RYE . BEFORE THE ARIZONA CORPORATION COMMISSION
’ ] - hizona Corporation Commission i
2 COMMISSIONERS .“ R DOCKETED
" 3 | JEFF HATCH-MILLER, Chalrman 005
-, | WILLIAMA MUNDELL NOV 142
MARC SPITZER. - . =
. _|MKEGEAson [ THookmew U/
3 |KRISTINK.MAYES - | ____ o
6 | IN THE MATTER OF THE APPLICATION OF DOCKET NO. W—OI44SA-64-O650_ L
ARIZONA WATER COMPANY, AN ARIZONA R e
7 CORPORATION, FOR ADJUSTMENTS TO ITS : o ‘
RATES AND CHARGES FOR UTILITY SERVICE |  DECISION NO. __68302
8 | FURNISHED BY ITS WESTERN GROUP AND
g FOR CERTAIN RELATED APPROVALS '- OPINION AND ORDER ‘
DATES OF HEARING ' o October 15, 2004 (Oral Argument), June 10 and 16
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1 _ - and 24,2005 - :
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."1 4 INATTENDANCE o - Kristen K. Mayes, Comm1ss1oner ' _ ,
|APPEARANCES: . Norman D. James and Jay L. Shapiro, FENNEMORE
A5 R - . . .CRAIG, and Robert W. Geake, Vice President and
16 " General Counsel on behalf of Anzona Water Company,
o .. Marvin S. Cohen SACKS TIERNEY on. behalf of
17 ~ " Pivotal Group, Inc; - o : 1
18 " Jomn S. Burke and Danielle D. Janitch, OSBORN:
19 MALEDON on behalf of the Clty of Casa Grande
o B _ .'Damel Pozefsky, on behalf of the Res1dent1al Utlhty
29 , - Consumer Office;and -~~~ : _
21 ' Tlmothy J. Sabo. and Diane M Targovmk Attomeys
) - Legal Division, on behalf of the Utilities- D1v1s10n of the "
22‘ o ‘ _ Anzona Corporanon Comnnss1on ‘ '
BBy THE COMMISSION‘T | |
_ 240
o B O S INTRODUCTION
25 o - : S
o 26 ‘ On September 8 2004 Anzona Water Company (“Anzona Water » “Company,” or
57 “Apphcant ") ﬁled the above-captloned apphcatlon wrth the Anzona Corporatxon Commxssmn
28 .(“Comm1551on ) requestlng a rate mcrease for the Company s Western Group systems Anzona
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| of $10 003 254, for a total revenue requlrement of $10 113 483 Staﬁ' is recommendmg a revenue |

mcrease of $74 152 or 07 percent over test year adJusted Tevenues: of $10 675 355 for a total. |

' revenue requrrement of $IO 749 507 Based ‘on adJustments to the Company s ﬁlmg as set forth‘

herem we authorrze an mcrease in revenues of $160 510 an 1ncrease of 1. 50 percent over test year'
adJusted revenues of $10 675 355 for a total revenue requrrement of $1O 835 865

. RATEBASE

A. - Deferred CAP M&I Capital'Charﬁes
S _ Background
’ Anzona Water has four subcontracts with the Central Arlzona Water Conservatlon Dlstrlct

(“CAWCD”) for dehvery of CAP water for mumcrpal and mdustnal (“M&I”) use (Garﬁeld Rb at 6)

. Three of the Company s CAWCD subcontracts are for dehvery of 1ts CAP allocatlons for the ‘
13 |

Company s Western Group systems of Casa Grande 8, 884 acre-feet Coohdge 2 000 acre—feet and
Whrte Tank 968 acre-feet; on an annual basrs (zd) Under the subcontracts the Company is

requxred to make two drfferent types of payments for water dehvery servrces ﬁrst whether Anzona

Water actually takes dehvery of CAP water or not, it must pay, m equal semi- annual mstallments al -

CAP M&I caprtal charge based on each system s total allotment multrphed by an amount per acre-

foot establlshed by the CAWCD ‘and second Anzona Water must pay, based on actual CAP :

, 'dehvenes and estlmated expenses for the upcommg year an annual CAP operatlon malntenance and.

replacement (“OM&R”) expense payment in equal monthly mstallments (Garﬁeld Rb at 6 7) The "

'purpose of the CAP M&I cap1tal charge i is to repay the CAP constructlon costs to the Umted States |
(zd at 7) Anzona Water asserts that by makrng annual CAP M&I payments a.nd thereby retarmng' I

the nght to use CAP water Wthh i an alternatlve renewable water source that it has acted' ,. 3

