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FROM: Utilitie s  Divis ion

DATE: September 27, 2000

IN THE MATTER OF THE COMMISSION'S OWN MOTION TO ESTABLISH THE
COMMISSION WATER TASK FORCE (DOCKET no. W-00000C-98-0153)

On April 24, 1998, in  De c is ion No. 60829, the  Arizona  Corpora tion Commis s ion
(Commis s ion) e s tablis hed the  Commis s ion Wa te r Tas k Force  (Tas k Force ). The Task Force
cons is ts  of representatives  of regulatory agencies , the water providers , and water consumers . On
September 22, 1998, the  Tas k Force  he ld its  firs t mee ting. The  Tas k Force  mee tings  were  a ll
noticed Open Meetings .

On October 28, 1999, the Task Force completed its Report for the Commission (Report).
The Report contains recommendations to the Commission on several issues facing Arizona's
water industry. On many issues the Task Force achieved consensus. On other issues, the Report
contains different recommendations from the various Task Force members.

On J a nua ry 5, 2000, the  Ta s k Force  Re port wa s  docke te d a rid dis tribute d to e ve ry
Arizona  wa te r company regula ted by the  Commis s ion. A deadline  of March 15, 2000, was  s e t
for comme nts  on the  Re port to be  file d. Only two wa te r compa nie s  a nd the  Ce ntra l Arizona
P roje ct (CAP ) s ubmitte d comme nts . Arizona  Wa te r Compa ny ge ne ra lly s upports  the  S ta ffs
proposa ls , but does  expres s  some reserva tions . La ke wood Wa te r Compa ny, a  s ma ll wa te r
company in Amado, indica tes  tha t they a re  currently s truggling with the  financia l requirements
to fund necessary capita l improvements . The capita l cos ts  to make improvements  would double
the  ra tes  for the  company's  cus tomers , many of whom are  low-income. The company expresses
inte res t in the  pos s ibility of cons olida tion with other wate r utilitie s . The  CAP genera lly s upports
Staffs  proposals , but they do express  some reservations .

The  Ta s k Force  wa s  d ivide d  in to  thre e  s ubcommitte e s : the  Re gula tory Re form
Subcommittee , the  Cons e rva tion Subcommittee , and the  Wate r Supply Subcommittee . The
Regulatory Reform Subcommittee achieved consensus  on five goals :

• Re duce  the  numbe r of s ma ll, non-via ble  wa te r s ys te ms  through ne w rule s  a nd
procedures .

• Strengthen the  financia l capacity of the  water utility indus try. Ar
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• Provide  gre a te r e mpha s is  on s implifying, s horte ning, a nd re ducing the  cos t of the
ratemaking process .
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Improve consumer education

• Increase interagency coordination

The Conservation Subcommittee focused on developing policies the Commission could
use to encourage water conservation. The Water  Supply Subcommittee focused on issues
relevant to renewable and surface water supply, such as the Central Arizona Proj et

Regulatory Reform Subcommittee

On Pages 3 through 25 of the Report, the Regulatory Reform Subcommittee's
recommendations and discussions are summarized

On Pages  4  through 7  of  the Repor t ,  S ta ff ' s  proposa l on p lacing more s t r ingent
requirements on approval of CC8cNs for new water companies is discussed

Commission Staff recommended the following Commission policy changes concerning
the establishment of new water companies

1. The application for a new CC&N must show that an existing water company cannot
or  will not  serve the a rea  being applied for . T his  showing must  be made by
submitting service rejection letters ham all the "A" size water companies in the state
(there are 3) and at least five of the "B" size companies (there are 20). The five B
size companies contacted should include the B size companies that are geographically
closest to the applicant. The application must a lso be accompanied by service
rejection letters from all the existing water companies within five miles of the area
being requested. In addit ion,  the reject ion let ters must  be accompanied by the
cor responding request  for  service tha t  was made to each of die exis t ing water
companies by the applicant

2. The rates should be set such that Me company should at least break even no later than
its third year of operation. The calcula t ions would be based on the company's
reasonable estimates of customer growth. The company should also be required to
come in for a rate case three years alter serving their first permanent customer

