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TO ALL PARTIES: 

Enclosed please find the recommendation of Administrative Law Judge Jane L. Rodda. 
The recommendation has been filed in the form of an Opinion and Order on: 

GOODMAN WATER COMPANY 
(RATES) 

Pursuant to A.A.C. R14-3-1 lO(B), you may file exceptions to the recommendation of 
the Administrative Law Judge by filing an original and thirteen (1 3) copies of the exceptions 
with the Commission's Docket Control at the address listed below by 4:OO p.m. on or before: 

FEBRUARY 8,20 12 

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

FEBRUARY 14,2012 AND FEBRUARY 15,2012 

For more information, you may contact Docket Control at (602) 542-3477 or the 
Hearing Division at (602) 542-4250. For information about the Open Meeting, contact the 
Executive Director's Office at (602) 542-393 1. 

Arizona Corporaban Commission 

JAN 8 8 2012 
EXECUTIVE DIRECTOR 

1200 WEST WASHINGTON STREET; PHOENIX, ARIZONA 85007-2927 1 400 WEST CONGRESS STREET; TUCSON, ARIZONA 85701-1347 
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This document is available in alternative formats by contacting Shaylin Bernal, ADA Coordinator, voice 
phone number 602-542-3931, E-mail SABernal@azcc.gov 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

COMMISSIONERS 

GARY PIERCE - Chairman 
BOB STUMP 
SANDRA D. KENNEDY 
PAUL NEWMAN 
BRENDA BURNS 

IN THE MATTER OF THE APPLICATION OF 
GOODMAN WATER COMPANY, AN ARIZONA 
CORPORATION, FOR (i) A DETERMINATION 
OF THE FAIR VALUE OF ITS UTILITY PLANT 
AND PROPERTY AND (ii) AN INCREASE IN ITS 
WATER RATES AND CHARGES FOR UTILITY 
SERVICE BASED THEREON. 

DATES OF HEARING: 

PLACE OF HEARING: 

PUBLIC COMMENT MEETINGS: 

ADMINISTRATIVE LAW JUDGE: 

APPEARANCES: 

* . .  

. . .  

. . .  

. . .  
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DECISION NO. 

OPINION AND ORDER 

July 26, 27 and 28, 2011; and October 31, and 
November 1,20 1 1 

Tucson, Anzona 

May 18,201 1, Saddlebrooke, Arizona 

June 14,20 1 1, Tucson, Arizona 

Jane L. Rodda 

Mr. Lawrence V. Robertson, Jr., of counsel, MUNGER 
CHADWICK, PLC, and Robert J. Metli, MUNGER 
CHADWICK PLC, on behalf of Goodman Water 
Company; 

Mr. Daniel Pozefsky, Residential Utility Consumer 
Office; 

Mr. James Schoemperlen, pro per; 

Mr. Lawrence Wawryzniak, pro per; and 

Ms. Ayesha Vohra and Ms. Bridget A. Humphrey, Staff 
Attorneys, Legal Division, on behalf of the Arizona 
Corporation Commission Utilities Division. 

1 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

I 

I 

DOCKET NO. W-02500A-10-0382 

BY THE COMMISSION: 

BACKGROUND 

At the end of the test year ended December 3 1 , 2009, Goodman Water Company (“Goodman” 

3r “Company”) provided water utility service to approximately 626 customers in the development 

known as Eagle Crest Ranch located in Pinal County, northwest of Tucson, Anzona. Goodman filed 

the subject rate case application with the Arizona Corporation Commission (“Commission”) on 

September 17, 2010. In its application, the Company sought a rate increase of $291,454, or 50.89 

percent over test year revenues. 

The Company’s current rates were authorized in Decision No. 69404 (April 16, 2007). At 

that time, the Company received a 135 percent rate increase. 

The current rate application resulted in a strong consumer response in opposition to the 

increase. The ratepayers were upset about the size of the requested relief coming so soon after the 

previous request, and in general, believed that the Company was tryrng to force current ratepayers to 

pay rates based on utility infrastructure that was installed to serve a much larger customer base which 

has not materialized because of the economic downturn that affected home sales. The Residential 

Utility Consumer Office (“RUCO”) and two individual rate payers intervened. The Commission held 

two separate public comment sessions prior to the hearing, as well as taking public comments at the 

commencement of the hearing. Numerous written comments opposing the increase were also 

received. 

Following three days of hearing beginning July 26, 201 1, which primarily focused on the 

issue of the alleged excess capacity, and to a lesser degree on the value of real property used in 

providing utility service, the hearing recessed and was scheduled to continue on September 12, 201 1. 

Prior to reconvening, the Company, RUCO and the individual Intervenors reached a settlement, and 

all parties agreed to continue the hearing to a later date to allow the parties to file testimony in 

support of, or in opposition to, the proposed Settlement Agreement. The Company, RUCO and the 

individual Intervenors submitted pre-filed written testimony in support of the Settlement. Staff 

opposed provisions of the Settlement Agreement, and proposed an alternative recommendation. 

The hearing reconvened on October 31, 2011, to consider the proposed Settlement 

DECISION NO. 2 
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4greement. In contrast to earlier Public Comment sessions, the public comments taken at the 

yeginning of the reconvened hearing were supportive of the Company, and ratepayers spoke in favor 

If the proposed Settlement Agreement. 

* * * * * * * * * * 

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

finds, concludes, and orders that: 

FINDINGS OF FACT 

1. On September 17, 2010, Goodman filed an application for a rate increase with the 

Commission. 

2. On October 18, 2010, Staff notified the Company that its application was not 

sufficient under the guidelines outlined in the Arizona Administrative Code R14-2- 103. 

3. 

4. 

On November 8,2010, RUCO filed an Application to Intervene. 

On November 8, 2010, Staff docketed a letter that notified the Company that its 

application was sufficient, and classified the Company as a Class C utility. 

5 .  By Procedural Order dated November 16, 2010, the deadlines for filing testimony 

were established and the matter was set for hearing to commence on June 14, 2011. In addition, 

RUCO was granted intervention. 

6. On November 24, 2010, Lawrence Wawryzniak and James Schoemperlen, individual 

customers of Goodman, filed an application to intervene, which was granted on December 6,201 0. 

7. On January 26,201 1 , the Company filed: 1) an Affidavit of Publication indicating that 

the public notice of the hearing was published in the Arizona Daily Star on January 12, 201 1; and 2) 

an Affidavit of Mailing attesting that a copy of the notice was mailed on January 6, 2011, to each 

Goodman customer. 

8. In an Open Meeting on February 2, 2011, the Commission voted to hold a public 

comment meeting in or near the local service area. 

9. By Procedural Order dated February 15, 2010, a public comment meeting was 

scheduled for May 18, 2011, at the Desertview Performing Arts Center, located in the nearby 

community of Saddlebrooke. 

3 DECISION NO. 
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1 10. 

11. 

12. 

On March 18,201 1, Mr. Wawryzniak and Mr. Schoemperlen filed Direct Testimony. 

On March 21,201 1, RUCO and Staff filed Direct Testimony.* 

On April 5, 201 1, Goodman filed a Motion to revise the schedule for filing testimony 

3n the limited issue of appraisal values in order to respond to an issue contained in Staffs Direct 

restimony. By Procedural Order dated April 1 1,20 1 1, the dates for filing testimony were revised, but 

the hearing date remained unchanged. 

13. On April 15, 2011, the Company filed an Affidavit of Mailing indicating that on 

March 3 1, 201 1, it mailed a copy of the public notice for the May 18, 201 1, public comment meeting 

.o its customers. On May 20, 201 1, the Company filed an Affidavit of Publication indicating that 

iotice of the public comment meeting was published in the Arizona Daily Star on May 4,201 1 and 

May 11,2011. 

14. On May 2, 2011, the Company filed Rebuttal Testimony, Mr. Schoemperlen filed 

Direct Testimony, and Mr. Wawryzniak filed Rebuttal Testimony in response to Staffs Direct 

restimony. 

15. On May 18, 2011, the Commission convened a public comment meeting in 

3addlebrooke. Thirty-three individuals made public comment at that time. 

16. On May 26, 201 1, Staff requested an extension of time to file Surrebuttal Testimony 

3ecause the Staff analyst that had been assigned to the matter was no longer with the Commission 

and Staffs resources did not permit filing its Surrebuttal by May 3 1, 201 1, as called for under the 

:xisting schedule. 

17. On May 26, 201 1, Staff, RUCO and Goodman participated in a telephonic discussion 

with the Administrative Law Judge concerning the need to modify the procedural ~chedule.~ By 

Procedural Order dated May 27, 201 1, the remaining testimony filing dates were extended and the 

hearing re-set to commence on July 26, 201 1. In addition, it was determined that because the matter 

Lad been noticed, the original hearing date would be utilized for additional public comment and for a 

On August 1 1,201 1, Mr. Wawryzniak filed Corrections to h s  Direct Testimony. 1 

! On March 30, 201 1, RUCO filed a Notice of Errata. 
’ The “Individual Intervenors” were informed about the telephone call and given the opportunity to participate, but did not 
:all in. 
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?rocedural Conference to discuss the conduct of the hearing. 

