v

Transcript Exhibit(s)

Docket #(s): &D\‘J( A8 Y4- OLls
- o2 & -00- 0035

Exhibit#: /A |-V U3 , O\ -3

Arizona Corporation Commission

DOCKETED
DEC - 9 2008

DOCKETED BY N
NN
\ .

Bomussancnsannssy




alley -
Utilities ECEIVED | EXHIBIT
Water Co. li#¢:2 2«5

AZ CORP COMMISSION

- August 26, 2008 DOCKET CONTROL
, ' Arizona Comoration Commission
Mr. Ernest Johnson DOCKETED
‘Arizona Corporation Commission AUG 27 2008
Utilities Division
1200 West Washington Street DOCKETED BY N
Phoenix, Arizona 85007 ‘ ?&\

Re: Valley Utilities Water Company; Docket No W-84432A-99-0615 and Docket No W-
01412A-00-023; Decision No. 762908; Response to Staff Report

Dear Mr. Johnson:

Valley Utilities Water Co. Inc. (Valley) is writing this letter in response to the Revised
Staff Report dated August 18, 2008.

Valley did indeed set aside monies for the debt service of the WIFA loan that was
approved on September 18, 2000, Decision No. 62908, starting with the December, 2000
bills. Valley did indeed use some of these monies to pay operating expenses, from time
to time, to meet the operating demands of the company and in good faith, made every
attempt to repay and catch up on all installments for the sct-asides. The monies used
were used to maintain water service to our customers, to not incur any ill will from
vendors and employees and to keep from paying penalties and interest on overdue
accounts. Valley’s credit rating, as a small water utility, was not good and the company
was making every effort to improve its rating.

In Staffs Executive Summary, it is stated that Valley did not receive the WIFA loan that
would be serviced from the set-asides. This is categorically, not true. As clearly stated in
Valley’s response to Mr. Marvin Millsap’s Memo dated March 19, 2008 and is a matter
of record, Valley did receive the WIFA loan. The loan was for $52,350.00, loan number
920092-05 and closed on January 7, 2005. However, Valley had not drawn any funds
from this loan.

Pursuant to Decision No. 62908, the set-asides were to continue “until the amount of the

" loan was known”, page 15, and line 16 through 21. The loan amount was known when
the loan closed on January 7, 2005; it was $52,350.00. Having not drawn any of the loan
funds, Valley had over collected and felt that it was within its prerogative to use the funds
over and above that amount. Valley also concedes that it should have contacted Staff
regarding this interpretation.

6808 N. DYSART RD. SUITE 112 / GLENDALE AZ, 85307 / (623) 935-1100
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In the application for the Arsenic Removal requirements, Decision No. 68309 dated
November 14, 2005, the Commission granted a WIFA loan for $1,926,100.00 to support
the construction of the required arsenic removal systems for Valley production facilities.
In this Order, Valley’s existing WIFA loan approval for $52,350.00 was cancelled and
Valley was ordered to meet a compliance order regarding the set-aside account. The loan
status and set-aside account was explained in Valley’s letter to you dated December 28,
2005, docketed with docket control, December 29, 2005, 12:41 PM as a compliance item.
Included in this letter was a spreadsheet that detailed the set-aside account activity and
balances.

In my letter to you, as a compliance issue, I stated that I would follow up after the first of
the year with a phone call to Staff to discuss with Mr. Steve Olea the need to fulfill the
work scope that was contemplated in the WIFA loan that had been cancelled. Valley
placed a call to Staff but did not receive a return call. It should also be noted that Valley
did not follow up with further phone calls and the matter was not addressed again until
Valley was required to submit information from a data request from Mr. Millsap for an
inquiry from Staff, Mr. Darren Carlson. Valley responded to the Memo from Mr. Millsap
to Mr. Carlson and this response was included in the Motion for an Order Confirming
Compliance and Release of Set-Aside Funds, dated May 7, 2008.

On May 9, 2007, Valley filed, as a compliance issue from Decision No. 68309, an
application for authority to issue common stock in the amount of 4,000 shares with a
value of $300,000 and a short term note for $129,000 for a total increase in equity to
Valley of $429,000. This was the first step in complying with the Order to produce a
positive equity position for Valley by December 31, 2010. The Application was
approved, Decision No. 70052, dated December 4, 2007 and allowed for a short term
note in the amount of $129,000, payable by April 14, 2009.

On October 1, 2007, Valley filed an application for an emergency rate case for approval
for a $250,000 WIFA loan and surcharges to replace a production well that had
catastrophically failed. Decision No. 70138, dated January 23, 2008 allowed for the
approval of the loan and surcharges. Valley initiated the surcharge pursuant to the order
on the April 2008 bills and closed the WIFA loan #920131-08 on December 21, 2007.

This list of Commission activity regarding the filings Valley has made since the set-
asides were established in the 2000 Rate Case, demonstrates our conclusion that there
was no apparent concern by the Commission regarding the set-asides until Valley asked
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for the compliance approval and release of the funds. Valley does not dispute the fact
that it was in error regarding its use of the funds, the error being that the Commission was
not contacted regarding a request for permission to use some of the funds needed for
operating expenses and maintaining water service to our customers during equipment
failures and high demand times.

Valley admits this error in judgment, but there was no nefarious activity and Valley acted
in good faith and with the conviction that it was doing the very best that it could to
continue water service with the resources available. The cascading effect of pump
failures, well failures, mainline breaks and other issues that had to be addressed as they
occurred, placed the company in a position of making in the dark of night decisions,
while maintaining water service to its customers. Valley did not have the luxury of being
over built with the ability to wait for a decision to be made at the Commission. I
understand that Valley should have at least been in contact with the staff regarding these
matters and should have advised staff as to what was going on. The fact of the matter is
that it is easy after the disaster has been averted and the crisis is over to relax and be
thankful that things did not go any worse than they did and feel that there really isn’t any
reason to burden the regulators with the problem and to just repay the money and move
on. Valley felt that it was following the decision order and that after the amount of the
loan was known it seemed that the requirement for the set-asides had been met.

Valley believes the Staff’s recommended requirement that all of the set-aside funds plus
interest in the amount of $215,540, be used to service current WIFA debt is unreasonable
and clearly punitive. As stated above, sufficient funds were and have been set-aside to
cover the full WIFA loan obligation, not just the debt service for the loan that was
cancelled. Please recall that the $6.35 amount was not an additional authorized rate or a
surcharge, but a portion of the otherwise authorized return for the Company in that rate
case. Valley stopped catching up the set-aside account in September 2005 as it was
obvious that it had over funded for the WIFA loan in the amount of $52,350.

Valley strongly disagrees with Staff in recommending that a fine be assessed. This action
would only exacerbate an on going cash flow problem. With the amount of debt that is
outstanding, $1,926,100 arsenic remediation, $250,000 well replacement and $129,000 in
mandated equity increases, the need to establish sufficient rate structure to service that
debt is paramount. Therefore, Valley concludes that fines and a requirement to fund the
set-asides to $215,540, which is $163,190 over the known value of the WIFA loan of
$52,350, would be detrimental to its financial well being and virtually impossible for the
Company to comply with. Valley makes a commitment to maintain a better dialog with
Staff in order to prevent a misunderstanding of this nature in the future.




Page 4
Response to Staff Report
August 26, 2008

Respe'Wﬂed
’Ro%. Prince

cc: Docket Control (15 copies)
Hearing Division
Legal Division
Richard L. Sallquist
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FENNEMORE CRAIG, P.C.

Patrick J. Black (No. 017141)

3003 North Central Avenue, Suite 2600
Phoenix, Arizona 85012 ‘ EXHIBIT
Telephone: (602) 916-5400
Facsimile: (602) 916-5600

Email: pblack@fclaw.com

Attorneys for Valley Utilities Water Co., Inc.

BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE APPLICATION | DOCKET NO. W-01412A-99-0615
OF VALLEY UTILITIES WATER
COMPANY INC. FOR AN INCREASE IN
ITS WATER RATES FOR CUSTOMERS
WITHN MARICOPA COUNTY, ARIZONA

IN THE MATTER OF THE APPLICATION | DOCKET NO. W-01412A-00-0023
OF VALLEY UTILITIES WATER
COMPANY INC. FOR AUTHORITY TO

ISSUE PROMISSORY NOTE(S) AND NOTICE OF FILING OF
OTHER EVIDENCES OF DIRECT TESTIMONY OF
INDEBTEDNESS PAYABLE AT ROBERT L. PRINCE

PREIODS OF MORE THAN TWELVE
MONTHS AFTER THE DATE OF
ISSUANCE

Notice is hereby given that on this date, Valley Utilities Water Company, Inc., filed
the attached Direct Testimony of Robert L. Prince along with Appendices and

Attachments in the above-captioned matter.

RESPECTFULLY SUBMITTED this 0% day of October, 2008.

FENNEM IG, P.C.

By: i S
Patrick J. Black'
Attorneys for Valley Utilities Water Company, Inc.

e
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ORIGINAL and 13 copies of the foregoing
FILED this O™ day of October, 2008 with:

Docket Control

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, AZ 85007

COPY of the foregoing was
HAND-DELIVERED / MAILED
thisQOM day of October, 2008 to:

Belinda Martin

Hearing Division

ARIZONA CORPORATION COMMISSION
400 West Congress

Tucson, AZ 85701-1347

Ayesha Vohru

Legal Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, AZ 85007

Ernest Johnson, Director

Utilities Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, AZ 85007

2122770.1 / 67817.173
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FENNEMORE CRAIG, P.C.

Patrick J. Black (No. 017141)

3003 North Central Avenue, Ste. 2600
Phoenix, Arizona 85012-2913
Telephone: (602) 916-5400

Email: pblack@fclaw.com

Attorneys for Valley Utilities Water Company, Inc.

BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE APPLICATION OF
VALLEY UTILITIES WATER COMPANY
INC. FOR AN INCREASE IN ITS WATER
RATES FOR CUSTOMERS WITHN
MARICOPA COUNTY, ARIZONA

IN THE MATTER OF THE APPLICATION OF
VALLEY UTILITIES WATER COMPANY
INC. FOR AUTHORITY TO ISSUE
PROMISSORY NOTE(S) AND OTHER
EVIDENCES OF INDEBTEDNESS PAYABLE
AT PREIODS OF MORE THAN TWELVE
MONTHS AFTER THE DATE OF ISSUANCE

DOCKET NO. W-01412A-99-0615

DOCKET NO. W-01412A-00-0023

DIRECT TESTIMONY OF

ROBERT L. PRINCE
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INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND TELEPHONE
NUMBER.

Robert L. Prince, 6808 N. Dysart Road, Suite 112, Glendale, Arizona 85307. My
telephone number is (623) 935-1100.

- BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am the President of Valley Utilities Water Company, Inc. (“Valley Utilities” or the
“Company”).

PLEASE BRIEFLY OUTLINE YOUR RESPONSIBILITIES AS THEY RELATE
TO THE COMPANY.

As the Executive Officer, I am generally responsible for the managing of all operational,
administrative, financial, and regulatory matters of Valley Ultilities.

HOW LONG HAVE YOU BEEN INVOLVED WITH THE COMPANY?

I started as a part-time employee in 1962, and became full-time in 1987.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE ARIZONA
CORPORATION COMMISSION?

Yes, on several prior occasions.

DIRECT TESTIMONY.

A. Summary of Position.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

First, I would like to suggest to Staff that we should suspend this proceeding in order to
allow the Company to amend its original Motion for an Order Confirming Compliance
and Release of Set-Aside Funds, filed on May 7, 2008 (“Motion™). The Motion should be
amended to include an application for approval of an arsenic removal surcharge tariff as
previously authorized by the Commission. Funds currently in the Company’s set-aside

account (“Set-Aside Account”) should be applied to reduce the amount of the surcharge

_2.
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necessary instead of being released for unrestricted use, as originally requested. As you
will see in my testimony, I believe this procedure is consistent with past Commission
orders concerning the Set-Aside Account. In addition, I will address Commission Staff’s
recommendations as expressed in its August 18, 2008 Revised Response and October 6,
2008 Response to the Motion.

PLEASE BE MORE SPECIFIC ABOUT THIS ARSENIC REMOVAL
SURCHARGE.

In Decision No. 68309 (November 14, 2008), the Commission required Valley Utilities to,
among other things, file an arsenic removal surcharge tariff application, if necessary; a
report detailing the balance of funds in the Set-Aside Account, and the extent to which the
application of these funds to service debt would offset the amount of, or need for, an
arsenic removal surcharge; and a calculation of revenue requirement for principal, interest
and tax obligations on the debt approved using authorized Set-Aside Account funds and
hook-up fee collections. ‘

HAS VALLEY UTILITIES COMPLIED WITH THESE REQUIREMENTS?

The Company filed the report (see Motion, Exhibit 1) and revenue requirement calculation
(attached hereto as Exhibit BLP-1), but has not yet filed an arsenic removal surcharge
tariff application. I do concede that these two previous filings are not entirely clear with
how to address the Set-Aside’ Account. However, I think it is important to recognize — as
the Commission recognized in the order — that issues regarding the amount of funds in the
Company’s Set-Aside Account and hook-up fee account are both linked to issues
concerning the arsenic removal surcharge.

DOES THE COMPANY INTEND TO FILE AN ARSENIC REMOVAL
SURCHARGE TARIFF APPLICATION (“SURCHARGE APPLICATION”) IN
THE NEAR FUTURE?

Yes, unless Staff will agree to allow the Company to amend its Motion. The amount of
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money available to the Company from its hook-up fee account is $51,929.84, which it

uses to pay the monthly debt service of $16,483.00 on the current Water Infrastructure
Financing Authority (“WIFA”) loan (“WIFA Loan #2). With only three months worth of
debt service funds left available and no access to the Set-Aside Account funds, the
Company will be unable to pay the debt service on this loan beginning in February, 2009.
WHY ARE THERE LIMITED FUNDS IN THE HOOK-UP FEE ACCOUNT?

The Arsenic Impact Fee (“AIF”) authorized by the Commission in Decision No. 67669
(March 2, 2005) only applies to new service connections. Payments into the hook-up fee
account are non-existent in this economy and housing market, and the account is being
depleted of the remaining collected funds.

HOW DO THE ISSUES IN THIS PROCEEDING AFFECT THE ISSUES
PERTINENT TO AN ARSENIC REMOVAL SURCHARGE?

The primary issue is how the funds that are, or should be, in the Set-Aside Account will
affect the amount of the surcharge that is necessary for Valley Ultilities to pay its debt
financing obligations. Since Valley Utilities is also required to file a rate case application
by December 1, 2008, the Company was hoping to use the set-aside funds to pay for the
debt service on the existing WIFA loan, and to include an arsenic removal surcharge tariff
in its rate design request. However, given Staft’s heavy workload, even if the set-aside
funds were made available to the Company within the next few months, it is unlikely that
the rate case proceeding can be finalized in time to implement the arsenic removal
surcharge necessary to finance the WIFA loan.

WHY DOESN’T THE COMPANY JUST WITHDRAW THE MOTION, AND FILE
A NEW SURCHARGE APPLICATION?

I am open to this course if action, but given the time schedule, I believe it would be more
administratively efficient if Staff would agree to allow the Company to amend the current

Motion, and the administrative law judge approves a revised procedural schedule.
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However, based on Staff’s desire to move forward in this proceeding without discussing
possible resolutions, I anticipate that Staff is likely to oppose the Company’s request. Itis
clear that Staff believes Valley Utilities has exhibited a “flagrant disregard” of the
Commission’s authority, and wants to move forward with a hearing to prove its
conclusions and support its recommendation for fines and penalties. I readily concede
that the Company should have made stronger efforts in working with Staff to address
matters that directly affected the ability of Valley Utilities to provide adequate and reliable
service to its customers. But please understand, the actions I took were for the benefit of
our customers and, I sincerely believe, within the scope of the Commission’s orders
regarding the Set-Aside Account.

B. Decision No. 62908 (September 18, 2000).

PLEASE PROVIDE SOME BACKGROUND CONCERNING THE COMPANY’S
SET-ASIDE ACCOUNT.

The Set-Aside Account was established in Decision No. 62908 in order to provide the
Company with funds equivalent to the annual debt service requirements of a WIFA loan
Valley Utilities was seeking in order to make certain needed improvements to the system.
These improvements included the replacement of a water storage facility, booster pump,
lines and valves, the installation of new fire hydrants, as well as other improvements to
maintain adequate water service to Valley Utilities’ customers.

DID THE COMPANY KNOW THE AMOUNT OF THE WIFA LOAN AT THE
TIME DECISION NO. 62908 WAS ISSUED?

No. Although the Commission authorized the Company to obtain long-term financing
from WIFA in an amount up to $452,080, the final loan amount was not known at the time
of the order.

HOW DID THE COMMISSION ADDRESS THIS UNCERTAINTY
CONCERNING THE LOAN AMOUNT?
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The Commission ordered Valley Utilities to set aside funds equivalent to the annual debt
service requirements of the WIFA loan — one-twelfth of the annual requirement on a
monthly basis — once the amount of the loan became known to the Company. Until then,
Valley Utilities was to set-aside $6.35 from each bill per month in an interest bearing
account to be used for the purpose of servicing the WIFA loan authorized in that decision.
WAS THE $6.35 SET-ASIDE COLLECTED AS A SURCHARGE TO
CUSTOMERS?

No. The $6.35 was taken from each customer’s monthly utility bill, which was part of the
operating revenue established in Decision No. 62908. The Commission granted Valley
Utilities a revenue level of $432,301, resulting in an adjusted operating income of
$48,754.

SO, IF THE COMMISSION HAD NOT REQUIRED THE SET-ASIDES, THESE
FUNDS WOULD HAVE BEEN OTHERWISE AVAILABLE TO PAY FOR THE
COMPANY’S OPERATING EXPENSES, CORRECT?

Yes. That was my understanding, since the set-aside funds were collected from the
Company’s revenue requirement, which included an operating margin, established by the
Commission.

DID THE COMPANY SET ASIDE FUNDS TO SERVICE THE WIFA LOAN AS
REQUIRED BY DECISION NO. 62908?

Yes. The Company began setting aside funds in December 2000. Between December
2000 and September 10, 2003, the Company had set-aside approximately $163,375.
WHAT WAS THE STATUS OF THE WIFA LOAN IN SEPTEMBER 2003?

The Company did not meet WIFA’s public health and urgency requirements to qualify for
a loan between December 2000 and the end of 2002. However, the Company continued to
pay into the Set-Aside Account as required by Decision No. 62908 during this time

period.
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DID THE COMPANY CONTINUE TO SET-ASIDE $6.35 FROM EACH

CUSTOMER BILL IN A SEPARATE INTEREST BEARING ACCOUNT AFTER
SEPTEMBER 2003?

No.

WHY NOT?

By that time, the Company knew it had enough set-aside funds to service the WIFA loan.
The Company changed its loan request to $52,350 (“WIFA Loan #1”). Between October
2000 and the end of 2002, the Company’s need to build infrastructure changed due to
rapid growth within our service area. The Company was trying to close the WIFA loan,
but needed to revise the scope of work. Valley Utilities had already commenced work on
most of the “Big-Ticket” items previously identified in its original WIFA financing
request; for instance, the Company established a service line replacement program due to
the many service line failures being experienced at the time (those in most need of
replacement were replaced first), in a manner that would be least intrusive of the
Company’s operations and ability to provide customers water. At the beginning of 2003,
Valley Utilities had been working with both WIFA and Commission Staff, and was
advised that it could not add any new items to the list included with the original WIFA
financing request. After several discussions, the Company revised the amount requested
to $52,350 and filed a new application.

DID THE COMPANY KEEP COMMISSION STAFF APPRISED AND
INFORMED OF THE SITUATION REGARDING THE ORIGINAL FINANCING
REQUEST DURING THIS TIME PERIOD?

