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Introduction 

Utilities Division Staff (“Staff ’) recommends the Arizona Corporation Commission (“ACC” 
or ccCommission’~) approve an interim Purchased Water Adjustment Mechanism (,TWAh!f”) for 
Payson Water Co., Inc.’s (“TWCyy or “Company”) Mesa Del Caballo (%DCY7) system. . 

Background 

On October 25,2013, the Commission issued Decision No. 74175 in Phase I of the above- 
referenced proceedmgs for the rate and financing applications. Phase I was decided on an expedted 
basis so that PWC’ might have sufficient time to obtain the necessary financing and to construct a 
new water pipeline connecting its MDC system to the Town of Payson’s water system prior to the 
summer of 2014.’ PWC obtained a loan of $275,000 on February 19, 2014, from the Water 
Infrastructure and Finance Authority of Arizona (‘WIFA”), and completed construction of the new 
pipehe in April 2014. On May 12, 2014, the Anzona Department of Environmental Quality 
(“ADEQ’) issued an Approval of Construction, so PWC now has all of the required regulatory 
approvals it needs to begm delivering water to its MDC customers via the new pipeline. 

On May 6, 2014, PWC sent an email to its MDC customers notifymg them that “due to 
heavy water consumption over the weekend” the Company was “unable to recover from the 
reduction of [its] water storage volume7’ and MDC was required to move back to Stage 4 of its 
Water Curtailment Tariff. The email further indcated that construction of the new pipeline was 
“substantially complete and operational” but that because the Commission 

1 PWC provides water service to approximately 1,114 customers in eight different communities in Gila County, 
Arizona. The largest community presently served by PWC is MDC, with 364 customers. 
2 MDC has experienced chronic water shortages during the summer months over the past five years. 
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“has not yet approved the new rates (whch include the Purchased Water Surcharge 
for MDC customers), the Company cannot afford to purchase water through the 
new line. At present, and until new rates take affect, the only ACC-approved 
method for the Company to augment water into W C ]  and recover the costs, 
remains hauling water into the system with t ruck~.”~  

On May 12, 2012, Staff filed an update in h s  matter to apprise the Commission of the 
status of MDC’s water supplies. In that status update, Staff indcated that it intended to bring this 
matter before the Commission in an open meeting. PWC has agreed to provide appropriate notice 
to the customers of its MDC system. 

Analysis 

Staff is concerned that the need for supplementing MDC water supplies is imminent, and 
that the Company’s existing tariffs create a perverse incentive for the Company to truck water into 
MDC instead of delivering it via its operational pipehe. Staff believes truchng water into MDC at  
h s  point would not be consistent with the Commission’s intent in the Phase I order (i.e., Decision 
No. 74175) authorizing the financing of the new ~ipe l ine .~  

However, Staff concurs with PWC’s assessment that the Company’s existing tariffs would 
not allow the Company to recover the cost of any water that it purchases from the Town of Payson 
and delivers to MDC via its new pipeline. Staff also notes that, while the Company has filed an 
application to eliminate its Emergency Interim Water Augmentation Surcharge Tariff, the 
Commission has not yet acted on the Company’s application, and the Company has expressly asked 
the Commission not to act on its application unul the Commission has approved a purchased water 
adjustment mechanism (“PWAM”) for its MDC system. Based on ths, the Company arguably only 
has authority to recover the cost of augmentation water if it is trucked into MDC. 

Emergency rate relief is appropriate when a Company is potentially unable to maintain 
adequate levels of service at appropriate rates pendmg the outcome of a final rate determination. If 
PWC’s existing water supplies were to become insufficient before the conclusion of its pendmg rate 
case, the Company would need to obtain supplemental supplies. Under the present circumstances, 
supplementing the water supply by hauling water via trucks is sipficantly more expensive than 
supplementing the water supply by transporting purchased water through the new pipeline. Staff is 
concerned that MDC customers may be subjected to the expensive costs of water hauling, even 
though a cheaper alternative is available. 

Staff believes that these circumstances justify emergency rate relief, and Staff recommends 
that the Commission authorize PWC to implement an interim PWAM for the MDC system u n d  a 
decision is issued in PWC’s pendtng rate case. The details of the interim PWAM tariff as well as 
estimated customer bdl impacts are set forth in Exlubits A and B, respectively. The interim PWAM 

3 In September 2010, the Commission authorized PWC to assess an Emergency Interim Water Augmentation 
Surcharge Tariff on MDC customers to recover its costs of hauling water to MDC between May 1’‘ and September 
30” each year. The Commission required PWC to post a performance bond of $100 in the form of a cashiers check. 
4 Staff notes that as of April 1,2014 MDC customers began paying a $6.76 per month WIFA loan surcharge to 
service payments on the $275,000 WlFA loan. 
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should apply ody to the customers of the MDC system. Furthermore, any emergency/interim rate 
relief will be subject to true-up and/or refund in the pending rate case. 

Recommendations 

Based on the foregoing and upon Staffs belief that the need to augment MDC’s water 
supplies is imminent, Staff recommends: 

That  the Commission approve, on an interim basis, the PWAlM that the Company 
requested and that Staff recommended in PWC’s pendmg rate case, which is attached 
as Exhbit A; 

That the interifn PWAM should apply only to the customers of the h4DC system; 

That the Commission accept either the $10,000 bond PWC filed pursuant to the 
Phase I order or the performance bond PWC filed with the Commission when it 
initiated its Emergency Interim Water Augmentation Surcharge Tariff as an 
appropriate bond herein; 

That any emergency/intenm rates wdl be subject to true-up and/or refund in PWC’s 
pending rate case; and 

That simultaneous to the approval of the interim PWAhI, the Commission grant 
PWC’s request to eliminate its Emergency Interim Water Augmentation Surcharge 
Tariff. 

