SRR

? 1 BEFORE THE ARIZONA CORPORATION»&M sioW
. 2|l CARL J. KUNASEK

%; 4| RENZ gbﬁw‘g&%ﬁm NEW APPUCAT'ON DOCUNIVT CouTIOL

;e INTHE MATTER OF THE APPL!CAT!ON OF
CITIZENS UTILITIES COMPANY FOR (1
© 7| APPROVAL OF THE AGREEMENT FO ‘HE o
N VILLAGES AT DESERT HILLS WATER/ DOCKET NO. E-1032-97-_% 4%/
(7 g WASTEWATER INFRASTRUCTURE, AND
2) APPROVAL OF FORMATION OF
o/l SUBSIDIARIES. )

10
IN THE MATTER OF THE APPLICATION OF
1|l CITIZENS WATER SERVICES COMPANY
OF ARIZONA FOR (1) A CERTIFICATE OF
12l CONVENIENCE AND NECESSITY TO
PROVIDE POTABLE WATER AND WASTE- ) TICKEt 17 [1-8 4 54 0
13l WATER SERVICES TO THE VILLAGES AT ~ | 3454-07-
DESERT HILLS, (2) APPROVAL OF THE DOCKETNO.U-  97-
14| AGREEMENT FOR THE VILLAGES AT
._ DESERT HILLS WATER/WASTEWATER
15| INFRASTRUCTURE, INCLUDING THE

)
B ReS CREASR |
18 L
WATERAWASTEWATER PURCHASE ) W
17] AGREEMENT. i ,
18
IN THE MATTER OF THE APPLICATION OF ; rOCT 2 9 1987
19 CITIZENS WATER RESOURCES COMPANY

OF ARIZONA FOR (1) A CERTIFICATE OF
20/ CONVENIENCE AND NECESSITY TO

PROVIDE POTABLE WATER AND WASTE-
21 WATER TREATMENT AND DISPOSAL

SERVICES TO CITIZENS WATER SERVICES )
22 COMPANY OF ARIZONA AND NON- 2

DOCKETNO. U-3455-
DOCKET NO. u- 1“’) Pm97-599

POTABLE WATER DISTRIBUTION
23 SERVICES TO CITIZENS WATER SERVICES
COMPANY OF ARIZONA AND OTHERS,
24| (2) APPROVAL OF THE AGREEMENT OF
E VILLAGES AT DESERT HILLS WATER/
25 WASTEWATER INFRASTRUCTURE,
INCLUDING THE INITIAL RATES SET FORTH§

28 IN EXHIBIT D THERETO, AND (3) APPROVAL
OF THE WATERWASTEWATER PURCHASE
. 271 AGREEMENT. }

28

JOINT APPLICATION




1 Citizens Utilities Company (“Citizens"), Citizens Water Services Company of Arizona
. 2l ("DistCo") and Citizens Water Resources Company of Arizona ("TreatCo") submit this Joint
3| Application to the Arizona Corporation Commission ("Commission") for all of the following:”’
all 1. Issuance of a Certificate of Convenience and Necessity (“Certificate” or “CC&N")
5 to DistCo authorizing it to provide potable water and wastewater public utility
6 services to a planned community development known as The Villages at Desert
7 Hills ("Project”).
8 2. issuance of a CC&N to TreatCo authorizing it to provide potable water and
9 wastewater treatment and disposal services to DistCo and non-potable water
10 distribution services to the Project.
11 3. Approval of the Agreement for The Villages at Desert Hills Water\Vastewater
12 Infrastructure ("Agreement”), between DistCo, TreatCo, Del Webb Corporation
13 ("Webb") and The Villages at Desert Hills, Inc. ("Developer”), including the initial
. 14i§ rates set forth in Exhibit D thereto.
15 4. Approval of the Water/Wastewater Purchase Agreement ("Purchase Agreement”)
16 between DistCo and TreatCo.
17 5. Approval of the formation of DistCo and TreatCo as wholly-owned subsidiaries
18 of Citizens and, in connection therewith, issuance of such additional approvals
18 as may be required under A.C.C. R14-2-803(A) and R14-2-804(B).
20 Joint Applicants' request for the issuance to DistCo of a CC&N (items 1 and 2 above) is
21 expressly conditioned on the Commission's approval of items 3, 4 and 5 above without
22§ amendment or modification.
23 In support of this Joint Application, Citizens, DistCo and TreatCo state as follows:
24
25
2 ,

Under the terms of the Agreement and the Purchase Agreement, Commission
approvals (without amendment or modification) are conditions subsequent to the
effectiveness of those agreements. In addition, the issuance and approval of less than all
of these items enables termination of the Agreerient and the Purchase Agreement. ’

o
28
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INTRODUCTION
1.

Citizens, a Delaware corporation, is a diversified public utility which, through operating
| divisions or subsidiaries, provides communications, electric, gas, water, and wastewater service
to approximately 1.8 million customers in 20 states, including Arizona. Under authority granted
by the Commission, Citizens provides water and wastewater utility services to the public in
portions of Maricopa County, Arizona, and water utility services to a portion of Mohave County,
| Arizona.

2.

DistCo is a newly-formed Arizona corporation and wholly-owned subsidiary of Citizens.
DistCo will provide water and wastewater utility services (specifically, potable water distribution
and wastewater collection services) to the public in Arizona.

3.

TreatCo is a newly-formed Arizona corporation and wholly-owned subsidiary of Citizens.
TreatCo will provide potable water and wastewater treatment services (including effluent
disposal, sale and reuse) and non-potable water distribution services to DistCo and others in

i Arizona.

4.
' Developer, an Arizona corporation and wholly-owned subsidiary of Webb, proposes to
| develop a new planned community in Maricopa County, Arizona, to be known as The Villages
| at Desert Hills (the "Project”). '
8.

Webb, a Delaware corporation, is a nationally-recognized developer of master-planned
communities, including Sun City, Sun City West, Sun City Grand and other areas in the
metropolitan Phoenix, Arizona area. Citizens, through existing subsidiaries, provides water and
| wastewater service to the Sun City communities. Webb, under a 100-year water lease, has
obtained certain water rights from the Ak-Chin indian Community and the United States of
| America (the "Ak-Chin Water") that will serve as the source of water for the Project and that

3




thereby will facilitate development of the Project. A copy of the water lease is attached as
Exhibit G to the Agreement (which is Attachment 3 to this Joint Application).
6.

The Project will be developed on 5,861 acres north of Phoenix, Maricopa County,
Arizona, adjacent to Interstate 17 approximately 20 miles from downtown Phoenix. As currently
planned, the Project will consist of a mix of residential housing units, multi-family units,
commercial establishments, schools and other users totaling up to 14,500 equivalent residential
units ("ERUs"). Approximately 4,756 acres of the Project is located east of Interstate 17 in
unincorporated Maricopa County. The remaining approximately 905 acres of the Project is
located within the municipal boundaries of the City of Phoenix, Arizona. The legal description
of the Project, including that portion of the Interstate 17 right-of-way dividing the Project, is
attached as Attachment 1. A map depicting the proposed Project as of August 1, 1997, is
attached as Exhibit E to the Agreement (which is Attachment 3 to this Joint Application).

7.

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

infrastructure and, thus, is not being served by (and is not in the certificated area of) any other

water or wastewater public service corporation.

Bt
In entering the Agreement and making this Joint Application, Joint Applicants are
responding to the need for water and wastewater services in the Project. A significant amount

| of water and wastewater 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 the Project.

INFRASTRUCTURE AGREEMENT
9.
As of September 29, 1997, Citizens, DistCo, TreatCo, Webb and Developer entered into

i the "Agreement for The Villages at Desert Hills Water/Wastewater Infrastructure” (the




. 1l "Agreement”). The Agreement contemplates that:
2 a DistCo will provide potable water distribution and wastewater collection services
3 for the Project and, to that end, will obtain any necessary governmental
4 authorizations (including a CC&N from the Commission).
5 b. TreatCo will provide water and wastewater treatment services {including effluent
] disposal, sale and reuse) that will enable the provision of potable water
7 distribution and wastewater collection services by DistCo and the provision of
8 non-potable water distribution services by TreatCo and, to that end, will obtain
3 any necessary governmental authorizations (including a CC&N from the
10 Commission).
11 c. Webb will sell to TreatCo the untreated Ak-Chin Water that will enable TreatCo
12 and DistCo to provide the services contemplated by the Agreement. A summary
13 regarding the Ak-Chin Water is attached as Attachment 11.

‘ 14 | d. The “"backbone" transportation faciites and the initial phase of the
15 water/wastewater infrastructure will be constructed under the direction of
18 Developer, while the subsequent bhases of the infrastructure will be constructed
17 under the direction of TreatCo.
18 e Citizens, through advances in aid of construction ("AIAC") to TreatCo, will fund
19 up to $24 million of the costs associated with obtaining the Ak-Chin Water from
20 Webb and constructing the water/wastewater infrastructure. Webb and
21 Developer will fund the balance of those costs. The parties will be reimbursed for
22 those costs by the reimbursement and refunding mechanisms set forth in the
23 Agreement.
24) An Executive Summary of the Agreement is attached as Attachment 2. A copy of the
2581 Agreement is aftached as Attachment 3.
26
27

. 23” 2 Citizens, Webb and Developer signed 1he Agreement on September 29, 1997, and

DistCo and TreatCo signed it on October 2, 1997.
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10.

As provided in Section 8.16 of the Agreement, before DistCo is required to provide
potable water distribution and wastewater collection services 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
Agreement with DistCo (the "LXAs"). 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
regulations approved by the Commission. The LXAs provide for construction of the portion of
the water/wastewater facilities serving the specific subdivisions or commercial property,
including the potable water distribution system and the wastewater collection system (but
excluding the "backbone” transportation facilities and the production/treatment facilities).

1.

