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Commi ssion Staff has filed a Petition for Adm nistrative
Revi ew of Third Supplenmental Oder, Initial Oder Rejecting
Tariff Filing, Odering Refiling (“Initial Order”). This
Response is filed on behalf of Rainier View Water Conpany,
Inc. (“Rainier View or “Conpany”). Pursuant to WAC 480-09-

780(4)(c), Rainier View also raises three issues for review
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in the course of this Response. One of those issues rel ates
to the proper classification of the ready-to-serve charge.
The other two issues relate to the rate case costs for this
proceedi ng.

l. | NTRODUCTI ON

This case represents Rainier Views first rate increase
since 1996. Rainier Viewfiled for a rate increase in 2000
(one that was sorely needed), but withdrew that filing
because of the substantial issues related to the ready-to-
serve charge and federal inconme tax expense that Conmm ssion
Staff stated that they would raise. Rainier View began to
prepare to neet those issues during the latter part of 2000
and filed this 2001 rate case. This proceeding turned out to
be nore taxing to Rainier View and its resources than even
the very contentious case from 1988.

The circunmstances that faced Rainier Viewin 1988
conpared to those that face Rainier View today are really
quite different. Yet, both sets of circunstances resulted in
a trenmendously expensive and highly contentious rate
proceeding. In 1988, Rainier View had filed for a very

substantial increase in rates. At that time, the Conmm ssion
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was i nundated with customer conpl aints about quality of
service and custoner relation issues. As is often the case
w th water conpany rate cases, the custonmer service issues
became the driving factor in the Conpany’'s relationship with
t he Conmm ssion. Because the Conpany was able to denonstrate
its financial need, it did receive an increase in rates.

Washington Uilities and Transportati on Comm ssion V.

Ri chardson WAt er Conpani es, Docket No. U-88-2294-T, Third

Suppl enental Order (February 14, 1989). However, the
Comm ssion made it clear that the Conpany had to address
custonmer service issues.

Rai ni er View responded positively to the Conm ssion’s
direction. Over the intervening thirteen years, Rainier View
brought on line mllions of dollars of inprovenents and
wor ked hard on inproving its custonmer relations through
better customer communi cations. Through a concerted effort
over many years, Rainier View was successful in bringing
about inproved service and nmuch better customer relations.
The inmprovenent in service quality and custonmer relations
resulted in there being very, very few custonmer conplaints

when Rainier Viewfiled its nost recent increase, even though
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t hat requested increase was in the nei ghborhood of thirteen

percent.
However, in one respect, the 1988 and 2001 filings are
simlar — in 2001, the Conpany again found itself on very

shaky financial ground. This was (and is) due to two maj or
circunstances. One of those circunstances was the fact that

because Comm ssion Staff took the position that it was going

to use the 2000 Rainier View filing as a vehicle to address
an industry issue — that is the recovery of federal incone
tax expense by other than C corporations -- and was going to

rai se a question about the ready-to-serve charges, Rainier
View could not proceed with the rate request in the year
2000. Those issues could have had an extrenely adverse
i npact on the Conpany. Therefore, Rainier View had to get
prepared to neet those issues, and was forced to forego
pursui ng an i ncrease in 2000.

The other major factor was that 2001 was a | ow revenue
year because of the relatively cool sunmmer. |In addition,
li ke all water conpanies, Rainier Viewis under a constant
demand for increasing expenditures to neet increasing

requi rements. These factors coal esced into Rainier View
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failing to meet its debt service coverage requirenments for
the year 2001 and the first quarter of 2002. The Comm ssion
has recogni zed this precarious situation in granting Rainier
View s request for interimrate relief. See, the Fourth and
Fifth Supplenmental Orders in this docket.

As stated by M. Fisher, Rainier Viewis at a critical
juncture inits history.! Rainier View asks that the
Comm ssion keep this critical juncture in mnd as it
considers the issues that have been raised by the Comm ssion
Staff on appeal and those that are raised by Rainier Viewin
t hi s Response.

1. RESPONSE TO COW SSI ON STAFF | SSUES

In this portion of the Response, Rainier View wll
address each of the issues raised by Commi ssion Staff in the
same order that Comm ssion Staff has raised those issues in

its Petition.?

