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LAS QUINTAS SERENAS WATER SYSTEM AND ARSENIC MASTER PLAN 

CHAPTER 1. INTRODUCTION AND SITE CONSIDERATIONS 

The purpose of this report is to provide a potable water system Master Plan document for the Las Quintas 
Serenas Water Company, to address water system infrastructure needs of the current and future system 
including arsenic treatment issues. This document will provide a planning basis for present and future 
operation of the Las Quintas Serenas system in a manner consistent with the existing facilities, physical 
constraints, and resources of Las Quintas Serenas Water Company. The infrastructure requirements will 
be developed based on Arizona Department of Environmental Quality (ADEQ) requirements and standard 
engineering practices. 

This Master Plan is intended to be a flexible, working document allowing Las Quintas Serenas Water 
staff to adjust planning and water system facilities to meet future conditions. However, this document 
cannot anticipate every future outcome and, as such, should be reviewed periodically to update the 
assumptions for water system boundaries, population growth, projected water usage, and infrastructure 
requirements. It is recommended that these updates be provided at five-year intervals, or as appropriate, 
to allow timely updates to the capital improvement program and funding issues. 

The Las Quintas Serenas Water System Certificate of Convenience and Necessity (CC&N) includes 
portions of Township 17 South, Range 13 East, Sections 21, 22, 23, 26, and 27, west of Interstate 19 
between El Tor0 Road and Anamax Mine Road (Exhibit 1). The water system currently operates on a 
single pressure zone. The existing system's water demands are provided by three wells which all pump to 
two storage tanks floating the pressure zone. The Water Company currently serves approximately 1,000 
residential units. The water system also has two standpipes that are used by water-haulers to provide 
water to approximately 500 homes. There are approximately 50 commercial customers in the water 
system. 
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LAS QUINTAS SERENAS WATER SYSTEM AND ARSENIC MASTER PLAN 

CHAPTER 2. SCOPE AND APPROACH 

2.1. DEFINE KEY ISSUES 

The development of a Master Plan requires defining a strategic approach, key issues, and policies early in 
the planning process. These key issues and policies, and their initial assumptions, are required to design 
the ultimate water system. The policies set within this section will affect the required water system 
layout, facility sizing, reliability, and costs of the required infrastructure. 

2.2. WATER RESOURCES AND DEVELOPMENT 

The Las Quintas Serenas water system currently relies solely on groundwater supplies for its water source 
production. It is anticipated the water company will continue to develop new groundwater wells to serve 
drinking water needs. The planning of well locations must take into account a number of factors, 
including the hydrologic availability of water, potential contamination from surrounding industry, 
location of the demand, and the ability to integrate treatment capacity into the system, as it will likely be 
required in the future. Water resources will also be impacted by future regulations dealing with 
limitations on arsenic content in the water, as discussed in Section 2.3.1, below. 

2.3. WATER SOURCE CAPACITY AND QUALITY REQUIREMENTS 

The ADEQ standards require that the well system be capable of providing peak-day demand (PDD) for 
the entire system with the largest well out of service. This Master Plan will develop the capacity 
requirements and locations for wells to meet this requirement. Water quality regulations for arsenic will 
require the treatment of groundwater prior to distribution. The layout of new wells within the distribution 
system should be designed to allow the integration of future treatment facilities into the water system. 

2.3.1. Arsenic Requirements 

In January 2001, the Environmental Protection Agency (EPA) modified 40 CFR Parts 9, 141, and 142, to 
adopt a new arsenic Maximum Contaminant Level (MCL) for drinking water. The rule modification 
lowered the MCL for arsenic from 50 parts per billion (ppb) to 10 ppb. This rule applies to all 
community water systems and non-transient non-community water systems, including the Las Quintas 
Serenas water system. The date established for compliance with this ruling is January 23, 2006. 
Compliance must be obtained at all points of entry (POEs) within the system, meaning that all water 
sources that serve directly into the system must be providing an arsenic level of 10 ppb or less by 
January 23,2006. 
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LAS QUINTAS SERENAS WATER SYSTEM AND ARSENIC MASTER PLAN 

2.5. STORAGE REQUIREMENTS 

Storage capacity is a highly critical element in the design and operation of water systems. Proper storage 
provides operational flexibility and system reliability. Reservoir storage is used primarily to 
accommodate hourly fluctuations and demand, PDD fluctuations, fire-flow requirements, and emergency 
reserve storage. Each of these requirements added together form the required storage capacity. Current 
ADEQ criteria typically require 1.25 times the average daily demand (ADD) of the peak month plus fire- 
flow requirements to be the minimum storage capacity per zone. Under certain circumstances, in service 
areas with excess well capacities, the storage capacity may be lowered. Due to the excess available well 
capacity, this Master Plan will develop storage criteria using 1 .O times ADD, rather than 1.25 times ADD 
of the peak month. 

The goal of this Master Plan is to develop storage capacity using floating storage wherever possible. The 
water surface of the storage tank is set at the high water elevation for the zone, which is generally about 
100 feet above the highest home in the zone. This allows the homes within the zone boundary to be 
served directly from the storage tank by gravity and the system pressure regulated by the storage tank 
elevation. This method provides a highly reliable system with very low-pressure fluctuations. The 
system will also continue to operate during power outages using the remaining water in the storage tank 
system. However, because of the location of the storage tank on an easement on a mine tailing 
embankment, some storage located within the distribution system may also be appropriate, for 
redundancy. 

2.6. PRESSURE REQUIREMENTS 

Pressure extremes in water systems result in a potential for contamination to enter the system. Low 
pressures may allow polluted fluids to be forced into the system. High pressures may cause ruptures or 
breaks. Normal working pressure in the distribution system should not be less than 40 pounds per square 
inch (psi). System pressures under peak-day conditions should not drop below 35 psi anywhere within 
the system. The system shall be designed to maintain a minimum pressure of 20 psi at ground level at all 
points in the distribution system under all conditions of flow. This is generally understood to mean that 
the minimum residual pressure must be 20 psi for each customer during a flow condition of peak day plus 
fire flow. As discussed below, because Las Quintas does not currently provide fire flow, peak hour 
demand (PHD) would be considered the worst-case condition for analyzing the current system. 
Maximum pressures of as much as 100 psi can be allowed in small, low-lying areas not subject to high- 
flow rates and surge pressure. The Uniform Plumbing Code limits water pressure within the individual 
property owners' plumbing to 15 to 80 psi. Boosting or regulating the pressure from the meter to the 
customer is the responsibility of the customer. 
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LAS QUINTAS SERENAS WATER SYSTEM AND ARSENIC MASTER PLAN 

2.7. FIRE-FLOW POLICY 

The Las Quintas Serenas Water Company does not provide fire flow to any customers at this time. Fire- 
flow requirements for homes typically vary from 1,000 to 1,500 gallons per minute (gpm), depending on 
the size of the homes. The typical residential subdivision is assumed to have a fire-flow requirement of 
1,000 gpm for a two-hour duration. Commercial facility fire-flow requirements also vary depending on 
the square footage of the commercial building, occupancy type, building material type, exposure distance 
to other buildings, and whether the structure is sprinklered. Typical commercial facilities have fire-flow 
requirements of at least 1,500 gpm for a two-hour duration. The local fire district can adjust fire flow 
requirements, if the nature of the system or the rural nature of the area precludes the full fire flow per the 
Uniform Fire Code (UFC). 

The goal of this Master Plan is to develop adequately sized storage, properly designed pressure zones, and 
water transmission mains sized to provide as much fire flow as practical to existing areas, and to provide 
adequate fire flow for new development. This Master Plan will develop criteria and propose infrastructure 
upgrades to improve overall fire protection of the water system. The fire flow requirement assumed for 
the review of future system infrastructure in this Master Plan will be 1,500 gpm. 

2.8. WATER MAIN REQUIREMENTS 

The goal for this Master Plan is to develop a water transmission system that will integrate the existing 
infrastructure with system upgrades that can take advantage of the floating storage. Transmission and 
distribution systems should be sized and arranged to minimize friction-generated line losses and provide 
fire flows. The water transmission and distribution system should be looped wherever possible. In 
addition, appropriate valving locations and intervals should be provided to isolate small sections of main 
during breakages and reduce the number of residences out of service. 

2.9. SYSTEM UPGRADES 

This Master Plan will develop the system design criteria to guide the water company in designing new 
water facilities. The system design criteria will include methods for demand calculations, peaking 
factors, water supply requirements, the number and capacity of wells required, storage tank capacity 
requirements, emergency backup systems, distribution system sizing, and treatment requirements. 

The Master Plan will identify upgrade requirements for the existing water system and for the future 
anticipated system, and specify the required new facilities and/or facility upgrades. These facilities may 
include additional or upgraded wells, storage tank capacity additions, transmission and distribution main 
augmentations, and arsenic treatment facilities. Projected cost estimates will be provided for these 
facilities. 
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LAS QUINTAS SERENAS WATER SYSTEM AND ARSENIC MASTER PLAN 

CHAPTER 3. ENGINEERING CRITERIA 

Based on the information presented in Chapter 2, the system design criteria for the Master Plan are 
described below in terms of demand, supply, storage, and distribution system assumptions. 

3.1. DEMAND CRITERIA 

Demand, residency estimates, and peaking factors are based on the typical criteria for similar systems and 
from empirical data provided by the water company. This report used a variety of sources to determine 
the number of persons per residence, annual usage per person, and peaking factors. Numbers of persons 
per residence for Las Quintas Serenas Water Company are taken from Arizona Department of Water 
Resources, (ADWR) census information provided to the Water Company. Commercial demands are 
incorporated into the ADD for the residential customers. 

Average daily per capita water usage for residential customers ................................................ 110 gpcd 
Average number of persons per single-family residence per ADWR ............................................. 2.910 
Average number of persons per multi-family residence per ADWR .............................................. 2.484 
Average number of persons per standpipe residence per ADWR ................................................... 3.040 
Average number of persons per single-family residence for future development .............................. .3  .O 
Ratio of peak-day to average-day use .................................................................................................. 2.0 

Ratio of peak-hour to average-day use ................................................................................................ 3.5 
Ratio of average-day use of peak month to average-day use ............................................................. 1.25 

gpcd -gallons per capita per day 

3.2. SUPPLY CRITERIA 

Well capacity to meet PDD with the largest well out of service. 
Minimum supply to the system to meet PHD or PDD plus fire flow, whichever is larger, for systems 
without floating storage, or PDD for systems with floating storage. 

3.3. STORAGE CRITERIA 

Provide storage volume equal to a minimum of 1 .O times the ADD (for multi-well systems). 
Provide additional storage volume required to provide 1,500 gpm fire flow for a two-hour duration 
for future system infrastructure sizing. 
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LAS QUINTAS SERENAS WATER SYSTEM AND ARSENIC MASTER PLAN 

3.4. DISTRIBUTION SYSTEM CRITERIA 

0 System design and construction to meet ADEQ requirements. 
Maximum friction head loss for lines up to and including eight inches in size to be 8 feet per 1,000 
feet or less. Head loss for lines over eight inches in size to be 5 feet per 1,000 feet or less, according 
to pipe size. 
Distribution lines to be sized and arranged to provide fire flows to the extent possible. 
Water will be supplied at the customer's meter within a static pressure range of 35 to 85 psi. Due to 
localized conditions, certain locations may receive water pressure slightly less or greater. 

0 
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LAS QUINTAS SERENAS WATER SYSTEM AND ARSENIC MASTER PLAN 

CHAPTER 4. EXISTING SYSTEM ANALYSIS 

The purpose of this chapter is to provide information about the existing water system facilities and the 
sufficiency of those facilities to meet the current system demands. The proposed infrastructure upgrades 
to address inadequacies in the existing system are discussed in Section 4.5, and shown on Exhibit 1 .  

4.1. EXISTING SYSTEM OPERATION 

The Las Quintas Water system currently operates as a single pressure zone, with an elevation range from 
approximately 2860 to 2990 feet. The system has two storage tanks with a combined capacity of 90,000 
gallons, which provide floating storage for the single zone. The highwater elevation of the storage tanks 
is approximately 3057 feet. The zone is supplied normal operating pressure by the storage tanks, which 
are supplied by three wells pumping directly into the system. Most of the mains are 6-inch and 4-inch, 
with minor amounts of 2-inch. There are some 10-inch and 12-inch water mains near Well No. 6 and the 
storage tanks. The water company has supplied the system's hydraulic data and layout. The location of 
existing system facilities is shown in Exhibit 1. 

4.2. DEMANDS 

The demand calculations for the existing water system are based upon the demand criteria in Chapter 3. 
The water company has provided the number of customers for each type of residence. Table 1 provides a 
summary of the existing system demands. 

0 Single Family Residence ............................................................................................... 97 1 
0 Multi Family Residence ................................................................................................... 42 

Standpipe Residence ...................................................................................................... 504 
Total Population = [(971*2.910) + (42*2.484) + (504*3.040)] .................................. 4,462 

4.3. WELLS 

The Las Quintas Serenas Water Company currently operates three wells, Well Nos. 5, 6, and 7. These 
three wells provide a combined maximum capacity of 1,475 gpm. Well No. 7 is located near the southern 
end of the CC&N and provides between 600 to 850 gpm. This well has a variable frequency drive that 
changes the operational speed of the well based on pressure in the water system at the well site. Well 
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LAS QUINTAS SERENAS WATER SYSTEM AND ARSENIC MASTER PLAN 

Well Capacity 
(gpm) 

200 

350-425 

600-850 

No. 6 is located near the southwest comer of the CC&N. Both an electric motor and a natural gas engine 
operate Well No. 6. The electric motor provides 350 gpm, while the natural gas engine provides 425 
gpm. This type of operation is required for Las Quintas Serenas Water Company because of their 
interruptible power agreement with Trico Electric. Well No. 5 is located near the middle of the southern 
portion of the water system. This well has a submersible motor and provides 200 gpm. Well No. 5 has 
shown signs of decay and may be in the process of collapsing. Although currently producing 200 gpm, 
Well No. 5 is not considered a reliable asset to the water system's long-term supply requirements, 
although it will be utilized in the short-term as an emergency backup until such time as additional well 
capacity upgrades are provided. 

90th percentile 
Arsenic Levels 

(ppb) 
10.4 

15 

12 

As shown in Table 1, the current system PDD is calculated at 68 1 gpm. The largest well in the system, 
Well No. 7, appears capable of supporting the current PDD of the water system. The current system is 
also capable of providing PDD with the largest well out of service, provided that the capacity of Well No. 
5 is available. 

Water quality analysis for the wells indicates that all three have arsenic levels that will not meet the EPA 
requirement of less than 10 ppb by January 23, 2006 unless corrective measures are taken. Arsenic 
treatment will play a significant role in the location of the POE for the wells into the system. The POE is 
the point at which the water from the well enters the distribution system and may be consumed by the 
public. All required treatment and testing requirements must be performed before the POE. Well capacity 
and arsenic levels are provided in Table 2. 

Facility 
Well No. 5 

Well No. 6 

Well No. 7 

4.4. STORAGE 

The existing system has two storage tanks. Both storage tanks are at the same site, located on the eastern 
edge of the tailings dam on the nearby mine property. The tanks have a total capacity of 90,000 gallons, 
split between a 60,000-gallon storage tank and a 30,000-gallon storage tank. The storage requirement for 
the existing system is 1.0 times ADD, assuming fire flow storage will not be provided for the existing 
system. For this system the ADD is 341 gpm, or 490,820 gpd. The total existing storage requirement is, 
therefore, approximately 490,820 gallons, which leaves an existing storage deficit of approximately 
400,000 gallons. Table 3 gives a summary of the existing facilities. 
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Existing Storage 
Existing Capacity Requirement 

(Gallons) (Gallons) 
90,000 490,820 

Existing Storage 
Deficit 

(Gallons) 
400,820 

4.5. EXISTING SYSTEM INFRASTRUCTURE REQUIREMENTS 

The approach to the construction of new infrastructure to serve the existing water system must take into 
account the various requirements to provide a comprehensive plan that addresses the issues related to 
water quality, and storage deficiencies. Long-term well capacity issues will be addressed under the future 
system requirements section, as it is assumed that the existing well capacity will be sufficient for the 
short-term needs of the water system. The recommended infrastructure as discussed in this chapter is 
shown on Exhibit 1. 

The first priority for Las Quintas Serenas Water Company is to construct facilities that will allow the 
water system to provide water meeting the new arsenic standard. The secondary priority is to address the 
shortage in storage capacity. A variety of options were considered to address these concerns including 
arsenic treatment at each well site, various combinations of centralized arsenic treatment, and various 
storage tank locations. The alternative selected to address existing system requirements allows the 
integration of both arsenic treatment and storage facilities into one water system project. In general, it is 
most efficient to treat or test well water by concentrating numerous sources into a single centralized 
system before pumping into the distribution system. The water system facilities proposed for the existing 
system include a combined treatment system for Well Nos. 6 and 7, with a new storage tank and booster 
station for delivering treated water, and a small separate treatment system at Well No. 5. An Opinion of 
Probable Construction Cost (OPCC) for the existing system facilities is provided in Appendix A. 

4.5.1. Well Nos. 6 and 7 Arsenic Treatment 

The existing system infrastructure to address arsenic concerns at Well No. 6 and 7 will include a new 
1,275-gpm iron-media adsorption arsenic treatment system, 400,000-gallon storage tank, and 850-gpm 
transfer booster station at the existing Well No. 6 site. A new 8-inch water main approximately 2,500 feet 
in length will be required to connect Well No. 7 to the site. The Well No. 6 site was selected for the 
treatment system due to visibility concerns at Well No. 7. Site piping will allow either or both of the 
wells to deliver directly into the arsenic treatment system. The treated water meeting the new arsenic 
standard will fill a new 400,000-gallon tank located at the Well No. 6 site. A variable frequency drive 
(VFD) transfer booster station with a capacity of 850 gpm will then pump treated water from the tank into 
the system. A concept site layout for the new facilities at the Well No. 6 site is shown on Exhibit 2. 

The arsenic treatment unit constructed at the Well No. 6 site will be a dual-vessel layout for redundancy 
purposes. The actual vessels will be sized to accommodate the total capacity of both wells operating 
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LAS QUINTAS SERENAS WATER SYSTEM AND ARSENIC MASTER PLAN 

together, approximately 1,275 gpm, so that the system can be operated in this manner as future demands 
increase. However, it is anticipated that only one of the two wells will need to be running under the 
current system operation scenario, which will result in longer media life than at full capacity. 

The arsenic treatment system will be designed with a flow bypass, to allow treatment of only a percentage 
of the full flow from either or both wells. The total flow actually going through the arsenic treatment unit 
will be lower than the well capacity, and the bypass flow will be blended back with the treated water from 
the arsenic treatment facility. The flow split will be designed to allow treatment to a blended arsenic level 
of approximately 8 ppb. Because the exact flow split will be determined during final design, and the 
overall site addresses the total flow from the wells, the total capacity of the treatment system is listed as 
that of the wells, although not that much flow will actually go through the adsorption vessels. 

The transfer booster station will have two 425-gpm VFD pumps, and an extra suction and discharge space 
for a future pump as demand increases. It is anticipated that this booster station will be a pre-packaged, 
skid-mounted VFD pump station. Until pipeline deficiencies in the system are addressed as part of the 
future system upgrades, this booster station cannot actually be upgraded to a higher flow rate. This 
booster station will typically operate by level control based upon the elevation of the water level in the 
elevated storage tanks. This booster station could also be designed to be pressure controlled to increase 
fire protection to the surrounding area. It is anticipated that the booster station will be built with a VFD 
that will allow the booster pumps to minimize over-pressurization of the water system due to small 
pipeline sizes in the system. A back-up generator would be included at this facility for emergency power. 

Both Wells 6 and 7 will undergo modifications during this process due to the new pressure requirements 
of pumping to the new storage facility with lower total dynamic pumping head. When these 
modifications are made the water company will explore options for increasing the flow rate from both 
wells. Further analysis is needed to determine the maximum safe yield of both wells. 

4.5.2. Well No. 5 Arsenic Treatment 

Well No. 5 will be equipped with a pre-packaged skid-mounted 200-gpm arsenic treatment facility. Well 
No. 5 will be equipped only to allow for emergency operation when one of the other wells go offline. 
This new arsenic treatment facility will be skid mounted to provide the option of moving it to a future 
location. The facility will include a bypass with blending to minimize the size of the adsorption vessels. 

4.5.3. Storage Capacity 

The initial storage capacity needs of the existing system will be addressed through the addition of the new 
400,000 gallon tank at the Well No. 6 site as a part of the arsenic treatment system. This storage tank will 
provide additional flexibility in the operation of the water system for meeting peak hour demands. This 
storage tank will not provide floating storage. 
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LAS QUNTAS SERENAS WATER SYSTEM AND ARSENIC MASTER PLAN 

CHAPTER 5. FUTURE SYSTEM ANALYSIS 

The water system design criteria, as previously provided, were used to develop the future water system 
capacity requirements. Future system requirements include the capacity of wells, storage, arsenic 
treatment, and water mains to serve future demands. The proposed infrastructure upgrades to address 
inadequacies in the existing system are discussed in the following chapter. 

. 

5.1. POPULATION PROJECTIONS 

The water system analysis is based on approximate number of units at build-out for the water system. The 
focus of the infrastructure requirements of this Master Plan will be on development within the existing 
water system pressure zone boundary. This section of the water system has an approximate buildout of 
700 additional single-family residential units based on current land uses and anticipated development, as 
shown in Exhibit 3 .  

There is a small section within the CC&N to the west of the existing water system that will require a new 
pressure zone to be developed to serve the area. Two subdivisions, Twin Buttes and Palo Seco have a 
combined 100 single-family residential units planned in this area. Two other tracts of land will likely see 
similar development. All of these areas are located within the CC&N but are outside of the existing water 
system zone. These sections will be required to develop their own infrastructure independent of the 
existing system. The sizing, layout, and locations of the infrastructure to serve this area will be 
developer-driven and will be covered under a separate master plan, as appropriate. 

5.2. FUTURE SYSTEM DEMANDS 

The demand criteria in Section 3.1 were used in calculating the buildout demands for the anticipated 700 
additional units. Table 4 provides a summary of the future system demands. 

Total Population [ 4,462 (existing) + 700*3.0 (future) 3 ................................................................. 6,562 

WestLand Resources, Inc. 11 
Engineenng and Environmental Consultants 
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Available Capacity Future Storage Requirement 
(Gallons) (Gallons) 

400,000* 901,820 

LAS QUINTAS SERENAS WATER SYSTEM AND ARSENIC MASTER PLAN 

Future Storage Deficit 
(Gallons) 

501,820 

5.3. WELLS 

Well production requirements are based on meeting PDD with the largest well out of service. PDD for 
the system at buildout is calculated to be 1,000 gpm. 

5.4. STORAGE 

The additional 700 units anticipated for buildout will increase this storage requirement by 23 1,000 
gallons. Including fire flow storage capacity requirement would increase the storage requirement by 
another 180,000 gallons. The total calculated storage requirement for the future system buildout is 
approximately 900,000 gallons, as shown in Table 5 .  

5.5. FUTURE SYSTEM INFRASTRUCTURE REQUIREMENTS 

Well and reservoir projects, which are recommended as future system upgrades are shown on Exhibit 3 .  
There will also be various pipeline projects to address headloss issues in the water system and improve 
the looping and operation of the water system, although these are not discussed specifically in this report. 
An Opinion of Probable Construction Cost for the future system upgrades is included in Appendix A. 

5.5.1. Well Requirements 

The water company will be exploring options to increase the capacity of Well Nos. 6 and 7 as part of the 
arsenic treatment project. If it is determined that the new well capacity is sufficient to meet 1,000 gpm 
PDD with the largest well out of service then no additional wells would be required. In order to meet this 
requirement each well would need to be increased to at least 1,000 gpm capacity. The need for more 
source capacity should be continually monitored by Las Quintas Serenas Water Company to ensure that 
the water company is able to supply PDD with largest well out of service. For purposes of this master 
plan, we have assumed that a new well would be required, as it is currently unknown whether the well 
capacities at Well No. 6 and 7 can be increased sufficiently to accommodate all future demands. The 
actual well capacity required will depend on the required capacity, and pump test results, but this report 
provides for a new 600 gpm well, based on the existing capacity of the other wells. Several factors will 
determine the probable location of this new well including, well spacing, proximity to efficient hydrologic 
aquifer supply, water quality, proximity to the existing distribution system to pump the excess water to 

WestLand Resources, Inc. 12 
Engineenng and Envlronmental Consultants 
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LAS QUINTAS SERENAS WATER SYSTEM AND ARSENIC MASTER PLAN 

deficient portions of the water system, and land availability. There is a potential well site located near the 
north end of the CC&N area that could be used for the new well site. 

