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INTRODUCTION AND QUALIFICATIONS
WHAT IS YOUR NAME, EMPLOYER AND OCCUPA'i‘iON ?

My name is Michael J. Whitehead. I am- employdd' by Arizona ‘Water Company
(the "Company") as Vice President of Engineering.

ARE YOU THE SAME MICHAEL J. WHITEHEAD THAT PREVIOUSLY

- GAVE DIRECT TESTIMONY IN THIS MATTER?

W

Yes. - . ) : ' ' _
HAVE YOU REVIEWED THE DIRECT TESTIMONY FILED BY THE
OTHER PARTIES TO THIS PROCEEDING? .

Yes, I have reviewed the testimony of each witness for the Commission’s Utilities
lDivision Staff (“Staff”) and RUCO and specifically analyzed the portions of the
Staff and RUCO testimony concerning operationai or engineering issues, including
the pbst test year plant issues impacting the determination ‘of the 'ICompany’s fair
value rate base.

PURPOSE AND EXTENT OF TESTIMONY
WHAT IS THE PURPOSE AND EXTENT OF YOUR REBUTTAL

TESTIMONY? |
The purpose of my rebuttal testimony is to explain the difference in the Company's
original request for post test year plant additions, which request was l’)ased ‘on the
2002 construction budget and several projects that were carried over from previous
years, and the current level of post test year plant additions, which includes
revenue-neutral projects actually completed as of December 31, 2002.

I will also provide and discuss the Company's present schedule for the
interconnection of Apache Junction and Superior systems to address Mr.
Hammon's argument that there is no known timeline for the physical

interconnection of the two systems. [Hammon Direct Testimony, page 11, line 26;

U:ARATECASE\2002\ Testimony\Whi \MJW_Final, DOC
MIWJRC 8/5/2003 11:39 AM
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page 12, lines 1-2] 1 will also discuss the Company’s proposed“rate design

consolidation of the two systems which should occur now instead of sometime in

the future.

REBUTTAL CONCERNING POST TEST YEAR PLANT ADDITIONS
WHAT DID STAFF AND RUCO RECOMMEND_ WITH RESPECT TO THE

‘ COMPANY’S PROPOSED POST TEST YEAR PLANT ADDITIONS?

Staff accepted the Company’s position that those construction projects funded by
the Company and completed and placed in service prior to December 31, 2002 may
be included in the Rate Base. [Ludders Direct Testimony, page 6, lines 6-19: Hammon

Direct Testimony, page 7, lines 14-19] These post test year plant additions are non-

revenue producing, that is, they consist of wells, reservoirs, transmission lines and

other construction projects that improve service to customers existing at the end of
the test year, as opposed to providing service to new customers. RUCO, included

all 2002 plant additions and retirements consistent with its overall recommendation

to use an unadjusted historical test year. [Coley Direct Testimony, page 19, lines 14-

22] ,
When the Company filed its 2002 Rate Case for the Eastern Group, the

actual construction costs for the proposed post test year plant additions were not
known. The Company’s initial estimated costs for post test year pla'nt additions
were taken from its 2002 construction budget, along with those projects where
construction was started prior to 2001 and that were scheduled to be completed and
placed in service prior to December 31, 2002. Column 1 of Exhibit MJW-R1
(attached hereto at Tab 1) summarizes the actual construction expenditures
included in the Company’s post test year plant additions as of the initial appli_cation.

The construction expenditures detailed on Exhibit MJW-R1 are broken

down by system, specific project (work authorization number), and blankets. It

UARATECASE\2002\Rebutial Testimony\Whitchead\MJW_Final. DOC
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should be noted that not all scheduled constructi'dn projects were cbmpleted by
December 31, 2002 and some projects were cancelled. Tf;(;se prbjécts that were
either cancelled or not completed by December 31, 2002 shS}ild'nLt be included in-
the post test year plant additions and the Company is adjustiﬁg its r;:questgd level
of péét test year plarft additions to remove those“"cance_lled and incomplete projects.
Column 2 of Exhibit MJW-R1 (Tab 1) fe'flects tl‘l}e Company’s revised request for

Wy

post test year plant additions. : o ‘
DID STAFF AND RUCO VERIFY THE COMPANY’S POST TEST YEAR
ADDITIONS? o
‘Yes. On Januvary 20, 2003 Mr. Hammon conducted a field inspection of the
Company’s Winkelman, San Manuel, and Oracle systems followed by a field
inspection of the Company’s Bisbee and Sierra Vista systems on ng}uary 21, 2003,
the Superior and Miami systems on January 22, 2003 and the Apache Junction
system on January 27, 2003.

On January 6, 2003 RUCO, represented by William A. Rigsby and Timothy
J. Coley, made a field inspection of the Apache Junction, Miami, and Superior
systems followed by a field inspection of the Company’s Winkelman, San Manuel,
and Oracle systems on January'9, 2003 and the Bisbee and Sierra Visﬁai systems on
January 10, 2003.

