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NEW APPLICATION
1 | SHAPIRO LAW FIRM, P.C.
Jay L. Shapiro (No. 014650)
2 | 1819 E. Morten Avenue, Suite 280
Phoenix, Arizona 85020
3 | Telephone (602) 559-9575
jay @shapslawaz.com
4
Attorney for Picacho Sewer Company
5
6 BEFORE THE ARIZONA CORPORATION COMMISSION
7 IN THE MATTER OF THE APPLICATION OF | DOCKET NO: SW-03709A 25-
] PICACHO SEWER COMPANY, AN
ARIZONA CORPORATION, FOR A
9 DETERMINATION OF THE FAIR VALUE OF
ITS UTILITY PLANTS AND PROPERTY AND| RATE APPLICATION
10 FOR INCREASES IN ITS RATES AND
' CHARGES FOR UTILITY SERVICE BASED
11 THEREON.
12 Picacho Sewer Company (“Picacho Sewer or Company”) hereby applies for an order
13 || establishing the fair value of its plant and property used for the provision of public sewer
14 || utility service and based on such finding approving permanent rates and charges for utility
15 | service designed to produce a fair return thereon.
16 In support of this application, Picacho Sewer states as follows:
17 | A.  Background.
18 I Picacho Sewer is an Arizona public service corporation engaged in providing
19 | sewer utility services to a 3,000-acre development known as Robson Ranch, a master
20 | planned community located south of Casa Grande, in Pinal County, pursuant to a Certificate
21 | of Convenience and Necessity granted by the Commission. During the Test Year, the
22 | Company served approximately 1,800 customers.
23 2. Picacho Sewer’s business office is located at 4720 E. Cotton Gin Loop,
24 | Suite 130, Phoenix, Arizona 85040 and its telephone number is 480-895-4326. The primary
25 | management contact is Jason Williamson, who is Picacho Sewer’s President.
26
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B. Picacho Sewer’s Proposed Rate Increase.

3. Picacho Sewer’s present rates and charges for utility service were approved
by the Commission in Decision No. 61994 (October 8, 1999).!

4, Picacho Sewer’s revenues from its utility operations are presently inadequate
to cover operating expenses and provide a fair rate of return on the fair value of its utility
plant and property devoted to public service. Therefore, Picacho Sewer requests that certain
adjustments to its rates and charges for utility service be approved by the Commission so
that the Company may recover its operating expenses and be given an opportunity to earn
a just and reasonable rate of return on the fair value of its rate base. The Company agrees
to use its original cost rate base as its fair value rate base in this proceeding to minimize
disputes and reduce rate case expense.

5. Filed concurrently herewith are the schedules required pursuant to
A.A.C. R14-2-103 for rate applications by Class “C” utilities. The test year utilized by
Picacho Sewer in connection with the preparation of such schedules is the 12-month period
that ended October 31, 2024. Picacho Sewer requests that the Commission utilize such test
year in connection with this application, with appropriate adjustments to obtain a normal or
more realistic relationship between revenues, rate base and expenses during the period in
which the rates established in this proceeding are expected to be in effect.

6. During the test year, Picacho Sewer’s adjusted gross revenues were $954,653.
The adjusted operating income was $(516,700), leading to an operating income deficiency
of $1,346,417. The adjusted fair value rate base was $8,727,430. Thus, the rate of return
during the test year was negative 5.92 percent.

T Picacho Sewer submits that this rate of return is inadequate to allow it to

attract capital and earn a reasonable return on the fair value of its used and useful utility

' The Company provided service to its first customer on February 17, 2006. See the Company’s compliance
filing in Docket No. SW-03709A-99-0085, dated March 2, 2006.

2
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plant in service for its stockholder, maintain a sound credit rating, and/or enable Picacho
Sewer to attract additional capital on reasonable and acceptable terms to continue the
investment in utility plant necessary to adequately serve customers.

8. Picacho Sewer is seeking total annual revenues of $2,773,238, which includes
an increase in total revenues of $1,818,584, or approximately 190.50 percent over the
adjusted and annualized test year revenues of $954.653. The revenue amount is inclusive
of the revenues required to recover operating expenses and afford the Company a return on
rate base. Specifically, the increase in annual revenues to provide for recovery of operating
expenses and a 9.51 percent return on rate base is approximately $1,818,584. Rate case
expense recovery is being requested through a separate surcharge recovery mechanism.

9. In accordance with A.A.C. R14-2-103.B.5 and per the Commission’s request,
attached hereto as Attachment 1 are plant descriptions and flows for January through
December of 2023.

10.  Attached hereto as Attachment 2 is Picacho Sewer’s proposed tariff of rates
and charges.

SUPPORTING TESTIMONY AND SCHEDULES

11.  Filed concurrently in support of this application are the following direct
testimonies:

a. Direct Testimony of Jill Schwartz — Ms. Schwartz provides an
overview of the rate filing and addresses Picacho Sewer’s intent to also seek approval to
borrow money to achieve and maintain a more balanced capital structure. Ms. Schwartz
also discusses shared services in accordance with JW Water’s cost allocation manual, the
JW Water Allocation Manual, and how those costs are applied to Picacho Sewer.

b. Direct Testimony of Jason Williamson — Mr. Williamson provides
background on Picacho Sewer’s parent, JW Water Holdings, LLC (“JW Water”), and

discusses the recent acquisition of Picacho Sewer and several other utilities.

3
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o Direct Testimony of Justin Hanson — Mr. Hanson discusses Picacho
Sewer’s system and operations.

d. Direct Testimony of Cherishe Barbee — Ms. Barbee presents Picacho
Sewer’s revenue requirement calculations, as well as proposed tariff revisions for Picacho
Sewer’s miscellaneous service charges.

e. Direct Testimony of Thomas J. Bourassa— Mr. Bourassa addresses the
Company’s proposed cost of capital, rate design, and rate case expense surcharge.

