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PROCEEDI NGS

OFFI CER HAMVER:  Good nor ni ng,
everyone. This is the tinme and place noticed for
the hearing in the Application of Comrunity Water
Conpany for Approval of General Rate Increase and
Speci al Charge for Mjor Plant Upgrade/ Repair.
That's Conm ssion Docket No. 17-098-01. M nane is
M chael Hammer and |'mthe Conmm ssion's designated
presiding officer for this hearing. Let's take
appear ances, pl ease.

MR ATWATER: Good nor ni ng,

Your Honor. Justin Atwater appearing on behal f of
the applicant, Community Water Conpany.

M5. SCHMD: Patricia E. Schmd with
the Uah Attorney CGeneral's O fice, representing the
Utah Division of Public Uilities. Wth ne as the
Division's witnesses today are M. WIIiam Duncan,
M. Casey Col eman, and M. Gary Smith.

OFFI CER HAMMER:  Thank you,

Ms. Schmi d.

MR. SAVAGE: Scott Savage. |'m an
I ntervenor, and |I'm appearing on behalf of Park West
Village Plat B and D.

OFFI CER HAMMER: M. Savage, do you

know i f any of the other intervenors plan to attend
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1 t oday? rage s
2 MR. SAVAGE: No. | did receive a

3 t el ephone call from Terry Lange, and he was going to
4 try to appear by tel ephone, but they said that's not
5 possible this norning. So | think he is going to

6 call in and listen in but not be able to

7 parti ci pate.

8 OFFI CER HAMMER:  Thank you.

9 M. Atwater, we'll begin wth you.
10 MR, ATWATER  Thank you, and good
11 norning. | want to first start out by thanking the
12 Division of Public Uilities for their efforts and
13 work over the course of the last few nonths since
14 the interimhearing. They've been extrenely
15 accommodat i ng and hel pful in understanding the
16 process for this hearing, as well as understanding
17 t he nmet hods and net hodol ogi es used for their
18 recommendation in preparing the rate case.
19 We know that in the interimhearing,
20 we took, kind of, our approach, which is very nuch a
21 busi nessl i ke, econom c approach to view ng things
22 and may have conplicated the process unduly. That
23 said, we still don't conpletely understand the
24 met hods that the DPU uses. But at the end of the
25 day, we think their recommendation i s consi stent
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wi th what we were hoping for for the final rates for

the Conpany with this rate case hearing.

There are a fewthings in the
recommendation that we would Iike to discuss but in
| arge part, we, as the applicant, as the Conpany, we
woul d I'i ke to accept and adopt the Division of
Public Uilities' recomendation as the rate for the
Conpany going forward and the desired result for
thi s hearing.

The two itens that we did want to
just really have clarification fromthem-- and |
think we'll get probably get them when they provide
their testinony -- is the concept of two tiers,
first tier being based off -- when | say "tiers," |
don't nmean water rate tiers, | mean tiers of
ratcheting up -- the first is based upon the
bui Il ding of the tank and sone equi pnmrent. And then
the second is based upon full build-out of the
system And the first clarification we'd be seeking
I's, what triggers the ability of the Conpany to be
in that second category? Miinly, the first category
just deals with two specific inprovenents, and we
under stand once those are conplete it would be easy
to determ ne, but as the inprovenents are built in

the full system that nmay be a period of tine that
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may actually last a 12-nonth period to get the

entire build-out out. And so our question would be
what do we do at nonth six after we've built half of
the system hypothetically, to understand a little
bit about how the base rate would ratchet up based
on the inprovenents being built. So that's
clarification nunber one.

And then the second clarification
woul d be, we've -- one of the main concerns of our
custoners has al ways been to have the ability to
irrigate in this upcom ng season. And given that we
did not have the interimrates, we were not able to
build a tank. But in the interim we've been
wor ki ng on two separate options for us. One, we've
been working with Summit Water to have an agreenent
to allow for enmergency supply or a supply of water
if we did not have sufficient in our systemto
provide irrigation. And second, we've been worKking
wi th Mountain Regional's special service district on
an interconnect agreenment that would provide for the
necessary fire flow backup that would allow us to
use our own water for irrigation. And both of those
are viable options, and both of those are options we
plan to pursue. And they provide the opportunity in

the short term as well as in the interimor
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mdterm if we do have to build the tank.

The clarifying question we have in
the recommendation is, the rate that's suggested has
basically a -- after 6,000 gallons, there's a large
charge for the next thousand gallons. And our
question there is, was the suggested anmount based
upon the actual rate that we would be charged by
ei ther of those providers, or was it a fixed anount
based upon sone other cal culation? Qur preference
woul d be that it would be a pass-on charge for
what ever anount we're charged by either of those
provi ders for those gallons, that the customer would
sinply pay that exact anmount, which we think is the
nost equi tabl e approach. Wiile it may be difficult
right now to know t hat exact dollar anount, we think
that's what we would prefer. If not, we're fine
with the recommendation, so long as it would be
consistent with some fornmula that would allow us to
be consistent with what they're charging.

OFFI CER HAMVER.  Thank you. Before
we go to Ms. Schmd, M. Savage, let ne just ask
you, are you in agreenment with the D vision of
Public Uilities' proposal or do you contest it?

MR SAVAGE: |I'min agreenent with

t hem except for the second point that M. Atwater
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1 just pointed out, and | have the same concern. I?age °
2 it is a pass-through to ny clients, the custoners,
3 then | have no problem If we are getting billed
4 nore than what Community WAater is paying to either
5 Summt or Mountain Regional, then what happens to
6 that extra noney? WII that be refunded to the
7 custoners in the event the Muntain Regi onal
8 annexation goes through? It should not be a
9 windfall to Community Water at the expense of the
10 custoners, so | would want accounting for any
11 overages on what's being paid and that noney
12 refunded if the Muntain Regional goes through.
13 Qoviously, if the Mountain Regi onal does not go
14 t hrough, | can see the Conpany retaining that noney
15 as a reserve for future contingencies. But if the
16 Mount ai n Regi onal annexation goes through, it's
17 just a pot of nobney that's sitting there that should
18 be refunded to the custoner.
19 OFFI CER HAMMER. And, M. Atwater,
20 you did not want to call any w tnesses, then?
21 MR, ATWATER  We did not.
22 OFFI CER HAMMER: Ms. Schmi d.
23 M5. SCHM D: | have questions for
24 M. Atwater's witnesses, and | believe | should be
25 afforded the opportunity to ask them Also, as he's
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not calling wtnesses, the testinony of M. Wite

woul d not be adm ssible as a cross-exam ned w tness
testinony, so it would receive a different weight.
So I'd just |ike sone clarification.

And, finally, M. Atwater has
proffered that the Conpany woul d accept the
Division's rate schedule with a couple of clarifying
qguestions needed, but | would prefer if | could have
that on the record froma witness if he has one
avai | abl e.

OFFI CER HAMVER® M. Atwater ?

MR, ATWATER: Yeah, we're nore than
willing to call M. Larry White to the stand, if
that's hel pful.

M5. SCHM D: That woul d be very
hel pful . Thank you.

OFFI CER HAMVER.  Well, we'll start
wth M. Wite, then.

LAVRENCE J. WHI TE,
havi ng been first duly sworn to tell the truth, was
exam ned and testified as foll ows:

THE W TNESS: Good nor ni ng.

M5. SCHM D: Good norning. And |
don't --

OFFI CER HAMVER: Let ne just ask
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M. Atwater if he has any prelimnary questions for

his w tness?

MR ATWATER:  No.

M5. SCHMD:. And | don't know if you
recall, in order for your voice to be appropriately
pi cked up, we need to have your m crophone |ight on,
which is the little green light.

THE WTNESS: [t's on.

BY M5, SCHM D

Q M. Wiite, please state your nane and
enpl oyer.

A Lawrence J. White, ASC Utah, which is a
TCFC fi nance conpany.

Q Have you participated in the discussions
with Mountain States [sic}?

A Mount ai n Regi onal ? | have.

Q Ckay. Mount ai n Regi onal ?

A | have.

Q Could you tell us the status of those
di scussions insofar as you can share that
i nformati on publicly?

A Sure. So we've had discussions with
Mount ai n Regi onal and with the county council and
the county attorney, that annexation agreenent is

done, the annexation process has begun with the
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1 county council, and we've -- up to this point, vzg%ﬁalz
2 actually had di scussions and a design initiated by
3 Mount ai n Regi onal for an interconnect so that
4 Mount ai n Regi onal can connect to the Comrunity Water
5 system We're prepared to fund that in advance of
6 t he connection and in advance of the annexation
7 actual ly being approved -- which won't happen until
8 sonetine in June -- in order to facilitate backup
9 fire protection for the Comunity Water system
10 which doesn't exist today and was the reason we
11 could not allowirrigation |ast sunmmer. That wll
12 allow us, then, to use our current reserve tank --
13 225,000 gallons -- to be used both for water as well
14 as for -- potentially for irrigation.
15 Q So in the process, has there been the
16 requi red public hearing --
17 A There has been.
18 Q -- for the annexation? And if |
19 understand it correctly, is there a period of tine
20 I n which comments can be submtted?
21 A Yes. We're in that period now.
22 Q Do you have any idea when that conment
23 peri od ends?
24 A | believe sonetine in the begi nning of
25 June.
Litigation Services | 800-330-1112
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1 Q You said that Community Water was gdl{?%%)lB
2 fund certain inprovenents ahead of the annexation.
3 Where is Cormunity Water getting those funds?
4 A TCFC wi Il fund -- Community Water
5 obvi ously doesn't have the noney to fund those, but
6 TCFC wi |l fund those costs.
7 Q Is there al so a pending | oan application
8 for funds fromthe D vision of Drinking Water?
9 A For TCFC -- or for Community Water?
10 Q Yes.
11 A There is, yes.
12 Q Where in the process is that?
13 A ["1l let Justin answer that since he's
14 been nore involved in it.
15 MR, ATWATER So there are actually
16 two applications, one from Cormmunity Water and one
17 from Mountain Regional. They are proceeding
18 si mul taneously. The one for Comunity Water is
19 currently in hold status pendi ng the annexati on
20 process. |If the annexation is not conpleted, that
21 |l oan is prepared to close. It's been fully approved
22 and ready for bids and design. The Mountain
23 Regi onal | oan, the sister loan, is also at the sane
24 place. It's -- assum ng annexation i s approved,
25 wll proceed to bid and cl ose.
Litigation Services | 800-330-1112
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M5. SCHM D: Thank you.

BY M5. SCHM D

Q What happens to Comrunity Water and what
are Community Water's plans if the antici pated
annexati on does not go through?

A So the expectation is that we'll do the
I nt erconnect regardl ess, because that will provide
the fire protection that we think that Community
Water needs. There's a cost to that so we have a
standby fee, so we're going to actually have to pay
Mount ai n Regional for the privilege of the standby
that they'|Il provide for us for fire protection.

I f the annexation does not go through, we
woul d proceed with the design plans, the closing of
the loan -- which we have applied for with the State
through a federal grant and that entire process --
and proceed with the [ oan closing, which would take
pl ace sonetinme, you know, this sumer, early fall
whi ch would then facilitate the inprovenents that
are necessary to Comunity Water's system next
sumrer. | don't think it could close in tine to
actually produce the results this sumer because the
pl ans have to be conpl eted, they have to be bid
first -- | think there have to be three bids -- so

the federal | oan process that we've applied for is a
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1 nore conplicated process than the state | oan tha.?age o
2 Mount ai n Regi onal has applied for, so -- but our

3 intent would be that we would go through that, close
4 that | oan, and conplete the water system as

5 originally intended prior to this option of

6 annexati on.

7 Q And if the annexation doesn't go through,
8 am | correct in thinking that the tank woul dn't go

9 in this year because of timng issues?
10 A That's |ikely. Again, because it would
11 have to be designed, triple bid, and the |oan cl osed
12 prior to actually being able to build the tank.
13 Q But as a stopgap neasure, Conmunity Water
14 woul d have a contract with Mountain Regional to

15 provi de the necessary services?

16 A So the contract with Muntain Regi ona

17 woul d be to provide standby fire protection, enough
18 water for fire protection, so that we could use our
19 existing -- the remaining tank to serve the
20 Community Water custoners without the fear of the
21 tank going belowthe limt that the fire departnent
22 requires for reserve.
23 Q Wul d the standby contract with Muntain
24 Regional allow irrigation?
25 A W believe that it would allow the system

Litigation Services | 800-330-1112
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1 as it currently stands to provide irrigation water
2 for Coormunity Water custoners because we woul d t hen
3 have the standby from Mountain Regional for fire

4 protection.

5 Q In your testinony, you tal ked about an

6 irrigation programwth, | assuned, various days for
7 irrigation and things |ike that, or sone plans to

8 make sure that the water didn't drop bel ow what is
9 needed. Wuld that be sonething Community Water
10 woul d consi der?
11 A VWll, | think that the State has mandat ed
12 certain water conservation neasures which | know
13 that other water conpanies have inplenented. W
14 woul d certainly want to abide by the state
15 gui delines in inplenenting a water conservati on
16 system so we would al so want to make sure that we
17 were preserving the Community Water systemas it
18 currently is, in the state that it is and not
19 overtax it, but we believe that there would be
20 sufficient capacity -- at least within the reserve
21 tank or the existing storage tank -- to be able to
22 provi de adequate irrigation services beginning
23 around July 1st.
24 Q Did you hear M. Atwater say that -- and
25 "1l paraphrase -- that Community Water accepts the
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1 rates proposed by the Division but seeks a coupl e of
2 clarifications?

3 A Yes.

4 Q Is that a fair characterization?

5 A It is.

6 Q And | believe that those clarifications

7 I nvol ved triggering noving to a second tier or a

8 second step rate, and then charges for the upcom ng
9 season for irrigation or, | guess, for standby
10 water; is that correct?
11 A Correct.
12 M5. SCHM D: Those are all ny
13 questions. Thank you.
14 OFFI CER HAMVER: M. Atwater?
15 MR, ATWATER  No questi ons.
16 OFFI CER HAMMER. M. Savage?
17 BY MR SAVAGE:
18 Q M. Wiite, do | understand correctly that
19 the interconnect is only designed to provide water
20 availability in case of fire?
21 A Well, that's not the sole purpose of the
22 I nterconnect, but --
23 Q | mean in the short term for the short
24 term - -
25 A In the short term the intention is to put
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the interconnect in so that we have back-up fire
servi ce of energency water service, because even the
Summt WAater's systemis inadequate to provide ful
service. So, for exanple, if we had a catastrophic
failure of the last tank, Community Water storage
tank --

Q Yeah. 225, 000.

A -- this is not what the intention is under
the agreenent, the energency standby agreenent, but
we could potentially provide energency water
service, you know, through, at that point in tine,

t hrough both Muntain Regional and Summit in order
to continue to supply the custoner. But the
i nterconnect -- the purpose of the interconnect
first and forenost is for fire protection.

Secondarily, it would be, you know, in the
event that the annexation goes through, it wll be
part of the service then connection of Muntain
Regional to the Community Water system and al | ow
Mount ai n Regi onal to take over the Community Water
system

And then thirdly, if we did have sone kind
of catastrophic failure in the neantine, it would
hel p supply energency water services.

Q Okay. But if | understand correctly, if

Litigation Services | 800-330-1112
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1 there's no fire and if there's no catastrophic

2 event, you only contenpl ate paying the standby fee
3 to Mountai n Regi onal ?

4 A That's correct.

5 Q And what is that fee?

6 A It's $15,000 a year.

7 Q And do you understand in the rate proposa
8 by the Division, that there is a |l arge user charge
9 for a short-termperiod that is designed to provide
10 noney for you to buy water from Sunmt?
11 A Wii ch we may have to do.
12 Q Well, but if you don't have to do it,
13 what's going to happen to that noney that you're
14 collecting if these rates fromthe interimgo
15 through with something like, | don't know, $5.30 per
16 thousand, if that's what it is? Are you with nme on
17 t hat ?
18 A Yeah, | am | think that Comrunity Water
19 has operated at a deficit for many, nmany years and
20 we can tal k about, you know, what the outcone of
21 that is, but the intention is to cover Community
22 Water's cost, in which the current rates do not.
23 Q So it's your intention to use the noney
24 that the D vision has set aside to provide
25 irrigation water -- either through building of the
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1 tank or buying fromSummt -- it's your intentioﬁ?%%)zo

2 take that noney and pocket it?

3 A | wouldn't characterize it that way.

4 Q So you're going to apply it to the past

5 deficits of Community Water instead of the owners

6 cover those deficits?

7 A As opposed to the owners covering those

8 deficits?

9 Q Yeah. That's the way it is now W has

10 been payi ng these deficits?

11 A That's correct. So Community Water has

12 been running a deficit --

13 Q Owners have been covering then?

14 A That's correct.

15 Q kay. And now you want to give a w ndfal

16 back to the owners --

17 A Il wouldn't call it a windfall; | would

18 call it a replacenent or a return of past nonies

19 spent.

20 Q kay. A return on capital?

21 A It isn't actually a return on capital,

22 it's just a replacenent on noney spent. The Conpany

23 has been running at a loss for years, and no conpany

24 I s sustainable under those circunstances.

25 Q Okay. The owners have been funding the
Litigation Services | 800-330-1112
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C Page 21
| oss of the utility, correct?

A Yes.

Q And now you woul d want to take that noney
that the D vision has designed as noney to nake
irrigation water avail able because it is anticipated
by the Division that it would be at a higher rate,

and just apply that noney to pay it back to the

owner ?
A To repay for the | osses, yes.
Q | understand. Watever you want to

characterize it as, it's your plan to have that
noney go back to the owner?

A There's a big difference, M. Savage,
bet ween repayi ng a conpany for noney spent and
having a windfall. Those are distinctly different
not i ons.

OFFI CER HAMMVER:  Cent | enen, excuse
me. You're just arguing. The question has been
answer ed.

BY MR SAVAGE:

Q The point is made. That's what | wanted
to clarify. You do understand that if there's no
fire, if there is no catastrophic event, Conmunity
Water will be paying $15,000 a year standby fee for

this water availability, correct?
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1 A Correct.

2 Q And the rate, which is extrenely high over
3 6, 000 gallons, is designed to provide noney to cover
4 addi ti onal costs of building a tank or paying Summt
5 Water. |Is that your understanding of the

6 Division's --

7 A It's the Division's recomrendati on.

8 Q Ckay. But the recommendation is that

9 $5.30; is that correct? |Is that the amount? $5.30
10 per thousand gallon over 6,000 gallons for a short
11 period of tine that is designed to provide noney to
12 pay for the water you woul d have to purchase from
13 Summt Water, or the noney you'd have to pay to
14 build a tank in the short ternf
15 A Correct.
16 Q Has anyone to your know edge protested the
17 annexation?
18 A Not to ny know edge.
19 Q What is the anticipated date, if all goes
20 well, when the interconnect will be conplete and
21 irrigation water will be available this year?
22 A Ideally, it will be by early July. That
23 al | depends upon the start date, permts fromthe
24 county, et cetera. The design has been done,
25 it's -- the work will actually be perfornmed by
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contractors under Mountain Regional, but ideally,

the time frane in terns of ability to start and
conplete will be by early July. That's our goal.

Q Is it anticipated that the annexation wl|
be conpleted by the sane date?

A It's possible w thout objection that the
annexation could be conpleted in June.

Q kay. | believe M. Atwater said
sonet hi ng about passing through the exact charge to
the custoners. | take it you disagree wth what was
said in the opening coments?

A I'd have to go back to the opening
coment s.

Q Al right. But it's your intent as you
sit here today that any excess noney that is
generated by the Division's usage schedul e woul d go
back to the owners of Community Water?

A Wul d repay the past |osses. That's
correct.

Q Thank you. Nothing further.

A Just one other clarification, that just
havi ng the annexati on approved doesn't automatically
nmean that the Conpany gets transferred to Muntain
Regional. There's actually a lot of work that has

to be done after the annexation is approved in order
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1 for -- because Muuntain Regional will not take t?ﬁ?e “
2 Conpany until they perfect the loan with the State

3 and they know that they have the noney to repair the
4 system so that could actually take several nonths

5 | onger and it's very possible that the Conpany

6 woul dn't actually affect a transfer post-annexation
7 until sonetinme this fall. So we still have an

8 operating period that we need to go through. CQur

9 I ntent and desire and conmunications with Muntain
10 Regional is to affect that transfer as quickly as
11 possi bl e, but there's still a process that follows
12 even the approval of the annexation in order to
13 affect a transfer to Muntain Regi onal .
14 Q And if | understand it, during that period
15 of time from approval of the annexation to the
16 transfer actually occurring, would Cormunity Water
17 still be billing the users and collecting the
18 noni es?
19 A Yes, that's correct.
20 Q And right now, do you know, w th respect
21 to ny clients, Plat B and D, that they would
22 i ndi vidually be charged 130th of the irrigation
23 charge each nonth?
24 A What ever the approved billing systemis
25 currently.
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Q You're not famliar with exactly hOM/t$éﬂe e
wor ks?
A No.
MR, SAVAGE: Nothing further.
OFFI CER HAMMER:  Thank you,
M. Wiite. |1'massunmng you didn't have any

redirect, M. Atwater?

MR ATWATER: No, sir.

OFFI CER HAMMER: Ms. Schmi d.

M5. SCHM D: The Division would
request a ten-mnute recess, if we my. W've
recei ved some new information and we'd like to
di scuss it anobngst oursel ves.

OFFI CER HAMVER:  Any obj ection?

MR, ATWATER  No obj ecti on.

OFFI CER HAMMER: We will be in recess
until the quarter of the hour. Thank you.

(A brief recess was taken.)

OFFI CER HAMMER:  Ms. Schi d.

M5. SCHM D: Thank you. The Division
would i ke call its first wtness,
M. WIIliam Duncan. May he pl ease be sworn?

W LLI AM DUNCAN,

havi ng been first duly sworn to tell the truth, was

exam ned and testified as foll ows:
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1 BY Ms. SCHM D. rage o
2 Q Good nor ni ng.

3 A Good nor ni ng.

4 Q Pl ease state your nane, enployer, and

5 busi ness address for the record.

6 A My nane is WIliam Duncan. |'m a manager
7 of the telecomwater section of the Uah D vision of
8 Public Uilities, 160 East 300 South, Salt Lake

9 Cty.

10 Q In connection with your enploynent at the
11 Di vi si on, have you participated on behalf of the

12 Division in this docket?

13 A Yes.

14 Q Were you here earlier when you heard

15 M. Wiite say that the Conpany was not going to have
16 a contract with Summt Water for what 1'Il call the
17 extra service, but intended to have a contract with
18 Mount ai n Regi onal for a standby service that woul d
19 provi de necessary fire and energency services?

20 A Yes.

21 Q Is today the first tine that you have

22 heard of that change?

23 A Yes.

24 Q Were the rates in your testinony based

25 upon the represented contract wwth Summt Water?
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1 A Yes. rage <7
2 Q Coul d you explain how the contract from

3 Summit Water was reflected in the rates that are

4 present in your testinony?

5 A Yes. Qur testinony was based on

6 i nformation we received primarily in Conmunity

7 Water's suppl enental direct testinony. And on the

8 back page of that, it describes a contract or a

9 means by which they were going to procure water from
10 Summt Water, and it tal ks about a contract with
11 them and we took that into account. |In their direct
12 testinony, their supplenental direct testinony, they
13 i ncl uded $18,000 of fixed costs for that. That was
14 an estimati on about the anmount of water they thought
15 they woul d use and we thought it should be noved to
16 a usage- based rate, and so we renoved sone of that
17 because they have a $4, 000 fixed cost and $14, 000

18 was their estimation of the amount of water they

19 woul d use. So we noved up to a usage-based rate
20  which would just reinburse Sunmt Water at the exact
21 anount they would have to buy it, which was $5. 30
22 per thousand gall ons.
23 Q Woul d rei nburse Community Water for the
24 anount they had to buy the water from Sunm t?
25 A It would reinburse Summt for the anount
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of water that Conmmunity Water bought, so we built

that into our rate recomendati on as a charge to the
custonmer at the exact cost that they would have to
pay Summt Water, that Community Water woul d have to
pay Sunmmt Water.

Q G ven today's testinony about the change
fromSunmt Water to the Muntain Regi onal standby
contract, what does the D vision reconmend?

A The Division is reluctant to change its
recommendation at this point. W feel |ike the
evi dence that we have received just this norning
woul d require sonme tinme to anal yze, and we're not
prepared to do that at the hearing.

Q And is it your belief that that is the
position of the Division, froma policy perspective?

A Yes.

Q Is it also -- let's stop there for a
nmonment. There were a couple of other itens that
Community Water nentioned it wanted clarification on
when it said that it accepted in |large part the
Division's rates. The first question is -- | have
it here -- can be boiled dowm to, how do the rates
change fromthe rates in the first columm on page 15
of your direct testinony submtted February 13th,

that first colum is, "During construction of the
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1 repl acenent tank," second colum is, "At conpletion
2 of the replacenent tank (Phase 1)," and the third

3 colum is, "At conpletion of remaining

4 infrastructure construction (Phase 2)." Could you
5 explain the process through which rates would

6 change? And let's assunme for purposes of ny

7 hypot hetical, that the Conm ssion orders the rates
8 that are in your first colum entitled, "During

9 construction of the replacenent tank."
10 A Yes. That first colum represents the
11 Di vision's reconmendati on on what the rates shoul d
12 be to recover all of the costs Community Water has
13 in their current situation, all the operation and
14 mai nt enance costs as they exist right now, and that
15 those rates should be approved, you know, fairly

16 soon, and Community Water could inpl enent those.

17 And then | don't know how | ong the

18 construction of the tank is going to take. You

19 know, we've heard for, like, six nonths it may be
20 ready in the fall. At the conpletion of that tank,
21 when the tank is placed into public service,
22 Comunity Water would notify the Comm ssion and say
23 that the tank is now conplete, it's in public
24 service, it's useful, and at that point, the
25 rates -- they would have the ability to raise those
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rates to the $67. 29.

Q | have just a couple of clarification
guestions on that. So do you envision that
Community Water would file an affidavit wth the
Conmm ssion indicating that the tank had been
conpl eted, that it had been placed in public utility
service, and that it was used and useful ?

A Yes.

Q And then do you envision that after the
Conmm ssion received that affidavit and reviewed it,

t he Conm ssion would i ssue an order noving to the
Phase 1 rates?

A Yes. That woul d be a good process.

Q Ckay. And then do you anticipate that the
sanme sort of process would be used to nove fromthe
Phase 1 rates to the Phase 2 rates?

A Yes.

Q The rates that the Division proposes
i ncl ude the noney that would flow through to

Summit Water of $5.30 for over 6,000 gallons; is

that right?
A That's correct.
Q Is it your understanding that the

Conm ssi on, based upon the evidence that it receives

today, can choose to order other rates?
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1 A Yes. rage st
2 Q Leavi ng asi de the change from Summt Water
3 to the Mountain Regi onal Water contract, do you have
4 a summary of your testinony that you'd like to give
5 t oday?

