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BY THE COMMISSION:

FIND]NGS OF FACT

Introduction
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17 A.

18 1.

19 "Applicant" or "AAW") filed an application on May 15, 2007, with the Arizona Corporation

20 Commission ("Commission") requesting authorization to implement Step Two of its Arsenic Cost

21 Recovery Mechanism ("ACRM").

22 2. The monthly arsenic surcharge per customer was established to aid the Company in

23 its efforts to comply with the Environmental Protection Agency's ("EPA") new arsenic maximum

24 contaminant level of 10 particles per billion ("ppb") which went into effect on January 23, 2006.

25 3. The United States Environmental Protection Agency ("EPA") reduced the drinking

26 water standard for arsenic from 50 parts per billion ("ppb") to 10 ppb effective January 23, 2006.

27 4. Pursuant to Decision No. 68858, Arizona-American Water  Company filed the

28 required schedules for Commission approval prior to the implementation of the ACRM.

Pursuant to Decision No. 68858, Arizona-American Water Company ("Company",
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1 B. Background

2

3

4

5

6

7

On June 3, 2005, AAW filed an application for rate increases for its Paradise Valley

system and for  approval of an agreement with the Paradise Valley Country Club. In this

applicat ion,  the Company sought and was granted author ity to implement an Arsenic Cost

Recovery Mechanism ("ACRM").

6. On July 28, 2006, the Commission issued Decision No. 68858 granting AAW the

authority to implement an ACRM. The Decision also required AAW to tile certain schedules to

support its ACRM charges and that AAW file a full rate application no later than September 30,

9 2008.1

8

10

11

On December 19, 2006, AAW filed an application to implement Step-One of its

ACRM. On February 14, 2007, AAW filed a revised application for its Step-One surcharge. On

13

14

15

12 March 22, 2007, the Commission issued Decision No. 69396 granting AAW the authority to

implement Step-One of its ACRM.

The Step-One surcharge added $14.84 to the monthly customer  charge for  a

customer with a 5/8-inch meter and $.4534 per 1,000 gallons to the commodity rate. The Step-

16 One surcharge increased the average residential customer bill by approximately $34.11 from

$74.88 to $108.98 (45.6 percent). These monthly billing amounts include the PS surcharge

authorized in Decision No. 68858.

17

18

On March 13,  2008,  AAW filed an application to implement Step-Two of its

20 ACRM. This application seeks to recover eligible arsenic related O&M costs and additional

19 9.

21

22 10.

23

24

arsenic related plant in service not being recovered in the existing Step-One surcharge.

On August 27, 2008, the Commission amended Decision No. 68858 to reduce the

High Block Usage surcharge from $2.15 per thousand gallons to $1.00 per thousand gallons and

to reset the Public Safety Fire Flow surcharge from $1.00 per thousand gallons to zero, effective

25 on September  1,  2008. Since these surcharges are recorded as Contr ibut ions In Aid of

26

27

28 1 On May 1, 2008, the Company filed a rate application for 10 of its systems including Paradise Valley, using a test
year ending December 31, 2007.

5.

7.

8.

Decision No.
70560
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1 Construction, their reductions have an impact on customer bills but do not affect revenues to the

2 Company.

3 c. Companv's Current Application

4 11.

5

6

7

8

9

10

11

In its present application,  AAW requests a Step-Two ACRM surcharge which

would add $2.41 to the monthly customer charge for a 5/8-inch meter and $0.0747 per 1,000

gallons to the commodity rate for all of its Paradise Valley customers. Of the $2.41 to be added tO

the monthly customer charge, $2.02 per month is to fLed the additional arsenic related plant since

the implementation of the Step-One ACRM and $0.39 per  month is to fund the recovery of

deferred, arsenic related O&M expenses incurred for 12 months beginning with the operation of

the arsenic remediation. Of the $.0747 per 1,000 gallons to be added to the commodity rate,

$.0625 per thousand gallons is to fund the additional arsenic related plant since the implementation

12 of the Step-One ACRM and $0.0121 per thousand gallons is to hind the recovery of deferred,

arsenic related O&M expenses incurred for 12 months beginning with the operation of the arsenic13

14 remediation.

15 12.

16

17

18

19

20 13.

21

Under the Company's proposal, the average residential customer bill (with usage of

42,500 gallons) would increase by approximately $5.60 from $108.98 to $114.58 (5.1 percent).

Adding the Step-Two amounts to the Step-One amounts approved by Decision No. 69396 means

that total ACRM surcharge will add $17.25 to the monthly customer charge for a 5/8-inch meter

and $.528l per 1,000 gallons to the commodity rate for all of its Paradise Valley customers.

If this application is approved, it will include recovery of deferred O&M expenses

which will cease alter  the 12 month recovery period. At the end of the 12 month period, the

22 average monthly bill will decrease by $.90 Hom $114.58 to $113.68 (0.8 percent). This reflects

decreases of $.39 per month for a 5/8-inch meter and $.0121 per thousand gallons related to the

24 recovery of deferred O8LM expenses.

23

25 D. Authorization for an Arsenic Cost Recoverv Mechanism (Decision Nos. 68858 and

69396)26

27
14. Decision No. 68858 conditioned approval of an ACRM surcharge on the following

28 criteria:

Decision No . 70560
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1

2

AAW shall tile certain schedules show the actual cost of construction of arsenic
related facilities. In addition, the projected rate of return with the ACRM may
not exceed authorized levels. Such schedules include an earnings test  in
support of the ACRM.

3

4

5

AAW shall also file, by July l of each year in which it collects surcharges, a
report with Docket Control showing the Colnpany's capital structure as of each
month end in the prior calendar year.

6 c. AAW shall file a full rate application no later than September 30, 2008 .

7
AAW shall apply all ACRM surcharges on a volumetric basis and equally to all
usage tiers.8

9 15.

10

Decision No. 69396 granted approval of Step-One of the ACRM surcharge that was

provided for in Decision No. 68858 as discussed above. While Decision No. 69396 approved the

Step-One surcharge, it did not add any additional conditions that were not specified in Decision

12 No. 68858.

11

13 E.

14

Staff' s Analvsis

ACRM Schedules

15 16.

