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1. On August 21, 2016, at approximately 9:00 p.m., a water outage occurred on the

Brooke Water, LLC ("Brooke"') Lakeside Water System ("Lakeside") with service interruptions of

varying magnitudes occurring over three day period from five separate water line breaks. The

Arizona Corporation Commission ("Cornmission"l held a Special Open Meeting on Monday, August

29, 2016, to receive a status update on the water outages, water quality, and customer service issues at

Brooke and Circle City Water Company, LLC ("Circle City") and to discuss a possible complaint order

to show cause, possible preliminary relief, or other enforcement action. After a lengthy discussion of

the outage and measures taken by the Company to address the outage, the Commission asked the

Utilities Division Staff ("Staff") to do an investigation Of Brooke and Circle City, their complaint

27

28 1 Brooke was incorporated in 1995; it is owned by Robert Hardcastle (managing member) and CMysta1 Investments, LLC
(a California registered Company).
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history, circumstances surrounding the outage, and other matters relating to customer responsiveness,

Financial fitness and operating condition of the Companies' plant. Staff was asked to also look at the

history of other affiliated water companies in Arizona. This Memorandum contains Staffs analysis

and recommendations with respect to remedial actions. During its preparation of this Report, Staff

conferred with Mr. Hardcastle ( L the Endings and recommendations contained herein.
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.Y/9011.fumfzagl of Brooke,BUI andAri 0naHoldings

Brooke and Circle City are owned by Robert Hardcastle (10 percent) and Chrystal

Investments (90 percent). They provide water service to an area north of Parker, Arizona along the

Parker strip, and to an area near Circle City, Arizona. Mr. Robert Hardcastle is the managing member

of Brooke and Circle City. These two companies were originally owned by Consolidated Water

Utilities Co. LTD ("Consolidated"). Consolidated Bled a bankruptcy petition under Chapter 11 and

subsequently all of the assets of Consolidated were sold at an auction sale on October 16, 1995 to

Brooke. In Decision No. 59435 (December 29, 1995), the application for approval of the sale of

assets and transfer of Certificate of Convenience and Necessity ("CC8cN") of its Apache ]unction

Division from Consolidated to Brooke was 2PP1'OV€d.2 In Decision No. 59754 Oily 18, 1996), the

application for approval of the sale of assets and transfer of the CC&N of Circle City and Colorado

River Division from Consolidated Ltd to Brooke was approved by the Commission.

In 1996, Brooke purchased United Utilities, C&S Water Company, Desert Utilities,

E&R Water, High Country Water, Pine-Oak Water and Williamson Waterworks, all of which had

outstanding Orders to Show Cause with customers experiencing billing issues, water service issues and

water shortages. See Decision No. 58779. The systems were in a deteriorating state.

23

24

In early 1998, applications were made to reorganize the water utilities' structure of

Brooke Utilities, Inc. ("BUI') to correspond with geographical boundaries. The applications included3,

25

26

27

28

2 In Decision No. 59435 (December 20, 1995), the transfer of the Apache Junction Division from Brooke to the Water
Utilities Community Facilities District and cancellation of the CC8cN for Apache Junction was approved.
3 BUI was controlled by Chrystal Investments LLC which owned 90 percent of the stock and by Mr. Robert Hardcastle
who owned the remaining 10 percent of the stock. BUI is registered as a foreign corporation in California. The
Colmllission's e-Corp lists BUI as not in good standing and having been administratively dissolved for not Bling annual
reports.
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requests for approval of the transfer of portions of assets and corresponding CC&Ns of BUTs

existing water companies, Brooke Water, C&S Desert Utilities, High Country, Pine-Oak E&R, United

Utilities and Williamson Waterworks to the following companies: Brooke Water, Circle City Water C.,

LLC, Tonto Basin Water Co., Inc., Payson Water Co., Inc., Pine Water Co., Inc., Strawberry Water

Co., Inc., and Navajo Water Co., Inc. ("Trans ferees). The purpose of the reorganization was to

achieve operating, administrative, and regulatory reporting et ciencies. There were no changes in

terms of rates and tariffs, ownership, management or operations of the current water systems. The

Commission approved die reorganization on June 19, 1998, in Decision No. 60972.

Various sales and condemnations have resulted in CC&N cancellations for the Pine5.

On October 6, 2009,

11

12

13

14

10 Water Company and the Strawberry Water Company. a Final Order of

Condemnation was entered by the Yavapai Superior Court in Case No. PUOOCV20090785 vesting

ownership and possession of Pine Water Company and the Strawberry Water Company in the Pine

Strawberry Water Improvement District. The CC&Ns for both Pine and Strawberry were cancelled

on April 6, 2010.

15

16

17

Payson Water Company, Tonto Basin Water Company and the Navajo Water

Company were subsequently sold to j. W. Water Holdings in June, 2013 under a confidential Stock

Purchase Agreement.

18 7.

19

20

2 1

22

23

24

Brooke and Circle City are located in the Counties of La Paz and Maricopa

respectively. Brooke serves approximately 2,000 customers and Circle City serves approximately 190

customers respective1y4. Brooke5 has 7 systems (if Circle City is included as a system) with customer

counts as follows: Holiday Harbor (226), Lakeside (799), Marina Village (226), Moovalya Keys (553),

Parker Dam (191), Rio Lindo (31) and Circle City (190). Tariffs for Brooke Water have been in effect

since April 1, 1994. Tariffs for Circle City Water Co. have been in effect since January 8, 1998.

T/ye Ream!Brooke WaterLLC Outage

25 8. The outage occurred on a Sunday evening around 9:00 p.m. in Parker, Arizona. It

26 initia lly a ffe cte d a pproxim a te ly 50 cus tom e rs . Mr.  Ha rdc a s tle  E rs t re po rte d  the  ou ta ge  to  the

27

28 4 Annual Reports for year ending 12/31 I2015.
5 Annual Report for Year Ending 12/31 I15.

