1.46

2.0%

luxnlrzxnniulnulrzxmnaamxa " " 8 " "
M

i i i

iillill
3159.0 4325

780
3302.0

468.0

CAPITAL STRUCTURE as of 6/30117
Total Debt $7453.0 mil. Due in 5 Yrs $1698.0 mil.
LT Deb! $5650.0 mil. LT Interest $300.0 mil.

(51% of Capl) WI M M
WLeases Uncapitalized: Annual rentals $14.0 mill.

Penslon Assets12/16$1443.0 mill
Oblig. $1864.0 mill.
pfd Divd $.5 millPfd Stock $9.0 mill.

54.0%

46.0%

16000

18000

6.5%

11600

15675

6.0%Common Stock 178282329 she.
as of 7/27117

as [0T RETURN 9/11
mas vLAnmL
STOCK Unix

1 vf. 10.4 1s.4
3 yr. 79.2 31.5
5 yr. 146.0 88.9

2017 2018 ©VALUEUNEPUB.LLC
19.25 20.10 Revenues perch
560 6.15 "Cash Flow" perch
205 3.25 Eamingspersh A
1.62 1.76 Divd DecId perch 51
.1 .7 ap pen ing pets

30.90 32.40 Book Value perch o
178.50 179.00 common hs utstg
Bola Ha s ale Avg AnnI PIE Ratio

VII U"° Relative PIE Ratio
°" " ' AvgAnnI nivdv»elu

3600 Revenues($miII)
580 NelProfit Smill

38.0% Income Tax Rate
2.5% AFuoc%w NetProflt

55.0% LongTermDebiRatio
45.0% CommonE up Ratio
12850 TolaI Capi1aI ($mlll)
16400 Net plant($miII)
6.0% RetumonTotal Ca 'i

10.0% Recur on Shr. Equity
10.0% Recur on Com E u

Retained to Com Eq
All Div'ds to Net Prof

awn 7

64.0
288.0
456.0

.
134.0

1803.0
724.0

263110

45.0 15.0
255.0 269.0
357.0 440.0
5 . .

126.0 154.0
682.0 1423.0
125.0 815.0
5 . 25926

MARKET CAP: $14.6 billion (Large Cap)
CURRENT POSITION 2015 201s

($mILL.)
Cash Assets
Accts Receivable
Other
Current Assets
Accts Payable
Debt Due
Other
Current Liab.

Past
10 Yrs.

3.0%
23.0%

Past
Yrs.
3.5%
8.5%

11.0%
9.0%
4.0%1.5%

ANNUAL RATES
d change (per sh)
Revenues
"Cash FIori/
Eamings
Dividends
Book Value

Esra 141 s
to 2022

4.5%
6.5%
8.5%

10.0%
5.5%

I
I

.

QUARTERLY REVENUES (S mill.) Fun
Mar.31 Jun. 30 Se .30 Dec. 31 Year

679.0 754.8 846.1 731.4 3011.
698.0 782.0 896.0 783.0 3159.
743.0 827.0 930.0 802.0 3302.
756.0 a44.0 985 855 3440
770 895 1040 895 3600

EARNINGS PER SHARE A Full
Ma7.31 Jun. 30 S .30 Dec. 31 Year

.39 .62 .86 .52 2.39

.44 .G8 .% .56 2.64

.46 .77 .83 .57 2.62

.52 .73 1.02 .58 2.85

.62 .83 1.09 .71 3.25
QUARTERLY DWIDENDS PAID B. Full

Mar.31 Jun.30 Se .30 Dec.31 Year
.28 .31 .31 .31 1.21
.31 .34 .34 .34 1.33
.34 .375 .375 .375 1.47
.375 .415 .415

C a b
ender

2014

2015

2016

2017

2018

C a b
ender

2014

2015

2016

2017

2018

C a b
ender

2014

2015

2016

2017

476.0

39.1%

5.1%

53.7% 524%

46.2% 475%

10911 10967

13933 14992

5.7% 5.6%

9.4% 9.0%

9.4% 9.0%

4.7% 4.0%

50% 56%

New Jersey is its largest market accounting for 25.4% of regulated
revenues. Has 6800 employees. The Vanguard Group owns 9.6%
of outstanding shares, BIackRock Inc. 8.2% officers a directors.
less than 1.0%. (3117 Proxy). President a CEO: Susan n. Story.
Chair.: George MacKenzie. Address: 1025 Laurel Oak Road Voor
hees NJ 08043. Tel.: 856346-8200. Internet www.amwater.com.

g i n a  s e t t l e m e n t  ( w e  h a v e  t a k e n  i t  o u t  o f
t h i s  y e a r s  f o u r t h  q u a r t e r )  w e  e s t i m a t e
t h a t  A m e r i c a n  W a t e r s  s h a r e  e a r n i n g  s  w i l l
r i s e  9 %  o v e r  2 0 1 6 s  m e d i o c r e i n u r e .
W h a t s  m o r e  w i t h  t h e  c o m p a n y  e a r n i n g  a
r e t u r n  o n  m o r e  a s s e t s  a n d  d e m a n d  f o r  t h e
m i l i t a r y  e x p e c t e d  t o  p i c k  u p  ( t h e r e  a r e
s e v e r a l  m i l i t a r y  b a s e s  s e e k i n g  b i d s  t o  p r i
v a t i z e  t h e i r  w a t e r  s y s t e m s ) .  s h a r e  e a r n
i n g s  c a n  p r o b a b l y  c l i m b  a  h e f t y  1 4 %  i n
2 0 1 8 .  Th e  c o m p a n y s  c o n t i n u e d  s t r a t e g y  o f
m a k i n g  m a n y  s m a l l  a c q u i s i t i o n s  a n d  u s i n g
e c o n o m i c s  o f  s c a l e  t o  m a k e  t h e  o p e r a t i o n s
m o r e  e f f i c i e n t  w i l l  a l s o  p l a y  a  m a j o r  p a r t .
T h e  l o n g t e r m  o u t l o o k  f o r  d i v i d e n d
g r o w t h  i s  e x c e l l e n t .  W e  t h i n k  t h a t  t h e
a n n u a l  p a y o u t  c a n  r i s e  1 0 %  o v e r  t h e  n e x t
3  t o  5 y e a r  p e r i o d .  T h i s  i s  t h e  h i g h e s t  o f
a n y  m e m b e r  o f  t h i s  g r o u p .
T h e s e  s h a r e s  d o  n o t  h o l d  a n y  g r e a t
a p p e a l  a t  t h i s  t i m e ,  h o w e v e r .  D e s p i t e
b e i n g  t h e  l a r g e s t  a n d  p o s s i b l y  b e s t r u n
p u b l i c l y  o w n e d  w a t e r  u t i l i t y  i n  t h e  c o u n
t r y  t h e  p r e m i u m  d e m a n d e d  b y  t h e  m a r k e t
f o r  t h i s  g r o u p  o f  s to c k s  s e e m s  e x c e s s i v e  i n
o u r  o p i n i o n .  H e n c e  i n v e s t o r s  c a n  p r o b a b l y
d o  b e t te r  e l s e w h e r e .
J a n n s  A .  F l o o d O c t o b e r  1 3  2 0 1 7

178. 5

1  . 15. 14.6 16.8 1 .7 19.9 20.

1.14 1.04 .93 1.05 1.06 1.12 1.05

1.9% 4.2% 3.8% 3.1% 3.4% 2.0% 2.5%

2214.2 2336.9 2440.7 2710.7 2666.2 2876.9 2901.9 3011.3

d342.3 187.2 209.9 267.8 304.9 374.3 369.3 429.8

37.4% 37.9% 40.4% 40.7% 39.1% 39.4%
. . 6.2% 5.1% . .

50.9% 53.1% 56.9% 56.8% 55.7% 53.9% s2.4% 52.4%
49.1% 46.9% 43.1% 43.2% 44.2% 46.1% 47.6% 47.4%
9245.7 8750.2 9289.0 9561.3 9580.3 9635.5 9940.7 10364
9318.0 9991.8 10524 11059 11021 11739 12391 12900

NMF 3.7% 3.8% 4.4% 4.8% 5.4% 5.1% 5.5%
NMF 4.6% 5.2% 6.5% 7.2% 8.4% 7.8% 8.7%
NMF 4.6% 5.2% 6.5% 7.2% 8.4% 7.8% 8.7%
NMF 3.0% 1.8% 2.8% 3.5% 3.6% 4.7% 4.3%

. . 34% 65% 56% 52% 57% 40% 50%
BUSINESS: American Water Works Company. Inc. is the largest
investorowned water and wastewater fumy in the U.S.. providing
services to ova 15 million people in over 47 states and Canada.
(Regulated presence in 16 states.) Nonregulated business assists
municipalities and military bases with the maintenance and upkeep
as well. Regulated operations made up 86.5% al 2016 revenues.

A  c o u r t  h a s  g r a n t e d  p r e l i m i n a r y  a p -
p r o v a l  t o  a  s e t t l e m e n t  i n  a  l e g a l  s u i t
a g a i n s t  A m e r i c a n  W a t e r  W o r k s . I n
J a n u a r y  o f  2 0 1 4  t h e  w h o l l y  o w n e d  W c s t
V i r g i n i a b a s e d  s u b s i d i a r y  o f  t h e  w a t e r
u t i l i t y  w a s  s u e d  o v e r  t h e  F r e e d o m  I n
d u s t r i e s  c h e m i c a l  s p i l l  i n to  th e  E l k  R i v e r .
A c c o r d i n g  l o  th e  p r o p o s e d  d e a l  A m e r i c a n
W a t e r  w o u l d  h a v e  t o  p a y  a p p r o x i m a t e l y
$ 1 2 6  m i l l i o n  l o  r e s o l v e  a l l  c l a i m s  a g a i n s t
i t .  N e t  o f  i n s u r a n c e  p r o c e e d s  m a n a g e m e n t
b e l i e v e s  th a t  th e  f i n a l  a f te r ta x  h i t  to  e a r n
i n g s  w i l l  b e  a b o u t  $ 2 6  m i l l i o n  o r  $ 0 . 1 4  a
s h a r e .
T h e  b o t t o m  l i n e  h a s  a l s o  b e e n  h u r t  b
a  c o u p l e  o f  o t h e r  f a c t o r s .  A  r e c e n t  i i
i n i n  t h e  s t a l e  o f  N e w  Y o r k .  w h i c h  i n d i
c a t e d  t h a t  w a t e r  u t i l i t i e s  d o  n o t  q u a l i f y  f o r
t h e  m a n u f a c t u r e r  t a x  b r e a k .  r e s u l t e d  i n  a
o n e t i m e  n o n c a s h  c h a r g e  o f  a r o u n d  $ 7  m i l
l i o n  i n  t h e  s e c o n d  q u a r t e r .  A l s o  d u r i n g  t h e
s a m e  p e r i o d  o p e r a t i n g  i n c o m e  f r o m  t h e
c o m p a n y s  n o n u t i l i t y  b u s i n e s s  d e c l i n e d
3 0 %  d u e  l a r g e l y  t o  r e d u c e d  c a p i t a l  s p e n d
i n g  a t  U . S .  m i l i t a r y  b a s e s .
S t i l l ,  o n  t h e  w h o l e  t h e  u t i l i t y s  e a r n -
i n g  p r o s p e c t s  a r e  r e l a t i v e l y  b i / h t .
Eve n  w i th  th e  p e n a l ty fr o m  th e  W o s t i r

B+
100
85
90
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$tocks rice Stability
Price GrovNh Persistence
Earnings Predictability

To subscribe call 1800VALUELINE

(A) Diluted earnings. Excludes nonrecurring 2014. Next earnings report due midNovember. men available (C) In millions. (D) Includes in
On 6130117:

11 $0.03. (B) Dividends paid in March June. $7.70lshare. (E) Pro forma numbers for 06 &
l Div. reinvest 07.

M mcaden is strictly lot subscrieefs own.
01 I may be reproduced resold. stored or lrarxsmlled in any piled. dedrmic or other iofm or u for generating or martetirlg any prirrled or electronic pululicalidn

losses: 08 $4.62 09 $2.63; 11 $0.07. Dis Quarterly earnings do not sum in 16 due lo tangibles. $1.373 billion
continued operations: 06 8004). . rounding.
12 ($0.10): 13.($0.01). AAP used as of Septem er and December.
c 2011 Value Line Inc. All ,895 reserved. Faclual material is obtained from sources believed 10 he reliable and is provided wihaul warrarlies al an kind.
THE PUBLISHER IS nor RES NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. nun4:emnerciaI iriemal use. *o part

. service or product.
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E m i l

2.78

.87

.51

2 9

4.21

1.42

.72

.47

Price Gain
High 45 (+35%
Low 35 +5%
Insider Decisions
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Institutional Decisions
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2 0 0 1

2.16 2.26

.69 .76

.41 .43

.24 .26

4.62

2.07

1.32

.74
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.32

2.36

.77
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.28

2 0 1 7

4.65

215

136
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2 0 0 7 2 0 0 8 2 0 0 9

3.61 3.71 3.93

1.10 1.14 1.29

.57 .58 .62

.38 .41 .44
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.35!
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3.32 3.49

142.47

23.6 3.6 24.5 5.1 31. 34.
121 1.29 1.40 1.33 1.69 1.87
2.5% 2.5% 2.5% 2.3% 1.8% 1.8%

CAPITAL STRUCTURE asof 6/30/17
Total Debt $2093.e mill. Due In 5 Yrs $430.5 mill.
LT Debt $1882.6 mill. LT Interest $76.3 mill

(51% of CapI)

E

PensionAsseS12/16$242.4 mill.
Obllg. $308.2 mill.

8E
Pfd Stock None
Common Stock 177651543 shares
as of 7/24/17

5500

5800

7.5%

12.5%

12.5%

814.2

201.8

6.9%

3.1%

50.3%

49.7%

3469.5

4688.9

6.9%

11.7%

11.7%

4.7%

60%

819.9

234.2

8.2%

3.8%

48.4%

51.6%

3587.7

5001.6

7.6%

12.7%

12.7%

5.6%

56%

4.95 Revenues per sh

2.25 "Cash Flwv" perch
145 Eamings perch A
.85 we DecI'd perch Br

5 ap pen ng per
11.15 Book Value per Sh

178.00 178.50 common Shs 0 utst'
Bold fig s are kg Ann'I PIE Ratio

V" Line Relative PIE Ratio
" "  " " Avg Annl oivd weld

680 Revenues ($miII)

260 Net Profit Smill

Income Tax Rate

AFUDC % lo Net Profit

49.0% LongTerm Debt Ratio

51.0% Common E up Ratio

4100 Total Capital ($miII)

5275 Net Plant $mill

7.5% Return on Total Capl

12.5% Return on Shr. Equity

12.5% Return on Com E u

Retained to Com Eq
All Divds to Net Prof

BUSINESS: Aqua America Inc. is the hading company for water

14.6
138.1
46.4

3.2
99.1
12.4
13.7 14.6

128.4 128.7
56.5 59.9
52.3
84.4

. 1.

MARKET CAP: $6.0 billion (Large Cap)
CURRENT POSITION 2015

($mlLL.)
Cash Assets
:2eceivabl?As Cs )
inventory vs t
Other
Current Assets
ACCIS Payable
Deb: Due
Other
Current Jab.

ANNUAL RATES
of dlange to sh)
Revenues 2.0%

7.0%

Dividends 8.0%
7.0%

8.0%
7.5%

5.0%
6.0%
7.0%
9.0%
6.5%

QUARTERLY REVENUES (s mill.)

182.7 195.3 191.4 779.9210.5
221.0
226.6192.6 203.9 819.9

830
880200

T h e r e s  a l w a y s  s o m e t h i n g  h a p p e n i n g
.

43

220 245 215

EARNINGS PER SHARE A
Mar.31 Jun.30 S .30 Dec.31

.24 .31 .38 .27

.27 .32 .38 .11

.29 .34 .28

.28 .34 .31

1.14
1.32
1.36
1.45

C a b
ender

2014

2015

2016

2017

201 B

C a b
ender

2014

2015

2016

2017

2018

QUARTERLY DNIDENDS PAID B l

a
.152.14

.152
.58

.63

.69

Cal
endar

2013
2014
2015
2016
2017

7.90

1 6.75 172.46 175.43 177.3

. 1.1 1. . .

1.70 1.50 1.34 1.34 1.39 1.19 1.09

2.1% 2.8% 3.1% 2.8% 2.8% 2.4% 2.5%

602.5 627.0 670.5 726.1 712.0 757.8 768.6 779.9

95.0 97.9 104.4 124.0 144.8 153.1 205.0 213.9

38.9% 39.7% 39.4% 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% 43.4% 47.3% 47.3% 51.1% 51.5%

2191.4 23065 2495.5 2706.2 2646.8 2929.7 3003.6 3216.0

2792.8 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% 10.6% 11.6% 11.0% 13.4% 12.9%

9.7% 9.3% 9.4% 10.6% 11.6% 11.0% 13.4% 12.9%

2016 6/30/17 32% 2.8% 2.7% 3.7% 4.6% 4.3% 6.7% 6.1%

3 7 7 8 67% 70% 72% 65% 60% 61% 50% 52%

97:4 989
13.0 16.8 and wastewater utilities that serve approximately three million resi

dems in Pennsylvania Ohio North Cardin. Illinois Texas New
Jersey Florida Indiana and five other states. Has 1551 employ

157.2 221.0 hes. Acquired AquaSource 7/13 Nomi Maine Utilities 7/1s. and
84.4 65.1 others. water supply revenues 2016: residential 59% commercial

. 5  A  l a r g e  p e r c e n t s  e  o f  A q u a  A m e r i c a s g e n e r a t i o n  s h o u l d  e n a b l e  i t s  l a y o u t s  t o
P a s t  E s td  1 4 1 6  f u tu r e  g r o w th  w 8 i  l i k e l y  c o m e  v i a  a c

q u i s i t i o n s .  S i m i l a r  to  o th e r  l a r g e  p u b l i c l y C a p i t a l  o u t l a y s  a r e  l a r g e  b u t  m a n a g e
a b  e .  A q u a  i n c r e a s e d  th i s  y e a r s  c a p i t a l
e x p e n d i tu r e  b u d g e t to  a p p r o x i m a te l y  $ 4 5 0
m i l l i o n .  T h e  m a j o r i ty  o f  fu n d s  w i l l  b e  a l l o
ca te d  to  r e p a i r  m a i n ta i n  a n d  r e p l a ce  a g e d
p i p e l i n e s  a n d  e q u i p m e n t.  We  d o n t e x p e c t
t h i s  f i g u r e  t o  c h a n g e  m u c h  i n  2 0 1 8 .  I n
2 0 1 9 .  th o u g h w e  t h i n k  o u t l a y s  s h o u l d
d e c l i n e  t o  t h e  $ 3 0 0  m i l l i o n $ 3 2 5  m i l l i o n

196.8 r a n g e .  O f  th e  n i n e  m e m b e r s  i n c l u d e d  i n
th e  w a te r  g r o u p .  A q u a  i s  o n l y  o n e  o f  tw o
th a t  r a te s  a  F i n a n c i a l  S t r e n g th  r a t i n g  o f
a t l e a s t a n  A .  Wh i l e  th e  b a l a n ce  sh e e t m a y
b e  m o r e  l e ve r a g e d  o ve r  th e  n e x t co u p l e  o f
ye a r s  i t  sh o u l d  r e m a i n  r e l a t i ve l y  h e a l th y .
T h e  s t o c k  h a s  a  h i g h  y i e l d  f o r  a  w a t e r
u t i l i ty .  WT R  i s  y i e l d i n g  2 . 5 %.  o r  a b o u t  5 0
b a s i s  p o i n ts  m o r e  th a n  i t s  p e e r s .  T h i s  i s
u n u s u a l  c o n s i d e r i n g  t h e  e q u i t y s  s t r o n g
p r o j e c t e d  d i v i d e n d  g r o w t h .  A s  a  r e s u l t

s h o u l d a t e v e n  th o u g h  w e  s t i l l  th i n k  s h a r e s  o f  w a te r
u t i l i t i e s  a r e  c u r r e n t l y  t r a d i n g  a t to o  h i g h  a

to r e .  L a s t  q u a r te r .  th e  p a y o u t  w a s  h i k e d p r e m i u m  WT R  i s  p r o b a b l y  th e  b e s t  s e l e c
t i o n  fo r  th o s e  i n v e s to r s  w h o  m u s t  o w n  a

f i v e  a n d  1 0 y e a r  h i s to r i c a l  a v e r a g e  o f  8 %. s to ck  i n  th i s  i n d u s tr y .
Ja me s  A .  F l o o d U m b e r  1 3 2 0 1 7

To subscribe call 1800VALUELINE
~1 Pg'= resewed. Factual maieriat is loom sources believed to be refable Md is pmuided wihcut walranies nu at* kind.
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1 2 0 1 5 0 2 2

4.10 4.32 432 4.37 4.61 6.05

1.45 1.51 1.82 1.89 1.87 2.75

.83 .87 1.16 1.20 1.14 1.05

.50 .54 .58 .63 .69 1.15

. 1. . .

5.57 8.63 9.27 9.78

16 .21 173.6 1 7.93

24. 1 .5

1.18 1.26

2.6% 23%

9.0%

3.5%

47.0%

53.0%

3735

5000

7.5%

12.5%

12.5%

16%. industrial wastewater & other 25%. off. & dir. own less than
1% of the common stock Vangurad Group. 8.9%: Blackrock Inc
8.1%. State Street Capital 6.0% (3/17 Proxy). President & Chief
Executive Oflkerz Christopher Franklin. Incorporated: Pennsylva
nia. Address: 762 West Lancaster Avaiue Bryn Mawr Pennsyiva
nia 19010. Ta.: 6105251400. Internet: www.aquaamerica.com.

Past . o  . o10 Yrs. Yrs. 10.20v22 r is e  8 /1  10/>  annua l ly  th r ough 2020 2022.

Cash Flow" .508€' traded water utilities Aqua has been a
Eamings 8.5% 11.0% continual buyer of small local water dis
Book Value tr i c k s .  In d e e d m o s t  o f  t h e  1 0 0 0 0 0 p l u s

w a te r  s y s te m s  i n  th e  U . S .  d o  n o t h a v e  th e
Full f i n a n c i a l  w h e r e w i t h a l  t o  r e p l a c e  t h e i r

M ar .31  Jun.30  S  .30  D ec.31  year  ag ing  in fr astr uctu r es.  B y constan tly  pur
chasing these types of entities Aqua can

190.3 205.8 197.1 814.2 gradually increase its customer base.
M o r e o v e r  s i n c e  a c tu a l  s y n e r g i e s  d o  r e s u l t

187.8 203.4 233.8 205 fr o m  m e r g e r s  i n  th i s  i n d u s tr y  th e  n e w  a s -
se ts  can  be  oper a ted  m or e  e ffi c ien tl y .

Full
Y e a r  o n  t h e  r e g u l a t o r y  f r o n t .  T h e  c o m p a n y
1 . 2 0  h a s  r e c e i v e d  r a te  r e l i e f  i n  In d i a n a  N e w

Jersey North Carolina Ohio and Pennsyl
.41 Vania. Other rate cases are pending in Vir

31 36 .47 31 ginia and lllinols. Aqua has good rela
tionships with its regulators so we are not

Fun expec t ing any m ajor  negat ive  s urpr is es .
Mar.31 Jun.30 S .30 Dec.31 Year D i v i d e n d s i n c r e a s e

.14 .152 h e a l t h y  r a t e  f o r  t h e  f o r e s e e a b l e  f u

.152 .165 .165
.74 by 7%. This is less than the companys

.1913 .1913 .205 Nevertheless we think Aquas strong cash
(A)Diluted egg. Excl. nor rec. gains: 01 2¢ midNovember. (C)ln millions adjusted ior stock splits. Companys Financial Strength A
02 4¢ 03 3¢ 12 18¢. Excl. gain from disc. (B) Dividends historically paid in early March Stocks Price Stability 95
operations: 12 7¢ 13 9¢ 14 11¢. May not June Sept. & Dec. l Divd. reinvestment plan Price Growth Persistence 65
sum duetorounding.Nexteamingsreport due available(5% discount). Earnings Predictability 90
z 2017 Value Line Inc. ii obtained this .

ollmayberqxoducedresuldstaedauansrritedi1anyprinted.elecuonicorotherlormorusrdlgrgeneratirigormaIketiigariypriritedoreledruriic publkalivtl savicc or produa
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Technical 3  Average
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1.26

.87
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14.61

8.13
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1.07

.85
2.66

14.09

7.56
1.64

.83

.76
1.83

13.12QM!
N A N A/N A

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

1 a.0
.93

3.8%
77.0
43.0%

8.8
11 .3

22.5
1.41
4.1%

65.1
45.5%

7.4
6.7

40.8%
10.4%

20.5
1.08
3.9%

72.5
48.8%

8.7
9.5

40.1%
13.1%

so ld Figures
8I¥ consensus

eamlngs
esilmares

any using the
n e ve r prices

P/E Carlos.

