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Before the Arizona Corporation Commission AZ 

Bob Stump - Chairman 
Gary Pierce - Commissioner 
Brenda Burns - Commissioner 
Bob Burns - Commissioner 
Susan Bitter Smith - Commissioner 

In the matter of Epcor Water Arizona, Inc. of ) 

proposals for possible rate changes for utility ) 
service in all of i t s  Arizona wastewater districts ) 

Docket Nos SW-Ol303A-09-0343 
a hearing on rate consolidation/deconsolidation ) W-01303A-09-0343 

I am submitting rebuttal testimony on the following five issues: 

1 - Epcor’s responsibility to provide complete, accurate, up-to-date information for this 
proceeding 

2 - Epcor’s estimate of 6 - 12 months to separate each community’s data from the 
combined data of the Agua Fria district 

3 - Epcor’s attempt to pass on to consumers their own costs of $375,000 to separate each 
community’s data from the combined data of Agua Fria district 

4 - Epcor’s omission of significant hidden costs in  full consolidation 

5 - ACC’s priorities at this proceeding 

I am also including my set of questions to various intervenors and their responses. 

My wife and I wish receive all future information by email at fgbotha45@gmail.com 

Respectfully submitted on November 3, 2014 

Frederick G. Botha 

Arizona Corporation Commission 

NOY 3 2014 

TE 

mailto:fgbotha45@gmail.com


. 
Mike Albertson 
6634 N 176th Ave 
Waddell AZ 85355 

Michael D Bailey 
City Attorney 
City of Surprise 
16000 North Civic Center Plaza 
Surprise AZ 85374 

Thomas H. Campbell 
Michael T. Hallam 
Lewis and Roca LLP 
201 E. Washington, #I200 
Phoenix AZ 85004 

Janice M Alward 
Chief Counsel - Legal Division 
Arizona Corporation Commission 
1200 W Washington S t  
Phoenix AZ 85007 

Joan S Burke 
Law office of Joan S Burke 
1650 N First Ave 
Phoenix AZ 85003 

Kevin Chiariello 
Greer Ranch South HOA 
16074 W Christy 
Surprise AZ 85379 

Coash 8 Coash Inc 
Court Reporting, Video and Videoconferencing 
1802 N 7th S t  
Phoenix AZ 85006 

Philip H. Cook 
101 22 W Signal Butte Circle 
Sun City AZ 85373 

Peter and Rochanee Corpus 
8425 N 181st Ave 
Waddell AZ 85355 

Thomas and Laurie Decatur 
924 Torridon Court 
Pickerington OH 43147 

Timothy L Duffy 
Cindy J Duffy 
19997 N Half Moon Dr 
Surprise AZ 85374 

Doug Edwards 
13517 W Sola Dr 
Sun City West AZ 85375 

Jeffrey W. Crockett 
Brownstein Hyatt Farber Schreck LLP 
One East Washington S t  - Suite 2400 
Phoenix AZ 85004 

Owen Dejanovich 
Clearwater Farms Three HOA 
P 0 Box 72 
Waddell AZ 85355 

Judith M. Dworkin 
Roxanne 5.  Gallagher 
4250 North Drinkwater Blvd., Floor 4 
Scottsdale AZ 85251 -3693 

Jerome M Ellison II 
Cortessa Community Association 
P 0 Box 25466 
Tempe AZ 85285-5466 



Jared Evenson 
Cross River Homeowners Association 
1600 W Broadway Rd - Suite 200 
Tempe AZ 85282 

Jan Garcia 
Sycamore Estates Parcel 13 Comm Assn 
1600 W Broadway Rd - Suite 200 
Tempe AZ 85282 

W R Hansen 
President - Property Owners’ Association 
13815 E Camino Del SOL 
Sun City West AZ 85375-4409 

Garry D Hays 
1702 East Highland Ave - Suite 204 
Phoenix AZ 85016 

Kenneth Hewitt 
18729 N Palermo C t  
Surprise AZ 85387 

Norman D. James 
Fennemore Craig PC 
2394 E Camelback - Suite 600 

Lynn M Krupnik 
Ekmark 8 Ekmark LLC 
6720 N Scottsdale Rd - Suite 261 
Scottsdale AZ 85253 

