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BRENDA BURNS -
IN THE MATTER OF THE APPLICATION DOCKET NO. W-01445A-08-0440
OF ARIZONA WATER COMPANY, AN
ARIZONA CORPORATION, FOR A ARIZONA WATER COMPANY'S
DETERMINATION OF THE FAIR VALUE AMENDED APPLICATION FOR
OF ITS UTILITY PLANT AND AUTHORITY TO IMPLEMENT STEP-1
PROPERTY, AND FOR ADJUSTMENTS (PINEWOOD/RIMROCK) AND STEP-2
TO ITS RATES AND CHARGES FOR (SEDONA) OF THE ARSENIC COST
UTILITY SERVICE AND FOR CERTAIN | RECOVERY MECHANISM IN ITS VERDE
RELATED APPROVALS THEREON. VALLEY SYSTEM

Arizona Water Company ("the Company") files this amended application for
authority to implement certain surcharges for its Verde Valley system, which is part of its

Northern Group.
BACKGROUND

On August 25, 2010, the Commission issued Decision No. 71845 (the "Decision")
in a general rate proceeding for the Company's 18 water systems. In the Decision, the
Commission authorized full rate consolidation of the Pinewood and Rimrock water
systems into a single water system known as Verde Valley which, in turn, was partially
consolidated with the Sedona system by way of a single, consolidated, basic service
charge. Under this approach, the accounting records of the Sedona, Pinewood and
Rimrock systems were fully consolidated into the new Verde Valley system.
Additionally, the tariffs and billing records of the Pinewood and Rimrock systems were
fully consolidated.
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On May 27, 2011, the Commission entered Decision No. 72375 in this docket,
which authorized the Company to implement Step-1 of the arsenic cost recovery
mechanism ("ACRM") for the Sedona portion of the Verde Valley system. The Step-1
ACRM éuthorized a fixed/monthly minimum surcharge of $0.40 (5/8-inch meter) and a
volumetric/commodity surcharge of $0.0418 per 1,000 gallons. The Step-1 ACRM
surcharge included only capital-related costs incurred through August 2010 associated
with the Company's then-new Valley Vista arsenic treatment facility, which is located in
the Sedona portion of the Verde Valley system. The Step-1 ACRM did not include any
recoverable O&M expenses.

On June 22, 2012, the Company filed an application for authority to implement
Step-2 of the ACRM in its Verde Valley system, in compliance with the conditions
established in Decision No. 66400, dated October 14, 2003. The Company's June 22,

2012, application included the following arsenic-related capital and operating costs

actually incurred in the Sedona and Rimrock portions of the Verde Valley system:

Additional
Capital Costs

Location Incurred Since Net Increase /
Within Verde  Step-1 ACRM (Decrease) in
Facility Valley System Filing O&M Costs
Valley Vista Sedona $0 $38,487
Rainbow Sedona $249,061 $0
Existing facilities purchased from
lessor ( Wild Horse Mesa, Rancho
Rojo, Rimrock Well No. 1, Rimrock Sedona &
Well No. 3, Rimrock Well No. 4 Rimrock $224 545 $45,159
Rimrock Well No. 2 Rimrock $591,026 ($36,000)
Sedona Golf Resort Sedona $445,986 ($36,000)
Montezuma Well Nos. 2 & 3 Rimrock $703,043 ($36,000)
Broken Arrow Sedona $588,322 ($54,000)
Harmony Hills Sedona $1,183,437 $0
Total $3,985,420 ($78,354)
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Accordingly, in its June 22, 2012 application, the Company sought to apply the
Step-2 ACRM surcharge to all portions of the Verde Valley system (i.e. Sedona,
Pinewood and Rimrock). A benefit of this approach was to lessen the impact of arsenic-
related costs incurred in the Rimrock portion of the Verde Valley system on customers
located in Pinewood and Rimrock. In its June 22, 2012, application the Company
estimated that the average monthly bill for customers located in the Pinewood and
Rimrock portions of the Verde Valley system (based on 3,036 gallons used and a 5/8-
inch meter) would increase by $5.48, or 9.5%, from $57.63 to $63.11, and the Company
estimated that the average monthly bill for customers located in the Sedona portion of
the Verde Valley system (based on 8,751 gallons used and a 5/8-inch meter) would
increase by $4.72, or 11.9%, from $39.47 to $44.19 (See Schedule 10 of Attachment 3).
The approach taken by the Company in its June 22, 2012, application was similar to
that proposed by the Company in Docket No. 04-0650, and adopted by the Commission
in Decision No. 70702, dated January 20, 2009. In that instance, the Company filed, on
September 16, 2008, an amended application for authority to implement Step-2 of the
ACRM surcharge in its Casa Grande system and Step-1 of the ACRM surcharge in its
Stanfield system.! Although the Casa Grande and Stanfield systems were not yet
consolidated at that time, the Company proposed two alternatives (Alternatives B and
C), which limited the ACRM surcharge increase in the Stanfield system to 10.5% and
25.0%, respectively, by shifting a portion of the Stanfield system's ACRM revenue
requirement to the Casa Grande system for recovery. The Commission adopted the
Company's Alternative B in Decision No. 70702, thereby reducing the Step-1 ACRM
increase applicable to Stanfield.? The Company estimates that consolidating the Verde

