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INTRODUCTION 1 

Q. Please state your name for the record. 2 

A. My name is Timothy J. Coley. 3 

 4 

Q. Have you previously filed testimony regarding this docket? 5 

A. Yes, I have.  I filed direct testimony in this docket on April 12, 2010.  6 

 7 

Q. What is the purpose of your surrebuttal testimony? 8 

A. My surrebuttal testimony will address the Company’s rebuttal comments 9 

pertaining to the adjustments I recommended in my direct testimony.  This 10 

testimony will address the three systems on a stand alone basis, which 11 

includes Bella Vista Water Company (“BVWC”), Northern Sunrise Water 12 

Company (“NSWC”), and Southern Sunrise Water Company (“SSWC”), in 13 

addition to the three systems being merged as Bella Vista Water 14 

Company (Consolidated) (“BVWC (Consolidated)”).  Again, in my 15 

surrebuttal as in direct testimony, I sponsor two primary issues, which are 16 

the Accumulated Deferred Income Taxes (“ADIT”) and Algonquin Power 17 

Trust (“APT”) Central Office Cost Allocations.  In addition to those two 18 

matters, my surrebuttal testimony will address the Company’s revised 19 

rebuttal position regarding the requested Hook-up Fees (“HUF”) tariff and 20 

address the proposal of the Company’s witness, Mr. Peter Eichler, to hire 21 

an independent third party auditor to attest to the APT cost allocations. 22 
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SUMMARY OF RECOMMENDATIONS 1 

Required Revenue 2 
 3 
Q. What are RUCO’s recommended surrebuttal revenue requirements for 4 

BVWC, NSWC, SSWC and BVWC (Consolidated)? 5 

A. RUCO witness, Mr. Rodney Moore, addresses RUCO’s recommended 6 

overall revenue requirements in his testimony while Mr. William Rigsby 7 

sponsors RUCO’s recommended cost of capital for the four scenarios 8 

referenced above.1 9 

 10 

Rate Design and Rate Consolidation 11 

Q. Which RUCO witness(s) will be sponsoring testimony concerning the 12 

Company’s request for rate consolidation of the BVWC, NSWC, and 13 

SSWC into one BVWC (Consolidated) rate structure for the three separate 14 

systems? 15 

A. RUCO’s Director, Ms. Jodi Jerich, will provide policy testimony regarding 16 

RUCO’s recommendations on rate consolidation.  Mr. Moore will sponsor 17 

RUCO’s rate design schedules for BVWC, NSWC, and SSWC on a stand 18 

alone system basis.  He will also provide rate design schedules on a 19 

consolidated BVWC, NSWC, and SSWC basis in his testimony for the 20 

Commission’s public policy consideration. 21 

 22 

 23 

                                            
1 The four scenarios referenced are BVWC, NSWC, and SSWC based on a stand alone basis in 
addition to BVWC, NSWC, and SSWC being merged as BVWC (Consolidated). 
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Accumulated Deferred Income Taxes 1 

Q. Did RUCO use a revised methodology for calculating its ADIT 2 

recommendations in surrebuttal testimony? 3 

A. Yes.  RUCO’s surrebuttal ADIT methodology will be fully explained later.  4 

The new methodology will serve as RUCO’s primary position in this 5 

proceeding.  The position taken by RUCO in direct testimony regarding 6 

ADIT will now be its alternative position. 7 

 8 

Q. Please summarize RUCO’s revised surrebuttal recommendations 9 

regarding ADIT for BVWC, NSWC, SSWC, and BVWC (Consolidated)? 10 

A. RUCO’s revised surrebuttal ADIT recommendations are as follows: 11 

     Company                 RUCO 12 

     Adjusted  RUCO        Recommended 13 

   Test-Year   ADIT                ADIT 14 

 Company         ADIT       Adjustment            Balance 15 

 Bella Vista               $ 230,850           ($ 2,703,488)             ($ 2,472,638) 16 

 Northern Sunrise          (4,144)                   (57,525)                     (61,669)                            17 

 Southern Sunrise       (51,588)                   (84,614)         (136,202)            18 

BVWC Consolidated 173,3292          ($ 2,879,543)3             ($ 2,706,214)4   19 

                                            
2 The BVWC (Consolidated) Adjusted Test-Year ADIT amount column does not foot down.  The 
total equals $175,118 rather than the $173,329 as shown in the Company’s BVWC 
(Consolidated) B-1 Schedule.  This is due to different effective income tax rates for the scenarios 
presented. 
 
3 The total does not foot down correctly for the BVWC (Consolidated) recommendation.  This is 
due to different effective income tax rates for the different scenarios presented. 
 
