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< 3 ||Paul G. Townsley testifies that:

He is providing rebuttal to certain positions made by the Class of Homeowner Association

|
|
1
2 |EXECUTIVE SUMMARY
witnesses Mr. Watkins and Mr. Shaw.

w

He also discusses the financial condition of the Company and the consequences of a significant
disallowance of the White Tanks Plant on Arizona-American.
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I1

I

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Paul G. Townsley. My business address is 2355 North Pinnacle Peak Road,
Suite 300, Phoenix, AZ 85027.

ARE YOU THE SAME PAUL G. TOWNSLEY WHO SUBMITTED TESTIMONY
IN THIS CASE?
Yes.

PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

Please see my Executive Summary.

RESPONSES TO CLASS OF HOMEOWNERS ASSOCIATION WITNESSES

WATKINS AND SHAW

IN HIS TESTIMONY, MR. WATKINS REFERENCES THE APPLICATION
AAW MADE IN 2005 REGARDING THE WHITE TANKS PROJECT. WAS THIS
THE ONLY TIME AAW DISCUSSED THE WHITE TANKS PROJECT AT THE
COMMISSION?

No. The White Tanks Plant has been discussed extensively for over six years, in a
aumber of Commission proceedings dating from 2005 to the present. And during this

period of time most all parties to these cases have agreed of the necessity to construct the

White Tanks Plant.

In 2003, after almost four years of planning and work, Arizona-American reached a
tentative agreement with the Maricopa County Water District (“MWD”), in which MWD

would build and own the White Tanks Plant, and Arizona-American would obtain
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1 treatment services for its customers through a long-term capital lease. Arizona-American
2 filed an application with the Commission in Docket W-01303A-05-0718 for approval of
3 the capital lease and related authorizations.
|
1 4 In September 2006, after the tentative agreement with MWD expired, Arizona-American
‘ 5 filed a revised application asking the Commission for authority to increase hook-up fees
6 to provide Arizona-American the opportunity to fund the cost of the White Tanks Plant.
7 To date this hook up fee has paid for more than $3,000,000 of the White Tanks plant. The
8 revised application reiterated the immediate regional need for a surface water treatment
9 plant to reduce groundwater pumping. Other parties recognized that the White Tanks
10 Plant was needed and that it would benefit both current and future customers.
11 In its brief in the case Commission Staff summarized:
12 AAW is an entity regulated by the Commission. The Commission has ordered F
13 AAW to provide water service to its customers within its CC&N territory.
14 AAW has identified an item of infrastructure necessary to accomplish its
15 directive. The company has exhausted the options available in procuring that
16 infrastructure and has requested permission to proceed using hook-up fees.
17 The single issue the Commission needs to decide is whether or not AAW’s
18 proposal is in the interest of AAW ratepayers.
19 In its brief RUCO stated:
20 The facts, which are not in dispute, are that the Company needs to serve its
21 customers and construction of a treatment plant is necessary to meet the
22 Company’s service requirements. ... The Company’s proposal is reasonable
23 and should be adopted by the Commission.
24 With the support of Commission Staff and RUCO, the Commission approved Arizona-
25 American’s financing request in Decision No. 69914, dated September 27, 2007. Based




(
|
| Arizona-American Water Company
Second Rebuttal Testimony of Paul G. Townsley
Docket Nos. W- 01303A-10-0448
Page 3 0of 18
1 on that Decision, Arizona-American irﬁmediate]y'began construction of the White Tanks
1 2 Plant and placed it into service in late 2009. That Decision also clearly contemplated the
‘ 3 possibility that hook-up fees would not be sufficient to completely fund the White Tanks
4 Plant and that Arizona-American might subsequently be filing a rate case to include the
5 White Tanks Plant in rate base.
6 In March 2008, Arizona-American filed a rate case (Docket W-01303A-08-0227) that
7 included its Agua Fria Water District. In the rate filing, Arizona-American updated the
8 Commission on the status of the White Tanks Plant and proposed an innovative remedy
9 to mitigate the decline in hook-up fees and to reduce the future rate impact of the White
10 Tanks Plant when it was included in rates. In that case, Arizona-American proposed to
11 include $25 million in Construction Work in Progress in rate base.
12 Most recently, Arizona-American filed an application over a year ago in September 2010
13 (Docket W-01303A-10-0448) seeking to place the White Tanks Plant in rate base. That is
14 the subject we are here discussing today.
15 The subject of Arizona-American’s White Tanks Plant has been extensively reviewed
16 and discussed by all relevant parties at the Commission over the past six-years, the
‘ 17 facility has been in operation over the past two-years, and what the Company is now
18 seeking is to place this critical facility into rate base.

i 19 Q. ON PAGES 12 AND 13 OF HIS TESTIMONY, MR. SHAW ATTEMPTS TO

| 20 CHARACTORIZE THE WHITE TANKS PLANT AS A GAMBLE MADE BY
l 21 THE COMPANY. DO YOU AGREE?
23 Arizona-American should not have taken. But what Mr. Shaw does not acknowledge in

24 his position is that Arizona-American had and continues to have a responsibility to serve

|
f 22 A, No, of course not. Mr. Shaw seeks to persuade others that this was a gamble which
|
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its customers in the Agua Fria service area. This responsibility includes providing water
resource planning and water supply management that allows Arizona-American to
provide its customers a reliable and safe drinking water supply not only today but also
into the future. At the time we began construction, the White Tanks Plant was needed to
provide a reliable and safe drinking water in the Agua Fria District. No other party in the
earlier White Tanks cases disagreed. The gamble that Mr. Shaw apparently would rather
have Arizona-American take would be to not invest in needed infrastructure projects in a
timely manner and instead risk not having enough water to serve all its customers and
suffer the consequences of continued groundwater depletion. That gamble is not one that

a responsible water utility can or should take.

His position also ignores the long history of the White Tanks Plant before this
Commission. As noted in detail above, Arizona-American has received support for the
White Tanks Plant from the Commission and from parties to those prior proceedings. To
say that the Company’s shareholders took a gamble and lost is an unfair and inaccurate

representation of the history of the White Tanks Plant.

Q. WOULD YOU SUMMARIZE THE WATER MANAGEMENT ISSUES FACING
THE AGUA FRIA DISTRICT?

A. As shown on the map attached as PGT Exhibit-1, the Agua Fria District is located on the
western edge of the Phoenix metropolitan area near the base of the White Tank
Mountains. The Agua Fria District is within the West Salt River Sub Basin of the
Phoenix Active Management Area (AMA). The Phoenix AMA is one of five Active
Management Areas mandated by the Groundwater Code. The Active Management Areas
were formed to provide a regulatory framework for addressing severe groundwater

overdraft in areas where groundwater supplies were rapidly diminishing.
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The Agua Fria District has experienced extensive groundwater depletion and faces more
difficult water management challenges relative to other locations in the West Salt River
Sub Basin and other locations in the Phoenix AMA. This is due in part to the water usage
patterns in the area and its location near the base of the White Tank Mountains at the
western edge of the West Salt River Sub Basin where the depth to bedrock is relatively
shallow. Two of the more difficult water management challenges faced by the Agua Fria

District are reduced well capacities and diminished groundwater quality.

These are not new challenges. The area in and around Arizona-American’s Agua Fria
Water District has long been recognized as one of the most severely impacted
groundwater depletion and land subsidence areas in the metropolitan Phoenix region. A
map from the Third Management Plan (PGT Exhibit 2) is attached documenting

groundwater declines of over 300’ in the West Salt River Sub Basin from 1900 to. 1998.

More problematic than the documented historic groundwater decline is the projected
continued severe groundwater depletion projected for the Agua Fria District. These
projections are not new and are reflected in assured water supply studies dating back to
the 1980°s. Arizona-American’s response to Data Request Sun City Grand 10-23
contains well over a dozen studies documenting existing and continued groundwater
depletion. The response also cites ADWR files containing numerous additional studies
documenting existing and continued groundwater depletion. For example, assured water
supply studies prepared for Sun City Grand predict groundwater levels of 981 feet below
land surface after 100 years. Another example is the July 2010 report titled /00-YEAR
PREDICTIVE SCENARIOS USED FOR THE DETERMINATION OF PHYSICAL
AVAILABILITY IN THE PHOENIX ACTIVE MANAGEMENT AREA prepared by the
Arizona Department of Water Resources. The report was prepared to detail various 100-

year predictive scenarios that were developed as part of the Assured Water Supply re-
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Designation process completed in 2010. As shown on Figure 31 from the study (PGT

Exhibit 3), the study projects depth to water of between 900 and 1,000 feet below land
surface in the Agua Fria District in 2108. These groundwater level declines, caused by
the depletion of groundwater, are well known and understood by virtually everyone

involved in water resource management in the Phoenix AMA.

This widespread understanding of the historic and projected groundwater declines in the
West Salt River Sub Basin was one of the primary drivers behind the development and
publication of the WESTCAPS report in 2001, which directly led to the development of
the White Tanks Project. In the Executive Summary of the WESTCAPS report, it stated,

A 1995 study authorized by the Arizona legislature showed that most of the

WSRYV [West Salt River Valley] has experienced significant groundwater

decline, resulting in up to 17 feet of land subsidence in portions of the WSRV.

Other portions of the West Valley are facing groundwater quality issues that
will increase the cost of continued groundwater use.

Later in the 2001 WESTCAPS report it stated,

WESTCAPS has developed a water delivery plan to shift the communities’
reliance from groundwater to renewable surface water supplies by 2025,

Groundwater would be used in a peaking or reserve role.
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This photograph taken near
Arizona-American’s Agua
Fria District clearly shows
the effect of land subsidence
in this areca. While the photo
itself dates from 1991,
continued groundwater

depletion and land

subsidence continue to this =5 5 1m elevation change
day. The attached PGT over 35 years

Exhibit 4 are maps from the
Arizona Department of

Water Resources. They

show land subsidence in
western metropolitan
Phoenix based on satellite
data during the period from

January 2007 to February

2010. These maps indicate
that the Agua I'ria District and neighboring areas still face significant threats of continued

groundwater depletion and resulting land subsidence.
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\
|
1 Q. MR. WATKINS CONCLUDES THAT THAT THE WHITE TANKS PLANT

2 "PROVIDES LITTLE TO NO USEFULNESS TO THE COMPANY'S
| 3 RATEPAYERS OR TO SYSTEM RELIABILITY." DO YOU AGREE?
| 4 A, Of course not. First, Mr. Watkins' conclusions are based on faulty assumptions and

analysis as described in the Second Rebuttal Testimony of Mr. Ian Crooks. Second, Mr.

Watkins' testimony ignores the realities facing the Agua Fria District and the very serious

water management issues that the Company has faced and will continue to face in the

K N N W

future.

9 1Q. WHAT ARE THE IMPACTS OF GROUNDWATER DEPLETION?

10 A, Groundwater depletion causes land subsidence, cracking of the land surface (earth

11 fissuring), aquifer compaction resulting in the loss of aquifer storage space, and

12 degradation of groundwater quality due to the migration of poor quality water and

13 general deterioration of aquifer water quality with depth. The changing land surface and
14 deteriorating aquifer in turn cause property damage to both private property and public
15 works projects, directly impacting water utilities and their customers. In addition,

16 declining aquifers reduce well capacities, damage well casings, create the need to deepen
17 or replace wells and create the need for groundwater treatment facilities to be

18 constructed. In some cases groundwater depletion makes it economically infeasible to
19 pump groundwater.

20 Q. WHAT WATER MANAGEMENT STRATEGY HAS ARIZONA-AMERICAN

21 ADOPTED TO ADDRESS GROUNDWATER DEPLETION IN THE AGUA FRIA
22 DISTRICT?

23 [A. Based on planning efforts dating back to at least 1994, in the early 2000’s Arizona-

24 American concluded that direct treatment and delivery of surface water, including the

25 Agua Fria District’s CAP allocation should be the cornerstone of the water management
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strategy for the Agua Fria District and that a surface water treatment plant should be

constructed at the earliest opportunity.

Q. WHY WAS A DIRECT TREATMENT STRATEGY ADOPTED?

A. Arizona American recognized that reliance on groundwater as the primary water source
was not a viable long-term strategy. This is due to continued groundwater depletion and
the expected difficultly in successfully drilling potable water wells in southerly portions
of its water service area due to water quality constraints, well production declines, and
well spacing regulations. Arizona-American witnesses Ian Crooks and Joe Gross provide
more detail in their testimonies on the difficulty faced by the Company in finding,
drilling, and equipping wells during that period. The alternative to the non-viable long-
term strategy of continued well drilling was to move to a direct use of surface water in
the District, a strategy being used by most other large water providers in the Phoenix

Active Management Area (Phoenix AMA).

Q. IS GROUNDWATER RECHARGING A PART OF ARIZONA-AMERICAN’S
WATER MANAGEMENT STRATEGY?

A. Yes. Groundwater recharge, either through the use of Groundwater Savings Facilities
(GSF) or Underground Storage Facilities (USF), is an important part of Arizona-
American’s water management strategy. Groundwater recharge is used to supplement
direct treatment and delivery efforts by recharging those water supplies that cannot be

used directly.
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Q.

WHY WASN’T RECHARGE ADOPTED AS THE PRIMARY WATER
MANAGEMENT STRATEGY FOR THE AGUA FRIA DISTRICT?

Simply put, because direct treatment and delivery is an established and proven method of
using renewable water supplies that provides the maximum level of direct benefit to the

Agua Fria District.

DO YOU AGREE WITH MR. WATKINS’ ASSERTION THAT USING CAP
WATER THROUGH DIRECT TREATMENT OR GROUNDWATER
RECHARGE IS A ZERO-SUM GAME?

No I do not. First I will note that Mr. Watkins is careful to limit this assertion to the
impact on groundwater resources, effectively ignoring other benefits of direct treatment,
including eliminating constraints on our ability to site new wells in the Agua Fria
District, avoidance of increased pumping costs from deeper wells, avoidance of increased
capital and operating costs to treat contaminants and other impurities from new wells, and
use of a renewable sustainable surface water supply in lieu of a diminishing groundwater
supply. Nevertheless, even in his limited application to the impact on groundwater

resources, the assertion that it is a zero-sum game is incorrect.

MR. SHAW MAKES A SIMILAR ASSERTION. DO YOU AGREE WITH HIS
ASSERTION?
Mr. Shaw states that the net effect of CAP water use on the groundwater resources in the

area is zero and that there is no net benefit to the groundwater system. Again, I do not

agree with this assertion.
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1 }Q. WHY ARE GROUNDWATER RESOURCES IN THE AGUA FRIA AREA

2 BENEFITED WHEN DIRECT TREATMENT IS USED INSTEAD OF
| 3 RECHARGE?
[ 4 [A. There are two factors that make direct treatment and delivery by Arizona-American more
5 beneficial to groundwater resources in the Agua Fria District.
6 First, recharge capacity is limited and is fully subscribed. There are only three recharge
7 facilities' useable by Arizona-American near the Agua Fria District that could provide
8 some benefit to the aquifer beneath the Agua Fria District. Each of the facilities already
9 operates at its full operational capacity, with requests for recharge capacity regularly
10 exceeding the facilities capability to accept water for recharge. In other words, the
11 amount of groundwater recharged at the facilities would be unchanged whether or not the
12 Arizona-American’s Agua Fria District participates in the recharge projects.
13 Accordingly, Agua Fria groundwater resources benefit most by (i) the direct treatment
14 and delivery of CAP water in the Agua Fria District (thereby offsetting groundwater
15 pumping by Arizona-American), and (ii) groundwater recharge by others using the
16 limited available recharge capacity.
17 Second, direct treatment and delivery provides instantaneous positive local impact while
18 recharge provides delayed, diminished and questionable local impact. Unlike recharge,
19 direct treatment and delivery actually eliminates dewatering of the aquifer at each and
20 every well location where water would have otherwise been pumped. Accordingly, all of
21 the negative impacts of groundwater depletion associated with those withdrawals which I
22 have discussed in my testimony are instantaneously and positively eliminated. In

I ! The facilities are the Maricopa Water District Groundwater Savings Facility, the Hieroglyphic Mountains
Recharge Project and the Agua Fria Recharge Project.
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contrast, recharge does not eliminate groundwater withdrawal by Arizona-American.
Instead, the groundwater depletion continues and groundwater is recharged (in the case of
a USF) or someone else’s pumping is reduced (in the case of a GSF), in a different
location than where the original groundwater withdrawal occurred. The result is that on a
localized basis, the negative effects of groundwater depletion will still be experienced.
The degree to which the groundwater is depleted and the negative impacts will be felt is
related to the distance from which the recharge is made relative to the groundwater
withdrawal. Let’s look at the specific example of recharge in the Tonopah Desert
Recharge Project which is used by the Arizona-American’s Agua Fria District. Since the
Tonopah Desert Recharge Project is in located on the other side of the White Tanks
Mountains and in a different sub-basin than the Agua Fria District, recharge at that
location has zero impact on groundwater resource used by the Agua Fria District and zero
impact on groundwater depletion beneath the Agua Fria District. In contrast, direct
treatment and delivery in the Agua Fria District has a gallon for gallon impact on the

groundwater resource used by the Agua Fria District.

Q. MR. WATKINS CLAIMS THAT THE BURDEN OF MEETING THE FUTURE
WATER NEEDS IN THE WEST VALLEY AS WELL AS SUSTAINING THE
AREA’S GROUNDWATER SUPPLIES FALLS ON REAL ESTATE
DEVELOPERS. DO YOU AGREE?

A. No I do not, and few if any water managers would agree. Mr. Watkins misinterprets
Arizona’s laws and rules pertaining to groundwater replenishment and assured water
supplies. Arizona has a long history of successful, cooperative water management
involving water providers, developers, regulators, law makers and other interest groups.

Arizona water providers, including Arizona-American, are a key element of establishing

and maintaining Arizona’s track record of successful water management. Arizona-
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1 American is a recognized leader in water management with a track record of promoting
2 water conservation, effluent reuse, effluent recharge and renewable CAP water use in its
3 service areas. Contrary to Mr. Watkins’ assertion, water management, including
4 planning for growth related water needs as well as making provisions for sustainable
5 water supplies, is an essential function of any responsible water utility. The water
6 community and the developers have worked and will continue to work together on h
7 Arizona water issues, including growth. But his attempt to pin groundwater sustainability
8 and future water supplies solely on developers laughs in the face of all that we have
9 accomplished in regards to water policy in the State.
10 |Q. WHEN A DEVELOPER OBTAINS A CERTIFICATE OF ASSURED WATER
11 SUPPLY IS A SUSTAINABLE WATER SUPPLY REQUIRED? W
12 A No, an assured water supply certification is obtained by making a showing that specific
13 minimum regulatory requirements are met. In the case of the Phoenix AMA, the
14 requirement for certification of a groundwater based assured water supply is that after
15 100 years the groundwater aquifer can be no lower than 1,000 feet below land surface. In I
16 other words, an assured water supply certification could be obtained by relying on non-
17 sustainable groundwater depletion that goes on for decades, rather than providing for safe
18 yield in which no change to the groundwater level occurs. This is exactly the situation in i
19 the Agua Fria District. The current assured water supply certificates issued by Arizona
20 Department of Water Resources for the Agua Fria District are based on continued
21 groundwater depletion to levels very near 1,000 feet below land surface®. Current
22 assured water supply projections are even worse. Attached, as PGT Exhibit 5, is a map
23 developed by Arizona-American using the Arizona Department of Water Resources |
% See reports provided in response to Data Request Sun City Grand 10-23.
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groundwater flow model currently used for evaluating applications for assured water
supplies. As depicted on the map, groundwater levels in 2109 are projected to exceed
1,000 feet below land surface over much of the Agua Fria District. Clearly, this is not a

sustainable water supply.

Q. WHO THEN IS RESPONSIBLE FOR SUSTAINING THE GROUNDWATER
SUPPLIES IN THE AGUA FRIA DISTRICT?
A. While there is not a simple answer to that question, I believe the ultimate responsibility

rests with the water provider in the area, in this case Arizona-American.

As noted by Mr. Watkins, the Central Arizona Water Conservation District (CAWCD)
has a responsibility to replenish groundwater pumping. However, that responsibility is
much more limited than stated by Mr. Watkins. The CAWCD must replenish only
groundwater pumping in excess of allowable groundwater pumping and only for
groundwater pumping that is associated with certificates of assured water supply issued
pursuant to assured water supply rules that became effective in 1995. Furthermore, the
CAWCD has no obligation to provide for groundwater replenishment in the area where
the groundwater is withdrawn. The result, in the case of the Agua Fria District, is that
much of the groundwater pumping is not subject to replenishment at all, and the
groundwater replenishment that is being done is not sufficiently close to the Agua Fria
District to effectively mitigate the ongoing groundwater depletion. Department of Water
Resources modeling predicts continued and severe groundwater depletion beneath the

Agua Fria District, even after considering replenishment by the CAWCD.

In the face of the reality of the water resources challenge facing the Agua Fria District,
rather than gamble, Arizona-American accepted its responsibility to act. Arizona-

American adopted and implemented a water management strategy centered on direct
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1 delivery and treatment of renewable water supplies. The strategy is consistent with good
2 water management principles employed by other large water providers throughout the

3 Phoenix AMA, and it is consistent with the water management goals of the State of

4 Arizona. That strategy ultimately resulted in the construction of the White Tanks Plant, a
5 plant which should be allowed in the rate base of the Agua Fria District as requested by

6 Arizona-American.
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v

UPDATE ON THE FINANCIAL CONDITION OF ARIZONA-AMERICAN AND

CONSEQUENCES OF A DISALLOWANCE OF THE WHITE TANKS PLANT

WILL YOU PLEASE EXPLAIN THE FINANCIAL CONSEQUENCES OF A
COMMISSION DECISION TO DISALLOW THE INCLUSION OF THE WHITE
TANKS PLANT IN RATE BASE IN THIS CASE?

The financial consequences of a Commission disallowance of the White Tanks Plant in

rate base would be devastating to Arizona-American.

As I discussed in more detail in my direct testimony, Arizona-American’s financial
condition continues to be fragile at the same time that the Company has needed to
confront making necessary capital investments such as the White Tanks Plant. Arizona-
American’s operating districts have under-earned for many years, and, as a whole, have
lost over $30 million between 2002 and 2010. Arizona-American had a net loss of $0.1
million in 2009, which was an improvement over its $3.1 million loss in 2008. In 2010
Arizona-American finally had positive net income of $2.3 million on $343.2 million in
capitalization. And even after new rates from the pending case are implemented, the
Company will still not come close to earning its authorized return. This causes for this
authorized return earnings gap are due to the strict nature of the historic test years used in
Arizbna for water utilities, the excessive amount of time it takes to complete rate
proceedings at the Commission, the lack of pass-through mechanisms for costs beyond
the control of the water utility and for systematic capital investments such as DSIC, and
other reasons. It is for many of these causes that the Commission initiated its own

Generic Investigation on water utility ratemaking issues (Docket W-0000C-06-0149)

which is just now being completed at the Commission. In April 2011, Janney Capital
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1 relcased a report’ that ranked Arizona dead last among reviewed states evaluating
2 regulatory climate. On a scale ranging from plus four (+4) to minus four (-4), the Arizona
3 regulatory climate was rated minus four. I have attached this report as PGT Exhibit 6. All
4 these reasons show why Arizona-American’s actual return on equity is far below its
5 authorized rate of return as shown below which I have updated from my direct testimony
6 to reflect 2010 financial results.
7
_ Arizona-American Return on Equity
8 Allowed vs. Actual
9 11.0%
10 9.0% |
11 7.0% - B B
12 ||
5.0% 1 ROE GAP Cumulative Net Income Loss: $30,267,000
13 o Average Annual ROE: -1.1%
J
3.0% -
14 ‘
15
16
17
18 50%  Note: $20M Equity Write-Off in 2004 Excluded From ROE - —
19

* Introducing the Janney RCL: Our Ranking of Water Utility Regulation & Valuation, Janney Water Journal - April
2011
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1 Arizona-American has worked diligently to finally be able to create positive net income
2 on its invested assets after years of losses, and a disallowance by the Commission of all
3 or a significant portion the White Tanks Plant will abruptly and dramatically reverse that
4 progress. That is simply not a situation that can be tolerated. The consequences of a

5 disallowance are described in the Confidential Rejoinder Testimony of Greg Barber,

6 Arizona-American’s Director of Finance.

7 1Q. DOES THIS CONCLUDE YOUR SECOND REBUTTAL TESTIMONY?
8 {A. Yes.
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Land Subsidence in Western Metropolitan Phoenix
Based on ADWR EnviSat Time-Series InSAR Data

Time Period of Analysis: 1.1 Years 01/22/2007 To 02/11/2008

01/22/2007 To 02/11/2008 {3 Subsidence Feature
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Land Subsidence in Western Metropolitan Phoenix
Based on ADWR EnviSat Time-Series InSAR Data

Time Period of Analysis: 2.0 Years 02/11/2008 To 02/15/2010

02/11/2008 To 02/15/2010 (O3 Subsidence Feature

Subsidence Hardrock
Decorrelation/No Data CAP Canal
40To50cm Arizona Highways and Interstates
30Tod40cm Interstate
156To3.0cm T § 13
s Gtate
SN/ Raiway

Rosads

“®‘
1183,029

©ESA2008 - 2010
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-

3
k-

Decorrelation (white areas) are areas where the phase
of the received sateliite signal changed between
sateilite passes, causing the data to be unusable.

This eccurs in areas where the land surface has been
disturbed (i.e. bodies of water, snow, agriculture areas,
areas of development, etc).
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CAPITAL MARKETS

Introducing the Janney RCI: Our Ranking of Water Utility
Regulation & Valuation

Janney Water Journal - April 2011

INVESTMENT CONCLUSION:

Having followed the water utility industry for years and - like many others - danced delicately around the issue of
comparing state regulatory environments, we decided the time has comie for a transparent, quantitative ranking system.
Indecd, we believe regulatory climate is the single most important factor driving shareholder returns for water utilities,
and that a clear scoring system on this key issue substantially demystifies the investment decision making process. With
this in mind, we introduce our Janney Regulatory Climate Indicator (RCI), which assigns a numerical score to each state
of relevance for the water utility peer group based upon key factors such as Returns on Equity and the existence {or lack
thereof} of progressive regulatory mechanisms such as DSIC and Future Test Years, While we recognize that no such
system is perfect and any attempt to tackle the issue will be controversial (hence the Street's historical reticence to do so),
our system is transparent; easily understandable, and accurately depicts the relative attractiveness of various regulatory
Jurisdictions. In any event, we belicve even detractors will find the Janney RCI a useful, refreshing step in the right
direction toward a more open and candid discourse on the issue. Below we offer several key take-aways from our
inaugural RCI rankings, and in-the following pages we summarize our methodology and detail our findings.

KEY POINTS:

* The States: PA on top as expected, but some surprises down the league table. Not surprising given the PA PUC's
near unanimous reputation as the most progressive of the state utility commissions on water issues, Pennsylvania
ranks #1 of the 16 key states with a Janney RCI score of 4.1 {(out of a possible range of -5.5 to +5.5). Among other
key states - Ilinois ranks #2 (RCI: 3.5), Delaware #3 (RCI: 2.5), Connecticut #7 {RCI: 1.0), California and New
Jersey tic for #11 (RCI: -0.1), and Texas ranks #13 (RCL: -0.5). For detailed rankings and inputs see table on page 6.

® American Water (AWK-BUY): RCI reinforces AWK as our top water utility idea. Among the anxieties of this
type of analysis is the fear that the results will contradict one's previously held views, but our 100% objectively
designed systemn reinforces AWK as the most compelling stock idea in the space. While the company's
weighted-average RCI (1.2) les below key peer Agua America (2.6), our implied fair value analysis suggests the
valuation disconnect between the two companies more than reflects this. In addition, the potential implementation of
a DSIC in New Jersey (20% of regulated revenue) represents a potentially significant regulatory catalyst.

~ Agua America (WTR-Neutral): Premium valuation justified, but upside limited. With its strong position in
top-ranked Pennsylvania and diversified mix of additional states, Aqua America's RCI score (2.6) is second to only
Pennsylvania pure-play York Water Company {YORW-BUY). Still, our RCl-based implied fair value analysis
mdicates that WIR's premium valuation appropriately reflects the company's favorable regulatory exposure, and
upside remains limited. Overall, Aqua America remains the "best-of-breed” player in the investor-owned water
utility space, and we believe any meaningful puliback in WTR shares should be viewed as buying opportunity.

~ California: CA regulation sub-par already, and uncertainty continues to foom. While water utility regulation
has improved in recent years, the state lacks key regulatory mechanisms and remains a below average capital
destination in our view. Overall, we continue to believe that the discount valuations currently assigned to
California-centric utilities American States Water Company (AWR-Neutral) and California Water Service Company
(CWT-Neutral), appropriately reflect the fact that California regulation (though improved from years ago) remains
so-30 at best and that recent changes to the CA Public Utility Commission heighten uncertainty going forward.

Besearch Analyst Centifications and Important Disclosures
are on pages 7 - 8 of this report




JANNEY RCI: NOT PERFECT, BUT A USEFUL PIECE OF THE PUZZLE

After following the water utility industry for more than five years and frequently speaking with investors
frustrated by the difficulty of comparing regulatory environments, we believe the time is right for a
simple, easy to understand system for making these comparisons. While we recognize that no such
system is perfect, we are firm believers in not allowing the “perfect to be the enemy of the good™ and
therefore launch our Janney Regulatory Climate Indicator (RCI). Predictable given its attempt to quantify
the unquantifiable, the RCI has its flaws, but we believe it will provide a useful wol for investors as they
formulate a mosaic of the space. Our RCI seoring system, described in more detail on page 3, essentially
starts each state at a baseline score of “0”, applies an adjustment factor based upon recent awarded returns
on equity (the higher the better), and then further adjusts this figure depending on whether-a state has
implemented key progressive regulatory mechanisms (DSIC, future test year, single tariff, etc).

Janney RCI Scores for Key Investor-Owned Utility States

5 »

4 Kevianney Rl Metrics:

3 Median RCL: +0.5

MeanRCL +0.5
2 Highest Possible: +5.5
Lowest Possible:-5.5
i
0 ——
(0.1} (0.1)
1 {
2 - Notsurpising givenits reputationfor progressive waterutility ]
regulation, Pennshaniaranks #1 among the 16 states we assign

3 JanneyRCIscores. Atthe otherend of the spectrum, Arizona

- places dead last, vindicating American Water's decision to exit
the state as part of its ongoing portfolio optimization strategy. {3 4)
4 X ,
{4.0)
-5
PA L DE VA OH NY (T IN MO KY €A NI - TX WV FL AZ

As mentioned above, we realize that no rating system of this type is perfect, and we acknowledge the
inevitable criticisms. that will come from states {(and companies operating therein} ranking poorly, Still,
inputs to the Janney RCI formula were carefully deliberated with an eye toward favoring those states
whose regulatory systems facilitate strong returns on capital and investment outperformance, and the RCI
rankings pass a key sanity check in that the rankings correspond with the more informal pecking order of
state regulatory environment we've arrived at after years of following the space. For example, the state of
Pennsylvania places #1 in the rankings with an RCI score of 4.1 while Arizona places dead last with an
RC1 of —4 (note that possible RCI scores range from —5.5 to +5.5). Given that Pennsylvania is universally
regarded as the most progressive regulatory jurisdiction in the nation and that major publicly-traded
companies like American Water (AWK-BUY) and American States Water (AWR-Neutral) have been
exiting Arizona, these outcomes confirm the soundness of the Janney RCI scoring methodology.




JANNEY RCI: SUMMARY OF METHODOLOGY

In designing a system for quantifying the relative attractiveness of various state regulatory systemis, we
adhere o the maxim that “less is more” and deliberately favor elegance over complexity. Although a
more intricate approach would have benefits, we believe a simple, transpareni system sacrifices jittle in
the way of accuracy while possessing the key advantage of being casily understandable.

The lanney Regulatory Climate Indicator: Methodology

StartingPoint=0 = " ROEAdiustor- Sliding Scale:
9.5% andlower; ~1.5
11% and higher: +1.5
9.5%-11%: Prorated Adjustment

Simpficity and transparency are key
attributes of the RC) scoring systern,

2 Regulatory Methanism Adjustors:
Test Year: +1 for Future, -1 for Historical EJB_QBQ.QEQLQL
Processing: +1 for <9 mos., ~1 for >12 mos. —¥ H:ghest Possible: +5.5
DSIC-like Mechanism: +1 if yes, ~1 if no Lowest Possible: -5.5
Single Tariff Structure: +1 if yes, -1 if no

Step-by-Step RCI Calculation:

1.

Starting Point. All states are created equal, beginning the process with a baseline score of 0,

Allowed Return on Equity Adjustment. The first, and most significant, adjustment to the
baseline score of 0 is the ROE adjustor. Using an average of recent awarded ROEs in the state,
the baseline score is adjusted to reflect the attractiveness of returns on capital. States with ROEs
of 9.5% and below have 1.5 peints subtracted from the baseline, while states with ROEs of 11%
and above have 1.5 points added to their baseline score. States with ROES in betweéen 9.5% and
11% receive a pro-rated -adjustment according to their position in this range, with any state
exactly at the midpoint of 10.25% receiving no adjustment to the starting point.

Regulatory Mechanism Adjustmients. The next set of adjustments takes into account whether a
state has in place key regulatory mechanisms that we believe reduce regulatory lag or otherwise
improve the investment climate. These simple +1/-1 adjustments are as follows:

+1 if & state has in place a DSIC, —1 if not.

+1 point if a Future Test Year ts used, —1 if Historical (0 for Historical/Updated).
+1 if rate cases must be processed in 9 months or less, —1 if 12 months or more.
+1 if a state has in place single tariff rate structures, -1 if not.

* » v §

Summation = Final RCI Scere. - After all adjustments have been made to the initial starting
point of 0, the end result is the Janney RCT score. The highest possible RCl score is +5.3 (0 + 1.5
foran 11% ROE + | for DSIC + 1 for Future Test Year + 1 for 9 month rate case processing + 1
for Single Tariff = 5.5). Conversely, the lowest possible score is =5.50. Interpreting RCI scores
is easy: higher scores denote states with more capital-friendly regulatory environments,



JANNEY RCI: A LOOK AT KEY REGULATED TERRITORIES

Pennsylvania: The Gold Standard (#1 of 16), With its reputation for progressive regulation and status
as a preferred capital destination, it's not surprising that Pennsylvania places #1 among the states included
in our RCI rankings. A number of factors contribute to Pennsylvania's status as the gold standard in water
utility regulation, but the key driver is that the Pennsylvania Public Utility Commission holds true to a
simple concept: grant highly competitive allowed returns on capital and minimize the drag that the
regulatory process creates on realized returns. The importance of the latter part of this equation cannot be
understated, and the PA PUC has a long history of open mindedness toward forward-looking, creative
regulatory mechanisms on this front. A notable example is that the state pioneered the Distribution
System Improvement Charge (DSIC), which has long been viewed as an industry best practice and is
increasingly seen by investors as a baseline standard of an acceptable regulatory environment.

Connecticut: WICA Changes the Game (#7 of 16). Long viewed as a challenging place for regulated
water utilities to do business, Connecticut’s Department of Public Utility Control has been slowly
evolving toward a more progressive regulatory approach in recent years. The cornerstone of the state’s
gradual positive trajectory was the adoption of an infrastructure surcharge mechanism, dubbed the Water
Infrastructure and Conservation Charge (aka “WICA™), implemented in 2007. While granted returns on
equity remain sub-par {Connpecticut Water’s latest granted ROE was 9.75%), the WICA closes the gap
meaningfully between granted and realized returns, and is a significant driver of Connecticut’s placing
above the median in our RCI rankings. With the WICA and other regulatory best-practices (single tariff
billing, promipt rate case processing) in place, only Connecticut’s non-competitive ROEs (CT ranks dead
last on this metric) keep the state from moving into the upper echelon of regulatory jurisdictions.

New Jersey: Late-Blooming Up & Comer (#11 of 16). Also viewed historically as a difficult regulatory
environment, New Jersey looks likely to follow Connecticut’s path of adopting (albeit belatedly) a DSIC-
like mechanism. With comment sessions ongoing, we believe the Board of Public Utilities is likely to
adopt a surcharge mechanism in the wear-term, and that this would be a significant step in the right
direction that would make New Jersey much more attractive from a capital allocation perspective. Indeed,
given the significant impact of regulatory lag on realized returns in New Jersey and the fact that granted
returns on equity are actually quite competitive (recent allowed ROEs have been in the 10.3% range),
adoption of a DSIC-like system would (depending on the exact terms) immediately vaolt New Jersey into
the top echelon of water regulatory jurisdictions. Given its prevalence in the industry (AWK, MSEX, and
WTR all have significant NJ operations), New Jersey is a key state to watch going forward,

California: Is Decoupling a Good Thing? (#12 of 16). California water utility regulation is a case of good
news/bad news, with the CA Public Utlity Commission progressive on some key issues (eg. a true future
test year) but notably behind the times on others (eg. no DSIC). Tronically, one of the supposed crowning
achievements in CA water regulation — so-called “decoupling” — is counterproductive in our view and
emblematic of the CPUC getting “too cute” rather than sticKing with tried and true best practices with
proven results in other states. By allegedly mitigating some of the “risk” associated with operating a
water utility business in California, decoupling opens the door to the argument that Jower returns are
appropriate. In addition, the sheer complexity of the “balancing accounts” used {o implement the system
has proven a turn-off for investors. Ultimately, we believe the recently revamped CPUC would be well
advised to focus on the basics, such as improving ROEs and implementing a DSIC mechanism.

' .




STATES ARE INTERESTING, BUT HOW DO THE COMPANIES STACK UP?

While the Janney RClis designed as a tool for.comparing regulation on a state-by-state basis, the trend in
recent years among water utilities has been toward greater geographic diversification. Therefore in order
to use the RCI to compare the regulatory mix of individual companies, below assign company-specific
RC1 scores using a weighted average based on the percentage of regulated revenue each company derives
from various states. - Not surprisingly, the tails of this analysis are those companies with concentrated
exposure to individual regulatory jurisdictions. Of course, this can work out for better or worse depending
on which state(s) each company is levered to. York Water (YORW-BUY), for example, is at the head of
the class with an RCI score of 4.1 — a product of its being the lone pure-play on top-ranked PA. At the
other end of the spectrum, American States Water (AWR) and California Water (CWT) score poorly on
this metric, a function of their concentrated exposure to California, whose RCI lies below the median.

State-Weighted RCI Scores for U.S. Listed Water Utilities
YORW
WTR
ARTNA
AWK SANMEY RCH IMPLIED FAIR VALUE ANALYSIS
Compaty | nplied N wvpling | Becent | Upsidef
Rt Soove i PO lfawvalue | Price | Downdide
CTWS
SR 4 6% LS RE] 536 L5 5%
MSEX OWT i i8.8x $2.32 538 TR 2%
aEDIAN £3 $75% | EQUALTD CURRENT PEER GROUT AVERABE)
CWT AWK £ 5w S187 532 2838 19%
WTR 2.6 Zose 5067 53 S3158 3%
AWR {mm 55 .08 {BANED ON HISTORUAL SECTOR MUBTINESD)
05 00 0.5 1.0 1.5 2.0 2.5 3.0 3.5 4.0 45

Meanwhile, those investor-owned water utilities boasting more diversified state regulatory exposure —
most notably BUY-rated American Water Works (serving 20 states) and Neutral-rated Aqua America
(serving 12 states) - lie somewhere in between the single-state utility extremes. Aqua America’s heavy
footprint in Pennsylvania enables the company to garner a significant edge over American Water Works,
which comes as no surprise given that investors historically value WTR shares at a significant premium
not only to AWK but also to most others in the peer group. Middlesex Water's (MSEX-BUY) weighted
RCI score fooks so-so at best, but we would note that the New Jersey Board of Public Utilitics is actively
considering a DSIC-like surcharge mechanism, which would provide Middlesex an RCI boost given the
company’s heavy exposure to New Jersey (75% of revenue). A NJ DSIC would also accrue to American
Water's benefit given that the company derives more than 20% of regulated revenue from New Jersey.

3
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IMPORTANT DISCLOSURES
Research Analyst Certification

I, Ryan M. Connors, the Primarily Responsible Analyst for this research report, hereby certify that all of the views expressed in
this research report accurately reflect my personal views about any and all of the subject securities or issuers. No part of my
compensation was, is, or will be, directly or indirectly, related tc the specific recommendations or views I expressed in this
research report.

anney Montgomery Scott LLC (""JMS") Equity Research Disclosure Legend

Individual disclosures for the companies mentioned in this report can be obtained by calling or writing Janney Montgomery
Scott LLC as provided on the first page of this report.Discl

Definition of Ratings

BUY: Janney expects that the subject company will appreciate in value. Additionally, we expect that the subject company will
outperform comparable companies within its sector.

NEUTRAL: Janney believes that the subject company is fairly valued and will perform in line with comparable companies
within its sector. Investors may add to current positions on short-term weakness and sell on strength as the valuations or
fundamentals become more or less attractive.

SELL: Janney expects that the subject company will likely decline in value and will underperform comparable companics
within its sector.

Janney Montgomery Scott Ratings Distribution as of March 31, 2011

IB Serv./Past 12 Mos.

Rating Count Percent Count Percent
BUY [B) 185 53 15 8
NEUTRAL [N} 160 45 9 6
SELL [8] 8 2 0 0

*Percentages of each rating category where Janney has performed Investment Banking services over the
past 12 months.

Other Disclosures

Investment opinions are based on each stock’s 6-12 month return potential. Our ratings are not based on formal price targets,
however our analysts will discuss fair value and/or target price ranges in research reports. Decisions to buy or sell a stock should
be based on the investor's investment objectives and risk tolerance and should not rely solely on the rating. Investors should read
carefully the entire research report, which provides a more complete discussion of the analyst's views.

This research report is provided for informational purposes only and shall in no event be construed as an offer to sell or a
solicitation of an offer to buy any securities. The information described herein is taken from sources which we believe to be
reliable, but the accuracy and completeness of such information is not guaranteed by us. The opinions expressed herein may be
given only such weight as opinions warrant. This Firm, its officers, directors, employees, or members of their families may have
positions in the securitics mentioned and may make purchascs or sales of such sccurities from time to time in the open market or
otherwise and may sell to or buy from customers such securities on a principal basis.Supporting information related to the
rccommendation, if any, made in the research report is available upon request.
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EXECUTIVE SUMMARY

The following major capital projects were completed well before the end of the test year and are
included in the requested rate base:

e White Tanks Regional Water Treatment Plant (Agua Fria)
e Sierra Montana Storage Tank (Agua Fria)

e Route 303 Waterline Relocation (Agua Fria)

e Big Bend Acres Storage Tank (Mohave)

NeREN-LREEN e NV i N S Y

11 [The Company is also requesting the inclusion in rate base of one post-test year project, the Lake
12 |Mohave Highlands Storage Tank.

14 |White Tanks Regional Water Treatment Plant (Agua Fria)

15 JlAt a total project cost of $63.9 million, the White Tanks Regional Water Treatment Plant was
16 |[placed in service November 30, 2009. This was the culmination of a regional planning process
17 |dating back to the mid 1990s. Annual ground water savings in the first year of the Plant’s

18 loperation are estimated to be three billion gallons.

19 | This plant has allowed the Company to aggressively pursue the reduction of future wells in the
20 | Agua Fria Water District. Arizona-American is coordinating with MWD to provide portions of
21 Jits Agua Fria River water allocation to developers for treatment and delivery to Arizona-

22 i American’s future customers residing within the Agua Fria Water District. Arizona-American
23 |estimates that this agreement would result in up to 21,000 acre-feet per year of additional surface
24 [water being available for direct treatment and delivery at build-out of the Agua Fria Water

25 |District. This initiative will also eliminate the need for associated groundwater treatment

26 |facilities required to address the contaminants prevalent in the Agua Fria Water District, such as
27 |arsenic, nitrates, and fluorides. Significant future O&M costs for treatment plants will also be
28 javoided.

30 [ Sierra Montana Storage Tank (Agua Fria)

31 | The 2.2 million gallon Sierra Montana Storage Tank was placed in service on December §, 2008
32 |to increase storage capacity at Arizona-American’s Water Plant 8. The added capacity was
33 |needed to address an existing storage capacity deficit in the service area and accommodate

‘ 34 | additional water supplies from Waddell Haciendas Well and from Water Plant 4. This additional
35 |storage capacity also allowed Water Plant 8 to meet projected summer peaking demands of 3.5
36 lg/IGD, in addition to fire-flow requirements. The total project cost for this storage tank was
37 1,796,175.

39 |Route 303 Waterline Relocation (Agua Fria)

40 [ The Arizona Department on Transportation (ADOT) embarked on a major upgrade of Route 303
41 {in the fall of 2008. ADOT required relocation of the Company’s waterlines at the Company’s
42 |expense in locations where the ADOT right of way pre-dated the installation of the Company’s
43 |waterline. To minimize customer costs, the Company contracted with the firms retained by
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ADOT to design and construct the intersection crossings. The relocation project design began in
September 2008, and was placed into service on March 31, 2010, at a total project cost of
$372,727.

Big Bend Acres Storage Tank (Mohave)

The Company completed a comprehensive planning study of the Mohave Water District in 2008.
The study identified an urgent need to replace the aging 125,000 gallon bolted steel tank, the Big
Bend Acres Storage Tank, which had severe deterioration and leaking in its lower section. There
was also an existing storage deficit in that water zone of approximately 1.71 million gallons.
This deficit will be partially addressed by the new 250,000 gallon tank, which was placed into
service on November 26, 2008 at a total project cost of $643,834.

Lake Mohave Highlands Storage Tank (Mohave)

The Lake Mohave Highlands Storage Tank resulted from the Company’s comprehensive
planning study of the Mohave Water District. The existing welded steel tank is approximately
forty years old and is seriously corroded, with a capacity of 110,000 gallons. The total storage
requirement for this zone is 143,381 gallons. The tank cannot be taken off-line for further
examination and possible repairs, since there is no other storage available. A 150,000 gallon
welded steel tank is expected to be completed in March 2011 at an approximate total project cost
of $660,171.
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IO | INTRODUCTION AND QUALIFICATIONS

2 10Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

3 NUMBER.

4 |A. My name is Joseph E. Gross. My business address is 2355 West Pinnacle Peak Road,
5 Suite 300, Phoenix, Arizona 85027, and my telephone number is 623-445-2401.

6 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?
7 A I am employed by American Water Works Service Company as Director of Engineering

8 for Arizona, New Mexico, and Hawaii.

9 1Q. PLEASE BRIEFLY OUTLINE YOUR RESPONSIBILITIES IN ARIZONA AS

10 THE DIRECTOR OF ENGINEERING.

11 jA. I am responsible for the planning, programming, and project delivery of Arizona-

12 American’s capital program; first providing input to the budgeting process, then

13 providing oversight of the design and construction contracts to ensure compliance with
14 assigned budget and schedule.

15 Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND.

16 JA. I received a Bachelor of Science degree from the United States Military Academy in civil
17 engineering and a Master of Science degree from the Ohio State University in Geodetic
18 Science.

19 1Q. PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE.
20 JA. I joined Arizona-American in October 2004. 1 was previously employed by the City of
21 Scottsdale for fourteen years in the positions of Capital Project Management Director,

22 Water Campus Project Director, and Water Resources Engineering Director. Before that,

23 I had extensive field-level and executive-level experience in the US Army Corps of




: .

10
11
12
13

14

15
16

18
19
20
21
22
23

Arizona-American Water Company
Direct Testimony of Joseph E. Gross, P.E.
Docket Nos. W-01303A-10-

Page 2 of 12

I

Engineers, including large projects located in the United States, Iran, and Saudi Arabia.
Among other responsibilities, I supervised the Corps’ extensive {lood-control projects in

the Phoenix metropolitan area from 1979 to 1982,

ARE YOU A REGISTERED PROFESSIONAL ENGINEER?

Yes, [ am a registered Professional Engineer in the states of Arizona and Pennsylvania.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION?

Yes. I submitted testimony in Arizona-American’s White Tanks hook-up fee case
(Docket No. W-1303A-05-0718), its arsenic-cost-recovery mechanism (“ACRM?”) case
for its Agua Fria, Sun City West, and Havasu Water Districts (Docket No. W-01303A-
05-0280, et. al), its Paradise Valley Water District rate case (Docket No. W-01303A-05-
0405), its Sun City Water District rate case (Docket No. W-01303A-07-0209), its multi-
district rate case (Dockets No. W/SW-01303A-08-0227) and in its pending rate case

involving two water and three wastewater districts (Docket No. W-01303A-09-0343).

PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

Please refer to the Executive Summary, which precedes my testimony.

MAJOR CAPITAL PROJECTS

PLEASE DESCRIBE ARIZONA-AMERICAN’S MAJOR CAPITAL PROJECTS.
The following major capital projects were completed well before the end of the test year
and are included in the requested rate base:

s White Tanks Regional Water Treatment Plant (Agua Fria)

e Sierra Montana Storage Tank (Agua Fria)

e Route 303 Waterline Relocation (Agua Fria)
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e Big Bend Acres Storage Tank (Mohave)

I will next discuss each project in greater detail.

WHITE TANKS REGIONAL WATER TREATMENT PLANT (AGUA FRIA)

WHAT IS THE NEED FOR A REGIONAL SURFACE WATER TREATMENT
FACILITY IN THE COMPANY’S AGUA FRIA DISTRICT?

At a total project cost of $63.9 million, the White Tanks Regional Water Treatment Plant
(“White Tanks Plant™) was placed in service November 30, 2009. This was the
culmination of a regional planning process dating back to the mid 1990s, Annual ground
water savings in the first year of the White Tanks Plant’s operation are estimated to be
three billion gallons. Even though the Commission is very familiar with this project, I
would like to present a brief history of this project, which led to Arizona-American’s

initiative to address serious concerns about regional groundwater depletion.

HISTORICAL CONCERNS

Over the last 50 years, the West Valley has developed largely based upon groundwater
resources. As a result, groundwater overdraft and depletion in the area has been severe.
An October 1996 study by the Arizona Department of Water Resources (ADWR)
reported past groundwater declines of more than 300 feet and land surface subsidence of
more than 18 feet in portions of the West Salt River Valley Basin, which comprises the

Company’s Agua Fria Water District.

Arizona-American and other entities serving the West Valley have access to Colorado
River water delivered through canals and other facilities owned by the Central Arizona

Project (CAP). However, treatment is required for this water to meet drinking-water

standards.
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1 In 1997, a number of western Maricopa County municipalities and private water
2 | companies holding CAP water contracts formed WESTCAPS to develop cooperative
3 regional solutions for use of the region’s CAP water allocations and other renewable
4 water supphies. This effort was driven by the concerns of ADWR and West Valley water
5 providers about the long-term consequences of continuing to use only groundwater to
6 support current needs and future growth. Continuing to rely solely on groundwater
7 would be imprudent because of accelerated groundwater level declines, land subsidence,
8 declining well-production rates, and the increasing number of wells that could not meet
9 Safe Drinking Water Act water quality standards.
10 WESTCAPS determined that regional planning was needed to develop the most cost-
11 effective strategy to supply the water needed to support current and future demand in the
12 West Valley. To facilitate the WESTCAPS plan development and the curtailment of
13 groundwater use in the West Valley, ADWR contributed a total of $200,000 toward the
14 study. The U.S. Bureau of Reclamation (BOR) also contributed over $1,000,000 of in-
15 kind services.
16 In April 2001, WESTCAPS released its Regional Water Supply Plan. The Plan warned
17 that continued reliance on groundwater to support current and future demands would
18 result in long-term groundwater declines that approach or exceed the ADWR Assured
19 Water Supply limit of 1000 feet below land surface. This would also accelerate land-
20 subsidence problems. The Regional Water Supply Plan concluded that the area’s water
21 suppliers should maximize their use of CAP water and other surface water resources. To
22 treat that water, WESTCAPS recommended the construction of regional treatment
23 facilities.
24 One of those treatment facilities has become the White Tanks Regional Water Treatment
25 Plant. The WESTCAPS study recommended the site of the proposed Plant (Cactus and
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1 Perryville Road, on the Beardsley canal) because of its location on the canal and its
2 proximity to multiple water provider service areas. The 45-acre plant site is large enough
3 to support a facility that can ultimately treat up to 80 million gallons per day (MGD).
4 ALTERNATIVES CONSIDERED
5 The alternative to the White Tanks Plant would have been business as usual—continued
6 reliance on groundwater supplies. WESTCAPS and Arizona-American did not believe
7 that this option would be wise for several reasons.
8 In the Agua Fria Water District, Arizona-American and developers have found it
9 increasingly difficult to locate and obtain suitable well sites. ADWR well-spacing
10 regulations have made the permitting of high capacity wells extremely difficult. Flow
11 rates in many new wells south of Greenway Road have been disappointing, and several
12 wells drilled or tested for potable water supply in this area have proven completely
13 unusable. Further, most new wells in this area have required costly arsenic treatment
14 facilities to meet potable water standards. Levels of fluorides and nitrates are also
15 troubling and generally require additional high-cost treatment.
16 Even if high-quality, high-yield wells could be found, continuing to drill wells would be
17 contrary to public policy. Groundwater modeling studies conducted by ADWR and BOR
18 warn that continued reliance on groundwater would cause unacceptable groundwater
19 level declines and accelerate land-subsidence problem. Also, the WESTCAPS study
20 concluded that the area’s water suppliers should maximize their use of CAP and other
21 surface water resources. Finally, the Commission has strongly encouraged utilities under
22 its jurisdiction to make full use of surface-water resources, which cannot be delivered to
23 customers without treatment.
i
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| 1 PROJECT BACKGROUND
; 2 In 2002, Arizona-American took the initiative on the regional surface water treatment
3 plant concept by purchasing a 45-acre parcel of land at the siie identified in the
4 WESTCAPS Regional Water Supply Plan. In 2003, Arizona-American signed a contract
5 for design and construction of the initial phase of the Plant with the Joint Venture of
6 Black and Veatch (design and engineering) and Western Summit Constructors, Inc.
7 (construction). The White Tanks Plant was programmed for construction in phases. The
8 permitted reliable capacity of the initial phase of the plant is 13.4 MGD and that now
9 provides the base load for Arizona-American’s current customers in the Agua Fria Water
10 District. Reliable capacity is defined in the Arizona Department of Environmental
11 Quality (ADEQ) Bulletin 10, Guidelines for the Construction of Water Systems, as
12 follows: “With one unit or item out of service, the remaining units or items shall meet the |
13 design capacity of the plant.” Additional phases can eventually be added, depending on
14 the rate of development in the region, for a total treatment capacity of approximately 80
15 MGD.
16 Upon finalization of design, Arizona-American issued an invitation for bids to
17 contractors in early 2007. The low bidder was Garney Construction, which began
18 construction in the fall of 2007. The initial phase of the White Tanks Plant cost
19 $63,897,069.37, was placed in service on November 30, 2009, and has been serving
20 Arizona-American’s existing customers since that time. Annual groundwater savings in
21 the first year of the Plant’s operations are estimated to be three billion gallons. The
22 source of surface water is Arizona-American’s CAP-water subcontract for 11,093 acre-
23 feet per year, which requires treatment prior to delivery to current Agua Fria Water
24 District customers.
25 This major project was placed into service six months carlier than estimated in previous
26 testimony; at a cost within one per cent of the estimated project cost. Additionally, the
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Company’s change of water supply from groundwater to surface water was accomplished
with no customer complaints concerning perceived changes in taste and odor; a

circumstance which has plagued other water providers when changing water source.

Q. PLEASE DESCRIBE THE EXISTING WHITE TANKS REGIONAL WATER
TREATMENT PLANT.
A. The White Tanks Plant consists of the following major components:
¢ A surface water intake structure on the Beardsley Canal, with associated fixed
screening, automated gate structure, flow meter, piping and controls. As is standard
practice, design and construction of this facility was accomplished by the Maricopa
County Municipal Water Conservation District Number One (MWD), with

reimbursement from the White Tanks project.

e Mechanical bar screen, which provides fine screens to remove additional debris from

the intake structure.

e Pretreatment chemical feed facility, which controls algae and addresses possible taste

and odor issues.

e Two 10 million gallon raw water reservoirs, with associated pumping station. These
facilities assure a continuous flow of surface water to the plant during short-term

outages of water, or water quality variations, from the Beardsley Canal.

e Watcr treatment facilitics, including mixing, flocculation, dissolved air floatation
clarification, and filtration. These facilities provide a reliable plant treatment capacity
of 13.4 MGD. As stated earlier, reliable capacity is defined by ADEQ as the plant

capacity with one unit or item, such as a clarifier, pump, tank, or filter, out of service.

¢ Finished water and disinfection facilities, including ultraviolet light disinfection,

chlorination, storage basins and pumping station.
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e Residual processing facilities, including dissolved air flotation solids removal, filter
backwash, filter-to-waste system, wastewater clarifiers, return flow pumping, and

sludge drying beds.
e Chemical feed and storage facilities.

¢ Administrative and control facility, which includes staff offices, process laboratory,

and maintenance area.

e 1.1 mile of 48” diameter concrete cylinder transmission main, which provides treated

water from the plant to the existing transmission system in Agua Fria Water District.

Emergency generator to allow the White Tanks Plant to continue to treat 13.4 MGD

of surface water in the event of a power outage.

Plecasc see Exhibit JEG-1 for an overall plant site plan, to include locations for future
expansion. Plant operations and maintenance activities during the past year have
validated the design criteria for this plant, and will be addressed in the testimony of Mr.

Ian Crook.

Q. HAS THE OPERATION OF THE WHITE TANKS PLANT ALLOWED THE
COMPANY TO REDUCE THE NUMBER OF REQUIRED WELLS PROVIDED
BY DEVELOPERS?

A. Yes. The Company has aggressively pursued the reduction of future wells in the Agua
Fria Water District by amending its master agreements with developers in the area. For

example:

(1) In the Liberty Vistas 303 Business Park, the Company eliminated the requirement for

a well producing a minimum of 337 gallons per minute (gpm).
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(2) The Company’s agreement with Prasada Commercial includes the deletion of one
well in exchange for the developer constructing one mile of transmission main for future

surface water delivery.

(3) The Company’s agreement with Citrus & Northern, LL.C was amended to require an
additional well site only, rather than a functioning well, for the White Tanks Foothills

Development. The Company currently foresees no need to develop the well site.

(4) The Company’s agreement with Meritage Homes for residential development at
Sedella is being negotiated to require additional surface water rights in lieu of a

functioning groundwater well.

Future agreements with developers will be negotiated to require additional surface water
rights in licu of additional wells. Arizona-American is coordinating with MWD to
provide portions of its Agua Fria River water allocation to developers for treatment and
delivery to Arizona-American’s future customers residing within the Agua Fria Water
District. Arizona-American estimates that this agreement would result in up to 21,000
acre-feet per year of additional surface water being available for direct treatment and
delivery at build-out of the Agua Fria Water District. This initiative will also eliminate
the need for associated groundwater treatment facilities required to address the
contaminants prevalent in the Agua Fria Water District, such as arsenic, nitrates, and

fluorides. Significant future O&M costs for treatment plants will also be avoided.

IS WHITE TANKS PRESENTLY THE ONLY SURFACE WATER TREATMENT
PLANT IN THE WESTCAPS STUDY AREA? IF SO, WHY?
Yes. The current site of the White Tanks Plant was preferable to other sites mentioned in

the WESTCAPS study, due to its elevation within the service area and its proximity to

the Beardsley Canal. Since the plant can be expanded sequentially in the future to a total
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VI

capacity of 80 MGD, it is envisioned that other regional water providers would be able to

purchase capacity in an expanded plant to meet their future needs.

SIERRA MONTANA STORAGE TANK (AGUA FRIA)

WHAT IS THE SIERRA MONTANA STORAGE TANK?

This 2.2 million gallon storage tank was placed in service on December 8, 2008 to
increase storage capacity at Arizona-American’s Water Plant 8. The added capacity was
needed to address an existing storage capacity deficit in the service area and
accommodate additional water supplies from Waddell Haciendas Well and from Water
Plant 4. This additional storage capacity also allowed Water Plant 8 to meet projected
summer peaking demands of 3.5 MGD, in addition to fire-flow requirements. The total

project cost for this storage tank was $1,796,175.

ROUTE 303 WATERLINE RELOCATION (AGUA FRIA)

PLEASE DESCRIBE THE ROUTE 303 WATERLINE RELOCATION PROJECT.
The Arizona Department on Transportation (ADOT) embarked on a major upgrade of
Route 303 in the fall of 2008. A number of the Company’s waterlines existed within the
ADOT right of way and were in conflict with new road underpasses, drainage structures,
sound walls, etc. ADOT required relocation at the Company’s expense in locations
where the ADOT right of way pre-dated the installation of the Company’s waterline. The
waterlines affected were in the vicinity of the intersections of Route 303 with Bell and
Waddell Roads. To minimize customer costs, the Company contracted with the firms
retained by ADOT to design and construct the intersection crossings. The relocation
project design began in September 2008, and was placed into service on March 31, 2010,

at a total project cost of $372,727.
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BIG BEND ACRES STORAGE TANK (MOHAVE)

WHY DID THE COMPANY REPLACE THE BIG BEND ACRES STORAGE
TANK?

The Company completed a comprehensive planning study of the Mohave Water District
in 2008. The study identified an urgent need to replace an aging 125,000 gallon bolted
steel tank which had severe deterioration and leaking in its lower section, to the point of
being non-repairable. Upon examination of the tank, it was evident that sand
accumulation on the floor of the tank over a 30-year period had stressed the connections
between the tank’s floor and siding. Wells in Mohave County tend to generate relatively
high quantities of sand, which gradually accumulates on the base of associated storage
tanks. When only one tank exists within a system, there is no way to take it off line for
sand removal without disrupting service to customers. There was also an existing storage
deficit in that water zone of approximately 1.71 million gallons. This deficit will be
partially addressed by the new 250,000 gallon tank, which was placed into service on
November 26, 2008 at a total project cost of $643,834. The Company’s comprehensive
planning study also identified the need for additional storage in this zone. Remediation
of this deficit is currently programmed in the Company’s business plan as a future year

project.

POST-TEST YEAR CAPITAL PROJECTS (MOHAVE)

ARE THERE ANY CAPITAL PROJECTS THAT ARIZONA-AMERICAN
EXPECTS TO COMPLETE BEFORE COMMISSION STAFF COMPLETES ITS
ENGINEERING AUDIT IN THIS CASE?

Yes. The Lake Mohave Highlands Storage Tank (Mohave Water) should be completed

in time for the Commission Staff engineering report in this case. This project also

resulted from the Company’s comprehensive planning study of the Mchave Water
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District. The existing welded steel tank is approximately forty years old and is seriously
corroded, with a capacity of 110,000 gallons. The total storage requirement for this zone
is 143,381 gallons. The tank cannot be taken off-line for further examination and
possible repairs, since there is no other storage available. Customers would be out of
service for the entire time required for tank upgrade. The condition of the existing tank
has resulted in a Notice of Opportunity to Correct being received from ADEQ, requesting
immediate action to improve the storage situation in this zone. A 150,000 gallon welded

steel tank is expected to be completed in March 2011 at an approximate total project cost

of $660,171.

Q. DOES THIS PROJECT MEET THE CRITERIA FOR WARRANTING RATE
BASE RECOGNITION OF POST -~ TEST YEAR PLANT?
A, Absolutely. The Lake Mohave Storage Tank project meets each of the conditions

reflected in Commission Decision No. 71410:

a. The estimated project cost of $660,171 is significant and substantial.

b. This project is revenue neutral.

c. This project is prudent and necessary to provide adequate storage to our customers in
the Lake Mohave Highlands system; and reflects appropriate, efficient, effective, and

timely decision-making.

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

A. Yes.
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EXECUTIVE SUMMARY

Joseph E. Gross rebuts the direct testimony of Ms. Hains relating to the disallowance of four
plant components at the White Tanks Plant.

Mr. Gross also rebuts Ms. Hains testimony relating to the fluoride injection system and sodium
fluoride injection.

Mr. Gross explains why the use of the CAP allocation by Dr. Fish to calculate a daily production
figure is not meaningful. He also explains in detail why the 2.45 MG of on-site finished water
storage does not restrict plant production as Dr. Fish claims. Next, Mr. Gross rebuts Dr. Fish’s
reliance on the MWD proposal for the White Tanks Plant and the claim that the Plant is not a
regional facility.

Mr. Gross rebuts the testimony of Mr. Duffett relating to the capacity of the White Tanks Plant
and explains why the Company’s CAP allocation does not support a determination of how much
of the White Tanks Plant is used and useful.

Mr. Gross rebuts RUCO’s recommendation that the Commission disallow inclusion in rate base
of the Sierra Montana Reservoir, the Big Bend Acres Storage Tank and the Lake Mohave
Highlands Storage Tank.
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I INTRODUCTION AND QUALIFICATIONS

Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE
NUMBER.

A. My name is Joseph E. Gross. My business address is 2355 West Pinnacle Peak Road,
Suite 300, Phoenix, Arizona 85027; and my telephone number is 623-445-2401.

Q. ARE YOU THE SAME JOSEPH E. GROSS WHO PREVIOUSLY SUBMITTED
TESTIMONY IN THIS CASE?

A. Yes.

1 PURPOSE OF TESTIMONY

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

A. I will respond to certain portions of the direct testimony submitted by Staff witness
Dorothy Hains and RUCO witnesses Thomas Fish and Royce Duffett,

11 WHITE TANKS PLANT
A RESPONSE TO DOROTHY HAINS

Q. MS. HAINS RECOMMENDS DISALLOWANCE OF EXPENSES ASSOCIATED
WITH FOUR PLANT COMPONENTS, CLAIMING THAT THEY ARE EXCESS
CAPACITY. DO YOU AGREE?

A, No. [ agree that four of the Plant’s components were sized to handle a capacity of 40

million gallons per day (MGD), which does exceed the Plant’s current firm capacity of
13.4 MGD and total capacity of 20 MGD. However, these were prudent engineering
decisions that will ultimately save customers money. T will address the rationale for these

engineering decisions for each type of component.
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Intake Structure (Canal Turnout): Design and construction of the Plant’s intake structure

was accomplished by Maricopa County Municipal Water Conservation District #1
(MWD), based upon its current standards and its significant experience with expansion
issues involving similar facilities. MWD retains ownership of this structure and
responsibility for design and construction, although the design and construction costs
were assigned to this project. Because the construction of the Canal Turnout requires the
prolonged shutdown of the Beardsley Canal, which supplies water to many other users
besides the White Tanks Plant, MWD was very clear in its intention to not permit
incremental Canal Turnout upsizing as the White Tanks Plant was expanded up to 40
MGD. MWD’s letter, attached as exhibit JEG-1, clearly states its rationale for a 40 MGD

intake structure.

40 MGD Capacity Raw Water Storage Supply Pipe, Raw Water Pump Suction Pipe and

Raw Water Bypass Pipe. The layout of the White Tanks Plant makes it impractical and

very costly to incrementally upsize the raw water storage supply pipe, the raw water
pump suction pipe, and the raw water bypass pipe as the plant total capacity is increased
from its current size to 40 MGD. An additional raw water storage supply pipe would
require disrupting the operation of the intake screening structure; effectively taking the
raw water storage facilities off line for an extended period of time. Additional raw water
suction piping would require excavating down 35 feet and taking the raw water storage
reservoirs and the raw water pump station off line for an extended period of time.
Additional raw water bypass piping would require the intake screening structure and the
raw water pump station to be taken out of service for an extended period of time. The
minor cost savings ($138,624) of initially installing slightly smaller diameter pipes

capable of transmitting only 20 MGD would be totally outweighed during future plant

expansion by the costs of constructing additional future pipes at significant depths,
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|
| 1 demolishing and rebuilding impacted adjoining structures, and disrupting plant operations
|
| 2 as described above. Piecemeal construction of these pipes clearly violates good
3 engineering practice and common sense. It makes no sense to disallow this small
‘ 4 incremental cost and the Commission should reject this recommendation.
|
|

5 §Q. MS. HAINS ALSO RECOMMENDS DISALLOWANCE OF EXPENSES

6 ASSOCIATED WITH FLUORIDE INJECTION EQUIPMENT AND THE

7 INJECTION OF SODIUM FLUORIDE AT THE WHITE TANKS PLANT. DO

8 YOU AGREE?

9 |A. No. At the time of Ms. Hains’ inspection, the fluoride system had been completed, but
10 was not currently in use. I disagree with her statement that the “addition of sodium

g 11 fluoride to the treated watcr is not necessary”. The decision to incorporate a fluoride

12 injection system into the White Tanks design was both prudent and in accord with
13 Federal agencies’ guidance on recommended fluoride levels for enhanced dental health.
14 For maximum health benefits of water fluoridation, an important tool in the prevention of
15 tooth decay, the US Health and Human Services Department recommends fluoride
16 content in drinking water in the range of 0.7 to 1.1 milligrams per liter (mgl). Our Agua
17 Fria District customers had previously been provided groundwater with naturally
18 occurring fluoride ranging from 0.6 to 1.7 mgl. The EPA maximum contaminant level
19 for fluoride is 4 mgl. Prior to design, the fluoride level in CAP water was tested at
20 approximately .30 mgl. Therefore, we madc the prudent engineering judgment that a
21 fluoride system would be incorporated into the plant to add fluoride if customers
22 requested it. Recent feedback from a small sample of customers has been not to add

23 fluoride to the drinking water.
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|
:
l i B RESPONSE TO THOMAS FISH

2 Q. DR. FISH USES ARIZONA-AMERICAN’S ANNUAL CAP ALLOCATION TO

3 CALCULATE A DAILY PRODUCTION FIGURE FOR THE WHITE TANKS

4 PLANT. DOES THIS HAVE ANY MEANING?

5 JA. No. Although it is mathematically simple to convert an Acre-Feet-per-Year allocation to

6 Million-Gallons-per-Day production, there is no direct relationship between the two as

7 far as relating to the needed capacity of the White Tanks Plant. The Plant’s production

8 varies on both a scasonal basis and a daily basis, depending upon customer demands.

9 Varying surface water deliveries are requested by Arizona-American on a monthly basis
10 to CAP, depending upon forecasted system demand and available remaining annual CAP
11 allocation. The only restriction that cannot be exceeded is Arizona-American’s annual
12 CARP allocation for the Agua Fria District of 11,093 Acre-Feet (unless we are able to
13 obtain other surface water supplies). From a practical perspective, Arizona-American has
14 more CAP water delivered to the White Tanks Plant in the summer months when it is
15 needed, and less CAP water delivered in the winter months. You simply cannot assume,
16 as Dr. Fish apparently has, that the White Tanks Plant will treat exactly the same amount
17 of water every day, week, and month. No treatment plant is designed or operated that
18 way, nor are power plants, roadways, or other infrastructure serving the public.

19 410. DOES THE 2.45 MG OF ON-SITE FINISHED WATER STORAGE RESTRICT
| 20 PLANT PRODUCTION?

| 21 A No. The on-site storage is required for a number of reasons, but does not restrict White
22 Tanks Plant production levels. The vast majority of the Plant’s production is stored in
23 four reservoirs located throughout the Agua Fria District distribution system. It is these
24 reservoirs that provide daily peak-demand response, not the on-site reservoir at the White

25 Tanks Plant. The 2.45 MG on-site finished water reservoir is required primarily to
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1 provide filter backwash water, contact time for disinfection requirements, and balancing
2 for minor fluctuations in pumping rates from the variable speed pumps.
3 (0. DR. FISH REFERS TO MWD’S CLAIMS IN DOCKET NO. W-01303A-05-0718
4 THAT IT COULD BUILD A LESS COSTLY PLANT THAN ARIZONA-
5 AMERICAN. CAN YOU COMMENT ON DR FISH’S Q&A ON THE VALIDITY
6 OF THAT PROPOSAL?
7 |A. My testimony in Docket W-01303A-05-0718 clearly demonstrated the inappropriateness
i 8 of the MWD cost estimate. I will not go into the detail here that 1 did there, but I will
9 summarize some of my points from that Docket.
10 Arizona-American’s cost estimate was based upon:
11 e Actual Jand acquisition costs.
12 e A final design approved by County permitting authorities.
13 s A firm construction price based on the final design, submitted by the selected
14 contractor after a bidding process.
15 » A contractually specified project completion date.
16 Unlike the Arizona-American cost estimate, the MWD cost estimate was made without
17 the benefit of an actual site selection or a detailed plant design. At best, all MWD had
18 was a conceptual design formulated by a consultant hoping to obtain a multi-million-
19 dollar design contract from MWD for an MWD owned plant. The consultant’s estimate
20 on time required to complete the plant was also off base, since it failed to consider
21 submission and approval of design by appropriate permitting agencies. These processes
22 routinely require six months to one year for analysis and approval. Finally, MWD’s
23 consultant’s preliminary cost estimates were in “2008 dollars” and were not indexed up
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1 for anticipated cost increases, even though in my professional judgment the MWD plant
2 could not have been completed before 2011.

