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EXECUTIVE SUMMARY
KINGS RANCH UNIT II TREATMENT PLANT
DOCKET NO. SW-02573A-05-0843

Kings Ranch Unit IT Treatment Plant filed an application for a permanent rate increase to
include the following:
) Increasing the current monthly flat rate from $80 to $95, and

2) increasing the current one-time establishment fee per unconnected lot from
$4,000 to $5,000.

Staff recommends that the Commission approve the rate increases as requested.
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Kings Ranch Unit II Treatment Plant
Docket No. SW-02573A-05-0843
Page 1

Fact Sheet

Company Statistics:

CC&N: Decision No. 57447, dated July 10, 1991

Current Rates: Decision No. 64597, dated March 04, 2002

Type of Ownership: Sole Proprietorship

Location: Kings Ranch Unit II Treatment Plant is located in Black Canyon City, Yavapai
County, about 30 miles north of Phoenix. It is located in Township 8 North,
Range 2 East, Section 9.

Rates:

Permanent rate application filed: November 16, 2005

Current Test Year Ended: December 31, 2004

Prior Test Year Ended: December 31, 2000
Monthly Charges:
Company’s  Company’s Staff’s
Current Proposed Recommended
Rate Rate Rate
Flat Rate $80.00 $95.00 $95.00
Customers:
Number of customers in the prior Test Year: 16
Number of customers in the current Test Year: 27
Notifications:
Mailed: November 15, 2005
Complaints:
Number of customer opinions since rate application filed: 12

Percentage of opinions to customer base: 44 percent

SW-02573A-05-0843




Kings Ranch Unit II Treatment Plant
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Summary of Filing

On November 16, 2005, Kings Ranch Unit II Treatment Plant (“Kings Ranch” or
“Company”) filed an application for approval of a permanent rate increase with the Arizona
Corporation Commission (“ACC” or “Commission”). On December 16, 2005, Staff notified
Kings Ranch that its filing had met the sufficiency requirements outlined in Arizona
Administrative Code (“AAC”) R14-2-103, and had been classified as a Class E utility.

Based on test year results, as adjusted by Staff, Kings Ranch experienced an operating
loss of $7,156, resulting in no return on an original cost less depreciation (“OCLD”) rate base of
$91,140.

The Company’s proposed rates, as filed, would produce a revenue level of $45,780,
resulting in an operating loss of $27 and no return on a Company proposed OCLD rate base of
$90,861. The proposed rates increase monthly residential rates from $80.00 to $95.00, for an
increase of 18.75 percent.

Staff recommends a revenue level of $49,200, resulting in an operating income of $1,244
and a 1.36 percent rate of return on a Staff recommended OCLD rate base of $91,140. Staff’s
recommended revenue would also increase all the monthly residential bills from $80.00 to
$95.00, for an increase of 18.75 percent.

All of the above financial results are reflected on Schedule DWC-1.

Company Backeround

The Company is a sole proprietorship owned by Mr. Philip Albins. The Company’s
service area is located in Black Canyon City, Yavapai County, Arizona, approximately 30 miles
north of Phoenix. The wastewater system was designed and built to serve 49 single family lots
on 50 acres of land in the Kings Ranch Unit II subdivision. Mr. Albins developed the
subdivision and owns the wastewater system. The Arizona Department of Environmental
Quality (“ADEQ”) required Mr. Albins to build the wastewater system to serve the entire
development.

Mr. Albins had sold all 49 lots by 1998; however, 27 homes had been built and occupied
by the end of the current test year ending December 31, 2004. Mr. Albins states that many of the
lots had been purchased as investments and it is not known when homes will be built or when the
treatment plant will be fully utilized by the lot owners. On November 21, 2005, Staff contacted
the Company for an updated customer count. Mrs. Albins, the wife of the owner, advised Staff
that there are 30 customers currently receiving wastewater service. Staff calculates both the
Company’s historical and recent growth at three new customers per year.

In two of the Company’s three previous rate cases, it sought Commission approval to
charge the unoccupied lot owners a monthly non-user availability fee for wastewater service.

SW-02573A-05-0843
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The Commission has never approved such a fee and, accordingly, denied the fee in both of these
previous cases. As an alternative to the non-user availability fee and to mitigate the Company’s
on-going operating losses, the Commission approved a one-time establishment fee per
unconnected lot. The one-time establishment fee was designed to fairly distribute the capital
cost of the wastewater plant capacity availability to new customers. It acts much the same as a
“hook-up” fee but does not require that the funds be segregated and allows the fee to be
accounted for as other wastewater revenues to help the Company reduce operating losses.