27
28

! Deferred CAP M&I _capital charges’ assocmted with Anzona Water’s CAWCD subcontract for dehvery of its used and | -
useful CAP allocation for its Apache Junction system are currently being recovered on an amortized basis per the recent -
Eastern Group Decision. A portlon of the Company s Apache Junctron CAP allocauon is provrded to golf courses as |
non-potable ‘water. : o _ . .
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' consrstent w1th State water pohcy, in addltron to ensurmg the avallabrhty of. water for 1ts customers A

ona long-term bas1s (Garﬁeld Rb at 8)

wrth the Unrted States Envrronmental Protectlon Agency (“EPA”) and Anzona Department of : s

Env1ronmental Quahty (“ADEQ”) surface water treatment requlrements

2 | Current Usage of CAP Allocatrons

under the Company s non—potable tariff (Hubbard Rb at 15 16) In return for the Company s |

_ _comm1tment to dehver up to 2 000 acre-feet of untreated CAP water annually to the Desert Basm
_ power plant Anzona Water’s Casa Grande system is rermbursed annually for a portron of its deferred -
1CAP M&I cap1tal charges (Garﬁeld Rj at 9 Hubbard R_] at 5) In the absence ofa contract requmng: : o
'a customer to commrt toa portron of Anzona Water s CAP allocatlon non-potable water customers _

{are not hable for deferrcd CAP M&I charges and the CAP allocat10n remarns avarlable to other o

customers (Hubbard R_] at 5) The Company proposes that the $l42 896 portron of the Casa Grande..' h

system deferred CAP M&I charges related to the dehvery ofa total of 279 acre-feet of CAP water to

two golf courses durlng the test year be placed in rate base amortrzed over lO years (Heanng Exh A-
28; Tr. at 802) RUCO does not oppose the. Company s requested treatment of the portron of the
CAP allocatlon that customers are rece1v1ng and paymg for (RUCO Br. at 9), and 1o party alleges
that tlns portron of the Company s Casa Grande system CAP allocatron was not used and useful |

durmg the test year We agree with the Company that servmg untreated CAP water to customers who

do not requrre_ pot_able water to_ meet their water needs is a valid use of its CAP allocatron, and’ that E

| the 279 acre feet of the Company’s CAP allocation delivered to the two Casa Grande ’.sys_tem golf

2 The total amount of the deferred CAP M&I caprtal charges for the Casa Grande system at December 31 2003 was. R
. $3 525, 803 (Hubbard R_] Sched SLH-RJ4 at8, lme 15) ' . . : :

e DECISIONNO_% o

CAP water is surface water and therefore reqmres treatment for potable use in comphance 1 ]

Durmg the test year the Company dehvered 2 279 acre feet of Anzona Water 5. CAP L

allocatlon for the Casa Grande system to commerclal and mdustnal customers for non-potable uses 1
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course commercra.l and 1ndustr1al customers as non-potable water dunng the test year was used and
useful Therefore $142 896 in the assoc1ated Casa Grande system CAP M&I cap1ta1 charges wrll be
accorded rate base treatment in tlns proceedmg, on an’ amort1zed basrs consrstent wrth the-
amortization perrod' for the CAP Hook—Up Fee drscus_sed below. o
| 3 Planned CAP Treatment Facilities

) a.'v Casa Grande and Coohdg

of a CAP water treatment plant w1th an 1mt1al capacrty of 10 rmlhon gallons per day (“gpd”) that wrll '
treat both rts Casa Grande and Coohdge CAP allocatlons (Whrtehead Rb at 3), whrch the Company
pl‘O_] ects wrll all be needed to offset growrng demand for water in the Casa Grande and Coohdge area

(Garﬁeld Rb at 1 1). The Company s wrtness testrﬁed that the planned treatment plant wrll also have.

the potentlal to treat CAP water supphes for other water provrders holdlng CAP allocatlons such as |

the C1ty of Eloy and the. Crty of Florence and that water treated at the planned plant has the potentral

of ultrmately servmg Casa Grande Coolrdge Arrzona Crty, Tierra Grande Stanﬁeld and other areas_:

‘ wrthln Anzona Water ] certrﬁcated areas (Whrtehead Rb at 5) The Company has purchased" ‘

| approxrmately 68 acres of land southeast of Coohdge about one-half mlle west of the CAP canal and |

has submrtted an appl1cat10n to the Anzona State Land Department for nght—of—way access to cross | ..

state land ﬁom the CAP canal to the planned regronal CAP plant srte (Wlutehead Rb at 4) The I
_ Company plans to construct a 48-1nch prpelme to dehver water from the CAP canal to the planned '

_ treatment facrlrty, and has completed the mrtral desrgn of the booster pump statron necessary to. pump: |

water from the canal and | pressunze the plpehne (zd ) The Company plans to subnut the plans for the.

