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BEFORE THE ARIZONA C O R k ~ T I M ~ G  

JEFF HATCH-MILLER 
CHAl RMAN 

COMMISSIONER 
WILLIAM A. MUNDELL 

MIKE GLEASON 
COMMISSIONER 

COMMISSIONER 

COMMISSIONER 

KRISTIN K. MAYES 

BARRY WONG 

IN THE MATTER OF THE APPLICATION OF 

AN ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE CURRENT FAIR 
VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND FOR INCREASES IN ITS 
RATES AND CHARGES BASED THEREON 
FOR UTILITY SERVICE BY ITS MOHAVE 
WATER AND WASTEWATER DISTRICTS. 

ARIZONA-AMERICAN WATER COMPANY, 
Docket No. WS-01303A-06-0014 

Arizona corporatjon Commission 
CKETED 

NOTICE OF FILING 

The Residential Utility Consumer Office ('IRUCOII) hereby provides notice of filing the 

Testimony Summaries of Marylee Diaz Cortez, William A. Rigsby and Timothy J. Coley, in the 

a bove-referenced matter. 

Attached to Mr. Coley's summary is the updated property tax study, as referenced in Mr. 

Coley's surrebuttal testimony. 

RESPECTFULLY SUBMITTED this gth day of November 2006. 

- 
Attorney 
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AN ORIGINAL AND THIRTEEN COPIES 
of the foregoing filed this gth day 
of November 2006 with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

COPIES of the foregoing hand deliv red/ 
mailed this gth day of November 2006 to: 

Lyn Farmer 
Chief Administrative Law Judge 
Hearing Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Christopher Kempley, Chief Counsel 
Legal Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Ernest Johnson, Director 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Craig A. Marks 
Corporate Counsel, Western Region 
American Water 
19820 N. 7th Street, Suite 201 
Phoenix, Arizona 85024 

Chairman Hatch-Miller 
Arizona Corporation Commission 

Dean Miller 
Aide to Chairman Hatch-Miller 

Commissioner Mundell 
Arizona Corporation Commission 

Adam Stafford 
Aide to Commissioner Mundell 

Commissioner Gleason 
Arizona Corporation Commission 

Ken Rozen 
Aide to Commissioner Gleason 

Commissioner Mayes 
Arizona Corporation Commission 

Matthew Derr 
Aide to Commissioner Mayes 

Commissioner Wong 
Arizona Corporation Commission 

Eric Grosneger 
Aide to Commissioner Wong 

n 

-2- 



Ar i zo n a -Am e r i ca n W a t e r C om pa n y 
Mohave Water and Wastewater Districts 

Docket No. WS-O1303A-06-0014 
Rate Application 

SUMMARY OF THE TESTIMONY OF MARYLEE DlAZ CORTEZ 
ON BEHALF OF THE RESIDENTIAL UTILITY CONSUMER OFFICE 

The following is a summary of the issues set forth in the direct and surrebuttal 

testimony of Ms. Diaz Cortez. A full discussion of these issues and the 

underlying theory and rationales for her recommendations are contained in the 

referenced docu men ts . 

The testimony of Marylee Diaz Cortez addresses two issues that arise out of the 

settlement agreement that was adopted in Decision No. 63584 regarding the sale 

and transfer of Citizen’s water and wastewater assets to Arizona-American Water 

Company. These issues are: I) the requirement for the imputation of Advances 

in Aid of Construction (AIAC), and Contributions in Aid of Construction (CIAC) 

balances; and 2) the ratemaking treatment of the acquisition premium. Ms. Diaz 

Cortez testifies that the Company’s proposed treatment of these two items in the 

instant case does not comport with the settlement agreement, and recommends 

rejection of the Company-proposed treatment of these items. 



Arizona-American Water Company 
Mohave Water and Wastewater Districts 

Docket No. WS-01303A-06-0014 
Rate Application 

SUMMARY OF THE TESTIMONY OF WILLIAM A. RIGSBY 
ON BEHALF OF THE RESIDENTIAL UTILITY CONSUMER OFFICE 

The following is a summary of the significant issues set forth in both the direct 

and the surrebuttal testimony of RUCO witness William A. Rigsby, on Arizona- 

American Water Company’s application for a permanent rate increase for the 

Mohave Water and Wastewater Districts (“Mohave” or the “Company”), located in 

Mohave County. A full discussion of the cost of capital issues associated with 

Mohave’s request for revenue relief and the underlying theory and rationales for 

Mr. Rigsby’s recommendations are contained in the referenced documents. The 

significant issues associated with the case are as follows: 

Weighted Cost of Capital - Mr. Rigsby is recommending a 7.07 percent weighted 

cost of capital. Mr. Rigsby’s 7.07 percent figure is based on the weighted cost of 

common equity and weighted cost of long-term debt. Mr. Rigsby’s weighted cost 

of capital is the result of his recommended capital structure, his decision to 

accept the Company-proposed cost of debt, and his recommended cost of 

common equity. 

Capital Structure - Mr. Rigsby is recommending that the Commission adopt the 

Company-proposed hypothetical capital structure which is comprised of 

approximately 40 percent common equity and 60 percent long-term debt. 

1 



SUMMARY OF THE TESTIMONY OF WILLIAM A. RIGSBY (Cont.) 