CONTACT INFORMATION

12.  The person responsible for overseeing and directing the conduct of this rate
application is Jill Schwartz. Ms. Schwartz’s business address is 4720 E. Cotton Gin Loop,
Suite 130, Phoenix, Arizona 85040; her telephone number is (314) 401-2761; and her e-
mail address is jschwartz@jwwater.net.

13.  All discovery, data requests and other requests for information concerning
this application and the request for rate relief contained herein should be directed to
Ms. Schwartz at jschwartz@jwwater.net, Ms. Barbee at cbarbee@jwwater.net, and the
Company’s expert witness, Mr. Bourassa, at tjb114@cox.net, with a copy to undersigned
counsel at jay @shapslawaz.com and whitney @shapslawaz.com.

RELIEF REQUESTED

WHEREFORE, Picacho Sewer requests the following relief:

A. That the Commission, upon proper notice and at the earliest possible time,
conduct a hearing in accordance with A.R.S. § 40-251 and determine the fair value of
Picacho Sewer’s utility plant and property devoted to providing sewer utility service;

B. Based upon such determination, that the Commission approve permanent
adjustments to the rates and charges for sewer utility service provided by Picacho Sewer as
proposed herein, or approve such other rates and charges as will produce a just and

reasonable rate of return on the fair value of the Company’s used and useful utility plant

4
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and property;

C. That the Commission approve the request for a rate casc expensc surcharge;

and

D. That thc Commission authorize such other and further rclief as may be
appropriatc to cnsure that Picacho Scwer has an opportunity to carn a just and rcasonable

return on the fair value of its utility plant and property and as may otherwise be required

under Arizona law.

RESPECTFULLY SUBMITTED this 19th day of March, 2025.

ORIGINAL cFiled

this 19th day of March, 2025, with:

Docket Control

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, AZ 85007

By: /s/ Whitnevy Birk

SHAPIRO LAW FIRM, P.C.

By:  /s/Jay L. Shapiro

Jay L. Shapiro

1819 E. Morten Avenue, Suite 280
Phoenix, Arizona 85020
jay@shapslawaz.com

Attorney for Picacho Sewer Company
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Picacho Sewer Company

Annual Report

Wastewater Utility Plant Description

12/31/23
| Wastewater Utility Plant Description |
Name of System: [Picacho Sewer Company

Wastewater Inventory Number (if applicable); none

Type of Treatment other

Design Capacity of Plant (Gallons per day) 250,000

LIFT STATION FACILITIES
Quantity of | Horsepower | Rated Capacity Per Wet Well Year

Location Pumps Per Pump Pump (GPM) Capacity (gals) | Constructed
7135 S Robson Blvd |2 15 600 12566 2006
5751 N Robson Blvd |2 10 300 10376 2008
4998 N Toltec Rd 2 3 200 6342 2015
n/a n/a n/a n/a n/a n/a

n/a n/a n/a n/a n/a n/a

n/a n/a n/a n/a n/a n/a

n/a n/a n/a n/a n/a n/a

n/a n/a n/a n/a n/a n/a

n/a n/a n/a n/a n/a n/a

n/a n/a n/a n/a n'a n/a

n/a n/a n/a n/a n/a n/a

n/a n/a n/a n/a n/a n/a

n/a n/a n/a n/a n/a n/a

n/a n/a n/a n/a n/a n/a

n/a n/a n/a n/a n/a n/a

n/a n/a n/a n/a n/a n/a

FORCE MAINS
Size Material Length (Feet)

4 inch PVC 3,183

6 inch PVC 600

8 inch PVC 6.031

10 inch PVC 940

15 inch PVC 3.720

18 inch PVC 2,940

NA NA NA

NA NA NA

NA NA NA

NA NA NA

MANHOLES CLEANOUTS
Type Quantity Quantity
Standard 384 59
Drop NA NA
NA
NA

Note: If you are filing for more than one system, please provide separate sheets for each system.

Ilnstnlctions: Fill out the Grey Cells with the relevent information. Input 0 or none if there is nothing recorded in that



|accounl or there is no applicable information to report. Copy and paste this sheet as many times as is necessary.
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Picacho Sewer Company
Annual Report

Wastewater Utility Plant Description (Continued)

Wastewater Utility Plant Description (Continued)
GRAVITY MAINS SERVICES/LATERALS
Sizes (inches) Material Length (feet) Size (inches) Material Quantity
4 PVC 380 4 PVC 2,059
8 PVC 85,813 4 NA NA
10 PVC 1,272 4 NA NA
12 NA 172 4 NA NA
NA NA NA
NA NA N/A
NA NA N/A
NA NA N/A
NA NA N/A
NA NA N/A
NA NA N/A
NA NA N/A
NA NA N/A
NA NA N/A
NA NA N/A

For the following five items, list the utility owned assets in each category for each system.
Digester and solids handling production facility

SOLIDS PROCESSING
AND HANDLING
FACILITIES

Ultra-Violet
DISINFECTION

EQUIPMENT
(Chlorinator, Ultra-Violet,
Etc.)

Dual median filter

FILTRATION
EQUIPMENT (Rapid
Sand, Slow Sand,
Activated Carbon, Etc.)

Office building, electrical buildind

STRUCTURES
(Buildings, Fences, Etc.)

Other (Laboratory Generators, meters, SCADA, Misc Tools

Equipment, Tools,
Vehicles, Standby, Power
Generators, Etc.)

