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RYLEY CARLOCK & APPLEWHITE
One North Central Avenue, Suite 1200
Phoenix, Arizona 85004-4417
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Attorneys for Verrado Community Association, Inc. and

DMB White Tank, LLC

BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS
GARY PIERCE, Chairman
SANDRA D. KENNEDY
PAUL NEWMAN

BOB STUMP

BRENDA BURNS

IN THE MATTER OF THE APPLICATION
OF ARIZONA-AMERICAN WATER
ARIZONA-AMERICAN, AN ARIZONA
CORPORATION, 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 AGUA FRIA WATER DISTRICT,
HAVASU WATER DISTRICT, AND
MOHAVE WATER DISTRICT

Docket No. W-01303A-10-0448

Verrado Community Association,
Inc.’s and DMB White Tank, LLC’s
Witness Testimony Summaries

Verrado Community Association, Inc. and DMB White Tank, LLC, through their

undersigned counsel, hereby provide notice of filing the attached witness testimony summaries

pursuant to the June 15, 2011, Procedural Order Modifying Testimony Filing Schedule.
DATED this 30™ day of November, 2011.
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Michele Van Quathem

One North Central Avenue, Suite 1200

Phoenix, Arizona 85004-4417

Attorneys for Verrado Community

Association, Inc. and DMB White Tank, LLC
mvanquathem@rcalaw.com
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ORIGINAL and 13 copies of the foregoing filed

this 30"

Docket Control

Arizona Corporation Commission

1200 W. Washington
Phoenix, Arizona 85007

Cé)tg)ies of the foregoing hand delivered this
3

day of November, 2011, to:

Dwight Nodes, Administrative Law Judge

Legal Division
Arizona Corporation Commission
1200 W. Washington Street

Phoenix, Arizona 85007

Honorable Gary Pierce

Chairman

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Honorable Paul Newman
Commissioner

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Honorable Brenda Burns
Commissioner

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Honorable Sandra D. Kennedy
Commissioner

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Honorable Bob Stump
Commissioner

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

day of November, 2011, with:

John LeSueur

Policy Advisor to Chairman Pierce
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Nancy LaPlaca

Policy Advisor to Commissioner Newman
Arizona Corporation Commission

1200 West Washington

Phoenix, Arizona 85007

Thomas Galvin

Policy Advisor to Commissioner Burns
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Cristina Arzaga-Williams

Policy Advisor to Commissioner Kennedy
Arizona Corporation Commission

1200 West Washington

Phoenix, Arizona 85007

Amanda Ho

Policy Advisor to Commissioner Stump
Arizona Corporation Commission

1200 West Washington

Phoenix, Arizona 85007

.
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COhPY of the foregoing mailed this
30" day of November, 2011, to:

Steve Olea, Director

Utilities Division

Arizona Corporation Commission
1200 W. Washington St.
Phoenix, Arizona 85007

Lyn Farmer

Hearing Division

Arizona Corporation Commission
1200 W. Washington St.

Phoenix, Arizona 85007

Greg Patterson

Water Utility Association of Arizona
916 W. Adams, Suite 3

Phoenix, Arizona 85007

Thomas H. Campbell

Michael T. Hallam

Lewis and Roca LLP

40 N. Central Ave., Suite 1900
Phoenix, Arizona 85004

Curtis S. Ekmark

Ekmark & Ekmark, L.L.C.

6720 N. Scottsdale Rd., Suite 261
Scottsdale, Arizona 85253

Attorneys for Sun City Grand Community

Association

Peggy H. Rahkola, President BOD
Arnizona Traditions HOA

17221 N. Citrus

Surprise, Arizona 85374

Kevin Chiarello

Greer Ranch South HOA
16074 W. Christy
Surprise, Arizona 85379

Nicholas Mascia

The Surprise Farms III Community Assn
1600 W. Broadway Rd., Suite 200
Tempe, Arizona 85282

Janice Alward, Chief Counsel
Charles Hains, Attorney
Kimberly Ruht, Attorney

Legal Division

Arizona Corporation Commission
1200 W. Washington St.

Phoenix, Arizona 85007

Michelle Wood, Counsel
Residential Utility Consumer Office
1110 W. Washington St., Suite 220
Phoenix, Arizona 85007

Joan S. Burke

Law Office of Joan S. Burke

1650 N. First Ave.

Phoenix, Arizona 85003

Attorney for Corte Bella Golf Club

Kenneth Hewitt
18729 N. Palermo Court
Surprise, Arizona 85387

Jim Weihman, Vice President BOD
The Happy Trails Community Assoc.
17200 W. Bell Road

Surprise, Arizona 584-0066

William B. Lipscomb

Kingswood Parke Community Assoc.
14976 W. BottletreeAve.