Any new well will likely require an additional onsite arsenic treatment facility, although studies can be 
performed at the time of well construction to try and reduce arsenic levels through specific well 
construction methods. The arsenic treatment will be able to pump directly into the system and will not 
require an additional storage facility or booster station. Appropriately sized mains will also be required 
from the new well to convey the water to the system, and to the floating reservoir. 

5.5.2. Storage Requirements 

The recommendation for addressing the storage deficit for the buildout condition is to add storage 
capacity at the floating reservoir site on the mine tailings. The new storage tank at this site should be 
constructed as a taller tank or at a higher elevation, to raise the system high water level from 3,057 to at 
least 3,070 feet and address low-pressure issues at the top of the existing pressure zone. It is assumed that 
the 30,000-gallon storage tank will be abandoned to make a space for the new tank, and that the 60,000 
gallon tank will not be available for normal use, because of the different highwater elevation of the new 
tank. The existing 60,000-gallon tank could be kept in place for temporary use to allow the future 
reservoir to be taken out of service for maintenance. Assuming a 400,000-gallon storage tank is 
constructed at the Well No. 6 site as part of the arsenic treatment upgrades and the capacity of the existing 
tanks is not available, the total buildout scenano storage requirement will be approximately 500,000 
gallons at the mine tailings floating reservoir site. 

WestLand Resources, Inc. 
Engineenng and Environmental Consultants 
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SECTION 1 : APPLICANT INFORMATION 

I Repair 
Well or Spring Box 

1.1 Applicant: Las Quintas Serenas Water Company 

1.2 Address: P.O. Box 68. Sahuarita Arizona 85629 

Contact: Steve Gay; Managedopera tor  

Rehab I Upgrade I Replace I Expand 

I 

1.3 Phone: 520.625.8040 
E-mail: LQSWATER@aol.com 

Fax: 520.648.3520 

1.4 County in Which Project is Located: Pima 

1.5 Number of Benefiting Connections: 1,000 

1.6 Average Monthly User Feedcharges (base & use) for an Average Residential User: $ 

1.7 Total Debt ( P ~ Z H C ~ ~ U ~  ody) Payable by System Users: $0.0 

Population Served by the System: 4,000 

I .8 AUEQ System Identification Number: 10064 

SECTION 2: PROJECT DESCRIPTION 

2.1 Project TitleName: LQS Water  Company Arsenic Remediation /Storage Addition 

2.2 Briefly summarize the reason for the proposed project and/or attach a summary: (Include 
conditions initiating the proposedproject and give details regarding any Notice of Violation(s) and/or Consent Orderfiom a 
regzduti ng agencv. ,4 liac h c0p.y.) 

The Environniental Protection Agency has mandated acceptable levels of arsenic in the drinking water to 
be below l0ppb.  All water companies that currently provide water with arsenic levels tha t  exceed that  
amount have until January 23,2006 to comply. 
Las Quintas Serenas Water Company falls into this category and is posturing the company to meet these 
requirements by the January 23‘d deadline. The company has had a Water  System and Arsenic Master 
Plan done through WestLand Resources, Inc. and is requesting funding to build the arsenic treatment 
facilities necessary. 
The Master Plan also includes a recommendation for an  additional 150,000 gallons of above-ground 
storage in order  to place the company in functional compliance. The increase in storage a t  this time will 
be cost effective as it requires only an increase in reservoir size - to add the necessary storage a t  a later 
date would result in the purchase of additional tank(s). 

2.3 Project Description 

a. Facilities (Check appropriate boxes) NIA 

Distribution & Booster Pumps I 
Treatment RC Disinfection 

b. Secure a New Water Source (Check npproprlate bo.;) NIA 

o GI-ound Water o Surface Water o Ground Water under Direct Surface Influence 

2 4 ‘Type of 1,oan required during funding cycle 2005 (check appropriate box) 
8 Design 8 Construction 

Water Infrastructure Finance Authority of Arizona . 11 10 West Washington, Suite 290, Phoenix, AZ 85007 
Phone (602) 364-1310 . Toll Free: (877) 298-0425 FAX: (602) 364-1327 . www.azwifa.gov 

A 

mailto:LQSWATER@aol.com
http://www.azwifa.gov


2.5 Consolidation and Regionalization (Check appropriate boxes) N/A 

o Consolidate Existing Physical Facilities o Consolidate Existing Service Areas 
o Consolidate Existing Operations o Consolidate Existing Ownerships 

SECTION 3: AMOUNT OF FINANCIAL ASSISTANCE 

Amount Requested Amount Funded Amount Funded 
Total Project Costs from WLFA Locally from Other  Sources 

$ 1,789,375.00 = $1,789,375.00 + $0.00 + $0.00 

List Names of Other Funding Sources: 

SECTION 4: READINESS TO PROCEED INDICATORS 

4.1 Debt Authorization (Authorization through electzon or special district crention orprocess) (Check appropriate box) 
o 
o 

Authorized - Enclose copy of official election canvas or special district proceedings (governmental) 
Authorized - Enclose Arizona Corporation Commission Order authorizing long term financing (non- 
governmental) 
Scheduled - Anticipated Authorization Date (insert dale): Pending - Procedural Conference June  23,2005 
No Plans to Schedule within Funding Cycle - January 2005 through December 2005. 

4.2 Prqject Plaiis & Specifications: (Check appropriate box) 
o Approved - Enclose Approval Notification. 

Scheduled for Approval - Anticipated Approval Date (znsert date): 
Engineei Selected - Anticipated Start Date WestLand Resources, Inc. - January  2005 

o Engineer Not Selected 

4 3 Applicable Local, State, and Federal Project Permits: (Check appropmzte box) 
o 
o 
69 Date of Approval Unknown 
o Not Applicable - Explain: 

Obtained - Enclose Approval Notification(s). 
Scheduled to Obtain Permit(s) - Anticipated Permit(s) Date (znsert date): 

4.4 Project Bids: (Check appropriate box) 
C3 Accepted 

will need current pricing for final construction plans 
Scheduled to Solicit Bids - Anticipated Solicitation Date (insert date): 
Date of Bid Solicitation Unknown 

Received quotes from Severn Trent for Arsenic Filter(s), as submitted in Master Plan. LQS 

o 
o 
o Not Applicable - Explain: 

SECTION 5: CERTIFICAT~ON & APPROVAL 

As the Asrfliorized Representative, I certifjy tliat the inforination contained in this uppliciitioii is, to the best of nzy 
liiiotvlerlge, true, uccurate, and correct. 

S igiiature : 

Name: Steve Gay Title: OperatodManager Date: 06/13/05 

Watei Infrastructure Finance Authority of Arizona 11 10 West Washington, Suite 290, Phoenix, AZ 85007 
Phone (602) 364-13 10 Toll Free (877) 298-0425 FAX. (602) 364-1327 www azwifa gov 

A 
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MT. John S. Gay, President 
Las Quintas Serenas Water Co. 
P.0- Box 68 
Sahuarita,AZ 85629 
RE. Commercial Line of Credit 
Cc: Mr. Lawrence V. Robertson, Jr. 

Dear Mr. Gay: 

On behalfof Commerce Bank Of Arizona (Batik), I 8m pleased to inform you that the 
loan request to Las Quintas Serenas Water Co. (Cmqany) has been approved on the 

September 2,2005 

fonowingtenns and conwm: 

b a n  Amount: $1,650,000 

Interest Rate: 8% fixed 

Terms: 180 day non-revolving line of credit With monthly interest payments. Advances 
in construction phase are subject to providing acceptabie invoices. Then, loan is fully 
amortized over ten years with monthly principal and interest payments. 

Fees: 34 pint  fee, $300 doeurnentation fse, due at closing 

Prepayment penalty: None 

Collateral: Blanket assignment of the assets of Las Quintas Sermas Water Co. 

Insurance: The bank shall be provided with a loss payable endorsement €tom an 
insurance company satisfactory to the bank €or property d m g e  and loss. 

Banking: The Company shall mahtain its general and operating accounts at Commerce 
Bank of Arizona, in the event that the bank establishes a banking office in Green Valley, 
Az. 

Loan funding is subject to approval of the requested rate increase h m  Arizona 
Corporation Commission as per information previously provided to the bank. 

The company sWl provide all such agnxments as the bank shall require including but 
not limited to promissory notes, security agreements, UCC filings, and any other 
documents as may be required by the bank and for the bank to ped& the referenced 
security interests. 

Brondway Omcc hn/La Cholla Office 
3805 East Broadway Blvd. * Tucson, Arizona 85716 2285 West h a  Rd. - Tucson, Arizona 85741 
520.325.5200 Fax 520.327.OSI3 520.797.4160 Fax 520.797.4180 

www.cornmerceban kaz.com 



This commitment is conditional upon the preparation, e x d o n ,  and legal documentation 
in form and substance satkfstory to Bank incorpOrating substantidly all ofthe tenns and 
cOttditi0rt;s outlined or refkred to above. However, it is undeasood and acknowledged by 
the company that this commitment does not contain all ofthe terms and conditions of the 
loan agreement andlor promissory note. 

If you are in agmammt with the tenns and conditions of this letter, please sign below and 
return this 1- by September 30,2005, the date that this mmnitmmt letter will expire. 



Las Ouintas Serenas Water Company 

Docket Nos. W-01583A-04-0178, W-01583A-05-0326 and 
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CORPORATE RESOLUTION TO BORROW / GRANT COLLATERAL 

Principal Loan Date MaturltV l o a n  No Call I Coll 
$1,65O.OOO.W 10-26-2005 04-26-2016 100007~100 W A O  I BL 

Account Officer Initials 
05 

References in the shaded area are for Lender's use only and do not limit the applicability of this document to any particular loan or item. 
Any item above containing " * * * "  has been omitted due to text length limitations. 

Corporation: Las Quintas Serenas Water CO. 
16961 S. Carnino De Las Quintas 
Sahuarita. AZ 85629 

Lender: Commerce Bank of Arizona 
Main Office 
3805 E. Broadway Blvd. 
Tucson, AZ 85716 
1520) 325-5200 

1. THE UNDERSIGNED. DO HEREBY CERTIFY THAT: 

THE CORPORATION'S EXISTENCE. The complete and correct name of the Corporation is Las Ouintas Serenas Water CO. ("Corporation"). The 
Corporation is a corporation for profit which is, and at a11 times shall be, duly organized, validly existing, and in good standing under and by 
virtue of the laws of the State of Arizona. The Corporation is duly authorized to transact business in all other states in which the Corporation is 
doing business, having obtained all necessary filings, governmental licenses and approvals for each state in which the Corporation is doing 
business. Specifically, the Corporation is, and at all times shall be. duly qualified as a foreign corporation in all states in which the failure to so 
qualify would have a material adverse effect on its business or financial condition. The Corporation has the full power and authority to own its 
properties and to transact the business in which it is presently engaged or presently proposes to engage. The Corporation maintains an office at 
16961 S. Camino De Las Ouintas, Sahuarita, A2 85629. Unless the Corporation has designated otherwise in writing, the principal office is the 
office at which the Corporation keeps its books and records. The Corporation will notify Lender prior to any change in the location of The 
Corporation's state of organization or any change in The Corporation's name. The Corporation shall do all things necessary to preserve and to 
keep in full force and effect its existence, rights and privileges, and shall comply with all regulations, rules, ordinances, statutes, orders and 
decrees of any governmental or quasi-governmental authority or court applicable to the Corporation and The Corporation's business activities. 

RESOLUTIONS ADOPTED. At a meeting of the Directors of the Corporation, or if the Corporation is a close corporation having no Board of 
Directors then at a meeting of the Corporation's shareholders, duly called and held on October 26, 2005, at which a quorum was present and 
voting, or by other duly authorized action in lieu of a meeting, the resolutions set forth in this Resolution were adopted. 

OFFICER. The following named person is an officer of Las Ouintas Serenas Water CO.: 

NAMES - TITLES AUTHORiZED ACTUAL SIGNATURES 

John S. Gay President Y X 

ACTIONS AUTHORIZED. The authorized person listed above may enter into any agreements of any nature with Lender, and those agreements 
will bind the Corporation. Specifically. but without limitation. the authorized person is authorized, empowered, and directed to  do the following 
for and on behalf of the Corporation: 

Borrow Money. To borrow, as a cosigner or otherwise, from time to time from Lender, on such terms as may be agreed upon between the 
Corporation and Lender, such sum or sums of money as in his or her judgment should be borrowed; however, not exceeding at any one 
time the amount of One Million Six Hundred Fifty Thousand & 001100 Dollars ($1,650,000.00~. in addition to such sum or sums of money 
as may be currently borrowed by the Corporation from Lender. 

Execute Notes. To execute and deliver to Lender the promissory note or notes, or other evidence of the Corporation's credit 
accommodations, on Lender's forms, at such rates of interest and on such terms as rnay be agreed upon, evidencing the sums of money so 
borrowed or any of the Corporation's indebtedness to Lender, and also to execute and deliver to Lender one or more renewals, extensions, 
modifications, refinancings, consolidations, or substitutions for one or more of the notes, any portion of the notes, or any other evidence of 
credit accommodations. 

Grant Security. To mortgage, pledge, transfer, endorse, hypothecate, or otherwise encumber and deliver to Lender any property now or 
hereafter belonging to the Corporation or in which the Corporation now or hereafter may have an interest, including without limitation a11 of 
the Corporation's real property and all of the Corporation's personal property (tangible or intangible). as security for the payment of any 
loans or credit accommodations so obtained, any promissory notes so executed (including any amendments to or modifications, renewals, 
and extensions of such promissory notes), or any other or further indebtedness of the Corporation to Lender at any time owing, however 
the same may be evidenced. Such property may be mortgaged, pledged, transferred, endorsed, hypothecated or encumbered at the time 
such loans are obtained or such indebtedness is incurred, or at any other time or times, and rnay be either in addition to or in lieu of any 
property theretofore mortgaged. pledged, transferred, endorsed, hypothecated or encumbered. 

Execute Security Documents. To execute and deliver to Lender the forms of mortgage, deed of trust, pledge agreement, hypothecation 
agreement, and other security agreements and financing statements which Lender rnay require and which shall evidence the terms and 
conditions under and pursuant to which such liens and encumbrances, or any of them, are given; and also to execute and deliver to Lender 
any other written instruments, any chattel paper, or any other collateral, of any kind or nature, which Lender may deem necessary or proper 
in connection with or pertaining to the giving of the liens and encumbrances. 

Deposit Accounts. To open one or more depository accounts in the Corporation's name and sign and deliver all documents or items 
required to fulfill the conditions of all banking business, including without limitation the initiation of wire transfers, until authority is revoked 
by action of the Corporation on written notice to Lender. 

Negotiate Items. To draw, endorse, and discount with Lender all drafts, trade acceptances, promissory notes, or other evidences of 
indebtedness payable to or belonging to the Corporation or in which the Corporation may have an interest, and either to receive cash for the 
same or to cause such proceeds to be credited to the Corporation's account with Lender, or to cause such other disposition of the 
proceeds derived therefrom as he or she may deem advisable. 

Further Acts. In the case of lines of credit, to designate additional or alternate individuals as being authorized to request advances under 
such lines, and in all cases, t o  do and perform such other acts and things. to pay any and a11 fees and costs, and to execute and deliver 
such other documents and agreements, including agreements waiving the right to  a trial by jury, as the officer may in his or her discretion 
deem reasonably necessary or proper in order to carry into effect the provisions of this Resolution. 

ASSUMED BUSINESS NAMES. The Corporation has filed or recorded all documents or filings required by law relating to a11 assumed business 
names used by the Corporation. Excluding the name of the Corporation, the following is a complete list of all assumed business names under 
which the Corporation does business: None. 

NOTICES TO LENDER. The Corporation will promptly notify Lender in writing at Lender's address shown above lor such other addresses as 
Lender may designate from time to time) prior to any change in the Corporation's assumed 
business namels); IC) change in the management of the Corporation: ID1 change in the authorized signerkl; (E) change in the Corporation's 
principal office address; IF) change in the Corporation's state of organization; IG) conversion of the Corporation to a new or different type of 
business entity; or (HI change in any other aspect of the Corporation that directly or indirectly relates to any agreements between the 
Corporation and Lender. No change in the Corporation's name or state of organization will take effect until after Lender has received notice. 

CERTIFICATION CONCERNING OFFICERS AND RESOLUTIONS. The officer named above is duly elected, appointed, or employed by or for the 
Corporation, as the case may be, and occupies the position set opposite his or her respective name. This Resolution now stands of record on 
the books of the Corporation, is in full force and effect, and has not been modified or revoked in any manner whatsoever. 

NO CORPORATE SEAL. The Corporation has no corporate seal, and therefore, no seal is affixed to this Resolution. 

CONTINUING VALIDITY. Any and all acts authorized pursuant to this Resolution and performed prior to the passage of this Resolution are 
hereby ratified and approved. This Resolution shall be continuing, shall remain in full force and effect and Lender may rely on It until written 
notice of its revocation shall have been delivered to and received by Lender at Lender's address shown above (or such addresses as Lender may 
designate from time to time). Any such notice shall not affect any of the Corporation's agreements or commitments in effect at the time notice 
is given. 

IN TESTIMONY WHEREOF, I have hereunto set my hand and attest that the signature set opposite the name listed above is his or her genuine 
signature. 

I have read all the provisions of this Resolution. and I personally and on behalf of the Corporation certify that all statements and representations 
made in this Resolution ara true and correct. This Corporate Resolution to Borrow / Grant Collateral Is dated October 26, 2005. 

(AI change in the Corporation's name; (E) 
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CERTIFIED TO AND ATTESTED BY: 

X 
John S. Gay, Prmridsnt of Lsr Quints Swe- Water 
co. 



Las Quintas Serenas Water Companv 
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PROMISSORY NOTE 

Principal 
91,650~000.00 

LoanDate Maturity LaenNo -9 I Colt Account Officer Inltiak 
10-26-2005 04-26-2016 100007-100 W O I B L  05 

References in the shaded area are for Lender's use only and do not limit the applicability of this document to any particular loan or Item. 
Any item above containing " * * * "  has been omitted due to text length limitations. 

Borrower: Lss Quintas Serenas Water co. 
16961 S. Camino De Les Quintas 
Sahuarita, AZ 85629 

Lender: Commerce Bank of Arizona 
Main Office 
3805 E. Broadway Blvd. 
Tucson, A2 85716 
15201 325-5200 

Principal Amount: $1,650,000.00 Interest Rate: 8.000% Date of Note: October 26, 2005 
PROMISE TO PAY. Lar Quintar Serenas Water CO. l"8orrower"l promises to pay to Commerce Bank of Arizona ("lender"). or order. in lawful 
money of the United States of America, the prinoipal amount of One Million Six Hundred Fifty Thousand & 001100 Dollars ($1.650.000.00) or 
ID much as m y  be outstanding. together with interest on the unpaid outstanding principal balance of each advance. Interest shall be calculated 
from the date of each advance until repayment of each advance. 

PAYMENT. 6 monthly consecutive interest payments, 
beginning November 26. 2005, with interest calculated on thO unpaid principal balances at an interest rate of 8.000% per annum: 119 monthly 
consecutive principal and interest payments of $20,025.75 each. beginning May 26. 2006, wilh interest calculated on the unpaid principal 
balances at an interest rate of 8.000% per annum: and one principal and imerest payment of $20.026.03 on April 26. 2016, wlth interest 
calculated on the unpaid principal balances at an intsrest rate of 8.000% p.r  annum. T h i  estimated final payment is based on the assumption 
that all payments will be made exactly as scheduled: the actual final payment will be for ell principal and accrued interest not yet psld, together 
with m y  other unpaid amount% d e r  this Note. Unbrs otherwise agreed w required bv applicable law, payments will be applied firat to any 
unpaid collection costs: then to any late charges: then to any accrued unpaid interest: and then to principal, lmersst on t h i  Note is computed 
on e 3651365 simple interest basis: that Is. by applying the ratio of the annual interest rate over the number of days in a year, multiplied by the 
outstanding principal balance. multiplied by the actual number of days the principal balance is outstanding. Borrower will pay Lender at Lander's 
address shown above or at such other place as Lender may designate in writing. 

EFFECTIVE RATE, Borrower agrees to an effective rate of interest that is the rate specified in this Note plus any additional rate resulting from 
any other charges in the nature of interest paid or to be paid in connection with thii Note. 

PREPAYMENT. Borrower agrees that all loan fees and other prepaid finance charges are earned fully as of the date of the loan and wiii not be 
sublect to refund upon early payment (whether voluntary or as a result of default), except as otherwise required by law. Except for the 
foregoing. Borrower may pay without penalty ai1 or a portion of the amount owed earlier than it Is due. Early payments will not, unless agreed 
to by Lender in writing. relieve Borrower of Borrower's obligation to continue to make payments under the payment schedule. Rather, early 
payments will reduce the principal balance due and may result in Borrower's making fewer payments. Borrower agrees not to send Lender 
payments marked "paid in full', "without recourse", or similar language. if Borrower sends such a payment. Lender may accept it without 
losing any of Lender's rights under this Note, and Borrower will remain obligated to pay any further amount owed to Lender. All written 
communications concerning disputed amounts, including any check or other payment instrument that indicates that the payment constitutes 
"payment in full" of the amount owed or that is tendered with other conditions or limitations or as full satisfaction of a disputed amount must be 
mailed or delivered to: Commerce Bank of Arizona, Main Office. 3805 E. Broadway Blvd. Tucson, A2 85716. 
LATE CHARGE. If a payment is 10 days or mare late, Borrower will be charged 5.000% of the regularly scheduled paymmnt. 

INTEREST AFTER DEFAULT. Upon default. including failure to pay upon final maturity, Lender, at its option, may. if wrmitted under applicable 
law. increase the interest rate on this Note 6.000 percentage points. The infOrESf rate will not exceed the maximum rate permitted by 
applicable law. 

DEFAULT. Each of the following shall constitute an event of default ("Event of Default") under this Note: 

Borrower will pay mii loan in accordance with the following payment schedule: 

Payment Default. Borrower fails to make any payment when due under this Note. 

Other Defaults. Borrower fails to comply with or to perform any other term, obligation. covenant or condition contained in this Note or in 
any of the related documents or to comply with or to perform any term, obligation, covenant or condition contained in any other agreement 
between Lender and Borrower. 

Fake Statements. Any warranty, representation or statement made or furnishd to Lender by Borrower or on Borrower's behalf under this 
Note or the related documents is false or misleeding in any material respect, either now or at the time made or furnished or becomes false 
or misleading at any time thereaner. 

lnsokency. The dissolution or termination of Borrower's existence as a going business, the Insoivency of Borrower, the appointment of a 
receiver for any part of Borrower's property, any assignment for the benefit of creditors, any type of creditor workout. or the 
commencement of any proceeding under any bankruptcy or insolvency laws by or against Borrower. 

Crodfor or Forfeiture Proceedings. Commencement of foreclosure or forfeiture proceedings, whether by judicial proceeding, self-help, 
repossession or any other method, by any creditor of Borrower or by any governmental agency against any coliateral securing the loan. 
This includes a garnishment of any of Borrower's accounts, including deposit accounts, with Lender. However, this Event of Default shall 
not apply if there is a good faith dispute by Borrower as to the validity or reasonableness of the claim which is the basis of the creditor or 
forfeiture proceeding and If Borrower gives Lender written notice of the creditor or forfeiture proceeding and deposits with Lendar monies or 
a surety bond for the creditor or forfeiture proceeding. in an amount determined by Lender, In its sole discretion, as being an adequate 
reserve or bond for the dispute. 

Events Affecting Guarantor. Any of the preceding events occurs with respect to any guarantor. endorser. surety, or accommodation party 
of any of the indebtedness or any guarantor, endorser. surety. or accommodation party dies or becomes Incompetent. or revokes or 
disputes the validity of. or liability under, any guaranty of the indebtedness evidenced by this Note. 

Change In Ownership. Any change in ownership of twenty-five percent 125%) or more of the common stock of Borrower. 

Adverse Change. 
performance of this Note is impaired. 

Insecurity. Lender in goad faith believes itself insecure. 

A material adverse change occurs in Borrower's financial condition, or Lender believes the prospect of payment or 

LENDER'S RIGHTS. Upon default, Lender may declare the entire unpaid principal balance on this Note and all accrued unpaid interest 
immediately due, and then Borrower will pay that amount. 

