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I. Qualifications and purpose of testimony 
 

Q.   Please state your name, business address, and occupation for the record. 1 

A. My name is David N. Dittemore. My business address is 609 Regent Park Drive, Mt. 2 

Juliet, TN, 37122. I am a self-employed consultant specializing in utility regulatory 3 

matters.  4 

Q.  Please provide a summary of your background and professional experience. 5 

A. I received a Bachelor of Science Degree in Business Administration from the University 6 

of Central Missouri in 1982. I am a Certified Public Accountant licensed in the state of 7 

Oklahoma (#7562). I was previously employed by the Kansas Corporation Commission 8 

(KCC) in various capacities, including Managing Auditor, Chief Auditor, and Director 9 

of the Utilities Division. I subsequently became Manager of Regulatory Affairs for 10 

Williams Energy Marketing and Trading. I was self-employed as a Utility Regulatory 11 

Consultant for approximately four years representing various clients on regulatory 12 

issues. For eleven years, I served as Manager and Director of Regulatory Affairs for 13 

KGS, the largest natural gas utility in Kansas, serving approximately 625,000 14 

customers. KGS is a division of ONE Gas, a natural gas utility serving about two million 15 

customers in Kansas, Oklahoma, and Texas. I joined the Tennessee Attorney General's 16 

Office in September 2017 as a Financial Analyst and served in that role until July 1, 17 

2021, when I initiated my consulting practice. Overall, I have thirty-five years of 18 

experience in the field of public utility regulation. I have presented testimony as an 19 
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expert witness on many occasions. Attached as Exhibit DND-1 is a detailed overview 1 

of my background. 2 

Q. Have you previously provided testimony before the Kentucky Public Service 3 

Commission?  4 

A.  Yes. I provided written testimony in Case No. 2021-00183.   5 

Q.  On whose behalf are you testifying?  6 

A. I am providing testimony on behalf of the Office of the Attorney General of the 7 

Commonwealth of Kentucky (“AG”).  8 

Q. Please summarize the Company’s proposal in this proceeding. 9 

A. The Company requests approval of a total Revenue requirement of $3,727,085, 10 

representing a rate increase of $1,291,491. This proposal represents an overall increase of 11 

53%. 12 

Q. How is your testimony structured? 13 

A. My testimony is structured as follows:  14 

 Scope of Testimony 15 

Revenue Requirement Recommendation 16 

Overview of Company Operations 17 

Sponsored Exhibits 18 

 Challenges in Determining an Appropriate Revenue Requirement 19 



5 
Testimony of David N. Dittemore 

 Adjustments to Rate Base 1 

 Adjustments to Revenue 2 

Adjustments to Operating Expenses 3 

Adjustment to Capital Structure 4 

Comments on Corporate Cost Allocations/Payroll  5 

II. Scope of Testimony 
 6 

Q.    What was the scope of your review in this proceeding? 7 

A. The scope of my review included an analysis of the Revenue requirement proposal of 8 

Bluegrass Water Utility Operating Company LLC (“Bluegrass”) and a proposed rate 9 

design based on the recommended Revenue requirement. My review did not focus on 10 

the engineering, infrastructure, and project costs incorporated into the applicant's 11 

proposal. Any Revenue requirement issues not addressed in my testimony should not 12 

be construed as acceptance or adoption of the Company's methodology unless 13 

explicitly stated in my testimony.   14 

III.  Revenue Requirement Recommendation 
 15 

Q. What is the overall Revenue requirement you are supporting in this proceeding? 16 

A. I am recommending the Kentucky Public Service Commission (“Commission”) adopt a 17 

base rate Revenue requirement of $2,941,223 representing an overall revenue increase of 18 

$518,782, comprised of a base rate increase of $454,940, and incremental late fees 19 

associated with the rate increase of $63,842. My proposed Revenue requirement is 20 

identified as Exhibit DND-4. 21 
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Q. What test period is the Company supporting in this proceeding? 1 

A. The Company supports the twelve-month period ended June 30, 2022, as its test period.  2 

IV.  Overview of Company Operations 
 3 

Q. Provide an overview of the nature of the Company's operations.  4 

A. As discussed in the testimony of Mr. Cox, Bluegrass' parent, Central States Water 5 

Resources (“CSWR”) operates in Missouri, Kentucky, Louisiana, Texas, Arkansas, 6 

Tennessee, Mississippi, Arizona, North Carolina, South Carolina, and Florida. In 7 

addition, CSWR has pending requests to expand its operations before state regulatory 8 

commissions in each state in which it currently operates, plus California. A list of each of 9 

these pending acquisitions is listed as Exhibit DND-2. This listing is limited to 10 

acquisition dockets and does not include rate increase requests.  11 

Q. What conclusions do you draw from the lengthy list of dockets identified in Exhibit 12 

DND-2? 13 

A. CSWR places a significant emphasis on acquisitions, as demonstrated by the number of 14 

pending acquisition dockets and the 79% growth in customers over a 16-month period as 15 

discussed below.  16 

Q. Please summarize the business model of CSWR 17 

A. CSWR has a unique business model, consisting of acquiring water/wastewater systems, 18 

often in great need of repair, and funding the necessary improvements. The Company 19 

utilizes third-party contractors to operate and maintain the systems and separate 20 

contractors to bill customers. CSWR currently operates approximately 800 water and/or 21 
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wastewater systems in eleven states. While it has engineers and operations professionals 1 

on staff in its headquarters, day-to-day system operations are performed locally by non-2 

