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IN THE MATTER OF THE APPLICATION OF | Docket No. SW-02519A-06-0015
GOLD CANYON SEWER COMPANY, AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE FAIR VALUE OF
ITS UTILITY PLANT AND PROPERTY AND
FOR INCREASES IN ITS RATES AND
CHARGES FOR UTILITY SERVICE BASED
THEREON.

EXCEPTIONS OF THE RESIDENTIAL UTILITY CONSUMER OFFICE

The Residential Utility Consumer Office (‘RUCO”) makes the following Exceptions to
the Recommended Opinion and Order (*ROQ”) of Arizona American Water Company’s

(“Arizona American” or “Company”) application for a rate increase.

INTRODUCTION

Throughout this proceeding, the ratepayers of Gold Canyon have expressed their deep
concern regarding the Company’s 92.07% revenue increase request. The ratepayers do not
feel that such an increase is justified for several reasons. The Company has spent significant
amounts of monies for plant improvements, yet the ratepayers still complain of odor issues.

The former president of the Company assured ratepayers that the improvements would be
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made and that there would be “no” increase in rates. Despite the concerns, the Company is
proposing a huge increase.

The ROO provides ratepayers with little satisfaction. The ROO recommends a 73%
revenue increase and a $15,000 penalty against the Company for the statements made by the
Company'’s former president. A 73% revenue increase is not reasonable under the facts and
circumstances of this case. RUCO’s recommends a 41.84% revenue increase. The majority
of the difference between RUCO’s position and the ROO’s recommendation is the excess
capacity adjustment that RUCO proposed. As more fully explained below, RUCQO’s excess
capacity adjustment allows the Company rate base inclusion of the projected capacity it will
require through 2008, and the opportunity to include capacity beyond that in future rates.
RUCOQO'’s recommendation is fair under the circumstances of this case and should be adopted

by the Commission.

EXCESS CAPACITY

The ROO rejects RUCQO'’s excess capacity argument, framing the issue as more of a
straightforward prudency question than what it really is — a question of who should pay for
growth and when.

There is no question that the Company had excess capacity during the test year.
During the test year the Company experienced an average flow of 708,000 gallons per day
and a peak flow of almost 1,200,000 gallons per day. The average flow was approximately
1,192,000 gallons less and the peak flow was approximately 700,000 gallons less than the

Company’s maximum capacity of 1,900,000 gallons per day. ROO at 6 - 7.




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Given that there was and still is excess capacity, the question becomes who is going to
pay for the excess capacity and when. The ROO recommends current ratepayers pay for it
now. In other words, the ROO shifts to current ratepayers the risk that growth will not occur,
and that the excess capacity will remain unused. Under the ROO’s recommendation, current
ratepayers will pay for the excess capacity whether it is used or not. Future ratepayers, who
are the ultimate users of the excess capacity, will pay less for their capacity since current
ratepayers will be paying now for the excess capacity. Current ratepayers should not bear the
entire risk of future growth, nor pay the cost of capacity that will be utilized by future
ratepayers. Current ratepayers should only pay for their fair share of their wastewater service
costs, especially considering the magnitude of the recommended rate increase.

The ROO shifts the entire risk of future growth to current ratepayers because of what
appears to be unfavorable developmental planning logistics for the Company. According to
the ROO, placing the risk of growth on future ratepayers would require the Company to
constantly have to plan on adding incremental capacity to meet ongoing demand increases.
ROO at 7. This planning strategy would result in higher costs to ratepayers and financial
inconvenience for the Company. Id.

The ROO'’s concern is legitimate. However, the ROO overcompensates for the concern
by including the entire amount of excess capacity in the current ratebase. The more equitable
and better answer would be to share the risk of growth between current and future ratepayers.
This would ease the planning burden on the Company and lessen the risk of growth on current
ratepayers. RUCO is acutely aware that balance is necessary to be fair to both current
ratepayers and the Company. RUCO’s recommendation includes in ratebase all the

necessary capacity through 2008. ROO at 6. The ROQ’s all-or-nothing approach shifts the
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entire risk of growth to current ratepayers and is, therefore, unfair and inequitable to current
ratepayers”.

Moreover, RUCO is not suggesting that the Company be denied recovery of its
prudently incurred costs. RUCO is recommending the Commission grant the Company an
Accounting Order that will allow the Company the opportunity to recover all of its interim
depreciation expense when its excess capacity becomes used and useful. Further, because
the deferred costs will be eligible to earn a return when the excess capacity becomes used and
useful, the Company will have the opportunity to earn a return on the full cost of the plant at

that time. (See Exhibit 1 — RUCO’s proposed amendment.)