Joint Applicants submit that the Agreement is reasonable and in the public interest and

should, therefore, be approved by the Commission.

As required by Section 5.1 of the Agreement, as of September 29, 1997, DistCo and
TreatCo entered into a "Water/Wastewater Purchase Agreement"” (the "Purchase Agreement").®
The Purchase Agreement provides for (a) the transfer by TreatCo to DistCo of potable water
for resale for the purpose of DistCo's providing water and wastewater utility services in the
Project, ar{d (b) the transfer by DistCo to TreatCo 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

* DistCo and TreatCo signed the Purchase Agreement on October 3, 1997.
8-
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services in accordance with the Agreement and in quantities sufficient to meet the demands of
DistCo’s customers. n addition, DistCo will transfer to TreatCo for treatment and disposal, sale,

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

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

TreatCo an amount determined in accordance with rates 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 Agreement for the three-year period beginning on the date DistCo first supplies

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

upon TreatCo's assumption of certain risks, including:

a.

TreatCo's funding of up to $24 million of water/wastewater facilities for the Project
as provided in the Agreement,

A guarantee that TreatCo and DistCo will not retum to the Commission for rate
relief during the first three years rates are in effect.

A guarantee that rates of retumn earned by DistCo and TreatCo will be capped for
the initial rate period (not less than three years) after setvice 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
specified levels until the Project is substantially completed, regardiess of how
slowly customers are actually added, subject to the parameters set forth in the
Purchase Agreement.

Use of a deferred 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.
1‘.

As affiliates of each other and in light of the Purchase Agreement and the Agreement,

each Joint Applicant will provide the Commission access to its books and records under A A.C.
R14-2-804(A).




o, v ”

18.

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

interest and should, therefore, be approved by the Commission.
CERTIFICATES OF CONVENIENCE AND NECESSITY
16.
Joint Applicants request that (I) DistCo be issued a CC&N authorizing it to provide
potable water and wastewater utility services to the Project, and (ii) TreatCo be issued a CC&N
authorizing it to provide potable water and wastewater treatment and disposal services to
DistCo and non-potable water distribution services to DistCo and others. In support of that
request, Joint Applicants provide the following information required by A A.C. R14-2-402(A)(2):
a. The principal business address of both DistCo and TreatCo is 15626 North Del
Webb Boulevard, Sun City, Arizona 85351. The officers of both DistCo and
TreatCo are: Mr. Daryl A. Ferguson, President; Mr. Robert DeSantis, Vice
President and Treasurer; Mr. Ronald E. Walsh, Vice President; and Mr. Charles
J. Weiss, Secretary.

b. Copies of DistCo's Articles of Incorporation and Bylaws are attached as

' Attachment 5. Copies of TreatCo's Articles of Incorporation and Bylaws are

attached as Attachment 10.

c The type of plant, property, or facilities to be constructed is described in
Attachment 6.

d. A oomptete description of the facilities is set forth in Attachment 6.

e Tﬁe initial rates proposed to be charged by DistCo and TreatCo, respectively, are
set forth in Attachment 13,

f. The estimated total cost of the proposed construction is described in Attachment
2.

g. The manner of capitalization and method of financing is discussed in paragraph
(h) below.

h. For ratemaking purposes, anJ consistent with Commission practice with respect
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to previous Citizens' applications, all funds necessary for commencing operation

of DistCo'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 are 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 color-coded map of the proposed service area is attached as Attachment 8.
DistCo's and TreatCo's service areas are the same, but their services are
different: DistCo is to provide potable water and wastewater utility services to the
Project, while TreatCo is to provide potable water and wastewater treatment and
disposal services to DistCo and non-potable water distribution services to DistCo
and others.

Appropriate city, county and/or state agency approvais will be obtained for each
phase of construction, as discussed in Attachment 6. Within 30 days of the filing
of this Joint Appiicatioh, DistCo and TreatCo will make a filing with Maricopa
County, Arizona (“Maricopa County”) to obtain franchises for the approximately
4,756 acres of the Project within unincorporated Maricopa County. With respect
to the portion of the Project located within the municipal boundaries of the City of
Phoenix, Arizona (“Phoenix”) the Office of the City Manager of Phoenix has
indicated by letter dated November 14, 1995 (a copy of which is attached as
Attachment 11) that it would recommend to the City of Council that the portion of
the Projeét within Phoenix be served by the same integrated water and
wastewater system that serves the remainder of the Project. Within 30 days of
the filing of this Joint Application, DistCo and TreatCo will formally request that
Phoenix grant the appropriate authority to DistCo and TreatCo (whether by

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

-9-
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that the approvals of Maricopa County and Phoenix would be obtained with 90
to 120 days after requested by DistCo and TreatCo.
The estimated number of customers to be served by the Project, up to 14,500
ERUs, is discussed in Attachment 2.
Joint Applicants' request for the issuance of 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 right to withdraw their request for
issuance‘ of the Certificates.

17.

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

Department of Transportation, the only property owners within the area sought for certification.
An affidavit that notice has been duly provided (or a written waiver of notice) will be filed with
the Commission as soon as the notification has been completed (or written waiver of notice has
been received).

Citizens requests Commission approval under A.C.C. R14-2-803(A) and R14-2-804(B)

| of the corporate reorganization in forming and funding DistCo and TreatCo as wholly-owned
| subsidiaries of Citizens. In support of that request, Citizens provides the following information
required by A.A.C. R14-2-803(A):

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

not changed.

The business purpose for reorganizing Citizens is to form two new wholly-owned
subsidiaries DistCo and TreatCo to provide services as described in this Joint
Application.

The proposed method of financing the two new subsidiaries is by equity
investment and operating fund advances to be made by Citizens to DistCo and

-10-
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TreatCo. In addition, Citizens will provide AIAC to TreatCo as described in this
Joint Application.

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

A schedule that identifies all affiliates of Citizens and their relationships within
Citizens is attached as Attachment 9.

The proposed method for allocating federal and state income taxes to the new
subsidiaries is the calculation procedure adopted by the Commission in the last
proceeding for a Citizens' utility operation in Arizona.

There are no anticipated changes in Citizens' cost of service and the cost of

~ capital attributable to the reorganization and addition of DistCo. TreatCo, as

described in the Agreement attached as Attachment 3 (and in the Executive
Summary attached as Attachment 2), will have a cost of capital that will be
approximately 300 basis points greater than DistCo's cost of capital.

DistCo has no plans to diversify into unregulated businesses. TreatCo has no
plans to diversify into any business other than its business as described in
Paragraph 11 of this Joint Application.

No documents or filings were made with the United States Securities and
Exchange Commission or qther federal or state agencies pertaining to the
formation of the subsidiaries and, therefore, there are no relevant documents
related thereto. Copies of the Articles of Incorporation and Bylaws of DistCo and
of TreatCo are attached as Attachments 5 and 10.

Citizens' contemplated ci.amulative investment in the two new subsidiaries for the
next five years is approximately $24,000,000, which represents approximately
20.0% of projected net utility plant. The reasons supporiing the level of
investment and the reasons this level will not increase the risks of investment in
Citizens is that the $24 million advance to TreatCo is a small percentage of
Citizens' total capital and, while the risk on the TreatCo investment is greater than

the risk on the present inves ment of those funds, it will not materially increase

-11-
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the overall risk to Citizens.

k. Citizens can assure that adequate capital will be available for the construction of
necessary new utility plant and for improvements to existing utility plant at no
greater cost than if the two subsidiaries had not been formed because Citizens
would require similar returns for the investment in either subsidiary.

MISCELLANEOQUS
19.

Joint Applicants respectfully request that this matter be considered by the Commission
as quickly as possible because time is of the essence to meet the anticipated needs for service
in the Project. Recognizing these practical constraints, under Section 14.16 and 14.23 of the
Agreement, the Agreement is subject to termination if (a) the Commission does not issue and
approve all of the items requested in this Joint Application, (b) the Staff Report is not issued by
March 15, 1998, or © 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 those agreements, as provided in Section 14.16(a) of the Agreement and Section 7.13 of the
Purchase Agreement.

Xiv.
All communications regarding this Application should be addressed to the following
representatives of Citizens:
Ray Jones
u“ n?::g:vmelaogmem Services Manager
éi?,“éx°2?.z%%*aw§é’é’s?°“'°“”
and
Beth Ann Burns, Associate General Counsel
grgzl% :s m& ﬁéaosn(:ct;.:g General Counsel

2901 North Central Avenue Suite 1660
Phoenix, Arizona 85012

12-




1 CONCLUSION

. 2 For the foregoing reasons, Joint Applicants respectfully request that the Commission
3]l expeditiously process this Joint Application, schedule a public hearing and issue an Order that:
43 4 a. Grants DistCo a CC&N to provide the potable water and wastewater utility
3 5 services contemplated by the Agreement in the Project.
6 b. Grants TreatCo a CC&N to provide potable water and wastewater treatment and
Sy disposal services to DistCo and non-potable water distribution services to DistCo
;8 and others as contemplated by the Agreement.
i 8 c Approves the terms and provisions of the Agreement, including the initial rates
B set forth in Exhibit D thereto.

1" d. Approves the terms and conditions of the Purchase Agreement.

12 e Approves the formation and funding of DistCo and TreatCo by Citizens and. in

13 connection therewith, issues such additional approvals as may be required under
. 14 A.C.C. R14-2-803(A) and R14-2-804(B).
s DATED October 29, 1997.

