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UTILITY DISTRICT NO.1,
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CONTROL AND IMPROVEMENT
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IN WILLIAMSON AND TRAVIS
COUNTIES
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PETITION OF NORTH AUSTIN §
MUNICIPAL UTILITY DISTRICT NO. §

1, NORTHTOWN MUNICIPAL §
UTILITY DISTRICT, AND WELLS §
BRANCH MUNICIPAL UTILITY §
DISTRICT FROM THE RATEMAKING §
ACTIONS OF THE CITY OF AUSTIN §
AND REQUEST FOR INTERIM RATES §
IN WILLIAMSON AND TRAVIS §
COUNTIES §

BEFORE THE STATE OFFICE

OF

ADMINISTRATIVE HEARINGS

CITY OF AUSTIN'S THIRD SUPPLEMENTAL RESPONSE
TO PETITIONERS' THIRD REQUEST FOR PRODUCTION OF DOCUMENTS

TO: Wells Branch MUD, Travis County WCID No. 10, Northtown MUD, and North Austin

Utility District No. 1, through its attorneys of record, Randall Wilburn, Attorney at Law,

3000 South IH 35, Suite 150, Austin, Texas 78704; and John J. Carlton, The Carlton Law

Firm, PLLC, 2705 Bee Cave Road, Suite 200, Austin, Texas 78746.

COMES NOW, the City of Austin, (herein sometimes referred to as "City," "Austin" or

"Respondent"), in the above styled and docketed consolidated wholesale water and wholesale

wastewater rate appeal proceeding and serves this, the City of Austin's First Supplemental



Response to Petitioners' Third Request for Production of Documents, on all parties to this

Proceeding.

GENERAL OBJECTIONS TO INSTRUCTIONS

Austin objects to Petitioners' "Instructions" and will not adhere to any such instructions

to the extent they are inconsistent with, or in addition to, the applicable procedures and rules set

forth in the Texas Rules of Civil Procedure. Austin will respond to Petitioners' requests for

production consistent with the Texas Rules of Civil Procedure. Austin will respond to

Petitioners' requests for production only as required by Tex. R. Civ. P. 193, 196.2(b) 197.2(b)-

(c). Subject to any objections and assertions of privilege that Austin may make, Austin will

produce only those relevant, non-privileged documents in their possession, custody, or control

that are responsive to Petitioners' requests.

1. GENERAL OBJECTIONS TO DEFINITIONS

Austin objects to Petitioners' "Definitions" and will not adhere to any such definitions to

the extent that they are inconsistent with, or in addition to, the applicable rules set forth in the

Texas Rules of Civil Procedure. Austin specifically objects to, and will not adhere to, the

following terms as defined by Petitioners.

Definition of "you," "your," and "City."

Petitioners' definition of "you," "your," and "City" are improper, overbroad, and on their

face unreasonable. They include "affiliates" and "expert witnesses" without a reasonable limit to

a time period, subject matter or subject area or whether such "affiliates" of consultant expert

witnesses are located within the state of Texas. Using these definitions with Petitioners' overly

broad requests would require Austin to produce hundreds or thousands of documents from

former and present consultants or other entities on numerous subjects going back in time,

indefinitely.

Definition of "Source Documentation."
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Petitioners' definition of this term is overly broad, harrassive, and not reasonably related

to the discovery of admissible evidence. In order to respond completely to Petitioners' request

for production, Austin would have to assemble and produce all "invoices, receipts, cash slips,

deposit slips, check ledgers and work papers" without a reasonable time limit or scope. Such a

request would require Austin to expend thousands of man hours to produce documents in

needless detail, thereby increasing the costs of this case beyond what is reasonable or necessary.

Further, Austin is not clear by how Petitioners define the term "business deal" or what

documents would reasonably comprise a "business deal."

II. RESPONSES TO REQUESTS FOR PRODUCTION SUBJECT TO GENERAL

AND SPECIFIC OBJECTIONS, RIGHT TO AMEND OR SUPPLEMENT

Each of these responses is submitted pursuant to applicable law and rules, and each

response provided is expressly subject to the general and specific objections set forth herein. By

producing documents in response to a request, Austin does not waive or suspend their objections

to the request. Additionally, Austin reserves the right to amend or supplement this response in

accordance with applicable rules.

RESPONSE: Respondent objects to this request as overly broad, unduly burdensome and not
limited to a reasonable time or scope. Respondent further objects to the request as being
made for the purpose of harassment.

III. RESPONSES TO REQUESTS FOR PRODUCTION

REQUEST FOR PRODUCTION NO. 3-14. Please provide the source documentation for the 6%

cost of debt shown on page "PFT of Greg Meszaros-5322" (Table 293 of Water COS FY 2013

Tables) on Exhibit 19 of the prefiled testimony of Greg Meszaros.

RESPONSE: Subject to, and without waiving general and specific objections stated in our
original response, See the attached Exhibit 17 to Prefiled Testimony of Greg Meszaros,
Austin RPD Resp. 6136-6137.

