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In De cis ion No. 68302, da te d Nove mbe r 14, 2005, the  Arizona  Corpora tion Commis s ion
("Commis s ion") a pprove d a n incre a s e  in re ve nue s  a nd a dj us e d ra te s  for Arizona  Wa te r Compa ny
("Arizona  Wa te r" or "Compa ny") a nd its  We s te rn Group s ys te ms .l As  pa rt of De cis ion No.
68302, the  Commis s ion a pprove d Ce ntra l Arizona  P roje ct Hook-Up Fe e  ta riffs . The  Commis s ion
a pprove d the  us e  of the s e  ta riffs  to a llow Arizona  Wa te r to be gin to re cove r prude ntly incurre d
cos ts  a s s ocia te d with the  Compa ny's  Ce ntra l Arizona  P roj e t ("CAP ") wa te r a lloca tions . The
Commis s ion's  a pprova l of the  Ce ntra l Arizona  P roj e t Hook-Up fe e  ta riffs  wa s  conditione d upon
the  fo llowing:

C O NDITIO NS  F O R  AP P R O VAL O F  C AP  HO O K-UP  F E E

Arizona  Wate r must submit by December 31 , 2006, or s ix months  prior to submiss ion if its
next ra te  case  applica tion, whichever comes firs t, a  de ta iled Centra l Arizona  Proj act Water
Use  P la n ("CAP P") for its  Weste rn Group wa te r sys tems.

Arizona  Water must make  best fa ith e fforts  to include  the  cities  of Casa  Grande  and
Coolidge  in the  deve lopment of the  CAP P .

The  CAP P  mus t a ddre s s  a ll the  is s ue s  outline d be low.

4. The  CAP P must be  approved by Sta ff prior to Arizona  Water's  next ra te  case
applica tion be ing decla red sufficient unde r A.A.C. R14-2-103.

The  CAPWUP sha ll be  approved, disapproved, or modified in Arizona  Wate r's  next ra te
case  by the  Commiss ion. If the  CAPWUP is  disapproved, the  CAP Hook-up Fee  sha ll be
te rmina ted and Arizona  Wate r sha ll re fund a ll CAP Hook-up Fee  monies  collected to tha t
point a long with s ix pe rcent (6%) inte res t. The  re fund me thod sha ll be  de te rmined by the
Commiss ion.

RE:

2.

3.

TO :

5.

1 The Company's Western Group includes five of Arizona Water's systems: Casa Grande, Coolidge, White Tank, Ajo
Heights and Stanfield.
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The  approva l by S ta ff or the  Commiss ion of the  CAPWUP sha ll mean only tha t the
CAPWUP has  adequa te ly addressed a ll the  issues  outlined be low. CAPWUP approva l by
Staff or the  Commission sha ll not be  interpre ted as  a  used and useful de termination nor as
pre -approva l of re imbursement of any future  expenditures  in comple ting the  plan.

In Arizona  Wate r's  next ra te  case  the  Commiss ion sha ll reva lua te  this  CAP Hook-up Fee
to de te rmine  if it should be  continued, e limina ted or modified based on the  CAP P and
any other evidence  tha t may be  introduced by parties  to tha t case .

If in Arizona  Wate r's  next ra te  case  the  Commiss ion orde rs  continua tion of the  CAP hook-
up fee  or any other recovery mechanism designed to recover CAP deferra ls , the
Commission S ta ff sha ll audit the  CAP defe rra l accounts  of Arizona  Water's  sys tems
holding CAP a lloca tions and sha ll make  any necessary adjustments , true-ups, and re-
ca lcula tions  to de tennine  the  proper va lues  to ca rry forward.

9. Sta ff will utilize  Arizona  Wate r's  annua l cos t of debt to de te rmine  the  ra te  for a llowance  of
funds  used during construction included in the  CAP defe rra ls .

CAP WUP  RE Q UIRE ME NTS

The  Commiss ion required tha t the  CAP P filed by Arizona  Wate r address  the
following is sue s :

1. Exis ting wa te r supplie s  and demand pa tte rns  for the  la s t two yea rs  (such information as
required on the  Water Use  Data  Sheet).

Future  wate r supplies  and demand pa tte rns  demonstra ting how and when CAP water will
be  used through the  year 2025. All future  water sources  tha t the  Company plans  to use
other than CAP should be  discussed. All assumptions used to make  projections  should be
clea rly expla ined.

3. A11 major infrastructure  components  required to use  CAP water through the  year 2025
should be  lis ted and described in as  much de ta il as  possible . These  would include  such
items as , but not be  limited to, trea tment plants , transmission mains, s torage  tanks,
pumping s ta tions , e tc.

4. Proj ected capita l and Opera tion and Maintenance  costs  for a ll future  water supplies
(including CAP wate r) through the  year 2025 should be  lis ted in as  much de ta il a s
possible . All assumptions used to make these  prob sections should be clearly explained.

6.

7.

8.

2.