CSWR contractors.     3 

V. Sponsored Exhibits 
 4 

Q. Are you sponsoring exhibits as part of your testimony? 5 

A. Yes. The Exhibits I am sponsoring are identified below:  6 

Exhibit DND-1 Education and Work History 7 

Exhibit DND-2  Listing of current CSWR Acquisition Dockets 8 

Exhibit DND-3  OAG request 2-30, PSC request 3-18 9 

Exhibit DND-4  Summary of OAG Sponsored Rate Increase 10 

Recommendation 11 

Exhibit DND-5 Calculation of Rate Base 12 

Exhibit DND-6 Normalize Late Fee Revenue 13 

Exhibit DND-7 Annualize Depreciation/Amortization Expense 14 

Exhibit DND-8  Eliminate Non-Recurring Charges 15 

Exhibit DND-9 Normalize Bad Debt Expense 16 

Exhibit DND-10 Annualize Insurance Expense 17 

Exhibit DND-11 Normalize and Annualize Employee Medical Costs 18 

Exhibit DND-12 Capital Structure Scenarios 19 
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Exhibit DND-13 Rate Design – Proof of Revenue 1 

 2 

VI. Challenges in Determining an Appropriate Revenue Requirement 
 3 

Q. Are there unique challenges in calculating an appropriate Revenue requirement in 4 

this proceeding? 5 

A. Yes. The parent of Bluegrass, CSWR, has expanded greatly since the test period. The 6 

system had a customer count of 78,711 as of December 31, 2021, the midpoint of the test 7 

period, and had grown to 140,978 customers as of April 2023, an increase of over 79%. 8 

This significant growth, coupled with the use of a nearly twelve-month-old test period, 9 

poses challenges in establishing an appropriate Revenue requirement. This level of 10 

growth, paired with the scope of existing open acquisition dockets, highlights CSWR's 11 

focus on growing its water/wastewater systems network. In my opinion, the Company's 12 

filed Revenue requirement is not representative of ongoing operations due to the 13 

significant level of growth, and therefore the Revenue requirement analysis requires 14 

substantial updating.   15 

Q. Did you experience other challenges in reviewing the Company's Revenue 16 

requirement proposal? 17 

A. Yes. The information provided by the Company in response to AG discovery requests has 18 

proved problematic in updating operating results. One example is the identification of 19 

customers in this proceeding. In his testimony, Mr. Cox identifies 2,488 wastewater 20 
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customers and 348 water customers for a total Bluegrass customer base of 2,836.1  The 1 

response to AG 1-45 identifies 3,471 monthly Bluegrass customers throughout 2021, 2 

including water and wastewater customers, a significant deviation from the 2,836 3 

customers identified by Mr. Cox. The level of customer connections owned included in 4 

the Company’s 2022 second quarter cost allocation calculation is 3,573,2 which would 5 

include both water and wastewater customers. In response to AG 1-124, the Company has 6 

indicated that 90.72% of the total customers are wastewater customers.3 Applying this 7 

percentage to the total Bluegrass customer counts identified in responses 1-43, part 6 of 8 

8, effective for the second quarter of 2022, indicates a wastewater customer count of 9 

3,225.4 10 

 11 

Another example is the evaluation of the Company’s proposal to implement a 10% late 12 

fee on any past due account.5 This proposal is supported by its assertion that the 13 

Company operates several jurisdictional wastewater systems that are authorized to charge 14 

a 10% late payment penalty adopted prior the system acquisition by the Company. The 15 

Company has not reflected a test period adjustment to quantify the impact of its proposal 16 

within its Revenue requirement.6  Therefore, the Company is requesting a $1.29 million 17 

rate increase, coupled with a request to implement a significant late fee, while failing to 18 

                                                 
1 Cox testimony page 4: 19-20. Presumably this customer count would not be calculated on an equivalency basis as 
is used in Mr. Lyon’s rate design calculation.  
2 These customer counts are used in the general allocator calculation used to allocate administrative and general 
costs among CSWR affiliates. See Response to AG 1-43, part 8 of 8. 
3 The response to AG 2-76 indicates that overhead costs assigned to Bluegrass are split between water and 
wastewater operations based on customer counts.  
4 Customer counts affect not only proforma Revenue but are also one component of the Company's cost allocation 
methodology.  
5 Thies testimony page 37:20-22.  
6 See Response to AG 1-66.  
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recognize additional Revenue from the proposal. Therefore, the Company seeks to 1 

increase Revenue in excess of its stated $1.29 million base rate increase. The AG sought 2 

to quantify the impact of the Company’s proposal on its ongoing Revenue stream, which 3 

is necessary to quantify an appropriate Revenue requirement. The Attachment to AG 1-66 4 

indicates that an additional $352,865 of Revenue would be generated if the fee had been 5 

implemented in 2022, based on accounts that were 30 days past due. However, the 6 

Company seeks to implement the fee based upon any past due amounts, not simply those 7 

30 days past due. The AG attempted to clarify the Revenue impact of the proposal on all 8 

account balances that were past due, consistent with the Company's proposal in request 9 

AG 2-7. The information provided in AG 2-7 reflects the Company would have charged 10 

late fee Revenue of $356,034 to any past due balance based upon 2022 accounts 11 

receivable activity. The claim that the Revenue associated with amounts that are 30 days 12 

past due is nearly identical to the Revenue that would be generated for all past due 13 

balances is not reasonable. 14 

Q. Do you have an example of an area of discovery where the Company has failed to 15 

provide necessary information? 16 

A. Yes. A third example of unresolved issues centers around confirmation of the amount of 17 

Business Development related costs the Company has removed from its Revenue 18 

requirement proposal. The Company's response to AG 1-124 indicates it has removed 19 

