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IN THE MATTER OF THE APPLICATION OF
ARIZONA-AMERICAN WATER COMPANY
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 SUN CITY
WATER DISTRICT.

OPENING BRIEF
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11

12 The Arizona-American Water Company ("Arizona-American") is the largest, investor-owned

13 water utility in the State of Arizona serving approximately 131,000 customers. The Sun City Water

14 District ("Company") is Arizona-American's second largest water district sewing approximately 23,

15 000 customers. The system covers roughly 18 square miles, including all of Sun City and

16 Youngtown, as well as small portions of the cities of Peoria and Surprise. The system was originally

17 two separate systems, the Sun City System and the Youngtown System. The Sun City System dates

18 back to 1960 and was owned by Citizen Utilities. In 1995, Citizens purchased the Youngtown

19 System and interconnected it with the Sun City System. Arizona-American purchased the Sun City

20 District from Citizens Utilities in 2002.

21 The Company tiled an application for determination of the current value of its utility plant and

22 property and for increases in its rates and charges in 2007. The Company last received a rate increase

23 in 2004. Staff and the Company have been able to resolve many differences during the course of this

24 proceeding. The major issue remaining is the tire flow improvement project and the method of

25 funding for the project. The Company and Staff are in agreement on the necessity of the project and

26 the method of recovery by the Company. RUCO, while acknowledging that the improvements are a

27 matter of public safety, would nevertheless block the Company from any recovery.

28

1. INTRODUCTION



11. DISCUSSION

A. Co s t  Of Ca p ita l

1. Staff recommends that the Commission adopt a capital structure of 61%
debt, 39% equity, that includes short term debt.

s hould be  9.89%.2

1

2

3

4

5 S ta ff,  the  Compa ny a nd  RUCO a gre e  tha t the  cos t o f de b t fo r the  Compa ny is  5 .5%. The

6 Compa ny ha s  a cce pte d  S ta ff's  cos t o f e quity, 10 .8%.1  RUCO's  pos ition  is  tha t the  cos t o f e quity

7 All pa rtie s  dis a gre e  on the  ca pita l s truc ture . S ta ff is  re comme nding a  ca pita l

8 s truc ture  of 61% de bt, 39% e quity.3  The  Compa ny is  propos ing a  ca pita l s truc ture  of 58 .6% de bt,

9 41 .4% e qu ity. R UC O re c o m m e n d s  a  c a p ita l s tru c tu re  o f 5 7 .7 %  d e b t,  4 2 .3 %  e q u ity. S ta ffs

10 re comme nde d ca pita l s tructure  include s  s hort-te rm de bt, while  the  Compa ny a nd RUCO a rgue  for the

11 e xclus ion of s hort-te rm de bt. S ta ffs  re comme nda tion is  re a s ona ble  a nd s hould be  a dopte d.

Arizona  Adminis tra tive  Code  ("A.A.C.") R14-2-103, S che dule  D12

13 included in a rate case application filing. The requirements include a listing of an applicant's  short-

14 term debt as a component of the cost of capital. It would seem that the Rule R14-2-103 contemplates

the inclusion of short-term debt in an applicant's capital structure. The Company cites Decision No.

68310 in support of its request to exclude short-term debt.4 Decision No. 68310 dealt with arsenic

cost recovery mechanisms and did not establish a cost of capital finding.5 But Decision No. 68310

seems to contempla te  tha t short te rm debt is  to be  included. Decis ion No. 68310 ordered the

-2 s e ts  forth wha t s hould be

15

16

17

18

19

2 0

21

22

23

24

25

26

27

28

Compa ny to file  a n e quity pla n to a chie ve  a nd ma inta in a n e quity ra tio be twe e n 40 a nd 60% of tota l

ca pita l. In orde ring pa ra gra ph numbe r 4 a t pa ge  15, the  Commis s ion cle a rly include d s hort-te rm de bt

in the  ca pita l s tructure  .

Contra ry to  the  a s s e rtions  by the  Compa ny tha t S ta ff is  s e e king to  de pre s s  the  Compa ny's

e quity ra tio , S ta ff be lie ve s  tha t the  inc lus ion of s hort-te rm de bt in  the  Compa ny's  ca pita l s truc ture

give s  a  cle a re r picture  of the  Compa ny's  fina ncia l pos ition. S ta ff would urge  a doption of its  propos e d

ca pita l s tructure .

i (Broderick Rebuttal Test., Ex. A-4 at 1).
.1 (Tr. at 747:6_7).
3 (Irvine Surreb. Test., Ex. S-17 at 2).
4 (Broderick Rebuttal Test., Ex. A-4 at 4).
5 Dec. No. 68310, Dockets No. W-01303A-05-0280, WS-01303A-02-0867, WS-01303A-02-0869, WS-01303A-0870
(Consolidated), (November 14, 2005).
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1 B. Revenue Requirement Issues/Rate Design

1. Staff recommends that the Commission adopt an Original Cost Rate Base
of $25, 295,921.

6

. . 11 .
revenue  annua llza tlon , mis ce lla ne ous

2

3

4 The Company and Staff have  reached agreement on numerous adjustments  recommended by

5 Sta ff. The  Company has  accepted S ta ffs  pos ition regarding Origina l Cost Ra te  Base : $25,295, 921 .

6 RUCO's  ra te  base  recommenda tion, according to RUCO's  witness , Tim Coley, is  $25,356,828.7 The

7 Compa ny ha s  a cce pte d S ta ff s  re comme nda tion conce rning pla nt in  s e rvice  a nd a ccumula te d

8 deprecia ting RUCO accepts  the  Company's  reques ted gross  utility plant in se rvice  and accumula ted