3 4Q. DR. FISH ARGUES THAT THE WHITE TANKS PLANT IS NOT A REGIONAL
4 FACILITY. IS HE CORRECT?

5 A No, he is not. The existing White Tanks Plant has always been referred to as “Phase 1A

6 of a White Tanks Regional Treatment Plant”, master planned to be expandable up to 80
7 MGD capacity. “Phase 1B” of the White Tanks Plant would consist of adding a fourth
8 treatment train which would increase the plant’s total capacity to 26.4 MGD and firm
9 capacity to 20 MGD. Future plant expansion depends upon additional water providers
10 contributing to the plant expansion costs, and/or Arizona-American acquiring
It supplemental water allocations for treatment in the White Tanks Plant. Although the
12 recent slowdown in growth in the Phoenix metro area has delayed participation by other
13 water providers, there is universal agreement that there is inadequate groundwater
14 available to support the long term needs in surrounding water districts and municipalities.
15 As 1 discussed in my Direct Testimony and Mr. Townsley testifies in his Rebuttal
16 Testimony, to address the critical issue of West Valley’s over-reliance on groundwater,
17 WESTCAPS recommended in 2001 that area water providers maximize their use of
18 renewable CAP water and that regional CAP-water treatment plants be constructed. The
19 White Tanks Plant is the first of the regional CAP-water treatment plants recommended
20 by WESTCAPS. 1 fully expect that some of these water providers that have CAP
21 allocations will be treating their allocations in an expanded White Tanks Plant.

| 22 1Q. DID ARIZONA-AMERICAN KNOW AT THE BEGINNING OF PLANT
‘ 23 CONSTRUCTION THAT HOOK-UP FEES WOULD DROP AS MUCH AS THEY

24 HAVE?
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A.

No; of course not. While the matter was being processed at the Commission, I doubt that
any main-stream economist or Phoenix real-estate professional would have made such a
claim. We did not foresee this, nor did RUCO, Commission Staff, or the other parties to
Docket W-01303A-05-0718. As we all know, hindsight is always perfect, but no one had
the benefit of that hindsight during the time the case was being adjudicated. Still, the
White Tanks Plant was needed to allow Arizona-American to utilize its CAP allowance

and begin saving three billion gallons of groundwater each year.

By the time it did become more evident that growth would be substantially less than
previously projected, much the plant was already constructed at a cost of over $40
million, with additional commitments made for millions of dollars’ worth of equipment
under fabrication by vendors for delivery to the construction site. Construction contract
specifications concerning termination costs would add significantly to the cost of
stopping the project in midstream. The most cost-effective option was to complete plant
construction, avoid termination costs, and allow Arizona-American to fully utilize its
surface water allocation, thus saving billions of gallons of groundwater annually. These
groundwater savings have already benefited our existing customers for almost two years

and will continue to do so.

C RESPONSE TO ROYCE DUFFETT

MR. DUFFET STATES THAT THE WHITE TANKS PLANT’S CAPACITY IS 20
MGD. IS HE CORRECT?

Mr. Duffett’s response demonstrates a lack of understanding of the diffcrence between
firm plant capacity and total plant capacity. The difference in these two capacities is
crucial. No utility constructs critical facilities without redundancy engineered into the

design. This redundancy allows for equipment to be taken out of service for maintenance
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1 or testing. It also enablcs a utility to provide reliable “firm™ delivery of service even if
2 certain equipment fails. To do less would not be prudent, and T don’t believe that the

3 Commission or our customers would find it acceptable if Arizona-American was unable
4 to meet water demands on a hot summer day because it did not design and construct

5 sufficient redundancy into the White Tanks Plant. So, the White Tanks Plant has a total
6 capacity of 20 MGD, but only a firm capacity of 13.4 MGD. In accordance with state

7 and county regulation, this project involves a “permitted firm capacity” (with one

8 treatment train out of service) of 13.4 MGD, based on a “total capacity” (with all three
9 treatment trains in service) of 20 MGD.

10 11Q. MR. DUFFETT TRIES TO ARGUE THAT ARIZONA-AMERICAN’S CAP

11 ALLOCATION SOMEHOW MEANS THAT THE WHITE TANKS PLANT IS

12 NOT USED AND USEFUL. IS THERE ANY VALIDITY TO HIS ARGUMENT?
13 fA. No, absolutely not. The only relationship between million-gallon-per day production

14 rates and Arizona-American’s annual CAP allocation is that the annual sum of daily

15 production rates cannot exceed Arizona-American’s annual 11,093 Acre-Feet CAP

16 allocation (plus any other surface water that may be available during the year). AsI

17 stated carlier in my testimony, Arizona-American has more CAP water delivered to the
18 White Tanks Plant in the summer months when it is needed, and less CAP water

19 delivered in the winter months. The Plant has produced at its “total production capacity”
20 of 20 MGD on a number of days during high-demand summer periods. This allows

21 Arizona-American to make best use of its CAP allocation. No utility water plant

22 produces at its total capacity of water on a flat-line basis 24x7 throughout the year. It is
23 simply not practical.

24 To further buttress my positions, I note that Commission Staff is very familiar with the
25 history of the White Tanks Plant and participated extensively in Docket No. W-01303A-
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05-0718. After further investigation and numerous data requests to clarify facts,
Commission Staff Engineer, Ms. Dorothy Hains, has determined, with some minor
exceptions previously discussed, that the White Tanks Plant is used and useful for a

permitted firm capacity of 13.4 MGD and a total capacity of 20 MGD.

m SIERRA MONTANA RESERVOIR

Q. DR. FISH CHALLENGES RATE-BASE RECOGNITION FOR THE SIERRA
MONTANA RESERVOIR. IS THERE ANY BASIS FOR HIS OPPOSITION?

A. No. In the 2005 time frame, the Company became concerned about inadequate storage in
the Agua Fria District and contracted with the well regarded professional engineering
firm of Brown and Caldwell to produce a Comprehensive Master Plan, which was
completed in April 2006. Upon detailed analyses of current demands, Brown and
Caldwell made the following recommendation for the Sierra Montana Water Plant on
page 7-3:

Add second 2.2 MG steel storage tank by 2008. Examine the
possibility of increasing the volume of this tank up to 2.6 MG.

Arizona-American analyzed this recommendation further and decided to design and
construct this project to accommodate recent increases in demands and to provide
adequate fire-flow storage. The project was completed in December 2008 and has been

used and useful for almost three years.

Q. DR. FISH ALLEGES THAT CONSTRUCTION OF THE WHITE TANKS
TREATMENT PLANT NEGATED THE NEED FOR THE SIERRA MONTANA
RESERVOIR. DOES THE SOURCE OF WATER HAVE ANYTHING TO DO
WITH PROVIDING ADEQUATE STORAGE?
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A.

v

Absolutely not. Storage requirements are determined by demand, not by the source of the
water to be stored. There is no relationship between storage requirements and a plant’s
treatment capacity. Commission Staff Witness Ms. Dorothy Hains thoroughly examined
this project on site and determined that construction was prudent and that the reservoir is

used and useful.

BIG BEND ACRES STORAGE TANK

DR. FISH ARGUES THAT THE BIG BEND ACRES STORAGE TANK
PROJECT SHOULD NOT BE INCLUDED IN RATE BASE. DO YOU AGREE?
No. The existing water storage tank on site had reached the end of its useful life and was

leaking badly. Tt was beyond repair and had to be replaced on site.

DR. FISH CLAIMS THAT A PURPOSE OF THE BIG BEND TANK WAS TO
ELIMINATE A STORAGE DEFICIT IN THE WATER ZONE. DO YOU
AGREE?

No. The new Big Bend Acres storage tank was constructed to replace an existing storage
tank that had reached the end of its useful life. The size and capacity of the new tank was
limited by the small size of the existing parcel (approximately 150’by 100), which was
further restricted by the fact that the existing storage tank had to remain in service during
construction of the new tank. Arizona-American’s Comprehensive Planning Study for its
Mohave Water District identifies the need for additional storage projects in this service
area as appropriate parcels can be identified and acquired. Again, Staff engineer Ms.

Hains inspected this project for Staff and verified that it was prudent and used and useful.
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\%

Q.

LAKE MOHAVE HIGHLANDS STORAGE TANK

DR. FISH ARGUES THAT THE LAKE MOHAVE HIGHLANDS STORAGE
TANK WAS PLACED INTO SERVICE AFTER THE TEST YEAR. IS THIS
RELEVANT?

No, it is not relevant. This project was placed into service on March 16, 2011,
subsequently inspected by Ms. Hains for Commission Staff, and determined to be prudent
and used and useful. Staff thercfore included the project in its rate basc as a post-test-

year project, and I urge the Commission to do so.

SHOULD POST TEST YEAR PROJECTS BE ARBITRARILY EXCLUDED
FROM RATE CASES?

No. Dr. Fish is apparently not familiar with established Commission practice, which
allows a project to be included in rate base if it is placed into service prior to Commission
Staff’s scheduled inspection, is revenue neutral, and is determined by Staff to be prudent
and necessary for provision of services. The Lake Mohave Highlands Storage Tank
reflects appropriate, effective, and timely decision making and satisfies the Commission’s

requirements to be included in rate base as a post-test-year plant.

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes.
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April 14, 2011

Mr. Joseph E. Gross, P.E.
Arizona-American Water Company
2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

RE: MARICOPA COUNTY MUNICIPAL WATER CONSERVATION DISTRICT #1 (MWD)
INTAKE DESIGN STANDARDS FOR WHITE TANKS REGIONAL WATER
TREATMENT PLANT ]

Dear Mr. Gross:

This letter documents MWD's rationale for the design of the MWD's 40 MGD intake structure for
Arizona American Water Company’'s (AAWC) White Tanks Regional Water Treatment Plant
(Plant). It is MWD policy not to construct major modifications to the Beardsley Canal in an
inefficient and ultimately more costly incremental manner. Every modification risks possible
disruption of water delivery, which could have a major negative impact to MWD’s numerous
agricultural and M&! customers.

This regional water plant was programmed to be expanded in 20 MGD increments to a
maximum capacity of 80 MGD. At the time of the design of the intake structure, it was
envisioned that the Plant expansion would progress in the near term based upon AAWC growth
projections at that time. Initial expansion of the intake structure was to take place at the same
location as the initial structure. This meant that the initial 20 MGD intake would have to be
closed during the construction period of 3-4 months. This was unacceptable to MWD and
AAWC since the Plant could not treat surface water during that period and presented a potential
extended dry up period to accommodate the construction that would jeopardize MWD's ability to
deliver to its other customers.

MWD and AAWC, therefore, agreed upon a cost effective design which would allow the intake
structure to meet the 40 MGD capacity at minimum additional cost, but AAWC's design would
only provide bar screens for 20 MGD which has met the Plant’s current peak output during
2010. Additional bar screens can be added later without disrupting water deliveries to the Plant
or MWD’s other customers. Plant expansions beyond 40 MGD will require a new intake
structure further upstream on the Beardsley Canal.

MARICOPA WATER DISTRICT

P.O. Box 900, Waddell, AZ 85355-0900 4 (623) 546-8266 L4 FAX (623) 584-2536




Mr. Joseph E. Gross, P.E.
April 14, 2011
Page 2

Constructing an intake to only meet the Plant's immediate needs is impractical and not cost
effective. MWD has never constructed a turnout or intake to meet only the short term minimum
flow requirement. it is too costly to build these intake structures in an incremental manner; and
in AAWC’s case would totally disrupt operations of the Plant and MWD's deliveries to other
customers.

Sincerely,

iz

Don Breeding, P.E.
District Engineer
Maricopa Water District

C: James R. Sweeney, MWD
Glen Vortherms, MWD
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‘ | 2 |EXECUTIVE SUMMARY

Joseph E. Gross addresses comments made by Staff member Ms. Hains in her surrebuttal

3
4 [testimony and comments made by RUCC witness Dr. Fish concerning the Lake Mohave
5 | Highlands Tank project.
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I INTRODUCTION AND QUALIFICATIONS

Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE
NUMBER.

A. My name is Joseph E. Gross. My business address is 2355 West Pinnacle Peak Road,
Suite 300, Phoenix, Arizona 85027; and my telephone number is 623-445-2401.

Q. ARE YOU THE SAME JOSEPH E. GROSS WHO PREVIOUSLY SUBMITTED
TESTIMONY IN THIS CASE?

A. Yes.

11 PURPOSE OF TESTIMONY

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

A. I would like to address certain comments made by Ms. Hains and Dr. Fish in their
surrebuttal testimonies.

111 RESPONSE TO STAFF

Q. DO YOU AGREE WITH MS. HAINS’ RECOMMENDATION TO DISALLOW
THE COST OF THE INTAKE STRUCTURE AT THE WHITE TANKS PLANT?

A. No, I do not. T do agree with Ms. Hains that the intake structure is sized to accommodate

40 million gallons per day (mgd) of surface water from the Beardsley Canal, while the
total treatment capacity of this initial phase of the White Tanks Plant is 20 mgd.
However, as I attempted to clarify in my rebuttal testimony, MWD, the owner of the
intake structure, designed this component at 40 mgd and required that it be that size in
order to avoid an extended canal closure during future plant expansions and to avoid the
significant costs involved with a future piecemeal expansion of the intake structure. The

Company concurred with this engineering judgment, which is just one example of the
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Q.

A.

many project management decisions made throughout the design and construction phases

of large projects such as the White Tanks Regional Water Treatment Plant.

DO YOU AGREE WITH MS. HAINS’ STATEMENT THAT THERE ARE
ADDITIONAL ANNUAL OPERATIONS AND MAINTENANCE COSTS
ASSOCIATED WITH THIS 40 MGD INTAKE STRUCTURE?

No, I do not. Only the major structural items for the additional intake capacity were
constructed at this time in order to avoid future disruptions to canal and plant operations.
Operating aspects of the enlarged intake structure; such as the mechanical bar screen,
automated intake gate, flow meter, motors, and controls were not installed. Therefore,
her statement that ““[t]here is also additional annual Operations and Maintenance

(“O&M?) costs for the larger intake structure” is incorrect.

DO YOU AGREE WITH STAFF’S RECOMMENDED ADJUSTMENT OF
$298,399 FOR EXCESS CAPACITY OF THE INTAKE STRUCTURE?

No, I do not. However, should the Commission not accept my arguments concerning
prudent project management costs and choose to disallow a portion of those costs, Ms.
Hains’ direct testimony Exhibit DMH-1, page 14, recommends an adjustment of
$159,775 for excess capacity of the intake structure. That figure should be used, rather

than the $298,399 referenced in Ms. Hains’ surrebuttal testimony.

CONCERNING THE FLUORIDE INJECTION SYSTEM, DO YOU AGREE
WITH MS. HAINS’ COMMENTS REGARDING US ENVIRONMENTAL
PROTECTION AGENCY (USEPA) LEVELS FOR FLUORIDE IN DRINKING

WATER?
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A.

v

No, I do not. Ms. Hains missed the point of my rebuttal testimony on this subject. She is
correct that the maximum contaminant level for fluoride in drinking water is specified by
USEPA at 4 milligrams per liter (mgl). That standard has nothing to do with the much
lower fluoride level recommended by the US Department of Health and Human Services
(USHHS) for dental health, which is between 0.7 and 1.1 mgl. Since our customers had
previously been receiving groundwater with naturally occurring fluoride levels within
that range, a prudent engineering decision was made to provide the capability to increase
the fluoride level found in CAP water (currently 0.3 mgl) during treatment to the range

recommended by USHHS for improved dental health.

RESPONSE TO RUCO

DO YOU HAVE A RESPONSE TO DR. FISH’S RECOMMENDATION TO
EXCLUDE THE LAKE MOHAVE HIGHLANDS TANK AS A POST-TEST
YEAR PROJECT?

Yes. Utilizing the criteria normally used by the Commission for post test-year additions
to rate base, I will illustrate why inclusion of this tank in rate base as a post test-year

project is appropriate.
1. The $575,000 project represents a significant portion of the Company’s total capital
investment program of $3.3 million.

2. This project was initiated on an urgent basis in responsc to a Notice of Opportunity to

Correct Deficiencies from the Arizona Department of Environmental Quality, dated

August 20, 2009.
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3. This project was completed ahead of schedule in order to provide safe and reliable
service; not delayed beyond the test year.

4. Replacement of water storage tanks, at significant cost, is not a normal, on-going

activity for water utilities.
5. This project is revenue neutral.

6. This project was inspected by Commission Staff and determined to be prudent, used

and useful, and necessary for provision of services.

7. This project reflects appropriate, effective, and timely decision making on the part of
the Company.

Therefore, I recommend that the Commission include the Mohave Highlands storage

tank in rate base in this proceeding.

Q. DOES YOUR SILENCE ON ANY ISSUE RAISED BY ANY PARTY IN
SURREBUTTAL TESTIMONY INDICATE YOUR ACCEPTANCE OF THEIR
POSITION?

A. No.

Q. DOES THAT CONCLUDE YOUR REJOINDER TESTIMONY?

A. Yes.
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2 [|EXECUTIVE SUMMARY

3 Tan C. Crooks testifies that:

RUCO witnesses Dr. Fish and Mr. Duffett continue to use misleading calculations to support
their disallowance of fifty percent of the White Tanks Plant.

wn A

A tank maintenance program for the Agua Fria, Mohave and Havasu districts will permit the
Company to conduct the same annual tank maintcnance program in its Agua Fria Water
District, its Mohave Water District, and its Havasu Water District that it has begun in its Sun
City Water District.

White Tanks Plant water is only delivered through transmission mains to Agua Fria water
plants 4, 5, 8, and 9, and only well water is dclivered to Agua Fria water plants 1, 2, and 3.

— Nelo RN NeN
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1I

X

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE
NUMBER.

My name is Ian C. Crooks. My business address is 15626 N. Del Webb Blvd., Sun City,
AZ 85351; and my telephone number is 623-445-2404.

ARE YOU THE SAME IAN C. CROOKS WHO PREVIOUSLY SUBMITTED
TESTIMONY IN THIS CASE?
Yes.

PURPOSE OF REJOINDER TESTIMONY

WHAT IS THE PURPOSE OF YOUR REJOINDER TESTIMONY IN THIS
CASE?

The purpose of my testimony is to respond to portions of the surrebuttal testimonies of
RUCO witnesses Thomas H. Fish and Royce A. Duffet, Sun City Grand witness Michael

L. Arndt, and intervener Kenneth Hewitt.

RESPONSE TO RUCO WITNESSES THOMAS A. FISH AND ROYCE A.

DUFFETT

A WHITE TANKS REGIONAL SURFACE WATER TREATMENT PLANT

DR. FISH AND MR. DUFFETT REFERENCE 22,418 ACRE FEET PER YEAR
(AFY) AS THE PROCESS CAPACITY OF WHITE TANKS AND USE THIS
FIGURE IN AN ATTEMPT TO DETERMINE A PERCENTAGE OF THE
WHITE TANK PLANT THAT IS USED AND USEFUL. HOW IS THIS NUMBER

DERIVED AND IS THIS ACCURATE?
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A.

Their number is not accurate as it is comparing apples to oranges. In thetr surrebuttal
testimony, Dr. Fish and Mr. Duffett again state, incorrectly, that the White Tanks Plant
has the capacity to process 22,418 AFY of surface water. This 22,418 AFY figure is
obtained by dividing 365 days per year and converting to this to MGD which would yield
20 MGD process capacity. In this way, they reach an annual CAP water allocation based
on the plant producing 20 MGD on a continuous 24/7/365 basis. This 22,418 AFY figure

is simply misleading.

Let me use an automotive highway analogy here to explain why this approach is
inappropriate. If you were to tally up the total number of cars in a year that drive on a
particular Phoenix freeway (I-17 for example) and then divide that number by the number
of hours in a year (8,760) you would arrive at a average cars-per-hour loading of the
freeway. If you were then to design and construct this freeway based on the average
cars-per-hour you would undoubtedly have many fewer traffic lanes installed, automotive
gridlock during work-hours, and still relatively light traffic in the middle of the night. It
is not the right way to design a freeway and it is not the right way to design a water

freatment plant.

As [ stated in my rebuttal testimony:

...it is critical to understand the difference between the permitted firm
capacity of 13.4 MGD and total capacity of 20 MGD at the White Tanks
Plant. The plant has peaked at 20 MGD to meet high system demands during
the summer months but cannot operate constantly and reliably at 20 MGD.
This can be seen on the chart provided earlier in my testimony, and is why
water treatment plants such as the White Tanks Plant have a permitted firm
capacity rating. This is the reliable and continuous rating for the plant. The

White Tanks Plant is designed to operate reliably at its firm capacity of 13.4
MGD, not 20 MGD.
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As other Company witnesses have also stated in testimony, the White Tanks Plant total

capacity 1s 20 MGD and its firm capacity is 13.4 MGD. The White Tanks Plant can

operate at its total capacity of 20 MGD for short periods of time but not on a continuous

24/7/365 basis due to maintenance, equipment failure, and operational activities
(backwashing, cleaning, etc.). The White Tanks Plant is designed and permitted to
operate reliably at its firm capacity of 13.4 MGD on a continuous 24/7/365 basis. The
difference between total capacity and firm capacity is fundamental to the design and
operation of utility plants. Utility plants are not designed or intended to operate at total
capacity on a continuous 24/7/365 basis, any more than a passenger car’s engine is
designed to operate at a total output of 7,000 RPM for a continuous basis. Neither will be
able to operate reliably for very long at that output. Dr. Fish’s and Mr. Duffett’s
comparison of 22,481 AFY to 20 MGD capacity and 11,093 AFY to 9.9 MGD capacity is
misleading and not applicable in determining the White Tanks Plant used and useful

capacity.

Q. DR. FISH (PAGE 21) STATES THAT I AM “ATTEMPTING TO DISENGAGE
THE AGUA FRIA CAP ALLOCATION AND THE WHITE TANKS
PROCESSING CAPACITY.” IS THIS STATEMENT CORRECT?

A. No. My intent is the exact opposite. | am attempting to “disengage” the misleading
numbers presented in Dr. Fish’s and Mr. Duffett’s testimony. In their testimonies, they
mathematically convert annual CAP allocations and White Tank Plant capacities to
different units but do not consider the applicability of such conversion. They are not
comparing apples to apples. Dr. Fish and Mr. Duffett continue to use White Tanks Plant
total capacity of 20 MGD and 365 days a year to convert and compare plant capacity to

Agua I'ria’s CAP allocation. This comparison is not correct or applicable. As I stated in

my rebuttal testimony, the White Tanks Plant reliable firm capacity of 13.4 MGD should




Arizona-American Water Company
Rejoinder Testimony of Ian C. Crooks
Docket Nos. W- 01303A-10-0448

Page 4 of 6
1 be used and less than 365 days should be used because surface water delivery is stopped
2 during the winter months for canal maintenance for 60-90 days. Canal shutdown over the
‘ 3 past two winter seasons was 75 and 72 days, respectively. Using 75 days of shutdown or
1 4 290 days of operation, the accurate conversion of plant capacity to an annualized CAP
‘ 5 allocation is calculated as 13.4 MGD / 0.326 MG/AF * 290 days/year = 11,920 AFY,
6 slightly more than our Agua Fria CAP allocation of 11,093. This is far more appropriate
7 representation of White Tank Plant Capacity than the misleading and overinflated value
8 0f 22,418 AFY used by Dr. Fish and Mr. Duffett. The White Tanks Plant capacity is a
9 perfect match for the current Agua Fria annual CAP water allocation.
10 Q. IN RESPONSE (PAGE 6) TO COMPANY WITNESS MR. TOWNSLEY, DR.
11 FISH STATES THAT HE DID NOT MAKE INCORRECT ASSUMPTIONS IN
12 REGARDS TO PI;ANT CAPACITY. IS THIS ACCURATE?
13 |A. No. Dr. Fish’s assumptions were incorrect and he continues to make the same incorrect
14 assumptions throughout his testimony, as I described above. Dr. Fish comments on page
15 6, lines 6-9 that:
16 “_its [White Tanks] daily output exceeded 20 MGD on several occasions so
17 the 13.4 MGD value does not seem to be a limit on the surface water the plant
18 can process. These values were provided the Company, not assumed by me.
19 Dr. Fish is correct that he did not assume the numbers, but he incorrectly uses those
20 values to calculate misleading numbers. Again, Dr Fish simply assumes the White Tanks
21 Plant can run at its total capacity of 20 MGD on a continuous 24/7/365 basis because it
22 “exceed 20 MGD on several occasions” and proceeds to derive the White Tanks Plant
23 annual surface processing capacity at 22,418 AFY (20 MGD converted to AFY). As1
24 stated previously, this assumption is preposterous and without merit. The White Tanks

25 Plant can peak at total capacity of 20 MGD, but cannot run at that rate over extended

|
i
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v

periods for various operational and mechanical reasons. It can run reliability at its firm

capacity of 13.4 MGD.

MR. DUFFETT STATES (PAGE 6) THAT THE INTERNAL REDUNDANCY AT
WHITE TANKS IS NEGATED BECAUSE OF STAGNANT GROWTH AND THE
CAPACITY OF THE EXISTING WELL FIELDS. IS THIS ASSUMPTION
CORRECT?

No. Mr. Dutffett quotes an excerpt from MCESD that provides guidance on the timing of
when to begin the planning for a plant expansion. This excerpt from MCESD has
nothing whatsoever to do with building a new plant at a specific permitted firm capacity.
The quote that he relies upon relates to plant expansion. Without the internal redundancy
as proposed by Mr. Duffett, MCESD would only permit the White Tanks Plant for a firm
capacity of 6.7 MGD, not 13.4 MGD as rated today, and at 6.7 MGD firm capacity, the
Agua Fria CAP allocation could not be fully utilized on annual basis the White Tanks

Plant.

RESPONSE TO SUN CITY GRAND WITNESS MICHAEL L. ARNDT

A TANK MAINTENANCE EXPENSES

MR. ARNDT ARGUES AGAINST THE EXPENSE ADJUSTMENTS FOR THE
COMPANY’S PROPOSED TANK MAINTENANCE PROGRAM BECAUSE THE
COMPANY DID NOT SPEND ANY MONEY ON TANK MAINTENANCE‘IN
THE RECENT PAST. DO YOU AGREE WITH MR. ARNDT’S CONCLUSION?
No. The Company has not spent money on a regular tank maintenance program in the
Company’s Districts because there is no regulatory mechanism to recover the cost

associated with an annual tank maintenance program. The Commission recently

approved effective January 1, 2011, the Company’s Sun City Water District tank
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maintenance program with an annual expense adjustment of $362,000. Prior to this
approval, the Company’s Sun City Water District did not spend money on annual tank
maintenance either. Today, the Company’s Sun City District has a vendor under contract
to complete the first year of tank maintenance in the Fall 2011 at an expense equal to the
$362,000 authorized. The approval of the tank maintenance program in this rate case will
permit the Company to conduct the same annual tank maintenance program in its Agua

Fria Water District, its Mohave Water District, and its Havasu Water District.

v RESPONSE TO INTERVENER KENNETH HEWITT

A WATER SOURCE AT WATER PLANTS 1,2, AND 3

Q. MR. HEWITT STATES (PAGE 10) THAT BASED ON COMMENT MADE BY
YOU THAT WHITE TANKS WATER REPLACED WELL WATER IN AREAS
SERVED BY WATER PLANTS 1, 2, AND 3. WHAT COMMENTS IS MR.
HEWITT REFERRING TO AND IS IT CORRECT?

A. I am not sure of the comments referred to by the Mr. Hewitt, as no reference is given.
Regardless, the statement is incorrect. White Tanks Plant water is only delivered through
transmission mains to Agua Fria water plants 4, 5, 8, and 9, and only well water is

delivered to Agua Fria water plants 1, 2, and 3.

Q. DOES YOUR SILENCE ON ANY ISSUE RAISED BY ANY PARTY IN
SURREBUTTAL TESTIMONY INDICATE YOUR ACCEPTANCE OF THEIR
POSITION?

A. No.

Q. DOES THAT CONCLUDE YOUR REJOINDER TESTIMONY?
A. Yes.
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I EXECUTIVE SUMMARY

Joseph E. Gross rebuts the direct testimony of Glenn A. Watkins relating to the White Tanks
Regional Water Treatment Plant (WTRWTP) being used and useful.

Mr. Gross also rebuts Mr. Watkins’ testimony relating to the permitted capacity of the
WTRWTP.

Mr. Gross further rebuts Mr. Watkins’ testimony referring to the WTRWTP as a stand alone
facility.

Mr. Gross rebuts the direct testimony of John Shaw, P.E. regarding the cost of surface water
treatment in Agua Fria Water District compared to the cost of recharge and recovery.

Mr. Gross also rebuts Mr. Shaw’s testimony alleging that the WTRWTP can only treat 9.9
million gallons per day (mgd) of CAP surface water.
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I INTRODUCTION AND QUALIFICATIONS

Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE
NUMBER.

A. My name is Joseph E. Gross. My business address is 2355 West Pinnacle Peak Road,
Suite 300, Phoenix, Arizona 85027; and my telephone number is 623-445-2401.

Q. ARE YOU THE SAME JOSEPH E. GROSS WHO PREVIOUSLY SUBMITTED
TESTIMONY IN THIS CASE?

A. Yes.

11 PURPOSE OF TESTIMONY

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

A. Please see the Executive Summary of my testimony.

11 WHITE TANKS PLANT

A RESPONSE TO GLENN A. WATKINS

Q. IS THE WHITE TANKS PLANT USED AND USEFUL?

A. Absolutely. After construction was complete, the White Tanks Plant received its Permit
to Operate from the Maricopa County Division of Environmental Services (MCESD) and
it has been providing treated surface water to customers for two years. The Commission
Staff, which has been involved with this project for almost six years, has determined this
project to be used and useful, with minor exceptions noted in its direct testimony. Mr.
Watkins has developed his own interpretation of a used and useful status; however, the
plant has met all the criteria utilized by Staff in its determination.

Q. WHAT IS THE PERMITTED FIRM CAPACITY OF THE WHITE TANKS

PLANT?
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1 [A. In his testimony, Mr. Watkins attempts to confuse the issue of firm capacity of the White

2 Tanks Plant. At times he identifies it as 20 mgd. At other times he concludes that it is 0
3 mgd. Actually, neither of these conflicting figures is correct. As has been stated in
4 previous testimony, MCESD has issued an Operating Permit for this plant for a firm
5 capacity of 13.4 million gallons per day (mgd); a future expansion to 40 mgd; and a site
6 master plan for an ultimate 80 mgd build-out. In a clarifying e-mail (attached as Exhibit
7 JEG-1) to Commission Staff on April 14, 2011, MCESD also stated that:
8 MCESD agrees that the WTRWTP has a total capacity of 20 mgd and has
9 operated up to this capacity. MCESD rates the firm capacity of the plant at
10 13.4 mgd because there are three identical components of certain process
11 equipment and we must consider that one of them may be out of service.
12 It is clear that the Maricopa County Agency which is responsible for permitting water
13 treatment facilitics considered this project to be rated at 13.4 mgd as the initial phase of a
14 regional water treatment plant, which could be expanded in 20 mgd phases to an ultimate
15 capacity of 80 mgd.

16 Q. MR. WATKINS CLAIMS THAT AN EXCEPTION TO THE ARIZONA

17 DEPARTMENT OF ENVIRONMENTAL QUALITY (ADEQ) RULE ON l
: 18 RELIABILITY EXISTS FOR THE WHITE TANKS PLANT SINCE IT IS OUT
1 19 OF SERVICE DURING DRY-UP OF THE BEARDSLEY CANAL. DO YOU
% 20 AGREE?

21 | A I totally disagree with his claim. If a plant emergency in a processing train occurs during

22 the plant’s current ten months of annual operation, there is no way to immediately switch

23 over to well water to meet demands. Many wells are shut down during plant operation,

24 as are the arsenic treatment facilities. It would take days to bring the groundwater system
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up to peak capacity, and the Company would not be able to meet customer demands

during that period. A sentence in the ADEQ rule, omitted by Mr. Watkins, states:

When deciding whether or not to install more than one unit, the

consequences of failure of that unit should be considered.

The Company, as a public water provider, has definitely considered those consequences

in the design of this plant.

Q. WAS THE CURRENT PROJECT EVER CONSIDERED BY THE COMPANY
TO BE A STAND ALONE FACILITY?

A, Absolutely not. The MCESD permit clearly indicates that the White Tanks Plant was the

first phase of a regional facility. In fact, the current plant comprises less than the planned
first phase of 20 mgd of firm capacity. As construction was ongoing, and as late as early
2009, the Maricopa Water District, as a potential partner with Arizona-American in the
facility, was still attempting to negotiate with the City of Goodyear to have the White
Tanks Plant provide Goodyear with water treatment services. The agreement between the
Maricopa Water District and Goodyear would have expanded the White Tanks Plant to a
firm capacity of 20 mgd by adding the fourth processing train to the existing phase la
plant structure. Thus, while the White Tanks Plant only treats Arizona-American’s CAP
water allocation today, the facility is a regional facility in that it will ultimately be able to
treat CAP water from other West Valley water providers in addition to Arizona-

American.

B RESPONSE TO JOHN SHAW, P.E.

Q MR. SHAW’S STATES IN HIS TESTIMONY THAT, “TREATMENT OF THE
COMPANY’S CAP ALLOCATION (AS A SURFACE WATER) IS TYPICALLY,
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IN THE INDUSTRY, MUCH MORE EXPENSIVE THAN INJECTING IT INTO
THE GROUNDWATER AND LATER REMOVING IT”. DO YOU AGREE?

A. No, I do not. Mr. Shaw’s statement obscures an important issue which is that in the
Agua Fria Water District, Arizona-American was facing a constrained ability to continue
to drill wells and pump groundwater. This constraint was due to three factors, (1)
difficulty in permitting new groundwater wells in an area that already had many existing
wells in place, (2) difficulty in drilling and developing wells that had good production
capacity, and (3) difficulty in finding sources of groundwater that were free of

contaminants and thus would not need costly treatment.

Let me expand on these constraints one at a time. In regards to the difficulty of
permitting new groundwater wells, the Company has found it increasingly difficult to
locate a well site where it will not negatively impact other neighboring wells and would
be allowed to be permitted by the Arizona Department of Water Resources (ADWR).
Rules were created by ADWR to protect existing groundwater well owners from
unreasonably increasing damage to their well due to de-watering. This problem is further
exacerbated by the high concentration of wells in the West Valley. Finding a location for
a new well that does not impact existing wells is now extremely difficult in the Agua Fria

Water District.

In regards to the difficulty in drilling and developing wells with good production
capacity, the current concentration of existing wells limits the production of a new well,
since the new well may not impact the existing well’s production. This means that a new
well must be pumped at a much lower rate than its potential capacity. In addition, the

groundwater table is not as productive in the southwestern portion of the Agua Fria

service area. Arizona-American and other well owners have found it more and more
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difficult to be able to drill and equip wells that have adequate production in recent years

in these areas.

In regards to the difficulty in finding sources of groundwater which are free of
contaminants, thereby not requiring costly treatment, neither Mr. Shaw nor Mr. Watkins
even contemplated the water quality constraints affecting the cost of groundwater
extraction and treatment to potable standards. In the Agua Fria Water District, EPA-
regulated contaminants in groundwater are the rule, not the exception. A majority of
wells drilled in the recent past in this District contain nitrates, arsenic and/or fluorides,
often in the same well. Arizona-American has built and now operates four treatment
facilities in the Agua Fria District to remove the contaminant arsenic from groundwater.
These facilities cost between $2.5 million and $3.6 million per site to construct, which
was not included in Mr. Shaw’s representation. In addition these facilities have an annual
operating cost for chemicals, power, labor, and waste disposal which also was not
included in Mr. Shaw’s assertion. Furthermore, a number of other wells have been
abandoned after drilling, due to the cost of required treatment. Disregard of the required
capital and operating costs for groundwater treatment results in an erroneous and,

therefore, misleading cost comparison.

Q. DO YOU AGREE WITH MR. SHAW’S STATEMENT THAT “AT BEST, THE
COMPANY CAN TREAT 9.9 MGD, BASED UPON ITS ANNUAL CAP
ALLOCATION.”?

A. No. This is an erroneous statement picked up from erroneous testimony by a RUCO
witness. As Company witness Ian Crooks indicated in his Rebuttal Testimony, while 9.9
mgd could theoretically mathematically convert 11,093 acrc feet per year (“AF/Y”) to a
daily average mgd, there is no dependent relationship between an annual CAP water

allocation and the capacity of the White Tanks Plant.
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The White Tanks Plant’s production actually varies on both a seasonal basis and a daily
basis, depending upon system water demands. Below is a chart which indicates the daily
mgd treatment of CAP surface water by the White Tanks Plant from November 2009

until June 2011

White Tanks Water Treatment Plant

Total Capacity

Flow (MGD)

4
'
[
'
'

Normalized

! Demand Curve

t
Daily Average Row Canal

Shutdown

Canat
Shutdown

Mar g,
Sing
Sep.1g
0oz,
My,
g,

This chart shows that there is significant variation from day to day and from month to
month while still allowing the White Tanks Plant to treat our annual AF/Y allocation of
CAP water deliveries. Arizona-American has more CAP water delivered to the White
Tanks Plant in the summer months—when demands are high and groundwater pumping
would otherwise be at a peak—and less CAP water delivered in the winter months. This
allows Arizona-American to make best use of its CAP allocation and is why the White

Tanks Plant was designed and permitted for 13.4 mgd of firm capacity.
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Furthermore, the Beardsley Canal that delivers CAP water to the White Tanks Plant is
shut-down for maintenance every year during the winter months. Over the last two
winter seasons, the canal shutdown resulted in 75 days and 72 days, respectively, of no
surface water being available for treatment at the White Tanks Plant. Simply using Mr.
Shaw’s mathematical calculation to attempt to convert AF/Y to mgd, based on a 75 day
canal shutdown, the 11,093 AF/Y increases from his 9.9 mgd to 12.4 mgd (even
assuming surface water deliveries to the plant are in an equal amount every hour and
every day throughout the remainder of the year, which was pointed out is not accurate).

This 12.4 mgd is far higher than the misleading 9.9 mgd suggested by Mr. Shaw.

Q. DOES THAT CONCLUDE YOUR TESTIMONY?

A. Yes.




From: Ken James - ENVX

To: | ins@azec.goy
Bcc: Ken James - ENVX
Subject: White Tanks Regional Water Treatment Plant [WTRWTP], #07-695

Date: Thursday, April 14, 2011 7:40:00 AM
Attachments: imageQllipng

Dorothy,

Arizona-American Water has asked MCESD to clarify the capacity of the WTRWTP. Per the 6/2/08
design memorandum prepared by Black & Veatch, consultant for the project, “the current design
capacity is 20 mgd with a future expansion to 40 mgd and ultimate expansion to 80 mgd” (Ref. page 1-
3). MCESD agrees that the WTRWTP has a total capacity of 20 mgd and has operated up to this
capacity. MCESD rates the firm capacity of the plant at 13.4 mgd because there are three identical
components of certain process equipment and we must consider that one of them may be out-of-

service.

Ken James, P.E.

Maricopa County Environmenta! Services Department
Water and Wastewater Treatment Plant Program

Office: (602) 506-6414

Fax: (602) 506-6925

E-mail: am il.maricopa.goy | Website: hitp://www.maricopa.gov/envsve/

Working with our community o ensure a safe and healthy environment

ﬁ;‘}j Plaase consider e environment defore orint
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EXECUTIVE SUMMARY

Mr. Crooks testifies as follows:

The gross amount of actual White Tanks Plant O&M expense deferred before subtraction of cost
savings resulting from the production shifts from wells to White Tanks Plant was $671,765
through June 30, 2010. The gross amount of actual cost savings resulting from operating the
White Tanks Plant was $121,248 as of June 30, 2010. The net deferral, therefore, as of June 30,
2010 is $550,842. This is not the total amount of the White Tanks O&M net deferral being
requested for recovery in rates in this case because O&M expense continues to be incurred and
deferred until new rates are effective and the deferral’s recovery commences.

The Company has included the net deferral amounts through the period November 30, 2011, the
date estimated for when new rates in this case will be implemented. Total gross White Tanks
Plant O&M expense from in-service through November 30, 2011, is currently estimated to be
$3,057,025, the gross realized production savings to be $639,890, and the authorized cost of
accrued interest at the prevailing short-term interest rate to be $24,672, for a net total deferral of
$2,441,807.

The Company is proposing two changes to irrigation class customers. First, the Company seeks
to modify the format of the existing tariff to provide clarity to the customers and Company
regarding irrigation use. The proposed tariff will clearly explain to the customers and Company
the availability, applicability, special conditions, rates, and terms and conditions for irrigation
service. Second, the Company proposes through rate design to expand the irrigation class from a
single tier rate with no minimum monthly charge to a single tier rate but with a minimum
monthly service charge based on meter size.

The tank maintenance plan for Agua Fria is based on a 15-year schedule for recommended
repairs and painting. The estimated yearly maintenance expense annualized over the 15-year
cycle is estimated to be $376,478. It is anticipated that this estimated expense would be
available for review and adjusiment when necessary in subsequent Agua Iria Water District rate

cases.
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I INTRODUCTION AND QUALIFICATIONS

Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE
NUMBER.

A. My name is Ian C. Crooks. My business address is 15626 North Del Webb Boulevard,
Sun City, Arizona. 85351. My business phone is 623-445-2404.

Q. IN WHAT CAPACITY AND BY WHOM ARE YOU EMPLOYED?

A. I am employed by Arizona-American Water Company (“Arizona-American Water” or
the “Company™) as the Director of Central Division Operations, which includes the Sun
City Water and Wastewater Districts, Sun City West Water and Wastewater Districts, and

Agua Fria Water and Wastewater Districts.

Q. PLEASE DESCRIBE YOUR PRIMARY RESPONSIBILITIES FOR THE
COMPANY.
A. I am responsible for the operation of the water production, water distribution, wastewater

treatment, and wastewater collection facilities.

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND.

A. I received a Bachelor of Science degree in Environmental Engineering from
Pennsylvania State University in 1994. I have also completed various water-related
technical courses that include water production and distribution, wastewater treatment,
water distribution, water quality protection, cross-connection control, and water and

wastewater management.

Q. ARE YOU A REGISTERED PROFESSIONAL ENGINEER OR CERTIFIED
OPERATOR?

A. Yes. 1am a registered Professional Engineer in the states of Arizona and Pennsylvania

and certified as an ADEQ Grade 2 Water Distribution System Operator.
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Q.
A,

II

PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE.

I joined Arizona-American Water in 2006. My role since January 2010 is Director of
Operaticns for Central Division where I am responsible for the operation and business
performance of the Company’s water and wastewater services in the Sun City, Sun City
West, and Agua Fria Districts. Prior to becoming the Director of Operations, I held the
position of Engineering Manager of Developer Services for the Company. | was
responsible for the agreements, design, planning, construction, budgeting, and
compliance related to development activity for all state districts. Prior to this role, I held

the position of Sr. Operations Engineer of Developer Services.

Prior to joining the Arizona-American, I was employed from 2005 to 2006 by NVR, Inc.,
a national homebuilder, as the Land Development Manager. Before that, from about
1996 forward [ was employed by Pennsylvania-American Water Company in Coatesville,
Pennsylvania district as Sr. Engineer and for some duration as IT Manager. Prior to that,
from 1994 to 1996, I was Engineering Supervisor for Erie City Water Authority. Lastly,
my carecr in the water industry began in 1994 as a water treatment plant operator for the

City of Harrisburg Authority.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION?
Yes, in Arizona-American’s two most recent rate cases (Docket No. W-01303A-08-0227

and Docket No. W-01303A-09-0343).

WHITE TANKS PLANT O&M DEFERRAL (AGUA FRIA)

DECISION NO. 71410 AUTHORIZED THE COMPANY TO DEFER ACTUAL
NET WHITE TANKS PLANT O&M EXPENSE FROM ITS IN-SERVICE DATE
UNTIL NEW RATES ARE EFFECTIVE. HOW MUCH IS THE DEFERRAL AS

OF THE END OF THE TEST YEAR JUNE 30, 2010?




o

Arizona-American Water Company
Testimony of Ian C. Crooks, P.E.
| Page 3 of 12

1 A The gross amount of actual White Tanks Plant O&M expense deferred before subtraction

2 of cost savings resulting from the production shifts from wells to White Tanks Plant was

(8

$671,765 through June 30, 2010. The gross amount of actual cost savings resulting from

N

operating the White Tanks Plant was $121,248 as of June 30, 2010. The net deferral,

therefore, as of June 30, 2010 is $550,842 (i.e., $671,765 in White Tanks Plant O&M

minus $121,248 in production savings elsewhere plus accrued interest costs of $3 25).!
However, this is not the total amount of the White Tanks O&M net deferral being

requested for recovery in rates in this case because O&M expense continues to be

No RN R I « SR

incurred and deferred until new rates are effective and the deferral’s recovery

10 commences.

11 Q. WHAT IS THE ESTIMATED DEFERRAL AT NOVEMBER 30, 2011? '

12 A, Since Decision No. 71410 indicates that the net deferral - through the date when the next
13 rate order authorizes recovery of these expenses as on-going expenses - shall be
14 recoverable, the Company has included the net deferral amounts through the period
15 November 30, 2011. This is the date estimated for when new rates in this case will be 1
16 implemented. Total gross White Tanks Plant O&M expense from in-service through
17 November 30, 2011, is currently estimated to be $3,057,025, the gross realized
18 production savings to be $639,890, and the authorized cost of accrued interest at the
19 prevailing short-term interest rate to be $24,672, for a net total deferral of $2,441,807.
| 20 This total deferral is being requested for recovery in rates over a three-year amortization
‘ | 21 period without any carrying costs beyond November 30, 2011, by Company witness Mr.
| 22 Sandra L. Murrey in Adjustment SLM-1 of Schedule C-2." In the event this case’s
23 decision occurs after November 30, 2011, the supporting work papers for this adjustment

' The detail of the White Tanks Plant deferral amortization is displayed on Page 24, Line 5, of the adjustment
summary supporting Adjustment SLM-1. There is further monthly documentation in work papers in a file titled
“Amtzn of White Tanks O&M Deferral.xIs” and “AF 2009 and 2010 Power and Chemical Costs 10.13.2010.x1s.”
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1 contain all of the necessary information to extend the quantification of the deferral out to
2 June 30, 2012.

3 1Q. HOW DID YOU DETERMINE THE OFFSETTING PRODUCTION SAVINGS

4 DUE TO THE WHITE TANKS PLANT OF $639,890?

5 {A. The savings is attributable only to the reduction in power and chemical expenses in the

6 Agua Fria Water District (excluding the White Tanks Plant) resulting from the reduced

7 well production because these costs are variable costs which fluctuate directly with

8 production elsewhere in the District. White Tanks production displaces what otherwise

9 would be well production. White Tanks production is delivered to the Aqua Fria District
10 approximately 300 days each year, depending on shutdown of the canal for maintenance.
11 Therefore, I examined Agua Fria district power and chemical expense for the twelve-
12 month period immediately before in-service of the White Tanks Plant and concluded that
13 power and chemicals expenses from December 1, 2008 thru November 30, 2009 would
14 be a reasonable baseline for comparison for periods subsequent to White Tanks Plant
15 being in-service. Again, for periods that actual savings are available, I used actual data
16 in comparison to the baseline, but for beyond and through November 30, 2011, I used the
17 annualized production cost savings as discussed in that section of my testimony. The
18 historical baseline used for this purpose is displayed by month in the work paper file “AF
19 2009 and 2010 Power and Chemical Costs 10.13.2010.xIs”.

20 Q. CAN THE COMPANY PROVIDE PERIODIC UPDATES OF THE ACTUAL NET

21 O&M DEFERRAL?

22 {A. Yes, as additional actual information becomes available due to the passage of time on
23 White Tanks Plant O&M and the offsetting production savings, the Company will

24 provide additional updates in subsequent rounds of testimony, at hearings, in final

25 schedules and at any other time as requested.
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Q.

HOW DID THE COMPANY DETERMINE WHAT GROSS WHITE TANKS
O&M EXPENSES WERE APPROPRIATE AS AUTHORIZED TO DEFER?

For capturing actual expenses, the Company established a new business unit #236150 for
capturing only direct White Tanks O&M expenses. There were no corporate business
unit or service company costs charged or allocated to the deferred expenses except those
related to employee benefits for the six employees at White Tanks. From in-service date
through June 30, 2010, actual data was used. But for periods beyond and through to
November 30, 2011, the annualized White Tanks O&M expenses as discussed in that
section of my testimony were used. The gross deferred White Tanks O&M expenses
through November 30, 2011 — which rely upon the annualized figures — are derived in

work papers cited above.

HOW MUCH HAS WHITE TANKS PRODUCED SINCE ITS IN-SERVICE DATE
OF NOVEMBER 30, 2009?

From in-service until the end of the test year June 30, 2010, White Tanks produced
1,050,740,000 gallons. White Tanks production on a monthly basis from in-service

through September 30, 2010 is as follows:

Month Volume (kgals)

11-2009 3,380 (1 day of operation)

12-2009 49,370 (canal shutdown on December 9th)

01-2010 0 (canal shutdown)

02-2010 11,200 (canal in-service February 23)

03-2010 171,967 (normal production volume)

04-2010 224,950 (reduced production, see Q& A in section III below)
05-2010 273,611 (normal production volume)

06-2010 316,262 (normal production volume)

07-2010 187,343 (reduced production, see Q&A in section HI below)
08-2010 113,358 (reduced production, see Q&A in section III below)
09-2010 309,848 (normal production)

1,661,289 kgals
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I
Q.

WHITE TANKS ANNUALIZED O&M (AGUA FRIA):

SINCE ALL WHITE TANKS ACTUAL NET O&M WAS DEFERRED IN THE
TEST YEAR, IT IS NECESSARY TO INCLUDE AN ON-GOING ANNUALIZED
AMOUNT OF WHITE TANKS O&M IN THE AGUA FRIA DISTRICT COST OF
SERVICE. HOW MUCH HAS THE COMPANY INCLUDED IN RATES
REQUESTED IN THIS CASE?

The Company included $1,549,627 for a twelve-month normal operating period as

included by Company witness Ms. Linda J. Gutowski in various adjustments including

Adjustment L.JG-20 on Schedule C-2.

DID THE COMPANY DETERMINE THE ANNUALIZED WHITE TANKS O&M
SIMPLY BY ANNUALIZING THE ACTUAL EXPENSE TO-DATE FOR
ADDITIONAL MONTHS?

Yes and no. Yes, as it was appropriate for some categories of O&M expenses such as
labor and labor related, but no for some other categories, especially those expenses
sensitive to production volumes. Maintenance expenses during the test year at White

Tanks were below normal as discussed below.

WHY WERE WHITE TANKS PRODUCTION VOLUMES AND EXPENSE
LEVELS BELOW NORMAL FROM NOVEMBER 30, 2009 THROUGH JUNE 30,
2010?

Both actual production volumes and (deferred) expense levels were below normal for a

number of reasons listed below:

1. Alamo Lake Release - March 28, 2010 thru April 20, 2010 - Due to heavy rains in
Arizona during the spring of 2010, Alamo Lake water was required to be released for
flood control. This release caused turbidity levels in the CAP canal to increase
significantly. As a result, the raw water turbidity at the plant climbed above the initial
design parameters of the plant and chemicals on-hand, making treatment difficult.
This required a reduction in plant production to maintain quality parameters. During
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this event, some Agua Fria Water District wells were brought back on-line to
augment White Tank production to meet system demand.

2. Lake Pleasant CAP Construction - June 28, 2010 thru July 31, 2010 — A CAP canal
construction project commenced which required switching the canal source water
from Colorado River to Lake Pleasant. The Lake Pleasant water supply came from
the lake bottom, which again produced high raw water turbidity levels. The decision
was made for White Tanks to run at a reduced flow rate to maintain quality
parameters over the course of the construction schedule. During this event, some
Agua Fria Water District wells were brought back on-line to augment White Tank
production to meet system demand.

L

Mechanical Failure of the DAF Compressors — August 12, 2010 through August 23,
2010 - The DAF (dissolved air flotation) compressors failed, leaving the plant
incapable of treating the water. The DAF failure was the result of contractor error
during White Tanks construction. This shutdown continued until a backup
compressor was supplied and installed. Once installed the plant started production
again but at reduced flows while the temporary compressors were tested with
incrementally increased daily production rates. The plant returned to full production
on August 31. During this event, some Agua Fria Water District wells were brought
back on-line to augment White Tank production to meet system demand.

4. Lastly, maintenance expenses were below normal because most repair items were
replaced or repaired under the one-year construction warranty period. As operating
today, the White Tanks operations can be characterized as normal with the exception
of the maintenance items still under warranty until November 2010. Thus, the
process of continuing to update the deferral with actual data through the conduct of
this case will also be helpful to informing whether or not any changes to the
annualized White Tanks O&M expenses are appropriate.

In summary, these atypical cvents caused less White Tank production resulting in lower

power and chemical expenses than projected by the Company for a typical year of

production and demonstrate the importance of maintaining the operational availability of
all of the district’s existing wells. For instance, from in-service to June 30, 2010 (test
year) total actual production was 1,050,740 thousand gallons (kgals) versus a projected

1,257,593 kgals, a difference of 206,853 kgals, and from in-service to September 30,

2010 total actual production was 1,661,289 kgals versus a projected 2,234,567 kgals, a

difference of 573,278 kgals.
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1 1Q. GIVEN THAT PRODUCTION WAS BELOW NORMAL THROUGH JUNE 2010,

2 WHAT WAS YOUR SOURCE OF DATA FOR THE NON-LABOR
3 NORMALIZED WHITE TANKS PLANT O&M?

4 1A, I used the 2011 budget for the Aqua Fria District. In developing the budget, I accounted

5 for the reduced production in 2010 and adjusted the production variable non-labor O&M
6 expenses (power and chemical) to a normalized annual production based on historical
7 system demands with White Tanks running approximately 300 days a year without
8 interruption from the atypical events experienced in 2010. Additionally, I estimated
9 annualized maintenance repair expenses (pumps, mechanical, electrical, and other) based
10 on the repair expenses incurred under warranty 1o date by the contractor and other
11 anticipated future repairs.

12 IV NEW IRRIGATION CLASS (ALL DISTRICTS)

13 1Q. IS THE COMPANY REQUESTING THE FORMATION OF A NEW CLASS OF

14 IRRIGATION CUSTOMERS WHICH RECEIVE POTABLE WATER?
15 A Yes. The Company is proposing two changes to irrigation class customers. First, the
16 Company seeks to modify the format of the existing tariff to provide clarity to the
17 customers and Company regarding irrigation use. In the current Agua Fria tariff, for
18 example, the irrigation rate is simply a line item on the general rates table with no regard
19 to what defines an irrigation customer or the terms and conditions of service. In contrast,
20 the Company’s Anthem tariff has separate pages for irrigation service that clearly explain
21 the applicable rates and terms of service. So, the Company is proposing to modify all
22 tariffs in this case in format and content to mirror the Company’s Anthem Water District
| 23 tariff for irrigation service. The proposed tariff will clearly explain to the customers and
‘ 24 Company the availability, applicability, special conditions, rates, and terms and
j 25 conditions for irrigation service. Second, the Company proposes through rate design to
} 26 expand the irrigation class from a single tier rate with no minimum monthly charge to a
8
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single tier rate but with a minimum monthly service charge based on meter size.
Although the tariffs for the districts in this rate case have existing irrigation rates, there
are very few customers on those schedules due to the lack of ciear applicability under
existing tariffs. Therefore, the Company proposes to define a new irrigation customer
class and, upon implementation of new rates in this case, reclassify existing customers

into that class as applicable.

Q. AS A RESULT OF THIS RE-CLASSIFICATION, HOW MANY CUSTOMERS
BY DISTRICT WILL BECOME IRRIGATION CUSTOMERS AS COMPARED
TO EXISTING IRRIGATION CUSTOMERS?

A. Irrigation customers by district before and after are:
Existing After
Agua Fria -6 708
Havasu 0 4
Mohave 0 52

Q. WHY IS THE COMPANY RECOMMENDING THIS CHANGE?

A. Given the emphasis today on water conservation, the Company believes it is appropriate
to define and group all of its customers using potable water for irrigation for future
benefits such as targeting water conservation programs or specific rate designs. After the
change is implemented, the Company will have identified all of its customers using both

potable and non-potable water for irrigation purposes.

Q. DO THE RATES REQUESTED IN THIS CASE NOW REFLECT THE VALUE
OF POTABLE VERSUS NON-POTABLE WATER FOR IRRIGATION

CUSTOMERS?
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A,

Yes. In Agua Fria district in particular, rates proposed in this case are lowest for treated
effluent (e.g., Verrado), raw surface water (e.g., Verrado), raw untreated non-potable

groundwater (e.g., Corte Bella) and lastly, highest for potable water.

TANK MAINTENANCE PROGRAM (AGUA FRIA)

PLEASE EXPLAIN THE PROPOSED TANK MAINTENANCE PROGRAM FOR
THE AGUA FRIA WATER DISTRICT.

In 2010, the Agua Fria Water District procured the services of Tank Industry Consultants
(“TIC”) to perform inspection on the oldest tank in the Agua Fria Water District, WP 2
Tank 1, as age is typically the best indicator of maintenance needs. The Agua Fria Water
District has sixteen water storage tanks with construction dates ranging from 1996 to
2009. TIC is a professional engineering firm specializing in the design, specification, and
evaluation of storage tanks. TIC has offices located throughout the United States and is a

national leader in this type of activity.

The scope of services performed by TIC included the performance of a careful study of
the tank’s interior, exterior, foundation(s) and accessories with a NACE-certified
inspector. The resulting report provided to Arizona-American by TIC - which is
available in discovery - included a detailed analysis of the tank’s condition,
recommended maintenance activities, suggested schedule of repairs, and an engineer’s
estimate of the cost to perform those repairs. The report also included the signature and

seal of a Certified Professional Engineer registered in the State of Arizona.

The following activities were noted in the TIC inspection reports:

1. Observations of site conditions, including observations of site access, general site
security, site maintenance and foundation deficiencies.

2. Observations of tank exterior conditions, including observations of dimensions of all
manholes, vents, condition of exterior coating thickness, coating adhesion and metal
corrosion, and baseline dimensions for comparison.

10
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3. Observation of tank interior conditions, including observations of condition of
| 2 coating thickness, coating adhesion, metal corrosion, and observation of any debris,

3 and baseline conditions for comparison.
| 4 4. Recommendations based on all observations, including recommendations on site
5 maintenance procedures and security, life of the interior and exterior coatings and
6 metals, coating rehabilitation methods and rehabilitation schedules and tank rigging
7 equipment repair and replacement.

g8 0. WHAT IS THE PLAN FOR TANK MAINTENANCE IN THE AGUA FRIA

9 WATER DISTRICT?
10 JA. The tank maintenance plan for Agua Fria is based on a 15-year schedule for
11 recommended repairs and painting. The industry-standard for tank maintenance ranges
12 from 10-15 years depending on tank material and exposure to environmental conditions
13 (water, weather, soil). We chose 15 years for several reasons: 1) the oldest tank in Agua
14 Fria, WP 2 Tank 1, will be 15 years old in 2011 and each year after the next scheduled
15 tank approaches the 15 +/- years old, 2) Agua Fria has sixteen tanks which allows the
16 Company to perform maintenance on one tank per year, with the expectation of one year
17 which includes two tanks because one tank is small at 100,000 gallons, 3) the TIC report |
18 on WP2 Tank 1 concludes the tank’s interior is in fair to poor condition with widespread |
19 corrosion and blistering that should be repaired within the next three years, which
20 supports that 15 years is the appropriate maintenance cycle for the tanks in the Aqua Fria
21 District under the given environmental conditions, and 4) the subsequent tanks are
22 expected to be in similar condition in 15 years because the environmental conditions are
| 23 relatively similar among all Aqua Fria District tanks,, and 4) the schedule will lessen the
i 24 impact to both the customer and the Company by keeping maintenance expenses to one
‘ : 25 tank a year. Please refer to Exhibit ICC-1 for detailed schedule and estimated costs.
26 The estimated yearly maintenance expense annualized over the 15-year cycle is estimated
|
|

27 to be $376,478, as recommended as an annual revenue stream in the testimony of

11
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! Company witness Ms. Linda J. Gutowski. It is anticipated that this estimated expense
2 would be available for review and adjustment when necessary in subsequent Agua Fria
3 Water District rate cases.

4 1Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

5 A. Yes.

12
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1
2 |EXECUTIVE SUMMARY
3 Ian C. Crooks testifies that:
4 The White Tanks Plant has been operational since November 2009 and that it is operating
S effectively on a firm capacity basis of 13.4 MGD and a total capacity basis of 20 MGD. He
6 shows the actual operating history of the White Tanks Plant to support his position.
7 He also rebuts certain portions of the direct testimony submitted by RUCO witnesses Thomas
8 Fish and Royce Duffett regarding the White Tanks Plant.
9 The tank maintenance program funding mechanism proposed by Arizona-American is
10 appropriate and consistent with a recent Commission decision on this topic and rebuts Sun City
11 Grand witness Michael Arndt.
12 The proposed changes to the water irrigation tariff are appropriate and Mr. Crooks explains
13 why the Company is proposing these changes.
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II

1

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE
NUMBER.

My name is Ian C. Crooks. My business address is 15626 N. Del Webb Blvd. Sun City,
AZ 85351; and my teleﬁhone number is 623-445-2404.

ARE YOU THE SAME IAN C. CROOKS WHO PREVIOUSLY SUBMITTED
TESTIMONY IN THIS CASE?

Yes I am.

PURPOSE OF REBUTTAL TESTIMONY

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS
CASE?

Please see my Executive Summary.

WHITE TANKS REGIONAL SURFACE WATER TREATMENT PLANT

A RESPONSE TO THOMAS A. FISH

DR. FISH (PAGE 7) STATES THAT “THE TREATED SURFACE WATER DOES
NOT REPLACE WELL WATER, BUT SUPPORTS IT WITH THE RESULT
THAT WELL WATER USAGE IS REDUCED.” IS THIS CORRECT?

No. From start-up of the White Tanks Plant in November 2009 until June 2011, the
facility has treated 3.7 billion gallons of CAP surface water. This treated surface water

has indisputably replaced the pumping of 3.7 billion gallons of groundwater from wells.
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Q.

DR. FISH (PAGE 16) ATTEMPTS TO SOMEHOW RELATE ARIZONA-
AMERICAN’S AGUA FRIA WATER DISTRICT’S ANNUAL CAP
ALLOCATION TO THE CAPACITY OF THE WHITE TANKS PLANT. IS HIS
CAPACITY CALCULATION ACCURATE OR RELEVANT TO THE AGUA
FRIA DISTRICT CAP ALLOCATION?

No. For many reasons, it is neither accurate nor relevant. First, on lines 2-4, Dr. Fish
states that the White Tanks Plant has a “maximum average” treatment capacity of 20
million gallons of water per day (“MGD”). This is incorrect. The White Tanks Plant has
a permitted firm capacity of 13.4 MGD and a total capacity of 20 MGD. Total capacity
may also be referred to as the peak capacity of a facility that it can operate during short
periods of time. Dr. Fish’s continuous use of 20 MGD in his testimony as the maximum
average capacity of the White Tanks Plant is wrong. Company witness Mr. Gross
explains further why this is wrong in his rebuttal testimony. Second, on lines 5-7, Dr.
Fish converts 11,093 acre feet per year (“AF/Y”) to a daily average of 9.9 MGD.
Although he may have been trying mathematically to convert an AF/Y allocation to
MGD production, there is no dependent relationship between an annual CAP water

allocation and the capacity of the White Tanks Plant.

The White Tanks Plant’s production actually varies on both a seasonal basis and a
daily basis, depending upon system water demands. Below is a chart which indicates the
daily MGD treatment of CAP surface water by the White Tanks Plant from November

2009 until June 2011:
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White Tanks Water Treatment Plant
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This chart shows that there is significant variation from day to day and from month to
month while still allowing the White Tanks Plant to treat our annual AF/Y allocation of

CAP water deliveries.

Third, on lines 5-7, his calculation is based on 365 days of surface water delivery. This is
wrong. As I stated in my Direct Testimony and explained to Dr. Fish during his brief
visit of the White Tanks Plant, untreated surface water is not delivered to the plant in an
equal amount every hour and every day throughout the year. Instead, Arizona-American
has more CAP water delivered to the White Tanks Plant in the summer months—when
demands are high and groundwater pumping would otherwise be at a peak—and less

CAP water delivered in the winter months. This allows Arizona-American to make best
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1 use of its CAP allocation and is why the White Tanks Plant was designed and permitted

2 for 13.4 MGD of firm capacity.

3 Furthermore, the Beardsley Canal that delivers CAP water to the White Tanks Plant is

4 shut-down for maintenance every year during the winter months. Over the last two

5 winter seasons, the canal shutdown resulted in 75 days and 72 days, respectively, of no

6 surface water being available for treatment at the White Tanks Plant. Simply using Dr.

7 Fish’s mathematical calculation to attempt to convert AF/Y to MGD, based on a 75 day

8 canal shutdown, the 11,093 AF/Y increases from his 9.9 MGD to 12.4 MGD (even

9 assuming surface water deliveries to the plant are in an equal amount every hour and
10 every day throughout the remainder of the year, which as I pointed out is not accurate).
11 This 12.4 MGD is far higher than the misleading 9.9 MGD suggested by Dr. Fish, and
12 demonstrates why his capacity arguments are not credible.
13 Finally, in lines 17-19, Dr. Fish again incorrectly uses 20 MGD as the White Tanks Plant
14 capacity and attempts to calculate an associated CAP allocation requirement based on the
15 plant production being 20 MGD on a 24/7/365 basis. This is wrong. First, as previously
16 stated, the White Tanks Plant is permitted for a firm capacity of 13.4 MGD and a total
17 capacity of 20 MGD. Second, as I have shown on chart included in this testimony, actual
18 system demand and White Tanks Plant production varies from day to day and season to
19 season, with higher demands in the summer months. Dr. Fish’s attempt to directly
20 calculate a levelized plant capacity based on an annual CAP allocation is simply without

21 merit.
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1 B RESPONSE TO ROYCE A. DUFFETT

2 1Q. IN HIS TESTIMONY, MR. DUFFETT’S (PAGE 6-7) ATTEMPTS TO LINK CAP

3 ALLOCATION AND PLANT CAPACITY. IS HIS METHOD APPLICABLE TO
4 THE WHITE TANKS PLANT CAPACITY?
5 {A. No. For the same reasons as I stated above in regards to Dr. Fish’s testimony, and as Mr.
6 Gross further explains in his rebuttal testimony, Mr. Duffett’s representation of treatment
| 7 plant capacity and CAP allocation is at best a simple generalization with no applicably to
8 actual water utility operating conditions. Mr. Duffett’s table of numbers on page 6, line
9 7, of his testimony assumes levelized operation for 365 days per year as the basis for the
10 conversion of AF/Y units to MGD units. As an example, Mr. Duffett’s table shows the
11 total 2010 White Tanks Plant production as 2,329,480,088 gallons or 6.378 MGD, but
12 Mr. Duffett assumes 365 days of production. This is incorrect. Because of the Beardsley
13 Canal annual shutdown during the winter, and the air compressor failure in August, the
14 total available number of production days was 281 in 2010, not 365. Furthermore, the
15 White Tanks Plant production in 2010 was lower because of the unusual water quality
16 events that year. My direct testimony and responses to RUCO data requests 4.03 and
17 12.02 clearly provided the number of production days and reduced production volume at
18 the White Tanks Plant in 2010. Mr. Duffett either failed to review or simply ignored my
19 information and therefore his testimony is misleading and inaccurate.
20 Overall, just as with Dr. Fish, Mr. Duffett’s approach to try and back into the White
21 Tanks MDG capacity based on an annual CAP delivery quota is seriously flawed and
| 22 should be ignored. This same incorrect assumptions and resulting misrepresentations

23 underlie all the numbers presented in Mr. Duffett’s testimony.
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Q.

MR. DUFFETT (PAGE 9, LINES 6-16) STATES THAT THE WHITE TANKS
PLANT CAN “OPERATE CONSTANTLY” AT 20 MGD AND THE “TRUE -
CAPACITY” OF THE PLANT IS 20 MGD. IS THIS STATEMENT ACCURATE?
No. As I stated above, and Mr. Gross testifies, it is critical to understand the difference
between the permitted firm capacity of 13.4 MGD and total capacity of 20 MGD at the
White Tanks Plant. The plant has peaked at 20 MGD to meet high system demands
during the summer months but cannot operate constantly and reliably at 20 MGD. This
can be seen on the chart provided carlier in my testimony, and is why water treatment

plants such as the White Tanks Plant have a permitted firm capacity rating. This is the

reliable and continuous rating for the plant. The White Tanks Plant is designed to operate

reliably at its firm capacity of 13.4 MGD, not 20 MGD. Mr. Duffett simply ignores this

reality.

MR. DUFFETT AND DR. FISH BOTH STATE THAT ALL MUNICIPAL AND
INDUSTRIAL (“M&I”) CAP WATER IS FULLY ALLOCATED AND THAT
ARIZONA-AMERICAN CAN ONLY INCREASE ITS CAP ALLOCATION IF
ANOTHER CAP CONTRACTOR TRANSFERS ITS ALLOCATION TO THE
COMPANY. IS THIS TRUE?

Yes, the M&I CAP water is fully allocated, although this is hardly relevant to whether the
White Tanks Plant is used and useful. AsI and other witnesses testify, the White Tanks
Plant’s capacity matches Arizona-American’s CAP water allocation for our Agua Fria
Water District. Nevertheless, as the need develops there other surface water supplies will

likely become available to Arizona-American.

WHAT OTHER SURFACE WATER SUPPLIES MAY BECOME AVAILABLE
FOR THE AGUA FRIA WATER DISTRICT?
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A.

There is a planned reallocation of Non Indian Agriculture (“NIA”) water occurring soon.
The Arizona Department of Water Resources will be reallocating up to 96,295 AF/Y of

this renewable surface water supply in the near future.

Another water supply project has been underway for two years by the Central Arizona
Water Conservation District which is responsible for the CAP. This surface water supply
project is known as the Acquire, Develop, and Deliver (“ADD”) Water project and is
looking to acquire up to 300,000 AF/Y of additional renewable surface water and bring
that water through the CAP canal to central Arizona. At this time a stakeholder process
has been completed and the Central Arizona Water Conservation District Board of

Directors will likely be taking action in the coming months.

The Central Arizona Water Conservation District also has another class of surface water
currently available to all in its service area. This water class is known as Excess Water

and can be ordered by CAP sub-contractors each year, depending on availability.

Finally, Arizona-American is in on-going discussions with Maricopa Water District
regarding availability of the District’s Agua Fria river surface water rights that could also

be treated at the White Tank Plant in the future.

DOES ARIZONA-AMERICAN ANTICIPATE BEING ABLE TO OBTAIN SOME
OF THESE ADDITIONAL WATER SUPPLIES IN THE FUTURE?

Yes, we anticipate that we will be able to purchase Excess Water on a year to year basis
for many years into the future. In addition, Arizona-American could obtain several
thousand AF/Y of water in the NIA water reallocation process. Finally, the ADD water
process will allow Arizona-American to acquire additional renewable CAP surface water

supplies every few years as the ADD Water is allocated to CAP subcontractors
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Q.

| 4%

IS ARIZONA-AMERICAN CURRENTLY SEEKING TO ACQUIRE
ADDITIONAL SURFACE WATER FOR THE WHITE TANKS PLANT BASED
ON THE CURRENT CAPACITY OF THE PLANT?

No, AAW is planning for these future surface water supplies based on future expansions
of the White Tanks Plant. At the current time the existing CAP allocation of 11,093
AF/Y is a perfect match for the White Tanks Treatment Plant firm capacity of 13.4

MGD. This is why the plant was designed for this treatment capacity.

