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BEFORE THE ARIZONA CORPORATION COMMISSION
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CARL J. KUNASEK s el 2N
CHAIRMAN

JIM IRVIN
COMMISSIONER

WILLIAM A. MUNDELL
COMMISSIONER

IN THE MATTER OF AN APPLICATION DOCKET NO. W-01032B-00- 0205~
OF THE AGUA FRIA WATER DIVISION
OF CITIZENS UTILITIES COMPANY
FOR AN ACCOUNTING ORDER
AUTHORIZING A HOOK-UP FEE FOR
RECOVERY OF DEFERRED CENTRAL
ARIZONA PROJECT EXPENSES AND APPLICATION
FOR RELATED ACCOUNTING
TREATMENT.

The Agua Fria Water Division ("TAgua Fria”) of Citizens Utilities Company
(“Citizens”) submits this Application to the Arizona Corporation Commission
seeking an accounting order authorizing a hook-up fee for the recovery of holdihg
charges paid by Citizens to the Central Arizona Project ("CAP”), which are being
accumulated in a balance sheet deferral account. In support of this Application
Citizens states:

CORRESPONDENCE

All correspondence regarding this Application should be addressed to:

Ray Jones and Craig A. Marks

General Manager Associate General Counsel

Agua Fria Water Division Citizens Utilities Company

P.O. Box 1687 2901 N. Central Ave. Suite 1660

Sun City, AZ 85372 Phoenix, AZ 85012
BACKGROUND

Citizens Utilities Company is a Delaware corporation and diversified utility
which, through operating divisions and subsidiaries, provides electric, natural gas,

telecommunications, water and wastewater service to more than 1.9 million
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customers in 22 states. Agua Fria is engaged in the business of providing water
service to approximately 9,300 customers in Maricopa County, under authority
granted by the Commission.

The CAP is a complex water conveyance system, comprised of canals,
siphons and pumping stations, constructed by the United States Bureau of
Reclamation over a twenty-year period ending in 1993. Itis 336 miles in length
extending from the Colorado River near Lake Havasu to just south of the San
Xavier Indian Reservation near Tucson. The primary purpose of CAP is to
conserve Arizona’s groundwater supplies by importing surface water from the
Colorado River, a source that is renewed each year by rainfall and snowmelt. The
CAP is capable of delivevring approximately 1.5 million acre-feet of CAP water
annually to Maricopa, Pinal, and Pima counties each year.

In 1971, the Central Arizona Water Conservation District ("CAWCD"), a
political subdivision of the State of Arizona, was created to repay to the federal
government the reimbursable portion of the costs to construct the CAP and to
manage and operate the system. On December 15, 1972, the United States and
the CAWCD entered into a contract for Delivery of Water and Repayment of Costs
of the Central Arizona Project ("Master Repayment Agreement”). The Master

Repayment Agreement established the portion of the costs associated with CAP

||water that are to be borne by the State of Arizona through the CAWCD. Under its

statutory authority, CAWCD enters into subcontracts with CAP-users for
repayment of certain portions of the CAP-related costs that the CAWCD incurs.

Parties subcontracting with CAWCD and the U.S. Bureau of Reclamation
("Bureau”) for CAP allocations are obligated to participate in the repayment of
capital costs associated with the construction of the CAP canal and related
facilities. Each subcontractor’s obligation, if based on the quantity of the CAP
water under subcontract, is multiplied by an annual assessment established by
the CAP Board of Directors.
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In November 1984, Citizens completed an analysis of whether to become a
CAP subcontractor. The analysis was comprehensive in that it attempted to
identify all of the possible advantages and disadvantages associated with each
available CAP water option and considered the interests of customers,
developers, neighboring communities, and shareholders. Based on the analysis,
Citizens decided to pursue a contract for CAP water.

Citizens initially entered into two CAP-water contracts, the first between its
affiliate Sun City Water, CAWCD, and the Bureau, and a second between Agua
Fria, CAWCD, and the Bureau. The initial Sun City Water contract, executed on
October 25, 1985, reflected a 15,835 acre-foot CAP allocation. The Agua Fria
contract, executed on the same date, included a 1,439 acre-foot CAP allocation.