4 The total does not foot down correctly for the BVWC (Consolidated) recommendation.  This is 
due to different effective income tax rates for the different scenarios presented.   
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 Note:  Any number above in parenthesis reflects an ADIT liability balance, 1 

which is a reduction to rate base (i.e. Asset / (Liability)). 2 

 3 

 RUCO will fully explain its revised primary ADIT position later in this 4 

testimony. 5 

 6 

Q. Did RUCO provide another ADIT recommendation in its direct testimony 7 

and schedules other than what was shown above? 8 

A. Yes.  RUCO’s direct testimony position regarding ADIT now represents its 9 

alternative recommendations.  The alternative recommended adjustments 10 

remain unchanged from RUCO’s direct filing and are shown on the 11 

respective Schedules RLM-5(B). 12 

 13 

Q. Please summarize RUCO’s alternative recommendations for ADIT that 14 

was provided in its direct testimony and remain unchanged in its 15 

surrebuttal testimony? 16 

A. The table below summarizes RUCO’s alternative recommendations for 17 

ADIT: 18 

 19 

 20 

 21 

 22 

 23 

 24 

 25 
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   Company                 RUCO 1 

      Adjusted   RUCO       Recommended 2 

    Test-Year     ADIT                ADIT 3 

 Company          ADIT         Adjustment            Balance 4 

 Bella Vista                 $ 230,850           ($ 1,279,224)             ($ 1,048,374) 5 

 Northern Sunrise            (4,144)                  (52,949)                     (57,093)                       6 

 Southern Sunrise         (51,588)                 (126,105)                  (177,693) 7 

 BVWC Consolidated 173,3295             ($ 1,458,278)           ($ 1,284,949) 8 

 9 

Note:  Any number above in parenthesis reflects an ADIT liability balance, 10 

which is a reduction to rate base (i.e. Asset / (Liability)). 11 

 12 

Q. In its rebuttal filing, did the Company propose another adjustment to ADIT 13 

that differed from its direct filing? 14 

A. Yes. 15 

 16 

Q. What is the Company’s proposal for ADIT in its rebuttal filing that is 17 

different from its direct filing? 18 

A. The Company’s proposed ADIT in its direct and rebuttal filing are as 19 

follows: 20 

 21 

 22 

  23 

                                            
5 The BV Consolidated Company Adjusted Test-Year ADIT amount column does not foot down 
correctly.  The total equals $175,118 rather than the $173,329 as shown in the Company’s BVWC 
(Consolidated) B-1 Schedule.  This is due to different effective income tax rates for the four 
different scenarios. 
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                                 Company        Company                                    1 

                  Direct               Rebuttal                 2 

 Company          ADIT           ADIT                   Difference     3 

 Bella Vista                 $ 230,850         ($ 327,255)                ($ 558,105) 4 

 Northern Sunrise            (4,144)              (61,600)                    (57,456)                       5 

 Southern Sunrise         (51,588)            (144,964)                     (93,376) 6 

 BVWC Consolidated  173,3296        ($ 572,006)7                 ($ 745,335)8 7 

 8 

 As can be seen, the Company’s direct filing showed an ADIT asset, which 9 

increases rate base, in the amount of $173,329.  In its rebuttal filing, the 10 

Company is proposing an ADIT liability in all four scenarios, which is a 11 

reduction to rate base, in the amount of $572,006 on a consolidated basis.  12 

That is a difference of $745,335 from its original filing.  Further discussion 13 

regarding the Company’s and RUCO’s ADIT recommendations will follow 14 

later in this testimony.     15 

  16 

 RUCO’s ADIT rate base adjustments are shown on Surrebuttal Schedules 17 

RLM-2 and RLM-3.  The supporting detail for RUCO’s ADIT adjustment is 18 

shown on RUCO’s Surrebuttal Schedules RLM-5(A). 19 

 20 

                                            
6 The BV Consolidated Company Adjusted Test-Year ADIT amount column does not foot down 
correctly.  The total equals $175,118 rather than the $173,329 as shown in the Company’s BVWC 
(Consolidated) B-1 Schedule.  This is due to different effective income tax rates for the four 
different scenarios. 
 
7 The BV Consolidated Company Adjusted Test-Year ADIT amount column does not foot down 
correctly.  This is due to different effective income tax rates for the four different scenarios. 
 