Yes. In fact, it became readily apparent to all parties involved during this period (Valley
Utilities, WIFA and Commission Staff) that the amount of WIFA Loan #1 was going to be
considerably less than authorized in Decision No. 62908. Mr. Steven Olea, who sits on

the WIFA Board, is the person who advised the Company that the original work scope as

-7
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applied for in Decision No. 62908 had to be adhered to, but that the loan amount could be

lowered due to the reduction of scope, which could not be augmented regardless of need.
As many of the “Big-Ticket” items had already been constructed, or were in the process of
being constructed, they could not qualify for the WIFA financing.

SO, IT WOULD BE FAIR TO SAY THAT THE COMPANY, AS WELL AS
COMMISSION STAFF, HAD REASON TO BELIEVE THAT THE WIFA LOAN
WOULD BE FOR AN AMOUNT LESS THAN HAD ALREADY BEEN SET ASIDE
BY THE COMPANY AT THIS TIME?

Yes. During the first half of 2003, the Company was in the process of revising its request
and amending its application to the amount required to finish the remaining projects on
the original application, based on Mr. Olea’s recommendations.

IN YOUR OPINION, WAS THE COMPANY REQUIRED TO CONTINUE
SETTING ASIDE FUNDS TO PAY FOR WIFA LOAN #1 AFTER THE AMOUNT
BECAME KNOWN TO THE COMPANY?

No. The Commission did not accept Staff’s recommendation to merely set aside $6.35
from each monthly bill for purposes of servicing the WIFA financing in Decision No.
62908 ad infinitem. Instead, the Commission adopted the Company’s proposal to set
aside the equivalent of one-twelfth the amount of funds of the debt service requirement
each month. Soon after the Company identified the amount of WIFA Loan #1 based on
discussions with Staff and WIFA personnel, we realized there was more than enough
money in the Set-Aside Account to pay off the entire loan.

DID DECISION NO. 62908 REQUIRE THE COMPANY TO COLLECT MORE
THAN WHAT WOULD BE REQUIRED TO SERVICE WIFA LOAN #1?

I do not believe so. In fact, I think that is why the Commission adopted the Company’s
proposed method of funding the set-aside account — to get the most accurate amount so

that the rest of the money could be used to pay for operating expenses and required system

-8
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improvements.

SO WHAT DID THE COMMISSION REQUIRE THE COMPANY TO DO WITH

ANY EXCESS FUNDS THAT WERE COLLECTED?
Nothing. The purpose of the set-aside fund was to assure repayment of WIFA Loan #1 for

the protection of Valley Utilities’ customers. Having accomplished that purpose by

keeping at least $52,350 in the Set-Aside Account, I thought it was reasonable to then use

the excess funds for their original purpose, which was to provide the Company with
operating margin funds to address customer needs.

THEN YOU DISAGREE WITH STAFF’S AUGUST 18, 2008 REVISED
RESPONSE WHEREIN IT ARGUES THAT THE REQUIREMENT TO SET
ASIDE FUNDS TO SERVICE WIFA LOAN #1 ENDED WHEN THE
COMMISSION ISSUED DECISION NO. 68309?

Yes, for the reasons I have just explained.

STAFF ALSO ASSERTS THAT “VALLEY NEVER RECEIVED A WIFA LOAN
FOR WHICH THE SET-ASIDE MONIES WERE TO BE USED RELATIVE TO
THE EITHER OF THE DECISIONS MENTIONED.” DO YOU AGREE WITH
THIS ASSERTION?

No. The Company did secure WIFA Loan #1, but never drew any funds. Remember, the
authority granted in Decision No. 62908 was rescinded in Decision No. 68309. As for the
debt authorized in Decision No. 68309, the Company filed loan documents with the
Commission relative to WIFA Loan #2 on June 7, 2006. It is this loan that the Company
is currently paying back to WIFA, which proceeds are being used for arsenic remediation.
IN YOUR OPINION, IS VALLEY UTILITIES IN COMPLIANCE WITH
DECISION NO. 62908?

Yes.
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C. Decision No. 68309 (November 14, 2005).

STAFF ALSO ASSERTS THAT VALLEY UTILITIES HAS NOT COMPLIED
WITH DECISION NO. 68309. DO YOU AGREE WITH THIS ASSERTION?

No, I do not. I concede that some of the compliance filings made on behalf of the
Company may be confusing, and I shoulder the blame for not explaining these matters
more thoroughly with Staff. But I believe if you read the compliance requirements of
Decision No. 68309 relevant to the Set-Aside Account, Valley Utilities made efforts to
comply with the order and provide an accounting to Staff.

PLEASE DESCRIBE HOW THE COMMISSION ADDRESSED THE SET-ASIDE
ACCOUNT IN DECISION NO. 68309.

The Company filed a rate application on October 7, 2004. In addition, the Company
sought approval to incur long-term debt in the form of another WIFA loan (WIFA Loan
#2) for $1,926,100. This financing was needed in order to make improvements to address
the U.S. Environmental Protection Agency’s reduction in the arsenic maximum
contaminant level from 50 parts per billion to 10 parts per billion.

HAD THE COMPANY FINALIZED WIFA LOAN #1 AT THE TIME THE RATE
AND FINANCING APPLICATIONS WERE FILED WITH THE COMMISSION?
No. WIFA was still processing WIFA Loan #1 in the amount of $52,350. Although the
loan finally closed on January 7, 2005, the Company never drew any funds made available
from WIFA Loan #1.

WHY NOT?

The Company had received bids for projects contained in the original WIFA Loan #1
application back in 2002. Due to the staleness of those bids and the long interlude caused
by the Company’s changed, then reduced, work scope, prices for the work had inflated
dramatically. The flushing hydrants contemplated in the scope had increased from $2,000

per hydrant to $4,347 per hydrant. Although the Company anticipated some inflation it

-10-
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was not prepared for the extent of change. The Company needed to evaluate its ability to

add capitol to cover the short fall. This caused the Company to re-evaluate what it was
going to be able to do and to prioritize the work. The Company was also involved with
the rate case, development, inspections, normal operations and water supply shortages
during peak demand times due to problems with Well Number 6, which ultimately failed.
BUT WHAT ABOUT THE SET-ASIDE ACCOUNT THAT HAD BEEN CREATED
SPECIFICALLY TO PAY THE DEBT SERVICE ON WIFA LOAN #1?

The Commission decided that since WIFA Loan #1 debt had not been incurred, the
balance of the collected debt-service funds in the Set-Aside Account originally collected
to service WIFA Loan #1 should be used to service debt incurred by WIFA Loan #2.

SO THE COMPANY WAS NOT REQUIRED BY DECISION NO. 68309 TO
CONTINUE SETTING ASIDE FUNDS AS PREVIOUSLY REQUIRED BY
DECISION NO. 62908?

No.

WHAT HAS THE COMPANY DONE TO COMPLY WITH DECISION NO. 68309

WITH RESPECT TO THE SET-ASIDE ACCOUNT?

On December 28, 2005, I sent a letter to Mr. Ernest Johnson, Utilities Director, providing
a fairly lengthy narrative of the background concerning the set-aside account. (Motion at
Exhibit 1). After providing this information along with a balance sheet regarding the Set-
Aside Account itself, ] requested a meeting with Staff to discuss the process for obtaining
a Commission order to permit utilization of the Set-Aside Account funds for paying off
WIFA Loan #2.

DID THE COMPANY EVER RECEIVE A STAFF RESPONSE TO THIS
REQUEST?

No.

WHAT ELSE DID VALLEY UTILITIES FILE TO COMPLY WITH DECISION

-11 -
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NO. 68309?

On May 9, 2007, the Company filed a “WIFA Loan Surcharge Calculation and Notice of
Implementation” (“Notice’). I concede that this filing was not made in a timely manner,
but nevertheless was made to bring the Company into compliance upon notice from Staff.
In the Notice, we attempted to provide Staff information concerning funds in the Set-
Aside Account, and their impact on arsenic removal surcharge issues. The fact that there
was enough money in the hook-up fee account to service WIFA Loan #2 for at least
twelve months at the time the Notice was filed did not make it a pressing issue at that
time. But as with my previous request to work with Staff to ensure compliance, the
Company never received a response to the Notice as to whether implementation was
proper, or whether it contained appropriate calculations.

DOES THE COMPANY INTEND TO FILE A SEPARATE SURCHARGE
APPLICATION IN THE NEAR FUTURE?

Within the next two weeks, unless Staff and the administrative law judge allows us to
amend the current Motion. It is apparent to me that the Commission’s intent in Decision
No. 68309 was for the Company to use the Set-Aside Account to reduce the amount of an
arsenic removal surcharge required to help service WIFA Loan #2. As will be
demonstrated in either a revised Motion or new Surcharge Application, an arsenic removal
surcharge will be necessary to begin servicing the current outstanding loan once funds in
the hook-up fee account, and hopefully the Set-Aside Account, are exhausted.

DO YOU AGREE WITH STAFF THAT VALLEY UTILITIES IS NOT IN
COMPLIANCE WITH THE SET-ASIDE PROVISIONS OF DECISION NO.
68309?

Only to the extent that the Company has not yet filed a Surcharge Application, which the
Commission specifically authorized in that decision should it become necessary. I believe

that once Valley Utilities files an amended Motion or separate Surcharge Application that

-12 -
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is subsequently consolidated with this proceeding, then all the issues raised in Decision

No. 68309 can be addressed at the same time. Some of these issues include the amount of
funds that should have been collected in the Set-Aside Account versus the amount that
was actually collected, the effect of applying the funds in the Set-Aside Account and
hook-up fee accounts to reduce the amount of an arsenic removal surcharge, and finally,
whether the Company’s use of excess funds available in the Set-Aside Account was
proper and reasonable in light of the operational challenges facing the Company at that
time.

D. Staff Recommendations.

STAFF’S STAFF HAS RECOMMENDED THAT VALLEY UTILITIES SHOULD
BE ORDERED TO PREPAY $125,540.07 TO WIFA TO REDUCE ITS EXISTING
DEBT BALANCE. CORRECT?

I am a little confused, because Staff’s original revised recommendations and October 6,
2008 Response appear to be inconsistent. In the earlier response, Staff recommends that
the Company prepay $215,540.07 to WIFA, with the Company making up any fund
shortage. In the latter response, the prepayment amount is $125,540.07, but it is silent
concerning any “shortage” that might be made up by the Company.

HOW DO YOU RESPOND THEN TO THE GENERAL RECOMMEDATION?
First, I believe Staff’s determination that there should be $215,540.07 in the Set-Aside
Account is incorrect. Second, I believe that applying any of the funds in the Set-Aside
Account as a pre-payment to the existing WIFA Loan #2 would violate Decision No.
68309. Furthermore, although a pre-payment would also reduce the amount of arsenic
surcharge necessary over the life of the surcharge, it would also accelerate the need to
implement the surcharge earlier because there would be no funds left to the Company to
pay for the monthly debt service of $16,483.00 beginning in February 2009.

STAFF MAKES SOME SERIOUS ALLEGATIONS REGARDING THE

-13 -
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COMPANY’S COMPLIANCE RECORD. HOW DO YOU RESPOND?

I strongly disagree. As I earlier testified, I do not believe that the company has violated
Commission orders in its maintenance of the Set-Aside Account. Various Company
filings and written requests to address set-aside related issues directly with Staff should
demonstrate that there was no “flagrant disregard” of past Commission Orders involved
on the part of Valley Utilities. As Staff points out in its October 6, 2008 Response, the
Company has sought Staff and Commission approval on several other matters. Does it
make sense then that we would be trying to work with Staff and the Commission on the
one hand, while flagrantly disregarding past Commission decisions and orders on the
other? I do not believe so.

E. Conclusion.

MR. PRINCE, WHAT EVIDENCE HAVE YOU PROVIDED CONCERNING THE
SET-ASIDE ACCOUNT, AND THE COMPANY’S USE OF EXCESS FUNDS AS
REASONABLE AND NOT IN VIOLATION OF COMMISSION ORDERS?

I have referred mostly to evidence that is already a matter of record in this proceeding, as
well as past proceedings (Docket No. W-01412A-04-0736 and W-01412A-04-0849). 1
request that administrative notice be taken of these dockets. In the event that Staff does
not agree that it would be administratively efficient to deal with the issues raised in this
proceeding in the context of an amended Motion or consolidated Surcharge Application,
then I am prepared to provide a detailed accounting of the excess funds used in the Set-
Aside Account in my Rebuttal Testimony.

BUT YOUR PREFERENCE IS TO AMEND THE CURRENT MOTION?

Yes. 1 think it would be difficult on the Company and Staff to go through two sets of
testimony and hearings to address and resolve issues that are so closely linked to one

another.

IS THERE ANYTHING YOU WOULD LIKE TO ADD TO YOUR TESTIMONY

-14 -
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1 AT THIS TIME?
2 A. Yes. Despite all the allegations against Valley Utilities concerning past compliance and
3 flagrant disregard of Commission orders, I did not see anything in either of the responses
4 submitted by Staff demonstrating how the Company’s customers were harmed. The
5 excess funds in the Set-Aside Account were used by the Company for the benefit of its
6 customers. [ guess we can argue over what should have been done versus what was done
7 with the excess funds in the Set-Aside Account, and whether my actions violated the
8 express provisions of Commission orders. However, it seems to me that the Company and
9 Staff should be working cooperatively, as we have done in the past, to ensure that
10 ratepayers can continue to receive adequate and reliable water service under the regulatory
11 oversight of the Commission. I am hopeful that Staff will reconsider its original position
12 to move forward now, and allow the Company to amend the Motion in the interest of
13 administrative efficiency and judicial economy, especially given all the other matters and
14 proceedings before the Commission now and in the future.

15 | Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?
16 | A. Yes.
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Richard L. Sallquist

Sallquist, Drummond & O’Connor, P.C. [IEY -9 P 33

Tempe Office - Nizona Corporation Commission

4500 S. Lakeshore Drive DOCKETED f'ZCO,')P COMMISSION
Suite 339 LOSUMENT COHTROL
Tempe, Arizona 85282 MAY -9 2007

Phone: (480) 839-5202
Fax: (480) 345-0412 @M

BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE APPLICATION DOCKET NO. W-01412A-04-0736
OF VALLEY UTILITIES WATER
COMPANY INC. FOR AN INCREASE IN
ITS WATER RATES FOR CUSTOMERS

WITHIN MARICOPA COUNTY, ARIZONA

IN THE MATTER OF THE APPLICATION
OF VALLEY UTILITIES WATER
COMPANY, INC. FOR AUTHORITY TO
ISSUE PROMISSORY NOTE(S) AND
OTHER EVIDENCES OF INDEBTEDNESS
PAYABLE AT PERIODS OF MORE THAN
TWELVE MONTHS AFTER THE DATE OF
ISSUANCE.

DOCKET NO. W-01412A-04-0849

WIFA LOAN SURCHARGE

IMPLEMENTATION

N N’ N N N N N N N N N N N N N N

1. On November 14, 2005 the Commission issued Decision No. 68309 (the
“Decision”), which Decision, among other things, required the Company to file a WIFA Loan
Surcharge calculation based on the debt service of the new WIFA Loan, net of certain “set

asides” authorized in Decision No. 62908, dated September 18, 2000, and Arsenic Impact Fees

authorized in Decision No. 67669 dated March 9, 2005.

2. Attached hereto as Attachment One, and incorporated herein by this reference, is

a schedule setting forth that calculation. Due to the balances in the above referenced accounts,

93055.00000.306

CALCULATION AND NOTICE OF
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the WIFA Loan Surcharge for the first fiscal year of the WIFA Loan will be $0.00 per 1,000
gallons usage.

3. It is anticipated that the WIFA Loan Surcharge for the second fiscal year will
remain at that level, but will become positive in the third fiscal year. Annual filings will be made
no less that 30 days before the anniversary of the implementation.

4, The Decision is silent as to the procedure for implementing the WIFA Loan
Surcharge beyond the cpmpliance filing. The Company would propose to commence showing a
“WIFA Loan Surcharge” line item on its monthly billings to customers at the $0.00 level with the
June 2007 billings.

WHEREFORE, the Company hereby files this compliance item as required by Decision
No. 68309, and notifies the Commission of the implementation of a $0.00 WIFA Loan Surcharge

with its June 1, 2007 billings.

I
RESPECTFULY submitted this g;day of May 2007.

SALLQUIST, DRUMMOND& O’CONNOR, P.C.

By /\\ Zﬁ,\J L | \

Richard L. Sallquist

4500 S. Lakeshore Drive, Suite 339

Tempe, Arizona 85282

Attorneys for Valley Utilities Water Company

Original and fifieen Ws of the
foregoing filed this_ 2" day
of May 2007:

Docket Control

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

93055.00000.306
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A copy of the foregoing
mal d/hand delivered this
<5 " day of May 2007, to:

Utilities Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Legal Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Hearing Division

Arizona Corporation Commission
1200 West Washington

Phoenjx, Arizona 85007

93055.00000.306
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Valley Utilities Water Company
Computation of Arsenic Recovery Surcharge

Exhibit

WIFA Debt Service Requirements (May 2007 to April 2008)1 $ 247,849
Reductions
Arsenic Impact Fees to be used? $ (247,849)
WIFA Loan Set Asides to be Used® -
Total Reductions $ (247,849)
Amount to be Collected via Arsenic Recovery Surcharge $ )
Gallons Sold (in 1,000's) during Prior Year (2006) 333,624
Surcharge per 1,000 gallons $ -
Computation of Impact on Average 5/8 Inch metered Customer
Average Use (in gallons) 9,251
Average Bill (without surcharge) $ 30.18
Arsenic Recovery Surcharge at Average Use $ -
Average Bill (with surcharge) $ 30.18
Percent Increase in Average Bill 0.00%

TWIFA Debt Service Requirements (May 2007 to Apiil 2008) (From Loan Repayment Schedule)

May ‘07 $ 66,537
June 16,483
July 16,483
‘August 16,483
September 16,483
October 16,483
November 16,483
December 16,483
January '08 16,483
February 16,483
March 16,483
Aprit 16,483
Total $ 247,849

2 Arsenic Impact Fees Collected and Used
Fees Collected $
Less: Funds Praviously Used for Arsenic Plant or Debt Service
Less: Funds used for Current Year's Debt Service
Balance of Arsenic Impact Fee Fund to be used in Future $

3 WIFA Loan Set Asides(Collected between Nov. 2000 and Sept. 2005)
Loan Set Asides $
Less: Funds Previously Used for Plant or Debt Service
Less: Funds used for Current Year's Debt Service
Balance of WIFA Loan Set Asides to be used in Future $

ATTACHMENT ONE

314,171
(44,355)

(247,849)

21,967

141,128

141,129



VALLEY UTILITIES WATER COMPANY, INC.

DECEMBER, 2005

WIFA LOAN SET ASIDES FROM

NOVEMBER, 2000 TO SEPTEMBER, 2005

Year & Month  [Number of Accounts Set Aside TOTAL SET ASIDES
2000
November 635 $6.35 $4,032.25
December 635 $6.35 $4,032.25
2001
January 635 $6.35 $4,032.25
February 635 $6.35 $4,032.25
March 635 $6.35 $4,032.25
April 635 $6.35 $4,032.25
May 635 $6.35 $4,032.25
June 635 $6.35 $4,032.25
July 635 $6.35 $4,032.25
[August 635 $6.35 $4,032.25
September 635 $6.35 $4,032.25
Qctober 635 $6.35 $4,032.25
November 635 $6.35 $4,032.25
December 6356 $6.35 $4,032.25
2002
January 635 $6.35 $4,032.25
February 635 $6.35 $4,032.25
March 635 $6.35 $4,032.25
April 635 $6.35 $4,032.25
May 635 $6.35 $4,032.25
June 635 $6.35 $4,032.25
July 635 "$6.35 $4,032.25
Al_.l_gust 835 $6.35 $4,032.25
September 635 $6.35 $4,032.25
October 635 $8.35 $4,032.25
November 635 $6.35 $4,032.25
1December 635 $6.35 $4,032.25
2003
January 635 $6.35 $4,032.25
February 635 $6.35 $4,032.25
March 635 $6.35 $4,032.25
April 635 $6.35 $4,032.25
May 635 $6.35 $4,032.25
June 635 $6.35 $4,032.25
July 635 $6.35 $4,032.25
August 635 $6.35 $4,032.25
September 635 $6.35 $4,032.25
TOTAL $141,128.75
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FENNEMORE CRAIG, P.C.