6 A Yes.

7 Q Coul d you pl ease provide that summary?

8 A On February 13, 2018, the D vision of

9 Public UWilities filed direct testinony describing
10 the Division's position in this docket. Since that
11 time, no other party has filed rebuttal or

12 surrebuttal testinony in this matter. The

13 Division's position has not changed fromthe

14 position stated in its district testinony. Inits
15 direct testinony, the Division advocated a rate

16 structure that would facilitate two primary policy
17 obj ectives: Nunber one, creating a financially

18 sust ai nabl e water conpany that is capabl e of

19 provi ding safe, reliable, and adequate water service
20 for the custonmers of Community Water.

21 And two, creating a rate structure that

22 woul d i ncentivize water conservation. The Division
23 believes its rate recomendati ons acconplish these
24 two objectives. In reviewing the proposed rates

25 subm tted by Comrunity Water, the D vision observed
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that Community Water Conpany had enpl oyed a

nmet hodol ogy sonetines referred to as a "cash needs
basis.” These nethods are often used by small water
conpanies that are unfamliar with the rate of
return ratemaking principles. This nethod has not
general |y been adopted by the Division or the
Conmm ssi on.

Wil e the ratenmaki ng nmethod used by
Communi ty Water Conpany and the Division differ, the
resulting rates and revenue were simlar. During
its analysis, the Division utilized traditional rate
of return principles to establish rates, including:
Nunber one, establishing a fair rate of return, and
that would be in the testinony of Casey Col eman;
establishing a reasonable estimtion of their
current rate base, and that was established actually
in last year's docket in 16-098-01; treating the
needed additions to rate base as no neasurabl e
changes and that's -- we got those fromthe D vision
of Drinking Water Loan Application; and then the use
of Comm ssi on-approved water conpany depreciation
rates to cal cul ate depreciati on expense; nunber
five, a thorough review of current operations
expense, and Gary Smth will testify to those; and

t hen establishing a revenue requirenent.
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For these reasons, the Division recommends

that the Comm ssion approve the rates and rate
structure recommended in the Division's direct
testinony. The Division testifies that the rates
and rate structure it recommends are just and
reasonabl e, and in the public interest.

Q Is it true that ratemaking is both an art
and a science?

A Yes.

Q Is it true that there are many novi ng
conponents that are neshed together to produce a
rate?

A Yes.

Q And finally, were you here when M. Savage
asked M. Wiite questions about the contract with
Mountain Regional? And |I'Il paraphrase his
guestions as trying to get to the issue of, why

woul d you pay for sonething if you're not going to

use it?
A Yes.
Q Soneti nmes, do people in conpanies pay for

things that they know they may not use?
A Yes.
Q Is car insurance, director and officer

liability insurance, things like that, would they
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fit into that category?

A Yes.

Q And the Division has seen that things |ike
that are reasonabl e and prudent expenses in the
past; is that correct?

A That is correct.

Q M. Duncan, is -- with the notation that
the Summit Water contract is no longer in place, the
Di vision would |ike to nove for the adm ssion of
M. Duncan's direct testinony filed on February 3rd,
2018.

OFFI CER HAMMER:  It's admitted.

M5. SCHM D: Thank you. Wth that,
M. Duncan is avail able for cross-exam nation
guestions and questions fromthe hearing officer.

OFFI CER HAMVER: M. Atwater, |'ll go
to you first.

MR, ATWATER  Thank you. | just have
a few.
BY MR ATWATER

Q How are you, M. Duncan?

A Good, thanks.

Q First, let nme just say on behalf of the
Conpany, thank you very nmuch for your efforts in

preparing your testinony. And having reviewed it
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1 nysel f many tinmes, | can appreciate the difficul?%ge >
2 that goes into comng up with what you did and it's
3 really remarkabl e, so thank you for your tinme.
4 | just have a few foll ow up questions on
5 the irrigation charge, is what 1'lIl call it, which
6 is the $5.30 per 1,000 gallons of 6,000. So when
7 you cane up with the $5.30 per thousand gall ons,
8 that was based on the exact anount that was going to
9 be charged by Sunmt Water for a thousand gall ons;
10 IS that correct?
11 A Yes.
12 Q Did that contenplate at all the $4, 000
13 fixed fee that the Conpany had suggested?
14 A In the Conpany's suppl enental direct,
15 there was an $18,000 cost enbedded in the fixed
16 costs. $4,000 of that was for the interconnect
17 charge, and $14,000 was an estimation of the anpunt
18 of water you m ght have to purchase over the sunmer.
19 We left the $4,000 in as a fixed cost to be
20 recovered in the fixed charges. The $14, 000, we
21 took that out and thought it should be recovered as
22 a usage charge.
23 Q Thank you. | wanted to nake sure | was
24 certain on that. That's how !l read it as well.
25 A Ckay.
Litigation Services | 800-330-1112

www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG DOCKET NO. 17-098-01 - 04/10/2018

Page 36

1 Q So your intention with the $5.30 was j ust
2 essentially to pass on the direct cost to the

3 Conpany for purchasing that water to supply it to

4 its custoner; is that correct?

5 A That is correct.

6 Q kay. Have you ever seen -- and | know
7 this is tricky -- have you ever seen an order that
8 I ssues an order suggesting that the rate charged is
9 the actual cost to the Conpany, or does it have to
10 be a fixed nunber in your experience?
11 A Well, we try and fix -- it usually matches
12 whatever is the charge, yes, the rate. |If they're
13 buyi ng water, we match what the cost is.

14 Q Ckay.

15 A Either the cost to produce the water if
16 it's the Conpany's own water, or the cost to buy

17 wat er .

18 Q Ckay. So the $5.30 is based on the

19 contract you provided that was the exact charge, and
20 that was your assunption?
21 A Yes.
22 Q kay. And let nme help clarify the record
23 alittle bit on this issue, | think M. Wite's
24 testinony was that the Sunmt contract is still
25 available, it's still possible to be used. But the
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Mount ai n Regi onal interconnection is a cheaper

alternative because we don't have to pay until we
dip below our fire flow requirenent, and so that's
why the Conpany went that direction. But it is
still available and still potentially necessary to
use. W don't have a rate for Muntain Regional,
what they would charge us if we were to pay above
the fire flow amount, but it is a direct
pass-through, it's essentially we'll pay themthe
rate that they would charge for that amobunt. And so
that's why | asked those questions is, we nay, just
based on your reconmendation, default to the Summt
Water contract once we need to start pulling actual
wat er at a cost above our fixed amount at the $5. 30.
It may be cheaper for Mountain Regional in that
i nstance, so that's why it's inportant for us to
understand. We will be saddl ed, however, with the
$15, 000 fixed charge on the Muntain Regional
agreenent regardless, and we think that's an
i nportant step for many of the reasons suggested
t oday.

Now, if | understand correctly, your rate
structure couldn't have contenpl ated that because
you weren't aware of it, but it does contenplate a

$4, 000 fixed charge?
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1 A Correct. rage 98
2 Q Al right. Thank you. | want to just go
3 qui ckly now to the second point, which is the --

4 when the trigger point for the additional stage rate
5 woul d be. Your testinony is that that trigger point
6 woul d be upon conpl etion of the inprovenent plus a
7 submttal of an affidavit and an actual order from
8 the Commi ssion permtting the leap into the second
9 and third stage; is that correct?
10 A Yes.
11 Q Are you aware of any sort of expedited
12 process that would allow the Conpany to file that
13 affidavit and get an expedited order fromthe
14 Comm ssion, or is it fixed based on statute? And
15 you nmay not know t hat.
16 A I'"'mgoing to say, | don't believe it's
17 fixed on statute, | think it could be expedited. |If
18 it was in this order that came out of this hearing,
19 | believe it could be expedited when that's
20 conpl et ed.
21 Q Ckay.
22 A But there m ght be better sources in this
23 roomthat could answer that.
24 Q Ckay. That would certainly be hel pful.
25 We don't object to the suggestion. W think it's
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1 prudent, and we woul d just hope that there moulcriﬁf >
2 an expedited net hod.

3 The | ast question for you, then, is

4 especially with respect to the third tier at ful

5 bui |l d-out, would there been an interimpossibility
6 i n your recommendation to submt an affidavit? So
7 i f the Conpany got hal fway through the build and it
8 determ ned that the next half was not going to be

9 done for six nmonths later, could it submt an
10 affidavit at the hal fway point and say, we've done
11 this anmount, or is that not contenpl ated?
12 A We didn't contenplate that in this
13 reconmendat i on.
14 Q So it's full build-out?
15 A We could have, we just didn't. W didn't
16 see it as being a real long-termbuild out. W
17 thought it was maybe a year beyond the tank, but it
18 may be nore than that. | don't know.
19 Q No, | think you're probably right. I
20 wanted to clarify that so that the Conpany knew t hat
21 it had to conplete it and then submt the affidavit.
22 And | think you're right, it is shorter term
23 MR. ATWATER | have no further
24 guesti ons.
25 MR SAVAGE: May |, Your Honor?
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1 OFFI CER HAMMER: O cour se. rage @
2 BY MR SAVAGE:

3 Q Good norning, M. Duncan.

4 A Good nor ni ng.

5 Q First of all, | don't know what | said to
6 M. Wiite that |lets there be any doubt, but | have
7 no opposition to there being a standby fee. That

8 isn't ny problem whether it's a standby fee of

9 $4,000 or $15,000, | understand that. M problemis
10 that if we are collecting $5.30 a gallon, and --
11 M5. SCHM D: (bjection. |Is Counsel
12 testifying?

13 OFFI CER HAMMER: | think he's giving
14 context to his question.

15 MR, SAVAGE: This is heading towards
16 a question.

17 BY MR SAVAGE:

18 Q kay. |I'Il start with a question if that
19 hel ps Counsel better. If we |ook on page 15 of your
20 testinony, the table.
21 A Yes.
22 Q That first colum says, "During
23 construction of the replacenent tank."
24 A Yes.
25 Q And | believe you testified just a mnute

Litigation Services | 800-330-1112
www. | i tigationservices.com



http://www.litigationservices.com

HEARI NG DOCKET NO. 17-098-01 - 04/10/2018

© 00 N o o b~ w N P

N D N D DM DN P P P PP P PP
gag A W N B O © 00 N O 0o b~ w N+ O

: . _Page 41
ago that it's contenplated that that's an indefinite

period until Community Water tells you the tank is
conpl et e?

A Yes.

Q Yet, you've heard today that that tank may
never be built?

A |"ve heard that, as | understand it, if
t he Conpany i s annexed by Mountai n Regi onal .

Q Correct.

A So ny clarification would be that that
woul d be during whatever tine that they have to buy
suppl enental water from Sunmmt Water.

Q Okay. O Mountain Regional through the
i nterconnect, or you just didn't consider that?

A | didn't consider Muntain Regional
because | don't know what the rates would be for
Mountain Regional. So | can't build that into ny
rate recomendation at this point.

Q And that's getting to the concern | was
trying to develop with M. Wite. And that is, so
i f, hypothetically, the water from-- the
i nt erconnect was conplete --

A The i nterconnect with Muntain Regional ?

Q Yes, Mountain Regional. Hypothetically,

that's conpleted and there's never a fire or a
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catastrophic event, there's no use of water from

Mount ai n Regional during this interimperiod. Are
you with me on that hypothetical ?

A Yes.

Q What was the intent of the Division if
there was an overage of paynent by the users who are
payi ng the $5.30 a thousand gallons for that water
for irrigation?

A The intent of the Division was that the
$5.30 woul d sinply reinburse Sunmit Water for the
exact anount of water they bought.

Q Did the Division ever intend that if there
was an overage it would go to the owners of
Community Water?

A No.

Q |"m curious on the Phase 1 and Phase 2
nunbers, when we get to about 48,000 gallons, you go
to $11.20 per thousand gallon. Wy such a big
I ncrease there?

A The Division has, for several years,
advocated rates that pronote water conservation and
we do that by -- on our usage charges normally
doubling on the tiers. And that's just sinply to
I ncent people to conserve water.

Q Okay. And that's the basic reason why
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that junp is so high there?

Yes.
$5.60 a gallon? Per thousand gallon?

Yes.

O >» O »

Did you |l ook at any of the usage, as to
how nuch lawn Plat B and D has to irrigate and what
it would cost it to change that to xeriscapi ng?
A | did not.
Q Did you even | ook at what that woul d cost
Plat B and D nonthly if we were to pay $11.207
A No, because | don't have good usage
nunbers.
Q kay. It was just using what the D vision
had done before to try and conserve water, double
t he anmount ?
A Correct.
MR. SAVAGE: That's all | have.
Thank you, sir.
OFFI CER HAMMER: Ms. Schmi d, any
redirect?
M5. SCHM D:. One nonent, please.
BY Ms. SCHM D
Q Just a couple of questions. M. Duncan,
Is it your understanding that if Community \Water

Conpany is annexed into Muntain Regional, that
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1 Mountai n Regional will establish the rates once I;,ahgaet e

2 transacti on has been recogni zed by the Comm ssion

3 t hrough revocati on of Community Water CPCN?

4 A Yes.

5 M5. SCHM D: Those are all ny

6 questions. Thank you.

7 OFFI CER HAMVER:  Thank you,

8 M. Duncan. M. Schm d, do you have anot her

9 W t ness?

10 M5. SCHMD: | do. | have two nore.

11 The Division would like to call M. Casey Col eman as

12 its second w tness.

13 CASEY J. COLEMAN,

14 havi ng been first duly sworn to tell the truth, was

15 exam ned and testified as foll ows:

16 BY M5. SCHM D

17 Q Good nor ni ng.

18 A Good nor ni ng.

19 Q Pl ease state your nane, enployer, and

20 busi ness address for the record.

21 A My nane is Casey J. Coleman. | work for

22 the Division of Public Utilities as a utility

23 technical consultant, and the address is the sane as

24 what M. Duncan gave earlier.

25 Q In connection with your enploynent by the
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Di vi si on, have you participated on behalf of the

Division in this docket?

A Yes.

Q Did you prepare and cause to be filed what
I wll call the cost of capital testinony, also
known as DPU Exhibit No. 3.0 Direct, your prefiled
direct testinmony with Exhibits 3.1 through 3.5 and
3. 67

A Yes.

Q Do you have any changes or corrections to
that testinony?

A No.

M5. SCHM D: The Division would |ike
to nove for the adm ssion of the testinony of
M. Col eman.
OFFI CER HAMMER: It's admitted.

BY M5. SCHM D

Q M. Coleman, do you have a brief summary
you'd like to give today?

A Sure. As indicated in ny testinony there,
I went through and | ooked at what woul d be sone
reasonabl e cost of capital, and then al so | ooking at
a hypothetical capital structure for a water utility
conpany. Qur recommendation was that the Conm ssion

shoul d basically allow Community Water in this
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situation to have an overall rate of return of

7.15 percent, and that includes a 10.22 percent cost
of common equity using the hypothetical capital
structure which | discussed in nore detail in ny
testinony. And we believe at this time, using that
as the foundation and with what M. Duncan had
tal ked about before, that that provides just and
reasonabl e rates for this proceeding.

Q Thank you.

M5. SCHM D:. Thank you. M. Col eman
I's now avail abl e for questions and questions from
the hearing officer.

OFFI CER HAMVER: M. Atwater?

MR. ATWATER: The applicant has no
guestions, just to say that it has reviewed the
testinony and believes that it fairly and adequately
states what would be reasonable in this context.

OFFI CER HAMMER: M. Savage?

MR, SAVAGE: | have no questi ons.

OFFI CER HAMMER:  And neither do |.
Thank you, M. Col eman.

M5. SCHM D: The Division would |ike
tocall its third and final wtness, M. Gary Smth.

GARY SM TH,

havi ng been first duly sworn to tell the truth, was
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exam ned and testified as foll ows:

BY M5. SCHM D

Q Good nor ni ng.

A Good nor ni ng.

Q The first question is easy to anticipate.
Coul d you pl ease state your nane, position,
enpl oyer, and business address for the record?

A I wll. I'm@Gry Smth. |'menployed as
autility analyst for the State of Utah Division of
Public Uilities. M business address is 160 East
300 South in Salt Lake City.

Q I n connection with your enpl oynent by the
Di vi sion, have you participated in this docket?

A | have.

Q Did you prepare and cause to be fil ed what
I's marked as DPU Exhi bit Nunber 2.0 and filed
February 13, 2018? This exhibit contains a nunber

of exhibits ranging from 2.1 through 2.12; is that

correct?
A Yes. That is correct.
Q In these -- do you have any changes or

corrections to your testinony?
A No, | do not.
M5. SCHMD: Wth that, the D vision

would i ke to nove for the adm ssion of DPU Exhi bit
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2 MR, SAVAGE: No objection.

3 OFFI CER HAMMER:  It's admitted.

4 BY M5. SCHM D

5 Q M. Smth, do you have a brief summary to

6 gi ve today?

7 A | do.

8 Q Pl ease proceed.

9 A The Division, in an effort to evaluate the
10 Conpany's request for a rate increase, conducted a
11 focused on-site review of the Conpany's records on
12 Sept enber 25, 2017, and filed three data requests on
13 Oct ober 4, 2017, Novenber 20, 2017, and Decenber 12,
14 2017.

15 | have reviewed, analyzed, and eval uated
16 the operations and mai nt enance expenses received

17 fromthe Conpany through this process of discovery.
18 My review also utilized information provided by the
19 Conpany in their Septenber 14, 2017, application and
20 the Novenber 13, 2017, supplenental direct

21 testinony. | also reviewed annual reports in past
22 rate cases. Since the Cctober 19, 2017, interim
23 hearing, the Conpany has provi ded evi dence and

24 docunent ati on of significant changes and i ncreases
25 in their operations and mai nt enance expenses,
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including the term nation of the 2004 water service

agreenment with Summit Water Distribution Conpany.

These increases and changes in the
Conpany's cost of service were considered in
establ i shing the Conpany's revenue requirenent, and
woul d provide just and reasonable rates as detailed
in ny direct testinony, dated February 13, 2018.

Q Do the nunbers in Exhibit 2.0 reflect the
Summt Water contract that the Conpany tal ked about
or introduced in its Novenber testinony?

A I n Novenber, their supplenental direct
testinony advi sed of the term nation of that
contract with a nonth-to-nonth replacenent of that,
whi ch increased their costs significantly over that.

M5. SCHM D: Those are all ny
questions. M. Smth is now available for
qguesti oni ng.

OFFI CER HAMMER. M. Atwater?
BY MR. ATWATER:

Q Thank you. How are you?

A Good, thank you.

Q Good. | don't have any questions for you
today, unlike the interimhearing. | do want to,
for the record, however, thank you for the

t hor oughness of your investigation, your worKking
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1 with our staff, especially Stacy Wlson. W

2 appreciate, really, the tinme and energy you put into
3 this and know t hat what you have cone up with here

4 Is accurate, with respect to our accounting, Sso

5 t hank you.

6 OFFI CER HAMMER:  Thank you,

7 M. Atwater.

8 MR. SAVAGE: | have no questions.

9 OFFI CER HAMMER: M. Smith, you're
10 excused. Thank you.

11 M5. SCHM D: The D vision has nothing
12 further.

13 OFFI CER HAMMER:  Al'l right. Before
14 we adj ourn, would any counsel like to make any kind
15 of closing statenent or recommendation with respect
16 to any forthcomng order? 1'Il start with
17 M. Atwater.
18 MR, ATWATER  Thank you. Just very
19 briefly, at the outset | had nentioned we had two
20 questions about the Division of Public Uilities
21 proposed rates. They've answered both of those
22 satisfactory to our question, nunber one, with how
23 we would go fromstep to step in the rate structure
24 based upon the submttal of an affidavit and an
25 order fromthe Comm ssion. | would request and hope
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that there woul d be sone sort of an expedited

ability or process in that regard.

Wth respect to the second question,
the charge -- what 1'Il call the irrigation
surcharge -- | understand the difficulty in
suggesting that it should just be an i medi ate
pass-through, given you don't know the anount of
that pass through. | did sone math during the
break, and | think that even at the $5.30 per
t housand gal | ons above 6,000 and whatever contract
we use -- whether that's the Muntain Regi onal
contract or the Sunmmt Water contract -- | think
that it's probably going to be pretty close to an
i mredi at e pass through. And so we woul d support the
testinony and the request or suggestion by
M. Duncan in his testinony.

Lastly, | just want to address
briefly the annexation, as it has been tal ked about
pretty readily today. | think that the custoners
and the Conpany are very excited about that
prospect. | think that it is a very positive nove
for everyone to provide long-term sustainability.
W are in that period of tinme where the |ikelihood
of that happening is highly likely, and we w ||

subm t the request once the annexation agreenment is
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si gned.

But that said, | do think this
hearing is inmportant, and | do think that the
Commi ssion's order is inportant because that is all
a future event, and the Conpany needs to continue to
operate in the interimand potentially for the |ong
term So we do appreciate everyone's tine, it's not
for naught. This is an inportant part of the
Conpany's evolution, and so | thank everyone for
their tinme and efforts.

OFFI CER HAMMER:  Thank you,

M. Atwater. M. Schm d.

M5. SCHM D:  Snal |l water conpani es
present a unique regulatory challenge. Oten, there
is a small custoner base, l|linmted resources, and a
desire of custonmers to pay the | owest possible rate
whi | e mai ntai ning service. These things are all
under st andabl e, they're all comonly under st ood.

One chal l enge that particularly faces
small water conpanies is a challenge connected with
I nfrastructure mai ntenance and repl acenent. As we
have seen with Community Water, replacenent of
i nfrastructure can be expensive and at tines,
unexpected. The Division's rates are designed to

help mtigate any such future chall enges by
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presenting and inplenenting a capital reserve

account. This account woul d be used for such things

as infrastructure replacenent or other nmjor

proj ects.

As you have seen today, there are
many, many novi ng pieces -- even SOMe Nbvi ng pi eces
that we didn't know about -- that affect Conmunity

Water. Wth regard to what we have | earned today,
I'"d just like to rem nd the Conm ssion that
ratemaking is an art and a science, and that the
Division intends the rates to be just, reasonabl e,
and in the public interest. The Division also would
like to note that rates established by the

Conmm ssion would be in effect only until an
annexati on happens and the Conpany surrenders its
CPCN through a filing with the Comm ssion.

The Division appreciates the
chal | enges of running a small conpany, appreciates
the chal |l enges of devoted custoners, and especially
appreciates the efforts of the Division's staff.
Thank you.

OFFI CER HAMVER:  Thank you.

M. Savage.
MR, SAVAGE: Just briefly, calling

attention to page 15 of M. Duncan's submtted
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testinony, the tables on the rates, the first

table -- which is designed to provide funds to pay
Summt Water for irrigation water -- is for during
construction of the replacenent tank. | also think
the Mountain Regional is a very good option and |
think it's probably going to go through, and if so,
there will never be construction of a repl acenent
tank. | therefore suggest that the Conm ssion order
the rate for during construction of the replacenent
tank, which | have no problemwth.

| think the Division has done a very
good job of trying to set the rate. | think it's
going to be close, whether it's Sunmt Water --
whet her the water source is Summt Water or Muntain
Regi onal through the interconnect, so ny suggestion
is the Comm ssion have the "during the construction
of the replacenent tank" rate be in effect until
either the replacenent tank is up and operating, or
Community Water is annexed by Muntain Regional. So
| think that rate should stay in effect until
Mount ai n Regi onal annexes the system if that
happens. Obviously, if the tank is built, then the
table is fine.

| woul d al so ask the Comm ssion to

I npose a requirenent on Conmmunity Water that if
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during the period of tine that that rate is in

effect there is an over collection, that that over
collection be refunded to the users in the event of
t he annexati on.

In the event that the annexation
doesn't go through, | have no problemw th Community
Water retaining that noney as a reserve. But if
they over collect during this period of trying to
get the annexation through, then | think that noney
shoul d be refunded at the tinme of the annexati on.
And that's all | have. Thank you

OFFI CER HAMVER:  Thank you,

M. Savage. Before we adjourn, |'lIl note we have a
public witness hearing noticed for 4:.00 p.m this
afternoon, so we will convene at that tinme. You're
wel cone to be here and participate in that if you
wi sh. Thank you, everyone. W' re adjourned.

(The hearing concluded at 10:35 a.m)
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1 REPORTER S CERTI FI CATE
2 STATE OF UTAH )
3 COUNTY OF SUWM T )
4
5 I, Mary R Honi gman, a Registered Professiona
6 Reporter, hereby certify:
7 THAT t he foregoi ng proceedi ngs were taken before
8 me at the tinme and place set forth in the caption hereof;
9 that the witnesses were placed under oath to tell the truth,
10 the whole truth, and nothing but the truth; that the
11  proceedings were taken down by ne in shorthand and
12 thereafter ny notes were transcribed through conputer-aided
13 transcription; and the foregoing transcript constitutes a
14  full, true, and accurate record of such testinony adduced
15 and oral proceedi ngs had, and of the whol e thereof.
16 | have subscribed nmy nanme on this 16th day of
17 April, 2018. i
18 <\ m,«k% “L%w
19 ; :
Mary R Honi gnman
20 Regi stered Professional Reporter #972887
21
22
23
24
25
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 1                         PROCEEDINGS

 2                  OFFICER HAMMER:  Good morning,

 3   everyone.  This is the time and place noticed for

 4   the hearing in the Application of Community Water

 5   Company for Approval of General Rate Increase and

 6   Special Charge for Major Plant Upgrade/Repair.

 7   That's Commission Docket No. 17-098-01.  My name is

 8   Michael Hammer and I'm the Commission's designated

 9   presiding officer for this hearing.  Let's take

10   appearances, please.

11                  MR. ATWATER:  Good morning,

12   Your Honor.  Justin Atwater appearing on behalf of

13   the applicant, Community Water Company.

14                  MS. SCHMID:  Patricia E. Schmid with

15   the Utah Attorney General's Office, representing the

16   Utah Division of Public Utilities.  With me as the

17   Division's witnesses today are Mr. William Duncan,

18   Mr. Casey Coleman, and Mr. Gary Smith.

19                  OFFICER HAMMER:  Thank you,

20   Ms. Schmid.

21                  MR. SAVAGE:  Scott Savage.  I'm an

22   intervenor, and I'm appearing on behalf of Park West

23   Village Plat B and D.

24                  OFFICER HAMMER:  Mr. Savage, do you

25   know if any of the other intervenors plan to attend
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 1   today?

 2                  MR. SAVAGE:  No.  I did receive a

 3   telephone call from Terry Lange, and he was going to

 4   try to appear by telephone, but they said that's not

 5   possible this morning.  So I think he is going to

 6   call in and listen in but not be able to

 7   participate.