: CAP treatment plant to the CAWCD later this year for review and. comment (Whltehead Rb at 4) 1

Anzona Water s w1tness testrﬁed that the Company plans to brd the treatment plant desrgn in 2007

award a desrgn contract m 2008 brd for the constructron of the ﬁrst phase commencmg m 2009 |

~ .7+ DECISIONNO._ 68302 |

’ Arlzona Water states that it has made financial commrtments toward desrgn and constructron' g
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] commence constructlon m 2009 and complete the prOJect in 2012 (Whltehead Rb at 9 11)

| b Whlte T@l_(

allocatlon at a regmnal water treatment plant planned to be completed 1n 2008 (Hubbard Rb at 16) IR

located along the Beardsley Canal (Garﬁeld Rb at 13) Anzona Water s wnness stated that upon:’ s B

completron of the planned treatment plant 1ts entire Wh1te Tank allocatlon w1ll be used to serve: 1ts.'_. .

customers (_zd.).

a4 Apphcatlon s Request Regardmg Deferred CAP M&I Charges o

The Company s calculatlon of adJusted test year net operatmg 1ncome in its apphcatron_ e

1ncludes CAP M&l charges reflected as a pro forma adJustment to purchased water expense and the_

deprec1at10n and amortlzatlon €Xpense . (Hubbard Rb at 15) The apphcatron also requests”

authonzatlon to arnort1ze the deferred CAP M&I caprtal charges accumulated as of the end of the test 1

year over a ten-year penod as follows $3 525 803 for the Casa Grande system, whlch 1s net of |

$989 314 from non-potable test year sales $1 046 011 for the Coolidge system and $506 268 for the

Whrte Tank system for a combmed balance of $5, 078 082 (zd at 15 16)

No other party agreed wrth Anzona Water s apphcatlon posrtron to place deferred CAP M&I. . e

charges for CAP water that is not currently bemg used in rate base. -
5 Alternatlve Deferred CAP M&I Charges Recovery Proposals

" On May 19 2005 Staff ﬁled a Notlce of Settlement Negotlatlon 1nd1cat1ng that Staff would '

the Company s past present and future costs assoc1ated wrth 1ts CAP water allotments NO', S

settlement agreement was ﬁled pnor to the heanng However both the Company and Staff proposed. R

8 eosioNno: 68302 |

Anzona Water has been workmg w1th Anzona-Amencan Water Company s Agua Fna' e

D1v181on on an agreement that would prov1de for the treatment of Anzona Water s Whlte ’l‘ anl( CAP T o
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altematrves to Arrzona Water s request as set forth m 1ts apphcatlon In re_]omder testrmony ﬁled on' '

.June lO 2005 the Company proposed a hook-up fee to recover the deferred CAP M&l charges ‘

: (Hubbard R_] at 4 6, Exhrblt SLH-RJS) The re_]omder testlmony proposed recovery of the deferred

charges over a 10 year penod by means of hook-up fees collected from new customers for a penod of

ten years in the amount of $289 for both’ the Casa Grande and Coohdge systems, and in the amount of |

: $674 for the Whlte Tank system @id.). Under Anzona Water’s “rejomder proposal ” the hook—up fees |

would be collected on new lots in each system and would be treated as non-operatmg revenue used‘
both to pay ongomg CAP M&I charges and also to reduce the balance of deferred CAP M&I charges
whrch for accountrng purposes would be treated as allowance for funds used durmg construction
(“AFUDC”) (Tr. at 821 822) The Company s rejomder proposal also shows ongomg M&I charges

to the Desert Basin power plant contract drscussed above as bemg apphed to reduce the M&I‘

R charges balance (zd)
14

Pnor to the heanng, Staff ﬁled 1ts proposal for an altematrve hook-up fee to recover. the |
deferred CAP M&I charges over a 20 year penod with hook-up fees of $220. for the Casa Grande :
system $150 for the Coohdge system and $500 for the White Tank system (Olea Suppl Scheds

SMO 1, SMO 2 and SMO 3) At the hearmg, Staff presented more detalled schedules showmg 1ts

recommended hook-up fee recovery methodology Staft’s proposed methodology uses the same S

prOJectlons the Company used in 1ts reJomder proposal for customer growth annual CAP M&I,.

