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Citizens Utilities Company ("Citizens"), Citizens Water Services Company of Arizona 

("DistCo"} and Citii0ns Water Rasourws Company of Arizona ('TreatCo") submit this Joint 

Application to the Adzona Corporation Commission ("Commission"} for all of the following:' 
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1. 

2. 

3. 

4. 

5. 

Issuance of a CeRificate of Convenience and Necesslty ("Certificate" or ''CCaN") 

to OistCo authorizing it to provide potable water and wastewater public utility 

sewices to a planned community development known as The Villages at Desert 

H~~IS 

issuance of a CC&N to TteatCo authorizing it to provide potable water and 

wastewater treatment and disposal services to DistCo and non-potable water 

distribution cpervices to the Project. 

Approval of the Agreemnt for The Villages at Desert Hills WaterMlastewater 

Infrastructure ("Agreement"), between DistCo, TreatCo, Del Webb Corporation 

(Webb") and The Villages at Desert Hills, Inc, ("'Developer"'}, including the initial 

rates set forth in Exhibit 0 thereto. 

Approval of the WtilterMfastewater Purchase Agrement ("Purchase Agreement") 

betwsen DistCo and TreatCo. 

Approval of the formation of DistCo and TreatCo as wholly-owned subsidiaries 

of Citizens and, in connection therewith, issuance of such additional approvals 

as may be required under A.C.C. R14-2-803(A) and R14-2-804(B}. 

Joint Applicant@ request for the issuance to DistCo of a CC&N (items 1 and 2 above} is 

expressly ccrnditionad on the Commission's approval of items 3, 4 and 5 above without 

amendment or modification, 

In support of this Joint Application, Citizens, OistCo and TreatCo state as foilows: 

24 

25 

Under €he terms of the Agreement and the Purchase Agreement, Commission 
approvats (without amendment QI mbdifia+ion) are conditions subsequent to the 
effdveness of those agreements. In addition, bie issuance and approval of less than all 
of these items enables termination of the Agreep rent and the Purchase Agreement. 



a i  2 
llyTRdMIcfiocy 

1. 

C k m ,  a Delawam corpotatian, is a diversFFisd public utility which, through operating 

divisiorrsorsubsii 

to approximatdy t .8 million cuaptometrr in 20 states, including Arizona. Under authority granted 

by the Commission, Citizens provides water and wastewater utility services to the public in 

particmas of Mabpa County, Ar&m, and water utility gcBNicBs to a portion of hhhave County, 

, provide8 mmunhtions, eiectrjc, gas, water, and wastewater service 

2, 

Arkma OMpOratiMI and wholiy-owned subsidiary of Citirtans. 

and w8aewBber utility snsnirces (spedfkaliy, potable water distribution 

services) to ttrs public in Arizona. 

3. 

TmatGo is a i w w t y - m  Arirtana cwpomth and wholly-owned subsidiary of Ciens. 

?'reat& will p:svide potable water and wastewater treatment services (including effiuent 

, sale aml muse) and nong~Mbk water d~~~~ servims to DistCo and others in 

4. 

Dsvelaper, an Arizona corporation and whoMy-owned subsidiary of Webb, proposes to 

nenn planned community in Maricopa Cwnty, Arizona, to be known as The Villages 

iiiils (the *Projeer). 

5. 

W b ,  a tbkware cocpoTBfIoll, is a national#pmccignized developer of master-planned 

iear, including Sun City, Sun City Wt, Sun City Grand and other areas in the 

h n  Phoenix, Arizona area. Citizens, through existing subsidiaries, provides water and 

r dervim to the Sun City communities Webb, under a 100-year water lease, has 

rtain water rights from the Ak-Chin Indian Community and the United States of 

"Akehin Watet') ttW will serve 9s the m u m  of water for the Project and that 



will facititats devekrpmcant of the Project. A copy of the water lease is attached as 

to tha Agreeamsnt (which is Attachment 3 to this Joint Application). 

8, 

fhe Project will be developed on 5,681 acres north of Phoenix, Marimpa County, 

W n t  tu lntsrstate 17 approximately 20 miles from downtown Phoenix. As currently 

Pfo@A will consist of a mix of residential homing units, multi-family units, 

blishmnts, schools and other users totaling up to 14,500 equivalent residential 

Approximately 4,756 acres of the Project is located east of Interstate 17 in 

Marimpa County. The remaining approximately 905 acres of the Project is 

within the municipal boundaries of the City @f Phoenix, Arizona. The legal description 

ctuding that portion of the Interstate 17 right-of-way dividing the Project, is 

ment 1, A map depicting ths pnoposed Project as of August I, 1997, is 

E to the Agpement (which is Attachment 3 to this Joint Appllcation). 

As a proposed new commmty, the Project has no existing water and wastewater 

~ n ~ s ~ ~  and, &us, is not being 8 8 w d  by {and is not in the certificated area of) any other 

water or wastewater public sarvicia corporation. 

8, 

In entering the Agreement and making this Joint Application, Joint Applicants are 

fewrponding to ttWt cwed for water and wastewater services in the Project. A significant amount 

of water and was#tewsrter infrastructure (including an approximately 9-mile pipeline that will 

transport the Ak-Chin Water from the Central Arizona Project canal to the water treatment 

campus for the Project) is required to be constructed and in place before serving the first 

customer in ttw Project. 

t 
9. 

t. 

As of Septsmkr 29,1997, Citirens, DstCo, TmtCo, Webb and Developer entered into 

"Agrement for The Villages at Desert Hills WaterMlastewater Infrastructure" (the 



i I! ~ A g r ~ e n ~ ~ . ~  The Agreement contemplates that: 
@ *tl 

If 

21 

22 

23 

a. 

b 

c. 

d. 

e. 

OistCo will provide patabk water dWbution and wastewater collection servtces 

for the Project and, to that end, will obtain any necessary governmental 

authorizations (including a CC&N from the Cornmission). 

frsratco will provide water and wagtewater treatment services (including effluent 

dtsposal, sale and reuse) that will enable the provision of potable water 

~ j $ ~ ~ ~ ~ ~ n  and wastewater colktction services by OistCo and the provision of 

non-potabk water distribution services by TreatCo and, to that end, wilt obtain 

any necessary governmental authorizations (including a CC&N from the 

Commission). 

Webb will sell to TreatCo the untreated Ak-Chin Water that will enable TreatCo 

and DisK’x, to provide the services contemplated by the Agreement. A summary 

regarding the Ak-C&h Water is attached as Attachment 11. 

The %ackbans” transportation faciliities and the initiat phase of the 

waterhastewatear infrastructure will be constructed under the direction of 

thekrper, while the subsequent phases of the infrastructure will be constructed 

under the direction of TreatCo. 

Citizens, through advances in aid of construction (“AIAC) to TreatCo, will fund 

up to $24 million of the costs associated with obtaining the Ak-Chin Water from 

Webb and constructing the waterfwastewater infrastructure. Webb and 

Developer will fund the balance of those casts. The parties will be reimbursed for 

those casts by the reimbursement and refunding mechanisms set forth in the 

Agreement. 

An Exscutive Summary of the Agreement is attached as Attachment 2, A copy of the 

Agmmnt IS attached as Attachment 3. 

28 Citizens, WeM, and Deweloper signed ihe Agreement on September 29,1997, and 
QistCo and TreatCo signed it on October 3, 1997. 
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10. 

As provided in Section 8,f6 of the Agreement, before DistCo is required to provide 

potable water distribution and wastewater collection servkes to a specific subdivision or 
commercial property, each applicable builder (the "Builder"') will be required to enter into a 

Water Facilities Line Extension Agreement and a Wastewater Facilities Line Extension 

Agmmnt with CtistCo (the *'W). The LXAS are to be substantially in the form attached as 

Exhibit J to the Agreement and in accordance with DistCo's then current tariffs and rules and 

rt3gufrrtions approvect by the Cornmissin. The UAs provide for construction of the portion of 

the ~ f e r ~ ~ ~ ~ ~ t ~ r  bciliticas serving the specrfic subdivisions or commercial property, 
including the potable water distribution system and the wastewater colleaoon system (but 

excluding the "backbone" transportatbn facilities and the productionhreatment facilities). 

1% 

Joint Applicant$ submit that the Agreement is reasonable and in the public interest and 

sttoukj, themfore, b8 appmvd by the Commission. 

SF AOREEMENf 
42. 