Patrick J. Black (No. 017141)

3003 North Central Avenue, Suite 2600
Phoenix, Arizona 85012

Telephone: (602) 916-5400

Facsimile: (602) 916-5600

Email: pblack@fclaw.com

Attorneys for Valley Ultilities Water Co., Inc.

BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE APPLICATION | DOCKET NO. W-01412A-99-0615
OF VALLEY UTILITIES WATER
COMPANY INC. FOR AN INCREASE IN
ITS WATER RATES FOR CUSTOMERS
WITHN MARICOPA COUNTY, ARIZONA

IN THE MATTER OF THE APPLICATION | DOCKET NO. W-01412A-00-0023
OF VALLEY UTILITIES WATER
COMPANY INC. FOR AUTHORITY TO

ISSUE PROMISSORY NOTE(S) AND NOTICE OF FILING OF
OTHER EVIDENCES OF REBUTTAL TESTIMONY OF
INDEBTEDNESS PAYABLE AT ROBERT L. PRINCE

PREIODS OF MORE THAN TWELVE
MONTHS AFTER THE DATE OF
ISSUANCE

Notice is hereby given that on this date, Valley Utilities Water Company, Inc., filed
the attached Rebuttal Testimony of Robert L. Prince along with Appendices and

Attachments in the above-captioned matter.

RESPECTFULLY SUBMITTED this | S‘U‘ day of November, 2008.
FENNEMORE CRAIG, P.C.
By:

Patrick J. Bldck
Attorneys for Valley Utilities Water Company, Inc.




1 | ORIGINAL and 13 copies of the foregoing
FILED this 13t day of November, 2008 with:
2
Docket Control
3 | ARIZONA CORPORATION COMMISSION
1200 West Washington Street
4 | Phoenix, AZ 85007
5 || COPY of the foregoing was
MAILED this | 3 day of November, 2008 to:
6 .
Belinda Martin
7 | Hearing Division
ARIZONA CORPORATION COMMISSION
8 | 400 West Congress
Tucson, AZ 85701-1347
9
COPY of the foregoing was
10 | HAND-DELIVERED
this {31 day of November, 2008 to:
11
Ayesha Vohru
12 | Legal Division
ARIZONA CORPORATION COMMISSION
13 | 1200 West Washington Street
Phoenix, AZ 85007
14
Ernest Johnson, Director
15 || Utlities Division
ARIZONA CORPORATION COMMISSION
16 | 1200 West Washington Street
Phoenix, AZ 85007
17
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FENNEMORE CRAIG, P.C.

Patrick J. Black (No. 017141)

3003 North Central Avenue, Ste. 2600
Phoenix, Arizona 85012-2913
Telephone: (602) 916-5400

Email: pblack@fclaw.com

Attorneys for Valley Utilities Water Company, Inc.

BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE APPLICATION OF
VALLEY UTILITIES WATER COMPANY
INC. FOR AN INCREASE IN ITS WATER
RATES FOR CUSTOMERS WITHN
MARICOPA COUNTY, ARIZONA

IN THE MATTER OF THE APPLICATION OF
VALLEY UTILITIES WATER COMPANY
INC. FOR AUTHORITY TO ISSUE
PROMISSORY NOTE(S) AND OTHER
EVIDENCES OF INDEBTEDNESS PAYABLE
AT PREIODS OF MORE THAN TWELVE
MONTHS AFTER THE DATE OF ISSUANCE

DOCKET NO. W-01412A-99-0615

DOCKET NO. W-01412A-00-0023

REBUTTAL TESTIMONY OF

ROBERT L. PRINCE
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II.

HL

INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND TELEPHONE
NUMBER.

Robert L. Prince, 6808 N. Dysart Road, Suite 112, Glendale, Arizona 85307. My
telephone number is (623) 935-1100.

ARE YOU THE SAME ROBERT PRINCE WHO FILED DIRECT TESTIMONY
IN SUPPORT OF VALLEY UTILITIES MOTION IN THESE DOCKET
NUMBERS W-01412A-99-0615 AND W-01412A-00-0023?

Yes.

PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

The purpose of my Rebuttal Testimony is to: (1) incorporate my direct testimony in
rebuttal to the Direct Testimony of Staff witness Marvin Milsap, filed on November 3,
2008, (2) to address issues related to the Company’s use of excess funds in the Set-Aside
account authorized in Decision No. 62908 (September 14, 2000), and (3) to file exhibits
that the Company intends to use during the evidentiary hearing scheduled for November
18, 2008.

REBUTTAL TESTIMONY

PLEASE DESCRIBE WHY YOU FEEL THAT IT IS NECESSARY TO
INCORPORATE YOUR DIRECT TESTIMONY IN REBUTTAL TO STAFF
WITNESS MILSAP’S DIRECT TESTIMONY.

It appears that Mr. Milsap’s Direct Testimony is just a recount of the August 18, 2008
Staff Response filed in this proceeding. Since my Direct Testimony addresses many of
the issues raised in that Staff Response, it would be duplicative to file essentially the same

response.

IN YOUR DIRECT TESTIMONY, YOU MAKE SEVERAL REFERENCES TO
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TWO COMMISSION DECISIONS, DO YOU NOT?

Yes. Those would be Decision No. 62908 (September 18, 2000) and Decision No. 68309
(November 14, 2005). While I specifically asked that administrative notice be taken of
these two decisions, I believe it will be much easier on all parties to introduce them as
exhibits in this proceeding. Therefore, I am attaching these two orders as Exhibits BLP-2
(Decision No. 62908) and BLP-3 (Decision No. 68309).

STAFF MAKES SOME SERIOUS ALLEGATIONS REGARDING THE
COMPANY’S NON-COMPLIANCE WITH DECISION NO. 62908. HOW DO
YOU RESPOND?

I strongly disagree. As I stated in my Direct Testimony, I do not believe that the
Company has violated Decision No. 62908 in its maintenance of the Set-Aside Account.
The excess funds in the Set-Aside Account were primarily used to pay for Valley
Utilities’ operating expenses, for maintenance and repair, and for emergency construction
required to assure continued and reliable water service to the Company’s customers. |
have attached a Set-Aside Account Activity breakdown, attached hereto as Exhibit BLP-4.
PLEASE CLARIFY WHAT YOU MEAN WHEN YOU USE THE TERM
“EXCESS” FUNDS.

In Decision No. 62908, the Commission ordered Valley Utilities to set aside funds
equivalent to the annual debt service requirements of the financing granted therein, which
would be one-twelfth of the annual debt requirement, on a monthly basis — once the
amount of the loan became known to the Company. Until then, Valley Utilities was to
set-aside $6.35 from each bill per month in an interest bearing account to be used for the
purpose of servicing the debt authorized in that decision. By September 2003, the
Company was aware that it would likely receive a WIFA loan in the amount of $52,350 —
an amount less than what had already been collected and placed into the Set-Aside

account. At that point, the Company view the amount of money over $52,350 as “excess”

-3
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funds, which otherwise would have gone towards paying Valley Utilities’ operating
expenses, maintenance and repair, and capital improvements.

BUT MR. PRINCE, IT APPEARS THAT EVEN THOUGH VALLEY UTILITIES
WITHDREW “EXCESS” FUNDS FROM ITS SET-ASIDE ACCOUNT TO PAY
FOR THESE TYPES OF EXPENSES, THE COMPANY NONETHELESS MADE

AN EFFORT TO DEPOSIT SUCH FUNDS BACK INTO THE ACCOUNT. CAN |

YOU PLEASE EXPLAIN WHY?

First, let me clarify that funds paid back into the Set-Aside account after September 2003
were not generated by specifically setting aside $6.35 from each customer’s bill — that
requirement was no longer applicable. The funds paid back into the Set-Aside account
were generated from any “excess” revenue the Company might have in any given month.
The reason we made efforts to deposit funds back into the Set-Aside account was simply
because the account accrued interest, and was therefore a good vehicle to save for future
needs. Unfortunately, the harsh reality of running a small water system is that it involves
continual operation, maintenance, repairs and capital improvements. Excess funds over
the known amount of $52,350 were withdrawn to allow the Company to continue
providing water utility service to its customers.

DO YOU BELIEVE THAT USING EXCESS FUNDS IN THE SET-ASIDE
ACCOUNT RESULTED IN ANY HARM TO VALLEY UTILITIES’
CUSTOMERS?

No. In fact, I believe that without being able to make these sometime extraordinary
expenditures from the excess funds in the Set-Aside account, customers would have
suffered a reduction in water quality and supply. 1 would note that Staff has not suggested
in previous filings, filed in this proceeding, that the Company’s customers suffered.

SO, EVEN IF VALLEY UTILITIES HAD VIOLATED COMMISSION DECISION
NO. 62908 AS STAFF SUGGESTS, IT IS MORE FORM OVER SUBSTANCE,

-4-




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

FENNEMORE CRAIG

PROFESSIONAL CORPORATION

PHOENIX

WOULD YOU AGREE?

I agree. Staff appears to conclude that withdrawing any funds from the Set-Aside
Account, except to pay for debt service on the financing approved in Decision No. 62908,
would have been in violation of a Commission order — even those excess funds above the
known amount of the loan authorized in Decision No. 62908. 1 do not really understand
this position given that the Commission’s primary concern over financing in Decision No.
62908 was to avoid a situation where the Company would not be able to pay the monthly
debt service, which is ironically the scenario Valley Utilities is currently trying to avoid.
DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes.

2131500.1/24964.001
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Ar:zona Cerooration Commyssior

DOCKETED
BEFORE THE ARIZONA €PREGRATFION COMMISSION

CARL J. KUNASEK DOCRETED BY
Chairman \J]V\
JIM IRVIN
Commissioner

WILLIAM A. MUNDELL
Commissioner

IN THE MATTER OF THE APPLICATION OF DOCKET NO. W-01412A-99-0615
VALLEY UTILITIES WATER COMPANY, INC.

FOR AN INCREASE IN ITS WATER RATES FOR Ve
CUSTOMERS WITHIN MARICOPA COUNTY DECISION NO._(p a) j} { g

IN THE MATTER OF THE APPLICATION OF
VALLEY UTILITIES WATER COMPANY, INC. DOCKET NO. W-01412A-00-0023
FOR AUTHORITY TO ISSUE PROMISSORY
NOTE(S) AND OTHER EVIDENCES OF

INDEBTEDNESS PAYABLE AT PERIODS OF OPINION AND ORDER
MORE THAN TWELVE MONTHS AFTER THE
DATE OF ISSUANCE

DATE OF HEARING: August 3, 2000
PLACE OF HEARING: Phoenix, Arizona
PRESIDING OFFICER: Stephen Gibelii

APPEARANCES: Richard L. Sailquist, SALLQUIST AND DRUMMOND, P.C., on
behalf of the Applicant

Teena Wolfe, Staff Attorney, Legal vaision, on behalf of the Utilities
Division of the Arizona Corporation Commission.

BY THE COMMISSION:

On October 27, 1999 and as amended on November 23, 1999, Valley Utilities Water Company,
Inc. (“Applicant” or “Company” or “Valley”) filed with the Arizona Corporation Commission
(“Commission™) an application for a rate increase.

On January 11, 2000, the Company filed an application for approval of financing in the amount
of $741,755.

On January 19, 2000, the Commission’s Utilities Division Staff (“Staff”) filed a letter notifying
the Company that its application met the sufficiency requirements outlined in A.A.C. R14-2-103 and
classifying the Company as a Class C utility.

On January 21, 2000, a Procedural Order was issued which scheduled the hearing for July 28,
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2000.

After a request by the Company on January 28, 2000 to extend the hearing date, a Procedural
Order was issued on February 3, 2000 setting the hearing for August 3, 2000.

On April 7, 2000, Staff filed 2 Motion to Consolidate since it believes that the issues in these
dockets are substantially related.

On April 11, 2000, the Company filed a Response to Staff’s Motion indicating that they had
no objection to consolidating the two matters. - |

On April 13, 2000, the Company filed an Affidavit of Mailing indicating that it mailed notice
of its application for an increase in rates to its customers on February 28, 2000.

On May 24, 2000, the matters were consolidated by Procedural Order.

On June 2, 2000, Staff filed its Staff Report.

On June 8, 2000, the Company filed an Affidavit of Mailing indicating that it mailed notice of
its financing application to its customers on May 30, 2000.

On June 30, 2000, the Company filed its rebuttal testimony.

On July 14, 2000, Staff filed its surrebuttal testimony.

On July 20, 2000, a petition signed by 136 residents in the Company’s service territory was
filed opposing the rate increase, as well the notice given by the Company which was provided only in
English.

On July 21, 2000, the Company filed its rejoinder testimony.

On August 3, 2000, at the Commission’s offices in Phoenix, Arizona, a hearing on the matter
was held and public comment was taken.

DISCUSSION
Introduction

Valley is a Class C water utility company that provides public utility water service to Arizona
customers. The Company was granted a Certificate of Convenience and Necessity in Decision No.
54274, dated December 20, 1934, to provide service to an area located approximately five miles west

of Glendale, Arizona in Maricopa County. This system provides service to about 610 customers

2 DECISION NO. (0 9~C) !
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during the 1998 Test Year. The Company’s current rates were established in Decision No. 56604,
dated August 24, 1989.

The Staff Report indicates that the Company is in compliance with the Arizona Department of
Water Resources (“ADWR”) and had minor deficiencies with the Maricopa County Environmental
Services Department (“MCESD”). The MCESD found minor deficiencies in the Operations and
Maintenance requirements for this system. These deficiencies included no Emergency Operation
plan, no Microbiological Site Sampling Plan, no Backflow Prevention Program; cracks in the slab at
the Wellsite and no screen on the storage tank overflow. However, during Staff’s field inspection,
the Company demonstrated to Staff that these deficiencies were corrected.

The Company is currently delivering water that has no maximum contaminant level violations
and meets the quality standards of the Safe Drinking Water Act. Staff also concluded that the
Company is in compliance with all of its monitoring and reporting requirements.

Based on TY results, as adjusted by Staff, Valley suffered an operating loss of $50,904 on
negative Original Cost Rate Base (“*OCRB”) of $292,898 resulting in no rate of return. In its rate
application, Valley proposed rates that would yield a revenue level of $432,301, which would result
in an operating income of $46,065, for an operating margin of 10.66 percent and a Debt Service
Coverage (“DSC") ratio of 1.52. Staff recommended a revenue level of $432,301, resulting in an
adjusted operating income of $48,754, for an operating margin of 11.28 percent and a DSC ratio of
2,11

Rate Base

The Company’s application utilized a rate base of negative $310,005. Staff’s recommended
rate base is negative $292,898 as a result of a few adjustments to the Company’s application.

Staff’s first set of adjustments affecting rate base were to Plant in Service. Staff is
recommending a Plant in Service decrease of $11,490, from the Company proposed $1,597,758 to the
Staff recommended Plant in Service of $1,586,268. Staff’s first adjustment decreased Plant in
Service by $12,263 based on the difference between the Company’s plant accounts beginning balance

of $1,005,370 versus Staff’s beginning balance of $993,107 as approved in Decision No. 56604,

3 DECISION NO. ”'é’ C,‘OX
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dated August 24, 1989. Staff also made some reclassifications of items to account for the t
decrease of $11,490 to $1,586,268.

Staff’s second set of adjustments affecting rate base were to the Accumulated Depreciation

H W N

balance. Staff’s calculation for the balance of Accumulated Depreciation account totaled $945,030,
versus the Company’s balance of $972,905. Staff began with the $354,325 Accumulated
Depreciation balance approved in the last rate case, added the depreciation expense amounts for the
ensuing years and removed retirements in calculating the Test Year-end Accumulated Depreciation

balance of $945,030.

O 0w 9 AN

Staff’s final adjustment affecting rate base was an increase to the Operation and Maintenance

10
portion of the Working Capital Allowance by $723 based on the Company’s proposed amounts and

11
Staff’s adjustments to Operating Expenses.

12 . .
The Company rate base schedule indicates that the Company currently has a negative rate

13
base of $310,005. Any formal cost of capital calculation would result in a zero or negative rate of

14 .
return on the Company’s “investment.” Therefore, Staff based its recommended rate of return on the

15
Water Infrastructure Financing Authority (“WIFA”) DSC minimum ratio of 1.20. This ratio indicates

16
that for every dollar of debt approved in financing, the Company has $1.20 available to service the

17 .
debt after operating expenses.

18 .
Revenue and Operating Expenses

19 . .
Staff made no adjustments to the Operating Revenue section of the Company’s application for

20
a rate increase. Both the Company and Staff utilized an Operating Revenue figure of $325,084.

21
However, Staff reduced the Company’s total operating expenses by $10,248 as a result of

22 .
several adjustments.

23
Staff first and second adjustments were reclassifications. The first adjustment had the effect

24
of reducing the Repair and Maintenance account by $1,412, from $18,445 to the Staff recommended

25
amount of $17,033. Staff’s second adjustment increased the Water Testing expenses by $4,157 to the

26
Staff recommended level ‘of $4,157.

Staff’s third adjustment decreased Rents by $2,400 from the Company’s $38,400 to Staff’s
78R
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recommendation of $36,000 to reflect the costs shown in the rental agreement.

Staff’s fourth adjustment decreased Depreciation expense by $10,752. This adjustment is the
result of the Company’s use of a five percent depreciation rate versus the individual rates
recommended by Engineering Staff. Staff utilized individual depreciation rates on a going-forward
basis to calculate the pro forma depreciation expense and applied the five percent depreciation rate up
through the Test Year.

Staff’s fifth adjustment increased Propeﬁy Tax expeﬁse by $810 to reflect the Company’s
most recently received tax bill.

Staff’s sixth adjustment increased Income Tax expense by $1,292 from negative §1,242 to
$50. The Company had included a negative tax based on the recorded loss. Staff then adjusted the
amount to the required State minimum tax fee of $50.

Staff’s seventh adjustment decreased Miscellaneous expense by $1,943 from the Company
amount of $14,674 to the Staff recommended $12,731. Staff determined that the Company had
included the expense of personal long distance phone calls in the Test Year expense. Afler a
discussion between the parties, both Staff and the Company agreed that they should be excluded from
the cost of service.

Staff’s final adjustment increased Interest expense by $27,968 from negative $23 to $27,945,
to pro forma the interest expense associated with the long-term debt for which Staff is recommending
approval.

Staff’s adjustments to revenues and operating expenses, as reflected in the Staff Report, are
reasonable and should be adopted.

Revenue Requirement and Rate Design

Both Staff and the Company agree on a Total Operating Revenue figure of $432,301.
However, the Staff Report offered a rate design different from that proposed by the Company in its
application.

The Company currently charges 5/8 X 3/4 inch meter customers a monthly minimum of $8.50

with usage charges of $1.40 per thousand gallons up to 40,000 gallons usage, and $1.68 per thousand

5 DECISION NO. wé (7(\(3
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gallons for usage over 40,000 gallons. In its application, the Company proposed 2 minimum cha
of $9.60 for 5/8 X 3/4 inch meter customers, with a charge of $1.85 per thousand gallons usage up to
30,000 gallons, and $2.30 per thousand gallons for usage over 30,000 gallons.

The Staff Report also proposed a minimum charge of $9.60 for 5/8 X 3/4 inch meter
customers, but with a charge of $1.80 per thousand gallons usage up to 25,000 gallons, and $2.20 per
thousand gallons for usage over 25,000 gallons. The Staff Report.also proposed different rates for
every meter size than those rates proposed by the Company in its application.

In its Rebuttal testimony, the Company stipulated to Staff’s proposed revenue requirement, as
well as Staff’s proposed rates and rate design.

The Company, in its application, and Staff, in its Staff Report, had slightly different proposals
regarding the Service Line and Meter Installation Charges. However, in the Rejoinder testimony of
Robert Prince, the Company amended its proposed Service Line and Meter Installation Charges in

Exhibit B. The Company based its charges on the Commission Engineering Division’s publication of

T their estimated cost of Service Line and Meter Installation Charges which Staff believes to be

appropriate for regulated comp%mics. At the hearing, Staff agreed to these charges as proposed in the
Company’s Exhibit B.
Financing Request

On January 11, 2000, the Company filed an application for approval of long-term debt in the
amount of $452,080 from WIFA and $289,675 from Robert L. Prince, President and CEO of Valley,
and Barbara K. Prince, Secretary and Treasurer of Valley.