75755
De cis ion  No.

6.

II l



P a ge  4 Docke t No. W-03039A-16-0322, e t a l.

1 Commission's Consumer Services Division on Monday, August 22, 2016, at 1:44 p.m. Two additional

2 leaks  e rupted and were  reported.

9.3

4

5

In the morning of August 23, 2016, at 7:09 a.m., Mr. Hardcastle provided an update

advising that Company personnel had again worked through the night repairing water main leaks. The

main leaks were caused by a high Pressure Reducing Valve fMuIe. The valve was located between

6 four s e c tions  of cus tom e rs  s e pa ra ting uppe r La ke s ide  from  lowe r La ke s ide . The  cus tom e rs  a re

7

8

9

10

11

12

13

14

separated by various pressure zones because of elevation differences in the service areas. A high

pressure reducing valve holds back high pressure on one side of a valve against lower pressure on the

other side of the valve. The Company also reported that two additional leaks had erupted. O n

Tuesday evening, August 23, 2016, Staff was advised that the valve was repaired and water was slowly

being introduced back into the lines and that by approximately 10:00 p.m., the lines were fully

pressurized. Water service had begun to slowly return to interrupted customer service sites on August

23rd. According to the Company, complete pressurization of the system was completed die evening

of August 23rd. Mr. Hardcastle also advised in an email communication to Staff the next morning

15 that water (non-potable) was delivered to a location in Parker for customers' use and bottled water

was also delivered.16

17 10.

18

19

Staff Engineer Frank Smaila noted that there had been a total of 5 breaks between

Sunday evening and Tuesday at 1:30 in the morning. The breaks occurred over a three day period

(August 21, 2016 thru August 23, 2016). The breaks were in the same general areas in the low

elevation area around the river.20

2 1 11. At the  Ope n Me e ting, Mr. Ha rdca s tle  s ta te d tha t on Tue sda y morning, a fte r nume rous

22 conversations with the water operator, Dale Asked, he made the decision to contact other industry

23 sources because of the number of items that needed attention. He contacted EPCOR (Lake

24

25

26

27

28

Havasu/Bullhead City) to assist in returning customers to service. On August 24"'*, EPCOR made

permanent repairs during a planned outage lasting about an hour, which included rebuilding the

pressure release valves. Mr. Hardcastle then reported to the Commission's Consumer Section that the

Lakeside water system was functioning normally. EPCOR should be commended for prov iding

assistance to a smaller water company when it needed help.

De cis ion No.
75755
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At various times of repair during this period as many as 200 plus customers (and as

few as 50 plus customers) were out of service depending on pressure zones repair status and

construction replacement. The Lakeside system has approximately 800 customers with 200 of these

customers on the lower system and 600 on the upper system.

Consumer Services and others at the Commission began receiving calls from

customers and County Of coals on August 23*" about the outage. They reported that they were

having difficulty reaching the Company personnel to obtain information on the outage. Chairman

Little convened a meeting with a number of agencies on Friday morning, August 26th. The primary

purpose of the meeting was to discuss what went wrong with the communications regarding the

outage and the need to immediately determine that Me water was safe to drink. An ADEQ inspector

went out on Friday to test the water to ensure that it was safe to drink. Notification was received

from ADEQ over the weekend that the water was clean and safe to drink.

14.13

14

Apparently, County and Emergency officials had not been contacted about the outage.

One Of8cia1 indicated that while the outage occurred on Sunday, he did not hear about it until

15

16

17

18

Tuesday. Further, he heard about it from a customer; not the Company.

15. Because of the numerous concerns raised regarding water safety, lack of

communication and other concerns such as the safety of the asbestos piping used in the system; the

Utilities DivisionStaff was asked to look at these issues and report back to the Commission.

19 STAFF ENGINEERING, CONSUMER SERVICE AND FINANCIAL FINDINGS

20

21 16.

22

TheBrooke Wafer Plant Fad/ities -.. Engineering Field Impeciion Findings

The plant facilities were Held inspected on August 29, 2016, by Staff Engineer Frank

Srnaila. Dale Allied, Brooke operations superintendent, accompanied Mr. Srnaila on the site visit.

23 17. La ke s ide  wa te r s ys te m 's  ma in a nd only wa te r s ource  is  the  Colora do Rive r. Two 10

24

25

27

horsepower pumps are utilized to transfer river water to two pressure sand filters. Pressure Filters are

used to remove solids from the river water. Pressure Elter backwash is sent to two 50,000 gallon lined

26 backwash ponds. The Company ohms three storage tanks (1-50,000 gallon, 1 - 100,000 gallon and 1-

300,000 gallon) in the Lakeside water system. The filtered water is chlorinated and sent to a 50,000

gallon storage tank. This storage tank utilizes a 25 horsepower booster pump to deliver the

75755

28
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1

2

chlorinated drinking water to a 300,000 gallon and a 100,000 gallon storage tank. The tanks and one

Pressure Reducing Valve deliver the drinking water to approximately 800 primarily residential

3 connections »

4 18.

5

6

7

8 19.

9

10

Staff determined based upon its Held inspection that the mechanical equipment is in

good working order and maintained adequately. The exterior of all plant equipment made of steel has

not been adequately maintained. The majority of the distribution system piping is made of asbestos

cement and the safety of the piping was questioned during the Special Open Meeting.

Staff Engineer Smaila observed through use of a camera telephoto lens, that the rust

was quite extensive on the 50,000 gallon storage tank with die possibility of rust through to the tank

interior suspect. If the interior has been compromised, contamination could occur.

11 20. concern was

12

13

14

15

16

17

18

19

20

2 1

22

23 21.