ATTORNEYS' FEES: EXPENSES. Lender may hire or pay someone else to help coilact this Note if Borrower does not pay. Borrower will pay 
Lender that amount. This includes. subject to any limits under applicable iaw, Lender's attorneys' fear and Lender's legal expansas, whether or 
not there is a lawsuit, including attorneys' fees, expenses for bankruptcy proceedings lincluding efforts to modify or vacate any automatic stay 
or injunction), and appeals. However, Borrower will oniy pay attorneys' fees of an attorney not Lender's salaried employee, to whom the matter 
is referred after Borrower's default. If not prohibited by applicable law, Borrower also will pay any COUR costs, in addition to all other sums 
provided by law. 

JURY WAIVER. Lender and Borrower hereby waive the right to any jury trial in any action, proceeding. or counterclaim brought by either Lender 
or Borrower against the other. 

GOVERNING LAW. This Note will be governed by federal law applicable to Lender end. to the extent not preempted by federal law. the laws of 
ths State of Arizona without regard to it0 conflicts of law provisions. This Note has been accepted by Lender in thm State of Arizona. 

DISHONORED ITEM FEE. Borrower will pay a tee to Lender of $15.00 if Borrower makes a payment on Borrower's loan and the check or 
preauthorized charge with which Borrower pays is later dishonored. 

RIGHT OF SETOFF. To the extent permitted by applicable law, Lender reserves a right of setoff in all Borrower's accounts with Lender lwhether 
checking, savings, or some other account). This includes all accounts Borrower holds jointly with someone else and all accounts Borrower may 
open in the future. However. this does not include any IRA or Keogh accounts, or any trust accounts for which setoff would be prohibited by 
law. Borrower authorizes Lender, to the extent permitted by applicable iaw. to charge or setoff all sums owing on the indebtedness against m y  
and all such accounts, and. at Lender's option. to administratively freeze all such accounts to allow Lender to protect Lender's charge and setoff 
rights provided in this paragraph. 

COLLATERAL. Borrower acknowledges this Note is secured by the following collateral described in the security instrument listed herein: 
Inventory. accounts, equipment and general intangibles described in a Commercial Security Agreement dated October 26. 2005. 
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LINE OF CREDIT, This Note evidences a straight line of credit. Once the total amount of principal has been advanced, Borrower is not entitled 
to further loan advances. Advances under this Note may be requested either orally or in writing by Borrower or as provided in this paragraph. 
Lender may, but need not, require that all oral requests be confirmed in writing. All communications, instructions, or directions by telephone or 
otherwise to  Lender are to be directed to  Lender's office shown above. The following person currently is authorized to  request advances and 
authorize payments under the until Lender receives from Borrower, at Lender's address shown above, writ ten notice of revocation of his or her 
authority: John S. Gay, President of Las Quintas Serenas Water CO. Borrower agrees to  be liable for all sums either: (A) advanced in 
accordance with the instructions of an authorized person or (8) credited to any of Borrower's accounts w i th  Lender. The unpaid principal 
balance owing on this Note at any time may be evidenced by endorsements on this Note or by Lender's internal records, including daily 
computer print-outs. 

SUCCESSOR INTERESTS. The terms of this Note shall be binding upon Borrower, and upon Borrower's heirs, personal representatives, 
successors and assigns, and shall inure to the benefit of Lender and its successors and assigns. 

NOTIFY US OF INACCURATE INFORMATION WE REPORT TO CONSUMER REPORTING AGENCIES. Please notify us if we report any inaccurate 
information about your account(s) to a consumer reporting agency. Your writ ten notice describing the specific inaccuracy(ies) should be sent to 
us at the following address: Commerce Bank of Arizona Main Office 3805 E. Broadway Blvd. Tucson, AZ 8571 6. 

GENERAL PROVISIONS. Lender may delay or torgo enforcing any of its rights or remedies under this Note without losing them. Borrower and 
any other person who signs, guarantees or endorses this Note, to  the extent allowed by law, waive presentment, demand for payment, and 
notice of dishonor. Upon any change in the terins of this Note, and unless otherwise expressly stated in writing, no party who signs this Note, 
whether as maker, guarantor, accommodation rnaker or endorser, shall be released from liability. All such parties agree that Lender may renew 
or extend (repeatedly and for any length of tima) this loan or release any party or guarantor or collateral; or impair, fail to  realize upon or perfect 
Lender's security interest in the collateral; and take any other action deemed necessary by Lender without the consent of or notice to  anyone. 
All such parties also agree that Lender may modify this loan without the consent of or notice to  anyone other than the party wi th whom the 
modification is made. The obligations under this Note are joint and several. 

TERMS OF THE NOTE. 
PRIOR TO SIGNING THIS NOTE, BORROWER READ AND UNDERSTOOD ALL THE PROVISIONS OF THIS NOTE. BORROWER AGREES TO THE 

BORROWER ACKNOWLEDGES RECEIPT OF A ~OMPLETED COPY OF THIS PROMISSORY NOTE. 

BORROWER: 

LAS QUINTAS SERENAS WATER CO. 

By: 
John S. Gay, President of Las Quintas Serenas 
Water CO. 

USER PRO Lending. V u .  6.29.W.W2 Copr. H d m d  Fnndd So*lllonl. Inc. 1497. 2005. N Ripht. R..md. . 42 e:\CFI\LsL\DZO.FC TR.436 PR.2 
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COMMERCIAL SECURITY AGREEMENT 

Principal 
$1,650,000.00 

Loan Date Maturity Loan No Call I C d l  Account Ufficer Initials 
10-26-2005 04-26-201 6 100007-100 M A 0  I BL 05 

I References in the shaded area are for Lender's use only and do not limit the applicability of this document to any particular loan or item. I 
Any item above containing " * * * "  has been omitted due to text length limitations. 

Grantor: Las Quintas Serenas Water CO. 
16961 S. Carnino De Las Quintas 
Sahuarita. A 2  85629 

Lender: Commerce Bank of Arizona 
Main Office 
3805 E. Broadway Blvd. 
Tucson, AZ 85716 
(5201 325-5200 

THIS COMMERCIAL SECURITY AGREEMENT dated October 26, 2005, is made and executed between Las Quintas 
Serenas Water CO. ("Grantor") and Commerce Bank of Arizona ("Lender"). 

GRANT OF SECURITY INTEREST. For valuable consideration, Grantor grants to  Lender a security interest in the 
Collateral to  secure the Indebtedness and agrees that Lender shall have the rights stated in this Agreement with 
respect t o  the Collateral, in addition t o  all other rights which Lender may have by law. 

COLLATERAL DESCRIPTION. The word "Collateral" as used in this Agreement means the following described 
property, whether now owned or hereafter acquired, whether now existing or hereafter arising, and wherever 
located, in which Grantor is giving to  Lender a security interest for the payment of the Indebtedness and 
performance of all other obligations under the Note and this Agreement: 

All Inventory, Accounts, Equipment and General Intangibles 

In addition, the word "Collateral" also includes all the following, whether now owned or hereafter acquired, 
whether now existing or hereafter arising, and wherever located: 

(A) All accessions, attachments, accessories, tools, parts, supplies, replacements of and additions to  any of 
the collateral described herein, whether added now or later. 

(6) All products and produce of any of the property described in this Collateral section. 

(C) All accounts, general intangibles, instruments, rents, monies, payments, and all other rights, arising out of 
a sale, lease, consignment or other disposition of any of the property described in this Collateral section. 

(D) All proceeds (including insurance proceeds) from the sale, destruction, loss, or other disposition of any of 
the property described in this Collateral section, and sums due from a third party who has damaged or 
destroyed the Collateral or from that party's insurer, whether due to  judgment, settlement or other process. 

(E) All records and data relating t o  any of the property described in this Collateral section, whether in the form 
of a writing, photograph, microfilm, microfiche, or electronic media, together with all of Grantor's right, title, 
and interest in and to  all computer software required to  utilize, create, maintain, and process any such records 
or data on electronic media. 

RIGHT OF SETOFF. To the extent permitted by applicable law, Lender reserves a right of setoff in all Grantor's 
accounts with Lender (whether checking, savings, or some other account). This includes all accounts Grantor 
holds jointly with someone else and all accounts Grantor may open in the future. However, this does not include 
any IRA or Keogh accounts, or any trust accounts for which setoff would be prohibited by law. Grantor authorizes 
Lender, to  the extent permitted by applicable law, to  charge or setoff all sums owing on the Indebtedness against 
any and all such accounts, and, at Lender's option, to  administratively freeze all such accounts t o  allow Lender to  
protect Lender's charge and setoff rights provided in this paragraph. 

GRANTOR'S REPRESENTATIONS AND WARRANTIES WITH RESPECT TO THE COLLATERAL. With respect t o  the 
Collateral, Grantor represents and promises to  Lender that: 

Perfection of Security Interest. Grantor agrees to  take whatever actions are requested by Lender to  perfect and 
continue Lender's security interest in the Collateral. Upon request of Lender, Grantor will deliver to  Lender any 
and all of the documents evidencing or constituting the Collateral, and Grantor will note Lender's interest upon 
any and all chattel paper and instruments if not delivered to  Lender for possession by Lender. 

Notices t o  Lender. Grantor will promptly notify Lender in writing at Lender's address shown above (or such 
other addresses as Lender may designate from time to  time) prior to  any (1)  change in Grantor's name: (2) 
change in Grantor's assumed business name(s); (3) change in the management of the Corporation Grantor; 
(4) change in the authorized signer(s1; (5) change in Grantor's principal office address; (6 )  change in 
Grantor's state of organization; (7) conversion of Grantor to  a new or different type of business entity; or ( 8 )  
change in any other aspect of Grantor that directly or indirectly relates to  any agreements between Grantor and 
Lender. No change in Grantor's name or state of organization will take effect until after Lender has received 
notice. 

No Violation. The execution and delivery of this Agreement will not violate any law or agreement governing 
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Grantor or to which Grantor is a party, and its certificate or articles of incorporation and bylaws do not prohibit 
any term or condition of this Agreement. 

Enforceability of Collateral. To the extent the Collateral consists of accounts, chattel paper, or general 
intangibles, as defined by the Uniform Commercial Code, the Collateral is enforceable in accordance wjth its 
terms, is genuine, and fully complies with all applicable laws and regulations concerning form, content and 
manner of preparation and execution, and all persons appearing to be obligated on the Collateral have authority 
and capacity to  contract and are in fact obligated as they appear to be on the Collateral. A t  the time any 
account becomes subject to  a security interest in favor of Lender, the account shall be a good and valid 
account representing an undisputed, bona fide indebtedness incurred by the account debtor, for merchandise 
held subject to  delivery instructions or previously shipped or delivered pursuant to  a contract of sale, or for 
services previously performed by Grantor with or for the account debtor. So long as this Agreement remains in 
effect, Grantor shall not, without Lender's prior written consent, compromise, settle, adjust, or extend payment 
under or with regard to  any such Accounts. There shall be no setoffs or counterclaims against any of the 
Collateral, and no agreement shall have been made under which any deductions or discounts may be claimed 
concerning the Collateral except those disclosed to  Lender in writing. 

Location of the Collateral. Except in the ordinary course of Grantor's business, Grantor agrees to  keep the 
Collateral (or to the extent the Collateral consists of intangible property such as accounts or general intangibles, 
the records concerning the Collateral) at Grantor's address shown above or at such other locations as are 
acceptable to  Lender. Upon Lender's request, Grantor will deliver to  Lender in form satisfactory to  Lender a 
schedule of real properties and Collateral locations relating to  Grantor's operations, including without limitation 
the following: (1 )  all real propert\/ Grantor owns or is purchasing; (2) all real property Grantor is renting or 
leasing; (3) all storage facilities Grantor owns, rents, leases, or uses; and (4) all other properties where 
Collateral is or may be located. 

Removal of the Collateral. Except in the ordinary course of Grantor's business, including the sales of inventory, 
Grantor shall not remove the Collateral from its existing location without Lender's prior written consent. To the 
extent that the Collateral consists of vehicles, or other titled property, Grantor shall not take or permit any 
action which would require application for certificates of title for the vehicles outside the State of Arizona, 
without Lender's prior written consent. Grantor shall, whenever requested, advise Lender of the exact location 
of the Collateral. 

Transactions Involving Collateral. Except for inventory sold or accounts collected in the ordinary course of 
Grantor's business, or as otherwise provided for in this Agreement, Grantor shall not sell, offer t o  sell, or 
otherwise transfer or dispose of the Collateral. While Grantor is not in default under this Agreement, Grantor 
may sell inventory, but only in the ordinary course of its business and only t o  buyers who qualify as a buyer in 
the ordinary course of business. A sale in the ordinary course of Grantor's business does not include a transfer 
in partial or total satisfaction of a debt or any bulk sale. Grantor shall not pledge, mortgage, encumber or 
otherwise permit the Collateral t o  be subject to  any lien, security interest, encumbrance, or charge, other than 
the security interest provided for in this Agreement, without the prior written consent of Lender. This includes 
security interests even if junior in right to  the security interests granted under this Agreement. Unless waived 
by Lender, all proceeds from any disposition of the Collateral (for whatever reason) shall be held in trust for 
Lender and shall not be commingled with any other funds; provided however, this requirement shall not 
constitute consent by Lender to any sale or other disposition. Upon receipt, Grantor shall immediately deliver 
any such proceeds to  Lender. 

Title. Grantor represents and warrants to  Lender that Grantor holds good and marketable title to  the Collateral, 
free and clear of all liens and encumbrances except for the lien of this Agreement. No financing statement 
covering any of the Collateral is on file in any public office other than those which reflect the security interest 
created by this Agreement or to  which Lender has specifically consented. Grantor shall defend Lender's rights 
in the Collateral against the claims and demands of all other persons. 

Repairs and Maintenance. Grantor agrees to  keep and maintain, and to  cause others to  keep and maintain, the 
Collateral in good order, repair and condition at all times while this Agreement remains in effect. Grantor 
further agrees to  pay when due all claims for work done on, or services rendered or material furnished in 
connection with the Collateral so that no lien or encumbrance may ever attach to  or be filed against the 
Collateral. 

Inspection of Collateral. Lender and Lender's designated representatives and agents shall have the right at all 
reasonable times to  examine and inspect the Collateral wherever located. 

Taxes, Assessments and Liens. Grantor will pay when due all taxes, assessments and liens upon the Collateral, 
its use or operation, upon this Agreement, upon any promissory note or notes evidencing the Indebtedness, or 
upon any of the other Related Documents. Grantor may withhold any such payment or may elect to  contest 
any lien if Grantor is in good faith conducting an appropriate proceeding to  contest the obligation to  pay and so 
long as Lender's interest in the Collateral is not jeopardized in Lender's sole opinion. If the Collateral is 
subjected to a lien which is not discharged within fifteen (15) days, Grantor shall deposit with Lender cash, a 
sufficient corporate surety bond or other security satisfactory to  Lender in an amount adequate to  provide for 
the discharge of the lien plus any interest, costs, attorneys' fees or other charges that could accrue as a result 
of foreclosure or sale of the Collateral. In any contest Grantor shall defend itself and Lender and shall satisfy 
any final adverse judgment before enforcement against the Collateral. Grantor shall name Lender as an 
additional obligee under any surety bond furnished in the contest proceedings. Grantor further agrees to  
furnish Lender with evidence that such taxes, assessments, and governmental and other charges have been 
paid in full and in a timely manner. Grantor may withhold any such payment or may elect to  contest any lien if 
Grantor is in good faith conducting an appropriate proceeding to  contest the obligation to  pay and so long as 
Lender's interest in the Collateral is not jeopardized. 

Compliance with Governmental Requirements. Grantor shall comply promptly with all laws, ordinances, rules 
and regulations of all governmental authorities, now or hereafter in effect, applicable to  the ownership, 
production, disposition, or use of the Collateral, including all laws or regulations relating to  the undue erosion of 
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highly-erodible land or relating to  the conversion of wetlands for the production of an agricultural product or 
commodity. Grantor may contest in good faith any such law, ordinance or regulation and withhold compliance 
during any proceeding, including appropriate appeals, so long as Lender's interest in the Collateral, in Lender's 
opinion, is not jeopardized. 

Hazardous Substances. Grantor represents and warrants that the Collateral never has been, and never will be 
so long as this Agreement remains a lien on the Collateral, used in violation of any Environmental Laws or for 
the generation, manufacture, storage, transportation, treatment, disposal, release or threatened release of any 
Hazardous Substance. The representations and warranties contained herein are based on Grantor's due 
diligence in investigating the Collateral for Hazardous Substances. Grantor hereby (1)  releases and waives any 
future claims against Lender for indemnity or contribution in the event Grantor becomes liable for cleanup or 
other costs under any Environmental Laws, and (2) agrees t o  indemnify and hold harmless Lender against any 
and all claims and losses resulting from a breach of this provision of this Agreement. This obligation to  
indemnify shall survive the payment of the Indebtedness and the satisfaction of this Agreement. 

Maintenance of Casualty Insurance. Grantor shall procure and maintain all risks insurance, including without 
limitation fire, theft and liability coverage together with such other insurance as Lender may require with 
respect to the Collateral, in form, amounts, coverages and basis reasonably acceptable to  Lender and issued by 
a company or companies reasonably acceptable to Lender. Grantor, upon request of Lender, will deliver to  
Lender from time to  time the policies or certificates of insurance in form satisfactory to  Lender, including 
stipulations that coverages will not be cancelled or diminished without at least fifteen (15) days' prior written 
notice to Lender and not including any disclaimer of the insurer's liability for failure to give such a notice. Each 
insurance policy also shall include an endorsement providing that coverage in favor of Lender will not be 
impaired in any way by any act, omission or default of Grantor or any other person. In connection with all 
policies covering assets in which Lender holds or is offered a security interest, Grantor will provide Lender with 
such loss payable or other endorsements as Lender rnay require. If Grantor at any time fails to obtain or 
maintain any insurance as required under this Agreement, Lender may (but shall not be obligated to) obtain 
such insurance as Lender deems appropriate, including if Lender so chooses "single interest insurance," which 
will cover only Lender's interest in the Collateral. 

Application of Insurance Proceeds. Grantor shall promptly notify Lender of any loss or damage to  the 
Collateral, whether or not such casualty or loss is covered by insurance. Lender may make proof of loss if 
Grantor fails to  do so within fifteen ( 1  5) days of the casualty. All proceeds of any insurance on the Collateral, 
including accrued proceeds thereon, shall be held by Lender as part of the Collateral. If Lender consents to  
repair or replacement of the damaged or destroyed Collateral, Lender shall, upon satisfactory proof of 
expenditure, If 
Lender does not consent to  repair or replacement of the Collateral, Lender shall retain a sufficient amount of the 
proceeds to pay all of the Indebtedness, and shall pay the balance to Grantor. Any proceeds which have not 
been disbursed within six ( 6 )  months after their receipt and which Grantor has not committed to the repair or 
restoration of the Collateral shall be used to  prepay the Indebtedness. 

Insurance Reserves. Lender may require Grantor t o  maintain with Lender reserves for payment of insurance 
premiums, which reserves shall be created by monthly payments from Grantor of a sum estimated by Lender to  
be sufficient to  produce, at least fifteen (15) days before the premium due date, amounts at least equal to  the 
insurance premiums to  be paid. If fifteen (15) days before payment is due, the reserve funds are insufficient, 
Grantor shall upon demand pay any deficiency to  Lender. The reserve funds shall be held by Lender as a 
general deposit and shall constitute a non-interest-bearing account which Lender may satisfy by payment of the 
insurance premiums required to  be paid by Grantor as they become due. Lender does not hold the reserve 
funds in trust for Grantor, and Lender is not the agent of Grantor for payment of the insurance premiums 
required to  be paid by Grantor. The responsibility for the payment of premiums shall remain Grantor's sole 
responsibility. 

Insurance Reports. Grantor, upon request of Lender, shall furnish to  Lender reports on each existing policy of 
insurance showing such information as Lender rnay reasonably request including the following: (1) the name 
of the insurer; (2) the risks insured; (3) the amount of the policy; (4) the property insured; (5) the then 
current value on the basis of which insurance has been obtained and the manner of determining that value; and 
( 6 )  the expiration date of the policy. In addition, Grantor shall upon request by Lender (however not more 
often than annually) have an independent appraiser satisfactory t o  Lender determine, as applicable, the cash 
value or replacement cost of the Collateral. 

Financing Statements. Grantor authorizes Lender to  file a UCC financing statement, or alternatively, a copy of 
this Agreement to  perfect Lender's security interest. At  Lender's request, Grantor additionally agrees t o  sign all 
other documents that are necessary to  perfect, protect, and continue Lender's security interest in the Property. 
Grantor will pay all filing fees, title transfer fees, and other fees and costs involved unless prohibited by law or 
unless Lender is required by law to  pay such fees and costs. Grantor irrevocably appoints Lender to  execute 
documents necessary to  transfer title if there is a default. Lender may file a copy of this Agreement as a 
financing statement. If Grantor changes Grantor's name or address, or the name or address of any person 
granting a security interest under this Agreement changes, Grantor will promptly notify the Lender of such 
change. 

GRANTOR'S RIGHT TO POSSESSION AND TO COLLECT ACCOUNTS. Until default and except as otherwise 
provided below with respect to accounts, Grantor rnay have possession of the tangible personal property and 
beneficial use of all the Collateral and may use i t  in any lawful manner not inconsistent with this Agreement or the 
Related Documents, provided that Grantor's right to  possession and beneficial use shall not apply to  any Collateral 
where possession of the Collateral by Lender is required by law to  perfect Lender's security interest in such 
Collateral. Until otherwise notified by Lender, Grantor may collect any of the Collateral consisting of accounts. At  
any time and even though no Event of Default exists, Lender rnay exercise its rights to  collect the accounts and to  
notify account debtors to  make payments directly to  Lender for application to  the Indebtedness. If Lender at any 
time has possession of any Collateral, whether before or after an Event of Default, Lender shall be deemed to have 
exercised reasonable care in the custody and preservation of the Collateral if Lender takes such action for that 

pay or reimburse Grantor from the proceeds for the reasonable cost of repair or restoration. 
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purpose as Grantor shall request or as Lender, in Lender's sole discretion, shall deem appropriate under the 
circumstances, but failure to honor any request by Grantor shall not of itself be deemed t o  be a failure to  exercise 
reasonable care. Lender shall not be required to  take any steps necessary to  preserve any rights in the Collateral 
against prior parties, nor to  protect, preserve or maintain any security interest given t o  secure the Indebtedness. 

LENDER'S EXPENDITURES. If any action or proceeding is commenced that would materially affect Lender's 
interest in the Collateral or if Grantor fails t o  comply with any provision of this Agreement or any Related 
Documents, including but not limited to  Grantor's failure to  discharge or pay when due any amounts Grantor is 
required to  discharge or pay under this Agreement or any Related Documents, Lender on Grantor's behalf may (but 
shall not be obligated to) take any action that Lender deems appropriate, to  the extent permitted by applicable law, 
including but not limited t o  dischargin9 or paying all taxes, liens, security interests, encumbrances and other claims, 
at any time levied or placed on the Collateral and paying all costs for insuring, maintaining and preserving the 
Collateral. All such expenditures incurred or paid by  Lender for such purposes will then bear interest at the rate 
charged under the Note from the date incurred or paid by Lender to the date of repayment by Grantor. All such 
expenses will become a part of the Indebtedness and, at Lender's option, will (A) be payable on demand; (B) be 
added to  the balance of the Note and be apportioned among and be payable with any installment payments to  
become due during either (1) the term of any applicable insurance policy; or (2) the remaining term of the Note; 
or (C) be treated as a balloon payment which will be due and payable at the Note's maturity. The Agreement also 
will secure payment of these amounts. Such right shall be in addition to  all other rights and remedies to  which 
Lender may be entitled upon Default atid shall be exercisable by Lender to  the extent permitted by applicable law. 

DEFAULT. Each of the following shall constitute an Event of Default under this Agreement: 

Payment Default. Grantor fails t o  make any payment when due under the Indebtedness. 

Other Defaults. Grantor fails to  comply with or to  perform any other term, obligation, covenant or condition 
contained in this Agreement or in any of the Related Documents or to  comply with or to  perform any term, 
obligation, covenant or condition contained in any other agreement between Lender and Grantor. 

False Statements. Any warranty, representation or statement made or furnished to  Lender by Grantor or on 
Grantor's behalf under this Agreement or the Related Documents is false or misleading in any material respect, 
either now or at the time made or furnished or becomes false or misleading at any time thereafter. 

Defective Collateralization. This Agreement or any of the Related Documents ceases to  be in full force and 
effect (including failure of any collateral document to  create a valid and perfected security interest or lien) at 
any time and for any reason. 

