~ AN NN —

o]

10
11
12
13
14
15

ORIGINAL TRy

3

BEFORE THE ARIZONA CORPORA FON COMMISSIUN

COMMISSIONERS 5 !
B0 0EC 19 P 359

JEFF HATCH-MILLER, Chairman
WILLIAM A. MUNDELL

MIKE GLEASON £ CORP COMMISSION
KRISTIN K. MAYES DOCUMERT COHTROL
BARRY WONG

IN THE MATTER OF THE APPLICATION OF DOCKET NO. W-01303A-05-0405
ARIZONA-AMERICAN WATER COMPANY,

AN ARIZONA CORPORATION, FOR A Arizona Comporation Commission -
DETERMINATION OF THE CURRENT FAIR DOCKETED
VALUE OF ITS UTILITY PLANT AND DEC 1 9 2006
PROPERTY AND FOR INCREASES IN ITS

RATES AND CHARGES BASED THEREON

FOR UTILITY SERVICE BY ITS PARADISE DOCKLILUBY [y
VALLEY DISTRICT @(

IN THE MATTER OF THE APPLICATION OF DOCKET NO. W-01303A-05-0910
ARIZONA-AMERICAN WATER COMPANY
FOR APPROVAL OF AN AGREEMENT
WITH THE PARADISE VALLEY COUNTRY
CLUB.

NOTICE OF FILING
ARIZONA-AMERICAN WATER COMPANY
PARADISE VALLEY WATER DISTRICT
STEP-ONE ACRM

On July 28, 2006, in Decision No. 68858, the Commission approved an Arsenic Recovery
Mechanism (“ACRM?) for the Paradise Valley Water District of Arizona-American Water
Company (“Arizona-American”). As authorized by that Decision, Arizona-American hereby
submits its Step-One ACRM filing for the Paradise Valley Water District. This filing supports a
Step-One ACRM surcharge of $15.67 on the monthly minimum charge and $0.4788 per 1000
gallons on the commodity rate. Largely because average water consumption in Paradise Valley is
quite high (44,270 gallons per month), Arizona-American estimates that the average residential bill
impact will be $37.21 per month.

Please note that this Step-One request includes only the capital-related costs associated with

Arizona-American’s new arsenic-treatment facility serving its Paradise Valley Water District.
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At present, Arizona-American’s actual adjusted return on equity for its Paradise Valley
Water District is negative (6.7%), compared to an allowed 10.4% return on equity.

The filing is supported by the schedules and workpapers required under the Commission’s
ACRM procedure. Copies of all schedules and workpapers are also being provided to Commission
Staff and the Residential Utility Consumer Office (“RUCO”) in Microsoft Excel format.

Arizona-American notified every resident of the Paradise Valley Water District two years
ago by letter that this arsenic related rate increase was coming; since then it has been discussed in
the local media and elsewhere in the community. The Commission’s recent rate order (Decision
No. 68858), which included approval of a high block surcharge to encourage conservation and fund
requested fire-flow improvements, has further focused attention in Paradise Valley on water rates.'
The approval of the ACRM Step-1 increase is an important piece in the overall water rate design for
Paradise Valley, as high water users in that community have noted that the high block surcharge is a
“progressive” rate design. By contrast, an ACRM is a “regressive” rate design. It was the
combination of the two surcharges that the Commission examined in the recent rate case. This
overall design results in all customers shouldering the increased cost of water service in that
community.

In Arizona-American’s post hearing-schedules filed in this docket, we estimated ACRM
Step-1 increases of $22.25 for the monthly minimum charge and $0.6412 per every 1000 gallons
consumed. The actual requested increases in this filing are $6.58 lower for the monthly minimum
charge and $0.1624 lower for every 1,000 gallons consumed.

Also located on the same site as Arizona-American’s new arsenic removal facility are a new
customer service business office and a 1.5 million-gallon storage tank needed to improve fire flows.
The costs for these two projects are not included in this ACRM request. Arizona-American has
made every effort to properly remove all direct and indirect non-arsenic related costs from the two

task orders that had shared costs. As part of this filing, we have also documented our efforts to

! After Decision No. 68858, Arizona-American provided its customers the Commission-required bill insert.