24

25

26

27

28

At the Special Open Meeting, much expressed regarding the asbestos

cement piping. At the Special Open Meeting, Mr. Smaila indicated that the pipes have been in the

ground since 1962 and are probably getting near the end of their useful life. This type of pipe was

installed in water systems in North America starting in the 1930s until early in the 1980s. It was an

affordable non-corroding alternative to metallic pipes in areas prone to corrosion. Health concerns

often led to the installation of new pipe materials including metallic or PVC, although there was no

evidence of water-born Tiber related illnesses. Asbestos cement piping as of the mid-1990s in North

America was as high as 12 to 15 percent of all potable water mains. The Company is subject to

mandatory participation in the Monitoring Assistance Program ("MAP"). However, MAP only

conducts asbestos sampling at the entry point of the distribution system. MAP last analyzed for

asbestos in February of 2013 and the results were nearly non-detect. According to ADEQ the

asbestos sampling frequency for Lakeside is only once every 9 years.

In the Lakeside System, Pressure Reducing Valves are used to reduce the pressure of

the water delivered to customers in low lying areas. If it were not used, the water pressure in low lying

areas would be well over 100 psi. It is surmised that the Pressure Reducing Valve f irst failed on

August 21, 2016 resulting in the first water line break on Harbor Drive. It is surmised that the break

was not recognized as being related to a failure in the Pressure Reducing Valve at that time. After four

more breaks, the operator noticed on August 23, 2016, a small diameter copper line, part of the

De cis ion  No. 75755
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4 22.

5

6

7

8

9

1 0 b)

11

Pressure Reducing Valve, was leaking. This was repaired and then the operator noticed that the

Pressure Reducing Valve was not operating properly. Mr. Hardcastle took the extraordinary step of

calling EPCOR in to help because of the number of issues presenting.

The Utilities Division Engineering Section made the following conclusions based upon

the site visit and analysis of information obtained regarding the Brooke ._ Lakeside's operations:

The Lakeside water system consists of two 10 hP pumps, two pressure sand

filters, two 50,000 gallon lined backwash ponds, one chlorinator, three storage

tanks, one booster pump, one pressure reducing valve and a distribution

system serving approximately 800 primarily residential connections.

The Lakeside water system has adequate source production and storage

capacity to serve the present customer base and approximately 1,100 additional

1 2 cus tome rs .

1 3

1 4 d)

1 5

1 6

1 7

1 8

1 9 e

20

2 1

22

23

24

The majority of the distribution system piping.is made of asbestos cement.

Dale Alked, operations superintendent, supervises the operation of Lakeside

water system and six other water systems and has approximately seven years of

experience as a certif ied operator. Mr. Alked does a good job running the

water system and is extremely conscientious, but appears to lack experience

and knowledge of Pressure Reducing Valves

All of Brooke Water Systems, PWS No's 15-006, 15-010, 15-011, 1527, 15-040,

15-058 and 07-112, are in compliance with ADEQ requirements and are

currently delivering water f lat meets water quality standards required by

Arizona Administrative Code ("A.A.C."), Title 18, Chapter 4.

The Company is not located within an ADWR Active Management Area and

all Brooke Water Systems are currently compliance with departmentaln o t i n

25

26

27

28 h)

requirements governing water providers and/or community water systems.

According to the ACC Utilities Division compliance data base, the Brooke

Lakeside System has no delinquent Commission compliance items.

The Company does not have a Curtailment Tariff on tile.

fl

De cis ion No.
75755
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The  Compa ny ha s  a n a pprove d Ba ckflow P re ve ntion Ta riff on File  with a n

e ffe c tive  da te  of ]ja nua ry 13, 1994 whe n the  wa te r s ys te m wa s  owne d by

Cons olida te d Wa te r Utilitie s , LTD.

4 D

5

The 50,000 gallon storage tank has extensive rust and possibly the interior has

been compromised.

6

7

k)

1)

The exterior surface of all tanks have surface rust and degrading paint.

The water loss cannot be calculated due to the Company not measuring the

8 backwash water utilized.

9 The 100,000 storage tank was overflowing drinking water contributing to

10 overa ll wa te r los s .

11 n

12

The Lakeside water system experienced service interruptions from Eve separate

water line breaks over a three day period (August 21, 2016 through August 23,

13 2016.)

1 4 Cir/e Cagy P/ani

23 .15

16

17

18

19

20 24.

21

22

According to its 2015 Annual Report, the Circle City water system consists of one 75

rpm groundwater well, four storage tanks (totaling 125,000 gallons), two 10 hp booster pumps, and

one 5,000 gallon pressure tank, one chlorinator and a distribution system serving approximately 186

customers. The system is located in Maricopa County, is self-sustaining and does not purchase water

from another water system. Dale Allred is the certified operator.

According to the Maricopa Environmental Services Department ("MESD")

Compliance Status Report, dated September 7, 2016, MESD reported that Public Water System

("PWS") No. 07-112 is in compliance with MESD requirements and is currently delivering water that

23

24

meets water quality standards required by Arizona Administrative Code, Title 18, Chapter 4.

The water system is not located within an ADWR Active Management Area. Staff25.

25

26

27

28

received Water Provider Compliance Status Reports dated September 1, 2016. ADWR reported that

the water system is currently not in compliance with departmental requirements governing water

providers and/or community water systems. ADWR states that "No Record of Submission for 1st

Update of their System Water Plan" has been provided as required.

De cis ion No.
75755
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2 26.

3

4

Customer Service and Outage; -- Consumer .Yen/tee Section 'J Findings

Staf f  looked at  the com plaint  h istory of  Brooke and Ci rc le Ci ty and the num ber  of

unplanned outages which occurred in the last year, as well as the Company's handling of the outage in

August, 2016.

27.5

6

7

8

Brooke's complaint  history f rom 2005 through 2016 is contained in At tachment B to

the Staff Report, at pages 14-15. Complaints f i led with the Commission have gone from a high of 40

in 2012 to 20 in 2016. Complaints in Circle City have gone f i rm a high of 13 in 2012 to zero in 2016.

Of  the 20 complaints Bled in 2016 for  Brooke,  the top issues were bi l l ing,  outages and customer

9 service.