$135,709 in CSWR Executive/Business Development costs from total CSWR General 20 

Ledger costs in this case. The Business Development costs are subtracted from total 21 
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CSWR costs7 to arrive at net costs subject to applying the Company's general three-part 1 

allocation percentage. Based upon the line-item description in this calculation, the reader 2 

assumes that the Business Development line item reflects all costs identified and 3 

excluded by the Company, however, this is not the case. A close examination of the 4 

response to AG 1-124 indicates that these Business Development exclusions are 5 

comprised of apparent employee travel expenses and the costs of third-party contractors 6 

and do not include any employee compensation.8  In response to AG 2-26, the Company 7 

identifies those employees the Company claims are devoted to Business Development 8 

activities and which were purportedly subtracted in arriving at the level of costs assigned 9 

or allocated to Bluegrass. The response identifies three full-time employees who are 10 

100% devoted to Business Development activities, one whose time is 95% dedicated to 11 

Business Development activities, and five executives who each devote 11% of their time 12 

to Business Development activities. However, it is unclear how and where these 13 

deductions are reflected in the identical calculations provided in response to AG 1-124 14 

and PSC 2-30.   15 

Q. Do you have specific discovery requests related to the issue of Business Development 16 

costs where requested information has not been provided?  17 

                                                 
7 Other items are deducted from total CSWR expenses prior to applying the general allocator. Other subtractions 
include items identified as Payroll, and other Line-Item Exclusions. The excluded payroll costs reflect those directly 
charged or indirectly allocated to various CSWR affiliates. The CSWR payroll assigned to Bluegrass operations 
(water and wastewater) was $333,896 in the test period out of total CSWR payroll/EE costs of $7,224,534. A review 
of the items identified as payroll indicates such totals also include Property Insurance.  
8 The detailed information publicly provided in AG 1-124 was designated as Confidential in PSC response 3-18. 
While the cost detail provided was similar, additional cost identifiers were provided in PSC response 3-18 that were 
not contained in OAG response 1-24.   
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A. Yes. I have attached Exhibit DND-3, which contains AG Discovery request 2-30 and 1 

related questions posed in PSC 3-18. Neither response clearly identifies the amount of 2 

Business Development payroll excluded in this case, nor is it traced back to the 3 

calculation provided in AG 1-124, demonstrating such costs were eliminated in 4 

determining costs allocated to Bluegrass. Other information requested in AG 2-30 5 

concerning the development of costs assigned to Bluegrass remain unanswered.9 6 

Q. Do you have any information indicating the amount of expense the Company claims 7 

to have designated as Business Development costs that are not subject to allocation 8 

to Bluegrass? 9 

A. The Company has provided information in Confidential Response AG 1-53 regarding 10 

compensation by employee. I then applied this information to the list of employees 11 

engaged either fully or partially in Business Development activities provided in response 12 

to AG 2-26. Matching these two pieces of information, I have calculated a total of 13 

associated with the Business Development function. Again, I wish to 14 

emphasize that while the amount has been quantified, it is unclear how it has been 15 

eliminated in the Company's cost allocation calculations. The Company should 16 

demonstrate that this amount of base compensation has been eliminated from its 17 

corporate cost allocations, plus a ratable portion of related employee taxes and benefits. 18 

Q. If the Company can demonstrate that it removed the amount above from costs 19 

allocated to Bluegrass, would that satisfy your concerns? 20 

                                                 
9 See AG 2-30, parts b – e.  
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A. The Company’s transparency on this issue would confirm that the Company has 1 

performed its calculation consistent with its explanation, inclusive of payroll taxes and 2 

employee benefits. However, the Commission must also consider whether the claimed 3 

costs are a reasonable estimation of Business Development costs given the historic 4 

growth of the system coupled with the number of open acquisition dockets throughout the 5 

CSWR footprint.  6 

Q. How does your calculation of the Business Development payroll, per the Company’s 7 

explanation, compare to the total test period payroll? 8 

A. The Business Development payroll of represents 11.28% of the total test 9 

period payroll.10 This ratio seems like a relatively small percentage of total payroll costs, 10 

given the scope of the Company's acquisition efforts.  11 

Q. Have you discovered other evidence suggesting the costs purportedly subtracted as 12 

Business Development costs are understated? 13 

A. Yes. An examination of the detail provided in PSC 3-18  identifies an employee who 14 

incurred nearly $5,000 in expenses labeled Business Development related costs. 15 

However, this employee is not listed as an employee that incurs any Business 16 

Development labor costs identified in response to AG 2-26.   Another aspect of the AG 2-17 

26 response that causes me to believe that the Company is understating its Business 18 

Development activities is that there are no internal legal resources identified by the 19 

Company associated with its Business Development activities. In my opinion, the term 20 

Business Development includes the process of acquiring systems. While the Company 21 

                                                 
10 The total CSWR payroll is calculated as  per the Confidential response to AG 1-53.  
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may rely upon third-party attorneys to a significant extent in the acquisition process, I 1 

don't think it's reasonable to assume third-party attorneys act independently without in-2 

house attorneys' review or consultation.   3 

Q. What conclusions can you draw from the various concerns discussed above? 4 

A. The current rates of Bluegrass wastewater customers are quite high. Most customers are 5 

paying a flat charge of $85.97/month. All requests to increase monopoly rates deserve a 6 

thorough review, especially those of the magnitude proposed in this case. Some 7 

customers are facing an increase of nearly $87/month. The Company should address 8 

these outstanding issues and any other issues raised by other parties to provide the 9 