18. On June 13, 2011, RUCO, Mr. Schoemperlen, Mr. Wawryzniak and Staff filed 

Surrebuttal Te~timony.~ 

19. The Commission convened a public comment meeting on June 14, 2011. Many 

Soodman customers attended, and approximately 23 gave public ~omment .~  Following public 

;omment, the Commission convened a Procedural Conference to discuss conduct of the hearing. 

20. On July 12, 2011, the Company filed AmendmentsRevisions to Previously Filed 

Testimony and Rejoinder Testimony. 

21. The hearing convened as scheduled on July 26, 201 1, and continued on July 27, and 

28, 2011. Mr. James Shiner, the Company’s President and a shareholder, Mr. Mark Taylor, its 

consulting engineer, and the appraisers Michael Naifeh and John Ferechak, 111, testified for 

Goodman; Ms. Jodi Jerich, RUCO’s Director, testified for RUCO; and Mr. Marlin Scott, Staffs 

engineer, testified for Staff. The hearing did not conclude in the days originally allotted: and by 

Procedural Order dated August 11, 201 1, the hearing was set to reconvene on September 11, and 12, 

201 1, at the Commission’s Tucson office. 

22. There was significant community opposition, expressed in a large number of written 

comments and well-attended public comment meetings, over the Company’s initial rate increase 

request because of the substantial rate increase being requested and the feeling that current rate 

payers were being asked to pay for plant that could serve a much larger customer base. 

23. Following the July hearing dates, the Company, RUCO and the Individual Intervenors 

entered into settlement discussions. All parties participated in a telephonic procedural conference on 

September 8, 2011, at which time the Company reported that it had reached a settlement with the 

intervenors, and that they would be presenting the agreement to Staff for review later that day.’ All 

On June 22,201 1, RUCO and Mr. Schoemperlen filed corrections to Surrebuttal Testimony. 
Some individuals made multiple public comments, and the numbers reflected herein have not been adjusted to reflect 

On July 22,201 1, the Company filed Corrections to Mr. Bourassa’s Rebuttal Testimony. 
duplicates. 

’ The remaining witnesses included Tom Bourassa for Goodman, Tim Coley and Bill Rigsby for RUCO, Mr. 
Wawryzniak and Mr. Schoemperlen, and Mr. Gordon Fox for Staff. 
’ Staff filed a Notice of Settlement Discussions on September 1,201 1, when the Company and intervenors informed Staff 
they had a proposed settlement agreement to present. 
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2arties agreed that under the circumstances, it was reasonable to vacate the September 12, and 13, 

2011, hearing dates to give Staff time to review the agreement and for all parties to prepare 

:estimony. By Procedural Order dated September 8, 2011, the September 2011, hearing dates were 

vacated. 

24. On September 9, 201 1 , Staff filed Late-filed Exhibits relating to Staffs evaluation of 

storage tank and system capacity. 

25. The parties participated in a telephonic Procedural Conference on September 13,201 1 , 

10 discuss a new schedule. At that time, the parties informed the Administrative Law Judge that Staff 

was not going to join the proposed Settlement Agreement. By Procedural Order dated September 13, 

201 1 , a new schedule was set, with the hearing to re-convene on October 3 1 , 201 1. 

26. 

27. 

On September 15,201 1 , the settling parties filed the Settlement Agreement. 

On October 4,201 1 , Goodman, RUCO, Mr. Schoemperlen and Mr. Wawryzniak filed 

testimony in support of the Settlement Agreement. 

28. On October 24, 2011, Staff filed its Supplemental Staff Report which contained its 

comments on the Settlement Agreement. 

29. The parties participated in a Procedural Conference on October 25, 2011, to discuss 

the scheduling of witnesses and other issues affecting the conduct of the hearing. 

30. The hearing re-convened on October 3 1 , 201 1 , and continued on November 1 , 201 1. 

James Shiner and Thomas Bourassa testified for the Company. Jodi Jerich testified for RUCO. Mr. 

Schoemperlen and Mr. Wawrzyniak testified for themselves. Gordon Fox testified for Staff. The pre- 

filed testimony related to pre-settlement positions was admitted on the stipulation of the parties. 

31. On November 28, 201 1, Staff filed as a late-filed exhibit, Schedule GLF-19 to Staffs 

Supplemental Staff Report, which is a corrected rate schedule. 

32. 

Pre-Settlement Positions 

33. 

On December 2,201 1 , the parties filed their Closing Briefs.’ 

A summary of the parties’ pre-settlement positions follows: 

Goodman, RUCO and the individual Intervenors filed a single Joint Closing Brief. 

6 DECISION NO. 
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Requirement 
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Goodman’ RUCO” Intervenors’2 staff’ 
$2,298,376 $1,755,118 $1,3 17,239 $1,974$ 

81 

74,870 131,842 75,614 

22 7,3 09 137,790 18 1,680 

9.89%13 7.85%lb 7.17% 9.20%“ 

$152,436 $5,948 $106,06 
3 

1.7098 1.4653 1.7049 

$260,648 $8,715 (96,412)“ $1 80,82 
4 

594,459 594,459 594,459 

855,107 603,174 498,047 775,283 

43.85% 1.47% -16.2% 30.42% 
Increase 

34. RUCO and the Individual Intervenors alleged that the Goodman system has substantial 

:xcess capacity, while the Company and Staff argued that there is no excess capacity. The excess 

:apacity issue is a critical part of this proceeding, and arose because in 2008, the Company put into 

ervice its Plant No. 3, which effectively completed the backbone plant necessary to serve the Eagle 

:rest Ranch development. The Company states that its water system was designed for, and is able to 

erve, 1,332 Equivalent Dwelling Units (“EDUS”), comprised of 959 single-family homes and 368 

;DUs for 72 acres of commercial acreage.” At the end of the test year, the Company was serving 

) Ex A-12 Bourassa Rj, Rj Schedule A-I. ’ Ex RUCO-8 Coley Surr, Schedule TJC-1. 
’ Ex JS-43 Schoemperlen Surr.; Schedule M. 
’Ex S-10 Fox Surr, Schedule GLF-1. 

upplemental Staff Report at 9. 
’ Goodman proposed a cost of equity of 11%. 
’ RUCO recommended a cost of equity of 9.0%. 
Staff recommended a cost of equity of 9.1%. 
Company Surrebuttal adjusted test year revenue of $594,459 minus $498,047, as shown in Schoemperlen S m .  

Staff later revised its FVRB recommendation in its Supplemental Staff Report to $2,077,253. EX S-11 Staff 

I 

chedule D. 
’ Transcript of the Hearing that commenced July 26,201 1 (“Tr.”) at 423. 
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626 single-family homes and no commercial development.20 Consequently, the intervenors in this 

proceeding argued that not all of the plant additions made since the last rate case should be included 

in rate base and their costs borne by current ratepayers. 

35. The Eagle Crest Ranch development is located on hilly terrain, with elevation 

differences of 250-300 feet, that encompasses two different elevation zones. The first phases of the 

development, which began in 2002, were located in the lower J zone, and as additional lots were sold, 

development started in the higher K zone elevation. The development consists of two K zones, a 

north and south area, which are separated by a valley of J zone development. Mr. Taylor, the 

Company’s engineer, stated that meeting the water utility needs of the entire development was like 

designing three separate systems.21 

36. Goodman’s water system was constructed in two phases. Phases I, I1 and I11 of the 

development were served by Plant No.1, which was put into service in May 2002, and consists of a 

well, 400,000 gallon storage tank, and booster pumps.22 The second phase of plant commenced in 

2007 and included the construction of Plant No. 3, a 600,000 gallon tank situated at the top of the hill, 

and was put into service in January 2008.23 The master plan for the system always called for the 

second phase of system construction to take the utility plant to build-out. According to Mr. Taylor, 

once the development served more than 485 lots, or moved into the north K zone, the rate of lot sales 

was not relevant to the pace of plant completion because at that point, Plant No. 3 was necessary to 

provide adequate pressure and to meet fire flow requirements, and it would not have been cost 

effective or efficient to construct Plant No. 3 in incremental phases.24 

37. RUCO believed that in this instance, the traditional engineering analysis utilized by 

the Company and Staff that looks at a five year “planning horizon,” places the risk that customer 

growth will not occur on the current rate payers rather than on the shareholders, and that in cases 

where customer growth estimates are greatly overstated, the ratepayers are unfairly b~rdened.~’ 

Tr. at 423. 
Tr. at 361-363. 