16 Respectfully submitted,

17

18

19 Bett C

2 Citnaos Utiies Company oo, counsel

2 Phoenix, Anizona 86012 0"

22 and

23 Terence W. Thompson, Esq.

Galia%her& Kennedy, P.A.
24 , 2600 North Central Avenue
Phoenix, Arizona 85004




iginal and ten copies of the foregoin
this Octobe:gg 1997 with; regoing

i Docket Control Division

Arizona Corporation Commission
1200 West Washington Street

i Phoenix, Arizona 85007

i Copies of the foregoing mailed or
| haogd delivered this October 29, 1997 to:

Jerry Rudibaugh
| Chief Hearing r
Arizona Corporation Commission

| 1200 West Washington Street
I Phoenix, Arizona 85007

il Lindy Funkhouser

i| - Chief Counsel

Arizona Corporation Commission
1200 West Washington Street
| Phoenix, Arizona 85007

Carl Dabeistein

i Director, Utilities Division

Arizona Corporation Commission
1200 West Washington Street
| Phoenix, Arizona 85007
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Administrative Assistant
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" LEGAL DESCRIPTION OF THE PROJECT




All of Section 14;

All of Section 15,
EXCEPT that portion known as Arizona Department of Transportation
Public Rest Area Right of Way #16-77854 Tract 2, described as follows:

BEGINNING at the South quarter corner of said Section 15,

thence along the South line thereof, North 89 degrees 50 minutes
02 seconds West, 147.76 feet to the existing Easterly right of way
line of Arizona Department of Transportation Highway designated
interstate 17,

thence along said existing Easterly right of way line, North 5
degrees 26 minutes 37 seconds West a distance of 3,111.85 feet;

thence South 22 degrees 13 minutes 05 seconds East a distance
of 2,089.79 feet;

thence South § degrees 21 minutes 40 seconds East a distance of
1,170.24 feet to the South line of said Section 15;

thence along said South line, North 89 degrees 55 minutes 38
seconds West a distance of 461.05 feet to the POINT OF
BEGINNING;

Also EXCEPT that part of the Southwest quarter of said Section 15 lying
Waesterly of the Easterly right of way line of the Arizona Department of
Transportation Highway designated Interstate 17, said Easterly right of
way line being a line dex~ribed as follows:




BEGINNING at the South quarter comer of said Section 15;
Thence North 89 degrees 50 minutes 02 seconds West along the
Southerly line of said Section 15 a distance of 147.76 feet to the
TRUE POINT OF BEGINNING;

Thence North 5 degrees 26 minutes 37 seconds West to a point on
the Northerly line of said Southwest quarter of Section 15;

Northeast quaﬁei of Section 16;
The East % of Section 22,

EXCEPT that part of said East ¥ of Section 22 lying Westerly of a line
described as follows:

BEGINNING at the North quarter corner of said Section 22;

Thence along the Northerly line of Said Section 22, South 89
degrees 55 minutes 38 seconds East a distance of 461.05 feetto a
point on the Easterly line of that parcel known as Arizona
Department of Tranportation Public Rest Area Right of Way #16-
77855 Tract 2, said point being the TRUE POIINT OF BEGINNING;

l . thence along said Easterly line of Tract 2, South 5 degree 21
minutes 40 seconds East a distance of 829.76 feet;

thence continuing along said Easterly line of Tract 2, South 12
degrees 19 minutes 44 seconds West a distance of 1,994.31 feet
- to a point on the Easterly right of way line of the Arizona

| Department of Transportation Highway designated Interstate 17;

thence along said Easterly line of Interstate 17, South 5 degrees 26
minuites 37 seconds East a distance of 348.28 feet;

thence continuing along said Easterly line of Interstate 17, along a

t curve concave to the West with a radius of 7,843.72 feet a
distance of 1,806.31 feet through a central angle of 13 degrees 55
minutes 30 seconds;

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

All of Section 23;




All of Section 24;

. All of Section 27,

i EXCEPT that part of said Section 27 lying Westerly of the Easterly right of
{ way line of the Arizona Department of Transportation Highway designated
L Wﬂ.msmﬂyrighwfmyﬁnebemgaﬁmdescnbedas

BEGINNING the South quarter corner of said Section 27,

’ Thence North 89 degrees 49 minutes 29 seconds West along the
{3 : Southerly line of said Section 27 a distance of 9.04 feet to the
i TRUE POINT OF BEGINNING;

A Thence along a non tangent curve concave to the East with
tangent North 11 degrees 35 minutes 40 seconds west and
a radius of 11,253.16 feet a distance of 3,959.889 feet through a
central angle of 20 degrees 9 minutes 30 seconds;

thence continuing North 8 degrees 33 minutes 50 seconds East to
a point on the Northerly line of said Section 27;

All of Section 18;
Eg(CEPT the Northeast quarter of the Northeast quarter of said Section
18;

All of Section 18.
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0 EXECUTIVE SUMMARY OF THE AGREEMENT




f . [ATTACHMENT 2]

f CITIZENS UTILITIES COMPANY
APPLICATION TO PROVIDE SERVICES TO THE VILLAGE AT DESERT HILLS

g R
e g

g,

i,

Citizens Utilities Company ("Citizens")' and certain of its subsidiaries have

contracted with Del Webb Corporation and its subsidiary, The Villages at Desert Hills, Inc.
("Webb"), to provide water and wastewater treatment and utility services to Webb's
planned community development currently referred to as the Villages at Desert Hills (the
"Project”). The Project will be developed on 5661 acres, adjacent to Interstate 17
- approximately 20 miles north of downtown Phoenix. :
. | In order to provide service to the Project, Citizens has formed two companies, which
| together will provide all of the functions required to deliver potable water and wastewater
treatment service to the customers. One company, Citizens Water Resources of Arizona
T reatCo"), will provide for transportation and treatment of the raw water needed to serve
the customers and will also provide treatment and disposal service for the wastewater from
the Project. The second company, Citizens Water Services Company of Arizona
("DistCo"), will provide the distribution of potable water and the collection of untreated
wastewater. Under this plan, TreatCo, with approximately $100 million of total plant
investment, will be the “Generation and Transmission” company, and DistCo, with
approximately $23 million of total plant investment, will be the "Distribution” company.

§ i, A,
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! Ca‘;‘:titalized terms in this Execunive Summary have the same meaning as in the
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. As currently planned, the Project will consist of a mix of residential housing units,
. multi-family units, commercial establishments, schools, and other places totaling up to
14 500 equivalent residential units ("ERUs"). Absorption is projected at approximately 800
ERUs per year over an 18-year period beginningin 1999. Webb and Citizens will construct
or advance the plant necessary to provide the transportation, treatment, disposal and
backbone facilities 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 in DistCo. Funds for the TreatCo facilities will be advanced under a contract
between Citizens and Webb, while the DistCo facilities will be advanced under line
extension agreements ("LXAs") similar to those currently used by Citizens’ other Arizona
companies.
The 100-year assured water supply for the Project is provided through a 100-year
lease agreementfor a total of 10,000 acre feet ("AF") per year that Webb has with the Ak-
Chin Indian Community and the United States. Under the Agreement (Attachment 3 to this
!f . Joint Application), up to 7,500 AF of Ak-Chin water per year, an amount sufficientto serve
the Project at full build-out with necessary reserve capacity, has been sold by Webb to
TreatCo at cost.
The TreatCo facilities will include an approximately 9-mile pipeline from the Central
Arizona Project ("CAP") canal to the treatment campus, which will be located on
approximately 53 acres within the Project. This pipeline is estimated to cost $8.0 million
and should be completed by the third calendar quarter of 1998. The Phase | water
treatment facilities will be completed by the second calendar quarter of 1999 at a cost of
approximately $5.2 million. These facilities will have the capacity to serve approximately
1.000 ERUs, with additional capacity constructed as development of the Project proceeds.
Phase | wastewater facilities will be completed by the second calendar quarter of 1999 at
a cost of approximately $3.4 million. These facilities will have the capacity to serve
approximately 2,000 ERUs, with additional capacity added as developmentproceeds. The
. backbone facilities (the "Backbone Faclities") will be constructed as necessary to provide
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potable water and wastewater services to subdivisions and similar developments within the
Project. with Webb-affiliated Builders constructing all of the homes in Phase |. It is
estimated that the initial Backbone Facilities will be ready for service by the first calendar
quarter of 1999 and will be capable of serving approximately 2,500 ERUs.

THE DEVELOPMENT CHALLENGE

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 significant
amount of water and wastewater infrastructure is required to be constructed and in place
prior to serving the first customer in the Project. The construction cost for the water
transportation system from the CAP canal to the Project plus the construction cost for
Phase | of the water treatment plant, wastewater treatment plant and the initial backbone
infrastructure, will be approximately $30 million before a single customer is connected in
mid-1999. In fact, approximately $60 million -- or one-half of the total utility plant -- wili be
constructed and serving customers after the first five years of home sales, when about one
quarter or 3,700 customers will be in place and taking service. Under Webb's annual
absorption estimate of 800 ERUs added to the Project, this fixed infrastructure will be
utilized during the term of the Project. Should shortfalls in absorption targets be
experienced. the significantfixed infrastructure will be in place without sufficient customers
to supportit. This would, without the structure and proposals presented by Citizens, result
in unacceptably high rates to the water and wastewater utility customers of the Project.
The TreatCo/DistCo structure allows Citizens to separate the investment required
to provide service into two categories. TreatCo will require substantial investment before
a single customeris on line 1o take utility service. This results in an initially high investment
per customner, which will not be reduced to more "normal” levels until the Project is more
than one-half complete in approximately 2008. These investment costs would ordinarily
be passed on to DistCo and its customers through the charges DistCo pays to TreatCo,
but the risk-protection provisions contcined in Article V of the Purchase Agreement allows
the Arizona Corporation Commission ("(;ommission”)to yrdtect the DistCo customers from
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the risk that the Project will not achieve the build-out levels included in the projections.

