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EXECUTIVE SUMMARY
DEL RIO WATER COMPANY, L.L.C.

DOCKET NO. W-04074A-08-0094

On Febr ua r y 15 ,  2008 ,  Del  R io Wa ter  Compa ny,  L .L .C .  ("Del  R io" or  "Wa ter
Company")  f i led an applica t ion with the Ar izona  Corpora t ion Commiss ion ("ACC" or
"Commission") for a Certificate of Convenience and Necessity ("CC&N") to provide water
service in portions of Yavapai County, Arizona. On April 21, 2008, Staff filed a Sufficiency
Letter  indicating that the application had met the sufficiency requirements of the Arizona
Administrative Code.

Del Rio is a Limited Liability Company, in good standing with the ACC Corporations
Division, and formed to provide water utility service in a portion of Yavapai County, Arizona,
and is seeking a CC&N for these areas. The requested area is approximately 4.8 square-miles or
3,080 acres and is located in the Town of Chino Valley in Yavapai County. At the end of five
years, Del Rio is prob ecting to serve 720 customers, all of whom will be of the residential class.

Staff has reviewed the proposed plant-in-service and found the plant facilities and cost to
be reasonable and appropriate. However, approval of this CC&N application does not imply any
particular future treatment for determining the rate base. No "used and useful" determination of
the proposed plant-in-service was made, and no conclusions should be inferred for rate making
or rate base purposes in the iiuture.

Water Service CC&N

Staff recommends the Commission approve Del Rio's application for a CC&N to provide
water  service within portions of Yavapai County,  Arizona,  subject to compliance with the
following conditions:

1. That the Commission find that the fair value rate base of Del Rio's property devoted to
water service is $3,083,825

2. That the Commission approve Staffs rates as shown on Water Schedule DRE-W-4. In
addition to collection of its regular  rates,  Del Rio may collect from its customers a
proportionate share of any privilege, sales or use tax.

3. That the Commission require Del Rio to file with Docket Control, as a compliance item
in this docket, a tariff consistent with the rates and charges authorized by the Commission
within 30 days of the decision in this matter.

4. That the Commission require Del Rio to file notice with Docket Control, as a compliance
item in this docket, that Del Rio has started providing service to its first customer within
15 days of providing service.



Tha t the  Commiss ion require  De l Rio to file  a  ra te  applica tion no la te r than three -months
following the  fifth annive rsa ry of the  da te  it begins  providing se rvice  to its  firs t cus tomer.

6. Tha t the  Commis s ion re quire  De l Rio to ma inta in its  books  a nd re cords  in a ccorda nce
with  th e  Na tio n a l As s o c ia tio n  o f Re g u la to ry Utility Co mmis s io n e rs  ("NARUC")
Uniform S ys te m of Accounts  for Wa te r Utilitie s .

7. Tha t the  Commis s ion re quire  De l Rio to us e  the  de pre cia tion ra te s  re comme nde d by
S ta ff.

8. Tha t the  Commiss ion re quire  De l Rio to fina nce  100 pe rce nt of its  pla nt with e quity with
no more  tha n 30 pe rce nt of the  funding from Adva nce  in Aid of Cons truction ("AIAC").

9. Tha t the  Commis s ion re quire  De l Rio to file  with Docke t Control, a s  a  complia nce  ite m
in this  docke t, copie s  of the  Arizona  De pa rtme nt of Environme nta l Qua lity ("ADEQ")
Ce rtifica te  of Approva l to Cons truct ("ATC") for the  De l Rio Ea s t - Alpha  de ve lopme nt
whe n re ce ive d by the  Wa te r Compa ny, but in no e ve nt la te r tha n two ye a rs  a fte r the
e ffective  da te  of the  order granting this  applica tion.

10. Tha t the  Commiss ion re quire  De l Rio to file  with Docke t Control, a s  a  complia nce  ite m
in  th is  docke t, a  copy of the  Arizona  De pa rtme nt o f Wa te r Re s ource s  ("ADWR")
Ce rtifica te  of As s ure d Wa te r S upply for the  De l Rio Ea s t - Alpha  de ve lopme nt within
two years  a fte r the  e ffective  da te  of the  order granting this  applica tion.

11. Tha t the  Commiss ion re quire  De l Rio to file  with Docke t Control, a s  a  complia nce  ite m
in this  docke t, a  copy of the  fra nchise  a gre e me nt from the  Town of Chino Va lle y for the
requested a rea  within 365 days of the  decis ion in this  matte r.

12. Tha t the  Commiss ion re quire  De l Rio to file  with Docke t Control, a s  a  complia nce  ite m
in this  docke t, a  copy of the  ATC for the  a rsenic trea tment sys tem when rece ived by the
Wate r Company, but in no event la te r than two yea rs  a fte r the  e ffective  da te  of the  orde r
granting this  applica tion.

13. Tha t the  Commiss ion require  De l Rio to provide  a  pe rformance  bond or irrevocable  s ight
dra ft le tte r of cre dit in the  a mount of $250,000. The  bond or le tte r of cre dit sha ll re ma in
in pla ce  until furthe r Orde r of the  Commiss ion. P roof of the  pe rforma nce  bond or le tte r
of cre dit s ha ll be  file d  in  th is  docke t, a s  a  complia nce  ite m, prior to  s e rvice  be ing
provide d to a ny cus tome r. The re a fte r, the  proof of the  pe rforma nce  bond or le tte r of
cre dit sha ll be  file d se mi-a nnua lly on e a ch July a nd Ja nua ry cove ring the  pre ce ding s ix
month pe riod.

S ta ff furthe r recommends  tha t the  Commiss ion's  Decis ion granting the  CC&N to De l Rio
be  cons ide red null and void, a fte r due  process , should De l Rio fa il to mee t Conditions  Nos . 3, 9,
10, ll, 12, and 13 lis ted above  within the  time  specified.

5.
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Introduction

O n  F e b ru a ry 1 5 ,  2 0 0 8 ,  De l R io  W a te r C o mp a n y,  L.L.C .  ("De l R io " o r "W a te r
Co mp a n y") file d  a n  a p p lic a tio n  Mth  th e  Ariz o n a  Co rp o ra tio n  Co mmis s io n  ("ACC" o r
"Commis s ion") for a  Ce rtifica te  of Conve nie nce  a nd Ne ce s s ity ("CC&N") to  provide  wa te r
se rvice  in portions  of Yavapa i County, Arizona .

On April 21, 2008, S ta ff filed a  Sufficiency Le tte r indica ting tha t the  applica tion had me t
the  sufficiency requirements  of the  A.A.C.

Background

De l Rio is  a  Limite d Lia bility Compa ny, in good s ta nding with the  ACC Corpora tions
Divis ion, a nd forme d to provide  wa te r utility s e rvice  in a  portion of Ya va pa i County, Arizona ,
and is  seeking a  CC&N for these  areas.

The  requested a rea  is  approximate ly 4.8 square-miles  or 3,080 acres  and is  loca ted in the
Town of Chino Va lley in Yavapa i County. The  reques ted a rea  cons is ts  of De l Rio deve lopment
(owne d by The  Bond Ra nch a t De l Rio S prings , L.L.C.) a nd a  24.82 a cre  prope rty (owne d by
De l Rio Apa rtme nts , L.L.C.). De l Rio de ve lopme nt cons is ts  of 3,055 a cre s . This  firs t pha se  of
the  de ve lopme nt known a s  De l Rio Ea s t - Alpha  cove rs  only a pproxima te ly 292 a cre s  of the
reques ted 3,080 acres . At the  e nd  o f five  ye a rs , De l Rio  is  p ro je c ting  to  be  s e rving  720
cus tome rs , a ll of whom will be  of the  re s ide ntia l cla s s . According to a n e -ma il from De l Rio's
Re pre s e nta tive  da te d J une  19, 2008, "P ha s e  2 of the  De l Rio proje ct is  e s tima te d to go into
de ve lopme nt in a pproxima te ly four ye a rs . De pe nding on ma rke t conditions , it could be  soone r
o r la te r tha n  tha t. Th e  De l Rio  Ap a rtme n ts  a re  e s tima te d  to  g o  in to  d e ve lo p me n t in
approximate ly three  yea rs . Depending on marke t conditions  and when wa te r and sewer facilitie s
are  extended closer to the  property, it could be  sooner or la te r than tha t."

