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SUMMARY 

Synopsis: The Washington Utilities and Transportation Commission (Commission) 
rejects the tariff sheets filed by East Side Improvement Co., Inc. (East Side or Company) 
on February 24, 2025. The Commission has considered the full record, including an 
evidentiary hearing spanning one day, the customers’ oral and written comments from 
the March 17, 2026, Public Comment Hearing, and the parties’ briefings. Pursuant to the 
Washington Administrative Procedure Act, Commission statutes, and precedent, the 
Commission requires East Side to file tariff sheets and rate schedules that will result in 
an increase in revenue of approximately $23,216 or 48.4 percent during the first rate 
year, to recover an annual revenue of $71,188, and lower tariff rates for the second rate 
year to recover an annual revenue of $60,478 in accordance with the decisions in this 
Order, summarized below. The Commission adopts Commission staff’s (Staff) weighted 
average cost of capital (WACC) of 11.75 percent and Staff’s proposed rate base of 
$68,364. The Commission allows recovery of $10,078 in rate case legal expenses, to be 
recovered over a single year, and adopts a two-phase rate schedule to ensure these costs 
are removed from rates after year one. The Commission accepts all uncontested 
operating expense adjustments proposed by Staff.   
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BACKGROUND 

1 PROCEDURAL HISTORY. On February 24, 2025, East Side Improvement Co., Inc. 
(East Side or Company) filed with the Washington Utilities and Transportation 
Commission (Commission) tariff revisions, that if approved as originally filed, would 
generate approximately $59,477 (131.67 percent) in additional revenue.1 East Side 
characterizes this filing as its first general rate case (GRC) and is requesting additional 
revenue due to rising operational costs since 2022, Washington State mandated water 
testing, and other repairs and improvements needed.2 East Side provides water service to 
approximately 45 domestic and irrigation customers and owns and operates four water 
systems in Kittitas County.3  

 
1 East Side became regulated on July 1, 2022, with this case being its first general rate case. With 
this filing, East Side also filed an affiliated interest contract for Commission approval to turn on 
and off its irrigation system at the start and end of the season. 
2 Washington Utilities and Transportation Commission v. East Side Improvement Co., Inc., 
Docket UW-250104, Cover Letter from East Side (February 24, 2025). 
3 Severson, Exh. ES-01T at 3:3-5 and 3:20-26.  East Side asserts that it has maintained the 
existing rates established by the prior owner and bills “a flat $45 monthly rate for each domestic 
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2 On July 1, 2022, East Side became regulated by the Commission in Docket UW-220369,4 
but prior to that, was an unregulated Company operated by Michael Jackson (Jackson), 
who shared in the ownership four developments, and provided water and irrigation 
service to those developments pursuant to the terms of recorded Water User Agreements 
(WUAs).5  

3 On August 1, 2022, East Side filed new tariff pages in Docket UW-220579 and updated 
its tariff filing to reflect all four of the Company’s water systems6 serving its 
developments: (1) Grasslands Park (14 lots); (2) Green Trails Estates (10 lots); (3) Turf 
Trails (12 lots); and Happy Trails (9 lots).7 
 

4 On April 26, 2024, East Side filed amended tariff pages with the Commission in Docket 
UW-240294, seeking to include a surcharge to recover costs associated with replacing an 
irrigation screening system that failed in early 2024. On June 28, 2024, the Commission 
entered Order 01, Approving Surcharge Subject to Conditions, and allowed East Side to 
recover 70 percent of the $33,596 cost it incurred to replace the irrigation screens to 
provide irrigation water service subject to the conditions set forth in that Order.8 
  

 
and each irrigation service,” and “a monthly surcharge $26.09 for recovery of 70% of the cost of 
the new irrigation screen, which began July 1, 2024, and expires May 31, 2026.   
4 See Severson, Exh. ES-03 through Exh. ES-06. On January 1, 2022, Jackson conveyed 90 
percent of his interest in the Company’s water systems to Elliott Severson as payment in full for a 
debt he owed Severson in the sum of $325,000, and then on January 1, 2025, conveyed the 
remaining 10 percent ownership in East Side in exchange for forgiveness of a $200,000 debt 
remaining on $950,000 promissory note with a 12 percent interest rate. See Severson, Exh. ES-
08, Purchase and Sales Agreement effective January 1, 2022, Exh. ES-09, Purchase and Sales 
Agreement effective January 1, 2025, and Exh. ES-10, East Side Initial approved tariff effective 
July 1, 2022.  
5 See Severson, Exh. ES-02 to ES-06. 
6 East Side’s four water systems consist of “four wells, four heated pump houses, 18 steel tanks 
and associated equipment, water rights for domestic and irrigation water, irrigation pumps [and] 
equipment and screens.” Severson, Exh. ES-01T at 3:6-10. 
7 Severson, Exh. ES-01T at 3:10-15 and Water Use Agreement exhibits ES-02 to ES-06. 
8 The original cost of replacement of $33,596 for the irrigation screens amounted to a surcharge 
of $23,517.27 in principle and $4,660.62 in interest, for a total surcharge of $28,177.89 to be 
recovered by customers. The Commission further instructed East Side to provide customers with 
the option of either paying a one-time lump sum payment of $522.61, or a monthly surcharge of 
$26.09, in 24 monthly installments, with an effective date of July 1, 2024, and expiration date of 
May 31, 2026, or upon recovery of the $28,177.89, whichever comes first. In re the Matter of the 
Petition of East Side, Docket UW-240294, Order 01 Approving Surcharge Subject to Conditions, 
at 1 ¶ 2, at 2 ¶¶ 4-6, at 3 ¶ 7, and at 4 ¶ 17 (June 28, 2024). See also Severson, ES-39X – ES-41X 
(March 11, 2026). 
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5 On September 12, 2024, East Side submitted its initial request for a rate increase in 
Docket UW-240720 but ultimately withdrew this filing on January 23, 2025,9 after 
Commission staff (Staff) and the Company were unable to come to an agreement,10 and 
then on February 24, 2025, submitted a revised tariff filing in this Docket.   

6 Following several open public meetings that were convened in this matter on March 27, 
2025, April 21, 2025, and June 26, 2025, the Commission entered Order 01, Complaint 
and Order, and suspended the tariff revisions from going into effect and set the matter for 
adjudication.11 

7 On September 08, 2025, the Commission convened a virtual prehearing conference 
before Administrative Law Judges (ALJ’s) Amy Bonfrisco and Jessica Kruszewski, and 
on September 15, 2025, entered Order 02, Prehearing Conference Order and Notice of 
Virtual Evidentiary Hearing (Order 02). Among other matters, Order 02 established a 
procedural schedule and set a virtual evidentiary hearing in this matter before ALJ’s 
Bonfrisco and Kruzewski for March 19, 2026.12 On this same date the Commission also 
entered Order 03, granting East Side’s request for a protective order. 13 

8 On September 19, 2025, an Errata correcting paragraph 17 of Order 02 was issued to 
update the Zoom link for the virtual evidentiary hearing, and to correct the docket 
number referenced in Exhibits A and B attached to Order 03.  

9 On October 30, 2025, East Side filed its testimony and supporting exhibits and on 
November 4, 2025, the Commission updated its main service list after receiving the 
Company’s Notice of Withdrawal and Substitution of Counsel.14 

10 On January 12, 2026, the Commission issued a Notice of Virtual Public Comment 
Hearing for February 26, 2026, at 6:00 p.m., and on January 14, 2026, Staff and the 

 
9 Docket UW-240720, Cover Letter from East Side (January 23, 2025). 
10 Stark, Exh. RS-1T at 4:7-10 (stating that Staff and the Company were unable to come to an 
agreement regarding “a detailed listing of assets to confirm depreciation, rate base, revenue 
requirement, or rates,” and that when Staff requested an extension to allow for further 
investigation the Company withdrew its filing).  
11 Docket UW-250104, Order 01, Complaint and Order Suspending Tariff Revisions from Going 
Into Effect July 1, 2025 (June 26, 2025).   
12 Order 02 at 5 ¶ 17 and Appendix B. See also Notice of Errata to Order 02, updating the correct 
Zoom link for virtual evidentiary hearing (September 19, 2025). 
13 Order 03, Protective Order (September 15, 2025). 
14 Notice of Withdrawal of Michelle DeLappe and Annie Barough on Behalf of East Side 
Improvement Co., and Substitution of Counsel Judith A. Endejan (November 4, 2025). 
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Public Counsel Unit of the Attorney General’s Office (Public Counsel) filed their 
response testimony and supporting exhibits.  

11 On February 4, 2026, East Side filed its Rebuttal testimony of Elliott Severson and 
supporting exhibits together with a Motion to Strike certain portions of Staff witness 
Rachel Stark and Public Counsel witness Kai Hiatt’s testimony relating to statements 
made by Mike Jackson (Jackson), East Side’s former owner,15 and Greg Milliam 
(Milliam), a representative of the Washington Water Service Company.16 East Side also 
moved to strike Public Counsel Exhibits KH-4, KH-6, and KH-7 in their entirety, relating 
to emails from East Side customers, John Ward (Ward),17 and Logan Castle (Castle),18 
who raised concerns relating to the water connection fees, the pricing of cost estimates, 
and the quantity, length, and type of piping depicted in engineered drawings filed by the 
Company witness Todd Oberg in Exhibits TO-1, TO-4, and TO-5. 

12 On February 6, 2026, the Commission issued a Notice of Opportunity to Respond to East 
Side’s Motion to Strike and issued a Notice Rescheduling the Public Comment Hearing 
to Tuesday, March 17, 2026, at 6:00 p.m., to allow the Company additional time to notify 
all customers by a separate mailing of the scheduled hearing.  

13 On February 9, 2026, Staff and Public Counsel filed responses objecting to the 
Company’s motion, and on February 24, 2026, the Commission issued Order 04, 
Denying East Side’s Motion to Strike, for the reasons set forth in paragraphs 12-17 of 
that Order.19 

14 On March 11, 2026, the parties timely filed their cross exhibits and time estimates, and 
between March 12, 2026, to March 16, 2026, East Side filed a revised exhibit list and 

 
15 East Side Motion to Strike at 4 ¶ 20 (moving to strike testimony of Staff witness Stark, RS-1T 
at 10 – 13 and 20:14-22, and Public Counsel witness Hiatt at 4:5-12 asserting that such testimony 
constitutes inadmissible hearsay to out-of-court statements about East Side’s water system that 
prejudices the Company).  
16 East Side Motion to Strike at 2 ¶ 4 (moving to strike testimony in KH-1T at 3:11-17 made by 
Greg Milliman during a Water Industry Cost of Capital Workshop relating to real estate 
developers alleged practice of paying the high costs of water systems and claiming those 
expenses on their taxes). In the Matter of the Policy and Interpretive Statement on the Cost of 
Capital for Regulated Water Utilities, Docket UW-240733, Recording at 2:33 (July 8, 2025).  
17 Id at 4 ¶ 8. 
18 East Side Motion to Strike 3 ¶ 6-7. 
19 Order 04, Order Denying East Side’s Motions to Strike (February 24, 2026). 
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revised exhibits for Company witnesses Oberg and Severson20 and a corrected cross 
examination exhibit list and cross exhibits for Staff witness Stark.21   

15 On March 17, 2026, the Commission convened a Public Comment Hearing and over the 
course of the proceeding received a total of 40 comments from Washington customers 
opposing East Side’s filing. Of the 40 comments received, 36 were opposed, 1 was 
undecided, and three were duplicates.22 Most of the customers opposing the filing raised 
concerns about paying for rate increases they deem to be “excessive,” particularly when 
East Side failed to keep historical financial records of its water systems’ infrastructure 
and have not made any improvements aside from the emergency repairs to replace the 
failed irrigation screen, for which they are already paying a monthly surcharge.23 
Customers also highlight that neighboring properties in the same developments not 
controlled by East Side are paying significantly less (i.e. $35 a month for domestic water 
and a one-time annual charge between $90-120 for irrigation), despite the irrigation 
system only being operational six months out of the year.24 Finally, they raise concerns 
about whether the Company is mismanaging the water system, operating in good faith, 
and providing clean and safe drinking water and for these reasons urge the Commission 
not to allow the Company to pass down its engineering or legal costs to customers 
through rate increases.25 

16 On March 19, 2026, the Commission held an evidentiary hearing in this matter with ALJs 
Kruszewski and Bonfrisco presiding. During the hearing the parties stipulated to the 
admission of all prefiled exhibits except for TO-4r, TO-5r, ES-31r, ES-34, and RS-21X 
through 24X,26 and the Company renewed its objection to the admission of KH-6.27 After 
further discussion amongst the parties, ALJs Kruszewski and Bonfrisco allowed 
admission of Public Counsel’s exhibit KH-6 on the basis that the Commission already 
ruled upon East Side’s objection in Order 04,28 and East Side acknowledged not timely 

 
20 See Oberg, Exh. TO-04r, TO-05r, and Severson, Exh. ES-31r and ES-34 (March 12, 2026). 
21 East Side Cross Exhibits, Stark, Exh. RS-29X through RS-32X (March 16, 2026). 
22 Docket UW-250104, Offer of Public Comment, Exh. BR-1 at 2-3 ¶¶ 6-7, UTC Matrix 
Attachments A-O (March 30, 2026). 
23 Offer of Public Comment, UTC Matrix with Attachments A-O.  
24 Offer of Public Comment, UTC Matrix with Attachments A and L.  
25 Offer of Public Comment, UTC Matrix with Attachments A-O.  
26 Docket UW-250104, Evidentiary Hearing, O-Neill, TR. at 19:15-16 and Roberson, TR. at 
19:20-24.  
27 Endejan, TR. at 18:5-18. 
28 Krusweski, TR. at 23:6-10 and Bonfrisco, TR. at 23:11-19. 
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filing a written motion to amend, but moved to have its revised exhibits admitted to 
ensure the Commission had the most up-to-date and best evidence available in the 
record.29 In response, Staff agreed to accept East Side’s oral motion to admit revised 
exhibits TO-4r, TO-5r, and ES-31r to cure the procedural deficiency.30 However, Public 
Counsel conditioned its approval of these exhibits on having an opportunity to cross-
examine Company witness Oberg about the “new drawings” that led to the Company’s 
alternate calculation,31 so that the parties were not prejudiced, and East Side agreed 
provided the questions were limited to “explaining the genesis” of exhibits TO-4r and 
TO-5r.32 Finally, because Staff and Public Counsel sustained objections to exhibit ES-34, 
relating to the recovery of attorney’s fees, East Side agreed to withdraw and submit an 
updated version with their compliance filing.33 The Company’s remaining cross exhibits 
of Staff witness Stark were subsequently admitted after the appropriate foundation and 
relevancy of these exhibits was laid.   

17 On April 6, 2026, the Commission issued Notice of Bench Request No. 2A to East Side 
requesting the Company clarify the additional annual revenue requirement it was seeking 
on rebuttal, and in Bench Request No. 2B requested that Staff and Public Counsel 
provide a summary of their understanding. The Commission also requested in Bench 
Request No. 03 that Staff provide an updated exhibit of RS-2 in native excel format 
reflecting Staff’s revised position of its proposed revenue requirement. 

18 On April 8, 2026, the parties filed post-hearing briefs in this matter, and on this same 
date, East Side submitted its response to Bench Request No. 2A.  

19 On April 10, 2026, Staff filed an Objection to and Motion to Strike East Side’s Response 
moving to strike portions of the answer, beginning on page 2, line 6 and ending at page 2, 
line 17, arguing that the Company’s answer far exceeded the limited scope of what the 
bench request asked and set out “several proposals never subjected to adversarial 
testing.”34 On the same date, Public Counsel filed an Objection, joining Staff’s motion to 
strike, and moved to strike everything after page 1, line 22, as unresponsive to the bench 

 
29 Endejan, TR. at 26:5-18. 
30 Roberson, TR. at 26:23-25 and 27:1-4.  
31 O’Neill, TR. at 27:14-25, 28:1-11. 
32 Endejan, TR. at 31:22-25. 
33 Endejan, TR. at 34:9-12 and Krusweski, TR. at 34:15-18.  
34 Staff’s Objection to and Motion to Strike East Side’s Response to Bench Request No. 2A 
(Staff’s Objection and Motion) at 1 ¶¶ 1-2 and 4 ¶ 8. 
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request and “procedurally and substantially improper.”35 Specifically, Public Counsel 
argues that from page 1, lines 22-26 through page 2, lines 1-5, the Company does not 
address the amount of additional annual revenue, but instead “provides a conditional 
settlement offer,” makes new factual assertions about additional lost revenues it is 
entitled to recover, and requests to suspend depreciation and attorney fees.36 Public 
Counsel further argues that the remainer of East Side’s answer from page 2, lines 6 -17, 
constitute new and unsupported proposals concerning the Company’s lost revenue 
calculations, suspending depreciation of the irrigation screens, or attorney’s fees, and 
interest rates that should be applied, which Public Counsel argues is procedurally 
improper, prejudicial, and denies due process to other parties.37  

20 On April 13, 2026, East Side filed its response to Staff and Public Counsel’s Objections, 
arguing that the Commission should overrule the objections on the basis that Staff and 
Public Counsel “can point to no real prejudice from the Company explaining its full and 
final position,” highlights that it is extremely important that the Commission “clearly 
understand all facets” of what it considers to be a “significant compromise,” and 
acceptable settlement on rebuttal.38 

21 The Commission’s response to Staff’s Motion to Strike is discussed below in the 
Discussion section of this Order at paragraph 23. 

