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Introduction:

On July 7, 2000, Rancho Cabrillo Water Company (“RCWC” or “Company”) filed an
application requesting that a new water Certificate of Convenience and Necessity (“Certificate”
or “CC&N”) be issued in order to provide water service to the development known as Rancho
Cabrillo, located in Maricopa County, Arizona.

Background and Staff Analysis:

RCWC is being formed to provide water service to a development known as Rancho
Cabrillo, a subdivision of approximately 2,500 homes at build-out located approximately 10
miles west of I-17 near Happy Valley Road. There is presently no water service or customers in
the proposed Rancho Cabrillo subdivision. The president of RCWC is Mr. Steve Robson. Mr.
Robson also has interests in the following public utilities in Arizona: Pima Utility Company,
Lago Del Oro Water Company, SaddleBrooke Utility Company, Quail Creek Water Company,
Picacho Water Company and Picacho Sewer Company.

RCWC has not provided a copy of the developer's Certificate of Assured Water Supply
(“CAWS”). Staff recommends that RCWC be ordered to file a copy of the developer's CAWS
with the Commission within 365 days from the effective date of the Commission's Decision.

RCWC has provided a copy of its water franchise issued by Maricopa County.

RCWC has not obtained its Approval to Construct from the Arizona Department of
Environmental Quality (“ADEQ”). Staff recommends that the Commission condition approval
of the application on RCWC filing a copy of its Approval to Construct with the Commission
within 365 days from the effective date of the Commission's Decision.

This will be a totally new water system that has yet to be constructed and consequently,
does not yet have an ADEQ operating compliance status. Initially, the system will be served by
two wells, along with the ancillary storage, pressure tanks, pumping stations, and distribution
mains. Preliminary hydrology evaluations indicate that each well should be capable of
producing 800 gallons/minute, which should be more that adequate to serve the five year growth
projection of 1,250 lots. Additional sources could be developed, if necessary. Initial
construction costs do not appear to be unreasonable.

Rancho Cabrillo Sewer Company will be filing a sewer CC&N application to provide
sewer service to the Ranch Cabrillo development.

Rate Design:

Typically, there is no historical information available on a CC&N application to base
initial rates. Therefore, Staff’s recommended rates are based upon assumptions and reasonable
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estimates. Accordingly, RCWC has provided projected information, which includes assumptions
on plant, operating revenue, operating expenses and the number of customers.

The application indicates that there are no customers taking service in the area of the
requested CC&N. Within the five year projected period shown in the application, RCWC
anticipates that they will be serving 1,250 customers in the area. Staff has determined that, for
the purposes of establishing initial rates, the Company's projections were generally reasonable.
The Company proposes a minimum monthly charge of $15.27 for residential customers on a 5/8"
by 3/4" meter with zero gallons in the minimum and $2.91 per thousand gallons water used.

Staff agrees with the Company’s proposed zero gallons in the minimum. However, in
Staff’s opinion, a multi-tiered rate structure would be compatible with conservation, in
particular, where the Company is located in an Active Management Area (“AMA”). Staff
believes that its recommended rate design is more compatible with conservation efforts without
compromising the Company’s required operating revenues. In order to accomplish the latter
goal, Staff is recommending a slight increase to $15.45 from the Company’s proposed monthly
minimum charge of $15.27 for a 5/8 x % - inch meter which size is representative of the meters
that will serve most of the residential and light commercial customers. Staff’s recommended rate
design also increased the monthly minimum charge for larger meter sizes as depicted in Schedule
1.

Staff’s recommended commodity rates consist of three tiers. The first tier rate of $2.75
and the second tier rate of $3.00 would apply to the majority of the customers according to the
Company’s estimated average usage of 12,000 gallons. Based on the Company’s proposed rates
the typical residential bill using an average of 12,000 gallons is $50.19. Staff’s recommended
increase in the monthly minimum of $0.18, a corresponding decrease of $0.16 to the first tier
commodity rate from $2.91 to $2.75 and an increase of $0.09 in the second tier, would also result
in an average bill of $50.19 ($0.01 difference due to rounding). Thus, Staff’s proposed rates
parallel the Company’s projected average monthly revenue of $50.19 per bill per month.