3. Because Staff believes that it is not in the public interest, no new CC&N would be
issued to any company that was affiliated with any other company or person that was
not in total or substantial compliance with Commission and ADEQ requirements
This restriction should apply to CC&N extensions and transfers as well

4. Staff recommends establishing a set of standard service charges for new CC&Ns

5. Staff will work with the ADWR to establish tiered rate structures for new CC&Ns
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S ta ff re commends  tha t the  Commiss ion endorse  S ta ffs  recommenda tions . Furthe r, S ta ff
re que s ts  tha t the  Commiss ion orde r S ta ff to de ve lop (through me e tings  with me mbe rs  of the
indus try, RUCO, and othe r inte re s ted pa rtie s ) a  de ta iled s ta tement of policy on wa te r CC&Ns by
Ma rch 31. 2001. The  de ta ile d s ta te me nt of policy should conform to the  ge ne ra l principa ls  of
S ta ffs  re comme nda tion conta ine d in the  Re port a nd the  a bove  discuss ion. S ta ff me mbe rs  who
are  re spons ible  for process ing new wa te r C C &N reques ts  should be  re spons ible  for conducting
these  meetings and developing the  de ta iled s ta tement of policy.

On P a ge s  8 through 11 of the  Re port, s e ve ra l propos a ls  for providing ince ntive s  for
cons olida tion in  the  wa te r indus try a re  dis cus s e d. S ta ff re comme nds  tha t a n a cquis ition
adjus tment or a  ra te  of re turn premium (but not both) be  a llowed under ce rta in conditions . These
conditions  a re :

• The  acquis ition is  in the  public inte re s t,

• The  a cquis ition will not ne ga tive ly a ffe ct the  via bility of the  a cquire r,

• The  a cquire d s ys te m's  cus tome rs  will re ce ive  improve d s e rvice  in a  re a s ona ble
time fra me ,

• The  purchase  price  is  fa ir and rea sonable  (even though tha t price  may be  more  than
the  origina l cos t le ss  deprecia tion book va lue ) and conducted through an a lms ' length
ne gotia tion,

• The  re cove ry pe riod for the  a cquis ition a djus tme nt should be  for a  spe cific minimum
time  (e .g., twenty yea rs), and

• The acquired company is  a  class  D or E.

S ta ff doe s  not re comme nd a llowing for a cquis ition a djus tme nts  unle s s  a ll of the  a bove
conditions  a re  me t. S ta ff be lie ve s  tha t the  burde n should be  on the  compa ny to prove  tha t a n
a cquis ition a djus tme nt or a  ra te  of re turn pre mium is  in the  public inte re s t. The  public inte re s t
de te rmina tion should a ccount for the  ca pita l inve s tme nts  ne e de d for the  cus tome rs  to re ce ive
improve d s e rvice  a nd the  cos ts  s a vings  the  compa ny is  like ly to re a lize  through e conomie s  of
sca le . Othe r me thods  of encouraging consolida tion include  a llowing for ra te  of re turn premiums
a nd de fe rra l a ccounting orde rs . S ta ff re comme nds  tha t the  Commis s ion e ndors e  S ta ff's
re comme nda tion. Furthe r, S ta ff re que s ts  tha t die  Commiss ion orde r S ta ff to de ve lop, through
meetings  with members  of the  industry. RUCO. and other inte res ted parties , a  de ta iled s ta tement
of policy on a cquis ition a djus tme nts  a nd ra te  of re turn pre miums  by Ma rch 31, 2001. The
de ta iled s ta tement of policy should conform to the  gene ra l principa ls  of S ta ffs  recommenda tion
conta ine d a bove  a nd in the  Re port. S ta ff me mbe rs  who a re  re s pons ible  for re comme nding
approva l or denia l of acquis ition adjus tment requests  should be  responsible  for conducting these
meetings and deve loping the  de ta iled s ta tement of policy.
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Othe r incentives  for consolida tion could be  provided by the  S ta te  Legis la ture . Tax breaks
or cre dits  could be  provide d to compa nie s  tha t choose  to a cquire  sma ll a nd/or fina ncia lly non-
viable  wa te r companies . S ta ff reques ts  tha t the  Commiss ion direct its  Legis la tive  Lia ison to start
a concerted lobbying e ffort to encourage  the  consolida tion of small wa te r companies .

