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IN THE MATTER OF THE APPLICATION DOCKET NO. W-01812A-25- 5;,66
OF BERMUDA WATER COMPANY, INC., a8
FOR A DETERMINATION OF THE FAIR Asizons Conpor(AEPLAGATION

—

-
ko

VALUE OF ITS WATER UTILITY PLANT FOTEDY =
AND PROPERTY, FOR INCREASES IN ITS DOCKET E"Dg o
RATES AND CHARGES FOR WATER AUG 11 2025 &
UTILITY SERVICE, AND FOR RELATED

APPROVALS.

DUCK.E'{EE BY

Bermuda Water Company, Inc., an Arizona public service corporation (“BWC” or the

“Company”) hereby submits this application (“Application”) for an order establishing the fair
value of its plant and property used for the provision of water utility service to the public, and
based on such finding, approving permanent rates and charges for utility service designed to
produce a fair return thereon, and for related approvals. In support of this Application, BWC states
as follows:

i BWC is a public service corporation engaged in providing water utility service in
portions of Mohave County, Arizona, pursuant to certificates of convenience and necessity first
granted by the Arizona Corporation Commission (“Commission”) in Decision 33710 (February
26, 1962) and then expanded subsequently thereafter. During the test year ending January 31,
2025, BWC served approximately 9,460 residential customers, approximately 370 commercial
customers, and approximately 150 other customers (including wholesale).

2. Pursuant to the definition in Arizona Administrative Code (“A.A.C.”) R14-2-
103(A)(3)(q), BWC is classified as a Class “B” utility.

3 BWC’s business office is located at 4544 Highway 95, Bullhead City, Arizona
86426 and its telephone number is (928) 763-6676. BWC'’s primary management contact is James

Eason. Mr. Eason is employed by Nexus Water Group, Inc., as President for the Western Region,
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| am the President for the Western Region. which includes BWC in Arizona and Great Basin Water

Company in Nevada.

arc:

Application, as well as related communications and pleadings filed by other parties, should be

directed via e-mail to Mr. Crockett with copies to Messrs. Dolinko and Eason.

79084 (August 30, 2023). as amended nunc pro tunc by Decision 79192 (December 12, 2023),

4. The persons responsible for overseeing and directing the conduct of this rate case

James Eason, President
BERMUDA WATER COMPANY
1240 E. State Street, Suite 115
Pahrump, Nevada 89048

Phone: 775-432-3184

E-mail: James.Easoniwnexuswe.com

Aleksey Dolinko. Director of FP&A
BERMUDA WATER COMPANY
500 W. Monroe Street. Suite 3600
Chicago, Illinois 60661

Phone: (321) 972-0373

E-mail: Aleksey.Dolinko@nexuswy.com

Jeffrey W. Crockett, Esq.
CROCKETT LAW GROUP PLLC
40 N. Center Street

Phoenix, Arizona 85201

Phone: (602) 441-2775

E-mail: jettiwjeffcrockettlaw.com

All discovery, data requests and other requests for information concerning this

using a test year ending June 30, 2022.

Company a fair rate of return on the fair value of its utility plant and property devoted to public
water utility service, which has increased significantly since the last rate case. In addition.
increases in the Company’s operating expenses have outpaced increases in revenues since the last
rate case. These changes since the test year in the prior rate case have caused the revenues produced

by the current rates and charges for water utility service to become inadequate to meet operating

6. Revenues from BWC's utility operations are presently inadequate to provide the

B

5 BWC’s present rates and charges were approved by the Commission in Decision
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expenses and provide a reasonable rate of return for BWC. Therefore, BWC requests that
adjustments to its rates and charges for utility service be approved by the Commission as set forth
herein so that the Company may recover its operating expenses and have an opportunity to earn a
just and reasonable rate of return on the fair value of its property.

7. Original cost rate base is used as fair value rate base (“FVRB”) in this proceeding
to minimize disputes and reduce rate case expense.

8. Filed with this Application as Attachment 10 are the schedules required pursuant
to A.A.C. R14-2-103.

9. The test year utilized by BWC in preparing the schedules is the 12-month period
that ended January 31, 2025. The Company requests that the Commission utilize the proposed test
year in connection with this Application, with appropriate adjustments to obtain a normal and more
realistic relationship between revenues, expenses and rate base during the period the rates approved
in this docket will be in effect.

10.  The proposed FVRB for BWC’s adjusted rate base is $19,936,886. During the test
year, BWC’s adjusted gross revenues were $6,566,079. The adjusted operating income was
$1,635,206, leading to an operating income deficiency of $258,499. Thus, the rate of return during
the test year was 8.20%.

11.  The overall rate of return to BWC is too low to allow the Company to pay
reasonable dividends, maintain a sound credit rating, and to enable it to attract additional capital
on reasonable and acceptable terms in order to continue the investment in utility plant necessary
to adequately serve customers.