8 The BV Consolidated Company Adjusted Test-Year ADIT amount column does not foot down 
correctly.  This is due to different effective income tax rates for the four different scenarios. 
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APT Central Ofice Cost Allocations  1 

Q. Briefly explain RUCO’s adjustments to the Company’s APT central office 2 

cost allocations. 3 

A. RUCO’s adjustments to the Company’s APT central office cost allocations 4 

are three separate and distinct adjustments and are labeled 11(A), 11(B), 5 

and 11(C) as follows: 6 

 7 

1. RUCO Surrebuttal APT Central Office Cost Allocations Adjustment No. 8 

6(A) – This is the same adjustment that RUCO made in its direct 9 

testimony and was fully explained there, with two exceptions.  The two 10 

exceptions are:  1) the use of an updated allocation factor and 2) the 11 

use of the most updated known and measurable Canadian to US 12 

dollars conversion factor.  The new allocation factor is based on the 13 

fact that an Algonquin news release dated December 22, 2009 (See 14 

RUCO Exhibit TJC-1) identified 71 Algonquin affiliates either owned or 15 

operated by Algonquin Power Income Fund (“APIF”)9 rather than the 16 

70 affiliates listed in its 2008 Annual Report.  The updated allocation 17 

factor utilized in RUCO’s surrebuttal is 18 / 71 = 25.35 percent instead 18 

of 17 / 70 = 24.29 percent from direct testimony.  Ultimately, this 19 

adjustment removes certain APT actual central office cost allocations 20 

as being excessive and unnecessary in the provisioning of water utility 21 

service.  The adjustments remove the excessive and unnecessary APT 22 

                                            
9 APIF is now known as Algonquin Power & Utilities Corp (“APUC”), and in my testimony, I refer 
to APIF and APUC synonymously. 
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costs from BVWC, NSWC, SSWC, and a consolidated BVWC as 1 

shown below: 2 

 3 

        RUCO          4 

          APT                 5 

   Company            Adjustment             6 

   Bella Vista                                   ($ 122,927) 7 

   Northern Sunrise                        ($ 5,088)                   8 

   Southern Sunrise                          ($ 12,118)                   9 

BVWC Consolidated                 ($ 140,134)            10 

 11 

2. RUCO Surrebuttal APT Central Office Cost Allocations Adjustment No. 12 

6(B) – This is a companion adjustment to the Company’s rebuttal 13 

adjustment that removed $19,07610 of certain APT costs from its 14 

original rate application.  Since RUCO disallowed the majority of the 15 

APT cost allocations in RUCO Adjustment 11(A), RUCO’s total 16 

adjustment to account for the Company’s rebuttal adjustment is much 17 

less than the Company’s consolidated BVWC amount of $19,076.  18 

RUCO’s surrebuttal adjustments remove certain APT cost allocations 19 

from BVWC, NSWC, SSWC, and a consolidated BVWC as follows: 20 

 21 

 22 

 23 

 24 

                                            
10 This amount is based on the consolidated BVWC. 
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RUCO          1 

   APT                 2 

   Company            Adjustment             3 

   Bella Vista                                    ($ 959) 4 

   Northern Sunrise                        ($ 40)                   5 

   Southern Sunrise                            ($ 95)                   6 

BVWC Consolidated           ($ 1,093) 7 

 8 

3. RUCO Surrebuttal APT Central Office Cost Allocations Adjustment No. 9 

6(C) – This adjustment to the APT central office cost allocations is the 10 

result of two RUCO data requests. 11 

 12 

Q. Please briefly explain this APT central office cost allocation adjustment 13 

that resulted from the two RUCO data requests you mentioned above. 14 

A. In RUCO formal Data Request No. 3.01, the Company responded by 15 

providing an APT Excel schedule that showed the Company had incurred 16 

$144,906 of APT cost allocations on a consolidated BVWC basis.  In 17 

RUCO informal Data Request No. 2, numbered 5.01, the Company 18 

identified $156,149 of APT cost allocations for a consolidated BVWC.  The 19 

Company’s response to Data Request No. 5.01 reconciled to the 20 

Company’s test-year book amount for the Outside Services – Other 21 

account found in the rate application on a consolidated BVWC basis.  The 22 

APT cost allocations are charged to that account.  It appears that the 23 

Company’s test-year book amount was over-stated by the difference of 24 

the two numbers referenced above in the amount of $11,243 ($156,149 - 25 
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$144,906 = $11,243) according to the Company’s response to RUCO 1 

formal Data Request No. 3.01.  RUCO took the difference between the 2 

two amounts mentioned above and allocated the $11,243 among the 3 

BVWC, NSWC, and SSWC systems based on customer counts.  The 4 

adjustments to each system are as follows: 5 

 6 

         RUCO          7 

          APT                 8 

   Company            Adjustment             9 

   Bella Vista                                   ($ 9,863) 10 

   Northern Sunrise                       ($ 408)                   11 

   Southern Sunrise                           ($ 972)                   12 

BVWC Consolidated           ($ 11,243)            13 

 14 

RUCO operating income adjustment numbers 6(A), 6(B), and 6(C) are 15 

shown on RUCO’s Surrebuttal Schedules RLM-6 and RLM-7.  The 16 

supporting details are shown on RUCO’s Surrebuttal Schedule RLM-17 

11(A), RLM -11(B), and RLM-11(C). 18 

 19 

Hook Up Fee Tariff 20 

Hook Up Fee (“HUF”) Tariff 21 

RUCO does not support the Company’s HUF as proposed by the 22 

Company for the reason given later in the surrebuttal testimony. 23 

 24 
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Company’s Proposal for a Third Party Independent Auditor/CPA to Attest 1 