Insolvency. The dissolution or termination of Grantor's existence as a going business, the insolvency of 
Grantor, the appointment of a receiver for any part of Grantor's property, any assignment for the benefit of 
creditors, any type of creditor workout, or the commencement of any proceeding under any bankruptcy or 
insolvency laws by or against Grantor. 

Creditor or Forfeiture Proceedings. Commencement of foreclosure or forfeiture proceedings, whether by judicial 
proceeding, self-help, repossession or any other method, by any creditor of Grantor or by any governmental 
agency against any collateral securing the Indebtedness. This includes a garnishment of any of Grantor's 
accounts, including deposit accounts, with Lender. However, this Event of Default shall not apply if there is a 
good faith dispute by Grantor as to  the validity or reasonableness of  the claim which is the basis of the creditor 
or forfeiture proceeding and if Grantor gives Lender written notice of the creditor or forfeiture proceeding and 
deposits with Lender monies or a surety bond for the creditor or forfeiture proceeding, in an amount determined 
by Lender, in its sole discretion, as being an adequate reserve or bond for the dispute. 

Events Affecting Guarantor. Any of the preceding events occurs with respect to any guarantor, endorser, 
surety, or accommodation party of any of the Indebtedness or guarantor, endorser, surety, or accommodation 
party dies or becomes incompetent or revokes or disputes the validity of, or liability under, any Guaranty of the 
Indebtedness. 

Adverse Change. A material adverse change occurs in Grantor's financial condition, or Lender believes the 
prospect of payment or performance of the Indebtedness is impaired. 

Insecurity. Lender in good faith believes itself insecure. 

RIGHTS AND REMEDIES ON DEFAULT. If an Event of Default occurs under this Agreement, at any time thereafter, 
Lender shall have all the rights of a secured party under the Arizona Uniform Commercial Code. In addition and 
without limitation, Lender may exercise any one or more of the following rights and remedies: 

Accelerate Indebtedness. Lender may declare the entire Indebtedness, including any prepayment penalty which 
Grantor would be required to  pay, immediately due and payable, without notice of any kind to  Grantor. 

Assemble Collateral. Lender may require Grantor to  deliver to  Lender all or any portion of the Collateral and any 
and all certificates of title and other documents relating to  the Collateral. Lender may require Grantor to  
assemble the Collateral and make it available to  Lender at a place to  be designated by Lender. Lender also shall 
have full power to enter upon the property of Grantor to  take possession of and remove the Collateral. If the 
Collateral contains other goods not covered by this Agreement at the time of repossession, Grantor agrees 
Lender may take such other goods, provided that Lender makes reasonable efforts to  return them to Grantor 
after repossession. 

Sell the Collateral. Lender shall have full power to  sell, lease, transfer, or otherwise deal with the Collateral or 
proceeds thereof in Lender's own name or that of Grantor. Lender may sell the Collateral at public auction or 
private sale. Unless the Collateral threatens to  decline speedily in value or is of a type customarily sold on a 
recognized market, Lender will give Grantor, and other persons as required by law, reasonable notice of the 
time and place of any public sale, or the time after which any private sale or any other disposition of the 
Collateral is to  be made. However, no notice need be provided to  any person who, after Event of Default 
occurs, enters into and authenticates an agreement waiving that person's right to  notification of sale. The 
requirements of reasonable notice shall be met if such notice is given at least ten (10) days before the time of 
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the sale or disposition. All expenses relating to the disposition of the Collateral, including without limitation the 
expenses of retaking, holding, insuring, preparing for sale and selling the Collateral, shall become a part of the 
Indebtedness secured by this Agreement and shall be payable on demand, with interest at the Note rate from 
date of expenditure until repaid. 

Appoint Receiver. Lender shall have the right to  have a receiver appointed to  take possession of all or any part 
of the Collateral, with the power to protect and preserve the Collateral, to operate the Collateral preceding 
foreclosure or sale, and to  collect the Rents from the Collateral and apply the proceeds, over and above the 
cost of the receivership, against the Indebtedness. The receiver may serve without bond if permitted by law. 
Lender's right to the appointment of a receiver shall exist whether or not the apparent value of the Collateral 
exceeds the Indebtedness by a substantial amount. Employment by Lender shall not disqualify a person from 
serving as a receiver. 

Collect Revenues, Apply Accounts. Lender, either itself or through a receiver, may collect the payments, rents, 
income, and revenues from the Collateral. Lender may at any time in Lender's discretion transfer any Collateral 
into Lender's own name or that of Lender's nominee and receive the payments, rents, income, and revenues 
therefrom and hold the same as security for the Indebtedness or apply i t  to payment of the Indebtedness in 
such order of preference as Lender may determine. Insofar as the Collateral consists of accounts, general 
intangibles, insurance policies, instruments, chattel paper, choses in action, or similar property, Lender rnay 
demand, collect, receipt for, settle, compromise, adjust, sue for, foreclose, or realize on the Collateral as Lender 
may determine, whether or not Indebtedness or Collateral is then due. For these purposes, Lender may, on 
behalf of and in the name of Grantor, receive, open and dispose of mail addressed to Grantor; change any 
address to  which mail and payments are to be sent; and endorse notes, checks, drafts, money orders, 
documents of title, instruments and items pertaining to  payment, shipment, or storage of any Collateral. To 
facilitate collection, Lender may notify account debtors and obligors on any Collateral to make payments 
directly to Lender. 

Obtain Deficiency. If Lender chooses to sell any or all of the Collateral, Lender may obtain a judgment against 
Grantor for any deficiency remaining on the Indebtedness due to  Lender after application of all amounts 
received from the exercise of the rights provided in this Agreement. Grantor shall be liable for a deficiency 
even if the transaction described in this subsection is a sale of accounts or chattel paper. 

Other Rights and Remedies. Lender shall have all the rights and remedies of a secured creditor under the 
provisions of the Uniform Commercial Code, as may be amended from time to time. In addition, Lender shall 
have and rnay exercise any or all other rights and remedies it may have available at law, in equity, or otherwise. 

Election of Remedies. Except as may be prohibited by applicable law, all of Lender's rights and remedies, 
whether evidenced by this Agreement, the Related Documents, or by any other writing, shall be cumulative and 
may be exercised singularly or concurrently. Election by Lender to pursue any remedy shall not exclude pursuit 
of any other remedy, and an election to make expenditures or to take action to perform an obligation of Grantor 
under this Agreement, after Grantor's failure to perform, shall not affect Lender's right to declare a default and 
exercise its remedies. 

MISCELLANEOUS PROVISIONS. The following miscellaneous provisions are a part of this Agreement: 

Amendments. This Agreement, together with any Related Documents, constitutes the entire understanding and 
agreement of the parties as to the matters set forth in this Agreement. No alteration of or amendment to this 
Agreement shall be effective unless given in writing and signed by the party or parties sought to be charged or 
bound by the alteration or amendment. 

Attorneys' Fees; Expenses. Grantor agrees to pay upon demand all of Lender's costs and expenses, including 
Lender's attorneys' fees and Lender's legal expenses, incurred in connection with the enforcement of this 
Agreement. Lender may hire or pay someone else to help enforce this Agreement, and Grantor shall pay the 
costs and expenses of such enforcement. Costs and expenses include Lender's attorneys' fees and legal 
expenses whether or not there is a lawsuit, including attorneys' fees and legal expenses for bankruptcy 
proceedings (including efforts to modify or vacate any automatic stay or injunction). appeals, and any 
anticipated post-judgment collection services. However, Grantor will only pay attorneys' fees of an attorney 
not Lender's salaried employee, to whom the matter is referred after Grantor's default. Grantor also shall pay 
all court costs and such additional fees as may be directed by the court. 

Caption Headings. Caption headings in this Agreement are for convenience purposes only and are not to be 
used to interpret or define the provisions of this Agreement. 

Governing Law. This Agreement will be governed by federal law applicable to  Lender and, to  the extent not 
preempted by federal law, the laws of the State of Arizona without regard to  its conflicts of law provisions. 
This Agreement has been accepted by Lender in the State of Arizona. 

No Waiver by Lender. Lender shall not be deemed to  have waived any rights under this Agreement unless such 
waiver is given in writing and signed by Lender. No delay or omission on the part of Lender in exercising any 
right shall operate as a waiver of such right or any other right. A waiver by Lender of a provision of this 
Agreement shall not prejudice or constitute a waiver of Lender's right otherwise to demand strict compliance 
with that provision or any other provision of this Agreement. No prior waiver by Lender, nor any course of 
dealing between Lender and Grantor, shall constitute a waiver of any of Lender's rights or of any of Grantor's 
obligations as to  any future transactions. Whenever the consent of Lender is required under this Agreement, 
the granting of such consent by Lender in any instance shall not constitute continuing consent to subsequent 
instances where such consent is required and in all cases such consent may be granted or withheld in the sole 
discretion of Lender. 

Notices. Any notice required to be given under this Agreement shall be given in writing, and shall be effective 
when actually delivered, when actually received by telefacsimile (unless otherwise required by law), when 
deposited with a nationally recognized overnight courier, or, if mailed, when deposited in the United States 
mail, as first class, certified or registered mail postage prepaid, directed to the addresses shown near the 
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beginning of this Agreement. Any party may change its address for notices under this Agreement by giving 
formal written notice to the other parties, specifying that the purpose of the notice is to change the party's 
address. For notice purposes, Grantor agrees to  keep Lender informed at all times of Grantor's current address. 
Unless otherwise provided or required by law, if there is more than one Grantor, any notice given by Lender to 
any Grantor is deemed to be notice given to  all Grantors. 

Power of Attorney. Grantor hereby appoints Lender as Grantor's irrevocable attorney-in-fact for the purpose of 
executing any documents necessary to perfect, amend, or to continue the security interest granted in this 
Agreement or to demand termination of filings of other secured parties. Lender may at any time, and without 
further authorization from Grantor, file a carbon, photographic or other reproduction of any financing statement 
or of this Agreement for use as a financing statement. Grantor will reimburse Lender for all expenses for the 
perfection and the continuation of the perfection of Lender's security ihterest in the Collateral. 

Severability. If a court of compettsnt jurisdiction finds any provision of this Agreement to be illegal, invalid, or 
unenforceable as to any circumstence, that finding shall not make the offending provision illegal, invalid, or 
unenforceable as to  any other circumstance. If feasible, the offending provision shall be considered modified so 
that it becomes legal, valid and knforceable. If the offending provision cannot be so modified, it shall be 
considered deleted from this Agteement. Unless otherwise required by law, the illegality, invalidity, or 
unenforceability of any provision of this Agreement shall not affect the legality, validity or enforceability of any 
other provision of this Agreement. 

Successors and Assigns. Subject to any limitations stated in this Agreement on transfer of Grantor's interest, 
this Agreement shall be binding upon and inure to the benefit of the parties, their successors and assigns. If 
ownership of the Collateral becomes vested in a person other than Grantor, Lender, without notice to Grantor, 
may deal with Grantor's successors with reference to  this Agreement and the Indebtedness by way of 
forbearance or extension without releasing Grantor from the obligations of this Agreement or liability under the 
Indebtedness. 

Survival of Representations and Warranties. All representations, warranties, and agreements made by Grantor 
in this Agreement shall survive the execution and delivery of this Agreement, shall be continuing in nature, and 
shall remain in full force and effect until such time as Grantor's Indebtedness shall be paid in full. 

Time is of the Essence. Time is of the essence in the performance of this Agreement. 

Waive Jury. All parties to  this Agreement hereby waive the right to  any jury trial in any action, proceeding, or 
counterclaim brought by any party against any other party. 

DEFINITIONS. The following capitalized words and terms shall have the following meanings when used in this 
Agreement. Unless specifically stated to the contrary, all references to dollar amounts shall mean amounts in 
lawful money of the United States of America. Words and terms used in the singular shall include the plural, and 
the plural shall include the singular, as the context may require. Words and terms not otherwise defined in this 
Agreement shall have the meanings attributed to such terms in the Uniform Commercial Code: 

Agreement. The word "Agreement" means this Commercial Security Agreement, as this Commercial Security 
Agreement may be amended or modified from time to time, together with all exhibits and schedules attached to  
this Commercial Security Agreement from time to time. 

Borrower. The word "Borrower" means Las Quintas Serenas Water CO. and includes all cosigners and 
co-makers signing the Note and all their successors and assigns. 

Collateral. The word "Collateral" means all of Grantor's right, title and interest in and to  all the Collateral as 
described in the Collateral Description section of this Agreement. 

Default. The word "Default" means the Default set forth in this Agreement in the section titled "Default". 

Environmental Laws. The words "Environmental Laws" mean any and all state, federal and local statutes, 
regulations and ordinances relating to the protection of human health or the environment, including without 
limitation the Comprehensive Environmental Response, Compensation, and Liability Act of 1980, as amended, 
42 U.S.C. Section 9601, et seq. ("CERCLA"), the Superfund Amendments and Reauthorization Act of 1986, 
Pub. L. No. 99-499 ("SARA"), the Hazardous Materials Transportation Act, 49 U.S.C. Section 1801, et seq., 
the Resource Conservation and Recovery Act, 42 U.S.C. Section 6901, et seq., or other applicable state or 
federal laws, rules, or regulations adopted pursuant thereto. 

Event of Default. The words "Event of Default" mean any of the events of default set forth in this Agreement 
in the default section of this Agreement. 

Grantor. The word "Grantor" means Las Quintas Serenas Water CO.. 

Guaranty. The word "Guaranty" means the guaranty from guarantor, endorser, surety, or accommodation 
party to Lender, including without limitation a guaranty of all or part of the Note. 

Hazardous Substances. The words "Hazardous Substances" mean materials that, because of their quantity, 
concentration or physical, chemical or infectious characteristics, may cause or pose a present or potential 
hazard to human health or the environment when improperly used, treated, stored, disposed of, generated, 
manufactured, transported or otherwise handled. The words "Hazardous Substances" are used in their very 
broadest sense and include without limitation any and all hazardous or toxic substances, materials or waste as 
defined by or listed under the Environmental Laws. The term "Hazardous Substances" also includes, without 
limitation, petroleum and petroleum by-products or any fraction thereof and asbestos. 

Indebtedness. The word "Indebtedness" means the indebtedness evidenced by the Note or Related 
Documents, including all principal and interest together with all other indebtedness and costs and expenses for 
which Grantor is responsible under this Agreement or under any of the Related Documents. 

Lender. The word "Lender" means Commerce Bank of Arizona, its successors and assigns. 

Note. The word "Note" means the Note executed by Las Quintas Serenas Water CO. in the principal amount of 
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$1,650,000.00 dated October 26, 2005, together with all renewals of, extensions of, modifications of, 
refinancings of, consolidations of, and substitutions for the note or credit agreement. 

Property. The word "Property" means all of Grantor's right, title and interest in and to all the Property as 
described in the "Collateral Description" section of this Agreement. 

Related Documents. The words "Related Documents" mean all promissory notes, credit agreements, loan 
agreements, environmental agreements, guaranties, security agreements, mortgages, deeds of trust, security 
deeds, collateral mortgages, and all other instruments, agreements and documents, whether now or hereafter 
existing, executed in connection with the Indebtedness. 

GRANTOR HAS READ AND UNDERSTOOD ALL THE PROVISIONS OF THIS COMMERCIAL SECURITY AGREEMENT 
AND AGREES TO ITS TERMS. THIS AGREEMENT IS DATED OCTOBER 26,2005. 

GRANTOR: 

LAS QUINTAS SERENAS WATER CO. 

By: 
John S. Gay, President of Las Quintas 
Serenas Water CO. 



. 

Las Quintas Serenas Water Company 

Docket Nos. W-01583A-04-0178, W-01583A-05-0326 and 

W-01583A-05-0340 

Applicant’s 
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BUSINESS LOAN AGREEMENT 

Principal 
$1,650.000.00 

Loan Date Iwaturtty b a n  No Call I Cdl Account Officer Initiats 
10-26-2005 04-26-2016 100007-100 (MA0 I BL 05 

Any item above containing " " has been omitted due to text length limitations. 

Borrower: Las Quintas Serenas Water CO. 
16961 S. Camino De Las Quintas 
Sahuarita, A2 85629 

Lender: Commerce Bank of Arizona 
Main Office 
3805 E. Broadway Blvd. 
Tucson, A2 85716 
(520) 325-5200 

THIS BUSINESS LOAN AGREEMENT dated October 26. 2005. is made end axecutad between Las Quintas Serenas Water CO. ("Borrower") and 
Commerca Bank of Arizona ("Lender") on the following terms and conditions. Borrower has received prior commercial loans from Lender or has 
applied to  Lander for a commercial loan or loans or other financial accommodations, including those which may be described on any exhibit or 
schedule attached to this Agreement I"Loan"1. Borrower understands and agrees that: (AI  in granting. renewing, or extending any Loan, 
Lender is relying upon Borrower's representations. warranties. and agreements as set forth in this Agreement; (8) the granting, renewing. or 
extending of any Loan by Lender at all times shall be subject to Lender's sole judgment and discretion: and (CI all such Loans shall be and 
remain subject to  the terms and conditions of this Agreement. 

TERM. This Agreement shall be effective as of October 26, 2005, and shall continue in full force and effect until such time as all of Borrower's 
Loans in favor of Lender have been paid in full, including principal. interest, costs, expenses, attorneys' fees, and other fees and charges, or 
until April 26, 2016. 
CONDITIONS PRECEDENT TO EACH ADVANCE. Lender's obligation to make the initial Advance and each subsequent Advance under this 
Agreement shall be subject to the fulfillment to Lender's satisfaction of all of the conditions set forth in this Agreement and in the Related 
Documents. 

Loan Documents. Borrower shall provide to Lender the following documents for the Loan: 11) the Note; (2) Security Agreements 
granting to Lender security interests in the Collateral: I31 financing statements and a11 other documents perfecting Lender's Security 
Interests; 14) evidence of insurance as required below; 151 together with all such Related Documents as Lender may require for the Loan; 
all in form and substance satisfactory to Lender and Lender's counsei. 

Borrower's Authorization. Borrower shall have provided in form and substance satisfactory to Lender properly certified resolutions, duly 
authorizing the execution and delivery of this Agreement, the Note and the Related Documents. in addition, Borrower shall have provided 
such other resolutions, authorizations, documents and instruments as Lender or its counsel, may require. 

Payment of Fees and Expenses. Borrower shall have paid to Lender all fees, charges, and other expenses which are then due and payable 
as specified in this Agreement or any Related Document. 

Representations and Warranties. The representations and warranties set forth in this Agreement, in the Related Documents, and in any 
document or certificate delivered to Lender under this Agreement are true and correct. 

No Event of Default. There shall not exist at the time of any Advance a condition which would constitute an Event of Default under this 
Agreement or under any Related Document. 

REPRESENTATIONS AND WARRANTIES. Borrower represents end warrants to Lender, as of the date of this Agreement, as of the date of each 
disbursement of loan proceeds, as of the date of any renewal, extension or modification of any Loan, and at ail times any indebtedness exists: 

Organization. Borrower is a corporation for profit which is, and at all times shall be, duly organized, validly existing, and in good standing 
under and by virtue of the laws of the State of Arizona. Borrower is duly authorized to transact business in all other states in which 
Borrower is doing business, having obtained a11 necessary filings, governmental licenses and approvals for each state in which Borrower is 
doing business. Specifically. Borrower is, and at all times shall be, duly qualified as a foreign corporation in all states in which the failure to  
so qualify would have a material adverse effect on its business or financial condition. Borrower has the full power and authority to own its 
properties and to transact the business in which it is presently engaged or presently proposes to engage. Borrower maintains an office at 
16961 S. Camino De Las Quintas, Sahuarita, A2 85629. Unless Borrower has designated otherwise in writing, the principal office is the 
office at which Borrower keeps its books and records including its records concerning the Collateral. Borrower will notify Lender prior to 
any change in the location of Borrower's state of organization or any change in Borrower's name. Borrower shall do a11 things necessary to 
preserve and to keep in full force and effect its existence, rights and privileges, and shall comply with all regulations, rules. ordinances, 
statutes, orders and decrees of any governmental or quasi-governmental authority or court applicable to Borrower and Borrower's business 
activities. 

Assumed Business Names. Borrower has filed or recorded all documents or filings required by law relating to all assumed business names 
used by Borrower. Excluding the name of Borrower, the following is a complete list of all assumed business names under which Borrower 
does business: None. 

Authorization. Borrower's execution, delivery, and performance of this Agreement and all the Related Documents have been duly 
authorized by all necessary action by Borrower and do not conflict with, result in a violation of, or constitute a default under I l l  any 
provision of la) Borrower's articles of incorporation or organization, or bylaws, or Ib) any agreement or other instrument binding upon 
Borrower or (2) any law, governmental regulation, court decree, or order applicable to Borrower or to Borrower's properties. 

Financial information. Each of Borrower's financial statements supplied to Lender truly and completely disclosed Borrower's financial 
condition as of the date of the statement, and there has been no material adverse change in Borrower's financial condition subsequent to 
the date of the most recent financial statement supplied to Lender. Borrower has no material contingent obligations except as disclosed in 
such financial statements. 

Legal Effect. This Agreement constitutes, and any instrument or agreement Borrower is required to give under this Agreement when 
delivered will constitute legal, valid, and binding obligations of Borrower enforceable against Borrower in accordance with their respective 
terms. 

Properties. Except as contemplated by this Agreement or as-previously disclosed in Borrower's financial statements or in writing to Lender 
and as accepted by Lender, and except for property tax liens for taxes not presently due and payable, Borrower owns and has good title to 
all of Borrower's properties free and clear of all Security Interests. and has not executed any security documents or financing statements 
relating to such properties. All of Borrower's properties are titled in Borrower's legal name, and Borrower has not used or filed a financing 
statement under any other name for at least the last five (5) years. 

Hazardous Substances. Except as disclosed to and acknowledged by Lender in writing, Borrower represents and warrants that: (1) During 
the period of Borrower's ownership of the Collateral, there has been no use, generation, manufacture, storage, treatment, disposal, release 
or threatened release of any Hazardous Substance by any person on, under, about or from any of the Collateral. (21 Borrower has no 
knowledge of, or reason to believe that there has been (a) any breach or violation of any Environmental Laws; (b) any use, generation, 
manufacture, storage, treatment, disposal, release or threatened release of any Hazardous Substance on, under, about or from the 
Collateral by any prior owners or occupants of any of the Collateral; or IC) any actual or threatened litigation or claims of any kind by any 
person relating to such matters. 13) Neither Borrower nor any tenant, contractor, agent or other authorized user of any of the Collateral 
shall use, generate. manufacture. store, treat, dispose of or release any Hazardous Substance on, under, about or from any of the 
Collateral; and any such activity shall be conducted in compliance with all applicable federal, state, and local laws, regulations, and 
ordinances, including without limitation al l  Environmental Laws. Borrower authorizes Lender and its agents to enter upon the Collateral to 
make such inspections and tests as Lender may deem appropriate to determine compliance of the Collateral with this saction of the 
Agreement. Any inspections or tests made by Lender shall be at Borrower's expense and for Lender's purposes only and shall not be 
construed to create any responsibility or liability on the part of Lender to Borrower or to any other person. The representations and 
warranties contained herein are based on Borrower's due diligence in investigating the Collateral for hazardous waste and Hazardous 
Substances. releases and waives any future claims against Lender for indemnity or contribution in the event 
Borrower becomes liable for cleanup or other costs under any such laws, and (2) agrees to indemnify and hold harmless Lender against 
any and all claims, losses, liabilities. damages. penalties. and expenses which Lender may directly or indirectly sustain or suffer resulting 
from a breach of this section of the Agreement or as a consequence of any use, generation, manufacture, storage, disposal, release or 
threatened release of a hazardous waste or substance on the Collateral. The provisions of this section of the Agreement, including the 
obligation to indemnify. shall survive the payment of the Indebtedness and the termination, expiration or satisfaction of this Agreement and 
shall not be affected by Lender's acquisition of any interest in any of the Collateral, whether by foreclosure or otherwise. 

Litigation and Claims. No litigation, claim, investigation, administrative proceeding or similar action (including those for unpaid taxes) 
against Borrower is pending or threatened, and no other event has occurred which may materially adversely affect Borrower's financial 

Borrower hereby 11) 
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condition or properties, other than litigation, claims, or other events, if any, that have been disclosed to and acknowledged by Lender in 
writing. 