. ongomg charges AFUDC estlmates based on the 2004 M&I rate and ongomg M&I charges pard

1 under the Desert Basm power plant contract but w1th a 20 year amortrzatmn penod (Hrg Exh S- 33) , '.

Staff’ s proposal also mcludes a set of “Condmons for Approval of CAP Hook-Up Fee and proposes

'requrrements for a CAP Water Use Plan the ﬁlmg and Commrssron approval of whrch 1s one of |

Staft’s recommended condltrons for the collectron of the CAP Hook—Up Fee (Olea Suppl Sched L |

3 These hook~up fee amounts are proposed for meter sizes l-mch and smaller Larger hook-up fees are proposed for 1

‘ larger meter srzes (Olea Suppl Scheds SMO -1, SMO-2 and SMO-3)

.9. - ::'-~"DECIS'IONI.\'IO.j;6E5_()_2_~_'
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: SMO-4 and Attachment A)

WRMP w1ll 1nc1ude (Clty Reply Br at 30)

Proposed Requlrements for a CAP Water Use Plan ‘
Staff states that the Company s plans to use 1ts Casa Grande Coohdge and Whlte Tank CAP
allocatrons suffic1ently demonstrate a comrmtment to use its CAP allocatlons to allow the Company

to begln to recover 1ts prudently incurred CAP M&l capltal charges both deferred and ongomg,

der the terms of Staft’s proposed CAP Hook-Up Fee tanffs but subject to Staff’s proposed 1

condrtlons (Olea Suppl at 5 6) The condrtlons Staff proposes are reproduced here _
| . . Schedule SMO-4
' CONDITIONS FOR APPROVAL OF CAP HOOK-UP FEE

_ 1) Arizona Water Company (“AWC”) must- subnnt by December 31 2006 or
six months prior to submission of its next rate case application, whichever
comes first, a detailed Central Arizona Project Water Use Plan
(“CAPWUP”) for its Western Group water systems.

2) AWC must make best faith efforts to include the cities of Casa Grande and
: Coohdge in the development of the CAPWUP ‘

3) The CAPWUP m_ust address all the issues outhned in Attachment A.

" '4) The CAPWUP must be approved by Staff prior to AWC’s next rate case
application being declared sufficient under A.A.C. R14-2-103.

5) The CAPWUP shall be approved, disapproved, or modified in AWC’s next
~ rate case by the Commission. If the CAPWUP is disapproved, the CAP
Hook-up Fee shall be terminated and AWC shall refund all CAP Hook-up
Fee monies collected to that point along with six percent (6%) mterest The T
_ refund method shall be determmed by the Comm1ssxon _ po

T 6) VThe approval by. Staff or the Commlssron of the CAPWUP shall mean only' L
~ that the CAPWUP has adequately addressed all the issues outlmed ,1_n'

00 DECISIONNO 68302 i

<" DOCKET NO. W-01445A-04-0650 |~
Casa Grande opposes Anzona Water s recovery of deferred CAP M&I capltal charges untll'_.' o
Anzona Water prepares a water resource master plan (“WRMP ) wh11e grvmg Casa Grande theil i

opportumty to partlcxpate in all stages of the WRMP process mcludmg demsrons relatmg to what the Lo