TANK MAINTENANCE IN AGUA FRIA, MOHAVE & HAVASU DISTRICTS

A RESPONSE TO MICHAEL L. ARNDT

MR. ARNDT (PAGE 11 AND PAGE 37) ARGUES THAT THE COMPANY’S
TANK MAINTENANCE PROPOSAL IN THIS CASE DOES NOT CONFORM
TO THE COMMISSION’S APPROVED METHOD. DOES YOUR COST
MODEL FOLLOW THE METHOD APPROVED IN DECISION 72047 FOR THE
MOST RECENT SUN CITY WATER RATE CASE?
Yes. Commission Decision No. 72047 authorized tank maintenance expenses for the Sun
City using a normalized annual future cost of tank maintenance. In support of the
approved tank maintenance program in the Company’s Sun City Water District,
Commission Staff wrote on page 6 of its Brief:
The Company is requesting a tank maintenance reserve for its Sun City Water
District. Staff agrees that well maintained tanks provide some long-term
benefits for ratepayers. Staff recommends that the Company be authorized to
include the costs associated with tank maintenance as a normalized expense
rather than a “Tank Maintenance Reserve”. Staff recommends $362,000 of
normalized expenses be included.
The Commission approved this approach in Decision No. 72047, stating on page 58 of

the Decision:
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We agree with RUCO and Staff that establishment of a tank maintenance
expense reserve fund for the Sun City Water district is not appropriate at this
time and will not authorize such an account. However the Company has
demonstrated that it will begin, in the Sun City Water District, a program with
demonstrated known and measurable ongoing expense amounts that are
reasonable and will provide long term system Dbenefits. Staff’s
recommendation for normalized tank maintenance expense is based on these
known and measurable ongoing expense amounts. The normalized expense
amount recommended by Staff is reasonable and will be adopted for purposes
of this proceeding.

This approved tank maintenance program was effective in Arizona-American’s Sun City
Water District on January 1, 2011. We have received contractor bids to complete the
work and we will be entering into contract to complete tank maintenance in the fall of
2011. The approval of the tank maintenance program in this rate case will permit the
Company continue to conduct the similar tank maintenance program in its Agua Fria

Water District, its Mohave Water District, and its Havasu Water District,

A\ IRRIGATION RATES (AGUA FRIA, MOHAVE, AND HAVASU DISTRICTS)

A RESPONSE TO MICHAEL L. ARNDT

Q. MR. ARNDT (PAGE 11 AND PAGES 35-36) ALLEGES THAT THE NEW
IRRIGATION CLASS INCREASES THE COMPANY’S REVENUE
DEFICIENCY BY $363,107. IS THIS CORRECT?

A. No. The Company’s revenue deficiency, and hence its requested increase in its revenue
requirement, is established for the whole of a district and is independent of customer
classes. However, Mr. Arndt points out that the new irrigation class does shift — via the
proposed rate design — revenue from those irrigation customers to other customers in the

district.
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Q.

DOES A POTABLE IRRIGATION CLASS EXIST IN THE CURRENT AGUA
FRIA WATER DISTRICT TARIFF?
Yes. The current Agua Fria water tariff contains a potable water irrigation rate with no

monthly basic service charge and a single tier rate for unlimited usage.

WHAT IS THE PURPOSE FOR THE PROPOSED IRRIGATION CLASS?

First, Arizona-American seeks to modify the format of the existing Agua Fria water tariff
to provide clarity to customers regarding the potable irrigation rate class and its use. In
the current Agua Fria water tariff, for example, the potable irrigation rate is simply one
line item in the general rates table with no definition as to what are the requirements for
being in the irrigation customer class or what the terms and conditions of service are for
this rate. The proposed tariff will clearly explain to the customers the availability,

applicability, special conditions, rates, terms and conditions for potable irrigation service.

Second, the Company proposes through rate design to modify the potable irrigation rate
from a single tier with no monthly basic service charge to one with a monthly basic

service charge based on meter size.

Third, although the tariffs for the districts in this rate case have existing irrigation rates,
there are few customers on those rates due to the lack of clear applicability under the
existing tariffs. Therefore, the Company proposes to define a new irrigation customer
class and, upon implementation of new rates in this case, reclassify some existing

customers into that class as applicable.

Given the emphasis today on water conservation, Arizona-American believes it is
appropriate to define and group all of its customers using potable water for irrigation
together so that we can better target water conservation programs appropriate for this

class, and over time make specific rate design changes to further encourage smart water
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VI

use. After this proposed tariff change is implemented, the Company will have identified
all of its customers using either potable or non-potable water for irrigation into four
categories. The four proposed irrigation rates are priced lowest to highest for customers
using (i) recycled water, (1i) raw untreated surface water, (iii) raw untreated non-potable
groundwater, and (iv) treated potable water, respectively, Arizona-American believes
that these stepped rate types will help send the right price signals and usage behavior to
our irrigation customers, based on the relative desirability of using different types of

water for irrigation

CORTE BELLA GOLF CLUB REQUESTS A REDUCTION IN ITS NON-
POTABLE IRRIGATION RATE. DOES THE COMPANY AGREE WITH THIS
PROPOSED REDUCTION?

No. The Company continues to support its proposed rate in the Agua Fria Water District
for the use of non-potable groundwater to irrigate the Corte Bella Golf Club. As noted
above, the Company believes that its proposed rates for each of the non-potable irrigation
classes will help send appropriate price signals and usage behavior to each type of

customer.

OTHER

IN THE AGUA FRIA WATER DISTRICT, RUCO HAS RECOMMENDED AN
ADJUSTMENT RELATING TO ONE VEHICLE USED IN THAT DISTRICT.
WHAT IS THE COMPANY’S RESPONSE?

In his testimony, RUCO witness Mr. Moore refers to the Company’s response to RUCQ
DR 5.03 in which the Company described vehicle use which included use of the vehicle
by a Company employee to commute to and from work. In that response, T explained

that “[o]ne truck is used by the operator that is on-call at the time to travel from home to
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work during normal shift and on a 24 hour on-call emergency basis.” It might be helpful
to point out that the White Tanks Plant is not manned 24 hours-per-day, 7 days-per-week.
Instead, the facility is manned 12 hours-per-day Monday through Friday, and 10 hours-
per-day on Saturday and Sunday. During times when the facility is not manned, an
operator is assigned to be “on-call” and to respond to alarms or other problems at the
White Tanks Plant after hours. This on-call operator assignment rotates among the White
Tanks Plant staff and the on-call operator is issued use of a Company vehicle during the
times he or she is on-call. This position is very important to the reliable operation of the
White Tanks Plant, and this operator provides an important service to customers,
especially in the case of an emergency. In an emergency, it is important that the operator

have a reliable vehicle to respond to operational issues at the White Tanks Plant.

Q. DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY?
Yes.
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Ian C. Crooks rebuts certain portions of the direct testimony submitted by Class of
Homeowners Associations’ witnesses Glenn A. Watkins and John Shaw regarding the Agua
Fria District and White Tanks Plant.
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1l

I

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE
NUMBER.

My name is lan C. Crooks. My business address is 2355 W. Pinnacle Peak Rd., Suite
300, Phoenix, AZ 85027; and my telephone number is 623-445-2404.

ARE YOU THE SAME IAN C. CROOKS WHO PREVIOUSLY SUBMITTED
TESTIMONY IN THIS CASE?

Yes I am.

PURPOSE OF SECOND REBUTTAL TESTIMONY

WHAT IS THE PURPOSE OF YOUR SECOND REBUTTAL TESTIMONY IN
THIS CASE?

Please see my executive summary.

RESPONSE TO DIRECT TESTIMONY OF GLENN A. WATKINS

A AGUA FRIA DISTRICT SUPPLY CAPACITY

MR. WATKINS DISCUSSES RESERVE MARGINS IN THE AGUA FRIA
DISTRICT. DO YOU AGREE WITH MR. WATKINS STATEMENTS AND
CONCLUSIONS REGARDING RESERVE MARGINS?

No. Idisagree on many fronts. First, Mr. Watkins uses the concept of Reserve Margin
when evaluating the Agua Fria District source of supply. Neither the Company nor most
other water suppliers use this concept. The Company typically uses in its planning and
engineering efforts the concepts of total capacity and firm capacity. Firm capacity takes
into account the largest well in a system being out-of-service because of failure during
operation or one or more wells in a system being out-of-service due to water quality

issues. The calculated firm capacity represents the reliable source of supply capacity
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1 available to meet demands. After subtracting maximum day demand from firm capacity,
|
2 the remaining capacity is the supply available to meet future demand, which I call
3 residual capacity.
4 Second, Mr. Watkins discusses what he calls the “Rated Capacity” and “Effective
| 5 Capacity” of the Agua Fria supply sources. While Mr. Watkins correctly recognizes the
| 6 current yield of well supplies as the Effective Capacity in his reserve margin analysis for
7 wells, he conveniently uses 20 MGD as the White Tanks Plant’s effective capacity. This
8 is incorrect. As explained many times by the Company in prior filed testimony in this rate
9 case, the White Tank Plant is permitted for a firm capacity of 13.4 MGD. As I stated in
10 my rejoinder (page 8, lines 1-6) to RUCO’s testimony:
11 As other Company witnesses have also stated in testimony, the White Tanks
12 Plant total capacity is 20 MGD and its firm capacity is 13.4 MGD. The White
13 Tanks Plant can operate at its total capacity of 20 MGD for short periods of
14 time but not on a continuous 24/7/365 basis due to maintenance, equipment
15 failure, and operational activities (backwashing, cleaning, etc.). The White
16 Tanks Plant is designed and permitted to operate reliably at its firm capacity
17 of 13.4 MGD on a continuous 24/7/365 basis.
18 Mr. Watkins’ use of 20 MGD to calculate effective capacity of the White Tanks is simply
19 wrong. The White Tanks Plant can produce 13.4 MGD of reliable capacity. This is the
20 correct value to use for his Effective Capacity. Further, Mr. Watkins fails to take into
21 consideration any wells out-of-service in his reserve margin analysis or consider any
22 operational constraints. These important omissions and the use of 20 MGD for White
23 Tanks lead to a flawed analysis and an incorrect conclusion by Mr. Watkins in his
| 24 testimony. Below I correct for the omissions and flawed assumptions in Mr. Watkins’
|
|
25 analysis to provide a better high-level representation of the Agua Fria source of supply
26 residual capacity over time. As I stated in my SCG DR 9.8 response:
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1 “Please note that this is a broad representation of the source of supplies in
2 Agua Fria district and does not take into account the particularities of each
| 3 pressure zone or water plant that reduces source of supply availability because
1 4 of water quality, groundwater withdrawal permits, and other operational
} 5 constraints.”
|
: 6 Let me provide an illustration why water quality particularities can affect firm capacity
7 (or reserve margin). At some of Arizona-American’s water plants in the Agua Fria
8 District, well outputs and their operation are dependent upon another well source for
9 “blending” to meet water quality permit standards. Blending is an accepted process in
10 which water from well(s) with a level of contamination that is above the permitted
11 standards can be mixed with water from well(s) with a level of contamination that is
12 below the permitted standards, such that the “blended water” meets the permitted
13 standards. Therefore, if the well used for “blending” is out-of-service, two or more other
14 production wells are lost. An example of this can be scen at Agua Fria Water Plant 5.
15 Let me provide an illustration why water rights particularities can affect firm capacity.
16 Certain wells in Arizona-American’s Agua Fria Water District are limited in production
17 by their ADWR annual groundwater withdrawal permits. A well could be equipped for
18 800 gpm but only run for a limited number of hours per day to stay within the permitted
19 annual withdrawal limit, therefore, the well may have an effective annualized capacity of
20 only 400 gpm. In a source of supply analysis, then, the 400 gpm must be used.
21 Examples of operational constraints include output limitations in well pumps necessary to
22 push enough water into higher pressure zones to meet demand, and system piping
23 constraints that limit the physical operational ability to move water from one end of a
24 system to the other if a well fails. These examples demonstrate that source of supply
25 analysis is not simply a math problem; there are many different operational scenarios and
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risk factors to consider in order to complete a proper and meaningful analysis for the
Agua Fria District. These scenarios and risk factors were not taken into account by Mr.
Watkins. As a result, a proper source of supply study indicates much lower reserve

margins than shown in Mr. Watkins’ testimony.

It is important in this analysis to examine the source of supply constraints facing Arizona-
American in the Agua Fria District in 2007 when the decision was made to proceed with
construction of the White Tanks Plant. Prior to proceeding with the construction of the
White Tanks Plant, the Company regularly analyzed constraints in source of supply
versus demand projections. A table of this analysis is attached as Exhibit ICC-1 to this
testimony (and provided to the parties in the response to SCG DR 10.4). Inserted below
in my testimony, I have included a summary of that analysis from November 2007
showing the expected firm residual supply capacity available in the Agua Fria District.
As shown below, the firm residual supply capacity, depending on completion of projected
new wells, ranged from -3.1 MGD to 5.2 MGD representing -12% to +19% of total
capacity, respectively. This is well below what Mr. Watkins’ stated as an acceptable

range of 20% - 40% in his testimony.

2007 AGUA FRIA RESIDUAL CAPACITY SUMMARY
MGD (% OF TOTAL CAPACITY)

2007 2008 2009 2010 2011

Residual Capacity w/o assumed new wells 2.4 (9%) 1.6 (6%) 1.0 (4%) -2.2(-8%) -3.1(-12%)

Residual Capacity w/ assumed new wells added | 3.3 (12%) 3.5(13%) 52(19%) 2.0(7%) 2.0(7%)
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Despite claims to the contrary, simply continuing to add new wells in the Agua Fria
Water District was not a viable long-term solution. The challenges were due to three
main factors: (1) difficulty in permitting new groundwater wells in areas that did not
impact existing wells in place, (2) difficulty in drilling and developing wells that had
good production capacity, and (3) difficulty in finding sources of groundwater that were
free of contaminants and would not need costly treatment. As can be seen clearly from
the source of supply outlook and the constraints of new groundwater wells, and as
described in Mr. Townsley’s testimony, the continued reliance and use of groundwater
was simply unsustainable and supported the decision in 2007 to proceed with
construction of the White Tanks Plant. However, the Company still needed to meet the
water demands of the Agua Fria District during construction of the White Tanks Plant.
Additional wells already under construction and planned for construction in the near-
term, were completed to meet existing water demands until White Tanks Plant was
operational. All the while, the Company continued to face water quality challenges with
the existing and planned groundwater wells in Agua Fria District, which continued to
make clear that continued, long-term use of wells was not sustainable. Below are a few
of the real life challenges the Company faced with the water quality of wells in the Agua

Fria District in 2007:
1. Water Plants 1, 2, 5, and 9 — arsenic treatment was required to meet water
quality standards.

2. Sarah Ann Ranch — two wells were abandoned because of fluoride levels

above water quality standards.

3. Cortessa/White Tank Foothills — arsenic treatment and blending was required

for the wells in order to meet water quality standards.
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1 4. Prasada — well 14.2 was drilled but not equipped because of nitrate levels
2 above water quality standards.
3 5. Water Plant 5 — arsenic treatment and blending of various wells was required
4 to meet water quality standards.
5 In November 2009, the White Tanks Plant became operational. Since there is an inherit
6 “lumpiness” associated with adding new capacity as compared with more linear demand
7 growth in any utility business, the White Tanks Plant added a large chunk of supply all
8 at once to the Agua Fria District. Therefore, it is to be expected that the residual
9 capacity in the Agua Fria District would increase by a relatively large amount.
10 However, this residual capacity will decline over time as demand increases. The table
11 below shows the current 2011 high-level supply summary for the Agua Fria District.
12 Again, becauée of time constraints, this is not the same level of detailed analysis
13 performed for the source of supply study in 2007; a similar in-depth study would find
14 lower residual capacity under different scenarios because of operational constraints than

15 the table below indicates.
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1 2011 SUPPLY SUMMARY!
TOTAL FIRM SUPPLY SOURCES (MGD) 43.1
2011 MAX DAY DEMAND (MGD) 243
RESIDUAL CAPACITY (MGD) 18.8
RESIDUAL CAPACITY % 43.6%
2 B AGUA FRIA CUSTOMERS SERVED BY WHITE TANKS PLANT

3 Q. MR. WATKINS STATES THAT 50% OF THE AGUA FRIA DISTRICT

4 CUSTOMERS CAN BE SERVED BY WHITE TANKS PLANT AND FUTURE
5 GROWTH WILL RELY ON WELLS TO MEET DEMANDS. IS THIS
6 CORRECT?
7 (A No. As of October 2011, Agua Fria District has 37,344 customers, of which 25,413 or
8 almost 70% are served by the White Tanks Plant. Mr. Watkins 50% statement is based
9 on assumptions and not facts as evidenced by his reference footnote on page 30 where he
10 states: “It is my understanding, that most of the infrastructure is currently in place in
11 order to interconnect and provide neighboring water purveyors with White Tanks
12 produced water.” His understanding is wrong. The exact opposite is true. The entire
13 infrastructure installed is to interconnect Arizona-American’s facilities in the Agua Fria
14 District and provide White Tanks water to Arizona-American customers. Arizona-
IS5 American currently does not provide water to neighboring water purveyors on a regular
16 basis. Any interconnects that exist to other neighboring water purveyors are used for
17 short-term or emergencies needs only. The Agua Fria District continues to become more
18 integrated over time through system extensions and optimizations. As an example, just
19 this summer (summer 2011), the Company made distribution system changes that

o ' Data per Company response to Sun City Grand Data Request 8.20, Revised 10/21/2011.
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enabled White Tanks Plant water to supply Water Plant 3 in Sun City Grand. Finally, the
areas of Agua Fria District that rely on wells for supply are effectively build-out, the
exception being the NEAF area. The vast majority of growth in the Agua Fria District

will occur in the areas supplied by White Tanks Plant water.

C VARIABLE OPERATING COSTS

Q. MR. WATKINS DISCUSSES THE VARIABLE OPERATING COSTS OF WELLS

VERSUS THE WHITE TANKS PLANT. DO YOU AGREE WITH HIS
ANALYSIS?

A. No. Mr. Watkins’ analysis and conclusion are flawed for a few reasons. First, Mr.

Watkins is comparing estimated White Tanks Plant costs with actual wells costs. Then
Mr. Watkins prorates the well unit production costs over each individual well output
while the White Tanks Plant has been in operation. This is erroneous. With the White
Tanks Plant supply available, Arizona-American minimizes operating expenses by
maximizing the use of the lower cost wells first and minimizing the use of the more
expensive wells that require treatment. Therefore, Mr. Watkins’ analysis is biased
towards lower well production costs. The proper analysis should be based on the cost of
producing water from higher cost wells that were put in standby when the White Tanks
Plant went into service, vs. the cost of water from White Tanks Plant. If as Mr. Watkins
proposed, we were to continue to drill new wells to meet system demands rather than
using the White Tanks Plant, the unit production cost (§/kgal) of any new well supplies
in-lieu of White Tanks Plant supply would also be much higher because the new wells
almost all require treatment to meet water quality standards. Considering only the wells
requiring treatment from the Mr. Watkins Schedule GAW-4, the average unit production

costs of wells 5.1, 5.2, 5.3, 9.1, 9.2, 9.3, 9.4, and AFTL 1 is $1.08kgal.
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v

The White Tanks Plant O&M expense (excluding labor) from January 2010 to September
2011 was $1,650,491, attached as Exhibit ICC-2, and the total production was 4,41 1,0912
thousand gallons (kgals), for a unit production cost of $0.37/kgal. Therefore, the White
Tanks Plant is 66% less expensive to operate per unit of production than what the

estimated costs of additional future wells would be in-lieu of the White Tanks Plant

supply.

SMALL RESIDENTIAL METER PARITY PROPOSAL

WHAT HAS LED THE COMPANY TO PROPOSE THE SMALL METER
PARITY PROGRAM IN ITS RATE DESIGN?

The Company is receiving an increase in applications from residential customers to
downsize their meters from 1-inch to 5/8 x 3/4-inch meters because there is a large
difference in the monthly base charge. The difference is a large enough incentive that
many customers are willing to incur the cost of the Company switching out their meter
for a smaller size as the monthly base charge savings quickly offsets the switching costs.
The proposed program will narrow the spread between the monthly base charges for
these two sized residential meters to de-incentivize downsizing of meters. If this
proposed program is not implemented, residential customers will continue to request
meter downsizing, incur the associated costs, and potentially experience a decrease in
water pressure and fire flow protection.

DO YOU BELIEVE THIS PROGRAM WILL PREVENT CUSTOMERS FROM
SWITCHING METERS?

Most certainly, as the difference in the monthly base fee is reduced the incentive to
switch meters is minimized, as there is less payback to the customer for downsizing

meters.

? Data per Company response to Sun City Grand Data Request 8.18.
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SUN CITY GRAND IRRIGATION METERS

PLEASE EXPLAIN HOW THE RECENTLY FOUND SUN CITY GRAND
IRRIGATION METERS WHERE DISCOVERED?

During routine meter reading, a company employee noticed a meter box in an irrigation
common area that was not included in the meter route for reading. Upon investigation, a
few more meter boxes were found that were not in meter routes. This prompted Arizona-
American to send a team of meter readers to canvas the Sun City Grand community for
more. After the search was finished, 30 meters were found that were never registered
with the Company. Neither Arizona-American nor Sun City Grand is certain how this
occurred, but likely an oversight on submitting paperwork when the meters were
originally set by the developer of Sun City Grand.

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes, however, I reserve the right to revise my testimony based on additional data and

evidence.
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EXECUTIVE SUMMARY

Thomas M. Broderick testifies that:

The three disirict total requested revenue increase is $20.8 million and the test year is the period
ending June 30, 2010.

This case includes the water districts of Agua Fria, Havasu and Mohave.

The Company has continued to make necessary capital investments to adequately provide water
and wastewater service to its customers, and it has experienced increases in its operations and
maintenance expenses since the (previous) 2007 test year for these districts. The Company is
also eligible — due to the passage of time — to include capital investments in rate base occurring
more than ten years ago pursuant to an earlier agreement with the Commission regarding
imputed regulatory contributions.

The primary increased investment and expenses in the two and one-half years since the previous
test years for these districts include:

1) Additional original cost utility plant in service totaling $74 million (3 district total),
including the White Tanks Regional Treatment Plant in the Agua Fria district;

2) Additional amortization of imputed regulatory contributions totaling $2.067 million (3
district total);

3) Additional depreciation expense associated with additional original cost utility plant
in service);

4) Increased labor and labor related expenses associated with increased activities across
many functions.

Arizona-American’s cost of capital is not less than 8.3%. The average cost of long-term debt is
5.66% and the cost of equity is 11.50%. A hypothetical equity ratio of 45.34% and a debt ratio
of 54.66% are proposed as a necessary component of financial recovery.

Arizona-American’s proposed rate case expense is $529,210.
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1 I INTRODUCTION AND QUALIFICATIONS

2 Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

| 3 NUMBER.
4 (A My name is Thomas M. Broderick. My business address is 2355 West Pinnacle Peak
5 Road, Suite 300, Phoenix, Arizona 85027, and my business phone is 623-445-2420.

6 |Q. IN WHAT CAPACITY AND BY WHOM ARE YOU EMPLOYED?

7 [A. I am employed by American Water Service Company as Dircctor, Rates & Regulation for

8 operations in Arizona, New Mexico and Hawaii. Arizona-American Water Company

9 (“Arizona-American” or the “Company”) is one of the twenty wholly-owned state utility
10 subsidiaries of American Water.

11 §Q. PLEASE DESCRIBE YOUR PRIMARY RESPONSIBILITIES FOR THE

12 COMPANY.
13 JA. I am responsible for water and wastewater rate cases and other related matters at state
14 utility commissions.

15 Q. PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE AND ‘

16 EDUCATION.

17 (A For more than 20 years before joining the Company in 2004, I held various management
18 positions in the electric-utility industry with responsibilities for regulatory and

19 government affairs, corporate economics, planning, load forecasting, finance and

20 budgeting with Arizona Public Service Company, PG&E National Energy Group and

21 Energy Services, and the United States Agency for International Development. I was

22 employed at APS for nearly 14 years as Supervisor, Regulatory Affairs, then Supervisor,

23 Forecasting, and then Manager, Planning. For PG&E National Energy Group, I was
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1

Director, Western Region-External Relations. For USAID, I was Senior Energy Advisor

to Ukraine.

I have a Masters Degree in Economics from the University of Wisconsin — Madison and

a Bachelors Degree in Economics from Arizona State University.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION?

Yes, on many occasions.

PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

Please see the executive summary of my direct testimony. My testimony requests and
supports: a) recovery of Commission authorized White Tanks Plant related deferrals; b)
the completion of imputed regulatory CIAC amortizations; c) the cost of debt; d) a
hypothetical capital structure; e) rate case expense; f) approval of a declining residential
usage adjustment; and g) a new low income program for customers of Agua Fria, Havasu

and Mohave Water Districts,

SUMMARY OF RATE CASE (ALL DISTRICTS)

WHAT IS ARIZONA-AMERICAN’S REQUESTED REVENUE REQUIREMENT
INCREASE IN THIS CASE?

This case includes the water districts of Agua Fria, Havasu and Mohave using a test year
twelve months ended June 30, 2010. Arizona-American’s requested revenue increase,
rate base and operating expenses are summarized on Exhibit TMB-1 Summary of
Schedule A-1s, B-1s and C-1s. The total requested annual revenue increase is $20.8
million or a 69.1% increase. Please note that Decision No. 71410 requires that a new rate

case for Mohave Wastewater District not be filed prior to January 1, 2011 and so this new

case complies with that requirement by excluding that district.
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Q.

WHAT ARE THE PRIMARY SPECIFIC REASONS THE COMPANY IS
REQUESTING COMMISSION APPROVAL TO INCREASE RATES AT THIS
TIME?

The Company has continued to make necessary capital investments, primarily in the new
White Tanks Regional Water Treatment Plant located in the Agua Fria district, to
adequately provide water service to its customers. [t has also experienced increases in its
operations and maintenance expenses since the (previous) 2007 test year for the districts
in this new case. The Company is also eligible — due to the passage of more time — to
eliminate imputed regulatory contributions from rate base pursuant to an earlier

agreement with the Commission.

The primary increased investment and expenses in the two and one-half years since the

previous test years for these districts include:

1) Additional original cost utility plant in service totaling $74 million (all districts),

including the White Tanks Regional Water Treatment Plant;

2) Elimination of imputed regulatory contributions which increases rate base $2.067

million and increases annual depreciation expense $0.512 million;

3) Additional depreciation expense associated with additional original cost utility plant

in service (all districts); and

4) Increased labor and labor related expenses associated with increased activities across

many functions (all districts).

WHAT ARE ARIZONA-AMERICAN’S OTHER SPECIAL REQUESTS IN THIS

RATE CASE?
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A.

Company witness Mr. Paul Townsley requests an Infrastructure System Replacement

Surcharge (“ISRS”) for the Mohave and Havasu Water Districts.

WHAT OTHER DIRECT TESTIMONY WITNESSES ARE SUPPORTING
ARIZONA-AMERICAN’S APPLICATION?
The following witnesses are providing direct testimony to support Arizona-American’s

application. Their primary topic areas are indicated in parentheses:

Mr. Paul G. Townsley (The Company’s poor financial condition and cost reduction
efforts to improve performance, the Infrastructure System Replacement Surcharge, and

Corporate Responsibility);

Mr. Joseph E. Gross (Major utility plant additions since the previous test year for each
district, including the White Tanks Regional Treatment Plant and reduced drilling of

wells attributable to White Tanks);

Mr. Ian Crooks (White Tanks O&M expenses and O&M deferral, tank maintenance

expenses for Agua Fria, and a new irrigation customer class)
Mr. Jeffrey Stuck (Tank maintenance expenses for Havasu and Mohave)

Mr. Miles H. Kiger (Various revenue and expense pro forma adjustments including a

declining usage adjustment);
Ms. Linda J. Gutowski (Various expense pro forma adjustments)
Ms. Sandra L. Murrey (Various rate base pro forma adjustments)

Dr. Bente Villadsen (Return on equity)

Mr. John F. Guastella (Depreciation study).
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1 SCHEDULES SPONSORED - BRODERICK (ALL DISTRICTS)

2 Q. WHAT SCHEDULES ARE YOU SPONSORING?
3 (A, I sponsor the A-1, A-2, A-3, D-1, D-2, D-3, D-4, E-4, E-9, F-4 and G Schedules for all

4 Districts.

5 Q. WHAT IS SCHEDULE A-1?

6 [A. Schedule A-1 displays the calculation of the increase in gross revenue requested by
7 Arizona-American for the districts in this proceeding. The increase in gross revenue
8 represents the amount necessary for Arizona-American to continue providing safe and
9 reliable service to its customers in these districts, while providing an opportunity for
10 Arizona-American to earn a reasonable rate of return on its investment in plant and
11 equipment eligible for recovery as per the Commission’s rules and procedures. The
12 increase in gross revenue requirement for each district based on an adjusted June 30,
13 2010 ended test-year is shown in the following table:
14

District  Agua Fria Havasu Mohave
Water Water Water

Revenue $17,918,540 $630,633 $2,206,937
Increase

15 Q. WHAT IS SCHEDULE A-2?

16 JA. Schedule A-2 displays a summary of results of operations since 2008.

17 Q. WHAT IS SCHEDULE A-3?
18 A, Schedule A-3 summarizes the debt and equity of the Company allocated to the operating

19 districts for 2008, 2009, and 2010 as well as projected year ending June 30, 2011.

20 Q. WHAT ARE SCHEDULES D-1 THROUGH D-4?
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i 1 A, These schedules provide the overall cost of capital and its component details — cost of
1 2 equity, cost of debt and the capital structure for Arizona-American and each district.

3 1Q. WHAT IS SCHEDULE E-4?

4 JA. Schedule E-4 provides the changes in components comprising stockholder’s equity since
5 June 30, 2007 to the end of the test year. American Water has not infused additional
6 equity since 2008.

7 Q. WHAT IS SCHEDULE E-9?

8 |[A. Schedule E-9 provides the Notes to Financial Statements.

9 1Q. WHAT IS SCHEDULE F-4?

10 jA. Schedule F-4 briefly describes assumptions used in the filing.

11 1Q. WHY HAS THE COMPANY NOT SUBMITTED G SCHEDULES?

12 |A. The Company has not prepared a new cost of service study for this case. The revenue

13 requirement increases by district have generally been allocated on a pro-rata basis to each
14 customer class / tariff for that district. Since the Company has not submitted a new cost
15 of service study, the cost of service data from the previous rate case (Docket W-01303A-
16 08-0227) is available to compare to rate design proposals other parties may later submit
17 in this case.

18 0. IS ARIZONA-AMERICAN WILLING TO USE ITS ORIGINAL COST RATE
19 BASE AS ITS FAIR VALUE RATE BASE IN THIS PROCEEDING?
| 20 [A. Yes.

‘ : 21 IV COST OF CAPITAL (ALL DISTRICTS)

22 1Q. WHAT IS THE REQUESTED COST OF CAPITAL?
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I A Arizona-American’s cost of capital is not less than 8.3%. This amount is calculated in
2 the D Schedules, which I sponsor.

3 1Q. WHAT IS THE AMOUNT AND COST OF DEBT?

[ 4 A, Schedule D-2 displays an average cost of long-term debt of 5.66%.

5 1Q. HAVE THERE BEEN ANY RECENT DEBT ISSUANCES?

6 [A. Yes. In Decision No. 71630, the Commission authorized the Company to refinance
7 $10.635 million, which it did earlier in 2010 at an interest rate adjusted for issuance costs
8 of 5.45%.

9 Q. WHY SHOULD A COMMISSION IMPOSED CEILING OF 6.5% ON ANOTHER

10 $10 MILLION NOTE BE SLIGHTLY INCREASED? l
11 A It would be fair to do so. In 2007, the Company issued a $10 million note maturing in

12 2037 with an actual interest rate on this note of 6.593%. This interest rate slightly

13 exceeds the maximum interest rate the Commission approved for this rate of 6.5. The

14 Company requests the Commission allow an increase in the maximum interest rate of

15 0.093% for this note. Given the Company’s poor financial condition, it cannot continue

16 to absorb even this slight difference in interest expense which totals $9,300 annually.

17 Q. PREVIOUSLY, THE COMMISSION REFLECTED ANY UNPAID AMOUNTS

18 FOR THE PHOENIX INTERCONNECT AS INTEREST FREE DEBT, BUT
19 WILL THERE BY ANY UNPAID AMOUNTS AT THE TIME THIS CASE
20 CONCLUDES?

21 {A. No. A final payment of $1 million is due October 2011 for the Phoenix Interconnect and

22 thus there will not be any interest free debt any longer to reflect in the Company’s cost of
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I debt. This is a known and measurable future payment to occur before new rates will be
2 established in this case.

J 3 1Q. WHAT IS THE REQUESTED CAPITAL STRUCTURE?

4 |A. The Company requests a hypothetical capital structure of 54.66% debt and 45.34% equity

5 based on the Company’s test year end actual long-term debt and equity balances. A
6 hypothetical capital structure would support the Company’s efforts to reduce the large
7 amount of short-term debt which has built up over the past few years.

g8 Q. ISN'T THIS JUST A NEW WAY TO EXCLUDE SHORT-TERM DEBT FROM

9 THE CAPITAL STRUCTURE (WHICH THE COMMISSION HAS REJECTED

10 IN SEVERAL RECENT CASES)?
11 JA. No. As a result of the recent construction of White Tanks, the Company has accumulated
12 a very large amount of short-term debt ($71.7 million at test year end), fortunately, at a
13 very low current interest rate. However, it would be inappropriate for the Commission to
14 reflect this large amount of short-term debt in new rates because the Company will be
15 refinancing this short-term debt in the near term with much more costly long-term debt.
16 But if the Commission were alternatively to incorporate this short-term debt (at such a
17 low interest rate) into the cost of capital for rate-making purposes, the Company would
18 not likely refinance this debt to long-term because the resultant increase in interest

| 19 expense of doing so would be prohibitive as compared to what would have been built into
20 rates. For example, if the Company refinanced its $71.7 million of short-term debt into
21 long-term debt at a current rate of 5.45%, the approximate 500 basis point increase would
22 increase annual interest expense by $3.585 million. The Company simply cannot absorb
23 such a large interest expense increase temporarily not recovered in rates so the debt
24 would very likely remain short-term and exposed to future fluctuations in short-term debt

25 interest rates.
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Q. WHAT WOULD HAPPEN IF MARKET INTEREST RATES INCREASED
BEFORE THE SHORT-TERM DEBT IS REFINANCED?

A. The Company would face the full effect of an increase in interest rates since it would not
yet have converted that short-term debt into a long-term facility. And even though this
would have a more negative effect than the example given above, it would be a legitimate
increase in interest expense for ratemaking purposes. In other words, our customers are
also better protected by having the outstanding short-term debt refinanced sooner rather
than later.

Q. IS THERE ANY EVIDENCE THAT THE COMPANY INTENDS TO
REFINANCE ANY OF THIS SHORT-TERM DEBT SOON?

A. Yes. An application for new long-term debt will shortly be submitted for Commission
approval. This application will likely be complete long before this case even comes to
hearing.

Q. WHAT IS THE ESTIMATED COST OF EQUITY?

A. The estimated cost of equity of 11.50%. Dr. Bente Villadsen’s Direct Testimony on
behalf of the Company supports this cost of equity as fair and reasonable.

Q. WHY ARE ARIZONA-AMERICAN’S RETAINED EARNINGS, A COMPONENT
OF EQUITY, NEGATIVE?

A. Arizona-American has been unprofitable for many years and retained earnings were a

negative ($30,778,549) at the end of the June 30, 2010 test year. Arizona-American’s
negative retained earnings reflect the cumulative result of net income losses every year

since 2003 following American Water’s acquisition of the properties from Citizens.
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\%
Q.

V1

RATE CASE EXPENSE (ALL DISTRICTS)

WHAT IS ARIZONA-AMERICAN’S PROPOSED RATE CASE EXPENSE FOR
THIS PROCEEDING?
Exhibit TMB-2 Rate Case Expense displays by cost component proposed rate case

expense of $529,210. This amount is slightly lower than rate case expense in pending

Docket No. 09-0343.

Ms. Gutowski sponsors Schedule C-2 income statement adjustment LJG-10, which relies
on a four-factor allocation of the proposed rate case expense to each district amortized

!
over three years.

DECLINING RESIDENTIAL USAGE ADJUSTMENT (ALL DISTRICTS)

WHY IS THE COMPANY REDUCING THE ADJUSTED TEST YEAR USAGE
FOR RESIDENTIAL CUSTOMERS AND THUS REDUCING ADJUSTED TEST
YEAR REVENUES?

Since the Company has been experiencing a sustained trend of declining residential usage
for a number of years, the Company is unable to collect its Commission authorized
revenues, and therefore, an adjustment to actual test year usage is necessary and fair.
Company witness Miles H. Kiger sponsors the details of such a declining usage
adjustment in Adjustment MHK-5. For example, in the Mohave Water District,
residential water sales in the current test year ending June 30, 2010 are 14 percent lower

than in the prior test year ending December 31, 2007.

' Adjustment LJG-10 displays rate case expense or $646,170 which includes Paradise Valley’s allocation, but that
district has not been included with this case. Therefore, what remains in this case is the three-district allocation of
that total or $529,210.
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Q.

IS IT NECESSARY TO KNOW PRECISELY WHAT IS CAUSING
RESIDENTIAL USAGE TO DECLINE IN ORDER FOR THE COMMISSION TO
ACCEPT THIS ADJUSTMENT?

No, but we believe that it is associated with the Commission’s increasing efforts in
support of water conservation. These successful efforts take a number of forms,
including the increasing block tariff structure and best management practices (“BMPs”).
The last time [ verified with my peers (approximately one year ago), only American
Water’s systems in Arizona and parts of California had increasing rate block structures,
In addition, the Commission is causing the establishment of ever more BMPs for
companies such as Arizona—American. The analysis of Miles H. Kiger clearly

documents a sustained trend of decline in residential usage that is likely to continue.

IS THERE ANOTHER METHOD FOR ADDRESSING DECLINING USAGE?
Yes, decoupling revenues from sales is another method. However, it is the Company’s
sense that the Commission may not be ready yet to consider decoupling of water
revenues and sales until it has completed its evaluation of decoupling as applied to the

state’s electric utilities.

WHAT MIGHT THE COMPANY DO IF THE PARTIES IN THE CASE -
ESPECIALLY STAFF - OPPOSE THIS ADJUSTMENT?

I certainly do not want to pre-judge or cast this issue in a negative light from the outset,
but the Company must begin to address this issue as it is causing a serious on-going
under-collection of revenue which is exacerbated by virtue of there being no customer
growth to provide any increased revenue at this time. [ would expect the Company
would examine whether it can continue to support increasing block rate structures and

whether it can continue to have such a large amount of revenue assigned for recovery in

the commodity portion of tariffs as opposed to the monthly minimum charge. Also,
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vl

continuing our strong support for some conservation BMPs might also have to be
examined. We will be reviewing very carefully the positions of the parties in this case,
and, if necessary, the Company may make a mid-case update in its rate design and BMP
proposals. 1 think the basic issue that needs to be addressed is whether the Commission
will establish a consistent policy regarding water conservation in light of the fact that
significant conservation is now occurring throughout the Company’s service territory and
our revenue is eroding such that the Company no longer has the opportunity to earn its
authorized revenues. The Commission is very familiar with this topic as it applies to
electric companies and the Commission is considering decoupling mechanisms for them.
However, this issue is also now ripe for extending the Commission’s water conservation

policy to address it.

ELIMINATION OF IMPUTED REGULATORY CONTRIBUTIONS (ALL

DISTRICTS)
ARE IMPUTED REGULATORY CONTRIBUTIONS FULLY AMORTIZED BY

THE TIME NEW RATES ARE EFFECTIVE IN THIS CASE?

Yes, and, therefore, there are no rate base and amortization expense adjustments
associated with imputed regulatory contributions in this new case. Commission Staff and
the Company agreed to, and the Commission long ago authorized, a ten-year timetable
for amortizing imputed regulatory contributions which ends January 14, 2012. The

amounts are entirely known and measurable as per the Comnmission timetable.

DID THE COMMISSION IN AN EARLIER DECISION ELIMINATE IMPUTED
REGULATORY ADVANCES FROM RATES BASED ON THEIR EXPIRATION
DATE OCCURRING BEFORE THE DATE WHEN NEW RATES WOULD BE

EFFECTIVE?




S O W NN N B

11
12
13
14
15

16
17
18

19
20
21
2
23
24
25

Arizona-American Water Company

Direct Testimony of Thomas M. Broderick
Docket Nos. W-01303A-10-

Page 13 of 22

A.

VIl

Yes. In Decision No. 71410, the Commission approved the elimination of imputed
regulatory advances in recognition that the timetable for amortizing the regulatory
advances expired before new rates went into effect (Page 32, line 15 thru Page 33, line
10). RUCO supported the Company’s requested rate treatment. Staff opposed the
requested rate treatment based on the matching principle, but the Company noted that this
was the first instance the Commission considered the issue when the timetable expired
before new rates went into effect. The Commission sided with the Company and RUCO.
In this new case, we face the exact same fact situation as regards imputed regulatory
contributions.

IN ORDER TO UNDERSTAND THE MAGNITUDE OF AMORTIZATION FOR
THE REMAINING PERIOD AFTER THE END OF THE TEST YEAR, WHAT
ARE THE UNAMORTIZED IMPUTED REGULATORY CIAC BALANCES BY
DISTRICT AS OF THE END OF THE TEST YEAR?

As of June 30, 2010, the minor remaining unamortized imputed regulatory CIAC

balances were:

Agua Fria $303,605
Havasu $43.210
Mohave $440,779

WHITE TANKS PLANT DEFERRALS (AGUA FRIA)

COMMISSION DECISION NOS. 71410 AND 69914 AUTHORIZED VARIOUS
WHITE TANKS PLANT DEFERRALS AND ASSOCIATED TERMS AND
CONDITIONS. IS RECOVERY OF WHITE TANKS PLANT DEFERRALS
PROPOSED IN THIS CASE?

Yes. Rate Base Adjustment TMB-2 and a component of Operating Expense Adjustment

SLM-1 seek the recovery in rates of the authorized post in service AFUDC and
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depreciation expense deferrals. Company witness Mr. lan Crooks discusses and sponsors
another Operating Expense adjustment which seeks the recovery of the Commission-
authorized White Tanks O&M deferral also reflected in Operating Expense Adjustment
SLM-1.

Q. WHY IS THE COMPANY REQUESTING RECOVERY OF AUTHORIZED
PLANT DEFERRALS THROUGH NOVEMBER 2011 INSTEAD OF THE TEST
YEAR ENDED JUNE 2010?

A. Exhibit TMB-3 calculates and displays by month the components of the White Tanks
Plant deferrals since the deferrals commenced beginning with the in-service date of the
White Tanks Plant on November 30, 2009. As displayed in Exhibit TMB-2 and in Rate
Base Adjustment TMB-2, the Company has included $1 1,248,728 in authorized
deferrals (before being offset by one year’s accumulated amortization of $381,332) in
rate base and has included $381,332 in annual amortization expense to recover the
authorized deferrals based on their November 30, 2011 balance. The amortization is
based on a depreciation rate of 3.39%. The calculated deferrals include accumulated
deferred depreciation and accumulated deferred post-in-service AFUDC and have been
offset by accumulated hook-up fees. Exhibit TMB-3 also displays the deferrals for

periods beyond November 2011, only for informational purposes at this time.

The date of November 30, 2011 is used because that is the date the Company is
estimating this rate case will conclude. In other words, new rates are expected to be
effective December 1, 2011. Later in the case, the net deferrals can be updated based on
subsequent actual data and updated case timelines. If, on the other hand, the deferral

balance as of June 30, 2010, was used, then there would be White Tanks Plant deferrals

2 Equals $14,480,044 in deferrals reduced by $3,231,316 in accumulated hook-up fees.
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| l 1 remaining at the conclusion of this case to be addressed in the next Agua Fria water
2 district rate case, with posf in-service AFUDC continuing to be calculated on the
3 deferrals during the interim. For a variety of reasons, the Company believes the
4 preferable path is to address the deferrals in their entirety in this case.

5 1Q. ARE THESE NET DEFERRALS KNOWN AND MEASURABLE AT

6 NOVEMBER 2011?

7 1A Yes. The calculation of the deferrals depend on the following known and measurable

8 items: 1) White Tanks original cost actual UPIS; 2) depreciation rates approved in

9 Decision No. 71410; 3) cost of capital approved in Decision No. 71410 for post in-
10 service AFUDC rates; and 4) actual White Tanks hook-up fees to-date. Therefore, the
11 only forecasted component is future White Tanks hook-up fees which reduce the
12 deferrals. Although the Company can accept the use of actual White Tanks hook-up fees
13 as of the end of the test year, it would be appropriate in this instance to likewise reach to
14 November 2011 for White Tanks hook-up fees because this will further reduce the
15 deferrals to the benefit of customers. And by the time that final schedules are submitted
16 in this case, additional actual data reaching into late 2011 will be available regarding
17 actual White Tanks hook-up fees for a last update to the deferrals.

18 Q. WHAT IS THE ESTIMATED DEFERRAL BALANCE AT JUNE 30, 2012 AND
19 AT DECEMBER 31, 2012?

20 JA. Exhibit TMB-3 displays a balance at June 30, 2012 of $15,033,075 and at December 31,
21 2012 of $18,351,539, as compared to the amount requested of $11,248,728 at November

| 22 30,2011, It will be important to conclude this case on time in order to avoid having the

23 deferrals grow substantially.
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Q.

WHAT LANGUAGE IN DECISION NO. 69914 AUTHORIZED POST-IN-
SERVICE AFUDC DEFERRAL AND THE RELATED TERMS AND
CONDITIONS?

Decision No. 69914 (page 28, line 23 thru Page 29, line 1) orders as follows:

IT IS FURTHER ORDERED that Arizona-Amecrican Water

Company’s request for authorization to record post-in-service

allowance for funds used during construction on the excess of the

construction cost of the White Tanks Project (including

development, site acquisition, design, company labor, overhead

and allowance for funds used during construction) over directly

related hook-up fees collected through December 31, 2015, or the

date that rates become effective subsequent to a rate case that

includes 80 percent (based on estimated cost) of the White Tanks

Project in rate base, whichever comes first, shall be, and hereby is,

approved.
DOES THE COMPANY’S PROPOSAL TO RECOVER WHITE TANKS PLANT
POST-IN-SERVICE AFUDC RELATED DEFERRALS CONFORM TO THE
ORDERING LANGUAGE?
Yes. Under the Company’s proposal, there would not be any new post-in-service
AFUDC deferrals for White Tanks after new rates are effective in this case. The
deferrals existing as of the effective date would be placed in rate base and begin
amortizing over the life of the plant. And while, of course, the Company can accept

recovery of these deferrals more quickly than over the life of the plant (25.89 years),

doing so would result in higher rates in the near term than requested by the Company.

IS THE COMPANY REQUESTING MORE THAN 80 PERCENT OF WHITE
TANKS BE INCLUDED IN RATE BASE?

Yes, we are requesting that 100% of the test year end balance of White Tanks Plant be

placed in rate base upon conclusion of this case.
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Q.

WHAT LANGUAGE IN DECISION NO. 69914 AUTHORIZED THE DEFERRAL
OF WHITE TANKS PLANT DEPRECIATION?
Decision No. 69914 (page 29, lines 2-6) orders:

IT IS FURTHER ORDERED that Arizona-American Water
Company’s request for authority to defer post in-service
depreciation expense in excess of the associated amortization of
contributions approved in the previous Ordering Paragraph, and to
propose, as part of its 2008 Agua Fria Water District rate case
filing, specific accounting entries to meet this objective, shall be,
an is hereby, approved.

DID THE MOST RECENT AGUA FRIA WATER DISTRICT RATE CASE
DECISION (DECISION NO. 71410) APPROVE THE SPECIFIC ACCOUNTING
ENTRIES REFERRED TO IN THE ABOVE ORDERING PARAGRAPH?

Yes. Decision No. 71410 (page 17, line 8 thru Page 19, line 16) approved a specific
series of sequential accounting entries which address not only offsetting deferred
depreciation expense, but also offsetting deferred post-in-service AFUDC, and lastly
offsetting White Tanks Plant balance with White Tanks hook-up fees treated as CIAC.

The development of Exhibit TMB-3 conforms to the approved accounting procedures.

WHAT WAS THE ACCUMULATED BALANCE OF WHITE TANKS HOOK-UP
FEES AS OF THE IN-SERVICE DATE OF WHITE TANKS ON NOVEMBER 30,
20097

As shown in Exhibit TMB-3, the accumulated balance of White Tanks Plant hook-up fees
was $2,139,903 at November 30, 2009. In direct testimony I submitted June 20, 2008,
the Company estimated the White Tanks Plant would be in-service April 2010 and that
accumulated hook-up fees on that date would be $4,382,647 in Docket No. W-01303A-
08-0227. Therefore, the White Tanks Plant was placed in-service five months earlier

than estimated at that time, and, due to Arizona’s poor real estate economy, White Tanks

Plant hook-up fees have accumulated at about one-half of the earlier expectation. And
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while things have not gone entirely as planned, the Company is very appreciative of the
Commission’s prior support of the White Tanks Plant as evidenced by its prior approval
of specific hook-up fees, deferrals and the specific methods of accounting tor hook-up

fees.

Q. BY HOW MUCH DID ACCUMULATED WHITE TANKS HOOK-UP FEES
OFFSET PRE-IN-SERVICE AFUDC?

A. Since the Commission also authorized that the accumulated White Tanks hook-up fees
during construction not be treated as CIAC associated with White Tanks Plant CWIP in
the most recent Agua Fria Water District rate case, the pre-in-service White Tanks
AFUDC was reduced by $93,966 as of November 30, 2009. That reduction has been
reflected in the White Tanks Plant original cost UPIS displayed in column (a) of Exhibit
TMB-3.

Q. BY HOW MUCH DID AMORTIZATION OF WHITE TANKS HOOK-UP FEES
OFFSET (OTHERWISE) DEFERRED POST-IN-SERVICE AFUDC?

A. As of August 2010, a total of $1,401,696 in post-in-service AFUDC debt had been offset
by amortization of White Tanks hook-up fees. This can be determined in Exhibit TMB-3
by examining column (¢) from December 2009 thru June 2010 and by adding the new
hook-up fees for July and August 2010. Please note that post-in-service AFUDC equity
was not offset by amortization of hook-up fees on our books as that was not allowed

under GAAP.

Q. BY HOW MUCH DID AMORTIZATION OF WHITE TANKS HOOK-UP FEES
OFFSET (OTHERWISE) DEFERRED DEPRECIATION?
A. As of August 2010, a total of $1,072,957 in otherwise deferrable White Tanks Plant

depreciation was offset by amortization of hook-up fees.
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1 Q. WHAT HAPPENED IN JUNE 2010?
2 A In June 2010, the entire balance of White Tanks Plant hook-up fees was fully amortized.

3 This can be seen in Exhibit TMB-3 column (i) for June 2010.

4 1Q. FROM EXHIBIT TMB-3, IT DOES NOT APPEAR THAT ANY HOOK-UP FEES

5 WERE AMORTIZED IN NOVEMBER 2009. IS THAT CORRECT?

6 |JA. Yes. Since White Tanks was placed in-service on November 30, no depreciation expense

7 was recognized that month and since AFUDC was based on a mid-month convention, our

8 accountants concluded that November’s post-in-service AFUDC was not eligible for

9 offsetting by hook-up fees since it would require reaching to a period technically prior to
10 the in-service date.

11 }Q. WHY HAS THERE NOT BEEN ANY WHITE TANKS PLANT BALANCE

12 OFFEST BY CIAC ASSOCIATED WITH THE HOOK-UP FEES?

13 1A, The reason is that there were no remaining incremental hook-up fees to apply as CIAC to
14 the plant in any month to-date. The Commission approved accounting treatment

15 (Decision No. 71410, Page 18, lines 1-2) states:

16 Third, each month the remaining incremental WHU-1 funds, if any, will

17 be applied as a contribution to the White Tanks Plant.

18 And as can be seen in Exhibit TMB-3, there has not been any month to-date where any
19 remaining incremental hook-up fees existed. This can be determined from an

20 examination of column (h) as compared to columns (b) and (¢). We anticipate this

21 situation to continue for the foreseeable future.




Lol BN N @

10
11
12
13
14
15
16
17
18
19
20
21
22

Arizona-American Water Company

Direct Testimony of Thomas M. Broderick
Docket Nos. W-01303A-10-

Page 20 of 22

Q.

DECISION NO. 69914 RESERVES “COMPLETE AUTHORITY” TO THE
COMMISSION AS REGARDS TREATMENT OF ANY PROCEEDS FROM THE
SALE OF WHITE TANKS TO A THIRD PARTY. DID THE COMPANY
ENGAGE IN ANY SUCH SALE?

No.

DECISION NO., 71410 ALSO AUTHORIZED A DEFERRAL OF WHITE TANKS
RELATED O&M. ARE YOU SPONSORING THAT RECOVERY?
No. That very important topic is being addressed by Company witness Mr. Ian C. Crooks

as he is responsible for the White Tank Plant’s O&M expenses.

DECISION NO. 71410 (PAGE 73, LINES 5-6) INDICATES THE COMPANY
SHOULD ADDRESS THE NEED TO CONTINUE THE ACCOUNTING
PROCEDURES USED TO APPLY WHITE TANKS PLANT HOOK-UP FEES TO
VARIOUS DEFERRALS. IS THERE A NECESSITY TO CONTINUE?

Since the Company proposes that all deferrals cease accumulating upon the effective date
of new rates and that the outstanding balances of all White Tanks Plant deferrals be
placed in permanent rates at that time, there would not be a need to continue the special
accounting procedures for applying hook-up fee proceeds. Rather, the hook-up fees
could resume being applied as CIAC as is their normal treatment. However, if the
Commission determines a different treatment than requested by the Company such that
there remain White Tanks Plant deferrals not in permanent rates upon conclusion of this
case, then it would be necessary to continue the existing special accounting procedures

which enable hook-up fees to recover post in service AFUDC debt and deferred

depreciation before being applied as CIAC.
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IX
Q.

LOW-INCOME PROGRAM (ALL DISTRICTS)

DOES THE COMPANY PRESENTLY HAVE LOW INCOME PROGRAMS IN
EFFECT IN ANY OF THE DISTRICTS IN THIS NEW CASE?

No, we only have an existing low income program in the Sun City Water District.

ARE THE NEW LOW INCOME PROGRAMS YOU ARE PROPOSING IN THIS
CASE MODELED ON THE EXISTING SUN CITY PROGRAM?

Yes. For these districts and based on Sun City, I propose a 50% discount in the monthly
minimum charge for residential 5/8 and 3/4 inch meter customers at the following
maximum customer thresholds per district: 1,000 customers each for Mohave and Agua
Fria and 100 customers for Havasu.> As regards eligibility for the many thousands of
residential customers residing in multi-housing settings — mostly mobile homes in
Mohave and Havasu — we will work to identify a social agency that can provide low
income credits to qualifying residents that are not our direct customers. We only recently
selected the Sun City Taxpayer Association to provide low income credits to condo
dwellers in that community, so we will need to identify a similar entity in these other

communities in order to provide low income credits to multi-housing residents.

WHAT WILL BE THE PROCESS TO ENROLL?

It will be the same process as Sun City. Residential customers merely need to complete
an application and provide it to the Company for processing. That’s it. In order to save
administrative costs of the program, the Company did not engage an (expensive)
administrator. We do not verify income but rather ask for a self-declaration that the
applicant’s income is lower than the thresholds in the application. As we have noted in

the past, in spite of the ease of enrollment, to-date we have only about 400 customers

* Sun City has a 1,000 customer maximum participation rate.
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1 enrolled in Sun City out of a ceiling of 1,000 eligible so we have no reason to believe
2 ineligible customers will be signing up for the program.

3 1Q. DID YOU INCLUDE THE LOW INCOME PROGRAM IN THE PROPOSED

4 RATE DESIGN IN THE H SCHEDULES?

5 [A. Not yet, as we wanted to get a reaction from the parties. We have spoken to Staff on a

6 number of occasions this year about this program. [ also spoke recently with elected

7 officials in Bullhead City and they are strongly behind a low income program for their

8 community.

9 At any rate, the cost of the program is only about 5 cents per thousand gallons of water
10 for the last rate block of residential customers in these districts. It will not be difficult to ‘r
11 update the H Schedules later in the case to create a low income tariff as well as to ‘
12 increase the last block rate for all other residential customers at the maximum customer
13 eligibility threshold. And just as with Sun City, we propose that a balancing account be
14 established so that any funding excesses or shortfalls remain within the program to
15 rectify.

16 X COMPLIANCE

17 1Q. AS IN PRIOR CASES, HAS THE COMPANY REMOVED FROM THE CASE

18 THE PREMIUM IT PAID TO ACQUIRE ASSETS FROM CITIZENS?
19 1A Yes. Schedule B-2 rate base adjustment TMB-1 removes the remaining unamortized
20 amount of this acquisition premium.

21 Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY IN THIS CASE?

| 2 A, Yes.




%08 %0€'8 %0€'8 %ET'9 uinjay jo ey pannbay 8z
2
T4
€86l GL9'L 66'9¢ L6Y'YS SIBWOISNY PazIenuuy JO JBQUINN pug JesA ¢
£2
%0'¥ %L 0- %E6Z- %EE - 30y Wwaun) pajsnipy Jeapjsal 22
¥4
%0'GP %86 %L'GL %169 9sedIoU| djey Jusdiad 07
61
092'¥06 v$ 990'992'1$ 609'698'€Z$ GEB'GED'0ES anuaAly ajey Wasald paisnipy 1eap1s8L gL
il
1£6°902°2 $ ££9°'0€9 $ ors'sLelL $ LLL9S2°'02 $ juswasnnbay 9y
ONUIADY SSOIS Ul aseasdu] Gl
ri
7699'L ZLi9L LL99'L 72991 JOJOB 4 UOISIBAUOD BNUBASY SSOJD €}
4!
yoL'zee'L $ 198228 $ gie'/gL'oL ¢ 8€8'08¥'C} $ fousie@ swoou) Bunessdo 1L
0L
%0€'8 %0€'8 %0¢'8 %0€'8 uimey jo sjey painbay 6
8
756'8¢6 $ ¥Z1'00¢ $ 968'0ZL'L1L $ £/6'65€'CL 3 awoou| BugeiadQ painbay 2
9
%6¢°¢- %L 2- %GZ 0 %60 0" wnay Jo aley jusund g
4
(Li2'c8e) $ (eg2'22) $ £8s'cee g (gog'azl) $ awoou| BunesedQ palsnipy ¢
rA
089'ZLE'LL g G66'GL9'C $ 002'986'€EL  $ 9£€'616'87L $ aseg 8jey 1509 [eulblo |
Jolepn FEICIYY Jolep spmsigq "ON
SAEYOW nseAeH el 4 enby 19)epA jRIOL auny

$,1-Y 9{NPAYdS Jo Aewwng

juswaiinbay anusAdYy S$SOIL) Ul asealdu] Jo uonenduwion
¢ jo | abed 0102 ‘0¢ aunf papug JesA 3so)
L-giNl Nqiyx3 Auedwo) 19Jep\ URSLISWY BUOZLY




089°21E'L ) GS6'GLO'E $ 00/'986'€SL  $ 969'209'2E1 S
0 0 0 0
GGR'L0¥ 15v'501 £L0'251°) 0L¥'2ST'L
166'89 859'c0l £z8'82L vl |8¥'Ze8'Y1
0 0 0 0
0 0 0
0 0 0 0
(gve'sel) (6LL'EL) (a/8'¢1€) (565'42¢)
ze6'c (8¢) G¥G'9 106'9
, 0 0 0 0
0 0 0 0
680°1€S zeL'gee’) 086'00E'sY LLL'BES vV
m L15'691'9 9/8'6/%'2 $ civesl’izl $ 062'692'¥ZL $
810'10¥' L1 Z60'L04°2 $ $26'768'282 $ 210'000'062 $
8665671 228'200'C v/9'6.8'vE 962'288'9¢
966'0£€'2E ¥16'601'6 $ 66€'TLLLLE $ £le'zeg’oze $
181N Jajepn JOJeAN S)oMISIg
aABUOWN nseAeH el enby Jajepn |B10)
€40 Z sbed

L-BWL Hayx3

aseq ajey |ejop Lz

awysnlpy uolisinboy Jueld AN 62
[epden BUBLIOAA 10} BOUBMO[IY vz
sjgaq pausieg €C

sabieyn ZZ

Q0UBUI4 pPazZioWeRUN 1z

BAd oz

S}pai) Xe} JUBLUISaAU| 61

S}IpaI) R SAXB| SWO0oU| pausla( QL
susoda(] Jajapy JLoIsSnD 4
suonnguuo) Aiojejnbay pandw) 9l
sooueApy Auoieinbay painduw) Gl

uoREZIUOWE JO JON - UOINISUO)D L
JO Py Ul sUCHNQLILOD £l
uonoNJIsSuo) rA
10 piy Ul $80UBADY Li
SS9 oL
6
aoIueg Ut jue|d AN 1oN 8
L
co_«m_omk_awﬁ_ PaleINUNDYY [$Sa7 e}
1O8UU0IBU| XYd JO UOHBZIHOWY SS87 [«
¥
UO01]03UU0DIB)U XIUB0oUd ¢
20195 Ul Jueld AN $S0ID Z
4

o

sun

s,1-g 8|npayss Jo Alrwwing

aseg ajey an|eA Jied jo Aewwng
0102 ‘0¢ dunr papuz Jeap 1S9
Auedwo9 19JepA UBILIBWY RUOZUY




(1p0'992) ¢ (zos's6l)  § (opg'926'c) $ (zvr'cev'v) $ {sso7)woidIaN ¢
{ocgzge) ¢ (go99'8il)  §  (ger09gy) § {(gg0'6/8Y) & SUO[JONPaQ g aWodU| JaYI0 [J0L ¢
- - - - $19sSY paxid Jo ajeg ssoues £c
89Z'¢c¢ ze6'9 YeT'0ZL 99L'/2) ssuadx3 Jayi0 A
Z96'6¢ €eL'L1L 681 °0vLY 726'L5T'Y osuadx3 158i91U) X
- - - - SUORONP3(] ¥ AWODU| JBUID o¢
sUOIINPa( » SWOodU] JBYI0 62
(LLZ'egs) & (4g2'22) 8 £96'¢EE  $ ope'asz  $ awoauy Bupesado NN 8z
LY 182'S § OLErE’lL 3 9z0'2¢s'e $ 62€'628'vZ $ sasuadxg Bunesadp 18101 ;2
oz
(2y9'09p) (e6L'8L1) {(o6'z6ED) (862'115'2) $8XE| BWOooU| T4
561'¢ £v0'eZ ¥0'60Z 180'2€2 JaylQ-sexe] [eiousn vz
YE8'GLL 1660y £19'898 0.9'626 soxe) Auedolg-sexe] |e/BUBY 4
9/1'260°L v2LL52 £86'661 0} L0€'1SP'0L uoijeziuowy p uonewaidaq 2z
L19'pSe Z8S'v6 725159 vOL'9v. asuadx3 souBuBIUIBI 12
26/'GSp 00s'.€L L10'zro’) 116'621°) SNOBUE|IB0SIN 0C
LB]'ECL €692 Z0C'E61 G62'612 ssuadx3 s0yjO |BsBURD 6l
zee'e €012 9¢/'86 8£8'G0L sjusy 8l
Z00°06 Leg'gl 189'82¢ 816 L¥E Bununosoy Jswoisny Lt
96065 Let'LL 121’661 209042 dnoio ueyy Jeyio edoueINSUY| oL
¥16'6¢ 859'L Ze8'zeL L6Y 0Pt ssuadx3y Acieinbey Gt
Z5Z v6L £¥6'29 0.2'6£S €12'209 suoisuad vl
Zor'e8e 8ZL'19 Z8Y'169 019'85. aoueInsu| dnais €L
£08'p08 8/0'Z61 6OV LEE'ES 18V'€25'S sea4 juswobeuepy zL
- - 0¥5'6 0rS'6 |esodsiQ 9)Sepm L
LIE0L ¥0Z's6 8/8'188 780'216 sfeolway) oL
£96'229 YeZ 1L 280181 9LE'LEET Jamod B land 6
LOE'BL - LEP'628'L LEV'6T8'L 181eM paseydind 8
L6L'€0Z'L 960782 89£'805'C yer'zelLz  $ Joge .
sosuadx3 Bujjesadp 9
092'¥06'y § 990'992'L $ 609'698'€Z $ GJ9'LEL'ST $ snuaAdy (B0 G
v
96/'L11 LZL'9L oYY’ L $£9'092'} sonuaAdY Jayl0 £
par'ozLv $ S68'6¥2'L ¢ rLzeze $ Zv0'L28'€T $ sanuansy 121 z
SANUDADY L
FENCTTY FEICTYY J19JepA s3oMIsIa ON
SABYOWN 3wN>NI el m3m< JOJEM [0 L aun

S1-9 9iNPaYdS Jo Alewiung

JUSLLIA}R]S BLLIOIU] JBDA 1591 pPasnipy

g jo ¢ sbed 010Z ‘0¢ 2uUNf papu3y Jea) 1sa)
¢-gINL Naqiyx3y Auedwon JOJEAA UBDILIBWY BUOZLIY




ARIZONA AMERICAN WATER COMPANY EXHIBIT TMB - 2
Docket No. W-01303A-10-____ Page 1 of 1
Rate Case Expense

Lewis & Roca - Legal Representation $ 286,648
Cost of Equity Study & Testimony $ 40,950
Depreciation Study $ 40,950
Shared Services Labor - Rates Direct Charge for Case Support $ 61425

Required Public Notices :

-Required Initial Public Notice Letter (69,362 customers) $ 31,601

-Required Newspaper Publish of Initial Public Notice $ 8,190

-Required Newspaper Publish ACC Public Comment Meetings $ 8,190
Company Sponsored Community Meetings on the Rate Case

-Meeting facility rental fees $ 8,190

-Postcard invitation to meetings $ 31,601

-Newspaper publish meetings 3 3,276
Case Production:

-External duplicating costs, binders, tabs, etc $ 8,190

$ 529,210
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EXECUTIVE SUMMARY

Thomas M. Broderick testifies that:

After reviewing the Company’s application, Commission Staft supports a rate increase of
$14,494,383 for the Agua Fria, Havasu and Mohave Water districts. RUCO supports a rate
increase of $10,910,705. The Company’s application requested a rate increasc of $20,393,628,
and while Staff and RUCO support lower amounts, nevertheless the Company is appreciative of
Staff and RUCO’s time and effort to review the application and arrive at their recommendations.

The Company continues to recommend a hypothetical capital structure excluding short term
debt; nevertheless, herein is provided an updated (over $3 million lower) balance of short term
debt as of June 30, 2011 in Rebuttal Exhibit TMB-1, if the Commission is so inclined to include
short term debt in the cost of capital for ratemaking purposes. The Company continues to reduce
its short term debt and it will continue to provide updated balances of actual outstanding short
term debt balance as this case progresses. There are no new significant construction projects
underway, so short term debt is declining.

Staff reviewed and concurred with the Company’s interpretation of Decision No. 69914 that the
deferral of post-in-service AFUDC and depreciation are to be calculated through the date when
rates in this case are implemented in order to comply with that decision. Therefore, the
Company shall provide updates of actual deferrals as they become available in subsequent
testimony (i.e., Rejoinder), in the hearing, and in post hearing briefs, and thereafter in docketed
filings. The deferral balance is $8,799,456 as of June 30, 2011.

This rate case was filed timely and did not result in the White Tanks deferrals being greater than
they otherwise would have been. The White Tanks post-in-service AFUDC should be calculated
at the authorized cost of capital and not at the short term debt rate. The White Tanks O&M
deferral was authorized by the Commission and the Company has proposed a good deal for
customers by not including the unamortized O&M deferral balance in rate base so long as it is
recovered over not more than three years.

The Company is opposed to a phase-in of rates in this case.

The Company is evaluating a means for indicating somewhere on monthly customer bills the
name of the district in which the customer is located, especially for Agua Fria customers.

The Company had an error in Agua Fria Schedule A-2 such that 2008 earnings were overstated
by two. This is corrected in Agua Fria Schedule A-2 Rebuttal.
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I INTRODUCTION AND QUALIFICATIONS
Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
A. My namc is Thomas M. Broderick. My business address is 2355 North Pinnacle Peak
Road, Ste 300, Phoenix, A7, 85027.
Q. ARE YOU THE SAME THOMAS M. BRODERICK WHO PROVIDED DIRECT
TESTIMONY IN THIS CASE?
A. Yes.
II PURPOSE OF TESTIMONY & SUMMARY OF OTHER PARTIES' REVENUE
REQUIREMENT RECOMMENDATIONS
Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?
A. Please see the executive summary of my rebuttal direct testimony.
Q. ARE BOTH COMMISSION STAFF AND RUCO RECOMMENDING A RATE
INCREASE IN THIS PROCEEDING?
A. Yes. After reviewing the Company’s application, Commission Staff supports a rate

increase of $14,494,383 for the Agua Fria, Havasu and Mohave Water districts. RUCO
supports a rate increase of $10,910,705. The Company’s application requested a ratc
increase of $20,393,628, and while Staff and RUCO support lower amounts, nevertheless
the Company is appreciative of Staff and RUCO’s time and effort to review the
application and arrive at their recommendations. Staff and RUCO are the only parties

that submitted overall revenue requirement calculations.

WHY HAVE YOU PRELIMINARILY DECIDED TO OPPOSE STAFF’S
PROPOSED RATE DESIGN?
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A.

The only explanation provided in Mr. Michlik’s testimony for Staff’s aggressive proposal
(Page 3, Lines 1-2) is .. to provide support for the state-wide effort to improve water use
efficiency.” With only this brief background and without reference to any cost of service
data in support of its position, Staff proceeds to entirely disregard without comment the
Company’s proposal (which RUCO accepted) to apply the same overall percentage
increase to all customers (with very few exceptions). Alternately, Staff proposes a rate
design which provides low use customers with a percentage increase significantly below
the average (as well as the median) and which provides high use customers with a
percentage increase signiticantly above the average (as well as the median). For example

for residential customers with a 5/8 x 3/4 inch meter Staff proposes:

Agua Fria Havasu Mohave

Average 43.97% 21.59% 41.97%
Median 44.31% 39.56% 34.30%
3,000 kgals 42.45% 11.4% 16.26%
35,000 kgals 75.16% 57.68% 59.49%

Given the very low customer growth and declining usage environment we are
experiencing today, the Company preliminarily concludes that Staff’s rate design
proposal is way too aggressive and creates significant additional and new momentum for
further declines in usage. The Company simply cannot afford strong new incentives for
declining usage. Mr. Michlik (Page 2, lines 2-3) states, “Staff designed rates to generate
Staff’s recommended revenue requirement for each water district.” But, rate design is

much more than the just the arithmetic of multiplying customers and volumes times the

components of the tariff.
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111

Simply put, Staff’s rate design has little or no chance of actually generating Staff’s
recommended revenue requirement because of additional incentives to conserve water. I
believe Staff knows this. - That apparently is a consequence acceptable to Staff in
advancing a state-wide effort to improve water use efficiency. However, it’s my
understanding that in a rate case, the Company’s right to have a reasonable opportunity to
actually collect its authorized revenue requirement trumps other considerations. I ask
Staff to reconsider its rate design and revise it in its surrebuttal testimony. I also ask Staff
to consider the issue (or at least expand upon Staff’s policy thinking) on the broader and
longer term facets of this issue and share this with the Company. For example, is Staff
encouraging the water industry towards a path similar to the gas and electric utilities as
regards the need to revenue decouple? It’s important Staff share what its policy goals are
for water usc cfficicncy for the Company and to explain to the Company quantitatively
how much further Staff wants water usage reduced and whether they support actually
collecting the authorized revenue. While the Company has and continues to support

water efficiency, we conclude that Staff’s recommended rate design is too aggressive.

COST OF DEBT

STAFF’S MR. MANRIQUE, RUCO’S MR. RIGSBY AND SUN CITY GRAND’S
MR. ARNDT EACH PROVIDE RECOMMENDATIONS FOR THE INTEREST
COST OF DEBT AND CAPITAL STRUCTURE FOR RATEMAKING
PURPOSES THAT DIFFER FROM THE COMPANY’S INITIAL REQUEST.
PLEASE BRIEFLY SUMMARIZE EACH POSITION, THE DIFFERENCE
FROM THE COMPANY AND THEN STATE THE COMPANY’S REBUTTAL
POSITION REGARDING THE COST OF DEBT.

Unlike the Company, each of these witnesses has included the much lower actual cost of

short term debt in their recommended cost of debt. Mr. Rigsby and Mr. Arndt based their
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proposals on the test year end outstanding balance of short term debt; whereas, Mr.
Manrique updated to April 30, 2011, which resulted in a somewhat lower balance of short
term debt. And although the Company continues to recommend a hypothetical capital
structure excluding short term debt; nevertheless, herein is provided an updated (over $3
million lower) balance of short term debt as of June 30, 2011 in Rebuttal Exhibit TMB-1,
if the Commission is so inclined to include short term debt in the cost of capital for
ratemaking purposes. The Company continues to reduce its short term debt and it will
continue to provide updated balances of actual outstanding short term debt balance as this
case progresses. There are no new significant construction projects underway, so short

term debt is declining.

