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The Staff Report for Oitens Utilities Company, Citizens Water Services Company of
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of the Stail membiers listed below. John Byrae was nwmnﬁzbk for the review of the initial rates
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Introduction

O October 200 1997 Clizens Utihies Company (Citizens or CLCY Giled an application
for approval of the agrecment for the Vidlages at Desert Thils water wastewater infrastructure,
approval of the fornution of o wholiv-owned subsidiarivs {Citizens Water  Resourees
Company of Arizona {TrenCUo] and Citizons Waer Services Company of Arizona [DistColy. a
Certificate of Comemence and Necesary (00 &Ny for DistCo to provide potable water and
wastewater services o the Villages @ Desert Hills including mitad rates and approval of o
water wastowaler purchase agmement and 2 OO &N for TreatCo to provide potable water and
wastewater foatment and disposal servaces includmg imtial rates.

Del Webh Corporation (el Webbi i o natonally recognized developer of master-
plagned communiiies. ncluding Sun City, Sen Oty West wd Sun City Grand situated in
Maricopa County. The Villages 2 Desent IS Ines he Project) is an Arizona Corporation and a
wholly cwned subsidiay of Dol Webh

The Projeet will be developed on aporovimately 5.600 acres adjacent to 1417
approximately 20 mifes gorth of dowetown Phoumie The Prowect 1s anticipated to consest of a
mix of reswdential hoosing weits, mube-Danily unins, commercial establishments, schools and
other wses which, ot buldeouts will wial un o BAOG equavalent residential umits (ERUD.
Approxamately 375 acres of the Project are locatad cast of 117 i an umincorporated portion of
Mancopa Couniy. The remaudning approximaicis 995 acres are located within the municipal
boundanies of the Uiy of Phooniy

Phe Project Bas no exisung water or wosdewater infristracture amd could not readily be
served by any public service corporation. Acoordingly, i order 1o provide such senvices g
mumber of agreerments hase boue eintered nto hotseon Del Webh, Ciizens, DstCo and TreatCo.

Pl Webh, wader a 100 vear waner Tense . e obtained cortain water rights from the AR
Chin Indian Comapamty asd e Patted Sites o Anaien that will serve as the source of water
for the Project. The ease wreomert srovedes D00 Webb g otal of 10008 acre teet per seur of
Colorado River water through the Central Ariznan Protect tOAPY via the Waddell Canal. Under
the terms of ar sgrcement boiveen Del Webb and TreatCol up o0 7300 acre teet of Ak Chin
water per sear, an wmount seiicient 1o senve the Progect o full buddd out with necessary reserve
capacity. hus boos sold by Dl Vichb o TrewUe ot Cost

1
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This apphication seeks Arizona Corporation Commission (Commission) approval of
certain agreements entered into between Ciizens, its subsidiaries and Del Webb. These
agreements address the TreatCo purchase of the Ak Chin water from Del Webb, the building and
financing of the pipeline fron: the Waddell Conal 10 the treatment facility. the financing and
construction of the wastewater infrastructure and pasyments by builders to TreatCo of a Capacity
Reservation Charge (CROY a3 @ revenve enhancoment and the construction and financing of the
distribution system. The application states that undor the terms of the Infrastructure Agreement
{Agreement) and  the Water Wastewater  Purchese  Agreement  (Purchase  Agreement)
Commission approvals (withoat amendmient or modificotien) are conditions necessary to the
effectiveness of these agreemenis. The issuance of an Order with approval of less than all of
these items enables ermination of the Agroemens and the Purchase Agreement.

Staff does avt recommoend that the Conn Hwnu consider approval of the Infrastructure
;zgwemmz between Cizens and a osenereplated entity such as Del Webb under the
cireumstances doscribed in e epphicasion. The approval of the Agreement is not necessary for
the Commission’s consideration and decision u these maniers,  Also, the Commission may
propose certain wwrms and conditons in ss eedor b this case that may not be reflected in the
Agreement. By declining to approve the Agrosment the Commission is free to impose these
conditions without specifically  apwding o z*‘;«;adé!‘. mg the Agreement.  As to the

‘ater’ Wastewster Purchase Spceoment, as & cd below, Staff recommends setting imitial
vidded by TrewCo to DistCo, and recommends that the
eement as unnecessary for approval of the

rates only for the weatiment worvices poo
Commission deny approval of the Parchase A
application.