12. BWC is requesting an increase in gross revenues of $348,366, representing an
increase in revenues of approximately 5.4%. The adjustments to the Company’s rates and charges
that are proposed herein, when fully implemented, will produce a rate of return on the fair value
rate base equal to 9.5%.

13.  Asshown on Schedule H-2, page 1, the present monthly bill for a 5/8-inch metered
customer using an average of 6,931 gallons per month is $42.95. The proposed monthly bill for a

5/8-inch metered customer using an average of 6,931 gallons per month would be $45.32, an

B
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increase of $2.37, or approximately 5.5% above present rates.

14. BWC is not proposing any changes to the overall structure of its rate design as the
Company believes the current structure is appropriate. Base rates escalate as meter size increases,
and most customer classes have multiple tiers for volumetric rates. The largest customer class—
residential customers—has a three-tier rate structure. The proposed new rates result in 46% of
revenues being recovered from base rates and 56% from volumetric charges.

15.  BWC is not proposing any changes to its current miscellaneous charges, meter

installation charges or service line installation charges.

16.  Attached as Attachment 1 is BWC’s inventory of major plant-in-service.

17.  Attached as Attachment 2 is BWC’s completed Water Use Data Sheet for January
2024 through January 2025.

18.  Filed in support of this Application as Attachment 3 is the Direct Testimony of
Aleksey Dolinko, NWG’s Director of Financial Planning and Analysis supporting BWC. Mr.
Dolinko is testifying in support of the Company’s requested increases in rates and charges for
water utility service and is sponsoring Schedules A, C, D, E, F and H. Consistent with prior BWC
rate applications, the Company has not conducted a cost-of-service study and is not providing the
Schedules G. Because most of BWC’s revenue comes from the residential customer class, the
Company does not want to drive up rate case expense in order to conduct the study, which would
have required an outside consultant.

19.  Mr. Dolinko will also provide testimony in support of BWC’s request to
implement a formula rate plan. In December 2024, the Commission adopted in Decision 79647 a
Policy Statement Regarding Formula Rates. BWC is proposing to implement a Cost of Service
Adjustor (“CSA”) which has been designed based on the Commission’s policy statement. Attached
to Mr. Dolinko’s testimony as Exhibit AVD-1 is a proposed plan of administration for the CSA.

20.  Filed in support of the Application as Attachment 4 is the Direct Testimony of
Stella Rosell, Senior Analyst of Financial Planning and Analysis for BWC. Ms. Rosell is
sponsoring the Schedules B, Schedule E-5, and Schedule E-5 (Accum Depr).
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21.  Filed in support of the Application as Attachment 5 is the Direct Testimony of
James Eason, President of NWG’s Western Region, which includes BWC. Mr. Eason provides an
overview of BWC’s operations and the Company’s continued efforts to provide customers with
high quality water utility service at reasonable rates. He provides information regarding the
Company’s operations and its water master plan.

22.  Filed in support of the Application as Attachment 6 is the Direct Testimony of
Joshua Kemp, Project Coordinator for BWC. Mr. Kemp describes the capital projects completed
since the Company’s last rate case, including the request for certain post-test year plant, as well as
the Company’s continued efforts to provide customers with high quality water service at
reasonable rates.

23.  Filed in support of the Application as Attachment 7 is the Direct Testimony of
Steven Lubertozzi, Senior Vice President of Rates, Regulatory and Legislative Affairs for NWG.
Mr. Lubertozzi (i) explains the merger that created NWG, BWC’s indirect parent; (ii) describes
the changes to BWC’s cost allocation methodology; (iii) describes integration activities since the
merger; and (iv) provides support for the proposed corporate support service expenses requested
by BWC.

24.  Filed in support of the Application as Attachment 8 is the Direct Testimony of
David Blessing, partner in the regulatory and economic consulting firm of Parrish, Blessing &
Associates, Inc. Mr. Blessing provides testimony regarding the appropriate weighted average cost
of capital for BWC and the cost of common equity that will allow the Company the opportunity to
earn a fair return on its prudently invested capital.

25.  Finally, filed in support of the Application as Attachment 9 is the Direct Testimony
of Harold Walker, III, Manager, Financial Studies, for Gannett Fleming Valuation and Rate
Consultants, LLC. Mr. Walker presents the results of his lead-lag study and recommends an
appropriate cash working capital allowance for inclusion in BWC’s rate base.

26.  The Commission has jurisdiction to conduct public hearings to determine the fair
value of the Company's property, to fix a just and reasonable rate of return thereon, and thereafter,

to approve just and reasonable rates designed to give it a reasonable opportunity to earn such return.

o
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Further, the Commission has jurisdiction to establish the practices and procedures to govern the
conduct of the hearing, including notice, intervention, filing, service, exhibits, discovery, and other
prehearing and hearing matters.

27.  The Company requests that this Commission set a date for a hearing on this
Application such that new rates for the Company will become effective no later than September 2,
2026.

