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BY THE COMMISSION:
* * * * * * * * * *

Having considered the entire record herein and being fully advised in the premises, the Arizona
Corporation Commission (“Commission”) finds. concludes. and orders that:
L. Parties

In addition to the Commission’s Utilities Division (“Staff”), the parties to this matter are
applicants Picacho Water Company (“Picacho Water”) and Picacho Sewer Company (“Picacho
Sewer”) (referred to jointly herein as “the Picacho utilities™ and “Picacho™) and intervenors Raul
Salmon and Scott McBeth (referred to jointly herein as “the Intervenors™).

The Picacho utilities are public service corporations wholly owned by JW Water Holdings, LL.C
(*JW Water™), a Colorado limited liability company, which in November 2024 acquired all the stock
of the Picacho utilities and six other utilities previously owned by Robson entities' (the Picacho utilities
and the six other utilities are referred to collectively as the “Robson utilities™).> Immediately before
JW Water acquired the Robson utilities™ stock. CVC DIF. a private equity investment fund company,
acquired a large share of ownership in JW Water. providing funding for the purchase of the Robson
utilities’ stock.' As a result of these transactions, JW Water is now owned by CVC DIF and Jason
Williamson in an arrangement Mr. Williamson refers to as a “partnership™ that provides the utilities
owned by JW Water with access to capital. Mr. Williamson has owned and operated utility companies

in Arizona for approximately 15 years and is ultimately responsible for the day-to-day operations of

I The Robson entities are referred to generically because individual company names were not provided.

2 Tr. at 65. 121, 177-180, 198; Ex. A-5 at 4: Ex. A-6 at 4: Ex. A-9 at 2-4. JW Water purchased the stock of the Robson
utilities as a package deal. (Tr. at 198.) Counsel for Picacho stipulated on the record. on behalf of JW Water, that the
outcome of this rate case has no impact on the purchase price paid for the stock of Picacho or any other of the JW Water-
acquired Robson utilities. (Tr. at 182-184.) As of the hearing in this matter. JW Water and the Robson entities were in the
process of entering agreements concerning the extent of the Robson entities” (as developers) obligation to pay for additional
plant to serve future growth in the JW-Water-acquired Robson utilities’ service areas. (Tr. at 189-192.) Those agreements
do not address any plant included in rate base in this matter. (Tr. at 205.)

" Tr.at 79-80, 178-180. CVC DIF is an investment fund that pension funds and insurance companies use as an investment
vehicle. (Tr.at 178.) Picacho witness Thomas Bourassa likened it to a mutual fund that holds a portfolio and manages the
money invested in it on behalf of the investors to earn a return. (Tr. at 348.)

" Tr.at 178; Ex. A-9 at 8. Mr. Williamson clarified that the shares of T'W Water, both his and those controlled by CVC DIF,
are owned by another U_S.-based holding company. (Tr. at 208.) Mr. Williamson is the CEO of JW Water and is one of
three members of its board of directors: the other two seats are held by CVC DIF employees. (Tr. at 208, 216.) According
to Mr. Williamson. JW Water makes decisions about the utilities. (Tr. at 216.)

5 DECISION No, 81674




23
24
25
26
27
28

DOCKET NO. W-03528A-25-0056, ET AL.

18 utilities now owned and operated by JW Water.’

Mr. Salmon is a retiree, a resident of Robson Ranch, and a residential customer of the Picacho
utilities.® Mr. Salmon initially testified that Robson Ranch is a retirement community and subsequently
clarified that it is an age-restricted community for those who are at least 55 years of age.” Mr. Salmon
moved to Robson Ranch approximately 2.5 vears ago."

Mr. McBeth did not produce any evidence herein but is understood to be a resident of Robson
Ranch and a residential customer of the Picacho utilities.”

II. Procedural History

On March 19, 2025, in Docket No. W-03528A-25-0056 (“Picacho Water Rates Docket™),
Picacho Water filed with the Commission an application for a determination of the fair value of its
utility plant and property and for increases in its rates and charges for utility service based thereon
(“water rate application™). The water rate application included the Direct Testimony of Jill Schwartz,
Vice President of Rates and Regulation for JW Water: Mr. Williamson, Chief Executive Officer
("CEO™) of JW Water and President of Picacho Water: Justin Hanson, employed by JW Water as
General Manager of the Picacho utilities and another affiliate: Cherishe Barbee. employed by JW Water
as a Senior Rates and Accounting Analyst: and Thomas Bourassa, a Certified Public Accountant and
self-employed consultant.

On the same date, in Docket No. SW-03709A-25-0057 (“Picacho Sewer Rates Docket™).
Picacho Sewer filed an application for a determination of the fair value of its utility plant and property

and for increases in its rates and charges for utility service based thereon (“sewer rate application™).
The sewer rate application included Direct Testimony from the same individuals who provided
testimony in the water rate application.

On March 20. 2025. Procedural Orders regarding consent to email service were issued in the
g

Picacho Water Rates Docket and the Picacho Sewer Rates Docket.

S Tr.at 193; Ex. A9 at 1-2.

" Ex. RS-1 at 4,

"Ex. RS-1 at 4; Tr. at 384, 465.

" Tr. at 408.

” See Individual Intervention Request filed by Mr. McBeth on July 10, 2025, available on eDocket as E000045221. Official
notice is taken of this filing.

6 DECISION No. 81674
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On April 3, 2025, in the Picacho Water Rates Docket. Picacho Water filed a Notice of Errata
providing replacements for the first pages of Schedules E-2 and F-1.

On April 3. 2025, in the Picacho Sewer Rates Docket, Picacho Sewer filed a Notice of Errata
providing replacements for the first pages of Schedules E-2 and F-1.

On April 16, 2025, in the Picacho Water Rates Docket, Picacho Water filed a Notice of Errata
providing a replacement for the first page of Schedule B-5.

On April 18, 2025, Staff filed in the Picacho Water Rates Docket a Sufficiency Letter stating
that the water rate application had met the sufficiency requirements as outlined in Arizona
Administrative Code (“A.A.C.") R14-2-103 and that Picacho Water had been classified as a Class C
utility.

On the same date, Staff filed a Sufficiency Letter in the Picacho Sewer Rates Docket, stating
that the sewer rate application had met sufficiency requirements and classifving Picacho Sewer as a
Class C utility.

On April 21, 2025, by Procedural Orders issued in the Picacho Water Rates Docket and the
Picacho Sewer Rates Docket, a joint telephonic procedural conference was scheduled to be held on
April 25, 2025.

On April 25, 2025, the joint telephonic procedural conference was held as scheduled, with
Picacho and Staff appearing through counsel. It was determined that the Picacho Water Rates Docket
and Picacho Sewer Rates Docket would be consolidated: that the hearing would be scheduled to
commence on November 17, 2025: and that the timeclock would be extended accordingly.

On April 29, 2025, by Procedural Order, the Picacho Water Rates Docket and Picacho Sewer
Rates Docket were consolidated: a hearing was scheduled to commence on November 17. 2025: and
other procedural requirements and deadlines were established. including a requirement to provide
prescribed public notice. Additionally, the timeclock was extended to February 20, 2026, and it was
ordered that the timeclock automatically would be extended further for each hearing day as provided
in ALA.C. R14-2-103(B)(11)(1).

On May 2. 2025, Picacho Water filed in Docket No. W-03528A-25-0096 (“Picacho Water

Financing Docket™) a financing application requesting authority to issue evidence of indebtedness in
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an amount up to $4 million and to encumber its real property and plant as security for such indebtedness
(“water financing application™).

Also on May 2, 2025, Picacho Sewer filed in Docket No. SW-03709A-25-0097 (“*Picacho
Sewer Financing Docket™) a financing application requesting authority to issue evidence of
indebtedness in an amount up to $8 million and to encumber its real property and plant as security for
such indebtedness (“sewer financing application™).

On May 3. 2025, in the Picacho Water Financing Docket. Picacho Water filed a Motion to
Consolidate Proceedings. requesting that the Picacho Water Financing Docket and Picacho Sewer
Financing Docket be consolidated with the already consolidated Picacho Water Rates Docket and
Picacho Sewer Rates Docket (collectively “Picacho Rates Dockets™).

Also on May 5, 2025, Picacho Sewer filed in the Picacho Sewer Financing Docket a nearly
identical Motion to Consolidate Proceedings.

On May 6. 2025, in the Picacho Rates Dockets, Picacho filed a nearly identical Motion to
Consolidate Proceedings.

On May 7. 2025, in the Picacho Rates Dockets. the Picacho Water Financing Docket, and the
Picacho Sewer Financing Docket, Staff filed Responses stating that Staff did not oppose the requested
consolidation.

On May 8. 2025. a Procedural Order was issued consolidating the Picacho Rates Dockets with
the Picacho Water Financing Docket and the Picacho Sewer Financing Docket (all collectively referred
to herein as “this matter™) and revising the public notice language to be provided to Picacho’s customers
to include information about the water financing application and sewer financing application.

On June 16, 2025, Donna VanBuskirk filed an incomplete Individual Intervention Request.

On June 27, 2025. Brenda Allibone filed an incomplete Individual Intervention Request.

Late on July 1. 2025, Picacho filed a Notice of Filing including a Frequently Asked Questions
sheet created by Picacho to address the “most significant misunderstandings expressed by customers
submitting written public comment to date.”