22 PARTY REPRESENTATIVES. Judith A. Endejan represents the Company. Jeff 
Roberson, Assistant Attorney General, represents Staff.39 Tad Robinson O’Neill,  
Alexandra Kory, and Robert Sykes, Assistant Attorneys General, represent Public 
Counsel.  

 
35 Public Counsel’s Objection to East Side’s Response to East Side’s Response to Bench Request 
No. 2A (Public Counsel’s Objection) at 2:1-4. 
36 Public Counsel’s Objection at 2:16-22 (Public Counsel argues that this conditional settlement 
offer is East Side’s confirmation that it “is willing to accept either $275,000 or $314,000 as the 
rate base contingent on the adopted weighted cost of capital,” and arguments that the Company 
“is entitled to recover an additional $25,925 in lost revenues due to the pendency of the rate 
case.”    
37 Public Counsel’s Objection at 2:23, 3:1-6, and 4:2-8. 
38 East Side’s Response to Staff and Public Counsel’s Objections to East Side’s Response Bench 
Request 2A at 3:1-3 and 3:6-10 (East Side’s Bench Request Response)(April 8, 2026). 
39 In formal proceedings such as this, the Commission’s regulatory staff participates like any 
other party, while the Commissioners make the decision. To ensure fairness, the Commissioners, 
the presiding administrative law judge, and the Commissioners’ policy and accounting advisors 
do not discuss the merits of this proceeding with the regulatory staff, or any other party, without 
giving notice and opportunity for all parties to participate. See RCW 34.05.455. 
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DISCUSSION AND DECISION 

23 As a threshold matter, we address Staff’s Motion to Strike and Staff and Public Counsel’s 
Objections to East Side’s Response. 

A. Motion to Strike East Side Response to Bench Request No. 2A. 

24 The APA requires that the agency record on which findings in adjudicative proceedings 
shall be based shall include any motions, pleadings, briefs, petitions, requests, and 
intermediate rulings.40 The APA also requires that the presiding officer, at appropriate 
stages of the proceedings, shall give all parties full opportunity to submit and respond to 
pleadings, motions, objections, and offers of settlement.41  

25 The Commission’s rules regarding bench requests are contemplated in Washington 
Administrative Code (WAC) 480-07-510(4)(d), which provide that: 

(d) Filing designated work papers with the commission. If the 
commission determines that it needs information in addition to a 
party's testimony and exhibits, the commission may issue a bench 
request for designated portions of that party's work papers. The 
commission will receive into evidence the work papers a party 
provides in response to a bench request unless the commission 
rejects that response, either in response to an objection or on the 
commission's own motion, as provided in WAC 480-07-405(7)(b). 
The commission will not rely on any other work papers as the basis 
for any finding of fact or conclusion of law in the proceeding unless 
the commission formally admits such work papers into the 
evidentiary record. 
 

26 In accordance with WAC 480-07-405(7)(b), Staff and Public Counsel timely filed their 
objection to East Side’s Response within five days after filing and service of the 
Response and persuasively argue that East Side’s answer to the bench request “strays so 
far afield from that limited request,”42 that substantive portions of that answer should be 
stricken from the evidentiary record. The Commission determines that insofar that East 
Side’s response clarifies that the Company is seeking a total annual revenue requirement 
of $85,806 and provides an illustrative calculation of its proposed additional revenue 
requirement, that its answer on page 1 from lines 10-21 are responsive, do not prejudice 

 
40 RCW 34.05.476(1)(c); RCW 34.05.461(4); RCW 34.05.558. 
41 RCW 34.05.437(1). 
42 Staff’s Objection and Motion at 1 ¶ 1. 
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the other parties in the proceeding, and ensure that the Commission is relying upon the 
most up to date and accurate information. 

27 Next, with respect to the remaining portions of East Side’s answer beginning on page 1 
from lines 22 to 26 through page 2, lines 1-5, the Company reiterates several portions of 
its rebuttal testimony relating to its rate base, cost of capital, and net depreciation.43 East  
Side then proceeds to propose a new conditional settlement offer in its answer to increase 
its rate base from $275,000 to $314,000 based on Staff’s proposed 11.75% weighted cost 
of capital, and requests an additional $25,925 in lost revenues from April 1, 2025, to 
April 1, 2026, due to Staff changing its position at the initial March 27, 2025, Open 
meeting.44 However, because such response is procedurally and substantively 
improper,”45 is non-responsive to the actual bench request,46 and prejudicial to the other 
parties who did not have any opportunity to otherwise effectively respond to these 
proposals, we agree with Public Counsel that page 1, lines 22 to 25 through page 2, lines 
1-5 should be stricken from the record. Further, to the extent that East Side argues this 
content in its answer constitutes a conditional settlement offer, it appears from the 
objections of Staff and Public Counsel that the offer has been declined, and there is 
nothing further for us to discuss on the matter at this stage of the proceeding. 

28 Finally, regarding the remaining portions of East Side’s answer beginning at page 2, lines 
6-17, we sustain both Staff and Public Counsel’s objections that the Company included 
new proposals “aimed at avoiding rate shock from its significant rate increases,”47 and 
inappropriately included new arguments about the Company’s attorney’s fees and 
carrying costs. We therefore strike the remaining portions of East Side’s 2A bench 
response beginning at page 2 from lines 6-17. 

B. Standard of Review 

29 The Legislature has entrusted the Commission with broad discretion to regulate and set 
rates in the public interest48 that are just, fair, reasonable and sufficient,49 and to balance 
the needs of the public to have safe, reliable, and appropriately priced services, while also 

 
43 Severson, ES-30T at 15:21-26 to 16-17:1-12 
44 East Side’s Bench Request Response at 2:22-26 to 3:1-5 
45 Public Counsel’s Objection at 2:1-5. 
46 WUTC v. Avista, Dockets UE-160228 & UG-160229, Order 05 ¶ 11 (November 22, 2016). 
47 Staff’s Objection and Motion at 4 ¶ 8. 
48 RCW 80.01.040(3).  
49 PacifiCorp v. WUTC, 194 Wn. App 571 at 587 quoting RCW 80.28.010 (2016). 
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assuring that the utilities earn enough to remain in business.50 The Commission has 
previously interpreted the fair, just, reasonable, and sufficient standard to mean that 
“rates that are fair to customers and to the Company’s owners; just in the sense of being 
based solely on the record developed in a rate proceeding; reasonable in light of the 
range of possible outcomes supported by the evidence; and sufficient to meet the needs of 
the Company to cover its expenses and attract necessary capital on reasonable terms.”51 

30 If after hearing, the Commission finds that the rates charged by the utility are: 

…unjust, unreasonable, unjustly discriminatory or unduly preferential, or 
in any wise in violation of the provisions of the law, or that such rates or 
charges are insufficient to yield a reasonable compensation for the service 
rendered, the commission shall determine the just, reasonable, or sufficient 
rates, charges, regulations, practices or contracts to be thereafter observed 
and in force, and shall fix the same by order.52  

31 As a general matter, the burden of proving that a proposed increase is just and reasonable 
is upon the public service company,53 and the burden of proving that the presently 
effective rates are unreasonable rests upon any party challenging those rates.54 
 

32 Accordingly, when setting rates, applying its broad ratemaking power conferred by the 
Legislature,55 and balancing the interests of customers and public service companies 
providing utility service, the Commission must “endeavor not only to assure fair prices 
and service to customers, but to also assure that regulated utilities earn enough to remain 
in business.”56 

33 Therefore, like other rate-making bodies, to appropriately balance these interests, the 
Commission employs “what has become known as the ‘prudent investment’ or ‘historical 

 
50 People’s Org. for Wash, Energy Res. v. WUTC, 104 Wn.2d 798 at 808, 711 P.2d 319 
(1985)(hereinafter POWER).  
51 WUTC v. Avista Corp., Dockets UE-160228 & UG-160229, Order 06 at 47 ¶ 79 (Dec. 15, 
2016) (emphasis in original). 
52 RCW 80.28.020.  
53 RCW 80.04.130(4) and WAC 480-07-540. 
54 WUTC v. Pacific Power and Light Company, Cause No. U-76-18 (Dec. 29, 1976) (internal 
citations omitted).  
55 POWER at 808. 
56 POWER at 808. 
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cost rule,’” and relies on historical cost data to value rate base.57 Under this approach the 
Commission determines: 

what levels of prudently incurred expenses the Company will experience 
prospectively, and allows for recovery of these expenses. In addition, the 
Commission determines the Company’s rate base using the original cost 
less depreciation method and allows for an appropriate rate of return on that 
rate base [so that the Company may] recover the costs of its investments in 
infrastructure, repay its lenders, and…earn a reasonable return, or profit.58 
 

C. Revenue Requirement – Contested Issues 

1. Rate Base 

East Side Arguments 

34 East Side proposes a total rate base of $275,000.59 This amount represents a concession 
by the Company in an attempt to avoid rate shock and to mitigate potential concern by 
the Commission regarding the lack of original cost records.60 East Side claims that its 
actual rate base totals $520,966,61 based on analysis performed by the Company and a 
reconstruction cost analysis performed by its expert witness, professional engineer, Todd 
Oberg (Oberg).62 East Side also recognizes $108,000 of contributions in aid of 
construction (CIAC) resulting from connection fees collected from customers on three of 
its water systems, which it deducted directly from the original cost of certain assets 
contained in its asset listing.63 

35 The Company acknowledges that it does not have historical cost records for the majority 
of its assets placed in service prior to the change in ownership and prior to becoming 
regulated by the Commission in 2022, and states that it only discovered this absence of 

 
57 Duquesne Light Co. v. Barasch, 488 U.S. 299, 309, 109 S. Ct. 609, 616 (1989). See also FPC 
v. Hope Natural Gas Co., 320 U.S. 591, 605 (1944). 
58 Docket UE-132027, Order 04 at 12-13 ¶¶ 15-17 (September 11, 2014). 
59 Severson, Exh. ES-01T at 23:24-25. On Brief, East Side conditions its proposed rate base on 
the overall rate of return granted by the Commission, arguing that it should be granted a rate base 
of $339,925 if the Commission grants Staff’s proposed 11.75% rate of return. See Post Hearing 
Brief of East Side at ¶73 and 76. 
60 Severson, Exh. ES-01T at 23:15 – 24:8. 
61 Severson, Exh. ES-31r and Post Hearing Brief of East Side at ¶14, 25, and 48. 
62 Severson, Exh. ES-01T at 12: 12-18. 
63 Severson, Exh. ES-01T at 17:4-11; Exh. ES-30T at 11:1-5; and Exh. ES-31r. 
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records upon filing its first rate case.64 East Side argues that it was not required to retain 
these records when its rates were governed under the terms of its Water User Agreements 
(WUAs), under which it operated for almost 20 years.65 In the absence of original cost 
records, the Company endeavored to estimate the original costs of East Side’s assets in 
order to determine its rate base. These estimates were determined by comparing the costs 
of similar assets for which there were known original cost amounts,66 through an 
engineering report where Oberg estimated the original cost of the Company’s in-ground 
assets,67 and through a ratio analysis based on replacement cost quotes received from a 
local well-drilling company.68  

36 Specifically, to determine a fair value of East Side’s piping and associated appurtenances 
across the Company’s four developments, Grasslands Park, Green Trails, Happy Trails 
and Turf Trails, Oberg used a “cost estimating approach,” and methodology, which 
included:69  

(1) identifying the quantities of piping and appurtenances from the plats and 
plans;70 

(2) applying units labor and materials costs obtained from a local contractor to 
establish contemporary unit costs for comparable installations in the region 
and inflation adjustments,71 using the most recently available CPI-based 
factors to deflate current dollars to historical dollar amounts; and 

(3) including a 15 percent allowance for indirect costs (mobilization, traffic 
control, surveying, engineering, and record drawings) consistent with standard 
industry practice.72 

 

 
64 Severson, Exh. ES-01T at 13:2-4. 
65 Severson, Exh. ES-01T at 13:4-6. 
66 Severson, Exh. ES-01T at 16:15 – 17:6; Exh. ES-18. 
67 Severson, Exh. ES-01T at 12:12-14 and 14:6-7. See also Oberg, Exh. TO-3 and TO-4r. 
68 Severson, Exh. ES-01T at 14:5 – 15:7 and 15:21 – 16:2; Exh. ES-18. 
69 Oberg, Exh. TO-01T at 3:13-21. 
70 Id and Oberg, Exh. TO-5. 
71 Oberg, Exh. TO-1T at 4:7-13 (explaining that “[i]n the absence of complete costs records [he] 
developed an estimate of historical construction cost by placing the current unit-cost estimate on 
an as-built quantity basis and then reversing the time value of money to approximate year-of-
installation construction costs, using inflation indices” to produce “a reasonable surrogate for 
original cost.”). 
72 Oberg, Exh. TO-01T at 3:18-21. 



DOCKET UW-250104  PAGE 14 
ORDER 05 
 

37 For depreciation, Oberg “used estimated service lives informed by the 2023 AWWA/ 
AMC Expected Useful Life (EUL) dataset for drinking water assets,”73 and “then 
calculated accrued depreciation from the in-service year through the present using 
straight-line depreciation and estimated service lives for the relevant assets classes.”74 
Based on this methodology, Oberg initially estimated the total cost of reproduction for 
the in-ground water systems across the four developments at $1,190,652 in today’s 
dollars, with an estimated depreciated cost of $385,203 after deflation to historical dollar 
amounts.75  

38 However, after East Side discovered engineered water plans and plat maps clearly 
depicting the actual lengths and material of the pipes and other approved specifications 
for each system,76 Oberg updated his analysis, and on March 11, 2026, revised exhibits 
TO-04r and TO-O5r were filed to the docket. East Side explains that Oberg’s revised 
analysis presents a 16 percent reduction from the initial estimate in exhibit TO-04 and 
“provides an inflation factor adjustment, based on the annual US inflation factor, from 
current prices of each component back to the year they were put in service as agreed to in 
the WUA.”77 Oberg then “took the inflation adjusted cost for each component identified 
in Exh. TO-04r and added the Commission mandated useful life from the dropdown 
menu in Exh. ES-31r,” and produced a replacement of the in ground water system at 
$1,107,687,78 and an estimated cost of $271,876, after deflating the amounts to historical 
dollars and accounting for depreciation expense.79  

39 Throughout its briefing, East Side argues “the fundamental principles for rate base 
development do not require that a utility that lacks original cost records be punished for 
not retaining [the records] at a time when it was not regulated by the Commission.80 To 
support this contention, East Side cites to Smyth v. Ames, as instructive for the 
proposition that it should be able to receive “the fair value of the property being used by 

 
73 Oberg, Exh. TO-01T at 2:22-25. 
74 Oberg, Exh. TO-01T at 4:13-17; Exh. TO-03; and Exh. TO-04. 
75 Oberg, Exh. TO-01T at 5:11-24 and Oberg, Exh. TO-04. 
76 Post Hearing Brief of Respondent East Side Improvement Co., Inc. (East Side’s Post Hearing 
Brief) at 13 ¶ 25 and Oberg, Tr. at 66:22-67:17; 72:21-25 – 73:1-4. 
77 East Side’s Post Hearing Brief at 13 ¶ 25. 
78 Oberg, Exh. TO-04r. 
79 Oberg, Exh. TO-04r. 
80 East Side’s Post Hearing Brief at 15 ¶¶ 26-27.  
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it for the convenience of the public;”81 arguing that “it provided competent, reliable 
evidence of the original cost for all of its assets, that are used and useful in providing 
water service,” through the detailed cost reconstruction engineering report Oberg 
prepared.82  East Side further argues that “rates were not dependent upon calculation of a 
rate base…until the Commission asserted jurisdiction” in 2022,83 and that the Company 
complied with WAC 480-110-485, WAC 480-110-999, and Section F of the 2007 
Revised NARUC manual,84 by filing a certified statement “of the value the items for 
which original cost records had been lost or destroyed.”85 Accordingly, East Side urges 
the Commission to reject Staff and Public Counsel’s positions relating to the Company’s 
“alleged rule violation for failure to retain records” and their arguments “to only use 
original cost records as the method to determine rate base.”86  