Certificate o

s s ?«mmg authority 1o provies potable water distribution and  wastewater
X ithi e eated oren i

water productic cdbEr troutmenl Lo

water distribution servces o Pt ad others wii

for DistCo and TreatCo will bo denticsd

ssposel service 0 DistCo. and non-potable
e certficated area. The centificated areas

De! Webb hus made gpplaation o the A eana Department of Water Resources (ADWR)
tor a Certificate ol ;’smw G Water & p%::»h’ t0N08) tor Phase 1 of the Project. Staftf wall
recommend de U0 Uoorse o coendin g anproval of the application for a CCEN on TreatCo's
filing of a copy of the developes s TAWS tor Phase | oor the development with the Commission

within 363 days from the w»m wovy date of the Commission’s Deaision.
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freatCo has made application (o tw Maricopa County Environmental Services
Department (MUESD)Y for an Approval to Construct the backbone plant. No Approval to
Construct has been issued at this tme. St will recommend that the Commission condition
approval of the apphication for a CC&N on {reatCo’s filing of & copy of its Approval to
Construct the hzxz:ia«‘m see plant with the Commission within 365 days from the effective date of the
Comission’s Dggsion.

As other phases of the development proceed with developers, DistCo will enter into main
extension agrecrnents with these developers for the construction of disinbution facilities to serve
their particular developments. At the time DistCo files its main extension agreements with Statt,
it s required to file s MOESE Approval 1o Constract. Staff will recommend that DistCo not be
required o tile 0s Approval to Uonstrust in this proceeding,

by order for TeeatCo und DU o uliiize any oty or county public night-ofoway to
construct ther fucrstios, twell be necessary to bt the city or county authorization by consent,
permiit or francase. TreatCo and DistCo are regquired by statute to provide evidence to the
Commission that they have received the proper authonty to construct their facihities within the
public righte-of-way prior o the Commission ssaing s CCEN. TreatCo and DistCo have not
obtained any ¢y or county wthorzation, 8l recommends that the Commission condition
approval of the application for a CCEN en TreatC'o’s and DistCo’s filing of copies of their
respective consent. permit or fraschise from the appropriate ity or county with the Commission
within 363 days from the effeciive date of the Crinmission’s Decision,

Ter d Conditions for the Provigion of 8000ee

TrewtCUo wed DisCo, i dheir aoplicatior, have fled cortaan wridfs in the form of terms
and conditions tor the provision of service. i"vfis,' e suggested o TreatCo and DistCo specific
changes and muodilications to ose rdfs Mo wrilis reflectiag Staff's recommendations have
not been retiled by TreaCo w x,! e, xhn ane. Sl recommends that TreatCo and DistCo
he ordered 1o 11k wnfls, rofeosng the terne and conditions for the provision of service
consistent with Suft's :xxtuﬁs_;;;::,s.:x‘m;iazéu Lowith the Commission for approval, within 30 days
from the eftective dete of the U amavisaon’s Diecsion, Should TreatCo and DistCo not file tanfls
within the ume soecified, they shall comply with the Commissien’s Rules relative w0 the
provision of ser i

Su.& DistCa

Water and Was,

freat’c . a newly o Corporation and wholly owned subsidiary of
Citizens. Treatl o will pxm;‘ ne w and waslewater treatment services (including
effluent dispossi, sale and weasis) and sorepelaby wates distribution services to DistCo and
athers in Anizona

[ R & 4
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Det Webh will sell to DreatCo the untroated Ak Uhin walter that will be the sole supply
for the Project. TreatCo's cout v s:r:amxszm W b approximately $8.6 mullion for the first 20 years.
A detatled desenption of the sale wrow fopnd 0 the application as Attachment 3,
Water Wastewater Agreemen)

4

The “kackbone” tarsyoriadon B st e iniual phase of the water/wastewater
mirastructure widl be constructed by el Webn while subsequent phases of the infrastructure
will be constructed by TreatCol The factlity corwsts of a nine-mile pipeline that will transpont