Surprise, Arizona 85374

Garry D. Hays

The Law Offices of Garry D. Hays, PC
1702 East Highland Avenue, Suite 204
Phoenix, Arizona 85016

Jerome M. Ellison 11

Cortessa Community Association
P.O. Box 25466

Tempe, Arizona 85285-5466
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Jeanne Stockard
Northwest Ranch HOA
4742 N 24th St., Suite 325
Phoenix, Arizona 85016

Dana Rosenbaum

Surprise Farms Community Assn, Phase 1A

P.O. Box 25466
Tempe, Arizona 85285-5466

Mike Smith
Sierra Montana HOA
c¢/o Rossmar & Graham

15396 N 83rd Ave., Bldg. B, Suite 101

Peoria, Arizona 85381

Jared Evenson

Cross River HOA

1600 W Broadway Rd, Suite 200
Tempe, Arizona 85282

Stan Mucha

The Sun Village Community Association

17300 N Sun Village Pkwy
Surprise, Arizona 85374

Thomas and Laurie Decatur
924 Torridon, Ct.
Pickerington, OH 43147

William and Erin Parr
18044 W. Georgia Ct.
Litchfield Park, Arizona 85034

Mike Albertson
6634 N. 176thAve.
Waddell, Arizona 85355

Craig and Nancy Plummer
17174 W. Saguaro Lane
Surprise, Arizona 85388

Peter and Rochanee Corpus
8425 N. 181" Drive
Waddell, Arizona 85355

ULQ A Jfl /7£“If/”\d

Susan Harr

Summerfield at Litchfield

19 Subdivision HOA

20 13201 N. 35" Ave., Suite B-3
Phoenix, Arizona 85029

Timothy L Duffy

Cindy J. Duffy

19997 N. Half Moon Drive
Surprise, Arizona 85374

Jan Garcia

Sycamore Estates Parcel 13
Community Association

1600W Broadway Rd, Suite 200
Tempe, Arizona 85282

J im Oravetz

gacy Parc South HOA

600W Broadway Rd, Suite 200
Tempe Arizona 85282

Owen Dejanovich

Clearwater Farms Three HOA
P. O.Box 72

Waddell, Arizona85355

Sharon Wolcott
20117 N Painted Cove Lane
Surprise, Arizona 85387

Brian O'Neal
21373 W. Brittle Bush Lane
Buckeye, Arizona 85396

Jay L. Shapiro

Patrick J. Black

Fennemore Craig

3003 N Central Ave., Suite 2600
Phoenix, Arizona 85012

Michael D. Bailey, City Attorney
Clty of Surprise

16000 N. Civic Center Plaza
Surprise, Arizona 85374

Frederick G. Botha

Mary L. Botha

23024 N. Giovota Drive

Sun City West, Arizona 85375
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Summary of Melinda Gulick’s Testimony

Melinda Gulick is the President of Verrado Community Association, Inc. (the
“Association”). Ms. Gulick describes the Association’s concerns regarding Arizona-American
Water Company’s proposed large residential and potable irrigation water rate increases, each of
which, if granted, will significantly impact Verrado residents.

Verrado is a new community of homes and businesses located near the White Tank
Mountains in Buckeye, Arizona. Verrado is expected to have approximately 11,000 homes
spanning 8,800 acres. Currently, there are roughly 1813 homes occupied in the community,
approximately nine businesses and four schools. All of Verrado’s water and sewer service is
provided by Arizona-American Water Company.

The Association is a non-profit corporation that serves approximately 5892 current
Verrado residents through a variety of services and community and recreational activities. The
Association is seriously concerned about the impact of a large water rate increase on its current
residents. Water rates were just increased approximately 26% in Arizona-American Water
Company’s December 2009 rate case (see Decision No. 71410). This concern is aggravated by
a current proposal to increase the Agua Fria Wastewater District residential sewer rates up to
139.7% through a potential deconsolidation of the Anthem/Agua Fria Wastewater District in
case number WS-01303A-09-0343.

Verrado’s residents include many people who are on fixed or reduced incomes that have
already been significantly impacted by adverse economic conditions in the Phoenix area in
recent years. The Association opposes any unfair or untimely increases in water and sewer
rates, especially during these trying economic times, and requests that the Commission carefully
examine and consider in making its decision on this case all of the consumer comments and
proposed remedies entered in this docket.

Verrado residents will also be impacted by increases to the Association’s overall costs.
The Association manages various physical facilities and landscaping within the commonly-
owned areas throughout Verrado. Common areas are watered with potable water provided by
Arizona-American Water Company. Effluent is not yet available at locations and in sufficiently
reliable quantities to water landscaping for the Verrado Community Association.

The Association currently pays a rate of $2.7280 per 1,000 gallons for delivery of potable
irrigation water. In the current version of the schedules, the Company’s proposed commodity
rate appears to be a flat $ 4.988622 for all meter sizes, plus a new base charge that varies by
meter size. The proposed change in the commodity rate alone would increase costs for water
83% for the Association, equaling an estimated overall increase for test year usage (July 1,
2009-June 30, 2010) of $392,000. This is an enormous and unreasonable increase, and cannot
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be sufficiently mitigated by additional conservation. Ms. Gulick describes the steps the
Association has already taken to conserve water.

