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L INTRODUCTION

[ 3 .
*

PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS ADDRESS.
My name is Donald J. Clayton. I am the Vice President and Chief Financial Officer
of Tangibl Gfoup, Inc. My business address is,249_2 Matterhorn Drive, Wexford, PA

15090.

Q. WHAT‘ IS YOUR EDUCATIONAL AND: PROFESSIONAL

BACKGROUND?

A. My resume is included as Attachment A.

i

.ON WHOSE BEHALF ARE YOU TESTIFYING?

¢ IS

I am testifying on behalf of PK-RE Dévelopment Company, Inc. d/b/a Greenshores-

Utility Services and d/b/a Oak Shores Water System (“PK-RE” or “Company”).

WHAT IS YOUR ROLE IN THIS RATE CASE? .

I was retained by Undine Development LLC (“Undine™) to assist in preparation of ‘the

3

. Rate Application for PK-RE. Since the filing, I have also assisted in providing -

responses to discovery in this'case.

A
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_PLEASE DESCRIBE THE WORK YOU DID IN THE PREPARATION OF -

1 Q.

2 THE RATE APPLICATION. C |

30 Al I reviewed the books and records that were provided by Russell Eppright,d his

4 accountant, a?d the system operator. I also ii{terviewed Mr. Eppright and the

5 operator. Using:;> the. infognation they provided,I appliéd adjustments to tﬁe' revenue
.6 requirem;nt, ld'eveloped ahproof of revenues, allocated expenses between the wat;r

7 ; and sewer systems, developed thg rate design, and completed the schedules r!;,quired’

8 for the Rate Af)plication.

9 Q. HAVE YOU PREVIOUSLY TESTIFIED IN A COMMISSIPN
10 PR(;CEEDING::? ; . o L
11 A Yes. My history of t;stirr'lor;y is pro{;ide& as Attachment B.

12 ; II.  PURPOSE OF‘TES’IjIMONY
13, Q.k WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS i’ROCEEDING?
14 A T@he‘ purpose of myqte;’iiTnOny is"to support the application of PK-RE to change the
{5 water and sewér rates for the utilities. I will address Schedules I (Revenue'
16 ‘Rquirement), 1I (Operations & Maintenance), III (Rate Ba;e), IV (Taxes other than
17 Income), V (Income Taxes), and VI (Rate Design), for both water and sewer. I also
K18»* address the reasonablenéss and ;ecesAsity of my expenses as reimbursable rate case
19 expense-s. "

SOAH DO’CKET NO. 473-17-2285.WS . 4 DIRECT TESTIMONY OF

DONALD J. CLAYTON -

“



10
11

12

13
14
15

16

17
18
19
20
21

22

. ) 1
I1I. REVENUE REQUIREMENT

A.  Water .

4

. PLEASE DESCRIBE YOUR WORK TO DETERMINE PK-RE’S REVENUE

REQUIREMED}T FOR THE WATER SYSTEM.

I received historical test yéér‘information from Mr. Eppright and his accountant, as
shown in Column D of Schedule I-1, Revenue Requirement Summary. If I had any
questions about the dollar amounts I was provided, I confirmed the accuracy of the
amounts by talking to Mr. Ebpright. I also received information from Mr. Eppright
and his accountant to determine the amourit of the known and measurable changes to
the historic test year information,las shown in Column E of ';his schedule. All of

these values are further explained in the supporting schedules referenced in Column

G of this summary schedule.

. WERE YOU ABLE TO DETERMINE THE ':I‘OTAL HISTORIC TEST YEAR

EXPENSES, AND THE ADJUSTED TEST YEAR EXPENSES?
Yes. As shown on this simmary schedule, total historic test year expenses were.

$409,078, and adjusted test year expenses were $418,264.

WHAT REVENUES WERE REPORTED TO YOU BY MR. EPPRIGHT?
Mr. Eppright and his accountant reported total historic test year revenues of
$402,114, resulting in a shortfall, before any réturn amounts are calculated, of $6,964.

This'means that in the test year the utility failed to cover its revenue requirement, and

_ the known and measurable adjustments mean that without rate relief, the utility will

continue to fall short of meeting its revenue requirement by an even greater amount.

SOAH DOCKET NO. 473-17-2285. WS S DIRECT TESTIMONY OF
PUC DOCKET NO. 46333 DONALD J. CLAYTON
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DID YOU PREPARE THE OTHER SCHEDULES SUPPORTING THE

*WATEAR REVENUE REQUIREMENT AMOUNT?

Yes. *Based-upon information provided by Mr. Eppright and his accountant, I
prepared Schedule I-1, Historical Revenue éummary, showing revenues received
from metered connections base rates,. metered connections gallonage rates, and

unméetered flat rates (none). Combined with other revenues (tap fees, late fees, meter

test fees, and Texas Commission on Environmental Quality, (“TCEQ”) fees), the

water utility received $402,114.14 during the test year. I also prepared Schedules I-3

and I-4, using informqtion provided by Mr. Eppright.