Cost of Debt - Mr. Rigsby is recommending a 5.72 percent cost of debt, which is 

the Company-proposed weighted cost of debt. Mr. Rigsby’s 5.72 percent 

weighted cost of debt includes the 6.08 percent yield on a long-term promissory 

note, used to refinance existing debt, which will mature in November 2026. The 

6.08 percent yield falls within the current yields of 5.81 percent to 6.21 percent on 

25 to 30-year A-rated and Baa/BBB-rated bonds respectively. 

Cost of Common Equity - Mr. Rigsby is recommending a 9.10 percent cost of 

common equity. Mr. Rigsby’s 9.10 percent figure is based on the results of his 

cost of equity analysis, which used both the discounted cash flow (“DCF”) and 

capital asset pricing model (“CAPM”) methodologies. Mr. Rigsby’s 

recommended 9.10 percent cost of common equity figure includes an upward 

adjustment of 50 basis points, which takes the Company’s debt-heavy capital 

structure into consideration. 



Arizona-American Water Company 
Mohave Water and Wastewater Districts 

Docket No. WS-O1303A-06-0014 
Rate Application 

SUMMARY OF THE TESTIMONY OF TIMOTHY J. COLEY 
ON BEHALF OF THE RESIDENTIAL UTILITY CONSUMER OFFICE (“RUCO”) 

The following is a summary of the issues set forth in both the direct and the 

surrebuttal testimony of RUCO witness Timothy J. Coley, for Arizona-American 

Water Company’s application for a permanent rate increase for the Mohave 

Water and Wastewater Districts (“Mohave” or the “Company”), located in Mohave 

County. A complete discussion of the rate base, operating income, and rate 

design issues are contained in the referenced documents. The adjustments are 

common to both Mohave Water and Wastewater unless otherwise noted. The 

issues associated with the case are as follows: 

Rate Base Adjustments: 

Adi. #I - Plant and Accumulated Depreciation - This adjustment reflects RUCO’s 

recommended Mohave Water and Mohave Wastewater’s Utility Plant in Service 

(“UPIS”) and Accumulated Depreciation balances since the Districts’ last rate 

cases. I started with the last Commission approved balance and reconstructed 

I all plant additions, retirements, adjustments, and transfers at the approved 

I depreciation rates. 

a I. I n n  r nai. eLAlflurhzatrOn OT Bosr Te styear advanr;es & C- - -  - -  u i  

Construction (“AIAC” and “CIAC”) - This adjustment reverses the Company’s 
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adjustment to amortize AlAC & ClAC through year 2006. This adjustment is fully 

addressed in Ms. Diaz Cortez’s testimony 

Adi. #3 - Allowance for Workins Capital - This adjustment recalculates working 

capital based on RUCO’s recommended operating expenses and corrections in 

the Company’s leadhag days. 

Adi. #4 - Imputed AlAC & ClAC Balances - This adjustment corrects the 

amortization of the imputed levels of AlAC & ClAC since the Citizen’s Acquisition 

Agreement. 

Adi. #5 - Post Test Year Plant - This adjustment is specific only to Mohave 

Water District. It removes one post-test-year plant item that was recorded in 

Mohave Water District but was actually in the Aqua Fria District. 

Ope rating Adjustments : 

Adi. #I - Mohave Labor Expense - This adjustment has two elements. The first 

component adjusts the hourly pay rate. The second element reduces the 

number of overtime hours allowed. The overall adjustment reduces Mohave 

Water and Wastewater District’s direct labor expense accordingly. 

Adi. #2 - Corporate Labor Expense - This adjustment also is made up of two 

parts. The first part adjusts the hourly pay rate found in the payroll ledger. The 

~ 2 



second part directly allots total overtime hours charged to Mohave Water and 

Wastewater Districts rather than allocating total AZ-AM overtime, which 

overstates the amount of overtime directly attributable to the two Districts. 

Adi. #3 - Revenue and Expense Annualization - This adjustment annualizes 

revenues and expenses with the number of customers at the end of the TY. 

Thus, revenues increased, as did the level of expenses to serve the additional 

customer growth on a going forward basis. 

Adi. #4 - Unbilled Revenues - This adjustment recalculates the unbilled 

revenues proposed by the Company and is exclusive only to Mohave Water 

District. 

Adi. #5 - Property Tax Expense - This adjustment reduces property tax expense 

by adjusting three factors: 1) the three years of revenue, 2) the assessment 

ratio, and 3) the tax rate. 

Adi. #6 - General Office Expense - This adjustment reverses the Company’s pro 

forma adjustment and is unique only to Mohave Water District. 

Adi. #7 - Contractual Services Expense - This adjustment also reverses the 

Company’s pro forma adjustment and is also unique only to Mohave Water 

District. 
c 
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Adi. #8 - Rate Case Expense - This adjustment reduces the Company’s level of 

rate case expense requested and reallocates the expense between the Water 

and Wastewater Districts. 

Adi. #9 - Depreciation & Amortization Expense - This adjustment determines the 

level of depreciation and amortization expense that should be allowed on a going 

forward basis. RUCO agrees with the Company’s Mohave Wastewater District 

TY adjusted result. However, Mohave Water District did require an adjustment 

that reduced the level of depreciation and amortization expense by $1 3,808. 

Adi. # I O  - Income Tax Expense - This adjustment is necessitated by RUCO’s 

recommended level of operating income. 

Rate Design: 

RUCO’s recommended rate design encourages conservation and sends an 

appropriate price signal to consumers through a 40160 percent ratio for monthly 

minimum and commodity charges respectively. 

Other Issues: 

Pursuant to Timothy J. Coley surrebuttal testimony, page 24 lines 0-17, an 

updated property tax study has been done and is attached to this document. 

i 4 
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