Commission with sufficient information necessary to determine just and reasonable rates 10 

in this proceeding. In this case, the procedural schedule does not allow for further 11 

discovery to reconcile some of these issues.   12 

VII. Rate Base Adjustments 
 13 

Recovery of Acquisition Premium in Rate Base is not appropriate 14 

Q. How have you treated the implications of the Delaplain CPCN, the remote 15 

monitoring CPCN, the Site Visit Waiver, and the proposed Randview sale, as 16 

discussed in Mr. Thies’ testimony on page 26 within the Revenue requirement 17 

calculations? 18 

A. I have not incorporated the Revenue requirement implications of these proposals into my 19 

Revenue requirement analysis. The Company has not included these implications either, 20 

so I have treated them in an identical manner to the Company in this case. The Company 21 

identifies the impact of these pending matters on page 26 of Mr. Thies’ testimony.   22 
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Q. Please now turn to your Rate Base adjustments and identify Rate Base adjustment 1 

no. 1. 2 

A. Rate Base adjustment no. 1 reduces land values that were written up within acquisitions 3 

pursuant to an independent market value appraisal. 4 

Q. Have you reviewed the appraisal supporting the write-up of the Delaplain land as 5 

discussed in Mr. Thies’ testimony? 6 

A. Yes, I have.  7 

Q. How does Mr. Thies describe the accounting underlying the Delaplain land value? 8 

A. Mr. Thies indicates that the prior owner failed to account for the land value of the 9 

Delaplain and River Bluffs systems. He continues to indicate that an appraisal was 10 

undertaken to establish the value of land recorded on the books of Bluegrass.  11 

Q. What is the land value attributed to the Delaplain and River Bluffs system? 12 

A. The Delaplain land value is $607,772. The value attributed to the land of the other system 13 

in which an appraisal was used to assign value to land is the River Bluffs development in 14 

the amount of $90,684. The total of assets written up associated with land appraisals is 15 

$698,456. This adjustment as well as that of Rate Base adjustment nos. 2 and 3, are 16 

outlined in Exhibit DND-5.  17 

Q. Do you recommend the Commission accept the write-up of assets within the 18 

Bluegrass Rate Base? 19 

A. No.  First, as a matter of presentation, these asset write-ups are simply another form of an 20 

Acquisition Premium and should be considered for ratemaking recovery in that manner. 21 
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Secondly, the appraisal does not consider the unique characteristics of utility property. 1 

The concept of valuing utility property is a circular exercise. If the asset is included in 2 

Rate Base as authorized by the applicable state utility regulator, it will generate a return 3 

and positive cash flow, and the market value is equal to the regulatory authorized Rate 4 

Base component. If the asset is not deemed eligible for inclusion in Rate Base, it 5 

produces neither a return nor a cash flow. The market value of utility assets is in large 6 

part based upon the regulatory treatment authorized by the state utility regulatory 7 

authority. If the asset has an alternative use other than in the provision of utility service, it 8 

may have a market value greater than the nominal amount included in Rate Base. 9 

However, this alternate market value is not the appropriate Rate Base value since the 10 

asset is not essential in the provision of utility service. If the asset is required in the 11 

provision of utility service, it is not eligible for an alternative use; thus its hypothetical 12 

alternative value is irrelevant.   13 

The value of an asset included in Rate Base should be based upon the asset's initial cost 14 

when placed in service, less accumulated depreciation. Ratepayers should not be 15 

burdened with asset write-ups as a result of acquisitions. For depreciable assets, the Rate 16 

Base component is reduced by the accumulated depreciation recorded since the asset was 17 

placed in service. 18 

Q. Do you believe the Commission should evaluate the recovery of acquisition premium 19 

costs in this proceeding in the context of the rate pressure facing Bluegrass 20 

customers? 21 

A. Yes.    22 
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Q. Please explain Rate Base adjustment no. 2.   1 

A. Rate Base adjustment no. 2 removes $90,171 of Acquisition Premium costs from Rate 2 

Base from ten separate system acquisitions, identified on page 29 of Mr. Thies’ 3 

testimony. The support for this adjustment is similar to that discussed in Rate Base 4 

adjustment no. 1. Customers are facing extreme rate pressure within the Bluegrass system 5 

and should not be burdened with incurring the write-up of Rate Base simply due to a 6 

change in ownership. This adjustment also impacts Depreciation Expense by $2,350 7 

based upon a company-proposed amortization rate of 2.61%.11 8 

Q. Identify Rate Base adjustment no. 3 and provide the rationale for this adjustment.  9 

A. Rate Base adjustment no. 3 removes $39,500 from Rate Base associated with the write-10 

up of asset values on the Springcrest, Woodland Acres, and Herrington Haven systems 11 

that the company claims had no historical net book value but for which the reports were 12 

not up to date. The support for this adjustment is similar to that for Rate Base adjustment 13 

nos. 1 and 2. The Company has recorded this acquisition premium to Account 352.   14 

Q. How do you respond to Mr. Thies’ argument that the systems and customers have 15 

realized economies of scale in virtually every aspect of operating and managing a 16 

small water/wastewater system? 17 

A. The Company is attempting to retain economies of scale in this proceeding through a 18 

June 30, 2022 test period, which does not reflect the cost implications associated with the 19 

79% system growth it has experienced since the end of the test period. Secondly, 20 