10 28.

11

12

13

14

15 29

16

17

The Company also provided i ts cal l  center  stat ist ics for  January through August  of

2016.  The Company's cal l  center  categor izes the cal ls into one of  the fol lowing 11 categor ies:  1)

service on request; b) close account (service off); cl statement and payment inquiry/bil l  copy; d) meter

re-read request; e) payment arrangement; f) leak report; g) water service interruption/conservation; h)

customer account inquiry; i) credit and payment process; j) disconnections related and k) other.

W i t h  r espec t  t o  ou t ages ,  i n  add i t i on  t o  t he ser v i ce i n t er r up t i ons  and  ou t ages

experienced during the event in August, 2016; Brooke has had 4 other unplanned outages and Circle

City has had 1 unplanned outage in 2016. The cause of the other four unplanned outages in Brooke

were to repair emergency leaks. Most were 2-3 hours in durat ion. The number of customers affected

19 was from 15-150.

18

2 0 30.

2 1

22

23

Wide respect to the August incident involving the Lakeside system, noti f icat ion could

have and should have been handled m ore ef f i c ient l y . Custom ers that  had prov ided thei r  em ai l

addresses, i f  updated, received notices and updates. If a customer did not register his email address,

he did not receive a notice or update.

2 4 31.

25

26

27

28

No t i f y i ng  Coun t y  O f f i c i a l s ,  t he A r i zona  Depa r t m en t  o f  Env i r onm en t a l  Q ua l i t y

("ADEQ") and others was clearly overlooked.

32. Staff had diff iculty reaching Mr. Hardcastle mult iple t imes throughout the outage. The

La Paz County Sheri f fs of f ice cal led to see i f  we could contact Mr.  Hardcast le or provide a number.

K i ng  C l apper t on ,  a  La  Paz Coun t y  Super v i so r ,  adv i sed  t ha t  he was  a l so  unab l e t o  r each  Mr .

De cis ion  No.
75755
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1

2

3

4 33.

5

Hardcode. The Staff had the same telephone numbers the County Officials were using. Staff agreed

to get their messages to him if Staff was able to make contact. Later, Staff learned that at no time was

Mr. I-Iardcastle in the Parker Area during or after the outage.

Consumer Services began receiving calls Tuesday afternoon. Some customers did not

want to be identif ied and thus the Staff  agreed not to include their names in the Commission's

6 database.

7

8 34.

9

10

11

Finanvia/ Fitness of Brooke and Circ/e Gig/

Brooke has not filed a rate request since the early 1990s. The Commission's Revenue

Requirements and Audits Section looked at various f inancial indicators to gauge the continued

financial fitness of the Brooke Water and Circle City Water Companies. The Division also looked at a

history of certain Financial parameters for all of the Companies managed by Mr. Hardcasde over the

12 years.

13 35.

14

15

16

17

18

19 36.

20

Brooke Water's last request for a rate increase was in 1991, which was prior to Robert

Hardcastle's purchase of the Company. The financial analysis shows that in general Brooke has

consistently reported strong Net Income levels for all years during the review period (1999-2015).

Total revenues have stayed relatively Hat during this entire period and total net plant in service has

dropped slightly, from $865,213 recorded at the end of 1999 to $662,003 recorded at the end of 2015.

This indicates that only small additions have been made to plant during this 15 year period.

Brooke reported Net Income in excess of $300,000 in 2015 on a remaining rate base

of approximately $662,003. Based upon Staffs very cursory review of this matter, Brooke appears to

21

22 37.

23

24 For instance, in 2015, reported repairs and

25

26 38.

27 39.

28

be over-earning.

The annual cost-of service utilized to set the Company's rates included a recurring

level of annual repairs and maintenance expense of $267,309; however actual repairs and maintenance

expense has been substantially below this level.

maintenance expense were $89,508.00

The Company is considering filing a rate case sometime within the next 5 years.

Circle City has not f i led rate case since the 1990s. It has routinely reported

substantial Operating Losses during the same approximately 15 year period (e.g. (92,138) in 2015).

De cis ion No. 75755
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4

5

6 41.

7

8

9

10

11

Total reported revenues were relatively flat during this period of time. The data also suggests that

relatively substantial investments were made in plant-in-service in 2008 and perhaps again in 2012.

His/00'off/Je ©4448 Management 0fOt/JerAd ona Water Companies

40. The Utilities Division was asked to also look at the management of companies

affiliated with Brooke and Circle City in Arizona and issues arising during their operation under BUI.

At the Special Open Meeting, Mr. Hardcastle stated that he has been in the water

business for 25 years. During that time he stated that he has had 11 different companies, 43 different

water systems, and responsibility for 11,000 customers. In reviewing the history of water companies

owned by BUI in Arizona, BUI has purchased companies that were in financial distress (Consolidated)

and suffered from various problems, predominantly those associated with water shortages. It acquired

several, including Brooke and Circle City, in an auction conducted as part of a Chapter 11 bankruptcy

12 proceeding involving Consolidated Utilities.

42.13 Several others, including what later became the reorganized Payson, Tonto Basin,

14

15

16

17

18

19

20 43.

21

22

23

Navajo, Strawberry and Pine companies, were purchased at a time when the companies had

outstanding Orders to Show Cause with customers experiencing billing issues, water service issues and

water shortages. See Decision No. 58779. Prior to BUI taking over from the previous owner, Rich

W/illiamson, the systems were iii a deteriorating state. Following is a short history of the BUI affiliated

companies in Arizona.

Pine Wafer Coftgbafyand the Strawberyf WaterCompany

Pine provides water service to approximately 2,000 customers in Pine Arizona, an area

located 15 miles northwest of Payson in Gila County, Arizona. The Strawberry Water Company

provides water service to approximately 1,079 customers in Strawberry, Arizona.7 Pine in particular

suffered from a myriad of troubles before it was purchased by Mr. Hardcode and Brooke Utilities in

24

25

26

1996. The territory served by Pine was subject to water shortages, where groundwater is the primary

source of water. Pine Water's service area was susceptible to shortages in dry years and during the

summer months when demand was highest. Various decisions of the Commission, Decision Nos.