to the APT Cost Allocations 2 

RUCO does not support the Company’s proposal to hire an independent 3 

third party auditor/CPA to attest to the APT cost allocations, which will be 4 

discussed later in its surrebuttal testimony. 5 

 6 

ORIGINAL COST RATE BASE (“OCRB”) ADJUSTMENTS 7 

Surrebuttal OCRB Adjustment No. 3 – Accumulated Deferred Income Tax 8 

(“ADIT”)  9 

 10 

Q. Is RUCO proposing a different methodology for calculating its ADIT 11 

recommendation here in its surrebuttal testimony than was proposed in its 12 

direct filing? 13 

A. Yes.  RUCO is providing an additional methodology for calculating its 14 

surrebuttal ADIT recommendation as shown on RUCO Schedule SURR 15 

RLM-5(A).  The new methodology now represents RUCO’s primary 16 

position regarding its ADIT recommendation to the Commission.  17 

However, RUCO’s direct testimony ADIT recommendation remains part of 18 

this filing as an alternative and is shown on RUCO Schedule RLM-5(B). 19 

 20 

 21 

 22 

… 23 
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Q. Does RUCO use its alternative direct testimony ADIT recommendation 1 

here in its surrebuttal schedules in calculating its surrebuttal revenue 2 

requirements? 3 

A. No.  RUCO’s surrebuttal revenue requirement is based on its new primary 4 

ADIT methodology as proposed here in its surrebuttal testimony. 5 

 6 

Q. Please explain the difference between RUCO’s surrebuttal ADIT 7 

methodology to the method used in RUCO’s direct testimony. 8 

A. RUCO’s surrebuttal methodology more closely resembles the Company’s 9 

methodology with the exceptions of particular ADIT component balances. 10 

Each component of the ADIT calculation will be fully analyzed below. 11 

 12 

RUCO’s direct ADIT methodology allocated the parent Company, APIF, 13 

ADIT balance based on assets and is fully discussed in RUCO’s direct 14 

testimony.  That method assures full allocation of the parent’s ADIT 15 

balance.  16 

 17 

Q. Did the Company change its position in its rebuttal filing regarding its ADIT 18 

proposal in this proceeding? 19 

A. Yes, it did.  Overall, the Company employs the same basic methodology it 20 

utilized in its direct filing.  However, the Company’s requested ADIT 21 

balance has changed substantially in its rebuttal filing. 22 

 23 
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Q. How does the Company’s request for ADIT in its direct testimony compare 1 

to its request in its rebuttal testimony? 2 

A. The table below shows the amount of ADIT requested by the Company in 3 

both its direct and rebuttal filing as follows: 4 

 5 

                                 Company        Company                                    6 

                  Direct               Rebuttal                 7 

 Company          ADIT           ADIT                   Difference     8 

 Bella Vista                 $ 230,850         ($ 327,255)                ($ 558,105) 9 

 Northern Sunrise            (4,144)              (61,600)                    (57,456)                       10 

 Southern Sunrise         (51,588)            (144,964)                     (93,376) 11 

 BVWC Consolidated  173,32911        ($ 572,006)12                ($ 745,335)13 12 

 13 

Q. Did the Company address the cause of its change in ADIT positions? 14 

A. Yes.  The Company stated that the primary cause of its change in 15 

positions was due to updated tax information that became available to 16 

BVWC during the proceeding. 17 

 18 

… 19 

 20 

                                            
11 The BVWC Consolidated Company Adjusted Test-Year ADIT amount column does not foot 
down correctly.  The total equals $175,118 rather than the $173,329 as shown in the Company’s 
BVWC (Consolidated) B-1 Schedule.  This is due to different effective income tax rates for the 
four different scenarios. 
 
12 The BVWC Consolidated Company Adjusted Test-Year ADIT amount column does not foot 
down correctly.  This is due to different effective income tax rates for the four different scenarios. 
 
13 The BVWC Consolidated Company Adjusted Test-Year ADIT amount column does not foot 
down correctly.  This is due to different effective income tax rates for the four different scenarios. 
 



Surrebuttal Testimony of Timothy J. Coley 
Bella Vista Water Company, Inc. 
Docket No. W-02453A-09-0411 et al. 
 

