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BY THE COMMISSION:

L. Procedural History

On April 2 2007 Arlzona American Water Company ( ‘Arizona Amerlcan of “Company”) ,

filed an apphcation for a rate increase for its Sun City Water District.

On April 30, 2007, the Commission’s Utilities Division (“Staff”) ﬁled a letter statingthat the |

application met the sufficiency requirements outlined in A.A.C. R14-2- 103, and c1a581fy1ng the

Company as a Class A utility. | ‘
On May 16, 2007, the Commission convened a Special Open Meeting for the purpose of

takingvpublic comment on the rate increase in this matter as well as Docket No. WSQOI3O3A-O6-

0491, Arizona-American’s then pending rate case for its Sun City and Sun City West Wastewater |

Districts.

By Procedural Order dated June 5, 2007, the Commission set the matter for hearing on
January 7, 2008, established procedural guidelines and deadlines for filing testimony and granted
intervention to the Residential Utility Consumer Office (“RUCO”) and the Sun City Taxpayers
Association, Inc. (“SCTA”). |

On September 13, 2007, the Commission granted intervention to the Town of Youngtown

(“Youngtown” or “Town”).

On September 19, 2007, Arizona-American filed Notice of Filing Affidavit of Publication,

indicating that notice of the hearing in this matter was published on September 11, 2007, in the Ddily ;

News-Sun. |
On September 21, 2007, Arizona-American filed Notice of Filing Affidavit of Customer
Notice, indicating that the notice of the hearing had been mailed to Arizoné—Arnerican’s Sun City
District customers.
On Octeber 3, 2007, William E. Downey of Sun City, Arizona, filed a Motion to Intervene.
On QOctober 15, 2007, RUCO filed the Direct Testimony of Marylee Diaz Cortez, William
Rigsby and Timothy Coley; Youngtown filed the Direct Testimony of Mayor Michael LeVault and
Deputy Fire Marshall Keii Rice; and Staff filed the Direct Testimony of Alexander Igwe, Stephen

Irvine on cost of capital and Dorothy Hains.
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On October 19, 2007, the Commission granted intervention to Mr. Downey.

On October 29, 2007, Staff filed an Errata for Mr. Irvine’s cost of capital testimony filed on
October 15, 2007, andvalso filed Mr. Irvine’s Direct Testimony on rate design and Mr. Igwe’s Direct
Testimony addressing the revision to Staff’s recommended revenue requirement  and
recommendations regarding the Company’s request for a Public Safety Surcharge Mechanism.

On October 29, 2007, RUCO filed Mr. Coley’s Direct Testimony on rate design.

On November 30, 2007, Arizona-American filed the Rebuttal Testimony of Linda Gutowyski,
Bradley Cole, Cindy Datig, and Thomas Broderick.

On December 14, 2007, RUCO filed the Surrebuttal Testimony of Ms. Diaz Cortez, Mr.
Rigsby and Mr. Coley; Staff filed the Surrebuttal Testimony of Mr. 1gwe, Ms. Hains, and Mr. Irvine;
and Youngtown filed the Surrebuttal Testimony of Mayor LeVault.

On December 11, 2007, the SCTA filed a request to withdraw from intervenor status because
it was not represented by an attorney as required by Arizona Supreme Court Rules 31 and 38 and
ARS. §40-243.

On December 21, 2007, Arizona-American filed the Rejoinder Testimony of Mr. Broderick,
Ms. Gutwoski and Joseph E. Gross.

On January 3, 2008, the Commission conducted a Pre-Hearing Conference to schedule
witnesses. The Commission granted the SCTA request to withdraw as an intervenor ‘and invited it to
present its position through public comment.

The hearing convened as scheduled on January 7, 2008, before a duly authorized
Administrative Law Judge. At the commencement of the hearing, the Commission heard comments
from a number of Arizona-American Sun City Water District customers, including the SCTA. In
addition, during the public comment segment of the hearing, Mr. Downey withdrew as an intervenor
and provided public comment.

On January 14, 2008, Arizona-American filed Final Schedules.

On January 16, 2008, Staff filed its post-hearing exhibit on the bill impact of the proposed
surcharge.

On January 18, 2008, Arizona-American filed late-filed Exhibits A-14, A-15 (revised) and A-
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16, concerning the Company s investment policy concermng fire ﬂow mvestments its revised
calculation of the estimated b111 1mpact of the fire flow prOJ ect and status of low income proorariis 1n’k
Arlzona—American s 1egu1ated states |

‘OnJ anuary 22 2008 RUCO filed its ﬁnal post-hearing schedules and final rate de51gn

On January 25 2008, Arizona-American filed a Response to a billing issue raised during
public comment. -

On February ‘1, 2008, Youngtown filed late-filed exhibits conceming'ﬁfe Iosses and ﬁre
sprinkler system costs. " - ‘

On February 13, 2008, RUCQ, Youngtown, Staff and Arizona-American ﬁled'Closing Briefs.

On February 27, 2008, RUCO, Youngtown and Staff filed Reply Briefs. |

On February 28, 2008, Arizona-American filed its Reply Brief.

In April 2008, the Commission received approximately 60 additionaﬂ emails from Sun City
residents opposed to the fire flow improvement project.

II. Background of Applicant

Arizona-American is the largest, investor-owned water utility in Arizona, serving
approximately 131,000 customers in various districts located throughout the state. The Sun City
Water District is Arizona-American’s second largest water district serving approximately 23,000
customers. The Sun City Water District covers roughly 18 square miles and includes all of Sun City
and the Town of Youngtown, as well as small sections of the cities of Peoria and Surprise. The Sun
City Water District system was built in the 1960s and originally owned and operated by Citizens-
Utilities. In 1993, Citizens Utilities purchased the Youngtown System and interconnected it with the
Sun City System. Arizona-American purchased the Sun City Water District from Citizens Utilities in
2003. | |

Arizona—Americetn’s Sun City Water District’s current rates were set in Decision No. 67093
(June 20, 2004). |

III. Summary of Requested Rate Increase

In the Test Year ended December 31, 2006, Arizona-American experienced ‘Operating Income
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of $755,506, on total revenues of $7,688,479.! Based on an adjusted end of Test Year Original Cost
Rate Base (“OCRB”) of $25,295,922, Arizona-American had a rate df return of 2.99 percent.

The Company requesté total revenues of $9,711,596, an increase in annual water revenues of
$2,023,117, or 26.3 percent. Based on Company-adjuéted Operating Expenses of $7,758,974
Arizona-American would earn an Operating Income of $1,952,622, a 7.7 percent rate of return on
adjusted OCRB.?

Arizona-American asserts that its financial condition is so strained that it cannot make any
discretionary capital improvements in Arizona without prompt rate relief. It states that its parent
company, American Water, has supported Arizona-American’s statéwide operations with capital
infusions of $125 million since the late 1990’s, of which the Sun City Water District’s portion is not
yet in rate base. In addition, for all of its Arizona operations Arizona-American claims it is facing the
prospect of substantial refunds due in 2008 to Pulte Homes, for the Anthem development, substantial
construction costs associated with the White Tanks Regional Water Treatment Plant, and arsenic-
remediation investments in 2006. The Company claims that without a special funding mechanism it
does not have the financial ability, even with the rate increase requested, to make the fire flow
improvements that were recommended by the Youngtown/ Sun City Fire Flow Task Force that was
created by Decision No. 67093 (June 30, 2004). Thus, in addition to the requested rate increase,
Arizona-American seeks approval of a Fire Flow Cost Recovery Mechanism (“FCRM”) to allow it to
make facility upgrades to effectuate the capital improvement plan adopted and recommended by the
Youngtown /Sun City Fire Flow Task Force. |

RUCO recommends a revenue increase of $1,806,508 for the Sun City Water District, for
total Revenues of $9,496,831, and Operating Income of $1,865,119, a 7.36 percent rate of return on
an adjusted OCRB of $25,341,290.° Moreover, RUCO recommends against adopting the FCRM,
on the grounds that the improvements are discretionary, and at a time of increasing utility costs,

ratepayers should not be burdened with the cost of discretionary projects.” RUCO believes that

' See Discussion § IVB herein.

? Exhibit LJG F-1, Arizona-American Final Schedules filed January 14, 2008.
3 RUCO final schedules, TIC-1, filed January 22, 2008.

* RUCO Opening Brief at 2. k
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because these prOjects are discretionary, Arizona-Ameriean, or parties requesting t’hem/,k such a‘s‘ the
Town, should fund therh. | b o ey | |

VSt_’aff r‘ecommalds a revenue requirement of $9,632,551, ‘an iiiefeaseiof $1,944,072, o’r‘25‘;28'
percvent,’ over Test: Year revenues.’ Staff’s recommended fates re‘sult m Operatiﬁg Iﬁcome Of
$1;922,490, or'a:‘7.6’0 pereent rate of return on an adjusted OCRB of $25;295,921.6, Staff supports‘ the
implementation of ‘the FCRM because Staff believes the fire flow project is hecessary for pﬁblicr
safety. S | "

i Youngtown, a member of the Task Force, did not take a position on the requested rate

increase, but offered testimony and argument in favor of the FCRM. |

The Commission received a number of written comments concerning the rate increase and
proposed fire flow project. Most customers are concerned with the magnitude of the effect on their
bills from the rate increase in addition to the proposed surcharge. Public Comment revealed that at
least among the members of the community appearing before the Commission, there is a split of
opinion on the FCRM. Those opposing the fire flow improvement project did not believe the
improvements were necessary, nor that the costs should be borne by all customers in the Sun City
Water District. The SCTA, one of the members of the Task Force, supports the need for the fire flow
improvements but did not support the proposed recovery mechanism. SCTA believed that the cost
of the fire flow improvements should be recovered through the traditional rate making process.” The
Sun City Recreation Association, also a member of the Task Force, and which agreed to the Task
Force’s findings, expressed the opinion that each area should pay for its own improvements.®

IV. The Rate Case

A. Rate Base Issues

Arizona-American and Staff agree on an adjusted rate base of $25,295,922.‘ RUCO
recommends a rate base of $25,341,290. The difference between RUCO and Arizona-American and

Staff is that RUCO includes $45,368 for cash working capital. Arizona-American did not perform a

* Ex §-22 Igwe Surrebuttal.
6
Id.
TTrat 10-11.
! Tr at 38.
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lead-lag study and did not request an aHoWance for cash ‘working capital.

RUCO argues that the Company’s request for a zero cash Working capital balance is not baSed
on an objective analysis or the Company’s cash working capital needs. RUCO adopted and adjusted
the lead/lag study fhe Company developed for its Mohave District rate application for use n this
proceeding.9 RUCO believes that a large portion of the expenses are incurred at the Company’s
central/corporate headquarters, and are common to both the Mohave and Sun City Districts, so that
the study performed for the Mohave District i1s applicable to the Sun City District. RUCO argues
furthef,that theuse of a lead/lag study is not biased towards ratepayers or shareholders. RUCO’
believes the adjusted lead/lag study it utilizes in this case is appropriate and the best indicator of the
Company s working capital requirements.