3
$ -

3
3

3

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°/o

d23.3
106.0

91.2
5.2%
8.0%
2.1%

74%

8.48
1.92
1.00

.75
2.57

12.44
7.65

18.2
1.16
4.1%

64.9
46.5%

7.0
7.6

40.0%
11.1%

d27.9
105.1

95.1
5.6%
8.0%
2.0%

75%

16.4%
d4 .7

102.3
139.0

6 .7%
9.3%
3.4%

63%

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

40.2%
12.0%

d12.3
105.5
121.8

5.1%
6.8%

.9 %
87%

14.7%
d8.8

103.6
132.3

6.3%
8.5%
2.6%

69%

d11 .4
106.5
113.0

4.6%
6.0%

.5 %
92%

d 13.5
105.0
125.6

5.5%
7.6%
1 .6%

79%

8.10
2.04
1.13
.79

2.36
13.57

8.71
18.3

1.17
3.8%

70.6
48.7%

7.9
9.8

40.2%
1 4 0 %

d11 .4
106.3
118.2

5.9%
8.3%
2.5%

70%

SALES PER SH
CASH FLOW PER SH

EARNINGS PER SH
DIVD5 DECLD PER SH
CAP'L SPENDING PER SH
BOOK VALUE PER SH
CCMMON SHS OUT ST G MILL
AVG ANNL PIE RAT IO
RELAT IVE P/E RAT IO
AVG ANNL DND YIELD
SALES (SM1LL)
OPERATING MARGIN
DEPRECIATION ($mlLL)
NET PROFIT  SMILL
INCOME TAX RATE
NET PROFIT MARGIN
WORKING CAP'L (smaLL)
LONGTERM DEBT (smaLL)
SHR. EQUIT Y SMILL
RETURN ON TOTAL CAP'L
RETURN ON SHR. EQUITY
RETAINED TO COM EQ
ALL DIVDS T O NET  PROF
Note No analyst estimates available.

ANNUAL RAT ES INDUSTRY: Water Utility2016
.2

7.8
1.6
5.0

14.6

ASSETS ($mil1.)
Cash Assets
Receivables
Inventory
Other
Current Assets

2015

.2

6.4

1.7

6.1

14.4

6130/17
.3

6.8
1.6
4.2

12.9

1 Yr.
2.0%
9.0%

12.0%
3.0%
4.5%

of change (per share)
Sales
Cash Flow

Eamings
Dividends
Book Value

5 Yrs.
1.0%
4.5%
6.0%
3.0%
3.0%

Full
Year

Fiscal
Year

QUART ERLY SALES ($miII.)
l o 2Q SQ 40

20.8
21.8

77.0
79.1

18.7
19.4

18.0
18.5
19.2

19.5
18.4
20.5

Property Plan\
& Equip at cost

Acc um Depreciation
Net Properly
Other
Total Assets

539.7

110.3

429.4

7.0

451 .0

514.8
105.2
409.6

7.6
431.6

442.2
11.5

466.6

12/31/15
12/31/16
12/31/17
12/31/18

Fiscal
Year

Full
Year

EARNINGS PER SHARE
SQ 20 SQ SQ

5.6
8.4
5.3

19.3

4.6
31.5

8.1
44.2

LIABILIT IES ($mill.)
ACCIS payable
Debt Due
Other
Current Liar

5.5
11.8

5.9
23.2

.37

.41

.48

1.01
1.26
1.41

.24

.21

.30

.22

.36

.33

.35

.24

.28

.30

.34

12/31/14
12/31/15
12/31/16
12/31111
12/31/18 LONGTERM DEBT AND EQUITY

as of 6130/17
Cal

endar
Full
Year

QUARTERLY DIVIDENDS PAID
l o 2Q 30 SQ Due in 5 Yrs. NATotal Debt $112.8 mill.

LT  Deb! $81.3 mill.
Including Cap. Leases NA

BUSINESS: Artesian Resources Corp. operates as a hold
ing company of whollyowned subsidiaries offering water,
wastewater services and related services on the Delmarva
Peninsula. Its Water Division (Artesian Water Artesian
Watcr Maryland and Artesian Water Pennsylvania) provide
water service to residential, commercial industrial govem-
mental municipal and utility customers. For the six months
ended June 30, 2017 approximately 3.7 billion gallons of
water were distributed in its Delaware systems and approxi
mately 59.7 million gallons of water were distributed in
Maryland systems. Artesian Wastewater owns wastewater
infrastructure in Delaware and Artesian Wastewater Mary
land provides regulated wastewater services in Maryland.
The number of Delaware wastewater customers totaled
1685 as of June 30, 2017. Artesian Utility (nonregulated
division) provides contract water and wastewater operation
services to private, municipal, and governmental institu
tions. Has 225 employees. Chairman, C.E.O. & President:
Dian C. Taylor. Address: 664 Churchman Rd. Newark, DE
19702. Tel.: (302) 4536900. Internet: www.artesianwater
.com. E.8.
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2014
2015
2016
2017
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.209

.215
.222
.228

.212
.218
.225
.232 October 13 2017

(36% of Capl)
Leases Uncapitalized Annual rentals NA

Pension Liability $1.0 mil. in 16 vs. $1.1 mil. in 15
TOTAL SHAREHOLDER RETURN

pfd Stock None Pfd Divd Paid None

Common Stock 9188.0(l) shares
IO Sel l 34

INSTITUTIONAL DECISIONS

4Q1 s 1Q17
35 37
30 34

3582 4022

Dividends plus appreciation as of 9/30/2017

1  Yr . 3  Yrs. 5  Yrs.

36.22% 107.38% 93.74%1 .05%

T o  s u b s c r i b e  c a l l  1 8 0 0 VAL U EL IN E

2Q17
lo Bu 42

Y 3 M os. 6 M os.
(64%o1Capl)

Hld s(000) 4033 17.56%

9 2017 Vakze Line Inc. AI ,918 reserved. Faclual material is oblauied Iran sauces behaved to be reliable aid is pruvrdrni without warrarlres al ant kind.
THE PUBLISHER IS NOT RES NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. |}i3 Ub[¢a|j0n is siriclly lot subs4:ribcrs own nortH:urrmcrcial llcmal use. o pM
d K may be reproduced. resdri slore4 or Iransniirred ii any printed declronic a other 10rm. or us for generating or markclhg are prirrreri of dcdrunic puhkalion sense or product.
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19.4
16.7

193
16.8

24.1
16.7

39.8
32.4

23.4
18.4

19.8
16.9

Target Price Range
20 0 : 2021 20 2
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Price GainHigh 50 (+25%Low 30 25%
Insider Decisions

D J F u A M J J A
IDBW 1 1 1 1 1 1 1 1 1
0 ¢ Ia 1 \ s  0 0 0 2 2 0 0 0 0 0
10Sell 0 0 0 1 0 1 1 0 0
Institutional Decisions

Aozms 1020w 202011
l o B e 9 3 9 7 so
loSdl 8 2 8 3 7 7
Hld 000 34200 38886 38422
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8.59

1.42

.7 3

.57

8.13

1.10

.47

.SG

8.10

1.36

.67

.58

8.67

1.32

.63

.56

IV. l IV. . . .

8.18

1.26

.61

.56

.1

7.22 7.83

8.72

1.52

.14

.57

1

7.90

14.10

3.15

1.75

.9 9

3.65

16.006.48

13.90 Revenues per sh
2.80Cash Flow" per sh
1.45 Eamings per sh A
.75 Divd DecId per sh e l

apl pending par sh
Book Value per sh c

71 n * |  Y m 1 Y n

Bold Ng s are
Val L i m
e st m s

1.58

2.9%

47.88

24.

1.25

2.9%

2 0 1 6 2 0 1 7

12.70 13.45

2.34 2.65

1.01 1.35

.69 .7 2

4 .  7

13.75

47 . 7

9.6

1.56

2.3%

l r l e r l l x u
M :

8
735

88.0

650

65.0

1.1 19.8 22.1 .1
1.39 1.08 1.26 1.06
4.4% 4.5% .4.2% 3.9%

CAPITAL STRUCTUREasof 6/30/17Total Debt $746.1 mill Due In 5 Yrs $174.0 mil.LT Debt $519.9 mill. LT Interest $35.0 mill.(44% of CapI) WW M
PensionAssets12/16$376.5 mill.Oblig. $564.8 mill.pfd Stock None 1250

1900Common Stock 48018000 she.
1400

2000

7.0%

11.0%

11.0%

588.3

45.0

36.0%

4.3%

44.4%

55.6%

1154.4

1701.8

5.2%

7.0%

7.0%

2.0%

71%

609.4

48.7

35.5%

6.1%

44.6%

55.4%

1191.2

1859.3

5.5%

7.4%

7.4%

2.4%

68%

Avg Ann'I PIE Ratio
Relative PIE Ratio
Avg Ann'I Div'd yell

675 Revenues ($mill) E
70.0 Net Profit Smill

Income Tax Rate
AFUDC 'In to Net Profit
LongTem Debt Ratio
Common E uRatio

1275 Total Capital ($mill)
1930 Net Plant $mill
6.5% Return on Total Capl
10.0% Return on Shr. Equity
10.0% Return on Com E u

Retained to Com Eq
All Divds to Nat Prof

8WBMARKET CAP: $1.9 billion (Mid Cap)
CURRENT POSITION2015 2016(SMILL)Cash AssetsOtherCurrent AssetsAccts PayableDebt DueOtherCurrent Liab.

29.1141.5170.6
84.2226.250.61.0

8.8118.8127.666.440.241.9148.5

25.5116.6142.1778123349.150.

6.5%3.0%

597.5588.3609.4

C a n
ender

2014

2015

2016

2017

2018

C a b
ender

2014

2015

2016

2011

201s

.

c u r r e n t l y e a r r e v e n u e e s t i m a t e t o
$ 6 5 0  m i  l i o n .
strong secondquarter showing but also

A NNUA L  RA T E S  P a st P a st
01 orange (pa sh) 10 Yrs.Revenues 4.0% 2.0% 2.5%"Cash Flow 5.0% 3.5% 5.0%Eamings 4.0% 3.0%Dividends 1.5% 2.0%BOOK Value 5.0% 5.0%

QUARTERLY REVENUES (S mill.)e

M a r.3 1 J u n . 3 0  S e  . 3 0 De c. 3 1

110.5 158.4 191 .2 137 .4

122 .0 144.4

121 .7 152.4 1 8 4 .3 1 5 1 .0

122 .0 171.1140 170 205 160 675
EARNINGS PER SHARE AMar.31 Jun.30 Se .30 Dec.31

d.11 .36 .70 .24.03 .21 .52 .18d.02 .24 .31.02 .39 .62 .32 1.35.07 .38
QUARTERLY DNIDENDS PAID B I

Mar.31 Jun.30 S
.16 .16.1625.16251675 .1675.1725.18f1725
.18

C a b
ender

2013

2014

2015

2016

2011

quired Rio Grande Corp; West Hawaii Utilities (9108). Revenue
breakdown 16: residential 72%. business. 20%; industrial 4%;
public authorities. 3%. other 1%. off. and Dir. own 1% of common
stock (4117 proxy) Has 1163 employees. Pres. and CEO: Marlin
A. Kropelnicki Inc.: DE. Addr.: 1720 North First St.. San Jose CA
951124598. Tel.: 4083678200. Internet: www.calwatergroup.com.
ward. Meanwhile our 2018 topline fore
cast is unchanged at $675 million.
The longterm story hasnt changed
much. Acquisitions and capital spending
remain the main themes here. The com a
ny has ample funding to allocate to in'a
structure up;ades and water system im
provements. ear to date CWT has spent
just over $100 million on investments.
leaving approximately $450 million-$500
million at its disposal. Further. bolton ac
quisitions are a possible avenue to explore
should management want to supplement
organic growth. All this. along with comin
ued inquiry into increased base rates
augurs well for business prospects into
next decade.
These shares are trading near alltime
highs. No doubt the market has rewarded
the company for returning to growth in
2016 as the stock price is up nearly 75%
from last years lows. This issue is timely
(2). and is slated to outperform the year
ahead broader market averages. However
due to the runup in price. total return
potential over the 3 to 5year stretch is
below average.
NicholasP Pal rikis Orlober 13 2017

B++803570

Companys Financial StrengthStocks Price StabilityPrice Growth PersistenceEarnings Predictability
To subscribe call 1800VALUELINE

01 I may be reproduced resold.

8.88 9.90 10.82 11.05 12.00 13.34 12.23 12.50 12.2g

1.56 1.86 1.93 1.93 2.07 2.32 2.21 2.47 2 2 2

.75 .95 .98 .91 .86 1.02 1.02 1 .19 .94

.5a .59 .59 .60 .62 .63 .64 .65 .67

. . .  7 .

9.07 9.72 10.45 10.76

41.53 41.67 47.74 47.a1

6.1 1  . 7 20. 21. 17.9 1  .7

1.39 1.31 1.29 1.34 1.14 1.04

3.0% 3.1% 3.2% 3.4% 3.5% 2.8%

367.1 410.3 449.4 460.4 501.8 560.0 584.1 597.5

31.2 39.8 40.6 37.7 36.1 42.6 47.3 56.7

39.9% 37.7% 40.3% 3 9 5 % 40.5% 37.5% 30.3% 33.0%

8.3% 8 5 7 . 7.6% 4.2% 7.6% 8.0% 4.3% 2.7%

42.9% 41.6% 4 7 1 % 52.4% 51.7% 47.8% 41.6% 40.1%

56.6% 58.4% 52.9% 47.6% 48.3% 52.2% 58.4% 59.9%

674.9 690.4 794.9 914.7 908.2 1024.9 1045.9

1010.2 1112.4 1198.1 1294.3 1457.1 1515.8 1590.4

5.9% 7.1% 6.5% 5.5% 5.5% 6.3% 6.0% 6.3%

8.1% 9.9% 9.6% 8.6% 8.0% 9.0% 7.9% 9.1%

8.1% 9.9% 9.6% 8.6% 8.0% 9.0% 7.9% 9.1%

1.8% 3.8% 3.8% 3.0% 2.3% 3.4% 3.4% 4.1%

6/30/17 7 7 % 61% 60% 66% 71% 62% 56% 55%

BUSINESS: Califcmia wale Service Group provides regulated andnonregulaled water service to 482400 customers in 100 communities in the slate of California. Accounts for over 94% of totalcustomers. Also operates in Wahingtcn New Mexico and Hawaii.Main service areas: San Francisco Bay area Sacramento ValleySalinas Valley San Joaquin Valley a pans of Los Angeles. Ac
California Water Service Group

Estd1416 benefited from favorable rate activity
5 Yrs. 102e.22 in the secondquarter. The regulated

water provider saw revenues surge to $171
9.0% million. a 12% annual improvement and a

40% increase on a sequential basis. The
advance can largely be attributed to recent

Full rate changes by the California regulatory
Year authority (effective earlier this year). Spe

cifically rate increases alone added more
183.5 138.4 than $17 million to the top line in the

June period with unbilled revenue ac
200 156.9 650 counting for the remainder of gains.

Profits are on the right track. Califor-
Full Pia Water earned $0.39 a share in the sec
Year and quarter besting our $0.35 call. Lower
1.19 incremental drought costs were positive
.94 but the real takeaway was the 280basis-

.48 1.01 point decline in operating expenses notab
67 33 145 Ly slimmer maintenance and administra

. . tive costs. Our 2017 bottomline estimate
Full of $1.35 a share remains intact equating

.30 Dec.31 Year to yearoveryear growth of 34%.
.16 .16 .64 We are tacking $lo million onto our
.1625 .1625 .65
.1675 .1675 .67 T h i s  i s  p a r t l y  o w i n g  t o  t h e
.1725 .1725 .69
.18 factors in the higher base rate going for

May Aug. and Nov. I Divd reinvestment plan it?In millionsavailable. E Excludes nonreg.rev.C)lnd.0.46lsh.
n N Tl i rubl ication is strictly lot subscribers own nawcomnerdal

sloledorl ratsmi l tedlnany primed. dectronicorutherlamoru lnrgerleralingormarlietiugany prinedorelecvorit pubicaticn.

(A) Basic EPS. End. nonrecurring gain (loss): adjusted for splits.01 2¢; 02 4¢: 11 4¢ Next earnings report
due  l a te  Novem ber. i n tangi b l e assets. In  16 : $21 .9 m i l l .
(B) Di vi dends h i stori ca l l y pa i d i n  l a te  Feb.

:  2017 Va l ue um e Inc. /~l ,,31= reserved. Factual  material  Is 0t1lai1ed from sources bel ieved to be Mable and i s provided wlhotl  warranties al kind.
THE PUBLISHER IS nor RES SIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. s Ham el  1331. pan

service or product.
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7. 7. 7 8.17

1.5 4.3 2 .5 28.6
110 1.33 1.34 1.52

3.3% 30% 3.0% 3.4%

CAPITAL STRUCTURE as of 6/30/17
Total Debt $210.6 mill. Due in 5 Yrs $19.8 mill.
LT Debt $205.4 mm. LT Interest $7.7 mill.

(45% of Capl) 28.0%

2.5%

m
WWW

E
M G

Pfd Stock $0.8 mill. Pfd Divd NMF

535

675

7.0%

475

615

6.0%

10.0%

10.0% M

holding company whose income is derived from earnings of its
whollyewned subsidiary companies (regulated waler utilities). In
2016 95% d net income was derived from these activities. Pro

Debt Due
9.6
5.2

13.1
4.9

11.9
2.8

Revenues 4.0% 3.0% 7.0%

o ve r ye a r  b a s i s  b u t  m i s s e d  o u r  $ 2 8 . 5  m i l

Book Value 6.0% 9.0% 2.5%

.

I

0

my be included in the financials. Similarlythe bottom line was a nickel shy of our es
adversely impacted by several cents due to

. u

Avgra280xright the ship in the recently concludedthird quarter as we look for revenues of
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1 y'. 21.a 16.4
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8.77 9.00 9.60 Revenues perch 12.80
3.31 J.4o 3.50 "Cash Flow" perch 3.85
2.08 2.20 2.35 Eamingspersh* 2.65
1.12 1.1a 1.24 Div'd DecI'd P€lS1lB' 1.4o
5. . ap pen lngpers

20.98 21.10 Book value perch D
11.25 11.75 common hs utstg

Boldlig safe AvgAnnl P!ERatio
1.22 V". Lino Relative PIE Ratio
23% " ' " ' AvgAnn'lDivdYleld

98.7 106 Revenues ($miII)
23.4 26.0 Net Profll $milI
9.9% Income Tax Rate
5.1% AFUDC % to Net Profit

45.4% 47.0% LongTerm DebtRanio
54.4% 53.0% CommonE u Ratio
433.8 490 TotaICapilaI($milI)
601.4 635 Net Plant($milI)
6.3% 6.5% RetumonTotaI Ca I
9.9% Recur on Shr. Equity
9.9% RatumonComE up
4.6% Retained to Com Eq
54% All Div'dS to Net Pro

January 2012 Biddeford and Saco Water December. 2012
Heritage village February 2017. Inc.: Conn.. Has 266 employees.
Chairman/President/Chief Executive Officer: Eric w. Thornburg. Of
ficers and directors own 2.5% of the common stock. BIackRock.
Inc. 7.2%(4/17 proxy). Address: 93 West Main Street. Clinton CT
06413. Telephone: (860)6698636. Internet: www.ctwater.c0m.

Ad d i t i o n a l l y  t h e  c o m p a n y  f i l e d  f o r  a  r a t e
inc reas e of  1.6% on W IC A ( rec overed funds
f rom  in f r as t ruc ture upgrades . )
L o n g  t e r m , a c q u i s i t i o n s  a n d  h i g h e r
c a p i t a l s p e n d i n g a r e l i k e l y i n t h e
c a r d s .  In d e e d t h e  s t r a t e g y  i s  s t a r t i n g  t o
b e a r  f r u i t a s  C T W S  l i f t e d  i t s  c u s t o m e r
b a s e  b y  n e a r l y  9 5 0 0  v i a  i t s  A v o n  a n d
He r i t a g e purc has es . F inanc ia l s res ul ts
s h o u l d  f e e l  t h e  e f f e c t s  b e g i n n i n g  i n  t h e
s e c o n d  h a l f  o f  t h i s  y e a r .  Mo r e o v e r  C o n
n e c t i c u t  p l a n s  t o  t a k e  f u l l  a d v a n t a g e  o f
W I C A a n d W IS C benef i t s ( inc rease to
W IC A s u r c h a r g e  p e r i l i n g ) a r i d  o u g h t  t o
c o n t i n u e  t o  r e p l a c e  a g i n g  w a t e r  m a i n s  i n
the c om ing years .This equity has slipped a notch inTimelincss to 3, c. Whats morethe current valuation 12monthearningspershare estimate) is a bit richwhen compared to historical norms andon a peertopeer basis. The stock is trading above our 3 lo 5year Target PriceRange and total return potential is subpar. Thus we recommend investors waitfor a better entry point before committingfunds here.Nicholas P Pa!/ikis October 13. 20]7

(Di Includes intangibles. In 2016: $30.4 mil
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Companys Financial Strength
Stocks Price Stability
Price Growlh Persistence
Earnings Predictability

To subscribe call 1800VALUELINE

11.95 12.23 12.67 17.92 18.83

8.27 8.38 8.46 8.57

29.0 23.0 18.4 19.4 17.

1.57 1.22 1.23 1.23 .89

3.6% 3.6% 4.1% 3.2% 2.9%

59.0 59.4 83.8 96.0

8.8 10.2 13.6 22.8

32.4% 27.2% 32.0% 28.0% 14.4% 3.5%

. . 1.7% 1.7% 2.0% 2.4% 2.3%

LeasesUncapitalized:Annualrentals $.13 mill. 47.8% 469% 50.6% 49.5% 53.2% 49.0% 46.9% 45.7% 44.1%

Pension ASSetS12/16$62.7 mill. 51.8% 52.7% 49.1% 50.2% 46.5% 50.8% 52.9% 54.1% 55.7%

obllg.$79.3mill. 193.2 1965 221.3 225.6 254.2 364.6 373.6 386.8 402.4
284.3 302.3 325.2 344.2 362.4 447.9 471.9 506.9 546.3

5.5% 5.9% 5.5% 5.4% 4.9% 4.8% 5.9% 6.4% 6.5%

Common Stock 11.575400 she. 8.7% 9.0% 9.3% 8.6% 8.3% 7.3% 92% 10.1% 10.1%

8.7% 9.1% 9.4% 8.7% 8.3% 7.3% 9.2% 10.2% 10.1%
MARKET CAP: $700 million (Small cap) 1.5% 1.9% 2.3% 1.8% 1.4% 2.8% 38% 4.8% 4.9%
°u§"m'ig§ POSITION 2015 2016 6/30/17 82% 79% 76% 81% 83% 82% 59% 53% 52%

Cash Assets .7 1.6 2.7 BUSINESS: Connecticut Water Service. Inc. is a nonoperating
Accounts Receivable 11.0 13.0 12.9
Other 15.3 14.8 16.6
Current Assets 27.0 29.4 32.2

Accts Payable vides water services to 440.000 people in 79 municipalities through
Other 22.2 37.1 47.8 out Connectjwt and Maine. Acquired The Maine Waler Company

Current Llab. .9 55.1 62.6 C o n n e c t i c u t  W a t e r  S e r v i c e  d e l i v e r e d
ANNUAL RATES Past Past Estd 1416 s e c o n d q u a r t e r  r e s u l t s  t h a t  f e l l  s h o r t
o1change(persh) 10 Yrs. 5 Yrs. w.20+.22 o f  o u r  e x p e c t a t i o n s .  R e v e n u e s  o f  $ 2 7 . 9
"Cah Flow 6.5% 9.5% 3.5% m i l l i o n  i m p r o v e d  m a r g i n a l l y o n  a  y e a r
Eamings 8.0% 12.0% 4.5%
Dividends 2.5% 3.0% 4.5% l i o n  c a l l .  T h e  J u l y  p e r i o d  i n c l u d e d  a  f u l l

q u a r t e r  o f  He r i t a g e  Vi l l a g e  o p e r a t i o n s  a s
QUARTERLY REVENUES($milI.) Full w e l l a s  i n c r e m e n t a l s u r c h a r g e s  i n  b o t h

Mar.31 Jun.30 S .30 Dec. 31 Year C onnec t ic ut a n d Ma i n e . N o t u n t i l t he
20.3 25.4 27.6 20.7 94. t h i r d  q u a r t e r  w i l l  t h e  c o m p l e t e d  a c q u i s i
20.0 26.6 28.4 21.0 96. s o n  ( J u l y  l e t )  o f  t h e  Av o n  W a t e r  C o m p a
21.6 26.1 29.5 21.5 98.
22.5 27.9 32.0 23.6 106
25.0 30.0 35.0 25.0 115 t i m a t e  a t  $ 0 . 7 3  a  s h a r e .  No t  i n c o m e  w a s

EARNINGS pen SHARE A Full
Mar.31 Jun. 30 S .30 Dec. 31 Year greater  bus ines s  developm ent  c os ts  as s oc i

.27 .67 .76 .22 1.92 aged w i t h t he a b o ve m e n t i o n e d deals .