16

The Company's ACRM Step-Two filing includes the following ten schedules :

a. Balance Sheet - as of December 31, 2007.

17 b. Income Statement -- period ending December 31 , 2007.

18
Income Statement Adjustments (Earnings Test)
No. 68858.

to conform to Decision
19

20 d.
e.

21

Rate Review - a rate review tiling for district.
Arsenic Revenue Requirement - an arsenic revenue requirement calculation for
Step-Two.

22

23
f.
g.

24

Surcharge Calculation .-- a detailed surcharge calculation for the district.
Rate Base - a schedule showing the elements and the calculation of the rate
base,  including the deduction for  Arsenic Impact Fee Contr ibutions as of
December 31, 2007.

25 Construction Work In Progress ("CWIP") Ledger
construction work in progress account.

a  ledger  showing the

26

27

28

Four Factor Allocation - a schedule showing the allocation factors to be used
for expense allocation. The "four factors" include ratios of each system's Plant
in Service, General Metered Customers, Salaries and Wages, and Direct O&M,

h.

i.

b.

d.

a.

c.

Decision No. 70560
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1

2

excluding labor, as they relate to the total for all systems. A schedule showing
the allocation of common plant and based on the relative customer counts is
also included in the application.

3

4

Typical Bill Analysis ..-. ACRM Step 2 .... A typical bill analysis showing the
effects on residential customers at the average residential usage of at 42,500
gallons for Paradise Valley customers.

5

6

7

The above schedules provide for the calculation of a surcharge based on financial

records and an Earnings Test Schedule to limit the ACRM Step-Two revenue to an amount

that would not result in a rate of return exceeding the rate authorized in Decision No.

68858.

8

9

10 Filing Requirements Compliance

11

12 17.

Staff does not note any deficiencies related to the Company's ACRM filing.

Staff concluded that the filed schedules conform to the requirements of Decision

13 No. 68858.

14 18. Staff concluded that the ACRM schedules provide for the calculation of a surcharge

15 based on financial records and an Earnings Test Schedule that limit the ACRM surcharge revenue

16 to an amount that would not result in a rate of return exceeding that authorized in Decision No.

17 68858.

18 19. Staff believes that the Company has adequately supported the amounts requested

19 for O&M expenses. However, Staff has made adjustments and reclassification to the Company's

20 ACRM plant. Thus, the incremental Step-Two plant and associated rate base has been reduced,

21 and depreciation expense has been adjusted accordingly, as described below.

20. Neither Decision No. 68858 nor Decision No. 69396 prohibits the recognition of

23 additional arsenic related plant subsequent to the implementation of Step-One, as argued by the

24 Residential Utility Consumers Office ("RUCO").

22

25 Arizona-American Company has already complied with the requirement to tile

26 permanent rate applications for its Paradise Valley District no later than September 30, 2008.

21.

27

28

j.

Decision No. 70560
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1 F. Staff's Adjustments to Company Schedules:

2

3

4

5

6

7

8

22. Staff recommends adjustments to the Company's schedules to remove some O&M

amounts  tha t  were included in ACRM plant ,  to re-classify some plant  items and to apply

depreciation rates that are more accurate, and to adjust accumulated depreciation to reflect the

depreciation expense approved in the Step-One ACRM surcharge in Decision No. 69396. These

adjustments are shown on the attached schedules GWB-1 and GWB-2 and have the net effect of

reducing revenue requirements by $11,729 from the Company's proposed amount of $384,217 to

$372,488.

23.

12

9 Staff recommended adjustments on Schedules GWB-2 and GWB-3 would reduce

10 the revenue requirement by $11,729. The calcula t ion of surcharges using Staffs revenue

l l requirements is shown on GWB-4.

24. Using Staffs recommended revenue requirement, the average residential customer

13 bill would increase by approximately $5.44 from $108.98 to $114.42 (5.0 percent). Supplanting

14 the previously approved Step-One amounts of $14.84 per month for a 5/8-inch meter and $0.4534

15 per thousand gallons, the Step-Two surcharge would be $17.19 per month for a 5/8 inch meter and

16 $0.5140 per thousand gallons.

17 25. This 5.0 percent increase would be in addition to the effect of previously approved

18 Step-One surcharge which increased the average residential bill by $34.11 from $74.88 to $108.98

19 (45.6 percent). The total cumulative effect of Step-Two on the average residential bill is an

20 increase of $39.54 from $74.88 to $114.42 (52.8 percent).

21 26. If this application is approved using Staffs recommended rates,  it  will include

22 recovery of deferred O&M expenses which will cease after the 12 month recovery period. At the

23 end of the 12 month period, the average monthly bill would then decrease by $.90 from $114.42 to

24 $113.52 (0.8 percent) which reflects decreases of $.39 per month for a 5/8-inch meter and $.0121

25 per thousand gallons related to the recovery of deferred O&M expenses.

27. Staff also has concerns with the Company's presentation and description of the

27 underlying surcharges and the deferred O&M expenses. In its filings, the Company continues to

26

28

Decision No. 7 0 5 6 0
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1

2

3

4

describe the surcharges previously authorized as a Step-One surcharged when, in fact, Step-One

surcharges are supplanted by and absorbed into the Step-Two surcharge. Staff recommends

clarification to indicate that previously approved Step-One amounts are being supplanted by and

absorbed into the Step-Two surcharge amounts and that only this surcharge will continue until the

As is also indicated on Schedule GWB-1, Staff recommends approval of a single

13 permanent Step-Two ACRM surcharge that supplants and absorbs the previously approved Step-

14 One ACRM surcharge and adds the costs for net incremental plant added subsequent to the Step-

15 One filing and on-going, recoverable, and arsenic related O&M expenses to remain in effect until

16 the effective date of new rates established in the pending rate case.

