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A. INTRODUCTION 

Through this filing, Chaparral City Water Company (“CCWC” or “Company”) 

responds to the Opening Briefs filed by both the Arizona Corporation Commission Staff 

(“Staff ’) and the Residential Utilities Consumer Office (“RUCO”). Those briefs 

highlight the disputes still in existence between the parties as well as the punitive and 

unsupported nature of certain of the key positions taken by both Staff and RUCO. The 

determination of these key issues, especially the unwarranted use of a hypothetical 

capital structure without notice for a recently purchased utility, will send an important 

message as to whether the Commission wants to continue to attract and support 

investment in Arizona utilities by responsible water providers such as EPCOR. If it 

does, certain of the positions taken by Staff and RUCO in this proceeding must be 

discouraged and rejected. 
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B. ADDITIONAL BACKGROUND 

As noted in the Company’s Opening Brief, this rate case must be viewed with 

particular attention to the context in which it arose. In 20 1 1, EPCOR Water (USA), Inc. 

(“EPCOR”) purchased CCWC from American States.’ Shortly before the closing of that 

acquisition, the Commission had entered its decision in CCWC’s prior rate case.2 In that 

case, the Commission, using CCWC’s actual capital structure, approved a rate increase 

for c c wc . 
Since the test year in the last rate case, CCWC has invested more than 

$1 5,000,000,4 with much of that occurring under EPCOR’s owner~hip.~ Although 

RUCO seems to question this investment in its briefs, it is uncontroverted in this case 

that these recent investments by CCWC were prudent and that EPCOR, as a responsible 

owner of CCWC, has ensured compliance with Commission orders, rules and regulations 

and has continued to provide safe and reliable drinking water to CCWC’s customers.6 

Rather than recognize the appropriate nature of CCWC’s actions, Staff and RUCO 

continue to recommend certain results-based regulation in the form of a hypothetical 

capital structure and “modified” vintage depreciation method. As evidenced by their 

briefs, these newfound approaches to these two critical issues were developed without 

detailed analysis and without merit.7 These two issues accounts for the bulk of the 

difference in the parties’ recommended revenue increase. 

Exhibit (“Ex.”) A-3 at 2-4; Decision No. 72259. 

Id. 
Ex. A-3 at 7. 
Ex. A-17 at 12; Ex. A-3 at 10. 
Ex. A-3 at 10; Ex. S-6 at Ex. KS at 11-12; see also MCESD Compliance Status Report attached to Company’s 

Application (Ex. A-1). 
’ RUCO argues in its Opening Brief that “[tlhe Commission should stick with the proven and traditional ways of 
ratemaking.” RUCO’s Opening Brief at 2. Of course, this argument contradicts RUCO’s own position on the key 
issues of capital structure and depreciation methodology. 

’ Ex. A-I3 (Decision No. 71308). 
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C. COST OF CAPITAL 

1. Hypothetical Capital Structure 

Staff and RUCO continue to recommend the use of a hypothetical capital 

structure.’ As the uncontroverted testimony has shown, the effect of such a hypothetical 

capital structure is an effective return on equity (“ROE’) recommendation of 7.67%,9 

which results in an approximately 200 basis point financial risk adjustment to the ROE.” 

The use of a hypothetical capital structure is contrary to Staffs approach in all recent 

cases for water utilities with similar capital structures or even capital structures with one 

hundred percent equity. ’’ In those cases, although Staff has often recommended a 

financial risk adjustment, it has always recommended the use of the companies’ actual 

capital structure.’2 Mi. Cassidy admitted that this case was the first time in his tenure at 

the Commission that he had made such a hypothetical capital structure 

re~ommendation.’~ What is most shocking is that this recommendation was done 

without any analysis as to the impact of this new approach versus Staffs traditional 

approach (ie., the use of the actual struct~re).’~ On cross-examination, Mr. Cassidy 

conceded that he did not undertake any analysis to examine the impact of the use of the 

hypothetical capital structure versus the use of Staffs standard  adjustment^.'^ Rather, he 

testified that he recommended this major change in approach because it was “suggested” 

by another Staff member, presumably a supervisor, that he make this adjustment in lieu 

of another type of financial risk adjustment.I6 

The WUAA, as a representative of the water utility industry, argues against the use of the hypothetical capital 8 

structure as bad public policy. As explained by the WUAA, this will make it even more difficult for CCWC to earn 
a reasonable return. As demonstrated in the Company’s Schedules filed with its Application, the Company’s actual 
returns have not exceed 5.33% since the last rate case. WUAA Opening Brief at 2. 

lo Id. 
l 1  Tr. at 400-412; see, e.g., Decision No. 74294 at 46. 
l2 See, e.g., Decision No. 73996 at 29; Decision No. 74097 (using an upward financial risk adjustment). 
l3 Tr. at 400. 
l4 Tr. at 388. 
l5 Id. 
l6 Id. 

Ex. A-12 at 10. 
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Despite the lack of any notice to CCWC (or EPCOR) that it should move to a 

different capital structure, Staff argues ironically that “there is an issue of fairness in this 

situation in that CCWC’s capital structure is radically different than that of its fellow 

s~bsidiaries.”’~ Remarkably, Staff also agrees with RUCO that the Company should 

have been on notice based on Mr. Parcell’s testimony in the prior rate case that “a case 

can be made that CCWC’s capital structure should be that of its consolidated parent.”’* 

This, of course, ignores that the Commission neither considered nor adopted any 

hypothetical capital structure in the prior case. Nor did the Commission, Staff or RUCO 

raise any issues with the Company’s capital structure in the docket in which the 

Commission approved EPCOR’s purchase of CCWC with its existing capital structure. 

The true issue of fairness, of course, is the proposal to “flash cut” to an imposed capital 

structure without notice and without providing the Company time to implement any plan 

by which the Company could move to a different capital structure. 

As noted above, Staff, in all recent dockets prior to this rate case, continued to 

recommend the use of the actual capital structure for purposes of setting rates.” In 

addition, when CCWC filed to refinance its existing debt with debt for which it would 

not pay down the principal (which would have the effect of maintaining the debt to 

equity percentages), Staff rejected that approach in favor of a standard mortgage type 

financing that will have the effect, all things equal, of increasing the proportion of 

equity.20 These signals all indicate a preference for the use of the Company’s actual 

structure and an aversion to any requirement that CCWC change its capital structure. 

Yet, despite these signals, Staff continues to recommend in favor of the hypothetical 

structure to “encourage” the Company to balance its capital structure.21 As noted by the 

Staffs Opening Brief at 26. 
Id. at 25-26. 
Ex. A-12 at 10; Tr. at 400-412. 

2o Decision at 74388; Tr. at 433-34. 
21 Tr. at 431; Staffs Opening Brief at 25. 

