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IN THE MATTER OF THE APPLICATION OF
CHAPARRAL CITY WATER COMPANY,
INC. FOR A DETERMINATION OF THE FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES FOR UTILITY
SERVICE BASED THEREON.

MOTION TO SUSPEND TIME CLOCK

1 0

11 Arizona Corporation Commission Staff ("Staff') hereby requests that the Commission

12 suspend the  time-clock in the  above -captioned proceeding. This  suspens ion is  appropria te  because

13 Chaparral City Water Company ("Company") has another proceeding pending (Docket No. W-

14 02113A-04-0616) in which its rates are at issue. The  fa ct tha t the  s che dule s  for the s e  two

15 proceedings  ove rlap supports  S ta ff's  reques t.

1 6 I. B AC KG R O UND.
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On Augus t 24, 2004, the  Compa ny tile d a n a pplica tion for a n incre a s e  in ra te s .1 In tha t

proceeding, the  Company asked for an increase  in revenues of $1,773,091, a  28.59 percent increase

By contra s t, S ta ff re comme nde d a  re ve nue  incre a se  of $809,692, a  13.05 pe rce nt incre a se On

S e pte mbe r 30, 2005, the  Commiss ion is sue d De cis ion No. 68176, which gra nte d the  Compa ny a n

increase in revenues of $1 ,107,620 for an increase of 17.86 percent.4

The re a fte r, the  Compa ny a ppe a le d the  Commis s ion 's  de cis ion to  the  Arizona  Court of

23 Appea ls , a sse rting primarily tha t the  Commiss ion had not used the  Company's  fa ir va lue  ra te  base  to
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1 Decis ion No. 68176 a t 1.
2 Id. at 3.
3 Id.
4 Id.
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de te rmine  its  ra tes ." The  Court of Appea ls  agreed with the  Company, in pa rt, and remanded the  case

to the  Commission." A hearing on the  remand is  scheduled to commence  on January 28, 2008

On or about September 26, 2007, the  Company filed a  new applica tion for an increase  in ra tes

in  Docke t No . W-02 ll3A-07-055 l. S ta ff is s ue d a  s ufficie ncy le tte r on Octobe r 26, 2007. S ince

be ginning its  re vie w of the  Compa ny's  ra te  a pplica tion , S ta ff ha s  be gun to  fore s e e  pote ntia l

complica tions  be tween these  two s imultaneous ly pending proceedings . As  a  re sult, S ta ff re spectfully

requests that the  time-clock for the  pending ra te  case  be  suspended for the  reasons se t forth below

A.A.C. R14-2-103
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A.A.C. R14-2-l03(B)(l1)(g) s ta te s  tha t the  "time  pe riods  pre scribe d by subse ction (B)(l l)(a )

sha ll not be  a pplica ble  to a ny filing submitte d by a  utility which ha s  more  tha n one  ra te  a pplica tion

a llow S ta ff s u ffic ie n t time  to  re vie w e a c h  a p p lic a tio n  in d e p e n d e n tly p rio r to  ma kin g  its

recommenda tion and to prevent premature  de te rmina tions  on cases  tha t may s ignificantly a ffect one

anothe r. Although S ta ff recognizes  tha t the  remand proceeding is  not a  ra te  case  in the  s trict sense

S ta ff s ugge s ts  tha t the  re ma nd proce e ding-which conte mpla te s  a  pote ntia l a djus tme nt to  the

Compa ny's  ra te s -is  in s ubs ta nce  ve ry s imila r to a  ra te  ca s e . S ta ff s ugge s ts  tha t the  complica ting

e ffects  of undertaking the  ra te  case  during the  pendency of the  remand proceeding is  the  ve ry re sult

tha t R14-2-l03(B)(l l)(g) is  de s igne d to a void

Eve n if R14-2-l03(B)(1l)(g) we re  found to be  ina pplica ble  in the s e  circums ta nce s , othe r

provis ions  of the  time -clock rule s  s imila rly support a  suspens ion. S imultaneous ly pending and inte r

re la te d proce e dings , s uch a s  the  re ma nd proce e ding a nd the  pe nding ra te  ca s e , s hould ce rta inly

qua lify a s  a n "e xtra ordina ry e ve nt" for purpos e s  of R14-2-l03(B)(l l)(e )(ii). In a ddition, the  like ly

issuance  of the  remand orde r in the  mids t of the  pending ra te  case  is  like ly to act a s  an "amendment

to a  filing which changes  the  amount sought by the  utility or substantia lly a lte rs  the  facts  used" as  the

