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DATE:

DOCKET NO: 1

TO ALL P ARTIES  :

Enclosed please  find the  recommendation of Administra tive  Law Judge Marc E. Stem.
The  recommendation has  been filed in the  form of an Order on:

Pursuant to A.A.C. R14-3-l l0(B), you may file  exceptions  to the  recommenda tion of
the  Adminis tra tive  Law Judge  by filing an origina l and ten (10) copies  of the  exceptions  with
the  Commission's  Docke t Control a t the  address  lis ted be low by 4:00 p.m. on or be fore :

The  e nclose d is NO T a n orde r of the  Commis s ion, but a  re comme nda tion of the
Administra tive  Law Judge  to the  Commissioners . Considera tion. of this  matte r has te nta tive ly
been scheduled for the  Commission's  Working Session and Open Meeting to be  he ld on:

For more information, you may contact Docket Control at (602)542-3477 or the Hearing
Division at (602)542-4250. For information about the Open Meeting, contact the Executive
Director's Office at (602) 542-3931.
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BEFORE THE ARIZONA CORPORATION COMMISSION

MIKE GLEASON - Chairman
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
KRIST1N K. MAYES
GARY PIERCE

DOCKET no. I-02274A-07-0357IN THE MATTER OF THE APPLICATION OF
VERDE WEST IRRIGATION FOR APPROVAL
OF AN INCREASE IN ITS RATES AND
CHARGES. DECIS ION no.

ORDER

Open Meeting
January 15 and 16, 2008
Phoenix, Arizona

BY THE COMMISSION:

On June 7, 2007, Verde West Imlgation ("Applicant" or

No comments  or  object ions  were f iled by the Company to S ta ffs

1

2 COMMISSIONERS

3

4

5

6

7

8

9

1 0

11

1 2

1 3

14 "Company") filed with the Arizona

15 Corporation Commission ("Commission") an application for a permanent rate increase.

16 On June 27, 2007, the Company filed certification that it  had mailed public notice of its

17 application to all property owners within its certificated service area.

1 g On July 6, 2007, the Commission's Utilities Division ("Staflf") issued a Letter of Insufficiency

19 on the Company's rate application. Subsequently, on August 23, 2007, Staff issued a second Notice

20 of Insufficiency.

21 On September 27, 2007, Staff issued a Notice of Sufficiency to the Applicant and classified

22 the company as a Class E utility.

23 On November 28, 2007, Staff filed its Staff Report recommending that Staffs proposed rates

24 and charges  be approved.

25 recommendation.

26

27 Having considered the entire record herein and being fully advised in the premises,  the

28 Commission finds, concludes, and orders that:

* * * =l= =l= * * * * * * * * * * * * =s= * *
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1 F INDING S  O F  F AC T

2 1. Pursuant to authority granted by the Commission, Applicant is a sole proprietorship

3 engaged in the business of providing irrigation service to 183 customers in Camp Verde in Yavapai

4 County, Arizona.1

2.5 Applicant's present rates for initiation service were approved in Decision No. 55557

6 (Ma y 6, 1987).

8 . On June  7, 2007, the  Company filed an applica tion reques ting authority to increase  its

8 ra te s  for irriga tion s e rvice .

4.

7

9

10

11

12

13

14

15

Applicant provided notice to its customers of its application for a proposed rate

increase by first class U.S. mail on June 25, 2007, and in response thereto, six customer comments

were received by the Commission. Staff reported that there was one complaint, two inquiries and

three opinions.

5. On July 6, 2007, Staff issued a Notice of Insufficiency to the Company that its

application failed to meet sufficiency requirements pursuant to A.A.C. R14-2-103 .

6. On September 27, 2007, Staff tiled notice that the Company's rate application had met

16 the Commission's sufficiency requirements pursuant to A.A.C. R14-2-103 .

17 During  the  te s t ye a r e nde d  De ce mbe r 31 , 2006  ("TY"), App lica n t s e rve d  183

18 irrigation customers.

1 9 8.

20

21

22

23

24

25

26

The  Company has  two classes  of customers  as  follows: those  who a re  imlga ted by lot,

and those  who are  irriga ted by the  acre .

9. Irriga tion wa te r is  ava ilable  during the  landscape  growing season in Camp Verde  from

Ma rch l 5"' through Nove mbe r 15th of e a ch ye a r. Cus tome rs  who re ce ive  wa te r by "lot" ma y obta in

wa te r a t a ny time  during the  growing se a son. Cus tome rs  who re ce ive  wa te r by "a cre " re ce ive  the ir

wa te r on two specific days  of the  week be tween the  March and November growing season. Wate r is

not ava ilable  during the  winte r months  of December through February.

