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Wes Van Cleve
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Michelle L. Wood, Esq.
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ARIZONA WATER COMPANY

Rebuttal Testimony of

Joseph D. Harris

Introduction and Purpose of Testimony

WHAT ARE YOUR NAME, EMPLOYER AND OCCUPATION?

My name is Joseph D. Harris. | am employed by Arizona Water Company (the
"Company") as Vice President and Treasurer.

ARE YOU THE SAME JOSEPH D. HARRIS THAT PREVIOUSLY PROVIDED
DIRECT TESTIMONY IN THIS MATTER?

Yes.

HAVE YOU REVIEWED THE DIRECT TESTIMONY CONCERNING RATE
DESIGN FILED BY THE OTHER PARTIES TO THIS PROCEEDING?

Yes. | have reviewed the testimony of each of the witnesses of the Arizona
Corporation Commission's ("Commission") Utilities Division Staff ("Staff"), the

Residential Utility Consumer Office ("RUCO"), and Abbott Laboratories, Inc.

WHAT IS THE PURPOSE AND EXTENT OF YOUR TESTIMONY?

The purpose of my rebuttal testimony is to respond to the direct testimony of
Staff withess Bentley Erdwurm and RUCO witness William Rigsby.

HOW IS YOUR TESTIMONY ORGANIZED?

My testimony is presented in two sections including the Introductory Section. In
Section I, | present the Company's response to Staff witness, Mr. Erdwurm,
specifically related to consolidation of the Ajo system with the Pinal Valley water
system and the Company's response to RUCO witness, Mr. Rigsby, concerning

consolidation of the White Tank water system with the Pinal Valley water system.
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ARE YOU SPONSORING ANY EXHIBITS WITH YOUR REBUTTAL
TESTIMONY?
No.

Rate Consolidation

Staff's proposal to consolidate Ajo into the Pinal Valley water system

WHAT ARE YOUR CONCERNS REGARDING STAFF'S PROPOSAL TO
FULLY CONSOLIDATE AJO INTO THE PINAL VALLEY WATER SYSTEM?
The Company is concerned about the conflicting price signal that wouid be sent
to the customers located in Ajo. Under Staff's proposed consolidation an Ajo
residential customer with a 5/8-inch meter would see a whopping 52.4 percent
decrease in the monthly bill. This type of sharp decrease in the cost of water
contradicts even Staff's own policies in designing rates which are outlined in Mr.
Erdwurm's direct testimony:

"... sending price signals that encourage the efficient use of water ...""
It seems unlikely that a 52.4 percent decrease in customers' water bills would
encourage the efficient use of water. Indeed it seems likely that this magnitude
of rate decrease would undermine the conservation principles contained within
the Commission's inverted tier rate design policy by sending customers the
wrong price signals.
SHOULD STAFF'S PROPOSAL TO CONSOLIDATE AJO INTO PINAL
VALLEY BE ADOPTED?
No. Staff's proposal would violate the policy of gradualism by sharply reducing
rates to one group of customers. Additionally, this sharp price reduction would
send conflicting signals to customers. If water conservation is encouraged by the