.28 .77 .79 .20 2.04 Nonethe les s C onnec t ic ut W ater s hou ld

.28 .89 .84 .07 2.08

.36 .73 .ea .23 2.20

.35 .80 .90 .30 2.35 $32 m i l l ion and s hare net  o f  $0.88.
QUARTERLYDNIDENDSPAIDBI Full T h e r e  h a s  b e e n  s o m e  a c t i v i t y  o n  t h e

Mar.31 Jun.30 Se .30 Dec.31 Year r a t e f r o n t . E a r l i e r t h i s s um m er . T h e
.2425 .2425 .2475 .2475 .98 Ma i n e  W a t e r  C o m p a n y  f i l e d  f o r  a  r a t e  i n
.2475 .2475 .2575 .2575 1.01 c r e a s e  ( p e n d i n g  a p p r o v a l  f r o m  t h e  Ma i n e
.2575 .2575 .2675 .2675 1.05 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 )  i n  i t s  B i d
.2675 .2825 .2825 .2825 1.12 dc ford  and Sac o d iv is ion.  Th is  c ou ld  poten

t i a l l y  a d d  a b o u t  $ 2  m i l l i o n  t o  t h e  t o p  l i n e .

(A) Diluted earnings. Next earnings report due vestment plan available.
late November. (C In millions
(B) Dividends historically paid in midMarch
June September and December. l Divd rein lionl$2.70 a share.
: 2017 Value Line Inc. Al '2?-$ reserved. Factual material is obtained [mm sources beievcd lo be relate and is provided vrihout wanarlies al ml, kind.
t~:m°es";wt°' RESP SIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. lot swscrlbers cm mancommerual rlemal use. o panN lTi3JJubIcauon is strictly

resold. sweet 01 transmitted in any primed eledronsc or other lord or us lot generating or marketing any firm a demonic pubkation service or pr04ucL



RECENT

PRICE

VALUE
LINE40.47 'gm 26.3(m::s=321) '$FE"R11L%1.3291130 2.1 %MIDDLESEX WATER NDQMSEX

19.8
12.0

19.3
14.7

19.4
16.5

22.5
18.6

19.6
17.5

28.0
21.2

23.7
19.1

11.9
11.6

44.5
25.0

Target Price Range
2020 2021 2022

I

TIMEIJNESS 4 u1waen 1n/11
SAFEIY 2 nw1or21n1
TECHNICAL 3 Rzi§edll1u17
BETA .80 [1.00Malke4]

High:
Lo w:

L E G E NDS D
1.20 x mends Sh
divided "I kiciesr Rate

. Rdarwe nae Strength
ons: Yes

°Eha..d area imicales /recession01
1 - - - lulrruuuuuas - n s n z u r n s

I  I 9 ¢
Annl Total

Recur
8%
1%

run£"£1v_w mlnm nmamlmamw
-_ll

64

pa
40
32

24
20
LG

12
.

v
a

6

_ -  - 1 1 1 - -  - - 2 - 2 - l | 1 l | _ H j
§ l l T l 1 l l  I n c l  l - l H - § M I l | | | | | I l T 1 l l - -

Percent
shares
leaded

12
8
4

as TOT. RETURN 9/17
VI. ARITTL

1 ucx
16.4
31.5
88.9

n i s
STOCK
14.1

117.7
140.1

no Buy
lo Sal
no WT

zazow
80
44

9201

Price Gain
High 50 (+25%
Low 35 15%
Ins ider Dec is ions

D J F M A M J J A
l08uy 0 0 0 0 0 0 0 0 0
O p ti o n s  0 0 0 0 7 0 0 0 0
loSeII 0 0 1 1 0 0 0 0 0
Institutional Decisions

4az01s 10817
40 45
62 51

7574 9400

1 yr.
3 yr.
5 yr.immmrlmimlIiIIIIIIlnllllmllllll11nnlnlllllllnlmnnmlllmnInllllIIlnmmnllnulllIIII111IIIIIIIII

2007 2008 2016 2018a u m z é n a n u a l z n r z l n u m i r n m a

I - - - - -
l 4 : 4 -" " " ' - = " " " ' " " " " " '

u w m m - -
4 I - - -pa--I uiuu|ll-----lI-----
- - - - - - -

I -au9r1mmaa1lau£l _ [ M H
16.75

1.40

.72

.71

6.25

1.28

.73

.66

612

1.15

.61

.65

5.98

1.20

.73

.63

6.60

1.55

.96

.72

6.16

1.33

.82

.68

6.44

1.33

.71

.67

6.98

1.56

.90

.74

6.79

1.53

.89

.70

6.50

1.49

.87

.69

8.16

2.17

1.38

.81

7.19

1.72

1.03

.75

7.26

1.84

1.13

.76

7.77

1.97

1.22

.78

2017

8.30
zag
1.48

.84

9.40

3.10

2.05

1.02
V' . I IW . . I

6.50

1.46

.84

.73

1.

7.607.39 8.02 12.74

8.65 Revenues per sh
250 Cah Flaw" perch
1.60 Eamings per sh A
.87 Divd DecId per sh BI

ap pen ng per

Book Value per sh
1 .17

I I : I

MUM E888 8
lnzllzrzi lriullarllnw 1 1 1

21.

1.40

4.7%

1.23

3.7%

11.00

21.0

1.30

24%

1 . 5

1.

1.15

3.7%

86.1

11.8l W W W W

5.87

1.18

.66

.62

1.

7.11

10.17

24 . . .

1.26 1.28 1.71 1.39 1.46
3.8% 3.7% 3.5% 3.4% 3.5%

CAPITAL STRUCTURE as of 6/30/17
Total Debt $159.6 mill. Due In 5 Yrs $32.1 mill.
LT Debt $136.4 mill. LT Interest se.0 mill.
(Total interest coverage: 8.6x)

(38% of Capl)

a

37.0%

25%

37.5%

62.0%Pension Assets12/16 $59.4 mill.
Oblig. $78.6 mill.

Pfd Stock $2.4 mm. Pfd Divd: 5.1 mill.

rCommon Stock 16337784 she.
as of 7/31/17 M M

8M
2015 2016 6/30/17

and operation of regulated water utility systems in New Jersey Del

systems under contract on behalf of municipal and private clients in
15.0
23.2

6.5
8.7

13.1
28.3

"Cash FloW
3.5%
7.5% w in te r  s e a s o n c u s to m e r  w a te r  u s a g e

la te  s p r in g  in to  Ca r ly s u m m e r  m o n th s .  In

i

137

145

30.1 33.0

40.0

EARNINGS PER SHARE A
Mar.31 Jun. 30 Se .30 Dec. 31

.20
.22
.29 .36

.33

1.22

1.38

1.48

ender

2014

2015

2016

2017

2018

C a b
ender

2014

2015

2016

2017

2018

.

inc reased  wa te r p roduc tion  cos ts  we igh ing

O u r  c u r r e n t y e a r  t o p  a n d  b o t t o m l i n e
e s ti m a te s  a r e  b e i n g  m o d e s tl y  r e d u c e d .

M id  le s e x  to
19

2017 .21125 .21125 .21125

16.75

1 .1 5. Bold fig sun Avg AnnIPERatio
.96 1.35 Val Lim Relative PIE Ratio

3.3% 2.a% " '  " ° ' Avg AnnIDivd Yield

126.0 132.9 145 Revenues($mill)
20.0 22.7 27.0 NetProfit Smill

34.5% 34.0% Income Tax Rate
1.9% 2.7% AFUDC%to Net Profit

39.4% 37.9% 37.5% 37.5% LongTerm Debt Ratio
59.8% 61.5% 62.0% 62.0% CommonE up Ratio
345.4 355.4 370 385 TdaICapitaI($mlII)
481.9 517.8 525 535 Net Plant($miII)
6.6% 7.1% 7.5% 7.5% Return on Total Ca I
9.6% 10.3% Return on Shr.Equity
9.6% 10.3% RetumonComE u
3.5% 4.3% 4.5% Retained to Com Eq
63% 58% 57% AIIDivdsto Ne1 prd

2016 the Middlesex System accounted for 60% of operating rave
hues Al 12/31/16 the company had 309 employees. Incorporated:
NJ. Presidait. CEO and Chairman: Dennis W. DOll. Officers &
directors own 3.5% of the common stock: BlackRock Institutional
Trust Co. 7.2% (4117 proxy). Add.: 1500 Ronson Road. Roselin NJ
08830. Tel.: 7326341500. Internet: www.middlesexwater.com.

5% es tabl is hed R E N E W p r o g r a m a n d
a l e r  f o r  T o m o r r o w  i n i t i a t i ve  t h e  c o m p a

n y  a i m s  t o  a l l o c a t e  n e a r l y  $ 1 2  m i l l i o n  i n
e a c h  o f  t h e  n e x t  t h r e e  ye a r s  t o  b o l s t e r  i t s
w a t e r  t r ans m is s ion  c apab i l i t i es  by  r ep lac
i n g  o l d  w a t e r  m a i n s  v a l v e s  a n d  s e r v i c e s
l ines  t h r oughout  New  Jer s ey.  To ta l  c ap i t a l
s p e n d i n g  o n  i t s  w a t e r  d i s t r i b u t i o n  i n f r a -
s t r uc t u r e ( appr ox im ate ly $200 m i l l i o n
t h r o u g h  n e x t  d e c a d e )  o u g h t  t o  b e  c l o s e l y
m on i t o r ed w i t h  a  p o r t i o n  o f  t h o s e  c o r
r es pond ing inves tm ent costs be ing
r e c o v e r e d  b y  a p p r o p r i a t e  r a t e  f i l i n g s .  F i
n a l l y  a  s l o w  b u t  s u r e  p i c ku p  i n  c o n s u m p
t i o n  f r o m Ne w  J e r s e y  r e s i d e n t s  s h o u l d
p r o v i d e  a n  e x t r a  b o o s t  t o  t h e  t o p  l i n e  f u r
ther  ou t .
O u r  T i m e l i n e s s  R a n k i n g  S y s te m  p e g s
s h a r e s  o f  M i d d l e s e x  W a te r  C o m p a n y
a s  y e a r a h e a d  m a r k e t  l a g g a r d s  ( 4  B e
lo w  Ave r a g e ) .  In  th e  s a m e  b r e a th  th e  i s
s u e  o l le rs  u n a ttra c tive  to ta l  re tu rn  p o te n
ti a l  o ve r  th e  3  to  5 ye a r  p u l l  a n d  i ts  d i v i
d e n d  yie ld  th o u g h  a ve ra g e  p a le s  in  c o m -
p a r is o n  to  i ts  h is to r ic a l  n o rms .  Th e re fo re
we  sugges t inves to rs  s tay on  the  s ide lines
fo r now.
Nicho las 1? PHIIik is Oe lober 13  2017

ay. Aug.. and November.l Divd reinvestment

1003 10.33 11.13 11.27

15.57 15.70 16.12

1  . 11.8 21.7 20 1 .7 1 .5

1.19 1.13 1.36 1.32 1.11 .97

4.0% 4.2% 4.0% 4.0% 3.7% 3.7%

91.0 102.7 102.1 110.4 114.8 117.1

122 14.3 13.4 14.4 1s.s 18.4

33.2% 32.1% 32.7% 33.9% 34.1% 35.0%

. . 6.8% 6.1% 3.4% 1.9% 1.7%

49.0% 45.6% 48.6% 43.1% 42.3% 41.5% 40.4% 40.5%

49.6% 51.8% 52.1% 55.8% 56.5% 57.4% 58.7% 58.8%

268.8 259.4 267.g 310.5 312.5 316.5 321.4 335.8

333.9 366.3 376.5 405.9 422.2 435.2 446.5 465.4

5.0% 5.8% 5.0% 5.7% 5.2% 5.4% 5.9% 6.3%

8.6% 8.6% 7.0% 8.1% 7.5% 7.8% 8.7% 9.2%

8.7% 8.9% 7.0% 8.2% 7.5% 7.8% 81% 9.3%

MARKET CAP:$650 mlIIion(SmaIICap)

°" 'a': .1.11POSITION BUSINESS: Middlesex Water Company engages in the ownership
Cash Assets 3.5 3.9 3.7
8heernt Assets aware and Pennsylvania. 11 also operates water and wastewater

gggfggab NJ and DE. Its Middlesex System provides water services to 61 000
Other 1e:e 17.2 retail customers primarily in Middlesex C 0unty. New Jersey. In

Current Liab. 47.11 55.4 M i d d l e s e x  W a t e r  C o m p a n y  r e p o r t e d
ANNUALRATES Past P a s t  E $ t ' d ' 1 4 ' 1 5  s o f t  r e s u l t s  f o r  t h e  s e c o n d  q u a r t e r .
o1change(persh) 10 Yrs. 5 Yrs. to2022 F o l l o w i n g a s om ew hat c older ( longer)
Revenues 2.0% 3.0%

Eamings 215 8.5% p i c k e d  u p  o n l y  m o d e r a t e l y  t h r o u g h  t h e
Dividends 1.5% 1.5% 4.5%
Book value 4.0% 3.0% 4.5% d e e d  t h e  v o l a t i l e  No r t h e a s t  r e g i o n  o f  t h e
Cal QUARTERLYREVENUES($mill.) Full U. S . ( MS E X s m a i n ar ea o f  o p e r a t i o n )

Mar.31 Jun. 30 S .30 Dec. 31 Year l e a v e s  th e  c o m p a n y  s u b j e c t  to  we a th e r  d i s
27.1 29.2 32.7 28.1 1 1 7 . 1  r u c t i o n s .  F i r s tq u a r te r  r e v e n u e s  c a m e  i n
28.8 31.7 34.7 30.8 126. r o u g h l y  f l a t .  y e a r  o v e r  y e a r  a t  $ 3 3 . 0  m i l
30.6 32.7 37.8 31.8 132. l i o n . D e l a wa r e  o p e r a t i o n s  r e g i s t e r e d a

39.0 34.9 m o d e s t  g a i n  th a n k s  to  n e w c u s to m e r  a d d i
33.0 37.0 350 s o n s w h i l e i t s N e w J e r s e y s e g m e n t

Fun s l i p p e d  d u e  t o  a  c o n t i n u e d  t r e n d  o f  we a k
Year w a t e r  c o n s u m p t i o n .  S i m i l a r  t o  t h e  f i r s t

.29 .42 .22 1 . 1 3  q u a r te r  n e t  i n c o m e  to o k  a  s te p  b a c k  c o m

.31 .41 .28 p a r e d  to  th e  y e a r e a r l i e r  f i g u r e .  S h a r e  n e t
27 o f  $ 0 . 3 3  m i s s e d  o u r  m a r k  b y  $ 0 . 0 4  w i t h

.33 .38 .57 .32 1.60 o n  p r o f i t s .

Cal OUARTERLYDNIDENDSPAID 51 Full
ender Mar.31 Jun.30 S .30 Dec.31 Year
2013 1875 .1875 .1875 .1g .75 W e now  expec t ea r n  $1 . 48  a
2014 . .19 .19 .1925 .76 s h a r e  ( $ 0 . 0 2  l e s s  t h a n  o u r  p r e v i o u s  c a l l ) .
2015 .1925 .1925 .1925 .1987 .78 on  $137  m i l l i on  in  r evenues  8$1  m i l l i on ) .
2016 .19875 .19875 .19875 .2112 .81 I n f r a s t r u c t u r e  u p g r a d e s  a r e  s t i l l  m a n

a g e m e n t s  m a i n  f o c u s .  U n d e r  i t s  r e c e n t

(A)Diluted earnings. Next eamings repon due ?) Dividends historically paid in midFeb. (C)ln millions adjusledfor split.
early November.

plan available.

B+#
70
40
85

Companys Financial Strength
Stock's Prlce Stability
Price Growth Persistence
Earnings Predictability
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c 2017 Value Line. Faclud material is
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30.4
18.2
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35.7
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25.5
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Price Gain
High 80 (+40%
Low 55 5%
Insider Dec isions

D J F M A u J J A
loBby 0 0 0 0 0 0 0 0 0
°Pli¢I\s  0 8 0 6 a 0 0 0 0
!0 S|II 1 1 1 0 0 0 0 0 1
Institutional Decisions

a02c1s 102017 102017
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9218 10726 10969
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7.45

1.49

.77

.43

8.20

1.75

.91

.49

9.14

1.89

.87

.51

7.97

1.55

.78

.46.

Percent
shares
traded

2 0 0 5

9.86

2.21

1.12

.53

10.35

2.38

1.19

.57

11.25

2.30

1.04

.61

12.12

2.44

1.08

.65

11.68

2.21

.81

.66

11.62 12.85

2.38 2.80

.84 1.11

.68 .69

14.97

3.86

1.85

.78

13.73

2.90

1.12

.73

16.61

4.76

2.57

.81

20.65

5.15

3.00

1.12

14.01
2.97
1.18
.71a :R Is . . 11

8.17 18.83

15.76

4.42

2.54

.75

5.

1775
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1.58

2.3%

1.91

2.8%

.1

1.85

2.8% 8 2  .

1.40

1.7%

415

69.0

39.4% 39.5% 40.4% 38.8%

23.5

381% 32.5%

ln§.1l1olllz.llr£alu=a

Leases, Uncapltallzed: Annual rentals $6.6 mill.

E
M G

PensionAssets12/16$113.9 mill.
Obllg. $114.1 mill.

645.5 718.5 785.5 756.2 831.6

656.2

898.7

1075

1325

7.5%

684.2

58%

8.0%
4M

water service to approximately 229.000 connections with a local

13000 cmnedions that readies about 39.000 residents in the re I

effective November 5th The3.0% rclircmcnt
Eamings
Dividends 3.0%

6.5%

.

g r o w t h  d r i v e r  f u r t h e r  o u t .
JW .

69.0

. 1  T h e  s e c o n d q u a r t e r  p e r f o r m a n c e  w a s

Asa102.1 102 87.0

105

EARNINGS PER SHARE A
I

.18

.28

.80

.67

.62

1.85
2.57
2.45

.34

.36

.82

.90

.46

.92

.75

.

QUARTERLY DNIDENDS PAID B-

.30

.73

.751875 .1875 .1875 t om  l i ne  w ou ld  have  exc eeded  ou r expec la
t i o n s .
O u r  f i n a n c i a l  p r o j e c t i o n s  a r e  b e i n g

C a b
ender

2014

2015

2016

2017

2018

C a b
ender

2014

2015

2016

2017

2018

C a b
ender

2013

2014

2015

201s

2017

2017
17.15 16.80 Revenues perch
4.60 4.65 "Cash FI¢r4v" perch
245 2.60 Eamings perch*
.87 .93 Divd DecId perch 8:

ap pen lngpers
Book Value perch
common s u!st'g

16. 1 .7 8oldHg son Avg AnnI Ratio

.84 .83 VII Llm Relative PIE Ratio
2.5% 2.0% est " ' AvgAnnl DlvdYleld

305.1 339.7 370 Revenues($miII)
37.9 52.8 57.0 NetProfn Smill

38.1% 38.8% IncorneTax Rate
2.0% 1.0% AFUDC %to NetProfn

49.8% 50.7% LongTermDebt Ratio
50.2% 49.3% CommonE u Ratio
764.6 855.0 870 925 TdaICapital($miII)
036.8 1146.4 1200 1250 Net Plant($milI)

6.8% 7.4% 7.0% 7.5% RetumonTotaICa I
9.9% 12.5% 120% RatumonShr. Equity
9.9% 12.5% 12.0% RetumonComE u
5.7% 8.6% 7.5% 7.5% RetainedtoComEq 8.0%
42% 31% 36% 36% All DivdstoNetPro1 37%

offers nonregulated water4elated services and owns and operates
commercial real estate investments. Has about 406 employees. Of
ficers and directors (inducing Nancy o. Moss) can 26.9% of out
standing shares (3117 proxy). Chairman 8 C.E.O.: Richard Roth.
no.: Calilomia. Address: 110 West Taylor Street San Jose. CA
95110. Telephone: (408)2797800. Internet: www.sjwater.com.

$0.25 t o o u r c u r r e n t y e a r e a rn ing s e s
t ima t e t o  $2 . 45  a  s ha re  ma in ly  o w ing  t o
t h e  r e c e n t  q u a r t e r s  b e a t .  F o r  2 0 1 8 w e
no w  lo o k f o r  s ha re  ne t  o f  $2 . 60  ( +$0. 25) .
Re v e nue s  f o r  t h is  y e a r a nd  ne xt  a re  be ing
ra t c h c d e d  up  b y  $15  mi l l i o n  a nd  $20  mi l -
l i o n t o $360 mi l l i o n a n d $ 3 7 0  mi l l i o n
respec t ive ly .
C a p i t a l  s p e n d i n g  o u g h t  t o  b e  a  k e y

Yea r  to  da te
h a s  i n v e s t e d  $ 6 2  m i l l i o n  a n d  w i l l

l i k e l y  a l l o c a te  m o r e  fu n d s  to  i ts  M o n te v i n a
p r o j e c t th i s  ye a r .  On  b a l a n ce .  o n l y  a  sm a l l
d e n t  h a s  b e e n  m a d e  i n  i t s  $ 3 0 0  m i l l i o n
s p e n d i n g  b u d g e t .  L a s t l y t h e  c o m p a n y
o u g h t to  g o t  a  b e t te r  h a n d l e  o n  i ts  o p e r a t
i n g  c o s ts  w h i c h  s h o u l d  p r o v i d e  a  m o d e s t
boos t to  m a r g ins  dow n  the  r oad .
S J W  G r o u p  s t o c k  d o e s  n o t  j u m p  o u t  a t
u s  a t  t h e  c u r r e n t  q u o t a t i o n .  S h a r e s  o f
th e  S a n  . l o s e  u t i l i t y  h a v e  s u r g e d  a l m o s t
1 5 % i n  v a l u e  s i n c e  o u r  J u l y  r e v i e w .  E v e n
a f te r  r a i s i n g  o u r  2 0 2 0 2 0 2 2  T a r g e t  P r i c e
R a n g e  th e  i s s u e  p r e s e n ts  l a c k l u s te r  to ta l
r e tu r n  p o te n t i a l  o v e r  th e  l o n g  h a u l .  M o r e
o v e r  th e  d i v i d e n d  y i e l d  i s  b e l o w  th e Value
L i n e m e d i a n .
Nic/101.25 P  P a l r i k i s Oc t o b e r  1 3  2 0 1 7

(C) In millions. adjusted for stock splits.
B+
70
35
45

Companys Financial Strength
Stocks Price Stability
Price GrovAh Persistence
Earnings Predictability

To subsc ribe c all 1800VALUELINE

840 10.72 12.90 13.75 1411

18. 7 18.27 18. 7 18. 8 1 .67 0.17

1 . 17. 154 19.6 19.7 2  . .4 20.4 24.3

.95 .94 .88 1.04 105 1.27 1.77 1.30 1.37

3.0% 3.4% 3.5% 3.0% 2.4% 2.0% 1.7% 3.0% 2.7%

CAPITAL STRUCTURE as 016130117 206.6 239.0 261.5 276.9 319.7

Total Debt$430.9miII. Due in 5 yrs $14.3 miII. 1g.3 20.9 22.3 51.8

LT Debt M309 m ill. LT In18f8S1 $20.0 Mill.