IS THE COMPANY PROPOSING TO PHASE-IN ITS REQUESTED RATES?
Yes. The Company is proposing to implement rat€s in three phases. Phase I reflects-

a 20% rate increase which is in line with the rate order from the Company’s previous
1

case. Phase II reflects an additional 5% rate increase which would be implemuented
one year after the Phase I rates take effect. Phase III reflects an additional 13.1% rate

increase which would be implemented one year after the Phase II rates take effect.

WHAT RETURN ON RATE BASE IS THE COMPANY REQUESTING?
The Company is requesting just a 3.27% return on rate base which will only be
achieved after the Phase II rates take effect. The 3.27 % overall return on raté base

7

pr‘oi}‘ides for debt interest but no equity return.

DID ) YOU FOLLOW THE PUBLIC UTILITY COMMISSION’S

(“COMMISSION”) INSTRUCTIONS IN PREPARING THESE SCHEDULES?

Yes, I did.

-
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. REQUIREMENT FOR THE SEWER SYSTEM.

B. Sewer

L]

PLEASE DESCRIBE YOUR WORK TO DETERMINE PK-RE’S REVENUE

]

I undertook the same activities as described above for the water revenue requirement

and prepared corresponding schedules for the sewer application.

WHAT DID YOU DETERMINE ABOUT -THE SEWER UTILITY’S

REVENUE REQUIREMENT?

' Based upon the information provided to me, I determined that historic test year total

expenses were $491,694, and total-revenues were $332,884. This means that
PK-RE’s sewer utility failed to cover its revenue requirement in the test year by the
amount of*$158,810. Adjusted test year expenses were even higher, meaning that

without rate relief, the sewer utility would continue to fail to cover its revenue

requirement by an even greater amount.

DID YOU PREPARE THE OTHER SCHEDULES SUPPORTING THE
SEWER REVENUE REQUIREMENT AMOUNT?

Yes. I prepared the same supporting schedules for sewer as I did-for water.

IS THE COMPANY)PRQPOSIN G TO PHASE-IN ITS REQUESTED RATES?

Yes. Thg Company is proposing to implement rates in three phases. Phase I reflects
a 20% rate increase which is in line with the rate order from the Company’s previous
case. Phase II reflects an additional 5% rate increase which would be implemented
one year after the Phase I rates take effect. Phase III reflects an additional 42.53%

rate*increase which would be implemented one year after the Phase II rates take

effect.

SOAH DOCKET NO. 473-17-2285.WS 7 DIRECT TESTIMONY OF
PUC DOCKET NO.-46333 DONALD J. CLAYTON



10
11
12
13
14
T 15
16

17

18

19

20 .

21°

22

23

SOAH DOCKET NO. 473-17-2285.WS 8
PUC DOCKET NO. 46333

% Y /

WHAT RETURN ON RATE BASE IS THE COMPANY REQI‘JESTING?a

The ‘Company is requesting just a 3:32% return on rate base which will only be
achieved aftér the Phés=e II rates take effect. The 3.32 % overall return on rate base-

provides for debt interest but no equity return. -

¢

DID 'YOU FOLLOW THE COMMISSION’é INSTRUCTIONS IN

1

PREPARINC THESE SCHEDULES? /

Yes, 1 did.

i -

IV. OPERATIONS AND MAINTENANCE '

A. Water

DID YOU PREPARE THE S'CHEDULES ADDRESSING THE UTILITY’S
WATER OPERATIONS A}\JD MAINTENANCE (“O&M”) EXPENSES, AND
KNOWN AND MEASURABLE cﬁAN(;fJS?

Yes, I prepared Schedules I1-1(a), I1-3(a) and (b), II-4(a), 1I-5,:11-8(a) and (b), 1I-10(a)

and (b), TI-12(a), TI-14(a) and (b), TI-15(a) and (b), TI-16, TI-17(a).and (b), II-18(a) and

(b), and 1I-19(a) and (b). The information I used to prepare these schedules was

provided to the by Mr. Epptight and his accountant. These. schedules support the

Revenue Requirement Summary Schedule I'have described préviously.

PLEASE ADDRESS EACH OF - THE KNOWN AND MEASURABLE
ADJUSTMENTS TO O&M EXPENSES ON SCHEDULE I-1.