Marshall Magruder 
P 0 Box 1267 
Tubac AZ 85646-1 267 

Lyn Farmer 
Chief Administrative Law Judge 
Arizona Corporation Commission 
1200 W Washington S t  
Phoenix AZ 85007 

Jason D Gellman 
Roshka, Dewulf 8 Patten PLC 
400 E Van Buuren S t  - Suite 800 
Phoenix AZ 85004 

Susan Harr 
Summerfield at Litchfield Subdivision HOA 
13201 N 35th Ave - Suite B-3 
Phoenix AZ 85029 

Bradley J Herrema 
Robert J Saperstein 
Brownstein Hyatt Farber Schreck LLP 
21 E Carrillo S t  
Santa Barbara CA 93101 

Desi Howe 
Anthem Golf and Country Club 
2708 W Anthem Club Drive 
Anthem AZ 85086 

Chad R Kaffer 
Troy Stratman 
Mack Drucker 8 Watson PLC 
400 E Van Buuren S t  - Suite 1200 
Phoenix A2 85012 

William B Lipscomb 
Kingswood Parke Community Association 
14976 W Bottletree Ave 
Surprise AZ 85374 

Craig A Marks PLC 
10645 N Tatum Blvd - Suite 200-676 
Phoenix AZ 85028 



Nicholas Mascia 
The Surprise Farms Ill Community Association 
1600 W Broadway Rd - Suite 200 
Tempe AZ 85282 

Andrew M Miller 
A t  tor ney 
Town of Paradise Valley 
6401 E Lincoln Dr 
Paradise Valley AZ 85253 

Dwight D Nodes 
Administrative Law Judge 
Arizona Corporation Commission 
1200 W Washington S t  
Phoenix AZ 85007 

Brian O’Neal 
21373 W Brittle Bush Lane 
Buckeye AZ 85396 

William and Erin Parr 
18044 W Georgia Court 
Litchfield Park AZ 85034 

Craig and Nancy Plummer 
17174 W Saguaro Ln 
Surprise AZ 85388 

Peggy H Rahkola 
The Arizona Traditions HOA 
17221 N Citrus 
Surprise AZ 85374 

Dana Rosenbaum 
Surprise Farms Community Assn - Phase 1A 
P 0 Box 25466 
Tempe AZ 85285-5466 

Robert Metli 
Munger Chadwick PLC 
2398 E Camelback Rd - Suite 240 
Phoenix AZ 8501 6 

Stan Mucha 
Sun Village Community Association 
17300 North Sun Village Parkway 
Surprise AZ 85374 

Steven M Olea 
Director - Utilities Division 
Arizona Corporation Commission 
1200 W Washington S t  
Phoenix AZ 85007 

Jim Oravetz 
Legacy Parc South Homeowners Assn 
1600 W Broadway Rd - Suite 200 
Tempe AZ 85282 

Greg Patterson 
Water Utility Association of Arizona 
916 W Adams S t  - Suite 3 
Phoenix AZ 85007 

Daniel Pozefsky 
Chief Counsel 
RUCO 
11 10 W Washington S t  - Suite 220 
Phoenix AZ 85007 

Lawrence V Robertson Jr 
P 0 Box 1448 
Tubac AZ 85646-1448 

Tammy Ryan 
Andy Terry 
Water Services Department 
200 W Washington - Floor 9 
Phoenix AZ 85003-161 1 



Scottsdale Citizens for Sustainable Water 
7322 E Cactus Wren Rd 
Scottsdale A2 85250-4526 

Jay L Shapiro 
Patrick J Black 
Fennemore Craig 
2394 E Camelback - Suite 600 
Phoenix AZ 8501 6 

Larry Woods 
15141 W Horseman Lane 
Sun City West AZ 85375 

Sun City Grand Community Association 
Palm Center 
19726 N Remington Dr 
Surprise AZ 85374 

Michele L Van Quathem 
Ryley Carlock Et Applewhite 
One N Central Ave - Suite 1200 
Phoenix AZ 85004-441 7 

Jim Wei hman 
The Happy Trails Community Association 
17200 W Bell Rd 
Surprise AZ 85374 