The re  is  a  pa rtia l commona lity of owne rs hip of The  Bond Ra nch a t De l Rio S prings ,
L.L.C., a nd De l Rio Apa rtme nts , L.L.C. Mos t of the  me mbe rs  of De l Rio Apa rtme nts , L.L.C.,
a re  a lso me mbe rs  of The  Bond Ra nch a t De l Rio S prings , L.L.C. The  Bond Ra nch a t De l Rio
S prings , L.L.C., a ls o ha s  a dditiona l me mbe rs  who a re  not me mbe rs  of De l Rio Apa rtme nts ,
L.L.C. According to Corpora tions  Divis ion 's  re cord, The  Bond Ra nch a t De l Rio S prings ,
L.L.C. is  the  sole  member of the  Water Company.

De l Rio re ce ive d re que s ts  for s e rvice  from The  Bond Ra nch a t De l Rio S prings , L.L.C.
and Del Rio Apartments , L.L.C. for the ir respective  properties  described above .

The  Propos ed Water Sys tem

In order to se rve  the  De l Rio East - Alpha  deve lopment, the  Wate r Company is  proposing
to upgra de  a n e xis ting we ll (1,000 ga llons  pe r minute  ("GP M")), cons truct a rs e nic tre a tme nt
facilitie s , a  500,000 ga llon of s torage  TaMi, booste r sys tem and approximate ly 50,000 linea l fee t
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of tra nsmiss ion a nd dis tribution ma ins  a t a  tota l proje cte d cos t of a pproxima te ly $6 million. De l
Rio is  prob acting to se rve  80 customers  in the  firs t year and 720 customers  by the  end of the  fifth
ye a r. The  firs t home s  in the  initia l pha s e  of the  de ve lopme nt a re  pla nne d to be  comple te d in
2010.

According to the  Wa te r Compa ny's  re sponse  to S ta ffs  Insufficie ncy Le tte r, wa s te wa te r
se rvice  will be  provided within the  reques ted wa te r CC&N by the  Town of Chino Va lley through
its  exis ting was tewa te r trea tment plant. The  Bond Ranch a t De l Rio Springs , L.L.C. has  prepa id
the  sewer connection fees for its  development.

S ta ff conclude s  tha t the  Wa te r Compa ny's  propose d wa te r sys te m will ha ve  a de qua te
inti s tructure  to se rve  the  De l Rio Eas t - Alpha  deve lopment.

Cost Analysis

De l Rio s ubmitte d a n e s tima te d pla nt-in-s e rvice  s pre a ds he e t for the  firs t five  ye a rs  by
Na tiona l Associa tion of Re gula tory Utility Commiss ione rs  ("NARUC") pla nt a ccount. S ta ff ha s
reviewed this  proposed plant-in-se rvice  and made  an adjus tment to Account No. 307 .-. Wells  &
Springs . The  Wa te r Compa ny re porte d $537,625 in this  we ll a ccount which include d we ll
pumping equipment tota ling $487,625. S ta ff recla ss ified this  $487,625 amount into Account No.
311 .. Ele ctrica l P umping Equipme nt a nd ke pt the  re ma ining $50,000 in Account No. 307 tha t
re la ted to the  upgrading of the  exis ting we ll. See  Table  A of the  a ttached Engineering Report for
Staff' s  adjustments  to the  Water Company's  proposed plant-in-service .

S ta ff has  reviewed the  proposed plant-in-se rvice  and found the  plant facilitie s  and cost to
be  reasonable  and appropria te . However, approva l of this  CC&N applica tion does  not imply any
pa rticula r future  trea tment for de te rmining the  ra te  ba se . No "used and use ful" de te rmina tion of
the  propose d wa te r pla nt-in-se rvice  wa s  ma de , a nd no conclus ions  should be  infe rre d for ra te
making or ra te  base  purposes in the  future .

Arizona Department of Environmental Quality ("ADEQ") Compliance

The  Wa te r Compa ny ha s  not re ce ive d its  ADEQ Ce rtifica te  of Approva l to Cons truct
("ATC") for cons truction of the  fa cilitie s . S ta ff re comme nds  tha t De l Rio file  with Docke t
Control, a s  a  complia nce  ite m in this  docke t, copie s  of the  ATC for the  De l Rio Ea s t -. Alpha
deve lopment when rece ived by the  Wate r Company, but in no event la te r than 2 yea rs  a fte r the
effective  da te  of the  order granting this  applica tion.

Arizona Department of Water Resources ("ADWR") Compliance

There  is  no ADWR compliance  s ta tus  to report a t this  time . The  proposed CC&N will be
loca te d in the  P re s cott Active  Ma na ge me nt Are a  ("AMA") a nd will be  s ubje ct to the  P re s cott
AMA reporting and conse rva tion requirements .



De l Rio Wa te r Compa ny, L.L.C.
Docke t No. W-04074A-08-0094
Page 3

As  p a rt o f th e  a p p lica tio n ,  o n e  p ro p e rty o wn e r re ce ive d  a  P h ys ica l Ava ila b ility
De mons tra tion on J a nua ry 30, 2003, for The  Bond Ra nch a t De l Rio S prings . This  s tudy a re a
demonstra ted tha t 3,531 acre-fee t per year of groundwater was physica lly ava ilable  for 100 years
in S e ctions  22, 26, 27, a nd 34 of Township 17 North, Ra nge  2 We s t, in Ya va pa i County. Also
include d in the  a pplica tion, the  s a me  prope rty owne r s ubmitte d a  copy of the  Ce rtifica te  of
Assured Wate r Supply applica tion tha t was  filed with ADWR on Februa ry 15, 2008.

S ta ff re comme nds  tha t the  Wa te r Compa ny file  with Docke t Control, a s  a  complia nce
ite m in this  docke t, a  copy of the  ADWR Ce rtifica te  of As s ure d Wa te r S upply for the  De l Rio
Ea s t - Alpha  de ve lopme nt within two ye a rs  a fte r the  e ffe ctive  da te  of the  orde r gra nting this
a pplica tion.

Ars enic

Th e  U.S .  En viro n me n ta l P ro te c tio n  Ag e n cy h a s  re d u ce d  th e  a rs e n ic  ma ximu m
conta mina nt le ve l in  drinldng wa te r from 50 pa ns  pe r billion ("ppb") to  10 ppb. The  la te s t
a rse nic le ve l from the  e xis ting we ll source  for the  De l Rio Ea s t - Alpha  de ve lopme nt ha s  be e n
re porte d a t 14 ppb. Ba s e d on this  le ve l, the  Wa te r Compa ny will be  cons tructing a rs e nic
trea tment facilitie s  for its  proposed wate r sys tem.

S ta ff re comme nds  tha t the  Wa te r Compa ny file  with Docke t Control, a s  a  complia nce
item in this  docke t, a  copy of the  ATC for a rsenic trea tment sys tem when rece ived by the  Wate r
Company, but in no event la te r than two yea rs  a fte r the  e ffective  da te  of the  orde r granting this
a pplica tion.

Wate r Deprec ia tion  Ra tes

De l Rio has  adopted the  ma jority of S ta ff s  typica l Wate r Deprecia tion Ra tes . The  Wate r
Compa ny diffe rs  in the  de pre cia tion ra te s  for Account 330 - S tora ge  Ta nk a t 10 pe rce nt a nd
Account 348 - Other Tangible  P lant a t 3.33 pe rcent. S ta ff recommends tha t the  Wate r Company
adopt Staff" s  deprecia tion ra te  for the  Storage Tanks a t 2.22 percent and the  Other Tangible  Plant
should have  no ra te  a t this  time . S ince  the  Wa te r Company's  proposed plant-in-se rvice  ha s  no
pla nt fa cilitie s  or pla nt cos t for Account 348 - Othe r Ta ngible  P la nt, S ta ff s ugge s t tha t this
a ccount's  de pre cia tion ra te  be  s e t in a ccorda nce  with the  s pe cific ca pita l ite m whe n known.
S ta ffs  typica l ra te s  a re  pre s e nte d in Ta ble  B of the  a tta che d Engine e ring Re port a nd it is
re comme nde d tha t the  Wa te r Compa ny us e  the s e  de pre cia tion ra te s  by individua l NARUC
category as delineated.

Se rvice  Line  and Mete r Ins ta lla tion  Charges

De l Rio is  a dopting S ta ff's  typica l lis t of s e rvice  line  a nd me te r ins ta lla tion cha rge s .
S ince  the  Wa te r Compa ny ma y a t time s  ins ta ll me te rs  on e xis ting s e rvice  line s , it would be
a ppropria te  for some  cus tome rs  to only be  cha rge d for the  me te r ins ta lla tion. The re fore , S ta ff
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recommends  approva l of the  cha rges  a s  shown in Table  C of the  a tta ched Enginee ring Report,
with separa te  ins ta lla tion charges  for se rvice  line  and meter ins ta lla tions .