On July 2. 2025. a Procedural Order was issued scheduling a public comment meeting to be

held at the Commission’s offices in Phoenix on August 25. 2025, and requiring Picacho. by August 4.
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2025, to provide public notice of the public comment meeting to its customers by mail. through
publication in a newspaper of general circulation in the service area, and through posting in a prominent
location on or accessible through the main page of its website.

On July 7. 2025, Mr. McBeth filed an incomplete Individual Intervention Request.

On July 9, 2025, Picacho filed a Notice of Filing Certification of Publication and Proof of
Mailing showing that the public notice of hearing for this matter had been published in the C'asa Grande
Dispatch on June 5, 2025, and that Picacho had mailed the notice to its customers on June 5, 2025.

On July 10, 2025, Picacho filed a Notice of Filing that included a letter written by Mr.
Williamson and dated July 8. 2025. which was addressed to Andrew Sutton. Mayor of Eloy, and
provided Mr. Williamson’s response to a letter written by Mayor Sutton to the Commissioners and
dated June 11, 2025, which Mayor Sutton had emailed to Commissioner Lopez on June 12, 2025, and
which Commissioner Lopez had filed in this matter on June 13, 2025.

On July 10, 2025, Mr. McBeth filed a revised Individual Intervention Request.

On July 11, 2025, Mr. Salmon filed an Individual Intervention Request along with a Consent
to Email Service.

On July 21. 2025, by Procedural Order. Mr. McBeth and Mr. Salmon were granted
intervention.'”

On August 5. 2025, Picacho filed a Notice of Errata to replace page 3 of Schedule H-3 from the
water rate application.

On August 18, 2025. Picacho filed a Notice of Filing Certification of Publication and Proof of
Mailing showing that notice of the public comment meeting had been published in the Casa Grande
Dispatch on July 19, 2025: stating that notice of the public comment meeting had been mailed on July
31. 2025, to those customers receiving paper billing statements (approximately 75% of customers):
stating that notice had been emailed on August 11, 2025 (which Picacho acknowledged to be late), to
customers receiving electronic billing statements (approximately 25% of customers): and stating that

notice had been posted on Picacho’s website on August 11, 2025 (which Picacho acknowledged to be

" Ms. VanBuskirk’s and Ms. Allibone’s Individual Intervention Requests were deemed denied because they had failed to
remedy the deficiencies therein after Hearing Division administrative personnel notified them of the need to do so.
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late). Picacho stated that it would not be opposed to the scheduling of an additional public comment
meeting if the Commission so chose and would provide any related notice as directed and at Picacho’s
own expense.'’

On August 19, 2025, Picacho filed a Notice of Filing including copies of emails Picacho had
sent on that date to Mr. Salmon, Mr. McBeth, and two Robson Ranch Homeowners Association
contacts suggesting meetings between Picacho and the recipients.

On August 25, 2025, the public comment proceeding was held as scheduled. with Picacho and
Staff appearing through counsel and Mr. Salmon appearing pro se. Mr. McBeth did not appear. During
the public comment proceeding, comments were provided by 18 individuals, all of whom opposed the
level of rate increases proposed for the Picacho utilities. One commenter provided exhibits. which the
presiding Administrative Law Judge (“ALI") offered to have filed in this matter.

On the same date, the Hearing Division filed a Memorandum along with the exhibits provided
at the public comment proceeding.

On August 26, 2025, the Commission’s Consumer Services Section filed a collection of several
comments provided on this matter on August 24 and 25, 2025. Among those was a “Ultilities Complaint
Form™' submitted by Mr. McBeth on August 25, 2025, in which Mr. McBeth stated that he had
participated as a remote listener during the public comment proceeding on August 25, 2025, and made
substantive statements regarding his position in this matter. Mr. McBeth did not indicate in any way
that he had provided service of his “Utilities Complaint Form™ to the other parties in this matter.

On August 27, 2025, a Procedural Order was issued ordering that Mr. McBeth's “Utilities
Complaint Form™ was not to be considered a public comment in this matter. as parties are not eligible
to provide public comment. and ordering all parties to ensure they provided service of all filings made
by them on all other parties and to include with each filing a certification of service showing the names
of the other parties and the addresses used.

On August 28. 2025. Rose Law Group pe filed a Notice of Appearance as counsel for Mr.

' No additional public comment meeting was scheduled because the notice had been provided two weeks before the
scheduled public comment meeting and another public comment meeting was to be held on the first day of hearing.

12 This is the form used by members of the public to submit comments through the Commission’s website, Those comments
are routed to Staff"s Consumer Services Section. which then files them.
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Salmon.

On September 2, 2025, Mr. Salmon filed his Direct Testimony.

On September 3, 2025, Staff filed the Direct Testimony (non-rate design) of Brenda Perez-
Palacios, Staff Public Utilities Analyst;: David C. Parcell, Principal and Senior Economist of Technical
Associates, Inc.; and Camryn Aten. Staff Utilities Engineer I1. Staff stated that the testimony was filed
a day late due to technical issues.

On September 16, 2025, Staff filed the Direct Testimony (rate design) of Ms. Perez-Palacios
and Mr. Aten.

On October 8. 2025, Picacho filed the Rebuttal Testimony of Ms. Schwartz. Mr. Hanson. Ms.
Barbee. and Mr. Bourassa.

On October 20, 2025, Rose Law Group pe filed a Notice of Appearance as counsel for Mr.
McBeth and a second Notice of Appearance naming an additional attorney as counsel for Mr, Salmon,

On October 29, 2025, Mr. Salmon filed his Surrebuttal Testimony.

On October 30, 2025, Staff filed the Surrebuttal Testimony of Ms. Perez-Palacios, Mr. Parcell,
and Mr. Aten.

On October 31. 2025, Picacho. Staff, Mr. Salmon. and Mr. McBeth filed Notices regarding their
intended manner of participation in the hearing, all indicating that counsel and witnesses intended to
appear in person.

On November 7, 2025, the Hearing Division received a request from Picacho to schedule a
procedural conference regarding a discovery dispute with Mr. Salmon. In response. a telephonic
procedural conference was scheduled for November 10, 2025, and Picacho was directed to contact the
other parties and notify them, as required by the scheduling Procedural Order.

On November 10, 2025, the telephonic procedural conference was canceled at Picacho’s
request.'”

On November 12, 2025, Picacho filed the Rejoinder Testimony of Ms. Schwarz, Mr. Hanson,

Ms. Barbee. and Mr. Bourassa as well as its witness summaries.

" The request was made to administrative personnel of the Hearing Division and relayed to the ALJ.
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Also on November 12, 2025, Mr. Salmon filed his witness summary.

On November 13, 2025, Picacho. Staff. and Mr. Salmon filed their respective exhibits lists
along with the exhibits included thereon. Staff also filed its witness summaries, and Picacho also filed
a Notice of Filing Joint Issues Matrix.

On November 14, 2025, the pre-hearing conference was held as scheduled, with Picacho, Mr.
Salmon, Mr. McBeth. and Staff appearing through counsel. Several motions were considered and ruled
upon, witness scheduling and participation methods were discussed. and the parties were requested to
address at hearing specific issues not fully addressed in pre-filed testimony.

Also on November 14, 2025, Staff filed a revised list of exhibits.

On November 16. 2025. Staff filed an additional exhibits list and the additional exhibits thereon.

On November 17, 2025, before the evidentiary hearing commenced. an additional public
comment meeting was held, during which 17 individuals provided public comment, all in opposition
to the requested rate increases.

Also on November 17, 2025, after the public comment meeting, the hearing proceeded as
scheduled before a duly authorized ALJ of the Commission, with Picacho, Mr. McBeth, Mr. Salmon,
and Staff appearing through counsel. During the hearing. Picacho presented exhibits and the testimony
of Ms. Schwartz, Mr. Hanson, Ms. Barbee, Mr. Williamson, and Mr. Bourassa. Mr. Salmon provided
exhibits and his own testimony. Mr. McBeth did not provide exhibits or testify.'* Staff provided
exhibits and the testimony of Mr. Parcell, Ms. Perez-Palacios, and Mr. Aten. At the conclusion of the
hearing, it was determined that Picacho would file as a late-filed exhibit (“LFE™) a schedule and tariff
clarifying specific rates for Picacho Water, and Staff. or Staff and Picacho jointly. were directed to file
a LFE showing for Picacho Sewer what rates would be with the revenue requirement to which Staff
and Picacho have agreed and with a two-year phase-in, three-year phase-in. or five-year phase-in of
the rate increases (with no lost revenue for Picacho). Additionally, the parties were directed to file

simultaneous closing briefs by December 19. 2025.

' At hearing. counsel for Mr. McBeth requested that Mr. McBeth be allowed to provide an opening statement himself.
Initially, this opportunity was granted over the objections of Picacho. When it quickly became evident that Mr. McBeth
was going to make assertions that had not been included in any evidence provided by him (because he provided no prefiled
testimony or exhibits). and consistent with Picacho’s refreshed objection, Mr. McBeth was prevented from providing an
opening statement. As a party. Mr. McBeth was ineligible to provide public comment.

12 DECISION NO. 81674
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Also on November 17, 2025, Picacho filed a Notice of Filing Revised Joint Issues Matrix. and
Picacho and Mr. Salmon each filed an additional exhibits list and the additional exhibits thereon.

On November [8. 2025, the hearing concluded. Additionally, Staff filed an additional exhibits
list and the additional exhibit thereon.

On November 21, 2025, Picacho filed the first required LFE. which it labeled as Exhibit A-34.

