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REQUEST FOR EMERGENCY 
INTERIM RATE RELIEF 

The Arizona Small Utilities Association of Arizona (“ASUA”) hereby submits to the 

Arizona Corporation Commission (“Commission”) this Application for Emergency Interim Rate 

Relief for Miracle Valley Water Company, Inc., Cochise Water Company, Horseshoe Ranch 

Water Company, Crystal Water Company, Mustang Water Company, Coronado Estates Water 

Company, and Sierra Sunset Water Company, each owned by Johnny A. McClain and 

collectively referred herein as the “McClain Systems” or “Systems”. 

The McClain Systems are plagued with serious financial and operational problems that 

jeopardize the Systems ability to provide ongoing adequate and reliable water service to its 

customers. The McClain Systems are currently undergoing bankruptcy proceedings. The 

Systems are being operated by ASUA as the interim manager. Several of the systems have 

experienced water outages, sometimes lasting several days. The Systems have also experienced 

severe cash flow problems, more adequately described below. From the beginning of its tenure 



as interim manager, ASUA has infused its own money to operate the Systems. The Systems’ 

rates are not sufficient to operate the utilities or fix the problems. 

ASUA believes that these circumstances create an emergency situation that places 

customers at risk and must be addressed and corrected as soon as possible. An interim rate 

increase is in the public interest and necessary to address and resolve the Systems’ problems. 

In support of the Application for Emergency Interim Rate Relief, ASUA states the 

following: 

I. BACKGROUND 

There are seven water systems owned andor operated by Johnny A. McClain. Each of 

the systems and their current customer count is summarized in Attachment A. These systems 

have been the subject of much scrutiny by various regulatory authorities such as the Arizona 

Department of Revenue (“ADOR’)), the Arizona Department of Environmental Quality 

(“ADEQ”) and the Arizona Corporation Commission (“Commission”). Mr. McClain has failed 

to comply with numerous notices of violations issued by ADEQ, and has not paid property taxes 

or sales taxes for a number of years. 

The McClain Systems are currently in bankruptcy proceedings. A purchase and sale 

agreement is in escrow pending an evaluation and establishment of a rate base valuation by the 

Commission. The Commission Staff has completed an evaluation of the system assets in 

Docket No. W-O1646A-05-0506 et al. A Recommended Opinion and Order was issued on 

December 14,2005 and is pending Commission action. 

11. GENERAL CONDITION OF THE WATER SYSTEMS 

The McClain Systems are in serious disrepair. For the last 20 years little has been done 

to adequately maintain the systems. Commission staff has described the physical inadequacies 

of the system in its report in Docket No. W-01646A-05-0506. The Commission has established 

hook-up moratoriums for all McClain Systems in Decision No. 68272. It also describes the 



improvements and capital investment needed to upgrade the systems (capital expenditures 

between $750,000 and $1,250,000). 

However, there is a short term financial need in order to permit timely repairs and 

improve water service to existing customers. 

111. FINANCIAL STATUS 

The McClain Systems have experienced negative cash flows at least since ASUA was 

appointed interim manager in July, 2004. For the nine-month period ending September 30, 2005, 

the Systems have experienced a negative cash flow of approximately $30,000 and estimates are 

that for the year 2005 the total will approximate $40,000. Meanwhile, the Systems' Accounts 

Payable is nearing $1 00,000. See Attachment B for a summary of the cash loss and Accounts 

Payable situation. This negative financial situation must be addressed as quickly as possible as 

several vendors will no longer offer materials or services to ASUA, thus hampering its ability to 

make need repairs. 

The McClain Systems have received a Water Infi-astructure Financing Authority loan for 

$12,500 and a Pinal County loan of $10,000 to assist in making emergency repairs. ASUA has 

forgone receipt of its interim management fees for several months and wishes to maintain the 

McClain Systems as financially viable as possible. 

When ASUA became interim manager in July, 2004, its focus was primarily on 

repairing leaks and restoring service to customers. As such, the financial results of the 

operations through December 3 1,2004 were atypical. Bill payment and expense recognition 

were primarily based upon available cash flow. For purposes of determining the current cash 

flow requirement, the expenses for the first nine months of 2005 are more consistent. Therefore, 

ASUA has prorated the first nine months of 2005 to estimate its annual cash flow needs. See 

Attachment B . 

