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PSC-052 
Regarding: Qualifications  
Witness: Close 

 
a. Please describe in more detail your qualifications to analyze financial models, 

specifically your experience in depreciation analysis and cost of service models. 
 

b. In how many rate cases before the state of Montana, or other states, have you 
provided expert testimony? 

 
RESPONSE TO PSC-052: 
 

a. As the Vice President of Operations and Engineering of the American Water 

Works Company’s western region operating companies Mr. Close was responsible for the 

justification of capital improvements including all adjustments to rate base as well as 

justification of all operations and maintenance expenses for all four AWWC operating 

companies, California American Water Co., Arizona American Water Co, New Mexico 

American Water Co, and Hawaii American Water Company. In this role Mr. Close was 

responsible for the day to day operations of each operating division which included the 

documentation (work orders) for all capital improvements to the water systems including 

all retirement work orders (cost of removals, salvage value, etc.), and maintenance work 

orders. This documentation was used to adjust utility plant/rate base and served as the 

basis for the depreciation study that was submitted to the commissions for approval to 

justify the depreciation rate for each asset class/utility plant account. 

Currently as the National Director of Utility Management Services at HDR, Mr. 

Close manages the Utility Rate and Finance technical services which provides utility rate 

studies, impact fee studies, cost of service studies, utility financing support, and other 

utility finance services to both public and private water and wastewater utilities across the 

country. The Utility Rates and Finance practice lead who works for Mr. Close is Mr. Tom 



 

 

Gould who annually teaches the AWWA utility rate course across the country. Mr. Close’s 

responsibility is to provide management and technical oversight of the Utility Rate and 

Finance services that HDR offers its clients.   

b. Mr. Close has not testified in front of the Montana PSC previously but has 

testified and participated in over 15 rate case proceedings in California, Arizona, New 

Mexico, and Pennsylvania. 

  



 

 

 
PSC-053 

Regarding: Industry Standards  
Witness: Close 

 
a. What proxy companies are included in the industry standards referenced 

throughout your testimony? If there are no comparable companies, please 
indicate how a comparison can be made between companies. 

 
b. What proxy companies, if any, were used in your analysis of Mountain Water? 

 
c. Regarding industry standards, please explain the legal ramifications of not 

being in compliance with industry standards. Is Mountain Water breaking the 
law?  

 
RESPONSE TO PSC-053: 

 
a. As the Vice President of Operations and Engineering at AWWC, Mr. Close was 

responsible for the day to day operations, engineering, water quality (including 2 state 

certified laboratories in CA), risk management, planning, construction, and rate recovery 

of four AWWC operating companies. Several of the division operations, including 

Monterey, LA, Paradise Valley, etc. have very similar type operations as MWC. 

Additionally Mr. Close was a senior design engineer in AWWC’s corporate engineering 

department and was responsible for the capital improvements and operations of 

numerous projects supporting the AWWC’s operating companies across the country. In 

this capacity Mr. Close had the opportunity to inspect and assess the condition and 

operating efficiency of most of AWWC’s operating divisions. As AWWC is the largest 

investor owned utility in the country, Mr. Close was exposed to and has experience with a 

broad and diverse number of water utility operations. Additionally during his tenure at 

AWWSC Mr. Close was responsible for the development and preparation of many of 

AWWC’s engineering standards and operating procedures that are still used today.  



 

 

 

At HDR, Mr. Close serves as the National Director of Utility Management Services 

and in this capacity provides high level utility management consulting services including 

the optimization of a utility’s operation and management that have resulted in the savings 

of $100 millions in operating costs. These optimization projects establish performance 

goals and metrics as compared to numerous public and private utilities benchmarked by 

HDR over the past decade.   

b. AWWC, AWWS, California American Water Co, Arizona American Water Co, 

New Mexico American Water Co, Hawaii American Water Co, Pennsylvania American 

Water Co, New Jersey American Water Co, Kentucky American Water Co, Missouri 

American Water Co, Iowa American Water Co, West Virginia American Water Co, 

Tennessee American Water Company, Ohio American Water Co, Indiana American 

Water Co, City of San Diego, Otay Water District, Seattle Public Utilities, San Antonio 

Water System, City and County of Honolulu, San Jose Water Company, Citizens Utilities, 

Village of South Orange, NJ; CCWRD, City of Chula Vista, City of Boulder (CO), and 

many more.   

c. While MWC is not breaking any statute or code, MWC is violating best 

practices by not meeting industry standards for the condition and operation of its utility 

assets.  MWC would be breaking the law if they did not comply with all state and federal 

water quality standards and other regulations including environmental regulations.    