The following requests pertain to the prefiled direct testimony of David Anders:

REQUEST FOR PRODUCTION NO. 3-16. Please provide the documents related to the

allocation factors used in FY 2013 referenced on page 15, lines 9-22 of Mr. Anders' testimony.
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RESPONSE: Subject to, and without waiving general and specific objections stated in our
original response, See the documents produced in response to Request for Production of
Documents No. 2-31, Austin RPD Resp. 4423-4520; 2-111, Austin RPD Resp. 4521-4559; 2-

131, Austin RPD Resp. 5034-5181; and 3-91, Austin RPD Resp. 6033-6135.

Also see the attached AWU Fiscal Year ("FY") 2013 PCN Detail, Austin RPD Resp. 6138-
6190 and documents produced in response to Request for Production No. 3-103.

REQUEST FOR PRODUCTION NO. 3-43. Provide all documents supporting Mr. Anders'

statement on page 52, line 8 of his testimony that, "Cash funding of capital projects is an

accepted industry practice."

RESPONSE: Subject to, and without waiving general and specific objections stated in our
original response, See the attached Fitch 2014 Water and Sewer Readings, Austin RPD

Resp. 6191-6206

REQUEST FOR PRODUCTION NO. 3-44. Provide all documents supporting Mr. Anders'

statement on page 52, lines 10-11 of his testimony that, "Most utilities will cash fund between 20

and 50 percent of their capital spending using cash."

RESPONSE: Subject to, and without waiving general and specific objections stated in our
original response, See the documents produced in response to Request for Production No.

3-43.

REQUEST FOR PRODUCTION NO. 3-45. Provide all documents supporting Mr. Anders'

statement on page 53, lines 4-6 of his testimony: "If the Revenue Stability Reserve Fund was not

approved, Austin Water would have had to increase its ending fund balance to have sufficient

reserves to operate."

RESPONSE: Subject to, and without waiving general and specific objections stated in our
original response, See the documents produced in response to Request for Production No.

3-43.

REQUEST FOR PRODUCTION NO. 3-92. Please provide the documents showing the

development of the FY 2013 Transfer to Water Construction Fund/Capital Outlay of

$10,000,000 shown on page "PFT of Greg Meszaros-6097" (Table 61 of Wastewater COS FY

2013 Tables) on Exhibit 21 of the prefiled testimony of Greg Meszaros.

RESPONSE: Subject to, and without waiving general and specific objections stated in our
original response, See the attached Transfer to Water Construction, Austin RPD Resp.

6207.

REQUEST FOR PRODUCTION NO. 3-93. Please provide the documents showing the FY 2013

debt service detail for each debt service instrument that comprises the $102,519,207 in debt
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service requirements shown on page "PFT of Greg Meszaros-6097" (Table 61 of Wastewater

COS FY 2013 Tables) on Exhibit 21 of the prefiled testimony of Greg Meszaros.

RESPONSE: Subject to, and without waiving general and specific objections stated in our
original response, See the attached Debt Service Detail, Austin RPD Resp. 6208-6228.

REOUEST FOR PRODUCTION NO. 3-102. Please provide the source documentation for the

revenue data shown on page "PFT of Greg Meszaros-6280-6281" (Table 154 of Wastewater

COS FY 2013 Tables) on Exhibit 21 of the prefiled testimony of Greg Meszaros.

RESPONSE: Subject to, and without waiving general and specific objections stated in our
original response, See the attached Revenue from AIMS FY 2009 through FY 2011, Austin
RPD Resp. 6229-6231.

Respectfully submitted,

By:

KAREN KENNARD,
City Attorney

D. CLARK CORNWELL
Assistant City Attorney

WEBB & WEBB

712 Southwest Tower
211 East Seventh Street
Austin, Texas 78767
Tel: (512) 472-9990
Fax: (512) 472-3183

ATTORNEYS FOR CITY OF AUSTIN
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CERTIFICATE OF SERVICE

I hereby certify that a true and correct copy of the foregoing document has been served

via hand delivery, facsimile, electronic mail, overnight mail, US mail and/or Certified Mail

Return Receipt R este on al parties whose names appear on the mailing list below on this

P_ day o , 2014.

FOR THE PUBLIC UTILITY COMMISSION:
1701 N. Congress Avenue, 7th Floor

PO Box 13326
Austin, Texas 78711-3326
Via Electronic Upload & Hand Delivery

FOR THE SOAH DOCKET CLERK:
Ms. Monica Luna, Docketing Clerk
State Office of Administrative Hearings
300 W. 15th Street, Suite 504
Austin, Texas 78701
Phone: 512-475-4993
Fax: 512-322-2061
Via Electronic Upload
(Without Attachments)

FOR PETITIONERS:

Mr. Randall B. Wilburn, Attorney at Law
3000 South IH 35, Suite 150
Austin, Texas 78704
Phone: 512-535-1661
Fax: 512-535-1678
rbw@randallwilbumlaw.com

Mr. John Carlton, Attorney at Law
The Carlton Law Firm, PLLC
2705 Bee Cave Road, Suite 200
Austin, Texas 78746
Phone: 512-614-0901
Fax: 512-900-2855
john@carltonlawaustin.com

FOR THE PUC STAFF:

Mr. Hollis Henley, Attorney-Legal Division
Public Utility Commission of Texas
T701 N. Congress Avenue
PO Box 13326
Austin, Texas 78711-3326
Phone: 512-936-7230
Fax: 512-936-7268
Hollis.henleyn,puc.texas. gov
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Section 3
Public Involvement Program

RECOMMENDATIONS

Red Oak recommended that the utility use the future budget to project O&M expenses.
The future budget approach is more consistent with the municipal nature ofAWU's
operations than the historical test year.