As required by Section 5.1 of the Agreement, 85 of September 29, 1997, DistCo and 

T'wtCo entered into a 'WatefNVastewater Purchase Agreement" (the "Purchase 

The Purchase Agrecament provides for (a) the transfer by TreatCo to DistCo of potable water 

for male for the purpose of Dis?Co's providing water and wastewater utility services in the 

Project, and (b) the transfer by OistCo to JrcSatCo of water derived within the Project for 
treatment and disposal or reuse. A copy of the Purchase Agreement is attached as 

Attachment 4. 

13. 

Under the terms of the Purchase Agreement, TreatCo will transfer to DistCo potable 

water for resale, for the purpose of enabling DistCo to provide water and wastewater utility 

OistCo and TmatCa s e e d  the Pmhase Agreement on October 3, 1997. 



services in erccofdance with the Agreement and in quantities sufficient to meet the demands of 

Biatco's c u s t m ,  in addition, DistCo will transfer to TreatCo for treatment and dispow#, sale, 

recharge or reuse all wastewater in accordance with the Agreement. In consideration for the 

potable water and t h ~  wastewater transferred under the Purchase Agreement, DistCo will pay 

T W O  an amount determined in aocxlrdance with rabs approved by the Commission. Under 

the Purchase Agreement, TreatCo's rates will not exceed the rates set forth in Section 4.5 of 

the Purchase Agmnwnt for the three-year period beginning on the date OistCo first supplies 

water tu a residential customtar. The beneficial rates to be experienced by DistCo are based 

upon TmatCo's assumption of certain risks, including: 

a. TreatCo's funding of up to $24 million of waterlwastewater facilities for the Project 

88 provided in the Agmment, 

A gwrantee that TmatCo and DistCo will not return to the Commission for rate 

relief during the fimt threa yean rates are in effect. 

A guarantw that fates of return earned by Disco and TreatCo will be capped for 

the inWl rate period (not less than three yearn) after service commences, subject 

to refund if rates of return exceed the specified levels. 

A guarantee that rates charged to DistCo for treatment services will not exceed 

spaded buds until the Praject is substantially completed, regardless of how 

stowIy customers are actually added, subject to the parameters set forth in the 

Purchase Agreement. 

Use of a deferfed method (based on customer additions) to calculate and recover 

depreciation expense on TreatCo's facilities that are built to transport, treat and 

deliver water and to collect and treat wastewater. 

b. 

c. 

d, 

e. 

14. 

88 dliatas of each other and in tight of the Purchase Agreement and the Agreement, 

@&I Joint Appticant will provide the Commission access tu its books and records under A.A.C, 

-7- 



16. 

Joint Applicants submit that the Purchase Agreement is reasonable and In the public 

interest and should, therefore, bs approved by the Commission. 

IF- OF C0NV-F AN6 wEcEsslW 
16" 

Joint Applicants request that (I) DistCo be issued a CC&N authorizing it to provide 

potable water and wastewater u t i l i  sewices to the Project. and (ii) TreatCo be issued a CC&N 

authorizing it to provide potable water and wastewater treatment and disposal services to 

DiMh and non-potable, water distrilclutbn services to DistCo and others. In support of that 

request, Joint A p p h t s  provide the foilowing informtion required by A.A.C. R14-2402(A)(2): 

The principal business address of both OistCo and TreatCo is 15626 North Del 

Webb Boulevard, Sun C i ,  Arizona 85351. The officers of both OistCo and 

TreatCo am: MF, Daryf A. Ferguson, President; Mr. Robert DeSantis, Vice 

President and Treasurer; Mr. Ronald E. Walsh, Vice President; and Mr. Charles 

J, W e b ,  srtcratary. 

C o p k  d DistCo's Articles of lncorpomtion and Bylaws are attached as 

Attachment 5, Copies of TreaCo's Articles of Incorporation and Bylaws are 

attached as Attachment 10. 

The type of plant, property, or facilitiss to be constructed is described In 

Attachment 6 

A complete description of the facrtities is set forth in Attachment 6. 

The initial rates propostad to be charged by DistCo and TreatCo, respectively, are 

s& forth in Attactrmsnt 13. 

The estimated total cost of the proposed construction is described in Attachment 

2. 

The manner of capitalization and method of financing is discussed in paragraph 

(h) below. 

Far mtemaking purposes, and consistent with Commission practice with respect 



to previoukl Citiiens' applications, all funds necessary for commencing operation 

of OistCo's and TreatCo's proposed services will be provided by their parent 

company, Citizens, which is financially sound and has the financial resources to 

undertake this project. A copy of Citizens' 1996 Annual Report to Shareholders 

is attached as Attachment 7. 

Estimated revenues and expenses am discussed in Attachment 2. 

The estimated starting date of the proposed construction is 1998 and the 

expected completion date for the Project is 2017. 

A eolor-coded map of the propxed service area is attached as Attachment 0" 

DistCo's and TmaCo's service areas are the same, but their services are 

dffferent: DistCo is to provide potable water and wastewater utiltty services to the 

Pnyect, whik TmatCo is to provide potable water and treatment and 

disposal services to UiGo and non-pdable water distribution services 50 Disco 

and others. 

Appropriate city, county andlor state agency approvals will be obtained for each 

phase of construction, as discussed in Attachment 6. W4hin 30 days of the filing 

of this Joint Application, DistCo and TreatCo will make a filing with Maricopa 

Coum, Arizona (*Maricopa County") to obtain franchises for the approximately 

4,756 acres of the Pmject within unincorporated Maricopa County, With respect 

to the poRion of the Project located within the municipal boundaries of the City of 
Phoenix, Arizona ("Phoenix") the Office of ?he City Manager of Phoenix has 

indimtad by Mer  dated November 14, 1995 (a copy of which is attached as 

Attachment 11 1 that it would recommend to the Clty of Council that the portion of 

the P r w  within Phoenix be served by the same integrated water and 

wastewater system that serves the remainder of the Project Vdtthin 30 days of 

the filing of this Joint Application, DistCo and TreatCo will formally request that 

Phoenix grant the appropriate author@ to DistCo and TreatCo (whether by 

means of operating agrtsments or otherwise). DistCo and TreatCo anticipate 

-9- 



e '  2 
that the approvals of Maficopa County end Phoenix would be obtained with 90 

to 120 dap after quested by DistCo and TreatCo. 

m The estimated number of customers to be served by the Project, up to 14,500 

EROa, is discussed in Attachment 2. 

Joint Appffcants' request for the issuance d CC&Ns is expressly conditioned on 
the Commission's approval of the Agreement and the Purchase Agreement 

without amendment or modification. If the Commission does not provide these 

approvals, Joint Applicants reserve the fight to withdraw their request for 

issuance of the Certifbtes. 

n. 

$7. 

Joint Applicants will provide notice of this Joint Application to Developer and the Arizona 

a-t of Trzwtsportatbn, the only property owners within the area sought for certification. 

auit that notice has been duly provided (or a written waiver of notice) will be filed with 

ttke C~~ as won as the notification has been completed (or written waiver of notice has 

18. 

Commission appfqval under A.C.C. Rl4-2-1303CA) and R14-2-804(8) 

ofthe mfpmtte r ~ n ~ t i ~  in forming and funding DistCo and TreatCo as whollyswned 

e following information 

rqUir& by A-A-C. R14-2-803(A): 

a. The names and business addrtasses of the officers and directors of Citizens have 

not changed. 

The business purpose for reorganizing Citizens is to form two new wholly-owned 

subsidlarigs UistCo and TreatCo to provide services as described in this Joint 

Apphticm. 

b. 

method of financing the two new subsidiaries is by equity 

inwmfmnt and operating fund advances to be made by Citizens to DistCo and 

-10- 



d 

e 

f. 

h 

i. 

1. 

I"matCo% In adbitton, Citizens will provide AIAC to TreatCo as described in this 
Joint Application. 

There is no resultant effect on the capital structure of Crtizens. 

A schedule that identifies all affiliates of Citizens and their relationships within 

CWms is attached as Attachment 9. 

The propassd mthod far allocating federal and state income taxes to the new 

is the calculation procedure adopted by the Commission in the last 

fhem are no anticipated changes in Citizens' cost of service and the cost of 
cap&$ atkibutnbk to the teorganbtion and addition of DistCo. TreatCo, as 

In the Agreement attached as Attachment 3 (and in the Executive 

Summary attached as Attachment 21, will have a cost of capital that will be 

trig for a Ciaens' u t i l i  aperation in Arizona. 

asis points greater than DistCo's cost of capital. 

