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TO ALL PARTIES:

Enclos e d ple a s e  find the  re comme nda tion of Adminis tra tive  La w J udge  J a ne  Rodde r.
The  re comme nda tion ha s  be e n file d in the  form of a n Orde r on:

, Pursuant to A.A.C. R14-3-110(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  Corrnnis s ion, but a  re comme nda tion of the
Adminis tra 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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IN THE MATTER OF THE AP P LICATION OF
RANCHO DEL CONEJ Q COMMUNITY WATER
co-op, INC. FOR AP P ROVAL OF DEBT DUE TO
RANCHO CONEJ O COMMUNITY WATER co-
OP  ]NC.'S  NEED TO BORROW FUNDS  TO
INS TALL ARS ENIC REMOVAL EQUIP MENT

B E F O R E  THE  AR IZO NA C O R P O R ATIO N C O MMIS S IO N

MIKE GLEAS ON - Cha irma n
W ILLIAM A.  MUNDE LL
J EFF HATCH-MILLER
KRIS TIN K. MAYES
GARY P IERCE

IN THE MATTER OF THE AP P LICATION OF
RANCHO DEL CONEJ O COMMUNITY WATER
CO-OP , INC. FOR AP P ROVAL OF RATE
AP P LICATION FOR WATER COMP ANIES  WITH
ANNUAL GROS S  OP ERATING REVENUES  OF
LES S  THAN $250,000 P ER ARIZONA
ADMINIS TRATWE CODE R14-2-103

DOCKET no. W-02102B-07-0273

DOCKET no. W-02102B-07-0163

DECIS ION NO.

OPINION AND ORDER

Open Mee ting
April 8 and 9, 2008
P hoe nix, Arizona

BY THE  C O MMIS S IO N:

* * * * * * * * * *

1

2 COMMISSIONERS

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

19 Ha ving cons ide re d the  e ntire  re cord he re in a nd be ing fully a dvis e d in the  pre mis e s , the

20 Arizona  Corpora tion Commiss ion ("Commiss ion") finds , conclude s , a nd orde rs  tha t:

21

22 P roce dura l His torv

23 1. On Ma rch 20, 2007, Ra ncho De l Cone jo Community Wa te r Co-op, Inc. ("Ra ncho de l

24 Cone jo" or "Compa ny") file d a  Fina ncing Applica tion. The  Compa ny s ought a uthority to borrow

25 $200,000 from the  Arizona  Wa te r Infra s tructure  Fina nce  Authority ("WIFA") to  ins ta ll a rs e nic

26 trea tment facilitie s  and for othe r sys tem upgrades .

27 2. Ra ncho de l Cone jo ma ile d notice  of its  fina nce  re que s t to its  me mbe rs /cus tome rs  on

28 Ma rch 19. 2007

FINDING S  O F FACT

S:\H\J ane \Ra te s \2008\Rancho de l Cone jo
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5

6

7

On May 4, 2007, Rancho de l Cone jo filed an Applica tion for a  ra te  increase

On Ma y 8, 2007, a nd Ma y 18, 2007, Ra ncho de l Cone jo ma ile d notice  of its  ra te

3 applica tion to its  members /customers

5 On Ma y 25 , 2007 , the  Commis s ion 's  Utilitie s  Divis ion  ("S ta ff") file d  a  Le tte r o f

Insufficiency in the  ra te  case

6 On July ll, 2007, Rancho de l Cone jo filed a  Response  to the  Le tte r of Insufficiency

7 On July 30, 2007, S ta ff filed a  Second Le tte r of Insufficiency

On Augus t 8, 2007, Ra ncho de l Cone jo tile d a  Re s pons e  to the  S e cond Le tte r of

9  in s u ffic ie ncy

10 9 On S e p te mbe r 17 , 2007 , S ta ff file d  a  Le tte r o f S uffic ie ncy ind ica ting  the  ra te

11 applica tion had me t the  sufficiency requirements  of A.A.C. R14-2-103, and cla ss ifying the  Company

12 as  a  Cla ss  D utility

1 3 10 .

14 S ta ff' s  Motion

15 11. On Nove mbe r 1, 2007, a nd Nove mbe r 14, 2007, Ra ncho De l Cone jo file d a dditiona l

16 informa tion in support of its  applica tions

17 12. By P roce dura l Orde r dated Nove mbe r 30, 2007, the  time  for S ta ff to file  its  te s timony

was extended until December 5, 2007

13. On December 5, 2007, S ta ff filed its  S ta ff Report, recommending Sta ff-proposed ra tes

20 approva l of $200,000 in long te rm debt, and an a rsenic remedia tion surcharge  mechanism

21 14. On December 17, 2007, the  Company filed a  Response  to the  S ta ff Report, objecting

22 to S ta ff's  proposed ra te s  on the  grounds  they do not provide  sufficient funds  to support ope ra tions

Background

By Procedura l Orde r da ted Octobe r 9, 2007, the  applica tions  were  consolida ted upon

23

24 15. R a n c h o  d e l C o n e jo  is  a  n o n -p ro fit  c o rp o ra tio n  p ro vid in g  wa te r s e rvic e  to

25 a pproxima te ly 322 cus tome rs  in P ima  County, Arizona . It is  loca te d a pproxima te ly 2 % mile s  north

26 of the  City of Tucson

27 16. The  Compa ny's  wa te r s ys te m cons is ts  of thre e  we lls  with a  tota l ca pa city of 445

28 ga llons  pe r minute  ("GP M"), thre e  s tora ge  ta nks  with a  tota l 230,000 ga llon s tora ge  ca pa city a nd

DECIS ION NO
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1

2

3

three booster pump stations. Staff finds that the system has adequate production and storage capacity

to serve its existing customer base and projected foreseeable growth.

17. The Company received its Certificate of Convenience and Necessity ("CC&N") in

4 Decision No. 41164 (February 23, 1971).

Rancho del Conejo's current rates were approved in Decision No. 59881 (December 1,5 1 8 .

6 1996).