On December 4, 2025, a Procedural Order was issued directing Staff and Picacho. by December
10,2025, to file the second required LFE, showing the phase-in schedules. either jointly if in agreement
or separately, in which case they were also ordered 1o provide an explanation of the points of
disagreement.

On December 10, 2025, Picacho filed a Joint Notice of Filing Late-Filed Exhibit, which
included Picacho’s phase-in schedules, labeled as Exhibit A-35, and Staff™s phase-in schedules, labeled
as Exhibit S-13, as well as a description of Picacho and Staff"s disagreements as to both the manner in
which interest should accrue on forgone revenue (according to Picacho, on a monthly compounded
basis through all phases until full recovery is obtained. and according to Staff. on a simple annual basis
only during the phase/s when the revenue is forgone) and on the interest rate to be applied to the forgone
revenue (according to Picacho, the weighted average cost of capital. and according to Staff, 6%, the
rate applied to customer deposits). The Joint Notice stated that the phase-in schedules had been
provided to counsel for Mr. Salmon and Mr. McBeth.

On December 11, 2025, a Procedural Order was issued requiring Staff and Picacho. separately
or jointly. to provide to the Hearing Division, by December 15, 2025, on USB flash drive/s, their
electronic phase-in schedules and the workpapers supporting their phase-in schedules and. upon
request. to provide the same to each other party. The Procedural Order also admitted into evidence
LFEs A-34, A-35. and S-13.

On December 19. 2025. Picacho. the Intervenors. and Staff filed their briefs,

On December 29, 2025. Staff filed a Notice of Errata to its brief.

On January 15. 2026, Picacho filed a Request for Telephonic Procedural Conference stating
that the procedural conference was needed primarily to allow Picacho to provide an update to the parties

and ALJ on the status of a new water storage tank. Picacho and Staff had agreed that the water storage
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tank should be included in post-test-year plant for Picacho Water, provided that an Approval of
Construction for the water tank was obtained before a Recommended Opinion and Order ("ROO™) was
issued in this matter, and that the water tank would be removed from post-test-year plant if it was not.
Additionally, Picacho expressed disapproval of Mr. McBeth's recently having had an opinion piece
published in the Arizona Capital Times concerning his thoughts on this matter.

Also on January 15, 2026, counsel for Intervenors Mr. Salmon and Mr. McBeth filed a
Response in Opposition to Request for Procedural Conference stating that the procedural conference
was unnecessary because the update on the storage tank would not be evidence and that Mr, McBeth
has a First Amendment right to publish his opinions in a newspaper.

Also on January 15, 2026, a Procedural Order was issued scheduling a telephonic procedural
conference to be held on January 16, 2026, to obtain the update on the status of the storage tank. The
Procedural Order prohibited discussion of Mr. McBeth's opinion piece during the procedural
conference, recognizing that Mr. McBeth has a constitutional right to express his views publicly and
that the newspaper has a constitutional right to publish what it sees fit to print. The Procedural Order
further clarified that Mr. McBeth's opinion piece is not considered to be public comment or evidence
in this matter and will not be considered herein.

On January 16, 2026, the telephonic procedural conference was held as scheduled, with all
parties appearing through counsel. Picacho explained that due to an unanticipated requirement to
obtain a building permit from the City of Eloy for the storage tank. Picacho would be unable to obtain
an Approval of Construction for the storage tank before the expected filing date for the ROO in this
matter. Picacho asked when it should provide revised schedules showing the exclusion of the storage
tank from post-test-year plant. and it was determined that Picacho would file a set of revised rejoinder
schedules for Picacho Water, with the storage tank excluded from rate base and all flow-through results
shown, before close of business on January 23, 2026. Picacho confirmed that it would coordinate with
Staff to ensure Staff agreed with the revisions before the revised scheduled were filed. It was further
determined that Picacho would by the same time submit to the Hearing Division an electronic copy of
the revised schedules. with all worksheets included. The ALJ stated that the revised rejoinder schedules

would be considered a LFE and admitted as such. to which no party objected. Additionally, the ALJ

14 DECISION NO, 81674




23
24

26
27
28

DOCKET NO. W-03528A-25-0056, ET AL.

informed Picacho that it would be necessary to extend the timeclock for the decision in this matter due
to the delay, and Picacho conceded that such an extension would be appropriate.

On January 20, 2026, a Procedural Order was issued memorializing the determinations made
during the telephonic procedural conference, including the filing and submission requirements,
admission of the revised rejoinder schedules for Picacho Water as LFE A-36. and extension of the
timeclock for this matter to March 26, 2026.

On January 22, 2026, Picacho filed LFE A-36 and provided the Hearing Division with the
required electronic schedules.

Since the rate applications were filed, approximately 209 distinct public comments have been
filed in opposition to the proposed rate increases, with one public comment acknowledging that an
increase is needed but requesting that it be implemented over time.

11, Utilities, Systems, & Regulatory Compliance

A. General Background

The Picacho utilities are both organized as C corporations.'” Both serve customers within a
development built by Robson entities and known as Robson Ranch, a 3.000-acre community south of
Casa Grande in Pinal County. with Picacho Water serving approximately 1.900 customers and Picacho
Sewer serving approximately 1,800 customers in the test year ending October 31, 2024 (“TY™).'®
Every residential customer in Robson Ranch is a customer of both Picacho utilities.!” The vast majority
of the Picacho utilities’ customers are residential customers served by 5/87 x 3/4™ meters. '

The rates currently charged by the Picacho utilities are those established when their certificates
of convenience and necessity ("CC&Ns™) were granted in Decision No. 61266 (November 25, 1998)
(Picacho Water) and Decision No. 61994 (October 8. 1999) (Picacho Sewer).'” Decision No. 61266

ordered Picacho Water to file a rate application within 36 months after commencing permanent service

3T 8t 115

""Ex. A-1 at 1-2; Ex. A-2 at 1-2.

""Tr, at 76.

'* See e g, Ex. A-18 at 090. Of the 1.883 TY water customers. 1,809 are residential customers served by 5/8 x 3/4”
meters. (See id)

" Ex. A-1 at 2; Ex. A-2 at 2. Official notice is taken of Decision No. 61266 and Decision No. 61994, Picacho Sewer did
not serve its first customer until 2006. Picacho Water's and Picacho Sewer's CC&N service areas were extended in
Decision No. 67670 (March 9. 2005) and again in Decision No. 69174 (December 5. 2006). Official notice is taken of
these decisions as well.
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to its first customer, and Decision No. 61994 ordered Picacho Sewer to file for a rate review within 36
months after commencing service to its first customer.”’ Decision No. 65133 (August 29. 2002)
subsequently prohibited Picacho Water and Picacho Sewer from filing rate case applications until at
least 60 months after commencing service to their first customers. thereby superseding the requirements

21

to file within 36 months, and did not impose any new rate case filing requirement.“" Picacho Water
commenced service to its first customer on February 17. 2006.>* Picacho Sewer also commenced
service to its first customer in 2006.>" Neither Picacho Water nor Picacho Sewer has ever filed a rate
case application before this matter.

In Decision No. 65133, Picacho Water and Picacho Sewer were granted approval to issue new
common stock equity in the amounts of $5.7 million and $7.7 million. respectively. and the
Commission expressly found that “the use of 100% equity financing [was] in the long-term interest of
ratepayers and the utilities™ and that A.A.C. R14-2-406(D) does not mandate the use of advances in aid
of construction (“AIAC") to fund plant.**

Unlike some homebuilders/developers. the Robson entities in Robson Ranch did not limit home
sales to one unit (or area) of development at a time and then build that unit out before moving on to the
next: instead. the Robson entities opened up various units throughout the community and built within

5

the various units at the same time.>> As a result. to serve the various units, Picacho has had to build
more spread-out plant. and to build more plant. throughout Robson Ranch than would have been
necessary otherwise,?® Staff’s engineering testimony shows that Picacho has extended water and sewer
utility infrastructure to 21 distinct units of development within Robson Ranch.?’

When the Robson entities owned the Picacho utilities, all utility plant was funded with equity.**

As a result, the Picacho utilities had no plant funded with ATAC or contributions in aid of construction

AU Decision No. 61266 at 11: Decision No. 61994 a1 9.

31 See Decision No. 65133 at 13. Official notice is taken of Decision No. 65133.

> Compliance filing by Picacho Water made in Docket No. W-03528A-98-0117 on March 2. 2006, available on eDocket
as filing 0000043834, Official notice is taken of this compliance filing.

TEx. A-2at 2.