: : 6 Staff’s Proposed Condltlons for Approval of CAP Hook—Up Fee and; JRICR
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1] - -Attachment A CAPWUP approval by Staff or. the Commrssmn shall not be Lo
interpreted as. a used and useful determination. nor as pre-approval of :
2 ) »rennbursement of any future expenditures in completmg the plan. = :
- 3 | - 7 In AWC’s next rate case the Commission shall reeva]uate thJS CAP Hook-
: up Fee to determine if it should be continued, eliminated or modified based = -
4 ~on the CAPWUP and any other evidence that may t be 1ntroduced by partres,
L5t to-that case. : , : .
6 . 8) If in AWC ’S next rate case the Commlssmn orders contrnuatlon of the CAP B '.
ol * - Hook-up Fee or any other recovery mechanism designed to recover CAP- E
7 ~ deferrals, the Commission Staff shall audit the CAP deferral accounts of -
o - AWC’s systems holding CAP allocations and shall make any necessary
, 8 * adjustments, true-ups and re-calculatlons to determme the proper values to. .
9 carry forward. - .
10 . 9) Staff will utilize AWC’s annual cost of debt to determine the rate for =
: - allowance of funds used durmg constructron (“AFUDC”) 1ncluded in the
11 : -CAP deferrals :
= AttachmentA ’
12 :
) 13 CENTRAL ARIZONA PROJECT WATER USE PLAN (“CAPWUP”)
14 | The plan should address the followmg
_ 15 1) Exrstmg water supphes and demand patterns for the last two years (such
_ 1:6 1nforrnat10n as requrred on the Water Use Data Sheet). ’
17 " 2) Future water supphes and demand pattemns demonstratmg how and 'when'v .
ol . CAP water will be used through the year 2025. All future water sources that = -
18 the. Company plans to use* other than CAP should be dlscussed All. S
e . assumptmns used to ‘make proj ectlons should be clearly explamed
19 o .
2(')’ - 3) All major mfrastructure components requrred to use CAP water through the
- - year 2025 .should be listed and described in as much detail as possible.
21 - These would include such items as, but not be limited to, treatment plants
. ' ‘transm1ss1on malns storage tanks, pumplng statlons etc. : :
; 22 . . .
C 4 PrOJected capltal and Operatlon and Mamtenance costs for all future water
: ,23., * supplies (including CAP water) through the year 2025 should be listed in as _
T4 ~ much detail as possible. All assumptrons used to make these pl‘OJeCthl]S'
o - should be clearly explamed : . :
e 5) How CAP water w1ll be used to address the arsemc 1ssue (1f 1t wrll be)
.26 o o
27 o* Staff added the underhned language at the heanng
28,
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S and Proposed Requlrements i‘or a Water Resource Master Plan : '.

}WRMZP 1s prepared and 1t expects “real-trme mput 1nto preparat1on of the WRMP (Crty Reply Br at: -

2) 'Casa Grande asserts that the detail i 1n 1ts WRMP 1s necessary to 1mplement the CAP Water Use

of the WRMP (or the CAPWUP) can occur w1thout interference w1th the Company 5 busmess

dec1s1ons ? (Crty Reply Br. at 7). Casa Grande submltted as an Exh1b1t at the heanng a draﬁ outlme |

of the plan (Hrg Exh CCG—7) whlch is reproduced here ..

' : DRAFI' OUTLINE : -
CASA GRANDE WATER RESOURCE MASTER PLAN

I . Existing water supphes and demand pattems '
A. Current water supplies ‘
1. Number of wells, location, annual volume of productron over )
past five years
2. Condition of wells, maximum annual production potential,
- required capital improvements schedule - -
... .3. Water quality profile and 1 issues, ie. arsemc
"B Current water demands - _
' 1. Annual sales by customer type and by meter size over past five
years
~ 2. Seasonality and peak use, monthly demand patterns over past
' five years, peak day use: :
* 3. Losses and unaccounted for water

II - Future demands and net requirements - -~ -
A. Demographlc/economlc projections - T
1. Population and employment growth trends, 1990 through 2005 .
. 2. Published or available projections, developer plans -
" 3, Selection of high and low scenarios through at least 2025 -
_B. Water demand projections , :
-Selection of water demand forecastmg approach ie. gallons per
_ . caplta perday :
2. Highand low water demand prOJ ectron scenanos through at least
2025 - . , .

oo DECISIONNO 68302 "

7 Casa Grande s Proposed Condltlons for Approval of CAP I-Iook-Up Fee: A

Casa Grande proposes that Anzona Water s recovery of CAP M&I capltal charges be hnked ,

to Anzona Water s wrlhngness to work thh Casa Grande in des1gmng and prepanng a water WRMP |

Plan proposed by Staff (zd ), and that “[r]eal trme mput by the City durmg the des1gn and preparatlon‘

DOCKET NO. W—01445A-04 0650‘_'-. e

(City Br at 5) The Cxty opposes Anzona Water s recovery of CAP M&I cap1ta1 charges untll a' e
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C Net Water Requlrements———Companson of water demand pro; jections
" with available maximum supplies from existing wells identification of
 future unmet needs over time -

Add1t10nal Groundwater Resources L ‘ ' C
- A. Whatis potentlal for acqumng groundwater nghts developmg new

“wells - . .

' Increased product1on volume potentral over txme

Infrastructure requirements -~ .

. Capital, operating costs schedule .