 
  



 

 

PSC-054 
Regarding: Depreciation  
Witness: Close 

 
a. Please provide specific evidence of the questionable capital expenditures and 

accelerated depreciation that you reference on page 4 of your testimony. 
 

b. Please explain your reasoning as to why depreciation does not also benefit 
ratepayers. 

 
RESPONSE TO PSC-054: 
 

a. Regarding the accelerated depreciation, please see the report disclosed in 

response to MW/WWH-013.  Regarding the questionable capitalized items, upon a review 

of the capitalized items from 2012, 2013, and 2014, there were numerous items that appear 

to be improperly capitalized, especially for replacement/repair items. If an asset is 

replaced, there should be a corresponding retirement work order that records the cost of 

removal and any salvage value (if applicable). All replacement assets should have some 

cost of removal noted and Mountain Water appears to be capitalizing that cost. The 

detailed list of Mountain Water’s 2012, 2013, and 2014 capitalized expenditures are 

produced with this response (CITY-PSC 002195-002205).  Examples include: 

• 2014 
• Job # 31110063 - Carter Lake Spillway $727.32 - appears as 

maintenance since there is no direct asset). 

• Job# 31130101 - Repl 20" main on Hillview $804,131 - there 

should be cost of removals and disposal costs that should be 

charged to the depreciation account and treated as an expense. 

What appears to be happening is that is cost is the total cost of 

the contract from a contractor and instead of having the 



 

 

contractor break out the cost of removal and disposal on a 

schedule of values that are capitalizing those costs. 

• Job# 31140046 - Repl pump/motor at Momont W17 - There 

should be the cost of removal of the existing pump and motor 

plus the disposal cost that again should be charged to the 

depreciation account and treated as an expense. 

2013 
• Job# 31120128 - Remove House at Dam - $5889.45 - this is 

entirely a cost of removal of an existing asset and should not be 

capitalized and treated as an expense. 

b. Depreciation is used to provide an assessment of the condition of the utility 

assets and risks, both operational and financial to regulators, rate payers and investors. 

Public agencies, in accordance with GASB 34 record accumulated depreciation for this 

very purpose and depreciation is recorded on the agencies financial statement. Investor 

owned utilities are allowed this depreciation of assets as an expense that is recovered 

through customer’s rates and lowers rate base that the IOU can earn a return on. If an IOU 

has a depreciation expense higher than the capital investment it makes in any given fiscal 

year then the amount of depreciation in excess of capital investment is a profit to the 

utility. So it is a financial benefit to the IOU to accelerate depreciation expense which is not 

a benefit to the rate payer and prematurely depreciates the utility assets many times before 

the end of the assets’ useful life which provides a distorted representation of the condition 

of the assets to both ratepayers and investors. Customers do not receive any direct benefit 

to the water service they are provided as a result of depreciation.  



 

 

RESPONSE TO PSC-054 
 

ATTACHMENTS 
CITY-PSC 002195-002205 
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PSC-055 
Regarding:  Capital expenditures  
Witness:   Close 

 
Referencing your testimony on page 4, lines 4 through 7, please provide a list of 
repairs, replacements, removals, supplies, and office items that were capitalized that, 
in your opinion, should not have been. 

 
RESPONSE TO PSC-055: 

 
Please see my answer provided in response to PSC-054(a) for a specific list of the 

questionable capitalized items and the documents produced in support of that list.  