20 

22 Tr. at 367-370, 380. 
23 Tr. at 466. 
24 Tr. at 387,458, and 497-98. 
25 Ex RUCO-8, Coley Surr at 10-12. 
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RUCO advocated using a “reserve margin” methodology to determine how much plant should be 

allowed in rate base for rate making purposes.26 RUCO’s methodology divides the percentage of 

customer growth, adjusted by a 10 percent reserve factor, by the percentage growth in utility plant to 

calculate a “used and useful factor.” RUCO then multiplies its used and useful factor (45.67 in this 

case) by the plant additions since Goodman’s last rate case to arrive at how much of the plant 

additions should be recognized in rate base.27 RUCO argued that its “reserve margin” methodology 

balances the risk of anticipated growth among investors and ratepayers, and benefits the utility 

because it allows some of the plant that is available for future customers to be included in rate base 

now; provides the Company with the ability to address plans for growth without fear of being unable 

to precisely estimate the number of customers during the next test year; and eliminates any perceived 

disincentive that might encourage under-building plant.28 

38. The Individual Intervenors objected to Staffs calculations related to excess capacity 

which Mr. Schoemperlen argues relies on an improper statistical method.29 They argue it is 

inequitable to charge current customers for system capacity expected to serve the estimated customer 

counts in 2014.30 The Intervenors were skeptical that in the reasonable future the Company would see 

875 customers that Staffs five year planning horizon would seem to indicate would exist by 2014.3’ 

Mr. Schoemperlen calculated an unused capacity factor of 85%.32 In addition, the Intervenors did not 

believe that using a 2,000 GPM fire flow requirement for determining the appropriate plant capacity 

was appropriate because there is no current commercial de~elopment .~~ 

39. Staff adjusted the Company’s rate base to remove distribution and transmission mains 

that Staff believed were not used and useful, but concluded that there was no excess capacity related 

26 Ex RUCO-2 Jerich Surr at 13-17. 
” Ex RUCO-8 Coley Surr at 19-22. 
28 Ex RUCO-2 Jerich Sun at 14. 
29 Ex JS-42 Schoemperlen Reb at 6 .  
30 Id. 
31 Id. at 9. 
32 Ex JS-43 Schoemperlen Surr at 10, Schedules M and N. 
33 Tr. at 423, 479 and 489. Fire flow requirements require sufficient capacity to provide two hours of continual flow 
based an the type of development. Single residential requires 1,000 GPM, or 120,000 gallons of storage, residential 
greater than 3600 square feet requires 1,500 GPM, or 180,000 gallons of storage, and large commercial requires 2,000 
GPM, or 240,000 gallons of storage. See Tr. at 485. 
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to Plant No. 3.34 In Staffs view, excess capacity exists when plant capacity exceeds what is needed to 

accommodate reasonable growth.35 Staff distinguishes between “excess capacity” which relates to 

storage tanks and wells, and the concept of “used and useful” which relates to the evaluation of 

transmission and distribution mains as well as storage and p rod~c t ion .~~  Staff typically uses peak 

demand factors and a five year planning period to analyze capacity, and plant facilities that are 

related to growth outside the five-year planning period may be considered excess capacity. In this 

case, Staff projected that the Company could have 875 service connections within five years of the 

test year, and determined that the Company’s two wells and total useable storage capacity of 613,000 

gallons could serve 933  connection^.^^ Staff determined that the useable capacity exceeded the 

minimum one-day storage requirement for 875 connections by only 13,340 gallons, or 7 percent, 

which Staff believed was not ~ignificant.~~ Thus, Staff believes that all of Water Plant No. 3 was 

prudently constructed and is used and ~ s e f i d . ~ ~  

40. A second contentious issue in this case was the appropriate value to assign four 

parcels of land that the Company acquired from its affiliate, EC Development, Inc. for the purpose of 

situating utility plant.40 The individual Intervenors focused on this issue early4’ and Staff 

recommended adjustments that reduced the parcels’ value by $379,837, from $459,159 to $1 14,322.42 

Staff argued that the National Association of Regulatory Utility Commissioners (““NUC”) 

Guidelines for Cost Allocations and Affiliate Transactions state that the transfer of assets from an 

affiliate to the utility should be the lower of the prevailing market price, determined by an appraisal, 

or net book value.43 Due to an oversight, the Company did not book the parcels until 2008 despite 

their having been placed in service several years earlier. The Company offered a 2011 appraisal of 

the parcels that was intended to value the parcels at the times they were put into public service. 
- 

34 Ex S-10 Fox Surr at 20; Ex S-3 Scott Surr at 4-7; Tr. at 545,552. 
35 Ex S-3 Scott Surr at 4-5. 
36 Tr. at 552. 
37 Staffs late-filed exhibit filed September 8,20 1 1. 

Ex S-1 1 Supplemental Staff Report at 3. 
Ex S-3 Scott SUIT at 6 .  

38 

39 

40 EC Development, Inc. is owned by Jim Shiner and Lex Sears, who also own Goodman. Ex S-10 Fox SUIT at 9. 
41 The individual Intervenors sent pre-hearing Data Requests to the Company. See Ex S- 1. They raised the issue at the 
June 14,201 1 Pre-hearing conference. See Transcript of the June 14,201 1 Pre-hearing Conference at 23-35. 
42 Ex S-10 Fox Surr at 9-10 and 18. 
43 Id. at 1 I .  

10 DECISION NO. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DOCKET NO. W-02500A-10-0382 

However, Staff argued that the Company has not provided sufficient information about the net book 

carrying value of the parcels on EC Development, Inc.’s books.44 Staff recommended that the parcels 

be valued for ratemaking purposes based on the 2009 Pinal County Assessor’s Full Cash Value, or 

$114,322. The Company argued that the book value of the land on EC Development, Inc.’s books 

was irrelevant, and that it was the cost to Goodman, as supported by an appraisal, that is relevant for 

rate making purposes.45 

41. Other significant issues dividing the parties prior to settlement, included Rate Case 

Expense and the Cost of Capital. 

The Settlement Agreement 

42. The Settlement Agreement entered into between the Company, RUCO, Mr. 

Wawrzyniak and Mr. Schoemperlen provides: 

a. A revenue increase of $138,000, or 23.21 percent over test year revenues, for a total 

revenue requirement of $732,459;46 

b. 

c. 

A Fair Value Rate Base of $1,755,1 18;47 

For ratemaking purposes, the Commission will authorize Goodman to defer $269,307 

of accumulated depreciation through the end of the test year, and to defer the recording of annual 

depreciation of $44,136 related to utility plant currently in service but that is not being included in 

rate base;48 

d. 

e. 

No interest recovered on the deferred depreciation expense; 

No conclusion is being made whether or not any “excess” capacity may or may not 

in a future rate exist at this time, and that any determination of “excess” capacity, if raised 

proceeding, will be determined on the basis of the then existing circ~mstances.~~ 

f. A three year phase-in of the new rates, with no compounding between annual 

increases, and that the Company waives a right to foregone revenues and any interest thereon (such 

44 Id. at 17. 
Ex A-I2 Bourassa Rj at 12. 

46 Settlement Agreement at 7 2.1. 
Id. at 7 2.2. 
Id. at 7 2.3. 

49 Id. at 7 2.5. 

45 

47 

48 
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that the Year 1 increase would be 11.60 percent, the Year 2 increase would be 5.8 percent, and the 

Year 3 increase would be 5.8 percent, for an accumulated increase at the end of the third phase of 

23.2 per~ent);~’ 

g. The Company agrees not to file for another permanent increase in its water rates until 

at least January 1, 2015, using a test year no earlier than the 12 months ended December 31, 2014, 

unless there is an emergen~y ;~~  

h. 

43. 

44. 

The parties adopt Staffs proposed rate design in Staffs Surrebuttal testimony.52 

A copy of the Settlement Agreement is attached hereto as Exhibit A. 

Under the rates set forth in the Settlement Agreement, the average 5/8” x 3/4)’ meter 

xstomer, using 5,520 gallons per month, would experience a monthly increase in the first year of 

$7.57, or 11.3 percent, from $66.98 to $74.55; in the second year, the same usage would result in a 

monthly bill of $78.49, or an increase of $1 1.5 1 , or 17.2 percent, over current rates; and in the third 

year, the same usage would yield a bill of $82.37, a $15.39 increase, or 23 percent, over current 

rates. 53 

45. The signatories to the Settlement Agreement presented the Agreement to a gathering 

of approximately 125 residents of the Eagle Crest Ranch community in a homeowners’ association 

meeting on October 3,201 l.54 The Eagle Crest Ranch newsletter reported overwhelming community 

support for the agreement among those attending.55 

Arguments For and Apainst the Settlement Agreement 

46. The proponents of the Settlement Agreement cite the following benefits to the 

Company under the Settlement Agreement: 

(a> Eliminates litigation risks and costs associated with claims of excess capacity, land 

valuation and rate case expense; 

(b) Phases-in the 23.2 1 percent revenue increase over three years; 

50 Id. at 1 2.6 and 12.7 
51  Id. at 1 2.8. 
52 Id. at 1 2.9. 
53 Id. at Ex A. 
54 Tr. at 644-645. 
55 Ex A-22. 
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( 4  Provides for the deferral of $269,407 of accumulated depreciation through the end 

sf the test year and deferral of annual depreciation of $44,136 on utility plant not included in rate 

3ase for the purpose of this proceeding; 

( 4  Although it requires GWC to wait until January 2015 to file another rate case, it 

includes a provision that would allow an emergency rate case; and 

(e> 

47. 

