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Enclosed please  find the  recommendation of Administra tive  Law Judge  Teena  Wot
The  recommendation has  been filed in the  form of an Opinion and Order on:

ARIZONA-AMERICAN WATER COMP ANY
(FINANCING)

Pursuant to A.A.C. R14-3-110(B), you may file  exceptions  to the  recommenda tion of
the  Adminis tra tive  Law Judge  by filing an origina l and ten (10) copies  of the  exceptions  with
the  Commission's  Docket Control a t the  address  lis ted be low by 4:00 p.m. on or be fore :

SEPTEMBER 13, 2007

The enclosed is NOT an order of the Commission, but a recommendation of the
Administrative Law Judge to the Commissioners. Consideration of this matter has tentatively
been scheduled for the Commission's Working Session and Open Meeting to be held on:

SEPTEMBER 18, 2007 AND SEPTEMBER 19, 2007

For more information, you may contact Docket Control at (602) 542-3477 or the
Hearing Division at (602) 542-4250. For information about the Open Meeting, contact the
Executive Director's Office at (602) 542-3931.
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IN THE MATTER OF THE APPLICATION OF
ARIZONA-AMERICAN WATER COMPANY FOR
APPROVALS ASSOCIATED WITH A
TRANSACTION WITH THE MARICOPA
COUNTY MUNICIPAL WATER
CONSERVATION DISTRICT NUMBER ONE.

DOCKET NO. W-01303A-05-0718

DECISION no.

9

10
O P INIO N AND O R DE R

11 DATE OF HEARING:

12

March 2, 2006 (Pre-hearing Conference); August
1, 2006, September 14, 2006 (Procedural
Conferences), December 21 , 2006 and March 15,
2007 (Pre-hearing Conferences); March 19, 20,
21 and 26, 2007 (Hearing).
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P hoe nix, Arizona

15

PLACE OF HEARING:

ADMINISTRATIVE LAW JUDGE: Teena Wolfe

16 APPEARANCES : Kristin K. Mayes, Commissioner,
Corporation Commission

Arizona

17

18

Ke ith  A.  La yto n ,  Ke v in  To rre y a n d  C h a r le s
Ha ins , S ta ff Attorne ys , Le ga l Divis ion, on be ha lf
o f  t h e Arizona Corpora tion Commis s ion's
Utilitie s  Divis ion;

19

20
Scot t  Wakefield,  Chief  Counsel,  and Daniel
P ozef s ky ,  S t a f f  C ou ns el ,  on  b eha l f  o f  t he
Residential Utility Consumer Office;

21

22
Craig A. Marks, CRAIG A. MARKS, P.L.C., on
behalf of Arizona-American Water Company,
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Michele L. Van Quathem, RYLEY, CARLOCK
& AP P LEWHIT E,  P . A. ,  on beha lf  of  P u l t e
Homes Corporation,
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27

Jeffrey W.  Crocket t  and Bradley S .  Car roll ,
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Construction Company, Inc., Courtland Homes,
Inc., Taylor Woodrow/Arizona, Inc., and Fulton
Homes Corporation,
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Fra nklyn D. J e a ns , BEUS  GILBERT, P .L.L.C.,
on be ha lf of S uburba n La nd Re s e rve , Inc . a nd
Fulton Home s  Corpora tion,

Bria n  J . S chu lma n  a nd  Me lis s a  Golde nbe rg ,
GREENBERG TRAURIG, on  be ha lf of Tre nd
Home s ,

De re k L. Sorenson, QUARLES BR ADY
S TREICH LANG , on be ha lf o f
Westcor/Surprise , L.L.C., and

Mic h a e l W .  P a t te n  a n d  Tim o th y J .  S a b o ,
RO S HKA, DE WULF & P ATTE N, P .L.C . ,  o n
be ha lf o f Ma ricopa  Coun ty Munic ipa l Wa te r
Conse rva tion Dis trict Number One .

1

2

3

4

5

6

7

8

9

10

11 A.

12 On Oc tobe r 11, 2005, Arizona -Am e ric a n  Wa te r Com pa ny ("Arizona -Am e ric a n" o r

13 "Compa ny") file d with the  Arizona  Corpora tion Commis s ion ("Commis s ion") the  a bove -ca ptione d

14 a pplica tion. The  a pplica tion re que s te d ce rta in a pprova ls  a s s ocia te d with a  tra ns a ction with the

15 Compa ny's  Agua  Fria  Wa te r Dis tric t a nd the  Ma ricopa  County Munic ipa l Wa te r Cons e rva tion

16 Dis trict Numbe r One  ("MWD") in orde r to e na ble  the  Compa ny to obta in tre a tme nt of a  portion of

17 the  Compa ny's  Ce ntra l Arizona  P roje c t ("CAP ") wa te r a lloca tion  a t a  p la nne d re giona l wa te r

18 tre a tme nt fa cility. The  Octobe r 2005 a pplica tion s ta te d tha t MWD propos e d to cons truct a  re giona l

19 wate r-trea tment facility known as  the  White  Tanks  Regiona l Wate r Trea tment Facility to trea t s urface

20 wa te r de live re d ove r CAP  fa cilitie s . In a s s ocia tion with the  pla nne d tra ns a ction with MWD, the

21 Company reques ted Commiss ion approva l of the  is suance  of evidence  of indebtednes s  in the  amount

22 of approximate ly $377414,000 for a  40-yea r capita l leas e  obliga tion with an inte res t ra te  of 275 bas is

23 points  ove r the  long-te rm Treas ury Bond ra te , approva l of the  trans fe r of ce rta in a s s e ts  to MWD, and

24 approva l of propos ed increas es  to and extens ion of the  Company's  exis ting Wate r Facilitie s  Hook-Up

25 Fe e  Ta riff a s s e s s e d to ne w-home  cons truction. In a s s ocia tion with the  ca pita l le a s e , the  Compa ny

26 a ls o s ought Commis s ion a pprova l of its  propos e d ra te ma king tre a tme nt a nd re cove ry me thod for

27 capita l and opera ting cos ts , and a  prudence  finding.

28 By P roce dura l Orde r is s ue d De ce mbe r 19, 2005, a  proce dura l s che dule  wa s  s e t for the

B Y THE  C O MMIS S IO N:

1. P R O C E DUR AL HIS TO R Y

INIT IAL AP P LIC AT IO N

2
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1 p ro ce s s in g  o f th e  a p p lica tio n ,  wh ich  in c lu d e d  a  h e a rin g  o n  th e  a p p lica tio n ,  p u b lic  n o tice

2 re quire me nts , a nd inte rve ntion de a dline s . The  Re s ide ntia l Utility Cons ume r Office  ("RUCO")

3 re que s te d a nd wa s  gra nte d inte rve ntion. No othe r inte rve ntion re que s ts  we re  file d a t tha t time . On

4 Fe brua ry 10 , 2006, RUCO file d  d ire ct te s timony on  the  Octobe r ll,  2005  a pplica tion , a nd  the

5 Commis s ion 's  Utilitie s  Divis ion  S ta ff ("S ta ff") file d  a  S ta ff Re po rt on  the  Oc tobe r ll,  2005

6  a pplica tion .

7 On Ma rch 2, 2006, a t the  P re -He a ring Confe re nce , the  Compa ny indica te d tha t is sue s  ha d

8 arisen be tween the  Company and MWD, and requested tha t the  procedura l schedule  in this  matte r be

9 s us pe nde d pe nding the ir re s olution. By P roce dura l Orde r is s ue d Ma rch 2, 2006, the  Compa ny's

10 request to suspend the  procedura l schedule  was granted.

l l

12 Following the  Ma rch 2, 2006, s us pe ns ion of the  proce dura l s che dule , the  Compa ny file d

13 se ve ra l s ta tus  re ports . A P roce dura l Confe re nce  wa s  conve ne d on Augus t l, 2006. The  Compa ny,

14 RUCO and Sta ff a ttended and discussed procedura l issues  re la ted to the  processing of the  Company's

B. R E VIS E D AP P LIC ATIO N

22

23

24

25

26

27

28

15 applica tion.

16 On September 1, 2006, the  Company filed a  Revised Applica tion in this  docke t. The  Revised

17 Applica tion indica te s  tha t the  Compa ny pla ns  to cons truct a  White  Ta nks  Re giona l Wa te r Tre a tme nt

18 Fa cility ("White  Ta nks  P roje ct"), not in a s s ocia tion with MWD. The  Re vis e d Applica tion re que s ts ,

19  for the  Compa ny's  Agua  Fria  Dis tric t, re lie f in  the  font of a n  a d jus tme nt to  its  e xis ting  Wa te r

20  Fa c ilitie s  Hook-Up  Fe e  fo r ne w home  cons truc tion . The  Re vis e d Applica tion a ls o re que s ts

21 accounting orde rs  re la ted to the  planned wa te r trea tment facility, and reques ts  tha t the  Company be

orde red to make  ce rta in a ssocia ted filings  a s  a  pa rt of its  previous ly-orde red 2008 ra te  case  filing for

its  Agua  Fria  Dis trict.

O n  O c to b e r 2 7 ,  2 0 0 6 ,  S ta ff file d  a  S ta ff R e p o rt a n d  S ta ff R e c o mme n d e d  O rd e r,

recommending approva l of the  Company's  proposed hook-up fee  and accounting order as  requested

in the  Re vise d Applica tion.

Be twe e n  Octobe r 23 , 2006  a nd  De ce mbe r 6 , 2006 , Applica tions  to  In te rve ne  in  th is

proce e ding we re  file d by P ulte  Home s  Corpora tion ("P ulte "), CHI Cons truction Compa ny, Inc.

3
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1

2

3

4

5

6

7

8

9

10

11

("CHI"), Courtla nd Home s , Inc. ("Courtla nd"), Ta ylor Woodrow/Arizona  Inc. ("Ta ylor Woodrow"),

Tre nd Home s , Inc. ("Tre nd"), Fulton Home s  Corpora tion ("Fulton"), S uburba n La nd Re s e rve , Inc.

("Suburba n"), a nd We s tcor/Surprise , LLC ("We s tcor/Surprise ") (jointly, "De ve lope rs").

On Nove mbe r 8 , 2006, MWD file d a n Applica tion for Le a ve  to  Inte rve ne . In itia lly, the

Compa ny oppos e d MWD's  inte rve ntion, but withdre w its  oppos ition in  its  Nove mbe r 29, 2006

Request for Expedited Hearing.

The  hea ring in this  ma tte r convened a s  scheduled on March 19, 2007, be fore  an authorized

Adminis tra tive  La w J udge  of the  Commis s ion, a nd conclude d on Ma rch 26, 2007. The  pa rtie s

appeared through counsel, presented testimony, and cross-examined witnesses.

Following the  he a ring, on Ma rch 28, 2007, MWD file d La te -File d Exhibits  D-52 a nd D-53.

Arizona -Ame rica n, P ulte , Tre nd, CHI, Courtla nd, Ta ylor/Woodrow, Fulton, S uburba n, We s tcor,

12 CHI,

13

MW D,  R UC O , a n d  S ta ff file d  c lo s in g  b rie fs ,  a n d  Ariz o n a -Ame ric a n , Courtla nd,

On  April 30 ,  2007 , Arizona -

14

Ta ylor/Woodrow, Tre nd , MWD, a nd  RUCO file d  re p ly b rie fs .

American filed a  Supplement to Reply Brie f. The  ma tte r was  subsequently taken unde r advisement

15 pending the submission of a Recommended Opinion and Order to the Commission.

16 11. POSITIONS OF THE PARTIES

17 ARIZONA-AMERICAN

18

19

20

21

22

23

24

A.

Arizona-American states that continued reliance solely on groundwater in its Agua Fria Water

Distr ict  would be imprudent  due to accelera ted groundwater  level declines,  land subsidence,

declining well production rates, and the increasing number of wells not meeting Safe Drinking Water

Act water quality standards (Revised Application, Exh. A-2 at 3-4). The Regional Water Supply Plan

released by WESTCAPS' in April 2001 concluded that the area's water suppliers should maximize

use of CAP water and other surface water resources, and recommended the construction of regional

treatment facilities to treat that water (Exh. A-2 at 4-5).