Cthe Ak Chun waser from the Widdelt Canal to the water reatment campus, which will be located

on approxamately Ofty-three sores witlin i}s«‘ Prower. The pipeline is estimated to cost $8.0
mitlion and 15 cxpected W be conpleted by the 1y iu, endar quarter of 1998, The Phase | water
treatment facthits 5 expectad (0 5 completed b U second calendar quarter of 1999 at a cost of
$8.2 million. This can serve ayocoimetely 10K calent Residential Units (ERU). The Phase
| wastewater tromaent facilite s éxpected o 7 completed by the second calendar quarter of
999 at g cost o 834 mithon . This treatment £ 0iliy can serve approximately 2,000 ERUs,

Citivens. through Advunoes fn At of Constroction (ATADY to TreatCo, will fund up to
$24.0 muthon of the mirastvsciure of the Procot Tk Webdk will fund the remaining amount
through ATACs These ATAC will be repuid %»}' VreatCo on a per connection basis as new
customers are added, Additiona’l ATACS e Tally refundable. The annual repayments by
FreatCo will be doinbwed on o rasis of o el Webh aod 25 pereent o Cltizens.

TremCo vl derive v revenvd throw tae prignary sourees. The Water/Wastewater

Parchase Agrecuont contalos the tenms vrdsr whieh TreatCo vall provide water/wastewater
& I

treatment servicss o ik catd o s ceste ors B the Project. This agreement has an inttial

e

term of S0 veass s it an o oenon pored o0 50 veera The charge is based on a fined rate times
PO gallons of vater sold

The Capacity Reservation Charpe (CRC ol be pand by subdivision builders (principally
affthates of De? Wobby at the e soovice s oenlinled o new customers within the Village.
the amount o 4 I s TLAOC per BERED instially to 84830 per FRU
beginming in ’*az“ %%;mz;gh th H:,i,m ok the Prodent The charge 13 intended to be a revenue
soprce and not ¢ “heok up” o ST would oo ey this charse o Pavment in Licu of Revenue
(PILORyaed wl refer o ot boge o sacn bogghont the !«,.t.,p{fm

Addueona'hy
resell pog-poabic et

reat and ¢ opess wastewater eollected through DistCo and

DS arg
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Water Distribution and Wastewater Colleciion, Facilitivs (between TreatCo & DistCo &
Builders)

DistCo s a newly formed Artzona Corvoraiion and wholly owned subsidiary of Citizens.
DistCo will provide ;.x.sz‘xbis: witer distribution wud wassewater collection services for the Project.

Individual subdivigion developers (Buildersy, through line extensions. will construct the
water distribution and wastevater collection Lvitities. These line extensions provide that each
year DistCo wall refund 10 percent of the revenue received from customers served by the plant
provided under the line extension for a period ¢ 12 vears,

The gpplications propased rates for DistCo are as follows:

Water service
STV et xu,a e ronthly b
§ 2.00 per {000 gallons, for o

| wsage as a commodity rate

tewader v

BRSSP -.w

Rewdmwi ‘i%ih 00 mizimum aonthdy chage
5 200 0 LMD galloss ur o the first 7,000 gallens of water usage

WaterMWastewnter Purchau s Sgreement (F & DintCo)

This purchase agreemant  comains taens under which  TreatCo  will  provide
water’ wastewater orvice o st or Ddeo 0" customers in the Project. The purch;w:
agreement has an indiial tonn of 30 yews wit an extension period of 30 years. The rate is
predicated on a lixed charge per 1000 gallons of treated water/wastewater. The initial rate will
be in effect tor thoee years, Therealter, the sate ooreases every five years until 2014, At that time.

the rate will roma e oot watl, vatld oo

Stafl does aot bebieve that this agrecawsy v necessary between regulated affiliated
entities and vl recowarmssnd cpprovil ol irowd raes only. Subsequent rates should be
determined through normad ratemaking proceduses.