 8                  OFFICER HAMMER:  Thank you.

 9   Mr. Atwater, we'll begin with you.

10                  MR. ATWATER:  Thank you, and good

11   morning.  I want to first start out by thanking the

12   Division of Public Utilities for their efforts and

13   work over the course of the last few months since

14   the interim hearing.  They've been extremely

15   accommodating and helpful in understanding the

16   process for this hearing, as well as understanding

17   the methods and methodologies used for their

18   recommendation in preparing the rate case.

19                  We know that in the interim hearing,

20   we took, kind of, our approach, which is very much a

21   businesslike, economic approach to viewing things

22   and may have complicated the process unduly.  That

23   said, we still don't completely understand the

24   methods that the DPU uses.  But at the end of the

25   day, we think their recommendation is consistent
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 1   with what we were hoping for for the final rates for

 2   the Company with this rate case hearing.

 3                  There are a few things in the

 4   recommendation that we would like to discuss but in

 5   large part, we, as the applicant, as the Company, we

 6   would like to accept and adopt the Division of

 7   Public Utilities' recommendation as the rate for the

 8   Company going forward and the desired result for

 9   this hearing.

10                  The two items that we did want to

11   just really have clarification from them -- and I

12   think we'll get probably get them when they provide

13   their testimony -- is the concept of two tiers,

14   first tier being based off -- when I say "tiers," I

15   don't mean water rate tiers, I mean tiers of

16   ratcheting up -- the first is based upon the

17   building of the tank and some equipment.  And then

18   the second is based upon full build-out of the

19   system.  And the first clarification we'd be seeking

20   is, what triggers the ability of the Company to be

21   in that second category?  Mainly, the first category

22   just deals with two specific improvements, and we

23   understand once those are complete it would be easy

24   to determine, but as the improvements are built in

25   the full system, that may be a period of time that

0007

 1   may actually last a 12-month period to get the

 2   entire build-out out.  And so our question would be

 3   what do we do at month six after we've built half of

 4   the system, hypothetically, to understand a little

 5   bit about how the base rate would ratchet up based

 6   on the improvements being built.  So that's

 7   clarification number one.

 8                  And then the second clarification

 9   would be, we've -- one of the main concerns of our

10   customers has always been to have the ability to

11   irrigate in this upcoming season.  And given that we

12   did not have the interim rates, we were not able to

13   build a tank.  But in the interim, we've been

14   working on two separate options for us.  One, we've

15   been working with Summit Water to have an agreement

16   to allow for emergency supply or a supply of water

17   if we did not have sufficient in our system to

18   provide irrigation.  And second, we've been working

19   with Mountain Regional's special service district on

20   an interconnect agreement that would provide for the

21   necessary fire flow backup that would allow us to

22   use our own water for irrigation.  And both of those

23   are viable options, and both of those are options we

24   plan to pursue.  And they provide the opportunity in

25   the short term, as well as in the interim or
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 1   midterm, if we do have to build the tank.

 2                  The clarifying question we have in

 3   the recommendation is, the rate that's suggested has

 4   basically a -- after 6,000 gallons, there's a large

 5   charge for the next thousand gallons.  And our

 6   question there is, was the suggested amount based

 7   upon the actual rate that we would be charged by

 8   either of those providers, or was it a fixed amount

 9   based upon some other calculation?  Our preference

10   would be that it would be a pass-on charge for

11   whatever amount we're charged by either of those

12   providers for those gallons, that the customer would

13   simply pay that exact amount, which we think is the

14   most equitable approach.  While it may be difficult

15   right now to know that exact dollar amount, we think

16   that's what we would prefer.  If not, we're fine

17   with the recommendation, so long as it would be

18   consistent with some formula that would allow us to

19   be consistent with what they're charging.

20                  OFFICER HAMMER:  Thank you.  Before

21   we go to Ms. Schmid, Mr. Savage, let me just ask

22   you, are you in agreement with the Division of

23   Public Utilities' proposal or do you contest it?

24                  MR. SAVAGE:  I'm in agreement with

25   them except for the second point that Mr. Atwater
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 1   just pointed out, and I have the same concern.  If

 2   it is a pass-through to my clients, the customers,

 3   then I have no problem.  If we are getting billed

 4   more than what Community Water is paying to either

 5   Summit or Mountain Regional, then what happens to

 6   that extra money?  Will that be refunded to the

 7   customers in the event the Mountain Regional

 8   annexation goes through?  It should not be a

 9   windfall to Community Water at the expense of the

10   customers, so I would want accounting for any

11   overages on what's being paid and that money

12   refunded if the Mountain Regional goes through.

13   Obviously, if the Mountain Regional does not go

14   through, I can see the Company retaining that money

15   as a reserve for future contingencies.  But if the

16   Mountain Regional annexation goes through, it's

17   just a pot of money that's sitting there that should

18   be refunded to the customer.

19                  OFFICER HAMMER:  And, Mr. Atwater,

20   you did not want to call any witnesses, then?

21                  MR. ATWATER:  We did not.

22                  OFFICER HAMMER:  Ms. Schmid.

23                  MS. SCHMID:  I have questions for

24   Mr. Atwater's witnesses, and I believe I should be

25   afforded the opportunity to ask them.  Also, as he's
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 1   not calling witnesses, the testimony of Mr. White

 2   would not be admissible as a cross-examined witness

 3   testimony, so it would receive a different weight.

 4   So I'd just like some clarification.

 5                  And, finally, Mr. Atwater has

 6   proffered that the Company would accept the

 7   Division's rate schedule with a couple of clarifying

 8   questions needed, but I would prefer if I could have

 9   that on the record from a witness if he has one

10   available.

11                  OFFICER HAMMER:  Mr. Atwater?

12                  MR. ATWATER:  Yeah, we're more than

13   willing to call Mr. Larry White to the stand, if

14   that's helpful.

15                  MS. SCHMID:  That would be very

16   helpful.  Thank you.

17                  OFFICER HAMMER:  Well, we'll start

18   with Mr. White, then.

19                    LAWRENCE J. WHITE,

20   having been first duly sworn to tell the truth, was

21            examined and testified as follows:

22                  THE WITNESS:  Good morning.

23                  MS. SCHMID:  Good morning.  And I

24   don't --

25                  OFFICER HAMMER:  Let me just ask
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 1   Mr. Atwater if he has any preliminary questions for

 2   his witness?

 3                  MR. ATWATER:  No.

 4                  MS. SCHMID:  And I don't know if you

 5   recall, in order for your voice to be appropriately

 6   picked up, we need to have your microphone light on,

 7   which is the little green light.

 8                  THE WITNESS:  It's on.

 9   BY MS. SCHMID:

10        Q    Mr. White, please state your name and

11   employer.

12        A    Lawrence J. White, ASC Utah, which is a

13   TCFC finance company.

14        Q    Have you participated in the discussions

15   with Mountain States [sic}?

16        A    Mountain Regional?  I have.

17        Q    Okay.  Mountain Regional?

18        A    I have.

19        Q    Could you tell us the status of those

20   discussions insofar as you can share that

21   information publicly?

22        A    Sure.  So we've had discussions with

23   Mountain Regional and with the county council and

24   the county attorney, that annexation agreement is

25   done, the annexation process has begun with the
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 1   county council, and we've -- up to this point, we've

 2   actually had discussions and a design initiated by

 3   Mountain Regional for an interconnect so that

 4   Mountain Regional can connect to the Community Water

 5   system.  We're prepared to fund that in advance of

 6   the connection and in advance of the annexation

 7   actually being approved -- which won't happen until

 8   sometime in June -- in order to facilitate backup

 9   fire protection for the Community Water system,

10   which doesn't exist today and was the reason we

11   could not allow irrigation last summer.  That will

12   allow us, then, to use our current reserve tank --

13   225,000 gallons -- to be used both for water as well

14   as for -- potentially for irrigation.

15        Q    So in the process, has there been the

16   required public hearing --

17        A    There has been.

18        Q    -- for the annexation?  And if I

19   understand it correctly, is there a period of time

20   in which comments can be submitted?

21        A    Yes.  We're in that period now.

22        Q    Do you have any idea when that comment

23   period ends?

24        A    I believe sometime in the beginning of

25   June.
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 1        Q    You said that Community Water was going to

 2   fund certain improvements ahead of the annexation.

 3   Where is Community Water getting those funds?

 4        A    TCFC will fund -- Community Water

 5   obviously doesn't have the money to fund those, but

 6   TCFC will fund those costs.

 7        Q    Is there also a pending loan application

 8   for funds from the Division of Drinking Water?

 9        A    For TCFC -- or for Community Water?

10        Q    Yes.

11        A    There is, yes.

12        Q    Where in the process is that?

13        A    I'll let Justin answer that since he's

14   been more involved in it.

15                  MR. ATWATER:  So there are actually

16   two applications, one from Community Water and one

17   from Mountain Regional.  They are proceeding

18   simultaneously.  The one for Community Water is

19   currently in hold status pending the annexation

20   process.  If the annexation is not completed, that

21   loan is prepared to close.  It's been fully approved

22   and ready for bids and design.  The Mountain

23   Regional loan, the sister loan, is also at the same

24   place.  It's -- assuming annexation is approved,

25   will proceed to bid and close.
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 1                  MS. SCHMID:  Thank you.

 2   BY MS. SCHMID:

 3        Q    What happens to Community Water and what

 4   are Community Water's plans if the anticipated

 5   annexation does not go through?

 6        A    So the expectation is that we'll do the

 7   interconnect regardless, because that will provide

 8   the fire protection that we think that Community

 9   Water needs.  There's a cost to that so we have a

10   standby fee, so we're going to actually have to pay

11   Mountain Regional for the privilege of the standby

12   that they'll provide for us for fire protection.

13             If the annexation does not go through, we

14   would proceed with the design plans, the closing of

15   the loan -- which we have applied for with the State

16   through a federal grant and that entire process --

17   and proceed with the loan closing, which would take

18   place sometime, you know, this summer, early fall,

19   which would then facilitate the improvements that

20   are necessary to Community Water's system next

21   summer.  I don't think it could close in time to

22   actually produce the results this summer because the

23   plans have to be completed, they have to be bid

24   first -- I think there have to be three bids -- so

25   the federal loan process that we've applied for is a
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 1   more complicated process than the state loan that

 2   Mountain Regional has applied for, so -- but our

 3   intent would be that we would go through that, close

 4   that loan, and complete the water system as

 5   originally intended prior to this option of

 6   annexation.

 7        Q    And if the annexation doesn't go through,

 8   am I correct in thinking that the tank wouldn't go

 9   in this year because of timing issues?

10        A    That's likely.  Again, because it would

11   have to be designed, triple bid, and the loan closed

12   prior to actually being able to build the tank.

13        Q    But as a stopgap measure, Community Water

14   would have a contract with Mountain Regional to

15   provide the necessary services?

16        A    So the contract with Mountain Regional

17   would be to provide standby fire protection, enough

18   water for fire protection, so that we could use our

19   existing -- the remaining tank to serve the

20   Community Water customers without the fear of the

21   tank going below the limit that the fire department

22   requires for reserve.

23        Q    Would the standby contract with Mountain

24   Regional allow irrigation?

25        A    We believe that it would allow the system
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 1   as it currently stands to provide irrigation water

 2   for Community Water customers because we would then

 3   have the standby from Mountain Regional for fire

 4   protection.

 5        Q    In your testimony, you talked about an

 6   irrigation program with, I assumed, various days for

 7   irrigation and things like that, or some plans to

 8   make sure that the water didn't drop below what is

 9   needed.  Would that be something Community Water

10   would consider?

11        A    Well, I think that the State has mandated

12   certain water conservation measures which I know

13   that other water companies have implemented.  We

14   would certainly want to abide by the state

15   guidelines in implementing a water conservation

16   system, so we would also want to make sure that we

17   were preserving the Community Water system as it

18   currently is, in the state that it is and not

19   overtax it, but we believe that there would be

20   sufficient capacity -- at least within the reserve

21   tank or the existing storage tank -- to be able to

22   provide adequate irrigation services beginning

23   around July 1st.

24        Q    Did you hear Mr. Atwater say that -- and

25   I'll paraphrase -- that Community Water accepts the
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 1   rates proposed by the Division but seeks a couple of

 2   clarifications?

 3        A    Yes.

 4        Q    Is that a fair characterization?

 5        A    It is.

 6        Q    And I believe that those clarifications

 7   involved triggering moving to a second tier or a

 8   second step rate, and then charges for the upcoming

 9   season for irrigation or, I guess, for standby

10   water; is that correct?

11        A    Correct.

12                  MS. SCHMID:  Those are all my

13   questions.  Thank you.

14                  OFFICER HAMMER:  Mr. Atwater?

15                  MR. ATWATER:  No questions.

16                  OFFICER HAMMER:  Mr. Savage?

17   BY MR. SAVAGE:

18        Q    Mr. White, do I understand correctly that

19   the interconnect is only designed to provide water

20   availability in case of fire?

21        A    Well, that's not the sole purpose of the

22   interconnect, but --

23        Q    I mean in the short term, for the short

24   term --

25        A    In the short term, the intention is to put
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 1   the interconnect in so that we have back-up fire

 2   service of emergency water service, because even the

 3   Summit Water's system is inadequate to provide full

 4   service.  So, for example, if we had a catastrophic

 5   failure of the last tank, Community Water storage

 6   tank --

 7        Q    Yeah.  225,000.

 8        A    -- this is not what the intention is under

 9   the agreement, the emergency standby agreement, but

10   we could potentially provide emergency water

11   service, you know, through, at that point in time,

12   through both Mountain Regional and Summit in order

13   to continue to supply the customer.  But the

14   interconnect -- the purpose of the interconnect

15   first and foremost is for fire protection.

16             Secondarily, it would be, you know, in the

17   event that the annexation goes through, it will be

18   part of the service then connection of Mountain

19   Regional to the Community Water system and allow

20   Mountain Regional to take over the Community Water

21   system.

22             And then thirdly, if we did have some kind

23   of catastrophic failure in the meantime, it would

24   help supply emergency water services.

25        Q    Okay.  But if I understand correctly, if
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 1   there's no fire and if there's no catastrophic

 2   event, you only contemplate paying the standby fee

 3   to Mountain Regional?

 4        A    That's correct.

 5        Q    And what is that fee?

 6        A    It's $15,000 a year.

 7        Q    And do you understand in the rate proposal

 8   by the Division, that there is a large user charge

 9   for a short-term period that is designed to provide

10   money for you to buy water from Summit?

11        A    Which we may have to do.

12        Q    Well, but if you don't have to do it,

13   what's going to happen to that money that you're

14   collecting if these rates from the interim go

15   through with something like, I don't know, $5.30 per

16   thousand, if that's what it is?  Are you with me on

17   that?

18        A    Yeah, I am.  I think that Community Water

19   has operated at a deficit for many, many years and

20   we can talk about, you know, what the outcome of

21   that is, but the intention is to cover Community

22   Water's cost, in which the current rates do not.

23        Q    So it's your intention to use the money

24   that the Division has set aside to provide

25   irrigation water -- either through building of the
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 1   tank or buying from Summit -- it's your intention to

 2   take that money and pocket it?

 3        A    I wouldn't characterize it that way.

 4        Q    So you're going to apply it to the past

 5   deficits of Community Water instead of the owners

 6   cover those deficits?

 7        A    As opposed to the owners covering those

 8   deficits?

 9        Q    Yeah.  That's the way it is now.  Who has

10   been paying these deficits?

11        A    That's correct.  So Community Water has

12   been running a deficit --

13        Q    Owners have been covering them?

14        A    That's correct.

15        Q    Okay.  And now you want to give a windfall

16   back to the owners --

17        A    I wouldn't call it a windfall; I would

18   call it a replacement or a return of past monies

19   spent.

20        Q    Okay.  A return on capital?

21        A    It isn't actually a return on capital,

22   it's just a replacement on money spent.  The Company

23   has been running at a loss for years, and no company

24   is sustainable under those circumstances.

25        Q    Okay.  The owners have been funding the
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 1   loss of the utility, correct?

 2        A    Yes.

 3        Q    And now you would want to take that money

 4   that the Division has designed as money to make

 5   irrigation water available because it is anticipated

 6   by the Division that it would be at a higher rate,

 7   and just apply that money to pay it back to the

 8   owner?

 9        A    To repay for the losses, yes.

10        Q    I understand.  Whatever you want to

11   characterize it as, it's your plan to have that

12   money go back to the owner?

13        A    There's a big difference, Mr. Savage,

14   between repaying a company for money spent and

15   having a windfall.  Those are distinctly different

16   notions.

17                  OFFICER HAMMER:  Gentlemen, excuse

18   me.  You're just arguing.  The question has been

19   answered.

20   BY MR. SAVAGE:

21        Q    The point is made.  That's what I wanted

22   to clarify.  You do understand that if there's no

23   fire, if there is no catastrophic event, Community

24   Water will be paying $15,000 a year standby fee for

25   this water availability, correct?

0022

 1        A    Correct.

 2        Q    And the rate, which is extremely high over

 3   6,000 gallons, is designed to provide money to cover

 4   additional costs of building a tank or paying Summit

 5   Water.  Is that your understanding of the

 6   Division's --

 7        A    It's the Division's recommendation.

 8        Q    Okay.  But the recommendation is that

 9   $5.30; is that correct?  Is that the amount?  $5.30

10   per thousand gallon over 6,000 gallons for a short

11   period of time that is designed to provide money to

12   pay for the water you would have to purchase from

13   Summit Water, or the money you'd have to pay to

14   build a tank in the short term?

15        A    Correct.

16        Q    Has anyone to your knowledge protested the

17   annexation?

18        A    Not to my knowledge.

19        Q    What is the anticipated date, if all goes

20   well, when the interconnect will be complete and

21   irrigation water will be available this year?

22        A    Ideally, it will be by early July.  That

23   all depends upon the start date, permits from the

24   county, et cetera.  The design has been done,

25   it's -- the work will actually be performed by
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 1   contractors under Mountain Regional, but ideally,

 2   the time frame in terms of ability to start and

 3   complete will be by early July.  That's our goal.

 4        Q    Is it anticipated that the annexation will

 5   be completed by the same date?

 6        A    It's possible without objection that the

 7   annexation could be completed in June.

 8        Q    Okay.  I believe Mr. Atwater said

 9   something about passing through the exact charge to

10   the customers.  I take it you disagree with what was

11   said in the opening comments?

12        A    I'd have to go back to the opening

13   comments.

14        Q    All right.  But it's your intent as you

15   sit here today that any excess money that is

16   generated by the Division's usage schedule would go

17   back to the owners of Community Water?

18        A    Would repay the past losses.  That's

19   correct.

20        Q    Thank you.  Nothing further.

21        A    Just one other clarification, that just

22   having the annexation approved doesn't automatically

23   mean that the Company gets transferred to Mountain

24   Regional.  There's actually a lot of work that has

25   to be done after the annexation is approved in order
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 1   for -- because Mountain Regional will not take the

 2   Company until they perfect the loan with the State

 3   and they know that they have the money to repair the

 4   system, so that could actually take several months

 5   longer and it's very possible that the Company

 6   wouldn't actually affect a transfer post-annexation

 7   until sometime this fall.  So we still have an

 8   operating period that we need to go through.  Our

 9   intent and desire and communications with Mountain

10   Regional is to affect that transfer as quickly as

11   possible, but there's still a process that follows

12   even the approval of the annexation in order to

13   affect a transfer to Mountain Regional.

14        Q    And if I understand it, during that period

15   of time from approval of the annexation to the

16   transfer actually occurring, would Community Water

17   still be billing the users and collecting the

18   monies?

19        A    Yes, that's correct.

20        Q    And right now, do you know, with respect

21   to my clients, Plat B and D, that they would

22   individually be charged 130th of the irrigation

23   charge each month?

24        A    Whatever the approved billing system is

25   currently.
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 1        Q    You're not familiar with exactly how that

 2   works?

 3        A    No.

 4                  MR. SAVAGE:  Nothing further.

 5                  OFFICER HAMMER:  Thank you,

 6   Mr. White.  I'm assuming you didn't have any

 7   redirect, Mr. Atwater?

 8                  MR. ATWATER:  No, sir.

 9                  OFFICER HAMMER:  Ms. Schmid.

10                  MS. SCHMID:  The Division would

11   request a ten-minute recess, if we may.  We've

12   received some new information and we'd like to

13   discuss it amongst ourselves.

14                  OFFICER HAMMER:  Any objection?

15                  MR. ATWATER:  No objection.

16                  OFFICER HAMMER:  We will be in recess

17   until the quarter of the hour.  Thank you.

18                  (A brief recess was taken.)

19                  OFFICER HAMMER:  Ms. Schmid.

20                  MS. SCHMID:  Thank you.  The Division

21   would like call its first witness,

22   Mr. William Duncan.  May he please be sworn?

23                     WILLIAM DUNCAN,

24   having been first duly sworn to tell the truth, was

25            examined and testified as follows:

0026

 1   BY MS. SCHMID:

 2        Q    Good morning.

 3        A    Good morning.

 4        Q    Please state your name, employer, and

 5   business address for the record.

 6        A    My name is William Duncan.  I'm a manager

 7   of the telecom water section of the Utah Division of

 8   Public Utilities, 160 East 300 South, Salt Lake

 9   City.

10        Q    In connection with your employment at the

11   Division, have you participated on behalf of the

12   Division in this docket?

13        A    Yes.

14        Q    Were you here earlier when you heard

15   Mr. White say that the Company was not going to have

16   a contract with Summit Water for what I'll call the

17   extra service, but intended to have a contract with

18   Mountain Regional for a standby service that would

19   provide necessary fire and emergency services?

20        A    Yes.

21        Q    Is today the first time that you have

22   heard of that change?

23        A    Yes.

24        Q    Were the rates in your testimony based

25   upon the represented contract with Summit Water?
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 1        A    Yes.

 2        Q    Could you explain how the contract from

 3   Summit Water was reflected in the rates that are

 4   present in your testimony?

 5        A    Yes.  Our testimony was based on

 6   information we received primarily in Community

 7   Water's supplemental direct testimony.  And on the

 8   back page of that, it describes a contract or a

 9   means by which they were going to procure water from

10   Summit Water, and it talks about a contract with

11   them and we took that into account.  In their direct

12   testimony, their supplemental direct testimony, they

13   included $18,000 of fixed costs for that.  That was

14   an estimation about the amount of water they thought

15   they would use and we thought it should be moved to

16   a usage-based rate, and so we removed some of that

17   because they have a $4,000 fixed cost and $14,000

18   was their estimation of the amount of water they

19   would use.  So we moved up to a usage-based rate

20   which would just reimburse Summit Water at the exact

21   amount they would have to buy it, which was $5.30

22   per thousand gallons.

23        Q    Would reimburse Community Water for the

24   amount they had to buy the water from Summit?

25        A    It would reimburse Summit for the amount
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 1   of water that Community Water bought, so we built

 2   that into our rate recommendation as a charge to the

 3   customer at the exact cost that they would have to

 4   pay Summit Water, that Community Water would have to

 5   pay Summit Water.

 6        Q    Given today's testimony about the change

 7   from Summit Water to the Mountain Regional standby

 8   contract, what does the Division recommend?

 9        A    The Division is reluctant to change its

10   recommendation at this point.  We feel like the

11   evidence that we have received just this morning

12   would require some time to analyze, and we're not

13   prepared to do that at the hearing.

14        Q    And is it your belief that that is the

15   position of the Division, from a policy perspective?

16        A    Yes.

17        Q    Is it also -- let's stop there for a

18   moment.  There were a couple of other items that

19   Community Water mentioned it wanted clarification on

20   when it said that it accepted in large part the

21   Division's rates.  The first question is -- I have

22   it here -- can be boiled down to, how do the rates

23   change from the rates in the first column on page 15

24   of your direct testimony submitted February 13th,

25   that first column is, "During construction of the
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 1   replacement tank," second column is, "At completion

 2   of the replacement tank (Phase 1)," and the third

 3   column is, "At completion of remaining

 4   infrastructure construction (Phase 2)."  Could you

 5   explain the process through which rates would

 6   change?  And let's assume for purposes of my

 7   hypothetical, that the Commission orders the rates

 8   that are in your first column entitled, "During

 9   construction of the replacement tank."

10        A    Yes.  That first column represents the

11   Division's recommendation on what the rates should

12   be to recover all of the costs Community Water has

13   in their current situation, all the operation and

14   maintenance costs as they exist right now, and that

15   those rates should be approved, you know, fairly

16   soon, and Community Water could implement those.

17             And then I don't know how long the

18   construction of the tank is going to take.  You

19   know, we've heard for, like, six months it may be

20   ready in the fall.  At the completion of that tank,

21   when the tank is placed into public service,

22   Community Water would notify the Commission and say

23   that the tank is now complete, it's in public

24   service, it's useful, and at that point, the

25   rates -- they would have the ability to raise those
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 1   rates to the $67.29.

 2        Q    I have just a couple of clarification

 3   questions on that.  So do you envision that

 4   Community Water would file an affidavit with the

 5   Commission indicating that the tank had been

 6   completed, that it had been placed in public utility

 7   service, and that it was used and useful?

 8        A    Yes.

 9        Q    And then do you envision that after the

10   Commission received that affidavit and reviewed it,

11   the Commission would issue an order moving to the

12   Phase 1 rates?

13        A    Yes.  That would be a good process.

14        Q    Okay.  And then do you anticipate that the

15   same sort of process would be used to move from the

16   Phase 1 rates to the Phase 2 rates?

17        A    Yes.

18        Q    The rates that the Division proposes

19   include the money that would flow through to

20   Summit Water of $5.30 for over 6,000 gallons; is

21   that right?

22        A    That's correct.

23        Q    Is it your understanding that the

24   Commission, based upon the evidence that it receives

25   today, can choose to order other rates?
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 1        A    Yes.

 2        Q    Leaving aside the change from Summit Water

 3   to the Mountain Regional Water contract, do you have

 4   a summary of your testimony that you'd like to give

 5   today?

 6        A    Yes.

 7        Q    Could you please provide that summary?

 8        A    On February 13, 2018, the Division of

 9   Public Utilities filed direct testimony describing

10   the Division's position in this docket.  Since that

11   time, no other party has filed rebuttal or

12   surrebuttal testimony in this matter.  The

13   Division's position has not changed from the

14   position stated in its district testimony.  In its

15   direct testimony, the Division advocated a rate

16   structure that would facilitate two primary policy

17   objectives:  Number one, creating a financially

18   sustainable water company that is capable of

19   providing safe, reliable, and adequate water service

20   for the customers of Community Water.