25

26

27

28

1According to the mission statement on its website, "WESTCAPS is a coalition of CAP subcontractors most of whom
serve drinking water to communities in the west Salt River Valley. WESTCAPS' mission is to develop workable
alternatives for its members to provide their customers with a cost effective, sustainable, reliable, and high quality water
supply through partnerships and cooperative efforts in regional water resource planning and management, emphasizing
CAP utilization" (Seehttp://www.westcaps.org/public/defaultcfm). The website lists Arizona-American as a member of
WESTCAPS, and lists MWD as an advisor to WESTCAPS.

4
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1 Arizona -Ame rica n holds  a  CAP  wa te r s ubcontra ct for 11,093 a cre -fe e t pe r ye a r, a nd ha s

2 de s igne d the  White  Ta nks  P roje ct to tre a t CAP wa te r for dis tribution to its  cus tome rs  in its  Agua  Fria

3 Dis trict (Id). The  Compa ny ha s  a  cons truction contra ct in pla ce  for cons truction of the  pla nt (Dire ct

4 Te s timony of J os e ph E. Gros s , Exh. A-4 a t 4) a nd pe rmitting of P ha s e  I of the  pla nt is  e s s e ntia lly

5 comple te  (Exh. A-2 a t 6). The  White  Ta nks  P roje ct is  de s igne d to tre a t 13.5 million ga llons  pe r da y

6 ("MGD") in  P ha s e  I(a ). It is  e xpa nda ble  to  20 MGD in P ha s e  I(b) with the  a ddition of one  more

7 tre a tme nt-unit tra in, a nd e ve ntua lly the  White  Ta nks  P roje ct ca n a ccommoda te  the  a ddition of thre e

8 a dditiona l 20 MGD pha se s , for a  tota l tre a tme nt ca pa city of 80 MGD a t the  45-a cre  pla nt s ite  (Id a t

9 5-6). Arizona -American purchased the  White  Tanks  P roj e t s ite  in 2002 a fte r WESTCAPS identified

10 the  s ite  for a  tre a tme nt fa cility ba se d on its  ca na l loca tion a nd its  proximity to multiple  wa te r provide r

11 se rvice  a reas  (Id a t 5).

12 Arizona -Ame rica n 's  witne s s  te s tifie d tha t the  Compa ny ha s  s pe nt more  tha n s ix million

13 dolla rs  for land acquis ition, the  comple ted des ign, pe rmitting, company labor and ove rhead, and has

14 spe nt ove r te n million dolla rs  on a  comple te d thirte e n mile  long north-south wa te r tra nsmiss ion ma in

15 which will de live r tre a te d wa te r from the  White  Ta nks  P roje ct to othe r tra ns mis s ion ma ins  loca te d

16 throughout the  Agua  Fria  Dis trict s e rvice  a re a  (Exh. A-4 a t 5). Arizona -Ame rica n proje cts  tha t the

17 White  Ta nks  P roje ct will be  ne e de d in Ma y 2009 to me e t e xpe cte d cus tome r de ma nd for s umme r

18 2009 (Id. a t 6)-

1 9

2 0 The  Compa ny re que s ts  tha t the  Commis s ion incre a s e  the  e xis ting Wa te r Fa cilitie s  Hook-Up

21 Fe e s  a pplica ble  in  the  Compa ny's  Agua  Fria  Wa te r Dis tric t, ba s e d on the  fa ir-va lue  finding for the

1. Wa te r Fa c ilitie s  Hook-Up Fe e

22 Agua  Fria  Dis trict in De cis ion No. 67093 (June  30, 2004), a s  follows :
Exis ting

Wate r Facilitie s
Hook-Up Fee

$  1 ,1 5 0
1,725
2,875
5,750
9,200

18,400
28,750
57,500

23

24
Me te r S ize

5/8 x 3/4-inch
3/4-inch
1 -inch

1 1/2-inch
2-inch
3-inch
4-inch

6-inch or la rge r

P ropos e d
Wa te r Fa cilitie s
Hook-Up Fe e

$ 3,280
4,920
8,200

16,400
26,240
52,480
82,000

164,000

25

26

27

28

5
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1

2

3

4

5

6

Arizona -American be lieves  tha t its  proposa l to finance  the  White  Tanks  P roject with hook-up

fe e s , which will be  tre a te d a s  contributions  in a id of cons truction ("CIAC"), is  e quita ble  be ca us e

cus tome r growth is  la rge ly driving the  ne e d for the  pla nt (S un'e butta l Te s timony of Thoma s  M.

Brode rick, Exp. A-7 a t 7). The  Compa ny a s se rts  tha t the  a mount of the  hook-up fe e  incre a se  it is

re que s ting is  re a s ona ble  be ca us e  it is  in line  with fe e s  cha rge d by We s t Va lle y municipa l wa te r

provide rs (See Exh . A-2  a t 9 -10 , See  a lso Dire c t Te s timony o f Mike  Brill,  Exp . P -1  a t 5  a nd

attached Exhibit) .
2 . Accounting Requests

Post-in-Se rvice  Allowance  for Funds  Used During Cons truction
("AFUDC")

Rate  Base  -. Excess  Contribution Exclusion

Arizona -American reques ts  authoriza tion to exclude  from ra te  ba se  the  contribution ba lance

of hook-up fees  directly re la ted to the  White  Tanks  Project collected subsequent to the  e ffective  da te

7

8

9

10 Arizona -Ame rica n re que s ts  tha t the  Commiss ion a uthorize  the  Compa ny to re cord pos t-in-

s e rvice  AFUDC on the  e xce s s  of the  cons truction cos t of the  White  Ta nks  P roje ct (including

12 de ve lopme nt, s ite  a cquis ition, de s ign, compa ny la bor, ove rhe a ds , a nd AFUDC) ove r the  a mount of

13 dire ctly re la te d hook-up fe e s  colle cte d through De ce mbe r 31, 2013, or the  da te  tha t ra te s  be come

14 effective  subsequent to a  ra te  case  due t includes  80 pe rcent (based on es tima ted cos t) of the  White

15 Tanks Project in ra te  base , whichever comes firs t.

16 The  a pplica tion s ta te s  tha t whe n the  pla nt is  comple te d, the re  will s till be  a  s ignifica nt

17 shortage  be tween capita l expense s  and hook-up fee s  (Exh. A-2 a t 11). The  Company reques ts  the

18 ability to book pos t-in-se rvice  AFUDC in orde r to keep it whole  on its  inves tment until such time  tha t

19 the  a ccumula te d hook-up fe e s  a re  sufficie nt to fund the  e ntire  pla nt ba la nce . This  tre a tme nt will not

20 affect cus tomer ra tes  because  the  additiona l pos t-in-se rvice  AFUDC will la te r be  comple te ly offse t by

21 hook-up fee  funds.

22

23

24

25

26

27

28

of a  decis ion in this  case  over the  aggrega te  of (1) construction expenditures  (including deve lopment,

s ite  a cquis ition, de s ign, compa ny la bor, ove rhe a ds , a nd AFUDC) for the  s a me  pe riod tha t a re

include d in ra te  ba s e  a nd (2) a ny cos ts  de e me d imprude ntly incurre d from contributions  us e d to

b.

a.

6
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1 calculate rate base until December 31 , 2013.

2008 Rate Filing Requirements

2 The  Compa ny s ta te s  tha t be ca us e  cons truction work in progre s s  ("CWIP ") is  not typica lly

3 include d in ra te  ba s e , the  colle cte d hook-up fe e s  s hould not be  cons ide re d to be  CIAC until a

4 corre sponding a mount of pla nt, funde d by hook-up fe e s , e nte rs  se rvice  (Exh. A-2 a t ll). Othe rwise ,

5 the  CIAC ba lance  would grow fas te r than ra te  base , caus ing ra te  base  to decline  rapidly a s  hook-up

6 fees a re  collected, only to then bounce  back as  plant enters  service  (Id).

7 3 .

8 Revised Hook-Up Fee  Proposa l

9 Arizona -Arne rica n re que s ts  tha t the  Commis s ion re quire  Arizona -Ame rica n, a s  pa rt of its

10 2008 Agua  Fria  ra te  ca s e  filing, to include  a  propos a l to a djus t the  Wa te r Fa cilitie s  Hook-Up Fe e

l l Ta riff, based on informa tion known to tha t da te , including:

12

13

14

a.

1)

2)

3)

4)

Actua l to-da te  and remaining plant costs ,

The  e ffects  of any third-party trea tment contracts ,

Actua l hook-up fee  collections ,

15

16

17

18

19

20

21

Re vise d proje cte d cus tome r a dditions  a nd me te r pre fe re nce s ,
and

22

5) Future  Agua  Fria  Wate r Dis trict capita l requirements .

The  Compa ny s ta te s  tha t th is  will a llow the  Commis s ion  to  re s e t the  hook-up fe e s  a s

necessary, based on the  best information available  a t the  time.

b . Opera tion and Maintenance  ("O&M") Expense  Recove ry Mechanism

Arizona -Ame rica n re que s ts  tha t the  Commis s ion re quire  Arizona -Ame rica n, a s  pa rt of its

2008 Agua  Fria  ra te  ca s e  filing, to include  a  propos e d me cha nis m, s imila r to the  Commis s ion's

a rs e nic cos t re cove ry me cha nis m ("ACRM") proce dure , to de fe r a nd s ubs e que ntly re cove r O&M

expense incurred for the  White  Tanks Project until such expenses can be placed in base  ra tes.

Th e  C o m p a n y e s tim a te s  th a t Me  O &M c o s ts  fo r th e  W h ite  Ta n ks  P ro je c t will b e

approximate ly $1 .5 million per year, base  on current media , e lectricity, and other costs .

4. MWD Tre a tme n t Fa c ilitv

23

24

25

26

27

28
Arizona~American reques ts  tha t the  Commiss ion find tha t it would be  imprudent for Arizona -

7
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1 Ame rica n, ins te a d of building its  own wa te r tre a tme nt fa cility, to purcha se  tre a tme nt s e rvice s  from

2 MWD a t the  wa te r tre a tme nt fa cility MWD ha s  propos e d in  this  proce e ding. Arizona -Ame rica n

3 disa gre e s  with MWD's  a s se rtion tha t its  pla nt will cos t le s s  tha n Arizona -Ame rica n's , a nd be lie ve s

4  tha t MWD's  cos t e s tima te  is  s e rious ly fla we d . In a ddition, Arizona -Ame rica n s ta te s  tha t the

5 propos e d MWD pla nt s ite  would re quire  Arizona -Ame rica n to cons truct a dditiona l inte rconne ction

6 fa cilitie s , which would incre a se  Arizona -Ame rica n's  cos ts .

7 The  Compa ny ca lcula te s  tha t MWD proposa l to build a  tre a tme nt pla nt a nd ha ve  Arizona -

8  Ame rica n  p u rch a s e  tre a tme n t ca p a c ity wo u ld  re q u ire  a  la rg e  ra te  in c re a s e  (a n  a d d itio n a l

9 $21 .07 /month) fo r a ll o f Arizona -Ame rica n 's  cus tome rs  (S urre bu tta l Te s timony o f Thoma s

10 Brode rick, Exh. A-7 a t 6). Arizona -Ame rica n a rgue s  tha t if it we re  to purcha se  ca pa city from MWD

l l and cons truct the  additiona l fa cilitie s  tha t would be  required to make  such a  purchase  poss ible , the

12 Company would have  to file  a  ra te  applica tion in orde r to recover the  increased cos ts  (Id a t 7-8), and

13 would experience  regula tory lag in the  cost recovery.