Valley Step-2 ACRM surcharge, as proposed by the Company in its June 22, 2012,

' See Arizona Water Company's Application for Authority to Implement Arsenic Cost Recovery
Mechanisms, filed on August 19, 2008, and Arizona Water Company's Amendment to its Application for
Authority to Implement Arsenic Cost Recovery Mechanisms, filed on September 16, 2008, in Docket No.
04-0650.

% See Decision No. 70702, dated January 20, 2009, Finding of Fact No. 5 and p. 7, lines 15 — 18.
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application reduces the impact of the ACRM surcharge on customers located in
Pinewood and Rimrock by $3.10 per month, from $8.58 to $5.48.

On July 20, 2012, the Commission's Ultilities Division Staff ("Staff") filed a letter in
response to the Company's June 22, 2012, application in this docket requesting that the
Company file an amended application for authority to implement Step-2 of the ACRM in
its Verde Valley system. According to Staff, the Company's amended application
should limit the applicability of the Step-2 ACRM surcharge to the Sedona portion of the
Verde Valley system.

On August 1, 2012, the Company met with Staff to discuss, among other matters,
the Company's June 22, 2012 application and the responsive letter filed by Staff on July
20, 2012. During that meeting, the Company informed Staff that it had incurred
additional arsenic-related capital and operating costs in both the Sedona and Rimrock
portions of the Verde Valley system, as summarized in the table above. In response,
Staff requested during the August 1, 2012 meeting that the Company file an amended
application for authority to implement Step-2 of the ACRM in the Sedona portion of the
Verde Valley system for the purpose of recovering only those arsenic-related costs
attributable to Sedona. Additionally, Staff requested that the Company file an
application for authority to implement Step-1 of the ACRM in the Pinewood and Rimrock
portions of the Verde Valley system for the purpose of recovering those arsenic-related
costs attributable to Rimrock. This amended application for authority to implement
Step-1 of the ACRM in the Pinewood and Rimrock portions of the Verde Valley system
and Step-2 of the ACRM in the Sedona portion of the Verde Valley system satisfies
Staff's request, above. In addition, the Company has provided schedules supporting an
alternative, consolidated, Step-2 ACRM for the Verde Valley system consistent with that
proposed by the Company in its June 22, 2012 application. This alternative Step-2

ACRM is consistent with the guiding principles of rate consolidation in that it alleviates
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the impact of rate increases on customers located in Pinewood and Rimrock, at minimal

cost. The details of each component of this application are discussed below.

