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COMPANY NAME: Gardner Water Co

Name of System ADEQ Public Water System Number (if applicable)

WATER USE DATA SHEET BY MONTH FOR CALENDAR YEAR 2006

MONTH/YEAR NUMBER OF GALLONS GALLONS GALLONS
CUSTOMERS SOLD PUMPED PURCHASED
(Thousands) (Thousands) (Thousands)
JANUARY 87 48 56 0
FEBRUARY 88 54 61 0
MARCH 88 57 64 0
APRIL 89 98 110 0
MAY 89 136 149 0
JUNE 89 269 296 0
JULY 89 174 183 0
AUGUST 90 139 143 0
SEPTEMBER 90 105 106 0
OCTOBER 92 72 73 0
 NOVEMBER 93 77 79 0
DECEMBER 93 Snow Read 0
TOTALS — B3 1325 0
What is the level of arsenic for each well on your system? mg/1

(If more than one well, please list each separately.)
If system has fire hydrants, what is the fire flow requirement? GPM for hrs

If system has chlorination treatment, does this treatment system chlorinate continuously?
( ) Yes ( )No

Is the Water Utility located in an ADWR Active Management Area (AMA)?
( ) Yes ( )No

Does the Company have an ADWR Gallons Per Capita Per Day (GPCPD) requirement?
( ) Yes ( )No

If yes, provide the GPCPD amount:

Note: If you are filing for more than one system, please provide separate data sheets for each system.
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ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY
DRINKING WATER PRIMARY MICROBIOLOGICAL ANALYSIS REPORT
+* Collect samples in distribution system only ***

COPY TO ADEQ: YES ¢ NO |
>>>> SYSTEM INFORMATION <<<<

systemD# OH-0OIL | system Name| Candlne~ Water Co. |
Sample Date Time (24h)] Y9/30 | Collected Byl J+F % Dancels |
Sample Type Owner/Contact Person
Compliance Monitoring : Name| J P C Dancels
Phone| D 8- 4780016
Sample Collection Point/ID Fax| 98— 4 76-0O0 10
Zone
Use only if initial sample was positive.
Sample Site ID
| g1 | Original Violation Specimen Number
System Mailing Name & Address Repeat, Original Location
: T
e P I b&v\.\ € LS Repeat, Other Location
_ C 2 Y 64 = M Repeat, Downstream Location
ruan BRZ €554/ Repeat, Upstream Location
7 400 mL Repeat (Single tap only)
300 mL Repeat (Single tap only)
>>>> MICROBIOLOGICAL ANALYSIS <<<<
Analysis MCL Contaminant Contaminant Test Start Test Stop
Method - Value Name Code Date/Time Date/Time Result

‘ &ty 2 A%
22233 Present/{ Total Coliform 3000 JUL 19 2008 JUL 2.0 2006 D

Only report fecal result if the total colifdrm result is positive
Analysis = MCL Contaminant Contaminant Test Start Test Stop
Method Value Name Code Date/Time Date/Time Result

Present/1 Fecal Coliform 3013

BN _08383 >>>>> L ABORATORY INFORMATION <<<<< 1 4 4
Specimen Numbe! NO6.|U|(.) 4392 ‘5“ :I Date/Time Received| (%L 4 62\9\06]

1D Number  AZ0003 naluc nquaub Consulting & Testing, Inc. (480) 921-8044

Comments:

Authorized Signature: Ebri h‘hl o, TIRP

Date Public Water System Notified: o .

Temp: __5:_ °C

Your submittal of this document aurhorizes analysis regardless of sample condition and/or temperature at time
of receipt. Sample should be on Ice and have a temperature of 2 - 6°C (36 - 43°F).

Notes: Indicate ‘T for TNTC or ‘C' for CONFLUENT, and ‘U for TURBID in the Invalid column, To prove folowip =~ EXHIBIT
was negative for turbidity the lab must report both the Total and Fecal/E.Coli results.
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ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY .
DRINKING WATER PRIMARY MICROBIOLOGICAL ANALYSIS REPORT
*** Collect samples in distribution system only ***

W
COPY TO ADEQ: YES X NO
>>>> SYSTEM INFORMATION <<<<

systemiD#] Y- | System Name|_5rcl ner [ el Corn
Sample Da@e Time (24hr)- Collected By| ,(%F - ba/\i‘lf I |