25

26

27
ChaparralCityWater Co. v. Arizona Corp. Comm 'n,No. 1 CA-CC 05-0002, 1]49 at 28 (App. 2007)(unpub1ished

memorandum decision)

28 7 Chaparra l City Water Co., Remand Case, W-02113A-04-0616, Fifth Procedura l Order @2 (October 3, 2007)
S ubs ection (B)(11)(a ) s e ts  forth the  time  in which a  procedura l s chedule  mus t be  is s ued. The  e ffect of R14- 1

103(B)(l1)(g) is  to indefinitely suspend tha t requirement
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basis for the requested rate relief; as described in R14-2-103(B)(ll)(e)(i). Suspension is therefore

appropriate under these provisions as well.

3 111. THE IMPACT OF THE REMAND PROCEEDING ON STAFF'S PREPARATION OF
ITS TESTIMONY IN THE PENDING RATE CASE.
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Conducting the s e  two ma tte rs  concurre ntly will bring a bout a  numbe r of complica tions . In

pa rticula r, the  outcome  of the  re ma nd proce e ding will s ignifica ntly a ffe ct S ta ff's  a na lys is  in the

following a re a s  of the  ra te  ca se : (1) Fa ir Va lue  Ra te  of Re turn, (2) Re ve nue  Re quire me nt, a nd (3)

Rate  Design. These  areas are  discussed in the  following paragraphs.

9 A. The Impact Of The Remand Order On The Determination Of The Fair Value
Rate Of Return.
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The primary-perhaps even exclusive-issue in the remand proceeding is the determination

of the appropriate fair value rate of return. Naturally, it is difficult to predict the outcome of the

remand proceeding with any degree of certainty. There are three parties to that proceeding (the

Company, RUCO, and Staff), and there are four different recommendations regarding an appropriate

fair value rate of return (7.6 percent from the Company, 5.6 percent from RUCO, and 6.34 percent

and 6.54 percent as alternative recommendations from Staff).9 To varying degrees, each of these

recommendations is based upon a different evaluation and/or rationale.
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To de te rmine  the  re ve nue  re quire me nt, one  ge ne ra lly cons ide rs  the  following formula : (Fa ir

Va lue  Ra te  Ba s e ) (Fa ir Va lue  Ra te  of Re turn) + Expe ns e s . Obvious ly, give n the  na ture  of this

formula , one  cannot de te rmine  the  revenue  requirement in the  absence  of the  fa ir va lue  ra te  of re turn.

The  Compa ny ma y a rgue  tha t the  FVROR a na lys is  e ve ntua lly a dopte d in the  re ma nd proce e ding

should be  automa tica lly applied in the  pending ra te  ca se . Howeve r, the  me thod eventua lly adopted

by the  Commiss ion in the  remand proceeding may not necessa rily lend itse lf to automatic applica tion,

without further discovery or eva lua tion, in the  present ra te  case .

The  Commis s ion's  ultima te  dispos ition of the  fa ir va lue  ra te  of re turn is sue , a s  we ll a s  a ny

a s s ocia te d choice  of me thodology, will impa ct S ta ff' s  a na lys is . At this  point, the  outcome  of the

re ma nd proce e ding is  unknown, a nd this  unce rta inty thus  ma ke s  it difficult for S ta ff to comple te ly

28
9 Chaparra l City Water Co., Remand Case, W-02113A-04-0616: Rebutta l, Thomas  Bourassa  @6, Direct, Ben Johnson @
40, Direct, David Parnell @ 5-6, 9.

3



DOCKET no. W-02113A-07-0551

1

2

3

process  the  pending ra te  case . For these  reasons , S ta ff is  conce rned tha t the  unce rta inty a ssocia ted

with the  re ma nd proce e ding will ha ve  a n unfa ir impa ct upon S ta ffs  a bility to proce s s  the  pe nding

ra te  case  in an orderly fashion.

4 B. The Potential Impact Of The Remand Order On The Development Of The
Revenue Requirement.
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There  a re  othe r potentia l impacts  tha t the  remand orde r may have  on the  deve lopment of the

revenue  requirement. Ce rta in e lements  of the  revenue  requirement a re  revenue  dependent and will

va ry if the re  is  any change  in the  revenue  requirement. Any changes  to the  revenue  requirement will

ne ce s s ita te  a djus tme nts  to prope rty ta x, s ta te  income  ta x, a nd fe de ra l income  ta x. Although the se

adjus tments  may appear on the  surface  to be  s imple  reconcilia tions , this  is  not the  case , because  the

applicable  levels  of each of these  taxes are  inter-re la ted.
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For e xa mple , prope rty ta xe s , which a re  ba s e d on re ve nue , will cha nge  in re la tion to a ny

change  in the  revenue  requirement. Likewise , eve ry time  the  prope rty tax de tennina tion is  modified,

the re  mus t be  a  corre s ponding cha nge  to both the  s ta te  a nd fe de ra l income  ta x de te rmina tions .