In 1998, Citizens reassigned a portion of the Sun City Water CAP allocation
to its Sun City West affiliate and Agua Fria. The initial allocation contracted by
Sun City Water was based on the original geographic areas intended to consume
CAP water. Since that time, while the aggregate service area remains
unchanged, the boundaries of the individual franchises have been altered and
population balances have shifted. Based on new studies of projected water
demand and usage over the next 35 years, Citizens concluded that the initial
allocation should be redistributed with 64% attributed to Agua Fria, 22% to Sun
City Water, and 14% to Sun City West. As a result, 11,093 acre-feet of CAP
Water are now reseWed for Agua Fria, comprised of the 1,439 acre-feet initially
contracted for plus 9,654 acre-feet redistributed from Sun City Water.

Since 1985, Citizens has been incurring and paying holding charges
(initially referred to by the CAWCD as “subcontract charges” before 1993, and
now as “municipal and industrial” or "M&I” capital charges”) to CAWCD to retain
the rights to use CAP water for current and future customers. The initial annual
M&I charges were $2 per acre-foot, but by 1994 had increased to $10.50 per

acre-foot. The current cost is $48 per acre-foot.
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On June 29, 1994, Sun City Water and Agua Fria filed a joint application
requesting an accounting order authorizing deferral of CAP holding charges to
afford the two entities an opportunity to request recovery of such amounts in a
future regulatory proceeding. On August 31, 1994, the Commission issued
Decision No. 58750 granting approval for the requested accounting treatment,
beginning with CAP charges for calendar year 1995.

On August 17, 1995, Agua Fria, Sun City Water, Sun City Sewer, Sun City
West Water, Sun City West Wastewater, and Tubac Valley Water Company filed a
joint application with the Arizona Corporation Commission for rate increases. The
application included a request for approval of the recovery of deferred and on-
going CAP water M&I charges via a customer surcharge. On May 7, 1997, the
Commission issued Decision No. 60172 in which it specifically found the decision
by Citizens to obtain the CAP water allocations to have been prudent, but denied
the request for the surcharge. Two reasons were given for such denial: 1) CAP
water was not used and useful; and 2) Citizens did not have a definite plan to use
CAP water; therefore its ultimate use was uncertain and not a known and
measurable event.

In October 1998, Agua Fria affiliates Sun City West and Sun City Water filed
a joint application with the Commission seeking approval of a “groundwater
savings fee,” a portion of which was intended to enable the two companies to
recover their respective deferred CAP M&I charges. Included in that filing was a
definitive plan for the use of CAP water that was independently developed by a
special CAP Task Force comprised of representatives from the various groups in

the communities of Sun City, Sun City West, and Youngstown. A key element of

that plan was for Citizens to begin delivering CAP water to the existing Maricopa
Water District ("MWD”) Recharge Facility. In its Decision No. 62293, issued on

February 1, 2000, the Commission found that the two requirements of Decision




1 || No. 60172 had been satisfied, and that recovery of the deferred costs was

2 ||appropriate.

3 Since Cbmmission Decision No. 60172, Aqua Fria has also taken steps to

4 ||satisfy the decisions “used and useful” requirements. On July 15, 1999, Agua

5 || Fria was issued a permit by the Arizona Department of Water Resources that will

6 ||allow the storage of up to 11,093 acre-feet of CAP Water at the MWD Recharge

7 || Facility, conditioned upon the execution of an appropriate agreement with the

8 {|{MWD. Agua Fria and the MWD entered into this agreement on December 17,

9 [{1999. Under this agreement, Agua Fria has begun delivéring 2,100 acre-feet per
10 |[{year to the MWD Recharge Facility. This delivery quantity will increase each year
11 ||by an additional 1,100 acre-feet, until full use of the allocation is achieved in the
12 ||year 2008. This use of CAP Water by Agua Fria is identical to the interim plan
13 ||adopted by Sun City Water and Sun City West, which the Commission found to
14 ||comply with the “used and useful” criteria in Decision No. 60172. Furthermore,
15 {|MWD’s boundaries are nearly identical to the certificated area of Agua Fria.