! Exhibit T-4, p. 3, |. 3-10.
21n a footnote, Staff points to certain typographical errors in the
Initial Oder, describing themas “potentially significant.” Rainier

Vi ew believes the intent of the Initial Order is clearly understood in
context and the typographical errors did not change the substance of the
Initial Order.
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1. The Method Used to Cal cul ate the | ncone Tax Expense to
be I mputed to Subchapter S Corporations.

In this case, the Conm ssion Staff used Rainier View as
a vehicle to address the industry issue of whether non-C
Corporation entities (that is, S corporations, partnerships,
limted liability conpanies, etc.) should be allowed to
i nclude federal income tax expense in their results of
operations. As a result of Comm ssion Staff having raised
this issue, Rainier View was forced to spend tens of
t housands of dollars in researching and responding to this
i ssue.® For very good reasons, the Initial Order accepted
Rai nier View s position on this issue.

Inits Petition, Conm ssion Staff states that it is not
seeking to challenge that determ nation, but sinply requests
gui dance from the Conm ssion on the application of this
expense as it affects the various entities that it nust deal
with. As stated at page 2 of the Petition, the result of the
Initial Order’s use of a 34%tax rate because there is no
material difference in tax rates for Rainier View, “l|eaves

Comm ssion Staff with no gui dance about how to apply the

S 1f Staff’s view had prevailed, the proposed adjustnment woul d have
reduced Rainier View s revenues by $167, 639. 00.
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i mputation of inconme tax to water conpanies in which the
corporate rate and the individual tax rate would yield
significantly different results, short of presenting it to
t he Conmi ssion on a case-by-case basis.”?

In Rainier Views case, what tax rate should apply did
not present a mmjor issue because Rainier View s revenues are
sufficiently large that the effective tax rate for Rainier
View was the sanme at the individual |evel and the corporate
| evel .° Rainier View does not take a position on this issue,
except to state that the Initial Oder’s use of 34%tax rate

for Rainier View for purposes of this case should be upheld.?®

2. Timng of the Study on Deferred I ncome Tax to
Normali zing Tax Timng Differences.

Comm ssion Staff asked that Rainier View be ordered to
present the study on normalization of tax tim ng differences
within ninety days of the final order. The Initial Order

requi red that the Conpany present that study as part of its

4 This underscores Rainier Views point that this issue is an industry

wi de issue, in Commssion Staff’s view, that Rainier View has had to bear
t he expense of addressing.

> Rainier View used the corporate marginal rate of 34% as opposed to the
i ndi vi dual marginal rate of 39.6%

6 Rai nier View does note that it does not appear that the record in this
case would all ow the Commi ssion to provide the guidance that Commi ssion

Staff seeks.
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next rate case. Since this matter is a rate case issue, it
I's appropriate that the study be presented as part of the
next rate case.’ As pointed out in the record and on brief,?2
there are tax timng differences that vary fromyear to year
that are both positive and negative. Thus, it is appropriate
to present the study in the context of a Conpany rate
filing.?®

3. Staff Request for Clarification on the Nature of Ready-
t 0- Serve Revenues.

Comm ssion Staff does not seek to overturn the Initial
Order’s treatnent of ready-to-serve revenue as not being
operating revenue. Conm ssion Staff appears to seek to have
the Comm ssion clarify that the Initial Order’s statenent
t hat ready-to-serve charges are not operating revenue applies
to Rainier View, but may not necessarily apply to other

conpanies. The difference is that some conpani es (other than

"1t should be noted that the direction in the Initial Order is to do a
hi storical study, not just current year effects. That type of study is
much nore conplex than a cal cul ati on of current year inpacts.

8 TR 355, |. 4-357, |. 5 and Conpany Brief at 21.

®Inits Petition, Commission Staff notes that the Conpany’s | ast

i ncrease was nore than six years ago. Apparently, this inplies that a
study should be presented in ninety days because it may be another six
years before the Conpany’s next rate increase. GGven the Conpany’s
financial position, a six year hiatus is not a likely scenario. Rainier
Vi ew expects the next rate filing to be in the near future.
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Rai ni er View) have tariffed ready-to-serve charges that are
not used for the sanme purpose as Rainier View s charges.

