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BEFORE THE ARIZONA CORPORATION - . . 
1 ; i -  - - 

AnZOna CoDora!lLii! ~ ~ l l l l l  
COMMISSIONERS 

DOCKET'E 21114 MY 30 p 2: c 4  BOB STUMP, Chairman LJ 

SARY PIERCE ORIGINAL MAY 3 0 2014 BRENDA BURNS 
BOB BURNS r 

SUSAN BITTER SMITH 

N THE MATTER OF THE APPLICATION OF 
ARIZONA WATER COMPANY FOR 
AUTHORITY TO IMPLEMENT A SYSTEM 
IMPROVEMENT BENEFITS SURCHARGE IN 
ITS COCHISE SYSTEM 

um;w 7 f I 1 ttv I- ~- - -  

DOCKET NO. W-0 1445A- 1 1-03 10 

APPLICATION FOR AUTHORITY TO 
IMPLEMENT SYSTEM IMPROVEMENT 

BENEFITS SURCHARGE 

Arizona Water Company ("the Company") hereby requests that the Arizona Corporation 

Commission ("Commission") approve the Company's implementation of a surcharge under the 

system improvement benefits ("SIB") mechanism in its Cochise system, pursuant to the provisions 

If Decision No. 73938 (June 27,2013) and the settlement agreement attached thereto as Attachment 

4, as affirmed in Decision No. 74463 (April 22,2014). 

1. BACKGROUND 

On August 5, 201 1, the Company filed an application seeking adjustments to the rates and 

:harges for utility service furnished by its Eastern Group of water systems (including the 

Superstition, Cochise, San Manuel, Falcon Valley and Winkelman systems) and, among other 

:hings, the approval of a distribution system improvement charge ("DSIC"). On February 20,2013, 

:he Commission issued Decision No. 73736, which authorized adjustments to the Company's Eastern 

Sroup rates. Although the Commission did not authorize a DSIC in Decision No. 73736, it 

indicated its support for a DSIC-type mechanism and left this docket open to allow the parties the 

~pportunity to enter into settlement discussions regarding the Company's proposed DSIC, thereby 

:reating Phase 2 of this proceeding. 

1 
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On April 1, 2013, the Commission's Utilities Division ("Staff') filed in this docket a 

settlement agreement between itself, the Company, and various other intervenors setting forth the 

letails of the SIB mechanism and settling all issues relating to the Company's DSIC proposal. On 

lune 27,2013, the Commission issued Decision No. 73938 approving the settlement agreement with 

:ertain modifications, thereby authorizing a SIB mechanism for the Company's Eastern Group. On 

4pril 22, 2014, the Commission issued Decision No. 74463 affirming Decision Nos. 73736 and 

73938 in their entireties. 

[I. THE SIB MECHANISM 

The SIB mechanism approved in Decision No. 73938 is a ratemaking device designed to 

provide for the timely recovery of the capital costs (depreciation expense and pre-tax return on 

investment) associated with certain distribution system improvement projects that have been 

zompleted and placed in service and where costs have not been included for recovery in Decision 

Vo. 73736. The major provisions of the SIB mechanism approved in Decision No. 73938 are: 

1. Commission Pre-Approval of SIB Eligible Pro-iects - All of the infrastructure 

replacement projects eligible for SIB recovery must be approved by the Commission 

prior to the Company filing for recovery. SIB eligible projects must be completed 

and placed in service prior to the SIB surcharge going into effect. Only those projects 

completed for the purpose of maintaining or improving existing customer service, 

reliability, integrity, and safety are eligible for SIB treatment. Projects designed to 

extend existing facilities or expand capacity to serve new customers are not eligible 

for SIB treatment. Expenditures eligible for SIB recovery in this proceeding are 

listed on Attachment A, Exhibit A ("SIB Plant Table I") to Decision No. 73938. 

Costs Eligible for SIB Recovery - The project costs that are eligible for SIB 

surcharge recovery are limited to the pre-tax rate of return on investment and 

depreciation expense associated with SIB-eligible projects. The rate of return, 

2. 
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3. 

4. 

5 .  

6. 

7. 

oblMI14 

depreciation rate, and tax multiplier are equal to those approved by the Commission 

in Decision No. 73736. The calculation of the SIB surcharge also takes into account 

any related plant retirements. 

Efficiency Credit - A credit equal to five percent of the SIB surcharge revenues will 

be given back to customers in the form of a SIB efficiency credit, shown separately 

on customers' bills. 

SIB Surcharge Cap - The amount to be collected from each SIB surcharge is capped 

annually at five percent of the revenue requirement authorized in Decision No. 

73736. 

SIB Surcharge Rate Design - The SIB surcharge is a fixed monthly surcharge 

presented on customers' bills as a SIB fixed surcharge and a SIB efficiency credit 

(two separate line-items). The surcharge increases with meter size based on meter 

flow capacity. 

Commission Approval of SIB Surcharge - The Commission must approve each SIB 

surcharge filing prior to the Company implementing the surcharge. To this end, the 

Company must provide a proposed order for the Commission's consideration with 

each SIB surcharge filing. When the Company files a SIB surcharge, Staff and 

RUCO have 30 days to review the filing and, if no objection is raised, the Company 

may request that the surcharge be placed on an open meeting agenda at the earliest 

practicable date. 

Number of SIB Surcharge Filings Allowed Between General Rate Cases - The 

Company may file up to five SIB surcharges between general rate cases, with the 

initial filing being no sooner than 12 months after the date of the Commission's 

decision in its most recent general rate case. The Company may file no more than 

one SIB surcharge every 12 months. Additionally, the Company must file its next 

3 
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8. 

9. 

10. 

general rate case no later than five years after its most recent general rate case, at 

which time any SIB surcharges that are in effect will end and the associated costs will 

be included in base rates. 

SIB Proiect Status Updates - Every six months, the Company is required to file a 

report with docket control delineating the status of all SIB eligible projects. 