40 Instead, East Side argues that the Commission should exercise its discretion pursuant to 
Revised Code of Washington (RCW) 80.04.250(2) and choose cost reconstruction to 
determine rate base.87 To support its contention, East Side analogizes this matter with 
Rosario Utils., which is factually similar to this matter in that the prior owner failed to 
keep adequate records of the depreciated value of the Company’s plant and hired a 

 
81 Smyth V. Ames, 169 U.S. 466, 545-547, 18. S. Ct 418, 434, 42 L.Ed. 819, 849 (1898). See also 
In re Puget Sound Energy, Docket Nos. UE-920433; UE-9204999; UE-921262; 1993 Wash. UTC 
LEXIS 84 at 8 (September 21, 1993). 
82 East Side’s Post Hearing Brief at 2-3 ¶ 7   
83 East Side’s Post Hearing Brief at 16 ¶ 30. 
84 Stark, Exh. RS-25X at 2, Section F - Regulations to Govern the Preservation of Records of 
Electric, Gas and Water Utilities (NARUC Manual) Revised October 2007 (stating “When any 
records are destroyed before the expiration of the prescribed period of retention, a certified 
statement listing, as far as may be determined, the records destroyed and describing the 
circumstances of accidental or other premature destruction or loss shall be filed with the 
Commission within ninety (90) days from the date of discovery of such destruction. Discovery of 
loss of records is to be treated in the same manner as in the case of premature destruction).  
85 East Side Post Hearing Brief at 16-17 ¶ 31 citing to Severson, Exh. ES-17. See also Severson, 
Exh. ES-30T at 4:5-23. 
86 East Side’s Post Hearing Brief at 17 ¶¶ 32-33 citing to State ex. rel. Pacific Tel. & Tel v. Dept 
of Public Serv. Of Washington, 19 Wn.2d 200, 142 P.2d 498, 515 (1943) and Iowa-Illinois Gas & 
Electric Co. v. Fort Dodge, 248 Iowa 1201, 85 N.W. 2d 28 (1957) as instructive for the 
proposition that the Commission possess the “full authority to follow any lawful method or 
combination of methods which are adequate and sufficient…to fix a just valuation of respondent 
properties,” including “original cost and reconstruction costs, if the end result doe not disclose an 
unfair or confiscatory rate.”). See also Stark, RS-32X at 16, NARUC Rate Case and Audit 
Manual (2003)(acknowledging “the Commission’s ability to select from a variety of valuation 
methods, and not just the original cost method.”) East Side’s Post Hearing Brief at 18 ¶ 35.  
87 East Side’s Post Hearing Brief at 17 ¶¶ 33-34. 
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professional engineer to reconstruct the costs.88 Since the Commission ultimately 
determined in Rosario Utils., that “a professional engineer’s estimate based upon 
reconstruction costs” could be used “where records are inadequate or documentation is 
missing,” East Side urges the Commission to reach the same conclusion here.89  

41 To support this request, East Side explains that it reconstructed its rate base in two parts.  
First, by taking “the cost value Staff approved for each of the 13 items shown for the 
inclusion in rates,”90 and then applying each value for the same assets that Staff 
acknowledged as existing but assigned no value for purposes of establishing base rate.91 
Second, by including Oberg’s estimate of the cost of the in-ground system of distribution 
pipes for both the irrigation and domestic water systems.92 East Side contends that 
although Staff valued Grasslands well at $7,423, Staff assigned no value for Happy 
Trails, Green Trials, or Turf Trails, despite the Company assigning proposed values of 
$7,080, $8,874 and $7,423 for each of these other three respective wells based on their 
depth variance.93 East Side further maintains that “even though [the wells] are nearly 
identical and perform the same essential used and useful functions,” Staff refused to 
recognize any value for these wells because no original cost records were provided to 
support the Company’s proposed values and because they were not listed on the 
Company 2022 Tax Return. 94 Finally, East Side notes, what is most troubling is that 
“Staff assigned no value for any inground distribution system components in Staff’s 
proposed rate base,” despite acknowledging these components were essential to the four 
water systems, and that the pipes have the longest useful lives of all the water system 
components.95  

42 Next, in response to Public Counsel’s contention that the developer and other third parties 
other than Jackson ‘might’ have paid for some of the initial construction costs and 
therefore should not be included in rate base, East Side argues that “Public Counsel 

 
88 WUTC v. Rosario Utilities, LLC., 1996 Wash. UTC Lexis 43 at 18-20, Docket UW-951483, 
Fourth Supplemental Order Rejecting Proposed Tariffs; Authorizing Refiling at 8-10 (November 
25, 1996).  
89 East Side’s Post Hearing Brief at 19 ¶ 38 citing to 1996 Wash. UTC Lexis 43 at 18-20, Docket 
UW-951483 at 8-10 and Florida Crown Utility Services, Inc. v. Utility Regulatory Board, 1973 
Fla. App. LEXIS 7201 at **7 (March 15, 1973). 
90 See Stark, RS-18X, Snapshot from 5A of Staff’s Workbook, Stark, Exh. RS-2 and Staff 
Response to BR-3.  
91 East Side’s Post Hearing Brief at 20 ¶ 41. 
92 East Side’s Post Hearing Brief at 21 ¶ 44. 
93 East Side’s Post Hearing Brief at 20 ¶ 41. 
94 Id. 
95 East Side’s Post Hearing Brief at 22 ¶ 44. 
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provides no evidence to demonstrate this possibility is true.”96 Rather, East Side explains  
that the WUAs state that the customers agree that the entire system is owned by East Side 
and “was not CIAC for the benefit of the customers.”97 East Side further argues that the 
terms of the WUAs “were to go in ‘perpetuity’ such that the customers agreed before 
they purchased their property that that they would never own the water system and that 
their payments were not paying for the system through depreciation.”98 East Side cites to 
WUTC v. Ludlow Utilities Company, and notes that the Commission rejected Public 
Counsel’s contention that lot customers paid for a completed water system when they 
paid for their lots, and that rate base should be limited to amounts invested in system 
repairs, and purchasers should not be required to pay twice.99  

43 In sum, East Side argues that the Commission should reject both Staff and Public 
Counsel’s arguments that any rate base not supported by original cost records is without 
merit as a violation of law and common sense,100 especially given that Staff’s analysis 
“knowingly excludes 87 percent of East Side’s assets from rate base,” and all parties 
acknowledge that the Company’s assets are used and useful in providing water services 
to East Side’s customers.101 As such, East Side urges the Commission to adopt its cost 
reconstruction estimate as “significantly more accurate, reliable, and well within the 
authority of the Commission to choose.”102  

Staff’s Arguments  

44 Staff proposes a total rate base of $68,364 and an additional annual revenue requirement 
of $12,506, which will result in monthly rates of $55.58 for each of East Side’s domestic 
and irrigation services, not including the $26.09 current monthly surcharge being charged 

 
96 East Side’s Post Hearing Brief at 24 ¶ 56. 
97 East Side’s Post Hearing Brief at 24 ¶ 56. 
98 East Side’s Post Hearing Brief at 24 ¶ 56. 
99 East Side’s Post Hearing Brief at 25 ¶ 57; citing WUTC v. Ludlow Utilities Company, Docket U 
87-1550-T, 4th Supp Order at  (October 25, 1988); where Public Counsel argued that the rate base 
was composed of capital provided by the ratepayers. In this case, it was not disputed that CIAC 
should be excluded from the rate base. The Commission found that the lot purchasers were not 
the source of capital based upon the record, in particular, because the amounts included in rate 
base were initially capitalized and any utility plant attributed to land sales was written off as 
CIAC.  
100 East Side’s Post Hearing Brief at 25 ¶¶ 58-59. 
101 East Side’s Post Hearing Brief at 25 ¶ 60. 
102 East Side’s Post Hearing Brief at 26 ¶ 60. 
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to irrigation customers as authorized in Docket UW-240294.103 While Staff 
acknowledges that the Commission generally uses historical cost data to value rate 
base,104 Staff argues that “this default use of the historical cost data” poses significant 
problems for valuing rate base in this case because East Side did not keep any records of:  

(1) the original costs of the construction of its water systems;  
(2) what the systems consist of;  
(3) what the actual costs of the systems were at the time of installation; or  
(4) how much East Side paid for them.105 
  

45 Additionally, because East Side “kept no records of the contributions in aid of 
construction (CIAC) made by its customers,” Staff indicates that it was unable to rely on 
the CIAC to offset the costs of materials in evaluating the value of East Side’s rate 
base.106 To navigate this reality, Staff  “spent a considerable amount of time attempting to 
obtain any documents East Side might have about the costs of its systems” by issuing 
informal data requests, conducting a site visit to inspect the Company’s property,107 
reviewing East Side’s 2022 and 2024 tax returns,108 and examining the engineering study 
the Company submitted.109 After reviewing all of these documents, Staff ultimately 
determined that: 

the tax returns provided the best evidence of the system’s value and 
recommended establishing East Side’s net rate base at $68,364, a figure 
derived using the original cost and depreciation amounts found on the tax 
return, the in-service dates of each of the relevant wells, and the 
Commission’s standard useful lives for the types of property at issue.110  
 

 
103 Docket UW-250104, Post-Hearing Brief of Commission Staff (Staff’s Post Hearing Brief) at 1 
¶ 1 and Staff’s Response to BR-3 (April 13, 2026) (noting that the above figures do not include 
the irrigation surcharge), which is due to expire on May 31, 2026. See Docket UW-240294, Order 
01 at 4 ¶ 17(1)(a). 
104 Duquesne Light v. Barasch, 488 U.S. 299, 307-10, 109 S. Ct. 609, 102 L. Ed. 2d 646 (1989). 
105 Staff’s Post Hearing Brief at 6 ¶ 16 citing to Severson, ES-01T at 13:2-6 and ES-17 and Stark, 
Exh. RS-1T at 20:12-15, 21:10-11. 
106 Post-Hearing Brief of Commission Staff (Staff’s Post Hearing Brief) at 6 ¶ 16 (April 8, 2026) 
citing to Stark, Exh. RS-1T at 15:6-16:8 and 21:18-20. 
107 Stark, Exh. RS-14X of site visit photos of East Side’s property. 
108 Severson, Exh. ES-11C and ES-12C. 
109 Staff’s Post Hearing Brief at 6 ¶ 18 citing to Stark, Exh. RS-1T at 18:17-20:2; Stark, Tr. at 
184:24-185:14, 186:15-25 and 189:1-7.  
110 Staff’s Post Hearing Brief at 6-7 ¶ 18 citing to Stark, Exh. RS-1T at 18:17-20:2, 21:1-7; and 
Severson, Exh. ES-19. 
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46 Staff explains that there were three primary factors it considered to establish the value of 
East Side’s water systems before arriving at its determination to rely upon the Company’s 
tax documents. First, that East Side “had an incentive to provide truthful answers about 
the state of its assets in the returns,” given “any person submitting a tax return does so 
under penalty of perjury,”111 carrying a risk of imprisonment for up to five years and a 
significant fine.112 Second, that “East Side did not prepare the tax returns in the course of 
this litigation,”113 and thus had “no explicit or implicit biases in favor” of a particular 
outcome to affect the returns.114 Third, because a “depreciation expense provides a 
deduction for tax purposes…115 reduces taxable income116 and…a company’s tax 
burden.117 Staff therefore concludes that each of these factors should have strongly 
incented East Side to provide a comprehensive list of its assets to maximize its deduction 
for depreciation expense.”118  

47 Staff further argues that although East Side urges the Commission to not rely on its 2022 
and 2024 tax returns on the basis that the returns do not provide an exclusive list of the 
Company’s assets and significantly reduce its rate base value; that the Commission 
should reject this argument. Primarily, because the answers East Side provided on both of 
its tax returns are consistent with the Company’s depreciation schedule,119 and Staff and 
Public Counsel’s site visit to East Side’s property did not change that reality.120 This is 
because even though an “asset physically exists does not mean that it has ratemaking 
value,” given that “fully depreciated assets” do not increase the size of a Company’s rate 

 
111 Staff’s Post Hearing Brief at 7 ¶ 19 citing to Severson, Exh. ES-11C at 1; Severson, ES-12C at 
1; and Stark, Tr. at 249:5-12.  
112 Staff’s Post Hearing Brief at 7 ¶ 19 citing to 18 U.S.C § 1621 and at 8 ¶¶ 23-24 citing to 
Severson, Exh. ES-11(C) at 2-3 and ES-12(C) at 2-3 (highlighting that on both returns East Side 
answered under penalty of perjury that its assets did not exceed $250,000. 
113 Staff’s Post Hearing Brief at 9 ¶ 25 citing to In re Welfare of M.R., 200 Wn.2d 363, 378-80, 
518 P.3d 214 (2022)(explaining the basis for the business records hearsay exemption and that 
business records created in anticipation of litigation are deemed too unreliable to allow their 
admission under the exemption). 
114 Staff’s Post Hearing Brief at 7 ¶ 20 and 9 ¶ 25.  
115 Staff’s Post Hearing Brief at 7 ¶ 21 citing to 26 U.S.C. §§ 161, 167 (straight line depreciation), 
168 (accelerated depreciation, which does not apply to certain water system assets); 26 U.S.C. § 
168(b)(3), (e)(5) and Severson, Exh. ES-01T at 11:10-17 (discussing tax depreciation as a means 
of lowering tax burden).   
116 Staff’s Post Hearing Brief at 7 ¶ 21 citing to 16 U.S.C. § 63(a). 
117 Staff’s Post Hearing Brief at 7 ¶ 21 citing to 26 U.S.C. § 11(b). 
118 Staff’s Post Hearing Brief at 7 ¶ 21. 
119 See Severson, Exh. ES-19. 
120 Staff’s Post Hearing Brief at 8 ¶ 24. 
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base.121 For these reasons, Staff urges the Commission to find that “any asset not listed 
on the tax return is one that has no depreciable value to East Side, either because it has no 
monetary value,”122 or because the “omission of these assets from the tax return indicates 
that East Side has already recovered them or did not pay for them,” and thus conclude 
that such assets not be included in rate base.123   

48 Next, regarding East Side’s contention that “the evidence it offers in this proceeding (the 
testimony of Mr. Severson and Mr. Oberg) is as credible as the tax returns;”124 Staff 
argues that Company witness Severson made it clear he viewed his purchase of East Side 
“as an acquisition of a long-term cash flow stream,”125 and described his request for rate 
relief “as an attempt to secure the return on investment he thought he was purchasing.”126 

49 Staff then proceeds to argue that East Side’s proposed total rate base valuation of 
$275,000,127 which is primarily based on an engineering study by Company expert 
Oberg,128 “is only as good as its inputs,” given Oberg’s implicit admissions that “the 
inputs he used had flaws.”129 To support this contention, Staff argues that Oberg’s 
“admission comports with the record evidence about the construction of East Side’s 
systems,” which is that Jackson, the owner at the time of construction, did not retain any 
of the original cost records, 130 and that the records Oberg relied upon to create the 

 
121 Staff’s Post Hearing Brief at 8-9 ¶ 24 citing to Severson, Tr. at 79:14-17; Stark, Tr. at 233:19-
24, 245:16-23 and 254:4-15. 
122 Staff’s Post Hearing Brief at 7 ¶ 21 citing to Hiatt, Exh. KH-1T at 3:21 -4:4 (stating that “due 
to the lack of records, there is no evidence showing who paid the cost to build the water system” 
thus reasonably raising the question “of whether another company paid for East Side’s system,” 
given the number of claimed assets omitted from East Side’s 2022 tax return). 
123 Staff’s Post Hearing Brief at 9 ¶ 24. 
124 Staff’s Post Hearing Brief at 9 ¶ 25 citing to Severson, Exh. ES-30T at 6:12-18. 
125 Id citing to Severson, Exh. ES-30T 2:12-15. 
126 Id citing to Severson, Exh. ES-30T 12:8-14 (quoting Severson’s testimony that he “purchased 
East Side with the expectation that [his] initial investment of $361,111 would increase in value,” 
providing “an annual cash flow return of approximately $30,000”). 
127 Severson, Exh. ES-30T at 16:16-17. Note the 275,000 proposed total rate base excludes the 
irrigation screens that were approved by the Commission n Docket UW-240294. Severson, Exh. 
ES-30T at 6:2-4. 
128 Severson, Exh. ES-30T at 5:14-19 and Oberg, Exh. TO-04r. 
129 Staff’s Post Hearing Brief at 10 ¶ 28 citing to Oberg, Exh. TO-01T at 6:20-22 and TO-01T at 
4:4-6 (quoting Oberg’s statement “[w]here plan gaps existed, I used conservative engineering 
judgment based on plat dedications to avoid overstating quantities.”) 
130 Staff’s Post Hearing Brief at 10 ¶ 28 citing to Severson, Exh. ES-01T at 13:2-6; Stark, Exh. 
RS-1T at 20:12-15 and 21:10-11. 