7 19. In the  Te s t Ye a r e nde d S e pte mbe r 30, 2006, a s  a djus te d by S ta ff, the  Compa ny ha d

8 to ta l op e ra ting  re ve nue s  o f $ l28 ,334 , a nd  a n  op e ra ting  inc om e  of $10 ,176 , o r a  7 .93  p e rc e n t

9 ope ra ting ma rgin. Ba s e d on S ta ff's  a djus te d  orig ina l cos t ra te  b a s e  ("OCRB") of $ l85,221, the

10 Company had a  5.49 pe rcent ra te  of re turn on OCRB in the  Tes t Yea r.

20. The  Company reques ted tota l ope ra ting revenues  of $192,308 and ope ra ting income  of

12 $85,996, a  46.4 pe rce nt ra te  of re turn on ra te  ba s e , or a  44.72 pe rce nt ope ra ting  m a rg in. The

13 Company's  reques ted increase  is  $63,974, or 49.8 percent over Tes t Year revenues .

14 21. S ta ff re com m e nds  ra te s  tha t would p roduce  op e ra ting  re ve nue s  of $143,942 a nd

15 ope ra ting income  of $25,784, a  13.9 ra te  of re turn on ra te  ba s e , or a  17.92 pe rcent ope ra ting margin.

16 S ta ffs  re com m e nde d re ve nue  le ve l is  a n  inc re a s e  of $15,608, or 12 .2  p e rce nt, ove r Te s t Ye a r

11

17 revenues .

22.18 Ra ncho De l Cone jo re ports  tha t its  We ll #3 ha s  a n a rs e nic le ve l of 18 pa rts  pe r billion

19 which e xce e ds  the  Environme nta l P rote ction Age ncy ("EP A") s ta nda rd of 10 pa rts  pe r billion.

20 S ta ff re p o rts  R a nc ho  De l C one jo  is  in  c om p lia nc e  with  Ariz ona  De p a rtm e n t o f

21 Environm e nta l ("ADEQ") re quire m e nts  a nd is  de live ring  wa te r tha t m e e ts  wa te r qua lity s ta nda rds

22 re quire d by the  Arizona  Adminis tra tive  Code , Title  18, Cha pte r 4.

23 24. Whe n the  Compa ny wa s  gra nte d its  CC&N, the  Commis s ion a uthorize d it to cha rge  a

24 me mbe rs hip fe e  of $60.1 In De cis ion No. 53110 (J uly 13, 1982) the  Commis s ion de te rmine d tha t the

25 m e m be rs hip  fe e  wa s  e ntire ly dis cre tiona ry a nd de cla re d it "null a nd void." In the  Com pa ny's  1996

26 ra te  ca s e , the  Compa ny dis clos e d tha t it ha d continue d to colle ct the  me mbe rs hip fe e s . In De cis ion

23.

2 7

2 8 1 Decis ion No. 41164 (February 23, 1971).

3 DECISION no.
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1

2

3

4

5

6

No. 59881. the  Commiss ion orde re d tha t the  me mbe rship fe e s  cha rge d during the  te s t ye a r not be

subje ct to re fund a nd tre a te d a s  a dditiona l pa id in ca pita l, a nd orde re d the  Compa ny to a cce pt only

me mbe rship fe e s  tha t we re  offe re d on a  "volunta ry ba s is ." In the  curre nt proce e ding, the  Compa ny

re porte d tha t it colle cte d $1,920 in me mbe rship due s  which it include d in "Othe r Wa te r Re ve nue s

Sta ff now recommends tha t the  Commission order the  Company to cease  collecting membership fees

and tha t the  membership fees  collected during the  Test Year not be  subj e t to re fund but be  trea ted as

In  its  Re s pons e  to  the  S ta ff Re port,  the  Compa ny a g re e s  to  ce a s e  co lle c ting

7 pa id  in  ca pita l

25.

9 me mbe rs hip due s

10 26 The  Company has  an approved Curta ihnent Tariff and Cross  Connection ta riff.

S ta ff re ports  the  Compa ny is  curre nt on its  Utilitie s  a nd Corpora tions  Divis ions27.

12 annual reports  and is  current on its  sa les and property tax payments

28. Ra ncho  de l Cone jo  is  loca te d  in  the  Arizona  De pa rtme nt o f Wa te r Re s ource s

14 ("ADWR") Tucs on Active  Ma na ge me nt Are a . ADWR re porte d tha t the  Compa ny is  in complia nce

15 with its  monitoring and reporting requirements

16

29.

Rate Base

S ta ff's  adjus tments  decreased the  Company's  proposed ra te  base  by $105,811, from

18 $291,032 to $185,221. S ta ff de cre a se d P la nt in Se rvice  by $53,034 a nd incre a se d Accumula te d

19 De pre cia tion by $78,542 to a ccount for pla nt a dditions , re tire me nts  a nd re cla s s ifica tions . S ta ff

20 incre a se d the  Se rvice s  a ccount by $29,637 to re fle ct the  a uthorize d non-re funda ble  se rvice  line  a nd

21 me te r ins ta lla tion cha rge s . S ta ff concurs  with  the  Compa ny's  re porte d Contributions  in  Aid of

22 Cons truction ("ClAC") of $460,116. The  ma jor source s  of CIAC we re  the  $275,000 gra nt tha t wa s

23 a uthorize d in De cis ion No. 61733, a dva nce s  in a id of cons truction ("AIAC") tha t a re  no longe r

24 subje ct to re fund, non-re funda ble  ma in line  a gre e me nts  a nd non-re funda ble  se rvice  line  a nd me te r

25 ins ta lla tion cha rge s . The  Compa ny did not cla im a ny Ca s h Working Ca pita l Allowa nce , but S ta ff

26 utilize d the  formula  me thod to ca lcula te  a n a llowa nce , a nd re comme nds  incre a s ing ra te  ba s e  by

