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On August 7, 1996, the Idaho Public Utilities Commission  received an Application from the Rickel Water Company (Rickel Water; Company) for a Certificate of Public Convenience and Necessity (Certificate) and to set rates.  On September 13, 1996, the Commission issued a Notice of Application indicating that Commission Staff would conduct an investigation into the Application. On January 29, 1997, the Commission issued a Second Notice of Application after Staff completed the investigation of Rickel Water.Staff recommended to the Commission that Rickel Water be issued a Certificate and the proposed rate of $30 per month (including 15,000 gallons of water) plus a charge of $1.10 per thousand gallons in excess of 15,000 gallons per month and a $6,000 hookup fee for new customers. No comments were filed in response to the Second Notice. This Order approves the Certificate and proposed rates and charges.  
BACKGROUND
 Rickel Water is an Idaho corporation that supplies water to a small group of people near Athol, Idaho.  Rickel Water is owned by Mr. & Mrs. Ken Rickel and Jerry Rickel.  The water system is located approximately 15 miles north of Coeur d’Alene, Idaho.  The Company is currently serving six customers, including one commercial customer.
  This new water system began providing service in October 1995, and began billing customers on January 1, 1996.  Rickel Water filed its Application for a Certificate to operate as a public utility and proposed a rate of $30 per month (including 15,000 gallons of water) plus a charge of $1.10 per thousand gallons in excess of 15,000 gallons per month. The Company also proposed a hookup fee of $6,000. The Application indicated that all hookups are metered and read between the first and fifth of the month.  
Staff recommended that the Company’s Application for a Certificate be approved and that the rates and charges currently being charged be approved.  Staff believes that based on the data currently available the rates and charges appear to be reasonable.  Staff also recommended, because the Company is relatively new with little background data upon which to base the rates and charges, that an audit be conducted in approximately one year to measure the reasonableness of the Company’s rates.
FINDINGS
A. The System 
The Rickel water system is located approximately 15 miles north of Coeur d’Alene, Idaho at the intersection of Old Highway 95 and Brunner Road.   Presently, the water system is serving six customers and has the capacity to serve 35 customers.  Existing platted lots in the area being served are approximately ten acres in size with 350 feet to 500 feet of frontage along roads where the water lines are installed.  This water system is interconnected with the Bitterroot Water Company, which received a certificate from  the Commission in December 1995.  Bitterroot is the commercial or wholesale customer of Rickel Water.  No other water system is operating in the area served by Rickel Water. 
The Rickel water system was not installed by the real estate developer.  The owners initially drilled a successful well for their own purposes in an area where it is difficult to find ground water.  Landowners in the area began contacting the Rickels seeking connection to the Rickel’s well.  The Rickels cooperated and have installed nearly two miles of main line.  They have been charging customers $5,000 to $6,000 to connect to the system as a reimbursement for their costs.  The well is 447 feet deep and has a 25-horsepower motor pump, capable of producing 127 gallons of water per minute.
As of June 30, 1996, the Rickels had invested approximately $150,000 in the well and distribution system.  They have collected connection fees of approximately $60,500 for connections to eleven acreages and are currently providing water service to six customers.  Rickel Water also provides water to the Bitterroot Water Company system through an interconnection.  Bitterroot is charged $.04 per hundred gallons for this water.  A meter at the well measures the amount of water pumped and Bitterroot is charged the amount in excess of the total readings of Rickel Water’s residential customers. 
 Staff believes it is in the best interest of the current and future customers for the Commission to issue a Certificate and take regulatory jurisdiction of this company as a public utility.  Staff believes that the Rickel water system is an adequate system, is well engineered, and provides a good source of water.  No other utility is serving the area.