A potential resolution to the Company’s on-going high rate/low revenue problem is for
Mr. Albins to give/sell the system to the homeowners, which he has stated he is willing to do.
The homeowners could then form a wastewater district to take over the system, in which they
have expressed some interest. In the prior rate case, Staff was informed by homeowners that
they would be interested in forming a wastewater district when the customer count reached 25
customers (more than 50 percent of total lots). The Company’s customer count exceeded 25 in
the middle of the test year and is currently 30 customers. Some districts are known to charge
monthly non-user availability fees to unconnected lots within a district.

Kings Ranch’s current rates were authorized in Decision No. 64597, dated March 04,
2002.

Consumer Services

The Consumer Services Section complaint files indicate there has been only one
complaint filed against the Company in the past three years. This complaint, filed in 2004,
regarded a billing issue that was resolved. The files do indicate that eleven customer opinions
were filed in 2005 and one in 2006, all opposing the higher rates proposed in this proceeding.

In response to the number of customer opinions filed in this proceeding, the Hearing
Division requested that the Consumer Services section conduct an on-site public comment
meeting to enable homeowner’s to add their opinions, in addition to those already filed, to the
record. The public comment meeting was held in Black Canyon City on Thursday evening,
January 26, 2006. Staff was represented by four members at this meeting; Al Amezcua, Connie
Walczak, Marlin Scott, Jr., and Darron Carlson. A court reporter was in attendance along with
the owners of the Company, Mr. and Mrs. Albins. There were 31 customers in attendance at this
meeting. Approximately ten different people spoke of the high rates, net losses, inappropriate or
high expenses, lack of audits or fiscal controls, and just a general unhappiness with the extremely
high (highest in Arizona) monthly rate and establishment fee.

At the conclusion of the meeting, Staff explained to the homeowners that another option
available to them was for the homeowners to obtain the system from Mr. and Mrs. Albins and
form a sanitation district to own and operate the system.

SW-02573A-05-0843
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Compliance

ADEQ reported that the Company is in total compliance with federal and state
regulations, standards, and permits. Details on specific areas of compliance are discussed in the
Engineering Report, attached to this report.

The Company is current on its property taxes.

In the Company’s prior rate case, Staff noted that the Company had been collecting and
paying Arizona Transaction Privilege Tax (“TPT”). In reviewing the Company’s status with the
Arizona Department of Revenue (“ADOR?”), Staff was advised by ADOR personnel that Kings
Ranch is classified as a Class 4 utility. Class 4 utilities are in business to produce or furnish
electricity, natural gas, artificial gas, water, or telecommunications services. Wastewater (or
sewer) service is not included in the classification. Wastewater is not classified anywhere in the
TPT rules and has been traditionally considered a service in Arizona. As such, wastewater
service has been exempt from TPT.

Staff advised Company personnel to immediately cease the collection of Arizona TPT
and to advise ADOR of the error in classification. Further, Staff advised the Company to seek a
refund of TPT from ADOR and to return any refund received from ADOR to the appropriate
ratepayers from whom the Company originally collected the refunded TPT. The Company
confirms that it did receive refunds from ADOR and in turn refunded the appropriate customers.

The Company currently does not collect sales tax and has no sales tax obligation related
to its wastewater services.

Engineering Analysis

Staff Engineer, Mr. Marlin Scott Jr., field inspected the system on December 30, 2005.
Mr. Jack Muir, Contracting Manager of Kings Ranch accompanied him.

According to Staff, the sewage collection system consists of six-inch and eight-inch
sewer lines and one lift station. A Santec™ extended aeration plant of a nominal 9,000 gallons
per day capacity provides treatment. The secondary effluent is disinfected and then de-
chlorinated. The effluent discharges to the Agua Fria River.

There is no flow meter on the sewage treatment plant. Based on estimated flows, the
high daily average flow produced by customers was 146 gallons per day (“GPD”) and a low
average flow by customers was 75 GPD, much less than the 9,000 GPD capacity. The current
facility should provide adequate capacity to serve all 49 lots when the subdivision is built-out.

The Staff has recommended new depreciation rates shown in Table A of the Engineering
Report.

