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EXECUTIVE SUMMARY
MORENCI WATER & ELECTRIC COMPANY
DOCKET NOS. E-01049A-11-0300 AND W-01049A-11-0311

Staff will respond to the Company’s Rebuttal Testimony regarding the interest rate on
customer deposits, the Renewable Energy Standard Tariff (“REST”), the Energy Efficiency
Surcharge (“EES”), and the proposed separate surcharge to resolve the current approximately
$300,000 under-collection for fuel and purchased power costs.
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INTRODUCTION

Q. Please state your name, occupation, and business address.

A. My name is Julie McNeely-Kirwan. I am a Public Utilities Analyst IV employed by the
Arizona Corporation Commission (“ACC” or “Commission™) in the Utilities Division
(“Staff”). My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

| Q. Have you previously submitted testimony in this proceeding?

A. Yes. I submitted Direct Testimony in this proceeding concerning the following topics:
base cost of purchased power, the Energy Efficiency adjustor mechanism, the Renewable
Energy adjustor mechanism, Rate Design, Other Rates and Charges, Line Extension and
Service Line and Meter Advance Policies, Rules and Regulations, the Purchased Power
and Fuel Adjustment Clause (“PPFAC”), and the Plan of Administration for Morenci
Water and Electric (“Morenci” or “the Company”).

SCOPE OF TESTIMONY

Q. What will you address in your Surrebuttal Testimony?

A. Staff will respond to the Company’s Rebuttal Testimony regarding the interest rate on

customer deposits, the Renewable Energy Standard Tariff (“REST”), the Energy
Efficiency Surcharge (“EES”), implementation of the PPFAC and the proposed separate
surcharge to resolve the current approximately $300,000 under-collection for fuel and

purchased power costs.
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INTEREST RATE ON CUSTOMER DEPOSITS

Q.

Does Staff agree that the interest rate on customer deposits should be decreased from
6 percent to 2 percent for the Company’s electric customers?

Yes. Staff has discussed this issue with the Company and concluded that it would be
reasonable to decrease the interest rate on deposits for this case. Accordingly, Staff
recommends that the interest rate on customer deposits for the electric utility be set at 2

percent for this case.

Do the Commission’s regulations governing electric utilities allow it to approve an
interest rate other than 6 percent?

Yes. R14-2-203 B(3) does not set a specific interest rate for customer deposits on electric
service. The language of the rule states that “[d]eposits shall be interest bearing; the
interest rate and method of calculation shall be filed with and approved by the

Commission in a tariff proceeding.”

RENEWABLE ENERGY AND ENERGY EFFICIENCY ADJUSTOR MECHANISMS

Q.

Will the rate and caps (if any) for the REST and EES remain as they are until the
Commission approves any changes?

Yes. The existing EES would remain as approved by the Commission until the
Commission approves changes. The existing REST surcharge rate and caps would also

remain as approved by the Commission until the Commission approves changes.

Will the adjustor mechanisms operate in the same manner as the tariffs are currently
operating, subject to future changes in subsequent proceedings?
Yes. The adjustor mechanisms would operate in the same manner as the existing tariffs

until further order of the Commission.
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IMPLEMENTATION OF THE NEW PPFAC RATE

Q.
A.

Please discuss the implementation of the new PPFAC rate.

The initial PPFAC rate should be set within the rate case and take effect at the same time
as the other new rates set by the Commission. The initial PPFAC rate should be based on
updated information provided by the Company at the hearing, so the Commission can
include the new rate in its Decision. This new PPFAC rate will replace the negative

$0.03449 adjustor rate currently in place.

RECOVERY OF CURRENT UNDER-COLLECTED BALANCE

Q.

Please discuss recovery of Morenci’s current, approximately $300,000, under-
collected balance for fuel and purchased power costs.

The current under-collected balance should be frozen and recovered through a surcharge
separate from that created for the new PPFAC mechanism. This rate should be based on
updated information provided by the Company at the hearing, so the Commission can
include the surcharge rate in its Decision. The surcharge would take effect at the same
time as the other new rates set by the Commission. To distinguish this surcharge from the

new PPFAC rate, Staff will refer it as the “Frozen Balance Surcharge” or “FB Surcharge.”

