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1.

Introduction

The purpose of this Cost Allocation Manual (“CAM”} is to document the cost allocation processes of
SouthWest Water Company (“SouthWest”) and its affiliates from recording the original transaction
through the allocation of costs to entities receiving services from SouthWest and its affiliates. The
CAM is to.ensure that expenses are allocated as necessary to the appropriate entity. The process of
properly allocating costs is important in setting just and reasonable rates as well as in minimizing the
opportunity for cost subsidies among entities. There are three elements of cost allocations in
SouthWest, namely; Corporate cost allocation, Utility Group Allocation, and Texas Utilities cost
allocation, Those three types of cost allocations are discussed later in this CAM.

SouthWest will periodically evaluate its cost allocation methodologies to determine if changes to
such processes are appropriate, and revise those methodologies as necessary.

1.1

1.2

Definitions
The following terms and abbreviations are used within this CAM document:

Cost allocation is the distribution of common cost to or from more than one activity.

Cost center is an account coding that denotes cost responsibility primarily for management
purposes.

Direct costs are those costs that are specifically associated with an identified operating entity
or group of identified operating entities. This means that it is known exactly to which
operating entity or group of operating entities these costs relate.

Indirect costs are those costs that are not associated with an identified operating entity. This
means that the costs indirectly support all entities or directly support the operation of
SouthWest.

TXU AdMIn oo, Texas Utility Administration

ol o ....... Cost Center

CSC .ot Customer Service Center

DOA ....occiinninimimrmrieressrnin Delegation of Authority
EHS..ooiiinicnnnieennionn Employee Health and Safety

FSC ..o e Financial Service Center

IT i Information Technology

OPS ..ot s Operations

PO ..o, Purchase Order

SAP . e Systems, Applications and Products in data processing
FICO ..o Financial Accounting and Controlling
WW e Waste Water

Process Used To Segregate Between Indirect And Direct Costs

Invoices are received by mail and/or electronically. They are distributed for approval and for
coding by the appropriate persons. If the invoice includes charges directly traceable to a
specific business unit, it is coded directly to the business unit. If the charges cannot be
traceable or is related to corporate, the invoice is approved and coded to the responsible
corporate area.
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2. Corporate Cost Allocation

Currently, SouthWest affiliates are grouped under three major business segments. Those segments
are:

e Suburban Water Systems (“Suburban”)—a regulated class A water utility in California

e Texas Utilities—regulated water and wastewater utilities and related customer service
operations throughout Texas

e Southeast Utilities—representing water, wastewater, and to a much smaller extent
operations and maintenance contracts in Alabama

Allocation of Parent Company expenses is based on a 3-factor allocation methodology as approved
by the California Public Utilities Commission (“CPUC") in Decision 14-12-038 “Decision Adopting
Settlement between Suburban Water Systems and Office of Ratepayer Advocates (ORA) and
Determining Unsettled Issues”. Calculations are in accordance with the general methodology
described in the CPUC's July 26, 1956, four-factor procedure “Allocation of Administrative and
General Expenses and Common Utility Plant”. By “general methodology” we mean that the CPUC
excluded the fourth factor, connections. Also, recently discontinued Blue Mound and soon to be
discontinued Midway, are excluded. Below is the adopted computation of allocation percentages:

Per Settiement Agreement with ORA

Direct Operating Expense Payroll End of Year Gross Plant Per Seftiement Agraement with ORA |
Company Recorded 2012 Recorded 2012 Recorded 2012 Total l Average
Amount, $ | Percent | Amount § | Percent | Amount, $ [ Percent Percent (Percent
ALLOCATION FACTORS
Suburban Water Systems 34,410,816 48.3% 7,749,136 48,7% 207,656,138 42,8% 139.7% 46.57%
Texas Ulilitles
Monarch Utilities 18,816,862 26.4% 5,364,056  33.7% 131,109,018  27.0% s7.1%[____ 20.03%]
Windermere 4,181,216 5.9% 448,506 28% 44,439,171 9.2% 17.8% 5.95%
Homsby Bend 2,418,215 3.4% 213,338 1.3% 27,047,852 5.6% 10.3% 3.43%
Diamond 892,938 1.3% 318,840 2.0% 3,811,625 0.8% 4,0% 1,35%
Water Services Inc 964,327 1.4% 202,263 1.3% 8,302,072 1.7% 4.3% 1.44%
Huntington 32,215 0.0% 5,809 0.0% 635,367 0.1% 0.2% 0.07%
Invemess 156,921 0.2% 28,765 0.2% 1,774,758 0.4% 0.8% 0.26%
Mid-Tex 3,398 0.0% - 0.0% 0 0.0% 0.0% 0.00%
SW Utiiity 17,111 0.0% 4,657 0.0% 90,881 0.0% 0.1% 0.02%
Tenkiller 263,600 0.4% 95,943 0.6% 1,046,325 0.2% 1.2% 0.40%
Metro - Continued Operations 697,271 1.0% 13,461 0.1% 4,526,076 0.8% 2.0% 0.66%
Southeast Utilittes
Riverview Waslewater 1,996,458 2.8% 135,611 0.9% 31,580,266 6.5% 10.2% 3.38%
North Shelby & Other 4,472,893 6.3% 878,667 5.5% 22,257,237 4.6% 16.4% 5.46%
North County Water 201,819 0.3% 16,255 0.1% 1,337,439 0.3% 0.7% 0.22%
11 Contracts {per Rebuttal) 1,793,205 2.5% 433,696 2.7% 5.2% 1.75%
71,317,262 " 100.0% 15,909,402 * 100.0% 486,614,028 * 100.0% 300.0%" 100.0%

