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NOTE: We are working on numbers to amend Exhibit D to reflect this
amendment. A Revised Gleason #1 will be distributed prior to the Open Meeting
with that revised exhibit as well as any proposed conforming changes to the
Order.

Page 27, line 9, after the period, INSERT “According to Mr. Kennedy, arsenic treatment
capital costs are estimated to be approximately $573 per customer in the Apache
Junction system and $1,309 per customer in the Superior system (Ex. A-17, at 7).”

Page 28, DELETE lines 9-28.
Page 29, DELETE lines 1-9. INSERT:

“We agree with Staff and RUCO that the Apache Junction and Superior systems should
not be consolidated. These two systems are physically separate. Consolidation for
ratemaking purposes absent an interconnected system results in the ratepayers of one
system subsidizing the costs incurred by the ratepayers of the other.

This Commission has routinely rejected Arizona Water’'s requests to consolidate
systems for ratemaking purposes. In 1992, the Commission cautioned Arizona Water
that while we agreed to develop a three-group concept to process future rate
applications, “the rate application must preserve the individuality of the data and rates
for each company within the group.” The three-group concept should not be a “path
toward rate consolidation” of distinct systems (Decision 58120 at 33-34). In 2001, the
Commission refused to approve the utility’s request to consolidate the Northern Group’s
five systems into two sets of tariffs (Decision 64282). Last year, in the Arizona Water
Northern Group arsenic cost recovery matter, the Commission denied the consolidation



of the Sedona and Rimrock systems for ratemaking purposes (Decision No. 66400). [n
this pending matter, Staff witness Ron Ludders testified that when systems are not
interconnected and have different costs of service, rate consolidatigp is inapptopriate .. ..
and would result in “cross-subsidization among systems and results in tinfair rates.” ©
(Ex. S-44 at 34).

Arizona Water testified that it will interconnect the two systems within two years (Ex. A-
10 at 4-5; Ex. A-17, at 7). However, these systems were not linked during the test year
or within 12 months after the end of the test year. Arizona Water requested rate
consolidation of these two systems at the time it filed its Application on August 14, 2002.
Yet, nineteen months later, physical interconnectedness is still two years out. The
Commission’s rules require that the test year selected be “the most recent practical data
available prior to the filing.” A.A.C. R-14-2-103(A)(3)(p). In the past, the Commission
has allowed consideration of known and measurable post-test year data, generally for-
not more than 12 months after the end of the test year. Arizona Water expects to file a
rate case involving the Apache Junction system in three years (Ex. A-11, at 12). By
then, the Apache Junction and Superior systems should be newly linked. The Company
and Staff can conduct proper cost of service studies at that time. Therefore, the
Commission rejects the proposal to consolidate rates for the two systems because
these systems will merge at a future date.”

Page 39, DELETE Finding of Fact 16. INSERT new Finding of Fact 16:

“16. Arizona Water’s proposal to consolidate the Superior and Apache Junction
systems is denied.”

DELETE Finding of Fact 22.

Page 40, DELETE Finding of Fact 28.