9 deprecia tion S ta ff a nd the  Compa ny ha ve  s light diffe re nce s  on the  ca lcula tion of prope rty ta xe s ,

10 which in turn a ffects  income  taxes  because  of a  diffe rence  in the  ra te  of re turn. RUCO's  pos ition on

l l ra te  ba se  includes  an a llowance  for working capita l. RUCO a lso had numerous  adjus tments  re la ting

12 to the  Company's  ope ra ting expenses  on prope rty taxes  10,

13 e xpe ns e s ]2, a nd the  Compa ny's  a chie ve me nt ince ntive  pla n.'3 Ne ithe r the Compa ny nor S ta ff

14 accepted the  adjustments  preferred by RUCO.

15 The  Company has  accepted the  S ta ffs  recommenda tion on ra te  des ign,14 with the  exception

16 of an addition for the  low-income ass is tance  program.

1 7

1 8

19 The  Compa ny ha s  propose d a  Low Income  Ass is ta nce  P rogra m ("LIAP " or "P rogra m") a s  a

20 pa rt of its  ra te  filing. The  propose d P rogra m is  a n a lte ra tive  to the  low income  a s s is ta nce  progra m

21 tha t wa s  a pprove d by De cis ion No. 67093, but wa s  ne ve r imple me nte d. The  LIAP  is  de s igne d to

22 a s s is t e ligible  ra te pa ye rs  in the  S un City Wa te r Dis trict by offe ring a  50% dis count on the  ba s ic

23

24

25

26

27

28

2. Staff generally supports the proposed Low Income Assistance Program,
with reservations.

6 (Tr. at 577: 17-22).
71d at 818:2l.
8 Id at 577: 17-22.
914. at 819:11-15.
1°1d. at 82518-17.
11 Id at 825:18-25-826122.
12 Id at 826:23-827120.
13 Id. at 828:2l~829:8.
"41d. at 35627-10.
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wa y to a dminis te r the  progra m. 22

C . F ire  F lo w  Im p ro ve m e n t

1 service charge.15 To be eligible, one must be a fulltime Sun City Water District resident, over the

2 age of 65, with an annual income that cannot exceed 150% of the federal poverty income guidelines.

3 The Company will limit the initial enrollment to 1000 persons.l6 The Company indicated that

4 certain aspects of the LlAP were designed to address the concerns proffered by RUCO, that any

5 program proposed by the Company identify an appropriate set of customers, create material benefit

6 for  those who qua lify,  be ef fect ively a dminis t er ed a nd not  be over ly bur densome on non-

7 participants.17

8 Ms.  Da t ig's  organiza t ion $1 Energy,  would adminis ter  the program on beha lf  of  the

9 Company. The fee for administration is $30,000.I8

10 The Company acknowledged that the LIAP is a discretionary project, not required by any

l l Commission rule or statute.l9

12 Staff is generally supportive of the Company's proposed LIAP.20 Mr. Iggie testified that Staff

13 is concerned about the debt to benefit  ratio.21 However,  because of the administrative costs

14 associated with the Program, Staff would suggest that the Company explore a more cost effective

15

16

17

18

19 Decision No.  67093 ordered Ar izona-Amer ican to form a  Fire Flow Task Force to be

20 comprised of members including, but not limited to,  a representative of the Company's Arizona

21 management team, representatives from Youngtown and Sun City, a representative of the Sun City's

22 Taxpayers' Association, a representative of the Recreation Centers of Sun City and representatives

23 from the fire departments serving Youngtown and Sun City ("Task Force").23 The purpose of the

24

25

26

27

28

1. Staff recommends approval the proposed Fire Flow Improvements to meet
the minimum standards as recommended by the Task Force.

15 (Datig Direct Test., Ex. A-1 at 5, 7-8).
16 (Broderick Direct Test., Ex. A-3 at ll).
17 (Coley Direct Test,, Ex. R-5 at 31).
18 (Tr. at 97:8).
'91d. at 95:l-8.
2°1d. at 9'7l:ll-14.
21 Id. At 971:14-22.
22 Id. At 971:19-22.
23 Decision No. 67093, Dockets No. WS-01303A-02-0867, WS-01303A-02-0868, W-01303A-02~0869 (Consolidated),
(June 30, 2004).
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1

2

3

4

5

6

Ta sk Force  wa s  to de te rmine  if the  wa te r production ca pa city, s tora ge  ca pa city, wa te r line s , wa te r

pre s s ure  a nd fire  hydra nts  of Youngtown a nd S un City we re  s ufficie nt to provide  fire  prote ction

capacity tha t is  de s ired by each community. The  Task Force  was  to report its  findings  and proposed

pla n of a ction to the  Commis s ion by Ma y 30, 2005. The  Ta s k Force  re ta ine d Brown & Ca ldwe ll to

model the system and recommend improvements.24

In 2004, the  Ta s k Force  de te rmine d tha t $3.1 million of ca pita l inve s tme nt is  re quire d to

7

8

9

upgra de  the  S un City Wa te r Dis trict's  s ys te ms  to me e t the  de s ire d fire  prote ction s ta nda rds ." The

Task Force  a lso recommended tha t the  minimum s tanda rd for fire  flow be  1000 GPM for re s identia l

multi-family."

