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Company.”' Staff stated that Decision No. 71414 also discontinued that utility’s authority to collect
HUFs, as Staff is recommending in this case.?? o

We are not persuaded by the Company’s arguments in favor of départing from the normal
ratemaking treatment of CIAC. We agree with Staff that the- NARUC USOA definition of CIAC
does not hinge upon whether or not CIAC is expended or unexpended, as the Company argued, but
on whether or not (1) the CIAC was proQided by someone other than the owner, (2) the CIAC is
non-refundable, and (3) the purpose of the CIAC is to fund plant.”?? * We recognize that the Company
collects HUFs well in advance of prov1d1ng service to customers for whom the HUF is credited, and
that it 1.5; the Company s practlce in regard to the timing of its HUF collecﬁon that is responsible in
part for the resulting magnitude of CIAC balances in the test year. As Staff and RUCO argued, the

actual test year end balances of CIAC should be included in rate base, and Staff’s adjustments for the

water and Wa'stewater divisions will therefore be adopted.

C.  Fair Value Rate Base Summary

Based on the discussion of rate base issues set forth above, we ﬁnd the Company’s OCRB
f01" its water division to be ($2,414,613) and for its wastewater division to be $136,562. As the
Company did not prepare RCND schedules, the OCRB fpr its water and wastéwater divisions
constitute its FVRB.

IV. OPERATING INCOME ISSUES

A. Central Arizona Groundwater Replenishment District (“CAGRD”)
The CAGRD was established in 1993 by the Arizona legislature to serve as a groundwater

replenishment entity for its members.”* The CAGRD is operated by the Central Arizona Water

22! Staff Reply Br.at 5.
22 Staff Br. at 5.
B Direct Testimony of Staff witness Jeffrey chhhk (S-38) at 18; c1tmg to NARUC USOA 27 1 Contrlbutlons in Aid of
Construction.
24 Rebuttal Testimony of Company thness Brian Tompsett (Exh. A-5) at 17.

35 DECISION No, 71854
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DOCKET NO. WS-02987A-08-0180
Conservation District, which operates the Central Arizona Project.225 The CAGRD provides a
mechanism for landowners and designated water supply pfoviders such -as Johnson Utilities tob
dem§nstrate a 100-yeaf water supply under Arizoné’s assured water vsupply' rules (“AWS Rules”),
which became effective in 1995.22° Members of the CAGRD must pay the CAGRD to replenish (or

recharge) any groundwater pumped by the member that exceeds the pumping limits imposed by the

| AWS rules.??” The CAGRD includes the Phoenix, Tucson and Pinal County active management

areas (“AMAs”).”?® Johnson Utilities completed the process for becoming a Member Servfce Area
of the CAGRD on or about June 9, 2000.? Joining the CAGRD is one of the steps in the process of
becoming a designated provider, which means a water provider that has demonsirated to the Arizona
Department of Water Resources (“ADWR?”) that it has a 100-year water supply.Z® The AWS Rules
were designed to protect groundwater supplies within each AMA and to ensure that people
purchasing or leasing subdivided land within an AMA have a water supply of adequate quality and
quantity.”?' The AWS Rules require new subdivisions to demonstrate to ADWR that a 100-year
water supply is available to serve the subdivision before home sales can begin.** An assured water
supply can be demonstrated in one of two ways: the subdivision owner can prove an assured water
supply for the specific subdivision and receive a certificate of assured water supply (CAWS”) from
ADWR,; or alternatively, a subdivision owner can receive service from a city, town, or private water

company that has been designated by ADWR as having a designated water supply.?

22 Co. Br. at 28. :
::’ Rebuttal Testimony of Company witness Brian Tompsett (Exh. A-5) at 17.
= ld '

228

2 1d at 18.
230.]4
231 ]d
232 Id
B,
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The costs of the CAGRD are covered by a replenishment assessment levied on CAGRD :
members.”* Designated water supply providers such as Johnson Utilities that serve a Member
ServiceArea pay a replenishment tax directly to the CAGRD according to theAnumbcr of acre-feet of
“excess groundwater” they deliverv. within their service areas during a yee.lr.235 The amount due the
CAGRD is based on CAGRD’s total cost per acre-foot of recharging groundwater, including the
capital costs of constfucting recharge facilities, water acquisition costs, operation and maintenance
costs and administrative costs.”*® By statute, the replenishment tax must be calculated separately for
each AMA. " Johnson Utilities is a de51gnated provider in both the Phoemx and Pinal County
AMAs.2*® Johnson had a CAGRD assessment of $883,842 in the test year.” instead of recovery of '
the test year amount of CAGRD expense, Johnson requested approval of a CAGRD adjustor -
mechanism in this case.2*’ |

The Company, RUCO and Staff agreed that the CAGRD is an imbortant tool in Arizona’s
groundwater conservation efforts, and that the Company should recover its CAGRD expenses. The
Company’s ratepayers and the general public benefit from the Company having a designation of
assured water supply, because such designations resuli in mofe efficient regional planning than the
alternative of requiring individual developers within a certificated area to each ob’tai'n a CAWS.