The dnly“ known~and- measurable changes” which. were reflected in the-revenue

¥

S

requirements were for rate case préparation expenses and increases in bad debts,

Commission fees, and Taxes: Other than Income Taxes related to the requested
i *
revenue increase. The rate case preparation expenses of $20,000 were amortized over

DIRECT TESTIMONY OF
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a 3-year period and were allocated equally between water and sewer. Bad debts
expenses for water service of $2,308 were aElded and reflect just 0.42% of the total
(Phase III) requested revenue requir"?ment. . The increase in Commission fees QWéS‘

$1,976 and the increase in non-income related taxes was $200.

?

WHAT IS THE TOTAL AMOUNT OF ADJUSTMENTS TO O&M AND

OTHER TAXES YOU ARE RECOMMENDING: THE COMMISSION

APPROVE FOR PK-RE? :

v

The total amount of adjustment is $9,291.

WHAT INCOME TAX EXPENSE DID YOU REFLECT IN THE REVENUE

REQUIREMENT?

No income taxes were reflected in the revenue requirements as no return in equity is

being requested. 1
3

HOW DID YOU ALLOCATE EXPENSES BETWEEN WATER AND SEWER
SERVICE?

I allocated expenses based on the total water and sewer usage. This was the same

procedure that was followed in the Company’s most recently completed rate case.

DID YOU FOLLOW THE COMMISSION’S INSTRUCTIONS IN
PREPARING THESE SCHEDULES?

Yes, I did. ' B

w
SOAH DOCKET NO. 473-17-2285. WS 9 DIRECT TESTIMONY OF
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‘B.  Sewer S

DID YOU-“PREPARE THE SCHEDULES ADDRESSING THE UTILITY,’SJ
S)FEWER OPERATiONS AND MAINTENANCE EXPENSES, AND KNOWN
AND MEASURABLE CHANGES? |

Yes I prepared Schedules II- l(a) 11-3(b), II 4(a) II-5, 1I-8(a) and (b), 1I-10(a) and
(b), II-12(a), 1I-14(a)'and (b), I1-15(a) and (b) II-16, II-17(a) and (b), II- 18(a) and (b),

and 1I-19(a) and (b). The 1nformat10n I'used to prepare these schedules was prov1ded
to me by Mr. Eppfight and his accountant. These schedules support the Revenue

T

Requirement Summary Schedule I have described previously.

PLEASE ADDRESS EACH OF THE KNOWN AND MEASURABLE -

ADJUSTMENTS TO O&M EXPENSES ON SCHEDULE I-1. : '

L}

The only known and measurable changes which were reflected irl the revenue’

L . - 3 + 3 .
requirements were for rate case preparation expenses and increases in' bad debts,

Commission fees, and Taxes Other than Income Taxes related to the requested

1 3

revenue increase. The rate case preparation expénses of $20,000 were amortized over
P -

a t!lfee year period and were allocated equally between water and sewer. Bad debts
expenses for sewer service of $2,308 were added and reflect just 0.42% of the total

*
(Phase III) requested revenue requirement. The increase in Commission fees was
ES 4 T

$1,f130 and the increase in non-income related taxes was $2,114.

3

WHAT IS THE TOTAL AMOUNT OF ADJUSTMENTS TO O&M AND

OTHER TAXES YOU ARE RECOMMENDING THE COMMISSION

9

APPROVE FOR PK&E?
A.  The total amount of adjustment is $9,186.
SOAH DOCKET NO. 473-17-2285.WS 10 ’ ' DIRECT TESTIMONY OF
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DID YOU FOLLOW THE COMMISSION’S INSTRUCTIONS, IN

B °

PREPARING THESE SCHEDULES?

. Yes, 1 did.

V.  RATEBASE - .

_fLEASE PROVIDE AN OVERVIEW OF RATE BASE, OR INVESTED
CAPITAL, COMPONENT OF THE COST OF SERVICE CALCULATION.
Schedule III-3, for both the water and sewer systerfls, is the listing of invested capital

items that-are used and useful in providing the utility services and upon which the

¢
1

utility should be able to earn a reasonable return. I prepared these schedules using
information provided to me by Mr. Eppright, as well as the rate base schedules that

had been prepared for the prior rate case for PK-RE in 2012.

WHAT ARE THE KEY COMPONENTS USED IN PK-RE’S RATE BASE
CALCULATIONS APPEARING IN SCHEDULES II-2 OF THE
APPLICATION? a

For both the water and sewer systems, the key components are utility plant, working

cash, and reserve for depreciation.

A. Water)

~

PLEASE DESCRIBE HOW YOU PREPARED SCHEDULE III-3 FOR THE

. WATER SYSTEM.