DOCKET UW-250104  PAGE 21 
ORDER 05 
 
Company’s estimates do not accurately reflect what Jackson actually did.131 To 
complicate matters further, Staff argues that when Jackson built and installed each of the 
four water systems, he also built each of the developments that the company serves and 
comingled ownership between the two, thus “creating questions about which of those 
companies provided the capital used to purchase the materials installed to construct East 
Side’s systems.”132 As such, Staff maintains that any “property paid for by the 
development company and given to East Side” cannot contribute to the value of East 
Side’s rate base.133   

50 Next, Staff argues that the engineering study East Side relies upon “suffers from 
numerous methodological flaws,” because it “improperly treats as property various 
expenses,”134 by “inflating the estimate by 15 percent,”135 and does not address the 
potential that Jackson overbuilt the water systems.136 While Staff acknowledges that in 
Rosario Utils.,137 the Commission previously accepted the company’s engineering study, 
it argues that in this case, neither Staff nor Public Counsel could attest to the general 
accuracy of East Side’s study due to the number of methodological flaws identified.138 
Additionally, like the Company in Rosario Staff maintains that East Side drew incorrect 
conclusions about the value of its rate base needing to line up with the purchase price, 
and maintains that such proposition should be rejected not only “to prevent ratemaking 
mischief” but because the purchase price Severson paid for the system is irrelevant.139  

 
131 Staff’s Post Hearing Brief at 10 ¶ 28 citing to Hiatt, Exh. KH-01T at 5-7:1-15. 
132 Staff’s Post Hearing Brief at 11 ¶ 29 citing to Stark, Exh. RS-1T at 3:5-8, 24:10-13; Stark, Tr. 
at 180:19 – 181:7; 190:18-24; Hiatt, Exh. KH-1T at 3:20-4:12. 
133 Staff’s Post Hearing Brief at 11 ¶ 29 citing to POWER at 809 (“the r term is the rate of return 
that the utility is allowed to earn on its investment, i.e., on its rate base.”) Stark, Exh. RS-1T at 
24:6-8. 
134 Staff’s Post Hearing Brief at 11 ¶ 30 (“the B term in the ‘rate base which represents the total 
investment in, or fair value of, the facility of the utility employed in providing its service.”). 
135 Id citing to Stark, Exh. RS-1T at 24:5-8. 
136 Staff’s Post Hearing Brief at 11 ¶ 30 citing to Star, Exh. RS-1T at 24:9-14. 
137 Rosario Utils., Docket UW-951483, Fourth Supplemental Order at 8-10. 
138 Staff’s Post Hearing Brief at 11 ¶ 30. 
139 Staff’s Post Hearing Brief at 11 ¶ 31 citing to Rosario Utils., Docket UW-951483, Fourth 
Supplemental Order at 9 (“the impossibility of that task does not excuse adopting the signatories’ 
assigned valuation for purposes of the sale. We are sure the intervenors would disagree with that 
methodology if the buyer’s and seller’s agreed allocation as part of the resort sale had been 
$650,000 rather than $65,000. Accepting Intervenor’s proposal would make utility ratepayers 
vulnerable to such manipulation through signatories’ agreements at the time of sale, even if that 
allocation is proper for other purposes. It is not a proper means of valuation for ratemaking 
purposes.”). 
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51 Finally, Staff argues that East Side is flatly wrong on its two other arguments about rate 
base relating to the Company’s contention “that nothing required it to keep the records at 
issue, either because it was not subject to the Commission’s jurisdiction until 2022,140 or 
because the NARUC guidelines on the preservation of records for electric, gas, and water 
utilities did not require it to keep records.”141 Specifically, Staff highlights that East 
Side’s first three water use agreements (Grasslands Park, Green Trails, and Happy 
trails)142 require customers to pay either $75 or $80 per month for both irrigation and 
domestic water, or $960 annually, and that Turf Trails “calls for payment of $30 per 
month for irrigation service,”143 and a “pro-rata share of the cost of the domestic 
water.”144 Staff argues that the revenues paid by customers of the four systems on an 
annual basis by definition, subjected East Side to the Commission’s jurisdiction “the day 
it began serving its first customers,”145 and maintains the fact that “the Commission did 
not become aware of the extent of the Company’s operations until 2022,” does not 
change anything.146 With respect to the preservation of records, Staff argues that “East 
Side misreads the NARUC guidelines,” which “explicitly require the preservation of 
records for any costs a company seeks to incorporate into rates.”147    

Public Counsel Arguments  

52 Public Counsel has recommended that the Commission reject East Side’s reconstructed 
costs and Staff’s proposal based on East Side’s tax returns because the tax returns are not 
supported by any contemporaneous documentation sufficient to verify the cost of assets 

 
140 Staff’s Post Hearing Brief at 12 ¶ 32 citing to Severson, Exh. ES-30T at 2:21-23 (“[w]hen I 
purchased the system historical costs were irrelevant. That changed when the Commissions 
asserted jurisdiction over East Side in June of 2022.”). 
141 Staff’s Post Hearing Brief at 12 ¶ 32 citing to Severson, Exh. ES-30T at 4:9-23. 
142 Severson, ES-02 at 3; Severson, Exh. ES-03 at 3; and Severson, Exh. ES-04 at 2.   
143 Severson, ES-06 at 4. 
144 Severson, ES-05 at 4. 
145 Staff’s Post Hearing Brief at 12 ¶ 32 citing to RCW 80.04.010(35)(a) and (b)(defining “water 
company” and excluding from the definition only companies with fewer than 100 customers 
paying $300 per year); WAC 480-110-255(1)(b). see, e.g. Severson, Exh. ES-02 at 1 (dating 
Grassland Parks water use agreement April 27, 2005).  
146 Id. 
147 Staff’s Post Hearing Brief at 12 ¶ 32 citing to Severson, ES-33 at 7K. (Page 3 of 
publication)(stating “Notwithstanding the minimum retention periods provided in these 
regulations, if a public utility or licensee wants to reflect costs in a current, future, or pending rate 
case, or if a public utility or licensee has abandoned or retired a plant subsequent to the test period 
of the utility’s rate case, the utility shall retain the appropriate records to support the costs and 
adjustments proposed in the current or next rate case.”).    
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nor do they confirm who paid for them.148 Public Counsel contends that it is likely that 
East Side’s construction costs were covered by one of Jackson’s development companies, 
or by a third party, and that applications filed with DOH as part of water permitting and 
the WUAs strongly suggest that East Side did not contribute significant capital into 
construction of the system.149 Based upon DOH records, Public Counsel argues that the 
records show initial construction costs of Grasslands at $150, Green Trails at $150, Turf 
Trails at $10,900, and Happy Trails at $1,100.150 Additionally, Public Counsel suggests 
that Jackson’s own statements demonstrate that he and his companies did not keep 
construction costs low as a general practice, and that lot owners and third parties 
contributed CIAC.151 

53 Public Counsel has argued that East Side’s reconstruction of costs is “riven with 
methodological inconsistencies and is unreliable.”152 Specifically, Public Counsel alleges 
that East Side used different methodologies to calculate the original cost of assets based 
upon whether the asset was listed in the tax returns.153 As an example, Public Counsel 
states that because the cost of one of the pump houses was listed, East Side multiplied 
that cost by four.154 However, for assets not listed in the tax return, Public Counsel 
alleges that the Company priced construction materials at Home Depot and discounted 
for inflation.155 For the wells, Public Counsel states that East Side used yet a different 
methodology to reconstruct the original cost.156 The 2022 tax return listed the cost for the 
Grasslands well as $7,423, yet received a quote for the current cost of $23,590, which 
was then adjusted for inflation to $14,393.95.157 Public Counsel explains that the 

 
148 Hiatt Exh. KH-2T at 3:55-58, 5:91-101.   
149 Post-Hearing Brief of Public Counsel at 3 ¶¶ 3-4.  
150 Post-Hearing Brief of Public Counsel at 6 ¶ 11; citing Severson, Exh. ES-24 at 85, Severson, 
Exh. ES-21 at 40, Severson, Exh. ES-23 at 99, and Severson, Exh. ES-22 at 36. 
151 Post-Hearing Brief of Public Counsel at 7-8 ¶ 12-13, 11 ¶ 17, Hiatt, Exh. KH-2T at 2:29-43. 
Public Counsel contends that the Commission must assume that the customers paid connection 
fees and that at least one East Side customer’s purchase and sale agreement includes connection 
fees as part of the sale of a home. Further Public Counsel states that another customer paid a 
$5,000 connection fee and that WUAs for all four water systems contain a provision referencing a 
connection fee. Additionally, Public Counsel indicates that the Company admitted to $108,000 in 
customer CIAC at Severson, Exh. ES-30T at 5:21-26.  
152 Post-Hearing Brief of Public Counsel at 19 ¶ 32.  
153 Post-Hearing Brief of Public Counsel at 20 ¶ 33.  
154 Post-Hearing Brief of Public Counsel at 20 ¶ 33.  
155 Post-Hearing Brief of Public Counsel at 20 ¶ 33.  
156 Post-Hearing Brief of Public Counsel at 20 ¶ 33.  
157 Post-Hearing Brief of Public Counsel at 20 ¶ 34.  
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disparity in the cost reported for the well in the tax returns and the reconstructed cost 
demonstrates that East Side’s methodology to reconstruct original costs with the Oberg 
engineering report “reveals a fatal flaw in the current cost reconstruction 
methodology.”158 Public Counsel agrees with Staff that the “current costs reconstruction 
methodology does not match Jackson’s actual operation or accurately estimate East 
Side’s specific costs.”159 

54 Further, Public Counsel notes that Severson’s use of a different methodology to 
reconstruct costs of the wells, by using the $7,423 listed in the tax returns for Grasslands 
to project costs of the other three wells, indicates an admission about the unreliability of 
reconstructed costs in this matter.160 Public Counsel characterizes Oberg’s engineering 
report as “basic and simple” and argues that it does not take into account Jacksons’ actual 
management of construction.161 Specifically, Public Counsel notes that the report 
attempts a “best guess for a single generic water utility that paid full cost for every item 
with significant overhead[]” and does not attempt to reconstruct the costs actually paid by 
East Side.162 Public Counsel contends that East Side has calculated its reconstruction of 
costs three times and contains double counting between systems of up to 20 percent.163 
The report, as Public Counsel notes, assumes a single entity built all four water 
systems.164 Additionally, Public Counsel argues that because Oberg’s inflation calculator 
was generic and not linked to construction costs and labor costs,165 it raises concerns that 
portions of Oberg’s engineering report were reconstructed by Severson, using unjustified 
methodologies, especially given that many of Oberg’s estimates are inconsistent with the 
water application documents.166  

55 Next, Public Counsel contends that the 2022 tax records are inadequate to support a rate 
base calculation and undermine East Side’s attempt to reconstruct initial construction 
costs because the tax documents are not contemporaneous and were prepared after the 
change in ownership of East Side.167 Further, Oberg’s engineering report lists assets that 

 
158 Post-Hearing Brief of Public Counsel at 20-21 ¶ 33.  
159 Post-Hearing Brief of Public Counsel at 21 ¶ 34.  
160 Post-Hearing Brief of Public Counsel at 21 ¶ 35.  
161 Post-Hearing Brief of Public Counsel at 21 ¶ 36.  
162 Post-Hearing Brief of Public Counsel at 22 ¶ 37.  
163 Post-Hearing Brief of Public Counsel at 22-23 ¶ 37, 39-40.  
164 Post-Hearing Brief of Public Counsel at 22-23 ¶ 37, 39-41.  
165 Post-Hearing Brief of Public Counsel at 44 ¶ 74. 
166 Post-Hearing Brief of Public Counsel at 44-45 ¶ 76. 
167 Post-Hearing Brief of Public Counsel at 9-10 ¶ 15.  
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are not on East Side’s 2022 tax return and include an entry entitled “Manashtash Ridge 
Excavation” from 2017, when these water systems were completed in 2014.168 Public 
Counsel raises concern that East Side’s owner Severson does not know the factual basis 
for the original cost numbers listed in the 2022 tax returns because he did not ask the tax 
preparer for any supporting documentation related to the costs listed.169 Additionally, 
Public Counsel contends that the tax records do not demonstrate “whether it was East 
Side that made an investment in these assets,” arguing that the profit and loss statement 
from 2021 does not show any depreciation expenses, nor any capital costs.170 However, 
the Company calculated its income as if its assets had fully depreciated, and it was only 
paying expenses.171 As such, Public Counsel reasons that the “tax records are an 
inadequate basis to support a rate base calculation,” and “undermine East Side’s attempt 
to reconstruct costs to include assets not listed on the returns.”172 

56 While Public Counsel acknowledges that “Staff is correct that East Side has a vested 
interest in accurately reporting its assets for tax purposes,” in that “they constitute an 
affirmative statement that East Side’s assets are worth less than” what is reflected in the 
Company’s books, Public Counsel raises concerns about relying on the Company’s tax 
returns to value the rate base.173  

57 Public Counsel contends that East Side used the 2022 tax returns as a basis to value East 
Side’s rate base in its previous rate case which listed rate base at $177,628.174 Further, 
Public Counsel notes that in the purchase agreement, East Side was valued at $361,111 
by Jackson and Severson, and that East Side issued a promissory note to a financial 
institution owned by Severson’s wife for $183,483, which is the difference between the 
rate base in the 2022 tax return and the agreed to valuation.175 Public Counsel argues that 

 
168 Post-Hearing Brief of Public Counsel at 10 ¶¶ 15-16.  
169 Post-Hearing Brief of Public Counsel at 10 ¶ 15.  
170 Post-Hearing Brief of Public Counsel at 10 ¶ 15. 
171 Post-Hearing Brief of Public Counsel at 10 ¶ 15.  
172 Post-Hearing Brief of Public Counsel at 10 ¶ 16. 
173 Post-Hearing Brief of Public Counsel at 10 ¶ 16. 
174 Post-Hearing Brief of Public Counsel at 18-19 ¶ 31. East Side filed for a rate case in Docket 
UW-240720, which it subsequently withdrew.  
175 Post-Hearing Brief of Public Counsel at 19 ¶ 31.  
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the promissory note is imprudent, provides no value to customers, and is a 
misappropriation of funds.176  

58 Public Counsel stresses that regulated water companies are required to maintain records 
related to plant investment and construction, and that the Commission must set rates 
based upon evidence in the record.177 Public Counsel further argues that transfers of 
ownership must be approved by the Commission, thus making East Side’s transfers from 
Jackson to Severson in 2022 and 2025 “void or at least voidable.”178 In setting rates, 
Public Counsel argues that the Commission must balance consumer and utility investor 
interests, and that fairness to the company is measured by “whether rates provide enough 
revenue to maintain credit and financial integrity and not whether the company makes a 
profit or is protected from its own management mistakes.”179 In calculating rates, Public 
Counsel acknowledges that a company is permitted to earn a return on its investment, but 
argues that “it is not entitled to a return on investment provided by other parties.”180  

59 In estimating costs, Public Counsel cites to Rosario which involved a single resort 
company that went bankrupt, was acquired through the bankruptcy, and then sold.181 The 
Company’s predecessor failed to keep adequate records so the Company hired an 
engineer to estimate costs.182 However, in that case, Staff supported the methodology 
used by the Company, and the Commission noted that the Company was only entitled to 
a return on its investment, and not on CIAC.183 Additionally, Public Counsel contends 
that East Side is able to cover its operating costs and increased expenses with the current 