16 ||Because of this alignment of service areas, Agua Fria will receive a direct and
17 |limmediate benefit from reduced groundwater pumping by MWD. Accordingly,
18 || recovery of CAP costs deferred by Agua Fria is now appropriate.
19 |{|REQUESTED APPROVAL
20 1. Hook-up Fee | .
21 To date, Agua Fria has paid $2.2 million in CAP water M&I charges that are
22 ||currently residing in a balance sheet deferral account. A summary of such
23 ||lamounts is presented on Exhibit 1. The current service rates for Agua Fria do not
24 |linclude any CAP-related costs. Agua Fria respectfully requests the Commission’s
25 ||approval to begin recovering its deferred CAP M&I charges. |
26 Agua Fria proposes to recover these charges through a flat hook-up fee
27 ||assessed to developers and builders. Three different hook-up fees are requested:
28 ||a $150 fee for age-restricted dwellings, a $257 fee for conventional résidential
29
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{ 1 ||housing units, and a $150/ERU” fee for commercial buildings. The fee differential
i 2 ||reflects the distinctive water usage patterns for the three customer categories, as
% 3 ||documented in the Agua Fria Master Plan and the projected future annual number
| 4 || of hook-ups over the next ten years. This concept and the corresponding rates
i 5 [|have been discussed in meetings with representatives of the major developers
6 (|and builders. They support the concept.
7 Hook-up fees were not requested in the recent CAP cost recovery filing by
8 || Sun City Water and Sun City because those properties are essentially built out.
9 ||There, a hook-Up fee could never have generated enough revenue to recover
10 ||deferred CAP costs. Circumstances are different for Agua Fria. Currently, the
11 ||area is only about 15% built out, leaving an ample opportunity to recover the
12 ||deferred CAP costs via hook-up fees. Moreover, the use of hook-up fees
13 || effectively transfers cost responsibility from ratepayers to builders and
14 ||developers.
15 2. Accounting for Deferred CAP M&I Charges
16 The Commission also needs to address how to account for deferred CAP
17 ||M&I charges. Citizens proposes to continue to defer those portions of future CAP
18 || payments relating to CAP Water not being taken. The remaining charges,
19 || reflecting the amount of CAP water being used as well as all delivery charges,
20 |{would be con§idered as a current water supply expense, intended to be covered
21 || by existing service rates, until such time as they may be changed in a future rate
22 {|proceeding. A summary of estimated future CAP M&lI payments, split between
23 ||the portions deferred and portions charged to expense, is presented on Exhibit 2.
24 3. Amortization of Deferred CAP M&I Charges
25 Citizens also asks for approval of the manner in which the deferred CAP
26 ||M&I charges are amortized to expense. Specifically, the amortization amount
| 27 {should be computed each month such that, after deducting the amortization
; 28
| 29 ||" “ERU” = Equivalent Residental Units. See Exhibit 4.
: 6 -
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expense from actual hook-up fee revenues, the resulting after-tax operating
income equals the required return on the deferral balance based on the rate of
return approved in the last Agua Fria Water Division rate case. This approach will
ensure that Citizens neither over nor under recovers these deferred costs. Based
on current projections, the deferral balance would be fully amortized in
approximately ten years. Any differences between projected and actual numbers
of hook-ups would be automatically offset by a change in the amortization
amount computed. For example, actual hook-ups in excess of projections would
automatically accelerate the rate of amortization. A forecast of hook-up revenues
and amortization of the deferred balances, demonstrating the accounting
methodoic gies requestéd in this Application, is attached as Exhibit 3.
SUMMAR ~

A ta iff sheet setting forth the hook-up fees and terms is attached as
Exhibit 4. As previously stated, the Commission has already determined that
Citizens’ ¢ —cision to procure CAP water was prudent. Also, Agua Fria has already
begun dei -ering CAP water to the MWD recharge facility. It has, therefore, met
the “used :nd useful” criteria set forth in Commission decision No. 60172.
Accordingi>, it is entitled to begin recovering the deferred CAP costs. Agua Fria
and Citizens respectfully request approval of this tariff application and the request
for an accounting order on an expedited basis without a hearing.

RESPECTFULLY SUBMITTED on March 29, 2000.