1 0

a n d  1 5 0 0  G P M fo r c o mme rc ia l a n d Fo r h yd ra n t s p a c in g ,  th e  Ta s k fo rce

recommended 660 fee t." Through its  te s timony, the  Company revised the  initia l e s tima te , because  of

1 1

1 2

1 3

1 4

1 5

infla tion, the  fa ilure  of the  origina l e s tima te  to a llow for continge ncie s  a nd e ngine e ring cos ts  during

c ons truc tion  a nd  the  Compa ny's  in te rna l c os t a nd  the  pa s s a ge  o f time , a nd  de te rmine d  tha t a n

inve s tme nt of more  tha n $5 million is  ne e de d.28 S ta ffs  pos ition is  tha t $5.1  million is  "on the  high

ra n g e , ,2 9  a n d  th a t th e re  m a y b e  wa ys  fo r th e  C o m p a n y to  re d u c e  its  c o s t,  p e rh a p s  th e  la b o r

C0mp0n@nt_30

16

17

18

19

20 32

21

22

23

The  Company witness , Joseph Gross , acknowledged tha t in the  des ign of wa te r sys tems, the

Compa ny cons ults  with the  municipa lity a nd the  fire  ma rs ha l of tha t municipa lity for s ta nda rds

re la ting to tire  flow and hydrant spacing.31 Mr. Gross  a lso acknowledged tha t the  s tanda rds  for tire

flow recommended by the  Task Force  were  incons is tent with the  s tandards  of othe r municipa litie s  he

is  familia r with and the  s tandards  used by the  Company in its  design of water systems.

The  Compa ny, during the  te s timony of Mr. Gros s  a cknowle dge d tha t A.A.C. R14-2-407

require s  tha t a  wa te r utility ma inta in s tanda rd de live ry pre ssure  of 20 pounds  pe r squa re  inch ("PSI")

a t the  cus tome r's  me te r or point of de live ry." Mr. Gros s  furthe r te s tifie d  tha t it would  not be

24

25

26

27

28

24 (Brown & Caldwell Fire Flow Study, Ex. A-13, re. at 325:19-326:8).
25 See id
26 (Tr. at 112215-18).
27 ld. at 112:19-20.
28 (Gross Rejoinder Test., Ex. A-2 at 4-5,see also tr. at l22:9-124: 13).
29 (Tr. at 93816-7).
3°1d. at 937:25-938:6,
31 14. at 112:21-11321.
32nd. at 113:11-19.
33 Id. at 158:9-14.
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1 poss ible , based on the  mode ling found in the  Task Force  Report, to ma inta in the  20 PSI and de live ry

2 1500 GPM in the  a re a s  tha t ha ve  insufficie nt fire  flow. The  Compa ny's  pos ition is  tha t the  proje ct is

3 dis cre tiona ry,34 in tha t the re  is  no s pe cific Commis s ion rule  tha t re quire s  fire  flow, a lthough the

4 Company acknowledged there  a re  municipa l ordinances  tha t require  adequa te  fire  flow as  well a s  the

5 Inte rna tiona l Fire  Code  of 2003 tha t se t forth s ta nda rds  with re ga rds  to fire  flow." Furthe r support is

6 found unde r A.A.C. R14-2-606 (H). A.A.C. R14-2-606H provide s  tha t "[t]he  Compa ny ma y ins ta ll

7 ma in e xte ns ions  of a ny dia me te r me e ting the  re quire me nts  of the  commis s ion or a ny othe r public

8 a ge ncie s  ha ving a uthority ove r the  cons truction a nd ope ra tion of the  wa te r s ys te ms  a nd ma ins ."

9 Although this  rule  de a ls  with ma in e xte ns ion a gre e me nts , its  purpos e  is  a ls o re le va nt to e xis ting

10 ma ins . S ta ff be lie ve s  tha t this  rule  give s  the  Compa ny the  discre tion to upgra de  the  sys te m to me e t

l l fire  flow re quire me nts .

12

13

14

2. The recommended fire flow improvements are a matter of public safety
and should be approved.

S ta ff vie ws  the  fire  flow improve me nts  a s  a  ma tte r of public s a fe ty. Mr. Iggie  te s tifie d tha t

15 "(b)ased on the  Task Force  Report, the  proposed fire  flow capita l improvements  seem impera tive  for

16 public sa fe ty in Sun City's  Wa te r Dis trict's  ce rtifica te d a re a 36. Eve n RUCO, de spite  the ir oppos ition

17 to the  fire  flow re cove ry me cha nis m a nd the ir cha ra cte riza tion of fire  hydra nts  a s  "a me nitie s "37

18 seemingly acknowledges  tha t adequa te  fire  flow is  a  matte r of public sa fe ty.