DistCo has no plans to diversify into unregulated businesses. TreatCo has no 
plana to divethiiry into any busifitirss other than its business as described in 

Paragraph 11'1 of this Joint Application. 

No dmmnts or filiirrgs were made with the United States Securities and 

Exchange Commisrsion or other federal or state agencies pertaining to the 

formation of th?tp subsidiaries and, therefore, there are no relevant documents 

m W  thereto, Copies of the Asticles of lnmqmktion and Bylaws of DistCo and 

of TrmtCo are attached as Attachments 5 and 10, 

Citizens* contemp4ated cumulative investment in the two new subsidiaries for the 

next five pars is approximatety $24,OM),OOO, which represents approximately 

20.0% of projected net utHii plant. The reasons supporting the level of 

invmbnent and the masons this level will not increase the risks of investment in 

Citizens is that the $24 million advance to TreatCo is a small percentage of 

c i  t a t  1 and, %!Me the risk on the TeeatCo investment is greater than 

the risk on the present invesmnt of ttrose funds, it will not materially increase 

-1 1- 



the overall risk to Citiiens. 

Citizens can assure that adequate capital will be available for the construction of 

necessary new utility pknt and for improvements to existing utility plant at no 

greater cost than if the two subsidiaries had not been formed because Citizens 

woutd require similar returns for the investment in either subsidiary. 

k 

- 
$99. 

Joint Applicants respacffuily request that this matter be considered by the Commission 

a$ quickly as possible because time is of the essence to meet the antkipated needs for service 

In tke Pfupt. ReGclgniting #ws@ practical constraints, under Section 14.16 and 14-23 of the 

Agntemant, the A@8ment Is subject to termination if (a) the Commission does not issue and 

approve all of the items requ in thii Joint Application, (b) the Staff Report is not issued by 

March 16, 1998, or Q the Commission’s Order is not final and non-appealable by August 15, 

1998. In addition, Commission approval of the Agreement and the Purchase Agreement 

without amendment or modification is a condition subsequent to the continued effectiveness 

of thwe agwmwnts, 85 provided in W o n  14.16(a) of the Agreement and Section 7-13 of the 

Purchasa Agrwmnt. 

XIV. 

All communications regarding this Application should be addressed to the following 

rcbprm?ntat%ues of Citizens: 

Ray 3am 
E hemy and Development %wIces Manager 
~ X m s  uti ities Company 
1sEE.26 North Del Webb Boulevard 
Sun City, Arizona 85351 

and 

Beth Ann Burns, Associate General Counsel 

Phoenix, M o n a  85012 

-1 2- 



GQkawim 
For the foregoing masons, Joint Applicants respectfully request that the Commission 

~x~~~~ prcmss this Joint Application, schedule a public hearing and issue an Order that: 

Grants DlstCo a CC&N to provide the potable water and wastewater utility 

stlnrices contemplated by the Agreement in the Project. 

Grants TreatGo a CC&N to provide potable water and wastewater treatment and 

disposal to81vic88 to OHitco and non-potable water distribution services to DistCo 

and others as contemplated by the Agreement. 

Approves the terms and provisions of the Agrmment, including the initial rates 

mt fur& in Exhibit 0 thereto. 

Approves the terms and amlitions of the Purchase Agreement. 

Approves the formation and funding of OistCo and TreatCo by Citizens and, in 

cxlnnecfion therewith, bum such additional approvals as may be required under 

a+ 

b, 

c. 

d. 

e- 

AGC. Rl4-2-803fA) and R14-2-804(8). 

15 O A E D  Qctober 29,1997. 

16 Respectfully submitted, 

I t  

Craig A. Marks, Associate General Counsel 
Citeens Utiiities Company 
2901 N. Central Avenue, Suite 1660 
Phoenix, Arizona 85012 

and 

Terence W. Thompson, Esq. 
Galla her 81 Kenned , P.A. 

Phoenix, Arizona 85004 
2600fJorfh Central x venue 
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ATTACHMENT "9" 

LEGAL BfISCRtPTION OF THE PROJECT 



ng Easterly right ofwsy tim, North 5 
mcmda Wiest EI distance of 3'1 11.85 feet; 

South 22 &grass 13 minutes 06 seconds East a distance 

ttrSncrr South 5 bcrglr;ae#r 21 minute8 40 mconds East a disbncs of 
It I 170.24 fwld bo the south Ib of rraM Serdion 15; 

long aa# South Ih, North 89 degrecrs 55 minutes 38 
W a distance of Ml.05 feet to the POINT OF 

iI3EGlhlNING; 

AkK, EXCEPT that part uf the souttmrea quarter of said Secfion 15 lying 
WeslMy ofthe Easterly right of way line ofthe Arizona Department of 

Hlighw,sv designatad Interstate 17, said EastStqr right of 
a Hm, dsri*ribad BII folknmr: 



BEGINNING at the South quarter corner of said Section 15; 

fhenoe North 89 degrear 50 minwtes 02 second8 West along the 
Southerly line of said Section 15 8 distance of 147.76 feet to the 
TRUE POINT OF BEGINNING; 

m n s e  North 5 degraes 26 minutes 37 seconds West to a point on 
the Northerly line of said Southwest quarter of Section 15; 

No-t quauter of W o n  16; 

The East H of Section 22, 

WCEPT that part of mid East H of Seetion 22 lying Westerly of a line 
describd 88 fall-: 

BiEGlNNlNG at tb North quarter comer of sa# Section 22; 

fhance along tha Northerly fine of Said Section 22, South 89 
minutes 38 secands East a distance of 481.05 feet to a 

poi& being the TRUE POllNT OF BEGINNING; 

rcel known as Arizona 
Rmt Area Right of Way %W- 

77855 T W  2, 

thence along said Esrsterfy line of Tmt 2, Soutt, 5 degree 21 
minutes 40 seconds East a distance of 829.76 feet; 

them continuing along said Eastc4tly line of Tract 2, South 12 
derl;lm 19 minutes 44 seconds West a distance of 1,994.31 feet 

Highway desinottsd Interstate 17; 
of way line of the Arizona 

thsnoe akrng said Easterly line of Interstale 17, South 5 degrees 26 
minuites 37 wmdr East a distance of 348.28 feet; 

then- oontinuinb) akrng mid Eastedy fine of Interstate 17, along a 
t ct#ve concave to the West with a radius of 7,043.72 feet a 

diaancls of 1,808.31 feed though a central angle of 13 degrees 55 
minutes 30 SCKxMds; 

thence continuing atong said Easterly line of Interstate 17, South 8 
degrees 33 minutes 50 seconds West to a point on the Southerly 
line of said s14ction 22; 



ihet pwt of said Section 27 iying Westerly of the, Easterly right of 
tion Highway designated 
a line described 8s 

BEGINNiNO the South quarter airnet of said Section 27; 

7hQno6 Norttr 89dscjnres49 minutes 29 secondswest along the 
s o u t k i y h o f d  
TRUE POINT OF: BEGINNING: 

27 (B distance of 9.04 fwt to the 

ngent curve concave to the East with 
14 dqra48 35 minutear seconds west and 

bet a dkdancrb of 3,959. feet through a 
de$- 9 minutes 30 seconds; 

8 d e g m  33 minutm 50 seconds East to 
tirraofmMSectlon27; 

UIZItoeK oftbe N0ttheaUr;s quarter of said SectiQn 



ATTACHMENT *'Z** 

UuECUfwe SUMMARY OF THE AGREEMENT 



[ATTACHMENT 4 

CnvzlENS UTILITIES CWPANY 

APPLICATION TO PROVIDE SERVICES TO THE VILLAGE AT DESERT HILLS 

F SlJMkuRy OF THE PRQSX,  

A-S AND THE FI- 

Cixizenas WitiaS Company (“Mzens”)’ and certain of its subsidiaries have 
mtmtlsdwith olrsl Webb Corporation and its subsidiary, The Villages at Desert Hills, Inc. 

f treatment and utility setvices to Webb’s 

currently referred to as the Wages at Desert Hills (the 

toped on 5,661 acres, adjacent tu interstate 17 

8 has formed two companies, which 

liver potable water and wastewater 

&ens Water Resources of Arizona 

nt of the raw water needed to serve 

etmtmentand dksposal wrvies forthe wastewater from 

The gcscond company, C&ms Water Services Company of Arizona 

(“DkptCo?, will provide the distribution of potable water and the! cotlsction of untreated 

wastewater. Under this pkn, lrmtc;o, with aip~mxinateiy $100 million of total plant 
inwtmnt, will bis tncs! ”Gemration and Transmiaaion“ company, and Disco, with 

appmximately $23 mllion of total p h t  investment, will be the ”Distribution” company. 

