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ABBREVIATIONS  

AL  



Advice Letter  

Branch  



CPUC Water Branch  

Commission  


California Public Utilities Commission  

CPCN  



Certificate of Public Convenience and Necessity  

CPUC  



California Public Utilities Commission  

CROA  



Cypress Ridge Owners’ Association  

CRSS



Cypress Ridge Sewer Service  

D.  



CPUC Decision  

EPA  



Environmental Protection Agency  

ECOR  



ECO Resources, Inc.  

GRC  



General Rate Case  

kWh



kilo-Watt-hour  

PG&E  



Pacific Gas and Electric  

O.P.  



Ordering Paragraph  

RWC



Rural Water Company, Inc.  

RWC-CRSS  


Rural Water Company, Inc. – Cypress Ridge Sewer Service  

Staff  



CPUC Water Branch Staff  

SWRCB  


California State Water Resources Control Board  

Utility  



Rural Water Company, Inc. – Cypress Ridge Sewer Service  
iv
STANDARDS OF SERVICE  
There are currently no California Public Utilities Commission (CPUC or Commission) standards of service applicable to sewer services.  The State Water Resources Control Board (SWRCB) is the lead agency responsible for standards of service for sewer services.  The CPUC is the lead agency responsible for rate regulation.  
v  
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SECTION 1  --  INTRODUCTION  

On August 3, 2005, the Rural Water Company, Inc. – Cypress Ridge Sewer Service (Utility or RWC-CRSS) filed Advice Letter (AL) No. 4 requesting approval to implement a 36-month surcharge resulting in an increase in sewer service rates of $89,076, or 17.0%.  The Utility indicated that this increase was necessary to recover short-falls in current operations expenses which were booked in an unanticipated expense memorandum account from January 1 through June 30, 2005.  

On August 24, 2005, the Utility filed AL No. 5 requesting approval of a General Rate Case (GRC) to increase rates for sewer service by $89,030, or 46.7%, in 2006.  The Utility indicated that the purpose of its request was to recover increased operating expenses and to allow a rate of margin of 24.63%.  The Utility’s request shows gross revenues of $190,735, at present rates, increasing to $279,765, at proposed rates.  A letter was sent to the Utility stating that its request was semi-complete as of October 13 and instructing it to notify its customers of the request.  A public meeting was scheduled for December 13, 2005.  

Flat-rate sewer service is provided to approximately 352 residential and 8 commercial customers near the City of Arroyo Grande, San Luis Obispo County.  The current rates were established on September 12, 2005, pursuant to CPUC Resolution W-4554, which authorized recovery of $25,289, or 15.2%, from the unanticipated expense memorandum account.  

This report presents the results of CPUC Water Branch Staff’s (Staff’s) GRC investigation and makes recommendations for rate setting, including the recovery requested in AL No. 4.  

SECTION 2  --  SYSTEM DESCRIPTION  

The Utility is a Chapter S (Sole Proprietorship) California corporation with Mr. Charles Baker as CEO (and sole stockholder).  The Utility was granted a Certificate of Public Convenience and Necessity (CPCN) effective January 1, 2003, by CPUC Decision (D.) 02-06-005.  Cypress Ridge Sewer Service (CRSS) is provided water by Rural Water Company (RWC) which Mr. Baker also owns.  Because of the dual ownership, some expense items are shared expenses.  
The Utility has no employees or equipment, thus all services are provided by contracts.  Mr. Baker oversees all contracts and the day-to-day management.  
The Utility currently serves approximately 352 residential and 8 commercial flat rate customers in its service area in San Luis Obispo County, with no additional customers planned for 2006.  The majority of customers are full-time residents, with the majority of the residents being retired or working (executives and self-employed) individuals.  Service territory is less than one square mile and the majority of the terrain is flat land.  
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CRSS is operational and is a stand alone batch reactor system
.  Sewer waste products from customers pass through an initial structure (“headworks”) which is a mechanical grinder that reduces solids to a uniform size in order to enhance uniform settling.  This product then proceeds alternatively into two sequencing batch reactor tanks
 and is then decanted and delivered to a decant tank
.  The sludge from the batch reactors is delivered to a digester for further processing and the effluent from the decant tank is then sent to a flocculation tank
.  Clear water from the flocculation tank is filtered through two rapid fan filters
, disinfected with chlorine, and is routed to one of two disposal ponds
.  Effluent at the primary disposal pond is used as spray irrigation on portions of the golf course
 while the secondary disposal pond is used as an evaporation/infiltration pond
.  The sewer system is equipped with pumps and related facilities, including an alternate generation system for use in the event of power outages. 
SWRCB has indicated that CRSS requires, at a minimum, a Grade 3 wastewater treatment plant operator (as the chief operator).  The plant operator is required to perform daily, weekly, and monthly monitoring and testing, with a monthly report to SWRCB.  SWRCB has also indicated that CRSS has had, and continues to have, several affluent and reporting violations
 and that CRSS will be issued another violation if it does not respond appropriately to the concerns of the SWRCB.  
SECTION 3  --  SUMMARY OF EARNINGS  

Staff performed an investigation of the Utility’s books and formulated a summary of earnings for Test Year 2006.  Appendix A contains estimates for operating revenues, operating expenses, and rate base at present, proposed, and recommended rates for the Test Year.  The basis for each recommended estimate is explained in the sections that follow.  Appendix B contains the tariff schedules at the recommended rates.  

Operating Revenues  

Operating revenues are based upon an estimated sewer customer base of 352 residential and 8 commercial customers, with no additional sewer customers being added in the Test Year.  The breakdown of customers by type can be found in Appendix C.  
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Operating Expense  

Staff performed a comprehensive investigation of expenses.  The basis for each expense estimate is explained below.  Staff applied the inflation factors approved by the Office of Ratepayer Advocates and the Water Division on February 28, 2006, when utilizing historical expenses to determine the Test Year estimate.  




Power  

Power is supplied under Pacific Gas &Electric’s (PG&E’s) Schedule A-1, Small General Service, which became effective January 1, 2006.  

The Utility is billed for three separate meters:  
(1) Water Sewage Plant (#49536R, Acct. #4715993766), 
(2) Well #5 (#51176R, Acct. #4715993005), and 
(3) Cypress Ridge Parkway (#6464T9, Acct. #4715993746).  
Information was provided to Staff which supported a sharing of the energy charges on the Water Sewage Plant meter between RWC and CRSS.  The usage has historically been split 60% for RWC and 40% for CRSS.  
Staff examined historical power consumption from September 2004 through October 2005.  Estimated consumption was determined using the historical consumption, with an adjustment for any projected increase in customers.  PG&E's current tariff rates were then applied to the estimated consumption.  Estimated Test Year total consumption is 138,789 kilo-Watt-hour (kWh).  The breakdown of usage and charges can be found in Appendix C.  The Utility did not provide any supporting documentation for its estimate.  
The recommended Test Year expense for purchased power is $21,023.  