Improves relations with the c ~ m m u n i t y . ~ ~  

The proponents of the Settlement Agreement cite the following benefits to consumers 

under the Settlement Agreement: 

(a> 

proposed FVRB; 

(b) 

recommendations ; 

( 4  

( 4  

Establishes a FVRB at $1,755,118, which is lower than Staffs or the Company’s 

The overall revenue increase of $138,000 is less than either Staffs or Goodman’s 

The increase is phased-in over three years; 

Goodman waives its right to foregone revenues and any interest associated with 

the phase-in period; 

(e> Goodman is not entitled to receive accrued interest or carrying charges on the 

amount of deferred depreciation expense; 

(0 
(g) 

Goodman may not file for another rate increase for four years; 

The rate design provides for a small rate decrease in the first year for customers 

who use less than 3,000 gallons per month; 

(h) Defers the excess capacity issue to a future rate case with the possibility of having 

the issue become moot if the developers are able to build-out the community during the next four 

years; and 

(i> Resolves this case, and disputed issues including land valuation, excess capacity 

and rate case expense, thereby reducing the risk of protracted litigation 

48. Staff recommended that the Commission not adopt the Settlement Agreement because 

56 Joint Parties’ Brief at 2. 
57 Id. at 3. 
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it is a “black box” agreement that Staff believes leaves important issues undecided, and because Staff 

opposes the proposed deferral of both accumulated depreciation and annual depreciation  expense^.^' 

49. The Settlement Agreement establishes a revenue requirement, but does not determine 

specific revenue, expenses or rate base adjustments, and defers a resolution of the issue of excess 

capacity. Initially, Staff argued that without a resolution of the excess capacity issue, there could be 

no determination of what plant is excluded or the amount of accumulated depreciation  balance^.^' 
Staff believes that these values are necessary as a starting basis for the next rate case. However, in the 

Course of the hearing, the Company’s and RUCO’s witnesses testified that the plant values proposed 

in the Surrebuttal Testimony of RUCO’s witnesses Coley and Rigsby could be utilized as the basis of 

the revenue requirement.“ In its Brief, Staff agrees that except for the determination of the land 

value, adopting RUCO’s position on rate base items as set forth in its Surrebuttal testimony, “would 

resolve most of the problems created by a ‘black box’ agreement and provide sufficient information 

3n which to base a future rate case.’’61 

50. Staff notes that RUCO appears to use the land’s appraised value, but discounts that 

value by its “used and useful factor” percentage.62 Staff states that it could be argued that RUCO’s 

figures adopt the Company’s valuation, and for this reason, Staff argues that the Settlement 

Agreement’s FVRB should not be adopted.63 In the event the Settlement Agreement is adopted, Staff 

asserts that the Order should clarify that the land valuation on which the Proposed Settlement 

Agreement is based is not adopted and will be determined in a future rate case.64 

5 1. Staffs primary opposition to the Settlement Agreement is based on Staffs belief that 

deferring depreciation as proposed in the Settlement Agreement is contrary to accounting and 

ratemaking principles adopted by the Commission, and is not in the public interest. Staff claims that 

there is no accepted methodology, in either NARUC’s Uniform System of Accounts (“USoA”) or in 

Generally Accepted Accounting Principles (“GAAP”), for either voiding or deferring accumulated 

58 Staff Brief at 2. 
59 Id. at 3. 
6o Id. at 3. 
“ Id. at 3. 
62 Ex RUCO-8 Surrebuttal Schedule TJC-6. 
63 Staff Brief at 4. 
54 Id at 4. 
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iepreciation (i.e. depreciation that has already occurred).65 Staff asserts that the USoA and GAAP 

,ndicate that reversal of accumulated depreciation is improper. The USoA states: 

All prior period adjustments to retained earnings shall be approved by the 
Zommission.. ..Generally the only type of transactions which will be considered as a 
prior period adjustment are correction of an error in the financial statements of a prior 
Feriod, or adjustments that result from realization of income tax benefits of pre- 
acquisition loss carry-forwards of purchased subsidiaries. 

Staff states that in this case, the accumulated depreciation cannot not be considered an error, 

nor is it among the types of transactions which can be changed. Staff asserts that its position is 

supported by the recognized authority of The Regulation of Public Utilities Theory and Practice, by 

Charles F. Phillips, Jr., which states: “If therefore, public utilities fail to make adequate charges to 

cover depreciation costs and do not accumulate the necessary depreciation reserves, they cannot 

increase their charges at a later time in order to recover deficiencies from Staff states 

that “[w]hile not directly addressing the issue in this case, Mr. Phillips’ statement is another 

indication that depreciation and accumulated depreciation amounts should be recorded properly and 

not manip~lated.”~~ 

52. Staff argues that deferring either accumulated depreciation or annual depreciation 

expense would result in rates that are neither fair nor reasonable. Staff asserts that deferring 

depreciation in this case will result in an intergenerational transfer of those costs to future ratepayers 

while current rate payers will have enjoyed use of the plant for some years.68 

53. In addition, Staff also believes that the deferral of accumulated depreciation and 

depreciation expense raises the specter of retroactive ratemaking, which occurs when future rates 

permit a utility to recoup past losses or refund excessive past income.69 

54. Staff also argues that Goodman would receive the benefit of accumulated depreciation 

twice because the Company has already recorded its accumulated depreciation balance at the end of 

the 2010 test year, and Staff claims those books cannot be re-opened and amended. Staff asserts that 

65 Id. at 4. 
66 Charles F. Phillips, Jr., The Regulation of Public Utilities Theory and Practice, p. 2417 
67 Staff Brief at 5; citing Tr. at 961. 

69 Id. at 6. 
Staff Brief at 6. 
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the ratepayers who paid rates in 2010, and before, bore the costs of the storage tank that would be 

excluded, and if the Company is permitted to defer that accumulated depreciation until the next rate 

case, the accumulated depreciation would be included in rates again and customers would pay for it a 

second time.70 

55.  Staff asserts that at the end of the 2014 test year, the amount of deferred depreciation 

that will be amortized would be $489,987.71 The Settlement Agreement does not specify how the 

deferral will be amortized in the future. Staff asserts that the USoA provides that if rate recovery of 

all or part of the amount in the deferral account is disallowed, the disallowed amount must be charged 

to Account 426- Miscellaneous Nonutility Expenses, or Account 434 - Extraordinary Deductions, in 

the year of the disallowance. Staff states that given the significant impact of a disallowance, “it is 

unlikely that the Commission will not in the future disallow it.7972 In addition, Staff is concerned 

about the rate impact in the future, when ratepayers will be paying the on-going depreciation expense 

of $44,136, plus the amortized amount of the deferral account, and the potential that the deferred 

amount could be included in rate base.73 

56. Staff is concerned that the Settlement Agreement creates a risk that other utilities will 

rely on its methodology in future cases. Staff proposed an alternative to the Settlement Agreement, 

which it claims achieves the same rates without relying on accounting practices that Staff considers 

q~estionable.~~ In its Supplemental Staff Report, Staff proposed a revenue requirement of $797,063, 

an increase of $202,604, or 34.08 percent, over test year revenue of $594,459 for a 9.2 percent rate of 

return on a Staff-adjusted FVFU3 of $2,077,253.75 In its Brief, Staff appears to have modified this 

proposal, and now accepts the revenue requirement established by the Settlement Agreement, as well 

as the three-year phase-in, rate design and stay-out provisions.76 Staff continues to recommend its 

rate base figures and its position on deferral of depreciation and accumulated depreciation. Staff 

argues that its alternative proposal is more appealing to ratepayers in the long term because even 
~ 

70 Id. at 7. 
7’ Id. at 7-8. 
72 Id. at 8, citing USoA 186.3(D). 
73 Id. at 8. 

75 Id. at 2; Ex S-1 1. 
76 Staff Brief at 9. 

Id. at 8-9. 74 
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,hough they pay a little more up front, they do not pay as much in the long run.77 

57. The Settlement Agreement Proponents argue that the absence of a specified operating 

ncome and rate of return is not a fatal flaw. They agree that the Commission in its final order must 

specify the rate of return, and that there must be support for the rate of return in the record, however, 

.hey assert there is no case law in Arizona that states, or even suggests, that a settlement agreement 

nust specify the rate of return or operating income, or that a settlement agreement cannot take a 

‘black box” format. RUCO calculated a rate of 9.68 percent.78 The proponents assert there is ample 

widence in the record to support that calculation. They argue that unlike a finding for the rate of 

return, there is no requirement to specify the operating income, as long as there is evidentiary 

support. The proponents assert that operating income is merely the product of the FVRB and the rate 

of return. 

58. The Settlement Agreement Proponents assert that the “black box’’ approach does not 

preclude the determination or inference of elements necessary to determine the revenue requirement 

in the next rate case. They argue that RUCO’s schedules clearly identify the FVRB, the “excess 

capacity” plant and its associated accumulated depreciation, and the annual depreciation expense 

amount, and that this information is readily available for the next rate case.79 

59. The Settlement Agreement Proponents assert that the deferral provisions of the 

Settlement Agreement do not result in retroactive ratemaking as the depreciation that is being 

deferred has never been recognized in rates, nor will it be, until the Commission approves recovery.” 