Staff’s recommended first tier break of up to 5,000 and second tier break of 20,000
gallons apply to the majority of the customers. Even though the third tier does not generate any
revenues at this time, Staff believes that it should be part of the Company’s initial rates. In this
manner, the ratepayers are cognizant of a conservation oriented rate structure and manage their
water usage accordingly.

The Company’s proposed initial rates apply to all five years of projected operating
information shown in the application. In the fifth year, the Company projected average
customers of 1,250, an investment of $3,361,800, a Net Operating Income of $366,250 and a
Rate of Return (“ROR”) on investment of 10.89 percent. Staff feels this ROR to be adequate to
provide sufficient cash flow for Company operations.
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Recommendations:

Staff recommends that the Commission condition approval of the application of Rancho
Cabrillo Water Company on its filing with the Commission, within 365 days from the effective
date of the Commission's Decision, copies of the developer's Certificate of Assured Water
Supply and Approval to Construct.

Staff recommends approval of Rancho Cabrillo Water Company’s application for a
CC&N and recommends approval of Staff’s proposed rates shown on Schedule 1.

Staff further recommends that Rancho Cabrillo Water Company be ordered to notify the
Commission within 15 days of providing service to its first permanent customer.

Staff further recommends that Rancho Cabrillo Water Company be ordered to file a rate
application within thirty six (36) months from the date it provides service to its first customer.

Staff further recommends that Rancho Cabrillo Water Company be ordered to maintain
its books and records in accordance with the NARUC Uniform System of Accounts for Class C
water utilities. '

Staff further recommends that a provision be included in Rancho Cabrillo Water
Company's tariff to allow for the flow-through of appropriate State and local taxes as provided in
A.A.C. Rule R14-2-409.D.

Staff further recommends that Ranch Cabrillo Water Company be ordered to file a
backflow tariff for Commission approval.

Staff further recommends that the Rancho Cabrillo Water Company file tariff pages
consistent with this Decision within 30 days of this order.

Staff further recommends that the Commission's Decision granting a CC&N to Rancho
Cabrillo Water Company be considered null and void without further order from the
Commission should Rancho Cabrillo Water Company fail to meet the above conditions within
the time specified.
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Monthly Usage Charge

5/8" x 3/4" Meter
3/4" Meter

1" Meter

12" Meter

2" Meter

4" Meter

6" Meter

Gallons Included in the Minimum

From 1 to 5,000 Per 1,000 Gallons
From 5,001 to 20,000 Per 1,000 Gallons
In Excess of 20,000 Per 1,000 Gallons

Service Line and Meter Installation Charges

5/8" x 3/4" Meter
3/4" Meter

1" Meter

12" Meter

2" Meter

3" Meter

4" Meter

6" Meter

Service Charges

Establishment

Establishment (After Hours)
Reconnection (Delinquent)

Meter Test (If Correct)

Deposit

Deposit Interest

Re-Establishment (Within 12 Months)
NSF Check

Deferred Payment

Meter Re-Read (If Correct)

Monthly Service Charge for Fire Sprinkler

4" or Smaller
6"

8"

10"

Larger than 10"

* Per Commission Rules (R14-2-403.B)
** Months off system times the minimum (R14-2-403.D)
*** 1.00% of Monthly Minimum for a Comparable Sized Meter Connection,
but no less than $5.00 per month. The Service Charge for Fire Sprinklers
is only applicable for service lines seperate and distinct from the primary
water service line.

Schedule 1
Proposed Rates
Company  Staff
$15.27  $15.45
15.27 15.27
32.00 32.00
48.00 48.00
64.00 64.00
128.00 128.00
256.00 256.00
0 0
$2.91 $2.75
2.91 3.00
2.91 3.50
$0.00 $0.00
0.00 0.00
0.00 0.00
0.00 0.00
0.00 0.00
0.00 0.00
0.00 0.00
0.00 0.00
$30.00 $30.00
30.00 30.00
30.00 30.00
30.00 30.00
0.00 0.00
15.00 15.00
15.00%  15.00%
15.00 15.00
$0.00 $0.00
0.00 0.00
0.00 0.00
0.00 0.00
0.00 0.00
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