The  Compa ny's  183 cus tome rs  a re  divide d into 117 "lot" cus tome rs  a nd 66 "a cre "10.

27

28
1 The Company was originally operated by Mr. Harold Bullard but it is presently being operated by Mrs. Peggy Bullard
Larsen, MI. Bullard's ex-wife, who received the utility as a result of a divorce decree.

7.

2 DECISION no.
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P re s e nt
Ra te s

- Proposed Rates -
Companv Staff

$ 12.00 $ 12.00
25.00 26.00

Monthly Usage  Cha rge:

Lot Cus tomers
Acre  Customers

$ 5.00
10.42

13.

remove

Howe ve r, S ta ff incre a s e d worldng ca pita l by $3,336 to pa rtia lly offs e t the

14.

1 5 .

1 6 .

1 customers.

2 11. S ta ff conducte d a n inve s tiga tion of Applica nt's  propose d ra te s  for im'ga tion s e rvice

3 a nd file d its  S ta ff Re port on Nove mbe r 28, 2007, re comme nding tha t S ta ff's  propos e d ra te s  be

4  a pprove d .

5 12. The  irriga tion ra te s  for Applica nt a t pre s e nt, a s  propos e d in the  a pplica tion, a nd a s

6 re comme nde d by S ta ff a re  a s  follows :

7

8

9
10 Pursua nt to the  S ta ff Re port, Applica nt's  fa ir va lue  ra te  ba se  ("FVRB") is  de te rmine d

11 to be  $12,186 which is  the  same  as  its  origina l cos t ra te  base . The  Company's  FVRB re flects  a  S ta ff

12  a d jus tme n t o f $104 ,922  wh ich  re duce d  App lica n t's  p ropos e d  FVRB due  in  la rge  pa rt to  a n

13 adjus tment to Applicant's  ne t plant to re fle ct amounts  authorized in Decis ion No. 55557 and a lso to

14 a pproxima te ly $10 ,500  which  wa s  uns upporte d  a nd  a lle ge dly us e d  to  a dd  pumping

15 e quipme nt in 1995.

16 a djus tme nt to ne t pla nt.

17 S ta ff incre a s e d Applica nt's  TY ope ra ting e xpe ns e s  by $1,906 prima rily due  to  a

18 $6,200 adjus tment increas ing the  Company's  repa irs  and ma intenance  expense  which was  pa rtia lly

19 offse t by an adjus tment reducing Applicant's  cla imed deprecia tion expense  by $2,363 .

20 Applicant's  pre sent initia tion ra te s  produced adjus ted ope ra ting revenues  of $15,272

21 and adjusted opera ting expenses  of $3l,404, resulting in an opera ting loss  of $16,132 for the  TY.

22 The  initia tion ra te s  Applicant proposed would produce  ope ra ting revenues  of $36,648

23 and adjus ted ope ra ting expenses  of $3l,404, re sulting in ne t ope ra ting income  of $5,244 or a  43.03

24 pe rce nt ra te  of re turn on FVRB, which is  not a  me a ningful figure  due  to the  Compa ny's  sma ll ra te

25 base , but which equa tes  to a  14.31 percent opera ting margin.

26 The  irriga tion ra te s  proposed by S ta ff would produce  adjus ted ope ra ting revenues  of

27 $37,440 and adjusted opera ting expenses of $3 l ,404, resulting in ne t opera ting income of $6,036 or a

28 49.53 pe rce nt ra te  of re turn on FVRB, which is  not a  me a ningful figure  due  to the  Compa ny's  sma ll

1 7 .

3 DECIS ION no.
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1 rate  base , but which equates to a  16.12 percent opera ting margin.

2 18. Stay*Fs recommended ra tes  would increase  a  "lot" customer bill by 140.0 percent, from

3 $5 per month to $12 per month and an "acre" cus tomer bill by 149.5 pe rcent, from $10.42 a  month to

4 $26.00 a  month.

5 19. According to the  S ta ff Report, Applicant is  fa iling to ma inta in its  books  and records  in

6 a ccorda nce  with the  Na tiona l As s ocia tion of Re gula tory Utility Commis s ione rs  ("NARUC") Uniform

7 S ys te m of Accounts  ("US OA") a s  wa s  illus tra te d by S ta ffs  a djus tme nts  to the  Compa ny's  ra te

8 re que s t. S ta y a lso note d tha t the  Compa ny is  incorre ctly de pre cia ting its  pla nt a nd re comme nds  tha t

9 it utilize  the  NARUC de pre cia tion ra te s  a s  s e t forth in the  Engine e ring Re port a tta che d to the  S ta ff

1 0  Re p o rt.

11 20.