                                                 
11 See AG 1-113, Interest and Depreciation tab.  
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customers may find it difficult to appreciate any claimed economies of scale given their 1 

current monthly bill of $85.97 or the proposed monthly bill of $99.37.   2 

Q. Do you have any other comments concerning the Rate Base components proposed 3 

by the Company? 4 

A. Yes. I believe the one-eighth method of determining cash working capital does not 5 

typically produce accurate results as it over-simplifies the cash needs of the Company by 6 

merely applying an assumed 45-day lag12 to all operating expenses. In theory, this 45-day 7 

period represents the net lag between when Revenue is collected and when operating 8 

expenses must be paid. However, in this proceeding, I am not supporting an adjustment to 9 

eliminate the results of the 45-day methodology, given the large Accounts Receivable 10 

balances reflected in response to AG 2-7. This response indicates that there is indeed a 11 

Revenue lag in play associated with the Company’s Revenue collection function. For this 12 

reason, I have not elected to adjust the Company’s cash working capital component of 13 

Rate Base.  14 

VIII. Adjustment to Revenue 
 

The Company has not quantified the Revenue impact of its Late Fee proposal 15 

Q. Please identify and discuss the adjustment to Revenue you are supporting. 16 

A. Adjustment no. 4 increases Late Fee Revenue $341,790 to reflect the impact on operating 17 

Revenue from the Company's proposal to implement a 10% late fee on any past-due 18 

balance. This adjustment is set forth in Exhibit DND-6. The AG is not taking a position 19 

on the policy implications of this proposal; however, it understands from Mr. Thies’ 20 

                                                 
12 Forty-five days equal approximately one-eighth of a year, hence the reference to the one-eighth method. 
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testimony that this charge has been previously authorized for certain systems it currently 1 

operates, and the proposal is to implement the fee across all of its Kentucky systems. The 2 

Company's failure to reflect the impact of its proposal on operating Revenue results in a 3 

request to increase Revenue by more than the stated $1,291,491. The Company’s late fees 4 

will also increase as a result of any rate increase granted in this proceeding. Based upon 5 

information provided by the Company in AG response 2-7, the appropriate gross-up 6 

factor would be 1.1632 applied to any net increase in base rates. In other words, the base 7 

rate increase adopted in this proceeding will be approximately 14% less than the Revenue 8 

requirement deficiency, with the balance to be collected in estimated late fees based upon 9 

test period accounts receivable balances.  10 

 Q. Do you have any recommended modifications in the Company’s late fee proposal? 11 

A. Yes. If the Commission adopts the requested late fee charge of 10%, I recommend that 12 

the Commission clearly state that this fee should be imposed by the Company on those 13 

accounts 30 days or more past due and should be reflected as such in the Company’s 14 

tariff. This language differs from the Company's proposal to apply the fee to any past due 15 

accounts receivable balance.  16 

IX. Operating Expense Adjustments 
 17 

Amortization/Depreciation Expense on Acquisition Premium 18 

Q. What is the Amortization and Depreciation Expense level included by the Company 19 

associated with its claimed Acquisition Premium? 20 

A. Adjustment no. 5 reduces the Depreciation Expense $3,230 by eliminating the impact on 21 

such costs associated with acquisition premiums. This adjustment is calculated in Exhibit 22 
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DND-7. I provided the support for this adjustment within the explanation of Rate Base 1 

adjustment nos. 2 and 3, discussed above.   2 

Elimination of Non-Recurring Charges 3 

Q. Have you identified non-recurring charges that should be removed from the revenue 4 

requirement? 5 

A. Yes. In response to discovery request AG 1-108, the Company indicated certain 6 

implementation, training, and data conversion costs associated with its vendor contract 7 

Muni-Link, represented one-time costs and were not recurring. Muni-Link is the 8 

Company's billing software vendor. The Company identified these non-recurring costs in 9 

response to AG Request 1-106. I then applied the appropriate general allocation factors 10 

based on the period in which the non-recurring costs were recorded. The resulting 11 

adjustment is a reduction in Operating Expenses of $12,035 as contained in Exhibit 12 

DND-8.  13 

Elimination of Unsupported Charges 14 

Q. Are you sponsoring an adjustment to bad debt expense? 15 

A. Yes. The Company is proposing an overall request for Bad Debt expense of $46,296. This 16 

is the sum of the test period pro-forma balance of $33,382 plus an adder of 1% applied to 17 

the Company's rate increase request.  18 

Q. What level of bad debt expense are you sponsoring, and what is the basis for this 19 

amount? 20 
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A. I am sponsoring a level of Bed Debt Expense of $2,529. This balance represents the 1 

amount of written-off accounts during 2022.13  This amount is admittedly relatively low 2 

in relation to the Company's overall Revenues. However, the Company has not supported 3 

its level of Bad Debt Expense in this filing.   4 

Q. Briefly describe the accounting theory and process which should be used to record 5 

bad debt expense.  6 

A. There are two acceptable methods for accounting for Bad Debt Expense. The method that 7 

the Company utilizes, is to record an Allowances for Doubtful Accounts.14 Under this 8 

method, an estimate of Uncollectible Accounts is applied to Revenue, which is designed 9 

to estimate the eventual uncollectible Revenue for that period. This allowance is a contra-10 

asset account with a normal credit balance. The offset to the credit entry is to charge 11 

(debit) Bad Debt Expense. When an account has been confirmed as uncollectible, the 12 

Allowance for Doubtful Accounts is debited, and the Accounts Receivable are written off 13 

(credited). The second method is called the Direct Write-off method. When an account is 14 

deemed to be uncollectible, it is charged to Bad Debt Expense, while the Accounts 15 

Receivable balance is credited.   16 

Q. Earlier, you indicated that the Company has not supported its level of bad debt 17 

expense. What is the basis for your conclusion? 18 

                                                 
13 The source of this information is the response to AG 2-14(b). This amount is more significant than the 2021 write-
offs ($1,419), or 2020 write-offs ($68).  
 