Sample Type Owner/Contact Person
Complianoe Monitoring : Name| FelF R Dantels
Phone| 3¢~ 47€-010
Sample Collection Point/ID Fax] Q38 YH&~onlo-
Zone .
Use only if initial sample was positive.
Sample Site ID
L4 | Original Violation Specimen Number
System Mailing Name & Address ' Repeat, Original Location
URl gtems Repeat, Other Location
I3 At e,L_c Repeat, Downstream Location
H C& X 1649-H Repeat, Upstream Location
s 4 < t 2 &S </ 400 mL Repeat (Single tap only)
<5 300 mL Repeat (Single tap only)
>>>> MICROBIOLOGICAL ANALYSIS <<<<
Analysis MCL Contaminant Contaminant Test Start Test Stop
Method * Value Name Code Date/Time Date/Time Result
q 22’;5 Present/1 TolalColform 3000 e o aog AU 16 2006 [
Only report fecal result if the total (':t'iii?gnn result Iél %ﬁve
Analysis =~ MCL Contaminant Contaminant Test Start Test Stop
Method Value Name Code Date/Time Date/Time Result
423P>  Present/l Fecal Coliform 3013 AUG 15 2008 AUG 16 2606 o
- S 17175) 100 )
sanaw P APYAN A"I"AHY lNFORMAT'ON <<gee
BN-09460 1S2
Specimen Number q&'ﬂfi&pqw ] Date/Time Receivedl AUG 1 5 7006 I
ID Number  AZ0003 Name: Aquatuc Consulting & Testing, Inc. (480) 921-8044
Comments: ok blue jee — A2
Authorized Signature: &'QFM M. bt rson
Date Public Water System Notified: Gmm.'&l&aum— NR. '
Temp: _ﬁ/_ °C

Your submittal of this document aurhorizes analysis regardless of sample condition and/or temperature at ume
of receipt. Sample should be on ice and have a temperature of 2 - 6°C (36 - 43°F).

Notes: Indicate ‘T for TNTC or 'C’ for CONFLUENT, and U’ for TURBID in the Invalid column. To prove foliowup fest
was negative for turbidity the lab must report both the Total and Fecal/E.Coli results.




| >55> SYSTEM INFORMATION <<<<
Systeen 1D #{04-038 ] System Neme[Gardner Water Co. d
mm@}@ mmm— Collected By[Jeff Daniels ]
:]canpuu m : Name|Jeff Daniels
' Phone{928-478-0010

Sample > PointD . | . Fmx|928-478-0010

only if initial sample was

Sample Site 1D - " - . .
— ] - Original Violation Specimen Number
Name & Address _ Repeat, Original Location
Gardner Water Co. Repeat, Other Location
Utility Systems, LLC. _ ‘ Repeat, Downstream Location
HC2 Box 164-H : - Repeat, Upstream Location
Payson, AZ 85541 - 400 mL Repeat (Single tap only)
- - - 300-mi: f (Si
553> MECROBIOLOGICAL ANALYBIS <<<<
m  MCL  Contaminent Contaminant  JestStat  Test Stop
92238 Presewi ToCoMorm 2000 SEP18 2006  SEP19zg _ ©
_ 3D /30
. A _ Onlynponﬁcdmuultmcwénbmmuubpédﬂw
" Anslysis  MCL Contaminant - Contaminant TestStat  TestStop -
Meitiod Value Name Code DaleTime  Delo/Time Romst
. Present/t  Fecal Coliform 3013 '
" AdaFaes o s=— m . ) s
'BN-10828 ”a’é;&s795"m e Ul
Specimen Numbe: SEL 130 ]  Dete/Time Recoived{_SEP 1 8 2005J
ID Number ___ AZ0003 : Name: Aqustic Consulting & Testing 480-921-8044
Comments: Temp:
Authorized Signature: MMM

mmmww

DWARY: Reov. 3168




= Cotlect samples in distribution system only ***

COPY TO ADEG: YES. XXX NO_ |

»>>>> SYSTEM INFORMATION <<<<

System I #04-038 | - System Name{Gardner Water Co. -}

Sample Date 15 /6 41 'nm(mr) Coflected Byl Jeff Daniels 1
:]cunmuum : Name|Jeff Daniels
o Phone{928-478-0010
Sample Go!?u Point/iD ; . Fax]928-478-0010
Samplo Sheld . | — .
CLoF 91 fam ueu ] - “Griginal Violation Specimen Number

- ‘ Name & Address . Repeat, Original Location
Gardner Water Co. Repeat, Other Location

