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Atta che d  is  the  S ta ff Re port fo r S ono ita  Va lle y Wa te r Co lnpa ny's  ("Compa ny")
applica tion for an emergency ra te  increase . S ta ff concurs  with the  Company tha t an emergency
exis ts . S ta ff recommends  approva l of the  Company's  reques t for an emergency ra te  increa se ,
a long with S ta ffs  additiona l recommenda tions .
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EGJ :MEM:re d

Origina tor: Ma rvin E. Mills a p

Attachment: Origina l and thirteen copies

Arizona Corporation Commission

D O C i< E TE D

RE;

JAN 7 2008
iv

UQ



Service  Lis t for: Sonoita  Va lley Wate r Company
Docke t No. W-20435A-07-0649

Mr. E. H. Le wis
Sonoita  Va lley Wate r Company
PO BOX 85160
Tucson, Arizona  85754

Mr. Chris tophe r C. Ke e le y
Chie f, Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007

Mr. Ernes t G. Johnson
Dire ctor, Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007

Ms . Lyn Fa nne r
Chie f, He a ring Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007



STAFF REPORT
UTILITIES  DIVIS ION

ARIZONA CORP ORATION COMMIS S ION

SONOITA VALLEY WATER COMPANY

DOCKET NO. W-20435A-07-0649

APPLICATION FOR AN
EMERGENCY RATE INCREASE

J ANUARY 7, 2008



STAFF ACKNOWLEDGMENT

The Staff Report for Sonoita Valley Water Company, Docket No. W-20435A-07-0649,
was the responsibility of the Staff members listed below. Marvin E. Millsap was responsible for
the financial review and analysis of the Company's application. Katlin Stukov was responsible
for the engineering and technical analysis. Richard Martinez was responsible for reviewing the
Commission's records on customer complaints filed with the Commission.

<J'V . . . . , , , ,

Marvin E. Millsap
Public Utilities Analyst IV

1:

1 , '
4»{€f¢71 /'

Katlin Stukov
Utilities Engineer

i Q

<;!i'7 U2",1,</ L
/;'
,J

£64

Richard Martinez
Public Utilities Consumer Analyst II

7



EXECUTIVE SUMMARY
SONOITA VALLEY WATER COMPANY

DOCKET NO. W-20435A-07-0649

Sonoita Valley Water Company ("SVWC" or "Company") is a  Class E water  utility
located in Santa Cruz County and serves areas near Sonoita, Arizona, approximately 30 miles
northeast of Nogales on State Highway 82. The water service infrastructure is considered as
three separate systems, including the Southern Water Company assets acquired in 2006. SVWC
provides potable water to one hundred nine metered customers in its certificated area.

On November 12, 2007, SVWC tiled a request for an emergency rate increase that will
increase revenues by $26,562.

Sonoita Valley's application requested an emergency rate increase in the monthly service
charge to $24.00 for a 5/8-inch meter, with zero gallons included, and a commodity charge of
$4.75 for up to 10,000 gallons, $5.50 for 10,001 to 20,000 gallons and $6.50 for the excess of
20,001 gallons. The typical residential customer's monthly bill will increase from $36.86 to
$60.57, an increase of $23.71, or 64.32 percent based on an average usage of 7,700 gallons in the
fanner Southern Water Company's service area. The typical residential customer's monthly bill
will increase from $30.62 to $50.13, an increase of $19.51, or 63.71 percent based on a median
usage of 5,500 gallons in the former Southern Water Company's service area. The typical
residential customer's monthly bill in the Sonoita Valley Water Company's service area will
increase from $33.20 to $44.42, an increase of $11.22, or 33.73 percent based on an average
usage of 4,300 gallons. The typical residential customer's monthly bill in the Sonoita Valley
Water Company's service area will increase from $26.00 to $35.88, an increase of $9.88, or 38.0
percent based on a median usage of 2,500 gallons. The emergency rate increase would produce
an additional $27,087.89 per year in revenues. This additional revenue will allow the Company
to cont inue making the repa ir s  and rela ted improvements  necessary to meet  it s  metered
customers' water demands and to provide service in its certificated area.

Staff recommends approval of the emergency rate increase requested by the Company.
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In tro d u c tio n

On Nove mbe r 12, 2007, S onoita  Va lle y Wa te r Compa ny ("S VWC" or "Compa ny") file d
a  re q u e s t fo r a n  e me rg e n cy ra te  in c re a s e  with  th e  Arizo n a  Co rp o ra tio n  Co mmis s io n
("Commis s ion") on be ha lf of Compa ny. S VWC's  tiling include s  re que s ting a cce s s  to Wa te r
Infra s tructure  Fina nce  Authority ("WIFA") a s s is ta nce . On De ce mbe r 13, 2007, a  P roce dura l
Order was issued se tting January 14, 2008, as the  date  for the  hearing on the  applica tion.