27 $8,201 to re fle ct S ta ffs  ca lcula tion

28 The Company did not obi e t to any of Staff' s  adjustments  to ra te  base30.

DECIS ION NO
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S ta ffs  a djus tme nts , a s  re fle cte d in the  S ta ff Re port a re  re a s ona ble  a nd s hould be

2 a dopte d. Conse que ntly we  find tha t Ra ncho De l Cone jo ha s  a n a djus te d OCRB of $185,221. The

Company did not reques t a  Recons truction Cos t New le ss  Deprecia tion Ra te  Base , a s  is  a llowed by

A.A.C. R14-2-103, the re fore , the  Compa ny's  Fa ir Va lue  Ra te  Ba s e  ("FVRB") is  the  s a me  a s  its

5 OCRB. or $185,221

3

4

Operating Income

32. Staff concurs with the Company's Test Year metered water revenue of $118,369

8 Staff adjusted Other Water Revenues to remove the membership dues of $1,920, reducing these

9 revenues to $9,965

10 33. Staffs adjustments to Operating Expenses resulted in a net increase of $1l,846, from

l l $106,312 to $118,158. Staffs major adjustments include: increasing Water testing by $1,035, from

12 $1,531 to $2,566 to reflect water testing costs as estimated by Commission Engineering Staff

13 decreasing insurance expense by $l,298, from $8,460 to $7,162 to reflect the Company's latest

14 worker's compensation insurance, decreasing regulatory expense by $4,000 from $6,000 to $2,000 to

15 reflect a three year normalization of the rate case expense, and increasing depreciation expense by

16 $l6,494, Hom $10,634 to $27,128 to reflect Staffs recommended depreciation rates and Staffs

17 recommended plant balances

Staff believes that because Rancho Del Conejo is a non-profit corporation, using rate

19 of return on rate base is not the best method to determine the revenue requirement. Staff recommends

20 utilizing the operating margin instead

21 35. Rancho del Conejo is an aging system with a relatively small rate base for the number of

22 customers it serves. Ftuthermore, Rancho del Conejo is a non-profit cooperative which makes rate of

1 8 34.

23

24

25

26 36.

27

28

re turn on ra te  ba s e  le s s  re le va nt. While  we  cons ide re d FVRB in our a na lys is  of the  Compa ny's

re que s te d incre a se , we  concur with S ta ff tha t in this  ca se  ca sh flow a nd fina ncia l ra tios  a re  be tte r

methods of determining a  reasonable  revenue requirement

S ta ff re comme nds  re ve nue s  of $143,942, a n incre a s e  of $l5,608, or 12.2 pe rce nt

above  the  adjus ted Tes t Yea r revenue  of $l28,334, yie lding ope ra ting income  of $25,784, or a  17.91

pe rce nt ope ra ting ma rgin. S ta ffs  re comme nde d re ve nue  le ve l would re sult in a  13.9 pe rce nt ra te  of

DECISION NO
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In its  Re sponse  to the  S ta ff Re port, the  Compa ny a s se rts  tha t S ta ffs  re comme nde d

3 ope ra ting income  is  not a de qua te , a s  it doe s  not provide  sufficie nt funds  to ma inta in a  re se rve  fund

4 for re pa irs  a nd ma inte na nce . The  Compa ny a rgue s  tha t ha ving s uch a  fund for e me rge ncie s  is

5 pa rticula rly importa nt be ca us e  the  s ys te m is  a ging a nd cos ts  for la bor, ins ura nce  a nd e quipme nt

6 continue  to rise . In addition, the  Company a rgues  tha t S ta ff did not include  the  expense  of ope ra ting

7 the  a rse nic re me dia tion sys te m

1 re turn on FVRB

37.

Present
Rates

Proposed
Compa ny

Proposed
S ta ff

8 Ra te  Design

9 38. The  ra te s  and cha rges  for Rancho De l Cone jo, a s  proposed in the  applica tion, and a s

10 re comme nde d by S ta ff a re  a s  follows

MONTHLY USAGE CHARGE

5/8" X %" Meter $16.50 $13.00

1 4

1

100.00 115.00

104.00
208.00
325.00

W' Meter
1" Meter
W' Meter
2" Meter (Turbo)
3" Meter (Turbo)
4" Meter (Turbo)
5" Meter
6" Meter 200.00 310.00 650.00

1 8

1 9 COMMODITY CHARGE
Per 1,000 ga llons

Ga llons  include d in minimum 5/8" me te r
5/8. 4%. and 1 inch residential meters
0 to 7,000 ga llons
7,001 gallons and up

0 to 4,000 ga llons
4,001 to 12,000 ga llons
12,001 gallons and up

$2.50

26

27

28

0 to 3,000 ga llons
3,001 to 10,000 ga llons
10,001 gallons and up

DECIS ION NO
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1 % inch and la rger mete rs :
0 to 25,000 ga llons
25,001 gallons and up

N/A
N/A

N/A
N/A

2.10
3.00

Bulk Wa te r -- pe r 1,000 ga llons N/A $6.50 $4.50

SERVICE LINE AND METER INSTALLATION CHARGES :
Non-Refundab1 e

5/8" x 3/4:9 Meter
w' Me te r
1" Me te r

1 W' Me te r
2" Me te r (Turbo)
2" Me te r (Compound)
3" Me te r (Turbo)
3" Me te r (Compound)
4" Me te r (Turbo)
6" Me te r (Turbo)

$315.00
350.00
400.00
600.00

1,000.00
1,500.00
1,380.00
1,935.00
2,380.00
4,655.00

$450.00
475.00
550.00
775.00

1,375.00
N/A

1,975.00
N/A

3,040.00
5,635.00

$440.00
520.00
610.00
855.00

1,515.00
N/A

2,195.00
N/A

3,360.00
6,115.00

SERVICE CHARGES:

Establishment
Es ta blishme nt (Afte r Hours )
Reconnection (De linquent)
Me te r Te s t (If Corre ct)
De pos it
Depos it Inte res t
Rees tablishment (Within 12 Months)
NSF Check
Deferred Payment
Me te r Re re a d (If Corre ct)
Late  Fee

$10.00
15.00

5.00
25.00

pe r rule *
pe r rule *

pe r rule **
10.00

P e r rule ***
5.00
N/ A

$35.00
40.00
40.00
45.00

pe r rule *
pe r rule *

pe r rule **
25.00

P e r rLtle ***
15.00
10.00

$35.00
40.00
40.00
45.00

pe r rule *
0.5% /mo.
pe r rule **

25.00
P e r ru le ***

15.00
1.5% /mo.