SouthWest’s allocable indirect costs by functions are as follows:

1. Executive—the executive team and the Board of Directors responsible for providing strategic
vision, business strategy, management oversight and overall direction to the company.

2. Legal—responsible for providing counsel on legal matters as well as litigation strategy and
management.

3. Information Technology (“IT”})—responsible for operating and maintaining a uniform,
efficient and flexible IT platform capable of addressing the increasingly complex current and
future operational, financial, and business needs of SouthWest.
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4. Finance—responsible for the accurate and timely accounting for corporate transactions,
preparation of financial statements, preparation of budgets and forecasts, accounts payable,
payroll, treasury, risk management, audit, tax, and providing management with the financial
information necessary for informed operating and financial decision making.

5. Human resources—responsible for employment policies, practices and employee related
matters; arranging for both company and employee-paid benefits such as medical, dental,
vision, life, and disability insurance; and for managing the company’s workers compensation
obligations. '

6. Facilities—responsible for expenses of the corporate office facilities such as lease, repairs &
maintenance, supplies, utilities, and telecom voice lines.

7. Internal Audit—responsible for evaluating design and effectiveness of compliance with
established policies and procedures.

Transaction flow for common costs to business units:

Invoices are received by mail and/or electronically. Invoices received without a PO number are
distributed to the appropriate persons for coding and approval. Invoices with a PO number are
forwarded to Accounts Payable (AP).

Corporate invoices (without a PO number) are coded and approved by the appropriate persons and
forwarded to AP. AP reviews the invoice to verify authorization and documentation for adherence
to DOA and stamped with the date of receipt. AP enters each invoice into SAP to (1) process for
payment to vendor and (2) post into SAP general ledger per the coding.

Invoices with PO numbers are processed in alignment with the approved PO in SAP.

Salary and wages are posted directly into SAP when the payroll department executes payroll for each
pay period. Corporate employees are set up in SAP by the Human Resources department under
specific functional areas or costs centers described above. When the payroll department executes
payroll each pay period, the salaries and wages are posted into the corporate cost centers.

Corporate expense items not included in an AP’s entry that are entered into SAP may be manually
accrued as part of the month end close process related to indirect costs.

Prepaid items are amortized by journal entry for corporate expense.

Once the invoices and manual journal entries for month end have been posted into SAP, the SAP
general ledger is closed for the month.

Total corporate operating expense amounts (see listing above) are allocated by SAP each month to
business units applying the 3-factor percentages to recorded corporate costs.

3. Texas Utilities (TXU) Cost Allocation

The Texas Utilities (TXU) is a business segment of SouthWest Water Company consisting of 9 PUCT-
regulated utilities, one Oklahoma regulated water utility, one Oklahoma non-regulated wastewater
utility, and one wholesale water supplier with rates determined by contractual agreement. The
regulated utilities listed below show the type of service, whether rate-making is set by a reguiator,
and the states where the businesses operate:
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Company Name: :

- Rate-Making .

7 State of

Regulated by.PUC . Operations
Tenkiller Utility Co. Water | Yes o Oklahoma
Tenkilier Utility Co. ww No Oklahoma
Diamond Water Co. Water Yes Texas
 Water/WW | Yes |Texas
Huntin Water  Yes Texas
_Inverness Utility Co, Inc. Water Yes Texas
Mid-Tex Utilities, Inc. Water/WW Yes Texas |
_Monarch Utilities |, LP Water/WW Yes Texas
SW Utility Co. Water Yes Texas
‘Water Services, inc. | Water Yes Texas
Windermere Utility Co. Water/WW Yes Texas
Metro H20, LTD Water No Texas

Texas Utilities costs are allocated based on meter equivalent factors calculated using prior year end
“active” connections. This method was developed to reasonably distribute these costs across each
Texas utility with meter equivalents being a fair approach for allocating these expenses. Meter
equivalents are based on active connections multiplied by each connection’s meter equivalent using
the standard published by the American Water Works Association ("AWWA”"), as shown in the table

below.

2inch
] _3inch _...15.00
! 4 inch 25.00
P 6 inch 50.00
L 8 inch 80.00

"‘Source: AWWA

Then, a spreadsheet is prepared showing all the meter equivalent ratios for the 12 utilities. Sources
of Texas Utilities indirect costs are allocated to benefiting utilities based on each utility’s percent of

total meter equivalents.