(50% of capt) 21% 2.3% 2.0% . . . . . .
47.7% 46.0% 49.4% 53.7% 56.6% 55.0% 51.1% 51.6%

52.3% 54.0% 50.6% 46.3% 43.4% 45.0% 48.9% 48.4%

453.2 470.9 499.6 550.7 607.9 610.2 744.5

963.0 1
Pfd Stock N .one 5.7% 4.4% 4.3% 4.9% 5.0% 5.0% 8.3%
Common Stock 20.506494 she. 8.2% 6.0% 6.2% 7.9% 8.1% 7.3% 14.4%

. . . 8.2% 8.0% 6.0% 6.2% 7.9% 8.1% 7.3% 14.4%

MARKETCAP: $12 b ill ion (Mia  cap) 3.5% a.a% 1.2% 1.2% 3.1% 3.3% 2.8% 10.2%

CUR$RENT POSITION 201s 2016 6/30/17 57% 59% 00% 00% 61% 59% 62% 29%
( MILL.)

Cash Assets 5.2 25.3 9.2 BUSINESS: SJW Group engages in the production. purchase
gghcg Receivable 56 £85 storage purification distribution and retail sate d water. It provides

A 4 5 3 3 population of roughly one million people in the San Jose area and

bro 38.1 14.3
Other ue 25.3 a0.6 43.3 ion between San Antonio and Austin. Texas. The company also

Current Lrab. 79.6 63.6 70.4 S J W  G r o u p  i s  m a k i n g  a  c h a n g e  a t  t h e
ANNUAL RATES Past Pas t  Es td ' 1416 helm .  C ur rent  P res ident  and C hief  Exec u
0lchange(persh) 10 Yrs. 5 Yrs. 102022 f i v e  O f f i c e r  R c h a r d  R o t h  a n n o u n c e d  h s
Rev°,Q°Fes 5.0% 5.5% 4.5% 1 1
.. low 7.0% 12.0%as 6.0%20.5% 4.5% board of directors has appointed Eric w.40% 6.0% Thornburg as a replacement for both posiBook Value 5.5% 4.0% sons as well as a new board member. Mr.

QUARTERLY REVENUES($ Mi") Full R o t h  w i l l  a l s o  s t ep  dow n  as  C ha i r m an  bu t
Mar.31 Jun. 30 S .30 Dec. 31 Year w i l l  s e r v e  u n t i l  t h e  n e x t  a n n u a l  s t o c k
54.6 70.4 125.4 69.3 319. ho lde r s  m ee t i ng .
62.1 72.4 83.0 87.6
61.1 86.9112.3 79.4 better than expected. SJW delivered impressive financial results during the June70.0 105 90.0 370period underpinned by cumulative rate inFull creases and higher recordings in its waterMar.31 Jun.30 S .30 Dec.31 Year conservation memorandum account. Cus.04 1.88 2.54tamer water usage also ramped up in the.23 period. All told revenues of $102 million.16 rose 17% from the previousyear tally.27 88 80 55 260 Meanwhile water production and operat. . . . ing costs edged higher but the company

Full m a n a g e d  t o  r e p o r t  e a r n i n g s  o f  $ 0 . 9 0  a
Mar.31 Jun.30 S Dec.31 Year s h a r e .  No t e  t h e r e  w a s  a  o n e t i m e  g a i n  o n
.1825 .1825 .1825 .1825 the s a le  o f  r ea l  es ta te  as s ets .  S t i l l  t he bot
. .1875
.1950 .1950 .1950 .1950 .78
.2025 .2025 .2025 .2025 .81

.2175 .2175 .2175 ra i s e d  a c ro s s  t h e  b o a rd .  W e  h a v e  a d d e d

(A) Diluted earnings. Excludes nonrecurring November. Quarterly earnings may not add vestmenlplan available.
losses: 03 $1.97 04 $3.78: 05 $1.09. 06 due to rounding.
$16.36 08 $1.22 10 $0.46. GMP account (B) Dividends historically paid in early March
in as of 2013. Next earnings report due late June. September. and Deoember. I Divd rdn
c 2017 Value Una. Inc. Al pig" resewed. Factual malarial is obtained loom sources beloved lo be retable and Is provider! vrihoul wanamies al Hy, kind.
THE PUBLISHERIS nor RES NSIBLE FORANV ERRORS OR OMISSIONS HEREIN. this hicationisstricilylorsubscrlbersownnuncurrmercialnlemal use. apart
oflmayberepru4ucedresold sloredor transnitledin rnypnnlerldedruuicorullierlarrnoruse<1)1la geiieralingormarkeliig any priilcdnrelearunic pubkalionsewice or pr0duc1.
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PRICE 1.8% VALUE
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18.0
12.8

18.1
15.8

39.9
31.7

39.8
23.8

26.7
19.7

22.0
17.6

18.5
15.5

18.5
16.8

18.0
9.7

24.3
18.8M Target Price Range
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Percent
shares
traded

Pr ice Ga in
High 4 0 ( + 1 5 v .
Low 2 5 3 0 %
I n s i d e r  D e c i s i o n s
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loBby 1 1  1  113 2  213 2
0 U U ° 1 \ 1  1 0 0 0 0 1 3 0 0 0
loSs 0 0 0 0 0 0 0 0 0
Institutional Decisions

40201s mo m 202017
4 6 38 4 2
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to Sell
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STOCK l l ncx
1  yr 16 .3 1 6 4
a yr. a0 .9 31 .s
5  yr 107.4 se e

@ VALUE LINE PUB. LLC: m l
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2.95

.95

.64

2.58

.79

.56

.42 .51

2 0 1 7

3.90

1.60

1.00

.6 6

2.05

.59

.43

.34

2.05

.57

.40

.3 5

3.21

1.12

.72

.54

3.18

1.09

.71

.53

2.18

.65

.49

.39

3.58

1.36

.8 9

.57

3.07

1.07

.71

.52
.F. I ' | . :L :E |

5.55

2 . 5

1.40

.9 0

.8 5

11.00

2.17

.65

.47

.37

1 .  7

4.06

3.27

1.19

.75

.55

.76

7.98

3.70

1.42

.92

.63

1.

8.883.79Es] M M w
Izgalzw.lzumzamxalwllnxm l i m

26.

1 .40

2.9%

22.5

1.40

2 8 %

68.0

17.0

17.8 6.9 24.5 25.7

.91 1.47 1.40 1.36
4.4% 3.3% 3.2% 3.1%

CAPITAL STRUCTURE as of 6130117
Total Debt s88.2 mm. Due In 5 Yrs $30.5 mill.
LT  Debt $88.2 mill. LT  Interest $5.4 mill.

(43%  of Capl)
Pe n sio n  Asse ts12/16 $35.5 mill.

Oblong. s40.8 mill.

W

pfd  Stock N one
210

275

7.5%

240

295

0 0 %C ommon Stock 12845000  she .

M M
6/30117 4.0%

66%

4.10 Revenues per  sh
1.65 "Cash F low per  sh
1.05 Eamings per ch A
.70  D iv d  D ecld  pe r ch  s

op pending per sh
Book Value per sh

12.15 Common Shs 0 utst
Sola ng as are Avg Annl P E Ratio

V""* Llne Relative PIE Ratio
" ' res Av g AnnI D iv d weld

Revenues ($mi l l )

Net Profi t Smi le

Income T ax Rate

AFUDC '/¢ to Net Prof rt

LongT erm  Debt Rat i o

Co m m o n  E  u Ra t i o

215 T eal  Capi ta l  ($m i II)

280 Net Pl ant ($m i II)

7 .5% Return  on  T ota l  Ca ' I

Return on Shr. Equity
Return on Com E u

3.5%  Retained to Com Eq
67%  All D iv ds to  Net Pr o

BUSINESS: T he York Water  Company  is the oldest inv atorowned
2 .9
3 .5

. 8
4 .6

11.8
1.8

4.2
4 3

. 7
3 .4

12.6
3 .7

3 .4
8 .4
5 .1

MARKET  CAP: $450 mllllon ( Small Cap)

CURRENT POSIT ION 2015 2 0 1 s
($»AILL.)

C a sh  Asse ts
Accoun ts R ece iv ab le
Inv en to r y  ( Av g  C ost)
O th e r
C u r r e n t Asse ts
Accts Pay ab le
D eb t D ue
O th e r 4 .4 4 . 5
Cur r ent L iab. . .

7 5 %
6.5%
7.0%
7.0%

ANNUAL RAT ES
d change (per sh)
R ev enues
"C ash F lOw "
E a mi n g s
D iv idends
Book Va lue

.

47
I
I52.

F u l l
Year

.9 7 (sure.
We are scaling back our 2017 an 2018

P a s t P a s t
10 Yrs. 5 Yrs.

4 .0% 3.5%
6.5% 6.5%
5.5% 6.0%
3.5% 3.0%
5.0% 3.5%

QUARTERLY REVENUES (S mill.)
M a r .31  Jun .  30  S . 3 0  D e c.  3 1

10.6 11.8 12.0 11.5
11.2 11.9 12.4 11.6
11.3 11.8 12.6 11.9
11.3 12.3 13.4 13.0
12.2 12.7 13.8 13.3

EARNINGS PER SHARE A
Mar .31  Jun .30  Sep .  30  D ec.  31

.22 .23 .28
.27
.23
. 2 8
. 2 9

F u l l
Year

.55

.6 0

.6 2

D ec.31

.138

.1431

.1555

.1602

C a b
ender

2014

2015

2016

2017

2018

C a b
ender

2014

2015

2016

2017

2018

C a b
ender

2013

2014

2015

2016

2017

. 16

.20 .22 .28

.19 .23 .27

.20 .23 .29

.22 .24 .30

QUARTERLY DNIDENDS PAID B
M a r . 3 1  Ju n . 3 0  S e  . 3 0

.138 .138 .138

.1431 .1431 .1431

.1495 .1495 .1495

.1555 .1555 .1555
.1602 .1602 .1602

hues commercial and industrial (29%): other (8%). It also provides
sewer billing ssvices. Incorpaatedz PA. York had 105 fulltime em
ployees at 12131116. PresidenvCEO: Jeffrey R Hines. Of
ficers/directors own 1.1% of the common stock (3117 proxy). Ad
dress: 130 East Market Street. York Pennsylvania 17401. Tele
phone: (717)8453601. Internet: www.yorkwaler.oom.

f i v e  t a x  r a t e ) .  Y o r k  o u g h t  t o  c o n t i n u e  t o
b e n e f i t  o n  t h e  t a x  f r o n t  t h a n k s  t o  h i g h e r
m a i n te n a n c e  a n d  r e p a i r  d e d u c t i o n s .  Y e a r
l o d a t c  s p e n d i n g  i s  a l r e a d y  1 8 0 %  a b o v e
l a s t  y e a r s  t a l l y .  F o r  t h e  r e m a i n d e r  o f
2 0 1 7  Y o r k  e s t i m a te s  a n  a d d i t i o n a l  $ 9  m i l
l i o n  i n  c a p i t a l  i n v e s tm e n t  o n  wa te r  m a i n s
a n d v a r i o u s i n f r a s t r u c tu r e u p g r a d e s .
O v e r a l l o u r m o d e l p r o j e c ts to p a n d
b o t t o m - l i n e  a d v a n c e s  o f  5 %  a n d  9 %  t h i s
y e a r .  a n d  4 %  a n d  5 %  i n  t h e  n e x t  r e s p e c
ti v e l y .
T h i s  i s s u e  h o l d s  l i m i t e d  i n v e s t m e n t
a p p e a l  a t  t h e  m o m e n t .  T h e  s t o c k  i s  a n
u n f a v o r a b l e  s e l e c t i o n  f o r  r e l a t i v e  y e a r
a h e a d  p r i c e  p e r fo r m a n c e  ( T i m e l i n e s s :  4 ) .
A n d  f r o m  a  p r i c e t o e a r n i n g s  p e r s p e c t i v e
t h e  r e c e n t  v a l u a t i o n  i s  a  B i l  l o f t y  i n  o u r
v i e w.  A l th o u g h  Y o r k s  t r a c k  r e c o r d  o f  d i v i
d e n d  p a y o u t  i n c r e a s e s  i s  s e c o n d  to  n o n e ,
th e  c u r r e n t  y i e l d  i s  n o th i n g  to  wr i t e  h o m e
a b o u t .  I n d e e d  t h e  r e c e n t  p r i c e  s u r g e  h a s
p u s h e d  th e  y i e l d  b e l o w 2 . 0 % .  f r a c t i o n a l l y
b e l o w  t h e  b r o a d e r  m a r k e t  a v e r a g e .  A l l
to l d  th o s e  l o o k i n g  to  g a i n  e x p o s u r e  to  th e
r e g u l a te d  wa te r  u t i l i t y  s p a c e  wi l l  p r o b a b l y
f i n d  m o r e  a t t r a c t i v e  o p t i o n s  e l s e wh e r e .
N i c h o l a s  I?  P a l / i k i s O r l o b e r  1 3  2 0 1 7

B+
60
55
95

C ompany s F inancia l  S tr eng th
S to cks P r ice  S ta b i l i ty
Pr ice  Gr ow th  Per sistence
Ear n ings Pr ed ictab il i ty

T o  s u b s c r i b e  c a l l  1 8 0 0 - V A L U E I J N E

2 0 0 6  2 0 0 7  2 0 0 8

2.56 2.79 2.89 . 3.68

.77 .86 .go 1.45

.58 .57 .57 .97

.45 .48 .49 .60

1 . . . . 1.11

5.97 7.19 7.45 7.73 8.51

11.20 11.27 11.37 12.79 12.92 12.83 12.81

31. 30.3 4. 21. .9 24.4 .3 23.1 23.5 .

1.68 1.61 1.48 1.46 1.50 1.55 1.48 1.22 1.18 1.72

2.5% 2.8% 3.5% 3.6% 3.1% 3.1% 2.8% 2.8% 2.6% 2.1%

31.4 32.8 37.0 39.0 40.6 41.4 42.4 47.1 47.6

6.4 6.4 7.5 8.9 9.1 9.3 9.7 12.5 11.8

36.5% 36.1% 37.9% 38.5% 35.3% 37.6% 37.6% 29.8% 27.5% 31.3%

3.6% 10.1% . . 1 .2% 1.1% 1.1% .8 % 1.8% 1.6% 1.9%

46.5% 54.5% 45.7% 48.3% 47.1% 46.0% 45.1% 44.8% 44.4% 42.6%

53.5% 45.5% 54.3% 51.7% 52.9% 54.0% 54.9% 55.2% 55.6% 57.4%

1 2 5 ] 153.4 150.1 176.4 1 8 0 2 184.8 188.4 189.4 196.3 198.7

191.6 211.4 222.0 228.4 233.0 240.3 244.2 253.2 261.4 270.9

6.7% 5.7% 6 1 % 6.5% 6.4% 6.4% 6.5% 7.4% 7.6% 7.2%

9.5% 9.2% 8.6% 9 8 % 9.5% 8.3% 9.3% 11.0% 11.5% 10.4%

9.5% 9.2% 8.6% 9.8% 9.5% 9.3% 9.3% 11.0% 11.5% 10.4%

1.7% 1.4% 1.9% 2.7% 2.5% 2.4% 2.4% 3.9% 4.4% 3.4%

82% 85% 78% 72% 73% 74% 74% 64% 62% 67%

4 . 2

. 8 regulated water  utility  in the United States. I t has operated contin
uously  since 1816. As of December  31 2016. the company s av er
age daily  av ailability  was 35.4 million gallons and its serv ice ter r i

. tory  had an estimated population d 196000. Has more than 67.000
4 .7 customers. Residential customers accounted for  63%  of 2016 rev e

. S h a r e s  o f  Y o r k  W a t e r  a r e  t r a d i n g  a t
E s t d  1 4 1 6 l e v e l s  s e e n  t h r e e  m o n t h s  p r i o r .  I t  h a s

to  2022 b e e n  a  r e l a t i v e l y  q u i e t  s u m m e r  f o r  t h e
P e n n s y l v a n i a b a s e d  r e g u l a t e d  wa t e r  u t i l i
t y .  a s  th e  s to c k  p r i c e  h a s  b e e n  s o m e wh a t

4 5% r a n g e b o u n d .
. S e c o n d q u a r t e r  f i n a n c i a l  r e s u l t s  w e r e

Full a  m i x e d  b a g .  R e v e n u e s  o f  $ 1 2 . 3  m i l l i o n
Y e a r  w e r e  i n  l i n e  w i t h  o u r  e x p e c t a t i o n s  w i t h

4 5 .  h e l p  f r o m  r e c e n t  a c q u i s i t i o n s  a n d  h i g h e r
4 7 . 1  s u r c h a r g e s .  B u t  th e  a n n u a l  j u m p  i n  r e v e

n u e s  d i d  n o t  d i r e c t l y  t r a n s l a t e  t o  a n  i n
50. c r e a s e  i n  e a r n i n g s .  O p e r a t i n g  e x p e n s e s .

n a m e l y  m a i n t e n a n c e  a n d  a d m i n i s t r a t i v e
r o s e  s u b s t a n t i a l l y  t o  a l m o s t  3 9 %  o f  t o t a l
r e v e n u e s  ( + 2 4 0  b a s i s  p o i n t s  y e a r  o v e r

. 8 9  y e a r ) .  C o n s e q u e n t l y  s h a r e  n e t  o f  $ 0 . 2 3
g o  wa s  f l a t  c o m p a r e d  to  th e  l i k e 2 0 1 6  f t

sharenet estimates accordingly. Due
to the rise in operating costs. we are
l o w e r i n g  o u r  c u r r e n t y e a r  p r o f i t  f o r e c a s t
b y  $ 0 . 0 3  to  $ 1 . 0 0  a  s h a r e .  M e a n wh i l e  o u r
2 0 1 8  e a r n i n g  s  e s t i m a te  i s  b e i n g  r e d u c e d

. 5 7  b y  $ 0 . 0 5 .  to  8 1 . 0 5  a  s h a r e .
E n s u i n g b e n e f i t s f r o m c a p i t a l e x
p e n d i t u r e s  s h o u l d  h e l p  o f f s e t  t h e  u p
t i c k  i n  o p e r a t i n g  c o s t s  ( l o w e r  e f l e c

(A) Diluted earnings. Next earnings report due (C) In millions adjusted for split.
late November.
(B)  Div idends hisloficalll paid in late February .
Ju n e  Se p le mb e r  a n d  e ce mb e f.
: 2011 Value Lane. Inc. Al l  to"  resewed. Factual  materi a l  i s obldned from sources bel i eved l o be rel i able and i s provided wlhaul  wanarl i es of mL kind.
THE PUBLISHER IS NOT RESP NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. Tos;rubllca11on IS sonly lot subs4:rI1cfs 0 wn. non4:cnmefclaI NuM use. 0 pan
ol lmaybe1epfnduce<l .l esddsloiedofuansnuleduanypmleddecuonicaolheflofrniofu 101 gdneralngnsmaIkWngaiyprnledordedrallc pubical»on.semceulpfoducl.
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(<» US Markets are cloud

S&P 500 Dow 30

\._ >2579.36
*4.10(40.18 %)

23485.01
+s1.71 (+o.2s v.)

Nasdaq

6716.53
11.14(0.1l%)

SWITCH YOUR
BROKER

SWITCH YOUR
BROKER

wwwGFEWQIWY

American States Water Company (AWR)
Q And ro watchlist Quote Lookup

NYSE nosE Delayed Price. Currency in USD

53.62 -0.13 (-0.24 %) 53.62 0.00 (0.00 %)
Al close 4 02PM EDT

People also watch
CW T CTW S  S JW  M S E X W TRAfter hours 4 35PM EDT

FinancialsProfileStatisticsConversations Holders Historical DataChan anSummary Options Analysts

CunentQtr (Sep 2017) next Oar (Dec 2017) Current Year (2017)

Currency in USD

Next Year (2018)Eamlngs Estlmate

24 4 5No. of Analysis

0.32 1.70.59 1.79Avg Estimate

0.58Low Estimate 028 1.751.7

1.70.370.6 1.82High Estimate

0.3 1.70.59 1 .62Year Ago EPS

Revenue Estlmate Next Qtr. (Oec 2017) Current Year (2017)Current Qtr. (Sep 2o17) Next Year (2018)

2 2 4 4No. of Analysts

145.78M 100.96M 472.63M455.37MAvg. Estimate

Low Estimate 127M 460M447M92.91 M

109M164.55M 469.47M 481.42MHigh Estimate

1068M123.81M 436.09M 455.37MYear Ago Sales

17.70% 5.50% 3.80%4.40%Sales Growth (year/est)

9/29/2016 12/30/2018 3/30/2017 6/29/2017Earnlngs Hlstory

0.3EPS Est. 0.58 0.32 0.45

0.30.59EPS Aclual 0.34 0.48

Difference 00.01 0.02 0.03

1.70% 6.30% 6.70%0.00%Surprise %

EPS Trend Next Orr (Dec 2017)Current Qtr. (Sep 2017) Current Year (2017) Next Year (2018)

0.59Current Estimate 1.70.32 1 .79

11/1/2017https://finance.yahoo.com/quote/AWR/analysts?p=AWR
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1
Current Qtr. (Sep 2017)

0.59

Current Year (2017)

1 .7

Next Qtr. (Dec 2017)

0.32

Next Year (2018)

1 .79

EPS T rend

7 Days Ago

0.30.58 1.7 1 .7830 Days Ago

Q 58 0.3 1.7 1.78ea Days Ago

0.310.59 1 .69 1.7990 Days Ago

EPS Revlslons Current Qtr (Sep 20171 Current Year (2017)Next Ole. (Dec 2017) Next Year (2018)

N /A 1 N/A N /AUP Last 7 Days

11 1N/AUp Last 30 Days

1N /AN/A N l ADown Last 30 Days

N/A NIAN /AN /ADown Last 90 Days

AWRG rowth  Estlm ates S&P 500S€c!ofIndustry

N/A N/A N/ACurrent Qtr. 0.22

N IA6.70%Next Qtr. N/A 0.27

Current Year N/A4.90% N/A 0.08

Next Year 5.30% N /A N/A 0.12

4.90% N /A NIA 0.10
Next 5 Years (per
annum)

1 2 8 % NIA N/A N/A
Past 5 Years (per
annum)
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Dow 30
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s ap 500

2579.36
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Enmuuuna Open an account. SWITCH YOUR
BROKER

E*TRADE. Nnwemy
Straightforward

Pricing.

American Water Works Company, Inc. (AWK) £7 Ala no watchlist Quote Lookup
NYSE NYSE Delayed Pnoe Currency in USDI

87.2187.21 -0.55 (-0.63%) 0.00 (0.00%) People also watch
WTR AWR car MSEX CTWSA! close 4 00PM EDT After hours 4 27PM EDT

I Con vets action sChart Profile Financials HoldersStatistics Historical DataSummary Optionsm Analysts

CurremQtr (Sep 2017) Current Year (2017)

Currency in USD

Next Year (2018)Next Qtr (Dec 2017)Eamlngs Estimate

151512 11No. of Analysts

1.08 3.293.010.66Avg. Estimate

Low Estimate 0.611 .03 3.22.98

1.12 0.7 3.12 3.4High Estimate

2.840.571 .05 3.01Year Ago EPS

Revenue Estlmate NexlO\r (Dec 2017)Current Qu (Sep 2017) Current Year (2017) Next Year (2018)

e8 11 12no. of Analysts

984.66M 3.64B3.45B833.18MAvg. Estimate

Low Estimate 957.9M 822.3M 3.49B3.39B

853.34M1.01B 3.59B 3.82BHigh Estimate

930M 3.3B802M 3.458Year Ago Sales

5.90% 3.90% 4.50% 5 .40%Sales Growth (year/est)

12/30/20169/29/2016 3/30/2017 612912017Eamlngs Hlstory

EPS Est. 1.01 0.57 0.53 0.79

EPS AQ1ual 0.730.521 .05 0.57

Difference 00.04 0.060.01

4.00% 0.00% 1 .90% 7.60%Surprise %

EPS Trend Current OU. (Sep 2017) Next Qtr (Dec 2017) Next Year (2018)Current Year (2017)

Current Estimate 3 2 90.66 3.011 .08

11/1/2017https://finance.yahoo.com/quote/AWK/analysts'?p=AWK
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Currant Year (2017)

3

3

3.01
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1.08

1.09
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Next Y ear (201B)
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0.66

0.65

0.65

0.64

EPS Trend

7 Days Ago

30 Days Ago
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l

Next O ar (Dee 2017)

NIA

Cunenl Qtr (Sep 2017)

N/A

1

N/A

N/A

Next Year (2018)

1

2

NIA

NIA

1

N/A

N/A

C um am Year (2017)

1

1

N/A

N/A

EPS Revlslons

Up Last 7 Days

Up Last 30 Days

Down Last 30 Days

Down Last 90 Days

A\NK Sector S&P 500Industry

N/A

[>

WHATEVER YOU TRADE

0.22

0.27

0.08

0.12

Groff Estlmates

Current Qtr.