Taxes. To the best of Borrower's knowledge, all of Borrower's tax returns and reports that are or were required to be filed, have been 
filed, and all taxes, assessments and other governmental charges have been paid in full, except those presently being or to be contested by 
Borrower in good faith in the ordinary course of business and for which adequate reserves have been provided. 

Lien Priority. Unless otherwise previously disclosed to Lender in writing, Borrower has not entered into or granted any Security 
Agreements, or permitted the filing or attachment of any Security Interests on or affecting any of the Collateral directly or indirectly 
securing repayment of Borrower's Loan and Note, that would be prior or that may in any way be superior to Lender's Security Interests and 
rights in and to such Collateral. 

Binding Effect. This Agreement, the Note, all Security Agreements (if any), and all Related Documents are binding upon the signers 
thereof, as well as upon their successors, representatives and assigns, and are legally enforceable in accordance with their respective 
terms. 

AFFIRMATIVE COVENANTS. Borrower covenants and agrees with Lender that, so long as this Agreement remains in effect, Borrower will: 

Notices of Claims and Litigation. Promptly inform Lender in writing of (1) all material adverse changes in Borrower's financial condition, 
and 12) all existing and all threatened litlgaticn, claims, invsstigaticns, administrative prozeedings or similar actions affecting Borruwer or 
any Guarantor which could materially affect the financial condition of Borrower or the financial condition of any Guarantor. 

Financial Records. Maintain its books and records in accordance with GAAP, applied on a consistent basis, and permit Lender to examine 
and audit Borrower's books and records at all reasonable times. 

Financial Stetements. Furnish Lender with the following: 

Annual Statements. As soon as available, but in no event later than sixty 160) days after the end of each fiscal year. Borrower's 
balance sheet and income statement for the year ended, prepared by Borrower. 

Tax Returns. As soon as available, but in no event later than thirty 130) days after the applicable filing date for the tax reporting period 
ended, Federal and other governmental tax returns, prepared by Borrower. 

All financial reports required to be provided under this Agreement shall be prepared in accordance with GAAP, applied on a consistent 
basis, and certified by Borrower as being true and correct. 

Additional Information. Furnish such additional information and statements, as Lender may request from time to time. 

Insurance. Maintain fire and other risk insurance, public liability insurance, and such other insurance as Lender may require with respect to 
Borrower's properties and operations, in form, amounts, coverages and with insurance companies acceptable to Lender. Borrower, upon 
request of Lender, will deliver to Lender from time to time the policies or certificates of insurance in form satisfactory to Lender, including 
stipulations that coverages will not be cancelled or diminished without at least fifteen (15) days prior written notice to Lender. Each 
insurance policy also shall include an endorsement providing that coverage in favor of Lender will not be impaired in any way by any act, 
omission or default of Borrower or any other person. In connection with all policies covering assets in which Lender holds or is offered a 
security interest for the Loans, Borrower will provide Lender with such lender's loss payable or other endorsements as Lender may require. 

Insurance Reports. Furnish to Lender, upon request of Lender, reports on each existing insurance policy showing such information as 
Lender may reasonably request, including without limitation the following: ( 1 )  the name of the insurer; 12) the risks insured; 13) the 
amount of the policy; 14) the properties insured; ( 5 )  the then current property values on the basis of which insurance has been obtained, 
and the manner of determining those values; and 16) the expiration date of the policy. In addition, upon request of Lender lhowever not 
more often than annuallyl. Borrower will have an independent appraiser satisfactory to Lender determine, as applicable, the actual cash 
value or replacement cost of any Collateral. The cost of such appraisal shall be paid by Borrower. 

Other Agreements. Comply with all terms and conditions of all other agreements, whether now or hereafter existing, between Borrower 
and any other party and notify Lender immediately in writing of any default in connection with any other such agreements. 

Loan Proceeds. Use all Loan proceeds solely for Borrower's business operations, unless specifically consented to the contrary by Lender in 
writing. 

Taxes. Charges and Liens. Pay and discharge when due all of its indebtedness and obligations, including without limitation a11 assessments, 
taxes, governmental charges, levies and liens, of every kind and nature, imposed upon Borrower or its properties, income, or profits, prior 
to the date on which penalties would attach, and a11 lawful claims that, if unpaid, might become a lien or charge upon any of Borrower's 
properties, income, or profits. 

Performance. Perform and comply, in a timely manner, with all terms, conditions, and provisions set forth in this Agreement, in the Related 
Documents, and in a11 other instruments and agreements between Borrower and Lender. Borrower shall notify Lender immediately in 
writing of any default in connection with any agreement. 

Operations. Maintain executive and management personnel with substantially the same qualifications and experience as the present 
executive and management personnel; provide written notice to Lender of any change in executive and management personnel; conduct its 
business affairs in a reasonable and prudent manner. 

Environmental Studies. Promptly conduct and complete, at Borrower's expense, all such investigations, studies, samplings and testlngs as 
may be requested by Lender or any governmental authority relative to any substance, or any waste or by-product of any substance defined 
as toxic or a hazardous substance under applicable federal, state, or local law, rule, regulation, order or directive, at or affecting any 
property or any facility owned, leased or used by Borrower. 

Compliance with Governmental Requirements. Comply with a11 laws, ordinances, and regulations, now or hereafter in effect, of all 
governmental authorities applicable to the conduct of Borrower's properties, businesses and operations, and to the use or occupancy of the 
Collateral, including without limitation, the Americans With Disabilities Act. Borrower may contest in good faith any such law, ordinance, 
or regulation and withhold compliance during any proceeding, including appropriate appeals, so long as Borrower has notified Lender in 
writing prior to doing so and so long as, in Lender's sole opinion, Lender's interests in the Collateral are not jeopardized. Lender may 
require Borrower to post adequate security or a surety bond, reasonably satisfactory to Lender, to protect Lender's interest. 

Inspection. Permit employees or agents of Lender at any reasonable time to inspect any and all Collateral for the Loan or Loans and 
Borrower's other properties and to examine or audit Borrower's books, accounts, and records and to make copies and memoranda of 
Borrower's books, accounts, and records. If Borrower now or at any time hereafter maintains any records (including without limitation 
computer generated records and computer software programs for the generation of such records) in the possession of a third party, 
Borrower. upon request of Lender, shall notify such party to permit Lender free access to such records at all reasonable times and to 
provide Lender with copies of any records it may request, all at Borrower's expense. 

Compliance Certificates. Unless waived in writing by Lender, provide Lender at least annually, with a certificate executed by Borrower's 
chief financial officer, or other officer or person acceptable to Lender, certifying that the representations and werranties set forth in this 
Agreement are true and correct as of the date of the certificate and further certifying that, as of the date of the certificate, no Event of 
Default exists under this Agreement. 

Environmental Compliance and Reports. Borrower shall cornply in a11 respects with any and a11 Environmental Laws; not cause or permit to 
exist, as a result of an intentional or unintentional action or omission on Borrower's part or on the part of any third party, on property 
owned andlor occupied by Borrower, any environmental activity where damage may result to the environment, unless such environmental 
activity is pursuant to and in compliance with the conditions of a permit issued by the appropriate federal, state or local governmental 
authorities; shall furnish to Lender promptly and in any event within thirty (30) days after receipt thereof a copy of any notice, summons, 
lien, citation, directive, letter or other communication from any governmental agency or instrumentality concerning any intentional or 
unintentional action or omission on Borrower's part in connection with any environmental activity whether or not there is damage to the 
environment and/or other natural resources. 

Additional Assurances. Make, execute and deliver to Lender such promissory notes, mortgages, deeds of trust, security agreements, 
assignments, financing statements, instruments, documents and other agreements as Lender or its attorneys may reasonably request to 
evidence and secure the Loans and to perfect all Security Interests. 

LENDER'S EXPENDITURES. If any action or proceeding is commenced that would materially affect Lender's interest in the Collateral or if 
Borrower fails to comply with any provision of this Agreement or any Related Documents, including but not limited to Borrower's failure to 
discharge or pay when due any amounts Borrower is required to discharge or pay under this Agreement or any Related Documents, Lender on 
Borrower's behalf may (but shall not be obligated to) take any action that Lender deems appropriate, to the extent permitted by applicable law, 
including but not limited to discharging or paying all taxes, liens, security interests, encumbrances and other claims, at any time levied or placed 
on any Collateral and paying all costs for insuring, maintaining and preserving any Collateral. All such expenditures incurred or paid by Lender 
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for such purposes will then bear interest at the rate charged under the Note from the date incurred or paid by Lender to the date of repayment 
by Borrower. All such expenses will become a part of the Indebtedness and. at Lender's option, will (A) be payable on demand; (BI be added 
to the balance of the Note and be apportioned among and be payable with any installment payments to become due during either (1 )  the term 
of any applicable insurance policy: or 12) the remaining term of the -Note; or (C) be treated as a balloon payment which will be due and 
payable at the Note's maturity. 

NEGATIVE COVENANTS. Borrower covenants and agrees with Lender that while this Agreement is in effect, Borrower shall not, without the 
prior written consent of Lender: 

Indebtedness and Liens. (1) Except for trade debt incurred in the normal course of business and indebtedness to Lender contemplated by 
this Agreement, create, incur or assume indebtedness for borrowed money, including capital leases, 12) sell, transfer, mortgage, assign. 
pledge, lease, grant a security interest in, or encumber any of Borrower's assets (except as allowed as Permitted Liens), or (31 sell with 
recourse any of Borrower's accounts, except to Lender. 

Continuily of Operations. (1 Engage in any business activities substantially different than those in which Borrower is presently engaged, 
12) cease operations, liquidate, merge, transfer, acquire or consolidate with any other entity, change its name, dissolve or transfer or sell 
Collateral out of the ordinary course of business, or (3) pay any dividends on Borrower's stock (other than dividends payable in its stock), 
provided, however that notwithstanding the foregoing, but only so long as no Event of Default has occurred and is continuing or would 
result from the payment of dividends, if Borrower is a "Subchapter S Corporation" (as defined in the Internal Revenue Code of 19B6, as 
amended), Borrower may pay cash dividends on its stock to its shareholders from time to time in amounts necessary to enable the 
shareholders to pay income taxes and make estimated income tax payments to satisfy their liabilities under federal and state law which 
arise solely from their status as Shareholders of a Subchapter S Corporation because of their ownership of shares of Borrower's stock, or 
purchase or retire any of Borrower's outstanding shares or alter or amend Borrower's capital structure. 

Loans, Acquisitions and Guaranties. (1) (2) 
purchase, create or acquire any interest in any other enterprise or entity. or (31 incur any obligation as surety or guarantor other than in 
the ordinary course of business. 

Agreements. Borrower will not enter into any agreement containing any provisions which would be violated or breached by the 
performance of Borrower's obligations under this Agreement or in connection herewith. 

CESSATION OF ADVANCES. If Lender has made any commitment to make any Loan to Borrower, whether under this Agreement or under any 
other agreement, Lender shall have no obligation to make Loan Advances or to disburse Loan proceeds if: (A) Borrower or any Guarantor is in 
default under the terms of this Agreement or any of the Related Documents or any other agreement that Borrower or any Guarantor has with 
Lender: (B) Borrower or any Guarantor dies, becomes incompetent or becomes insolvent, files a petition in bankruptcy or similar proceedings, 
or is adjudged a bankrupt; (C) there occurs a material adverse change in Borrower's financial condition, in the financial condition of any 
Guarantor, or in the value of any Collateral securing any Loan; or (D) any Guarantor seeks, claims or otherwise attempts to limit, modify or 
revoke such Guarantor's guaranty of the Loan or any other loan with Lender: or (E) Lender in good faith deems itself insecure, even though no 
Event of Default shall have occurred. 

RIGHT OF SETOFF. To the extent permitted by applicable law, Lender reserves a right of setoff in all Borrower's accounts with Lender (whether 
checking, savings, or some other account). This includes all accounts Borrower holds jointly with someone else and all accounts Borrower may 
open in the future. However, this does not include any IRA or Keogh accounts, or any trust accounts for which setoff would be prohibited by 
law. Borrower authorizes Lender, to the extent permitted by applicable law, to charge or setoff all sums owing on the Indebtedness against any 
and a11 such accounts, and, at Lender's option, to administratively freeze all such accounts to allow Lender to protect Lender's charge and setoff 
rights provided in this paragraph. 

DEFAULT. Each of the following shall constitute an Event of Default under this Agreement: 

Loan, invest in or advance money or assets to any other person, enterprise or entity, 

Payment Defautt. Borrower fails to make any payment when due under the Loan. 

Other Defaults. Borrower fails to comply with or to perform any other term, obligation, covenant or condition contained in this Agreement 
or in any of the Related Documents or to comply with or to perform any term, obligation, covenant or condition contained in any other 
agreement between Lender and Borrower. 

False Statements. Any warranty, representation or statement made or furnished to Lender by Borrower or on Borrower's behalf under this 
Agreement or the Related Documents is false or misleading in any material respect, either now or at the time made or furnished or becomes 
false or misleading at any time thereafter. 

Insolvency. The dissolution or termination of Borrower's existence as a going business, the insolvency of Borrower, the appointment of a 
receiver for any part of Borrower's property, any assignment for the benefit of creditors, any type of creditor workout, or the 
commencement of any proceeding under any bankruptcy or insolvency laws by or against Borrower. 

Defective Collateralization. This Agreement or any of the Related Documents ceases to be in full force and effect (including failure of any 
collateral document to create a valid and perfected security interest or lien1 at any time and for any reason. 

Creditor or Forfeiture Proceedings. Commencement of foreclosure or forfeiture proceedings, whether by judicial proceeding, self-help, 
repossession or any other method, by any creditor of Borrower or by any governmental agency against any collateral securing the Loan. 
This includes a garnishment of any of Borrower's accounts, including deposit accounts, with Lender. However, this Event of Default shall 
not apply if there is a good faith dispute by Borrower as to the validity or reasonableness of the claim which is the basis of the creditor or 
forfeiture proceeding and if Borrower gives Lender written notice of the creditor or forfeiture proceeding and deposits with Lender monies or 
a surety bond for the creditor or forfeiture proceeding, in an amount determined by Lender, in its sole discretion, as being an adequate 
reserve or bond for the dispute. 

Events Affecting Guarantor. Any of the preceding events occurs with respect to any Guarantor of any of the Indebtedness or any 
Guarantor dies or becomes incompetent, or revokes or disputes the validity of, or liability under, any Guaranty of the Indebtedness. 

Change in Ownership. Any change in ownership of twenty-five percent (25%) or more of the common stock of Borrower. 

Adverse Change. A material adverse change occurs in Borrower's financial condition, or Lender believes the prospect of payment or 
performance of the Loan is impaired. 

Insecurity. Lender in good faith believes itself insecure. 

EFFECT OF AN EVENT OF DEFAULT. if any Event of Default shall occur, except where otherwise provided in this Agreement or the Related 
Documents, all commitments and obligations of Lender under this Agreement or the Related Documents or any other agreement immediately will 
terminate (including any obligation to make further Loan Advances or disbursements), and, a t  Lender's option, all Indebtedness immediately will 
become due and payable, all without notice of any kind to Borrower, except that in the case of an Event of Default of the type described in the 
"Insolvency" subsection above, such acceleration shall be automatic and not optional. In addition, Lender shall have all the rights and remedies 
provided in the Related Documents or available at law, in equity, or otherwise. Except as may be prohibited by applicable law, all of Lender's 
rights and remedies shall be cumulative and may be exercised singuiarly or concurrenriy. Election by Lender to pursue any remedy shall not 
exclude pursuit of any other remedy, and an election to make expenditures or to take action to perform an obligation of Borrower or of any 
Grantor shall not affect Lender's right to declare a default and to exercise its rights and remedies. 

MISCELLANEOUS PROVISIONS. The following miscellaneous provisions are a part of this Agreement: 

Amendments. This Agreement, together with any Related Documents, constitutes the entire understanding and agreement of the parties 
as to the matters set forth in this Agreement. No alteration of or amendment to this Agreement shall be effective unless given in writing 
and signed by the party or parties sought to be charged or bound by the alteration or amendment. 

Attorneys' Fees: Expenses. Borrower agrees to pay upon demand all of Lender's costs and expenses, including Lender's attorneys' fees 
and Lender's legal expenses, incurred in connection with the enforcement of this Agreement. Lender may hire or pay someone else to help 
enforce this Agreement, and Borrower shall pay the costs and expenses of such enforcement. Costs and expenses include Lender's 
attorneys' fees and legal expenses whether or not there is a lawsuit, including attorneys' fees and legal expenses for bankruptcy 
proceedings (including efforts to modify or vacate any automatic stay or injunction), appeals, and any anticipated post-judgment collection 
services. However, Borrower will only pay attorneys' fees of an attorney not Lender's salaried employee, to whom the matter is referred 
after Borrower's default. Borrower also shall pay all court costs and such additional fees as may be directed by the court. 

Caption Headings. Caption headings in this Agreement are for convenience purposes only and are not to be used to interpret or define the 
provisions of this Agreement. 

Consent to Loan Participation. Borrower agrees and consents to Lender's sale or transfer, whether now or later, of one or more 
participation interests in the Loan to one or more purchasers, whether related or unrelated to Lender. Lender may provide, without any 
limitation whatsoever, to any one or more purchasers, or potential purchasers, any information or knowledge Lender may have about 
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Borrower or about any other matter relating to the Loan, and Borrower hereby waives any rights to privacy Borrower may have with respect 
to such matters. Borrower additionally waives any and a11 notices of sale of participation interests, as well as all notices of any repurchase 
of such participation interests. Borrower also agrees that the purchasers of any such participation interests will be considered as the 
absolute owners of such interests in the Loan and will have all the rights granted under the participation agreement or agreements 
governing the sale of such participation interests. Borrower further waives all rights of offset or counterclaim that it may have now or later 
against Lender or against any purchaser of such a participation interest and unconditionally agrees that either Lender or such purchaser may 
enforce Borrower's obligation under the Loan irrespective of the failure or insolvency of any holder of any interest in the Loan. Borrower 
further agrees that the purchaser of any such participation interests may enforce its interests irrespective of any personal claims or 
defenses that Borrower may have against Lender. 

Governing Law. This Agreement will be governed by federal law applicable to Lender and. to the extent not preempted by federal law, the 
laws of the State of Arizona without regard to its conflicts of law provisions. This Agreement has been accepted by Lender in the State of 
Arizona. 

No Waiver by Lender. Lender shall not be deemed to have waived any rights under this Agreement unless such waiver is given in writing 
and signed by Lender. No delay or omission on the part of Lender in exercising any right shall operate as a waiver of such right or any 
other right. A waiver by Lender of a provision of this Agreement shall not prejudice or constitute a waiver of Lender's right otherwise to 
demand strict compliance with that provision or any other provision of this Agreement. No prior waiver by Lender, nor any course of 
dealing between Lender and Borrower, or between Lender and any Grantor, shall constitute a waiver of any of Lender's rights or of any of 
Borrower's or any Grantor's obligations as to any future transactions. Whenever the consent of Lender is required under this Agreement, 
the granting of such consent by Lender in any instance shall not constitute continuing consent to subsequent instances where such consent 
is required and in all cases such consent may be granted or withheld in the sole discretion of Lender. 

Notices. Any notice required to be given under this Agreement shall be given in writing, and shall be effective when actually delivered, 
when actually received by telefacsimile (unless otherwise required by law). when deposited with a nationally recognized overnight courier, 
or, if mailed, when deposited in the United States mail, as first class, certified or registered mail postage prepaid, directed to the addresses 
shown near the beginning of this Agreement. Any party may change its address for notices under this Agreement by giving formal written 
notice to the other parties, specifying that the purpose of the notice is to change the party's address. For notice purposes, Borrower 
agrees to keep Lender informed at a11 times of Borrower's current address. Unless otherwise provided or required by law, if there is more 
than one Borrower, any notice given by Lender to any Borrower is deemed to be notice given to a11 Borrowers. 

Severability. If a court of competent jurisdiction finds any provision of this Agreement to be illegal, invalid, or unenforceable as to any 
circumstance, that finding shall not make the offending provision illegal, invalid, or unenforceable as to any other circumstance. If feasible. 
the offending provision shall be considered modified so that it becomes legal, valid and enforceable. If the offending provision cannot be so 
modified, it shall be considered deleted from this Agreement. Unless otherwise required by law. the Illegality, invalidity, or unenforceability 
of any provision of this Agreement shall not affect the legality, validity or enforceability of any other provision of this Agreement. 

Subsidiaries and Affiliates of Borrower. To the extent the context of any provisions of this Agreement makes it appropriate, including 
without limitation any representation, warranty or covenant, the word "Borrower" as used in this Agreement shall include all of Borrower's 
subsidiaries and affiliates. Notwithstanding the foregoing however, under no circumstances shall this Agreement be construed to require 
Lender to make any Loan or other financial accommodation to any of Borrower's subsidiaries or affiliates. 

Successors and Assigns. All covenants and agreements by or on behalf of Borrower contained In this Agreement or any Related 
Documents shall bind Borrower's successors and assigns and shall inure to the benefit of Lender and its successors and assigns. Borrower 
shall not, however, have the right to assign Borrower's rights under this Agreement or any interest therein, without the prior written 
consent of Lender. 

Survival of Representations and Warranties. Borrower understands and agrees that in making the Loan, Lender is relying on all 
representations, warranties, and covenants made by Borrower in this Agreement or in any certificate or other instrument delivered by 
Borrower to Lender under this Agreement or the Related Documents. Borrower further agrees that regardless of any investigation made by 
Lender, all such representations, warranties and covenants will survive the making of the Loan and delivery to Lender of the Related 
Documents, shall be continuing in nature, and shall remain In full force and effect until such time as Borrower's Indebtedness shall be paid 
in full, or until this Agreement shall be terminated in the manner provided above, whichever is the iast to occur. 

Time is of the Essence. Time is of the essence in the performance of this Agreement. 

Waive Jury. All parties to this Agreement hereby waive the right to any jury trial in any action. proceeding, or counterclaim brought by any 
party against any other party. 

DEFINITIONS. The following capitalized words and terms shall have the following meanings when used in this Agreement. Unless specifically 
stated to the contrary, a11 references to dollar amounts shall mean amounts in lawful money of the United States of America. Words and terms 
used in the singular shall include the plural, and the plural shall include the singular, as the context may require. Words and terms not otherwise 
defined in this Agreement shall have the meanings attributed to such terms in the Uniform Commercial Code. Accounting words and terms not 
otherwise defined in this Agreement shall have the meanings assigned to them in accordance with generally accepted accounting principles as in 
effect on the date of this Agreement: 

Advance. The word "Advance" means a disbursement of Loan funds made, or to be made, to Borrower or on Borrower's behalf on a line 
of credit or multiple advance basis under the terms and conditions of this Agreement. 

Agreement. The word 'Agreement" means this Business Loan Agreement, as this Business Loan Agreement may be amended or modified 
from time to time, together with all exhibits and schedules attached to this Business Loan Agreement from time to time. 

Borrower. The word "Borrower" means Las Quintas Serenas Water CO. and includes all co-signers and co-makers signing the Note and a11 
their successors and assigns. 

Collateral. The word "Collateral" means all property and assets granted as collateral security for a Loan, whether real or personal property, 
whether granted directly or indirectly, whether granted now or in the future, and whether granted in the form of a security interest, 
mortgage, collateral mortgage, deed of trust, assignment, pledge, crop pledge, chattel mortgage, collateral chattel mortgage, chattel trust, 
factor's lien, equipment trust, conditional sale, trust receipt, lien, charge, lien or title retention contract, lease or consignment intended as a 
security device, or any other security or lien interest whatsoever, whether created by law, contract, or otherwise. 

Environmental Laws. The words "Environmental Laws" mean any and a11 state, federal and local statutes, regulations and ordinances 
relating to the protection of human health or the environment, including without limitation the Comprehensive Environmental Response, 
Compensation, and Liability Act of 1980, as amended, 42 U.S.C. Section 9601, et  seq. ("CERCLA"), the Superfund Amendments and 
Reauthorization Act of 1986. Pub. L. No. 99-499 ("SARA"). the Hazardous Materials Transportation Act, 49 U.S.C. Section 1801, et seq., 
the Resource Conservation and Recovery Act, 42 U.S.C. Section 6901, et seq., or other applicable state or federal laws, rules, or 
regulations adopted pursuant thereto. 

Event of Default. The words "Event of Default" mean any of the events of default set forth in this Agreement in the default section of this 
Agreement. 

GAAP. The word "GAAP" means generally accepted accounting principles. 

Grantor. The word "Grantor" means each and all of the persons or entities granting a Security Interest in any Collateral for the Loan, 
including without limitation all Borrowers granting such a Security Interest. 