MO NTHLY S E RVICE  CHARG E  F O R F IRE  S P RINKLE R:

4" or Sma lle r
6 "
8 "

10"
La rge r tha n 10"

****

****

**>l=*

****

****

****

****

****

****

****

****

****

****

*

* *

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

***

Per Commiss ion rule  A.A.C. R-14-2~403(B).
Months  off sys te m time s  the  monthly minimum pe r Commiss ion rule  A.A.C. R14-2-
403(D).
Pe r Commiss ion Rules  R14-2-409(G)

DE CIS IO N n o .
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**** 1.00% of monthly minimum for a  comparable  s ized mete r connection, but no le ss  than
$5.00 pe r month. The  Se rvice  Cha rge  for Fire  Sprinkle rs  is  only applicable  for se rvice
lines  sepa ra te  and dis tinct from the  primary wa te r se rvice  line .

1

2

3
39.

4

5

In De cis ions  Nos . 54631, 53110, 56768 a nd 59881, the  Commis s ion a llowe d the

Compa ny to continue  a  va ria nce  from A.A.C. R14-2-405(B)(2) to not re fund se rvice  line  a nd me te r

ins ta lla tion charges .

6 40. S ta ff re comme nds  continuing the  va ria nce  be ca us e  it would be  unfa ir to  curre nt

7 customers for new customers to receive  a  refund of these  charges.

8 41. The  Compa ny be lie ve s  tha t the  monthly minimum cha rge  s hould be  incre a s e d, a nd

9 tha t the  firs t tie r, for usa ge  up to 3,000 ga llons , should not be  de cre a se d, a s  re comme nde d by S ta ff.

10  This  ob je ction  a ppe a rs  p rima rily motiva te d  by the  Compa ny's  a s s e rtion Staff' s recommended

re ve nue  is  ina de qua te . The  Compa ny's  obje ctions  to the  S ta ff Re port do not conte s t a ny s pe cific

12 S ta ff a djus tme nt to Ope ra ting Expe nse s , but ra the r obje ct to the  re comme nde d ope ra ting ma rgin.

13 Furthe rmore , it doe s  not s pe cifica lly re fe re nce  the  a dditiona l re ve nue s  tha t the  Compa ny would

14

15

16

17

collect from the  a rsenic remedia tion surcharge  (discussed be low). The  a rsenic remedia tion surcharge

would provide  a dditiona l re ve nue s  of a pproxima te ly $15,919 for de bt se rvice  re la te d to the  a rse nic

trea tment plant.

42.

18

19

20

21

22
43.

23

24

25

26

The  Compa ny's  Re sponse  to the  S ta ff Re port doe s  not offe r sufficie nt de ta il to a llow

us  to ma ke  a  pro forma  a djus tme nt to include  ope ra ting e xpe ns e s  a s s ocia te d with the  a rs e nic

trea tment plant. Because  the  a rsenic trea tment plant has  not been in opera tion, its  opera ting expenses

a re  not known a nd me a sura ble  a nd it would be  imprope r ra te  ma king to include  the se  spe cula tive

expenses in ra tes a t this  time.

The  Company appears  to have  included the  cost of the  future  a rsenic trea tment plant in

ba s e  ra te s , howe ve r, be ca us e  this  pla nt ha s  not ye t be e n ins ta lle d, S ta ffs  re comme nda tion for a

surcharge to be  determined la ter based on actual costs  is  more  appropria te .

44. S ta ff recommends  an ope ra ting margin of 17.91 pe rcent, however, the re  is  a  range  of

opera ting income tha t can be  considered reasonable  under the  circumstances . Because  the  Company

is  a  non-profit e ntity, its  fa cilitie s  a re  a ging, it will fa ce  incre a se d risk from the  ne e d to tre a t a rse nic
27

28

8 DE C IS IO N n o .
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1

2

3

4

5

6

7

8

9

a nd be ca us e  it will e xpe rie nce  incre a s e d ope ra ting e xpe ns e s , we  will a pprove  a  gre a te r re ve nue

re quire me nt tha n re comme nde d by S ta ff Thus , we  a djus t S ta ffs  re comme nde d ra te s  by $1.00 a

month for each me te r s ize . Based on 322 Tes t Yea r cus tomers , this  will provide  an additiona l $3,864

a nnua lly, to produce  tota l re ve nue  of S 29,648, a  16.0 pe rce nt ra te  of re turn on FVRB, a nd a  20.0

percent opera ting margin.

45. The  Compa ny's  la s t ra te  ca se  wa s  in 1996, a nd be ca use  of the  a rse nic re me dia tion

s ys te m, it ma y ne e d to tile  ra te  ca s e  a pplica tions  more  ofte n tha n in the  pa s t. Once  the  ope ra ting

e xpe ns e s  a s s ocia te d with the  a rs e nic tre a tme nt a re  known, Ra ncho de l Cone jo will ne e d to tile

another rate case to capture those expenses.

1 0 The  ave rage  Rancho De l Cone jo 5/8 inch me te r cus tomer uses  9,768 ga llons  a  month

l l a nd the  me dia n 5/8 inch me te r cus tome r utilize s  6,622 ga llons  pe r month. Unde r curre nt ra te s , the

12 monthly bill for a  5/8 inch me te r cus tome r us ing the  a ve ra ge  ga llons  is  $30.09, a nd the  me dia n bill is

13 $23.93.