“* Decision No. 65133 at 8, 12, 13. Official notice is taken of Decision No. 65133,

* Tr. at 159,

*Tr, at 159,

T Ex. S-6 at 000340; see Ex. S-6 at 000322, 000324,

3 Tr. a1 229,
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("CIAC”) during the TY. and their rate bases are higher than they would be if any plant funded with
outstanding AIAC or CIAC were included in rate base.” Mr. Bourassa and Mr. Aten testified that it
would have been appropriate (even “typical™ according to Mr. Aten) for Picacho to use AIAC or CIAC
to fund “on-site facilities.” meaning those that are within the development, and to use CIAC to fund
some portion of oft-site facilities such as treatment plant, transmission mains, water treatment, and
storage tanks.”” Mr. Bourassa also testified that it would have been appropriate to have some debt on

the utilities” books.*'

But. Mr. Bourassa observed. JW Water “bought the problem that Robson
created” by never filing for a rate case.™ Because neither of the Picacho utilities has had a rate case in
the past 25 years. much of their plant has been fully depreciated, approximately 48% for Picacho Sewer
and 30% for Picacho Water.** Additionally, Picacho’s failure to file for rate increases since obtaining
their CC&Ns most likely resulted in their customers paying less for service over the intervening years,
as no rate increases have occurred. and no rate case expenses have been incurred and passed on to
customers, **

According to a demographics sheet provided by Robson Publishing, and quoted at hearing by
Ms. Schwartz, 82% of residents in Robson Ranch have an annual household income of $125.000 or
more. the median home sale amount for Robson Ranch is $468.000, and 36% of Robson Ranch
residents live there only during the winter months.™ Ms. Schwartz testified that Robson Ranch has not
experienced significant growth in recent years, although it is planned to be built out at approximately

5.000 homes."® Ms. Schwartz further testified that there are no special contract rates or agreements in

place between Picacho (or JW Water or CVC DIF) and any of the Robson entities concerning the rates

“Tr. at 230. We use the term “outstanding™ because AIAC is refunded over time, and CIAC is amortized over time. (Sce,
eg, AAC. R14-2-103(A)3)(h) and Appendix B. Schedule B-1: A A.C. R14-2-406(D): A.A.C. R14-2-606(C).)

" Tr. at 238-239. 241-242, 499. Mr. Aten also stated that his adjustment for plant held for future use was an effort to
address the lack of AIAC and CIAC to some extent. (Tr. a1 492-494.)

" Tr:a1239.

2 Tr. at 234.

¥ Tr. ar 231,

“Tr.at 313-314.

“ Tr at 69-70. Ms. Schwartz acknowledged that she did not know how the Robson entities collected the information
conveved or whether it was accurate, although she has no reason 1o believe that the Robson entities would publish inaccurate
information on their website. (Tr. at 128.) According to Ms. Schwartz. Picacho asked Mr. Salmon for community financial
information, and he declined to provide it because he argued it was not relevant. (Tr. at 129.) At hearing, Mr. Salmon
characterized the information from Robson Publishing as “Robson sales propaganda.” stated that he had no idea whether it
was accurate. and conceded that he had no data to contradict it. (Tr. at 417-418.)

** Tr. at 95-96: see Tr. at 428.
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that can be charged to any customer.’’

B. Picacho Water

The evidence establishes the following conceming Picacho Water’s system and compliance
with requirements imposed by the Arizona Department of Environmental Quality (“ADEQ"), the

Arizona Department of Water Resources ("ADWR™), and the C ommission:**

Picacho Water
Public Water System
(“PWS™) AZ0411135
Wells & Storage Two potable water wells
(Well #1 and Well #4), one
non-potable water well used
for irrigation (Well #5), and
one storage tank
As of the hearing, Picacho
was waiting for two parts to
complete construction of an
additional storage tank, after
which it would be able to
apply to ADEQ for Approval
of Construction.”

Customer Meters 1.883

Peak Average Daily 885 gallons per day (“gpd™)
Demand*’

Annual Average Daily 607 gpd

Demand

TY Water Loss 8.3%

Daily Production Capacity 3.460 gallons per minute

(“gpm”) potable
3.440 gpm non-potable
Storage Capacity 900,000 gallons

7 Tr.at 101-102.

FEx. A-1 at 008: Ex. A-11 at 3; Ex. A-14 at 1-2; Ex. A-18 a1 089; Ex. S-1 at 4; Ex. S-6 at4, 5,7, 8, 11; Tr. at 139, 144-
145, 146, 157. 481, 482-483. Staff agreed to include the new storage tank in post-TY plant (“PTYP") provided that an
Approval of Construction was obtained before a ROO was issued in this matter because it is important for system
redundancy to serve current customers, and the delay in completion of the project was not Picacho’s fault. (Tr. at 484.)
Mr. Aten noted that although the costs for the storage tank project had increased beyond what Picacho initially requested
to have included in PTYP. Picacho has not requested to have the additional costs included in Picacho Water’s rate base.
(Tr. at 488.) Mr. Aten also agreed that the cost of the storage tank is such that if it were not included in PTYP in this matter,
Picacho Water would likely need to file another rate case to have the storage tank cost included in rate base. (Tr. at 488-
489.)

* As was revealed in the telephonic procedural conference of January 16, 2026. Picacho discovered after the hearing that
it must obtain a permit for the storage tank from the City of Eloy.

* All daily demand figures are per connection.
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Sufficient Storage & Yes
Production Capacity to Serve
Current Customers?

Plant Added Used & Yes

Useful?"!

In an Active Management Yes. Pinal County AMA
Area ("AMA") and., if so.

which AMA?

Compliance with ADEQ?** | Yes
Compliance with ADWR?* | Yes

Compliance with Yes

Commission™*

Complaints Two in 2025 related to
rates/tariffs

None in 2022-2024

Picacho Water has a Commission-approved Cross-Connection or Backflow Tariff and included
in its water rate application a proposed Cross-Connection or Backflow Tariff and a proposed
Curtailment Plan Tariff consistent with the Commission’s current standards.*® Staff has recommended
approval of each of these proposed tariffs.*

Picacho Water has 50 “residential irrigation customers™: these customer accounts represent
meters and accounts paid for by the Robson Ranch Homeowners Association (“Robson HOA™) for
irrigation of features in shared residential areas such as landscaping, pocket parks, dog parks. and water
features.*” The Robson HOA is controlled by the Robson entities.* Picacho Water serves the
residential irrigation customers with potable groundwater because the system does not have an

alternative water source available to deliver to those areas.*” The “residential irrigation customers™

combined consume nearly as much groundwater as all of the residential customers combined. ™

'“Plant Added Used & Useful™ refers to the plant added through the end of the post-TY period.

** For a water system, “Compliance with ADEQ" indicates that a system is currently delivering water meeting the water
quality standards of 40 C.F.R. 141 and 18 A.A.C. 4.

** For a water system, “Compliance with ADWR" indicates that the system is compliant with ADWR requirements
governing water providers and’or community water systems.

' =Compliance with Commission™ means that a search of the Commission’s compliance database shows that a company is
in compliance with all trackable requirements therein.

Ex. A-1 at 003, 020-025.

Y Ex. S-6at 12,

“7Tr. at 135-136. One of these water features is the lake at the entrance to the Robson Ranch community. (Tr. at 147.)

* Tr. at 327, 462.

*Tr.at 136-137.

U See Ex. A-15 at 087. Inthe TY, the residential class consumed nearly 109 million gallons while the “residential irrigation
class™ consumed nearly 98 million gallons. (See id )
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Robson Ranch includes a golf course. which has a lake: the golf course is owned by the Robson
entities, and Picacho Water's one 127 meter customer and its one 8" meter customer represent service
to the golf course and lake.>’ The golf course is irrigated with effluent when effluent is available. but
there is not enough effluent available to cover the golf course’s irrigation needs. so Picacho Water also
serves the golf course with untreated, non-potable irrigation water.” Picacho Water's Well #5, which
is a non-potable water source, is used primarily to serve the golf course: if additional water were needed
to serve the golf course because Well #5 was down, Picacho Water would serve the golf course with
potable groundwater from Well #4.* The golf course and lake together consume more groundwater
than all of the residential customers combined.™

. Picacho Sewer

The evidence establishes the following concerning Picacho Sewer’s system and compliance

with the requirements of ADEQ and the Commission:*®

Picacho Sewer
Aquifer Protection Permit
("APP”) No. P-103890
Treatment Plant Picacho Water Reclamation

Plant (“WRP")

Lift Stations & Approximate | Five lift stations,

Linear Feet ("LF") of Mains | approximately 17.000 LF of
force collection mains, and
approximately 88.000 LF of
gravity collection mains

Service Connections 1.825%¢
Effluent Grade & Permitted A+ Effluent
Design Capacity Permitted for 250,000 gpd®’

SUTr. at 139, 146-147.

**Tr.at 138-139.

*Tr.at 139, 147-148. We note that Decision No. 69174 prohibited the Picacho utilities from “selling groundwater for the
purpose of irrigating any future golf courses within the certificated expansion areas or any omamental lakes or water
features located in the common areas of the proposed new developments within the certificated expansion areas™ added to
their respective CC&Nss in that decision. (Decision No. 69174 at 9-10.)

" See Ex. A-15 at 087. The golf course/lake customer class consumed nearly 170 million gallons in the TY, while the
residential class consumed nearly 109 million gallons. (See Ex. A-15 at 087.)

Tr. at 148-149, 157-158. 160. 481: Ex. A-18 at 195; Ex. S-1 at 4: Ex. S-6 at 2-3: Ex. S-8 at 1-2.

* Staff identified 2.059 service laterals. (Ex. S-6 at 3.)

*7 Picacho Sewer is building a new WRP that will be permitted to treat 499,000 gpd but it is not yet completed and in
service, Picacho has not requested recovery for its cost in this rate case, and Stafl has not made a prudency or used and
usefulness analysis or determination concerning it and will consider those issues in a subsequent rate case. (Ex, S-8 at |-
3)
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High Peak Daily Flow & 210,000 gpd
Percentage of Capacity Used | 84.0%

Low Peak Daily Flow & 113.000 gpd
Percentage of Capacity Used | 45.2%
Sufficient Treatment Yes
Capacity to Serve Current

Customers?