. Article V of the Purchase Agreement provides for several mechanisms to shield

DistCo and its customers from the deveioper risks that would ordinarily be associated with

a project of this size and magnitude. These mechanisms are as follows:

(1) By segregating the transportation, treatment and production assets
and including them in TreatCo and then fixing the transfer price between TreatCo
and DistCo, TreatCo assumes significant risks that might ordinarily be borne by the
ultimate utility customer. If the number of connections falls short of current
projections, TreatCo revenues, hence overall rate of return, would decline while the
per-customer cost of treatment would not decline at the same rate. Rates to DistCo
customers would not reflect this increased cost per customer for treatment services,
even though 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
the first half of the build-out of the Project.

. (2)  Recovery of depreciation expenses is deferred until approximately
50% of planned absorptionis reached. This protects DistCo's customers from build-
out delays by delaying recovery of the deferred depreciation until the build-out levels
have been attained.

(3) Treatment of Citizens' initial investment as developer's advances in
aid of construction ("AIAC") will reduce TreatCo's rate base in the initial years,
resulting in a lower revenue requirement and lower rates to DistCo's customer.

(4) Citizenshas 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 customers when the Commission reviews DistCo's operations
after the initial rate period and establishes permanent rates. Conversely, shortfalls

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




RETURN TO TREATCO

As shown in the attached model developed by Citizens (the "Modei"), Citizens is
seeking approval of an opportunity for TreatCo to earn an overali 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 period. In addition, TreatCo and DistCo have agreed that there will be no
increase in rates for the first three years after customers have begun taking service.

Citizens will be working closely with 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, 1998, and a final Commission order,
where all appeal periods have expired, approving the Agreement and granting Citizens the
Certificate of Convenience and Necessity to serve the Project by August 15, 1998.

This Agreement governs the relationship between Citizens and Webb regarding the
flow of funds for the construction of facilities in the Project and the provision of services to
the customers who reside in the Project. The Agreement is included as a component of
the Joint Application.

1. Webb is responsible, for example, for (a) providing the assured water
supply. (b) constructing and funding the offsite transportation pipeline, Phase | of
the water treatment and westewater treatment plant, and the backbone facilities;
and (c) funding for the subsequ 2nt 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
requirementto pay the capacity reservation charge ("CRC") due to TreatCo for each
ERU to be connected to DistCo's distribution and collection system. This provides
a revenue source to TreatCo from Builders within the Project.

2. 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 approximately 50% of the construction 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):
{d) paying refunds to Webb and Citizens (TreatCo) and to Builders (DistCo). and (e)
constructing subsequent phases of the offsite facilities and the water and
wastewater treatment plants (TreatCo).

The Agreement provides that DistCo will enter into LXAs with each Builder for the
distribution and collection plant that will be required for the Builder's development. itis
estimated that approximately 50% of the AIAC provided under the LXAs will be refunded
to the Builders, based on 10% of revenues. The AIAC 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
revenue stream for TreatCo to reduce the revenue requirement otherwise due from the
DistCo customers. These CRCs range from $1,000 at the beginning of the Project to
$4.800 once the Project is approximately 50% built-out.

PURCHASE AGREEMENT TERMS AND CONDITIONS
A separate agreementbetween DistCo and TreatCo ("Purchase Agreement”)for the
provision of potable water and wastewater collection services is also included with the
Application. The Purchase Agreement provides, among other things, for a 50-year term
with a renewal option for 50-years; /maximum charges per thousand gallons of potable
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. water delivered by TreatCo 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
TreatCo's ability to recognize all of its revenue from this source.

DETAILED DESCRIPTION OF THE FINANCIAL MODEL
OVERVIEW

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
results of the assumptions used are cor}tained on page 1 of 5 in the Summary section.
The calculations in the Model také into account, by year from the start of construction to
the final build-out:

1. Construction expenditures (Schedule B);
Customer additions, by setvice category (Schedule D),
Customer usage patterns (DATA SHEET);
Water usage and wastewater treatment levels (DATA SHEET):
Initial rates and subsequent general rate increases (DATA SHEET),

Operating expenses for DistCo (Schedule H);

Operating expenses for TreatCo (Schedule 1);

Refunds of advances in aid of construction (Schedule M);
Deferred income taxes (Schedule K);

Cash flow statement (Schedule M);

11.  Deferral and recovery of depreciation expense (Schedule J); and
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12. Eamed rate of return calculations (Summary Schedules).

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 DistCo are providing the Model to
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assist the Commission's evaluation of the initial rates for the services to be provided to the
customers at the Project.

SCHEDULES CONTAINED IN THE MODEL
SCHEDULE LISTING

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
description of the contents.

SUMMARY

The Summary schedule section shows various assumptions that have been used
in the Model calculations and also shows the RORs and Statements of Earnings for each
of DistCo and TreatCo during thé 20 years covered by the Model. The RORs are shown
for DistCo in column [1], 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 service that
TreatCo will make to DistCo for the delivery of potable water and treatment of wastewater,
is shown in column [4] on line 5, while percentage increases in that charge during the later
years are shown on lines 11, 16 and 21. The initial CRC, per customer, per service is
shown in column [5] on line 5, while percentage increases in that charge in later years are
also shown on lines 11, 16 and 21. The actual amounts that will be charged as a result of
those percentage increases are shown on Data Sheet - 2, which is page 3 of 4 in the Data
Sheet section. \

Refunds from TreatCo are shown in column [6], with the initial amount on line 6 and
the increases shown on lines 11 and 16. The Model shows additional refunds for the true-
up required by the Agreementin 2013. Colurhn [7] shows the total revenue per month per
residential customer using 12,000 (or 12 "M") gallons of water of $70.00. This is based on
a customer charge for water service of $16.00 per month, a customer charge for
wastewater service of $16.00 per meath, a water treatment charge of $2.00 per "M" gallon
for each of the 12 "M" gallons used, ar.1 a treatment charge for wastewater for the first 7




"M" galions of water used by the customer. It is assumed that the remaining amount of
water usage is for irrigation or other uses that will not require wastewater treatment by
TreatCo.

The number of annual additions of residential customers with a 5/8" meter is shown
in column [8]. This results in an estimated addition of 812 ERUs annually based on the
customer mix shown on Data Sheet - 1. Additional connections to the DistCo system will
be made, up to a maximum of 14,500 ERUs, once they are identified. Finally, the rate
increases to DistCo customers and the resulting monthly charges for water and wastewater
services are shown in columns [9] and [10].

Pages 2 and 3 of the Summary contain an annual summary of the revenues.
expenses and rate base for DistCo, showing the earned ROR for each year and for the 5-
year average for the years 1999 through 2018. As shown on line 2, general rate increases
are forecasted and modeled to be effective on January 1 of 2004, 2009 and 2014. These
increases are designed to recover the increases in treatment charges, other operating
expenses and provide a return on the investmentthat is approximately 10.00% on average
between general rate increases.

Pages 4 and § of the Summary contain an annual summary of the revenues,
expenses and rate base for TreatCo, showing the eamed ROR for each year and for the
S-year averages for 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 are received from 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 | and shown on line 13. Depreciation expense shown on line 15 is calculated
on Schedule J and reflects a deferral and recovery procedure similar to that used by the
Commission in setting rates for Citizens' Sun City West Utilities Company. Refunds,
shown on lines 28 to 30 are based on customer connections and, as provided in the
Contract, include a true-up once 10,000 ERUs have been added to the system and at
build-out. Accumulated Deferred Income Taxes ("ADIT") are calculated on Schedule K ana
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reflect the use of cash generated from inclusion in Citizens' consolidated income tax filing.
The CRC, refunds and the treatment charges have been set to provide an earned ROR for
TreatCo of approximately 13.00% on an annual basis over the life of the Project.
DATA SHEET

This section contains most of the basic data that, in combination with page 1 of 5
of the Summary, drive the results of the Model. Page 1 of the Data Sheet section shows
information such as the total constructionexpenditures (line 1); cash flow information (lines
2. 3 and 4); inflation rate used (line 5); the initial CRC rate (line 6). the total monthly charge
to customers for both water 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 general rate increase information (lines 10 through 18). Data
Sheets 1, 2 and 3 (pages 2 through 4) show detailed information on customer additions,
rates by customer classification, customer usage, initial rates and rate increases and the
caiculation of the monthly charge to customers.
SCHEDULE A

Schedule A shows the estimated construction expenditures for the development of
the Project by year, by type of facilities. Page 2 shows the constructionexpenditures using
1998 as the base cost of the construction expenditures. The total of these costs is
$100,055,000 as shown on line 28, column [10]. This amount, once an annual inflation
factor of 2.00% is used, as shown on page 1, column [11], line 28 increases to
$122,604,000. The Company has used the $122.6 million as the base for the construction
expenditures included in the Model. The annual amounts shown on this schedule are
shown by month on Schedule B for DistCo and on Schedule C for TreatCo.
SCHEDULE B

Schedule B shows the construction expenditures from Schedule A, page 1 of 2,
spread by month for each of the years from 1998 through 2018 for DistCo, reflecting the
Builders' advances for the distribution and collection facilities. While the actual amounts

will be recorded by the Company under terms of the line extension agreements ("LXAs"),
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they 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 would normally be
incurred for engineering and construction inspection work by Citizens and for allowance
for funds used during construction ("AFUDC"). However, since the construction
expenditures will be advanced under LXAs, there will be very little AFUDC and only actual
amounts for the inspection costs or actual AFUDC will be recorded.
SCHEDULE C

Schedule C shows the construction expenditures from Schedule A, page 1 of 2,
spread by month for each of the years from 1998 through 2018 for TreatCo, reflecting the
Webb's advances for the transportation, water treatment and wastewater treatment and
disposal facilities. Whiie the actual amounts will be recorded by the Company under terms
of the Agreement they 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
would normally be incurred for engineering and coristruction inspection work by Citizens
and for AFUDC. However, since the construction expenditures will be advanced in
accordance with the terms of the Agreement, there will be very little AFUDC, and only
actual amounts for the inspection costs or actual AFUDC will be recorded.
SCHEDULE D

Schedule D shows the additions of customers by customer classification by month
for each year from 1999 through 2018. The customer additions are assumed to be equal
- for each month during each year and are stopped when the level of customers reach the
totals shown on Data Sheet - 1. The estimated number of customer additions is used to
calculate the amount of CRC in the Model, and the average number of estimated
customers is used to calculate the customer usage and the revenues for the customer
charges and usage charges.