The Division Managers and I were present at both Staff’s and RUCO’s field
inspections. Both Staff and RUCO specifically asked to see and verified that all of
the projects included in the Company’s post test year plant additions were in
service and serving existing customers as of December 31, 2002.
CONSOLIDATION OF APACHE JUNCTION AND SUPERIOR SYSTEMS
IN HIS DIRECT TESTIMONY, MR. HAMMON RECOMMENDED THAT
THE CONSOLIDATION OF THE TWO SYSTEMS FOR RATE MAKING

d\MJW_Final.DOC
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PURPOSES SHOULD BE POSTPONED BECAUSE THERE IS NO
KNOWN TIMELINE FOR THE PHYSICAL INTEIIICONNECTION OF
THE APACHE JUNCTION AND SUPERIOR SYSTEMS WOULD YOU
PLEASE DISCUSS THE PROPOSED ' APACHE JUNCTION 'AND |
SUPERIOR INTERCONNECTION AND PROVIDE AN UP-TO¢DATE
TIMELINE FOR THE INTERCONNE.CTION ?
A.  The first step to interconnecting the Apache Juncti;:)n system to the‘Supe:ior system
is the installation of four and one-half (4-1/2) miles of sixteen-inch (16")
s transmission main to serve Entrada del Oro.! The sixteen-inch (16") transiniséic'm
line will be installed within an existing electrical power line corridor extending
from Gold Canyon to the Entrada del Oro development. This pipeline is under
construction and is scheduled to be completed by year-end 2003. ‘The first phase
(approximately 150 residential units) of the on-site water distribution system to
serve Entrada del Oro is also scheduled to be completed by year-end 2003.’

A 750 unit subdivision called‘Ranch 160 is located along the northern edge
of the Apache Junction CC&N at Florence Junction, approximately one and one-
half (1-1/2) miles south of Entrada del Oro. The first phase of providing water

. service to Ranch 160 included drilling two deep wells within the devellopment and |
was completed last year. The on-site distribution system to serve the first ’}5 units
of Ranch 160 is scheduled to be completed during 2003. The Company allocated
funds in its 2003 construction budget to construct the necessary pipelines to

interconnect Entrada del Oro to Ranch 160 and interconnect Ranch 160 to the

! On December 26, 2001 the Company filed an Application with the Commission to extend its
CC&N from Gold Canyon to the Apache Junction CC&N at Florence Junction. This Application
was made at the request of Grosvenor Holdings L.L.C. so that the Company could provide water
service to Grosvenor’s proposed 1,055 lot subdivision called Entrada del Oro. The Commission
hearing for the proposed CC&N extension was held on July 24, 2003. Staff is recommending
approval of the Company’s Application to extend its CC&N physically interconnecting the
Apache Junction and Superior systems.

UARATECASE002\Rebuttal Testimony\Whiltehead\MJW_Final. DOC
MIW:RC 8/5/2003 11:39 AM
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Superior well field, located four (4) miles to the sdﬁ;h.

Subject to right-of-way clearance  and acquisition of .easements,' the
Company anticipates that the Entrada del Oro d‘eye]bpment"l\izill' be interconnected'
to the Ranch 160 development and that the Ranch 160 development will be’
1nterconnected to the Superior well ﬁeld w1th1n two years. Once these final two
interconnects are made, the Apache Junction and Supenor systems will be fully
interconnected and both systems will benefit by shanng storage facilities, well
production, treatment costs for arsenic, and all other benefits: assocmted with a
large, integrated system. o

Consequently, the time to consolidate the Apache Junction and Superior
systems for rate making purposes is now, during this rate case for the Company’s
Eastern Group, since the two systems will be interconnected within two years.
Consolidating the two systems in this rate proceeding also will provide all
interested parties an opportunity to participate in rate design. Assuming the
Arsenic Cost Recovery Mechanism is applied to the Eastern Group, consolidating
the Apache Junction and Superior rates now will eliminate rate design issues in that

proceeding.

"‘MR."WHITEHEAD HAS TESTIFIED THAT APACHE JUNCTION AND

SUPERIOR WILL BE INTERCONNECTED WITHIN TWO' YEARS.
WHAT HAPPEN IF THESE SYSTEMS ARE NOT COMBINED FOR RATE
PURPOSES NOW IN THE TWO STEP PROCEDURE RECOMMENDED
BY THE COMPANY?

Based on the Company’s original request Apache Junction revenues would have to
increase 16.7%, on a stand-alone basis, and Superior’s would have to increase
71.4%. Since these systems will be interconnected before the next general rate

application, beginning the eventual rate consolidation now, in the two step

UARATECASER002\ | TestimonAWhilchead\MJW_Final. DOC
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1 procedure the Company recommends, offers at lea'stv two distinct advaﬂ'tages. First,
2 by consolidating the minimums now and the commodity rates in the next
3 proceeding, the required revenue increase for Superior can b'g reduced from 71.4%"
4 to 8.9%. This is achieved with less than a 6% additional increas‘e in Apache'|
5 Juncﬁon’s revenue réquirement from 16.7% to 22.2%. Second, the Coxﬂpany’s
6 two-step-proposal would move the rates bf ‘each system closer together now rather |
o 7 than driving the existing stand alone rates even f;thher apart as étaff and RUCO
8 recommend. This gradual approach would sirﬁplify and minimizé the consolidation
ot impact in the next rate proceeding. |
10 | Q. DOES THIS CONCLUDE YOUR | REBUTTAL TESTIMONY IN THIS
11 | MATTER? |

12 [ A. Yes, it does, except that I wish to note that my silence on any issue raised, or

14 acceptance of such issue or recommendation.
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I 13 recommendation made by Staff or RUCO should not be taken as the Company’s
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