Rai ni er View has no objection to Conm ssion Staff’s
proposed clarification. Rainier View does use the “ready-to-
serve charges” in a different context and for different
purposes than a tariffed ready-to-serve charge. In fact, as
Rai nier View pointed out in its testinmony and brief,° some
of the confusion over Rainier View s charges may be over the
term “ready-to-serve” itself. The charge as used by Rainier
View m ght be better |abeled as a “devel oper charge” or
“devel oper contingency charge” or sone other |abel. As M.
Fi sher stated, the ready-to-serve | abel was applied as a
matter of convenience, not necessarily to describe the actual
pur pose of the charge. TR 107, |. 15-24.

4. Timng of the Study for the Ready-to-Serve Fees.

Comm ssion Staff again takes issue with the tim ng of
the study that the Initial Order directs the Conpany to
perform In this case, the Conmpany is directed by the
Initial Order to performa study related to the anount of

ready-to-serve revenue that has been coll ected.

0 TR 107, |. 15-24 and Conpany Brief at 34-35.
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For reasons that are stated below, Rainier View has its
own objection as to the Initial Order’s determ nation on
ready-to-serve charges. Specifically, Rainier View objects
to the categorization of the charges as contributions in aid
of construction. |If the Conm ssion agrees wth Rainier
View s position, then no study is needed. 1In any event, if a
study is needed to be filed, it appears to nake nore sense to
do that in the context of a rate filing, than as a stand-
al one study. Rainier View should not be forced to bear the
expense of studies until they are needed and such a study
would only affect a rate filing. !

The ready-to-serve charge will be discussed nore fully
bel ow. However, Rainier View also objects to Conm ssion
Staff’s characterization that the Conpany has used ready-to-
serve revenues “to increase owner’s equity.” Petition at p.
5. That was not the purpose for which the ready-to-serve
charge was created. The ready-to-serve charge was not
created to benefit the owner and by itself cannot have that

effect. The devel oper buy-back programin the devel oper line

1 Rainier Viewis facing a severe cash flow problem The cost of doing
studi es should not be added to that burden, except as a necessary part of
a rate case.
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ext ension contracts, together with the ready-to-serve
charges, were created to benefit the custoners. As pointed
out by M. Fisher, it has benefited custonmers by naking the
Conpany financially viable and all ow ng the Conpany to
attract a | owcost |ender, nanely CoBank. Exhibit T-15, p. 15
et seq. For Commission Staff to suggest that the purpose of
t he ready-to-serve charge is to increase owner’s equity is
m sl eadi ng, at best.

5. Wor ki ng Capital.

The issues related to working capital should be handl ed
in the Conpany’s next rate case. Rainier View has no
position on this issue for purposes of this Response.

6. Est ablishing the Cost of Equity.

Rai ni er View both agrees and di sagrees with Conmm ssion
Staff on this issue. Rainier View does agree, as pointed out
in Rainier Views Brief, that whatever nethod is used to
cal cul ate the Conpany’s overall rate of return, the
Commi ssion should take care to be sure that the financi al
covenants that the Conpany has entered into with its | enders
are net. In doing that analysis, Rainier View cautions that

the bare minimumratio should not be the target that the
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Conmm ssion establishes in its cost of equity calculation. |If
the mnimumratio is set by the Conm ssion as the grounds for
the Conpany’s return elenent, then the risk is very high that
the Conpany may violate that mninmumrati o because of

unantici pated events that occur during the tinme rates are in

2

effect.* The working relationship between Rainier View and

CoBank is admtted by all parties to have created substanti al

benefit to the customers.®®

That working rel ationship should
not be endangered by a parsinoni ous determ nation of return.
Comm ssion Staff seens to be concerned that the Initial
Order’s criticisnms of its DCF analysis were m spl aced.
Rai ni er View fully understood that the Conm ssion Staff was
recomrendi ng a debt service coverage rati o approach.
However, Rainier View felt it inportant to point out through
cross exam nation of Comm ssion Staff the flaws in the
Comm ssion Staff’s DCF analysis. The concept that a return

on equity for a relatively small conpany serving an isol ated

mar ket can be determned fromthe returns in the marketpl ace

12 Regul atory lag itself may prevent the Conpany from neeting debt
coverage ratios.
13 TR 348, |. 10-17; Exhibit T-15, p. 15 et seq.
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for much larger utilities operating in different parts of the
country with multiple lines of business is, at best, tenuous.