Annual SIB True-up - For each 12-month period that a SIB surcharge is in effect, the 

Company is required to reconcile the actual surcharge revenue collected with the SIB 

revenue authorized for that period. The Company will refund, or collect, any over- or 

under-collected SIB surcharge revenues over the subsequent 12-month period. 

Public Notice - At least 30 days prior to a SIB surcharge becoming effective, the 

Company is required to provide public notice in the form of a billing insert or 

customer letter summarizing the amount of the SIB surcharge, the SIB efficiency 

credit, any true-up, and the projects included in the surcharge, including their cost. 

Decision No. 73938 requires the Company to file the following information with each SIB 

surcharge request: 

1. SIB Plant Table I, listing SIB eligible projects contemplated for the next twelve- 

nonth SIB surcharge period. 

2. SIB Plant Table 11, listing the SIB-eligible projects that have been completed and 

>laced in service, and for which the Company seeks cost recovery. Such projects must: (1) be 

xojects set forth in the Company's initial SIB Plant Table I approved in Decision No. 73938 or have 

>een added to SIB Plant Table I pursuant to Decision No. 73938, Attachment A, Section 6.0; (2) 

lave been completed by the Company; and (3) be actually serving customers. 

3. SIB Schedule A, showing a calculation of the SIB revenue requirement and SIB 

:Eciency credit, as well as the individual SIB fixed surcharge calculation. 

4 
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4. SIB Schedule B, showing the overall SIB revenue true-up calculation for the prior 

twelve-month SIB surcharge period, as well as the individual SIB fixed true-up surcharge or credit 

calculation. 

5.  

customer's bill. 

6. 

SIB Schedule C, showing the effect of the SIB surcharge on a typical residential 

SIB Schedule D, showing an analysis of the impact of the SIB projects included in the 

current SIB surcharge on the fair value rate base, revenue, and the fair value rate of return as set 

forth in Decision No. 73736. 

7. 

Additionally, Decision No. 73938 requires the Company to include in each of its SIB 

surcharge filings similar financial information required for arsenic cost recovery mechanism 

("ACRM") filings, as described in Decision No. 66400, dated October 14, 2003, including; (1) the 

most current balance sheet at the time of the filing; (2) the most current income statement: (3) an 

earnings test schedule; (4) a rate review schedule (including the incremental and pro forma effects of 

the proposed increase); ( 5 )  an adjusted rate base schedule; (6) a construction work in progress 

("CWIP") ledger (for each project showing accumulation of charges by month and paid vendor 

invoices); and (7) a schedule showing the calculation of the Company's three-factor allocation 

formula. 

111. 

A proposed order for the Commission's consideration. 

STATUS OF COMPLETED SIB ELIGIBLE PROJECTS 

Pursuant to the requirements of Decision No. 73938 and the settlement agreement attached 

thereto as Attachment A, the Company filed on February 28, 2014, a Status Report of All SIB 

Eligible Projects ("February 2014 Status Report"). The February 2014 Status Report included SIB 

Plant Table I1 for the Cochise system, listing each SIB eligible project completed to date and its cost. 

The total actual cost of the five SIB eligible projects completed to date in the Cochise system is 

5 
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$570,300, approximately $1 17,000 (1 7%) below the original engineering cost estimate of $687,276 

for these projects shown on SIB Plant Table I.' 

The February 2014 Status Report also included the Arizona Department of Environmental 

Quality ("ADEQ") Approval of Construction ("AOC'') or signed Construction Placed in Service 

Notice (where an AOC is not applicable), and pictures of each SIB eligible project completed to 

date. Additionally, on March 4, 2014, the Company provided, under separate cover to Staff and 

RUCO, a listing of individual general ledger charges and copies of contractor invoices for the 

completed SIB eligible projects completed to date. 

The Company's application for a SIB surcharge in the Cochise system reflects the capital 

costs associated with its $570,300 investment in completed SIB eligible projects reported in the 

February 20 14 Status Report. 

[V. DETAILS OF THIS FILING 

The Company's application supports a SIB surcharge to recover the capital costs related to its 

$570,300 investment in completed SIB eligible projects in its Cochise system, which includes 

Bisbee and Sierra Vista. The Company requests a SIB surcharge of $0.86 per month for a customer 

with a 5/8 x 3/4-inch meter to provide total SIB revenues of $79,590. Additionally, the Company's 

application includes a SIB efficiency credit of $0.04 per month for a customer with a 5/8 x 3/4-inch 

meter to provide total SIB efficiency credit refunds of $3,979. The net increase (SIB surcharge 

minus efficiency credit) for a customer with a 5/8 x 3/4-inch meter under the Company's request is 

$0.82 per month. This equates to a 2.68% increase in the average monthly bill for a residential 

customer with a 5/8 x 3/4-inch meter in Bisbee (based on average usage of 4,601 gallons), from 

$30.63 to $3 1.45; and a 2.78% increase in the average monthly bill for a residential customer with a 

... 

See Exhibit B attached hereto (SIB Plant Table 11), page 6 (summary page). 
The monthly SIB surcharge increases for larger meters. See Exhibit C attached hereto, Schedule A, page 2. 
See Exhibit C, Schedule C, page 1. 

6 
OMW14 



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 

5/8 x 3/4-inch meter in Sierra Vista (based on average usage of 7,590 gallons), from $29.47 to 

$30.29: 

As of the date of this filing, the Company will begin providing public notice of its request 

herein to customers located in its Cochise system. The Company will also provide public notice of 

the Commission's approval of the SIB surcharge in the form of a billing insert or customer letter at 

least 30 days prior to the surcharge going into effect, consistent with the requirements of Decision 

No. 73938. 