14 Arizona -Ame rica n a rgue s  tha t MWD's  a s s e rtions  tha t building the  pla nt with hook-up fe e

15 fina ncing would ha rm the  Compa ny's  fina ncia l s tre ngth a re  spe cula tive  a nd not supporte d by the

16 e vide nce  in this  proce e ding. The  Compa ny a lso disa gre e s  with MWD's  opinion tha t the  hook-up fe e

17 proposa l would viola te  the  fa ir va lue  re quire me nt of the  Arizona  Cons titution, a nd points  out tha t the

18 Company is  seeking to increase  the  amount of the  current hook-up fee , which was  initia ted outs ide  a

19 ra te  ca s e , ba s e d on the  fa ir va lue  finding in De cis ion No. 67093 (J une  30, 2004). The  Compa ny

20 s ta te s  tha t its  proposa l to finance  the  White  Tanks  Project with hook-up fees  places  the  cos ts  on new

21 cus tome rs , whos e  a ddition to the  s ys te m is  ca us ing the  ne e d for the  pla nt. Arizona -Ame rica n

22 be lie ve s  this  is  pre fe ra ble  to pla cing the  cos ts  on both e xis ting a nd ne w cus tome rs , which it a s se rts

23 would be  the  re sult if Arizona -Ame rica n we re  to purcha se  tre a tme nt ca pa city from a n MWD pla nt

24 (rd. a t 7)-

25 The  Compa ny is  a lso conce rne d with the  poss ibility tha t a  ca pa city commitme nt for a  la rge

26 portion of an MWD plant would require  the  agreement to be  trea ted a s  a  capita l le a se , in which ca se

27 the  le a s e  a s s e t would be  include d in ra te  ba s e  to re cove r the  a s s e t a s  we ll a s  le a s e  cos ts , furthe r

28 exace rba ting the  ra te  burden on cus tomers  and the  regula tory lag impact on the  Company (Co. Br. a t

8
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20-21).

Arizona -American furthe r a sse rts  in support of its  pos ition tha t the  proposed MWD plant ha s

ye t to be  des igned, MWD's  proposed cons truction schedule  is  ove rly optimis tic and unre liable  due  to

the  conce ptua l na ture  of the  propose d pla nt, Arizona -Ame rica n would not be  the  ope ra tor of MWD

pla nt, MWD's  irriga tion we lls  would not provide  ba ck-up wa te r drinking wa te r s upplie s  without

e xte ns ive  a dditiona l tre a tme nt cos ts , the  propose d MWD pla nt s ite  would e ve ntua lly re quire  cos tly

e xpa ns ion of the  Be a rds le y Ca na l, MWD la cks  e xpe rie nce  in de s igning, ope ra ting, or cons tructlng

pota ble  wa te r tre a tme nt fa cilitie s , MWD ha s  not a cquire d cus tome rs  for its  propos e d pla nt, a nd

MWD ha s  no obliga tion to cons truct the  pla nt a nd is  not subj e t to the  Commiss ion's  jurisdiction (Id

a t 21-28).

11 Arizona -Ame rica n a lso s ta te s  tha t re quiring Arizona -Ame rica n to de a l with MWD would put

12 the  Compa ny in a  dis a dva nta ge ous  ba rga ining pos ition (Id a t 28-29). Arizona -Ame rica n oppos e s

13 each item of re lie f reques ted by MWD in this  proceeding.

14

15 MWD s ta te s  tha t it ha s  a  de mons tra te d his tory of providing e sse ntia l a nd re lia ble  wa te r a nd

16 e lectric se rvices  a t low cos t, and a sse rts  tha t it will bring its  record of se rvice  of more  than 75 yea rs  to

17 its  pla ns  to cons truct a  re giona l wa te r tre a tme nt pla nt for P hoe nix's  We s t Va lle y. MWD a sse rts  tha t

18 its  s e rvice  a re a  is  ra pidly cha nging, tha t it mus t a da pt in orde r to continue  to fulfill its  purpos e  of

19 s e rving its  la ndowne rs , a nd tha t pa rt of MWD's  re s pons e  to the  cha nge s  in its  s e rvice  a re a  is

20 cons truction of a  re giona l surfa ce  wa te r tre a tme nt pla nt. MWD s ta te s  tha t it pla ns  to utilize  the  pla nt

21 to tre a t its  own Agua  Fria  s urfa ce  wa te r, which mus t be  us e d for the  be ne fit of the  la ndowne rs  of

2 2  MW D .

23 MWD's  witne s s  te s tifie d tha t MWD will build the  pla nt re ga rdle s s  of othe r cus tome rs  it ma y

24 s e rve  (S urre butta l Te s timony of J a me s  R. S we e ne y, Exh. D-46 a t 3). MWD s ta te s  tha t it would

25 provide  tre a tme nt s e rvice s  to Arizona -Ame rica n for the  Compa ny's  CAP  a lloca tion if it re a che s  a n

26 a gre e me nt with Arizona -Ame rica n. MWD ha s  not fina lize d a ny s e rvice  contra cts , but its  witne s s

27 te s tifie d tha t MWD is  in "a n a dva nce d s ta te  of dis cus s ions " with the  City of Goodye a r, which ha s

28 given a  ve rba l commitment to the  project, subject to working out a  sa tis factory contract, to trea t tha t

B. MW D

9
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city's  CAP  a lloca tion (Dire ct Te s timony of J a me s  R. S we e ne y, Exh. D-45 a t 5). MWD s ta te s  tha t it

2 will contract with othe r wa te r provide rs  in the  a rea  who des ire  tre a tment se rvice s  (Id ).

3 MWD s ta te s  tha t Arizona -Ame rica n ha s  not provide d it with a  firm price  for tre a tme nt of

4 MWD's  surfa ce  wa te r (MWD Re ply Br. a t 8), but a rgue s  tha t its  pla nne d pla nt will cos t le s s  tha n the

5 p la nt propos e d by Arizona -Ame rica n (MWD Br. a t 9-11). MWD a s s e rts  tha t its  p la nt will ha ve

6 lowe r cons truction cos ts , lowe r ope ra ting cos ts , a nd lowe r fina ncing cos ts  tha n Arizona -Ame rica n.

7 MWD a ls o s ta te s  tha t it would provide  a  "la ndowne r cre dit" to  re duce  cus tome rs ' bills  (Id a t 9).

8 MWD a rgue s  on brie f tha t its  propose d la rge r pla nt s ite  will a llow a  la rge r buffe r a re a  tha n Arizona -

9 Ame rica n's  propos e d s ite  (Id a t 12-13).

10 MWD dis a gre e s  with Arizona -Ame rica n re ga rding the  ra te  impa ct on Arizona -Ame rica n's

l l cus tomers  if Arizona -American were  to purchase  capacity from a .n MWD regiona l plant a s  opposed

12 to going forwa rd with its  own pla ns  for cons tructing the  White  Ta nks  P roje ct. MWD dis pute s  the

13 assumptions  in Arizona -American's  ana lys is  rega rding MWD recove ry of its  capita l cos ts (See Tr. a t

14  217-218: Tr. a t 485), re ga rding the  da te  MWD pla nt would  come  on line  (S e e  Tr. a t 218-219,

15 S urre butta l Te s timony of J a me s  P . Albu, Exh. D-44 a t 7), re ga rding the  a mount of la nd cos ts  tha t

16 MWD would re cove r in its  cha rge s  for tre a tme nt s e rvice s (See Tr. a t 219, Tr. a t 577-78, 221-222,

17 Exh. D-7), a nd re ga rding the  a dditiona l cos t to Arizona -Ame rica n re la te d to us e  of MWD's  pla nt

18 ins te a d of Arizona -Ame rica n's  White  Ta nks  P roje ct (Se e  Tr. a t 222-223, Exh. D-44 a t 8, Tr. a t 142,

19 Exp D-4, Tr. a t 125-128). MWD a s se rts  tha t a cce s s  to its  Agua  Fria  surfa ce  wa te r will be  a va ila ble

20 only a t MWD pla nt (S e e  Tr. a t 55), a nd the re fore , Arizona -Ame rica n will be  re quire d to  build

21 fa cilitie s  to a cce ss  MWD's  Agua  Fria  tha t surfa ce  wa te r in a ny e ve nt. In its  re ply brie f, MWD pos its

22 tha t if Arizona -Ame rica n purcha s e s  Agua  Fria  s urfa ce  wa te r from MWD, the  pa rtie s  ca n work

23 toge the r to minimize  us e  of the  60 groundwa te r we lls  owne d by MWD, but tha t "[t]he  opportunity

24 will be  los t if Arizona -Ame rica n goe s  it a lone  a nd builds  a  se pa ra te  pla nt" (MWD Re ply Br. a t 9).

25 MWD a rgue s  tha t Arizona -Ame rica n's  pla n to cons truct the  pla nt will lowe r the  Compa ny's

26 e quity ra tio, a nd will re s ult in high le ve ls  of contribute d pla nt (MWD Ope ning Br. a t 14-15). Ba s e d

27 on its  view tha t no hook-up fees  a re  necessa ry, MWD asse rts  tha t it would not be  jus t and reasonable

28 to re quire  incre a se d hook-up fe e s . MWD a lso a rgue s  tha t the  propose d hook-up fe e  proposa l is  not

1
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re ve nue  ne utra l, tha t the  hook-up fe e s  a re  "ra te s" a nd tha t the  Commiss ion ca nnot a dopt Arizona -

American's  proposed hook-up fee  without a  fa ir va lue  finding. MWD does  not seem opposed to the

concept of a  hook-up fee , however, a s  it suggests  tha t the  Commiss ion could approve  a  hook-up fee

to cove r the  e xtra  cos t Arizona -Ame rica n cla ims  it would incur to purcha se  tre a tme nt ca pa city from

MWD ins te a d of building its  own pla nt (MWD Re ply Br. a t ll).

In its  clos ing brie f, MWD a lle ge s  tha t Arizona -Ame rica n is  viola ting its  e xis ting hook-up fe e

ta riff whe n it re quire s  de ve lope rs  to contribute  we lls  or colle ct a dva nce s  for offs ite  proje cts  (Id a t

19). MWD is  a lso opposed to Arizona -American's  reques ted accounting orde rs  on the  grounds  tha t

they a re  "unprecedented" (Id ).

MWD reques ts  tha t the  Commiss ion grant it the  following re lie f:

1) Deny Arizona-American's  reques t to increase  its  hook-up fee ,

12
2) Deny Arizona -American's  reques t for an accounting orde r to accrue  AFUDC,

13

14
3) Deny Arizona -American's  reques t for an accounting orde r to de lay recognition

of CIAC until re la te d pla nt is  in se rvice ,

15
4) De ny Arizona -Ame rica n's  re que s t tha t it be  orde re d to include  a  proposa l for

an O&M Expense  Adjus tor in its  next ra te  ca se  for its  Agua  Fria  divis ion,16

17 5) Authorize  Arizona -Ame rica n to re fle ct the  ma rgin cre dit propos e d by MWD
on the  bills  for Arizona -Ame rica n's  Agua  Fria  Divis ion,

18

19 6) Dire ct Arizona -Ame rica n to coope ra te  in de ve loping a nd a dminis te ring the
ma rgin cre dit progra m;

20
7)

21
Orde r Arizona -Ame rica n to a ccount for a ll a dva nce s  a nd contributions  it ha s
re ce ive d for off-s ite  fa cilitie s  be yond those  colle cte d dirough its  off-s ite  hook-
up fee  a fte r tha t ta riff went into e ffect;

22

23 8)

24

Orde r Arizona -Ame rica n  to  re fund a ll a dva nce s  a nd contributions  it ha s
re ce ive d for off-s ite  fa cilitie s  be yond those  colle cte d through its  off-s ite  hook-
up fee  a fte r tha t ta riff went into e ffect; and

25 9)
26

If the  Commis s ion gra nts  a ny of Arizona -Ame rica n's  re que s ts , the n in the
a lte rna tive , MWD re que s ts  tha t, in  o rde r to  p ro te ct Arizona -Ame rica n 's
cus tomers , the  Commiss ion orde r the  following:

27

28

A) Any hook-up fe e s  colle cte d by Arizona -Ame rica n s hould be  s ubje ct to
re fund, should the  Commission de te rmine  in a  ra te  ease  tha t lower fees  a re

11
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appropria te , or should the  courts  find the  fee  increase  to be  inva lid,

B) To gua ra nte e  Arizona -Ame rica n's  a bility to ma ke  the  re fund, it s hould be
orde re d  to  pos t a  bond  in  the  a mount o f the  e s tima te d  hook-up  fe e
collections  for the  next five  yea rs ,

C) Th e  Co mmis s io n  s h o u ld  ma ke  c le a r th a t O &M c o s ts  fo r Ariz o n a -
Ame rica n's  pla nt will be  e va lua te d unde r the  Commis s ion's  tra ditiona l
ra temaking methods,

D) The  Commis s ion  s hou ld  ru le  tha t no  portion  o f the  cos t o f Arizona -
American's  plant will be  a llowed in ra te  base , and

E) The  Commis s ion s hould rule  tha t it will not a llow a n incre a s e d cos t of
capita l due  to financia l weakness  caused by Arizona-American building the
pla nt.

