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INTRODUCTION

Q.

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND EMPLOYMENT FOR
THE RECORD.

My name is Justin Shelton. My business address is Heber Wells Building, 160 E.
300 South, Salt Lake City, Utah 84114. | am employed by the Utah Division of Public
Utilities (“Division” or “DPU”), Utah Department of Commerce, as a Utility Analyst.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?
| am testifying on behalf of the Division.

IS THIS YOUR FIRST TIME APPEARING BEFORE THE PUBLIC SERVICE
COMMISSION OF UTAH (“COMMISSION”)?

No. | previously appeared as the Division’s witness in the interim rate hearing in
Docket No. 25-2280-03.

WOULD YOU SUMMARIZE YOUR EDUCATIONAL BACKGROUND AND
RELEVENT WORK EXPERIENCE?

| have a bachelor’s degree in accounting from the University of Utah, a master’s
degree in business administration from Utah State University, and a master’s degree
in taxation from Weber State University. | have 22 years of work experience

involving accounting and tax for the federal government.

SCOPE OF TESTIMONY

Q.

A.

PLEASE DESCRIBE THE PURPOSE OF YOUR TESTIMONY FOR THIS DOCKET.

The purpose of my testimony is to provide the Division's analysis, findings, and
recommendations regarding Corix’s (“Corix” or “Company”) May 4, 2026, general
rate case application (“Application”). My testimony describes the Division's
evaluation of the various components of the Company’s proposed rate base and

makes recommendations based upon those findings.
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PLEASE SUMMARIZE THE INVESTIGATION YOU PERFORMED IN THIS
MATTER.

| reviewed the Company’s Application, its witness testimonies and associated
exhibits, and its responses to parties’ data requests. Because Corix is a new or
greenfield utility, it does not have a prior general rate case filing to use for a
comparative analysis. With the substantial volume of information and time
constraints, | will continue to review the available information in this proceeding and

provide additional recommendations and adjustments in future testimony.

PLEASE DESCRIBE THE COSTS THE COMPANY PROPOSES TO CAPITALIZE
AND INCLUDE IN ITS RATE BASE.

The costs to be capitalized and included in rate base are described in the Application
and supporting testimony. Those costs include direct costs, project management
costs, construction insurance (0.15% of direct costs), and a category of costs
including development costs and start-up, transaction, due diligence, and regulatory
costs for those assets capitalized in 2026." In addition, Corix proposes to include a

15% contingency allowance that is applied to its direct costs.?

The Division reviewed the Application and supporting documents to evaluate
whether the proposed costs meet regulatory standards for prudence and
reasonableness. Only verifiable actual costs are to be included in base rates—
arbitrary buffers used to absorb forecasting errors should not be passed on to
ratepayers. The Division recommends that the Commission not allow the
contingency allowance to be included in the rate base and recommends adjustments

to the Cash Working Capital (“CWC”) component of rate base.

' Corix Exhibit 7.0 Direct Testimony of Johan Grueso-Baron p.31
2 Corix Exhibit 7.0 Direct Testimony of Johan Grueso-Baron p.31
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CONTINGENCY ALLOWANCE

Q.

PLEASE EXPLAIN THE CONTINGENCY ALLOWANCE CORIX PROPOSES TO
APPLY TO DIRECT COSTS.

In Section 14, titled Capital Expenditures and Asset Life, of Attachment 1 of its

Application, the Company states:

[a] contingency allowance equal to 15% of Direct Costs is included to

account for normal uncertainties inherent in the construction process,

such as unforeseen site conditions, design refinements, or market-

driven cost variability. The contingency is intended to support prudent

project execution and cost control and is only utilized as necessary.
A blanket construction contingency allowance generally involves adding an account
to construction work in progress that represents the designated percentage of direct
costs. In the event of a cost overrun or other contingency that occurs during the
construction process, the excess amount is charged to the allowance then later
moved to plant in service once the asset is placed in service (plant in service is a
component of rate base). This method effectively shifts the financial risk of

unforeseen costs or inaccurate forecasts from the investor to the ratepayer.

Specifically, a contingency allowance represents a duplication of risk where the
contractor’s bids inherently contain embedded contingency margins. Therefore,
adding a substantial blanket percentage forces ratepayers to pay twice for the same

risk.