V. SUPPORTING MATERIAL 

In support of its SIB surcharge application for the Cochise system, the Company is including, 

as Exhibits A through D, the following information required with each SIB surcharge request per 

Decision No. 73938: 

EXHIBIT A: SIB Plant Table I, listing the SIB eligible projects contemplated for the 

next twelve-month SIB surcharge period. For the SIB eligible projects the Company expects to 

complete in the next twelve months, a 1.5% inflation factor has been applied to the estimated unit 

cost. 5 

EXHIBITB: SIB Plant Table 11, listing the completed projects comprising the 

Company's SIB eligible plant investment of $570,300 in the Cochise system, and for which the 

Company seeks cost recovery. Also included are the ADEQ AOC or signed Construction Placed in 

Service Notice (where an AOC is not applicable), and pictures of each SIB eligible project for which 

the Company seeks cost recovery. This is the same SIB Plant Table I1 and supporting information 

attached to the February 2014 Status Report. 

EXHIBIT C: The required SIB financial schedules, as well as the information 

required for ACRM filings per Decision No. 73938, including: 

See Exhibit C, Schedule C, page 2. 
Based on the 2013 to 2014 change in the Consumer Price Index - All Urban Consumers, per 

httu://data.bls.gov/timeseries/CUUROOOOSAO?output view=pct 12mths. 
7 
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1. SIB Schedule A: Page 1 of Schedule A shows the calculation of the SIB 

revenue requirement of $79,590 (line 31) and SIB revenue requirement 

efficiency credit of $3,979 (line 36). Page 2 of Schedule A shows the 

individual SIB fixed surcharge calculation by meter size, including the gross 

SIB surcharge of $0.86 (5/8 x 3/4-inch meter) (line 24) and SIB surcharge 

efficiency credit of $0.04 (5/8 x 3/4-inch meter) (line 29). 

SIB Schedule B: Page 1 of Schedule B shows the overall SIB revenue true-up 

calculation for the prior twelve-month SIB surcharge period of $0 (line 16). 

Page 2 of Schedule B shows the calculation of the individual SIB true-up 

adjustment of $0.00 (518 x 3/4-inch meter) (line 25). 

SIB Schedule C: Page 1 of Schedule C shows the effect of the SIB surcharge 

on a typical bill for a residential customer with a 5/8 x 3/4-inch meter in 

Bisbee. Page 2 of Schedule C shows the effect of the SIB surcharge on a 

typical bill for a residential customer with a 5/8 x 3/4-inch meter in Sierra 

Vista. 

SIB Schedule D: Page 1 of Schedule D shows an analysis of the impact of the 

Company's SIB eligible investment completed to date in the Cochise system, 

as well as the Company's requested SIB surcharge, on the fair value rate base, 

revenue, and rate of return reflected in Decision No. 73736. Page 2 of 

Schedule D is a rate review schedule showing the pro forma effect of the SIB 

eligible investments completed in the Cochise system, as well as the 

Company's requested SIB surcharge, on the Company's rate of return for the 

12 months ending March 31, 2014. Page 3 of Schedule D is the Company's 

balance sheet as of March 31,2014. Page 4 of Schedule D is the Company's 

income statement for the 12 months ending March 31, 2014. Page 5 of 

2. 

3. 

4. 
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Schedule D is an earnings test schedule for the 12 months ending March 3 1, 

20 14. Page 6 of Schedule D is an adjusted rate base schedule as of March 3 1, 

2014. Pages 7 through 15 of Schedule D show the CWIP ledger for each SIB 

eligible project completed in the Cochise system. The last page of the CWIP 

ledger (page 15 of Schedule D) shows a summary of the completed SIB 

eligible projects, related retirements and a calculation of the annual 

depreciation expense. Page 16 of Schedule D shows a calculation of the 

Company's three-factor allocation formula. 

EXHIBIT D: A proposed order for the Commission's consideration. 

Additionally, the Company will again provide, under separate cover to Staff and RUCO, the 

listing of individual general ledger charges and copies of contractor invoices for the completed SIB 

Aigible projects comprising the Company's $570,300 investment. 

VI. COMPANY CONTACT INFORMATION 

The person responsible for overseeing all SIB filings, including responding to all formal data 

requests, is Joel M. Reiker, the Company's Vice President - Rates and Revenues. Mr. Reiker's office 

md mailing address is 3805 North Black Canyon Highway, Phoenix, AZ 85015. Mr. Reiker's 

telephone number is (602) 240-6860, Ext. 108, and his email address is jreiker@azwater.com. 

VII. REQUESTED RELIEF 

The Company's application for approval to implement a SIB surcharge in its Cochise system 

:omplies with all of the requirements of Decision No. 73938 and the provisions of the settlement 

agreement attached thereto as Attachment A. Pursuant to Section 9.4 of the settlement agreement, 

'Staff and RUCO shall have thirty (30) days from the date a SIB surcharge filing is made by [the 

Company] to review the amount of the SIB surcharge or SIB true-up surcharge or credit, and dispute 

mdor file a request for the Commission to alter the SIB surcharge or SIB true-up surchargekredit. 

[f no objection is filed to [the Company's] request within the thirty-day timeframe, the request shall 

9 
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3e placed on an open meeting agenda at the earliest practicable date." Accordingly, the Company 

mequests that in the event Staff and RUCO, after reviewing the Company's application do not dispute 

3r file a request for the Commission to alter the Company's requested surcharge within thirty days, 

Exhibit D be placed on an open meeting agenda at the earliest practicable date. 

RESPECTFULLY SUBMITTED this 30th day of May, 20 14. 