The Conpany recogni zes that the nethod used by Rainier
View — what has historically been allowed — is subject to
criticism?!* However, given a flawed DCF anal ysis, the
questi on becones what else to use. Since Rainier View s
operating environnent (location, |ines of business) have not
changed significantly, historical views of cost of capital
seem appropriate.'® Certainly, the conplexity and risk of
operating a water conpany have increased. This suggests a
hi gher return is required.

As noted above, Rainier View agrees with Conm ssion
Staff that the overall return, including return on equity,
shoul d be established so that the Conpany is not in violation
of its debt service coverage ratios. However, that
cal cul ati on should not be run at the bare m nimum of those

rati os.

14 The Conpany considered hiring an additional expert to address cost of
capital. However, given the | arge expense of the case, the Conpany
determned it could not afford another expert. Thus, the reliance on

hi storical treatnment.

S The Conpany has grown significantly. However, the increase in custoner
base still leaves it nmuch snmaller than the conpanies used in Staff’s DCF
anal ysi s.
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From the Conmi ssion Staff’s Petition, it is not obvious
that Conmm ssion Staff is objecting to the Initial Order’s
finding and conclusion on the cost of equity. It is only
when reference is made to the schedul es that are attached to
the Petition that one |learns that the Comm ssion Staff is
actually asking that its position on the cost of equity be
adopted. Rainier View asserts that the Initial Order was
correct on this point. Comm ssion Staff has failed to
establish the basis for its proposed adjustnent. The
Comm ssi on should not accept the argunments of Comm ssion
Staff. It is Rainier View s position that the return
el enents it proposes for cost of equity and cost of debt wll
allowit to neet debt service coverage ratios. The Initial
Order agreed and should be affirnmed.

It is Rainier View s observation that the cost of equity
is a problematic determ nation for water conpanies. Wth the
possi bl e excepti on of Washi ngton Water Conpany, as a
subsidiary of a large utility, water conpanies operating in
the State of Washington have very limted resources and very
limted flexibility in the ways that they can generate a

return on investnent. In sone ways, it may nake better sense
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to establish a certain dollar anmount per custoner that would
be used to provide the “equity” return.

Smal |l utilities like Rainier View, when faced with an
era of increasing costs such as exists in the water business,
do not pay dividends to their owners, but rather reinvest al
avai |l abl e funds to neet conpany needs. G ven that al
internally generated funds go to neet operational needs for
t he conmpany and gi ven sonme of the Conm ssion’s nore recent
deci si ons concerning use of proceeds resulting fromthe sale
of conmpany assets, there already may be no incentive to
I nvest additional equity capital. There needs to be a
creative solution to this dilema that benefits the custoners
and the Conpany.

Al t hough not for purposes of this rate case, it nmay be
time for the Conm ssion and the industry to think, as the
cliché goes, “outside the box” when it comes to water conpany
capital structure and return issues. It may be that
sonet hing other than traditional regulatory tools are needed.

7. Cost of Debt for Variable Interest Rate Securities.

Comm ssion Staff takes exception to the Initial Oder’s

determ nation that the cost of debt should be based upon nore
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than a “snapshot” view. Comm ssion Staff suggests that use
of an average of rates over a period of tinme will result in
t he Conpany receiving a windfall at the expense of the
custoners. Petition at p. 8 That is not the inport of the
Initial Order.

It is Rainier Views position in this proceeding that it
I's not appropriate to use either a “snapshot” view of
interest rates when they are at or near their historical high
nor a snapshot when those rates are at or near their
hi storical low. In order to predict what rates will be
during the tine rates are in effect, some judgnent needs to
be used. The econony has for a nunber of years enjoyed a
relatively stable environment in which interest rates were
not goi ng through major fluctuations. That stable
envi ronnent ended in 2001 when the econony entered a
recession and interest rates plunged. It would be a very
dangerous precedent in either the case of the historical high
or the historical lowto take the cost of debt at a single
point intinme as the rate at which debt will be carried into
the future. For exanple, recent economc indicators point to

recovery, which will lead to an increase in interest rates.
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The Initial Order followed a reasonabl e approach to the
cost of debt. Such reasoned anal ysis does not present a
w ndfall, but is a judgnent as to where events w ||
reasonably place the cost of debt as the econony recovers
froma recession.