B. Revenue Requirement and Operating Expenses
According to Staff, Rickel Water, as a new company has few historical records from which to develop revenue requirements or rates.  Attachment 1 is a comparative balance sheet for December 31, 1995 and June 30, 1996.  Those balance sheets show that Rickel Water is recognizing connection fees as contributions in aid of construction.  Attachment 2 is a comparative income and cash-flow statement for Rickel Water for the year ended December 31, 1995 and the six months ending June 30, 1996.  The Company did not begin billing customers until November 1995.  As shown on Attachment 2, the only expenses recognized are direct out-of-pocket expenses of the Rickels.
Rule 103 of the Commission Rules for Small Water Companies, IDAPA 31.36.01.103, establishes a presumption that capital investment in plant associated with a new system is contributed capital and therefore will be excluded from rate base.  Staff explains that Rule 103 is premised on the assumption that the cost of a developer installed system is recovered through the sale of lots and the buyer is aware that water is available to the lot at the time of purchase.  As discussed above, the owners of this system are not developers of the real estate within the service area. However, the owners have collected connection fees of $5,000 to $6,000 from landowners who are or want to be connected to the system.  These connection fees are similar to contributions toward the cost of backbone plant the Commission has authorized for other utility companies.  Simply stated, these fees seem to generally reflect actual per customer cost of installing the backbone system.  Given the history of unsuccessful wells in the area, the individual property owners may not be able to find water on their property.  Staff believes these fees are reasonable given the size of the lots being developed in the service area and the cost of drilling individual wells. 
As shown on Attachment 1, the Company has invested $150,287.21 in its total plant in service.  It has collected connection fees of $60,454.72 and recognized net depreciation (accumulated depreciation less accumulated amortization of contributions) of $1,746.57.  The Company will have to install additional transmission lines in order to provide service to the total potential of 35 customers.  The Company’s current net plant investment of $88,085.82 represents significant over capacity for the number of customers currently taking service and should be considered plant held for future use.  The connection fees of $6,000 represent a buy-in by new customers intended to reimburse the system owners for their full investment in the plant assets when all 35 customers are connected. Staff recommends recognizing no rate base for this Company and basing rates only upon reasonable operating costs including compensation to the owners for operating and managing the system. 
Attachment 2 shows that the Company has been operating at a loss during its short history.  The Company realized a $715.40 loss for the six months ended June 30, 1996.  This loss was realized even without any provision for compensation to the Rickels for their direct labor in managing and operating the Company.  The only expenses recognized are direct out-of-pocket expenses of the Rickels.  No expenses have been recognized for the labor of the owners to maintain and operate the water system.
Depreciation expense of $892.93 contributed significantly to this loss.  The depreciation expense is calculated on all of the plant-in-service, then reduced to recognize amortization of contributions received from customers. Staff has some concern regarding the inclusion of depreciation expense because the Company intends to collect connection contributions sufficient to offset the full cost of plant.  Conceivably the net plant balance (cost less contributions) could be considered plant held for future use not subject to a depreciation allowance.  However, most if not all of the existing plant is actually in service but has excess unused capacity.  Staff believes some provision for compensation to the owners for their labor would offset the removal of depreciation expense.
The remaining expenses are all quite low.  Over time Staff expects water testing expenses to average in the neighborhood of $500 to $700 per year as compared with the minimal $64.19 recorded in the first six months of 1996.  Staff indicated that the majority of water testing has been provided through the Bitterroot system, which will be seeking reimbursement.
In sum, Staff advises that because this system is new, it is difficult to calculate a revenue requirement from the minimal history of the Company.  Staff proposes that the revenue requirement be based on reasonable operating costs, including compensation to the owners for operating and managing the system.

C.  Rates
The Company is currently charging its customers $30 per month for the first 15,000 gallons of use plus $1.10 per thousand in excess of 15,000 gallons. Although sufficient data is not yet available to perform a detailed financial analysis, Staff has reviewed the data  available and indicates that the rates the Company is currently charging are reasonable and do not provide the Company with excess earnings. Staff has worked with the Company to establish an accounting system that meets the needs of a regulated utility and expects more detailed records to be available in the future.  Staff intends to audit the Company in approximately one year to check the reasonableness of the rates.  

D.  Customer Relations
The Commission’s Rules and Regulations on Customer Relations apply to all public utilities in Idaho.  These rules prescribe the terms and conditions for the customer to receive service. The rules specify that the utility is required to adopt the policies and practices including deposits, disconnections and billings in accordance with Commission standards.  The utility is also required to file its rate schedules, line extension policies and general service provisions with the Commission for approval.  Together, the rules and tariffs establish rights and responsibilities of both the company and its customers.
As prescribed in the Customer Relations Rules, IDAPA 31.21.01.007, the utility must make available to its customers a summary of the Commission’s rules and the Company’s general service provisions.  The summary will be provided to customers at least once each year and presented to each new customer upon commencement of service.  Consumer Staff is available to the Company for assistance in designing documents and information to send to its customers in compliance with the Customer Relations rules.  Rickel Water, as a regulated utility, must comply with all Commission rules regarding customer relations.   