Guarantor. The word "Guarantor" means any guarantor, surety, or accommodation party of any or a11 of the Loan. 

Guaranty. The word "Guaranty" means the guaranty from Guarantor to Lender, including without limitation a guaranty of all or part of the 
Note. 

Hazardous Substances. The words "Hazardous Substances" mean materials that, because of their quantity, concentration or physical, 
chemical or infectious characteristics, may cause or pose a present or potential hazard to human health or the environment when 
improperly used, treated, stored, disposed of, generated, manufactured, transported or otherwise handled. The words "Hazardous 
Substances" are used in their very broadest sense and include without limitation any and all hazardous or toxic substances, materials or 
waste as defined by or listed under the Environmental Laws. The term "Hazardous Substances" also includes, without limitation, petroleum 
and petroleum by-products or any fraction thereof and asbestos. 

Indebtedness. The word "Indebtedness" means the indebtedness evidenced by the Note or Related Documents, including all principal and 
interest together with a11 other indebtedness and costs and expenses for which Borrower is responsible under this Agreement or under any 
of the Related Documents. 

Lender. The word "Lender" means Commerce Bank of Arizona, its successors and assigns. 
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Loan. The word "Loan" means any and all loans and financial accommodations from Lender to Borrower whether now or hereafter 
existing, and however evidenced, including without limitation those loans and financial accommodations described herein or described on 
any exhibit or schedule attached to this Agreement from time to time. 

Note. The word "Note" mean5 the Note executed by Las Quintas Serenas Water CO. in the principal amount of $1,650,000.00 dated 
October 26, 2005, together with all renewais of, extensions of, modifications of, refinancings of, consolidations of, and substitutions for 
the note or credit agreement. 

Permitted Liens. The words "Permitted Liens" mean (1 I liens and security interests securing Indebtedness owed by Borrower to Lender; 
I21 (3) liens of materialmen, 
mechanics, warehousemen, or carriers, or other like liens arising in the ordinary course of business and securing obligations which are not 
yet delinquent; (4) purchase money liens or purchase money security interests upon or in any property acquired or held by Borrower in the 
ordinary course of business to secure indebtedness outstanding on the date of this Agreement or permitted to be incurred under the 
paragraph of this Agreement titled "Indebtedness and Liens"; (5) liens and security interests which, as of the date of this Agreement, 
have been disclosed to and approved by the Lender in writing; and (6) those liens and security interests which in the aggregate constitute 
an immaterial and insignificant monetary amount with respect to the net value of Borrower's assets. 

Related Documents. The words "Related Documents" mean all promissory notes, credit agreements, loan agreements, environmental 
agreements, guaranties, security agreements, mortgages, deeds of trust, security deeds, collateral mortgages, and a11 other instruments, 
agreements and documents, whether now or hereafter existing, executed in connection with the Loan. 

Security Agreement. The words "Security Agreement" mean and include without limitation any agreements, promises, covenants, 
arrangements, understandings or other agreements, whether created by law, contract, or otherwise, evidencing, governing, representing, or 
creating a Security Interest. 

Security Interest. The words "Security Interest" mean, without limitation, any and all types of collateral security, present and future, 
whether in the form of a lien, charge, encumbrance, mortgage, deed of trust, security deed, assignment, pledge, crop pledge, chattel 
mortgage, collateral chattel mortgage, chattel trust, factor's lien, equipment trust, conditional sale, trust receipt, lien or title retention 
contract, lease or consignment intended as a security device, or any other security or lien interest whatsoever whether created by law, 
contract, or otherwise. 

BORROWER ACKNOWLEDGES HAVING READ ALL THE PROVISIONS OF THIS BUSINESS LOAN AGREEMENT AND BORROWER AGREES TO 
ITS TERMS. THIS BUSINESS LOAN AGREEMENT IS DATED OCTOBER 26.2005. 

BORROWER: 

liens for taxes, assessments, or similar charges either not yet due or being contested in good faith; 

LAS QUINTAS SERENAS WATER CO. 

By: 
John S. Gay. President of Las Quintas Serenas 
Water CO. 

LENDER: 

COMMERCE BANK OF ARIZONA 
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LAS QUINTAS SERENAS WATER COMPANY ARSENIC TREATMENT DESIGN REPORT 

INTRODUCTION 

This report describes the design criteria for arsenic treatment for the Las Quintas Serenas Water Company 
Well Nos. 5 ,  6, and 7. Arsenic treatment will consist of a 1,220-gallon-per-minute (gpm) iron-media 
(BayoxideB E33) adsorption arsenic treatment system, a 400,000-gallon storage tank, and a 1,000-gpm 
transfer booster station at the existing Well No. 6 site. A new 12-inch dedicated transmission watermain 
approximately 2,500 feet long will connect Well No. 7 to the Well No. 6 site. Raw water from either or 
both wells will be treated through the arsenic system at the Well No. 6 site. The treated water meeting the 
new arsenic standard will fill the new 400,000-gallon tank. A transfer booster station with a combined 
capacity of 1,000 gpm will then pump treated water from the new 400,000-gallon storage tank into the 
distribution system. Well No. 5 will be equipped with a pre-packaged, skid-mounted 2 10-gpm arsenic 
treatment facility designed to treat Well No. 5 ,  and deliver directly into the water system and controlled 
by the existing reservoir system. There will be two Points of Entry (POEs) following implementation of 
the new arsenic systems, Well No 5 and the reservoirhooster station at the Well No. 6 site. 

ARSENIC TREATMENT CRITERIA 

In January 200 1, the Environmental Protection Agency (EPA) modified 40 Code of Federal Regulations 
(CFR) Parts 9, 141, and 142, to adopt a new arsenic Maximum Contaminant Level (MCL) for drinking 
water. The rule modification lowered the MCL for arsenic from 50 parts per billion (ppb) to 10 ppb. This 
rule applies to all community water systems and non-transient, non-community water systems, including 
the Las Quintas Serenas Water system. January 23, 2006 is the date established for compliance with this 
ruling. Compliance must be obtained at all POEs within the system, meaning that all water sources that 
serve directly into the system must be providing an arsenic level of 10 ppb or less by January 23, 2006. 
The proposed arsenic treatment facilities will be designed to treat arsenic to 7 ppb, which will meet the 
new EPA requirements. 

SOURCE CAPACITY 

The Las Quintas Serenas Water Company currently operates three wells, Well Nos. 5 ,  6, and 7. All three 
wells pump directly into the water system to fill the existing 30,000- and 60,000-gallon storage tanks on 
the Animax mine tailings. The high water level of the tanks is approximately 3,057 feet. Well No. 7 is 
located near the southern end of the water company's Certificate of Convenience and Necessity (CC&N) 
and provides between 600 to 850 gpm. This well has a variable frequency drive (VFD) that changes the 
operational speed of the well based on pressure in the water system at the well site. Well No. 6 is located 
near the southwest comer of the CC&N. Both an electric motor and a natural gas engine operate Well 
No. 6. The electric motor provides 350 gpm, while the natural gas engine provides 425 gpm. Las 

WestLand Resources, Inc. 1 
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LAS QUINTAS SERENAS WATER COMPANY ARSENIC TREATMENT DESIGN REPORT 

Quintas Serenas Water Company utilizes this type of operation because of their interruptible power 
agreement with Trico Electric Cooperative. During interruptible power outages, Well No. 6 and the 
existing storage are the only available water sources. Well Nos. 6 and 7 cannot operate together due to 
excessive pressures caused by both wells pumping at the same time. The layout of the Las Quintas 
Serenas Water system is provided in Appendix A. 

WATER QUALITY 

Water quality results provided by the owner for all three wells were compared to the National Primary 
Drinking Water Regulations (NPDWR). NPDWRs are legally enforceable standards to protect public 
health. All three wells were found to be compliant with the current primary standards, with the exception 
of the new arsenic standard. 

ARSENIC LEVELS 

All wells will require arsenic treatment. A typical design criterion for arsenic treatment systems is to treat 
the 90th percentile arsenic level. A percentile is a value on a scale of 100 that indicates the percent of a 
distribution that is equal to or below it. For example, an individual water quality sample for a POE with 
an arsenic level at the 90"' percentile is equal to or greater than 90 percent of all the water quality samples 
containing arsenic for that POE. This statistical method eliminates outlying data points which may result 
in over-design of the treatment system. The well capacities and design arsenic levels are shown in Table 
1. The future anticipated well capacities differ from existing well capacities as the pumping heads will be 
altered due to the pressure changes related to the arsenic system implementation. The required re- 
equipping of the wells is included later in this report. Most arsenic treatment systems, including the 
facilities selected for Las Quintas Serenas, are flexible enough to adjust the amount of treated water 
should arsenic levels suddenly increase or decrease after initial set up and installation. This is important 
because a flow bypass will be used at each facility to blend raw and treated well water in order to provide 
flexibility and extend the bed life of the media. The flow bypass regime will be explained later in this 
report. 
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LAS QUINTAS SERENAS WATER COMPANY ARSENIC TREATMENT DESIGN REPORT 

ARSENIC LEVEL DEVELOPMENT AND TREATMENT GOALS 

The owner provided results of arsenic levels for all three wells from March 1990 to February 2005. The 
90"' percentile arsenic level for each well has been calculated as the basis for design of the treatment 
system. This arsenic level affects the initial bypass flow control settings, as the bed life of the media and 
operation & maintenance (O&M) costs. Should arsenic levels in the raw water ever increase or decrease, 
field adjustments to the flow control bypass may be made to treat various combinations of flow. If the 
arsenic standard is ever changed, the system can be adjusted, and with minor amendments, can be altered 
to meet the new standard. The actual size of the treatment vessels is primarily based on gpm flow, rather 
than raw water arsenic levels. 

ARSENIC TREATMENT FACILITY SITING ANALYSIS 

Combined arsenic treatment at one facility is often more cost effective and less maintenance than 
individual treatment systems, as was shown to the be case for Well Nos. 6 and 7 in the Las Quintas 
Serenas Water System and Arsenic Master Plan, 2005. It was not deemed cost effective to build a 
dedicated watermain from Well No. 5 to the combined treatment plant at Well No. 6 due to the small size 
of Well No. 5 ,  the long distance between well sites, and the age and condition of this well. The individual 
arsenic treatment unit at Well No. 5 will be skid-mounted and transportable to a future well site if Well 
No. 5 is ever abandoned or a new source well requiring arsenic treatment is developed. It is also 
recommended that all arsenic treatment sites contain facilities from the same manufacturer and, if 
possible, the same arsenic treatment process. This will assist water company personnel with operation 
and familiarity with equipment, and minimize service agreement and O&M contracts with different 
suppliers. 

TREATMENT ALTERNATIVES CONSIDERED 

AVAILABLE TREATMENT TECHNOLOGIES 

A number of treatment processes can be used to remove arsenic from water. These processes include ion 
exchange, adsorption, membrane processes, and precipitation processes. Each of these processes is 
briefly discussed below. 

WestLand Resources, Inc. 3 
Engineenng and Enwonmental  Consultants 
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LAS QUINTAS SERENAS WATER COMPANY ARSENIC TREATMENT DESIGN REPORT 

Ion Exchange 

Ion exchange is a remediation process that removes dissolved ions from liquids. The ion-exchange 
process involves passing the contaminated water through a packed media. This media is designed to 
exchange a solid ion with the liquid phase ion of choice, in this case arsenic. This process occurs until all 
exchange sites on the media have been exhausted. The media can be regenerated by using a concentrated 
solution of the ions originally used on the media. Regeneration creates an arsenic-rich waste stream that 
must then be dealt with by one of the other treatment techniques. Generally, the waste stream is treated 
using a coagulation-flocculation process, which leaves a liquid waste stream low in arsenic and a solid 
waste stream high in arsenic. The benefits to this treatment technique are lower capital costs and 
relatively low volumes of waste when compared with precipitation and membrane processes. Lower 
capital costs are attained because the water system can lease this type of treatment technology from a 
vendor, rather than purchasing the equipment outright. This system, however, can suffer greatly if other 
competing ions are in the liquid stream, as this causes higher waste volumes due to the need to regenerate 
the media more often. This also results in high maintenance costs. Monitoring of the effluent stream 
during startup may be needed to properly determine the volumetric setpoint and avoid possible 
breakthrough conditions. Operator skill for this treatment is categorized as high. One drawback of this 
treatment technology is that the high arsenic waste streams can be considered a hazardous waste that must 
be disposed of in an appropriate manner. 

Adsorption 

The adsorption process involves passing the contaminated water over a packed media in which the arsenic 
physically and chemically bonds to the media. The packed media is contained within pressurized vessels 
operating either in parallel or in series. This removal process occurs until all of the available sites within 
the media are exhausted. It is typically not cost effective to regenerate adsorption media and it must be 
replaced when it becomes saturated. Generally, the packed media will last anywhere from one to five 
years before replacement is required. In most cases, the exhausted media can be discarded in landfills and 
classified as non-hazardous waste. The adsorption life of the media relies on raw water pH, arsenic 
concentration levels, and operating cycles per day. 

Periodic backwashing or “fluffing” is typically performed because adsorption media in pressurized 
systems can compact and develop preferential channels that can cause short-circuiting and incomplete 
adsorption over time. Additionally, sand and other sediment from wells, oxidized iron precipitate 
(depending on media type), or other suspended material may be captured in the adsorption media bed. To 
prevent excessive pressure drop and channeling, backwashing to “fluff’ the adsorption bed is typically 
performed. The backwashing does not regenerate the media, it merely removes solid particulates from 
the system and “fluffs” the media. Backwash vessels with recycle pumps may be required depending on 
owners’ preferences and available options for discharging of waste stream. 

WestLand Resources, Inc. 
Engineenng and Enwonmental Consultants 

Q Wobs\l IOO’s\l148 0 2 \ h  Quintas Ancnic Treatment Design Report doc 

4 



I 
I 
1 
I 
1 
I 
I 
I 
I 
1 
1 
I 
1 
1 
I 
1 
I 
I 
I 

U S  QUINTAS SERENAS WATER COMPANY ARSENIC TREATMENT DESIGN REPORT 

The backwash stream is generally much smaller for the adsorption process than the ion exchange stream 
and only requires separation of the particulates in backwash vessels via sedimentation or through bag 
filters before the water can either be sent back to the head of the treatment plant, discharged to a sewer or 
septic system, or hauled from the site and disposed in a sewer or treatment plant. It is possible that the 
backwash water could be discharged to local waters via a National Pollutant Discharge Elimination 
System (NPDES) De Minimus permit. The benefits to this system are relatively simple operations and no 
hazardous materials disposal. Operator skill for this treatment is categorized as low and Operator Level I 
is typically required to run this type of facility. 

Membrane Processes 

Membrane processes involve passing the contaminated feed water through a semi-permeable membrane. 
These membranes are designed to allow certain constituents through while blocking the contaminants of 
choice. These processes proceed due to a driving force, which can include pressure, chemical potential, 
or electrical potential. Pressure is most typically used to drive the membrane process. The membrane 
process can also remove several other constituents from water such as organic carbon, salts, dissolved 
minerals, and color. Membrane cleaning is important to removal efficiency, and is costly and difficult. 
This system has several disadvantages including membrane clogging and chemical cleaning requirements, 
power consumption costs, membrane replacement, and high waste stream volumes. Operator skill for this 
treatment is categorized as medium. 

Precipitation Processes 

Precipitation processes involve the addition of a coagulate feed stream to bind with the arsenic and create 
a solid. For arsenic, an iron or alumina coagulant is generally used. This coagulant binds with the arsenic 
and is removed from the stream either by natural settling or direct filtration. The benefits of this system 
are that the coagulants are inexpensive and readily available. However, the system generates a large 
volume of waste, requires significant feed chemicals, and requires almost continuous monitoring to 
control feed chemical influent rates. Some feed chemicals must be stored in double-walled containers. 
The arsenic concentration in the waste is generally lower due to the larger volume of waste that may 
allow for easier disposal. Operator skill for this treatment is categorized as low. 

EVALUATION OF ALTERNATIVES CONSIDERED 

The adsorption arsenic treatment process is the preferred alterative for arsenic treatment. The primary 
reasons for selecting adsorption are: adsorption is the one of the simplest forms of arsenic treatment, 
adsorption media is specifically designed to select for and remove arsenic, facilities produce low 
backwash volumes and no hazardous waste generation, facilities require low maintenance, O&M 
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U S  QUINTAS SERENAS WATER COMPANY ARSENIC TREATMENT DESIGN REPORT 

contracts are readily available with numerous established media suppliers, and this process has been 
successfully employed in both the United State (including Arizona) and Great Britain. Three adsorption 
arsenic treatment providers were evaluated. All three treatment providers supply both the treatment 
facility and media. 

McPhee Environmental Supply specializes in nano-particle selective resin known as As:X1lP. As Xnp 
contains iron oxide bound to spherical resin beads that are uniform in size. This uniform spherical shape 
allows a homogeneous flow that prevents the media from channeling. The spherical beads are termed 
“macro porous” and have large surface areas containing iron oxide. As:XnP is typically regenerated unlike 
most other iron-based medias. All As:XIIP is currently regenerated in Tennessee, although McPhee is in 
the process of permitting a new regeneration facility in Tempe, Arizona. The disadvantage of 
regeneration of the media is that the media looses adsorption capacity with each regeneration. Free 
arsenic is also created during the regeneration process that must be properly disposed of. The major 
advantage of this media is that backwash is infrequent and backwash vessels are not required to settle out 
the fines associated with other granular iron oxide medias. The backwash water is typically clear and 
may be pumped directly into the system during the backwash cycle. These units are also typically the 
least capital cost, although the As:X1lP is significantly more expensive than other medias considered. It is 
our understanding that McPhee facilities are designed specifically for As:XnP and cannot accept other 
types of media. McPhee provides media removal and regeneration services, and requires a three-year 
O&M contract for these services. McPhee is a relatively new arsenic treatment manufacturer and, at the 
time of this report, did not have any existing facilities operating in Arizona. 

US Filter was evaluated as a candidate for providing arsenic treatment to Las Quintas Serenas. US Filter 
uses Granular Ferric Hydroxide (GFH) ferric-based media. Once the media has exhausted its adsorption 
capacity, it is removed from the vessel and replaced with new media. US Filter service crews are 
available to remove the exhausted media and safely dispose of it, and fill the vessel with new media. The 
simplicity of this process with single-use media is very attractive for small installations and wellhead 
applications where no treatment currently exists. A backwash process flow rate of 10 to 12 gpdsquare 
foot is typically required to prevent compaction of the bed and remove captured particulates. The 
backwash process typically requires backwash vessels sized to contain the full backwash volume. The 
backwash is then decanted in the backwash vessels to allow the captured particulates to settle out. One 
drawback to the GFH media is that it is shipped wet and requires special storage to prevent biologic 
growth on the wet media. Water content also increases the media’s weight and associated shipping cost. 
US Filter’s facilities are not restricted to the use of a single media and are adaptable should a future media 
become the preferred alternative. 
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LAS QUINTAS SERENAS WATER COMPANY ARSENIC TREATMENT DESIGN REPORT 

Sevem Trent was the third arsenic treatment supplier evaluated for arsenic treatment. Severn Trent’s 
arsenic removal facilities are similar to those of US Filter. Severn Trent uses a “second-generation’’ 
ferric-based media called BayoxideB E33. Bayoxidem E33 has a larger particle size than GFH, which 
may reduce backwash frequency, media compaction, and the amount of media particulate contained in the 
backwash stream. Severn Trent also claims Bayoxidem E33 is also more robust to common water 
constituents such as silica, vanadium, and variances in pH. BayoxideB E33 is shipped dry, which makes 
onsite storage a viable option and makes changing the media simpler. Backwashing is typically 
performed at a rate of 7 to 9 gpdsquare foot. Severn Trent also provides media removal and refill 
services. Severn Trent’s facilities are adaptable to other types of media as more efficient and lower cost 
media are developed in the future. 

Severn Trent was selected to provide both the arsenic treatment facilities and Bayoxide@ E33 adsorption 
media. Major reasons for the selection of Severn Trent were based on initial bids received by Las Quintas 
Serenas Water Company, anticipated O&M cost provided by Severn Trent, removal efficiency and ease 
of storage and handling of BayoxideB E33 media, the ability to use other media types in Severn Trent 
facilities in the future, and the positive reputation and history of Severn Trent in the environmental 
services industry. 

RES E RVO I R DES I G N 

A new storage reservoir will be required at the Well No. 6 site to provide equalization between well and 
booster station pumping cycles for the new arsenic treatment system. 

The following equation was used to size the new forbay reservoir capacity based on limiting the largest 
well, Well No. 7, to five-hour pumping cycles, which is the minimum desired pumping cycle for wells of 
this size. Ideally, the well would cycle only once or twice a day. Well “pump on” set points are typically 
set to turn the well on when the reservoir level drops to approximately half full. The main reason to keep 
the reservoir approximately half full is to maintain net positive suction head (NPSH) on the booster 
pumps to inhibits cavitation and vortex formation and keep the pumps primed. In addition to maintaining 
NPSH, the bottom two feet and top one foot of storage are typically considered unusable or “dead” 
storage. It is assumed that one of the booster pumps (3 10 gpm with one pump on) is in operation during 
the time Well No. 7 (790 gpm) is in operation, which results in a net inflow into the reservoir of 480 gpm 
(790 gpm - 3 10 gpm): 

480 gallons/minute x 5 hours x 60 minuteshour = 144,000 gallons 
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U S  QUINTAS SERENAS WATER COMPANY ARSENIC TREATMENT DESIGN REPORT 

Assuming 144,000 gallons is about half the capacity of the new reservoir, the minimum storage tank size 
required by the arsenic treatment system will be approximately 250,000 gallons. 144,000 gallons is about 
60 percent of 250,000 gallons. The remaining storage maintains adequate NPSH on the pumps and also 
accounts for unusable or “dead” storage. 

Las Quintas Serenas Water Company has chosen to oversize the reservoir by 150,000 gallons, which will 
increase the reservoir size to 400,000 gallons. This oversizing of the reservoir is not required for arsenic 
treatment and will be paid for by the Las Quintas Serenas Water Company. 

The new reservoir will be a 400,000-gallon welded steel tank, constructed according to AWWA D-100. 
The reservoir will be approximately 57 feet in diameter and 24 feet high, with the bottom two feet and top 
one foot considered “dead” storage. The blended treated water will fill the reservoir through a 12-inch 
top-feed inlet on the new reservoir. A 12-inch outlet connects to the suction manifold of the new pump 
station. The reservoir will be provided with a concrete ring wall, a 16-inch overflow line, a 6-inch drain, 
and a 24-inch screened roof vent. 

BOOSTER STATION CAPACITY AND PUMP SIZING 

The proposed booster station capacity of 1,000 gpm is based on delivering the maximum capacity that 
will not over pressurize the water system. A system curve was developed using a hydraulic model to 
determine the specifications and operating points of the new booster station. The system curve was 
developed assuming that a new 8-inch water main will connect from Well No. 6 site into the new water 
distribution network in Santa Cruz Meadows Lots 1-239, north of the site. This 8-inch watermain 
connection will be required prior to the installation of the proposed booster station. If this 8-inch 
connection is not available, the booster station design point will change slightly. The system curve is 
included in Appendix B. A reservoir was used in the model to simulate the effects of a new booster 
station supplying capacity and pressure at this location. The hydraulic grade (elevation) of the reservoir 
was set to the desired discharge hydraulic grade of the pump. The hydraulic grade of the reservoir in the 
hydraulic model was gradually increased from static pressure of approximately 85 pounds per square inch 
(psi)/196 feet to 100 psi/230 feet. The upper extent 100 psi/230 feet of the analysis is the maximum 
discharge pressure of existing Well No. 6. It is not desirable to increase the pressure beyond the existing 
system pressure as increasing the pressure above 100 psi may damage the existing water system or the 
customers’ existing plumbing. The system curve was generated by subtracting 20 feet from the reservoir 
hydraulic grade to take into account suction pressure that would affect a booster station drawing suction 
from a 24-foot-tall reservoir, assuming it was four feet low. A hydraulic grade vs. flow curve (system 
curve) was developed for a pump operating during the average day demand (ADD) and peak day demand 
(PDD) scenarios. The system curve was used to size booster pumps capable of operating at the desired 
points along the system curve. 
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Pump 1 
Pump 2 
Pump 3 
Pump4 

A packaged booster pumping system consisting of four, 20-horsepower constant speed vertical multi- 
stage pumps will be added at the existing Well No. 6 site. These pumps will feed the existing remote 
reservoir that provides storage and regulates pressure in the water distribution system. The pump curve 
for the four pumps operating in parallel for both level and pressure control are included in Appendix B. 
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3 00 600 20 3,051 (6’ low) 3,056.5 (.5’low) 
285 850 20 3,050 (8’ low) 3,056 (l’low) 
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Pump2 
Pump 3 

350 700 
345 1,035 

Average Emergency 
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20 

195 I 220 

159169 207190 I 163 I 220 

205 I 220 

The pump station will also be equipped to provide some pressure control. Pressure control will allow the 
booster station to provide capacity during sudden pressure drops typically associated with high demand 
scenarios. The booster station will include a pressure sensing instrument on the discharge side of the unit 
set and will be programmed turn booster pumps on as pressure decreases below predetermined set points. 
The booster pumps will turn off as the pressure in the water system rises above a predetermined set point. 
The following table describes the pressure control of the booster station: 

Design Combined 1 Flow ~ z; 
Pump (gpm) Flow 

Number 
PumD1 I 320 I 320 

Pump4 I 360 I 1,440 

Table 3. Pressure Pump Controls 

20 173175 2 15/93 220 
20 I 168173 I 212192 I 170 I 220 
20 I 16417 1 I 210191 1 167 I 220 

WestLand Resources, Inc. 9 
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LAS QUINTAS SERENAS WATER COMPANY ARSENIC TREATMENT DESIGN REPORT 

ELECTRICAL AND CONTROLS 

The existing well pump for Well No. 6 is presently served by a 75-horsepower -electric motor and a 
natural gas-powered engine via a combination gear drive that allows either drive to operate the pump. 
This configuration allows the well pump to be operated during a utility power failure. 