S VWC has sta ted tha t revenues are  insufficient to meet its  opera ting expenses, which has
cre a te d a n ope ra ting de ficit in  e xce s s  of $26,000. In a ddition, ma inte na nce  a nd ca pita l
expenditure s  have  required the  inves tment and borrowing of $191,300. The  Company's  owne r,
Mr. E. H. Le wis , ha s  funde d the  ope ra ting a nd re pa irs  de ficits  but is  no longe r able  to continue
doing so and fears  tha t the  Company will become insolvent.

Background

S VWC is  a n Arizona  cla s s  E utility e nga ge d in the  bus ine ss  of providing pota ble  wa te r
s e rvice . S onoita  Va lle y wa s  gra nte d a  Ce rtifica te  of Conve nie nce  a nd Ne ce s s ity ("CC&N") to
provide  wa te r s e rvice  pe r De cis ion No. 46061 e ffe ctive  Ma y 12, 1975. In De cis ion No. 68823,
da ted June  29, 2006, the  conveyance  of the  a sse ts  and CC&N of E. H. Lewis  db Sonoita  Va lley
Wa te r Compa ny to S onoita  Va lle y Wa te r Compa ny, a n Arizona  Corpora tion wa s  a pprove d.
De cis ion No. 69259, da te d Ja nua ry 19, 2007, a pprove d the  s a le  of a s se ts  of S outhe rn Wa te r
Corpora tion  ("S WC") to  S VWC, the  ca nce lla tion  o f S WC's  CC&N a nd  the  e xte ns ion  o f
S VWC's  CC&N to include  the  s e rvice  te rritory of S WC s uch tha t the  wa te r s e rvice  s ys te ms
became combined into one  entity.

The  curre nt ra te s  for SVWC ha ve  be e n in e ffe ct s ince  Ma rch 1, 1991, pe r De cis ion No.
57235 a nd the  curre nt ra te s  for SWC ha ve  be e n in e ffe ct s ince  Ma y 1, 1991, pe r De cis ion No.
57313.

Emergencv

Sta ff be lieves  tha t SVWC's  current s itua tion mee ts  the  gene ra l conditions  necessa ry for
inte rim emergency ra te  cons ide ra tion. S ta ff be lieves  tha t S VWC has  expe rienced a  s itua tion of
sudden change  tha t brings  hardship to the  Company, and a  s itua tion where  the  ability of Sonoita
Va lle y to ma inta in se rvice , pe nding a  forma l ra te  de te rmina tion, is  in se rious  doubt. The re fore ,
Staff recommends that SVWC's emergency ra te  increase  be  approved.

Customers

S VWC provides  potable  wa te r to one  hundred nine  me te red cus tomers  in its  ce rtifica ted
te rritory, which is  nea r Sonoita , Arizona , and approximate ly 30 miles  northeas t of Noga les .
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Engineering Analvsis

Sonoita  Va lley Wate r Company (the  "Company") has  filed an applica tion with the
Arizona  Corpora tion Commiss ion ("ACC") requesting an emergency ra te  increase  in the  amount
of $26,562 to provide  sufficient revenues  to cover losses  resulting from the  regula r opera tion and
maintenance of the  Company's  three  water systems from January through December 2006 .

Staff has reviewed the operating and maintenance expenses listed in the above request
and determined that these expenses appear to be reasonable  and appropriate . However, this does
not imply any pa rticula r future  trea tment for ra te  base .

Wa te r Qua lity Complia nc e

The  Arizona  De pa rtme nt of Environme nta l Qua lity ("ADEQ") re gula te s  thre e  wa te r
sys te ms  ope ra te d by the  Compa ny. ADEQ ha s  de te rmine d tha t the se  wa te r sys te ms  a re  in full
complia nce  a nd de live ring wa te r tha t me e ts  wa te r qua lity s ta nda rds  re quire d by Arizona
Adminis tra tive  Code , Title  18, Chapte r 4.1

ACC Compliance Status

A check of the  compliance  database  indica ted tha t there  were  no delinquencies for the
CoII1p8I1y.2

Cu rta ilme n t Ta riff

The  Company has  an approved curta ilment ta riff tha t became  e ffective  on 6/5/2002 pe r
Decis ion No. 64892.

Compliance

A check of the  compliance  database  indica ted tha t there  are  currently no delinquencies
for S VWC.