{H RER
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1IN, SWLOR4E5A-97-0399

Deferred Deprecia

on

maton approval o mstitute 2 non-traditional
rtemaking practice wherehy deprecia e associated with the initial construction of
certain treatmers [acilitios of TreatCo be defersad during carlier years of the Project and phased-
in based on custogrer growth seaching o cerine Loved in later years, Key portions of the treatment
plant will be “oversized” relative o the namboy of customers receiving service in the earlier
development stage. because 11 may be teore cost officient 1 build portions of the infrastructure to
accommodate customers at otal buildout, ton building additional facilities in increments.
Citizens has proposed 1o detor depreciation vader a formula that will mateh recovery of the
expense relative 1o the nurmber of customers boing served in the Projeet. The expense recovery
will increase duning later phasies of the Project o0 which time 1t s projected that a larger customer
hase will eunst

Phe apphicamts are reguesting Comm

Staft belies os this proposc] s designed o dussuade the Commission from considering the
“overstzed | treatingl faahtios as gncoss vapacty seeder traditional rate-making, which would
sesult i removal of tha plant Lo Rawe Buse wotho s associated depreciation until future growth
requires the excess capacity 1o serve. Tis alse desigied to nearly eliminate the risk that current
depreciation expense will noet b completelv v overcd, Furthermore, adoption of this proposal
would assign current costs o fuiure ratepavers S1afE believes this proposal. due to its non-
traditional teannont should vot Po used in settioy initiad rates. [t is more appropriate o assess the
effect on rates and castomers 0 rale o boasgd oo historical cost than to commit to a non-
traditional progess, which mav omoumber the Uomeanission i the fiture.

Rate of Return Different

Citizens proposes that s Uompmssion oo rrove iniial rates that will provide DistCo with
the opportunity “o carn a 10 porcent return and oo a 1330 percent return. Citizens believes
that TreatCo assumes addaionad risk Trowm the opical water/wastewater utihity and should be
authorized a return that 18 350 bus poonts greser than DisiCo. Citizens states that TreatCo will
assomme addinoeal sk as oot of the prooesed Jdeferred depreciation treatment and the
treatment Chargas o Dis(o, whisoh fxes o g Tor a st naomber of vears {(provided certain
criteria are saislivdy and by seil-dmposing an eeenings cap duding the iniual rate period. Citizens
proposes that s carmings ol DistCo andlor DroatCo in excess of the proposed returns Gf
approved), will e refunded o DisCo cusiomers, Any carnings below the proposed returns Gf
approved) will not e recovered.

13859 SR
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the establishment of a new utility, where no
misted reasonable costs of operation,

Vepreallv. o COAN application imvolying
CUstoers exist, aurthorizes rafes, which recover

A returs on the wapial mvestment < generally not considered. primarily  because
construction costs are estimaiod, opsating oxpeases are estimated and the customer base s
unknown, Generaly, o utibity operates s loss during the inftial vear or vears of operation until
the first vate case. At that ime. when historical costs are known in a Test Year. rates can then be
authotized 1o recover expense and provide the oaportunily to carn a return on Rate Base. Thus.
approval of 4 specific rate of stum and the dotermination of & differential 1s not necessary or
appropriate at this Ume,

Addinonaily, o & Cost of Capraal o runed, Saft disagrees that a retumn
differential would ever be requived. Any additionst visk. as presented in the application, is
imposed by Uitizens on the toatment atibig, o sple: the agreements entered into between
Del Webb and Clnzens res ev;*d w the Water” cwater Purchase Agreement which “lock-in™
TreatCo charges v DistCo a0 e rate for o e woaerted. Also. the Infrastructure
Agreement conlansg i ixmm are TreatCo to repay the AlIACsona 73

(3% ves

percent 25 pergent basis 1o Dl Wbk and ©izens, respoctively. This could have been
structured 1o allow equal amouns of repeyien horeky reducing the payback period o Citizens
in half, The ATACS could bave %&-'esa ‘xéi’i,’ia:mr*:d along the hnes of conventional AIACs as

proposed between DistCo and Huilders of the Mrofect instead of the 100 percent repayment by

TreatCo to Del Wobb and Cit cons, per e vancs

ww{g’v-im‘ﬁ deterred depreciation treatment and
b o deny the deferred depreciation and not
£t

The perver ed nisks
carmings cap are rhwmated o
establish a spec i rge ef retr o

Stafd belooves that the surnous agresme s entered inte by Cltizens and Del Webb focus
on keeping minta! rated o DivUo's quatomers A winimum i order to advertise lower utility
rales to prospecine buyers, Yidle s successin’ fevelopment is desirous to all concerned. initial
rates should refioct the vost of wervice 1 av WE sowaptzd large increases in tuture rate cases.