Plant Added Used & Useful? | Yes
Compliance with ADEQ? Yes
Compliance with Yes
Commission

Complaints None in 2022-2025

Although the WRP currently receives flows that are below the maximum flow capacity for its
design, the content of the flows it receives overload the WRP from a biological standpoint and thus
from a treatment standpoint.”® The current WRP cannot handle the biological content of the inflow
and does not allow enough time to complete the treatment process normally.>” Because of the content
of the inflow, the current WRP is no longer operating at its original design. so Picacho Sewer personnel
need to manipulate the set points within the process control system constantly throughout each 24-hour
period, resulting in significant overtime and substantial additional costs, which are reflected in the TY
operating expenses.”’ Picacho Sewer currently has under construction a new WRP, designed to treat
499.000 gpd. which will completely replace the current WRP.®' The treatment-related additional
expenses experienced in the TY should be diminished after the new WRP is constructed and placed
into service because the new WRP has been properly designed to treat the actual content of the inflow
received. ©*  Additionally, because current customers require only 250.000 gpd of capacity. the new
WRP will have significant excess capacity to serve growth.”* The new WRP has an estimated cost of
approximately $15 million.** Construction of the new WRP commenced approximately a month and
a half before the hearing in this matter. but the planning for it started approximately a year and a half

to two years earlier.®® Picacho considered adding to the existing WRP to expand the treatment capacity.

*Tr. at 140-141.

*Tr.at 158. For example, the WRP was designed to treat flows with ammonia levels of up to 40 mg per liter but is seeing
an average of 60 mg per liter of ammonia in the inflows it receives. (Tr. at 142.)

““Tr. at 149-150.

“'Tr.at 142-143,

° Tr. at 150, 161.

“Tr, at 142-143.

* Tr. at 151.

* Tr. at 162.
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but determined that the cost would be the same as building a new WRP with a new treatment process
that is more sustainable.””

Picacho Sewer disposes of the effluent produced by its WRP through both direct reuse (to
irrigate the golf course and fill the golf course lake) and recharge. depending on the needs for water to
the golf course and the golf course lake.®’

IV.  Applications — Rates & Financing

A. Actual & Pro Forma Capital Structures

The Picacho utilities have actual capital structures of 100% stockholder’s equity. with the rate
applications reporting capitalization of $9.992.780 for Picacho Water and $7.267.485 for Picacho
Sewer.”® The rate applications use a pro forma capital structure of 70% equity and 30% long-term debt
for both Picacho utilities, which Ms. Schwartz described as the right amount of leveraging for each and
as a means to mitigate the impact of the necessary revenue increases because debt is less expensive
than equity.”” Picacho acknowledges that 100% equity is not a balanced capital structure and has
expressed an intent to obtain debt authority to reach and then to maintain a capital structure of 70%
equity and 30% debt for the Picacho utilities.”

B. Financing Applications

The water financing application seeks authority for Picacho Water to issue evidence of
indebtedness of up to $4 million and to encumber its real property and utility plant as security for the
indebtedness.”' Picacho Water asserts that it desires to borrow the amount needed to achieve a capital
structure of 70% equity and 30% debt. which it estimated to be $3.522.563.7 Picacho Water states
that it intends to enter into new loan agreements every six months as needed to maintain this capital
structure. without total debt exceeding $4 million.” Picacho estimated that with the requested

financing. Picacho Water would have a Debt Service Coverage Ratio (“DSC™) of 6.03 and a Times

“Tr.at 162-164.

" Tr. at 137-138.

““Ex. A-15at 038;: Ex. A-16 a1 038.

“YEx. A-5 at 009,

W Ex. A-S at 009: Ex. A-3 at 2; Ex. A-4 at 2.
TEx. A-3atl,

ZEx. A-3 at 2.

TVEx. A<3at2.
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Interest Earned Ratio (“TIER™) of 5.44 based on a projected 2026 balance sheet and income
statement.”

The sewer financing application seeks authority for Picacho Sewer to issue evidence of
indebtedness of up to $8 million and to encumber its real property and utility plant as security for the
indebtedness.” Picacho Sewer asserts that it desires to borrow the amount needed to achieve a capital
structure of 70% equity and 30% debt. which it estimated to be $2.206,887.7° Picacho Sewer also states
that it intends to enter into new loan agreements every six months as needed to maintain this capital

7 Picacho estimated that with the requested

structure, without total debt exceeding $8 million.’
financing, Picacho Sewer would have a DSC of 4.90 and a TIER of 3.80 based on a projected 2026
balance sheet and income statement.”®

The lender for the financings would be JW Water or an affiliate formed specifically for the

’ Picacho proposed for each loan to be provided at a

purpose of lending money to its subsidiaries.”
fixed rate based on the 20-year U.S. Treasury rate on the closing date plus 200 basis points, to have a
term of no more than 20 vears after closing, and to be amortized on a mortgage-style basis.*" In the
financing applications, Picacho identified the estimated interest rate as 6.79%. based on the April 24,
2025, U.S. Treasury rate of 4.79%."' The financing applications included certified resolutions from the
boards of directors for the Picacho utilities.**

C. Rate Applications

Picacho started preparing the rate applications almost immediately after the Picacho utilities’
stock was purchased by JW Water because both utilities have been underearning for years and because

Picacho Sewer expects to complete the new WRP in 2026 and to file another rate case application

promptly after the WRP project is completed.*’

" Ex. A-3 at 3, 007.

BEx. A4 at 1.

T Ex. A-4 at 2

Ex. A-4 at 2.

Ex. A-4 at 3,

" Ex. A-3 at 3; Ex. A-4 at 3.

“Ex. A-3 at 3: Ex. A-4 at 3.

TEx. A-3 at 010: Ex. A-4 at 010.

“Ex. A-3 at 019; Ex. A-4 at 019. The board is comprised of Mr. Williamson. (See¢ Ex. A-3 at 019: Ex. A-4at 019.)
S Tr.at 117-119. 127.

lad
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Picacho proposes to have the rates for the Picacho utilities determined using original cost rate
base (“OCRB") as fair value rate base (“FVRB™).*

Picacho and Staff are now in complete agreement as to the OCRBs/FVRBs, costs of capital and
capital structures, revenue requirements, and rate designs for the Picacho utilities.® All of these items
were originally contested, but Picacho and Staff each changed positions through their testimonies,
eventually reaching agreement. Picacho and Staff have not entered into a settlement agreement,
however, and the Intervenors oppose the joint positions reached by Picacho and Staff. Picacho asserts
that it changed its position to match Staff”s on several items as a concession to mitigate the rate impact
to customers.*"

1. Cost of Equity, Cost of Debt, & Weighted Average Cost of Capital
(“WACC™)

Mr. Bourassa estimated cost of equity (“COE™) for the Picacho utilities*” using Picacho’s pro
forma capital structure and based on his analyses using a Discounted Cash Flow method (“DCF™), three
Risk Premium methods (including the Capital Asset Pricing Model (“CAPM™), his review of expected
economic conditions for the period rates will be in effect, and his determination of Picacho’s financial
risk and business and operational risks.*® For his analyses. Mr. Bourassa used a proxy group of seven
publicly traded water utilities: American States Water, American Water Works, Essential Utilities,
California Water Company, Middlesex Water. SJW Corp.. and York Water Company." He reported
that the proxy group companies are much larger and less risky than the Picacho utilities.” Mr. Bourassa
included a business risk adjustment of 120 basis points for each of the Picacho utilities based on “the
differences in risk (business, regulatory. liquidity. size)” between the Picacho utilities and the proxy

group and a financial risk adjustment of -60 basis points based on the low level of debt in the Picacho

M Tr.at 116.

¥ Tr. at 104, 259-260, 318-320. 505: Ex. S-5 at 000256.

MSee.eg, Troat 1],

7 The narrative portion of Mr. Bourassa’'s direct testimony on COE for the Picacho utilities was identical. (Sec Ex. A-20
a1 004,) As admitted as Exhibit A-22, however, the COE direct testimony for Picacho Sewer does not include the cost of
capital tables included in the COE direct testimony for Picacho Water (Exhibit A-20). (See Ex. A-20 at 050-061; Ex. A-22
a1 050-051.) It is understood, however. that the cost of capital tables included in the Picacho Water direct testimony apply
equally to Picacho Sewer.

"EX. A-20 at 005; Ex. A-22 at 005.

" Ex. A-20 at 018: Ex. A-22 at 018.

Ex. A-20 at 019-020: Ex. A-22 at 019-020.
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utilities’ proposed capital structures as compared to the proxy group. resulting in a net increase of 60

basis points for the Picacho utilities as compared to the proxy group.”’ Mr. Bourassa’s analyses

produced the following results:”

Method Selected Range of Selected Result- Selected Result-

Results Proxy Group Picacho

DCF (Constant Growth) 7.5% - 13.0% 9.60% 10.20%

Risk Premium (Avg of DCF | 10.06% - 10.48%"° 10.27% 10.87%

Estimates 2015-2024)

Risk Premium (Total 10.0% - 108%™ 10.60% 11.20%

Returns 1995-2024) |

CAPM (Traditional CAPM, 10.0% - 11.0%" 10.40% 11.00%

Empirical CAPM. and
Modified CAPM) I

Average of Selected j 10.20% 10.80%
Results .
Recommendation I 10.80%

For the cost of debt, Mr. Bourassa used 6.49%, based on the expected borrowing costs for JW

Water. estimated as the yield on a 20-year U.S. Treasury bond plus 200 basis points.”