27

28 6 See Annual Report for year ending 12/31 I08.
7 See Annual Report for year ending 12/31 I08.

De cis ion No.
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1

2

3

56539 (]ugly 12, 1989), 56654 (October 6, 1989), 57047 (August 22, 1990), and 59753 (WY 18, 1996),

imposed a moratorium, and prohibited additional main extensions with some slight modifications in

the later decisions to allow a limited number of new service connections under certain conditions.

4 44.

5

6

It appears that BUI invested substantial capital (351.2 mil l ion) in the Pine and

Strawberry Water Companies to improve their operational eff iciency and to augment their water

supply. The most significant improvement was "Project Magnolia," an eight-inch, 10,300 foot long

7 water pipeline connection from the Pine Water system to the Strawberry Water Company. It can

8 mo re

9

tra ns port m ore  tha n 700,000 ga llons  of wa te r da ily from  S tra wbe rry (whe re  groundwa te r is

ple ntiful) to P ine  or vice  ve rsa . Ne w we lls  we re  drille d by both Compa nie s  a nd s tora ge  ca pa city wa s

10 added to both systems.

11 repairing leaking infrastructure and more than 700 leaks in the combined System areas.

In  a ddition  the  Com pa ny a ls o  re pre s e nte d  tha t it re ca pture d  wa te r by

The

12

13

Companies also replaced non-functioning meters (approximately 400) in the combined service areas.

The improvements were such that the application of Pine for modification of the moratoria on new

14

15

service connections and main extensions was approved subject to certain conditions.

Pine Bled a rate case in 2003 and the Commission approved a settlement agreement45.

16 with modifications. During this case, the issue of lack of timely responses to customers came up. The

17

18

19

20

2 1

22

23

process required customers to call a 1-800 number to report leaks. It was reported that it often would

take hours, if not days, before a service person was dispatched to repair reported leaks. When the

Company's actions were compared to its guidelines, the Commission noted that the policy described

in the Company's written guidelines was not being followed consistently. Decision No. 67166 also

noted that calls to the call center in California are often dropped or, even if the caller gets through to

an operator, responses to reported leaks are not investigated in a prompt manner.

In Decision No. 67166 the Commission found:46.

24

25

26

27

28

We believe that i t is incumbent upon a public serv ice corporation to be

responsive to customer inquiries of all types, but especially in situations where

leaks or outages are reported that have the potential to jeopardize the health

and safety of the customers served by the utility. The Commission recognizes

that Pine Water has a customer service problem.

De cis ion  No.
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1 47. The Commission also noted in that decision that Brooke Utilities local and call center

2

3

4

5 48.

6

employees have insufficient customer service training. Various remedial measures were ordered,

including implementation of improved customer service procedures, personnel training, response

times and reporting requirements.

As discussed earlier, the assets of both Companies were subsequently condemned and

acquired by the Pine-Strawberry Water Improvement District. The Final Orders of Condemnation

7 were entered by the Yavapai Superior Court on October 6, 2009. An  a d  ta ke n  o u t in  a  lo c a l

8

9

10

newspaper by customers in support of the condemnation stated that there had been inadequate

investment and referred to poor customer relations and poor billing clarity. Mr. Hardcastle responded

in a letter expressing his belief that customers were dissatisf ied with the curtailments that had

11 occurred.

12

13 50.

14

15

16

17

18

Payson Water C0"4>an_y, Tonto Basin Water Cowpafy and Nadya H7ater Company 8

Payson Water is located in the Payson area of Gila County and consists of nine

independent water systems including Mead's Ranch, East Verde Estates, Flowing Springs, Geronimo,

Mesa del Caballo, Star Valley/Quail Valley, Whispering Pines, Star Valley and Deer Creek Systems. In

2005, the systems served approximately 4,100 customers. Payson Water was plagued with a history of

water shortages as well BUI acquired United Util ities in 1996. In 1998, the Company f i led an

application for a Curtailment Order and a moratorium on new connections, line extensions and an

19

20

21

22

23

24

25

26

emergency interim rate increase. The Company was experiencing numerous issues, most importantly

water shortages. On ]aLly 6, 1998, the Commission's Utilities Division had received a petition signed

by a significant majority of the customers of Mead's Ranch complaining of continual water outages

and what was termed "an inadequate water delivery system" and that United's parent corporation,

BUI had failed to address the problem after acquiring United in 1996. The Commission noted that, in

the capital plan presented by the Company, no allowance was made for either well improvement or

the cost of a new well to increase water production At the time, it was represented that Mead's Ranch

had only one 800 foot deep well in use since 1956 which could not meet demand. The Com.tnission's

27

28 8 Orders to Show Cause were pending against the "Wfilliamson Companies" at the time they were acquired by Brooke.
They were subsequently dismissed in Decision No. 59855. See discussion under Tonto Basin Water Company.

De cis ion No. 75755
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1

2

3 In  2004, Brooke  file d a

4

5

6

Order stated dirt the well was producing approximately 77 gallons of water per customer per day

which was inadequate to serve the ten to twenty customers who were full time residents at the time.

Additionally, it was brought out that Mead's Ranch was unmetered.

curtailment plan tariff which was approved by the Commission in Decision No. 67821. It was noted

that Mead's Ranch has hot yet received the attention it needed; but that BUI had taken steps to

improve the multiple Arizona Utilities it owned and BUI had invested substantial sums since acquiring

them.7

8 51.

9

10

11

12

13

14

15

Payson Filed an application for the emergency implementation of a water augmentation

surcharge or emergency rate tariff due to water shortages on its Mesa Del Caballo System in 2010.