Greg Eisert 
Sun City Homeowners’ Association 
10401 W Coggins Dr 
Sun City AZ 85351 

Regina Shanney-Saborsky - Gov Affs Comm 
Corte Bella Country Club HOA 
22155 N Mission Dr 
Sun City West AZ 85375 

Diane Smith 
13234 W Cabrillo Dr 
Sun City West A2 85375 

Karen D Proctor 
1 171 6 W Villa Chula Street 
Sun City AZ 85373 

George M Turner 
President - Board of Directors 
Russell Ranch Homeowners’ Association 
P 0 Box 12560 
Glendale AZ 8531 8 

Gary Verburg - City Attorney 
Daniel L Brown - Assistant City Attorney 
Cynthia Campbell 
Office of the City Attorney 
200 W Washington - Suite 1300 
Phoenix AZ 85003 

Sharon Wolcott 
20177 N Painted Cove Ln 
Surprise AZ 85387 

Frances A Noe 
11756 W Daley Ln 
Sun City AZ 85373 



This rebuttal testimony focuses on five issues: 

1 - Epcor’s responsibility to provide complete, accurate, up-to-date information for this 
proceeding 

2 - Epcor’s estimate of 6 - 12 months to separate each community’s data from the 
combined data of the Agua Fria district 

3 - Epcor’s attempt to pass on to consumers their own costs of $375,000 to  separate each 
community’s data from the combined data of Agua Fria district 

4 - Epcor’s omission of significant hidden costs in full consolidation 

5 - ACC’s priorities in this proceeding 



1 - Epcor’s responsibility to provide complete, accurate, up-to-date information for this 
proceeding 

As pointed out by several expert witnesses and other intervenors, the following information 
i s  needed before any discussions can start or decisions can be reached on reviewing or 
changing wastewater rates: 

Easily accessible, audited information on current and historical rates, income and expenses 
in  an online, internet system - similar to Epcor’s current billing and accounts receivable 
system 

Information on the current fair value of all property, including combined Agua Fria 
community data and Epcor’s Glendale investments 

Information for any previous, current or future period for any or all combinations of 
communities or districts 

Information on plant performance and efficiency 

Information on Epcor’s planned plant investments and expenses, not in  dollars, but 
translated into forecasted rates in all communities and districts - not $9.3 million for Sun 
City, $4.9 million for Sun City West and $5.3 for Anthem. 

Information on typical ‘what if ’  queries to make useful comparisons 

In response to my questions Sheryl Hubbard stresses Epcor’s high level of commitment to 
customer service and yet in  her rebuttal testimony she does not give any priority to 
updating Epcor’s current rates, income and expenses information system at all. Also, she 
vigorously protests against any changes in rates to the Agua Fria district that would reduce 
Epcor’s revenue stream, yet she completely ignores the continuing high costs to consumers 
of Epcor’s delays in providing up-to-date information. 

In response to the urgency for up-to-date information, she cannot meet a deadline of June 
30, 2015 - 8 months from now - and instead extends dates to September 30, 2015, and 
September 30, 2016 for reviewing and changing rates. Is this a high level commitment to 
customer service? 

Both Arizona American Water and Epcor, after their purchase of Arizona American Water, 
could easily have installed rates, income and expense systems that are permanently 
up-to-date, similar to Epcor’s current billing and accounts receivable information system 
which i s  permanently up-to-date. 



With her extensive accounting and systems experience, has she and Shawn Bradford been 
aware of the significant advantages and availability of online, internet banking and retail 
systems, as many consumers are - systems that use identical hardware and software 
technology to Epcor’s? If so, why was priority given not to the rates, income and expenses 
system but to the billing and accounts receivable system instead? 

Expecting consumers to rely on the slow and cumbersome process of accessing documents 
at Epcor’s offices or scanned documents on ACC’s website are far from consumer service 
oriented. How well could Epcor’s staff manage using their own or ACC’s scanned 
documents? If Epcor staff need computer systems to access up-to-date information rapidly, 
i s  it a surprise that consumers need the same facilities as well? 

The delays caused by Epcor not providing accurate, complete, up-to-date information are 
preventing this proceeding from starting and need to be addressed immediately. 