Next Qtr.

Current Year

N€xi Year

2.90%

15.80%

6.00%

9.30%

N/A

NIA

N/A

N/A

N/A

NIA

NIA

s4.950.107.30% NIANIA
Next 5 Years (per
annum)

5.91% NIA NIANIA
Past 5 Years (per
annum)

n¢'0F/4lll!y

Recommendation Trends >
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2
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.

5

Strong Buy
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Hold

Underperform
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Recommendation Rating >

2.3
v

s
Sell

3
Hold

2
Buy

4
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perform

1
Strong
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Analyst Price Targets (10) >

Average 87.90

Au
Low 77 00 High 11000

Current 87.21

11/1/2017https://finance.yahoo.com/quote/AWK/analysts'?p=AWK
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Open an account. SWITCH YOUR
BROKER

GET AN EXPERTS TAKE
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Aqua America, Inc. (WTR) 4 Add to watchlist Quote Lookup
NYSE NYSE Delayed Price. Currency In USD O
35.43 -0.05 (-0.14°/0) 35.43 0.00 (0.00 0/0)

AW R  C W T
people als o watch

AW K  C W C O  S J WAfter hours  4 37PM EDTAt close 4 02PM EDT

His torical DataHoldersConversationsChart Proti le FinancialsStatis ticsm OptionsSum m ary Analys ts
l

l

l

Currency in USD

Next Qtr. (Dec 2017)Curren\Olr (Sep 2017) Current Year (2017) Next Year (2018)Eam lngs  Es tlm a te
l
l

8 111 18No. of Analys ts

0.31 1 .440 .43 1 .36Avg. Es tim ate

Low Es tim ate 1.40.42 0.29 1.34

0 .45 1 .470.33 1.38High Es timate

0 .41 0.28 1.361 .32Year Ago  EPS

Revenue Estlmate Current Qtr (Sep 2017) Current Year (2017)Next Qtr (Dec 2017) Next Year (2018)

6 6 99No. of Analys ts

234.41M 203.67M 887.77M842.24MAvg. Es tim ate

Low Es tim ate 846.87M226.77M 815.26M197.28M

930.47M210.8M239.6M 8831 MHigh Es timate

196.8M226.59M 819.88M B42.24MYear Ago Sales

3.40% 3.50% 5.40%2.70%Sales  Growth (year/es t)

12/30/2016 3/30/2017 6/29/20179/29/2016Eam ings  H is to ry

0 .30.4 0.340 .29EPS Es t.

0 .41EPS Actual 0.28 0.28 0.34

0.01Difference 00 .020 0 1

6 .70%3.40%250% 0 .00%Surpris e %

EPS Trend Current Qtr (Sep 2017) Current Year (2017) Next Year (2018)Next Qtr (Dec 2017)

0.43CulTent Es timate 1 .440.31 1.36

11/1/2017https://finance.yahoo.com/quote/WTR/analysts'?p=WTR
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Next year (2018)

1.44

Current Qtr. (Sep 2017)

0.43

Current Year (2017)

1 .36

next Qtr (Dec 2017)

0.31

EPS T rend

7 Days Ago

1 .441.360.310.4330 Days Ago

1 .441.36Q310.4360 Days Ago

0.43 0.31 1.36 1 .4490 Days Ago

EPS Revlslons Next Year (2018)current Qtr. (Sep 2011) Current Year (2017)Next Qtr. (Dec 2017)

NIAN/A N /ANIAUp Last 7 Days

N IA1 N/A NIAUp Last 30 Days

N IANIAN/ANlADown Last 30 Days

N/A N /ANlANlADown Last 90 Days

WTR Sector ss.p 50oG rowth  Estim ates Industry

N/A4.90% N/A 0.22Current Qtr.

N /A1 0 ] 0 % 0.27N /ANext Qtr.

N /AN IA3.00%Current Year 0.08

Next Year 5.90% N /A 0.12N/A

N/AN /A5.60% 0.10
Next 5 Years (per
annum)

5.90% N/A N/A N /A
Past s Years (per
annum)

11/1/2017https://finance.yahoo.com/quote/WTR/analysts'?p=WTR
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Artesian Resources Corporation (ARTNA) Q Add ro watchlist Quote Lookup
NasdaqGS NasdaqGS Real Time Price Currency in USD O
40.09 -0.53 (-130%)

CTW S MSEX
people also watch

Y O R W  S J W  c a rAt close 4 OOPM EDT

Historical DataHoldersChart FinancialsConversations Slalistics ProfilecmSummary Options Analysts

Currency in USD

Current QU (Sep 2017) Next Qtr (Dec 2017) Curran\ Year (2017) Next Year (2018)Earnlngs Estlmate

1 1 1 1No. of Analysts

0.45 0.32 1.551 .46Avg. Estimate

Low Estimate 0.45 1 .460.32 1.55

0.45 1 .460.32 1 .55High Estimate

0.48 0.3 1 4 1 1.46Year Ago EPS

I

Revenue Estimate Next Year (2018)Current Qtr (Sep 2017) Next Qtr (Dec 2017) Current Year (2017)

1 1 1 1No. of Analysts

2212M 20.18M 85.17M81 .99MAvg. Estimate

22.12MLow Estimate 20.18M 81 .99M 85.17M

22.12M 20.18M 85.17M81 99MHigh Estimate

21 .83M 19.42M 79.09M 81.99MYear Ago Sales

1 .30% 3.90% 310% 3.90%Sales Growth (year/est)

9/29/2016 3130/201712/3W2016 6/29/2017Earnings Hlstory

EPS Est. 0.41 0.25 0.380.35

EPS Actual 0.3 0.340.48 0.35

Difference 0.07 0.05 0.01 0 0 3

17.10% 20.00% 7.90%2.90%Surprise %

EPS Trend Current Qtr (Sep 2017) Next Qu (Dec 2017) Next Year (2018)Current Year (2017)

Current Estimate 1 .450.45 0.32 1.55

11/1/2017https://finance.yahoo.com/quote/ARTNA/analysts?p=A RTN A
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EPS Revlslons Current Otr (Sep 2017) Current Year (2017) next Year (2018)Next Qtr. (Dec 2017)

N/AN/A N/A NIAUp Last 7 Days
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California Water Service Group (CWT)
fr Add 10 watchlist Quote Lookup

NYSE . NYSE Delayed Price. Currency an use O
42.45 +0.45 (+1 .07%) 42.45 0.00 (0.00%)
At close 4 02PM EDT After hours 4 35PM EDT

People also watch
A W R CTW S  s aw M S E X CW CO

Conversations Statistics FinancialsProfile Holders Historical DataSummary Chart Cb Options Analysts

Current Qtr (Dec 2017) Next au. (Mar 201B)Earnings Estimate curred year (2017)

Currency in USD

Next Year (2018)

6 3 6 7No. of Analysts

0.110.24 1.411 .32Avg. Estimate

Low Estimate 0.2 1.270.04 1 .32

0.27 0 2 3 1 .39 1 .47High Estimate

0.31 0.02 1.321.01Year Ago EPS

Revenue Estimate Current Of. (Dec 2017) Next Qtr. (Mar 2018) Current Year (2017) Next Year (2018)

3 2 4 5No. of Analysts

150.83M 118.72M 678.51 M653MAvg. Estimate

Low Estimate 142.78M 110.43M 650M 671 .03M

161M 127M 655.8M 689.8MHigh Estimate

15093M 122.04M 609.37M 653MYear Ago Sales

2.70%0.10% 7.20% 3.90%Sales Growth (yearlesl)

12/30/2016 3/30/2017 6/29/2017 912912017Earnlngs Hlstory

EPS Est. 0.2 0.05 0.32 0.68

EPS Ac1uaI 0020.31 0.39 0.7

Difference 0.11 0.03 0.07 002

55.00% 6000% 21 .90% 2.90%Surprise %

EPS Trend Current Orr. (Dec 2017) Next Year (2018)next Qtr (Mar 2018) Current Year (2017)

Current Estimate 0.24 0.11 1 .32 141

11/1/2017https://finance.yahoo.corn/quote/CWT/analysts?p=CWT
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N asdaqGS N asdaqGS R ea l T lme Pr ice  C ur r ency  In  U SD

62.17 +0.15 (+0.24°/o)
M S E X

P e o p le  a lso  w a tch
S J W A R T N A  C W T  Y O R WAl close  4  00PM ED T

S ta ti s ti c sC h a n H is to r ica l  D a taH o ld e r sF in a n c ia lsP r o ttleC o n v e r sa tio n san O p ti o n s A n a ly s tsS u mma r y

Currency in USD

Current Qtr. (Sep 2017) ram Qu (Dec 2017) Current Year (2017) Nan Year (2018)E a m l n g s  E s t l m a t e

2 2 2 2N o .  o f An a ly s ts

0 . 9 3 2 2 80 . 2 1 2 . 2 1A v g .  E s tima te

L o w  E s tima te 22 2 . 20 . 8 8 0 . 1 7

0 . 9 7 0 . 2 4 2 . 2 2 2 . 3 5H ig h  E s tima te

0 . 8 4 2 . 2 10 . 0 7 2 . 0 8Y e a r  A g o  E P S

Revenue Estimate Current Qtr (Sep 2017) Current Year (2017) Next Year (2018)Next Orr (Dec 2017)I

1 1 22N o .  o f A n a ly s ts

3 4 . 7 3 M 2 4 . 2 9 M 1 0 7 . 7 M 1 1 4 . 8 1 MA v g .  E s tima te

L o w  E s t i ma te 3 4 . 7 3 M 2 4 . 2 9 M 1 0 6 M 1 1 4 . 6 2 M

3 4 . 7 3 M 1 0 9 . 3 9 M2 4 . 2 9 M 1 1 5 MH i g h  E s ti ma te

9 8 . 6 7 M2 1 . 5 8 M2 9 . 4 8 M 1 0 7 . 7 MYe a r  Ag o  Sa le s

1 2 5 0 %17 .80% 9 .20% 6 .60%Sa le s Gr o w th  ( y e a r / e st)

9/29/2016 1213012018 3/30/2017 8/29/2017Earnlngs History

0 . 8 2E P S  E s t 0 . 1 1 0 . 7 60 . 3 7

0 . 8 4 0 . 0 7 0 . 7 3E P S  A c tu a l 0 . 3 6

D i ffe r e n ce 0 . 0 2 0 . 0 10 . 0 4 0 . 0 3

2 .40% 3 6 . 4 0 % 3 . 9 0 %2 .70%Sur p r ise  %

E P S  T r e n d Nex t Qtr  (Dec 2017) next Year (2018)Current Year (2017)CunrentQtr  (Sep 2017)

C u r r e n t E s tima te 0 . 2 10 . 9 3 2 . 2 82 . 2 1

11/1/2017https://finance.yahoo.com/quote/CTWS/analysts'?p=CTWS



CTWS 62.17 0.15 0.24% : Connecticut Water Service, Inc. - Yahoo Finance Page 2 of 3

Next Year (2018)

2 .28

Current Year (2017)

2.21

Current Qtr (Sep 2017)

0 .93

Next Qtr (Dec 2017)

0.21

EP S  T re n d

7  Da ys  Ago

2 .290 .93 0.21 2.2130  Da ys  Ago

2.210.21 2 .290 .9360  Da ys  Ago

0 .220 .9 2 .292.2290  Da ys  Ago

EPS Revlslons Next Of. (Dec 2017) Next Year (2018)Cunen! Year (2017)Current au. (Sep 2017)

N/ AN/ A N/ A NI AUp La s t 7  Days

N/ AN/ AN/ AN/ AUp  La s t 30 Days

N/ AN/ AN/ A N/ ADo wn La s t 30  Da ys

N/ A N/ AN/ AN/ ADo wn La s t 90  Da ys

CTVVS Sector S8\P 500Growth Estlmates Industry

0 .22N/ AN/ A10.70%Current Q tr.

n>0 2 7NI AN/ A2 0 0 0 0 %Ne x t Q tr.
4.

4

NI A 0.08C urre nt Ye a r 620% NI A *HP
r

. _`

N/ AN/ ANe x t Y e a r 320% 0.12
A

= | l 8 . . . r

°§;- ; 4 ..

s .R 4
Q

6 .00% NI A N/ A 0 .10
Nam  5 Yea rs  (pe r

annum )

NI A NI A N/ A2.67%
Past 5 Yea rs  (pe r

annum )

conuvc DETWLSAAUGE
k A m r 5 .Ru

P H0 E N I X
New Homes for Sale

Priced iron the upper $200s
lly\0r

4 4 4

Recommendation Trends >

4

33 3
3

4

1

Strong  Buy

Bu y

Ho ld

Unde rpe rfo rm

Se l l

OfNov Seo A\»9

Recommendation Rating >

3

3

Ho ld

5

Se l l

2

Bu y

4

Und e r

pe rfo rm

1

Stro ng

Bu y

Analyst Price Targets (1) >

Ave ra ge  64.00

O

Hlgh 64 OFLow 64 OD

C u rre n t 6217

11/1/2017https://finance.yahoo.com/quote/CTWS/analysts?p=CTWS



Page l of 3MSEX 43.14 -0.34 -0.78% : Middlesex Water Company - Yahoo Finance

(18 US Markets are closed

\ . . . >V .

S&P 500

2579.36
*4.10(+0.16%)

Nasdaq

6716.53
11.14(0.17°/n)

Dow 30

23435.01

#57.77(+0.25'A) Crude OII

54.27
0.11 (020%l

Si g n  u p  n o w . SWITCH YOUR
BROKER

m  1 n n u *

GET STARTED rE * T R A D E . hnuuny

M id d le s e x  W a te r  Co m p a n y (M SEX)
Q' Add to watc hl ist Quote LookupNasdaqGS . NasdaqGS Real T ime Price Currency nn USD Q

43.14 -0.34 (-0.78°/0) People also watch
SJ W AR T N A YO R W C e N TAt close 4 OOPM EDT CT WS

ConversationsChart Financials HoldersProfi leStatistic s Historical DataanSummary Options Analysts

Currency in USD

Cunenl Qtr. (Sep 2017) Cunsnt Year (2017)Next Qtr. (Dec 2017) Next Year (2018)Earn lngs Estim ate

1 111no. of Analysts

0 3 3 1 .480.55 1.61Avg. Estim ate

Low Estimate 0.330.55 1.611 .48

0.330.55 1.48 1.61High Estimate

1 .380.19N/A 1 .48Year Ago EPS

Revenue Estlm ate Current Qtr. (Sep 2017) Next Qtr (Dec 2017) Current Year (2017) Next Year (2018)

1 1 11No. of Analysts

34M39.23M 142M136MAvg Estim ate

Low Estimate 39.23M 34M 136M 142M

39.23M 136M34M 142MHigh Estimate

N/A 31.81M 136M132.91MYear Ago Sales

6.90%N/A 2.30% 4.40%Sales Growth (year/est)

lnvahd Dale 12/30/2018 6/29/20173/30/2017Earn lngs History

EPS Est. 0.29NIA 0.31 0.38

EPS Ac lual N/A 0.19 0.27 0.33

Difference 0.1NIA 0.04 0.05

N/A 12.90%34.50% 13.20%Surprise %

EPS T rend Next Oar (Dec 2017)Current Qu (Sep 2017) Currant Year (2017) Nexl Year (2018)

Current Estimate 0.330.55 1 .48 1.61

11/1/2017https://finance.yahoo.com/quote/MSEX/analysts?p=MSEX



Page 2 of 3MSEX 43.14 -0.34 -0.78% : Middlesex Water Company - Yahoo Finance

Next Year (2018)

1 . 6 1 1
1

1 . 6 1

1 . 6 1

1 . 6 3

Cunem Year (2017)

1  4 8

1 .48

1 .48

1 .54

Next Qu. (Dec 2017)

0 . 3 3

0 . 3 3

0 . 3 3

0 . 3

Current Qu (Sep 2017)

0 . 5 5

0 . 5 5

0 . 5 5

0 5 5

E P S  T r e n d

7  D a y s Ag o

3 0  D a y s Ag o

6 0  D a y s Ag o

9 0  D a y s Ag o

Current Year (2017)

N / A

N I A

Cunrsnl Qtr. (Sep 2017)

N / A

N / A

Next Oar (Dec 2017)

N / A

N I A

Next Year (2018)

N I A

N / A

N / A

N / A

N / A

N l A

N / A

N / A

N / A

N / A

EPS Revlslons

U p  L a st 7  D a y s

U p  L a st 3 0  D a y s

D o w n  L a st 3 0  D a y s

D o w n  L a st 9 0  D a y s

Sector S&P 500Indusuy

N / A N I A

Aachow

Growth Estimates

C u r r e n t Qtr

N e x t Qtr .

C u r r e n t Ye a r

N e x t Y e a r

NlA

N / A

N / A

MSEX

N / A

7 3 . 7 0 %

7 .20%

8 . 8 0 %

0 2 2

0 . 2 7

Q08

0 . 1 2

N / A

N / A

N / A

N I A N / A 0 . 1 02 .70%
N e x t 5  Ye a r s ( p e r
a n n u m)

travel better
with Expedite

1

1 .71% N / A NlAN / A SEARCH NOW ®Pa st 5  Ye a r s ( p e r
a n n u m)

1
l
ll

9 Expedite

Recommendation Trends >

4

3

¢

11 1 1
1

Str o n g  Bu y

B u y

H o ld

U n d e r p e r fo r m

S e l l

Now Oct S e c Aug

Recommendation Rating >

1
v

3
H o l d

5
S e l l

2
B u y

1
S tr o n g

B u y

4
U n d e r
p e r fo r m

Analyst Price Targets (1) >

Ave rage  44.00

€
High 44 00Lc.v  44.00

C u r r e n t 4 3 . 1 4

11/1/2017https://finance.yahoo.com/quote/M SEX/analysts'?p=MSEX



Page 1 of 3SJW 60.01 0.70 1.18 % : SJW Group (DE) - Yahoo Finance

M US Markets are closed

ss.p 500

.\ . . >*v"2579.36
+4.10(+0.16 %)

Dow 30

23435.01
~s7.111+0.2s %) " ` \ - » f -

Crude Oil

54.27
0.11 (0.20%)

Nasdaq

8716.53
11.14(0.11 %)

Eall~¢lu1u¢SWITCH YOUR
BROKER

Over 40 years of
professional guidanceNm#-wry

SJW Group (SJW) fr Add to watchlist Quote Lookup
NYSE NYSE Delayed Price Currency in USD III
60.01 +0.70 (+1.18 %) 59.85 +0.11 (0.18 %)
AI close 4 02PM EDT

people also watch
MSEX CTWS car AWR YORWAfter hours 4 11PM EDT

FinancialsStatisticsChan Con versations Profile Historical DataHoldersSummary an AnalystsOptions

next Qtr. (Mar 2018)Current Qtr (Dec 2017) Current Year (2017)

C urrenc y in U SD

Next Year (2018)Earnlngs Estlmate

1 111No. of Analysts

0.44 0.23 2522.48Avg. Estimate

0.44Low Estimate 0.23 2.522.48

0.230.44 2.48 2.52High Estimate

0.18 2.570.67 2.48Year Ago EPS

Revenue Estlmate Current Qtr (Dec 2017) next Qu. (Mar 2018) Next Year (2018)Current Year (2017)

1 1 1 1No. of Analysts

83M 71 M 387M379MAvg. Estimate

Low Estimate 83M 71 M 379M 387M

83M 387M379M71 MHigh Estimate

79.31M 69.05M 339.71 M 379MYear Ago Sales

4.70% 2.80% 11.50% 2.10%Sales Growth (year/est)

12/30/2016 3/30/2017 6/29/2017 9/29/2017Earnlngs Hlstory

EPS Est. 0.65 0.22 0.64 0.79

0.67 0.18EPS Actual 0.9 0.94

Difference 0.040.02 0.26 0.15

18.20%3.10% 19.oc%40.60%Surprise %

EPS Trend Current Qu (Dec 2017) next au. (Mar 2018) Next Year (2018)Current Year (2017)

Current Estimate 0.44 0.23 2.522.48

11/1/2017https://finance.yahoo.com/quote/SJW/analysts?p=SJ W



Page 2 of 3SJW 60.01 0.70 1.18 % : SJW Group (DE) - Yahoo Finance

Current Year (2017)

2.47

Next Qtr (Mar 2018)

028

Current Qtr. (Dec 2017)

0.59

Next Year (2018)

2.63

EPS Trend

7 Days Ago

0 5 9 0.28 2.47 2.6330 Days Ago

2.630.28 2.470.5960 Days Ago

2.140.56 0.26 2.2990 Days Ago

EPS Revisions Next Year (2016)C unrem Yea r ( 2017)Current Orr. (Dec 2017) Next Qv. (Mar 2018)

NIAN/AN/A 1Up Last 7 Days

N/AN/A 1 N/AUp Last 30 Days

11 1 NIADown Last 30 Days

N/A NIAN/A NIADown Last 90 Days

SJW Sector $&P 500Growth Estlmates Industry

0.22N/AN/A34.30%Current Oar.

N/A 0.27N/A27.80%next Qtr.