 
176 Post-Hearing Brief of Public Counsel at 45-47 ¶ 78-80; Public Counsel raises concerns that 
Severson’s wife is an affiliated interest and Commission approval is required pursuant to RCW 
80.16.020. Public Counsel requests that the Commission should order repayment of any interest 
and principal paid on the promissory note to Karen Severson. Public Counsel alleges that the 
Commission has authority to disallow any payments made under such contract pursuant to RCW 
80.16.030 if it finds that the contract does not render service or furnish property to the utility. 
Public Counsel highlights that the promissory note does not provide assets or services to East 
Side. Further, Public Counsel contends that East Side used the payment of interest under the 
promissory note, among other things, to argue in 2024 that East Side was unable to cover its 
expenses and did not generate revenue for its shareholders.   
177 Post-Hearing Brief of Public Counsel at 19 ¶ 31.  
178 Post-Hearing Brief of Public Counsel at 28 ¶ 46.  
179 Post-Hearing Brief of Public Counsel at 28-29 ¶ 48.  
180 Post-Hearing Brief of Public Counsel at 29 ¶ 50.  
181 Post-Hearing Brief of Public Counsel at 31 ¶ 52; WUTC v. Rosario Utils. Inc. Docket UW-
951483, 4th Supp Order at 6 (November 27, 1996). 
182 Post-Hearing Brief of Public Counsel at 31 ¶ 52.  
183 Post-Hearing Brief of Public Counsel at 31 ¶ 52.  
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rates, unlike the Company in Rosario.184 Public Counsel further distinguishes this matter 
by noting that the current owner is a multimillionaire and has not invested any capital 
into East Side, and that his sole intent with this rate case is to generate $30,000 a year to 
recoup a personal debt.185 Although East Side reports a loss in 2024, Public Counsel 
contends the loss is the result of Severson removing cash from East Side and not from a 
deficiency in revenue.186 Additionally, Rosario, involved a purchaser that was “totally 
unrelated” and unaffiliated with the seller, whereas in this matter, Severson has 
financially backed Jackson for many years.187  

60 Public Counsel notes that a “revenue requirement must provide ‘an opportunity to earn a 
fair rate of return on invested capital[,]’” but argues that this does not include a 
guaranteed profit.188 Moreover, Public Counsel argues that “it is impermissible [for a 
Company] to recover lost earnings caused by costs greater than forecasted, revenues 
below projected, or to guarantee shareholders an anticipated rate of return.”189 Further, 
Public Counsel argues that the acquisition price is irrelevant and that the Commission has 
“refused to ‘make utility rate payers vulnerable to such manipulation through signatories’ 
agreements at the time of the sale’” and that an agreement between the old owner and 
new owner is not a proper means of valuation for ratemaking purposes.190 Public Counsel 
argues that the Commission must review all capital improvement projects for prudency, 
and one of the prongs in a prudency analysis is whether the Company maintained 
contemporaneous documentation of its decision making.191 Further, even if the 
Commission finds that the Company’s decision making was prudent, Public Counsel 
argues that the Commission still must find that the assets are used and useful and has the 
duty to prevent rate shock to customers.192  

 
184 Post-Hearing Brief of Public Counsel at 42 ¶ 71.  
185 Post-Hearing Brief of Public Counsel at 42 ¶ 71.  
186 Post-Hearing Brief of Public Counsel at 42 ¶ 71.  
187 Post-Hearing Brief of Public Counsel at 42 ¶ 72.  
188 Post-Hearing Brief of Public Counsel at 32 ¶ 53; citing WUTC v. Rainer View Water Co., 
Docket UW-010877, 6th Supp Order, at 4 ¶ 15(July 12, 2002).   
189 Post-Hearing Brief of Public Counsel at 32 ¶ 53; citing WUTC v. Murray’s Disposal Co. d/b/a 
Olympic Disposal, Docket TG-230778, Order 08, at 31 ¶ 89 (November 1, 2024).  
190 Post-Hearing Brief of Public Counsel at 32 ¶ 53; citing WUTC v. Rosario Utils. Inc. Docket 
UW-951483, 4th Supp Order at 9 (November 27, 1996).  
191 Post-Hearing Brief of Public Counsel at 32 ¶ 54.   
192 Post-Hearing Brief of Public Counsel at 33 ¶¶ 55-56.   
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61 Next, Public Counsel argues that the Company has operated in violation of Commission 
regulation from 2005 to 2022.193 Public Counsel contends that the violation was 
imprudent, and that East Side should not profit off of its illegal operation and that the 
Commission should disallow all assets that are not fully and properly documented as well 
as attorney’s fees incurred.194 In addition, Public Counsel argues that the extant records 
support a finding that the majority of East Side’s initial investments should not be 
included in its rate base because most of the initial investment came from third parties.195 
In the alternative, Public Counsel has recommended that the Commission should defer to 
the market price and apply original cost ratemaking to new capital investments after 2022 
and should reject East Side’s request for fair value ratemaking.196 Further, Public Counsel 
contends that the facts of this matter are distinguishable from the facts in Rosario because 
the record demonstrates fatal flaws in East Side’s reconstruction methodology and East 
Side has not met its burden to prove that a rate increase is necessary.197 However, Public 
Counsel has requested that if the Commission “permits East Side to raise rates by almost 
100% despite clear mismanagement, the Commission should order a phase-in without 
carrying costs.”198 Public Counsel further argues that if East Side had been following 
Commission regulation, litigation in this case would be unnecessary.199 Public Counsel 
argues that Severson blames Jackson for the lack of documentation, however, Severson 
loaned Jackson $75 million dollars over the years, secured in part by East Side, so 
Severson was a related party and backer of Jackson.200 Public Counsel also contends that 
Severson assisted Jackson with the billing in 2020 and had ample opportunity to 
understand East Side’s bookkeeping and lack of documentation.201 Finally, Public 
Counsel argues that the WUAs do not require repayment of capital and are consistent 
with East Side’s 2021 profit and loss statement that includes no capital depreciation nor 

 
193 Post-Hearing Brief of Public Counsel at 34-35 ¶¶ 57,59, Public Counsel argues that from its 
inception, East Side was required to file an initial tariff because its initial rates were in excess of 
Commission jurisdictional limits. For this reason, Public Counsel contends that East Side was 
required to keep records related to plant assets. Public Counsel further contends that the transfer 
of East Side from Jackson to Severson required Commission approval and is void until approved. 
194 Post-Hearing Brief of Public Counsel at 34 ¶ 57.   
195 Post-Hearing Brief of Public Counsel at 34 ¶ 57.   
196 Post-Hearing Brief of Public Counsel at 34 ¶ 57.   
197 Post-Hearing Brief of Public Counsel at 34 ¶ 57.   
198 Post-Hearing Brief of Public Counsel at 34 ¶ 57.   
199 Post-Hearing Brief of Public Counsel at 36 ¶ 60.   
200 Post-Hearing Brief of Public Counsel at 37 ¶ 63.   
201 Post-Hearing Brief of Public Counsel at 37 ¶ 63.   
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list of assets.202 In sum, Public Counsel concludes that East Side’s current rates are 
reasonable and that nothing has changed to justify increased rates and current rates are 
sufficient to cover East Side’s expenses and additional capital for the irrigation 
screens.203  

Commission Decision: 

62 The fundamental issue before us in this case is to set rates that are in the public interest, 
and that are fair, just, reasonable, and sufficient, and to ensure that East Side not only 
earns enough to remain in business but also that the needs of the public are properly 
balanced so that customers have safe, reliable, and appropriately priced services.204 The 
parties have presented three options, which each believe meet this standard and are 
summarized as follows:  

(1) Staff’s proposition to employ “the original cost methodology to set rates,”205 and 
rely on the Company’s 2022 and 2024 tax returns, which is the only accurate 
“historical cost data on record to value rate base;”206  

(2) East Side’s proposition to rely on a reconstruction cost analysis performed by 
Oberg to value the Company’s systems, along with Severson’s own analysis; or  

(3) Public Counsel’s proposition to reject East Side’s requested rate increase 
altogether on the basis that the Company’s “documentation or prudence demands 
that result, or because the existing documentation support the conclusion that third 
parties, not East Side, provided the capital for the initial infrastructure.”207  

63 After weighing all the evidence before us in the record, we accept Staff’s rate base and 
depreciation expense proposal on the basis that Staff’s approach presents the most fair 
and reasonable option given that East Side did not meet its burden to justify a return on 
the original water system assets and its proposal hinges almost entirely on the 
reproduction costs of the existing system. Further, while we find Public Cousel’s 
arguments persuasive that East Side was not constructed by a single entity and that few 
records exist to justify a finding that the Company contributed any significant capital for 

 
202 Post-Hearing Brief of Public Counsel at 39 ¶ 65.   
203 Post-Hearing Brief of Public Counsel at 39 ¶ 65.   
204 POWER, 798 at 808, 711 P.2d 319.  
205 Staff’s Post-Hearing Brief at 5 ¶ 13. 
206 Staff’s Post Hearing Brief at 6 ¶ 15. 
207 Post-Hearing Brief of Public Counsel at 49 ¶ 84. 
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the original construction of the system; such result would be unfair and unjust for several 
reasons.  

64 First, as Staff notes, adopting Public Counsel’s proposition in effect would result in East 
Side’s rate base only being comprised of the money the Company invested in irrigation 
screens and amount to a rate base of $10,078 given the operation of the surcharge.208 
Second, RCW 80.04.250 provides “sufficient flexible authority to determine the value of 
utility property for rate making purposes,” and allows the Commission to rely on credible 
evidence of rate base value rather than solely relying on original invoices as Public 
Counsel recommends. Third, we agree with Staff that given the scarcity of documentation 
available in the record, the 2022 and 2024 tax returns are the most credible evidence 
before us and contain: (1) attestations that East Side’s “total assets at the end of the tax 
year were less than $250,000 value;”209 (2) depreciation schedules listing the original 
costs and depreciation amounts;210 and (3) documents prepared “in the ordinary course of 
business rather than in anticipation of litigation.”211 Finally, Public Counsel argues 
strenuously that third parties paid for East Side’s infrastructure and therefore East Side 
should not be able to recover here. Such arguments ignore the reality of how utilities fund 
capital and infrastructure projects. Investor-owned utilities are in the business of spending 
the money of others, whether the money comes from shareholders in the form of equity 
or financial institutions in the form of a loan or credit. We are wary of adopting such an 
argument. In setting rates, the Commission is charged with balancing the interests of not 
only customers and the Company itself, but also its shareholders. While East Side is not a 
public company, and there are allegations of comingling of funds between affiliated 
entities, there is insufficient evidence in the record to support that a company which was 
not regulated by the Commission should be penalized for funding capital projects through 
investors.  

65 Next, we will address the reasons why we are unable to accept the reconstruction cost 
estimates analysis performed by Oberg in valuing the Company’s systems. 

Oberg Engineering Report  

 
208 Staff’s Post Hearing Brief at 13 ¶ 34 citing to SFPP, L.P. v Fed. Energy Regulatory Comm’n, 
967 F.3d 788, 801 (D.C. Cir. 2020)(stating that “the rule against retroactive ratemaking prohibits 
the Commission from adjusting current rates to make of for a utility’s over-or-under-collection in 
prior periods.”)(cleaned up, internal quotations omitted). 
209 Staff’s Post Hearing Brief at 8 ¶ 24 citing to Severson, Exh. ES-11(C) at 2; Severson, Exh. ES-
12(C) at 2.  
210 Staff’ Post Hearing Brief at 8 ¶ 22 
211 Staff’s Post Hearing Brief at 9 ¶ 25. 
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66 Staff and Public Counsel have both argued that the Commission should not rely on 
Oberg’s engineering report and have raised concerns about the accuracy in reconstructing 
East Side’s investment in its initial assets, by highlighting that the inputs used are 
unreliable, do not reflect what Jackson actually did, and are “riven with methodological 
inconsistences.”212 For instance, although East Side accepted the original costs of any 
asset listed in the 2022 tax return, the majority of the costs for the wells, steel tanks, 
pump house buildings were all estimated using different methodologies.213 Further, when 
Oberg estimated the cost of the water distribution system, which was not listed on East 
Side’s 2022 tax return, he did not adjust for the mismatch between the current 
replacement cost methodology and Jackson’s actual management of the system, and 
instead relied entirely on drawings.214 Then East Side added a 15 percent upward 
adjustment for administrative costs, despite the fact that Jackson’s development 
companies were affiliated. Thus creating questions about which of those companies 
actually provided the capital used to purchase the materials,215 and concerns of double 
recovery for the Company through a rate of return on those assets.216 Here, we find the 
discrepancies Public Counsel identified between the costs listed in the 2022 Tax Return 
for the Grasslands well and other reconstructed costs to be particularly persuasive. 
Namely because this example not only demonstrates the inconsistencies in the different 
methodologies East Side employed when reconstructing its assets, but it also showcases 
the resulting flaws that arose when attempting to account for inflation. 

67 While none of the parties’ dispute that Jackson played an integral role in building the 
water distribution system and associated developments, we find it noteworthy that there 
is no evidence in the record that Oberg consulted with Jackson in estimating 
reconstruction costs. More importantly, after considering Jackson’s statements regarding 
the four developments and the statements East Side customer Ward provided at the public 

 
212 Public Counsels Post Hearing Brief at 19 ¶32 and Staff’s Post Hearing Brief at 10 ¶ 28. 
213 Post-Hearing Brief of Public Counsel at 20 ¶¶ 33-34 (explaining that after accepting the 
original $12,580 cost of the Grasslands pump listed in the 2022 depreciation schedule, Severson 
multiplied that amount by four, then applied a different methodology to reconstruct the costs of 
steel tanks not listed in the 2022 tax returns by taking the current price from Home Depot then 
discounting the costs accounting for inflation. However, when reconstructing the costs of the 
wells, “rather than assuming the same cost as with the pump houses, or obtaining a current price 
and discounting for inflation, Severson did both,” and exposed the unreliability of reconstructing 
costs by discounting for inflation given that it resulted  in a cost estimate of $14,393.95, and 
effectively doubles the actual cost listed in the tax return). 
214 Post-Hearing Brief of Public Counsel at 21 ¶ 36 (emphasizing that Oberg did not conduct a 
site visit, speak with Jackson, Fenz, or any of the other engineers or individuals involved in 
building the system). 
215 Staff’s Post Hearing Brief at 11 ¶ 29. 
216 Post-Hearing Brief of Public Counsel at 22 ¶ 36. 
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comment hearing, we find it unlikely that East Side actually paid an additional 15 percent 
for indirect costs because: (1) the construction occurred on farm land rather than a 
developed community;217 (2) the water system was built alongside infrastructure for other 
utilities and for homes;218 and (3) Jackson’s own statements from Staff and Public 
Counsel’s site visit confirm that Jackson “utilized materials he had available from other 
jobs, at the prevailing wage rate from those other jobs.”219 Therefore, given Jackson’s 
controlling interest in building East Side’s water distribution system and shared 
ownership in constructing the infrastructure for other utilities and residences in the four 
developments at issue; we find it highly unlikely that East Side independently incurred 
these costs.220 Additionally, because Jackson no longer owns any portion of East Side,221 
we find that the statements he provided which have been incorporated into this record to 
be credible. 

68 Next, since the Commission must ensure that any rates it sets are not discriminatory,222 
we agree with Staff and Public Counsel that “the estimate improperly treats as property 
various expenses,”223 and inappropriately inflates the estimate by 15 percent for assets 
that “do not appear in East Side’s listing of assets in its taxes.”224 Further, absent reliable 
documentation of the water system infrastructure in the ground, or any other 
contemporaneous documentation supporting the actual costs to build the system, we are 
persuaded by Staff and Public Counsel’s arguments that Oberg’s reconstructed cost 
estimates are unreliable and do not accurately reflect what was constructed, particularly 
because there is evidence in the record demonstrating that the system was not built as 
assumed in the engineering report.225 Therefore, to prevent any portion of the water 

 
217 Public Comment Hearing, Ward, TR Vol 2. at 32:20-25, 33:1-25, 34:1-12 (John Ward testified 
that Jackson ran the water system up until 2022 was also the builder and owned all the heavy 
equipment used to construct East Side, laid all of the utility lines in a trench, including water 
pipes, noting that “Jackson made money by working very quickly and efficiently and as cheaply 
as possible (March 17, 2026). 
218 Ward, TR Vol 2. At 33:19-25, 34:1-12.  
219 Stark, RS-1T at 24:10-13. 
220 Ward, TR Vol 2. At 33:19-25, 34:1-12.  
221 Public Comment Hearing, Ward, TR Vol 2. at 32:20-22. 
222 RCW 80.28.100;  
223 Staff’s Post Hearing Brief at 11 ¶ 30 citing to POWER at 809 (the B term is the ‘rate base’ 
which represents the total investment in, or fair value of the facility of the utility employed in 
providing its service). 
224 Post Hearing Brief of Public Counsel at 43 ¶ 74. 
225 Oberg, Exh. TO-4r; Exh. TO-5r at 10; Heinrichsen, TR Vol 2. at 47:16-25, 48:1-6; For Turf 
Trails water system, a hand written application shows 180 feet of 4 inch pipe, but the engineering 
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system from being double counted and to ensure we are only charging fair, just, 
reasonable, and sufficient rates, we find that reliance on the tax return is the best option 
available to determine the appropriate level of recovery for assets. 