Consumer Services

For the  pe riod of J a nua ry 1, 2005 through De ce mbe r 18, 2007, Cons ume r S e rvice s
records  re flect the  following cus tomer compla ints , and inquirie s :

2005 - One Compla int -. water outage

1 Status  reports  dated August 1, 2006 and March 9, 2007 were used to determine ADEQ compliance. Staff sent a
reques t for updated s ta tus  reports  to ADEQ on December 13, 2007
2 Per compliance check dated September 12, 2007.
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2006 - Two Inquirie s

2007 - One Compla int -- water outage

All Compla ints  and Inquiries  have  been resolved and closed.

Fina nc ia l Via b ilitv a nd  Ab ilitv to  Ma in ta in  S e rvic e

In order to mee t the  wate r needs  of its  mete red customers , SVWC has  incurred expenses
of more  than $17,000 for leak repairs  and an additional $3,200 for other repa irs  and maintenance .
This  abnonnal leve l of maintenance  has  caused transporta tion expenses  to increase  dramatica lly,
a s  we ll.

For 5/8 inch mete rs , SVWC has  requested an emergency ra te  of $24.00 minimum charge
plus  a  commodity charge  of $4.75 pe r one  thousand ga llons  of usage  for ze ro to 10,000 ga llons ,
$5.50 per one thousand gallons of usage for 10,001 to 20,000 gallons and $6.50 per one thousand
ga llons  of usage  for more  than 20,000 ga llons . The  current ra te  for the  former Southe rn Wa te r
Compa ny cus tome rs  is  a  $15.00 minimum cha rge  plus  a  commodity ra te  of $2.84 pe r one
thousand ga llons  of usage  and the  current ra te  for Sonoita  Va lley Wate r Company cus tomers  is
$16.00 for 1,000 gallons plus a  commodity ra te  of $4.00 per one  thousand gallons of usage .

For one  inch mete rs , S VWC has requested an emergency ra te  of $32.00 minimum charge
plus  a  commodity cha rge  $4.75 pe r one  thousa nd ga llons  of usa ge  for ze ro to 10,000 ga llons ,
$5.50 per one thousand gallons of usage for 10,001 to 20,000 gallons and $6.50 per one thousand
ga llons  of usage  for more  than 20,000 ga llons . The  current ra te  for the  former Southe rn Wa te r
Compa ny cus tome rs  is  a  $30.00 minimum cha rge  plus  a  commodity ra te  of $2.84 pe r one
thousand ga llons  of usage  and the  current ra te  for Sonoita  Va lley Wate r Company cus tomers  is
$20.00 for 1,000 gallons plus a  commodity ra te  of $4.00 per one  thousand gallons of usage .

For one  a nd one  ha lf inch me te rs , S VWC ha s  re que s te d a n e me rge ncy ra te  of $47.00
minimum cha rge  plus  a  commodity cha rge  $4.75 pe r one  thousand ga llons  of usage  for ze ro to
10,000 ga llons , $5.50 per one  thousand ga llons  of usage  for 10,001 to 20,000 ga llons  and $6.50
per one  thousand ga llons  of usage  for more  than 20,000 ga llons . The  current ra te  for the  former
S outhe rn Wa te r Compa ny cus tome rs  is  a  $45.00 minimum cha rge  plus  a  commodity ra te  of
$2.84 per one  thousand ga llons  of usage  and the  current ra te  for Sonoita  Valley Water Company
cus tomers  is  $25.00 for 1,000 ga llons  plus  a  commodity ra te  of $4.00 pe r one  thousand ga llons
of usage.

The  typica l re s ide ntia l cus tome r's  monthly bill will incre a s e  from $36.86 to $60.57, a n
increase  of $23.71, or 64.32 pe rcent based on an ave rage  usage  of 7,700 ga llons  in the  fanne r
S outhe rn Wa te r Compa ny's  s e rvice  a re a . The  typica l re s ide ntia l cus tome r's  monthly bill will
increase  from $30.62 to $50.13, an increase  of$19.51, or 63.71 percent based on a  median usage
of 5,500 ga llons  in the  forme r Southe rn Wa te r Compa ny's  se rvice  a re a . The  typica l re s ide ntia l
cus tome r's  monthly bill in the  S onoita  Va lle y Wa te r Compa ny's  se rvice  a re a  will incre a se  from
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$33.20 to $44.42, an increase  of $11.22, or 33.73 pe rcent based on an ave rage  usage  of 4,300
ga llons . The  typica l re s ide ntia l cus tome r's  monthly bill in the  S onoita  Va lle y Wa te r Compa ny's
service  area  will increase  from $26.00 to $35.88, an increase  of $9.88, or 38.0 percent based on a
median usage  of 2,500 ga llons . Each sys tem has  one  cus tomer in the  one  inch and the  one  and
one  ha lf inch mete r cus tomer classes  and the  average  increase  for these  four cus tomers  ranges
from 19 percent to 94 percent. S ta ff be lieves  the  funds genera ted by this  increase  a re  needed for
the  Company to consistently supply water when needed by its  metered customers.