Even nore than the Conm ssion Staff’s argunments on the
cost of equity, it appears on the face of the Petition that
Comm ssion Staff is sinply seeking clarification on this
i ssue, not a change to the Initial Order. However, the
schedul es attached to the Petition belie that stated request
for clarification. Comm ssion Staff is actually seeking that
its “snapshot” approach to determ ning the cost of debt be
adopted. Rainier View asserts that Comm ssion Staff has
failed to properly take exception to the Initial Order and,
in any event, for the reasons stated above, Conm ssion
Staff’s position should not be adopted.

8. Adj ustnment of Capital Structure for Ready-to-Serve
Revenue.

As will be set out below, Rainier View takes exception
to the portion of the Initial Oder that classifies ready-to-
serve charges as contributions in aid of construction. @ ven

this position, it is also Rainier View s position that no
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adj ust ment of capital structure is needed and therefore
opposes Conmi ssion Staff’s proposal on this item

9. Treatnent of Rates for the | ndian Springs System

Rai ni er View cannot tell whether or not Comm ssion Staff
is objecting to the Initial Order on this issue. Commssion
Staff suggests, in passing, that their analysis should be
adopted since the Conpany filing was not accepted in
totality. However, as Rainier View pointed out, Comm ssion
Staff’s approach nmakes sense only if there is no rate
increase or there is a negative rate increase. Therefore,
Comm ssion Staff’s approach on this adjustnment should not be
used, given the result in this case.

Rai ni er View does agree with what appears to be
Comm ssion Staff’s final position on this issue. That is,
Rainier View joins with Staff in their confidence that these
i ssues can be sorted out between Comm ssion Staff and the
Conpany in the determ nation of the design of the final
rates. After all, it is the design of the final rates that
wi |l produce the revenue requirenent authorized by the

Comm ssion in this proceeding.
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10. Rate Case Expenses.

This is the other issue on which the Conpany has
exceptions to the Initial Order, which will be discussed
bel ow. The Conmi ssion Staff exception appears to sinply be a
clarification that they did not abandon their earlier
proceedi ng. They do not appear to ask the Conm ssion to
overturn the Initial Order, but to nerely recognize that the
Comm ssion Staff had not abandoned its prior position.

11. Owner’s Vehicle.

Comm ssion Staff’s position on this adjustnment is just
wong. The Initial Order was, in fact, correct -- thereis
no material difference to the rate payers in including the
val ue of the Lincoln Navigator.

Further, Conmm ssion Staff’s position on this issue is
al rost ideological; i.e., the objection is that the car is a
Li ncoln. Comm ssion Staff proposed a “surrogate” in the form
of a flatbed truck. That flatbed truck clearly was not a
realistic surrogate that could performthe same functions for
the Conpany that the Lincoln Navigator does.® It is

uncontested in the record that the Lincoln Navigator is used

16 Exhibit T-15, p. 30, |. 3 — p. 31, |. 16.
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not only for M. Richardson, but is also used to transport
Conpany personnel to and from neetings on a regul ar basis.?

The ideol ogical nature of this issue is reflected by the
Comm ssion Staff’s characterization that they want
clarification fromthe Comm ssion on the inclusion of “luxury
vehicles.” Petition at 11. However, that is not the true
i ssue. \What should really happen is the approach used by the
Initial Order. The overall effect on the rate payers shoul d
be conpared with the function of the vehicle and a
determ nati on of the reasonabl eness of the expense should be
made. The Initial Order was correct in concluding that this
vehi cl e expense was a reasonabl e expense in the overal
scheme of the Conpany’s operations.®

[11. RAINIER VI EW S EXCEPTI ONS TO THE | NI TI AL ORDER

As stated above, Rainier View has three exceptions to
address to the Conmi ssion concerning the Initial Oder. This

portion of the Response will be devoted to those itens.

7 Exhibit 15, p. 30, |. 25 — p. 31, |. 4, TR 131, |. 2 - 132, |. 2.

¥ 1f the Conmmission is bothered by the inclusion of a Lincoln Navigator

in rates, the Conmpany did propose a conpronise. That conpromse is set

out on Exhibit 22 and presents a “surrogate” that at |east can actually

be used by the Conpany for the same purpose as the Navigator, as opposed
to Staff’s flatbed truck surrogate.
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1. Ready-t o- Serve Charges Should Not be Cl assified as
Contributions in Aid of Construction.