As described 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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these workpapers. The remaining pages, which show the customer additions for the years
2003 through 2018, are contained in the Model itself and will be provided on request.
SCHEDULE €

Schedule E shows the amount of customer usage. water production required and
wastewater 10 be treated for each month for each year from 1999 through 2018 by
customer classification and in total. 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 calculated using the total customer usage times the
rate per "M" gallon. Water production is calculated to be at 110% of water usage, to
srovide for water that is unaccounted for between 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, cleaning of filtration elements, etc. The level
of water that is estimated to be returned as wastewater to be treated has been estimated
at 60% of the water delivered to customers. The wastewater flow is calculated by
customer classification, and the total is used to calculate the revenue to DistCo for the
wastewater treatment charges.

As described in the footnote on the Schedule Listing page, only the first four years
of the production, usage and treatment pages have been included as part of the schedules
submitted in these workpapers. The remaining pages, which show those elements for the
years 2003 through 2018, are contained in the Mode! itself and will be provided on request
SCHEDULE F

Schedule F shows the calculation of water revenues based on the customer
additions and the water usage by customer class shown on Schedules D and E and the
rates for customer charges and water usage charges shown on Data Sheet - 1. The
monthly customer charge revenues are calculated by customer classification and
summarized on line 11, while the usage charges are calculated using the summation of the
usage from Schedule E and the 1ate from Data Sheet - 1. The usage revenue is shown
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on line 13 and the total water revenue for DistCo is shown on line 14 and carried forward
to the Summary section, as shown on page 2 of 5 and page 3 of 5, line 3.

As described 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
these 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

Schedule G shows the calculation of wastewater revenues based on the customer
additions and 60% of the water usage by customer class shown on Schedules D and E
and the rates for customer charges and treatment charges shown on Data Sheet- 1. The
monthly customer charge revenues are calculated by customer classification and
summarized on line 11, while the treatment usage charges are caiculated using the
summation of the treatment usage from Schedule E and the rate from Data Sheet- 1. The
treatment revenue is shown on fine 13 and the total wastewater revenue for DistCo is
shown on line 14 and carried forward to the Summary section, as shown on page 2 of 5
and page 3 of §, line 4. |

As described in the footnote on the Schedule Listing page, only the first four years
of the wastewater revenue pages have been included as part of the schedules submitted
in these workpapers. The remaining pages, which show the wastewater revenues for the
years 2003 through 2018 are contained in the Model itself and will be provided on request
SCHEDULE H

Schedule H shows the estimate for the operating expenses of DistCo by month for
each year from 1899 through 2018. These amounts have been calculated using estimates
for the number of employee equivalents and number of customers based on Citizens'
experience with the start-up operations at Sun City West Utilities Company ("SCWU").
Citizens' operations will, as was the case with SCWU, charge DistCo for the time and
expenses of any of its employees that work on DistCo projects and will book only those
charges, plus appropriate expences and payroll and other overheads.
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As described in the)footnote on the Schedule Listing page, only the first four years
of the DistCo operating expense pages have been included as part of *he schedules
submitted in these workpapers. The remaining pages, which show the DistCo operating
expenses for the years 2003 through 2018 are contained in the Model itself and will be
provided on request.

SCHEQULE |

Schedule | shows the calculation of the operating expenses for TreatCo for the
years 1999 through 2018. These amounts are calculated on pages 1 through 4 and
summarized on page 1. Referencesto the calculations from pages 2, 3 and 4 are shown
on page 1.

SCHEDULE J

Schedule J shows the calculation of the depreciation expense deferral and recovery
procedure used in the Model to match the depreciationexpense from the infrastructurewith
the additions of cuétomers using that infrastructure. A similar depreciation expense
deferral was approved by the Commission in the SCWU proceeding regarding the sewage
treatment plant ("STP") that was constructed to provide treatment services for that
operation. In that proceeding, the Commission found that, while the construction of the
STP in 1979/80 was prudent, the level of depreciation expense for the STP, which was
capable of service over 13,000 customers, should not be recovered from the 3,000
customers that were on-line during the first rate review in 1982. The Commission allowed
a portion of the depreciation on the STP based on the ratio of customers connected plus
an allowance for near-term growth. In the most recent SCWU case, the Commission
affirmed its deferral by allowing recovery of the deferred depreciation in rates set for
SCWuU.

The procedure used in this instance defers depreciation expense that exceeds a
customer ratio calculation and establishes a recovery procedure for the deferred
depreciation once the number of customers has exceeded 50% of the total ERUs planned
for the Project. Column [2] shows the average plant balance for TreatCo plant, and column
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[3] shows the depreciation expense that would normally be recorded assuming that the
average life of TreatCo plant wés 33 years. Column [4] shows the customer ratio,
calculated by dividing the average number of customers by the total number of customers
to be served in the Project. This ratio is then multiplied by the depreciation expense in
column [3] and reflected in column 5] as the amount for depreciation expense for the year.
The difference between the “normal” depreciation expense shown in column [3] and the
amount used in the ROR calculations shown in column [5] is shown in column [6] and
would be reflected on TreatCo's books as a deferral.

The deferred depreciation expense is expected to be collected from customers
beginning in 2009 when the deferred depreciation expense is amortized and included in
rates together with the depreciation expense caiculated for that and each following year.
As seen on line 22, the total depreciation expense that would have been expensed without
the deferral procedures, $43,363,000 in column (3] is recovered under the deferral
procedures as shown in column [8]. This procedure, once approved by the Commission,
would be based on the actual customer ratios and the actual depreciation expense using
the actual plant additions and approved depreciation rates per utility plant account.

A delay in the build-out of the Project will impact the recovery of the deferred
depreciation, but will not adversely impact on the rates for the customers of DistCo. For
example, if at least 50% of the customers are not on the system by the time of the planned
general rate case increase 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 DistCo. |
SCHEDULE K

Schedule K shows the calculation of the accumulated deferred income taxes
("ADIT") for both TreatCo, pages 1 and 2, and DistCo, pages 3 and 4. These amounts are
calculated using the plant additions and the accelerated tax depreciation rates for water
utility property. The rate, a constant4.00%, is used to reflect the settlementthat eliminated
the need to charge taxes on AIAC or CIAC amounts received from developers. The ADIT
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amounts are carried forward and used as rate base reductions, as shown in the Summary
section. |
SCHEDULE L

Schedule L shows the calculation of the refunds for the LXAs from Builders for the
plant constructed for DistCo. As shown in column [3], a ten-year life was used for the
expiration of the LXA to approximate the actual term of the revenue stream and the
average term of the build-out for each of the LXAs that will be received. Actual dates will
be used for all LXAs and reflected on the books. by DistCo.
SCHEDULE M

Schedule M shows the cash flows for Citizens for each of the years 1999 through
2018. Cash flows from operations are shown on lines 3 through 9 with a total on line 10.
These amounts do not include the $24 million advance from Citizens which is shown on
line 17. Total constructionexpenditure requirements, by year, are shown for DistCo on line
11 and for TreatCo on line 12. The source for these funds, advances from Webb or
Citizens are shown on lines 13 and 17.

Refunds of the advances to both Webb and Citizens are shown on lines 18 through
21 and the total net operations cash flow for each year is shown on line 22. The
cumulative operational cash flow, excluding the $24 million advance is shown on line 23
and the cumulative total cash flow, including the $24 million advance is shown on line 24.
SCHEDULEN '

Schedule N shows the calculation of the costs charged from TreatCo to DistCo for
the delivery of treated water and the treatment of wastewater. The calculations are based
on the amount of water usage and the rates are based on the charges in the Contract.

Schedule O shows the calculation of the usage charges for the Ak Chin Water. The
usage is estimated based on customer additions and the rates are taken from the Ak Chin
Lease for the years through 2011. Ak Chin usage charges per acre foot for the years 2012
through 2018 are estimated.
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AGREEMENT FOR THE VILLAGES AT DESERT HILLS
- WATER/WASTEWATER INFRASTRUCTURE
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AGREEMENT FOR THE VILLAGES AT DESERT HILLS
WATER/WASTEWATER INFRASTRUCTURE

AGREEMENT dated as of September 2%, 19%7, between DEL WEBE

COKPORATION, a Delaware corpcration ("Webb")}, THE VILLAGES AT
DESERT HILLS, INC., an Arizona corporation {("Develcper"), CITIZENS
UTILITIES COMPANY, a Delaware ccrporation {("Citizens"}, CITIZENS

WATER SERVICES COMPANY COF ARIZONA, an Arizona Ccorporation
{"DistCo"), and CITIZENS WATER RESOURCES CCMPANY OF ARIZONA, an

Arizona corporation {("TreatCo"}.

T

A Develoger prapbses to develop a new community in Maricopa
County, Arizona, to be known as The Villages at Desert Hills (the
"Project”). This develcpment is to be consistent with an approved
5,661-acre Development Master Plan (DMP 94-6, as may be amended

from time to timed.

B. Citizens and its Affiliates are experienced in the
provision of water and wastewater services in the State of Arizona

and other jurisdictions.




<. The Parties desgire that:

i, BistCo will provide Potable Water distribution and

wastewater collection for the Project.

ii. TreatCo will provide watsr and wastewater treatment
services {including effluent disposal, sale and reuse) thar
will enable the provision of DistCo Services by DistCo and the

provision of Non-Potable Water Services by TreatCo.

o. To facilitate the foregoing, the Webb Parties have

. obtained certain water rights.

E. To also facilitate the foregoing, the water/wastewater

infrastructure will need to be constructed.

