Supplement to staff memo previously circulated September 26, 2007.

Agenda Date: September 28, 2007
Item Number: D1
Docket: UW-070944

Company Name: Rosario Utilities, LLC

Staff: Jim Ward, Regulatory Analyst
John Cupp, Regulatory Analyst
Lynda Johnson, Consumer Program Specialist
Chris Mickelson, Regulatory Analyst

Recommendation

Take no action thereby allowing the revised rates filed by Rosario Utilities, LLC, on
August 22, 2007, to become effective October 1, 2007, by operation of law.

Background

This memo supplements staff’s memo dated September 28, 2007, in Docket UW-070944,
which was previously circulated. The purpose of this memo is to address new rate design
proposals, and update and clarify staff’s revenue requirements analysis.

Revenue Requirement

Staff presented its revenue requirements analysis in Attachment C to staff’s September
28, 2007, memo. Staff wishes to clarify that the rate base in Attachment C does not
contain the $100,000 purchase price for 10 acre feet per year of water, an amount that has
been subject to contention. :

Revised Attachment C (all revisions are “shaded”) to this memo is staff’s updated results
of operations statement. It is the same as the previous version of Attachment C, except
that it shows an interest synchronization adjustment that:

e Adjusts the interest expense to reflect the company’s pro forma capital structure.
e Adjusts federal income taxes to reflect this adjusted interest expense.

Neither of these adjﬁstments changes staff’s conclusion that Rosario Utilities, LLC
(Rosario Utilities or company) has justified its proposed revenue requirement. The
company’s revenue requirement has not changed from its original filing.

Rate Design
On September 20, 2007, the commission received a letter from Mr. Roland Sauer, a board

member of the Orcas Highlands Homeowners Association (OHHA), proposing a new rate
design, contingent upon OHHA selling its water distribution system to the water
company for $1.00. That letter purports to be on behalf of or supported by three customer
groups (OHHA, Vusario Homeowners Association and the Rosario Property Owners
Association), and it has been represented as such by Ms. Herta Fairbanks, consultant.
Staff has relied on these representations, and has now received a copy of the letter
supporting the new rate signed by representatives of OHHA and Rosario Property
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Owners Association. Staff expects to receive a copy of that letter signed by a
representative of the Vusario Homeowners Association prior to the open meeting
scheduled for October 28, 2007.

If the company purchases OHHA’s water distribution system, the company will need to
immediately file a different rate design. Currently, OHHA is a single water customer
using a two-inch meter. OHHA provides water to each of its 105 members using the
OHHA water distribution system. If the company purchases the OHHA water distribution
system, OHHA will cease to be a water customer and each of the 105 OHHA members
will become individual water customers using ¥-inch meters. Staff has analyzed the
effect of transferring the OHHA water distribution system to the company at a cost of
$1.00 and the need to revise rate design to reflect the resulting change in customers.

On September 26, 2007, the company and Washington Water Service Comipany
(Washington Water) met with OHHA to discuss the sale and transfer of the OHHA water
distribution system. Staff understands that OHHA proposed to sell its water distribution
system for approximately $60,000, not $1.00 as previously represented by Mr. Sauer.
Staff also understands that Washington Water (pending application to purchase Rosario
Utilities in Docket UW- 071357) committed to evaluate the distribution system to
determine an appropriate costs basis, but cannot complete that analysis prior to the
September 28, 2007, open meeting. Discussions are ongoing between OHHA and the
company.

Discussion

At this time, there is no agreement to transfer the OHHA water distribution system. If and
when the water company and OHHA reach an agreement to transfer OHHA’s water
distribution system, the water company should immediately file a revised rate design that
reflects 105 additional %2-inch meter customers and one less two-inch meter customer.
There is no new information that would cause staff to change its recommendation.

Recommendation

Take no action thereby alldwing the revised rates filed by Rosario Utilities, LL.C, on
August 22, 2007, to become effective October 1, 2007, by operation of law.
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