If such an information system had been set up when the Agua Fria district was set up, it 
would have saved consumers significant cost and time. 

High rates from duplicated plant facilities could have been foreseen before the different 
communities were grouped together into the Agua Fria district. 

High rates could also have been avoided for Agua Fria consumers and costs of the excess 
plant capacity installed in the North West Valley could have been fairly allocated. 

Costs of wastewater facilities between Sun City West and Corte Bella could have been 
allocated fairly. 

Any increase in rates in Corte Bella for the new borehole could have been presented to 
consumers before the borehole was drilled. 

In order to assist Epcor to meet their proclaimed high standards of customer service, please 
will Judge Nodes order Epcor to roll back their current water and wastewater rates for all 
consumers at this proceeding to the levels when they purchased Arizona American Water. 

Please wil l Judge Nodes also order Epcor to maintain these rates until Epcor’s implements 
an information system providing complete, accurate and up-to-date rates, income and 
expense information. 

As an additional incentive, please will Judge Nodes order Epcor to refund to consumers all 
charges made at the higher rates since their purchase of Arizona American Water. This will 
ensure that Epcor take as long as they need to implement a new system. 

Please wil l Judge Nodes provide full explanations of the decisions he takes. 



2 - Epcor’s estimate of 6 - 12 months to separate each community’s data from the 
combined data of the Agua Fria district 

Epcor has responded to three sets of questions from me on this topic but has presented no 
clear indication yet to support their estimate of 6 - 12 months to separate out each 
community’s data. 

Epcor has not provided any specific, detailed examples of how or why any current asset or 
liability in the combined data of the Agua Fria district cannot be converted easily and 
quickly into each community’s data. 

Instead Epcor has provided only vague comments about how difficult the separation and 
conversion process wil l be. 

One way to do the separation i s  to allocate each community’s data proportionally according 
to specific criteria acceptable to the ACC, such as annual consumption, current plant value, 
number of consumers or any combination of these or other measures. 

Against Epcor’s estimate, it may take as l i t t le as a few minutes to completely separate and 
convert the Agua Fria district data into each community’s data, if appropriate allocation 
criteria are used. 

Please wil l Judge Nodes order Epcor to provide a description to show in detail the steps 
required to convert several of the most complex assets and liabilities in the Agua Fria 
district data, using allocation criteria acceptable to the ACC. 

This will contribute to determining whether the complete process of separating out each 
community’s data can be done and how long it will take. 



3 - Epcor’s attempt to charge consumers for their own costs of $375,000 to separate each 
community’s data from the combined data of Agua Fria district 

Epcor estimates that it wil l cost $375,000.00 to separate each community’s consumer data 
from the combined data of the Agua Fria district. 

Epcor do not mention that they are willing to accept the costs of improving and updating 
their billing, accounts receivable and other information systems but refuse to accept the 
costs of improving and updating their rates and income and expense information systems. 

Also, Epcor do not mention that when they purchased Arizona American Water, they 
became legally responsible for Arizona American Water’s assets and liabilities, including 
their information systems - whether these meet their expectations or not. 

The responsibilities for improving and updating these systems and for the costs of 
separating each community’s data are Epcor’s and not the Agua Fria district’s. 

Please wil l Judge Nodes order Epcor to withdraw their proposed claim of $375,000.00 and 
to pay these costs themselves in order to update and improve their rates and income and 
expense systems with the data of each community - for exactly the same reasons they 
accept paying the costs to update and improve their other information systems, including 
their billing and accounts receivable systems. 



4 - Epcor’s omission of significant hidden costs in full consolidation 

ConsoLidation does not automaticakly reduce total costs of water or wastewater or make 
their supply more efficient - all it does i s  spread total costs over the total number of 
consumers. It i s  understandable that some consumers wil l be elated if their wastewater 
rates are significantly reduced as a result of this proceeding, but we need to  be aware of 
other dangers ahead. 

Just as important as consolidation in reducing rates are the effective design, location, use 
and management of the different plants and their raw materials. 

These factors can be tracked easily only by an effective online, internet computer system 
providing performance information on the different factors in  wastewater management for 
Epcor, the ACC, RUCO and consumers to evaluate. 