5. How CAP wa te r will be  use d to a ddre ss  the  a rse nic is sue  (if it will be ).
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S TAFF ' S  RE VIE W O F THE  CAP WUP  FILE D BY ARIZO NA WATE R

De cis ion No. 68302 did not spe cifica lly re quire  S ta ff to re vie w the  CAPWUP file d by
Arizona  Wa te r a t this  time . S ta ff is  submitting this  memorandum to confirm tha t the  CAP P
filed by Arizona  Water has addressed the  issues lis ted above under CAP P  REQUIREMENTS  .

On December 29, 2006, Arizona  Wate r filed its  CAP P . The  CAP P addressed a ll
the  issues  lis ted above , a t va rying leve ls  of de ta il. The  Company reported in its  filing tha t furthe r
study of some of the  issues was needed and tha t specific de ta ils  would be  submitted a t a  la ter da te .

The  CAPWUP addresses  how Arizona  Wate r will use  its  CAP wate r a lloca tions  to se rve
the  Casa  Grande , Coolidge , Stanfie ld and White  Tank service  a reas .2 The  scope  of the  CAPWUP
(or "P lan") submitted covers  each of the  issues  lis ted above  under CAPWUP REQUIREMENTS .
The  Plan includes Water Use  Data  Shee t information for the  service  a reas  lis ted above  for 2004
and 2005. The  Plan provides an overview of the  assumptions used to make  projections re la ted to
future  wa te r supply planning, pre liminary es tima tes  a re  included for capita l, ope ra tion and
maintenance  cos ts . For example , the  pre liminary engineering des ign for the  firs t phase  of the
P ina l Va lle y CAP Wa te r Tre a tme nt P la nt, which will tre a t the  Compa ny's Casa Grande and
Coolidge  CAP Wate r a lloca tions , is  planned to occur this  yea r, the re fore , the  information
conta ined in the  Plan submitted was based on best estimates available  a t the  time the  Plan was
prepared (however, a  de ta iled schedule  of activities  re la ted to plant design and construction is
provided). For its  White  Tank se rvice  a rea  Arizona  Wate r intends  to ente r into a  long-te rm
a gre e me nt with e ithe r Arizona -Ame rica n Wa te r Compa ny ("Arizona -Ame rica n") or Ma ricopa
Wa te r Dis trict ("MWD")3 tha t would provide  tre a tme nt ca pa city for the  Compa ny's  White  Ta nk
se rvice  a rea  CAP wa te r a lloca tion (both Arizona -American and MWD have  plans  to build CAP
wate r trea tment plants , Arizona  Wate r's  decis ion on which wa te r trea tment plant to pa rticipa te  in
will be  made  depending on the  progress  of each entity in moving toward plant cons truction). The
Plan discusses  the  ava ilability and estimated costs  of future  water supplies  which have  the
potentia l to become ava ilable  such as , additiona l CAP wate r a lloca tions  and trea tment facilitie s ,
Gila  Rive r surface  wa te r ava ilable  through the  San Carlos  Irriga tion and Dra inage  Dis trict,
recla imed wate r ava ilable  from wastewate r trea tment facilitie s  opera ted by the  citie s  of Casa
Grande  and Coolidge  and additiona l groundwater production facilitie s . The  Plan discusses  how
CAP Water (which ava ilable  tes t da ta  shows has  a  lower a rsenic concentra tion than some exis ting
groundwater supplies  used by the  Company) could be  blended with the  groundwater a t some
storage  tanks and wells  during lower demand months  which could reduce  overa ll a rsenic trea tment
and wate r production cos ts . A de ta iled ana lys is  of blending potentia l a t each s ite  is  planned prior
to trea ted CAP wate r becoming ava ilable .

Approva l of the  CAP Hook-Up Fee  was  conditioned upon Arizona  Wate r including the
citie s  of Casa  Grande  and Coolidge  in the  deve lopment of its  CAPWUP. Arizona  Wate r was  to
keep the  cities  informed and make  sure  the  cities  were  involved so tha t the  cities  were  not caught
off gua rd by something the  Company is  going to do with rega rd to its  wa te r sys tem. In the  P lan

2 The Ajo Water System is not included in the Plan submitted since it lies outside the CAP service territory and does
not have a CAP water allocation.
3 Maricopa County Municipal Water Conservation District Number One is an agricultural water district and municipal
entity.
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submitted the  Company sta tes , "Pursuant to Decis ion No. 68302, the  Company a lso met and
conferred with and had input from the  citie s  of Casa  Grande  and Coolidge  in the  deve lopment of
this  Wate r Use  P lan." S ta ff ve rified tha t the  City Managers  of both Casa  Grande  and Coolidge
had discussions with an Arizona  Water representa tive  and were  genera lly aware  of the  Plan.

CO NCLUS IO NS

Staff concludes tha t the  CAPWUP filed by Arizona  Water adequate ly addresses the  issues
lis te d a bove  unde r CAPWUP REQUIREMENTS a s  re quire d in De cis ion No. 68302. Howe ve r,
Staff recommends tha t Arizona  Water submit updates  to its  CAPWUP each December and June
until furthe r orde r of the  Commiss ion.

Origina tor: De l S mith
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