21             And two, creating a rate structure that

22   would incentivize water conservation.  The Division

23   believes its rate recommendations accomplish these

24   two objectives.  In reviewing the proposed rates

25   submitted by Community Water, the Division observed
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 1   that Community Water Company had employed a

 2   methodology sometimes referred to as a "cash needs

 3   basis."  These methods are often used by small water

 4   companies that are unfamiliar with the rate of

 5   return ratemaking principles.  This method has not

 6   generally been adopted by the Division or the

 7   Commission.

 8             While the ratemaking method used by

 9   Community Water Company and the Division differ, the

10   resulting rates and revenue were similar.  During

11   its analysis, the Division utilized traditional rate

12   of return principles to establish rates, including:

13   Number one, establishing a fair rate of return, and

14   that would be in the testimony of Casey Coleman;

15   establishing a reasonable estimation of their

16   current rate base, and that was established actually

17   in last year's docket in 16-098-01; treating the

18   needed additions to rate base as no measurable

19   changes and that's -- we got those from the Division

20   of Drinking Water Loan Application; and then the use

21   of Commission-approved water company depreciation

22   rates to calculate depreciation expense; number

23   five, a thorough review of current operations

24   expense, and Gary Smith will testify to those; and

25   then establishing a revenue requirement.
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 1             For these reasons, the Division recommends

 2   that the Commission approve the rates and rate

 3   structure recommended in the Division's direct

 4   testimony.  The Division testifies that the rates

 5   and rate structure it recommends are just and

 6   reasonable, and in the public interest.

 7        Q    Is it true that ratemaking is both an art

 8   and a science?

 9        A    Yes.

10        Q    Is it true that there are many moving

11   components that are meshed together to produce a

12   rate?

13        A    Yes.

14        Q    And finally, were you here when Mr. Savage

15   asked Mr. White questions about the contract with

16   Mountain Regional?  And I'll paraphrase his

17   questions as trying to get to the issue of, why

18   would you pay for something if you're not going to

19   use it?

20        A    Yes.

21        Q    Sometimes, do people in companies pay for

22   things that they know they may not use?

23        A    Yes.

24        Q    Is car insurance, director and officer

25   liability insurance, things like that, would they
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 1   fit into that category?

 2        A    Yes.

 3        Q    And the Division has seen that things like

 4   that are reasonable and prudent expenses in the

 5   past; is that correct?

 6        A    That is correct.

 7        Q    Mr. Duncan, is -- with the notation that

 8   the Summit Water contract is no longer in place, the

 9   Division would like to move for the admission of

10   Mr. Duncan's direct testimony filed on February 3rd,

11   2018.

12                  OFFICER HAMMER:  It's admitted.

13                  MS. SCHMID:  Thank you.  With that,

14   Mr. Duncan is available for cross-examination

15   questions and questions from the hearing officer.

16                  OFFICER HAMMER:  Mr. Atwater, I'll go

17   to you first.

18                  MR. ATWATER:  Thank you.  I just have

19   a few.

20   BY MR. ATWATER:

21        Q    How are you, Mr. Duncan?

22        A    Good, thanks.

23        Q    First, let me just say on behalf of the

24   Company, thank you very much for your efforts in

25   preparing your testimony.  And having reviewed it
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 1   myself many times, I can appreciate the difficulty

 2   that goes into coming up with what you did and it's

 3   really remarkable, so thank you for your time.

 4             I just have a few follow-up questions on

 5   the irrigation charge, is what I'll call it, which

 6   is the $5.30 per 1,000 gallons of 6,000.  So when

 7   you came up with the $5.30 per thousand gallons,

 8   that was based on the exact amount that was going to

 9   be charged by Summit Water for a thousand gallons;

10   is that correct?

11        A    Yes.

12        Q    Did that contemplate at all the $4,000

13   fixed fee that the Company had suggested?

14        A    In the Company's supplemental direct,

15   there was an $18,000 cost embedded in the fixed

16   costs.  $4,000 of that was for the interconnect

17   charge, and $14,000 was an estimation of the amount

18   of water you might have to purchase over the summer.

19   We left the $4,000 in as a fixed cost to be

20   recovered in the fixed charges.  The $14,000, we

21   took that out and thought it should be recovered as

22   a usage charge.

23        Q    Thank you.  I wanted to make sure I was

24   certain on that.  That's how I read it as well.

25        A    Okay.
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 1        Q    So your intention with the $5.30 was just

 2   essentially to pass on the direct cost to the

 3   Company for purchasing that water to supply it to

 4   its customer; is that correct?

 5        A    That is correct.

 6        Q    Okay.  Have you ever seen -- and I know

 7   this is tricky -- have you ever seen an order that

 8   issues an order suggesting that the rate charged is

 9   the actual cost to the Company, or does it have to

10   be a fixed number in your experience?

11        A    Well, we try and fix -- it usually matches

12   whatever is the charge, yes, the rate.  If they're

13   buying water, we match what the cost is.

14        Q    Okay.

15        A    Either the cost to produce the water if

16   it's the Company's own water, or the cost to buy

17   water.

18        Q    Okay.  So the $5.30 is based on the

19   contract you provided that was the exact charge, and

20   that was your assumption?

21        A    Yes.

22        Q    Okay.  And let me help clarify the record

23   a little bit on this issue, I think Mr. White's

24   testimony was that the Summit contract is still

25   available, it's still possible to be used.  But the
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 1   Mountain Regional interconnection is a cheaper

 2   alternative because we don't have to pay until we

 3   dip below our fire flow requirement, and so that's

 4   why the Company went that direction.  But it is

 5   still available and still potentially necessary to

 6   use.  We don't have a rate for Mountain Regional,

 7   what they would charge us if we were to pay above

 8   the fire flow amount, but it is a direct

 9   pass-through, it's essentially we'll pay them the

10   rate that they would charge for that amount.  And so

11   that's why I asked those questions is, we may, just

12   based on your recommendation, default to the Summit

13   Water contract once we need to start pulling actual

14   water at a cost above our fixed amount at the $5.30.

15   It may be cheaper for Mountain Regional in that

16   instance, so that's why it's important for us to

17   understand.  We will be saddled, however, with the

18   $15,000 fixed charge on the Mountain Regional

19   agreement regardless, and we think that's an

20   important step for many of the reasons suggested

21   today.

22             Now, if I understand correctly, your rate

23   structure couldn't have contemplated that because

24   you weren't aware of it, but it does contemplate a

25   $4,000 fixed charge?
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 1        A    Correct.

 2        Q    All right.  Thank you.  I want to just go

 3   quickly now to the second point, which is the --

 4   when the trigger point for the additional stage rate

 5   would be.  Your testimony is that that trigger point

 6   would be upon completion of the improvement plus a

 7   submittal of an affidavit and an actual order from

 8   the Commission permitting the leap into the second

 9   and third stage; is that correct?

10        A    Yes.

11        Q    Are you aware of any sort of expedited

12   process that would allow the Company to file that

13   affidavit and get an expedited order from the

14   Commission, or is it fixed based on statute?  And

15   you may not know that.

16        A    I'm going to say, I don't believe it's

17   fixed on statute, I think it could be expedited.  If

18   it was in this order that came out of this hearing,

19   I believe it could be expedited when that's

20   completed.

21        Q    Okay.

22        A    But there might be better sources in this

23   room that could answer that.

24        Q    Okay.  That would certainly be helpful.

25   We don't object to the suggestion.  We think it's
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 1   prudent, and we would just hope that there would be

 2   an expedited method.

 3             The last question for you, then, is

 4   especially with respect to the third tier at full

 5   build-out, would there been an interim possibility

 6   in your recommendation to submit an affidavit?  So

 7   if the Company got halfway through the build and it

 8   determined that the next half was not going to be

 9   done for six months later, could it submit an

10   affidavit at the halfway point and say, we've done

11   this amount, or is that not contemplated?

12        A    We didn't contemplate that in this

13   recommendation.

14        Q    So it's full build-out?

15        A    We could have, we just didn't.  We didn't

16   see it as being a real long-term build out.  We

17   thought it was maybe a year beyond the tank, but it

18   may be more than that.  I don't know.

19        Q    No, I think you're probably right.  I

20   wanted to clarify that so that the Company knew that

21   it had to complete it and then submit the affidavit.

22   And I think you're right, it is shorter term.

23                  MR. ATWATER:  I have no further

24   questions.

25                  MR. SAVAGE:  May I, Your Honor?
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 1                  OFFICER HAMMER:  Of course.

 2   BY MR. SAVAGE:

 3        Q    Good morning, Mr. Duncan.

 4        A    Good morning.

 5        Q    First of all, I don't know what I said to

 6   Mr. White that lets there be any doubt, but I have

 7   no opposition to there being a standby fee.  That

 8   isn't my problem, whether it's a standby fee of

 9   $4,000 or $15,000, I understand that.  My problem is

10   that if we are collecting $5.30 a gallon, and --

11                  MS. SCHMID:  Objection.  Is Counsel

12   testifying?

13                  OFFICER HAMMER:  I think he's giving

14   context to his question.

15                  MR. SAVAGE:  This is heading towards

16   a question.

17   BY MR. SAVAGE:

18        Q    Okay.  I'll start with a question if that

19   helps Counsel better.  If we look on page 15 of your

20   testimony, the table.

21        A    Yes.

22        Q    That first column says, "During

23   construction of the replacement tank."

24        A    Yes.

25        Q    And I believe you testified just a minute
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 1   ago that it's contemplated that that's an indefinite

 2   period until Community Water tells you the tank is

 3   complete?

 4        A    Yes.

 5        Q    Yet, you've heard today that that tank may

 6   never be built?

 7        A    I've heard that, as I understand it, if

 8   the Company is annexed by Mountain Regional.

 9        Q    Correct.

10        A    So my clarification would be that that

11   would be during whatever time that they have to buy

12   supplemental water from Summit Water.

13        Q    Okay.  Or Mountain Regional through the

14   interconnect, or you just didn't consider that?

15        A    I didn't consider Mountain Regional

16   because I don't know what the rates would be for

17   Mountain Regional.  So I can't build that into my

18   rate recommendation at this point.

19        Q    And that's getting to the concern I was

20   trying to develop with Mr. White.  And that is, so

21   if, hypothetically, the water from -- the

22   interconnect was complete --

23        A    The interconnect with Mountain Regional?

24        Q    Yes, Mountain Regional.  Hypothetically,

25   that's completed and there's never a fire or a
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 1   catastrophic event, there's no use of water from

 2   Mountain Regional during this interim period.  Are

 3   you with me on that hypothetical?

 4        A    Yes.

 5        Q    What was the intent of the Division if

 6   there was an overage of payment by the users who are

 7   paying the $5.30 a thousand gallons for that water

 8   for irrigation?

 9        A    The intent of the Division was that the

10   $5.30 would simply reimburse Summit Water for the

11   exact amount of water they bought.

12        Q    Did the Division ever intend that if there

13   was an overage it would go to the owners of

14   Community Water?

15        A    No.

16        Q    I'm curious on the Phase 1 and Phase 2

17   numbers, when we get to about 48,000 gallons, you go

18   to $11.20 per thousand gallon.  Why such a big

19   increase there?

20        A    The Division has, for several years,

21   advocated rates that promote water conservation and

22   we do that by -- on our usage charges normally

23   doubling on the tiers.  And that's just simply to

24   incent people to conserve water.

25        Q    Okay.  And that's the basic reason why
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 1   that jump is so high there?

 2        A    Yes.

 3        Q    $5.60 a gallon?  Per thousand gallon?

 4        A    Yes.

 5        Q    Did you look at any of the usage, as to

 6   how much lawn Plat B and D has to irrigate and what

 7   it would cost it to change that to xeriscaping?

 8        A    I did not.

 9        Q    Did you even look at what that would cost

10   Plat B and D monthly if we were to pay $11.20?

11        A    No, because I don't have good usage

12   numbers.

13        Q    Okay.  It was just using what the Division

14   had done before to try and conserve water, double

15   the amount?

16        A    Correct.

17                  MR. SAVAGE:  That's all I have.

18   Thank you, sir.

19                  OFFICER HAMMER:  Ms. Schmid, any

20   redirect?

21                  MS. SCHMID:  One moment, please.

22   BY MS. SCHMID:

23        Q    Just a couple of questions.  Mr. Duncan,

24   is it your understanding that if Community Water

25   Company is annexed into Mountain Regional, that
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 1   Mountain Regional will establish the rates once that

 2   transaction has been recognized by the Commission

 3   through revocation of Community Water CPCN?

 4        A    Yes.

 5                  MS. SCHMID:  Those are all my

 6   questions.  Thank you.

 7                  OFFICER HAMMER:  Thank you,

 8   Mr. Duncan.  Ms. Schmid, do you have another

 9   witness?

10                  MS. SCHMID:  I do.  I have two more.

11   The Division would like to call Mr. Casey Coleman as

12   its second witness.

13                    CASEY J. COLEMAN,

14   having been first duly sworn to tell the truth, was

15            examined and testified as follows:

16   BY MS. SCHMID:

17        Q    Good morning.

18        A    Good morning.

19        Q    Please state your name, employer, and

20   business address for the record.

21        A    My name is Casey J. Coleman.  I work for

22   the Division of Public Utilities as a utility

23   technical consultant, and the address is the same as

24   what Mr. Duncan gave earlier.

25        Q    In connection with your employment by the
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 1   Division, have you participated on behalf of the

 2   Division in this docket?

 3        A    Yes.

 4        Q    Did you prepare and cause to be filed what

 5   I will call the cost of capital testimony, also

 6   known as DPU Exhibit No. 3.0 Direct, your prefiled

 7   direct testimony with Exhibits 3.1 through 3.5 and

 8   3.6?

 9        A    Yes.

10        Q    Do you have any changes or corrections to

11   that testimony?

12        A    No.

13                  MS. SCHMID:  The Division would like

14   to move for the admission of the testimony of

15   Mr. Coleman.

16                  OFFICER HAMMER:  It's admitted.

17   BY MS. SCHMID:

18        Q    Mr. Coleman, do you have a brief summary

19   you'd like to give today?

20        A    Sure.  As indicated in my testimony there,

21   I went through and looked at what would be some

22   reasonable cost of capital, and then also looking at

23   a hypothetical capital structure for a water utility

24   company.  Our recommendation was that the Commission

25   should basically allow Community Water in this
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 1   situation to have an overall rate of return of

 2   7.15 percent, and that includes a 10.22 percent cost

 3   of common equity using the hypothetical capital

 4   structure which I discussed in more detail in my

 5   testimony.  And we believe at this time, using that

 6   as the foundation and with what Mr. Duncan had

 7   talked about before, that that provides just and

 8   reasonable rates for this proceeding.

 9        Q    Thank you.

10                  MS. SCHMID:  Thank you.  Mr. Coleman

11   is now available for questions and questions from

12   the hearing officer.

13                  OFFICER HAMMER:  Mr. Atwater?

14                  MR. ATWATER:  The applicant has no

15   questions, just to say that it has reviewed the

16   testimony and believes that it fairly and adequately

17   states what would be reasonable in this context.

18                  OFFICER HAMMER:  Mr. Savage?

19                  MR. SAVAGE:  I have no questions.

20                  OFFICER HAMMER:  And neither do I.

21   Thank you, Mr. Coleman.

22                  MS. SCHMID:  The Division would like

23   to call its third and final witness, Mr. Gary Smith.

24                       GARY SMITH,

25   having been first duly sworn to tell the truth, was
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 1            examined and testified as follows:

 2   BY MS. SCHMID:

 3        Q    Good morning.

 4        A    Good morning.

 5        Q    The first question is easy to anticipate.

 6   Could you please state your name, position,

 7   employer, and business address for the record?

 8        A    I will.  I'm Gary Smith.  I'm employed as

 9   a utility analyst for the State of Utah Division of

10   Public Utilities.  My business address is 160 East

11   300 South in Salt Lake City.

12        Q    In connection with your employment by the

13   Division, have you participated in this docket?

14        A    I have.

15        Q    Did you prepare and cause to be filed what

16   is marked as DPU Exhibit Number 2.0 and filed

17   February 13, 2018?  This exhibit contains a number

18   of exhibits ranging from 2.1 through 2.12; is that

19   correct?

20        A    Yes.  That is correct.

21        Q    In these -- do you have any changes or

22   corrections to your testimony?

23        A    No, I do not.

24                  MS. SCHMID:  With that, the Division

25   would like to move for the admission of DPU Exhibit
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 1   No. 2.0 and its accompanying exhibits.

 2                  MR. SAVAGE:  No objection.

 3                  OFFICER HAMMER:  It's admitted.

 4   BY MS. SCHMID:

 5        Q    Mr. Smith, do you have a brief summary to

 6   give today?

 7        A    I do.

 8        Q    Please proceed.

 9        A    The Division, in an effort to evaluate the

10   Company's request for a rate increase, conducted a

11   focused on-site review of the Company's records on

12   September 25, 2017, and filed three data requests on

13   October 4, 2017, November 20, 2017, and December 12,

14   2017.

15             I have reviewed, analyzed, and evaluated

16   the operations and maintenance expenses received

17   from the Company through this process of discovery.

18   My review also utilized information provided by the

19   Company in their September 14, 2017, application and

20   the November 13, 2017, supplemental direct

21   testimony.  I also reviewed annual reports in past

22   rate cases.  Since the October 19, 2017, interim

23   hearing, the Company has provided evidence and

24   documentation of significant changes and increases

25   in their operations and maintenance expenses,
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 1   including the termination of the 2004 water service

 2   agreement with Summit Water Distribution Company.

 3             These increases and changes in the

 4   Company's cost of service were considered in

 5   establishing the Company's revenue requirement, and

 6   would provide just and reasonable rates as detailed

 7   in my direct testimony, dated February 13, 2018.

 8        Q    Do the numbers in Exhibit 2.0 reflect the

 9   Summit Water contract that the Company talked about

10   or introduced in its November testimony?

11        A    In November, their supplemental direct

12   testimony advised of the termination of that

13   contract with a month-to-month replacement of that,

14   which increased their costs significantly over that.

15                  MS. SCHMID:  Those are all my

16   questions.  Mr. Smith is now available for

17   questioning.

18                  OFFICER HAMMER:  Mr. Atwater?

19   BY MR. ATWATER:

20        Q    Thank you.  How are you?

21        A    Good, thank you.

22        Q    Good.  I don't have any questions for you

23   today, unlike the interim hearing.  I do want to,

24   for the record, however, thank you for the

25   thoroughness of your investigation, your working
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 1   with our staff, especially Stacy Wilson.  We

 2   appreciate, really, the time and energy you put into

 3   this and know that what you have come up with here

 4   is accurate, with respect to our accounting, so

 5   thank you.

 6                  OFFICER HAMMER:  Thank you,

 7   Mr. Atwater.

 8                  MR. SAVAGE:  I have no questions.

 9                  OFFICER HAMMER:  Mr. Smith, you're

10   excused.  Thank you.

11                  MS. SCHMID:  The Division has nothing

12   further.

13                  OFFICER HAMMER:  All right.  Before

14   we adjourn, would any counsel like to make any kind

15   of closing statement or recommendation with respect

16   to any forthcoming order?  I'll start with

17   Mr. Atwater.

18                  MR. ATWATER:  Thank you.  Just very

19   briefly, at the outset I had mentioned we had two

20   questions about the Division of Public Utilities'

21   proposed rates.  They've answered both of those

22   satisfactory to our question, number one, with how

23   we would go from step to step in the rate structure

24   based upon the submittal of an affidavit and an

25   order from the Commission.  I would request and hope
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 1   that there would be some sort of an expedited

 2   ability or process in that regard.

 3                  With respect to the second question,

 4   the charge -- what I'll call the irrigation

 5   surcharge -- I understand the difficulty in

 6   suggesting that it should just be an immediate

 7   pass-through, given you don't know the amount of

 8   that pass through.  I did some math during the

 9   break, and I think that even at the $5.30 per

10   thousand gallons above 6,000 and whatever contract

11   we use -- whether that's the Mountain Regional

12   contract or the Summit Water contract -- I think

13   that it's probably going to be pretty close to an

14   immediate pass through.  And so we would support the

15   testimony and the request or suggestion by

16   Mr. Duncan in his testimony.

17                  Lastly, I just want to address

18   briefly the annexation, as it has been talked about

19   pretty readily today.  I think that the customers

20   and the Company are very excited about that

21   prospect.  I think that it is a very positive move

22   for everyone to provide long-term sustainability.

23   We are in that period of time where the likelihood

24   of that happening is highly likely, and we will

25   submit the request once the annexation agreement is
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 1   signed.

 2                  But that said, I do think this

 3   hearing is important, and I do think that the

 4   Commission's order is important because that is all

 5   a future event, and the Company needs to continue to

 6   operate in the interim and potentially for the long

 7   term.  So we do appreciate everyone's time, it's not

 8   for naught.  This is an important part of the

 9   Company's evolution, and so I thank everyone for

10   their time and efforts.

11                  OFFICER HAMMER:  Thank you,

12   Mr. Atwater.  Ms. Schmid.

13                  MS. SCHMID:  Small water companies

14   present a unique regulatory challenge.  Often, there

15   is a small customer base, limited resources, and a

16   desire of customers to pay the lowest possible rate

17   while maintaining service.  These things are all

18   understandable, they're all commonly understood.

19                  One challenge that particularly faces

20   small water companies is a challenge connected with

21   infrastructure maintenance and replacement.  As we

22   have seen with Community Water, replacement of

23   infrastructure can be expensive and at times,

24   unexpected.  The Division's rates are designed to

25   help mitigate any such future challenges by
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 1   presenting and implementing a capital reserve

 2   account.  This account would be used for such things

 3   as infrastructure replacement or other major

 4   projects.

 5                  As you have seen today, there are

 6   many, many moving pieces -- even some moving pieces

 7   that we didn't know about -- that affect Community

 8   Water.  With regard to what we have learned today,

 9   I'd just like to remind the Commission that

10   ratemaking is an art and a science, and that the

11   Division intends the rates to be just, reasonable,

12   and in the public interest.  The Division also would

13   like to note that rates established by the

14   Commission would be in effect only until an

15   annexation happens and the Company surrenders its

16   CPCN through a filing with the Commission.

17                  The Division appreciates the

18   challenges of running a small company, appreciates

19   the challenges of devoted customers, and especially

20   appreciates the efforts of the Division's staff.

21   Thank you.

22                  OFFICER HAMMER:  Thank you.

23   Mr. Savage.

24                  MR. SAVAGE:  Just briefly, calling

25   attention to page 15 of Mr. Duncan's submitted
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 1   testimony, the tables on the rates, the first

 2   table -- which is designed to provide funds to pay

 3   Summit Water for irrigation water -- is for during

 4   construction of the replacement tank.  I also think

 5   the Mountain Regional is a very good option and I

 6   think it's probably going to go through, and if so,

 7   there will never be construction of a replacement

 8   tank.  I therefore suggest that the Commission order

 9   the rate for during construction of the replacement

10   tank, which I have no problem with.

11                  I think the Division has done a very

12   good job of trying to set the rate.  I think it's

13   going to be close, whether it's Summit Water --

14   whether the water source is Summit Water or Mountain

15   Regional through the interconnect, so my suggestion

16   is the Commission have the "during the construction

17   of the replacement tank" rate be in effect until

18   either the replacement tank is up and operating, or

19   Community Water is annexed by Mountain Regional.  So

20   I think that rate should stay in effect until

21   Mountain Regional annexes the system, if that

22   happens.  Obviously, if the tank is built, then the

23   table is fine.

24                  I would also ask the Commission to

25   impose a requirement on Community Water that if
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 1   during the period of time that that rate is in

 2   effect there is an over collection, that that over

 3   collection be refunded to the users in the event of

 4   the annexation.

 5                  In the event that the annexation

 6   doesn't go through, I have no problem with Community

 7   Water retaining that money as a reserve.  But if

 8   they over collect during this period of trying to

 9   get the annexation through, then I think that money

10   should be refunded at the time of the annexation.

11   And that's all I have.  Thank you.

12                  OFFICER HAMMER:  Thank you,

13   Mr. Savage.  Before we adjourn, I'll note we have a

14   public witness hearing noticed for 4:00 p.m. this

15   afternoon, so we will convene at that time.  You're

16   welcome to be here and participate in that if you

17   wish.  Thank you, everyone.  We're adjourned.