As RUCO stated, the issue before us ie not whether to al]ow the Company to recover its.
CAGRD expense, but the manner of the bexpense recovery.*? Staff recommended that an adjustor

mechanism be established, but with specific conditions that would require the Company ﬁo keep the

Commission closely informed of the CAGRD fee calculation and would allow the Commission to

B _
14 at 18-19.

B6 14 at 19.
237 Id

238 Id‘

239 Id

240 Id

2V Siaff Br. at 20.

%2 RUCO Reply Br. at 5.
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DOCKET NO. WS-02987A-08-0180
closely monitor the Compahy’s collection of CAGRD fees and the Company’s treatment of monies
collected to pay the CAGRD fees. The Company was in favor of the establishment of a CAGRD
recovery mechanism, but was unwilling to agree to abide by the conditions that Staff argued are
necessary to safeguard the Company’s ratepayers. ,

1. Staff Proposed Adjustor and Conditions
Staff recommended that the Company recover its CAGRD tax assessment through the use of
an adjustor mechanism, subject to specific enumerated conditions. Staff recorﬁmended that the
CAGRD adjustor mechanism only be authorized with the following conditions attached:

1. The initial adjuster fee shall apply to all water sold after the date new
rates from this case become effective. In order to calculate this initial
fee, the Company shall submit the 2008 data, as per condition No. 7
below, within 30 days of the date of the final order in this matter.

2. The Company shall, on a monthly basis, place all CAGRD monies
collected from customers in a separate, interest bearing account
(“CAGRD Account”).

3. The only time the Company can withdraw money from the CAGRD
Account is to pay the annual CAGRD fee to the CAGRD, which is due
on October 15™ of each year.

4. The Company must provide to Staff a semi-annual report of the
CAGRD Account and CAGRD use fees collected from customers and
paid to the CAGRD, with reports due during the last week of October
and the last week of April each year.

5. The Company must provide to Staff, every even-numbered year (first
year being 2010) by June 30" the new firm rates set by the CAGRD

for the next two years.

6. The CAGRD adjustor fees shall be calculated as follows: The total
CAGRD fees for the most current year in the Phoenix AMA shall be
divided by the gallons sold in that year to determine a CAGRD fee per
1,000 gallons. Similarly, the total CAGRD fees for the most current

- year in the Pinal AMA shall be divided by the gallons sold in that year
" to determine a CAGRD fee per 1,000 gallons. :

7. By-August 25th of each year, beginning in 2010, the Company shall
submit for Commission consideration its proposed CAGRD adjustor
fees for the Phoenix and Pinal AMAs, along with the calculations and

38 . DECISIONNO. . 71854 .
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DOCKET NO. WS;02987A-08-01 80

documentation from the relevant state agencies to support the data used
in the calculations. Failure to provide such documentation to Staff
shall result in the immediate cessation of the CAGRD adjustor fee.
Commission-approved fees. shall become effective on the following
October 1st. :

8. If the CAGRD changes its current method of assessing fees (i.e. based
on the current volume of water used by customers) to some other
method, such as, but not limited to, future projection of water usage, or

* total water allocated to the Company, the Company’s collection from
customers of CAGRD fees shall cease.

9. Asa comphance item, the Company shall submlt a new tariff reflecting
the initial adjustor fee as per Condition No. 1 above and shall annually
submit a new tariff reflecting the reset adjustor fee prior to the fee
becoming effective. 3
2. Company Arguments Against Conditions
The Company opposed. or requested modification of Staff’s recommended Condition Nos. 3,
4,5, 7, and 8. Staff opposed the Company’s. requeéted modifications to Staff’s recommended

conditions.?*

a. Condition No. 3 ’

The Company stated that it is concerned that Condition No. 3 lacks sufficient flexibility to
allow for changcs in CAGRD’s paymént policies and other policies with _regafd to. the use of

CAGRD monies.” The Company submitted that it should be permitted to withdraw funds from the

'CAGRD account as necessary to comply w1th the conditions of its membershlp in the CAGRD as

those conditions exist now or as they may be modified in the future.2*

Staff stated that the ‘Company’s réquested modification of Condition No. 3 should  be

disregarded, as the Comnany ‘should not be allowed to spend funds in the CAGRD account for any