  



 

 

PSC-056 
Regarding:  Leakage Rate  
Witness:   Close 

 
a. On page 5 of your testimony you state that Mountain Water is experiencing a 

leakage rate likely in excess of 50%. On pages 5-13, you detail the problems 
with Mountain Water’s system. If the system were to be upgraded in a way 
that would alleviate your concerns, how much would such upgrades cost, and 
who should bear those costs? 

 
b. While it is disputed how much of the leakage rate is from customer owned 

lines, it is clear that those lines are experiencing leakage.  How would you 
suggest that the Commission require Mountain Water to address leakage on 
lines that are owned by customers?  For example, should Mountain Water put 
additional incentives in place to encourage customers to upgrade and replace 
their lines? 

 
RESPONSE TO PSC-056: 
 

a. HDR recommends between $60 and $95 million over the next ten years to 

address the system condition. Of which about $40 to $55 million in improvements, or the 

majority of the improvements recommended are for piping and service line replacements 

to address the leakage problem. For the full analysis of this figure, see our response to 

MW/WWH-013. Whether the utility is publicly or privately owned, those costs are 

usually borne by ratepayers. 

b. HDR recommends that MWC be responsible for the replacement of service 

lines from the main to the customer’s property line and then provide incentives and a 

financing plan be made available to replace the private side of the service line. 

Additionally for old leaking services (a policy can be created to identify them) service 

lines should be replaced as part of the sale of the property. 

  



 

 

PSC-057 
Regarding: Developer Assets  
Witness: Close 

 
Please clarify what constitutes “developer contributed assets” as referenced in your 
direct testimony on page 6, line 17 

 
RESPONSE TO PSC-057: 

 
“Developer contributed assets” are assets paid for by developers which Mountain 

Water pays back over a period of time.  

 
  



 

 

PSC-058 
Regarding: HDR Financial Models  
Witness: Close 

 
Please list other rate cases or sale of stock dockets in which the financial models 
developed by HDR have been relied upon in expert testimony. 
 

RESPONSE TO PSC-058: 
 

HDR provides utility rate studies for hundreds of clients, and although they are 

typically not part of a sale or acquisition, HDR does “testify” or present the findings and 

recommendations to the utility board or city councils. If they are specifically for a sale, 

merger, annexation, or regionalization these are performed under an attorney client 

privilege and cannot be disclosed. 

  



 

 

PSC-059 
Regarding:  Affiliate Transaction Ring-Fencing  
Witness:   Hayward 

 
a. On page 22 of your testimony, you state that in the case of Carlyle’s ownership 

of Mountain Water, ring-fencing “has not been effective.” You specifically state 
that ring-fencing measures “such as affiliate transactions… have not been 
effective.” Please provide a specific example in which ring-fencing regarding 
affiliate transactions has been ineffective and what if any additional costs have 
been borne by ratepayers. 

 
b. Would the PSC prohibiting the use of all affiliate transactions, as you 

recommend on page 31 of your testimony, alleviate your concerns regarding 
ring-fencing being, in your opinion, ineffective? Why or why not? 

 
c. Could elimination of any alleged affiliate transactions actually increase the 

costs to ratepayers, if for example the bid for a project is cheaper when it is 
completed using affiliate resources instead of hiring a secondary party to 
complete a project? 

 
RESPONSE TO PSC-059: 
 

a. One specific example is Park Water Company’s Operating Agreement with 

Mountain Water Company. Mr. Dove testified during the valuation trial: 

 
In this dialogue we were having with the Mayor when we 
were looking at the offers that he made, one of the aspects 
which came across was the fact that Mountain Water was 
contributing $2 million a year to Park Water for Central 
Services, which could be perhaps performed for less 
cost or even for no cost in the City of Missoula. 
 
Test. of Robert Dove, City of Missoula v. Mountain Water 
Co., 1100:19–1101:1 (Nov. 5, 2015) (emphasis added)  
 
(See CITY-PSC 00000516-00000517 provided in response 
to MW/WWH055). 

 
Another example is the Park Water/Mountain Water intercompany receivable—

not reported on the annual report—of over $17.5 million at the end of 2013.  