The purpose of the proposed WIFA debt is to provide funds to replace a water storage tank,
replace a booster pump, replace lines and valves, install new fire hydrants, and make other
improvements to the systems. The proposed Prince loan is for improvements to the system for
vehicles and for certain Central Arizona Project water allocation fees.

Staff is recommending approval of the WIFA loan, but not the Prince loan. The Company
currently has no long-term debt, but the Company’s capital structure reflects negative equity of

$264,404. Staff believes that the proposed WIFA loan is necessary to make needed improvements to

6 bicision No, (7AF0E
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the system and is consistent with sound financial practice. Staff Engineering has determined that the
improvements are appropriate and the cost cstimat_cs are reasonable.

Staff believes that approval of the Prince loan would be further detrimental to the capital
structure of the Company. Staff recommends that the proposed Prince loan of $289,675 should not
be approved and that Company shareholders finance the remaining projects with equity.

At the hearing, the Company had no objection to Staff’s recommendations regarding the
proposed WIFA and Prince loans.

Other Issues

Staff recommended in its Report, that $6.35 per bill per month be escrowed in a separate,
interest bearing bank account to be used solely for the purpose of servicing the WIFA financing
requested in this case. While the Company agrees with the escrowing concept, it proposed an
approach slightly different from Staff. The Company proposed in the Rebuttal testimony of Mr. Dan
Niedlinger that a fixed total dollar amount that matches the debt service requirements on WIFA
borrowings be deposited monthly in a separate, interest bearing account. Actual debt service
requirements cannot be determined until the proposed financing is finalized and approved by WIFA.
In the Surrebuttal testimony of Mr. Brian Bozzo, Staff concurred with the Company’s proposal. Staff
stated that the Company’s proposal is efficient since it would put aside exactly the amount of funds
necessary for the repayment of the WIFA loan on a monthly basis.

The Company’s proposal is more efficient and accurate and will prevent excess funds in the
escrow account. The Company’s proposal regarding the payback of the WIFA loan takes the more
reasonable approach and should be adopted. However, the debt service requirement is not known at
this time. Therefore, it is reasonable for the Company to set aside $6.35 per bill per month in a
separate, interest bearing account to be used solely for the purposed of servicing the WIFA financing,
unti} the debt service requirement is known when the proposed financing is finalized and approved by
WIFA.

Staff indicated in its Report that the Company was not following the National Association of

Regulatory Commissioners (“NARUC”) system of accounts. However, Mr. Dan L. Niedlinger in his

7 DEISION NO. (Oo/Z‘?D Y
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Rebuttal testimony on behalf of the Company, indicated that the Company is currently maintaininy
books and records in accordance with NARUC. Furthermore, Exhibit A of Mr. Robert L. Prince’s
Rejoinder testimony displays the Company’s general ledger which shows that the Company is in
compliance with NARUC standards. At the hearing, Mr. Brian Bozzo testified on behalf of Staff that
the Company is in compliance with NARUC standards and practices.

Staff also recommends that in addition to the collection of its regular rates and charges, the
Company should collt;:ct from its customers their proportionate share of any Privilege, Sales, or Use
Tax where appropriate, as provided for in A.A.C. R14-2-608.D.3.

Staff further recommends that the Company be ordered to file a revised tariff amending the
uninterruptible service verbiage to comply with Arizona Administrative Code and Decision No.
56604, Staff recommends that this revised Tariff be submitted within 30 days of a Commission

decision in this matter to the Utilities Division Director for approval.

* * * * * * %* * * *

Having considered the entire record herein and being fully advised in the premises, the

Commission finds, concludes, and orders that:

FINDINGS OF FACT

1. Valley is an Arizona Corporation that was granted a Certificate of Convenience and
Necessity in Decision No. 54274, dated December 20, 1984, to provide service to an area located

approximately five miles west of Glendale, Arizona in Maricopa County,

2. Valley is a Class C water utility company that provides public utility water service to
Arizona customers.

3. Valley’s system provided service to about 610 customers during the 1998 Test Year.

4. The Company’s current rates were established in Decision No. 56604, dated August
24, 1989.

S. On October 7, 1999 and as amended on November 23, 1999, Valley filed with the
Commission an application for a rate increase.

6. On January 11, 2000, the Company filed an application for approval of financing in

8 DECISION NO. Q"; 9(\‘%
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the amount of $741,755.

7. On January 19, 2000, the Commission’s Utilities Division Staff filed a letter notifying
the Company that its application met the sufficiency requirements outlined in A.A.C. R14-2-103 and
classifying the Company as a Class C utility.

8. After a request by the Company on January 28, 2000 to extend the hearing date, a
Procedural Order was issued on February 3, 2000 setting the hearing for August 3, 2000.

9. On April 13, 2000, the Company filed an Affidavit of Mailing indicating that it mailed
notice of its application for an increase in rates to its customers on February 28, 2000.

10. On May 24, 2000, the matters were consolidated by Procedural Order.

11.  OnJune 2, 2000, Staff filed its Staff Report. The Staff Report recommended:

a) approval of its proposed rates and charges;

b) that the Company collect from its customers their proportionate share of any
Privilege, Sales, or Use Tax where appropriate, as provided for in A.A.C. R14-2-
608.D.3;

c) that Valley be ordered to maintain its books and records in accordance with the
NARUC Uniform System of Accounts for water utilities;

d) that the Company be ordered to file a revised tariff amending the uninterruptible
service verbiage to comply with Arizona Administrative Code and Decision No.
56604. This tariff should be submitted within 30 days of a Commission decision
in this matter to the Utilities Division Director for approval;

¢) that $6.35 per bill, per month be set aside in a separate, interest bearing bank
account to be used solely for the purpose of servicing the WIFA loan, and;

f) that the WIFA loan in the amount of $452,080 be approved and the Prince loan in
the amount of $289,675 be denied.

12. On June 8, 2000, the Company filed an Affidavit of Mailing indicating that it mailed
notice of its financing application to its customers on May 30, 2000.

13.  On July 20, 2000, a petition signed by 136 residents in the Company’s service territory

9 pECISIoN No. (1ATOY
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was filed opposing the rate increase as well the notice given by the Company since it was provi
only in English and many residents of the area only speak Spanish.

14.  On August 3, 2000, at the Commission’s offices in Phoenix, Arizona, a hearing on the
matter was held.

15.  In its rate application, Valley proposed rates that would yield a revenue level of
$432,301, which would generate an operating income of $46,065, for an operating margin of 10.66
pércent and a DSC ratio of 1.52.

16.  Staff recommended a revenue level of $432,301, which would result in an adjusted
operating income of $48,754, for an operating margin of 11.28 percent and a DSC ratio of 2.11,

17.  In its Rebuttal and Rejoinder testimony, Valley concurs with Staff’s recommended
revenue requirement, proposed rates, and rate design. .

18.  Valley’s present and proposed rates and charges, as well as Staff’s proposed rates and

charges are as follows:

Present Proposed Rates

Rates Company Staff
Monthly Usage Charges
5/8” x 3/4” Meter £8.50 $9.60 $9.60
3/4” Meter N/A 13.00 14.50
1” Meter 17.00 21.00 24.00
1 1/2” Meter 31.00 40.00 48.00
2” Meter 49.00 64.00 77.00
3" Meter 60.00 79.00 144.00
4" Meter 80.00 105.00 240.00
6" Meter 125.00 170.00 480.00
Gallons in Minimum 1,000 0 0
Charge per 1,000 gallons:
First 40,000 gallons of usage $1.40
All usage over 40,000 gallons $1.68
First 30,000 gallons of usage $1.85
All usage over 30,000 gallons $2.30
First 25,000 gallons of usage $1.80
All usage over 25,000 gallons $2.20

10 DECISION NO. Zﬂ 016[‘0 g




S W N

O % 3 o W

10
I

12
13
14
15

16
17
18
19
20
21
22
23
24
25
26
27

28

DOCKET NOS. W-01412A-99-0615 ET AL.

Service Line and

Meter Installation Charges

5/8” x 3/4 Meter $150.00 $375.00 $375.00
3/4” Meter 170.00 450.00 435.00
1" Meter 210.00 500.00 510.00
1 1/2” Meter 350.00 700.00 740.00
2" Meter Turbo 500.00 1,250.00 1,300.00
3" Meter Turbo 875.00 1,800.00 1,855.00
4 Meter Turbo 1,550.00 2,750.00  2,870.00
6" Meter Turbo 3,200.00 6,700.00 5,375.00

Service Charges

Establishment $25.00 $30.00 $30.00
Establishment (After Hours) 40.00 55.00 45.00
Reconnection (Delinquent) 30.00 40.00 40.00
Meter Test (If Correct) 30.00 30.00 30.00
Deposit * * *
Deposit Interest * * *
Re-Establishment (Within 12 Months) ** b ok
NSF Check 20.00 30.00 25.00
Deferred Payment 1.5% 1.5% 1.5%
Meter Re-Read (If Correct) 10.00 10.00 10.00

* Per Commission Rules (R14-2-403.B)
** Months off system times the minimum (R14-2-403.D).

12.  Valley’s fair value rate base (“FVRB”) as indicated by the Staff Report, is determined
to be negative $292,898. The Company’s FVRB is the same as its OCRB.

13.  Valley’s current rates and charges, as adjusted by Staff, produced water revenues of
$308,109 in the TY and resulted in an operating loss of $50,904,

14, Staff’s adjustments to revenues and expenses, as reflected in the Staff Report, are
reasonable.

15.  The rates proposed by Staff, and subsequently accepted by the Company, would
increase the median 5/8” x 3/4” meter bill by 31.3 percent from $17.31 to $22.73, and the average
5/8” x 3/4” meter bill by 30.8% from $20.73 to $27.13.

16.  Staff’s recommended rates and charges are just and reasonable.

17.  The Company filed an application for approval of long-term debt in the amount of
$452,080 from WIFA and $2&9,675 from Robert L. Prince, President and CEO of Valley, and

Barbara K. Prince, Secretary and Treasurer of Valley.

11 DECISION NO. &7 OQCZOX
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18.  The purpose of the proposed WIFA debt is to provide funds to replace a water stora,,.
tank, replace a booster pump, replace lines and valves, install new fire hydrants, and make other
improvements to the systems,

19.  The proposed Prince loan is for improvements to the system for vehicles and for
certain Central Arizona Project water allocation fees.

20.  Staff is recommending approval of the WIFA loan.

21.  Staff Engineering has determined that the improvements are appropriate and the cost
estimates are reasonable.

22.  Staff recommends that the proposed Prince loan of $289,675 should not be approved
since the Company has a negative equity of $264,404 and approval of the Prince loan would be
detrimental to the Company’s capital structure.

23.  Staff recommended that the Company shareholders finance the remaining projects
with equity.

24. At the hearing, the Company had no objection to Staff’s recommendations regarding
the proposed WIFA and Prince loans.

25.  Staff proposed that $6.35 per bill, per month be set aside in a separate, interest bearing
account to be used to service the WIFA loan.

26.  The Company proposed that rather than set aside a fixed dollar amount per bill in the
escrow account, it should set aside the amount of funds equivalent lo the annual debt service
requirements of the WIFA loan and set aside one-twelfth on a monthly basis.

27.  The Company’s proposal will offer the more accurate set aside amount, is more
practical, and should be adopted.

28. Staff has indicated that the Company 1s current on all of its property and sales taxes.

29.  The Company is in compliance with the Arizona Department of Water Resources
(“ADWR"). |

30. The MCESD found minor deficiencies in the Operations and Maintenance

requirements for this system. These deficiencies included no Emergency Operation plan, no

. e
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Microbiological Site Sampling Plan, no Backflow Prevention Program, cracks in the slab at the
Wellsite and no screen on the storage tank overflow. However, during Staff’s field mnspection, the
Company noted that these deficiencies were corrected.

31.  Valley is currently delivering water that meets the quality standards of the Safe

Drinking Water Act.

32.  Valley is in compliance with all of its monitoring and reporting requirements.

CONCLUSIONS OF LAW

1. Valley is a public service corporation within the meaning of Article XV of the Arizona
Corporation Commission and A.R.S. Sections 40-250, 40-251, 40-301, 40-302 and 40-303.

2. The Commission has jurisdiction over Valley and of the subject matter of the
applications.

3. Notice of the applications was provided in the manner prescribed by law.

4. The rates and charges authorized hereafter are just and reasonable and should be
approved without a hearing.

5. The financing approved herein is for lawful purposes, within Valley’s corporate
powers, is compatible with the public interest, with sound financial practices, with proper
performance by Valley of service as a public service corporation, and will not impair Valley’s ability
tc perform that service.

6. The financing approved herein is for the purposes stated in the application and is
reasonably necessary for those purposes, and such purposes are not, wholly or in part, reasonably
chargeable to operating expenses or to income.

ORDER
IT IS THEREFORE ORDERED that Valley Utilities Water Company, Inc. shall file on or

before September 29, 2000, the following schedule of rates and charges:
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MONTHLY USAGE CHARGES

5/8” x 3/4” Meter $9.60
3/4” Meter 14.50
1" Meter 24.00
1 4" Meter 48.00
2" Meter 77.00
3” Meter 144.00
4” Meter 240.00
6" Meter 480.00

Charge per 1,000 Gallons:

14
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Usage from 1 - 25,000 gallons $1.80
Usage over 25,000 gallons $2.20
SERVICE LINE AND METER
INSTALLATION CHARGES
(Refundable Pursuant to A.A.C. R14-2-
405(B))
5/8" x 3/4™ Meter $455.00
3/4 Meter 515.00
1" Meter 590.00
1 1/2” Meter 820.00
2" Turbine Meter 1,380.00
2” Compound Meter 2,010.00
3" Turbine Meter 1,935.00
3" Compound Meter 2,650.00
4" Turbine Meter 3,030.00
4 Compound Meter 3,835.00
6" Turbine Meter 5,535.00
6" Compound Meter 7,130.00
SERVICE CHARGES
Establishment $30.00
Establishment (After Hours) 45.00
Reconnection (Delinquent) 40.00
Meter Test (If Correct) 30.00
Deposit *
Deposit Interest *
Re-Establishment (Within 12 Months) ok
NSF Check 25.00
Deferred Payment (Per Month) 1.5%
Meter Re-Read (If Correct) 10.00
* Per Commission Rules (R14-2-403 B).
** Months off system times the minimum (R14-2-403.D).
IT IS FURTHER ORDERED the aforementioned rates shall become effective as of October
1, 2000.
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IT IS FIJRTHER ORDERED that Valley Utilities Water Company, Inc. shall notify its
customers of the rates and charges authorized herein and the effective date of same by means of an
insert in its next regular monthly billing.

IT IS FURTHER ORDERED that Valley Utilities Water Company, Inc. shall file with the
Commission within 60 days from the effective date of this Decision a copy of the notice it sends to its
customers of the new rates and charges.

IT IS FURTHER ORDERED that Valley Utilities Water Company, Inc. shall collect from its
customers their proportionate share of any Privilege, Sales, or Use Tax where appropriate, as
provided for in A.A.C. R14-2-608.D.3.

IT IS FURTHER ORDERED that Valley Utilities Water Company, Inc. shall file a revised
tariff amending the uninterruptible service verbiage from Sheet No. 16, ltems C and D, to comply
with Decision No. 56604. This revised tariff must be filed within 30 days of a Commission decision
in this matter for approval by the Ultilities Division Director.

IT IS FURTHER ORDERED that Valley Utilities Water Company, Inc.’s request for
approval of the WIFA loan in the amount of $452,080 is hereby approved.

IT IS FURTHER ORDERED that Valley Utilities Water Company, Inc. shall set aside the
amount of funds equivalent to the annual debt service requirements of the WIFA loan and set aside
one-twelfth on a monthly basis when the amount of the debt service requirement becomes known to
the Company. Until such time as that amount is known, the Company shall set aside $6.35 per bil}
per month in a separate, interest bearing account to be used solely for the purpose of servicing the
WIFA financing.

IT IS FURTHER ORDERED that Valley Utilities Water Company, Inc. shall submit
information detailing the amount of the debt service requirement on the WIFA loan to the Utilities

Division Director within 60 days of a Decision in this matter.

.I Y
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IT IS FURTHER ORDERED that Valley Utilities Water Company, Inc.'s request
approval of the Prince loan in the amount of $289,675 is hereby denied.

IT IS FURTHER ORDERED that Valley Utilities Water Company, Inc. is hereby authorized
to engage in any transactions and to execute any documents necessary to effectuate the authorization
granted hereinabove.

IT IS FURTHER ORDERED that such authority is expressly contingent upon Valley Utilities
Water Company, Inc.’s use of the proceeds for the purposes set forth in its application.

IT IS FURTHER ORDERED that approval of the financing set forth hereinabove does not
constitute or imply approval or disapproval by the Commission of any particular expenditure of the
proceeds derived thereby for purposes of establishing just and reasonable rates.

IT IS FURTHER ORDERED that Valley Utilities Water Company, Inc. shall file copies of all
executed financing documents setting forth the terms of the financing, within 30 days of the obtaining
such financing

IT IS FURTHER ORDERED that this Decision shall become effective immediately.

E ARIZONA CORPORATION COMMISSION.

By 277,

CHAIRMAN COMMISSIONER = COMMISSIONER

BY ORDER

IN WITNESS WHEREOF, 1, BRIAN C. McNEIL, Executive
Secretary of the Arizona Corporation Commission, have
hereunto set my hand and caused the offictal seal of the
Commijssion to be z‘g’ﬁxcd at the Capitol, in the City of Phoenix,

. 7 K e )
this ,% of/ EF7 . 2000

- ' 7/,

. TN
ECUTIVE SECRETARY

DISSENT
SG:bbs
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SERVICE LIST FOR: Valley Utilities Water Company, Inc.
DOCKET NOS. W-01412A-99-0615 and W-01412B-00-0023
Richard Sallquist

SALLQUIST AND DRUMMOND, P.C.

2525 East Arizona Biltmore Circle, Suite 117
Phoenix, Arizona 85016

Attorneys for Valley Utilities Water Company, Inc.

Lyn Farmer, Chief Counsel

Legal Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

Deborah Scott, Director

Utilities Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007
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BEFORE THE ARIZONA CORPORATION COMMISSION
Arizona Corporation Commission

COMMISSIONERS DOCKETED

JERE HATCHMILLER Chomin oy 1.4 s

MARC SPITZER e —

MIKE GLEASON DOGKETED BY \f,)/

KRISTIN K. MAYES

IN THE MATTER OF THE APPLICATION OF DOCKET NO. W-01412A-04-0736
VALLEY UTILITIES WATER COMPANY, INC. B

FOR AN INCREASE IN ITS WATER RATES FOR

CUSTOMERS WITHIN MARICOPA COUNTY,

ARIZONA. .

IN THE MATTER OF THE APPLICATION OF DOCKET NO. W-01412A-04-0849

VALLEY UTILITIES WATER COMPANY, INC.
FOR AUTHORITY TO ISSUE PROMISSORY
NOTE(S) AND OTHER EVIDENCES OF DECISION NO. ___ 68309

INDEBTEDNESS PAYABLE AT PERIODS OF
MORE THAN TWELVE MONTHS AFTER THE
DATE OF ISSUANCE. OPINION AND ORDER
\
DATE OF PRE-HEARING CONFERENCE: July 11, 2005
DATE OF HEARING: July 14, 2005
PLACE OF HEARING: _ Phoenix, Arizona
ADMINISTRATIVE LAW JUDGE: " Teena Wolfe
APPEARANCES: ' Richard L.  Sallquist,  SALLQUIST,

DRUMMOND & O’CONNOR, on behalf of
Valley Utilities Water Company, Inc.; and

David Ronald, Staff Attofncy, Legal Division,

on behalf of the Utilities Division of the Arizona
Corporation Commission.