The Company has repeatedly indicated in recent rate cases that the balance of short term
debt rose significantly during the construction of the White Tanks Plant and, as a result, it

should not be included in the cost of capital. We acknowledge losing that argument.

As aresult, the Company now faces more impactful recommendations in this case to
include short term debt at nearly record lhigh balances at a time of historic Jows in short
term interest rates. At issue in this case is a 5.208% difference in the embedded long
term debt interest rate (5.660%) versus the short term debt interest rate (0.452%).

Hence, if the Commission accepts the cost of short term debt in rates, the Company
would face a significant risk that short term interest rates would increase before the next
rate case to the harm of the Company. In other words, the Company must pay the market

rate for short term debt without regard to the interest rate built into customers rates. Even

if the Company were to address this risk by refinancing its short term debt into long term
debt that would merely lock in this under recovery of interest expense in rates for the

districts in this case.
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v

In this case, Staff’s Mr. Manrique, but not Mr. Rigsby nor Mr. Arndt, was persuaded to
make a modest downward rounding to 60% debt, a small concession to the Company’s
proposed hypothetical capital structure. However, that concession 1s getting less with the
passage of time. Rebuttal Exhibit TMB-1 demonstrates that as of June 30, 2011, the
Company’s combined long and short term debt represented only 60.55% of the capital
structure because the Company has paid off more than $3 million of short term debt in
the two months since it provided Mr. Manrique the April 2011 update. We expect to
continue to pay off another $6.7 million in short term debt by December 31, 2011 and
will continue to provide the Commission updates of Rebuttal Exhibit TMB-1 in an effort
to support the Commission’s use of the most recent capital structure. At a minimum, this
casts in doubt reliance upon Mr. Rigsby’s 62.54% combined long and short term debt
structure. We hope this information will encourage Staff’s Mr. Manrique to further
reduce the amount of debt in his hypothetical capital structure. We also ask the parties
and the Commission to consider using a more reasonable short term debt interest rate of,
say, 3.055% (which is an average of the short term debt rate of 0.45% and the embedded
long term debt rate of 5.66%) if it is inclined to include short term debt in the capital

structure.

RATE CASE EXPENSE

DOES THE COMPANY ACCEPT RUCO MR. MOORE’S ADJUSTMENTS TO
RATE CASE EXPENSE?

Yes, with one caveat. In Schedule RLM-11, RUCO’s Mr. Moore would allow a total of
$501,807 out of the Company proposed $529.210 in rate case expenses associated with
this proceeding. We generally accept his three adjustments with one caveat regarding the
costs of the depreciation study. First, Mr. Moore more accurately re-classes the cost of

the White Tanks video to only the Agua Fria district. Second, he more accurately
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1 estimatcs a larger number of customers receiving notices in this case. Thirdly, Mr.
‘ 2 Moore recommends allocating the cost of Company witness Mr. Guastella to all the
‘ 3 Company’s districts, which effectively disallows costs for those districts not in this case.
| 4 We generally concur that Mr. Guastella’s costs to prepare the depreciation study should
5 be shared state-wide; however, his testimony related costs should be allowed entirely in
6 this case. At my request, Mr. Guastella provided the state-wide depreciation study’s cost
7 as $32,578, with the balance (already $11,964 with the casc still on-going) related to the
8 rate case. Perhaps with this information, Mr. Moore can update his rate case expense
9 recommendation.

10 v WHITE TANKS

11 A Deferrals

12 1Q. DO YOU ACCEPT STAFF’S RECOMMENDATION “THAT THE COMPANY

13 UPDATE” ITS WHITE TANKS DEFERRALS “ACCORDINGLY THROUGH

14 THE CONCLUSION OF THIS PROCEEDING?” (BECKER, PAGE 20, LINES

15 15-16)

16 [A. Yes. Staff reviewed and concurred with the Company’s interpretation of Decision No.

17 69914 that the deferral of post-in-service AFUDC and depreciation are to be calculated
‘ 18 through the date when rates in this case are implemented in order to comply with that

19 decision. Therefore, the Company shall provide updates of actual deferrals as they

20 become available in subsequent testimony (i.e., Rejoinder), in the hearing, and in post

21 hearing briefs, and thereafter in docketed filings. However, in order to include the

22 deferrals as of the date when rates are expected to be implemented, will either require an

23 amendment at open meeting for the last update of actual information or require the

24 reliance on a last and best estimate for the remaining period.
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Q.

WHAT IS THE ACTUAL BALANCE OF THE WHITE TANKS PLANT
RELATED DEFERRALS AS OF JUNE 30, 2011, AS COMPARED TO WHAT
THE COMPANY ESTIMATED THEY WOULD BE IN ITS INITIAL FILING?

The deferral amounts through June 30, 2011 are:
Calculated Post-In-Service AFUDC: $7,952,127
Less Hook-up Fee Contributions: ~ $1,524,878

a) Post-In-Service AFUDC: $6,427,249

Depreciation Eligible for Deferral: $3,494,673
Less Hook-up Fee Contributions:  $1,122.475

b) Deferred Depreciation: $2,372,198

Unamortized Balance: sum of a) plus b) $8,799,456

The initial filing forecasted a total unamortized balance at June 30, 2011 of $8,445,002.

The actual amount is only $354,454 greater.

IS IT YOUR OPINION THAT A LAST AND BEST ESTIMATE OF THE
DEFERRALS IS RELIABLE AND KNOWN AND MEASURABLE FOR THE
REMAINING PERIOD?

Yes. My original Exhibit TMB-3 provided by month the deferral estimates through

December 2012. The ALJ will know best when a recommended opinion and order will

be issued in this case; hence, it is simply a matter of selecting the value for the month
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1 1 when rates will be effective based. Of course, as requested by Staff the Company will
|
| 2 continue to provide updates of the actual deferrals.

3 1Q. WHAT WAS RUCO’S POSITION ON THESE DEFERRALS?

* 4 [A. RUCO made no mention of this topic in its June 27, 2011, testimony nor did it remove
5 any of the Company proposed White Tanks deferrals either as part of its proposal to
6 disallow one-half of the White Tanks Plant or as part of any other adjustment RUCO
7 proposed.
8 B Rate case filing was timely and did not increase deferrals

9 Q. MR. ARNDT (PAGE 27, LINES 10-16) SUGGESTS THE COMPANY DELAYED

10 FILING THIS RATE CASE; THEREBY, CAUSING THE WHITE TANKS
11 DEFERRALS TO BECOME LARGER THAN THEY OTHERWISE WOULD
12 HAVE BEEN. DID THE COMPANY DELAY FILING THIS CASE?

13 JA. Not at all. Perhaps Mr. Arndt is not aware of Staff’s sufficiency requirements, but Staff

14 requires a minimum of six months of effectiveness of a previous rate increase in a test
15 year. And since Decision No. 71410 was issued December 8, 2009, the soonest

16 allowable test year thereafter was the one ending June 30, 2010, which is the test year the
17 Company selected. And given that June’s financials are not available until July, it took
18 the Company just under four months to prepare the rate case filed on November 3, 2010.
19 And Staff did not issue sufficiency until December 22, 2010, which was just after the

20 conclusion of a rate case involving yet a different set of districts. As the Rebuttal

21 Testimony of the Company’s Mr. Townsley makes clear, in the most recent rate case for
22 the Agua Fria water district (which resulted in Decision No. 71410), the Company did its
23 very best to obtain CWIP in rate base treatment for a large portion of White Tanks. Had

24 it been successful, this would have reduced significantly the associated deferrals.
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1 {Q. MR. ARNDT (PAGE 30, LINES 18-25) RECOMMENDS THAT POST-IN-

2 SERVICE AFUDC ON WHITE TANKS BE CALCULATED USING THE
3 SHORT-TERM DEBT RATE. ISN’T THIS INCONSISTENT WITH THE
4 COMMISSION’S AUTHORIZATION AS WELL AS HIS OWN
5 RECOMMENDATION TO CONTINUE INCLUDING SHORT TERM DEBT IN
6 THE COST OF CAPITAL?
7 1A. Yes. If the Commission had intended for post-in-service AFUDC on White Tanks to be
8 calculated at the prevailing short term debt rate, it would have certainly indicated so (as it
9 did with respect to deferred White Tanks O&M). It did not. The allowed AFUDC rate is
10 widely understood as equal to the authorized cost of capital during t.he time period
5 11 following the conclusion of one rate case until it is revised in a future decision. Likewise,
12 the concepts of the AFUDC components of debt and equity AFUDC as well as pre-and
13 after-tax AFUDC are well understood and there was no confusion or lack of clarity in the
14 Commission’s authorizations. The Commission did net intend for post-in-service
15 AFUDC on White Tanks to be calculated using the short-term debt rate. Commission
16 Staff has been receiving the monthly entries for White Tanks deferrals, and its
17 compliance audit uncovered no abnormalities or differences from what was authorized.
18 Furthermore, elsewhere Mr. Arndt vigorously argues for the Commission to follow its
19 prior precedent and include short term debt in the capital structure. Hence, the existing
20 AFUDC rate applied to White Tanks 1s already reduced by the proportional weighting of
21 short-term debt in the capital structure and, thus, Mr. Arndt’s recommendation herein
22 amounts to a recommendation to double count the benefits of short term debt. Mr.
23 Arndt’s recommendation in this regard should be denied. Repeatedly, the Company has
24 tried (and failed) to have short term debt excluded from the capital structure, especially

25 for the period when the White Tanks deferrals have been in effect.
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1 C Was The O&M Deferral Authorized?

2 Q. SUN CITY GRAND’S MR. ARNDT STATES (PAGE 31, LINE 26 THROUGH

3 PAGE 32, LINE 3) “THE COMMISSION NEVER APPROVED THE DEFERRAL
| 4 OF WHITE TANKS O&M EXPENSES AND THE COMPANY HAS PROVIDED
| 5 NO JUSTIFICATION FOR SUCH A DEFERRAL IN ITS DIRECT
6 TESTIMONY.” IS MR. ARNDT CORRECT?
7 [A. No. Mr. Arndt is mistaken. As a general matter, the Company is not allowed to defer
8 any expense absent Commission approval. He must have overlooked various statements
9 including my statement (Page 14, lines 1-4), “Company witness Mr. Ian Crooks discusses
10 and sponsors another Operating Expense adjustment which seeks the recovery of the
11 Commission-authorized White Tanks O&M deferral also reflected in Operating Expense
12 Adjustment SLM-1.”
13 Staff’s witness Mr. Becker in supporting the recovery of the Company’s proposed White
14 Tanks O&M deferral amount and recovery period, states (Page 20, line 25 through Page
15 21, line 3), “...Staff has determined that the Company did not include the deferral of
16 incremental Operations and Maintenance (“O&M?”) expenses in its rate base in this
17 proceeding as authorized in Decision No. 71410. Discussion with Company personnel
18 indicates that this is due to the relatively short amortization period of three years, as
| 19 requested by the Company.”
20 At any rate, the Commission authorized the White Tanks O&M deferral in Decision No.

|
21 - 71410 on Page 79, line 12 through Page 80, line 19.
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Q.

Vi

MR. ARNDT FURTHER ARGUES THAT, IF ALLOWED, THE WHITE TANKS
O&M DEFERRAL SHOULD BE RECOVERED OVER THE LIFE OF THE
PLANT INSTEAD OF OVER THREE YEARS AS THE COMPANY HAS
PROPOSED AND AS STAFF HAS ACCEPTED. BUT, HASN'T THE
COMPANY OFFERED A BETTER PROPOSAL FOR CUSTOMERS ON A
PRESENT VALUE BASIS?

Yes, Staff’s Mr. Becker noted the subtlety in the Company’s proposal which is that if
recovered over three years or less, the unamortized balance is not requested to be
included in rate base. However, for a longer recovery period the Company would insist —
as has been authorized by the Commission — that it be included in rate base. Perhaps, Mr.

Arndt will revise this position in surrebuttal testimony.

PHASE-IN OF RATES

MR. ARNDT (JUNE 27,2011, PAGE 12, LINES 1-10 AND JULY 5,2011, PAGE
22, LINE 21 THRU PAGE 23, LINE 22) DISCUSSES A PHASE-IN OF THE
AGUA FRIA DISTRICT RATES IN THIS CASE AND HE REFERS TO THE
PHASE-IN APPROVED IN DECISION NO. 72047 FOR THE ANTHEM
DISTRICT. DMB’s MR. SIMER (PAGE 6, LINES 6-8) RECOMMENDS A
SEVERAL YEAR PHASE-IN AND HE REFERS TO A PHASE IN APPROVED
FOR GLOBAL WATER. DOES THE COMPANY HAVE AN INITIAL
RESPONSE REGARDING PHASE-INS AND SPECIFICALLY AS REGARDS
THE RECENT ANTHEM RATE CASE?

Yes. While Mr. Arndt has not provided details of a specific phase-in he has introduced
the topic in his testimony. As regards the Anthem phase-in, Mr. Arndt uses the phrase
(June 27, 2011, Page 40, line 3) “...the Company agreed to a three year phase-in...”

without providing any of the context of that agreement. In short, the Company agreed to
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‘ 1 a three year phase-in of Anthem Water district’s rates at the December 15, 2010,
| 2 Commission Open Meeting because the Commission - in its discussion from the bench —
3 put the Company on notice that if it failed to settle with the Anthem Council it could face
4 an even worse outcome. Up until that point, the Company had opposed a phase-in.
5 Second, as the Company had repeatedly forctold (but perhaps had not been entirely
6 believed), the Anthem phase-in caused Arizona-American to experience an immediate
7 $2.1 million write-off of utility plant in service in the Anthem. This write-off obviously
8 reduced 2010 net income and the issue was closed by the Company’s internal and
9 external auditors with the release of the 2010 audited financials. The amount of the
10 write-off was based on a present value calculation of the phased-in foregone revenues
11 which are never recovered. The accountants applied this method because the Anthem
12 phase-in did not allow for recovery of lost revenues nor carrying charges. In this case,
13 Mr. Arndt is similarly arguing (July 5, 2011, Page 23, lines 14-17) against recovery of 1
14 lost revenues and carrying charges. Hence, if a phase-in is approved in this case with
15 features similar to the Anthem phase-in, the same accounting standards will be applied |
16 and a write-off of the Company’s equity can be expected. ‘
17 As Mr. Townsley pointed out in his Direct Testimony in this rate case, Arizona-
18 American’s financial standing remains precarious. Though it returned to a small profit in
19 2010, Arizona-American lost over $32 million between 2001 and 2009, which can be

|
\
20 seen in the chart below taken from his testimony.
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Arizona-American Return on Equity
Allowed vs. Actual

11.00% +—

ACC Authorized ROE Range for Arizona-American: 8.8%
9.00%

7.00% - e

5.00% “aap T Cumulative Net Income Loss: $32,592,000 [
E GAP ,992,
RO Average Annual ROE: -2.2%

3.00% - ——

1.00% + \/

20
-1.00%

Note: $20M Equity Write-Off in 2004 Excluded From ROE - e e

-5.00%

The $2.1 million write-off of equity in 2010 resulting from the Anthem phase-in of rates
has only delayed Arizona-American’s ability to regain its financial footing, not to
mention even coming close to earning its authorized return. Mr. Arndt’s proposal for a
phase-in of rates for the Company’s Agua Fria Water district would make matters again
worse financially for our Company and again push down our actual ROE to unacceptable

levels.

For these and other reasons, the Company is opposed to any phase-in, especially one that
does not keep the Company financially whole on a present value basis. The recovery of

foregone revenues and recovery of carrying costs are minimal, reasonable and critical
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1 ingredients to keeping the Company whole, but other considerations are important as well

Arizona-American Water Company

2 for avoiding a write-off.!
|
\
|

3 VII REBUTTAL OF HEWITT

4 Q. MR. HEWITT RECOMMENDS THAT THE NAME OF THE DISTRICT IN

; 5 WHICH EACH CUSTOMER’S PREMISE IS LOCATED BE DISPLAYED
6 PROMINENTLY ON EACH MONTHLY BILL. DOES THE COMPANY
7 AGREE?
8 JA. We would like to agree and it is our intention to provide a specific proposal in Rejoinder
9 testimony. While we already know this information cannot be displayed in the bill itself,
10 we are examining whether it could appear as a regular bill text message. I appreciate Mr.
11 Hewitt’s suggestion in this regard.

12 Q. MR. HEWITT RECOMMENDS THE AGUA FRIA WATER DISTRICT BE

13 DECONSOLIDATED FOR RATEMAKING PURPOSES INTO THREE WATER
14 DISTRICTS. DOES THE COMPANY AGREE?

15 |A. No. Arizona-American has previously supported and proposed to consolidate — not to
16 deconsolidate - all of its water districts in Arizona into a single district for tariff /

17 ratemaking purposes. The reasons Mr. Hewitt provides in his testimony have not caused
18 the Company to reverse its position. For the same reasons that Arizona Public Service
19 Company, the state’s largest electric utility, remains a consolidated state-wide utility for
20 ratemaking purposes in spite of significantly different costs of service across geographic
21 areas, the Company likewise does not seek greater scparation of districts, but rather just
22 the opposite. Irrespective of the outcome of this case, Decision No. 72047 requires the

! For example, a shorter phase-in is superior to a longer phase-in. Also, having approved tariffs which implement

two features, the Anthem phase-in met these criteria in that it was specified as three years in length, and has
automatic implementation on the 2™ and 3" anniversaries and the tariffs were specified in the final order.

)
|
\
subsequent phase-in related rate increases without further Commission action is critical. In regards to these latter
|
|
|
|
|
|
|
|
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1 Company to file in a future rate case a consolidation proposal which includes all of its
2 systems. The Commission can consider Mr. Hewitt’s proposal in a future application if it
3 is so inclined.

4 1Q. MR. HEWITT RECOMMENDS USING THE OUTPUT OF WHITE TANKS TO

S RECHARGE THE ACQUIFER? (PAGE 9, LINES 19-22) DOES THE COMPANY

6 AGREE?

7 A No. Only untreated water sources such as surface water or excess treated effluent are

8 appropriate to be recharged to an acquifer. It would be prohibitively expensive and

9 impractical to treat surface water to potable water standards, as White Tanks does, and
10 then to recharge it to an acquifer.

11 VIII ERROR IN AGUA FRIA SCHEDULE A-2

12 10Q. MR. ARNDT (PAGE 15, LINES 6-9) CITES AGUA FRIA WATER DISTRICT’S

13 RETURNS ON COMMON EQUITY FOR THE YEARS ENDING JUNE 30, 2008,
14 2009 AND 2010 AS A COUNTER POINT TO THE NEGATIVE RETURNS CITED
15 FOR ARIZONA-AMERICAN AS A WHOLE. CAN YOU PROVIDE ANY

16 FURTHER RELEVANT INFORMATION?

17 TA. Yes, some of the cited data is in error. The data cited by the Company’s Mr. Townsley
18 for Arizona-American was obtained from the Company’s annual audited financial

19 statements and is correct. The data cited by Mr. Arndt was obtained from the case’s

20 Agua Fria Water Schedule A-2. Of particular interest is the return of 17.43% cited by
21 Mr. Arndt for the period ending June 30, 2008.

22 While re-checking that figure, the cell formula was found to contain an error in the

23 spreadsheet (=+E22/(0.5*'[A2 WP xIs]|Capital'!$E$20). The amount of 0.5 is bolded

| 24 herein because it is an error and caused the denominator to be reduced by half and thus
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1 the cited return to be double its correct value. When that incorrect amount is deleted
2 from that formula, the corrected value becomes 8.72%. The Company’s rebuttal
3 schedules incorporate this correction. A similar error — now corrected — is also apparent a
4 couple lines above this error in Schedule A-2. Both errors are corrected in Agua Fria
5 Schedule A-2 Rebuttal which I sponsor.
| 6 Nevertheless, the corrected returns for the Agua Fria district were closer to authorized
7 levels over this period as compared to the Company as a whole because of the impact,
8 depending on the year, of the arsenic cost recovery surcharge mechanism’s revenues, an
9 authorized permanent rate increase and the authorized White Tanks deferrals. For years,
10 the Company has argued that surcharges, timely rate increases, deferrals and other
11 regulatory reforms can help reduce regulatory lag, mitigate earnings erosion and financial
12 harm between rate cases, and levelize rate increases for customers. The Agua Fria
13 district, in particular, benefitted from both surcharges and deferrals. The deferrals are
14 non-cash earnings and, therefore, represent a poor quality of earnings and are future
15 promises of rate increases, such as that requested in the instant pending case.

16 Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY IN THIS CASE?

17  [A. Yes.
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; ARIZONA AMERICAN WATER CAPITAL STRUCTURE'
ACTUAL AS OF JUNE 30, 2011

Amount Outstanding % of Capital Structure
Long Term Debt $186,993,000° 46.88%
Short Term Debt $54,508.,000 13.67%
Total Debt 241,501,000 60.55%
Total Common Equity $157.372,000 39.45%
Total Capitalization $398,873,000 100.00%

PROJECTION AS OF DECEMBER 31, 2011

Amount Outstanding % of Capital Structure
Long Term Debt $186,940,000 47.19%
Short Term Debt $47.818.000 12.07%
Total Debt 234,758,000 59.26%
Total Common Equity $161,416,000 40.74%
Total Capitalization $396,174.000 100.00%

! As per Staff definition to include short term debt.
ZAs a reminder, Tolleson related debt ($8.56 m) is always removed as per prior Commission precedent
which provided the benefit of this low cost debt entirely to Sun City Wastewater district.




BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS

GARY PIERCE, Chairman
BOB STUMP

PAUL NEWMAN
SANDRA D. KENNEDY
BRENDA BURNS

IN THE MATTER OF THE APPLICATION OF DOCKET NO. W-01303A-10-0448
ARIZONA-AMERICAN WATER COMPANY,
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,
HAVASU AND MOHAVE WATER DISTRICTS

REJOINDER TESTIMONY
OF
THOMAS M. BRODERICK
ON BEHALF OF
ARIZONA-AMERICAN WATER COMPANY
AUGUST 9, 2011




ORI WN W

Arizona-American Water Company
Rejoinder Testimony of Thomas M. Broderick
Docket Nos. W-01303A-10-0448

Page ii
REJOINDER TESTIMONY
OF
THOMAS M. BRODERICK
ON BEHALF OF
ARIZONA-AMERICAN WATER COMPANY
AUGUST 9, 2011
TABLE OF CONTENTS
EXECUTIVE SUMMARY ...cccceeruriennene veessneesasesassrnsenrnesaresassesnesas .iii
I INTRODUCTION AND QUALIFICATIONS................ rersessaessesearesnssassesiane 1
II PURPOSE OF TESTIMONY ...uuutintinrreerssrssssssssecssaresessansossessnsesassenssssosnsesasassssassssessses 1
111 LOW INCOME PROGRAM ....uovruiriinccninssississsniensasnsssesssessssssssssssssssessnsssssssnsssnsnsansaons 1
v COST OF DEBT aueeereeiirncsnerisensseesisnssseesssscsssosssesassossssssssssaesssssnessasesssssssssssssaseses 3
A% WHITE TANKS DEFERRALS ....cccoorimnnininiisiccinresreravesesneses 5
VI REJOINDER TO HEWITT ..cooiiiiitinercnneasescssssossancsanessnisssessssessssssssssssssrsssssssssassssases 6
VII  REJOINDER TO ARNDT ...ouoiiiiiiericinninssssessiessssesersensanmersssssesssesssssassssssssnssensessresssssss 9
VII  RATE DESIGN ...uiiiiriinirennniisscneriessoseesossssssesssesssesasssensnsassesasssessssssossossessssssessasssses 20




! Rejoinder Testimony of Thomas M. Broderick

_ Arizona-American Water Company
Docket Nos. W-01303A-10-0448

Page 1ii
1 |EXECUTIVE SUMMARY
2 | Thomas M. Broderick testifies as follows:
3 | The Company is proposing low income tariffs for the Agua Fria, Mohave, and Havasu Water
4 | Districts which comply with Decision No. 71410.
5 |'The current amount of short term debt as of July 31, 2011 is $50,881,000. As a result, using
6 | Commission Staff’s definition which includes short term debt, the portion of Company’s capital
7- | structure represented by debt as of July 31, 2011, is down to 59.55%.
8 [ The unamortized balance of White Tanks Plant related deferrals is $ 9,313,992 as of July 31,

9 |2011.

10 | The Company has addressed Mr. Hewitt’s suggestion regarding notifying customers that they are
11 |in the Agua Fria District. Mr. Hewitt’s claims regarding the notification in the prior Agua Fria
12 |rate case are inaccurate.

13 | Mr. Arndt’s surrebuttal testimony contains numerous errors which undermine the accuracy of
14 | Mr. Arndt’s testimony. Mr. Broderick then discusses in detail the history of hook-up fees

15 |relating to the White Tanks Plant and the Company’s notification of the Commission of the
16 | changes in the collection of hook-up fees.

17 | Mr. Broderick discusses the forecasts made by Arizona’s leading economists during the time
18 |before and after the Company was constructing the White Tanks Plant. Those forecasts support
19  |the prudency of the Company’s decisions.

20 | The Company continues to have concerns about Staff’s rate design and requests that Staff be
21 | more forthcoming with its specific goals regarding water use efficiency and how that is captured
22 |lin its rate design proposals.
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I INTRODUCTION AND QUALIFICATIONS
Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
A. My name is Thomas M. Broderick. My business address is 2355 North Pinnacle Peak
Road, Ste 300, Phoenix, AZ 85027.
Q. ARE YOU THE SAME THOMAS M. BRODERICK WHO PROVIDED DIRECT
AND REBUTTAL TESTIMONY IN THIS CASE?
A. Yes.
11 PURPOSE OF TESTIMONY
A. Please see my executive summary.
11 LOW INCOME PROGRAM
Q. IS THE COMPANY PROPOSING FOR COMMISSION APPROVAL IN THIS
CASE A LOW INCOME PROGRAM AND TARIFF FOR THE AGUA FRIA,
HAVASU, AND MOHAVE WATER DISTRICTS?
A. Yes, and I apologize for not being able to submit this request earlier as only just recently

were we able to reach an agreement with the only vendor we determined is able and
willing to provide a low income program in these districts. That vendor is the Arizona
Community Action Association (“AZCAA”), which administers existing low income
programs for several utilities including APS. If the Commission grants approval of the
low income program, the Company and AZCAA will proceed with signing the agreement
and shortly thereafter the low income program will commence in Agua Fria, Havasu and
Mohave. AZCAA, as the umbrella administrator, will work with specific separate field

program administrators that will actually issue the low income credits. AZCAA’s fee is

10% of the credits issued and the field program administrators also charge 10%.
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Therefore, the administrative program cost is 20% of the actual credits issued. The
Company does not plan to account for any of its internal program costs as part of the

program costs.

IS THE PROGRAM MODELED ON THE REVISED LOW INCOME PROGRAM
NOW IN EFFECT IN THE COMPANY’S SUN CITY WATER DISTRICT?

Yes, it is essentially identical. In Sun City, customers of record receive credits on their
water bill; whereas, customers residing in multi-housing structures that are not our
customer of record periodically (twice a year) receive low income credits in the form of

checks.

WHAT ARE THE SPECIFICS OF THE LOW INCOME PROGRAM FOR THE
AGUA FRIA DISTRICT?

The Company proposes that up to 1,000 Agua Fria residential customers on 5/8 and %
inch meters participate in the program if they meet the same low income criteria as
established for the Sun City program. The Company proposes a monthly credit of $7.50
for participants for a total annual credit of $90,000. Adding the 20% administrative cost
brings the total annual cost to 108,000. As with Sun City, the Company proposes to
increase the high block commodity rate for all residential and commercial customers in

Agua Fria by $0.0846 per 1,000 gallons in order to fund the program.

WHAT ARE THE SPECIFICS OF THE LOW INCOME PROGRAM FOR THE
HAVASU DISTRICT?

The Company proposes that up to 100 Havasu residential customers on 5/8 and % inch
meters participate in the program if they meet the same criteria. The Company proposes

a monthly credit of $10.00 for participants for a total annual credit of $12,000. Adding

the 20% administrative cost brings the total annual cost to $14,400. The Company
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v

proposes to increase the high block commodity rate for all residential and commercial

customers in Agua Fria by $0.1807 per 1,000 gallons to fund the program.

WHAT ARE THE SPECIFICS OF THE LOW INCOME PROGRAM FOR THE
MOHAVE DISTRICT?

The Company proposes that up to 1,000 Havasu residential customers on 5/8 and % inch
meters participate in the program if they meet the same criteria. The Company proposes
a monthly credit of $5.00 for participants for a total annual credit of $60,000. Adding the
20% administrative cost brings the total annual cost to $72,000. The Company proposes
to increase the high block commodity rate for all residential and commercial customers in

Agua Fria by $0.1138 per 1,000 gallons to fund the program.

HAS THE COMPANY CAPTURED THIS INFORMATION IN A TARIFF?

Yes. Rejoinder Exhibit TMB-1 presents the proposed low income tariffs.

IS THIS LOW INCOME PROPOSAL IN COMPLIANCE WITH DECISION NO.
714107

Yes, for the districts in this case. For these three districts, it complies with the
requirement to submit a low income tariff. The low income program and tariff for each
district need to be approved within the context of a rate case in order to establish the high
block rate funding mechanism. The program and tariff for the Sun City West and Tubac
districts will be submitted in future rate cases for these specific districts. We expect to

seek a program waiver for the Paradise Valley district in that district’s next rate case.

COST OF DEBT

WHAT IS THE AMOUNT OF OUTSTANDING SHORT TERM DEBT AT JULY

31,2011?
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E
|
| ! 1 [A. Attached is Rejoinder Exhibit TMB-2 which provides the actual amount of short term

| 2 debt outstanding as of July 31, 2011 of $50,881,000. Therefore, the Company paid off an
| 3 additional $3.6 million of short term debt in July 2011 and remains on track to reduce
4 short term debt down to at least $47.8 million by December 31, 2011.

5 Q. WHAT PORTION OF THE CAPITAL STRUCTURE IS DEBT AS OF JULY 31,
2011?

6
7 [IA. Using Commission Staff’s definition which includes short term debt, the portion of

8 Company’s capital structure represented by debt as of July 31, 2011, i1s down to 59.55%.
9 This is a full percentage point reduction from 60.55% reported for June 30, 2011. This,
10 by definition, means the Company’s equity ratio likewise increased by a full percentage

11 point in one month from 39.45% to 40.45%.

12 Q. STAFF WITNESS MR. MANRIQUE INCORPORATED A HYPOTHETICAL

13 CAPITAL STRUCTURE SUCH THAT HE “HYPOTHETICALLY” INCREASED
14 THE EQUITY RATIO TO 40% IN HIS RECOMMENDATION. IS THIS
15 HYPOTHETICAL ANY LONGER?

16 [A. No, as of July 31, 2011, Mr. Manrique’s increase in the prior historical equity ratio to

17 40% is moot because the actual ratio is now 40.45% and increasing.

18 Q. IN THEIR SURREBUTTAL, DID ANY OF THE PARTIES ACCEPT YOUR

19 NOTION OF CONTINUING TO UPDATE THE CAPITAL STRUCTURE FOR
20 ADDITIONAL, ACTUAL INFORMATION?
: 21 JA. Yes, the Verrado Community Association’s Mr. Simer did accept this notion in apparent
22 recognition of our efforts to pay down short term debt. Obviously, he made this
23 recommendation in the context of including short term debt in the capital structure for

24 ratemaking purposes. As he suggests, I will continue filing updates of the Company’s
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actual outstanding short term debt balance. RUCO’s Mr. Rigsby tied his position on
accepting an updated capital structure to the Commission’s decision on whether to

approve ISRS, though he did not explain why. Staff’s Mr. Manrique did not further
update beyond April 2011.

1t has been the Commission’s recent practice to update the capital structure late in the
Company’s rate cases, and I hope Staff and RUCO will embrace this concept at hearing
as Mr. Simer has done. Of course, while I appreciate Mr. Manrique’s hypothetical
adjustment, I request he revisit this hypothetical capital structure concept in light of the

fact that the Company has already exceeded the hypothetical ratio on an actual basis.

Q. DID ANY OF THE PARTIES ADDRESS UPDATING THE COST OF CAPITAL
FURTHER IN THE EVENT THE REMAINING BALANCE OF SHORT TERM
DEBT IS TIMELY REFINANCED INTO LONG TERM DEBT?

A Yes, Mr. Simer also indicated the Company should be allowed to update this case with
new debt balances if this refinancing occurs in time to be considered in this case. I

likewise believe Staff would be amenable to such an update.

v WHITE TANKS DEFERRALS

Q. AS STAFF REQUESTED, PLEASE UPDATE THE ACTUAL BALANCE OF THE
WHITE TANKS PLANT RELATED DEFERRALS AS OF JULY 31, 2011?

A. The unamortized balance is $ 9,313,992 as of July 31, 2011 or only $313,633 more than
originally estimated in my original Exhibit TMB-3 of $9,000,359. As requested, I will

continue to provide updates of the actual deferrals as they become available.
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VI

Q.

!

REJOINDER TO HEWITT

AS MR. HEWITT RECOCMMENED IN HIS DIRECT TESTIMONY, HAS THE
COMPANY STARTED TO INFORM CUSTOMERS ON THEIR MONTHLY
BILL THE NAME OF THE DISTRICT IN WHICH THEIR PREMISE IS
LOCATED? |

Yes, as of August 1, 2011, the Company began including as a bill text message on
monthly bills, the statement displayed in Rejoinder Exhibit TMB-3. Bill text messages
are displayed underneath the billing summary in a section labeled “Messages to you from
Arizona American.” The Company has also recently placed service territory maps on its

web site (specifically located at www.amwater.com/azaw/Customer-Service/Rates-&-

Regulatory under separate tabs for each district). The current intention is to run this bill
message for the balance of 2011 and, of course, to resume it again for those districts in a
future rate case around the time of the filing. I am appreciative of Mr. Hewitt’s

suggestion.

ISIT “TOO LATE FOR THIS CASE” AS MR. HEWITT CONCLUDES
(SURREBUTTAL, PAGE 1) FOR ALL AGUA FRIA CUSTOMERS TO HAVE
MEANINGFUL NOTICE IN THIS RATE CASE?

‘No, it is not too late, and I hope Mr. Hewitt now agrees. On the same day that Mr.

Hewitt’s surrebuttal testimony was filed, a procedural conference occurred and the
outcome is that Agua Fria customers now have until August 24, 2011 to intervene in this
case and they will shortly receive a separately mailed notice to that effect. The

Commission has also scheduled a future procedural conference to discuss, among other

things, the time needed by new interveners, if there are any, to prepare their case.
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Q.

MR. HEWITT CONCLUDES (SURREBUTTAL, PAGE 2) THAT BECAUSE SO
FEW AGUA FRIA CUSTOMERS COMPLAINED IN DOCKET NO. W-01303A-
08-0227 THAT “NOTICE WAS INEFFECTIVE ....” IS THAT TRUE?

No. Docket No. 08-0227 was the most recent rate case for the Agua Fria Water District.
The Commission-required public notice in that case was sent to customers via direct
mail. On December 10, 2008, the Company filed an affidavit along with proof of postage

that the direct mailer had been sent in October 2008.

The notice problems in on-going Docket No. 10-0448 were confined to those notices sent
via bill inserts. The Company’s direct mail process is totally separate and distinct from
the bill insert process. Mr. Hewitt has no basis for his allegation as regards Docket No.

08-0227.

MR. HEWITT (SURREBUTTAL, PAGE 2) IMPLIES THAT ARIZONA-
AMERICAN SELLS “INSURANCE ON THE PIPES.” IS THAT TRUE?

No, Arizona-American has no such program. 1 am not sure, but I believe Mr. Hewitt is
referring to a program offered in Arizona (and in other states) by a different subsidiary of
American Water. Arizona-American does not allow inserts of this program’s
promotional materials into the billing envelopes of Arizona-American customers nor does

Arizona-American provide customer mailing lists to this affiliate.

MR. HEWITT (SURREBUTTAL, PAGE 2) CONTINUES TO STATE THAT THE
COMPANY’S CALL CENTER TOLD CALLERS “THEY WERE NOT IN AGUA
FRIA.” IS THAT TRUE?

To the best of my knowledge, that is also not true. This oft repeated, but never specified,

allegation of a few Agua I'ria customers has been researched internally. Company

officials have repeatedly inquired of the alleging customers for any details surrounding
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such calls to our call center including the name of the phone representative(s), the date(s)
of calls or any such information that would help the Company to best conduct an internal
investigation. No such supporting information was forthcoming from customers making
these allegations. Our own internal inquiries have not uncovered any misinformation in

this regard.

Q. DOES THE COMPANY HAVE ANY REACTION TO MR. HEWITT’S
PROPOSAL TO INCENTIVIZE DEVELOPERS TO PAY HOOK-UP FEES UP
FRONT?

A. As 1 understand it, Mr. Hewitt’s concept is to incentivize developers to pay hook-up fees

upfront, or pay a much larger surcharge in the future. However, many developers are no
longer in business. Of the remaining few, the small developers do not have funds
available to pay upfront for a large number of lots. Small developers only want to pay for

one lot at a time.

- Mr. Ilewitt stated that there is a lot of evidence that developers have already put
infrastructure in place well before construction will start. I assume he is inferring that
developers are willing to invest now in the cost of infrastructure and fees for future use.
That is generally not the case. Developers’ intentions are to build and sell homes
immediately after having the infrastructure in place. In many cases, the developers'
funding had been removed just before they were able to start construction of homes.
Their plan was not to put infrastructure in place and let the infrastructure sit there for

months or years before they could start constructing homes. It just worked out that way.

Some of the larger developers may be interested in paying a fee now, at a very significant

discount, versus paying a larger fee in the future.
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MR. HEWITT CLOSES HIS SURREBUTTAL BY MENTIONING IN PASSING A
DATA REQUEST HE WANTS ANSWERED. WHAT IS THE STATUS OF THAT
DATA REQUEST?

Tt will be answered no later than August 11, 2011, when Mr. Hewitt is scheduled to visit
Arizona-American’s offices. He expressed interest in learning more about the bill insert
work flow process, so the Company has scheduled a meeting to discuss it with him
[urther. Informal teleconference discussions with Company personnel and Mr. Hewitt

have already occurred

REJOINDER TO ARNDT

IN REVIEWING MR. ARNDT’S SURREBUTTAL TESTIMONY, DID YOU
NOTICE ANY INNACURRACIES OR ERRORS?

It is difficult to know where to begin correcting the many errors in Mr. Arndt’s
Surrebuttal Testimony; but, I begin by correcting his assertion that “the Company is not
entitled to recover the deferred White Tanks O&M expenses...” (Surrebuttal, Page 36,
Lines 8-9) because of the pending sale to EPCOR causing Arizona-American to no
longer be the sole owner of White Tanks. That is not the case, as Arizona-American will
remain the sole owner of the White Tanks plant as the pending sale merely causes our
parent American Water to be replaced by EPCOR. The condition Mr. Arndt references in
Decision No. 71410 is widely understood to mean that Arizona-American shall not sell
all or a portion of the White Tanks plant without jeopardizing the recovery of its deferred
White Tanks O&M expenses. That is a logical condition because if all or part of the

White Tanks plant were sold, the additional owner would be paying its share of White

Tanks O&M expenses.
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Q.

COMMISSION DECISION NO. 72047 ACCEPTED AN UPDATE TO THE
COMPANY’S CAPITAL STRUCTURE EXTENDING A FULL YEAR BEYOND
THE END OF THE TEST YEAR. DID MR. ARNDT CITE THIS OUTCOME?
No, he did not. This outcome (Decision No. 72047, page 59) does not support his
position that the Commission should not reach beyond the end of the test year for an
update to the capital structure. However, Decision No. 72047, which decided the
Company’s most recent rate case, reached a full year beyond the end of the December 31,
2008 test year for an updated capital structure. In that case, the Commission accepted
Staff’s Mr. Manrique’s recommendation to reach out to December 31, 2009 (Direct
Testimony, Mr. Manrique, Docket 09-0343, Page 15). In that case, this post test year
reach had the unfortunate consequence on the Company of incorporating nearly the
maximum amount of short term debt in the Company’s history into the capital structure
because construction of the White Tanks plant had only just finished. Now, in this case,
Mr. Arndt does not want the Commission to reach beyond the end of the test year
because it has just the opposite consequence. The Company has been and continues to
pay down its short term debt. Fairness would suggest that roughly equivalent and

consistent treatment from the Commission would be appropriate in this case.

THE WHITE TANKS HOOK-UP FEES CITED BY MR. ARNDT
(SURREBUTTAL, PAGE 23) APPEARED ADEQUATE TO FUND THE WHITE
TANKS PLANT TWO TIMES OVER. ARE THOSE THE CORRECT FIGURES?
No. Since the White Tanks hook-up fee tariff was not approved until September 27,
2007, the hook-up fee proceeds he cites for 2005, 2006 and 2007 were not accurate and
not the latest estimates at that time. The Commission did not approve retroactive

applicability of the tariff nor did any party request that outcome. Mr. Arndt is probably

also not aware that a Stipulation was reached late in that case and filed March 19, 2007
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with home developers (at least eight home developers intervened in that case) such that a
significant number of homes then in the development or construction pipeline were
excused from paying the incrcase in the hook-up fee (as only a portion of the current
hook-up fee is devoted to White Tanks) which further reduced expectations of White
Tanks hook-up fee proceeds. The final Company forecast submitted in that case was
provided in the revised application, but even that forecast was acknowledged as out of

date in the Company’s exceptions to the Recommended Order in Docket No. 05-0718.

DID MR. ARNDT POINT OUT THAT, IN 2008, CUSTOMER GROWTH IN THE
AGUA FRIA DISTRICT INCREASED AS COMPARED TO 2007?

No, he did not point that out in the customer growth data table he included on page 24 of
his Surrcbuttal Testimony; namely, that customer growth in Agua Fria was 2,766 in 2008
as compared to 2,127 in 2007. Alternatively, Mr. Arndt stated that the Company did not
inform the Commission in a timely manner that the funding of the White Tanks plant by
hook-up fees had problems based on 2007 customer growth results. Since Mr. Arndt did
not provide any calculations of what customer growth of this magnitude means in terms
of White Tank hook-up fees, below I provide calculations and the range of fees are
substantial. The White Tanks hook-up fee approved in late 2007 was $3,195 for a % inch
meter and $5,325 for a 1 inch meter. Hence, the potential range of White Tanks hook-up

fees for this range of growth is:
% inch meter 1 inch meter

2,127 customers $6,795,765 $11,326,275

2,766 customers $8,837,370 $14,728,950
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1 Hence, this lower range of customer growth in Agua Fria would have been adequate to

2 funding the White Tanks plant in the manner originally proposed (by hook-up fee) if it

3 had continued beyond the 2007 and 2008 timeframe, albeit at a somewhat slower pace

4 than originally anticipated. (However, as we all now know, in 2009 a US

5 macroeconomic recession commenced which caused a real estate depression in Arizona.)

6 Q. SO WHY DIDN’T THE COMPANY ACTUALLY COLLECT THIS RANGE OF

7 WHITE TANKS HOOK-UP FEES IN THE 2007-2008 TIMEFRAME?

8 [A. What Mr. Arndt does not point out in his surrebuttal testimony is that the increase in

9 hook-up fee for White Tanks was approved too late in 2007; thus, the Company was not
10 able generate between $6.8 million and $11.3 million ‘in new hook-up fees. And,
11 furthermore, even though growth accelerated in 2008 as compared to 2007, the Company
12 could not actually collect between $8.8 million and $14.7 rﬁillion in White Tanks hook-
13 up fees that year either for two reasons. First, developers pay hook-up fees well in
14 advance of the customer connection and thus much of the hook-up fees on this growth
15 were paid before the hook-up fee was increased. Second, although the Commission, the
16 Company, and all parties to Docket 05-0718 knew of the aforementioned Stipulation,
17 Mr. Arndt appears not to be aware that many homes initially subject to the higher hook-
18 up fee were grandfathered at the old tariff because they were already in the construction
19 pipeline (absent the Stipulation, developers opposed the hook-up fee increase).
20 Therefore, it was not until 2009 that the Company had a real opportunity to actually
21 collect White Tanks hook-up fees, but by then the real estate slowdown brought the
22 White Tanks hook-up fee proceeds to a level inadequate to entirely fund White Tanks on

23 that basis for any extended period of time.
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I Q. MR. ARNDT ALLEGES THE COMPANY DID NOT TIMELY INFORM THE

2 COMMISSION THAT WHITE TANKS HOOK-UP FEES WERE BELOW
3 EXPECTED LEVELS (SURREBUTAL, PAGE 25, LINES 18-23). IS THAT
‘ 4 ACCURATE?
! 5 JA. No, the Company repeatedly made the Commission aware of the evolving situation. For
6 the earliest example, Rejoinder Exhibit TMB-4 is an excerpt (Page 1) from the
7 Company’s Exccptions to thc Recommended Order in the White Tanks hook-up fee case
8 (Docket No. 05-0178) dated September 13, 2007. The Exceptions indicate that the earlier
9 revised hook-up fee projections were outdated and that, due to an emerging real estate
10 slow-down, hook-up fees would not generate funds as quickly as originally projected and
11 that the Company wanted the accounting-related authorizations to extend thrbugh 2015
12 (which the Commission granted). Hence, it was not the real estate slow-down that caused
13 the Company to realize that hook-up fees could not fund White Tanks, but rather, it was
14 the subsequent and unprecedented collapse of real estate in Arizona and the subsequent
15 depression commencing in Arizona in 2009.

16 Q. WHAT IS ANOTHER EXAMPLE OF THE COMPANY INFORMING THE

17 COMMISSION OF THE EVOLVING SITUATION?
18 [A. Below is an excerpt from my Revised Direct Testimony in the previous Agua Fria district
19 rate case dated June 20, 2008 in Docket 08-0227 (Page 11, Line 23 through Page 16, Line
| 20 6). I cannot see how the Company could have been more forthcoming with updated
} 21 information concerning White Tanks. It is obvious from this excerpt that in June 2008,
22 the Company was still very much committed to the original intent to pay for White Tanks
i 23 - with hook-up fees, that the real estate slow-down was causing a partial correction to that
| 24 plan, but that the Company yet had no idea how bad Arizona’s real estate market was

25 about to become in 2009:
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Q.

IS ARIZONA-AMERICAN PROPOSING TO CHANGE THE
AGUA FRIA WATER DISTRICT HOOK-UP FEE (“WHU-
17)?

No. To the contrary, Mr. Townsley requests that the recently-
approved increase be extended from 2015 until December 31, 2020 in
order to allow more time to fund the White Tanks Plant. The WHU-1
fee was increased substantially in 2007 for the purpose of providing
additional contributions to offset the White Tanks Plant’s costs. As
Mr. Townsley testifies, the anticipated additional proceeds from the
WHU-1 tariff are falling far short of expectations, due largely to the
emerging real estate slowdown. In 2007, only $73,485 in incremental
hook-up fees were available to the White Tanks Plant versus
$1.064,988 forecasted for 2007 during the White Tanks Plant hearing.
However, if we were to request an increase in the WHU-1 fee in
response to the real estate slowdown, we expect this would be
received negatively by the residential home-builder community.

WHY SHOULD EXISTING AGUA FRIA WATER
CUSTOMERS PAY ALMOST HALF THE COST OF THE
WHITE TANKS PLANT?

First, as I discussed above, the plant will enter service shortly after
rates are effective as a result of this filing and will immediately begin
providing renewable surface water to customers, nearly all of whom
will never pay a hook-up fee. Thus, it is certainly fair that these
customers shoulder a reasonable share of the plant’s cost. Second, if
CWIP were not included in rate base, the accumulated balance of the
hook-up fee is forccasted to be exhausted by the end of 2010, given
the revised customer forecast. Arizona-American needs to avoid this
situation as our auditors may not allow us to recognize the associated
deferrals and even a portion of the plant balance may be in jeopardy
under possible interpretations of FASB 92. Setting this very
important concern aside, the accumulated hook-up fees would not pay
off the White Tanks Plant until 2027 without any CWIP in rate base,
again given the revised customer forecast. Clearly, the year 2027 is
not an acceptable pay off date.

ISN’T THIS A CHANGE FROM ARIZONA-AMERICAN’S
PREVIOUS PROPOSAL FOR NEW CUSTOMERS TO PAY
FOR THE ENTIRE COST OF THE WHITE TANKS PLANT
VIA THE WHU-1 HOOK-UP FEE?

Yes, this is an update to our original funding plan for this project. As
1 testified in the White Tanks case:
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S

If the Agua Fria Water Facilities Hook-up Fee is set at the level
proposed by Staff and the Commission provides the necessary
accounting approvals, then Arizona-American does not presently
intend to ask for a rate increase for capital costs associated with
building the White Tanks Plant. This intention will be re-examined
based on information known at the time of the next rate cases for the
Agua Fria Water District.’

WHAT WILL ARIZONA-AMERICAN DO IF THE
COMMISSION DOES NOT AUTHORIZE INCLUDING CWIP
IN RATE BASE?

If hook-up fees remain low through 2009 and the Commission does
not authorize including CWIP in rate base, Arizona-American will
face an even more difficult financial situation by 2010. The primary
issue is cash-flow. By 2010, Arizona-American will have funded
(provided cash for) the White Tanks Plant and it will then go in
service with additional cash requirements for O&M expenses.
Although the Commission has authorized the deferral of White Tanks
Plant depreciation, post in-service AFUDC and will also consider a
deferral of White Tanks Plant O&M expenses in this case, Arizona-
Amecrican will still be providing cash until White Tanks Plant is either
paid for by hook-up fees or placed in rates. Given this difficult
scenario, Arizona-American may be forced in the next rate case to
request approval to include the entire White Tanks Plant investment
in rate basc. Arizona-American’s request for CWIP in rate base is
designed, in large part, to reduce the likelihood that such a rate-base
request will be necessary. Including a portion of the White Tank
Plant’s CWIP in rate base will help stay the course for having the
balance funded via hook-up fees.

If the Commission approves Arizona-American’s request for CWIP in
rate base in this case, Arizona-American will endeavor to do its best
to have the balance of the White Tanks Plant funded via hook-up fees.
Put differently, the Commission can help preserve the intention of
funding much of the White Tanks Plant by hook-up fees if it allows
$25 million of CWIP in rate base in this case.

WHY DOES CASH-FLOW MATTER?

Cash pays the bills, and Arizona-American is already unable to
generate enough cash to pay all bills, which forces additional
borrowing. For the adjusted test year 2007, Arizona-American’s
operating income for these seven districts was $4,623,998 (Exhibit
TMB-1, Summary of Schedule A-1’s), yet interest expense alone was

! Docket No W-01303A-05-0718, Exhibit A-7 — Surrebuttal Testimony of Thomas M. Broderick at 6.
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$5,769,740 (Exhibit TMB-1, Summary of Schedule C-1"s). This
situation is not sustainable, especially as debt and interest expense
will increase further during the construction of the White Tanks Plant.
For several years now, American Water has been infusing equity into
Arizona-American in order to pay interest expense and maintain a
balanced capital structure.

Q. HOW MUCH WOULD AFUDC BE REDUCED IF THE
COMMISSION APPROVED CWIP IN RATE BASE?

A. 1do have an exhibit, but first one must bear in mind that AFUDC is
greater than previously forecasted simply because hook-up fees
(which begin reducing AFUDC in the month received) are so much
lower during the construction period than earlier forecasted. But,
setting that aside, Exhibit TMB-4 re-forecasts the White Tanks Plant
cost including AFUDC and offsets the cost with revised forecasted
hook-up fees using current forecast information. It also offsets the
White Tanks Plant cost with $25 million of CWIP in rate base starting
September 2009. It also incorporates the impacts of several proposed
accounting entries resulting from the recent Commission-authorized
deferral. By performing the calculation both with and without CWIP
in rate base, accumulated AFUDC is reduced by $6.0 million when
CWIP is included in rate base for the period September 2009 through
September 2011 (the forecasted date of new rates in the next rate case
for the Agua Fria Water District). Exhibit TMB-4 assumed the $25
million CWIP in rate base remains in rate base through the next rate
case.

Mr. Gross sponsors the revised customer forecast and associated
adjustments to arrive at the effective customer growth in Agua Fria
district that pays the WHU-1 fce.

Q. HAS RUCO PREVIOUSLY EXPRESSED SUPPORT FOR
REDUCING WHITE TANKS PLANT AFUDC?

A.  Yes. During the proceeding to increase the WHU-1 fee, RUCO
supported a much larger hook-up fee increase and stated “RUCO still
believes that the Company’s Option 2 will result in less AFUDC
accruals than will Option 1, and is therefore still preferable.™

Q. WHAT IS THE FORECASTED UNRECOVERED WHITE
TANKS PLANT BALANCE AT SEPTEMBER 2009 ASSUMING
$25 MILLION OF CWIP GOES INTO RATE BASE?

2 Docket No. W-01303A-05-0718, Exhibit R-2 — Rebuttal Testimony of William Rigsby at 2. (Option 2 was a
significantly larger hook-up fee.)
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1 A.  Exhibit TMB-4 displays a remaining net investment of $29.3 million

2 at September 30, 2009. This balance is forecasted to grow to a

3 maximum of $33.1 million at December 2010. This remaining

4 balance would be recovered by hook-up fees.

5 Q. EXHIBIT TMB-4 ALSO SHOWS AN UNRECOVERED WHITE

6 TANKS PLANT BALANCE AT FEBRUARY 2017 TO BE $0. IS

7 THAT WHEN WHITE TANKS PLANT AND DEFERRALS

8 ARE FORECASTED TO BE FULLY RECOVERED?

9 A.  Yes, based on current forecast information and assuming the
10 Commission authorizes the inclusion of $25 million of CWIP in rate
11 base 1n this proceeding. That date is already several years later than
12 initially desired and planned for.

13 1Q. ARE YOU AWARE THAT ANY PARTY TO DOCKET 08-0227, UPON

14 REVIEWING THE COMPANY’S UPDATE IN MID-2008, SUGGESTED THE

15 COMPANY SHOULD HALT OR EVEN CONSIDER HALTING,

16 MOTHBALLING OR OTHERWISE CEASING CONSTRUCTION OF THE

17 WHITE TANKS PLANT?

18 JA. No, I am not. No party to that case nor any person anywhere until this rate case (i.e., Mr.
19 Arndt) suggested that White Tanks should not have finished construction.

20 Q. IS THIS THE ENTIRE SET OF CORRECTIONS TO MR. ARNDT’S
21 SURREBUTTAL?

22 A, No, but these are my major corrections.

23 1Q. BY WHEN DID CERTAIN OF ARIZONA’S LEADING ECONOMISTS KNOW
24 ABOUT THE TIMING AND MAGNITUDE OF ARIZONA’S ON-GOING REAL
25 ESTATE DEPRESSION?

26 [A. By approximately May 2008, the Arizona Blue Chip Panel’s consensus forecast first

27 displayed evidence that Arizona’s slow down would be more severe than merely a typical

28 temporary slow down. Rejoinder Exhibit TMB-5 contains excerpts from ASU’s Western
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1 Blue Chip Economic Forecast made for the period starting January 2006 through January
2 2011, along with actual annual Arizona economic data for the period 2000 through 2010,
3 plus a listing of the current Arizona Blue Chip Panelists.

4 Q. WHAT WAS THE ARIZONG BLUE CHIP PANEL’S OUTLOOK IN JANUARY

5 20067

6 [A. Coming off the best or one of the best years in Arizona history, the outlook for 2006 and
7 2007 was also quite good with Arizona employment expected to grow 4.0% and 3.6%,

8 respectively, in 2006 and 2007. Single housing permits were anticipated to decline off
9 their record pace of over 80,000 units in 2005 by only (5.9%) and (3.8%).

10 Q. WHAT WAS THE PANEL’S OUTLOOK ONE YEAR LATER?

11 A The Panel’s outlook in January 2007 saw continued strong employment growth — the

12 engine of the Arizona economy — of 3.6% and 3.6%, respectively, for 2007 and 2008. In
13 other words, the Panel’s employment growth outlook for 2007 did not change over that
14 period, staying firm at the 3.6% growth outlook.

15 3Q. WAS THE PANEL’S VIEW DIFFERENT IN JANUARY 2008?

16 [A. In its January/February 2008 outlook, the Panel did see growth reducing somewhat from

17 its previous strong levels to only 2.2% and 2.6% employment growth, respectively, for
18 2008 and 2009. The Panel’s reduction was likely in response to the slow down

19 commencing in Arizona’s employment growth in 2007. We now know that employment

20 grew 5.1% in 2006 and only 1.5% in 2007. (To truly know what the Panel was reviewing

21 in this time frame one must obtain the preliminary actual employment data which is

22 subsequently revised.)
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Q.

SINCE WE NOW KNOW THAT EMPLOYMENT IN ARIZONA DECLINED
(2.1%) IN 2008, THEN FURTHER DECLINED (7.3%) IN 2009 AND DECLINED
(2.1%) AGAIN IN 2010, WHEN DID THE PANEL FIRST BEGIN TO TRACK
MORE CLOSELY TO WHAT ACTUALLY HAPPENED?

In March 2008, the Panel was still forecasting 2.2% employment growth for 2008, but in
April 2008 dropped the outlook to 1.1% and then in May 2008 dropped it further to 0.7%.
At that time, the Panel viewed the slow down to be shallow and short lived and
forecasted employment growth of 1.9% for 2009. In December 2008, the Panel projected
zero Arizona employment growth for 2009 and in January 2009, the Panel projected a
(0.7%) decline. However, even as late as January 2009 the Panel believed the recession
would be short and shallow and forecasted a 1.9% employment growth rate for 2010. A
year later, in January 2010, the Panel forecasted only a 0.2% employment incrcase for

2010.

GIVEN THAT ARIZONA’S LEADING ECONOMISTS ONLY FIRST BEGAN
TO SHOW LIMITED UNDERSTANDING OF THE TIMING AND DEPTH OF
ARIZONA’S REAL ESTATE DEPRESSION BY MAY 2008, SHOULD THE
COMMISSION HAVE EXPECTED THE COMPANY TO HAVE BEEN ABLE TO
- AS SOME PARTIES IN THIS CASE SUGGEST - FULLY GRASP THE
EMERGING ECONOMIC SITUATION, FACTOR THAT INFORMATION
IMMEDIATELY AND ACCURATELY INTO ITS CONSTRUCTION PLANS,
AND TAKE IMMEDIATE ACTION ON THOSE PLANS EARLIER THAN 2009
SUCH THAT WHITE TANKS WOULD HAVE BEEN HALTED, MOTHBALLED

OR ABANDONED?
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1 [A. Absolutely not. As the above contemporaneous information demonstrates, the Company
2 simply did not have adequate evidence from any reliable and credible source of expertise
3 to take such dramatic action in 2008.

4 VIII RATE DESIGN

S Q. DID STAFF RESPOND TO YOUR CONCERNS EXPRESSED IN REBUTTAL

6 CONCERNING STAFF’S PROPOSED RATE DESIGN AND POLICY?

7 lA. Partially, yes. It was important for Staff to link the Company’s proposed declining usage

8 adjustment to the discussion of its policy for water use efficiency as Mr. Michlik did in

9 his Surrebuttal (Page 2). If the Commission expects the Company to fully cooperate with
10 its policy to promote efficient water use, it is important for the Commission to embrace
11 adjustments and mechanisms which help mitigate the negative financial impact of its
12 policy. A declining usage adjustment is one such helpful adjustment.

13 Q. IS THE COMPANY IMPROVING ITS TECHNICAL KNOWLEDGE OF THE

14 IMPACT OF PRICE INCREASES AND RATE DESIGN CHANGES ON

15 CUSTOMER USAGE?

16 [A. Yes, because we are very concerned about an eroding base of revenues due to declining
17 usage in a nearly zero growth economy. The Company’s employee Mr. Miles Kiger

18 earlier analyzed Anthem and provided that compliance study to the Commission, but
19 more recently the Company has engaged economists at the U of A to build a fully

20 specified econometric model of the Company’s service territories. The U of A team

21 selected the Paradise Valley district as its first geographic area to analyze and its initial
22 preliminary estimate of an intermediate duration price elasticity is approximately (0.1).
23 This price elasticity can be interpreted as, for example, a 10% increase in the price of
24 water causes a 1.0 percent reduction in water usage. The U of A team also analyzed price
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1 elasticity by rate tier and as expected preliminarily found that usage is more negatively
2 responsive to price increases in higher blocks. The Company looks forward to the U of A

3 making more information available in the near future.

| 4 Q. WHAT ARE THE COMPANY’S REMAINNG CONCERNS WITH STAFF’S

5 PROPOSED RATE DESIGN AND POLICY?
6 JA. It concerns the Company that Staff seems to be almost completely unconcerned with cost
l 7 of service in making its rate design proposals. The Company has learned its lesson in this
8 case and plans to include a cost of service study in the next rate case so we can be
| 9 informed as to how far rate design is deviating from cost of service. The Company is
: 10 also concerned that Staff is moving forward quickly and strongly in implementing a
11 water use policy, but the Company is unaware of its specific goals. The Commission and
12 the Company have been embracing Best Management Practices for several years now and
13 they are working well to reduce usage. Perhaps, its time to slow down and take stock of
14 the situation. It is not inconceivable that in the next round of rate cases for the Company,
15 a significant amount of the proposed ratc increase could simply be for recovering in rates
16 a previously approved level of revenue requirement.
17 Q. DOES YOUR SILENCE ON ANY ISSUE RAISED BY ANY PARTY IN .
18 SURREBUTTAL TESTIMONY INDICATE YOUR ACCEPTANCE OF THEIR
19 POSITION?
20 [A. No.

21 Q. DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY IN THIS CASE?
22 1A, Yes.
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GENERAL WATER RATE
(continued)

LOW INCOME PROGRAM TARIFF

Requires the completion of a Low Income Program Application. Restricted to up to the
number of eligible residential participants identifed per district below.
Agua Fria District:

Maximum participants: 1,000 residential customers on 5/8 x 3/4 inch meters
Monthly Low Income Credit: $7.50

Increase in last block commodity rate for all residential and commercial customres:

$0.0846 per thousand gallons

Havasu:

Maximum participants: 100 residential customers on 5/8 x 3/4 inch meters
Monthly Low Income Credit: $10.00

increase in last block commodity rate for all residential and commercial customres:
$0.0 per thousand gallons
Mohave:

Maximum participants: 1,000 residential customers on 5/8 x 3/4 inch meters
Monthly Low Income Credit: $5.00

Increase in last block commodity rate for all residential and commercial customres:

$0.0846 per thousand gallons

Terms and Conditions

Applicants must swear that he/she has annual income below a threshold of 150% of the
federal low income guidelines as periodically revised. Applicant may not be claimed as a
dependent on another person’s tax return. Applicant must reapply each time moving

residences. Refusal or failure to provide acceptable documentation of eligibility, upon

request, shall result in removal from the low income program. Repayment of low income
credits by customers may occur for periods of ineligibility previously receiving low income
credits. Annual income means the value of all money and non-cash benefits available for
living expenses, from all sources, both taxable and non-taxable, before deductions, for all
people who live with the applicant.
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ARIZONA AMERICAN WATER CAPITAL STRUCTURE'

ACTUAL AS OF JUNE 30, 2011

Amount Qutstanding

% of Capital Structure

Long Term Debt $186,993,000° 46.88%
Short Term Debt $54,508,000 13.67%

Total Debt 241,501,000 60.55%
Total Common Equity $157.372,000 39.45%
Total Capitalization $398,873,000 100.00%

ACTUAL AS OF JULY 31, 2011

Amount Outstanding

% of Capital Structure

Long Term Debt $186,987,000 46.81%
Short Term Debt $50,881.000 12.74%

Total Debt 237,868,000 59.55%
Total Common Equity 161,558,000 40.45%
Total Capitalization 399,426,000 100.00%

PROJECTION AS OF DECEMBER 31, 2011

Amount Outstanding

% of Capital Structure

Long Term Debt $186,940,000 47.19%
Short Term Debt $47.818.000 12.07%

Total Debt 234,758,000 59.26%
Total Common Equity $161,416,000 40.74%
Total Capitalization $396,174,000 100.00%

' As per Staff definition to include short term debt.
% As a reminder, Tolleson related debt ($8.56 m) is always removed as per prior Commission precedent
which provided the benefit of this low cost debt entirely to Sun City Wastewater district.
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** YOU ARE A CUSTOMER IN THE AGUA FRIA DISTRICT ** For more information about your district, the
pending rate case, payment options, conservation tips, or Arizona American Water, please call our Customer Service
Center at 1-800-383-0834 or visit us online at www.arizonaamwater,com,

** YOU ARE A CUSTOMER IN THE MOHAVE DISTRICT ** For more information about your district, the
pending rate case, payment options, conservation tips, or Arizona American Water, please call our Customer Service
Center at 1-800-383-0834 or visit us online at www arizonaamwater.com.

** YOU ARE A CUSTOMER IN THE HAVASU DISTRICT ** For more information about your district, the
pending rate case, payment options, conservation tips, or Arizona American Water, please call our Customer Service
Center at 1-800-383-0834 or visit us online at www.arizonaamwater.com.

** YOU ARE A CUSTOMER IN THE PARADISE VALLEY DISTRICT ** For more information about your
district, payment options, conservation tips, or Arizona American Water, please call our Customer Service Center at
1-800-383-0834 or visit us online at www.arizonaamwater.com.

** YOU ARE A CUSTOMER IN THE SUN CITY DISTRICT ** For more information about your district,
payment options, conservation tips, or Arizona American Water, please call our Customer Service Center at 1-800-
383-0834 or visit us online at www.arizonaamwater.com.

** YOU ARE A CUSTOMER IN THE SUN CITY WEST DISTRICT ** For more information about your district,
payment options, conservation tips, or Arizona American Water, please call our Customer Service Center at 1-800-
383-0834 or visit us online at www.arizonaamwater.com.

** YOU ARE A CUSTOMER IN THE ANTHEM DISTRICT ** For more information about your district,
payment options, conservation tips, or Arizona American Water, please call our Customer Service Center at 1-800-
383-0834 or visit us online at www.arizonaamwater.com.

** YOU ARE A CUSTOMER IN THE TUBAC DISTRICT ** For more information about your district, payment
options, conservation tips, or Arizona American Water, please call our Customer Service Center at 1-800-383-0834
or visit us online at www.arizonaamwater.com.


http://www,arizonaamwater.com
http://www.arizonaamwater.com
http://www.ariAonaamwater.com
http://www.arizonaamwater.com
http://www.arizonaamwater.com
http://www.arizonaamwater.com
http://www.arizonaamwater.com
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" OPEN MEETING AGENDATIEM . . -

BEFORE THE ARIZONA CORPOEACTIE(%QJ%MNWUH

COMMISSIONERS R 0
MIKE GLEASON, Chairman . 7001 SEP 13 Pl
WILLIAM A. MUNDELL . SIOH
JEFF HATCH-MILLER . AZ CORP cm«m% 3
KRISTIN K. MAYES DOCKET CONT
GARY PIERCE

IN THE MATTER OF THE APPLICATION OF DOCKET NO, W-01303A-05-0718
ARIZONA-AMERICAN WATER COMPANY,
INC., AN ARIZONA CORPORATION, FOR
APPROVALS ASSOCIATED WITH A

PROPOSED TRANSACTION WITH MARICOPA Avizona Corporation Gommisston
COUNTY MUNICIPAL WATER DOCKETED
CONSERVATION DISTRICT NUMBER ONE TO . |
ALLOW THE CONSTRUCTION OF A SURFACE SEP 13 2007
WATER TREATMENT FACILITY KNOWN AS |-
THE WHITE TANKS PROJECT S OGRETED BY

12

EXCEPTIONS OF

ARIZONA-AMERICAN WATER COMPANY
Arizona-American Water Company (“Arizona-American” or the “Company”’) hereby

submits the following exceptions to the September 4, 2007, Recommended Opinion and Order:

Exception 1: On page 28, there are two ordering paragraphs (beginning on line 14 and on
line 21) that provide deadlines of December 31, 2013, for the provided accounting relief. The
requested accounting relief was based on hook-up fee projections contained in Arizona-
American’s September 1, 2006, revised application. The revised application anticipated that no
hearing would be required and that hook-up fee increases would go into effect in December
2006. Now, the carliest that hook-up fees can be increased is October 2007, Further, as a result
of the recent real estate slow-down, hook-up fees will not generate funds as quickly as originally
projected. Although Arizona-American does not object to deadlines per se, they shoulé reflect
the latest circumstances. Therefore, to compensate for the delay in implementing a hook-up fee
increase and for the expected slower pace of hook-gp fee funding, Arizona-American asks ﬁlat
the deadlines in these two ordering paragraphs be set as December 31, 2015,

1




i REJOINDER EXHIBIT TMB-5




1 Western - Economy @ - W, P, Carey School of Business

{
: Arizona Historical Table
Personalincome | Retad Seles Woge b Salary Population Single-family
(8 milliors) (3 milions) Svousands) (thousands) amben)

2010 223,716 43,035 23773 6,392 10,755

. % change 2.1 17 21 16,1
2009 219,027 4477 2,429.20 12,626

% change 22 -10.7 73 -33.0

2008 223,961 46,031 26195 17,762

% change 25 58 21 528

2007 218,588 54,246 286788 37,666

% change 56 0.1 15 323

2006 206,958 64,211 2637.0 55,633

% change 10.0 73 51 -31.2

2005 186,152 50,533 2508.6 80,804

% change 10.7 13.8 54| 0.0

2004 170,026 44,402 2,381.3 80,776

% change 9.3 as 3.7 227

2003 155,607 40,910 2,206.4 65,846

% change 5.0 53 1.4 18.0

2002 148,175 38,865 2.266.1 565,798

% change 37 10 00 78

2001 142,864 38,484 22860 51,839

% chango 5.3 19 1.0 81

2000 135,687 37,765 22427 5,131 48,844

% change X 7.8 37 83

Data Sources

Persond incoms: U, S. Department of Commerce, revised March 2011
Retail Sales: Taxable sales notincluding mstaurant & bar sales, Arizona Department of Revenue

Vyage & Salary Emp 1t Arizona Dep nof G (

Population: U. 8. Census Bureay, inter-census values net yet available

Single Family Permits: U, . Cansus Bureau, June 2011
W F. Carey Home |

W P Carey Migsion | Comactis | Web Feashack |

March 2011}

Copyright % 2011 ABUR

http://wpcarey.asu.edu/bluechip/western/historical/Arizona,cfm

Semap | Privocy Polcy

Page 1 of 1
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Methodology

The consensus forecasting approach used
in the Western Blue Chip was inspired by
Robert J. Eggert of Sedona, Arizona. Eggert
popularized consensus forecasting with the
introduction of his widely cited newsletter on
the national economy, Blue Chip Economic
Indicators. This approach has been consistently
shown to be more accurate than projections

from an individual forecaster.

Consensus panelists for the Western Blue
Chip are drawn from leading firms, universities
and state agencies across the West. Panelists
are contacted during the final week of each
month and. forecast data are compiled by tele-
phone and fax transmission until the last day of
the month. Thus, data reported in the forecast
tables for a given month are current as of the

first day of that month.

The consensus for each state is the mean
of all forecasts shown in the tablse. Data
are expressed as annual percentage changes
relative to the annual average value for each
indicator during the previous year. Since not
all panelists revise their forecasts each month,
changes in the consensus may result from revi-
sions by an individual contributor.

Source:

2006 2007
Annual Percent Change, 2006 from 2005 Anpual Percent Change, 2007 from 2006
Current § Wage&  Popu- Singlofamily Current $ Wage &  Popu- Singlo-family

Personal  Retail Salary  lation  Housing
Income  Sales Empl.  Growth  Permits

Personal  Retail  Salary  lation  Housing
Income  Sales Empl.  Growth  Permits

Arizona Public Service

ASU- Bank On¢ EOC

Arizona Depanment of Commerce
Department of Economic Security
ECON-LINC

EconLtLLC. ... " - .
Eggert Economic Enterprises Inc.
EWliottD; Pollack & €0. 2~ " °
H. C. Reardon Economics

The Maguire Company

NAU - BBER

Salt River Project - .

Stellar Capital Manugement

UA - Eller College -

VisionEcon

Wells Fargo & Co.

Consensus Forecast — This Month
— Last Month

~Joiny Législative Budget Committee: .