69 Further, while East Side argues against Staff’s proposal by stating that it provides no 
value or recognition of certain assets which physically exist, we are not persuaded. 226 
Simply because a utility asset physically exists does not mean that the asset holds value 
for purposes of rate base and ratemaking. As assets are placed in service, the utility 
begins to recover value for those assets in rates. These assets depreciate over time until 
they are removed from rate base because the utility has fully recovered the value of the 
asset along with a reasonable return on its investment. While there is debate over the 
difference between depreciation for tax purposes and rate making, the fact remains that 
the Commission has just one piece of evidence regarding the original costs of East Side’s 
infrastructure, the Company’s 2022 tax return. The tax return’s depreciation schedule 
contains assets placed in service as far back as 2005, and as recent as 2017. Many of 
these assets no longer hold any depreciable value, and have not for many years, but 
remain present on the 2022 tax return depreciation schedule, nonetheless. The assets that 
the Company claims are missing from this return completely, though it could not explain 
why,227 also cover this same time period. This gives the Commission some pause. As 
discussed in detail by Public Counsel and posited by Staff, these discrepancies and lack 
of records may indicate that the assets in question were donated by the construction 
companies building the applicable assets and as such, should not be included in rate base. 
The fact that Staff does not include certain assets in rate base based on the information 
East Side provided in its tax returns does not indicate that Staff denies the existence or 
importance of those assets to the overall infrastructure. Instead, it indicates that Staff 
cannot confirm a ratemaking value associated with these assets, and nor can the 
Commission. 

70 Finally, all parties cited Rosario as instructive in supporting their position as to how this 
case should be analyzed by the Commission. East Side relied on Rosario to highlight “the 
realities that must be considered” for small water utility companies and to emphasize that 
the Company “should be allowed to recover the reasonable costs of providing service,” 
based on Oberg’s reconstructed cost estimate.228 While we agree with East Side that the 
facts in Rosario mirror the facts of this case in that “the prior owner failed to keep 

 
report does not contain entries for 4 inch pipe and a Grasslands customer commented that while 
building a fence, they hit a 4 inch pipe that is not in the utility easement and had concerns that the 
system on the plat maps may not actually match what is in the ground. East Side customer  
226 East Side’s Post Hearing Brief at 20 ¶ 41. 
227 Robinson O’Neil, Tr. at 114:9-25  – 115:1-18. 
228 East Side’s Post Hearing Brief at 32 ¶ 75  
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adequate records of the depreciated value of the Company’s plant,” we find Rosario to be 
distinguishable. Primarily because in Rosario, the Company and Staff agreed to the 
methodology used to reconstruct the rate base, and the Company was able to provide 
invoices of the original costs for two water tanks which comported with the record 
evidence.229 However, in this mater, Staff and Public Counsel raised numerous concerns, 
demonstrating the flaws in Oberg’s reconstructed engineering estimate, that the plat maps 
alone were insufficient to provide enough information to accurately and reliably 
reconstruct the original costs, and illustrated the risks and problems involved in relying 
on presumptions about original costs.230 Further, unlike in Rosario, the evidence in this 
case contains no original invoices upon which the Commission can reasonably rely to 
support that the estimates are reasonable.231 For these reasons, we agree with Staff and 
Public Counsel that East Side’s request to rely on Oberg’s reconstructed cost estimate 
should be rejected. 

71 On a separate note, we further agree with Staff and Public Counsel that East Side should 
have been regulated by the Commission from its inception. In 2005, RCW 80.04.010 
defined a water company for the purpose of Commission jurisdiction as “any water 
system serving less than one hundred customers where the average annual gross revenue 
per customer does not exceed three hundred dollars per year[.]”232 The Legislature gave 
the Commission authority to increase revenue figures annually to account for inflation.233 
In 2005, the Commission increased the revenue figures from $429 to $471.234 Here, as 
Staff correctly argues East Side fell within Commission jurisdiction, because three of its 
water use agreements required customers to pay either $75 or $80 per month for service, 
or $900 or $960 annually and the fourth water use agreement required payment of $30 
per month for irrigation service as early as its first development in 2005.  

72 Accordingly, since the record clearly demonstrates that the 45 customers in all four East 
Side water systems have been billed beyond the jurisdictional threshold set by statute and 

 
229 WUTC v. Rosario Utils. Inc. Docket UW-951483, 4th Supp Order at 10 (November 27, 1996). 
230 WUTC v. Ludlow Utils. Co., Docket U-87-1550-T, 3rd Supp. Order 1988 WL 1663007. 
231 Rather, the only original cost data available in the record is that which is found in the 2022 tax 
return. 
232 S.S.B. 5089, 54th Legislature, ch. 243 (1995) under RCW 80.04.010 definition for “water 
company.” We note that the statute has been amended several times since 2005 but the 
jurisdictional language has remained consistent. The presently controlling statute for Commission 
jurisdiction is RCW 80.04.010(35)(b). 
233 RCW 80.04.010(35)(b). 
234 In the Matter of Amending WAC 480-110-205, Docket UW-040375, General Order No. R-519 
at 2 ¶ 7(April 6, 2005). 
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Commission regulation since 2005,235 we find that East Side has been subject to 
Commission jurisdiction from its inception. While East Side has repeatedly argued that 
the terms of the WUAs control, the terms incorporated in the Company’s WUAs should 
have complied with Commission regulation at the time customers entered into each of 
these respective contracts so we don’t find the Company’s arguments compelling that the 
WUA allow East Side, among other things, to subject [customers] to rate changes at any 
time.”236 

2. Cost of Capital 

73 East Side proposes that its weighed cost of capital should be “at least 12%,237 and on 
brief, offers a conditional proposal with an alternative rate base amount if the 
Commission elects to accept Staff’s proposed weighted average cost of capital (WACC) 
of 11.75 percent.238 East Side does not provide a clear proposal on the inputs to its 
proposed WACC, nor does it discuss its capital structure or proposed return on equity.239 
Rather East Side argues that “it was forced to take out a loan in 2024 at 18% interest” to 
pay for the remaining 30 percent of the $10,078 of the irrigation screen cost not covered 
by the $26.09 monthly surcharge the Company was allowed to recover in Docket UW-
240294.240 East Side further argues that because Staff would not allow the Company “to 
recover the 10% administrative fee provided for in the approved Schedule X,” that “the 
interest expense on this 30% must be added to operating expenses to achieve full 
recovery of any costs.”241 

74 In response, Staff recommends that the Commission calculate the WACC with a 
“hypothetical capital structure with a 60/40 percent equity to debt ratio, a 12 percent 
return on equity, and an 18 percent interest rate for purposes of East Side’s debt.”242 Staff 

 
235 Post-Hearing Brief of Public Counsel at 12 ¶ 18.  
236 Post-Hearing Brief of East Side at 5 ¶ 15 (quoting to the WUAs, which state that “ESIC 
specifically reserves the right to adjust these fees and charges from time to time in its sole 
discretion.”).  
237Severson, Exh. ES-30T at 17:6-12. 
238 East Side’s Post Hearing Brief at 30 ¶ 73 (arguing that if the Commission adopts “Staff’s ROR 
of 11.5%, East Side proposes a rate based of $314,000 plus the $25,925 in lost revenue from the 
rate increase Staff approved in March 2025…or a rate base of $339,925,” and further proposes 
“not to seek a rate increase for five years,” which will equate to a rate of “$79.95 per service per 
month per customer.”). 
239 See Generally Severson, Exh. ES-01T, ES-30T. 
240 East Side’s Post Hearing Brief at 7 ¶ 18 citing to Severson, ES-01T at 8:17-20. 
241 East Side’s Post Hearing Brief at 6 ¶ 18. 
242 Post-Hearing Brief of Staff at 13 ¶ 35.  
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contends that the Commission has used hypothetical capital structures to balance 
economy with security.243 In Staff’s calculation, it considered East Side’s actual cost of 
debt, which is the loan for irrigation screens with an 18 percent interest rate, and used a 
12 percent return on equity to arrive at a (WACC) of 11.75 percent.244 Staff believes this 
to be reasonable and similar to what the Commission has calculated with other water 
companies.245 While Staff notes that East Side has argued that Staff is treating it 
differently than other water companies by recommending a rate of return other than 12 
percent, Staff explains that East Side has confused the return on equity with the overall 
rate of return, which is the weighted cost of capital.246 Staff further clarifies that while it 
did initially propose a 13.08 percent weighted average cost of capital,247 that this 
proposal was developed earlier in the proceeding and based upon incomplete 
information.248 Staff therefore recommends a weighted cost of capital of 11.75 percent 
based on the “full record developed in this proceeding.”249 

75 Public Counsel does not directly address cost of capital but instead requests that the 
Commission find East Side’s financing on the irrigation screens imprudent.250 Although 
the Commission approved the 18 percent interest rate on 70 percent of the cost of screens, 
Public Counsel argues that in hindsight, this was in error, particularly because East Side 
did not consider any alternative financing.251 Public Counsel further contends that when 
East Side secured the 18 percent interest on the remaining 30 percent, or $10,708 of the 
portion of the irrigation screen not covered by the surcharge that again it acted 
imprudently by not considering any alternatives, and instead took a loan at “an exorbitant 
rate of 18 percent.” 252 Accordingly, Public Counsel urges the Commission to disallow 
recovery of any remaining interest on the 18 percent loan.253    

Commission Decision: 

 
243 Post-Hearing Brief of Staff at 14 ¶ 37.  
244 Post-Hearing Brief of Staff at 14 ¶ 37.  
245 Post-Hearing Brief of Staff at 14 ¶ 37.  
246 Post-Hearing Brief of Staff at 15 ¶ 39.  
247 Post-Hearing Brief of Staff at 15 ¶ 40.  
248 Post-Hearing Brief of Staff at 15 ¶ 40.  
249 Post-Hearing Brief of Staff at 15 ¶ 40.  
250 Post-Hearing Brief of Public Counsel at 13 ¶ 35.  
251 Post-Hearing Brief of Public Counsel at 46 ¶ 79.  
252 Post-Hearing Brief of Public Counsel at 15 ¶ 24.  
253 Post-Hearing Brief of Public Counsel at 46 ¶ 79. 
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76 In determining the cost of capital, the Commission is guided by the longstanding 
precedent of the Hope and Bluefield cases.254 The Commission will analyze service on 
debt as well as the return to the equity owner, which should be commensurate with 
returns on investments in other enterprises having corresponding risks. That return should 
be sufficient to assure investor confidence in the financial integrity of the enterprise, to 
maintain its credit, and to attract capital.255 Moreover, “what the company is entitled to 
ask is a fair return upon the value of that which it employs for the public convenience. 
There must be a fair return upon the reasonable value of the property at the time it is 
being used for the public.”256 Based on this guidance of the Hope and Bluefield cases, “a 
utility’s cost of capital has three main components: (1) capital structure; (2) return on 
equity; and (3) cost of debt. Taking all these factors into account, it is possible to describe 
the utility’s overall rate of return (ROR), also known as the weighted average cost of 
capital (WACC).”257 

77 In weighing the options the parties have provided, we adopt Staff’s proposed use of a 
hypothetical capital structure on the basis that applying a weighted cost of capital of 
11.75 percent is not only reasonable but is consistent with the Commission’s treatment of 
other water companies.258 While we acknowledge an 18 percent loan is a high interest 
rate and may appear exorbitant on its face, we also acknowledge that small water systems 
face challenges in obtaining lower rate loans from traditional commercial banks. Staff’s 
WACC formula shows that East Side’s actual capital structure is comprised of 
approximately 5 percent debt and 95 percent equity.259 In instances such as this, where a 
Company’s capital structure is heavily weighted towards either debt or equity, the 
Commission typically adopts a hypothetical capital structure for ratemaking purposes 
because this approach strikes:  

an appropriate balance between debt and equity on the bases of economy 
and safety. The economy of lower cost debt, on which the Company has a 
legal obligation to pay interest, must be balanced against the safety of higher 

 
254 Fed. Power Comm’n v. Hope Nat. Gas Co., 320 U.S. 591, 64 S. Ct. 281, 88 L. Ed. 333 (1944); 
Bluefield Water Works & Improvement Co. v. Pub. Serv. Comm’n, 262 U.S. 679, 43 S. Ct. 675, 
67 L. Ed. 1176 (1923). 
255 Federal Power Com. v. Hope Natural Gas Co., 320 U.S. 591, 603 (1944). 
256 Bluefield Water Works & Improvement Co. v. Pub. Serv. Comm’n, 262 U.S. at 690. 
257 WUTC v. PacifiCorp, Dockets UE-230172 & UE-210852, Order 08 at 31 ¶ 112 (Mar. 19, 
2024); See also Bluefield, 262 U.S. at 689-90. 
258 WUTC v. Am. Water Res., Inc., 1999 Wash. UTC LEXIS 63, Docket Nos. UW-980072, 
980258, 980265, 980076 (January 21, 1999)(justifying the use of a hypothetical capital structure 
that increases the debt component of a utility’s capital structure). 
259 Stark, Exh. RS-2 and Staff’s Bench Response B-3 “Capital Structure” worksheet.  
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cost common equity on which the Company has no legal obligation to pay 
a return at any particular time. The Commission has used actual, pro forma, 
or imputed capital structure to strike the right balance and determine overall 
rate of return on a case-by-case basis. 260 
 

78 Staff’s proposal does just this. In applying the hypothetical 40 percent debt and 60 
percent equity capital structure, the rate impact of this 18 percent interest rate is largely 
mitigated. Because the Company’s only interest-bearing loan considered for ratemaking 
purposes is a $10,078 loan attributable to the unrecovered portion of the irrigation screen 
project, the remaining hypothetical debt is imputed at a rate of 10.35 percent, which 
represents the prime rate during the test year of 8.35 percent plus two percent.261 Stated 
differently, the impact of imputing the majority of the debt in the WACC equation using 
a prime interest rate plus two percent gives the 18 percent loan minimal impact on the 
WACC due to the imputation of hypothetical debt, resulting in an effective cost of debt of 
11.4 percent, and a weighted cost of debt of 4.55 percent.262 If the loan were removed 
entirely from Staff’s formula, the WACC would reduce from 11.75 percent to 11.34 
percent, which would reduce the revenue requirement by approximately $334 when using 
Staff’s proposed rate base.263 

79 Further, we are not convinced by East Side’s argument that its administrative costs 
identified in Schedule X or the 15 percent of administrative costs which are added by 
East Side through Oberg’s reconstruction cost analysis must be allowed to guarantee full 
recovery. Full recovery is not guaranteed in any business venture, including with 
regulated utilities. There is no indication in the record that these administrative costs 
serve any public benefit, and administrative costs are already provided through the agreed 
upon operating costs discussed below. Further, the application of an additional margin to 
cover administrative costs is not consistent with the Commission’s long-standing rate of 
return on rate base methodology. However, we do not agree with Public Counsel that 
interest should be disallowed entirely, as we recognize the difficulty small water 
companies face in obtaining low interest financing. Accordingly, we decline to add such 
costs to Staff’s proposal for rate base, and we disallow administrative costs in Schedule X 
and order them to be removed from Schedule X, which is discussed in more detail below. 
We find that the interest on the remaining portion of the loan for the irrigation screens 

 
260 PacfiCorp v. WUTC, 194 Wn. App. 571, 608 (April 27, 2016) citing to WUTC v. Puget Sound 
Energy, Inc., Dockets UG-040640/UE-040641 (consolidated), Order 06 at ¶ 27.  
261 Stark, Exh. RS-2r, “Capital Structure” worksheet. 
262 As observed when dividing the 4.55% weighted debt cost by 40%. See Stark, Exh. RS-2, 
“Capital Structure” worksheet, cells M44 and K44. 
263 As observed when deleting the $10,078 loan in its entirety from Stark, Exh. RS-2, “Capital 
Structure” worksheet, cell F44. 



DOCKET UW-250104  PAGE 39 
ORDER 05 
 
should not be disallowed, nor should the existing surcharge be amended to remove the 
interest expense included in its calculation. 