ULTIMATE FINDINGS OF FACT AND CONCLUSIONS OF LAW
Idaho Code §§ 61-526-528 and Rules 111-113 of the Idaho Public Utilities Commis­sion Rules of Procedure, IDAPA 31.01.01, provide the guidelines for issuance of  a  Certificate of Public Convenience and Necessity.   Idaho Code § 61-526 specifies that there must be a present or future public need for the service, and that the territory for service by the utility must not already be served by another utility or that existing service is inadequate.  Idaho Code § 61-528 provides that the Commission review the utility’s financial ability and good faith ability to construct and maintain the system. 
Rickel Water is a public utility pursuant to Idaho Code §§ 61-125 and 61-129.  We find that the Rickel water system is an adequate system.  It is well engineered, has a good source of water, and the ability to deliver water to the customers.  There is no other water utility presently serving the area and there is a present and public need for water service. Rickel Water has the good faith and financial ability to operate the Company.  We grant Rickel Water’s Application for a Certificate of Public Convenience and Necessity.  
Idaho Code §§ 61-301 and 61-307 require that the Commission establish just and reasonable rates for each utility.  The Commission’s Rules for Small Water Companies, IDAPA 31.36.01, generally state that capital investment in plant will be excluded from rate base.  Rule 103, “Presumption of Contributed Capital,” is premised on the assumption that the costs of developer installed systems are recovered through the sale of lots and the buyer is aware that water is available to the lot at the time of purchase.   Because the owners of this system are not developers of the real estate within the service area, the cost of the capital investment in the water system has not and will not be recovered through the sale of lots. To recover the cost of the capital investment, Staff recommends approval of a connection fee of $6,000 to connect to the system.  We agree with Staff’s recommendation and find that the new service connection fee of $6,000 is reasonable.
As the connection fee is intended to reimburse the system owners for their full investment in the capital investment and because Rickel Water is a small new water company, Staff recommends recognizing no rate base for the Company.  We adopt Staff’s recommendation and find that there is no rate base at this time for Rickel Water.  We also adopt Staff’s recommendation to calculate rates based on reasonable operating costs, including compensation to the owners for operating and managing the system.  We find this to be reasonable because Rickel Water is a new company with very little data available for use, and also because the Staff will audit to confirm the reasonableness of these rates after one year.  We further find that the rates of $30 per month plus $1.10 per thousand gallons over 15,000 gallons per month are designed to recover the revenue requirement established and are fair, just, reasonable and nondiscriminatory.

O R D E R
IT IS HEREBY ORDERED that Rickel Water’s Application for a Certificate of Public Convenience and Necessity is approved.
 IT IS FURTHER ORDERED that Rickel Water file tariffs of rates and charges in compliance with the terms of this Order no later than 30 days from the service date of this Order.  
IT IS FURTHER ORDERED that Rickel Water file tariffs that incorporate the Commission’s Rules and Regulations as required by law and in compliance with this Order.
THIS IS A FINAL ORDER.  Any person interested in this Order (or in issues finally decided by this Order) or in interlocutory Orders previously issued in this Case No. GNR-W-96-2  may petition for reconsideration within twenty-one (21) days of the service date of this Order with regard to any matter decided in this Order or in interlocutory Orders previously issued in this Case No. GNR-W-96-2 .  Within seven (7) days after any person has petitioned for reconsideration, any other person may cross-petition for reconsideration.  See Idaho Code § 61-626.  

DONE by Order of the Idaho Public Utilities Commission at Boise, Idaho this                  day of April 1997.



                                                                                                                                       DENNIS S. HANSEN, PRESIDENT



                                                                                            RALPH NELSON, COMMISSIONER



                                                                          
MARSHA H. SMITH, COMMISSIONER

ATTEST:


                                                                 
Myrna J. Walters
Commission Secretary
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