Contract Work  

All work is contracted out as the Utility does not have any employees or resources.  Currently day-to-day operations and maintenance is being provided by ECO Resources, Inc. (ECOR).  
Staff was provided with a copy of the agreement between the Utility and ECOR for the period from July 1, 2005 through July 1, 2010.  The scope of the services provided by ECOR is highlighted as follows:  
1. Certified Personnel – operation under the supervision of the appropriate wastewater treatment plant operator (currently Grade 3).  

2. Maintenance – limited maintenance including preventive, corrective, capital, and facility.  Exclusions include main line repairs and extensions/expansions of the system.  Limit of $10,000 per contract year for preventive and corrective maintenance.  
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3. Operational Testing – includes basic laboratory testing and sample collection/analysis for SWRCB reporting and monthly reporting to the Utility.  

4. Chemical and Materials Inventory – includes cost of chemicals routinely used in the operation of the CRSS.  

5. Client Interaction – includes ECOR representatives attending scheduled meetings by the Utility and information updates on operation and compliance of CRSS.  

6. Emergency Response – 2 hour response time from notification.  24/7 response to emergency situations.  
7. Sludge Disposal – includes transportation of sludge at $800.00 per 3,500 gallon tank truck for all sludge and byproducts.  

8. Reports – includes monthly operation reports, yearly summary report of operations, monthly SWRCB and/or Environmental Protection Agency (EPA) operational and compliance reports.  

9. Sewer Collection System cleaning – includes entire system cleaning once every two (2) year period.  

10. Fines and Penalties – includes paying for any SWRCB and EPA fines, penalties, or claims, as a result of ECOR’s negligence.  

The monthly fee for ECOR’s service agreement is $14,291.67, with some allowance for future adjustments.  Staff did not allow any adjustments for the Test Year and beyond.  
Staff reviewed the CPUC authorized expenses for six other sewer utilities
 and determined that the service agreement for ECOR was not unreasonable for the services provided.  Staff also discussed the needs for service with various other individuals
 and determined that the services provided by ECOR were not unreasonable.  As a result of Staff’s investigation, a service agreement fee of $14,291.67 per month ($171,500 per year) was found to be reasonable.  
Also included in this expense category is the expense for groundwater monitoring as required by SWRCB.  Staff has investigated this expense and found that monitoring is required every six months.  The semi-yearly estimate for this expense is $1,256.4 ($2,513 per year), which Staff found to be reasonable.  
The recommended Test Year expense for contract work is $174,013.  




Office Services and Rentals  

Staff reviewed historical expenses from 2003 and 2004, of which no expenses were booked.  The Utility has indicated that it has an agreement with Multi-Task Business Services, Inc. for $900 per month for office rent, of which $150 is allocated to CRSS and $750 to RWC.  The utility failed to include this expense in its GRC filing but did request this expense at the time of the field investigation.  Staff has reviewed the Utility’s request and finds it reasonable.  
The recommended Test Year expense for office services and rentals is $1,800.  
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Office Supplies and Expenses  

Staff reviewed historical expenses from 2003 and 2004, of which no expenses were booked.  The Utility is requesting $300 per month for office supplies and expenses.  The Utility has indicated that it has an agreement with Multi-Task Business Services, Inc. for $1,800 per month for office supplies and expenses, of which $300 is allocated to CRSS and $1,500 to RWC.  Staff has reviewed the Utility’s request and finds it reasonable.  

The recommended Test Year expense for office supplies and expenses is $3,600.  




Professional Services  

Staff reviewed historical expenses from 2003 and 2004, of which no expenses were booked.  The Utility is requesting $5,495 per year for professional services, which includes $2,400 for certified public accounting services (e.g. preparation of annual CPUC report) and $3,095 for CPUC memorandum accounting.  The Utility has provided bills in support of this request.  Staff has reviewed the Utility’s request and finds that the request for certified public accounting services is reasonable.  Staff notes that the CPUC memorandum accounting services expenses are not typical and have been disallowed for rate making purposes.  
The recommended Test Year expense for professional services is $2,400.  




Insurance  

Staff examined the insurance bill, and corresponding coverage provided, for May 15, 2005 through May 15, 2006 and found it reasonable.  Staff notes that a single insurance policy covers both RWC and CRSS and that the insurance expense is typically divided between the two utilities.  
Staff has confirmed with the insurance carrier
 that approximately 75% of the insurance expense is assignable to CRSS.  Staff has also examined the insurance expenses for RWC (prior to 2003) and notes that the expenses were slightly below $4,000 per year.  The jump from $4,000 to $15,000 is consistent with the allocation given by the insurance carrier.  The premium for the 2005/2006 insurance bill was $20,418.  Therefore Staff is allocating $15,314 to CRSS (75%) and $5,105 to RWC (25%).  The Utility did not provide supporting documentation for its estimate.  
The recommended Test Year expense is $15,314.  




Regulatory Commission Expense  

Staff reviewed historical expenses from 2003 and 2004, of which only 2004 showed an expense being booked.  Staff was supplied with the SWRCB annual billing invoice for the period 
July 1, 2004 through June 30, 2005 and conferred with SWRCB regarding potential rate 
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changes
.  Staff has determined that the current annual rate of $6,235 is reasonable.  The Utility did not provide supporting documentation for its estimate.  

The recommended Test Year expense for regulatory commission expense is $6,235.  




Depreciation Expense  

Staff notes that since D.02-06-005, the Utility has not added any plant to its plant-in-service accounts.  Per Ordering Paragraph (O.P.) No. 4, of D.02-06-005, all sewer plant contributed by the developer or its affiliates should be excluded from rate base for future ratemaking purposes.  There is no depreciation expense since there has not been any plant added since D.02-06-005.  
The recommended Test Year expense for depreciation expense is $0.  




Taxes Other Than Income Taxes  

The Utility did not request reimbursement for property taxes, nor was Staff provided with any copies of property tax bills for CRSS.  There are no employees, so there are no payroll taxes and there appears to be no other expenses for taxes other than income taxes.  Therefore, Staff has not allowed any expenses for this expense category.  

The recommended Test Year expense for taxes other than income taxes is $0.  




Income Taxes  

Income taxes were calculated based upon net taxable revenue.  The calculation of income taxes for the recommended service rates and the corresponding tax rates can be found in Appendix C.  


Rate Base  

The sewer system was financed and constructed by the developer and was considered 100% contributed in D.02-06-005.  As such, D.02-06-005 excluded the plant from rate base for ratemaking purposes.  D.02-06-005 failed to note the plant amounts to be considered as contributions.  The contributed amounts are discussed in the section that follows.  
Rate base is calculated by taking the net plant, subtracting advances & contributions, and adding working cash, materials & supplies, and construction work in progress.  Working cash is allowed when billing occurs in arrears (as in metered services) and is not allowed when billing occurs in advance (as in flat rate service).  In this particular case, sewer services are flat rate and paid in advance, thus working cash is not being allowed.  