Th e  e s ta b lis h m e n t o f a  fu n d  s im ila r to  th e  Un ive rs a l S e rvic e  F u n d  u s e d  fo r
te le communica tions  a rms , is  a nothe r option for improving the  fina ncia l ca pa city of sma ll wa te r
compa nie s . A fund tha t a ll wa te r compa nie s  pa y into a nd tha t fina ncia lly s tra ppe d compa nie s
could dra w out of for infra s tructure  inve s tme nts  could be  e s ta blis he d. For fa irne s s  purpos e s ,
municipa l wa te r compa nie s  would ne e d to be  include d a s  conMbutors /be ne ficia rie s  of the  fund.
This  would re quire  le gis la tion a s  we ll a s  cha nge s  to the  Commiss ion rule s . S ta ff propose s  this
fund as  an approach the  Commission may want to consider in the  future .

Is sue s  involving prope rty ta xe s  a re  discusse d on P a ge s  12 a nd 13 of the  Re port.  S ta ff
re comme nds  tha t die  Commis s ion's  Le gis la tive  Lia is on be  dire cte d to unde rta ke  a  conce rte d
lobbying e ffort to  ha ve  prope rty ta xe s  on wa te r compa nie s  e limina te d a nd re pla ce d with a
percentage  of revenue  tax. S ta ff a lso recommends  tha t die  Accounting and Ra te s  (A&R) section
of the  Utilitie s  Divis ion  s pons or,  fo r a ny in te re s te d  pa rty, a  s e mina r on  the  ra te ma ldng
implica tions  of prope rty taxes , focus ing on the  problems the  indus try outlines  in the  Report.

On Pages 14 and 15 of the  Report, the  Future  Test Year issue  is  discussed. S ta ff be lieves
tha t the re  is  no ne e d to cha nge  the  pre se nt me thod use d by the  Commis s ion. At pre se nt, the
Commis s ion e mploys  a n his torica l te s t ye a r but doe s  a llow for pro forma  a dditions  for known
a nd me a sura ble  cos ts . It is  S ta ffs  opinion tha t this  is  a  ve ry good combina tion of both his torica l
a nd Mme  te s t ye a rs . P re s e ntly, this  is done  on a case-by-case  basis . S ta ff be lie ve s  tha t this
me thod could be  improve d, the re fore , S ta ff re comme nds  tha t the  Commis s ion orde r S ta ff to
de ve lop a  policy with spe cific re quire me nts  for e xpe nse  cha nge s , re ve nue  cha nge s , a nd pla nt
additions tha t occur a fte r the  tes t year. Such items would include , but a re  not limited to :

1. Method of matching new expenses with new revenues.

2. Revenue  neutra l plant, i.e ., plant to se rve  exis ting, not future , cus tomers .

3. Re ve nue  ne utra l pla nt will be  ins ta lle d within a  s pe cific time fra me , pre fe ra bly one
year.

4. Revenue neutral plant is necessary to provide proper and adequate service to existing
customers.

On Pages  15 and 16 of the  Report, S ta ffs  recommended Gene ric Hook-up Fee  policy is
outline d. Both the  indus try a nd RUCO s upport S ta ffs  re comme nda tion in principa l. S ta ff
be lie ve s  tha t imple me nting this  re comme nda tion will re quire  a  Rule ma king proce e ding. S ta ff
requests  tha t the  Commission order a  rule  making proceeding be  opened to implement a  Generic
Hook-up Fee  policy a long the  line s  of S ta ffs  proposa l.
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On  P a ge s  16  th rough  19  o f the  Re port,  p ropos a ls  fo r p la n t re p la ce me n t fund
mechanisms  a re  discussed. S ta ff recommends  tha t the  Commiss ion adopt a  policy s imila r to the
P e nns ylva nia  P ublic Utilitie s  Commis s ion's  Dis tribution S e rvice  Inve s tme nt Cha rge  (DS IC).
Sta ff requests  tha t the  Commission order a  rule  malting proceeding be  opened to implement rules

for a  DS IC progra m in Arizona .