¥, with respect to the costs associated with cbtaining those
water rights and constructing that infrastructure, the Parties

desire that:

i. The Citizens Parties will fund up to $24,000,000 of

those costs.

ii. The Webb Parties will fund the balance of those

CO8LS.

BLELIVIS 13 2




iii. The Parties will be reimbursed for those costs.
AGREEMENT :

NOW, THEREFORE, the Partiss agree as follows:

ARTICLE I
DEFINITIONS
1.1 pefinipions. Capitalized terms have the meanings

set forth in Exhibit A, unless the contex: otherwise reguires.

ARTICLE II

BASIC TRANSACTIONS

2.1 Ak-Chip Water. Webb will deliver the Ak-Chin Water

to TreatCo as provided in Arcticle 1IV.

2.2 ZIreatCo Service. TreatCo will deliver Potable Water
and provide wastewater treatment services to Distlo and provide
Non-Potable Water Services to golf courses, schools, parks, common
areas and o other facilities and persons (collectively "TrearCo
Services”)! as provided in Article V. All TreatCo Services £o be
provided by TreatCo under :his Agreement will meet the standards

sat forth in Article XI.

B4KI925 .19 i 3
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2.3 DisrCo Service. DistCo will provide Potable Water
d;#tribatimn and wastewater collection services to residents,
businesses, schools, common areas and other entities within the
Project {coiieﬁzively "DistCo Services"). All DistCo Services to
be provided by DistCo under this Agreement will mee: the standards

ser forth in Article XI.

2.4 PBegulatory Authorizations. The (Citcizens Partviss

will obtain Authorizations as provided in Article VI.

2.5 Phage I Off.Site and Phage I Production/Trearmenr

Fagiliries, Developer will design, construct and transfer to

Trearloc the Phase 1 (0ff-Site Facilities and the Phase I
Production/Treatment Facilities as provided in Articles VII and

vIiiz.

P! TreatCo will design, construct and own all Subsequen

Cff-Site and Subsequent Production/Treatment Facilities as provided

in Section 8.6.

2.7 3Bac; Facilities. Developer will design,

»

construct and transfer to TreatCo the Backbone Facilities necessary

to extend services to the Project as provided in Articles VII and

VIII.




R Ry

2.8 QOn-Site Facilities. DistCo will own the On-Site
Facilities, which will be designed and constructed by Builders in
accordance with appropriate line extension agresments, as set fcrth

in Article VIII.

2.9 in i bligari . The Parties will have
respective financial obligations regarding these transactions as

provided in Article III and other provisions hereof.

2.1C Risgi mne : reatio. Az provided in this
Agreement, TreatCo will bear (by funding up to $24,000,000 of Phase
1 Facilities, Backbone Facilities, Subsequent Facilities and

related costs, by certain rate moratoriums, rate-of-return cap

&

guarantees, and by the.use of deferred depreciation methods)
portion of the risk that the Project will not be developed as
quickly as anticipated by the Parties. As é result, initlal DistCo
rates will be lower than if established under more traditional
Commission rate-setting principles and customers will not be asked
to bear the cost of prudent investment for future service if actual

customer additions occur at rates that are less than proijected

sustomer addicions.

4461930 1% 5




ARTICLE 11l
. ADVANCES, REFUNDS AND CAPACITY RESERVATION CHARGES

3.1 Basgic Flow of Funds.

a. Pavment Obligations of the Webb Parties. The
following are among the monetary obligaticns of the Webb Parties

uynder this Agreement:

R

i. Webb will pay ©o Ak-Chin the Ak-Chin Watsy

‘m@,x‘\;u_vi e

Lease Costs under the Water Lease {as described in

Section 4.1}.

ii. Develcper will pay to third parties
Construction Costs for the Phase I Facilities and the

" Batkbone Facilities {as described in Secrion 8.1},

iii. Developer has paid or will pay to third
parties various amounts in connection with acquiring
certain real property interests for transfer to Treatlo

{which transfers are described in Section 8.17).

iv. Developer has paid or will pay to third
parties various amounts in connection with acquiring
certain utility easements for transfer to TreatCo and

DistCo (which transfers are described in Section 14.2).

. DAEIHIT. 18 6
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v. Daveloper wi}l reimburse Treatlo for
Construction Costs for the Subsequent Facilities (as
described in Section 8.13.;

vi. 1In certain circumstances, Developer will
pay to TreatCo a specified amount in connection with

addirtional services {(as described in Section 14.3{al!.

vii. In certain circumstances, Developer will

pay to TreatCo a specified amount in connection with

tha
failure to achieve specified ERU levels by the

Performance Date {(as described in Section 3.3(c}).

b. e ‘ vances. For purposes o©of chis

Agrssmens, "Developer's Advances” means the sum of:

i. The Ak-Chin Water Lease Costs that are

paid by Webb.

ii. The amounts described in clauses f{a) {ii}

cthrough (a){vii) abcve that are paid by Developer.

c. : i i itizen arties.

The following are among the monetary obligations of the Citizens

Parties under this Agreement:

HAELE2D

o)
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i. TreatCo will reimpurse Developar
Construction Costs for the Phase I Facilities and the
Backbone Facilities, for costs associated with acguiring
certaln real property interests andg dcility easements,
and for the Ak-Thin Water Lease Costs {i.e., the amcunts
described in clauses (a} (i) through {(al {iv} above). (The

reimbursement procedure is described in Section 8.12.;

> - e 5 . g n
TreatCce will pay to chird parTies

Foer

*
Construction Costs for the Subsaguent Faciliciss as

described in Secticn 8.6},

iii. The maximum aggregate amount o be
reimbursed or paid by TreatCo under and for purpsses
described in clauses (i} and {ii) above will not exceed

$24,000,000.

iv. Citizens must Fay to Treatlo the amounts

described in clauses (i} and {(ii} above.

v, The maximum agyregate amount to be vaid by
Citizens under and for the purposes described in clause

{iv} will not exceed $24,000,000.

vi. In addition, TreatCo will refund Advances

las described in paragraph (e, below).




d. Citigzens Advances. For purposes of this
Agreement, *Citizens Advances" means the amounts described in

clause (¢! {iv) above that are paid by Citizens.

e, Refunds of Advances. In accordance with
Exhibic 8:
i. TreatCo will refunéd o Developsr the
Developer’'s Advances.
1i. TreatCo will refund o Citizens the

Civizens’ Advances.

Within 30 days after

issuance to DistCc by the Commission of a certificate of

SOl

dore
-

canveﬁieacg and necessity, Developer will cause =hs Ceclarat
Ccvagaﬁcs, Conditions and Res:trictions that pertains o the Project
and that is recorded in the cffice of the county recorder of the
County to contain a notice that every cconnection to the Facilities
will, to the extent approved by the Commission, require payment to
TreatCo of a Capacity Reservaticn Charge when a building permit is
issued with respect Lo each improvement that is to be construcred
on a lot or parcel and that is to use water. A description of the

Capacity Reservation Charge is set forth in Exhibit C.

98432520 32 9




If DistCo does not have more than 6,000 ERUs on or before the
Performance Date, then all of the following will occur:

A, The Ciltizens Partises’ cbligation to raimburse
Cr pay amounts under Secticn 3.1(c) will automatically terminace as
of the Performance Date, except for amcunts that have besome dus

Performance Date.
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soon,

- .3 * M. d oy e by re N T P
tCo will calculace (1) the number of ac-ual

123

ERUs existing as of the Performance Date {("AERUs") and (ii) the
amount of unrefunded Citizens’ Advances as of the Performance Date.
TreatCo will provide the calculations and supporting data Lo

Developer within 30 days after the Performance Date.

C. Develcopsr will make payments to TreatCo based
on one of the following calculation methods. This selection (in

Develcoper's sole discretion) must be made by notice te Trearlo

within 30 days after TreatCo has provided the calculations

Jodt

described in paragraph (b) above. The payment {or the initia
payment, in the case of subparagraph (ii)) will be due and payablie
within 45 days after Treatlc has provided those calculations. In
the ébsence of suéh notice to TreatCo, Developer will be deemed to

have selected subparagraph {i):

481830 29 , 13
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i. An amount equal to (Al the difference
between 6,000 ERUs and the number of AERUs, multiplied by
(B} thne Refund amount per ERU specified in Exhibit B o
this Agresement. For example, if Trea:(s's calculatisn o
AERUs 18 2,500, Developer will pay TreatCo $17,500,000
{6,000 ERUs - 2,500 AERUs = 3,500 ERUs x $5,000 per ERU

= $17,5%00,000:; or

ii. The cumulative sum 02 the result of tns
following calculation made for sach vear during which
unrefunded Citizens' Advances exist at the end of rthe
vear: (A} the average of {1} the amount of unrefunded

Civizens' Advances ay the end of che vyaar, and (2, the

Tb%faafter, on each anniversary ©:f thes Performancs Date,
the Developer will continue £o make payments annually in
the amount of 7.75% of the average of (x)} the amount of
unrefunded Citizens’ Advances at the beginning of the
most recently ended year and (y) the amount of unrefunded

Citizens' Advances ar the end of that year.

d. Notwithstanding the foregcing, the amount that
Develcper will pay TreatCo under paragraph (¢} above will not
exceed the amount of the unrefunded Citizens’' Advances ar the

Parformance Date,
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e. Promptly wupon receipt of a payment from
Seveloper under paragraph (¢) above, TreatCo will pay Citizens, as
an accelerated Refund, the amount so received. Upon that payment
e Citlzens, TreatCo will cause its records to reflect the change
in the outstanding amounts, by reducing the Citizens’ Advances and
&atraasiné the Developer’'s Advances by the amounts sc received by

Bl
*

reatCo from Developer.