The Company claimed that it could no longer augment the water supply for this system and in 2009 it

states that it absorbed $59,137 in water hauling costs for this system. The emergency water

augmentation surcharge tariff was approved on September 28, 2010, in Decision No. 71902. Water

shortages, turn-offs and augmentation charges in its various systems also spawned a host of formal

complaints. Payson was one of the Companies sold to /.W. Holdings in 2013 pursuant to a Stock

Purchase Agreement.

16 52. Navajo provided wate r se rvice  in the  vicinity of Show Low, Nava jo County, Arizona .

17

18

19

Navajo had three separate systems: ll Chaparral Pines System, 2) the Laguna Estates System, and 3)

the Summer Pines System. Navajo was acquired by BUI in a stock purchase wherein Brooke acquired

the outstanding stock of Richard S. Wiliamson in United Utilities. Navajo Bled for a permanent rate

20 increase in February 24 1999, which was granted in Decision No. 62631 dated March 6, 2000. E-

21

22

23

24

25

26

27

28

Docket shows applications for a curtailment tariff, water augmentation tariff and cross-connect tariffs;

suggesting that water shortages were also an issue. A scan of eDocket reveals nothing remarkable

with respect to BUTs management, prior to its sale to ].W. Holdings in 2013.

53. Finally, Tonto Basin, was also acquired from Richard Williamson in 1996. It had an

active Order to Show Cause (OSC) pending before it was acquired by BUI in 1996. The Complaint

alleged that the prior owner had: 1) failed to pay APS electric bills violating A.R.S. Section 40-361(B);

2) failed to File main extension agreements with the Commission for approval, violating A.A.C. R14~2-

406(l\/I); 3) failed to make appropriate refunds of advances paid under main extension agreements,

De cis ion No. 75755
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1

2

3

4

5

6

7

8

9

10

violating R14-2-406(D) and (M); 4) failed to accrue interest to customers deposits, violating A.A.C.

R14~2-403(B)(3); 5) failed to credit deposit interest to customer bills annually, violating A.A.C. R14~2-

403(B)(4); failed to refund customer deposits after the customers established a twelve month "good

payment" history, violating A.A.C. R14-2-403(B)(5); 6) failed to obtain Commission approval for the

transfer of the Portal IV well, violating A.R.S. Section 40-285; 7) failed to provide adequate, efficient

and reasonable service by not following proper customer deposit procedures, violating A.R.S. Section

40-361(B); and 8) failed to provide adequate, efficient and reasonable service by transferring a well

asset violating A.R.S. Section 40-361(B). The Commission dismissed the Complaint after BUI

provided documentation demonstrating that all issues had been resolved.

Thereafter, a scan of e-Docket indicates that this Company's history under BUI54.

11 a ppe a rs  to be  la rge ly unre ma rka ble . The re  we re  a pplica tions  Ble d for curta ilm e nt ta riffs ,  wa te r

12

13

14

augmentation fees and other similar items suggesting that water shortages may have been an issue for

the System. Tonto Basin was one of those sold to ].W. Holdings in 2013 pursuant to a Stock

Purchase Agreement.

15 S TAF F  ANALYS IS

16 55.

17

18

Neither Brooke nor Circle City suffer from frequent water shortages which have

plagued several of the other companies managed by Mr. Hardcastle in Arizona. However, like other

systems he has managed, the plant in service is older and some of the plant is nearing the end of its

19 use ful life .

20 56.

2 1

22

23

24 57.

25

26

27

From an operational perspective, Staff Engineer Smaila reported that the mechanical

plant for Brooke is in good operating condition. He also reported that the System Manager/Operator

was proficient in his duties; although he lacked sufficient training in Pressure Reducing Valve

operation and repair.

Financially, despite the fact that he has not been in for a rate case in many years,

Brooke shows strong Financial performance. However, some expense levels approved in the last rate

case are considerably out of date suggesting a need for a rate review. Circle City has been operating at

a loss for s same time period suggesting that the company should come in for a rate adjustment.

28

De cis ion  No.
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1 58.

2

3

4

The Brooke and Circle City Companies' unplanned outage reports to the Commission

do not suggest anything out of the ordinary. However, the August 2016 outage was more serious and

probably the most serious outage in Brooke's history under In/Lt. Hardcastle's management. That

outage underscores the need for substantial improvement in several areas including plant maintenance

5

6

and repair, emergency reporting and customer responsiveness.

59. At  the Spec ia l  Open Meet ing,  concerns were ra i sed about  b i l l i ng,  l ack of

7

8 60.

9

10

communication and rudeness at the Company's Customer Service Center.

Staffs analysis reveals that the source of these issues is multifaceted. Brooke faces a

greater than nonna risk of communication challenges during an outage because the manager member,

Mr. Hardcastle, resides/works in California, the existing ca]1 center has been in Costa Rica since 2007,

11

12

and the local operator is based in Parker. The Company primarily relies upon e-rnail communications

between die manager, the call center located in Costa Rica, and local operations. If any of these are

13

14

15

not on e-mail for a period of time, cornmunicadons will not be timely read and acted upon. This is

exacerbated by Mr. Hardcastle's reluctance to provide a cell phone contact, either his personal or

second cell phone.

16 61. Mr. Hardcastle is rarely in Arizona either to visit the companies he manages or to meet

17

18

19 62.

20

21

22

23

24

with County Officials and customers. During the 3 day outage, he was trying to manage the outage

from a remote location in California, while on a planned vacation which began prior to the outage.

During the outage, Mr. Hardcastle did not reach out to County and emergency

personnel. One County Official stated that the outage took place Sunday evening and he did not hear

of it until Tuesday afternoon from a constituent. Not all customers were notified of the outage and

given regular updates. Emergency management stated at the Special Open Meeting that they cannot

do their part without everyone being informed. Another County official at the Special Open Meeting

indicated that the problem with poor communications has been ongoing since Brooke took over the

25 system.

26 63.