I initially used the corresponding schedule from the prior rate case for this water =
utility. I then added plant that had been installed after that rate case, and applied the

Commission’s recommended- service lives to the new plant to determine the annual

depreciation expense. I then computéd the accumulated depreciation reserve for all

SOAH DOCKET NO. 473-17-2285. WS 11 DIRECT TESTIMONY OF
PUC DOCKETNO. 46333 DONALD J. CLAYTON
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plant in service tp’ determine the net book value of all plant in service. In the C(;urse
of. preparing  this ;chedule, we identified some capitalized plant items that had
inadvertently bee; omitted from the application from two rate cases ago. 1 e);plaine'd
this inadvertent omission in response to discovery from Commission Staff. The items
are: (1) trench cut of $46,694; (2) main line engineering and legal of $116,348;
(3) 350,000 gallon GST Engineering a;ld Legal — Greenshores,of $91,688; and_(4)

new water main of $38,070.

-
%

DID YOU DETERMINE THAT A;NY OF THE LISTED PLANT ITEMS
SHOULD BE ACCOUNTED FOR AS jCONTRIBUTIONS IN AID OF
CONSTRUCTION (“CIAC”)?

Yes. Since 2015, a number of Meters and Services have been accounted for as CIAC,

as shown on Schedule III-3, in the total amount of $12,750.00. These contributec{

. '% 3 5 3 . .
‘items are not in¢luded in the accumulated reserve for depreciation, and they are also

not included in total rate base upon which a return may be earned.

WERE YOU ABLE TO DETERMINE WHETHER ANY OTHER PLANT
ITEMS WERE CONTRIBUTEP BY DEVELOPERS OR CUSTOMERS?

Based upon the information I have received from Mr: Eppright, there are no other
items of contributed capital. It is also my understanding that the lots developed and.
sold that are served by the water system did not have any portion of these rate base

items included in the lot prices, nor were there any other reimbursements to the utility

made by customers or developers.:

v
-

*
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Q. PLEASE SUMMARIZE YOUR RECOMMENDATIONS ON SCHEDULE III-3

WATER PLANT BALANCES.

A. I have determined that the beginning plant balance, from the prior rate case, or

Iy

+

$4,941,811.89, should be adjusted for plant additions since that proceeding in-the

amount of $117,375.07, for a total ending balance of _$5,059,186.96,v. as shown on

Schedule I1I-3(a) — Water.

¥

Q. .PLEASE EXPLAIN THE WORKING CASH BALANCE APPEARING IN

- WATER RATE BASE?

L4

A. According” to the Commission’s instructions ‘and “rules, a utility may include a

working cash allowance,‘whic'h. is one-eighth (1/8) of its annual O&M Expenses.

Using the adjusted test year O&M amount of $300,7035, I calculated one-eighth (1/8)

of this amount to result in a working cash allowance in the amount of $37,588.11,

shown on Schedule III-2, line 5.

Q. WHAT IS THE WATER RATE BASE, OR INVESTED CAPITAL, AMOUNT

THAT YOU ARE RECOMMENDING THE COMMISSION APPROVE FOR

PK-RE?

-

A. As shown on,Schedule III-3, the total invested capital.for PK-RE’s water utility is

$5,071.936.96. With working cash allowance added, and reserve for depreciation

deducted, the total rate base for PK-RE water utility is $4,188,019.85.

L

SOAH DOCKET NO. 473-17-2285. WS
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B. SéWer

Q. PLEASE DESCRIBE HOW YOU PREPARED SCHEDULE III-3 'FOR THE .

SEWER SYSTEM. '

+

‘ .

A. I initially.used the-corresponding schedule from“the prior rate case for this water

5

utility. I then added plant that had been installed afier that rate case, and applied the

Commission’s recommended service lives to the new plant to determine the annual

¥

depreciation expense. 1 then computed the accumulated depreciation reserve for all

L

plant in service to determine the net book value of all plant in service.

-

Q, DID YOU DETERMINE THAT ANY OF THE LISTED; PLANT ITEMS " .

SI:IOULD BE ACCOUNTED FOR AS CIAC?

*

A. Yes. Since 2015, a’ number of tap fees been accounted for as CIAC, as ‘shown on

Schedule I1I-3, in the total amount of $12,750. These contributed items are .not

. included in the accumulated reserve for depreciation, and they are also not included in

-

total rate base upon which a return may be earned.

*~ .

Q. *WERE YOU ABLE TO:DETERMINE WHETHER ANY OTHER SEWER

_PLANT ITEMS WERE CONTRIBUTED BY DEVELOPERS OR

CUSTOMERS? ' *

¥

-

H

A. Based upon the information I have received from Mr. Eppright, there are rio other

items ‘of contributed capital. It is also my understanding that the lots developed and

sold that are served by fhe‘sewer_system did not have any portion.of these rate base )

1 -
items included in the lot prices, nor were there any other reimbursements to the utility

made by customers or developers.

SOAH DOCKET NO. 473-17-2285.WS .
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»
Il

PLEASE SUMMARIZE YOUR RECOMMENDATIONS ON SCHEDULE HI-3

SEWER PLANT BALAN CES.