 14

Q. Does RUCO agree with the Company’s rebuttal position regarding ADIT? 1 

A. No.  However, there are a few areas where RUCO can agree with the 2 

Company. 3 

 4 

Q. Please discuss the differences and similarities between RUCO and the 5 

Company’s ADIT calculation found on the respective schedules labeled 6 

RUCO Schedule SURR RLM-5(A) and the Company’s Schedule B-2, 7 

page 5.  Attached hereto for the convenience of the parties as RUCO 8 

Exhibit TJC-2. 9 

A. In the first column titled “Adjusted Book Value,” the gross Plant-in-Service 10 

and Accumulated Depreciation shown on lines 6 and 7 for both RUCO and 11 

the Company are substantially the same.  The insignificant difference, 12 

which is only $28,946, for those two line items is due to different levels of 13 

recommended plant and accumulated depreciation balances by the two 14 

parties. 15 

 16 

Referring to the same column on the spreadsheet, the line item titled CIAC 17 

on line 8 of both schedules is significantly different for two reasons.  18 

RUCO shows a net test-year CIAC balance to be $311,458 while the 19 

Company reports a CIAC balance of $4,472,325, which is a difference of 20 

$4,160,867 between RUCO and the Company. 21 

 22 
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Q. What are the two reasons you mentioned above that causes the 1 

significant difference of $4,160,867 in CIAC between the Company and 2 

RUCO’s ADIT calculation? 3 

A. The primary reason for the huge difference between the Company and 4 

RUCO’s CIAC component is the Company has converted 70 percent of 5 

post-1995 Advances in Aid of Construction (“AIAC”) to CIAC.  Whereas, 6 

RUCO’s CIAC balance is the Company’s actual adjusted test-year CIAC 7 

amount as reflected in their books.    8 

 9 

The second reason contributing to the difference in the CIAC balances is 10 

RUCO nets the test-year CIAC balance against the amount that has 11 

already been amortized.  Thus, the amount that has been amortized is 12 

reflected in net Utility Plant in Service (“UPIS”).  In the Company’s direct 13 

filing, it is readily apparent that the Company has deducted the full amount 14 

of gross CIAC, which is a benefit for the Company/Shareholders and a 15 

detriment to ratepayers. 16 

 17 

Q. Why is deducting the gross amount of CIAC versus the net amount a 18 

benefit to the Company and a detriment to ratepayers? 19 

A. The gross amount is a larger deduction to the book basis and therefore, 20 

moves the book basis closer to the lower tax basis amount.  That reduces 21 

the ADIT liability, which is a reduction to rate base.  22 

 23 
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Q. Does RUCO disagree with the Company’s proposal to convert 70 percent 1 

of the AIAC balance to CIAC when making its ADIT calculation? 2 

A. Yes, for a couple of reasons. 3 

 4 

Q. Please state the reasons why RUCO disagrees with the Company’s 5 

conversion of AIAC to CIAC when making its ADIT calculation. 6 

A. First, RUCO believes the actual adjusted test-year CIAC balance14 that is 7 

clearly reflected on the Company’s B-2 Schedule should be used when 8 

calculating ADIT not some fantasy amount of AIAC converted to CIAC, 9 

created for the purpose of benefiting the shareholder. 10 

 11 

Q. Well Mr. Coley, doesn’t AIAC eventually convert to CIAC at some 12 

contractual period in the future? 13 

A. AIAC normally converts to CIAC at some point in time but not in this 14 

particular case.  The point in time that AIAC converts to CIAC is 15 

determined by the Main Extension Agreement (“MXA”) the Company has 16 

with its developers.  The Company’s MXA provides for AIAC refunds for a 17 

period of not less than 10 years.15  Generally, after at least 10 years, it is 18 

up to the Company to either extend the MXA and refunds until a period of 19 

time at the discretion of the Company or convert the AIAC to CIAC at the 20 

end of the contractual period and stop the refunds. 21 

 22 

                                            
14 Gross CIAC netted against the amount that has been amortized over the years. 
15 Arizona Administrative Code R14-2-406, Main Extension Agreements. 
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Q. Why does RUCO believe it would not be appropriate to convert AIAC to 1 

CIAC in this particular case? 2 

A. RUCO reviewed several of the Company’s MXAs and performed a study 3 

using the Company’s work paper labeled AIAC & Refunds (See RUCO 4 

Exhibit TJC-3).  The Company’s work paper indicated the vast majority of 5 

all MXAs have an indefinite or “open final due date” at which time the 6 

MXAs are to expire.  The contracts are designed to make refunds until the 7 

AIAC is paid in full.  The study shown in RUCO Exhibit TJC-3, on the last 8 

page, shows that of the original contract costs of $7,373,636 only 7.2 9 

percent ($532,995 / 7,373,636 = 7.2%) or $532,995 have been refunded 10 

as of the test-year end.  These MXAs, shown in RUCO Exhibit TJC-3, 11 

cover a time period dating back to 1978.  As of the end of the test-year 12 

only 7.2 percent have been refunded over the last 30 years.  There is one 13 

MXA dating back to 1979 that is not fully refunded yet.  In addition to that 14 

data, there is absolutely no indication at all that any amount of the 15 

Company’s AIAC has ever been converted to CIAC. 16 

 17 

Q. Is it RUCO’s position that the CIAC component of the ADIT calculation 18 

should be the amount of CIAC at test-year end? 19 

A. Yes.  The ADIT calculation should contain numerical components at test-20 

year end and not some unknown futuristic assumption. 21 

 22 

 23 
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Q. Was the AIAC issue of being converted to CIAC an issue in all four sets of 1 