Clearly, the existing rates of each of the systems are inadequate to support either short- 

term or long-tern'financial viability. 



IV. EMERGENCY STATUS 

The Commission may order interim rate relief when there is an existing emergency. 

ASUA believes that given the following facts, the need for emergency interim rate relief is 

appropriate and in the public interest: 

1. The McClain Systems are currently in bankruptcy proceedings. 

2. The McClain Systems are in a state of  disrepair and significant amounts of capital 

are needed to upgrade the system. 

3. The Systems are experiencing inadequate cash flow to sustain their operations. 

4. The ability to maintain service to customers is in doubt and preparation and 

adjudication of a formal rate proceeding will not provide timely relief. 

Emergency interim rates are just and a reasonable first step to remedy the McClain 

Systems problems. 

V. SURCHARGE REQUEST 

The McClain Systems will need to increase cash flow by approximately $1 1,700 per 

month to sustain operations, makes necessary system repairs, maintain adequate water supplies 

and make progress in eliminating the high level of Accounts Payable. A monthly per meter 

surcharge of $9.00 would be adequate in the short-run. See Attachment C for the method used to 

determine the monthly surcharge. 

VI. CONCLUSION 

The McClain Systems constitute and emergency. To correct the system problems will 

require significant capital expenditures over several years. The current McClain System water 

rates are inadequate to meet even short-term cash flow needs. 

The emergency interim System Improvement Surcharge (“SIS”) proposed by ASUA is 

reasonable and will allow it, as interim manager, to pay debts to local vendors, to make needed 

Scates v. Arizona Corporation Commission, 118 Ariz. 531,578 P.2d 612 (1978). 1 



short-term system repairs and possibly make selected improvements. It is clearly in the best 

interests of the McClain Systems' customers to authorize this interim increase. 

VII. REQUEST FOR RELIEF 

Therefore, for all the foregoing reasons, ASUA respectfully requests that the 

Commission issue an order: 

1. Finding that the McClain Systems' problems constitute an emergency. 

2. Concluding that it is in the public interest to authorize the requested interim SIS. 

3. Ordering ASUA to charge the interim surcharge requested herein pending a 

determination of a permanent rate case proceeding. 

4. Granting any additional and further relief as the Commission deems appropnate. 

RESPECTFULLY SUBMITTED this 6 day of January, 2006. 

ARIZONA SMALL UTILITIES ASSOCI,*JON 

210 N. Central, Suite 6B 
Avondale, Arizona 85323 
Interim Manager for McClain Systems 

Original and 16 copies of the foregoing 
filed this 6 day of January, 2006 with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Christopher J. Pattock 
Office of the U.S. Trustee 
P.O. Box 36170 
Phoenix, AZ 85067-1670 

Jason Gellman 
Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 



McClain Systems 
Docket No. W-01646A-05-0xxx et al 
Customer Summary 
As of November, 2005 

SYSTEM 

Miracle Valley Water Company, Inc. 

Cochise Water Company 
Horseshoe Ranch Water Company 

Crystal Water Company 
Mustang Water Company 
Coronado Estates Water Company 
Sierra Sunset Water Company 

Total 

ATTACHMENT A 

Number of 
Customers - Y O  

2% 23.0% 
413 31.7% 

220 16.9% 

63 4.8% 
71 5.5% 

209 16.1% 
26 2.0% 

1,301 100.0% 
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McClain Systems 
Docket No. W-01646A-05-0xxx et al 

ATTACHMENT C 

Annual Monthly 
Amount Amount 

Current Estimated Annual Operating Cash Shortfall $40,000 $3,333 

Amortization of Current Accounts Payable over 24 Months 4,167 

Additional Allowance for System Improvements for 12 months $50,000 4,167 

$1 00,000 

$11,667 I 

Current Number of Metered Customers 1,300 2 

Average cost per meter ( I I z ) $8.97 

Proposed System Improvement Surcharge at $9 per meter per month $1 1,709 