19 The  Town of Youngtown te s tifie d  tha t the  S un City Wa te r Dis trict wa s  de ficie nt in  the

20 numbe r of hydra nts  a nd tha t the  la ck of hydra nts  could impa ct the  a bility of the  fire  de pa rtme nt to

21 prote ct life  a nd prope rty within the  S un City Wa te r Dis trict." Fire  Ba tta lion Chie f Ha nk Ole s on

22 tes tified of a  fire  in which a  four-plex burned because  one  of the  two fire  trucks  a ss igned to ba ttle  the

23 fire  wa s  s e a rching for a  wa te r s upply a nd wa s  thus  una va ila ble  to a s s is t in a tta cking the  fire .40

24

25

26

27

28

34 (Broderick Direct Tes t., Ex. A-3 a t 8).
35 (Tr. a t 173:11-16).
36 (Iggie Direct Tes t., Ex. s -21 a t 6).
37 (Tr. a t 618:14-16, 625:21-23).
38 Id. a t 6l8:l2-14, 625:18-21,
39 Id at 216:25-21833.
40 ld. at 21814-21916.
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1 Ba tta lion Chie f Ole son wa s  of the  opinion tha t the  fire  How improve me nts  a re  ne ce ssa ry for public

2 safety.4I

3 Certa in s ta tements  made during the  Public Comment session seemed to indica te  tha t there  is  a

4 pe rce ption tha t only S un City Wa te r Dis trict ra te pa ye rs  tha t re s ide  in ce rta in a re a s  of Youngtown

5 would be  the  only be ne ficia rie s . Te s timony from the  Compa ny a s  we ll as  S ta ff indica te d tha t is  not

6 true . Compa ny witne s s  Bra d Cole  te s tifie d tha t more  cus tome rs  would be ne fit on the  S un City s ide

7 of the  S un City Wa te r Dis trict tha n in Youngtown portion of the  wa te r dis trict. 42 Mr. Cole  a ls o

8 te s tifie d tha t the re  a re  a ls o portions  of the  city of P e oria  tha t will be ne fit a s  we ll. The  Compa ny

9 a ppe a re d dis tre s s e d by the  comme nts  cha ra cte rizing the  fire  flow improve me nts  a s  Youngtown

10 improvements  and Sun City paying for it, saying, "I ha te  to even ge t into tha t discuss ion, because  this

l l is  one  wa te r s ys te m to us . We  don't follow politica l bounda rie s ."43 Mr. Brode rick te s tifie d tha t

12 e xis ting fire  flow pla nt, like  fire  hydra nts  a re  a lre a dy in the  ra te s  a re  s ha re d by a ll in the  S un City

13 Wa te r Dis trict.44 He  furthe r te s tifie d tha t the re  is  no ra te  diffe re nce  for thos e  ra te pa ye rs  tha t a re

14 curre ntly re ce iving ina de qua te  fire  flow.45 Mr. Cole  te s tifie d tha t, a s  a n e xa mple , if a  we ll we re

15 added in Youngtown, it would benefit everybody in tha t genera l a rea .46

16 S ta ff witne s s  Dorothy Ha ins  te s tifie d tha t the re  could be  a dditiona l be ne fits  to the  wa te r

17 sys tem beyond fire  flow. Ms . Ha ins  s ta ted tha t the  replacement of the  ma ins  would be  replacing old

18 pipes that could be leaking and thus reduce water loss.47

19 Both S ta ff a nd th e  Co mp a n y re je c t th e  a rg u me n ts  th a t p a yme n t fo r th e  fire  flo w

20 improvements  would re sult in a  "subs idy" by Sun City cus tomers  for Youngtown improvements . The

21 Compa ny te s tifie d tha t it doe sn't think tha t subs idie s  e xis t in the  ins ta nce  or within a  s ingle  ta riffe d

22 zone .48 The  Company doesn't ca lcula te  the  cos t of se rvice  for Youngtown, for Sun City or Peoria  or

S urpris e . As  s ta te d e a rlie r, the  proje ct conte mpla te s  more  work on the  S un City s ide  a nd not23

24

25

26

27

28

41 Id. a t24l:l6-18.
42 14. at 56429-12.
43 14. at 56729-11.
44 Id at 375:13-3'76:12.
4514. a t 376:l3-17.
4614. at 567:17-19.
4714. at 958:7-19.
48 14 at 404:7-13.
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1 Youngstown's  s ide  of the  Sun City Wate r Dis trict, and S ta ff and the  Company have  both te s tified tha t

2 the re  a re  othe r be ne fits  be s ide s  improve d fire  flow.

3 Improving fire  How will a llow a ll citize ns  of the  S un City Wa te r Dis trict to re ce ive  the  s a me

4

5 mainta in any unreasonable  diffe rence  a s  to ra te s , changes , se rvice  facilitie s  or in any othe r re spect,

6 e ithe r be twe e n loca litie s  or be twe e n cla s se s  of se rvice . The  Compa ny te s tifie d tha t be ca use  of the

7 ina de qua te  fire  flow, not a ll cus tome rs  a re  re ce iving the  sa me  le ve l of se rvice .49 S ta ff be lie ve s  the

8 improve me nts  to be  ne ce ssa ry to provide  the  sa me  le ve l of se rvice  to a ll ra te pa ye rs  within the  Sun

9 City Water Dis trict. 50

10

l l re gula tion, re quire  e ve ry public  s e rvice  corpora tion to  ma inta in  a nd ope ra te  its  line , p la nt, s ys te m,

12 e quipme nt a nd pre mis e s  in  a  ma nne r which will promote  a nd s a fe gua rd the  he a lth a nd s a fe ty of its

13 e mploye e s , pa s s e nge rs , cus tome rs  a nd the  public ..."