BY THE COMMISSION:

On October 7, 2004, Valley Utilities Water Company, Inc. (“Valley’ ', “Applicant” or
“Company”) filed an application with the Arizona Corporation Commission (“Commission”) for an
increase in its water rates for customers within Maricopa County, Arizona.

On November 5, 2005, the Commission’s Utilities Division Staff (“Staff”) issued a Letter of.
Deficiency indicating that Valley’s‘application had not met the sufficiency requirements.

On November 12, 2004, Staff filed a Letter of Sufficiency indicating that Valley’s application

S:\TWolfe\WaterRatesOrd\ClassC\040736.doc
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met the sufficiency requirements outlined in A.A.C. R14-2-103.
On November 26, 2004, Valley filed an application for approval for the issuance of
promissory note(s) and other}evidénces of indebtedness in the original amount of up to $1,926,100."

On December 7,2004, by Procedural Order, a hearing was set in the rate case for July 14,

2003.

Valléy caused notice of its financing application to be published in the Record Reporter. on
December 20, 2005. | | o

By Procedural Order issued March 23, 2005, the rate application and financing application
matters were consolidated in accordance with the Company’s request filed on March 17, 2005. |

On April 1, 2005, an Affidavit of Mailing was filed indicating notice of the hearing was
provided to all customers by first class mail as ordered in the Commission’s Procedural Order dated
December 7,2004. -
Intervention was granted to K. Robert Janis, TC Crownovér, and James Shac\ie.
A hearing was held as scheduled before a duly authorized Administrative Law Judge of the

Commission on J ﬁly 14, 2005. Public comment was taken at the commencement of the hearing. The

Company and Staff appeared and ;ﬁresented evidence. Following the hearing, the parties filed closing

briefs and the consolidated matters were taken under advisement pending the submission of a

Recommended Opinion and Order to the Commission.
DISCUSSION

Valley is a Class C water utility that provided public utility water service to approximately
1,210 customers during the test year ended December 31, 2003." The Company’s current rates were
set by the Commission in Decision No. 62908 (September 18, 2000), using a test year ending
December 31, 1998. In the rate application, the Company proposed a two step rate increase and a 10
percent operating margin for each step. According to Valley, the Company has negative equity, so a‘
meaningful cost of capital cannot be determined. Under Step 1, a 10 percent operating margin would. _

require an increase of approximately 12.2 percent over the adjusted test year and annualized

' If the Company’s requested surcharge mechanism to service proposed debt is approved, Valley would become a Class B
utility (Tr. at 1135).

2 DECISION No. __ 68309
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revenues, or $101,800. Step 2 would also include a 10 percent operating margin (3403,000 increase),
and an adjuster mechanism for recovery of arsenic treatment operating costs.”?  According to the
application, during the Test Year ended December 31, 2003 (*TY™), the Company had an adjusted
operating income of $13,138 (Exhibit A-1, Schedule C-1 Step 1). ' |

Rate Base

The Company’s TY rate base as filed was ($540,689) (Exhibit A-1, Application Schedule A-1
Step 1). The Company requested a waiver of the reconstruction cost new less depreciation
(“RCND”) schedule filing requirement and requested that its original cost'rate base (“OCRB”) be
used as its fair value rate base (“FVRB”).

Staff made two adjustﬁlents to rate base, resulting in a net increase of $885, for a FVRB of
(8539,804). The first adjustment reflects capitalization of an erroneously recorded expense and the
second adjustment incrcaséd Cash Working Capital. (Exhibit S-2, Rogers Direct, p»9). The Company
accepted Staff’s proposed adjustments, but calculated a different Cash Workiné Capital amount,
resulting in a slightly different rate base of ($543,488) (Exhibit A-4, Bourassa Rejoinder p 5).

We agree with the adjustments made by Staff to the Company’s rate base, and find that the
Company’s OCRB is ($539,804): Bccauéc the Company did not file RCND schedules, its FVRB is
the same as its OCRB.

Revenue and Operating Expense

Staff and the Company agree that TY revenues were $827,565. The Company proposed TY
expenses of $814,427. Staff made a number of adjustments to TY expense, including: a reduction in
lawn service costs to réﬂect only that portion attributable to the Company’s offices, which are located
within the shareholder’s domicile; an increase in water testing expenses to reflect a normalized
amount; a reduction in transportation expense to remove a non-arm’s length transaction involving a
vehicle leased from the shareholder and the inclusion of two years’ registration fees; a reduction in
miscellaneous expense to remove a non-rccuhing recruitment expense; a reduction in directors’ fees |

to remove “catch up” and advances in fees; a reduction in miscellaneous expense to remove long

2 In its rebuttal testimony, the Company dropped its request for a two step increase, and instead proposed a suréharge
mechanism for recovery of the arsenic treatment operating and maintenance costs (Exhibit A-3, Bourassa Rebuttal p 2).

DECISIONNO. 68309
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distance personal telephone calls,’ costs to acquire a new sign, the cost of which Staff added to rate
base, gym membership expenses, and sponsorship in a high school fundraiser; and an increase in
depreciation expense, property tax expense, and income tax expense (Exhibit S-2, Rogers Direct, pp
11-18, and Schedule DRR-7).

The Company accepted all of Staff’s expense adjustments (Exhibit A-3, Bourassa Rebuttal, p
6). Staff’s adjusted TY operating expense is $814,662, for a TY operating income of $12,903. In its
rebuttal testimony, the Company dropped its request for a two step increase, and instead proposed a
surcharge mechanism for recovery of the arsenic trealmerﬁ operating and maintenance costs (Exhibit
A-3, Bourassa Rebuttal, p 2). | |

Because the Company’s adjusted FVRB is negative $539,804, a rate of retumn calculation is
not meaningful. Staff recommended that the Commission authorize a 10 percent operating margin, or
$957,511. This represeﬁts a $129,946, or 15.70 percent, revenue increase from $827,565 to
$957,511. We agree that because the Company’s FVRB is negative, it is appéopriate to use an
operating margin to set fair and reasonable rates. We are, however, concerned that this Company
continues to operate the utility in such a way that although equity is not being invested, ratepayers are
required to generate cash sufﬁ‘cient to show an operating income.* We agree with Staff’s
recommendation, discussed below, to require the Company to implement a plan to improve its equity
position.

Rate Design

The Company’s current rate design consists of customer charges that vary by meter size, with

no gallons included. All but the 3 inch meters for commercial construction have a two tier structure,

with a commodity rate of $1.80 per 1,000 gallons up to 25,000 gallons, and $2.20 per 1,000 gallons
greater than 25,000.
The Company’s proposed rate design applies a uniform percentage increase to all monthly

minimums and changes from a two tier commodity rate to a three tier rate for all customer classes

3 The Company requested rate recovery of these personal telecommunications expenses in its application despite the fact
that the Commission specifically disallowed similar expenses in the Company’s prior rate proceeding (see Decision No.
62908 p 5). :

* The Company’s FVRB in its last rate case was negative $292,898 (see Decision No. 62908 p 11).

4 DECISIONNo. ___ 68309
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with the exception bf construction water, to assist in conservation. The breakover points graduate by
meter size, with the first tier rate of $1.98, the second tier at $2.42, and the third tier at $2.662 per
1,000 gallons. According to the Company, customers using larger quantities of water will experience
a higher increase due to the three tier rate design.

Staff proposed an inverted tier rate structure that includes three tiers for residential 5/8 x 3/4-
inch meters and residential 3/4-inch meters, and two tiers for all others. With the residential meters,
the first tier breakover point is 3,000 gallons and the second tier Abreakover point is 10,000 gallons.
Other breakover points vary by meter size. The Company objected to Staff’s recommendation,
stating that the residential first tier is a “lifeline or low income” rate and that, according to thé
American Water Works Association (“AWWA”) should only be offered to residential customers who
meet certain eligibility requirements; “should not be considered unless the local cost of water service
is high compared to other similar water utilities or where a significant percentage of resideritial
customers are believed to be unable to afford water service” and should not be usi:d in areas where
there are water shortaées (Exhjbit A-2, Kozoman Rebuttal, pp 4-5). The Company speculates that
Staff’s recommended rate design may lead existing 1-inch meter eustomers to demand a downsizing
of meter sizes, which the Compaﬁy believes would ¢ause revenue and O&M impacts, in addition to
destabilization of cash ﬂows, and which the Company believes would require monitoring to prevent
what it terms “over-revving” of the smaller meters (Exhibit A-3 Prince Rebuttal, p 2). The Company
acknowledged that it has not performed a cost of service study and that it is not facing water supply
shortages, although it is in the Phoenix Active Management Area (“AMA™).

Staff points out that the concerns asserted by Mr. Prince are also present with the Company’s
proposed rate design (Exhibit S-3, Rogeré Surrebuttal, p 4). Staff asserts that its recommended rate
design acknowledges water use patterns by meter size and in total to encourage efficient
consumption, and that the Commission has recently issued decisions that adopted Staff’s
recommended rate design consisting of an inverted three tier rate design for residential 5/8-inch and.
3/4-inch meter customers and an inverted two tier structure for all other méter sizes and customers.

We agree that Staff’s recommended rate design will promote conservation by sending.

appropriate price signals to all customers, and find that it also addresses the goals of efficient water

68309
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use, affordability, fairness, simplicity, and revenue stability. We will therefore adopt it.

Arsenic Removal/Financing Request

The U.S. Environmental Protection Agency (“EPA”) has reduced the arsenic maximum
contaminant level (“MCL”) in drinking water from 50 parts per billion (“ppb”) te le ppb, with a
compliance date of January 23, 2006. The Company’s six wells have arsenic concentratlons between
7 and 13 ppb. The Cempany is seeking a loan from the Water Infrastructure Finance Authority of
Arizona (“WIFA”) to purchase and construct water treatment facilities for arsenic removal. In
Decision No. 67669 (March 9, 2005), the Commission aperoved an Arsenic Impact Fee Tariff for the
Company to help pay for debt service and/or principal on the requested WIFA loan, with the hook-un
fees® to be treated as contributions in aid of construction (“CIAC”), and to be refunded if they are not
used to-pay for arsenic treatment facilities. The Company hired a consulting firm to conduct an
arsenic treatment study using the treatment model methods presented in the Anzona Department of
Environmental Quality’s (“ADEQ”) Arsenic Master Plan guidelines. A pilot study was conducted at
three of the Company’s wells and a final study report was completed in May 2004, The study
recommended using absorption medla treatment with a total treatment system cost of $1,926, 100 for
treatment of five of Valley’s six wells Accordlng to Staff’s testimony, the Company evaluated other
options such as blending and drilling new wells or deepening existing wells, but due to the high
arsenic concentration and its fluctuation in the area, the Company concluded that treating the water -
source was the only available solution. Staff concluded that the arsenic treatment facilities are
appropriate and the estimated capital costs and O&M costs are reasonable for purposes of the
financing request (Exhibit S-1, Scott Direct, p ).

The terms of the proposed $1,926,100 WIFA loan is 20 years, with a maximum interest rate
of prime plus 200 basis points and a debt service coverage (“DSC”) of at least 1.2. Payment of the
loan begins six months after WIFA provides the monies to the Company, and monthly payments on
the loan include both principal and interest. Staff analyzed the requested financing and testified that

the Company’s capital structure is composed of 100 percent negative equity, and if the financing is

*The apnroved hook-up fee is $1,100 for all new 5/8 x 3/4-inch service connections, graduated for larger meter sizes.

6 DECISIONNo. 98309
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approved, the capital structure would be 6.3 percent short-term debt, 121.1 percent long-term debt,
and 27.3 percent negative equity. According to Staff, the pro forma effect on the Company’s
financial ratios of obtaining the $1,926,100 WIFA loan at an interest rate of 5.0 percent and
implementation of Staff’s recommended rates is a Times Interest Earned Ration (“TIER”) of 1.58 and
a DSC of 1.86. Staff determined that an annual surcharge of approximately $185,247 would be
necessary for the Company to maintain its pre-loan cash flow. Staff testified that the proposed loan
“exacerbates the Company’s negativé equity with a debt burden, an undesirable event” (Exhibit S-2,
Rogers Direct, p 26). However, Staff concluded that there are no other known options to finance the
purchase/construction of the arsenic removal equipment required to comply with the EPA MCL.
Staff believes that a mitigating factor is that the pro forma DSC and TIER indicate that the Company
would Have adequate eamings lband cash flow to meet all obligations. Staff concluded that the
purchase and/or conStructioﬁ of the arsenic removal equipment is necessary for‘ the Companj?‘ to
corﬁply with the federal rule; and that its recommended rates, which are intem;ed to provide an
operating margin that will allow the Company to aftain a positive equity position, are insufficient to
meet additional debt service obligations of the proposed WIFA debt.
In regard to the Company"s financing request, Staff recommended:

o that the loan be approved on the terms and conditions described in the application,
with the understanding thét the Commission will subsequently consider an arsenic
removal surcharge to enable the Company to meet its principal and interest obligations
on the WIFA loan, and the incremental income taxes on the surcharge;

» that the Company be authorized to execute any documents necessary to effectuate the
authorization granted;

o that the Company be ordered to provide to the Utilities Division Compliance Section
copies of all executed financing documents within 60 days after the loan agreement is
signed; and

e that the Company be ordered not to use any portion of the loan to pay for incurred
operating or other expenses.

In relation to its recommendation regarding future Commission consideration of an arsenic

7 DECISIONNO. 98309
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removal surcharge, Staff recommended that the Company be required to:
¢ file in Docket Control an arsenic removal surcharge tariff application that will allow
the Company to meet its principal and interest obligations on the proposed WIFA
Joan and income taxes on the surcharge; -
follow the same methodology set forth in Table A to the Staff testimony, to calculate
the incremental revenue needed to meet the interest, principal and incremental income
- tax obligations' on the WIFA loan, using actual loan amounts and use the result to
dcvélop its. arsenic removal surcharge tan'ff application, which would also include the
required increase in revenue calculation; and |
file with Docket Control copies of its calculation of revenue requirement for principal
and interest obligations on the WIFA loan and incremental income taxes on the
surcharge, within 60 days after the loan agreement is sigried by bqth WIFA andthe
Company. “

These Staff recommendations are reasonable and will be adopted.

Funds Set Aside Pursuant to Decision No. 62908

Decision No. 62908 set rz;.tes for the Company and approved a WIFA loan in the amount of
$452,080. It also ordered the Company to “set aside the amount of funds equivalent to the annual
debt service requirements of the WIFA loan and set aside one-twelfth on a monthly basis when the
amount of the debt service requirement becomes known to the Company. Until such time as that
amount is known, the Company shall set aside $6.35 per bill per month in a separate, interest bearing
account to be used solely for the purpose of servicing the WIFA financing.” It further ordered the
Company to “submit information detailing the amount of debt service requirement on the WIFA loan
to the Utilities Division Director within 60 days of a Decision in this matter (Decision No. 62908, p
15). The Company complied with the filing requirement on January 30, 2003, after severél
extensions had been granted by the Commission, but never filed copies of executed documents
indicating that the Company ever obtained the approved financing. According to a compliance filing
in that docket, the Company has been setting aside the required monthly amount in a segregated,

interest-bearing account to be used solely for the purpose of servicing the WIFA financing (Letter

DECISIONNO, 08309
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from counsel for Valley to Patrick Williams dated January 4, 2002). The Company has not incurred
the WIFA debt approved in Decision No. 62908, but has collected funds intended to pay that debt.
The existing balance of the collected debt-service funds must either be refunded or applied to WIFA
debt. Because the Company is again requesting WIFA financing, and is requesting imposition of a
surcharge to pay the debt service, it would be reasonable and efficient to apply the existing balance of
the collected funds to service the new WIFA debt. Under the circumstances, it is reasonable to cancel
the prior WIFA _ﬁﬁancing authbrity, and require the Company to use the collected fund balance to
service the arsenic remediation-related long-term debt authorized herein. We will therefore require
the Company to file, in addition to the arsenic removal surcharge tariff application recommended by
Staff, a report detailing the balance of the funds collected for debt service as authorized by Decision
No. 62908, and the extent to which the application of the collected funds to debt service will offset

the amount of, or the need for, an arsenic removal surcharge.
3
AOMRSM Request

The Company proposed an Arsenic Operating and Maintenance Recovery Surcharge
Mechanism (“AOMRSM”). The Company estimates that theé .arsenic treatment costs will total
$216,600 for the first full year 6f operation. Under the Company’s proposal, the cost per 1,000
gallons would be determined by dividing the actual arsenic O&M costs for the year by the annual
gallons sold, and a balancing account would be maintained. Each year, the Company would vprovide
Staff a detailed calculation of the surcharge as well as provide an accounting of the amount collected
during the year. According to the Company’s estimations, the AOMSM charge per 1,000 gallons
would be $0.84, and the impact on an average 5/8-inch customer bill would be $7.77, for a combined
estimated increase of 42.94 percent over present rates. The Company estimates that the total impact
of the ARSM and the AOMRSM on such a customer’s monthly bill would be $14.23, for ‘a combined
increase of 67.55 percent (Exhibit A-3, Bourassa Rebuttal, p 14). Based on its estimates, the
Company claims that if both surcharges are not adopted, it will experience net losses (see Exhibit A-
4, Bourassa Rejoinder, Exhibit 3).

Staff recommended that the Company’s proposed AOMRSM be disallowed and that the

Company file a rate case application after a period of time, so that actual operation and maintenance

68309
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costs can be determined and the appropriate rates established. Staff testified that while the costs

proposed by the Company may be a reasonable estimate, they are projected costs, and to authorize
estimated costs to be recovered at some future time, before they are known and measurable, would
not allow Staff the opportunity to ascertain with any degree of confidence, the reasonableness of the
charges and whether they are accounted for correctly (Exhibit S-3, Rogers Sunebuttal, p 6). Staff |
further testified that the Commission has consistently found that operation and maintenance costs |
associated with arsenic removal should be segregated and tracked for a period of time, and that a rate -
case should be filed once the actual costs become known énd measurable. |

We agree with Staff for several reasons. First, it would not be reasonable to require théA
Company’s customers to pay a surchargc for O&M costs when the costs have only been estlmated
and have not been subject to audit in order to determine their reasonableness and whether they are
accounted for correctly. This problem is exemplified by the fact that the calculations presented in‘the
Company’s testimony overstate the effect of the Company’s own estimates dﬁe to an apparent
computation error involving the double-counting of interest expense. Valley presented calculations
estimating net losses it will incur if its requested surcharges are not granted. The estimation
calculations subtracted interest eﬁpense t§vice, which resulted in an understatement of cash flows to
the tune of $94,988 (see Exhibit A-4, Bouraésa Rejoinder, Exhibit 3). Correcting this error on the
Company’s exhibit would result in estimated positive cash flows of $55,150, instead of: the
Company’s negative $39,838 estimated net operating loss.

Second, Decision No. 67669 has already approved a $1,100 Arsenic Impact Fee Tariff for the
Company to help pay for debt service and/or principal on the requested WIFA loan.

Third, this Decision approves the concept of a surcharge to pay the debt service on the arsenic
remediation-related WIFA loan once the amount of the debt service is determined and orders the
Company to file an application for that surcharge. Approval of the AOMRSM in addition to the
WIFA debt-service surcharge would therefore result in the Company’s existing customers paying two. -

surcharges, with new customers paying a hook-up fee in addition to the two surcharges.®

¢ As an alternative to Staff’s recommendation to deny the AOMRSM, Staff stated that if the Company were to fund the
needed arsenic remediation plant with equity contributions instead of debt, Staff could agree in concept to permitting a

10 DECISIONNO, ___ 68309
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Fourth, we are approving rates herein that are based on an operating margin instead of a return
on equity, in order to prevent operating losses, as discussed at page 4 above, due to the Company’s
ongoing negative equity position. As discussed below, we are requiring the Company to develop,
submit and implement a plan to increase its equity position, because the Company has been operated
in such a way that its negative equity position has continued to deteriorate, despite the fact that over a
period of years, this Commissionr has authorized returns that provided the Company with an
opportunity to increase its equity position (see Tr. p 112).