18         (The hearing concluded at 10:35 a.m.)
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		281						LN		10		22		false		          22                  THE WITNESS:  Good morning.				false

		282						LN		10		23		false		          23                  MS. SCHMID:  Good morning.  And I				false

		283						LN		10		24		false		          24   don't --				false

		284						LN		10		25		false		          25                  OFFICER HAMMER:  Let me just ask				false

		285						PG		11		0		false		page 11				false

		286						LN		11		1		false		           1   Mr. Atwater if he has any preliminary questions for				false

		287						LN		11		2		false		           2   his witness?				false

		288						LN		11		3		false		           3                  MR. ATWATER:  No.				false

		289						LN		11		4		false		           4                  MS. SCHMID:  And I don't know if you				false

		290						LN		11		5		false		           5   recall, in order for your voice to be appropriately				false

		291						LN		11		6		false		           6   picked up, we need to have your microphone light on,				false

		292						LN		11		7		false		           7   which is the little green light.				false

		293						LN		11		8		false		           8                  THE WITNESS:  It's on.				false

		294						LN		11		9		false		           9   BY MS. SCHMID:				false

		295						LN		11		10		false		          10        Q    Mr. White, please state your name and				false

		296						LN		11		11		false		          11   employer.				false

		297						LN		11		12		false		          12        A    Lawrence J. White, ASC Utah, which is a				false

		298						LN		11		13		false		          13   TCFC finance company.				false

		299						LN		11		14		false		          14        Q    Have you participated in the discussions				false

		300						LN		11		15		false		          15   with Mountain States [sic}?				false

		301						LN		11		16		false		          16        A    Mountain Regional?  I have.				false

		302						LN		11		17		false		          17        Q    Okay.  Mountain Regional?				false

		303						LN		11		18		false		          18        A    I have.				false

		304						LN		11		19		false		          19        Q    Could you tell us the status of those				false

		305						LN		11		20		false		          20   discussions insofar as you can share that				false

		306						LN		11		21		false		          21   information publicly?				false

		307						LN		11		22		false		          22        A    Sure.  So we've had discussions with				false

		308						LN		11		23		false		          23   Mountain Regional and with the county council and				false

		309						LN		11		24		false		          24   the county attorney, that annexation agreement is				false

		310						LN		11		25		false		          25   done, the annexation process has begun with the				false

		311						PG		12		0		false		page 12				false

		312						LN		12		1		false		           1   county council, and we've -- up to this point, we've				false

		313						LN		12		2		false		           2   actually had discussions and a design initiated by				false

		314						LN		12		3		false		           3   Mountain Regional for an interconnect so that				false

		315						LN		12		4		false		           4   Mountain Regional can connect to the Community Water				false

		316						LN		12		5		false		           5   system.  We're prepared to fund that in advance of				false

		317						LN		12		6		false		           6   the connection and in advance of the annexation				false

		318						LN		12		7		false		           7   actually being approved -- which won't happen until				false

		319						LN		12		8		false		           8   sometime in June -- in order to facilitate backup				false

		320						LN		12		9		false		           9   fire protection for the Community Water system,				false

		321						LN		12		10		false		          10   which doesn't exist today and was the reason we				false

		322						LN		12		11		false		          11   could not allow irrigation last summer.  That will				false

		323						LN		12		12		false		          12   allow us, then, to use our current reserve tank --				false

		324						LN		12		13		false		          13   225,000 gallons -- to be used both for water as well				false

		325						LN		12		14		false		          14   as for -- potentially for irrigation.				false

		326						LN		12		15		false		          15        Q    So in the process, has there been the				false

		327						LN		12		16		false		          16   required public hearing --				false

		328						LN		12		17		false		          17        A    There has been.				false

		329						LN		12		18		false		          18        Q    -- for the annexation?  And if I				false

		330						LN		12		19		false		          19   understand it correctly, is there a period of time				false

		331						LN		12		20		false		          20   in which comments can be submitted?				false

		332						LN		12		21		false		          21        A    Yes.  We're in that period now.				false

		333						LN		12		22		false		          22        Q    Do you have any idea when that comment				false

		334						LN		12		23		false		          23   period ends?				false

		335						LN		12		24		false		          24        A    I believe sometime in the beginning of				false

		336						LN		12		25		false		          25   June.				false

		337						PG		13		0		false		page 13				false

		338						LN		13		1		false		           1        Q    You said that Community Water was going to				false

		339						LN		13		2		false		           2   fund certain improvements ahead of the annexation.				false

		340						LN		13		3		false		           3   Where is Community Water getting those funds?				false

		341						LN		13		4		false		           4        A    TCFC will fund -- Community Water				false

		342						LN		13		5		false		           5   obviously doesn't have the money to fund those, but				false

		343						LN		13		6		false		           6   TCFC will fund those costs.				false

		344						LN		13		7		false		           7        Q    Is there also a pending loan application				false

		345						LN		13		8		false		           8   for funds from the Division of Drinking Water?				false

		346						LN		13		9		false		           9        A    For TCFC -- or for Community Water?				false

		347						LN		13		10		false		          10        Q    Yes.				false

		348						LN		13		11		false		          11        A    There is, yes.				false

		349						LN		13		12		false		          12        Q    Where in the process is that?				false

		350						LN		13		13		false		          13        A    I'll let Justin answer that since he's				false

		351						LN		13		14		false		          14   been more involved in it.				false

		352						LN		13		15		false		          15                  MR. ATWATER:  So there are actually				false

		353						LN		13		16		false		          16   two applications, one from Community Water and one				false

		354						LN		13		17		false		          17   from Mountain Regional.  They are proceeding				false

		355						LN		13		18		false		          18   simultaneously.  The one for Community Water is				false

		356						LN		13		19		false		          19   currently in hold status pending the annexation				false

		357						LN		13		20		false		          20   process.  If the annexation is not completed, that				false

		358						LN		13		21		false		          21   loan is prepared to close.  It's been fully approved				false

		359						LN		13		22		false		          22   and ready for bids and design.  The Mountain				false

		360						LN		13		23		false		          23   Regional loan, the sister loan, is also at the same				false

		361						LN		13		24		false		          24   place.  It's -- assuming annexation is approved,				false

		362						LN		13		25		false		          25   will proceed to bid and close.				false

		363						PG		14		0		false		page 14				false

		364						LN		14		1		false		           1                  MS. SCHMID:  Thank you.				false

		365						LN		14		2		false		           2   BY MS. SCHMID:				false

		366						LN		14		3		false		           3        Q    What happens to Community Water and what				false

		367						LN		14		4		false		           4   are Community Water's plans if the anticipated				false

		368						LN		14		5		false		           5   annexation does not go through?				false

		369						LN		14		6		false		           6        A    So the expectation is that we'll do the				false

		370						LN		14		7		false		           7   interconnect regardless, because that will provide				false

		371						LN		14		8		false		           8   the fire protection that we think that Community				false

		372						LN		14		9		false		           9   Water needs.  There's a cost to that so we have a				false

		373						LN		14		10		false		          10   standby fee, so we're going to actually have to pay				false

		374						LN		14		11		false		          11   Mountain Regional for the privilege of the standby				false

		375						LN		14		12		false		          12   that they'll provide for us for fire protection.				false

		376						LN		14		13		false		          13             If the annexation does not go through, we				false

		377						LN		14		14		false		          14   would proceed with the design plans, the closing of				false

		378						LN		14		15		false		          15   the loan -- which we have applied for with the State				false

		379						LN		14		16		false		          16   through a federal grant and that entire process --				false

		380						LN		14		17		false		          17   and proceed with the loan closing, which would take				false

		381						LN		14		18		false		          18   place sometime, you know, this summer, early fall,				false

		382						LN		14		19		false		          19   which would then facilitate the improvements that				false

		383						LN		14		20		false		          20   are necessary to Community Water's system next				false

		384						LN		14		21		false		          21   summer.  I don't think it could close in time to				false

		385						LN		14		22		false		          22   actually produce the results this summer because the				false

		386						LN		14		23		false		          23   plans have to be completed, they have to be bid				false

		387						LN		14		24		false		          24   first -- I think there have to be three bids -- so				false

		388						LN		14		25		false		          25   the federal loan process that we've applied for is a				false

		389						PG		15		0		false		page 15				false

		390						LN		15		1		false		           1   more complicated process than the state loan that				false

		391						LN		15		2		false		           2   Mountain Regional has applied for, so -- but our				false

		392						LN		15		3		false		           3   intent would be that we would go through that, close				false

		393						LN		15		4		false		           4   that loan, and complete the water system as				false

		394						LN		15		5		false		           5   originally intended prior to this option of				false

		395						LN		15		6		false		           6   annexation.				false

		396						LN		15		7		false		           7        Q    And if the annexation doesn't go through,				false

		397						LN		15		8		false		           8   am I correct in thinking that the tank wouldn't go				false

		398						LN		15		9		false		           9   in this year because of timing issues?				false

		399						LN		15		10		false		          10        A    That's likely.  Again, because it would				false

		400						LN		15		11		false		          11   have to be designed, triple bid, and the loan closed				false

		401						LN		15		12		false		          12   prior to actually being able to build the tank.				false

		402						LN		15		13		false		          13        Q    But as a stopgap measure, Community Water				false

		403						LN		15		14		false		          14   would have a contract with Mountain Regional to				false

		404						LN		15		15		false		          15   provide the necessary services?				false

		405						LN		15		16		false		          16        A    So the contract with Mountain Regional				false

		406						LN		15		17		false		          17   would be to provide standby fire protection, enough				false

		407						LN		15		18		false		          18   water for fire protection, so that we could use our				false

		408						LN		15		19		false		          19   existing -- the remaining tank to serve the				false

		409						LN		15		20		false		          20   Community Water customers without the fear of the				false

		410						LN		15		21		false		          21   tank going below the limit that the fire department				false

		411						LN		15		22		false		          22   requires for reserve.				false

		412						LN		15		23		false		          23        Q    Would the standby contract with Mountain				false

		413						LN		15		24		false		          24   Regional allow irrigation?				false

		414						LN		15		25		false		          25        A    We believe that it would allow the system				false

		415						PG		16		0		false		page 16				false

		416						LN		16		1		false		           1   as it currently stands to provide irrigation water				false

		417						LN		16		2		false		           2   for Community Water customers because we would then				false

		418						LN		16		3		false		           3   have the standby from Mountain Regional for fire				false

		419						LN		16		4		false		           4   protection.				false

		420						LN		16		5		false		           5        Q    In your testimony, you talked about an				false

		421						LN		16		6		false		           6   irrigation program with, I assumed, various days for				false

		422						LN		16		7		false		           7   irrigation and things like that, or some plans to				false

		423						LN		16		8		false		           8   make sure that the water didn't drop below what is				false

		424						LN		16		9		false		           9   needed.  Would that be something Community Water				false

		425						LN		16		10		false		          10   would consider?				false

		426						LN		16		11		false		          11        A    Well, I think that the State has mandated				false

		427						LN		16		12		false		          12   certain water conservation measures which I know				false

		428						LN		16		13		false		          13   that other water companies have implemented.  We				false

		429						LN		16		14		false		          14   would certainly want to abide by the state				false

		430						LN		16		15		false		          15   guidelines in implementing a water conservation				false

		431						LN		16		16		false		          16   system, so we would also want to make sure that we				false

		432						LN		16		17		false		          17   were preserving the Community Water system as it				false

		433						LN		16		18		false		          18   currently is, in the state that it is and not				false

		434						LN		16		19		false		          19   overtax it, but we believe that there would be				false

		435						LN		16		20		false		          20   sufficient capacity -- at least within the reserve				false

		436						LN		16		21		false		          21   tank or the existing storage tank -- to be able to				false

		437						LN		16		22		false		          22   provide adequate irrigation services beginning				false

		438						LN		16		23		false		          23   around July 1st.				false

		439						LN		16		24		false		          24        Q    Did you hear Mr. Atwater say that -- and				false

		440						LN		16		25		false		          25   I'll paraphrase -- that Community Water accepts the				false

		441						PG		17		0		false		page 17				false

		442						LN		17		1		false		           1   rates proposed by the Division but seeks a couple of				false

		443						LN		17		2		false		           2   clarifications?				false

		444						LN		17		3		false		           3        A    Yes.				false

		445						LN		17		4		false		           4        Q    Is that a fair characterization?				false

		446						LN		17		5		false		           5        A    It is.				false

		447						LN		17		6		false		           6        Q    And I believe that those clarifications				false

		448						LN		17		7		false		           7   involved triggering moving to a second tier or a				false

		449						LN		17		8		false		           8   second step rate, and then charges for the upcoming				false

		450						LN		17		9		false		           9   season for irrigation or, I guess, for standby				false

		451						LN		17		10		false		          10   water; is that correct?				false

		452						LN		17		11		false		          11        A    Correct.				false

		453						LN		17		12		false		          12                  MS. SCHMID:  Those are all my				false

		454						LN		17		13		false		          13   questions.  Thank you.				false

		455						LN		17		14		false		          14                  OFFICER HAMMER:  Mr. Atwater?				false

		456						LN		17		15		false		          15                  MR. ATWATER:  No questions.				false

		457						LN		17		16		false		          16                  OFFICER HAMMER:  Mr. Savage?				false

		458						LN		17		17		false		          17   BY MR. SAVAGE:				false

		459						LN		17		18		false		          18        Q    Mr. White, do I understand correctly that				false

		460						LN		17		19		false		          19   the interconnect is only designed to provide water				false

		461						LN		17		20		false		          20   availability in case of fire?				false

		462						LN		17		21		false		          21        A    Well, that's not the sole purpose of the				false

		463						LN		17		22		false		          22   interconnect, but --				false

		464						LN		17		23		false		          23        Q    I mean in the short term, for the short				false

		465						LN		17		24		false		          24   term --				false

		466						LN		17		25		false		          25        A    In the short term, the intention is to put				false

		467						PG		18		0		false		page 18				false

		468						LN		18		1		false		           1   the interconnect in so that we have back-up fire				false

		469						LN		18		2		false		           2   service of emergency water service, because even the				false

		470						LN		18		3		false		           3   Summit Water's system is inadequate to provide full				false

		471						LN		18		4		false		           4   service.  So, for example, if we had a catastrophic				false

		472						LN		18		5		false		           5   failure of the last tank, Community Water storage				false

		473						LN		18		6		false		           6   tank --				false

		474						LN		18		7		false		           7        Q    Yeah.  225,000.				false

		475						LN		18		8		false		           8        A    -- this is not what the intention is under				false

		476						LN		18		9		false		           9   the agreement, the emergency standby agreement, but				false

		477						LN		18		10		false		          10   we could potentially provide emergency water				false

		478						LN		18		11		false		          11   service, you know, through, at that point in time,				false

		479						LN		18		12		false		          12   through both Mountain Regional and Summit in order				false

		480						LN		18		13		false		          13   to continue to supply the customer.  But the				false

		481						LN		18		14		false		          14   interconnect -- the purpose of the interconnect				false

		482						LN		18		15		false		          15   first and foremost is for fire protection.				false

		483						LN		18		16		false		          16             Secondarily, it would be, you know, in the				false

		484						LN		18		17		false		          17   event that the annexation goes through, it will be				false

		485						LN		18		18		false		          18   part of the service then connection of Mountain				false

		486						LN		18		19		false		          19   Regional to the Community Water system and allow				false

		487						LN		18		20		false		          20   Mountain Regional to take over the Community Water				false

		488						LN		18		21		false		          21   system.				false

		489						LN		18		22		false		          22             And then thirdly, if we did have some kind				false

		490						LN		18		23		false		          23   of catastrophic failure in the meantime, it would				false

		491						LN		18		24		false		          24   help supply emergency water services.				false

		492						LN		18		25		false		          25        Q    Okay.  But if I understand correctly, if				false

		493						PG		19		0		false		page 19				false

		494						LN		19		1		false		           1   there's no fire and if there's no catastrophic				false

		495						LN		19		2		false		           2   event, you only contemplate paying the standby fee				false

		496						LN		19		3		false		           3   to Mountain Regional?				false

		497						LN		19		4		false		           4        A    That's correct.				false

		498						LN		19		5		false		           5        Q    And what is that fee?				false

		499						LN		19		6		false		           6        A    It's $15,000 a year.				false

		500						LN		19		7		false		           7        Q    And do you understand in the rate proposal				false

		501						LN		19		8		false		           8   by the Division, that there is a large user charge				false

		502						LN		19		9		false		           9   for a short-term period that is designed to provide				false

		503						LN		19		10		false		          10   money for you to buy water from Summit?				false

		504						LN		19		11		false		          11        A    Which we may have to do.				false

		505						LN		19		12		false		          12        Q    Well, but if you don't have to do it,				false

		506						LN		19		13		false		          13   what's going to happen to that money that you're				false

		507						LN		19		14		false		          14   collecting if these rates from the interim go				false

		508						LN		19		15		false		          15   through with something like, I don't know, $5.30 per				false

		509						LN		19		16		false		          16   thousand, if that's what it is?  Are you with me on				false

		510						LN		19		17		false		          17   that?				false

		511						LN		19		18		false		          18        A    Yeah, I am.  I think that Community Water				false

		512						LN		19		19		false		          19   has operated at a deficit for many, many years and				false

		513						LN		19		20		false		          20   we can talk about, you know, what the outcome of				false

		514						LN		19		21		false		          21   that is, but the intention is to cover Community				false

		515						LN		19		22		false		          22   Water's cost, in which the current rates do not.				false

		516						LN		19		23		false		          23        Q    So it's your intention to use the money				false

		517						LN		19		24		false		          24   that the Division has set aside to provide				false

		518						LN		19		25		false		          25   irrigation water -- either through building of the				false

		519						PG		20		0		false		page 20				false

		520						LN		20		1		false		           1   tank or buying from Summit -- it's your intention to				false

		521						LN		20		2		false		           2   take that money and pocket it?				false

		522						LN		20		3		false		           3        A    I wouldn't characterize it that way.				false

		523						LN		20		4		false		           4        Q    So you're going to apply it to the past				false

		524						LN		20		5		false		           5   deficits of Community Water instead of the owners				false

		525						LN		20		6		false		           6   cover those deficits?				false

		526						LN		20		7		false		           7        A    As opposed to the owners covering those				false

		527						LN		20		8		false		           8   deficits?				false

		528						LN		20		9		false		           9        Q    Yeah.  That's the way it is now.  Who has				false

		529						LN		20		10		false		          10   been paying these deficits?				false

		530						LN		20		11		false		          11        A    That's correct.  So Community Water has				false

		531						LN		20		12		false		          12   been running a deficit --				false

		532						LN		20		13		false		          13        Q    Owners have been covering them?				false

		533						LN		20		14		false		          14        A    That's correct.				false

		534						LN		20		15		false		          15        Q    Okay.  And now you want to give a windfall				false

		535						LN		20		16		false		          16   back to the owners --				false

		536						LN		20		17		false		          17        A    I wouldn't call it a windfall; I would				false

		537						LN		20		18		false		          18   call it a replacement or a return of past monies				false

		538						LN		20		19		false		          19   spent.				false

		539						LN		20		20		false		          20        Q    Okay.  A return on capital?				false

		540						LN		20		21		false		          21        A    It isn't actually a return on capital,				false

		541						LN		20		22		false		          22   it's just a replacement on money spent.  The Company				false

		542						LN		20		23		false		          23   has been running at a loss for years, and no company				false

		543						LN		20		24		false		          24   is sustainable under those circumstances.				false

		544						LN		20		25		false		          25        Q    Okay.  The owners have been funding the				false

		545						PG		21		0		false		page 21				false

		546						LN		21		1		false		           1   loss of the utility, correct?				false

		547						LN		21		2		false		           2        A    Yes.				false

		548						LN		21		3		false		           3        Q    And now you would want to take that money				false

		549						LN		21		4		false		           4   that the Division has designed as money to make				false

		550						LN		21		5		false		           5   irrigation water available because it is anticipated				false

		551						LN		21		6		false		           6   by the Division that it would be at a higher rate,				false

		552						LN		21		7		false		           7   and just apply that money to pay it back to the				false

		553						LN		21		8		false		           8   owner?				false

		554						LN		21		9		false		           9        A    To repay for the losses, yes.				false

		555						LN		21		10		false		          10        Q    I understand.  Whatever you want to				false

		556						LN		21		11		false		          11   characterize it as, it's your plan to have that				false

		557						LN		21		12		false		          12   money go back to the owner?				false

		558						LN		21		13		false		          13        A    There's a big difference, Mr. Savage,				false

		559						LN		21		14		false		          14   between repaying a company for money spent and				false

		560						LN		21		15		false		          15   having a windfall.  Those are distinctly different				false

		561						LN		21		16		false		          16   notions.				false

		562						LN		21		17		false		          17                  OFFICER HAMMER:  Gentlemen, excuse				false

		563						LN		21		18		false		          18   me.  You're just arguing.  The question has been				false

		564						LN		21		19		false		          19   answered.				false

		565						LN		21		20		false		          20   BY MR. SAVAGE:				false

		566						LN		21		21		false		          21        Q    The point is made.  That's what I wanted				false

		567						LN		21		22		false		          22   to clarify.  You do understand that if there's no				false

		568						LN		21		23		false		          23   fire, if there is no catastrophic event, Community				false

		569						LN		21		24		false		          24   Water will be paying $15,000 a year standby fee for				false

		570						LN		21		25		false		          25   this water availability, correct?				false

		571						PG		22		0		false		page 22				false

		572						LN		22		1		false		           1        A    Correct.				false

		573						LN		22		2		false		           2        Q    And the rate, which is extremely high over				false

		574						LN		22		3		false		           3   6,000 gallons, is designed to provide money to cover				false

		575						LN		22		4		false		           4   additional costs of building a tank or paying Summit				false

		576						LN		22		5		false		           5   Water.  Is that your understanding of the				false

		577						LN		22		6		false		           6   Division's --				false

		578						LN		22		7		false		           7        A    It's the Division's recommendation.				false

		579						LN		22		8		false		           8        Q    Okay.  But the recommendation is that				false

		580						LN		22		9		false		           9   $5.30; is that correct?  Is that the amount?  $5.30				false

		581						LN		22		10		false		          10   per thousand gallon over 6,000 gallons for a short				false

		582						LN		22		11		false		          11   period of time that is designed to provide money to				false

		583						LN		22		12		false		          12   pay for the water you would have to purchase from				false

		584						LN		22		13		false		          13   Summit Water, or the money you'd have to pay to				false

		585						LN		22		14		false		          14   build a tank in the short term?				false

		586						LN		22		15		false		          15        A    Correct.				false

		587						LN		22		16		false		          16        Q    Has anyone to your knowledge protested the				false

		588						LN		22		17		false		          17   annexation?				false

		589						LN		22		18		false		          18        A    Not to my knowledge.				false

		590						LN		22		19		false		          19        Q    What is the anticipated date, if all goes				false

		591						LN		22		20		false		          20   well, when the interconnect will be complete and				false

		592						LN		22		21		false		          21   irrigation water will be available this year?				false

		593						LN		22		22		false		          22        A    Ideally, it will be by early July.  That				false

		594						LN		22		23		false		          23   all depends upon the start date, permits from the				false

		595						LN		22		24		false		          24   county, et cetera.  The design has been done,				false

		596						LN		22		25		false		          25   it's -- the work will actually be performed by				false

		597						PG		23		0		false		page 23				false

		598						LN		23		1		false		           1   contractors under Mountain Regional, but ideally,				false

		599						LN		23		2		false		           2   the time frame in terms of ability to start and				false

		600						LN		23		3		false		           3   complete will be by early July.  That's our goal.				false

		601						LN		23		4		false		           4        Q    Is it anticipated that the annexation will				false

		602						LN		23		5		false		           5   be completed by the same date?				false

		603						LN		23		6		false		           6        A    It's possible without objection that the				false

		604						LN		23		7		false		           7   annexation could be completed in June.				false

		605						LN		23		8		false		           8        Q    Okay.  I believe Mr. Atwater said				false

		606						LN		23		9		false		           9   something about passing through the exact charge to				false

		607						LN		23		10		false		          10   the customers.  I take it you disagree with what was				false

		608						LN		23		11		false		          11   said in the opening comments?				false

		609						LN		23		12		false		          12        A    I'd have to go back to the opening				false

		610						LN		23		13		false		          13   comments.				false

		611						LN		23		14		false		          14        Q    All right.  But it's your intent as you				false

		612						LN		23		15		false		          15   sit here today that any excess money that is				false

		613						LN		23		16		false		          16   generated by the Division's usage schedule would go				false

		614						LN		23		17		false		          17   back to the owners of Community Water?				false

		615						LN		23		18		false		          18        A    Would repay the past losses.  That's				false

		616						LN		23		19		false		          19   correct.				false

		617						LN		23		20		false		          20        Q    Thank you.  Nothing further.				false

		618						LN		23		21		false		          21        A    Just one other clarification, that just				false

		619						LN		23		22		false		          22   having the annexation approved doesn't automatically				false

		620						LN		23		23		false		          23   mean that the Company gets transferred to Mountain				false

		621						LN		23		24		false		          24   Regional.  There's actually a lot of work that has				false

		622						LN		23		25		false		          25   to be done after the annexation is approved in order				false

		623						PG		24		0		false		page 24				false

		624						LN		24		1		false		           1   for -- because Mountain Regional will not take the				false

		625						LN		24		2		false		           2   Company until they perfect the loan with the State				false

		626						LN		24		3		false		           3   and they know that they have the money to repair the				false

		627						LN		24		4		false		           4   system, so that could actually take several months				false

		628						LN		24		5		false		           5   longer and it's very possible that the Company				false

		629						LN		24		6		false		           6   wouldn't actually affect a transfer post-annexation				false

		630						LN		24		7		false		           7   until sometime this fall.  So we still have an				false

		631						LN		24		8		false		           8   operating period that we need to go through.  Our				false

		632						LN		24		9		false		           9   intent and desire and communications with Mountain				false

		633						LN		24		10		false		          10   Regional is to affect that transfer as quickly as				false

		634						LN		24		11		false		          11   possible, but there's still a process that follows				false

		635						LN		24		12		false		          12   even the approval of the annexation in order to				false

		636						LN		24		13		false		          13   affect a transfer to Mountain Regional.				false

		637						LN		24		14		false		          14        Q    And if I understand it, during that period				false

		638						LN		24		15		false		          15   of time from approval of the annexation to the				false

		639						LN		24		16		false		          16   transfer actually occurring, would Community Water				false

		640						LN		24		17		false		          17   still be billing the users and collecting the				false

		641						LN		24		18		false		          18   monies?				false

		642						LN		24		19		false		          19        A    Yes, that's correct.				false

		643						LN		24		20		false		          20        Q    And right now, do you know, with respect				false

		644						LN		24		21		false		          21   to my clients, Plat B and D, that they would				false

		645						LN		24		22		false		          22   individually be charged 130th of the irrigation				false

		646						LN		24		23		false		          23   charge each month?				false

		647						LN		24		24		false		          24        A    Whatever the approved billing system is				false

		648						LN		24		25		false		          25   currently.				false

		649						PG		25		0		false		page 25				false

		650						LN		25		1		false		           1        Q    You're not familiar with exactly how that				false

		651						LN		25		2		false		           2   works?				false

		652						LN		25		3		false		           3        A    No.				false

		653						LN		25		4		false		           4                  MR. SAVAGE:  Nothing further.				false

		654						LN		25		5		false		           5                  OFFICER HAMMER:  Thank you,				false

		655						LN		25		6		false		           6   Mr. White.  I'm assuming you didn't have any				false

		656						LN		25		7		false		           7   redirect, Mr. Atwater?				false

		657						LN		25		8		false		           8                  MR. ATWATER:  No, sir.				false

		658						LN		25		9		false		           9                  OFFICER HAMMER:  Ms. Schmid.				false

		659						LN		25		10		false		          10                  MS. SCHMID:  The Division would				false

		660						LN		25		11		false		          11   request a ten-minute recess, if we may.  We've				false

		661						LN		25		12		false		          12   received some new information and we'd like to				false

		662						LN		25		13		false		          13   discuss it amongst ourselves.				false