Fa ir Va lue  Ra te  Bas e

Cons is te nt with Commis s ion rule s , De l Rio 's  filings  include d the  re quire d five -ye a r
proje ctions  for pla nt va lue s , ope ra ting re ve nue s , ope ra ting e xpe ns e s , a nd the  numbe r of
customers. P roje ctions  a nd a s s umptions  a re  ne ce s s a ry to e s ta blis h a  fa ir va lue  ra te  ba s e
("FVRB") a nd initia l ra te s  due  to the  la ck of his torica l informa tion. In this  proce e ding, origina l
cos t ra te  base  ("OCRB") is  the  FVRB.

S ta ff re vie we d De l Rio's  propose d P la nt in Se rvice  a nd ha s  ma de  se ve ra l a djus tme nts .
The  Wate r Company proposed a  capita l s tructure  of 100 pe rcent equity and 0 pe rcent debt. The
Wate r Company is  reques ting tha t approxima te ly 49.7 pe rcent of the  equity be  funded through
Adva nce s  in Aid of Cons truction ("AIAC"). The  AIAC is  in the  form of a  re funda ble  de ve lope r
advance  to the  Water Company. S ta ffs  firs t adjustment is  to increase  the  amount of actua l equity
inve s tme nt from the  Wa te r Compa ny in the  ca pita l s tructure  from a pproxima te ly 50 pe rce nt to
approximate ly 70 pe rcent. S ta ff be lieves  tha t a  s trong equity pos ition is  fundamenta l to the  long-
te rm fina ncia l he a lth a nd the  de dica tion of owne rs  to the  utility's  ope ra tiona l e fficie ncy a nd
effectiveness. The  ne e d for a  s trong e quity pos ition  le a ds  S ta ff to  its  a djus tme nt to  limit
a dva nce s  to 30 pe rce nt of tota l ca pita l. Ina de qua te  e quity ca pita l a t s ta rt-up contribute s  to
unde rmining the  long-te rm fina ncia l he a lth of a  utility, it provide s  a n insufficie nt e a rnings  ba se
for funding growth and future  replacement of facilitie s , and discourages  a  long-te rm inte res t and
commitme nt from owne rs . The re fore , a  lowe r initia l le ve l of a ctua l e quity ca pita liza tion is  not in
the  public inte re s t, S ta ffs  recommended capita l s tructure  is  100 pe rcent equity, 0 pe rcent debt,
with no more  tha n 30 pe rce nt of the  funding from AIAC. S e e  S che dule s  DRE-W-5 a nd DRE-
W-6.

Staff reviewed Del Rio's  revenue  and expense  projections and found them to be  genera lly
re a sona ble . Howe ve r, S ta ff a djus te d the  propose d re ve nue s  in orde r to a chie ve  the  re ve nue s
ne e de d to a chie ve  a  proje cte d 8.04 pe rce nt ra te  of re turn by the  fifth ye a r of ope ra tions  give n
Staff' s  recommended capita l s tructure . S ta ff a lso has  removed the  three  percent growth ra te  tha t
the  Wa te r Compa ny a pplie d a nnua lly to the  ins ura nce  a nd mis ce lla ne ous  e xpe ns e s . S ta ff
adjus ted the  deprecia tion expense  to re flect S ta ffs  recommended 2.22 percent deprecia tion ra te
for Account 330.1 S tora ge  Ta nks . Fina lly, S ta ff adjus ted the  proposed property taxes  to re flect
changes to the proposed revenue. See Schedule DRE-W-1 .

S ta ff a djus te d pla nt in s e rvice  by re moving $487,625 from Account No. 307 We lls  &
S prings  a nd re cla s s ifying this  a mount to Account No. 311 P umping Equipme nt. This  a mount
was for the  purchase  of well pumping equipment tha t had been incorrectly ass igned to the  Wells
& Springs  account. See  Schedule  DRE-W-2.
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S ta ff reviewed De l Rio's  accumula ted deprecia tion a t the  end of the  fifth yea r and made
a djus tme nts  to  re fle ct S ta ff's  a djus tme nt to  the  Wa te r Compa ny's  propos e d de pre cia tion
expense. See Schedule DRE-W-3 .

Staff de termined the  projected ra te  base  for the  water Plant in Service  to be  $3,083,825 a t
the  end of five  yea rs . See  Schedule  DRE-W-1.

S ta ff re comme nds  tha t De l Rio be  re quire d to use  the  de pre cia tion ra te s  for the  Wa te r
Company recommended in the  Staff Engineering Report.

Revenue and Expenses

As jus tifica tion for the  initia l ra te s , De l Rio ha s  e s tima te d its  re ve nue  a nd e xpe nse . The
revenue  es timates  were  adjusted by Sta ff through adjustment of the  recommended ra tes  in order
to obta in a  projected re turn on ra te  base  of 8.04 percent in year 5. S ta ff a lso reviewed the  Water
Compa ny's  e xpe nse  e s tima te s  a nd a s  pre vious ly note d a djus te d the  prope rty ta xe s  e xpe nse ,
removed the  proposed expense  growth ra te , and adjus ted deprecia tion expense  to re flect S ta ffs
recommended deprecia tion ra tes  and S ta ffs  recommended wa te r ra te s . See  Schedule  DRE-W-l
in the  a ttached Rate  Analyst Report.

Rate Design

All of the  Wa te r Compa ny's  proje cte d re ve nue  is  de rive d from the  re s ide ntia l cus tome r
class . S ta ff has  reviewed the  e s tima tes  and made  seve ra l adjus tments  to the  Wate r Company's
proposed re s identia l ra te s  and ra te  s tructure  to achieve  a  projected 8.04 pe rcent re turn on ra te
ba s e  in ye a r 5. S ta ff firs t a djus te d De l Rio's  propos e d ra te  s tructure  from a  $2.65 pe r 1,000
ga llons  fla t ra te  to a n inve rte d thre e -tie r ra te  s tructure . S ta ff's  re comme nde d ra te  s tructure
encourages  e fficient use  of wa te r re sources  by cha rging an increas ing ra te  for increas ing wa te r
us a ge . S ta ff a ls o a djus te d the  Wa te r Compa ny's  propos e d minimum cha rge s  for the  va rious
me te r s ize s . De l Rio's  propose d minimum cha rge  for the  %-inch me te r wa s  a djus te d from the
Wa te r Compa ny's  propose d cha rge  of $34 to $35 pe r months  S ta ffs  a djus tme nts  to the  Wa te r
Compa ny's  propos e d re s ide ntia l ra te s  a nd ra te  s tructure  we re  ne ce s s a ry to re fle ct S ta ff's
a djus tme nts  to the  Wa te r Compa ny's  propose d ca pita l s tructure  a nd propose d e xpe nse s . Se e
DRE-W-4 in the  a ttached Ra te  Ana lys t Report.

S ta ff recommends  the  se rvice  cha rge  for depos its  be  pe r Commiss ion rule  AAC R14-2-
403(B) ins te a d of the  Wa te r Compa ny's  propos e d cha rge  re fe re ncing Commis s ion rule  AAC
R14-2-403(D). The  othe r s e rvice  cha rge s  propos e d we re  found re a s ona ble  a nd s hould be
a dopte d for the  Wa te r Compa ny's  initia l ra te s . S ta ff a ls o a gre e d with the  Wa te r Compa ny's
proposed charges for se rvice  line  and for meter insta lla tion. See  Schedule  DRE-W-4.
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Franchis e

Eve ry a pp lica n t fo r a  CC&N a nd /or CC&N e xte ns ion  is  re qu ire d  to  s ubmit to  the
Commission evidence  showing tha t the  applicant has  rece ived the  required consent, franchise  or
pe rmit from the  prope r authority. If the  applicant ope ra te s  in an unincorpora ted a rea , the  Wate r
Compa ny ha s  to  obta in  the  fra nchis e  from the  County. If the  a pp lica n t ope ra te s  in  a n
incorpora ted a rea  of the  County, the  applicant has  to obta in the  franchise  from the  City/Town.

S ta ff re comme nds  tha t De l Rio be  re quire d to file  with Docke t Control, a s  a  complia nce
ite m in this  docke t, a  copy of the  fra nchis e  a gre e me nt from the  Town of Chino Va lle y for the
requested a rea  within 365 days of the  decis ion in this  matte r.

Fit a nd  P rope r

a pplica nts  for a  CC&N a nd to  is s ue  a  CC&N only upon a  s howing tha t the  is s ua nce  to  a
pa rticula r a pplica nt would se rve  the  public inte re s t. In de te rmining whe the r or not the  is sua nce
of a  CC&N to  a  pa rticula r a pplica nt is  in  the  public  in te re s t, S ta ff cons ide rs  whe the r the
applicant is  a  fit and proper entity to own and opera te  a  wa te r and/or wa te r utility.