Commission's inverted tier rate design policy, Staff's proposed sharp decline in

! Direct testimony of Bentley Erdwurm, page 2, lines 19 - 24
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1 rates would instead undermine that policy by encouraging the inefficient use of
2 water.
3 White Tank Consolidation
4 Q. UNDER THE COMPANY'S PROPOSED RATE DESIGN, WHICH INCLUDES
5 CONSOLIDATION OF THE WHITE TANK WATER SYSTEM, ARE
6 RESIDENTIAL CUSTOMERS IN PINAL VALLEY PAYING MORE THAN THEIR
7 COST OF SERVICE?
8 ||A. No. As more fully described in Mr. Reiker's direct testimony, the Company
9 designed a consolidated rate structure that "protects residential customers
10 located in the Pinal Valley and White Tank water systems from paying any more
1 than the cost of providing service on a stand-alone (unconsolidated) basis."?
12 {{Q. ARE INTER-SYSTEM SUBSIDIES AN ISSUE WHEN DESIGNING
13 CONSOLIDATED RATES?
14 ||A Yes. One of the four policies considered by the Company in developing rates
15 was inter-system subsidies. The Company developed rates that hold residential
16 revenues at or below the cost of service, meaning that residents of one service
17 area will not subsidize the residents of another service area after their rates have
18 been consolidated.
19 ||Q IS THE AMOUNT OF INTER-SYSTEM SUBSIDIES THE MOST IMPORTANT
20 ISSUE IN RATE DESIGN?
21 ||A No. As discussed above the key policy in consolidating rates is to ensure that
22 residential customers are not paying more than the cost of service. Other policy
23 issues like gradualism, affordability and cost recovery are also crucial in
24 designing consolidated rates. When all of these factors are utilized to design
25 consolidated rates, as the Company did in its rate design, residential customers
26 are protected. RUCO raises issue with the amount of inter-system subsidy in
27
28 |1, Direct testimony of Mr. Joel Reiker, page 25, lines 7 - 9
UARATEGASEI2010 WESTERN GROUP AMENDEDRate DesigniHais Rate Design_Final)10112012doc 5
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consolidating White Tank into Pinal Valley but, in Decision No. 71845 the rates
approved by the Commission resulted in an inter-system subsidy that was 48%
higher when Miami was consolidated into the Superstition system. Yet, the rates
that went into effect resulted in residential customers paying at or below their
cost of service.

RUCO ARGUES THAT THE COMPANY'S CONSOLIDATION PROPOSAL
WOULD SEND THE WRONG PRICE SIGNAL TO CUSTOMERS IN THE
WHITE TANK WATER SYSTEM BECAUSE THE MONTHLY BILL WOULD
DECREASE FOR CUSTOMERS USING 9,000 GALLONS OF WATER. DO
YOU AGREE?

No. The decrease described in RUCO's testimony is $0.32 for a residential
customer using 9,100 gallons per month, which is less than a 1 percent drop in
the monthly cost of water for that customer. It seems unlikely that this small
decline in the monthly cost of water would have much, if any, effect on customer
use.

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes.

UNRATECASE2010 WESTERN GROUP AMENDED\Rate Design\Harris_Rate Design_Final)10112012.doc 6
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ARIZONA WATER COMPANY

Rebuttal Testimony of
Joel M. Reiker

Introduction
PLEASE STATE YOUR NAME, EMPLOYER, AND TITLE.
My name is Joel M. Reiker. | am employed by Arizona Water Company (the
"Company") as Manager of Rates and Regulatory Accounting.
ARE YOU THE SAME JOEL M. REIKER THAT PREVIOUSLY PROVIDED
DIRECT TESTIMONY DATED MAY 9, 2011, AND REBUTTAL TESTIMONY
DATED JANUARY 6, 2012, CONCERNING THE REVENUE REQUIREMENT IN
THIS PROCEEDING?
Yes.
HAVE YOU REVIEWED THE RATE DESIGN DIRECT TESTIMONY FILED BY
THE OTHER PARTIES TO THIS PROCEEDING?
Yes, | have reviewed the rate design testimony of each of the withesses of the
Arizona Corporation Commission's ("Commission") Utilities Division Staff ("Staff")
and the Residential Utility Consumer Office ("RUCQ").
WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?
The purpose of this portion of my rebuttal testimony is to present the proposed
rates which generate the updated revenue requirement presented in my rebuttal
testimony filed on January 6, 2012, as well as the Company's updated cost of
service study ("COSS"). | also respond to the direct testimony of Staff witness
Bentley Erdwurm and RUCO witness Rodney L. Moore concerning rate design.
HOW IS YOUR TESTIMONY ORGANIZED?
My testimony is presented in three sections, including this Introductory Section I.

In Section Il, | present the Company's updated cost of service study and
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proposed rate design. In Section Ill, | respond to Staff's and RUCQO's proposed
rate designs.

Updated Cost of Service Study and Proposed Rate Design

DID THE COMPANY UPDATE ITS COSS IN THIS PHASE OF THE

PROCEEDING?

Yes. The Company's updated COSS is shown in Rebuttal Exhibit JMR-RD3,’
Schedules G-1 Rebuttal through G-7 Rebuttal. The updated COSS reflects the
Company's updated adjusted test year operating results and resulting revenue
requirement.