REQUEST FOR AUTHORITY TO IMPLEMENT STEP-1 OF THE ACRM IN THE
PINEWOOD AND RIMROCK PORTIONS OF THE VERDE VALLEY SYSTEM

This filing includes Step-1 of the ACRM surcharge for the Pinewood and Rimrock
portions of the Verde Valley system (See Attachment 1). As shown on Schedule 6 of
Attachment 1 hereto, the Company's Step-1 ACRM filing for the Pinewood and Rimrock
portions of the Verde Valley system supports a Step-1 ACRM fixed/monthly minimum
surcharge of $1.95 ($1.32 for capital costs and recurring O&M expenses and $0.63 for
deferred O&M expenses) and a volumetric/commodity surcharge of $0.7575 ($0.5134
for capital costs and recurring O&M expenses and $0.2441 for deferred O&M expenses)
per 1,000 gallons for the Pinewood and Rimrock portions of the Verde Valley system.
The Company estimates that the average monthly bill for customers located in the
Pinewood and Rimrock portions of the Verde Valley system (based on 3,036 gallons
used and a 5/8-inch meter) will increase by $8.58, or 14.9%, from $57.63 to $66.21
(See Schedule 10 of Attachment 1).

Pursuant to the Commission's guidelines in Decision No. 66400, the ACRM
surcharge will provide for the recovery of expenses related to media replacement or
regeneration costs, media replacement or regeneration service costs and waste media
or regeneration disposal costs. The Company's proposed Step-1 ACRM surcharge for
the Pinewood and Rimrock portions of the Verde Valley system includes both capital-
related costs associated with arsenic treatment facilities and deferred and ongoing

media-related expenses covering the twelve month period ending March 2012.
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REQUEST FOR AUTHORITY TO IMPLEMENT STEP-2 OF THE ACRM
IN THE SEDONA PORTION OF THE VERDE VALLEY SYSTEM

This filing also includes Step-2 of the ACRM surcharge for the Sedona portion of
the Verde Valley system (See Attachment 2). As shown on Schedule 6 of Attachment 2
hereto, the Company's Step-2 ACRM filing for the Sedona portion of the Verde Valley
system supports a Step-2 ACRM fixed/monthly minimum surcharge of $2.87 ($2.34 for
capital costs and recurring O&M expenses and $0.53 for deferred O&M expenses) and
a volumetric/commodity surcharge of $0.2737 ($0.2233 for capital costs and recurring
O&M expenses and $0.0504 for deferred O&M expenses) per 1,000 gallons for the
Sedona portion of the Verde Valley system. The Step-2 ACRM éurcharge replaces the
Step-1 ACRM surcharge currently in effect for the Sedona portion of the Verde Valley
system. The Company estimates that the average monthly bill for customers located in
the Sedona portion of the Verde Valley system (based on 8,751 gallons used and a 5/8-
inch meter) will increase by $4.50, or 11.4%, from $39.47 to $43.97 (See Schedule 10
of Attachment 2).

The Company's proposed Step-2 ACRM surcharge for the Sedona portion of the
Verde Valley system includes additional capital-related costs associated with arsenic
treatment facilities incurred since August 2010, when the Company filed its Step-1
ACRM surcharge, as well as deferred and ongoing media-related expenses covering

the twelve month period ending March 2012.

ALTERNATIVE CONSOLIDATED STEP-2 VERDE VALLEY ACRM

Consistent with the Company's approach in Docket W-01445A-04-0650,
discussed above, the Company is providing additional Schedules supporting an
alternative, consolidated, Step-2 Verde Valley ACRM (See Attachment 3). This
alternative proposal is identical to the Company's Step-2 Verde Valley ACRM
application filed on June 22, 2012. As discussed above, under this alternative the

Company estimates that the average monthly bill for customers located in the Pinewood
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and Rimrock portions of the Verde Valley system (based on 3,036 gallons used and a
5/8-inch meter) would increase by $5.48, or 9.5%, from $57.63 to $63.11, and the
Company estimates that the average monthly bill for customers located in the Sedona
portion of the Verde Valley system (based on 8,751 gallons used and a 5/8-inch meter)
would increase by $4.72, or 11.9%, from $39.47 to $44.19 (See Schedule 10 of
Attachment 3). The following graph illustrates the difference each scenario has on a
Verde Valley customer's average monthly bill:
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As shown in the above graph, the Company's alternative proposal reduces the impact of
the ACRM surcharge on customers located in Pinewood and Rimrock by $3.10 per
month, from $8.58 to $5.48, while minimizing the impact on customers located in
Sedona. This alternative proposal is consistent with the principles of rate consolidation
and the phased consolidation approach proposed by the Company in this docket, and

adopted by the Commission in Decision No. 71845.
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SUPPORTING MATERIAL