RUCO attempts to liken the adjustments it made to the Mohave District lead/lag study in this
case to the adjustments it made to the lead/lag study prepared in conjunction with Arizona-
American’s Paradise Valley rate case in Docket No. WS-01303A-06-0014."° However, in the
Paradise Valley case, as reported by RUCO, the lead/lag study had been initially prepared by the
Company for the Paradise Valley rate case, but ultimately not pursued by the Company. That is not
the situation here. We find that it is inappropriate to utilize the lead/lag study performed for another
entity that is located some distance from the applicant district, and which was prepared several years
earlier, to determine the allowance for cash working capital in this case. |

" The Commission has traditionally required Class A utilities to perform a lead/lag study to

'support a request for an allowance for working capital, but the Comumission has not required that such

study be performed if no allowance is requested. In this case, we do not find RUCO’s evidence
persuasive and will adopt the position of Staff and the Company for a zero balance Cash oW‘orking
Capital Allowance |

Consequently, the Commission adopts an OCRB of $25,295,922. The Company did not
request a reconstruction cost new rate base for the Sun City Water District,‘so we adopt its OCRB as

the Sun City Water District’s fair value rate base (“FVRB”) in this proceeding.y,

? The Commission approved the Mohave Dlstrlct rates 1nDec:1s1on No. 69440 (May 1 2007) Wthh used a test year -
ending June 2005. ~
19 RUCO Reply Brief at 7-8.
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- B. Operating Income

1."Reveriue Annualization

“RUCO annualized the Company’s Test Year revenues to a yéar-énd customer level to achieve

what it claims is a more accurate accounting of revenue on a goi‘ng-forWard' basis. RUCO’S
adjustment :increéséd revenues from water sales by $1,844, from $7,578,436 to $7~,580,280,.' The | - ‘
Company did not annualize revenues because it asserts the Sun City Water District has experienced |

virtually no grthh. RUCO argues that although growth was small, the District did experiénce somé g

growth, and annualizing revenues is proper ratemaking procedure.

Arizona-American asserts that if the Commission annualizes revenues, it should also

annualize expenses, and proposed adjustments, that would increase operating expenses by $2,649. |-

RUCO had no objection to annualizing expenses, but did take issue with the Company’s calculations.

RUCO recalculated the annualization of expenses to yield a total expense annualization of $1,034.
Thus, RUCO recommends adopting a net increase in revenues of $810. The Company continues to
believe that annualization is not appropriate, but concedes that RUCO’s calculations are correct.

We find that the proposed adjustment of $810 is immaterial for a Company with Test Year

revenues of over $7.5 million. While RUCO’s methodology and calculations may be correct, an

increase of only 30 residential customers in an area that is essentially built-out does not materially

affect the revenue requirement. The calculation adds an unnecessary degree of uncertainty without
commensurate benefit. Thus, we decline to adopt RUCO’s recommended adjustment, and find the

Test Year revenues to be $7,688.479.

2. Property Tax Exbense

Staff and Arizona—American agree on the methodology to use to calculate the apprdpriate
Property Tax Expense, and any difference in the recommended amount for Property Tax Expense
results from Staff’s slightly lower revenue deficiency, as well as to a leéser extent to Staff including
the net book value of transportation equipment that the Company omittéd. The difference in the Test
Year under current rates is $32,528. - |

Arizona-American and RUCO disagree on the methodology to calculate Property Tax

Expense. RUCO advocates using the Arizona Department of Revenue (“ADOR”) formula to
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estimate proper“[y taxes. RUCO states the ADOR formula multiplies the average of the utility’s three :
previous years of reported gross revenues by a factor of two. RUCO asserts that the ADOR formula

would reduce the Company s Property Tax Expense by $25, 999 Because the Commission has not

| adopted RUCO’s proposal in the past, RUCO proposes an alternative methodology to utilize two"

| years of historic data, instead of three, and one year of “RUCO’s ’propo‘sed' level of Revenue.”

RUCO claims the Commission approved this methodology in De01s1on No. 64282 (December 28,

‘2001) Wthh was the rate case for Arizona Water Company’s Northern Group. RUCO beheves this

methodology results in a better estimate of future property taxes than that proposed by the Company,
which utilizes two years of the adjusted test year revenues and one year of the proposed revenues.
RUCO claims the Company’s proposed methodology allows the Company to over-collect for manyy
years before the actual assessment would catch up with the Company’s 2008 projected revenue.
RUCO states that using its alternative proposal would reduce the Company’s Property Tax Expense
by $4,912.

Arizona-American argues that RUCO’s proposal in this case, which is slightly different than
its past proposals to use three years of historic data, still relies heavily on the historic data. Arizona- |
American asserts that the Commission has repeatedly rejected RUCO’s past proposals to utilize three
years of historic data, and should reject RUCO’s modified proposal in this case because the heavy
reliance on historic revenues will understate the actual property tax expense.

In recent years the Commission has consistently utilized the methodology of calculating
Property Tax Expense that has been advocated by the Company and Staff. This is the methodology’
we adopted in the recent rate case for Arizona-American’s Sun City Wastewater District and Sun
City West Wastewater District in Decision No. 70209 (March 20, 2007). Although we appreciate
RUCO’S efforts to continue to work to find the best possible workable estimate of actual Property
Tax Expense, and look forward to reviewing the evidence resulting from RUCO’S ‘study, we are not
convinced that RUCO’s proposed methodological modification warrants deviaﬁng from our recent
practice for calculatm g this expense. |

Arizona-American. d1d not dispute Staff’s calculatlon using the net book value of

transportation equipment, and we w111 utilize Staff’s methodology.

9 DECISIONNO. 70351
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3 Annual Incentlve Pay ( “ATP)

RUCO proposes to dlsallow 30 percent of the Annual Incentwe Pay Expense or $32 230‘ |
RUCO states that its adjustment reflects the Commission’s recent rate order for Arlzona Amencan s
Paradlse Valley Water Dlstrlctjm Decision No. 68858 (July 28, 2006). RUCO'S adJustment reflects |
that portion of the Annual In“centive Plan directly related to ﬁnaocial perfofmance rather then to
operat10na1 and individual performance measures. In the Paradlse Valley D1strlct rate case, the
Commission adopted RUCO’s position that the primary beneficiaries of the Company meetmg g
financial targets are the shareholders. | |

Arizona-American argues that RUCO’s reliance on the Paradise Valley decision - is
unfounded because unlike the Paradise Valley situation, the Sun City Water District is a former
Citizens Ultilities property and Arizona-American is unprofitable in this District. Hence, the
Company argues any increase in net income attributable to employees achieving financial targets
only helps reduce losses, and not create profit. Arizona-American asserts this reduces ongoing equity
erosion and helps Arizona-American to achieve the shared goal of a 40 percent equity ratio. Thus,
Arizona-American argues it is appropriate to reward employees for reducing losses and helping to
create a healthier utility, which benefits customers.

RUCO asserts that the Company’s arguments are without merit. First, RUCO states it is not
true that the Company is unprofitable, as in the Test Year, and two previous years, the Company had
a positive net operating income. Second, RUCO states the District’s profitability is irrelevant. ‘The
AIP program is the same incentive program in all of Arizona-American’s districts, and if some
districts were consistently operating at a loss, RUCO believes it is difficult to imagine that the
Company would be paying out rewards for not hitting earnings targets. Furt'heimore, RUCO esserte
shareholders also benefit from the increased profits of a healthier utility and should bear a portion of
the AIP costs. |

‘We agree with RUCO. Shareholders are the primary beneﬁciaries’ of the Company meeting
ﬁneinciél targets, and should share in the cost of the AIP. The Company’s arguments do not convince
us that the financial condition of the Sun City Water District warrants deviating from ‘our earlier

practice in the Paradise Valley and Sun City Wastewater and Sun City West Wastewater rate cases. |
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Consequently, we adopt RUCO’S adjustment of $32,230.

4. Maintenance Expense -

On December 14, ;2007’ ’Staff recommended a $27,254 annual ’arnor’tization expense to
A ‘ " Arizona-American aecepted Staff’s recommended |
level of tank-maintenance expense. RUCO did not.

RUCO states that th1s adjustment was filed late and RUCO did not have adequate time to
verify or analyze the adjustment and the Company did not provide RUCO with sufficient supporting
data to verify this expense. o

Arizona-American states that it first requested recovery of this expense on November 30,
2007, as part of its Rebuttal Testimony. Arizona-American states that RUCO did not address the
issue in its Surrebuttal Testimony. Because the amount of the expense was supported by two
witnesses, and RUCO did not present any contrary evidence, Arizona-American argues that the
Commission should accept the amount.

RUCO does not provide any details on why the supporting data provided to it was
insufficient. The adjustment was proposed in sufficient time for the parties to analyze it. Based on
Staff’s recommendation, we adopt this adjustment to Maintenance Expense.

5. Rate Case Expense Amortization

- All parties agree on the total amount of allowable rate case expense. Arizona-Ameriean
accepts 'Staff’ s recommendation to amortize the expense over four years. RUCO did not accept the
proposel, and recommends amortizing the expense over three years. RUCO’s adjustment would
increase Rate Case Expense by $7,856 from $23,566 to $31,422.

RUCO is concerned that under a four year amortization schedule, the Company may seek rate
relief before the Company would fully recover its rate case expenses in this case. RUCO notes that
the Company originally requested a three year amortization and has stated that 1f there are any
unamortized rate case expenses it would seek recovery of those in the next case.'> Both Staff and

RUCO are on record as opposing the Company’s suggestmn that it could seek recovery of

1Ex $-22, Igwe Surrebuttal at 9:14-17.
12 Bx A-5 Borderick Rejoinder at 6.
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unamortized rate case expense if it filed its next rate case prior to 2012." - RUCO states that allowrng
a utlhty to re- amortlze prror rate case expense would in essence allow the utrhty to ‘recover rates that

14
are no longer in effect”

and be inequitable and unfarr to ratepayers

We believe that a four year amortization of rate case expense is reasonable There is always a
risk in determining an appropriate Rate Case Expense that the seleeted amortrzatlon perlod W111 be
too long or too short, resulting in over or under recovery of the Rate Case _Expense.f We do not h’ave
to decide the issue of whether the Company would be entitled to seek recoVery of any Unanrortized
portion of rate case expense at this time, as it is only speculation whether such request will ever be
made. Most discussion at the hearing anticipated a rate filing in 2012 to recover the fire flow project
costs in rate base. We find that the four year estimate of when the next rate case wrll be filed to be

reasonable, and thus, we adopt the Company’s and Staff’s position.

6. Miscellaneous Expense

RUCO recommends a net Miscellaneous Expense disallowance of $4,221. Neither Arizona-
American nor Staff adopted this disallowance. RUCO’s adjustment removed expenses associated
with gifts, flowers and awards, believing that these expenses are appropriately the responsibility of
shareholders, not ratepayers. The Company does not appear to dispute RUCO’s position concerning
gifts, flowers and awards."” |

RUCO’s adjustment to Miscellaneous Expenses to remove expenses associated with gifts,
flowers and award is appropriate and we will adopt it.

7. Summary of Test Year Operating Income

Total Test Year Revenues $7,688,479
Staff Adjusted Operating Expenses'® $6,966,925 e
AIP (32,230)

Misc. Expense (4,221)

Adjustment to Income Taxes 2,499

Total Operating Expenses ' $6.932.973
Adjusted Test Year Operating Income $755,500

" Jgwe Executive Summary filed January 4, 2008.

'* RUCO Opening Brief at 21.

»'RUCO had initially also removed $184 associated with meals, which the Company specifically drsagleed with. "Ex A 7
Gutowski Rebuttal at 11-12. RUCO subsequently agreed to add back the $184 associated with meals. -Ex R-7 at 33.