17 

18 

19 
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Company in its Opening Brief, when the Commission has desired to “encourage” such a 

change, it has historically required the utility to put forth a plan to do so or to make a 

commitment to do so prior to its next rate case.22 This approach makes sense, as it is not 

sensible or practical for a utility to change its capital structure overnight.23 

Neither Staff nor RUCO did any analysis as to how CCWC could or should move 

to a different capital structure. In Mr. Parcell’s view, “the Company can do whatever it 

wants.”24 However, not only is that response untrue, it is disingenuous and again 

highlights the irresponsible results-based nature of this hypothetical capital structure 

recommendation by both Staff and RUCO. 

a. The Reliance on the Double Leverage Argument Has No Basis or 
Relevance 

In apparent recognition that its citation to double leverage has no basis, Staff 

makes no reference to double leverage in its Opening Brief. RUCO, however, in an 

apparent attempt to bolster its late support of the double leverage argument, does cite to 

Staffs reliance on this flawed concept.25 Simply stating that there is double leverage 

does not make it so. As Ms. Ahern explained in her testimony, a cursory review of the 

Company’s financials, which the parties had as part of discovery, would have made this 

clear.26 Instead, Staff simply viewed the capital structures of CCWC’s affiliates and 

concluded that double leverage must exist: “Staff considers these variances in capital 

structure between CCWC and both its ultimate and immediate parent to be prima facie 

evidence that double leverage is present.”27 Of course, Ms. Ahern’s testimony makes 

22 Decision No. 68310 at 9, 15; Tr. at 407. 
23 As the Company noted in its Opening Brief, there are legal limits on dividends, and the Commission has often 
looked very closely at large dividend issuances. There are also timing issues and approval requirements for new 
debt issuances. See Company Opening Brief at 6. 
24 Tr. at 347. 
25 RUCO Opening Brief at 22. 
26 Ex. A-12 at 5-6. 
” Ex. S-3 at 4. Interestingly, there was no concern about the possibility of double leverage when CCWC was 
owned by American States, another entity with multiple affiliates. 
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clear that it could not exist, which shows the double leverage argument cannot be used as 

support for the hypothetical capital structure recommended by Staff. 

b. RUCO’s Support of the Hypothetical Capital Structure Continues to 
Be Without Merit. 

RUCO’s support of the hypothetical capital structure continues to be without 

merit. Mr. Parcel1 recommended the use of CCWC’s actual capital structure as a Staff 

expert in the Company’s prior rate case.28 Then, when given the chance to re-examine 

the issue as RUCO’s witness in this case, he again recommended the use of the 

Company’s actual capital structure in his direct testimony.29 Although Mr. Parcel1 

testified at the hearing that he changed his position because he had “seen the light”, it 

continues to be beyond reason to believe that Mr. Parcell’s “expert” opinion changed 

from 8.7% on December 9,2013 to 7.98% on February 7,2014, when he admitted that 

he made no other adjustments during that time, but simply adopted Staffs hypothetical 

capital ~tructure.~’ This type of results-based regulation must be discouraged. 

2. Cost of Equity 

a. The Commission Should Adopt a Cost of Equity of 10.5 Percent. 

Rather than support the recommendations made by Mr. Cassidy regarding cost of 

equity, Staff attempts to discredit Ms. Ahern’s recommended ROE. However, Staffs 

arguments fail to provide any support for a reduction to the recommendation made by the 

Company’s expert. Staff provides no evidence or argument to discredit the modeling 

done by Ms. Ahern. Rather, Staff attacks Ms. Ahern’s risk adjustments. According to 

Staff, the effect of the Company’s small size “would be reflected in the Company’s 

beta.”31 However, the Company has no beta that would reflect its size, so this argument 

28 Ex. R-9. 
29 Ex. R-7 at 15-16. 
30 Ex. R-7; Ex. R-8; Tr. at 327-28. 
3 1  Staffs Opening Brief at 26. 
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is without merit. Staff continues by arguing inconsistently that these risks are not 

systematic but rather “firm specific”.32 If that is indeed the case, then there would be no 

reflection of the risk in the Company’s beta, as beta does not measure firm specific risk. 

As Ms. Ahern testified, a proper analysis looks at what would occur if the Company 

were spun off and publicly traded tomorrow (ie., would its cost of equity be any 

different than today?).33 If that were the case, CCWC’s capital structure and operating 

characteristics would not change and neither would its business and financial risk, as 

reflected in Ms. Ahern’s calculations. Thus, the adjustments made by Ms. Ahern are 

appropriate and should be adopted.34 

Unlike Staff, which, contrary to the Efficient Market Hypothesis (“EMH”), relied 

upon only one model, Ms. Ahern relied upon the application of market-based cost of 

common equity models, including the Discounted Cash Flow (“DCF”) model, the Risk 

Premium Model (“RPM’) and the Capital Asset Pricing Model (“CAPM’), to the market 

data of the proxy group of nine water companies.35 Her findings, which were based on 

this extensive analysis as explained in the Company’s Opening Brief, are summarized 

below: 36 
Proxy Group 

Discounted Cash Flow Model 8.24% 
Risk Premium Model 1 1.44% 
Capital Asset Pricing Model 9.77% 

Indicated Common Equity Cost Rate (before 
Adjustments) 9.80% 

Credit Risk Adjustment 0.32% 
Business Risk Adjustment 0.40% 

Indicated Common Equity Cost Rate 10.52% 

32 Furthermore, it is nalve to argue that investors do not account for f i i  specific risk. 
33 Ex. A-10 at 44-45; Tr. at 252. 
34 Staff also argues that the failure of the Commission to adopt this small f i  adjustment in recent cases is also an 
impediment to its adoption here. The same, of course, is true of its hypothetical capital structure. 
35 Ex. A-10 at 25-42. 
36 Id. 
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Recommended Common Equity 
Cost Rate (rounded) 10.50% 

These conclusions are supported by the weight of the evidence 

and should be adopted by the Commission. 

n Ms. Ahern’s testimony 

b. RUCO’s Cost of Equity Recommendation Is Not Reasonable 

Mr. Parcell recommends a cost of equity of 9.35%.37 Unlike Mr. Cassidy and Ms. 

Ahern, who both updated their recommendations during the proceeding, Mr. Parcell 

made no adjustments to his cost of equity recommendation between the time of his direct 

testimony and the time of rebuttal testimony-except one major adjustment, which was 

the unsupported adoption of Staffs hypothetical capital structure.38 Although Mr. 

Cassidy recognized a need to increase his cost of equity recommendation by 30 basis 

points during that time based on his analysis using the DCF model, Mr. Parcell 

undertook no additional analysis and made no other  adjustment^.^^ 
In addition, Mr. Parcell’s application of the CAPM is flawed in several respects 

and should not be relied upon.40 As Ms. Ahern testified, Mr. Parcell incorrectly relies 

upon an historical risk-free rate even though ratemaking and the cost of capital are 

pro~pective.~~ He also incorrectly calculates his market equity risk premium by relying 

upon (i) the actually achieved, or non-market based, rates of return on book common 

equity for the S&P 500; (ii) a geometric mean historical market equity risk premium; and 

(iii) the historical total return on U.S. Treasury ~ecur i t ies .~~ Furthermore, Mr. Parcell 

fails to employ a prospective equity risk premium.43 Finally, Mr. Parcell also fails to 

utilize any upward credit risk or business risk adjustments even though the evidence 

37 Ex. R-7; Ex. R-8. 
38 Tr. at 327. 
39 Id.; Ex. S-3. 
40 Ex. A-1 1 at 37-48. 

Id. at 39-40. 
42 Id. at 40-46. 
43 Id. at 46. 