Cepi.taliz8d t e r n  irr this &mcudve Summary have the same meaning as in the 
Aa;l nt. 

1 



As currently pkrnned, the Project wiit consist of a mix of residential housing units, 

~u~~~~~~~ units, cammerclal establishments, schools, and other places totaling up to 

14,500 equivalent residential unit8 ("ERUs"). Absorption is projected at approximately 800 

ERUs per year over an 1 &-year parid beginning in 1999. Webb and Citizens will construct 

or advance ttte plant necessary to provide the transportation, treatment, disposal and 

backbone f;ac;ilitieS which will be included in TreatCo. Separate Builders, some of which 

will be Webb affiliates, will construct the distribution and collection facilities that will be 

included En DistGo, Funds for the TreatCo facilities wil! be advanced under a contract 

k W n  Citiiens and Webb, while the Disco facilities will be advanced under line 
wctensron agreements {"W) sirnifw to those currently used by Citizens' other Arizona 

~ ~ ~ n ~ ~ .  

The tW-y@arerasured water supply for the Project is provided through a 100-year 

se agreement for a total of 40,000 acre feet ("AF"') per year that Webb has with the Ak- 

Chin Indian ~ o ~ m u n ~  and the United States. Under the Agreement {Attachment 3 to this 

.Mnt ~~~~~, up to 7,500 AF of Ak-Chin water per year, an amount sufficient to serve 

at full duiid-out with nsoessafy msem capacity, has been sold by Webb to 

23% TreatCo hdlities will include an approximately Smile pipeline frm the Central 