#

I have determined that the beginning plant balance, from the prior rate case, or’

+

$3,043,939.55, should be adjhsted for plant additions since that proceeding in the

" amount of $45,§47.61, for a total ending balance of $3,089:187.16, as shown on

Schedulé III—é(a) _Sewer.

PLEASE EXPLAIN THE WORKING CASH BALANCE APPEARING IN
SEWER RATE BASE?

According to the Commission’s instructions and rules, a utility may- include a

working cash allowance, which is one-eighth (1/8) of its annual O&M Expénses.

" Using the adjusted test year O&M amount of $364,909, I calculated one-eighth (1/8)

" PK-RE? ~ \

of this amount to ~re§ult in a working cash allowance in the amount of $45,614, shown

-

on Schedule I11-2, line 5. : )

. !

WHAT IS THE SEWER RATE BASE, OR INVESTED CAPITAL, AMOUNT

THAT YOU ARE RECOMMENDING THE COMMISSiON APPROVE FOR

N
M

As shown on Schedule III-3, the total invested capital for PK-RE’s sewer ‘utility .is

$3,089,187.16. With working capitail allowance added, and reserve for depreciation

. A.

deducted, the total rate base for PK-RE sewer utility is $1,708,037.27.

VL . PROPOSED RATE DESIGN

-
[

DID YOU PREPARE THE RATE DESIGN SCHEDULES FOR WATER AND

SEWER? .

Yes, I did.

SOAH DOCKET NO. 473-17-2285. WS 15 DIRECT TESTIMONY OF
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PLEASE EXPLAIN WHY YOU PROPOSED RATE INCREASES IN THREE
PHASES? ' Y
As I have previously described, both the water and sewer utilities do not come close,

under existing rates, to recovering the utilities’ revenue requirements, much less earn

¢ N
. a reasonable'return on invested capital—test year returns for water and sewer were

negative $6,964 and negative $158,810, respectively. This is quite a bit of ground to
make up in one Rate Application, so in discussions with Mr. Eppright, he determined

to seek a phased-in increase in r‘aies ‘oyer a 3-year period.

The: rates in the initial phase are designed to recover additional revenues to
allow the water utility to earn a return of $64,272. Ijnder the phase I rates the sewer
‘utility would show a loss of $101,524.

. . i P
Phases 2 and 3 increases also produce additional revenues, but even after the

13

fiill phase-in of the rate increases, the retuin for watér and sewer would oniy be

»
*

3.27% and 3.32%, respectively.

3

DO YOU BELIEVE THAT RETURNS OF 3.27% AND 3.32% ARE

: REASONABLE? . ' i

" In my experience, regulatory agencies have allowed overall after tax returns in a

.

range of 8% to 9% for small utilities such as PK-RE. In my opinion, the returns
pr‘oduced by the 3-phase rate increases still fall short of providing a reasonable return
for thfe utilities. On the other hand, after the systems are purchased by Undine, -when -
one considers the returrto Undine based on ’tile proposed combined water and sewer
utility proposed purchase price of $1.8 million, something ciose to a reasonable return

can be achieved after the Phase Il rates take effect.

’ = - 1
SOAH DOCKET NO. 473-17-2285.WS .. 16 DIRECT TESTIMONY OF
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PLEASE EXPLAIN THE RATE DESIGN PRESENTED ON SCHEDULE VI-1

OF THE WATER AND SEWER APPLICATION. e -

As originally filed, the proposed rate design for water included a base service charge
that varied by meter size, and a volumetric gallonage charge th?t was a flat rate,
regardless of the level of consumption. However, after the application was filed,
discussions were held with a representative of the Office of Public Utility Counsel,
who recommended that tiered volumetric rates should be used in order to encourage
co;lsewati;n, and place a higher burden on customers whose higher usages place a
greater burden on the system; We took this suggestion to heart, and I revised the rate
design to produce the same revenues in each phase:, blilt using a tiered usage rate for
the volumetric portion of each phase. As shown in the First Errata filed on
Noyembeﬂ; 30, 2016, this fevisio‘n kept the same prqposed base service charge, but
proposes inclining block rates for consumption. I prepared the proof of revenues
included with that,First Errata that demonstrate that the revenues produced by the
tiered volumetric rates wili result in the same additionail revenues as the rates

originaliy designed.

’

HOW WERE THE SEWER RATES DESIGNED?

The sewer rates are also proposed to be increased on a 3-year phased-in basis. The

base service charge is determined by the size of the water meter at the customer’s
location. Then, a gallonage rate is applied, using the 3-month winter average water
consumption. The base.service charge increases over the three phases, but the

4

gallonage charge remains the same through all three phases.