' Except as discussed herein, we find Staff’s adjustments to Operating Expenses as reflected in Surrebuttal Testimony to
be reasonable. Staff made a total of six adjustments to Operating Expenses resulting in a net increase of $17,758.
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C. Costof Capitali

l Capital Structure | b

Arlzona—Arnerlcan supports a capital structure of 58 3 percent debt and 41.7 percent equlty

This reﬂects an equity 1nfusron of $15,000,000, which was completed in December 2007,
: Staff supports a capltal structure comprised of 61.0 percent debt and 39.0 percent equlty,
Staff also 1ncludes the $15,000,000 equity infusion in 2007. The main difference between Staff and |

Arizona—American is Staff’s inclusion of $28,124,006 of short-term debt in Arizona-American’s

‘capital s structure

RUCO supports a capital structure of 57.7 percent debt and 42.3 percent equity. RUCO

asserts that whether to include short-term debt in a company’s capital structure should be considered |

on a case-by-case basis. Based on the facts of this case, RUCO recommends that the Commission
should not include the short-term debt in the Company’s capital structure. RUCO states that the
short-term debt relates to the Company’s plan to finance a Central Arizona Project treatment facility,
known as the White Tanks Plant, through the use of hook-up fees. RUCO asserts that the short-term
debt related to the White Tanks Plant will be paid off by the eventual collection of hook-up fees
which will be treated as a source of cost-free capital, thus, RUCO believes that the short-term debt
associated with the White Tanks Plant should not be included in the Company’s capital structure.

| Arizona-American believes that Staff’s position is a new one, and it argues that short—term |
debt should not be included in a company’s capital structure. The Company argues it should not‘ be
included unless it is being used to finance long-term assets, in which case, the return on rate base
should recognize the cost of the short-term debt that financed those assets. The Company argues that
short-term debt used to finance Working Capital and Construction‘ Work in Progress (“CWIP”)
should not be included in the capital structure. Arizona-American states that rin Arizona, CWIP is not
included in rate base, so no return should be provided by custorners on CWIP financed by short-term
debt. - Arizona-American argues that Staff did not meet its burden of identifying the balance of short-
term debt, if any, being used to finance long-term assets.

Staff argues that short-term debt is a component of the capltal structure and that the use of

funds from short—terrn debt is irrelevant, Staff states that it subscnbes to a ﬁnancral theory that
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money 1s funglble and a dollar collected from any partwular source cannot be ass1gned to a partlcular

pro;ect Staff asserts that it does not ad]ust a company s cap1tal structure based on what the funds are '

used for and whether those uses are 1nc1uded n rate base. Staff malntams m response to RUCO that foiie

it is 1mp0531b1e to determlne what dollars in the available pool of capxtal are assigned to the Whlte
Tank treatment project. Staff continues to believe that includihg Short—term debt giyes"am?ore
accurate view of the Company’s financial position.'’ | | .

: We concur with Staff’s position. We are not convinced by the Company S arguntents that s
short term debt should be excluded from the capital structure. Short-term debt 1s another source of : o

funds available to the Company, and the cost of those funds should be recogmzed. Our determlnatlon |

to include short-term debt is consistent with our prior practices, most recently and relevantly, with

our Decision in the Sun City Wastewater and Sun City West Wastewater Districts rate case.'®

2. Cost of Debt

The parties agreed that the cost of debt is 5.5 percent.
3. Cost of Equity

Staff recommended a cost of equity of 10.8 percent. Arizona-American agreed to Staff’s
position. Staff’s witness, Mr. Irvine, utilized the Discounted Cash Flow (“DCF”) and Capital Asset
Pricing Model (“CAPM”) to derive his estimated industry return on equity (“ROE”) of 9.9 percent.
Mr. Irvine then added 90 basis points, or 0.9 percent, to the industry ROE to reflect Arizona-
American’s greater leverage than the sample utilities.

RUCO’s witness, Mr. Rigsby, also utilized a DCF and CAPM analyses to calculate an
industry sample group return on equity of 9.39 percent. Mr. Rigsby added 50 basis points, 0.5
percent, to adjust for Arizona-American’s greater leverage, and recommends adopting a cost of
equity of 9.89 percent. RUCO argues that its recommended cost of equity is appropriate given the
current environment of historically low inflation and low interest rates. '

Arizona-American argues that RUCO’s 50 basis point adjustment is arbitrary, not based on

any recognized methodology, and inconsistent with Commission precedent. ~ Arizona-American

1 Staff Reply Brief at 5.
1% See Decision No. 70209.
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states it 1$ well below the adjustments the Comnnésron 1ecently approved for Arrzona—Amerlcan s
other D1str10ts. In Decrs1on No 69440 (May 1, 2007), the Commission approved an adjustment of
100 basis points for ‘Arizona-American’s additional leverage risk. Arrzona—Amencan also criticizes |-
Mr ngsby s DCF analysis for equally welghtrng the DCF evaluations of his water utrhty and gas‘
utrhty samples and for only using four water companies in the sample

We find that Staff’s cost of equity recommendation is reasonable and consistent wrth‘ prior
Commission decisions regarding cost of equity. Staff utilized reasonable inpu‘t’s'for‘its DCF and
CAPM models and for its financial risk adjustment.”” Consequently, we adopt a cost of equity of
10.8 pereent. |

4. QOverall Cost of Capital

Based on the foregoing, we adopt an overall cost of capital for Arizona-American of 7.6

percent,‘ calculated as follows:

Percentage Cost Weighted Cost
Debt 61.0 % 5.50% 3.4%
Common Equity 39.0% 10.80% 4.2%
Weighted Average Cost of Capital 100.0% 7.6%

D. Authorized Increase

Based on the foregoing, we approve a rate increase of $1,907,192, as set forth below:

OCRB $25,295,922
Adjusted Test Year Operating Income $755,506
Required Operating Income $1,922,490
Required Rate of Return 7.6%
Operating Income Deficiency $1,166,984
Gross Revenue Conversion Factor 1.6343
Increase in Gross Revenue Requirement $1,907,202
Adjusted Test Year Revenue : $7,688,479
Approved Annual Revenue $9,595,681
Percentage Increase in Revenue 24.81

19 In Decision No. 70209, the Commission approved arisk adJustment of 80 bas1s pomts for the Sun Crty and Sun city
“West Wastewater Drstrrcts .
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V. Rate Design -
A Block Structure 4

Staff recommends modifying the existing rate de51gn by Iowermg the break -over pomts
between rate blocks.. Arizona—Amerlcan has accepted Staff’s recommended rate des1gn

RUCO recommends that more revenue recovery should come from the commodity charge ‘

RUCO asserts that 1ts recommended rate design promotes conservation andmoves closei toaratioof |

60 percent of revenne derived from commodity rates and 40 percent from the montiily minimum ;
charge. | | ‘

Arizona-American states that it does not support further shifts to obtaining greater revenue
from the commodity charge at this time because of the increase in the last block to fiund't‘he low—' {
income program (discussed below) and theuncertainty over the rate design connected with the fire o
flow surcharge.

The Company’s current rate design is based on minimum charges that increase with meter
size, except that both the 5/8 inch meter and % inch meters have the same $6.33 monthly minimum
charge. In addition to the monthly minimum charge, residential and commercial customers pay a
tiered commodity rate. Currently, the 5/8 inch and % inch residential classes have a three-tiered rate,
with break over points at 4,000 and 18,000 gallons. The other residential meter classes and the
commercial meter classes have two-tiered commodity rates, with break over points increasing with
meter size. Currently, no gallons are included in the minimum charges. Irrigation, Private Fire and |
Public Interruptible classes pay a monthly minimum and a flat rate rather than tiered commodity rate.’
Central Arizona Project water is sold with no mininmum charge and a flat commodity rate.

’Staff’ s recommended a rate design that is similar to the current structure, except that many of
the tier blocks are reduced to encourage more efficient use of water. - Staff recommends a three;tier
inverted block rate structure for the residential 5/8 inch and % inch customer classes With’ break-over
points at 3,000 fgallons and 10,000 gallons. Staff recommends two-tier ybylocks for the larger meter
residential and all commercial classes. Under Staff’s recommended design, the monthly bill at any
usage level is higher for a larger meter than for a smaller meter. Staff states that it utilized thei

methodology that it regularly relies upon in water rate cases, and which has been routinely adopted
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by the Commission. Staff states that its methodology encourages more efficient use of water because -

the second tier rate for 5/8 inch meters customers is greater than the rate that would be required to

|| recover the revenue requirement using a uniform commodity rate, and customers experience a greater |

incremental cost for all use exceeding 3,000 gallons.”®  Staff states that the concept for 5/8 inch

I meters is extended to customers with larger meters where the break-over points graduate in

correlation with meter size.
~ The Company’s current rates and those proposed by the parties as follows:

Recommended Rates

Current
Rates RUCO? Company22 Staff”

Monthly Usage Charge:

5/8° & %’ meter — residential — low $6.33 $3.85 $4.00 - N/A%
income

5/8” meter 6.33 7.70 8.00 8.03
¥4 meter 6.33 7.70 8.00 8.03
1” meter 16.40 19.25 20.50 20.57
1 Y2 meter 33.77 38.50 41.00 41.13
2” meter 51.14 61.60 65.60 65.81
3” meter 86.84 115.50 131.20 131.62
4 meter 135.00 192.50 205.00 205.65
6” meter 178.51 385.00 410.00 411.31
8" meter 350.00 770.00 656.00 658.00
Irrigation 17 ' 16.46 19.25 20.50 20.57
Irrigation 1.5” 33.78 38.50 41.00 4143
Irrigation 2”7 51.15 61.60 65.50 65.81
Irrigation 3” , 86.87 115.50 131.20 131.62
Irrigation 4” 135.00 192.50 205.00 205.65
Irrigation 6” , 178.56 385.00 410.00 411.31
Private Fire 3” 7.60 11.10 : 11.18 . 11.22
Private Fire 4” ‘ 11.39 16.75 1730 17.36
Private Fire 6” 15.83 35.10 -:36.35 ©36.47
Private Fire 87 25.32 45.90 47.46 47.61

Private Fire 10” 39.35 66.00 68.34 68.34

2 ExS-14, Irvine Direct at 4.
2L RUCO’s final schedules filed January 22 2008.
2. Arizona-American final schedules filed January 14, 2008.

| 2 Ex'S-17, Irvine Surrebuttal.’