* For these reasons, we will not approve the Compény’s proposed AOMRSM, but will instead
consider actual operation and maintenance costs in a future rate filing, where rates can be established
based on known and measurable actual costs.

Shareholder/Company Transactions

Staff rccommended that the Company be ordered to make all reasonable efforts to institute
operating policies that would remove any and all transactions between the Compz;}ly and its owners
that are not arm’s length transactions. Based on the evidence presented in this proceeding, this is a
reasonable recommendation, and it will be adopted. We will expect Staff to carefully scrutinize the
Company’s books in. the Compahy’s next ra‘te case, and bring to the Commission’s attention any
instances of transactions between the Company and its shareholder that are not arm’s length,
including but not limited to the payment of personal expenses from water utility revenues, along with
recommendations for appropriate Commission action.

Equity Position |

Staff recommended that the Company be required to institute a plan that would produce a
positive equity position by December 31, 2010, such plan to be filed with Docket Control within 90
days from the date of the Commission’s Decision. The Company’s FVRB in its last rate case was
negative $292,898 (see Decision No. 62908, p 11), and in this case, has deteriorated further, to
negative $539,804. As stated at page 4 above, we are concerned that this Company continues to |

operate the utility in such a way that although equity is not being invested, ratepayers are required to

surcharge to collect the Company’s first year of arsenic-related O&M costs (Tr..at 91). However, the Company made no
indication at the hearing that it planned to make such an equity infusion.

11 DECISIONNO. 68309
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generate cash sufficient to show an operating income. Staff’s concerns are legitimate, and its
recommendation provides a reasonable means of ameliorating the problem. We will therefore adopt
Staff’s recomrﬁendation. We will also direct Staff to bring to the attention of the Commission in the
Company’s next rate case all evidence of any inappfopriate lease afrangements between the
shareholder and the Company, or any other inappropriate practices that contribute to the deterioration
rather than to the building of the Company’s equity. The Company should be on notice that
questiohable expenses will be subject to disallowance in future rate proceedings.

Additional Staff Recommendations

Staff also recommended that the Company’s proposed service line and-meter installation
charges be adopted, and that the Company use the depreciation rates in Exhibit MSJ-A, Table I-1,
found in Hearing Exhibit S-1. Staff also recommen‘ded that the Company be reduired to file a
curtailment tariff conforrﬁing to the sample tariff in Exhibit MSJ-A, Attachment K-1, foun(‘v}l in -
Hearing Exhibit S-1, within 45 days after the effective date of this Decision with D‘écket Control, as a
compliance item for Staff review and certification. These recommendations are reasonable and will
be adopted.

* * ' * . * * ) * * * * *
Having considered the entire record herein and being fully advised in the premises, the

Commission finds, concludes, and orders that:

FINDINGS OF FACT

1. Valley is an Arizona Corporation that was granted a Certificate of Convenience and
Necessity in Decision No. 54274, dated December 20, 1984, to provide service to an area located
approximately five miles west of Glendale, Arizona in Maricopa County. Valley provides water
utility service to approximately 1,210 customers in Maricopa County, Arizona.

2. On October 7, 2004, Valley Utilities filed an application for a rate increase for its
water customers comprised of a two-step phase-in rate increase based on a test year (“T'Y”) ending
December 31, 2003. The rate application requested an operating margin of 10 percent in ofder to

have adequate debt service coverages for a loan from WIFA to fund improvements related to arsenic

removal capital improvements.

12 DECISION NO. __ 68309
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3. On November 5, 2004, Staff filed a letter informing the Company that its application
had not met the sufficiency requirements outlined in A.A.C. R14-2-103.

4. Also on November 5, 2005, Valley filed a compliance status report from ADEQ.

5. On November 12, 2004, Staff filed a Letter of Sufficiency.

6. On November 26, 2004, Valley Utilities filed an application for authority to issue
promissory notes and evidences of indebtedness of up to $1,926,100 to finance the purchase or
construction of a plant and the equipment necessary to treat and remove arsenic from its water
supply.

7. On December 7, 2004, by Procedural Order, a hearing was scheduled on Valley’s rate
application. |

8. On January 4, 2005, Valley docketed an Affidavit of Publication éertifying that it
caused notice of its ﬁnanéing application to be published in the Record Reporter on December-20,
2005. !

9. On March 17, 2005, the Company filed a Motion to Consolidate the financing
application with the rate application for purposes of hearing, which was granted by Procedural Order
issued March 23, 2005. : .

10.  On April 1, 2005, pursuant to the Commission’s Procedural Order of Deccrhber 7,
2004, the Company filed an Affidavit of Mailing indicating that notice of the rate application.and |
hearing was mailed to all customers of record in the Company’s February billings.

11.  Public comment was filed on April 12, 2005 and July 14, 2005, objecting to the
Company’s proposed rate increase.

12, On May 2, 2005, TC Crownover, James Shade and K. Robert Janis filed requests to
intervene. |

13.  On May 2, 2005, William Clark, on behalf of Litchfield Vista View III Homeowners
Association, filed a request to intervene.

14.  On May 10, 2005, by Procedural Order, K. Robert Janis, TC Crownover, James Shade
and William Clark were granted intervention.

15. On May 11, 2005, Staff filed its Direct Testimony.

13  DECISIONNO. __ 68309
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16.° On May 13, 2005, Valley filed Objections to the Procedural Order Regarding
Intervention. Valley did not object to the intervention of vK. Robert Janis, but stated that the
intervention requests of TC Crownover, James Shade and William Clark were untimely. Valley
further objected to Mr. Clark’s intervention on the grounds that he is not a customer of Valley and
therefore has no interest in these proceedings. Mr. Clark did not appear at the hearing to respond to
the Company’s objections. The May 10, 2005 Procedural Order was therefore amended at the
hearing to state that Mr. Clark’s intervention request is denied due to his failure to show that he
would be directly and substantially affected by the outcomé of this proceeding.

17.  The Company and Staff docketed pre-filed testimony in accordance with the .
requirements of the rate case Procedural Order. |

18.  The hearmg was held as. scheduled on July 14, 2005. Mr. Charles Prokow, Ms

Almira Martinez, and Mr. Michael Fent appeared and prov1ded pubhc comment for the record in | g

opposition to the level of rate increase requested by the Company. The Company and Staff appeared
and presented testimony and cross-examined witnesses. Intervenor Ms. TC Crownover appeared on
her own behalf and provided public comment, and also filed written public comment in the docket on
the date of the hcaring.7 ' - _

19.  On August 25, 2005, the Company and Staff filed Closing Briefs, and the consolidated
matters were taken under advisement.

20.  The rates and charges for Valley at présent, as proposed in the rate application, and as

recommended by Staff are as follows:

7 1t became known at the hearing that Ms. Crownover herself is not a customer of the Company.
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1
Present Co. Co.
2 Rates Phase One  Phase Two Staff
3 MONTHLY USAGE CHARGE:*
410 5/8°x ¥4 Meter _ $ 9.60 $ 10.37 $ 14.16 $ 11.24
¥’ Meter 14.50 15.66 21.38 16.87
5 1” Meter 24.00 25.92 35.38 28.10
6 1 ¥ Meter 48.00 51.85 70.78 56.21
2” Meter 77.00 83.18 113.54 89.94
7 3” Meter 144.00 155.55 212.33 179.87
4” Meter 240.00 - 259.25 353.88 281.05
8 6> Meter - 480.00 518.50 707.75 562.10
0 Construction Water 144.00 212.33 179.87
10 COMMODITY CHARGES:*
11 | All Meters
1,000 to 25,000 Gallons - _ $ 180
12 § 25,001 gallons and over 2.20 -
\‘
13 | Construction Water 2.60 2.86 425 $ 3.02
14 5/8" Meter
151 1- 8,000 gallons 1.98 294
8,001 — 12,000 gallons : o 2.42 3.60
16 | 12,001 gallons and over , 2.662 3.9580
171 3/4” Meter
18 1 - 12,000 gallons 1.98 2.94
12,001 to 18,000 gallons 2.42 3.60
- 19 1 18,001 gallons and over 2.662 3.9580
20 | 1” Meter
a1 1 to 20,000 gallons 1.98 2.94
20,001 to 30,000 gallons 2.42 3.60
22 | 30,001 gallons and over 2.662 3.9580
23 1 11/2" Meter .
1 — 40,000 gallons 1.98 2.94
24§ 40,001 to 60,800 gallons 2.42 3.60
25 60,801 gallons and over 2.662 3.9580
26 2> Meter
1 - 64,000 gallons 1.98 2.94
27 i 64,001 to 96,000 gallons 2.42 3.60
- 96,001 gallons and over 2.662 3.9580
15 DECISION No, __ 68309
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3” Meter ,
2 | 1to 128,000 gallons $ 198 $ 294
128,001 to 192,000 gallons 242 3.60
3§ 192,001 gallons and over 2.662 3.9580
4| 4 Meter-
5 1 to 200,000 gallons 1.98 294
200,001 to 300,000 gallons 2.42 3.60
6 | 300,001 gallons and over 2.662 3.9580
71 67 Meter
1 to 400,000 gallons : 1.98 2.94
8 | 400,001 to 600,000 gallons 2.42 3.60
9 600,001 gallons and over 2.662 3.9580
10l /8 x 3/4” Meter - Residential
1 to 3,000 gallons $ 1.50
11 | 3,001 to 10,000 gallons 2.31
1 10,001 gallons and over _ : 2.53_
13 5/8” x 3/4" Meter - Commercial R ,
1 to 18,000 gallons 231
14 | 18,001 gallons and over 2.58
15§ 3/4” Meter — Residential ‘ '
1 to 3,000 gallons ' ' L ' ' 1.50
16 1 3 001 to 10,000 gallons 2.31
17 10,001 gallons and over . 2.53
18 | 3/4" Meter — Commercial
1 to 18,000 gallons 2.31
19 | 18,001 gallons and over 2.58
20 1” Meter
214 1to 50,359 gallons 231
50,360 gallons and over 2.53
22
1 1/2" Meter
23 | 1to 126,054 gallons 2.31
24 126,055 gallons and over 2.53
75 | 27 Meter
1 to 151,256 gallons 2.31
26 | 151,257 gallons and over 2.53
27
28
16 DECISION No. __ 98309
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3” Meter
1 to 403,274 gallons
403,275 gallons and over

4” Meter
1 to 453,722 gallons
453,723 gallons and over

6" Meter
1 to 1,260,313 gallons
1,260,314 gallons and over

*In addition to the collection of regular rates, the utility will collect from its customers a
proportionate share of any privilege, sales, use and franchise tax per Commission Rule R14-2-

409.D.5.

DOCKET NO. W-01412A-04-0736 et al.

SERVICE LINE AND METER INSTALLATION CHARGES:**

(Refundable pursuant to A.A.C. R14-2-405)

Present

Meterand  Proposed

Service Line Service

Installation  Line Inst.

Charge Charge Co.

5/8 x ¥ Inch $ 455.00 $385.00

3/4 Inch 515.00 385.00
1 Inch 590.00 © 435.00

1 % Inch : 820.00 470.00

2 Inch/Turbine 1,380.00 630.00

2 Inch/Compound 2,010.00 630.00

3 Inch/Turbine 1,935.00 805.00

3 Inch/Compound 2,650.00 845.00

4 Inch/Turbine 3,030.00 1,170.00

4 Inch/Compound 3,835.00 1,230.00

6 Inch/Turbine 3,535.00 1,730.00

6 Inch/Compound 7,130.00 1,770.00

8 Inch At Cost At Cost

10 Inch At Cost At Cost

12 Inch At Cost At Cost

Proposed
Meter Inst.
Charge Co.

135.00
215.00
255.00
465.00
965.00
1,690.00
1,470.00
2,265.00
2,350.00
3,245.00
4,545.00
6,280.00
At Cost
At Cost
At Cost

Total
Propos‘éd
Charge
Co.
520.00
600.00
690.00
935.00
1,595.00
2,320.00
2,275.00
3,520.00
3,520.00
4,475.00
6,275.00
8,050.00
At Cost
At Cost
At Cost

§ 231
2.53

2.31
2.53

231
253

Total
Proposed
Inst.
Charge
Staff
520.00
600.00
690.00
935.00
1,595.00
2,320.00
2,275.00
3.520.00
3,520.00
4,475.00
6,275.00
8,050.00
At Cost
At Cost
At Cost

** All advances and/or contributions are to include labor, materials, overheads, and applicable
taxes, including gross-up taxes for income taxes, if applicable. As meters and service lines are
now taxable income for income purposes, the Company shall collect income taxes on the meter
and service line charges. Any tax collected will be refunded each year that the meter deposit is

refunded.
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Present Proposed Rates

SERVICE CHARGES: Rates Company Staff
Establishment _ : $ 30.00 $ 30.00 $ 30.00
Establishment (After Hours) 45.00 45.00 45.00
Reconnection (Delinquent) (b) 40.00 40.00 40.00
Reconnection (Delinquent and After _ A S
Hours) (b) $ 40.00 $ 40.00 $ 40.00
Meter Test - 30.00 v 30.00 30.00
Deposit Requirement - (a) (a) (a)
Deposit Interest 6% 6% 6%
Reestablishment (Within 12 Months) (®) )] ()
Reestablishment (After Hours) (b) - ) - (b)
NSF Check (per Rule R14-2-409.F) - 25.00 25.00 - 25.00
Deferred Payment, Per Month 1.50% 1.50% 1.50%
Meter Reread (per Rule R14-2-408.C) 10.00 10.00 10.00
Charge of Moving Customer Meter — .
Customer Requested : Cost Cost Cost
After hours service charge 25.00 25.00 25.00

(@) Residential — two times the average bill. Non-Residential — two and one-half times the

average bill.
®) Per Rule R14-2-403.D.

21.  Valley’s present rates and chafges produced adjusted TY operating revenues of

$827,565 and adjusted TY operating expenses of $814,662, for a TY operating income of $12,903.

22.  The Company’s OCRB is ($539,804). The Company did not file RCND schedules.
The Company’s FVRB is therefore determined to be ($539,804).

23.  Because the Company’s adjusted FVRB is negative $539,804, a rate of return
calculation is not meaningful. Based on the unique circumstances of this case, it is appropriate to use
an operating margin to set fair and reasonable rates, and to allow a 10 percent operating margin, for
revenues of $957,511. This represents a $129,946, or 15.70 percent, revenue increase from $827,565
to $957,511. In the Company’s next rate filing, if the Company again requests use of an operating
margin in lieu of a rate of retumn calculation, consideration will be given to the strength of the
Company’s efforts to improve its equity position.

24.  Average and median usage during the TY for the Company’s 593 3/4-inch meter

DECISIONNO. 68309
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residential customers were 10,134 and 7,500 gallons per month, respectively; and average -and
median usage during the TY for the Company’s 256 5/8 x 3/4-inch meter residential customers were
9,251 and 6,500 gallons per month, respectively.

25.  The rate schedule adopted herein will increase the average residential 5/8 x 3/4-inch
meter customer’s monthly bill by $3.93, from $30.18 to $34.11, or 14.97 percent, and the median 5/8
x 3/4-inch meter customer’s monthly bill by $2.53, from $23.83 to $26.36, or 11.86 percent. The
average residential 3/4-inch meter customer’s monthly bill will increase by $5.14, from $37.88 to
$43.02, or 15.69 percent, and the median residential 3/4-inch meter customer’s monthly bill will
increase by $3.76, from $31.76 to $35.52, or 13.45 percent.

26.  The Company proposes thfee-tier rates for all customer classes with the exception of
construction water, and disagrees with Staff’s rate design, which provides three-tiers only for
residential customers and- two tiers for all other customers. The Company believes that Staff’s
proposed first-tier rates are equivalent to a “lifeline” rate, which it asserts should ‘}mly be offered to
residential customers who meet certain eligibility requireménts. The Company speculates that Staff’s
recommended rate design may lead existing 1-inch meter customers to demand a downsizing of
meter sizes, leading to revenue a.nd O&M impacts and destabilization of cash flows. However, no
cost of service study was performed, and Staff testified that the Company’s concerns regarding
possible meter downsizing may also exist with the Company’s recommendation.

27.  Staff’s recommended rate design acknowledges water use patterns by meter size and
in total to encourage efficient consumption. The inverted three tier rate design for residential 5/8-
inch and 3/4-inch meter customers and an inverted two tier structure for all other meter siies and
customers as proposed by Staff is reasonable and will be adopted because it will promote
conservation by sending appropriate price signals to all customers; and because it addresses the goals
of efficient water use, éffordability, faimess, simplicity, and revenue stability. ‘

28.  Valley’s system consists of six wells, five storage tanks, four booster stations, and a
distribution system, with a source capacity of 1,060 gallons per minute (“GPM”) and storage capacity
of 1,060,000 gallons. According to Staff, the existing system has adequate production and storage

capacity to serve the present customer base and reasonable growth.

19 DECISION NO. ___ 68309
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29 Staff reviewed the arsenic treatment facilities Valley proposed in the financing
application. Based on its analysis, Staff’s engineering section concluded that the proposed arsenic
treatment facilities to be financed are appropriate, and recommended that the Company’s estimated
capital costs and O&M costs be used for purposes of processing the financing request.

30.  Under the circumstances of this case, it is reasonable to approve the Company’s
financing request on the terms aﬁd conditions described in the application, with the proceeds to be
used solely for capital expenditures, and not operating of other expenses, and to require the Company
to file, as recommended by Staff, an arsenic removal surcharge tariff application for subsequent
approval of a surcharge that will allow Valley to meet its prihcipal and interest obligations on the
amount of the WIFA loan and income taxes on the surchargcé.

31.  For the reasons described herein, it is not in the public interest to approve in this
Decision the Company’s. request for a surcharge to sefvice the ﬁnanéing for which authority is |
4

32.  The debt authority granted in Decision No. 62908 was never utilized and should be
cancelled. It is reasonable to require that the funds the Company has collected for the sole purpose of
servicing the WIFA debt approvéd in Decision No. 62908 be applied to service the WIFA debt for
which authority is requested in this proceeding.

33.  The Company should be required to file with Docket Control, within 30 days, a report
that provides detailed information regarding the balance of the funds the Company has collected for
the sole purpose of servicing the WIFA debt approved in Decision No. 62908, which debt was never
issued. The report should also include an analysis of the extent to which the application of the
collected funds to service the debt approved in this proceeding will offset the amount of, or the need
for, a surcharge to service the WIFA loan for arsenic removal capital projects.

34.  In relation to the WIFA financing approved herein, it is reasonable to require the
Company to follow the methodology set forth in Table A-DRR attached to Hearing Exhibit S-2, to~
calculate the incremental revenue needed to meet the interest, principal and incremental income tax
obligations on the WIFA loan, using actual Joan amounts and use the result to develop its arsenic

removal surcharge tariff application, which would also include the required increase in revenue
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calculation. The Company shall also include in its revenue increase calculation the offsets provided
by the application of the previously-collected funds pursuant to Decision No. 62908 to service the
debt, and the offsets provided by hook-up fees collected pursuant to Decision No. 67669 (March 9,
2005), which approved an Arsenic Impact Fee Tariff for the Company to help pay for debt service
and/or principal on the requested WIFA loan; and shall file copies of its calculation of revenue
requirement for principal and interest obligations on the WIFA loan and incremental income taxes_ on
the sufcharge, within 60 days after the loan agreement is signed by both WIFA and the Cox’npaﬁy.

35.  Based on the evidence in this proceeding, it is reasonable to require the Company to
make all reasonable efforts to institute operating policies to remove any and all transactions between
the Company and its owners that are not arm’s length transactions. It is also reasonable to require
Staff to carefully scrutinize the Company’s books in the Company’s next rate case, and bring to the
Commission’s attention aﬁy instances of transactions between the Company and its shareholder that
are not arm’s length, including but not limited to improper lease arrangement‘s\ and payment- of
personal expenses, along with recommendations for appropriate Commission action.