Because the plant is 100% contributed, the Utility has not capitalized any plant expenses, there are no advances, no working cash, and no construction work in progress, the rate base for the Test Year is $0.  
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The recommended Test Year rate base is $0.  




Average Sewer Plant-in-Service  

Staff examined the Utility’s annual reports for 2003 and 2004 for plant accounts and noted that there have been no plant additions since being granted a CPCN in D.02-06-005.  

Staff recommends that the amounts in the following table be officially recognized as contributions and excluded from any future rate making proceedings:  

	 
	 
	Beg. Of Year

	Account
	Description  
	2006

	301
	Intangible Plant
	$               0

	303
	Land
	$               0

	304
	Structures
	$               0

	307
	Wells
	$               0

	317
	Other Water Source Plant
	$               0

	311
	Pumping Equipment
	$      10,000

	320
	Treatment Plant
	$ 3,200,000

	330
	Reservoirs, tanks, & sandpipes
	$               0

	331
	Mains
	$ 1,500,000

	333
	Services & Meter Installations
	$               0

	334
	Meters
	$               0

	339
	Other Equipment
	$      40,000

	340
	Office Furniture & Equipment
	$      10,000

	341
	Transportation Equipment
	$               0

	
	Total
	$ 4,760,000


The recommended Average Sewer Plant-In-Service for the Test Year is $4,760,000.  This plant is contributed and is to be excluded from any future ratemaking proceeding.  


Rate of Return and Rate of Margin  

The Utility is citing Resolution W-4524 as its basis for requesting a rate of margin of 24.63% (for 2005).  However, Staff notes that W-4524 was strictly applicable to Class C and D water utilities and not applicable to sewer utilities.  Under the current policies, sewer utilities are not allowed to earn a rate of margin, only a rate of return on rate base.  Because the Utility does not have any rate base to earn a rate of return on, it is only allowed to recover expenses.  Should the Utility wish to earn a return, Staff strongly suggests that it capitalize plant additions rather than expensing them.  Otherwise, the Utility may want to petition the Commission to modify W-4524 to include sewer utilities prior to it seeking future GRC relief.  

Staff is allowing recovery of expenses only and is not allowing a rate of return or a rate of margin.  
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SECTION 4  --  RATE DESIGN  

The Utility’s current rate structure consists of two schedules:  Schedule No. 1, Residential Flat Rate Sewer Service, and Schedule No. 2, Commercial Flat Rate Sewer Service.  

Staff’s recommended rates are the existing rates increased by the percentage increase in revenue requirements for Test Year 2006.  The recommended rates can be found in Appendix B.  
The assumptions for rate design were based upon the recommended revenue requirement for Test Year 2006 of $225,185 and the customer number/type as found in Appendix C.  

A comparison of bills for each customer classification can be found in Appendix D.  

SECTION 5  --  ADVICE LETTER NO. 4  

By AL No. 4, dated August 3, 2005, the Utility seeks to recover $115,841
 in unanticipated expenses for repair of its sewage treatment plant from January 1 to June 30, 2005.  The Project Manager has reviewed the Utility’s expenses recorded in its unanticipated expenses memorandum account and believes that the Utility could not have anticipated the expenses and were not allowed sufficient revenue for the expenses to operate the sewage treatment plant.  
The Project Manager has determined that the Utility should be allowed to recover a portion of the non-budgeted operating expenses.  The difference in expenses for contract work for plant maintenance between that allowed in D.02-06-005 ($82,774 per year, or $6,898 per month) and that found reasonable for contract work ($176,124 per year, or $14,677 per month) was determined to be $7,779 per month for the period from January 1 to June 30, 2005, for a total difference of $46,675.  In addition, Staff found that CRSS incurred a consultant fee, for the same time period, of $23,080.  Staff finds that both the plant maintenance and consultant fees to be reasonable and recommends the recovery of $69,756 for that time period.  
CRSS has requested to recover the memorandum account balance over a 12-month period.  Since the requested increase exceeds 10% of the last authorized revenue requirement, Standard Practice U-27-W prescribes that recovery be spread over 36 months.  Using this prescribed period will make the surcharge more affordable for the customers and will not unduly burden CRSS.  Therefore a 36-month recovery period is being recommended.  
CRSS’ request was to apply an equal surcharge amount to each service connection.  The recommended surcharge is 12.5%, a fixed percentage of the existing tariff rates, applied to each rate category for flat rate customers.  The surcharge rates are shown in Appendix A.  CRSS should be required to track revenues collected under the surcharge and refund any excess revenues collected to the ratepayers.  
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SECTION 6  --  SERVICE, FIELD VISIT, NOTICE AND PUBLIC RESPONSE  

The Utility mailed a notice of the proposed rate increases (combined notice for both AL No. 4 and AL No. 5) to each customer on November 2, 2005.  The Utility noticed its customers appropriately by utilizing the notice provided by the CPUC Water Branch (Branch).  The information provided on the notice was the only information that the Utility was required to provide.  As stated in the notice, customers could contact the Utility for additional information.  Staff finds the information and time period for the notice to be adequate and acceptable.  

Staff received two letters of protest for the rate increase sought in AL No. 4 (memorandum account) and no letters of protest were received for the rate increase sought in AL No. 5 (GRC).  The first letter received was from an individual customer who stated that the Utility was not being run economically and properly, not doing its fiscal duty to the customers and that it was unfair to pass along poor management and financial decisions to the customers.  The second letter received was from the CROA who stated that the AL No. 4 rate increase request should be rejected pending the outcome of AL No. 5.  This letter also indicated objections regarding the status of CRSS, factual errors, reference documents, cost capitalization issues, the ECOR agreement, and the adoption of W-4554.  Neither letter provided supporting information to their statements.  The Staff’s Project Manager has been in contact with CROA regarding its concerns and the Staff’s investigation.  

From December 12, 2004 to December 12, 2005, the Consumer Affairs Branch of the Public Affairs Division received no complaints regarding the Utility.  

Ms. Leslie Tench, Staff engineer, examined the Utility’s records on December 13, 2005, and conducted a field investigation of the visible portions of the system and service area.  Pictures from the field investigation can be found in Appendix E.  Mr. Baker directed a tour of the service area and explained the operation of CRSS.  The Utility’s records were made available for the inspection.  