WHEREFORE, Bermuda Water Company, Inc., requests the following:

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 BWC’s utility plant
and property devoted to providing water utility services to the public;

B. Based upon such determination, that the Commission approve permanent
adjustments to the rates and charges for water utility service provided by BWC, as proposed by
the Company herein, or approve such other rates and charges as will produce a just and reasonable
rate of return on the fair value of BWC'’s utility plant and property, with new rates to be effective
as soon as possible, but no later than September 2, 2026;

C. That the Commission approve, in accordance with its Policy Statement Regarding
Formula Ratcs, a Cost of Service Adjustor for BWC together with the proposed plan of

administration attached as Exhibit AVD-1 to Mr. Dolinko’s direct testimony; and

D. That the Commission authorize such other and fgrther relief as may be appropriate
to ensure that BWC has an opportunity to earn a just and reasonable return on the fair value of its
utility plant and property and as may otherwise be required under Arizona law.

RESPECTFULLY submitted this 8th day of August, 2025.

CROCKETT LAW GROUP PLLC

)t /G Dt |

Jeffrey W. Crockett, Esq.

40 N. Center Street, Suite 106

Mesa, Arizona 85201

Attorney for Bermuda Water Company, Inc.
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Certification

FILED with Docket Control via e-File this 8th day of August, 2025, with five (5) hard copies
hand-delivered to Docket Control.




ATTACHMENT 1



[COMPANY NAME  Bermuda Water Company |Test Year Ended: January 31, 2025

WATER COMPANY PLANT DESCRIPTION

WELLS
ADWR ID Number Pump Pump Yield| Casing Casing | Meter Size | Year
Horsepower (Gpm) Depth (ft) | Diam (in) | (inches) | Drilled
55-527191 75 500 180 20 8 1980
55-600335 125 900 220 14 8 1965
55-600336 40 250 200 16 6 1960
55-600337 30 200 180 8 4 1968
55-806426 125 900 200 14 8 1959
55-532342 60 450 175 15 8 1995
55-565030 60 450 175 12 6 1998
55-215355 100 450 195 16 8 2007
55-215356 125 1000 204 16 8 2014
OTHER WATER SOURCES
Capacity Gallons Purchased or Obtained
Name or Description (gpm) (in thousands)
N/A
BOOSTER PUMPS FIRE HYDRANTS
Horsepower Quantity Quantity Standard Quantity Other
60 3 824 24
25 2
10 4
STORAGE TANKS PRESSURE TANKS
Capacity Quantity Capacity Quantity
500,000 4 None
372,000 2

Water Plant pg 1



[COMPANY NAME _ Bermuda Water Company

|Test Year Ended: January 31, 2025

WATER COMPANY PLANT DESCRIPTION (CONTINUED)

MAINS _
Size (in inches) | Material | Length (in feet)

2 PVC 1,300
3 PVC 10,200
4 PVC 71,995
6 PVC 452,200
8 PVC 22,999
10 PVC 39,466
12 PVC 57,747
16 PVC 17,300
6 DIP/ACP 205
10 DIP/ACP 4,821
12 DIP/ACP 232

CUSTOMER METERS
Size (in inches) Quantity
5/8" 9,347
3/4" 133
i 320
1.5” 3
2" 99
37 56
4" 1
6" 6
10" 1

For the following three items, list the utility owned assets in each category.
TREATMENT EQUIPMENT:

8 liquid feed pumps

STRUCTURES:

1 office building

8 chlorinator sheds

2 Booster Pump Buildings

OTHER:

3 - 80kw fixed generator

2 - 125kw portable generator

2 - 200kw fixed generator

1 - 150kw fixed generator

1 - 250kw fixed generator

Water Plant pg 2



ATTACHMENT 2



COMPANY NAME

Bermuda Water Company

ADEQ Public Water System Number:

08-063

WATER USE DATA SHEET BY MONTH FOR TEST YEAR ENDING 1/31/2025

MONTH/YEAR (13 NUMBER OF GALLONS SOLD GALLONS PUMPED |
Months of Test Year) CUSTOMERS (Thousands) (Thousands)

Jan-24 9,836 78,409 103,149
Feb-24 9,871 75,978 88,767
Mar-24 9,902 75,860 101,900
Apr-24 9,898 75,595 98,761
May-24 9,943 86,223 115,931
Jun-24 9,955 97,401 123,621
Jul-24 9,941 105,264 136,582
Aug-24 9,965 114,747 135,409
Sep-24 9,984 116,372 127,800
Oct-24 10,040 102,409 125,721
Nov-24 10,019 95,687 107,282
Dec-24 10,147 88,149 109,484
Jan-25 10,095 80,938 112,502

TOTAL 1,193,032 1,486,909

Is the Water Utility located in an ADWR Active Management Area (AMA)?
[] ves NO
Does the Company have an ADWR Gallons Per Capita Per Day (GPCPD) requireme_mt?
[] ves NO

If yes, provide the GPCPD amount:

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

Water Use Data Sheet
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IN THE MATTER OF THE APPLICATION OF
BERMUDA WATER COMPANY, INC., AN
ARIZONA  CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS WATER UTILITY PLANT
AND PROPERTY AND FOR INCREASES IN
ITS RATES AND CHARGES FOR WATER
UTILITY SERVICE.