EXECUTIVE TEAM DECISION

The Executive Team decided to continue using the future budget to project O&M
expenses.

3.4.2.3. Issue 3: How Should the Rate of Return Be Determined?

DESCRIPTION

When using either the utility basis or utility basis with cash residual method of
determining revenue requirements, the utility must determine its rate of return. This
process can be extremely controversial since the impact on non-owner customers and the
utility can be significant.

Regulated utilities generally are required to determine the rate of return based on their
weighted average cost of capital. This approach is designed to meet the unique needs of
regulated utilities that are subject to economic regulation.2 If economic or market
conditions change, the rates charged by the utility may need adjustment to maintain an
equitable value of the company's shares.

Three alternatives are evaluated for determining the revenue requirements. These are:

• Weighted average cost of capital,
o Indexed return, and
• Fixed return.

The weighted average cost of capital is the typical approach used by regulated utilities.
Under the weighted average cost of capital, the rate of return has two components. The
first component is an allowance for debt. The return allowed for the allowance for debt is
based on the effective interest rate on debt.3 The second component is the return ascribed
to equity. This return is calculated using sophisticated financial models that evaluate the
relative risks associated with investing in an enterprise with comparable risks. The two

2 Economic regulation is the approach used to ensure that investor-owned utilities earn a fair return but do
not exploit their position as a natural monopolist. The standards for a fair rate of return commonly include
the requirement that the utility earn profits at a rate comparable to other investors with similar risks and that
the utility will attract sufficient capital to maintain its economic viability and value, These standards are
less important to municipal utilities since municipal utilities do not have a requirement to maintain the price
of their traded shares. Changing market and economic conditions can adversely affect consumers and/or
shareholders and are generally reviewed when a regulated utility presents its rates for adjustment to its
economic regulator.
3 The effective interest rate on debt normally includes adjustments for the amortization of issuance costs
and other similar expenses.

• :;• REMAK Austin Water Utility

CONSULTING Cost of Service Rate Study 2008
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Section 3
Public Involvement Program

components are weighted based on the percentage of the value of the utility provided by
debt versus equity.

The indexed return is a simpler method commonly used by municipal utilities that do not
have easily evaluated costs for equity. Under this simple approach, the utility adopts an
index with an allowance for equity. For example, the utility may tie its rate of return to
the return on a municipal bond index with an allowance of 200 basis points^ to account
for additional risk associated with equity. If the bond index had an effective return of 4.5
percent, the rate of return would be set at 6.5 percent (i.e., 4.5 percent plus 2.0 percent
equals 6.5 percent.) If the return for the bond index dropped to 4.0 percent, the rate of
return used by the utility would be reduced to 6.0 percent. Similarly, if the return for the
bond index rose to 5.0 percent, the rate of return used by the utility would increase to 7
percent.

Thet last alternative is a fixed rate of return: A fixed- rate-ofreturn is generally used when
a utility provides service on a wholesale basis to another utility. Under a fixed rate of
return, the utility sets its return when it establishes its agreement with its wholesale
customer. This return is fixed for the term of the agreement.

RECOMMENDATIONS

This issue is relevant only if the utility basis or utility basis with cash residual is chosen.
If AWU uses the cash basis, as recommended by Red Oak, this issue is moot and there is
no need to determine a rate ofreturn. However if the utility uses a revenue requirement
method that includes a rate of return, Red Oak recommended establishing a fixed rate of

return. A fixed rate of return minimizes the volatility in revenue requirements and
reduces the overall uncertainty for both owner and non-owner customers.

EXECUTIVE TEAM DECISION

The Executive Team chose to use the cash basis for determining revenue requirements.
Therefore, this issue is moot.

3.4.2.4. Issue 4: How Should the Rate Base Be Valued?

DESCRIPTION

When using the utility basis or utility basis with cash residual, the utility must establish
an approach to valuing the assets that serve its customers. During periods of high
inflation, some utilities adopted an approach to value their fixed assets at reproduction
costs rather than original costs. Under both alternatives, the value of the accumulated
depreciation (at reproduction cost or original cost, as appropriate) is subtracted to provide

the rate base.

These utilities restate their rate bases at reproduction costs to account for the impact that
inflation has on the cost of replacing infrastructure. Generally as inflation rates declined

a A basis point is one one-hundredth of a percentage point. Therefore, 100 basis points equal l percent

point.

3-10
Austin Water Utility
Cost of Service Rate Study 2008
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