17 30. Staff also notes that the Company did not include invoices in an amount to provide

18 complete support of the amount of O&M being requested. However, discussion with Company

19 personnel indicated that the amount requested reflects issuances as opposed to purchases during

20 the time period, and the Company has provided staff with adequate documentation to support

21 issuances which, in tum, support the amount requested.

22

12

5 Company's next rate case.

6 28. Staff recommends further cl `fication regarding the recovery of deferred O&M

7 expenses. Staff notes that the Company seeks recovery of deferred O&M as provided for in

8 Decision No. 68858 but the supporting schedules in its present application do not clearly state that

9 these amounts will cease at the end of a 12 month recovery period. If this application is approved,

10 provision should be made so that the recovery of deferred O&M expenses cease after the 12 month

l l recovery period.

29.

G. RUCO's Adjustments to Companv Schedules

23

24

25

26

31. RUCO filed a  repor t  on this  case and recommends two adjustments. Citing

Decision No. 68310 which was for Arizona-American Water Company but not for the Paradise

Valley systems, RUCO states that incremental plant subsequent to the implementation of Step-One

of the ACRM should not be recognized, per Decision No. 68310. RUCO also cites Decision No.

27

28 2 See Company filing of March 13, 2008, Schedule ACRM-5, Rows 22-28

Decision No. 70560
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1

2

3

4

5

6

66400 which was for Arizona Water Company but does not specify which part of the application is

not conforming with this Decision.

32. RUCO also recommends disallowing $6,279 of O&M expenses. RUCO claims that

of the $6,279, $6,187.83 represents amounts either not supported by invoices ($5,390.75) or

outside the 12 month deferral period ($797.08). The remaining $91 .65 is due to a math error.

Staff believes thus Company has adequately supported the amounts requested for33.

7 O8cM expenses.

8 34. Fur ther ,  neither  Decis ion No.  68858 nor  Decis ion No.  69396 prohibit s  the

9 recognition of additional arsenic related plant subsequent to implementation of Step-One.

10 35. On October 6, 2008, the Company filed an exception to Staffs recommended order

in which the Company identified several errors in ACRM Schedule GWB-l that was attached to

12 the recommended order. Attached to the exception was the Company's revised Schedule GwB-l,

13 which incorporates the Company's corrections to the errors.

14 36. On October 9, 2008, Staff filed a response to the Company's exceptions in which

15 Staff concurred with the corrections incorporated in the Company's revised Schedule GwB-l,

16 which we will therefore adopt.

11

17

18

19

20

21

CONCLUSIONS OF LAW

1. The Company is a public water service corporation within the meaning of Article

XV of the Arizona Constitution and A.R.S. 40-250 and 40-252.

2. The Commission has jurisdiction over the Company and of the subject matter of the

application.

22 Appr ova l  of  a nd a r senic  cos t  r ecover y mecha nism is  cons is t ent  wi t h t he

Commission's  author ity under  the Arizona Constitut ion,  Arizona ra temaking sta tutes,  and

24 applicable case law.

23

25 It is in the public interest to approve the Company's request for implementation of

26 the ACRM.

27

28

4.

3.

Decision No .
70560
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1 ORDER

2 IT IS THEREFORE ORDERED that the application by Arizona-American Water

3 Company for the implementation of Step-Two of the Arsenic Cost Recovery Mechanism for its

4 Paradise Valley districts is approved as discussed herein.

5 IT IS FURTHER ORDERED that the application by Arizona-American Water Company

6 for its Paradise Valley Districts for approval of an arsenic cost recovery mechanism surcharge

7 tariff shall be in accordance with the attached revised ACRM Schedule GWB-1. As indicated on

8 Schedule GWB-1, the rates thereon shall be reduced in accordance with the Commission

9 amendment to Decision No. 68858 on August 27, 2008, and the recovery of deferred O&M costs

10 will cease after 12 months from the effective date of the Decision in this proceeding.

IT IS FURTHER ORDERED that upon approval of the Step-Two surcharge, die Step-One

12 surcharge amounts are absorbed into the Step-Two amount and the Step-One surcharge shall cease.

13 IT IS FURTHER ORDERED that the recovery of deferred O&M expenses will cease after

14 the 12~month recovery period.

15 IT IS FURTHER ORDERED that the Company file with the Commission an arsenic

16 removal surcharge tariff consistent with its filing.

17 IT IS FURTHER ORDERED that Arizona-American Water Company shall notify its

18 customers of the arsenic cost recovery surcharge tariff approved herein within 30 days of the

19 effective date of this Decision.

20 . , .

11

21

22

23

24

25

26

27

28

Decision No.
70560
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1 IT IS FURTHER ORDERED that Arizona-American Water Company shall file, by April

2 1st of each year subsequent to any year in which it collects surcharges under an ACRM, a report

3 with Docket Control, as a compliance item in this docket, showing the Company's ending capital

4 structure by month for the prior year.

5 IT IS FURTHER ORDERED that this Decision shall become effective immediately.

6

7

8

9

10

l l

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

1317841
13

§s1onER com1v11ssI6nER /CommiSsionER

IN WITNESS WHEREOF, I, BRIAN C. McNEIL, Executive
Director of the Arizona Corporation Commission, have
hereunto, set my hand and caused the official seal of this

7 1
this § 8 \ ' ¢ d ay of Q c o b e n

Commission to be affixed at the Capitol in the City of
Phoenix, , 2008.