Over what approximate period should the frozen under-collected balance be
recovered and how long should it be in place?

Staff recommends that the FB Surcharge should be calculated to recover the frozen
balance over approximately 24 months. Once the frozen, under-collected balance

decreases to zero, the FB Surcharge should cease to exist.
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SUMMARY OF RECOMMENDATIONS

. Staff recommends that the interest rate on electric utility customer deposits be
reduced from 6 percent to 2 percent.

. Staff recommends that the EE and REST tariffs become adjustor mechanisms and
that the rates should remain as approved by the Commission.

. Staff recommends that the initial PPFAC rate be set within this rate case Decision
and take effect at the same time as the other new rates set by the Commission. The
initial PPFAC rate should be based on updated information provided by the
Company at the hearing, so the Commission can include it in the Decision. This
new PPFAC rate would replace the negative $0.03449 adjustor rate currently in
place.

o Staff recommends that the current under-collected balance should be frozen and
recovered through a surcharge separate from that created for the new PPFAC
mechanism. This rate should be based on updated information provided by the
Company at the hearing so the Commission can include the surcharge rate in its
Decision. The surcharge would take effect at the same time as the other new rates
set by the Commission.

. Staff recommends that the FB Surcharge should be calculated in order to recover
the frozen balance over approximately 24 months. Once the frozen, under-

collected balance decreases to zero, the FB Surcharge should cease to exist.

Q. Does this conclude your Surrebuttal Testimony?

A. Yes, it does.
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EXECUTIVE SUMMARY
MORENCI WATER AND ELECTRIC COMPANY
DOCKET NOS. E-01049A-11-0300 AND W-01049A-11-0311

Morenci Water and Electric Company (“MWE” or “the Company”) has agreed to
implement three BMPs in accordance with the tariffs available on the Commission’s website.
MWE does not believe it should be required to implement two (2) more BMPs for a total of five
BMPs as Staff recommends because of “significant additional expense”. Staff believes there are
additional BMPs that the Company can select that should not result in significant additional
expense to implement.

Staff continues to recommend that MWE be required to file with Docket Control, as a
compliance item in this docket, within 90 days of the effective date of this Decision, at least five
Best Management Practices (“BMPs”) in the form of tariffs that substantially conform to the
templates created by Staff for the Commission’s review and consideration.
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INTRODUCTION

Q. Please state your name, occupation, and business address.

A. My name is Jian W. Liu. My job title is Water/Wastewater Engineer. My place of
employment is the Arizona Corporation Commission (“Commission”), Utilities Division

(“Staff), 1200 West Washington Street, Phoenix, Arizona 85007.

Q. Are you the same Jian W. Liu who filed Direct Testimony in this case?

A. Yes, I am.

Q. What is the purpose of your Surrebuttal Testimony in this proceeding?

A. The purpose of my Surrebuttal Testimony in this proceeding is to respond, on behalf of
Staff, to Morenci Water and Electric Company’s (“MWE” or “the Company”) Rebuttal
Testimony received on September 24, 2012, regarding Best Management Practices
(“BMPs”). The Company has agreed to implement three BMPs in accordance with the

tariffs available on the Commission’s website:

BMP 3.6. - Customer High-Use Water Use Inquiry Resolution Tariff.
BMP 3.7. - Customer High-Use Water Use Notification Tariff.

BMP 5.2. - Water System Tampering Tariff.

MWE does not believe it should be required to implement two (2) more BMPs for a total
of five BMPs as Staff recommends in its direct testimony because of “significant

additional expense”.
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Q. Are there additional BMPs that the Company can select that should not result in
significant additional expense?

A. Yes. The Public Education Program Tariff and several of the Category 1: Public
Awareness/Public Education BMPs would qualify. One or more of the Category 4:
Physical System Evaluation and Improvement Tariffs may also prove to be cost effective
because the Company probably already has program(s) in place that match these BMPs.
For example, most companies already have a meter repair and/or replacement program in
place that is similar to that described in the BMP 4.2 Tariff and is related to A.A.C R14-2-
408.E.

Staff believes that the Company should be able to select from these BMP Tariffs two that

will result in little or no additional cost for the Company to implement.