HAVE YOU MADE ANY OTHER CHANGES TO THE COSS?

Yes. Minor changes were made to the functional allocation of Administrative &
General expenses, shown on Schedule G-7 Rebuttal, to reflect the actual 2010
mix of costs that were charged to this category of expense. For practical
purposes, this update has little-to-no effect on the resuilts of the COSS.

HAVE THE OVERALL RESULTS OF THE COMPANY'S COSS CHANGED
FROM THOSE REFLECTED IN THE COMPANY'S APPLICATION?

No. As shown on line 25 of Schedule G-1 Rebuttal (Exhibit JMR-RD3), the rate
of return at present rates for each of the customer classes is comparable to that
reported on Schedule G-1 of the Company's amended application. Additionally,
as shown on line 36 of Schedule G-1 Rebuttal (Exhibit JMR-RD3), the required
increase in gross revenues for the industrial class remains negative, indicating
that present rate revenues from this class are, on average, greater than the cost

of service allocated to it.

! Rebuttal Exhibits JMR-RB1 and JMR-RB2 were attached to the rebuttal revenue requirement testimony previously
filed on January 6, 2012.
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IS THE COMPANY TAKING THE SAME APPROACH TO RATE DESIGN AS IT
DID IN ITS ORIGINAL APPLICATION?

Yes, it is. The Company's proposed rates shown on Schedule H-3 Rebuttal
incorporate the same principles discussed in Section VIl of my direct testimony.

Staff's and RUCO's Proposed Rate Designs

Response to the Direct Testimony of Staff Witness Bentley Erdwurm

Full Rate Consolidation

DOES THE COMPANY AGREE WITH STAFF'S RECOMMENDATION TO

FULLY CONSOLIDATE THE WESTERN GROUP AT THIS TIME?
No. Company witness Mr. Harris addresses the issue of rate consolidation in his
rebuttal testimony.

Industrial Class Rate Increase
DO YOU HAVE ANY COMMENT ON STAFF'S METHOD OF ALLOCATING
REVENUES TO THE VARIOUS CUSTOMER CLASSES VERSUS THE

COMPANY'S APPROACH?

Yes. With the exception of residential customers using 5/8-inch meters sizes,
and industrial and sales for resale customers using meter sizes 6-inches and
larger, Staff applied the same rates across all customer classes in the Western
Group. The result of Staff's application is a 38% increase in the level of revenues
collected from industrial customers versus increases of approximately 24% and
10% for commercial and residential customers, respectively. As stated above, as
well as in Section VIl of my direct testimony, the Company's COSS shows the
required increase in gross revenues for the industrial class is negative, indicating
that present rate revenues from this class are, on average, greater than the cost
of service allocated to it. Staff has not addressed the Company's COSS, nor
have they conducted their own COSS that | am aware of. Consequently, Staff's
rate design allocates the largest revenue increase to the customer class that is

not only currently paying the highest rates relative to cost but is, coincidentally,
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1 also the most price-sensitive. In contrast, the Company's rate design allocates a
2 minimal revenue increase to the industrial class. Although the Company agrees
3 with Staff's application of a flat commodity rate to large industrial customers, the
4 Company's approach is, overall, more reasonable in that it does not unduly
5 burden a particular class and more closely follows cost of service principles.
6 Allocation of Revenues between Fixed Charges & Commodity Rates
7 ||Q. DID STAFF ADOPT THE COMPANY'S PROPOSAL TO ALLOCATE 50% OF
8 THE WESTERN GROUP'S REVENUE REQUIREMENT TO THE FIXED BASIC
9 SERVICE CHARGE?
10 ||A No. According to page 5 (lines 10 — 13) of Mr. Erdwurm's direct testimony,
11 Staff's proposed rate design allocates 40.5% of revenues over all classes of
12 service to the fixed basic service charge. Staff's rate design does the opposite of
13 what the Company's proposal achieves, in that it decreases the proportion of
14 revenues, and consequently fixed costs, collected via the fixed basic service
15 charge compared to test year billed revenues.
16 || Q HOW DOES THE COMPANY RESPOND TO STAFF'S PROPOSAL?
17 ||A The Commission should be seriously concerned about Staff's proposal to shift
18 fixed costs to the commodity rate thereby increasing revenue volatility and
19 uncertainty, especially at a time when the Company is faced with the urgent need
20 to fund much-needed infrastructure replacement programs, particularly in light of
21 Staff recommending that the Commission not approve the Company's proposed
22 Distribution System Improvement Charge ("DSIC").
23 To help mitigate the likelihood of revenue volatility and uncertainty
24 associated with increasing-block rates, the Company proposed that the
‘ 25 Commission apply the same rate design policy it authorized for Global Water
26 Utilities in Decision No. 71878, dated September 14, 2010, which adopted a fixed
27 basic service charge designed to recover 50 percent of the utility's revenue
28 requirement.
| UARATECASEZ010 WESTERN GROUP AMENDEDIRATE DesigniRelker Rebutal Rto Design FINAL_11 Jan 2012.doc 6