RATE CASE EXPENSE

RUCO’s rate case expense recommendation was based primarily on the fact that
RUCO was unable to verify many of the expenses the Company sought to recover. The
Company, to a large extent, presented RUCO with redacted legal invoices which the Company
claimed were protected under the attorney-client privilege. RUCO did not argue, nor does it

claim, that such information is not protected under the attorney-client privilege. That is not the

! The ROO also states that RUCO’s excess capacity disallowance is inconsistent with the “peak capacity
requirements reflected in the record.” RUCO can only assume that the ROO is referencing its previous
statement that had the Company expanded its plant to only 1,500,000 gallons per day given that test year
peak flow was approximately 1,200,000 gallons per day the Company would have had to plan for
incremental amounts of capacity. ROO at 7. However, the ROOQO's review of the record is selective. The
record also shows that in terms of peak flow, the improvements were designed for a maximum day flow of
3,300,000 gallons per day and a maximum hourly flow of 5,515,000 gallons per day. R-1 at 2. Even
assuming that during the test year, February 2005 had the highest peak day flow of 1,170,000 gallons, there
still is no question that the Company had excess capacity. S-1, Exhibit MSJ at page 4.
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issue. RUCO'’s concern is that RUCO was unable to verify the Company’s rate case expense
based on the redacted information provided. In the absence of supporting documentation,
RUCO, like Staff?, does not approve an expense. The Company, not RUCO is requesting the
rate increase and has the obligation to present the Commission with documentation supporting
its request.

The ROO dispatches with RUCQO’s arguments on this point, noting:

With respect to RUCQO’s arguments regarding redacted legal
invoices, a review of those invoices at the hearing showed that
the only information redacted from the invoices was the topic of
discussions between Gold Canyon representatives and their
attorneys. The invoices included substantial unredacted
information including the name of the client; the specific duties
performed; the name of the individuals who performed those
duties; number of hours; and the amounts billed for the tasks
performed (Ex. A-15). Despite the concern expressed by the
RUCO witness at the hearing about the invoices, RUCO did not
raise the issue in its pre-filed testimony; RUCO did not enter into
a protective agreement to obtain access to the redacted
information; and RUCO did not file a Motion to Compel seeking
disclosure of the redacted information prior to the hearing. ROO
at 12.

The ROOQO's interpretation of what information was included in the invoices is narrow at
best. After all, if the invoices contained all the information the ROO suggests, there would be
no basis for RUCQO’s objection. A review of the Exhibit referenced in the ROO indicates
otherwise. Attached hereto is a copy of Exhibit A-15, which is an excerpt of the invoices
RUCO provided to the Company in response to the Company’s request of RUCO to provide an

explanation as to what RUCO considered were questionable expenses. Turning to the second

2 In this case, Staff did not remove the redacted entries from its recommendation because of time constraints.
Transcript at 1176. Had Staff had the time, Staff would have “most likely” removed the redacted expenses. Id.
-5-
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page of the exhibit, for example, under the first entry date of 03/07/06, the entry for services
provided is: *“Jay Shapiro: E-mails regarding (redacted)” While it is true that the task
performed was e-mails, this entry, by anyone’s stretch of the imagination, does not provide
enough information about the service to justify its inclusion in rate case expense. RUCO’s
purpose is not to simply be a “rubber stamp” and endorse the Company’s requested expenses
based on the Company’s say-so. There are many redacted entries within Exhibit A-15 which
do not provide adequate supporting documentation for the expense and should therefore be
rejected.

The ROO is critical of RUCO'’s failure to pursue this issue in the discovery phase of the
proceeding. First, the ROO notes that RUCO did not raise this issue in its pre-filed testimony.
In fact, RUCO’s witness Rodney Moore testified in his surrebuttal testimony that RUCO
considered $72,000 of rate case expense to be questionable. R-10 at 12. The redacted
invoices were part of this amount.