* Although Staff does not oppose the low income program, Staff’s recommended rates d1d not mclude a separate charge
for the low income pamclpants ' , :
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public Interruptible 3 450 690 693 695

Public Interruptible 87 459 690 693 695
Standby - City of Peoria 562 - 695 . 698 7.00

Central Arizona Project Raw b e L R
Commodity. Rates apér 1,’000:'ga110ns

5/8” meter — residential ,

From 1 to 4,000 gallons ; $0.7200

From 4,001 to 18,000 gallons 1.1000

Over 18,000 gallons - -+ 1.3160

From 1 to 4,000 gallons $0.7298

From 4,001 to 10,000 gallons ‘ 1.3900

Over 10,000 gallons ' 1.7100 R : FE L TS
From 1 to 3,000 gallons $0.7336 © $0.7223
From 3,001 to 13,000 gallons , o - 13551 1.3342

Over 13,000 gallons : , -~ 1.6913 . 1.6653
3/4” meter — residential

From 1 to 4,000 gallons $0.7200

From 4,001 to 18,000 gallons 1.1000

Over 18,000 gallons 1.3160

From 1 to 4,000 gallons $0.7298%

From 4,001 to 10,000 galions 1.3900

Over 10,000 gallons 1.7100

From 1 to 3,000 gallons N/A $0.7336 $0.7223

From 3,001 to 13,000 gallons N/A 1.3551 1.3342

Over 13,000 gallons N/A ' 1.6913 1.6653
5/8” meter — commercial

From 1 to 18,000 gallons : 1.1000

Over 18,000 gallons 1.3160

From 1 to 10,000 gallons ‘ N/A 1.3900 1.3551 1.3342

Over 10,000 gallons N/A 1,7100 1.7383 1.6653
% meter — commercial

From 1 to 18,000 gallons 1.1000

Over 18,000 gallons 1.3160

From 1 to 10,000 gallons = - N/A 1.3900 1.3551 1.3342

Over 10,000 gallons N/A 1.7100 - 1.7383 1.6653
1” meter — residential & commercial

From 1 to 60,000 gallons 1.1000

Over 60,000 gallons 1.3160 :

From 1 to 46,000 gallons i N/A  1.3900 1.3551 1.3342

¥ RUCO’s. final schedules are not clear with respect to RUCO’s position on the break-over points for the tiers for the
residential % inch meters. ‘Based on its testimony, we assume that RUCO intended a three tier structure for the residential
¥ inch meter class. , ' '

18 - DECISIONNO. 70351 |



Over 46,000 gallons

1 % meter — residential & commercial
From 1 to 125,000 gallons
Over 125,000 gallons
From 1 to 106,000 gallons
Over 106,000 gallons

2” meter — residential & commercial
From 1 to 190,000 gallons
Over 190,000 gallons
From 1 to 175,000 gallons
Over 175,000 gallons

3” meter — residential & commercial
From 1 to 340,000 gallons
~Over 340,000 gallons

4” meter — residential & commercial
From 1 to 550,000 gallons
Over 550,000 gallons

6” meter — residential & commercial
From 1 t0700,000 gallons
Over 700,000 gallons

8” meter — residential & commercial
From 1 to 1,430,000 gallons
Over 1,430,000 gallons

Irrigation 17 — all gallons
Irrigation 1.5” — all gallons

|| Irrigation 2” — all gallons

Irrigation 3 — all gallons
Irrigation 4” — all gallons
Irrigation 6” — all gallons

Private Fire 3” all gallons
Private Fire 4” all gallons
Private Fire 6” all gallons

Private Fire 8” all gallons

Private Fire 10” all gallons.

Public interruptible 3™ all gallons

Public interruptible 8” all gallons
Standby — city of Peoria — all gallons
Central Arizona Project Raw — all gallons

N/A

1.1000

1.3160
N/A

N/A

1.1000
1.3160
N/A
N/A

1.1000
1.3160

1.1000
1.3160

1.1000
1.3160

1.1000
1.3160

0.8200
0.8200
0.8200
0.8200
0.8200
0.8200

0.7600
0.7600
0.7600
0.7600
0.7600

0.6300

0.6300.

0.7600
0.6558
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17100 17383 16653
13900 13551 13342
17100 1.7383 1.6653
1.3900 13551 13342
1.7100 1.7383 1.6653
1.3900 1.3551 1.3342
1.7100 1.7383 1.6653
1.3900 1.3551 13342
1.7100 1.7383 1.6653
1.3900 1.3551 1.3342
1.7100 1.7383 1.6653
1.3900 1.3551 1.3342
1.7100 1.7383 1.6653
1.1100 1.0645 1.0679
1.1100 1.0645 1.0679
1.1100 1.0645 1.0679
1.1100 1.0645 - 1.0679
1.1100 1.0645  1.0679
1.1100 1.0645 1.0679
1.0300 0.9900 10.0898
1.0300 0.9900  0.9898
1.0300 0.9900 0.9898
1.0300 0.9900 0.9898
1.0300  0.9900 0.9898
11,0300 0.8179 0.9898
1.0300 0.8179 0.9898
1.0300 0.9866 0.9898
0.8800 0.8540

- 0.8513
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The Company did not propose changes to its meter and servrce line 1nstallatron charges or 1ts o
service charges and there is no drspute among the partles about these char ges Consequently, the k
chart of comparlsons is omrtted. o

B. Low Income Program

Arrzona Amencan proposed a new low-income program for the Sun Clty Water Dlstrrct “The |

Company proposed a 50 percent discount on the basic service charge for up to 1000 ehglble S

residential customers. The Company 1ncorporates the discount into the rate desrgn, wrth the foregone
revenue from the ‘discount in the monthly charge bemg recovered by an increase in ‘the commodlty ~
charge for the Jast tier for all users. Under the Company’s plan and based on a projected 'rnonthliy
charge of approximately $8.00 per month, participants in the low income program would see a
monthly charge of $4.00. If 1,000 customers enrolled in the program and participated year-round', thel |
Company would need to make up $48,000 from non-participants. The cost to non-participants would
be $0.19 per month, or $2.19 per year.26 The Company calculates that the foregone revenue from the
discount would be recovered by increasing the commodity charge in the last block price by $0.047
per 1,000 gallons for non-participant residential customers and all commercial customers. If fewer
than 1,000 customers enroll, Arizona-American proposed to refund the amount of any over-collection
of revenues.”’

Arizona-American states that the administrative cost of the program will be approximately
$30,000, but that it is not seeking recovery of the administrative costs from ratepayers at this time. It

would seek recovery of on-going costs in the next rate case.

Under the Company’s proposal, $1
Energy Fund, Inc, (“$1 Energy”) would administer the program. To be eligible, a Sun City Water |
District customer must be a full-time resident who is the primary account holder, over 64 years of
age, and with an annual household income not more than 150 percent of the Federal Poverty Income
Guideline (“FPIG”). $1 Energy will work with Arizona-American to confirm eligibility.

~'Staff had some concerns that the cost of the program was on the high side versus the amount

of the benefit received. Nevertheless, Staff did not oppose the program. RUCO supports the

26 48 000/(22,878-1,000) = $2.19.
27 Arizona-American Initial Brief at 23.
28 m
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proposed low income pro gram.”’

Ck. Approved Rates,

We commend Arlzona—Amencan for attempting to ﬁnd a werkable pro g1 am to ass1st 1ts low o
income customers Information from the SCTA and others 1ndlcates that the pro gram is needed in the
Sun City Water District.. ‘We have some concerns that in the Sun City Dlstnct there are a number of |
residents who may otherwise qualify for the program based on age and income, but who reside in |
chdominium buildings and are not the primary account holder. These individuals would not be abyle'
to participate in the program. However, no other party has recommended an alternative pro grem ora
fair or reasonable way to include these residents in the proposed plan. We find the Company’s
proposal is reasonable and should be adopted. Spreading the costs of the program to all users in the
cost of the last tier block minimizes the cost of the program on non-participants. Fof a minimal cost
to non-participants, the benefit to participants is relatively large. By limiting participation to 1,000
participants initially, the Company and the Commission will be able to see if the program is effective
and can be administered efficiently without burdening non-participants. We will re-evaluate the
program’s effectiveness in the next rate case.

We accept Staff’s recommended rate design, with three inverted blocks for residential 5/8
inch and % inch meters and two inverted blocks for all other meter sizes. The rates we approve are
fair and reasonable and encourage conservation. As it is under Staff’s proposed rate design, o‘urk réte
design results in 39 percent of the revenue from residential customers being derived frorn the monthly
minimum charge and 61 percent derived from the commodity charges, while overall, the fatio is 36
percent of revenue coming from the monthly minimum and 64 percent from the comrnodity charge.
These percentages are within the range we typically approve, and not signiﬁcantly different from

RUCO’s recommended percentages, and we believe they are reasonable in this case.

The average usage for a residential 5/8 inch meter customer is 8,269 gallens per month. "The, i

median usage for the residential 5/8 inch meter customer is 6,431 gallons per month. Under current

rates‘,‘the average monthly residential bill is $13.91 and the median bill is $1 1.88.

# RUCO Opening Brief at 10.
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Under the rates we approve herein, the average “resideﬂtiaIV'VS/S ineh rneter 'bill wbuld "be |

$17. 15 an mcrease of $3 24, or 23 33 percent The median r651dent1a1 5/8 mch metel b111 would bet S

$14. 71 an increase of $2 83, or 23 75 percent.

A partrcrpant in the low income program, with average usage of 8 269 gallons Would see a |- by

monthly b111 of $13.15 under our approved rates, a decrease of $0.76 from current rates.

V1. Fire Flow Cost Recovery

A. - Proposed Fire Flow Improvement Projects

‘In the last water rate case for the Sun City Water District, the Commission ordered the |

creatien of a Fire Flow Task Force and charged it with the task of determining if ’rhe water production j
capacity, storage capacity, water lines, water pressure and fire hydrants of Youngtown and Sun ‘City
were sufficient to provide fire protection capacity that is desired by each community.* The Taslr
Force was to report its findings and proposed plan of action to the Commission by May 30, 2005.
In October 2004, Arizona-America formed the Youngtown/Sun City Fire Flow Task Force with’
representatives from the Sun City Taxpayers Association, the Sun City Homeowners Association, the
Recreation Centers of Sun City, the Sun City Condominium Association, the Sun City Fire
Department, the City of Surprise Fire Department, Youngtown Baptist Village and the Town of | :
Youngtown. ’
- On May 25, 2005, in Docket No. WS-01303A-02-0867, et al., the Task Force filed a copy of
its Youngtown/Sun City Fire Flow Report.®! The report recognizes that while Arizona-American hes |
no regulatory mandate to provide fire flow to the community, fire flow is nonetheless an important
public safety issue for the entire community that should be addressed in a timely manner. The Task
Force concluded that most of the area in the Sun City Water District satisfied the fire ﬂow‘
requirements recommended by the local fire departments, but that some areas, primarily south of
Grand Avenue, required larger pipelines and more hydrants to satisfy the recommendations. Based
on its analysis, the Task Force unanimously endorsed a four-year capital im‘provement plan to 

upgrade the fire-flow capabilities of the Sun City Water District.

*% Decision No. 67093 (June 30, 2004). ;
* Exhibit A-13, Brown & Caldwell Fire Flow Study.
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The four year plan includes main replacements to improve fire flows and new fire hydrants to -

I provide adequate access. The Flre Flow Task Force recommended a minimum standard fire ﬂow of | |

1000 Gallons Per Minute (“GPM”) for residential areas and 1500 GPM for commerc1al and multl— )
family ar eas’, and a m1n1rnum hydrant spacing of 660 feet. At the tlrne that the Task Fo1ce report - |
was issued; the estimated cost of the recommended upgrades was approxlrnat’ely $£3.1 rn1111on. 3 ,The’, e
Task Force’s four year plan is designed to improve those areas w‘ith‘ the least fire flow first, with |
residential areas taking priority over commercial areas. Ten distinét inlprOVement projects ’werke
identified, including 44,133 feet of new main and 195 new fire hydrants to be installed throughout th}e
Sun Clty Water District.

In its testimony, the Company revised the estimated cost of the 1mp1ove1nents to reﬂect
inflation and to account for the failure of the original estimate to allow for contlngenmes and
engineering costs as well as the Company’s internal costs, such as labor, labor overhead, general
overhead and AFUDC. Arizona-American estimates the current cost of the project would be $5.1
million.

The Fire Flow Task Force’s Patron Safety Plan, with the Company’s revised cost estimates is

summarized as follows:

Year Description Cost
i Sun City and Youngtown pressure reducing/pressure :
| Immediately | sustaining valve modifications $17,000
| Youngtown neighborhood commercial — 117 Ave
1 south of Youngtown Avenue; Youngtown residential; $1:099,00"0

fire hydrants in Sun City and Youngtown installed on
existing pipe
City of Peoria — Paradise Mobile Home Park; Sun

2 . | City residential, Youngtown - 6” piping and fire $1,190,000
hydrants '
: 6” piping and fire hydrants — Sun City and
3 | Youngtovgn ~$1,278,000
- 6” piping and fire hydrants — Sun City and
4 | Youngtown; piping improvements — Youngtown | $1,534,000
Commercial :
Total | S A $5,118,000
2 Trat 112.