In support of this Step-1 ACRM application for the Pinewood and Rimrock
portions of the Verde Valley system and Step-2 ACRM application for the Sedona
portion of the Verde Valley system, the Company is including the schedules required by
Decision No. 66400 as Attachments 1 and 2, respectively, hereto. Additionally, the
Company is providing Attachment 3, which supports a consolidated Verde Valley ACRM
surcharge. The Company will provide Staff with electronic copies of all work papers and
supporting documents, including invoices. The Company representative responsible for
handling inquiries regarding this amended application is Joel Reiker, Vice President —
Rates & Revenues. Mr. Reiker can be contacted by telephone during normal business

hours at (602) 240-6860, or by email at jreiker@azwater.com.

CONCLUSION

This amended application for a Step-1 ACRM surcharge for the Pinewood and
Rimrock portions of the Verde Valley system and a Step-2 ACRM surcharge for the
Sedona portion of the Company's Verde Valley system or, in the alternative, a
consolidated Step-2 Verde Valley ACRM surcharge, complies with all of the
requirements of Decision No. 66400. As the Commission found, adopting the ACRM
mechanism "... properly balances the need for Arizona Water to remain financially
sound with the avoidance of significant rate shock to customers who are affected by the
arsenic requirements." (Decision No. 66400, page 20, lines 21-22). For these reasons,
the Company requests that the Step-1 ACRM surcharge for the Pinewood and Rimrock
portions of the Verde Valley system and the Step-2 ACRM surcharge for the Sedona

portion of the Verde Valley system or, in the alternative, a consolidated Step-2 Verde
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portion of the Verde Valley system or, in the alternative, a consolidated Step-2 Verde
Valley ACRM surcharge, be expedited and reviewed by the Staff and approved by the
Commission at the earliest possible time.

RESPECTFULLY SUBMITTED this 23rd day of August, 2012.

ARIZONA WATER COMPANY

By:f"/’ﬁﬁ”f ‘ Z?WA

Robert W. Geake

Vice President and General Counsel
ARIZONA WATER COMPANY

Post Office Box 29006

Phoenix, Arizona 85038-9006

An original and 13 copies of the foregoing were delivered this 23rd day of August, 2012,
to:

Docketing Supervisor

Docket Control

Arizona Corporation Commission
1200 West Washington

Phoenix, AZ 85007

A copy of the foregoing was mailed this 23rd day of August, 2012, to:

Lyn Farmer, Chief Administrative Law Judge
Hearing Division

Arizona Corporation Commission

1200 West Washington

Phoenix, AZ 85007

Janice Alward, Chief Counsel
Legal Division

Arizona Corporation Commission
1200 West Washington

Phoenix, AZ 85007

Steven M. Olea, Director

Utilities Division

Arizona Corporation Commission
1200 West Washington

Phoenix, AZ 85007

N:AACRMWCRMVSEDONA 2012 STEP-2\AMENDED APPLICATION_VV STEP-1_PW_RR_SD STEP-2_082312.00C 9
JMR:JRC | 8/23/12 10:56 AM




© 0 N O g A~ W N -

N N N N N N NN DN D @ @ o wm = om = o = ow
W ~N O O A W N =2 0 W N O O R W N - O

Brian Bozzo

Compliance & Enforcement Manager
Arizona Corporation Commission
1200 West Washington

Phoenix, AZ 85007

Lori Miller

Program & Project Specialist Il — Utilities Division
Arizona Corporation Commission

1200 West Washington

Phoenix, AZ 85007

Jodi Jerich, Director

Residential Utility Consumer Office
1110 W. Washington, Suite 220
Phoenix, AZ 85007

Nicholas J. Enoch

Jarrett J. Haskovec

LUBIN & ENOCH, PC

349 North Fourth Avenue

Phoenix, AZ 85003

Attorneys for the Int'l Brotherhood of Electrical Workers, Local 387

Michele Van Quathem

RYLEY, CARLOCK & APPLEWHITE
One North Central Avenue, Suite 1200
Phoenix, AZ 85004-4417

Attorneys for Abbot Laboratories

By: QM'%ZV
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