1 Staff's Alternative Rate Design Proposal
2 |Q. DO YOU HAVE ANY COMMENT ON STAFF'S ALTERNATIVE RATE DESIGN
3 PROPOSAL?
4 ||A Yes. According to Schedule DBE-1B of Mr. Erdwurm's direct testimony, Staff's
5 alternative rate design applies a discounted "Tier-1" commodity rate for the first
6 3,000 gallons sold to all customers using 5/8-inch meters regardless of customer
7 class, whereas Staff's primary rate design proposal shown in Schedule DBE-1A
8 applies this first discounted tier to residential customers only, consistent with the
9 Company proposed rate design. Staff's testimony does not address this
10 apparent discrepancy between its primary and alternative rate designs, indicating
1 that it may be inadvertent. In any case, the Company does not believe it is
12 appropriate or necessary to provide such a discounted "lifeline" rate to
13 commercial and industrial customers.
14 Staff's Proposed Miscellaneous Service Charges
15 || Q DOES THE COMPANY ACCEPT STAFF'S PROPOSED MISCELLANEOUS
16 SERVICE CHARGES, INCLUDING SERVICE LINE AND METER
17 INSTALLATION CHARGES?
18 ||A Yes. The Company accepts Staff's proposed changes to the Company's service
19 charges, including Staff's proposed service line and meter installation charges.
20 Declining Usage Rate Design/Normalization of Billing Determinants
21 ||Q. WHAT IS STAFF'S RECOMMENDATION REGARDING THE COMPANY'S
22 PROPOSAL TO USE ADJUSTED BILLING DETERMINANTS TO DESIGN
23 RATES IN ORDER TO ACCOUNT FOR DECLINING USAGE?
24 |(A Mr. Erdwurm responds to the Company's proposal on pages 6 (lines 1 — 26)
25 through 9 (lines 1 — 9) of his direct testimony. He testifies that adjustments to
26 test year billing determinants must be known and measurable, and that the
27 usage study upon which the Company based its adjustments (Exhibit JMR-5 of
28 my direct testimony) cannot be relied upon because the results are not robust.
UARATECASE\Z010 WESTERN GROUP AMENDEDIRATE DesigniRelker Rebutal Rate Design FINAL_11 Jan 2012 do 7




1]|Q. HAS THE COMPANY PRESENTED EVIDENCE OF A POST-TEST YEAR
2 DECLINE IN CUSTOMER USAGE THAT IS CONSISTENT WITH STAFF'S
3 INTERPRETATION OF THE KNOWN AND MEASURABLE STANDARD?