36. It is reasonable to require the Company to develop and institute a plan that would
produce a positive equity positibﬁ by Deccmber 31, 2010, and to file a copy of the plan as a
compliance item in this docket within 90 days. It is also reasonable to require Staff to bring to the
attention of the Commissi‘on in the Company’s next rate case all evidence of any inappropriate lease
arrangements between the shareholder and the Company, or any other inappropriate practices, that
contribute to the deterioration rather than to the building of the Company’s equity.

37.  Itis not in the public interest to grant the Company’s proposed AOMRSM.

38.  Itis reasonable to require the Company to file a curtailment tariff as recommended by
Staff within 45 days with Docket Control, as a compliance item for Staff review and ‘certiﬁcation.

39,  The Company’s proposed service line and meter installation charges are reasonable
and should be adopted.

40.  Staff testified that the Company has no outstanding compliance issues with the
Commission. |

41.  Stafftestified that Valley’s TY water loss is 1.96 percent, within acceptable limits.

21 DECISION NO. __ 68309
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42.  Staff testified that the Company is currently delivering water that meets water quality
standards required by the Arizona Administrative Code, Title 18, Chépter 4, |
- 43.  The Company is located within the Arizona Department of Water Resources’
(“ADWR”) Phoenix AMA. Staff testified that the Company is in compliance with the AMA
reporting and conservation requirements
44.  Because an allowance for the property tax expensé of Valley Utilities is included in
the Company’s rates and will be collected from its customers, the Commission seeks assurances. frém
the Company that any taxes collected from ratepayers ﬁave 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 as twenty years. It is reasonable, therefore, that as a preventive measure Valley

Utilities should annually file, as part of its annual report, an affidavit with the Utilities Division
attesting that the cOmpaﬁy is current in paying its property taxes in Arizdha.

CONCLUSIONS OF LAW

1. Valley is a public service corporation within the meaning of Article XV of the Arizona
Corporation Commission and A'.R.S. Sections 40-250, 40-251, 40-301, 40-302 and 40-303.

2. The Commission has' jurisdiction over Valley and of the subject matter of the
applications.

3. Notice of the applications was provided in the manner prescribed by law.

4, The rates and charges authorized herein are just and reasonable and should be

approved without a hearing.

5. The financing approved herein is for lawful purposes, within Valley’s corporate
powers, is compatible with the public interest, with sound financial practices, with proper
performance by Valley of service as a public service corporation, and will not impair Valley’s abil.ity
to perform that service.

6. The financing approved herein is for the purposes stated in the application and is
reasonably necessary for those purposes, and such purposes are not, wholly or in part, reasonably

chargeable to operating expenses or to income.
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IT IS THEREFORE ORDERED that Valley Utilities Water Company Inc. shall file with the

MONTHLY USAGE CHARGE:

5/8” x ¥ Meter

¥4 Meter

1” Meter

1 ¥ Meter

2 Meter

3 Meter

4” Meter

6” Meter
Construction Water

COMMODITY CHARGES:*

Construction Water

5/8” x 3/4” Residential Meter
1 to 3,000 gallons

3,001 to 10,000 gallons
10,001 gallons and over

5/8” x 3/4” Meter - Commercial
1 to 18,000 gallons
18,001 gallons and over

3/4” Meter - Residential
1 to 3,000 gallons

3,001 to 10,000 gallons
10,001 gallons and over

3/4” Meter - Commercial
1 to 18,000 gallons
18,001 gallons and over -

1” Meter
1 to 50,359 gallons

- 50,360 gallons and over

1 1/2” Meter
1 to 126,054 gallons
126,055 gallons and over

30, 2005, the following schedule of rates and charges:

23

Commission’s Docket Control Center, as a compliance item in this docket, on or before November

$ 11.24
16.87
28.10
56.21
89.94

179.87
281.05
562.10
179.87

3.02 y

1.50
231
2.53

-2.31
2.58

1.50
231
2.53

231
2.58

231
2.53

231
2.53

DECISIONNO. 68309
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27 Meter

1 to 151,256 gallons $ 2.31
151,257 gallons and over 2.53
3” Meter

1 to 403,274 gallons 231
403,275 gallons and over 2.53
4” Meter

1 to 453,722 gallons 231
453,723 gallons and over ' 2.53
6 Meter .

1 to 1,260,313 gallons 2.31
1,260,314 gallons and over : 2.53

*In addition to the collection of regular rates, the utility will collect from its customers a
proportionate share of any privilege, sales, use and franchise tax per Commission Rule R14-2-
409.D.5. : i
SERVICE LINE AND METER INSTALLATION CHARGES: ** \

(Refundable pursuant to A.A.C. R14-2-405)

Service Meter Total

Line Inst. Inst. Inst.

Charge Charge . Charge

5/8 x % Inch $ 38500 § 135.00 $ 520.00
3/4 Inch 385.00 215.00 600.00
1 Inch 435.00 255.00 690.00
1 % Inch 470.00 465.00 935.00
2 Inch/Turbine 630.00 965.00 1,595.00
2 Inch/Compound 630.00 1,690.00 2,320.00
3 Inch/Turbine 805.00 1,470.00 2,275.00
3 Inch/Compound 845.00 2,265.00 3,520.00
4 Inch/Turbine 1,170.00 2,350.00 3,520.00
4 Inch/Compound 1,230.00 3,245.00 4,475.00
6 Inch/Turbine 1,730.00 4,545.00 6,275.00
6 Inch/Compound 1,770.00 6,280.00 8,050.00
8 Inch - At Cost At Cost At Cost
10 Inch ‘At Cost At Cost At Cost
12 Inch At Cost At Cost At Cost

** A1l advances and/or contributions are to include labor, materials, overheads, and applicable taxes, -
including gross-up taxes for income taxes, if applicable. As meters and service lines are now taxable
income for income purposes, the Company shall collect income taxes on the meter and service line
charges. Any tax collected will be refunded each year that the meter deposit is refunded.

DECISIONNO, 68309




00 NN N

O

10
11

12 §

13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

28

SERVICE CHARGES:

Establishment $ 30.00
Establishment (After Hours) 45.00
Reconnection (Delinquent) (b) 40.00
Reconnection (Delinquent and After

Hours) (b) 40.00
Meter Test (If Correct) 30.00
Deposit Requirement (a)
Deposit Interest , 6%
Reestablishment (Within 12 Months) (b)
Reestablishment (A fter Hours) (b)
NSF Check (per Rule R14-2-409.F) 25.00
Deferred Payment, Per Month 1.50%
Meter Reread (per Rule R14-2-408.C) 10.00
Charge of Moving Customer Meter —~

Customer Requested Cost
After hours service charge : ' 25.00 =

(a)  Residential - two times the average bill.
Non-Residential - two and one-half times the average bill.
) Per Rule R14-2-403.D.

Monthly Service Charge for Fire SDri'nkle'r: ok

**¥* 1%, of Monthly Minimum for a Comparable Size Meter Connection, but no less than
$5.00 per month. The Service Charge for Fire Sprinklers is only applicable for service
lines separate and distinct from the primary water service line.

IT IS FURTHER ORDERED that the above rates and charges shall be effective for all service

provided on and after December 1, 2005.

IT IS FURTHER ORDERED that Valley Utilities Water Company, Inc. shall notify its

customers of the revised rates and charges authorized herein, and their effective date, in a form

acceptable to the Commission’s Utilities Division Staff, by means of an insert in its next regularly
scheduled billing.

IT IS FURTHER ORDERED that Valley Utilities Water Company, Inc. shall file with the
Commission’s Docket Control, as a compliance item in this docket, a copy of tﬁe notice it sends to its

customers within 60 days of the effective date of this Decision.

DOCKET NO. W-01412A-04-0736 et al.
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IT IS FURTHER ORDERED thai Valley Utilities Water Company, Inc.’s request for
approval of the WIFA loan in the amount of $1,926,100 is hereby approved.

| IT IS FURTHER ORDERED that Valley Utilities Water Company, Inc. is hereby authorized

to engage i_n any transactions and to execute any documents nccessary to effectuate the authorization

granted hereinabove._

IT IS FURTHER ORDERED that such authority is expressly contingent upon Valley Utilities
Water Company, Inc.’s use of the proceeds for the purposes set forth in its application.

IT IS FURT HER‘ORDERED that approval of the financing set forth hereinabove does not
constitute or imply approval or disapproval by the Commission of any particular expenditure of the
proceeds derived thereby for purposes of establishing just and reasonable rates.

IT ISFURT HER ORDERED that Valley Utilities Water Company, Inc. shall file copies 2'_f all
executed financing documents setting forth the terms of the financing, within 30 days of the obtaining
such financing.

IT IS FURTHER ORDERED that the financing authority granted to Valley Utilities Water
Company, Inc. in Decision No. 62908 but which was never utilized, is hereby cancelled.

IT IS FURTHER ORDERED that Valley Utilities Water Company, Inc. file with bocket
Control, as a compliance item in this docket, within 30 days of this Decision, a report that provides
detailed information regarding the balance of the funds the Company has collected for the sole
purpose of servicing the WIFA debt approved in Decision No. 62908, which debt was never issued.
The report shall also include an analysis of the extent to which application of the collected funds to
service the debt approved in this proceeding will offset the amount of, or the need for, a surcharge to
service the financing approved herein.

IT IS FURT HER ORDERED that Valley Utilities Water Company, Inc. shall file with Docket
Control an application for approval of an arsenic removal surcharge tariff if a surcharge is necessary .
to allow Valley Utilities Water Company, Inc. to meet its principal and interest obligations on the
amount of the WIFA loan and income taxes on the surcharges.

IT IS FURTHER ORDERED that Valley Utilities Water Company, Inc. shall file with Docket

2% DECISIONNO, 98309
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Control, as a compliance item in this docket, copies of its calculation of revenue requirement for
principal and interest obligations on the WIFA loan and incremental income taxes on the surcharge,
within 60 days after the loan agreement is signed by both WIFA and the Company. The revenue
calculation shall include the effects of 1) the application of the previously-collected funds referenced
in the previous Ordering Pa.ragraph to service the debt authorized herein, and 2) hook-up fees
collected pursuant to Decision No. 67669 (March 9, 2005), which approved an Arsenic Impact Fee
Tariff for the Company to help pay for debt service and/or principal on the requested WIFA loan.

IT IS FURTHER ORDERED that Valley Utilities Water Company, Inc. shall institute
operating policies to remove any and all transactions between the Company and its owners that are
not arm’s length transactions.

IT IS FURTHER ORDERED that the Commission’s Utilities Division Staff shall carefully
scrutinize Valley Utilitieé Water Company, Inc.’s books in its next rate case, and bring to-the
Commission’s attention any instances of transactions between the Valley Utilitieé Water Company,
Inc. and its shareholder that are not arm’s length, including but not limited to improper lease
arrangeménts and payment of personal expenses, a10£1g with . recommendations for appropriate
Commission action. - o

IT IS FURTHER ORDERED that Valley Utilities Water Company, Inc. shall develop and
institute a plan to produce a positive equity position by December 31, 2010, and shall file a copy of
the plan, with the Commission’s Docket Control, as a compliance item in this docket within 90 days.

IT IS FURTHER ORDERED that in Valley Utilities Water Company, Inc.’s next rate
proceeding, the Commission’s Utilities Division Staff shall bring to the attention of the Commission
all evidence of any inappropriate practices that contribute to the deterioration of, rather than to the
building of, equity.

IT IS FURTHER ORDERED that Valley Utilities Water Company, Inc.’s request for an

Arsenic Operating and Maintenance Recovery Surcharge Mechanism is hereby denied.

DECISION o, 68309
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IT IS FURTHER ORDERED that Valley Utilities Water Company, Inc. shall annually file as
part of its annual report, an affidavit with the Utilities Division attesting that the Company is current
in paying its property taxes in Arizona.
IT IS FURTHER ORDERED that this Decision shall become effective immediately.
BY ORDER OF THE ARIZONA CORPORATION COMMISSION.
' COMMISSIONER
COMMISSIONER » COMMISSIONER , COMMISSIONER
IN WITNESS WHEREOF, I, BRIAN C. McNEIL, Executive
Director of the Arizona Corporation Commission, have
hereunto set my hand and caused the official seal of the
Commission to be affixed at the Capitol, in the City of Phoenix,
this [~ day of _A\JOV . , 2005.
DISSENT
DISSENT
28 DECISION'NO, _ 68309
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Valley Utilities Water Co., Inc.
Set Aside Breakdown

AMOUNT
DEPOSIT\WITHDR

DATE AMOUNT |[AVUIN REASON BALANCE
12/5/2000| 4032.25 Nov. 00 4032.25
12/31/2000 5.19 Int, 4037.44
1/31/2001 5.97 Int. 4043.41
2/28/2001 4.65 Int. 4048.06
3/31/2001 512 Int. 4053.18
4/30/2001 4.82 int. 4058
5/31/2001 4.27 Int. 4062.27
6/27/2001| 24580.85 Dec. 00 - May 01 (6 mos.) 28643.12
6/30/2001 9.05 Int. 28652.17
7/31/2001 42.34 Int. 28694.51
8/31/2001 42.29 Int. 28736.8
9/5/2001 4115 July. 01 32851.8
9/30/2001 38.75 Int. 32890.55
10/31/2001 34.64 Int, 32925.19
11/1/2001 4178.3 Sept. 01 37103.49
11/30/2001 34.86 int. 37138.35
12/20/2001| 4502.15 Nov. 01 41640.5
12/31/2001 32.03 int. 41672.53
1/18/2002| 4578.35 Dec. 01 46250.88
1/31/2002 33.42 Int. 46284.3
2/14/2002| 4768.85 Jan. 02 51053.15
2/28/2002 35.8 Int. 51088.95
3/20/2002| 5022.85 Feb. 02 56111.8
3/31/2002 41.95 Int. 56153.75
4/15/2002| 51054 Mar. 02 61259.15
4/30/2002 51.45 Int. 61310.6
5/30/2002] 5416.55 Apr. 02 66727.15
5/31/2002 52.35 Int. 66779.5
6/26/2002| 5746.75 May. 02 72526.25
6/30/2002 51.68 Int. 72577.93
7/31/2002 65.6 Int. 72643.53
8/22/2002| 6203.95 July. 02 78847.48
8/31/2002 59.27 Int. 78906.75
9/11/2002| 6286.5 Aug. 02 85193.25
9/30/2002 63.24 Int. 85256.49
10/21/2002| 63754 Sept. 02 91631.89
10/31/2002 66.72 int. 91698.61
11/25/2002| 63754 Oct. 02 98074.01
11/30/2002 57.53 Int. 98131.54
12/31/2002 64.49 Int. 98196.03
1/30/2003| 6578.6 Nov. 02 104774.63
1/30/2003| 6642.1 Dec. 02 111416.73
1/31/2003 63.06 int. 111479.79
2/28/2003 64.11 Int. 111543.9
3/19/2003} 6889.75 Feb. 03 118433.65
3/31/2003 72.86 Int. 118506.51




Valley Utilities Water Co., Inc.

Set Aside Breakdown

AMOUNT
DEPOSIT WITHDR

DATE AMOUNT |AWN REASON BALANCE
4/25/2003 6985 Mar. 03 125491.51
4/30/2003 73.88 int. 125565.39
5/21/2003) 7270.75 Apr. 03 132836.14
5/30/2003 78.86 Int. 132915
6/12/2003| 7454.9 May. 03 140369.9
6/30/2003 87.54 Int. 140457 .44
7/15/2003| 7531.1 June. 03 147988.54
7/31/2003 87.84 Int. 148076.38
8/8/2003 7620 July. 03 155696.38
8/29/2003 79.01 Int. 155775.39
9/10/2003] 7600.95 Aug. 03 163376.34
9/30/2003 90.31 Int. 163466.65
10/9/2003 10000|Operating expense short (payroll) 153466.65
10/15/2003 12000 |Operating expense short (LX paybacks) 141466.65
10/31/2003 76.29 Int. 141542.94
11/12/2003| 7543.8 Oct. 03 149086.74
11/17/2003 10000 |Operating expense short (accounts payable) 139086.74
11/28/2003 60.97 Int. 139147.71
12/8/2003 4200 Dec. 03 143347.71
12/31/2003 70.67 Int. 143418.38
1/30/2004 64.79 Int. 143483.17
2/27/2004 12.96 Int. 143496.13
4/2/2004 20000 {Operating expense short (accounts payable) 123496.13
5/2/2004 5000|Operating expense short (payroll) 118496.13
5/12/2004 2500 Transfer of operating funds 120996.13
5/12/2004 510|Wifa project engineering invoice 120486.13
6/9/2004 2871.49|Wifa project engineering invoice 117614.64
9/8/2004| 5845.37 Transfer of operating funds 123460.01
9/30/2004| 5845.37 Transfer of operating funds 129305.38
11/1/2004 2500 Transfer of operating funds 131805.38
11/1/2004| 5845.37 Transfer of operating funds 137650.75
11/30/2004 77.83 Int. 137728.58
12/10/2004| 2922.69 Transfer of operating funds 140651.27
12/31/2004| 160.55 Int. 140811.82
1/14/2005 5000|Arsenic Remediation Coalition dues 135811.82
1/31/2005{ 180.36 Int. 135992.18
2/10/2005 10000 Operating expense short (payroll) 125992.18
2/28/2005{ 156.56 Int. 126148.74
2/28/2005] 2922.69 Transfer of operating funds 129071.43
3/11/2005 10000|Operating expense short (payroll & income taxes) 119071.43
3/28/2005 20000|Operating expense short (insurance & well repair #4 well) 99071.43
3/31/2005| 179.32 Int. 99250.75
4/6/2005 10000|Operating expense short (payroll) 89250.75
4/29/2005| 127.28 Int. 89378.03
5/31/2005| 140.25 Int. 89518.28
6/16/2005| 5845.37 Transfer of operating funds 95363.65
6/30/2005| 138.72 Int, 95502.37




Valley Utilities Water Co., Inc.

Set Aside Breakdown

AMOUNT
DEPOSITIWITHDR

DATE AMOUNT |AWN REASON BALANCE
7/1/2005 119|Attorney stmt. 12/3/04 for Wifa loan closing 95383.37
7/29/2005| 144.17 Int. 95527 .54
8/31/2005| 171.11 Int. 95698.65
9/29/2005| 5845.37 Transfer of operating funds 101544.02
9/30/2005] 172.72 Int. 101716.74
10/18/2005 265.58 |Wifa project engineering invoice 101451.16
10/31/2005| 224.27 Int. 101675.43
11/16/2005 323.75|Wifa project engineering invoice 101351.68
11/30/2005| 222.79 Int, 101574.47
12/27/2005 565.35|Wifa project engineering invoice 101009.12
12/27/2005 38.57 |Wifa project engineering invoice 100970.55
12/27/2005 1500 Transfer of operating funds 102470.55
12/31/2005 226.1 Int. 102696.65
1/26/2006 5000 Transfer of operating funds 107696.65
1/31/2006| 250.36 Int. 107947.01
2/21/2006 3500 Transfer of operating funds 111447.01
2/28/2006| 238.14 Int. 111685.15
3/29/2006 3500 Transfer of operating funds 115185.15
3/31/2006, 271.26 int. 115456.41
4/26/2006 51000|Operating expense short (payroll & accounts payable) 64456.41
4/28/2006] 214.15 Int. 64670.56
4/28/2006 33.94 Int. 64704.5
5/8/2006 9200|Operating expense short (payroll & accounts payable) 55504.5
5/31/2006| 149.99 Int. 55654.49
6/20/2006 10000 Transfer of operating funds 65654.49
6/30/2006| 145.83 int. 65800.32
7/31/2006| 170.99 int. 65971.31
8/31/2006| 171.44 Int. 66142.75
9/29/2006| 160.79 Int. 66303.54
10/31/2006] 177.86 Int. 66481.4
11/30/2006| 166.19 Int. 66647.59
12/29/2006, 159.37 int. 66806.96
1/31/2007; 183.88 Int. 66990.84
2/28/2007; 164.44 Int. 67155.28
3/29/2007 10000 Transfer of operating funds 77155.28
3/30/2007| 174.56 Int. 77329.84
4/30/2007| 200.95 Int. 77530.79
5/31/2007; 201.48 Int. 77732.27
6/14/2007 24579.91{Operating expense short (LPSCO tie in & accounts payable) 53152.36
6/29/2007| 149.72 Int. 53302.08
7/31/2007| 131.66 Int. 53433.74
7/31/2007 10464.34 |Operating expense short (LPSCO tie in) 42969.14
8/31/2007| 102.54 Int. 43071.94
9/28/2007 86.55 Int, 43158.49
10/31/2007 91.67 Int. 43250.16
10/31/2007 10000 Transfer of operating funds 53250.16
11/30/2007 95.75 int. 53345.91




Valley Utilities Water Co., Inc.
Set Aside Breakdown

AMOUNT
DEPOSIT|WITHDR
DATE AMOUNT |AVWN REASON BALANCE
12/12/2007 6500 Transfer of operating funds 59845.91
12/31/2007 96.19 Int. 59942 1
1/23/2008 6500 Transfer of operating funds 664421
1/31/2008 83.09 Int. 66525.19
2/15/2008 6500 Transfer of operating funds 73025.19
2/29/2008 55.64 int. 73080.83
3/31/2008 54.05 Int. 73134.88
4/30/2008 4532 Int. 73180.2
5/31/2008 45.35 Int. 73225.55
6/30/2008 46.89 Int. 73272.44
7/31/2008 46.92 Int. 73319.36
8/31/2008 43.9 Int. 73363.26
9/30/2008 48.22 Int. 73411.48
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IN THE MATTER OF THE APPLICATION OF | DOCKET NO. W-01412A-99-0615
VALLEY UTILITIES WATER COMPANY
INC. FOR AN INCREASE IN ITS WATER
RATES FOR CUSTOMERS WITHIN
MARICOPA COUNTY, ARIZONA

IN THE MATTER OF THE APPLICATION OF | DOCKET NO. W-01412A-00-0023
VALLEY UTILITIES WATER COMPANY
INC. FOR AUTHORITY TO ISSUE
PROMISSORY NOTE(S) AND OTHER STAFF’S NOTICE OF FILING OF DIRECT
EVIDENCES OF INDEBTEDNESS PAYABLE | . TESTIMONY OF MARVIN MILSAP
AT PERIODS OF MORE THAN TWELVE

MONTHS AFTER THE DATE OF ISSUANCE.