14 47. Unde r the  Compa ny's  propose d ra te s , the  monthly bill for a n a ve ra ge  5/8 inch me te r

15 cus tomer would increase  $15.16, or 50.4 pe rcent, from $30.09 to $45.25, and the  monthly bill for the

16 median 5/8 inch mete r customer would increase  $1 l .09, or 46.3 percent, from $23.93 to s35.02.2

17 48. Unde r S ta ff' s  re comme nde d ra te s , the  monthly bill for the  a ve ra ge  5/8 inch me te r

18 cus tomer would increase  by $1.32, or 4.4 pe rcent, from $30.09 to $31 .41, and the  median bill would

19 increase  $0.88, or 3.7 pe rcent, from $23.93 to $24.81. 3 Under S ta ffs  recommended ra tes , the  bill for

46.

2 1 49.

20 customers  who use  less  than 4,000 ga llons a  month would be  s lightly lower than under current ra tes .

Pursuant to the  ra te s  approved he re in, the  monthly bill for the  ave rage  5/8 inch me te r

cus tomer would increase  by $2.32, or 7.7 pe rcent, from $30.09 to $32.41, and the  median bill would

increase  $1.88, or 7.8 percent, from $23.93 to $25.81. 4

22

23

24 Finance  Applica tion and Arsenic Surcharge

25 The  Company has  reques ted approva l for authority to borrow $200,000 from Vl/'IFA to

26 finance  a rsenic remedia tion equipment for We ll # 3 and othe r sys tem improvements . The  proposed

50.

27

28

2 The bill analysis does not include the effect of the arsenic surcharge discussed later.
3 This bill analysis does not include the effect of the arsenic surcharge discussed later.
4 This bill analysis does not include the effect of the arsenic surcharge discussed later.
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3

4

5

6

1 WIFA loan would have  a  te rm of 20 yea rs

51 Although  on ly We ll #  3  con ta ins  a rs e n ic  a bove  the  fe de ra l s ta nda rds , a rs e n ic

re me dia tion us ing ble nding wa s  de te rmine d not to be  e conomica lly via ble  be ca us e  the  a dditiona l

line s  a nd the  boos te r sys te m ne e de d to fa cilita te  ble nding would be  too e xpe ns ive . The  Compa ny

plans  to purchase  an Aquace ll Wate r, Inc. manufactured Met-sorb titanium media  a rsenic absorption

system to reduce  the  level of a rsenic

S ta ff conclude s  tha t the  Compa ny will ne e d $168,806 to ins ta ll a n a rse nic tre a tme nt52.

8 pla nt a t We ll # 3

53 In addition, the  Company seeks  authority to borrow an additiona l $33,000 from WIFA

10 to finance  the  replacement of 2,517 fee t of 3 inch wa te r line s . S ta ff s ta te s  tha t because  the  wa te r line

11 wa s  not ins ta lle d prope rly it ha s  be come  e xpose d to the  surfa ce  a nd the re  is  pote ntia l tha t the  line

12 could be  da ma ge d by tra ffic a nd UV light

13 S ta ff e xa mine d the  cons truction pla ns  a nd e s tima te d cos ts  for Ra ncho de l Cone jo's

14 two proposed prob ea ts  and found them to be  fa ir and reasonable . S ta ff s ta tes , however tha t it has  not

ma de  a  de te rmina tion of the  propose d ca pita l improve me nts  a s  "use d a nd use ful" a t this  time , but

54.

1 5

1 6 defe rs  this  de te rmina tion until the  Company file s  its  next ra te  applica tion

17 55. S ta ff conclude s  tha t a  $200,000 WIFA loa n is  a ppropria te  for the  comple tion of the

18 two projects . S ta ff recommends  approva l of a  WIFA loan not to exceed $200,000, a t an inte re s t ra te

19 not to  e xce e d the  prime  ra te  plus  200 ba s is  points , for the  purcha s e  a nd ins ta lla tion of a rs e nic

20 remedia tion equipment and to implement sys tem improvements  a s  described he re in

56. S ta ff re comme nds  tha t the  Commiss ion a uthorize  the  imple me nta tion of a n a rs e nic

22 re me dia tion s urcha rge  me cha nis m ("ARS M") to pa y for the  principa l a nd inte re s t of the  portion of

23 the  WIFA loa n use d to fina nce  the  a rse nic tre a tme nt e quipme nt. S ta ff re comme nds  tha t the  portion

24 of the  WFIA loa n a s s ocia te d with the  line  re pla ce me nt proje ct be  re pa id through funds  ge ne ra te d

25 from ra tes

26 S ta ff s ta te s  tha t the  ARS M will e s ta blis h the  me thodology tha t will de ta il how the

27 surcharge  to repay the  WIFA loan associa ted with the  a rsenic trea tment equipment will be  ca lcula ted

28 S ta ff s ta te s  tha t Ra ncho de l Cone jo ca n s ubmit a n ARS M a pplica tion unde r this  Docke t to obta in

57.
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58.

3

4

5

6

7

8

1 approval of the specific surcharge amount pursuant to Staff' s recommended methodology

In the Staff Report, Staff sets forth a methodology for determining the surcharge

amount once the Company knows the final loan amount and terms. Staff' s methodology involves: 1)

finding the annual payment on the loan, 2) finding the annual interest payment amount, 3) finding the

annual principal payment amount, 4) calculating the total annual surcharge revenue requirement

which is the sum of the annual interest and principal payments, 5) determining the yearly total

number of customers, by multiplying the total monthly number of bills for all meter sizes by 12, and

6) determining the monthly surcharge for each customer by dividing the annual surcharge revenue by

the number of customer bills9

1 0 59.

11

1 2

1 3

1 4

1 5

1 6

1 7 60.