Metropolitan West Asset Management

80 90 3.7 29 (50
71 7.2 42. 29 0 @80
7.9 72 40 30 (10
78 7l 37 .29 :
7.8 7.5 4.0 30 (10.0)
75 0 70 42 . 230 < (50)
8.6 73 42 N N )]

EROT QA0 3,00 - {O0)

7.7 72 1 3.1 (7.0)

6T AS T e300 60

81 172 39 - (5 0
£ R N SR X e
7.8 7.0 338 2.8 (5.0)
85700 42 B E40)
7.2 7.0 3.8 2.7 (7.5)
94. . 67 44 .33 0 (12)
8.0 83 4.4 34 0.0
74 6777320 128 (33)
79 7.4 4.0 3.0 (5.9)
79 8.2 42 3.1 1.1

8.2 7.0 3.7 2.8 3.6
6.8 6.8 40 - 28 (70)
75 61 37 29 (10.0)
7.1 6.8 4.0 3.0
8.0 7.2 4.0 31 (5.0)
15 69 3.8 29 (5.0
8.4 7.2 4.3 3.3 @.n
TS T8 38 i3 (5.0) ¢
7.2 6.8 3.8 2.8 2.0

S (o SRR 5 R o WS BPSS: 1) A € ) it
1.6 6.9 3.8 3.1 (5 0)
VA RRI 1) IR = R 5
8.0 6.4 37 2.7 oo
70760 s 27 L (400)
7.1 6.9 3.6 2.6 (5.0)
CRAL 63 B (43)
6.1 6.7 2.9 2.9 (2.0)
720 6.3 3.0 3740
1.4 6.8 3.6 29 (3.8)

) 2006
Annual Percent Change, 2006 from 2005

2007
Annual Percent Change, 2007 from 2006

Current § Wage &  Popu. Single-family
Personal  Retail Salary  lation  Housing

Current § Wage &  Popu- Single-family
Personal  Retall  Salary  lation  Housing

*This forezast 18 for Southern Califomia only

Source: Income  Sakes Emp),  Growth  Permits Income  Sales Empl,  Growth  Permits
Anonymous 5.8 5.2 17 1.7 (0.8) o '

California State University, Long Beach * 59 78 17 1.8 (264) 7.0 7.1 2.1 2.1 (3.2)
Chapmian University 5.5 4.8 1.1 15 (12.5) 5.1 4.6 0.8 15 (6.1)
L.A. County Econ. Development Corp. 6.1 9.4 1.5 1.4 (52) 59 8.7 14 1.3 (1.3
Legislative Analyst’s Office 5.7 5.2 1.3 14 (10.0) 55 5.6 1.4 14 (1.0}
UCLA - Business Forecasting Project 5.7 52 1.3 14 (10.0) 55 5.6 1.4 14 (1.0)
University of the Pacific - 69 . 46 1.7 16 - (84) 6.0 4.9 13 1.5 (4.5)
Welis Fargo & Co. 5.9 4.8 1.6 1.3 6.0y 58 4.7 1.0 13 6.5)
Cousensus Foreeast — This Month .59 5.6 . 1.5° LS - (7.6 5.6 5.7 12 14 (G4

— Last Month 59 5.2 1.6 1.6 .9
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CONSENSUS FORECASTS

Methodology

The consensus forecasting approach wsed
in the Western Blue Chip was inspired by
Robert J. Eggert of Sedona, Arizona. Eggert
popularized consensus forecasting with the
introduction of his widely cited newsletter on
the national economy, Blue Chip Economic
Indicators. This approach has been consistently
shown to be more accurate than projections

from an individual forecaster.

Consensus panclists for the Western Blue
Chip are drawn from leading firms, unjversities
and state agencies across the West. Panelists are
contacted during the first week of the month
and forecast data are compiled by telephone,
fax, e-mail and online submission until the
third week of the month. These data are then
published during the first week of the subse-

quent month, Thus, the data are current for the
month of publication. The consensus for cach
state is the mean of all forecasts shown in the
table, Data are expressed as annual percentage
changes relative (o the annual average value for
each indicator during the previous year. Since
not all panelists revise their forecasts each
month, changes in the consensus may result
from revisions by an individual contributor.

2007 2008
Annual Percent Change, 2007 from 2006 Aunnual Percent Change, 2008 from 2007
Current $ Wage&  Popu- Single-family Current $ Wage &  Popu Single-family

Personal  Retail Salary  lation  Housing

Personal  Retail  Salary  lation  Housing

ASU - Economic Qutlook Center

Department of Beonomic Security -
ECON-LINC

EconLit LLC

Eggert Economic Enterprises Inc.

Elliott D. Pollack & Co. :

H. C. Reardon Economics

The Maguire Company

NAU - BBER
SaltRiver Project =

VA Elér-College -
VisionEcon
“Wells Fargo & Co

— Last Month

| Joint Legislative Budgey Committee - -

~Bavidson Fixed lncome Management .

Stellar Capital Management

Consensas Forecast — Thm Month

72 56 2.9 3.0 (10.0)

4L eSS 40 300
7.5 6.9 4.0 31 (10.0)
75 695 33 29 {(10.0)
7.3 6.7 3.6 3.1 8.1)
74 58 40 35 {250)
6.8 6.8 4.0 30 (10.0)

s 6T 3730 70y

74 7.1 4.1 3.1 (8.0)
TR T BT e
7.7 6.4 37 27 (5.0)

A 3 G A (150) :

7.1 6.5 3.6 2.7 ©.0

R R TR SR % S i E P 0 E )

72 6.9 29 (290)
i 7\4 St 6.3

73 6.5 3.0 (9.8)

7.3 6.6 2.9 6.8)

Source; Income  Sales Empl.  Growth  Permits Income  Sales  Empl.  Growth Permils
_Arizona Department of Commerce 6.9 6.0 3.5 29 10.0y 6.8 55 35 29 5.0
Atizond Public Service 78 1.5 4.0 L 30 . (70 S78° 80 43 - 30, 0540 .

70 53 34 28 (50)"'

U RN SRR & SR & AP

7.2 67 38 3.0 5.0
76 120 39 30 0.0
7.0 6.4 35 32 (46)
70 45 30 30 150
8.0 70 53 32 150

72 6.0 32 - 30 (50

74 70 39 31 (100)
T8 R BT L
8.1 65 39 28 0.0

80 ST O ) MR ) S R 1Y |

AR

2007 2008
Annual Percent Change, 2007 from 2006 Annual Percent Change, 2008 from 2007
Current $ Wage&  Popu- Single-family Current $ Wege &  Popu~ Single-family
Personal  Retail Salary  lation  Housing Personal  Retail  Salary lation  Housing
Source: Income  Sales Empl.  Growth  Permits Income  Sales Empl.  Growth Permits
Anonymous 5.8 3.3 1.5 L7 (1.2)
Califoinia State University, Long Beach * 4.9 5.7 1.8 2.0 (0.8}
Chapman University 55 4.6 0.9 14 (12.4) 6.2 59 13 1.4 0.0
L.A. County Economic Development Corp. 6.0 . 5.5 . 0.9 1.2 (85) 6.2 5.9 1.3 1.2 2.0
Legislative Analyst’s Office 5.4 4.7 1.3 L1 @7
UGLA~ Business Forecasting Project. - 4.3, 242 - <05 L1 (168 - 4.6 47 L0 . Ll 44
University of the Pacific 5.5 2,6 1.4 1.0 (8.9) 54 4.3 1.1 1.0 9.7
- Wells‘Fargo Comipany. ", 48 40 SN EV RIS B SRR 4 5. ) BN 54 0 42 12 10 (50
Consensus Forecast — This Month 53 44 1.1 12 .3 5.6 590 1.2 1.1 2.5
— Last Month 5.3 45 11 1.3 an
*This forecast is for Southem Califomia only

JANUARY 2007
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CCONSENSUS FORECASTS

Methedology

The consensus forecasting approach used
in the Western Blue Chip was inspired by
Robert J. Eggert of Scdona, Arizona. Eggert
popularized consensus forecasting with the
introduction of his widely cited newsletter on
the national economy, Blue Chip Economic
Indicators. This approach has been consistently
shown to be more accurate than projections

from an individual forecaster.

Consensus panelists for the Western Blue
Chip are drawn from leading firms, universities
and state agencies across the West. Panclists are
contacted during the first week of the month
and forecast data are compiled by telephone,
fax, ¢-mail and online submission until the
third weck of the month. These data are then
published during the first week of the subse-

quent month. Thus, the data are current for the
month of publication. The consensus for each
state is the mean of all forecasts shown in the
table. Data are expressed as annual percentage
changes relative to the annual average value for
cach indicator during the previous year. Since
not all panelists revise their forecasts each
month, changes in the consensns may result
from revisions by an individual contributor,

2008 2009

Annual Percent Change, 2008 from 2007 Annual Percent Change, 2009 from 2008

Current § Wage&  Popy- Single-family Current § Wage &  Popu- Single-family

Personal  Retail Salary  laion  Housing Personal  Retail Salary lation  Housing
Source: Income  Sales Empl.  Growth  Permits Income  Sales  Empl.  Growth Permits
Arizona Department of Commerce 5.5 50 28 2.8 -8.0 55 55 32 2.9 10.0
Arizona Public Service .0 .07 627 0 88 23 U UE6 2000 Y7168 37 o 320 40
ASU - Economic Outlook Center 45 2.0 25 2.7 -18.0 47 " 30 2.8 25 0.0
Davidson Fixed Income Management. = 65 . 5.6 2.9 L 19 66 39 Ty
ECON-LINC 6.4 4.2 2.5 2.7 -15.0 6.6 5.8 25 3.0 -5.0
EconLit LLC. L R ¥4 22: kS 28 122000 65 - 30 18 o 28 .. 50
Elliott D. Pollack & Co. 5.5 1.0 10 2.5 -20.0 6.0 2.5 2.0 2.5 0.0
‘Grand-Canyon University . .- .-5 - “56 - 40 . 12 - 3.0 .00 39 13 . 07 - 28 50
H. C. Reardon Economics 5.6 5.0 3.0 28 150 6.5 52 3.0 2.8 0.0
Joint Legislative Budget Committee -~ 6,5~ ~ 5.0° 28 30 100 62 50 P RN & NN 1| B
The Maguire Company 6.4 5.0 22 3.0 -150 6.2 5.4 2.8 3.0 -5.0
NAU - BBER 67 1.6 30 24 - -50 7.5 2.7 4.0 23 23
Salt River Project 5.5 3.1 1.9 28  -150 6.2 45 24 2.6 12.0
Stellar Capital Management 6.5 55. .30 26 - -100 7.9 69 - 39 27 100 .
UA - Eller College 34 0.7 -0.4 2.7 -22,5 3.5 3.0 0.0 2.2 19.3
Wells Fargo & Co, - SRR - 64 53 27 28 =103 - 6T 50 25 28 64
Consensus Forecast — This Month 5.8 3.8 . 22 2.7 -13.6 6.1 4.5 2.6 27 3.1

— Last Month 6.3 4.4 2.5 2.8 -8.0

Annual Percent Change, 2008 from 2007

2008

Annnal Percent Change, 2009 from 2008

2009

*This forscast is for Southem Califomin only

Cuarent § Wage&  Popu- Single-family Current § Wage&  Popur Single-family
Personal  Retail - Salary  lation  Housing Personal ~ Retal ~ Salary  lation  Housing
Source: Income  Sales Empl.  Growth  Permits Income  Sales  Empl.  Growth  Permits
Anonymous 4.8 3.4 0.7 1.2 213 5.2 4.6 1.0 1.2 21.0
California State University, Long Beach * 597~ 6.5 1875 TURT RS Ce S B
Chapman University 31 2.6 0.1 1.1 -11.0 4.8 4.4 12 1.2 4.6
L.A: County. Economic.Development:Corp, 4.9+~ =12 705 " 117 . -264 52716 1.0 1.1 3000
Legistative Analyst's Office 4.9 38 1.0 1.2 33 53 4.7 1.3 1.3 19.2
“UCLA - Business-Forecasting Project 3.5 3.2 0.5 L 88 4.6 4.0 09 10 18.2
University of the Pacific 4.7 4.1 0.8 L0 -3.5
Wells Fargo Company 4.0 3.1 0.5 1.0 -20.0 53 29 13 1.0 ~3.0
Counsensus Forecast — This Menth 4.3 2.7 0.6 Lt -125 S.1 37 L1 11 10.5
~— Last Month 5.0 41 1.1 1.1 -1.0

JanuArY/FeBRUARY 2008
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CONSENSUS FORECASTS

Methodology

The consensus forecasting approach used
in the Western Blue Chip was inspired by
Roberi J. Eggert of Sedona, Arizona. Eggert
popularized consensus forecasiing with the
introduction of his widely cited newsletter on
the national economy, Blue Chip Economic
Indicators. This approach has been consistently
shown to be more accurate than projections

from an individual forecaster.

Consensus panelists for the Western Blue
Chip are drawn from leading firms, universitics
and state agencies across the West. Panelists are
contacted during the first week of the month
and forecast data arc compiled by telephone,
fax, e-mail and online submission until the
third week of the month. These data are then
published during the first week of the subse-

quent month. Thus, the data are current for the
month of publication, The consensus for each
state is the mean of all forecasts shown in the
table. Data are expressed as annual percentege
changes relative to the annual average value for
cach indicator during the previous year. Since
not all panelists revise their forecasts each
month, changes in the consensus may result
from revisions by an individual contributor,

2008 2009
Annuat Percent Change, 2008 from 2007 Anuual Percent Change, 2009 from 2008
Current $ Wage &  Popu- Single-family Current $ Wage &  Popu- Single-family
Personal  Refail Salary lation  Housing Personal  Retail Salary lation  Housing
Source: Income  Sales Empl.  Growth  Permits Income Sales Empl,  Growth Permits
Arizona Department of Commerce 4.6 14 0.3 2.6 -20.0 5.0 3.6 1.4 2.7 4.0
‘Arizona Public Service 62 .. .55 23026 7 200 ). 7l 6.5 37 32 7 40
ASU - Economic Outlook Center 4.5 1.2 1.5 2.7 -18.0 4.7 25 25 235 0.0
~Davidson. Fixed Income Management- 61 47 22 79 6.6 39: - »
ECON-LINC 5.6 2.1 1.8 2.5 -20.0 6.4 4.6 22 2.4 -5.0
EconLit LLC . L 5.9 22 1.5 2.8 -20.0 6.0 3.0 1.8 .28 - 50
Elliott D. Pollack & Co. 5.0 -1.0 2.0 2.0 -25.0 55 25 1.0 2.5 0.0
Grand Canyon Utiiversity AR %R ¥ | AU E N X | 0.0 3.9 13707 - 28 50
H. C. Reardon Economics 4.5 1.0 0.0 2.8 -20.0 4.8 3.0 2.0 2.8 0.0
Joint Legislative- Budget Committee ©5.5 280 . L3 281200 5.7 3.5 25 ~28. .00
The Maguire Company 22 3.0 -150 6.2 5.4 2.8 3.0 -5.0
“NAU - BBER: S 251000 TS ey 22 B0 2 23
Salt River Project 0.8 27 -22 0 59 43 2.2 2.5 10.0
‘Stéllar Capital Management - 05 o sl 6l ST LR {1 A NIRRT .Y RUNPLoty ¥ BENs u sy for SRS | 1)
UA - Eller College 34 0.7 -0.4 2.7 -22 5 3.5 3.0 0.0 22 19.3
Wells Fargo &-Co 00 0 o i 500 gl g e e I S TR i RO R Y g
Consensus Forecast - This Month 5.4 2.6 1.1 2.7 -17.0 58 3.9 2.1 2,7 2.7
— Last Month 6.0 4.0 2.2 2.7 -12.7 6.3 4.7 2.7 27 3.1

2008 2009

Annual Percent Change, 2008 from 2007 Annual Percent Change, 2609 from 2008

Current $ Wage&  Popu- Single-family Cumrent $ Wage &  Popu- Single-family

Personal  Retaif Salary  lation  Housing Personal  Retail  Salary lation  Housing
Source: Income  Sales Empl.  Growth  Permits Income Sales Empl.  Growth  Permits
Anonymous 4.8 3.4 0.7 1.2 213 5.2 4.6 1.0 12 21.0
California State University, Long Beach * * 5.9 6.5 1.8 17 -0.5 v R
Chapman University 2.5 19 -0.5 Lt -149 4.5 43 12 11 35
L.A. County Economic Development Corp.. 49"~ “1.6 0.7 LY . -26.0 52 . 15 10 L1 . 30
Legislative Analyst’s Office 47 3.6 0.6 11 -18.2 5.1 3.8 0.8 1.1 5.6
UCLA - ‘Business Ferecasting Project 30 -.22 401 L1 . 416 . 41 . 35 07 .. LI 5.3
University of the Pacific 5.3 11 0.9 0.8 -10.1 54 35 14 0.8 20.2
Wells Fargo Company . - - 3T 27 02 1B 240 50 29 1.0 1.0 5.0
Consensus Forecast — This Month 4.1 1.9 0.4 .1 223 49 3.4 1.0 1.1 7.7

— Last Month 4.3 2.2 0.5 1.1 -17.0 51 3.6 1.1 1.1 9.8

*This foresast 35 for Southera Califoria only

APRIL 2008
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CONSENSUS FORECASTS

Methodology

The consensus forecasting approach used
in the Western Blue Chip was inspired by
Robert ). Eggert of Sedona, Arizona. Eggert
popularized consensus forecasting with the
introduction of his widely cited newsletter on
the national economy, Blue Chip Economic
Indicators. This approach has been consistently
shown to be more accurate than projections

from an individual forecaster.

Conscnsus panelists for the Western Blue
Chip are drawn from lcading firms, universities
and state agencies across the West. Panelists are
contacted during the first week of the month
and forecast data are compiled by telephone,
fax, e-mail and online submission until the
third week of the month. These data are then
published during the first week of the subse-

quent month. Thus, the data are current for the
month of publication. The consensus for each
state is the mean of all forecasts shown in the
table, Data are expressed as annval percentage
changes relative to the annual average value for
cach indicator during the previous year. Since
not all panclists revise their forecasts cach
month, changes in the consensus may result
from revisions by an individual contributor.

— Last Month 3.4

2008 2009

Annual Percent Change, 2008 from 2007 Annual Percent Change, 2009 from 2008

Current § Wage &  Popu- Single-family Current § Wage &  Popu- Single-family

Personal  Retail Salary  lation  Housing Personal  Retail  Salary lation  Housing
Source: Income  Sales Empl.  Growth  Permits Income  Sales Empl.  Growth Permits
Arizona Department of Commerce 4.6 1.4 0.3 26 -200 | 5.3 36 1.4 22 4.0
. Arizona Pyblic Service- BURTRES At O FEI e Tk R (e | IX VIR SRRSO ¥ SIPNNNC v AEOREIES o 1 SRR 8. NP 7 S
ASU - Economic Outlook Center 4.5 1.2 1.5 27 -18.0 4.7 25 25 2,5 0.0
“Davidson Fixed Income Management -+ " 5.7 73300 B8 v e e CEETR 66 39 e
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Consensus - This Month

Arizona Update and Qutlook

Arizona's unemployment rate rose to 6.3 percent in November, below the November national figure of 6.7 percent, but up from 6.1 percent in
October.

The Grand Canyon State lost 83,100 jobs in November compared to 2007, a decrease of 3,1 percent. The Arizona Department of Commerce notes
that this is the greatest year-over-year percentage decline since the spring of 1975 (link:
WA ce az.gov/admi loaded fcau rDecO8 ndfh).

Construction in the Grand Canyon State is still shrinking, with another 2,800 jobs lost in November. Construction employment in November was
down 16.5 percent from 2007. Retail weakened by more with double-digit year-over-year job losses in November in furniture stores (-12.2
percent), department stores (-12.1 percent) and clothing stores (-12.1 percent).

But in the midst of troubling indicator reports, Arizona economy-watchers were pleasantly surprised by recent population growth estimates
released by the U.S, Census Bureau. The Grand Canyon State ranked second (behind Utah) in the rate of population growth (2.3 pereent) for
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Forecast for January 2010

Consensus - This Month ‘
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Consensus - This Month

Arizona Update and Outlook

H With some luck, the U.S. economy will pull Arizona along, It will be a long slog for real estate of any kind.
ECON-LINC

Total nonfarm employment gained 12,800 jobs in November (+0.5 percent). This is a good turnaround from November 2008 when total nonfarm
employment lost 19,000 {-0.7 percent). The Private Sector accounted for 11,100 of the 12,800 job gains. Nine of the 11 sectors posted job gains,
an(r two showed losses. Most of the gains were in Trade, Transportation, and Utilities; Professional and Business Services; and Leisure and
Hospitality. Over-the-year, total nonfarm employment continued to show losses with employment levels 143,800 (-5.6 percent) fower than
November 2008. Continuing a trend, November indicated a slowdown in the rate of over-the-year job losses. Construction continued to be the
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Forecast for January 2011
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Consensus - This Month

Consensus < Las Month

Arizona Update and Outlook

For the fourth month in a row, Arizona has gained jobs over the year. Arizona's 1.0 percent over-the-year gain is relatively higher than the U. S.
gain of 0.6 percent. The 1.0 percent gain translates into 24,900 jobs that were added since November last year. The Private Sector had a net gain
of 30,800 jobs while Government lost 5,900 over the year. Trade, Transportation and Utilities had the most over-the-year job gains (+13,600)
followed closely by Professional and Business Services (+12,100} and Educational and Health Services {+12,000),

Arizona Department of Commerce
hitp/hy worki ;




Panelists Page 1 of 6

Scott Anderson
Welis Fargo & Company - MN

Scott Anderson has more than 15 years of experienca in the field of Macroeconomics. At

Wells Fargo he is responsible for the analysis and forecasting of international, nationst

and regional oconemic trends. Mr. Anderson joined Wells Fargo as senior economist in

2001, before theal he held positions at Moody's Economy.com in Phitadelphia, end the B
Intemational Monetary fund in Washington DC,

Mr. Andersen provides daily enalyses of U.8, econemic news, and produces the Wells
Fargo Economics macroeconomic forecasts. He authors the Wells Fargo “Celifonia
Outiock” report, the monthly *Economic indicaters” report, and he monthly Weils Fargo
"Fixed Income” report, and co-authors Wells Fargo's weekly” Financial Market Sirategies”
reporl, in addition, he covers the Unlted Kingdom, China, South Korea, Japan, Hong
Kong, and Singapore as pan of our bl-monthly intemational report.

H
H

hes appeared in numerous media inctuding: CNN, Bloomberg, MSNBC, CBS
MarketWalch, BBC, NPR, Walf Strest Journal, New York Times, Financial Times,
Washington Post, Los Angeles Times, Chicago Tribune, USA Today, San Francisco
Chronicle. :

I
|
i
Mr. Anderson’s research is widely read by the fi tal and busi G Wty and he . ‘

; Brian Cary
Salt River Project

Dwight Duncan
Econliti.LC

Fete Ewon
Arizona Pubfic Service

Dennis Foster

http://wpcarey.asu.edw/bluechip/western/Panelists.cfm?State=Arizona 8/5/2011
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NAU - BBER

Neal Heim
Davidson Fixed 1 M t

Neat Helm has served as a portfolio manager for govemments in Anizona since 2003. Mr.
Heim also served as Arizona Depuly State Treasurer for Investments for 20 years. In that
position, he was directly rasponsible for the management, strategy, end trading decisions
for the $8 billion portfoiio, The portfolio inchuded high-grade corporate bonds, mortgage-
backed bonds, asset-backed bonds and money markel products. Mr. Helm was
responsible for suggesting and imptementing policies and procedures affecting the
investment porifobo and fing that the & ts piled with the adepted policy,
Prior {0 joining the Tressurers staff, My, Helm was employed as an anaiyst for the State
Senate Finance Committee. Mr. Helm hokis a B.S. degree in Economics kem Arizona
State University. Mr. Helm is 8 member of the Arizona and Westem Blue Chip Economic
Forecasting Panel and the Arizona Department of Transportalion’s Reglonal Economic
Forscasling Group. He is an Assistant Scoutmaster for th e Boy Scouls, and is a veteran.

John Lucking
ECON-LINC

Alan Maguire
The Maguire Company

Alan Magulre is the President and Principal Economist of The Maguire Company, an
independent, economic forecasting and public pelicy cansulting firm. Prior to forming The
Maguire Company, Alan was a senior Investment banker with 2 regional securities fim.
During his tenure, he was the leading financlal advisor in the State of Arizona and served
a3 elther senior manasger or senior financial advisor on over $1 biltion in tax-exempt
fmancing.

From 1983 to 1987, Alan was the Chief Depuly in the Office of the State Treasurer where
he had overalt management responsibility for an annual cash flow of $6 billion and an
intemally managed, fixed income Iinvestment portfolio of more than §2 billion.

He previously served as the Economic Advisor to the Arizona Slate Senate, in which he
was [nvolved in all legisiation with either a direcl or Indirect impact on the municipa) fiscal
structurs of state and Jocal government in Arizona.

; Presidents, and two Anzona House Speakers. His community orpanizations including

" serving as President of the Arizona Economic Forum and as a member of the Arizona
Economic Estimates Commission, the Arizona Propesty Tex Qversight Commission, the
Phoenix Economic Club, and the Arizona Ecenomic Roundtable. He is past Chairman of
the Arizona Town Hall, pasl Chairman of the Arizona State Retirement System Board
and past President of the Maricopa County Industris! Development Authority, Me is an
; origipat member of the Anzona, Westem States, and Metro-Phoenix Biue Chip Economic

: Alan has served as an advisor to four Asizona Govemors, four Arizopa Senate
;
|
\
| Forecast Panals.

|

|

)
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Lee McPheters
ASU - Economic Qutiook Conter

‘ R Lee McPheters Is Research Professor of Economics in the W. P. Carey School of

! Busingss at Arizona State University end Director of the school's JPMorgan Chase
Economic Outlook Center. The Center specializes In economic forecasts for Arizona and
the Western siates. Dr. McPhetors is editor of the Anzons Blue Chip Economis Forscast
and ihe Western Blue Chip Economic Forecast newsletters, published monthly by the
Cenler.

His wrilings on the Westem region have been quoted in the Wa#l Steef Joumal, USA
Today, The Economist, BusinessWeek, The New York Times, and Newsweek as well as
major metropolitan area newspapers throughout the nation. He has appeared nationaly
on Good Moming America and CNN news, co ing on the of the Westem
states. Dr, McPheters has published numerous arlicles in books and profossional
joumals including the Review of Economics and Stalistics, Land Economics, the National
Tax Joumal, and Joumal of Long Rangse Planning. His recent rese arch has emphasized
transp fon issues in develop with support flom the U. S, Department
of Transporiation, the Arizona Depariment of Transportation, Phoenix Sky Harbor
intemational Airpert, Boeing, and other public and corporate sources.

He has been named a Distinguished Facully Researcher in the School of Business, and
received the Facully Service Award in 2008, presented annually {0 one recipient for
innovative and effective service. Dr. McPheters was recognized Jor the best research
article in Economic Inquiry with an awerd from the Westem Economic Association. He is
a ber of the National Association of Business Economists, the American Economic
Association, the Western Economic Assotiation, the Westem Reglonal Science
Assodlation, and is past president of the Arizona Ecenomic Roundiable. Dr. McPheters
completed his undergraduate studies at San Francisco Siate University and received his
i Ph.D. from Virginia Tech, He has been at ASU since 1976.

JLB C Hans Qlofsson
Joint Legisiative Budget Committea

The Joint Legistative Budget Committee (JLBC) was established in 1966, pursuant to
Laws 1866, Chapter 96. The primary powers and dulies of the JLBC relete to

: ascertaining facls and making recommendslions 1o the Legislature regarding all facets of
! the state budget, state revenues and sxpenditures, future fiscal needs, and the
organization and {functions of state govemment,

David Petrenka
Davidson Fixed Income Management

Eiliot Pollack
Elliott D. Pollack & Co,

Elliott D. Potlack Is Chief Executive Officer of Ellioti D. Pollack end Company in

: Scotisdale, Arizona, an economic and rea! estate consulting firm established in 1987,
which provides a broad range of services, specializing in Arizone economics and real
estate,

The finn maintains the most comprehensive economic database in Arizona, allowing it to
seourately conduct economic forecasting, develop economic impact studles and prepare
demographic analyses and forecasts.

http://wpcarey.asu.edu/bluechip/western/Panelists.cfm?State=Arizona 8/5/2011
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Ellisti D. Polleck and Company cutrently serves as the economics department for
Maricopa Counly. As well, the firm serves a broad client bese of both public and private
sector entitles that ranpe from law finms and real estate developers 10 school districts and
utility companies.

Mr. Pollack has syndicated and master pi anned numerous properties in Arizona through
sfiiliated companies. He is recognized for his expertise In disceming the relationship
between real estale trends and lanc vaiue, usage and timing jor improvements and
developmet.

He constantly monitors construction, sales and jeasing activity in the Phoenix
metropolitan area, to detennine absorption rates and anticipated time framos for market
recovery. Mr. Pollack conducts marketa bility and supply demand studies on retall,
Industrial and residential propertes. He also is an sxpert in the valuation of fractionalized
interests in limiled parnesships.

i Mr. Poitack is widely sought after as a member, cc and speaker for numerous
H economic and real estate boards and organizations. He also is respected by local, state
. and national news media as an expen source for economic and real estate matters.

During his career in the Phoenix metropolilan area, Mr. Pollack has undertaken extensive
economic siudies that examine real estats projects from 8 myriad of perspectives. Under
contract o the Arizona State Land Department as a L. and Disposition Consultant, Mr.
Pollack provided services in the areas of land valuation, markelabiity studies, fe asibility
analysls, infrastructure cost anelysis and comymercial Jease analysis.

He has developed models of real estate value appreciation for the Phoenix area that arg
davoted to anatyzing alt tive land use legies for property and sconomic feasibility.
Mr. Pollack served as Chief Economist of Valley National Bank in Arizona for 14 years,
prior to establishing hia consuiting firm, His responsibilities inciuded developing and
maintaining the institution's assettlability model and state and netional econometric
model;, providing local, state and nationat ing 1o the Board of Directors,
i customers, businesses, indusiry and enalysts; and serving as editor for Valley National

: Bank's monthly sconomic publication Anzona Progress and the annual Asizons Statisticsi
Review.

Mr. Pollack eamed a Bachelor of Science in Accounting from Bo ston University in 1667
end B Masters in Busimess Administration from University of Southern Cafifornia in 1968.

Steve Prituisky
Southwest Growth Pariners

Steve Pritulsky Is the Founder and Principal of Southwest Growth Partners, an integrated
advisory services, land development and investment company based in Phoenix,
Arizona. Mr. Prituisky has more than 24 years of real estate economics consulling,
property portiolio due diligence and Jand development experience that spans the
metropolitan Phoenix area, Arizona, Las Vegas, Southam California and other markets
throughout the Southwesetem U.S. Steve most recently served as Senlor Vice President
of Operations for Newland Communities’ Phoenix Division and, prior to founding SGP in
2008, was Vice President of Planning and Development for Pulte Homes/Del Webb,

Mr. Pritulsky has delivered Industry insights to the Pacific Coast Builders Conferenco
(PCBC) and the Adzona Economic Culfook. Steve has aiso served as a puesi leciurer in
Ragional & Urban Economic at Northem Arlizona University. He has been nvolvad for the
past two decades in the Arizona Economic Roundtabte, & forecaster for th e Western,
Arizona and Metro Phoenix Blue Chip Real Estate gnd Economic Forecast Panels, and
has served in various capacities the Urban Land Inglitute, Nalionel Golf Foundation, the
Home Builders Associstion of Central Arizona, the Maricopa Association of Governmenis
and Valley Partnership.

Debra Roubik
VisionEcon/Goveming Star Group

http://wpcarey.asu.edw/bluechip/western/Panelists.cfm?State=Arizona 8/5/2011
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Debra J. Roubik began her career as an economist at Chicago’s Haris Trust and
Savings Bank where she was also solely responsible for the bank's macroe conomic
model. During her tenure, the bank was rated number one for the most accursats inlerest
rale forecas! and she also provided research and sditing for the book, "Taking the
Voodoo Out of Econornics.” Later in her caresr, she hetd the positions of vice-president
of Stotler Economics, Manager of Revenue F g for Atchison Topeka & Santa Fe
Raliway and Economist for DES, Research Administration. Cumently, Debra has been
the Chief Economis! end Founder of VisionEcon, a consulting firm that specializes in
analyzing legislative, govemmental and economic deveiopment impacts on local
aconomies. She has been quoted by Bamoa's, New York Times Service, USA Today,
The Chicago Tribune, The Daily Herald, The Arzona Republic, The Business Joumnal,
Yucson Citizen, The Anzona Daily Star and Today's Arfzone Worman. She has been
published In Chicago’s Ci Magazine, Phoenix Magazine, The Arizona Repubfic
and U of A's Arizona's Economy. She also has been heard on television and radio
programs such as KAET, KUAT, Channel 12's KPNX TV and KFNX 1100 AM radio.
Doebra possesses a Bachelor of Sclence In Economics and Probabllity and Statistics, and
is completing an MBA in Finence.

Stephen Taddle
. Stellar Capitel Management

Mr, Taddie is a Co-Founder and Managing Member of Stellar Capital Mansgement, 8
Phosnix-based inyestment advisory firm specializing in custom-takiored portfolio
management. He has over 20 yaars of professional experience in the invesiment fieid,
spending seven years in the brokerage business with Mol Lynch and Prudential
Securities, prior to embarking on a career in portfolic manapemen! and ulimaisly forming
his own firm and co-founding Stetlar Capital Management. During that tims he has
worked with a select group of cilents ranging from publicty traded corporations,
government entities, and Native American indian Tribes, lo high net worth Individuals and
families across the country. He has been & freguent speaker on sconomic and
invesiment management trengs, has authored numerous articles and has often been
quoled on tho same subjects.

Heis a ber of the National A iation for Busi E , past Presi and
member of the Arzona Economic Round Table, member and past board member of the
Central Arizona Estate Planning Conference, a member of the CFA Institute, the Phoenix
CFA Soclety, and Is an Arbitrator with the Financlal industry Regulatory Authority
{FINRA). He has been a membar of the Economic Club of Phoenix, the Western Pension
& Benefts Conference, Arizona Town Hali, and the Madison Scheol District Financial
Oversight Committes . He serves on the Finance Commities for the Desert Botanical
Gardens, and has served on lhe Executive Board of Direclors for the Foundation for
Burns & Trauma, the Foothills Foundation, and on the Board of the Phoenix Camelback
Rotary Club, and has also volunteersd with Junior Achievement and coeched youth
sports teams.

Mr. Taddis hoids a Bachelor of Science degree in Business and Economics from Lehigh
University, and a Master of Business Administration from the University of Phoenix.

Marshall Vest
UA - Eller College

Marshall J. Vestis director of the Economic and Business Research Center (EBR) al the
University of Arizona's Eller College of Management. EBR was founded in 1849 with the
purpose of practical investigation and study of business and economic Issues that pertain
to Arizona. The Center researches and disseminales economic information that

busi and gov t units use to pently deal with current developments as
well as to plan for the future.

Vest is an authonty on Arizona's economy and is 8 consullant to a number of Arizona's
largest companies, Arizona's Govermnor and Legisiature, as well as a number of local
govemments. With 30 years heading the College’s Forecasting Project, Marshall has

http://wpcarey .asu.edu/bluechip/western/Panelists.cfm?State=Arizona
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authored over 175 arlicles on the economy. These forecasts are recognized as among
tha most accurate in the westem states, and he is frequently quotsd in both the local and
national business press. He alac authors the Arizona Business Leaders Confidence
Index (BLCH), produced in partnership with Compass Bank, which surveys Arizona
business leaders to ascertain their expectations for the immediate future.

Research, whose membership includes university-basad applied research centers from
across the country . He also Is a member of the National Assodation for Business
Economics (NABE) and is past president of the Arizona Chapler of NABE. -

Jack York

|

|

|

|

|

|

\ Vest |s past-president of the Association for University Economic and Business
Arizona Department of Commerce
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AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
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HAVASU AND MOHAVE WATER DISTRICTS
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I

II

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Thomas M. Broderick. My business address is 2355 North Pinnacle Peak
Road, Ste 300, Phoenix, AZ 85027.

ARE YOU THE SAME THOMAS M. BRODERICK WHO PROVIDED DIRECT,
REBUTTAL AND REJOINDER TESTIMONY IN THIS CASE?
Yes.

UPDATES TO REVENUE REQUIREMENT

IN YOUR EARLIER REBUTTAL AND REJOINDER TESTIMONIES YOU
PROVIDED SEVERAL UPDATES TO THE COMPANY’S DECLINING
OUTSTANDING BALANCE OF SHORT-TERM DEBT. ARE YOU, AT THIS
TIME, FURTHER UPDATING THAT BALANCE AS WELL AS
INCORPORATING THAT UPDATE INTO THE COST OF CAPITAL AND
REFLECTING THE UPDATED COST OF CAPITAL IN THE COMPANY’S
PROPOSED REVENUE REQUIREMENT?

Yes. I am sponsoring Second Rebuttal Schedules D-1 and D-2. These Schedules display
an updated actual cost of debt and an updated actual capital structure as of September 30,
2011, along with the resulting lower cost of capital as of September 30, 2011. The
updated lower cost of capital is used in Second Rebuttal Schedule A-1 to determine an

updated Company proposed revenue requirement.

As of the most recently available date of September 30, 2011, the Company’s short-term
debt balance was $44,598,345, which - as was disclosed in my earlier Rebuttal and

Rejoinder testimonies - is a substantial reduction from the earlier test year-end balance.
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1 The Company’s retained earnings have also been updated as of September 30, 2011 and

2 likewise reflect an improvement from the test year-end balance. The total effect of these

3 changes results in an updated capital structure of 41.27% equity and 58.73% debt

4 proposed for ratemaking purposes. The Company’s proposed updated weighted cost of

5 capital is 7.48%, which is a reduction from its original proposed 8.30%. The reduction is

6 largely due to reflecting short-term debt in the cost of debt, the typical recent practice at

7 the Commission. All else constant, this reduces the revenue requirement requested for

8 Agua Fria, Havasu and Mohave water districts. The Company would appreciate the

9 parties, particularly Staff and RUCO, likewise incorporating the update to the cost of debt
10 and capital structure into their final proposed schedules.

11 §Q. IN THE COMPANY’S INITIAL APPLICATION, THE WHITE TANKS PLANT

12 RELATED DEFERRALS WERE CALCULATED AND INCLUDED THROUGH
13 NOVEMBER 1, 2011. BUT GIVEN THAT IT IS ALREADY NOVEMBER 2011
14 AND THIS RATE CASE IS NOT YET CLOSE TO CONCLUDING, TO WHAT
15 DATE HAVE YOU FURTHER UPDATED THE COMPANY’S PROPOSED

16 REVENUE REQUIREMENT FOR THE WHITE TANKS PLANT RELATED

17 DEFERRALS?

18 JA. Although the Company hopes it does not take quite this long, the Company has updated

19 to July 1, 2012. Given a hearing date of December 2011, an outside assumed

20 implementation date for new rates is July 1, 2012. Thus, the Company’s proposed rate
21 base has been updated to reflect the White Tanks Plant related deferrals through July 1,
22 2012. This is reflected in ADJ TMB-1RB2 on Schedule B-2 Second Rebuttal for the

23 Agua Fria Water district. The update was prepared by relying on actual deferrals through
24 September 30, 2011 as well as an updated estimate of deferrals for the period October

25 2011 thru June 2012, the details of which are displayed in my Second Rebuttal Exhibit
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1

TMB-1. This new Exhibit replaces my original Direct Testimony Exhibit TMB-3. Asa
result of this update, Agua Fria’s proposed rate base increases $$3,439,075. The annual
amortization of the updated total White Tanks Plant related deferrals likewise increases
t0524,500 as displayed in ADJ SLM-3RB2. If for any reason, new rates from this
proceeding are implemented on a date other than July 1, 2012, then Second Rebuttal

Exhibit TMB-1 can be relied upon to select deferral values for months earlier in 2012.

In his Direct Testimony, Staff’s Mr. Becker agreed with the Company and likewise
recommended that the Commission include in rates these deferrals through the date that

rates are implemented in order to comply with earlier Commission decisions.

REBUTTAL OF SCGCA’S MR. WATKINS

ON PAGE 24, LINE 1 THROUGH PAGE 25, LINE 12, MR. WATKINS
CHARACTERIZES THE PORTION OF THE WHITE TANKS INVESTMENT
THE COMPANY PROPOSES TO RECOVER IN RATES AS 126%. IS THAT
MISLEADING?

Yes, that amount is an exaggeration and a mischaracterization of the concept expressed in
my earlier testimony Mr. Watkins cites. Mr. Watkins erroneously excludes legitimate
White Tanks Plant financing costs from the cost of the plant and then adds them back in
as regards the amount being sought in rates in arriving at his 126% figure. However, my
concept related to the portion of the plant recovered via hook-up fee proceeds versus the
amount being sought in recovery in base rates. As regards my concept, displayed in my
Second Rebuttal Schedule TMB-1, on Page 1 is the accumulated amount of $4.3 million
in White Tanks related hook-up fees through July 1, 2012. Since the Company is seeking

to recover $78.9 m of White Tanks Plant related costs, thus the portion of total cost

sought to be recovered in base rates is 95%. Clearly, the accumulated hook-up fee
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proceeds have been disappointing, so there is not need to exaggerate and we are not

seeking more than 100% of the White Tanks costs in rates.

ON PAGE 41, LINES 1 THROUGH 11, MR. WATKINS STATES THAT RECENT
ADDITIONAL WELLS HAVE NOT REQUIRED SHAREHOLDER FUNDING.
IS THIS TRUE?

No. The implication of Mr. Watkins’ statement is that the Company had essentially a
free well alternative to a costly White Tanks, but even though Mr. Watkins recognizes on
line 6 that wells were advanced or contributed, he does not acknowledge that advances

will later be refunded using shareholder funds.

ARIZONA ECONOMIC OUTLOOK 2006 TO-DATE

HAVE YOU PREPARED ADDITIONAL SUMMARY INFORMATION ON
WHAT ARIZONA’S LEADING ECONOMISTS WERE PREDICTING FOR THE
ARIZONA JOB GROWTH DURING THE POST 2006 PERIOD WHEN WHITE
TANKS WAS IN ITS FINAL PLANNING STAGES AND LATER DURING ITS
CONSTRUCTION?

Yes. Attached is Second Rebuttal Exhibit TMB-2 which presents a summary of excerpts
from each month’s ASU’s Western Blue Chip Economic Forecast since 2006 and further
supports my discussion in Rejoinder testimony. This summary data continues to support
the conclusion that Arizona’s business economists did not begin to predict that Arizona
would begin to lose employment until late 2008 and even then, they believed that job
losses would be relatively shallow into 2009. We now know that 2009 was the worst
year for lost jobs in Arizona, but that it was not until late 2009 that Arizona’s economists

saw that and predicted very slow growth for 2010 as well. However, by late 2009, White

Tanks was nearly finished and in November 2009 it went into service.
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Q. DOES THIS CONCLUDE YOUR SECOND REBUTTAL TESTIMONY IN THIS
CASE?
A. Yes.
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; Arizona Wage & Salary Employment Growth
2006 2007 2008 2009 2010 2011 2012
January 2006 4.00% 3.60%
February 4.00% 3.60%
March 4.00% 3.70%
April 4.10% 3.70%
| May 4.30% 3.70%
3 June 4.50% 3.80%
July 4.60% 3.80%
August 4.80% 3.80%
September 4.60% 3.70%
October 4.60% 3.70%
November 4.60% 3.70%
December 4.60% 3.70%
January 2007 3.60% 3.60%
February 3.60% 3.60%
March 3.60% 3.60%
April 3.50% 3.60%
May 3.50% 3.50%
June 3.50% 3.40%
July 3.50% 3.40%
August 3.50% 3.40%
September 3.40% 3.20%
October 3.40% 3.10%
November 3.40% 3.10%
December 3.20% 2.90%
January 2008 2.20% 2.60%
February 220% . 260%
March 2.20% 2.70%
April 1.10% 2.10%
May 0.70% 1.90%
June 0.70% 1.90%
July 0.30% 1.40%
August 0.30% 1.40%
September 0.00% 1.40%
October -0.04% 1.30%
November -1.00% 0.80%
December -1.20% 0.00%
January 2009 -0.70% 1.90%
February -0.90% 1.80%
March -1.20% 1.20%
April ' -2.00% 1.00%
May -2.80% 0.80%
June -3.60% 0.60%
July -4.30% 0.40%
‘ August -4.60% 0.40%
|
|
|
|
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\ Arizona Wage & Salary Employment Growth
2006 2007 2008 2009 2010 2011 2012
Second Rebuttal Exhibit TMB-2
Page 2 of 2
| September -480%  0.50%
| October 520%  0.40%
November -5.50% 0.40%
December -5.70% 0.30%
January 2010 0.20% 1.90%
February 0.20% 1.90%
March 0.20% 1.90%
April 0.10% 1.90%
May -0.10% 1.80%
June -0.10% 1.90%
July -0.10% 1.90%
August -0.30% 1.90%
September -0.50% 1.70%
October -0.50% 1.60%
November -0.50% 1.50%
December -0.50% 1.60%
January 2011 1.60%
February 1.60% 2.10%
March 1.70% 2.40%
April 1.50% 2.30%
May 1.40% 2.30%
June 1.10% 2.10%
July 1.10% 2.00%
August 1.00% 1.80%
September 0.90% 1.70%
October 1.00% 1.70%
November N/A N/A
December N/A N/A

ACTUAL 5.10% 1.50% -2.10% -7.30% -2.10% N/A N/A
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EXECUTIVE SUMMARY

Mr. Barber responds to the surrebuttal testimony of RUCO witness Rodney Moore and describes
the financial impact of RUCO's proposed disallowance of fifty percent of the cost of the White
Tanks Plant from rate base and fifty percent of the deferred debits associated with the proposed
fifty percent disallowance.
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IO | INTRODUCTION AND QUALIFICATIONS

2 Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
3 1A Gregory A. Barber, 2355 West Pinnacle Peak Rd., Phoenix, AZ 85027.

4 1Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?
5 A I hold the position of Director, Finance for Arizona-American Water Company (the

6 “Company”).

7 1Q. WHAT ARFE. YOUR RESPONSIBILITIES AS DIRECTOR, FINANCE?
8 A In this position, I am responsible for leading the finance, accounting, budgeting and rate

9 administration functions within the Company.

10 Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND.

11 HA. I graduated from the University of New Mexico in 1980 with a Bachclor of Business and
12 Administration Degree in Accounting and Financial Management. I am a Certified
13 Public Accountant (CPA).

14 Q. PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE.

15 |A. I have more than thirty years of accounting and financial management experience. |

16 joined the Company in August 2010.

17 My utility experience began in 2008 when [ joined Global Water Resources in Phoenix,
18 AZ. While at Global Water Resources, 1 was a Senior Vice President and Chief

19 Financial Officer.

20 I am a member of the American Institute of Certified Public Accountants and the

21 Arizona Society of Certified Public Accountants.

22 |Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?
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A.

i1

To respond to and explain the impact on the Company of Mr. Moore’s proposed RUCO
Surrebuttal Rate Base Adjustment No. 7 — White Tanks Regional Water Treatment Plant
— Agua Fria ONLY disallowing rate base treatment of a portion of the White Tanks plant
and RUCO Surrebuttal Rate Base Adjustment No. 9 — Deferred Debits for White Tanks
Regional Water Treatment Plant — Agua Fria ONLY disallowing rate base treatment of a
portion of the deferred debits associated with the White Tanks plant filed on behalf of the
RUCO.

RESPONSE TO RUCO

HAVE YOU REVIEWED MR. MOORE’S PROPOSED ADJUSTMENTS?
Yes. Mr. Moore has proposed several adjustments to rate base. My testimony will
explain the impact to the Company of RUCO Surrebuttal Rate Base Adjustment No. 7 —
White Tanks Regional Water Treatment Plant — Agua Fria ONLY and RUCO
Surrebuttal Rate Base Adjustment No. 9 — Deferred Debits for White Tanks Regional

Water Treatment Plant — Agua Fria ONLY.

In RUCO Surrebuttal Rate Base Adjustment No. 7 — White Tanks Regional Water
Treatment Plant — Agua Fria ONLY Mr. Moore is proposing to disallow 50 percent of
the cost of the White Tanks plant and exclude it from the Company’s rate base. This
adjustment will reduce the Agua Fria adjusted test year rate base by ($33,572,349),

which is made up of a ($33,662,500) reduction of the original cost of the White Tanks

~ $67,325,000 plant, partially offset by a $90,151 reduction of the deferred depreciation

expense related to the White Tanks plant.

In RUCO Surrebuttal Rate Base Adjustment No. 9 - Deferred Debits for White Tanks
Regional Water Treatment Plant — Agua Fria ONLY Mr. Modre 1s proposing to disallow

50 percent of the deferred debits associated with the 50 percent disallowance of the
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1 White Tanks plant and exclude it from the Company’s rate base. This adjustment will
2 reduce the Agua Fria adjusted test year rate base by ($5,433,698).
3 Mr. Moore’s adjustments would immediately remove 50% of the White Tanks plant and
4 related costs from the Company’s current rate base and it does not allow the Company to
5 earn a return on and of its investment of this portion of the White Tanks plant and related
6 costs.

7 Q. CAN YOU DESCRIBE THE ACCOUNTING STANDARDS APPLICABLE TO

8 MR. MOORE’S ADJUSTMENTS?
9 |A. Yes. The adjustments, as mentioned by Mr. Moore, would be subject to applicable
10 accounting guidance including the ASC Topic 980, specifically section 360 of ASC
11 Topic 980 pertaining to Plant Disallowances.
12 The Company is a regulated operation and does not have the option or election to avoid
13 ASC Topic 980. ASC Topic 980-10-15-2 states this guidance must be applied to
14 general-purpose external financial statements of an entity that has regulated operations if
15 all of the following criteria are met:
16 e The entity’s rates for regulated services or products provided to its customers are
17 established by or are subject to approval by an independent, third-party regulator or
| 18 by its own governing board empowered by statute or contract to establish rates that
i 19 bind customers.
| 20 e The regulated rates are designed to recover the specific entity’s costs of providing the
21 regulated services or products.

22
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S

CONFIDENTIAL - SUBJECT TO PROTECTIVE AGREEMENT
IN DOCKET NO. W-01303A-10-0448

1 o In view of the demand for the regulated services or products and the level of
2 competition, direct and indirect, it is reasonable to assume that rates set at levels that
3 will recover the entity’s costs can be charged to and collected from customers. This
4 criterion requires consideration of anticipated changes in levels of demand or
5 competition during the recovery period for any capitalized costs.
6 e ASC 980-360-35-12 provides guidance on cost disallowances. When it becomes
7 probable that part of the cost of a recently completed plant will be disallowed for rate-
8 making purposes and a reasonable estimate of the amount of the disallowance can be
9 made, the estimated amount of the probable disallowance shall be deducted from the
10 reported cost of the plant and recognized as a loss. If part of the cost is explicitly, but
i1 indirectly, disallowed (for example, by an explicit disallowance of return on
12 investment on a portion of the plant), an equivalent amount of cost shall be deducted
13 from the reported cost of the plant and recognized as a loss.

14 {Q. WHAT WILL BE THE ACCOUNTING AND FINANCIAL IMPACT OF MR.

15 MOORE’S ADJUSTMENTS UNDER THESE APPLICABLE ACCOUNTING

i 16 STANDARDS?

‘ 17 A As described earlier, Mr. Moore’s testimony does not allow the Company to earn a return
i8 on and of its investment and in fact, Mir. Moore’s plan calls for a plant disallowance.

i 19 BEGIN CONFIDENTIAL:

t 20
21

22
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CONFIDENTIAL - SUBJECT TO PROTECTIVE AGREEMENT
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END CONFIDENTIAL

Q DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY?
A Yes, it does.
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CONFIDENTIAL - SUBJECT TO PROTECTIVE AGREEMENT
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BEGIN CONFIDENTIAL:

END CONFIDENTIAL
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EXECUTIVE SUMMARY

Mr. Guastella testifies as follows:

The purpose of the Depreciation Study is to establish depreciation rates that are reascnably
applicable to the depreciable assets of the water and wastewater systems of the Company. The
Depreciation Study was performed on the basis of comparative average service lives and
depreciation rates.

The source data relied upon with respect to average service lives was obtained from Guastella
Associates’ files and from data provided by the Company with respect to its

Arizona and other American Water properties and by the Arizona Corporation Commission
Staff.

The basis for average service lives resulted from a careful account-by-account review of average
service lives that have been established by utilities and regulatory agencies around the country.
Mr. Guastella also inspected a number of the Company’s systems in Arizona, and discussed their
operation and maintenance with Company engineers and operators. Mr. Guastella also discussed
the Company’s asset management with its accountants and administrative employees.

Having selected the average service lives, the next step was to assign net salvage values to each
account. Under the required accounting treatment, it is necessary to determine the net salvage
value with respect to an item of property being retired. The calculation of depreciation rates also
requires the inclusion of net salvage values. Estimates of positive salvage values, such as trade-in
payments or discounts, or resale values on meters and transportation equipment are fairly
consistent. On the other hand, determining the cost of removal is more challenging for assets
being retired as part of a replacement during a common project and, therefore, requiring an
allocation of costs.

Having selected average service lives and net salvage values, the determination of depreciation
rates is simply a matter of arithmetic: the percent depreciation is 1.0 minus percentage net
salvage value divided by the average service life. Accordingly, where the net salvage value is
negative, indicating cost of removal exceeds the salvage value, the depreciation rate is higher --
because it must recover both the original cost and cost of removal.
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I INTRODUCTION AND QUALIFICATIONS

Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
A. John F. Guastella, Guastella Associates, LL.C, 6 Beacon Street, Suite 410, Boston, MA
02108.

Q. BY WHO ARE YOU EMPLOYED?

A. I am president of Guastella Associates, LLC.

Q. PLEASE DESCRIBE GUASTELLA ASSOCIATES, LLC.
A. Guastella Associates, LLC provides utility management, valuation and rate consulting

services to both regulated and unregulated utilities.

Q. HAVE YOU ATTACHED A DETAILED STATEMENT OF YOUR
QUALIFICATIONS AND EXPERIENCE?
A. Yes, it is set forth in Exhibit JFG-1.

Q. WHAT IS THE NATURE OF YOUR INVOLVEMENT IN THIS PROCEEDING?

A. Guastella Associates, LLC has been employed by Arizona-American Water Company,
Inc. (“Company”) to perform a depreciation study, and to present the results of the study
in support of any recommended revisions to depreciation expense of the systems for
which the Company would submit an application to the Arizona Corporation

Commission (“ACC”) for a rate increase.
Q. HAVE YOU COMPLETED THE DEPRECIATION STUDY?

A. Yes, I have. The Depreciation Study completed for the Company is set forth in Exhibit
JFG-2.
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Q.

ARE THE RECOMMENDATIONS IN YOUR STUDY APPLICABLE TO ALL OF
THE COMPANY’S WATER AND WASTEWATER SYSTEMS IN ARIZONA,
INCLUDING THE AGUA FRIA, HAVASU AND MCHAVE WATER SYSTEMS?
Yes.

WOULD YOU BRIEFLY DESCRIBE YOUR DEPRECIATION STUDY?
The study consists of a determination of depreciation rates selected on the basis of
comparisons of average service lives and net salvage values for similar assets of other

utilities and as accepted by other regulatory agencies.

DOES YOUR STUDY CONTAIN RECOMMENDED SPECIFIC
DEPRECIATION RATES FOR ALL DEPRECIABLE PLANT ACCOUNTS?

Yes. It also contains schedules that compare depreciation rates and annual expense under
existing and recommended depreciation rates for all systems. For Agua Fria, Havasu and
Mohave, it applies the depreciation rates to the pro forma utility plant balances as

contained in the Company’s rate filing for those systems.

IN ADDITION TO INCLUDING THOSE COMPARISONS IN YOUR
DEPRECIATION STUDY, HAVE YOU PROVIDED SEPARATE COPIES OF
THE SCHEDULES APPLICABLE TO AGUA FRIA, HAVASU AND MOHAVE
AS A SEPARATE EXHIBIT TO BE INCLUDED, FOR CONVENIENCE, IN THE
RECORD IN THIS CASE?

Yes. Those schedules are set forth in Exhibit JFG-3.

IS YOUR DEPRECIATION STUDY SELF-EXPLANATORY?
Yes, I believe it is. The Depreciation Study describes in detail the source of the data for

the study, how average service lives and net salvage values were determined, and the

depreciation rate calculations resulting from this data.
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Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY IN THIS CASE?

A. Yes.
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Qualifications & Experience

Rate Setting i
Valuation

Management
Consulting

SERVING REGUIATED AN UNREGUIATED WATIFR AND WASTEWATER UTILITIES SINCE 1978

6 Beacon Street. Suite 410, Boston, MA 02108
(617y423-3036
wwsy. puasietla.com




INTRODUCTION
GUASTELLA ASSOCIATES. LLC

Guastella Associates, LLC (“formerly John F. Guastella Associates, Inc.”} is a consulting firm
that specializes in providing utility rate setting, valuation and management services for public and
privately-owned water and wastewater utilities,

John F. Guastella established Guastella Associates in 1978, Previously, Mr. Guastella was
Director of the Water Division of the New York Public Service Commission. The Water Division
provided the New York Commission with technical assistance in regulating the rates and service
provided by approximately 450 privately-owned utlities. During the period from 1987 through 1991,
Mr, Guastella also managed a $,500 customer water utility in New York State. In 1989, Guastella
Associates acquired the rates and valuation section of Coffin & Richardson, Inc., a general consulting
firm that also provided a full range of services to water and wastewater utilities.

As can be seen from the following qualifications and experience, key staff members have
many years of combined experience in virtually every aspect of utility rate setting and valuation, The
technical expertise of key staff, combined with their former employment by real estate and utility
companies, a regulatory agency, and the management of water utilities, provides a total perspective
towards addressing the rates and valuation needs of today’s water and wastewater utilities.

Guastella Associates has assisted the largest privately-owned utilities with respect to the most
challenging issues, performing complex studies and providing expert testimony in administrative
hearings as well as court proceedings. In addition, our client base has included hundreds of small
water and wastewater utilities - - obtaining rate increases that turn operating losses into profits,
posturing them for financing, correcting record keeping errors and, for some, negotiating their sale at
multiples of their original cost net investment rate base. Some of our most successful assignments
have been to help establish new developer-related water and wastewater utilities, applying the correct
principles at the outset in order to develop fully compensatory initial rates. record keening procedures
and asset management, so they are structured to become self-sustaining utilities that will achieve the
highest possible profit and ultimate market value.

Our wide-range of experience and expertise has enabled us to successfully address the special
needs of large investor-owned utilities in rate cases and condemnation proceedings. We bring the
same high level of expertise to the small water and wastewater unlities, which is essential to their
suceess, and at prices they can afford.
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OUTLINE OF SERVICES
GUASTELLA ASSOCIATES, LLC

Guastella Associates, LLC (“formerly John F. Guastella Associates. Inc.™) is a consulling finn speciatizing in
utility management. valuation, appraisals and rate determinations. Guasfella Associates has been providing
professional services to regulated and wnregulated utilities since 1978,

Specific areas of expertise inchides:

I RATE ANALYSIS
A, Revenue Requirements
1. Examination of books and records -+ revenues. expenses and capital mvestment.

2. Determination of the cost of providing service (revenue requirement) -- normalize historical data,
establish known changes and perform projections.

B.  Rate Design

1. Perform cost allocation studies to establish cost of service for reswdential. commercial. industrial,
wholesale and fire protection cus-tomers, and for other special nsers.

2. Develop rate structures - combine billing analvses and cost atlocations 1o Torm usage rates. tlat
rates. minimum service and facihitios charges. and such other special charges as connection fees.
avalabibity rates, cte

C. Reports
1 Investor-owned utilities -- prepare complete rate tilings for submission to regulatory agencies.

prepare testimony. exhibits, and assist in all aspects of adjudicaton process.

2. Municipal utilities -- prepare detailed rate reports in support of rate increases for use by municipal
officials and presentation at municipal hearings.




GUASTELLA ASSOCIATES, LLC

I
llll” OUTLINE OF SERVICES

A.  Appraisals

1. Eminent domain condemnation proceedings. negotiations lor sale of utilitics, damage claims for insurance
and ad valorem tax and management puiposes.

2. Determinations of original cost, replacement cost. reproduction cost and market value. mcluding going
concem value.

3, Caleulation of the present value of cash flow under the income approach to market value determinations.
4. Analvses of market data under the sales comparison approach,
B, Depreciation

1. Acruarial studies using retirement rate or simulated plant balances methods 1o determine average service
lives of physical property. theoretical depreciation reserve requirements and depreciation rates.

2. Establish alfordable depreciation rates on the basis of comparative analyses of similar property of other
utilities and practices of regulatory agencies md association

C.  Feasibility Studies

1. Utility acquisitions by investors and municipalities.
2. Economic studies 1o establish extension of service costs and pobiey - instde and nutside service area,
3. M extension agreements, guaranteed revenue contracts, relund provisions.
D, Fwaneial Planping
L E

tablish financing requirements tor capital improvements.

2. Determine revenue and rate needs for various combinations of debt and equity financing.
3. Assist certain wtilities in secuning financing.

4, Establish (inancing needs. initial rates and regulatory approval of proposed new utilities,

M. MANAGEMENT

A, Operations
1. Assist in dav-to-day decisions as 1o utlity accounting and related impact on raies.

2. Solve problems as 1o record keeping in accordance with regulatony requiremients and prescribed systems of
[ACCOURtSs.

3. Establish general policy and tanitt provisions [or customer service, billing, collecting, meter testing,
complaint handling, and customer and regulatory relations.

B, Administrative
1. Coordmate activitics with regulatory agencies to assure compliance with rufes, regulations and orders.
2. Negotiations for purchase or sale of utility property and special contracts

C. Traiming
T On-the-job training for emplovees while working on vanous projects.

2. Special educational seminars on all aspects of utility rate setungs. financing. valuation and rles




PROFESSIONAL QUALIFICATIONS AND EXPERIENCE
of
JOHN F. GUASTELLA

B.S., Mechanical Engineering, Stevens Institute of Technology, 1962, Licensed Professional Engineer.

Member:
American Water Works Association, Lifetime Member
National Association of Water Companies
New England Water Works Association, Lifetime Member

Committees:
AWWA, Water Rates Committee (Manual M-1, 1983 Edition)
National Association of Regulatory Utility Commissioners (NARUC) and NAWC, Joint-
Committee on Rate Design
NAWC, Rates and Revenues Committee
NAWC, Small Water Company Commitiee

Mr. Guastella is President of Guastella Associates, LLC (“formerly John F. Guastella Associates, Inc.™)
which provides management, valuation and rate consulting services for municipal and investor-owned utilities, as
well as regulatory agencies. His clients include utilities in the states of Alaska, Arkansas, California, Connecticut,
Delaware, Florida, Georgia, Idaho, Illinois, Indiana, Maine, Maryland, Massachusetts, Missouri, Michigan,
Montana, Nevada, New Hampshire, New Jerscy, New Mexico, New York, North Dakota, Ohio, Pennsylvania,
South Carolina, Texas, Rhode Island and Virginia. He has provided consulting services that include all aspects of
utility regulation and rate sefting, encompassing revenue requirements, revenues, operation and maintenance
expenses, depreciation, taxes, return on investment, cost allocation and rate design. 1le has performed depreciation
studies for the establishment of average service lives of utility property. He has performed appraisals of utility
companies for management purposes and in connection with condemnation proceedings. He has also negotiated the
sale of utility companies.

Mr, Guastella served for more than four years as President of Country Knolls Water Works, Inc., a water
utility that served some 5.500 customers in Saratoga County, New York, He also served as a member of the Board
of Directors of the National Association of Water Companies.

Mr. Guastella has qualified and testified as an expert witness before regulatory agencies and municipal
jurisdictions in the states of Alaska, California, Connecticut, Delaware, Florida, Georgia, Hlinois, Indiana,
Maryland, Massachusetts, Missouri, Montana, Nevada, New Hampshire, New Mexico, New Jersey, New York,
North Dakota, Ohio, Pennsylvania, Rhode Island, South Carolina, Texas and Virginia.

Prior to establishing his own firm, Mr. Guastella was employed by the New York State Public Service
Commission for sixteen years. For two years he was involved in the regulation of electric and gas utilities, with the
remaining years devoted to the regulation of water utilities. In 1970, he was promoted to Chief of Rates and
Finance in the Commission's Water Division. In 1972, he was made Assistant Director of the Water Division, In
1974, he was appointed by Alfred E. Kahn, then Chairman of the Commission, to be Director of the Water
Division, a position he held until he resigned from the Commission in August 1978.

At the Commission, his duties included the performance and supervision of engineering and economic
studies concerning rates and service of many public utilities. As Director of the Water Division, he was responsible
for the regulation of more than 450 water companies in New York State and headed a professional staff of 32
engineers and three technicians. A primary duty was to attend Commission sessions and advise the Commission
during its decision making process. In the course of that process, an average of about fifty applications per year
would be reviewed and analyzed. The applications included testimony, exhibits and briefs involving all aspects of
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utility valuation and rate setting. He also made legislative proposals and participated in drafling Bills that were
enacted into law: one expanded the N.Y. Public Service Commission’s jurisdiction over small water companies
and another dealt specifically with rate regulation and financing of developer-related water systems.

In addition to his employment and client experience, Mr. Guastella served as Vice-Chairman of the Staff-
Committee on Water of the National Association of Regulatory Utility Commissioners (NARUC). This activity
included the preparation of the "Model Record-Keeping Manual for Small Water Companies," which was published
by the NARUC. This manual provides detailed instruction on the kinds of operation and accounting records that
should be kept by small water utilities, and on how to use those records.

Each year since 1974 he has prepared study material, assisted in program coordination and served as an
instructor at the Eastern Annual Seminar on Water Rate Regulation sponsored over the years by the NARUC in
conjunction with the University of South Florida, Florida Atlantic University, the University of Utah, Florida State
University, the University of Florida and currently Michigan State University. In 1980 he was instrumental in the
establishment of the Western NARUC Rate Seminar and has annually served as an instructor since that time, This
course is recognized as ong of the best available for teaching rate-setting principles and methodology. More than
5.000 students have attended this course, including regulatory staff, utility personnel and members of accounting,
engineering, legal and consulting firms throughout the country.