14 public  s e rvice  corpora tion s ha ll furnis h a nd ma inta in  s uch s e rvice , e quipme nt a nd fa c ilitie s  a s  will

15 promote  the  s a fe ty, he a lth, comfort a nd conve nie nce  of its  pa trons , e mploye e s  a nd the  public  a s  will

16 be  in  a ll re s pe c ts  a de qua te , e ffic ie n t a nd  re a s ona ble ." S ta ff be lie ve s  the s e  two s ta tu te s  g ive  the

Commis s ion the  dis cre tion to a pprove  us e  of ra te pa ye r funds  for fire  flow improve me nts .17

18 The  pro je c t is  d is c re tiona ry in  the  na rrow s e ns e  tha t the re  is  no  s pe c ific  Commis s ion  ru le

19 m a n d a tin g  it.  5 1  S ta ff a c kn o wle d g e s  th a t th e  F ire  F lo w Im p ro ve m e n t P ro je c t re q u ire s  a  m a jo r

20 inve s tme nt by the  Compa ny. S ta ff be lie ve s  tha t the  Fire  Flow Cos t Re cove ry Me cha nis m ("FCR.M")

21 is  the  pre fe ra ble  me thod to pa y for s uch improve me nts , a nd tha t s uch improve me nts  a re  in the  public

22 inte re s t be ca us e  the  improve me nts  will he lp prote ct life  a nd prope rty.

23

24

25

26

27

28
49 Id a t 197: 10-14.
50 Id. at 98311-4.
51 Id a t 384: 17-21.
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1 3.

2

Staff recommends approval of a Fire Flow Recovery Mechanism as an
appropriate method to allow recovery of the cost of the fire flow
improvement project.

3

4

5

6

7

8

9

10

11

12

13
54

14

15

16

17

18

19 Youngstown,

20

21

The  Compa ny te s tifie d tha t s hould the re  be  broa d community s upport for the  Fire  Flow

Improvement P roject, the  Commis s ion s hould "depa rt from traditiona l ra temaking". 52 The  Company

deve loped and ma iled a  s urvey to its  re s identia l cus tomers  a s  a  way to gauge  public s upport for the

Fire  Flow Improve me nt P roje ct. The  Compa ny's  witne s s  Tom Brode rick te s tifie d tha t the  s urve y

was  ma iled, a s  a  s epa ra te  ma iling, to a ll re s identia l cus tomers  of record. 53 The  s urvey conta ined 2

ques tions . The  firs t ques tion was : "Yes , I s upport improving fire  hydrant flows  in the  Sun City Wa te r

Dis trict or No, I do not s upport improving fire  hydra nt flows ." The  ye s  re s pons e  wa s  ca lcula te d a s

ne a rly 59% of re s pons e s  re ce ive d. The  s e cond que s tions  wa s : "Ye s  I a m willing to pa y in my wa te r

Bil] for the  cos t of improving fire  hydra nt flows  in S un City Wa te r Dis tric t s o long a s  the  Arizona

Corpora tion Commis s ion finds  the  cos ts  re a s ona ble  or No, I a m not willing to pa y for the  propos e d

fire  hydra nt flow improve me nts  in a  my wa te r bill." The  ye s  ra te  wa s  ne a rly 51%. During the

public comment ses s ion, the  Company learned tha t perhaps  some res idents  did not rece ive  the  survey.

55 The  Company s ta ted tha t it ma iled s urveys  to prope rty management companie s  or home  owne rs

a s s oc ia tions  ("HOA"), but ha s  no wa y of knowing if a  prope rty ma na ge me nt Finn or the  HOA

dis tribu te d  thos e  to  its  re s ide nts .  56  It a ppe a rs  tha t the re  is  community s upport for fire  flow

improve me nts ,  howe ve r it is  the  Compa ny's  pos ition57 a s  we ll a s  the  pos ition of the  Town of

58 tha t wh ile  pub lic  op in ion  is  im porta n t,  it is  no t c on tro lling .  Add itiona lly,  the

Company s pons ored two public mee tings  in Sun City and Youngtown to review the  de ta ils  of the  Fire

Flow Project. 59

The Company proposed a  surcharge  s imilar to the  arsenic surcharge  as  a  method to recoup the

23 ca pita l cos t a s s ocia te d with the  fire  flow improve me nt proje ct. 60 Norma lly, S ta ff would be  oppos e d

22

24

25

26

27

28

52 (Broderick Direct Test., Ex. A-3 at 10).
53 (Tr, at 364: 12-23>.
54 See Broderick Rejoinder Test., Ex. A-5 at 2.
55 (Tr. at 370: 18-22).
56 Id. at 371 :2-23.
57 Id at 373:18-22.
58 (LeVault Surreb. Test., Ex. y-5 at 4).
59 (Broderick Rebuttal Test., EX. A-4 at 8).
60 (Broderick Direct Test., Ex, A-3 at 4~5).
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1 to  a  re que s t to  a pprove  a  me cha nis m to  a llow re cove ry of p la nt inve s tme nt outs ide  of a  ra te

2 proceeding, but because  of the  public sa fe ty impact, the  s ignificant cos t and the  community support,

3 Staff supports a surcharge mechanism. 61

4 S ta ff ma de  cha nge s  to the  Compa ny's  propose d tire  flow re cove ry surcha rge  me cha nism.

5 S ta ff recommended a  procedura l forma t s imila r to the  Arsenic Cos t Recove ry Mechanism ("ACRM")

6 tha t wa s  a pprove d in De cis ion No. 66400. 62 Furthe r S ta ff re comme nde d a n e a rnings  te s t for the

7 Company's  proposed s tep increases . An ea rnings  te s t would enable  the  Commiss ion to de te rmine  if

8 the  Sun City Wate r Dis trict is  ove r ea rning its  approved ra te  of re turn a t the  time  it tile s  for each s tep

9 increase .63 S ta ff' s  purpose  in recommending changes  to the  Company's  proposa l was  to insure  tha t