SW-02573A-05-0843
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Rate Base

Staff’s adjustment to rate base resulted in an increase of $279, as depicted in Schedule
DWC-2, page 1 of 3, of this Staff Report.

Staff’s adjustment to plant in service resulted in no change to total plant values, as
depicted in Schedule DWC-2, page 2 of 3. Staff’s adjustment reflects reclassifications to match
the National Association of Regulatory Utility Commissioners (“NARUC”) classifications
utilized by the Company and adopted by the Commission in the prior rate case. This was also
done in the prior rate case, but the Company continues the erroneous classifications. Staff will
recommend that the Company be ordered to make the necessary reclassifications.

Staff made no adjustment to accumulated depreciation, as depicted in Schedule DWC-2,
page 3 of 3.

Staff increased the working capital allowance by $279 predicated upon Staff’s adjustment
to operating expense.

Staff’s recommended OCLD rate base is $91,140.

Operating Revenues

Staff adjustments to operating revenues resulted in an increase of $2,880, as depicted in
Schedule DWC-3, page 1 of 2.

The Company proposed operating revenues of $37,920 for the test year, which included a
Company proposed pro forma adjustment of $5,920, to include new customers outside the test
year. Staff increased test year flat-rate revenues by $2,880 (Adjustment A) to reflect the
normalization of revenue to the current customer count of 30 customers.

Staff’s recommended test year operating revenues are $40,800.

Operating Expenses

Staff adjustments to test year operating expenses resulted in an increase of $2,149, as
depicted in Schedule DWC-3, page 1 of 2.

Staff transferred $3,600 (Adjustment B) from contractual services — other to salaries and
wages. This amount was properly paid to the owners for office and billing services.

Staff reduced the contractual services — other account by $2,009 (Adjustment C). This

reduction was comprised of the following adjustments: 1) transfer $3,600 to the salaries and
wages account, 2) remove $458 for overcharges by the contract operator in the test year, and 3)

SW-02573A-05-0843
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increase the account by $2,049 to normalize a mid-test year price increase from the contract
operator.

Staff increased test year regulatory commission expense (rate case expense) by $638
(Adjustment D) to reflect the outside accountant’s fee for rate case preparation billed after the
test year in the amount of $2,550, and Staff’s utilization of a four-year normalization period.

Staff decreased test year depreciation expense by $80 (Adjustment E) to reflect Staff’s
recommended new depreciation rates. This is designed to reflect the going-forward results of the
new depreciation rates.

The Company recorded operating expenses of $45,807 for the test year and a resultant
operating loss of $7,887.

Staff’s recommended test year operating expenses are $47,956 and a resultant
recommended operating loss of $7,156.

Rate Design

The Company proposed rates would increase the residential monthly flat rate by 18.75
percent. The Company also proposes to increase the one-time establishment fee per unconnected
lot by 25 percent from the current $4,000 to $5,000, which will affect all future customers but
not the current ratepayers. Staff concurs with the Company’s proposed one-time establishment
fee per unconnected lot at $5,000 to help mitigate the Company’s previous operating losses and
to allow it a very small rate of return under the new recommended rates.

According to the schedules in the Company’s filing, it is proposing an increase in
revenues of $7,860 over test year revenues, or 21 percent, producing an operating loss of $27.

The Company and Staff both used the recent growth rate of three new customers per year
in this report.

Staff had been concerned with the Company’s continuing operating losses through all of
its previous rate cases. However, the Company had been willing to continue absorbing losses
awaiting build-out of the development. The Company’s proposed rates are high by comparison
to other wastewater utilities. In fact these were and are the highest wastewater rates in Arizona.
This will continue, but for the first time they will result in an operating profit (however small)
rather than an operating loss. Under these circumstances, Staff recommends that the
Commission grant the rate increase requested by the Company.

Staff Recommendations

Staff recommends approval of its proposed rates and charges shown on Schedule DWC-4
of this Report.

SW-02573A-05-0843
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Staff further recommends that the Company be ordered to correct its plant accounts to
reflect Staff’s plant breakdown recommended in this proceeding.
Staff further recommends that the Company be ordered to utilize the new depreciation

rates reflected in the attached Engineering Report on Table A, effective with new rates in this
proceeding.