Origination of faparagy 14

e creattone oF o sepasate water wastewater treatment utility
st aier colfection utility (DistCol A question

arete wiilities or one wtility with two operating
w0 sepatate ontities, Stalt is concerned
12 hoth entities could execed costs charged i
s cded Tae Statt acticipates a thorough review of
Bz entiies” first rate case.

Phis applivation gl 0
{FreaCoy and g virter d’mf» i
ANSCS CONCEInE Py ol ke
divisions. Wil Aot 9 e d
about the possi ’,' i & Eii €l
only ene entity oh o opel ‘
the supportng documentation o e allocat 3

LEEE RER
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Rate Base and Operating lacome

Projectad cperating revennes and expensas and Original Cost Rate Base for the first five
years of operation using Staffs’ proposed initial tetes and charges, are shown on Schedules One
and Tweo for DisiCo and Treatl o, respectively.

Schedule One (DistCo reflects a shight et operating income for each of the five years,

Schedule Two (TrearCoy reflects net eperating income for each of the five years. The
. revenues include effluent sales to third parties and the PILOR amounts o be received from
L, Builders of the Broject ‘

Staff 15 recommending approval by the Commission of initial rates only for service by
DistCo and TremCo. Staf? 15 pot recomunendi g aoovoval of the Water/Wastewater Purchase
ent, betwoon the swe auliies, Theo are two affiliated wtilities having common
ownership. Staff believes this agreement havieg a 30-vear term. with fixed rates for five-year
increments is unnecessary hecae of Staff's ccommendation that the Commission set initial
“rates only for both entitics at his time,

Staffs” recommended initid rates for Diaie are as follows:

Waler servicy

G Rate

Minimum monthly charge

87w 4T $ 2000
3 2000
i 32.00

2 64.00
A 80.00
160.00
200.00
250.00

Usage charge:
$2.00 per 1UOG gullons for all uiage by all mew s vioes.

DR RFR
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Staft recommuends the costemer service related charpes contamed in the application as
FP-1. Povate Fre Protection and MISCL Masecollaneous Service Charges be approvadd.,

sates for reeio areas follows:

Statt recommended mip

TreatCo charge o DU for the delivery of potable water and for the ireatment of
wastéwater will e $4.64 per | 000 gallens of wter sold,

Stat! would recommend approsal of proposed tanitts GNP-1, Geseral Nonpotable Water
Service: UNP. Constraction Nogpotable Wowr Sevvice and MISC-1, Miscellancous Service
Charges.

Staff Recommensdations

Stall recomnmends that she Commission condition approval of the application for a
COEN by Treal o on Treatd o 's filag o copy o dw developer’s Centificate of Assured Water
ciogy within 363 days from the effective date

&

Supply. for Phase 1ol the Propect, with the Cononiss
of the Commission 'y Decaon

Statt turther recommends that the Uenrrssion condition approval of the apphication for a
CCEN by TreaCo on Teeatlo's Ti v oof its Approval to Construct the backbone plant
with the Commssion within 203 davs from the

'i}{ EERAL

Teerive date of the Commussion’s Decision,

that the Comiission condition gpproval of the application for a
CCEN b 1 aoand Divt e o Dreati o 25100 filing a copy of their respective
consents, penms or franchis s o8 gtk city o coumty with the Commission within
365 days from the effzoive doo of the Comumecon™s Degision,

Statd by recomsg.

wive: order TremCo and DistCo 1o file tarnifls,
Jwon of service consistent with Staft's
sbowitsin 50 days from the effective date of
Disti o not {ile tarifts within the time specified.
v 1o the provision of scrvice,

Stalt furihey recommonds that
reflecting the ooy and Guoslions
recommendatons, with the
the Commission’s Devisior
they shall comyply with the O

Trtlssion for g
canid TroatUo an
carmsston s Mules wlanl

¢
¢

Sutd fuedwr reconymands thal the Coeuy

DhstCo,

dots approve the formation of TremCo and

Stafl further recommernde that the Comy

charges {ov Treait o and Diad o

¢ approve Stafl's proposed inttial rates and

LR SRR
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Statl further recommends that te Cosrvssion deny approval of the Water’ Wastewater
Purchase agreenent and the deterred deprociation treatment.