1
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1 1 1 .

12 Courtla nd, Ta ylor Woodrow, CHI, Tre nd, a nd Arizona -Ame rica n s tipula te d tha t Arizona -

13 American will not impose  or seek to impose  higher hook-up fees  on the  following deve loper projects ,

14 for which Arizona -Ame rica n ha s  e nte re d into Wa te r Fa cilitie s  Line  Exte ns ion Agre e me nts  ("LXAs")

15 which a re  a t ope ra tiona l a cce pta nce  for purpose s  of the  LXAs , a nd for which the  de ve lope rs  ha ve

16 a lre a dy pa id hook-up fe e s  unde r Arizona -Ame rica n's  e xis ting hook-up fe e  ta riff: Gre e r Ra nch North

17 (Courtla nd), S yca more  Fa rms  (Ta ylor Woodrow), S a ra h Ann Ra nch (CHI), a nd Corte s s a  (Tre nd).

18 The  parties  further s tipula te  tha t any future  true-ups  to hook-up fees  a lready pa id for those  deve loper

19 proje cts  will be  ba s e d on the  Commis s ion-a pprove d ta riff tha t e xis te d  a t the  time  the  orig ina l

20 payment was  made . The  above-described s tipula tion was  admitted to the  record in this  proceeding as

21 Hem ng Exhibit A-1 ("Stipulation").

22 CHI, Courtla nd, a nd Ta ylor Woodrow dis a gre e  with the  s ta te me nt in MWD's  clos ing brie f

23 tha t adoption of the  S tipula tion "will re sult in hook-up fee s  not be ing collected from many prope rtie s

24 - the  sa me  prope rtie s  tha t will be  the  firs t to de ve lop." CHI, Courtla nd, a nd Ta ylor Woodrow a sse rt

25 tha t MWD's  s ta te me nt is  ina ccura te , a nd tha t the  S tipula tion will not re s ult in Arizona -Ame rica n

26 foregoing revenue  to which it othe rwise  would have  been entitled.

27 Trend a lso disagrees , s ta ting tha t the  result of the  S tipula tion would not be  to wa ive  collection

28

c. DEVELOPERS

Stipulation Regarding Paid Hook-Up Fees

1 2
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1 of hook-up fe e s , a s  cla ime d by MWD, but tha t it s imply provide s  cla rifica tion for de ve lope rs  who

2 have  a lready pa id 100 pe rcent of the  required hook-up fees .

3 We  find the  te rms  of the  S tipula tion e nte re d by with  CHI, Courtla nd, Ta ylor Woodrow,

4 Tre nd, a nd the  Compa ny to be  re a sona ble , be ca use  the y provide  cla rifica tion for the  Compa ny a nd

5 for developers  who have  a lready paid 100 percent of the  required hook-up fees.

6 2 .

7 CHI, Courtla nd, a nd Ta ylor Woodrow a re  a ll curre ntly de ve loping proje cts  in  Arizona -

8 Ame rica n's  Agua  Fria  Dis trict, a nd ha ve  e a ch e nte re d into LXAs  with Arizona -Ame rica n for the

9 provis ion of wa te r utility s e rvice  to the ir proje cts . CHI, Courtla nd, a nd Ta ylor Woodrow a gre e  tha t

10 the re  is  an immedia te  need and necess ity for the  proposed surface  wa te r trea tment plant, but take  no

l l pos ition on whe the r Arizona-American or MWD should cons truct the  plant or opera te  the  plant.

12 CHI, Courtla nd, a nd Ta ylor Woodrow re que s t tha t the  Commiss ion's  De cis ion in this  ma tte r

13 re fle ct tha t Arizona -Ame rica n ma y not cha rge  the m ne w hook-up fe e s  to the  e xte nt tha t the y ha ve

14 a lre a dy pa id hook-up fe e s  ba s e d upon Arizona -Ame rica n's  e xis ting ta riff purs ua nt to the  te rms  of

15 the ir respective  LXAs or other agreements .

16 CHI, Courtla nd, a nd Ta ylor Woodrow a ls o re que s t tha t the  Commis s ion a ddre s s , in this

17 De cis ion, thre e  a dditiona l is s ue s  re la te d to wa te r s upply for de ve lope rs . The y re que s t tha t the

18 Commis s ion pre clude  Arizona -Ame rica n from ins tituting a  ne w s e rvice  mora torium a nd re quire

19 Arizona -Ame rica n to s e t me te rs  in circums ta nce s  whe re  the  de ve lope r ha s  s upplie d the  re quire d

20 wate r to se rve  the  increased demand of a  new project.

21 CHI, Courtla nd, a nd Ta ylor Woodrow a ls o re que s t tha t the  Commis s ion orde r Arizona -

22 Ame rica n to us e  its  be s t e fforts  to work with MWD to obta in both s hort-te rm a nd pe rma ne nt wa te r

23 s upplie s  to ne ga te  (whe re  pos s ible ) the  re quire me nt tha t a dditiona l we lls  mus t be  drille d during

24 construction of the  surface  wa te r trea tment plant and the rea fte r.

25 La s tly, CHI, Courtla nd, a nd Ta ylor Woodrow re que s t tha t the  Commis s ion orde r Arizona -

26 Ame rica n to re vie w its  e xis ting LXAs  a nd othe r a gre e me nts  in the  Agua  Fria  Dis trict which re quire

27 de ve lope rs  to drill ne w we lls  in orde r to de te rmine  whe the r the  a gre e me nts  should be  a me nde d to

28 reduce  the  number of required wells .

CHI. Co u rtla n d . a n d  Ta vlo r Wo o d ro w

4
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1 It is  re a sona ble  to re quire  the  Compa ny to a ddre ss  the  thre e  is sue s  re la te d to wa te r supply

2 ra ise d by CHI, Courtla nd, a nd Ta ylor Woodrow se t forth a bove .

3 3 .

4 Tre nd is  curre ntly in the  proce s s  of building home s  on lots  loca te d in Arizona -Ame rica n's

5 Agua  Fria  Dis trict, a nd ha s  pa id hook-up fe e s  in a s s ocia tion with its  de ve lopme nt proje ct. Tre nd

6 re que s ts  tha t the  Commis s ion confirm the  te rms  of the  S tipula tion. As  s ta te d a bove , we  find the

Tre n d

7 te rms  of the  S tipula tion re a sona ble .

8 4. Fulton., Suburban and Westcor/Surprise

9

10 loca te d in Arizona -Ame rica n's  Agua  Fria  Dis trict. S uburba n a nd We s tcor/S urpris e  a re  de ve loping a

Fulton is  curre ntly de ve loping a  portion of a  ma s te r-pla nne d community known a s  P ra sa da ,

11 mix of re ta il ce nte rs , a  re giona l shopping ce nte r, a n a uto ma ll, office  comple xe s , me dica l fa cilitie s ,

12 ne ighborhood groce ry a nd s e rvice  re ta il ce nte rs , a nd s ome  me dium- to high-de ns ity re s ide ntia l

13 c o mp o n e n ts  lo c a te d  in  Ariz o n a -Ame ric a n 's  Ag u a  F ria  Dis tric t. Fulton, S uburba n a nd

14 Westcor/Surprise  agree  tha t the re  is  an immedia te  need and necess ity for the  proposed surface  wa te r

15 tre a tme nt pla nt, but ta ke  no pos ition on whe the r Arizona -Ame rica n or MWD s hould cons truct the

16 pla nt or ope ra te  the  pla nt.

17 Fulton, S uburba n a nd We s tcor/S urprise  ta ke  the  pos ition tha t re ga rdle s s  of whe n the  pla nt

18 becomes  ope ra tiona l, Arizona -American should be  precluded from ins tituting a  new se rvice  hook-up

19 mora torium on a ny proje ct whe re  the  de ve lope r provide s  the  "we t" wa te r s upply for the  pa rticula r

20 proje ct purs ua nt to a n LXA be twe e n Arizona -Ame rica n a nd a  de ve lope r. The y ma ke  the  s a me

re que s t a s  CHI, Courtla nd, a nd Ta ylor Woodrow tha t the  Commiss ion's  De cis ion in this  proce e ding21

22

23

24

25

26

pre clude  Arizona -Ame rica n from ins tituting a  ne w se rvice  mora torium in such circums ta nce s , a nd

tha t the  De cis ion orde r Arizona -Ame rica n to continue  to s e t me te rs  a t a ny de ve lopme nt tha t ha s

provided the  required wa te r supply for such deve lopment pursuant to the  te rms  of the  LXA or othe r

agreement be tween Arizona-American and the  developer.

Fulton, S uburba n a nd We s tcor/S urpris e  join CHI, Courtla nd, a nd Ta ylor Woodrow in the ir

27 re que s t tha t the  Commis s ion orde r Arizona -Ame rica n to us e  its  be s t e fforts  to work with MWD to

28 obta in both short-te rm and permanent wate r supplies  to nega te  (where  possible ) the  requirement tha t

1 4
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1 a dditiona l we lls  mus t be  drille d  during cons truction of the  s urfa ce  wa te r tre a tme nt p la nt a nd

2 the re a fte r.

3 Fulton, S uburba n a nd We s tcor/S urpris e  a ls o join CHI, Courtla nd, a nd Ta ylor Woodrow in

4 the ir re que s t tha t the  Commis s ion orde r Arizona -Ame rica n to re vie w its  e xis ting LXAs  a nd othe r

5 agreements  in the  Agua  Fria  Dis trict which require  deve lopers  to drill new we lls  in othe r to de te rmine

6 if the  agreements  should be  amended to reduce  the  number of required wells .

7 Fulton, Suburban and Westcor/Surprise  furthe r reques t tha t Arizona -American be  orde red to

8  re vie w, in  conjunction  with  its  re vie w of e xis ting  LXAs  a nd be fore  Arizona -Ame rica n  re quire s

9 de ve lope rs  to  d rill ne w we lls , le s s  cos tly a lte rna tive s  fo r the  u tility to  s upp ly wa te r fo r ne w

10 de ve lopme nts  to minimize  a nd othe rwis e  s uppla nt the  numbe r of ne w we lls  tha t will ne e d to be

l l drille d in the  Agua  Fria  Dis trict, with s uch re vie w to include  the  propos e d 3.5 mile  continge ncy

12 pipe line  a lte rna tive  in re la tion to the  requirement for new we lls  to be  drilled in the  southe rn portion of

13 the  Agua  Fria  Dis trict.

14 The  witne s s  for S uburba n a nd We s tcor/S urpris e  te s tifie d tha t in orde r to me e t the  curre nt

15 re quire me nts  of Arizona -Ame rica n a nd MWD, it mus t drill nine  ne w pota ble  we lls  in a n a re a  whe re

16 the re  is  poor wa te r qua lity and capacity (Surrebutta l Tes timony of Scott Wagne r a t 4). Suburban and

17 We s tcor/S urpris e  be lie ve  this  is  a ttributa ble  to the  la ck of coordina te d e ffort in the  re gion. Fulton,

18 Suburban and Westcor/Surprise  reques t tha t the  Commiss ion orde r Arizona -American to coordina te

19 with a ll inte re s te d pa rtie s  in a  re giona l pla nning proce s s  to a s s is t the  Commis s ion in a ddre s s ing

20 groundwater issues  in conjunction with construction of the  surface  wate r trea tment plant.

21 The  additiona l reques ts  made  by FultOn, Suburban and Westcor/Surprise  in rega rd to wa te r

22 supply issues  a re  reasonable , and we  will require  the  Company to address  the  two additiona l issues

23 set forth above.

24 5.