243 Gaff Br. at 20-21, citing to Revised Surrebuttal Tesnmony of Jeffrey Michlik (Exh. S-43) at 4,
4 Staff Reply Br. at 21-23.-
* Rebuttal Testlmony of Company w1tness Brian Tompsett (Exh. A-5) at 20

246 Id
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' purpose other than the, CAGRD expense item than has been analyzed in this proceeding and that the

proposed adjustor is designed to recover.?’

b. - Condition No. 4

The Company argued that a single annual report, insteéd of the semi-annual report required
by Condition No. 4, would be suﬁ}cient for Staff’s verification of the accounting for CAGRD
monies collected and remitted.?*® Staff opposed the Company’s requested modification of Condition
No. 4 because Staff believes it is important for the Commission to have the ability closely monitor
fhé Company’s collection of CAGRD fees and tﬁe state of the CAGRD Account 2

c. Condition No. 5

The Company opposed Condition No. 5, arguing that the information it requires is publicly
available and it would be more efficient for Staff to obtain the information directly from CAGRD.2
The Company also argued that compliance with regulatory conditions adds costs that are ultimately
borne by the ratepayers and should only be imposed as necessary to achieve important regulatory

objectives.251

Staff opposed modification of Condition No. 5 because the rates established by the CAGRD
involve calculations with many variables that may or may not be accessible or publicly available on
the CAGRD’s website now or in the future.>*> Staff stated that because the Company will be in
possession of the information as part of its own record keeping and compliance requirements, it will
therefore be in the best position to provide the Commission and Staff with the information.?® Staff

indicated that as a result of this rate case, it lacks confidence in the Cdmpany’s record keeping

247 Staff Br. at 21. v y
248 Rebuttal Testimony of Company witness Brian Tompsett (Exh. A-5) at 20.
2 Staff Br. at 22. .
230 Rebuttal Testimony of Company witness Brian Tompsett (Exh. A-5) at 20.
251
Id at20-21.
252 Staff Br. at 22.
253 I d
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DOCKET NO. WS-02987A-08-0180
abilities, and the submittal required by Condition No. 5 is necessary to confirm that the Company is
charging its customers the correct rates.”>*

d. Condition No. 7

The Company stated that it is not clear what consideration or approval the Commission.
would exercise with regard to the -assessment, and therefore opposes Condition No. 723 The -

Company argued that this requirement is unnecessary as the CAGRD assessments are fixed by

6

CAGRD and are not subject to i.nterpretattion.25

Staff state,d that Condition No. 7 is important because it allows the Company to receive the
required documeﬁtation ﬁrst from CAGRD, and Staff and .the Cémm.issic;n rﬁust hé\;e the ability to
review the calculations and documentation, including th;- CAGRD invoice.?”’. Staff stated that the
language “for Commission considerétion” should not be changed because it is standard language that
allows the  Commission to monith and ultimately approve the exact adjustor fee charged to
customers.?>® Staff stated that the Commission review and approval process each year would ensure
that the Company is submitting data to ADWR that is consistent with annual reports filed with the
Cofnmission, that the Company is not misinterpreting the correct assessment rate, and that the
259

Company is célculating the customer fee correctly.

" e. . ConditionNo. 8§

The Company opposed Condition No. 8’s requirement that the collection of fees cease should

60

the CAGRD change its current method of assessing fees.?®® The Company argued that if the

** Staff Reply Br. at 8.
255 Rebuttal Testimony of Company witness Brian Tompsett (Exh. A-5) at 21.
256 - .
ld .
257 Staff Br. at 22; Tr. at 912.

258 Staff Br. at 22.

59 Staff Reply Br. at 8.

260 Rebuttal Testimony of Company witness Brian Tompsett (Exh. A-5) at 21.

41 DEcIsioNNo, __ 11854
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DOCKET NO. WS-02987A-08-0180
CAGRD changes its method of assessing feeé, that Johnson would likewise change the way it passes
throﬁgh the fee té its customers, consistent with the CAGRD changcs.26' |
| Staff stated that Condition No-. 8 should be retained because it is uhlikely that CAGRD would
change the assessment methodology without notice, and if it were changed, the Company could |
request a modification of the approved methodology. |
3. RUCO Proposed Expense Adjustment and Opposition to Adjustor

RUCO asserted that the use of an adjustor mechanism is not a necessary or appropriate
means for the recovery of CAGRD expense.262 RUCO argued that the circumstances of the CAGRD
assessment do not warrant an adjustor mechanism because it is a routine yearly expense and because
its progressive increase is not volatile.’® RUCO stated that rate stability is important in today’s
economic environment, and because adjustors lead to changes in residential ratepayers’ rates, they
should be approved only in extraordinary circumstances.”®* RUCO also argued that oversight of -
Staff’s proposed adjustor would unnecessarily and inappropriately increase the Staff’s workload,?®

RUCO recommended that the CAGRD be treated as an expense, and proposed a
normalization adjustment to test year expenses based on the known and measurable costs of the
Company’s CAGRD assessments through 2010.2¢ RUCO’s proposed adjustment is based on the
Company’s test year water sold and a 2009-2010 composite of Phoenix AMA and Pinal AMA
CAGRD fees per thousand gallons.?’ RUCO asserted that beéause the Company has stated an

intention to file a new rate case every three years, RUCO’s recommended adjustmeht would provide

261 Id

%2 RUCO Br. at 8-14; Reply Br. at 5.