Arizona Corporation Commission, Utilities Division (“Staff”) files the Direct Testimony of
Marvin Milsap.
RESPECTFULLY SUBMITTED this 18" day of August, 2008.

@s{ﬁ Vohra '
Robin R. Mitchell

Attorneys, Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

(602) 542-3402
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Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Copy of the foregoing emailed this
3™ day of November, 2008.

Patrick J. Black

FENNEMORE CRAIG, P.C.

3003 North Central Avenue, Suite 2600

Phoenix, Arizona 85012

Attorney for Valley Utilities Water Company, Inc.

Copy of the foregoing mailed this
4™ day of November, 2008 to:

Patrick J. Black

FENNEMORE CRAIG, P.C.

3003 North Central Avenue, Suite 2600

Phoenix, Arizona 85012

Attorney for Valley Utilities Water Company, Inc.
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INTRODUCTION

Q. Please state your name, occupation, and business address.

A My name is Marvin E. Millsap. 1 am a Public Utilities Analyst IV employed by the
Arizona Corporation Commission (“ACC” or “Commission”) in the_ Utilities Division

(“Staff”). My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

Q. Briefly describe your responsibilities as a Public Utilities Analyst IV.

A In my capacity as a Public Utilities Analyst IV, I analyze and examine accounting,
financial, statistical and other information and prepare reports based on my analyses that
present Staff’s recommendations to the Commission on utility revenue requirements, rate

design and other matters.

Q. Are you the same Marvin E. Millsap who prepared the Staff Report docketed on
August 18, 20082 "
A. Yes.

Q. ‘Please describe your educational background and professional experience.

A In 1991, I received a Masters degree in Business Administration, with a major in
management. My studies included courses in economics, finance, research, information
systems, entrepreneurship and marketing. In 1970, I graduated from Arizona State
University, receiving a Bachelor of Science degree in Accounting. I am a Certified Public
Accountant licensed to practice Public Accounting with the Arizona State Board of
Accountancy. 1 have previously been licensed to practice Public Accounting with the
Kansas and South Carolina State Boards of Accountancy. In addition, I am a Certified
Government Financial Manager (“CGFM”) as designated by the Association of

Government Accountants (“AGA”). I have attended various seminars and classes on such
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subjects as accounting, auditing, financial reporting, management of people and
organizations, taxation, financing of water and wastewater systems and utility regulatory
issues sponsored by the National Assdciation of Regulatory Utility Commissioners’,
American Institute of Certified Public Accountants and the AGA. I am a member of the
American Institute of Certified Public Accountants and the Association of Government
Accountants. I have also attained the designations of “Competent Communicator” and

“Competent Leader” with Toastmasters, IntemationaL

I joined the Commission as a Public Utilities Analyst in October of 2007. Previously, I
was employed by the Kansas Corporation Commission from May 1993 to May 1997, as a
Managing Regulatory Utility Auditor and the Arizona Corporation Commis.sion from
November 1989 through May 1993, first as a Utilities Auditor and subsequently as a Rate
Analyst and Senior Rate Analyst. In May 1997, I began working as a Senior Auditor with
the Federal Communications Commission in Washington, DC, and subsequently became a
Public Utilities Specialist with the Western Area Power Administration in Phoenix where I
worked in Power Marketing and purchased power contract management. Most recently I
worked for the U. S. State Department in Charleston, SC, as a Post Allotment Accountant
and assisted with training of the Budget and Finance Staff at several Embassies in Europe,
Africa and South America.

Prior to acqepting State regulatory positions, I was employed with national and local
Certified Public Accounting firms for approximately 12 years performing financial and
operational audits, as well as providing tax and accounting services. Additionally, I was
involved with municipal electric, natural gas, water and waste water utility system operations
and accounting for approxiniately 8 years at the City of Mesa and the Town of Wickenburg,

Arizona. My experience includes being Chief Financial Officer of a construction company
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and a real estate development company, as well as managing commercial and residential
construction projects. I have also been a Business Law instructor for the Lambers CPA
Review Course.

Q. Have you previously testified as an expert witness?

A Yes. I have testified before the Kansas Corporation Commission in several electric and gas
utilities’ rate cases, and regarding telecommunications issues. In addition, I have testified
before the Arizona Corporation Commission. Ihave also testified as an expert witness before
the Interstate Commerce Commission.

BACKGROUND

Q. What is the scope of your testimony in this case?

A I am presenting Staff’s analysis and recommendations regarding Valley Utilities Water
Company, Inc.’s (“Valley” or “Company”) Motion for an Order Confirming Compliance
and Release of Set-Aside Funds. I am presenting testimony and schedules addressing the
Set-Aside Account required by Decision No. 62908.

Q. Please explain the background for the “Set-Aside” funds.

A. Decision No. 62908, dated September 18, 2000, granted Valley a permanent rate increase

but required that $6.35 per bill per month be set-aside in an interest-bearing account
separate from the operating checking account. The funds in the “set-aside account” were
to be used solely for the payment of the debt service on an anticipated Water Infrastructure
and Finance Authority of Arizona (“WIFA”) loan, which was also approved by Decision
No. 62908.
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Q. Did Valley establish the required account and deposit the $6.35 per bill per month in
accordance with Decision No. 62908?

A Yes. The Company did begin funding the set-aside account in December, 2000, based on
the number of bills sent in November and continued to deposit funds in the account
through October, 2003, when Decision No. 68309 ended the necessity to continue setting
aside funds.

Q. Has Staff analyzed the “WIFA Set-Aside Account” activity?

A. Staff has analyzed Valley’s WIFA Set-aside Account activity through December 31, 2007.
Deposits were based on the number of bills sent in November, 2000, and continued
through October, 2003, when Decision No. 68309 ended the necessity to continue setting
aside funds. The deposit amounts were not based on the fluctuation in the number of
monthly bills but continued at the November, 2000, customer level. Decision No. 68309
again approved a WIFA loan and directed the set-aside account be used for debt service

for this anticipated loan.

Q. Did Valley use WIFA Set-Aside Account funds to pay debt service?

A. No. Although Valley did receive a WIFA loan, actually vthere were two WIFA loans
approved, for which the set-aside monies were to be used relative to either of the
Decisions mentioned, no funds were drawn so there was no debt service to pay. As of
December 31, 2007, it appears that Valley has not used the “WIFA Set-Aside Account” to

pay debt service on any WIFA loans.

Q. Did Valley disburse funds from the WIFA Set-Aside Account?
A. Yes. Subsequent to October, 2003, the Company periodically used these funds to pay

operating expenses although this was never authorized by the Commission.
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1l Q. What was the balance in the WIFA Set-Aside Account as of December 31, 20072
2 A The balance was $59,942.10 per the Chase Bank statement as of that date.

3

41 Q. What balance did Staff calculate that should be in the WIFA Set-Aside Account as of
5 December 31, 2007? |

6 A The balance should have been $215,540.07 per Staff’s analysis.

7

8l Q. Please explain how Staff recreated the bank balance.

l 9l A. Staff calculated the amount that should have been deposited for each month by
10 multiplying $6.35 times the number of bills sent for each month. This amount was added
11 to the prior month-end balance to derive the current month-end balance, which was then
12 multiplied by the interest rate the bank had used according to that month’s bank statement.
13 The calculated interest was then added to the balance. The number of bills sent each
14 month was furnished by Valley as the result of a Staff Data Request. Staff continued
15 accumulating the deposits and interest through October, 2003, and then continued to add
16 monthly interest based on the interest rate the bank had used according to that month’s
17 " bank statement through December, 2007. This process resulted in a balance of
18 $215,540.07. - |
19

20¢ Q. Please explain the difference between Staff’s recreated bank balance and the Chase
21 Bank statement balance.

22 A. There are three reasons for the difference revealed by Staff’s analysis:

23
24 First is that interest credited by the bank based on the balance each month is $8,120.65
25 whereas the calculated interest based on what the monthly balance should have been is

26 $20,544.27, a difference of $12,423.62. Some of this difference results because the
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Company’s deposits were not made on a monthly basis, thus the amount credited monthly

was lower than it should have been based on the balance at the time.

Second is that the difference in set aside deposits is $25,521.55 based on the Company's

deposits of $169,474.25 from November, 2000, through November, 2003, versus Staff’s

calculation that the deposits should have totaled $194,995.80. Staff’s calculations are

based on the monthly customer count provided by the Company to a Staff data request.

. Third is that the Company has withdrawn, beginning in August, 2003, a total of

$228,432.02 while only $110,779.22 has been re-deposited, leaving the Company owing
the account $117,652.80 in re-deposits.

Thus, Staff believes that the WIFA Set-Aside Account is short a total of $155,597.97 (the
difference between the $215,540.07 calculated or recreated balance and the bank
statement balance of $59,942.10 at December 31, 2007.

RECOMMENDATIONS

Q.
A.

What are Staff’s recommendations?

Staff recommends that the Company’s request for confirmation of compliance with

Decision No. 62908 be denied.

Staff further recommends approval of Valley’s request to be released from the obligation
to maintain the set-aside account, however, Staff also recommends that the Company be
ordered to use the funds, including the shortage created by utilization of the funds for
unauthorized purposes, to prepay $215,540.07 to reduce its existing WIFA debt balance of
approximately $997,000.
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1 Staff further recommends that Commission direct Staff to initiate an Order to Show Cause
2 as to whether the Company should be fined for violating Commission Decision No.
3 62908.
4
5 Q Does this conclude your Direct Testimony?
6 A. Yes, it does.
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IN THE MATTER OF THE APPLICATION OF | DOCKET NO. W-01412A-99-0615
VALLEY UTILITIES WATER COMPANY
INC. FOR AN INCREASE IN ITS WATER
RATES FOR CUSTOMERS WITHIN
MARICOPA COUNTY, ARIZONA

IN THE MATTER OF THE APPLICATION OF | DOCKET NO. W-01412A-00-0023
VALLEY UTILITIES WATER COMPANY
INC. FOR AUTHORITY TO ISSUE

PROMISSORY NOTE(S) AND OTHER STAFF’S REVISED RESPONSE TO

EVIDENCES OF INDEBTEDNESS PAYABLE
AT PERIODS OF MORE THAN TWELVE VALLEY UTILITIES MOTION FOR AN

ORDER CONFIRMING COMPLIANCE
MONTHS AFTER THE DATE OF ISSUANCE. AND RELEASE OF SET-ASIDE FUNDS

Arizona Corporation Commission, Utilities Division (“Staff”) files its Revised Response to
Valley Utilities Motion for an Order Confirming Compliance and Release of Set-Aside Funds.
Concurrent with this ﬁling, Staff filed a Motion to Withdraw its previous response.

RESPECTFULLY SUBMITTED this 18" day of August, 2008.
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The original and fifteen (15) copies
of the foregoing were filed this
18" day of August, 2008 with:

Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Copy of the foregoing mailed this
18" day of August, 2008 to:

Richard L. Sallquist

SALLQUIST, DRUMMOND & O’CONNOR, P.C.
4500 S. Lakeshore Drive, Suite 339

Tempe, Arizona 85282

Attorney for Valley Utilities Water Company, Inc.
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TO: Docket Control _,(,0{ 20‘
FROM: Ernest G. Johnson i
Director
Utilities Division
DATE: August 18, 2008
RE: STAFF REPORT FOR VALLEY UTILITIES WATER COMPANY, INC.’S

MOTION FOR AN ORDER CONFIRMING COMPLIANCE AND RELEASE
OF SET-ASIDE FUNDS. (DOCKET NO. W-01412A-99-0615 AND
W-01412A-00-0023)

Attached is the Staff Report for Valley Utilities Water Company, Inc.’s motion for an
Order confirming compliance and release of set-aside funds. Staff recommends denial in
accordance with Staff’s recommendations.

Any party who wishes may file comments to the Staff Report with the Commission's
Docket Control by 12:00 p.m. on or before August 28, 2008.
EGI:MEM:kdh

Originator: Marvin E. Millsap
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EXECUTIVE SUMMARY
VALLEY UTILITIES WATER COMPANY, INC.
APPLICATION FOR A PERMANENT RATE INCREASE
DOCKET NO. W-01412A-99-0615 AND W-01412A-00-0023

Valley Utilities Water Company, Inc. (“Valley” or “Company”) is a Class B water utility
located in Maricopa County with service areas adjacent to and within the city limits of Glendale,
Arizona.

Decision No. 62908, dated September 18, 2000, granted Valley a permanent rate increase
that required $6.35 per bill per month be set-aside in an interest-bearing account separate from
the operating checking account. The funds in the “set-aside account” were to be used solely for
the payment of the debt service on an anticipated Water Infrastructure and Finance Authority of
Arizona (“WIFA”) loan, which was also approved by Decision No. 62908. Pursuant to the
Decision, the Company began funding the set-aside account in December, 2000, based on the
number of bills sent in November and continued to deposit funds in the account through October,
2003, when Decision No. 68309 ended the necessity to continue setting aside funds. Decision
No. 68309 again approved a WIFA loan and directed the set-aside account be used for debt
service for this anticipated loan. Valley did not receive a WIFA loan for which the set-aside
monies were to be used relative to either of the Decisions mentioned. Subsequent to October,
2003, the Company periodically used these funds to pay operating expenses although this was
never authorized by the Commission. Both Decision No. 62908 and 68309 required Valley to
maintain the set-aside account for payment of future WIFA debt service.

Staff recommends that the Company’s request for confirmation of compliance with
Decision No. 62908 be denied.

Staff further recommends approval of Valley’s request to be released from the obligation
to maintain the set-aside account; however Staff recommends that the Company be ordered to
use the funds, including the shortage created by utilization of the funds for unauthorized
purposes, to prepay $215,540.07 to WIFA to reduce its existing WIFA debt balance of
approximately $997,000.

Staff also recommends that the Company be fined by the Commission because it did not |

comply with the requirements of either Decision No. 62908 or Decision No. 68309.
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Background

Valley Utilities Water Company, Inc. (“Valley” or “Company”) is a Class B water utility
located in Maricopa County with service areas adjacent to and within the city limits of Glendale,
Arizona.

Decision No. 62908, dated September 18, 2000, granted Valley a permanent rate increase
that required $6.35 per bill per month be set-aside in an interest-bearing account separate from
the operating checking account. The funds in the “set-aside account” were to be used solely for
the payment of the debt service on an anticipated Water Infrastructure and Finance Authority of
Arizona (“WIFA”) loan, which was also approved by Decision No. 62908. Pursuant to the
Decision, the Company began funding the set-aside account in December, 2000, based on the
number of bills sent in November and continued to deposit funds in the account through October,
2003, when Decision No. 68309 ended the necessity to continue setting aside funds. Staff notes
that the deposit amounts were not based on the fluctuation in the number of monthly bills
tendered to customers as intended by Decision No. 62908. Decision No. 68309 again approved a
WIFA loan and directed the set-aside account be used for debt service for this anticipated loan.
Valley did not receive a WIFA loan for which the set-aside monies were to be used relative to
either of the Decisions mentioned. Subsequent to October, 2003, the Company periodically used
these funds to pay operating expenses although this was never authorized by the Commission.
As of December 31, 2007, it appears that Valley has not used the “WIFA Set-Aside Account” to
pay debt service on any WIFA loans.

Staff has analyzed Valley’s WIFA Set-aside Account activity through December 31,
2007. It appears to Staff that the account balance as of December 31, 2007, should be
$215,540.07 but is actually only $59,942.10 per the Chase Bank statement. In a report to the
Utilities Division Director dated December 28, 2005, Valley reported a balance of $101,725 as
of November 30, 2005. The bank statement for that date indicated a balance of $101,574.47.
There are three reasons for the difference revealed by Staff’s analysis:

First, the interest credited by the bank based on the balance each month is $8,120.65
whereas the calculated interest based on what the monthly balance should have been is
$20,544.27, a difference of $12,423.62. Some of this difference results because the Company’s
deposits were not made on a monthly basis, thus the amount credited monthly was lower than it
should have been based on the balance at the time.

Second, the difference in set aside deposits appears to be $25,521.55 based on the
Company's deposits of $169,474.25 from November, 2000, through November, 2003, versus
Staff’s calculation that the deposits should have totaled $194,995.80. Staff’s calculations are
based on the monthly customer count provided by the Company to a Staff data request.

Third, the Company has withdrawn, beginning in August, 2003, a total of $228,432.02
while only $110,779.22 has been re-deposited, leaving the Company owing the account
$117,652.80 in re-deposits.
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Thus, Staff believes that the WIFA Set-Aside ‘Account is short a total of $155,597.97.
Conclusion

Based on the Company’s ability to pay its current WIFA debt service through its Arsenic
Impact Fee, (Decision No. 67699, dated March 9, 2005), Staff recommends that Valley not be
required to continue to maintain the set-aside account, but be ordered to prepay $215,540.07 to
WIFA ($59,942.10 - 12/31/2007, fund balance + $155,597.97 — fund shortages) to reduce its
existing WIFA debt balance.

Staff believes that Valley has continued to suffer from a negative rate base and this
recommendation to pay WIFA $215,540.07 will reduce the Company’s heavy debt load and will
also infuse some much needed equity into its capital structure.

Staff believes that the Company has demonstrated a flagrant disregard for the
Commission’s Orders regarding the amounts to be deposited into the WIFA Set-Aside Account
and the numerous unauthorized uses of the funds and recommends that the Company be fined.

Staff Recommendations

Staff recommends that the Company’s request for confirmation of compliance with
Decision No. 62908 be denied.

Staff further recommends approval of Valley’s request to be released from the obligation
to maintain the set-aside account; however Staff recommends that the Company be ordered to
use the funds, including the shortage created by utilization of the funds for unauthorized
purposes, to prepay $215,540.07 to WIFA to reduce its existing WIFA debt balance of
approximately $997,000.

Staff also recommends that the Company be fined by the Commission because it did not
comply with the requirements of either Decision No. 62908 or Decision No. 68309.