De l Rio is  a  new utility with no prior ope ra ting expe rience  and plans  to cha rge  cus tomer
depos its  or advances . Fann Environmenta l, Inc. will provide  the  Ce rtified Opera tor se rvices  and
is  the  On-Site  Manager for the  Wate r Company. According to the  June  19, 2008 e -ma il from the
Wa te r Compa ny's  Re pre s e nta tive , Fa rm Environme nta l, Inc. is  the  ope ra tor of the  Town of
Chino Va lley's  sewer sys tem.

In re ce nt Commis s ion De cis ions ,1 pe rforma nce  bonds  ha ve  be e n re quire d for ne w
CC&Ns  whe re  a  s ubs ta ntia l numbe r of cus tome r de pos its  or a dva nce s  ma y be  he ld  by a
regula ted utility, the  company has  no prior experience  in opera ting a  wa te r or wastewate r facility,
or whe re  the  fina ncia l s tre ngth of the  e ntity could be  in je opa rdy due  to ina de qua te  funding,
pending law suits , e tc. Pe rformance  bonds  or le tte rs  of credit provide  the  cus tomers  security in
the  event a  new utility file s  for bankruptcy.

S ta ff be lie ve s  tha t the  ultima te  obliga tion of the  Commis s ion is  to prote ct the  public
inte re s t, to tha t e nd the  impos ition of re a sona ble  conditions  to e nsure  De l Rio is  conducting it
bus iness  opera tions  in a  manner which will not compromise  the  inte res ts  of its  cus tomers  should
be  required. The re fore , in orde r to accomplish the se  goa ls , S ta ff re commends  the  Commiss ion
re quire  De l Rio to  provide  a  pe rforma nce  bond or irre voca ble  s ight dra ft le tte r of cre dit of
$250,000. The  bond  o r le tte r o f c re d it s ha ll re ma in  in  p la ce  un til fu rthe r Orde r o f the
Commiss ion. P roof of the  pe rformance  bond or le tte r of credit sha ll be  filed in this  docke t, a s  a
complia nce  ite m, prior to s e rvice  be ing provide d to a ny cus tome r. The re a fte r, the  proof of the
pe rforma nce  bond or le tte r of cre dit s ha ll be  tile d s e mi-a nnua lly on e a ch J uly a nd J a nua ry
covering the  preceding s ix month period.

1 Such as Decision Nos. 68235, 68236, 68237.
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Recommendations

Water Service CC&N

Sta ff recommends  the  Commiss ion approve  De l Rio's  applica tion for a  CC&N to provide
wa te r s e rvice  within  portions  of Ya va pa i County, Arizona , s ubje ct to  complia nce  with  the
following conditions :

1. Tha t the  Commiss ion find tha t the  fa ir va lue  ra te  ba se  of De l Rio's  prope rty de vote d to
wa te r se rvice  is  $3,083,825

2. Tha t the  Commis s ion a pprove  S ta ffs  ra te s  a s  s hown on Wa te r S che dule  DRE-W-4. In
a ddition to  colle ction of its  re gula r ra te s , De l Rio ma y colle ct from its  cus tome rs  a
proportiona te  share  of any privilege , sa les  or use  tax.

3. Tha t the  Commis s ion re quire  De l Rio to file  with Docke t Control, a s  a  complia nce  ite m
in this  docke t, a  ta riff consis tent with the  ra tes  and charges  authorized by the  Commission
within 30 days  of the  decis ion in this  ma tte r.

4. Tha t the  Commiss ion re quire  De l Rio to file  notice  with Docke t control, a s  a  complia nce
ite m in this  docke t, tha t De l Rio ha s  s ta rte d providing se rvice  to its  firs t cus tome r within
15 days  of providing se rvice .

Tha t the  Commiss ion require  De l Rio to file  a  ra te  applica tion no la te r than three -months
following the  fifth annive rsa ry of the  da te  it begins  providing se rvice  to its  firs t cus tomer.

6. Tha t the  Commis s ion re quire  De l Rio to ma inta in its  books  a nd re cords  in a ccorda nce
with the  NARUC Uniform S ys te m of Accounts  for Wa te r Utilitie s .

7. Tha t the  Commis s ion re quire  De l Rio to us e  the  de pre cia tion ra te s  re comme nde d by
S ta ff

8. Tha t the  Commiss ion re quire  De l Rio to fina nce  100 pe rce nt of its  pla nt with e quity with
no more  than 30 pe rcent of the  funding from AIAC.

9. Tha t the  Commis s ion re quire  De l Rio to file  with Docke t Control, a s  a  complia nce  ite m
in this  docke t, copie s  of the  ADEQ Ce rtifica te  of ATC for the  De l Rio Ea s t - Alpha
deve lopment when rece ived by the  Wate r Company, but in no event la te r than two yea rs
a fte r the  e ffective  da te  of the  order granting this  applica tion.

5.

10. Tha t the  Commiss ion re quire  De l Rio to tile  with Docke t Control, a s  a  complia nce  ite m
in this  docke t, a  copy of the  ADWR Ce rtifica te  of Assure d Wa te r Supply for the  De l Rio
Ea s t - Alpha  de ve lopme nt within two ye a rs  a fte r the  e ffe ctive  da te  of the  orde r gra nting
this  applica tion.
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11. Tha t the  Commiss ion re quire  De l Rio to file  with Docke t Control, a s  a  complia nce  ite m
in this  docke t, a  copy of the  fra nchise  a gre e me nt from the  Town of Chino Va lle y for the
requested a rea  within 365 days of the  decis ion in this  matte r.

12. Tha t the  Commiss ion re quire  De l Rio to file  with Docke t Control, a s  a  complia nce  ite m
in this  docke t, a  copy of the  ATC for the  a rsenic trea tment sys tem when rece ived by the
Wate r Company, but in no event la te r than two yea rs  a fte r the  e ffective  da te  of the  orde r
granting this  applica tion.

13. Tha t the  Commiss ion require  De l Rio to provide  a  pe rformance  bond or irrevocable  s ight
dra ft le tte r of cre dit in the  a mount of $250,000. The  bond or le tte r of cre dit sha ll re ma in
in pla ce  until furthe r Orde r of the  Commiss ion. P roof of the  pe rforma nce  bond or le tte r
of cre dit s ha ll be  file d  in  th is  docke t, a s  a  complia nce  ite m, prior to  s e rvice  be ing
provide d to a ny cus tome r. The re a fte r, the  proof of the  pe rforma nce  bond or le tte r of
cre dit sha ll be  file d se mi-a nnua lly on e a ch July a nd Ja nua ry cove ring the  pre ce ding s ix
month pe riod.

S ta ff furthe r recommends  tha t the  Comlniss ion's  Decis ion granting the  CC&N to De l Rio
be  cons ide red null and void, a fte r due  process , should De l Rio fa il to mee t Conditions  Nos . 3, 9,
10, ll, 12, and 13 lis ted above  within the  time  specified.



ATTACHMENT A

MEMORANDUM

DATE : June 5, 2008

TO: Ble s s ing N. Chukwu
Exe cutive  Consulta nt III

FROMM Marlin Scott, Jr.
Utilities Engineer / i l l

De l Rio Wa te r Compa ny, LLC
Docke t No. W-04074A-08-0094 (CC&N)

In tro d u c tio n

De l Rio Wa te r Compa ny, LLC ("Compa ny") submitte d a n a pplica tion for a  Ce rtifica te  of
Conve nie nce  a nd Ne ce ss ity ("CC&N") to provide  wa te r s e rvice  to a re a s  ne a r the  Town
of Chino Va lle y in Ya va pa i County. The  tota l re que s te d a re a  is  4.8 s qua re -mile s  or
a pproxima te ly 3 ,080 a cre s  tha t would  provide  s e rvice  to  the  De l Rio  Ea s t - Alpha
s ubdivis ion de ve lopme nt in the  firs t pha s e . This  firs t pha s e  de ve lopme nt cove rs  only
approximately 292 acres of the  requested 3,080 acres.

Company's Proposed Water System

To serve  the  Del Rio East -- Alpha  development, the  Company is  proposing to upgrade  an
exis ting we ll (1,000 ga llons  pe r minute  ("GPM")), cons truct a rsenic trea tment facilitie s , a
500,000 ga llon of s tora ge  ta nk, boos te r sys te m a nd a pproxima te ly 50,000 line a l fe e t of
transmiss ion and dis tribution ma ins  a t a  tota l projected cos t of approxima te ly $6 million.
The  Company is  projecting to se rve  80 cus tomers  in the  firs t yea r and 720 cus tomers  by
the  e nd of the  fifth ye a r. The  firs t home s  in the  initia l pha s e  of the  de ve lopme nt a re
planned to be  comple ted in 2010.