SOAH DOCKET NO. 473-17-2285.WS 17 DIRECT TESTIMONY OF
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‘WHY DID YOU DETERMINE TO INCREASE THE BASE SERVICE

CHARGE OVER THE THREE PHASES,, BUT NOT THE GALLONAGE
CHARGE?,
The gallonage charge is designeg -to recover ‘expenses that vary with consumption.

Since the underlying expenses do not-change from phase-to-phase only the base

Y

-charge was increased.

-

DO YOU BELIEVE THE RATE .DESIGN PROPOSED' BY PK-RE IS

REASONABLE COMPARED TO OTHER WATER UTILITIES IN TEXAS?

)

®

Yes.

- $
&

WHY IS PK-RE PROPOSING A 3-PHASE RATE INCREASE?

- As I have discussed previously, the water and sewer utilities arein ‘dire rieed of

additional revenues. In order to avoid rate shock, which would result from a one-time
increase designed to recovér the revenue requiremént and produce a reasonable return

for the utility, Mr. Eppright determined to ‘phase-in the increase over a period of three

years. .

DO YOU BELIEVE PK-RE’S 3-PHASE APPROACH .OF RECOVERING
3

RATES IS REASONABLE? oo

Yes. It is quite common for a utility facing the need for an ihcrease of the magnitude

as PK-RE, to phase-in a rate increase.

SOAH DOCKET NO. 473-17-2285.WS 18 DIRECT TESTIMONY OF
PUC DOCKET NO. 46333 - DONALD J. CLAYTON
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VIL RATE CASE EXPENSES

PLEASE DESCRIBE THE PURPOSE OF YOUR DIRECT TESTIMONY ON
RATE CASE EXPENSES.

The -purpose of my direct testimony on rate case’ expenses is to: (1) support Rate
Filing Package Schedules II-17 Rate Case Expenses in tl}e Rate Application, (2)

explain the reasonableness of rate case expenses incurred in filing this application,

and (3) explain how PKITRE is seeking to recover its rate case expenses.

IN YOUR PROFESSIONAL EXPERIENCE, ARE THE RATE CASE
EXPENSES INCURRED IN FILING THIS APPLICATION REASONABLE?

I. believe the rate case expenses incurred in preparing this filing are entirely
reasonable. Rate case expenses have largely been driven by the need to ‘fxire a
consultant to aid in preparation of this application. I was retained by Undine as a
consultant to help prepare this filing with the help of Mr. Eppright. In preparing this
filing, I reviewe;i the books and r@cofds that were provided by Russell Eppright, his
accountant, and the system operator.L I also.interviewed Mr. Eppright and the
operato‘r. Using the information they provided, I applied adjustments to the revenue
requirement, developed a proof of revenues, allocated expenses between the water

and sewer systems, developed the rate desigﬁ, and completed the schedules required

for {he. Rate Applicatiion. I charged a lump sum amount of $15,000 for the

21
22

23

—preparation-of-the-Rate-Application;-which-is-a’common-practicé_for-me and.allows

me and the client to budget for the work that is needed. I believe this lump sum

amount is reasonable. At my hourly rate of $200, the lump sum invoice covered 75

b

hours of work. I estimate that I spent at least that amount of time in the preparation

SOAH DOCKET NO. 473-17-2285.WS 19 . DIRECT TESTIMONY OF
PUC DOCKET NO. 46333 DONALD J. CLAYTON
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22

of the Rate Application. My fee of $200 per hour is reasonable and in line with the:

rate I charge to other clients. Undine also retained counsel to aid in the preparation of

this filing, andl those costs are supported in the Direct Testimony of Georgia N.

Crump.

H

The detail. of rate case expense can be found in Schedule TI-17 of both the

water and sewer applications.

&

Cumulative rate case costs paid to consultants, ,

accountants, and others based on bills received from Lloyd Gosselink Rochelle &

Yy on

Townsend, P.C. as of the date of filing are $61,578.46. Supporting invoices as of the

date of ﬁling for. this amouni%an be found’in the-Direct Testimony of Georgia N,

Crump, Attachmén{s B and C. Total rate case,expense as of the date of filing is

. $61;578.46.

&

HOW IS PK-RE SEEKING TO RECOVER ITS RATE CASE EXPENSES?

1

i
A

~

-

Pursuant to 16 Tex. Admiin. Code § 24.33, PK-RE seeks to recover all reasonable and

s

necessary rate case expenses that it incurs in connection with this proceeding. PK-RE ,

v ‘ X ‘ ~ a $ -
proposes to recover reasonable and hecessary rate case expenses through a surcharge

assessed over a 36-month period.

A

'PK-RE reserves the right to requé§t that all rate -

case expense issues-be severed from this proceeding and considered in a separate

docket, if such severance would serve the interest of efficiency, and avoid the need to

L]

-
-~

e * v 4 - . -
estimate and update rate case expenses before the expenses are finalized.
5 . #

K

- VIIL CONCLUSION

DOES THIS CONCLUDE YOUR TESTIMONY AT THIS TIME?