Staff held an informal public meeting in the Utility’s service area on December 13, 2005.  Approximately 38 individuals attended the meeting.  Of the 38 in attendance, two were from the CPUC, one was from the Utility, two were from ECOR, and the remaining individuals were assumed to be customers
.  
Mr. Chiang, Staff’s Project Manager, explained the CPUC rate setting procedures and Mr. Baker explained the justifications for the increase.  A slide presentation was given by the CROA whereby concerns regarding the operations and rate setting procedures were addressed.  In closing, CROA stated their position as:  (1) opposed to any memorandum account recovery requests for “shortfalls” in operating expenses, (2) not opposed to a rate increase as long as CPUC adheres to its mission statement, and (3) the Utility should be encouraged to open talks with CROA for taking over the Utility.  The balance of the meeting consisted of comments, questions, and discussion among the participants.  The sign-in sheet, minutes of the meeting, and the CROA handout can be found in Appendix F.  
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SECTION 7  --  COMPLIANCE  

There are no outstanding CPUC orders requiring system improvements.  The Utility has been filing annual reports as required
.  A review of the Utility’s tariff sheets has determined that the entire tariff book needs to be updated to comply with the current sewer tariff book tariffs and rules.  

SECTION 8  --  OTHER GRC ISSUES  

Staff notes that several expenses categories are split between RWC and CRSS.  While this is not an uncommon practice when both water and sewer services are provided, what is uncommon is non-concurrent filing of GRC requests and the adoption of expenses for one service and not the other.  Staff notes that RWC has not filed for a GRC at this time, but has filed a GRC only for CRSS.  
In order to aid Staff in its investigation of the Utility’s GRC, it examined RWC’s last GRC and performed a cursory examination of RWC’s annual reports.  RWC’s GRC was performed and rates were set for Test Year 1992, nearly 14 years ago.  Below is a comparison of items adopted and those reported in the 2002 through 2004 annual reports:  

	
Item
	Adopted 
TY 1992
	
2002
	
2003
	
2004

	Management Salaries
	$25,000
	$76,000
	$92,000
	$97,000

	Office Salaries
	$0
	$24,000
	$28,000
	$28,000

	Office Service & Rentals
	$  3,215
	$12,679
	$  3,523
	$15,484

	Insurance
	$  5,000
	$  3,779
	$  8,355
	$  8,831

	Number of Customers
	237
	758
	847
	863


As shown by the above comparisons, the number of customers has increased over 264%.  Without the benefit of a GRC, Staff is unable to determine whether rates should have been adjusted downward, thus benefiting the ratepayers.  Because of this, Staff is recommending that RWC be ordered to file a GRC within 90 days of the issuing resolution.  Staff also reminds the Utility that a “normal” GRC cycle is once every three years, or more often if the need is great.  The passing of 14 years since rates were last authorized is not desirable and is not in the best interest of ratepayers or the Utility’s.  
SECTION 9  --  FINDINGS  

1. The Staff’s recommended Summary of Earnings (Appendix A) is reasonable.  

2. The rates recommended by the Staff (Appendix B) are reasonable.  

3. The quantities (Appendix C) used to develop the Staff’s recommendations are reasonable.  
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4. The rate increase proposed by the Staff is justified.  The resulting rates are just and reasonable.  

5. A total of 2 correspondences were received regarding the AL No. 4 filing and none were received regarding the AL No. 5 filing.  One questioned the management and financial decisions of the Utility and the other requested the rejection of AL No. 4 until AL No. 5 was processed.  All correspondence was reviewed by Staff and was taken into consideration.  
6. The Utility needs to update all tariff sheets to reflect the current sewer tariff sheets.  

7. Several expenses are split between RWC and CRSS.  The rates recommended are for CRSS.  Rates are not being adjusted for RWC at this time.  

8. It has been 14 years since the RWC’s last GRC.  

9. Staff’s recommendation that RWC be ordered to file a GRC within 90 days of the issuing resolution is reasonable.  

10. The Utility should track revenue collected under the surcharge for its unanticipated expense memorandum account and refund any excess revenues collected to its customers.  
SECTION 10  --  RECOMMENDATIONS  

1. The CPUC adopt Staff’s recommended Summary of Earnings (Appendix A).  

2. The CPUC authorize an increase of annual revenues of $34,450, or 18.1%, at the recommended rates contained in Appendix B.  A residential flat rate sewer customer would receive an increase in a monthly bill from $44.03 to $51.98, or 18.1%.  

3. The CPUC adopt the quantities (Appendix C) used to develop the Staff’s recommendations.  

4. The CPUC order the Utility to update all tariff sheets in accordance with the current sewer tariff sheets.  
5. The CPUC order the Utility to file a GRC for RWC within 90 days of the issuing resolution.  

6. The Utility should be required to track revenue collected under the surcharge for its unanticipated expense memorandum account and refund any excess revenues collected to its customers.  
Appendix A  
Rural Water Company, Inc.  

Cypress Ridge Sewer Service  

SOE - Test Year 2006  

	
	RWC-CRSS
	RWC-CRSS
	Branch
	Branch
	Branch

	
	Present
	Requested
	Present
	Requested
	Recommended

	Description
	Rates
	Rates
	Rates
	Rates
	Rates

	
	
	
	
	
	

	OPERATING REVENUES
	
	
	
	
	

	   Flat Rate Sewer Revenues
	190,735
	279,765
	190,735
	279,665
	225,185

	TOTAL REVENUES
	190,735
	279,765
	190,735
	279,665
	225,185

	OPERATING EXPENSES
	
	
	
	
	

	   Purchased Water
	0
	0
	0
	0
	0

	   Power
	19,000
	19,000
	21,023
	21,023
	21,023

	   Other Volume Related Exp.
	0
	0
	0
	0
	0

	   Employee Labor
	0
	0
	0
	0
	0

	   Materials
	0
	0
	0
	0
	0

	   Contract Work – General Exp.
	174,700
	174,700
	174,013
	174,013
	174,013

	   Contract Work – Water Testing
	0
	0
	0
	0
	0

	   Transportation Expenses
	0
	0
	0
	0
	0

	   Other Plant Maintenance Exp.
	0
	0
	0
	0
	0

	   Office Salaries
	0
	0
	0
	0
	0

	   Management Salaries
	0
	0
	0
	0
	0

	   Employee Pensions and Benefits
	0
	0
	0
	0
	0

	   Uncollectible Accounts Exp.
	0
	0
	0
	0
	0

	   Office Services and Rentals
	0
	0
	1,800
	1,800
	1,800

	   Office Supplies and Exp.
	3,600
	3,600
	3,600
	3,600
	3,600

	   Professional Services
	5,495
	5,495
	2,400
	2,400
	2,400

	   Insurance
	15,000
	15,000
	15,314
	15,314
	15,314

	   Regulatory Commission Exp.
	6,700
	6,700
	6,235
	6,235
	6,235

	   General Expenses
	0
	0
	0
	0
	0

	SUBTOTAL
	224,495
	224,495
	224,385
	224,385
	224,385

	   Depreciation Expense
	0
	0
	0
	0
	0

	   Taxes Other Than Income Taxes
	0
	0
	0
	0
	0

	   Income Taxes & Franchise Fee
	0
	0
	800
	12,485
	800

	TOTAL DEDUCTIONS
	224,495
	224,495
	225,185
	236,870
	225,185

	NET REVENUE
	-33,760
	55,270
	-34,450
	42,795
	0

	RATE BASE
	
	
	
	
	

	   Average Plant In Service
	
	
	4,760,000
	4,760,000
	4,760,000

	   Average Depreciation Reserve
	
	
	0
	0
	0

	NET PLANT
	
	
	4,760,000
	4,760,000
	4,760,000

	   Less:  Advances
	0
	0
	0
	0
	0

	              Contributions (Undepr.)
	