Cos t Ana lys is

RE:

The  Company submitted an es tima ted plant-in-sewice  spreadshee t for the  firs t five  yea rs
by Na tiona l Associa tion of Re gula tory Utility Commiss ione rs  ("NARUC") pla nt a ccount.
Staff has  reviewed this  proposed plant-in-service  and made  an adjustment to Account No.
307 .- We lls  & S prings . The  Compa ny re porte d $537,625 in this  we ll a ccount which
include d we ll pumping e quipme nt tota ling $487,625. S ta ff re cla s s ifie d this  $487,625
a mount into Account No. 311 - Ele ctrica l P umping Equipme nt a nd ke pt the  re ma ining
$50,000 in Account No. 307 tha t re la ted to the  upgrading of the  exis ting we ll. The re fore ,



Plant-in-Service
C C &N
Yea r 1

Tota l
Ye a r l

Additions
Year 2,3,4,5

Organiza tion

Franchise . .
La nd & La nd Rights

Two s ites , 0.48 & 1.52 acres

Structures  & Improvements
Clea r & grub, 3 ac.

Aggregate base course
Site work-landscape

Wells  & Springs
Well 1-12" x 716 ft. (upgrade)

Electric Pumping Equip.
Well-pump @ 1,000 GPM

Pump s ta tion/hydro tank
Utility hook-up, meter drop

Water Trea tment Equip.
Arsenic trea tment - 350 rpm

Dis t. Reservoir & Standpipe
500,000 gal. s torage tank

Transmiss ion & Dis t. Mains
12"-Raw line, 500 ft.

12"-transmiss ion line, 300 ft.
12"-mains , 10,715 ft.

8"-mains , 38,520 ft.

Services
80 each @ $355 for Year 1

110 each @ $355 for Year 2
170 each @ $355 for Year 3
180 each @ $355 for Year 4
180 each @ $355 for Year 5

Meters
80 each @ $165 for Year 1

110 each @ $165 for Year 2
170 each @ $165 for Year 3
180 each @ $165 for Year 4

$_____

200,000

2,467
48,981

101,200

v s .
~'\~.°

.~. ,vxi .

632,500
56,925

632,500

569,250

28,463
17,078

677,724
1,413,105

28,400

13,200

$

200,000

152,648

30,060

1,177,050

632,500

339,250

2,136,370

28,400

13,200

$

39,050
60,350
63,900
63,900

18,150
28,050
29,700

S ta ff a djus tme nts  to the  Compa ny's  propos e d pla nt-in-s e rvice  a re  s hown s ha de d in Ta ble
A - P la nt-in-S e rvice  be low:

De l Rio  Wa te r Com pa ny,  LLC
J une  5, 2008
P a ge  2

. Ac c t.

No.

304

311

301

302

303

307

330

320

331

333

Ta ble  A. P la nt-in-S e rvice

Tota l
le t 5 Years

2,136,370

569,250

689,425

632,500

255,600

537,625

200,000

152,648

334 118,800



$5,661,493 $5,661,493 $ 332,800
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335 Hydra nts

180 each @ $165 for Year 5

99 each 626,175
626,175

29,700

626,175

345 Power Opera ted Equipment 75,900 75,900 75,900

$5,994,293

Staff has  reviewed the  Company's  proposed plant-in-se rvice  and found the  plant facilitie s
and cos t to be  rea sonable  and appropria te . However, approva l of this  CC&N applica tion
doe s  not imply a ny pa rticula r future  tre a tme nt for de te rmining the  ra te  ba se . No "use d
a nd us e ful" de te rmina tion of the  propos e d wa te r pla nt-in-s e rvice  wa s  ma de , a nd no
conclusions should be  inferred for ra te  malting or ra te  base  purposes in the  future .

Arizona Department of Environmental Quality ("ADEQ") Compliance

Approva l to Cons truct

The  Compa ny ha s  not re ce ive d its  ADEQ Ce rtifica te  of Approva l to Cons truct ("ATC")
for cons mction of the  fa cilitie s . S ta ff re comme nds  tha t the  Compa ny file  with Docke t
Control, a s  a  complia nce  ite m in this  docke t, copie s  of the  ATC for the  De l Rio Ea s t -
Alpha  de ve lopme nt whe n re ce ive d by the  Compa ny, but in no e ve nt la te r tha n 2 ye a rs
a lte r the  e ffective  da te  of the  order granting this  applica tion.

Arsenic

Th e  U.S .  En viro n me n ta l P ro te c tio n  Ag e n cy h a s  re d u ce d  th e  a rs e n ic  ma ximu m
conta mina nt le ve l in  drinking wa te r from 50 pa rts  pe r billion ("ppb") to  10 ppb. The
la te s t a rs e n ic  le ve l fro m th e  e xitin g  we ll s o u rc e  fo r th e  De l R io  E a s t - Alp h a
de ve lopme nt ha s  be e n re porte d a t 14 ppb. Ba s e d on this  le ve l, the  Compa ny will be
constructing a rsenic trea tment facilities  for its  proposed wate r system.

S ta ff re comme nds  tha t the  Compa ny file  with Docke t Control, a s  a  complia nce  ite m in
this  docke t, a  copy of the  ATC for a rs e nic tre a tme nt s ys te m whe n re ce ive d by the
Company, but in no event la te r than 2 yea rs  a fte r the  e ffective  da te  of the  orde r granting
this  applica tion.
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Arizona Department of Water Resources ("ADWR") Compliance

Compliance Status

There  is  no ADWR compliance  s ta tus  to report a t this  time . The  proposed CC&N will be
loca te d in the  P re s cott Active  Ma na ge me nt Are a  ("AMA") a nd will be  s ubje ct to the
Prescott AMA reporting and conse rva tion requirements .

Certifica te  of Assured Wate r Supply

As  p M o f th e  a p p lica tio n ,  o n e  p ro p e rty o wn e r re ce ive d  a  P h ys ica l Ava ila b ility
De mons tra tion on Ja nua ry 30, 2003, for the  Bond Ra nch a t De l Rio Springs . This  s tudy
area  demonstra ted tha t 3,531 acre -fee t pe r yea r of groundwate r was  physica lly ava ilable
for 100 ye a rs  in S e ctions  22, 26, 27, a nd 34 of Towns hip 17 North, Ra nge  2 We s t, in
Ya va pa i County. Also include d in the  a pplica tion, the  sa me  prope rty owne r submitte d a
copy of the  Ce rtifica te  of Assure d Wa te r S upply a pplica tion tha t wa s  file d with ADWR
on February 15, 2008.

S ta ff re comme nds  tha t the  Compa ny tile  with Docke t Control, a s  a  complia nce  ite m in
this  docke t, a  copy of the  ADWR Ce rtifica te  of As s ure d Wa te r S upply for the  De l Rio
East - Alpha  deve lopment within 2 yea rs  a fte r the  e ffective  da te  of the  orde r granting this
applica tion.

Water Depreciation Rates

The  Company has  adopted the  ma jority of S ta ffs  typica l Wa te r Deprecia tion Ra te s . The
Compa ny diffe rs  in the  de pre cia tion ra te s  for Account 330 - S tora ge  Ta nk a t 10% a nd
Account 348 - Othe r Ta ngible  P la nt a t 3.33%. S ta ff re comme nds  tha t the  Compa ny
a dopt S ta ffs  de pre cia tion ra te  for the  S tora ge  Ta nks  a t 2.22% a nd the  Othe r Ta ngible
P la nt should ha ve  no ra te  a t this  time . S ince  the  Compa ny's  propose d pla nt-in-se rvice
has  no plant facilitie s  or plant cos t for Account 348 .- Othe r Tangible  P lant, S ta ff sugges t
tha t this  a ccount's  de pre cia tion ra te  be  s e t in a ccorda nce  with the  spe cific ca pita l ite m
whe n known. The re fore , S ta ffs  typ ica l ra te s  a re  p re s e n te d  in  Ta b le  B a nd  it is
re comme nde d tha t the  Compa ny us e  the s e  de pre cia tion ra te s  by individua l NARUC
category as delineated.

Service Line and Meter Installation Charges

The  Compa ny is  a dopting  S ta ffs  typ ica l lis t o f s e rvice  line  a nd  me te r ins ta lla tion
charges. S ince  the  Compa ny ma y a t time s  ins ta ll me te rs  on e xis ting s e rvice  line s , it
would be  a ppropria te  for some  cus tome rs  to only be  cha rge d for the  me te r ins ta lla tion.
Therefore , S ta ff recommends approval of the  charges as  shown in Table  C, with separa te
ins ta lla tion charges  for se rvice  line  and mete r ins ta lla tions .
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S umma ry

Conclus ions

S ta ff conclude s  tha t the  Compa ny's  propose d wa te r sys te m will ha ve  a de qua te
in8as tn1cture  to se rve  the  De l Rio Eas t - Alpha  deve lopment.

