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I. BY THE COMMISSION

A. Statement

1. On October 1, 2012, Prospect Mountain Water Company, Inc. (Prospect Mountain or Company) filed an application in Docket No. 12A-1049W, requesting an order approving the proposed interim rates and rate design pursuant to Rule 5112 of the Rules Regulating Water, and Combined Water and Sewer Utilities, 4 Code of Colorado Regulations (CCR) 723-5.  Prospect Mountain sought to shorten the intervention and notice period to the application, expedited treatment of the application, and a waiver of certain Commission rules.  Prospect Mountain also filed a motion to consolidate the application with Docket No. 12A-1050W on October 2, 2012.

2. On October 2, 2012, Prospect Mountain also filed an application in Docket No. 12A-1050W, seeking an order granting it a Certificate of Public Convenience and Necessity (CPCN) to construct and operate a permanent water service connection to the Town of Estes Park, Colorado (Town or Estes Park) and to disconnect the water service connection to the United States Bureau of Reclamation (Reclamation) in Larimer County, Colorado.  Prospect Mountain sought to shorten the intervention and notice period to the application, expedited treatment of the application, and a waiver of certain Commission rules.  Prospect Mountain also filed a motion to consolidate the application with Docket No. 12A-1049W.  

3. We consolidated Prospect Mountain’s Docket No. 12A-1049W, an Application for interim rates and rate design, and Docket No. 12A-1050W, an Application for a Certificate of Public Convenience and Necessity for a permanent water service connection to the Town and to disconnect the water service connection to the Reclamation; and approved the shortening of the intervention period, alternative form of notice, and waiver of certain Commission rules by Decision No. C12-1141-I issued October 3, 2012.  Docket No. 12A-1049W was designated as the primary docket in this proceeding.

4. Prospect Mountain is a privately-owned Colorado water utility providing service in designated areas within Larimer County, Colorado, near but outside of Estes Park.  Its principal place of business is located at 1182 Graves Avenue, Suite C, Estes Park, Colorado, 80517-0473.

5. Prospect Mountain has been providing water service since approximately 1969.  The Commission issued a CPCN to Prospect Mountain to provide water services by Decision No. R10-0149, mailed on February 22, 2010 in Docket No. 09A-702W.

6. The Company’s water supply delivery historically came from the Reclamation’s Mary’s Lake Siphon near the entrance to the Prospect Mountain Tunnel.  The Company treated the water with a US Filter Micro-filtration Plant installed in 2006.  

7. On July 15, 2012, the Company’s special use permit for raw water delivery with the Reclamation expired and the Company began taking treated water from Estes Park from a temporary one inch connection.

8. The Company entered into a temporary water service agreement with Estes Park on August 13, 2012, whereby it agreed that it would seek approval from the Commission to design and construct a permanent connection to Estes Park’s treated water system by October 1, 2012 with construction being completed by November 1, 2012 in order to excavate prior to the ground freezing for the winter.

9. Notice of these Applications was provided by the Commission to all interested parties pursuant to § 40-6-108(2), C.R.S., on October 3, 2012, and extended through and including October 15, 2012 as prescribed for in Decision No. C12-1141-I.
10. The Company direct mailed its customer notice as allowed for by Decision No. C12-1141-I and as depicted as Exhibit G of the Company’s applications.
11. No interventions were timely filed in this matter and therefore we deem these applications uncontested.  Therefore, pursuant to § 40-6-109(5), C.R.S., this matter may be determined without a hearing.
12. The Commission has reviewed the record and deems the Application complete within the meaning of § 40-6-109.5, C.R.S.
B. Discussion and Findings

1. Prospect Mountain Rule Waiver
13. Prospect Mountain is requesting the Commission waive Rule 4 CCR 
723-5-5002(b)(IX) that requires the Company to provide an audited balance sheet, income statement, statement of retained earnings, and statement of cash flows with its applications.  

14. The Company further indicates that the cost to obtain such audited financial statements and to create statements of retained earnings and cash flows would constitute an extreme financial burden to the Company and its customers without corresponding benefit.  

15. In lieu of the requirement to provide audited financial statements, the Company has provided its tax returns for fiscal years ended June 30, 2009, 2010, and 2011.  