They argue that the “retroactive ratemaking” doctrine prohibits the Commission from adjusting 

current rates to makeup for previous over- or under-collection of costs in prior periods.81 The Joint 

Proponents also assert that no party in this case suggested that depreciation rates should be changed, 

and absent such recommendation, the depreciation rates set in the Commission’s last decision should 

continue.82 

” Id. at 8. This argument appears to relate to Staffs alternative proposal position at the time of the hearing. ’* Ex RUCO-12. 
79 Ex RUCO-8, Schedules TJC-3, TJC-5 and TJC-10. 

“ Associated Gas Distributors, Petitione; v. Federal Energy Regulatory Commission, Respondent, and Consolidated 
Cases, United States Court of Appeals, District of Columbia Circuit, 898 F.2d 809, March 30, 1990. 
a2 Joint Parties’ Brief at 9-10. 

Joint Parties’ Brief at 5 ;  Tr. at 767. 
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60. The Settlement Agreement Proponents state that they are requesting that the 

Commission defer a decision on plant and its associated depreciation until a future rate case with the 

hope that as growth occurs, the plant will be considered used and useful and not subject to claims of 

“excess capacity.”83 The Joint Proponents do not agree on whether there is excess capacity, but assert 

that they have resolved this issue to each of the settling parties’ satisfaction. 

61. The Settlement Agreement Proponents argue that contrary to Staffs claims, the 

Settlement does not restate accumulated depreciation expense approved in a prior case and that 

RUCO’s Surrebuttal schedules identify that it is plant that was placed into operation after the last rate 

case that is being deferred under the Settlement Agreement.84 

62. In response to Staffs claim that to defer the depreciation for later recovery is an 

intergenerational transfer to future ratepayers, the Settlement Agreement Proponents argue that 

because of the claims of excess capacity, it is appropriate that future ratepayers should pay for that 

plant. They assert that Staff was not concerned with the alleged intergenerational inequities raised by 

RUCO and the individual Intervenors prior to the Settlement Agreement.85 

63. The Settlement Agreement Proponents argue that Staffs fear that ratepayers will be 

paying twice for depreciation as a result of the Settlement Agreement’s deferral provision is 

misplaced. They argue that since the plant at issue was placed in operation after the last rate case, the 

current rates do not cover the costs of that plant, including depreciation.86 

64. The Settlement Agreement Proponents argue that it is reasonable for the Settlement 

Agreement to purposely avoid resolving the highly contentious issue of excess capacity because there 

is a chance the issue might resolve itself by the time of the next rate case. 

65. The Settlement Proponents argue that Staffs alternate proposal should be rejected 

because it calls for a higher FVRB ($2,077,253) which the Joint Proponents believe is not in the 

ratepayers’ best interest as it includes plant that is subject to the excess capacity issues, and would 

aggravate the poor relationship between the community and the Company. The intervenors argue that 

83 Id. at 5.  
84 Id. at 6-7, Ex RUCO-8 Coley Surr schedule TJC-5; see also Tr. at 759 and 1037 
85 Id. at 7-8. 
86 Id. at 10. 
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Staff's unwillingness to offer or accept a compromise of the excess capacity issue shifts the risk of 

growth to the  ratepayer^.^^ In addition, the Settlement Agreement Proponents argue that Staffs 

implied recommended cost of equity is lower than the cost of debt in the record,88 which they argue 

sets a bad precedent and is contrary to the accepted principle that typically equity is more expensive 

than debt. They assert that a very low cost of equity could increase the likelihood that the Company 

sould over-earn going Furthermore, they argue that even if it was in the public interest, the 

Commission could not approve Staffs alternative proposal without the Company's consent, because 

the Commission cannot require the Company to forgo revenues associated with Staffs proposed 

pha~e-in.~' 

Analysis and Conclusions 

66. Staff does not argue that the rates established in the Settlement Agreement, the phase- 

in, or the stay-out, are not fair and reasonable." Staff opposes several of the provisions of the 

Settlement Agreement because Staff believes that they are contrary to traditional rate making 

principles and may set bad precedent.92 The facts of this case are unique, however, and the ability of 

the parties, who were adversaries during the litigation portion of the proceeding, to reach a creative 

solution that they can all support, and which gives all sides something they wanted at a cost they can 

agree to, supports adoption of the Settlement Agreement. We find that, under the totality of 

circumstances, the terms of the Settlement Agreement are fair and reasonable, are supported by the 

evidence, and should be adopted. We agree with Staff, however, that our approval of the agreement 

should clarify the effect of certain provisions as discussed below. We also emphasize that our 

findings concerning the reasonableness of the Settlement Agreement are based on the unique facts of 

this case, and the particular provisions of this agreement should not be cited as precedential support 

for any other unrelated settlement or proposal. 

67. The issue of excess capacity was the crux of the rift between the parties and between 

87 Id. at 13. 
88 The Company estimates that Staffs proposed cost of equity is 7.2 or 7.25 percent, but Staff does not specify a cost of 
equity. Tr. at 1046. 
89 Joint Parties' Brief at 13. 
90 Tr. at 990. 
9' Staff appears to adopt all of these provisions. See Staffs Brief at 9. 
92 Staffs Brief at 8. 
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the Company and the community. The hilly topography of the Eagle Crest development lends to its 

beauty, but also created an engineering challenge. The Company’s engineer testified that once the 

system served 485 lots, cost effectiveness and efficiency drove the Company’s decision to complete 

the system, and the rate of lot absorption after that was not a factor. RUCO and the individual 

Intervenors were adamant that the traditional method of determining excess capacity lead to 

inequitable results, with the 626 test year customers having to pay for a system that was designed for 

1,300 EDUs. The Commission has departed from traditional methods of determining excess capacity 

in the recent past, having sided with RUCO’s excess capacity position in the Gold Canyon Sewer rate 

case, when the Commission believed the traditional method of calculating capacity led to inequitable 

results for  ratepayer^.^^ The Settlement Agreement takes the difficult and divisive excess capacity 

issue out of the mix, and thus, not only resolves this rate case, but does not create precedent based on 

unique facts. While it potentially leaves the issue of excess capacity for another rate case, there 

remains a chance that continued growth will solve the issue, and the Commission will not have to 

address it in the next rate case. The hope that time may resolve this issue is not totally unrealistic, as 

since the end of the test year, the Company has added an additional 74 customers, and the developer 

continues to sell lots, even in the economic downturn.94 

68. Mr. Wawryzniak and Mr. Schoemperlen, ratepayers themselves, stated that not 

deciding the excess capacity issue is the strongest point of the Settlement Agreement and that to 

decide the issue of excess capacity, as would be assumed in adopting Staffs recommended rate base, 

would be a deal breaker for them.95 We agree that allowing this community to resolve its issues and 

move forward is a significant benefit of the Settlement Agreement and should enable the Company 

and residents to work together to create the kind of vibrant community that will benefit both of their 

interests. 96 

69. The Settlement Agreement FVRB figure of $1,755,1118, is a reasonable resolution of 

the capacity issue in this case. It adopts RUCO’s recommended rate base as set forth the TJC-5 

93 See Decision No. 70624 (November 19,2008), at Findings of Fact No. 18. 
94 Tr. at 681. 
95 Tr. at 647 and 650 
96 Tr. at 649. 
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attached as Exhibit B. Although we find this resolution to be reasonable in this case, and supported 

by the evidence, we are not making a finding one way or the other concerning the issue of “excess 

capacity.” In the next rate case, all parties are free to present recommendations for a used and useful 

rate base figure and are not bound by RUCO’s figures as a starting place. We make no findings that 

RUCO’s pre-settlement proposed “reserve margin” methodology for calculating excess capacity is 

appropriate. Likewise, we make no finding concerning the appropriate value to assign to the four 

parcels of real property that were the subject of debate in this case. The value of these parcels will be 

determined in a future rate case. 

70. Staff is concerned that the deferral provision of the Settlement Agreement may 

constitute retroactive ratemaking. Staff cites no court decisions or other authority that would cause 

us to conclude that the deferrals called for in the Settlement Agreement would constitute retroactive 

ratemaki~~g.’~ The Commission has the power to change its accounting treatment for specific items, 

but to avoid running afoul of retroactive ratemaking, such changes should not affect past losses or 

gains.98 Deferral of depreciation on utility plant that has never been recognized in rate base or rates, 

is not retroactive r a t e m a k i ~ ~ g . ~ ~  The Commission has not heretofore ruled on how depreciation of the 

2008 plant additions should be treated. The approval of an accounting order that allows the Company 

to track the depreciation of this plant does not change any prior treatment.’” The Settlement 

Agreement’s deferral provision does not adjust for shortfalls in prior rates, but will potentially adjust 

future rates so that plant costs do not fall disproportionately on the current generation of ratepayers. 