ana Praject (*CAP") canal to the ttecttment canpus, which will be located on 

 to^^^^ 53 m$ within the Project. This pipeline is eathated to cost $8.0 million 

and should b8 completed by the third calendar quarter of 1998. The Phase I water 

~~~~ bciliti9tr will be completed by the second calendar quarter of 1999 at a cost of 

approxirrteJy$tj2 million. These facilities will have the capacity to serve approximately 

1 ,OOO ERUs, with add nal capacity constructed as development of the Project proceeds. 
Phase I wastewater facilities will be completed by the second calendar quarter of 1999 at 

a Cost uf approximately $3.4 million+ These facilities will have the capacity to serve 

~ ~ ~ ~ i ~ a t e ~ Z * ~ ~ ~  ERUs, with additionalcapacity added as development proceeds. The 

one Faditi@s") will be constructed as necessary to provide 
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potabk wtw and wastewater mrvices to subdivisionsand similardevelopments within the 
Project, wcth ~ ~ ~ a ~ l t a t ~  Builders constructing al of the home$ in Phase 1. It is 

wtimzlted that the initiai Backbone Faciliies will be ready for service by the first calendar 

quarter of 9999 and will be capable of serving approximatety 2,500 ERUs, 

One of the biggest challenges in modeling this project was the allocation of risk, 

Unlike most of the communities developed by Webb and other developers, a srgnificant 

amount of watw and wastwatef infrastructure is required to be constructed and in place 

prior to mwmg the first customer in the Project, The construction cost for the water 

t ~ a ~ s p o ~ a ? ~ ~  system from the CAP canal to the Project plus the construction cost for 

Phase I of the water treatment plant, wastewater treatment plant and the initial backbone 

j ~ ~ $ t r u ~ ~ ~ ~  wit# be approximately $30 million before a single customer is connected in 
mid-1999. In fad, approximately $60 million - or one-half of the total utility plant - will be 

and serving custdmsrsafter the first five years of home sales, when about one 

quarter or 3,7W wstomm wifl be in place and taking service. Under Webb's annual 

absa~tion estimate of 800 ERUs added to the Project, this fixed infrastructure will be 

utilized during th0 term af the Project. Should shortfalls in absorption targets be 

%the significant fixed infrastructurewill be in place without sufficient customers 

to suppdrt It. This would, without the structure and proposals presented by Citizens, result 

in ucraccleptabiy high rstes to the water and wastewater utility customers of the Project. 

The TrmtColOistCa structure allows Citizens to separate the investment required 

tQ P sawice into two categoria. TreatGo will require substantial investment before 

a Mg)s customer is OR line to take utility service. This results in an initially high investment 

per customer, which wili not be reduced to mare "normal" levers until the Project is more 

Haan ontl-haff m p l e t e  in approximately 2Q08. These investment costs would ordinarily 

ba paSS@d on to OistCO and its customers through the charges DistCo pays to TreatCo, 

buf the risk-p nprwsions cmntzined in Article V of the Purchase Agreement allows 

the Arizona Cotporation Commission (''t :ommission") to protect the DistCo customers from 
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risk that the Project will not achieve the build-out levels includd in the projections. 

Arficla V of the Purchaw A g m e n t  provides for sevefal mechanisms to shield 

Of$Co and its cueturners frm the developer rlsks that would ordinarily be associated with 

af this sire and magnitude. These mechanisms are as follows: 

(If By segregating the transportation, treatment and production assets 

and inchding them in Treatco and then fixing the transfer price between TreatCo 

and h tCo ,  YraatCo assumes significant risks that might ordinarily be borne by the 

ultimate utility customer. If the number of connections fails short of current 

pro&stmns, TreatCo revenues, hence overall rate of return, would decline while the 

~ ~ ~ u s ~ r ~ $ t  of treatmentwould not decline at the same rate. Rates to OistCo 

customr?lrs wuid not reflect this increased cost per customer for treatment services, 

wen Shough fewer customers are on line to support the fixed infrastructures that 

TreatCo must have to serve even the first customer, as well as customers during 

t b  first half of tha bJW-out of the Project. 

(2) Recovery of depreciation expenses is deferred untii approximatef y 

of planned absorptian is reached. This protect$ DtstCo's customers from build- 

aut delays by delaying movery ofths deferred depreciation until the build-out levels 

have been attained* 

(3) Treatment of Ciiens' initial investment as developer's advances in 

base in the initial years, aid of w n s ~ ~ n  ("AIAC) will reduce TreatCo's 

rssutting In a krwcar revenue requirement and lower rates to Disttco's customer. 

Citizens has agreed to cap returns on its investment at specified rates 

during the initial rate period (3 to 5 years) and will refund any earnings in excess of 

those initial returns to customenwhen the Commission reviews DistCo's operations 

after the initial rate period and establishes permanent rates. Conversely, shortfalls 

in OVefalf rate of return during initial rate period will not be recoverable. 

(4) 
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As shown in the attached model developed by Citizens (the “Model”). Citizens is 

sseking approval of an opportuni!y for TreatCo to earn an overall rate of return (“ROR) on 

its invested capital, based on original cost rate base (“OCRB”), that will be approximately 

300 basis points greater than the ROR on OCRB set by the Commission for conventional 

water and/or wastewater utility companies like DistCo. This additional return is intended 

to compensate TreatCo for the additional risk that would not otherwise be passed through 

to DistCo’s customers. This higher ROR will also compensate TreatCo for the risk 

asSOciated with offering a guaranteed ceiling on ROR that can be earned by TreatCo and 

DistCo and for potential refunds to DistCo customers that TreatCo is proposing for the 

initial rate penod. In addition, TreatCo and OistCo have agreed that there will be no 

increase in rates for the first three years after customers have begun taking service. 

TO PRQUESS THB APPUCAIIO@4 

Citiiens will be working closely WRh the Commission Staff (“Staff) and any other 

intervening parties, such as the Residential Utility Consumers Organization (“RUCO). to 

provide data to attain a Staff Report by March 15, 7998, and a final Commission order, 

vvtrere all appeai periods have expired, approving the Agreement and granting Citizens the 

Certificate of Convenience and Necesstty to serve the Project by August 15,1998. 

This ~ ~ ~ ~ o v ~ ~ ~ ~ e  relationshipbetween Citizens and Webb regarding the 

#OW of funds far the construction of facilitiss in the Project and the provision of services to 

the c m m n  who reside in the Project. The Agreement is included as a component of 
M Joint Applicertian, 

1. Webb is responsible, for example, for (a) providing the assured water 

supp&y; (b) constructing and funding the offsrte transportation pipetine, Phase i of 

the water treatment end wsstewater treatment plant, and the backbone facilities; 

and (e) funding far the sub3pKju jnt phases of the offsite facilities and the water and 
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wastewater treatment plant. In addition, Webb will notify the Builders of the 

raquimmnt to pay the capactty reservation charge (,,,Re) due to TreatCo for ea& 

ERU to be connected to DistCo's distribution and collection system. This provides 

a riavenue murce to TreatCo from Buiiders within the Project. 

Citizens is responsible, for example, for (a) providing up to $24 million 

of funds during the first five years of construction as an advance to TreatCo to repay 

Webb for approximately50% of the construdim funds required during that period; 

(b) operating the water and wastewater treatment plants (TreatCo); (c) providing 

potable water and wastewater collection services to the utility customers (DistCo): 

fd) paying refunds to Webb and Citizens (TreatCo) and to Budders (DistCo): and (e) 

constructing subsequent phases of the offsite facilities and the water and 

wastewater treatment plants (TreatCo). 

2% 

The Agrement provide8 that DistCo will enter into u[As with each 8uilder for the 

d~ t~bu t jon  and collection piant that will be required for the Builder's development. It is 

estimated that approximately 50% of the AlAC provided under the WAS will be refunded 

to the BuiMers, based on 10% of revenues. The AlAC provided to TreatCo by Webb and 

Citizens will be refunded up to 100% based on ERUs connected to the system. The 

Agreement also provides that the Builders will pay a CRC to TreatCo that will provide a 

mvenue stream for TreatCo to reduce the revenue requirement otherwise due from the 

DistCo customen. Thage CRCs range from $1,000 at the beginning of the Project to 

$4,85Q once the Project is appmximately 55% built-out. 

A separate agreement betwen DistCo and TreatCo("PurchaseAgmmenr')for the 
provision of potable water and wastewater collection senrices is also included with the 

AppS'rcation. The Purchase Agreemat provides, among other things, for a 50-year term 

with a renewal option for 5O-yerars; naxjmum charges per thousand gaitons of potable 
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water dalivemd by TmatCo to DistCo: and restrictions on DistCo providing service to a new 

customer until proof of payment by the Builder of a CRC to TreatCo, which will insure 

TmrstCo's ability to recognize all of its revenue from this source. 

IPTION OF THE FINANCIAL MOOU 

avERyiEw 

The Model was developed to assist in the calculation of rate base, cash flow, 

revenues and expenses resulting from a planned development of a community and 

provision of the associated water and wastewater services over a number of years. The 

mutts of the assumptions used are contained on page 1 of 5 in the Summary section. 

The calculations in the Model take into account, by year from the start of construction to 

the final build-out: 

1. Construction expenditures (Scheduie 6); 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

1 1. 

12. 

Sections of the Model are linked so that changes in one of the assumptions will be 

reflected throughout the Model and the impact on the final rate of return ("ROR) will be 
reflected on the Summary, Page 1 of 5. Citizens and Oistco are providing the Model to 

Customer additions, by service category (Schedule 0); 

Custom usage patterns (DATA SHEET); 

Water usage and wastewater treatment levels (DATA SHEET): 

Initial rates and subsequent general rate increases (DATA SHEET); 

Operating expenses for DisCo (Schedule H); 

Operating expenses for TreatCo (Schedule I);  

Refunds of advances in aid of construction (Schedule M); 

Deferred incame taxes (Schedule K); 

Cash flow statement (Schedule M); 

Deferral and recovery of depreciation expense (Schedule J); and 

Earned rate of return calculations (Summary Schedules). 



asskt the C ~ m i ~ ~ n ' $ ~ w ~ l u ~ n  of the initial rates for the scbnricss to be provided to the 

customers at the Project. 

C O W  IN 

This page provides an index of the schedules contained in the Model. The number 

of pages contained in each schedule is shown on the listing together with a brief 

deacriptton of the contents. 

SUMllllARy 
The Summary schedule section shows various assumptions that have been used 

in the Model c8iculations and also shows the RORs and Statements of Earnings for each 

of OistCo and TreatCo during the 20 years covered by the Model. The RORs are shown 

for OistCo in column [ 11, TreatCo in column [2], and combined in column [3] for each year 

and an average for 5-year increments. The initial charge per customer per senrice that 

TreatCo will make to OistCo for the delivery of potable water and treatment of wastewater, 

ia shown in column 141 on line 5, while percentage increases in that charge duntig the later 

years are shown on lines 11, 16 and 21. The initial CRC, per customer, per senrice is 

shown in column [S] on line 5, while percentage increases in that charge in later years are 

a h  shown on lines 1 1 , l B  and 21. The actual amounts that will be charged as a result of 

thaw pe~nbw increases am shown on Data Sheet - 2, which is page 3 of 4 in the Data 

shegtsection. 

Refunds from TmatCo am shown in column [e], with the initial amount on line 6 and 

the increa8m shown on liw 1 1 and 16. The Model shows additional refunds for the true- 

up required by the? Agreement in 201 3. Column strows the total revenue per month per 

msidsrrtial customer using 12,000 (or 12 "Me) gallons of water of $tO.QU. This is based on 

o Wrpstomet charge for wat8r asmice of $16.00 per  month, a customer charge for 
Wastewatara~twh! of $16*08 per rncclth, a wder treatment charge of $2.00 per "M" gallon 

for each ofthe 12 "M" gallons uQIBd, sr.4 a trsatnent charge for wastewater for the first 7 
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a "M" galkns of water used by the customer. It is assumed that the remaining amount of 

water usage is for idgation or other uses that will not require wastewater treatment by 

lmatco. 
The number of annual additions of residentiat customers with a 5/8" meter is shown 

in column [SI, This resuits in an estimated addition of 812 ERlJs annually based on the 

customer mix shwn an Data Sheet - 1. Additional connections to the DistCo system will 

be merde, up to o maximum of 14,500 ERUs, on@ they are ~ ~ ~ t t ~ ~  Finally, the rate 
inmaws to OistCo customers and the resulting monthly charges for water and wastewater 

wrvices are shown in columns [Ql and [ 1 Oj. 

Pages 2 and 3 of the Summary contain an annual summary of the revenues, 

expense8 and rate base for OistCo, showing the earned ROR for each year and for the 5- 

year average for the years 2999 through 2018. As shown on line 2, general rate increases 

are forecasted and mudeted to be effective on Januaty 1 of 2004,2009 and 2014. These 

inc ntsd to ftfcowJr the increams in treatment charges, other operating 

expensesand pruvklea return on the investment that is approximately 10.00?& on average 

bPttMbsn general rate incmaas. 

Paga 4 and 5 of the Summary contain an annual summary of the revenues, 

axwfiw and rate bass far TreatCo, showing the earned RQR for each year and far the 

5-year averages far the years 1999 through 2018. The water and wastewater services 

revenues on lines 4 and 5 are received from DistCo. The CRC amounts shown on lines 

7 and 8 a n  rcKjBiv8d h.am Builders and are based on the rates shown on Data Sheet - 2 

and the customer connections shown on line 1. The operating expenses are calculated 

on Schedule I and shown an line 13. Oepreciation expense shown on line 15 is calculated 

on Seheduka J and r@fbcts a deferral and recovery procedure similar to that used by the 

~ o ~ ~ i ~ o ~  in wtting rates for Citizens' Sun City West UtiWi Campany. Refunds, 

shown on lines 28 to 30 are based on customer connections and, as provided in the 

Contract, include a trueup once 10,000 ERUs have been added to the system and at 

buildat. Accumulated ned Incme Taxes ("ADIT') are calculated on Schedule K ana 
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reflect &e usa of cash genertat-ed from indusian in Citizens' consolidated income tax filing. 

The CRC, @funds and the treatment charges have been set to provide an earned ROR for 

TreatCo of approximately 13.00% on an annual basis over ?he life of the Project. 

lauAAmz 
This WiOn contains most of the basic data that, in combination with page 1 of 5 

of the Summary, drive the resub of the Model. Page 1 of the Data Sheet section shows 

i n f o ~ ~ t i ~ n  such 8s the total constructionexpendltures (line 1); cash flaw information (lines 

2,3 and 4); inflation rate used (line 5); the initial CRC rate (line 6); ?he total monthly charge 

to customt?p for both wafer and wastewater services (line 7); the total number Of 

customers and the number of customers to be added to the system annually (lines 8 and 

9); and ROR, refund and gemral rate increase information (lines 10 through 18). Data 

Sheets 1 * 2 and 3 (pages 2 through 4) shw detailed information 611 customer additions, 

ratas by customer classification, customer usage, initial rates and rate increases and the 
calculation of the monthly charge to customets~ 

Schsdule A shows the estimated construction expenditures for the development of 

the ProjM by year, by type of facilities, Page 2 shows the construction expenditures using 

1998 as the bas@ wt of the construction expenditures. The total of these costs is 

~ ~ ~ ~ " U 5 ~ , ~ U  as shown OR line 28, column [IO]. This amount, once an annual inflation 

factor of 2.00% is used, as shown on page 1, column Ill], line 28 increases to 

$122,6W,OOO. The Company has used the $122.6 million as the base for the constructjar 

expenditures included in the M e ! .  The annwt amounts shown on this schedule are 

shown by month on Schedule B for DistCo and on Schedule C for TreatCo. 

aGkEwmB 
Schedule f3 shows the constnretion expenditures from Schedule A, page 1 of 2, 

spread by month for each of the years from 1998 through 2018 for DistCo, reflecting ttse 
Builders' advances far the distribution and collection facilities. While the actual amounts 

Will be recorded by the Company under terms of tha line extension agreements  AS"), 
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thsy haw bmn shown as being rgcoIzjed monthly, in quai  amounts for each year in the 

W@l. The amounts in column 19) represent additional charges that wouM normally be 

incutred far enginetaring and construction inspection work by Citizens and for allowance 

for funds used during construction ("AFUQC"). However, since the construction 

~ ~ ~ n d ~ u r ~ ~ t ~  be advancsd under LXAs, there wilt be very little AFUOC and only actual 

amounts for the inspection costs or actual AFUOC will be recorded. 

Scheduls C shows the construction expenditures from Schedule A, page 1 of 2, 

spread by month far each of the years from 1998 through 2018 for TreatCo, reflecting the 

Webb's advaRca?s for the transportation, water treatment and wastewater treatment and 

disposal facilities. VVhitS the actual amounts will be recorded by the Company under tern 

of the Agrmnt thay have, been shown as being recorded monthly, in equal amounts for 
each year in the Model, The amounts in column (9) represent additional charges that 

wuki nomafly be incurred for engineering and construction inspection work by Citizens 

aI1E) k r  AFUDC. However, since the oonstruction expenditures will be advanced in 

wx#rdancs with the terns of the Agmmnt, there will be very little AFUDC. and only 
achrgl amounts for the insp8cticm costs or actual AFUDC will be recorded. 

scheduler 0 shows the additions of customers by customer classification by month 

far each ySas fmm1989 through 2018. The customer additions are assumed to be equal 

for wcfi dufs~g each year and are stopped when the level of customers reach the 

tails shown on Data Sheet - 1. The estimated number of customer additions is used to 

cakuiate ttke amount of CRC in the Model, and the average number of estimated 

customers is ussd to calculate the customer usage and the revenues for the customer 

chargets and usage charges. 

As dewdbed in the footnote on the Schedule Listing page, only the first four years 

of the customer addition pages have been included as part of the schedules submitted in 
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wodtperpers. The remaining pages, which show the customer additransfor the years 

2Qo3 through 2018, are contained in the Model itself and will be provided on request. 

Schedule E shows the amount of customer usage. water production required and 

w a s t ~ ~ t e r  to be treated for each month for each year from 1999 through 2018 by 

customer damifitation and in tatat. Customer usage is calculated using the average 

number of customers times the usage for each customer classification. The usage is 

totaled and the resulting revenue is cabiated using the total customer usage times the 

rate wr "M" gallon, Water production is calculated to be at 120% of water usage, to 

orovidca for water that is unaccounted for btween the time the water IS taken from the Ak 

Chin and the time it is metered into the customer home. This unaccounted for water is due 

to such things as fire flow usage, leakage, deaning of filtration elements. etc. The level 

of water that is estimated to be retmed as wastewater tu be treated has been estimated 

at 80% of the water delivered to custometus. The wastewater flow is calculated by 

customer clawifiwtian, and the total is used to calculate the revenue to OtstCo for the 

wast@water treatment charges. 

As dwaibed in the footnot@ on the Scheduk Listing page, only the first four years 

offhe production, usage and treatment pages have been included as part of the schedules 

submitted in them workppers. The remaining pages, which show those elements for the 

years 2003 through 201 8, #e contained in the Madel itself and will be provided on request 

Schedule F shows the catcubtion of water revenues based on the customer 

additions and the water usage by customer class shown on Schedules D and E and the 

fate8 for customer charges and water usage charges shown on Oata Sheet - 1. The 

~ n t ~ ~ y  customer charge revenues are calculated by customer classification and 

Summarired on tine 1 1 while the usage charges are calculated using the summation of the 

from Schedule E a d  the late from Data Sheet - t /. The usage revenue is shown 
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on !ne 13 and the total water revenue for DistCo is shown on line 14 and carried forward 

tu the Summary @ion, as shwn on page 2 of 5 and page 3 of 5, line 3. 

As describcrd in the footnote on the Schedule listing page, only the first four years 

of the water revenue pages have been included as part of the schedules submitted in 

ttwse workpapers, The remaining pages, which show the water revenues for the years 

2003 through 2018, are contained in the Model itself and will be provided on request, 

Schedule G shows the calculation of wastewater revenues based on the customer 

additions and 80% of the water usage by customer class shown on Schedules D and E 

and the3 rates fur customer charges and treatment charges shown on Data Sheet - 1. The 

m~nthty customsr charge revenues are calculated by customer classification and 

sfummarirad on line 13, while the treatment usage charges are calculated using the 

$urnmattion of ttae treatment usage from Schedule E and the rate from Data Sheet - 7 .  The 

t ~ ~ # ?  revenue is sham on fine I 3  and the total wastewater revenue for DistCo is 

shown an fins $4 and carried forward to the Summary section, as shown on page 2 of 5 

and page 3 of 5, line 4. 

As described in the footnote on the Schedule Listing page, only the first four years 

of the w ~ $ t ~ ~ ~ r r @ v ~ # ~  pages hare k e n  included as part of the schedules submitted 

in workpapem. The remaining pages, which show the wastewater revenues for the 

pars 2003 through 201 8 ate contained in the Model itself and will be provided on request 

Schedule W shove the estimate for the operating expenses of DistCo by month for 

each year from ~~~~~~~~ 2018. These amounts have been calculated using estimates 

k r  the number of employee gquivalents and number of customers based on Citizens’ 

axpeliance with ttte start-up operations at Sun City West Utilities Company (“SCWU“). 

Citrr@no* optstrations wilt, as was the case with SCWU, charge DistCo for the time and 

rtx~@nses of any of Its employees that work on Disco projects and will book only those 

Ct.rsrgepi, plus appropriate csxpenses and payroll and other overheads, 
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As &#mibed in the footnote on the Schsdufe Listing page, only the first four years 
a aperating expense pages have been included as part of 'he schedules 

them workpaper% The remaining pagego, which show the Disco operating 

expenms for the years 2003 through 2018 are contained in the Model itself and wili be 

Schduls I shows the calculation of the opfarating expenses for TreatCo for the 

y@am 1999 through 2018. These amounts am calculated on pages 1 through 4 and 

$ ~ m ~ a ~ ~ o n  page 1. Reference8 to the calculations from pages 2.3 and 4 are shown 

on page 3.  

Sctrebdule 3 shows the calculation of the depreciation expense deferral and recovery 

in the Model tu match the depreciationexpense from the infrastructurewith 

the additions of cu&mers using that infrastructure. A similar depreciation expense 

deferral was approved by the Commission in the S C W  proceeding regarding the sewage 