Mr. Guastella served as an instructor and panelist in a seminar on water and wastewater regulation
conducted by the Independent Water and Sewer Companies of Texas. In 1998, he prepared and conducted a
seminar on basic rate regulation on behalf of the New England Chapter of the National Association of Water
Companies. In 2000 and 2001, Mr. Guastella developed and conducted a special seminar for developer related
water and wastewater utilities in conjunction with Florida State University, and again in 2003 in conjunction with
the University of Florida. It provided essential training for the financial structuring of small water and wastewater
utilities, rate setting, financing and the establishment of their market value in the event of a negotiated sale or
condemnation. In 2004, he prepared and conducted a special workshop seminar on behalf of the Office of
Regulatory Staff of South Carolina, covering rate setting, valuation and general regulation of water and wastewater
utilities. In 2006, he participated in an expert workshop on full cost pricing conducted by the U. S. Environmental
Protection Agency in coordination with the Institute of Public Utilities, Michigan State University. In 2006, he
prepared and conducted a special seminar on rate setting and valuation on behalf of the New York Chapter of the
NAWC, In 2007, he prepared and conducted a special seminar on rate setting and valuation on behalf of the New
England Chapter of NAWC,

Mr. Guastella has made presentations on a wide variety of rate, valuation and regulatory issues at meetings
of the National Association of Regulatory Utility Commissioners, the American Water Works Association, the New
England Water Works Association, the National Association of Water Companies, the New England Conference of
Public Utilities Commissioners, the Florida, New England, New Jersey and New York Chapters of NAWC, the
Mid-America Regulatory Conference, the Southeastern Association of Regulatory Utility Commissioners, the
Pennsylvania Environmental Conference, the Public Utility Law Section of the New Jersey Bar Association, and the
NAWC Water Utility Executive Council.
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John F. Guastella
List of Proceedings in which
Expert Testimony
was Presented

Year  Client State Regulatory Docket/Case Number
1966  Sunhill Water Corporation New York 23968
1967 Amagansett Water Company New York 24210
1967 Worley Homes, !ac. New York 24466
1968 Amagansett Water Company New York 2478
1968 Amagansett! Water Company Mew York 24583
1968  Sunhill Water Corporation New York 13968
1968  Worley Homes, Inc. New York Supreme Court
i 1969  Amagansett Water Supply New York 24883
; 1969  Citizens Water Supply Co, New York 25049
1969 Wortey Homes, Inc. New York 24466/24992
, 1970 Brooklyn Unien Gas Company New York 25448
1970 Consolidated Edison of New York New York 251858
! 1971 Hudson Valley Water Companies New York 26093
1971 Jamaica Water Supply Company New York 26094
1971 Port Chester Water Works, Inc. New York 25797
197 U & I Corp. - Merrick District New York 26143
1971 Wanakah Waier Company New York 25873
1972 Spring Valley Wauter Company New York 26226
1972 U & [ Corp. - Woodhaven District New York 26232
1973 Citizens Water Supply Company New York 26366
1978  Rhode Istand DPU&C (Bristol County) Rhode Island 1367A
1979  Candlewick Lake Utilities Co. linois 76-0218
1979  Candlewick Lake Utilities Co. illinois 76-0347
1979 Candlewick Lake Utilities Co. Nlinois 78-0151
1979 Jacksonville Suburban Utilities Florida 770316-WS
1978 New York Water Service Corporation New York 27594
1979 Salem Hiills Sewerage Disposal Corp. v, V. of Vorheesville New York Supreme Court
1979  Seabrook Water Corporation New Jersey 7910-846
1979 Southern Utilities Corporation Florida 770317-WS
1979 Township of South Brunswick New Jersey Municipal
1979 Westchester Joint Water Works New York Municipal
1979 Woodhaven Utilities Corporation Ninois 77-0109
1980  Crestwood Village Sewer Company New Jersey BPU 302-78
1980  Crestwood Village Water Company New Jersey BPU 802-77
1980  Gateway Water Supply Corporation Texas Municipal
1980  GWW-Central Florida District Florida 800004-WS
1986 Jamaica Water Supply Company New York 27587
1980 Rhode Istand DPU&C (Newport Water) Rhode Island 1480
1981 Briarchiff Utilities, Inc. Texas 3620
1981 Candlewick Lake Utilities Co. Blinois 81-0011
1981 Caroline Water Company, Inc. Yirginia 810065
1981  GDU, Inc, - Northport Florida Municipal
1981 GDU, Inc. - Port Charlotte Florida Maunieipal
1981 GDU, Iac. - Port Malabar Florida 80-2192
1981 Hobe Sound Water Company Florida 8000776
1981 Lake Buckhorn Utilities, Inc. Ohio 80-999
1981 Lake Kiowa Ltilities, Inc. Texas 3621
19381 Lakengren Utilities, Inc. Ohio 80-1001
1981 Lorelei Utilities, Inc. Obkio 80-1000
1981 New York Water Service Corporation New York 28042
1981 Rhode Istand DPU&C (Newport Water) Rhode Istand 1881
1981 Shawnee Hills Utility Company Ohio 80-1002
1981 Smithville Water Company, Inc. New Jersey 808-541
1981  Spring Valley Water Company, Inc. New York 27936
1981  Spring Valley Water Company, Inc. New York 27936
1981 Sunhill Water Corporation New York 27903
1981 Swan Lake Water Corporation New York 27904
1982 Chesterfield Commons Sewer Company New Jersey 822-84
1982 Chesterfield Commons Water Company New Jersey 822-83
1982  Crescent Waste Treatment Corp. New York Municipal
1982 Crestwood Village Sewer Company New Jersey 821-33
1982 Crestwood Village Water Company New Jersey 821-38
1982 Salem Hills Sewerage Disposal Corp. New York Municipal
1982 Township of South Brunswick New Jersey Municipal
1982 Woedhaven Utilities Corporation Nlinois 82-0167
1983 Country Knolls Water Works, Inc. New York 28194
1983 Heritage Hills Water Works Corp. New York 28453
1984  Crestwood Village Sewer Company New Jersey 8310-861
‘ . 1984  Crestwood Village Water Company New Jersey 8310-860
j 1984  Environmental Disposal Corp. New Jersey 816-552
‘ 1984 GDU, lac. - Port St. Lucie Florida 830421
: 1934 Heritage Village Water (water/sewer) Connecticut 84-08-03
1 1984  Hurley Water Company, Inc, New York 28820
! 1984  New York Water Service Corporation New York 28901
i 1985  Deltona Utilities (water/sewer) Florida 830281
| 1985 ). Filiberto Sanitation, fnc. New Jersey 8411-1213
| 1985  Sterting Forest Pollution Control New York Municipat
1985  Water Works Enterprise, Grand Forks North Dakota Municipal
‘ 1986  GDU, Inc. - Port Charlotte Florida Municipal
‘ 1986  GDU, Inc. - Sebastian Highlands Florida Municipal
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John F. Guastella

List of Proceedings in which

Expert Testimony
was Presented

Year  Client State Regulatory Docket/Case Number
1986  Kings Grant Water/Sewer Companies (settled) New Jersey WR8508-868
1986 Mt Ebo Sewage Works, Inc. New York Municipal
1986  Sterling Forest Polinticn Control New York Municipai
1987  Country Knolls Water Works, Inc. New York 29443

1987 Crestwood Village Sewer Co. (settled) New Jersey WRE701-38
1987  Deltona Utilities - Marco Island Florida 850151-W§
1987  Deltona Utdlities, Inc. - Citrus Springs (settled) Florida 870092-WS
1987  First Brewster Water Corp. v. Town of Southeast (settled) New York Supreme Court
1987  GDU, Inc. - Silver Springs Shores Florida 870239-WS
1987 Ocean County Landfill Corporation New Jersey SR-8703117
1987 Paim Coast Utility Corporation Florida R870166-WS
1987 Sanlando Utilities Corp.( settled) Florida 860683-WS
1987  Township of Senth Brunswick New Jersey Maunicipal

1987  Woodhaven Utilities Corp.( settled) Hiinois 87-0047

1988  Crescent Estates Water Co., Inc. New York 88-w-035

1988  Elizabethtown Water Co. New Jersey OAL PUC3464-88
1988 Heritage Village Water Company Connecticut 87-10-02

1988  Insiant Disposal Service, Inc, New Jersey SR-87080864
1988 J. Filiberto Sanitation v. Morris County Transfer Station New Jersey 01437-88

1988 Ohio Water Service Co. Ohio 86-1887-WW-CO1
1983 St. Augustine Shores Utilities Fiorida 870980-WS
1989  Elizabethtiown Water Co. New Jersey BPU WRS89020132J
1989  GDU (FPSC generic proceeding as to rate setting procedures) Florida 830883-WS
1939  Gordon’s Corner Water Co. New Jersey OAL PUC479-89
1939 Heritage Hills Sewage Works Connecticut Municipal

1989 Heritage Village Water Company Connecticut 87-10-02

1989  Pahm Coast Utility Corporation Florida 890277-WS
1989  Southbridge Water Supply Co. Massachusetts DPU 89-2§
1989  Sterling Forest Water Co. New York PSC 88-W-263
1990  American Utilities, Inc. - United States Bankruptey Court New Jersey 85-00316

1990 City of Carson City Nevada Municipal

1990 Country Knolls Water Works, Inc. New York 90-W-0458
1990 Elizabethtown Water Company New Jersey WRID0050497,)
1990 Kent County Water Authority Rhede Jsland 1982

1990  Palm Coast Utility Corporation Florida 871395-WS
1990 Sounthern States Utilities, Inc. Florida Workshop
1990 Trenton Water Works New Jersey WRM0200774
1990 Waste Management of New Jersey New Jersey SE 87070552
1990 Waste Management of New Jersey New Jersey SE 87070566
1951 City of Grand Forks North Dakota Municipal

1991 Gordon's Corner Water Co. New Jersey OAL PUC8329-90
1991 Southera States Utilities, Inc. Florida 900329-WS§
1992 Elizabethtown Water Co. New Jersey WR 91081293
1992 General Development Utilities, Inc. - Port Malabar Division Florida 911030-WS
1992 General Development Utilities, Inc. - West Coast Division Florida 911067-WS
1992 Heritage Hills Water Works, Inc. New York 92-2-0576

1993 General Development Utilities, Inc. - Port LaBelle Division Florida 911737-WS
1993 General Development Utilities, Inc. - Silver Springs Shores Florida 911733-W§
1993 General Waterworks of Pennsylvania - Danphin Cons. Water Supply Pennsylvania R-00932604
1993 Kent County Water Authority Rhode Island 29098

1993 Southern States Utilities - FPSC Rulemaking Florida 911082-W§
1993 Southern States Utilities - Marco Island Florida 920655-WS
1994 Capital City Water Company Missouri WR-94-297
1994 Capital City Water Campany Missowuri WR-94-297
1994 Elizabethtown Water Company New Jersey WR94080346
1994 Elizabethtown Water Company New Jersey WR94080346
1994 Environmental Disposat Corp. New Jersey WR94070319
1994 General Development Utilities - Port Charlotte Florida 940000-WS
1994 General Waterworks of Pennsylvania Pennsylvania R-00943152
1994 Hoosier Water Company - Mooresville Division Indiana 39839

1994 Hoosier Water Company - Warsaw Division Indiana 39838

1994 Hoosier Water Company - Winchester Division Indiana 39840

1994  West Lafayette Water Company Indiana 39841

1994 Wilmington Suburban Water Corporation Delaware 93-149 (stid)
1998 Butte Water Company Montana Cause 90-C-90
1995 . Heritage Hills Sewage Works Corporation New York Manicipal
1996  Consumers Hiinois Water Company Hinois 95-0342

1996  Elizabethtown Water Company New Jersey WR95110557
1996  Paim Const Utility Corporation Florida 951056-WS
1996 PenPac, Inc. New Jersey OAL-00788-93N
1996 Southern States Utilities, Marco Island Florida 950495-WS
1997 Crestwood Village Water Company New Jersey BPU 96100739
1997 Indiana American Water Co., [nc. Indiana TURC 40763
1997 Missouri-American Water Company Missouri WR-97-237
1997  South County Water Corp New York 97-W-0667
1997  United Water Florida Florida 960451-WS
1998 Consumer Hiinois Water Company Mineis 98-0632

1998  Consumers Iilinois Water Company Hiinois 97-0351

1998  Heritage Hills Water Company New York 97-W-1561
1998 Missonri-American Wastewater Company Missouri SR-97-238
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John F. Guastella
List of Proceedings in which
Expert Testimony
was Presented

Year  Client State Regwlatory Docket/Case Number
1999 Consumers Hlinois Water Company 1Binois 99-0288
1999  Environmental Dispasal Corp. New Jersey WR99040249
| 1999  Indiana American Water Co., Inc, Indiana TURC 41326
i 2000 South Haven Sewer Works, Inc. Indiana Cause: 41410
w 2000  Utilities Inc. of Maryland Maryland CAL 97-17811
| 2001 Artesian Water Company Delaware 00-649
\ 200t Citizens Utilities Company Tlinois 01-0001
w 2001 Elizabethtown Water Company New Jersey WR-0104205
2001 Kiawah Island Utility. Inc. South Carolina 2001-164-W/S
2001 Placid Lakes Water Company Florida 011621-WU
2001 South Haven Sewer Works, Inc. Indiana 41903
200t Southlake Utilities, Inc, Florida 981609-WS
2002 Artesian Water Company Delaware 02-109
2002 Consumers Hiinois Water- Grany Park IHinois 02-0480
2002 Consumers Hlinois Water- Village Woods 1llinois 02-0539
2002 Valencia Water Company Califernia 02-05-013
2003 Consumers Illinois Water - Indianola ltinois 03-0069
2003 Elizabethtown Water Company New Jersey WR-030-70510
2003 Golden Heart Utilities, Inc. Alaska U-02-13, 14 & 15
2603 Utilities, Inc, — Georgia Georgia CV02-0495-AB
2004  Aquarion Water Company Connecticut 04-02-14
2004 Artesian Water Company Delaware 04-42
2004 El Dorado Utilities, Inc. New Mexico D-101-CU-2004-
2004  Environmental Disposal Corp. New Jersey DPU WR 03 070509
2004  Heritage Hills Water Company New York 03-W-1182
2004 Sun Valley Water & Washoe County Dept. of Water Revenues Nevada TMWA Municipal
2004 Jersey City MUA New Jersey Municipal
2004  Rockland Electric Company New Jersey EF02110852 i
2005 Aquarien Water Company New Hampshire DW 05-119 !
2005 Intercoastal Utilities, Inc, Florida 04-0007-0011-0001 :
2005 Haig Point Utility Company, [nc, South Carolina 2005-34-W/S
2005 South Central Connecticut Repional Water Anth. Connecticut Municipal
2006 Pennichuck Water Works, Inc. New Hampshire DW-04048
2006 Village of Williston Park New York Municipal
2006 Jersey City MUA New Jersey Municipal
2006 Groton Utilities Connecticnt Municipal
2006  Connecticut Water Company Connecticut 06-07-08
2006  Birmingham Utilities, Inc. Connecticut 06-05-10
2006 Aqua Florida Ulilities, Inc. Florida 060363-WS
2007  Aquarion Water Company of CT Connecticut 07-05-19
2007 Peanichuck Water Works, Inc. New Hampshire DW 04-048
2007 Aguva Indiana - Utility Center Indiana 43331
2007  Environmental Disposal Corp. New Jersey WR 04 080760
2007 Aqua Florida Utilities, Inc. Florida 07-0183
2007  Aqua Ilinois, Inc. - Hawthorn Woods, Willewbrook & Vermilion Hinois 07-0620/07-0621/08-0067
2008  Aqua Florida Utilities, Inc. Florida 080121-WS$S
2008 Aquarion Water Company of MA Massachusetis D.P.U. 08-27
2008  Haig Paint Utility Company, Inr. South Carolina 2007-414-WS
2009  R.M.V. Land & CM. Livestock, L.C.C. New Jersey EM02050313
20190 City of Grilfin Georgia Civil Action No. 09V.2866
2010 Connecticul Water Company Connecticut 09-12-11
2010 Montville WPCA Connecticut 1400012464
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Papers and Presentations

By

John F. Guastella

Year Title Forum
1974 1. Basics of Rate Setting Semi-annual seminars on utility rate regulation. National
threugh 2. Cost Allocation and Rate Design Association of Regulatory Utility Commissioners, sponsored by
2010 3. Revenue Requirements the University of South Florida, the University of Utah, Florida
State University, The University of Florida and currently
Michigan State University
1974  Rate Design Studies: A Regulatory Point-of-  Annual convention of the National Association of Water
View Companies, New Haven, Connecticut
1976  Lifeline Rates Annual convention of the National Association of Water
Companies, Chattanooga, Tennessee
1977  Regulating Water Utilities: The Customers’ Annual symposium of the New England Conference of Public
Best Interest Utilities Commissioners, Mystic Seaport, Connecticut
1978  Rate Design: Preaching v. Practice Annual convention of the National Association of Water
Companies, Baton Rouge, Louisiana
1979  Small Water Companies Annual symposium of the New England Conlference of Public
Utilities Commissioners, Newport. Rhode Island
1979  Rate Making Problems Peculiar to Private Special educational program sponsored by Independent Water
Water and Sewer Companies and Sewer Companies of Texas, Austin, Texas
1980  Water Utility Regulation Annual meeting of the National Association of Regulatory
Utility Commissioners,Houston, Texas
1981  The Impact of Water Rates on Water Usage Annual Pennsylvania Environmental Conference, Harrisburg,
Pennsylvania
1981 A Realistic Approach to Regulating Water Mid-America Regulatory Conference, Clarksville, Indiana
Utilities
1982  Issues in Water Utility Regulation Annual symposium of the New England Conference of Public
Utilities Commissioners, Rockport, Maine
1982  New Approaches to the Regulation of Water  Southeastern Association of Regulatory Utility Commissioners,
Utilities Asheville, North Carolina
1983  Allocating Costs and Revenues Fairly and Maryland Water and Sewer Finance Conference, Westminster,
Effectively Maryland
1983 Lifeline and Social Policy Pricing Annual conference of the American Water Works Association,
Las Vegas, Nevada (published)
1984  The Real Cost of Service: Some Special Annual New Jersey Section AWWA Spring Meeting, Atlantic
Considerations City, New Jersey
1987  Margin Reserve: It's Not the Issue Florida Waterworks Association Newsletter, April/May/June
1987 issue
1987 A "Current” Issue: CIAC NAWC - New England Chapter November 6, 1987 meeting
1988  Small Water Company Rate Setting: Take It or NAWC - New York Chapter June 14, 1988 meeting
Leave It
1989 The Solution to all the Problems of Good Small NAWC Quarterly magazine, Winter issue
Water Companies
1989  Current [ssues Workshop - Panel New England Conference of Public Utilities Commissioners,
Kenncbunkport, Maine
1991  Alternative Rate Structures New Jersey Section 1991 Annual Conference, AW WA, Atlantic
City, New Jersey
1994  Conservation Impact on Water Rates New England NAWC and New England AWWA, Sturbridge,

Massachusetts
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Papers and Presentations

By

John F. Guastella

Year Title Forum
1996  Utility Regulation - 21st Century NAWC Annual Meeting, Orlando, Florida
1997  Current Status Drinking Water State Revolving NAWC Annual Meeting, San Diego, California
Fund
1998  Small Water Companies - Problems and NAWC Annual Meeting, Indianapolis, Indiana
Solutions
1998  Basic Rate Regulation Seminar New England Chapter - NAWC, Rockport, Maine
2000  Developer Related Water and Sewer Utilities  Florida State University, Orlando, Florida
Seminar
2001  Developer Related Water and Sewer Utilities  Florida State University, Orlando, Florida
Seminar
2002  Regulatory Cooperation - Small Company New England Chapter - NAWC, Annual Meeting
Education
2003  Developer Related Water and Sewer Ulilities  University of Florida, Orlando, Florida
Seminar
2004  Basic Regulation & Rate Sctting Training Office of Regulatory Staff, Columbia, South Carolina
Seminar .
2005  Municipal Water Rates Nassua-Suffolk Water Commissioners Association, Franklin
Square, New York
2005  Innovations in Rate Setting and Procedures NAWC New York Chapter, West Point, New York
2006  Basics of Rate Setting The Connecticut Water Company, Clinton, Connecticut
2006 Innovations in Rate Setting and Procedures NAWC New York Chapter, Catskill, New York
2006  Best Practices as Regulatory Policy NAWC New England Chapter, Ogunguit, Maine
2006  Rate and Valuation Seminar NAWC New York Chapter
2006  Full Cost Pricing U.S. Environmental Protection Agency Expert Workshop.
Lansing, Michigan
2006  Innovations in Rate Setting NAWC New England Chapter, Portsmouth, New Hampshire
2007  Weather Sensitive Customer Demands NAWC Water Utility Executive Council, Half Moon Bay,
California
2007  Basics of Rate Setting and Valuation Seminar NAWC New England Chapter. Ogunguit, Maine
2007  Small Company Characteristics National Drinking Water Symposium, La Jolla, California

Papers and Presentations - JFG




EXHIBIT JFG-2




Arizona American Water Company, Inc.

Depreciation Study

October 2010

4

Guastella Associates, LLC

6 Beacon Street, Suite 410, Boston, MA 02108




GUASTELLA ASSOCIATES, LLC

UTILITY MANAGEMENT * VALUATION « RATE CONSULTANTS

6 BEACON STREET. SUITE 410
BOSTON, MA 02108
TEL: (617)423-3030
FAX: (617)423-2929

October 21, 2010

Mr. Thomas M. Broderick

Director of Rates & Regulation

Arizona American Water Company
2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Dear Mr. Broderick:

We have completed our depreciation study of Arizona American Water
Company’s water and wastewater systems. The study was performed on the basis of a
comparative analysis of depreciation practices with respect to similar utility assets as
applicable to your assets in Arizona.

The results of our analysis are contained in this report, which includes specific
recommendations of average service lives, net salvage values and resultant depreciation
rates, by account, along with a comparison of depreciation expense under existing and
proposed depreciation rates. We have also included a general discussion of depreciation
principles and related accounting treatment.

I very much appreciate this opportunity to provide consulting services and am
available to review this report with you and the Staff of the Arizona Corporation
Commission,. ‘

Respectfully submitted,
GUASTELLA ASSOCIATES, LLC

John F. Guastella
President

WWW.GUASTELLA.COM
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GENERAL

Purpose

The purpose of this study is to establish depreciation rates that are reasonably
applicable to the depreciable assets of the water and wastewater systems of Arizona
American Water Company, Inc. (“Company”).

In accordance with discussions with the Company, it was determined that the
depreciation study should be performed on the basis of comparative average service lives
and depreciation rates. The primary reasons for this approach are the lack of sufficient
retirement data because of the size of the various divisions and their historic
development, and the high cost of performing actuarial studies that would likely produce
incomplete or uncertain results for systems with limited retirement data. It has been our
experience that for small water utilities, actuarial studies are rarely, if ever performed,
and we are not aware of any such studies for assets of a wastewater system. Instead,
depreciation rates are typically established on the basis of comparative analyses.
Consistent with that experience, the National Association of Regulatory Utility
Commissioners has published guidelines of average service lives and depreciation rates

for small water companies, recognizing the need for such comparisons.

Recommendations

In order to better associate the discussions in the text of this report with the results
of our study, Section A has been added that provides schedules containing our

recommended depreciation rates. Schedule A-1 and A-2 show for water and wastewater,




respectively, the number and description of each account, average service lives, net

salvage values and annual depreciation rates.

Depreciation Rates and Rate Setting

The goal of depreciation for rate setting purposes is to allow utilities to recover
the original cost of the assets that are used and useful in providing service to their
customers, and at a level that spreads the recovery of the cost over the estimate life of the
assets so that each generation of customers pays its fair share of the cost according to
their use of the assets. The Uniform System of Accounts published by the National
Association of Regulatory Utility Commissioners (“NARUC”) defines depreciation as:

Depreciation, as applied to depreciable utility plant, means the loss in service

value not restored by current maintenance, incurred in connection with the

consumption or prospective retirement of utility plant in the course of providing
service from causes which are known to be in current operation and against which
the utility is not protected by insurance. Among the causes to be given
consideration are wear and tear, decay, action of the elements, inadequacy,
obsolescence, changes in the art, changes in demand, and requirements of public
authorities.
Under this definition, depreciation studies are performed in order to estimate the average
service lives of various depreciable assets, the major components with which to calculate
depreciation rates. Application of depreciation rates to the original cost of assets
establishes annual depreciation expense allowances in utility rates for service that will

meet the goal of reasonable cost recovery and intergenerational equity.

In addition to average service lives, the other component in the calculation of

depreciation rates is net salvage values, or salvage value less cost of removal.




The relevant Uniform System of Accounts definitions are:

Salvage Value means the amount received for property retired, less any expenses
incurred in connection with the sale or in preparing the property for sale, or, if
retained, the amount at which the material recoverable is chargeable to materials
and supplies, or other appropriate account.

Cost of Removal means the cost of demolishing, dismantling, tearing down or
otherwise removing utility plant, including the cost of transportation and handling
incidental thereto.

Net Salvage Value means the salvage value of property retired less the cost of
removal.

For proper rate setting, the calculation of depreciation rates and resultant depreciation
expense recognizes that the allowance for depreciation should include the recovery of the
original cost of the depreciable assets less any anticipated positive salvage values and/or
plus any anticipated cost of removal. Under this calculation of depreciation rates,
existing and future customers will pay their fair share of the cost and net salvage value of

the assets that have been used to provide utility service to them,

Accounting for Depreciation and Rate Setting

Annual depreciation expense accruals are of course credits, or increases, to the
accumulated depreciation. Recognition of positive net salvage decreases the accrual and
negative net salvage, due to cost of removal, increases the accrual. Accordingly,
accumulated depreciation is higher or lower depending on net salvage value, and the rate
base on which utilities are given an opportunity to earn a return is lower or higher,
respectively. Instructions in the Uniform System of Accounts describe the accounting

with respect to the retirement of a retirement unit of property as follows:

If the retirement unit is of a depreciable class, the book cost of the unit retired and
credited to utility plant shall be charged to the accumulated depreciation




applicable to such property. The cost of removal and the salvage shall be charged
or credited, as appropriate, to such depreciation account.

Under the required accounting, the accumulated depreciation would decrease by the
original cost of the retired property and also the cost of removal, determined at the time
of retirement, which ideally would offset, on average, the annual accruals that had
increased the accumulated depreciation over the years. In other words, as annual accruals
that include recovery of the original cost as well as cost of removal accumulate, they
increase the reserve for depreciation and, therefore, decrease the calculation of rate base.
The booking of the cost of removal when assets are retired would decrease the reserve for
depreciation, and increase the rate base.

It is also noted that for rate setting purposes the establishment of reasonable
depreciation rates is primarily a matter of achieving intergenerational equity -- existing
and future customers paying their fair share of the costs associated with the assets that are
used to provide them with service. Further, while depreciation expense is a deduction to
revenues when calculating utility operating income (return on net investment or rate
base), it is a “non-cash” expense; depreciation expense is for the most part a recovery of
the original cost of assets for which expenditures had previously been made. Thus,
depreciation expense is a source of internally generated funds, along with retained
earnings. Because dividends to stockholders are only paid out of net income, these
internally generated funds provide financing of new plant, not additional return on
investment. The level of these internally-generated funds, however, only provides part of

the capital needed for new plant, because the original cost of the assets being recovered

through depreciation allowances is typically only a small fraction of the current cost of




new plant and facilities -- the balance of the funding must be obtained from the attraction

of outside debt and/or equity capital.

Accordingly, in addition to intergenerational equity, establishing reasonable
depreciation rates that provide for the recovery of the original cost of assets and net
salvage values, including cost of removal, should, at least theoretically, improve the
utility’s ability to attract capital at a lower cost -- because the portion of the new outside
capital in relation to existing investment would not be higher than otherwise needed to
make up for a shortfall in internally generated capital and debt coverage requirements.
Obviously, a lower cost of capital has a beneficial impact on rates for service. This
potential bencfit assumes a long-term effect of adequate depreciation practices.
Depreciation practices, however, are not a substitute or offset for other rate setting
policies that should establish new rates for service in order to cover the cost of service for
the period when those rates become effective. Accordingly, appropriate depreciation
practices, coupled with other rate setting practices that provide a utility with a realistic

opportunity to achieve the allowed return on investment, will in the long run improve the

utility’s ability to attract the lowest cost of capital.




ANALYSIS

Source of Comparative Data

The source data relied upon with respect to average service lives have been
obtained from this firm’s files, and data provided by the Company with respect to its
Arizona and other American Water properties, and by the Arizona Corporation
Commission (*ACC™) Staff with respect to its recommendations for certain systems. The
source data include determinations of average service lives for utilities with which this
firm has been directly or indirectly involved, many based on actuarial studies. The data
included in this analysis are for utilities located in such areas of the country as the
Northeast, Midwest, Southeast, West Coast, Arizona, and American Water systems in
various states, and also from publications by the NARUC. It has been our experience
that determinations of average scrvice lives for investor-owned water utilities in the
Northeast and Midwest areas of the county tend to produce results that are based on
actuarial studies because of the age of the systems and availability of retirement data.
Data for such states as Florida and California tend to use shorter average service lives,
possibly due to different construction characteristic due to the climate in those parts of
the country. The source data published by the NARUC are given significant weight
because they were specifically developed to assist small water utilities in establishing
reasonable depreciation rates.

Section B contains schedules showing the average service lives of utilities in

various parts of the country, including Arizona. Schedule B-1 and B-2 shows the average

service lives of each of the Company’s Arizona properties for water and wastewater,




respectively, along with the low, high and average of those average service lives'.
Schedules B-3, B-4, B-5, B-6, B-7 and B-8 contain average service lives for water
utilities in the Nertheast, Midwest, American Water properties in varicus staies
Southeast, West Coast and NARUC recommended rates for small water utilities,
respectively. Each schedule also adds columns, for comparative purposes showing the

low, high and average of the average service lives for the Company’s Arizona systems.

Average Service Lives

Whether the determination of average service lives is made on the basis of
actuarial studies or an analysis of comparables, judgment is required to select average
service lives of various types of assets. In this case, the basis for our judgment is a
careful account-by-account review of average service lives that have been established by
utilities and regulatory agencies around the country, as shown in Section B. We have
also inspected a number of the Company’s systems in Arizona, and discussed their
operation and maintenance with Company engineers and operators. We have also
discussed the Company’s asset management with its accountants and administrative
employees.

In selecting the average service lives for each account that would be most
appropriate for the Company’s systems, consideration was given to each of the
comparables, including whether the average service lives were based on actuarial studies,

geographical location in relation to Arizona, existing average service lives in Arizona

' These average service lives were calculated on the basis of the existing depreciation rates being used for
each system because the basis for the depreciation rates is unknown as to the ASL’s and net salvage values.

7




(including those provided by the ACC Staff), observations with respect to visible assets
during inspections and discussions with Company employees.

For the most part, the recommended average service lives are longer than the
average of the existing Arizona average service lives, and most are closer to or even
higher than the longest Arizona average service lives. On the basis of our inspections and
discussions with Company engineers and operators, the systems are very well maintained
and in good to excellent condition. Significant weight was given to the average service
lives based on actuarial studies that support those in the Northeast and Midwest regions,
and to the NARUC recommended average service lives which seem to balance the
average service lives based on actuarial studies and those for small systems. On the other
hand, little weight was given to the Southeast region (Florida) because although more
similar to Arizona with respect to atmospheric temperature and depth of mains, the
average service lives published by the Florida Public Service Commission were based on
surveys that included utility personnel and their outside accountants who may have been
influence by cost recovery considerations other than the engineering definition of
depreciation in terms of the loss in value of depreciable property.

The selection of the average service lives for the wastewater systems are based on
assets similar to those used in providing water service, but taking into consideration the
more adverse consistency of the wastewater being collected and treated. It is noted that
we are not aware of actuarial studies with respect to the primary assets of wastewater
utilities,

The recommended average service lives are shown in Schedules A-1 and A-2 for

water and wastewater, respectively.




Net Salvage Value

Having selected the average service lives, the next step was to assign net salvage
values to each account. Under the required accounting treatment, it is necessary to
determine the net salvage value with respect to an item of property being retired. The
calculation of depreciation rates also requires the inclusion of net salvage values.
Estimates of positive salvage values, such as trade-in payments or discounts, or resale
values on meters and transportation equipment are fairly consistent. On the other hand,
determining the cost of removal is more challenging for assets being retired as part of a
replacement during a common project and, therefore, requiring an allocation of costs.

There has been less consideration given to salvage values, particularly cost of
removal, until relatively recently. It is assumed that some 80 years ago the original
development of actuarial studies for utility assets was focused on establishing average
service lives, during the relatively early years of utility rate regulation. In addition, it is
also apparent cost of removal was not perceived as a major issue that until long after the
1960’s when utility rates for service were in many cases declining, due to customer
growth and increasing utility demands for service, combined with low inflation. It has
also been the prevailing practice to effectively include cost of removal in the cost of the
new replacement plant, so that it was being recovered -- although not as effectively in
terms of intergenerational equity. In any event, establishing the most appropriate
depreciation rates requires a meaningful analysis of cost of removal and consideration of

intergenerational equity, and the advantages previously discussed attributable to

appropriate depreciation rates and cost recovery.




Section C contains schedules showing comparable net salvage values and the
relationships of current construction costs compared to historical original costs. Schedule
C-1 provides a comparison of salvage values for specific utilities, NARUC guidelines for
small water utilities and the [llinois Commerce Commission (“ICC”). The ICC seems to
have made the most progress with respect to cost of removal. An analysis of the dramatic
increase in construction costs with respect to utility assets supports the 1CC’s initiative.

It is obvious that the current cost of dismantling and removing such assets is structures,
storage facilities, pumps, etc., is significant in terms of the absolute costs, and particularly
in relation to their original cost. With respect to such assets as mains and service laterals,
the cost of removal is also significant, even if only a small portion of the costs associated
with trenching for the replacement and installation of a new section of main or
replacement of a service lateral is allocated to the cost of removal.

Schedule C-2 contains a calculation of the multiples of current construction costs
over original costs. The calculation determines, for each respective account, the ratio of
the current year Handy-Whitman Construction Cost Index to the vintage year index, with
the vintage year determined by the number of years of the respective average service life.
For example, Account 304.1 Structures & Improvements has an average service life of 40
years, which is equivalent to the vintage year 1970, or 40 years back from 2010, and the
2010 index of 506 is divided by the 1970 index of 304 producing a ratio or multiple of
5.33 -- meaning that the current cost is more than S times greater than the original cost.
Clearly, the current cost to remove or replace structures would be a significant percentage
of the original cost. With respect to mains for which current cots are about 20 times the

original cost 70 years ago, if only 5% of the cost of installing new mains is the cost to




replace the old mains, the relationship of cost of removal to the original cost would be
over 100%.

The Company has also initiated a preliminary analysis of retirement and
replacement projects in order to estimate cost of removal. The analysis allocates labor
time (in minutes) for various activities spent removing an asset being retired and relating
that time to total time for the removal and replacement with the new asset. The analysis
is only for a few examples and is still subject to review and likely refinement, but it does
show that significant time is reasonably allocable to the removal of assets. Specifically,
the estimates for the percentages of total time allocated to the removal of assets being
replace are: mains — 5 1%, service laterals — 42%, hydrants — 47%, valves — 48%, meters —
44% to 46% depending on size. While these estimates do not represent the total cost of
the replacement, and it is recognized that not all assets within a particular account will be
removed when retired, they are a reasonable indication that the cost of removal is
significant.

In selecting percentages for cost of removal, consideration was given to the
comparables shown in Schedule C-2, the dramatic differences between current and
original construction costs and the Company’s sample study. A conservative approach
was taken to allow for retirements for which there may not be replacements or removal of
the retired assets. Another reason for a conservative approach is that this recognition of
cost of removal in calculating depreciation rates is the first such effort for the Company’s
systems in Arizona.

The recommended cost of removal percentages are shown on Schedules A-1 and

A-2 for water and wastewater, respectively. They are less than the ICC percentages




shown on Schedule C-1 and also less than the cost multiples would indicate as shown on

Schedule C-2, but they reflect the intended conservative approach.

Depreciation Rates

Having selected average service lives and net salvage values, the determination of
depreciation rates is simply a matter of arithmetic: the percent depreciation is 1.0 minus
percentage net salvage value divided by the average service life. Accordingly, where the
net salvage value is negative, indicating cost of removal exceed the salvage value, the
depreciation rate is higher -- because it must recover both the original cost and cost of
removal,

Section D contains a comparison of depreciation rates for the same regions and
entities as provided in the comparison of the average service lives in Section B. These

comparisons are primarily provided for information purposes.

Impact of Recommended Depreciation Rates

Section E provides a comparison of the annual depreciation expense under
existing and recommended depreciation rates for each of the Company’s water and
wastewater systems. The existing and recommended depreciation rates were applied to
the utility plant balances as of June 30, 2010, per books, with the exception of Agua Fria,
Havasu, Mohave and Paradise Valley water systems for which the proforma plant

balances are used in order to be consistent with the Company’s anticipated rate filing

with the ACC.
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DISCUSSION

The recommended depreciation rates are based on our best judgment at this time
with respect to the average service lives and net salvage values for the Company’s
systems. Although judgment of others, who have similar experiences, may differ for any
particular asset, it is likely that the potential variances would not be significant. As has
always been the case, individual assets will be retired earlier or later than the selected
average service lives for a multitude of reasons, but that retirement experience is exactly
what is expected and reflected in the determination of average service lives according to
statistical methods that take such variances into account.

For the most part, water and wastewater assets have relatively long lives. As
retirement experience increases with time, the depreciation rates can of course be
adjusted, but any refinements or adjustments will likely be gradual and can be made on a
prospective basis without the need to make adjustments to the reserve for depreciation,

In an informal meeting with the ACC Staff in order to obtain input from the
perspective of the Company’s economic regulator, various matters were raised by Staff,
essentially to assure that the depreciation study would consider all aspects affecting
depreciation. It is noted that, as Staff observed, certain items may be subject to earlier
retirement because of quality of materials used in construction or for other unanticipated
causes. Although we have applied judgment to each account, there may be such items
that will require special treatment. It is suggested that the best way to deal with unusual

circumstances would be to establish additional sub-accounts in order to segregate special

items and adjust the depreciation rates to better meet those conditions if and when they




occur. It is also understood that Staff necessarily reserved its opinion regarding all
aspects of depreciation until it had an opportunity to examine the study.

The recommended depreciation rates are applicable to all of the Company’s water
and wastewater systems. The systems are all maintained on a consistent basis and in
accordance to with standard operating procedures. The use of common depreciation
rates, by primary plant account, for all systems will facilitate record keeping, reduce
opportunity for errors and establish a consistent basis for future examination and study.
As previously mentioned, any unusual items or circumstances can be addressed by
establishing appropriate sub-accounts. Except for regulatory procedural requirements,
there is no reason to delay implementing the recommended depreciation rates if approved

upon review and acceptance by the Company and the ACC.
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RECOMMENDATIONS

It is recommended that the Company:

1. Implement the depreciation rates as set forth in Schedules A-1 and A-2, for all

of its water and wastewater systems, respectively.

2. Establish a consistent method with which to determine and book the cost of
removal for all future retirements.

3. Seek approval of the recommended depreciation rates by the ACC for its
Agua Fria, Havasu, Mohave and Paradise Valley water systems in the context

of the anticipated rate filings for those systems.

4. Explore with the ACC the feasibility of obtaining approval of the same
depreciation rates for its other systems -- and establish an accounting
mechanism to defer any increase or decrease in depreciation expense for
adjustment to the revenue requirement at the time of the next rate filing for
each system.

5. Continue its effort to monitor and record the cost of removal and salvage

values.
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CERTIFICATION

The opinions and recommendations contained in this study have been
independently prepared by Guastella Associates without any direction by the Company to
reach a specific result. We have examined the data provided by the Company with the
understanding that it reasonably reflects the Company’s books and records. We have
inspected a sample of the Company’s water and wastewater systems. Our compensation
is not contingent on the results of our study.

We very much acknowledge and appreciate the excellent cooperation and
assistance provided by the Company employees. We also appreciate the opportunity to
meet with the ACC Staff members informally and receive their suggestions. We are

available to respond to any inquiries regarding this study.

Respectfully submitted,
GUASTELLA ASSOCIATES, LLC

oGt

John F. Guastella
President
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oGS
Arizona American Water Schedule A-1
Recommended Depreciation Rates
; Water
; Average Net Annual
! Service | Salvage | Depreciation
‘} AIC No. Description Lives Value Rates
! Source of Supply & Pumping:
364.1 Structures & Improvements 40 -20% 3.00%
305.0 Coll. & Impdg. Reservoirs 60 -20% 2.00%
306.0 Lake & River Intakes 60 -20% 2.00%
307.0 Wells & Springs 40 2.50%
308.0 Infiltration Galleries 40 2.50%
308.0 Supply Mains 60 -50% 2.50%
304.2 Structures & Improvements 50 -20% 2.40%
310.0 Power Generation Equipment 30 3.33%
311.2 Electric Pumping Equipment 25 -15% 4.60%
311.3 Diesel Pumping Equipment 25 -15% 4.60%
311.4 Pumping Equipment-Hydraulic 25 -15% 460%
311.6 Other Pumping Equipment 25 -15% 4.60%
Water Treatment Equipment:
304.3 Structures & mprovements 50 -20% 2.40%
320.0 Purification System Equipment 20 -15% 575%
320.1 Water Treatment Equipment Non-Media 20 -15% §.75%
320.2 Water Treatment Equipment Filter Media 10 -15% 11.50%
Transmission & Distribution Plant:
304.4 Structures & improvements 50 -20% 2.40%
311.54 Pumping Equipment-TD 25 -15% 4.60%
330.0 Distr. Reserv. & Standpipes 65 -20% 1.85%
330.1 Elevated Tanks & Standpipes 85 -20% 1.85%
330.2 Ground Level Tanks 65 -20% 1.85%
330.3 Below Ground Tanks 65 -20% 1.85%
330.4 Clearwelt 50 -20% 2.40%
331.0 Transmission and Distribution Mains 70 -50% 2.14%
331.1 Transmission and Distribution Mains 4" < 50 -50% 3.00% :
331.2 Transmission and Distribution Mains 6" - 8" 70 -50% 2.14% i
331.3 Transmission and Distribution Mains 10" - 16" 70 -50% 2.14% :
331.4 Transmission and Distribution Mains >16" 70 -50% 2.14%
332.0 Fire Mains 70 -50% 2.14%
333.1 Services 40 -50% 3.75%
334.1 Meters & installations 15 10% 6.00%
334.2 Meter Installations 40 2.50%
334.3 Meter Vaults 40 2.51%
335.0 Hydrants 50 -50% 2.99%
339.0 Other Plant & Misc. Equipment 30 3.33% |
General Plant: |
304.5 Structures & Improvements 40 ~20% 3.00% |
304.6 Structures & Improvements Offices 40 -20% 3.00%
304.62 Structures & Improvements Leasehold 40 -20% 3.00%
304.7 Structures & Improvements Store, Shop & Garage 40 -20% 3.00%
304.8 Structures & Improvements Misc. 40 -20% 3.00%
340.0 Office Furn. & Equipment 20 10% 4.50%
340.2 Comp & Periph Equipment 10 10.00%
340.3 Computer Software 5 20.00%
340.31 Computer Software 5 20.00%
340.325 Computer Software 5 20.00%
340.33 Computer Software 5 20.00%
340.4 Date Handling Equipment 5 20.00%
340.5 Other Office Equipment 15 5% 6.33%
341.0 Transportation Equipment 5 20% 16.00%
341.1 Trans Equip Lt Duty Trucks 5 20% 16.00%
341.2 Trans Equip Hvy Duty Trucks 7 20% 11.43%
341.3 TransEquip Autos [ 20% 13.12%
341.4 Trans Equip Other 6 20% 13.33%
342.0 Stores Equipment 25 4.00%
| 343.0 Tools, Shop & Garage Equipment 25 4.00%
| 344.0 Laboratory Equipment 25 4.00%
345.0 Power Operated Equipment 20 20% 4.00%
346.0 Communications Equipment 10 10.00%
346.1 Comm Equipment - Non Telephone 10 10.00%
346.2 Remote Control & Instrument 10 10.00%
346.2 Comm Equipment - Telephone 10 10.00%
346.3 Comm Equip other 10 10.00%
348.0 Other Miscellaneous Equipment 16 6.25%




; Arizona American Water Schedule A-2
‘ ; Recommended Depreciation Rates

‘ Wastewater
Average Net Annual
Service Salvage Depreciation
A/C No. Description Lives Value Rates
Collection Piant
354.2 Structures and Improvements 30 -20% 4.00%
355.0 Power Generation Equipment 30 3.33%
355.5 Power Generation Equipment - RWTP 30 3.33%
360.0 Collection Sewers - Force 70 -50% 2.14%
361.0 Coliection Sewers - Gravity 70 -50% 2.14%
362.0 Special Collecting Structures 30 -20% 4.00%
363.0 Service to Customers 50 -50% 3.00%
364.0 Flow Measuring Devices 15 6.67%
Pumping Plant
354.3 Structures and Improvements 30 -20% 4.00%
355.3 Power Generation Equipment 30 3.33%
370.0 Receiving Wells 30 -20% 4.00%
371.0 Pumping Equipment 20 -15% 5.75%
371.1 Pumping Equipment - Electric 20 -15% 575%
371.2 Pumping Equipment - Other Power 20 -15% 5.75%
Treatment Plant
354.4 Structures and Improvements 50 -20% 2.40%
355.5 Power Generation Equipment 30 3.33%
380.0 Treatment & Disposal Equip. 20 -15% 5.75%
380.1 Treatment & Disposal Equip. 20 -15% 5.75%
380.2 Treatment & Disposal Equip. 20 -15% 5.75%
380.3 Treatment & Disposal Equip. 20 -15% 5.75%
380.4 Treatment & Disposal Equip. 20 -15% 5.75%
380.5 Treatment & Disposal Equip. 20 -15% 5.75%
380.6 Treatment & Disposal Equip. 20 -15% 5.75%
380.65 Treatment & Disposal Equip. 20 -15% 5.75%
381.0 Plant Sewers 50 -20% 2.40%
382.0 Outfall Sewer Lines 60 1.67%
389.1 WW Other Pit & Misc. Equip. Intangible 20 5.00%
389.6 Other P/E - CPS 30 3.33%
General Plant
354.5 Structures and Improvements 40 -20% 3.00%
390.0 Office Furniture & Equipment 20 10% 4.50%
390.2 Computers & Peripheral 10 12.00%
390.3 Computer Software 5 20.00%
391.0 Transportation Equipment 5 20% 16.00%
392.0 Stores Equipment 25 4.00%
| 393.0 Tools, Shop and Garage Equip. 25 4.00%
‘ ! 394.0 Laboratory Equipment 25 4.00%
| 395.0 Power Operated Equipment 20 20% 4.00%
1 396.0 Communication Equipment 10 10.00%
: 397.0 Miscellaneous Equipment 15 6.67%

398.0 Other Tangible Plant 10 10.00%
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Arizona American Water Schedule B-1
Average Service Lives
Water
_AlSystems_ ]
Paradise Sun City Anthem | Tubac
DESCRIPTION Valley |AguaFra] SunCity | Woest Mohave | Havasu | (DistCo) | Valley Low High Average |
Organization
. ’_Eranchises
Land and | and Rights
7 40 40 40 35 36 40 42 7 42 25
25 680 60 60 42 49 80 52 25 80 47
| Stuctures and Improvements WI 50 80 80 80 49 48 80 40 80 53
| {Stuctures and improvements D 87 80 50 8§ 60 52 50 87 57
{ Structures and !mprovements AG 22 80 22 49 2 80 3t
| Structures and bmprovements-Cap Lease 22 22 22 22
{ Struclures and Improvements-Offices 22 49 22 80 49 49 60 35 22 60 37
t Structures and Improvements-Leasehokd 7 7 o 7 7 7
Structures and Improveinents Store shop, garage 22 22 22 22 2
304.8 |Structures and Improvements Source Misc .22 60 40 22 60 34
308 Collecting and Impounding 40 40 38 39 40 39 40 40
308 1.ake, River & Other intake 40 40 40 40 40
307 Wells and Springs a0 40 40 40 37 39 40 32 32 40 38
308 linfikration Galleries & Tunne 1% 15 15 15
308 Supply Mains 50 90 50 50 50 90 58
310___Pawer Production Equipment 30 30 23 3¢ 20 30 20 30 26
3 Pumping Equipment .
311.2 {Pumping Equipment-Electric 23 23 23 23 20 27 23 24 20 27 23
311.3 _[Pumping Equipment-Diesel 23 23 20 23 - 20 20 23 22 |
311.4 {Pumping Equipment-Hydraulic 23 20 23 : 20 23 22
311.5 _ Pumping Equipment-Other 23 50 23 20 : 23 24 20 50 24
311,53 _[Pumping Equipment-WT 23 23 27 23 27 24
311.54_{Pumping Equipment-TO 23 : 23 23 23
320.1___iVvater Treatment Equipment 14 25 25 25 8 8 25 25 8 25 16,
320.2 __{WT Equip Fiter Media 25 _ 25 25 25 28 25 25 25 25
330 Distribution Reservoirs_and Standptpes 32 60 60 60 65 43 ‘ 80 82 32 62 3]

[ 330.1__|Elevated Tanks and Standpipes 60 55 55 80 57
330.2_ jGround Level Tanks 1] 80 : 80 60 89
3303 |Below Ground Tanks 80 80 80 60
330.4 [Clearwell 60 80 80 60

N Transmission and Distribution Mains 85 85 65 65 38 48 65 st 38 65 58
331.1 __[Transmission and Distribution Mains 4 < 24 85 65 BS 38 48 65 51 24 85 47 ;
331.2  ransmission and Distribution Mains 6” - 8 40 65 85 85 38 48 65 51 38 85 52 !
3313 |Transmission and Distribution Mains 10" - 167 43 65 85 85 38 48 _ 1 65 51 38 85 53
331.4_ |Transmission and Distribution Mains >16" 43 43 85 43 38 48 65 43 38 85 47
21 40 40 40 18 35 40 41 18 41 32
Q [
18 15 40 15 15 15 | 40 15 15 40 18
] 40 40 40 15 28 1 40 41 15 66 33 ;
40 40 40 40 40 40 40
48 50 50 50 33 59 50 51 48 93 50
338 Other Plant and Mise. Equipment 30 30 50 30 30 30 50 33
340 [Office Furpiture and Equipment
340.} _ iOffice Fumiture and Eguipment 25 25 22 22 25 24 22 30 22 30 24 |
340.2 {Comp & Periph Equipment ] 25 22 22 25 24 22 5 5 25 13
340.3__|Computer 3 3 Y R I T 3 3 3 3
340.31 _|Computer Software 22 22 22 22
340.325 [Computer Software . 22 22 22 22
340,33 _|Camputer Software 3 3 22 3 22 4
..340.4 _ Date Hangling Equipment 3 3 3 3
340.5 _[Other Office Equipment 14 22 14 22 17
_. 341 [Transponation Equipment j I
341.1  [Trans Equip Lt Duty Trucks 5 5 4 5 5 5 4 5 4 5 5 |
341.2 _|Trans Equip Hvy Duty Trucks 7 7 4 7 7 7 4 4 7 6 i
341.3_ {TransEquip Autos 13 4 4 13 6 |
3414 {Trans Equip Other. € 4 4 4 (] 4 8 4
342 Stores Equipment 26 26 26 25 25 25 26 25
343 _ ITools, Shop and Garage Equipment 28 25 25 25 9 13 24 28 9 29 19
344 Laboratory Equipment 27 27 27 27 30 27 27 20 27
345 Power Operated Equipment 22 18 18 20 7 11 19 22 7 22 15
346 Communication Equipment
3481 1Comm Equipment - Non Telephona 10 10 10 10 27 12 10 20 10, 27 12
346.19 |Remote Control & Instrument ,,, 10 10 10 10 27 12 10 10 27 11
346.2 _|Comm Equipment - Telephone 10 10 10 10 10 10 10 10 10
346.3 _|Comm Equip other 13 20 20 20 16 16 10 29 10 20 18
1 347 Misceltaneous Equipment 20 20 18 18 16 18 20 17
TOTALS




Arizona American Water

Average Service Lives

Schedule B-2

Wastewater
Alil Systems
Sun City Northwest | Anthem
Acct. No. DESCRIPTION Sun City West Mohave Valley (Dist Co} | Agua Fria Low High jAverage
351 Qrganization
352 Franchises
353 Land and tand Rights
354.2 Structures and improvements 40 20 36 20 60 60 20 60 32
354.3 Structures and Improvemsnts-Pumping 20 20 20 20 20
354.4 Structures and Improvements-Treatment 36 60 60 36 60 49
3545 Structures and Improvements-General 50 60 60 60 60 50 60 57
355 Power Generation Equipment 30 30 30 30 20 20 30 27
356.5 Power Generation Equipment-RWTP 20 20 20 20
360 Collection Sewers - Force 48 48 50 48 48 48 48 50 48
361 Collection Sewers - Gravity 49 49 50 49 49 49 49 50 49
362 Special Collecting Structures 12 12 50 12 12 12 50 14
363 Services to Customers 49 49 49 49 49 49 49 49 49
364 Flow Measuring Devices 20 10 18 10 18 18 10 20 15
370 Receiving Wells 18 18 18 18 18
371 Pumping Equipment 18 18 18 18 18 18 18 18 18
380 Treatment and Disposal Equip. 50 20 20 20 20 20 20 50 22
380.1 Treatment and Disposal Equip. 50 20 28 20 20 20 20 50 23
380.2 Treatmeni and Disposal Equip. 50 20 20 20 20 20 50 23
3803 |Treatment and Disposal Equip. 20 20 20 20 20 20 20
380.4 Treatment and Disposal Equip. 20 20 20 20 20 20 20
380.5 Treatmen! and Disposal Equip. 20 20 20 20 20 20 20 20
3806 |Treatmen! and Disposal Equip. 50 20 20 20 12 12 12 50 18
380.65_ _ [Treatment and Disposal Equip. 50 20 20 12 12 50 20
381 Plant Sewer 20 20 20 20 20 20 20
382 Qutfall Sewer Lines 50 20 20 20 20 20 50 23
389.1 YWW Oth Pit & Misc Eqp intang 20 20 20 20 20 20 20 20
389.8 Other P/E - CPS 30 30 30 30 30 30 30
390 Office Furniture and Equipment 22 22 22 22 22 22 22
390.2 Computers & Peripheral 22 25 22 22 25 23
390.3 Computer Software 4 4 4 4 4 4 4
391 Transportation Equipment 4 4 4 4 4 4
392 Stores Equipment 26 26 26 26 26
3983 Tools, Shop and Garage Equipment 22 22 22 22 22 22 22 22
394 t aboratory Equipment 27 27 27 27 27 27 27 27 27
395 Power Operated Equipment 20 20 20 20 20 20 20 20
396 Communication Equipment 10 10 10 10 10 10 10 10 10
397 Miscellaneous Equipment 20 20 20 20 20 20 20 20
398 Other Tangible Plant 10 10 10 10
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Arizona American Water Schedule B-3
Comparative Average Service Lives
Northeast Region
New York .
NJ. | Det. NH.  [UtL&Ind] Long All Examples Arizona
AJC No. Description Etown|Artesian| Pennichuck | Mermrick | Island | Low | High |Average Low | High [Average
Source of Supply & Pumping:
304.1 Structures & improvements 85 48 48 85 57 7 42 28
3050 Coll. & Impdg. Reservoirs 60 67 60 67 64 39 40 40
306.0 Lake & River Intakes 50 50 50 50 5C 40 80 40
307.0 Wells & Springs 45 45 30 35 50 0 50 41 2 40 ki
308.0 Infiltration Galleries 80 45 45 80 63 15 15 15
309.0 Supply Mains 85 85 70 70 85 80 50 90 56
304.2 Structures & Improvements 45 8S 45 40 50 40 65 49 25 60 47
310.0 Power Generation Equipment 25 22 30 40 22 40 28 20 30 26
311.2 Electic Pumping Equipment 35 35 25 20 40 20 40 31 20 27 3
311.3 Diesel Pumping Equipment 35 70 30 40 30 70 44 20 23 22
311.4 Pumping Equipment-Hyraulic 20 23 22
311.6 Other Pumping Equipment 35 30 30 30 35 32 20 50 24
Water Treatment Equipment:
304.3 Structures & Improvements 35 55 51 40 50 35 55 46 40 60 53
311 53 Pumping Equipment-WT 23 27 24
320.0 Purification System Equipment 15 15 25 15 25 18 H 25 16
320.2 Water Treatment Equipment 35 45 36 25 25 25 45 33 8 25 16
Transmission & Distribution Plant:
304.4 Structures & Improvements 50 35 35 50 43 50 87 57
311.54 Pumping Equipment-TD 3 23 23
330.0 Distr. Reserv. & Standpipes % 80 50 55 5 50.4t 80 a7 a2 82 51
330.1 Elevated Tanks and Standpipes &6 80 57
330.2 Ground Level Tanks 60 §0 60
330.3 Below Ground Tanks 60 80 60
330.4 Clearwslt 60 60 60
331 Transmission and Distribution Mans 38 65 56
331.1 Mains - 6" & Larger 95 8s 70 100 100 70 100 80
331.1 Transmission and Distribution Mains 4* < 40 40 40 40 24 65 47
331.2 Transmission and Distrbution Mains 6" - 8" 38 656 52
331.3 Transmission and Distribution Mains 10" - 16" 38 65 53
331.4 Transmission and Distribution Mains >16" 3% 85 A7
332 Fire Mains [ 0 [
338.0 Other Plant & Misc. Equipment 40 30 50 33
333.1 Services 45 35 45 45 85 35 :13 47 18 4 32
334.1 Meters & Installations 25 25 23 50 40 23 50 33 1% 40 18
334.2 Meter Instaliations 15 66 a3
334.3 Meter Vaults a0 40 40
335.0 Hydrants 85 60 49 70 65 49 70 62 43 63 50
General Plant:
304.5 Structures & tmprovements 25 25 35 50 60 25 60 39 22 60 ki
304.6 Structures and Improvements-Offices 22 60 37
340.0 Office Furn. & Equipment 15 30 12 30 30 12 30 23 22 30 24
340.2 Comp & Periph Equipment 5 25 13
340.3 Computer Sofware 3 3 3
340.31 Computer Softwars 22 22 22
340.325 Computer Sotware 22 22 22
340 33 Computer Software 3 22 4
340 Date Handling Equipment 3 3 3
341 QOther Office Equipment 14 22 17
341:0 Transportaton Equipment 7 10 9 3 3 10 7 [] ] 0
341.1 Trans Equip LiDuty Trucks 4 5 5
341.2 Trans Equip Hvy Duty Trucks 4 7 [3
341.3 TransEquip Autos 4 13 8
341.4 Trans Equip Other 4 [ 4
342.0 Stores Equipment 20 30 45 20 45 32 s 26 25
343 0 Tools, Shop & Garage Equipment 15 30 15 25 25 15 30 22 9 29 19
344.0 Laboratory Equipment 30 9 20 20 30 [ 30 22 27 30 27
345.0 Power Operated Equipment 10 15 t5 8 7 7 15 11 7 22 135
348.0 Communicatons Equipment 15 15 19 18 10 10 19 15 [ ] ¢
346.1 Comm Equipment - Non Telephone 10 27 12
346 19 Remote Control & Instrument 10 27 1"
346.2 Comm Equipment - Telephone 10 10 10
346.3 Comm Equip other 10 0 16
347.0 Computer Equipment 8 7 7 B 8
348.0 Other Misceflaneous Equipment 25 20 10 25 25 10 - 25 21 % 20 17




Arizona American Water Schedule B-4
Comparative Average Service Lives
Midwest Region - Illinois

- 'llllnols All Examples Arizona
Hlinois American
AIC No. Description Company l ICC Staff Low [ High [Average Low ] High [Average
i Source of Supply & Pumping:
1 304.1 Structures & Improvements 30 30 30 30 30 T 42 25
| 305.0 Coll. & Impdg. Reservoirs 50 50 50 50 50 39 40 40
! 306.0 Lake & River Intakes 60 75 60 75 68 4 a0 40
307.0 Wells & Springs 35 60 35 60 48 32 40 38
308.0 Infittration Galleries 15 15 15
309.0 Supply Mains 75 90 75 90 83 50 80 56
304.2 Structures & improvements 50 55 50 55 53 25 60 47
310.0 Power Generation Equipment 25 30 25 30 28 20 30 26
311.2 Electric Pumping Equipment 35 40 35 40 38 20 27 23
311.3 Diesel Pumping Equipment 22 30 22 30 26 20 23 22
311.4 Pumping Equipment-Hydraulic 20 23 22
311.6 Other Pumping Equipment 20 20 20 20 20 20 50 24
Water Treatment Equipment:
304.3 Structures & improvements 40 45 40 48 43 40 60 53
311.53 Pumping Equipment-WT 23 27 24
320.0 Purification System Equipment 35 35 35 35 35 8 25 16
320.2 Water Treatment Equipment 35 35 35 35 35 8 25 16
Transmission & Distribution Plant:
304 .4 Structures & improvements 50 67 57
311.54 Pumping Equipment-TD 23 23 23
330.0 Distr. Reserv. & Standpipes 50 60 50 60 55 32 62 51
330.1 Elevated Tanks and Standpipes 55 60 57
330.2 Ground Level Tanks 60 60 60
330.3 Below Ground Tanks 60 60 60
330.4 Clearwell 60 60 60
331 Transmission and Distribution Mains 90 90 90 90 90 38 65 56
331.1 Mains - 6" & Larger 90 90 90 90 90
331.1 Transmission and Distribution Mains 4" < 24 65 47
331.2 Transmission and Distribution Mains 6" - 8" 38 65 52
331.3 Transmission and Distribution Mains 10" - 16" 38 65 53
331.4 Transmission and Distribution Mains >16" 38 65 47
332 Fire Mains ] 0 0
339.0 Other Plant & Misc. Equipment 30 50 33
333.1 Services 60 60 60 60 60 18 a4 32
334.1 Meters & Installations 30 30 30 30 30 15 40 18
334.2 Meter Instailations 40 45 40 45 43 15 66 33
334.3 Meter Vaults 40 40 40
335.0 Hydrants 40 43 40 43 42 48 53 50
Generat Plant:
304.5 Structures & Improvements 25 25 25 25 25 22 60 3
304.6 Structures and Improvements-Offices 22 60 37
340.0 Office Furn. & Equipment 20 192 19 20 20 22 30 24
340.2 Comp & Periph Equipment 5 25 13
340.3 Computer Software 3 3 3
340.31 Computer Software 2 22 22
340.325 Computer Software 22 22 22
340.33 Computer Software 3 22 4
340 Date Handling Equipment 5 3 5 5 5 3 3 3
‘ 341 Other Office Equipment 4 22 17
i 341.0 Transponaton Equipment 5 5 5 5 5 0 0 0
i 341.1 Trans Equip Lt Duty Trucks 4 5 5
341.2 Trans Equip Hvy Duty Trucks 4 7 6
341.3 TransEquip Autos 4 13 6
341.4 Trans Equip Other 4 8 4
} 342.0 Stores Equipment 20 28 20 29 25 25 26 25
k 343.0 Tools, Shop & Garage Equipment 12 13 12 13 13 9 29 19
344.0 Laboratory Equipment 15 20 15 20 18 27 30 27
345.0 Power Operated Equipment 10 10 10 10 10 7 22 15
346.0 Communications Equipment 8 8 8 8 8 ] 0 0
346.1 Comm Equipment - Non Telephone 10 27 12
346.19 Remote Control & Instrument 10 a7 11
346.2 Comm Equipment - Telephone 10 10 10
346.3 Comm Equip other 10 20 18
347.0 Computer Equipment 5 5 5 5 5
348.0 Other Miscellaneous Equipment 16 15 15 15 18 16 20 17




Arizona American Water Scheduie B-5
Comparative Average Service Lives
American Water
American Water Arizona
A/C No. Description Low | High [Average Low | High [Average]
Source of Supply & Pumping:
304.1 Structures & Improvements 17 102 42 7 42 25
305.0 Coll. & impdg. Reservoirs 17 110 65 38 40 40
306,0 Lake & River Intakes 28 127 55 40 40 40
307.0 Wells & Springs 23 69 42 32 40 38
308.0 Infiitration Galleries 15 84 45 15 15 15
309.0 Supply Mains 40 97 66 50 90 58
304.2 Structures & improvements 3 78 47 25 60 47
310.0 Power Generation Equipment 9 60 35 20 30 26
311.2 Electric Pumping Equipment 20 27 23
311.3 Diesel Pumping Equipment 20 23 22
311.4 Pumping Equipment-Hydraulic 20 23 22
311.6 Other Pumping Equipment 20 50 24
Water Treatment Equipment:
304.3 Structures & tmprovements 3t 78 47 40 60 53
311.53 Pumping Equipment-WT 10 57 34 23 27 24
320.0 Purification System Equipment 10 57 34 8 25 16
320.2 Water Treatment Equipment 10 57 34 8 25 16
Transmission & Distribution Plant:
304.4 Structures & Improvements 15 58 38 50 67 57
311.54 Pumping Equipment-TD 17 55 34 23 23 23
330.0 Distr. Reserv. & Standpipes 33 98 52 32 62 51
330.1 Elevated Tanks and Standpipes 33 98 52 55 60 57
330.2 Ground Level Tanks 33 o8 52 60 60 60
330.3 Below Ground Tanks 33 98 52 60 60 60
330.4 Clearwell 33 98 52 60 60 60
331 Transmission and Distribution Mains 33 115 74 38 65 56
331.1 Mains - 6" & Larger
331.1 Transmission and Distribution Mains 4" < 24 65 47
331.2 Transmission and Distribution Mains 6" - 8" 38 65 52
331.3 Transmission and Distribution Mains 10" - 16" 38 65 53
331.4 Transmission and Distribution Mains >16" 38 65 47
332 Fire Mains 45 98 71 0 0 [
339.0 Other Plant & Misc. Equipment 30 50 33
333.1 Services 19 90 53 18 41 32
334.1 Meters & Installations 15 51 33 15 40 18
334.2 Meter Instaliations 15 51 33 15 86 33
334.3 Meter Vaults 15 51 33 40 40 40
335.0 Hydrants 33 72 54 48 53 50
General Plant:
304.5 Structures & Improvements 17 102 a2 22 60 31
304 .6 Structures and Improvements-Offices 22 60 37
340.0 Office Furn. & Equipment 8 51 21 22 30 24
340.2 Comp & Periph Equipment 5 25 13
340.3 Computer Software 3 3 3
340.31 Computer Software 22 22 22
340.325 Computer Software 22 22 22
340.33 Computer Software 3 22 4
340 Date Handling Equipment 3 3 3
341 Other Office Equipment 14 22 17
341.0 Transportaton Equipment 4 51 17 0 1] 0
341.1 Trans Equip Lt Duty Trucks 4 5 5
341.2 Trans Equip Hvy Duty Trucks 4 7 §
341.3 TransEquip Autos 4 13 [
341.4 Trans Equip Other 9 6 4
342.0 Stores Equipment 18 69 32 25 26 25
343.0 Tools, Shop & Garage Equipment 14 45 25 9 29 19
344.0 Laboratory Equipment 10 99 26 27 30 27
345.0 Power Operated Equipment 10 45 20 7 22 15
346.0 Communications Equipment 9 51 18 0 ] 0
346.1 Comm Equipment - Non Telephone 10 27 12
346.19 Remote Control & Instrument 10 27 11
346.2 Comm Equipment - Telephone 10 10 10
346.3 Comm Equip other 10 20 16
347.0 Computer Equipment 14 50 26
348.0 Other Miscellaneous Equipment 14 50 26 16 20 17
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Arizona American Water Schedule B-6
Comparative Average Service Lives
| Southeast Region - Florida
Florida PSC Arlzona
AIC No, Description Low | High [Average Low | High JAverage]
Source of Supply & Pumping:
304.1 Structures & improcvements 28 33 31 7 42 25
305.0 Coll. & Impdg. Reservoirs 40 50 45 39 40 40
306.0 Lake & River Intakes 49 40 40 40 40 40
; 307.0 Welis & Springs 27 30 29 32 40 38
i 308.0 Infiltration Galleries N/A 40 40 15 15 15
i 309.0 Supply Mains 32 35 34 50 90 56
. 304.2 Structures & improvements 28 33 31 25 60 47
310.0 Power Generation Equipment 17 20 19 20 30 26
311.2 Electric Pumping Equipment 15 20 18 20 27 23
311.3 Diesel Pumping Equipment 20 23 22
311.4 Pumping Equipment-Hydraulic 20 23 22
311.8 Other Pumping Equipment 20 50 24
Water Treatment Equipment:
304.3 Structures & Improvements 28 33 3 40 60 53
311.53 Pumping Equipment-WT 23 27 24
320.0 Purification System Equipment 8 25 16
320.2 Water Treatment Equipment 17 22 20 8 25 16
Transmission & Distribution Plant:
304 4 Structures & Improvements 28 33 3t 50 67 57
311.54 Pumping Equipment-TD 23 23 23
330.0 Distr. Reserv. & Standpipes 33 37 35 32 62 51
330.1 Elevated Tanks and Standpipes 55 60 57
330.2 Ground Leve) Tanks 50 60 60 i
330.3 Below Ground Tanks 60 60 60 ,
330.4 Clearweli 60 60 60 :
331 Transmission and Distribution Mains 38 43 41 38 65 56 :
331.1 Mains - 6" & Larger .
331.1 Transmission and Distribution Mains 4" < 24 65 47 !
331.2 Transmission and Distribution Mains 6" - 8" 38 65 52
331.3 Transmission and Distribution Mains 10" - 16" 38 65 53
331 4 Transmission and Distribution Mains >156" 38 65 47
332 Fire Mains 30 33 32 0 0 0
339.0 Other Plant & Misc. Equipment 30 50 33
333.1 Services 35 40 38 18 a1 32
334.1 Meters & Instaliations 17 20 19 15 40 18
334.2 Meter Installations 15 66 33 '
334.3 Meter Vaults 40 40 40 '
335.0 Hydrants 40 45 43 48 53 50
General Plant:
304.5 Structures & improvemsnis 35 40 38 22 60 3
3046 Structures and Improvements-Offices 22 60 37
340.0 Office Furn. & Equipment 15 15 15 22 30 24
340.2 Comp & Periph Equipment 5 25 13
340.3 Computer Software 3 3 3
340.31 Computer Software 22 22 22
340.325 Computer Software 22 22 22
340.33 Computer Software 3 22 4
340 Date Handling Equipment 6 6 [ 3 3 3
341 Other Office Equipment 14 22 17
341.0 Transportaton Equipment 6 6 8 0 0 9
341.1 Trans Equip Lt Duty Trucks 4 5 5
341.2 Trans Equip Hvy Duty Trucks 4 [
3413 TransEquip Autos 4 13 6
341.4 Trans Equip Other 4 6 4
342.0 Stores Equipment NiA 18 18 25 26 25
i 343.0 Tools, Shop & Garage Equipment 15 16 16 9 29 19
| 344.0 Laboratory Equipment N/A 15 15 27 30 27
| 345.0 Power Operated Equipment 10 12 11 7 22 15
‘ 346.0 Communications Equipment N/A 10 10 [} 0 °
. 346.1 Comm Equipment - Non Telephone 10 27 12
346.19 Remote Controt & Instrument 10 27 11
346.2 Comm Eguipment - Telephone 10 10 10
346.3 Comm Equip other 10 20 16
347.0 Computer Equipment
348 0 Cther Miscellaneous Equipment N/A 15 15 16 20 17
|
i
|




Arizona American Water Schedule B-7
Comparative Average Service Lives
: West Coast Region - California
: California Arizona
! AIC No.| Description Low | High [Average Low | High JAveragel
\ Source of Supply & Pumping:
i 304.1 Siructures & Improvements 20 60 40 7 a2 25
l 305.0 Coll. & Impdg. Reservoirs 40 100 70 39 40 40
! 306.0 Lake & River intakes 30 70 50 40 40 40
: 307.0 Wells & Springs 20 40 30 32 40 38
: 308.0 Infiltration Galleries 15 16 15
302.0 Supply Mains 25 100 63 50 90 56
304.2 Structures & Improvements 20 60 40 25 60 47
310.0 Power Generation Equipment 20 30 26
311.2 Electric Pumping Equipment 15 35 25 20 27 23
311.3 Diesel Pumping Equipment 15 35 25 20 23 22
311.4 Pumping Equipment-Hydraulic 20 23 22
311.6 Other Pumping Equipment 15 25 20 20 50 24
Water Treatment Equipment:
304.3 Structures & Improvements 20 60 40 40 60 53
311.53 Pumping Equipment-WT 23 27 24
320.0 Purification System Equipment B 25 16
320.2 Water Treatment Equipment 15 40 28 8 25 16
Transmission & Distribution Plant:
304.4 Structures & improvements 20 60 40 50 67 57
311.54 Pumping Equipmem-TD 23 23 23
330.0 Distr. Reserv. & Standpipes 25 100 63 3z 62 51
330.1 Elevated Tanks and Standpipes 55 60 57 ‘
330.2 Ground Level Tanks 80 60 60 !
330.3 Below Ground Tanks 80 60 60 ]
330.4 Clearwell 60 60 80 |
331 Transmission and Distribution Mains 38 65 58 |
331.1 Mains - 6" & Larger
331.1 Transmission and Distribution Mains 4" < 25 50 38 24 65 47 i
331.2 Transmission and Distribution Mains 6" - 8" 25 50 38 8 65 52
331.3 Transmission and Distribution Mains 10" - 16" 25 50 38 38 65 53
331.4 Transmission and Distribution Mains >16" 25 50 38 38 65 47 i
332 Fire Mains 0 0 0 H
339.0 Other Plant & Misc. Equipment 30 50 33 \
333.1 Services 20 40 30 18 4 32 ‘
334.1 Meters & Instaliations 25 40 33 15 40 18
334.2 Meter Installations 25 40 33 15 66 33
334.3 Meter Vaults 40 40 40 I
335.0 Hydrants 25 40 33 a8 53 50 I
General Plant: ‘
304 .5 Structures & improvements 20 60 40 22 60 31
304.6 Structures and Improvements-Offices 22 60 37
340.0 Office Fum. & Equipment 5 20 13 22 30 24
340.2 Comp & Periph Equipment 5 25 13
340.3 Computer Software 3 3 3
340.31 Computer Software 22 22 22
1 340.325 Computer Software 22 22 22
' 340.33 Computer Software 3 22 4
! 340 Date Handling Equipment 3 3 3
341 Other Office Equipment 14 22 17
341.0 Transportaton Equipment 5 20 13 0 [+] 0
: 341.1 Trans Equip Lt Duty Trucks 4 5 5
. 341.2 Trans Equip Hvy Duty Trucks 4 7 §
i 341.3 TransEquip Autos 4 13 6
341.4 Trans Equip Other 4 6 4
342.0 Stores Equipment 5 25 15 25 26 25
343.0 Tools, Shop & Garage Equipment 5 35 20 9 29 19
344.0 Laboratory Equipment 5 25 15 27 30 27
345.0 Power Operated Equipment 5 25 15 7 22 15
346.0 Communications Equipment 0 0 o
346.1 Comm Equipment - Non Telephone 10 27 12
| 346.19 Remote Controt & Instrument 10 27 1
| 346.2 Comm Equipment - Telephone 10 10 10
| 346.3 Comm Equip other 10 20 16
‘ 347.0 Computer Equipment
‘ 348.0 Other Miscellaneous Equipment 16 20 17




Arizona American Water Schedule B-8
Comparative Depreciation Rates
i NARUC
‘ NARUC Arizona
AIC No. Description Low | High |Average Low | High [Averags
| ; Source of Supply & Pumping:
‘ 304.1 Structures & improvements 35 40 38 7 42 25
B 305.0 Coll. & Impdg. Reserveirs 50 75 63 w40 40
; 306.0 Lake & River Intakes 35 45 40 40 40 40
' 307.0 Wells & Springs 25 35 30 32 40 38
308.0 Infiltration Galleries 25 50 38 15 15 15
309.0 Supply Mains 50 75 63 50 80 56
304.2 Structures & Improvements 35 40 38 25 60 47
310.0 Power Generation Equipment 20 30 26
311.2 Blectric Pumping Equipment 20 20 20 20 27 23
311.3 Diesel Pumping Equipment 25 25 25 20 23 22
311.4 Pumping Equipment-Hydraulic 20 23 22
314.6 Other Pumping Equipment 25 25 25 20 50 24
Water Treatment Equipment:
304.3 Structures & improvements 35 40 38 40 80 53
311.53 Pumping Equipment-WT 23 27 24
320.0 Purification System Equipment 20 35 28 8 25 16
320.2 Water Treatment Equipment 20 35 28 B 25 16
Transmission & Distribution Plant:
304.4 Structures & improvements 35 40 38 50 67 57
311.54 Pumping Equipment-TD 23 23 23
330.0 Distr. Reserv. & Standpipes 30 60 45 32 62 51
330.1 Elevated Tanks and Standpipes 55 60 57
330.2 Ground tevel Tanks 80 60 60
330.3 Below Ground Tanks 60 60 80
330.4 Clearwell 60 60 60
331 Transmission and Distribution Mains 38 65 56
331.1 Mains - 6" & Larger 50 75 63
331.1 Transmission and Distribution Mains 4" < 24 65 47
331.2 Transmission and Distribution Mains 6" - 8" 38 65 52
331.3 Transmission and Distribution Mains 10" - 16" 38 65 53
331.4 Transmission and Distribution Mains >18" 38 65 47
332 Fire Mains 50 75 83 o 0 [
339.0 Other Plant & Misc. Equipment 30 50 33 1
333.1 Services 3 50 a0 18 41 32 '
334.1 Meters & Installations 35 45 40 15 40 18
334.2 Meter Installations 40 50 45 1§ 66 33
334.3 Meter Vaults 40 40 40
335.0 Hydrants 40 60 50 48 53 50
General Plant:
304.5 Structures & improvements 35 40 38 22 60 31
304.6 Structures and Improvements-Offices 22 60 37
340.0 Office Fumn. & Equipment 20 25 23 22 3¢ 24
340.2 Comp & Periph Equipment 5 25 13
340.3 Computer Software 3 3 3
340.31 Computer Software 22 22 22
340.325 Computer Software 22 22 22
340.33 Computer Software 3 22 4
| 340 Date Handling Equipment 3 3 3
341 Other Office Equipment 14 22 17
‘ 341.0 Transportaton Equipment 7 7 7 [} o Y
341.1 Trans Equip Lt Duty Trucks a4 5 5
341.2 Trans Eguip Hvy Duty Trucks . 4 7 8
341.3 TransEquip Autos 4 13 6
341.4 Trans Equip Other 4 [ 4
342.0 Stores Equipment 20 20 20 25 26 25
343.0 Tools, Shop & Garage Equipment 15 20 18 9 29 19
; 344.0 Laboratory Equipment 15 20 18 27 30 27
; 345.0 Power Operated Equipment 10 15 13 7 22 15
346.0 Communications Equipment 4 10 10 0 o 0
346.1 Comm Equipment - Non Telephone 10 27 12
346.19 Remote Control & instrument 10 27 "
346.2 Comm Equipment - Telephone 10 10 10
346.3 Comm Equip other 10 20 16
‘ 347.0 Computer Equipment
| 348.0 Other Miscellaneous Equipment 16 20 17
| i
|
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Arizona American Water Schedule C-1
Salvage Values - Comparisons