£. All Refunds mad
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Performance Date will be made to Cizizens 100%, until all of
Cicizens' Advances have been refunded. If necessary Lo ensure that
Citizens does not received a Refund in excess of iteg unrefunded
Citizens’ Advances, Treatlo will prorvate a Refund berween Citizens

funder this paragraph (£)) and Developer (under paragraph (g}

g. Once all of Citizens’ Advances have been

refunded, 100% of the future Refunds by TreatCo will be made to

Revelopar,
h. As modified in paragraphs (e} through (g; of

this Eection, the obligation of Trea:ilc to make Refunds under

Exhibit B will continue.

PEEIBTL 13 12




ARTICLE IV

AK-CHIN WATER

4.% Wateyr leass.

a. Basic Terms. The Ak-Chin Water is the source
of the water that Webb will sell to TreatCs urndey this Article and
that will enable TreatCo and DistCo to provide the Treatlo Services
and DistCo Services contemplated by this Agreement, Wepr has
obtained the Ak-Chin Water under the wWater Lease. A copy of nhe

waler Lease 1s attached as Exhibit G. Under the Warter Leage, Webb

is obligated to pay Water Lease Charges (as defined therein, and

q
23

vater Use Charges (as defined therein! to Ak-Chin. The Water Loase
Charges will consist of a principal component and an intevess
COMPONAnT . The principal component of the Water Lease Chargaes
under the Water Lease will not exceed §1,750.30 par acve foon.

over ten years, commencing on the date specified in Section 3(A) (1!

¢f the Water Lease.

B, cov ts of Webb in Connecriorn with the Warer
~8age. Wekk covenants and agrees that:
i, Webb will pay all amounts payable under

the Water Lease on or before the due date of the

payments.

S4R2820 1% 13
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ii. Webb will not default under the Warer

Lease.

i1ii. Except as permitted in Section 4.210¢),
Webb will not sell, transfer, assign, convey,
encumber or dispose of all or any portion of its
interest in the Ak-Chin Water to any persocn other
than TreatCo, without the prior writren consent of
TreatCo, which consent will not be unreascnably

withheld,

iv. Webb will not materially amend, waive

rights or obligations under, or terminate the Water

- h b
tien consent oI Treaswlo, which consen:s

or wr

s
i
LY

pr

¥

E

ill not be unreascnably withheld. Wepbb wil:

provide Treatlo with copies of all correspondencs

Fokt

pertaining solzhe Ak-Chin Water betwesn Webk and
Ak-Chin and between Webb and the Secrertary of the
Interior. Promptly after execution of this
Agreement, Webb will notify Ak-Chirn that Webb has
granted Treatlo the right to buy the Ak-Chin Water
and has agreed not to encumber its interest in the

Ak -Chin Water.

-14
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4.2 HWater Supply Agvesamenrv,

&. Supply of Z2eguirements. Upon  Operational

Acceprtance of the Project Pipel:ine and sontinuousiy thareafrer,

of the Ak-Chin Water reguired by TreatCo to provide Treatlo
Services as set forth in this Agreement, in the amount scheduled
for delivery, up o a maximum amsunt of 7,500 acre-feer per annum.
The amount of Ak-Chin Water to be scld by Webb to Treatlo each vear
will be the amount of water sat forth in the water delivaer,
schedule suomitted by TreatCo to Webb for thar vear in accordancs

with Section 4.3, not o

i
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I, grhey Sourrmas, In connection with providing

he TreatCo Services for zhe BProiect as contemplated by this

¢t

ﬁgr&emea:é‘?reazto will not purchase, use or recharze water from
any scurce other than the Ak-Chin Water and efflusnt from the
Project fincluding recovered Ak-Chin Water and recovered effluent)
without the prior written consen: of Webb, which consent will not

be unreasonably withheld.

i}

will have the right (but will not be obligated! to re-sell,
reconvey or use without any obligation or payment to TreazCo: (i)

any Ak-Chin Water scheduled for delivery by TreatCc for which

[VY]

TreatCo does not pay the Ak-Chin Water Use Costs; (ii) any Ak-Chin




/fcr de v#ry by TreatCa fo: whxch ak Chin Water Use
, ﬁaﬂts have bﬁan ga&a an& the delzvexy of . which TreatCo refuses; and
_ixxi} aﬁyg&k?ekzn;w@ter‘whxch is available to Webb but which is not

'fﬁéhadgiﬁé: ' Tvaiéﬁb for §§iiver?,} Ifﬂ?ébb're«sells, reconveays or
~ uses any 2 :rmm-faésmw in clause (ii), Webb will, within
0 days ha rasaie¥ xecanveyance or use, reimburse TreatCo for

‘a&ah &k chza wat&x Usa Cas:s

‘After Operational Acceptance
tm or _@eféfe’ ‘Segis.eg\ber 1 of each yeay
; ,%b? a writtén wétex delivery
“f‘a¥+ChinHWater«which Treatlo
_hféfuthﬁ;fbiiowihg year. The
tici été;! i}éons;xuc:ian warer
edule will be accompanied by
ﬁt‘ﬁ" Ak-Chin Water reguired for
:Cd doés ﬁcc subnit a water

raé by'thzs Section, TreatCo will be

Upan Operatxonal Acceptance of

ﬁha‘cha ?reject ?ip@%xn@ and cont inuously tbereafcer, Webb will deliver

-:h§25k~€§ia ﬂg&ar‘gn:wgansegﬁhe Ak-Chin Water to be delivered) to

o L B .16




out struc -ure to be construc:ed at the Waddell

=2 ?he Ak chzn\Water will be delivered

‘rpose. webb doeswnoz-warrans the qu&lﬁ'y of Ak-Chin

44152009




o t”e hkmChin is due and payable. If TreatCo does not pay
Hﬂ'zer 0&& cests at che time: required by this Section,
1wabb wzll nat : \;blzgated tc delxver Ak-Chin Water to TreatCo for
: _.par;sé ﬁax whiﬁh Treacco has not paxd ‘the Ak-Chin Water Use
cwsts* xathing ia this Section wzil be construed to preclude Webb

& - from mmeri;, : mages fmm Txeatcc caused by TreatCo’s failure to

‘payf&k70h%n ‘Qae Costs as requxred by thls Sect;on
“““ 'Wheﬁ the ?inal true-up payment set

rag zia} af ﬁxhzhx: 8 13 made, Webb will initiate

"'de: the Water Lease. ?hegWater
'ntfﬁﬁs: be approved by Ak-Chin
 If either Ak-Chin or the

meﬁt; Webb will be relieved

vigth segurzng the agproval of the asszgnmenc
hayﬁina thigatian\to ccmmence such litigation. If Ak-
:"Ch;n, nh& Secretary ef the Interxer or any other party commences
liaigasien against webb regardlag tha assxgnmenc Webb will

. nremptly natify T*eatCe in writxng : w;ghzn ten days after receipt

‘un’ié&za e 18




' aﬁ :hat na:ica. TraatCo wxll nc:xiy Wabb in writing of whether
":ends ta asaume the defense of the lltzgatmon.‘ 1f
"‘.-;rreat:%:a assumes that ggfansa,,» ;Tz‘-#_?f?c:o will have the right to

,raceedings’dr negétiacians in'connéction with the

TreatCa wzlk xndemnzfy Webb against all
acats and expens&s (includ;ag reasconaple

nd. aourc costs) related to such 1zt;gatzon

rreace of the earlier of:
per annum under the Lease

'3 edn;ymnat£én, 9*77conveyance in lieu of




_kgitacié@fqrl;&rminaciénjoﬁg:he,Water :

aker. Py y ;-»: sment . -Attached
v B v‘-.a va: éxééungd_‘ a'é_tegméht between 'z’mat;;‘c and
term of 50 yea "t:he;rwaner/was:éwacex
amaag'7éghér ;#hiags, ta} the
: the -
the

the

’,;;wi 11 pwif,ide/ Non-Potable -
hoo s, gaifks,, ,c;c:;mpn areas and to
al rates and tarifts stated in
pgéaya;;*5rxeanéc will not seek

‘those tariffs for three years




R

’"ﬂm&x mammtx& mnh Arizcma 3.aw. . TreatCo will make all

ma&m&hw afﬁama to ogaxate the Non .Potable Water system in a

ions re 'ireé of mher Ns:z Qccable Water

Prom time to . time,

'tmas'under nhxs Agreement TreatCo will

» sewmce areas auts:.de the. Progect The right&

Cpesisne 19




1¥ $w%atmm &ay havu Effluent credxta in exsess of the amount of
1ts t&quired by Tr&ath far prudent eperat;ous under
. ;‘ ?reatta wxll fzrst offer these excess Effluenc
;;ﬁr&éi s ga n& : ‘fi fﬁtCﬁ s Sncremental Costs plus 10% before
'*a&ilxﬁg “éh@m to thmxd part sk ar zransfexrzng Ehem. to  its
aasgrvzae‘areas autsiée :he Prcject The rzghzs

er thxs Sectxen wzli termxnate on the date

To'the ex”ent the

Fac«lxtxes, and recharge

«v% t‘ﬁn cur rent needs ¢f TreatCo

hal? of aeveiaper' Develbpev wii§ give
: ;daysv.prxor notice of the dates on which
'jf‘aeveloper dsairas Treath to transgaru and recharge water on
,Q@vekmpe:va beha;£‘ Develgge; wil; then deliver or cause to bé
“vgﬁiiﬁgxeéféﬁﬁ wgtg: tQ :héktuéﬁ;bét.onighe Waddell canal at no cost

- to ?ieanC&,.a

22




Baualager will pay'bfreatCs'Q

' 10% for tmnspamaman and mcharge of the

TreatCo.