2. Prospect Mountain Customer Connections

16. In Docket No. 09A-702W, Prospect Mountain stated on page 3 of its application for a territorial CPCN that it provided “water service to approximately 164 residential customers and to one multi-user bulk water tap that in turn serves residential customers and to other large water taps for commercial use.”

17. In these dockets, 12A-1049W and 12A-1050W, the Company states in its application that the Company “currently provides water service to approximately 128 connected customers, including one multi-use bulk water tap that in turn serves residential customers.  At this time, Prospect Mountain has 79 lots that are undeveloped.”
3. Prospect Mountain CPCN Application

18. Prospect Mountain is requesting the Commission grant it a CPCN for a permanent water line connection to the Town’s treated water system.  In support of its application, the Company also provided the direct testimony and exhibits of Chief Executive Officer Frank Huffman that included an engineering design plan from Van Horn Engineering and its selected construction bid from Cole Excavating.  

19. In addition, the Company’s CPCN filing includes the estimated cost breakdown to design and construct a treated water line from the Town to the Company’s treated water delivery system, disconnect the raw water connection from the Reclamation’s raw water system, and a contingency amount for unknowns that may occur during construction.  The total estimated cost for these items is $70,000.  

4. Prospect Mountain Application for Interim Rates

20. The Company states that it is seeking an order from the Commission for its proposed rate design of its interim rates. Commission Rule 4 CCR 723-5-5112 allows for simplified regulatory treatment for small water utilities that serve less than one thousand five hundred customers.  

21. The Company seeks to employ three simplified regulatory treatment methods under Commission Rule 4 CCR 723-5-5112 that include:  1) 4 CCR 723-5-5112(e)(II) Resource Cost Pass-Through Option for purchase of treated water from the Town; 2) 4 CCR 
723-5-5112(e)(III) Operating Ratio Method Option for its cost of service expenses to address ongoing and annual system operations and maintenance; and 3) 4 CCR 723-5-5112(e)(IV) Major Capital Improvements Reserve Option cost recovery for constructing a permanent water line connection to Estes Park’s treated water system.  

22. Through its temporary treated water service agreement with Estes Park, the Company is contractually obligated to pay the Town $7.53/1000 gallons for consumption and $8.93/1000 gallons for a capital surcharge for a total rate of $16.46/1000 gallons.  

23. The Company indicates that the resource cost pass-through option will consist of two payment components for customers.  The first component is that the Company will pass through the cost of water from the Town directly consumed by the Company’s customers based on actual meter readings on a bi-monthly basis.  This is defined in the Company’s application as “Customer Usage Charge.”

24. The second component is truing up the unaccounted for water the Company uses for maintenance purposes, line loss, and/or bleeding lines to prevent freezing.  This component of the resource cost pass-through will be trued up three times annually with the trued up amounts being equally spread over its customer base over two bi-monthly billing cycles.  This is defined in the Company’s application as the “Purchased Water True-Up Charge.”
25. Prospect Mountain proposed an operating ratio amount of $99.01 per customer per bi-monthly billing period.  This charge is a fixed charge based on the Company’s cost of service expenses to operate and maintain the system.  The basis for this calculation is the Company’s estimate of having annual operating expenses of $67,294 with an operating ratio of 13 percent equaling $8,748 for a total annual cost of service amount of $76,042. This is defined as the “Base Service Charge.”

26. Prospect Mountain has indicated in its interim rate filing that it will establish a major capital improvement reserve that is a separate, segregated trust account established for the benefit of Prospect Mountain’s customers and is to be managed by an escrow agent, hereafter referred to as the “Capital Improvement Fund” or “CIF.”  The Company intends to fund this account with the $70,000 in loan proceeds to construct the permanent water line connection to Estes Park.  

27. The $70,000 loan obtained by Prospect Mountain will have an interest rate of 4.5 percent and a term of seven years with the first year of the loan being an interest only payment requirement.  The customers’ interim, fixed rate charge for the major capital improvement account will be $4.10 per bi-monthly billing period, hereafter defined as the “CIF Surcharge.”