_Constramts and opportumtres o

mouow-

CAP Water : : ‘
A. Available water volumes schedule of avallablhty
B. Infrastructure requirements by component, location -
C. Capital, operating costs schedules
D. Constramts and opportumtles '

- Non-potable water (efﬂuent)

 A. Available water volumes, schedule of avallablhty
B. Infrastructure reqmrements location -
~ C. Capital, operating costs schedules

'D. Constraints and opportunities

Other alternative resources-i.e. water purchases or transfers etc. .
A. Available water volumes, schedule of availability
' B. Infrastructure requirements, location

-~ C. Capital, operating costs schedules

, D Constralnts and opportumtles .

Arsemc treatment '
" A. Current plan ,
"'B. Infrastructure requuements location
C. Capital, operating costs schedules -
. D. Constraints and opportumtles——potentral integration with other water
supply altematrves 1e blendmg, combmed treatment etc.. ’

Recommended water master plan o : - :
A, Altematlve supply scenarios or combination of resources consrdered
' B. Description of selected future supply plan - : :
o 1. Volume of new water available over time . - -
2. : Infrastructure needs and location -
Justification of future supply plan

. Capital cost requirements schedule through 2025
. Operatmg cost requlrements through 2025

DG,

. 'D.  Schedule for permitting, implementation
E.
F
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- 8.”, Drscussron

The Company is largely 1n agreement w1th the CAP Hook-Up Fee mechamsm proposed by S

-Staff for recovery of the Company s, deferred M&I capltal charges and w1th some exceptlons

drscussed further below agrees w1th the related condltlons and the CAP Water Use Plan reqmrements s
proposed by Staff L

_ Arizona Water is opposed to havmg recovery of 1ts deferred CAP M&I cap1ta1 charges tled to

Casa Grande’s Proposed WRMP (Co Br at 6 13) The Company asserts that the Crty s request is|

extraordmary and unprecedented in that 1t asks the Comrmssron to force the Company to cede control

of ﬁmdamental management decrslons to a murucrpahty that in the past has trred to condemn its | .-

water system and has threatened to do S0 agam (Co Br. at 6) Anzona Water beheves that grantmg'. A
the C1ty ] request would v1olate its nght asa pubhc ut111ty to determme the type and extent of service
to the pubhc in the exercise of 1ts managenal functlons ‘within the Timits of adequacy and
reasonableness (id., c1t1ng Southern Paczf c Co v Anz Corp Comm’ n, 98 Anz 339 343 404 P 2d

692, 694-95). The Company pomts out that the C1ty 5 w1tness presented no testnnony or evrdence

that Arizona Water has not adequately planned for water TESOUICES or that it has been unable to meet. |

water demands by new customers (Co Br at 9) The Company attached an afﬁdavrt of erham M. |

Garﬁeld to its chly Bnef as Exhrbrt B. The Company prepared the afﬁdavrt to respond toa copy of | o

: ‘a July 21, 2005 newspaper artlcle that the C1ty attached as Exh1b1t 2 to 1ts Closmg Bnef In a

footnote the Clty “asks the Commrssron to take _]udlCIal notlce of the news artlcle clalmmg that it is
“drrectly relevant to the need for water resource planmng by Anaona Water Company’ (C1ty Br at 8 '
fn 2) The Company argues that the statements appeanng in the artrcle are not subJect to Judlcral' | E
notice (Co Reply Br at 9- 10) but ina footnote of its own, explams that 1t has attached the afﬁdavrt ».

ﬁ'om Mr Garﬁeld “contalmng a detalled drscussmn of the events referenced in the artlcle and'

_ _explarmng why the Clty ] rehance on the amcle is mlsplaced” (Co Br at 10 fn 8)

4 . DECISIONNO. 68302 | -
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Anzona Water also points out that pursuant to new leglslatxon passed earher thls year the

Casa Grande system must subrmt a water plan to the Anzona Dlrector of the Depaltment of Water S

Resources (“ADWR”) by January l 2007 for review and approval that must generally evaluate the |
water supply needs in the servrce area and propose a strategy to meet 1dent1ﬁed needs” A R S § 45', N

331(H) Anzona Water attached a copy of the new leglslanon as Exhxblt A to 1ts Reply Bnef

! Anzona Water beheves that thls new statutory requlrement combmed w1th the CAP Water Use Plan |

recommended by Staff,'should ehmmate any conc_ems that the Crty may have regardmg_water
resourcesplanning (Reply Br at 8). | | | .