Ca lcula tion of a  prope r re ve nue  re quire me nt thus  e nta ils  pe rforming time  cons uming ite ra tions  to

de te rmine  the  a ppropria te  le ve ls  of the  inte rde pe nde nt prope rty ta x, s ta te  income  ta x, a nd fe de ra l

17 income tax.

1 8 c. Rate Design.
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Ra te  de s ign is  a lso re ve nue  de pe nde nt. Although compute rs  ha ve  re duce d the  inte ns ive

ma nua l la bor tra ditiona lly a s s ocia te d with ra te  de s ign, the  comple xity of the  multi~tie r ra te  de s ign

typica lly propos e d by S ta ff s till re quire s  e xte ns ive  ma nua l input a nd modifica tions  whe n re ve nue

requirements  change . S imila rly, de pe nding upon the  circums ta nce s , a  cha nge  in the  re ve nue

re quire me nt ma y ca use  a  cha nge  in the  ba s ic ra te  s tructure . Eve n re la tive ly sma ll cha nge s  in the

re ve nue  re quire me nt will re quire  modifica tions  to  the  ra te s  a nd, pote ntia lly, a  more  e xte ns ive

a lte ra tion of the  ra te  s tructure .
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1 D. Ce rta in  In fo rma tio n  Th a t Is  Tvp ic a llv In c lu d e d  In  S ta ffs  Te s timo n v Will No t Be
Ava ilab le  Be fore  The  Remand Orde r Is  Is s ued .
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Typica lly, S ta ff' s  te s timony se ts  forth the  te s t yea r revenue , the  required increase  in revenue ,

a nd the  incre a s e  in the  typica l me dia n a nd a ve ra ge  monthly bills . Although this  informa tion is  not

s trictly necessa ry to a  de te rmina tion of the  revenue  requirement, S ta ff be lieves  tha t the  Commiss ion,

customers , and other parties  may find it useful when considering the  e ffects  of any proposed increase

in ra te s . This  infonna tion, howeve r, will not be  ava ilable  be fore  the  remand orde r is  is sued, because

we do not know what the  Compo;ny's  ra tes  will be  as  a  result of the  Commission's  order on remand.

Assuming tha t the  appropria te  revenue  requirement could be  de te rmined be fore  the  remand

order is  issued,10 one would nonetheless be  unable  to calcula te  the  revenue deficiency, the  percentage

le ve l of incre a s e  a ttributa ble  to tha t re ve nue  de ficie ncy, or the  pe rce nta ge  incre a s e  in the  typica l

me dia n a nd a ve ra ge  monthly bills . This  is  be ca use , until the  re ma nd proce e ding conclude s , we  do

not know the  le ve l of ra te s  tha t will be  gra nte d by the  Commiss ion in its  re ma nd orde r. To s ta te  the

ma tte r diffe re ntly, e ve n if one  we re  a ble  to de te rmine  the  a ppropria te  ra te  le ve l on a  pros pe ctive

bas is , one  would be  unable  to compare  this  recommended prospective  ra te  leve l to the  ra te s  tha t will

result from the  remand proceeding, because  those  ra tes remain undetermined.
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The  Compa ny ma y a rgue  tha t the s e  s orts  of pe rce nta ge  compa ris ons  a re  not ne ce s s a ry.

None the le ss , S ta ff be lieves  tha t the  Commiss ion and the  public may wish to be  able  to compare  any

proposed ra te  increase  resulting from the  pending ra te  case  to the  leve l of ra tes  ultimate ly es tablished

by the  Commiss ion in the  re ma nd proce e ding. Furthe rmore , the se  sorts  of compa risons , while  not

ne ce s s a rily comple x, will like ly re quire  a djus tme nts  to te s t ye a r re ve nue s  a nd a  pote ntia lly time -

consuming cons ide ra tion of the  Compa ny's  bill count, ra te  de s ign, a nd usa ge  pa tte rns  in orde r to

ca lcula te  appropria te  pro forma adjustments .

24 Iv.

25

T HE C UR R E NT S CHEDULES O F THE S E T WO C AS E S -T HE R E MAND
P R O C E E DING  AND THE  P E NDING  R ATE  C AS E -P R E S E NT THE  P O TE NTIAL
F O R  O VE R LAP P ING  C O MP LIC ATIO NS .