B Ex A- 13, B10wn & Caldwell Fire Flow Study at 18.
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The proposed ﬁré ﬂow‘ilhprovemeilts, broken dOWf.l by"cc’)rmmunvity are as rfoilo‘v;ls": : o
| ,Suh City - ’2‘1“,4‘9\2 linear feet of main aﬁd ’78'ﬁre hydfahté - |
Youngtbwﬁ ;21’,391’ linear feet of main and 117 fire hydrants
Peoria 1,250 linear feet of main |

‘Ari“z:ona—AmeriCan conducted community information foru‘méy regardillg t‘h’e’ Plan éﬁd m’ailéd a .
survey to all of its customers of record. Customers returne’d 3,247’sur“vey réspohées, offkw‘hich’ 59 ’
percent supported‘the fire flow improvements and 51 peréent supported including the'cosﬁtk in Watérj
rates. During public comment, it was pointed out that individuals who live in co‘ndoﬁiihiurr’ls; thfe
the condominium association is the customer of record, were not directly mailed .‘copies'of the survey e
The survey was mailed to all customers of record, which would have included the condominium 1
associations, or entity responsible for paying the water bill. It is unknown from the record before us
how many individuals who did not receive a survey directly may have received one from the
condominium association and were able to participate in the survey.

As a result of its review of the proposed fire flow improvements, Staff believes that the
Company’s costs would be less than the Company has projected. In particular, Staff believes that the
costs of the hydrants and for restoration will be less. Staff’s analysis yielded a cost estimate of
approximately $2.6 million.** Staff cautions, however, that it has not made a determination of the
capital improvements as “used and useful,” but defers such determination until the Company’s ‘nexty
rate case.

B. Fire Flow Cost Recovery Mechanism

1. Arizona-American’s Position

Arizona-American states it cannot fund the fire flow projects unless the Commission approves
a mechanism similar to the arsenic cost recovery mechanism (“ACRM”). Under the Company’s
proposal, the surcharge amount would be set to recover the authorized rate of return associated with
the completed fire flow projects and would cease when the Commission establishes new permanent

rates in the next Arizoha-American Sun City Water District rate case (expected by May 31, 2012)

3* Bx S-18 Hains Direct at 8-9.
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When the fire ﬂow fac1ht1es would be 1nc1uded n 1ate base The Company envisions the ﬁre ﬂow
surcharge operatrn g hke the ACRM surcharge, except that it would have more step increases. Under |
the proposal after completrng each phase of the plan, the Company W111 file supportrng 1nvorces and
such other 1nfonnatron as the partres need to review the plO_} ect costs and determrne the Company s
earnings. Partres will be able to audit ali constructron invoices and Verrfy that the prOJects are 1n
service, and the surcharge would not go into effect until the Commission i issues an order ﬁndrng that
Arrzona—Arnerrcan has completed the projects and that the costs are reasonable and prudent

Staff recommended an earnings test before the FCRM goes into effect, Under Staff’s
recommendatlon the Company would submit the same schedules demonstrating eurrent earnmgs asit
does in connection with its ACRM. Staff states that under the earnings test, if it is determrned that
the Sun City Water District is over earning its authorized rate of return, the 1equested FCRM step
increase would be adjus‘red.3 7 Staff recommended the Company file the following schedules at the
time it seeks a FCRM step increase: (i) the most current balance sheet; (if) the most current income
statement; (ii1) an‘earnings test schedule (consistent with Decision No. 66400); (iv) a rate review
schedule (including incremental and pro forma effects of the proposed increase); (v) a revenue
requirement calculation; (vi) a surcharge calculation; (vii) an adjusted rate base schedule; (viii) a
CWIP ledger (for each project showing accumulation of charges by month and paid vendor invoices);
(ix) calculation of the allocation factors; and (x) a typical bill analysis under present and proposed
rates. The Company agreed to Staff’s recommendation for an earnings test and to require a
Commission Order before the FCRM goes into effect.® |

At the hearing, as an alternative to the FCRM witnesses discussed the option of a
Commission accounting order that would allow the Company to defer project costs to be eollected n
a future rate case. The Company believes, howevel that an aecountlng order would not prov1de

sufﬁcrent certalnty that it could recover deferred project costs and would provide recovery funds too

3 Originally, Arizona-American proposed that the FCRM would go into effect automatically 45 days after the ﬁlmg of
supporting documentation. Staff objected (Ex S-21, Igwe Direct at 9) and the Company agrees that the FCRM would not

‘go into effect until after a Commission Orde1 (Tr. at 360-361) -

% Ex S-21, Igwe Dlreet at 9
7 1d. at 10.
* Tr. at 360-361.

B
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late, for the Company to agree to go forward with the pI‘Oj ect

2. RUCO sPosrtlon ‘

RUCO does not dlspute that the Commlssmn can‘order the ﬁle ﬂowrmdprovements but ’
dlsagrees that 1t should order the Company to make them. Nelther does RUCO d1sagree that the
system has ﬁre ﬂow 1nadequa01es RUCO believes that the sahent quest10n is not Whether the'f
1mprovements are in the pubhc interest, but who should pay for them. Accordmg to RUCO the party ’
thatrequests the beneﬁt, in this case the Town in RUCO’s opinion, not ut1hty ‘customers,' should '
pay ¥ RUCO claims further, that it is not responsible for identifying an alterh_ative ‘f:undinglsoorce or
offering a solution, but is charged with determining just and reasonable rates.*? '

: RUCO is concermed about the effect of the proposed surcharge on customer hills ett é time
when all utility costs are rising. RUCO notes that the surcharge would be in addition to the rate
increase approved herein, as well as to the increase in wastewater rates approved in Decision No. |
70209, and the ACRM approved in Decision 68310 (November 14, 2005).*!

RUCO characterizes the fire flow improvement project as “discretionary,” and argues the
Commission should reject the proposal to fund them with a surcharge. RUCO states there is no
Commission rule, policy or statute that governs or sets a fire flow standard, and there i1s no regulatory
rate-making prineiple that requires, or even supports a fire flow standard. Thus, in RUCO’s view, the
situation is not analogous to the need to install arsenic treatment facilities where utilities have no
choice but to make the required investment, and RUCO opposes using an ACRM-like surcharge to
fund the fire flow improvement projects. RUCO believes that an ACRM-like surcharge should not '
become the tempiate for the pass-through to ratepayers of any expense that is in the public interest
outside of arate case.

RUCO asserts that approving the FCRM would send a message that the Commission supports
single-issue ratemaking.*” RUCO asserts the FCRM will only consider cost increases in one category

of expenses and will ignore changes in revenues, cost of capital, rate base and other expense

*» RUCO Opening Brief at 4.
“RUCO Reply Brief at 4.

“l RUCO Reply Briefat 7.
“ RUCO Reply Briefat5.
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categories. RUCO argues ratepayers will not receive the benefits or efficiencies or the other potelltial,

off-sets to costs since the sole focus of the step increase review will be the incremental fire flow |

costs. RUCO says the proposal is “single issue” ratemakihg which the Scates court recognized is

2543

“fraught with potential abuse. RUCO argues that if the Commission is going’to ‘consider such |

mechanisms, it should only do so in the most dire and extreme circumstances. = Because RUCQ

believes the fire flow requirements are not within the purview of what the Commission regulateé, the |

Commission sﬁould not appi‘ove the FCRM. RUCO argues the ACRM was névér ‘meant ‘to‘ be. |
expanded as proposed in this case. | :
RUCO argues that there is no legal impediment preventing Youngtown or Sun City, through-
its Recreation Centers, from funding the fire flow improvements. RUCO asserts that because
Youngtown wants the improvements, Youngtown should pay for them. RUCO argués that the Gift
Clause of the Arizona Constitution and A.R.S. § 9-514 have been discussed in the course of this
proceeding as preventing municipalities from spending public monies to build infrastructure that
would be owned by a private company. RUCO believes that reliance on the Gift Clause or A.R.S.
§9-514 as an impediment to Youngtown funding the improvements is misplaced. RUCO cites the
holding in Town of Gila Bend v. Walled Lake Door Co., 107 Ariz. 545, 490 P.2d 551 (1971) as
support for its position that Youngtown could fund the fire flow improvements. |
In Town of Gila Bend, a private company entered into an agreement with the Town of ‘Gila, :
Behd under which the town agreed to construct and install a water main from the Southern Pacific
water tanks a distance of approximately 6,000 feet to the company’s plant‘, such line to be used for
fire protection. An agreement between the town and the water company was‘, submitted to the
Arizona Corporation Commission, and was approved subject to the water conipany’s right to review
all pléms for installation of the line. The town subsequently breached thé contract, ahd thé trial ycourt‘
ordered specific performance. The Arizona Supreme Court upheld the judgment. The Supreme
Court held that Article 9, Section 7 of the Arizona Constitution, which prohibits a town from making

gifts, donations or granting subsidies to private enterprises was not violated by the agreement. The

3 Scates’vAri,zona Corporation Co'in771issi071, 118 Ariz. 531, 534, 578 p.2™ 612, 615 (1978).
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Court held that because ownershlp and control over the water hne are to remain 1n the T own the

contract d1d not Vlolate the Gift Clause The Court found that the beneﬁt to the conlpany from the

ﬁre protectlon afforded by the main was of “absolutely no consequence “Merely because an'

1nd1v1dual may 1nd11 ectly beneﬁt from a public expendlture does not create an 111ega1 expendlture ”44;

In addltlon the Court found that AR:S. §§9-514 through -516, Whlch proh1b1t a rnun1c1pahty from e

engagmg in conlpetltlon Wlth businesses of a public nature, were not apphcable as the Town of Glla“
Bend was not going 1nto competition with the water company. |

RUCO argues that the Arizona Supreme Court’s reasoning squarely addresses‘ the Town’s
bosition in the present case. RUCO asserts that the Court in Town of Gila Bend, held that the Gift
Clause was intended to avoid “depletion of public treasury or inflation of public debt by engage1nent
in non-public enterprise.” *> The fire flow purpose in the current case also is not a ‘k‘non-public’
enterprise.” RUCO notes the court in Town of Gila Bend held that each case is different and that
each case must focus on the objective sought and the degree and manner in which that objective
affects the public welfare.”*®

RUCO further argues that community support for the project is “questionable at best,” as the
results of the survey are not persuasive. Unlike the ACRM, RUCO notes the community has a
choice, and its support is only “half-hearted” with “only” 59 percent supporting the improvements
and 51 percent willing to pay for it. |

RUCO states further that while it does not support an accounting/deferral order, it finds such
order to be the lesser of two evils since it would allow for the examination of cOsts in the context of a
rate case where all the ratemaking elements can be reviewed.47 RUCO argues that the problems
associated with funding the fire flow projects in the Company’s Paradise Valley District area
reminder why the Commission should not approve funding of fire flow projects. RUCO believes that

the alleged small magnitude of the surcharge is not compelling. RUCO is’concerned that project

costs will increase over time and an inability to complete the projects in four years will add to the

* Town of Gila Bend, 107 Ariz at 550.
“ Town of Gila Bend, 107 Ariz. at 549.
46

1d. :
“RUCO Reply Brlef at'5.
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costs, and consequently, the burden on ratepayers,,48

3. Youngtown S Posmon

Youngtown supports the fire flow 1rnprovement prOJect and the FCRM. Youngtown states |
that fire ﬂow 1S a cr1t1cal matter of health and safety, and asserts that the beneﬁts to life and property
of ratepayers and the public from adequate fire flow and adequately spaced hydrants are.
uncontraverted. Youngtown asserts that the Task Force’s Plan relates to service throughoutthe entrre
district and 1s not a Youngtown request but reflects the consensus and recornrnendation of the Task
Force, yvhich was comprised of many different community representatives.