Before the agreement with Staff. Picacho proposed the following WACC for the Picacho

utilities:"”
| Percent Cost Weighted Cost
Debt 30.00% 6.49% 1.95%
Equity 70.00% 10.80% 7.56%
Total 100.00% 9.51%

“T'Ex. A-20 at 005-006, 027-028: Ex. A-22 at 005-006, 027-028.

" Ex. A-20 at 051, 056, 058.

“* The range of results based on the individual years was 7.97% to 10.19%. which averaged to 9.10%. (See Ex. A-20 at
058.) Mr. Bourassa used a 5-year average and a 10-vear average and an average of forecasted treasury rates. (See Ex. A-
20 at 058.)

“ The average for 20 years was 10.0%. and the average for 30 years was 10.8%, which averaged to 10.4%. (See Ex. A-20
at 059.) Mr. Bourassa used the 30-year expected long-term treasury bond rate of 4.3% (rather than the average for 20 years
and 30 vears of 3.9%) as the expected long-term treasury bond rate and an estimated current risk premium of 6.3%, which
was lower than the average for 20 vears and 30 vears of 6.5%. (See Ex. A-20 at 059.) Mr. Bourassa stated that the 4.3% is
the December 2024 predicted average long-term treasury rate for 2026-2028 as reported by Blue Chip Finance Forecasts.
(Ex. A-20 at 022.)

” The individual results were 10.0% for the Traditional CAPM, 10.2% for the Empirical CAPM, and 11.0% for the
Modified CAPM. (Ex. A-20 at 061.)

" Ex. A-20 at 006.

“TEx. A-15 at 032: Ex. A-16 at 032.
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2 Picacho Water — Initial Water Rate Application Proposals

The water rate application reported the following TY results and proposed the following

OCRB/FVRB, rate of return. and revenue increase:’

8

Picacho Water
OCRB/FVRB $10.802.332
Adjusted TY Revenues $1.192.224
Adjusted Operating Income/Loss ($232.032)7 |
Current Rate of Return -2.15%
Required Operating Income $1.026.978
Required Rate of Return 9.51%
Operating Income Deficiency $1.259.010
GRCF 1.3511
Required Increase in Gross Revenue $1.701.041
% Increase in Gross Revenues 142.68%
The water rate application proposed the following rate design, as compared to the current rate
design:
Picacho Water Present Water Rate
Rates Application
Proposed
MONTHLY MINIMUM CHARGE:
5/8" x 3/4™" Meter $ 1500 $  46.05
3/4" Meter 15.00 46.05
1" Meter 22.00 115.13
1 1/2" Meter 33.00 230.25
2" Meter 44.00 368.40
3" Meter NT 736.80
4" Meter 88.00 1,151.25
6" Meter 176.00 2.302.50
8" Meter 200.00 3.684.00
10" Meter 200.00 5.295.75
12" Meter 200.00 9.900.75
8" Lake/Irrigation 200.00 2.947.20
12" Lake/Golf Course Irrigation 200.00 7.920.60
Construction — Hydrant 44.00 736.80
P Ex. A-15at 012,
“ Picacho Water’s actual TY results, without adjustment. reported operating income of $74,557 and a net profit of $102.827.

(Tr. at 92: see Ex. A-15 at 40.)
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COMMODITY RATES:
(Per 1.000 gallons)
Residential & Commercial
All Usage $ 3.00
Irrigation
All Usage 0.87
5/8" x 3/4” Meter and 3/4™ Meter —
Residential
0 to 4.000 gallons $ 3.2140
4,001 to 10,000 gallons 4.4640
Over 10.000 gallons 5.7140
5/8" x 3/4” Meter and 3/4™ Meter —
Commercial, Irrigation
0 to 10,000 gallons 4.4640
Over 10,000 gallons 5.7140
1™ Meter — Residential. Commercial.
Irrigation
0 to 25.000 gallons 3.2140
Over 25.000 gallons 4.4640
1 1/2" Meter — Residential.
Commercial, Irrigation
0 to 50,000 gallons 4.4640
Over 50.000 gallons 5.7140
2" Meter — Residential, Commercial.
Irrigation
0 to 80,000 gallons 4.4640
Over 80,000 gallons 5.7140
3" Meter — Residential, Commercial.
Irrigation
0 to 160.000 gallons 4.4640
Over 160.000 gallons 5.7140
4" Meter — Residential. Commercial,
Irrigation
0 to 250.000 gallons 4.4640
Over 250.000 gallons 5.7140
6" Meter — Residential, Commercial,
Irrigation
0 to 500,000 gallons 4.4640
Over 500.000 gallons 5.7140
27 DECISION NO.
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8" Meter — Residential, Commercial.
Irrigation
0 to 800.000 gallons 4.4640
Over 800,000 gallons 5.7140
10" Meter — All Classes
0to 1,150,000 gallons 4.4640
Over 1,150.000 gallons 5.7140
12" Meter — All Classes
0 to 2,150.000 gallons 4.4640
Over 2.150.000 gallons 5.7140
8" Meter — Lake/Irrigation
All gallons 2.8570
12" Meter — Lake/Golf Course
Irrigation
All gallons 2.8570
Construction — Hydrant
All gallons 3.00 5.7140
REFUNDABLE METER AND SERVICE LINE CHARGES:
(Refundable pursuant to A.A.C. R14-2-405)
Present Rates Water Rate
Application
5/8" x 3/4" Meter NT At Cost
3/4” Meter NT At Cost
1" Meter NT At Cost
| 1/2" Meter NT At Cost
2" Meter NT At Cost
3" Meter NT At Cost
4" Meter NT At Cost
6" Meter and Larger NT At Cost
Present Rates | Water Rate
Application
| HYDRANT METER DEPOSIT:
(non-interest bearing and fully
refundable upon return of meter in
good condition and payment of final
bill)
Hydrant Meter Deposit — 3™ Meter NT $740.00
28 DECISION NO.
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Present Rates | Water Rate
b Application
SERVICE CHARGES:
3
Establishment $25.00 $35.00
4 Establishment (After Hours) $37.50 Remove
5 Reconnection (Delinquent) $25.00 $30.00
Meter Test (If Correct) $30.00 $30.00
6 Deposit * *
Deposit Interest * 6.0%
7 Reestablishment (Within |2 Months) ¥ **
g | [ NSF Check $10.00 $30.00
Deferred Payment (Per Month) $15.00 1.5%
9 Meter Reread (If Correct) **% 1.5% $30.00
Late Payment Penalty NT Greater of
£ $5.00 or 1.50%
T of unpaid
balance
12 After-Hours Service Charge (at NT $40.00
4 Customer Request or Convenience)
(4 Monthly Service Charge for Fire
Sprinkler:
(5| [ 47 or Smaller e R
6" deokok % o o o ok
I(] 8“ * % %k LR
IU“ ok ok ok kK
17 Larger than 107 s il
18
¥ Per A.A.C. R14-2-403(B)
19 | | % Months off system times the monthly minimum per A.A.C. R14-2-403(D)
*¥*¥x  1.50% per month of unpaid balance
20 **%% 1% of monthly minimum for a comparable sized meter connection. but not less
21 than $5.00 per month. The Service Charge for Fire Sprinklers is only applicable
for service lines separate and distinct from the primary water service line.
22

NT  No Tariff
23 | | NOTE: Picacho Water may only charge one NSF fee when customers are billed for
” water and wastewater service on one bill.

25 In addition to the collection of regular rates. the utility will collect from its customers a
proportionate share of any privilege, sales. or use tax. per Commission Rule R14-2-
26 || | 409(D)(5).

27

28 For a residential customer served by a 5/8” x 3/4” meter with average or median monthly
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consumption, the rates proposed in the water rate application would have resulted in the following bill

impact:'"
Usage Current Bill Proposed Bill $ Increase % Increase
(s_o'?ﬁe;ﬂﬁﬁns) $30.01 $63.38 $33.37 111.21%
(3.51:)40‘3:::;:)115) $25.50 $57.30 $31.80 124.70%

For a “residential irrigation™ customer served by a 5/87 x 3/4” meter with average or median

monthly consumption, the rates proposed in the water rate application would have resulted in the

following bill impact:'"!

Usage Current Bill Proposed Bill $ Increase % Increase
Average R -
(4153 gallong) | S48 $228.70 $111.24 94.71%
Median _
5 0
(26,500 gallons) $94.50 $184.97 $90.47 95.74%

The class cost-of-service study (“COSS™) prepared by Mr. Bourassa for the water rate

application showed the following proposed rates of return by customer class (as compared to the overall

proposed rate of return of 9.51%):'"?

Class Residential | Commercial Residential Golf Standpipe/
Irrigation Course/Lake | Construction
Rate of Return 9.70% 14.39% 6.44% 12.92% 18.55%

In addition to the revenue increase requested to be included in base rates. Picacho Water initially
requested recovery of $62,500 in rate case expense. to be amortized over a period of three years and
recovered through a surcharge to be paid equally by each customer on each monthly bill.'"”* Picacho

Water estimated that the surcharge amount per bill would be $0.91.'"