14

15

16

17

18

19

20

21 DISSENT:

22

23 DISSENT:

24 EGJ:GB:1hm\MAS

25

26

27

28

C c
EXECU IVE

_.\

I*".r' ~

Decision No.
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l

2

SERVICE LIST FOR: Arizona-American Water Company
DOCKET nos. w-01303A-05-0405 and W~01303A-05-0910

3

4

Mr. Brent Wallace, Esq.
Casa Grande City Attorney
City of Casa Grande Attorney's Office
510 East Florence Boulevard
Casa Grande, Arizona 85222

5

6

7

8

Mr. Daniel W. Pozefsky, Esq.
Residential Utility Consumer Office
1110 West Washington Street, Suite 220
Phoenix, Arizona 85007

9

10

11

Mr. Ernest G. Johnson
Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 8500712

13

14

15

Ms. Janice M. Alward
Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

16

17

18

19

20

21

22

23

24

25

26

27

28
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x
x
x

1.2740
5.1549
5.1440

Nu\u: On September 3, ADO!_ the Commhskm inured Decision nu. `I04B8 lmardini Decision Nu. SBBSB, \hem by lududng the High Blndk Usage suydvnrga [ram $115 W $190
per thousand galonx, and resuming LM Pubic Safety surcharvc ham S1.DD per Ihuusand gallons \o sum, ellectivn Seplemhar 1, DOB. All of \he ibevl
ruins should be adiushd aczoMingby. Hnnca, the adjuslod mrnmudky rata: lot The pending applica:\iun would bu:

FIRST 12 Month! OLM Recovuly
Company Pmpvsud Run

Cummodty Ruins, Per 100D gallons
D \n 25.DOD gallons
25,001 \o DU,000 galen:
DDM!! gallons and Ivar

s
s
s

Dudsion
Nv7D4BB

1.2555 s . s
:.175o s ( w e  s
5.8550 s (2.15) s

Acne . Shep z
12. rnonlh Tutu!

1 2 5 m
2.1750
3.7080

Shi Raeomnhnlkd  Rah:
Decision ACRM - Step 2
No 70485 11- mardh Total

12561 u s 1.2851
3.1761 (1-00) s z.17a1
5.8561 (1.15) s :.1os1

s
s
x

s
s
s

AFTER 11 Monlhx D&M Rncuvzry
Company Propesui Rail

Company Proposed Rl\al
FIRST 12 Months DAM Rnmvnry
commodity Rates, For 1000 gallons

s
x
s

1.2759
3. 1559
5.8459

s
x
x

Dadsion ACRM . S\ap2
nu70451 17. month Total

. s 11759
( m o )  x 2.1659
(2.15) s 15959

sol( Rncommanded Runs
Decision ACRM - Step 2
ND 70485 11- mcmh TolIl

1.2740 . x 11749
11540 o w )  s 7.1540
5.8440 (2.*5) s 1.5940

s
s
s

x
s
s

ACRM 5l.¢P 1
Surchalqu

Decision No .
70560
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REVISED GWB-1

r

GWB-1
Page 2 of s

J

I

Arizona-American water Company Paradise Valley
Dockel Nos. w-ot303A-D5-D4D5 z. W-D13D3A-05-9910
ACRM Step Two COMMERCIAL (See Note Below)

/ Delzfshon No. asks! Public Safety
Surcharge

High Bracket
surcharge

Decision No. Vaasa
1o1al

r

s
S
s
s
s
s
s
s

Bass
Rates

9.50
9.B3

15_B5
32.99
s1.oo
94.50

157.25
315.00

s
s
s
s
s
s
s
s

9.50
9.53

1s.as
:so,oo
51.oa
94.50

157.25
a15.00

Minimum alB' Meter
Minimum3/4" Meier
Minimum 1  ̀Meter
Minimum 1 112' Me\er
Minimum 2' Molar
Minimum 3' Meter
Minimum 4' Mizar
Minimum 6° Meter
Commodity Rates, Per woo gallons
D lo 4D0,000 gallons
409,001 gallons and over

s
s

1.27
1.56 s 1_of 5 2. 15

s
s

1.27
4.71

Declslon No. 69396
ACRM Step On: Surcharge

Per Decision
NO saase

ACRM Step 1
Surcharge

Dedsian No. 69396
Total

s
s
s
s
s
s
s
s

9.59
9.83

15.a5
32.00
51 .of
94.50

157.25
315.00

s
.s
s
s
s
s
s
s

14.14
15.35
24.75
45.91
79,55

147.59
245.80
491.97

s
s
s
s
s
s
s
s

24.34
25.15
4o.so
B1.9B

139.65
242.09
402.85
sos.s1

Minimum SIB' Me\er
Minimmn 314' Meier
Minimum 1' Meier
Minimum 1 1/2' Meter
Minimum T Me\ar
Minimum 3' Melee
Minimum 4° Meier
Minimum 5- Meier
Commodity Rains, Per 1ooo gallon:
D lo 400.900 gallons
4DD_DD1 gallons and over

s
s

1.27
4.71

s
s

0.4534
9.4514

s
s

1 .7234
5.1534

P=ndlnqACRM Slap z Annllcallnnr
FIRST 12 Months D&M Recovery
Company Proposed Rates

Per Decision ACRM - Siep2 ACRM - 5\ep 2
No, 59396 @ 3 L n g 12-month O&M

ACRM Steps
12~ month Total

Still Recommended Rates
Per Dedsivn ACRM . Steps z ACRM . Step z ACRM . Step z
No, 69396 On-aoinq 12-mumh Ol-m 12- month Total

s
s
s
s
s
s
s
s

24.34
25. 1 B
40.59
81 .98

130.55
241.9
402.85
8D6.97

s
s
s
s
s
s
s
s

2.02
2.09
3.37
s.eo

10.B4
20.09
31.43
56.97

s
s
s
s
s
s
s
s

D.39
.D.40
0.65
1.31
209
3.88
5.45

1193

2s.1s
27.57
44.62
9o.1o

143.59
2se.os
442.74
aas.s7

s
s
s
s
s
s
s
s

24.34
25.18
49.50
81.98
\̀3D.G5

242.09
4D2.B5
806.97

s
s
s
s
s
s
s
s

1.96
z.o:
:.z7
5.58

1 o.sz
19.49
32.44
s4.sa

s
s
s
s
s
s
s
s

0.59
D.4D
o.ss
1.31
2.09
:.ea
G.45

1 Ls:

s
s
s
s
s
s
s
s

ze.ss
z1.s1
44.52
59.59

14315
265,45
441.74
8sl.a1

Minimum SIB' Male:
Minimum 314' Meier
Minimum 1' Meier
Minimum 1 1/2' Me\er
Minimum 2' Meter
Minimum 3' Meter
Minimum 4' Meier
Minimum S' Meter
Coviunodity Rates, Per woo gallons
O Ia 400,009 gallons
400,001 gdinns and over