{Note: If you are filing for more than one system, please provide separate sheets for each system.

|Instructinns: Fill out the Grey Cells with the relevent information. Input 0 or none if there is nothing recorded in that account or there |



lis no applicable information to report. Copy and paste this sheet as many times as is necessary.
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Picacho Sewer Company

Annual Report
Wastewater Flows
12/31/23
Wastewater Flows
Total Monthly
Number of | Sewage Flow | Sewage Flowon | Purchased Purchased

Month Services (Gallons) Peak Day Power E:tpensel Power (k\’\f'h)2
January 1,774 4,404,000 178,000 $4,882 27,141
February 1,780 4,489,000 217,000 5,118 28,364
March 1,789 4,827,000 202,000 4,214 23,124
April 1,796 4,103,000 177,000 5,220 28,796
May 1,811 3,260,000 127,000 4,510 24,779
June 1,799 2,981,000 115,000 4,158 22,685
July 1,814 3,132,000 124,000 4,102 22,400
August 1,812 3,254,000 130,000 4,577 24,994
September 1,810 3,042,000 124,000 4,940 27,250
October 1,819 3.642.000 145,000 4,388 23,937
November 1,821 4,221,000 169,000 4,861 26,774
December 1,815 4,274,000 187,000 4,705 26,024

Totals 45,629,000 1,895,000 $55,674 306,268

Provide the following information as applicable per wastewater system:

Method of Effluent Disposal
Groundwater Permit Number

ADEQ Aquifer Protection Permit ("APP") Number

ADEQ Reuse Permit Number
EPA NPDES Permil Number

APP Effluent Treatment Requirement (Class)?

Permitted Flow Rate
Permitted Organic Capacity
Hydraulic Capacity

Type of Biological Treatment

Reuse

71-211286.000, 73-211286.000

56-0013530000

R-100587

n/a

B+

250,000/day

n/a

250,000/day

Sequenced Batch Reactor (SBR)

In the space below, list all violations within the past 12 months:

N/A

[Note: If you are filing for more than one system, please provide separate sheets for each system.

| Enter the total purchased power costs for the power meters associated with this system.

2 Enter the total purchased kWh used by the power meters associated with this system.

Instructions: Fill out the Grey Cells with the relevent information. Input 0 or none if there is nothing recorded in
that account or there is no applicable information to report.

Page 13
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PICACHO SEWER COMPANY

DOCKET NO. SW-037T09A-25-XXXX

Sheet No. 1

Cancelling Sheet No.

TABLE OF CONTENTS

Part One: Statement of Chatees! . ot
L. T
A. Monthly Minimum Charge ..........c.ccccevvvvierarivnneenn

B SETNTECRIEE i s s s e
1L Taxes ahid ASSESSMEIMS vomamnmmmare s T R S Sheet No. 3

Part Two: Statement of Terms and ConditionsS..........euvevivvevevemerviriviinens

.......................... Sheet No. 1

wieeeeenren.Sheet No. 1

.......................... Sheet No. 1

cessiaennane. Sheet No. 2

.......................... Sheet No. 4

Issued: XXXXX
ISSUED BY:

Picacho Sewer Company
Decision No. XXXXX

Effective: XXXXX



PICACHO SEWER COMPANY Sheet No. 1

DOCKET NO. SW-03709A-25-XXXX Cancelling Sheet No. __
PART ONE
STATEMENT OF CHARGES
I. RATES
In Decision No. XXXXX, dated , the Commission approved the following

rates and charges to become effective:

A. Monthly Minimum Charge

Meter Size — All Classes Charge
5/8 x ¥4 Meter $ 120.96
1” Meter 302.40
1 1/2” Meter 604.80
2” Meter 967.68
3” Meter 1,935.36
4 Meter 3,024.00
6” Meter 6,048.00
8" Meter 9,676.80
10" Meter 13,910.40
12” Meter 18,144.00
Effluent Rate $0.87
Issued: XXXXX Effective: XXXXX
ISSUED BY:

Picacho Sewer Company
Decision No. XXXXX



PICACHO SEWER COMPANY Sheet No. 2

DOCKET NO. SW-03709A-25-XXXX Cancelling Sheet No. __

PART ONE
STATEMENT OF CHARGES

L RATES

B. Service Charges

Service Charge
Establishment $35.00
Re-Establishment (within 12 months) (1)
Reconnection (delinquent) $30.00
Disconnection/Reconnection (delinquent account) 2)
Deposit (3)
Deposit Interest (annual effective rate) 6.00% (4)
Deferred Payment (per month) 1.50%
Late Payment Penalty (per month) 1.50%
NSF Check $30.00
After-Hours Service Charge (5) 40.00
Road Cutting or Boring At Cost

(1) Per Commission Rule A.A.C. R14-2-603(D) — months off the system times the monthly minimum.

(2) The actual cost of disconnection and reconnection, including costs for excavation and trenching, pipeline
modification, backfill and grading, road repairs and permitting,

(3) Per Commission Rule A.A.C. R14-2-603(B)7).

(4) Per Commission Rule A.A.C. R14-2-603(B)(3).

(5) Atcustomer’s request. No charge for service during normal working hours.

Issued: XXXXX Effective: XXXXX
ISSUED BY:
Picacho Sewer Company
Decision No. XXXXX



PICACHO SEWER COMPANY Sheet No. 3

DOCKET NO, SW-(03709A-25-XXXX Cancelling Sheet No.

PART ONE
STATEMENT OF CHARGES

IIL. TAXES AND ASSESSMENTS

In addition to the collection of its regular rates, the utility will collect from its customers
a proportionate share of any privilege, sales, use, and franchise tax per Commission Rule
A.A.C. R14-2-608(D)(5).

Issued: XXXXX Effective: XXXXX
ISSUED BY:

Picacho Sewer Company
Decision No. XXXXX



PICACHO SEWER COMPANY Sheet No. 4

DOCKET NO, W-03528A -25-XXXX Cancelling Sheet No. __

1.0

2.0

3.0

4.0

PART TWO
STATEMENT OF TERMS AND CONDITIONS

Terms and Conditions of Service

Applicability. This Terms and Conditions of Service Tariff applies to all services provided
by the Company.