DOCKET NO. W-01812A-25-

DIRECT TESTIMONY OF
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ON BEHALF OF
BERMUDA WATER COMPANY, INC.
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Q2.

L INTRODUCTION AND QUALIFICATIONS

STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Aleksey Dolinko. My business address is 500 W. Monroe St., STE 3600,
Chicago, Illinois 60661.

WHAT IS YOUR PROFESSION AND BACKGROUND?

I am the Director of Financial, Planning and Analysis supporting Bermuda Water
Company, Inc. (“the Company” or “BWC?”). I have been in this position since late 2016.
Before that I worked for Allstate Insurance Co. in various finance roles. I have bachelor’s
degrees in Finance and Information Decision Science. I also have an MBA from the

Chicago Booth School of Business.

Q3. BRIEFLY SUMMARIZE YOUR PRIOR WORK AND REGULATORY

A3.

Q4.
A4,

EXPERIENCE.
I have supported BWC since 2016. I have participated in the following Dockets, including
the Company’s 2020 Rate Case in Arizona:
Arizona: W-01812A-18-0231; W-01812A-20-0109; W-01812A-22-0256
Nevada: 16-12006, 16-12037, 17-12022, 18-03005, 18-11014, 19-12029, 20-
07005, 20-07015, 20-07017, 21-03042, 21-08019, 21-08020, 21-12025, 22-02028,
22-08026, 22-10007, 23-02032, 23-09015, 23-10017, 23-12020, 24-02018, 24-
02023, 24-03003, 24-10008, 24-12003, 25-02002

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?
I am testifying in this proceeding on behalf of the applicant, BWC. BWC is seeking
increases in its rates and charges for water service in its certificated service area in Mohave

County, Arizona. The proposed increases are necessary in order for the Company to
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Q5.
AS.

Q6.
A6.

Q7.
AT.

QS.
A8.

Q9.
A9.

continue to provide safe and reliable water service to its customers while providing an
opportunity to earn a reasonable rate of return on its investments dedicated to utility

service.

II. OVERVIEW OF THE COMPANY’S APPLICATION

WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY?

I will testify in support of the Company’s proposed rates for water utility service. I am
sponsoring Schedules “A”, “C”, “D”, “E”, “F”, and “H”. These schedules were prepared
by me or under my direction. Consistent with prior rate cases, the Company has not
conducted a cost-of-service study. It thus has not populated the “G” Schedules. Most of
the revenue comes from the residential customer class, and as such, BWC did not feel the
need to drive up rate case costs to conduct this study, which would require an outside

consultant.

WHAT TEST YEAR DOES THE COMPANY USE?
The test year used by the Company is the 12-month period that ended January 31, 2025.

DID THE COMPANY SELECT THE TEST YEAR?
Yes.

DOES THE COMPANY HAVE POST-TEST YEAR CAPITAL INVESTMENT?

Yes, we are asking for 12 months of Post-Test Year Capital.

PLEASE SUMMARIZE THE COMPANY’S APPLICATION.
As stated above, the Company is utilizing a January 31, 2025 test year which is 2.5 years

after the test year for the previous rate case (June 30, 2022). Since then, the Company made
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QIl.
All.

Q12.
Al12.

significant investments in infrastructure and experienced increases in costs. The revenue

increase requested in this rate case is just over $0.3 million.

III. SUMMARY OF “A”, “E”, AND “F” SCHEDULES

PLEASE DESCRIBE SCHEDULES “A”.

Schedule A-1 is the summary of Rate Base and Rate of Return along with Present and
Proposed Revenues. Schedule A-2 summarizes the Income Statement with historical and
proposed results. Schedule A-3 is the Company’s capital structure, which has remained
unchanged from previous rate cases. Schedule A-4 contains the capital spending levels,
including future projections. Schedule A-5 is a summary of cash flows for historical and

future years.

PLEASE DESCRIBE SCHEDULES “E”.

Schedules E-1 through E-4 contain summaries of financial statements for the test year and
the preceding two years. Schedule E-5 is specific to Net Plant in Service, showing the
change during the test year and pro-forma adjustments. Schedule E-5 and E-5 Accum Depr

are discussed in detail in Ms. Stella Rosell’s Direct Testimony.

PLEASE DESCRIBE THE “F” SCHEDULES.
Schedules F-1 and F-2 show financial statements for the test year and projected year at
both present and proposed rates. Schedule F-3 shows future capital/construction needs for

the Company. Schedule F-4 includes the assumptions used in creating the projected results.
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Al4.

Q13.
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IV. SUMMARY OF INCOME STATEMENT (“C” SCHEDULES)

EXPLAIN THE ADJUSTMENTS YOU ARE PROPOSING TO THE INCOME
STATEMENT AS SHOWN ON SCHEDULES C-1 AND C-2.
Numerous adjustments are being made and can be seen in detail in Schedule C-2. I will

describe the adjustments.