3 RUCO Br. at 12~13.

264 ld

265 ld

26 RUCO Br. at 8; 14; Tr. at 205; Direct Testimony of RUCO witness Rodney Moore (Exh. R-1) at 16-17; RUCO
Final Schedules RLM 7 and RLM-16.

%7 RUCO Final Schedule RLM-16.

.42  DECISIONNO. 71854
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the Company with complete recovery of the CAGRD expense without requiring extraordinary
ratemakiﬁg treatment for a routine cost.2%® |
In support of its recommendation that a CAGRD adjustor mechanism be put in place for the
Company, Staff stated that the CAGRD assessment represents a significant annual expense for the
Company, which is anticipated to progressively increase, and that in order to keep its membership in
the CAGRD, the Company fnust pay the fee.?® Staff asserted that the CAGRD assessment is
amenable to an adjustor mechanism because the assessment, unlike a pass—thrbugh tax, is nbt easily
calculated and assigned.”” .Staff noted that the Commission» has approved adjustor mechanisms
Whére abpropriaté ih order .t'.o .advavn(.:cv impoﬁant pblicy c‘voncerns that profeét the pﬁbii'c interest.””!
Staff stated that the Commission has approved adjustors for expenses that are not ex’gremely volatile
for Demand .Side Managemenf and the Renéwable Energy Standérds Tanff, ‘based on a
determination that the advancement of energy conservation programs and the move to renewable
sources of energy were necessary policy considerations to advance the public interest.*™  Staff
opined that it would be appropriate, in the Commission’s suppoﬁ of groundwater éonservation,» to
adopt the Staff’s recommendétion regarding an adjustor for the Company’s CAGRD assessment.
4. Conclusion
We agree with Staff that this Commission has in the piast approved adjustor mechanisms

where appropriate to advance important policy concerns that protect the public interest. The

-'CAGRD adjustor mechamsm that Staff designed, inclusive of all eight conditions without

modlﬁcatlon ‘appears to be a Just and reasonable means of dea]mg with the costs of the CAGRD.
Conservation and wise stewardship of increasingly stressed water‘supphes is a matter of paramount

concern in Arizona, and we believe that it is important to send- appropriate signals to water

28 RUCO Br. at 14.

2‘7’3 Staff Br. at 20, citing to Revised Surrebuttal Testimony of Jefﬁ'ey Michlik (Exh S-43) at 1.,
oz
m Staff Reply Br. at 7-8.

a3 ' DECISIONNO, __ 71854
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'DOCKET NO. WS-02987A-08-0180
companies regarding their duty to fully engage in conservation programs administered by the

ADWR. The CAGRD assessment fee is not discrétionary for Companies such as Johnson Utilities,

and the Commission believes that the CAGRD participation represents the kind of investment that is

appropriate for timely cost recovery. To not allow the Company to recover its CAGRD costs in real
time may threaten the Company’s ability to participate in the CAGRD program émd would send a
negati\}e signal to water providers regarding this Commission’s support for sound regional
approaches to achieving safe yield in Active Management Areas. While we are not satisfied with the
Company’s past abcounting methodologies, and are supportive of the steps taken in this Order to
require Johnson Utilities to come into compliance with NARUC accounting standards, we believe
Staff's adjustor mechanism proposal will accord the Commission maximum oversight over the
application of the adjustor mechanism. We will therefore approve the CAGRD adjustor mechanism,
inclusive of all eight conditions proposed by Staff.

B. Rate Case Expense

The Company requested recovery of $100,000 in rate case expense for each division.*”
There was no disagreement on the amount of expense. Staff recommended normalization of the
expense over three years, and the Company agreed.m RUCO recommended an amortization of five
years to reflect the Company’s propensity for not timely filing rate applications.””> The Company
pointed out that RUCO’s CAGRD expense normalization assumed that the Company would be filing
a rate case in three years.”’® We find that the threé year normalization period is appropriate, and will

adopt it.

272 ' '

ld o ;
3 Rebuttal Testimony of Company witness Thomas Bourassa (Exh. A-2) Vol. Il at 23.
M4
“*ld, .
73 RUCO Br. at 7. :
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