	
	4,760,000
	4,760,000
	4,760,000

	   Plus:  Working Cash
	0
	0
	0
	0
	0

	              Materials & Supplies
	0
	0
	0
	0
	0

	              Const. Work In Progress
	0
	0
	0
	0
	0

	RATE BASE
	n/a
	n/a
	0
	0
	0

	RATE OF MARGIN
	-15.04%
	24.62%
	-15.30%
	18.07%
	0%
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Rural Water Company, Inc.  

Cypress Ridge Sewer Service  
Schedule No. 1  

RESIDENTIAL FLAT RATE SEWER Service  

APPLICABILITY  
Applicable to all residential sewer service.  

TERRITORY  
Cypress Ridge, within Tract # 1933, and including Golf Course Complex, San Luis Obispo County.  

RATES  







Per Connection  








    Per Month  


For all residential sewer service  . . . . . .
    $51.98  




(I)  

SPECIAL CONDITIONS  
1. All sewer service is subject to a surcharge of $6.74 for a period of 36 months  

(T)  
beginning September 12, 2005.  







(T)  
2. All sewer service is subject to a surcharge of $5.37 for a period of 36 months  

(N)  
beginning with the effective date of the advice letter.  




(N)  
3. All bills are subject to the Reimbursement fee set forth in Schedule No. UF.  

(L)  
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Rural Water Company, Inc.  

Cypress Ridge Sewer Service  
Schedule 2  

COMMERCIAL FLAT RATE SEWER SERVICE  

APPLICABILITY  

Applicable to all commercial sewer service.  

TERRITORY  

Cypress Ridge, within Tract #1933, and including Golf Course Complex, San Luis Obispo County.  

RATES  
Service Charge:  













AL No. 2-A 
(T)  








Per Connection 


Surcharge  









    Per Month 


Per Month  




For  
Golf Pro Shop  


       $34.83
(I)

$  4.34  




For  
Golf Maintenance Facility  
       $84.47
 | 

$10.52  




For   
Commercial/Office Facility  
       $69.64
 | 

$  8.67  




For  
Pavilion  


       $69.64
(I)

$  8.67  









AL No. 4

(N)  









Surcharge

  |  









Per Month  

  |  



For  
Golf Pro Shop  


$  3.60


  |  




For  
Golf Maintenance Facility  
$  8.72


  |  




For   
Commercial/Office Facility  
$  7.19


  |  




For  
Pavilion  


$  7.19


(N)  

SPECIAL CONDITIONS  
1. AL No. 2-A Surcharge is effective for a period of 36 months beginning September 12, 2005.  
(T)  
2. AL No. 4 Surcharge is effective for a period of 36 months beginning with the effective date  
(N)  
the advice letter.  









(N)  

3.  All bills are subject to the Reimbursement fee set forth in Schedule No. UF.  


(L)  
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Rural Water Company, Inc.  

Cypress Ridge Sewer Service  

Recommended Quantities - Test Year 2006  

1. Federal tax rate:  
 15% for 1st $50,000 of taxable income  



 25% for next $25,000 of taxable income  



 34% for next $25,000 of taxable income  



 39% for next $235,000 of taxable income  


2. State tax rate:  8.84%  


3. Service connections:  


Residential Flat Rate Sewer Service:  352  

Commercial Flat Rate Sewer Service:  


Golf Pro Shop:  3


Golf Maintenance Facility:  1


Commercial/Office Facility:  3


Pavillion:  1

4. Contract work:  


ECO Resources, Inc.  -  $171,500 per year  

Groundwater monitoring  -  $2,513 per year  


Purchased Power  

Pacific Gas and Electric Company, Schedule No. A-1, Small General Service, 


Effective January 1, 2006  


Quantity Charge:  


kWh used - total:  138,789  



kWh used – summer:  66,849  



$/kWh – summer:   $0.17375  



kWh used – winter:  71,940  



$/kWh – winter:   $0.12673  

Service Charge:  


Customer Charge:  



$/meter/day - single-phase:   $0.26612  



$/meter/day - polyphase:  $0.39425  



No. of meters - single phase:  3  

No. of meters - polyphase:  0  
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Rural Water Company, Inc.  

Cypress Ridge Sewer Service  

Recommended Quantities - Test Year 2006  

5. Recommended Rates – Adopted Tax Calculations  

Line







State

Federal  

No.

Item






Tax

Tax  

1. 
Operating Revenues




$225,185
$225,185  

2. 
Expenses





$224,385
$224,385  

3. 
Taxes Other Than Income Taxes


$           0
$           0  

4. 
Depreciation





$           0
$           0  

5. 
Interest






$           0
$           0  

6. 
State Taxable Income




$       800  

7. 
State Income Tax (@8.84% or $800 minimum)
$       800  

8. 
Federal Taxable Income





$           0  

9. 
Federal Income Tax (@15% & 25%)




$           0  

10. 
TOTAL INCOME TAX





$       800  
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Rural Water Company, Inc.  

Cypress Ridge Sewer Service  

Comparison of Rates - Test Year 2006  

A comparison of bills for each customer classification is shown below:  

	
	Customer
	Present
	Recommended
	Percent

	
	Type
	Rates
	Rates
	Increase

	Schedule No. 1:
	Residential
	$44.03
	$51.98
	18.1%

	
	
	
	
	

	Schedule No. 2:
	Golf Pro Shop
	$29.50
	$34.83
	18.1%

	
	Golf Maintenance Facility
	$71.55
	$84.47
	18.1%

	
	Commercial/Office Facility
	$58.99
	$69.64
	18.1%

	
	Pavilion
	$58.99
	$69.64
	18.1%
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Rural Water Company, Inc.  

Cypress Ridge Sewer Service  

Field Investigation Pictures  
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CRSS Plant
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Processing Tanks  
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Rural Water Company, Inc.  

Cypress Ridge Sewer Service  

Field Investigation Pictures  
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Primary Disposal Pond  
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Secondary Disposal Pond
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Rural Water Company, Inc.  