WHAT IS ADJUSTMENT 1?

This adjustment annualizes salaries, payroll taxes, and 401K. The headcount used for this
adjustment is active employees on January 31, 2025. Additionally, the adjustment includes
merit increases awarded on 4/1/2025 and promotion of a Project Coordinator on 7/31/2025.
These changes to compensation are known and measurable at the time of this filing, thus

BWC believes they should be included in the revenue requirement.

WHAT IS THE COMPANY’S COMPENSATION PHILOSOPHY?

BWoC strives to keep costs down, but we have a duty to our customers to have a talented
team in place to provide service — now and into the future. BWC must be competitive in
the national, regional, and local markets to attract and retain the best talent. Attracting and
retaining top talent has always been challenging and has not gotten any easier over the past
two years. The Company compensation structure for employees includes some or all the
following — base pay, benefits (health insurance, leave, retirement), variable pay, and other

compensation such as signing bonus, retention bonus, relocation fees, and severance.
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Q16. PLEASE DESCRIBE THE REQUEST FOR “LOCAL” SALARIES AND WAGES

Al6.

IN THIS RATE CASE.

For the purpose of this testimony, local salaries/wages are those that are directly costed to

BWC and are not part of Corporate Allocations. In this docket, BWC is requesting recovery

for twenty-seven (27) such positions. I describe these positions below:

Positions Allocated to BWC at 0.7%

» Senior Vice President (“SVP”) and his Director, Financial Planning and Analysis
(“Director FP&A”): The SVP and his Director, FP&A oversee operations in Alaska,
Canada, Arizona and Nevada, also described as the Western Business Unit (“West
BU”). While the majority of these employees’ time is spent running the utility in
Alaska, 10% of their time is associated with the oversight of operations in Canada,
Arizona and Nevada, with 0.7% allocated to BWC.

Positions Allocated to BWC at 7.1%

o The following three (3) positions support the West BU, with 7.1% of their respective
time allocated to BWC:
o Environmental Compliance Manager
o GIS Specialist
o HR Business Partner

Positions Allocated to BWC at 23.6%

e The following eleven (11) positions support the Nevada and Arizona operations, with
23.6% of their respective time allocated to BWC:
o President
o Director, State Operation
o Compliance Manager
o Director, FP&A
o Senior Financial Analyst

o Financial Analyst
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o Water Conservation Coordinator

o Purchasing and Regulatory Support
o Manager, Project Management

o Project Manager

o Business Manager

Positions Allocated to BWC at 100%

e The following eleven (11) positions support day-to-day operations of BWC, with 100%
of their time allocated to the Company:
o Area Manager
o Project Coordinator
o Operations Support Specialist
o Lead Operator
o Two (2) Water Operators II
o Four (4) Field Techs of different levels

o One customer experience specialist

Q17. WHAT IS SHORT-TERM INCENTIVE (“STI”) AND IS THE COMPANY

Al7.

Q18.
Al8.

REQUESTING RECOVERY OF STI?

STI exists to incentivize individuals to drive positive results and help with recruitment,
retention, motivation, and communication of essential priorities such as safety in the
workplace. This variable pay component needs to be re-earned every year. BWC believes
it is appropriate for the Company to recover STI and is requesting recovery of STI for

several of the above-mentioned positions.

WHICH POSITIONS ARE ELIGIBLE FOR STI?
The following positions are eligible for STI with the target annual payout percentage

indicated in parenthesis:
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e Senior Vice President (50%)

e Director of FP&A (West BU) (20%)

e Environmental Compliance Manager (10%)
e HR Manager (10%)

e President (30%)

e Director, State Operations (20%),

e Director, FP&A (NV/AZ) (20%),

e Manager, Project Management (10%),

¢ Compliance Manager (10%).

e Arca Manager (10%)

Q19. WHAT ARE THE COMPONENTS OF THE WEST BU STI PROGRAM?

A19. Please see the table below for how the STI program is evaluated:

Goal # Goal Category Result Level Goal Goal Weight
1 Financial Nexus Overall Achieve Burdened EBITDA, including growth of $XXX (000's) 15.00%
2 Financial Business Unit Achieve Burdened EBITDA, including growth of $XXX (000's) 15.00%
3 Financial States Achieve Burdened EBITDA, including growth of $XXX {000's) 10.00%
3 Financial States Total Controllable Expenses (000's) 5.00%
4 Safety First Region Total OSHA Recordable Incident Rate (ORIR) 10.00%
B Safety First Region At-Fault Vehicle Incident Rate (BU) 5.00%
6 Safety First Region Near Miss Reporting Ralio 1o Recordable Incidents (BU) 5.00%
7 Environmental Stewardship Region Days in Compliance Water MCL (BU) 7.50%
8  Environmental Stewardship Region Days in Compliance Wastewater (BU) 7.50%
9 Employee Success Region % ol employees who complete 10 hours ot Career Development Training (BU) 5.00%
10 Customer Care Region # Average Number of Community Service Hours per Employee (BU) 5.00%
11 Customer Care Business Unit % of bills rendered inaccurately for the cycle (BU) 5.00%
12 Customer Care Business Unit % of bills rendered within 7 days of the scheduled billing date (BU) 5.00%

Total % 100.00%

Q20. WHY ARE STI PROGRAMS IMPORTANT?