~~~~t pktlf ("STP") that was constructed to provide treatment services far that 

up@raWn. In that p r d i n g ,  the Commission found that, while the construction of the 

STP In 197fMJU wm prudent, the tevd of depreciation expanse for the STP, which was 

capable of service over 13,000 customen, should not be recovered ffom the 3,000 

~ ~ t ~ # ~ t  wem on4irre during the first rate review in 9 982. The Cornmission allowed 

a portbn oftbe depreciation on #e STP based on ttrs ratio of customers connected plus 

an allowance for near-term growth, In the most recsnt S C W  case, the Commission 

affitmed Its deferral by allowing recovery of the deferred depreciation in rates set for 

sew. 
The procedure used in this instance defers depreciation expense that exceeds a 

customer rath cslculation and establishes a recovery procedure for the deferred 

depreciation once the number of customers has exceeded 50% of the total ERUs planned 

fwthe prom. Cdumn [2] shows +he average plant balance for TreatCo plant, and column 
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€31 show the depmiation expense that would normally be recordad assuming that the 

average life of TreatCo plant was 33 years. Column [4] shows the customer ratio, 

Crabdattsd by dividing the average number of customrs by the totai number of customers 

to b staffed in the Project. This ratio is then multiplied by the depreciation expense in 

column [3] and reflected in column [5f as the amount for depreciationexpense for the year. 