Cypress Ridge Sewer Service  

Field Investigation Pictures  
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Territory  

[image: image10.jpg]


  

[image: image11.jpg]



Territory  
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Cypress Ridge Sewer Service  

Public Meeting Sign-In Sheet, Minutes, and CROA Handout  
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Rural Water Company, Inc.  

Cypress Ridge Sewer Service  

Public Meeting Sign-In Sheet, Minutes, and CROA Handout  
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Rural Water Company, Inc.  

Cypress Ridge Sewer Service  

Public Meeting Sign-In Sheet, Minutes, and CROA Handout  
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RURAL WATER COMPANY

CYPRESS RIDGE SEWER OPERATIONS

DECMEBER 13, 2005

PUBLIC MEETING NOTES



A public meeting was held on December 13, 2005, at the Cypress Ridge Pavilion to receive input for the Utility’s proposed GRC and requested offset increase.  The meeting began at 2:10 p.m. and was attended by approximately 32 individuals (sign-in sheets follow).  Others in attendance included Charles Baker (Utility Owner and General Manager), Eric Chiang (CPUC), Leslie Tench (CPUC), Charlie Grace (ECOR), Steven Richardson (ECOR), and Steven Martinez (CROA) .  

Mr. Chiang gave a brief introduction of the CPUC and its role in the rate setting process, gave a brief description of the requested increases for the GRC and for the Memorandum and Reserve Account offset requests, introduced Mr. Baker and Ms. Tench, described the investigation documentation (Staff Results of Operations report), and set speaking ground rules for all in attendance.  

Mr. Baker indicated that the reasons for the GRC and offset recover were for the unanticipated expenses incurred in running the sewer facility.  He indicated that the rates set in place by the CPUC were estimates and were grossly understated.  He indicated that the losses were roughly going to be $76,000 for all of 2005 and that he had hoped to break even or even show a profit after the filings were approved.  

Mr. Martinez gave a slide presentation on behalf of the CROA.  Areas brought to the CPUC’s attention were:  

(1) the confusion over the rate requests,  

(2) the reasonableness of the charges for running the system,  

(3) the confusion over terms (specifically rate of margin and rate of return),  

(4) the adamant opposition to the surcharge request,  

(5) the suggestion that a lower rate of margin than 15% be utilized in setting rates, and  

(6) the question of competency of the owner in running a sewer facility.  
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Cypress Ridge Sewer Service  
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RURAL WATER COMPANY  
CYPRESS RIDGE SEWER OPERATIONS  
DECMEBER 13, 2005  
PUBLIC MEETING NOTES CONTINUED  


In closing, the presentation was summarized in three points:  (1) opposition to any surcharge requests, (2) open to GRC request if CPUC follows its mission statement, and (3) CPUC should encourage the transfer of ownership to the association if Mr. Baker truly wants to get out of the sewer business.  The written presentation is attached to these minutes and can be referred to for more detail on each of the areas outlined above.  

Mr. Grace of ECOR gave a brief presentation of the operation and quality of the sewer system.  Mr Richardson, also of ECO, indicated that ECOR was to blame for taking so long in taking over the operations of the system and that Mr. Baker was not to blame.  He also indicated that ECOR’s pricing is lower than those of its competitors.  There was some discussion on responsibility of fines (who pays them) when standards are not met.  Mr. Richardson indicated that the system has improved and they are getting better at maintaining the appropriate levels.  

Public participation included discussion on rate of return versus rate of margin, the competency of Mr. Baker in running a sewer system (and why the customers should pay for this), the application of CPUC resolution W-4524 to sewer utilities, fee comparisons for sewer facilities, and questionable interactions between Wallace (the former sewer plant operator) and ECOR.  

The meeting adjourned at 4:24 p.m.  
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CPUC Meeting

December 13, 2005
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950 Cypress Ridge Parkway e Aroyo Grande, CA 93420
(805) 544-9093  (FAX) 544-6215

Thank You

Our “thanks” to everyone who is here today, but especially to the CPUC staff members
who are here ... for 2 reasons:

1. We, the rate-payers, genuinely appreciate the opportunity to be heard

2. For your letter to Rural Water dated October 14, 2005.

a. Inthat letter, you advised Rural that their applications for Surcharges and
General Rate Increases were getting confusing.

b. You also informed Rural that you would combine all remaining open
issues into a single issue and that you wanted a single Public Meeting to
address that issue.

c. As one of the rate-payers trying to keep up with the requests for rate
increases, your letter probably saved my sanity.

Role of the CPUC

“The CPUC is responsible for assuring safe services and that utilities provide those
services at reasonable rates.” — taken from your website.

Break Presentation into 3 pieces (time periods)

a) 2004

We know that you (the CPUC) consider 2004 issues as ‘ruled on’ and that you
want to ‘go forward’ with the open issues, but there are some points that were
presented at our meeting with you earlier this year that remain unanswered. So,
please bear with us a little bit. We are going to use some of the issues previously
presented as “History” to help establish the logic for why we are where we are.

b) First half of 2005 '

We realize that there are several issues which are “common” to Rural’s
Application for a Surcharge and to Rural’s Application for a General Rate
Increase. However, there are some that are also unique. For simplicity’s sake, we
would like to present those separately.

¢) Starting 2006

This is where you, the PUC, will start to earn your money. There are major
questions that need answering. We ask that you keep in mind your Mission
Statement. We, the rate-payers, do not have many other places to go. We need
your educated judgment.

Meeting with CPUC — 12/13/05
Page 1 0of 8
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Piece #1 - 2004

At the meeting with the CPUC earlier this year, we raised numerous issues regarding the
competency of operation of the Cypress Ridge Wastewater Facility. In Resolution W-
4554 (which gave Rural Water their most recent rate increase) you addressed some, but
not all of those issues. We present the following as background to insure that we are all
starting at the same point.

For the purposes of this meeting, 2004 started with an application letter dated January 26,
2005 from Rural Water to the PUC. In that application, Rural requested permission to
recover $143,824.18 from rate-payers. The justification that Rural Water used for the
proposed rate increase was “unanticipated expenses of operation”. After “due process”
Resolution W-4554 was issued on August 25, 2005 by the PUC. This Resolution granted
Rural the right to recover $75,867 in “unanticipated expenses”. Not an insignificant
amount, but a little more than 1/2 of what was originally requested.

There are serious differences of opinion on how to view the generation of those
“unanticipated expenses”, but most involved will agree that the primary problem during
2004 was the “excessive sludge” generated during operation of the wastewater facility.
Or perhaps said more correctly, the villain was the “costs” associated with that excessive
sludge.

Most would agree, as well, that the “excessive sludge” problem began in late 2003 when
Rural Water began to convert the facility to “designed operating parameters”

As a reminder of the magnitude of the sludge problem, the original design documents for
the wastewater facility anticipated ~2,500 gallons of “sludge” per month (roughly 30,000
gals/year). Rural Water records show that in January of 2004, they had to dispose of
99,000 gallons of sludge (almost 40 times the expected volume). Their total sludge
removal during 2004 was ~950,000 gallons (more than 32 times the expected volume).

