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PREHEARING CONFERENCE STATEMENT OF THE TOWN OF APPLE VALLEY IN
THE APPLE VALLEY RANCHOS WATER COMPANY APPLICATION

1. Introduction

Pursuant to Rule 7.2 of the Rules of Practice and Procedure of the California Public

Utilities Commission, the Town of Apple Valley ("the Town") hereby files this Prehearing

Conference Statement with respect to Application No. A.11-01-001. In its Application, filed

January 3, 2011, Apple Valley Ranchos Water Company ("AVR") seeks to increase its rates by

over 25% over the next three years. The Town filed a Protest to the Application on February 2,

2011, objecting to the proposed rate increases. Ms. Jessica Hirsch will attend the March 1, 2011

Prehearing Conference on behalf of the Town to make a brief statement and answer any

questions that may be presented about our positions in this Proceeding.

2. Discussion

The Town was founded in the late 18th century by Spanish missionaries. The Town

finally incorporated in 1988. The Town is located in the heart of the Victor Valley of San

Bernardino County, within the treasured Mojave River Basin in the region known as the "High

Desert." The Town has an incorporated boundary consisting of 78 square miles and a current

population of approximately 71,985 residents. Apple Valley's official motto is: "A Better Way

of Life." The Town is home to several historic points of interest that are enjoyed by its residents

and area visitors, including, without limitation, the Apple Valley Airport, the Lewis Center for

Academic Excellence, the Sunset Hills Memorial Park (Gravesite for Roy Rogers and Dale

Evans), the Victor Valley Museum and Art Gallery, the Historic Apple Valley Inn along U.S.

Highway 18, and the Apple Valley Country Club. San Bernardino County, and the Town itself,

have been among some of the hardest hit areas during the latest recession, with residents losing

jobs and homes. Those who have not lost homes are suffering from declining home values with

an average home value in the $150,000s.

Despite the current economic downturn, the Town is striving to promote and bring

businesses and jobs to the Town, with several retail projects, infrastructure projects, park projects

and public facility projects on its radar screen. A reliable, efficient, cost effective water supply is

an essential part of making those projects a reality. To that end, the Town has made significant
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efforts to develop a recycled water supply in order to reduce total consumption and costs of

water to its residents. AVR has opposed those efforts by the Town. Additionally, the Town has

actively explored other ways to lower water rates for its citizens, including acquiring AVR and

replacing the privately owned and operated supply system with a municipally owned operated

water supply. Neither of these efforts have been successful, with AVR always impeding

progress. The end result has been a history of rate increases that continuously put the Town's

residents paying much higher rates than ratepayers in surrounding communities who are served

by other water suppliers.

A Prehearing Conference was set by the Commission in this Proceeding for March 1,

2011 by a Notice of Prehearing Conference dated February 17, 2011. The Notice did not

specifically ask for any responses from the parties, however, it did note that the Prehearing

Conference would be used to determine the parties, the positions of the parties, issues and other

procedural matters. To that end, the Town offers the following Prehearing Conference Statement

to outline the issues that it feels are important in this proceeding:

A.	 Issues

The Town's Protest, filed on February 2, 2011 highlighted several issues that the Town

believes should be considered in this proceeding. Those issues included:

• Given the tough economic conditions, the proposed rate increase of over 20% over

the next three years is unduly burdensome and unjust for AVR's ratepayers;

• AVR's requested rate of return on equity and return on estimate rate base are too high

given the economic climate;

• Increases in payroll expenses and General Office allocated expenses are unjust and

unreasonable;

• AVR's attempts to recover more from current customers to make up for an

anticipated lack of customer growth is unjust to current ratepayers; and

• The change from bi-monthly to monthly billing, may result in increased expenses for

ratepayers, which should be avoided.
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The Town also urged the Commission to take note of Proceeding A.11-01-019, the

"Application of Western Water Holding, LLC, PWC Merger Sub, Inc., Park Water Company (U

314 W) and Apple Valley Ranchos Water Company (U 346 W) for Authority for Western Water

Company, LLC to Acquire and Control Park Water Company and Apple Valley Ranchos Water

Company." The Town filed a Protest in that Proceeding on February 23, 2011 and believes that

these Applications cannot be considered without taking into account the potential impacts of

both the rate increase the merger transaction.