4 [|A Yes. In my rebuttal revenue requirement testimony filed on January 6, 2012, |
5 provided evidence in support of the Company's Rebuttal Income Statement
6 Adjustment 1S-5, shown on page 5 of the Appendix to Schedule C-2 Rebuttal
7 (attached to that testimony as Rebuttal Exhibit JMR-RB1). Rebuttal Income
8 Statement Adjustment 1S-5 reduces industrial revenues in the Pinal Valley water
9 system by $27,962 to reflect a known and measurable net reduction in sales to
10 industrial customers. As | explained in Section V of my rebuttal revenue
1 requirement testimony, the majority of this Post-Test Year reduction is the result
12 of reduced sales to the Company's second largest industrial (as well as overall)
13 customer, Frito-Lay. Frito-Lay already reduced the amount of water it purchases
14 from the Company by an average of 10.7% per year since 2007, representing a
15 total reduction of 57.5 million gallons. According to an October 14, 2011 article
16 appearing in The Arizona Republic (attached to my January 6, 2012 rebuttal
17 revenue requirement testimony as Exhibit JMR-RB2), Frito-Lay’'s Casa Grande
18 facility currently recycles 75% of the water used in the washing process and the
19 facility is currently researching ways to further reduce water usage to keep
20 production costs down as water rates increase. Further, according to page 4
21 (lines 9 — 26) of the direct testimony of Abbott Laboratories ("Abbott") witness
22 Mr. Chasse, Abbott, the Company's largest industrial (as well as overall)
23 customer, has significant financial and environmental incentives to reduce the
24 amount of water it purchases and uses. Based on this additional evidence
25 showing a known and measurable decline in industrial sales, as well as Staff's
26

27
28
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acceptance of these types of adjustments in other proceedings,? the Commission
should adopt the Company's Rebuttal Income Statement Adjustment IS-5.

Q. HAS THE COMPANY PROVIDED OTHER EVIDENCE OF KNOWN AND
MEASURABLE DECLINES IN CUSTOMER USAGE?

A Yes. In Exhibit JMR-5 of my direct testimony mentioned above, | presented the
results of a multiple regression analysis of monthly residential and commercial
usage from January 2001 through December 2010. The results of this analysis
were used to adjust the billing determinants used to develop the Company's
proposed residential and commercial rates.

Q. WHAT IS STAFF'S CRITIQUE OF THE USAGE STUDY THE COMPANY
RELIED UPON TO ADJUST RESIDENTIAL AND COMMERCIAL BILLING
DETERMINANTS?

A. Mr. Erdwurm, on page 6 (lines 6 — 18) of his direct testimony, testifies that the

exponential trend analysis attached as Exhibit JMR-5 to my direct testimony
produces results that are not robust. Specifically, Mr. Erdwurm states that many
of the declining usage estimates are not statistically significant when estimated
over the more recent five-year period covered in the study, 2006 - 2010.

Q. DO MR. ERDWURM'S TESTIMONY AND FINDINGS PERSUADE YOU THAT
CUSTOMER USAGE WILL NOT DECLINE DURING THE PERIOD IN WHICH
NEW RATES WILL BE IN EFFECT?

A. No. Given the consistency of the findings in Exhibit JMR-5 of my direct testimony
with those of other studies, as well as the conclusions drawn by experts who
performed those studies, | remain convinced that the existing evidence
demonstrates that not only is there a known pattern of decline in water usage,

but that pattern of decline will continue.

2 Surrebuttal testimony of Staff withess Gerald Becker in Docket No. 10-0448. pp. 9 —10.

UARATECASE\2010 WESTERN GROUP AMENDEDRATE Design\Reiker Rebuttal Rate Design FINAL_11 Jan 2012.doc 9
JDH: HAC: JRC: LAR 1/12/2012 2:29 PM




11/Q. WHAT OTHER STUDIES ARE YOU REFERRING TO?
2 ||A Most notably, | am referring to a 2010 project sponsored by the Water Research
3 Foundation and the U.S. Environmental Protection Agency ("WRF-EPA Study")
4 for the purpose of investigating declining trends in household water usage,
5 drawing conclusions on the magnitude and causes of declining usage, and
6 providing a tool for projecting such usage.3 Another study of customer usage
7 found a decrease in residential usage between 2001 and 2010 across several
8 states, with the reporting authors agreeing with the conclusions of the WRF-EPA
9 Study. 4
10 |{Q WHAT ARE THE FINDINGS OF THE WRF-EPA STUDY?
11 ||A The WRF-EPA Study found a decline in annual residential usage at the national
12 level of 0.44% per year since 1975. The decline was also pervasive at the
13 regional level. Additionally, and more importantly for purposes of this
14 proceeding, the WRF-EPA Study examined various factors at the local-level to
15 assess the causes of the decline in residential usage, and concluded that
16 decreasing household size and the penetration of water-conserving appliances
17 were the primary factors. Citing new federal regulations governing water-
18 conserving appliances and fixtures, the study concluded that residential water
19 usage will continue to decline as newer homes make up a larger component of
20 the housing stock and more efficient appliances and fixtures penetrate the
21 market. According to the WRF-EPA study:
22
23 Another factor that will continue to lower residential water
24 usage is the recently approved higher water-efficiency
25 standards for washing machines and dishwashers. Under
26 the new legislation, new home dishwashers manufactured
27
8 e e o o vt Comoriten otow, et & 210 po- o
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1 beginning in 2010 will be prohibited from using more than