Q. Based on the Company’s Rebuttal Testimony, has Staff’s recommendation regarding
the BMPs changed?

A. No. Staff still recommends that MWE be required to file with Docket Control, as a
compliance item in this docket, within 90 days of the effective date of this Decision, at
least five BMPs in the form of tariffs that substantially conform to the templates created
by Staff for the Commission’s review and consideration. The templates created by Staff
are available on the Commission’s website at

http.//www.azcc.gov/Divisions/Utilities/forms.asp. The Company may request cost

recovery of actual costs associated with the BMPs implemented in its next general rate

application.
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Q. Did you attempt to address every issue the Company raised in its Rebuttal
Testimony?

A. No. Staff limited its discussion to the specific issue as outlined above. Staff’s lack of
response to any issue in this proceeding should not be construed as agreement with the
Company’s position in its Rebuttal Testimony; rather where there is no response, Staff

relies on its original Direct Testimony.

Q. Does this conclude your Surrebuttal Testimony?

A. Yes, it does.
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EXECUTIVE SUMMARY
MORENCI WATER AND ELECTRIC COMPANY
DOCKET NO. E-01049A-11-0300 AND W-01049A-11-0311

This Surrebuttal Testimony includes revised Arizona Corporation Commission Utilities
Division (“Staff”) recommendations for the Water Department of Morenci Water and Electric
Company (“Morenci” or “Company”) related to rate design, and to Other Rates and Charges.
After the filing of Direct Testimony in this proceeding, Staff met with Company representatives.
The Company indicated that it had concerns about the impact on customers of Staff’s rate design
changes recommended in Direct Testimony. Staff believes that its rate design proposals in
Direct Testimony are cost justified and promote economically efficient use of scarce water
resources; however, Staff also acknowledges that its proposals in Direct Testimony result in
substantial changes to rate structure. Staff’s rate design presented in this Surrebuttal Testimony
is a compromise between the initial Company and Staff positions. Staff’s Surrebuttal
recommendation mitigates customer impacts (relative to Staff’s Direct Testimony position) while
moving to a more inverted design (relative to the Company position).
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I. INTRODUCTION

Q.
A.

Please state your name, occupation, and business address.
My name is Bentley Erdwurm. I am employed by the Arizona Corporation Commission
(“ACC” or “Commission”) in the Utilities Division (“Staff”). My business address is

1200 West Washington Street, Phoenix, Arizona 85007.

Did you also present Direct Testimony in this proceeding?

Yes.

What is the scope of your Surrebuttal Testimony in this case?

I am presenting Staff’s analysis and revised recommendations regarding rate design for
the Morenci Water & Electric Company’s (“Morenci” or “Company”) water systems,
which serve Morenci customers and Clifton customers under separate tariffs.
Additionally, I am addressing the interest paid by the Company on customer deposits, as

applicable to water customers.

II. RATE DESIGN

Q.

How do your recommendations presented herein differ from those presented in your
Direct Testimony?

To mitigate bill impacts on certain larger customers served by a meter of a specific size,
Staff recommends increasing the first tier price (applicable to the lowest level of usage)
from $0.55 per thousand gallons (as recommended in Staff’s Direct Testimony) to $0.85
per thousand gallons. The second tier price has been reduced from $1.69 to $1.60 per
thousand gallons and the third tier price has been reduced from $2.27 to $2.18 per
thousand gallons for customers in the town of Morenci under Step 1 of the increase. Staff

has retained its Direct Testimony positions for monthly basic service charges, the price
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differential between the second and third tiers and the flat rate structure for industrial
customers. Both the Company and Staff are recommending that Morenci and Clifton
customers continue to be served under separate rate structures and that the rate increase be
phased in over three steps. In summary, Staff rate design recommendations presented
herein balances the goals of promoting the economically efficient use of Arizona’s scarce

water resources and tempering the level of some of the largest percentage bill increases.