		663						LN		25		14		false		          14                  OFFICER HAMMER:  Any objection?				false

		664						LN		25		15		false		          15                  MR. ATWATER:  No objection.				false

		665						LN		25		16		false		          16                  OFFICER HAMMER:  We will be in recess				false

		666						LN		25		17		false		          17   until the quarter of the hour.  Thank you.				false

		667						LN		25		18		false		          18                  (A brief recess was taken.)				false

		668						LN		25		19		false		          19                  OFFICER HAMMER:  Ms. Schmid.				false

		669						LN		25		20		false		          20                  MS. SCHMID:  Thank you.  The Division				false

		670						LN		25		21		false		          21   would like call its first witness,				false

		671						LN		25		22		false		          22   Mr. William Duncan.  May he please be sworn?				false

		672						LN		25		23		false		          23                     WILLIAM DUNCAN,				false

		673						LN		25		24		false		          24   having been first duly sworn to tell the truth, was				false

		674						LN		25		25		false		          25            examined and testified as follows:				false

		675						PG		26		0		false		page 26				false

		676						LN		26		1		false		           1   BY MS. SCHMID:				false

		677						LN		26		2		false		           2        Q    Good morning.				false

		678						LN		26		3		false		           3        A    Good morning.				false

		679						LN		26		4		false		           4        Q    Please state your name, employer, and				false

		680						LN		26		5		false		           5   business address for the record.				false

		681						LN		26		6		false		           6        A    My name is William Duncan.  I'm a manager				false

		682						LN		26		7		false		           7   of the telecom water section of the Utah Division of				false

		683						LN		26		8		false		           8   Public Utilities, 160 East 300 South, Salt Lake				false

		684						LN		26		9		false		           9   City.				false

		685						LN		26		10		false		          10        Q    In connection with your employment at the				false

		686						LN		26		11		false		          11   Division, have you participated on behalf of the				false

		687						LN		26		12		false		          12   Division in this docket?				false

		688						LN		26		13		false		          13        A    Yes.				false

		689						LN		26		14		false		          14        Q    Were you here earlier when you heard				false

		690						LN		26		15		false		          15   Mr. White say that the Company was not going to have				false

		691						LN		26		16		false		          16   a contract with Summit Water for what I'll call the				false

		692						LN		26		17		false		          17   extra service, but intended to have a contract with				false

		693						LN		26		18		false		          18   Mountain Regional for a standby service that would				false

		694						LN		26		19		false		          19   provide necessary fire and emergency services?				false

		695						LN		26		20		false		          20        A    Yes.				false

		696						LN		26		21		false		          21        Q    Is today the first time that you have				false

		697						LN		26		22		false		          22   heard of that change?				false

		698						LN		26		23		false		          23        A    Yes.				false

		699						LN		26		24		false		          24        Q    Were the rates in your testimony based				false

		700						LN		26		25		false		          25   upon the represented contract with Summit Water?				false

		701						PG		27		0		false		page 27				false

		702						LN		27		1		false		           1        A    Yes.				false

		703						LN		27		2		false		           2        Q    Could you explain how the contract from				false

		704						LN		27		3		false		           3   Summit Water was reflected in the rates that are				false

		705						LN		27		4		false		           4   present in your testimony?				false

		706						LN		27		5		false		           5        A    Yes.  Our testimony was based on				false

		707						LN		27		6		false		           6   information we received primarily in Community				false

		708						LN		27		7		false		           7   Water's supplemental direct testimony.  And on the				false

		709						LN		27		8		false		           8   back page of that, it describes a contract or a				false

		710						LN		27		9		false		           9   means by which they were going to procure water from				false

		711						LN		27		10		false		          10   Summit Water, and it talks about a contract with				false

		712						LN		27		11		false		          11   them and we took that into account.  In their direct				false

		713						LN		27		12		false		          12   testimony, their supplemental direct testimony, they				false

		714						LN		27		13		false		          13   included $18,000 of fixed costs for that.  That was				false

		715						LN		27		14		false		          14   an estimation about the amount of water they thought				false

		716						LN		27		15		false		          15   they would use and we thought it should be moved to				false

		717						LN		27		16		false		          16   a usage-based rate, and so we removed some of that				false

		718						LN		27		17		false		          17   because they have a $4,000 fixed cost and $14,000				false

		719						LN		27		18		false		          18   was their estimation of the amount of water they				false

		720						LN		27		19		false		          19   would use.  So we moved up to a usage-based rate				false

		721						LN		27		20		false		          20   which would just reimburse Summit Water at the exact				false

		722						LN		27		21		false		          21   amount they would have to buy it, which was $5.30				false

		723						LN		27		22		false		          22   per thousand gallons.				false

		724						LN		27		23		false		          23        Q    Would reimburse Community Water for the				false

		725						LN		27		24		false		          24   amount they had to buy the water from Summit?				false

		726						LN		27		25		false		          25        A    It would reimburse Summit for the amount				false

		727						PG		28		0		false		page 28				false

		728						LN		28		1		false		           1   of water that Community Water bought, so we built				false

		729						LN		28		2		false		           2   that into our rate recommendation as a charge to the				false

		730						LN		28		3		false		           3   customer at the exact cost that they would have to				false

		731						LN		28		4		false		           4   pay Summit Water, that Community Water would have to				false

		732						LN		28		5		false		           5   pay Summit Water.				false

		733						LN		28		6		false		           6        Q    Given today's testimony about the change				false

		734						LN		28		7		false		           7   from Summit Water to the Mountain Regional standby				false

		735						LN		28		8		false		           8   contract, what does the Division recommend?				false

		736						LN		28		9		false		           9        A    The Division is reluctant to change its				false

		737						LN		28		10		false		          10   recommendation at this point.  We feel like the				false

		738						LN		28		11		false		          11   evidence that we have received just this morning				false

		739						LN		28		12		false		          12   would require some time to analyze, and we're not				false

		740						LN		28		13		false		          13   prepared to do that at the hearing.				false

		741						LN		28		14		false		          14        Q    And is it your belief that that is the				false

		742						LN		28		15		false		          15   position of the Division, from a policy perspective?				false

		743						LN		28		16		false		          16        A    Yes.				false

		744						LN		28		17		false		          17        Q    Is it also -- let's stop there for a				false

		745						LN		28		18		false		          18   moment.  There were a couple of other items that				false

		746						LN		28		19		false		          19   Community Water mentioned it wanted clarification on				false

		747						LN		28		20		false		          20   when it said that it accepted in large part the				false

		748						LN		28		21		false		          21   Division's rates.  The first question is -- I have				false

		749						LN		28		22		false		          22   it here -- can be boiled down to, how do the rates				false

		750						LN		28		23		false		          23   change from the rates in the first column on page 15				false

		751						LN		28		24		false		          24   of your direct testimony submitted February 13th,				false

		752						LN		28		25		false		          25   that first column is, "During construction of the				false

		753						PG		29		0		false		page 29				false

		754						LN		29		1		false		           1   replacement tank," second column is, "At completion				false

		755						LN		29		2		false		           2   of the replacement tank (Phase 1)," and the third				false

		756						LN		29		3		false		           3   column is, "At completion of remaining				false

		757						LN		29		4		false		           4   infrastructure construction (Phase 2)."  Could you				false

		758						LN		29		5		false		           5   explain the process through which rates would				false

		759						LN		29		6		false		           6   change?  And let's assume for purposes of my				false

		760						LN		29		7		false		           7   hypothetical, that the Commission orders the rates				false

		761						LN		29		8		false		           8   that are in your first column entitled, "During				false

		762						LN		29		9		false		           9   construction of the replacement tank."				false

		763						LN		29		10		false		          10        A    Yes.  That first column represents the				false

		764						LN		29		11		false		          11   Division's recommendation on what the rates should				false

		765						LN		29		12		false		          12   be to recover all of the costs Community Water has				false

		766						LN		29		13		false		          13   in their current situation, all the operation and				false

		767						LN		29		14		false		          14   maintenance costs as they exist right now, and that				false

		768						LN		29		15		false		          15   those rates should be approved, you know, fairly				false

		769						LN		29		16		false		          16   soon, and Community Water could implement those.				false

		770						LN		29		17		false		          17             And then I don't know how long the				false

		771						LN		29		18		false		          18   construction of the tank is going to take.  You				false

		772						LN		29		19		false		          19   know, we've heard for, like, six months it may be				false

		773						LN		29		20		false		          20   ready in the fall.  At the completion of that tank,				false

		774						LN		29		21		false		          21   when the tank is placed into public service,				false

		775						LN		29		22		false		          22   Community Water would notify the Commission and say				false

		776						LN		29		23		false		          23   that the tank is now complete, it's in public				false

		777						LN		29		24		false		          24   service, it's useful, and at that point, the				false

		778						LN		29		25		false		          25   rates -- they would have the ability to raise those				false

		779						PG		30		0		false		page 30				false

		780						LN		30		1		false		           1   rates to the $67.29.				false

		781						LN		30		2		false		           2        Q    I have just a couple of clarification				false

		782						LN		30		3		false		           3   questions on that.  So do you envision that				false

		783						LN		30		4		false		           4   Community Water would file an affidavit with the				false

		784						LN		30		5		false		           5   Commission indicating that the tank had been				false

		785						LN		30		6		false		           6   completed, that it had been placed in public utility				false

		786						LN		30		7		false		           7   service, and that it was used and useful?				false

		787						LN		30		8		false		           8        A    Yes.				false

		788						LN		30		9		false		           9        Q    And then do you envision that after the				false

		789						LN		30		10		false		          10   Commission received that affidavit and reviewed it,				false

		790						LN		30		11		false		          11   the Commission would issue an order moving to the				false

		791						LN		30		12		false		          12   Phase 1 rates?				false

		792						LN		30		13		false		          13        A    Yes.  That would be a good process.				false

		793						LN		30		14		false		          14        Q    Okay.  And then do you anticipate that the				false

		794						LN		30		15		false		          15   same sort of process would be used to move from the				false
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		1047						LN		40		8		false		           8   isn't my problem, whether it's a standby fee of				false

		1048						LN		40		9		false		           9   $4,000 or $15,000, I understand that.  My problem is				false

		1049						LN		40		10		false		          10   that if we are collecting $5.30 a gallon, and --				false

		1050						LN		40		11		false		          11                  MS. SCHMID:  Objection.  Is Counsel				false

		1051						LN		40		12		false		          12   testifying?				false

		1052						LN		40		13		false		          13                  OFFICER HAMMER:  I think he's giving				false

		1053						LN		40		14		false		          14   context to his question.				false

		1054						LN		40		15		false		          15                  MR. SAVAGE:  This is heading towards				false

		1055						LN		40		16		false		          16   a question.				false

		1056						LN		40		17		false		          17   BY MR. SAVAGE:				false

		1057						LN		40		18		false		          18        Q    Okay.  I'll start with a question if that				false

		1058						LN		40		19		false		          19   helps Counsel better.  If we look on page 15 of your				false

		1059						LN		40		20		false		          20   testimony, the table.				false

		1060						LN		40		21		false		          21        A    Yes.				false

		1061						LN		40		22		false		          22        Q    That first column says, "During				false

		1062						LN		40		23		false		          23   construction of the replacement tank."				false

		1063						LN		40		24		false		          24        A    Yes.				false

		1064						LN		40		25		false		          25        Q    And I believe you testified just a minute				false

		1065						PG		41		0		false		page 41				false

		1066						LN		41		1		false		           1   ago that it's contemplated that that's an indefinite				false

		1067						LN		41		2		false		           2   period until Community Water tells you the tank is				false

		1068						LN		41		3		false		           3   complete?				false

		1069						LN		41		4		false		           4        A    Yes.				false

		1070						LN		41		5		false		           5        Q    Yet, you've heard today that that tank may				false

		1071						LN		41		6		false		           6   never be built?				false

		1072						LN		41		7		false		           7        A    I've heard that, as I understand it, if				false

		1073						LN		41		8		false		           8   the Company is annexed by Mountain Regional.				false

		1074						LN		41		9		false		           9        Q    Correct.				false

		1075						LN		41		10		false		          10        A    So my clarification would be that that				false

		1076						LN		41		11		false		          11   would be during whatever time that they have to buy				false

		1077						LN		41		12		false		          12   supplemental water from Summit Water.				false

		1078						LN		41		13		false		          13        Q    Okay.  Or Mountain Regional through the				false

		1079						LN		41		14		false		          14   interconnect, or you just didn't consider that?				false

		1080						LN		41		15		false		          15        A    I didn't consider Mountain Regional				false

		1081						LN		41		16		false		          16   because I don't know what the rates would be for				false

		1082						LN		41		17		false		          17   Mountain Regional.  So I can't build that into my				false

		1083						LN		41		18		false		          18   rate recommendation at this point.				false

		1084						LN		41		19		false		          19        Q    And that's getting to the concern I was				false

		1085						LN		41		20		false		          20   trying to develop with Mr. White.  And that is, so				false

		1086						LN		41		21		false		          21   if, hypothetically, the water from -- the				false

		1087						LN		41		22		false		          22   interconnect was complete --				false

		1088						LN		41		23		false		          23        A    The interconnect with Mountain Regional?				false

		1089						LN		41		24		false		          24        Q    Yes, Mountain Regional.  Hypothetically,				false

		1090						LN		41		25		false		          25   that's completed and there's never a fire or a				false
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		1092						LN		42		1		false		           1   catastrophic event, there's no use of water from				false

		1093						LN		42		2		false		           2   Mountain Regional during this interim period.  Are				false

		1094						LN		42		3		false		           3   you with me on that hypothetical?				false

		1095						LN		42		4		false		           4        A    Yes.				false

		1096						LN		42		5		false		           5        Q    What was the intent of the Division if				false

		1097						LN		42		6		false		           6   there was an overage of payment by the users who are				false

		1098						LN		42		7		false		           7   paying the $5.30 a thousand gallons for that water				false

		1099						LN		42		8		false		           8   for irrigation?				false

		1100						LN		42		9		false		           9        A    The intent of the Division was that the				false

		1101						LN		42		10		false		          10   $5.30 would simply reimburse Summit Water for the				false

		1102						LN		42		11		false		          11   exact amount of water they bought.				false

		1103						LN		42		12		false		          12        Q    Did the Division ever intend that if there				false

		1104						LN		42		13		false		          13   was an overage it would go to the owners of				false

		1105						LN		42		14		false		          14   Community Water?				false

		1106						LN		42		15		false		          15        A    No.				false

		1107						LN		42		16		false		          16        Q    I'm curious on the Phase 1 and Phase 2				false

		1108						LN		42		17		false		          17   numbers, when we get to about 48,000 gallons, you go				false

		1109						LN		42		18		false		          18   to $11.20 per thousand gallon.  Why such a big				false

		1110						LN		42		19		false		          19   increase there?				false

		1111						LN		42		20		false		          20        A    The Division has, for several years,				false

		1112						LN		42		21		false		          21   advocated rates that promote water conservation and				false

		1113						LN		42		22		false		          22   we do that by -- on our usage charges normally				false

		1114						LN		42		23		false		          23   doubling on the tiers.  And that's just simply to				false

		1115						LN		42		24		false		          24   incent people to conserve water.				false

		1116						LN		42		25		false		          25        Q    Okay.  And that's the basic reason why				false

		1117						PG		43		0		false		page 43				false

		1118						LN		43		1		false		           1   that jump is so high there?				false

		1119						LN		43		2		false		           2        A    Yes.				false

		1120						LN		43		3		false		           3        Q    $5.60 a gallon?  Per thousand gallon?				false

		1121						LN		43		4		false		           4        A    Yes.				false

		1122						LN		43		5		false		           5        Q    Did you look at any of the usage, as to				false

		1123						LN		43		6		false		           6   how much lawn Plat B and D has to irrigate and what				false

		1124						LN		43		7		false		           7   it would cost it to change that to xeriscaping?				false

		1125						LN		43		8		false		           8        A    I did not.				false

		1126						LN		43		9		false		           9        Q    Did you even look at what that would cost				false

		1127						LN		43		10		false		          10   Plat B and D monthly if we were to pay $11.20?				false

		1128						LN		43		11		false		          11        A    No, because I don't have good usage				false

		1129						LN		43		12		false		          12   numbers.				false

		1130						LN		43		13		false		          13        Q    Okay.  It was just using what the Division				false

		1131						LN		43		14		false		          14   had done before to try and conserve water, double				false

		1132						LN		43		15		false		          15   the amount?				false

		1133						LN		43		16		false		          16        A    Correct.				false

		1134						LN		43		17		false		          17                  MR. SAVAGE:  That's all I have.				false

		1135						LN		43		18		false		          18   Thank you, sir.				false

		1136						LN		43		19		false		          19                  OFFICER HAMMER:  Ms. Schmid, any				false

		1137						LN		43		20		false		          20   redirect?				false

		1138						LN		43		21		false		          21                  MS. SCHMID:  One moment, please.				false

		1139						LN		43		22		false		          22   BY MS. SCHMID:				false

		1140						LN		43		23		false		          23        Q    Just a couple of questions.  Mr. Duncan,				false

		1141						LN		43		24		false		          24   is it your understanding that if Community Water				false

		1142						LN		43		25		false		          25   Company is annexed into Mountain Regional, that				false
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		1144						LN		44		1		false		           1   Mountain Regional will establish the rates once that				false

		1145						LN		44		2		false		           2   transaction has been recognized by the Commission				false

		1146						LN		44		3		false		           3   through revocation of Community Water CPCN?				false

		1147						LN		44		4		false		           4        A    Yes.				false

		1148						LN		44		5		false		           5                  MS. SCHMID:  Those are all my				false

		1149						LN		44		6		false		           6   questions.  Thank you.				false

		1150						LN		44		7		false		           7                  OFFICER HAMMER:  Thank you,				false

		1151						LN		44		8		false		           8   Mr. Duncan.  Ms. Schmid, do you have another				false

		1152						LN		44		9		false		           9   witness?				false

		1153						LN		44		10		false		          10                  MS. SCHMID:  I do.  I have two more.				false

		1154						LN		44		11		false		          11   The Division would like to call Mr. Casey Coleman as				false

		1155						LN		44		12		false		          12   its second witness.				false

		1156						LN		44		13		false		          13                    CASEY J. COLEMAN,				false

		1157						LN		44		14		false		          14   having been first duly sworn to tell the truth, was				false

		1158						LN		44		15		false		          15            examined and testified as follows:				false

		1159						LN		44		16		false		          16   BY MS. SCHMID:				false

		1160						LN		44		17		false		          17        Q    Good morning.				false

		1161						LN		44		18		false		          18        A    Good morning.				false

		1162						LN		44		19		false		          19        Q    Please state your name, employer, and				false

		1163						LN		44		20		false		          20   business address for the record.				false

		1164						LN		44		21		false		          21        A    My name is Casey J. Coleman.  I work for				false

		1165						LN		44		22		false		          22   the Division of Public Utilities as a utility				false

		1166						LN		44		23		false		          23   technical consultant, and the address is the same as				false

		1167						LN		44		24		false		          24   what Mr. Duncan gave earlier.				false

		1168						LN		44		25		false		          25        Q    In connection with your employment by the				false

		1169						PG		45		0		false		page 45				false

		1170						LN		45		1		false		           1   Division, have you participated on behalf of the				false

		1171						LN		45		2		false		           2   Division in this docket?				false

		1172						LN		45		3		false		           3        A    Yes.				false

		1173						LN		45		4		false		           4        Q    Did you prepare and cause to be filed what				false

		1174						LN		45		5		false		           5   I will call the cost of capital testimony, also				false

		1175						LN		45		6		false		           6   known as DPU Exhibit No. 3.0 Direct, your prefiled				false

		1176						LN		45		7		false		           7   direct testimony with Exhibits 3.1 through 3.5 and				false

		1177						LN		45		8		false		           8   3.6?				false

		1178						LN		45		9		false		           9        A    Yes.				false

		1179						LN		45		10		false		          10        Q    Do you have any changes or corrections to				false

		1180						LN		45		11		false		          11   that testimony?				false

		1181						LN		45		12		false		          12        A    No.				false

		1182						LN		45		13		false		          13                  MS. SCHMID:  The Division would like				false

		1183						LN		45		14		false		          14   to move for the admission of the testimony of				false

		1184						LN		45		15		false		          15   Mr. Coleman.				false

		1185						LN		45		16		false		          16                  OFFICER HAMMER:  It's admitted.				false

		1186						LN		45		17		false		          17   BY MS. SCHMID:				false

		1187						LN		45		18		false		          18        Q    Mr. Coleman, do you have a brief summary				false

		1188						LN		45		19		false		          19   you'd like to give today?				false

		1189						LN		45		20		false		          20        A    Sure.  As indicated in my testimony there,				false

		1190						LN		45		21		false		          21   I went through and looked at what would be some				false

		1191						LN		45		22		false		          22   reasonable cost of capital, and then also looking at				false

		1192						LN		45		23		false		          23   a hypothetical capital structure for a water utility				false

		1193						LN		45		24		false		          24   company.  Our recommendation was that the Commission				false
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		1196						LN		46		1		false		           1   situation to have an overall rate of return of				false

		1197						LN		46		2		false		           2   7.15 percent, and that includes a 10.22 percent cost				false

		1198						LN		46		3		false		           3   of common equity using the hypothetical capital				false

		1199						LN		46		4		false		           4   structure which I discussed in more detail in my				false

		1200						LN		46		5		false		           5   testimony.  And we believe at this time, using that				false

		1201						LN		46		6		false		           6   as the foundation and with what Mr. Duncan had				false

		1202						LN		46		7		false		           7   talked about before, that that provides just and				false

		1203						LN		46		8		false		           8   reasonable rates for this proceeding.				false

		1204						LN		46		9		false		           9        Q    Thank you.				false

		1205						LN		46		10		false		          10                  MS. SCHMID:  Thank you.  Mr. Coleman				false

		1206						LN		46		11		false		          11   is now available for questions and questions from				false

		1207						LN		46		12		false		          12   the hearing officer.				false

		1208						LN		46		13		false		          13                  OFFICER HAMMER:  Mr. Atwater?				false

		1209						LN		46		14		false		          14                  MR. ATWATER:  The applicant has no				false

		1210						LN		46		15		false		          15   questions, just to say that it has reviewed the				false

		1211						LN		46		16		false		          16   testimony and believes that it fairly and adequately				false

		1212						LN		46		17		false		          17   states what would be reasonable in this context.				false

		1213						LN		46		18		false		          18                  OFFICER HAMMER:  Mr. Savage?				false

		1214						LN		46		19		false		          19                  MR. SAVAGE:  I have no questions.				false

		1215						LN		46		20		false		          20                  OFFICER HAMMER:  And neither do I.				false

		1216						LN		46		21		false		          21   Thank you, Mr. Coleman.				false

		1217						LN		46		22		false		          22                  MS. SCHMID:  The Division would like				false

		1218						LN		46		23		false		          23   to call its third and final witness, Mr. Gary Smith.				false
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		1222						LN		47		1		false		           1            examined and testified as follows:				false
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		1224						LN		47		3		false		           3        Q    Good morning.				false

		1225						LN		47		4		false		           4        A    Good morning.				false

		1226						LN		47		5		false		           5        Q    The first question is easy to anticipate.				false

		1227						LN		47		6		false		           6   Could you please state your name, position,				false

		1228						LN		47		7		false		           7   employer, and business address for the record?				false

		1229						LN		47		8		false		           8        A    I will.  I'm Gary Smith.  I'm employed as				false

		1230						LN		47		9		false		           9   a utility analyst for the State of Utah Division of				false

		1231						LN		47		10		false		          10   Public Utilities.  My business address is 160 East				false

		1232						LN		47		11		false		          11   300 South in Salt Lake City.				false

		1233						LN		47		12		false		          12        Q    In connection with your employment by the				false
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		1235						LN		47		14		false		          14        A    I have.				false

		1236						LN		47		15		false		          15        Q    Did you prepare and cause to be filed what				false

		1237						LN		47		16		false		          16   is marked as DPU Exhibit Number 2.0 and filed				false

		1238						LN		47		17		false		          17   February 13, 2018?  This exhibit contains a number				false

		1239						LN		47		18		false		          18   of exhibits ranging from 2.1 through 2.12; is that				false

		1240						LN		47		19		false		          19   correct?				false

		1241						LN		47		20		false		          20        A    Yes.  That is correct.				false

		1242						LN		47		21		false		          21        Q    In these -- do you have any changes or				false

		1243						LN		47		22		false		          22   corrections to your testimony?				false

		1244						LN		47		23		false		          23        A    No, I do not.				false

		1245						LN		47		24		false		          24                  MS. SCHMID:  With that, the Division				false

		1246						LN		47		25		false		          25   would like to move for the admission of DPU Exhibit				false
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		1248						LN		48		1		false		           1   No. 2.0 and its accompanying exhibits.				false

		1249						LN		48		2		false		           2                  MR. SAVAGE:  No objection.				false

		1250						LN		48		3		false		           3                  OFFICER HAMMER:  It's admitted.				false

		1251						LN		48		4		false		           4   BY MS. SCHMID:				false

		1252						LN		48		5		false		           5        Q    Mr. Smith, do you have a brief summary to				false
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		1256						LN		48		9		false		           9        A    The Division, in an effort to evaluate the				false

		1257						LN		48		10		false		          10   Company's request for a rate increase, conducted a				false

		1258						LN		48		11		false		          11   focused on-site review of the Company's records on				false

		1259						LN		48		12		false		          12   September 25, 2017, and filed three data requests on				false

		1260						LN		48		13		false		          13   October 4, 2017, November 20, 2017, and December 12,				false

		1261						LN		48		14		false		          14   2017.				false

		1262						LN		48		15		false		          15             I have reviewed, analyzed, and evaluated				false

		1263						LN		48		16		false		          16   the operations and maintenance expenses received				false

		1264						LN		48		17		false		          17   from the Company through this process of discovery.				false

		1265						LN		48		18		false		          18   My review also utilized information provided by the				false

		1266						LN		48		19		false		          19   Company in their September 14, 2017, application and				false

		1267						LN		48		20		false		          20   the November 13, 2017, supplemental direct				false

		1268						LN		48		21		false		          21   testimony.  I also reviewed annual reports in past				false

		1269						LN		48		22		false		          22   rate cases.  Since the October 19, 2017, interim				false
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		1274						LN		49		1		false		           1   including the termination of the 2004 water service				false

		1275						LN		49		2		false		           2   agreement with Summit Water Distribution Company.				false

		1276						LN		49		3		false		           3             These increases and changes in the				false

		1277						LN		49		4		false		           4   Company's cost of service were considered in				false

		1278						LN		49		5		false		           5   establishing the Company's revenue requirement, and				false

		1279						LN		49		6		false		           6   would provide just and reasonable rates as detailed				false

		1280						LN		49		7		false		           7   in my direct testimony, dated February 13, 2018.				false

		1281						LN		49		8		false		           8        Q    Do the numbers in Exhibit 2.0 reflect the				false

		1282						LN		49		9		false		           9   Summit Water contract that the Company talked about				false

		1283						LN		49		10		false		          10   or introduced in its November testimony?				false

		1284						LN		49		11		false		          11        A    In November, their supplemental direct				false

		1285						LN		49		12		false		          12   testimony advised of the termination of that				false

		1286						LN		49		13		false		          13   contract with a month-to-month replacement of that,				false

		1287						LN		49		14		false		          14   which increased their costs significantly over that.				false

		1288						LN		49		15		false		          15                  MS. SCHMID:  Those are all my				false

		1289						LN		49		16		false		          16   questions.  Mr. Smith is now available for				false

		1290						LN		49		17		false		          17   questioning.				false

		1291						LN		49		18		false		          18                  OFFICER HAMMER:  Mr. Atwater?				false

		1292						LN		49		19		false		          19   BY MR. ATWATER:				false

		1293						LN		49		20		false		          20        Q    Thank you.  How are you?				false

		1294						LN		49		21		false		          21        A    Good, thank you.				false

		1295						LN		49		22		false		          22        Q    Good.  I don't have any questions for you				false

		1296						LN		49		23		false		          23   today, unlike the interim hearing.  I do want to,				false
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           1                         PROCEEDINGS



           2                  OFFICER HAMMER:  Good morning,



           3   everyone.  This is the time and place noticed for



           4   the hearing in the Application of Community Water



           5   Company for Approval of General Rate Increase and



           6   Special Charge for Major Plant Upgrade/Repair.



           7   That's Commission Docket No. 17-098-01.  My name is



           8   Michael Hammer and I'm the Commission's designated



           9   presiding officer for this hearing.  Let's take



          10   appearances, please.



          11                  MR. ATWATER:  Good morning,



          12   Your Honor.  Justin Atwater appearing on behalf of



          13   the applicant, Community Water Company.