1 8

1 9

20

S ta ffs  fina ncia l a na lys is  indica te s  tha t in the  Te s t Ye a r, Ra ncho de l Cone jo ha d a

Time s  Inte re s t Ea rne d Ra tio ("TIER") of 0.80 a nd a  De bt S e rvice  Cove ra ge  ("DS C") ra tio of 2.38

Pursuant to S ta ffs  me thodology of ana lyzing the e ffect of the  proposed $200,000 loan, with the  ra tes

and opera ting income approved here in, and using Staff' s e s tima ted ARSM, the  Company would have

a  TIER of 1.69 and DSC of 2.10. The  pro forma  TIER and DSC show tha t with the  revenue  increase

we  a pprove , Ra ncho de l Cone jo would ha ve  a de qua te  ca s h flow to me e t the  obliga tions  of the

proposed debt as  well as  funds for contingencies

Assuming a n a rs e nic portion of the  WIFA loa n of $l68,806, with a  20 ye a r te rm a nd

an inte rest ra te  of 7.18 percent, S ta ff es timates  tha t the  Company would need an additiona l $3,934 for

principa l a nd $11,984 for inte re s t for a  tota l ARS M revenue  requirement of $15,918. Based on tota l

annual bills  of 3,852, Staff estimates a  surcharge  amount of $4.13 per meter

2 1

22

24

26

27

TIER represents the number of times earnings before income taxes covers interest expense on debt. A TIER greater
than 1.0 means that operating income is greater than interest expense. A TIER less than 1.0 is not sustainable in the long
term but does not necessarily mean that debt obligations cannot be met in the short term
DSC represents the number of times internally generated cash (i.e., earnings before interest, income tax, depreciation and
amortization expenses) covers required principal and interest payments on debt. A DSC greater than 1.0 means operating
cash flow is sufficient to cover debt obligations

Schedule FBM-7
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The rates approved herein will increase the average customer bill for a 5/8 inch meter

2 by $2.32, or 7.7 percent, from $30.09 to $32.41, and the median 5/8 inch meter bill by $1.88, or 7.8

3 percent, from $23.93 to $25.81

61.

1 3

1 4

2 1

Additional Staff Recommendations

62. During its inspection of the system, Staff noticed that the bypass line from the well

6 head to the pressure tank had been disconnected at Well Site #2. Staff states that the bypass line was

7 installed below the discharge line from the well to the storage tank, and Staff is concerned that there

8 is the potential for backflow from the bypass line into the well. The Company has estimated the

9 installation of a check valve would cost $325. Staff recommends that the Company file with Docket

10 Control, as a compliance item in this docket, documentation demonstrating that the check valve has

ll been installed on the bypass line at the well head on Well #2 within 45 days of the effective date of

12 the decision in this matter

63. In addition to Staff' s recommendations set forth heretofore, Staff further recommends

(a) Rancho del Conejo tile with Docket Control a tariff schedule of its new rates and

15 charges within 30 days after the effective date of this Decision

16 (b) In addition to the collection of the Company's regular rates and charges, Rancho

17 del Conejo collect from its customers their proportionate share of any privilege, sales or use tax as

18 provided for in A.A.C. R14-2-409(D)

19 (c) The Company account for non-refundable service line and meter installation

20 charges as contributions

(d) The Company be required to file with its Annual Report, a detailed summary of

22 transactions comprising its other water revenues and non-utility income accounts to ensure that no

23 membership dues are collected until the next rate case application

(e) The Company account for plant additions in accordance with National Association

25 of Regulatory Utility Commissioners Uniform System of Accounts for a Class C water utility

(1) The Company use Staffs depreciat ion rates delineated in Table B of the

24

If the estimated surcharge of $4.13 per meter were included in the calculation, the average customer bill for a 5/8 inch
meter would increase by $6.45, or 21 .4 percent, from $30.09 to $36.54, and die median 5/8 inch bill would increase by
$6.01, or 25.1 percent, from $23.93 to $29.94

1 2 DECISION NO
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2

1 Engine e ring Re port a tta che d to the  S ta ff Re port.

(g ) The  Com pa ny file  a n  a rs e n ic  re m e dia tion  s u rcha rge  a pp lica tion  fo r the  a rs e n ic

portion  o f the  $200 ,000  WIF A loa n ,  a s  we ll a s  a ny loa n  docum e nta tion  fo r a gre e m e nts ,  with in  603

4 da ys  a fte r s e curing the  loa n.

5 (h) The  a rs e nic  s urcha rge  be  a  s e pa ra te  line  ite m  cha rge  on  cus tom e rs ' m onthly b ill

6 la be le d a s  "a rs e nic surcha rge ."

(i) The  Com pa ny be  re qu ire d  to  file  a  ne w ra te  c a s e  by no  la te r tha n  J une  l,  2011 ,

8 us ing a  te s t ye a r e nding De ce mbe r 31, 2010.

7

9 (j) If the  Compa ny fa ils  to  file  the  a bove  ra te  ca s e , the  a rs e nic s urcha rge  s hould

10 a utoma tica lly ce a s e .

l l 64. We find Staff' s  recommendations to be  reasonable  and we will adopt them, except tha t

12 we  a pprove  ra te s  tha t will a llow a  re turn on FVRB of 16.0 pe rce nt a nd a n ope ra ting ma rgin of 20

13 percent as discussed herein.

65. Because  an a llowance  for the  prope rty tax expense  of Rancho de l Cone jo is  included

15 in the  Compa ny's  ra te s  a nd will be  colle cte d from its  cus tome rs , the  Commiss ion se e ks  a ssura nce s

16 from the  Compa ny tha t a ny ta xe s  colle cte d from ra te pa ye rs  ha ve  be e n re mitte d to the  a ppropria te

17 ta xing a uthority. It ha s  come  to the  Commiss ion's  a tte ntion tha t a  numbe r of wa te r compa nie s  ha ve

18  be e n  unwilling  o r una b le  to  iiu liill the ir ob liga tion  to  pa y the  ta xe s  tha t we re  co lle c te d  from

19 ra te pa ye rs , s ome  for a s  ma ny a s  twe nty ye a rs . It is  re a s ona ble , the re fore , tha t a s  a  pre ve ntive

20 me a s ure  Ra ncho de l Cone jo s hould a nnua lly file , a s  pa rt of its  a nnua l re port, a n a ffida vit with the

21 Utilitie s  Divis ion a tte s ting tha t the  Company is  current in paying its  prope rty taxes  in Arizona .

1 4

22 CONCLUS IONS  OF L AW

23 1. Ra ncho de l Cone jo  is  a  public  s e rvice  corpora tion purs ua nt to  Article  XV of the

The  Commiss ion has  jurisdiction over Rancho de l Cone jo and the  subj e t ma tte r of the25 2.

