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IN THE MATTER OF THE PICACHO SEWER | Docket No. SW-03709A-01-0165
COMPANY’S APPLICATION FOR .
APPROVAL OF FINANCING. RUCO'S COMMENTS

INTRODUCTION

On February 26, 2001, Picacho Sewer Company (‘PSC”" or “Company”) filed an
application for authorization of financing (“Application”) requesting that the Arizona Corporation
Commission (*ACC” or “Commission”) approve the issuance of up to $7,900,000 of new
common stock. The Company stated in its Application that the proceeds from the stock
issuance would be used to cover $21,380 in operating losses and to finance wastewater utility
plant, and related infrastructure, totaling $7,878,620 (rounded). Under PSC's proposal, 100
percent of utility plant assets will be financed by common equity as opposed to a combination
of equity, debt and/or advanced or contributed funds from developers that are involved in
construction projects within the Company's service territory. On March 30, 2001, the
Residential Utility Consumer Office (“RUCO”") filed an Application to Intervene in the
proceeding. The ACC granted intervener status to RUCO on April 11, 2001. ACC Staff filed
its report (“Staff Report”) regarding PSC’s Application on November 26, 2001. The purpose of

this filing is to comment on the conclusions and recommendations contained in the Staff
Arizona Corporation Commission

Report. DOCKETED
DEC 0 42001
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COMPANY BACKGROUND
According to the Company’s Application, PSC will provide wastewater service to a total
of 8,000 projected service connections in a new age-restricted planned community known as
Sun Lakes-Casa Grande. The community is located near the town of Casa Grande in Pinal
County. The Company was issued a Certificate of Convenience and Necessity (“CC&N") by
the Commission in Decision No. 61994, dated October 8, 1999. According to both the
Company’s Application and the Staff Report, no customers are being served at the present
time. PSC is an Arizona corporation that operates from its main office located in Sun Lakes,
Arizona. Information contained in the Company’s CC&N application, filed with the Commission
on February 12, 1999, confirms that the Company's officers are affiliated with Robson
Communities, the principal developer of Sun Lakes-Casa Grande.
RUCO’S PURPOSE FOR INTERVENTION
RUCO'’s purpose for intervening in this proceeding is to insure that developer/owners of
water and wastewater utilities, like the developers of Sun Lakes-Casa Grande, use some
amount of cost-free financing, such as advancements or contributions in aid of construction
(“AIAC” or “CIAC") to finance portions of utility plant that will be used to provide service to
speculative developments, as opposed to 100 percent equity financing.
The use of AIAC or CIAC has the effect of reducing the dollar amount of rate base, or
the total amount of invested capital, on which a return can be earned by a utility. This has a
direct impact on the rates paid by all classes of consumers. AIAC or CIAC is often provided to
utilities by third-party developers in order to shift the risks associated with the costs of
infrastructure serving speculative developments (that may never achieve their expected levels

of home sales) from the utility to the developer. Developers have the opportunity to recover




|

\ 1 {|AIAC and CIAC in the price of their new homes. The use of AIAC or CIAC prevents utility

| 2 || customers from having to pay for investment made to benefit future customers.

3 RUCO'’s actions in this matter draw support from ACC Decision No. 61266, dated

4 {|November 25, 1998 that granted a CC&N to Picacho Water Company (“PWC”). In that

5 || decision, the Commission‘stated that it expected PWC to consider RUCO’s recommendations

6 |{to utilize AIAC and CIAC as a form of cost free financing, in lieu of company-proposed 100

7 || percent equity financing, when it files for financing authorization with the ACC. RUCO believes
8 || that consideration of AIAC and CIAC financing should also be applied in this proceeding given
9 ||the similarities in the two cases.

10 RUCO’S COMMENTS ON ACC STAFF’'S REPORT

11 RUCO concurs with, and fully supports, the conclusions and recommendations that are

12 || contained in the Staff Report. RUCO believes that ACC Staff's recommendation regarding the

13 ||use of AIAC to fund initial collection system assets Valued at $1,500,000 is both prudent and

14 || appropriate. RUCO also agrees with ACC Staff's recommendation not to allow the financing of

15 |1$21,380 in operating losses. RUCO further supports ACC Staff's recommendation to allow the

16 ||Company to use $25,000 in funds from the Company-proposed stock issuance for working

17 || capital purposes.

18 CONCLUSIONS AND RECOMMENDATIONS

19 RUCO recommends that the Commission adopt the recommendations contained in the

20 || Staff Report on Picacho Sewer Company’s Application for Authorization of Financing.

21 RESPECTFULLY SUBMITTED this 4th day of December, 2001.

22

) TS [

| Scott S. Wakefield

| 24 Chief Counsel

.
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