Utility Systems, LLC. ‘ Repeat, Downstream Location
HC2 Box 164-H : . Repeat, Upstream Location
Payson, AZ 85541 S 400 mi. Repeat (Slngle tap only)

>>>> MICROBIOLOGICAL ANALYSIS <<<<
Ansiysls  MCL  Contaminent Contaminant  TestStart  Test Siop
Mathod Yalue Name Code Dale/Time  Doto/Time Bemst -
o Oiro) O/l
92238 Present/t  Total Coliform 3000 _(OCT16 7008 : —
. ' ~ Only report fecal result If the total coliform result is positive
" Anslysis  MCL Contaminant - Contaminant TestStat  TestStop
Meihod Value Name Code Date/Time  Deto/Time Result -
Presont/t  Fecal Colfform 3013

»5>5>>> LABORATORY INFORMATION <<<«<

mm BN-12202 7]  oseTimeRecevea[p[inlos _ 10:25]

1D Number___ AZ0003  mame:  Agustic Consulting & Testing 430-021-9044
Comments: Temp: Y4 ¢

Dete Public Water System Notified:

DWARY: Rov. 8-1:50




AR!ZONADEPARTHEN‘I‘OF ENVIRONIEN!‘ALQUALITY
DRMNGWATER PRIMARY MICROBIOLOGICAL ANALYSIS REPORT
* Collect samples In distribution system only ***

COPY TO ADEQ: YES_XXX NO___|
‘ >>>> SYSTEM INFORMATION <<<<
System 1D #(04-038 ] - systemName[Gardner Water Co. ]
Sample Date[[|-/5-0% | m(wnm Coflectsd By[Joff Daniels |
. Sample Type , . Owmer/Contact Person '
]cdmnhm Monitoring : Name) Jeff Daniels
| o Phone|928-478-0010
Sample coﬁwﬂon PointhD . Fax]928-478-0010
- ' A Use only if initial sample was pc
SampleSiteld o ' _
| Z of 43 ' | - Original Violation Specimen Number
Name & Address , Repeat, Original Location
Gardner Water Co. Repeat, Other Location
Utility Systems, LLC. ' Repeat, Downstream Location
HC2 Box 164-H : . Repeat, Upstream Location
Payson, AZ 85541 - 400 mL Repeat (Single tap only)
» »>»> MICROBIOLOGICAL ANALYSIS <<<<
Analydls 'MCL  Contaminant Contaminant TestStart  Test Stop
92238 Present/t TotalColifom 3000 _NOV 16 7006 NOV 17 7006 &)
{ 60D 1800
_ ‘ Onlynponfculmultlfmmleoﬂfommulthpoclﬂvo
Anslysis  MCL Contaminant = Contaminant TestStat  TestStop - |
Method Value Name Code Date/Time  Date/Time Roalt .
; Presernt/t  Fecal Coliform 3013 ' '
BN-13517 >>>> LABORATORY INFORMATION <<<<< - 0936
ID Number ___AZ0003 ~ Name: Aquatic Consulting & Testing 480-921-8044
Comments: Temp: 2> C. '
Authorized Signature: Gloyaled, . Lt

Date Public Water Systom Notified:




Ammwmmoremoumuoum
WMTERPWWLWMMW
‘”eommlplnlndmmwonly‘"

COPY T0 ADEQG: YES XXX NO___|

>>>> SYSTEM INFORMATION <<<<
System ID #{04-038 ] - systemMNeme|Gardner Water Co. |
Sample Date[ )22/ | Time Mﬂm Coltected By[Jeff Daniels ]
jo:mpu-m Mnnuomo 4 Name|Jeff Daniels
| o Phone|928-478-0010
Sample Ooéﬂon PointiD :  Fax]928-478-0010
‘ ¢ only If Initial sample was pos
Sun\ph Sited - - . — — —
s [ ] o Original Violation Specimen Number
Name & Address _ Repeat, Original Location
Gardner Water Co. Repeat, Other Location
Utility Systems, LLC. ' Repeat, Downstream Location
HC2 Box 164-H : : Repeat, Upstream Location
Payson, AZ 85541 S 400 mL Repeat (Single tap only)
| - - -~ { 300-ml- Repeat (Single tag
, , ' >>>> MICROBIOLOGICAL ANALYSIS <<<<
Analysis 'MCL  Contaminant Contaminant TestStat  Test Stop "
9223B  Present TosiCofoom 3000 DEC 2 17006 DEC22 m O
. /200 1200
. ~ Only report fecal result If the total coliform resuit is positive
 Ansiysis  MCL Contaminant - Contaminant TestStat  TestStop - |
_ Present/t  Fecal Coliform 3013 ' '