Long Island
Water Corp. Hinois
AJC No. Descripticn E'Town | Artesian| Historical | PWW | NARUC Companyl ICC Staff
311 Structures & Improvements 0 -10 -25 -25
312  Coli. & Impdg. Reservoirs a -20 0 o
313 Lake & River Intakes 0 -10 25 -10
314 Wells & Springs 0 0 -15.56 0 0 ]
315 Infiltration Galleries 0 -10
316  Supply Mains 0 0 -10 -10
317  Other Source of Water Supply Plant -10 0 0
321  Structures & Improvements -10 -5 -10.48 -10 -25 -25
323  Other Power Production Equipment 0 -2.79 0 -5 0
324 Pumping Equipment -10
325 Electric Pumping Equipment ] 0 -22.01 -10 -25 -25
326 Diesel Pumping Equipment 0 ' 1.77 -10 0 0
328 Other Pumping Equipment 0 -10 0 0
328 Meters-Measuring Devices
331  Structures & Improvements -10 -10 -75.22 -10 -25 -25
332 Water Treatment Equipment -10 0 -17.19 -20 -50 25
341  Structures & Improvements -10 -10
342 Distr. Reserv. & Standpipes -10 -5 -30.42 -10 0 0
342 T&D Plant Main
343  Transmission & Distibution Mains -5 -5 -5.71 -10 -70 -70
6" & Larger -10
4" & Under -10

Cast Iron and Absbestos Cement -10

All Other Pipes -10
344  Fire Mains -5 -25.68
345 Services -50 -10 -288 -10 -200 -100
346 Meters & Installations 7 4 4322 -10 10 20 20
347 Installations Only 0 -200 -100
348 Hydrants 5 0 -10 5 -100 -70
349  Other Transmission and Dist. Plant
390 Structures & improvements -10 -10 -53.32 -10 0 0
391 Office Furn. & Equipment 0 ] -0.53 3 5 10 10
391 Data Processing Equipment 0 s 10 10
392 Transportaton Equipment 10 10 36.14 15 10 40 40
393 Stores Equipment 0 0 -3 0
394 Tools, Shop & Garage Equipment 0 0 0 5 5 5
395 Laboratory Equipment 0 0 0 0 0 0
396 Power Operated Equipment 10 10 10.63-36.21 10 10 50 50
397 Communications Equipment 0 0 6.85 0 10 0 0
398 Miscelianeous Equipment 0 0 0 ] 0 0
399 Other Tangible Equipment 0 0 0




Arizona American Water Schedule C-2
Construction Cost Increase

Water
Average H-W 2010 Vintage | Current as
Service | NARUC Cost Vintage Cost Muttiple of
A/C No. Description Lives Acct. Index Year Index_ | Original Cost
| Source of Supply & Pumping:
| 304.1 Structures & Improvements 40 304 508 1970 80 6.33
| 305.0 Coll. & Impdg. Reservoirs 60 305 424 1950 38 10.16
306.0 Lake & River Intakes 60 305 424 1950 38 10.16
307.0 Wells & Springs 40 305 424 1970 81 4.23
308.0 Infiltration Galleries 40 305 424 1970 81 4.23
309.0 Supply Mains 60 305 424 1950 38 10.16
304.2 Structures & Improvements 50 304 506 1960 59 7.58
310.0 Power Generation Equipment 30 311 707 1980 222 2.18
1 311.2 Electric Pumping Equipment 25 3114 707 1985 282 1.51
311.3 Diesel Pumping Equipment 25 311 707 1985 282 1.51
311.4 Pumping Equipment-Hydraulic 25 3119 707 1985 282 1.51
311.6 Other Pumping Equipment 25 311 707 1985 282 1.61
Water Treatment Equipment:
304.3 Structures & Improvements 50 304 506 1960 59 7.58
320.0 Purification System Equipment 20 320 557 1990 295 0.89
320.1 Water Treatment Equipment Non-Media 20 320 557 1990 295 0.89
320.2 Water Treatment Equipment Filter Media 10 320 557 2000 376 0.48
Transmission & Distribution Plant:
304.4 Structures & Improvements 50 304 506 1960 59 7.58
311.54 Pumping Equipment-TD 25 311 707 1985 282 1.61
330.0 Distr, Reserv. & Standpipes 65 330 722 1945 16 44,13
330.1 Elevated Tanks & Standpipes 65 3301 866 1945 14 60.86
330.2 Ground Level Tanks 65 330 722 1945 16 44.13
330.3 Below Ground Tanks 65 330 722 1945 16 44.13
330.4 Clearwell 50 330 722 1960 35 19.63
331.0 Transmission and Distribution Mains 79 331 541 1940 25 20.64
331.1 Transmission and Distribution Mains 4" < 50 331 541 1960 25 20.64
331.2 Transmission and Distribution Mains 6" - 8" 70 331 541 1940 25 20.64
331.3 Transmission and Distribution Mains 10" - 16" 70 331 541 1940 25 20.64
331.4 Transmission and Distribution Mains >16" 70 331 541 1940 25 20.64
332.0 Fire Maing 70 331 541 1940 25 20.64
333.1 Services 40 333 435 1970 83 4.24
334.1 Meters & Installations 15 334.1 374 1995 200 0.87
334.2 Meter Installations 40 334.2 502 1970 85 4.91
334.3 Meter Vaults 40 3342 502 1970 85 4.91
335.0 Hydrants 50 335 683 1960 58 10.78
339.0 Other Plant & Misc. Equipment 30 331 541 1980 209 1.59
General Plant:
304.5 Structures & Improvements 40 304 508 1970 80 533
304.6 Structures & improvements Offices 40 304 506 1970 80 5.33
304.62 Structures & Improvements Leasehold 40 304 506 1970 80 533
304.7 Structures & Improvements Store, Shop & Garage 40 304 5086 1970 80 5.33

304.8 Structures & Improvements Misc. 40 304 506 1970 80 5.33




Arizona American Water

Construction Cost Increase

Schedule C-3

Wastewater
Average H-W Current as
Service NARUC |2010 Cost| Vintage Vintage Multiple of
A/C No. Description Lives Acct. Index Year [CostIndex| Original Cost
Collection Plant
354.2 Structures and Improvements 30 304 506 1980 207 1.44
355.0 Power Generation Equipment 30 3 707 1980 222 2.18
355.5 Power Generation Equipment - RWTP 30 3N 707 1980 222 2.18
360.0 Collection Sewers - Force 70 3N 541 1940 25 20.64
361.0 Collection Sewers - Gravity 70 331 541 1940 25 20.64
362.0 Special Collecting Structures 30 331 541 1980 209 1.59
363.0 Service to Customers 50 333 435 1960 50 7.70
364.0 Flow Measuring Devices 15 320.1 624 1995 337 0.85
Pumping Plant
354.3 Structures and Improvements 30 304 506 1980 207 1.44
370.0 Receiving Wells 30 330 722 1980 191 2.78
371.0 Pumping Equipment 20 311 707 1990 349 1.03
Treatment Plant
354 .4 Structures and Improvements 50 304 506 1960 59 7.58
380.0 Treatment & Disposal Equip. 20 320 557 1990 295 0.89
380.1 Treatment & Disposal Equip. 20 320 557 1990 295 0.89
380.2 Treatment & Disposal Equip. 20 320 557 1990 295 0.89
380.3 Treatment & Disposal Equip. 20 320 557 1990 295 0.89
380.4 Treatment & Disposal Equip. 20 320 557 1990 295 0.89
380.5 Treatment & Disposal Equip. 20 320 557 1990 295 0.8¢
380.6 Treatment & Disposal Equip. 20 320 557 1990 295 0.89
380.65 Treatment & Disposal Equip. 20 320 557 1990 295 0.89
381.0 Piant Sewers 50 331 541 1960 71 6.62
382.0 Outfall Sewer Lines 60 331 541 1950 47 10.51
389.1 WW Other Pit & Misc. Equp. Intangible 20 320.1 624 1990 313 0.99
389.6 Other P/E - CPS 30 320.1 624 1980 219 1.85
General Plant
354.5 Structures and Improvements 40 304 506 1970 80 5,33




Section D




Arizona American Water Schedule D-1
Depreciation Rates - Water
Arizona Systems

System
Paradise Sun City Anthem Tubac | Average
Acct. No. DESCRIPTION Valley |Agua Fria} Sun City West Mohave | Havasu | (Distco) Valley | Dep Rate
301 Organization - - - - - - - -
302 Franchises - - - - - - - -
303 Land and Land Rights - - - - - - - -
304.1  [Structures and Improvements Source Supply 14.59% 2.50% 2.50% 2.50% 2.83% 2.79% 2.50% 2.40% 4.08%
204.2  [Structures and Improveinents Pumping 3.99% 187% 187% 1.67% 2.29% 2.03% 1.67% 1.94% 2.13%
304.3 _|Struciures and improvements WT 2.00% 1.67% 1.67% 1.67% 2.50% 2.03% 167% 1.89%
304.4 _|Structures and Improvements TD 1.50% 1.67% 2.00% 1.81% 1.67% 1.92% 1.76%
3045 _IStructures and Improvements AG 463% 167% 463% 2.03% 3.24%
304.51 _{Structures and improvements-Cap Lease 4.63% 4.63%
3046  IStructures and Improvements-Offices 4.63% 2.03% 4.63% 167% 2.03% 2.03% 1.68% 2.89% 2.70%
304.62 |Structures and Improvements-Leasehold 14.28% 14.280% 14.28%
304.7  IStructures and Improvements Store shop gar 4.63% 4.63% 4.63%
304.8_ iStruclures and improvements Source Msc 4.63% 1.67% 2.50% 2.93%
305 |Colecting and Impounding 2.50% 2.50% 2.54% 2.54% 2.50% 2.52%
306 {lake, River & Other ineke 2.50% 2.50% 2.50%
307 Wells and Springs 2.48% 2.52% 2.52% 2.52% 2.70% 2.54% 2.52% 3.08% 261%
308 Infiltration Galleries & Tunne 6.67% 6.67%
309 [Suppty Mans 2.00% 111% 2.00% 2.00% 1.78%
310 _ |Power Production Equipment 333% 3.330% 4.42% 3.33% 5.12% 3.33% 381%
311 Pumping Equipment
311.2_ |Pumping Equipmant-Electric 4.39% 4.42% 4.42% 4.42% 5.12% 371% 4.42% 4.24% 4.39%
311.3 _ |Pumping Equipment-Diese! 4.39% 4.42% 5.00% 4.42% 5.00% 4.65%
311.4_ [Pumping Equipment-Hydraulic 4.42% 5.00% 4 42% 4.61%
3115 |Pumping Equipment-Other 4.42% 201% 4.42% 512% 4.42% 4.24% 4.11%
311,53 _|Pumping Equipment-WT 4.42% 442% 3.71% 418%
311.54_ |Pumping Equipment-TD 4.42% 4.42%
320.1__|Water Treatment Equipment 7.06% 4.00% 4.00% 4.00% 12.00% 12.00% 4.00% 4.00% 6.38%
3202 jWT Equip Fitter Media 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% 4.00%
330 Distribution Reservoirs and Standgipes 3.15% 1.67% 1.67% 167% 1.81% 233% 1.67% 1.62% 1.95%
3301 |Elevated Tanks and Standpipes 167% 1.81% 1.74%
330.2__|Ground Leve! Tanks 167% 167% 1.67%
330.3__[Below Ground Tanks 167%. 167%
3304 _ [Clearwslit 167% 1.67%
331 Transmission and Distribution Mains 1.53% 1.530% 1.530% 1.530% 261% 210% 1.53% 1.97% 179%
331.1 _ [Transmission and Distribution Mains 4" < 4.17% 1.53% 1.53% 1.53% 261% 2.10% 1.563% 1.97% 212%
331.2__ {Transmission and Distribution Mains 6" - 8" 2.52% 1.53% 1.53% 1.53% 261% 2.10% 1.53% 1.97% 1.92%
3313 [Transmission and Distribution Mains 10" - 16" 2.34% 1.53% 1.53% 1.53% 281% 2.10% 1.53% 1.97% 1.89%
3314 |Transmission and Distribution Mains >16” 2.34% 2.34% 1.53% 2.34% 261% 2.10% 1.53% 2.34% 2.14%
332 Fire Mains
333 Servicas 4.72% 2.48% 2.48% 2.48% 541% 2.89% 2.48% 2.45% 3.17%
334 Meters and Meter hstallations - -
334.1 _ {Meters and Meter hstallations 6.67% 6.67% 251% 6.67% 6.67% 6.67% 251% 6.67% 5.63%
3342 Meter Installations 1.51% 251% 251% 251% 6.53% 3.52% 251% 2.42% 3.00%
3343 [Meter Vauits 251% 2.51% 251% 251% 2.51%
335 Hydrants 2.10% 2.00% 2.00% 2.00% 1.90% 1.99% 2.00% 1.97% 2.00%
339 QOther Plant and Mis¢. Equipment 3.31% 3.31% 2.00% 3.31% 3.31% 3.05%
340 Office Furmniture and Equipment
340.1 _|Office Furniture and Equipment 404% 404% 4.59% 4.569% 4.04% 4.10% 4.55% 3.28% 4.15%
340.2 _ |Comp & Periph Equipment 15.89% 4.04% 4.59% 4.58% 4.04% 4.10% 4.55% 20.00% 7.73%
340.3 __[Computer Sotware 37.71% 37.71% 37.71% 37.71% 37.71% 7% 37.71% 37.71%
34031 _[Computer Software 4.59% 4.59%
340,325 |Computer Software 4.59% 4.5%%
340.33 [Computer Software 37.71% 3771% 4.59% 2667%
340.4 _ |Date Handling Equipment 771% 3771%
340.5 1Other Office Equipment 7.13% 4.59% 5.86%
341 Transportaton Equipment
341.1  |Trens Equip L1 Duty Trucks 20.00% | 20.00% | 2500% | 20.00% i 2000% | 20.00% | 2500% i 20.00% | 2125%
3412 [Trans Equip Hvy Duty Trucks 15.00% 15.00% 25.00% 15.00% 15.00% 15.00% 25.00% 17.86%
3413 |TransEquip Autos 7.80% 2500% 16.40%
; 3414 [Trans Equip Other 16.67% 25.00% 25.00% 25.00% 25.00% 23.33%
5 342 Stores Equipment 3.92% 391% 391% 3.83% 4.00% 3.93%
343 Tools, Shop and Garage Equipment 361% 4.02% 4.02% 4.02% 11.70% 7.55% 4.14% 3.42% 531%
i 344 Laboratory Equipment 371% 371% 371% 3.71% 330% 3.71% 3.64%
345 Power Operated Equipment 4.64% 5.20% 5.20% 5.02% 13.90% 9.23% 5.14% 4.64% 6.62%
346 Communication Equipment
346.1  |Comm Equipment - Non Telsphone 8.76% 10.30% 10.30% | _10.30% 366% 8.37% 10.28% 5.03% 8.50%
346.19 [Remote Control & Instrument 3.76% 10.30% 10.30% 10.30% 366% 837% 10.28% 9.00%
3462 |Comm Equipment - Telephone 9.76% 10.30% 10.30% | 10.30% 976% 10.28% 10.12%
346.3 _ |Comm Equip other 7.91% 493% 4.93% 4.93% 619% 6.19% 10.28% 4.93% 6.29%
347 Miscellaneous Equipment 5.10% 4.98% 6.19% £.19% 6.19% 5.73%




Arizona American Water Schedule D-2
Depreciation Rates - W astewater
Arizona Systems
System
Sun City Northwest | Anthem Average Dep
Acct. No. DESCRIPTION Sun City West Mohave Valley (Dist Co) | Agua Fria Rate
351 Organization
352 Franchises
353 Land and Land Rights
354.2 Structures and | mprovements 2.50% 5.00% 2.80% 5.00% 1.67% 1.67% 3.11%
3543 Structures and | mprovements-Pumping 5.00% 5.00% 5.00%
354.4 Structures and I mprovements-Treatment 2.80% 1.67% 1.67% 2.05%
3545 Structures and | mprovements-General 2.00% 1.67% 1.67% 1.68% 1.68% 1.74%
355 Power Generation Equipment 3.33% 3.33% 3.33% 3.33% 5.00% 3.66%
355.3 Power Generation Equipm ent - Pumping
355.4 Power Generation Equipm ent - Treatment
355.5 Power Generation Equipm ent-RWTP 5.00% 5.00%
360 Collection Sewers - Force 2.07% 2.07% 2.00% 2.07% 2.07% 2.07% 2.06%
361 Collection Sewers - Gravity 2.03% 2.04% 2.00% 2.04% 2.04% 2.04% 2.03%
362 Special Collecting Structures 8.40% 8.40% 2.00% 8.40% 8.40% 7.12%
363 Services to Customers 2.04% 2.04% 2.04% 2.04% 2.04% 2.04% 2.04%
364 Flow Measuring Device s 5.00% 10.00% 5.42% 10.00% 5.42% 5.42% 6.88%
370 Receiving Wells 5.42% 5.42% 5.42%
371 Pumping Equipment 5.42% 5.42% 5.42% 5.42% 5.42% 5.42% 5.42%
371.1 Pumping Equipm ent - Electric
371.2 Pumping Equipment - Other
380 Treatment and Disposal Equip. 2.00% 5.00% 5.00% 5.00% 5.00% 5.00% 4.50%
380.1 Treatment and Disposal Equip. 2.00% 5.00% 3.60% 5.00% 5.00% 5.00% 4.27%
380.2 Treatment and Disposal Equip. 2.00% 5.00% 5.00% 5.00% 5.00% 4.40%
380.3 Treatment and Disp osal Equip. 5.00% 5.00% 5.00% 5.00% 5.00%
380.4 Treatment and Disp osal Equip. 5.00% 5.00% 5.00% 5.00% 5.00%
380.5 Treatment and Disp osal Equip. 5.00% 5.00% 5.00% 5.00% 5,00% 5.00%
380.6 Treatment and Disp osal Equip. 2.00% 5.00% 5.00% 5.00% 8.40% 8.40% 5.63%
380.65 |Treatment and Disp osal Equip. 2.00% 5.00% 5.00% 8.40% 5.10%
381 Plant Sewer 5.00% 5.00% 500% 5.00% 5.00%
382 Outfall Sewer Lines 2.00% 5.00% 5.00% 5.00% 5.00% 4.40%
389.1 WW Oth Pit & Misc Eqp Intang 4.98% 4.98% 4.98% 4.98% 4.98% 4.98%
389.6 Other P/E - CPS 3.31% 3.31% 3.31% 3.31% 3.31%
390 Office Furniture and Equipm ent 4.59% 4.59% 4.59% 4.59% 4.59%
390.2 Computers & Peripheral 4.59% 4.04% 4.59% 4.41%
390.3 Computer Software 25.00% 25.00% 25.00% 25.00% 25.00%
391 Transportation Equipm ent 25.00% 25.00% 25.00% 25.00%
392 Stores Equipm ent 3.91% 3.91% 3.91%
393 Tools, Shop and G arage Equipment 4.47% 4.47% 4.47% 4.47% 4.47% 4.47%
394 Laboratory Equipment 3.71% 3.71% 3.71% 3.71% 3.71% 3.71% 3.71%
395 Power Operated Equipm ent 5.02% 5.02% 5.02% 5.02% 5.02% 5.02%
396 Communication Equipment 10.28% 10.30% 10.30%) 10.30% 10.30% 10.30% 10.30%
397 Miscelianeous Equipment 5.10% 5.10% 5.10% 5.10% 5.10% 5.10%
398 Other Tangible Pla nt 10.30% 10.30%




Arizona American Water Schedule D-3
Comparative Depreciation R ates
Northeast Region

New York Arizona
N.J. Del. N.H. Util. & ind.| Long
AIC No. Description E'town [Artesian | Penpichuck | Merrick island | Average High l Low | Average
Source of Supply & Pumping:
304.1 Structures & Improvements 1.54% 2.30% 1.92% 14.59% 2.40% 4.08%
305.0 Coll. & Impdg. Reservoirs 1.67% 1.79% 1.73% 2.54% 2.50% 2.52%
306.0 Lake & River intakes 2.00% 2.20% 2.10% 2.50% 2.50% 2.50%
307.0 Wells & Springs 222% 210% 3.33% 2.86% 28%% 268% 3.08% 2.48% 261%
308.0 Infiltration Galleries 1.25% 1.25% 6.67% 6.67% 6.67%
309.0 Supply Mains 1.18% 1.11% 1.57% 1.29% 200% 1.11% 1.78%
304.2 Structures & tmprovements 244% 153% 2.44% 2.50% 2.21% 2.22% 3.99% 1.67% 2.13%
310.0 Power Generation Equipment 4.00% 4.55% 3.33% 2.50% 3.59% 5.12% 3.33% 3.81%
311.2 Electric Pumping Equipment 2.86% 2.70% 4.40% 4.50% 4.88% 387% 512% 3.71% 4.39%
311.3 Diesel Pumping Equipment 2.86% 1.57% 3.33% 2.81% 2.64% 5.00% 4.39% 4.65%
311.4 Pumping Equipment-Hydraulic 5.00% 4.42% 461%
311.6 Other Pumping Equipment 2.86% 3.33% 3.33% 3.17% 5.12% 2.01% 4.11%
Water Treatment Equipment:
304.3 Siructures & Improvements 314%  1.8%% 2.14% 2.50% 3.50% 2.63% 2.50% 1.67% 1.89%
311.53 Pumping Equipment-WT 4.42% 3.71% 4.18%
320.0 Purification System Equipment © B8.67% 6.67% 4,00% 578% 12.00% 4.00% 6.38%
320.2 Water Treatment Equipment 314% 2.10% 3.31% 6.33% 4.00% 3.78% 12.00% 4.00% 6.38%
Transmission & Distribution Plant:
304.4 Structures & Improvements 2.20% 3.14% 267% 2.00% 1.50% 1.76%
311.54 Pumping Equipment-TD 4.42% 4.42% 4.42%
330.0 Distr. Reserv. & Standpipes 1.47% 1.24% 2.18% 1.82% 2.01% 174% 3.15% 1.682% 1.96%
330.1 Elevated Tanks and Standpipes 181% 1.67% 1.74%
330.2 Ground Level Tanks 1.67% 1.67% 187%
330.3 Below Ground Tanks 167% 167% 1.67%
330.4 Clearwelt 1.67% 1.67% 167%
331 Transmission and Distribution Mains 261% 153% 1.79%
331.1 Mains - 6" & Larger 11% 117% 1.57% 1.00% 1.10% 1.19%
331.1 Transmission and Distribution Mains 4" < 2.75% 2.75% 447% 1.53% 2.32%
331.2 Transmission and Distribution Mains 6" - 8" 261% 1.53% 1.92%
331.3 Transmission and Distribution Mains 10" - 16" 261% 1.53% 1.89%
331.4 Transmission and Distribution Mains >16" 2.61% 1.53% 2.14%
332 Fire Mains 1.11% 1.11%
339.0 Other Plant & Misc. Equipment 2.50% 2.50% 3.31% 2.00% 3.05%
333.1 Services 333% 297% 2.44% 2.22% 7.72% 3.74% 5.41% 2.45% 317%
334.1 Melers & installations 3.72% 363% 4.78% 1.80% 1.42% 3.07% 8.67% 2.561% 5.63%
334.2 Meter installations 4.00% 4.00% 6.53% 1.51% 3.00%
334.3 Meter Vaults 2.51% 2.51% 251%
335.0 Hydrants 1.46% 1.58% 2.24% 1.43% 1.43% 1.63% 2,10% 1.90% 2.00%
Generai Plant:
304.5 Structures & Improvements 4.40%  4.16% 3.14% 2.00% 323% 3.39% 4.63% 1.67% 3.24%
304.6 Structures and Improvements-Offices 463% 167% 2 70%
340.0 Office Fum. & Equipment 667% 315% 8.08% 317% 4 47% 511% 4.59% 3.28% 4.16%
340.2 Comp & Periph Equipment 20.00% 4.04% 7.73%
340.3 Computer Software 37.71% el 37.71%
340.31 Computer Software 459% 4.59% 4.59%
340.325 Computer Software 4.58% 4.59% 4.59%
340.33 Computer Software 7. 71% 4.58% 26.67%
340 Date Handiing Equipment 37.71% i 37.71%
341 Other Office Equipment 7.13% 4.59% 5.86%
¢ 341.0 Transportaton Equipment 12.86% 8.51% 9.44% 24.29% 13.03%
341.1 Trans Equip L.t Duty Trucks 2500% i 21.25%
341.2 Trans Equip Hvy Duty Trucks 25.00% #upint 17.86%
341.3 TransEquip Autos 25.00% 7.80% 16.40%
341.4 Trans Equip Other 25.00% #uph 23.33%
342.0 Stores Equipment 500% 3.15% 4.00% 4.12% 4.07% 4.00% 3.91% 3.93%
343.0 Tools, Shop & Garage Equipment 667% 3.15% 667% 3.60% 4.44% 4.90% M70% 3.42% 5.31%
344.0 Laboratory Equipment 3.33% 10.50% 5.00% 5.00% 4.00% 5.57% 3.71% 3.30% 3.64%
345.0 Power Operated Equipment 9.00% 567% 6.00% 10.00% 14.29% 8.99% 13.90% 4.64% 6.62%
346.0 Communications Equipment 667% 6.30% 5.26% 6.33% 8.32% 6.78%
346.1 Comm Equipment - Non Telephone 10.30% 3.66% 8.50%
346.19 Remote Control & Instrument 10.30% 3 66% 9.00%
346.2 Comm Equipment - Telephone 10.30% 978%  10.12%
346.3 Comm Equip other 10.28% 4.93% 6.29%
347.0 Computer Equipment 12.50% 14.29% 13.39%

348.0 Other Miscellaneous Equipment 4.00% 473% 10.00% 3.60% 8.67% 5.80% 6.19% 4.98% 573%




|
Arizona American Water Schedule D-4
Comparative Depreciation Rates
Midwest Region - lliinois
Hinols Arizona
lllinois American
AIC No. Description Company ] ICC Staff |Average High [ Low [Average
Source of Supply & Pumping:
i 304.1 Structures & Improvements A417% 417% 417% 14.59% 240% 4.08%
i 305.0 Coll. & Impdg. Reservoirs 2.00% 2.00% 2.00% 254% 250% 252%
i 306.0 Lake & River intakes 2.08% 1.67% 1.88% 2.50% 2.50% 250%
307.0 Wells & Springs 2.86% 1.22% 204% 3.08% 248% 261%
! 308.0 tnfiltration Galleries 6.67% 667% 6.67%
i 309.0 Supply Mains 1.47% 1.22% 1.35% 2.00% 1.19% 1.78%
' 304.2 Structures & Improvements 2.50% 2.27% 2.3%% 399% 1.67% 2.13%
310.0 Power Generation Equipment 4.20% 3.30% 3.75% 512% 333% 381%
311.2 Electric Pumping Equipment 3.57% 313% 3.35% 512% 371% 4.3%%
311.3 Diesel Pumping Equipment 4.55% 3.33% 3.84% 500% 439% A465%
311.4 Pumping Equipment-Hydraulic 5.00% 4.42% 461%
311.6 Other Pumping Equipment 5.00% 5.00% 5.00% 512% 201% 411%
Water Treatment Equipment:
304.3 Structures & improvements 3.13% 2.78% 296% 250% 167% 1.89%
311.53 Pumping Equipment-WT 442% 371% 4.18%
320.0 Purification System Equipment 4.29% 357% 3.93% 1200% 4.00% 638%
320.2 Water Treatment Equipment 4.29% 3.57% 3.93% 12.00% 4.00% 6.38%
Transmisslon & Distribution Plant:
304.4 Structures & Improvements 2.00% 150% 1.76%
311,54 Pumping Equipment-TD 4.42% 4.42% 4.42%
330.0 Distr. Reserv. & Standpipes 2.00% 1.67% 1.83% 315% 162% 1.95%
330.1 Elevated Tanks and Standpipes 1.81% 167% 1.74%
330.2 Ground Level Tanks 1.67% 1.67% 1.67%
330.3 Below Ground Tanks 167% 167% 167%
330.4 Clearwell 1.67% 167% 167%
331 Transmission and Distribution Mains 1.89% 1.89% 1.89% 261% 153% 1.79%
331.1 Mains - 6" & Larger 1.89% 1.89% 1.89%
331.1 Transmission and Distribution Mains 4" < 417% 153% 2.42% !
331.2 Transmission and Distribution Mains 6" - 8" 261% 153% 192%
331.3 Transmission and Distribution Mains 10" - 16" 261% 1.53% 189%
331.4 Transmission and Distribution Mains >16" 261% 1583% 214%
332 Fire Mains
339.0 Other Plant & Misc. Equipment 331% 200% 3.05%
333.1 Services 5.00% 3.33% 417% 541% 245% 317%
334.1 Meters & installations 267% 2.67% 267% 867% 251% 563%
334 .2 Meter Installations 7 50% 4.44% 597% 6.53% 1.51% 300%
334.3 Meter Vaults 251% 251% 251%
335.0 Hydrants 5.00% 3.95% 4.48% 210% 1.90% 2.00%
General Plant:
304.5 Structures & Improvements 4.00% 4.00% 4.00% 463% 167% 3.24%
304.6 Structures and Improvements-Offices 463% 167% 270%
340.0 Office Furn. & Equipment 4.50% 4,74% 462% 4.59% 3.28% 4.15%
340.2 Comp & Periph Equipment 20,00% 4.04% 7.73%
340.3 Computer Software 37.71% 37.71% 37.71%
340.31 Computer Software 4.59% 4.59% 4.59%
340.325 Computer Software 459% 4.59% 4.59%
340.33 Computer Software 37.71% 4.59% 26.67%
340 Date Handling Equipment 18.00% 18.00% 18.00% 3T74% 37.71% 3I7.71%
341 Other Office Equipment 713% 4.59% 586%
341 .0 Transportaton Equipment 12.00% 12.00% 12.00%
341.1 Trans Equip Lt Duty Trucks 25.00% 20.00% 21.25%
\ 341.2 Trans Equip Hvy Duty Trucks 2500% 15.00% 17.86%
: 341 3 TransEquip Autos 2500% 780% 16.40%
341.4 Trans Equip Other 25.00% 16.67% 23.33%
342.0 Stores Equipment 5.00% 3.28% 4.14% 4.00% 391% 393%
343.0 Tools, Shop & Garage Equipment 7.92% 7.31% 7.62% 11.70% 3.42% 531%
344.0 Laboratory Equipment 6.67% 5.00% 583% 371% 3.30% 364%
345.0 Power Operated Equipment 5.00% 5.00% 5.00% 13.90% 464% B62%
346.0 Communications Equipment 12.50% 12.50% 12.50%
346.1 Comm Equipment - Non Telephone 10.30% 3.66% B.50%
346.19 Remote Control & Instrument 10.30% 3.66% 9.00%
346.2 Comm Equipment - Telephone 10.30% 9.76% 10.12%
346.3 Comm Equip other 10.28% 493% 6.29%
347.0 Computer Equipment 20.00% 20.00% 20.00%
348.0 Other Miscellaneous Equipment 6.67% 6.67% 6.67% 6.19% 4.98% 5.73%




Arizona American Water Schedule D-5
Comparative Depreciation Rates
American Water
American Water Arizona
AIC No. Description High | Low [Average High | Low [Averagd
Source of Supply & Pumping:
3C4.1 Structures & Improvements 6.00% 0.98% 2.40% 14.59% 240% 4.08%
305.0 Coli. & Impdg. Reservoirs 5.75% 0% 1.58% 2.54% 2.50% 2.52%
306.0 Lake & River intakes 3.51% 079% 1.80% 2.50% 2.50% 2.50%
307.0 Wells & Springs 4.29% 1.46% 2.36% 308% 248% 261%
308.0 Infiltration Galleries 667% 1.19% 2.23% 6.67% 667% 667%
309.0 Supply Mains 2.47% 1.03% 1.51% 200% 1.11%  1.78%
304.2 Structures & improvements 3.18% 1.28% 2.12% 399% 167% 2.13%
| 310.0 Power Generation Equipment 11.74% 166%  2.88% 512% 333% 381%
| 311.2 Electric Pumping Equipment 512% 37t% 4.39%
311.3 Diesel Pumping Equipment 5.00% 4.39% 465%
311.4 Pumping Equipment-Hydraulic 500% 442% 461%
311.6 Other Pumping Equipment 512% 201% 411%
Water Treatment Equipment:
304.3 Structures & Improvements 318% 128% 2.12% 250% 1.67% 1.89%
" 311.53 Pumping Equipment-WT 10.00% 1.75% 2.95% 4.42% 3.71% 4.18%
320.0 Purification System Equipment 10.00% 1.75% 2.95% 12.00% 4.00% 6.38%
320.2 Water Treatment Equipment 10.00% 1.75% 2.95% 12.00% 4.00% 638%
Transmission & Distribution Plant:
304.4 Structures & Improvements 6.81% 173%  2.60% 2.00% 1.50% 1.76%
311.54 Pumping Equipment-TD 574% 181% 2.92% 4.42% 4.42% 4.42%
330.0 Distr. Reserv. & Standpipes 3.00% 1.02% 1.93% 3.15% 162% 195%
330.1 Elevated Tanks and Standpipes 3.00% 1.02% 1.93% 181% 167% 1.74%
330.2 Ground Levet Tanks 3.00% 1.02% 1.93% 187% 167% 1.67%
330.3 Below Ground Tanks 3.00% 1.02% 1.93% 167% 167% 167%
330.4 Clearweli 3.00% 1.02% 1.93% 167% 167% 1.67%
331 Transmission and Distribution Mains 3.00% 0.87% 1.35% 261% 153% 1.79%
331.1 Mains - 6" & Larger
331.1 Transmission and Distribution Mains 4" < 417% 1.53% 2.12%
331.2 Transmission and Distribution Mains 6" - 8" 261% 153% 192%
331.3 Transmission and Distribution Mains 10" - 16" 261% 153% 189%
331.4 Transmission and Distribution Mains >16" 261% 153% 214%
332 Fire Mains 2.20% 1.02% 1.41%
338.0 Cther Plant & Misc. Equipment 331% 200% 305%
333.1 Services 520% 1.11% 1.89% 541% 245% 317%
334.1 Meters & installations 657% 1.95% 3.07% 667% 251% 563%
334.2 Meter instaliations 657% 1.95% 3.07% 6.53% 151% 3.00%
334.3 Meter Vaults 6.57% 1.95% 3.07% 251% 251% 251%
335.0 Hydrants 3.00% 1.38% 1.86% 210% 1.90% 200%
General Plant:
304.5 Structures & improvements 6.00% 0.98% 2.40% 463% 167% 3.24%
304.6 Structures and Improvements-Offices 463% 167% 270%
340.0 Office Fum. & Equipment 12.58% 1.95% 481% 459% 3.28% 4.15%
340.2 Comp & Periph Equipment 20.00% 4.04% 773%
340.3 Computer Software 37.71% 37.71% 37.71%
340.31 Computer Software 4.59% 4.59% 459%
| 340.325 Computer Software 459% 4.59% 4.59%
‘ 340.33 Computer Software 37.71% 4.59% 2667%
1 340 Date Handling Equipment 37.71% 37.7%% 37.71%
| 341 Other Office Equipment 7.13% 4.59% 586%
| 341.0 Transportaton Equipment 28.41% 1.95% 5.94%
‘ 341.1 Trans Equip Lt Duty Trucks 25.00% 20.00% 2125%
341.2 Trans Equip Hvy Duty Trucks 2500% 1500% 17 86%
341.3 TransEquip Autos 25.00% 7.80% 16.40%
341.4 Trans Equip Other 2500% 16.67% 23.33%
342.0 Stores Equipment 5.41% 1.44% 3.17% 400% 391% 393%
i 343.0 Tools, Shop & Garage Equipment 7.30% 220% 4.07% 11.70% 3.42% 531%
t 344.0 Laboratory Equipment 10.00% 1.01% 3.81% 3.71% 330% 3.64%
! 345.0 Power Operated Equipment 10.00% 2.20% 4.88% 13.90% 4.64% 662%
346.0 Communications Equipment 11.59% 1.95% 5.568%
346.1 Comm Equipment - Non Telephone 10.30% 3.66% 8.50%
346.19 Remote Control & Instrument 10.30% 3.66% 9.00%
346.2 Comm Equipment - Telephone 10.30% 9.76% 10.12%
346.3 Comm Equip other 10.28% 4.93% 6.29%
347.0 Computer Equipment 7.39% 2.00% 387%
348.0 Other Miscellaneous Equipment 7.38% 2.00% 3.87% 6.19% 488% 573%




!
' Arizona American Water Schedule D-6
: Comparative Depreciation Rates
Southeast Region - Florida
; Florida PSC Arizona
A/C No. Description High | Low |Average High | Low [Average
Source of Supply & Pumping:
) 304.1 Structures & improvements 357%  303%  3.28% 1459% 240% 4.08%
I 305.0 Colt. & impdg. Reservoirs 2.50% 2.00% 2.22% 254% 250% 252%
306.0 Lake & River intakes 2.50% 2.50% 2.50% 2.50% 250% 2.50%
) 307.0 Wells & Springs 3.70% 3.33% 3.51% 3.08% 248% 261%
' 308.0 Infiltration Galleries 2.50%  2.50% 687% 667% 667%
309.0 Supply Mains 3.13% 2.86% 2.99% 200% 1.11% 1.78%
304.2 Structures & improvements 357% 3.03% 3.28% 3.89% 167% 2.13%
310.0 Power Generation Equipment 5.88% 5.00% 5.41% 512% 333% 3.81%
311.2 Electric Pumping Equipment 6.67% 5.00% 571% 512% 371% 4.3%%
311.3 Diesel Pumping Equipment 5.00% 4.39% 465%
311.4 Pumping Equipment-Hydraulic 500% 442% 461%
311.6 Other Pumping Equipment 512% 201% 411%
Water Treatment Equipment:
304.3 Structures & improvements 3.57% 3.03% 3.28% 2.50% 1.67% 1.89%
311.53 Pumping Equipment-WT 4.42% 3.71% 4.18%
320.0 Purification System Equipment 12.00% 4.00% 6.38%
320.2 Water Treatment Equipment 588% 455%  5.13% 12.00% 400% 6.38%
Transmission & Distribution Plant:
304.4 Structures & iImprovements 3.57% 3.03% 3.28% 2.00% 150% 1.76%
311.54 Pumping Equipment-TD 4.42% 4.42% 4.42%
330.0 Distr. Reserv. & Standpipes 3.03% 2.70% 2.86% 3.15% 162% 1.95%
330.1 Elevated Tanks and Standpipes 1.81% 1.67% 1.74% .
330.2 Ground Level Tanks 167% 1.67% 1.67% !
330.3 Below Ground Tanks 167% 167% 1.67% !
330.4 Clearwell 167% 1867% 167%
331 Transmission and Distribution Mains 2.63% 2.33% 2.47% 261% 153% 1.79% ;
331.1 Mains - 6" & Larger
331.1 Transmission and Distribution Mains 4" < 417% 153% 2.12% !
331.2 Transmission and Distribution Mains 6" - 8" 261% 1.53% 1.92%
331.3 Transmission and Distribution Mains 10" - 16" 261% 153% 18%%
331.4 Transmission and Distribution Mains >16" 261% 1.53% 214%
332 Fire Mains 3.33% 3.03% 317%
339.0 Other Piant & Misc. Equipment 3.31% 200% 3.05%
333.1 Services 2.86% 2.50% 2.67% 541% 245% 317%
334.1 Meters & Installations 5.88% 5.00% 541% 6.67% 251% 563%
334.2 Meter installations 6.53% 1.51% 3.00%
334.3 Meter Vaults 251% 251% 251%
335.0 Hydrants 2.50% 2.22% 2.35% 2.10% 1980% 200%
General Plant:
304.5 Structures & Improvements 2.86% 2.50% 2.67% 463% 167% 3.24%
304.6 Structures and Improvements-Offices 463% 167% 270%
340.0 Office Furn. & Equipment 667% 667% B667% 4.59% 328% 4.15%
340.2 Comp & Periph Equipment 20.00% 4.04% 7.73%
340.3 Computer Software 37.71% 37.71% 37.71%
340.31 Computer Software 459% 4.59% 4.59%
340.325 Computer Software 459% 459% 4.59%
340.33 Computer Software 37.71% 4.59% 2667%
340 Date Handling Equipment 16.67% 1667% 1667% 37.71% 37.71% 37.71%
341 Other Office Equipment 7.13% 4.59% 5.86%
341 0 Transportaton Equipment 1667% 1667% 16.87%
341.1 Trans Equip Lt Duty Trucks 25.00% 20.00% 2125%
341.2 Trans Equip Hvy Duty Trucks 25.00% 15.00% 17.86%
341.3 TransEquip Autos 25.00% 7.80% 16.40%
341.4 Trans Equip Other 25.00% 16.67% 23.33%
342.0 Stores Equipment 5.56% 5.56% 4.00% 3.91% 3.93%
343.0 Tools, Shop & Garage Equipment 667% 625%  6.45% 11.70% 3.42% 531%
| i 344 .0 Laboratory Equipment 6.67% 687% 371% 3.30% 384%
| 345.0 Power Operated Equipment 10.00% 8.33% 9.09% 13.90% 4.64% 6.62%
| | 346.0 Communications Equipment 10.00% 10.00%
| 346.1 Comm Equipment - Non Telephone 10.30% 3.66% B50%
348.19 Remote Contro! & instrument 10.30% 3.66% 9.00%
346.2 Comm Equipment - Telephone 10.30% 976% 10.12%
346.3 Comm Equip other 10.28% 493% 6.29%
347.0 Computer Equipment
348.0 Other Miscellaneous Equipment 667% 667% 6.19% 498% 573%
|
i
|




Arizona American Water Schedule D-7
Comparative Depreciation Rates
West Coast Region - California
California Arizona
AIC No. Description High | Low [Average High | Low [Average]
Source of Supply & Pumping:
304.1 Structures & Improvements 5.00% 167% 2.50% 14.59% 240% 4.08%
305.0 Colt. & Impdg. Reservoirs 2.50% 1.00% 1.43% 254% 250% 2.52%
306.0 Lake & River Intakes 3.33% 1.43% 2.00% 2.50% 250% 2.50%
307.0 Wells & Springs 5.00% 2.50% 3.33% 3.08% 248% 261%
308.0 Infiltration Galleries 667% 667% 6.67%
309.0 Supply Mains 4.00% 1.00% 1.60% 200% 1.11%  1.78%
304.2 Structures & Improvements 5.00% 167% 2.50% 399% 167% 2.13%
310.0 Power Generation Equipment 512% 333% 381%
311.2 Electric Pumping Equipment 6.67% 2.86% 4.00% 512% 371% 439%
311.3 Diesel Pumping Equipment 6.67% 2.86% 4.00% 500% 439% 4.65%
311.4 Pumping Equipment-Hydraulic 5.00% 4.42% 461%
311.6 Other Pumping Equipment 6.67% 4.00% 5.00% 512% 201% 4.11%
Water Treatment Equipment:
304.3 Structures & Improvements 5.00% 167% 2.50% 250% 167% 1.89%
311.53 Pumping Equipment-WT 4.42% 371% 4.18%
320.0 Purification System Equipment 12.00% 4.00% 6.38%
320.2 Water Treatment Equipment 6.67% 2.50% 3.64% 12.00% 4.00% 6.38%
Transmission & Distribution Plant:
304.4 Structures & improvements 5.00% 1.67% 2.50% 200% 150% 1.76%
311.54 Pumping Equipment-TD 442% 442% 4.42%
330.0 Distr. Reserv, & Standpipes 4.00% 1.00% 1.60% 315% 162% 1.95%
330.1 Elevated Tanks and Standpipes 181% 1.67% 1.74%
330.2 Ground Level Tanks 167% 1.67% 167%
330.3 Below Ground Tanks 167% 1.67% 1.67%
330.4 Clearwelt 167% 167% 167%
331 Transmission and Distribution Mains 261% 153% 1.79%
331,1 Mains - 6" & Larger
331.1 Transmission and Distribution Mains 4" < 4.00% 2.00% 2687% 447% 1.53%  2.12%
331.2 Transmission and Distribution Mains 6" - 8" 4.00% 2.00% 2.67% 261% 1.53% 1.92%
331.3 Transmission and Distribution Mains 10" - 16" 4.00% 2.00% 267% 261% 153% 1.89%
331.4 Transmission and Distribution Mains >16" 4.00% 2.00% 2.67% 261% 153% 214%
332 Fire Mains
339.0 Other Plant & Misc. Equipment 331% 2.00% 3.05%
333.1 Services 5.00% 2.50% 3.33% 541% 245% 3.17%
334.1 Meters & instaltations 4.00% 2.50% 3.08% 6.67% 251% 563%
334.2 Meter Installations 4.00% 2.50% 3.08% 6.53% 1.51% 3.00%
334.3 Meter Vaulls 251% 251% 2.51%
335.0 Hydrants 4.00% 2.50% 3.08% 2.10% 1.90% 2.00%
General Plant:
304.5 Structures & Improvements 5.00% 167% 2.50% 463% 167% 3.24%
304.6 Structures and Improvements-Offices 463% 167% 270%
340.0 Office Furn. & Equipment 20.00% 5.00% 8.00% 459% 3268% 4.15%
340.2 Comp & Periph Equipment 20.00% 4.04% 7.73%
340.3 Computer Software 37.71% 37.71% 37.71%
340.31 Computer Software 4.59% 4.59%  4.59%
340.325 Computer Software 459% 459% 459%
340.33 Computer Software 37.71% 459% 2667%
340 Date Handling Equipment 37.71% 37.71% 37.71%
341 Other Office Equipment 7.13% 459% 5.86%
| 341.0 Transportaton Equipment 20.00% 5.00% 8.00%
1 341.1 Trans Equip Lt Duty Trucks 25.00% 20.00% 2125%
341.2 Trans Equip Hvy Duty Trucks 2500% 1500% 17.86%
341.3 TransEquip Autos 25.00% 7.B0% 16.40%
341.4 Trans Equip Other 2500% 16.67% 23.33%
342.0 Stores Equipment 20.00% 4.00% 667% 4.00% 3.91% 3.93%
343.0 Tools, Shop & Garage Equipment 20.00% 2.86% 5.00% 11.70% 3.42% 531%
, 344.0 Laboratory Equipment 20.00% 4.00% 6.67% 371% 330% 384%
: 345.0 Power Operated Equipment 20.00% 4.00% 6867% 13.90% 464% 662%
! 346.0 Communications Equipment
i 346.1 Comm Equipment - Non Telephone 10.30% 366% 850%
! 346.19 Remote Controf & Instrument 10.30% 3.66% 9.00%
‘ 346.2 Comm Equipment - Telephone 10.30% 9.76% 10.12%
! 346.3 Comm Equip other 10.28% 493% 629%
347.0 Computer Equipment
348.0 Other Miscellaneous Equipment 6.19% 4.98% 573%
i
;
I




Arizona American Water

Comparative Depreciation Rates

Schedule D-8

NARUC
NARUC Arizona
AJC No. Description High ] Low [Average High [ Low IAverage
Source of Supply & Pumping:
304.1 Structures & Improvements 2.90% 250%  270% 1459% 240% 408%
305.0 Coll. & Impdg. Reservoirs 2.00% 1.30% 165% 2.54% 250% 252%
306.0 Lake & River intakes 2.90% 2.20% 2.55% 2.50% 250% 2.50%
307.0 Wells & Springs 400% 2.90%  345% 3.08% 248% 261%
308.0 iInfittration Galleries 4.00% 200% 3.00% 6867% 667% 667%
309.0 Supply Mains 2.00% 1.30% 1.65% 200% 111% 1.78%
304.2 Structures & improvements 290% 250% 2.70% 3.99% 167% 2.13%
310.0 Power Generation Equipment 512% 333% 3.81%
311.2 Electric Pumping Equipment 500% 500% 500% 512% 371% 43%%
311.3 Diesel Pumping Equipment 400% 4.00%  4.00% 5.00% 4.39% 4.65%
311.4 Pumping Equipment-Hydraulic 500% 4.42% 4861%
311.6 Other Pumping Equipment 4.00% 4.00%  4.00% 512% 201% A11%
Water Treatment Equipment:
304.3 Structures & Improvements 290% 2.50% 2.70% 250% 167% 1.89%
311.53 Pumping Equipment-WT 442% 371% 4.18%
320.0 Purification System Equipment 5.00% 290% 3.95% 1200% 4.00% 6.38%
320.2 Water Treatment Equipment 500% 2.90% 3.95% 1200% 400% 6.38%
Transmission & Distribution Plant:
304.4 Structures & Improvements 2.90% 250%  270% 2.00% 1.80% 1.76%
311.54 Pumping Equipment-TD 442% A442% 442%
330.0 Distr. Reserv. & Standpipes 3.30% 1.70% 2.50% 315% 162% 1.95%
330.1 Elevated Tanks and Standpipes 1.81% 167% 1.74%
330.2 Ground Level Tanks 167% 167% 167%
330.3 Below Ground Tanks 167% 167% '1.67%
330.4 Clearwell 167% 167% 1.67%
331 Transmission and Distribution Mains 261% 153% 1.79%
331.1 Mains - 6" & Larger 2.00% 1.33% 167%
331.1 Transmission and Distribution Mains 4" < 417% 1.53% 2.12%
331.2 Transmission and Distribution Mains 6" - 8" 261% 153% 1.92%
331.3 Transmission and Distribution Mains 10" - 16" 261% 1.53% 189%
3314 Transmission and Distribution Mains >16" 261% 153% 2.14%
332 Fire Mains 2.00% 1.30% 165%
338.0 Other Plant & Misc. Equipment 331% 200% 3.05%
333.1 Services 3.30% 200% 2.65% 541% 245% 3.17%
334.1 Meters & installations 260% 2.00% 2.30% 667% 251% 5.63%
334.2 Meter Instatlations 2.50% 2.00% 2.25% 6.53% 151% 3.00%
334.3 Meter Vaults 251% 251% 2.51%
335.0 Hydrants 2.40% 1.60% 2.00% 210% 190% 2.00%
General Plant:
304.5 Structures & Improvements 290% 250% 270% 463% 167% 3.24%
304.6 Structures and Improvements-Offices 463% 167% 270%
340.0 Office Furn. & Equipment 4.80% 3.80%  4.30% 4.59% 3.28% 4.15%
340.2 Comp & Periph Equipment 20.00% 4.04% 7.73%
340.3 Computer Software 37.71% I7.71% 37.71%
340.31 Computer Software 459% 45%% 459%
340.325 Computer Software 459% 459% 4.59%
340.33 Computer Software 37.71% 459% 2667%
340 Date Handiing Equipment 37.71% 37.711% 37.71%
341 Other Office Equipment 713% 459% 586%
341.0 Transportaton Equipment 12.90% 12.90% 12.90%
341.1 Trans Equip Lt Duty Trucks 25.00% 20.00% 21.25%
341.2 Trans Equip Hvy Duty Trucks 25.00% 15.00% 17.86%
341.3 TransEquip Autos 2500% 7.80% 16.40%
341.4 Trans Equip Other 25.00% 16.67% 23.33%
342 0 Stores Equipment 500% 5.00% 5.00% 4.00% 391% 393%
343.0 Tools, Shop & Garage Equipment 6.30% 4.80% 555% 11.70% 342% 531%
344.0 Laboratory Equipment 6.70% 5.00% 585% 3.71% 330% 3.64%
345.0 Power Operated Equipment 9.00% 6.00% 7.50% 1390% 464% 662%
346.0 Communications Equipment 9.00% 9.00% 9.00%
346.1 Comm Equipment - Non Telephone 10.30% 366% 850%
346.19 Remote Controt & Instrument 10.30% 3.66% 9.00%
346.2 Comm Egquipment - Telephone 1030% 9.76% 10.12%
346.3 Comm Equip other 10.28% 493% 629%
347.0 Computer Equipment
348.0 Other Misceilaneous Equipment 6.19% 4.98% 573%







Arizona American Water Schedule E-1
Comparison of Depreclation Expense
Under Present and Recommended Depreciation Rates
Agua Fria Water System
Adjusted Annual Depreciation
Balances Present ] Recommended I
A/C No. Description at June 2010 Rate | Amount | Rate | Amount | Difference

Source of Supply & Pumping:
304.1 Structures & Improvements
305.0 Coll. & Impdg. Reservoirs
306.0 Lake & River Intakes
307.0 Wells & Springs
308.0 Infiltration Galleries
309.0 Supply Mains
304.2 Structures & Improvements
310.0 Power Generation Equipment
311.2 Electric Pumping Equipment
311.3 Diesel Pumping Equipment
311.4 Hydraulic Pumping Equipment
311.6 Other Pumping Equipment
Water Treatment Equipment:
304.3 Structures & improvements
311.53 Pumping Equipment WT
320.0 WT Equip Non-Media
320.2 WT Equip Filter Media
Transmission & Distribution Plant:
304.4 Structures & Improvements
311.54 Pumping Equipment TD
330.0 Distr. Reserv. & Standpipes
330.1 Elevated Tanks & Standpipes
330.2 Ground Level Facilities
330.3 Below Ground Tanks
330.4 Clearwell
331.0 TD Mains Not Classified by Size
331.1 TD Mains 4in & Less
331.2 TD Mains 6in to 8in
331.3 TD Mains 10in to 16in
331.4 TD Mains 18in & Grtr
332.0 Fire Mains
333.1 Services
334.1 Meters
3342 Meter Installations
334.3 Meter Vaults
335.0 Hydrants
339.3 Other P/E Misc
339.6 Other P/E CPS
General Plant:
304.5 Structures & Iimprovements
304.6 Struct & Imp Offices
340.1 Office Furniture & Equip
340.2 Comp & Periph Equip
340.3 Computer Software
340.3 Computer Software - Other
341.0 Trans Equip Lt Duty Trks
341.2 Trans Equip Hvy Duty Trks
341.4 Trans Equip Other
342.0 Stores Equipment
343.0 Tools, Shop & Garage Equipment
344.0 Laboratory Equipment
345.0 Power Operated Equipment
346.1 Comm Equip Non-Telephone
346.2 Remote Control & Instrumentati
346.2 Comm Equip Telephone
346.3 Comm Equip Other
347.0 Other Miscellaneous Equipment
Total Depreciable Property

301.0 Organization

302.0 Franchises

303.2 Land & Land Rights §S

303.3 Land & Land Rights P

303.4 Land & Land Rights WT

303.5 Land & Land Rights TD
Total Utility Plant in Service

$ 9,965,456
748276
1,190,866
14,953,147

2,044,995
7,091,340
3,000,913

30,158,165

11.824

1,252,897

10,746,814
18,328
365616.424
1,872,107

3,639,459

12,860,977
35,344
1,029

4,375,415
6.839.905
21,613,186
38,504,648
31,759.087
20,743,785
13.234,519
5,707.843
1.596.037
68,062
13,647,122

748,089

11,575,429
173.284
93,485
71779
5,508
202657
20311
112,250

79,185
328,566
30.558
1,435,838
3,731,689
101,705
385,785
25855

S S SN

$ 312319946

1,229
363,720
1,663,915
1,448,137
638,523
299,442

$ 316725912

2.50% $ 2491%

2.50% 18.707
2.50% 29,772
2.52% 376,819
0.00%
111% 22,699
167% 118,426
3.33% 99,930
4.42% 1,333,035
4.42% 523
442%
4.42% 65,378
1.67% 179.472
4.42% 810
4.00% 1,420,617
4.00% 74,884
1.67% 60,778
0.00%
1.67% 214778
1.67% 590
167% 17
167%
1.67% 73,069
1.53% 104,651
1.53% 330.682
1.53% 589,121
1.53% 485,914
2 34% 485.405
0.00% -
2.48% 328,216
667% 380,713
251% 40,061
2.51% 1.708
2.00% 272,942
331% -
331% 24,762
1.67% 193,310
2.03% 3.518
4.04% 3,777
4.04% 2.900
37.71% 2,077
3771% -
20.00% 40,531
15.00% 3.047
26.00% 28,062
0.00%
4.02% 3,183
371% 12,180
520% 1.589
10.30% 147,881
10.30% 384,364
10.30% 10.476
4.93% 18,019
4.58% 1,288
$ 8,230,838

"5 8.230,838

3.00% $ 298964 3 49,827

2.00% 14,966 (3,741}
2.00% 23817 (5.954)
2.50% 373,828 (2,901)
2.50%

2.50% 51,125 28,425
2.40% 170,182 51,767
3.33% 100.030 100
4.60% 1,387,322 54,286
4.60% 544 21
4.80%

460% 57633 2,255
2.40% 257,924 78.452
5.75% 1.054 244
575% 2,042,137 621.520
11.50% 215,292 140,408
2.40% 87,347 26,568
4.50%

1.85% 237.433 22,655
1.85% 853 62
1.85% 19 2
1.85%

2.40% 106,010 31,941
2.14% 146,569 21919
3.00% 648,396 317,714
2.14% 825.100 235,978
214% 680,552 194,638
2.14% 444510 (40,895)
2.14% - -
a75% 496,294 168,078
6.00% 342,471 (38,243)
250% 39,901 (160)
251% 1,708 -
2.99% 408,390 135,448
3.33% - -
333% 24,936 1786
3.00% 347,263 153,953
3.00% 5199 1,681
450% 4,207 430
10.00% 7.478 4,278
20.00% 1102 (976)
20.00% . .
16.00% 32.425 (8,106)
11.43% 2321 (725)
13.33% 14.967 (13,096)
4.00% - -
4.00% 3.167 (16)
4.00% 13,143 953
4.00% 1,222 (367)
10.00% 143,584 (4,308)
10.00% 373,169 (11,185)
10.00% 10,471 (305)
10.00% 38,579 19,559
6.25% 1,616 328

$ 10483428 § 2,252,589

$ 10,483,428 § 2 252 589




Comparison of Depreciation Expense
Under Present and Recommended Depreciation Rates
Havasu Water System

‘ ‘
i
; Arizona American Water Schedule E-2
|

!

303.4 Land & Land Rights WT
303.6 Land & Land Rights TD
Total Utility Plant in Service § 9,064,173 $ 270,657 $ 277928 § 7.271

Adjusted Annual Depreciation
i Balances Present [ Recommended |
A/C No. Description at June 2010 Rate | Amount | Rate T Amount | Ditference
f Source of Supply & Pumping:
: 304 .1 Struciures & Improvements $ 26433 279% $ 737 300% S 793 & 56
i 305.0 Coil. & impdg. Reservoirs 148253  2.54% 3.768 2 00% 2,965 (801}
! 306.0 Lake & River intakes 0.00% - 2.00% - -
; 307.0 Wells & Springs 313607  2.54% 7,966 2.50% 7.840 {125)
308.0 Infiltration Galleries 0.00% - 2.50% . -
309.0 Supply Mains 0.00% - 2.50% - -
304.2 Structures & Improvements 99,968  2.03% 2,029 2.40% 2,399 370
310.0 Power Generation Equipment {28.187) 5.12% (1.444)  3.33% {940} 504
310.1 Power Generation Equip Other 50.935 - 3.33% 1,698 1,698
311.2 Electric Pumping Equipment 1,208,763  371% 48,184 4.60% 59,743 11,559
311.3 Diesel Pumping Equipment 0.00% - 460% - -
311.5 Other Pumping Equipment 4202  0.00% - 4.60% 193 193
Water Treatment Equipment:
304.3 Structures & Improvements 2001816  2.03% 40,637 2.40% 48,044 7.407
311.53 Pumping Equipment WT (69) 3.71% (3) 575% (4) (1)
320.0 WT Equip Non-Media 254,498  12.00% 30,540  5.75% 14,634 (15.906)
320.2 WT Equip Filter Media 29719 4.00% 1,188 11.50% 3,418 2229
Transmission & Distribution Plant;
304.4 Structures & Improvements 0.00% - 2.40% - -
330.0 Disir. Reserv. & Standpipes 1,168,705  2.33% 27,234 1.86% 21,576 (5.655)
330.1 Elevated Tanks & Standpipes 0.00% - 1.85% - -
330.2 Ground Level Facilities 0.00% - 1.85% - -
330.4 Clearwell 0.00% - 2.40% - -
331.0 TD Mains Not Classified by Size 695,099  2.10% 14,597 2.14% 14,895 298
331.1 TD Mains 4in & Less 464383  2.10% 9752  3.00% 13,931 4179
331.2 TD Mains 6in to 8in 850290  2.10% 17,856 2.14% 18,221 364
331.3 TD Mains 10in to 16in 730673  2.10% 15344 2.14% 15,657 313
331.4 TD Mains 18in & Grtr 2.10% - 2.14% - -
332.0 Fire Mains 0.60% - 2.14% - -
333.0 Services 327,573 2.89% 9,467  3.75% 12,284 2,817
334.1 Meters 185081  6.67% 12,345  6.00% 11,105 {1.240)
334.2 Meter Installations 17,253 3.52% 807 2.50% 431 (176)
334.3 Meter Vaults 0.00% - 2.51% - -
335.0 Hydrants 1.96% - 2.99% - -
339.2 Other P/E SS (44814) 3.31% (1.477)  333% (1,487) (10)
339.25 Other P/E SS 116,045  3.31% 3,841 3.33% 3,868 27
339.6 Other P/E CPS 33593  3.31% 1112 3.33% 1.120 8
General Plant:
304.5 Structures & Improvements 0.00% - 3.00% - -
304.6 Struct & imp Offices 20,698  2.03% 420 3.00% 621 201
304.62 Struct & Imp Leasehold - 0.00% . 3.00% - .
340.1 Office Furniture & Equip 3254 4.10% 133 4.50% 146 13
340.2 Comp & Periph Equip 26,901  4.10% 1,103 10.00% 2,690 1,587
340.3 Computer Software 7,688  37.71% 2,899  20.00% 1.537 (1,361)
340.33 Computer Software - Other 0.00% - 20.00% - -
341.1 Trans Equip Lt Duty Trks 44,018 20.00% 8804  16.00% 7,043 (1.761)
341.2 Trans Equip Hvy Duty Trks 15.00% - 11.43% - -
‘ 341.4 Trans Equip Other 0.00% - 13.33% - -
342.0 Stores Equipment 0.00% - 4.00% - -
‘ 343.0 Tools, Shop & Garage Equipment 17,808  7.55% 1,345  4.00% 712 (632)
i 344.0 Laboratory Equipment 460 0.00% - 4.00% 18 18
345.0 Power Operated Equipment 33003 9.23% 3,054 4.00% 1,324 (1,731)
346.1 Comm Equip Non-Telephone 7788  837% 852  10.00% 779 127
3486.2 Remote Control & Instrumentati 62,574  8.37% 5237  10.00% 6,257 1,020
| 346.2 Comm Equip Telephone 0.00% . 10.00% - -
| 346.3 Comm Equip Other 44181 6.19% 2,734 10.00% 4,416 1,683
347.0 Other Miscellaneous Equipment 0.00% - 6.25% - -
Total Depreciable Property $ 9012432 $ 270,657 $ 277.928 § 72714
| 301.0 Organization 10.144
302.0 Franchises
‘ 303.2 Land & Land Rights SS 41.597

|
I
303.3 Land & Land Rights P




Arizona American Water

Comparison of Depreciation Expense
Under Present and Recommended Depreciation Rates

Schedule E-3

Mohave Water System
Adjusted Annual Depreciation
Balances Present —[ Recommended
AIC No. Description at Jure 2010 Rate | Amount | Rate | Amount | Difference
Source of Supply & Pumping:
304.1 Structures & improvements $ 481622 283% $ 13530 3.06% $ 14449 § 819
305.0 Coll. & impdg. Reservoirs 663,944 2.54% 16,864 2.00% 13.279 (3.585)
306.0 Lake & River Intakes - 0.00% - 2.00% - -
307.0 Wells & Springs 1,066,943 2.70% 28,780 2.50% 26,649 (2,132)
308.0 Infiltration Galleries - 0.00% - 2.50% - -
309.0 Supply Mains 100426 2.00% 2008 2.50% 2,511 502
304.2 Structures & Improvements 29,817 2.39% 713 240% 716 3
310.0 Power Generation Equipment 50,355 0.00% - 3.33% 1,679 1,679
310.1 Power Generation Equip Other - - 3.33% - -
311.2 Electric Pumping Equipment 2,626,306 5.12% 134,467 4.60% 120,810 (13.657)
311.3 Diesel Pumping Equipment - 0.00% - 4.60% - -
311.6 Other Pumping Equipment 1008  512% 52 4.60% 46 (5)
Water Treatment Equipment:
304.3 Structures & Improvements 47,845 2.50% 1,196 2.40% 1,148 (48)
311.53 Pumping Equipment WT 0.00% - 5 75% - -
320.1 WT Equip Non-Media 97,220 12.00% 11,666 5.75% 5,590 (6.076)
320.2 WT Equip Filter Media- 0.00% - 11.50% - -
Transmission & Distribution Plant:
304.4 Structures & Improvements 76.652 1.81% 1.387 2.40% 1,840 452
330.0 Distr. Reserv. & Standpipes 2,679,735 1.81% 48,503 1.85% 49472 969
330.1 Elevated Tanks & Standpipes 68,703 1.81% 1.244 1.85% 1.268 25
330.2 Ground Level Facilities 0.00% - 1.85% - -
330.4 Clearwell 0.00% - 2.40% - -
331.0 TD Mains Not Classified by Size 54,847 261% 1,431 2.14% 1,175 (256)
331.1 TD Mains 4in & Less 11,784,507 281% 307.576 3.00% 353,635 45,960
331.2 TD Mains 6in to 8in 3317357 261% 86,583 2.14% 71,086 (15,4¢7)
331.3 TD Mains 10in to 16in 252,041 2861% 6,578 2.14% 5.401 (1.177)
331.4 TD Mains 18in & Grtr 76,265 2.61% 1,991 214% 1.634 {(356)
332.0 Fire Mains 0.00% - 2.14% - -
333.0 Services 4,208,639 5.41% 227,687 3.75% 157,824 (69,863)
334.1 Meters 1,749,650 8.67% 116,895 6.00% 104,973 {11,722}
334.2 Meter Installations 227353  6.53% 14,846 2.50% 5684 (9.162)
334.3 Meter Vaults - 0.00% - 2.51% - -
335.0 Hydrants 51,004 1.90% 969 2.99% 1,626 557
339.2 Other P/E SS 82,583 3.31% 2,733 3.33% 2753 19
339.25 Other P/E SS - 3.31% - 3.33% - -
General Plant:
304.5 Structures & Improvements 7.829 2.03% 159 3.00% 235 76
304.6 Struct & Imp Offices 452514 2.03% 9.186 3.00% 13,575 4,389
304.62 Struct & imp Leashold - 0.00% - 3.00% - -
304.7 Struct & imp Store, Shop and Garage 29,223 4.83% 1.353 3.00% 877 (476}
340.1 Office Furniture & Equip 110,243 4.04% 4.454 4 50% 4,981 507
340.2 Comp & Periph Equip 109956  4.04% 4.442  1000% 10.996 6.553
340.3 Computer Software - 37.71% - 20.00% - -
340.33 Computer Software - Other - 0.00% - 20.00% - -
341.0 Trans Equip Lt Duty Trks 134741 20.00% 26,948  16.00% 21,659 (5.390)
341.2 Trans Equip Hvy Duty Trks 90,000 15.00% 13500 11.43% 10,286 (3.214)
341.3 Transportation Equipment - Other - 0.00% - 13.12% - -
341.4 Trans Equip Other 14,312 25.00% 3.578 13.33% 1,908 (1,670)
342.0 Stores Equipment 2,400 3.93% 94 4,00% 9%6 2
343.0 Tools, Shop & Garage Equipment 130699 11.70% 15,292 4.00% 5228 {10,064)
344.0 Laboratory Equipment 7,623 3.30% 252 4.00% 305 53
345.0 Power Operated Equipment 172529  13.90% 23,982 4.00% 6,901 (17,080}
346.1 Comm Equip Non-Telephone 180533  3.66% 8,608  10.00% 18,053 11,446
346.2 Remote Control & Instrumentati 10,008  3.66% 366  10.00% 1.001 635
346.2 Comm Equip Telephone 49678  0.76% 4848 10.00% 4,968 119
346.3 Comm Equip Other 5111 6.19% 316 10.00% 511 185
347.0 Other Miscellaneous Equipment - 0.00% - 6.25% - -
Total Depreciable Property $ 31.301,124 $ 1,142,979 $ 1.046507 $  (96,472)
301.0 Organization 34,004
302.0 Franchises 37.061
303.2 Land & Land Rights §S 290,791
303.3 Land & Land Rights P 2,351
303.4 Land & Land Rights WT
303.5 Land & Land Rights TD 9,609
303.6 Land & Land Rights AG 31,052
Total Utility Plant in Service $ 31,705,992 $ 1,142 979 $ 1046507 $§ (96,472}




Comparison of Depreciation Expense
Under Present and Recommended Depreciation Rates
Paradise Valley Water System

Arizona American Water Schedule E-4

Adjusted Annual Depreciation
Balances Present [ Recommended |
A/C No. Description at June 2010 Rate | Amount | Rate | Amount | Difference
Source of Supply & Pumping
304.1 Structures & Improvemenis $ 24,500 1459% § 3575 3.00% $ 735 § (2,840)
305.0 Coll. & impdg. Reservoirs0.00% - 2.00% - -
306.0 Lake & River Intakes 0.00% - 2.00% - -
307.0 Wells & Springs 1,505,514  2.48% 37,337 2.50% 37638 301
308.0 Infitration Galleries 0.00% - 2.50% - .
309.0 Supply Mains 122,825 2.00% 2,457 2.50% 3,071 614
304.2 Structures & Improvements 3,581 3.90% 143 2.40% 86 (57)
310.0 Power Generation Equipment 568,101 3.33% 18,618 3.33% 18,637 19
311.2 Electric Pumping Equipment 3,577,173 4.38% 157,038 3.33% 119,239 {37.799)
; 311.3 Diesel Pumping Equipment 1 4.39% 8 4.60% 9 0
‘ 311.4 Hydraulic Pumping Equipment 0.00% - 4.60% - -
311.6 Other Pumping Equipment - 0.00% - 4.80% - -
Water Treatment Equipment
304.3 Structures & Improvements 20,031,254 2.00% 400,625 2.40% 480,750 80,125
311.53 Pumping Equipment WT 94 0.00% - 5.75% 5 5
320.0 WT Equip Non-Media 10,622,804 7.06% 749,970 5.75% 610,811 (139,159)
320.2 WT Equip Filter Media 1,884,847  4.00% 75,394 11.50% 216,757 141,364
Transmission & Distribution Plant:
304.4 Structures & improvements 23,764 1.50% 356 2.40% 570 214
311.54 Pumping Equipment TD 0.00% - 4.60% - .
330.0 Distr. Reserv. & Standpipes 2,117,869  3.15% 66,713 1.86% 39,099 {27,614)
330.1 Elevated Tanks & Standpipes 0.00% - 1.85% - R
330.2 Ground Level Facifities 0.00% - 1.85% - -
330.3 Below Ground Tanks 0.00% - 1.85% - -
330.4 Clearwell 0.00% - 2.40% - -
331.0 TD Mains Not Classified by Size 3,156,646  153% 48,267 214% 67,642 19,346
331.1 7D Mains 4in & Less 316,399 417% 13,194 3.00% 9,492 (3.702)
331.2 TD Mains 6in to 8in5,747,20 9 2.52% 144,830 2.14% 123,154 (21,675)
331.3 TD Mains 10in to 16in 8,660,242 2.34% 202,650 2.14% 185,577 (17.073)
331.4 TD Mains 18in & Grir 1,282,719 2.34% 30,016 2.14% 27.487 (2,529)
332.0 Fire Mains - 0.00% - 2.14% - -
333.1 Services 3072977  472% 145,045 3.75% 115,237 (29,808)
334.1 Melers 592,088  667% 38,493 6.00% 35,526 (3.967)
334.2 Meler installations 148,304 1.51% 2,239 2.50% 3.708 1.468
334.3 Meler Vaulis 0.00% - 2.51% - -
335.0 Hydrants 1,179,348 2.10% 24,766 2.99% 35,292 10.526
339.3 Other P/E Misc 3.31% - 3.33% - -
339.6 Other P/IE CPS 10,520 3.31% 348 3.33% 351 2
General Piant.
304.5 Structures & Improvements 20.972 463% 971 3.00% 629 (342)
3046 Struct & Imp Offices - 463% - 3.00% - .
304.62 Struct & Imp Leasehold - 14.28% - 3.00% - -
304.7 Struct & imp Store, Shop and Garage 4,629 4.63% 214 3.00% 139 {75)
304.8 Struct & imp Misc - 4.83% - 3.00% - -
340.1 Office Fumiture & Equip 54,224 4.04% 2,191 4.50% 2,440 249
340.2 Comp & Periph Equip 25467  15.80% 4,047 10.00% 2,547 (1.500)
340.3 Computer Software 29,200 37.71% 11,011 20.00% $,840 (5.171)
340.33 Computer Software - Other - 37.71% - 20.00% - -
34G.5 Other Office Equipment 874  7.13% 48 6.33% 43 (5)
341.0 Trans Equip Lt Duty Trks 20.00% - 16.00% - -
341.2 Trans Equip Hvy Duty Trks 15.00% - 11.43% - .
341.3 Trans Equip Aulos - 7.80% - 13.12% - -
341.4 Trans Equip Other (golf cart only) 111,580  1667% 18,602 13.33% 14,878 {3.723)
342.0 Stores Equipment 9,229 3.92% 362 4.00% 369 7
343.0 Tools, Shop & Garage Equipment 128,323 361% 4,632 4.00% 5,133 500
344.0 Laboratory Equipment 17.620 3.71% 854 4.00% 705 51
345.0 Power Operated Equipment 32.228 4.64% 1.495 4.00% 1,289 {206}
346.1 Comm Equip Non-Telephone 465 590 9.76% 45,442 10 00% 48,559 1,117
346.2 Remote Control & Instrumentati 6.533 9.76% 638 10.00% 853 16
346.2 Comm Equip Telephone 9.76% - 10.00% - -
346.3 Comm Equip Other 50,006 781% 3955  10.00% 5,001 1.045
. 347.0 Other Miscellaneous Equipment 5.10% - 6.25% - -
i Total Depreciable Property 3 65,596,263 $2.257.372 §$2217098 §  (40.274)
301.0 Organization 1,831