On Pages  19 and 20 of the  Report, problems associa ted with pas t high deprecia tion ra tes
a re  discusse d. The  indus try offe re d proposa ls  on how to re ctify the se  proble ms , howe ve r, S ta ff
and RUCO found those  approaches  to be  inappropria te . S ta ff be lieves  tha t its  proposed Ra te  of
Re turn  po licy (d is cus s e d  be low) will s o lve  the  p rob le ms  a s s ocia te d  with  pa s t e xce s s ive
de pre cia tion ra te s . All pa rtie s  a gre e d tha t the  Commiss ion should no longe r a pprove  e xce ss ive
deprecia tion ra tes  for small wa te r companies .

On P a ge s  20 a nd 21 of the  Re port, the  pa s s -through me cha nis m a pprove d by the

a t the  time  the  Re port wa s  writte n, only one  compa ny ha d a pplie d for a uthority to a djus t ra te s
unde r the  provis ions  of this  me cha nis m. S ince  the n the  Commis s ion ha s  a pprove d two s uch
a pplica tions  (the y both ha ve  be e n a ppe a le d). The  two a pprove d a pplica tions  we re  for Arizona
Wa te r Compa ny's  Monito ring  As s is ta nce  P rogra m (De cis ion  No. 62141) a nd  Rio  Ve rde
Utilitie s , lnc.'s  CAP  cos t incre a se  (De cis ion No. 62037). Those  two de cis ions  indica te  tha t the

which should mitiga te  the  industrie s  concerns .

On P a ge s  21 a nd 22 of the  Re port, S ta ffs  propos e d Ra te  of Re turn policy is  outline d.
S ta ff be lie ve s  tha t imple me nting  th is  policy will s o lve  the  proble ms  a s s ocia te d  with  h igh
de pre cia tion ra te s  a nd le a d to othe r improve me nts . This  policy would ma ke  tiling ra te  ca s e s
much le s s  burde ns ome  for s ma ll wa te r compa nie s . S ta ff's  propos e d policy a llows  compa nie s
tha t a re  tiling ra te  a pplica tions  to choos e  be twe e n 1) a  ge ne ric ra te  of re turn (for C, D, a nd E
compa nie s  only), 2) s e tting ra te s ba se d on a n ope ra ting ma rgin ba s is  (i.e ., no ra te of re turn
cons ide ra tion), or 3) a n individua l ra te  of re turn (i.e ., tra ditiona l ra te  ma king). In a ddition to the
re comme nda tions  in the  Re port, S ta ff is  re comme nding tha t the  choice  of the  ge ne ric ra te  of
re turn be  limite d to C, D, a nd E compa nie s . Als o, S ta ff re comme nds  tha t the  ge ne ric ra te  of
re turn should be  a  minimum ra te  of re turn, thus , points  can be  added to it to account for specia l
expenses such as  WIFA loan payments . S ta ff reques ts  tha t the  Commiss ion orde r a  rule  ma lting
proceeding be  opened to implement S ta ff's  proposed Ra te  of Re turn policy. S ta ff is  aware  tha t
the  re ce nt Court of Appe a ls  Opinion ma y impa ct the  Commiss ion's  a bility to imple me nt S ta ff"s
propos e d ra te  of re turn policy. S ta ff be lie ve s  tha t the  is s ue s  ra is e d by the  Court of Appe a ls
Opinion are  best dea lt with during the  Rulemaking proceedings.

r

On Pages  22 and 23 of the  Report, the  e lectronic filing of annua l Reports , ra te  cases , and
othe r filings  with die  Commis s ion is  dis cus s e d. S ta ff, the  indus try, a nd RUCO a ll a gre e d tha t
a llowing for e le ctronic filing would be  be ne ficia l. S ta ff ha s  a lre a dy initia te d the  firs t s te ps  of
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this  process  by making the  Short Ra te  Case  Form ava ilable  on the  Commiss ion's  web s ite . S ta ff
is  committe d  to  ma king  a ll o f its  forms  a va ila b le  e le ctronica lly. In  o rde r to  in s titu te  fu ll
e le ctronic filing, the  He a ring Divis ion will ne e d to be  involve d. S ta ff is  committe d to worldng
with the  He a ring Divis ion to de ve lop a  proce s s  tha t will a llow for full e le ctronic filing.