Adoption of Rules. The Company adopts the Rules of the Arizona Corporation Commission
for sewer service (A.A.C. R14-2-601 to R14-2-610), as supplemented by this Tariff.

Electronic Billing. Electronic Billing is an optional billing service whereby Customers may
elect to receive, view, and pay their bills electronically. The Company may modify its
Electronic Billing services from time to time. A Customer electing an electronic billing
service may receive an electronic bill in lieu of a paper bill. Customers electing an electronic
billing service may be required to complete additional forms and agreements. Electronic
Billing may be discontinued at any time by the Company or the Customer. An Electronic Bill
will be considered rendered at the time it is electronically sent to the Customer. Failure to
receive bills or notices which have been properly sent by an Electronic Billing system does not
prevent these bills from becoming delinquent and does not relieve the Customer of the
Customer's obligations therein. Any notices which the Company is required to send to a
Customer who has elected an Electronic Billing service may be sent by electronic means at the
option of the Company. Except as otherwise provided in this section, all other provisions of
the Company's tariffs and the Commission's Rules and Regulations are applicable to
Electronic Billing. The Customer must provide the Company with a current email address for
electronic bill delivery. If the Electronic Bill is electronically sent to the Customer at the email
address that Customer provided to the Company, then the Electronic Bill will be considered
properly sent. Further, the Customer will be responsible for updating the Company with
any changes to this email address. Failure to do so will not excuse the Customer from timely
paying the Company for utility service.

Liability.

4.1 Third party claims. Company will not be responsible for any third-party claims against
Company that arise from Customer's use of Company's utility service unless such claims
are caused by the Company’s willful misconduct or gross negligence.

4.2 Indemnity. Customer will indemnify, defend and hold harmless the Company
(including the costs of reasonable attorney's fees) against all claims (including, without
limitation, claims for damages to any business or property, or injury to, or death of, any
person) arising out of any wrongful act or negligent omission of the Customer, or the
Customer's agents, in connection with the Company's service or facilities.

Issued: XXXXX Effective: XXXXX

ISSUED BY:

Picacho Sewer Company
Decision No. XXXXX



PICACHO SEWER COMPANY Sheet No. §

DOCKET NO. SW-037T09A-25-XXXX Cancelling Sheet No. __

44

4.5

Applies to all service areas
STATEMENT OF TERMS AND CONDITIONS

Limitation of damages. The liability of the Company for damages of any nature arising
from errors, mistakes, omissions, interruptions, or delays of the Company, its agents,
servants, or employees, in the course of establishing, furnishing, rearranging,
moving, terminating, or changing the service or facilities or equipment shall not
exceed an amount equal to the charges applicable under the Company's tariff
(calculated on a proportionate basis where appropriate) to the period during which
the error, mistake, omission, interruption or delay occurs, except if such damages are
caused by the Company’s willful misconduct or gross negligence.

Incidental, indirect, special, or consequential damages. In no event will the Company
be liable for any incidental, indirect, special, or consequential damages (including lost
revenue or profits) of any kind whatsoever regardless of the cause or foreseeability
thereof.

Interference with Company facilities. The Company will not be responsible in
any occasion for any loss or damage caused by the negligence or wrongful act of the
Customer or any of his agents, employees or licensees in installing, maintaining, using,
operating or interfering with any Company facilities.

Issued: XXXXX

Effective: XXXXX
ISSUED BY:

Picacho Sewer Company
Decision No. XXXXX
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Jay L. Shapiro (No. 014650)

1819 E. Morten Avenue, Suite 280
Phocnix, Arizona 85020
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Jay@shapslawaz.com

Attomey for Picacho Sewer Company

BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE APPLICATION DOCKET NO: SW-03709A-25-
OF PICACHO SEWER COMPANY, AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE FAIR VALUE
OF ITS UTILITY PLANTS AND
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES FOR UTILITY
SERVICE BASED THEREON.

DIRECT TESTIMONY
OF

JILL SCHWARTZ

March 19, 2025




—_—

TABLE OF CONTENTS

I INTRODUCTION L. et I

II. OVERVIEW OF RATE CASE e e, 4

L JW WATER SHARED SERVICES MODEL AND COST ALLOCATION
MANUAL. e et e st ae e s 9

o o0 ~1 o h =N ) b2

o0 ~J o h =N ) [S] —_ =

19
20
21
22
23
24
25
26

SHAPIRO LAW T'IRM
BRI [HARY NN TR TN




1| L INTRODUCTION.

2| Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

31 A My name is Jill Schwartz. My business address is 4720 East Cotton Gin Loop,

4 Suite 130, Phoenix, Arizona 85040.

51 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

6| A [ am employed by JW Water Holdings, LLC (*“JW Water”) as Vice President of

T Rates and Regulation.

8| Q. PLEASE SUMMARIZE YOUR RESPONSIBILITIES FOR JW WATER.

91 A As the Vice President of Rates and Regulation for JW Water, I am responsible for
10 the development and execution of the regulatory strategy, including management
11 oversight of JW Water’s rate cases.