302.0 Franchises
303.2 Land & Land Rights S§S
303.3 Land & Land Rights P
303.4 Land & Land Rights WT
303.5 Land & Land Rights TD 8,324
Total Utility Plant in Service $ 65,606,418 $ 2,257,372 $2217,098 8 (40.274)




Arizona American Water Schedule E-5
Comparison of Depreciation Expense
Under Present and Recommended Depreciation Rates

Anthem Water System
Adjusted Annual Depreciation
Balances Present [ Recommended ]
A/C No. Description at June 2010 Rate | Amount | Rate | Amount | Difference
Source of Supply & Pumping:
304.1 Structures & Improvements $ 4724837 25C% ¢ 118124 300% 5 141745 % 23624
305.0 Coll. & Impdg. Reservoirs 305273  2.50% 7832  2.00% 8,106 {1.526)
306.0 Lake & River intakes 405221 250% 10,131 2.00% 8,104 {2,026}
307.0 wells & Springs 92,902  252% 2,341 2.50% 2.323 {19)
308.0 Infiltration Galleries 245,768 6.67% 16,393 2 50% 6.144 {10.249)
309.0 Supply Mains 0.00% - 2.50% - -
304.2 Structures & Improvements 2,827,189  1.67% 47,214 2.40% 67,853 20,638
| 310.0 Power Generation Equipment” 8093  000% - 3.33% 270 270
| 311.0 Pumping Equipment* 32,792 4.60%
311.2 Electric Pumping Equipment 11,694,443 4.42% §16,894  4.60% §37.944 21,050
311.3 Diesel Pumping Equipment 4.42% - 4.60% - .
311.6 Other Pumping Equipment 10,327 4.42% 456  4.60% 475 19
Water Treatment Equipment:
304.3 Structures & Improvements” 1,068,498  1.67% 17,677 2.40% 25,404 7,727
311.53 Pumping Equipment WT 4.42% . 5.75% - -
320.0 WT Equip Non-Media* 11219787 4.00% 448791  5.75% 645,138 196,346
320.2 WT Equip Filter Media* 829,836  4.00% 33,193  11.50% 95,431 62,238
Transmission & Distribution Plant:
304.4 Structures & Improvements 112667  167% 1,882 2.40% 2,704 822
330.0 Distr. Reserv. & Standpipes”™ 6,560,827  167% 108.566 1.85% 121,123 11,557
330.1 Elevated Tanks & Standpipes 167% - 1.85% - .
330.2 Ground Level Facilities 1.67% - 185% - -
330.4 Clearwell 1.67% - 2.40% - -
331.0 TD Mains Not Classified by Size* 31354927  1.53% 479,730  2.14% 671,891 192,161
331.1 TD Mains 4in & Less 1.53% - 3.00% - B
331.2 TD Mains 8in to 8in 1.53% - 2.14% - -
331.3 TD Mains 10in to 16in 1.53% - 2.14% - -
331.4 TD Mains 18in & Grir 2.34% - 2.14% - -
332.0 Fire Mains 0.00% - 2.14% - -
333.1 Services* 2,110,488  248% 52,340  375% 79,143 26,803
334.1 Meters* 837289  B.67% 55847  6.00% 50,237 (5.610)
334.2 Meter Installations* 353074 251% 8,862 2.50% 8,827 (35)
334.3 Meter Vaults 14,599  251% 386 251% 366 -
335.0 Hydrants™ 2,047,188 2.00% 40,944 2.99% 61,262 20,318
339.3 Other P/E Misc 3.31% - 3.33% - -
339.6 Other P/E CPS 3.31% - 3.33% - -
General Plant:
304.5 Structures & Improvements 1.67% - 3.00% - -
304.6 Struct & Imp Offices 110668  2.03% 2247 3.00% 3,320 1,073
340.1 Office Furniture & Equip 154510 4.04% 6,242  4.50% 6,953 711
340.2 Comp & Periph Equip 9527  404% 385  10.00% 953 568
340.3 Computer Software 4150  37.71% 1,565  20.00% 830 (735)
340.33 Computer Software - Other 37.71% - 20.00% - -
341.0 Trans Equip Lt Duty Trks 84,822  20.00% 16,964  16.00% 13574 (3,393)
341.2 Trans Equip Hvy Duty Trks 60,218 15.00% 9033  1143% 6,882 (2,151
341.4 Trans Equip Other 17,286  25.00% 4322  1333% 2,305 (2,017)
342.0 Stores Equipment 0% - 4.00% - -
343.0 Tools, Shop & Garage Equipment 33,521  4.02% 1,348 4.00% 1,341 fta)
344.0 Laboratory Equipment 118,788  371% 4,407  4.00% 4,762 344
345.0 Power Operated Equipment 4,719 5.20% 245 4.00% 189 (57)
346.1 Comm Equip Non-Telephone 137,719 10.30% 14,185  10.00% 13,772 (413)
346.2 Remote Control & instrumentat: 6610  10.30% 681 10.00% 661 {20)
346.2 Comm Equip Telephone 22,846  10.30% 2353 10.00% 2,285 (69)
346.3 Comm Eguip Other 12,107 493% 597  10.00% 1.211 614
347.0 Other Miscellaneous Equipment - 4.98% - 6.26% - -
Total Depreciable Property $ 77,623,504 $ 2,032,954 $ 2591513 § 558,559
301.0 Organization
302.0 Franchises 4,719,239
303.2 Land & Land Rights SS 6,014,990
i 303.3 Land & Land Rights P 20,000
| 303.4 Land & Land Rights WT
! 303.5 Land & Land Rights TD
Total Utility Plant in Service $ 88377733 $ 2032954 $ 2591513 % 558,559

* Inciudes "unclassified” accounts totding $2,705.725




Arizona American Water Schedule E-6
Comparison of Depreciation Expense
Under Present and Recommended Depreciation Rates
Sun City West Water System
Adjusted Annual Depreciation
Balances Present | Recommended |
[LA/C No. Description atJune 2010 | Rate | Amount | Rate | Amount | Difference
Source of Supply & Pumping:
304.1 Structures & Improvements $ 317.824 250% & 7.945 3.00% $ 9,535 ¢ 1,589
305.0 Coll. & Impdg. Reservoirs 0.00% - 2.00% - -
306.0 Lake & River Intakes 0.00% - 2.00% - -
307.0 Wells & Springs 2,587.202 2.62% 85,187 2.50% 64.680 {517)
308.0 Infiltration Galleries 0.00% 2.50%
309.0 Supply Mains 0 00% - 2 50% - -
304.2 Structures & Improvements 230.844 167% 3,856 2.40% 6.540 18685
310.0 Power Generation Equipment 36,087 3.33% 1.202 3.33% 1,203 1
311.0 Pumping Equipment* 590,499 0 00% - 4.80% 27.163 27,163
311.2 Eiectric Pumping Equipment 4889874  4.42% 21613 4.60% 224,934 8,802
311.3 Diesel Pumping Equipment 4505  4.42% 199 4.60% 207 8
311.4 Hydraulic Pumping Equipment 4.42% 4.60%
311.6 Other Pumping Equipment 1,764 4.42% 78 4.60% 81 3
Water Treatment Equipment:
304.3 Structures & Improvements 7,416,286 167% 123,852 2.40% 177,991 54,139
311.53 Pumping Equipment WT 20,067  4.42% 887 5.75% 1.154 267
320.0 WT Equip Non-Media* 6,316,653 4.00% 252,666 5.75% 363,208 110,541
320.2 WT Equip Filter Media §1,812  4.00% 2072 1150% 5,958 3,886
Transmission & Distribution Plant:
304.4 Structures & Improvements 0.00% - 2.40% - -
311.54 Pumping Equipment TD 4.42% 4.60% '
330.0 Distr. Reserv. & Standpipes 760,063 187% 12.693 1.85% 14,032 1,338 !
330.1 Elevated Tanks & Standpipes 0.00% - 1.85% - - ‘
330.2 Ground Level Facitities 0.00% - 1.85% - -
330.3 Below Ground Tanks 0.00% 1.85%
330.4 Clearwelt 0.00% - 2.40% - -
331.0 TD Mains Not Classified by Size* 14,362,613 153% 219,748 2.14% 307,770 88,022
331.1 TD Mains 4in & Less 1.53% - 3.00% - -
331.2 TD Mains 6in to 8in 1.63% - 2.14% - - |
331.3 TD Mains 10in to 16in 1.53% - 2.14% - -
331.4 TD Mains 18in & Grtr 2.34% - 2.14% - -
332.0 Fire Mains 169 0.00% - 2.14% 4 4
333.1 Services® 7,508,733 2.48% 186,241 3.78% 281,615 95374
334.1 Meters 2,195,354 6.67% 146,430 6.00% 131,721 (14.709)
334.2 Meter Installations 148392 2.51% 3,725 2.50% 3.710 {(15)
334.3 Meter Vaults 3213 251% 81 2.51% 81 -
335.0 Hydrants* 1,980,695 2.00% 39.614 2.99% 59.272 19.658
339.3 Other P/E Misc 0.00% - 3.33% - - !
339.8 Other P/E CPS 0.00% - 3.33% - - |
General Plant: |
304.5 Structures & Improvements 0.00% - 3.00% - -
304.6 Struct & Imp Offices 16,827 1.67% 281 3.00% 506 224
340.1 Office Furniture & Equip 18,973 4.59% 871 4.50% 854 (17
340.2 Comp & Periph Equip 34,910 4.59% 1,602 10.00% 3,491 1,889
340.3 Computer Software 4885 37.71% 1,842 20.00% 977 (865)
340.3 Computer Software - Other 37.71% - 20.00% - -
341.0 Trans Equip Lt Duty Trks 206,537 20.00% 41,307 16.00% 33.046 {8.261)
341.2 Trans Equip Hvy Duty Trks 21,027  15.00% 3,154 11.43% 2,403 {751)
341.4 Trans Equip Other 0.00% - 13.33% - -
342.0 Stores Equipment - 3.91% 4.00% - -
343.0 Tools, Shop & Garage Eguipment 19,372 4.02% 779 4.00% 775 {4}
344.0 Laboratory Equipment 1808 3.71% 80 4.00% 84 5
i 345.0 Power Operated Equipment 223817 5.02% 11.236 4.00% 8,853 (2,283)
346.1 Comm Equip Non-Telephone 165,055  10.30% 17.001 10.00% 16,506 (495)
346.2 Remote Control & tnstrumentati 17,150 10.30% 1,766 10.00% 1715 51)
346.2 Comm Equip Telephone (1,140)  10.30% (117)  10.00% (114) 3
346.3 Comm Equip Other 1,339 493% 66  10.00% 134 68
347.0 Other Miscellaneous Equipment” 22,834 6.19% 1,413 6.25% 1.427 14
Total Depreciable Property $ 50,176,842 $ 1,363,880 $1,750594 § 386,714
| 301.0 Organization 20,086
; 302.0 Franchises 1,346
; 303.2 Land & Land Rights §S 11,661
| 303.3 Land & Land Rights P 44,957
‘ 303.4 Land & Land Rights WT
303.5 Land & Land Rights TD
Total Utility Plant in Service $ 50,254,882 $ 1,363 880 $ 1,750.694 § 386714
* Includes "unclassified” accounts totaling $185,953




Arizona American Water Schedule E-7
Comparison of Depreclation Expense
Under Present and Recommended Depreciation Rates
Sun City Water System

Adjustad Annual Depreciation
Balances Present [ Recommended |
AJC No. Description atJune 2010 | Rate | Amount | Rate | Amount | Difference
Source of Supply & Pumping
304.1 Structures & Improvements $  1737.000 250% $ 43425 300% § 52110 § 8.685
305.0 Coll. & Impdg. Reservoirs 314 250% 8 2.00% [ (2)
| 306.0 Lake & River Intakes 0.00% - 2.00% - -
1 307.0 Welis & Springs” 5119682 252% 129015 250% 127,992 (1,024)
| 308.0 Infittration Galieries 0.00% 2.50%
‘ 308.0 Supply Mains 346,397  2.00% 6,928  2.50% 8.660 1,732
304.2 Structures & Improvements 2,792,474  187% 46,634  2.40% 67,012 20,385
310.0 Power Generation Equipment 802,803  4.42% 35,484 3.33% 26,760 (8,724)
311.0 Pumping Equipment” 2,766,467  0.00% - 4.60% 127,258 127,258
311.2 Electric Pumping Equipment 6,591,121  4.42% 291,328 4.80% 303.192 11,864
; 311.3 Diesel Pumping Equipment 36,032 5.00% 1,802 4.60% 1,657 (144)
311.4 Hydraulic Pumping Equipment 5.00% 4.60%
311.6 Other Pumping Equipment 142,073 2.01% 2,856  4.80% 6,535 3,680
Water Treatment Equipment
304.3 Structures & improvements 126,815  187% 2,118 2.40% 3,044 926
311.53 Pumping Equipment WT 0.00% - 5.75% - -
320.0 WT Equip Non-Media” 760,663  4.00% 30427  575% 43.738 13,312
320.2 WT Equip Filter Media 0.00% - 11.50% - -
Transmission & Distribution Plant:
304 4 Structures & Improvements 34,182 2.00% 683 2.40% 820 137
311.54 Pumping Equipment TD 0.00% 4.60%
330.0 Distr. Reserv. & Standpipes 3,555,083 167% 59,370  1.85% 65,632 6.262
330.1 Elevated Tanks & Standpipes 0.00% - 1.85% - -
330.2 Ground Level Facilities 7083 167% 18 1.85% 131 12
330.3 Below Ground Tanks 0.00% 1.85%
330.4 Clearwell 0.00% - 2.40% . -
331.0 TD Mains Not Classified by Size” 22,145,266  153% 338823  2.14% 474,541 135,719
331.1 TD Mains 4in & Less 1.53% - 3.00% . .
331.2 TD Mains 6in to 8in 1.53% - 2.14% - - :
331.3 TD Mains 10in to 16in 1.53% - 2.14% - .
331.4 TD Mains 18in & Grir 1.53% - 2.14% - .
332.0 Fire Mains 0.00% - 2.14% - -
333.1 Services” 5977534  2.48% 148,243  3.75% 224,158 75,815
334.1 Meters* 3,860,887 251% 96,908  B6.00% 231853 134,745
334.2 Meter installations 595,560 2 51% 14,949 2.50% 14,889 (60)
334.3 Meter Vaults 35 251% 1 2.51% 1 -
335.0 Hydrants* 2,575,934  2.00% 51519  2.99% 77.085 25,566
339.1 Other P/E Intangible - 2.00% - 3.33% - -
339.5 Other P/E TD 523 2.00% 10 3.33% 17 7
General Plant:
304.5 Structures & Improvements® 405,756  4.63% 18,787 3.00% 12,173 6.614)
304.6 Struct & Imp Offices 47528  4.83% 2,201 3.00% 1,426 (775)
304.8 Struct & imp Misc 1,384,815  1.87% 23,126 3.00% 41,544 18,418
340.1 Office Furniture & Equip 804,237  4.59% 36914  4.50% 36,191 (724)
340.2 Comp & Periph Equip 240,527  4.59% 11040  10.00% 24,053 13,012
340.3 Computer Software 48318  37.71% 18221 20.00% 9.664 (8.557)
340.3 Computer Software - Other 37.71% - 20.00% - -
340.5 Other Office Equipment 3.854 4.59% 177 8.33% 244 87
341.0 Trans Equip Lt Duty Trks 996,508  25.00% 249,149 16.00% 159,458 (89,694)
341.2 Trans Equip Hvy Duty Trks 23777 25.00% 5,944  11.43% 2,717 (3.227)
341.4 Trans Equip Other” 14010 25.00% 3,502 13.33% 1,868 (1,634)
342.0 Stores Equipment 20135  3.91% 4.00% 805 805
343.0 Tools, Shop & Garage Equipment® 318,990 4.02% 12,823 4.00% 12,760 (64)
344.0 Laboratory Equipment 104,948 3.71% 3,894 4.00% 4,198 304
345.0 Power Operated Equipment 151,899 5.20% 7.899  4.00% 6.078 (1.823)
346.1 Comm Equip Non-Telephone 219,084  10.30% 22566  10.00% 21.908 (857)
346.2 Remote Control & Instrumentati 27,765  10.30% 2,860 10.00% 2.777 (83)
3, 346.2 Comm Equip Telephone 1126 10.30% 116 10.00% 113 3)
346.3 Comm Equip Other 174,797  4.93% 8818  10.00% 17.480 8,862
347.0 Other Miscellaneous Equipment 6,669  6.19% 413 8.25% 417 4
| Total Depreciabie Property $ 64,968,719 $ 1,728,897 $2.212,766 5 483,869
; 301.0 Organization 471
‘ 302.C Franchises
303.2 Land & Land Rights SS 180,023
| 303.3 Land & Land Rights P 8.456
| 303.4 Land & Land Rights WT
303.5 Land & Land Rights TD 10,493
303.6 Land & Land Rights General 2,125
Total Utility Plant in Service $  65170,286 $ 1,728 897 $2.212766 $ 483.869

*I ncludes "unclassified” accounts totaling $1,485,396
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Arizona American Water Schedule E-8
; Comparison of Depreciation Expense
‘ Under Present and Recommended Depreciation Rates
| Tubac Water System
Adjusted Annual Depreciation
Present l Recommended [
AIC No. Description at June 2010 Rate j Amount | Rate | Amount | Ditference
Source of Supply & Pumping:
304.1 Structures & improvements $ 252982  2.40% $ 07 3.00% $ 758 § 152
305.C Coll. & Impdg. Reserveirs 0.00% - 2.00% - -
306.0 Lake & River Intakes 0.00% . 2.00% . -
307.0 Wells & Springs 239,322 3.08% 7.371 2.50% 5,983 {1,388)
| 308.0 Infiltration Galleries 0.00% 2.50%
; 309.0 Supply Mains 0.00% - 2.50% - -
304.2 Structures & Improvements 14,608 1.94% 283 2.40% 351 87
310.0 Power Generation Equipment 20225  3.33% 873 3.33% 674 1
311.0 Pumping Equipment 6,944 0.00% - 4.60% atg 319
311.2 Electric Pumping Equipment 271625  4.24% 11,517 4.60% 12,495 978
311.3 Diesel Pumping Equipment 879  5.00% 44 4.60% 40 4)
311.4 Hydraulic Pumping Equipment 0.00% - 4.60% - -
311.6 Other Pumping Equipment 403823 424% 17,122 480% 18,576 1.454
Water Treatment Equipment:
304.3 Structures & Improvements 302 0.00% - 2.40% 7 7
311.53 Pumping Equipment WT 0.00% - 5 75% - -
320.0 WT Equip Non-Media 1,703,508 4 00% 68,140  5.75% 97,952 29,811
320.2 WT Equip Filter Media 249315 4.00% 9,973  11.50% 28671 18,699
Transmission & Distribution Plant;
304.4 Structures & Improvements 156 1.92% 3 2.40% 4 1
311.54 Pumping Equipment TD 0.00% - 4.60% - -
330.0 Distr. Reserv. & Standpipes 151,204 1.62% 2,449 1.85% 2.791 342
330.1 Elevated Tanks & Standpipes 0.00% - 1.85% - -
330.2 Ground Level Facilities 0.00% - 1.85% - -
330.3 Below Ground Tanks 0.00% 1.85%
330.4 Clearwell 0.00% - 2.40% - -
331.0 TD Mains Not Classified by Size* 1,992,414  197% 39,251 2.14% 42,695 3,444
331.1 TD Mains 4in & Less 1.97% - 3.00% - -
331.2 TD Mains 6in to 8in 1.97% - 2.14% - -
331.3 TD Mains 10in to 16in 1.97% - 2.14% - -
331.4 TD Mains 18in & Grtr 2.34% - 2.14% - -
332.0 Fire Mains 0.00% - 2.14% - -
333.1 Services* 526,680  2.45% 12904  375% 19.751 6,847
334.1 Meters* 119,993  6.67% 8.004 6.00% 7,200 (804)
334.2 Meter Installations 20330 242% 492 2.50% 508 16
334.3 Meter Vauits 0.00% - 251% - -
335.0 Hydrants* 128,444  1.97% 2530 299% 3,844 1,313
339.3 Other P/E Misc 0.00% - 3.33% - -
332.6 Other P/E CPS 0.00% - 3.33% - -
General Plant:
304.5 Structures & Improvements 0.00% - 3.00% - -
304.6 Struct & Imp Offices 498  2.89% 14 3.00% 15 1
304.7 Struct & imp Store, Shop, Garage 37,407  0.00% . 3.00% 1,122 1,122
340.1 Office Fumiture & Equip 5453  3.28% 179 4.50% 245 87
340.2 Comp & Periph Equip 1,336 20.00% 267  10.00% 134 (134)
340.3 Compuier Software 0.00% - 20.00% - -
340.3 Compuler Sofiware - Other 0.00% - 20.00% - -
341.0 Trans Equip Lt Duty Trks 17,166 20.00% 3433 16.00% 2,746 (687)
341.2 Trans Equip Hvy Duty Trks 0.00% - 11.43% - -
341.4 Trans Equip Other 0.00% B 1333% - -
342.0 Stores Equipment - 4.00% - 4.00% R .
343.0 Tools, Shop & Garage Equipment 14,447 3.42% 494 4.00% 578 84
344.0 Laboratory Equipment 0.00% - 4.00% -
345.0 Power Operated Equipment 4.64% - 4.00% - -
346.1 Comm Equip Non-Telephone 1,932 §.03% 97 10.00% 193 96
346.2 Remote Cantrol & Instrumentati 0.00% - 10.00% - -
346.2 Comm Equip Telephone 0.00% - 10.00% - -
346.3 Comm Equip Other 659  4.93% 32 10.00% 66 33
347.0 Other Miscellaneous Equipment 0.00% . 6.25% B .
Total Depreciable Property $ 59539861 $ 185,881 $247719 § 61,838
1 301.0 Organization 567
: 302.0 Franchises 2,030
I 303.2 Land & Land Rights §S 61,180
303.3 Land & Land Rights P 50
303.4 Land & Land Rights WT 50
303.5 Land & Land Rights TD 422
303.5 Land & Land Rights General 2755
Total Ulility Plant in Service $ 65021025 $ 185,881 $ 247,719 § 651,838
*In cludes "unclassified” accounts totaling $538,354
|
‘
|




Comparison of Depreciation Expense
Under Present and Recommended Depreciation Rates
Agua Fria Wastewater System

Arizona American Water Schedule E-9
\
|

Adjusted Annual Depreciation
Balances Present Recommended
A/C No, Description atJune 2010| Rate | Amount Rate | Amount | Difference
‘ Collection Plant
| 354.2 Structures and Improvements $ 819,777 1.67% $ 10,350 4.00% $ 24,791 $ 14,441
| 355.0 Power Generation Equipment 5.00% - 333% - -
355.5 Power Generation Equipment - RWTP 5.00% - 3.33% - -
360.0 Collection Sewers - Force 2,532,763 207% 52428 2.14% 54,273 1,845
361.0 Collection Sewers - Gravity* 33,452,298 2.04% 682427 2.14% 716,835 34,408
362.0 Special Collecting Structures 0.00% - 4.00% - -
363.0 Service to Customers™ 4,863,335 204% 99,212 3.00% 145,900 46,688
364.0 Flow Measuring Devices 73,548 5.42% 3986  6.67% 4,903 917
Pumping Plant
354 .3 Structures and Improvements 0.00% - 4.00% - -
355.3 Power Generation Equip - Pumping 5.00% - 3.33% - -
370.0 Receiving Wells 1,057,746 542%  57.330  4.00% 42,310 (15,020)
371.0 Pumping Equipment 5.42% - 5.75% - -
371.1 Pumping Equipment - Electric 1,212,750 5.42% 65731 5.75% 69,733 4,002
371.2 Pumping Equipment - Other Power 5.42% - 575% - -
Treatment Plant
354 .4 Structures and Improvements 4,666,386 1.67% 77929 2.40% 111,993 34,065
355.4 Power Generation Equip - Treatment 158,648 0.00% - 3.33% 5,288 5,288
380.0 Treatment & Disposal Equip. 12,290,010 5.00% 614,501 5.75% 706,676 92,175
380.1 Treatment & Disposal Equip. 5.00% - 575% - -
380.2 Treatment & Disposal Equip. 5.00% - 575% - -
380.3 Treatment & Disposal Equip. 0.00% - 5.76% - -
380.4 Treatment & Disposal Equip. 5.00% - 5.75% - -
380.5 Treatment & Disposal Equip. 5.00% - 5.75% - -
380.6 Treatment & Disposal Equip. 8.40% - 5.75% - -
380.65 Treatment & Disposal Equip. 0.00% - 5.75% - -
381.0 Plant Sewers 696,115 500% 34806  2.40% 16,707 (18,099)
382.0 Qutfall Sewer Lines 170,000 5.00% 8.500 1.67% 2.833 (5.667)
389.1 WW Other Pit & Misc. Equip. Intangible 155,318 4.98% 7735  5.00% 7,766 31
389.6 Other P/E - CPS 0.00% - 333% - -
General Plant
354.5 Structures and Improvements 2,852,137 168% 47916 3.00% 85,564 37,648
390.0 Office Furniture & Equipment 0.00% - 4.50% - -
390.2 Computers & Perpheral 0.00% - 12.00% - -
390.3 Computer Software 7,341 25.00% 1,835  20.00% 1,468 (367)
391.0 Transportation Equipment 3,033 0.00% - 18.00% 485 485
392.0 Stores Equipment 0.00% - 4.00% - -
393.0 Tools, Shop and Garage Equip. 0.00% - 4.00% - -
394.0 Laboratory Equipment 3.71% - 4.00% - -
395.0 Power Operated Equipment 167,993 5.02% 7,931 4.00% 6,320 (1.612)
396.0 Communication Equipment 1,492,751 10.30% 153,753  10.00% 149,275 (4,478)
397.0 Miscellaneous Equipment 0.00% - 6.67% - -
398.0 Other Tangible Plant - 0.00% - 10.00% - -
Total Depreciable Property $ 66,461,949 B HEH 8 226,751
351.0 Organization
352.0 Franchises 218,285
353.2 Land & Land Rights Collection 16,810
352.3 Land & Land Rights P
353.4 Land & Land Rights TD
353.5 Land & Land Rights General 143,036
Total Utility Collection Plant $ 66,840,080 S B § 226751

* Includes "unciassified” accounts totaling $1,147,207




Arizona American Water Schedule E-10
: Comparison of Depreciation Expense

' Under Present and Recommended Depreciation Rates

\ Mohave Wastewater System

Adjusted Annual Depreciation
Balances Present Recommended
A/C No. Description at June 2010 Rate | Amount Rate | Amount | Difference
| Collection Plant
' 354,2 Structures and Improvements $ 196,581 2.80% 8§ 5504 4.00% $ 7863 § 2,359
355.0 Power Generation Equipment 3.33% - 3.33% - -
355.5 Power Generation Equipment - RWTP 0.00% - 3.33% - -
| 360.0 Cotllection Sewers - Force 5,379 2.00% 108 2.14% 15 8
361.0 Collection Sewers - Gravity” 2,090,374 2.00% 41,807 2.14% 44,794 2,986
362.0 Special Collecting Structures 138,063 2.00% 2,761 4.00% 5,523 2,761
363.0 Service to Customers™ 343,739 2.04% 7.012 3.00% 10,312 3,300
364.0 Flow Measuring Devices 23,113 5.42% 1,253 667% 1,541 288
Pumping Plant
354.3 Structures and Improvements 0.00% - 4,00% - -
355.3 Power Generation Equip - Pumping 3.33% - 3.33% - -
370.0 Receiving Wells 0.00% - 4.00% - -
371.0 Pumping Equipment 5.42% - 5.75% - -
371.1 Pumping Equipment - Electric 47,384 5.42% 2,568 5.75% 2,725 156
371.2 Pumping Equipment - Other Power 5.42% - 5.75% - -
Treatment Plant
354.4 Structures and Improvements™ 1,011,333 2.80% 28,317 2.40% 24,272 (4,045)
355.4 Power Generation Equip - Treatment 186,434 0.00% - 3.33% 6,214 6,214
380.0 Treatment & Disposal Equip.” 3,570,167 500% 178,508 5.75% 205,285 26,776
380.1 Treatment & Disposal Equip. 3.60% - 5.75% - -«
380.2 Treatment & Disposal Equip. 0.00% - 5.76% - -
380.3 Treatment & Disposal Equip. 5.00% - 5.75% - - !
380.4 Treatment & Disposal Equip. 5.00% - 575% - - 1
380.5 Treatment & Disposal Equip. 5.00% - 575% - - ‘
380.6 Treatment & Disposal Equip. 5.00% - 5.75% - -
380.65 Treatment & Disposal Equip. 0.00% - 5.75% - -
381.0 Plant Sewers 0.00% - 2.40% - -
382.0 Outfall Sewer Lines 0.00% - 1.67% - -
389.1 WW Other Pit & Misc. Equip. Intangible 0.00% - 5.00% - -
389.6 Other P/E - CPS 0.00% - 3.33% - -
General Plant
354.5 Structures and Improvements 0.00% - 3.00% -
390.0 Office Furniture & Equipment 0.00% - 4.50% - -
390.2 Computers & Peripheral 10,496 4.04% 424 12.00% 1,260 836
390.3 Computer Software 0.00% - 20.00% - -
391.0 Transportation Equipment 0.00% - 16.00% - B
392.0 Stores Equipment 0.00% - 4.00% - -
393.0 Tools, Shop and Garage Equip. 61,577 4.47% 2,752 4.00% 2,463 (289)
394.0 Laboratory Equipment 3,983 371% 148 4.00% 159 12
395.0 Power Operated Equipment 16,703 5.02% 838 4.00% 668 (170)
396.0 Communication Equipment 26,205 10.30% 2,699  10.00% 2,621 (79)
397.0 Miscellaneous Equipment 10,698 5.10% 546 8.67% 713 168
398.0 Other Tangible Plant 0.00% - 10.00% - - N
Total Depreciable Property $ 7,742,229 $ 275,247 $316,527 §$ 41,280

351.0 Organization
352.0 Franchises 364
353.2 Land & Land Rights Collection
352.3 Land & Land Rights P
353.4 Land & Land Rights TD
353.5 Land & Land Rights General
Totat Utility Collection Plant $  7.742533 $ 275,247 $316527 $ 41,280

* Includes "unciassified” accounts totaling $583,281




| Arizona American Water Schedule E-11
Comparison of Depreciation Expense
Under Present and Recommended Depreciation Rates

K Anthem Wastewater System
I
1 ; Adjusted Annual Depreciation
o Balances Present Recommended
L | AIC No. Description atJune 2010| Rate | Amount Rate__ | Amount | Difference
: Collection Plant
354.2 Structures and Improvements $ 1428107 167% § 23849 4.00% $ 57124 § 33,275
355.0 Power Generation Equipment 0.00% - 3.33% - -
355.5 Power Generation Equipment - RWTP 0.00% - 3,33% - -
| 360.0 Collection Sewers - Force 199,642 2.07% 4,133 2.14% 4,278 145
361.0 Collection Sewers - Gravity* 12,639,539 2.04% 257,847 2.14% 270,847 13,001
362.0 Special Collecting Structures 181,571 8.40% 15,252 4.00% 7,263 (7,989)
363.0 Service to Customers 1,477,509 2.04% 30,141 3.00% 44,325 14,184
364.0 Flow Measuring Devices 416,950 5.42% 22,599 6.67% 27,797 5.198
Pumping Plant
354.3 Structures and Improvements 0.00% - 4.00% - -
365.3 Power Generation Equip - Pumping 0.00% - 3.33% - -
370.0 Receiving Wells 1,068,343 5.42% 57.904 4.00% 42,734 (15,170)
371.0 Pumping Equipment 5.42% - 5.75% - -
371.1 Pumping Equipment - Eiectric 1,250,371 5.42% 67,770  575% 71,896 4,126
371.2 Pumping Equipment - Other Power 6,216 5.42% 337 5.75% 357 21
Treatment Plant
354.4 Structures and Improvements 1,233,512 1.67% 20,600  2.40% 29,604 9,005
355.4 Power Generation Equip - Treatment 0.00% - 3.33% - -
380.0 Treatment & Disposal Equip. 23,874,620 500% 1,193,731 5.75% 1,372,791 179,060
380.1 Treatment & Disposal Equip. 5.00% - 5.75% - -
380.2 Treatment & Disposal Equip. 5.00% - 5.75% - -
380.3 Treatment & Disposal Equip. 5.00% - 5.76% - - |
380.4 Treatment & Disposal Equip. 0.00% - 5.75% - - !
380.5 Treatment & Disposal Equip. 5.00% - 575% - - |
380.6 Treatment & Disposal Equip. 8.40% - 5.75% - - !
380.65 Treatment & Disposal Equip. 8.40% - 5.75% - -
381.0 Plant Sewers 5.00% - 2.40% - -
382.0 Outfall Sewer Lines 555,499 5.00% 27,775 1.67% 9,258 (18.517)
389.1 WW Other Pit & Misc. Equip. Intangible 868,706 4.98% 43,262 5.00% 43,435 174
389.6 Other P/E - CPS 3.31% - 3.33% - -
General Plant
354.5 Structures and Improvements* 7,776,747 1.68% 130,649 3.00% 233,302 102,653
390.0 Office Furniture & Equipment 31,682 4.50% 1,454 4.50% 1,426 (29)
390.2 Computers & Peripheral 0.00% - 12.00% - -
390.3 Computer Software 3,506 25.00% 876  20.00% 701 (175)
391.0 Transportation Equipment 0.00% - 16.00% - -
392.0 Stores Equipment 0.00% - 4.00% - -
393.0 Tools, Shop and Garage Equip. 16,453 4.47% 735 4.00% 658 (77
394.0 Laboratory Equipment 45015 3.71% 1,670 4.00% 1,801 131
395.0 Power Operated Equipment 870,927 5.02% 43,721 4.00% 34,837 (8,883)
396.0 Communication Equipment 684,087 10.30% 70461  10.00% 68,409 (2.052)
397.0 Miscellaneous Equipment 1,761 5.10% 90  687% 117 28
398.0 Other Tangible Plant - 0.00% - 10.00% - -
Total Depreciable Property $ 54,630,763 $ 2,014,858 §$2322962 § 308106
351.0 Organization
352.0 Franchises : 276,772
353.2 Land & Land Rights Collection 336,560
352.3 Land & Land Rights P
353.4 Land & Land Rights TD
353.5 Land & Land Rights General
Total Utility Collection Plant $ 55244095 $ 2,014,856 $2322962 $ 308,106

* Includes "unclassified” accounts totaling $55,186




Arizona American Water Schedule £-12
Comparison of Depreciation Expense
Under Present and Recommended Depreciation Rates
Sun City West Wastewater System

Adjusted Annual Depreciation
Balances Present Recommended
A/C No. Description at June 2010 Rate | Amount Rate | Amount | Difference
Collection Plant
354.2 Structures and Improvements $ 144,607 500% $ 7,230 4.00% $ 5784 $ (1,446)
355.0 Power Generation Equipment 3.33% - 3.33% - -
355.5 Power Generation Equipment - RWTP 0.00% - 3.33% - -
360.0 Collection Sewers - Force 752,939 207% 15586  2.14% 16,134 549
361.0 Collection Sewers - Gravity" 13,106,855 204% 267,380  2.14% 280,861 13,481
362.0 Special Collecting Structures 949,015 8.40% 79,717 4.00% 37.961 41,757)
363.0 Service to Customers™ 2,669,470 2.04% 54,457 3.00% 80,084 25,627
364.0 Flow Measuring Devices 10.00% - 6.67% - -
Pumping Plant
354.3 Structures and Improvements 5.00% - 4.00% -
355.3 Power Generation Equip - Pumping 48,879 3.33% 1,628 3.33% 1,629 2
370.0 Receiving Wells 0.00% - 4.00% - -
371.0 Pumping Equipment 5.42% - 575% - -
371.1 Pumping Equipment - Electric 27,605 5.42% 1,496 5.75% 1,587 91
371.2 Pumping Equipment - Other Power 5.42% - 5.75% - -
Treatment Plant
354.4 Structures and Improvements 0.00% - 2.40% - -
355.4 Power Generation Equip - Treatment 0.00% - 3.33% - -
380.0 Treatment & Disposal Equip. 137,197 5.00% 6,860 5.75% 7,889 1,029
380.1 Treatment & Disposal Equip. 5.00% - 5.75% - -
380.2 Treatment & Disposal Equip. 5.00% - 5.75% - -
380.3 Treatment & Disposal Equip. 5.00% - 5.75% - -
380.4 Treatment & Disposal Equip. §.00% - 5.75% - -
380.5 Treatment & Disposal Equip. 5.00% - 5.75% - -
380.6 Treatment & Disposal Equip. 5.00% - 575% - -
380.65 Treatment & Disposal Equip. 5.00% - 5.75% - -
381.0 Plant Sewers 5.00% - 2.40% - -
382.0 Outfall Sewer Lines 113,141 5.00% 5657 1.67% 1,886 (3,771)
389.1 WW Other Pit & Misc. Equip. Intangible 4.98% - 5.00% - -
389.6 Other P/E - CPS 4,239 3.31% 140 3.33% 141 1
General Plant
354.5 Structures and Improvements 85,771 1.67% 1,432 3.00% 2,573 1,141
390.0 Office Furniture & Equipment 4.59% - 4.50% - -
390.2 Computers & Peripheral 4.59% - 12.00% - -
390.3 Computer Software 25.00% - 20.00% - -
391.0 Transportation Equipment 25.00% - 16.00% - -
392.0 Stores Equipment 3.91% - 4.00% - -
393.0 Tools, Shop and Garage Equip. 4.47% - 4.00% - -
394.0 Laboratory Equipment 3.71% - 4.00% - -
395.0 Power Operated Equipment 777 5.02% 39 400% 3 (8)
396.0 Communication Equipment 12,621 10.30% 1,300 10.00% 1,262 (38)
397.0 Miscelianeous Equipment 22,663 5.10% 1,156 6.67% 1,511 355
398.0 Other Tangible Plant £.00% - 10.00% - -
Total Depreciable Property $ 18,075,781 $ 444,079 $439,334 § (4.745;
351.0 Organization 4,078
352.0 Franchises 68
363.2 Land & Land Rights Collection -
362.3 Land & Land Rights P
353.4 Land & Land Rights TD
3563.5 Land & Land Rights General
Total Utility Collection Plant $ 18,079,927 $ 444,079 $439,334 § (4,745)

* Includes “unclassified" accounts totaling $4,428




Arizona American Water Schedule E-13
Comparison of Depreciation Expense
Under Present and Recommended Depreciation Rates
Sun City Wastewater System

Adjusted Annual Depreciation
Balances Present Recommended
A/C No. Description atJune 2010| Rate | Amount | Rate | Amount | Difference
Collection Plant
354.2 Structures and Improvements $ 187,017 250% $ 4,675 4.00% $ 7481 2,805
355.0 Power Generation Equipment 3.33% - 3.33% - -
355.5 Power Generation Equipment - RWTP 0.00% - 3.33% - -
360.0 Collection Sewers - Force 2,387,611 207% 49,631 2.14% 51377 1,747
361.0 Collection Sewers - Gravity* 16,070,011 2.03% 326,221 2.14% 344,357 18,136
362.0 Special Collecting Structures 1,218,147 8.40% 102,324 4.00% 48,726 (53,598)
363.0 Service to Customers™ 2,687,688 2.04% 54,828 3.00% 80,631 25,802
364.0 Flow Measuring Devices 33,470 5.00% 1,674 6.67% 2,231 558
Pumping Plant
354.3 Structures and Improvements 0.00% - 4.00% -
355.3 Power Generation Equip - Pumping 10,101 333% 336  3.33% 337 e
370.0 Receiving Wells 0.00% - 4.00% - -
371.0 Pumping Equipment 5.42% - 5.75% - -
371.1 Pumping Equipment - Electric 495 398 542% 26,851 5.75% 28,485 1,635
371.2 Pumping Equipment - Other Power 5.42% - 575% - -
Treatment Plant
354.4 Structures and Improvements 0.00% - 2.40% - -
355.4 Power Generation Equip - Treatment 49,003 0.00% 3.33%
380.0 Treatment & Disposal Equip. 119,911 2.00% 2,398 5.75% 6,895 4,497
380.1 Treatment & Disposal Equip. 2.00% - B75% - -
380.2 Treatment & Disposal Equip. 2.00% - 5.75% - -
380.3 Treatment & Disposal Equip. 0.00% - 575% - -
380.4 Treatment & Disposal Equip. 0.00% - 5.75% - -
380.5 Treatment & Disposal Equip. 0.00% - 5.75% - -
380.6 Treatment & Disposal Equip. 2.00% - 5.75% - -
380.65 Treatment & Disposal Equip. 2.00% - 5.75% - -
381.0 Plant Sewers 0.00% - 2.40% - -
382.0 Outfali Sewer Lines 291 2.00% 6 1.67% 5 1)
389.1 WW Other Pit & Mise, Equip. Intangible 10,495 4.98% 523 5.00% 525 2
389.6 Other P/E - CPS 12,242 3.31% 405 3.33% 408 3
General Plant
354.5 Structures and Improvements 465,769 2,00% 9,315 3.00% 13,973 4,658
390.0 Office Furniture & Equipment 54,203 4.59% 2,488 4.50% 2439 (49)
390.2 Computers & Peripheral 0.00% - 12.00% - -
390.3 Computer Software 0.00% - 20.00% - -
391.0 Transportation Equipment 2,312 25.00% §78  16.00% 370 (208)
392.0 Stores Equipment 58,644 0.00% - 4.00% 2.346 2,346
393.0 Tools, Shop and Garage Equip. 4.47% - 4.00% - -
394.0 Laboratory Equipment 3.71% - 4.00% - -
395.0 Power Operated Equipment 0.00% - 4.00% - -
396.0 Communication Equipment 23,222 10.28% 2387  10.00% 2,322 (65)
397.0 Miscellaneous Equipment 8,321 510% 424 6.67% 555 130
398.0 Other Tangible Plant 10.30% - 10.00% - -
Total Depreciable Property $ 23,903,855 $ 585,066 $593,463 $ 8.397
351.0 Organization 122,373
352.0 Franchises 6,132
353.2 Land & Land Rights Collection 8,565
352.3 Land & Land Rights P
353.4 Land & Land Rights TD
353.5 Land & Land Rights General
Total Utility Cotlection Plant $ 24,038,925 $ 585,066 $ 593,463 $ 8,397

* Includes “"unclassified" accounts totaling $12,819
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! Arizona American Water Schedule E-14
} Comparison of Depreciation Expense
j Under Present and Recommended Depreciation Rates
i Northwest Valley Wastowater System
|
; Adjusted Annual Depreciation
3 Balances Present Recommended
; A/C No. Description at June 2010 Rate | Amount Rate | Amount | Difference
! Collection Plant
354.2 Structures and improvements $ 2738639 500% $ 136,932 4.00% $ 109546 $  (27.386)
355.0 Power Generation Equipment 7,952 3.33% 265 3.33% 265 0
355.5 Power Generation Equipment - RWTP 0.00% - 3.33% - -
360.0 Collection Sewers - Force 2.07% - 2.14% - .
361.0 Collection Sewers - Gravity 109,750 2.04% 2,239 2.14% 2,352 113
362.0 Special Coilecting Structures 516.459 8.40% 43,383  4.00% 20,658 (22,724)
363.0 Service to Customers 8,725 2.04% 178 3.00% 262 84
364.0 Flow Measuring Devices 5,498 10.00% 550 6.67% 367 (183)
Pumping Plant
354.3 Structures and Improvements 962,753 5.00% 48,138 4,00% 38,510 (9,628)
355.3 Power Generation Equip - Pumping* 7,233 0.00% - 3.33% 241 241
370.0 Receiving Wells 0.00% - 4.00% - -
371.0 Pumping Equipment 5.42% - 5.75% - -
371.1 Pumping Equipment - Electric* 458,843 0.00% - 5.75% 26,383 26,383
371.2 Pumping Equipment - Other Power 370 0.00% - 5.75% 21 21
Treatment Plant
354.4 Structures and Improvements 0.00% - 2.40% - -
380.0 Treatment & Disposal Equip. 17,876,279 5.00% 893,814 5.75% 1,027,886 134,072
380.1 Treatment & Disposal Equip. 5.00% - 5.75% - -
380.2 Treatment & Disposal Equip. 5.00% - 5.75% - -
380.3 Treatment & Disposal Equip. 5.00% - 5.75% - -
380.4 Treatment & Disposal Equip. 5.00% - 5.75% - -
380.5 Treatment & Disposal Equip. 5.00% - 5.75% - -
380.6 Treatment & Disposal Equip. 5.00% - 5.75% - -
380.65 Treatment & Disposal Equip. 5.00% - 575% - -
381.0 Plant Sewers 16,410 5.00% 820 2.40% 394 (427)
382.0 Outfall Sewer Lines 4,259 5.00% 213 1.67% 71 (142)
389.1 WW Other Pit & Misc. Equip. Intangible 19,365 4.98% 964 5.00% 968 4
389.6 Other P/E - CPS 3.31% - 3.33% - -
General Plant
354.5 Structures and Improvements 1,613,776 1.67% 26,950 3.00% 48,413 21,463
390.0 Office Furniture & Equipment 168,065 4.59% 7,714 4.50% 7.563 (151)
390.2 Computers & Peripheral 20,152 4.59% 925  12.00% 2,418 1,493
390.3 Computer Software 69,027 25.00% 17,257  20.00% 13,805 (3.451)
391.0 Transportation Equipment 239,504 25.00% 59,876  16.00% 38,321 (21,555)
392.0 Stores Equipment 1,072 3.91% 433 4.00% 443 10
393.0 Tools, Shop and Garage Equip. 124,230 4.47% 5,553 4.00% 4,969 (584)
394.0 Laboratory Equipment 98,142 3.71% 3,641 4.00% 3,926 285
395.0 Power Operated Equipment 12,955 5.02% 650 4.00% 518 (132)
396.0 Communication Equipment 240,333 10.30% 24,754  10.00% 24,033 (721)
: 397.0 Miscellaneous Equipment 72,385 5.10% 3,692 6.67% 4,826 1,134
| i 398.0 Other Tangible Plant - 10.00% - -
| Total Depreciable Property $ 25,402,176 $ 1,278,941 $1377,160 $ 98,219
| 351.0 Organization
| 352.0 Franchises 1,304
- 353.2 Land & t.and Rights Collection 450,976
- 352.3 Land & Land Rights P
353.4 Land & Land Rights TD
353.5 Land & Land Rights General 20,747
Total Utility Collection Plant $ 25,875,203 $ 1,278,941 $1377,160 $ 98,219
*I ncludes "unclassified” accounts totaling $10,978
t
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EXHIBIT JFG-3
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Arizona American Water Schedule E-1
Comparison of Depreciation Expense
Under Present and Recommend ed Depreciation Rates
Agua Fria Water System
Adjusted Annual Depreciation
Balances Present | Recommended |
AIC No. Description atJune 2010 | Rate | Amount | Rate | Amount | Difference
Source of Sugply & Pumping:
304.1 Structures & Improvements $ 9,965,456 2.50% $ 249136 3.00% S 293964 § 49,827
3050 Coll. & impdg. Reservoirs 748,276  2.50% 18,707 2.00% 14,966 (3.741)
306.0 Lake & River Intakes 1,190,866 2.50% 29,772 2.00% 23,817 (5,954)
307.0 Wells & Springs 14,953,147 2.52% 376.819 2.50% 373,829 (2,991}
308.0 Infiltration Galleries 0.00% 2.50%
309.0 Supply Mains 2044995  1.11% 22699  2.50% 51,125 28,425
)it JFG-3 Structures & Improvements 7.091,340 1.67% 118,425 2.40% 170,192 51,767
310.0 Power Generation Equipm ent 3000913  333% 99,930 3.33% 100,030 100
311.2 Electric Pumping Equipment 30,158,165  4.42% 1,333,036 4.80% 1,387,322 54,286
311.3 Diesel Pumping Equipment 11,824 4.42% 523 4.60% 544 21
311.4 Hydraulic Pumping Equipment 442% 4.60%
311.6 Other Pumping Equipment 1.262,897  4.42% 55,378 4.60% 57,633 2,255
Water Treatment Equipment:
304.3 Structures & Improvements 10,746,814 1.67% 179,472 2.40% 257,924 78,452
311.83 Pumping Equipment WT 18,328 4.42% 810 5.75% 1,054 244
320.0 WT Equip Non-Media 35,515,424 4.00% 1.420,617 5.75% 2,042,137 621,520
320.2 WT Equip Filter M edia 1.872,107  4.00% 74,884  11.50% 215,292 140,408
Transmission & Distribution Plant:
304.4 Structures & Improvements 3,639,459 1.67% 60,779 2.40% 87.347 26.568
311.54 Pumping Equipment TD 0.00% 4.60%
330.0 Distr. Reserv. & Standpipes 12,860,977 167% 214,778 1.85% 237,433 22.655
330.1 Elevated Tanks & S tandpipes 35344  167% 590 1.85% 653 62
330.2 Ground Level Faclli ties 1,029 1.67% 17 1.85% 19 2
330.3 Below Ground Tanks 1.67% 1.85%
330.4 Clearwell 4,375,415 1.67% 73,069 2.40% 105,010 31,041
331.0 TD Mains Not Classified by Size 6,839,905  1.53% 104,651  2.14% 146,569 41,919
331.1 TD Mains 4in & Less 21,813,186 1.63% 330,682 3.00% 648,396 317,714
331.2 TD Mains 6in to 8in 38,504,649 1.53% 589,121 2.14% 825,100 235,978
331.3 TD Mains 10in to 16in 31,759,087 1.53% 485,914 2.14% 680,552 194,638
331.4 TD Mains 18in & Grtr 20,743,785 2.34% 485,405 2.14% 444,510 (40,895)
332.0 Fire Mains - 0.00% - 2.14% - -
333.1 Services 13.234,519 2.48% 328,216 3.75% 496,294 168,078
334.1 Meters 5,707,843 6.67% 380,713 6.00% 342,471 {38,243}
334.2 Meter Installations 1,596,037 251% 40,061 2.50% 39,901 (180}
334.3 Meter Vaults 68,062 2.51% 1.708 2.51% 1.708 -
335.0 Hydrants 13,647,122 2.00% 272,942 2.99% 408,390 135,448
339.3 Other P/E Misc - 3.31% - 3.33% - -
339.6 Other P/E CPS 748089 331% 24,762 3.33% 24,936 175
General Plant:
304.5 Structures & Improvements 11,575,429 1.67% 193,310 3.00% 347,263 153,953
304.6 Struct & imp Offices 173284  203% 3,518 3.00% 5.199 1,681
340.1 Office Furniture & Equip 83,485  4.04% 3,777 4.50% 4,207 430
340.2 Comp & Periph E quip 71779 404% 2,900 10.00% 7.178 4,278
340.3 Computer Software 5,508 37.71% 2,077  20.00% 1,102 (976)
340.3 Computer Software - Other - 37.71% - 20.00% - -
341.0 Trans Equip Lt Duty Trks 202,657  20.00% 40531  16.00% 32,425 (8.106)
341.2 Trans Equip Hvy Duty Trks 20,311 15.00% 3047 11.43% 2,321 (725)
341.4 Trans Equip Other 112250  25.00% 28,062 13.33% 14,967 {13.096)
342.0 Stores Equipment 0.00% 4.00% - -
343.0 Tools, Shop & Garage Equipment 79.185 4.02% 3,183 4.00% 3,167 (16)
344.0 Laboratory Equipment 328,566 371% 12,190 4.00% 13,143 953
345.0 Power Operated Equipm ent 30,559  520% 1,589 4.00% 1,222 (367)
‘ 346.1 Comm Equip Non-T elephone 1,435,838  10.30% 147,891 10.00% 143,584 (4.308)
| 346.2 Remote Control & {nstrumentati 3,731,688  10.30% 384,364 10.00% 373,169 {11,195)
| 346.2 Comm Equip Telephone 101,705 10.30% 10,476  10.00% 10,171 (305)
1 346.3 Comm Equip Other 385785  4.93% 19.019  10.00% 38,579 19,559
347.0 Other Miscellaneous Equipment 25855  498% 1,288 6.25% 1,616 328
Total Depreciable P roperty § 312319946 $ 8.230,838 $ 10483428 § 2,252,589
]
i 301.0 Organization 1,220
i 302.0 Franchises 363,720
i 303.2 Land & Land Rights SS 1,663.915
! 303.3 Land & Land Rights P 1,448,137
303.4 Land & Land R ights WT 639,523
303.5 Land & Land Rights TD 299,442
Total Utility Plant in Service $ 316726912 $ 8,230,838 $ 10,483,428 § 2.262,689
P = PR AUEELL AT




Arizona American Water

Comparison of Depreciation Expense
Under Present and Recommend ed Depreciation Rates

Havasu Water System

Schedule E-2

Adjusted Annual Depreciation
Balances Present | Recommended I
A/C No. Description atJune 2010| Rate [ Amount | Rate | Amount | Difference
Source of Supply & Pumping:

304.1 Structures & Improvements $ 26433 27%% $ 737 3.00% $ 793 § 56
305.0 Coil. & Impdg. Reservoirs 148,253  2.64% 3.765 2.00% 2,965 (801)
306.0 Lake & River Intakes 0.00% - 2.00% - -
307.0 Wells & Springs 313,607 2.54% 7.966 2.50% 7.840 (125)
308.0 Infiltration Galleries 0.00% - 2.50% - -
309.0 Supply Mains 0.00% - 2.50% - -

»it JFG-3 Structures & improvements 90,968  2.03% 2,029 2.40% 2,399 370
310.0 Power Generation Equipm ent (28.197) 512% (1.444)  3.33% (940) 504
310.1 Power Generation Equip O ther 50,935 - 3.33% 1,698 1,898
311.2 Electric Pumping Equipment 1298763  371% 48,184 4.60% 59,743 11.669
311.3 Diesel Pumping E quipment 0.00% - 4.60% - -
311.5 Other Pumping Equipment 4,202 0.00% - 4 60% 193 193

Water Treatment Equipment:
304.3 Structures & tmprovements 2,001,816 2.03% 40637 2.40% 48,044 7.407
311.53 Pumping Equipment WT (69 371% 3y 575% () 45}
320.0 WT Equip Non-Media 254,498 12.00% 30,540 5.75% 14,634 (15,906}
320.2 WT Equip Filter Media 29,719 4.00% 1189  11.50% 3,418 2,229
Transmission & Distribution Plant:
304.4 Structures & Improvements 0.00% - 2.40% - -
330.0 Distr, Reserv. & Standpipes 1,168,706 2.33% 27.231 1.85% 21,576 (5.655)
330.1 Elevated Tanks & S tandpipes 0.00% - 1.85% - -
330.2 Ground Level Facili ties 0.00% - 1.85% - -
330.4 Clearwell 0.00% - 2.40% - -
331.0 TD Mains Not Classified by Size 695000  2.10% 14,597 214% 14,895 298
331.1 TD Mains 4in & Less 464,363 2.10% 9,752 300% 13.931 4,179
331.2 TD Mains 6in to 8in 850290 210% 17.856 214% 18,221 364
331.3 TD Mains 10in to 18in 730,673 2.10% 16,344 2.14% 15,657 313
331.4 TD Mains 18in & Grtr 2.10% - 2.14% - -
332.0 Fire Mains 0.00% - 2.14% - -
333.0 Services 327573 2.89% 9,467 375% 12,284 2,817
334.1 Meters 185,081 6.67% 12,345 6.00% 11,105 {1,240)
334.2 Meter Installations 17.253 3.52% 607 2.50% 431 (176)
334.3 Meter Vaults 0.00% - 2.51% - -
335.0 Hydrants 1.89% - 2.99% - -
339.2 Other P/IE 8§ {44614y  331% (1.477)  3.33% (1.487) {10)
339.25 Other P/E SS 116,045  3.31% 3,841 3.33% 3,868 27
339.6 Other P/E CPS 33593 331% 1,112 3.33% 1,120 8
General Plant: .
304.5 Structures & Improvements 0.00% - 3.00% . .
304.6 Struct & Imp Offices 20698  203% 420 3.00% 621 201
304.62 Struct & imp Leasehold - 0.00% - 3.00% - -
340.1 Office Furniture & Equip 3254  4.10% 133 4.50% 146 13
340.2 Comp & Periph Equip 26901 4.10% 1,103 10.00% 2,690 1,687
340.3 Computer Software 7686 37.71% 2.898 20.00% 1.537 {1.36%)
340.33 Computer Software - Other 0.00% - 20.00% - -
341.1 Trans Equip Lt Duty Trks 44,018 20.00% 8,804 16.00% 7.043 (1.761)
341.2 Trans Equip Hvy Duty Trks 15.00% - 11.43% - -
341.4 Trans Equip Other 0.00% - 13.33% - -
342.0 Stores Equipment 0.00% - 4.00% . -
343.0 Tools, Shop & Garage Equipment 17.808 7.55% 1,345 4.00% 712 (632)
344.0 Laboratory Equipment 460 0.00% - 4.00% 18 18
345.0 Power Operated Equipm ent 33,093 9.23% 3.054 4.00% 1,324 {1.731)
346.1 Comm Equip Non-T elephone 7,788 8.37% 652 10.00% 779 127
346.2 Remote Control & Instrumentati 62,574 8.37% 5,237 10.00% 6,257 1.020
346.2 Comm Eqguip Telephone 0.00% - 10.00% - -
346.3 Comm Equip Other 44161 6.19% 2734 10.00% 4,416 1,683
347.0 Other Miscellaneous Equipment 0.00% - 6.25% - -
Total Depreciable P roperty $ 9012432 $ 270,657 $ 277928 § 7.271
301.0 Organization 10,144
302.0 Franchises
303.2 Land & Land Rights SS 41,597
303.3 Land & Land Rights P
303.4 Land & Land Rights WT
303.5 Land & Land Rights TD
Total Utility Plant in Service § 9.064,173 $ 270,657 $ 277928 % 7.271




Arizona American Water Schedule E-3
Comparison of Depreciation Expense
Under Present and Recommend ed Depreciation Rates
Mohave Water System
|
|

Adjusted Annual Depreciation
Balances Present [ Recommended |
A/C No. Description at June 2010 Rate | Amount | Rate | Amount | Difference
Source of Supply & Pumping:
304.1 Structures & Improvements $ 481622 283% $ 13630 3.00% $ 14449 § 818
305.0 Col. & Impdg. Reservoirs 663944  2.54% 16,364 2.00% 13,279 (3,585)
306.0 Lake & River Intakes - 0.00% - 2.00% - -
307.0 Wells & Springs 1,065,943 2.70% 28,780 2.50% 26,649 (2.132)
308.0 Infiltration Galleries - 0.00% - 2.50% - -
309.0 Supply Mains 100426  2.00% 2,008 2.50% 2,591 502
yit JFG-3 Structures & improvements 29817 2.39% 713 2.40% 716 3
310.0 Power Generation Equipm ent 50355  0.00% - 3.33% 1679 1,679
310.1 Power Generation Equip O ther - - 3.33% - -
311.2 Electric Pum ping Equipment 2626306  512% 134,467 4.60% 120810 (13.657)
| 311.3 Diesel Pumping Equipment - 0.00% - 4.60% - -
| 311.6 Other Pumping Equipment 1.009 512% 52 4.60% 46 5)
Water Treatment Equipment:
304.3 Structures & improvements 47,846  2.50% 1,196 2.40% 1.148 (48)
311.53 Pumping Equipment WT 0.00% - 575% - -
320.1 WT Equip Non-Media 87,220 12.00% 11.666 5.75% 5,590 {6.076)
320.2 WT Equip Filter Media - 0.00% - 11.50% - -
Transmission & Distribution Plant:
304.4 Structures & Improvements 76.652 181% 1,387 2.40% 1,840 452
330.0 Distr. Reserv. & Standpipes 2,679,735 1.81% 48,503 1.85% 49.472 968
330.1 Elevated Tanks & S tandpipes 68,703 1.81% 1.244 1.85% 1,268 25
330.2 Ground Level Facili ties 0 00% - 1.86% - -
330.4 Clearwell 0.00% - 2.40% - - |
331.0 TD Mains Not Classified by Size 54.847  281% 1.431 2.14% 1,175 (256) !
331.1 TD Mains 4in & Less 11.784.507 261% 307,576 3.00% 353,635 45.960 j
331.2 TD Mains 6in to 8in 3,317,367 2.61% 86,583 2.14% 71,086 {15.497) :
331.3 TD Mains 10in to 16in 252,041 261% 86578 2.14% 5,401 {1.177)
331.4 TD Mains 18in & Grtr 76,265 261% 1,991 2.14% 1,634 {356)
332.0 Fire Mains 0.00% - 2.14% - -
333.0 Services 4208639  5.41% 227.687 3.75% 157,824 (69.863)
334.1 Meters 1,748,550 6.67% 116.695 6.00% 104,973 {11,722)
334.2 Meter Installations 227,353 6.53% 14,846 2.50% 5,684 (9,162}
334.3 Meter Vaults - 0.00% - 2.51% - -
335.0 Hydrants 51,004 1.80% 969 2.99% 1.526 557
339.2 Other P/E SS 82,583 3.31% 2733 3.33% 2,753 19
339.25 Other P/E S8 - 3.31% - 3.33% - -
General Piant:
304.5 Structures & Improvements 7.829 2.03% 169 3.00% 235 76
304.6 Struct & Imp Offices 452,514  2.03% 9,186 3.00% 13,575 4,389
304.62 Struct & Imp Leashold - 0.00% - 3.00% - -
304.7 Struct & imp Store, Shop and Garage 29,223  463% 1.353 3.00% 877 (476)
340.1 Office Furniture & Equip 110,243 4.04% 4,454 4.50% 4,961 507
340.2 Comp & Periph Equip 109,956  4.04% 4,442  10.00% 10.996 6,553
340.3 Computer Software - 37.71% - 20.00% - -
340.33 Computer Software - Other - 0.00% - 20.00% - -
341.0 Trans Equip Lt Duty Trks 134,741 20.00% 26,948 16 00% 21,559 (6,390}
341.2 Trans Equip Hvy Duty Trks 90,000  15.00% 13,500  11.43% 10.286 (3.214)
341.3 Transportation Equipment - Other - 0.00% - 13.12% - -
341.4 Trans Equip Other 14,312 25.00% 3578 13.33% 1,908 {1.670)
342.0 Stores Equipment 2,400  3.93% 94 4.00% 96 2
343.0 Tools, Shop & Garage Equipment 130699  11.70% 15,292 4.00% 5,228 {10.064)
344.0 Laboratory Equipment 7.623 3.30% 252 4.00% 305 83
345.0 Power Operated Equipm ent 172,529 13.90% 23,982 4.00% 6,901 {17.080)
346.1 Comm Equip Non-T elephone 180,533  3.66% 6608  10.00% 18,053 11.448
346.2 Remote Control & Instrumentati 10,009  3.66% 366 10.00% 1,001 635
346.2 Comm Equip Telephone 49,678 8.76% 4,849 10.00% 4,968 119
346.3 Comm Equip Other 5111 6.19% 316 10.00% 511 195
347.0 Other Miscellaneous Equipment - 0.00% - 6.25% - -
Total Depreciable P roperty $ 31,301,124 $ 1,142,679 $ 1,048,507 §  (96.472)
301.0 Organization 34,004
302.0 Franchises 37,061
303.2 Land & Land Rights SS 290,791
303.3 Land & Land Rights P 2.351
303.4 Land & Land Rights WT
303.5 Land & Land Rights TD 9,609
303.6 Land & Land R ights AG 31,052
Total Utitity Plant in Service $ 31,705,992 § 1,142 979 $ 1,046,507 $ (95.472)
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EXECUTIVE SUMMARY

Mr. Guastella rebuts the testimony of Mr. Becker and Mr. Arndt relating to the Company’s
depreciation study.
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1 INTRODUCTION AND QUALIFICATIONS

2 Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
3 A John F. Guastella, Guastella Associates, LL.C, 6 Beacon Street, Suite 410, Boston, MA
4 02108.

5 1Q. HAVE YOU PREVIOUSLY PROVIDED DIRECT TESTIMONY IN THIS

6 PROCEEDING REGARDING THE COMPANY’S PROPOSED DEPRECIATION
7 RATES AND EXPENSE?
8 A Yes.
9 1Q. DID YOU ALSO SUBMIT YOUR STATEMENT OF QUALIFICATIONS AND
10 EXPERIENCE AS EXHIBIT JFG-1, A COMPANY-WIDE DEPRECIATION
11 STUDY AS EXHIBIT JFG-2 AND SPECIFIC SCHEDULES IN SUPPORT OF
12 THE COMPANY’S PROPOSED DEPRECIATION WITH RESPECT TO AQUA
13 FRIA, HAVASU AND MOHAVE, AS EXHIBIT JFG-3?
14 jA. Yes.

15 1Q. HAVE YOU REVIEWED THE TESTIMONY AND EXHIBITS SUBMITTED IN

? 16 THIS CASE BY MR. GERALD BECKER ON BEHALF OF THE STAFF OF THE
17 ARIZONA CORPORATION COMMISSION ON JUNE 29,2011 AND BY MR.
18 MICHAEL L. ARNDT ON BEHALF OF THE SUN CITY GRAND COMMUNITY
19 ASSOCIATION ON JUNE 27, 2011?

20 [A. Yes.

21 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?
22 A, My rebuttal testimony addresses the testimonies of Messrs. Becker and Arndt with

23 respect to their statements and recommendations as to depreciation, and more
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specifically, their failure to recognize any cost of removal percentages and its impact on

depreciation rates and expense.

GENERAL RESPONSE TO MR. BECKER AND MR. ARNDT.

DO YOU HAVE ANY GENERAL RESPONSE TO THE TESTIMONIES OF
MESSRS. BECKER AND ARNDT?

Yes. The Company retained my firm in order to provide our independent depreciation
study and recommend depreciation rates that would best recover the original cost of the
Company’s assets, taking into account all appropriate factors. In addition to proper cost
recovery, the most important reason for establishing reasonable depreciation rates is to
spread the cost over the average life of the assets in order to maintain intergenerational
equity -- so that each vintage of customer pays its fair share of the assets as they are being
used to serve them. Establishing the most appropriate level of depreciation expense does
not increase or decrease the rate of return on investment, and because depreciation is
reflected in accumulated depreciation, the amounts of depreciation expense recovered
from the customers are offsets to the rate base. Accordingly, this is not a “stockholder”
issue. It is a matter of establishing the best cost recovery from customers over time so
that each vintage of customer pays its fair share. There is another potential benefit
because adequate recovery of cost of removal increases the internally generated source of
cash flow that is available to pay for new or replacement plant; reducing the need for
outside financing and one of the factors associated with the cost of capital and, therefore,

potentially improving the cost of new capital.

Although Mr. Becker agrees with the above principles, as stated on page 35 and 36 of his
direct testimony, his recommendation essentially reflects no recognition of any level of

cost of removal. Mr. Arndt is silent as to the applicable rate setting and depreciation
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principles, but also essentially recommends no allowance for cost of removal.
Accordingly, they both are recommending in effect that the Commission pass up this
opportunity to establish or even move toward more appropriate depreciation rates that
would improve intergenerational equity that is in the best interests of existing and future

customers.

RESPONSE TO MR. BECKER

ON PAGE 34 OF HIS TESTIMONY, MR. BECKER STATES THAT “ANY
REVISION TO THE METHODOLOGY USED TO CALCULATE
DEPRECIATION RATES THAT INCLUDES NET SALVAGE VALUES
SHOULD BE PERFORMED ON A COMPANY-WIDE BASIS.” DID YOU
PERFORM YOUR DEPRECIATION STUDY ON A COMPANY-WIDE BASIS?
Yes. In response to the Company’s data requests of Mr. Becker, he acknowledges that
my study was performed on a Company-wide basis. In his response, to a related request,
however, Mr. Becker maintains that “any revision to the method of calculation (including

adding an additional component) alters the method.”

DID YOU ALTER THE METHOD OF CALCULATING DEPRECIATION
RATES OR ADD A COMPONENT?

No. The average service life method of calculating depreciation rates is simply to
subtract the average net salvage value from 100 and divide the result by the average
service life. The net salvage value is either positive, or negative if the cost of removal

exceeds any salvage. I used this text book formula without revision. Recognizing cost of

removal and including a percentage for it does not change the method.
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Q. DO YOU AGREE WITH MR. BECKER POSITION AS STATED ON PAGE 34
OF HIS TESTIMONY THAT IMPLEMENTATION OF DEPRECIATION RATES
THAT TAKE INTO ACCOUNT NET SALVAGE BE MORE APPROPRIATELY
CONSIDERED ON A COMPANY-WIDE BASIS AFTER CONSUMMATION OF
THE PROPOSED SALE OF THE COMPANY TO EPCOR?

A. No. First, Mr. Becker has acknowledged that my depreciation study was performed on a
Company-wide basis. Although acknowledging in response to data requests that average
service lives, net salvage values and depreciation rates are a function of the
characteristics of depreciable assets, Mr. Becker states that “the ownership of the entity
may impact those amounts for such reasons as differing management philosophies,
adherence to recommended maintenance schedules, the entity’s replacement plans, etc.”
The NARUC Uniform System of Accounts recognizes in its definitions that among the
causes of depreciation are wear and tear, decay, action of the elements, inadequacy,
obsolescence, changes in the art, changes in demand and requirements of public
authorities. In my experience, it is virtually inconceivable that any owner of a large
utility would establish philosophies or significantly change maintenance schedules or
replacement policies that would impact those causes of retirements. Even assuming for
the sake of argument that those circumstances did have an impact, they could not
specifically be incorporated into a determination of average service lives but would only
be reflected over time as the rate of retirements are estimated in the future. More to the
point, however, since Mr. Becker has accepted my recommended average service lives,
the only aspect with which he takes issue is the cost of removal which is a factor that is

simply not affected by philosophy, maintenance, replacement plans or the ownership of

the Company.
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I 1. DO YOU AGREE THAT YOUR STUDY DOES NOT PROVIDE DIRECT
2 ARITHMETIC SUPPORT FOR YOUR RECOMMENDED NET SALVAGE
3 VALUES?
| 4 (A No. While acknowledging that my study provides an abundance of information, Mr.
| 5 Becker does not offer any analysis of the information I provided with respect to net
’ 6 salvage values — he doesn’t disagree with the comparative analysis or the calculation of
7 the estimates of cost of removal or the sample analysis undertaken by the Company. My
8 study contains schedules of comparative net salvage values and detailed estimates of
9 anticipated cost of removal percentages, along with the following narrative:
10 Having selected the average service lives, the next step was to assign net
11 salvage values to each account. Under the required accounting treatment, 1t
12 is necessary to determine the net salvage value with respect to an item of
13 property being retired. The calculation of depreciation rates also requires
14 the inclusion of net salvage values. Estimates of positive salvage values,
15 such as trade-in payments or discounts, or resale values on meters and
16 transportation equipment are fairly consistent. On the other hand,
17 determining the cost of removal is more challenging for assets being retired
18 as part of a replacement during a common project and, therefore, requiring
19 an allocation of costs.
20
21 There has been less consideration given to salvage values, particularly cost
22 of removal, until relatively recently. It is assumed that some 80 years ago
23 the original development of actuarial studies for uti