41 
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supports such adjustments due to CCWC’s small size and likely bond rating.44 When 

these adjustments are properly included, and when the CAPM analysis is properly 

applied, the result is a 10.59% ROE, which is in line with the Company’s requested 

10.50% ROE.45 

RUCO attempts to discredit Ms. Ahern’s testimony in its Opening Brief. First, 

RUCO argues that Ms. Ahern is incorrect in her assessment of the DCF model’s results. 

According to RUCO, “[ilf investors believe that markets are efficient, there is no reason 

to modify either the stock prices or market models that stock prices are based 

However, RUCO’s arguments are misplaced. The Company has not recommended any 

modification of either stock prices or market models. Stock prices are not based upon 

market models as implied from RUCO’s argument; rather, they are based upon investors’ 

expectations of risk.47 And, although RUCO claims that the Efficient Market Hypothesis 

is inconsistent with Ms. Ahern’s argument that the DCF model’s results are understated, 

RUCO misstates Ms. Ahern’s argument.48 Her argument, when properly reviewed, is 

that the DCF model produces understated results when applied to a book value rate base 

and when market to book ratios are above 

RUCO also argues that Ms. Ahern selectively chooses a starting point to argue 

that risk premiums have in~reased.~’ Quite to the contrary, however, Ms. Ahern selected 

this starting point as it was the date of the decision in the Company’s last rate case.51 As 

such, given the increasing risk premiums from that date forward, and the finding of a 

Id. at 60-61. 
45 Id. at 50,60-62. 
46 RUCO’s Opening Brief at 23. 
47 Tr. at 303. 
48 RUCO’s Opening Brief at 23. 
49 Ex. A-1 1 at 15-16; 20. 
50 RUCO’s Opening Brief at 24. 
51 Ex. A-11 at 50-51. 
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cost of equity of 9.90% in that case, it is not proper to adopt a lower cost of equity in this 

case. 52 

Finally, RUCO claims that the exclusion of utilities from the Company’s 

comparable earnings analysis is inappr~priate.~~ Despite RUCO’ s argument to the 

contrary, Hope and Bluefield do not require the use of utilities for a comparable earnings 

analysis. Rather, those cases require an analysis of firms having “corresponding risks” 

without mention of the type of firm.54 Utilities compete for capital with all types of 

firms, not just other utilities. In addition, as explained by Ms. Ahern, allowing utility 

ROEs to determine other utilities’ ROEs is circular and will lead to upward or downward 

spiraling ROEs depending on the current trend.55 

D. RATE BASEREVENUE REQUIREMENT 

1. Post Test Year Plant 

The Company and Staff have recommended identical net plant in service amounts, 

which in part results fiom Staff and the Company agreeing on the amount of post-test 

year plant.56 The uncontroverted evidence in this case is that all of the post-test year 

plant is in service and used and useful. As part of his sworn testimony, Mr. Stuck 

confirmed that all of this plant is in service.57 There is no evidence in the record to find 

otherwise. RUCO, during the hearing, confirmed that it had no dispute with the invoices 

provided by the Company. 58 Yet, RUCO continues to dispute the post-test year plant 

put into service after June 30,20 13 and certain recurring projects occurring prior to that 

date. There is no basis to exclude the recurring projects, as they are used and useful and 

properly included in rate base. Based on its testimony, RUCO would have taken no issue 

52 Decision No. 71308. 
53 RUCO’s Opening Brief at 24. 
54BlueJield Water Works & Improvement Co. v. Pub. Ser. Comm’n of West Virginia, 262 U.S. 679,692-93 (1923); 
Fed7 Power Comm’n v. Hope National Gas Co., 320 U.S. 591, 603 (1942). 
55 Ex. A-1 1 at 58. 
56 Company’s Schedules; Staffs Schedules. 
57 Ex. A-19. 
58 Tr. at 691-92. 

4478489-1 10 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

with the projects occurring after June 30,2013 if the Company had rushed them into 

service prior to RUCO’s six month deadline.59 This, of course, is quite contrary to the 

tone of RUCO’s other arguments in relation to the SIB requests in which RUCO argues 

that the Company should wait to put in needed plant. 

RUCO also argues that Staff should have conducted a field inspection for this 

additional plant. RUCO, of course, made no inspection itself, nor did it question any of 

these amounts prior to the hearing (other than its arbitrary six month deadline). 

However, as Ms. Stukov correctly noted during the hearing, much of this plant is 

underground, and a field inspection would not have provided any means to audit that the 

plant is in service.60 For example, much of the additional plant put in service after the 

August 20 13 field inspection involved service lines, valves, mains and other distribution 

infrastructure, all of which are underground.61 It is also difficult to audit meters and 

hydrants, which account for additional post-test year amounts.62 Although Staff did not 

conduct an additional field inspection after August 20 13, it did review all of the 

Company’s additional expenditures (as did RUCO) and confirmed that the amounts 

requested by the Company were appr~pr ia te .~~ 

For these reasons, it is appropriate for the Commission to include the amounts 

requested by the Company for post-test year plant. 

2. 

Depreciation, unless recovered in rates, immediately begins to drain a utility’s 

24-Month Deferral of Depreciation and AFUDC 

earnings, resulting in reduced returns on equity.64 The inability to recover the return and 

the associated depreciation when new plant is put into service until a new rate decision is 

59 Tr. at 689-90. 
6o Tr. at 573. 

Ex. A-19 at 7-8. 
62 Id. 
63 Staffs Schedules. 

Ex. A-6 at 13. 64 
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issued has long been referred to as “regulatory lag.”65 In its Opening Brief, Staff 

continues to distance itself from its own recommendation.66 The Company recognizes 

and appreciates that approval of the SIB mechanism would address one aspect of 

regulatory lag. However, the SIB mechanism and this 24-month deferral mechanism are 

not mutually exclusive. In this case, given the timing of the request, it is impossible for 

there to be any double counting (i. e., inclusion of amounts requested in the deferral as 

part of a SIB request).67 The Company recognizes and agrees that plant included in a 

SIB request could not be included in a future deferral request. It is not difficult for these 

to be segregated, and this should in no way serve as an impediment to approving these 

types of deferral requests. 