1 | remove all non-arsenic-related costs, so that, we hope, it should be straightforward to audit all costs
2 | and verify that all non-arsenic related costs were removed.
3 Arizona-American will include the costs for the new customer service business office in its
4 | next rate case. The costs for improving fire flows will be recovered as funds are collected through
5 | the recently approved high block and public safety surcharges.
6 Arizona-American also removed $626,768 in legitimate engineering overhead charges
7 || which, although appropriate for rate recovery, were deemed in earlier ACRM decisions to not be
8 | appropriate for ACRM recovery. As a result, our shareholder will continue to fund these costs until
9 | the next Paradise Valley rate case.
10 In addition to these exclusions, the ACRM—by design only a partial cost-recovery
11 |} mechanism—excludes any increase in property taxes and electricity expense. These costs will also
12 || be temporarily funded by our shareholder.
13 An Allowance for Funds Used during Construction (“AFUDC”) equal to the following rates
14 | has been applied to the Paradise Valley Arsenic facility:
15
AFUDC Rate | Approved AFUDC
Date Applied Rate Decision | Decision Date
Through May 8.73% 9.33% 61831 Jul. 20, 1999
04, 2006
Present 6.5% 7.24% 68858 Jul. 28, 2006
16 Arizona State University recently completed an economic and demographic review for the
17 | Company and reports the following for our Paradise Valley Water District residents (as represented
18 | by census tracts 1050.02 and 1051.03):
19 e Mean household income in the year 2000 was $151,630 or 288% of the statewide
20 average of $52,565. ASU states “Forty percent of the households in Paradise Valley
21 reported income in the open bracket $200,000 or more. Estimates of mean income in
22 this district are inaccurate and probably downward biased.” This is because the mean
23 income calculation relies upon the amount of $200,000 for households with income in
24 excess of $200,000.




1 e 4.6% of the households reported annual income below $20,000.
2 o 22.5% of the population is 65 years of age or older
3 As a further gauge of the reasonableness of Arizona-American’s request, the Commission
4 | recently approved ACRM commodity-rate surcharges of $0.4654 per thousand gallons and $0.6302
5 | per thousand gallons for Arizona-American’s Sun City West and Havasu Water Districts. The
6 | $0.4487 per-thousand-gallons commodity-rate surcharge we have requested for our Paradise Valley
7 || Water District is actually less than the Commission approved for these other two districts.
8 Arizona-American is sensitive to the concerns of its Paradise Valley customers about
9 | increasing water rates. We have spoken to many customers in recent weeks and have provided
10 | more information, as well as audits and advice concerning individual accounts, as part of our effort
11 | to help reduce water consumption.
12 Arizona-American’s contact person for this filing is:
13 Joel M. Reiker
14 Arizona-American Water Company
15 19820 N. 7™ Street
16 Suite 201
17 Phoenix, Arizona 85024
18 (623) 445-2490
19 Joel.Reiker@amwater.com
20 RESPECTFULLY SUBMITTED on December 19, 2006.
21
22 e foan @ -
22 (e S May
J
24 Craig A. Marks
25 Craig A. Marks, PLC
26 3420 E. Shea Blvd, Ste. 200
27 Phoenix, Arizona 85028
28 (602) 953-5260
29 Craig. Marks@azbar.org
30 Attorney for Arizona-American Water Company
31
32
33
34
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Original and 15 copies filed
on December 19, 2006, with:

Docket Control

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Copies of the foregoing mailed
on December 19, 2006, to:

Hearing Division

Arizona Corporation Commission
1200 West Washington St.
Phoenix, Arizona 85007

Maureen Scott

Legal Division

Arizona Corporation Commission
1200 West Washington St.
Phoenix, Arizona 85007

Daniel Pozefsky

Counsel

Residential Utility Consumer Office
1110 West Washington Street

Suite 220

Phoenix, Arizona 85007

Robert J. Metli

Snell & Wilmer LLP

One Arizona Center

400 E. Van Buren

Phoenix, Arizona 8500-20224

Attorneys for Paradise Valley Country Club

/ .
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PARADISE VALLEY
ACRM STEP-1

STANDARD FILING SCHEDULES
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