Staff concludes that the  proposed water plant facilities and cost are  reasonable  and
appropria te . However, no "used and use ful" de te rmina tion of this  plant-in-se rvice
was made , and no particula r future  trea tment should be  inferred for ra te  making or
rate  base purposes in the future .

Recommendations

S ta ff re comme nds  tha t S ta ffs  Ta ble  A .- P la nt-in-S e rvice  be  a dopte d for the
Company's  plant-in-se rvice  in this  proceeding.

S ta ff re comme nds  tha t the  Compa ny file  with Docke t Control, a s  a  complia nce
ite m in this  docke t, copie s  of the  ATC for the  De l Rio Ea s t - Alpha  de ve lopme nt
whe n re ce ive d by the  Compa ny, but in  no e ve nt la te r tha n 2 ye a rs  a fte r the
effective  da te  of the  order granting this  applica tion.

S ta ff re comme nds  tha t the  Compa ny file  with Docke t Control, a s  a  complia nce
item in this  docke t, a  copy of the  ATC for a rsenic trea tment sys tem when rece ived
by the  Company, but in no event la te r than 2 yea rs  a fte r the  e ffective  da te  of the
orde r granting this  applica tion.

S ta ff re comme nds  tha t the  Compa ny file  with Docke t Control, a s  a  complia nce
item in this  docke t, a  copy of the  ADWR Certifica te  of Assured Wate r Supply for
the  De l Rio Eas t -... Alpha  deve lopment within 2 yea rs  a fte r the  e ffective  da te  of
the  order granting this  applica tion.

S ta ff re comme nds  tha t the  Compa ny us e  the  wa te r de pre cia tion  ra te s  by
individua l NARUC ca tegory as  de linea ted in the  a ttached Table  B.

A.

B.

2.

4.

3.

5.

6.

1.

S ta ff re comme nds  a pprova l of its  s e rvice  line  a nd me te r ins ta lla tion cha rge s  a s
shown in Table  C, with separa te  ins ta lla tion charges  for the  se rvice  line  and meter
ins ta lla tions .



I

I

330 Dis tribution Rese rvoirs  & S tandpipes
330.1 Storage Tanks 45 I2.22

NAR UC
Account No .

Depreciable  P lant
Average

S e rvice  Life
(Ye a rs )

Annua l
Accrua l Ra te

(% )
304 Structures  & Improvements 30 3.33

305 Colle cting & Impounding Re se rvoirs 40 2.50

306
l
I Lake , Rive r, Cana l Intakes 40 2.50

307 We lls  & S prings 30 3.33
I 308 Infiltra tion Ga lle rie s 15 6.67

Raw Wate r Supply Ma ins 50 2.00
Power Genera tion Equipment 20 5.00
Pumping Equlpment 8 12.50

Water Trea tment Equipment
Water Treatment Plants 30 .

I3.33

Solution Chemica l Feeders 5 20.0

309
310
311

320
320.1
320.2

5.00

3.33

8.33

20.00

10.00
5.00

l
330.2 P re ssure  Ta nks 20

Tra nsmis s ion & Dis tribution Ma ins 50

Services 30

Meters 12

Hydra nts 50

Backflow Prevention Device s 15

Othe r P lant & Misc Equipment 15
Office  Furniture  & Equlpme nt 15

Compute rs  & Software 5
Transporta tion Equipment 5
Stores Equipment 25
Tools , Shop & Garage  Equlpment 20

Labora tory Equipment 10
Power Opera ted Equipment 20

Communica tion Equipment 10

331

340

I 347

3.33

8.33

2.00

6.67
6.67

6.67

333

334I
335

336
339

340.1
341

342
343

344
345
346

20.00
4.00

5.00

10.00

10.00

Misce llaneous  Equlpment 10 10.00

Other Tangible  P lant

De l Rio Wa te r Compa ny, LLC
June 5, 2008
Page 6

Table  B. Water Deprecia tion Rates



Meter S ize
Service  Line

Charges
Me te r

Charges
Tota l Cha rge s

5 /8  x 3 /4-inch
I

I $85$355 $440
i

3/4-inch $355 $165 $520

1 -inch $405 $205 $610

1-1/2-inch

3-inch Turbine

$440 $415 $855

$600 $915 $1,515
i

2-inch Turbine

2-inch  Com pound $2,240

$2,195
.
I
I
I$3,030

$6,115

$600 $1,640

$775 $1,420

3-inch  Com pound $815 $2,215

4-inch Turbine $1,110 $2,250

4-inch  Com poundI $1,170 $3,145

6-inch  Turb ine
I
i $1,670 $4,445

$3,360

$4,315

i
6 -inc h  Compound $1,710 $6,180

!$7,890

De l Rio  Wa te r Com pa ny,  LLC
J une  5, 2008
P a ge  7

Ta ble  C. S e rvice  Line  a nd Me te r Ins ta lla tion Cha rge s



ATTACHMENT B

MEMORANDUM

TO; Ble ss ing N. Chukwu
Exe cutive  Cons ulta nt III -. Utilitie s  Divis ion

FROM: Darak R. Eaddy 71. 8__ _ L
Public Utilities Analyst II .- Utilities Division

»%ml

Date: June 5, 2008

DE L R IO WATER COMP ANY, LLC . AP P LICATION FOR NE W
C E R TIF IC ATE  O F  C O NVE NIE NC E  AND NE C E S S ITY DO C KE T n o .
W-04074A-08-0094

INTR O DUC TIO N

On Fe brua ry 15 , 2008 , De l Rio  Wa te r Compa ny, LLC. ("Compa ny" o r "De l Rio")
s ubmitte d  a n  a pp lica tion  to  the  Arizona  Corpora tion  Commis s ion  ("Commis s ion") fo r a
Ce rtifica te  of Conve nie nce  a nd Ne ce s s ity ("CC&N") to provide  public utility wa te r s e rvice s  in
the  Town of Chino Va lle y in Ya va pa i County, Arizona . On April 21, 2008, the  a pplica tion wa s
de te rmined to have  me t sufficiency by the  Commiss ion S ta ff ("S ta rt"). The  applica tion indica te s
tha t the  Compa ny will provide  wa te r s e rvice  to a n a re a  of a pproxima te ly 3,080 a cre s  in Chino
Va lle y. At the  e nd of five  ye a rs  De l Rio is  proje cting to be  s e wing 720 cus tome rs , a ll of whom
will be  of the  re s identia l cla ss .

FAIR VALUE  RATE  BAS E

Cons is tent with Commiss ion rule s , the  Colnpany's  filings  included the  required five -yea r
proje ctions  for pla nt va lue s , ope ra ting re ve nue s , ope ra ting e xpe ns e s , a nd the  numbe r of
cus tomers . P rojections  and a ssumptions  a re  necessa ry to e s tablish an e s tima ted fa ir va lue  ra te
ba se  a nd initia l ra te s  due  to the  la ck of his torica l informa tion. In this  proce e ding, origina l cos t
rate  base is  the fa ir value rate  base.

RE:

S ta ff re vie we d  the  Compa ny's  p ropos e d  P la n t in  S e rvice  a nd  ha s  ma de  s e ve ra l
a djus tme nts . The  Compa ny propose d a  ca pita l s tructure  of 100 pe rce nt e quity a nd 0 pe rce nt
debt. The  Compa ny is  re que s ting tha t a pproxima te ly 49.7 pe rce nt of the  e quity be  funde d
through a dva nce s  in a id of cons truction ("AIAC"). The  AIAC is  in the  form of a  re funda ble
de ve lope r a dva nce  to the  Compa ny. S ta ffs  firs t a djus tme nt is  to incre a se  the  a mount of a ctua l
e quity inve s tme nt from the  Compa ny in the  ca pita l s tructure  from a pproxima te ly 50 pe rce nt to
approximate ly 70 pe rcent. S ta ff be lieves  tha t a  s trong equity position is  fundamenta l to the  long-
te rm fina ncia l he a lth a nd the  de dica tion of owne rs  to the  utility's  ope ra tiona l e fficie ncy a nd
effectiveness. The  ne e d for a  s trong e quity pos ition le a ds  S ta ff to  its  a djus tme nt to  limit
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a dva nce s  to 30 pe rce nt of tota l ca pita l. Ina de qua te  e quity ca pita l a t s ta rt-up contribute s  to
unde rmining the  long-te rm fina ncia l he a lth of a  utility, it provide s  a n insufficie nt e a rnings  ba se
for funding growth and future  replacement of facilitie s , and discourages  a  long-te rm inte res t and
commitme nt from owne rs . The re fore , a  lowe r initia l le ve l of a ctua l e quity ca pita liza tion is  not in
the  public inte re s t. S ta ffs  re commended capita l s tructure  is  100 pe rcent equity, 0 pe rcent debt,
with no more  than 30 pe rcent of the  funding from AIAC. See  Schedule s  DRE-W-5 and DRE-W-
6.