27

28

This communications breakdown also manifested itself in the Emergency Operations

Plan l"Eop") which the Company has put in place pursuant to ADEQ requirements. Mr. Hardcastle

revised the Brookes' EOP on August 29* to address deficiencies in the prior EOP. The revised EOP

75755
De cis ion No.



P a ge  17 Docke t No. W-03039A-16-0322, e t a l.

1

2

is attached as Exhibit A. While the Plan calls for communications with and by the Compally's

President under certain levels of conditions, Mr. I-lardcastle was not available at either the e-mail or

3 phone numbers listed in the EOP.

4 64.

5

6

The Company either failed to do immediate follow-up testing of the water to ensure it

was safe or simply failed to inform the Commission and others that it had been done; so people were

left wondering if the water was safe to drink. In the absence of any communication from the

7 Company on the safety of the water, the Commission asked ADEQ to go out and test the water. The

8 Company also failed to arrange for bottled water and non-potable water hauling and instead the

9 County provided it.

65.10

11

12

13

14

15

16

17

18

19

An informal Complaint was also recency filed in July, 2016 with the Commission's

Consumer Services Division, regarding a dispute about an easement. Brooke claims an easement for a

high pressure water main which apparently runs across an individual's property. However, the

easement was apparently not recorded. Brooke Lakeside's predecessor water company owners

apparently installed a high pressure water main down the middle of the two parcels following the

property line, according to Mr. Hardcastle. The two adjoining property parcels affected were at one

time owned by different parties. The Complainant bought the interest of the other parcel and now

wants to build a structure across both parcels but the high pressure water main would be below the

proposed structure. Mr. Hardcastle and the customer have apparently discussed several options

including relocation of the main to the north side of the two parcels. The parties havenot reached

20

2 1

22

any agreement yet on what can be done. While such property disputes are normally under the

jurisdiction of the Superior Court, as an initial step, Staff believes that the Company should map the

existing location of the underground high pressure water main on the affected parcel.

23 STAFF RECOMMENDATIONS

24 66.

25

Staff believes the following recommendations will assist the Companies in resolving

Staff has spoken to Mr.

26

issues and remedying existing operational consumer service concerns.

Hardcastle, the managing member of the Companies, about these recommendations.

27 ii/item, Operational and Engineering Recomnzendations

67.28 The Company should be required to (for Brooke unless otherwise indicated :

De cis ion  No.
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1

2

3

Contact ADWR to discuss a path to becoming immediately compliant with

departmental requirements governing water providers and/or community

water systems. (This applies to both Brooke and Circle City) .

4

5

b) File  an applica tion for a  Curta ilment Tariff with the  Commission.

Refile the Ba ckflow P re ve ntion Ta riff u tiliz in g  th e revised Cross

6 Conne ction/Ba ckflow Ta riff form.

7 d) Repair the rusted areas of the 50,000 gallon storage tank and inspect the tank

interior.8

9 e

10

11

12

13 8)

Recoat the interior of the 50,000 gallon storage tank with National Sanitation

Foundation approved coating if the tank interior has been compromised.

Adjust or repair the alti tude valve control l ing How to the 100,000 gallon

storage tank to stop the water loss through the tank overflow piping.

Hire a trained technician to perform whatever is required to eliminate water

14

15

16

h)

i)

loss at this location, if the operator is unable to adjust or repair the valve.

Provide means to train the operators in PRV diagnostics and repair.

Recondition the exterior surface of all tanks and develop a schedule for tank

17 maintenance.

18 D

19

20 k)

Sample the drinking water at several locations in the distribution system to

assess the safety of continued utilization of the current asbestos-cement piping

Install a meter on the backwash piping as soon as practical so that the water

21 loss may be determined.

22 Consumer Sen/iee Recommendations

23 68.

24

The Company should be required to (for both Brooke and Circle City)

Utilize the new Outage Reporting Form on the Utilities Division website fora

25

26 b)

27

future outages.

Immediately notify not only the Commission, but the County Sheriff's Office,

the County  Of i ce of  Emergency Management ,  the County  Board of

28

75755
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1

2

Supervisors, (Other County Off icials?), the Arizona Department of

Environmental Quality, when an outage occurs as per the revised EOP.

3

4

Include an Outage Message to all who call the Call Center of the outage and

ensure it is updated as needed.

5 d) Conduct an outreach effort to obtain email addresses for a more timely

6

7 e

8

9

10

11

12

f)

8)

notification to as many customers as possible.

Immediately schedule a customer service training program for Service Center

employees with a set of metrics commonly used to assess service center

performance. The Company shall chose among the metric M Exhibit B and

provide Staff with targets, implementation dates and reporting requirements.

Develop a Company website where customers can obtain information.

Conduct an extensive outreach effort at least twice a year with City and County

Officials and customers to discuss communication, service quality and ideas for13

14

15 h)

16

17

improvement.

Obtain a second cell phone (for Mr. Hardcastle) for business use and provide

that phone number to officials mentioned in the Emergency Operations Plan

(and any other designated individuals). The phone should have the ability to

monitor emails and have other applications that might improve18

19 cornrmmication at critical times.

20

21

During an outage of a magnitude similar to die August outage, Mr. Hardcode

shall commit to be present on-site or to have an individual who is authorized

to make decisions in his absence.22

23 i) on

24

25

26 k)

27

28

Periodically update its Emergency Operations Plan approved by ADEQ

August 29, 2016 to include such things as a phone number and e-mail address

for the Companies at which Mr. Hardcastle can be reached.

Make good faith efforts to resolve the easement dispute which is currency

pending as an informal complaint; and map the Company facilities in the

affected parcel.