The Association agrees with the flat commodity rate design proposed by Arizona-
American Water Company for the new irrigation rates. Adding tiers to irrigation rates would
not encourage further conservation by the Association because the Association already has
economic incentive to conserve water.
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Summary of Kent Simer’s Testimony

Kent Simer is a rate consultant for K. R. Saline & Associates, PLC (“KRSA”), which
provides ongoing consulting and engineering services for numerous irrigation and electrical
districts, municipal utilities and tribal utilities located throughout the Southwest. On behalf of
Verrado Community Association, Inc., Mr. Simer addresses a number of issues.

Rate Shock. Mr. Simer testifies that the proposed rate has significant rate shock
implications stemming from the placement of the White Tanks Regional Water Treatment Plant
into the rate base. Without a sufficient customer base, the increase in revenue requirements will
result in an 82.89% rate increase for the average residential customer in the Agua Fria Water
District.

Mr. Simer testifies that Arizona-American’s original stated primary purpose for
constructing the White Tanks Plant was to provide additional capacity for customer growth.
Consistent with that purpose, Arizona-American proposed to use water hook-up fees to finance
the construction of the plant as an equitable solution to the need for additional capacity.
Existing customers do not benefit from this plant as they were already adequately served by an
existing well system. There is a significant over investment in facilities to serve the existing
customer base and at any given time a significant portion of the total plant is not used or needed.
Mr. Simer testifies that the construction of the White Tanks Plant was built on the premise that
rates would not be impacted, and that plan should not change. He proposes that the plant be
funded primarily through hook-up fees as they become available.

In addition, to mitigate the impact of the requested rate increase, Mr. Simer testifies that a
phase-in of the rate increase would be appropriate. A phase-in would require Arizona-American
to bear more of the cost risk for the White Tanks Plant, and would provide more time for
recovery in the housing industry, potentially spreading the rate increase across additional
customers.

Declining Use Adjustment. Arizona-American is proposing to adopt a declining
residential usage mechanism to account for under collections due to conservation efforts made
by the utility. Mr. Simer testifies on the likely cause of declining residential usage and whether
it constitutes the need for the requested adjustment. Mr. Simer testifies that the proposed
declining usage adjustment should be rejected by the Commission because there is insufficient
proof that conservation caused the declining usage and insufficient indication the declining
usage will continue when economic conditions improve. In addition, the declining use is not of
sufficient magnitude to warrant extraordinary rate treatment.
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Depreciation Rates. Mr. Simer testifies against the request to change depreciation rates at
this time. The adoption of new depreciation rates at this time would only increase the severity
of the rate shock impact on the customers. Insufficient evidence has been provided that would
demonstrate the need for new depreciation rates at this time. Rejecting the changes now will
help to address rate shock.

Infrastructure System Replacement Surcharge. Mr. Simer testifies that the proposed
infrastructure system replacement surcharge (“ISRS”) should not be accepted by the
Commission because (1) there is nothing extraordinary that would warrant the extraordinary
ratemaking device and (2) the surcharge would allow Arizona-American to temporarily
circumvent the Commission’s responsibility to review plant placed into rate base, allowing
Arizona-American to earn a greater return than what might be allowed.

Capital Structure. Mr. Simer testifies that short term debt should be included in the
capital structure, but that updated balances should be used. Mr. Simer recommends the
Commission adopt the capital structure as currently outlined in Rebuttal Exhibit TMB-1 of
60.55% debt and 39.45% equity.

Fuel and Power Expense. Arizona-American’s proposed updated Fuel and Power
Expense should be adjusted to remove the projected average bill increase of 6.6% anticipated to
result from an APS rate application filed on June 1, 2011 in Docket No. E-01345A-11-0224.
This change is not known and measurable since that rate application has not yet been decided by
the Commission.
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Summary of David Nilsen’s Testimony

David Nilsen is Director of Development for DMB Associates, and is responsible for
development activities in the Verrado master planned community and the operation of
subsidiary entities relating to Verrado, including DMB White Tank, LLC (collectively,
“DMB”).

Mr. Nilsen testifies that DMB pays two separate rates for water in Arizona-American
Water Company’s Agua Fria Water District -- a non-potable Central Arizona Project (“CAP”)
rate, and potable irrigation rates.

DMB also purchases effluent generated by Arizona-American Water Company’s Verrado
wastewater treatment plant for use watering turf and landscaping within the Raven Golf Club at
Verrado. In Arizona-American’s recent Agua Fria Wastewater District rate case decision
number 72047, the Commission approved a new rate for the effluent for the Wastewater District.
Arizona-American’s Application for the Water District in this case also included a proposed
effluent rate. Arizona-American said that it will be revising its Application in this case to
remove the proposed effluent rate. Mr. Nilsen testifies that DMB agrees the effluent rate should
remain in the Wastewater District’s tariff only, and should remain at the amount fixed in
Decision 72047 for all the reasons cited in that case.