The Initial Order states that the ready-to-serve should
be classified as contributions in aid of construction.
Initial Order at p. 17 (paragraph 60) (Finding of Fact 12).
However, such treatnment would fly in the face of the
acknow edged purpose of the devel oper |ine extension
contracts (devel oper buy-back progran) and the ready-to-serve
charges in those contracts. M. Fisher offers detail ed
testi nony concerning the devel oper buy-back program its
origination and its effect. His testinony is in Exhibit T-15
begi nning at page 8 and includes a discussion of Exhibits 17
and 18.

As pointed out at page 12 of Exhibit T-15, the devel oper
buy- back program and the ready-to-serve charge were devel oped
as a result of Comm ssion Staff concerns that the devel oper
contracts were producing a | arge anount of Cl AC and havi ng an
adverse effect on the Conpany’s rate base. Commi ssion Staff
requested that the Conpany explore ideas to increase rate
base to address the Conpany’s financial viability. See,
Exhibit 17 at p. 197. M. Fisher then goes on to discuss

sone of the details of the buy-back program including the
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fact that the ready-to-serve charge was a financi ng nmechani sm
for that buy-back program It nmakes absolutely no sense to
devel op a program designed to increase the Conpany’s rate
base to address financial viability if the devel oper paynents
under the ready-to-serve charge are to be classified as
contributions in aid of construction. This neans that there
IS no increase in rate base (since as M. Fisher also
testifies the ready-to-serve and the paynent to the
devel opers was desi gned on whol e to bal ance one anot her out -
Exhi bit T-15 at p. 13). These nechani sns were di scussed and
presented to the Commi ssion in the form of the Pal ner
contract. Exhibit 17 at p. 269-270 and 275-283. The
Comm ssi on order recognized that there would be a purchase
financed over tinme and that the ready-to-serve charges were
part and parcel of the contract. Exhibit 17 at p. 271-274.
As M. Fisher goes on to discuss, this concept of
viability related to an increase in rate base was di scussed
at length with Conm ssion Staff. Exhibit T-15 at p. 14. e
of the benefits of this programis that it allowed the
Conmpany to attract CoBank as a | ender which has all owed

advant ageous financing for the benefit of custoners. Exhibit
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T-15 at p. 14-16. Comm ssion Staff agrees that the
availability of CoBank as Rainier Views primary lender is a
significant benefit to custoners. TR 348, |. 10-17.

Rai ni er View asks that the Comm ssion affirmthe Initial
Order’s position that the ready-to-serve revenue i s not
regul ated revenue. However, Rainier View requests that the
Comm ssi on not take the step that was taken in the Initial
Order and classify those revenues as contributions in aid of
construction. To do so would negate the salutary effects
t hat the program has had, which has been to the benefit of
Rai ni er View s custoners.

The revenues fromthe ready-to-serve charge are properly
classified as non-regul ated revenue. This neans that the
revenue should be treated just as any other charge from a
non-regul ated source, as non-regul ated revenue. Charges to
persons for unregulated activities are not routinely
classified as contributions in aid of construction. For
example, if the Conpany offered construction services, such
as constructing a sewer |ine, those revenues would not be

considered as contri butions in aid of construction.
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There is also an issue of fundanental fairness involved
here. Rainier View entered in this program working very
closely with Comm ssion Staff. There is no di sagreenent
bet ween Conmmi ssion Staff and Rainier View that the purpose of
t he devel oper buy-back program and the ready-to-serve charges
were to address the Conmpany’s financial viability by
increasing its rate base. There is no disagreenent that the
buy- back program and the ready-to-serve charges had that
effect and resulted in the attraction of CoBank as the
Conpany’s primary | ender to the benefit of Rainier View s
custonmers. The only disagreenent between Conmm ssion Staff
and the Conpany was whet her these revenues shoul d be
classified as regul ated revenues or not. Having properly
hel d that these revenues are not regul ated, operating
revenue, the Conm ssion should not undo the benefits to the
custonmers that the program has produced by classifying the
revenues as contributions in aid of construction.

Fundament al fairness would be served if the Conm ssion
made a deci sion on a prospective basis, instructing Rainier
View that to the extent it enters into contracts in the

future that have the ready-to-serve charge enbedded in the
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contract, then those revenues would be counted as
contributions in aid of construction. To change the effect
of the program after the fact, after the Conpany and

Comm ssion Staff agreed on the program as a nechanismto

i ncrease the Conpany’s viability through increasing its rate
base and, to some extent, when the Comm ssion itself knew
that the program was designed for that effect (see the Pal mer
contract and contracts that followed), fairness would require
a prospective not retroactive treatnment.