De cis ion No. 75755
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1

69

Reronnnendalionr Regarding Financial Fitness

The Company should be required to (for both Brooke and Circle City)

File a System Improvement and Budget Plan with the Staff for review anda

b)

9

10

File a rate case by ]ume 30, 2017 for Brooke with a test year ended December

31, 2016. Compliance with items addressed in this Order she be assessed in

the rate case. In the rate case Mowances for post-test year plant, surcharges

based on ongoing plant investment, pro Ronna expense adjustments and other

mechanisms may be used to reflect investments and costs associated with

compliance with this Order if necessary. The requirement that Circle City tile a

rate case by December 31, 2016, with a 2015 test year established in Decision

No. 75597 remains in effect12

13

14 70

15

16 7 1

17

18

19

20 b)

22

Rerommendaiionr Regarding a Plan ¢f I#4>r0wemenz'

The Company, within two weeks after the issuance of this Order, shall File in these

dockets a response to the Staff Report

The Company, by October 24, 2016, shall File in these dockets a Plan of Improvement

that includes cost esdrnates and schedules for completion. Within the Brooke Water LLC docket, the

Plan of Improvement shall include but is not limited to the following

Hiring additional maintenance staff at Brooke Water LLC

Hiring an in-house call center or establishing a call center located closer to

Brooke Water LLC's service territory

Performing a full survey of Brooke Water LLC's lines and making the

necessary Filings with the La Paz County Recorder and the Corporation

Commission

c

24

d) Selecting a new billing system or making changes to current practices in order

to address continuous customer concerns26

27 e Beginning a plant improvement project that includes replacement or

refurbishment of pipes, tanks, valves, etc.; and

De cis ion No 75755



P a ge  21 Docke t No. W-03039A-16-0322, e t a l.

1 Working with ADEQ to address excessive chlorine and other water quality

2 issues.

3

4

5

6

Directive Regarding an Order to Show Cause

72. The Commission directs Staff to initiate an Order to Show Cause proceeding for the

purpose of installing an Interim Manager/Interim Operator as soon as possible. Further, Staff shall

gather evidence and/or take testimony by holding a public forum in Parker, Arizona.

7

8 C O NC LUS IO NS  O F  LAW

9 1 .

10

11 2.

12

13

14

Brooke Water LLC and Circle City Water Company, LLC are public service

corporations within the meaning of Article XV of the Arizona Constitution.

The Commission has jurisdiction over Brooke Water, LLC and Circle City Water

Company, LLC and the subject matter of this Blind.

3. The Commission, having reviewed the Staffs Memorandum dated September 20,

2016, concludes that Staffs recommendations are in the public interest and should be adopted.

ORDER15

16

17

18

19

20

2 1

IT IS  THEREFORE ORDERED tha t Brooke  Wa te r LLC, La ke s ide  Divis ion ,  s ha ll com ply

with the  Ope ra tiona l a nd Engine e ring re comme nda tions  conta ine d in Finding of Fa ct 67.

IT IS  FURTHER ORDERED tha t Brooke  Wa te r LLC a nd Circ le  City Wa te r Com pa ny, LLC

sha ll comply with the  Consumer S e rvice  recommenda tions  conta ined in Finding of Fact 68.

IT IS  FURTHER ORDERED tha t Brooke  Wa te r LLC a nd Circ le  City Wa te r Com pa ny, LLC

sha ll comply with the  Financia l Fitne ss  recommenda tions  conta ined in Finding of Fact 69.

IT IS  FURTHER ORDERED tha t Brooke  Wa te r,  LLC s ha ll com ply with F inding of Fa ct 7122

23

24

25

by October 24, 2016

IT IS FURTHER ORDERED that the Companies shall, within two weeks after the issuance

of this Order, File in these dockets, a response to the Staff Report.

26

27

28

De c is ion  No. 75755
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1

2

3

4

BY TH RDE THE ARIZONA CORPORATION COMMISSION

EXCUSED

\

5
I

COMMIS S IONER TOBIN / CO MMIS S IO NE R BURNS

IN WITNES S  WHEREOF, 1, ]ODI A. J ERICH, Exe cutive
Dire c to r o f the  Arizona  Corpora tion  Commis s ion , ha ve
he re unto, s e t my ha nd a nd ca us e d the  officia l s e a l of this
Commis s ion to  b affixed ita l,  in  th e  C ity o f
Phoenix, this da y of I , 2016.4

XEIJ UTIVE DIRECTOR

IT IS  FURTHER ORDERED tha t Brooke  Wate r, LLC and Circle  City Wate r Company, LLC

sha ll provide  monthly upda tes  on its  progress  in mee ting the  S ta ff recommenda tions  conta ined in

Findings of Fact 66, 67 and 68.

IT IS  FURTHER ORDERED tha t S ta ff sha ll initia te  an Order to Show Cause  proceeding for

5 the  purpose  of ins ta lling an Inte rim Manage r/Inte rim Opera tor a s  soon a s  poss ible . Furthe r, S ta ff

6 shall gather evidence and/or take testimony by holding a  public forum in Parker, Arizona.

7 IT IS  FURTHER ORDERED tha t this  Decis ion sha ll become effective  immedia te ly.

8

9 COMM. S TUMP

1 0

1 1

1 2

13 COMMIS S I NER FORES E

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

22 DIS S ENT:

23

24 DIS S ENT:

25 TOMB:nr/MAS

26

27

28

/

De cis ion No. 75755
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1 SERVICE LIST FOR: Brooke Water Company, LLC and Circle  City Water Company, LLC
DOCKET nos . T-03039A-16-0322 AND T-03510A-16-0322

2

3

4

Mr. Robert Hardcastle
Brooke Water Company, LLC
Circle  City Water Company, LLC
Post Ofice BOX 82218
Bakersfield, California 933805

6

7

8

Mr. Thomas M. Broderick
Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

9

10

11

Ms. Janice M. Allard
Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washhigton Street
Phoenix, Arizona 85007

12

13

14

15

Mr. Dwight Node s
Chief Administra tive  Law Judge, Hearing Division
Arizona  Corpora tion Commission
1200 West \X/ashington Street
Phoenix, AZ 85007

16

17

18

19

20

21

22

23

24

25

26

27

28
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