Although both Commission Staff and RUCO have rejected CCWC’s request for 

this deferral mechanism, they do so based upon a faulty premise and attempt to make the 

Company’s request sound illogical.68 This deferral request would be unnecessary if rates 

could be adjusted to provide a return on investment in a shorter period of time than is 

now the case.69 However, that is not the practical reality of ratemaking in Arizona given 

the use of the historic test year. This deferral mechanism is a sound method to deal with 

AFUDC on actual additions to plant and actual depreciation expenses that occur prior to 

new rates going into effect. In this case, CCWC has made a very reasonable request in 

the amount of $473,463 to reflect AFUDC and depreciation expenses for that 24-month 

period and the Company requests that it be adopted in this case.7o 

65 Id. at 13-14. 
66 This recommendation was one of two made by Commission Staff in its Report to address regulatory lag. These 
recommendations were made after multiple workshops and industry participation. Ex. A-33. Given the amount of 
work and analysis that went into that process, it is disappointing and surprising to have Staff not support its own 
recommendation. 
67 Ex. A-6 at 14-15. 

69 Ex. A-6 at 14 
’O Ex. A-2 at Sch. B-2 at 6. 

Ex. S-8 at 16; Ex. R-13 at 19-23; Ex. A-6 at 14. 68 
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3. CAP Deferral 

CCWC is seeking, and Staff is recommending, the inclusion of the amounts 

deferred pursuant to the decision in its prior rate case related to CAP M&I costs.71 In 

that prior case, the Commission found CCWC’s purchase of the additional CAP 

allocation to be a prudent expenditure but deferred fifty percent of M&I capital costs for 

consideration in this matter.72 In its Opening Brief, RUCO continues to argue against the 

inclusion of these amounts.73 Commission Staff, in recognition of the critical, renewable 

resources, supports CCWC’s request in this case to begin recovering the deferred and 

ongoing CAP M&I capital expense.74 

RUCO continues to question the amount of the additional allocation that is needed 

and used and 

the purchase of the allocation was a prudent investment that provided CCWC’s 

“customers continued access to adequate renewable water supplies.’’76 That issue is not 

in dispute. As a result, now is the appropriate time to include the properly deferred 

amounts in rate base. As Mr. Lenderking explained in great detail, it is not prudent for a 

water utility to have only enough water supply to meet the needs of its customers in only 

a single year.77 Customer demand is ~ariable.~’ In fact, in CCWC’s territory, customer 

demand has changed by as much as 22.5% in just two years.79 As the Commission 

recognized in the last rate case, the size of the allocation available to CCWC, as 

recommended by ADWR and approved by the United States Department of the Interior, 

was a set amount (i.e., 193 1 acre feet).*’ CCWC was not given the option to purchase 

The Commission determined in the Company’s last rate case that 

’’ Decision No. 71308 at 25. 
72 DecisionNo. 71308 (Ex. A-13); Ex. A-25 at 2. 
73 RUCO’s Opening Brief at 5-6. 

Staffs Schedules. 
Ex. R-13 at 12-18; RUCO’s Opening Brief at 5-6. 
DecisionNo. 71308 at 16, 67. 
Ex. A-25 at 2-9; Ex. A-26 at 1-2. 
Ex. A-26 at 1-2. 

Ex. A-26 at 5-7. 

74 

75 

76 

77 

78 

79 Id. 
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any amount that it desired, and it was made clear at the time that this allocation would 

not likely be available again.81 

Just as it is prudent for CCWC to have purchased this additional allocation, it is 

also prudent and sound public policy for the Commission to allow CCWC to recover the 

costs associated with that prudently purchased allocation. RUCO, as it has argued with 

regard to numerous issues, wishes for the Company to continue to defer these costs and 

recover them at a later date. However, these costs have already been deferred for 60 

months without any payment by customers.82 This was a prudent purchase by the 

Company, and customers should be given appropriate price signals as to the true cost to 

provide water service in CCWC's territory. 

4. Cash Working Capital 

The inappropriate nature of the use of a hypothetical capital structure is 

highlighted in the cash working capital cal~ulat ion.~~ Both Staff and RUCO continue to 

support the use of a hypothetical interest expense based on their recommended 

hypothetical debt.84 The use of hypothetical interest expense has the effect of reducing 

income tax expense by overstating the interest deduction which in turn understates the 

effect of income tax expense on cash working capital.85 Although any hypothetical 

capital structure should be rejected for the reasons noted above, the improper 

implications of such use for purposes of cash working capital provides another basis by 

which to reject the hypothetical capital structure. 

In addition to using a hypothetical interest expense, both Staff and RUCO also 

argue that regulatory expense should be excluded from the calculation of cash working 

Id. 
'* RUCO also takes issue with the 60-month period. As noted by the Company, EPCOR did not file a rate case 
until it had ownership of CCWC for one year so that it would better understand the system. Ex. A-3 at 2. This, of 
course, postponed any rate increase, which benefits customers. 

Tr. at 824-826; Ex. A-6 at 17-18; Tr. at 69-70. 
84 RUCO's Schedules; Staff Opening Brief at 4. 

Ex. A-6 at 19. 

83 

85 
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capital.86 Regulatory expense is the expense incurred by the Company to prepare and 

litigate rate proceedings before the Commission and consists of cash expenditures to 

cover this expense.87 As Ms. Hubbard explained in her testimony, this item of cash 

working capital has traditionally been included in the cash working capital calculation 

for CCWC's affiliates." It is amortized over a period of years and, accordingly, should 

be included in the calculation of cash working capital just as any other recurring expense. 

The exclusion of this amount results in an unsupported understatement of cash working 

capital, which is unfair to the Company and should be reje~ted. '~ 

For purposes of computing the customer accounting expense, the bad debt 

expense that arises due to the authorized increase in revenue is added to the adjusted test 

year level of customer accounting expense in the cash working capital ca lc~la t ion .~~ 

Although Staff corrected this item, RUCO continues to inappropriately exclude this 

additional customer accounting-related expense arguing that it is a non-cash expense 

(ie. ,  the Company does not make a payment for bad debt). 91 This argument misses the 

point. Bad debt, as a loss of revenue, clearly impacts the Company's cash working 

capital and must be included in the ca l~ula t ion .~~ This is an adjustment that is 

traditionally made by the Commission and there is no basis for its exclusion here.93 

RUCO and Staff also continue to argue about the amounts related to the IDA 

bonds. The Company, as it promised to do, removed the amount of the IDA bank 

balance from its calculation of working capital in its Final Schedules.94 The Company 

RUCO's Opening Brief at 8; Staffs Opening Brief at 3. 
87 Ex. A-6 at 19. 

Id. 
89 Id. 
90 Id. at 21-22. 
91 Id. 
92 Id. 
93 Id. 
94 Company Schedules (B Schedules). 