RUCO’s Schedules for BVWC, NSWC, SSWC, and the consolidated 2 

BVWC?  3 

A.   No.  BVWC (Consolidated) and BVWC (Stand-Alone) were the only two 4 

schedules that it affected.  Northern and Southern Sunrise based on a 5 

stand alone basis did not have AIAC associated with their rate bases. 6 

 7 

Q. Please discuss the other differences and similarities between RUCO and 8 

the Company’s ADIT calculation found on the respective schedules 9 

labeled RUCO Schedule SURR RLM-5(A) and the Company’s Schedule 10 

B-2, page 5. 11 

A. In the second column titled “Tax Value,” RUCO is in complete agreement 12 

with the Company’s rebuttal position regarding the “Fixed Asset” and 13 

“AIAC” components shown on lines 9 and 10 for all systems. 14 

 15 

Q. In your previous answer, you said that “RUCO is in complete agreement 16 

with the Company’s rebuttal position regarding the “Fixed Asset” and 17 

“AIAC” components” of the Company’s ADIT calculation.  Was there 18 

something different with those components in the Company’s direct filing 19 

that RUCO would not have agreed with? 20 

A. Yes.  During RUCO’s research of the MXAs, RUCO discovered that prior 21 

to 1996 the MXAs were grossed up for taxes.  Thus, the developers had 22 

paid the income taxes up front at the time they entered into the MXAs.  23 
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The Company’s direct filing ADIT calculation included those amounts that 1 

had already been grossed up for taxes. 2 

 3 

Q. Did the Company remove the pre-1996 MXAs from its ADIT calculation in 4 

its rebuttal filing? 5 

A. Yes.  6 

 7 

Q. Does RUCO agree with the Company’s third column titled “Probability of 8 

Realization of Future Tax Benefit?” 9 

A. In part, RUCO agrees with the Company’s data in the third column with 10 

one exception. 11 

 12 

Q. Please address the one exception that RUCO does not agree with 13 

pertaining to the column titled “Probability of Realization of Future Tax 14 

Benefit?” 15 

A. First and foremost, RUCO disagrees with the Company’s claim that AIAC 16 

is an appropriate component when calculating ADIT.  AIAC is a reduction 17 

to rate base and the Company correctly decreases its rate base by the un-18 

refunded AIAC balance.  But, the Company then uses the AIAC balance 19 

disguised as an ADIT component to increase rate base in its direct rate 20 

application.  AIAC is non-investor supplied capital and should never in 21 

anyway increase rate base.   22 

 23 
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RUCO does agree with the Company that as AIAC refunds are made post 1 

test-year future tax benefits will be realized.  Arizona uses a historical test-2 

year not a forecasted test-year of what will happen in the future.  The 3 

Company’s assumption that 30 percent of the AIAC refunds will be 4 

realized anytime in the near future is preposterous.  Thirty percent 5 

represents $710,554 ($6,136,045 X 30% X 38.60% = $710,533)16 of AIAC 6 

being refunded in future taxable years.  As I have testified earlier and as 7 

shown in RUCO Exhibit TJC-3, the Company has refunded slightly more 8 

than $500,000 or 7.2 percent to date during the last 31 years.  To assume 9 

refunds of approximately one and a half-times what has been refunded 10 

over 31 years, that just doesn’t make sense. 11 

 12 

Q. Did RUCO do an analysis to determine a more reasonable future tax 13 

benefit factor? 14 

A. Yes. 15 

 16 

Q. Please explain RUCO’s analysis to determine a more reasonable future 17 

tax probability factor. 18 

A. RUCO’s analysis of the Company’s AIAC & Refunds work paper 19 

referenced earlier shows that the Company refunded approximately 20 

$60,000 per year over the last 4-5 years.  I made an assumption that the 21 

Company would file another rate case in five-years and multiplied the five-22 

                                            
16 See Company Rebuttal Schedule B-2, page 5. 
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years by the annual refund amount of $60,000 to obtain a target level of 1 