»>>>> LABORATORY INFORMATION <<<<<

DEC 21 2006
Spodm"nmbu[ BN-14924 j " Date/Time Received] @ 20 |
ID Number __ AZ0003 . rame:  mguuss Consulting & Testing 480-921-8044
Comments: Temp: & ‘C_

Date Public Water System Notified:




MMDEPARTIENTOFWALW
WMMPWWMMMW
= Collect samples In distribution system only **

COPY TO ADEG: YES XXX NO___|

| >>>> SYSTEM INFORMATION <<<<
System ID #{04-038 ] -~ SystemName|Gardner Water Co. "}
Sample Date] || »—'7:-[. 'nm-(unr) Cotiectsd By[Jeff Daniels ]
jcammmm | Name|Jeff Daniels
' Phone}928-478-0010

| sawho[oﬁgn + L” | - Fe{928-478-0010

Use only if initial sample was posit

Sample Site

5 “Original Violation Specimen Number
Name & Address Repest, Originai Location
Gardner Water Co. Repeat, Other Location
Utility Systems, LLC. ‘ Repeat, Downstream Location
HC2 Box 164-H : : Repeat, Upstream Location
Payson, AZ 85541 ] 400 ml. Repeat (Single tap only)
>>>> MICROBIOLOGICAL ANALYSIS <<<<

Analysis MCL  Contaminant Contaminant  Test Start Test Stop
Method Valye Neme Code DatefTime

' 290
92238 Present/t  Total Coliform 3000 _]m_ JAN 18 2007 D
. - ~ Only report fecal result If the total coiiform result is positive
" Anslysis  MCL Contaminant - Contaminant TestStawt  Test Stop

Maihod Yalue  Name | e DsisTme  DofeTime  Remft 2
_ Pressnt/t  Fecal Coliform 3013 ' ' -
BP-00753 >53>> LABORATORY INFORMATION <<<<< o 0943
Specimen Number]_ 1  DatelTime Received] JAN 1 8 2007 ] "
1D Number __ AZ0003 " Name: Aquatic Consulting & Testing 490-921-8044
Comments: Tem: Z°C_ . "
Authorized Signature: “ i

Date Public Water Systern Notified:

DWARS: Rev. 8-1-68




B2-86-'87 15:14 FROM-Aquatic Consulting 4503218043 T-346 P@@2/082 F-681

_ 5> SYSTEM INFORMATION <<c< | '
System 1D #{04-038 ] - systsmMemeiGardner Water Co. i
Serplo Dats[35-7]  Tesaib{ 2730 |  Golested Byflcif Danicls ]
N B e -
J v Maonitoring: i aniels
: , o m.:l{sza-ws-omo
Sample Coli PolnthD : . Fex}328-478-0010
O etfo S—— -
SampleSite D | L - 3 -
T ;
Nams & Address
Gardner Water Co.
Utility Systems, LLC.
HC2 Box 164-H ‘
|Payson, AZ 85541 j '
»>>> MICROSIOLOGICAL ANALYSIS <<<<
Ansiysls MCL  Contaminant Contaminant  Test Stant Vet Slop
Mathad Vilue Name Code DaafMioe  DetelTime Soad

-m Prasentht 'rucdlum.‘m FEB 85 200 %B’?m_g___

Amaiyels  MCL Comteminat - Contaminert  TVealStet  Tost Siop

Miod  Vam  Neme Code  Ouafime  DetaMime Boml .
| Pressstft  Fecal Coliform 3018 - | B
' »03>> L ABORATORY INFORMATION <<cc< FEB 0 5 2007 e 095D

BP-01385 7  nummme Received| ]
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MEMORANDUM
EXHIBIT

TO: Docket Control

Arizona Co§ratloWsion
FROM: EmestG.J

Director

Utilities Division_
Date: January 8, 2007
RE: STAFF REPORT FOR THE APPLICATION OF JNJ ENTERPRISES, DBA

GARDNER WATER COMPANY, AND UTILITY SYSTEMS, LLC FOR
APPROVAL OF THE TRANSFER OF ASSETS AND CERTIFICATE OF
CONVENIENCE AND NECESSITY DOCKET NOS. W-03880A-06-0298 AND
W-20459A-06-0298