9’ Staff Brief at 6-7. Staff cites Montana-Dakota Utility Co. v Public Service Com’n, 431 N.W. 2d 276 (N.D. 1988). In 
that case, however, the commission had originally approved a 20 year amortization period for the utility’s investment tax 
credit (“ITC”) balance, but then determined to re-compute the ITC balance to reflect a 26 year amortization period. The 
court found that the commission could only adjust the amortization schedule of the remaining unamortized ITC balance. 
The facts of that case do not appear to reflect the current situation because the Commission has not adopted a depreciation 
schedule for the plant in question. 
98 Kriegar, Stephan H., The Ghost of Regulation Past: Current Applications of the Rules Against Retroactive Ratemaking, 
1991 U. I11 L. Rev at 998. 
99 See e.g. Public Interest v. Ill Commerce Com’n, 205 Ill. App. 3d 891, 563 N.E. 2d 877 (lst Dist. 1991). 
loo By approving the Settlement Agreement, we are only approving an accounting order and are not at this time 
determining how much of those deferred depreciation expenses are reasonable. At least one court has found that there is 
no retroactive ratemaking issue with the establishment of deferral accounts for new expenses. See Public Interest v. Ill 
Commerce Commission, 205 Ill. App 3d 891, 563 N.E. 2d 877 (lst Dist. 1991) (The court confirmed the Illinois 
Commission’s approval of deferred depreciation costs and accumulated financing costs on a nuclear plant from the time 
that it went into service until the time of a final order putting it in rate base, noting that the order was an “accounting” 
order and not a “ratemaking.” The court found no retroactive ratemaking as the commission had not taken into account 
the expenses on that nuclear plant in past rates, so it could consider the deferred expenses in setting future rates). 
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The effect of the deferral is that ratepayers are paying for depreciation costs over a different time 

3eriod than if the plant were recognized in rate base immediately.”’ 

71. Neither does the deferral of the accumulated depreciation and depreciation expense 

result in ratepayers paying twice, as these deferrals are related to plant that was not included in the 

last rate case. We agree with Staff that deferral of accumulated depreciation is an unusual device. 

However, in this case, we believe it is warranted and supported by the concessions the Company is 

making with regard to forgoing interest on the phase-in of rates and the provision that forecloses 

zarrying costs on the deferred balances. 

72. The Settlement Proponents estimate that if $489,000 of deferred depreciation 

:xpenselo2 is amortized over thirty years, it would increase the monthly bill between $1.55 and 

$l.88.lo3 We concur with RUCO and the individual Intervenors that the future potential cost for 

ratepayers is reasonable given the benefits to ratepayers under the Settlement Agreement. 

73. In approving the deferral provisions of the Settlement Agreement, we make no finding 

how the Commission will address the recovery of deferred amounts, except that any future recovery 

must not allow for the double-recovery of deferred depreciation. If and when the plant that is 

currently in service but being excluded for ratemaking purposes is allowed in rate base, its value at 

that time must reflect any deferred depreciation so that future ratepayers are not paying twice for the 

same depreciation (i.e. once on the plant going forward, and once in the recovery of the deferred 

amounts). 

74. Staffs other concerns about the “black box” nature of the agreement and the 

difficulties it creates for the next rate case are not fatal either, and as Staff itself appears to recognize, 

can be addressed by specific findings in this Order. To the extent adopting the Settlement Agreement 

might make the next rate case more difficult, those concerns are balanced by the benefits of the 

Agreement. The stability and certainty that comes from accepting the Settlement Agreement 

outweighs the potential burden on future rate analysts. Staff is concerned that Goodman’s ratepayers 

lo’ See Town ofNorwood v FERC, 53 F.3d 377 (U.S. App. D.C. 1995)(court finds no retroactive rate making associated 
with switch in accounting methodology from cash to accrual for postretirement benefits). 

The amount expected to have accrued until Goodman’s next rate case. 
Tr. at 896-97 and 1049. These figures are for illustrative purposes only and we make no finding herein as to the 

amount of the deferral balance to be recovered, or how It might be recovered. 
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might not understand the rate impact of the deferral provisions of the Settlement Agreement,lo4 but 

the issues were discussed at length at the hearing on the Settlement Agreement, and the intervenors 

agree that the deferral provisions and potential that ratepayers will pay for the deferrals in the future 

is fair.lo5 

75. We find that the rate of return under the Settlement Agreement of 9.68 percent is 

supported by the evidence and is fair and reasonab1e.lo6 

76. Staff recommended continued application of Staffs typical and customary 

depreciation rates that were approved in the Company’s last rate case.lo7 No party proposed a change 

in depreciation rates, and these rates were utilized to calculate the deferred depreciation and 

accumulated depreciation discussed in the Settlement Agreement. We find that the depreciation rates 

that were utilized in the last rate case, and which are set forth in Mr. Scott’s Direct testimony, should 

remain in effect until further Order of the Commission. 

77. The Settlement Agreement does not adopt Service Line and Meter Installation or 

Services Charges. There does not appear to be any objection to Staffs recommended charges. 

Consequently, in addition to the rates set out in the Settlement Agreement, we adopt Staffs 

recommended charges as set forth in Mr. Fox’s Surrebuttal Testimony as follows:’o8 

Service Line and Meter Installation 

(Refundable Pursuant to A.A.C R14-2- 

5/8 “ Meter $385 $135 $520 

%I” Meter $415 $205 $620 

1’’ Meter $465 $265 $730 

1 1/2” Meter $520 $475 $995 

2” Turbine Meter $800 $995 $1,795 

2” Compound Meter $800 $1,840 $2,640 

Charges: Line Meter Total 

405) 

IO4 Tr. at 66 1. 
IO5 Tr. at 742-3 and 924. 
‘06 Ex RUCO-12. 
lo7 Ex S-2  Scott Dir at Exhibit MSJ at 9. 
log Ex S-10 Fox Surr at GTM-19. 
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3” Turbine Meter 

3” Compound Meter 

4” Turbine Meter 

4” Compound Meter 

6” Turbine Meter 

6” Compound Meter 

8” Meter 

10” Meter 

12” Meter 

Service Charges: 
Establishment 
Reconnection (Delinquent) 
Meter Test (If Correct) 
Deposit (Residential) 
Deposit (Non-Residential) 
Deposit Interest 
Re-Establishment (within 

NSF Check 
Meter Re-Read (If Correct) 
Late Charge 

months) 

Deferred Payment 

Customer Requested Meter Test 

DOCKET NO. W-02500A- 10-0382 

$1,015 $1,620 $2,635 

$1,135 $2,495 $3,630 

$1,430 $2,570 $4,000 

$1,610 $3,545 $5,155 

$2,150 $4,925 $7,075 

$2,270 $6,820 $9,090 

cost cost cost 

cost cost cost 

cost cost cost 

$50.00 
$75.00 
$20.00 
( 4  ’ 

(a) 
6.0% 

12 (b) 

$15.00 
$20.00 
1.5% I 

1.5% I 

$20.00 

mo. 

mo 

Moving Mete; at customer request 

After Hours Service Calls $50.00 

At 
cost 

(a) Residential - two times the average bill. Non-residential - two and one-half the average bill. 

(b) Minimum charge times number of months disconnected. 

Monthly Service Charge for Fire Sprinkler 
All Meter Sizes Greater of $10 or 2 percent of the general service rate for a similar size 

meter. 

78. Goodman is located in the Tucson Active Management Area (“MA”). According the 

Arizona Department of Water Resources (“ADWR”) Water Provider Compliance Status Report dated 
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Iecember 7, 2010, Goodman is in compliance with ADWR’s requirements governing water 

iroviders and community water systems. log 

79. Staff recommended that the Company submit tariffs for five water conservation Best 

VIanagement Practices (“BMPs”) as established by the ADWR.’ lo  In its pre-settlement testimony, the 

Zompany accepted Staffs BMP recommendations.’ ’’ No party addressed these recommendations in 

heir testimony on the Settlement Agreement or in their Briefs, and we conclude that their pre- 

;ettlement positions have not changed. Although the ADWR provisions for BMPs are required for 

arge municipal water providers within an AMA, the Commission has previously adopted the BMPs 

‘or implementation by Commission-regulated water companies. Staffs recommendation is 

-easonable and we adopt it. 

80. The Arizona Department of Environmental Quality (“ADEQ”) has determined that the 

3oodman system has no deficiencies and is currently delivering water than meets water quality 

;tandards required by the Arizona Administrative Code, Title 18, Chapter 4.”* 

8 1. Goodman has no outstanding compliance issues. 

CONCLUSIONS OF LAW 

1. Goodman is a public service corporation pursuant to Article XV of the Arizona 

Zonstitution and A.R.S. 00 40-250 and 40-251. 

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

ipplication. 

3. 

4. 

Notice of the proceeding was provided in conformance with law. 

For ratemaking purposes, Goodman’s FVRB is deemed to be $1,755,118. 

5 .  

6. 

A rate of return on Goodman’s FVRB of 9.68 percent is reasonable. 