Youngtown asserts the Commission has the authority to regulate fire flow. The Town cites
Article 15, Section 3 of the Arizona Constitution which provides that the Commission “‘shall . . .
make and enforce reasonable rules, regulations and orders for the convenience, comfort,‘ and safety,
and the preservation of the health, of the employees and patrons of [public service] corporations.”
Further, Youngtown cites A.R.S. § 40-336, which provides the Commission may by order, rule or
regulation “require every public service corporation to maintain and operate its line, plant, system,
equipment, and premises in a manner which will promote and safeguard the health and safety of its
employees, passengers, customers and the public,” and to “prescribe the installation, use,
maintenance and operation o’f appropriate safety or other devices or appliances . establish uniform
or other standards of equipment, and require the performance of any other act which health or safety
requrres.” Youngtown cites a number of other Arizona statutes,” which it argues 1ndlcate that the‘
Cornmission’s regulatory powers are not limited to making orders respecting health and safety, but
also include the power to make orders respecting comfort, convenience, adequacy and reasonableness k
of service. |

Youngtown argues that Arizona-American’s failure to provide sufﬁc1ent fire flows and fire

hydrant spacmg throughout the District violates A.R.S. § 40 36l(B) and 334(A) and (B), which

place an afﬁnnatrve duty on the Cornn'nssron to act to protect the public safety and halt the drsparate L

“ RUCO Reply Briefat 6. -
“ e, ARS. §§ 40-203, 40- 202(a) 40- 361(B), 40-334(a), 40- 334(13)
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treatment of District custc‘sm‘ers pursuant to AR S. §§ 40-321(A), -331(A) and -203.% Youngtown

argues that suggestlons by RUCO and Arizona- Amerlcan that the 1mprovements are “drscretlonary 1o

1gnore the spe01ﬁc facts and statutory obhgatlons and the fact that the water systems today are

mtended to serve the dual purpose of serving potable water and provrdmg water for ﬁre protectlon 1

Youngtown states the Commtssmn can satisfy its statutory obhgatrons by authorlzmg Anzona—

Amerlcan to proceed w1th the Task Force S. Flre Flow Improvement Plan and approvmg the'v
surcharge. | | .

Youngtown argues that RUCQ’s position that ratepayers should notpay for the fire flow
improvements ignores the Arizona Constitution’s express recognition that providmgWater for fire
prevention is a public purpose. As such, Arizona—American is entitled to a reasonable return on the
fair value of its investment in facilities that provide potable water and fire prevention. In addition,
Youngtown argues RUCQ’s position ignores the reality that fire flow and fire hydrants are oart of
creating a water company in today’s environment, and that facilities serving fire flow prevention are
already included in the rate base and customer rates, and that the proposed improvements will
eliminate the inequality in fire prevention services currently being provided. Furthermore,
Youngtown argues the Office of the Fire Marshall has adopted IFC (2003 Edition) as the State Fire
Code.’* The State Fire Code expressly incorporates Appendix B, which establishes the same |
minimum fire flow requirements for the State as the Task Force adopted for the District. Finally,d
Youngtown argues Commission Rule R14-2-407(f) requires utilities to construct all facilities in
accordance with the guidelines established by the State Department of Health Services (whose
functions have been transferred to the Arizona Department of Environmental Quality), which in turn

53

requires water systems to be designed using good engineering practices.”” Youngtown asserts good

%0 Arizona-American argues that that Youngtown is incorrect to the extent it claims that the Company’s failure to provide
sufficient fire flow and fire hydrants throughout the District violates A.R.S: §§ 40-361B, -334A and B. . Arizona-
American argues these statutes relating to a utility’s rates, charges, services and facilities infringe on the Commission’s
exclusive jurisdiction over rates, charges, service and facilities. The Company asserts there is 1o basis for Youngtown’s
allegation that Arizona-American has violated any statutes, as the Commission has jurisdiction over this matter and has
exercised it. The Company asserts that to answer the question of whether a utility should upgrade older infrastructure to
satisfy modern fire flow standards requires the Commission to evaluate service needs and 1ate impacts, both questions
exclusively within the Commission’s Article 15 jurisdiction.

! Youngtown Opening Brief at 8, fn 30.

2 A.A.C. R4-36-201.

* A.A.C. R18-4-502, Ex S-10.

S
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engmeerln practrces crrterla are contained in Englneermg Bulletm No 10, “Guldehnes for the :
Constructlon of Water Systems” (May 1978), which not only clarifies that the 20 PSI5 requlrement
apphes ‘under all condltlons of Flow” including fire ﬁghtlng condrtlons but also 1ncorporates the fire

flow design standards estabhshed by the Office of the State Fire Marshall or local authorltres

Youngtown argues that RUCQ’s discussion of alternative fundmg sources. for the ﬁre flow |

improvements and its discussion of the Town of Gila Bend case are 1rre1evant Youngtown believes
that RUCO’S contention that Youngtown or other non-profit associations should pay for the fire flow
improvements ignores the benefits customers derive from the improvements. »FUrther, Youngtown
argnes RUCO’s suggestion is speculative that such other funding source exists. Youngtown asserts
that RUCO has presented no evidence that Youngtown, Recreation Centers of Sun City and/or the |
Condominium Owners Association, Inc. could raise funds and then provide them to Arizona-
American to improve Arizona-American’s water system. On the other hand, Youngtown states
Mayor LeVault testified that Youngtown is precluded by constitutional restrictions and its own lack
of financial resources from providing funding for the project.

Youngtown distinguishes the Town of Gila Bend from the instant case on the grounds it
involved the enforceability of a municipality’s contract with a third party business. In Town of Gila
Bend, the town voluntarily agreed to build the line in exchange for the company rebuilding its plant
after a fire and remaining in Gila Bend. Under the agreement between the two parties, the town
owned and operated the line it installed. Youngtown notes that no similar agreement is at issue in
this ease, and all the facilities installed under the proposed fire flow improvement plan will beovx’/ned
by Arizona-American.

- Youngtown claims that Article 9, Sections 7 and 10 Qf the Arizona Constitution create |
significant barriers to the Town’s ability to fund the improvements but whether the barriers are
insurmountable is not relevant to the question of whether 1mp1ement1ng the plan promotes the safety,
health, comfort and convenlence of the patrons, employees and the pubhc

Youngtown beheves the FCRM as modified by Staff 1s a reasonable method of cost reeovery

>* Pounds per square inch. o
33 Ex S-4, ADEQ Engineering Bulletm No. 10.

56 Youngtown Reply Brlef at’5.
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n thrs case ‘where the evidence shows that the 1mprovements w1ll enhance the health and safety of the -

ratepayers and the pubhc where there is no viable alternative source of fundmg, and Where the

ﬁnan01al condmon of the Company does not make traditional ratemakrng methods v1able and would o

extend the trrne for rnakm0 the needed 1mprovements Youngtown also beheves that 1ntegrat1ng the
costs of the 1mprovements into rates annually over a four year perrod through the FCRM wrll
minimize the 1mpact on Arizona-American’s customers Youngtown is concerned that wartrng for
traditional ratemakmg forecloses the opportunrty to gradually phase-in the ﬁre flow 1mprovements7
over a four year period and unnecessarily couples the impact of the fire flow improvements with any
other rate increase that may be warranted in the future rate case. Youngtown asserts that delays are |
likely to result in unnecessarily prolonging the fire danger and result in overall increases in project
costs. - |

Youngtown states that the fire flow improvements will not generate any additional revenues
and will have no, or only minimal, impact on operating costs, therefore, there should be no
appreciable impact on the overall rate of return of Arizona-American’s a result of the improvements.
Youngtown argues the FCRM provides the opportunity for Staff and the Commission to focus on the .
costs associated with the fire flow improvements, as Arizona-American will be required to
demonstrate that all costs are reasonable and prudent before they are included in the FCRM, just like
in a rate case, and the earnings test will protect customers. Moreover, Youngtown notes the
Commission will have an opportunity to make any adjustment in the next full rate case.”’
Youngtown suggests that the Commission could require the Company to file a full rate case as a pre-
condition to filing for the fourth increase under the FCRM, so that the Commission could determine |
whether the final increase should proceed under the FCRM or as part of the rate filing.

In contrast to Scates v. Ariz. Corp. Commission, 118 Ariz. 531, 578 P.2d 612 (1978), where
the court found the Commission had improperly adjusted rates without considering the overall impact
on the utility’s return or fair Value rate base, Youngtown asserts the Commission in the current case is

considering an “adjustment mechanism” in conjunction with a full rate case. Youngtown states the

ST Ty at 457-458.
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FCRM merely recognizes that the ‘Company is undertaking a revenue neutral safety related capital

and safety improve‘ment‘s are constructed and placed in serVice. . v

: Youngtown agrees thét the earnings test as proposed by Stafﬁ ahd adoptéd by the Company is
another safeguard to enéure the FCRM complies with Scates. “The earnings test ensures that incrééses
allowed undér the FCRM will not cause the Company to over-eam. Fﬁrthefmore, YoungtoWh noté's4
the earnings test only benefits the ratepayers, as there is no upward adjustment if the"eam’ing test
indicat‘es the Company 1s under-earning. Youngtown notes that the Scates éouft found “when courts
have upheld such automatic adjustment provisions, they have generally done so because the clauses ‘
are initially adopted as part of the utilities rate structure in accordance with all statutory ,a’nd
constitutional requirements and, further, because they are designed to ensure that, through the
adoption of a set formula geared to a specific readily identifiable cost, utilities profit or rate or return
does not change.”® Youngtown argues the FCRM is just such an automatic adjustment mechanism,
tied to investment in non-revenue producing plant.*®

4. Staff’s Position

Staff believes that the fire flow improvements are a matter of public safety and should be
approved. Mr. Igwe testified that “[bJased on the Task Force Report, the proposed fire flow capital

60

impfovements seem imperative for public safety” in the Sun City area.” In addition, Staff relies on

the testimony of the Sun City Fire District Fire Battalion Chief Hank Oleson who spoke of a fire in a

1 Gtaff states

four-plex which burned while one of two fire trucks was searching for a water suppiy.
that ordinarily it would be opposed to a mechanism for recovery of plant investment outside a rate
case, but because in this case the proposed project costs are significant and are not a “normal” system
upgrade, Staff believes the FCRM should be adopted.

-Staff responded to the perception, or concern, expressed byksome in this case that residents of

Youngtown would benefit from the proposed fire flow 1mprovements more than the customers

*® 115 Ariz. At 535, 578 P.2d at 616. -
*Youngtown Reply Brief at 7.

8 Ex S-21, Igwe Direct at 6.

' Trat218-219.
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: located in Sun C1ty Staff argues that such perceptron is not supported by the facts as the testrmony

1ndlcates that more customers in Sun City than in Youngstown would drrectly beneﬁt Staff notesf
further that the Company VIGWS 1ts system as a whole and does not follow pohtreal boundarles 63‘,‘ :
Staff notes that existing ﬁre ﬂow plant is already in rate base and part of the rates paid by all k'
residents in the D1strlct and there is no rate difference for those ratepayers that are recelvrngf
1nadequate fire ﬂow - Staff concurs with the Company that payment for the ﬁre ﬂow 1n1provernents
would not result in a “subsidy” by Sun City customers for Youngtown nnprovements. Staff states | :
that subsidies do not exist in a single tariffed zone.** Furthermore, Staff states, theiCompany does
not calculate separate costs of service for Youngtown or Sun City or Peoria.