14 The Company refers to this as the Accumulated Provision for Uncollectable Accounts in its Trial Balance as 
reflected in the response to PSC Request 1-3.  
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A. There are two reasons I came to this conclusion. First, the response to PSC 1-3 includes 1 

the Company's Trial Balance during the test period. The Trial Balance reflects that the 2 

credits to the Company's Accumulated Provision for Uncollectible Accounts contain 3 

credits of approximately $34,000, which is close but not identical to the test period 4 

balance of Bad Debt Expense, $32,027. However, there are no debits reflected in the Trial 5 

Balance for the Allowance for Doubtful Account. Debits to this account would reflect the 6 

actual write-off of an account receivable. Secondly, in response to AG request 2-63 in 7 

support for its claimed 1% Bad Debt ratio, the Company indicated that "There is no 8 

significant analytical support to provide." This response was a follow-up to the 9 

Company's statement in response to AG 1-116, wherein it stated, “The percentage and the 10 

methodology have been reviewed by management and deemed sufficient based upon their 11 

experience in the industry until such time as the company has more historical, post-12 

Covide-19 data on collections and past due balances.”  13 

For these two reasons, I don't believe the Company has adequately supported its claim for 14 

Bad Debt expense in the amount of $44,942, and instead, I recommend Bad Debt expense 15 

be set at the amount of account write-offs occurring in the test period, $2,529, resulting in 16 

an adjustment of $42,413 as reflected in Exhibit DND-9. This approach reflects the 17 

second alternative to determining an acceptable level of Bad Debt expense as described 18 

above. The Company has not supported its claimed level of Bad Debt expense in this 19 

filing.   20 

Annualize Insurance Expense 21 

Q. Has the Company experienced a material change in Insurance expense since the end 22 

of the test period? 23 
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A. Yes. Insurance expense has been reduced significantly beginning in January 2023. 1 

Exhibit DND-10 quantifies the annualized Insurance expense savings at $89,411, based 2 

upon annualizing the expense recordings in the first quarter of 2023, then comparing this 3 

result to test period charges. I obtained this information from the response to AG 4 

discovery request 1-120. 5 

Employee Benefit Cost Annualization and Normalization 6 

Q. Have you evaluated employee benefits costs for compliance with the regulator 7 

treatment authorized by the Commission in Case 2020-00290, the Company’s last 8 

base rate case? 9 

  A. Yes. In Case No. 2020-00290 the Commission found that: 10 

  It is the Commission practice that, in the absence of any compensation policy or 11 

benefits study regarding insurance benefits, an adjustment should be made to both health 12 

and dental insurance to bring the employee contributions in line with the Bureau of 13 

Labor Statistics average employer contribution percentages of 21 percent for health and 14 

the Willis Benefits Benchmarking Survey 60 percent average employer contribution for 15 

dental insurance.15 16 

 The Company commissioned a report by Madden and Associates, sponsored by Bluegrass 17 

witness Quentin Watkins, concluding that the Company's compensation levels, including 18 

medical and dental costs, are in line with comparable positions in the St. Louis area.   19 

Q. Do you accept this conclusion reached by Mr. Watkins? 20 

                                                 
15 Case No. 2020-00290, pages 85-86, Order of August 2, 2021.  
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A. No. The study identifies eight positions for the study, including three managers, two 1 

specialists, an inspector, and an accountant. None of the surveyed positions included a 2 

comparison of a single Bluegrass executive position. Based upon this limited survey, the 3 

study then concludes Bluegrass compensation, including benefits, is reasonable for all 4 

employees. More importantly, as it relates to considering the reasonableness of benefits, 5 

the study identifies Health Benefit costs ranging from $873 - $2,620 per employee.   6 

Q. Have you evaluated this average cost per employee for reasonableness? 7 

A. Yes. Information provided in response to AG 1-4716 indicates the Company incurred a 8 

total of $695,909 in health and dental costs in the test period. I then identified that within 9 

the test period, the Company employed 59 people, of which 29 were employed less than 10 

the full test period. I then divided the total CSWR test period medical costs by the full 59 11 

employees to arrive at an average cost per employee of $11,795.17 This cost per employee 12 

is significantly greater than the comparable cost used within the Madden study. For this 13 

reason, I don't believe the Commission should rely upon the Madden study to justify the 14 

inclusion of the total amount of medical costs, nor does the study meet the requirement 15 

set out by the Commission in the passage above.   16 

Q. How did you calculate the adjustment to Employee Benefits? 17 

A. I obtained the monthly CSWR medical costs for the test period and months after the test 18 

period. The information obtained in this response indicated that Company medical costs 19 

had increased significantly after the test period. I obtained the most recent Bureau of 20 

                                                 
16 The Company’s response to AG 1-47 also includes dental costs, however I deemed them immaterial once such 
costs would be allocated to Bluegrass.  
17The true cost per employee would be much greater if the costs were divided by the number of full-time equivalent 
employees. However, for this purpose, this refinement was not necessary. 
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Labor Statistics (BLS) data on the average employer contribution for medical costs, 1 

identified at a ratio of 78%.   2 

 Next, I applied the Company’s quarterly test period general allocation ratios, further 3 

refined to Bluegrass’ wastewater operations to test period costs, and determined that on a 4 

weighted average basis, Bluegrass wastewater operations incurred 4.31% of total CSWR 5 

medical expenses. I then annualized pro-forma medical expenses using the higher costs 6 

incurred in January – March 2023. I then applied the weighted average Bluegrass 7 

wastewater allocation percentage to the annualized cost data and further reduced the pro-8 

forma costs to the 78% ratio set out in the BLS data, resulting in an adjustment to 9 

increase employee benefit costs $15,375. This adjustment then accomplishes two things. 10 