• tha t Applica nt file , within 30 da ys  of the  e ffe ctive  da te  of this  De cis ion, with the
Commis s ion 's  Docke t Contro l, a s  a  complia nce  ite m in  th is  docke t, a  ta riff
schedule  of its  new ra tes ,

•

• tha t Applicant notify its  cus tomers  of the  irriga tion ra te s  approved he re ina fte r and
the ir e ffective  da te  by means  of an inse rt in the  monthly billing which precedes  the
month in which the y be come  e ffe ctive  a nd file  a  copy of the  notice  s e nt to its
cus tome rs  with the  Commis s ion's  Docke t Control a s  a  complia nce  ite m in this
docke t;

•

•

•

The  S ta ff Report does  not indica te  tha t the  Company has  any compliance  issues  wide

12 the  Commiss ion and the re  is  no indica tion tha t any back property taxes  a re  owed to Yavapa i County.

13 21. S ta ff is  additiona lly recommending tha t the  Commiss ion orde r the  following:

1 4

l5

16 tha t the  ra te s  authorized he re in sha ll not become  e ffective  until the  firs t day of the
month following the  Company's  applica tion for the  trans fe r of its  a sse ts  in Docke t

17 No. I-02274A-06-0327 is  found sufficie nt by S ta ff,

1 8

1 9

20

21 tha t the  Company ma inta in its  books  and records  in accordance  with the  NARUC
US O A;

22
tha t the  Compa ny utilize  the  de pre cia tion ra te s  illus tra te d in  Exhibit 3  of the

23 Engineering Report a ttached to the  Sta ff Report,

24 tha t the  Compa ny improve  its  colle ction policy on pa s t-due  a ccounts  a nd, if
necessa ry, use  the  te rmina tion se rvice  provis ions  a s  se t forth in the  Commiss ion's

25 rule s ,

26

27

28

• tha t the  Company file , within 12 months  of the  e ffective  da te  of this  Decis ion, with
the  Commiss ion's  Docke t Control, a s  a  complia nce  ite m in this  docke t, a  pla n on
how it will p ropos e  to  re p la ce  de te rio ra ting  e xis ting  p la s tic  th in -wa ll p ipe
including sufficient de ta il to de te rmine  its  rea sonableness  and include  timeframes

4 DE CIS IO N n o .
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1

2 •

3

4

5

6

•

a nd  cos t e s tima te s  fo r re p la ce me nt a nd  the  ftu id ing  me thod  tha t the  Compa ny
would propos e  to utilize  to re pla ce  pipe  which ha s  de te riora te d,

th a t Me  C o m p a n y file ,  b e g in n in g  J a n u a ry 3 1 ,  2 0 0 9  a n d  e a c h  J a n u a ry 3 1 5 '
the re a fte r, with  the  Commis s ion 's  Docke t Contro l, a s  a  complia nce  ite m in  th is
d o c ke t,  a  twe lve  m o n th  s ta tu s  re p o rt s h o win g  th e  a m o u n t o f m o n e y s p e n t o n
routine  s ys te m re pa irs , ma inte na nce  a nd we e d control until the  Compa ny file s  its
ne xt ra te  a pplica tion a nd ne w ra te s  a re  a pprove d by die  Commis s ion, a nd

tha t Applica nt, in a ddition to the  colle ction of its  re gula r ra te s  a nd cha rge s , colle ct
from its  cus tome rs  the ir proportiona te  s ha re  of a ny privile ge , s a le s , or us e  ta x a s
provide d for in  A.A.C. R14-2-409(D).

7
22.

8

9

10

11

12

13

14

Be ca us e  a n  a llowa nce  for the  prope rty ta x e xpe ns e  of Applica n t is  inc lude d  in  the

Compa ny's  ra te s  a nd will be  colle cte d from its  cus tome rs , the  Commis s ion s e e ks  a s s ura nce s  from the

Compa ny tha t a ny ta xe s  co lle c te d  from ra te  pa ye rs  ha ve  be e n  re mitte d  to  the  a ppropria te  ta xing

a uthority. It ha s  come  to  the  Commis s ion 's  a tte ntion tha t a  numbe r of wa te r compa nie s  ha ve  be e n

unwilling  or una ble  to  fu lfill the ir obliga tion  to  pa y the  ta xe s  tha t we re  colle c te d  from ra te  pa ye rs ,

s ome  for a s  ma ny a s  20 ye a rs . It is  re a s ona ble , the re fore , tha t a s  a  pre ve ntive  me a s ure  the  Compa ny

s ha ll a nnua lly File , a s  pa rt of its  a nnua l re port, a n a ffida vit with the  Utilitie s  Divis ion a tte s ting tha t the

Compa ny is  curre nt in pa ying its  prope rty ta xe s  in Arizona .
15

16 23. Afte r our review of the  applica tion and the  Sta ff Report, we  be lieve  tha t Sta ff' s

17 proposed rates are reasonable and should be adopted together with the additional recommendations.

lb CONCLUSIONS OF LAW

19 1.