10 Staff and any inte rvene rs  would have  an opportunity to thoroughly a ssess  the  each s tep filing for the

l l surcharge.64

12 Unde r the  propose d FCRM, the  Compa ny would file  va rious  s che dule s  tha t include  but a re

13 not limited to, a  current ba lance  shee t, a  current income  s ta tement, an ea rnings  te s t schedule , a  ra te

14 review schedule , a  revenue  requirement ca lcula tion, a  surcha rge  ca lcula tion, an adjus ted ra te  ba se

15 s c h e d u le ,  a  CW IP  le d g e r,  a  c a lc u la tio n  o f th e  a llo c a tio n  fa c to rs ,  a  b ill a n a lys is ,  a n d  a n

16 implementa tion plan for the  surcharge .65 Sta ff would have  45 days to review the  schedules  and make

17 its  re comme nda tion. If the re  a re  dis a gre e me nts , a  he a ring, on a n e xpe dite d s che dule , ca n be

18 requested.

19 Contra ry to the  a sse rtion tha t the  proce dura l a spe cts  of the  FCRM would not a llow S ta ff the

20 same  scrutiny a s  in a  full ra te  ca se , S ta ff te s tified tha t because  of the  s ingleness  of the  focus , S ta ff

21 would a ctua lly be  a ble  to s crutinize  the  Compa ny's  filings  more  close ly.66 Compa ny witne s s  Tom

22 Brode rick a cknowle dge d, unde r que s tions  from Adminis tra tive  La w Judge  Rodda , tha t the  scrutiny

23 under the  FCRM could be  s tronger than tha t in a  ra te  case  because  S ta ff would review only the  work

24

25

26

27

28

61 (Iggie Direct Test., Ex. S-21 at 6).
6.2 Decision No. 66400, Docket No. W-01445A-00-0962 (October 14, 2003).
63 (Iggie Direct Test., Ex. S-21 at 9).
64Id.
6514, at 10-11.
66 (Tr. at 970: 3-971:4).
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4. The proposed FCRM is not similar to the method of recovery approved
for the Paradise Valley District and is a more acceptable method in terms
of impact to the ratepayer.

1 tha t wa s  done  for tha t pa rticula r s te p a nd not the  e ntire  sys te m, a s  in a  ra te  ca se .67 The  Compa ny

2 accepted Sta ff s  conditions  concerning the  process ing of the  FCRM step increases ."

3

4

5 During the  hea ring, the  Company and S ta ff tes tified as  to why the  surcharge  recommended in

6 this  ca s e  diffe rs  from the  me thods  a pprove d in the  Compa ny's  P a ra dis e  Va lle y ca s e .69 The re  a re

7 severa l diffe rences tha t make  the  FCRM preferable .

8

9 phys ica l re vie w of the  fa cilitie s  or a uditing re vie w of the  invoice s  until the  ne xt ra te  ca s e ." The

10 P a ra dise  Va lle y proje ct is  funde d a s  contribution in a id of cons truction ("CIAC"). The  ra te  impa ct is

l l gre a te r be ca us e  of the  high block s urcha rge  a s  we ll a s  the  public s a fe ty s urcha rge . The re  is  no

12 earnings tes t because  the  surcharges  a re  CIAC, so there  is  no impact on earnings.

13 The  FCRM proposed in the  case  would require  phys ica l plant review and auditing of invoices

14 a t e ve ry s te p filing. The  Compa ny ca nnot cha nge  the  a mount of the  surcha rge  until it ma ke s  a  s te p

15 filing and the  Commiss ion approves  it. The re  is  an ea rnings  te s t proposed, and the  surcha rge  would

16 be recorded as revenue. 72

17 The  proposed surcharge  would have  a  small e ffect on ra tes . Company witness  Tom Broderick

18 tes tified tha t the  es tima ted cos t for yea r 2010 is  3.5 cents  pe r thousand ga llons , for yea r 201 l, a  tota l

19 cos t of 7.4 cents  pe r thousand ga llons , for yea r 2012, 11.4 cents  pe r thousand ga llons , and for yea r

20 2013 a nd be yond roughly 17.4 ce nts  pe r thousa nd ga llons . The  Compa ny in its  la te  file d e xhibit

21 revised the  numbers  s lightly, in yea r 2009, 3.4 cents  pe r thousand ga llons , in yea r 2010, 7 cents  pe r

22 thousa nd ga llons , in ye a r 2011 10.9 ce nts  pe r thousa nd ga llons  a nd in ye a r 2012, 15.5 ce nts  pe r

23 thousand ga llons .74 The  Company ca lcula ted tha t a t median consumption leve l of 6500 ga llons  pe r

24 month, in ye a r 2009 the  ra te  would be  ris e  to $15.16 pe r month, from $14.94; in ye a r 2010, the

25 6714. at 457: 6-16.
68 (Broderick Rebutta l Tes t., Ex. A-4 a t 14).
5* as  302N.No. 68858, Dockets  No. w-01303A-05-0405, W-01303A-05-0910 (Consolida ted), (July 28, 2006).

71 (Tr. a t 488: 23-4894).
72 Id a t 489:l-490:l0.
73 Id. at 444:19-24.
74 (Average Annual Surcharge Bill Impact, Ex. A-15).