A20. STI programs provide a meaningful incentive to perform well and are integral in attracting
top talent. There are two main ways that performance-based compensation, such as the
STI, actually improve performance. First, incentive compensation provides increased
extrinsic motivation to excel at specific activities (whether operational or financial). The

second benefit of an incentive compensation plan is that such a plan creates a self-selection
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Q21.

A21.

for top talent. A properly designed incentive compensation plan balances base
compensation (salary) and performance compensation (STT) to create an overall total
compensation plan. Candidates willing to accept that a portion of their salary will be
awarded based on their performance generally demonstrate a drive and effort to perform

well.

A company ultimately has a choice when setting up a total compensation plan: (1) have
just a base pay component or (2) have a split between base pay and performance pay. Since
option 2 places a portion of compensation on performance, only potential hires who believe
they have the skill set to achieve the performance goals will apply for the position. This
also ensures that if the potential employee is not able to hit the performance goal, their
compensation will suffer, and they are likely to self-select to leave the company.

Another benefit of expanding STI is that it encourages people to stay within the
organization and pursue professional growth in order to reach the management levels

eligible for STI.

CAN YOU PROVIDE MORE DETAIL REGARDING WHY THE COMPANY
OFFERS STI?

There are several reasons why the Company offers STI/variable pay.

Economics

One of the most significant advantages of variable pay is transferring of a portion of the
employee's fixed costs, in the form of salary, to a variable cost incurred if the employee
and the Company achieve desired results. Converting what would otherwise be fixed costs
into variable costs provides significant benefits because if the individual employee and/or

Company cannot sustain positive performance, variable pay can be reduced or eliminated.
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A23.

Recruitment and Retention

For Nexus Water Group, Inc. (BWC'’s indirect parent company, “NWG™)) to attract and
retain the highly skilled workforce required to maintain safe and reliable service, we need
to be competitive with regard to compensation. Variable pay is part of most senior-level
compensation packages in the industry. Retention of talent is improved with variable pay
programs as there is clear communication of the Company’s expectations for the employee.

They know where to focus their efforts and which achievements are rewarded.

Communication
Variable pay is one of the most vital signals an organization can send to its leadership team
about what is essential. The strategic objectives set for the BWC make the year’s targets

clear and understood.

WHY WAS THE STI PROGRAM EXPANDED SINCE THE LAST RATE CASE?

The STI program was expanded to align the two different STI programs from Southwest
Water Company and Corix to a unified NWG STI program, following the Corix-
SouthWest corporate merger that closed on April 1, 2024. While both companies had STI
programs prior to the merger, SouthWest Water Company’s program included more
eligible positions, including Area Managers. In addition, the new NWG program is more

in line with current market practices than the prior Corix program.

WHY IS IT IMPORANT FOR THE STI PROGRAM TO REACH THE AREA
MANAGER LEVEL?

Area managers have a lot of responsibility. They directly touch every component of STI.
As such, the current STI program provides a concrete extrinsic motivation to optimize the

results across all those categories, to the benefit of customers.
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ARE STI BONUSES CAPPED AT A CERTAIN PERCENTAGE?

Yes, STI is capped at 1.5 times the target rate. For example, the target rate for a Director,

FP&A is 20%. Thus, a maximum payout for a given year cannot exceed 30% of base salary

(20% x 1.5).

PLEASE DESCRIBE ADJUSTMENT 2.

These are the adjustments to true up the CIAC Amortization and Depreciation Expense to

current annualized levels from the recorded test year.

There are several types of adjustments:

1

2)

3)

4)

Post Test Year Capital — since the assets will be in service and depreciating before
the rates for this rate case are effective, they are included in the calculation of
depreciation expense.

Removal of Allocated Assets — while the asset values are allocated to BWC and
appear as part of Plant-In-Service, the depreciation of these assets is recorded as a
Corporate Allocation. As such, the asset values in our pro-forma calculations would
have resulted in a double recovery of the depreciation expense. Thus, they were
removed.

Inclusion of Pro-forma retirement adjustments — since our pro-forma retirement
adjustments reduce the amount of Plant-In-Service, it is appropriate to include these
negative adjustments and reduce the required depreciation levels.

Transportation Equipment and IT — these accounts are not treated as group assets, as
each asset is treated separately and stops depreciating at the end of its useful life.
Adjustment is necessary so as not to over-collect depreciation expenses from

customers.




W

o e N O U B

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

Q27.
A27.

Q26.

A26.

Q28.
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" Q29.
A29.