D. Operating Expenses  

1. Rate Case Expenses  

East Side Arguments 

80 East Side has argued that it is entitled to recover attorney’s fees because this case is about 
establishing a rate base for the first time and that legal expenses are a proper rate case 
expense.264 Further, East Side contends that litigation was necessary after Staff changed 
its recommendation at the March 27, 2025, open meeting and that but for Staff’s change 
in recommendation, this matter would have settled and no litigation would have 
occurred.265 East Side alleges that it was forced to litigate because Staff based its updated 
recommendation on a wrongful analysis by not considering most of East Side’s existing 
assets which amounted to a taking.266 East Side further argues that it provided an 
alternative calculation of the original costs of its assets and that an award of attorney’s 
fees is supported by Rosario Utilities, where Staff argued that a utility was not able to 
recover full fees because it was not forthcoming at the outset of the case, which could 
have prevented litigation.267 East Side analogizes Rosario with this matter in that, it was 
forthcoming with the information and disagreed with Staff and Public Counsel in good 
faith.268 The Company claims that Staff and Public Counsel’s recommendation that the 
Commission deny East Side’s legal costs is “not fair” and that it should not be penalized 
for failure to produce records “through no fault of its own.”269  

Staff’s Arguments 

81 Staff argues that the Commission should deny the Company’s request to recover 
attorney’s fees. Staff notes that water “is an essential of modern life,” and that East Side’s 

 
264 Post-Hearing Brief of East Side at 26 ¶ 61. 
265 Post-Hearing Brief of East Side at 26 ¶ 62. 
266 Post-Hearing Brief of East Side at 26 ¶ 62. 
267 Post-Hearing Brief of East Side at 27-28 ¶ 63-65; WUTC v. Rosario Utilities, LLC, Docket 
UW-951483, 4th Supp. Order at 7-8 ¶ IV. D. (November 27, 1996). In this case, the Company 
requested $18,103 in attorney’s fees but the Commission awarded $6,000. The Company 
requested to have the record reopened to include its full attorney’s fees, but the Commission only 
awarded the fees that were in the record at the time the record closed.   
268 Post-Hearing Brief of East Side at 27-28 ¶¶ 63-65. 
269 Post-Hearing Brief of East Side at 28 ¶ 66. 
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customers do not have any alternatives to East Side’s monopoly.270 For this reason, Staff 
argues that the Commission is tasked with ensuring that East Side’s costs are prudently 
incurred on behalf of the customers.271 Staff contends that the Commission may fully 
disallow attorney’s fees if it finds them exorbitant and imprudent and cites to Waste 
Control to support this contention.272 Additionally, Staff argues that the Commission may 
adjust an award of attorney’s fees downward if it finds that the fees are extraordinary and 
excessive, but not imprudent.273 Staff contends that the facts of this matter support a 
disallowance of attorney’s fees for three reasons. First, East Side did not incur the costs 
in the best interest of its customers especially because the parties agree on non-attorney  
costs in this matter.274 Staff argues that this litigation is driven by East Side’s desire to 
value its rate base in a way that would nearly double its customers’ rate base without 
materially adding to that rate base.275 Rather than serving customers with newer plant, 
Staff argues that this matter was litigated to guarantee the owner of East Side a revenue 
stream and the customers should not be saddled with attorney’s fees for such.276 

82 Second, Staff argues that the valuation of East Side’s rate base is in dispute because the 
Company did not keep or create records of its assets and contends that its rate base 
exceeds the amount it listed in its taxes under penalty of perjury.277  

83 Third, Staff emphasizes that East Side’s attorney’s fees are extremely large for its size 
and number of customers, and may exceed Staff’s recommended revenue requirement.278 
Specifically, Staff asserts that “legal or rate case costs that approach the size of a 
requested revenue requirement increase are suspect and trigger fairly rigid scrutiny for 
potential disallowance.”279  

Public Counsel’s Arguments 

 
270 Post-Hearing Brief of Staff at 17 ¶ 46. 
271 Post-Hearing Brief of Staff at 17 ¶ 46. 
272 Post-Hearing Brief of Staff at 17 ¶ 46; WUTC v. Waste Control, Inc. Docket TG-140560, 
Order 13, 21 ¶ 39 n.79 (August 6, 2015).  
273 Post-Hearing Brief of Staff at 17 ¶ 46; WUTC v. Waste Control, Inc. Docket TG-140560, 
Order 13, 21 ¶ 39 n.79 (August 6, 2015).  
274 Post-Hearing Brief of Staff at 17-18 ¶ 47.  
275 Post-Hearing Brief of Staff at 18 ¶ 48.  
276 Post-Hearing Brief of Staff at 18 ¶ 48.  
277 Post-Hearing Brief of Staff at 19 ¶ 49.  
278 Post-Hearing Brief of Staff at 19 ¶ 50.  
279 Post-Hearing Brief of Staff at 19 ¶ 50.  
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84 Public Counsel has argued that the Commission disallow East Side’s attorney’s fees in 
full because like any other expense, attorney’s fees must be necessary and reasonable and 
must provide value to both the Company and customers.280 In support, Public Counsel 
notes that the parties reached an agreement on operating expenses and that litigation 
would not have occurred but for the destruction of East Side’s records. Further, Public 
Counsel asserts that it would be unfair to the rate payers to reward the Company with an 
award of attorney’s fees occasioned by its destruction of documents.281 Public Counsel 
contends that the sole purpose of this litigation has been to ensure a “long-term cash flow 
stream” that would generate approximately $30,000 per year, which Public Counsel 
classifies as a fundamental misunderstanding of the responsibility of a water utility.282 
Public Counsel stresses that this case is not based on a need to build up capital for 
looming capital projects or for the Company’s financial survival, but is because “Mr. 
Severson wants more money in East Side’s accounts so that he can siphon it off.”283 
Based on this assessment, Public Counsel argues that attorney’s fees should be fully 
disallowed.284  

Commission Decision: 

85 Washington Courts have determined that the Commission has the authority to review 
operating expenses incurred by a utility and to disallow those that have not been 
prudently incurred.285 The Commission applies a reasonableness standard to measure 
prudence. Specifically, the Commission asks “what would a reasonable board of directors 
and company management have decided given what they knew or reasonably should have 
known to be true at the time they made a decision. This test applies both to the question 
of need and the appropriateness of expenditures.”286 In determining prudency, the 
Commission is tasked with evaluating the Company’s decision making for benefit of both 
the customers and the Company’s shareholders.287 A fundamental question the 

 
280 Post-Hearing Brief of Public Counsel at 47 ¶ 81.  
281 Post-Hearing Brief of Public Counsel at 47 ¶ 81.  
282 Post-Hearing Brief of Public Counsel at 48 ¶ 82.  
283 Post-Hearing Brief of Public Counsel at 48 ¶ 82.  
284 Post-Hearing Brief of Public Counsel at 48 ¶ 82.  
285 Office of Attorney Gen., Pub. Counsel Unit v. Wash. Utils. & Transp. Comm'n, 4 Wn. App. 2d 
657, 658, 423 P.3d 861, 864 (2018).  
286 WUTC v. Puget Sound Energy, Inc. Dockets UE-111048/ UG-111049, Order 08, at 147 ¶ 408 
(May 7, 2012).  
287 WUTC v. Puget Sound Energy, Inc. Dockets UE-031725, Order 14 at 34-35 ¶ 65 (May 13, 
2004).  
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Commission must evaluate is whether the Company acted reasonably in the public 
interest and not just in its own interests.288  

86 Further, we note that in Washington and in other states, there does need to be clear 
precedent on how to evaluate rate case expenses or legal fees that is comprehensively laid 
out. Rather, Commissions appear to tackle various components of the analysis on a 
piecemeal basis when the issue arises. In an effort to provide a comprehensive framework 
here on when to disallow attorney’s fees, we look to both Washington precedent and to 
the standards set by Commissions in other jurisdictions for consistency. Generally, 
“prudently incurred rate case expenses are among the reasonably necessary operating 
expenses that a public utility is entitled to recover in a rate-making proceeding.”289 There 
are three factors Commissions consider, in evaluating whether operating expenses are 
reasonably necessary: (1) whether the Company has reasonably and fairly employed 
necessary outside help with the litigation;290 (2) whether the rate case expenses are 
supported by the record;291 and (3) whether the rate case expenses are fair, just 
reasonable, and in the public interest.292 Finally, if the rate case expense falls outside of 
the test year, the Commission may exercise its discretion to determine whether to 
amortize the costs and over what time period the costs should be amortized.293 

 
288 WUTC v. Puget Sound Energy, Inc. Dockets UE-031725, Order 14 at 34-35 ¶ 65 (May 13, 
2004).  
289  Driscoll v. Edison Co., 307 U.S. 104, 120-21, 59 S. Ct. 715, 83 L. Ed. 1134 (1939); Citizens' 
Util. Ratepayer Bd. v. State Corp. Comm'n, 47 Kan. App. 2d 1112, 1113, 284 P.3d 348, 351 
(2012); see also, WUTC v. Cascadia Water, LLC. Docket UW-240151, Order 08 at 49 ¶ 124; 
citing WUTC v. Puget Sound Pilots, Docket TP-190976, Order 09 at 83 ¶ 285 (November 25, 
2020).   
290 Citizens' Util. Ratepayer Bd. v. State Corp. Comm'n, 47 Kan. App. 2d 1112, 1127, 284 P.3d 
348, 358 (2012).  
291 Citizens' Util. Ratepayer Bd. v. State Corp. Comm'n, 47 Kan. App. 2d 1112, 1131, 284 P.3d 
348, 351; the Court determined the following: “Fees not supported by meticulous, 
contemporaneous time records that show the specific tasks being billed should not be allowed. 
Parties seeking attorney fees should submit evidence supporting the hours worked and the rates 
claimed. Where documentation of hours are inadequate, a district court may reduce the award 
accordingly. Attorneys are not required to record in detail how each minute is spent, but should at 
least identify the general subject matter of their time expenditures to allow determination of 
whether the time was spent on successful or unsuccessful claims.” 
292 Citizens' Util. Ratepayer Bd. v. State Corp. Comm'n, 47 Kan. App. 2d 1112, 1130, 284 P.3d 
348, 351; The court determined the following: [T]he . . . Commission is require to balance the 
public need for adequate, efficient, and reasonable service with the public utility’s need for 
sufficient revenue to meet the cost of furnishing service and to earn a reasonable profit.” 
293 Citizens' Util. Ratepayer Bd. v. State Corp. Comm'n, 47 Kan. App. 2d 1112, 1135, 284 P.3d 
348, 351. 

https://plus.lexis.com/api/document/collection/cases/id/566J-RNP1-F04G-C02Y-00000-00?page=1&reporter=7161&cite=47%20Kan.%20App.%202d%201112&context=1530671
https://plus.lexis.com/api/document/collection/cases/id/566J-RNP1-F04G-C02Y-00000-00?page=1&reporter=7161&cite=47%20Kan.%20App.%202d%201112&context=1530671
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87 In Washington, the Commission has determined that a regulated company’s rate case 
expenses: 

[A]re not considered attorney’s fees or litigation expenses as those terms are 
used in civil litigation, but the company’s costs of representation in a rate 
case, often normalized over a period of years. The Commission has 
previously declined to disallow a portion of rate case legal expenses ‘absent 
a showing that unreasonable or excessive expenses were incurred.’294 

88 Based upon the record in this matter, the only capital improvement East Side has made in 
the water system since the water system was constructed is a replacement of irrigation 
screens.295 The Commission approved a surcharge to cover 70 percent of the irrigation 
screens in a prior filing and is permitting the Company to recover the remaining 30 
percent of the cost of the irrigation screens in this case.296 The remaining balance of the 
irrigation screens not covered by the surcharge is $10,078, which East Side has sought to 
recover in rates in this adjudication.297  

89 Initially, this matter was continued on the open meeting several times to allow East Side 
to provide more documentation and to allow the parties time to come to a resolution.298 
Ultimately after two continuances, the Commission set this matter for adjudication with a 
strong emphasis on the parties working to a resolution rather than a full adjudication.299 
To facilitate a resolution in this matter, the Commission set two separate settlement 
conferences in the procedural schedule.300 Although East Side blames Staff for this case 
going to hearing and for changing its recommendation at the open meeting, essentially 
placing blame on Staff for the incurrence of legal fees, we do not agree that Staff is to 
blame. At an open meeting, Staff only provides a recommendation to the Commission 
and the Commission then chooses how to proceed on an agenda item after hearing 
argument from the parties and any interested individuals.301 Further, there have been 
numerous opportunities for settlement of this case. Settlement requires the agreement of 

 
294 WUTC v. Cascadia Water, LLC. Docket UW-240151, Order 08 at 49 ¶ 124; citing WUTC v. 
Puget Sound Pilots, Docket TP-190976, Order 09 at 83 ¶ 285 (November 25, 2020).   
295 Severson Exh. ES-1T at 3:23-25, 9:7-20.  
296 Severson Exh. ES-1T at 3:23-25, 9:7-20; In the Matter of the Petition of East Side 
Improvement Co., Inc., Docket UW-240294, Order 01 at 3 ¶¶ 7-8 (June 28, 2024).  
297 Severson Exh. ES-1T at 3:23-25, 9:7-20; In the Matter of the Petition of East Side 
Improvement Co., Inc., Docket UW-240294, Order 01 at 1, 2, 4 ¶¶ 2, 4, 17 (June 28, 2024).  
298 Order 01 at 3 ¶¶ 15. 
299 Order 01 at 3 ¶¶ 13-16. 
300 Order 01 at 3 ¶¶ 13-16. 
301 Post-Hearing Brief of East Side at 26 ¶ 62. 
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more than one party and therefore no single party is to blame for the outcome in this 
proceeding. 

90 Further, we have concerns that the Company chose to fully litigate this matter without 
any capital improvements to its water system, other than the remaining 30 percent of the 
costs for the irrigation screens. This case has primarily been driven by the owner of East 
Side’s insistence that he is entitled to receive an annual cashflow of $30,000, because that 
is what he expected to receive when he purchased East Side.302 At no point in this 
proceeding, has East Side described a public interest benefit or a benefit to customers in 
this rate case. The only benefit to the customers that has been established in this matter is 
the replacement of irrigation screens. East Side is already receiving 70% of the cost of the 
screens and interest through a surcharge, so only the remaining 30% cost is at issue in 
this rate case. Although one of the factors the Commission considers in setting rates is 
allowing the Company an opportunity to earn a return on its investments, it does not 
guarantee a return without considering additional factors, including fair prices to 
customers.303 However, it is apparent that the basis for litigation in this matter has been to 
ensure the Company a specific annual return on investment based upon the testimony 
provided by East Side. This alone is not a sufficient basis to litigate a rate case, 
particularly when there have been minimal capital improvements to the water system. 
East Side has been aware since it brought this rate case on the open meetings that the 
Company does not have sufficient documentation to support the return it has requested 
and has been aware that the Commission placed a strong emphasis on settling this matter 
for that reason.  

91 When we look to the factors on whether attorney’s fees should be disallowed, first, we 
look at whether hiring an attorney was a reasonable decision made by the Company. This 
matter was set for litigation and so we believe it was reasonable for East Side to hire an 
attorney. We do not agree with Public Counsel’s contention that the Company was able 
to navigate a surcharge, so counsel was not necessary for a fully litigated proceeding. 
Such an assertion falls far short of the mark, and we do not wish to dissuade parties from 
seeking counsel when navigating our complex proceedings and when doing so is in the 
company’s and customer’s best interest. Litigation requires a party to comply with 
procedural rules and considering that Staff and Public Counsel both are represented by 
attorney’s it would not be fair to the company to be forced to forego an attorney.  

92 Next, we consider whether the record supports the fees. We do not have the full amount 
of fees in the record, however, we do not need to know the full amount of fees to find that 

 
302 Severson, Exh. ES-30T at 2:12-17, 12:6-16; Severson TR at 91:3-11, 105:5-9, 157:5-14, 
166:15-25, 167:1-3, 170:8-14, 171:8-17.  
303 People’s Org. for Wash. Energy Res. v. WUTC, 104 Wn.2d 798, 808 (Dec. 12, 1985). 
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the full balance of attorney’s fees is not reasonable in this matter. In January 2026, East 
Side had an attorney’s fees balance of approximately $30,363.50.304 This balance far 
exceeds the $10,078 in capital improvements for the irrigation screens at issue in this 
filing. The Commission is rejecting the engineering report as discussed above. In prior 
rate cases, the Commission has held that rate case expenses are imprudent and exorbitant 
when they exceed the revenue increase.305 The Company continued to litigate this matter 
although it was aware that it did not have documentation to support its requested revenue 
requirement and had several opportunities to settle, so at some point it should have been 
clear to the Company that continuing to litigate this matter was not prudent. For these 
reasons, we do not find that the record supports East Side’s attorney’s fees beyond 
$10,078, which is the remaining balance of the irrigation screens that East Side will 
recover in this rate case.  