Shawn Bradford of Epcor in his testimony on September 8, 2014, pointed out that 
communities do not have to be contiguous or next to each other to be grouped into the 
same district. This i s  misleading. To achieve economies of scale in plant location and size, 
it i s  vital to locate communities as close to each other as possible. The dangers of having 
separate plants for each community and combining communities that are not close to each 
other could not be clearer now than in the Agua Fria district - almost complete duplication 
of plant facilities with no economies of scale. 

Shawn Bradford, whose responsibility i s  Information Technology, also did not point out how 
important an effective online, internet system is  for Epcor, the ACC, RUCO and consumers 
in  order to track the performance of each of the different factors that combine to provide 
high quality water and wastewater facilities. Without such an information system who 
knows which plants are performing well or not and what needs to be done to address poor 
performance issues at each plant? Full consolidation reduces total costs only if each plant 
i s  effectively managed and i t s  performance i s  easily and continuously tracked. 

Two of the most important factors in charging a fair system of rates are, first, districts of 
matching communities where economies of scale can be attained and, second, an online, 
internet system that provides permanent up-to-date information on the factors that track 
effective water and wastewater management and provide early warning signals of 
significant rate increases - in time for consumers to react. 

In her testimony on September 8, 2014, and in  her responses to my questions, Sheryl L. 
Hubbard showed that she has extensive qualifications and experience in  accounting systems 
and in  the water and wastewater industry. Against this background, why does she refuse in 
her responses to my questions to speculate on the significant advantages of online, internet 
information systems for Epcor, ACC, RUCO and consumers, instead of supporting them? It 
does not make any business sense at all. 



. . .  

5 - ACC’s priorities in  this proceeding 

Full or partial consolidation on i t s  own i s  not the complete solution to reducing Agua Fria’s 
or any other district’s rates. 

The focus of this proceeding i s  three sets of rates required by ACC from Epcor that cannot 
be produced completely or accurately until other closely associated issues are resolved 
first. Consequently, none of these following issues can be excluded from this proceeding. 

First, Epcor’s responsibility to provide complete, accurate, up-to-date information for this 
proceeding. 

Second, ACC’s responsibility to provide a fair system of setting up districts of communities 
with sufficient consumers to use the facilities and afford the rates. 

Third, ACC’s responsibility to provide a fair system of allocating unused plant capacity. 

Setting up rate affordable districts and allocating unused plant capacity are two root causes 
of Agua Fria’s high rates and need to be resolved before starting to review consolidation or 
deconsolidation. Both Dan L. Neidlinger and Kent Simer, expert witnesses, draw attention 
to these issues. 

Existing districts with long established water and wastewater systems are not the cause of 
Agua Fria’s high rates. Would it not have been more opportune for them to contribute 
through consolidation when Agua Fria was set up instead, although it might be prudent for 
them to look ahead now to the advantages of consolidation later on? 

Fourth, Epcor’s, ACC’s and RUCO’s responsibilities to provide early warnings of water or 
wastewater rates that are way above average before they come into effect - in terms of 
forecasted rates and not mere planned plant investments in dollars. 

To wait for consumers to petition against way above average rates contravenes Epcor’s, 
ACC’s and RUCO’s public mandates to protect consumers against unfair rates. 

Without addressing and resolving these four priorities first, any Consolidation or 
deconsolidation wil l be based on incomplete and inaccurate information and wil l produce 
highly controversial, disputed and disruptive results, as i s  happening now. 

If Agua Fria district included communities with economies of scale and a fair allocation of 
unused Northwestern plant capacity, rates would be affordable and consolidation 
unnecessary. Sun City and Sun City West might not have to resort to takins further action. 
These issues wil l not go away unless they are addressed and resolved and the responses to 
my questions in  this testimony shows how litt le we know about fair Agua Fria costs. 



Ouestions 1 from Fred Botha 
FGB 1-1 

Briefly, what i s  the background to the $23 m in refund payments that Arizona American 
Water may have wrongfully paid to a developer and wanted to include in  Anthem’s water 
and wastewater base? 

FGB 1-2 I 

Has this claim been settled and who has paid the costs? I 

FGB 1-3 

How have the costs been included in Epcor’s accounts for Anthem? 