Q. Why does Staff focus on the level of the first tier price in the Surrebuttal rate design
recommendations?

A. Company witness Dan Neidlinger indicated in meetings between Staff and the Company
that he views the $0.55 first tier price (per thousand gallons) as too low relative to other
charges. Staff proposed this relatively low first tier price to avoid “rate shock™ to the
smallest users associated with both Staff and the Company’s recommendation to eliminate
- either immediately (Staff’s proposal) or in phases (Company’s proposal) - the practice of
including up to the first 3,000 gallons of monthly water use in the basic service charge.
Currently, a customer pays no additional charge when he increases usage from zero to
3,000 gallons per month. The first 3,000 gallons of water appears free, so there is less
incentive to use water wisely. Embedding water use in the basic service charge sends a
false price signal that reducing water use from 3,000 gallons to 2,000 gallons (or to 1,000
or zero) provides no benefit to the system. Efficient pricing requires that the price of any
product should reflect additional costs incurred to supply the product. Staff feels strongly
that the free water use in the basic service charge should be eliminated. Staff’s Surrebuttal
recommendation (1) immediately eliminates embedded water usage in the basic service
charge, (2) promotes “gradualism” through mitigating some of the largest percentage bill
impacts, (3) retains an adequate incentive to promote the economically efficient use of

water, and (4) can serve as an initial step in the movement to a more inverted structure.
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Q. Did Staff also consider modifications to the basic service charges, block sizes and the
differential between the second and third tier prices?

A. The modifications were considered; however, Staff concludes that its positions in Direct
Testimony are appropriate and any changes to the basic service charges, tier sizes and the
price differential between the second and third tiers would be contrary to cost-based
ratemaking. Staff-proposed basic service charges are tied to meter size and are cost-based.
The Staff-proposed 8,000 gallons allocated to the combined first tier (3,000 gallons) and
second tier (5,000 gallons) for 5/8 inch meters approximates the average usage for 5/8
inch metered customers. Basic service charges, block sizes and the price differential are
interrelated; therefore, maintaining basic service charges (and/or tier sizes) at Staff-
recommended Direct Testimony levels necessarily dictates that tier sizes and price
differentials (between second and third tiers) also be maintained. Finally, Staff
recommended tier sizes and price differentials have been coordinated to eliminate
opportunities for a customer to “game the system” and request an unnecessarily large

meter solely to qualify to purchase more gallons at a lower price per unit.

Q. What factors influence Staff’s Surrebuttal rate design recommendations?

A. In addition to sending price signals that encourage the efficient use of water, Staff
considered cost-of-service, the ability of customers to understand the rate design, usage
trends, potential impacts of the rate design on the Company and the matching of revenue
generated and costs incurred to provide service, customer impacts, and the ability of low-
income and fixed-income customers to afford a level of service sufficient for basic needs.
Staff’s Surrebuttal rate design recommendations acknowledge key goals of both the
Company’s and Staff’s Direct Testimony rate designs through blending “gradualism” of

the Company’s position with the economic efficiency of the Staff position.
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Q. Did you prepare a summary of the Company’s proposed rates and Staff’s
recommended rates from this Surrebuttal Testimony?

A. Yes. Schedules DBE-1, DBE-2 and DBE-3 present a summary of the Company’s and
Staff’s proposed rates, along with details on tiers for Step 1, Step 2, and Step 3,

respectively.

Q. Did Staff prepare typical bill analyses?
A. Yes. Schedule DBE-5 shows present and proposed monthly bills under Staff
recommended rates from this Surrebuttal Testimony. Company-proposed (from Direct

Testimony) results were provided in Staff’s Direct Testimony as Schedule DBE-4.

Q. Did Staff prepare analyses of revenue recovery by meter size?

A. Yes. Schedule DBE-6, Schedule DBE-7 and Schedule DBE-8 show the expected
revenues for the Morenci and Clifton portions of the Company’s water systems resulting
from the application of rates (Company Direct and Staff Surrebuttal) to billing
determinants (number of bills and usage by tier). Rates are designed to produce revenues

matching the Staff Direct Testimony levels.

Q. What is Staff’s recommendation on interest paid by the Company on customer
deposits as applicable to water customers as proposed by the Company?
A. Due to current interest rates and to be consistent with the Company’s electric division,

Staff will accept the Company’s proposal for this case.

Q. Does this conclude your Surrebuttal Testimony?

A. Yes, it does.
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