PLEASE DESCRIBE HOW THE CIAC AMORTIZATION PERCENTAGE IS
CALCULATED?

Since the CIAC rate is applicable to dedicated assets, only account numbers that contain
the generally dedicated asset types are included in the computation of a blended CIAC

amortization rate.

PLEASE DESCRIBE ADJUSTMENT 3.

Adjustment 3 requests the appropriate level of Corporate Allocations. These adjustments
ensure that the Company is requesting the appropriate amount of going-forward expenses
and not requesting certain corporate costs for recovery. Please see Mr. Steve Lubertozzi’s
testimony regarding allocation methodology and the pro-forma calculation process. The
pro-forma calculations resulted in a final request amount of ~§561,000. That is a ~$236,000
reduction from the recorded test year. The final approved Corporate Allocations in the 2022
Rate Case were ~$999,000. The request in this rate case, represent a reduction of 44% in
Corporate Allocated costs, significantly decreasing the required rate increase. As a result
of the merger and change to the allocation process, the effective (weighted average)
allocation percentage of corporate costs to BWC fell from 2.4% in the 2022 Rate Case to

1.0% in this rate case.

HAS BWC REQUESTED CORPORATE ALLOCATIONS AS PART OF
PREVIOUS RATE CASES?

Yes, Corporate Allocations have been included for recovery in BWC’s two prior rate cases.

PLEASE DESCRIBE ADJUSTMENT 4.
Adjustment 4 is an insurance annualization adjustment. This adjustment results in an
increase of $13,465. The adjustment is computed by looking at each active insurance policy

and calculating the going-forward expense after allocations.

11
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PLEASE DESCRIBE ADJUSTMENT 5.

This adjustment reduces the test year travel costs by $193.61. This adjustment is necessary
because there were 14 receipts that either had insufficient support or the company is not
requesting recovery for the expense. BWC reviewed all recorded travel expenses during

the test year to arrive at this adjustment.

PLEASE DESCRIBE ADJUSTMENT 6.
Adjustment 6 is a pro-forma adjustment for property taxes. BWC is utilizing the approach
proposed by Staff in the 2020 rate case, which is also consistent with the methodology

from the 2022 rate case.

PLEASE DESCRIBE ADJUSTMENT 7.
Adjustment 7 adjusts rent expense to reflect the going forward rent expense. The

adjustment is a $20,083 reduction from test year levels.

PLEASE DESCRIBE ADJUSTMENT 8.

In January 2025, BWC recorded a $27,260 write-off of the remaining balance of the
SCADA 10-year contract for the previous Samsara SCADA system that was replaced as
part of the SCADA upgrade project. BWC believes that it would be inappropriate to
include this one-time expense in an annual revenue requirement. As such BWC is
recommending that this expense be recovered over a 3-year period. This results in a

$18,173 downward adjustment from test year costs.
PLEASE DESCRIBE ADJUSTMENT 9.

This adjustment represents a 5-year amortization of BWC Water Master Plan costs. The

amortization will start with the effective date of the decision in this rate case.

12
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PLEASE DESCRIBE ADJUSTMENT 10.

Adjustment 10 is the annualization of revenues. The approach is consistent with prior
filings and results in a slight decrease to test year revenues of approximately $44,000. The
majority of the downward adjustment is related to the Bermuda Rate Case surcharge, which
is reflected in test year revenues, but is not used to set base and volumetric rates. As will

be discussed below, BWC is requesting an update to the Rate Case sur-charge in Q/A 57.

PLEASE DESCRIBE ADJUSTMENT 11.

Adjustment 11 is the necessary adjustments to interest expense, Allowance for Funds Used
During Construction (“AFUDC”), and Income Taxes. AFUDC is reduced to zero, as has
been done in previous rate cases. Interest Expense is recalculated to reflect a 15% Debt
percentage and a cost of debt of 5.58%. Income taxes are recalculated to account for the
new levels of Operating Income and the most recent Federal and State Income taxes.
Additionally, taxes are adjusted downward to reflect the offset to federal income taxes of

the Excess Accumulated Deferred Income Tax Regulatory Liability.

PLEASE PROVIDE MORE DETAIL REGARDING THE EXCESS ADIT
REGULATORY LIABILITY?

When the 2017 Tax Cuts and Jobs Act became effective, it lowered the Federal Income
Tax rate from 35% to 21%. In turn, this resulted in a decrease of Accumulated Deferred
Income Taxes (“ADIT”). A reduction in ADIT is an increase in Rate Base. To ensure that
customers did not see an increase in Rate Base, the Company recorded a Regulatory
Liability. The Regulatory Liability is comprised of two components: Unprotected and
Protected. Each one has its own useful life. The useful life of the Unprotected portion was
set to three years, while the Protected was set to the remaining useful life of the assets.
Both Regulatory Liabilities started to amortize in mid-2018 when the new rates were

implemented to reflect the lower Federal Income Taxes. Due to the three-year amortization

13
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life of the Unprotected Regulatory Liability, it is no longer amortizing, and as such, the

only remaining amortization is for the Protected portion.

