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Payson Water Company ("Payson Water" or "Company") hereby submits this

Reply ("Reply") to the Responses filed by Complainants Steven Prahin, Rebecca Sigeti

and James Dunne (collectively the "Complainants"), and Commission Staff, to the

Company's Status Report filed on January 30, 2009. The Company replies to the relevant

issues raised by the Complainants and Staff as follows:

23
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Although Complainants Prahin and Sigeti once again raise the "takings" issues concerning Payson Water's
ownership of the two water systems serving the Geronimo Estates (GE) and Elusive Acres (EA) subdivisions, these
issues fall outside the Commission's jurisdiction, and therefore are not relevant to the case. As such, the Company
did not address the ownership issue in this Reply.
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Installation of Second 10,000 gallon Storage Tank.

The Complainants and Staff recommend in their responses that the Company

install the second 10,000 gallon storage tank as soon as possible. In its Report dated

August 5, 2008, Staff recommended that the company add "at least" 10,000 gallons of

storage by no later than December 31, 2008. This has been completed. In its August 19,

2008 response to the Staff Report, Payson Water stated that a second 10,000 gallon

storage tank "will be installed when needed to accommodate customer growth in the

system." While the Complainants have consistently held that more water storage is

needed (above 25,000 gallons and have suggested as much as 50,000 gallons are required)

to serve the GE and EA systems, Staffs March 6, 2009 recommendation to install the

second 10,000 gallon storage tank "as soon as possible" is unclear whether such plant

would be considered "used and useliul" for purposes of future rate-making treatment.

There are currently 84 connections. According to the Staff Report dated August 5,

2008, 15,000 gallons of storage capacity can adequately serve up to 113 connections,

while 25,000 gallons can adequately serve 312 connections Furthermore, attached

hereto as Exhibit 1 is a Water Supply and Storage Analysis performed by the Company.

Based on Arizona Department of Environmental Quality administrative rule R18-4-503,

the 25,000 gallons of existing storage capacity already exceeds the minimum fixed storage

capacity needed for the number of existing connections. Payson Water submits that the

installation of a second 10,000 gallon storage tank at this time would not be "used and

useful" for customers, and respectfully requests that Staff clarify its position in this

regard. Further, Payson Water submits that based on a peak demand analysis beginning in

2003 that no justification for such additional storage can be made at this time.

In light of the facts, as well as the Commission's policy that "growth should pay

for growth," it would be imprudent and unnecessary for the Company to install the second

2 Presuming water production can be increased to over 24 rpm.
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10,000 gallon storage tank without some form of acknowledgment by the Commission

(not Staff) that such plant is "used and useful" for future rate-making purposes.3 Payson

Water submits that the Complainants should also strongly consider what effect

implementing their facility improvement recommendations would have on customer rates.

2. Current Moratorium

In Decision No. 68696 (May 5, 2006), the Commission modified a then existing

moratorium on new connections to allow the Whispering Pines Fire Direct and eight

additional customers to connect and begin taking service from Payson Water.4 The

Company was also ordered to search for new sources of water, which it has done for

approximately the past three years. The Commission has the exclusive authority to

modify or lift the current moratorium based on data collected and analyzed by Staff.

Decision at 12. The Company has worked cooperatively with Staff in providing water

use/water supply data and information, as well as access to the water system for site

inspections when requested. Issues concerning the moratorium are more appropriately

addressed in Docket No. W-03514A-05-0729.

3. Verification of Improvements

Complainant Dunne expresses frustration with the lack of confirmation regarding

the well repairs and other systeln improvements included in the Company's Status Report.

In response, Commission Staff is welcome to perform a field and office inspection to

confirm that the repairs and improvements Payson Water included in the Status Report

have been made in accordance with sound industry standards. Complainant Sigeti alleges

that there is a lack of certain monitoring devices and shut-off valves for the water system.

However, Payson Water is unaware of any Staff report or other documentation that the
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3 See Decision No. 70662 (Order Clarifying Decision No. 70624 -- December 23, 2008). The Commission removed
approximately $1,000,000 worth of plant in service from Gold Canyon Sewer Company's rate base on finding that
there was "excess capacity" in sewer treatment facilities built by the utility despite Stafils contention otherwise,
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water system is lacking in these components .

CONCLUSION

Payson Water has already installed additional water storage (10,000 gallons) and

increased water production at existing facilities to address Complainants' water-service

related concerns. While these improvements may not be everything that Complainants

desire, the Company must be cognizant of capital expenditures and the impact these costs

will have on customer rates. Likewise, building plant needed to accommodate future

growth presents two main concerns: (1) the current lack of growth, and (2) a risk that the

installation of an additional 10,000 gallons of storage capacity would be deemed not used

and use Ml by the Commission in future rate proceedings given the current lack of growth.

However,  the Company will install the second 10,000 gallon storage facility if the

Commission issues an order finding that the installation is required to serve the needs of

existing customers.

RESPECTFULLY SUBMITTED this l 6th day of March, 2009.

FENNEMORE CRAIG, P.C.

r

By
Jay L. Shapiro
Patrick J. Black
3003 North Central Avenue, Suite 2600
Phoenix, Arizona 85012
Attorneys for Payson Water Company
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Docket Control
Arizona Corporation Commission
1200 W. Washington St.
Phoenix, AZ 85007
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Copy of the foregoing hand delivered
this 16th day of March, 2009 to:

Dwight D. Nodes
Assistant Chief Administrative Law Judge
Hearing Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

Kevin O. Torrey, Counsel
Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Marlin Scott, Engineer
Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Copy of the foregoing mailed
this 16th day of March, 2009 to:

Rebecca Sigeti
HC 7 Box 451
Payson, Arizona 85541

Steve P. Prahin
HC 7 BOX 452
Payson, Arizona 85541

James E. Dunne
119 West Third Place
Mesa, Arizona 85201
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