86 
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has also removed the amount for the audit related to the IDA bonds from the 

calc~lat ion.~~ 

E. Operating Income Issues 

1. Depreciation Expense 

As Staff notes in its Opening Brief, the amount of depreciation expense in the 

parties’ Final Schedules is extremely close.96 Despite this, or perhaps because of this, 

the most surprising and unsupported change in policy in this case is Staffs (and 

ultimately RUCO’ s) recommended change in methodology for depreciation. Although 

Staff refers to this approach as the Vintage Method, Staff concedes that its 

recommendation is not the Vintage Method as recommended by NARUC.97 Rather, 

Staffs “modified” Vintage Method is a creation of Staff that seeks to use the whole 

group depreciation rates set by Staff more than 10 years ago and use these rates for the 

“modified” method proffered by Staff.98 Staff argues that the Commission has the 

plenary authority to require any method it deems appr~pr ia te .~~ Although this may be 

the case, it is surprising that Staff would recommend an approach that is nowhere to be 

found in NARUC guidance for how to implement depreciation methods, including the 

Vintage Meth0d.l” It is especially surprising when the Commission’s own rules 

incorporate the NARUC Uniform System of Accounts.”’ One would expect the 

Commission to also look to NARUC for how to properly implement any new 

95 Id. The Company inadvertently used $46,000 for this amount. Staff and RUCO are correct that the amount 
should be $49,8 13, which is the three-year average referenced in the amended refinancing application. 
96 Based on comments in Staffs Opening Brief, the Company has re-examined its depreciation expense 
calculations. The Company has determined that it inadvertently failed to reflect the depreciation adjustment on the 
post- test year plant adjustment and inadvertently overstated the roll forward correction. When these changes are 
made, the Company’s revised depreciation expense is $1,706,829, which is only $2 1,889 different than Staffs 
expense, much of which is a result of the 24-month deferral recommendatiodrejection by Staff. A revised Schedule 
C-2 is attached as Exhibit A to this brief to account for these revisions. 
97 Ex. A-32 at 176-180; Tr. at 954; Staffs Opening Brief at 10-1 1. 
98 Ex. A-34; Ex. S-6 at Ex. KS at 12-13. 
99 Staffs Opening Brief at 10. 
loo Tr. at 954; Ex. A-32. 

A.A.C. R14-2-411.D.2. 
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depreciation methodology. Although Staff claims that its approach is “systematic and 

rational,” the evidence does not support such a claim. What the evidence does support is 

that Staff had not analyzed many of the issues that a regulator must analyze in 

determining an appropriate depreciation methodology. Staff did not look at its required 

depreciation rates to determine if they worked with its “modified” Vintage method. Staff 

also failed to analyze whether the costs of implementing such a system would outweigh 

the perceived benefits. As customers would most likely pay for such costs, this analysis 

cannot be ignored. 

What is clear when NARUC’s guidance is reviewed is that the very issues Staff is 

trying to remedy with its recommendation would continue to exist if the Vintage Method 

were appropriately applied.lo2 Staffs and RUCO’s recommendation is a solution 

looking for a problem. As such, rather than require a costly and time consuming change 

to depreciation methodology, a more appropriate approach would be to revise 

depreciation rates to more properly reflect the service lives of the group of assets for 

which Staff has taken issue.lo3 In fact, in the New River matter, which Staff and RUCO 

cite as support for this change in methodology, Staff itself recognized during that 

proceeding that a change in depreciation rates could remedy its concerns.104 

Unlike the New River matter, there is no claim in this case that CCWC improperly 

depreciated accounts.105 In fact, both Staff and RUCO concede that CCWC followed the 

requirements of its prior rate case decision in relation to depreciation.lo6 There is also no 

claim that CCWC failed to make proper retirements, and once again both Staff and 

RUCO concede that this new approach to depreciation is not being driven by improper 

retirements as was the case in the New River matter and other Commission dockets.lo7 

lo’ Ex. A-32 at 43, 195 (confirming depreciation accrues until plant is retired). 
lo3 Company’s Schedules at Sch. (2-2; Tr. at 853-54. 
lo4 Decision No. 74294 at 15. 

lo6 Tr. at 932-34; 643-44. 
lo7 Id.; see, e.g., Decision No. 74294 at 18. 

Staffs Opening Brief at 1 1. 105 
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According to Staff (and ultimately RUCO), certain accounts are “over 

depreciated”, and as such, adjustments must be made.lo8 And, rather than adjust 

depreciation rates for the two accounts at issue, Staff (and ultimately RUCO) has 

recommended a completely new depreciation methodology that is not supported by 

NARUC, but is rather the creation of Staff.”’ As set forth in its Final Schedules and as 

Ms. Hubbard testified at the hearing, CCWC proposes a revision to the depreciation rates 

for Accounts 3 11000 (Pumping) and 34 1 100 (Transportation). This would address any 

concerns raised by Staff and would avoid a wholesale, unnecessary, and costly change to 

the Company’s (and its affiliates’) depreciation methodology.’” In its Final Schedules, 

the Company adopted a revised depreciation rate of 8% (12.5 years) for the pumping 

account and a revised depreciation rate of 10% ( 10 years) for the transportation 

equipment account. 

Vintage Method, Staff admitted at the hearing that the depreciation rate revisions would 

accomplish the same objective: 

Even though Staff continues to recommend its “modified” 

If you have evidence of over-recovery, it would suggest that the rate is probably 
too high. You know, Staffs position is Staffs position. Our first choice is just to 
exclude it. Okay? Lowerin the rate on the overall amount effectively does the 
same thing, more or less.” 

Given the amount of uncertainty about the approach recommended by Staff and 

F 

now RUCO and its implementation, and given that a revision to the depreciation rate 

would accomplish the same result, CCWC strongly urges the Commission to adopt a 

revision to the depreciation rates. If the Commission finds that there may be value in a 

change to the methodology, this should only be adopted with additional, extensive 

analysis and input from all interested and affected parties. 

RUCO’s Schedules; Staff Schedules; Ex. S-1 1 at 6-1 1. 
lo9 Tr. at 930 (“I based it on conversations I had with other Staff members as to how it had been proposed andor 
adopted in other cases.”). 
‘lo Tr. at 853-54; Company’s Schedules at Sch. C-2. 

Company’s Schedules at Sch. C-2. 
Tr. at 950. 
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2. Tank Maintenance 

CC WC conservatively proposed an eighteen-year tank maintenance plan "to 

ensure that maintenance occurs at a frequency that balances the timing necessary to 

effectively extend the life of these assets through maintenance activities and in a manner 

that is not overly burdensome to customers." '13 As explained during the hearing, it 

would be reasonable to conduct this maintenance at a more rapid pace, thus increasing 

the annual cost, but the Company believes that its proposed approach strikes the right 

balance of timing and cost.'14 Staff, consistent with the approach approved by the 

Commission in prior cases, recommends the approval of this plan and the inclusion of 

the requested amounts as an expense item."5 

RUCO continues to misstate the Commission's prior actions in relation to tank 

maintenance. Although RUCO continues to argue that the Commission rejected a 

similar plan in a prior case, RUCO's claim is incorrect.''6 A reading of that decision 

makes clear that the Commission rejected a tank maintenance reserve account proposed 

by the company and instead approved the inclusion of tank maintenance expense, as is 

the case here.'17 The approach approved in prior Commission decisions has proven to be 

an effective means to address the tank maintenance issues in those districts. 11* Indeed, 

there is no evidence or argument to the contrary in this case. The condition of the tanks 

in the CCWC service territory is very similar to the condition of the tanks in the Sun City 

Water District, and the maintenance program being proposed here will bring the same 

"long term system benefits" that the Commission cited for the Sun City Water 

Di~trict."~ 

' I 3  Ex. A-18 at 6 .  
Tr. at 479-80. 
Staffs Schedules. 
RUCO's Opening Brief at 13. 
Decision No. 71410 at 37. 
Ex. A-20 at 3. 
Decision No. 72047 at 58. 