First, it annualized Employee Benefit costs using the most recent quarterly data available. 11 

Second, it reflects the Commission's findings in Case No. 2020-00290, that absent 12 

supporting evidence to the contrary, employee benefit costs should be limited to the 13 

percentage of average employer contributions. These calculations are set out in Exhibit 14 

DND-11.  15 

X. Capital Structure 
 16 

 The proposed Capital Structure is not reasonable 17 

Q. Have you reviewed the Capital Structure proposed by Bluegrass? 18 

A. Yes.   19 

Q. Do you believe the capital structure proposed by Bluegrass is reasonable? 20 
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A. No, I do not. The Company is proposing a capital structure comprised of 61.16% equity 1 

and 38.84% debt, with a requested 11.65% cost of equity producing an overall rate of 2 

return of 12.13%. The level of debt is based on the outstanding commercial debt 3 

Bluegrass had at the end of its test period. The components of the Company’s proposed 4 

capital structure have alternatively been referred to as ‘actual’18 and hypothetical.19  The 5 

Company's supported level of debt in the Capital Structure is $2,481,126. This contrasts 6 

with the Balance of Notes Payable on the Bluegrass Balance Sheet of $2,900,00020, 7 

further identified as commercial debt. This level of debt is clearly attributed to the 8 

capitalization of Bluegrass. For purposes of the Capital Structure I am supporting, I will 9 

accept the $2,481,126 supported by the Company. The remainder of the Rate Base is 10 

funded by what I will refer to as 'residual' capital; the source is unclear. It is this residual 11 

capital that is in dispute.  12 

Q. How has the Company classified this level of residual capital? 13 

A. The Company claims the residual capital as 100% equity, resulting in a capital structure 14 

of 61.16% equity, 38.84% debt. This is not reasonable. Funding provided by a parent of 15 

Bluegrass is classified as contributed capital (equity) on the books of Bluegrass, but that 16 

classification is not necessarily indicative of the true nature of the underlying financing. 17 

Just because funds change corporate hands from one entity to another does not require it 18 

to be classified as equity in establishing an appropriate rate of return for ratemaking 19 

purposes.  20 

                                                 
18 Response to PSC 2-4.  
19 Exhibit PSC 2-19; ROR tab within Excel model, column D.  
20 Response to AG 2-17 
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Q. If funding from a parent company is classified as equity on the books of Bluegrass 1 

for accounting purposes, why should those proceeds be treated any differently for 2 

ratemaking purposes? 3 

A. The Commission should not promote financial engineering to increase the utility's cost of 4 

capital beyond what is necessary to compensate utility owners adequately. Utility owners 5 

deserve a return on their investment based upon accurately identifying the funding type. 6 

Customers should pay rates based upon an accurate determination of capitalization 7 

components, nothing more and nothing less. The balance of equity on the books of 8 

Bluegrass does not necessarily reflect the true character of the funding provided by its 9 

investors. The AG has an outstanding Motion to Compel to obtain the financial 10 

statements of the investor of Bluegrass to shed more light on the underlying nature of the 11 

residual funding provided to Bluegrass.   12 

Q. In light of the discussion above, what are you recommending regarding the 13 

appropriate capital structure of Bluegrass in this proceeding?  14 

A. I am offering three options for the Commission's consideration, all reflected in Exhibit 15 

DND-12. In each of these calculations I have used the cost of debt supported by the 16 

Company. The capitalization ratios contained in these scenarios is based upon the level of 17 

Rate Base I’m supporting, set forth in Exhibit DND-5.  18 

In scenario 1, I have calculated an overall rate of return of 9.23% by incorporating a 19 

capitalization ratio of 50% debt and 50% equity. The pre-tax cost of capital under this 20 

scenario is 11.16% compared with the Company's supported capital structure of 12.13%.    21 
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 Scenario 2 directly assigns the $2,481,126 to debt, and the residual capitalization 1 

necessary to fund Rate Base is split evenly between debt and equity, resulting in an 2 

overall capitalization ratio of 27.69% equity and 72.31% debt. Maintaining the 3 

Company's proposed cost of equity produces an overall rate of return of 8.14%, with a 4 

pre-tax return of 9.22%.   5 

 Finally, Scenario 3 adopts the same capitalization ratios utilized in Scenario 2, but 6 

incorporates a return on equity of 9.9%, as authorized by the Commission in Case 2020-7 

00290. This scenario produces an overall rate of return of 7.66%, with a pre-tax return of 8 

8.57%.  9 

 The impact of each of these scenarios is quantified incrementally in Exhibit DND-4. In 10 

other words, if Scenario 1 were adopted, the impact would be a reduction in the revenue 11 

requirement of $54,000. If Scenario 2 were adopted, the revenue requirement impact 12 

would be $162,000, representing the sum of Scenarios 1 and 2, and an incremental 13 

impact of $108,000 on top of the impact of Scenario 1. Likewise, the impact of adopting 14 