PLEASE DESCRIBE ADJUSTMENT 12.
Since BWC is requesting a surcharge for Rate Case costs for this rate case, the amortization
of the 2022 rate case costs should be excluded from setting base and volumetric rates and

are thus removed from C-2.

PLEASE DESCRIBE ADJUSTMENT 13.

BWC is recommending normalizing test year uninsured losses over a 5-year period. This
results in roughly a $6,000 upward adjustment to recorded test year results. I note that this
is identical to the approach reflected in re-joiner testimony and post-hearing schedules

provided by BWC in the 2022 Rate Case.

PLEASE DESCRIBE ADJUSTMENT 14.

This adjustment reflects the inclusion of payment processing fees as part of the revenue

requirement. This is the first time that BWC is making this request.

PLEASE EXPLAIN THE COMPANY’S CURRENT OPTIONS FOR CUSTOMERS
TO PAY THEIR WATER BILL.

Customers can currently make payments using a variety of methods, such as paper check,
e-check, debit card, or credit card. Electronic payment methods can be processed via the
Company’s mobile app and web pay portal, MyUltilityAccount, and can be used for auto-
pay setup. Customers can also trigger payments through their bank account (auto-draft)
or initiate payment over the phone with the Company’s Customer Experience team.
Despite this array of payment options, not all methods are free from payment processing

or transaction fees. Customers who pay over the phone, through the web portal or app, or

14
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auto-pay via debit/credit card or e-check are charged a fee based on the payment amount,
customer classification (residential, non-residential), and payment method (e-check, credit
card, debit card). These fees are charged to customers at the point of transaction by the
Company’s current third-party vendor, First Billing Services (“FBS™). None of the fees

or transaction data is managed or maintained within the Company’s billing system.

PLEASE DESCRIBE THE COMPANY’S PROPOSAL FOR ADDRESSING
THIRD-PARTY PAYMENT PROCESSING FEES.

In recent years, customers have become more comfortable with, and even dependent on,
making electronic payments and eschewing paper checks. With the rise of online
shopping, partially driven by necessity due to COVID-19 restrictions, customers are opting
for the simplicity and convenience of, and have increasingly come to rely on, electronic
payments.' In 2018, the number of check payments fell below the number of automated
clearing house (“ACH™) debit transfers for the first time ever.” Customers have a growing
expectation for fee-free electronic transactions. Consumer advocates also have long urged

utilities and their regulators to remove burdensome processing fees for customers.’

The Company believes it is appropriate to offer fully fee-free payment options for its
customers, recovering the costs to process payments from all customers through its cost of
service, as is currently done for existing methods such as checks.! Removing these
transaction fees provides additional flexibility for customers to choose the most effective

payment option for their situation.

U hips:'www.digitalcommerce360.com 20210271 5/ecommerce-during-coronavirus-pandemic-in-charts

2 hups:/www.lederalreserve.cov newsevents pressreleases files 2019-pavments-study-20191219.pdf

3 hups:/www.nasuca.ore 2012-07-urging-utilities-to-climinate-convenience-fees-for-paying-utility-bills-with-debit-

and-credit-cards-and-urging-appropriate-state-regulatory-oversight

1t should be noted that payment by paper check is not “fee-free”, due to postage and mailing costs borne by the
customer and lockbox processing fees borne by the Company.

15
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PLEASE EXPLAIN HOW FEE-FREE PAYMENT OPTIONS WOULD BENEFIT
CUSTOMERS.

Removing transaction fees from all payment methods would lead to increased customer
satisfaction. Customers would be able to freely select the best method of payment for their
particular situation, without a penalty for selecting the most convenient - or necessary -
option. The Company notes that a significant portion of its customer base utilizes the
payment method that currently triggers processing fees. In the Test Year, approximately
45% of customer payments used the fee-triggering methods, by far the most common
method (checks, for example, were used only 16.80% of the time). The Company believes
this supports that customers are not simply selecting these payment methods
discretionarily, but it has become an important method for many customers to maintain an
active account. In addition, customers would be better able to take advantage of incentives
such as rewards points or cashback with their credit card provider, to automate their
monthly payments to better manage their home budget and avoid payment delays, leverage
security features and protections provided by their bank, and to circumvent a lack of

checking or savings account.’

HOW WOULD THE COMPANY ACCOUNT FOR TRANSACTION FEES NOT
CHARGED DIRECTLY TO CUSTOMERS?

The Company is currently transitioning from FBS to a new third-party vendor, Paymentus.
BWC'’s indirect, NWG, parent has entered into an agreement where Paymentus directly
bills the Company for the transaction fees it would otherwise directly charge to customers.
Paymentus will generate a monthly invoice based on the agreed-upon billing structure
processing for customer payments, shown in Figure 1 below. These invoiced transaction

fees will be included as a billing expense within the Company’s cost of service and

3 hups://www. [dic.gov/news/press-releases/2018/pr1 8077 .hunl
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