$300,000 for the five-year period.  The refunds appear to be increasing 2 

slightly from year to year.  RUCO determined that its 7.2 percent 3 

calculation found in RUCO Exhibit TJC-3 to be fair and reasonable.  That 4 

was the allocation factor used by RUCO for the probability of realization of 5 

a future tax benefit for AIAC in this case. 6 

 7 

Q. Is RUCO in agreement with the Company on other components of the 8 

ADIT calculation? 9 

A. Yes.  RUCO is in agreement with the Company on the remaining numbers 10 

in the schedules for calculating ADIT.  Those numbers are products of the 11 

numbers discussed earlier. 12 

 13 

Q. What adjustments and ADIT balances does RUCO recommend for 14 

BVWC, NSWC, SSWC, and BVWC (Consolidated)? 15 

A. RUCO recommends the following ADIT adjustments and balances for the 16 

four scenarios presented by RUCO as shown below: 17 

 18 

 19 

 20 

 21 

 22 

 23 

 24 

 25 
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         Company                 RUCO 1 

     Adjusted  RUCO        Recommended 2 

   Test-Year   ADIT                ADIT 3 

 Company         ADIT       Adjustment            Balance 4 

 Bella Vista              $ 230,850           ($ 2,703,488)              ($ 2,472,638) 5 

 Northern Sunrise          (4,144)                 (57,525)                       (61,669)                            6 

 Southern Sunrise       (51,588)                 (84,614)                     (136,202)       7 

 BVWC Consolidated$173,32917      ($ 2,879,543)18            ($ 2,706,214)19   8 

 9 

 Note:  Any number above in parenthesis reflects an ADIT liability balance, 10 

which is a reduction to rate base (i.e. Asset / (Liability)). 11 

 12 

OPERATING INCOME ADJUSTMENTS 13 

Surrebuttal Operating Income Adjustment No. 6(A) – APT Central Office 14 

Cost Allocations 15 

Q. Did the Company accept RUCO’s APT cost pool allocation adjustments? 16 

A. No. 17 

 18 

Q. Does RUCO maintain its original direct testimony position regarding the 19 

APT cost allocations? 20 

A. Yes, with the two exceptions mentioned earlier in my summary testimony.  21 

RUCO updated the allocation factor to 25.35 percent (18 / 71 = 25.35%) 22 

                                            
17 The BVWC Consolidated Company Adjusted Test-Year ADIT amount column does not foot 
down correctly.  The total equals $175,118 rather than the $173,329 as shown in the Company’s 
BVWC (Consolidated) B-1 Schedule.  This is due to different effective tax rates. 
 
18 See RUCO BVWC (Consolidated) Schedule SURR RLM-5A. 
 
19 See RUCO BVWC (Consolidated) Schedule SURR RLM-5A. 
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rather than 24.29 percent (17 X 70 = 24.29%) utilized by the Company to 1 

address the fact that the Company has 71 not 70 allocation units.  In 2 

addition, RUCO used the most current known and measurable Canadian 3 

to US dollars conversion factor.  RUCO fully discussed all remaining APT 4 

cost allocation issues in its direct and summary surrebuttal testimony.  5 

 6 

Q. Does RUCO provide any further analysis or studies in surrebuttal that 7 

support its conclusions regarding the APT cost allocations? 8 

A. Yes.  RUCO Exhibit TJC-4, as attached, is a study of a number of other 9 

Arizona water and wastewater companies.  The study’s focus is the 10 

amount of total labor, wages, and corporate costs per customer on an 11 

annual and monthly basis.  The results support RUCO’s conclusions and 12 

position regarding the APT cost pool allocations. 13 

 14 

Q. How does RUCO’s study support the removal of the excessive and 15 

unnecessary APT cost allocations? 16 

A. When the APT cost allocations are removed from the total labor, wages, 17 

and corporate costs, the cost for such expenses are still high, but align 18 

more closely with other Arizona utilities as shown in the study.  19 

 20 

 21 

… 22 

 23 
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Q. Please provide RUCO’s recommended adjustments for RUCO Adjustment 1 

6(A) that disallows the majority of the APT cost allocations as being 2 

excessive and unnecessary in the provisioning of utility service. 3 

A. RUCO’s Adjustment 6(A) is shown in the table below: 4 

 5 

                                  RUCO    6 

                         APT 7 

   Company            Adjustment             8 

   Bella Vista                                   ($ 122,927) 9 

   Northern Sunrise                        ($ 5,088)                   10 

   Southern Sunrise                          ($ 12,118)                   11 

BVWC Consolidated                 ($ 140,134) 12 

 13 

Surrebuttal APT Central Office Cost Allocations Adjustment No. 6(B) 14 

Q. Please explain RUCO’s Surrebuttal APT Central Office Cost Allocations 15 

Adjustment No. 6(B). 16 

A. This adjustment was fully explained earlier in RUCO’s summary 17 

surrebuttal testimony.  I will show the adjustments that were necessary 18 

below: 19 

RUCO          20 

   APT                 21 

   Company            Adjustment             22 

   Bella Vista                                    ($ 959) 23 

   Northern Sunrise                        ($ 40)                   24 

   Southern Sunrise                            ($ 95)                   25 

BV Consolidated            ($ 1,093) 26 
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Surrebuttal APT Central Office Cost Allocations Adjustment No. 6(C) 1 