20

21

App lic a n t is  a  pub lic  s e rvic e  c o rpo ra tion  with in  the  m e a n ing  o f Artic le  XV o f the

The  Commis s ion  ha s  ju ris d ic tion  ove r App lic a n t a nd  o f the  s ub je c t ma tte r o f the2.

22 a pplica tion.

23 3.

24 4.

Notice  of the  a pplica tion wa s  provide d in the  ma nne r pre s cribe d by la w.

Unde r the  circums ta nce s  dis cus s e d he re in, the  ra te s  propos e d by S ta ff a nd a uthorize d

25 hereinafter are  just and reasonable .

S ta fFs  re comme nda tions  s e t forth in Findings  of Fa ct No. 21 a re  re a s ona ble  a nd26

27 should be adopted.

28

q 9

5.

5 DECIS ION no.
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1 ORDER

2

3

4

IT IS  THEREFORE ORDERED tha t Ve rde  We s t Irriga tion is  he re by dire cte d to file , with the

Commiss ion's  Docke t Control, a s  a  complia nce  ite m in this  Docke t, on or be fore  Fe brua ry 1, 2008,

revised ra te  schedules  se tting forth the  following ra tes :

5

6

7

8

9 IT IS  FURTHER ORDERED tha t the  ra te s  a uthorize d he re in s ha ll not be come  e ffe c tive  until

10 the  firs t da y of the  month following the  Compa ny's  a pplica tion for the  tra ns fe r of its  a s s e ts  in Docke t

11 No. I-02274A-06-0327 is  found s uffic ie nt by S ta ff.

12 IT IS  FURTHER ORDERED tha t Ve rde  We s t Irriga tion s ha ll notify its  cus tome rs  of the  ra te s

13 a uthorize d he re ina bove  a nd the  e ffe ctive  da te  of s a me  by me a ns  of a n ins e rt in the  re gula r monthly

14 billing which pre ce de s  the  month in which the y be come  e ffe c tive  a nd file  a  copy of the  notice  whe n

15 s e nt to its  cus tome rs  with the  Commis s ion's  Docke t Control a s  a  complia nce  ite m in this  docke t.

16 IT IS  F UR THE R  O R DE R E D th a t Ve rd e  We s t Irrig a tio n  s h a ll c o m p ly with  e a c h  o f th e

17 re comme nda tions  a ppe a ring in Finding of Fa ct No. 21 .

l g IT IS  FURTHER ORDERED tha t Ve rde  We s t Irriga tion s ha ll ma inta in  its  books  a nd re cords

Monthlv Usage  Charge:

Lot Cus tomers
Acre  Customers

$ 12.00

26.00

19 in  a ccorda nce  with  the  NARUC US CA.

IT IS  FURTHER ORDERED tha t Ve rde  We s t Irriga tion , in  a dd ition  to  the  c o lle c tion  o f its

re gula r ra te s  a nd cha rge s , s ha ll colle ct from its  cus tome rs  the ir proportiona te  s ha re  of a ny privile ge ,

s a le s , or us e  ta x a s  provide d for in A.A.C. R14-2-409(D).

20

21

22

23

24

25

26

27

28
4
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COMMIS S IONERCOMMIS S IONER COMMIS S IONER

IN W ITNE S S  W HE R E O F ,  1 ,  DE AN s .  MILLE R ,  In te rim
Exe cutive  Dire ctor of the  Arizona  Corpora tion Commis s ion,
ha ve  he re unto se t my ha nd a nd ca use d the  officia l s e a l of the
Commiss ion to be  a ffixed a t the  Capitol, in the  City of Phoenix,
this da y of , 2007.

DEAN s .  MILLER
INTERIM EXECUTIVE DIRECTOR

DIS S ENT

DIS S ENT
MEs:db

7 DE CIS IO N n o .

COMMIS S IONERC HAIR MAN

I

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28



1 S ERVICE LIS T FOR:

2  DO CKE T NO .:

3

VERDE WEST IRRIGATION

I-02774A-07-0357

Peggy Larsen
4  VE RDE  WE S T IRRIGATION

P.O. Box 744
5 Ca mp Ve rde , Arizona  85322

6 Chris topher Kernpley, Chie f Counse l
Le ga l Divis ion
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington Street
Phoenix, Arizona  85007

7

8

9

10

l l

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

Ernest G. Johnson, Director
Utilitie s  Divis ion
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington Street
Phoenix, Arizona  85007
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