25 P ulte  is  de ve loping or building home s  in s e ve ra l loca tions  in Arizona -Ame rica n's  Agua  Fria

26 Wa te r Dis trict. P ulte  s ta te s  tha t it supports  the  e xpe dite d cons truction of a  surfa ce  wa te r tre a tme nt

27 fa cility in the  We s t Va lle y. P ulte  ta ke s  the  pos ition tha t if the  hook-up fe e  re que s t is  gra nte d, the

28 a mount should not e xce e d S ta ffs  propose d gra dua te d fe e s  s ta rting a t $3,280 for a  5/8 x 3/4 - inch

P u lte

1 5
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1 me te r.

2 Pulte  a lso re que s te d, on brie f, tha t the  Commiss ion re quire  Arizona -Ame rica n to inse rt ne w

3 la ngua ge  in its  ta riff to indica te  tha t the  hook-up fe e  cha nge s  e ffe ctive  in 2007 will not be  cha rge d

4 re troa ctive ly, a nd re quiring tha t hook-up fe e s  be  offs e t by the  cos t of the  off-s ite  fa cilitie s  (non-

5 dis tribution fa cilitie s ) contribute d to Arizona -Ame rica n. Arizona -Ame rica n re sponds  tha t the  is sue

6 of offs e tting hook-up fe e s  by the  cos t of off-s ite  fa cilitie s  is  pre s e ntly re s olve d on a  ca s e -by-ca s e

7 ba s is  in e a ch de ve lope r's  LXA. The  Compa ny s ta te s  tha t the  LXA spe cifie s  the  a mount of hook-up

8 fe e  cre dit to be  a pplie d, if a ny, a nd tha t the  LXA is  the n submitte d to the  Commiss ion for a pprova l.

9 Arizona-American does  not be lieve  tha t a  blanke t requirement of a  hook-up fee  offse t is  appropria te .

10 The  Company a rgues  tha t a lte ra tion of the  Company's  adminis tra tion of its  hook-up fee  offse ts  is  not

l l appropria te  in this  ca se , because  the  is sue  was  not noticed in this  proceeding and no evidence  has

12 been submitted on the  is sue .

13 We  a gre e  with Arizona -Ame rica n tha t the re  wa s  not s ufficie nt e vide nce  pre s e nte d on this

14 is sue  to inform a  de te rmina tion on whe the r Pulte 's  reques t for manda tory hook-up fee  offse ts  should

15 be  granted. We note  tha t processes  currently exis t to a id parties  in coming to a  resolution of issues  in

16 dispute  be tween Pulte  and the  Company. If pa rtie s  to an LXA a re  unable  to come  to an agreement on

17 LXA is s ue s , the  pa rtie s  ma y a va il the ms e lve s  of the  Commis s ion 's  informa l dis pute  re s olution

18 processes , or may re sort to the  filing of a  forma l compla int, if necessa ry.

19

20 RUCO supports  Commiss ion a pprova l of Arizona -Ame rica n's  hook-up fe e  proposa l outline d

21 in the  Re vis e d Applica tion to fina nce  the  cos t of the  White  Ta nks  P roje ct. RUCO be lie ve s  the

22 propos a l is  in the  ra te pa ye rs ' be s t inte re s ts  a nd is  fa ir to the  Compa ny. In s upport of its  pos ition,

23 RUCO s ta te s  tha t the  Compa ny ne e ds  to s e rve  its  cus tome rs , cons truction of a  tre a tme nt pla nt is

24 necessa ry to mee t the  Company's  se rvice  requirements , the  Company is  unable  to finance  the  plant a t

this  time ; a nd fina ncing the  pla nt through hook-up fe e s , which will be  tre a te d CIAC, is  a  cos t-fre e

source  of fina ncing, which ha s  the  e ffe ct of lowe ring cus tome r ra te s  be ca use  CIAC is  not pla ce d in

D. R UC O

25

26

27

28

rate base.

Of the  two hook-up fe e  options  propos e d by the  Com pa ny, RUCO pre fe rs  the  s e cond option,

16
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1 which would s ta rt a t $4,700 for a  5/8 by 3/4-inch mete r, because  it would result in smalle r accrua ls  of

2  AFUDC, which  te mpora rily Hows  in to  cus tome rs ' ra te s . RUCO doe s  no t ob je c t to  Arizona -

3 American's  proposa l to seek, in its  upcoming 2008 ra te  ca se  tiling, adjus tments  to the  hook-up fee s

4 a nd a  me cha nis m for re cove ry of O&M cos ts , but re que s ts  tha t if the  Commis s ion a pprove s  this

5 proposa l, tha t the  Decis ion indica te  tha t the  Commiss ion is  not prede te rmining the  appropria teness  of

6 a ny such hook-up fe e  modifica tions  or O&M cos t re cove ry me cha nism.

7 RUCO s ta te s  tha t it ha s  no objection to the  issuance  of an accounting orde r a s  reques ted by

8 the  Company, and tha t it does  not object to the  Company seeking adjustments  to the  hook-up fees  and

9 a  mechanism to recover O&M costs  for the  White  Tanks Project in its  2008 ra te  case .

10 RUCO oppose s  MWD's  re que s t to de ny the  Compa ny's  hook-up fe e  proposa l, a rguing tha t

l l the  Compa ny, not MWD, is  re s pons ible  for building the  pla nt ne ce s s a ry to s e rve  its  cus tome rs .

12 RUCO s ta te s  tha t in the  event the  Commiss ion grants  the  Company's  hook-up fee  reques ts , RUCO

13 doe s  not obje ct to conditions  9(A) a nd (B) a s  propos e d by MWD. RUCO obje cts  to the  re ma ining

14 conditions  propose d by MWD (9(C-E)) on a pprova l of a  hook-up fe e , ba se d on RUCO's  be lie f tha t

15 the  Commission should not de tennine  the  issues ra ised by those  proposed conditions outside  of a  ra te

1 6 ca s e .

17 RUCO a s s e rts  tha t MWD's  re que s t tha t the  Commis s ion compa re  the  Compa ny's  a nd

18 MWD's  cos t e s tima te s  s hould be  re je cte d a s  unre a s ona ble  a nd contra ry to ra te ma king principle s .

19 RUCO s ta te s  tha t MWD's  reques t cons titute s  a  reques t for a  prudence  de te rmina tion. RUCO a rgues

20 tha t the  Commiss ion need not, and should not, de te rmine  the  prudence  of the  Company's  decis ion to

21 build the  White  Tanks  Project in this  proceeding. RUCO argues  tha t while  evidence  was  presented in

22 this  proce e ding re ga rding e s tima te d cos ts , a nd re ga rding the  pa rtie s ' re s pe ctive  motiva tions  for

23 building the  plant, it is  the  Company, and not MWD, which is  re spons ible  for se rving the  Company's

24 cus tome rs . RUCO is  conce rne d tha t MWD, a s  a n e ntity not re gula te d by the  Commis s ion, is  not

25 subje ct to the  Commiss ion's  ove rs ight, e ithe r for the  ra te s  it will cha rge  or for future  disposa l of the

26 pla nt. RUCO points  out tha t if Arizona -Ame rica n we re  to purcha s e  ca pa city from a  pla nt built by

27 MWD ins te a d of building the  pla nt its e lf, MWD would ha ve  gre a te r ba rga ining powe r tha n the

28 Company, because  it would be  the  sole  source  of tre a tment capacity for the  a rea . RUCO s ta te s  tha t

1 7
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1 this  s itua tion could lead to unnecessa rily high ra tes  for Arizona-American's  cus tomers .

2 E .

3 Sta ff be lieves  tha t the  Commiss ion needs  to decide  only a  s ingle  issue  in this  matte r: whe ther

4 to gra nt Arizona -Ame rica n's  a pplica tion to fund cons truction of a  s urfa ce  wa te r tre a tme nt fa cility

5 through a n incre a s e  in hook-up fe e s  for the  Compa ny's  Agua  Fria  Wa te r Dis trict. The  Agua  Fria

6 Wa te r Dis trict is  loca te d in a n Active  Ma na ge me nt Are a  ("AMA"), which ma ke s  use  of surfa ce  wa te r

S TAFF

7  to  s e rve  th is  te rrito ry a n  a ttra c tive  op tion  fo r the  Compa ny, p rovide d  the  tre a tme n t ca n  be

S ta ff e va lua te d the  Compa ny's  a pplica tion a nd de te rmine d tha t8 a ccomplishe d e conomica lly.

9  Ariz o n a -Ame rica n's  proposa l for cons tructing a nd fina ncing the  pla nt is  a  via ble  proposa l. S ta ff is

10 recommending approva l of the  Company's  reques ted re lie f.

l l S ta ff the re fore  be lie ve s  it is  unne ce ssa ry for the  Commiss ion to cons ide r the  e vide nce  a nd

12 a na lys is  pre se nte d by MWD re ga rding its  e s tima te s  of which e ntity ca n more  e conomica lly build a

13 wa te r tre a tme nt fa cility be ca us e  MWD is  not re gula te d by the  Commis s ion. S ta ff a rgue s  tha t not

14 on ly is  s uch  cons ide ra tion  o f the  e conomic  compa ris on  unne ce s s a ry, bu t tha t it wou ld  be

15 inappropria te . S ta ff points  out tha t the  curre nt dis pute  ha s  come  a bout due  to non-coope ra tion

16 be twe e n two compe ting utility inte re s ts , one  of which is  not re gula te d. S ta ff a rgue s  tha t unde r the se

17 circums ta nce s , a  Commis s ion de te rmina tion on the  ba s is  of wa s te  to the  ge ne ra l public fina nce s

18  would  be  a  ve ry d ifficu lt s ta nda rd  to  e n fo rce  in  a  re gu la to ry s che me  ba s e d  upon  re gu la te d

19 monopolie s .

20 S ta ff a rgue s  tha t a  compa ris on of MWD's  propos a l with the  Compa ny's  pla n is  the re fore

21 la rge ly irre levant. S ta ff furthe r a rgues , however, tha t even if the  Commiss ion were  to conside r such a

22 compa ris on, Arizona -Ame rica n's  pla n is  s upe rior, both in de s ign a nd from a  fina ncia l s ta ndpoint.

23 Sta ff points  out tha t a s  of the  da te  of the  hea ring, MWD's  proposa l lacked specific de ta il, even a s  to

24 its  propos e d s ize , a nd tha t pla ns  for MWD's  propos e d pla nt we re  not a va ila ble  in a ny firm form. In

25 contra s t, Arizona -American's  proposa l for a  13.5 MGD plant, cons is ting of three  tra ins  a t 6.67 MGD

26 e a ch, ha s  a lre a dy be e n de s igne d, compe titive ly bid, a nd a wa rde d to the  lowe s t bidde r. S ta ff a rgue s

27 tha t because  MWD's  proposa l lacks  specifics  and has  not been fina lized, financia l comparison is  a lso

28 difficult. Re ga rding fina ncing cos ts , S ta ff s ta te s  tha t the  ra nge  of inte re s t ra te s  from 3 1/2 to 5

1 8
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1 pe rce nt tha t MWD cla ims  a re  a va ila ble  to  it would  in  a ny e ve nt be  more  e xpe ns ive  tha n  the

2 Compa ny's  propose d hook-up fe e  fina ncing, which is  re ga rde d a s  ze ro cos t ca pita l (S e e  Tr. a t 647-

3 648). In furthe r s upport of its  pos ition, S ta ff points  to the  ina bility of MWD's  fina ncia l witne s s  to

4 a sce rta in tha t the  figure s  he  was  given to use  a s  inputs  to ca lcula te  the  ra te s  MWD would cha rge  for

5 wa te r tre a tme nt a re  the  a ctua l figure s  MWD would us e  in its  bus ine s s  de a lings  with the  wa te r

6 companies  or with its  customers (See Tr. a t 368-369).