In addition to the issues the Town highlighted in its initial Protest, the Town wishes to

further identify the issue of AVR's changes to its tiered rate structure that will have compounded

impacts when coupled with the general rate increase proposed by AVR in its Application. In the

Application, AVR proposes a drastic modification in its tier structure that that will undoubtedly

push nearly their entire customer base into the more expensive rate tiers. In fact, the newly

proposed tier structure will reduce the quantity allowed under the current tiered structure by

more than half. For example, currently, Tier 1 rates apply to water usage up to 28 CCF, and with

the proposed modifications, Tier 1 rates will only apply to water usage up to 13 CCF, with water

usage in excess of those 13 CCF being charged at the more expensive upper tier rates. The

economic and actual payment impacts of this structural change are not well explained in AVR's

Application and, more importantly, were not explained at all in AVR's Notice to Ratepayers that

it distributed as part of this proceeding.

In the overall context of the Application and request for a rate increase of "20.0%" in

2012, the rate increase noticed to ratepayers given the change in rate tier structures is inherently

misleading and deceptive. If a publicly owned municipal water system were noticing this matter

pursuant to the requirements of California's Proposition 218 and California Government Code,

section 53750(h), it would be legally required to explain in detail the interplay between the

percentage increase proposed and the change in the tiered structure. Government Code, section

53750(h)(1)(B) defines an "increase" in rates to be present when a utility "revises the

methodology by which the ... fee or charge is calculated, if that revision results in an increased

amount being levied on any person or parcel." This is clearly the case at hand with AVR's

proposed revision to its tier units and the reason for requiring such notice is apparent. The

typical AVR ratepayer will actually see closer to a 36% increase in their rates next year assuming

28314.0201A\5862753.1	 -3-



their consumption remains the same because of the change in rate tier structure proposed by

AVR. In fact, the noticed increase of 20% would only take place if the typical ratepayer

dramatically reduced their consumption of water to avoid the increased tiered rates. The Town

believes that this is a significant threshold issue that should be addressed immediately.

AVR's Notice to Ratepayers was inherently defective in its lack of a thorough

explanation of the impact of the changes in the tiered rate structure that go above and beyond the

general increase in rates sought. Accordingly, AVR should be required to renotice this matter in

a clear and concise fashion which will enable ratepayers to clearly understand that even if their

annual consumption remains the same they will be paying something closer to rate increases of

36% or more. The Town would be happy to provide AVR with examples of legally sufficient

notices prepared by municipal water purveyors which explain the interplay between and the tiers

and percentage rate increases proposed within the tiers.

B.	 Proposed Schedule

The Town has no specific objection to the schedule proposed in AVR's initial

Application and will generally defer to the Division of Ratepayer Advocates ("DRA") should

any scheduling issues arise throughout the proceeding.

The Town does wish to specifically note that it has requested that public participation

hearings be held in the Town itself, and wishes to express its view that these public participation

hearings should be held well in advance of any evidentiary hearings so that the parties and the

Commission may take note of the views expressed by the Town's residents and AVR's

ratepayers in this proceeding. The Town is willing to provide its facilities to host one or more

public participation hearing and will work with the Commission to make appropriate

arrangements and accommodations.
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Respectfully submitted,
BEST BEST & KRIEGER LLP

By:
Charity Schil
Counsel for	 of Apple Valley

3.	 Conclusion

The Town appreciates the opportunity to submit this Statement. Our representative, Ms.

Jessica Hirsch, will be available at the Prehearing Conference scheduled for March 1, 2011, to

present a brief statement of our position and to discuss any questions that may be raised.

DATED: February 28, 2011.
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I am readily familiar with the firm's practice of collection and processing correspondence
for mailing, as well as the practice of processing email correspondence. .

I declare under penalty of perjury under the laws of the State of California that the above
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