The difference htwe8n the “normai” depreciation expense shown in column [3] and the 

amount used in the ROR calculations shown in column [5] is shown in column [SI and 

wuld be reflected on TreatCo’s books as a deferral. 

The deferred depreciation expense is expected to be collected from customers 

begnning in 2809 when the deferred depreciation expense is amortized and included in 

her with the depteciation expense catculated for that ;and each following year. 

44% men on line 22, the total depreciationexpsnse that would have been expensed without 

ur%s. $43,383,000 in column f3] is recovered under the deferral 

prac%adures at shown in column [8j. This procedure, once appraved by the Commission. 

wukf be on the aCtLlgf customer ratios and the actual depreciation expense using 

the actual pliant additions and approved depreciation fates per utility ptant account. 

A delay in the buildat of the Project will impad the recovery of the deferred 

~ ~ ~ j ~ t i ~ n ~  but will not 2#lvsmaly impact an the rates for the customers of DistCo. For 

exampk, if at kwt 50% of the customenare not on the system by the time of the planned 

general rate case increaw in 2009, the recovery of the deferred depreciation would not 

begin, and that expense would not be included in the rates established for TreatCo to 

charge OistCo, 

aG!muE& 
Schedule K shows the calculation of the accumulated deferred income taxes 

(”ADIT) far both TreatCo, pages 1 and 2, and DistCo, pages 3 and 4. These amounts are 

calcufrated using the plant additions and the accelerated tax depreciation rates for water 

Utility propcprty. The rate, a constant4.00%, is used to reflect the settiement that eliminated 

the neg$ to charge taxea on AIAC O i  ClAC amounts received from developers The ADIT 
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amounts are carried forward and useti as rate base reductions, as shown in the Summary 

M i o n .  

&h&uk t shows the calculation of the refunds for the W s  from Builders for the 

piant cansttucted for DistCo. As shown in column (3). a ten-year life was used for the 

expiration of the UIA to approximate the actual term of the revenue stream and the 

average tam of th build-uut far each of the u(As that will be received. Actual dates will 

be used fur all txAs and reftected on the books by DistCo. 

SCWEIl.UCEM 
Schedute M shows the cash flows for Citizens for each of the years 1999 through 

2018. Cash flow from operations are shown on lines 3 through Q with a total on line 10. 

These amounts do not include the $24 million advance from Cifiens which is shown on 

line 17% To~fco~~~onexpanditurerequirements, by year, am shown for DistCo on line 

11 and for TreaCo on line 32, The source for these funds, advances from Webb or 

CWenr am shown on lines 13 and 17. 

Rands  of the advances to b t h  Webb and Citizens are shown on lines 18 through 

21 and th8 total net operations cash flow for each year is shown on iline 22. The 

cumulative operational cash flow, excludtng the $24 million advance is shown on line 23 
end the cumulative total cash flow, including the $24 million advance is shown on line 24. - 

Schedule N shows the calculation of the costs charged from TreatCo to OistCo for 

the delivery of mated water and the treatment of wastewater. The calculations are bas& 

OR the amount of wter usage and the ratas are based on the charges in ?he Contract. 

Schedule 0 shows the calculation of the usage charges for the Ak Chin Water. The 

usage ia estimated based on customer addEtins and the rates are taken from the Ak Chin 

kcra?rce for f6N, yean through 201 1. Ak Chin usage charges per acre foot for the years 2012 
through 2018 are estimated. 
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$3, 8%' L~thzana and its Xffiiiares are experienced i n  t h e  

vbsicm af water and wastewafer services in t h e  State af Arizona 

and other jurisdictians, 



d certain, wmer rights. 

i?* zh r+xsspect CQ the costs associated wsrh obtaining ckose 

water rights ar,d conscrscting that: infrastructure, t h e  ?arzies 

+mire t h a t ;  

i i .  The! Webb Parties will fund the balance af those 

CDSLG * 

2 



2 . 2  TreatCo will deliver Potable Water 

d provide wastewater treatment services to DiscCo and provide 

er Serviceer;~ t c a  golf courses, schools, parks, ~~~~~~ 

her facilities and persor,s (collectively "TreatCo 

$ewieas:"b as provided in Article V. All TrearCo Services to be 

kded by TreatCo under thio Agreement; will meet chrr standards 

I 
3 



2 . 6  

, TreaZCo will design, c o n s t r u c t  as1 owc aL1 Subsequen:c 

Off-Site and Subsequent ProductionJTseatmenr Facilities as p- * 4vided 
in Secrion 8 . 6 .  

4 



. D l s r C c r  will 5 w 3  zhe On sicc 
Faciln~rec, which will be designed and constructed by Builders in 

nee w i ~ h  appropriate line extension agremencs ,  as ser, fcrr." 

2 . 8  

is, Article VffP, 

A~~~~~~~~~ TreacCo will bear (by funding up ta $24 , a3Q,  0 0 3  cf Phase  

f Facilities, Backbune Facilities, Subsequent Facnlities and 

related casts, by cercain Brace moratoriums, r a rc -o f - r ecxn  cap 

~ ~ ~ ~ ~ ~ t ~ ~ ~ ,  and by t h e  use of deferred depreciation methzds; a 

part  2 t h e  risk that  tire Project  will not be developd as 

o* taoac  :9 



*3 

3.1 

a .  . The 

awing axe among the monetary o b l z p t i o n s  of' t h e  Webb Par r igs  

Lease Costls under the Water Lease (as $@scribed in 

Section 4 * 1s. 

ii. Bsvelcpsr will pay to third p a r c i e s  

iii. Developer has paid or will. pay to third 

parties various aWOURt.8 in connection w r t h  acquiring 

certain real property interests for transfer to TrcakCo 

fwfnich transfers  are described in Section 8.33). 

iv. Develupes has paid OY will pay to third 

parties various amounts in connection with acquiring 

certain utility easements far transfer to TreatCo and 

DirscCo fwhich transfers are described i n  Section 14.2). 



v i ,  Ir: certain circumstances, Developer w i ? :  

pay t~ TreatCo a specified amount in c ~ n l a e c ~ i m  wick 

additional services ias described ~n Section 2 4 . 3 t a f  1 .  

i, The Ak-Cfiirt Water tease CSSZS tha t  are 

paid by Webb. 

ii. The amounts described in clauses fa: tiib 

C .  

 he following are among t h e  monetary obligations of the Citizens 

Parties under c h i s  Agreement: 



1,. 

is 

v i .  In addition, TreatCo will refund Advances 

(as descrzbeet in paragraph belowl. 



3 ,  * WSrtrln 30 days a f r a r  





unrafranded Citizens" Advances at che  bagrnnlng af che  

m ~ s t  r e c t n ~ l y  ended year and f y f  che amount oE unrefunder! 

C F E l a e x l s '  Advances a5 t he  

Notwithstanding 

TseatCo under paragraph fc l  above w i l l  n o t  

amount, of t h e  unreEunded Citizens' Advacces a: the 



* 



4.1 



ii. Webb will not defauXr under the Water 

ase * 

Ak -Chin Water. 

















































































































































































































































































































































































































f .  

c 











Chh. of the Ak-Chin’s currmt water 

0 Riwtr water available ta Arizona, the 

-%et of water availabb to the Ak-Chin, In 

o R&er, ttrtb; Secraptrrry is required to deliver ta the Ak-Chh 

in in tim tQM Act comes from two sources- 

&urn tb Yuma-Mase Division of the Gda Project. 