During the  Ta s k Force 's  dis cus s ions  of e le ctronic tiling, the  indus try a ls o e xpre s s e d
conce rn  a bou t the  vo lume  a nd  e xte n t o f the  Commis s ion 's  filing  re qu ire me n ts . S ta ff
a cknowle dge s  tha t ce rta in filing re quire me nts  ma y be  out-da te d. S ta ff is  curre ntly re vie wing a ll
forms  a nd filing re quire me nts . Howe ve r, s uch a  re vie w is  a  ma jor unde rta ldng a nd ma y ta ke
some time  to comple te .

On  P a ge  23  o f the  Re port,  S ta ff's  Ma in  Exte ns ion  Agre e me nt (MXA) propos a l is
outlined. S ta ff's  proposa l is  to have  s tanda rd MXA provis ions  included in each wa te r companie s
ta riffs , ins te a d of the  curre nt proce ss  of a pproving MXAs on a n individua l ca se  ba s is . Both the
indus try a nd RUCO supporte d S ta ff on this  is sue . S ta ff re que s ts  tha t the  Commiss ion orde r a
rule  ma lting proceeding be  opened to implement S ta ffs  proposed MXA policy.

On Pages  23 and 24 of the  Report, seve ra l sugges tions  conce rning consumer educa tion
are  discussed. S ta ff is  curre n tly working  on  e duca tiona l p rogra ms  for a ll indus trie s  the
Commis s ion re gula te s . Imple me nting a ny e duca tiona l progra m ma y re quire  a dditiona l funds
from the  Le gis la ture . S ta ff is  a ls o e va lua ting the  e xpa ns ion of its  we ll-re ga rde d S ma ll Wa te r
Assistance Te a m (S WAT) progra m (which deals with educa ting wate r company
owners/opera tors) to include  educa tion for water consumers .

On Pages 24 and 25 of the  Report, S taff's Phased Rate  Increase  policy is  discussed. S ta ff
be lie ve s  tha t in ce rta in limite d circums ta nce s  it is  a ppropria te  to pha s e  ra te  incre a s e s  in ove r
time . S ta ff will de ve lop we ll-de fine d guide line s  for whe n a nd how pha s e d ra te  incre a s e s  a re
appropria te .

On  P a ge  25  o f the  Re port,  S ta ffs  re comme nda tion  on  ra te s  tie d  to  cond itions  is
discussed. S ta ff re comme nds  tha t a ll ra te  incre a se s  be  conditione d on the  compa ny providing
a cce pta ble  qua lity s e rvice . wa te r qua lity, a nd othe r re le va nt conditions . S ta ff ha s  a lre a dy
imple me nte d this  policy informa lly by including s pe cific conditions  in re ce nt Re comme nde d
Orde rs . S ta ff will de ve lop a  s ta nda rd se t of conditions  dirt could a pply to a ll wa te r compa nie s .
One  impe dime nt to  th is  policy be ing s ucce s s ful is  the  Commis s ion 's  la ck of e nforce me nt
resources. Curre ntly, the  Utilitie s  divis ion ha s  one  complia nce  office r to  ha ndle a ll o f the
utilitie s  the Commiss ion regula tes .