— ’ 7,

Craig A. Marks

Associate General Counsel

Citizens Utilities Company

2901 N. Central Avenue, Suite 1660
Phoenix, Arizona 85012




1 Original and ten copies filed this
March 29, 2000, with:
2
Docket Control
3 || Arizona Corporation Commission
4 |1 1200 West Washington
. Phoenix, AZ 85007
6 || Copies of the foregoing mailed/delivered
this March 29, 2000, to:
7
8 Deborah R. Scott
Utilities Division Director
9 ||Arizona Corporation Commission
0 1200 West Washington
10 |l phoenix, Arizona 85007
11
Jerry Rudibaugh
12 || Chief Hearing Officer
13 ||Arizona Corporation Commission
1200 West Washington
14 || Phoenix, Arizona 85007
15 Lyn Farmer
16 || Chief Counsel
2 Arizona Corporation Commission
1 1200 West Washington
18 || Phoenix, Arizona 85007
19 || Lindy Funkhouser
>0 ||Residential Utility Consumer Office
2828 N. Central Avenue, Suite 1200
21 ||Phoenix, Arizona 85004 -
/
2 8 IR /
2 By: C 4};(//2/? Al { /fM—c AL 4 >¢>/j
23 Joann zyghlewicz  / /
24 || \\PHOENIX\VOL1\PHOENIX\Carl~docs\Agua Fria filing.dac
25
26
27
28
29
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Exhibit 1
‘ Agua Fria Water
Summary of CAP Deferrals
Paid by Allocated Total

Payment Sun City to Paid by Agua Fria

Date Water Agua Fria (a) - Agua Fria Deferral
Oct. 31, 1984 112,874 88,815 10,238 79,053
May 26, 1995 166,268 101,367 15,109 116,476
Nov. 30, 1995 237,525 144,810 . 21,585 166,395
May 31, 1996 237,525 144,810 : 21,585 166,395
Nov. 1, 1996 ' 308,783 188,253 - 28,060 216,313
April 25, 1997 308,782 188,253 28,060 216,313
Dec. 31, 1997 380,040 | 231,696 34,538 256,232
May 29, 1998 380,040 231,696 34,536 266,232
Dec. 31, 1998 266,232 266,232
May 28, 1899 - 266,232 , 266,232
Dec. 3, 1999 215,832 (b) 215,832
Balance at December 31, 1999 2,241,705

(a) Based an ratio or scre-feet allocation (9,854/15,835)

(b) Computed as (11,293 - 2,100) X $48 X 50%
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v Exhibit 4
. ORIGINAL SHEET NO. 8
Agua Fria Division of
Citizens Utilities Company CANCELING SHEET NO.
(NAME OF COMPANY)

Surprise and Vicinity, Maricopa County, Arizona
{(NAME OF CITY)

Water Service

Central Arizona Project Hook-up Fee

Applicability

Applicable to all developers and builders of residential and commercial subdivisions, lots, facilities,
structures, units, or other uses that require water service under General Water Rate G-1.

Residential :
Age Restricted Other
Dwellings Dwellings
One time charge per dweliing unit $150.00 $257.00
Commercial |

One time charge of $150.00 per Equivalent Residential Unit (ERU) calculated as follows:

Meter Size ERU’s Total Fee
5/8" x 3/4” 1.0 $150.00
3/4" 1.5 $225.00

1" 2.5 $375.00
1.5” 5.0 $750.00
2" 8.0 $1,200.00

3 16.0 $2,400.00

4" 25.0 $3,750.00

8" 50.0 $7,500.00

8" 100.0 $15,000.00

Terms and Conditions
Age Restricted Dwellings are those residential units which have been legally granted an age restricted
overlay zoning by the governmental body having jurisdiction.

The hook-up fee shall be due and payable in full by the developer or builder prior to water service first
being provided to the site of the lot, facility, structure, unit or other water use. For subdivisions, the hook-
up fee shall be due and payable in full for the entire subdivision prior to the first lot taking water service.
For subdivisions where construction of water infrastructure is phased in accordance with an approved
Line Extension Agreement, the hook-up fee will be due and payable in full for each phase of the
subdivision prior to the first lot in said phase taking water service.

ISSUED EFFECTIVE
MONTH DAY YEAR MONTH DAY YEAR
ISSUED BY Ray L. Jones, P.E. Vice President and General Manager
NAME OF OFFICER TITLE

15626 North Del Webb Boulevard, Sun City, Arizona 85351
ADDRESS OF OFFICER

~)
CITIZENS ~<257~ Decision No.

water resources