26

27

28
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1 monthly bill would ris e  to $15.40 from $14.94, in ye a r 2011, the  monthly bill would ris e  to $15.65

2 from $14.94 a nd in ye a r 2012, the  monthly ra te  would incre a se  to $15.95 from $14.94.75 With a n

3 ave rage  consumption of 8500 ga llons , in yea r 2009, the  monthly ra te  would increase  to $17.67 from

4 $17.38, in ye a r 2010, the  monthly ra te  would incre a s e  to $17.96 from $17.38, in ye a r 2011 the

5 monthly ra te  would incre a s e  to  $18.29 from $17.38, a nd in  ye a r 2012 the  monthly ra te  would

6 increase  to $18.67 from $1738.76

There was disagreement between S ta ff and the  Company concerning the  cost estimates for the

14 Fire  Flow Improvement P roject. The  Company's  witness , Joseph Gross , te s tified tha t the  cos t for the

15 proje ct would be  a n e s tima te d $5.1million. S ta ff's  witne s s , Dorothy Ha irs , te s tifie d tha t S ta ff

16 e s tima te d the  cos t a t $2.7 million but a cknowle dge d tha t S ta ff's  e s tima te  could be  a ffe cte d a nd

17

18 the  e s tima te  is  for public disclosure ; the  FCRM will a llow monitoring of the  cos ts  of the  project a long

19 with the  pos s ibility of some  dis a llowa nce  of some  cos t. The  FCRM will provide  a  form of prote ction

20 against exorbitant costs .

21

7 Staff, in its  la te -tiled exhibit, ca lcula ted the  impact based on 6500 ga llon median usage  to be  9

8 ce nts  pe r thousa nd ga llons  in ye a r 2009; 23 ce nts  pe r thousa nd ga llons  in ye a r 2010; 35 ce nts  pe r

9 thousa nd ga llons  in ye a r 2011 a nd 52 ce nts  pe r thousa nd ga llons  in ye a r 2012.77 For the  a ve ra ge

10 consumption, 12 cents  per thousand ga llons  in 2009, 29 cents  per thousand ga llons  in 2010, 45 cents

11 per thousand ga llons  in 2011 and 67 cents  per thousand ga llons  in 2012.78 Sta ff, te s tified, tha t under

12 the  concept of gradua lism, the  FCRM would be  a  way to avoid ra te  shock.79

13

Co mp a n y a n d  S ta ff te s tifie d  co n ce rn in g  a lte rn a tive  wa ys  to  p a y fo r th e  F ire  F lo w

22 Improve me nt P roje ct. One  s ugge s tion, to le t Youngtown pa y for the  proje ct wa s , a ccording to the

23 te s timony of the  town and S ta ffs  pos ition in Pa radise  Va lley, prohibited unde r the  Gift Clause  of the

2 4

2 5

26
75 14

27 76 Id.
7; (Ave ra ge  Annua l S urcha rge  Bill Impa ct, Ex. S -23).
7 I d
79 161. at 97416-8).
so 14. at 936-38.

28
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The  Gift Clause , Article  9, Section 7 of the  Arizona  Cons titution provides  a s  follows:

1 Arizona  Cons titution. Assuming tha t the  Gift Cla use  is  not implica te d, Youngtown doe s  not ha ve  a n

2 effective  mechanism for ra is ing the  money.8l

3 Youngtown Ma yor Le Va ult te s tifie d tha t he  be lie ve d tha t the  Gift Cla us e  would prohibit

4 Yotuigtown from making improvements  to a  sys tem tha t the  Town does  not own .82

5

6

7

8

9

1 0

12 The  Gift Cla us e  would pre clude  the  a bility of the  town to ma ke  improve me nts  to a  s ys te m

13 tha t it doe s  not own a nd turn owne rship of such improve me nts  to the  Compa ny. Furthe r the  Town

14 indica te d tha t it doe s  not ha ve  bonding a uthority to  ra is e  the  mone y, the  Town ha s  no prima ry

15 property tax and tha t the  growth is  such tha t ra is ing sa les  tax would not provide  much money.83 Even

16 if the  Youngtown we re  to ra is e  the  mone y, it would not solve  the  proble m of the  viola tion of the  Gift

17 Clause .

18 The  Company tes tified tha t it a lso be lieves  tha t the  Gift Clause  requires  tha t asse ts  contributed

19 by a  municipa lity to a  priva te  e ntity mus t not a lso ha ve  a  priva te  use . The  Compa ny te s tifie d tha t fire

20 hydra nts  ha ve  multip le  us e s . S ta ff is  a ls o  o f the  op in ion  tha t the  Gift Cla us e  would  p roh ib it

21 Youngtown from paying for the  improvements .

22 The re  is  no othe r re a lis tic me thod to a ccomplis h the  Fire  Flow Improve me nt P roje ct. The

23 Company te s tified tha t the re  is  no entity tha t s tands  ready to make  the  inves tment necessa ry to fund

24 the  fire  flow improve me nt proje cts .84

25

26

27

28

Ne ithe r the  s ta te , nor a ny county, city, town, municipa lity, or othe r
subdivis ion of the  s ta te  sha ll eve r give  or loan its  credit in the  a id of, or
make  any dona tion or grant, by subs idy or othe rwise , to any individua l,
associa tion, or corpora tion, or become a  subscriber to, or a  shareholder
in , a ny compa ny or corpora tion, or be come  a  joint owne r with  a ny
person, company, or corpora tion, except a s  to such ownerships  as  may
accrue  to the  s ta te  by ope ra tion or provis ion of law or a s  authorized by
la w s ole ly for inve s tme nt of the  monie s  in  the  va rious  funds  of the
state.

so ld. at 279:8~l3.

so 14 at 279:13-19.
so 14. at 279: 8-13.