114 

117 

119 
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3. Incentive Compensation; Corporate Allocation 

Both Staff and RUCO propose a decrease to corporate allocation expense relating 

to incentive compensation.12' It cannot be disputed that incentive compensation is an 

important component of salary and wages. However, Staff and RUCO continue to argue 

that this compensation should not be included because it benefits both shareholders and 

customers.'21 What continues to be missing in their analysis, however, is that safe, 

efficient and effective employees will always benefit both shareholders and ratepayers. 12* 

Incentive compensation is just another way to compensate employees and should not be 

treated any differently than any other labor expense. 

Staff appears primarily concerned with the 10% of the incentive compensation 

that is based on financial perf~rmance. '~~ As Ms. Hubbard explained, this component 

benefits consumers in the long run, while at the same time recognizing that the utility 

benefits from increased net earnings in the short term. The remaining 90% of the 

incentive compensation is based on specific activities of the individual business units 

(departments). 125 The intention of designating a portion of the employees' compensation 

at risk subject to performance targets is to drive performance to engage and focus all 

employees on improving the business unit's performance as a service provider.126 

124 

Incentive compensation, just like salaries and wages, is part of an employee's 

compensation package and should be treated as a cost of service.127 Through the use of 

this type of compensation, EPCOR is able to motivate employees to deliver results in 

line with the company's culture, which stresses the importance of working safely and 

120 Staffs Opening Brief at 7-8; RUCO's Opening Brief at 10-1 1. 
lZ1 Staffs Opening Brief at 7-8; RUCO's Opening Brief at 10-1 1. 
122 Ex. A-6 at 23. 
123 Staffs Opening Brief at 7-8. 
124 Ex. A-6. at 23-24. 
12* Id. at 24. 
126 Id. 
'27 Id. at 24. 
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responsibly and delivering quality customer service. 12’ All of these metrics work 

together to provide benefits to customers. 129 Ultimately, these amounts are no different 

than a labor expense and should be treated in the same manner.13’ 

4. Declining Usage 

As Staff explained in its Opening Brief, Staff “reviewed data provided by the 

Company which showed that consumption patterns had continued to change during the 

post-test year period.”’31 As this data evidences a “known and measurable change,” 

Staff correctly reasoned that this adjustment was a~pr0priate . l~~ Although CCWC did a 

different analysis than Staff, both approaches result in the same determination-usage is 

declining and an adjustment is appropriate. CCWC, as recommended by RUCO, is 

willing to provide an annual filing by March 30th of each year to show actual usage in 

the residential ~ 1 a s s . l ~ ~  Based on trends in usage, CCWC expects that these compliance 

filings will continue to demonstrate declining usage, further supporting the Company’s 

request. 

RUCO cites to annual data in an attempt to show that usage is not declining. 

However, RUCO did not perform a rolling average analysis as performed by the 

Company. Furthermore, although RUCO cites to the Company’s data from 2013, it fails 

to note that this data does in fact show a decline (as noted by Staff).134 For these reasons, 

the Company’s request should be adopted. 

Id. at 23-24; Tr. at 114-18. 128 

129 Ex. A-7 at 7. 
130 Id. RUCO also recommends a 50% disallowance at the CCWC level. For the same reasons, discussed here, that 
adjustment should also be rejected. 

Staffs Opening Brief at 15. 
132 Id, 
133 Ex. A-6 at 22. 
134 RUCO’s Opening Brief at 9. 

131 

4478489-1 21 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

5. Water Loss 

CCWC continues to strongly believe that water loss is an issue that must be 

addre~sed. '~~ However, as the new owner of the system, EPCOR should be given the 

opportunity to address water loss before a punitive reduction in certain expenses is 

i m p 0 ~ e d . l ~ ~  CCWC's request is that the Commission, as a compliance requirement, 

allow CCWC to file a plan to continue to reduce water loss as the Commission has 

ordered in many other matters.'37 This same approach was approved by the Commission 

in a recent decision in which the utility's water loss was at 19 percent.*38 EPCOR has 

demonstrated since taking ownership of CCWC that its approach to water loss is working 

and requests that it be allowed to continue to implement these plans without the need for 

the adjustment to power, water, and chemical expenses proposed by Staff.139 

6. Property Tax Expense 

The parties continue to dispute the appropriate assessment ratio for purposes of 

determining property tax expense. Although focus has been put on the correct 

assessment ratio, Staff and RUCO fail to address that the appropriate analysis is on the 

total amount of the tax, not the ratio. Staff has averaged the assessment rates for 2014 

through 2016 to reach a rate of 18.5%.l4' RUCO, as part of its initial testimony, used the 

2014 rate of 19%.141 However, in its surrebuttal testimony, RUCO adopted Staffs three- 

year average of 18.5%.'42 The Company has continued to rely upon the 2014 assessment 

ratio of 19.0%.'43 The basis for doing so is that, despite the declining rates for the 

property tax assessment component, property taxes as a whole continue to rise as the 

135 Ex. A-19 at 2-4. 
136 Id. at 4. As Mr. Stuck explained in his testimony, there is no correlation between water loss and increased power 
expense. Tr. at 480-8 1. As such, it is not appropriate to use that component of the adjustment. 
137 Ex. A-19 at 4. 
13' Decision No. 74440 at 20 (Apr. 18,2014) (Cerbat Water Company). 
13' Ex. A-19 at 3-4. 
140 Staffs Schedules at GWB-18. 

14* Ex. R-14 at 26. 
Ex. R-13 at 39-40. 

Ex. A-30 at 4-5. 

141 

143 
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ratio is only one factor in determining the amount ultimately assessed.'44 For example, 

as property values rise, property taxes will increase. Thus, it is appropriate to use the 

ratio that will be in effect at the time that CCWC's rates go into effect (i.e.,  2014) to set 

an appropriate property tax expense in this case.145 

7. Income Tax Expense 

Although the parties agree on the tax rate for income tax expense, there continues 

to be a dispute as to the amount, given the hypothetical capital structure 

re~ommendation.'~~ Once again, both Staff and RUCO rely upon the hypothetical capital 

structure and the resulting overstatement of interest expense which leads to a 

recommendation of a hypothetical income tax expense.*47 There is no dispute that 

CCWC will pay its actual income taxes, based on the deduction of its actual interest 

expense, not its hypothetical income taxes determined using a hypothetical interest 

d e d ~ c t i 0 n . l ~ ~  Accordingly, it is not sensible to rely upon the hypothetical income tax 

expense and the adjustments made by Staff and RUCO should be rejected. 