Staff asserts that improving the fire flow will allow all citizens of the Sun City Water District
to receive the same level of service. A.R.S. § 40-334(B) provides that no public service corporatiOn
shall establish or maintain any unreasonable difference as to rates, charges, service facilities or in any
other respect, either between localities or between classes of service.  Staff believes the fire flow
improvements are necessary to provide the same level of service to all ratepayers. Staff notes too that
there would be benefits to the system from the improvements beyond fire flow, as the new pipes
could replace old leaking pipes.

Citing A.R.S. § 40-336 and §40-361, Staff believes the Commission has the discretion to -
approve use of ratepayer funds for the fire flow improvements. A.R.S. § 40-336 provides that “[t]he
commission may by order, rule or regulation, require every public service corporation to maintain
and operate its line, plant, system, equipment and premises in a manner which will promote and
safeguard the health and safety of its employees, passengers, customers and the public . . . .” AR.S.
§ 40-361(B) provides “[e]very public service corporation shall furnish and maintain such service,
equipment and facilities as will promote the safety, health, comfort and eonvenienee of its patrons,
employees and the public as will be in all respects adequate, efficient and reasonable.”

Staff argues that the issue in the instant case is not who benefits from fire flow improvements,

as RUCO argues, but rather who would own and control the plant. As it did in the Paradise Valley |

%2 Tr-at 564.
% Tr.at 567.
 Trat 404.

34 DECISIONNO. 70351




10
11
12

14
15
16
17
18
19
20
21
22

23

24
25

26

27
28

- DOCKET NO. W-01303A-07-0209

rate case ‘(Docket N’o.“r‘W-01303A—05—O405), Staff disagrees VWith"RUCO’s interpretation ’of and
reliance on Town of Gila Bend. Staff believes the facts of Town of Gila Bend are,distinguishable
from the facts in thkisycase, and also that RUCO misinterprets the legal holdingsv. Staff argues that
when the court found that fhe agreement did not violate the Gift Clauée, the court’s primary reason
was rhat “ownership and centrol over the water line” remained with the town.® Staff States the_eOurt
further corlcluded that even though the private companyk beneﬁted‘ from the Water line, the public at
large also direcﬂy benefited.® Staff asserts in this case, the Company will ultimatelyi own arld‘
eorrtrol the plant, unlike the facts in Town of Gila Bend. - Staff states that Town of Gila Bend court
distinguishes cases where ownership and control over an asset remain with a public entity from cases -
where a private enterprise becomes the owner. Staff argues the Town of Gila Bend case dQes‘ not
address whether a municipality may invest public funds in a private utility.

5. Effect of Proposed Surcharge

Based on a total estimated cost of the fire flow improvements of $5,118,000, Arizona-
American projects the cumulative impact on of each step of the FCRM on the residential monthly bill

as follows:%’

Phase 1 Phase 2 Phase 3 Phase 4
Median®® $0.22 $0.46 $0.71 ~$1.01
© Average® $0.29 $0.58 $0.90 $1.29

Based on Staff’s estimated costs of the fire flow improvements of $2,688, 642 Staff prOJects

the cumulative impact of each step as follows:”°
Phase 1 Phase 2 Phase3 = Phase 4
Median $0.09 $0.23 $0.35 $0.52

Average $0.12 $0.29 %045 - $0.67

 Town of Gila Bend, 107 Ariz. At 549,490 P.2d at 555,

19514

57 Ex A-15 Revised, filed January 18, 2008.
% Based on median usage for the 5/8 inch meter of 6,500 gallons per month.
% Based on average usage for the 5/8 inch meter of 8,300 gallons per month

7 §-23 filed Janualy 16, 2008.
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lc. ‘Amlysisi and Resolution

Our experlence w1th consldermg major construction pro;ects outside the context of a 1ate case
teaches us that often substant1a1 unintended adverse consequences can result from nnplementmg g
surcharges such as the FCRM Cost recovery mechanisms such as the FCRM should only be‘ ;

1mp1emented n: extraordmary circumstances. We do not ﬁnd that the proposed ﬁre ﬂow:','

improvement project warrants the extraordinary rate making treatment being proposed by, the'

Company,'Staff and Youngtown. Consequently, we deny the request to implement the FCRM. Our ‘

finding on the merits of the FCRM, however, does not affect how the Commission would treat the |

capital improvements if the Company constructed them voluntarily and seeks their inclusion m rate |

base in a rate case.
* ® * % % * * * * *
Having considered the entire record herein and being fully advised in the premises, the
Commission finds, concludes, and orders that:

FINDINGS OF FACT

1. Arizona-American provides water utility service to approximately 23,000 customers
in its Sun City Water District. The Sun City Water District covers roughly 18 square miles and
includes all of Sun City and the Town of Youngtown, as well as small sections of the cities of Peoria
and Surprise.

2. Arizona-American’s Sun City Water District’s current rates were set in Decision No.
67093 (June 20, 2004).

3. On April 2, 2007, Arizona-American filed an application for a rate increase for its Sun
City Water District.

4. On April 30, 2007, Staff filed a letter stating that the apphcation met the sufficiency
requirements outlined in A.A.C. R14-2-103, and classifying the Company as a Class A utility.

5. OnMay 16, 2007, the Commission convened a Special OpenMeeting for the purpose

of taking public comment on the rate increase in this matter as well as Docket No. WS-01303A-06-

0491, Arizona-American’s ‘then pending rate case for its Sun City ahd Sun City West Wastewater

Districts.
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6 “ By"Pl'oceddral Order dated June 5, 2007, the Cerlmiission set the matter for hearing on |
January 7, 2008, established proeed‘ural guidelines andl deadlines bf‘orﬁling‘ testimony arld granted, ,
interi}elitlon to RUCO and SCTA. e | |

7. On September 13, 2007 the Commission granted mterventron to Younotown

8. On September 19, 2007, Arrzona—Amerlcan filed Notrce of F111ng Afﬁdav1t of |
Publication indicating that notice of the hearmg in this matter was publrshed on September 11, 2007.,
in the Dazly News-Sun.

9. On September 21, 2007, Anzona—Amerrcan filed Notlce of Frlmg Afﬁdav1t of |
Customer Notice, indicating that the notice had been mailed to Arizona-American’s Sun City Drstrlct
customers. ‘

10. On October 3, 2007, William E. Downey of Sun City, Arizona, filed a Motion to
Intervene.

11. On October 15, 2007, RUCO filed the Direct Testimony of Marylee Diaz Cortez,
William Rigsby and Timothy Coley, Youngtown filed the Direct Testimony of Mayor Michael
LeVault and Deputy Fire Marshall Ken Rice; and Staff filed the Direct Testimony of Alexander
Igwe, Stephen Irvine on cost of capital and Dorothy Hains.

12. On October 19, 2007, the Commission granted intervention to Mr. Downey.

- 13. On October 29, 2007, Staff filed an Errata for Mr. Irvine’s cost of eapital testimony

filed on October 15, 2007, and filed Mr. Irvine’s Direct Testimony on rate design, as well as Mr,

lgwe’s Direct Testimony addressing the revision to Staff’s recommended revenue requirement and
recommendations regarding the Company’s request for a Public Safety Surcharge Mechanism. |
14.  On October 29, 2007, RUCO filed Mr. Coley’s Direct Testimony on rate desigrl.
15.  On November 30, 2007, Arizona-American ﬁled the Rebuttal Testimon& of ’Lmda_
Gutowskl Bradley Cole, Cindy Datig, and Thomas Broderick. |
- 16. On December 14, 2007, RUCO filed the Surrebuttal Testlmony of Ms. Draz Cortez,

Mr. Rigsby and Mr. Coley; Staff filed the Surrebuttal Testimony of Mr. Igwe, Ms. Hains, and Mr.
Irvine; and Youngtown filed the Surrebuttal Testlmony of Mayor LeVault |

17. On December ll 2007 the SCTA ﬁled a request to wrthdraw from mtervenor status‘
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becauée it was not represen‘red by an attorney as required by ArizonalSupremeCourt Rules 31 and 38 |
andARS §40-243. | | S 4

‘7’18. On December 21 2007 Arizona-American ﬁled the Rejomder Test1mony of Mr |
Broderrck Ms Gutwoskl and JosephE Gross. ‘ :

19. ~ On J anuary 3, 2008 the Commission conducted a Pre- Hearmg Conference to schedule‘ .

witnesses. The Commission granted the SCTA request to withdraw as an 1ntervenor and mvrted itto |

present its position through public comment.

20. The hearing convened as scheduled on January 7, 2008, befere a duly authorizedA
Administrative Law Judge. At the commencement of the hearing, the Commission heard coﬁjments
from a number of Arizona-American Sun City District customers, including the SCTA. | In additiyc‘)n
during the public comment seglnerrt of the hearing, Mr. Downey withdrew as an intervenor énd
provided public comment.

21.  On January 14, 2008, Arizona-American filed Final Schedules.

22.  On January 16, 2008, Staff filed its post-hearing exhibit on the bill impact of the
proposed surcharge.

23. On January 18, 2008, Arizona-American filed late-filed Exhibits A-14, A-15 (revised)
and A-16, concerning the Company’s investment policy conceming fire flow investments, its revised
calculation of the estimated bill impact of the fire flow project, and status of low income programs in
Arizona—Arnerican’s regulated states.

24. - On January 22, 2008, RUCO filed its final post-hearing schedules and final rateri
design.

25. On January 25, 2008, Arizona-American filed a Response to a billing issue raised |
during public comment. |

26. On February 1, 2008, Youngtown filed late-filed exhibits concerning fire losses and
fire sprinkler system costs. ’

27.  On February 13, 2008, RUCO, Youngtown, Staff and Arizona—American’ﬁled Ciosing'
Briefs. Y | s , ’ ; |

28.. On February 27, 2008, RUCO, Youngtown and Staff filed Reply Briefs.
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29. On Febluary 28 2008 A11zona-Amerlcan filed its Reply Brief.

30.. In Aprll 2008 the Comnnssmn received approx1n1ate1y 60 addltlonal elnaﬂs from Sun
Clty reS1dents opposed to the ﬁre flow 1mprovement pI‘OJ ject.. |

31.  In the Test Year ended December 31, 2006, the Company expenenced Operatmg
Income of $755,506, on total revenues of $7,688,479, for 22.99 percent rate of return on FVRB. ’

32. The Conipany requested rates that would result in total revenues of $9, 711 596, a
revenue 1ncrease of $2,023,117, or 26.3 percent. RUCO recommended rates that would y1e1d total
revenues of $9,496,831, an increase of $1,806,508, or 23.5 percent. Staff recommended total
revenues of $9,632,551, an increase of $1,944,072, or 25.3 percent.

33. As discussed herein, the Company s FVRB is determined to be $25 295, 922

34.  As discussed herein, an appropriate and reasonable capital structure for the Company
is 61.0 percent debt and 39 percent equity. The cost of debt is 5.5 percent, and an appropriate end
reasonable cost of equity is 10.8 percent.

35, For Arizona-American’s Sun City Water District, a fair value rate of return on FVRB

of 7.6 percent is reasonable and appropriate.