7 Sta ff is  recommending approva l of the  Company's  reques ted re lie f, based on its  eva lua tion of

8  the  Compa ny's  a pp lica tion  a nd  S ta ff's  de te rmina tion  tha t Arizona -Ame rica n 's  p ropos a l fo r

9 cons tructing a nd fina ncing the  pla nt is  a  via ble  propos a l. S ta ff doe s  not be lie ve  tha t it would be

10 a ppropria te  for the  Commis s ion to ma ke  a  de te rmina tion re ga rding whe the r Arizona -Ame rica n or

l l MWD should build the  regiona l plant. However, S ta ff recommends  tha t in the  event the  Commiss ion

12 we re  to follow MWD's  sugge s tion to compa re  cos t e s tima te s  a nd some how "a llow" only one  pla nt to

13 be  built, Arizona -Ame rica n's  a pplica tion should a lso be  a pprove d, ba se d on S ta ff's  e va lua tion tha t

14 the  evidence  supports  the  plant be ing built by Arizona -American.

15

16 No pa rty dispute s  tha t MWD is , a s  it de scribe s  itse lf, "a  critica l link in the  wa te r supply of the

17 we s t va lle y re gion," or tha t MWD ha s  provide d e xce lle nt a nd low cos t s e rvice  for ma ny ye a rs . The

18 Commiss ion respects  MWD's  record of se rvice  to its  landowners  and its  continued commitment to its

19 landowners  through its  owne rship of the  Bea rds ley Cana l, crea tion of Lake  P lea sant, and owne rship

20 of Agua  Fria  surfa ce  wa te r rights .

21 In the  conte xt of this  ca s e , howe ve r, MWD's  s pe cula tions  re ga rding the  cos ts  of the  two

22 "compe ting" pla ns  for surfa ce  wa te r tre a tme nt pla nts  a re  not he lpful to our de te rmina tion whe the r it

23 se rve s  the  public inte re s t to approve  Arizona -American's  financing proposa l. As  RUCO s ta te s  in its

24 re ply brie f, Arizona -Ame rica n is  not re que s ting a uthority to build the  pla nt. The  re que s t be fore  us  is

25 a  na rrow one . Arizona -Ame rica n s e e ks  a  gra nt of a uthority to ins titute  a  me thod of fina ncing the

26 cons truction of the  White  Ta nks  P roje ct. In  no  s ma ll pa rt due  to  MWD's  pa rtic ipa tion  in  th is

27 proceeding, we  have  be fore  us  a  record tha t clea rly demonstra te s  the  reasonableness  and viability of

28 Arizona-American's  proposa l for cons tructing and financing the  White  Tanks  Project.

111. ANALYS IS
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1 2

1 3
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1 5

16

No pa rty to this  proce e ding disa gre e s  with MWD tha t it ha s  a  long his tory of low utility ra te s ,

a  public purpose  of se rving the  landowners  of MWD, and a  democra tic s tructure . MWD a rgues  tha t

these  factors  demonstra te  tha t MWD would not charge  Arizona-American ra tes  for trea tment se rvices

highe r than Arizona -American's  cos t of se rvice . Howeve r, we  mus t take  into cons ide ra tion the  facts

tha t MWD's  purpose  and duty is  to se rve  not Arizona-American's  ra tepayers , but its  landowners , and

tha t MWD is  gove rne d by a n e le cte d boa rd not subje ct to the  Commiss ion's  jurisdiction. In contra s t

to  MWD's  duty to its  la ndowne rs  a nd s e lf-gove rna nce  s tructure , Arizona -Ame rica n is  a  public

se rvice  corpora tion with a  lega l duty to provide  adequa te  se rvice  to its  customers  a t reasonable  ra tes ,

while  subje ct to the  Commiss ion's  ra te mddng a nd re gula tory a uthority. MWD is  not subje ct to the

s a me  le ga l obliga tions  re ga rding ra te s  a s  Arizona -Ame rica n. In a ddition, the re  is  no contra ctua l

agreement in place  to a ssure  e ithe r the  Company or the  Commiss ion of a  firm price  tha t MWD would

cha rge  for tre a tme nt s e rvice s . We  a cknowle dge  MWD's  a rgume nt tha t Arizona -Ame rica n like wise

ha s  not provide d MWD a  firm tre a tme nt price . Howe ve r, the  ra mifica tions  of the  la ck of a  firm price

diffe r for a  non-re gula te d ve rsus  a  re gula te d e ntity. While  the  Commiss ion ha s  ongoing ove rs ight

ove r Arizona -Ame rica n's  fa cilitie s  a nd s e rvice s , if MWD's  s e rvice  ra te s  we re  to incre a s e  in the

future , ne ithe r the  Commiss ion nor Arizona -Ame rica n's  ra te pa ye rs  would ha ve  a  me a ns  of insuring

18

19

20

21

22

23

17 the  rea sonableness  of the  ra te s .

MWD's  a s s e rtions  a nd  a rgum e nts  do  no t p rov ide  a  ba s is  fo r de n ia l o f Arizona -Am e rica n 's

re q u e s t  o r fo r th e  g ra n t  o f a n y o f th e  re lie f re q u e s te d  b y MW D,  with  th e  e xc e p tio n  o f MW D's

re com m e nda tion tha t hook-up fe e s  s hould  be  s ubje c t to  re fund,  s hould  the  Com m is s ion de te rm ine

tha t lowe r fe e s  a re  a ppropria te . S im ila rly,  Arizona -Am e rica n 's  a rgum e nts  a nd  a s s e rtions  do  no t

provide  a  ba s is  for a  finding tha t it would be  im prude nt for Arizona -Am e rica n to purcha s e  tre a tm e nt

s e rvice s  from  MWD. Ultim a te ly, it is  Arizona  Am e rica n 's  bus ine s s  de c is ion whe the r to  build its  own

fa c ility o r pu rc ha s e  tre a tm e n t s e rv ic e s  from  MW D. As  with  a ll bus ine s s  de c is ions  o f re gu la te d24

25 utilitie s , the  prude nce  of the  Compa ny's  de cis ion will be  subje ct to e xa mina tion, if ne ce s sa ry, in a

26 future  ra te  proce e ding.

27 Iv. C O N C L U S IO N

28 Arizona -Am e rica n is  a  public  s e rvice  corpora tion.  As  a  re gula te d utility,  it ha s  a n obliga tion

20
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* * * * * * * * =l= *

FINDINGS  OF FACT

1 .

1 to provide water utility service to its  cus tomers  at reasonable rates . The Company has  demonstrated a

2 need to build the proposed plant and has  presented a  sound plan by which to finance its  cons truction.

3 We find tha t it is  in the  public inte res t to approve  Arizona-American's  reques ts  for approva l

4 of an increase  to its  exis ting Water Facilities  Hook-Up Fee , for accounting orders , and for 2008 ra te

5 cas e  filing requirements . The  record evidence  in this  proceeding s upports  approva l. We need not,

6 a nd do not, ma ke  a  de te rmina tion he re  re ga rding the  s upe riority of one  pa rty's  pla n for a  s urfa ce

7 wa te r trea tment plant ove r anothe r, or rega rding the  Company's  prudence  in exe rcis ing its  chos en

8  o p tio n .

9

10 Ha ving cons ide re d the  e ntire  re cord he re in a nd be ing fully a dvis e d in the  pre mis e s , the

l l Commiss ion finds , concludes , and orders  that:

1 2

13 Arizona -Ame rica n is  a  public s e rvice  corpora tion e nga ge d in providing wa te r a nd

14 was tewate r utility s e rvices  to the  public in portions  of Maricopa , Mohave , and Santa  Cruz Counties ,

15 Arizona , purs ua nt to va rious  Ce rtifica te s  of Conve nie nce  a nd Ne ce s s ity ("CC&Ns ") gra nte d to

16 Arizona-American and its  predecessors  in interes t. The  Company presently provides  utility service  to

17 approximately 100,000 water cus tomers  and 50,000 sewer cus tomers  in Arizona.

18 2. Arizona-American's  Agua  Fria  Dis trict is  loca ted in the  deve loping wes te rn Phoenix

19 metropolitan area  between the  White  Tank Mountains  and the  101 Expressway, mos tly to the  north of

20 Inte rs ta te  10.

2 1 3 .

22 the  Commis s ion.

23 4. By Procedural Order issued December 19, 2005, a procedural schedule was  set for the

24  p roc e s s ing  o f the  a pp lic a tion , whic h  inc lude d  a  he a ring  on  the  a pp lic a tion , pub lic  no tic e

25 requirements , and intervention deadlines .

26 5. Intervention was  granted to RUCO by Procedural Order issued January 10, 2006.

27 6. On J anua ry 23, 2006, the  Company tiled a  Confirma tion of Ma iling and Affidavit of

28 Publica tion indica ting tha t public notice  of the  he a ring wa s  a ccomplis he d in a ccorda nce  with the

On Octobe r 11, 2005, Arizona -American filed the  above -captioned applica tion with

2 1
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1 requirements  se t forth in the  December 19, 2005, Procedura l Order.

2 7. On Fe brua ry 10, 2006, RUCO file d Dire ct Te s timony of its  witne s s  on the  Octobe r,

3 2005 applica tion.

4 8. Also on February 10, 2006, S ta ff tiled a  S ta ff Report on the  October, 2005 applica tion.

5 9. On Ma rch 2 , 2006, a  P re -He a ring  Confe re nce  conve ne d a t the  time  s e t by the

6 De ce mbe r 19, 2005, P roce dura l Orde r.

7 10. By Procedura l Order issued March 2, 2006, the  Company's  request tha t the  procedura l

8 schedule  in this  matter be  suspended, due  to issues tha t had arisen be tween the  Company and MWD,

9 wa s  gra nte d.

10 11. On S e pte mbe r 1, 2006, a fte r the  filing of s e ve ra l s ta tus  re ports , a nd following a

11 P roce dura l Confe re nce  he ld on Augus t 1, 2006, the  Compa ny file d a  Re vis e d Applica tion in this

12 docke t.

13 12. On September 14, 2006, a  Telephonic Procedural Conference  was held for the  purpose

14 of discuss ing the  appropria te  process  for a  Commiss ion de te rmina tion in this  docke t. The  Company,

15 RUCO and S ta ff a ttended. The  pa rtie s  agreed to confe r and e ithe r jointly file  a  proposed procedura l

16 schedule , or tile  separate  proposals in the event no agreement was reached.

17 13. On September 25, 2006, S ta ff filed a  Joint Request for a  Procedura l Order on beha lf of

18 S ta ff, RUCO, a nd the  Compa ny. The  Joint Re que s t s ta te d tha t the  pa rtie s  did not be lie ve , a t tha t

19 time , tha t a n e vide ntia ry he a ring wa s  ne ce s sa ry. The  Joint Re que s t propose d tha t S ta ff file  a  S ta ff

20 Re port a nd S ta ff Re comme nde d Orde r by Octobe r 27, 2006, tha t the  Compa ny a nd RUCO file

21 re s pons e s  to  the  filing  by Nove mbe r 6 , 2006; a nd  tha t if the re  we re  d is pu te d  is s ue s , tha t a

22 Recommended Opinion and Orde r be  prepa red by the  Hea ring Divis ion.

23 14. On Octobe r 5, 2006, a  P roce dura l Orde r wa s  is sue d ge ne ra lly a dopting the  pa rtie s '

24 re comme nda tions , a nd s ta ting tha t the  He a ring Divis ion or the  Commis s ion might de te rmine  tha t

25 additiona l information or a  hea ring may be  required in this  ma tte r prior to a  Commiss ion Decis ion.

26 15. On Octobe r 27, 2006, S ta ff file d a  S ta ff Re port a nd S ta ff Re comme nde d Orde r,

27 recommending approva l of the  Colnpany's  proposed hook-up fee  and accounting orde r a s  reques ted

28 in the  Revised Applica tion.

22
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1 16. Be twe e n Octobe r 23, 2006 a nd De ce mbe r 6 , 2006, Applica tions  to  Inte rve ne  in  th is

2 p roc e e d ing  we re  tile d  by P u lte ,  CHI,  Courtla nd ,  Ta ylo r Woodrow, Tre nd , Fu lton ,  S uburba n  a nd

3 We s tcor/S urpris e . The s e  pa rtie s  we re  a ll gra nte d inte rve ntion.

4 17. On Nove mbe r 8, 2006, MWD file d a n Applica tion for Le a ve  to Inte rve ne .