S ta ff re vie we d the  Compa ny's  re ve nue  a nd e xpe nse  proje ctions  a nd found the m to be
ge ne ra lly re a s ona ble . Howe ve r, S ta ff a djus te d the  propos e d re ve nue  in orde r to a chie ve  the
revenue  needed to achieve  a  projected 8.04 pe rcent ra te  of re turn by the  fifth yea r of ope ra tions
give n S ta ffs  re comme nde d ca pita l s tructure . S ta ff a lso ha s  re move d the  thre e  pe rce nt growth
ra te  tha t the  Compa ny a pplie d a nnua lly to the  insura nce  a nd misce lla ne ous  e xpe nse s . S ta ff
adjus ted the  deprecia tion expense  to re flect S ta ffs  recommended 2.22 pe rcent deprecia tion ra te
for Account 330.1 S torage  Tanks . Fina lly, S ta ff adjus ted the  proposed prope rty taxes  to re fle ct
changes to the  proposed revenue. See  Schedule  DRE-W-l .

S ta ff a djus te d pla nt in s e rvice  by re moving $487,625 from Account No. 307 We lls  &
S prings  a nd re cla s s ifying this  a mount to Account No. 311 P umping Equipme nt. This  a mount
was  for the  purchase  of we ll pumping equipment tha t had been incorrectly ass igned to the  Wells
& Springs account. See  Schedule  DRE-W-2.

S ta ff reviewed the  Company's  accumula ted deprecia tion a t the  end of the  fifth yea r and
made adjustments  to reflect Staff' s  adjustment to the  Company's  proposed deprecia tion expense .
See Schedule DRE-W-3 .

Staff determined the prob ected ra te  base for the  water Plant in Service to be $3,083,825 at
the  end of five  years . See  Schedule  DRE-W-1 .

S ta ff recommends  tha t the  Company be  required to use  the  deprecia tion ra te s  for wa te r
plant as  recommended in the  Staff Engineering Report.

R E VE NUE  AND EXP ENS E

As jus tifica tion for the  initia l ra te s , the  Company has  e s tima ted its  revenue  and expense .
The  revenue  es tima tes  were  adjus ted by S ta ff through adjus tment of the  recommended ra te s  in
order to obta in a  projected re turn on ra te  base  of 8.04 percent in ye a r 5. S ta ff a lso reviewed the
Compa ny's  e xpe nse  e s tima te s  a nd a s  pre vious ly note d a djus te d the  prope rty ta xe s  e xpe nse ,
removed the  proposed expense  growth ra te , and adjusted deprecia tion expense  to re flect Staff" s
recommended depreciation rates and Staff' s  recommended water ra tes. See Schedule  DRE-W-1 .

l l al W I l l
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RATE  DE S IG N

All of the  Compa ny's  proje cte d re ve nue  is  de rive d from the  re s ide ntia l cus tome r cla s s .
S ta ff ha s  re vie we d the  e s tima te s  a nd ma de  s e ve ra l a djus tme nts  to the  Compa ny's  propose d
residentia l ra tes  and ra te  s tructure  to achieve  a  projected 8.04 percent re turn on ra te  base  in year
5. S ta ff firs t adjus ted the  Company's  proposed ra te  s tructure  from a  $2.65 pe r 1,000 ga llons  Ha t
ra te  to a n inve rte d thre e -tie r ra te  s tructure . S ta ff's  re comme nde d ra te  s tructure  e ncoura ge s
e fficient use  of wa te r resources  by charging an increas ing ra te  for increas ing wate r usage . S ta ff
a ls o a djus te d the  Compa ny's  propos e d minimum cha rge s  for the  va rious  me te r s ize s . The
Compa ny propose d minimum cha rge  for the  3/4-inch me te r wa s  a djus te d from the  Compa ny's
propos e d cha rge  of $34 to $35 pe r month. S ta ffs  a djus tme nts  to the  Compa ny's  propos e d
residentia l ra tes  and ra te  s tructure  were  necessary to re flect S ta ffs  adjustments  to the  Company's
proposed capita l s tructure  and proposed expenses. See  DRE-W-4.

S ta ff re comme nds  the  se rvice  cha rge  for de pos its  be  pe r Commiss ion rule  AAC Rl4-2-
403(B) ins te a d of the  Compa ny's  propos e d cha rge  re fe re ncing Commis s ion rule  AAC Rl4-2-
403(D). The  othe r se rvice  cha rges  proposed were  found reasonable  and should be  adopted for
the  Company's  initia l ra te s . S ta ff a lso agreed with the  Company's  proposed cha rges  for se rvice
line  and for me te r ins ta lla tion. See  Schedule  DRE-W-4.

R E C O MME NDATIO NS

Staff recommends:

• approva l of S ta ff' s  ra te s  a s  shown on Schedule  DRE-W-4. In addition to collection of its
regula r ra te s , the  Company may collect from its  cus tomers  a  proportiona te  sha re  of any
privilege , sa les  or use  tax.

• approva l of S ta ffs  capita l s tructure  a s  shown on Schedule  DRE-W-6.

• the  Company be  required to notify Docke t Control within 15 days  of providing se rvice  to
its  firs t cus tome r.

• the  Compa ny be  re quire d to tile  a  ra te  a pplica tion no la te r tha n thre e  months  following
the  fifth  a nnive rs a ry of the  da te  the  Compa ny be gins  providing s e rvice  to  its  firs t
cus tomer.

• the  Compa ny be  re quire d to ma inta in its  books  a nd re cords  in a ccorda nce  with the
NARUC Uniform S ys te m of Accounts  for wa te r utilitie s .

• the  Company be  required to use  the  deprecia tion ra te s  recommended by S ta ff for wa te r
utilitie s .



YEAR 1 YEAR 2 YEAR 3 YEAR 5YEAR 4

Del Rio Water Company, LLC
Docket Number W-04074A-08-0094
CC&N Application

Schedule DRE-W-1

PROFORMA INCOME STATEMENT AND
ORIGINAL COST RATE BASE

Operating Revenue:
Metered Revenue
Other Water Revenue

Total Operating Revenue

$43,728
2,000

$45,728

$147,582
2,750

$150,332

$300,630
4,250

$304,880

$491 ,940
4,500

$496,440

$688,716
4,500

$693,216

Operating Expenses:
Operation and Maintenance
Depreciation
Property Taxes
Income Taxes

$15,444
124,335

2,414
0

$36,124
250,076

4,159
0

$70,787
253,656

8.416
0

$114,115
258,130
15,607

0

$158,681
262,732

23,913
0

$142,193

($96,466)

$290,359

($140,027)

$332,858

($27,978)

$387,851

$108,589

$445,325

$247,891
Total Operating Expense

Operating Income/(Loss)
Less:
Interest Income
Net Income

0
($96,466)

0
($140,027)

0
($27,978)

0
$108,589

0
$247,891

Number of Customers
Residential
Commercial

Total

80
0

80

190
0

190

360
0

360

540
0

540

720
0

720

Plant in Service
Less: Accumulated Depreciation
Net Advances in Aid of Construction
Plus: 1/24 Power
Plus: 1/8 Operation and Maintenance
ORIGINAL COST RATE BASE

Rate of Return

$5,661 ,493
124,335

1,601 ,341
313
993

$3,937,122

-2.45%

$5,718,693
374,411

1,650,009
675

2,491
$3,697,439

-3.79%

$5,807,093
628,067

1,713,770
1,375
4,723

$3,471 ,354

-0.81%

$5,900,693
886,197

1,758,587
2,250
7,514

$3,265,673

3.33%

$5,994,293
1,148,928
1,774,913

3,150
10,385

$3,083,987
8.04%
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Schedule DRE-W-2

PLANT IN SERVICE

Acc't No. Description Cost
Year One

Additions
Year Two

Additions
Year Three

Additions
Year Four

Additions
Year Five

Plant Total
Year Five

200,000
152,648

200.000
152.648

50,000 50.000

1,177,050 1.177.050

632,500 632.500

569,250 569.250

2,136,370
28,400
13,200

626,175

39,050
18,150

60,350
28,050

63,900
29,700

63,900
29,700

2.136.370
255.600
118.800
626.175

301
302
303
304
305
306
307
308
309
310
311
320

320. 1
320.2
330

330. 1
330.2
331
333
334
335
336
339
340

340. 1
341
342
343
344
345
346
347
348

Organization
Franchises
Land 8¢ Land Rights
Structures & Improvements
Collecting & Impounding Reservoirs
Lake, River, Canal Intakes
Wells & Springs
infiltration Galleries
Raw Water Supply Mains
Power Generation Equipment
Pumping Equipment
Water Treatment Equipment

Water Treatment Plants
Solution Chemical Feeders

Distribution Reservoirs & Standpipes
Storage Tanks
Pressure Tanks

Transmission 8t Distribution Mains
Services
Meters & Meter Installations
Hydrants
Backflow Prevention Devices
Other Plant & Miscellaneous Equipment
Office Furniture & Equipment
Computers & Software
Transportation Equipment
Stores Equipment
Tools, Shop & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Other Tangible Plant
Totals

75,900 75.900

$5,661 ,493 $57,200 $88,400 $93,600 $93,600 $5.994,293
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Staff's 1st year
Depr. Rat Acc. Depr.