However, insufficient information exists to determine the amount of additional 



 

 

costs borne by ratepayers. 

b. No. Ring-fencing is just one of several mechanisms utility regulators could 

use. Other measures include, but are not limited to, (a) having audited financial 

statements by an independent certified public accounting firm, and (b) accounting audit 

results published by the Commission Staff. 

c. Yes.  

 
 
  



 

 

PSC-060 
Regarding:  Inter-Company Loan Ring-Fencing  
Witness:   Hayward 

 
a. On page 22 of your testimony you state that ring-fencing measures regarding 

inter-company loans have not been effective. You provide an example on page 
27, lines 7 through 13 of a situation that you allege demonstrates ineffective 
ring-fencing regarding inter-company loans. How exactly does your example 
show that ring-fencing is ineffective? 

 
b. Was the equity interest in WWH that was granted to various Park employees, 

referenced on page 22, line 7 of your testimony, harmful to rate payers? Please 
explain. 

 
 
RESPONSE TO PSC-060: 
 

a. It has been well documented that Mountain Water requires a significant 

amount of investment to bring its infrastructure up to industry standards. Using 

internally generated funds for loans related to affiliates could restrict the Company’s 

investment in infrastructure which could result in increased costs to ratepayers or a lower 

level of service. 

b. My concern is not with the equity interest in WWH per se; however, I believe 

that the individual tax consequences of that equity interest should remain with the 

employee and not involve the Company and/or its ratepayers  

 
  



 

 

PSC-061 
Regarding:  Financial Reporting  
Witness:   Hayward 

 
a. On page 31 of your testimony, you state that the PSC should implement similar 

financial reporting requirements as the Securities Exchange Commission. If the 
PSC did so, would it alleviate the concerns regarding financial reporting that 
you discuss on pages 23 through 31 of your testimony? 

 
b. If the PSC implemented similar financial reporting requirements as the SEC, 

would that result in ring-fencing measures being more effective? 
 

RESPONSE TO PSC-061: 
 

a. No. The reporting requirements that I suggest are only one of several possible 

tools utility regulators could use in effectively monitoring Mountain Water. 

b. Not necessarily. Ring fencing can only be helpful if it is effectively enforced.   

 
  



 

 

PSC-062 
Regarding:  Additional Ring-Fencing Measures  
Witness:   Hayward 

 
If the PSC ultimately approves the transaction, what, if any, additional ring-fencing 
measures or changes to existing ring-fencing requirements would you recommend the 
Commission consider? 
 

RESPONSE TO PSC-062: 
 

Ring fencing can only be helpful “if enforcement is effective.” The predicate of the 

question does not address any changes in the operation and enforcement of the PSC. 

Therefore, I recommend that all affiliated transactions be prohibited. The organizational 

structure that I have proposed does not have any non-utility activities; thus, ring fencing 

is unnecessary. 

 
  



 

 

PSC-063 
Regarding:  Unique Characteristics of Water  
Witness:   Hayward 

 
a. You make a point in your testimony, beginning on page 31, that water is a 

unique resource and is different from natural gas and electric utility service. Is 
it your contention that because water is different from natural gas and 
electricity that the PSC is unable to effectively regulate water utilities? 

 
b. If yes, are you aware that on page 17 of the Direct Testimony of John W. 

Wilson, he states that Mountain Water’s current rates have been found to be 
just and reasonable? 

 
c. Are you also aware that a Missoula District Judge recently determined that 

Mountain Water’s current rates are just and reasonable and that the 
Commission appropriately established the rates? 

 
RESPONSE TO PSC-063: 
 

a. From the public’s perspective, utility economic regulation of water utilities 

may or may not be in the public’s interest. As I have stated in my testimony, several states 

do not have rate regulated water utilities. Some of the variables may include the number 

of water utilities, the size of the companies, and the resources necessary for adequate 

regulation. The opposite extreme of market failure (the basis for regulation in the first 

place) could be government failure—situations where the government intervenes and 

makes things worse. 

b. No, I am not aware of Mr. Wilson’s statement.   

c. Yes, I am aware of the order affirming the PSC’s rate decision in D2012.7.81. 
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