5 18. On Nove mbe r 29, 2006, the  Compa ny file d a  Re que s t for Expe dite d He a ring. In tha t

6 filing ,  the  Compa ny withd re w its  p rio r oppos ition  to  MWD's  App lic a tion  fo r Le a ve  to  In te rve ne .

7 The  Compa ny's  Re que s t include d a  lis t of is s ue s  for he a ring a nd a  propos e d he a ring s che dule .

8 19. Inte rve ntion wa s  gra nte d to the  De ve lope rs  a nd MWD.

9 20. O n  De c e m b e r 1 3 ,  2 0 0 6 ,  a  P ro c e d u ra l O rd e r wa s  is s u e d  s e tt in g  a  P re h e a rin g

10 Confe re nce  for De ce mbe r 21, 2006.

11 21. A P re -He a ring Confe re nce  wa s  he ld  a s  s che dule d on De ce mbe r 21, 2006. Arizona -

12 Am e ric a n ,  MWD, CHI,  Cou rtla nd ,  Ta ylo r/Woodrow, Fu lton ,  RUCO a nd  S ta ff a ppe a re d  th rough

13 couns e l a nd dis cus s e d s e ve ra l proce dura l ma tte rs  re la ting to the  he a ring. The  pa rtie s  a ls o a ddre s s e d

14 the  pos s ib ility of s e ttling  s ome  d is pute d  is s ue s , a nd  we re  informe d of the  ne ce s s ity of provid ing

15 notice  a nd a n opportunity for pa rtic ipa tion of a ll pa rtie s  in a ny s e ttle me nt dis cus s ions  tha t might be

16 he ld.

17 22. On De ce mbe r 21, 2006, a  P roce dura l Orde r wa s  is s ue d s e tting a  he a ring for Ma rch 19,

18 2007, and s e tting a s s ocia ted procedura l deadline s .

19 23. On  J a nua ry 11 , 2007 , the  Compa ny tile d  a n  Affida vit o f P ub lic a tion  ve rifying  tha t

20 notice  of this  proce e ding wa s  publis he d in a ccord with the  re quire me nts  of the  De ce mbe r 21, 2006

21 P roce dura l Orde r.

22 24. Between Janua ry 22, 2007 and March 12, 2007, the  pa rtie s  profiled Direct, Rebutta l,

23 a nd S urre butta l te s timonie s .

24 25. On Ma rch 14, 2007, Arizona -Ame rica n file d a n Obje ction to Da ta  Re que s ts .

25 26. O n  Ma rc h  1 4 ,  2 0 0 7 ,  MWD file d  a  Mo tio n  to  S trike  a n d  Alte rn a tiv e  Mo tio n  fo r

26 Expe dite d Dis cove ry.

27 27. On Ma rch 15, 2007, Arizona -Ame rica n tile d its  Re s pons e  to Motion to S trike .

28 28. .  The  he a ring  in  th is  ma tte r c onve ne d  a s  s c he du le d  on  Ma rc h  19 ,  2007 ,  be fo re  a n

23
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1 authorized Adminis tra tive  Law Judge  of the  Commiss ion, and concluded on March 26, 2007. At the

2 he a ring, MWD withdre w its  Motion to S trike  ba s e d on the  Compa ny's  a gre e me nt to provide  da ta

3 responses to MWD. The  parties  appeared through counse l, presented tes timony, and cross-examined

4 witne s s e s .

5 29. On Ma rch 28, 2007, MWD file d La te -File d Exhibits  D-52 a nd D-53.

6 30. Arizona -American, Pulte , Trend, CHI, Courtland, Taylor/Woodrow, Fulton, Suburban,

7 We s tcor, MWD, RUCO, a nd S ta ff file d clos ing brie fs .

8 31. On April 27, 2007, re ply brie fs  we re  tile d by Arizona -Ame rica n, CHI, Courtla nd,

9 Ta ylor/Woodrow, Tre nd, MWD, a nd RUCO.

10 32. On April 30, 2007, Arizona -American filed a  Supplement to Reply Brie f.

l l 33. Arizona -Ame rica n re que s ts  a uthoriza tion to re cord pos t-in-s e rvice  AFUDC on the

12 excess  of the  cons truction cos t of the  White  Tanks  P roject (including deve lopment, s ite  a cquis ition,

13 de s ign, compa ny la bor, ove rhe a ds , a nd AFUDC) ove r the  a mount of dire ctly re la te d hook-up fe e s

14 colle cte d through De ce mbe r 31, 2013, or the  da te  tha t ra te s  be come  e ffe ctive  subse que nt to a  ra te

15 ca se  tha t include s  80 pe rce nt (ba se d on e s tima te d cos t) of the  White  Ta nks  P roje ct in ra te  ba se ,

16 whiche ve r come s  firs t.

17 34. Arizona -Ame rica n re que s ts  a uthoriza tion to e xclude  from ra te  ba se  the  contribution

18 ba la nce  of hook-up fe e s  dire ctly re la te d to the  White  Ta nks  P roje ct colle cte d s ubs e que nt to the

19 e ffective  da te  of a  decis ion in this  case  ove r the  aggrega te  of (1) cons truction expenditures  (including

20 de ve lopme nt, s ite  a cquis ition, de s ign, compa ny la bor, ove rhe a ds , a nd AFUDC) for the  sa me  pe riod

21 tha t a re  included in ra te  base  and (2) any costs  deemed imprudently incurred from contributions  used

22 to ca lcula te  ra te  ba s e  until De ce mbe r 31, 2013. The  Compa ny's  wording "contribution ba la nce  of

23 hook-up fe e s  dire ctly re la te d to the  White  Ta nks  P roje ct" s e e ms  to pre s ume  tha t the re  ma y be , a t

24 some  future  da te , a  ba la nce  of hook-up fe e s  tha t is  dire ctly re la te d to the  White  Ta nks  P roje ct, but

25 tha t is  not pa rt of the  "contribution ba la nce ." While  the  Compa ny ma y propose , a t some  future  da te ,

26 s ome  me cha nis m which ma y re s ult in s uch a  ba la nce  of hook-up fe e s , the re  is  no s uch propos a l

27 pe nding, a nd no Commis s ion de te rmina tion on s uch a  propos a l. Our a pprova l of the  Compa ny's

28 re que s t for a n a ccounting orde r he re in should not be  vie we d a s  a  pre -de te nnina tion of a ny liga ture

24
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1 re que s t.

2 35. Arizona -Ame rica n re que s ts  tha t the  Commis s ion re quire  Arizona -Ame rica n, a s  pa rt of

its  2008 Agua  Fria  ra te  ca s e  filing, to include  a  propos a l to a djus t the  Wa te r Fa cilitie s  Hook-Up Fe e3

4 Ta riff, ba s e d on informa tion known to tha t da te , including:

5

6

7

8

9

10 36.

11

12

13

1) Actua l to-da te  and remaining plant costs ,

2) The  e ffects  of any third-party trea tment contracts ,

3) Actua l hook-up fee  collections ,

4) Revised projected customer additions and meter preferences, and

5) Future  Agua  Fria  Wate r Dis trict capita l requirements .

Arizona -American reques ts  tha t the  Commiss ion require  Arizona -American, a s  pa rt of

its  2008 Agua  Fria  ra te  ca se  filing, to include  a  propose d me cha nism, s imila r to the  Commiss ion's

ACRM proce dure , to de fe r a nd subse que ntly re cove r O&M e xpe nse  incurre d for the  White  Ta nks

Project until such expenses can be placed in base rates.

14 37. It  is  in  the  pub lic  in te re s t to  a pp rove  Ariz ona -Am e ric a n 's  re que s ts  fo r a c c oun ting

15 orde rs .

16 38. It is  in the  public  inte re s t to a uthorize , but not re quire , Arizona -Am e rica n to m a ke  the

18 39.

20 40.

2 1

17 2008 ra te  ca se  filings  it re que s ts .

S e v e ra l o f th e  De v e lo p e rs  h a v e  p a id  h o o k-u p  fe e s  to  Ariz o n a -Am e ric a n  u n d e r

19 Arizona -Am e rica n's  e xis ting Wa te r Fa cilitie s  Hook-Up Fe e  Ta riff for de ve lopm e nt proje cts .

It is  re a s ona ble  to re quire  Arizona -Am e rica n to cha rge  de ve lope rs  for hook-up fe e s  in

a ccorda nce  with the  ta riffs  in e ffe ct a t the  time  pa yme nt of such fe e s  is  re quire d pursua nt to the  te rms

of the  a pplica ble  LXA.

41 b

22

23

24

25

26 42.

27

28

It is  re a s ona ble  to  re quire  tha t a ny true -up of hook-up fe e s  which  we re  pa id  prior to

the  e ffe ctive  da te  of the  ne w Wa te r Fa cilitie s  Hook-Up Fe e  Ta riff a pprove d by this  De cis ion be  ba s e d

on the  hook-up fe e  ta riff in e ffe ct a t the  time  the  hook-up fe e  pa yme nt wa s  ma de .

The re  is  a  ne e d  for a  coordina te d  pota ble  groundwa te r procure m e nt progra m  in  the

Agua  Fria  Dis tric t. Accordingly, in orde r to pre s e rve  groundwa te r re s ource s , a s  we ll a s  to ne ga te  the

ne ce s s ity a nd  e xpe ns e  of ha v ing  a dditiona l a nd  pos s ib ly re dunda nt we lls  d rille d  in  the  Agua  F ria

25
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1 Dis trict, it is  rea sonable  to require  Arizona -American, a s  the  ce rtifica ted wa te r se rvice  provide r in the

2 a re a , to coordina te  with a ll inte re s te d pa rtie s  in a  re giona l pla nning proce ss  to a ddre ss  groundwa te r

3 issues  in conjunction with the  construction of a  surface  wate r trea tment plant.

4 43. It is  reasonable  to require  Arizona-American to address  the  wa te r supply issues  ra ised

5 by the  Deve lope rs , in the  manner se t forth in the  Orde ring Pa ragraphs  be low.

44. The  Compa ny re que s ts , a nd S ta ff re comme nds  a pprova l of, the  following Wa te r6

7 Fa cilitie s  Hook-Up Fe e  Ta riff:
Me te r S ize

5/8 x 3/4-inch
3/4-inch
1 -inch

1 1/2-inch
2-inch
3-inc h
4-inch

6-inch or la rge r

$ 3,280
4,920
8,200

16,400
26,240
52,480
82,000

164,000

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

45. RUCO re comme nds  a pprova l of a  Wa te r Fa cilitie s  Hook-Up Fe e  Ta riff which would

colle ct highe r fe e s , be ginning with $4,700 for a  5/8 by 3/4-inch me te r, be ca use  highe r fe e s  would

re sult in sma lle r AFUDC accrua ls .

23

24

46. We  find the  Wa te r Fa cilitie s  Hook-Up Fe e  Ta riff re comme nde d by the  Compa ny a nd

Staff to be  reasonable , and will adopt it.

47. It is  in the  public inte re s t to a pprove  Arizona -Ame rica n's  re que s t for a uthoriza tion to

implement the  Wate r Facilitie s  Hook-Up Fee  Ta riff a s  discussed he re in a s  a  means  of financing the

White  Tanks  Project.

48. A hook-up fe e  ta riff ha s  a lre a dy be e n a pprove d for the  Agua  Fria  Dis trict in De cis ion

No. 66512 (Nove mbe r 10, 2003). The  funds  re ce ive d from the  propos e d hook-up fe e s  will be

sepa ra te ly recorded as  CIAC, and the re fore  Arizona-American will not be  entitled to ea rn a  re turn on

the  hook-up fe e s . As  s uch, the  hook-up fe e  funds  a re  re ve nue  ne utra l a nd will not incre a s e  or

decrease  the  Company's  revenues  or expenses . Hook-up fees  accounted for as  CIAC are  ana logous

to funds rece ived from main extension agreements  with developers  tha t a re  trea ted as  advances in a id

of cons truction ("AIAC"). S ince  no fa ir va lue  de te rmina tion is  ma de  with re spe ct to AIAC iiunds , a

fa ir va lue  finding is  not required for hook-up fees  booked as  CIAC.