28. The CIF will be an interest-bearing cash account with disbursements from the CIF being restricted to uses specifically approved by the Commission.  In addition, the Company will deposit the CIF Surcharge funds into the CIF account.

29. The Company owns Colorado-Big Thompson (CBT) water rights that became surplus when the Company no longer treated its own water.  The Company has indicated that it is looking at selling the CBT units to generate cash reserves.  The Company has indicated that any net cash reserves generated from the CBT water shares it owns will be first used to pay off the remaining loan amount and second to reimburse customers for any and all amounts paid to the major capital improvement fund.  

30. The Company has agreed to refund, at the conclusion of a permanent rate case proceeding, any over-collection of funds to customers that are received from the interim rate case filing.  The Company states that it expects to file a permanent rate case filing on or before February 1, 2013.  

5. Discussion

31. We find the Company’s request for a waiver of Rule 4 CCR 723-5-5002(b)(IX) is reasonable and should be granted, especially given the interim nature of the Company’s request.

32. The Company has not provided enough assurance in these applications related to customer connections.  We are concerned with the difference in customer connections between the Company’s application for a CPCN for a service territory that were stated at 164 and in these applications that are stated as 128.  Since the rates proposed by the Company are based on 128 customer connections, it is imperative that the Company provide a clarification as to the difference between the service territory CPCN and these applications we discuss here now.  The Company shall file this clarification on or before October 29, 2012.

33. In addition, the Company is directed to provide an affidavit attesting that the Company’s customer connections are, in fact, correct at 128 and that no properties or delivery points other than the 128 identified connections have been or are at present receiving water from the Company for any purpose.  The Company is ordered to comply with these terms on or before October 29, 2012.

34. We find the Company’s application for a CPCN to construct a permanent treated water line from the Town’s treated water system to the Company’s treated water system is thorough and complete with adequate details.  As a result, we find the Company’s request for a CPCN to construct a permanent treated water line connection to Estes Park to be just and reasonable, in the public interest, and presumptively prudent up to the $70,000 amount as indicated in the Company’s application.

35. We concur with the three simplified regulatory treatment methods proposed by the Company as allowed by 4 CCR 723-5-5112 and therefore approve the use of the Resource Cost Pass-Through Option, Operating Ratio Method Option, and Major Capital Improvement Account Option.

36. We approve the Customer Usage Charge and Purchased Water True-Up Charge as they have been presented by the Company.

37. We express no opinion regarding the water rates the Town charges to Prospect Mountain for treated wholesale water, but we direct Prospect Mountain to be diligent in working with Estes Park to ensure the lowest rate possible for its customers. 

38. In addition, pursuant to Rule 4 CCR 723-5-5112(e)(II), we direct Prospect Mountain to timely inform the Commission of all increases or decreases in the cost of water from Estes Park and to file an advice letter to implement all resulting changes in customer rates within 30 days of the effective date of the price change for wholesale water from Estes Park.

39. We find that since Prospect Mountain has very little rate base that an operating ratio method option is an appropriate simplified regulatory treatment method to use.  In addition, we understand from the Company’s filing that it includes an opportunity for Prospect Mountain’s shareholders to earn a return on its investment of 13 percent.  However, there was no supporting documentation on how the 13 percent was derived.  We expect that this will be discussed and resolved in the Company’s permanent rate case filing.  Therefore, we approve the Company’s $99.01 bi-monthly interim Base Service Charge per customer for its operating ratio.

40. We find that the Company shall create a CIF escrow account to track the receipt and expenditure by Prospect Mountain of certain revenues, fees, and charges for major capital improvements separately from the receipt and expenditures derived from the Customer Usage Charge, the Purchased Water True-Up Charge, and the Base Service Charge.  The CIF shall be a separate, segregated trust account established for the benefit of Prospect Mountain’s customers and managed by an escrow agent.  Reasonable escrow agent fees shall be paid from the CIF.

41. Disbursements from the CIF shall be restricted to the uses specifically approved by the Commission.  The Company is authorized to pay invoices related to the construction of the permanent water line connection project as presented by Company Witness Frank Huffman in his direct testimony and exhibits up to $70,000.  In addition, the Company is authorized to make payments towards the $70,000 loan amount from the CIF.  Other major capital improvements expenditures not discussed here are not approved to be paid from the CIF at this time.