Q Please explain RUCO’s Surrebuttal APT Central Office Cost Allocations 2 

Adjustment No. 6(C). 3 

A. This adjustment was fully explained earlier in RUCO’s summary  of 4 

surrebuttal testimony.  I will show the adjustments that were necessary 5 

below: 6 

        RUCO          7 

          APT                 8 

   Company            Adjustment             9 

   Bella Vista                                   ($ 9,863) 10 

   Northern Sunrise                       ($ 408)                   11 

   Southern Sunrise                           ($ 972)                   12 

BV Consolidated            ($ 11,243)         13 

 14 

Company Proposal for a Third Party APT Cost Allocations Audit  15 

Q. Does RUCO support the Company’s Proposal for a Third Party 16 

Independent Auditor/CPA to attest to the APT Cost Allocations? 17 

A. No.  RUCO does not support the Company’s proposal to hire an 18 

independent third party auditor/CPA to attest to the APT cost allocations.  19 

 20 

 21 

… 22 

 23 
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Q. What is RUCO’s position on the Company’s suggestion that the 1 

Commission approve the APT cost pool subject to the attestation of a third 2 

party independent CPA? 3 

A. The Company’s proposal does not address the inadequacy of its invoices.  4 

CPA’s Michlick, Rowell, and Becker have all reviewed the invoices and 5 

concluded the invoices do not provide adequate support to demonstrate 6 

the cost allocations relate to the provisioning of utility service or are a 7 

benefit to Arizona ratepayers.20   8 

 9 

Moreover, an independent CPA has the expertise to verify the existence of 10 

an invoice, the independent CPA has no expertise to determine whether 11 

the costs of that invoice are properly attributable to a regulated utility. 12 

          13 

HOOK UP FEE TARIFF 14 

Q. Does RUCO agree with the Company’s revised rebuttal position regarding 15 

the new language added to the Company’s proposed HUF tariff? 16 

A. No. 17 

 18 

Q. Did RUCO have an issue with the Company’s proposed HUF tariff that 19 

was originally filed in its direct rate application? 20 

A. No. 21 

                                            
20 See previous testimony regarding APT cost allocations of CPA Jeffery Michlik in SW-01428A-
09-0103 incorporated herein by reference.  See also testimony of CPA Gerald W. Becker in WS-
02676A-09-0257 and testimony of CPA Sonn Rowell and Analyst Matthew Rowell in SW-01428A-
09-0103 incorporated herein by reference. 
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Q. What language did the Company add to its rebuttal HUF tariff proposal 1 

that RUCO opposes here in its surrebuttal testimony? 2 

A. On page two of the HUF tariff, under the section titled IV. Terms and 3 

Conditions subsection (B) Use of Off-Site Hook-up Fee, the Company 4 

inserted the following language: 5 

The Company shall not record amounts collected under this 6 
tariff as CIAC until such amounts have been expended for 7 
plant. 8 
 9 

 If the Company would have inserted the following language below rather 10 

than what is shown above, RUCO would have supported the Company’s 11 

HUF tariff proposal. 12 

 13 
The Company will record amounts collected under this tariff 14 
as CIAC upon receipt of such amounts of monies and/or 15 
plant. 16 
 17 

Q. Doesn’t the Uniform System of Accounts for Class A Water Utilities 18 

specifically state that when monies and/or plant is received at no cost to 19 

the utility that it be recorded as CIAC? 20 

A. Yes.  The Uniform System of Accounts for Class A Water Utilities 21 

specifically states the following: 22 

 23 

 24 

 25 

 26 

 27 
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Contributions in Aid of Construction 1 
 2 

271. Contributions in Aid of Construction 3 
 4 

A. This account shall include: 5 
 6 

1. Any amount or item of money, services or 7 
property received by a utility, from any person 8 
or governmental agency, any portion of which 9 
is provided at no cost to the utility, which 10 
represents an addition or transfer to the capital 11 
of the utility, and which is utilized to offset the 12 
acquisition, improvement or construction costs 13 
of the utility’s property, facilities, or equipment 14 
used to provide utility services to the public. 15 

 16 

Q. That particular section of the Uniform System of Accounts certainly does 17 

not support the Company’s proposal to avoid recording amounts collected 18 

under this tariff “as CIAC until such amounts have been expended for 19 

plant” does it Mr. Coley? 20 

A. No.  RUCO’s interpretation of that section of the Uniform System of 21 

Accounts is CIAC should be recorded immediately upon receipt regardless 22 

of when it is expended.  RUCO cannot support the Company’s proposed 23 

HUF tariff for that reason. 24 

 25 

Q. Does your silence on any issue constitute RUCO’s acceptance. 26 

A. No. 27 

 28 

Q. Does this conclude your surrebuttal testimony? 29 

A. Yes, it does. 30 