s
s

1.7234
5.1634

s
s

0.0625
D,DB25

s
s

0.0121
D.D121

s
s
s
s
s
s
s
s

s
s

1.7980
5238D

s
s

1.7234
5.1534

s
s

a.osos
D.D5D6

s
s

0.0111
0.8121

s
s

1.7961
5.2361

AFTER 12 Months DIM Recovery
Company Proposed Rates f

Per Decision ACRM . Slap 2 ACRM . Slap 2
No. 59396 Qr-qdnq 12-m n LM

ACRM - S\ep 2
Qn-aoinq

Sta!! Recommended Rakes
Per Decision ACRM - Step z ACRM - Step 2 ACRM . Step z
Nu 69396 On--qoinq 12-month OLM 12- month Total , I

x
s
s
s
x
s
s
s

24.a4
25.1 s
40.60
81.98

1aa.e5
242.09
402.85
81216.97

s
s
s
s
s
s
s
s

2.D2
2.09
3.37
6.B0

10.84
20.09
33.43
66.97

s
s
s
s
s
s
s
s

s
s
s
s
s
s
s
s

25,36
2727
43.97
88.78

141 .49
252. 1a
435.28
573.94

s
s
s
s
s
s
s
s

24.34
2s.1a
40.59
B1.9B

130.55
242.09
49185
BDG.97

s
s
s
s
x
s
s
s

1 .ah
2.03
:. z 1
$.50

1o.sz
19.49
: E u
s u e

s
s
s
s
s
s
s
s

s
s
s
s
s
s
s
s

ZGJD
2711
41.11
18.51

141.17
KG t .so
4as.2s
111 .95

Minimum 5JB" Mun
Minimum 314' Male:
minimum 1' Meter
Minimum 1 1rz° Meier
Minimum 2" Maier
Minimum 3' Meier
Minimum 4' Mawr
Minimum s' Meier
Commodity Rains, Per woo galloris
0 lo 400,000 gallons
4DD,DO1 gallons and uvur

s
s

1.7234
5. 1634

s
s

0.0625
0.0625

s
s

s
s

1.7B59
5.2259

s
s

1.7234
5.1e:a4

S
s

ILOSDS
0.0605

s
s

s
s

1:7no

5.z240

nous; Dh Sop\ember 3, zoos, me Commission issued Decision Nu, 70488 amending Decision No. saab_ Ihsrsby reducing the High Block Usage swdlarge ham $2.15 lo s1.oo

per Uuousand gallons, and resetting the Public Safety surcharge tram s1.o0 per thousand canons xo zero, atiudvs Soptembsf 1, ZDOB. All of the above
ragas should be adjuslad aot:orl:!ing1y. Hence, the adjusted cnmmodlty rates lot Mu pending appllcaiion would be:

FIRST 12 Months au  Recw uy
Company Proposed Rule: Sly!! Recommended Rate!

DedsiDh
NO 70488

Decision
ND 70488Cnmmoairy Rams, Par EDDOgallons

0 \o 4oQ,noogallons
400.091 gdlonx and over

s
s

1.79m

5.2380

ACRM . Slap z
12- month Total
s 1.7980

(2.15) S 3.0BBO
s
s

1.7961
5.2361 (2.15)

ACRM - Step 2
12- month Total
s 1.TBS1
s 3.0161

AFTER 12 Months D8-M Recovery
Company Proposed Rains

Decision
Ng 70488Commodity Rates, Par 1000 gallons

Dka 400,990 gallons
400,D01gallons and over

s
s

1.7BS9
5.2259

ACRM - Step 2
12- month Total
s 17859

(2.15) S 30759

S\IU Recommended Russ '
Dodsion ACRM . Step 2
No 7D4BB 12- month Total

s 1.7540
(2.15) s Lu'/a0

s
s

1.7840
5.2240

Decision No . 70560
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ACRM Step Two PV COUNTRY CLUB (CONTRACT RATE) (Sen Nate Behar)

Decision No. sass
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REVISED GWB-1

GWB-1
Page 3 of 5

Minimum 6'Meier
Commodity Rates, Per 1000 gallons
o in 25,009,089 gallons
25,000,901 gallons Ind over

s
s

0.85
D.8S 3 o.e5 s

s
1.5275 s

r e s
3,5275

Decision No. 69396
ACRM Step Ons Sur:h:rge

Per Decision
No. salsa

ACRM Slap 1
Surcharge

s 257.75 418.17 5B5.82Millimum 6' Meter
Commodity Raves. Par 1000 gallons
0 xo 25,080,000 gallons
25,009,001 gallons and over

s
s

D.B5
3.5275

s

s
s

a_3154
o.:as4

s

s
s

11354
3.9129

Pending ACRM Step 2 Avnlication.
FIRST 12 Months Dam Recovery
Company Proposed Rates

Par Decision ACRM . Step 2 ACRM - Steps
o 5 Qgggggg 12-month O&M

ACRM . $\ep2
12- month Total

Staff Rocammended Rates
Par Decision ACRM - Step 2 ACRM . Step 2 ACRM - Step 2
No. 59396 Q"-winv 12-momh O&M 12» month Total

s eas.s2 s 56.92 s 753.83 s sas.s2 s ss .z : s 1o.9s s 75114
Minimum 6' Mn\er
Cummodky Rates, Par 1000 gallons
o lo 25,800,090 gdlnns
z5,000.001 gallons Ana over

s
s

1.24
3.9129

s
s

00531
0.D531

s
s

0,0183
9.D1D3

10.99 s

s
s

1.29aa
3,97B3

s
s

1.24
39129

s
x

0,9515
0.0515

x
5

9.9103
9.0103

s
s

1 .2572
19741

AFTER 12 Months DIM Recovery
Company Prnposeui RaMs

Par Decision ACRM - Slap 2 ACRM . Steps
no. 69396 9 9 9 17-m0nth ow

$\al1 Recommended Rules
Par Decision ACRM . Siap 2 ACRM . S\q1 z ACRM . Step z
No. 55396 Orvuoinq 12-month OILM 12- month Total