ARIZONA WATER COMPANY 

By: 
E. Robert Spear 
General Counsel 
ARIZONA WATER COMPANY 
Post Office Box 29006 
Phoenix, Arizona 85038-9006 

Steven A Hirsch 
Stanley B. Lutz 
BRYAN CAVE LLP 
Two North Central Avenue, Suite 2200 
Phoenix, AZ 85004 
Attorneys for Applicant 
Arizona Water Company 

10 
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IRIGINAL and thirteen (13) copies of the foregoing filed this 30th day of May, 2014, with: 

locket Control Division 
irizona Corporation Commission 
200 West Washington Street 
'hoenix, Arizona 85007 

lOPY of the foregoing hand-delivered this 30th day of May, 2014, to: 

.yn Farmer, Chief Administrative Law Judge 
Iearing Division 
4rizona Corporation Commission 
200 West Washington Street 
'hoenix, Arizona 85007 

iteven M. Olea, Director 
Jtilities Division 
irizona Corporation Commission 
200 West Washington Street 
'hoenix, Arizona 85007 

anice Alward, Chief Counsel 
Nesley Van Cleve 
3ridget Humphrey 
,egal Division 
irizona Corporation Commission 
200 West Washington Street 
'hoenix, Arizona 85007 

Ianiel W. Pozefsky, Chief Counsel 
tesidential Utility Consumer Office 
. 1 10 West Washington Street, Suite 220 
'hoenix, Arizona 85007 

11 
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COPY of the foregoing e-mailed andor mailed this 30th day of May, 2014, to: 

Scott S. Wakefield 
RIDENOUR, HIENTON & LEWIS, PLLC 
201 N. Central Ave. Suite 3300 
Phoenix, AZ 85004-1052 
;wakefield@rhlfirm.com 
4ttorney for Residential Utility Consumer Ofice 

Jay L. Shapiro 
FENNEMORE CRAIG PC 
2394 E. Camelback Road, Suite 600 
Phoenix, AZ 85016-3429 
i shapiro@fclaw.com 
4ttorney for Liberty Utilities 

Christopher Krygier 
LIBERTY UTILITIES 
12725 W. Indian School Road, Suite DlOl 
Avondale, AZ 85392 
chris.krygier@libertyutilities.com 

Michael Hallam 
LEWIS ROCA ROTHBERGER, LLP 
40 N. Central 
Phoenix, AZ 85004 
Mhallam@LRRlaw.com 
Attorney for EPCOR Water Arizona, Inc. 

Sheryl Hubbard 
EPCOR WATER ARIZONA, INC. 
2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 
shubbard@epcor.com 

Michael M. Grant 
GALLAGHER & KENNEDY, PA 
2575 E. Camelback Road 
Phoenix, AZ 85016-9225 
mmg@gknet.com 
Attorney for Arizona Investment Council 

Gary Yaquinto 
ARIZONA UTILITY INVESTORS ASSN. 
2100 N. Central Avenue, Suite 210 
Phoenix, AZ 85004 
g y aqm@arizonaic . org 

Michael W. Patten 
Timothy J. Sabo 
ROSHKA DEWULF & PATTEN, PLC 
One Arizona Center 
400 E. Van Buren, Suite 800 
Phoenix, AZ 85004-2262 
mpatten@rdp-law .com 
tsabo@rdp-1aw.com 
Attorneys for Global Water 

Ron Fleming 
GLOBAL WATER UTILITIES 
21410 N. 19* Avenue, Suite 201 
Phoenix, AZ 85027 
ron. fleming@gwresources.com 

Garry D. Hays 
LAW OFFICES OF GARRY D. HAYS, PC 
1702 E. Highland Avenue, Suite 204 
Phoenix, AZ 85016 
ghays@lawgdh.com 
Attorney for City of Globe 

Greg Patterson 
916 W. Adams, Suite 3 
Phoenix, AZ 85007 
greg@azcpa.org 

Ryan Harper 
Lauren Patheal 
Julie Rees 
TRIADVOCATES, LLC 
Two N. Central Ave., Suite 1150 
Phoenix, Arizona 85004 
ryan@triadvocates.com 
lauren@triadvocates . com 
julie@triadvocates.com 

Ms. Kathie Wyatt (by mail only) 
1940 N. Monterey Drive 
Apache Junction, AZ 85 120 
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EXHIBIT A 

SIB PLANTTABLE I 

-SUPERSTITION (APACHE JUNCTION) PWSID NO. 11-004 

-SUPERSTITION (SUPERIOR) PWSID NO. 11-021 

-SUPERSTITION (MIAMI) PWSID NO. 04-002 

-FALCON VALLEY (ORACLE) PWSID NO. 11-019 

-COCHISE (BISBEE) PWSID NO. 02-001 



SUPERSTITION (APACHE JUNCTION) 

PWSID NO. 11-004 
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EXHIBIT B 

SIB PLANTTABLE II 

-COCHISE (BISBEE) PWSID NO. 02-001 
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SIB PLANT TABLE II 
SUPPORTING DOCUMENTATION 

COCHISE (BISBEE) 

PROJECT 43 (WA 1-4901) 

- ADEQ Approval of Construction (AOC) or signed Construction 

- Project pictures 
Placed in Service Notice where AOC not applicable (e.g. services) 



ARIZONA DEPARTMENT 

ENVIRONMENTAL QUALITY 
OF 

1 1 10 West Washington Street -Phoenix, Arizona 85007 
Janice K. Brewer (602) 771-2300 =m.azdeq.gov Henry R. Darwin 

Governor Director 

APPROVAL OF CONSTRUCTION 

Project Description: Installation of approximately 1,800 If of 6-inch DIP waterline to replace 

existing 2-inch GS waterline on Bowers St. and Marie St. Existing fire 

hydrant on southeast comer of Bowers St .  and Marie St. was replaced and 

relocated to the NE comer. Line shifted on south end of Bowers St. north of 
~ 

McDonald St. to the East to reduce the length of pavement replacement. 

Project Location: Bisbee County: Cochise 

Project Owner: Arizona Water Company, P 0 BOX 29006, Phoenix, AZ 85038 

Approval to operate the above-described facilities as represented in the approved plan documents on file 
with the Arizona Department of Environmental Quality is hereby given subject to the following provisions: , 

NONE 

This approval is based upon the Engineer’s Certificate of Completion signed by your Registered 
Professional Engineer, Frederick K. Schneider, dated June 5,2012. 

Arizona Revised Statues require that the operation of the project must be in accordance with the rules of 
the Arizona Department of Environmental Quality. 