121 Q. WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL
13 BACKGROUND?

14 | A. In 2001, I completed my Bachelor of Science in Accounting from the John E. Simon
15 School of Business at Maryville University in St. Louis, Missouri. From May 2001
16 to February 2015, I was employed by The Boeing Company in a variety of
17 accounting capacities, ensuring compliance with the Federal Acquisition Regulation
18 Mandatory Disclosure rule and developing and delivering labor compliance training
19 for all Boeing employees. Ijoined Liberty Utilities in February 2015 as the Manager
20 of Rates and Regulatory Affairs for Liberty Utilities (Midstates Natural Gas) Corp.
21 In February 2017, I was promoted to Senior Manager of Rates and Regulatory
22 Affairs for Liberty’s Central Region, where I was responsible for the regulatory
23 matters involving the electric, natural gas and water utilities in Missouri, Arkansas,
24 Illinois, lowa, Kansas and Oklahoma. In August 2019, I transitioned to the
25 Corporate Regulatory department, where I provided support to all of Liberty’s
26 regulated operating utilities across the U.S. and Canada for the cost allocation

i el | 1
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manual and corporate cost allocations. In December 2020, I was promoted to
Director of Regulatory Shared Services and became responsible for development of
the regulatory strategy and cvidentiary support for corporate shared services costs
and provided support for local and regional regulatory tcams for rate cases and other
regulatory matters. In May 2022, T was promoted to Senior Director of Regulatory
Policy and Stratcgy and I worked in that capacity until joining JW Water in
Dccember 2024,

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION OR
ANY OTHER REGULATORY AGENCY?

Yes. 1 provided pre-filed and oral testimony before the Arizona Corporation
Commuission (“Commission”) in ratc cascs tor Liberty Utilitics (Black Mountain
Sewer) Corp. (Docket No. SW-02361A-19-0139), Liberty Utilities (Entrada Del
Oro Scwer) Corp. and Liberty Utilitics (Gold Canyon Scwer) Corp. (Docket No.
SW-02519A-21-0325, ct al.), and pre-filed testimony for Liberty Utilitics
(Beardsley Water) Corp., Liberty Utilities (Bella Vista Water) Corp., Liberty
Utilitics (Cordes Lakes Water) Corp., and Liberty Utilities (Rio Rico Water &
Sewer) Corp. (Docket No. W-02074A-23-0337, et al.) on issuces related to shared
scrvices costs. [ have also testificd before public utility commissions in Arkansas,
Illinois, Towa, Kentucky, Missouri, and New York, as well as the New Brunswick
Encrgy and Utilitics Board in Canada.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?
[’m providing this dircct testimony on behalf of Picacho Sewer Company (“Picacho
Sewer” or “Company™), a wholly owned subsidiary of JW Water.

WHAT SUBJECTS WILL YOUR DIRECT TESTIMONY ADDRESS IN
THIS PROCEEDING?

First, I will provide an overview of the rate filing, including explaining the timing
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of this rate filing by Picacho Sewer. [ will also address Picacho Sewer’s intent to
concurrently scek approval to borrow moncy to achiecve and maintain a morc
balanced capital structurc. Sccond, I will address shared services in accordance with
JW Watcr’s cost allocation manual, the TW Watcer Allocation Manual (“JTWWAM™)
and how thosc costs arc applied to Picacho Sewer.

Q. IS YOUR DIRECT TESTIMONY ALSO BEING FILED IN SUPPORT OF
PICACHO WATER COMPANY (“PICACHO WATER”) RATE
APPLICATION?

A. Yes, they arc not identical but very similar. The material differences in my direct
testimony between the two rate filings involve the unique ratemaking situation
facing Picacho Scwer that 1s not expected to impact Picacho Water. I will discuss
this below.!

Q. THANK YOU. ARE THE TWO RATE CASES BEING CONSOLIDATED
FOR COMMISSION PROCESSING?

A, No, JW Watcer docs not believe these two rate cases can be consolidated, because
wc cannot do anything that risks delaying the sctting of new rates for scwer utility
scrvice by Picacho Sewer. We will, however, request that the financing applications
to be tiled by Picacho Sewer and Picacho Water be consolidated into cach of their
respective rate cascs.  We will also endeavor to work with Staff to proposc a
procedural schedule that accommodates Picacho Sewer’s unique situation, both
utilitics’ nceds for new rates as soon as possible, as well as the nceds of Staff, any
other parties, and of course the Commission. It is a complex balancing of multiple

stakcholder interests but a necessary one.

! Se¢ also Picacho Water’s Rate Application (filed March 19, 2025), Direct Testimony of Jill Schwartz
{(“*Schwartz PW DT™).




K=« =, ¥, e - TS T o

[ L% I o5 B S R O T S T S N e e e e e L e e e
h B W N = D N N Y s W N -~ D

26

SHAPIRO LAW FIRM

A PROFESSIONAL CORPORATION

IL.

>

OVERVIEW OF RATE CASE.

WHY IS PICACHO SEWER FILING THIS RATE CASE?

Picacho Sewer is bringing this rate case now for a couple of reasons. First, as
explained by Jason Williamson in his direct testimony, Picacho Sewer was recently
acquired by JW Water in a transaction with the “Robsons” involving eight Arizona
public service corporations providing water and sewer utility service.> Picacho
Sewer was formed more than 25 years ago but has never had a rate case and it is
woefully underearning. Second, Picacho Sewer is in the midst of a significant sewer
expansion project that is expected to be completed, used and useful and in service
in late 2026. Shortly after that project is completed, the Company will need to file
another rate case to begin recovery of that major investment. By filing this case
now, JW Water 1s attempting to allow as much time as possible between the two
sewer rate cases.

CAN YOU EXPLAIN IN MORE DETAIL WHY PICACHO SEWER IS
UNDEREARNING?

Consistent with my testimony in the Picacho Water rate case and as briefly
discussed above, Picacho Sewer’s current rates were established in 1999, nearly 26
years ago, when its Certificate of Convenience and Necessity was granted and they
are not sufficient to recover the costs that the Company must incur to provide safe
and reliable utility service to customers in 2025. Picacho Sewer’s adjusted test year
revenues of $954,653 are not sufficient to recover the Company’s adjusted test year
operating expenses, let alone provide a reasonable return on its fair value rate base

of $8,727,430. Picacho Sewer’s current rate of return is -5.92%.