26 a pplica tions .

27

28

3.

4.

Notice  of the  proce e ding wa s  provide d in conform a nce  with la w.

The  ra te s  a nd cha rge s  a pprove d he re in a re  re a sona ble .

13 DECISION NO.
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ORDER

MONTHLY USAGE CHARGE :

5/8" X %" Meter
W' Meter
1" Meter

1 W' Meter
2" Meter (Turbo)
3" Meter (Turbo)
4" Meter (Turbo)
5" Meter
6" Meter

$14.00
16.00
20.00
66.00

105.00
209.00
325.00

N/A
650.00

COMMODITY CHARGE
P e r 1 ,000 ga llons

SERVICE LINE AND METER INSTALLATION CHARGES:
(Non-re funda ble )

1 5 . S ta ff's re comme nda tions  a re  re a s ona ble  a nd s hould be  a dopte d, e xce pt tha t a  16.0

2 pe rce nt ra te  of re turn on F VR B a nd a n ope ra ting ma rgin of 20 pe rce nt a re  re a s ona ble  a s  dis cus s e d

3 he re in.

4 6. The  fina nc ing  a pprove d  he re in  is  fo r la wfu l pu rpos e s  with in  Ra nc ho  de l Cone jo 's

5 corpora te  P owe rs , is  compa tible  with the  public  inte re s t, with s ound fina ncia l pra ctice s , a nd with the

6 prope r pe rforma nce  by the  Compa ny of s e rvice  a s  a  public  s e rvice  corpora tion, a nd will not impa ir

7 Ra ncho de l Cone jo's  a bility to pe rfonn the  s e rvice .

8 7. Th e  fin a n c in g  a p p ro ve d  h e re in  is  fo r th e  p u rp o s e s  s ta te d  h e re in ,  is  re a s o n a b ly

9 ne ce s s a ry for thos e  purpos e s , a nd s uch purpos e s  a re  not, wholly or in pa rt, re a s ona bly cha rge a ble  to

10 ope ra ting e xpe ns e s  or to income .

l l

12 IT IS  THEREFORE ORDERED tha t the  ra te s  a nd cha rge s  s e t forth  be low a re  a pprove d a nd

13 Ra ncho de l Cone jo Community Wa te r Co-op, Inc . s ha ll file  on or be fore  April 30, 2008, a  ta riff tha t

14 complie s  with the  ra te s  a nd cha rge s  a pprove d he re in:

15

16

17

18

19

20

21

22

23

24

25

26

27

28

5/8, %, a nd  1 inc h  re s ide n tia l me te rs :
0 to 3,000 ga llons
3,001 to 10,000 ga llons
10,001 ga llons  a nd up

1.40
2.10
3.00

14 DECISIONn o .



1 % inch and la rger mete rs :
0 to 25,000 ga llons
25,001 gallons and up

2.10
3.00

$4.50

5/8" x W' Me te r
W' Me te r
1" Me te r

1 W' Me te r
2" Me te r (Turbo)
2" Me te r (Compound)
3" Me te r (Turbo)
3" Me te r (Compound)
4" Me te r (Turbo)
6" Me te r (Turbo)

$440.00
520.00
610.00
855.00

1,515.00
N / A

2,195.00
N / A

3,360.00
6,115.00

SERVICE CHARGES:

Establishment
Es ta blishme nt (Afte r Hours )
Reconnection (De linquent)
Me te r Te s t (If Corre ct)
De pos it
Deposit Inte res t
Rees tablishment (Within 12 Months)
NSF Check
Deferred Payment
Me te r Re re a d (If Corre ct)
Late  Fee

$35.00
40.00
40.00
45.00

per rule*
0.5% /mo.
per rule**

25.00
Per rule***

15.00
1.5% /mo.

MO NTHLY S E RVICE  CHARG E  F O R F IRE  S P RINKLE R:

4" or Sma lle r
6"
8 "

10"
La rge r than 10"

****

****

****

****

****

1

2

3

4 Bulk Wa te r - pe r 1 ,000 ga llons

5

6

7

8

9

1 0

l l

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

2 7

2 8

***

****

P e r Commiss ion rule  A.A.C. R-14-2-403(B).
Months  off sys te m time s  the  monthly minimum pe r Commiss ion rule  A.A.C. Rl4-2-
403(D).
Pe r Commiss ion Rules  R14-2-409(G)
1.00% of monthly minimum for a  comparable  s ized mete r connection, but no le ss  than
$5.00 pe r month. The  Se rvice  Charge  for Fire  Sprinkle rs  is  only applicable  for se rvice
lines  sepa ra te  and dis tinct from the  primary wa te r se rvice  line .
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1

2

3

4

6

IT IS  FURTHER ORDERED tha t the  ra te s  and cha rges  approved he re in sha ll be  e ffective  for

a ll se rvice  provided on and a fte r May l, 2008.

IT IS  FURTHER ORDERED tha t within 15 da ys  of the  e ffe ctive  da te  of this  Orde r, Ra ncho

de l Cone jo Community Wa te r Co-op, Inc. s ha ll notify its  cus tome rs  of the  ra te s  a nd the  e ffe ctive

5 da tes  approved he re in, in a  form and manner acceptable  to the  Commiss ion's  Utilitie s  Divis ion S ta ff.

IT IS  FURTHER ORDERED tha t in a ddition to the  colle ction of its  re gula r ra te s  a nd cha rge s ,

Rancho de l Cone jo Community Wate r Co-op, Inc. sha ll collect from its  cus tomers  the ir proportiona te

sha re  of any privilege , sa le s  or use  tax a s  provided for in A.A.C. R14-2-409(D).