Conservation Subcommittee

O n  P a g e s  2 6 th ro u g h  2 9 o f th e  R e p o rt , the Conse rva tion Subcommittee 's
recommenda tions  and discuss ions  a re  described. On Pages  26 through 28, a  pe rce ived problem
with the  Commiss ion's  conse rva tion policy is  discusse d. The  indus try a nd consume r me mbe rs
of the  Task Force  as  we ll a s  the  ADWR representa tives  be lieved tha t the  Commiss ion would not
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a llow companie s  to include  the  cos ts  of conse rva tion programs  in ra te s  unle ss  the  conse rva tion
progra m wa s  ma nda te d by the  ADWR. If this  we re  true , it would dis coura ge  compa nie s  from
e nga ging in conse rva tion progra ms . Howe ve r, S ta ff doe s  not be lie ve  tha t this  is  true . No
member of the  Task Force  could s ite  any examples  of ins tances  whe re  S ta ff ha s  recommended
denia l of conse rva tion program cos ts  or where  the  Commiss ion approved an orde r tha t included
the  denia l of conse rva tion programs and the ir rea sonable  cos ts . S ta ff supports  and encourages
conse rva tion. S ta ff be lie ve s  tha t re cove ry of a ny re a sona ble  cos ts  for conse rva tion progra ms
should be  a llowed.

On Pa ge s  28 a nd 29, S ta ft"s  proposa l to ins titute  thre e  tie re d ra te s  is  discusse d. Tie re d
ra te s  a re  the  Commis s ion's  only dire ct me a ns  of e ncoura ging cons e rva tion. Both die  indus try
and RUCO opposed S ta ff's  proposa l. The  indus try cla imed tha t it is  sure  to re sult in companie s
unde re a rning, while  RUCO cla ime d the  policy is sure  to re sult in companie s  ove rea rning. S ta ff
be lie ve s  tha t a s  with  a ny ra te  de s ign the re  is  a  pos s ibility of e ithe r ove r or unde re a ming.
However, with ra tes  des igned as  proposed by S ta ff in the  Task Force 's  Report the re  is  a lmost no
cha nce  of unde re a ming while  the re  is  a  good pos s ibility of ove re a rning. If prope rly de s igne d
though, the  tie red ra te s  would re sult in the  non-conse rving cus tomers  paying extra  for la rge uses
of wate r and reward those  customers  tha t used very little  wate r. If customers  conserved such tha t
a ll we re  fa lling within the  middle  tie r, the  compa ny should e a rn its  a llowe d ra te  of re turn. If the
cus tome rs  continue d to use  wa te r in the  third tie r, the  wa te r compa ny would proba bly ove re a t.
The  use  of the  overearnings could be  restricted by the  Commission in such a  manner as  to benefit
the  cus tomers . S ta ff rea lize s  tha t this  is  a  new and way of looldng a t ra te  de s ign combined with
conse rva tion, but S ta ff a lso re a lize s  tha t ne w wa ys  ha ve  to be  cons ide re d to s a ve  wha t ma ny
consider to be  this  S ta te 's  most precious resource . S ta ff recommends tha t the  Commiss ion order
S ta ff to consider tie re d ra te  de s igns  for a ll wa te r compa ny ra te  ca s e s  a nd tha t the  tie rs  be
des igned to encourage  conserva tion. S ta ff recognizes  Mat tie red ra tes  may not be  appropria te  in
all cases and that the decision to use or not use tiered rates must be made on a  case by case basis.
Howeve r, the  appropria teness  of tie red ra te s  should be  cons ide red in eve ry ca se . Furthe r, S ta ff
requests  tha t the  Commission order S ta ff to deve lop a  de ta iled s ta tement of policy on tie red ra tes
by Ma rch 31, 2001.

Wa te r S upp ly

O n  P a g e s  3 0  th ro u g h  3 3  o f th e  R e p o rt ,  th e  W a te r S u p p ly S u b c o m m itte e ' s
re comme nda tions  a nd discuss ions  a re  summa rize d. The  ma in focus  of this  subcommitte e  wa s
the  recove ry of Centra l Arizona  Project (CAP) wa te r a lloca tion cos ts  (CAP cos ts ). A11 members
of the  Subcommittee  agreed tha t the  Commiss ion could somehow approve  the  recovery of CAP
cos ts  in a  proce e ding outs ide  of a  ra te  ca s e . Howe ve r, the  Commis s ion's  Le ga l Divis ion ha s
conclude d tha t cons ide ring CAP  cos ts  outs ide  of a  ra te  ca s e  would run counte r to the  re ce nt
Court of Appe a ls  opinion on fa ir va lue . The re  wa s  disa gre e me nt a mong the  Subcommitte e
me mbe rs  a bout wha t the  Commiss ion should re quire  be fore  it a llows  for CAP cos t re cove ry. In
the  Re port, S ta ff re comme nde d tha t the  Commis s ion a llow for CAP  cos t re cove ry once  the