* Direct Testimony of Jason Williamson at 3:21-26.
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DO YOU BELIEVE THE PRIOR OWNERS WERE SUBSIDIZING THE
COST OF SERVICE IN THIS SYSTEM?

One could certainly conclude that recovering the cost of service and a reasonable
return on rate base was not the prior owner’s primary goal in owning this sewer
utility and if you never raise rates, then the cost of service is being subsidized. This
is not meant as a criticism as they had their business interests and made their own
decisions. However, these decisions left Picacho Sewer underearning and in need
of a very large increase in rates. JW Water is in the business of owning and
operating water and sewer utilities and expects and is entitled to rates that allow it
to recover its costs of service and a reasonable opportunity to earn a return on rate
base.

WHY IT IS FAIR TO SUBJECT PICACHO SEWER’S CUSTOMERS TO A
LARGE RATE INCREASE AT THIS TIME?

Because it is not Picacho Sewer’s or its shareholder’s obligation to subsidize sewer
utility service to these customers. Continuing to subsidize the customers at the
expense of the utility’s financial viability is not in the public interest. In fact, it is
in everyone’s best interest to have financially stable utilities that can plan for, invest
in, and manage the future needs of Arizonians. We are sympathetic to the fact that
after decades of paying discount rates, customers now face a large increase. But the
alternative that JW Water continues to subsidize customers and diminish the
financial capability and viability of the very utility that those customers rely on for
essential service is not a sustainable business model or utility structure for the
community. Therefore, we are asking for rates that recover our cost of service,

including a reasonable return on rate base, nothing more and nothing less.
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Q. PLEASE DESCRIBE THE COMPANY’S REQUEST FOR NEW RATES.

A. As reflected on Schedule A-1, Picacho Sewer is secking an increasc in annual
revenucs of approximately $1,818,584, or 190.50% based on a fair value rate base
of $8,727,430 and a rcquircd opcrating income of $829,717. The overall rate of
return is based on a capital structure comprised of 70% cquity and 30% debt and a
return on cquity of 10.80%.

Q. HAVE YOU CALCULATED THE AVERAGE BILL IMPACT ON
RESIDENTIAL CUSTOMERS BASED ON THE PROPOSED RATES?

A. Yecs, based on the requested revenue inercase and the “H” Schedules sponsorcd by
Mr. Bourassa, the average residential Picacho Sewer customer will sec an increase
of $78.96 in their monthly bill.

Q. AREN'T THESE SAME CUSTOMERS ALSO FACING A SIGNIFICANT
INCREASE IN THE COST OF WATER UTILITY SERVICE AT THE SAME
TIME?

A. Yes, Picacho Water is concurrently filing a rate casc and also needs a significant
increase for the same basic rcasons as Picacho Sewer. This is explained in more
dctail in Picacho Watcr’s rate filing.?

Q. DO BOTH OF THESE RATE CASES HAVE TO BE FILED NOW?

A. Yes, becausce both utilitics arc operating at significant losses. Neither has ever had
a ratc case and both arc substantially undercarning relative to their costs of service,
including authorized rcturns. Beyond that, as I mentioncd above, Picacho Sewer
had to file its rate casc as soon as possible becausc it 1s going to have to file another

rate casc in roughly two years when its new wastcwater reclamation plant comes

* See Schwartz PW DT at 4-5.
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onlinc. Mr. Hanson describes that ongoing major capital project in his direct
testimony in support of Picacho Scwer’s rate application.?

Q. HAS JW WATER TAKEN ANY STEPS TO MITIGATE THE IMPACT OF
THESE RATE INCREASES FOR PICACHO SEWER’S CUSTOMERS?

A. Yes. Applicable to both Picacho Water and Picacho Scwer, their rate cases arc
being filed using a capital structure consisting ot 70% cquity and 30% dcbt. We are
making this proforma adjustment to the test year, which was 100% cquity, and both
companics will be filing separate financing applications for consolidation with their
respective rate cases as soon as we receive sutficiency from Staff.

Q. HOW DOES THIS MITIGATE THE IMPACT OF NEEDED REVENUE
INCREASES?

A. As Mr. Bourassa cxplains and his dircct testimony illustrates, debt costs less than
cquity. While the sprcad between debt and cquity has decreased over the past few
ycars, we belicve it 1s still better business and better ratemaking for our utilitics to
usc a morc balanced capital structurc where debt 1s available. And, although, what
is balanced for onc utility is not the same for every utility, 100% cquity is not a
balanced capital structurc. We believe 30% debt is the right leverage for Picacho
Water and Picacho Scwer.

Q. EVEN WITH SUCH EFFORTS, PICACHO WATER AND PICACHO
SEWER CUSTOMERS SHOULD EXPECT MULTIPLE SIGNIFICANT
INCREASES IN RATES IN THE NEXT FEW YEARS?

A. Yes. If the Commission agrees that these two utilities arc not recovering their costs
of service by a wide margin at the present time, and then, in the near future, agrees

that a multi-million dollar water reclamation facility was necessary and 1s used and

4 Direct Testimony of Justin Hanson at 4:16  6:11.
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usctul, our customers should expect onc large increase for water rates and two for
scwer rates. Again, we arc not unmindful of the impact these large rate increascs
have on our customers. That is why we held up what we view as urgent rate filings
so we could bring in a more balanced capital structurc. We arc trying to be
rcasonable and fair to our customers and our sharcholders, as well as to the
regulators who nced to set our rates. In the final analysis, the rates we arc
requesting, and will request in the next case, are no more and no less than what we
belicve we arc entitled to charge in order to recover our costs of service including
returns on ratc basc.

THANK YOU MS. SCHWARTZ. ARE THERE OTHER WITNESSES
PROVIDING TESTIMONY IN THIS CASE ON BEHALF OF PICACHO
SEWER?

