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INTRODUCTION

Q.
A.

Please state your name, occupation, and business address.
My Name is William A. Rigsby. | am a Public Utilities Analyst V employed
by the Residential Utility Consumer Office (‘RUCO”) located at 1110 W.

Washington, Suite 220, Phoenix, Arizona 85007.

Please describe your qualifications in the field of utility regulation and your
educational background.

| have been involved with utility regulation in Arizona since 1994. During
that period of time | have worked as a utilities rate analyst for both the
Arizona Corporation Commission (“ACC” or “Commission”) and for RUCO.
| hold a Bachelor of Science degree in the field of finance from Arizona
State University and a Master of Business Administration degree, with an
emphasis in accounting, from the University of Phoenix. Appendix 1,
which is attached to my direct testimony on the cost of capital issues in
this case, further describes my educational background and also includes
a list of the rate cases and regulatory matters that | have been involved

with.

What is the purpose of your testimony?
The purpose of my testimony is to present RUCO’s position on Arizona-
American Water Company’s (“AAWC” or “Company”) request for an

infrastructure system replacement surcharge (“ISRS”) for the Company’s
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Mohave and Havasu Water Districts. The Company-proposed ISRS is
explained in the direct testimony of AAWC witness Paul G. Townsley and
is part of AAWC's application for a permanent rate increase (“Application”)

for the Company’s Agua Fria, Mohave and Havasu Water Districts.

SUMMARY OF TESTIMONY AND RECOMMENDATIONS

Briefly summarize how your direct testimony is organized.

My direct testimony is organized into three sections. First, the introduction
| have just presented and second, the summary of my testimony that | am
about to give. Third, | will present RUCOQO’s position on the Company

proposed ISRS.

Please summarize RUCO’s recommendation on the Company-proposed
ISRS.
For the reasons that are explained below, RUCO is recommending that

the Commission reject the Company-proposed ISRS.

INFRASTRUCTURE SYSTEM REPLACEMENT SURCHARGE

Q.

Have you reviewed the direct testimony of AAWC witness Paul G.
Townsley?

Yes. | have reviewed Mr. Townsley’s testimony which addresses AAWC's
request for an ISRS for the Company’s Mohave and Havasu Water

Districts in this proceeding. Mr. Townsley believes that the ISRS should
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be adopted for all of AAWC's districts should rate consolidation be

adopted in a future proceeding.

Q. Briefly explain AAWC's request.
According to Mr. Townsley’s testimony, AAWC is seeking Commission
approval of a surcharge mechanism that would recover the costs of
certain plant additions placed into service between permanent rate case
proceedings. Mr. Townsley states that the selected plant additions would
include replacement mains, hydrants, meters, (including AMR
replacements), services, tanks, and booster stations. AAWC also seeks
to include infrastructure relocations as a selected addition that would be

eligible for cost recovery under the Company-proposed surcharge.

Q. How would the Company-proposed recovery mechanism work?

A. Mr. Townsley explains that the Company would analyze the qualifying
assets placed into service twice a year. The calculation of the actual
surcharge would be based on factors that are established in AAWC'’s most
recent rate case before the ACC. The Company would essentially
calculate a required level of revenue associated with the plant additions as
it would in a general rate case proceeding in order to arrive at the
surcharge amount. The surcharge would then be revised as needed
during general rate case filings. The Company further proposes that

customers be notified of any surcharge increases through a billing insert,
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and that Commission Staff be required to review the Company’s regular
infrastructure surcharge requests within a “reasonable period of time
(perhaps sixty days)” before the Commission votes on the surcharge as
an open meeting item during a scheduled Open Meeting. Because ACC
Staff would only be checking on the mechanics of the infrastructure
surcharge mechanism between general rate case proceedings, Mr.
Townsley states that the ISRS would be subject to a 10 percent cap, and
that the plant additions would be subject to the normal prudency review in
the Company’s next general rate case proceeding. Mr. Townsley believes
that the implementation of the Company-proposed ISRS would mitigate
the amount of rate shock that would be encountered under traditional

ratemaking procedures.

Q. What is RUCO’s recommendation regarding the Company-proposed
ISRS?

A. RUCO recommends that the Commission reject the Company-proposed
ISRS for two reasons. First, AAWC is seeking recovery of routine plant
improvements that would normally be recovered in a general rate case
proceeding. Second, there is no federal or state requirement mandating
the types of routine plant additions that AAWC seeks recovery for through
the Company-proposed ISRS. Therefore, there is no need for the

Commission to adopt a special surcharge for such additions.
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Q.

In regard to RUCO’s first reason for rejecting the Company-proposed
ISRS, are the types of infrastructure improvements that would be
recovered through the ISRS extraordinary in nature?

No. The types of infrastructure improvements for which Mr. Townsley
seeks cost recovery through the company-proposed ISRS are routine in
nature. These are plant improvements that any regulated utility would
normally make as existing assets reach the end of their useful lives.
There is nothing extraordinary about this. The normal regulatory
procedures allow cost recovery for these types of plant additions after a
determination of prudency and that the additions meet the used and useful
standard during a general rate case proceeding when all of the various

ratemaking elements are taken into consideration.