Date Approved: June 1 1,2012 

Southern Regional Office 
System Number: 02-001 

LTF Number: 56188 
File No.: 20120015 

cc: Engineering Review Desk 
County Health Department 
Project Owner 
Project File 
Read~ng File 

JEE: mdr 
ADEQlWQDIF0-001 (REV. 09-04) 

Southern Regional Office 
400 West Congress Street, Suite 433, Tucson, AZ 85701 

(520) 628-6733 

Printed on recycled paper \-Ltqo\ 

http://m.azdeq.gov
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SIB PLANT TABLE II 
SUPPORTING DOCUM ENTATION 

COCHISE (BISBEE) 

PROJECT 44 (WA 1-4902) 

- ADEQ Approval of Construction (AOC) or signed Construction 

- Project pictures 
Placed in Service Notice where AOC not applicable (e.g. services) 



ARIZONA DEPARTMENT 

ENVIRONMENTAL QUALITY 
OF 

1 1  IO West Washington Street Phoenix, Arizona 85007 
(602) 771 -2300 - www.azdeq.gov Henry R. Darwin 

Director 
Janice K. Brewer 

Governor 

APPROVAL OF CONSTRUCTION 

Project Description: Installation of approximately 769 If of 6-inch DIP waterline to replace 

existbig 1 -inch GS waterline, 1 -inch PVC waterline and 4-inch Sieel wateriine 

on Ocotillo St. 

Project Location: Bisbee County: Cochise 

Project Owner: Arizona Water Company, P 0 Box 29006, Phoenix, AZ 85038 

Apprcval to operate the above-described facilities as represented in tfie zpproved plan documefits on file 
with the Arizona Department of Environmental Quality is hereby given subject ?o the following provisions: 

NGNE 

This approval is based upon the Engineer’s Certificate of Completion signed by your Registered 
Professional Engineer, Andrew J. Haas, dated October 16, 20 12. 

Arizona Revised Statues require that the operation of the project must be in accordance with the rules of 
the Arizona Department of Environmental Quality. 

System Number: 02-001 
LTF Number: 57032 

File No.: 20120014 

cc: Engineering Review Desk 
County Health Department 
Project Owner 
Project File 
Reading File 

JEE: mdr 

Date Approved: October 30,2012 

Regional Engineering Coordinator 
Southern Regional Office 

ADEQIWQDIFO-001 (REV 09-04) 
ARIZONA WA ;’En COMPANY 
PHOEMJX - ENGINEERING 

Southern Regional Office 
4G0 West Congress Street, Suite 433 ,  Tucson, Ai! 85701 

Printed on ?cycled paper 

(520) 628-6733 

http://www.azdeq.gov
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SIB PLANTTABLE II 
SUPPORTING DOCUMENTATION 

COCHISE (BISBEE) 

PROJECT 47 (WA 1-4866) 

- ADEQ Approval of Construction (AOC) or signed Construction 

- Project pictures 
Placed in Service Notice where AOC not applicable (e.g. services) 



ARIZONA DEPARTMENT A9223Q 
OF 

ENVIRONMENTAL QUALITY 
1 1 10 West Washington Street -Phoenix, Arizona 85007 

(602) 771 -2300 www.azdeq.gov Janice K. Brewer Henry R. Dafwin 
Governor Director 

APPROVAL OF CONSTRUCTION 

Project Description: Replaced approximately 80 LF of 2” steel, 620 LF of 1” ,990 LF of 2” and 

2 10 LF of 3” galvanized steel waterline with 2,100 LF of 4” DIP with 

pOlyWrap and appurtenances on Ledge Avenue, Cross Street, and Quality Hill 

Road. 

Project Location: Bisbee County: Cochise 

Project Owner: Arizona Water Company, P 0 Box 29006, Phoenix, AZ 85038 

Approval to operate the abovedescribed facilities as represented in the approved plan documents on file 
with the Arizona DeparhTIent of Environmental Quality is hereby given subject to the following provisions: 

NONE 

This approval is based upon the Engineer’s Certificate of Completion signed by your Registered 
Professional Engineer, James T. Wilson, dated December 8,201 1 .  

Arizona Revised Statues require that the operation 3f the project must be in accordance with the rules of 
the Arizona Department of Environmental Quality. 

Date Approved: December 14,201 1 

Regional EngineeMg Coordinator 
Southern Regional Office 

System Number: 02-001 
LTFNumk. 55291 

File No.: 20 1101 82 

cc: Engineering Review Desk 
County Health Department 
Project Owner 
Project File 
Reading File 

JEE: mdr 
ADEQ/WQWFo.oOl (REV. 09-04) 

Southern Regional Office 
400 West Congress Street, Suite 433, Tucson, AZ 85701 

Printed m reqded paper 

(520) 628-6733 

http://www.azdeq.gov
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SIB PLANT TABLE II 
SUPPORT1 NG DOCUMENTATION 

COCHISE (BISBEE) 

PROJECT 5 1  (WA 1-4899) 

- ADEQ Approval of Construction (AOC) or signed Construction 

- Project pictures 
Placed in Service Notice where AOC not applicable (e.g. services) 



ARIZONA DEPARTMEI. 
OF 

’ ENVIRONMENTAL QUALI 
11 10 West Washington Street Phoenix, Arizona 85007 

(602) 771 -2300 www.azdeq.gov Henry R. Darwin Janice K. Brewer 
Governor Director 