Attached is the Staff Report for the application of JNJ Enterprises, dba Gardner Water
Company (“Company”), for approval to transfer its assets and Certificate of Convenience and
Necessity (“CC&N”) to Utility Systems, LLC. Staff recommends denial of the transfer. The
Company is out of compliance with Commission rules and regulations and previous Commission
decisions regarding accounting and water loss. It is out of Compliance with the rules and
regulations of Arizona Department of Environmental Quality (‘ADEQ”) regarding monitoring
and reporting. Staff believes it is not in the public interest to transfer the assets and CC&N of the
Company until it is in compliance with ADEQ and the Commission. Staff recommends denial.

However, Staff will reconsider its recommendation if, by the date of the hearing in this
matter the Company files ADEQ documentation demonstrating that PWS ID #04-038 is
delivering water that meets the water quality standards required by ADEQ, files documentation
indicating that its 2005 property taxes are paid, files a plan to reduce water loss below 10 percent
and files documentation that its accounting records are being kept in accordance with the
National Association of Regulatory Commissioners Uniform system of accounts.

In addition, Staff recommends the Company file a rate case by March 31, 2008, using a
2007 test year.

EGJ:LAJ:red
- Arizona Comporation Commission
Originator: Linda A. Jaress DOC KETE
. . D SIO-
Attachment: Original and 13 Copies JAN 0 8 2007 gg = o
_ , - o £
DOCKETED BY - Lo = o
] e o
| 220 5
32 0~ 9
RN

375




Service List for: NJ Enterprises, LLC dba Gardner Water Company, and Utility Systems, LLC
Docket Nos. W-03880A-06-0298 and W-20459A-06-0298

Mr. Gerald Lendzion
2303 East Heatherbrae Drive
Phoenix, Arizona 85016

Mr. Jeffery Daniels
Utility Systems, LLC
HC 2 Box 164-H
Payson, Arizona 85541

Mr. Ernest G. Johnson

Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Mr. Christopher C. Kempley
Chief, Legal Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Ms. Lyn Farmer

Chief, Hearing Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007 '




STAFF REPORT
UTILITIES DIVISION
ARIZONA CORPORATION COMMISSION

JNJ ENTERPRISES, LLC DBA GARDNER WATER COMPANY
AND UTILITY SYSTEMS, LLC

APPLICATION FOR APPROVAL OF TRANSFER OF ASSETS AND
‘ CERTIFICATE OF
CONVENIENCE AND NECESSITY

DOCKET NO. W-03880A-06-0298 AND
DOCKET NO. W-20459A-06-0298

JANUARY 8, 2007
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The Staff Report for JNJ Enterprises, LLC dba Gardner Water Company, and Utility
Systems, LLC, Docket Nos. W-03880A-06-0298 and W-20459A-06-0298 was prepared by the

Staff members shown below.
‘Linda A.J aress( % :

Executive Consultant ITI

Qv 3

Del Smith
Engineering Supervisor




EXECUTIVE SUMMARY
JNJ ENTERPRISES, LLC DBA GARDNER WATER COMPANY
AND UTILITY SYSTEMS, LLC
DOCKET NOS. W-03880A-06-0298 AND W-20459A-06-0298

On May 11, 2006, JNJ Enterprises, LLC, dba Gardner Water Company (“Gardner” or
“the Company”) filed an application to transfer its assets and Certificate of Convenience and
Necessity (“CC&N”) to Utility Systems, LLC (“Utility Systems™). JNJ Enterprises, LLC dba
Christopher Creek Haven Water Company and Gardner are less than ten miles apart and are both
owned and operated by Mr. Gerald Lendzion. The transfer of Christopher Creek Haven Water
Company to Utility Systems is the subject of another pending docket. Mr. Lendzion expressed a
desire to sell both companies “for personal reasons”. Mr. Lendzion does not live full time in the
Payson area. Mr. Jeffery Daniels, the manager of Utility Systems is a full-time resident in the
area, is familiar with the system and will have the ability to respond more quickly to problems.
Furthermore, Mr. Daniels is also an Arizona Department of Environmental Quality (“ADEQ”)
certified operator for water distribution and treatment.

The Company is out of compliance with the Arizona Corporation Commission
(“Commission”) rules and regulations and previous Commission decisions regarding accounting
practices. It is out of compliance with the rules and regulations of ADEQ regarding monitoring
and reporting. Staff believes it is not in the public interest to transfer the assets and CC&N of the
Company until it is in compliance with ADEQ and the Commission. Staff recommends denial.