Or said another way, in documents submitted to the PUC, Rural states that they, in 2004,
spent almost $114,000 on ‘sludge associated” expenses. For the same time period, Rural
reported an operating loss of $156,615 (note: planned loss for 2004 was $27.290 -- from
Rural & PUC documents).

From the documents available to us, it was impossible to identify what the “anticipated”
sludge costs were, but for the sake of discussion, let’s use the available information from
the actual volume of sludge removed for some calculations.

2004 Actual Costs:

1. Cost of Sludge removal = $114,000

2. Volume of Sludge removed = 950,000 gallons

3. Unit Cost of Sludge removal = $0.12 per gallon
($114,000 divided by 950,000 gallons)

Meeting with CPUC — 12/13/05
Paae 2 of 8
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4. Seems conservative, but close enough (Rural’s records show that Avila CSD
during 2004 charged Rural from $0.11 to $0.17 per gallon)

2004 Anticipated Costs:

1. Design documents show that the planned sludge should be about 30,000
gallons per year
2. 30,000 gallons times $0.12 per gallon = $3,600 ... let’s say $4,000

Magnitude of 2004 Sludge Problem:

1. $114,000 actual sludge cost less $4,000 planned = $110,000
2. It appears that of Rural’s losses during 2004, at least $110,000 can be
attributed to excessive sludge.

At this point, we need to diverge for just a second or two. Rural Water filed for recovery
of what they called “unanticipated costs during 2004”. They filed using CPUC
Resolution 4467 as justification. This Resolution came into effect on April 22, 2004. So
the cost recovery that Rural was seeking applied only to the 8+ months from April 22 to
December 31, 2004 (73% of a year).

Now, back to where we were, it is interesting to note that on a “reported loss” - for all of
2004 not 73% -- of $156,615 (against a ‘Planned” loss of $27,290) — numbers from
Rural Water & PUC documents. Rural figured out how to generate an application
seeking $143,824.18??

But again, we have diverged ... the points that we were trying to establish:

1. Major cause of Rural’s 2004 operating losses was excessive sludge
2. All other expenses were roughly ‘as anticipated’

Piece #2 - First half of 2005

Rural is seeking recovery of another $89,076 for ‘shortfalls in current operations’ during
the first 6 months of 2005. Let me read to you from that Application and give you a
chance to consider some of what we consider interesting points:

“In February, 2005, Rural hired Gary Kalar as consultant to review the method of
operators J.L. Wallace & Associates, and direct changes that could reduce the sludge
costs.”

a) Rural is bragging about hiring a consultant in February 2005 for a problem
which began in late 2003.
a. What they neglect to say is that this consultant was introduced to them
in December of 2004 by Denis Sullivan ... who was concerned about

Meeting with CPUC — 12/13/05
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the on-going problems at the wastewater facility and Rural’s inability
to address those problems.

“Through his effort, the amount of sludge has been greatly reduced

a) From Rural’s records, the Wastewater Disposal cost for the 1* 6 months of
2005 was $22,413 ... or a monthly average of $3,736.
a. This is a significant reduction when compared to the $9,500 average
monthly cost during 2004.
b. We compliment Rural on the trend, but MUST ask the question ... why
didn’t you do this months ago?

“Rural terminated its contract with J.L. Wallace & Associates on June 30, 2005, and
hired Eco Resources who are working with Mr. Kalar to further improve the sewer
operation.”

a) Wallace was terminated at the end of June and replaced with Eco Resources.

b) We were told by Eco Resources (no documentation) that the sludge problem
appears to be ‘under control’ and that monthly sludge removal is now roughly
3,000 gallons per month.

c) Ihave no expense information since Eco Resources was hired, and I can find
no evidence that Gary Kalar is continuing to work with Eco Resources.

“Because Eco Resources has agreed to a fixed rate, Rural can now submit a budget for a
Rate Increase (Test year 2006) that will be more accurate than in the first two years of
operation, and of which will have an increase in customer numbers.”

a) My personal favorite -- “Because Eco Resources has agreed to a fixed rate,
Rural can now submit a budget for a Rate Increase ...”

b) “... more accurate than in the first two years of operation, and of which will
have an increase in customer numbers.”???7?

One last point, unique to this Surcharge application ... Rural has given itself a raise.
Under CPUC Resolution (D 02-06-005) which established Rural Water as the
Owners of the Cypress Ridge Wastewater facility, Rural’s ‘Rate of Return” was

established as 15% of operating costs through the end of 2005. In their
application for cost recovery, Rural has given themselves a raise to 24.63%.

Piece #3 -- Start of 2006

On August 3, 2005, Rural Water submitted an application to the PUC for a General Rate
Increase of 46%. Keep in mind that this is an increase in addition to:

a) The PUC inflation increase already granted

Meeting with CPUC — 12/13/05
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b) The 2004 “unanticipated costs” increase already granted, and
c) The first %2 of 2005 “shortfalls” request

To provide a frame of reference, if the additional rate increases requested by Rural are
approved as submitted, residential sewer service in Cypress Ridge will become roughly
$75 per month per residence -- as compared to $42.62 in January of this year (an increase
of more than 75%).

As we ponder Rural’s latest application for a rate increase, I am reminded of 2 things:

1. Now would be a good time to remind you, the PUC, of your mission statement
a. “The CPUC is responsible for assuring safe services and that utilities
provide those services at reasonable rates™

2. A term that was popular in the Computer Industry a number of years ago
a. FUD -- Fear, Uncertainty, & Doubt.

Let’s review a couple of points:

1. As we discussed earlier, Resolution (D 02-06-005) effectively blessed the gift of
the Wastewater Treatment Facility (almost $5 million) from Cypress Ridge Ltd to
Rural Water

2. In the Resolution, the PUC recognized that to allow Rural to use the value of this
“gift” in ANY rate calculations would result in monthly rates which would be
significantly higher than “reasonable™

a. Instead, the PUC authorized Rural to utilize a “Rate of Margin” on its
investment in the Wastewater Facility. This ROM was set at 15%.

b. As Rural’s only investment was the expenses to operate the facility, the
decision effectively was to provide Rural with a 15% rate of return on
invested capital.

c. Given the captive audience and the financial risks involved, this was/is
probably a fair ROM.

3. This same Resolution also acknowledged that Cypress Ridge was in the process
of being built and that there was some risk based on the speed of the “build out”
of the community. In fact, the financial plan associated with this Resolution,
called for Rural Water to lose money on operations until the year 2005 at which
point a break-even, or modest profit, would be achieved.

a. By signature, Rural acknowledged the risk and stated that they had both
“the technical competence and financial strength” to accept that risk.