          14                  MS. SCHMID:  Patricia E. Schmid with



          15   the Utah Attorney General's Office, representing the



          16   Utah Division of Public Utilities.  With me as the



          17   Division's witnesses today are Mr. William Duncan,



          18   Mr. Casey Coleman, and Mr. Gary Smith.



          19                  OFFICER HAMMER:  Thank you,



          20   Ms. Schmid.



          21                  MR. SAVAGE:  Scott Savage.  I'm an



          22   intervenor, and I'm appearing on behalf of Park West



          23   Village Plat B and D.



          24                  OFFICER HAMMER:  Mr. Savage, do you



          25   know if any of the other intervenors plan to attend
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           1   today?



           2                  MR. SAVAGE:  No.  I did receive a



           3   telephone call from Terry Lange, and he was going to



           4   try to appear by telephone, but they said that's not



           5   possible this morning.  So I think he is going to



           6   call in and listen in but not be able to



           7   participate.



           8                  OFFICER HAMMER:  Thank you.



           9   Mr. Atwater, we'll begin with you.



          10                  MR. ATWATER:  Thank you, and good



          11   morning.  I want to first start out by thanking the



          12   Division of Public Utilities for their efforts and



          13   work over the course of the last few months since



          14   the interim hearing.  They've been extremely



          15   accommodating and helpful in understanding the



          16   process for this hearing, as well as understanding



          17   the methods and methodologies used for their



          18   recommendation in preparing the rate case.



          19                  We know that in the interim hearing,



          20   we took, kind of, our approach, which is very much a



          21   businesslike, economic approach to viewing things



          22   and may have complicated the process unduly.  That



          23   said, we still don't completely understand the



          24   methods that the DPU uses.  But at the end of the



          25   day, we think their recommendation is consistent
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           1   with what we were hoping for for the final rates for



           2   the Company with this rate case hearing.



           3                  There are a few things in the



           4   recommendation that we would like to discuss but in



           5   large part, we, as the applicant, as the Company, we



           6   would like to accept and adopt the Division of



           7   Public Utilities' recommendation as the rate for the



           8   Company going forward and the desired result for



           9   this hearing.



          10                  The two items that we did want to



          11   just really have clarification from them -- and I



          12   think we'll get probably get them when they provide



          13   their testimony -- is the concept of two tiers,



          14   first tier being based off -- when I say "tiers," I



          15   don't mean water rate tiers, I mean tiers of



          16   ratcheting up -- the first is based upon the



          17   building of the tank and some equipment.  And then



          18   the second is based upon full build-out of the



          19   system.  And the first clarification we'd be seeking



          20   is, what triggers the ability of the Company to be



          21   in that second category?  Mainly, the first category



          22   just deals with two specific improvements, and we



          23   understand once those are complete it would be easy



          24   to determine, but as the improvements are built in



          25   the full system, that may be a period of time that
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           1   may actually last a 12-month period to get the



           2   entire build-out out.  And so our question would be



           3   what do we do at month six after we've built half of



           4   the system, hypothetically, to understand a little



           5   bit about how the base rate would ratchet up based



           6   on the improvements being built.  So that's



           7   clarification number one.



           8                  And then the second clarification



           9   would be, we've -- one of the main concerns of our



          10   customers has always been to have the ability to



          11   irrigate in this upcoming season.  And given that we



          12   did not have the interim rates, we were not able to



          13   build a tank.  But in the interim, we've been



          14   working on two separate options for us.  One, we've



          15   been working with Summit Water to have an agreement



          16   to allow for emergency supply or a supply of water



          17   if we did not have sufficient in our system to



          18   provide irrigation.  And second, we've been working



          19   with Mountain Regional's special service district on



          20   an interconnect agreement that would provide for the



          21   necessary fire flow backup that would allow us to



          22   use our own water for irrigation.  And both of those



          23   are viable options, and both of those are options we



          24   plan to pursue.  And they provide the opportunity in



          25   the short term, as well as in the interim or

�                                                                           8











           1   midterm, if we do have to build the tank.



           2                  The clarifying question we have in



           3   the recommendation is, the rate that's suggested has



           4   basically a -- after 6,000 gallons, there's a large



           5   charge for the next thousand gallons.  And our



           6   question there is, was the suggested amount based



           7   upon the actual rate that we would be charged by



           8   either of those providers, or was it a fixed amount



           9   based upon some other calculation?  Our preference



          10   would be that it would be a pass-on charge for



          11   whatever amount we're charged by either of those



          12   providers for those gallons, that the customer would



          13   simply pay that exact amount, which we think is the



          14   most equitable approach.  While it may be difficult



          15   right now to know that exact dollar amount, we think



          16   that's what we would prefer.  If not, we're fine



          17   with the recommendation, so long as it would be



          18   consistent with some formula that would allow us to



          19   be consistent with what they're charging.



          20                  OFFICER HAMMER:  Thank you.  Before



          21   we go to Ms. Schmid, Mr. Savage, let me just ask



          22   you, are you in agreement with the Division of



          23   Public Utilities' proposal or do you contest it?



          24                  MR. SAVAGE:  I'm in agreement with



          25   them except for the second point that Mr. Atwater
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           1   just pointed out, and I have the same concern.  If



           2   it is a pass-through to my clients, the customers,



           3   then I have no problem.  If we are getting billed



           4   more than what Community Water is paying to either



           5   Summit or Mountain Regional, then what happens to



           6   that extra money?  Will that be refunded to the



           7   customers in the event the Mountain Regional



           8   annexation goes through?  It should not be a



           9   windfall to Community Water at the expense of the



          10   customers, so I would want accounting for any



          11   overages on what's being paid and that money



          12   refunded if the Mountain Regional goes through.



          13   Obviously, if the Mountain Regional does not go



          14   through, I can see the Company retaining that money



          15   as a reserve for future contingencies.  But if the



          16   Mountain Regional annexation goes through, it's



          17   just a pot of money that's sitting there that should



          18   be refunded to the customer.



          19                  OFFICER HAMMER:  And, Mr. Atwater,



          20   you did not want to call any witnesses, then?



          21                  MR. ATWATER:  We did not.



          22                  OFFICER HAMMER:  Ms. Schmid.



          23                  MS. SCHMID:  I have questions for



          24   Mr. Atwater's witnesses, and I believe I should be



          25   afforded the opportunity to ask them.  Also, as he's
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           1   not calling witnesses, the testimony of Mr. White



           2   would not be admissible as a cross-examined witness



           3   testimony, so it would receive a different weight.



           4   So I'd just like some clarification.



           5                  And, finally, Mr. Atwater has



           6   proffered that the Company would accept the



           7   Division's rate schedule with a couple of clarifying



           8   questions needed, but I would prefer if I could have



           9   that on the record from a witness if he has one



          10   available.



          11                  OFFICER HAMMER:  Mr. Atwater?



          12                  MR. ATWATER:  Yeah, we're more than



          13   willing to call Mr. Larry White to the stand, if



          14   that's helpful.



          15                  MS. SCHMID:  That would be very



          16   helpful.  Thank you.



          17                  OFFICER HAMMER:  Well, we'll start



          18   with Mr. White, then.



          19                    LAWRENCE J. WHITE,



          20   having been first duly sworn to tell the truth, was



          21            examined and testified as follows:



          22                  THE WITNESS:  Good morning.



          23                  MS. SCHMID:  Good morning.  And I



          24   don't --



          25                  OFFICER HAMMER:  Let me just ask
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           1   Mr. Atwater if he has any preliminary questions for



           2   his witness?



           3                  MR. ATWATER:  No.



           4                  MS. SCHMID:  And I don't know if you



           5   recall, in order for your voice to be appropriately



           6   picked up, we need to have your microphone light on,



           7   which is the little green light.



           8                  THE WITNESS:  It's on.



           9   BY MS. SCHMID:



          10        Q    Mr. White, please state your name and



          11   employer.



          12        A    Lawrence J. White, ASC Utah, which is a



          13   TCFC finance company.



          14        Q    Have you participated in the discussions



          15   with Mountain States [sic}?



          16        A    Mountain Regional?  I have.



          17        Q    Okay.  Mountain Regional?



          18        A    I have.



          19        Q    Could you tell us the status of those



          20   discussions insofar as you can share that



          21   information publicly?



          22        A    Sure.  So we've had discussions with



          23   Mountain Regional and with the county council and



          24   the county attorney, that annexation agreement is



          25   done, the annexation process has begun with the
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           1   county council, and we've -- up to this point, we've



           2   actually had discussions and a design initiated by



           3   Mountain Regional for an interconnect so that



           4   Mountain Regional can connect to the Community Water



           5   system.  We're prepared to fund that in advance of



           6   the connection and in advance of the annexation



           7   actually being approved -- which won't happen until



           8   sometime in June -- in order to facilitate backup



           9   fire protection for the Community Water system,



          10   which doesn't exist today and was the reason we



          11   could not allow irrigation last summer.  That will



          12   allow us, then, to use our current reserve tank --



          13   225,000 gallons -- to be used both for water as well



          14   as for -- potentially for irrigation.



          15        Q    So in the process, has there been the



          16   required public hearing --



          17        A    There has been.



          18        Q    -- for the annexation?  And if I



          19   understand it correctly, is there a period of time



          20   in which comments can be submitted?



          21        A    Yes.  We're in that period now.



          22        Q    Do you have any idea when that comment



          23   period ends?



          24        A    I believe sometime in the beginning of



          25   June.
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           1        Q    You said that Community Water was going to



           2   fund certain improvements ahead of the annexation.



           3   Where is Community Water getting those funds?



           4        A    TCFC will fund -- Community Water



           5   obviously doesn't have the money to fund those, but



           6   TCFC will fund those costs.



           7        Q    Is there also a pending loan application



           8   for funds from the Division of Drinking Water?



           9        A    For TCFC -- or for Community Water?



          10        Q    Yes.



          11        A    There is, yes.



          12        Q    Where in the process is that?



          13        A    I'll let Justin answer that since he's



          14   been more involved in it.



          15                  MR. ATWATER:  So there are actually



          16   two applications, one from Community Water and one



          17   from Mountain Regional.  They are proceeding



          18   simultaneously.  The one for Community Water is



          19   currently in hold status pending the annexation



          20   process.  If the annexation is not completed, that



          21   loan is prepared to close.  It's been fully approved



          22   and ready for bids and design.  The Mountain



          23   Regional loan, the sister loan, is also at the same



          24   place.  It's -- assuming annexation is approved,



          25   will proceed to bid and close.
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           1                  MS. SCHMID:  Thank you.



           2   BY MS. SCHMID:



           3        Q    What happens to Community Water and what



           4   are Community Water's plans if the anticipated



           5   annexation does not go through?



           6        A    So the expectation is that we'll do the



           7   interconnect regardless, because that will provide



           8   the fire protection that we think that Community



           9   Water needs.  There's a cost to that so we have a



          10   standby fee, so we're going to actually have to pay



          11   Mountain Regional for the privilege of the standby



          12   that they'll provide for us for fire protection.



          13             If the annexation does not go through, we



          14   would proceed with the design plans, the closing of



          15   the loan -- which we have applied for with the State



          16   through a federal grant and that entire process --



          17   and proceed with the loan closing, which would take



          18   place sometime, you know, this summer, early fall,



          19   which would then facilitate the improvements that



          20   are necessary to Community Water's system next



          21   summer.  I don't think it could close in time to



          22   actually produce the results this summer because the



          23   plans have to be completed, they have to be bid



          24   first -- I think there have to be three bids -- so



          25   the federal loan process that we've applied for is a
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           1   more complicated process than the state loan that



           2   Mountain Regional has applied for, so -- but our



           3   intent would be that we would go through that, close



           4   that loan, and complete the water system as



           5   originally intended prior to this option of



           6   annexation.



           7        Q    And if the annexation doesn't go through,



           8   am I correct in thinking that the tank wouldn't go



           9   in this year because of timing issues?



          10        A    That's likely.  Again, because it would



          11   have to be designed, triple bid, and the loan closed



          12   prior to actually being able to build the tank.



          13        Q    But as a stopgap measure, Community Water



          14   would have a contract with Mountain Regional to



          15   provide the necessary services?



          16        A    So the contract with Mountain Regional



          17   would be to provide standby fire protection, enough



          18   water for fire protection, so that we could use our



          19   existing -- the remaining tank to serve the



          20   Community Water customers without the fear of the



          21   tank going below the limit that the fire department



          22   requires for reserve.



          23        Q    Would the standby contract with Mountain



          24   Regional allow irrigation?



          25        A    We believe that it would allow the system
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           1   as it currently stands to provide irrigation water



           2   for Community Water customers because we would then



           3   have the standby from Mountain Regional for fire



           4   protection.



           5        Q    In your testimony, you talked about an



           6   irrigation program with, I assumed, various days for



           7   irrigation and things like that, or some plans to



           8   make sure that the water didn't drop below what is



           9   needed.  Would that be something Community Water



          10   would consider?



          11        A    Well, I think that the State has mandated



          12   certain water conservation measures which I know



          13   that other water companies have implemented.  We



          14   would certainly want to abide by the state



          15   guidelines in implementing a water conservation



          16   system, so we would also want to make sure that we



          17   were preserving the Community Water system as it



          18   currently is, in the state that it is and not



          19   overtax it, but we believe that there would be



          20   sufficient capacity -- at least within the reserve



          21   tank or the existing storage tank -- to be able to



          22   provide adequate irrigation services beginning



          23   around July 1st.



          24        Q    Did you hear Mr. Atwater say that -- and



          25   I'll paraphrase -- that Community Water accepts the
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           1   rates proposed by the Division but seeks a couple of



           2   clarifications?



           3        A    Yes.



           4        Q    Is that a fair characterization?



           5        A    It is.



           6        Q    And I believe that those clarifications



           7   involved triggering moving to a second tier or a



           8   second step rate, and then charges for the upcoming



           9   season for irrigation or, I guess, for standby



          10   water; is that correct?



          11        A    Correct.



          12                  MS. SCHMID:  Those are all my



          13   questions.  Thank you.



          14                  OFFICER HAMMER:  Mr. Atwater?



          15                  MR. ATWATER:  No questions.



          16                  OFFICER HAMMER:  Mr. Savage?



          17   BY MR. SAVAGE:



          18        Q    Mr. White, do I understand correctly that



          19   the interconnect is only designed to provide water



          20   availability in case of fire?



          21        A    Well, that's not the sole purpose of the



          22   interconnect, but --



          23        Q    I mean in the short term, for the short



          24   term --



          25        A    In the short term, the intention is to put
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           1   the interconnect in so that we have back-up fire



           2   service of emergency water service, because even the



           3   Summit Water's system is inadequate to provide full



           4   service.  So, for example, if we had a catastrophic



           5   failure of the last tank, Community Water storage



           6   tank --



           7        Q    Yeah.  225,000.



           8        A    -- this is not what the intention is under



           9   the agreement, the emergency standby agreement, but



          10   we could potentially provide emergency water



          11   service, you know, through, at that point in time,



          12   through both Mountain Regional and Summit in order



          13   to continue to supply the customer.  But the



          14   interconnect -- the purpose of the interconnect



          15   first and foremost is for fire protection.



          16             Secondarily, it would be, you know, in the



          17   event that the annexation goes through, it will be



          18   part of the service then connection of Mountain



          19   Regional to the Community Water system and allow



          20   Mountain Regional to take over the Community Water



          21   system.



          22             And then thirdly, if we did have some kind



          23   of catastrophic failure in the meantime, it would



          24   help supply emergency water services.



          25        Q    Okay.  But if I understand correctly, if
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           1   there's no fire and if there's no catastrophic



           2   event, you only contemplate paying the standby fee



           3   to Mountain Regional?



           4        A    That's correct.



           5        Q    And what is that fee?



           6        A    It's $15,000 a year.



           7        Q    And do you understand in the rate proposal



           8   by the Division, that there is a large user charge



           9   for a short-term period that is designed to provide



          10   money for you to buy water from Summit?



          11        A    Which we may have to do.



          12        Q    Well, but if you don't have to do it,



          13   what's going to happen to that money that you're



          14   collecting if these rates from the interim go



          15   through with something like, I don't know, $5.30 per



          16   thousand, if that's what it is?  Are you with me on



          17   that?



          18        A    Yeah, I am.  I think that Community Water



          19   has operated at a deficit for many, many years and



          20   we can talk about, you know, what the outcome of



          21   that is, but the intention is to cover Community



          22   Water's cost, in which the current rates do not.



          23        Q    So it's your intention to use the money



          24   that the Division has set aside to provide



          25   irrigation water -- either through building of the
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           1   tank or buying from Summit -- it's your intention to



           2   take that money and pocket it?



           3        A    I wouldn't characterize it that way.



           4        Q    So you're going to apply it to the past



           5   deficits of Community Water instead of the owners



           6   cover those deficits?



           7        A    As opposed to the owners covering those



           8   deficits?



           9        Q    Yeah.  That's the way it is now.  Who has



          10   been paying these deficits?



          11        A    That's correct.  So Community Water has



          12   been running a deficit --



          13        Q    Owners have been covering them?



          14        A    That's correct.



          15        Q    Okay.  And now you want to give a windfall



          16   back to the owners --



          17        A    I wouldn't call it a windfall; I would



          18   call it a replacement or a return of past monies



          19   spent.



          20        Q    Okay.  A return on capital?



          21        A    It isn't actually a return on capital,



          22   it's just a replacement on money spent.  The Company



          23   has been running at a loss for years, and no company



          24   is sustainable under those circumstances.



          25        Q    Okay.  The owners have been funding the
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           1   loss of the utility, correct?



           2        A    Yes.



           3        Q    And now you would want to take that money



           4   that the Division has designed as money to make



           5   irrigation water available because it is anticipated



           6   by the Division that it would be at a higher rate,



           7   and just apply that money to pay it back to the



           8   owner?



           9        A    To repay for the losses, yes.



          10        Q    I understand.  Whatever you want to



          11   characterize it as, it's your plan to have that



          12   money go back to the owner?



          13        A    There's a big difference, Mr. Savage,



          14   between repaying a company for money spent and



          15   having a windfall.  Those are distinctly different



          16   notions.



          17                  OFFICER HAMMER:  Gentlemen, excuse



          18   me.  You're just arguing.  The question has been



          19   answered.



          20   BY MR. SAVAGE:



          21        Q    The point is made.  That's what I wanted



          22   to clarify.  You do understand that if there's no



          23   fire, if there is no catastrophic event, Community



          24   Water will be paying $15,000 a year standby fee for



          25   this water availability, correct?
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           1        A    Correct.



           2        Q    And the rate, which is extremely high over



           3   6,000 gallons, is designed to provide money to cover



           4   additional costs of building a tank or paying Summit



           5   Water.  Is that your understanding of the



           6   Division's --



           7        A    It's the Division's recommendation.



           8        Q    Okay.  But the recommendation is that



           9   $5.30; is that correct?  Is that the amount?  $5.30



          10   per thousand gallon over 6,000 gallons for a short



          11   period of time that is designed to provide money to



          12   pay for the water you would have to purchase from



          13   Summit Water, or the money you'd have to pay to



          14   build a tank in the short term?



          15        A    Correct.



          16        Q    Has anyone to your knowledge protested the



          17   annexation?



          18        A    Not to my knowledge.



          19        Q    What is the anticipated date, if all goes



          20   well, when the interconnect will be complete and



          21   irrigation water will be available this year?



          22        A    Ideally, it will be by early July.  That



          23   all depends upon the start date, permits from the



          24   county, et cetera.  The design has been done,



          25   it's -- the work will actually be performed by
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           1   contractors under Mountain Regional, but ideally,



           2   the time frame in terms of ability to start and



           3   complete will be by early July.  That's our goal.



           4        Q    Is it anticipated that the annexation will



           5   be completed by the same date?



           6        A    It's possible without objection that the



           7   annexation could be completed in June.



           8        Q    Okay.  I believe Mr. Atwater said



           9   something about passing through the exact charge to



          10   the customers.  I take it you disagree with what was



          11   said in the opening comments?



          12        A    I'd have to go back to the opening



          13   comments.



          14        Q    All right.  But it's your intent as you



          15   sit here today that any excess money that is



          16   generated by the Division's usage schedule would go



          17   back to the owners of Community Water?



          18        A    Would repay the past losses.  That's



          19   correct.



          20        Q    Thank you.  Nothing further.



          21        A    Just one other clarification, that just



          22   having the annexation approved doesn't automatically



          23   mean that the Company gets transferred to Mountain



          24   Regional.  There's actually a lot of work that has



          25   to be done after the annexation is approved in order
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           1   for -- because Mountain Regional will not take the



           2   Company until they perfect the loan with the State



           3   and they know that they have the money to repair the



           4   system, so that could actually take several months



           5   longer and it's very possible that the Company



           6   wouldn't actually affect a transfer post-annexation



           7   until sometime this fall.  So we still have an



           8   operating period that we need to go through.  Our



           9   intent and desire and communications with Mountain



          10   Regional is to affect that transfer as quickly as



          11   possible, but there's still a process that follows



          12   even the approval of the annexation in order to



          13   affect a transfer to Mountain Regional.



          14        Q    And if I understand it, during that period



          15   of time from approval of the annexation to the



          16   transfer actually occurring, would Community Water



          17   still be billing the users and collecting the



          18   monies?



          19        A    Yes, that's correct.



          20        Q    And right now, do you know, with respect



          21   to my clients, Plat B and D, that they would



          22   individually be charged 130th of the irrigation



          23   charge each month?



          24        A    Whatever the approved billing system is



          25   currently.
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           1        Q    You're not familiar with exactly how that



           2   works?



           3        A    No.



           4                  MR. SAVAGE:  Nothing further.



           5                  OFFICER HAMMER:  Thank you,



           6   Mr. White.  I'm assuming you didn't have any



           7   redirect, Mr. Atwater?



           8                  MR. ATWATER:  No, sir.



           9                  OFFICER HAMMER:  Ms. Schmid.



          10                  MS. SCHMID:  The Division would



          11   request a ten-minute recess, if we may.  We've



          12   received some new information and we'd like to



          13   discuss it amongst ourselves.



          14                  OFFICER HAMMER:  Any objection?



          15                  MR. ATWATER:  No objection.



          16                  OFFICER HAMMER:  We will be in recess



          17   until the quarter of the hour.  Thank you.



          18                  (A brief recess was taken.)



          19                  OFFICER HAMMER:  Ms. Schmid.



          20                  MS. SCHMID:  Thank you.  The Division



          21   would like call its first witness,



          22   Mr. William Duncan.  May he please be sworn?



          23                     WILLIAM DUNCAN,



          24   having been first duly sworn to tell the truth, was



          25            examined and testified as follows:
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           1   BY MS. SCHMID:



           2        Q    Good morning.



           3        A    Good morning.



           4        Q    Please state your name, employer, and



           5   business address for the record.



           6        A    My name is William Duncan.  I'm a manager



           7   of the telecom water section of the Utah Division of



           8   Public Utilities, 160 East 300 South, Salt Lake



           9   City.



          10        Q    In connection with your employment at the



          11   Division, have you participated on behalf of the



          12   Division in this docket?



          13        A    Yes.



          14        Q    Were you here earlier when you heard



          15   Mr. White say that the Company was not going to have



          16   a contract with Summit Water for what I'll call the



          17   extra service, but intended to have a contract with



          18   Mountain Regional for a standby service that would



          19   provide necessary fire and emergency services?



          20        A    Yes.



          21        Q    Is today the first time that you have



          22   heard of that change?



          23        A    Yes.



          24        Q    Were the rates in your testimony based



          25   upon the represented contract with Summit Water?
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           1        A    Yes.



           2        Q    Could you explain how the contract from



           3   Summit Water was reflected in the rates that are



           4   present in your testimony?



           5        A    Yes.  Our testimony was based on



           6   information we received primarily in Community



           7   Water's supplemental direct testimony.  And on the



           8   back page of that, it describes a contract or a



           9   means by which they were going to procure water from



          10   Summit Water, and it talks about a contract with



          11   them and we took that into account.  In their direct



          12   testimony, their supplemental direct testimony, they



          13   included $18,000 of fixed costs for that.  That was



          14   an estimation about the amount of water they thought



          15   they would use and we thought it should be moved to



          16   a usage-based rate, and so we removed some of that



          17   because they have a $4,000 fixed cost and $14,000



          18   was their estimation of the amount of water they



          19   would use.  So we moved up to a usage-based rate



          20   which would just reimburse Summit Water at the exact



          21   amount they would have to buy it, which was $5.30



          22   per thousand gallons.



          23        Q    Would reimburse Community Water for the



          24   amount they had to buy the water from Summit?



          25        A    It would reimburse Summit for the amount
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           1   of water that Community Water bought, so we built



           2   that into our rate recommendation as a charge to the



           3   customer at the exact cost that they would have to



           4   pay Summit Water, that Community Water would have to



           5   pay Summit Water.



           6        Q    Given today's testimony about the change



           7   from Summit Water to the Mountain Regional standby



           8   contract, what does the Division recommend?



           9        A    The Division is reluctant to change its



          10   recommendation at this point.  We feel like the



          11   evidence that we have received just this morning



          12   would require some time to analyze, and we're not



          13   prepared to do that at the hearing.



          14        Q    And is it your belief that that is the



          15   position of the Division, from a policy perspective?



          16        A    Yes.



          17        Q    Is it also -- let's stop there for a



          18   moment.  There were a couple of other items that



          19   Community Water mentioned it wanted clarification on



          20   when it said that it accepted in large part the



          21   Division's rates.  The first question is -- I have



          22   it here -- can be boiled down to, how do the rates



          23   change from the rates in the first column on page 15



          24   of your direct testimony submitted February 13th,



          25   that first column is, "During construction of the
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           1   replacement tank," second column is, "At completion



           2   of the replacement tank (Phase 1)," and the third



           3   column is, "At completion of remaining



           4   infrastructure construction (Phase 2)."  Could you



           5   explain the process through which rates would



           6   change?  And let's assume for purposes of my



           7   hypothetical, that the Commission orders the rates



           8   that are in your first column entitled, "During



           9   construction of the replacement tank."



          10        A    Yes.  That first column represents the



          11   Division's recommendation on what the rates should



          12   be to recover all of the costs Community Water has



          13   in their current situation, all the operation and



          14   maintenance costs as they exist right now, and that



          15   those rates should be approved, you know, fairly



          16   soon, and Community Water could implement those.



          17             And then I don't know how long the



          18   construction of the tank is going to take.  You



          19   know, we've heard for, like, six months it may be



          20   ready in the fall.  At the completion of that tank,



          21   when the tank is placed into public service,



          22   Community Water would notify the Commission and say



          23   that the tank is now complete, it's in public



          24   service, it's useful, and at that point, the



          25   rates -- they would have the ability to raise those
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           1   rates to the $67.29.



           2        Q    I have just a couple of clarification



           3   questions on that.  So do you envision that



           4   Community Water would file an affidavit with the



           5   Commission indicating that the tank had been



           6   completed, that it had been placed in public utility



           7   service, and that it was used and useful?