’g nce aay requirad\water staraga permit

_r wxl& have the sala vzght cz;;e' and incerest

Developer will
Qana'intefest in this water
‘“Txeagso‘doés Qot\warranz

:hié:wa:er will result in
”,dxts..:?ée rights granted

srminate on the date of




t by-«imgfg'er or cé-ﬁgrwise,
hereunder), each of Citizens
ely basis, take all

] tain and vrenew any

The Webb Parties will at their own

easonably necessary to assist the Citizens

s located in Phoenix. The Phoenix Area is depicted

generally on Exhibit E. The Citizens Parties will attempt to




de Distco Services and TreatCo Services in the

_The 'ft‘ie};b“”éagcies_ ill at their own expense do

. saﬁ;jaci?. o) Developer’'s ‘right:'» to

er Section 14.23, if, on or before May
Co ‘and Phoenix "'h‘,ave_.not entered into a
' j ;I!i:ﬁtii?d and TreatCo the right to

Services and TreatCo Services in the Phoenix Area,

will have no obligation
construct, own or operate

Site Facilities located in the

The maximum amount of fundixig to vbe
'videgzby v‘l‘rejai’;!:o and Citi,zgzzs s:‘;ecified in Sections
1{e) (i11) and (v) and 8.12(b){ii) will be reduced by

L peavag 18




1 wili be

B ,h’annual amaun: on Exhibit

‘by 19 1*,;vv

v. ?he casts af canstructzng the On Site.

?a&"lit;"s in the ?haenix krea, che costs of constructing

,_ﬁea Qf zhhs Agreeman» ~dwith the

6,06 7acre feet), and none of the

izzvhave(aay‘rqfund or other liability

CTION. PLANS AND SPECIFICATIONS

uevelcp&r will pregare, revise and

Master lan at its own expanse The Master Plan will
' ",vsizing and phas:ng of all the Backbone
Off 8&&& Fggilit;es, and. Productxon/?reatment

 ?&¢£1£& 'ii)vipcygée ah:analygis cffw@tef supply and demand

as the Ak Chin Water alse being -




strat a halance b&tween water supply and demand; and (iii)

iacl&ﬁ§L§ ( ”ription and expecced treatment standards of all

{}ew’iamex will ab;ain written

"15 nea,approwed. Any subsequent resubmission of




: er cr nct rev:.sed in msponse to
ns. mgarding them} will be Bub3ect

m;;é_'xze‘sg‘ and time eriods s'cr revxew... ;:f TreatCo

Eackbcme Fac;lz:ias, the. Off"Slte

xaductio Treatmert “Facilities, and the

‘Afrer approval (or deemed
veloper will complete or
enable TreatCo and CistCo to

-

stlo Se*v,ﬁce« Lo *be Froject.

cqgstxﬁction _ plans and

:h *‘{a) réé’sonabi& ixcizi:y-

._by czger ing agreement or franahxse},v ang:l all other regulatory

a«g ﬁgiea having ju..isdz.ccmn. ..-B:gg;ept: for construction of the water




treitmaﬁtf"planté: that are part ‘of the

sduct i jf?r&atmaﬁt Facilities (to the ‘extent constructed under a

' é» Qeaarze},,che engaﬁeering, canstructxcn~plans and
also be of suff&cxent detail to specify

uﬁacnurers.  and'~znstalzatzon methsds “and -

Approval of the

submiz cthe enginsering,

‘Eax@ﬁgﬁi«:&r purposes only
ﬁe@elbper and TreatCo
half-size bond copies,

nal plats, address maps

as p';t of the review grocess. Treat:a will provide

faki930. 1




neﬁgzneering chat cauld reduce
ta the e ;ent ?rea:Co has such’ comments.
ﬁ\éﬂy'amanéments ‘or other changes to the
iacziaa plans and specifications will be
‘éayﬁ after recexpt ef'the amendments, and

suah amenﬁman:s wzli also be prevzded in wrznxna 1£

fmad cc ‘have appxoved the plans and
';!as the case may be. TreatCo will
‘ammeazs an& rev*szens. and grant all

: Tre&;@o‘wazz not unreasonabl

ies before all approvals

sbtained, any subsequent

po aihiiiﬁy‘ﬁffbeveloper‘

QQNS”RQQ“IGN GF Fh&ihZTIES

‘ As and when requzved
ta canscruc 1&1& Phase I Faczlz»xes and Backbone Facilities set

‘arnh;an ;hevgpprav§d~cQastructzen.glans:andvspacxfzcatlons, and in

8483922 19 A 30




A3 gxavz.ﬁed m ﬁrmcie VI

. all apera izxg pemizs, ‘apprevals and ather

_Ba‘ckbéne Facilities.
mspecz.w*z and testing

»sdicz: onai anzhies m which

& unt 1 A4y such gor::icn has been inspected by




mas For
tance, ”suastantxally

ui test ng of the

d}pbyf‘cona“acaars and

aaplzcabae aortzcﬂs




w;ch respect to any pmr:ioq

 £ he_t&me af suah Operac;anal Acceptance, (i)

notify Developer in writing

the Facilities.

‘TreatCo and DistCo will be
ment 1mmedzat&ly upon

ﬂaurﬁwiﬁd by Developer

'xﬁs&&iled facilities

" che Phase I Faczlxz;es

jpment, without the requirement of any
ansfer to TreatCo. Developer will execute
agj*freat¢g°'may reasonably request to

possession (and contractor and supplier

L : 33




d merchantable title in TreatCo,

11 of said property, free and clear of all

d&ﬁ tsl‘ Iﬁ wzch;v ;ha~

ited, TreatCo will provids
‘he-hreacﬁ;an@ the acti

reach. = Upon the

‘din connection with any
_ TreatCo and DiszCo

”‘uan& its agenusg_

3"




. "x‘eiwﬁnrée,_.,l}istf:@ and  TreatCo for their

the commencement of such

-.%tza: :ne Subsacuanv

‘efficient manner.




?Qr tws&ve montbs afnsr substanczalv .
the SQbaaquent '}G££~Sice »lénd 'Subsequent
%Facilities {:he "TraatCo warranty Period"i,

‘aranteea nhat all construction, 1nczudzng

[‘»%e breath and the action
Upon the
k&atgaﬁwzki,have a period of 30
breach, seveioper will at all

g ﬁagen:s, emc;ayées,
aawg-e eg suc* repa and
vce@pt of such notice (or
| ¥ I}eyé.iager éad‘TreatCs to

pair), TreatCo will not

”allcw nevelcpe: and its agents,
, aﬁd'ﬁubcontractors access to the
fxa eannection wich any repairs necassary as a result of

: awah breaﬁ )y 1a-which case 2re§;CQ will re;mbursevneveloyer,forvv

Csaesensiny




its reasonable costs and expense . in connection with such repair .

Anécnstraating-Qarty wiii repair or‘cause

vat nﬁ cost :a any ccher ?arby, aay damage

Each Ccns ucc*ng ?arty
- ema1ning Par:&es harmless from
08 swanﬁ expenses {“nc;adang
s) that may be baaeﬁ upon
vanyﬁnerseﬁ»arfﬁamégﬂvtﬁ
y‘ba 'llﬁgea ka nave s*c”rre"
ivtheﬁﬁcastrqcuzsg ur der :hxs
}_y“any of‘its}subgaatracacrs'

e by any employee of any of

ctors‘_’Thzs 1ndemnity does not

g




_@arizzngxﬁraw aﬁy of the f@regcxng,)cr incurred in connection
. chernwith zf“any 3udgment wlll hg=rendered against another Party
e any sazh/actzan or actiona, ahe chstruczxng Paxcy, Jointly and

a&verally; wiil, at its own cost and expense, satisfy and discharge

Ths
-d&ﬁﬁ&&% and atﬁé” public
. ‘Such rega;rs will be

gevaxnmencai haﬁxes or

e : bt ) From time , |
t,télai&& ﬁtéx ¢ ’auional Anceptance c‘ the Pro3ect ?1pelxne, but i
‘,gjnat more fraquan ly than monthly, Developer may submit invoices to
 Treatco fax the feilcwzng:

h - sesiaan o 2 o i 2 . _ 1




£

1  §5 described in

have been
‘m% Treath or SxatCo, as

 n1an 14. 2‘

_Costs that have been

:bills}‘éta;é%eﬁts,

f?edgby>névelopér; 

“nea*lng and
syruczzan per*armnd

hased under this Agreement,

aljguppgrting'déca which TreatCo may




TreatCo will pay one-half

hin 30 days éftérvreCeiptvc£

in nxkl T o owith

Ef such sum 15 legs ‘than

o the maximum amount for the
sum would be more than

difference will eligible.

néi'gxcegd,szé;aéc.ooo.




ix} all bills, statements, invoices

&

. Developer will pay the
ays after recsip:z of the

JaooanveLoeg

- With ras”geaz: to any pertion of a
auCe: :2&3 ocecurred, ﬁav#mp@r

9 - days aiter O;wrationai Acceptanca} submit to




wzﬁ'é*naeeﬁﬁan with each Developer

ané each ?xeatﬁo ;nvszca

n'.sian ciaims for
w%;»n veﬂeasﬂs wav e
z,ge mac ers in dispute
. me hanics’ or materialmen’s.

ien of iien‘ waivers the

a&sh m@chan ¢s‘,ar'magar1a-meﬁ?s 1ien as an encumbrance

a&ﬁiaét;,ﬂwvgffe ted property.

serriy




xb;t £ wh*c% la*é w*li be

A@t aher r&al property and
eas ’mm:s and 2menses3
> to ¢ ry out t&ﬂzv oblizations
'Qﬁex‘:e-?reat o for the purchase

oper;:y and {b§ for other




3 irx real- pmgber&:y “The costs of all

ill bev'-i.nvcwed by Devaic’p&r to

Devalsper, TreatCo aadvv

sz.gn' ed Represent:at;ve Burmg the

in Maricopa County, Arizona,

ecessicy, and if

the '» v?ré}‘egt : v_ipbezirze or

. ses withaut charge. ;\fter
:ence 