Electric power to the site is 200 amperes, 480 volt, three-phase service by Trico Electric Cooperative 
from pole-mounted transformers. The capacity of the existing electrical service will have to be increased 
from 200 amperes to 400 amperes to serve the added booster pumps. 

An electric generator is required at Well No. 6 as this site will have the proposed 400,000-gallon 
reservoir, which will contain the majority of available treated water. In the event of a power outage, Well 
No. 6 will be able to supply treated water to the reservoir because it is also equipped with an emergency 
power supply via the existing natural gas engine. In order to pump treated water from the onsite reservoir 
into the water distribution system, an electric generator will be required to supply the booster station with 
emergency power. 

A dedicated 130kW (162 KVA) diesel-powered engine generator is proposed to serve only the new 
booster pumps. The new pumps will be fed electric power via an automatic transfer switch that will 
automatically control the generator to provide power to the booster pumps upon loss of the normal utility 
power source. The transfer switch will also provide an automatic exercise program that can be set to run 
the engine at regular intervals, such as 20 minutes once a week, to minimize problems arising from 
extended idle periods. The generator will have a sound-attenuated, weatherproof enclosure and a double- 
walled, base-mounted fuel tank with capacity for at least 24 hours of full load operation. 

The new booster pumps will be provided with weatherproof full-voltage combination starters mounted on 
an electrical equipment rack. The rack will be designed to provide shade for the equipment and also 
support the required new service equipment and automatic transfer switch. 

The new booster pumps will typically be controlled by level in the remote upper reservoir via the existing 
radio-telemetry equipment serving the sites. The pumps can be set to start sequentially on falling level in 
the reservoir, and stop sequentially on rising level using the existing reservoir level signal. Provisions to 
remove one or more pumps from the pumping regime for maintenance can also be programmed into the 
telemetry system. Minimal additional telemetry hardware will be required to incorporate the new pumps 
into this control scheme. Most of the telemetry system work required will be in the form of programming 
the existing processors at the reservoir and Well No. 6 sites, and at the central telemetry system computer 
at the water company's office to allow the operator to monitor the new functions. 

WestLand Resources, Inc. 
Engineenng and Ennronmntal Consultants 
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LAS QUINTAS SERENAS WATER COMPANY ARSENIC TREATMENT DESIGN REPORT 

OTHER DESIGN CRITERIA 

The pump station will include 12-inch suction and discharge manifolds as part of the pre packaged 
booster station and flow meter. A new onsite 12-inch watermain will connect the booster station to the 
existing 12-inch watermain in Calle Santiago. A portion of the onsite 6-inch watermain will be replaced 
by a new 8-inch water main as part of the proposed connection to Santa Cruz Meadows north of the well 
site. It is anticipated that the existing 5,000 gallon 150 psi hydropneumatic tank at Well Site 6 will be 
relocated to the discharge side of the new booster station. Chlorination facilities will also be provided for 
each well feed to properly oxidize and disinfect prior to the arsenic treatment system. The Well No. 6 site 
layout is included in Appendix C. 

WELL PUMP MODIFICATIONS 

The iron adsorption arsenic treatment facilities typically require 5 to 10 psi for normal operation and 15 
psi for backwashing procedures. Two pressure instruments located on the intake and discharge side of the 
facility measure pressure differential across the arsenic facilities. As the pressure differential across the 
treatment facility increases above the desired amount, the facility is backwashed or “fluffed” which 
decreases the pressure differential across the facility. A typical design criterion is to backwash or fluff the 
media beds when the pressure differential buildup across the facility goes over 10 psi of the initial 
pressure reading at start up. In order to fill the new onsite 24-foot-tall reservoir, an additional 24-footh 1 
psi will be required for these facilities. The wells will be required to deliver a minimum normal operation 
pressure of 10 psi plus 11 psi to fill the onsite reservoir for a total of 21 psi. 

The new pumping water level for Well Nos. 6 and 7 will be the elevation of the Well No. 6 site plus the 
21 psi/48 feet. The existing Well No. 6 site elevation of 2,855 feet + 48 feet = 2,903 feet. The well 
modifications also provide for extra headloss associated with backwash procedures and fluctuation in the 
pressure differential across the facilities between backwash cycles. 

Wells Nos. 6 and 7 currently pump to the existing storage tanks with a highwater elevation of 3,057 feet. 
Because the wells will now be pumping to a reservoir much lower than the existing storage tank 
highwater levels, the pumps will be modified to pump to this lower elevation. 

The following sections describe the criteria and specifications for well modifications. A summary of the 
design calculations for Well Nos. 6 and 7, including pump curves and a summary for all three wells, are 
included in Appendix D. 

WestLand Resources, Inc. 
Engineering and Environmental Consultants 
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Static Water Level (feet bls) 

8-inch Column Head Loss (feet) 
2.500 If 12-inch transmission main losses: Hazen Williams C =130 (feet) 

Estimated Drawdown @ 820 gpm (feet)" 

I 
I 
I 
I 
I 
I 
I 
I 
I 

363 
8 
13 
4 

U S  QUINTAS SERENAS WATER COMPANY ARSENIC TREATMENT DESIGN REPORT 

Manifold Losses (feet) 

WELL No. 7 

5 

The existing well will be equipped to pump into a new 2,500 lineal foot (If) 12-inch dedicated watermain 
for delivery to the new arsenic treatment facility. An 8-inch watermain would have a headloss of 
approximately 30 feet and a velocity of 5 feeusecond, which is less economical in long-term power 
consumption than a new 12-inch water main at 4 feet of headloss and a velocity of 2 feethecond. The 
existing well is currently equipped to pump to the existing storage tanks that are at a higher elevation than 
the new arsenic treatment facility. Three stages will be removed from the existing IO-stage assembly. 
System design criteria are shown in the following table. 

Sand Separator Losses 

Table 4. Well 7 (790 gpm) Design Criteria 
Pump Head at Treatment Plant Site (feet elevation) I 2,903 
Well Pad Elevation (feet elevation) I 2.880 

16 
Total Dynamic Head (TDH, feet) 1 431 

* '  Las Quintas Serenas Water Co. provided the drawdown for Well 7 and a step test was not available. 

The manufacturer's pump curve showing the new design point for seven stages is included in Appendix 
D. 

Well No. 7 will be fitted with a new sand separator at Well No. 7 site. The sand separator will add 
approximately 7 psi /16 feet of headloss at 790 gpm. Manufacturer's cut sheets for the sand separator can 
be seen in Appendix E. 

Well No. 7 site piping will be disconnected from the existing hydrotank and routed to the new 
transmission main. The existing Variable Frequency Drive on Well 7 will be used to gradually ramp up 
Well 7 to maximum capacity and provide some surge protection. The existing hydrotank will remain at 
the Well No. 7 site to provide surge protection. 

WELL No. 6 

Well No. 6 will have four bowl stages removed from its existing 13-stage pump assembly. Additionally, 
Well No. 6 has shown signs of sanding and will require an external sand separator which will account for 
a 6 psi/l4 feet of headloss at 400 gpm per the manufacturers specifications. Manufacturer's cut sheets for 
the sand separator can be seen in Appendix E. 

WestLand Resources, Inc. 12 
Engineenng and Envlronmenlal Consultants 
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Pump Head at Treatment Plant Site (feet elevation) 
Well Pad Elevation (feet elevation) 
Static Water Level (feet bls) 

I 
I 
I 
I 

2,903 
2,855 
337 

LAS QUINTAS SERENAS WATER COMPANY ARSENIC TREATMENT DESIGN REPORT 

Estimated Drawdown at 400 gprn (feet) 

A new 3,000 gallon hydropneumatic tank will be required for Well No. 6 to provide surge protection for 
the arsenic treatment facilities as this well is not equipped with variable frequency drive. 

9 

Table 5. Well 6 (400 gpm) Design Criteria 

6-inch Column Friction Head Loss (460 feet bowl setting) (feet) 11 
Manifold Losses (feet) 5 
Sand SeDarator Losses (feet) I 14 
Total Dynamic Head (TDH, feet) 424 

WELL No. 5 

Well No. 5 will not require any modifications, as it will continue to pump directly into the distribution 
system. The capacity of Well No. 5 will likely decrease to 200 gpm due to the headloss associated with 
the new treatment facility (approximately 5 psi during normal operation and an additional 10 psi during 
backwash). The pump curve for Well No. 5 is included in Appendix D. Additionally, Well No. 5 has 
shown signs of sanding and will require an external sand separator, which will create an 8 psi/l8 feet 
headloss at 200 gpm per the manufacturer's specifications. Manufacturers cut sheets for the sand 
separator can be seen in Appendix E. 

WestLand Resources, Inc. 
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U S  QUINTAS SERENAS WATER COMPANY ARSENIC TREATMENT DESIGN REPORT 

ARSENIC TREATMENT FACILITIES 

Wells No. 6 and 7 will both be treated for arsenic at the Well No. 6 site via iron media adsorption with a 
flow bypass. Water from both wells will be blended and treated through the single adsorption media 
arsenic treatment facility at the Well No. 6 site. Well No. 5 will include an individual arsenic treatment 
facility. Arsenic facilities at the Well No. 6 site and Well No. 5 will be provided by Sevem Trent Water 
Purification, Inc. (STWP). Both facilities will be delivered with support gravel to support the media and 
cover the effluent collectors to prevent media plugging, and Bayoxidem E33TM Media. 

WELL No. 6 SITE ARSENIC TREATMENT FACILITIES 

The Well No. 6 site will include two, IO-foot-diameter, 75 psi ASME-rated, carbon steel vessels. Vessels 
will include NFP 61 interior coatings and two access ports, one 24-inch-diameter on the side wall with 
hinge and one 14-inch x 18-inch on the top head. Each adsorber will include a ladder and platform for 
access. Additional equipment provided by Severn Trent will include flow meters, control valves, and 
differential pressure switches. 

A 13,400-gallon nominal capacity bolted steel tank with nozzles for fill, withdraws, drain, vent, level 
switches, and overflow will be provided for backwashing procedures. A side access hatch will be 
provided on the bolted steel tank. Erection of the bolted steel tank will be provided by Sevem Trent on a 
slab foundation designed and supplied by the site contractor. An access ladder and perimeter handrail is 
included. Additional items provided by Sevem Trent will include a multi-stage backwash transfer pump, 
a backwash transfer pump pressure gauge, and backwash tank level switches. 

Sevem Trent will provide a NEMA 4X control panel. The panel will control the stadstop of the 
backwash return pump. The PLC will be an Allen-Bradley Micrologix 1200 and the HMI will be an 
Allen-Bradley 600 with sunshield. Power to the panel is to be 120V, 1 ph, 60 hz. 

WELL No. 5 SITE ARSENIC TREATMENT FACILITIES 

Well No. 5 will consist of two, 48-inch diameter, 150-psi ASME-rated Fiberglass Reinforced Plastic 
(FRP) adsorber vessels, and one skid that includes piping, wiring, valves, instruments and controls. The 
FRP vessels include external paint for protection from UV radiation. 

WestLand Resources, Inc. 
Engineenng and Environmental Consultants 
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U S  QUINTAS SERENAS WATER COMPANY ARSENIC TREATMENT DESIGN REPORT 

The backwash tank will have a capacity of 3,000 gallons and include nozzles for fill, withdraws, drain, 
vent, level switches and overflow. A side access hatch will be provided on the backwash tank. 
Additional items provided by Severn Trent will include a multi-stage backwash transfer pump, a 
backwash transfer pump pressure gauge, and backwash tank level switches. 

Sevem Trent will include a NEMA 4X control panel for the Well No. 5 arsenic treatment facilities. Flow 
and pressure differential indicators are on the front face. A PLC will control the backwash sequence on 
an operator-settable time schedule. Power to the panel is to be 120V, 1 ph, 60 hz. The PLC will be an 
Allen-Bradley Micrologix 1200 and the HMI will be an Allen-Bradley 600 with sunshield. 

The submittal for the Severn Trent treatment systems is included in Appendix F. 

BYPASS FLOW CONTROL TREATMENT METHOD 

The Sevem Trent adsorption facilities are antici ted to treat process d water to undetectable rsenic 
levels. In order to meet the treatment design goal of 7 ppb, only a portion of the raw water must be 
treated to non-detect (0 ppb). Raw water will be blended with treated water to the desired treatment level 
of 7 ppb. The flow control valves will be set to allow a certain percentage of raw water to either be 
treated or bypassed as required. Flow control and bypass settings are included in Appendix G. 

WestLand Resources, Inc. 
Engineenng and Envlronmental Consultants 
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Elevation 
Calculated 

Base Flow Hydraulic Pressure 
Ut) 

J-48 2,975.00 
J-47 2,975.00 
J-40 2,975.00 
J-57 2,975.00 
J-53 2,970.00 
J-52 2,970.00 
J-43 2,970.00 
J-42 2,970.00 
J-41 2,965.00 

zone 
Zone 
Zone 
Zone 
Zone 
Zone 
Zone 
Zone 
Zone 
Zone 
Zone 
Zone 
Zone 
Zone 
Zone 
Zone 
Zone 
Zone 
Zone 

J-37 I 2,958.00 

(gpm) 
4.54 
4.54 
4.54 
4.54 
4.54 
4.54 
4.54 
4.54 
4.54 
4.54 
4.54 
4.54 
4.54 
4.54 
4.54 
4.54 
4.54 
4.54 

J-25 [ 2,940.00 

Zone 
2,938.00 
2,940.00 
2,940.00 
2.940.00 

4.541 3.059.271 51 .E 
Zone 
Zone 

3,056.481 ::::: 
3.056.65 

4.54 3,059.94 51.8s 
4.54 3.061.07 52.3E 

3,056.48 37.42 
3,056.65 37.49 

39.75 

J-29 
J-30 
J-31 
J-51 

3.056.1 5 

2,930.00 Zone 4.54 3,058.93 55.7E 
2,930.00 Zone 4.54 3,059.51 56.02 
2,930.00 Zone 4.54 3,059.70 56.12 
2.925.00 Zone 4.54 3.058.66 57.82 

3.059.271 43.81 

Zone I 4.541 3,057.931 51.02 
~~ 

Zone I 4.541 3,058.331 51 .I$ 
Zone 4.541 3,058.821 51.41 

J-27 I 2,935.001~one I 4.541 3,058.66) 53.5 

2.925.00 
J-33 I 2,925.00 

J-35 I 2,920.00 Zone I 4.541 3,060.391 60.74 
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Table 1. Averaae Dav Demand Junction ReDort 

J-19 I 2,920.00(~one i 4.541 3,063.10 
J-I  I 2.91 5.001~one 4.541 3.059.16 

I I  Elevation 

61.91 
62.37 

I I Calculated I I 
Base Flow Hydraulic Pressure 

J-56 
J-I 6 
J-I 2 
J-I 1 
J-8 

(ft) I Zone I (gpm) I Grade(ft) I (psi) 
J-21 I 2.920.001~one 1 4.541 3.063.061 61.9 

2,910.00 Zone 4.54 3,057.60 63.86 
2,920.00 Zone 4.54 3,069.34 64.61 
2,920.00 Zone 4.54 3,072.36 65.92 
2,920.00 Zone 4.54 3,073.97 66.62 
2.920.00 Zone 4.54 3.076.58 67.74 

J -2 I 2,920.00 
J-I  8 I 2.910.00 

1 -  ~ ~- 

Zone i 4.54 3,077.20 68.01 
Zone 4.54 3.067.71 68.23 

J-I 3 I 2.890.001Zone 

J-I  7 I 2,900.00]~one 1 4.541 3,069.331 73.26 

4.541 3.072.351 78.9 
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r Length (ft) 
474 
795 
36 1 

1,369.00 
858 p F  

P-I 5 

Diameter Hazen- Discharge Velocity 
(in) Williams C (gpm) (ftJs) 

6 130 333.92 3.79 
6 130 -298.37 3.39 
6 130 -290.61 3.3 
8 130 484.59 3.09 
6 130 250.13 2.84 

P-I  14 
P-33 
P-I 8 

20 
566 
583 

P-36 
P-65 

12 130 999.53 2.84 
6 130 236.91 2.69 
6 130 -219.42 2.49 

P-97 
P-I 04 
P-I 02 

.. 

1,412.00 6 130 -105.04 1.19 
851 6 130 101.65 1.15 
587 6 130 -100.5 1 . I4  
425 8 130 175.16 1.12 
403 8 130 173.33 1.11 
57 1 8 130 -172.38 1 . I  
249 I 121 1301 -387.191 1 . I  
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P-77 
P-49 
P-48 
P-85 

I I I Diameter I Hazen- I Discharge1 Velocity I 

2,533.00 6 130 -66.39 0.75 
182 6 130 -65.92 0.75 
366 6 130 -61.38 0.7 
600 12 130 -237.58 0.67 

]Length (ft)l (in) I Williams C I (gpm) I (fffs) 
P-62 I 3181 81 1301 171.451 1.09 

P-95 
P-1 00 
P-I 09 
P-59 

644 6 130 37.31 0.42 
659 6 130 -34.55 0.39 
279 8 130 60.88 0.39 
884 6 130 32.77 0.37 

P-56 
P-57 
P-68 

I 

674 6 130 4.54 0.05 
700 6 130 4.54 0.05 
459 6 130 4.54 0.05 
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Elevation Outflow 
Calculated 
Hydraulic 

R- 1 
(ft) Zone (gpm) Grade (ft) 

3,080.00 Zone 999.53 3,080.00 

Las Quintas Hydraulic Modeling Reports 

Base Minimum 
Elevation Elevation Maximum Initial HGL Inflow 

(ft) Elevation (ft) (ft) (gpm) Zone (ft) 
T- I  Zone 3,030.00 3,031 .OO 3,057.00 3,055.00 659.03 

Calculated 
Hydraulic 
Grade (ft) 

3,055.00 
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Centrifyal-Action Separators for Low-Flow Applications 

- -- _- - 

( 7 66 n i ’ lhr j  pe‘ unit 

Maximum Ltmdard 
pfessdrc rating 
150 psi (10 3 bar)  

--- - - - -  

Clamp-on support 
legs available as an 
option. 

How-it-Works Illustration 

4 
4 
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Installation & Operating Instructions 

Maintenance & Purging 

Model Specifications 

Engineering Specifications 
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LAKOS Separator 

(recommended) 

Auto-Purge valve 

I Solids purge discharge 

LAKOS ILB Separators are shipped in heavy-duty cartons with plastic caps over the inlet and 
outlet to  protect their male pipe threads. Option: Flush unit before operation. 

Prior to  installation, the inlet, outlet and purge of each unit should be inspected for the 
presence of any foreign objects which may have entered the unit during shipping or storage. 

Install piping to inlet and outlet as shown by diagram on page 3. Note data, page 3, for pipe 

For effective solids removal, LAKOS Separators must be operated within the recommended 
flow range for each model as specified on page 3. Pipe size is  not a factor in mode( 
se[eclion. Minimum inlet pressure should be at least 15  psi (1.0 bar) or equa! to the pressure 
loss anticipated through the separator (see graph, page 3) plus the system's downstream 
pressure requirement. 

LAKOS ILB Separators should be installed in the near upright vertical position on the 
discharge side of the pumping system. (Refer to  factory for suction side installation.) 
Suitable means for supporting the separator's weight independently from the inletloutlet 
piping i s  necessary. A LAKOS Mounting K i t  i s  recommended, but may be substituted with 
similar hardware, such as U-bolts fastened snugly around the separator's inner barrel. 

If subject to idle periods, LAKOS ILB Separators installed in sub-freezing locations must be 
drained of liquid or protected from freezing to avoid damage from ice expansion. NOTE: All 
LAKOS automatic purging hardware provide a manual overnde to allow for easy draining via 
the purge opening. 

In a pressurized system (vs. open discharge), pressure gauges are recommended at both 
inlet and outlet to  monitor pressure loss and proper system flow (see graph, page 3). If the 
separator i s  operated at open discharge, a valve i s  recommended at the outlet, set to 
create a back pressure of 5 psi (0.3 bar). 
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accelerate fluid 
into separation 
chamber 
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Flow range: 
285 - 4,350 U.S. gpm 
(65 - 988 m’/hr) per unit 

Maximum standard 
pressure rating: 
150 psi (10.3 bar) 

How-it-Works Illustration 

4 
4 

Inijtallation h Operating Instructions 

Maintenance h Purging 



1 
I 
I 
I 
1 
I 
I 
I 
1 
1 
I 
I 
I 
I 
1 
I 
I 
1 
'I 

tlet 



I-  
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
1 
I 
I 
I 
I 
1 
I 
I 200 300 406 . 

t Ftow Rate (U.S. gp t 
7 

2000 Page 3 4000 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

APPENDIX F 

SEVERN 

TRENT 
FACILITY 

SPECS. 



I '  
1 
1 
I 
I 
I 
I 
I 
I 
1 
1 
I 
I 
I 
I 
I 
1 
I 
I 

LAS QUINTAS SERENAS WATER COMPANY 
GREEN VALLEY, ARIZONA 

PROPOSAL FOR 

SORB 33TM Adsorber Arsenic Removal Systems 
For Wells #5, #6 and #7 

This proposal contains proprietary or confidential information of Severn Trent Water Purification, Inc. 
(STWP) regarding patent protected proprietary technologies and their implementation in the field, 
recommended uses and costs. Any such proprietary or confidential information disclosed herein is 
provided at buyer's request and solely for the purpose of enabling buyer to evaluate this proposal. 

In receiving and reading this proposal, buyer agrees that it will not reveal or otherwise distribute its 
contents to any third party without STWP's prior written consent. The foregoing limitation shall not 
preclude buyer from disclosing the contents of this proposal to its employees, on a need to know 
basis, who have the responsibility to evaluate andlor implement the program set forth in this 
proposal. This proposal shall at all times remain the exclusive property of STWP until accepted by 
the party to which it was tendered. 

STWP Proposal 33841, Rev 2 
September 7,2005 

Severn Trent Water Purification, 1nc.a Ste. 600 Park West One, Cliff Mine Road Pittsburgh, PA 15275-1029 9 

Tel 412 788 8300 800 364 1600 Fax 412 788 8304 www.severntrefltservices.com 

http://www.severntrefltservices.com


I 
i 
I 
I 
1 
I 
I 
I 
I 
I 
I 
I 
1 
B 
I 
1 
I 
I 
I 

1 .o 

2.0 

3.0 

4.0 

5.0 

6.0 

7.0 

8.0 

9.0 

TABLE OF CONTENTS 

Introduction 

EAS Equipment Description 

APU Equipment Description 

Assembly Requirements 

Field Services 

Qualifications 

Price and Payment Schedule 

Production Schedule 

Acceptance of Proposal 

Attachments 

Standard Terms and Conditions of Sale 

Drawings: 
DO1 P&l Diagram - APU-160 
GO1 General Arrangement - APU-160 
D1054 P&l Diagram - IO’-”’ Adsorbers 
GI054 General Arrangement - 10’-0” Adsorbers 

smjl33841 Las Quintas Pro Rev 2 
September 2,2005 ii 



1 
1 

Well Site 

Wells #6 & #7 
Well #5 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
1 
I 
I 
1 
I 
1 

# & Size of Vessels or Piping Process 
Model No. T p e  Pipina Size 
(2) 10’ Dia EAS Units DI 8” 
(1 ) APU-160 PVC 3” 

1.0 mJKLmuGnm 
Severn Trent Water Purification, Inc. (STWP) is pleased to offer this proposal for 
the supply of equipment, materials, and services . for SORB 33TM Adsorber 
Systems at the sites listed below located near Green Valley, AZ. This proposal is 
in accordance with the specifications of STWP. 