In addition, utilities are required to itemize specific, unknown, or extraordinary
events, and applying an arbitrary flat percentage (e.g., 10% or 20%) across general
direct project lines causes incentive distortions that reduce a utility’s proclivity to
strictly monitor construction contracts. Further, this contingency allowance may
provide an incentive to boost rate base. The appropriate approach, consistent with
ratemaking policy, is to evaluate any unexpected costs or variance from forecasted
expenditures as they occur through a prudence review to determine whether those
costs merit inclusion in the rate base. This motivates the utility to remain within its

forecast budgets for its capital projects.
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The legal burden of prudence is on the utility to demonstrate expenditures are
prudent and reasonable.? Large blanket contingency percentages, in this case 15%
of direct costs, represent unsubstantiated projections inconsistent with the
ratemaking rules and principles restricting cost recovery to actual costs that are
known, measurable, and prudently incurred. Further, this pre-approved buffer
reduces Corix’s financial incentive to properly manage construction budgets and
control or avoid cost overages. The Division recommends full disallowance of the
proposed contingency allowance method in favor of evaluating any added or

unforeseen costs at the time they are fixed and measurable.

CASH WORKING CAPITAL

Q.

A.

WOULD YOU BRIEFLY DESCRIBE CWC?

Yes. CWC is the amount of funds a utility needs to serve as a bridge to pay the
expenses (accounts payable) until it receives the payments from its customers
(accounts receivable). These funds are supplied by the utility investors and are
generally allowed in the rate base where a reasonable return is earned on the funds.
Corix includes three broad categories of costs that comprise the CWC: Energy
Supply Costs, Operation & Maintenance (“O&M”) expenses, and Other Costs.* For
the 2026 test year, the O&M expenses represent the primary category of working
capital costs. The Other Costs category has an estimated zero balance for the initial
year.® The estimated Energy Supply costs for the test year represent a smaller
portion of the CWC. However, these costs are expected to increase substantially in
future periods. Consequently, the DPU will continue to evaluate the Energy Supply
Costs and Other Costs categories in subsequent general rate cases as those

amounts become material to the CWC of rate base.

3 Utah Dep’t of Bus. Regul. v. Pub. Serv. Comm’n, 614 P.2d 1242, 1245-46 (Utah 1980).
4 Corix Exhibit 7.0 Direct Testimony Johan Grueso-Baron p.40
5 Corix Application Schedule 8 Working Capital
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WHAT IS THE COMPANY’S PROPOSED CWC METHODOLOGY IN THIS
GENERAL RATE CASE?

Utilities calculate CWC using operational timing or various formulas. Generally, a
lead-lag formula may be used to measure the lead time a utility has before it pays its
vendors and the revenue lag time that occurs before customers pay their bills.

Corix proposes using the 1/8 formula, which is commonly used for smaller or
greenfield utilities.® It sets the CWC to 1/8™ (or 45 days) of annual expenses,
excluding non-cash items such as depreciation. The 45 days is intended to represent
the lag time between the payment of expenses and the corresponding receipts
bridged by an investment of working capital that covers this day-to-day spending.
The Division may better evaluate the appropriateness of alternative CWC calculation
methodologies after Corix has more operating history. The Division recommends
adopting the 1/8 method of estimating CWC and will further evaluate CWC in
subsequent rate cases, which may require a lead-lag study once a reliable baseline

has been established.

WHAT ARE THE DIVISION’S RECOMMENDED ADJUSTMENTS TO THE
PROPOSED CWC IN RATE BASE?

The Energy Supply Costs, as a component of CWC, include sales tax on purchases
of electricity and natural gas in the amount of 4.85%. In addition, the local
municipality levies a municipal energy tax of 6% on taxable energy. The 1/8"" method
applies a flat fraction to the costs included in CWC in contrast to a lead-lag study
where individual line items are evaluated for inclusion. Because these taxes
represent pass-through collections rather than operational expenses, they should be
removed before the 1/8 multiplier is applied. The Division recommends the
Commission require Corix to reduce the CWC component of rate base by the 4.85%
sales tax and the 6% municipal energy tax added to the purchases of electricity and

natural gas prior to including the 45 days CWC in rate base.

6 Corix Exhibit 7.0 Direct Testimony Johan Grueso-Baron p.40
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CONCLUSION

Q.

A.

Q.

A.

WHAT ARE THE DIVISION’'S RECOMMENDED ADJUSTMENTS TO THE
COMPANY’S PROPOSED CONTINGENCY ALLOWANCE AND CWC?

The Division recommends that the Commission disallow the proposed contingency
allowance method in favor of evaluating any added or unforeseen costs at the time
they are fixed and measurable. In addition, the Division recommends that the
Commission accept the 1/8 method of estimating CWC and require Corix to reduce
the CWC component of rate base by the 4.85% sales tax and the 6% municipal
energy tax added to the purchases of electricity and natural gas prior to including the
45 days CWC in rate base.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes, it does.
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