42. We order the Company to file the executed loan documentation for the $70,000 loan.  In addition, we direct the Company to file documentation for the creation of the CIF escrow account that includes indicating that it has been established as a separate, segregated trust account and managed by an escrow agent. The Company shall file this clarification on or before October 29, 2012.

43. We approve Prospect Mountain’s CIF Surcharge of $4.10 per bi-monthly billing cycle per customer.  We understand that time is of the essence to construct and put into service the permanent treated water connection to the Estes Park treated water delivery system.  

44. We reserve judgment on the Company’s agreement until the permanent rate case filing that the initial proceeds from the sale of its CBT water units shall go to pay off the construction loan first and second to reimburse customers for payments made on the construction loan.  We direct the Company to seek authorization of the sale of the CBT units from the Commission at the time it receives an offer that is at or above market value. 
45. Consistent with the discussion above, we order the Company to file its revised tariff pages on not less than one day’s notice to be effective on November 1, 2012. 

46. We further state that the effective rates beginning on November 1, 2012 are forward looking and not retroactive to July 15, 2012 when the Company first began taking treated water from Estes Park in order to avoid retroactive ratemaking.
47. We order that the interim rates contained herein are subject to a refund for 
over-collection.  Any refunds for over-collection will be addressed at the conclusion of a permanent rate case filing including interest pursuant to Commission Rule 4 CCR 
723-5-5403(n).  In addition, we direct the Company to file its permanent rate case filing on or before February 1, 2013.

48. Lastly, the Company is seeking expedited treatment pursuant to Commission Rule 4 CCR 723-1-1403 of the Commission’s Rules of Practice and Procedure.  Since these applications are uncontested, we grant expedited treatment pursuant to Commission Rule 4 CCR 723-1-1403.
II. ORDER

A. The Commission Orders That:
1. The application for interim rates and rate design docketed as Docket 
No. 12A-1049W and the application for a Certificate of Public Convenience and Necessity (CPCN) for a permanent water line connection to the Town of Estes Park, Colorado docketed as Docket No. 12A-1050W filed by Prospect Mountain Water Company, Inc. (Prospect Mountain or Company) are deemed complete within the meaning of § 40-6-109.5, C.R.S.

2. Prospect Mountain’s request for waiver of Commission Rule 4 Code of Colorado Regulations (CCR) 723-5-5002(b)(IX) is granted consistent with the discussion above.

3. Prospect Mountain shall file a supplement to its applications clarifying the difference between the service territory CPCN and these applications’ customer connections consistent with the discussion above on or before October 29, 2012.

4. Prospect Mountain is directed to provide an affidavit on or before October 29, 2012, attesting that the Company’s customer connections are, in fact, correct at 128 and that no properties or delivery points other than the 128 identified connections have been or are at present receiving water from the Company for any purpose.  

5. Prospect Mountain’s application for a CPCN is granted consistent with the discussion above.
6. Prospect Mountain’s application for interim rates and interim rate design is granted consistent with the discussion above.

7. Prospect Mountain shall supplement its applications and file the executed loan documentation for the $70,000 loan consistent with the discussion above on or before October 29, 2012.  

8. Prospect Mountain shall supplement its applications and file documentation for the creation of the Capital Improvement Fund escrow account that includes indicating that it has been established as a separate, segregated trust account and managed by an escrow agent on or before October 29, 2012.

9. Prospect Mountain’s interim rates are subject to refund for any over-collection including interest pursuant to Commission Rule 4 CCR 723-5-5403(n).
10. Prospect Mountain is granted expedited treatment of its applications pursuant to Commission Rule 4 CCR 723-1-1403.

11. Prospect Mountain shall file its revised tariff pages on not less than one day’s notice to be effective on November 1, 2012. 

12. The 20-day period provided for in § 40-6-114, C.R.S., within which to file applications for rehearing, reargument, or reconsideration begins on the first day following the effective date of this Order.

13. This Order is effective upon its Mailed Date.

B. ADOPTED IN COMMISSIONERS’ WEEKLY MEETING
October 17, 2012.
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