RUCO supports the proposal made by Staff to address the CAP issue in th1s case (RUCO Br.
at 10) and believes that Staft’ s cond1t10ns for approval of its proposed CAP Hook—Up Fees prov1de

adequate safeguards to ensure that the objectrves are met (RUCO Reply Br at 3-4) RUCO’s support |

»of Staff’s proposal is contmgent upon mclus1on of Staft’ 5 ﬁfth proposed condltlon whrch prov1des
for a refund of all collected CAP Hook-Up Fees 1f the Company s CAP Water Use Plan is

drsapproved (zd at 4) RUCO asserts that thls condltlon cannot harm the Company if 1t mtends to act

1n good farth and present a reasonable CAP Water Use Plan (zd )
- .9 Conclusmn |

It is not appropnate to put Anzona Water s deferred or ongomg CAP M&I charges for CAP'

water that is not currently bemg used in rate base as proposed in the Cornpany s applrcatlon The |

: v.amortlzatlon of the deferred CAP M&I charges requested in the apphcatlon wﬂl therefore not be

adopted

We do not beheve that 1t is necessary or reasonable to adopt Casa Grande s recommendatlon |

. _to make any CAP M&I caprtal expense recovery contmgent upon Anzona Water s submrssron of
' Casa Grande s proposed WRMP ( see Ctty Reply Br at 30) Staff’s wrtness testlﬁed that the WRMP

proposed by Casa Grande goes 1nto more detarl than Staff would need to determme whether the

- o o DECIS_IQNNO-ﬂ_’ -
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Company can begm recovermg 1ts deferred CAP costs (see Tr at 1201 1203) We therefore dlsagree |

'w1th Casa Grande s assertlon that development of 1ts WRMP 1s necessary to nnplement the CAP5 i ) =

Water Use Plan proposed by Staff Wh1le we would not drscourage Anzona Water from engagmg 1n R

a planmng process srmllar to that outhned in Casa Grande s draﬁ WRMP we agree w1th Staff that |

.through the planmng the Company s w1tnesses descnbed in rebuttal testrmony, the Company has'_ L

demonstrated a concrete enough commrtment to usmg its CAP allocatlons to allow commencement of 1

recovery of 1ts deferred CAP M&I cap1ta1 charges at th1s pornt in t1me through the methodology

recommended by Staff subJect to the strrct condltlons supported by both Staff and RUCO whlch- -, a

include development of a CAP Water Use Plan as outlmed above
Nerther do we beheve that 1t s necessary or . reasonable to adopt Casa Grande S
recomrnendatlon to require that Casa Grande be allowed to parucrpate in Anzona Water s declsrons .

relatmg to what the WRMP (or the- CAP Water Use Plan) w1ll include (see C1ty Reply Br at 30) 1

' Staff’ s witness testrﬁed that by its proposed second condrtlon for recovery of a CAP Hook-Up Fee '
15

whrch requrres AWC to make best farth efforts to mclude the c1t1es of Casa Grande and Coohdge 1n
the development of the CAP Water Use Plan Staff 1ntends for Anzona Water to keep the c1t1es . |
mformed and make sure the cmes are 1nvolved S0 that the crtres aren’t caught off guard by somethmg'
the Company is gomg to do with regard to the water system (Tr at 1192) We agree W1th Staff’s'
stated intent.. We also agree w1th the Company that management declsrons regardmg the use of its
CAP water allocatlon are its own. We do not mtend our adoptron of Staff’s proposed second‘.

condltron number 2 requmng Anzona Water to make best farth efforts to 1nclude the crtles as g1v1ng

’ the crtres a managerlal or dec1s1on-mak1ng role in the development of the CAP Water Use Plan

Given the contentrous 11t1gat10n h1story between the Company and Casa Grande we do not adopt th1s |

recommended condrtlon hghtly We adopt 1t because we beheve that the crtres’ “best falth” input wxll

be valuable to the Company inits plarmmg process We fully recogmze that it is ult1mately Anzona_' ‘
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Water that will have the burden of demonstratmg‘ the prudence of 1ts busmess decrsrons and not the |
c1t1es Wh1le we W111 requlre Anzona Water to- make “best fa1th efforts” to mclude the c1t1es m 1ts.
development of the CAP Water Use Plan we do S0 W1th the hope that Casa Grande wrll in turn make |
its “best fa1th efforts” to keep in mlnd that Anzona Water and not Casa Grande 1s the party who: o

must ultrmately take respon51b1hty for planmng the best use of its CAP water allocatlon