Yes it does.

*

3 n *

SOAH DOCKET NO. 473-17-2285.WS
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DONALD J. CLAYTON/ Principal

Mr. Clayton has over.35 years’ experience serving the ut111ty industry as both a consultant and an exécutive. His
consultmg expertise includes public utility valuation, deprematxon plant rate base, cost of service and rate design as
well as economic analysis and financial modeling. His executive service includes Vice President and Treasurer of
both DQE and its electric utility subsidiary, Duquesne Light Company, President of the AquaSource water and
wastewater utility company and President and Chief Operating Officer of Conjunction LLC in New York State. In
addition to his consulting practice Mr. Clayton is act1vely involved in Tangibl’s electric generation and battery
storage development activities.

Mr. Clayton holds a Bachelor of Science in Civil Engineering-and a Master of Business Administration from
Rensselaer Polytechnic Institute. He is a registered Professional Engineer in the Commonwealth of Pennsylvania, a
Chartered Financial Analyst and a Certified Depreciation Professional.

Professional Experience

2007 ~PRESENT ..ccoees. et TANGIBL GROUP, INC. (Formerly Tangibl, LLC)
PRINCIPAL
VICE PRESIDENT CHIEF FINANCIAL OFFICER

As the Prmc1pa] in charge of Rate Consulting at Tangibl Group, Inc., Mr. Clayton is responsible for a wide range of
a551gnments including rate and depreciation studies for electric, gas, water, wastewater, thermal.and railroad
companies and cost of service and rate design studies for electric, gas and water utilities.

Mr. Clayton is also actively involved in Tangibl’s'development activities related to electric generating stations, and
battery storage. . . i

2005 — 2007-ccveeserrenreenresrrssseesenees R R e GANNETT FLEMING, INC.
' DIRECTOR, REGULATORY ECONOMICS

In this positionMr. Clayton conducted depreciation and rate related studies for studies for electric, gas; thermal,

water, wastewater and railroad companies, !

2002 — 2005 «cvovvneibunsienmensesnisnssinscnncnaaensd eveereerernsressetessessesiessessersereeressertriestesteseesassaeneaeeestases CONJUNCTION, LLC
PRESIDENT AND CHIEF OPERATING OFFICER

Conjunction LLC was formed to develop a high voltage direct current transmission line from upstate New York to
New York City. . )

L1}
*

* Responsible for day-to-day activities of the firm, raising equity capital to fund the project and negotiation of
numerous contracts and agreements between the Company and its consultants, lawyers, land owners and

investors.
e Responsible for preparation of the Company s transmission siting filing under Article VII before the New York
Public Service Commission and the FERC filing for merchant transmission line status. ¥
A3 : Y L
2000 - 2002 ................................................................. et saaesees ENERGY LEADER CONSULTING, LLC
: PARTNER

#

!‘ * 13 - - . o,
Energy Leader Consulting provided strategic consulting to energy companies concerning opportunities related to
electric generating stations.

8

¢ Performed acqulsltlon analysis for genérating stations, identification of power plant development opportunities
throughout the U.S. market and diagnostic studies for electric generafors.

21
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e Led multi-million dollar study for Amtrak to determine the fea51b111ty of usmg their railroad rights-of-way for
v electric transmission. ]
¥

1985 = 2000l e tss st it - DQE
- VICE PRESIDENT AND TREASURER
i . . PRESIDENT — AQUASOURCE

."MANAGER - VALUATION AND PROPERTY RECORDS DEPARTMENT
- b v .

s Mr. Clayton developed and directed the AquaSource water and wastewater utility subsidiary where he managed
all aspects of a rapidly growing busingss, including development of the initial business plan, integration of
acquisition targets, recruitment of executive staff, and political and regulatory relations. He also headed the rate
case filed in Texas for a statewide tariff related to the small water and wastewater companies acquired by
AquaSource.

e As Vice President and Treasurer Mr. Clayton was respons1ble for corporate finance, financial planning,
corporate budgeting, cash management and investor arid shareholder relations ‘during a period “of unprecedented
orgamzatlonal arid rharketplace changes. While he was Vice President and Treasurer, he was the stranded cost
‘witness for Duquesne Light Company i in their restructuring proceeding before the Pennsylvania Public Utility
Commission. .

o

e  Mr: Clayton’s first position with DQE was as Manager of the Valuation and Property Récords (Fixed Assets)
department, where he was responsible for the Company's $5+ billion of fixed assets and the construction cost -,

¢ accounting system, at a time when two nuclear electrical generation plants were being built and added to rite
base. Whilé in thi§ position, he was the company's rate base and depreciation witness in its two largest rate .
cases. = “ :