no
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compa ny ha s  s ubmitte d a  pla n tha t indica te s  how the y will be gin to a ctua lly us e  the ir CAP
a lloca tions  within five  ye a rs . S ta ff chose  a  five -ye a r time  horizon be ca use  S ta ff wishe d to limit
the  extent to which current cus tomers  a re  cha rged for CAP a lloca tions  which will only be  used to
serve  future  customers.

S ince  the  Re port wa s  writte n, S ta ff ha s  modifie d its  pos ition. S ta ff be lie ve s  tha t the
Commiss ion should be  more  fle xible  with the  time  horizon it a llows  for CAP wa te r to go unuse d
while  a llowing cos t re cove ry. S ta ff be lie ve s  tha t the  time  re quire me nt pla ce d on compa nie s
applying for CAP cos t recove ry should be  decided on a  ca se  by case  bas is . Also. to ensure  tha t
current cus tomers  do not pay an unfa ir amount re la tive  to future  cus tomers . a  portion of the  CAP
cos t should be  recove red through some  type  of hook-up fee . The  a mount of the  re cove ry tha t is
recovered through a  hook-up fee  should be  de te rmined by the  company's  tota l demand for wa te r
re la tive  to its  CAP  a lloca tion. For e xa mple , if a  compa ny's  tota l de ma nd is  200,000 ga llons  pe r
yea r and its  CAP a lloca tion is  1,000,000 ga llons  pe r yea r, then the  company should recove ry 20
percent of its  CAP cos t from current cus tomers  and the  remaining 80 pe rcent from hook-up fees .
The  me thodology use d for CAP cos t re cove ry in the  Va il Wa te r Compa ny Ra te  Ca se  (De cis ion
No. 62450) is  an example  of the  genera l policy tha t S ta ff advoca tes .

S ta ff re que s ts  tha t the  Commis s ion orde r S ta ff to  de ve lop, through me e tings  with
me mbe rs  of the  indus try, RUCO, a nd othe r inte re s te d pa rtie s , a  de ta ile d s ta te me nt of policy on
CAP  cos t re cove ry by Ma rch 31, 2001. The  de ta iled s ta tement of policy should conform to the
recovery methodologies  used in the  Vail Ra te  Case , Decis ion No. 62450.

Conclus ions

In conclus ion, S ta ff re comme nds  s e ve ra l cha nge s  in a nd cla rifica tions  of Commis s ion
policy, s e ve ra l cha nge s  to the  Commis s ion's  rule s , a nd tha t the  Commis s ion purs ue  s e ve ra l
Legis la tive  changes . These  recommenda tions  a re  summarized as  follows:

Policy Changes

1
ll

CC&Ns (new, transfe rs , and extensions)
Acquis ition Adjus tments  and Ra te  of Re turn Premiums
Seminar on ra temaldng implica tions  of property taxes
Ele ctronic Filing a nd re vie w of filing re quire me nts
Phased Rate Increase
Ra tes  tied to Conditions
Tie red Ra te  S tructure
CAP cos t recove ry
Pro forma  adjus tments
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Ru le ma kin g

•

s

Generic Hook Up Fee
Ra te  of Re turn
Ma in Exte ns ion Agre e me nts
Plant Replacement Fund

Legis la tive  Changes

•

•

Incentives  for consolida tion, e .g. tax breaks
Replace  property taxes with a  percentage  of revenue  tax

S ta ff re comme nds  tha t the  Commis s ion  e ndors e  the  a bove  policy a nd Le gis la tive
changes. Also, S ta ff recommends tha t the  Commission open a  Rulemaking proceeding in order to
implement the  above  changes to the  Commission rules .

i
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Deborah R. Scott
Dire ctor
Utilitie s  Divis ion
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