36. Arizona-American’s Sun City Water District’s gross revenue should increase by
$1,907,202.

37. The Low Income Program, as discussed herein, is fair and reasonabl}ye and should be
adopted. | ‘ |

38, The rate design proposed by Staff and as modified in the discussion nerein should be
adopted in this proceeding. - |
39. It is not in the public interest to recover the cost of the proposed fire flow
1mprovement projects by means of the FCRM. ’ |
40.  We do not make any determination at this time whether the proposed fire ﬂow capital
1rnprovements would be “used or useful” or how the Commission would treat such improvements in -

the context of a rate case.
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B 'The"MariCopa «fCounty Env1ronrnenta1 Serv1ces Department (“MCESD”) has

deterrmned that the Sun Clty Water District system is currently dehverlng water that meets the water

quahty standards requlred by Arizona Administrative Code, Title 18 Chapter 4.

' 42. The Company s Sun City District is within the Phoemx Actlve Managenlent Area'

(“AMA”) and is in cornphance with the Arlzona Department of Water Resources (“ADWR”)l ‘

monitoring and reportmg rules

43. Staff reports that Arizona-American’s Sun City Water Dlstrlct has a 10 pelcent watervf

loss in the Test Year. Staff states that the water loss is within acceptable limits. Staff does not

recommend any specific reporting at this time, but recommends that if water loss at any time before

the next rate case is greater than 10 percent, the Company shall devise a plan to reduce water loss to -

less than 10 percent, or prepare a report containing a detailed analysis and explanation demonstrating‘

why a water loss reductlon to 10 percent or less is not feasible or cost effective.

44. Staff has no objection to the Company’s suggested water usage form and agrees with

the Company that it may use its annual report to track water loss, as long as water usage data is -

reported on a individual system basis in the Company’s annual report.
45. The Company has an approved cross connection tariff.

46. The Company has adequate production and storage capacity.

47, The Company is current with its sales and use tax and property tax obligations and is

in compliance with Commission orders and rules and reporting requirements.

48.  Because an allowance for the property tax expense of the Company is included in the
Company’s rates and will be collected from its customers, the Commission seeks assurances from the
Company that any taxes collected from ratepayers have been remitted to the appropriate taxing
authority. It has come to the Commission’s attention that a number of water companies have been
unwilling or unable to fulfill their obligation to pay the taxes that were collected from ratepayers,
some for as many astWenty years. It is reasonable, therefore, that as a preventive measure Arizona-
American annually file, as part of its annual report, an afﬁdavit with the Utilities Diyision attesting

that the Company is current in paying its property taxes in Arizona.. -
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" CONCLUSIONS OF LAW
Lo 'AriZona—American is" a public service cdrpbration pursuant to Article ’XV of the

Arizona Constitution and A.R.S. §§ 40-250 and 40-251.

20 The Commission has jurisdiction over Arizona-American and the subject matter of the |
application; | |
3 e Notlce of the proceeding was provided in conformance with law.
4. | The fair value of Arizona-American’s Sun City Water District rate base is |

$25,295,922, and applying a 7.6 percent rate of return on this fair value rate base produces rates and

charges that are just and reasonable.

5. The rates and charges approved herein are reasonable.
6. Implementing the proposed FCRM is not in the public interest.
7. Staffs recommendations concerning water loss and water loss reporting are

reasonable and should be adopted.
ORDER
IT IS THEREFORE ORDERED that Arizona-American Water Company is hereby authorized
and directed to file with the Commission, on or before May 30, 2008, the following schedules of
revised rates and charges for its Sun City Water District, which shall be effective for all service

rendered on and after June 1, 2008:

Monthly Usage Charge:

5/8” & ¥+’ meter — residential — low income’" $4.00
5/8” meter 7.99
¥+ meter : ; 7.99
1” meter ' 20.49
1 % meter.. . - 40.97
2” meter 65.56
3” meter 131.12
4 meter L 204.87
6” meter - 409.73
8 meter i 655.58
Irrigation 17 20.49.
Irrigation 1.5” : 40.97

Irrigation 27 ' , - 65.56

7! Restricted to 1,000 qualified participants
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Irrigation 37 B
Irrigation 47
Irrigation 6”

|| Private Fire 37

Private Fire 4”
Private Fire 67
Private Fire 8"
Private Fire 10”

Public Interruptible 3”
Public Interruptible 8"
Standby — City of Peoria
Central Arizona Project Raw

Commodity Rates — per 1,000 gallons

5/8” meter — residential
From 1 to 3,000 gallons
From 3,001 to 10,000 gallons
Over 10,000 gallons

3/4” meter - residential
From 1 to 3,000 gallons
From 3,001 to 10,000 gallons
Over 10,000 gallons

5/8” meter — commercial
From 1 to 10,000 gallons
Over 10,000 gallons

¥’ meter — commercial
From 1 to 10,000 gallons
Over 10,000 gallons

1”’ meter — residential & commercial
From 1 to 43,000 gallons
Over 43,000 gallons

1 ¥ meter — residential & commercial
From 1 to 98,000 gallons
Over 98,000 gallons

2” meter — residential & commercial
From 1 to 164,000 gallons
Over 164,000 gallons

3” meter — residential & commercial
From 1 to 342,000 gallons
Over 342,000 gallons

4> meter - residential & commercial
From 1 to 543,000 gallons
Over 543,000 gallons

6 meter — residential & commercial

42

131.12

204.87

409.73

11.14
17.23
36.21
47.28
- 68.34

6.90
6.90
6.95

$0.7190
1.3290
1.6920

$0.7190
1.3290
1.6920

1.3290
1.6920

1.3290
1.6920

1.3290
1.6920

1.3290
1.6920

1.3290
1.6920

1.3290
1.6920

1.3290
1.6920

DOCKET NO. W-01303A-07-0209 |
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* Qver 700,000 gallons e 1.6920
8 meter — residential & commercial ' ‘
From 1 to 1,450,000 gallons - - : 1.3290
Over 1,450,000 gallons G 1.6920
Irrigation 1”—all gallons -~~~ - 1.0604
Trrigation 1.5 — all gallons 1.0604
Irrigation 2” — all gallons 1.0604
Irrigation 3” — all gallons ' 1.0604
Irrigation 4 — all gallons 1.0604
Irrigation 6” — all gallons 1.0604
Private Fire 3” all gallons 0.9828
Private Fire 4” all gallons ~ 0.9828
Private Fire 6” all gallons 0.9828
Private Fire 8" all gallons 0.9828
Private Fire 10” all gallons 0.9828
| Public interruptible 3" all gallons 0.9828
Public interruptible 8” all gallons 0.9828
Standby - city of Peoria — all gallons 0.9828
Central Arizona Project Raw — all gallons 0.8480
Service Line and Meter Installation
Charges (Refundable): Line  Meter Total
5/8” Meter $370 $130 $ 500
3/4 “ Meter 370 205 575
1” Meter 420 240 660
1 ¥2” Meter 450 450 900
2 Turbine Meter 580 945 1,525
2” Compound Meter 580 1,640 2,220
Il 3” Turbine Meter 745 1,420 2,165
3” Compound Meter 765 2,195 2,960
4” Turbine Meter 1,090 2,270 3,360
4 Compound Meter 1,120 3,145 4,265
6> Turbine Meter 1,610 = 4,425 6,035
6” Compound Meter 1,630 6,120 7,750
Over 6” ; cost cost cost
Service Charges:
Establishment and/or Reconnection $30.00
Establishment and/or Reconnection (after hours) 40.00
Meter Test : ' 10.00
NSF Check 10.00
Meter Re-Read 5.00
Deposit - o (a)
Deposit Interest ‘ (a)
Collection of any privilege, sales, use and franchise taxes(b)
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(a) Per Commission Rule AAC R14-2-403B
(b) Per Commission Rule AAC R14-2-409D

IT IS FURTHER ORDERED that Anzona-Amerlcan Water Company shall notlfy 1ts Sun‘ |
City Water Drstrlct customers of the revised schedules of rates and cha1 ges authorrzed herem by
means of an msert ina form acceptable to Staff, included in its next regularly scheduled blllmg

ITIS FURTHER ORDERED that the request to implement the FCRM is denied.

IT IS FURTHER ORDERED that Arizona-American Water Company shall ﬁle a rate case for
its Sun City Water District no later than June 30, 2012. | :

IT IS FURTHER ORDERED that if water loss for Arizona-American Water Company’s Suri
City Water District at any time before the next rate case is greater than 10 percent, the Arizona-
American Water Company shall devise a plan to reduce water loss to less than 10 percent, or prepare
a report containing a detailed analysis and explanation demonstrating why a water loss reduction to

10 percent or less is not feasible or cost effective.

IT IS FURTHER ORDERED that Arizona-American Water Company may use its annual
report to track water loss, as long as water usage data is reported on a individual system basis in the

annual report.

44 s DECISIONNO. 70351 ]
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: 1 1T IS FURTHER ORDERED that Arizona-American Water Company shall annually file as
e ;’ 2 || part of its ammaI repoﬁ an afﬁdavit with the Utilities Divisi011 attesting that the Company is current
o 3 in paymg its property taxes in Arizona. ; | |
4 IT IS FURTHER ORDERED that this Decision shall become effective 1mmed1ate1y
5 , BY ORDER OF THE ARIZONA CORPORATION COMMISSION
e 61 ; ;
8 | CHAIRMAN COMMISSIONER
9 S SR
) Joem
Sf@\ % e J/)
11 \%’"‘MW / %"‘ Ll (‘ L Lot
WSSION‘ER COMMISSIONER /COWMISS'IONER
12 "
13 IN WITNESS WHEREOF, I, BRIAN C. McNEIL, Executive
Director of the Arizona Corporatlon Commission, have
14 hereunto set my hand and caused the official seal of the
Commission to be affixed at the Capitol, in the City of Phoenix,
L5 this /= day ofﬂgﬁ_‘ 2008.
1o A A
17 BWIAN C_WicNEI /
EXECUZXIVE DIRECTOR
18
19 DISSENT ‘
20
21 DISSENT
22 JR:
23
24
25
26
27
45 DECISIONNO 70358~
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SERVICELISTFOR:  ARIZONA AMERICAN SUN CITY WATER |

St DISTRICT |
| DOCKETNO-{ sl e W-01303A-O7-0209 S

Paul M. L1 Esq ' :

ARIZONA AMERICAN WATER COMPANY
19820 North Seventh Street, Suite 201

Phoenix; AZ 85024 =

Craig A. Marks, Esq.

CRAIG A. MARKS PLC
3420 East Shea BlVd Suite 200
Phoenix, AZ 85028

Scott Wakefield, Chief Counsel
RESIDENTIAL UTILITY
CONSUMER OFFICE ;
1110 W. Washington Street, Suite 220
Phoenix, Arizona 85007

Tracy Spoon

SUN CITY TAXPAYERS ASSOCIATION
12630 North 103rd Avenue, Suite 144

Sun City, AZ 85351-3476

William P. Sullivan, Esq.

Susan D. Goodwin, Esq.

Larry K. Udall, Esq.

CURTIS, GOODWIN, SULLIVAN,
UDALL & SCHWAB, P.L.C.

501 East Thomas Road

Phoenix, AZ 85012-3205

Attorneys for Town of Youngtown

Lloyce Robinson, Town Manager
TOWN OF YOUNGTOWN

12030 Clubhouse Square

Youngtown, AZ 85363

Janice Alward, Chief Counsel
Legal Division

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007

Ernest Johnson, Director

Utilities Division

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007
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