Staff furtber recommends that the Commission disapprove the amortization of 30 percent
of Advances i Al of Construction beginsing i veur One (1) as proposed by DistCo at the time

depreciation on the plagt commenees rather t%mw s padiional mwethod of amortization after the
Advance has expived and tormally converts 1o o Comnibution in Aid of Construction.

Stafi further recommends that the Covmssion deny approval of @ cap on the rate of
retarm earned by TreatCo and DistCo during the ineisd rate period.

Staft further reoomsneads that the Corremson deny a rate of return differential between
DistCo and TreaiCo of 350 basis points,

Is that the Uommnassion ool consider any determination regarding

fruciyre »‘Mu

Stafl further recons m“;x-
the reguested approval of the Jaires

Staft further reconmends that s p;u« viston he included in the Company’s tarifls to allow
for the flow-theough of approprate state snd foond takes as provided for in AAC Rule R14-2-
409,

Staff funlor recomunords that e Coony fle a rate application uulizing a Test Year of
2003 or a Test YVioar at the porat i time such thet 3500 ERUS are being served. whichever comes
first,

At s
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ESTIMATER STATEMENY UF OPERATING INCOME
AND ORIGINAL CORT HATE BASE
13is

Paga 2000 eE N 2002 2003

= Revenues.
Water service LRI St $858 $1.348  S$1.798
Wastewater service 4 330 P62 1,054 1 405

L Other (13 145y (260) {329
b l

¥ Total revenue §i%6 §775  H1.483 §2.142  $2873
o

Operating Expernse

Operation & Mamtenance $1900 Saus ST A2 $1.948  S0613
Depreciation j4 S ot 133 175
Taxes ather taa Jeoome i i kY hY Ht

Interest expense & o 1 2 4
Inceme taxes H i 2 3 7

Total expense bR 974 Wl 452 $2.135 3286l

Net Operating income $1 §1 53 $7 $ 14

Rate Base .00 18 L6 %119 578G $63 $141

Rate of seturn LT 9 Ry (0030 1H1L06% 9.93%




‘ Citizens Utilities Company Schedule - 2

Docket Nos. F-01032A07.0300 & SW-034 5440705099 & SWAU3455A.97-0599

ESTIMATED STATEMEN T OF OPERATING INCOME
] ANE ORIGENAL UOST RATE BASE
b TRESTCO

ny - i,

Revenues,
Water service
Wastewulor service

Other

Total revenue

Operating Fxpense
Operation & Maintenancy
DPepreciation

Taxes other than Income
Imterest expesse

Income taxes

- Total experse

Net Operating Income
Rate Base O.C LD

Rate of retum

(5N THOUSANDS)

1009

534
34

443

5511

G141

1

& v

318

8
13

Ll
530
H6d

1204%,

2000

W
o Bd Ed

" gd
Ay

o Lo
YALE

o

51
$1.474

[EL RS

2061

8376
142
380
0l

245

L1143

$ $28

e

55317

QUM

2002

iRl6
16
Rk

$2.408

$4354

151

e

482

264

447
$1.393
§ 874
£8.792

9.94%

2003

$1.089
1.089
1043

$3.221

£363
I8¢
i3

=

Ly Cwd
s
i

$£2.023
S1.108

$11.915

HLO3%%




. ‘ém, ; KunAsex JACK ROSE
EXECUTIVE SECAETARY
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24 e WEERINER S i
RENG T JENNINGS :
b ARIZONA CORPOIMTION COMMISSION
April 17, 1998
Citizens Unlity Company
Attn: Ray Jones
15626 North Del Webb Blvd
Sun City, AZ 83351
| RE: Citizens Unlity Company
DOCKET NO. W-DHI32A-97-0599, 8% 03454A-97.0599 and SW-03455A-97-0599
Attached hereo, please find the Staff Report 11120 eluting to the above referenced matter.
Sincerely,

%W % % Jéﬂfﬁ Jf?q,f £ z‘*g:;,( )

" Carmen Madric
Administrative Assistant 11
Docket Contrel Center

Ce:  Beth Ann Bums, Coungel
Craig A Marks, Councel
Mark Eeller, Dept. of Rovenue
Stephen Francois, Dert. of Revenue
Marylee Diaz Conter, Ruco

LI iRy ﬁ&ﬁ@@&t}"«‘% AN, ARSI e QR ORET A0 WEET CONGRESS STREIET. TUOSON, ARZONA 45701 347