APPROVAL OF CONSTRUCTION 

Project Description: Installation of approximately 850 LF (AB) of 8-inch DIP water line, 

approximately 75 LF (AB) of 6-inch DIP water line, 2 fire hydrants and 

Water Co. - Co- 

Shattuck Street. 
- ~~~ ~ 

Project Location: Bisbee County: Cochise 

Project Owner: Arizona Water Company, P 0. Box 29006, Phoenix, AZ 85038 

Approval to operate the above-described facilities as represented in the approved plan documents on file 
with the Arizona Department of Environmental Quality is hereby given subject to the following provisions: 

NONE 

This approval is based upon the Engineer’s Certificate of Completion signed by your Registered 
Professional Engineer, Andrew J. Haas, dated March 14,2013. 

Arizona Revised Statues require that the operation of the project must be in accordance with the rules of 
the Arizona Department of Environmental Quality. 

Date Approved: March 22,2013 - 
Regional Engineering Coordinator 
Southern Regional Office 

System Number: 02-001 
LTF Number: 57823 

File No.: 20120202 

cc: Engineering Review Desk 
County Health Department 
Project Owner 
Project File 
Reading File 

JEE:mdr 

ADEQiWQD/FO-001 (REV. 09-04) 
Southern Regional Office 

400 West Congress Street, Suite 433, Tucson, AZ 8570 
(520) 628-6733 

printed on recycled paper 
FILE COPY 

http://www.azdeq.gov
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SIB PLANTTABLE I1 
SUPPORTING DOCUMENTATION 

COCHISE (BISBEE) 

PROJECT 52 (WA 1-4900) 

- ADEQ Approval of Construction (AOC) or signed Construction 

- Project pictures 
Placed in Service Notice where AOC not applicable (e.g. services) 



ARIZONA DEPARTMENT 

EN VI RON M ENTAL QUALITY 
OF 

1 11 0 West Washington Street 0 Phoenix, Arizona 85007 
(602) 771 -2300 www.azdeq.gov Janice K. Brewer 

Cwemor 
Henry R Dawln 

Director 

APPROVAL OF CONSTRUCTION 

Project Description: Installation of approximately 300 LF of 6-inch DIP waterline and related 

appurtenances, to replace existing 6-inch steel waterline, along Howell 

Avenue in Bisbee. 

Project Location: Bisbee County: Cochise 

Project Owner: Arizona Water Company, P 0 Box 29006, Phoenix, AZ 85038 

Approval to operate the abovedescribed facilihs as represented in the approved plan documents on file 
with the Arizona Department of Environmental Quality is hereby given subject to the following provisions: 

NONE 

This approval is based upon the Engineer’s Certificate of Completion signed by your Registered 
Professional Engineer, Fredrick K. Schneider, dated August 7,2012. 

Arizona Revised Statues require that the operation of the project must be in accordance with the rules of 
the Arizona Department of Environmental Quality. 

Date Approved: August 16,20 12 

~egional Engineering Coordinator 
Southern Regional Office 

SystcmNumba 02-001 
LTFNumk 56551 

File No.: 20120020 

cc: Engineer& Review Desk 
County Health Department 
Project Owner 
Project Fils 
Reading File 

RDM: mdr 

ARIZONA WATEA COMPANY 
PHOENIX - ENGINEERINQ 

ADEQNQDIFo-001 (REV. 09-04) 

Southern Regional office 
400 West Congress Street, Suite 433, Tucson, AZ 85701 

mnted on rrcyc/cdpaper 
14900 (520) 628-6733 

http://www.azdeq.gov
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EXHIBIT C 
SIB SURCHARGE 

FINANCIAL SCHEDULES 

-SCHEDULE A: CALCULATION OF REVENUE REQUIREMENT & EFFICIENCY CREDIT 

-SCHEDULE B: CALCULATION OF ANNUAL TRUE-UP 

-SCHEDULE C: TYPICAL BILL ANALYSIS - RESIDENTIAL 5/8" X 3/4" METER 

-SCHEDULE D: FAIR VALUE RATE BASE, REVENUE & RATE OF RETURN 
RATE REVIEW 
BALANCE SHEET 
INCOME STATEMENT 
EARNINGS TEST 
RATE BASE 
CONSTRUCTION WORK IN PROGRESS (CWIP) LEDGER 
CALCULATION OF THREE-FACTOR ALLOCATION 



-SCHEDULE A: CALCULATION OF REVENUE REQUIREMENT & EFFICIENCY CREDIT 
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-SCHEDULE B: CALCULATION OF ANNUAL TRUE-UP 
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-SCHEDULE C: TYPICAL BILL ANALYSIS - RESIDENTIAL 5/8" X 3/4" METER 
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-SCHEDULE D: FAIR VALUE RATE BASE, REVENUE & RATE OF RETURN 
RATE REVIEW 
BALANCE SHEET 
INCOME STATEMENT 
EARNINGS TEST 
RATE BASE 
CONSTRUCTION WORK IN PROGRESS (CWIP) LEDGER 
CALCULATION OF THREE-FACTOR ALLOCATION 
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EXHIBIT D 

PROPOSED ORDER 
APPROVING SIB SURCHARGE 



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 

27 

28 

C‘OMMISSIONERS 

30B STUMP, Chairma 
3ARY PIERCE 
3RENDA BURNS 
30B BURNS 
SUSAN BITTER SMITH 

BEFORE THE ARIZONA CORPORATION COMMISSION 

[N THE MATTER OF THE APPLICATION 
3F ARIZONA WATER COMPANY FOR 
4UTHORITY TO IMPLEMENT A 
SYSTEM IMPROVEMENT BENEFITS 
SURCHARGE IN ITS COCHISE SYSTEM 

DOCKET NO. W-0 1445A-11-03 10 

DECISION NO. 

ORDER 

3pen Meeting 
Date: 
Phoenix, Arizona 

BY THE COMMISSION: 

FINDINGS OF FACT 

Background 

1. On August 5 ,  2011, Arizona Water Company (“AWC”) filed with the Arizona 

Corporation Commission (“Commission”) an application requesting adjustments to its rates and 

charges for utility service provided by its Eastern Group of water systems, including its 

Superstition, Cochise, San Manuel, Falcon Valley and Winkelman water systems. The Company 

also requested, among other things, approval of a distribution system improvement charge 

(“DSIC”). 

2. On February 20,2013, the Commission issued Decision No. 73736, granting AWC 

a rate increase for its Eastern Group, and keeping the docket open for the purpose of further 

consideration of AWC’s proposed DSIC, thereby creating Phase 2 of this docket. 

3. On June 27, 2013, the Commission issued Decision No. 73938 approving, with 

certain modifications described therein, a Settlement Agreement between AWC, the 
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:omission’s Utilities Division Staff (“Staff ’) and various other intervenors setting forth the 