           8        A    Yes.



           9        Q    And then do you envision that after the



          10   Commission received that affidavit and reviewed it,



          11   the Commission would issue an order moving to the



          12   Phase 1 rates?



          13        A    Yes.  That would be a good process.



          14        Q    Okay.  And then do you anticipate that the



          15   same sort of process would be used to move from the



          16   Phase 1 rates to the Phase 2 rates?



          17        A    Yes.



          18        Q    The rates that the Division proposes



          19   include the money that would flow through to



          20   Summit Water of $5.30 for over 6,000 gallons; is



          21   that right?



          22        A    That's correct.



          23        Q    Is it your understanding that the



          24   Commission, based upon the evidence that it receives



          25   today, can choose to order other rates?
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           1        A    Yes.



           2        Q    Leaving aside the change from Summit Water



           3   to the Mountain Regional Water contract, do you have



           4   a summary of your testimony that you'd like to give



           5   today?



           6        A    Yes.



           7        Q    Could you please provide that summary?



           8        A    On February 13, 2018, the Division of



           9   Public Utilities filed direct testimony describing



          10   the Division's position in this docket.  Since that



          11   time, no other party has filed rebuttal or



          12   surrebuttal testimony in this matter.  The



          13   Division's position has not changed from the



          14   position stated in its district testimony.  In its



          15   direct testimony, the Division advocated a rate



          16   structure that would facilitate two primary policy



          17   objectives:  Number one, creating a financially



          18   sustainable water company that is capable of



          19   providing safe, reliable, and adequate water service



          20   for the customers of Community Water.



          21             And two, creating a rate structure that



          22   would incentivize water conservation.  The Division



          23   believes its rate recommendations accomplish these



          24   two objectives.  In reviewing the proposed rates



          25   submitted by Community Water, the Division observed
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           1   that Community Water Company had employed a



           2   methodology sometimes referred to as a "cash needs



           3   basis."  These methods are often used by small water



           4   companies that are unfamiliar with the rate of



           5   return ratemaking principles.  This method has not



           6   generally been adopted by the Division or the



           7   Commission.



           8             While the ratemaking method used by



           9   Community Water Company and the Division differ, the



          10   resulting rates and revenue were similar.  During



          11   its analysis, the Division utilized traditional rate



          12   of return principles to establish rates, including:



          13   Number one, establishing a fair rate of return, and



          14   that would be in the testimony of Casey Coleman;



          15   establishing a reasonable estimation of their



          16   current rate base, and that was established actually



          17   in last year's docket in 16-098-01; treating the



          18   needed additions to rate base as no measurable



          19   changes and that's -- we got those from the Division



          20   of Drinking Water Loan Application; and then the use



          21   of Commission-approved water company depreciation



          22   rates to calculate depreciation expense; number



          23   five, a thorough review of current operations



          24   expense, and Gary Smith will testify to those; and



          25   then establishing a revenue requirement.
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           1             For these reasons, the Division recommends



           2   that the Commission approve the rates and rate



           3   structure recommended in the Division's direct



           4   testimony.  The Division testifies that the rates



           5   and rate structure it recommends are just and



           6   reasonable, and in the public interest.



           7        Q    Is it true that ratemaking is both an art



           8   and a science?



           9        A    Yes.



          10        Q    Is it true that there are many moving



          11   components that are meshed together to produce a



          12   rate?



          13        A    Yes.



          14        Q    And finally, were you here when Mr. Savage



          15   asked Mr. White questions about the contract with



          16   Mountain Regional?  And I'll paraphrase his



          17   questions as trying to get to the issue of, why



          18   would you pay for something if you're not going to



          19   use it?



          20        A    Yes.



          21        Q    Sometimes, do people in companies pay for



          22   things that they know they may not use?



          23        A    Yes.



          24        Q    Is car insurance, director and officer



          25   liability insurance, things like that, would they
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           1   fit into that category?



           2        A    Yes.



           3        Q    And the Division has seen that things like



           4   that are reasonable and prudent expenses in the



           5   past; is that correct?



           6        A    That is correct.



           7        Q    Mr. Duncan, is -- with the notation that



           8   the Summit Water contract is no longer in place, the



           9   Division would like to move for the admission of



          10   Mr. Duncan's direct testimony filed on February 3rd,



          11   2018.



          12                  OFFICER HAMMER:  It's admitted.



          13                  MS. SCHMID:  Thank you.  With that,



          14   Mr. Duncan is available for cross-examination



          15   questions and questions from the hearing officer.



          16                  OFFICER HAMMER:  Mr. Atwater, I'll go



          17   to you first.



          18                  MR. ATWATER:  Thank you.  I just have



          19   a few.



          20   BY MR. ATWATER:



          21        Q    How are you, Mr. Duncan?



          22        A    Good, thanks.



          23        Q    First, let me just say on behalf of the



          24   Company, thank you very much for your efforts in



          25   preparing your testimony.  And having reviewed it
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           1   myself many times, I can appreciate the difficulty



           2   that goes into coming up with what you did and it's



           3   really remarkable, so thank you for your time.



           4             I just have a few follow-up questions on



           5   the irrigation charge, is what I'll call it, which



           6   is the $5.30 per 1,000 gallons of 6,000.  So when



           7   you came up with the $5.30 per thousand gallons,



           8   that was based on the exact amount that was going to



           9   be charged by Summit Water for a thousand gallons;



          10   is that correct?



          11        A    Yes.



          12        Q    Did that contemplate at all the $4,000



          13   fixed fee that the Company had suggested?



          14        A    In the Company's supplemental direct,



          15   there was an $18,000 cost embedded in the fixed



          16   costs.  $4,000 of that was for the interconnect



          17   charge, and $14,000 was an estimation of the amount



          18   of water you might have to purchase over the summer.



          19   We left the $4,000 in as a fixed cost to be



          20   recovered in the fixed charges.  The $14,000, we



          21   took that out and thought it should be recovered as



          22   a usage charge.



          23        Q    Thank you.  I wanted to make sure I was



          24   certain on that.  That's how I read it as well.



          25        A    Okay.
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           1        Q    So your intention with the $5.30 was just



           2   essentially to pass on the direct cost to the



           3   Company for purchasing that water to supply it to



           4   its customer; is that correct?



           5        A    That is correct.



           6        Q    Okay.  Have you ever seen -- and I know



           7   this is tricky -- have you ever seen an order that



           8   issues an order suggesting that the rate charged is



           9   the actual cost to the Company, or does it have to



          10   be a fixed number in your experience?



          11        A    Well, we try and fix -- it usually matches



          12   whatever is the charge, yes, the rate.  If they're



          13   buying water, we match what the cost is.



          14        Q    Okay.



          15        A    Either the cost to produce the water if



          16   it's the Company's own water, or the cost to buy



          17   water.



          18        Q    Okay.  So the $5.30 is based on the



          19   contract you provided that was the exact charge, and



          20   that was your assumption?



          21        A    Yes.



          22        Q    Okay.  And let me help clarify the record



          23   a little bit on this issue, I think Mr. White's



          24   testimony was that the Summit contract is still



          25   available, it's still possible to be used.  But the
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           1   Mountain Regional interconnection is a cheaper



           2   alternative because we don't have to pay until we



           3   dip below our fire flow requirement, and so that's



           4   why the Company went that direction.  But it is



           5   still available and still potentially necessary to



           6   use.  We don't have a rate for Mountain Regional,



           7   what they would charge us if we were to pay above



           8   the fire flow amount, but it is a direct



           9   pass-through, it's essentially we'll pay them the



          10   rate that they would charge for that amount.  And so



          11   that's why I asked those questions is, we may, just



          12   based on your recommendation, default to the Summit



          13   Water contract once we need to start pulling actual



          14   water at a cost above our fixed amount at the $5.30.



          15   It may be cheaper for Mountain Regional in that



          16   instance, so that's why it's important for us to



          17   understand.  We will be saddled, however, with the



          18   $15,000 fixed charge on the Mountain Regional



          19   agreement regardless, and we think that's an



          20   important step for many of the reasons suggested



          21   today.



          22             Now, if I understand correctly, your rate



          23   structure couldn't have contemplated that because



          24   you weren't aware of it, but it does contemplate a



          25   $4,000 fixed charge?
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           1        A    Correct.



           2        Q    All right.  Thank you.  I want to just go



           3   quickly now to the second point, which is the --



           4   when the trigger point for the additional stage rate



           5   would be.  Your testimony is that that trigger point



           6   would be upon completion of the improvement plus a



           7   submittal of an affidavit and an actual order from



           8   the Commission permitting the leap into the second



           9   and third stage; is that correct?



          10        A    Yes.



          11        Q    Are you aware of any sort of expedited



          12   process that would allow the Company to file that



          13   affidavit and get an expedited order from the



          14   Commission, or is it fixed based on statute?  And



          15   you may not know that.



          16        A    I'm going to say, I don't believe it's



          17   fixed on statute, I think it could be expedited.  If



          18   it was in this order that came out of this hearing,



          19   I believe it could be expedited when that's



          20   completed.



          21        Q    Okay.



          22        A    But there might be better sources in this



          23   room that could answer that.



          24        Q    Okay.  That would certainly be helpful.



          25   We don't object to the suggestion.  We think it's
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           1   prudent, and we would just hope that there would be



           2   an expedited method.



           3             The last question for you, then, is



           4   especially with respect to the third tier at full



           5   build-out, would there been an interim possibility



           6   in your recommendation to submit an affidavit?  So



           7   if the Company got halfway through the build and it



           8   determined that the next half was not going to be



           9   done for six months later, could it submit an



          10   affidavit at the halfway point and say, we've done



          11   this amount, or is that not contemplated?



          12        A    We didn't contemplate that in this



          13   recommendation.



          14        Q    So it's full build-out?



          15        A    We could have, we just didn't.  We didn't



          16   see it as being a real long-term build out.  We



          17   thought it was maybe a year beyond the tank, but it



          18   may be more than that.  I don't know.



          19        Q    No, I think you're probably right.  I



          20   wanted to clarify that so that the Company knew that



          21   it had to complete it and then submit the affidavit.



          22   And I think you're right, it is shorter term.



          23                  MR. ATWATER:  I have no further



          24   questions.



          25                  MR. SAVAGE:  May I, Your Honor?

�                                                                          40











           1                  OFFICER HAMMER:  Of course.



           2   BY MR. SAVAGE:



           3        Q    Good morning, Mr. Duncan.



           4        A    Good morning.



           5        Q    First of all, I don't know what I said to



           6   Mr. White that lets there be any doubt, but I have



           7   no opposition to there being a standby fee.  That



           8   isn't my problem, whether it's a standby fee of



           9   $4,000 or $15,000, I understand that.  My problem is



          10   that if we are collecting $5.30 a gallon, and --



          11                  MS. SCHMID:  Objection.  Is Counsel



          12   testifying?



          13                  OFFICER HAMMER:  I think he's giving



          14   context to his question.



          15                  MR. SAVAGE:  This is heading towards



          16   a question.



          17   BY MR. SAVAGE:



          18        Q    Okay.  I'll start with a question if that



          19   helps Counsel better.  If we look on page 15 of your



          20   testimony, the table.



          21        A    Yes.



          22        Q    That first column says, "During



          23   construction of the replacement tank."



          24        A    Yes.



          25        Q    And I believe you testified just a minute
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           1   ago that it's contemplated that that's an indefinite



           2   period until Community Water tells you the tank is



           3   complete?



           4        A    Yes.



           5        Q    Yet, you've heard today that that tank may



           6   never be built?



           7        A    I've heard that, as I understand it, if



           8   the Company is annexed by Mountain Regional.



           9        Q    Correct.



          10        A    So my clarification would be that that



          11   would be during whatever time that they have to buy



          12   supplemental water from Summit Water.



          13        Q    Okay.  Or Mountain Regional through the



          14   interconnect, or you just didn't consider that?



          15        A    I didn't consider Mountain Regional



          16   because I don't know what the rates would be for



          17   Mountain Regional.  So I can't build that into my



          18   rate recommendation at this point.



          19        Q    And that's getting to the concern I was



          20   trying to develop with Mr. White.  And that is, so



          21   if, hypothetically, the water from -- the



          22   interconnect was complete --



          23        A    The interconnect with Mountain Regional?



          24        Q    Yes, Mountain Regional.  Hypothetically,



          25   that's completed and there's never a fire or a
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           1   catastrophic event, there's no use of water from



           2   Mountain Regional during this interim period.  Are



           3   you with me on that hypothetical?



           4        A    Yes.



           5        Q    What was the intent of the Division if



           6   there was an overage of payment by the users who are



           7   paying the $5.30 a thousand gallons for that water



           8   for irrigation?



           9        A    The intent of the Division was that the



          10   $5.30 would simply reimburse Summit Water for the



          11   exact amount of water they bought.



          12        Q    Did the Division ever intend that if there



          13   was an overage it would go to the owners of



          14   Community Water?



          15        A    No.



          16        Q    I'm curious on the Phase 1 and Phase 2



          17   numbers, when we get to about 48,000 gallons, you go



          18   to $11.20 per thousand gallon.  Why such a big



          19   increase there?



          20        A    The Division has, for several years,



          21   advocated rates that promote water conservation and



          22   we do that by -- on our usage charges normally



          23   doubling on the tiers.  And that's just simply to



          24   incent people to conserve water.



          25        Q    Okay.  And that's the basic reason why
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           1   that jump is so high there?



           2        A    Yes.



           3        Q    $5.60 a gallon?  Per thousand gallon?



           4        A    Yes.



           5        Q    Did you look at any of the usage, as to



           6   how much lawn Plat B and D has to irrigate and what



           7   it would cost it to change that to xeriscaping?



           8        A    I did not.



           9        Q    Did you even look at what that would cost



          10   Plat B and D monthly if we were to pay $11.20?



          11        A    No, because I don't have good usage



          12   numbers.



          13        Q    Okay.  It was just using what the Division



          14   had done before to try and conserve water, double



          15   the amount?



          16        A    Correct.



          17                  MR. SAVAGE:  That's all I have.



          18   Thank you, sir.



          19                  OFFICER HAMMER:  Ms. Schmid, any



          20   redirect?



          21                  MS. SCHMID:  One moment, please.



          22   BY MS. SCHMID:



          23        Q    Just a couple of questions.  Mr. Duncan,



          24   is it your understanding that if Community Water



          25   Company is annexed into Mountain Regional, that
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           1   Mountain Regional will establish the rates once that



           2   transaction has been recognized by the Commission



           3   through revocation of Community Water CPCN?



           4        A    Yes.



           5                  MS. SCHMID:  Those are all my



           6   questions.  Thank you.



           7                  OFFICER HAMMER:  Thank you,



           8   Mr. Duncan.  Ms. Schmid, do you have another



           9   witness?



          10                  MS. SCHMID:  I do.  I have two more.



          11   The Division would like to call Mr. Casey Coleman as



          12   its second witness.



          13                    CASEY J. COLEMAN,



          14   having been first duly sworn to tell the truth, was



          15            examined and testified as follows:



          16   BY MS. SCHMID:



          17        Q    Good morning.



          18        A    Good morning.



          19        Q    Please state your name, employer, and



          20   business address for the record.



          21        A    My name is Casey J. Coleman.  I work for



          22   the Division of Public Utilities as a utility



          23   technical consultant, and the address is the same as



          24   what Mr. Duncan gave earlier.



          25        Q    In connection with your employment by the
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           1   Division, have you participated on behalf of the



           2   Division in this docket?



           3        A    Yes.



           4        Q    Did you prepare and cause to be filed what



           5   I will call the cost of capital testimony, also



           6   known as DPU Exhibit No. 3.0 Direct, your prefiled



           7   direct testimony with Exhibits 3.1 through 3.5 and



           8   3.6?



           9        A    Yes.



          10        Q    Do you have any changes or corrections to



          11   that testimony?



          12        A    No.



          13                  MS. SCHMID:  The Division would like



          14   to move for the admission of the testimony of



          15   Mr. Coleman.



          16                  OFFICER HAMMER:  It's admitted.



          17   BY MS. SCHMID:



          18        Q    Mr. Coleman, do you have a brief summary



          19   you'd like to give today?



          20        A    Sure.  As indicated in my testimony there,



          21   I went through and looked at what would be some



          22   reasonable cost of capital, and then also looking at



          23   a hypothetical capital structure for a water utility



          24   company.  Our recommendation was that the Commission



          25   should basically allow Community Water in this
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           1   situation to have an overall rate of return of



           2   7.15 percent, and that includes a 10.22 percent cost



           3   of common equity using the hypothetical capital



           4   structure which I discussed in more detail in my



           5   testimony.  And we believe at this time, using that



           6   as the foundation and with what Mr. Duncan had



           7   talked about before, that that provides just and



           8   reasonable rates for this proceeding.



           9        Q    Thank you.



          10                  MS. SCHMID:  Thank you.  Mr. Coleman



          11   is now available for questions and questions from



          12   the hearing officer.



          13                  OFFICER HAMMER:  Mr. Atwater?



          14                  MR. ATWATER:  The applicant has no



          15   questions, just to say that it has reviewed the



          16   testimony and believes that it fairly and adequately



          17   states what would be reasonable in this context.



          18                  OFFICER HAMMER:  Mr. Savage?



          19                  MR. SAVAGE:  I have no questions.



          20                  OFFICER HAMMER:  And neither do I.



          21   Thank you, Mr. Coleman.



          22                  MS. SCHMID:  The Division would like



          23   to call its third and final witness, Mr. Gary Smith.



          24                       GARY SMITH,



          25   having been first duly sworn to tell the truth, was
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           1            examined and testified as follows:



           2   BY MS. SCHMID:



           3        Q    Good morning.



           4        A    Good morning.



           5        Q    The first question is easy to anticipate.



           6   Could you please state your name, position,



           7   employer, and business address for the record?



           8        A    I will.  I'm Gary Smith.  I'm employed as



           9   a utility analyst for the State of Utah Division of



          10   Public Utilities.  My business address is 160 East



          11   300 South in Salt Lake City.



          12        Q    In connection with your employment by the



          13   Division, have you participated in this docket?



          14        A    I have.



          15        Q    Did you prepare and cause to be filed what



          16   is marked as DPU Exhibit Number 2.0 and filed



          17   February 13, 2018?  This exhibit contains a number



          18   of exhibits ranging from 2.1 through 2.12; is that



          19   correct?



          20        A    Yes.  That is correct.



          21        Q    In these -- do you have any changes or



          22   corrections to your testimony?



          23        A    No, I do not.



          24                  MS. SCHMID:  With that, the Division



          25   would like to move for the admission of DPU Exhibit

�                                                                          48











           1   No. 2.0 and its accompanying exhibits.



           2                  MR. SAVAGE:  No objection.



           3                  OFFICER HAMMER:  It's admitted.



           4   BY MS. SCHMID:



           5        Q    Mr. Smith, do you have a brief summary to



           6   give today?



           7        A    I do.



           8        Q    Please proceed.



           9        A    The Division, in an effort to evaluate the



          10   Company's request for a rate increase, conducted a



          11   focused on-site review of the Company's records on



          12   September 25, 2017, and filed three data requests on



          13   October 4, 2017, November 20, 2017, and December 12,



          14   2017.



          15             I have reviewed, analyzed, and evaluated



          16   the operations and maintenance expenses received



          17   from the Company through this process of discovery.



          18   My review also utilized information provided by the



          19   Company in their September 14, 2017, application and



          20   the November 13, 2017, supplemental direct



          21   testimony.  I also reviewed annual reports in past



          22   rate cases.  Since the October 19, 2017, interim



          23   hearing, the Company has provided evidence and



          24   documentation of significant changes and increases



          25   in their operations and maintenance expenses,

�                                                                          49











           1   including the termination of the 2004 water service



           2   agreement with Summit Water Distribution Company.



           3             These increases and changes in the



           4   Company's cost of service were considered in



           5   establishing the Company's revenue requirement, and



           6   would provide just and reasonable rates as detailed



           7   in my direct testimony, dated February 13, 2018.



           8        Q    Do the numbers in Exhibit 2.0 reflect the



           9   Summit Water contract that the Company talked about



          10   or introduced in its November testimony?



          11        A    In November, their supplemental direct



          12   testimony advised of the termination of that



          13   contract with a month-to-month replacement of that,



          14   which increased their costs significantly over that.



          15                  MS. SCHMID:  Those are all my



          16   questions.  Mr. Smith is now available for



          17   questioning.



          18                  OFFICER HAMMER:  Mr. Atwater?



          19   BY MR. ATWATER:



          20        Q    Thank you.  How are you?



          21        A    Good, thank you.



          22        Q    Good.  I don't have any questions for you



          23   today, unlike the interim hearing.  I do want to,



          24   for the record, however, thank you for the



          25   thoroughness of your investigation, your working
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           1   with our staff, especially Stacy Wilson.  We



           2   appreciate, really, the time and energy you put into



           3   this and know that what you have come up with here



           4   is accurate, with respect to our accounting, so



           5   thank you.



           6                  OFFICER HAMMER:  Thank you,



           7   Mr. Atwater.



           8                  MR. SAVAGE:  I have no questions.



           9                  OFFICER HAMMER:  Mr. Smith, you're



          10   excused.  Thank you.



          11                  MS. SCHMID:  The Division has nothing



          12   further.



          13                  OFFICER HAMMER:  All right.  Before



          14   we adjourn, would any counsel like to make any kind



          15   of closing statement or recommendation with respect



          16   to any forthcoming order?  I'll start with



          17   Mr. Atwater.



          18                  MR. ATWATER:  Thank you.  Just very



          19   briefly, at the outset I had mentioned we had two



          20   questions about the Division of Public Utilities'



          21   proposed rates.  They've answered both of those



          22   satisfactory to our question, number one, with how



          23   we would go from step to step in the rate structure



          24   based upon the submittal of an affidavit and an



          25   order from the Commission.  I would request and hope
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           1   that there would be some sort of an expedited



           2   ability or process in that regard.



           3                  With respect to the second question,



           4   the charge -- what I'll call the irrigation



           5   surcharge -- I understand the difficulty in



           6   suggesting that it should just be an immediate



           7   pass-through, given you don't know the amount of



           8   that pass through.  I did some math during the



           9   break, and I think that even at the $5.30 per



          10   thousand gallons above 6,000 and whatever contract



          11   we use -- whether that's the Mountain Regional



          12   contract or the Summit Water contract -- I think



          13   that it's probably going to be pretty close to an



          14   immediate pass through.  And so we would support the



          15   testimony and the request or suggestion by



          16   Mr. Duncan in his testimony.



          17                  Lastly, I just want to address



          18   briefly the annexation, as it has been talked about



          19   pretty readily today.  I think that the customers



          20   and the Company are very excited about that



          21   prospect.  I think that it is a very positive move



          22   for everyone to provide long-term sustainability.



          23   We are in that period of time where the likelihood



          24   of that happening is highly likely, and we will



          25   submit the request once the annexation agreement is

�                                                                          52











           1   signed.



           2                  But that said, I do think this



           3   hearing is important, and I do think that the



           4   Commission's order is important because that is all



           5   a future event, and the Company needs to continue to



           6   operate in the interim and potentially for the long



           7   term.  So we do appreciate everyone's time, it's not



           8   for naught.  This is an important part of the



           9   Company's evolution, and so I thank everyone for



          10   their time and efforts.



          11                  OFFICER HAMMER:  Thank you,



          12   Mr. Atwater.  Ms. Schmid.



          13                  MS. SCHMID:  Small water companies



          14   present a unique regulatory challenge.  Often, there



          15   is a small customer base, limited resources, and a



          16   desire of customers to pay the lowest possible rate



          17   while maintaining service.  These things are all



          18   understandable, they're all commonly understood.



          19                  One challenge that particularly faces



          20   small water companies is a challenge connected with



          21   infrastructure maintenance and replacement.  As we



          22   have seen with Community Water, replacement of



          23   infrastructure can be expensive and at times,



          24   unexpected.  The Division's rates are designed to



          25   help mitigate any such future challenges by
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           1   presenting and implementing a capital reserve



           2   account.  This account would be used for such things



           3   as infrastructure replacement or other major



           4   projects.



           5                  As you have seen today, there are



           6   many, many moving pieces -- even some moving pieces



           7   that we didn't know about -- that affect Community



           8   Water.  With regard to what we have learned today,



           9   I'd just like to remind the Commission that



          10   ratemaking is an art and a science, and that the



          11   Division intends the rates to be just, reasonable,



          12   and in the public interest.  The Division also would



          13   like to note that rates established by the



          14   Commission would be in effect only until an



          15   annexation happens and the Company surrenders its



          16   CPCN through a filing with the Commission.



          17                  The Division appreciates the



          18   challenges of running a small company, appreciates



          19   the challenges of devoted customers, and especially



          20   appreciates the efforts of the Division's staff.



          21   Thank you.



          22                  OFFICER HAMMER:  Thank you.



          23   Mr. Savage.



          24                  MR. SAVAGE:  Just briefly, calling



          25   attention to page 15 of Mr. Duncan's submitted
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           1   testimony, the tables on the rates, the first



           2   table -- which is designed to provide funds to pay



           3   Summit Water for irrigation water -- is for during



           4   construction of the replacement tank.  I also think



           5   the Mountain Regional is a very good option and I



           6   think it's probably going to go through, and if so,



           7   there will never be construction of a replacement



           8   tank.  I therefore suggest that the Commission order



           9   the rate for during construction of the replacement



          10   tank, which I have no problem with.



          11                  I think the Division has done a very



          12   good job of trying to set the rate.  I think it's



          13   going to be close, whether it's Summit Water --



          14   whether the water source is Summit Water or Mountain



          15   Regional through the interconnect, so my suggestion



          16   is the Commission have the "during the construction



          17   of the replacement tank" rate be in effect until



          18   either the replacement tank is up and operating, or



          19   Community Water is annexed by Mountain Regional.  So



          20   I think that rate should stay in effect until



          21   Mountain Regional annexes the system, if that



          22   happens.  Obviously, if the tank is built, then the



          23   table is fine.



          24                  I would also ask the Commission to



          25   impose a requirement on Community Water that if
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           1   during the period of time that that rate is in



           2   effect there is an over collection, that that over



           3   collection be refunded to the users in the event of



           4   the annexation.



           5                  In the event that the annexation



           6   doesn't go through, I have no problem with Community



           7   Water retaining that money as a reserve.  But if



           8   they over collect during this period of trying to



           9   get the annexation through, then I think that money



          10   should be refunded at the time of the annexation.



          11   And that's all I have.  Thank you.



          12                  OFFICER HAMMER:  Thank you,



          13   Mr. Savage.  Before we adjourn, I'll note we have a



          14   public witness hearing noticed for 4:00 p.m. this



          15   afternoon, so we will convene at that time.  You're



          16   welcome to be here and participate in that if you



          17   wish.  Thank you, everyone.  We're adjourned.



          18         (The hearing concluded at 10:35 a.m.)



          19
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          25
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