Yes, the following witnesses are also providing testimony in this casc:

o Jason Williamson, Chict Exccutive Officer, JW Water, provides
background on JW Water and discusses the recent acquisition of the Robson
utilitics.

* Justin Hanson, General Manager, Picacho Water, Picacho Sewer, and Pima
Utility Company, discusscs Picacho Scwer’s system and opcrations and
significant capital investments.

o Cherishe Barbee, Scnior Rates and Accounting Analyst, JW Water, prescnts
Picacho Scwer’s revenue requircment calculations, as well as proposed tarift
revisions for Picacho Scwer’s miscellancous service charges.

o Thomas Bourassa, Recgulatory and Accounting Consultant, supports the
Company’s proposced cost of capital, rate design, and ratc case cxpense

surcharge.




1| HI. JW WATER SHARED SERVICES MODEL AND COST ALLOCATION
MANUAL.

2

31 Q. WHATEXACTLY IS A SHARED SERVICES MODEL?

4| A. In its most basic sense, a shared services model is a business model that shares

5 centralized resources, such as corporate administrative, financial and accounting,

6 human resources and other business support services, across an entire organization.

7 Most utility holding companies like JW Water operate their utilities with centralized

8 shared corporate services and local management and operational control of day-to-

9 day utility operations. Shared services models provide numerous benefits to
10 regulated utilities, through improvements in service, communication, and
11 production, enhanced financial, operational, and safety controls, and when
12 implemented sensibly and overseen diligently, tend to hold costs lower over the
13 long-term.
14 | Q. AND WHAT IS A COST ALLOCATION MANUAL?
15 | A. The National Association of Regulatory Utility Commissions (“NARUC”) defines
16 a cost allocation manual as an indexed compilation and documentation of a
17 company’s cost allocation policies and related procedures. In more understandable
18 terms, a CAM explains how service company costs (in this case, the parent holding
19 company) are assigned to affiliates, and the nature and benefits of the services
20 provided between affiliates.
21 | Q. AND THE JWWAM IS JW WATER’S COST ALLOCATION MANUAL?
22 | A Exactly. The JIWWAM is a written manual intended to govern cost allocations
23 between affiliated entities within the JW Water organization. The JWWAM
24 describes the services provided by JW Water and sets forth the methods used to
25 allocate the costs for those services among the benefitting entities and is based on
26 the NARUC Guidelines for Cost Allocations and Affiliate Transactions. The

SHAPIRO LAW FIRM
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NARUC Guidelines are attached as Appendix B to the IWWAM. The JIWWAM is
attached to my testimony as Exhibit JS-DT1.

IS THE JWWAM CONSISTENT WITH THE NARUC GUIDELINES ON
AFFILIATE TRANSACTIONS?

Generally, yes. However, it is critical to understand that the NARUC guidelines
were developed primarily to mitigate subsidization of unregulated business by
regulated utilities with captive customers.” JW Water does not own or operate any
unregulated utilities; our sole business is owning and operating Arizona public
service corporations regulated by the Commission. Therefore, the risk of regulated
entities subsidizing non-regulated ones is not present here. However, a cost
allocation process should equally ensure that shareholders are not subsidizing
customers by incurring unrecovered costs for the benefit of regulated utilities.

That said, the following NARUC principles are embodied in the JWWAM:

Ik To the maximum extent practicable, costs should be directly assigned
(NARUC Guidelines at 2, § B.1).

2 The general method for charging indirect costs should be on a fully
allocated cost basis (NARUC Guidelines at 2, § B.2).

3. To the extent possible, all direct and allocated costs should be

traceable on the books of the applicable regulated utility to the
applicable Uniform System of Accounts and documentation should
be available to the appropriate regulatory authority upon request
(NARUC Guidelines at 2, § B.3).

4. Allocation methodologies should prevent subsidization and ensure
el%ui_table cost sharing among regulated and unregulated affiliates
(NARUC Guidelines at 2-3, § B.4).

2 All costs should be classified as regulated, non-regulated, or common
to both (NARUC Guidelines at 3, § B.5).
6. The primary cost driver of common costs should be identified and

used to allocate the cost between regulated and non-regulated
affiliates (NARUC Guidelines at 3, § B.6).

3 Exhibit JS-DT1, Appendix B, page 1, lines 8-11.

10




[ R S TS T

oD 0 = O

11

13
14
15
16
17
18
19
20
21
22
23
24
25
26

SHAPIRO LAW TFIRM

A Praflissiadal CarPuka’lloN

7. The indirect costs of cach business unit, including the allocated
costs of shared services, should be spread using relevant cost
allocators (NARUC Guidelines at 3, § B.7).

HOW DOES THE COST ALLOCATION MODEL SET FORTH IN THE
JWWAM ACCOMPLISH THESE VARIOUS GOALS?

Under the JWWAM, a utility incurs costs in two ways: (1) Assigned/Direct costs—
costs incurrcd by onc company for the exclusive benefit of onc or more other
companics, and which arc directly charged to thc company or companies that
specifically benefited; and (2) Allocated/Indirect costs—costs incurred by one
company that benefit multiple companices, but cannot be directly identitied and
assigned. The IWWAM sets forth the methodology and logical allocation factors
that cstablish a reasonable link between the cost causer(s) and cost recovery.

CAN YOU PROVIDE EXAMPLES?

Yes, Picacho Sewer dircetly incurs costs for, including but not limited to, purchased
power, chemicals, materials and supplics, and property taxes. In contrast, costs for
scrvices such as accounting, regulatory and legal are allocated to Picacho Sewer in
accordance with the allocation methodology described in the JWWAM.