SW-02573A-05-0843



KINGS RANCH UNIT Il TREATMENT PLANT Schedule DWC-1
Docket No. SW-02573A-05-0843
Test Year Ended December 31, 2004

-- Present Rates -- -- Proposed Rates --
Company Staff Company Staff
as as as as
Filed Adjusted Filed Adjusted
Revenues:
Flat Rate Revenues $25,920 $28,800 $30,780 $34,200
Measured Revenues 0 0 0 0
Other Wastewater Revenues 12,000 12,000 15,000 15,000
Total Operating Revenue $37,920 $45,780
Operating Expenses:
Operation and Maintenance $38,335 $40,564 $38,335 $40,564
Depreciation 6,210 6,130 6,210 6,130
Property & Other Taxes 1,262 1,262 1,262 1,262
Income Tax 0 0 0o 0
Total Operating Expense $45,807 $45,807
Operating Income/(Loss) ($7,887
Rate Base O.C.L.D. $90,861 $91,140 $90,861 $91,140
Rate of Return - O.C.L.D. -8.68% -7.85% -0.03% 1.36%
Times Interest Earned Ratio (Pre-Tax) N/A N/A N/A N/A
Debt Service Coverage Ratio (Pre-Tax) N/A N/A N/A N/A
Operating Margin -20.80% -17.54% -0.06% 2.53%

NOTES: 1. The times interest earned ratio (TIER) represents the ability of the
Company to pay interest expenses before taxes.

2. Operating Margin represents the proportion of funds available to
pay interest and other below the line or non-ratemaking expenses.



KINGS RANCH UNIT Il TREATMENT PLANT Schedule DWC-2
Docket No. SW-02573A-05-0843 Page 1 of 3
Test Year Ended December 31, 2004

----------- Original Cost --------------
Company Adjustment Staff
Plant in Service $161,694 $0 $161,694
Less:
Accum. Depreciation 75,397 0 75,397
| Net Plant $86,297 $0
Less:
Plant Advances $0 $0 $0
Accumulated Deferred Income Taxes 0 0 0
Total Advances $0 $0 $0
Contributions Gross $0 $0 $0
Less:
Amortization of CIAC 0 0 0
Net CIAC $0 $0 $0
[ Total Deductions $0 $0
Plus:
1/24 Power $114 $0 $114
1/8 Operation & Maint. 4,451 279 A 4,729
inventory 0 0 0
Prepayments 0 0 0
Total Additions $4,564 $279
Rate Base $90,861 $279

Explantation of Rate Base Adjustments:

A. Toreflect Staff's adjustment to the Company's operating expenses.



KINGS RANCH UNIT Il TREATMENT PLANT Schedule DWC-2
Docket No. SW-02573A-05-0843 Page 2 of 3
Test Year Ended December 31, 2004

Company Staff
Exhibit  Adjustment Adjusted
351 Organization $0 $0 $0
352 Franchises 0 0 0
353 Land & Land Rights 0 0 0
354 Structures & Improvements 5,006 0 5,006
355 Power Generation Equipment 0 0 0
360 Manholes 0 11,570 A 11,570
361 Collection Lines 79,100 (11,570) A 67,530
362 Special Collecting Structures 0 0 0
363 Services to Customers 0 0 0
364 Flow Measuring Devices 0 0 0
365 Flow Measuring Installations 0 0 0
370 Lift Station Structure 0 1,759 A 1,759
371 Lift Station Electrical/Mechanical 0 7,034 A 7,034
380 Treatment & Disposal Equipment 68,795 0 68,795
381 Plant Sewers 0 0 0
389 Other Plant & Mis. Equipment 8,793 (8,793) A 0
390 Office Furniture & Equipment 0 0 0
391 Transportation Equipment 0 0 0
393 Tools, Shop, & Garage Equipment 0 0 0
394 Laboratory Equipment 0 0 0
395 Power Operated Equipment 0 0 0
398 Other Tangible Plant 0 0 0
105 C.W.L.P. 0 0
TOTALS $161,694 $0

Explanation of Plant Adjustments:

A. Reclassification of plant to match NARUC classifications utilized by the
Company and adopted by the Commission in the two prior rate cases.