2. The Initial Order Erred in Deducting Mailing Costs from
t he Conpany’s Rate Case Expense.

At page 23 (paragraph 86), the Initial Oder accepts the
Conpany’s estimted rate case costs of $67,700.00 to be
anortized over three years at $22,567.00 per year. However,
the Initial Order then goes on to deduct the expense of a
mai | i ng notice of $3,500.00 resulting in a total anortization
amount of $19,067.00. Initial Order at paragraph 88. There
are two ways in which this adjustnent in the Initial Oder is
In error.

First and forenost, the $22,567.00 figure presented by
t he Conmpany already excludes the mailing cost. M. Fisher

changed his testinony between his direct and his rebuttal

RESPONSE TO COVM SSI ON
STAFF' S PETI TI ON FOR
ADM NI STRATI VE REVI EW - 25



filings. |If the Comm ssion conpares Exhibit 9 with Exhibit
25, they will see that Exhibit 25 | eaves the anount for the
mai |l i ng notice blank. [In other words, in rebuttal, M.

Fi sher already excluded the cost of the mailing notice,

agreeing with Comm ssion Staff that it was enbedded in the
2000 results. Therefore, when the Initial Order subtracts
that ampunt again, it has double counted the deduction and
penal i zed t he Conpany.

This error is conmpounded by the nature of the
adj ustnment. Since the adjustnent for rate case cost is
anortized over three years, reducing the amunt to be
recovered by the full ambunt of the mailing cost in one year
in effect takes away $10,500.00 fromthe recovery of the
expense, not $3,500.00. The deduction is trebled.
Therefore, instead of recovering $67, 700. 00 over three years
($22,567.00 a year), the Conpany is allowed to recover only
$57,200.00. This unwarranted reduction in the legiti mate
rate case costs of the Conpany should not be carried forward.
Rai ni er View respectfully requests that the anmount as set

forth on Exhibit 25 ($22,567.00) be included as the proper
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figure for anortization of rate case costs, adjusted upwards
as described in the next section.

3. The Conpany’s Rate Case Costs Should be Adjusted to
Reflect its Actual Costs.

When M. Fisher provided Exhibit 25, he stated that he
t hought that the estimte woul d be understated. Exhibit T-
15, p. 31, |. 18 — p. 32, |I. 4. WM. Fisher was correct.
Attached in Appendix A is the Conpany’'s actual rate case
costs up to May 1, 2002. This amount of $90, 074.00
represents the fact that the Conpany has had to address very
serious, conplicated matters — matters of first inpression —
rai sed by Comm ssion Staff. |[If the May | egal expenses are
added in the anount of $3,320.00, this produces a total of
$93, 394. 00. The Conpany agrees that its total rate case
costs should be anortized over three years, and this produces
an annual anount to be included in this case of $31, 131. 00.

The Conpany recognizes that it is sonewhat unusual to
bring rate case costs up to date.!® However, the Conpany has

had to deal with very conplex issues raised by Conmm ssion

% The Conpany asks that the Conmission accept a limited reopening of the
record to include the actual rate case costs denonstrated through M.
Fi sher and M. Finnigan’s Decl arations.
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Staff which could have had a severe econom c inpact on the
Conpany. Conmm ssion Staff sought to decrease rates by
$180, 000. 00. The Initial Order found that an increase of
approxi mately $273,000. 00 was appropriate. G ven the
conmplexity of the case, the Conpany respectfully requests
that the Comm ssion allow anortization of the full rate case
cost s.
V. CONCLUSI ON

Rai ni er View respectfully requests that the Conm ssion
nodify the Initial Order by determ ning that the ready-to-
serve charges should not be classified as contributions in
aid of construction. |In addition, Rainier View respectfully
requests that the anount for rate case costs be adjusted to
reflect that the Conpany has al ready deducted the $3,500. 00
mai ling cost and to reflect the Conpany’s actual costs to
date. Further, the Conpany respectfully requests that the
Commi ssion deny Commi ssion Staff’s request for nodifications
to the Initial Order, except to the extent the Conpany has

agreed to or has no objection to the proposed clarification
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as set out above.

DATED: May 30, 2002.

RI CHARD A. FI NNI GAN, WSB #6443
Attorney for Rainier View
Wat er Conpany, |Inc.
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