0.08N/AN/A3.50%Current Year

NIANext Year N/A 0.12150%

0.10N/AN/A14.00%
Next 5 Years (per
annum)

N/A N/A21.25% NIA
Past 5 Years (per
annum)

Recommendation Trends >

4

3

4

1
I

Strong Buy

Buy

Hold

Underperform

Sell
1 1 1

Nov Of! Sep Aug

Recommendation Rating >

1
v

3
Hold

5
Sell

2
Buy

4

U n d e r

|)BrfO||T\

1
Strong

Buy

11/1/2017https://finance.yahoo.com/quote/SJW/analysts?p=SJW



Page l offYORW 33.40 -l .80 -5.1 l % : The York Water Company - Yahoo Finance

4.9 us Markets are closed

>\...
'

Nasdaq

6716.53
11.14(0.\7%)

Dow 30

23435.01
*57.77 (+0.25 %)

S&P 500

2579.36
*4.10(40.16 %)

Si g n  u p  n o w .SWITCH YOUR
BROKER

E*TRADE YORW

The York Water Company (YORW) Q Ada to watc hl ist Quote Lookup
NasdaqGS NasdaqGS Real T ime Prlce Currency tn USD O
33.40 _1.80 (-5.11 %) People also watch

M S E X  C T WS  AR T N A S J W C WTAt close 4 COPM EDT

Financials Holders Historical DataChan Conversations Profi leStatisticsSummary Optionsm Analysts

current Qtr (Sep 2017)

Currency in USD

Next Year (2018)Next Qtr. (Dec 2017) Current Year (2017)Earn ings Estlm ate

1 1 11No. of Analysts

0.25 0.990.960.28Avg. Estim ate

Low Estimate 0.28 0.25 0.990.96

0.96 0.990.28 0.25High Estimate

0.960.23 0 9 20.27Year Ago EPS

Revenue Estim ate Next au (Dec 2017) Current Year (2017)Curren\Otr (Sep 2017) Next Year (2018)

1 1 11No. of Analysts

12.34M 50.95M48.9M13MAvg Estim ate

Low Estimate 13M 50.95M12.34M 4 8 9 M

12.34M13M 48.9M 50.95MHigh Estimate

48.9M11.88M12.6M 47.58MYear Ago Sales

3.20% 4 2 0 %2.80%3.80%Sales Growth (year/est)

9/29/2016 6/29/20173/30/201712/30/2016Earn lngs H isto ry

0.260 2 8EPS Est. 0.19 0.22

0 2 7EPS Ac tual 0.23 0.2 0.23

Difference 0.01 0 0 3 0.010.01

11.50%3.60% 4.50%5.30%Surprise %

EPS T rend Next Year (2018)Next Qtr (Dec 2017)Current Qtr. (Sep 2017) Current Year (2017)

0.28 0.25Current Estimate 0 9 90.96

11/1/2017https://finance.yahoo.com/quote/YORW/analysts'?p=YORW



Page 2 of 3YORW 33.40 -1 .80 -5.11 % : The York Water Company - Yahoo Finance

Next Year (2018)

0.99

Next Qtr. (Dec 2017)

0.25

Current Year (2017)

0.96

Current Qtr. (Sep 2017)

0.28

EPS T rend

7 Days Ago

0.25 0.990.960.28to  Days AgoI
0.960.25 0.990.2860 Days Ago

0.25 0.990.960.2890 Days Ago

EPS Revlslons Current Year (2017) next Year (2018)Next Qu. (Dec 2017)Current Qtr (Sep 2017)

N /A N /AN/AN/AUp Last 7 Days

N /AN/A N /AN/AUp Last 30 Days

N /A N/A N /AN/ADown Last 30 Days

N IAN /A N/AN/ADown Last 90 Days

sap 500SectorGrowth Estim ates YORW Industry

N /A3.70%Current Qtr. 0.22NIA

N /A N/A 0.278.70%Next Qtr

N IA4.30% 0.08N/ACurrent Year

next Year 0.12N /A3.10% N/A

N/ANIA 0.104.90%
Next 5 years (per
annum)

N IA6.09% NIANIA
Past s Years (per
annum)

Recommendation Trends >

4

3

2

1 1 1 \

Strong Buy

Buy

Hold

Underperform

SellI'll
Nov Oct Sep Aug

Recommendation Rating >

4
v

5
Sell

3
Hold

2
Buy

4
Under
perform

1
Strong

Buy

Analyst Price Targets (1) >

Low 27 of High 27 of

11/1/2017https://fi nance.yahoo.com/quote/YORW/analysts?p=YORW
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Schedule JAC - 1
Page 1 of 1

Liberty Utilities (Litchfield Park Water s. Sewer) Corporation
Test Year Ending December 31, 2016
Docket No. SW-01428A17.0058

RUCO PROPOSED
HYPOTHETICAL CAPITAL STRUCTURE & WEIGHTED AVERAGE COST OF CAPITAL

[B] [E][Ol [F] 1
1
1

Weighted

Cost

Llne

M
1

Capital

Ratio

46.00%

Cost

Rate

3.78% 1.74%

IA]
Pro Forma

Capitalization

Per Company

$ 23592398

RUCO
Adjustments

s 12582,612 [q
RUCO Adjusted
Hypothetical

Capitalization

s 36175010

Description
LongTemi Debt

2 54.00% 9.57%42466.317 5.17%55048929 $ (12582612) s

3

Common Equity

TOTAL CAPITALIZATION $ 100.00%$78641327 s 6.91%78641327

[A]

)
Company Schedule D1 (Note: In Mr. Bourassas Schedule D1 workpapers the dollar value of longterm debt and
common equity are hidden from view
RUCO Adjustments
[A] - [Bl
Capital ratio based on values shown in Columd [C].
Company Schedule D1 and RUCO Schedule JAC2.
[D] 9 [E]

[B]

[C]

[0]

[El

[F]

l



1

1Schedule JAC - 2
Page 1 of 1

Liberty Utilities (Litchfield Park Water & Sewer) Corporation
Test Year Ending December 31, 2016
Docket No. SW-01428A-17-0058

1
1

Cost of Capital -- Common Equity
[A]

Cost Estimate
Line
No

Schedule JAC - 31 9.63%Discounted Cash Flow Model ("DCF")

Schedule JAC - 42 7.68%Capital Asset Pricing Model ("CAPM")

Schedule JAC - 53 11.40%Comparable Earnings Model ("CE")

4 9.57%Cost of Common Equity

[A]: From Schedules JAC-3, JAC-4 and JAC-5



Schedule JAC a
Page 1 of 4

Liberty Utilities (Lnchnud Park Water & Sewer) Corporailon
Test Year Ending December 31 2016
Docket No. swo142aA11oosa

(l)(G)(F)

Pr}oc\ld
EPS A-rape

oman
DCF

Rates

(E)

Prbllchd
Par Shan

of wm Rams

(H)
Expected
Dividend

Yield
| o. In,lm m

PROXY <sR<>up .. DCF ANALYSIS

(5) (c) (D)

Hlsxorlc Hltiorlcll
Rohndon Par Shan
Growth h Rah:

Pmluchd
Rmmlon
w ma

(A)
Curr!
Divldtnd

v i a
m..fz..

Line

MY x Gnu Com n

1

2

3

4

5

s

7

s

8.2%

8.5%

8.9%

6.4%

7.6%

7.8%

8.4%

9.9%

6.5%

8.2%

8.5%

6.5%

4.0%

5.7%

5.5%

4.4%

8.4%

4.6%

2.0%

20%

25%

2.4%

1.9%

2.1%

2.1%

1.5%

1.9%

4.90%

7.30%

5.60%

4.00%

9.80%

6.00%

2.70%

14.00%

4.90%

G.8%

8.5%

7.8%

N/A

7.4%

3.7%

5.7%

4.3%

6.8%

5.5%

4.5%

5.0%

NIA

4.8%

5.0%

5.2%

7.7%

4.0%

7.8%

7.7%

8.5%

5.9%

3.5%

8.6%

5.4%

9.8%

4.1 %

6.1%

4.3%

5.5%

2.2%

3.1%

4.2%

2.9%

6.1%

3.3%

2.0%

2.0%

2.4%

2.3%

1.8%

2.0%

2.0%

1.5%

1 .9%

American States Water Co.

American Water Works Co.. Inc

Aqua America Inc.

Artesian Resources

California Water Service Group

Connecliwt Waler Service. Inc.

Middlesex Water

SJW Corporation

9 York Water Company

2.04% 7.79%5.75%6.39% 658%6.78%5.21%4.18%1 .98%10 Mean

I
2.04% 1.5a%5.71%8.82% 5.60%5.00% 7.59%4.18%1 .pa%11 Median

7.79%8.62%8.43%8.81%7.25%6.22%12 CompositeMean

7.64% 7.76%7.04% 8.86%9.63%6.22%12 CompositeMedian

References.
Column [A] I Schedule JAC . 8. page 3 of 4
Column [B] 1 Schedule JAC . 3 page 4 of 4

Column [C] : Schedule JAC 3. page 4 of 4
Column [D] and Column [E] : Schedule JAC a page 2 ol 4
Column [F] . See Yahoo Finance Growth Estimates Next 5 years See Attachment 7

Column [G] : Average Columns [B] through [F]
Column [H] 3 Column [A] (1 (Column (G] (0.5)))
Column [I] : Column [G] 4 Column [H]



Schedule JAC - 3
Page 2 of 4

Liberty Utilities (Litchfield Park Water & Sewer) Corporation
Test Year Ending December 31, 2016
Docket no. SW01428A-170058

PROXY GROUP .- PER SHARE GROWTH RATES

EPS

5Year Compound Average Annual
Projected Growth 20172021

DP BVPS Average

5Year Compound Average Annual
Hlstorlcal Growth 20122016

EPS DPS BVPS AveraqeProxy Group Companies
Llne
M

4.4%

6.2%

7.3%

N/A

3.1%

1.7%

4.2%

3.0%

4.4%

6.8%

8.5%

7.8%

N/A

7.4%

3.7%

5.7%

4.3%

6.8%

8.2%

9.8%

9.2%

N/A

7.5%

4.6%

4.7%

6.7%

7.4%

7.7%

9.6%

7.0%

N/A

11.6%

5.0%

8.2%

3.1%

8.8%

7.6%

7.7%

8.5%

5.9%

3.5%

8.6%

5.4%

9.8%

4.1%

4.5%

3.9%

7.7%

3.0%

5.0%

9.2%

3.5%

7.7%

3.6%

10.6%

10.3%

8.2%

3.4%

2.2%

3.5%

2.1%

3.3%

3.5%

7.7%

8.8%

9.7%

11.2%

3.3%

13.0%

10.4%

18.3%

5.3%

1 American States Water Co.

2 American Water Works Co.

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

6.39%6.78%10 Average

Reference:
Value Line Investment Survey (October 13 2017)

1

1
l

I



Schedule JAC 3
Page 3 of 4

Liberty Utilities (Litchfield Park Water & Sewer) Corporation
Test Year Ending December 31, 2016
Docket No. SW01428A-17-0058

PROXY GROUP __ DIVIDEND YIELD
i

1i
i

(E)(A)

YieldDPS
Line
No

(B) (C) (D)
August 2017 - October 2017

Hiqh Low AveraqeProxy Group Companies

2.0%

2.0%

2.4%

2.3%

1.8%

2.0%

2.0%

1.5%

1.9%

$56.31 $46.87 $51 .59

$88.20 $79.77 $83.99

$36.27 $32.82 $34.55

$43.22 $35.77 $39.50

$43.75 $36.30 $40.03

$64.15 $53.24 $58.70

$46.39 $36.99 $41 .69

$66.45 $53.01 $59.73

$37.37 $31 .90 $34.64

$1 .02

$1 .66

$0.82

$0.93

$0.72

$1 .19

$0.85

$0.87

$0.64

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

1.98%10 Average

References:

Column (A) Value Line Investment Survey (October 13 2017)

(Reflects annualization of most recent quarterly dividend)

Columns (B). (C) and (D) - Yahoo Finance

http://finance.yahoo.com
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Schedule JAC - 4
Page 1 of 2

Liberty Utllltles (Litchfleld Park Water & Sewer) Corporatlon
Test Year Ending December 31, 2016
Docket No. SW01428A170058

CAPITAL ASSET PRICING MODEL .. PROXY COMPANY cosT RATES

[B] [D]
Beta x

Rlsk Premium

[ q
Risk

Premium

[A]
Risk Free

Rate

[E]
CAPM

Rates
Line

M

2.58%

2.58%

2.58%

2.58%

2.58%

2.58%

2.58%

2.58%

2.58%

6.95%

6.95%

6.95%

6.95%

6.95%

6.95%

6.95%

6.95%

6.95%

5.56%

4.52%

4.87%

4.52%

5.56%

4.52%

5.56%

5.22%

5.56%

0.80 x

0.65 x

0.70 x

0.65 x

0.80 x

0.65 x

0.80 x

0.75 x

0.80 x

8.14%

7.10%

7.45%

7.10%

8.14%

7.10%

8.14%

7.79%

8.14%

1

2

3

4

5

6

7

8

g

Proxy Group Companies

American States Water Co.

American Water Works Co.. Inc.

Aqua America Inc.

Artesian Resources Corp.

California Water Service Group

Connecticut Water Service Inc.

Middlesex Water

SJW Corporation

York Water Company

10 Average 7.68%

30 year Treasury Bonds

2.80%

2.78%

2.88%

2.82%

2.55%
2.53%
2.65%
2.58%.

20 year Treasury Bonds

August 2017

September 2017

October 2017

Average

I
l

2.58%RUCO RiskFree Rate

11

12

13

14

15

16

17

REFERENCES

Column [A]: United States Treasury Department Attachment 2

httos://www.treasury.rzov/resourcecenter/datachartcenter/interestrates/pages{Textview.aspx?data=yieldyear&year=2016

Column [B]: Value Line Investment Survey (October 13 2017) See Attachment 1

Column [C]: JAC 4 Page 2 of 2

Column [D]: [B] ° [C]

Column [E]: [A] + [D]



Schedule JAC - 4
Page 2 of 2

Liberty Utilities (Litchfield Park Water & Sewer) Corporation
Test Year Ending December 31, 2016
Docket No. SW-01428A-17-0058

STANDARD & POORS 500 COMPOSITE
20-YEAR U.S. TREASURY BOND YIELDS

RISK PREMIUMS

[C][B][A] [E]
RISK

PREMIUM

[D]
20YEAR
T-BONDROEBVPSEPS

7.10%
7.69%
5.09%
2.95%
2.11%
1.85%
2.16%
0.55%
2.51%
5.50%
8.28%
7.04%
6.28%
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%

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%
17.29%
16.22%
7.44%
8.36%
14 15%
14.98%
15.12%
17.03%
12.80%
3.03%
10.56%
14. 16%
14.59%
13.52%

l

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%
4.1 1%
4.03%
3.62%
2.54%
3.12%

3.07%
2.55%
2.22%

$79.07
$85.35
$9427
$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

$12.33
$14.86
$14.82
$15.36
$12.84
$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

10.97%
10.98%
11.37%
11.11%

9.25%
10.31%
6.95%6.71%

Line

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

14.49%

14.18%
11.79%
12.53%
13.67%

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
Avera e

[A]: Diluted earnings per share on the S&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.

[Eli [Cl - [D]
Sources for [A] and [B]: Standard 8t Poors 2015 Analysts' Handbook and

Standard & Poor's 500 Earnings Report
https://ycharts.com/indicators/reports/sp 500 earninlzs

Source for [D]: Morningstar 2015 Classic Yearbook (Table A-7) and
U.S. Department of the Treasury
https://www.treasury.nov/Pages/default.aspx
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Schedule JAC - 6

Page 1 of 7
Liberty Utilities (Litch6eld Park Water & Sewer) Corporation

Test Year Ending December 31, 2016

Docket No. SW01428A-17-0058

ECONOMIC INDICATORS

Unemploy-

mentReal GDP Consumer

Price Index
Producer

Price Index

Industrial

Production

Growth
Line

NO

I

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%

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%

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%

B828
8.5%
7.7%
7.0%
6.0%
5.8%
7.0%
7.5%
9.5%
9.5%
7.5%
7.2%
7.0%
5.2%
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%

G r o f f

-t.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%
2.6%
2.9%
1.5%

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

X8a1
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

Source: Council of Economic Advisors Economic Indicators various issues.



Schedule JAC s
Page 2 of 7

Llberty Utllltlea (Llxchnma Park Water a. Sewer) Corporation
Test Year Endlng December 31 201 s
Docket No. SW01428A170058

ECONOMIC INDICATORS

Real
GDP'

Growth

Industrial
Production
Growth

Unemploy
ment
Rate

Consumer
Price Index

Producer
Price Index

1 .2%
3.5%
7.5%
2.7%

1.1 %
0.9%
0.9%
1 .5%

5.8%
6.2%
6.1%
5.9%

4.8%
0.0%
3.2%
03%

5.6%
0.5%
3.2%
2.8%

3.0%
3.5%
3.6%
2.5%

2.8%
4.9%
4.6%
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%
2.7%
2.9%

5.3%
5.1 %
5.0%
4.9%

4.4%
1.8%
8.8%
2.0%

5.6%
0.4%

14.0%
4.0%

5.4%
1.4%
0.1%
3.0%

4.7%
4.6%
4.7%
4.5%

3.4%
4.5%
5.2%
3.5%

4.8%
4.8%
0.4%
0.0%

02%
5.6%
4.4%
3.6%

0.9%
3.2%
2.3%
2.9%

2.5%
1.6%
1.8%
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 .8%
1 .3%
3.7%
8.9%

1 .9%
0.2%
3.0%
6.0%

4.9%
5.3%
6.0%
6.9%

2.8%
7.6%
2.8%
13.2%

9.6%
14.0%
0.4%
28.4%

I
l
l

5.3%
0.3%
1.4%
4.0%

11 .6%
12.9%
9.3%

-45%

8.1%
9.3%
9.6%
10.0%

2.4%
32%
2.0%
2.5%

0.4%
9.2%
0.8%
8.8%

I
1.6%
3.9%
2.8%
2.8%

9.7%
9.7%
9.6%
9.6%

2.7%
6.5%
6.9%
6.2%

0.9%
12%
2.8%
2.8%

6.5%
2.4%
4.0%
9.2%

1.5%
2.9%
0.8%
4.6%

5.4%
3.6%
3.3%
4.0%

9.0%
9.0%
9.1%
8.7%

4.8%
3.2%
2.4%
0.4%

9.6%
3.6%
6.4%
1 .2%

2.3%
1 .8%
2.5%
0.1%

4.5%
4.7%
3.4%
2.8%

8.3%
8.2%
8.1%
7.8%

3.2%
0.0%
4.0%
0.0%

2.0%
2.8%
9.6%
.3.6%

1.9%
1.1%
3.0%
3.8%

2.5%
2.0%
2.6%
3.3%

Year
2003

1 sl Qtr
2nd Orr.
3rd Qtr.
4th Qtr
2004

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2005

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr
2006

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2007

1$l Qtr.
2nd Qtr.
3rd Qtr.
4th Q[1
200s

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2009

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2010

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2011

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2012

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2013

1st Qtr.
2nd Qtr.
aid Qtr.
am Qtr.

7.7%
7.6%
7.3%
7.0%

2.0%
12%
1 .6%
1 .2%

1 .2%
2.4%
0.0%
0.3%

2014
1 .2%
4.0%
5.0%
2.3%

3.2%
4.2%
4.7%
4.5%

6.6%
62%
6.1%
5.7%

1 .B%
3.6%
0.0%
2.8%

0.3%
0.2%
0.0%
0.8%

3.2%
2.7%
1.6%
0.5%

8.5%
1 .5%
1.1 %
0.8%

5.5%
5.4%
5.2%
5.0%

0.2%
0.6%
0.0%
0.2%

2.3%
1.2%
1.8%
0.9%

0.6%
2.2%
2.8%
1 .8%

1.7%
1.3%
1.2%
0.1%

4.9%
4.9%
4.9%
4.7%

1.1%
1.0%
1.1%
1.8%

2.7%
2.2%
1 .5%
0.9%

Lino

M
1
2
a
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
as
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
e0
61
62
63
64
85
66
67
68
89
70
71
72
73
74

1 .2%

3. 1 %

3.0%

1$( Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2015

1st Qu.
2nd Qtr.
3rd Qtr.
am Qtr.
201 s

1st Qtr.
2nd QU.
3rd Qtr.
4th Qtr.
2017

1st Qtr
2nd Qtr.
3rd Qtr.

0.6%
2.1%
1.5%

4.7%
4.4%
4.3%

2.5%
1 .9%
1.9%

0.6%
2.1%
1.5%

GDp=Gross Domestic Product
Source: Council of Economic Mdvisors Economic Indicators various issues.
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Liberty Utilities (Litchfield Park Water & Sewer) Corporation
Test Year Ending December 31, 2016
Docket No. SW01428A-17-0058

INTEREST RATES

Utility
Bonds

A

Utility
Bonds

Baa

Utility
Bonds

Aaa

Utility
Bonds

Aa

us Treasury
T Bonds
10 Year

US Treasury
T Bills

3 Month
Prime
Rate

Line

4 9
1
2
3

l

l

9.03%
8.63%
8.19%
8.87%
9.86%
12.30%
14.64%
14.22%
12.52%
12.72%
11.68%
8.92%
9.52%
10.05%
9.32%
9.45%
8.85%
8.19%
7.29%
8.07%
7.68%
7.48%
7.43%
6.77%
7.21%
7.88%
7.47%

[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%
7.60%
7.04%
7.62%
8.24%
7.78%
7.37%
6.58%
6.16%
5.65%
6.07%
6.07%
6.53%
6.04%
5.46%
5.04%
4.13%
4.47%
4.28%
4.12%

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%
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%
706%
5.96%
5.57%
4.86%
4.98%
4.80%
5.03%

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%
5.94%
6.18%
5.75%
5.24%
4.78%
3.83%
4.24%
4.19%
4.00%

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%

5.84%
4.99%
5.27%
7.22%

10.04%
11.51 %
14.03%
10.69%
8.63%
9.58%
7.48%
5.98%
5.82%
6.69%
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%

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%

Year

1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

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

[1] Note: Moody's has not published Aaa utility bond yields since 2001 .

Sources: Council of Economic Advisors, Economic Indicators, Moody's Bond Record Federal
Reserve Bulletin various issues.
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Liberty Utilities (Litchfield Park Water & Sewer) Corporation
Test Year Ending December 31, 2016
Docket No. SW-01428A--7-0058

STOCK PRICE INDICATORS
S&P

Earnings/Price
RaMo

S&P
Dividend/price

RatioDJIA
NASDAQ

Composite
S&P

Composite
Line

89.
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%

Year
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

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

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%

491 .59
$599.26
715.16
751 .65
925.19

1,164.96
1,459.49
1,794.91
2,728.15
2,783.67
2,035.00
1,539.73
1647.17
1,986.53
2,099.03
2,265.17
2,577.12
2,162.46
1841.03
2347.70
2,680.42
2,965.77
3,537.69
4,374.31
4,943.49
4982.49

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
1,310.67
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

802.49
97492
894.63
820.23
84440
a91.41
932.92
884.36

1190.34
1,178.48
1328.23
1,792.76
2,275.99
2060.82
2,508.91
2,678.94
2929.33
3284.29
3,522.06
3,793.77
4493.76
5742.89
7,441.15
8,625.52
10464.88
10734.90
10,189.13
9,226.43
8993.59
10317.39
10,547.67
11408.67
13,169.98
11252.61
8,876.15
10,662.80
11,966.36
12,967.08
14,999.67
16,773.99
17,590.61
17,908.08

Source: Council of Economic Advisors, Economic Indicators, various issues.
https://www.gpo.gov/fdsys/browse/collection.action?coIIectionCode=ECOnl
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Libe rty Utlln ln (Lltchile ld Pa rk  Wate r 8 Sewer) Corpora tlon

Tut Your Endlng December 31 2o1 s

ro e  k n  No . $W 01428A170068

STOCK PRICE INDICATORS

s a p

Ea m lngs /p rlce

R l t l o

S U P

oMa¢r\as1pr|¢e
RatIoDJI A

NASD AQ

Com pos ite
s a p

Com pos ite
L ln e

NO
2oo41

2

3
4

1.64%
171%

1 79%

175%

4 62%

4.92%

5.18%

4.83%

1048843

10289.04

10.129 as

10.36225

2041 95
1984.13

1872.90

2.05022

1st Oar

2nd Oar

3rd Qtr

4th Qtr

1.13329

1122.87

1104.15

1162.07

5 11 %

5.32%

5.42%
5.60%

1 .77%

185%

1 83°/u
1 .86°A

100848.48

100382.35

10.53224

10827.79

2.056 01

2.01224
214461

2246.09

2005

1st QU.

2nd Qtr

SM Oar

am Qtr

1191 98

1 1 8 1 6 5

1225.91

1262007

5.61 as

5 8 6 %
5.88%

5 7 5 %

1.85%

1 90%

1 91%
1 81%

10996.04

1118884

11.274 49

12175.30

2287.97

2240.46
2141.97

2a90.2s

zoo s

1 s1 Qtr

2nd Qtr

a re  o n
4th Qtr.

1283.04
1281 77

1288.40

1 3 8 9 4 8

1 84%
1.82%

1 86%

1 91%

5.85%

5 6 5 %

5.15%

4 5 1 %

12470 97

13214.26

13488.43

13502.95

2.444a5

2552.37

2609.68

2701 .59

2007

1st Qtr.

2nd  O f
3rd Qtr.

4th Qtr.

1425.30

1496.43

1490.81
1.494.09

4.55%

4 05%

3.94%
155%

2. 11%

2.10%

2.29%

2.98%

12383.86

12.50859
11322.40

879561

1.35019

1371.55
1251994

909.80

2332.91

2426.26

2290.87

1.599544

zoos

1st Qtr.

2nd Qtr.

3rd Ole.

4th Qtr

2009
3.00%

2.45%
2.16%

1.99%

0.a6%

0.B2%
1. 19%

4.57%

7 7 7 4 0 6

8327 BE

9229.93

1017278

1st Qtr

2nd Qtr
3rd Qtr

am Oar.

14B5.14
1731.41

1985.25

2162.33

80931

89223

996.68
1 .088.70

2010
5.21%

6.51%

6.30%
6 1 5 %

1.94%

1.97%

2.09%

1.95%

10.45442

10570.54
10390.24

11236.02

2274.88

2343.40
2237 97

25a4.e2

1$l Qtr.

2nd Qlf.
3rd Qtr.

am Qlf.