BB5.92 s 56.92 s 742_B4 685.92 s ss.z: s 741.15
Minimum s' Meier
Commodity RaMs, Per woo gallons
n an 2s,oon,ouo gallons
zs,ncn_oo1 gallons and over

s

s
s

11354
3.9129

s
s

0.05a1
o.os:»1

x
s

s

s
s

uses
3,5650

s

s
S

1.2354
3.9129

s
x

0.0515
0.0s15

.1
s

s

s
s

1,2855
:.9s44

NoUn: On Seplamber 3, 2006, the Commission Issued Dedslon Nu. 70486 amending Decision No. BBB58, lhureby rndudug ll High Blodx Usage surcharge lim $2.15 Ia $1.00
per thousand gallons_ and resetting aha Public Salary surdmargc from $1.00 per thousand gallons to zero, off aciiva Sepiembar 1, 2008. All d the above
rates should be adjusted accordingly. Hares, the adjus\ad commodity ralss lot Vs ponding application would Ba: -

FIRST 12 Month: DUR Recovery
Company Fruposed Rates

Shel Recommended Rates
Decision
No 7o4aa

Decision
No 7D4B8Commodity Rates, Par 1000 gallons

o an 25,noo_uoo gallon:
25,080,001 gallons and over

s
s

1.2988
3.9763

ACRM . $\ep 2
12- month Total
s 1.2988

(1.e21s) s 2.14aa
s
s

1.2972
3.9747

ACRM . S\Bp z
12- mnnlh Too\
s 12972

(1.a275) s z.147z

AFTER 12 Months au Recovery
Company Prnposod Rata Stall Recommended Rates

Dadsicn
No 7o4ss

Dadsiorl
Ho ?D4B8Commodity Ragas_ Pm 1DOO gallons

D in 25,609,000 gallons
25.0DD,DD1 gallon: aM over

s
s

1,2885
3.9650

ACRM - Slap 2
12- moMh Total
s 1.2885

(1.B275) S 2.1385
s
s

1.2BB9
3.8644

ACRM . Stop 1
12- mnnlh Total
s 1.2569

11.az75) x 11369

I

Decision No. ~9396
Tale!

ACRM . Slap z
9 9 9 1 9

Decision No .
70560
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Arizona-American Whlex Company - Paradise Valley
Bo¢ke\ Nos_ W~D1303A-050405 a w-o1:so3A-os-D910
ACRM Slap TwO PV TURF CUSTOMERS

GWB-1
Page 4 of 5

Decision No. S8855 Public Safety
Surdlarge

High Blacker
Surname

Decision Nu. 5BB5B
Total

s
s
s
s
s
s
s
s

Ease
Rakes

9.50
9.83

15.85
32.00
51.00
94.50

157_25
315.00

s
s
s
s
s
s
s
s

9.58
9.53

15.85
32.00
51.00
94.50

157.25
:15.m

Minimum SIB' Meter
Minimum 394' Meter
Minimum 1' Meta!
Minimum 1 VZ' Meta:
Minimum 2' Meter
Miruimwn 37Meter
Minimum.Q Meter
Minimum G' Meter
Commodity Rates, Par 1000 gallons
ALL Gallons s 1.00 s t o

Decision No. 69:96
ACRM Step Ono Surdurga

Par Dedsinn
Ng 68851

ACRM Sup 1
Surcharge

Decision Na. 69395
Tat

s
s
s
s
s
s
s
s

9.50
9.13

15.85
:2.co
s1.oa
94.50

1s1.zs
315.00

s
s
s
s
s
s
s
s

14.u
15.35
14:15
4s_sa
79.65

141.59
245.60
491 .91

24.34
25.11
49_80
u s e

1:so.ss
24109
402.85
506.91

Minimum SIB" Mall!
Minil'null 314' Meier
Ulinimun 1° Meter
Mirirnum 1 1/2' Meta!
Minimum 2' Meter
Minimum 3' Meer
Minimum 4' Meer
Minimum s' Menkar
Commodity Rates, Per \D00 gallons
ALL Galina 5 1.00 s 0.4534 1.4534

Pmdinn ACRM Sun 2 Abnlicatlon,
FIRST 12 Months DIM Re:ov§ry
Company Pmposad Rates

Per Decision ACRM . Siep2 ACRM . S\ep 2
No, 59396 Q8g499 12-month O&M

ACRM - Slap 2
12- month Tend

Sta!! Recommended Rams
Pm Didsian ACRM . She 2 ACRM . S\ep z ACRM . Step 2
No, 69396 D alp 12-month OLM 11- month Total 2

s
s
s
s
s
s
s
3

24.34
zs.1e
40.50
51.98

130.85
242.09
4ozss
806.97

2.02
2.09
3.37
6.10

10.54
sum
9.43
55.97

s
s
s
s
s
s
s
s

0.39
0,40
o.ss
1.31
109
a.sa

28.75
27.B7
44.52
90.10

143.59
2es.oe
442.74
aes.a1

s
s
s
s
s
s
s
s

24.34
zs.1a
40.60
11.56

130.55
24z,w
402.B5
BUS. 97

s
s
s
s
s
s
s
s

4.11
s.s:

13,40
21.35
39.55
65 .u

1.95 s
3 . 9 :  x

s
s
x
s
s
s

DAS
0.49
0.55
l,:1
109
:.la
6.45

12.91

s
s
s
s
x
s
s
s

zs.ss
zs.ss
4s.:1
89.93

145.14
267.32
448.51
315.74

J

Minimum SIB' Melon
Minimum :vs' Mater
MInimum 1' Meir!
Mirnimun 1 1J'2"' Meinl
Minimum ̀ 2' Meter
Minimum 3' Meta:
Minimum 4' Meter
Minimum B' Maier
Comwrlodiiy Rates, Par woo gallons
ALL G3llul"ll s

s
s
s
s
s
s
s
s

1.4534 x o,oezs s

s
s
s
s
s
s

5.45  s
12.93 s

0.0121 s 1.52BD s 1,4534 s neut x 0.0111 s 1.5261

AFTER 12 Months OUR Racnvwry .
Carnpany Proposed RaW:

Per Dedslon ACRM - Slap Z ACRM - Slap 2
No. 59396 On-nvinq 12-momh QLM

ACRM .. Slap z
On-racing

SIIH Rucnmmindud Rllls
Per Dsdsion ACRII - Step 2 ACRM . Step 2 #CRM - Slap Z
No 85396 On-qoinq 12-momh 08M 12- month Total

s
s
s
s
5
s
s
s

24.34
25.15
4o.oo
a1.sa

130.55
24109
4ola5
508,97

s
s
s
s
s
s
s
s

s
s
s
s
s
s
s
s

o.osz5 s

2.02
2.09
3.37
s.ao

1D.D4
mos
33.43
88.97

s
s
s
s
s
s
s
s

s

26.36
2717
4197
88.78

141,49
262.11
438.25
873.94

1.5159

s
s
s
s
s
s
s
s

s

24.34
zs.1s
4o.so
B1.9B

130.85
24z99
4zn.ss
aus.s7

1.96
3.91
4.11
5,53

t:.ao
21.35
:s.ss
ss.u

zs.:o
29.15
44.71
11.51

144.05
zs144
44141
l1181

Minimum ya' Molar
Minimum 314' Meer
Minimum 1'Mets!
Mlrixmxn 1 112° meer
Mlvimum 2' Menu'
Minlmun 3' MMU
Minimum 4' Meter
Minlmun s' Mair
Commodity Rates, Par 1000 gallons
ALL Gallons s 1.4534 s 1.4534

s
s
s
s
s
s
s
s

5 0.0606

s
s
s
s
s
s
s
s

s 1.5140

r

Decision No . 70560
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REVISED GWB-1

Dock¢:\ Nos. W-01303A»05-0405, :I al,

.Arizona-American W8\er Company - Paradise Valley
Dndcel Nos. \N-D1303A-05-0405 a W.013g3A.g5.Q91Q
ACRM Step TWD OTHER' Ga4enAL a  RESALE

G w a - 1
Page 5 of 5

Decision ND.. Vaasa Publi: Solely
Surdwarue

High Er l: :ke \
Suroharue

Dzdsion No. BBBSB
Total

s
s
s
s
s
s
s
s

Base
R3\!5

9,50
9.B3

15.85
32.00
51.09
54.50

157.25
315.00

s
s
s
s
s
s
s
s

9.50
9.B3

15.B5
32.00
51.00
94.50

157.25
a15.09

Minimum 58° Meter
Minimum 314' Meter
Minimum t' Meter
Minimum 1 t!2"' Meta:
Minimum 2' Meter
Minimum a' Meter
Minimum 4' Meter
Miniznurn G' Mela!
Commodity Rates, Par 1000 gallons

ALL s 1.46 s 1.45

Decision No. S5196
ACRM Step Ons Surcharge

Per Dodsion ACRM Step 1
No BBBSB Surcharqu

Decision No S9396
Total

14.14 24.34
25.18
40,69
s1.sa

130.55
242.09
402.85
aos.s7

s
s
s
s
s
s
.s

s

9.50
9.a:

15.55
32.00
s1.oo
94.59

157.25
315.00

15,35
24.75
49,51
79.ss

141.59
z4s.su
491.91

Minimum SIB' Mile!
Midmorn 314° Meter
Minimum 1' Mains
Minimum 1 1f2' Mater
Minimum 2' Meer
Minimum 3' Meter
Midrnum 4' Meter
Minimum 5' Meter
Commodity Rates, Pl: 1000 gallons

ALL s 1.45

s
s
s
s
s
s
s
s

s 11,4534

s
s
x
s
s
s
s
s

s 1.9134

pervdinq ACRM Skew z Ahvilcationi
FIRST 12 Mnnlhs OLM Recovery
Company Pmpcsed Rates

Per Decision ACRM . Step 2 ACRM . Slap 2
No. 59396 On-ooinq 12-month (MM

ACRM - S\sp 2
12- monlh Total

Stat! Recommended Rimes
Per Decision ACRM . Stop 2 ACRM - Step 2 ACKM - Sky 2

NU. 69396 O a n 12-manlh Ol-m 11- month Total

24.34
25. 1 a
4o.so
81.91

130.55
242.09
402,B5
sos.91

2.02
2.09
3.37
s.ao

10,84
20.09
33.43
56.97

s
s
s
s
s
s
s
s

2B.75
27.BT
44.82
90.10

143.59
256.05
44174
8B6.B7

24.34
2s.1a
40.60
B1.9B

130.65
242.09
402.85
808.97

1 .96
t o :
111
s.so

1 o.5z
19,49
32.44
s4.sa

(1.39
0.4a
o.ss
1.31
109
l l !
_ 5.45
12.91

s
s
s
s
s
s
s
s

zs.ss
27.61
44.52
h a s

141.25
265.45
441.74
8B4,BB

Mirimun SIB' Meter
Minimum 314' Meter
Mirimun 1° Meier
Minimum t 1f2' Meer
Minimum 2' Meter
Minimum 3° Meter
Mini-mum 4' Mater
Miniihurn 5' Meier
Cnnwnodity Rains, Par 1000 gallons
ALL