The next two points the ROO raises concern RUCO's failure to enter into a protective
agreement to obtain access to the redacted information and RUCQ'’s failure to file a Motion to
Compel disclosure. Both options miss the point. The ROQ’s attempt to shift the burden to
RUCO to obtain information the Company has failed to disclose is misguided. The burden is
on the Company to provide documentation of its expenses. Decision No. 68487 at 21. It is
the Company, not RUCO, that is requesting recovery of the Company’s rate case expense.
The manner and form in which the Company elects to provide the information to support its
request is the Company’s business. However, if the Company chooses to invoke privilege or
take any other legal or non-legal measure that results in non-disclosure of information that

supports its rate request, that request should be denied.
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When a Company files a rate application, it is the Company’s burden to provide the
Staff and/or intervenors with documentation and responses to discovery requests to support
the Company’s adjustments. If those responses involve confidential information, it is the
Company’s burden to arrange for confidentiality agreements, or take other measures it deems
necessary to provide the information to Staff and/or the intervenors. The Company acts at its
own peril if it does not provide the information. Contrary to the ROO’s suggestion, It is not the
burden of RUCO to seek protective agreements or make motions seeking disclosure of
information that the Company is obligated to provide. The injustice of such a suggestion is
highlighted by the increased rate case expense that would result from the extra efforts of all
involved.

RUCO is not challenging the Company’s right to invoke its attorney-client privilege. The
Company can invoke its legal privilege and still provide documentation of its expenses. A
general description of the service is sufficient to verify the expense. While this may present a
minor inconvenience to the attorney or the Company by having to provide an explanation for
the expense, it is an option which would allow the Parties and the Commission to verify the

expense. (See Exhibit 2 — RUCO’s proposed amendment).

CONCLUSION

The ROQO’s recommended 73% revenue increase is unreasonable under the facts and
circumstances of this case. The Commission should disallow for rate consideration at this time
the excess capacity associated with Company’s plant improvements. The Commission should

also adopt RUCQO’s recommended rate case expense of $70,000.
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EXHIBIT 1
RUCO’'s Amendment No. 1
(EXCESS CAPACITY)

Page 6 Line 27 through page 7, line 23.
DELETE Page 6 Line 27 through page 7, line 23.

INSERT We agree with RUCO that the Company had
excess capacity during the test year. During the test year the Company
experienced an average flow of 708,000 gallons per day and a peak flow of
almost 1,200,000 gallons per day. The average flow was approximately
1,192,000 gallons less and the peak flow was approximately 700,000 gallons
less than the Company’s maximum capacity of 1,900,000 gallons per day.
Current ratepayers should not bear the entire risk of future growth or pay the
cost of capacity that will be utilized by future ratepayers. Current ratepayers
should only pay for their fair share of their wastewater service costs.

Placing the entire risk of growth on future ratepayers would require the
Company to constantly have to plan on adding incremental capacity to meet
ongoing demand increases. This planning strategy would result in higher costs
to ratepayers and financial inconvenience for the Company. RUCOQO’s adjustment
provides an appropriate and fair balance of the concerns for both the ratepayers
and the Company by including in ratebase all the necessary capacity through
2008. Accordingly, we adopt RUCOQO's proposal.

Make all conforming changes as necessary.



EXHIBIT 2
RUCO’S Amendment No. 2
(RATE CASE EXPENSE)

Page 11 line 21 through page 12, line 17.

DELETE Page 11 line 21 through page 12, line 17.

INSERT RUCOQO'’s rate case expense recommendation is fair
and reasonable under the facts and circumstances of this case and is consistent
with the rate case expense allowances in other proceedings. See, e.g., Arizona-
American Water Company, Inc. Sun City/Sun City West et. al Water and
Wastewater Districts — Decision No. 67093, (average of $41,894 per district),
Arizona Water Company, Northern Group — Decision No. 64282 ($43,400 per
district), Arizona Water Company, Eastern Group — Decision No. 66849 ($31,250
per district), Arizona Water Company, Western Group — Decision No. 68302
($50,710 per district).

With respect to the redacted information contained in the Company’s legal
invoices, it was proper for RUCO to exclude the redacted information from rate
case expense. When a Company files a rate application, it is the Company’s
burden to provide the Staff and/or intervenors with documentation and responses
to discovery requests to support the Company’s adjustments. If those responses
involve confidential information, it is the Company’s burden to arrange for
confidentiality agreements or take other measures it deems necessary to provide
the information to Staff and/or the intervenors. The Company acts at its own peril
if it does not provide the information. It is not the burden of intervenors to seek
protective agreements or make motions seeking disclosure of information that
the Company is obligated to provide. We will therefore approve RUCO'’s
recommended rate case expense of $70,000, amortized over four years.

Make all conforming changes as necessary.