1 1 2 1 .®
1135.25

1096339

1.204.00

I
I

6.13%

6.35%
7.69%

6.91%

1.85%

1.97%
2.15%

2 2 5 %

12024.62

12370.73

11671.47
11798.65

2741.01

2.7665e4

261311

2600.91

1302774

1319.04

1237.12

1 2 2 5 5 5

2011

1 st Qtr

2nd Qtr.
3rd Qtr.

4th Orr.

6.29%

6.45%

6.00%

6.07%

2. 12%
2.30%

2.27%

2.28%

12.839.80
12765.58

13118.72

13142.91

2.902.90

2928.62

a029.a6
3001.69

2012

1st Oar

2nd Qtr.

3rd Qtr.
4th Qu

1347.44
1350.39

1402.21

141821

5. 59%
5. 66%

5. 65%

5 4 2 %

2.21%

2 15%
2 14%

2 0 6 %

14.000ao

14961.28

15.25525

15.151 96

2013

1st Qtr.

2nd Qtr.
3rd Qtr

am Qtr.

3177.10

3369.49

3643.63

3960.54

151441

1609.77

1675.31

1770.45

2014
5.39%
5.26%
5.38%

4.97%

1617027
16803.50

16953.85

1735836 2.04%
2.06%

2.02%

2.03%

4.21005

4195.81
4483.51

4607.88

1834.30
1.9003a7

1975.95

2012.04

1 st Qtr

2nd Oar.
am Qtr.

am Qtr.

4.80%

4.60%

4 7 2 %

4.23%

2.02%

2.05%
2.16%

2 1 6 %

17a0s.47

18007 48
17065.52

17482.97

4821.99

501147

4.9Q1.a1

5000.10

2015

151 Qtr.

2nd Qtr.

am Of!

am Qtr.

2063.46

2102.03
2.02514

2053.17

2o1s
4.20%

4 1 4 %

4.11%
4.22%

2.31%

2.19%

21394

2.13%

4609.47

484555

5165.0e
5309.89

1948.32
2074.99

2161.36

2184.88

1 st Qtr

2nd Qtr

3rd Qtr
4th Ort.

18635.76
17763.85

18367.92

1B864.77

4.24
4.29

2.06

2.02
5730.36
608711

6344.72

20385 12

20979.77

21aeQss

232395

2396.22

2467.72

5

B
7

8

g

10

11

12
13

14

15

16

17
18

19

20

21

22

23
24
25

26
27

be

29

30
31

32

33

34
35

36
37

38
39

40
41

42
43

44

45
46

47

p a
49

50
51

52

53

54
55

56

57

58
59

e a
e l

G2
63

64
65

86
87

68
69

70

71

72
73

74

75

78

77
78

79

e a

BI

82
83

2017

1st QU

2nd OU
am Qtr

4!h Qtr
Source. council of Economic Advisors Economic Indicators various issues.
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5 y o u
P'°i °¢°'4 AVDIQC

N 1 1 2011 zo2ozz 10112021

of ass so ass a s 5 * so  2 *

48  5* 15 ass as ass 45 ass

53  0* 51 ass 49 ass 5 1 0 *

sso ss

535*
nos
sass
585*

sso ss

saw
azoss

51 sos

sense

2011
GO ass

17 sou

51 B*

57  8*

55 ass

54 4*
51 5*
49 ass
57 4*

C¢mBlmd
HIMOHCM I

vl ad¢¢nAvg.

sans
454*
508%

549%

soot
5 3 5 *

o o sss

AB as

55 as

s7 oss 5 5 7 *

eases 5 3 3 *

ca m s n o se

s\ o ss 5121.

SAD* sssss

PROXY GROUP COMMON EQUITY RATIOS
5V 11

Nllwfkli Aviv!!!
NIL :ova 20122011
of 2* so 9* 597*
47 8* 47  4* 17 0%

51 as 51  5* 50  2*

so ass 51 5* 54 Qs

so  4 * Se vas 56  3*

so  9 * 51 1* so ass

so ms Se Q* 59 ass

ea g* is 4* IB ass
SO 9* as 2* as vs

2009

so 1*
13 ms

u ass
46 2%
52 9*
49 1*
52 1*
loess
54 3*

2011

54 ass
44 2*
47 3*
51 5*
pa 3*
KG 5*

Se B*

4 3 4 *

52 ms

2015
saw
4 6 2 *

I97*
sa n s

assess

567%

sa ss

SOZ*
assess

2010

as 7*
43 :as
13 4*
11 5*
47 U*
so 2*
55 ass
40 3*
51 7*

N1 2

57 ass

pa \*
47 3*
527*
522*
sous
57 as
4sw
54 0*

Cumnlnv

\ Amman Sign Wnov Co
2 A n n u m  wu  W1 m  CO  i t

a Aqua Ami d .  Inc

A Ann-\ Rouaueu ca-v

s Caluibmun Wnu Soma Group

o Connochcm Wllov Slvuu. Inc

1 Mddlo§ul Wolof

s s.nv Colpoulmn

9 Yon Wmov Company

545* 541*53 assson547*539*550*51 5* saosu 542%49 5*49 ass496*10 Avenge

Samoa Value Lln¢(Oc\ob¢1 13. 2817)

1

I



I
I

EXHIBIT JAC-A

l

l



have tended to be inaccurate. Between 1984and 2012, CBO, private-sector forecasters, and the
Administration all systematically overestimated the path of nominal interest rates just two years
into the future (CBO 2015a).

l
l

F igure  5

10-Year Treasury Rates and Historical Economist Forecasts
Percent
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Note: Forecasts are those reported by Blue Chip Economic Indicators released
in March of the given calendar year the median of over S0 private-sector
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.1° 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 Rapach 2008).

Economic theory strongly suggests that real interest rates are bounded, if not fully mean
reverting (as discussed in more detail in section 1111.11 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.
lo 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.
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LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.
DOCKET NO. SW-01427A-l7-0058, et aL

RESPONSE TO RUCO'S FIFTH SET OF DATA REQUESTS

October 6, 2017

Liberty Utilities (Litchfield Park Water & Sewer) Corp.Respondent:

Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

Company Response Number: 5.0 l

Q. Capital Structure - Please provide the capital structure for (1) the Company's
ultimate parent, Algonquin Power and Utilities Corporation ("Algonquin"), (2) the
Company's immediate parent, Liberty Utilities Corporation, and (3) Litchfield Park
Water & Sewer Company as of the following dates: (i) December 31, 2012, (ii)
December 31, 2013, (iii) December 31, 2014, (iv) December 31, 2015 and (v)
December 31, 2016.

OBJECTION: This is a rate case for Liberty Litchfield Park and only its test year and
pro forma capital structures are reasonably calculated to lead to the discovery of admissible
evidence. Moreover, RUCO has information on the Company's test year capital structure
and the 3 prior years as such information is included in the Company's direct
schedules. Finally, RUCO has access to the Company's annual reports in which the
information requested regarding the Company is publicly available.

Response: Notwithstanding its objection, the Company refers RUCO to the response to
data request RUCO 3.03.

SUPPLEMENTAL RESPONSE: See the attached file APUC Cap Structure 2016-
20l2.xlsx. The documents regarding Liberty Utilities (Sub) Corp. were previously
provided on August 12, 2017 and August 18, 2017.



LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.
DOCKET no. SW-01427A-17-0058, Er aL

RESPONSE TO RUCO'S FIFTH SET OF DATA REQUESTS

August 1, 2017

Respondent: Liberty Utilities (Litchfield Park Water & Sewer) Corp.

Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

Company Response Number: 5.02

Q. 5-Year Capital Budget - Please provide a breakout of the Company's projected
capital investment projects over the 5-year period, 2017-2021 , for both the (1) Water
Division and (2) Wastewater Division.

RESPONSE: Please refer to the file supplied in response to Staff data request TBH 3.3.



LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.
DOCKET NO. SW-01427A-17-0058,ef aL

RESPONSE TO RUCO'S FIFTH SET OF DATA REQUESTS

August l, 2017

|
Liberty Utilities (Litchfield Park Water & Sewer) Corp.Respondent:

I Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

Company Response Number: 5.03

Q. Financing Application - As stated in the Company's Financing Application (pp. 2-
3, lines 22:4), the purpose of the requested financing is to effectuate a rebalancing
of the Company's capital structure from its present 100 percent equity structure to
a capital structure consisting of 70 percent equity and 30 percent debt. As further
stated in the Financing Application, the Company seeks authority to issue debt in
an amount not to exceed $30,000,000, however, as shown in Schedule D-1 of the
Company's Rate Application, the amount of long-term debt anticipated to be drawn
down at closing is $23,540,493. In light of the above, please respond to the
following:

1) As contemplated in the Company's Rate Application, indicate the reason(s)
why the Company does not plan to initially draw down the entire
$30,000,000 requested debt authorization, at closing, and

2) Indicate when (i.e., the date) the Company anticipates the entire $30,000,000
requested financing authority to be drawn down.

RESPONSE: The Company's intent is a balanced capital structure consisting of30 percent
debt and 70 percent equity. For ratemaking purposes, these amounts would need to be
synchronized not only to the rate base approved in this proceeding but also additional rate
base to be effected by incremental investments in plant subsequent to this proceeding. The
Company's proposed rate base is approximately $86.8 million, 30 percent of which is
approximately $26 million. For these reasons, the Company seeks authority to incur debt
up to $30 million.



LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.
DOCKET no. SW-01427A-17-0058, et aL

RESPONSE TO RUCO'S FIFTH SET OF DATA REQUESTSi
I August 1, 2017

Liberty Utilities (Litchfield Park Water & Sewer)Corp.Respondent:

Address :
I.

12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

Company Response Number: 5.04
i
I

I

Q. Companv Proposed 10.7 percent ROE - In its rate Application, the Company
proposes a 10.7 percent cost of equity for LPSCO. Admit that at an Investor
Presentation made at the J.P. Morgan Energy Equity Conference held in New York
on June 26-28, 2017, Algonquin indicated that the regulated ROEs for Liberty
Utilities are currently between 9%-10%.

RESPONSE: Admit. Per the J.P Morgan Energy Equity Conference held in New York on
June 26-28, 2017, Algonquin indicated that the ROEs for Liberty Utilities are currently
between 9%-10%.

hIIpx:!/sen:kingnlpha.coIn/article/4084640aIgonquinpou ernndulililiesalqnpresenlsipmorganncnergvequilvRetrieved from
illveslnrcunferellce
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LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.
DOCKET no. SW-01427A-17-0058,et aL

RESPONSE TO RUCO'S TWELFTH SET OF DATA REQUESTS

November 2, 2017

Respondent: Liberty Utilities (Litchfield Park Water & Sewer) Corp. 1
1

1

Address : 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

Company Response Number: 12.01

Q. Capital Structure - Algonquin Power & Utilities Corporation ("APUC") is the
ultimate parent of Liberty Utilities (Litchfield Park Water & Sewer) Corp. in its
2016 Annual Report(See Algonquin Power and Utilities Corporation, 2016 Annual
Report, p.54), APUC states that in regard to the management of capital structure,
APUC's objectives include:

(i) The maintenance of its capital structure "consistent with investment
grade credit metrics appropriate to the sectors in which APUC operates,"
and
(ii) The maintenance of "appropriate debt and equity levels in conjunction
with standard industry practices and to limit financial constraints on the use
of capital."

Additionally, APUC states that it "continually reviews its capital structure to ensure
its individual business groups are using a capital structure which is appropriate for
their respective industries."

In light of the above, and given the Company's proposed 70 percent equity / 30
percent debt capital structure, please respond to the following:

1) Is it the Company's assertion that the maintenance of a 70 percent equity /
30 percent debt capital structure is consistent with the investment grade credit
metrics appropriate for a capital intensive, regulated water / wastewater
public service corporation?
a) If "yes," provide support for such an assertion,
b) If "no," admit that the Company's proposed 70 percent equity / 30

percent debt capital structure is inconsistent with the above noted
objective appearing in APUC's 2016 Annual Report;

Response: The Company has not made an assertion in this case on whether a 70/30
capital structure "is consistent with the investment grade credit metrics appropriate for a

1
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LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.
DOCKET no. SW-01427A-l7-0058,et aL

RESPONSE TO RUCO'S TWELFTH SET OF DATA REQUESTS

November 2, 2017

Respondent: Liberty Utilities (Litchfield Park Water & Sewer) Corp.

Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

capital intensive, regulated water/wastewater public service corporation" as stated in this
question. As authorized in recent ACC decisions and as stated in the Company's filings,
the Company asserts that a 70/30 capital structure is appropriate for Liberty Litchfield Park.

The Company denies that its proposed capital structure is inconsistent with the above-noted
objective statements from APUC's 2016 Annual Report.

2) Is it the Company's assertion that maintaining equity and debt at levels of 70
percent and 30 percent, respectively, is standard industry practice within the
water / wastewater utility industry?
a) If "yes," provide support for such an assertion,
b) If "no," admit that the Company's proposed 70 percent equity / 30

percent debt capital structure is inconsistent with the above noted
objective appearing in APUC's 2016 Annual Report,

Response: The Company has not made an assertion in this case on whether a 70/30
capital structure "is standard industry practice within the water/wastewater utility industry"
as stated in this question. As authorized in recent ACC decisions and as stated in the
Company's filings, the Company asserts that a 70/30 capital structure is appropriate for
Liberty Litchfield Park. The Company further denies that its proposed capital structure is
inconsistent with the above-noted objective statements from APUC's 20 l6 Annual Report.

3)

b)
C)

Provide a schedule listing all APUC individual business groups, and for each
individual business group indicate:
a) The name of each operating subsidiary within the individual business

group;
The respective industry for each operating subsidiary,

If the operating subsidiary is regulated or non-regulated, and

Objection: The Company objects to this data request because it is overly broad
and unduly burdensome and does not appear to be reasonably calculated to lead to the
discovery of admissible evidence in this rate case. Additionally, the requested "schedule"
is not presently available and the Company is not obligated to prepare "schedules" for
RUCO as part of the discovery process.

2
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LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.

DOCKET NO. SW-01427A-17-0058,et aL
RESPONSE TO RUCO'S TWELFTH SET OF DATA REQUESTS

November 2, 2017

Respondent: Liberty Utilities (Litchfield Park Water & Sewer) Corp.

Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

Response: Without waving such objections, the Company responds that the
business groups of APUC are listed and described in APUC's 2016 Annual Report,
including the respective industries for each group and whether regulated or unregulated.

4)

b)

Indicate if the Company agrees with the general proposition that business
risk is greater for APUC's non-regulated operating subsidiaries than for than
APUC's regulated operating subsidiaries,
a) If "yes," admit that the appropriate capital structure of APUC's non-

regulated operating subsidiaries would necessitate a higher equity
component than the capital structure of APUC's regulated operating
subsidiaries,
If "no," provide support (i.e., published academic research or journal
articles) demonstrating that firms operating in competitive, non-
regulated industries face lower business risk exposure than regulated
public utilities who are the sole service provider in their certificated
service territory.

Objection: The Company objects to this data request because it constitutes
inappropriate discovery. Specifically, RUCO advances an unsupported "general
proposition" with which the Company appears unable to disagree unless it provides
independent support for its disagreement. If RUCO wishes to advance a proposition in its
testimony, the Company can then choose how to respond and what support to provide to
support its response. This question also is conclusory, vague, confusing and can't be
accurately answered as is without further clarification from RUCO.

I
l
I

I|

I
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LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.
DOCKET no. SW-01427A-l7-0058,et aL

RESPONSE TO RUCO'S TWELFTH SET OF DATA REQUESTS

November 2, 2017

Respondent: Liberty Utilities (Litchfield Park Water & Sewer) Corp.

Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

12.02Company Response Number:

Q. APUC - Admit or Deny the following regarding APUC, Liberty Litchfield Park's
ultimate parent (See attached Exhibit A):

1) From 2012-2016, APUC's long-term debt has grown at a compound average
annual rate of 50.1 percent,

Response: Admit.

2) From 2012-2016, APUC's preferred stock has grown at a compound average
annual rate of 16.4 percent, and

Response: Admit.

3) From 2012-20 l6, APUC's common equity has grown at a compound average
annual rate of 15.3 percent.

Response: Deny, the compound average growth in shareholder equity, exclusive
of preferred shares, during the period of 2012-2016 approximates 15.7%.

l

1

l

l

4



LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.
DOCKET n o . SW-01427A-17-0058, et aL

RESPONSE TO RUCO'S TWELFTII SET OF DATA REQUESTS

November 2, 2017 l

Respondent: Liberty Utilities (Litchfield Park Water & Sewer) Corp.

Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

12.03Company Response Number:

Q. Capital Structure - Liberty Litchfield Park currently has a 100 percent equity capital
structure. In direct testimony, Company witness Mr. Gerald W. Becker includes a
brief discussion (See Becker Direct, pp. 38-39) of the Company's request for
approval of debt f inancing in an amount up to $26.2 million. As noted by Mr.
Becker,

"The purpose of the requested financing approval is for the Company to
infuse debt into the Company's capital structure, resulting in a more
balanced 70 percent equity and 30 percent debt capital structure. This is
part of an effort to mode and maintain each of the Arizona operating
utilities at 70 percent equity and30 percent debt... " (emphasis added)

In light of the above, admit that the 'more balanced' 70 percent equity / 30 percent
debt capital structure proposed by the Company for Liberty Litchfield Park is
the equivalent of a balanced capital structure.

Response: Deny. See the responses to data requests 12.0l(1) and 12.01(2) above.

5
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LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.

DOCKET no. SW-01427A-l7-0058,et aL
RESPONSE TO RUCO'S TWELFTH SET OF DATA REQUESTS

i
i

November 2, 2017 i
i

Respondent: Liberty Utilities (Litchfield Park Water & Sewer) Corp.
1

i

Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

12.04Company Response Number:

Q.

i
I

Capital Structure - Access to Capital - The direct testimony of Company witness,
Mr. Gerald W. Becker addresses Liberty Utilities shared services model and
proposed cost allocations. Mr. Becker states that the Company has proposed
corporate cost allocations from APUC and Liberty Utilities Canada totaling
approximately $1 .2 million (Becker Direct, p.36, lines 19-20), and justifies
recognition of these allocated costs, in part, on grounds that APUC provides access
to capital for Liberty Litchfield Park, referring to it as a "significant benefit" to
Liberty Litchfield Park and her sister Arizona companies (Becker Direct, pp. 17- 18,
lines 2 l : 10). Mr. Becker points out that because APUC common shares are traded
on both the Toronto and New York exchanges, this "ensures that Liberty Litchfield
Park has uninterrupted access to capital." Mr. Becker concludes (Becker Direct, p.
19, lines 10- l 3) with the observation that "APUC's presence on the stock exchanges
is the means by which Liberty Utilities obtains capital for investment and I do not
think anyone disputes thatAPUC 's access fo capital is a benefit ro Liberty Litcnfeld
Park and its customers in Arizona." (emphasis added).

In light of the above, admit that until such time the Company proposes a balanced
capital structure for Liberty Litchfield Park, ratepayers have derived little or no
benefit from APUC having access to the capital markets.

Response: Deny. It is undisputed that customers derive substantial benefits from access
to capital without which the Company could not build, maintain and construct necessary
plant and facilities in providing adequate and reliable utility service to customers. In
various ACC dockets, the Commission, Commission Staff and RUCO all acknowledged,
agreed and determined that customers benefit from Liberty Utilities access to capital for its
regulated utilities. See ACC Decision No. 75510 (Liberty Black Mountain) at ll ("The
Parties agree that Liberty Black Mountain's ability to access capital through APUC, a
publicly traded company on the TSX, is a benefit to customers...."), Comprehensive
Settlement Agreement (Liberty Black Mountain), Docket Nos. 15-0206 and 15-0207 at
§2.3.2.l (signed by RUCO, Staff and Liberty Black Mountain) ("Customers of Liberty
Black Mountain benefit from Liberty Black Mountain's access to capital through its

6



LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.
DOCKET no. SW-01427A-17-0058,et aL

RESPONSE TO RUCO'S TWELFTH SET OF DATA REQUESTS

November 2, 20 l7

Respondent: Liberty Utilities (Litchfield Park Water & Sewer) Corp.

Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

ultimate parent entity, APUC...."), ACC Decision No. 75809 (Liberty Bella Vista/Liberty
Rio Rico) at 10 ("The parties agree that Liberty's ratepayers benefit from the ability to
access capital through APUC, a publicly traded company on the TSX."), Comprehensive
Settlement Agreement (Liberty Bella Vista/Liberty Rio Rico), Docket Nos. 15-0367, 15-
0370, 15-0368, and 15-0371, at §3.3.3 (signed by RUCO, Staff and Liberty Black
Mountain) ("Customers of Liberty Bella Vista, Liberty Rio Rico, Liberty Black Mountain,
Liberty Entrada Del Oro, Liberty Gold Canyon, Liberty Litchfield Park, and any other
water and sewer utility that may be acquired by Liberty Utilities in Arizona benefit from
each entity's access to capital through their ultimate parent entity, APUC, which is publicly
traded on the Toronto Stock Exchange ("TSX")...)".

l

l

l

7



LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.
DOCKET NO. SW-01427A-17-0058,et aL

RESPONSE TO RUCO'S TWELFTH SET OF DATA REQUESTS

November 2, 2017

l

Respondent: Liberty Utilities (Litchfield Park Water & Sewer) Corp.

Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

12.05Company Response Number:

Q. - Admit or Deny theAPUC Dividend Yield. Dividend Pavout and Growth Metrics
following:

1)
I

Admit that the current dividend yield (as of COM Oct. 20, 2017) on APUC
common stock (ticker AQN) is currently 4.32 percent, a figure more than 2x
the average dividend yield on publicly traded stocks in the domestic U.S.
water utility industry,

Response: APUC's dividend yield speaks for itself. The Company can't answer
this question without further details on RUCO's definition of"publicly traded stocks
in the domestic U.S. water utility industry." As set forth in its 2016 Annual Report,
APUC owns regulated and unregulated businesses across North America, including
green and clean energy assets such hydroelectric, wind, thermal, and solar power
facilities, as well as utility distribution businesses (water, wastewater, electric and
natural gas) through its two operating subsidiaries, Algonquin Power Company and
Liberty Utilities. Given the diversity of its operations with both regulated and
unregulated businesses, comparing APUC to publicly traded companies only
operating in the regulated U.S. water utility industry as suggested in this question is
not appropriate.

2) Admit that over the 5-year period, 2012-2016, APUC has experienced an
average dividend payout ratio of 140.5 percent,

Response: Deny. APUC's dividend payout ratio using a traditional payout
calculation of dividends to earnings has averaged approximately 200% (see table
below) from 2012-2016. Increase in the scale of APUC's business and increase in
utility rate base has increased depreciation thereby decreasing earnings and inflating
the payout ratio based on earnings. Given APUC's goal to grow the business
through reinvestment and acquisition, the more appropriate metric to measure
dividend payout would be dividends to cash provided by operating activities. This
metric has averaged 58% over the 2012-2016 time period, thereby allowing APUC

8



LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.
DOCKET NO. SW-01427A-17-0058, et aL

RESPONSE TO RUCO'S TWELFTH SET OF DATA REQUESTS

lNovember 2, 20 l7
l

l

lRespondent: Liberty Utilities (Litchfield Park Water & Sewer) Corp.

Address : 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

to maintain its dividend yield while reinvesting funds for future growth and
development.

Algonquin Power & Utilities Corp

20142016 2015

s 287.3 s 261.9 s
s 149.2 s 124.8 s

52% 48%

192.7 s

82.9 s

4396

2013 2012 AvgPayout

98.9 s 63.0

68.3 s 50.2
69% 80% 58%

(all amounts in CA Smillions)

Cash Provided by operating activities

Dividends declared to common shareholders

Payout ratio

s
sI

I
130.9 s

149.2 s

114%

75.7 s

82.9 $
110%

117.5 s

124.8 s

106%

20.3 s

68.3 s

336%

14.5

50.2

346% 202%

Net earnings attributable to shareholders

Dividends declared to common shareholders

Payout ratio

!
3) Admit that over the period, 2012-2016, the dividend paid on APUC common

stock has experienced compound average growth of 16.4 percent per annum,
a growth rate more than 2x greater than the average dividend growth rate
experienced by publicly traded stocks in the domestic U.S. water utility
industry over this same period,

Response: See response to data request l2.05(l) above.