0.00% -
0.00%
0.00%
3.33%
2.50%
2.50%
3.33%
6.87%
2.00%
5.00%

12.50%

3.33%
20.00%

PLANT IN SERVICE
Annual Accumulated Depreciation

73,566

10,531

2,542

833

2nd year
Acc. Dear.

220,697

31,593

7,625

2,498

3rd year
Acc. Depr.

367,828

52,656

12,708

4,163

4th year
Acc. Dear.

514,959

73,718

17,791

Schedule DRE-W-3

5,828

5th year
Acc. Depr.

662,091

94,780

22,874

7,493

6,319 18,956 31 ,593 44,231 56,868

21 ,364
473
550

6,262

64,091
2,069
2,405

18,785

106,819
5,320
6,185

31,309

149,546
10,639
12,370
43,832

192,273
18,087
2t,029
56,356

1,898 5,693 9,488 13,283 17,078

Acc't No.
301
302
303
304
305
306
307
308
309
310
311
320

320. 1
320.2
330

330. 1
330.2
331
333
334
335
336
339
340

340. 1
341
342
343
344
345
346
347
348

2.22%
5.00%
2.00%
3.33%
8 .3 3 %
2 .0 0 %
6 .6 7 %
6 .6 7 %
6 .6 7 %

20.00%
20.00%

4.00%
5.00%

10.00%
5.00%

10.00%
10.00%

3.33%r

Description
Organization
Franchises
Land & Land Rights
Structures 8= Improvements
Collecting & impounding Reservoirs
Lake, River, Canal Intakes
Wells & Springs
Infiltration Galleries
Raw Water Supply Mains
Power Generation Equipment
Pumping Equipment
Water Treatment Equipment

Water Treatment Plants
Solution Chemical Feeders

Distribution Reservoirs 8~ Standpipes
Storage Tanks
Pressure Tanks

Transmission & Distribution Mains
Services
Meters & Meter Installations
Hydrants
Backflow Prevention Devices
Other Plant 8t Miscellaneous Equipment
Office Furniture 8 Equipment
Computers & Software
Transportation Equipment
Stores Equipment
Tools, Shop 8¢ Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Other Tangible Plant
Totals

S taff's
PIS Year 5

$0
$0

$200,000
$152,648

$0
$0

$50,000
$0
$0
$0

$1 , 177,050
$0

$632,500
$0
$0

$569,250
$0

$2, 136, 370
$255,600
$118,800
$626, 175

$0
$0
$0
$0
$0
$0
$0
$0

$75,900
$0
$0
$0

$5, 994,293 | $124,335 $374,411 $628,067 $886, 197 $1,148,928
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Schedule DRE-W-4
Page 1 of 2

RATE DESIGN

Monthly Minimum Charge
5/8 x3/4"
3/4"
1 "

1 1/2"
2 "

3 "

4 "

5 "

6 "

Company
Proposed

Rates
$22.65
34.00
56.60

113.25
181 .20
362.40
566.25
850.00

1,132.50

Staff
Recommended

Rates
$35.00
35.00
59.00

118.00
188.00
376.00
588.00

NA
1,175.00

Gallons Included in Minimum
For all Meter Sizes 0 0

Commodity Rates:
Per 1,000 Gallons for all Gallons $2.65 NA

Per 1,000 Gallons for 0 to 3,000 Gallons
Per 1,000 Gallons for 3,001 to 10,000
Per 1,000 Gallons for Gallons in Excess of 10,000

NA
NA
NA

$3.65
$5.45
$7.00

Bulk Haulers per 1000 NA $7.00



MeterSize Service
Line Charge

Meter
Charge

Total
Charge

5/8 X 3/4" $355 $85 $440
3/4" $355 $165 $520

1" $405 $205 $610
1%' $440 $415 $855

2" - Turbine $600 $915 $1 ,515
2" - Compound $600 $1,640 $2,240
3" - Turbine $775 $1 ,420 $2,195
3" - Compound $815 $2,215 $3,030
4" - Turbine $1,110 $2,250 $3,360
4" - Compound $1,170 $3,145 $4,315
6" - Turbine $1 ,670 $4,445 $6,115
6" - Compound $1,710 $6,180 $7,890

Del Rio Water Company, LLC
Docket Number W-04074A-08-0094
CC&N Application

Schedule DRE-W-4
page 2 of 2

RATE DESIGN (Cont.)

Service Line and Meter Installation Charges

Service Charges

Company

Proposed
Rates
$25.00
35.00
35.00
50.00
35.00

Staff
Recommended

Rates
$25.00
35.00
35.00
50.00
35.00

* *

$50.00 $50.00 (a)
*

* *

* *

*

* *

Service Charges
Establishment
Establishment (After Hours)
Reconnection (Delinquent)
Reconnection (Delinquent and After Hours)
Meter Test
Deposit
Hydrant Meter Deposit
Deposit Interest
Re-Establishment (within 12 Months)
Re-Establishment (After Hours)
NSF Check
Deferred Payment, Per Month
Meter Re-Read (If Correct)
Moving Meter at Customer Request per Rule R14-2-405B
Late Charge/Month
Main Extension per Rule R14-2-406B

25.00
1 .50%
25.00

Cost
1 .50%
Cost

25.00
1.50%

25.00
Cost

1.50%
Cost

Monthlv Service Charge for Fire Sprinkler
4" or Smaller
e"
8"

10"
Larger than 10"

NA
NA
NA
NA
NA

* Per Commission Rules AAC R14-2-403(B)

* * Months off system times the monthly 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 separate and distinct from the primary
water service line.

(a) Refundable deposit for meter to record bulk water from hydrants
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Schedule DRE-W-5

Advances in Aid of Construction

Year Refund
10.00%

1
2
3
4
5

$
$
$
$
$

Gross
Advances

1 ,601 ,341
57,200
88,400
93,600
93,600

$
$
$
$
$

Cumin.
Advances

1,601,341
1,658,541
1,746,941
1,840,541
1,934,141

s
$
$
$
$

8,533
24,638
48,783
77,274

Net Plant
Advances Refunded
$ _

$ 8,533
$ 33,171
$ 81 ,954
$ 159,228

$
$
$
$
$

Net
Advances
Balance

1,601 ,341
1,650,009
1,713,770
1,758,587
1,774,913



Del Rio Water Company, LLC
Docket Number W-04074A-08-0094
CC&N Application

Schedule DRE-W-6

Equity

Common Stock
Retained Earnings
Total Equity

Year 1
$4,060,152

(96,466)
$3,963,685

Year 2
$4,060,152

(236,494)
$3,823,658

Year 3
$4,060,152

(264,472)
$3,795,680

Year 4
$4,060,152

(155,883)
$3,904,269

Year 5
$4,060,152

92,008
$4,152,160

$ 1,601,341 $ 1,650,009 $ 1,713,770 $ 1,758,587 $ 1,774,913
Liabilities and Deferred Credits
Advances in Aid of Construction
Long-Term Debt
Total Liabilities and Deferred Credits
Total Equity and Liabiltiy $5,565,027 $5,473,666 $5,509,450 $5,662,656 $5,927,073

Equity Percentage
Advances Percentage
Total percentage

71 .22%
28.78%

100.00%

69.86%
30.14%

100.00%

68.89%
31.11%

100.00%

68.95%
31 .05%

100.00%

70.05%
29.95%

100.00%



ATTACHMENT C

ENGINEERING MAP

TO BE

SUBMITTED

AT A LATER DATE