26 S ta ffs  te s timony in the  ra te  ca s e  is  curre ntly due  on Ma y 7, 2008. S ta ff a s s ume s  tha t the

27 curre nt proce dura l orde r a nticipa te s  tha t S ta ff will file  comple te  te s timony (i.e ., including fa ir va lue

28
10 Because of the uncerta inties  surrounding the fa ir va lue ra te of return, S ta ff does  not concede tha t this  is  neces sa rily
achievable. See  supra  Section III.A.
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ra te  of re turn, appropria te  revenue  requirement leve ls  of prope rty tax, s ta te  income  tax, and fede ra l

income  ta x; ra te  de s ign, a nd pe rce nta ge  compa ris ons  be twe e n re comme nde d ra te s  a nd the n-

applicable  ra te s ). The  current procedura l schedules  for these  two proceedings  lead to the  probability

tha t S ta ff will ha ve  to re do much of its  te s timony once  the  Commiss ion is sue s  its  fina l orde r in the

6

7

8

9

10

11

12

13

14

15

16

17

18

5 re ma nd proce e ding.

The  re ma nd he a ring is  pre s e ntly s che dule d for J a nua ry 28 a nd 29, 2008. The  re ma nd

proce e ding is  like ly to involve  le ga l is sue s , a nd S ta ff the re fore  a nticipa te s  tha t pos t-he a ring brie fs

will be  both ne ce s s a ry a nd de s ira ble . As s uming tha t the  he a ring is  comple te d in two da ys , S ta ff

a nticipa te s  tha t brie fing would like ly be  comple te d by a pproxima te ly the  middle  of Ma rch. S ta ff

recognize s  tha t, due  to work load cons tra ints  and compe ting prioritie s , it is  difficult to predict exactly

whe n the  fina l orde r in the  re ma nd ma tte r might be  is s ue d. Howe ve r, if the  ALJ  we re  to is s ue  a

re comme nde d orde r within four to s ix we e ks  a fte r the  conclus ion of brie fing, a nd if the  Commiss ion

were  to is sue  a  fina l orde r approxima te ly three  to four weeks  the rea fte r, the  pa rtie s  could potentia lly

rece ive  a  fina l order for the  remand matte r in May. Considering tha t S ta ff' s  te s timony in the  ra te  case

is  currently due  on May 7, 2008, the  potentia l for complica tions  is  clea r.

Furthe rmore , the  above  pa ragraph a ssumes  a  fa irly optimis tic time~table . Any additiona l time

a dde d to the  a bove  a s s umptions  would only e xa ce rba te  the  difficultie s . S ta ff be lie ve s  tha t it is

exactly these  kinds  of circumstances  tha t A.A.C. R14-2-l03(B)(1 l)(g) is  de s igned to avoid.

19 v . C O NC LUS IO N.

20
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S ta ff is  currently ana lyzing this  ra te  case  under a  se t of assumptions  tha t may or may not be  in

conflict with the  ultima te  outcome  of the  re ma nd he a ring. If S ta ff we re  to continue  to process  this

ra te  case  under current conditions , S ta ff' s  eva lua tion would, in a ll probability, be  subj act to revis ion

23
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1 once  the  re ma nd orde r is  is s ue d. S ta ff the re fore  re s pe ctfully re que s ts  tha t the  time -clock on this

matter be  suspended until the  Commission has issued a  fina l order in the  remand proceeding.

RES P ECTFULLY S UBMITTED th is  8  da y of January, 2008.
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10 Origina l a nd thirte e n (13) copie s
of the  fore going we re  file d this

11 33 da y of J a nua ry,  2008  with :
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.fane t"W8gn -, Senior S ta ff Counse l
Ke nya  S  2/Ollins , Attorne y
Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Stree t
Phoenix, Arizona  85007
(602) 542-3402

12

13

Docke t Control
Arizona  Coipora tion  Com m is s ion
1200 We s t Wa shington S tre e t
P hoe nix, Arizona  85007

14

15 Copy of the  foregoing ma iled this
3  d a y o f January, 2008 to:
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Norman D. James
Jay L. Shapiro
Fennemore  Cra ig
3003 North Centra l Avenue , Suite  2600
Phoenix, Arizona  85012
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Scott S . Wakefie ld, Chie f Counse l
Re s ide ntia l Utility Consume r Office
l l10 West Washington, Suite  220
Phoenix, Arizona  85007
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