F. Other Items in Dispute 

1. CAP Surcharge 

With its Purchased CAP Water Surcharge, CCWC is seeking to address changes 

in CAP related expenses as described in its plan of administration in the same manner 

that it has done for years in districts operated by its affiliate.149 Each year, CAWCD re- 

examines the price for CAP water and those changes are significant, known and 

mea~urable . '~~ The use of this surcharge will allow for the exact recovery of this known 

and essential expense, and, when faced with CAP water price increases, will allow for a 

144 Tr. at 180. 
145 Ex. A-30 at 4-5; Tr. at 180. 
146 Tr. at 824-825. 
14' Id. 

Id. at 825. 
Ex. A-25 at 9-15. At the request of Staff, the Company agreed at the hearing to change the name of its 

148 

149 

Sustainable Water Surcharge. Tr. at 538-39. 
150 Ex. A-25 at 9-12. 
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healthier ~ti l i ty. '~ '  Also, the surcharge, as proposed by CCWC, will incorporate changes 

in growth as part of its calculation in the same manner as has been done in these other 

districts. 152 

CAWCD has been faced with rapidly increasing costs and shortfalls in revenue.153 

It is well known that CAWCD faces many issues which could lead to substantial 

increases in the cost of CAP water.154 These issues are exactly why this surcharge 

should be approved so that CCWC will receive full recovery of such a vital expense each 

year after the expense has o ~ c u r r e d . ' ~ ~  Just as purchased power is critical to the electric 

industry (and thus subject to a surcharge), purchased water is critical to the water 

industry. 

RUCO recommends the denial of this surcharge and the use of an erroneously 

created average CAP water price to arrive at its recommended purchased water 

expense.'56 Although both Staff and CCWC agree that the adjusted test year purchased 

water expense should be expensed, both also recognize that the proposed mechanism will 

be used to pass through increases or decreases in costs above or below the adjusted 

purchased water expense, which is reflective of purchased CAP water.'57 If RUCO's 

projection is correct, then there will be no issue and no surcharge or a very minimal 

surcharge will be implemented. However, given uncertainties in the cost of this vital 

resource, it is unlikely that the projections will match the actual expenditures. For all of 

these reasons, the Commission should approve the Company's Purchased CAP Water 

Surcharge. 158 

15' Id. at 13. 
15* Tr. at 529. 

154 Id. 
155 Id. 
156 Ex. A-26 at 5 .  
15' Id. 
15' In its pre-filed testimony and during the hearing, RUCO recommended the implementation of a rate case expense 
surcharge if a CAP surcharge is approved. RUCO did not provide any details regarding the specifics of this 
proposal during the hearing. In its Opening Brief, however, RUCO has argued separately for the implementation of 

4478489-1 24 
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2. SIB Mechanism 

RUCO continues to make the same arguments in relation to the SIB mechanism 

that the Commission has rejected in each matter that has come before it. Recently, the 

Commission again rejected RUCO's arguments in two Commission decisions.159 In both 

decisions, the Commission thoroughly addressed the legal arguments made by RUCO in 

relation to the SIB in this case.16o 

In addition to its legal arguments, RUCO claims, without merit, that a SIB is not 

needed for CCWC.'61 RUCO bases this claim on an excerpt from the Company's 

testimony at the hearing. When asked if the Company could wait until the next rate case 

to recover the plant investment made for the SIB-eligible plant, the Company's engineer 

indicated, quite correctly, that it could.'62 If required by the Commission to wait, the 

Company could do so as it has always done. CCWC will maintain its system as it has 

always done. CCWC, however, will also continue to underearn as it has always done 

and will be back before the Commission with more frequent and larger rate cases. 

It is uncontroverted that CCWC, especially under EPCOR's ownership, has 

continued to maintain its system to provide safe and reliable drinking water. It is also 

uncontroverted that the system is in need of additional repairs, including repairs and 

replacements for SIB-eligible plant. Despite the implications to the contrary by RUCO, 

CCWC has been extremely diligent in its efforts to support its SIB request.163 Similarly, 

Staff has reviewed the information submitted by the Company in great detail, as 

evidenced by the multiple revisions to certain SIB information as required by Staff. 

Based on its extensive review, Staff has concluded that CCWC has met the criteria first 

the rate case expense surcharge (i.e., not tied to the CAP surcharge) and has provided specific calculations outside 
of the hearing. The Company continues to oppose this surcharge as noted during the hearing. 
159 Decision No. 74463 (Arizona Water); Decision No. 74437 (LPSCO). 
160 Id. 

RUCO's Opening Brief at 2. 
Tr. at 498-99. 
Ex. A-22; Ex A-23; Ex. S-6 at 15. 

161 

162 

163 
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set forth in the settlement agreement in the Arizona Water Company (Eastern District) 

matter and applied in multiple cases since that time.’64 

CCWC’s testimony makes clear that CCWC is willing to abide by the 

Commission’s requirements for the SIB mechanism and that it has the technical expertise 

and commitment to submit the required information as part of its future SIB filings.’65 

As recommended by Staff, CCWC is also willing to file its Plan of Administration as a 

compliance item in this case within 30 days of a decision and will conform that Plan of 

Administration to the form recommended by Staff and agreed to by CCWC.’66 

Despite the overwhelming evidence in support of the SIB mechanism in this case, 

RUCO has continued to proffer its rejected legal arguments in opposition to the SIB.167 

The Commission again rejected these arguments in its most recent decisions, including 

the rehearing of the Arizona Water Company (Eastern District) case. CCWC agrees with 

the legal conclusions made in those matters. As those decisions have made clear, the 

SIB mechanism complies with the constitutional requirements by which the Commission 

is bound. Similarly, it is appropriate to approve the Company’s request for a SIB 

mechanism in this case. 

3. Rate Design 

CCWC continues to oppose the rate design recommended by Staff, which 

includes a large discount on the first tier.’68 By reducing this first tier below that of the 

current first tier rate, customers receive inappropriate pricing signals, i. e., that water is 

Ex. S-6 at 15. RUCO argues that CCWC should have submitted a POA rather than agree to adopt the form of 
POA proposed by Staff. This is a distinction without a difference. CCWC has agreed to comply with the POA 
required by Staff. RUCO also makes an issue of the fact that the POA did not include revenue numbers as was the 
case in the Arizona Water and LPSCO matters. Unlike those matters, there is not an approved revenue requirement 
in this case (as in the Arizona Water case) nor a settlement agreement with an agreed revenue requirement (as in the 
LPSCO case). 
165 Ex. A-21 at 3. 
166 Ex. A-7 at 13; Tr. at 51 1-13. 
16’ Ex. R-13 at 46; Tr. at 602-03. 