Sources of Texas Utilities costs:
¢ Administration

Direct Overhead Costs consists of direct support of the following services, and allocated
across all G/L accounts using total meter equivalent ratios:

o Management
Information Tech

O O 0O O

nology (IT)

Employee, Health and Safety (EHS)
Financial Service Center (FSC)
Customer Service Center (CSC)

1002




. TXUAdministration Direct Overhead Costs = -~ = " /=
Management and EHS FSC csc
CC 20000033, IT CC 20000900 CC 20000034
2000903

e Field Offices (Operations)
Direct Overhead Costs that are charged to shared field offices operations centers includes
general employee costs, vehicles, supplies, office materials, rent, and other costs that are
shared by the systems in these areas.
Direct Overhead Costs are captured using shared cost centers broken down by regional
directors {East and West), and field work centers. East Region consists of Benbrook, Conroe,
Mabank, and Pottsboro operations, West Region consists of Austin and San Antonio
operations. Below is the summary of the field offices and its operations:

, TXU-Shared Field Offices Direct Overhead Costs == ...
Regional Director Regional Director
East Shared West Shared
Benbrook Ops Shared Austin Ops Shared
Conroe Ops Shared San Antonio Ops Shared
Mabank Ops Shared
Pottsboro Ops Shared

Texas Utilities companies serve customers in 32 counties across Texas and 1 in Oklahoma with the
shared operations work centers indicated by blue dots.

Pottshoro

1003




East Shared —Cost from East Regional director and staff are allocated to the following
utilities:

a. Monarch
b. SW Utility
¢. Tenkiller
_orweie it East Shared {CC30200301) v0 7 s oooocd
Monarch SW Utility Tenkiller
Co 3020 Water & WW Co 2000 Co 2000

Benbrook Ops Shared—Utilities in the Benbrook operations area (near Dallas/Fort Worth)
share resources {(employees, vehicles, etc.); therefore cost center 30200095 was established
as the home for these costs until they are distributed each month to the varlous utilities in
the service area.

I o2 Benbrook Ops Shared (CC 30200095) -+ ¢
Monarch Monarch
Co 3020 Water Co 3020 WW

Conroe Ops Shared—Utilities in the Conroe operations area (north of Houston) share
resources (employees, vehicles, etc.); therefore cost center 30200097 was established as the
home for these costs until they are distributed each month to the various utilities in the
service area.

e - Conroe Ops Shared (CC30200097) = -+ - - -
Monarch SW Utility Monarch
Co 3020 Water Co 2000 Co 3020 WW

Mabank Ops Shared—Utilities in the Mabank operations area (east Texas) share resources
(employees, vehicles, etc.); therefore cost center 30200096 was established as the home for
these costs until they are distributed each month to the various utilities in the service area.

‘Mabank Ops Shared (CC 30200096) " -~ =
Monarch Monarch
Co 3020 Water Co 3020 WW

Pottsboro Ops Shared-Utilities in the Pottsboro operations area (Texas/Oklahoma border)
share resources (employees, vehicles, etc.); therefore cost center 30200094 was established
as the home for these costs until they are distributed each month to the various utilities in
the service area.

"% &.23 7 Pottsboro Ops Shared (CC 30200094) .- *
Monarch Tenkiller Monarc
Co 3020 Water Co 2000 Co 3020 WW

West Shared— Cost from West Regional director and staff are allocated to the following
utilities:

a. Diamond

b. Hornsby Bend
¢. Huntington

d. Inverness

e. Mid-Tex Utility
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f. Metro H20
g. Monarch
h. Water Services
i.  Windermere
Austin Ops Shared—Utilities in the Austin operations area share resources (employees,
vehicles, etc.); therefore cost center 20000277 was established as the home for these costs
until they are distributed each month to the various utilities in the service area.
T T T T R astin Ops Shiared (CC 20000277) .
Hornsby | Huntington | Inverness | Mid-Tex | Metro H20 Monarch
Bend Utility Co 3020
Co 2000 Co 2000 Co 2000 | Co 2000 Co5010 | Water & WW Co 2000

Windermere

San Antonio Ops Shared—Utilities in the San Antonio operations area share resources
{employees, vehicles, etc.); therefore cost center 20000278 was established as the home for
these costs until they are distributed each month to the various utilities in the service area.
" san Antonlo Ops Shared (CC 20000278).
Monarch Diamond Water Services
Co 3020 Co 2000 Co 2000

4. Utility Group Cost Allocation

in 2003, SouthWest created a new entity, Utility Group, to provide management, regulatory, and
communications services to SouthWest’s regulated affiliates that are currently located in: Texas,
Alabama, California, and Oklahoma. Staffing for this entity are drawn from former employees of
Suburban,

In 2010, four Utility Group employees were transferred to Suburban and one position was
eliminated. Remaining in Utility Group are the Vice President of Regulatory Affairs, the Manager of
Regulatory affairs, the Regulatory Analyst, and a currently vacant position for a Director of
Regulatory Affairs. The Utility Group provides regulatory services to SouthWest's regulated affiliates,

Utility Group costs are allocated to other entities using the same 3-factor allocation methodology as
described earlier for the corporate cost allocation.
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