IT IS  FURTHER ORDERED tha t the  va ria nce  from the  re quire me nts  of R14-2~405(B)(2)

10 sha ll continue , a nd Ra ncho de l Cone jo Community Wa te r Co-op, Inc. sha ll not re fund s e rvice  line

7

8

9

l l and meter insta lla tion charges.

12 IT IS  FURTHER ORDERED tha t Ra ncho de l Cone jo Community Wa te r Co-op, Inc. s ha ll

13 account for non-re fundable  se rvice  line  and meter ins ta lla tion charges  as  contributions .

14 IT IS  FURTHER ORDERED tha t Ra ncho de l Cone jo Community Wa te r Co-op, Inc. s ha ll

15 cease  from collecting membership fees .

16 IT IS  FURTHER ORDERED tha t Ra ncho de l Cone jo Community Wa te r Co-op, Inc. sha ll file

17 with its  Annua l Re port, a  de ta ile d summa ry of tra nsa ctions  compris ing its  othe r wa te r re ve nue s  a nd

18 non-utility income accounts  to ensure  tha t no membership dues a re  be ing collected.

19 IT IS  FURTHER ORDERED tha t Ra ncho de l Cone jo Community Wa te r Co-op, Inc. s ha ll

20 a cco u n t fo r p la n t a d d itio n s  in  a cco rd a n ce  with  Na tio n a l As s o c ia tio n  o f Re g u la to ry Utility

21 Commiss ione rs  Uniform Sys tem of Accounts  for a  Cla ss  C wa te r utility.

22 IT IS  FURTHER ORDERED tha t Rancho de l Cone jo Community Wa te r Co-op, Inc. sha ll use

23 Staff' s  deprecia tion ra tes  de linea ted in Table  B of the  Engineering Report a ttached to the  Staff Report

24 in this  ma tte r.

IT IS  FURTHER ORDERED tha t Ra ncho de l Cone jo Community Wa te r Co-op, Inc. sha ll file

26 with Docke t Control, a s  a  complia nce  ite m in this  docke t, docume nta tion de mons tra ting tha t the

25

27 che ck va lve  ha s  be e n ins ta lle d on the  bypa ss  line  a t the  we llhe a d on we ll # 2 within 45 da ys  of the

28 effective  da te  of this  Decis ion, as  discussed in the  Engineering Report.
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1 IT IS  FURTHER ORDERED tha t Ra ncho  de l Cone jo  Community Wa te r Co-op , Inc . is

2 he re by a uthorize d to borrow up to 8200,000 from the  Arizona  Wa te r Infra s tructure  Fina nce  Authority

3 for a  te rm of 20 ye a rs  a nd on such te rms  a nd inte re s t ra te s  a s  a re  pre va iling a t the  time  the  Wa te r

4 infra s tructure  Fina nce  Authority a pprove s  the  loa n.

5 IT IS  FURTHER ORDERED tha t s uch fina nce  a uthority s ha ll be  e xpre s s ly continge nt upon

6 Rancho de l Cone jo Community Wa te r Co-op, Inc.'s  use  of the  proceeds  for the  purposes  s ta ted in its

7 applica tion and approved here in.

8 IT IS  FURTHER ORDERED tha t Ra ncho  de l Cone jo  Community Wa te r Co-op , Inc . is

9 authorized to execute  any documents necessary to effectuate  the  authorizations granted.

10 IT IS  FURTHER ORDERED tha t Ra ncho de l Cone jo Community Wa te r Co-op, Inc. sha ll file

l l with  Docke t Contro l, a s  a  complia nce  ite m in  th is  docke t, cop ie s  o f a ny e xe cu te d  fina ncing

12 documents  re la ted to this  authority within 120 days  a fte r the  e ffective  da te  of this  Decis ion.

13 IT IS  FURTHER ORDERED tha t a pprova l of the  fina ncing s e t forth he re ina bove  doe s  not

14 cons titute  or imply a pprova l or dis a pprova l by the  Commis s ion of a ny pa rticula r e xpe nditure  of the

15 proceeds derived thereby for purposes of establishing just and reasonable  ra tes.

16 IT IS  FURTHER ORDERED tha t Ra ncho de l Cone jo Community Wa te r Co-op, Inc. sha ll file

17 a n a rse nic re me dia tion surcha rge  a pplica tion for the  a rse nic re la te d portion of the  $200,000 WIFA

18 loa n.

19 IT IS  FURTHER ORDERED tha t the  a rsenic surcharge  sha ll be  a  separa te  line  item charge  on

20 cus tome rs ' monthly bill la be le d a s  "a rse nic surcha rge ."

IT IS  FURTHER ORDERED tha t Ra ncho de l Cone jo Community Wa te r Co~op, Inc. sha ll file2 1

22 a new rate case by no later than June 1, 2011, using a test year ending December 31 , 2010.

IT IS FURTHER ORDERED that if Rancho del Conejo Community Water Co-op, Inc. fails

24 to file the above rate case, the arsenic surcharge shall automatically cease.

23

25

26
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COMMISSIONERCOMMISSIONER COMMISSIONER

IN WITNESS WHEREOF, I, BRIAN C. McNEIL, Executive
Director of the Arizona Corporat ion Commission, have
hereunto set  my hand and caused the official seal of the
Commission to be affixed at the Capitol, in the City of Phoenix,
this day of , 2008.

BRIAN c. McNEIL
EXECUTIVE DIRECTOR

DISSENT

DISSENT
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COMMISSIONERCHAIRMAN
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RANCHO DEL
CO-OP, INC.

CONEJ O COMMUNITY WATER

DOCKET nos. : W-02102B-07-0273 and W-02102B-07-0163

1 S ERVICE LIS T FOR:
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Ms. Bonnie O.Connor
Southwest Utility Management, Inc.
13130 West Rudasill Road
Tucson, Arizona 85743
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Chris topher Kempley, Chief Counsel
LEGAL DWIS1ON
Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007
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Ernest Johnson, Director
Utilitie s  Divis ion
Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 8500
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