The terms and conditions of the Settlement Agreement attached hereto as Exhibit A, 

O9 Ex S-2 Scott Dir at Exhibit MSJ at 8. 
lo  Ex S-3 Scott Surr at 7-9. Staff recommends that the Company file with Docket Control, as a compliance item in this 
locket and within 90 days of the effective date of a Decision in thls matter, at least five BMPs in the form of tariffs that 
ubstantially conform to the templates created by Staff, for the Commission’s review and consideration; and further that a 
naximum of two BMPs may come from the “Public AwarenessPublic Relations” or “Education and Training” 
:ategories, and that the Company may request recovery of the actual costs associated with the implemented BMPs in its 
iext rate case. 
l1  Ex A-10 Shiner Rj at 7. ’’ Ex S-2 Scott Dir, Exhbit MSJ at 7. 
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including the rates and charges set forth therein, are fair and reasonable and should be approved. 

7. Staffs recommended Service Line and Installation Charges and Service Charges are 

fair and reasonable. 

8. Staffs recommendation concerning the Company’s implementation of BMPs as set 

forth herein, is reasonable and should be adopted. 

ORDER 

IT IS THEREFORE ORDERED that the Settlement Agreement attached hereto as Exhibit A 

is approved, and Goodman Water Company shall file by February 29, 2012, a tariff that complies 

with the rates and charges set forth therein, and the Service Line and Meter Installation Charges and 

Service Charges discussed herein. 

IT IS FURTHER ORDERED that the rates and charges approved herein shall be effective for 

all service provided on and after March 1,2012. 

IT IS FURTHER ORDERED that within 15 days of the effective date of this Order, Goodman 

Water Company shall notify its customers of the rates and the effective dates approved herein, in a 

form and manner acceptable to the Commission’s Utilities Division Staff. 

IT IS FURTHER ORDERED that Goodman Water Company shall file with Docket Control, 

as a compliance item in this docket, and within 90 days of the effective date of a Decision in this 

matter, at least five BMPs in the form of tariffs that substantially conform to the templates created by 

Staff, for the Commission’s review and consideration; and further that a maximum of two BMPs may 

come from the “Public AwarenessPublic Relations” or “Education and Training” categories; and that 

the Company may request recovery of the actual costs associated with the implemented BMPs in its 

next rate case. 

. .  

. . .  

, . .  

. . .  

, . .  

, . .  
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IT IS FURTHER ORDERED that Goodman Water Company shall annually file as part of its 

m u a l  report, an affidavit with the Utilities Division attesting that the Company is current in paying 

ts property taxes in Arizona. 

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

BY ORDER OF THE ARLZONA CORPORATION COMMISSION. 

ClHAlRMAN COMMISSIONER 

C'OMMISSIONER C OMMIS S IONER COMMISSIONER 

IN WITNESS WHEREOF, I, ERNEST G. JOHNSON, 
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 ) 2012. 

ERNEST G. JOHNSON 
EXECUTIVE DIRECTOR 

DISSENT 

3ISSENT 
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Lawrence V. Robertson, Jr. 
3f Counsel, MUNGER CHADWICK, PLC 
PO Box 1448 
rubac, AZ 85646 
4ttorney for Goodman Water Co. 

Robert J. Metli 
MUNGER CHADWICK, PLC 
2398 East Camelback Road, Suite 240 
Phoenix, Arizona 85016 

Daniel Pozefsky 
Zhief Counsel 
RESIDENTIAL UTILITY CONSUMER OFFICE 
1 1 10 West Washington, Suite 220 
Phoenix, AZ 85007 

Lawrence Wawryzniak 
3948’5 S. Mountain Shadow Dr. 
rucson, AZ 85739 

James Schoemperlen 
39695 S. Horse Run Dr. 
rucson, AZ 85739 

Janice Alward, Chief Counsel 
Legal Division 
ARIZONA CORPORATION COMMISSION 
1200 W. Washington Street 
Phoenix, Arizona 85007 

Steven Olea, Director 
Utilities Division 
ARIZONA CORPORATION COMMISSION 
1200 W. Washington Street 
Phoenix, Arizona 85007 
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1.s 

1 2 

1,3 

1,4 

1.5 

I .6 

1.7 

1 ,& 

X)o&et ’No, W-02500A-20-0382 W M  commenced by the Elhg of a mte application by 
Goodman on September 17,2010. Ln its initial appliatian, Goodman W ~ N  “ p S t h g  an 
increase in revenues equal to $29l,083, or 50.82 percent, fox a total revenue requirement 
of $863,834, and a FVRB of $2,397,419. 

The Commission s&&uled an evidentiary hearing 0x1. the rate application to commence 
on Jme 14,2011. 

Numerous residanis and b t a e & d  parties attended the public comment m&ng and 
voicd heir concern nnd mger towards the Company for the proposed rate increase, 
According to pubIic comment, given the difticult economic times, a proposed rate 
increase of over 50% would came great economic hardship on the residents of Eagle 
@est, h addition, the filing of  the rqueed rate incrase has caused a significant rift in 
the Eagle Crest community as residents loaked upon the. Company and its requested rate 
increase with gmat suspidon, skepticism mid resentment, 

On May 27,201 1, the Chmmkdan issued a Rmcdmal Order continuing the evidentiary 
hearing scheduled .for June 14,201 1 to July 26,201 1. Bec~wa the h e d g  in this matter 
has been publicly noticod to G O ~ C ~ C ~  QII June 14, 201 1, the Commission conducted 
public commat ua tha# dah, Again, z~ummu~ residents and interested parties attended 
the public comrnmt m&g snd v o i d  their concerrzs, skcpticiLm and resentmmt 
towards the Company and the proposed rate increase, 

1 
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1.9 Th 
an 

parties’ litigation p ~ ~ i t i ~ n ~  for heesiag associated with proposed revenue increase 
m were as follrsws: 

Revenuahmma %Inmew rmRB 
b P m Y  $260,649 43,85% $2,298,376 
St@ $202,604 34.08% $2,077,253 
RUCU $603,174 I, 4 7 %  $1,755,118 
htpmenrrrs $-77,517 ” 13.04 % $1,3 1 7,239 

Settlement $138,000 2331% $19755,118 3 

1.1 1 Shortly after the heElling concluded, reprasmWive;s of Ooodmm approached RUCO tQ 
inquire as to whether RUCO FLII~ the Individual htmenars would be interested in a 
possble settlement of the idsues contested in the rMe case. Given thbe mount of anger 
md resentment towards tho Company h h a  Eagle Crest Community resulting h m  he. 
filing offhe rate case, the principals of Goodman decided to reach aut to the htervenors 
and the wrnmunity, an effort to reach an a p m e n t  that would be acceptable to all 
interested parties and begin to heal the rift in the Community, 

Given the relative litigation podtiom of RUCO and the Individual htervenms {see, 
paragraph 1. ,9 above), the Company dccided to Enit explore sdtlement with those p&es 
before involving the Commission’s Staff (“Staff”), Zt was he Company‘s rationale that 
they did not want to wate staff resources in pursuing settlemmt if an agrement could 
not first be reached with RUCO and the hdividual Intervenors, 

1.12 

1.14 On or about August 19, 2011, a sethment conference was scheduled at the offices of 
RUCQ. la. attendance were representatives of  Goodman, RUCO, Mr. SGhoempmlm and 
Mr, Wa-ac. On August 26, 2011, a second settlement meeting was held in the 
vicinity af Eagle Crest with the same partics in %ttendanca. h addition, both principals of 
Goodman were prtssmt. Staff was not Yet a party to the settlement negoti,aaom. 
Subse;qum,tly, the Sbff wm apprised of the contats o€ the Settlment Agrement and 
indicatcd mat i t  did not intend tb bemme a party to the same, 

I 2 
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1.15 

1. ,I6 

1.17 

2,1 

2.2 

2.3 

I 2.4 

2,5 

“he points of conhution tkt  were discussed were as ~QFO~IOWS: o v d l  revenue increase; 
f ~ r  value rate bme; excess capacity; phase-in ofrates; rate design; and stay out pr&sion. 
The parties p e n t  agrd  that the settlernunt would take the form of p. ‘%lack box” 
format in which, ody the spacihc i w  idmtifiad hemin would be agreed to but that no 
specific rwmtidmpense, or rate base adjustments wodd be qpecifically delineatad, 

The purpose of this A g r m d  is to 8 d e  dl issues presmtexJ. by Docket NQ. W-0250OA- 
10-0382 (“Rate Casbr) in manner k t  will promote the public inbest, 

l?m ratmaking pl~t.poses and for tbe p~rp~ses  of this Agreement, the Signatury Parties 
agree for purposes of Docket No. W-02500-10-0382 that fak value rate bnse is 
$1,75S,11&. 

3 
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2.7 

2.8 

2.9 

2.10 

3,1 
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For ratmddng purposos and for thE purposes of this Agreement, the Signatoxy Partics 
agree to the following tchree (3) year phase-in of the Company’s new rates, with 6) no 
compounding betwan annual inmasea, and (ii) the Company wtiiiving i& right to 
foregone revenues and my interat thereon: 

Year 1: 11. .60% 
Ycer2: 5.80% 

Ym3: . 5*809/a-- - - 
23.4 

For rateinaking purpOSf% and fix the purposes of this Agrement, phased-in rates s M 1  
adjmt m d,escribed in paragraph 2.6 above no earlier than 12 months afier new rates go 
into effect This translates to 50 percent of the revenuer increase included in ram h YEBT 
1, an additional 25% of the revenue increase included in rates in Yew 2, and 25% of the 
rwcnue inmease inc1,uded in rates in Year 3. 