Scenario 3 is an incremental $36,000, or $198,000 in total, reflecting the sum of the 15 

impacts of Scenarios 1, 2, and 3.  16 

Q. What is your recommended capital structure in this proceeding? 17 

A. I support the capital structure represented in Scenario 3, which incorporates an ROE of 18 

9.9%, the ROE adopted by the Commission in the Company’s last rate proceeding. This 19 

capital structure recognizes the practical reality that not all funding provided by an 20 

investor will be equity and makes the reasonable assumption that such financing is 21 

proportional between debt and equity. The Company has the burden of demonstrating the 22 
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true character of equity funding and has not done so. Absent that demonstration, a 1 

reasonable assumption is an equal split between debt and equity. 2 

Q. Are you providing ROE testimony in this proceeding? 3 

A. No. Instead, I simply used the ROE adopted by the Commission in the prior proceeding 4 

for illustration purposes.  5 

XI. Corporate Cost Allocations – Payroll Costs 
 
Q. Are you supporting an adjustment to corporate costs allocated to Bluegrass due to 6 

the changing nature of CSWR since the end of the test period? 7 

A. No. I do not believe test period operations reflect ongoing operations due to the 8 

significant increase in overall operations of CSWR, however, I do not have sufficient 9 

information to calculate such an adjustment at this time.  10 

Q. Please discuss how the Company’s operations have changed since the end of the test 11 

period.  12 

A. The Company's operations have changed in several ways since the test period, including 13 

significant increases in its number of CSWR customers, company headcount, and average 14 

employee compensation. The increase in customers would significantly reduce the 15 

overhead allocations to Bluegrass, while the increases in headcount and compensation 16 

would increase costs to Bluegrass.   17 

Q. Discuss the complexities in incorporating the impacts above into an adjustment to 18 

payroll and overhead cost allocations.  19 
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A. The Company uses two methods to assign payroll costs to its affiliates. Certain 1 

employees have their time direct charged to various CSWR affiliates such as Bluegrass. 2 

These two payroll cost assignment methods can be seen by a review of the response to 3 

the Confidential attachment to OAG 1-53. The portion of payroll costs not directly 4 

charged to a particular jurisdiction is then allocated using a three-part general allocation 5 

factor composed of ratios of Utility Plant in Service, Direct Labor21 and Customer 6 

Connections. The simple average the four quarters' general allocator applied to Bluegrass 7 

is 6.3% for the test period. Then the Bluegrass costs are further allocated between water 8 

and wastewater operations, bringing the weighted average allocation applicable to 9 

Bluegrass wastewater operations to 5.68%. In addition to impacting the overall general 10 

allocator, the growth in the customer base would also impact the direct labor charges 11 

assigned to Bluegrass. I cannot reasonably estimate the impact of the growing customer 12 

base on the direct payroll charges assigned to Bluegrass operations. Further, I do not have 13 

the current Utility Plant in Service or Direct Labor level, necessary to incorporate this 14 

information into a revised general allocator.  15 

Q. You mentioned earlier that the Company had experienced an increase in headcount 16 

since the end of the test period. Have you annualized payroll costs for the purpose of 17 

developing the proposed revenue requirement? 18 

A.  No. I don't believe annualizing payroll and applying the general allocators from the test 19 

period to such costs will produce a reasonable estimate of Bluegrass allocated costs. As I 20 

mentioned earlier, the general allocators properly assigned to Bluegrass will be 21 

                                                 
21 In this instance, the Company defines direct labor as O&M costs incurred by third-party contractors.  
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employees for two reasons. First, the pay increase was significant and not supported by 1 

the Company.23 Secondly, as discussed earlier, the direct and general allocation of such 2 

costs should change due to the significant growth in CSWR operations. For all of the 3 

above reasons, I believe an adjustment to Overhead and Payroll, costs cannot be 4 

reasonably calculated at this time.   5 

XII. Rate Design 
 6 

Q. Are you supporting a rate design analysis consistent with your proposed revenue 7 

requirement? 8 

A. Yes. My rate design proposal is set forth as Exhibit DND-13.   9 

Q. Did the Commission rule on the rate consolidation concept in the last Bluegrass rate 10 

case? 11 

A. Yes. The Commission found that a separate rate for each geographically merged system 12 

would create unreasonable and undue hardship to individuals within some Bluegrass 13 

systems. The Commission adopted a unified rate structure to be in the public interest.  14 

Absent rate consolidation, uneven deployment of system capital expenditures would 15 

significantly increase rate volatility among individual systems with their own rate 16 

structures.  17 

Q. Please explain how you developed your rate design proposal. 18 

A. The first step in this process was determining the rate increase necessary to equalize fixed 19 

rates among the customer classes. Applying the highest rates on the Bluegrass system 20 

                                                 
23 The Madden study only reviewed eight employee categories, none at the executive level.   
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results in total base revenue of $2,947,151, or $460,868 greater than current rates. The 1 

targeted base rate increase is $454,940, with an additional $63,842 estimated to be 2 

generated from Late Fees associated with this rate increase equals the total revenue 3 

deficiency I am recommending of $518,782.  4 

 Since the rate increase necessary to equalize all customer rates is greater than the targeted 5 

revenue increase, this difference must be spread back to customer classes. The result is a 6 

monthly charge of $85.80, for fixed-rate customers24, slightly less than the current 7 

monthly rate of $85.97 paid by most Bluegrass customers.  The proposed Deleplain 8 

variable commercial rate would decline from $8.89 per thousand gallons to $8.87 per 9 

thousand gallons.  10 

 Q. Does this conclude your testimony? 11 

A. Yes, but I reserve the right to supplement my testimony if new information becomes 12 

available.  13 

                                                 
24 Multi-family customer would be charged at a 75% level, or $63.36/month.  
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