The Company objects to Staff’ s proposed fourth condltron ‘which requlres Staff approval of o

the Company s CAP Water Use Plan- pnor to a ﬁn_chng of sufﬁcrency in the Company ] next rate

case, and to Staff’s proposed fifth condition, which requires collected CAP Hook-Up Fees to be |

refmrded in the event the Company’s CAP Water Use Plan is disapproved in the Company’s next rate

case. We agree with RUCO that the fifth COn.diti‘on cannot barm the Company if it intends t0 act in

1 good faith and pre_sent a'reasonable CAP Water Use P_lan, ’and find that this rationale also iapplies to

the fourth condition

Use of CAP water, whlch isa renewable resource should be encouraged The availability of ,
CAP water comes at a cost, however, as the Company s deferred CAP M&I cap1ta1 costs balance for
its Casa Grande Coohdge and Whlte Tank systems shows The actual use of CAP water reqmres
utrhtles to undertake substantlal 1nfrastructure 1nvestments As Staff’ s w1tness testlﬁed the balance
of thc payments the Company has made to retam the avarlablhty of 1ts CAP water supply contmues to '

increase, and 1f recovery is' postponed until CAP water treatment mfrastructure is built and the water |

1is actually bemg served ratepayers w111 be struck “twree as hard as they would have to be” (Tr at"

1203) This is because the water treatment plant would be placed in rate base at the same time that

the Company would begm recovery of the deferred CAP M&I charges (id.)- We agree wrth Staff that _

] m order to prevent tlus “double h1t ” that wrth the safeguard condrtlons recommended by Staff 1t isin

4 At December 31, 2003 the deferred CAP M&I capltal charge ‘balance for the Casa Grande system was $3 525 803 ‘

- | (Hubbard R;. Sched. SLH-RJ4 at 8, line 15), for Coohdge $1 046,011 (zd at 12, lme 15) and for White Tank, $506 269 :

(id. at 10, lme 15)
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the pubhc mterest to allow recovery of the deferred and ongomg CAP M&I cap1ta1 charges to begln:’ L
: now w1th the collectlon of a spe01a1 hook-up fee ﬁom ‘new. customers who w111 have the use. of the .
: Company s CAP allocatlon

For all the above reasons ‘we therefore adopt and approve herem the CAP Hook—Up Fee_ g -

tanffs attached hereto as Exhlbtts A B and G > subJect to Anzona Water s comphance w1th the'
requrrements set forth in Staff s recommended “Condmons for Approval of a CAP Hook-Up Fee” as 3s

set forth above We also ﬁnd reasonable and therefore adopt Staft‘ s recommended requrrements for ‘

the CAP Water Use Plan as set forth above The CAP M&I charges recovery schedules attached to

thrs DCCISIOH as Exh1b1ts D, E, and F demonstrate the denvatton of the CAP Hook-Up F ee amounts'

These are the recovery schedules proposed by Staff except that the schedule for the Casa Grande'

system Exhlblt D has been modlﬁed to.adJust the test year end balance of CAP M&I cap1ta1 charges.{ B
Ilin order to remove $142,896 assoclated w1th the 279 acre feet. of the Company s Casa Grande system T
CAP allocation that was used and useful dunng the test year and w1ll therefore be accorded rate base_ e
‘treatment in thlS. proceedmg over the same amortlzatron penod as the Hook-Up Fees as drscussed | BRI

above ThlS change results in a reductlon of the Hook—Up Fee for the Casa Grande system from $220 1

to $208 for 5/8 X 3/4-mch 3/4 mch and l-mch meter 51zes In accordance w1th Staff’s proposedl"'._
seventh condmon if the CAP Hook-Up Fee 1s contmued the recovery schedules are subJect to ‘_
amendment in the Company s next rate case,. when the pI'O_]CCthIlS can be trued-up to reﬂect actual '
figures and new prOJectlons of CAP M&I cap1ta1 charges NP 260 Tanff M&I charges hook-up fees |
and AFUDC We wrll requlre the Company to provrde m its next rate ﬁlmg, the data necessary to

true-up the pI'OJ ectrons in these schedules for our rev1ew - o |

SIn Tesponse to an issue raised durmg the hearmg by Plvotal Staff's witness added language to its proposed CAP Hook:

- { Up Fee tariffs to clarrfy the point in time that an applicant for the installation of new water facilities would be requtred to :
’ advance costs for service connections. This clarifying language has been included in the tanffs :
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