Schedule DWC-2

KINGS RANCH UNIT Il TREATMENT PLANT
Page 3 of 3

Docket No. SW-02573A-05-0843
Test Year Ended December 31, 2004

Amount

Accumulated Depreciation - Per Company $75,397
75,397

Accumulated Depreciation - Per Staff

Total Adjustment



KINGS RANCH UNIT Il TREATMENT PLANT Schedule DWC-3
Docket No. SW-02573A-05-0843 Page 1 of 2
Test Year Ended December 31, 2004

Company Staff Staff
Exhibit Adjustments Adjusted
Revenues:
521 Flat Rate Revenues $25,920 $2,880 A $28,800
522 Measured Revenues 0 0 0
536 Other Wastewater Revenues 12,000 0 12,000
Total Operating Revenue $37,920 $2,880
Operating Expenses:
701 Salaries and Wages $0 $3,600
710 Purchased Water 0 0
715 Purchased Power 2,729 0
718 Chemicals 0 0
720 Materials and Supplies 0 0
721 Office Supplies & Expense 0 0
731 Contractual Services - Professional 1,540 0
736 Contractual Services - Other 33,972 (2,009)
740 Rents 0 0
750 Transportation Expenses 0 0
757 Insurance - General Liability 0 0
759 Insurance - Health and Life 0 0
766 Regulatory Commisssion Expense - Rate Case 0 638
775 Miscellaneous Expense 94 0
403 Depreciation Expense 6,210 (80)
408 Taxes Other Than Income 0 0
408.11 Property Taxes 1,262 0
409 Income Tax 0 0
Total Operating Expenses $45,807 $2,149
|OPERATING INCOME/(LOSS) ($7,887) $731
Other Income/(Expense):
419 Interest and Dividend Income $0 $0 $0
421 Non-Utility Income 0 0 0
426 Miscellaneous Non-Utility Expense 0 0 0
427 Interest Expense 0] 0 0
Total Other Income/(Expense) $0 $0

NET INCOME/(LOSS) ($7,887) $731




KINGS RANCH UNIT Il TREATMENT PLANT Schedule DWC-3
Docket No. SW-02573A-05-0843 Page 2 of 2
Test Year Ended December 31, 2004

A- FLAT RATE REVENUES - Per Company $25,920
Per Staff 28,800 $2,880

Staff annualized test year revenue to include three additional
customers added in 2005, bringing the total customer count to
30 from the Company's adjusted test year count of 27 customers.

B - SALARIES AND WAGES - Per Company $0
Per Staff 3,600 $3,600

Staff transferred this amount, paid to the owners for office and
billing services from account no. 736 - Contractual Services - Other.

C- CONTRACTUAL SERVICES - OTHER - Per Company $33,972
Per Staff 31,963  ($2,009)

Staff transferred $3,600 to Salaries and Wages.

Staff removed $458 for overbillings by the contract operator.
Staff normalized the test year expense by an increase of $2,049
to cover a mid-test year rate increase by the contract operator.

D - REGULATORY COMMISSION EXPENSE - Per Company $0
Per Staff 638 $638

Staff adjusted to reflect actual rate case expense billed
by the Company's accountant after the test year - $2,550 and
normalized over four years, since its last test year was 2000.

E- DEPRECIATION EXPENSE - Per Company $6,210
Per Staff 6,130 ($80)
Staff adjusted to reflect the going-forward depreciation rates:
Plant acct. 354 5,006 3.33% 170
Plant acct. 360 11,570 2.00% 231
Plant acct. 361 67,530 2.00% 1,351
Plant acct. 370 1,759 3.33% 59
Plant acct. 371 7,034 12.50% 879
Plant acct. 380 68,795 5.00% 3,440

161,694 6,130



KINGS RANCH UNIT Il TREATMENT PLANT Schedule DWC-4
Docket No. SW-02573A-05-0843
Test Year Ended December 31, 2004

Company
Present Proposed
Rates Rates
Monthly Usage Charge
Flat Rate $80.00 $95.00

Service Charges

1. One-Time Establishment Fee Per Unconnected Lot 4,000.00 5,000.00
2. Establishment Fee (R14-2-603.D.1) 20.00 20.00
3. Reconnection (Delinquent) (R14-2-603.D.1) 20.00 20.00
4. Deposit (R14-2-603.B.7) * >
5. Deposit Interest (Per Annum) * *
6. Reestablishment (Within 12 Months) > **
7. NSF Check 15.00 15.00

8. Late Fee (Per Month) 1.50% 1.50%

9. Deferred Payment (Per Month) 1.50% 1.50%

*  Per Commission Rule A.A.C. R14-2-603.B.