However, Staff will reconsider its recommendation if, by the date of the hearing in this
matter the Company files ADEQ documentation demonstrating that PWS ID #04-038 is
delivering water that meets the water quality standards required by ADEQ), files documentation
indicating that its 2005 property taxes are paid and files documentation that its accounting
records are being kept in accordance with the National Association of Regulatory
Commissioners Uniform System (“NARUC”) system of accounts.

Staff recommends that the Company file a plan to reduce its water loss to 10 percent or
less before the hearing in this matter. In the alternative the Company shall demonstrate why it is
not reasonable or economical to reduce its water loss to 10 percent or less before the hearing in
this matter.

Due to the poor financial health of the Company, Staff recommends the Commission
order the Company to file a rate case by March 31, 2008, using a 2007 test year.
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JNJ Enterprises, LL.C dba Gardner Water Company
Docket Nos. W-03880A-06-0298 et al
Pagel

Introduction

On May 11, 2006, INJ Enterprises, LLC, dba Gardner Water Company (“Gardner” or
“the Company”) filed an application to transfer the assets and Certificate of Convenience and
Necessity (“CC&N”) of Gardner to Utility Systems, LLC (“Utility Systems”). Gardner’s service
area is located east of Payson and south of Highway 260 in Gila County. The Company provides
service to approximately 91 customers in a service territory of approximately 145 acres.
Attached as Exhibit 1 is the legal description and map of the area.

Gardner and JNJ Enterprises, LLC dba Christopher Creek Haven Water Company are
less than ten miles apart and are both owned and operated by Mr. Gerald Lendzion. The transfer
of Christopher Creek Haven Water Company to Utility Systems is the subject of another pending
docket. Mr. Lendzion expressed a desire to sell both companies “for personal reasons”. Mr.
Lendzion does not live full time in the Payson area. Mr. Jeffery Daniels, the manager of Utility
Systems is a full-time resident in the area, is familiar with the system and will have the ability to .
respond more quickly to problems. Furthermore, Mr. Daniels is also an Arizona Department of
Environmental Quality (“ADEQ”) certified operator for water distribution and treatment.

Attached to the application is a “Commercial Real Estate Purchase Contract” showing
Gerald and Nadine Lendzion as the sellers and Jeffery and Dianne Daniels and Utility Systems
L.L.C. as the buyers. The Purchase Contract is for both the Gardner and Christopher Creek
Haven Water Companies. The sales price is shown as $280,000 with $220,000 of the sales price
being carried by Gerald Lendzion. The sale is contingent upon Arizona Corporation
Commission (“Commission”) approval, upon the Gerald Lendzion carry back and upon the
continued carry back of Caroll Powell, previous owner of Christopher Creek Haven. Finally, the
Purchase Contract indicates that Mr. Lendzion will “consult for one year at no cost to buyer.”

The 2005 annual report of JNJ Enterprises, LLC filed with the Commission is a
consolidated financial statement of the two companies. The balance sheet included in the annual
report does not balance. It reflects total assets of $259,363 but liabilities and capital of only
$155,942. When a balance sheet does not balance, it puts the value of the assets into question.

The annual report showed a total of 250 customers at year end 2005, net plant of
$251,746, zero customer deposits and zero advances in aid of construction. Long term debt of
$108,384 was also reported. This debt consists of $106,384 for the purchase of the water
companies and $2,000 owed to Gerald Lendzion for operating costs. Principal and interest on
the two loans from the non-affiliates equals approximately $17,400 per year. According to the
annual report’s income statement, the combined companies generated losses of $56,388 in 2004
and $29,824 in 2005.

Also, the annual report did not contain the canceled checks representing amounts paid for
property taxes for the year 2005 as required in the annual report form.




JNJ Enterprises, LLC dba Gardner Water Company
Docket Nos. W-03880A-06-0298 et al
Page 2

Gardner’s Water System

Attached as Exhibit 2 is Staff’s Engineering Report. The Report indicates that the
Company’s system consists of two wells, two pressure tanks and a distribution system. Well
production from the system’s two wells total 55 gallons per minute which is adequate to serve
the existing base of customers and growth.

Staff believes that water loss or “non-account water” should be 10 percent or less and
never more than 15 percent. Non-account water for the Company was calculated to be 12.4
percent during 2005, which exceeds acceptable limits.