FGB 1-4 

If no claim had ever been made and the Northwest Valley Treatment plant had not been 
constructed, what would Anthem’s water and wastewater rates be now? 

FGB 1-5 

What were the initial costs of the Northwest Valley Treatment Plant and how much of these 
initial costs were allocated to each community at inception and subsequently? 

FGB 1-6 

What have been the subsequent costs of the Northwest Valley Treatment Plant and how 
much has been allocated to each community towards these costs? 

FGB 1-7 

If the Northwest Valley Treatment plant had not been constructed, what would Agua Fria’s 
water and wastewater rates be now? 

FGB 1-8 

What are the different methods of allocating costs of construction of a facility that i s  not 
fully utilised at inception? 

allocate total costs of construction at inception to all existing users? 
allocate utilised costs of construction at inception to all existing users and postpone 

residual costs to future users with owner of facility carrying the unutilised costs? 
other methods? 
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Verrado Community Association, Inc,'s Response to Botha First Set of Data Requests 
Company: Docket No. : Epcor Water Arizona, Inc. 
W-013034-09-0343; SW-013034-09-0343 

Response provided by: Michele Van Quathem, Attorney for Verrado Community 
Associa tion, Inc. 

FGB 1-1 : 

Briefly, what is the background to the $23 m in refund payments that Arizona American 
Water may have wrongfully paid to a developer and wanted to include in Anthem's water 
and wastewater base? 

Verrado Response to FGB 1 -1 : 

Objection and Response: Verrado Community Association, Inc. was not a party to the 
referenced transaction and has no information regarding this topic other than access to tie 
same information that i s  available to  the public through the Arizona Corporation 
Commission's records. 

FGB 1-2: 

Has this claim been settled and who has paid the costs? 

Verrado Response to FGB 1-2 

Objection and Response: Verrado Community Association, lnc. was not a party to the 
referenced transaction and has no information regarding this topic other than the same 
access to information that i s  available to the public through the Arizona Corporation 
Commission's records. 

FGB 1-3: 

How have the costs been included in Epcor's accounts for Anthem? 

Verrado Response to FGB 1-3: 

Objection. 

This question requests Epcor's accounting information and should be directed to Epcor. 
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FGB 1-4: 

If no claim had ever been made and the Northwest Valley Treatment plant had not 
been constructed, what would Anthem's water and wastewater rates be now? 

Verrado Response to FGB 1-4: 

Objection. This question calls for speculation. To the extent the question requests Epcor's 
accounting information, the question should be directed to Epcor. 

FGB 1-5: 

What were the initial costs of the Northwest Valley Treatment Plant and how much of 
these initial costs were allocated to each community at inception and subsequently? 

Verrado Response to FGB 1-5: 

Objection. This question requests Epcor's cost and accounting information and should be 
directed to Epcor. 

FGB 1-6: 

What have been the subsequent costs of the Northwest Valley Treatment Plant and 
how much has been allocated to each community towards these costs? 

Verrado Response to 1-6: 

Objection. This question requests Epcor's cost and accounting information and should be 
directed to Epcor. 

FGB 1-7 : If the Northwest Valley Treatmart plant had not been constructed what would 
Anthern's water and wastewater rates be now? 

Verrado Response to FGB 1-7: 

Objection. This question calls for speculation. To the extent this question requests Epcof's 
accounting information, it should be directed to Epcor. 
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FGB 1-8: 

What are the different methods of allocating costs of construction of a facility that i s  
not fully utilised at inception? 

- Allocate total costs of construction at inception to all existing users? 
- Allocated utilized costs of construction at inqtion to all existing users and posbone 
residual costs to  futuje users with owner of facility 
- Other methods? 

Verrado Response to FGB 1-8: 

Objection. This question appears to call for a new expert opinion outside the scope of the 
current proceeding, and does not seek information in Verrado’s possession. To the exterit 
this question relates to the policy opinions regarding rate desigrr already offered by Mr. 
Simer in his Direct Testimony on behalf of Verrado Community Association, Inc., Mr. Simer 
will be made available for cross-examination at the hearing in this matter. 