DID THE COMPANY PROPOSE AN ADJUSTMENT TO THE REVENUE
REQUIREMENT TO INCLUDE AN ALLOCATION FOR SHARED
SERVICES COSTS?

Yes. Adjustment No. 4 to Revenues and Expenscs presented in Exhibit CB-DTI,
Schedule C-2, page 5 summarizes the adjustments to the Contractual Services
NARUC accounts for Accounting, Legal, Management and Other, as a result of the

allocation of commeon costs incurred by JW Watcer.

11
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WHAT IS THE IMPACT TO THE REVENUE REQUIREMENT OF THE
ADJUSTMENT FOR SHARED SERVICES COSTS?

As reflected in Schedule C-2, the adjustment for shared services costs under the JW
Water shared services model results in an increase to annual operating expenses of
$284,968. This adjustment reflects the Company’s allocated share of legal,
government affairs, office expenses and shared labor costs for the JW Water
executive leadership team, finance, regulatory, billing, and capital planning who
provide support to all JW Water regulated utility companies, including Picacho

Sewer.

HOW MUCH DID PICACHO SEWER CUSTOMERS PAY FOR THESE
SERVICES UNDER THE PREVIOUS OWNERSHIP?

As I discussed earlier in my testimony, it is a reasonable conclusion to draw that
Robson was subsidizing the cost of running its utilities with other parts of its overall
business. As reflected on Schedule C-2, during the test year, Picacho Sewer
incurred $490 for Contractual Services related to accounting in NARUC account
732, and $12,000 in Contractual Services - Other (NARUC account 736) for the
administration fee billed to the utility from Robson corporate parent. Based on my
experience, it seems unlikely that all of the necessary services for accounting,
billing, customer services, utility planning and management could be provided to a
utility, even on a shared basis for such a nominal amount and further supports my
assumption that Picacho Sewer customers have been subsidized and not paying for
their cost of service for many years under previous ownership. The costs and
allocation methodology presented by JW Water for the shared services are
reasonable, well supported and a necessary cost of doing business for a utility

holding company of our size.

12




1 Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY ON BEHALF OF
PICACHO SEWER?
A. Yes.
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EXHIBIT JS-DT1



JW Water Holdings, LLC
ALLOCATION MANUAL
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Effective January 1, 2025
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Introduction and Purpose

JW Water Holdings, LLC (“JWW?”) is the sole shareholder of multiple regulated water and
wastewater utility systems in Arizona. The JAWW Allocation Manual (“JWWAM”) provides a
comprehensive explanation of the (i) origin of costs that are subject to allocation within the
JWW corporate umbrella; and (ii) methodologies used to allocate such costs to ensure that
all reasonable and necessary costs incurred in the provision of utility services by the
regulated utilities are recorded, reported and recovered. Just and reasonable rates should
provide each of the regulated utilities the opportunity to recover its costs of service and
authorized returns on rate base, no more and no less.

To achieve this, the JWWAM has been prepared consistent with the NARUC Guidelines for
Cost Allocations and Affiliate Transactions (“NARUC Guidelines”), which have been
reproduced in Appendix B. Critically, IWW does not own or operate any unregulated
businesses, eliminating the risk of the regulated utilities subsidizing unregulated business
activities. Itis also essential that intra-regulated utility subsidization be minimized through
the allocation methodologies employed by JWW. These procedures also mitigate
shareholder subsidization of customers by seeking to ensure that all costs incurred for the
benefit of the regulated utilities are recovered through rates. JWW’s allocation procedures
and methodologies are rational and straightforward and result in an equitable sharing of
common costs amongst the regulated utilities. These allocation methodologies produce a
transparent and verifiable record for the recovery of affiliated transaction costs that benefit
more than one of the regulated utilities.

Definitions

Common costs: Costs associated with services or products that are of joint benefit
between regulated and non-regulated business units (parent).

Gross plant in service: Includes all plant used to serve customers regardless of the funding
source.

Net plant in service: Gross plant in service + prudent capital additions — asset disposals
and retirements — accumulated depreciation — contributions in aid of construction —
construction work in progress = Net plantin service

Operating expenses: The costs incurred by a utility to provide safe and adequate service to
its customers during a period of time. These include operating and maintenance costs
(O&Mj), depreciation, and all taxes, including income taxes. Common cost allocations and
rate case expenses are also excluded from this factor,



Origin of Costs Subject to Allocation

The sole business of JWW and all the utilities under its corporate umbrella and the primary
cost driver for common costs is the operation of regulated water and wastewater utility
service.

Only “common costs”, costs that are incurred for the benefit of more than one, or all, of the
regulated utilities under the JWW umbrella, are subject to allocation. Common costs
incurred by and under JWW include, but are not intended to be limited to, services for
executive, regulatory, operations, utility planning and development, accounting, finance,
legal and customer service. Common costs allocated can take the form labor, materials,
and purchased services. In conformance with the NARUC Guidelines, direct costs, those
costs incurred for one utility, will be directly assigned to the procuring and/or benefiting
entity to the extent practicable.

Allocation Methodologies

Common costs are allocated based on three (3) factors: number of customers, net plantin
service', and operating expenses?, with each factor equally weighted.

Factor Weighting

Customer Count 33.33%
Utility Net Plant 33.33%
Operating Expense 33.33%
Total 100%

The three-factor allocation methodology is used to allocate common costs incurred for all
JWW regulated utilities, as well as to allocate common costs incurred for the benefit of a
smaller subset of the JWW utilities (e.g., the water utilities, the sewer utilities, or the River
Systems).

' Net Plant does not include Contributions in Aid of Construction (“CIAC”) or Construction Work in Progress
(“CWIP™).

2 Operating expenses do not include depreciation expense, amortization expense, interest expense, common
costs allocated to the utility, or rate case expense.































































































































































































































































































































































































































































































































































































































































































































































































































