letails of a system improvement benefits (“SIB”) mechanism, which is a DSIC-like mechanism. 

4. On April 22,2014, the Commission issued Decision No. 74463 affirming Decision 

Vo. Decision Nos. 73736 and 73938 on rehearing. 

5 .  The SIB mechanism is a ratemaking device designed to provide for the timely 

mecovery of the capital costs (depreciation expense and pre-tax return on investment) associated 

with certain distribution system improvement projects that have been completed and placed in 

service and where costs have not been included for recovery in Decision No. 73736. 

6 .  To be eligible for SIB recovery, an asset must be utility plant investment that 

represents expenditures made by the Company to maintain or improve existing customer service 

md system reliability, integrity and safety. Plant additions eligible for SIB recovery are limited to 

replacement projects. The costs of extending facilities or capacity to serve new customers are not 

recoverable through the SIB mechanism. Expenditures eligible for SIB recovery are limited to 

those projects listed on Attachment A, Exhibit A (“SIB Table I”) to Decision No. 73938. 

7. Cost recovery under the SIB mechanism is allowed for projects meeting the SIB 

eligibility criteria. The rate of return, depreciation rates and gross revenue conversion f a c t o r h  

multiplier are to be the same as those approved in Decision No. 73736. 

8. The SIB surcharge includes an “efficiency credit” equal to five percent of the SIB 

revenue requirement. 

9. The amount permitted to be collected annually through each SIB surcharge is 

capped at five percent of the revenue requirement authorized in Decision No. 73736. 

10. AWC may file up to five SIB surcharge requests between rate case decisions; may 

make no more than one SIB surcharge filing every 12 months; may not make its initial surcharge 

filing for the Eastern Group prior to 12 months following the effective date of Decision No 

73736 ( i e .  February 20,2014); must make an annual SIB surcharge filing to true-up its Surcharge 

collections; and must file a rate case application for its Eastern Group no later than August 31 

201 6, with a test year ending no later than December 3 1, 20 15, at which time any SIB surcharge: 
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.hen in effect will be included in base rates in that proceeding and the surcharge will be reset to 

zero. 

11. The SIB surcharge is a fixed monthly charge on customers’ bills, with the 

iurcharge and the efficiency credit listed as separate items. The surcharge increases 

yroportionately based on customer meter size. 

12. The SIB surcharge shall apply to all of AWC’s metered general service customers, 

ncluding private fire service customers. 

13. At least 30 days prior to a SIB surcharge becoming effective, AWC is required to 

xovide public notice to customers in the form of a bill insert or customer letter. The notice must 

nclude: the individual surcharge amount by meter size; the individual efficiency credit by meter 

;ize; and a summary of the projects included in the current surcharge filing, including a 

lescription of each project and its cost. 

14. Decision No. 73938 requires the AWC to file the following information with each 

SIB surcharge request: 

a. SIB Plant Table I, listing SIB eligible projects contemplated for the next 

twelve-month SIB surcharge period. 

b. SIB Plant Table 11, listing the SIB-eligible projects that have been 

completed and placed in service, and for which the Company seeks cost 

recovery. Such projects must; (1) be projects set forth in the Company’s 

initial SIB Plant Table I approved in Decision No. 73938 or have been 

added to SIB Plant Table I pursuant to Decision No. 73938, Attachment A, 

Section 6.0; (2) have been completed by the Company; and (3) be actually 

serving customers. 

SIB Schedule A, showing a calculation of the SIB revenue requirement and 

SIB efficiency credit, as well as the individual SIB fixed surcharge 

calculation. 

c. 
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d. 

e. 

f. 

g. 

SIB Schedule By showing the overall SIB revenue true-up calculation for 

the prior twelve-month SIB surcharge period, as well as the individual SIB 

fixed true-up surcharge or credit calculation. 

SIB Schedule Cy showing the effect of the SIB surcharge on a typical 

residential customer bill. 

SIB Schedule D, showing an analysis of the impact of the SIB projects 

included in the current SIB surcharge on the fair value rate base, revenue 

and the fair value rate of return as set forth in Decision No. 73736. 

A proposed order for the Commission’s consideration. 

Additionally, AWC is required to include in each of its SIB surcharge filings 

similar financial information required for arsenic cost recovery mechanism (“ACRM”) filings, as 

described in Decision No. 66400, dated October 14,2003, including; (1) the most current balance 

sheet at the time of the filing; (2) the most current income statement; (3) an earnings test 

schedule; (4) a rate review schedule (including the incremental and pro forma effects of the 

proposed increase); (5) an adjusted rate base schedule; (6) a construction work in progress 

(“C WIP”) ledger (for each project showing accumulation of charges by month and paid vendor 

invoices); and (7) a schedule showing the calculation of AWC’s three-factor allocation formula. 

AWC’s Current Request 

15. Pursuant to Decision No. 73938, AWC filed an application on May 30, 2014 with 

the Commission requesting authorization to implement a SIB surcharge in its Cochise system. 

16. AWC seeks a SIB surcharge to recover the capital costs (i.e. pre-tax return on 

investment and depreciation expense, net of associated retirements) related to SIB-eligible 