25

26

27

28

26
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1

2

3

4

6

7

8

49. MWD ma ke s  a  cla im tha t Arizona -Ame rica n is  viola ting its  curre nt hook-up fe e  ta riff.

MWD's  cla im wa s  ra is e d for the  firs t time  on brie f, a nd is  the re fore  not prope rly a ddre s s e d in this

proceeding, which was not noticed as  a  compla int.

50. The  re cord  in  th is  p roce e d ing  doe s  no t s upport de n ia l o f Arizona -Ame rica n 's

5 re que s te d re lie f a s  propose d by MWD.

51. It is  a ppropria te , re a s ona ble , a nd in the  public inte re s t to re quire  tha t hook-up fe e s

collected under the  Wate r Facilitie s  Hook-Up Fee  Tariff approved he re in should be  subject to re fund,

should the  Commission de termine  in a  future  proceeding tha t lower fees  a re  appropria te .

The  record in this  proceeding does  not support the  grant of any othe r re lie f reques ted9 52.

1 0  b y MW D.

11 The  record in this  proceeding does  not support the  request by Pulte  to require  Arizona-

12 Ame rica n to ins titute  a  bla nke t policy of offs e tting hook-up fe e s  by the  cos t of contribute d off-s ite

53.

13

14

fa cilitie s . P ulte  is  not pre clude d from ra is ing this  is s ue  in e ithe r a n informa l or a  fonta l dis pute

resolution process  ava ilable  a t the  Commission.

15 CONCLUS IONS  OF LAW

16 Arizona -Ame rica n is  a  public se rvice  corpora tion within the  me a ning of Article  XV of

17 the Arizona Constitution and A.R.S. §§ 40-281, 40-282, 40-301 and 302.

18 2. The  Commiss ion has  jurisdiction ove r Arizona-American and the  subject ma tte r of the

19 a pplica tion.

20

2 1 4.

22

23

24

Notice  of the  a pplica tion wa s  give n in a ccorda nce  with the  la w.

Arizona  Cons titu tion ,  Arizona -Am e rica n 's  p ropos e d  Wa te r F a c ilitie s  Hook-Up F e e s ,  which  will be

b o o ke d  a s  c o n trib u tio n s  in  a id  o f c o n s tru c tio n ,  d o  n o t c o n s titu te  ra te s  th a t re q u ire  a  fa ir v a lu e

de te rmina tion prior to a pprova l.

25

26 Arizona  Cons titution, it is  jus t, re a sona ble , a nd se rve s  the  public inte re s t to a pprove  the  ne w Wa te r

27 Fa cilitie s  Hook-Up Fe e  Ta riff a s  a  me a ns  of fina ncing the  propose d White  Ta nks  P roje ct in a ccord

28 with the  discussion here in.

5.

1.

3.

27
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1

2 IT IS  THEREFORE ORDERED tha t the  a pp lica tion of Arizona -Am e rica n Wa te r Com pa ny

3 for a uthority to imple me nt a  Wa te r Fa cilitie s  Hook-Up Fe e  Ta riff in a ccord with the  dis cus s ion he re in

4 as  a  means  of financing the  White  Tanks  Project sha ll be , and hereby is , approved.

5 IT IS  FURTHER ORDERED tha t funds  colle cte d purs ua nt to the  Wa te r Fa cilitie s  Hook-Up

6 Fe e  Ta riff a pprove d he re in a re  s ubje ct to re fund in the  e ve nt tha t the  Commis s ion de te rmine s  in a

7 future  proceeding tha t lower fees  a re  appropria te .

8 IT IS  FURTHER ORDERED tha t with the  e xce p tion of the  p re ce ding  Orde ring  P a ra gra ph,

9 which pa rtia lly g ra nts  re lie f re que s te d by the  Ma ricopa  County Municipa l Wa te r Dis tric t Num be r

10 One , the  re lie f re que s te d by the  Ma ricopa  County Municipa l Wa te r Dis trict Num be r One  s ha ll be ,

l l and hereby is , denied.

12 IT IS  FURTHER ORDERED tha t this  De cis ion doe s  not pre de te rmine  die  a ppropria te ne s s  of

13 any modifica tions  propos ed in the  future  to the  Wate r Facilitie s  Hook-Up Fee  Ta riff approved he re in.

14 IT IS  F UR THE R  O R DE R E D th a t  Ar iz o n a -Am e r ic a n  W a te r  C o m p a n y's  re q u e s t  fo r

15 a uthoriza tion to re cord pos t-in-s e rvice  a llowa nce  for funds  us e d during cons truction on the  e xce s s  of

16 the  cons truction cos t of the  White  Ta nks  P roje ct (including  de ve lopm e nt, s ite  a cquis ition, de s ign,

17 compa ny la bor, ove rhe a ds , a nd a llowa nce  for funds  us e d during cons truction) ove r dire ctly re la te d

18 hook-up  fe e s  c o lle c te d  th roug h  De c e m b e r 31 ,  2013 ,  o r the  da te  tha t ra te s  b e c om e  e ffe c tive

19 s ubs e que nt to a  ra te  ca s e  tha t include s  80 pe rce nt (ba s e d on e s tim a te d cos t) of the  White  Ta nks

20 Project in ra te  base , whichever comes  firs t, sha ll be , and hereby is , approved.

21 IT IS  F UR THE R  O R DE R E D th a t Ariz o n a -Am e ric a n  W a te r  C o m p a n y's  re q u e s t fo r

22 a uthoriza tion to e xclude  from ra te  ba s e  the  contribution ba la nce  of hook-up fe e s  dire ctly re la te d to

23 the  White  Tanks  P roject collected s ubs equent to the  e ffective  da te  of this  Decis ion over the  aggrega te

24 of (1) cons truction e xpe nditure s  (including  de ve lopm e nt, s ite  a cquis ition, de s ign, com pa ny la bor,

25 overheads , and a llowance  for funds  us ed during cons truction) for the  s ame  pe riod tha t a re  included in

26 ra te  ba s e  a nd (2) a ny cos ts  de e me d imprude ntly incurre d from contributions  us e d to ca lcula te  ra te

27 base  until December 31, 2013, sha ll be , and hereby is , approved.

28 IT IS  FURTHER ORDERED tha t Arizona -Ame rica n Wa te r Compa ny is  he re by a uthorize d to

ORDER

28 DECISION NO.



DOCKET NO. W-01303A-05-0718

1 file , a s  pa rt of its  2008 Agua  Fria  Wa te r Dis trict ra te  ca s e  filing, a  propos a l to a djus t the  Wa te r

2  Fa cilitie s  Hook-Up Fe e  Ta riff a pprove d  he re in . If s u ch  a  p ro p o s a l is  file d ,  it s h a ll in c lu d e

3 informa tion necessa ry to a llow the  Commiss ion to adjus t the  Wa te r Facilitie s  Hook-Up Fee Ta riff a s

4 ne ce s s a ry, ba s e d on the  be s t informa tion a va ila ble  a t the  time , including, but not limite d to, the

5 following

6

7

1) Actua l to-da te  and remaining plant costs

2 ) The  e ffects  of any third-party trea tment contracts

3) Actua l hook-up fee  collections

4 ) Revised projected customer additions and meter preferences, and

5) Future  Agua  Fria  Wate r Dis trict capita l requirements

IT IS  FURTHER ORDERED tha t Arizona -Ame rica n is  he re by a uthorize d to file , a s  pa rt of its

12  2008  Agua  Fria Wa te r Dis trict ra te case tiling, a  propose d me cha nism to de fe r a nd subse que ntly

13 re cove r Ope ra tions  a nd Ma inte na nce  Expe ns e  incurre d for the  White  Ta nks  P roje ct until s uch

14 expenses can be  placed in base  ra tes

15 IT IS  FURTHER ORDERED tha t this  Decis ion does  not prede te rmine  the  necess ity for or the

16 appropria teness  of any mechanism proposed in the  future  by Arizona -American Wa te r Company for

17 recovery of Opera tions  and Maintenance  Expense  incurred for the  White  Tanks  Project

18 IT IS  FURTHER ORDERED tha t the  re que s t by P u lte  Home s  Corpora tion  to  re qu ire

19 Arizona -American Wa te r Company to ins titute  a  blanke t policy of offse tting hook-up fee s  by the  cos t

20 of contributed off-s ite  fa cilitie s  sha ll be , and he reby is , denied

21 IT IS  F URTHE R O RDE RE D th a t Ariz o n a -Ame ric a n  W a te r Co mp a n y s h a ll c h a rg e

22 deve lopers  for hook-up fees  in accordance  with the  ta riffs  in e ffect a t the  time  payment of such fees  is

23 required pursuant to the  te rms of the  applicable  line  extension agreement

24 IT IS  FURTHER ORDERED tha t a ny true -up of hook-up fe e s  which we re  pa id prior to the

25 e ffe ctive  da te  of the  ne w Wa te r Fa cilitie s  Hook-Up Fe e  Ta riff a pprove d by this  De cis ion s ha ll be

26 based on the  hook-up fee  ta riff in e ffect a t the  time  the  hook-up fee  payment was  made

27 IT IS  FURTHER ORDERED tha t Arizona -American Wate r Company sha ll be , and he reby is

28 pre clude d from ins tituting a  ne w se rvice  mora torium on the  initia l hook-ups  in circums ta nce s  whe re

10

29 DECISION NO



W
|¢

*e

DOCKET NO. W-01303A-05-0718

1

2

3

4

5

6

7

8

9

1 0
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13

the  de ve lope r ha s  s upplie d the  re quire d wa te r to s e rve  the  incre a s e d de ma nd of a  ne w proje ct

pursuant to a  line  extension agreement.

IT IS  FURTHER ORDERED tha t Arizona -Ame rica n  Wa te r Compa ny s ha ll re vie w its

exis ting line  extension agreements  in the  Agua  Fria  Wate r Dis trict tha t require  deve lopers  to drill new

wells , in order to de te rmine  whether it is  feasible  to amend those  line  extension agreements  to reduce

the  number of required wells , in coopera tion with the  parties  to those  line  extension agreements .

IT IS  F URTHE R O RDE RE D th a t,  in  c o n ju n c tio n  with  th e  re vie w o f lin e  e xte n s io n

agreements  required by the  previous  Orde ring Pa ragraph, Arizona -American Wa te r Company sha ll

cons ide r whe the r the re  exis t le ss  cos tly a lte rna tives  for the  utility and the  deve lopers  to supply wa te r

for new deve lopments  in orde r to minimize  and othe rwise  supplant the  number of new we lls  tha t will

ne e d to be  drille d in the  Agua  Fria  Dis trict. In the  cours e  of this  re vie w, Arizona -Ame rica n Wa te r

Compa ny s ha ll cons ide r a  propos e d 3.5 mile  continge ncy pipe line  a lte rna tive  in re la tion to the

requirement for new we lls  to be  drilled in the  southe rn portion of the  Agua  Fria  Dis trict.
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ICCOMMISSIONERCOMMISSIONER

IN WITNESS WHEREOF, 1, DEAN s. MILLER, Interim
Executive Director of the Arizona Corporation Commission,
have hereunto set my hand and caused the official seal of the
Commission to be affixed at the Capitol, in the City of Phoenix,
this day of , 2007.

DEAN s. MILLER
INTERIM EXECUTIVE DIRECTOR

DISSENT

DISSENT
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1 IT IS  FURTHER ORDERED tha t Arizona -Ame rica n  Wa te r Compa ny s ha ll us e  its  be s t

2 e fforts  to coordina te  with a ll inte re s te d pa rtie s , including the  Ma ricopa  County Municipa l Wa te r

3 Dis trict Number One , in a  regiona l planning process  to obta in both short-te rm and pe rmanent wa te r

4 supplie s  to nega te , whe re  poss ible , the  need to drill additiona l we lls  during cons truction of a  regiona l

5 surface  water trea tment plant to se rve  the  Agua  Fria  Water Dis trict.

6 IT IS  FURTHER ORDERED tha t this  De cis ion sha ll be come  e ffe ctive  imme dia te ly.

7 BY ORDER OF THE ARIZONA CORP OR.ATION COMMIS S ION.
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