M Ex. A-15 at 096.
W Ex. A-15at 101.
W EX. A-15 at 069,
1 Ex. A-15 at 037.
™M Ex. A-15 at 037.
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3. Picacho Sewer — Initial Sewer Rate Application Proposals

The sewer rate application reported the following TY results and proposed the following

105

Picacho Sewer Rate App.
OCRB/FVRB $8.727.430
Adjusted TY Revenues $954.653
Adjusted Operating Income/Loss ($516.700)
Current Rate of Return -5.92%
Required Operating Income $829.717
Required Rate of Return 9.51%
Operating Income Deficiency $1.346.417
GRCF 1.3507
Required Increase in Gross Revenue $1.818.584
% Increase in Gross Revenues 190.50%
The sewer rate application proposed the following rate design, as compared to the current rate
design:'"
Present Rates Sewer Rate
App.
Proposed
MONTHLY SERVICE CHARGE:
Residential $42.00
Commercial 42.00
5/8" x 3/4" Meter — All Classes $  120.96
3/4" Meter — All Classes 120.96
1" Meter — All Classes 302.40
1 1/2" Meter — All Classes 604.80
2" Meter — All Classes 967.68
3" Meter — All Classes 1.935.36
4" Meter — All Classes 3,024.00
6" Meter — All Classes 6.048.00
8" Meter — All Classes 9.676.80
10" Meter — All Classes 13.910.40
12" Meter — All Classes 18.144.00
S Ex. A-16 at 012.
" Ex. A-16 at 094-095.
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COMMODITY RATE:

(Per 1.000 gallons)

Effluent

All Usage 0.87 | 0.87
| SERVICE CHARGE: f

Establishment $30.00 | $35.00

Reestablishment (Within 12 months) » *

Reconnection (Delinquent) $30.00 $30.00

Disconnection/Reconnection (Delinquent Account) $500.00 i

Deposit ko ok ok

Deposit Interest (Per Annum) it i

NSF Check $15.00 $30.00

Late Payment Penalty (Per Month) 1.5% 1.5%

Deferred Payment (Per Month) NT 1.5%

After-Hours Service Charge (at Customer Request) NT $40.00

Road Cutting or Boring NT At Cost

* Per Commission Rule A.A.C. R14-2-603(DD) — Months off the system times the
monthly service charge.

e Cost: The actual cost of disconnection and reconnection, including costs for
excavation and trenching. pipeline modification. backfill and grading, road
repairs, and permitting

*¥x  Per Commission Rule A.A.C. R14-2-603(B)(7)

*kak per Commission Rule A.A.C. R14-2-603(B)(3)

NT  No Tariff

NOTE: Picacho Sewer may only charge one NSF fee when customers are billed for
water and wastewater service on one bill.

In addition to the collection of regular rates, the utility will collect from its customers a

proportionate share of any privilege, sales, or use tax, per Commission Rule R14-2-

608(D)(5).

For a customer served by a 5/8" x 3/4™ meter, the rates proposed in the sewer rate application

would have resulted in the following bill impact:'"’
Current Bill Proposed Bill $ Increase % Increase
$42.00 $120.96 $78.96 188%

The COSS prepared by Mr. Bourassa for the sewer rate application showed the following

YT Ex. A-16 at 096.

proposed rates of return by customer class (as compared to the overall proposed rate of return of
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9.51%:!%8
Class Residential Commercial
Rate of Return 9.85% 2.62%
In addition to the revenue increase requested to be included in base rates, Picacho Sewer

initially requested recovery of $62.500 in rate case expense. to be amortized over a period of three
years and recovered through a surcharge to be paid equally by each customer on each monthly bill.'"”
Picacho Sewer estimated that the surcharge amount per bill would be $0.94.''"

V. Staff’s Initial Positions

A. Picacho Water Rates & Financing

On direct, Staff recommended approval of the water financing application but that the interest
rate for the financing be limited to the 20-year U.S. Treasury bond rate plus 150 basis points, which at
the time would have meant a maximum interest rate of 6.29%: that the interest rate be capped at 7% as
a safeguard for ratepayers; and that the loan have a maturity date of 20 years after closing.'"" Staff
testified that Picacho had failed to provide justification for its proposed 200-basis-point adder. that the
proposed loans would be made by JW Water or an affiliate. that no showing had been made as to the
source or cost of the funds to be loaned to Picacho. that interest rates were likely to be reduced in the
next few months, and that a 150-basis-point adder is a reasonable proxy for the cost of debt in an
affiliated transaction.'"?

For the water rate application. Staff recommended a pro forma capital structure of 71% equity
and 29% debt. based on the maximum amount of long-term debt requested in the water financing
application.'"? Staff also recommended a cost of debt of 6.29%'"* and a COE of 9.75% based on Mr.
Parcell's COE analyses.'"

Mr. Parcell performed his COE analyses using the following proxy group of six publicly traded

water utilities/utility holding companies: American States Water Co., American Water Works Co..

" Ex. A-16 at 070.

" Ex. A-16 at 037.

N Ex, A-16 at 037.

" Ex. S-1at5, 21.

M2 Ex.8-1 at21; Ex. S-4 at 3.
W Ex:S<) ars.

" Ex.S-4 at 2; Ex. S-] at 5.
HSEx.S-1 at 5.
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California Water Service Group. Essential Utilities, H20 America, and Middlesex Water Co.''® To
estimate COE. Mr. Parcell performed his analyses using DCF. CAPM, Comparable Eamings ("CE™),

and Risk Premium methods.''” On direct. Mr. Parcell reported the following results:''®

Method Selected Range of Results Midpoint

DCF 9.0% 10 10.0%'" 9.5%

CAPM 10.0% 10.0%

CE 9.0% to 10.0%'%" 9.5%

RP 9.6% to 10.9%"' 10.25%

Average of Midpoints 9.81%

Median of Midpoints 9.75%
Recommendation 9.75%

On direct, Staff recommended the following TY results, OCRB/FVRB, rate of return, and

revenue increase for Picacho Water, as compared to the water rate application:'**

Picacho Water Rate App. Staff Direct
OCRB/FVRB $10.802,332 $8.965.770
Adjusted TY Revenues $1.192.224 $1.179.187
Adjusted Operating Income/Loss ($232.032) ($179.584)
Current Rate of Return -2.15% -2.01%
Required Operating Income $1.026.978 $785.401
Required Rate of Return 9.51% 8.76%
Operating Income Deficiency $1.259.010 $965.255
GRCF 1.3511 1.3500
Required Increase in Gross Revenue $1.701.041 $1.303,101
% Increase in Gross Revenues 142.68% 110.51%

Staff’s recommendations reflect moving $738.011 in transmission and distribution mains and
$307.769 in services from plant in service (“PIS”) (and thus OCRB/FVRB) to plant held for future use

("PHFFU) because Staff determined that Picacho Water has overcapacity. 123 Sraff also excluded from

1% Ex. S-4 at 000224,

"TEx. S-4 at 4.

% Ex. S-4 at 000199, 000202, 000205, 000209; see Ex. S-11.

1 Mr. Parcell’s results, obtained using different growth rates, ranged from a median low of 7.0% to a mean high of 10,9%,
and Mr. Parcell stated that the selected range of 9.0% to 10.0% approximated the DCF rates. exceeding the mean/median
DCF results and being lower than the highest DCF results. (Ex. S-4 at 000198-000199.)

120 Mr. Parcell’s results obtained using individual years ranged from a mean low of 7.7% in 2009 to a median high of 11.5%
in 2016. (See Ex. S-4 at 000232.) For the period of 2009-2020, Mr. Parcell obtained a mean of 9.8% and a median of
9.6%. (See id.) For the period of 2021-2030. he obtained a mean of 10.3% and a median of 10.0%. (See id)

21 For the period of 2012-2019, Mr. Parcell obtained RP results ranging from a low of 10.10% to a high of 10.63%. (See
Ex. S-4 at 000237.) For the period of 2012-2024, Mr. Parcell obtained RP results ranging from a low of 9.60% to a high
of 10.95%. (Seeid)

2 Ex. S-1 at 00003 1.

P Ex. S-1 at 8.
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PIS $1.107.824 in PTYP ($750.000 for distribution reservoirs and standpipes and $357.824 for
transmission and distribution mains) because the plant was not yet completed and used and useful.'**
Staff decreased accumulated depreciation by $317.043 to coincide with Staff’s adjustments to PIS.'*

Staff reduced TY revenues by $13.037 to correct an overstatement by Picacho Water based on
tier limits and use of the wrong tariffed amount for 1 irrigation meters and 1™ commercial meters. '
Staff also noted that Picacho Water had included in its water rate application charges that are not
included in Commission-approved tariffs, including construction hydrants. 12" meters. and a late
charge, and recommended that Picacho Water take appropriate steps in the future to correct and
formalize all charges through the Commission.'*’

Staff also adjusted operating expenses to decrease purchased power by $20.721 because
Picacho Water had included 13 months instead of 12. decrease contractual legal services by $4.753
because Picacho Water had not supported the amount, decrease contractual management services by
$3.301 to eliminate the allocation for a vacant position. decrease contractual other services by $8.318
because Staff determined that JW Water's Denver office was unnecessary to provide service in light
of JW Water's Phoenix office and because Staff considered a “Government Affairs™ expense to be a
lobbying expense, decrease contractual testing services by $2,629 because a well study for Well #5 did
not represent recurring testing, decrease salaries and wages by $6,442 to remove officer salary amounts
allocated to the prior owner during the TY, decrease depreciation expense by $48.815 to be consistent
with Staft”s PIS recommendation. decrease property taxes by $3.711 to reflect recalculation using the
correct assessment ratio of 15.5% and Staff"s recommended adjustment to TY revenues, and increase
income tax expense by $33.474 to reflect recalculation using Staff’s TY taxable income, '**

Staff recommended the following rate design. as compared to the current rate design and the

129

water rate application:

FYEX. S-1 at 9.