Compliance

In Decision No. 64197, dated November 8, 2001, Gardner was ordered to keep its books
and records in accordance with the National Association of Regulatory Commissioners Uniform
(“NARUC”) System of Accounts as required by A.C.C. R14-2-411.D.2. Clearly, when a
utility’s balance sheet does not balance, the utility is not following the NARUC system of
accounts. Thus, Gardner is not in compliance with the Commission’s decision.

Furthermore, Decision No. 63199, dated November 30, 2000, which transferred Gardner
to JNJ Enterprises, LLC, required Gardner to submit a plan to reduce water loss to a maximum
of 10 percent within 30 days of the decision. A plan was not submitted but a letter from Gardner
was filed indicating the previous owners had recently made repairs which would reduce water
loss. At the Company’s last rate case, culminating in Decision No. 64197, dated November 8
2001, Gardner’s water loss was at an acceptable level.

As of October 23, 2006 ADEQ could not determine if Gardner was delivering water that
met water quality standards required by Arizona Administrative Code, Title 18, Chapter 4.
ADEQ reported that this system had major monitoring and reporting deficiencies because all
testing in 2006 for total coliform had not been completed. Arsenic levels reported by the
Company are below the new maximum arsenic standard of 10 micrograms per liter.

Gardner is not in an Arizona Department of Water Resources (“ADWR”) Active
Management Area. Therefore, the Company is not required to comply with ADWR monitoring
and reporting requirements.

Conclusions and Recommendations

The Company is out of compliance with Commission rules and regulations and previous
Commission decisions regarding accounting practices. It is out of Compliance with the rules and
regulations of ADEQ regarding monitoring and reporting. Staff believes it is not in the public
interest to transfer the assets and CC&N of the Company until it is in compliance with ADEQ
and the Commission. Staff recommends denial. ~




JNJ Enterprises, LLC dba Gardner Water Company
Docket Nos. W-03880A-06-0298 et al
Page 3

However, Staff will reconsider its recommendation if, by the date of the hearing in this
matter the Company files ADEQ documentation demonstrating that PWS ID #04-038 is
delivering water that meets the water quality standards required by ADEQ, files documentation
indicating that its 2005 property taxes are paid and files documentation that its accounting
records are being kept in accordance with the NARUC system of accounts.

Staff recommends that the Company file a plan to reduce its water loss to 10 percent or
less before the hearing in this matter. In the alternative the Company shall demonstrate why it is
not reasonable or economical to reduce its water loss to 10 percent or less before the hearing in
this matter. :

Due to the poor financial health of the Company, Staff recommends the Commission
order the Company to file a rate case by March 31, 2008, using a 2007 test year.




MEMORANDUM
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TO: Linda Jaress
Executive Consultant (Il
Utilities Division

FROM: Barb Wells
Informatién Technology Specialist
Utilities Division

THRU:  Del Smith (5
Engineering Supervisor
Utilities Division

DATE: May 24, 2006

RE: GRRDNER WATER GOMI’MW LINJ ENTERPRISES] (DOCKET NO. W-03880A-06-0298)
UTILITY SYSTEMS, LLC (DOCKET NO. W-20459R-06-0298]

EXHIBIT 1

Gardner Water Company (JNJ Enterprises, LLC) has filed an application to transfer

their CC4N to Utility Systems, LLC.
Attached 15 a copy of the map for your files.
bsw
Attachment
cc: Gardner Water Company
Utility Systems, LLC

Ms. Deb Person (Hand Carried)
File
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Map No. 17

W-3880 (2)
JNJ Enterprises, LLC (Gardner)

JNJ Enterprises, LLC
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EXHIBIT 2

MEMORANDUM
DATE: December 28, 2006
TO: Linda Jaress
FROM: Del Smith (¥
RE: APPLICATION OF GARDNER WATER COMPANY FOR APPROVAL OF

THE SALE AND TRANSFER OF ITS CERTIFICATE OF CONVENIENCE
AND NECESSITY TO UTILITY SYSTEMS, LLC. (DOCKET NOS. W-
03880A-06-0298 AND W-20459A-06-0298)

Introduction

JNJ Enterprises L.L.C. dba Gardner Water Company (“Gardner” or “the Company”) has
filed an application (“Application”) for Approval of the Sale and Transfer of its Certificate of
Convenience and Necessity (“CC&N™) with the Arizona Corporation Commission (“ACC” or
“the Commission”). The purpose of this Application is to transfer the CC&N to Utility Systems,
L.L.C. (“Utility Systems™). Gardner’s service area is located approximately 30 miles east of
Payson and south of Highway 260 in Gila County. The Company serves approximately 145
acres (less than one-quarter of a square mile) in parts of Sections 25, 26, 35 and 36 in Township
10 1/2 North Range 14 East. In June 2006, the Company was providing water utility service to
91 customers.!