93 Next, we look to whether the rate case expenses are fair, just reasonable, and in the public 
interest. This standard not only applies to the Company but also to the customers.306 The 
Commission has a duty to set rates that both keep the Company in business and that are 
fair to customers.307 The record does not support a finding that East Side would not be 
able to remain in business if its request is not granted. What is concerning to us is that 
East Side has not articulated a benefit to the customers in this matter beyond the 
remaining 30 percent cost for irrigation screens. In considering the public interest and 
benefit to customers, we look to the public comments received by customers. An East 
Side customer raised concerns that East Side customers are already paying more for 
water than their neighbors who are not East Side customers.308 Specifically, that their 
neighbors pay $35 for domestic well water and $90 annually for irrigation water.309 With 
East Side’s proposed rates, customers would be paying significantly more for domestic 
and irrigation water than their neighbors and community members.310 Another customer 
stated that East Side’s proposed increase would not be economically sustainable to their 
family.311We note that the number of comments received in this matter nearly equal the 
number of customers served by East Side, and that the customers who commented 

 
304 Stark, Exh. RS-4, billing statements show a balance of $22,206.00 with Fox Rothschild and a 
balance of $8,157.50 with Endejan Law, LLC.  
305 WUTC v. Waste Control, Inc. Docket TG-140560, Order 13, at 21 ¶ 39 (August 6, 2015). 
306 WUTC v. Waste Control, Inc. Docket TG-140560, Order 13, at 21 ¶ 39 (August 6, 2015). 
307 WUTC v. Waste Control, Inc. Docket TG-140560, Order 13, at 20 ¶ 39 (August 6, 2015). 
308 Attachment A at 3.  
309 Attachment A at 3. 
310 Attachment A at 3. 
311 Attachment A at 12. 
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overwhelmingly opposed East Side’s rate increase request with several voicing concern 
that East Side holds a monopoly over their water supply and referring to the requested 
increase as exorbitant, unreasonable, and excessive.312 It is clear from both the Company 
and the customers that other than the remaining costs of irrigation screens, there is no 
benefit to customers from this litigation. Therefore, we find that it was prudent and in the 
public interest for the Company to spend up to $10,078 on rate case costs. In 
consideration of the other adjustments adopted by the Commission, and considering the 
circumstances, including the fact that the existing irrigation screen surcharge will expire 
by the end of May, we find it appropriate to grant recovery of these costs in a single year, 
to then be removed from rates in the following year and thereafter. Beyond the remaining 
cost for screens, the Company incurred litigation expenses imprudently as it had several 
opportunities to settle and was aware that it did not have documentation in compliance 
with Commission regulation to continue to pursue litigation in this matter.  

94 We believe this approach is consistent with Commission precedent and fairly balances 
the interests of customers and the Company in this proceeding. We further note that these 
issues in the future should be assessed on a case-by-case basis, and we can imagine a 
circumstance where rate case expenses exceed rate increases and that those expenses 
could be in the public interest.  

95 In doing so, we reject the arguments of Public Counsel and generally note concerns about 
the position taken in this proceeding by Public Counsel and by East Side. In recent times, 
the Commission has experienced a spike of requests for full adjudications in cases which 
involve relatively small overall rate increases. While these rate increases may represent a 
large percentage of rate base, they are simultaneously small in nominal dollars. Within 
these proceedings, we have noticed parties present arguments in favor of and entirely 
against certain costs. While it is most prevalent in the context of attorney’s fees, Public 
Counsel and others have expressed multiple arguments for complete disallowance of 
increases and operating expenses – like legal fees – in this case and others. On the other 
side, East Side and others have argued for attorney’s fees that vastly exceed the rate 
increase at issue. East Side is a small water company that provides water to 45 customers. 
There are many similarly situated companies. Public Counsel and East Side have pursued 
positions in this matter that are not sustainable for small water companies and are not 
necessarily in the best interest of customers. Specifically, one cannot reasonably argue in 
multiple instances that water rate cases should be fully litigated and then consistently 
argue that attorney’s fees should be entirely disallowed – or should be allowed to dwarf 
rate increases. While we recognize that this case presents unique factual circumstances, 
which we have taken into account in our findings on this issue, we stress that all parties 
should not lose the forest for the trees. In cases such as this one, where the dollar amounts 

 
312 Attachment A at 3,14, 18, 20, 22. 
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at issue are relatively small, all parties – including Public Counsel and the Company – 
should recognize that legal fees may exceed the rate increase. In some circumstances total 
disallowance of those fees will cause financial instability to a company and ultimately 
harm customers.  

96 The balance of interests between the Company, customers, and shareholders, and 
maintaining the capability of a company to provide safe, reliable, and sufficient public 
services is not something that only the Commission should consider but is something 
parties should consider in taking stances in cases so as to avoid absurd results. While we 
cannot prohibit a party from pursuing what it believes is a just result, we do take the 
opportunity to comment on this issue because the Commission has seen a recent spike in 
litigated rate cases – especially involving small water companies – and we are concerned 
that parties are not taking into account the harm that could be caused by blindly pursuing 
a result or adjustment without consideration for the costs incurred in such pursuit. 
Namely, we have seen multiple instances where rate case expenses exceed the rate 
increase at issue, which when applied to rates, make the rate increase far more than what 
would have otherwise existed. While we cannot provide a brightline rule as to when 
parties should take this stark reality into consideration, we can encourage parties to 
recognize that the inability to resolve a case early can have real world consequences. 
Namely, parties should consider that the Supreme Court has held that prudently incurred 
rate case expenses are one aspect of operating costs and are recoverable in a general rate 
proceeding, stating that “[e]ven where the rates in effect are excessive, on a proceeding 
by a commission to determine reasonableness, we are of the of the view that the utility 
should be allowed its fair and proper expenses for presenting its side to the 
commission.”313 While the framework provided in this Order for evaluating legal 
expenses provides further context as to whether legal expenses are prudent, fair, and 
proper, we recognize that absent extreme circumstances supported by evidence, a utility 
should not be deprived of the opportunity to present its side to this Commission, nor 
should it be permitted to incur expenses beyond what is fair, proper, and in the public 
interest in presenting its side to the Commission consistent with the law and due process. 

2. Uncontested Operating Expenses  

97 East Side initially requested operating expenses totaling $47,968.314 Staff adjusted 
expenses to account for increased electricity costs from PSE, totaling $2,229.315 Although 
East Side initially requested $12,000 for Officer Salary and Wages, the Company 
removed this item from its requested operating expenses in an attempt to reach an 

 
313 Driscoll v. Edison Co., 307 U.S. 104, 120-21, 59 S. Ct. 715, 83 L. Ed. 1134 (1939). 
314 Severson, Exh. ES-01T at 20:4-20.  
315 Stark, Exh. RS-1T at 13:5-11. 



DOCKET UW-250104  PAGE 48 
ORDER 05 
 
agreement on operating expenses.316 Staff agrees that the expenses proposed by the 
Company are reasonable and pro-forma adjustments are prudent for the operation of East 
Side.317 Staff agrees that the customers would benefit from the proposed costs and 
proposes they should be included in rates.318 Staff contends that all of the parties agree 
with East Side’s proposed operating expenses with Staff’s adjustments.319 Public Counsel 
agrees with Staff and the Company that the Company should be able to recover its 
proposed operating expenses, and acknowledges that East Side had increased expenses 
associated with additional DOH testing requirements and PSE rate increases.320 Public 
Counsel agrees that the Company covering its expenses is appropriate.321  

Commission Decision 

98 We find the Company’s request for operational costs, with Staff’s adjustments, which no 
party contests, aside from recovery rate case legal expenses and depreciation expense 
which are addressed above, reasonable and supported by the record.322  

E. Schedule X Tariff Language 

99 Within the Company’s tariff, adopted in Docket UW-220369, Schedule X contains 
language that states the following “Water System Improvements, modifications, repairs, 
or replacements: Actual cost +10%.” On brief, Staff asks the Commission to order East 
Side to remove this language from its tariff in its compliance filing, arguing that this 
effectively grants East Side a return on certain items of expense and an elevated return on 
rate base.323 The Commission agrees. System modifications, repairs, and improvements 
are generally capitalizable expenses that are recovered through depreciation expense and 
an accompanying return on the associated rate base. To grant an unsupported margin 
directly on specific items of capital investment is inconsistent with the Commission’s rate 
setting methodology. For items of expense that may not rise to the level of a capitalizable 

 
316 Severson, Exh. ES-01T at 20:21-26.  
317 Stark, Exh. RS-1T at 13:13-16. 
318 Stark, Exh. RS-1T at 13:13-16. 
319 Post-Hearing Brief of Staff at 16 ¶ 43. 
320 Post-Hearing Brief of Public Counsel at 25 ¶ 42. 
321 Post-Hearing Brief of Public Counsel at 25 ¶ 42.  
322 Severson, Exh. ES-01T at 20:4-26, 21:1-25, 22:1-24; Severson, Exh. ES-13; Severson, Exh. 
ES-14.  
323 Post-Hearing Brief of Staff at 20 ¶ 52. 
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cost, such as minor system repairs, the Commission grants dollar-for-dollar recovery and 
does not authorize an additional return or margin. 

100 Further, Schedule X contains ancillary charges that are intended to reimburse the 
Company directly for costs it incurs at the request of or in response to a specific customer 
activity, such as late payments, disconnection and reconnection visits, or account set-up 
charges. These ancillary charges are charged directly to specific customers on their bills. 
Inclusion of this language in Schedule X is inappropriate, as the language contemplates 
general system improvements, modifications, repairs, and replacements that are typically 
not attributable to a single specific customer and are properly reserved for recovery in a 
rate case and not through a direct customer billing, particularly with an attached margin. 

101 In both instances the current language in Schedule X is inappropriate. Therefore, the 
Commission requires that this language be removed from Schedule X in its entirety in 
East Side’s Compliance filing 

FINDINGS AND CONCLUSIONS 

102 (1) The Commission is an agency of the state of Washington vested by statute with 
the authority to regulate rates, regulations, practices, accounts, securities, transfers 
of property and affiliated interests of public service companies, including water 
companies. 

103 (2) East Side is a water company and public service company subject to the 
Commission’s jurisdiction. 

104 (3) East Side filed tariff revisions on February 24, 2025, that would generate 
approximately $59,477 (131.67 percent) in additional revenue. 

105 (4) On July 1, 2022, East Side became regulated by the Commission in Docket UW-
220369. 

106 (5)  On April 26, 2024, East Side filed amended tariff pages with the Commission in 
Docket UW-240294, requesting approval to collect a monthly surcharge of 
$26.09, in 24 monthly installments, with an effective date of July 1, 2024, and 
expiration date of May 31, 2026, to recover costs associated with replacing an 
irrigation screening system. 

107 (6)  On June 28, 2024, the Commission entered Order 01, Approving Surcharge 
Subject to Conditions, and allowed East Side to recover 70 percent of the $33,596 
cost it incurred to replace the irrigation screens to provide irrigation water service 
subject to the conditions set forth in that Order. East Side is seeking to recover the 
remaining 30 percent through base rate.  



DOCKET UW-250104  PAGE 50 
ORDER 05 
 

108 (7)  On September 12, 2024, East Side submitted its initial request for a rate increase 
in Docket UW-240720, withdrew this filing on January 23, 2025, then on 
February 24, 2025, submitted its revised tariff revisions in this Docket.   

109 (8) The evidence supports Staff’s proposed return on equity of 12 percent as 
reasonable and resulting in fair, just, reasonable, and sufficient rates. 
 

110 (9) The evidence supports a cost of debt of 11.4 percent as reasonable and resulting in 
fair, just, reasonable, and sufficient rates. 

111 (10) The evidence supports the use of a hypothetical 40:60 debt-to-equity capital 
structure as reasonable and resulting in fair, just, reasonable, and sufficient rates. 

112 (11) The evidence supports a weighted cost of capital of 11.75 percent. 

113 (12) The Commission should authorize a capital structure of 40:60 debt-to-equity ratio, 
a cost of debt of 11.4 percent, and a return on equity of 12 percent, resulting in a 
weighted cost of capital of 11.75 percent. 

114 (13) East Side should recover the remaining 30 percent cost for irrigation screens with 
interest. The interest rate has been worked into the calculation for cost of capital, 
so we decline to provide a prudency analysis on the interest rate, which was 
previously approved and authorized by the Commission in Docket UW-240294.  

115 (14) East Side’s rate case costs beyond $10,078 are imprudent as they exceed the 
amount of documented capital improvements to the water system, and the factual 
circumstances of this case do not show that further recovery of attorney’s fees 
would be fair, just, reasonable, or in the public interest. 

116 (15) East Side shall include in its tariff recovery of $10,078 in rate case legal expenses 
over twelve months from the effective date of the revised tariff sheets and shall 
recover total revenues of $71,188 during its first-rate year. 

117 (16) East Side’s requested non-legal expenses with Staff’s revisions are fair, just 
reasonable and sufficient and should be recovered by East Side.  

118 (17)  At the conclusion of the first 12 months where East Side may recover authorized 
attorney’s fees, legal expenses shall be removed from rates, and the Company 
shall recover total revenues of $60,478. 

119 (18) In its compliance filing, East Side shall remove the tariff language from Schedule 
X that reads “Water System Improvements, modifications, repairs, or 
replacements: Actual cost +10%” in its entirety. 
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120 (19) The Commission authorizes and requires East Side to make a compliance filing in 
this docket with tariff pages and accompanying rate schedules that reflect a two-
phase rate schedule, to recover in rates a total annual revenue requirement of 
$71,188 in year one, and a total revenue requirement of $60,478 in year two and 
thereafter, as provided in Appendix A. The stated effective date in the compliance 
filing tariff sheets must allow five business days after the date of filing for Staff’s 
review. Considering that the final tariff effective date will occur after May 1, the 
Commission authorizes East Side to prorate its customer bills on a calendar basis 
for the partial month of services provided to customers during May at the rates 
authorized in this case. 

ORDER 

THE COMMISSION ORDERS: 

121 (1) Having considered the full record and in accordance with the Washington 
Administrative Procedure Act, Commission statutes, and precedent, the proposed 
tariff revisions filed by East Side Improvement Co., Inc. in this docket on 
February 24, 2025, and suspended by prior Commission order are rejected. 

122 (2) East Side Improvement Co., Inc. is authorized and required to make compliance 
filings in this docket including all tariff sheets that are necessary and sufficient to 
effectuate the terms of this Order. 

123 (3) The Commission Secretary is authorized to accept by letter, with copies to all 
Parties to this proceeding, filings that comply with the requirements of this Order. 

124 (4) The Commission retains jurisdiction to effectuate the terms of this Order. 

DATED at Lacey, Washington, and effective April 30, 2026. 

WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION 
 

/s/ Amy Bonfrisco   
AMY BONFRISCO 
Administrative Law Judge 

 

/s/ Jessica A. Kruszewski  
JESSICA KRUSZEWSKI 
Administrative Law Judge 
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APPENDIX A 

Commission Determination - Revenue Requirement Calculations 
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NOTICE TO PARTIES 

 

This is an Initial Order. The action proposed in this Initial Order is not yet effective. If 
you disagree with this Initial Order and want the Commission to consider your 
comments, you must take specific action within the time limits outlined below. If you 
agree with this Initial Order, and you would like the Order to become final before the 
time limits expire, you may send a letter to the Commission, waiving your right to 
petition for administrative review.  

 

WAC 480-07-610(7) provides that any party to this proceeding has twenty-one (21) days 
after the entry of this Initial Order to file a Petition for Review. What must be included in 
any Petition and other requirements for a Petition are stated in WAC 480-07-610(7)(b). 
WAC 480-07-610(7)(c) states that any party may file a Response to a Petition for review 
within seven (7) days after service of the Petition.  

 

WAC 480-07-830 provides that before entry of a Final Order any party may file a Petition 
to Reopen a contested proceeding to permit receipt of evidence essential to a decision, 
but unavailable and not reasonably discoverable at the time of hearing, or for other good 
and sufficient cause. No Answer to a Petition to Reopen will be accepted for filing absent 
express notice by the Commission calling for such answer.  

 

RCW 80.01.060(3) provides that an Initial Order will become final without further 
Commission action if no party seeks administrative review of the Initial Order and if the 
Commission fails to exercise administrative review on its own motion.  

 

Any Petition or Response must be electronically filed through the Commission’s web 
portal as required by WAC 480-07-140(5). Any Petition or Response filed must also be 
electronically served on each party of record as required by WAC 480-07-140(1)(b). 
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