84 (Broderick Direct Test., EX. A-3 at 7).
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1

2

3 Que s tions  we re  ra is e d during the  he a ring on whe the r a n Accounting Orde r would be  a  me thod

4 to  fund the  im prove m e nt proje c t.  S ta ff fe lt tha t the  d is a dva nta ge  of a n  Accounting Orde r would  be

5 tha t cos ts  would be  a ggre ga te d for re cove ry in a  future  proce e ding.85 Mr Iggie ,  on  be ha lf o f S ta ff,

6 fu rth e r te s tifie d  th a t th e  a m o u n t o f a  fu tu re  ra te  in c re a s e  wo u ld  b e  m o re  s h o u ld  a ll th e  c o s t b e

7 de fe rre d to a  ra te  ca se .86 The  Compa ny te s tifie d tha t a  dis a dva nta ge  to a n Accounting Orde r wa s  tha t

8 s uch a n orde r would ultim a te ly re s ult in  highe r ra te s  la te r.  An Accounting Orde r would not g ive  the

9 Com pa ny the  ne ce s s a ry dire c tion on how to  s truc ture  the  F ire  F low Im prove m e nt P roje c t,  i.e .  wha t

10 pa rt of the  proje ct should be  done  firs t'? 87

6.

5. An Accounting/Deferral Order would delay the recovery and increase the
costs to ratepayers.

11

12 While laudable in its attempts to protect the ratepayers, RUCO's position with respect to the

13 Fire Flow Improvement Project should be disregarded. RUCO testified that while it acknowledges

14 the public safety aspect of the project, the costs should not be born by the ratepayers. RUCO admitted

RUCO's position should be disregarded.

15 in its testimony that it does not like to support programs that increase the burden on ratepayers and

16 are discretionary, it supported the DSM project,88 which does a cost to ratepayers and has no state or

17 federal mandate. RUCO took the position that this fire flow project improvements should not be

18 placed in rate base, while admitting that fire How related plant is already in rate base in the instant

19 case as well as in the rate base of most other water companies in the state.89 If the Commission were

20 to adopt RUCO's posit ion and not allow the Company to recover its cost  for the fire flow

21 improvement project until a rate case, the lives and property of the ratepayers are at risk. The

22 Company has indicated that it would wait to commence construction of the tire flow improvement

23 project, partly because of the expense of the project.90

24
25

26

27

28

85 Id. a t 994:3-5.
86  Id a t 994 :18-23 .
87 Id. a t 513: 21-514213.
88 Id. a t 67811-5.
89 Id. a t 630-634
90( Brode rick Dire c t Te s t A-3  a t 8 )
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1

2 S ta ff would  urge  a doption of its  re comme nda tions  conce rning ra te  ba s e  a nd re ve nue .

3 Ade qua te  fire  flow is  a  ma tte r of public he a lth a nd s a fe ty a nd ha s  be e n re cognize d a s  s uch by this

4 Commiss ion.91 S ta ff be lie ve s  tha t the  FCRM is  a  p re fe ra b le  m e thod  to  pa y fo r the  tire  flow

5 improvement project, to avoid the  problems  tha t have  s urfaced in Paradis e  Va lley cas e  and to protect

6 the  hea lth and s a fe ty of the  cus tomers  in the  Sun City Wate r Dis trict.

RESPECTFULLY s ubmitted this  13'*' day of Februa ry, 2008.

111. C O NC LUS IO N

/ 7

Robin R...-Mitche ll
Attorne y, Le ga l Divis ion
1200 Wes t Washington Stree t
P hoe nix, Arizona  85007
Te le phone : (602) 542-3402

Origina l and thirteen (13) copies
of the  foregoing were  filed this
l 3fh day of February, 2008 with:

Docke t Control
Arizona  Corpora tion Commis s ion
1200 Wes t Washington Stree t
Phoenix, Arizona  85007

Copy of the  foregoing ma iled this
13 da y of Fe brua ry, 2008 to;

P a ul M. Li, Es q.
Arizona -American Wate r Company
19820 North Seventh Stree t, Suite  201
P hoe nix, Arizona  85024

Craig A. Marks, Esq.
Craig A. Marks, PLC
3420 East Shea Blvd., Suite 200
Phoenix, Arizona 85028
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25
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27

28

Scott Wakefie ld, Chie f Counse l
Re s ide ntia l Utility Consume r Office
1110 W. Washington Stree t, Suite  220
P hoe nix, Arizona  85007

91 Decision 68858 at ll, No. W-01303A-05-0405, W-01303A-05-0910 (Consolidated), (July 28, 2006).
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1 Tra cy S poon
S un City Ta xpa ye rs  As s ocia tion
12630 North 103"' Ave nue , S uite  144
S un City,  Arizona  85351-3476

2

3
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6

7

Willia m P . S ulliva n, Esq.
Susan D. Goodwin, Esq.
La rry K. Uda ll, Es q.
Curtis , Goodwin, S ulliva n,
Uda ll & S chwa b, P .L.C.
501 East Thomas Road
Phoe nix, Arizona  85012-3205
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9

Lloyce  Robinson, Town Manage r
Town of Youngtown
12030 Clubhouse Square
Youngtown, Arizona  85363

10

11
Mr. Willia m E. Downe y
11202 West Pueblo Court
S un City, Arizona  85373
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