Gardner’s Water System

The Company’s system consists of two wells, two pressure tanks and a distribution
system serving 91 metered connections. Fire protection is not provided. Well production from
the system’s two wells total 55 gallons per minute which is adequate to serve the existing base of
customers and growth. Apparently, the Company has experienced some growth in the last year
adding six connections in 2006.2

Non-account Water

Non-account water should be 10 percent or less and never more than 15 percent. It is
important to be able to reconcile the difference between water sold and the water produced by
the source. A water balance will allow a water company to identify water and revenue losses due
to leakage, theft, and flushing. Non-account water for the Company was calculated to be 12.4
percent during 2005, which exceeds acceptable limits.> Furthermore, Decision No. 63199, dated
November 30, 2000, which transferred Gardner to JNJ Enterprises, LLC, required Gardner to

! Information reported in response to Staff’s insufficiency letter.
_ 2 Information reported in response to Staffs insufficiency letter.
3 Information reported in response to Staff’s insufficiency letter.
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submit a plan to reduce water loss to a maximum of 10 percent within 30 days of the decision. A
plan was not submitted but a letter from Gardner was filed indicating the previous owners had
recently made repairs which would reduce water loss. At the Company’s last rate case,
culminating in Decision No. 64197, dated November 8, 2001, Gardner’s water loss was at an
acceptable level. Staff recommends that the Company file a plan to reduce its water loss to 10
percent or less before the hearing in this matter. In the alternative, the Company shall
demonstrate why it is not reasonable or economical to reduce its water loss to 10 percent or less
before the hearing in this matter. '

Arizona Department of Environmental Quality (“ADEQ”) Compliance

ADEQ regulates the Gardner water system under ADEQ Public Water System
Identification No. (“PWS ID #”) 04-038. ADEQ cannot determine if this system is currently
delivering water that meets water quality standards required by Arizona Administrative Code,
Title 18, Chapter 4. ADEQ reported that this system has major monitoring and reporting
deficiencies because its data base does not show that all testing in 2006 for total coliform have
been completed. Staff recommends that the proposed transfer be denied. Staff will reassess its
recommendation if by the date of the hearing in this matter the Company has filed ADEQ
documentation demonstrating that PWS ID #04-038 is delivering water that meets the water
quality standards required by Arizona Administrative Code, Title 18, Chapter 4.

Arsenic levels reported by the Company for the Gardner system comply with the new
arsenic standard of 10 micrograms per liter that became effective on January 23, 2006.°

If the proposed transfer is approved, an ADEQ certified operator will be employed by
Utility Systems to operate the Gardner system.

Arizona Department of Water Resources (“ADWR”) Compliance

Gardner is not in an ADWR Active Management Area. Therefore, the Company is not
required to comply with ADWR monitoring and reporting requirements.

ACC Compliance

A check of the Commission’s Utilities Division compliance database indicated that there
were no compliance delinquencies for Gardner.®

* ADEQ Drinking Water Compliance Status Report dated 10-23-06.
3 Information reported in the Company’s 2005 Commission Annual Report.
¢ Per Compliance Section email dated 12-26-06.
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Summary
Conclusions
1. The Gardner system has adequate capacity to serve the existing base of customers
and growth.
2. Gardner is not in an ADWR Active Management Area. Therefore, the Company
is not required to comply with ADWR monitoring and reporting requirements.
3. A check of the Commission’s Utilities Division compliance database indicated
that there were no compliance delinquencies for Gardner.
Recommendations
1. Staff recommends that the Company file a plan to reduce .its water loss to 10
percent or less or, in the alternative the Company shall demonstrate why it is not
reasonable or economical to reduce its water loss to 10 percent or less before the
hearing in this matter.
2. Staff recommends that the proposed transfer be denied. Staff will reassess its

recommendation if by the date of the hearing in this matter the Company has filed
ADEQ documentation demonstrating that PWS ID #04-038 is delivering water
that meets the water quality standards required by Arizona Administrative Code,
Title 18, Chapter 4.
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