1980 - 1985 ............ Leireeesseen st S R R s PRICE WATERHOUSE

o . MANAGER PUBLIC UTILITY INDUSTRY SPECIALTY GROUP
e Performed numerous cost-of-service, rate design, deprec1atron and other valuation and rate related assignments
*+ for electric, gas, water and sewer clients in the public¢ and prrvate sectors.

e Developéd a PC-based cost of servrce program and completed a program for’ evaluatrng street hghtmg

1977 = 1980/ ccvs Srrrerrrrsnsnsins et S, GANNETT FLEMING, INC.

o Performed numerdus studies in the areas of depreciation:and cost of service for electric, gas, telephone, water,
wastewater and railroad companies.

e Presented expert téstimony before the Pennsylvania Public Utlhty Commission, the Alaska Public Utilities
Commission and Monmouth County Court in New Jersey.

-

e Completed assignments for more than'50 companies, mcludmg elecmc, gas, water, and telephone and railroad
clients.

* Participated in the valuation related to the $2.1 Billion’ conveyance -of the former Penn Central Railroad to
Conrail and provided the analytics-for three successful tax cases involving more than $300 mrlllon in tax
deprecratlon for the Union Pacific, the Burlmgton Northern and the Chesapeake & Ohio Rarlroads

s #

22



Attachment A+
‘ Page 3 of 3
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Page 30f 3

Continuing Education

¢ All programs offered by Depreciation Programs, Inc.
s Manageinent training courses offered by the Edison Electric Institute.
e  Utility accounting seminars offered by Salomon Brothérs.

% ]
Professional Societies
Mr. Clayton is an active member of the Society of Depreciation Professional where he has served as Treasurer and

as a Board Member. He is an instructor at their annual depreciation training sessions where he has taught the basic
and intermediate life analysis courses and the advanced course on preparing and defending a depreciation study.
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ATTACHMENT C

. * . Page 1 of 2
/‘i/a ngibl. | v

e

. ¥
\‘/ " 301 Oxford J\Iall‘e Rd / Suite 1604 / Yardley, Pennsylvania 190477706
’ \ / TEL 215.36;9345 / FAx21s.369.93i4/w::.mgibzfcam : I N VOI CE
SOLD TO: Undine LLC DATE:  June 10, 2016
10913 Metronome Drive INVPICE #: 40-35701.01
Houston, TX 77043 TERMS: * Net 30 Days

ATTENTION: - Mr, Ed Wallace

FORM OF CONTRACT:
REQUESTED BY: Ed Wallace ~

PROJECT:  P&K Development

-

v

B . . 5 ‘
SCOPE OF SERVICES: Prepare base rate case as of 12-3-15.

}

PROFES§IONAL SERVICES TERM: 04/01/16 THROUGH 05/31/16
’ L ‘ AMOUNTS

Lump Sum Quotation $15,000.00
Previous Amount Tnvoiced $0.00
Amount Due This Period - $15,000.00
Remaining Amount . $0.00

TOTAL AMOUNT DUE THIS INVOICE: $15,000.00

26
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| ATTACHMENT C
* Page 2 of 2

/“{'lja‘ngibl

~ U o INVOICE

, Tangibl Group, Inc. | 201 King of Prussia Road | Suite 650 | Radnor, Pennsylvania 19087

_ Vi e STl zw, a";v.;'!’an'gihl, LLC Is now Tangibl Grot;p, Ing.”If paying by check please send to out new address al‘hove.

oy B E .
B L T ap e S )

SOLDTO: Undlne, LLC DATE:  March 31, 2017
. &
10913 Metronome Drive INVOICE #: 357001.002
Houston, TX 77043 TERMS: % 10 Net 30

2 e ot g e g s - (g v o g ring .

ACH PAYMENT TO CO\{ENANT BANK: 031919021 11000811061

ATTENTION: ’ Ms. Carey Thomas ‘
FORM OF CONTRACT: Verbal

REQUESTED BY:! Mr. Ed Wallace

PROJECT: h PK-RE Rate Case .

SCOPE OF SERVICES! Provide litigation support for PK-RE Rate Case:

- Respond to Staff data requests —set 1 - 40 hours
- Develop settlement rates — 5 hours

»

PROFESSIONAL SERVICES . ‘ TERM: 02727/17 THROUGH 03/31/17.
LABOR: .
HOURS CLASSIFICATION AMOUNTS
40 Executive @ $200 CLADO1 = Donald J. Clayton, P.E. $8,900.00
5 Execlitive @ $200 CLADO1 = Donald J. Clayton, P.E. - $1,000.00
SUBTOTAL: $?,000.00
TOTAL AMOUNT DUE THIS INVOICE: $9,000.00
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