The Company's  requested emergency ra tes  would produce  an additional $27,108 per year
in revenues  a t its  wa te r sa le s  leve l of 6,325,000 ga llons  pe r yea r. These  additiona l funds  would
be  us e d to continue  providing ne e de d s ys te m re pa irs  to wa te r dis tribution fa cilitie s , e xis ting
we lls  a nd pumping e quipme nt, a nd s tora ge  fa cilitie s . S VWC's  fina ncia l via bility a nd a bility to
mainta in se rvice  will a lso result from the  increased revenues .

Staff Recommendations

S ta ff re comme nds  a pprova l of the  e me rge ncy ra te  incre a s e  s ought by S onoita  Va lle y
Water Company.

S ta ff further recommends tha t the  emergency ra te  increase  be  interim.

S ta ff furthe r re comme nds  tha t the  Compa ny be  dire cte d to file  within 30 da ys  of the
Orde r a  revised ra te  schedule  re flecting the  emergency ra te  increa se  with Docke t Control, a s  a
compliance  item in this  docke t.

S ta ff furthe r recommends tha t the  Company notify its  cus tomers  of the  revised ra tes , and
its  e ffective  da te , in a  form acceptable  to S ta ff, by means  of an inse rtion in the  Company's  next
re gula rly sche dule d billing.

S ta ff furthe r re comme nds  tha t the  Compa ny file  a  full ra te  ca s e  by April 30, 2009, or
earlier, using a  test year ending December 31, 2008.

S ta ff furthe r re comme nds  tha t if the  Compa ny be lie ve s  it will ne e d to incur de bt in
orde r to solve  its  wa te r dis tribution and s torage  problems, tha t it file  a  financing applica tion prior
to, or concurrent with the  ra te  applica tion.

S ta ff furthe r recommends tha t the  inte rim ra tes  be  subject to re fund pending the  decis ion
on the permanent rate .

S ta ff furthe r re commends  tha t the  Company be  required to pos t a  pe rformance  bond of
$10.00, or s imila r fina ncia l ins trume nt, prior to imple me nting the  e me rge ncy ra te  incre a s e
authorized in this  proceeding.



Attachment A

MEMORANDUM

DATE: December 13, 2007

TO: Ma rvin  Mills a p
P ublic Utilitie s  Ana lys t

FROM: Ka tlin S tukov
Utilitie s  Engine e r

Sonoita  Va lley Wate r Company
Eme rge ncy Ra te  Applica tion
Docke t No. W-20435A-07-0649

Introduction

Sonoita  Va lley Wate r Company (the  "Company") has  filed an applica tion with the
Arizona  Corpora tion Commiss ion ("ACC") reques ting an emergency ra te  increase  in the
amount of $26,562 to provide  sufficient revenues  to cover losses  resulting from the
regular opera tion and maintenance  of the  Company's  three  water systems from January
trough December 2006.

Staff has reviewed the operating and maintenance expenses listed in the  above request
and determined that these  expenses appear to be reasonable  and appropria te . However,
this  does  not imply any particula r future  trea tment for ra te  base .

Water Quality Compliance

The  Arizona  De pa rtme nt of Environme nta l Qua lity ("ADEQ") re gula te s  thre e  wa te r
systems opera ted by the  Company. ADEQ has de termined tha t these  water systems are  in
full complia nce  a nd de live ring wa te r tha t me e ts  wa te r qua lity s ta nda rds  re quire d by
Arizona  Adminis tra tive  Code , Title  18, Chapte r 4.1

ACC Compliance Status

A check of the  compliance  da tabase  indica ted tha t there  were  no de linquencies  for the
C0mpany_2

Cu rta ilm e n t Ta riff

The  Company ha s  an approved curta ilment ta riff tha t became  e ffective  on 6/5/2002 pe r
Decis ion No. 64892.

1 Sta tus  reports  dated August 1, 2006 and March 9, 2007 were used to determine ADEQ compliance. Staff
sent a  reques t for updated s ta tus  reports  to ADEQ on December 13, 2007
z Per compliance check dated September 12, 2007.
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