2 4.5 or 6.5 gallons of water per cycle, depending on machine

3 size. Beginning in 2011 all new home clothes washers will

4 use at least 9.5 gallons per cycle per cubic foot that the

5 clothes washer uses. °

6 The authors of the WRF-EPA study reached these conclusions in conjunction

7 with a study of usage patterns over a period of approximately 30 years,

8 compared to Exhibit JMR-5 of my direct testimony which examined usage over a

9 10-year period.
10 Based on the results of the WRF-EPA study showing that clothes washers
1" represent approximately 21% of household indoor water consumption,® and an
12 analysis of the new federal guideline estimating a decrease in the average
13 number of gallons per load of 35%,” one can expect a 7.35% decline in indoor
14 water usage in many households.
15 || Q SHOULD THE COMMISSION RELY ON THE FINDINGS OF DECLINING
16 USAGE STUDIES AND THE CONCLUSIONS REPORTED IN THE WRF-EPA
17 STUDY AS EVIDENCE OF A KNOWN AND MEASURABLE CHANGE?
18 [|A Yes. The Commission should interpret the known and measurable standard as
19 evidence that a known and documented pattern of declining usage exists and
20 that a decline in customer usage can reasonably be anticipated to continue
21 during the period new rates are in effect. Accordingly, the Company's proposed
22 rate design continues to incorporate its proposed adjustment to billing
23 determinants.
24
25
26
27
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1 Response to the Direct Testimony of RUCO Witness Rodney L. Moore

2 Rate Consolidation

3|/Q. DIDRUCO ADOPT THE COMPANY'S PROPOSED RATE CONSOLIDATION?

4 ||A. No. As stated above, Company witness Mr. Harris addresses rate consolidation

5 in his rebuttal testimony.

6 Industrial Class Rate Increase

7 ||Q. DO YOU HAVE ANY COMMENT ON RUCO'S METHOD OF ALLOCATING

8 REVENUES TO THE VARIOUS CUSTOMER CLASSES VERSUS THE

9 COMPANY'S APPROACH?
10 {[A Yes. RUCO's rate design, to some extent, recognizes the disparity between
1 current revenues produced by the various customer classes and the cost to
12 serve each of those classes. In particular, RUCO's rate design recognizes that
13 present rate revenues generated by the industrial class are, on average,
14 somewhat greater than the cost of service allocated to it. However, RUCO's
15 proposed rate design nonetheless allocates the largest revenue increase to the
16 industrial class. As stated above, the Company's rate design approach is,
17 overall, more reasonable in that it does not unduly burden a particular customer
18 class and more closely follows longstanding cost of service principles.
19 Other Rate Design Items
20 ||Q ARE THERE ANY OTHER ITEMS YOU WOULD LIKE TO ADDRESS
21 REGARDING RUCO'S PROPOSED RATE DESIGN?
22 ||A Yes. According to Schedule RD-1 of Mr. Moore's direct testimony, RUCO does
23 not propose any rates for meter sizes not currently installed for any of the
24 Company's customers. Even though the Company may not currently have
25 customers served by certain meter sizes, it is important for the Company's tariffs
26 to include these sizes in the event the Company determines that one these
27 currently-unused meter sizes is appropriate for a given application.
28
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Q. DOES THAT CONCLUDE YOUR RATE DESIGN REBUTTAL TESTIMONY?
A. Yes.
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