Steven M. Olea 
Director 
Uulities Division 

SMO:ljl:sms\RRM 

ORIGINATOR John LeSueur 
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COASH & COASH 
1802 North 7th Street 
Phoenix, Arizona 85006 

Glynn Ross 
405 S. Ponderosa 
Payson, Arizona 85541 

Suzanne Nee- 
2051 E. Aspen Dr. 
Tempe, Arizona 85282 

Bdl Sheppard 
6250 N. Central Ave. 
Phoenix, Anzona 85012 

Kchard Burt 
8157 W. Deadeye Rd 
Payson, Anzona 85541 

J. Stephen Gehring 
8157 W. Deadeye Rd. 
Payson, Arizona 85541 

Thomas Bremer 
6717 E Turquoise Ave. 
Scottsdale, Arizona 85253 

Kathleen Reidhead 
14406 S. Cholla Canyon Dr. 
Phoenix, Arizona 85044 

Robert Hardcastle 
3101 State Rd. 
Bakersfield, California 93308 

Mr. Steven M. Olea 
Director, UtAties Division 
Arizona Corporation Commission 
1200 West Washmgton Street 
Phoenix, Arizona 85007 

Ms. Janice Alward 
Chef Legal Counsel, Legal Division 
h z o n a  Corporation Commission 
1200 West Washgton Street 
Phoenix, Anzona 85007 

Ms. Lyn Farmer 
Chief Admmstrative Law Judge, 
Hearing Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
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PURCHASED WATER ADJUSTOR MECHANISM (“PWAM”) 
TARIFF 

FOR MESA DEL CABALLO 

I. Purpose and Applicability 

The purpose of t h s  tariff is to provide for recovery of the costs of water purchased through an 
interconnection between the Town of Payson and Payson Water Co., Inc. in order to obtain 
supplemental water supplies for its Mesa Del Caballo (“MDC”) system. ms tariff is applicable only 
to h4DC customers. These charges are applicable to all MDC connections and will be assessed based 
on usage, as more particularly provided below. 

11. Definitions 

Unless the context otherwise requires, the definitions set forth in R14-2-401 of the Arizona 
Corporation Commission’s (“Commission”) rules and regulations governing water utdlties shall 
apply in interpreting &us tariff schedule. 

“Avoided Production Costs” means the unit cost of production (cost per 1,000 gallons) avoided by 
h4DC because of the use of water purchased from the Town of Payson rather than pumping 
groundwater from the MDC’s wells and booster stations. 

“h4DC” means Payson Water Co., Inc. 

“Purchased Water Cost” means the actual cost bllled by the Town of Payson for water purchased 
through the interconnection between the Town of Payson’s water system and MDC’ s water system. 

“Purchased Water” means the actual quantity (in thousands of gallons) of water purchased by MDC 
from the Town of Payson and transported through the interconnection between the Town of 
Payson’s water system and MDC’s water system. 

“PWAM Surcharge” means the surcharge calculated in accordance with Section nT below. 

“PWAM Surcharge Rate” means the rate per 1,000 gallons that is calculated in accordance with 
Section I11 below. 

L C T ~ ~ n 7 7  means the Town of Payson. 

‘Water Sold” means the actual quantity (in thousands of gallons) of water sold by MDC to Mesa del 
Caballo customers during the month correspondmg to the month in whch water was purchased 
from the Town and transported through the interconnection between the Town’s water system and 
MDC’s water system. 

111. PWAM Surcharge Rate Calculation 

For each month that MDC purchases water from the Town through the interconnection between 
the Town’s water system and MDC’s water system, MDC will calculate the PWAM Surcharge Rate 
per the following formula: 



[Purchased Water Cost - (!Anchased Water Quantity x Avoided Production Costs)] / Water Sold 

IV. Terms and Conditions 

(A) Assessment and B&P of PWAM Surcharpe: For any month in which water is purchased from 
the Town, after completing its billing for the month and receiving the Town’s b h g  for the month, 
the Company d make the PWAM surcharge calculation to determine the PWAM Surcharge Rate. 

In the following month, the Company will blll the PWAM Surcharge to its Mesa del Caballo 
customers only. Each individual customer’s b&ng for the PWAM Surcharge will be based on that 
customer’s actual usage for the previous month (the month correspondmg to the water purchase 
from the Town) times the PWAM Surcharge Rate. 

The PWAM Surcharge shall be presented as a separate line item on the customer b i h g .  

(€3) Notice to Commission: For any month in which MDC intends to bdl MDC customers a PWAM 
Surcharge, MDC shall provide Commission Staff notice of MDC’s intent to b d  the PWAM 
Surcharge. The notice to Commission Staff shall include the following 

1. The Purchased Water Cost. 
2. The Purchased Water Quantity. 
3. 
4. 

A copy of the bill received for the purchase of water from the Town. 
A description of the system problem necessitating purchasing of water and a description of 
the action being taken by MDC to resolve the problem, including the date operations d d  or 
are expected to return to normal. 
The dates for b e p n i n g  and endmg purchasing water. 
A schedule showing the calculation of the PWAM Surcharge Rate in excel format with 
formulas intact, includmg a schedule showing the determination of the Avoided Production 
costs. 

5. 
6. 
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