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COMPANY, AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE CURRENT

FAIR VALUE OF ITS UTILITY PLANT Verrado Community Association,
AND PROPERTY AND FOR INCREASES | Inc.’s Final Closing Brief

INITS RATES AND CHARGES BASED
THEREON FOR UTILITY SERVICE BY
ITS ANTHEM/AGUA FRIA
WASTEWATER DISTRICT, SUN CITY
WASTEWATER DISTRICT, AND SUN
CITY WEST WASTEWATER DISTRICT

Verrado Community Association, Inc. (“Verrado”), through its undersigned counsel,
submits the following Final Closing Brief requesting that the Commission reject the proposed
deconsolidation of Arizona-American Water Company’s (“Arizona-American” or “Company”)
Anthem/Agua Fria Wastewater District. The purpose of this Final Closing Brief is to respond to

certain portions of the other parties’ initial briefs. Verrado stands by the argument and evidence

mission

s Pt

cited in its Initial Closing Brief, none of which is changed by the parties’ initial closing briefs.
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L. VERRADOQO’S RESPONSE TO RUCO
1. RUCQO?’s Prior Position on Consolidation in this Case

To support its position that the Anthem/Agua Fria Wastewater District should be
deconsolidated in its Opening Brief, on pages 2 through 3, RUCO references findings in
Decision No. 72047 regarding its prior position in this case, but does not include a reference to
the more detailed testimony its Director provided earlier in this case regarding full consolidation
proposals for Arizona-American Water Company’s districts. This testimony should be
examined too because it is helpful to understanding RUCO’s position.

In her May 3, 2010, direct testimony on rate consolidation, RUCO Director Jerich
testified that RUCO opposed consolidation of all Arizona-American districts in this case
primarily because of the potential legal issue raised by consolidating rates for several districts
using two different test years, and the potential legal issue presented by the mathematically
impossible but still-binding “revenue neutrality” requirement in a prior Commission decision.’
Those two case-specific legal issues are not a problem here — the districts are already
consolidated. RUCO also had concerns about ratepayer feelings about consolidation earlier in
this case?, but the circumstances cited earlier in this case were quite different than the current
circumstances where ratepayers have been very involved with comments on both sides of the
deconsolidation issue.  Importantly, Ms. Jerich testified regarding the proposed full
consolidation that a favorable consolidation proposal is one “that has the least detrimental effect
to the systems that are picking up costs for other systems at the initial stage of consolidation.
Over time, rates are stabilized and increases are minimized by spreading the costs of all
systems...””® In this present proceeding, because the systems are already consolidated, there is

no concern about the differences in cost at the initial stage of consolidation, but the continued

! See RUCO’s Notice of Filing Direct Testimony, docketed May 3, 2010 in W-01303A-09-0343/SW-01303A-09-
0343, pp.8-12.

2 Id. at 13.

> Id at19.
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consolidation of the Anthem/Agua Fria Wastewater District will promote rate stabilization for
all customers over time.*

Deconsolidation now may result in RUCO expressing some of the same concerns RUCO
expressed earlier in this same case when a full consolidation proposal is presented. The
Commission should at a minimum wait to hear all consolidation or deconsolidation proposals in
a future case so that all customers are treated fairly.

2. Mr. Rigsby’s Direct Testimony

In support of its position in this follow-up proceeding, RUCO also states that “[i]t is
critical to RUCO’s analysis of the question presented to the Commission [] that Anthem and
Agua Fria have absolutely no shared infrastructure, the communities are located several miles
away from one another and there is no evidence in the record to explain why the two wastewater
systems were consolidated in the first place.” RUCO’s testimony at the hearing on this issue
indicated an early misunderstanding of the physical layout of the Anthem/Agua Fria Wastewater
District, however. RUCQO’s primary witness for this compliance proceeding, Mr. Rigsby,
admitted he did not understand at the time he drafted his Direct Testimony that the Agua Fria
portion of the Anthem/Agua Fria Wastewater District included three physically separate
wastewater infrastructure systems.® There are four physically separate wastewater service
infrastructure systems within the current Anthem/Agua Fria Wastewater District.” The four
separate systems serve the communities of Anthem, Verrado, Russell Ranch, and a portion

referred to as the northeast Agua Fria area that includes Corte Bella.! These communities are all

* See Exhibit V-2, pp. 7-8.

3 RUCQ’s Opening Brief, docketed January 17, 2012, pp. 3-4. RUCO is incorrect that there is no evidence in the
record regarding why the Anthem/Agua Fria Wastewater District systems were consolidated in the first place.
Ms. Murrey testified regarding the creation of the district and its continuation as a consolidated district through
a number of CC&N decisions and rate cases. See Ex. A-1, pp. 3-4; Tr.I at 97:19-98:3. At a minimum, there is
evidence in the record that Arizona-American proposed consolidated rates a number of times and they were
approved repeatedly without controversy.

¢ See Exhibit RUCO 1, p.5; Tr.IV at 501:6-503:4.

" Tr.Iat 108:5-17.

Y1d.
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miles from each other — Anthem is adjacent to northern Phoenix, Corte Bella is located west of
Anthem near the City of Surprise; Verrado is to the southwest in the Town of Buckeye; and
Russell Ranch is near the City of Litchfield Park.® Heavy reliance by RUCO on the physical
separation and cost of service differences between only one of four separate systems is arbitrary.

This sort of position also ignores the substantial rate component connections that exist between

the districts due to their substantial shared costs,' and the nearly identical wastewater collection
and treatment services provided to customers in the same urban area.

Further, if the Commission adopts RUCQO’s position on deconsolidation in this case and
applies it consistently, such a position will lead to continuing deconsolidation of water systems,

causing the “Domino Effect” discussed in Verrado’s Initial Closing Brief on pages 7 and 8.

II. VERRADO’S RESPONSE TO ANTHEM
1. “Quid-pro-quo” is an Inappropriate Standard

Anthem’s primary reason for demanding deconsolidation in this case is as “quid-pro-
quo” for accepting what it felt was an unfair rate increase attributable to infrastructure refund
payments made by Arizona-American to Anthem’s developer."” Anthem argues in effect that it
agreed to the last-minute settlement agreement described in Verrado’s Initial Closing Brief (see
page 4) only because it thought it could push off a significant amount of the rate increase to
Agua Fria wastewater customers who were not represented at these last-minute settlement
discussions. Agua Fria residents certainly did not agree to such “quid-pro-quo.” And the
Commission did not agree to deconsolidate the district in the prior Decision either, despite
Anthem’s assertion otherwise on the first page of Anthem’s Initial Post Hearing Brief. The
Commission did not have in front of it the information necessary to determine whether the

resulting rates for the proposed deconsolidated systems would be just and reasonable.

? See Ex. S-3.
10 See Tr.II at 196:22-198:1.
1 See Anthem Initial Post Hearing Brief docketed January 18, 2012, p. 4.

4.
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Now that the Commission has evidence regarding the rate changes that will result from
the proposed deconsolidation, it is clear the proposed rates, even with Anthem’s revenue phase-
in proposal, are not just and reasonable for Agua Fria customers for all those reasons cited by
Verrado in its Initial Closing Brief.

“Quid-pro-quo” is an inappropriate standard. In this rate case, the Commission is
charged with determining if the charges proposed by Arizona-American in a deconsolidated
scenario are “just and reasonable.” Ariz. Const. Art. 15, § 12; A.R.S. § 40-361. For all the
reasons cited in Verrado’s Initial Closing Brief, the Commission should deny the request for rate
deconsolidation in this proceeding.

DATED this 7th day of February, 2012.

RYLEY CARLOCK & APPLEWHITE
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