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DISTRICT. 
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OPINION AND ORDER 
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PLACE OF HEARING: Phoenix, Arizona 

ADMINISTRATIVE LAW JUDGE: Dwight D. Nodes 

APPEARANCES: Craig A. Marks on behalf of Arizona-American Water 
Company; and 

Linda Fisher, Staff Attorney, Legal Division, on behalf 
of the Utilities Division of the Arizona Corporation 
Commission. 

I 

BY THE COMMISSION: 

I 

~ (“Commission”) approved an Arsenic Cost Recovery Mechanism (“ACRM”) for Arizona-American 

Water Company’s (“Arizona-American” or “Company”) Agua Fria Water, Sun City West Water, and 

Havasu Water Districts. Among other things, Decision No. 68310 also directed the Commission’s 

Utilities Division Staff (“St@’) and the Company to “open a new proceeding to examine other forms 

of mitigation of the ACRM for the Havasu system, including the use of hook-up fees for adjacent 

systems” (Id. at 17). 

In Decision No. 683 10 (November 14, 2005), the Arizona Corporation Commission 
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On December 13, 2005, Arizona-American filed an Application in the above-captioned 

posals to mitigate the impact of the ACRMTn the Havasu system. The first docket offering two 

proposal, which the C 

expected Step 2 increase by capitalizing, and thereby deferring, 

the next rate case for the Havasu system. The other proposal would implement impact fees in the 

any claims is preferred by itself and Staf-wrmld reduce the amount of the-- 
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which stated the Company’s agreement to two of the three modifications suggested by Staff. 

;ompliance with the notice of publication. 

On April 28,2006, Staff filed the Rebuttal Testimony of Crystal Brown. 

On May 8, 2006, the hearing in this matter was conducted, as scheduled, before a duly 

mthorized Administrative Law Judge of the Commission at its offices in Phoenix, Arizona. At the 

:onclusion of the hearing, the matter was taken under advisement pending submission of late-filed 

zxhibits and issuance of a Recommended Opinion and Order. 

On May 23, 2006, Arizona-American filed late-filed exhibits requested at the hearing, in the 

form of schedules reflecting the Company’s revised position regarding the Staff recommendati 

including the impact on Havasu customers from Step 2 of the ACRM due to the Company’s revised 

proposal. 

* * * * * * * * * 
Having considered the entire record herein and being fully advised in the premis 

on finds, concludes, and orders that: 

FINDINGS OF FACT 

1. In Decision No. 68310 (November 14, 2005), the Commission approved an Arsenic 

Cost Recovery Mechanism for Arizona-American’s Agua Fria Water, Sun City West Water, and 
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DOCKET NO. W-O1303A-05-0890 

2. On December 13, 2005, Arizona-American filed an Application in the above- 

captioned docket offering two proposak to mitigate the impact of the ACRM on the Havasu system. 

The first proposal, which the Company claims is prefehed by itself and Staff, would reduce the 

amount of the expected Step 2 increase by capitalizing and thereby deferring recovery of eligible 
.I 

O&M costs until the next rate case for the Havasu system. The other proposal would implement 

impact fees in the Company’s Mohave Water District to offset much of the Havasu District ACRM 

step increases. 

3. According to the filed testimony of Staff witness Crystal Brown, Staff is in substantial 

igreement with the Company’s first proposal described above, with the following modifications: the 

;tart date of AFUDC accrual would be changed; accumulated amortization of CIAC related to arsenic 
I 

reatment plant in the arsenic rate base calculation would be recognized; and accumulated deferred 

ncome taxes related to arsenic treatment plant in the arsenic rate base calculation would be 

*ecognized. 

4. Arizona-American witness Thomas Broderick submitted testimony stating agreement 

o two of the three modifications suggested by Staff. The Company disagreed with Staffs proposal 

o reflect deferred taxes on arsenic plant in the ACRM rate base calculation. However, at the hearing, 

vk. Broderick testified that the Company accepted Staffs remaining disputed issue with respect to 

tccumulated deferred income taxes (Tr. 8). He also stated that Arizona-American needed to see 

anguage in the Order that “gives a very high assurance of recovery, but treats the deferred O&M 

‘operation and maintenance] costs that are going to be capitalized not really like a regulatory asset 

)ut more just as directly part of the arsenic plan” (Id. at 9). 

5. At hearing, Staff witness Gordon Fox adopted Ms. Brown’s testimony and presented 

Staff’s position regarding this matter. Mr. Fox described Staffs proposed adjustments to the 

2ompany’s application as follows: the initiation date for recording AFUDC should be changed to the 

late that t h e t e p  2 increase becomes effective; the Company’s rate base should include accumulated 

unortization of contributions in aid of constructiow and, as indicatethbove, accumulated deferred 

ncome taxes (“ADIT”) should be included in the calculation of the Company’s rate base for the 

iCRM surcharge calculation (Tr. explained that accumulated 

3 ISION NO. 69162 
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schedules to reflect the Company’s position as of the date of the hearing, as well as 

language to be included in the Order to provide assurance of recovery. According to the i 

provided by Arizona-American, an average residential customer’s monthly bill (based on usage just 

over 10,000 gallons per month) would increase from $25.53 currently to $38.01 (48.9 percent) 

Step 1 of the ACRM and, if the Company’s application (as modified by Staff) is adopted in this 

proceeding, the average customer’s monthly bill would increase fiom $38.01 to $45.76 (20.4 perce 

in Step 2 of the ACRM. 

8. We believe that the Company’s proposal, as modified by Staff, is a reasonable means 

of providing mitigation of the rate impact of arsenic remediation on custo s in the Havasu District. 

We agree with Staff and the Company that imposing hook up fees on th have District customers 

as a means of offsetting the impact on Havasu customers is not sound public policy because it would 

result in a direct subsidization of the Hav 

mitigation due to the tax consequences associated with such a mechanism. We will therefore a 

the Company’s modified proposal which would reduce the amount of the expected Step 2 AC 

increase by permitti Arizona-American t 

for the Havasu 

customers and would be an inefficient method 
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IN WITNESS WHEREOF, I, BRIAN C. McNEIL, Ex 
Director of the Arizona Corporation Commission, have 
hereunto set my hand and caused the official seal of the 
Commission to be affixed at the Capitol, in the City of Phoenix, 
this 9- day of DJ-, ,2006. 

DISSENT 

DISSENT 
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