projects in its Cochise system, which includes Bisbee and Sierra Vista. AWC requests a SIB 

surcharge of $0.86 per month for a customer with a 5/8 x 3/4-inch meter to provide total SIB 

revenues of $79,590.’ Additionally, AWC requests a SIB efficiency credit of ($0.04) per month 

The monthly SIB surcharge increases for larger meters. 
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for a customer with a 5/8 x 3/4-inch meter to provide total SIB efficiency credit refunds of 

:$3,979). The net increase (SIB surcharge and efficiency credit) for a customer with a 5/8 x 3/4- 

.nch meter under the Company’s request is $0.82 per month. This equates to a 2.68% increase in 

:he average monthly bill for a residential customer with a 5/8 x 3/4-inch meter in Bisbee (based 

3n average usage of 4,601 gallons), from $30.63 to $31.45, and a 2.78% increase in the average 

nonthly bill for a residential customer with a 5/8 x 3/4-inch meter in Sierra Vista, from $29.47 to 

$30.29. 

17. The total original cost of the SIB eligible projects included in AWC’s application 

is $570,300. Taking into account one-half year of depreciation and retirements related to AWC’s 

SIB eligible projects, or $5,409, results in a net increase in rate base of $564,891 related to SIB 

zligible plant. 

18. In Decision No. 73736, we found the Cochise system’s fair value rate base 

(“FVRB”) is $8,377,277. Adding the SIB eligible rate base of $564,891 to the Cochise system’s 

FVRB of $8,377,277 results in a FVRB for the Cochise system of $8,942,168. 

19. Pursuant to Decision No. 73938, AWC’s application includes the schedules and 

information the Commission requires as a condition for approval of a SIB surcharge. 

20. The total revenues produced by AWC’s proposed SIB surcharge will not result in a 

rate of return for the Cochise system that exceeds that authorized in Decision No. 73736. 

2 1. All of the proposed SIB eligible projects included in AWC’s application satisfy the 

criteria set forth in paragraphs Decision No. 73938 

CONCLUSIONS OF LAW 

1. AWC is a public service corporation within the meaning of Article XV of the 

Arizona Constitution and A.R.S. $ 5  40-250,40-25 1 and 40-367. 

2. The Commission has jurisdiction over AWC and of the subject matter of its 

application. 
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3. The SIB mechanism approved in Decision No. 73938 is compliant with the 

:ommission’s constitutional requirements, as well as the case law interpreting the Commission’s 

iuthority and discretion in setting rates. 

4. The Commission, having reviewed AWC’s application dated May, 30 2014, 

:oncludes that the AWC’s request to implement a SIB surcharge in its Cochise system is lawful 

md in the public interest. 

ORDER 

IT IS THEREFORE ORDERED that the application by Arizona Water Company for the 

mplementation of a SIB surcharge in its Cochise system is approved as discussed herein. 

IT IS FURTHER ORDERED that the SIB surcharge for Arizona Water Company’s 

Zochise system shall be in accordance with the rates shown on the attached SIB Schedule-1 . 

IT IS FURTHER ORDERED that Arizona Water Company shall notify its customers of 

he SIB surcharge approved herein in the form of a bill insert or customer letter at least 30 days 

xior to the surcharge becoming effective. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 
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BY ORDER OF THE ARIZONA CORPORATION COMMISSION 

2HAIRMAN COMMISSIONER 

30MMISSIONER COMMISSIONER COMMISSIONER 

IN WITNESS WHEREOF, I, JODI JERICH, Executive Director of the Arizona 
Zorporation Commission, have hereunto set my hand and caused the official seal of the 
:omission to be affixed at the Capitol, in the City of Phoenix, this ? 

2014. 
day of 

DISSENT: 

4 M~I-RATE_USESIB FILINGSWAY mi4 SURCHARGE FILINGEXHIBIT D PROPOSED ORDER 06 za 14 FINAL DM: 
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JODI JERICH 
EXECUTIVE DIRECTOR 
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SERVICE LIST FOR: Arizona Water Company 
DOCKET NO. W-0 1445A- 1 1 -03 1 0 

Steven A. Hirsch 
Stanley B. Lutz 
Bryan Cave, LLP 
Two North Central Avenue, Suite 2200 
Phoenix, AZ 85004 
Attorneys for Arizona Water Company 

Daniel W. Pozefsky 
Residential Utility Consumer Office 
11 10 West Washington Street, Suite 220 
Phoenix, AZ 85007 

Jay L. Shapiro 
Fennemore Craig, PC 
2394 E. Camelback Road, Suite 600 
Phoenix, AZ 85016-3429 
Attorneys for Liberty Utilities 

Christopher D. Krygier 
Liberty Utilities 
12725 W. Indian School Rd., Suite DlOl 
Avondale, AZ 85392 

Sheryl Hubbard 
EPCOR Water Arizona, Inc. 
2355 W. Pinnacle Peak Rd., Suite 300 
Phoenix AZ 85027 

Michael Hallam 
201 E. Washington St. Suite 1200 
Phoenix, A2 85004 
Attorney for EPCOR Water 

Michael M. Grant 
Gallagher & Kennedy, PA 
2575 E. Camelback Road 
Phoenix, AZ 85016-9225 
Attorneys for Arizona Investment Council 

Gary Yoquinto 
Arizona Investment Council 
2100 N. Central Ave., Suite 210 
Phoenix, AZ 85004 

Michael W. Patten 
Timothy J. Sabo 
Roshka Dewulf & Patten, PLC 
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3ne Arizona Center 
100 E. Van Buren, Suite 800 
Phoenix, AZ 85004-2262 
4ttorneys for Global Water 

Ron Fleming 
Yobal Water 
21410 N. 19'h Ave., Suite 201 
Phoenix, AZ 85027 

3arry D. Hays 
The Law Offices of Garry D. Hays, P.C. 
1702 E. Highland Avenue, Suite 204 
Phoenix, AZ 85016 

Sreg Patterson 
Water Utility Association of Arizona 
316 W. Adams, Suite 3 
Phoenix, AZ 85007 

Kathie Wyatt 
1940 N. Monterey Drive 
4pache Junction, AZ 85120 

Janice Alward, Chief Counsel 
Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, AZ 85007 

Steven M. Olea, Director 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, A2 85007 
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