Why is it important to consider all of the ratemaking elements when setting
new rates?

Because the addition of new plant that replaces aging plant can have an
impact on operating expenses which are recovered by a utility on a dollar-
for-dollar basis in new rates. For example, new additions may be
responsible for lower purchased pumping power costs as a result of
improved system efficiency and lower employee wage expense as a result
of less time spent on repairing aging plant items after normal hours.
Under the Company-proposed ISRS, AAWC would enjoy the benefit of

receiving a return on and a return of its investment in new plant through a




10

11

12

13

14

15

16

17

18

19

20

21

22

23

Direct Testimony of William A. Rigsby
Arizona-American Water Company
Docket No. W-01303A-10-0448

surcharge established between general rate case proceedings in addition
to a return on and a return of the plant that it is replacing. Unfortunately,
ratepayers receive no benefit from any cost savings that are related to the
plant additions that they will be paying for through the ISRS. Any cost
savings resulting from new plant additions recovered through the
Company-proposed ISRS would be pocketed by AAWC between general

rate case proceedings.

Q. Has RUCO recommended that the Commission reject mechanisms, such
as the Company-proposed ISRS, in prior cases?

A. Yes. RUCO has consistently opposed the use of cost recovery
mechanisms that do not allow for the type of thorough analysis that takes
place in a general rate case proceeding. Quite simply, what the Company
is proposing here is nothing more than a surcharge that is similar to a Step
One Arsenic Cost Recovery Mechanism (“ACRM?”) which the Commission
has approved in the past to allow Arizona water providers to recover the
costs associated with meeting more stringent arsenic level standards
imposed by the federal government. The fact that water providers had to
comply with new federal regulations was an extraordinary circumstance

that required an extraordinary ratemaking mechanism.
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Q.

In regard to RUCO’s second reason for rejecting the Company-proposed
ISRS, are there any federal or state regulations that require the
Commission to approve a mechanism that is similar to the ACRM?

No. Unlike the circumstances surrounding plant that was required for
reducing the level of arsenic in drinking water, there are no federal or state
requirements that warrant an ACRM-like mechanism for the recovery of
aging plant. RUCO believes that adjustor mechanisms are extraordinary
rate recovery devices that are permitted for certain narrow circumstances.
In RUCO’s view, the routine replacement of aging infrastructure, that
would be recovered through the Company-proposed ISRS, does not
qualify as an extraordinary circumstance that requires a mechanism such
as the ACRM which was specifically designed to address a one-time event

that impacted dozens of Arizona water companies simultaneously.

Has the Commission rejected such mechanisms in prior cases?

Yes, in the prior AAWC rate case proceeding, the Commission adopted
the recommendations of ACC Staff and RUCO and rejected a similar cost
recovery mechanism identified as an Infrastructure Improvement
Surcharge (“lIS”) for the same reasons offered above. Decision No.
72047 stated the following:

“The Company admits the surcharge would cover routine
investments in such items as meters, mains, hydrants, tanks and
booster stations, and while the Company proposed a cap on the
increase between rates, the Company has not quantified the
amount of the proposed surcharge. We agree with RUCO and Staff
that the recovery of expenditures for plant additions and
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improvements does not warrant the extraordinary ratemaking device
of an adjuster mechanism, and will therefore not grant the request
for institution of an lIS.”

Q. Please address Mr. Townsley's position that the implementation of the
Company-proposed ISRS would mitigate the amount of rate shock that
would be encountered under traditional ratemaking procedures.

A. An argument could be made that the Company-proposed ISRS would
result in gradual rate increases that would be more palatable to both ACC
Commissioners and to ratepayers. However, if the Commission were to
adopt the Company-proposed ISRS, ratepayers could be looking at two
rate increases per year every year between general rate cases — a
situation that municipal systems don't impose on their water and
wastewater customers. This steady stream of rate increases is certainly a
departure from the Commission’s prior preference for rate stability
between general rate cases. While it is possible that the adoption of the
Company-proposed ISRS may mitigate rate shock in future general rate
cases, the Commission would have to weigh this with the fact that this
steady stream of rate increases will benefit the Company more than
AAWC ratepayers given the fact that the surcharge amounts will not
reflect any dollar-for-dollar cost reductions in operating expenses that are
associated with the new plant. Because ACC Staff, and intervenors such
as RUCO, will not have the opportunity to look closely at the plant
additions being placed into service between rate cases, the possibility

exists that imprudent expenditures would not be discovered until a general
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rate case proceeding and by then ratepayers could have been
overcharged for imprudent plant expenditures for a number of years.
Furthermore, ratepayers who leave the affected systems will not even see
any savings from new rates, established in a general rate case
proceeding, that reflect lower operating costs or the disallowance of
imprudent plant expenditures. For the reasons that I've given above, |

believe that the Commission should reject the Company-proposed ISRS.

Q. Does your silence on any of the issues, matters or findings addressed in
the testimony of any of the witnesses for AAWC constitute your
acceptance of their positions on such issues, matters or findings?

A. No, it does not.

Q. Does this conclude your testimony on AAWC?

A. Yes, it does.