*x

Number of months off system times the monthly usage
charge, per Commission Rule A.A.C. R14-2-603.D.



Attachment MSJ-1

Engineering Report for Kings Ranch Unit II
‘ Treatment Plant

\ Docket No. SW-02573A-05-0843 (Rates)

Utilities Engineer

By: Marlin Scott, J rq/l/w%

January 26, 2006

CONCLUSIONS

A.

Kings Ranch Unit II Treatment Plant’s (“Company”) capacity of 9,000 GPD is adequate
to serve the present customer base and reasonable growth,

B. In a Compliance Status Report dated December 13, 2005, the Arizona Department of
Environmental Quality (“ADEQ”) reported the Company’s system, Inventory #100354,
is in compliance with ADEQ requirements.

C. According to the Utilities Division Compliance Section, the Company has no outstanding
Arizona Corporation Commission compliance issues.

D. The Company reported a $29,891 per year expense for professional services from “Jack
Muir Enterprises” for the operation of the wastewater treatment plant. The amount seems
reasonable for the work performed and is comparable to wages for other wastewater
operators.

RECOMMENDATIONS

1. Staff recommends that the Company use the depreciation rates delineated in Table A on a

going-forward basis.
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A. LOCATION OF COMPANY

Kings Ranch Unit II Treatment Plant (“Company”) serves the Kings Ranch Unit II Subdivision
which is located in southwestern Black Canyon City. Figure 1 shows the location of the
Company within Yavapai County and Figure 2 shows the certificated area covering

approximately 3/32 square-mile or 60 acres.

B. DESCRIPTION OF THE SEWER SYSTEM

The sewer system was field inspected on December 30, 2005, by Marlin Scott, Jr., Staff Utilities

Engineer, in the accompaniment of Jack Muir, Contracting Manager for the Company.

The sewer treatment plant consists of a Santec™ extended aeration plant of a nominal 9,000
gallons per day (“GPD”) capacity. The secondary effluent is disinfected and then de-

chlorinated. The effluent discharges to the Agua Fria River.

A system schematic is shown as Figure 3 with detailed plant facility listing as follows:

Table 1. Sewer Treatment Plant

Type of Treatment Design Capacity

Extended aeration 9,000 GPD

Table 2. Lift Station

Location Quantity Pump Pump Wet Well
¢ Of Pumps Horsepower Capacity Capacity (gal.)
Kings Ranch II Subdivision 2 1-1/2 25 25
Table 3. Manholes and Cleanouts
Manholes Cleanouts
Type Quantity Quantity
Standard 29 5
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Table 4. Collection Mains

Diameter Material Length
4-inch
6-inch PVC & CIP Approximately
8-inch PVC & CIP 5,000 ft.
10-inch
Total: 5,000 ft.

Table 5. Service Laterals

Size Quantity
4-inch 26
6-inch
8-inch

Total: 26

Table 6. Structures

Structures

Treatment Site: 400 lineal feet of chain link fencing

Shed, 12 ft. by 10 ft.
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BENSCH RANCH UTILITIES, LLC

KINGS RANCH UNIT II TREATMENT PLANT
RAINBOW PARKS, INC.

SEDONA VENTURE (MHC OPERATING LTD PARTNERSHIP)
SEVEN CANYONS WATER TREATMENT COMPANY

VERDE SANTA FE WASTEWATER COMPANY, INC.

Figure 1. Yavapai County Map
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KINGS RANCH SEWER TREATMENT PLANT
Certificated Area
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Two 1.5 Hp
sewer grinder pumps
from 6 lots
43 lots on gravity flow

sewer collection mains at full build out
(49 lots total in subdivision)

SANTEC™ 9,000 GPD Extended Aeration
Sewer Treatment Plant
Totally Enclosed, Underground

clarifier

Sludge
return

raw activated
sludge

land disposal : .
anc APosE aerobic sludge digestor

air blower

secondary effluent
discharge to Agua Fria River

<
<

de-chlorinator chlorinator

KINGS RANCH

Figure 3. System Schematic
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C.SEWER FLOW
Sewer Flow

There is no flow meter on the sewage treatment plant. EPA has allowed the utility to estimate
wastewater flows by subtracting an estimate for irrigation use from the monthly drinking water
use within the subdivision. Based on the information provided by the Company, sewer flow for
the year 2004 is presented below in Figure 4. Customers “produced” a high monthly average
sewer flow of 146 gallons per day (“GPD”) per service lateral and a low monthly average sewer
flow of 75 GPD per service lateral for an average annual sewer flow of 96 GPD per service
lateral.