4. The ‘build-out’ of the Cypress Ridge community has occurred at, or slightly
ahead of, the pace detailed in the financial plans. This has translated into an
Income stream to Rural Water that is at, or slightly ahead of, the pace detailed in
the financial plans.

Meeting with CPUC —- 12/13/05
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Given the above, let’s go back to FUD — Fear, Uncertainty & Doubt

FEAR

1. Four times in the last year, Rural has submitted applications to the PUC
requesting more money.
a. One of those requests was an “adjustment” for expense increases due to
“inflation” -- we DID NOT challenge this as we felt it was ‘reasonable’
b. Two of those requests were based on what Rural called “unanticipated
operating costs”.

i. Tam not sure of your definition of “unanticipated operating costs”
but by our reading of Rural’s applications, a more accurate
statement would have been “... our inability to operate the facility
in a competent manner”.

c. The latest request is for a General Rate Increase of 46%.

2. Rural Water is attempting to raise its rate of margin (ROM) to 24.63%
a. Rural cites Resolution W-4524 as justification. In reviewing this
Resolution, it appears to apply only to Water Utilities. There is no
mention of an extension of this Resolution to Sewer Utilities.

3. Where, or when, will the rate increase applications stop?
a. As evidenced by the on-going string of rate increase applications, Rural
may not have the competence to work the wastewater facility, but they
clearly are competent in “working the system”

UNCERTAINTY

1. Is Eco Resources a good hire?
a. Based on our observations to date, the technical capabilities of Eco
Resources appear to be solid.

b. Their discovery of a design flaw in the wastewater facility layout was very
positive. More importantly, they not only discovered the flaw ... they
fixed it.

The continued reduction in sludge is a great sign of progress.
But are there hidden problems?

i. It is our understanding that the wastewater facility had several
violations of water quality control standards in August and
September.

ii. We have been told, but not verified, that the problems continue in

October

a0

2. Is the annual rate charged to Rural “reasonable”? How can we check?

Meeting with CPUC — 12/13/05
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a. Rural’s ‘Total Cost of Operations” during 2004 was $299,297 ... for
simplicity, let’s say $300K.

b. Earlier we showed that the ‘excess sludge’ problem was responsible for
$110K in excess cost in 2004.

c. Per Rural’s request for a General Rate Increase, the planned Total
Operating Costs for 2006 are $224,495 (which includes $171,500 fixed
payment to Eco Resources). Again, for simplicity, let’s say that total
planned expenditures are $225K.

d. If we take the 2006 Planned expenditures ($225K) and subtract the 2004
Actual expenditures ($300K) we show a significant savings ($75K). But,
if we then deduct the $110K in excess sludge costs we change from a
savings to an increase in cost of $35K.

DOUBT

1. In their Advice Letter No. 3, Rural was happy to announce that they had entered
into a “fixed rate contract” with Eco Resources for operation of the wastewater
facility.

a. Happy -- because they now had a ‘fixed cost” invoice that they could use
as part of their justification of a General Rate Increase.

b. Doubt -- What incentive is there for either Eco Resources or Rural to
maintain a “reasonable” cost structure?

2. Capitalization of Major Costs

a. Rural has stated that they would not be using any form of amortization for
major expenses. It is their intention to simply expense all costs.

b.  Under the current PUC plan for Rate of Margin this makes sense for
Rural. They simply pay the invoice and add 15% (25%??) and pass the
total cost on to their ratepayers.

¢. Does this seem reasonable?

d. Isthere a difference between the financial statements made to the PUC
and the IRS?

3. Atthe last PUC meeting (earlier this year), and in W-4554 there were several
comments that alluded to the fact that if financial relief was not granted, Mr.
Baker might have to “abandon the system”.

a. Mr. Baker has, on several occasions, made verbal suggestions that he
might ‘give’ the facility to the homeowners

b. On August 7, 2005 he wrote a letter to Jack Dixon stating that ... I would
like to entertain some thought to having Rural Water Company offer the
Cypress Ridge Sewer Service Facility to the C.R. Home Owners
Association in exchange for ...”

c. In November, he verbally delayed any talk about Home Owner acquisition
until after this meeting

d. Is this just another “tactic™?

Meeting with CPUC — 12/13/05
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CLOSING

‘We have covered a lot of ground here today. As the PUC correctly noted in their October
14" letter to Rural Water, there are certainly opportunities for confusion. So, let me
finish with 3 quick points to make it absolutely clear where we stand:

1. We empbhatically oppose any surcharge requests from Rural Water for “shortfalls
in operation”. The “shortfalls” are due to incompetent operation of the facility
and unconscionable delays in any corrective action.

2. We are open to a request for a General Rate Increase, but call upon the PUC to
remember its Mission Statement “The CPUC is responsible for assuring safe
services and that utilities provide those services at reasonable rates”. While we
like what we have seen so far regarding Eco Resources, we DO NOT think that a
fixed price contract that eliminates, or even reduces, oversight capability is
“reasonable”.

3. Rural Water’s threats to ‘abandon the system’ appear very hollow -- We would
classify them as negotiating tactics. If Rural Water truly wants out of the sewer
business, the PUC should strongly suggest to them that they consider talking with
the CROA.

Meeting with CPUC — 12/13/05
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�   SWRCB Order No. 97-66 (discharge and reclamation requirements for CRSS) states that the governing code for installation is Title 17 and Title 22 of the California Code of Regulations and the Uniform Plumbing Code and that up to an average of 140,000 gallons per day of domestic wastewater can be treated at CRSS’ facilities.  


�   Each measuring 24 feet long, 28 feet wide, and 16 feet high.  


�   Measuring 22 feet wide, 14 feet long, and 8 feet high.  


�   The flocculation tank has a capacity of 2,100 gallons and a detention time of 10 minutes.  


�   49 square feet of filtering area.  


�   The primary disposal pond is a lined pond and is located on the golf course near the 18th green (it is outside the treatment plant property).  The secondary disposal pond is unlined and is located within the treatment site.  


�   Water demand of the golf course is estimated to be 375 acre feet per year, of which a minimum of 75 acre feet will be met with waste water effluent.  


�   With a 30-day storage capacity.  


�   These have occurred both before and after ECO Resources, Inc. operations.  


�   California Utilities, Interstate-5, Lewiston Valley, Little Bear, Rolling Green, and Mayacama.  


�   Including, but not limited to, SWRCB, a previous CRSS operator, and other CPUC-regulated utilities.  


�   Rural Special Districts Insurance Services.  


�   SWRCB has indicated that any rate changes are dictated by legislation and are not directly under SWRCB’s control.  


�   AL No. 4 was filed indicating recovery of $89,076.  Staff calculated $115,841 in expense recovery.  


�   Not all individuals who attended the meeting signed the sign-in sheet.  


�   Separate annual reports are filed for CRSS and for RWC.  