Company’s Schedules (H Schedules); Ex. A-6 at 30. 
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less expensive than before, which is not the case.169 Although Staff argues in its Opening 

Brief that there should be a discount on "non-discretionary usage" in the first tier, there is 

no doubt that the cost of providing water service is in~reasing.'~' These increasing costs 

should be reflected in customers' rates. 

In addition, these tiered rates, as proposed by Staff, make it extremely difficult, if 

not impossible, for CCWC to achieve its authorized revenue req~irement . '~~ Once again, 

the Company urges the Commission to heed the analysis provided by Mr. Bourassa, who 

performed the Company's cost of service study: 

Watedwastewater utilities are very capital intensive. Most of the costs that you 
look at in a cost of service study are what I will call fixed costs. The are there 
regardless of the amount of water that is sold. And typically in rate B esigns that 
have been adopted by the Commission, some portion of the fixed cost is actually 
recovered through the commodity rates. And you don't get commodity revenues 
unless you sell water. So if there is any risk to, or if there is a risk to selling all the 
water you need to cover your costs, then you are going to have that risk of 
underrecovery . 
And it is exacerbated by the fact that we use inverted tier rates. Why? Because we 
actually --inverted tier rates means that we have a low cost rate at the front end 
and a higher cost rate as more water is used. And what ty ically hap ens then is 

that encourages conservation. So if you actually experience conservation, you are 
not going to recover all of your cost of service. 

that more of the cost recovery is up in the higher usage b P ocks, but t R at's a design 

**** 
One example of what I mean is if you look at --actually, let's look at Exhibit A-2, 
Schedule G-9, page 1. This schedule reflects a breakeven analysis based on the 
rate design that the company proposes. You will see that the breakeven point isn't 
until somewhere between 8- and 9,000 gallons of water usage. So by the first tier, 
which is the lowest commodity rates, we are selling water well below its true cost, 
to the tune of, this schedule shows which is my rebuttal schedule, $12.26. So that's 
what I mean by there is substantial risk in rate design, because we are not even 
reaching a breakeven point until that 8- or 9,000-gallon breakeven point. And I 
don't believe that our average usage --our average usage is, for the residential 
meter, is right at 8,000 gallons. So conservatioq7$f we lower that average down, 
we are not even reaching our breakeven point. 

16' Ex. A-6 at 30. 
Staffs Opening Brief at 23. 

17' Ex. A-6 at 30. 
Tr. at 547-49. 
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As noted by the Company in its Opening Brief, in two recent decisions, the 

Commission recognized issues with these rate designs and the risk of ~nder-recovery.'~~ 

In both of those cases, the Commission revised Staffs recommended rate design by 

increasing the fixed charge.'74 The same issues that the Commission recognized in those 

cases exist in this case but on a larger scale. Accordingly, the Company requests that the 

Commission adopt the Company's rate design. 

4. Miscellaneous Service Charges 

CCWC's miscellaneous service charges for items such as after-hours and regular- 

hours establishment of service should be directly related to the costs to provide such 

services.'75 Staff recommends rejecting the Company's proposed charges and instead 

relies upon lesser rates for these services that are not tied to actual 

Company continues to recommend the adoption of its proposed fees and believes that 

charging the actual costs for these services is appropriate as it allows the Company to 

recover those costs and sends appropriate price signals to  customer^.'^^ Staff argues that 

the Company did not provide sufficient support for these changes. However, Staff 

appears to ignore the sworn testimony of Company witnesses that these amounts reflect 

actual Staff did not provide any evidence to the contrary and Staffs arguments 

should be rejected. 

The 

5. Low Income Program 

The Company has proposed a Low Income Program as part of this Application. 

As reflected in its Final Schedules, the Company has included a $7.50 discount for up to 

250 customers at a total cost of $22,500.'79 Staff also supports this level of discount as 

173 DecisionNo. 74391 at 11; DecisionNo. 74398 at 17-18. 
174 Decision No. 74391 at 11; Decision No. 74398 at 17-18. 
175 Ex. A-6 at 28. 
176 Staffs Schedules. 
177 Ex. A-6 at 28. 
17* Ex. A-6 at 28-29. 

Company's Schedules at Sch. H-2. 179 
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part of its filings. However, neither Staff nor RUCO has included any mechanism by 

which these costs will be recovered.18' 

As reflected in the Company's H-2 Schedule, the Company has requested to 

spread this cost over the highest block consumption of Residential and Commercial 

customers, which totaled 392,580 kgals resulting in a surcharge on the highest block for 

those customers of $0.0573 per kgal($22,500 / 392580 kgals).181 This same approach 

has been used in other EPCOR districts in which a low income program has been 

implemented, and the Company requests that it be implemented here as well. 

RESPECTFULLY SUBMITTED this 25th day of April, 2014. 

LEWIS ROCA ROTHGERBER, LLP 

Thomas H. Campbell 
BY 

Michael T. Hallim 
201 E. Washington, Suite 1200 
Phoenix, Arizona 85004 
Attorneys Chaparral City Water Company 

ORIGINAL and thirteen (13) copies 
of the foregoin filed 

The Arizona Corporation Commission 
Utilities Division - Docket Control 
1200 W. Washington Street 
Phoenix, Arizona 85007 

this 25th day o F April 2014, with: 

Copy of the foregoin hand-delivered 

Steve Olea 
Utilities Division 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, Arizona 85007 

this 25th day of Apri f ,2014, to: 

'*' Staffs Schedules; RUCO's Schedules. 
IS1 Id. 
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Lyn Farmer 
Chief Administrative Law Judge, Hearing Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, AZ 85007 

Janice Alward, Chief Counsel 
Legal Department 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, Arizona 85007 

Copy of the foregoing mailed 
this 25th day of April, 2014, to 

Daniel W. Pozefsky, Chief Counsel 
Residential Utility Consumer Office 
11 10 West Washington, Suite 220 
Phoenix, Arizona 85007 

Andrew J. McGuire 
David A. Pennartz 
Landon W. Loveland 
Gust Rosenfeld, P.L.C. 
One East Washington, Suite 1600 
Phoenix, AZ 85004 
Attorneys for Town of Fountain Hills 

Lina Bellenir 
Vince Cannarsa 
1630 1 E. Jacklin Drive 
Fountain Hills, AZ 85268 

Gale Evan 
Patricia Huffman 
162 18 E. Palisades Blvd 
Fountain Hills, AZ 85268 

Leigh M. Oberfeld-Berger 
16623 E. Ashbrook Drive, Unit #2 
Fountain Hills, AZ 85268 

Tracey Holland 
16224 E. Palisades Blvd. 
Fountain Hills, AZ 85268 

Leonora M. Hebenstreit 
16632 E. Ashbrook Drive, Unit A 
Fountain Hills, AZ 85268 
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