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Copies of the end of test year account statements are enclosed which clearly shows that
they are different accounts and the prior Commission Order had nothing to do with Account

“1315000 Business Truist MRS”.

Finding 5: Operating Revenue.

The Audit proposes to increase test year revenues by $7,327,03 believing that the Utility did
not charge the base facility charge to several residential customers.

Residential base facility charges are billed in advance and the usage charges are billed in
arrears. Due to the transient nature of the customer base, with tenants frequently moving in and
out, one customer may be responsible for the base facility charge while another is billed for the
usage at the same address—resulting in two separate bills for a single meter. To identify the 141
accounts deemed “unbilled” base facility charges, the Audit simply summed the total for the rate
code labeled “Residential Usage Only” for the test year. However, this approach overlooked the
fact that the base facility charge was accounted for under a different rate code for the same meter.

The Utility balanced the Billing Summary in the MFRs with its billing reports provided to the
auditors, reconciling to within one bill of the 22,117 total test year bills. If the Audit’s claim were
accurate, the Utility’s reconciliation would have been off by 142 bills—not just one. The $7,327.03
in base facility charges was properly charged to the customers in accordance with the Tariff. The
Audit finding is effectively charging 2 base facility charges for a single meter and if the Utility
were to do this the Utility would be in violation of its Tariff.

The Operating Revenue should not be increased by $7,327.03 for the test year.

Finding 6: Accumulated Depreciation & Depreciation Expense.

The Audit proposes to increase accumulated depreciation for Accounts 391.7 and 395.7 by a
total of $36,399, and to decrease depreciation expense for those same accounts by a total of
$18,854 to reflect the effect of salvage value on depreciation.

The longstanding Commission interpretation of the salvage value on depreciation Rule for
water and wastewater utilities has been to exclude the use of adjustment to depreciation lives for
salvage although it appears in the Commission Rule. The exclusion of salvage components has
been consistently applied by the Commission and, should a change in practice or interpretation be
determined, the change would amount to a change in accounting and should only be applied
prospectively.

The consistent acceptance by the Commission of the exclusion of salvage adjustments in every
previous K W Resort Utilities Corp. rate case, including the last two that went to a formal hearing,!

1 And in just about every other water and wastewater utility rate case for the past two decades.
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is tantamount to the granting of a waiver to the Rule. Prior notice should be given to utilities if the
Commission intends to change this longstanding interpretation of the Rule which would allow
utilities to request exceptions or waivers if appropriate.

The Rule states, “Average service life depreciation rates based on guideline lives and salvages
shall be used in any Commission proceeding in which depreciation rates are addressed, except for
those utilities using depreciation rates in accordance with the requirements listed in subsections
(6) and (7) of this rule. A utility shall also implement the applicable guideline rates for any new
plant to be placed in service”, where the underlined section pertains to requests for waivers.

It is the Utility’s opinion that the historic acceptance of the lives without salvage is tantamount
to granting an exception or waiver, and if that exception or waiver is to be withheld, the Utility
should be allowed an opportunity to request the re-instatement of the exception or a waiver.

It is the Utility’s opinion that the salvage adjustments included in the Rule are outdated and
should be revised. Since this portion of the Rule has not been implemented, there has not been a
focused effort to review the appropriateness of the salvage rates. For example, a 10% salvage for
communication equipment is unreasonable, as communication equipment is replaced when it is
obsolete, so the replaced equipment has no value and there is not a market for it.

Should you or Staff have any questions regarding this response please do not hesitate to
contact me.
Very truly yours,

/s/ Martin S. Friedman
Martin Friedman

MSF:

Cc: Suzanne Brownless, Esquire (via email)
Matt Sibley (via email)