1235 Ex, S-1 a1 9-10.

R0 Ex. S-1 at 14.

127Ex. S-1 at 14-15.

"8 Ex. S-1 at 15-17; Ex. S-6 at 14.
29 Ex. S-2 at 000090-000093.

74
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Picacho Water Present Water Rate Staff Direct
Rates Application
Proposed

MONTHLY MINIMUM CHARGE:
5/87 x 3/4" Meter $ 1500 $  46.05 $  20.00
3/4 Meter 15.00 46.05 30.00
1" Meter 22.00 115.13 50.00
1 1/2"" Meter 33.00 230.25 100.00
2" Meter 44.00 368.40 160.00
3" Meter NT 736.80 300.00
4" Meter 88.00 1,151.25 500.00
6" Meter 176.00 2.302.50 1.000.00
8" Meter 200.00 3.684.00 1,600.00
10" Meter 200.00 5.295.75 2.300.00
12" Meter 200.00 9.900.75 4.300.00
8" Lake/Irrigation 200.00 2,947.20 1.600.00
12" Lake/Golf Course Irrigation 200.00 7.920.60 4.300.00
Construction — Hydrant 44.00 736.80 300.00
COMMODITY RATES:
(Per 1,000 gallons)
Residential & Commercial

All Usage $ 3.00
Irrigation

All Usage 0.87 NT NT
5/8" x 3/4” Meter and 3/4" Meter —
Residential

0 10 4.000 gallons $ 3.2140 $1.50

4.001 to 10,000 gallons 4.4640 3.00

Over 10.000 gallons 5.7140 6.14
5/8" x 3/4” Meter and 3/4" Meter —
Commercial, Irrigation

0 to 10.000 gallons 4.4640 3.00

Over 10,000 gallons 5.7140 6.14
1" Meter — Residential, Commercial.
Irrigation

0 to 25.000 gallons 3.2140 3.00

Over 25.000 gallons 4.4640 6.14
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1 1/2” Meter — Residential.
Commercial, Irrigation
0 to 50,000 gallons 4.4640 3.00
Over 50,000 gallons 5.7140 6.14
2" Meter — Residential, Commercial.
Irrigation
0 to 80,000 gallons 4.4640 3.00
Over 80.000 gallons 5.7140 6.14
3™ Meter — Residential, Commercial,
Irrigation
0 to 160,000 gallons 4.4640 3.00
Over 160.000 gallons 5.7140 6.14
4 Meter — Residential, Commercial,
Irrigation
0 to 250,000 gallons 4.4640 3.00
Over 250.000 gallons 5.7140 6.14
6" Meter — Residential, Commercial,
Irrigation
0 to 500.000 gallons 4.4640 3.00
Over 500.000 gallons 5.7140 6.14
8" Meter — Residential, Commercial.
Irrigation
0 to 800.000 gallons 4.4640 3.00
Over 800,000 gallons 5.7140 6.14
10™ Meter — All Classes
0 to 1.150.000 gallons 4.4640 3.00
Over 1.150.000 gallons 5.7140 6.14
12" Meter — All Classes
0 to 2,150.000 gallons 4.4640 3.00
Over 2.150.000 gallons 5.7140 6.14
8" Meter — Lake/Irrigation
All gallons 2.8570 3.00
12" Meter — Lake/Golf Course
Irrigation
All gallons 2.8570 3.00
Construction — Hvdrant
All gallons 3.00 5.7140 6.14

37
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| REFUNDABLE METER AND SERVICE LINE CHARGES:
| (Refundable pursuant to A.A.C. R14-2-405)
2 Present | Water Rate Staff Direct
Rates | Application
3 Service Meter Total
Line | Charge Charge
41 [5/8" x 3/4" Meter NT AtCost| $ 1,500 § 175 § 1,675
5 3/4" Meter NT At Cost 1,800 200 2.000
1™ Meter NT At Cost 2,100 300 2.400
6 1 1/2" Meter NT At Cost 2.320 500 2,820
2" Meter NT At Cost 3.240 1.650 4,890
7 3" Meter NT At Cost 5210 | 3.200 8.410
g 4" Meter NT At Cost 6,230 | 4.500 10.730
6" Meter and Larger NT At Cost | At Cost | At Cost At Cost
9
Present Rates | Water Rate Staff Direct
10 Application
HYDRANT METER DEPOSIT:
[ ) i e e
(non-interest bearing and fully
12 [ | refundable upon return of meter in
good condition and payment of final
13 bill)
i Hyvdrant Meter Deposit — 3™ Meter NT $740.00 NT
15 —
Present Rates | Water Rate Staff Direct
16 Application
i SERVICE CHARGES:
8 Establishment $25.00 $35.00 $35.00
Establishment (After Hours) $37.50 Remove NT
19 || | Reconnection (Delinquent) $25.00 $30.00 $30.00
Meter Test (If Correct) $30.00 $30.00 $30.00
20 || | Deposit . * *
51 Deposit Interest * 6.0% 6.0%
Reestablishment (Within 12 Months) gl " e
22 | | NSF Check $10.00 $30.00 $30.00
Deferred Payment (Per Month) $15.00 1.5% 1.5%
23 | | Meter Reread (If Correct) w4 | 50 $30.00 $30.00
4 Late Payment Penalty NT Greater of 1.5%
$5.00 or 1.50%
25 of unpaid
balance
26 || | After-Hours Service Charge (at NT $40.00 $40.00
- Customer Request or Convenience)
28
81674
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Monthly Service Charge for Fire

Sprinkler:

4" or Smaller KX K P FHAE
6" kR * Rk ok
5" ok T ok
10” - *A K *H
Larger than 10™ kK E ®okok ok P

¥ Per A.A.C. R14-2-403(B)
ok Months off system times the monthly minimum per A.A.C. R14-2-403(D)

409(D)(5).

NT  No Tariff
NOTE: Picacho Water may only charge one NSF fee when customers are billed for water
and wastewater service on one bill.

*¥x% - 1.50% per month of unpaid balance

FEEX 1% of monthly minimum for a comparable sized meter connection, but not less
than $5.00 per month. The Service Charge for Fire Sprinklers is only applicable
for service lines separate and distinct from the primary water service line.

In addition to the collection of regular rates, the utility will collect from its customers a
proportionate share of any privilege, sales, or use tax. per Commission Rule R14-2-

For a residential customer served by a 5/8” x 3/4™ meter with average or median monthly

consumption, Staff™s initially recommended rates would have resulted in the following bill impac

‘.ISU

(3.500 gallons)

Usage Current Bill Proposed Bill $ Increase % Increase
5 Oggifgﬁfms) $30.01 $29.01 ($1.00) (3.3%)
Nicdian $25.50 $25.25 ($0.25) (1.0%)

For a “residential irrigation” customer served by a 5/87 x 3/4” meter with average or median

monthly consumption. Staff’s initially recommended rates would have resulted in the following bill

impact:"!
Usage _L Current Bill Proposed Bill $ Increase % Increase
Average o
(34.153 gallons) | $11746 $198.30 $80.84 68.82%
Median $94.50 $151.31 $56.81 60.12%

PYEx. S-2 at 00094.

U1 See Ex. S-2 at 000090.
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| (26.500 gallons) | | | | ]

Ms. Perez-Palacios stated that Staff’s initially recommended rate design would have resulted in
the following breakdown of revenues for residential customers served by 5/8" x 3/4™ meters. as
compared to the breakdown for Picacho Water’s originally proposed rates. and that Staff’s initially
recommended rates were consistent with the Commission’s “Policy on Implementation of Three Tiered

Inclining Block Rates.” adopted in Decision No. 75626 (July 25, 2016):'*

Basic Service Charge | Second-Tier Revenues | Third-Tier Revenues
Plus First-Tier % %
Revenues %
Staff 76.18% 12.96% 10.87%
Picacho Water 85.48% 9.52% 5.00%

Based on Staff’s review of Picacho’s workpapers and schedules provided regarding rate case
expenses incurred and expected to be incurred before a decision in this matter, Staff recommended a
total rate case expense for Picacho Water of $10.000. to be amortized over three years or until the full
amount was recovered, and subject to true up. which would have resulted in a rate case expense
surcharge estimated at $0.15 per month.'*

B. Picacho Sewer Rates & Financing

On direct, for the same reasons expressed for the water financing application, Staff
recommended approval of the sewer financing application with the same conditions as to the maximum
interest rate and maturity date.'*

For the sewer rate application, Staff recommended a pro forma capital structure of 48% equity
and 52% debt, based on the maximum amount of long-term debt requested in the sewer financing

application.'* Staff also recommended a cost of debt of 6.29%'*" and a COE of 9.75% based on Mr.

2 Ex. -2 at 000082, 000095. Official notice is taken of Decision No. 75626. The policy provides that the basic service
charge and first tier volumetric rates combined should produce at least 50% of the total revenue requirement and that the
third tier should generate no more than 20% and no less than 10% of the total revenue requirement. (Decision No. 75626
at 13.)

2 Ex.S=1 at 23.

M Ex. S-1at 2],

P Ex. S-1 at 5.

¢ Ex. S-4 at 2; Ex. S-1 at 5.
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