4) Admit that APUC plans to maintain a dividend growth rate of 10.0 percent
through the year 2021, and

Admit.Response:

5) Admit that the metrics noted in 1-4, above, benefit APUC shareholders, not
Liberty Litchfield Park ratepayers.

Response: Deny. See response to data request 12.04 above. As noted above,
customers of Liberty Litchfield Park derive substantial benefits from APUC's
financial metrics, including access to capital and low cost debt. Absent such
metrics, any increased cost of  equity and debt for APUC and its operating

9



LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.
DOCKET no. SW-01427A-l7-0058, et aL

RESPONSE TO RUCO'S TWELFTH SET OF DATA REQUESTS

November 2, 2017

Liberty Utilities (Litchfield Park Water & Sewer) Corp.Respondent:

Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

subsidiaries, such as Liberty Litchfield Park, would be passed on to customers in
the form of higher costs and higher utility rates.

l

l

l
l

I
I

I

I 10
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LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.
DOCKET no. SW-01427A-17-0058,et aL

RESPONSE TO RUCO'S TWELFTH SET OF DATA REQUESTS

November 2, 2017

Respondent: Liberty Utilities (Litchfield Park Water & Sewer) Corp.

Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

12 .06Company Response Number:
l
l
l
l

l

Q. Capital Structure- Provide a listing of other water and sewer utilities owned by
the parent company of Liberty Utilities (Litchfield Park Water & Sewer)
Corporation. For each utility provide the following:

a.

b.
c.
d.
e.
f.

Most recent rate case, including (i) state of jurisdiction and (ii) docket
number,
Final determination of capital structure,
Cost of debt;
Authorized cost of equity,
Indicate whether the proceeding was settled or litigated, and
The date of the final order for the most recent rate case for each water or
sewer utility.

i
I
.

I

Response: Liberty Utilities (Sub) Corp. is the parent entity of Liberty Litchfield
Park, and also is the parent for five other regulated utilities in Arizona and three
regulated utilities in Texas. RUCO was a party in all of the most recent rate cases
for the Arizona utilities, except for Liberty Entrada Del Oro. RUCO can review the
ACC decisions cited below for itself as those decisions are publicly available on E-
docket.

ACC Decision No. 75809 (70/30

ACC Decision No. 75809

Liberty Utilities (Bella Vista Water) Corp.
capital structure)
Liberty Utilities (Black Mountain Sewer) Corp. - ACC Decision No. 75510 (70/30
capital structure)
Liberty Utilities (Entrada Del Oro Sewer) Corp. - ACC Decision No. 76019 (70/30
capital structure)
Liberty Utilities (Gold Canyon Sewer) Corp. - ACC Decision No. 70624 (60/40
capital structure)
Liberty Utilities (Rio Rico Sewer & Water) Corp.
(70/30 capital structure)

l l



LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.
DOCKET no. SW-01427A-17-0058,et aL

RESPONSE TO RUCO'S TWELFTH SET OF DATA REQUESTS

November 2, 2017

Respondent: Liberty Utilities (Litchfield Park Water & Sewer) Corp.

Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

l

iLiberty Utilities (Sub) Corp. also is the parent to three regulated companies in
Texas. The last rate cases decisions for each company are noted below.

Liberty Utilities (Tall Timbers Sewer) Corp. - Tall Timbers Utility Company, Inc.
n/k/a Liberty Utilities (Tall Timbers Sewer) Corp. filed a rate application with the
Texas Commission on Environmental Quality, Docket No. 2009-1381-UCR, in
April 2009 with 100% equity and 12.0% ROE. That case was settled with rates
effective July 2010. Liberty Tall Timbers currently has a rate case pending before
the Texas Public Utilities Commission under Docket No. 46256. A settlement has
been reached in that case, but has not been finalized yet.

i

Liberty Utilities (Silverleaf Water) LLC - Algonquin Water Resources of Texas,
LLC n/k/a/ Liberty Silverleaf filed a rate application in October 2009 with the Texas
Commission on Environmental Quality, Docket No.2009-2087-UCR with 100%
equity and 12.0% ROE. That case was settled with rates effective May 13, 2010.

Liberty Utilities (Woodmark Sewer) Corp. - Woodmark Utilities, Inc. n/k/a Liberty
Utilities (Woodmark Sewer) Corp. filed a rate application with the Texas
Commission on Environmental Quality, Docket No. 2014-0064-VCR, in June 2013
with 100% equity and 12.0% ROE. That case was settled with rates effective
September 16, 2013. Liberty Woodmark currently has a rate case pending before
the Texas Public Utilities Commission under Docket No. 46256. A settlement has
been reached in that case, but has not been finalized yet.

12
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LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.

DOCKET no. SW-01427A-17-0058, et al.
RESPONSE TO RUCO'S FOURTEENTH SET OF DATA REQUESTS

November 22, 2017

Liberty Utilities (Litchfield Park Water & Sewer) Corp.Respondent:

Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

Company Response Number: 14.01

Q. APUC - In response to RUCO 12.02(3), the Company denies that the compound
average growth rate in APUC common stock was 15.3 percent over the 4-year
period, 2012-2016, and instead asserts that the compound average growth in
shareholder equity, "exclusive of preferred shares," over this 4-year period
"approximates l5.7%." Please provide (1) a schedule detailing the Company's
calculation of this 15.7% approximate growth rate, and (2) an explanation as to why
the Company elected to make its calculation exclusive of APUC preferred shares.1

I

OBJECTION: The Company is not responsible for the preparation of schedules to
prove or disprove calculations made by RUCO in another data request.

RESPONSE: Without waiving its objection, the Company excluded preferred
shares from its response to RUCO 12.02(3) because RUCO 12.02(3) asked the Company
to admit that "[f]rom 2012-2016, APUC's common equity has grown at a compound
average annual rate of 15.3 percent." See attached RUCO 14.01 .xlsx.
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November 22, 2017

Liberty Utilities (Litchfield Park Water & Sewer) Corp.Respondent:

Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

Company Response Number: 14.02

Q. Permanent Capital .- Admit that (i) long-term debt, (ii) preferred stock, and (iii)
common stock are all forms of permanent capital.

OBJECTION: The Company cannot admit or deny because the term "permanent
capital" is vague and not clearly defined.
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November 22, 2017

Liberty Utilities (Litchfield Park Water & Sewer) Corp.Respondent:

Address : 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

Company Response Number: 14.03

Q. Capital Structure - In response to RUCO 12.06, the Company states that Liberty
Utilities (Sub) Corp. is the "parent entity" of six regulated utilities in Arizona and
three additional regulated utilities in Texas. Among the three Texas utilities
identified, the Company's response states that two of these Texas utilities - Liberty
Utilities (Woodmark Sewer) Corp. and Liberty Utilities (Tall Timbers Sewer) Corp.
- currently have a rate case pending before the Texas Public Utility Commission
(Docket No. 46256).

In light of the above, please respond to the following:

1) Admit that in the pending Liberty Utilities (Woodmark Sewer) Corp. and
Liberty Utilities (Tall Timbers Sewer) Corp. rate docket, Liberty proposes a
30% debt / 70% equity capital structure,

OBJECTION: The Company is not responsible for the rate case filings of
Liberty Utilities (Tall Timbers Sewer) Corp. and Liberty Utilities (Woodmark
Sewer) Corp. in Texas. The rate case filings by Liberty Tall Timbers and Liberty
Woodmark in Texas Public Commission Docket No. 46256 speak for themselves
relating to the proposed capital structures of Liberty Tall Timbers and Liberty
Woodmark in that pending Texas rate case.

RESPONSE: Without waiving its objection, the Company admits that the rate case
application filed by Liberty Tall Timbers and Liberty Woodmark included a
proposed 70% equity and 30% equity capital structure. That Texas rate case is
subject to a pending settlement and the parties in that rate case propose that the
Texas PUC approve the settlement.

2) Admit that Texas PUC Staff witness, Ms. Emily Sears, CRRA, recommends
use of a hypothetical 46.28% debt / 53.72% equity capital structure, on
grounds that (i) a capital structure should be "representative of the industry



LIBERTY UTILITIES (LITCHFIELD PARK WATER & SEWER) CORP.
DOCKET no. SW-01427A-17-0058, et aL

RESPONSE TO RUCO'S FOURTEENTH SET OF DATA REQUESTS

November 22, 2017

Liberty Utilities (Litchfield Park Water & Sewer) Corp.Respondent:

Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

norm," (ii) a capital structure should be an "efficient use of capital,"(iii) use
of a capital structure outside the range of the industry norm capital structure
results in "an overstated overall rate of return," and (iv) Liberty's proposed
30% debt / 70% equity capital structure is "not representative of current
capital structures among water utility distribution systems and is an
inefficient use of capital."(SeeDirect Testimony ofEmi1y Sears, CRRA, pp.
10-11, lines l 6:6)
hup://interchange.puc.state.tx.us/WebApp/Interchamze/Documents/46756
1662 943530.PDF ;

OBJECTION: Data requests concerning the testimony of witnesses for
adverse parties in another rate case in another state involving another company in a
rate case that was settled are not materially calculated to lead to the discovery of
admissible evidence in this rate case and that testimony speaks for itself and says
what it says as a matter of public record in Texas.

3) Admit that the Texas PUC Staff recommends a cost of equity for Liberty
Woodmark and Liberty Tall Timbers of 8.83% (See Direct Testimony of Emily
Sears, CRRA, p. 7, line 10),

OBJECTION: Data requests concerning the testimony of witnesses for
adverse parties in another rate case in another state involving another company in a
rate case that was settled are not materially calculated to lead to the discovery of
admissible evidence in this rate case and that testimony speaks for itself and says
what it says as a matter of public record in Texas. Further, that Texas rate case is
subject to a pending settlement and the parties in that rate case propose that the
Texas PUC approve the settlement.

4) Admit that Office of Public Utility Counsel (OPUC) witness, Ms. Anjuli
Winker, recommends a hypothetical capital structure of 50% debt / 50% equity.
(See Direct Testimony of Annuli Winker, p. 20, lines 1-6)
http://interchangepuc.state.tx.us/WebApp/Intcrchange/Documents/46256 162
9 94l282.PDF;and
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Liberty Utilities (Litchfield Park Water & Sewer) Corp.Respondent:
l

Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

OBJECTION: Data requests concerning the testimony of witnesses for
adverse parties in another rate case in another state involving another company in a
rate case that was settled are not materially calculated to lead to the discovery of
admissible evidence in this rate case and that testimony speaks for itself and says
what it says as a matter of public record in Texas.

5) Admit that Office of Public Utility Counsel (OPUC) recommends a cost of
equity for Liberty Woodmark and Liberty Tall Timbers of 8.50% (See Direct
Testimony of Anjuli Winker, p. 20, line 13).

OBJECTION: Data requests concerning the testimony of witnesses for
adverse parties in another rate case in another state involving another company in a
rate case that was settled are not materially calculated to lead to the discovery of
admissible evidence in this rate case and that testimony speaks for itself and says
what it says as a matter of public record in Texas. Further, that Texas rate case is
subject to a pending settlement and the parties in that rate case propose that the
Texas PUC approve the settlement.
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Company Response Number: 14.04

Q. Capital Structure - In Direct Testimony filed in the Liberty Woodmark and Liberty
Tall Timbers rate filing with the Texas PUC (Docket No. 46256), Mr. Matthew
Garlick states that "Liberty Utilities Co. ("Liberty Utilities") is a Delaware
corporation that operates regulated gas, water, sewer and electric utilities in eleven
states-Arizona, Arkansas, California, Georgia, Illinois, Iowa, Massachussetts,
Missouri, Montana, New Hampshire and Texas." (See Garlick Direct, p. 5, lines I-
5) He then goes on to state that while Liberty Woodmark and Liberty Tall Timbers
presently have capital structures of 100 percent equity, "[w]e are seeking to
standardize the capital structure of the Texas operating utilities at 70 percent equity
and 30 percent debt in line with our utilities in other states." (See Garlick Direct, p.
20, lines 7-9)
http://interchange.puc.state.tx.us/WcbApp/Intcrchange/Documents/46256 2 9092
28.PDF

In light of the above, please respond to the following:

1) Admit that in a recent Liberty Utilities rate filing before the Arkansas Public
Utility Commission (Arkansas PUC Docket No. l4-020-U), Liberty Utilities
(Pine Bluff) Corp., a regulated water distribution service utility, proposed a
capital structure consisting of 45% debt/ 55% equity.

i

OBJECTION: This data request is not materially calculated to lead to the
discovery of admissible evidence in this rate case. Additionally, RUCO is assuming
facts not in evidence - to wit - that Mr. Garlick's referenced testimony was referring
to the standardization of the capital structures of all affiliated companies under
Liberty Utilities when Mr. Garlick was actually referring to standardization of the
capital structures of the entities for which he is President, those located in Arizona
and Texas. On that issue, RUCO misconstrues and misstates Mr. Garlick's
testimony. On page 1 of his testimony in the Liberty Tall Timbers and Liberty
Woodmark rate cases, Ink. Garlick stated "[o]n June 1, 2015, I became President of
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Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

the Liberty Utilities regulated utilities in Arizona and Texas....l am responsible for
Liberty Utilities' water and sewer operations in Texas and Arizona." Mr. Garlick
doesn't have any knowledge or responsibility for the capital structures for any
affiliated Liberty Utilities entities outside of those two states. Thus, Mr. Garlics's
statement on page 20 of his Texas testimony that "[w]e are seeking to standardize
the capital structure of the Texas operating utilities at 70 percent equity and
30 percent debt in line with our utilities in other states" refers to the recently
approved capital structures of certain Arizona affiliates at 70 percent equity and 30
percent debt, including Liberty Black Mountain, Liberty Entrada Del Oro, Liberty
Rio Rico and Liberty Bella Vista. Finally, the referenced filing of the affiliate in
Arkansas speaks for itself and says what it says as a matter of public record in
Arkansas.

2) Admit that the cost of capital witness proposing this 45% debt/ 55% equity
capital structure on behalf of Liberty Pine Bluff was Mr. Thomas J. Bourassa
(See Bourassa Cost of Capital Direct, p. 4, lines 18-19)
http://www.apscservices.intO/pdf7l 4/ l4-020-u 32 l.pdt ,

OBJECTION: This data request is not materially calculated to lead to the
discovery of admissible evidence in this rate case. The referenced filing of the
affiliate in Arkansas, including testimony on cost of capital, speaks for itself and
says what it says as a matter of public record in Arkansas.

3) Admit that Mr. Bourassa's proposed cost of equity for Liberty Pine Bluffwas
10.5 percent (See Bourassa Cost of Capital Direct, pp. 3-4, lines 24:1), a
figure 20 basis points lower than the 10.7 percent cost rate proposed by Mr.
Bourassa in the instant docket when proposing a 30% debt / 70% equity
capital structure for Liberty Litchfield Park;

OBJECTION: This data request is not materially calculated to lead to the
discovery of admissible evidence in this rate case. The referenced filing of the
affiliate in Arkansas, including testimony on cost of capital, speaks for itself and
says what it says as a matter of public record in Arkansas.
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Respondent: Liberty Utilities (Litchfield Park Water & Sewer) Corp.

Address: 12725 W. Indian School Road, Suite D-101
Avondale, AZ 85392

4) Admit that the Arkansas PUC Staff recommended a capital structure for
Liberty Pine Bluff consisting of 46% long-term debt, 3% short-term debt,
and 51% equity (See Direct Testimony of Robert Daniel, pp. 18-19)
http://www.apscscrvices.info/pdt7l 4/14-020-U 61 l.pdf

OBJECTION: Data requests concerning the testimony of witnesses for
adverse parties in another rate case involving another company that was settled in
another state are not materially calculated to lead to the discovery of admissible
evidence in this rate case and that testimony speaks for itself and says what it says
as a matter of public record in Arkansas.

5) Admit that the Arkansas PUC Staff recommended a cost of equity of 9.35%
for Liberty Pine Bluff(See Direct Testimony of Robert Daniel, p. 5, line 13),

OBJECTION: Data requests concerning the testimony of witnesses for
adverse parties in another rate case involving another company that was settled in
another state are not materially calculated to lead to the discovery of admissible
evidence in this rate case and that testimony speaks for itself and says what it says
as a matter of public record in Arkansas.

6) Admit that in a settlement agreement, Liberty Pine Bluff agreed to the
Arkansas PUC Staff's recommended (i) capital structure (46% L-T debt, 3%
S-T debt, and 51% equity) and (ii) cost of equity (9.35%), as detailed in the
Surrebuttal Testimony filed by Mr. Robert Daniel on January 20, 2015 (See
Settlement Testimony of Mr. Robert Booth, p. 3, lines 9-12)
http://www.apscservices.into/pdf/ l 4/ l4-020-u_..l 06. l.pdf ,

OBJECTION: Data requests concerning a settlement agreement in another
rate case in another state are not materially calculated to lead to the discovery of
admissible evidence in this rate case and that testimony speaks for itself and says
what it says as a matter of public record in Arkansas.
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7) Admit that in a recent Liberty Utilities rate filing before the New Hampshire
Public Utility Commission (New Hampshire PUC Docket No. DG 14-180),
Liberty Utilities (EnergyNorth Natural Gas) Corp., a regulated natural gas
distribution service utility, proposed a capital structure consisting of 45%
debt / 55% equity (See Direct Testimony of Robert B. Hevert, p. 3, line 4-5)
https://www.puc.nh.gov/rcgulatorv/Docketbk/20 l 4/ l4-
l80/lNlIlAL%20FlLING%°()-%20PETITION/l4-180%2020l4-08-
01%20EnGI%20f)BA%20LiisFRTv° 020DTESTllVl()NY%20R%20HlV
ERT.PDF 9

OBJECTION: This data request is not materially calculated to lead to the
discovery of admissible evidence in this rate case. The referenced filing of the
affiliate in New Hampshire, including testimony on cost of capital, speaks for itself
and says what it says as a matter of public record in New Hampshire.

8) Admit that in an earlier Liberty Utilities rate filing before the New
Hampshire Public Utility Commission (New Hampshire PUC Docket No.
DE 13-063), Liberty Utilities (Granite State Electric) Corp., a regulated
electric distribution service utility, proposed a capital structure consisting of
45% debt I55% equity (See Direct Testimony of Robert V. Hevert, p. 2, lines
16-17)
https://vvww.puc.nh.gov/regulatory/Docketbk/20 l3/13-
063/lnIlIAL%2()FlLIn(i%20-%20pETITlon/l 3-()63%2020 l 3-03-
29%20GSEC%20DBA%2()LIBERTY°/020DlRECT%20TESlIM()NY%20
HEVERT%20PERM%20RA.1ES.PDF ;

OBJECTION: This data request is not materially calculated to lead to the
discovery of admissible evidence in this rate case. The referenced filing of the
affiliate in New Hampshire, including testimony on cost of capital, speaks for itself
and says what it says as a matter of public record in New Hampshire.

9) In light of the above, provide a detailed explanation as to why Liberty
Litchfield Park ratepayers should be expected to pay rates based upon the
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Company's proposed 30% debt / 70% equity capital structure when Liberty
Utilities proposes a 45% debt / 55% equity capital structure in other states,

OBJECTION: This data request is not materially calculated to lead to the
discovery of admissible evidence in this rate case. For one thing, customers pay for
utility service. Moreover, this rate case involves a utility operating in Arizona and
the persons responsible for the filing of this rate case on behalf of the Company do
not have any knowledge or information regarding the capital structures or costs of
capital for any Liberty Utilities affiliates operating outside of Arizona and Texas.

10) Explain why Liberty Utilities is not seeking to "standardize" the 30% debt /
70% equity capital structure in New Hampshire and Arkansas,

OBJECTION: This data request is not materially calculated to lead to the
discovery of admissible evidence in this rate case. This rate case involves a utility
operating in Arizona and the persons responsible for the filing of this rate case on
behalf of the Company do not have any knowledge of or information regarding the
capital structures or costs of capital for any Liberty affiliates operating outside of
Arizona and Texas.

RESPONSE: Without waiving its objection, the Company responds as
follows. See response to RUCO l4.04(I) above.

11) Is standardization of a 30% debt I70% equity capital structure in other states
the basis of the Company's recommended capital structure in this Arizona
docket, please explain?, and

OBJECTION: This data request is not materially calculated to lead to the
discovery of admissible evidence in this rate case. This rate case involves a utility
operating in Arizona and the persons responsible for the filing of this rate case on
behalf of the Company do not have any knowledge of or information regarding the
capital structures or costs of capital for any Liberty affiliates operating outside of
Arizona and Texas.
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RESPONSE: Without waiving its objection, the Company responds as
follows. No, see response to RUCO l4.04(l) above. Further, the Company's
reasons for its proposed capital structure are explained in its application.

12) Admit that rates based upon the Company's proposed 30% debt / 70% equity
capital structure would mean that Liberty Litchfield Park ratepayers would
subsidize the investment returns for APUC's higher risk, non-regulated
operations. If denied, please explain.

RESPONSE: Deny. The Company's proposed rates and capital structure are
not premised on subsidizing returns for operations of unregulated affiliates within
the APUC group of companies. There also isn't any evidence or facts supporting
this assertion and this request assumes facts not in evidence. The Company explains
its proposed 70/30 capital structure in its rate case application filing and associated
testimony in this case. Liberty Litchfield Park's proposed rates are based on the
Company's costs of service.
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Company Response Number: 15.01

Q. Capital Structure- On January 1, 2017, APUC completed the acquisition of Empire
District Electric Company ("Empire"), a rate-regulated water, gas and electric utility
sewing 218,000 customers in Missouri, Arkansas, Oklahoma, and Kansas (See
APUC 2016 Annual Report, p. 5). The Empire acquisition has necessitated
regulatory filings by Liberty Utilities in at least two of those states (i.e., Missouri
and Arkansas), and a review of the docket in those two jurisdictional states indicate
that Mr. Peter Eichler, APUC Vice-President of Strategic Planning, filed direct
written testimony discussing matters relating to the acquisition. In each docket,
Mr. Eichler's pre-filed direct testimony states, among other things, the followingzl

(i)

(ii)

(iii)

(iv)

(v)

Liberty Utilities (Central) Co. ("LU Central"), a wholly-owned
subsidiary of Liberty Utilities, is the holding company formed to
complete the acquisition of Empire, and upon close of the transaction
Empire will become a wholly-owned subsidiary of LU Central,
The total purchase price paid by LU Central for Empire is $2.4 billion,
which represents a $34 price for each share of outstanding Empire
common stock,
The $34 share price represents a 21% premium over the closing
market price of Empire stock on February 8, 2016,
LU Central will not, in any future rate proceeding, seek recovery of
any of the premium paid for Empire common shares,
LU Central will account for the 21% acquisition premium as,
goodwill; and

1 See Direct Testimony of Peter Eichler (pp. l-4; pp. 7-9), filed on behalf of Liberty Utilities (Central) Co.,
before the Missouri Public Service Commission (Docket No. EM-2016-0213)
https://wvwv.efis.psc.mo.qov/mpsc/commoncomoonents/view item no details.asp?caseno
=EM-2016-0213&attach id=2017004086, and

See Direct Testimony of Peter Eichler (pp. 2-5, pp 9-10), filed on behalf of Liberty Utilities (Central) Co.,
before the Arkansas Public Service Commission (Docket No. 16013-U)
http://www.apscsenices.info/pdf/16/16-013-U 8 1.pdf.
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(vi) LU Central will have on-going access to sufficient reasonably priced
capital to be contributed to its operating subsidiaries, as evidenced by
the fact that Liberty Utilities and LU Central plan to use "a reasonable
and prudent investment grade capital structure," consisting of 55%
equity and45% debt.

In light of the above, please admit or deny the following:

1) Admit that the Company's proposed 30% debt / 70% equity capital structure
in the instant docket would mean that recovery of the acquisition premium
paid by LU Central for Empire would, in part, effectively be recovered in
rates charged to Liberty Litchfield Park ratepayers. If denied, please explain,
and

2) Given that Empire does not operate in Arizona, please explain why Arizona
ratepayers should be expected to pay, in rates, for the acquisition premium
paid by LU Central when acquiring Empire.

OBJECTION: This data request assumes facts not in evidence because it has not been
established that the Company's proposed revenue requirement includes any recovery of an
acquisition premium related to the Empire transaction.

RESPONSE: Without waiving its objection, the Company denies this request for
admission because it is not seeking to recover a portion of any acquisition premium related
to the Empire transaction.

l

l