For ratemakixtg purposes and for the purposes ~ f t h i s  Ag-mt, the Cornpatty agmm not 
to file for another permanent increase b i t s  rata for w&cr service until at least January 1, 
2015, using a test year no ea15er than twelve (12) months ended December 32,2014. 
n e  COITJ,P~Y retains the right to file for interim %mergmcy” rates, if necessary. 

Thc rate design schedule and i’k average monthly impact on customers i s  attachd hmto 
and ma& a part hmmf as Exhibit A. For a 51’8 x 3l44xlch meter residentid customer, 
comuxning 5,520 gallons, the average monthly impact under the settlmmt will be $7.57 
M 11.3 percent in the first year of the proposed phase-in puriad. For a ?4 inch metsr 
midmtial customer, c m n s d g  6,028 gallons, the average monthly impact under the 
~ & k r ~ ~ e n t  will be $821 or 9.0 percent in the f r a t  par ofthe proposed phaee-in period. 

4 
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3.2 

3 -3 

3.4 

3.5 

3.6 

4.1 

4.2 

4.3 

The Signatory Parka recognize that the Comnission d l  independently confider and 
evaluate the terns of this Agrement, 

wjttzia. g h t y  days afhr the Commission hues an order in this matter, the Company shall 
fils oampliance tarif'& for Staff review and approval, Subject to such review and 
apprbval, such ccmpliamx WiB will become e€factive upon fling fur billing cycles on 
and after that date, 

tbe Commission fails to issue; an wder ndopting all malerial term ofthis Agreement or 
adds d i d  t m s  to this Ageernmt, any or aI1 ofthe Signatory Parties may withdraw 
fivm this Agement, and such Signatory Party or P d e a  may p m a  without prejudice 
their respective remedies @t law, For the purposes o f  this Apmnent, whether a term is 
mataid shall be fef€ to the discxetiwn of @e Signatary Party choosing to withdraw h m  
the Apement, If E Signatory Paey Withdram fkmn the Agreement p m m t  to this 
paragraph and files an application for rehearing, the other S i p t o y  P&es shall s u ~ o r l :  
the application far rehearing by filing a document to that effect with the Commission. 

N. MISCBLLAm~US PROVISIONS 

This Agrecrpent represenh the Signatcry hrhs' mutual desire to compromise and settle 
disputed issues in a manner consistent with the public interest, None o f  the positions 
t h ,  in this Ageemeat by any of the Signatory Patties may be referred to, cited, or 
relied upon ns precedent in my proceeding befire the Camission, any other rqplatov 
agmcy, m any court for tiny purpost except fktheranco of fb Agrement, 

This case presmts a unique set of ciram&irxes and has atkacted a large number of 
ratepayers and residents. TQ achieve C O D S ~ ~ S  €or settlemmt, pa~cipmb may be 
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accepting positions that, in any other circumstances, t b y  would be unwilling to accept. 
f i ~ y  are doing 80 because the Agreement, as a whole, with, its various provisions for 
settling the unique iwuw presented by this case, is consistent with their long-tmm 
interests md with fhbe: broad pubk htaxst. The acceptance by any Signatary Party of a 
qeci f ic  slemmt of this Agmment shall not be comidared a5 precedent for ameptance of 
that element in any other context. 

4.4 AU negotiations relating to thii Agrement are privilegGd and confidential. No Sipmq 
Party is bound by any position mserted 88 exprwsly atnted in this 
Agreement. Evidence of conduct or statements made in tlxe coursc of aeptiahg this 
Agrement ~ h d l  nut be admissible before this Commission, any other rcgrztatory agency, 
DT any court4 

negotiations, 

4.5 This Agreement shall be adopted by the C o m b i o n  in an order that appraves dl 
material terms of the Agreement, including dl rnodifiea6ons made by the Comi~sian 
and apprwed by the Signatory P d e s  in such rn order, 

4.6 Each o f  the b m  and conditions of t h  Agrement i s  in consideration and suppmt of dl 
ohm terns, A ccordingly, the t m s  are not severable. 

4.7 Th0 Signatory Parties shall make reasonable and good faith effol.lis neGessaty to obtain a 
Commission Order approving this AgreenlenL The S ip to ry  Parties &'ll support and 
defend this Agreement before the Cotnrnisaion, If the: Commission adopts an order 
qp~aving dl material t e rn  af this Agreeemmt, the Parties will support &d def'md the 
C~ramission's ordm before any court M regulatory agency in which it may be at issue. 

Executed this 1 5th day of Septamba, 201. I, 
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PROPOSED SETTLEMENT AGREEMENT TYPICAL BILL ANALYSIS 
Resfdentlal, Commercial and Mlsc. 518 Y S/4 - Inch M e w  - Year 1 of Phaeln 

Average N m b r  of Chfiioinors: 531 

Present Plapmed Dollar Peroent 
Company Praposrd Gallons , Rats0 REME lncrrnso Increase 

Average Usage 5,620 $ae.ss $94.~ $27.47 41,m 

Medlm b 5 g e  43QO MD.90 $82.D6 $22.00 =,f% 

Present& Proposed Ratus (Wlthoq Taxee) 
Reaiderttial. Commercial md Mlea. 5/B x 3f4 - Inch Malm- Year 1 of Phase-In 

Present 
Bates 

$42.20 
48.1 b 
60.1 0 
54.05 
68.QO 

63.91 
86.98 
69.82 
75473 

87.55 
9486 

l R l . 7 7  
108.88 
f15.1 
123.10 
130.21 
137.92 
i w.aS 
157 3 4  
1.5865 
166.76 
201.31 
236.86 
272.41 
307,ae 
343.51 
378.06 
55861 
734.66 

i30.e~ 

81 .e4 

Cornpony 
Pmposad 

BiM 

WE20 
sa48 
64.76 
71 +W 
77.32 
8296 
55.5B 
B4.48 
W.86 

111.13 
1222.10 
138.W 
147.08 
160.M 
173.BQ 
187.3 1 
ZQO,72 
211.13 
227.64 
240.95 
254,38 
Pa7.77 
201.18 
318.23 

482.33 
549.38 
818.48 
683.48 

1 ,Ol8.73 
1,363.98 

4 1 u a  

% 
lawmfi 

4.0% 
-23% 
-1 -6% 
-1.3% 
6.6% 
a s  
6.8% 

11,9x 
12.6% 
14.8% 
1&0% 
18.6% 
18.7% 
20.6% 
21.6% 
222% 
22.848 
23.4% 
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PROPOSED SFITLEMENT AQAEEMMT TYPICAL B1LL ANALYSIS 
Resldentlat, Cornrnerclal and MIsc. 518 X 3 / 4  - Inch Meter - Yeer 2 of Phassln 

AVSWD Number of Crlsforners: 63j 

Preaent a Proposad Rata6 (Wllhaut Taxea) 
Reefdenhl, Cmrnerclal and Mlac. 5/8 X W4 - Inch MeUer - Yew 2 of Phase-In 
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Oa&an Watttr Company 
Teat Yew Ended trecembsr 31,201W 

DOCKET NO. W-02500A-10-0382 . 

PROPOSED SEiTlEMEM AGREEMENT TYPICAL BILL ANALYSIS 
Resldentla!, Cmmerclal and Mlse. 518 X 3/4 - Inch Metar Year 3 of Phawln 
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Gnadman Water Company 
Test Year Endlea DePember 31,200s 

PROPOSED EilETTLEMENT AOf3EE.M EblT TYPICAL BILL ANALYSIS 
Reddentla[, Commeml~l and Mlsc. 3/4 - Inch M&w - Year 1 of Phase-in 

Average Numbar of Customers: 86 

Presont & Pmposed Rates (WWlhaut Taxeu) 
RmkIdtvnUql, Comrnetclai and Mac. 914 - inch Meter - Year I QI Phase-in 
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Gaadmm Wator Ccrmpeny 
Test Yaw Ended Oscemkwr al ,  21108 

PROPOSED SETTLEMENT AGREEMENT TYPICAL BILL ANALYSIS 
Resldentlal, Commrclal and Misc. 3/4 - inch Metar 9 Year 2 of Phase-In 

Preeenl Propneed Ddlar Percent 
Cumpony Propaeed Gallons Rsltea - R a t e s  Inarraae Inorease 
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DOCKET NO. W-02500A-10-0382 

PROPOSER SETTLEMENT AQREWUUT TYPICAL BILL ANALYSIS 
Resldentlal, Carnmerclal end Mlsc, 914 - Inch Meter - Year 3 of P h a e l n  

Average Number of Customera: 86 

Prsaent &Prapased Rates {WlthodTaxm) 
Reslclantkl, Cornmew and Ml8C. 3M Inch Mew - Year 3 of Phageln 
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