Figure 4. Sewer Flow

System Analysis

The sewer treatment plant’s capacity of 9,000 GPD is adequate to serve the present customer
base and reasonable growth.

D. GROWTH

Based on customer data obtained from the Company’s Annual Reports, it is projected that the
Company could have approximately 32 customers by 2009. Figure 5 depicts actual growth from
1999 to 2004 and projects an estimated growth for the next five years using linear regression
analysis.
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Figure 5. Growth Projection

E. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY (“ADEQ”)
COMPLIANCE

In a Compliance Status Report dated December 13, 2005, ADEQ reported the Company’s

system, Inventory #100354, is in compliance with ADEQ requirements.

F. ARIZONA  CORPORATION COMMISSION COMPLIANCE (“ACC”)
COMPLIANCE

According to the Utilities Division Compliance Section, the Company has no outstanding ACC

compliance issues.

G. DEPRECIATION RATES

It appears the Company has been using a depreciation rate of 5.00% in every National

Association of Regulatory Utility Commissioners (“NARUC”) plant category. In recent orders,
the Commission has been shifting away from the use of composite rates in favor of individual
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depreciation rates by NARUC category. (For example, a uniform 5% composite rate would not
really be appropriate for either vehicles or collection sewer mains and instead, different specific
retirement rates should be used.)

Staff has developed typical and customary depreciation rates within a range of anticipated
equipment life. These rates are presented in Table A and it is recommended that the Company
use depreciation rates by individual NARUC category on a going-forward basis.

Table A. Depreciation Rates

Average Annual
Eil,}%(; Depreciable Plant Service %ife Accrual Rate
) (Years) (%)
354 Structures & Improvements 30 3.33
355 Power Generation Equipment 20 5.00
360 Collection Sewers — Force 50 2.0
361 Collection Sewers- Gravity 50 2.0
362 Special Collecting Structures 50 2.0
363 Services to Customers 50 2.0
364 Flow Measuring Devices 10 10.0
365 Flow Measuring Installations 10 10.0
366 Reuse Services 50 2.00
367 Reuse Meters & Meter Installations 12 8.33
370 Receiving Wells 30 3.33
371 Pumping Equipment 8 12.50
374 Reuse Distribution Reservoirs 40 2.50
375 Reuse Transmission & Distribution System 40 2.50
380 Treatment & Disposal Equipment 20 5.0
381 Plant Sewers : 20 5.0
382 Outfall Sewer Lines 30 3.33
389 Other Plant & Miscellaneous Equipment 15 6.67
390 Office Furniture & Equipment 15 6.67
390.1 Computers & Software 5 20.0
391 Transportation Equipment 5 20.0
392 Stores Equipment 25 4.0
393 Tools, Shop & Garage Equipment 20 5.0
394 Laboratory Equipment 10 10.0
395 Power Operated Equipment 20 5.0
396 Communication Equipment 10 10.0
397 Miscellaneous Equipment 10 10.0
398 Other Tangible Plant --- ---
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NOTES:

1. These depreciation rates represent average expected rates. Wastewater companies may
experience different rates due to variations in construction, environment, or the physical
and chemical characteristics of the wastewater.

2. Acct. 398, Other Tangible Plant may vary from 5% to 50%. The depreciation rate would

be set in accordance with the specific capital items in this account.

I. OTHER ISSUES

1. Operating Expenses

The Company reported a $29,891 per year expense for professional services from “Jack Muir
Enterprises” for the operation of the wastewater treatment plant. That fee includes, daily visits
to the plant and pumping station, performing operational tests, making any necessary operational
changes, replacement of timers, relays, controls, pumps, compressors or other equipment, the
purchase of all chemicals for chlorination and de-chlorination, cleaning of process equipment,
the collection of wastewater samples, all permit work (renewals, reporting) and environmental
liaison, and disposal of sludge. The amount seems reasonable for the work performed and is
comparable to wages for other wastewater operators.

This expense should not change greatly at full capacity. In other words, this expense to operate
the plant should be about the same with either 26 customers or 50 customers. The problem, of
course, is that this relatively fixed cost is presently allocated to only 26 customers, instead of 50
customers. The owners take no wages.




