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VERRADO COMMUNITY
ASSOCIATION, INC.’S
RESPONSES TO
COMMISSIONER BRENDA
BURNS’ DECEMBER 2, 2014,
QUESTIONS

Verrado Community Association, Inc. (“Verrado”), through its undersigned

counsel, hereby responds to Commissioner Brenda Burns’ list of questions posed in a

December 2, 2014, letter to interested parties and stakeholders. Commissioner Burns’

questions are quoted in italics below, followed by Verrado’s responses.
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1) Prior to the Settlement Agreement, what was your position on
deconsolidation and consolidation? (Were you in favor or opposed
to full consolidation, full deconsolidation, partial consolidation or
deconsolidation, or a reversal of the Anthem/Agua Fria
deconsolidation? Other?)

Prior to entering into the Settlement Agreement, Verrado proposed and supported
a full rate consolidation proposal that was similar to Epcor’s full rate consolidation
proposal, to be implemented immediately, but with a two-step phase-in period to provide
a more gradual rate change to Sun City customers. As was explained in more detail by
Kent Simer in Verrado’s Direct Testimony, Verrado’s full rate consolidation proposal is
supported by sound ratemaking principles as it would improve simplicity,
understandability, public acceptability, and feasibility of application, would provide more
freedom from controversies in interpretation, and would provide for more stable rates
(smoothing lumpy investment cycles for all districts).

Cost of service principles are supported by the Verrado full rate consolidation
proposal because cost of service is still an important consideration in setting fully-
consolidated rates for similarly-situated customers receiving similar services (for
example, residential customers versus commercial customers). Consolidation of rates
will also more fairly apportion among all Epcor’s wastewater customers the substantial
costs currently borne primarily by Agua Fria Wastewater District customers attributable
to unused regional wastewater treatment plant capacity. Mr. Simer illustrated the unused
capacity in two Agua Fria plants with conservative “peak day” numbers in the attached
charts. Mr. Simer presumed in his Direct Testimony that the Commission had allowed
the excess treatment plant capacity into Epcor’s rate base to encourage efficient plant
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sizing and to encourage future investment in plant infrastructure. “Those are recognized
public policy goals that support the private wastewater industry on a statewide basis; not
on a subdivision-by-subdivision basis.” See Simer Direct Testimony docketed October 6,
2014, p. 16. In other words, if Epcor’s customers must pay for unused treatment plant
capacity to support private investment goals, or even just to support Epcor’s health as a
company while it waits for paying customers, that is a cost burden that is more fairly
shared by all of Epcor’s customers, and not just those customers that happen to share a
pipe with a particular plant.

Verrado supported re-consolidation of the Anthem and Agua Fria Wastewater
Districts as an alternative measure if the Commission was unwilling to adopt a full
consolidation proposal.

Verrado opposes full deconsolidation of districts as further deconsolidation is not
supported by the sound ratemaking principles discussed in Verrado’s Direct Testimony,
and will only exacerbate the rate disparities that led to this proceeding. (See attached
chart showing rate disparities).

2) Since the Settlement Agreement, has your position changed?

The Settlement Agreement by its terms addresses an interim solution until

resolution of the rate case Epcor files next year (the “2015 rate case™). Verrado supports
the interim solution described in the Settlement Agreement as a fair interim solution to
address the issues raised by the parties and urges the Commission to adopt the Settlement
Agreement terms in their entirety. The Settlement Agreement provides that “[n]o party

gives up their right to take any position or make any proposals in the 2015 rate case...”




See Settlement Agreement docketed November 19, 2014, section 2.2. If the Settlement
Agreement terms are rejected by the Commission, then Verrado’s positions as described
in response to question one above would be the same as they were prior to reaching the
Settlement Agreement.

3) Do you see the Settlement Agreement as the first step toward your
position? Please explain.

The Settlement Agreement by its terms is an interim solution only, and its
adoption by the Commission will not bind the Commission or the parties to any particular
position or rate design outcome in the 2015 rate case. The practical effect of the
Settlement Agreement is to change residential wastewater rates in the interim in a manner
that reduces (but certainly does not eliminate) the large disparity in wastewater rates
between the same class of residential customers in separate Epcor districts. To the extent
the Commission supports a more consolidated rate structure for Epcor’s wastewater
districts in deciding the 2015 rate case, then the Commission would start that
consolidation process with less disparate rates.

4) How does the Settlement Agreement advance or hinder the position
you support?

The Settlement Agreement advances Verrado’s position because it provides fair,
real, and needed rate relief to Agua Fria residents immediately even though the rates are
interim rates, and the Settlement Agreement proposes no adverse findings regarding the

possibility of more permanent relief in the 2015 rate case.




The Settlement Agreement hinders Verrado’s position in that the Commission, by

adopting the Settlement Agreement, would not be making a decision in favor of the full

consolidation proposal made by Verrado.

RESPECTFULLY SUBMITTED this 10" day of December, 2014.
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