s x
s s
s s
s s
s s
s s
s s
s s

s 1.9134 s n.oszs s

o.:ss s
0.40 s
o.ss s
1.31 s
2.09 S
3 . a ! s
u s  s

12.93 s

0.0121 s 1.9B8D

s
s
s
s
s
s
s
s

s

s
s
s
s
s
s
s
s

1.9134 s

s
s
s
s
s
s
s
s

9.0606 s 0.0121 s 1.sas1

AFTER 12 Months OEM Recovery
Company Proposed Rains

Per Decision ACRM . Slap 2 ACRM . Slap z
No. 59396 Qr-ouinq 12-month O8\M

ACRM . Slap 2
On-ooinq

Staff Recommended Rates
Per Dnczision ACRM - Step 2 ACRM Slap 2 ACRM - S\ep 2

Nu. 69396 Qr-ooinq 12-mortlh QAM 12- month Tutzl

24.34
25.1B
40,60
81.95

130.55
242.09
402,85
BD6.97

2.02
2.09
1.37
s.ao

1o.u
20.09
33.43
66.97

s
s
s
s
s
s
s
s

s
s
s
s
s
s
s
s

25.36
27.27
43.97
B8,7B

141,49
ze2.1a
435.25
B7194

24.34
25. 1 e
40.69
BI _ BB

130.65
z4z.o9
402.85
soe.97

1.96
t o :
3.27
8.50

'1D.52
19.49
: E u
84.98

2s.30
z7.z1
4:87
Bl.5l

141,17
zs1.5a
435.29
171.95

Minimum SIB' Meter
Midmorn 314' Mater
Mirimun 1' Muttif
minimum 1 VS' Meter
Minimum 2' Meta!
Minmun 3' Muller
Minimum 4 ' re la y
Minimum B' Mater
commodity Rates, Per DOG Balkans

ALL

s s
s s
s s
s x
s s
s s
s s
s s

5 1.9134 s 0,9525 s s 1,9759

s
s
s
s
s
s
s
s

s 1.9134 s ELD5D6

s
s
s
s
s
s
s

s

s 1.9140
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Arizona-American Water Co., Inc.
Docket # W-01303A-05-00405
Docket # W-01303A-05-0910
Page 1

MEMORANDUM

DATE August 18, 2008

Gerald Becker
Public Utility Analyst V

FROM: Dorothy I-Iains, P. E.
Utilities Engineer

RE: ACRM Step Two Application for Arizona American Water Company,
Inc. - Paradise Valley District
Docket No. W-01303A-05-0405 & Docket No. W-01303A-05-0910

Background

In Decision No. 68858 (issued on July 26, 2006) the Arizona Corporation Commission
("ACC" or "Commission") approved an Arsenic Cost Recovery Mechanism ("ACRM")
for Arizona-American Water Company - Paradise Valley District ("Company or "PV").
In Decision No. 69396 (issued on March 22, 2007), the Commission approved the
ACRM Step I surcharge tariff for PV. On March 13, 2008, the Company filed for the
ACRM Step II surcharge tariff application for PV.

ACC Staff ("Staflf") performed an inspection of die PV system on August 14, 2008. Staff
observed that additional plant improvements had been installed since its previous
inspections on March 12, 2007 and January 18, 2007. During die period of March 2007
to August 2008 the Company completed construction of 1) a stone block fence with
security Gates at the PV arsenic treatment plant, 2) an on-site stone water drainage
system, 3) sound barriers in the blower building, 4) sound barriers in a building which
houses the pump station and, 5) sound barriers in a building which houses the sludge
press.

Staff concludes that all capital improvements associated with the ACRM Step ll
surcharge have been completed and were in-service at the time of Staff" s inspection.

Cost Analysis

In the application the Company reported a total construction cost of $2,587,299 for
purposes of establishing die Step II surcharge amount. Staff recommends two
adjustments to the Company's total construction cost. The first adjustment is to remove
$38,012 from four accounts as presented in the table below because this construction is
not related to construction of the subj et arsenic treatment plant. The second adjustment
is to reclassify $368,440 from Transmission and Mains (Account No. 331) to Structure

TO:

Decision No. 70560



Acct
#

Description Co.'s
Original
Filing

Total Cost

($)

Co.'s
Allocated

engineer &
design cost

($)'

Co.'s Total
Step II Cost (S)

Staff
Recommended
Reclassifationz

Staff
Adjustm
end (S)

Staf f s
Recomme

need
Total

Cost (S)

Engineer & design (5,216,549)

304 Structure & Improvement 4,867,902 (3,996,845) 1,613,911 368,440 747 1 1,981,605

310 Power Producing Equipment 130,236 (87,058 43,179 43,179

311 Pumping Equipment 190,399 127,274) 63,125 63,125

320 Water Treatment Equipment 1,246,05] 832,933) 413,118 (7,079) 406,039

330 Reservoir & Standpipe 117,118 (78,289) 38,830 38,830

33] Transmissions & Mains 1,111,295 (742,855) 368,440 (368,440)
339 Other Plant & Equipment 2,694 (1,801) 893 893

340 Office furniture & equipment 0

343 Tools, Shop & Garage 19,369 12,947) 6,422 2,855 J 3,567

344 Laborato Equipment 1,633 1,091) 541 541

346 Communication Equipment 117,152 (78,311) 38,841 (27,333 4 l 1,508

Total 2,587,299 (5,216,549 2,587,299 0 (38,012 2,549,287

A Docket Nos. W-01303A-05-0405, et al.

1 Arizona-American Water Co., Inc.
Docket # W-01303A-05-00405
Docket # W-01303A-05-0910
Page 2
Improvements (Account No. 304). The Company has indicated to Staff that it is in full
agreement with these adjustments. Presented in the following table are itemized plant
descriptions, costs and Staffs recommended adjustments and total consMction cost.

Notes: 1. $747 was paid for installation of  sensors to restroom doors in the of f ice building.

2. $7,079 was paid to M P Environmental Service for hauling wastewater to City
Scottsdale W astewater Treatment Plant and other wastewater disposal sites.

3. $ 2,206 was paid to UFirst Laundry Services for uniform rental, and $649 was paid to

Cabala's Retail for a gun safety container.

4. $26,727 was paid to Emerson Process Management for its work on W ell #1 l, W ell #12

and Mil ler Rd TCE Treatment Plant. $606 was a monthly bil l  paid to Qwest for July 2006

service.

Summary

Recommendations

Staff recommends that $2,549,287 be used as the total capital cost in calculating
the appropriate ACRM Step II surcharge amount.

1 Plant allocation factors were provided by the Company.

z $368,440 in the Transmission and Mains (Account 331) were reclassif ied to Structure Improvements

(Account 304).

1.
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