0,194’7, contract under which the 

to wter from the Colorado R ~ F .  The Yuma- 

nt in order to make the water availabb 

in part from ths 58,300 acre-foot 

in IWQ= Them two sources make a total of 

f2,OOO and 85,000 acre-feet par 

hln wndw Oars water tQtrkr twttlsment agreement with the 

two water soun=le)~, which “coJlateraline“ the 

in’s W a r  under the seabment 

water for use o ~ - ~ ~ ~ ~ ~ t j 0 n ,  



nd, ~ i t i ~ a ~ i y ,  in December 

of wabr from the Ak-Chin, 

nt, Webb is QbtJElolted to provide to TreatCo alt af the 

ipmun amount of 7,500 a 

ng or r ~ h a ~ ~ ~ ~  water from any source other 



in lease without the prior written consent of TreatCo. 

rely sok?ly on the: dsiivery 

hin least, and Webb is obligated to ensure that 

to the Ak-Chin lease in auch quantities as may be 

W$ ~i~~~~~ ta pt.ovids fur the delivery of surface water pursuant to the Ak- 

FioB of t k  following w0nts: 

TreatCo of Webb’s rights under the &-Chin 



nation, of all u t i l i  

wiiEe, would b@ Ourniskred by the 
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1, evm thoudJtr her Company ts u n W  to perform any work beyond the point of 









EFFEGTIVE 
MONTH DAY YEAR 



SHEET NO 20 
SHEET NO 

P .,, _y 



ACC. SHEET NO 21 
GAWCELINO SHEErr NOx 





SHEET 
SHEET 

- AC.C. NO 
NQ 

23 
N.w” 

EFFECTWE 
MONTH OAV VEAU 



locratan m the ground, 
shall accord wtth the 
rCty &%r#rn The company 
Commission or m y  other 

EFF ECfm 
‘MONTH DAY YEAR 



A C.C. 8HEET NO 25 
SHEET NQ 

- .  : 

EFFECTIVE 
MONTH DAY YEAR 



,243 



SHEET NO 27 
SHEET NO, 



SHEET NO. 28 
SWEET NO 

3LI 

" -  

EFFECTIVE 
MONYW UAY YEAR 







SHEET NO 31 

mtE 
MONTH DAY YEAR 

I BY 



32 



NO. 33- 
NQ. 





EFFECTIVE 
MOMTW DAY YEAR 



EFFECTIVE 
MONTH DAY YEAR 





EFFECTIVE 
MONTH DAY YEAR 



EFFECTVE 
MONTH DAY YEAR 



EFFECTIVE - - 
MONTH OAY YEAR 







A C C  SHEET NO 63- 
SHEET NO 

--- 

EFFECTIVE 
MQMW DAY 

2 Th@ Compgny ehail rsyrond to th8 complorinant endior the Commrmtm representatwe within five 
(5 )  workmg days as to the Wtus of the Comgceny cnv~tlgstton of the complaint 

The Company StMlf rwtdy the complainant andlor the Commission reptesnsatiue of the final 
drqxmtan of each cQmpiatnt Upon request of the compbinant 01 the Commtsston 
nspmentabve, the Company stran mpcwt tfre, findwyis of cts investgatcon in wntrng 

3 



The quontrty of oxygen Wued in the b m h e m l  oxidation 0" 
wgenrc matter under etandcmt IabomWy CWrdWnrr for five (5) days at a temperature of twettty (21 ) 
d e $ M  mbgrade. s x m  M mMgnms per liter 

- T M  intenbone! dofemwn of wastes from any portan of a treatment facility 

- Those pmbWmnt standards specifying quantrties or concentrations c f 
vopertm wtuch may be discttarged to a POW by Industrial Usen in specific 

andustnet catqpWS and whch rn puMtdrad m 40 CFR Chapter I Subchapter N (parts 405.471 ) 

I 
E 



DAY YEAR 



&is Rub the 
under wh dustrial 

EFFECnVE 
MONTH DAY YEAR 



47 

______I- 

- Coohrtg Water that does wt come inw dtrect contact wtth any raw matenal 
produdwfinm product 

- A nabanotl pohttant dschaqcb sltm~nlrtron system perma issued by ?he EPA or authanxed 
~ m m  federal stmciardrp governing ttrct quaitty of the treated emuent dtscharged from 

- The masum St MI end grease content of a ssrmpie as determined by €PA Method 
413 7 Oro€tw equwabnt test method approved by tne ampany 

The maggiim of petrokurn and mrneral orl content of a sampk as determined by 
other Qquluaknt mt mthod approved by the company 

i 

EFFECTIVE 
MUNTH DAY YEAR 



t EFFEC7IVE 
MUNTM DAY YEAR 

AtlDRESS OF OFFtCER 



I 



EFF€CTIVE 
MONTH DAY YEAR 



EFFECTIVE 
MONTH DAY YEAR E 



EFFECTIVE 
MONTH DAY YEAR 



A C C  SWEET NC) 53 ~ 

SHEET NQ ny WCELINO 

EFFECTIVE 
MONTH OAY Y€AR 





MONTH OAV YEAR 

m NO. 



I EFFECTIVE 
MONTH DAY YmR 



. . . -. .. . 



I Q EFFECTtVE 
MvIoNTtl DAY YEAR 



A c.e. SHEET NO 561, 
GANGfllN, SHEET NO 

(INME OF CIW) 



MONTH DAY YEAR 

P 





__*._***I %" * **- 
A C C  SHEET NO 82 

ny CAWELINO SHEET NO 
uI_1 

--" a EFFECTIVE 
MQNTW DAY 

c 



aWns by ~ ~ - ~ ~ u ~ ~ ~ r  of 19$7, The r ~ ~ ~ ~ d ~ r  of fha systems is baing 

$ ~ ~ ~ t ~ .  Skntay Consultants has prepared draft 

ha&- water d ~ ~ ~ t j o ~  system, the backbone w ~ ~ t e w ~ t e ~  

nt reuse and on-sits raw water system. Thew reports 

by ~~t~~~ atxi Developer Stanley Consultants ia revising the 

nd mncerns. Final mparts are expected to be 

tory approvals and a brief 

t s y $ ~ ~  b tw constructed based on the various 
and ~~~~~~~~ between Citizens, Devdoper and the various 

t% ate) ~~b~~ to change based upon completion of 

y. ~ ~ ~ u n ~ t ~ ,  changes may be mad& 
ftsm the raviewing regulatory agencies. 

before necessary facilities can be 

provided to the Project. The rqulatory 

pa County Environmental Services 

of E n u i r ~ n ~ ~ t ~ ~  Quality (ADEQ). 

ESD has primary responsibility for 

facility ~ n $ ~ ~ ~ ~ ~  plans and 

Appmuals to Construct and 
rojmrty can be subdivided B 

ured Water Supply must be 

~ i z ~  ~~~~ of WaW Rmourcefs ~ A ~ ~ ~ .  

2 



rot%ctron Pema and a 

~~~~~~n~ ara currently under review. The 

tCo as the applicant. 

ion8 will €m amended a8 required to refled the final plans for the 

repart to be issued by 
W Aqar%r Protection Permit and the wastewater 

~~~ with MCESO to facrlitate review and 

I MCESO is a regular 

invoivernent which 

requirements. Qevelaper and 

oration intcs the 

on, wastewater 

b MGESD and am ~ r ~ ~ ~ t ~ y  

SO. Approvals to Construct 

the ~ n d i v j d ~ ~  phases am 
bt! m i v d  for all of the Phase I 

nq an ~ p ~ l ~ € ~ ~ r  a CartiftcPrtcs of Assured Water Supply for 

indsr of the project. bveloper's application fur a Certificate of 

3 



urce of watm.faf thes Project i8 a 1 OO-year water lease for 10,000 acre 
year of Colamdo River wabr with the Ak-Chin Indian C ~ ~ r n ~ n ~  and the 

acre-feet of that water to 

nt and safe to DiaCa, Water will be deliverwl kom the Colorado 
nix through the Caantml Arizona Project, A anal turnout, ~~~~~~~ 

ne will be constructed to 

project site. Raw water 

site in two 2 - ~ ~ ~ ~  Gallon reservoin. Water will be treated to 

$. UntreQatd raw water and treated 

to golf cburw, &chaoi$, parks, tight-of-ways and 

and recovery system is 

ulerrrt underground for 
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