The table below lists the specific site and the quantity, size or model of adsorber 
system. 

The following sections provide descriptions of the EAS Units and the APU Unit. 

2.1 Adsorber lnternals 

2 lots slIQ$lma 
To support the media and cover the effluent collectors to prevent media 
plugging, shipped in 50# bags. 

2 lots ’ m F 3 3  TM Me& 
=d in 38 ft3 super sacks. 

2.2 Process Vessels 

2AdsorberVessels 
75 psig vertical pressure vessel, 10’-0” diameter with 5’-3” straight side 
wall. Design features as follows: 

SA51 6-70 carbon steel plate. 
Designed and stamped to ASME Section VIII, Division 1 Code in 
effect at time of contract award. 
Legs for support of the vessels from the floor. 
Interior blast cleaned, SP-10, and coated with NSF 61 certified epoxy. 
Exterior blast cleaned, SP-6, and coated with two coats of self priming 
epoxy. 
Nozzles to have flanged ends. 
Two access ports, one 24” diameter on the side wall with hinge and 
one 14” x 18” on the top head. 
304 stainless steel inlet distributor/backwash collection pipe. 
304 stainless steel effluent header with 304 stainless steel screened 
I a tera Is. 

smj133841 Las Quintas Pro Rev 2 
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. .  I lots r Pitzlog 
The attached drawings indicate how the vessels will be piped together. 

Cement lined ductile iron process piping 
PP lined carbon steel media removal piping 
Carbon steel rupture disc and vent piping 
Copper instrument tubing for DP cells 

- 

2 lots Plafformsandbadders 
Each platform and ladder will service one adsorber. 

2.3 Valves & Accessories 
The enclosed PlDs indicate the type, quantity and size of valves and 
accessories for the vessels. Accessories will include expansion joints, 
rupture discs, quick connect adaptors and air release valves. Butterfly 
valves will have lugged cast iron bodies and stainless steel discs. Control 
valve operators will be electric actuation type (Triac, or equal) powered by 
120V, 60 Hz, 1 phase and with manual handwheel override. Manual 
butterfly valves have handwheel operators. 

2.4 Instrumentation 

2 -  
Magmeters, sizes are indicated on the PIDs. 

2 Pressure Swltches 

2.5 Auxiliary Equipment - Bypass Control 

1 -  
Magmeter, size per the PID, with the same features as those for the 
Adsorber Influent Flow Meters. 

1 7  
Electric actuated, modulating butterfly valve, same specification as the 
automatic valves on the Adsorbers. 

2.6 Auxiliary Equipment - Backwash Recovery System 

1 r Haldva Tank 
Bolted steel tank, 13,400 gallon nominal capacity, with nozzles for fill, 
withdraw, drain, vent, level switches and overflow. A side access 
hatch will be provided. Erection of the bolted steel tank will be 
provided by STWP on a slab foundation designed and supplied by 
others. An access ladder and perimeter handrail is included. 

smj133841 Las Quintas Pro Rev 2 
September 2, 2005 2 
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1 -  
Multi-stage centrifugal pump with a capacity of 50 gpm at 50 psi. Final 
pressure rating will be based on the actual line pressure of the system, 
which must still be confirmed. 

1 Transfer Pump Pre- 

2 /Rinse Tank I eve1 Switches 

2.8 Controls 

1 -  
NEMA 4X control panel. Panel will control the starVstop of the 
backwash return pump. The PLC will be an Allen-Bradley Micrologix 
1200 and the HMI will be an Allen-Bradley 600 with sunshield. Power to 
the panel is to be 120V, 1 ph, 60 hz. 

3.1 Adsorber lnternals 

1 lot SupportGra\Lel 
Three grades to support the media and cover the effluent collectors to 
prevent media plugging, shipped in 50# bags. 

1 lot &F33- 
z d  in 38 ft3 bags. 

3.2 APU-160 

The APU is an assembly shipped in three segments consisting of two 
adsorber vessels, and one skid that includes piping, wiring, valves, 
instruments and controls. Once the three segments are assembled it is 
completely ready for operation once the support gravel and media are 
installed. Backwashing of the unit is automatically controlled. The 
components of the assembly are described below. 

2 & h b L h s &  
Vessels will be 48” diameter with the following features: 

Maximum 150 psig rating 
FRP construction. 
Tripod base for support of the vessels from the frame. 
PVC or stainless steel Inlet distributor/backwash collector. 
PVC screened effluent laterals. 
Externally painted for protection from UV radiation (not required if 
located indoors) 

smj133841 Las Quintas Pro Rev 2 
September 2. 2005 3 
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I lot 

1 lot 

1 lot 

1 

F r a m  
Painted carbon steel and 304 stainless steel construction. 

Process piping will be schedule 80 PVC. Instrument air pipe, tubing 
and fittings will be copper or PVC. There will be three piping 
connections for the contractor to make on each skid: a) process 
influent, b) process effluent, c) backwash effluent. 

Bypass piping is included on the skid. 

Piping will be painted for protection from UV radiation. 

Valves 
Process valves will be Butterfly type valves constructed of PVC. The 
manual valves will have lever handles. The control valves will have 
electric actuators rated for 120V, Iph, 60 hz power. Ball valves for 
sample, vent and drain are included. 

instruments 
Each vessel will have a flow meter on the influent. 
Each vessel will have a differential pressure indicating switch. 
Pressure gages are included on the skid influent and effluent. 

l b A d J 3 d  
NEMA 4X control panel. Flow and pressure differential indicators are 
on the front face. A PLC will control the backwash sequence on 
operator settable time schedule. Power to the panel is to be 12OV, 1 ph, 
60 hz. The PLC will be an Allen-Bradley Micrologix I200 and the HMI 
will be an Allen-Bradley 600 with sunshield. 

3.3 Auxiliary Equipment - Backwash Recovery System 

1 e Wastewater H o r n  Tar-& 
PE tank for capacity of 3,000 gallons (minimum). Has nozzles for fill, 
withdraw, drain, vent, level switches and overflow. An access ladder 
will be provided. 

q -  
Multi-stage centrifugal pump with a capacity of 10 gpm at 50 psi. Final 
pressure rating will be based on the actual line pressure of the system, 
which must still be confirmed. 

1 Transfer Pump Pressure Gage 

smj/33841 Las Quintas Pro Rev 2 
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Well Site 
Wells #6 & #7 
Well #5 

2 se Tank I eve1 Swrtches 

Equip Installation Start-up 
3 davs in 1 trip 
2 days in 1 trip 

3 days in 1 trip 
1 dav 

4.0 RI Y RFQUIRFMFNTS 
The following are the items that will be shipped individually that must be 
assembled in the field. - . Gravel . Bayoxide@ E33 media . Adsorbers: All the internal collectors and distributors will be installed at the 

shop. The carbon steel piping and media withdraw piping will be attached at 
the shop. . Platforms . Ladders . Process Piping: Each pair of adsorbers will have a central piping ?ree” with 
valves attached. This “tree” will be shipped as a unit. Individual piping spools 
that connect the “tree” with the adsorbers will be shipped loose for connection 
in the field. These loose pipe spools will include the expansion joints. 
Influent flow meters for adsorbers. . . All auxiliary equipment . Control panel 

LlElum . Gravel . Bayoxide@ E33 media . Adsorber Vessels. 
Piping Skid . . All auxiliary equipment 
Interconnecting pipe between piping skid and Adsorber Vessels. 

5.0 
STWP will furnish the services of a qualified field representative to instruct 
operation personnel and advise on equipment and media installation. The time for 
each site will be as follows: 

Additional services can be purchased, if desired, at the rate of $1,000 per day (8 
hr/day max.) plus travel and living expenses at cost. 

When the STWP field representative arrives on-site at the time requested by the 
contractor/purchaser all equipment must be ready for work to begin. If 
equipment is not ready then our standard per diem rate, plus travel and living 

smj133841 Las Quintas Pro Rev 2 
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expenses, will apply. 

in the STWP package: The following items are mtxdukd 
6.0 QLMJElGW~ 

Receiving, unloading, storing and installation of STWP supplied equipment. 
Concrete foundations for vessels, building/architectural work and engineering 
thereof. 
Anchor bolts for adsorber vessel or mechanical equipment. 
Access ladders & platforms for APU Adsorbers. These FRP tanks cannot have 
ladders attached. 
Interconnecting piping or piping supports including flanges, bolts, nuts and 
gaskets, and engineering thereof, outside the boundary of the piping on the 
adsorber vessels. 
Electrical starters, circuit breakers, motor control center, and engineering 
thereof, and power supply. 
Conduit and power wire and all signal wiring for instruments. 
Heat trace and insulation of pipe or instruments for freeze protection 
Water supply/disposal for flushing of adsorber internals 
Performance testing; collection of samples and lab analysis. 
Spareparts. 

STWP will provide 3 operation and maintenance manuals in final form. 

7.0 PRlCF AND PAYMFNT SCtlFDUl F 
STWP will deliver the equipment, materials and service described herein for a 
lump sum of $ including freight, but no taxes. 

Pricing is valid for thirty (30) days. 

Payment is net 30 days after invoice. All invoices to be submitted by the 25th day 
of the month or sooner. Interest to be billed at 1-1/2% per month on invoices 
unpaid after 30 days or the maximum allowable by law, whichever is less. 

Payment shall be made as follows: 

10% 
30% 

50% 
10% upon completion of start-up. 

upon initial submittal of drawings for approval; 
upon delivery of raw materials to fabricator and media to distribution 
site; 
upon delivery of equipment to the site; 

8.0 3 
Submittal of drawings 4 to 6 weeks after purchase order. 
Delivery of equipment and media 12 to 14 weeks after drawing approval. 

smj/33841 Las Quintas Pro Rev 2 
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9.0 CFPTAWF OF P R O P O a  
The referenced documents and attached Standard Terms and Conditions of 
Sale are incorporated herein and are agreed to be a material part of this 
Agreement. 

AGREED BY: AGREED BY: 
Severn Trent Water Purification, Inc. 

(Name) (Name) 

(Title) (Tit le) 

(Client’s Purchase Order Number) 

smj133841 Las Quintas Pro Rev 2 
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APPENDIX G 

INITIAL 
FLOW 

CONTROL 
BYPASS 

SETTINGS 



Initial Flow Control Bypass Settings for Well No. 5 

Blended 
Flows + 

Well 6. Blended Water to Supply 
Q3 = 200 gpm (Max. Well Capacity) 
C3 = 7 ppb (Treatment Goal) 

Well 5 .  Raw Water Bypass b1 I Q1 = ?  
C1 = 11 ppb (90th Percentile) 

Well 5 .  Treated Water 

C2 = 0 ppb (Undetectable) 
Q2 = ?  

General Equation for Steady State Mass Balance : 

CMass in by flow = CMass out by flow 

Step 5 .  Q2 = Q3 - QI 

Step 6. Qz = 200 gpm - 128 gpm 

Step 7. Q2 = 72 gpm (Raw Water Treated to Undetectable As Levels through (As) Treatment Facility 

Note: (Treated Water in gpm) / (Well Capacity in gpm) = (72 gpm) / (200 gpm) = 36% 

In order to obtain 7 ppb from 11 ppb, facility must treat 36% of total flow for any well 
capacity 
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Initial Flow Control Bypass Settings for Well No. 6 

Flows b 

Well 6. Blended Water to Supply 
4 3  = 400 gpm (Max. Well Capacity) 
C3 = 7 ppb (Treatment Goal) 

Well 6. Raw Water Bypass 

C1 = 15 ppb (90th Percentile) t Q1 = ?  

I 
Well 6. Treated Water 

Cz = 0 ppb (Undetectable) 
Qz ? 

General Equation for Steady State Mass Balance : 

CMass in by flow = CMass out by flow 

Step 4. Q 1 =  186 gpm (Raw Water bypassed around (As) Treatment Facility 

Step 6. Q 2  = 400 gpm - 186 gpm 

Step 7. Q 2  = 214 gpm (Raw Water Treated to Undetectable As Levels through (As) Treatment Facility 

Note: (Treated Water in gpm) / (Well Capacity in gpm) = (214 gpm) / (400 gpm) = 53% 

In order to obtain 7 ppb from 15 ppb, facility must treat 53% of total flow for any well 
capacity 
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Initial Flow Control Bypass Settings for Well No. 7 

Blended 
Flows b 

Well 7. Blended Water to Supply 
Q3 = 820 gpm (Max. Well Capacity) 
C3 = 7 ppb (Treatment Goal) 

Well 7. Raw Water Bypass bM . .QI = ?  
C1 = 13 ppb (90th Percentile) 

Well 7. Treated Water 

C2 = 0 ppb (Undetectable) 
Q2 = ? 

General Equation for Steady State Mass Balance : 

CMass in by flow = CMass out by flow 

Step 3. QI = [(820 gpm)(7 ppb)l/  (13 ppb) 

Step 4. Q1 = 441 gpm (Raw Water bypassed around (As) Treatment Facility 

Step 6. Q2 = 820 gpm - 441 gpm 

Step 7. 42 = 379 gprn (Raw Water Treated to Undetectable As Levels through (As) Treatment Facility 

Note: (Treated Water in gpm) / (Well Capacity in gpm) = (379 gpm) / (820 gpm) = 46% 

In order to obtain 7 ppb from 13 ppb, facility must treat 46% of total flow for any well 
capacity 
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PREPARED DIRECT TESTIMONY OF 
MIKE WOOD 

ON BEHALF OF 
LAS QUINTAS SERENAS WATER COMPANY 

IN 
DOCKET NOS. W-O1583A-04-0178, W-O1583A-05-0326 AND W-01583A-05-0340 

Q.l Please state your name and your business relationship with the Applicant in these 

proceedings. 

A.l My name is Mike Wood, and I am a member of the Board of Directors and Vice 

President of Las Quintas Serenas Water Company (“LQS”). I have served in each of 

those capacities since June, 2003. 

Q. 2 Are you testifying as LQS’s policy witness in these proceedings? 

A.2 Yes. 

Q. 3 What is the purpose of your direct case testimony? 

A. 3 There are several purposes of my testimony. First, I will generally describe each of the 

applications or motions which are the subject of these consolidated proceedings, and 

explain how they are interrelated. Second, I will generally describe the process used by 

the Board of Directors and LQS’s management to determine the manner in which LQS 

proposes to put itself in a position to comply with the United States Environmental 

Protection Agency’s (“EPA”) arsenic concentration regulations. Third, I will describe 

how LQS proposes to finance the construction of the capital improvements needed to 

achieve compliance with EPA’s arsenic concentration regulations. Finally, I will 

generally describe how LQS proposes to service the long-term debt that LQS is seeking 

Page 1 of 9 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

18 

19 

20 

21 

2 2  

2 3  

2 4  

2 5  

26 

27 

2 8  

Q. 4 

authorization from the Commission to incur, in order to fund the construction of the 

arsenic-related capital improvements. 

In addition to my testimony, LQS is presenting the direct case testimony of three other 

direct case witnesses. Mark Taylor, an owner and Principal of WestLand Resources, Inc. 

(“WestLand”) will describe the professional engineering services that his firm provided 

in connection with the development of a Water System and Arsenic Master Plan (“Plan”) 

for LQS, which was adopted by the Board of Directors in March, 2005. That Plan, in 

large measure, provides the basis for the proposed arsenic-related capital improvements 

to LQS’s water system, which are the subject of these consolidated proceedings. In that 

regard, Mr. Taylor will discuss the considerations which led WestLand to select the 

arsenic removal technology which it has recommended. Kimberley Yaglowski, a Vice 

President and Branch Manager with Commerce Bank of Arizona, will describe the nature 

of the proposed loan arrangement between the bank and LQS under which LQS would 

obtain the funds to finance construction of the arsenic-related capital improvements. 

That loan arrangement is a part of the financing authorization from the Commission that 

LQS is seeking in Docket No. W-O1583A-05-0326. Finally, Ron Kozoman, an 

experienced utility rate design consultant who has testified before the Commission on 

numerous occasions, will describe how the Arsenic Cost Recovery Mechanism 

(“ACFW”) that LQS has proposed would operate, and how revenues received by LQS 

through the ACRM would be used to service the long-term debt incurred to finance the 

arsenic-related capital improvements. He will also describe LQS’s proposed recovery of 

an annualized amount for arsenic treatment operating expense. 

Please describe the applications or motions which are the subject of these consolidated 

proceedings. 
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Q.5 

A. 5 

My description will be in layman's language, and of a general nature. By means of a 

motion filed in Docket No. W-01583A-04-0178, LQS has asked the Commission to 

revisit and amend Decision No. 67455, which the Commission issued on January 4,2005 

in LQS's 2004 rate case. The purpose of the amendment or amendments to that decision 

would be to authorize LQS to recover, as part of its monthly rates and charges for water 

service, an amount of money sufficient to enable LQS to service the long-term debt it is 

proposing to incur in connection with construction of the proposed arsenic-related capital 

improvements, together with the annualized arsenic treatment related operating expense. 

The additions to LQS's previously authorized rates and charges that LQS is proposing are 

the ACRM and the annualized operating expense, and it is that proposal which is the 

subject of LQS's application in Docket No. W-O1583A-05-0340. In this regard, it is 

important to note that LQS is not seeking to recover any rate of return on the arsenic- 

related capital improvements that would be financed with the proposed long-term debt; 

and we are pleased that the Commission's Staff recognized that fact in the Staff Response 

filed on May 23,2005 in Docket No. W-01583A-04-0178. The proposed long-term debt 

to which I refer is the subject of LQS's application in Docket No. W-O1583A-05-0326. 

Thus, as you can see, the motion and the two applications are interrelated. 

Please describe the process that the Board of Directors and LQS's management used to 

determine what LQS should do in order to place itself in a position whereby it could 

comply with the EPA's arsenic concentration regulations. 

By way of background, both in terms of professional training and experience, I would 

note that I have been involved in the field of environmental regulation and compliance 

for many years; and that a significant portion of my responsibilities have pertained to 
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water quality issues. Thus, assuring that LQS would select and construct an arsenic 

removal methodology and facilities that would enable it to fully comply with the EPA 

regulations, and, simultaneously, discharge its public service corporation obligation to 

provide adequate and reliable water service to its customers at reasonable rates, was a 

priority for me. That was also the view of the other two members of the Board of 

Directors and LQS’s management. 

At the time that LQS was in hearings in its 2004 rate case last fall, LQS was exploring 

several arsenic removal methodologies and media. Malcolm Pirnie Engineering had 

recently concluded a study for the company, which included four (4) options, with the 

capital costs associated with these options ranging from $1,080,00 to $1,280,000, and 

yearly operation and maintenance expenses ranging fiom $166,000 to $318,000. In 

addition, LQS had requested proposals from several other consulting fms ,  which 

involved similar or alternative remediation approaches, and was beginning to review 

them. Finally, it had requested and received information from several Arizona water 

utility associations, which it had also begun to review. 

That continued to be the situation in early January, 2005, when the Commission issued 

Decision No. 67455, which did not include any recovery of arsenic removal costs in the 

rates and charges for water service which were authorized. In fact, the Commission 

expressly declined to make any findings or reach any conclusions as to such matters at 

that time. However, in Decision No. 67455, the Commission did direct LQS to prepare 

and submit a plan indicating how it intended to comply with the EPA’s arsenic 

regulations. In the interim, the Board of Directors had concluded that LQS needed to 

update the master water plan for its system which had been prepared by Buck Lewis 

Engineering in September, 1991. After considering several alternative proposals, LQS 
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retained WestLand to prepare a plan which would address system upgrades or additions 

necessary to enable the company to continue to discharge its public service corporation 

responsibilities, and those capital improvements that would allow it to fully comply with 

the EPA’s arsenic concentration regulations. The result was the Plan prepared by 

WestLand in March, 2005, which, as I have previously indicated, LQS’s Board of 

Directors adopted. A copy of the Plan has been marked as Exhibit A-1 for identification. 

Mark Taylor of WestLand will describe in his direct case testimony the factual 

circumstances on the LQS system and the design, operating and economic considerations 

which led his f m  to recommend the arsenic treatment methodology and related capital 

facilities which are reflected and discussed in the Plan. As I have previously indicated, 

fiom the perspective of the Board of Directors and LQS’s management, I believe that the 

arsenic treatment program and related facilities set forth in the Plan will enable LQS to 

fully comply with the EPA’s arsenic concentration regulations, and allow LQS to 

continue to discharge its public service obligation to provide adequate and reliable water 

service to its customers at reasonable rates. 

4.6 How does LQS propose to finance construction of the arsenic-related capital 

improvements reflected in the Plan? 

A. 6 In the financing authorization application which LQS has filed in Docket No. W- 

01583A-05-0326, LQS has requested that the Commission authorize it to incur long-term 

indebtedness in the amount of $1,648,750. In Section I11 of the Application, the company 

indicated that it intended to submit an application to the Water Infrastructure Authority of 

Arizona (“WIFA”) for a loan in that amount; and, in fact, LQS submitted such an 

application to WIFA on or about June 13, 2005. A copy of that application has been 
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marked as Exhibit A-2 for identification. In that regard, I would like to point out that, as 

a result of a discussion with the Commission's Staff in late June, the amount of loan 

authorization now being requested in Docket No. W-O1583A-05-0326 is less than the 

amount of the loan requested in the initial application filed with WIFA. That is because 

approximately $140,625 of the capital improvements contained in the original $1,789,375 

amount set forth in the Plan was determined by LQS and the Commission's Staff not to 

be related to the proposed arsenic treatment program. Accordingly, on July 7,2005 LQS 

amended its application in Docket No. W-01583A-05-0326 to reduce the amount of the 

requested loan authorization fiom $1,789,375 to $1,648,750. In the event the 

Commission approves LQS's loan authorization request, as so amended, then LQS will 

amend its loan request of WIFA as it proceeds to the next step in the WIFA loan 

application process. 

However, and as discussed in Section III of its financing application, because LQS did 

not want to presume that WIFA would automatically grant its loan request, LQS has also 

pursued an alternative course of action and sought to obtain a loan arrangement with a 

commercial bank as a "back-up", so to speak. I am pleased to report in that regard that 

the company's efforts have been successful. By means of a September 2, 2005 letter, 

Commerce Bank of Arizona extended a loan commitment to LQS. That loan 

commitment was accepted by LQS in late September, and a copy of the loan commitment 

letter has been marked as Exhibit A-3 for identification. Subsequently, in late October, 

the bank sent LQS a package of loan documents to be used for purposes of finalizing the 

loan arrangement, in the event that the Commission approves LQS's loan authorization 

request and the proposed ACRM. Kimberley Yaglowski, a Vice President and Branch 
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A.7 

Q.8 

Manager of Commerce Bank of Arizona, will identify and describe each of these 

documents in her direct case testimony. 

In the event that the Commission approves the loan authorization request, LQS enters 

into the indicated loan arrangement with Commerce Bank of Arizona, and WIFA 

thereafter approves LQS's loan request, the terms of the arrangement with the bank 

would allow LQS to pay off that loan in full without a prepayment penalty. Thus, and 

thanks to the bank's willingness to work with us, LQS would be in a position to finance 

construction of the arsenic-related capital improvements at the lowest lender rate 

available to it. 

Did LQS give any consideration to internally financing the capital improvements that 

would be necessary in order for it to comply with EPA's arsenic concentration 

regulations? 

Yes, but only for a brief period of time. As early as the beginning of 2004, the Company 

was contemplating the need to explore external financing. That feeling was confirmed as 

we began to examine the arsenic treatment options from a system-wide perspective, 

beginning with the Malcolm Pirnie Engineering study in June, 2004. At that point in 

time, it became readily apparent that the cost of the capital improvements we were likely 

going to be required to construct were well beyond the ability of the company to 

internally finance, even with a rate increase. As I have previously noted, the rates and 

charges authorized in Decision No. 67455 do not include any increase for that purpose. 

How does the company propose to acquire the funds necessary to service the long-term 

debt it is requesting authorization to incur? 
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That is the purpose of the ACRM, which is the subject of LQS’s application in Docket 

No. W-O1583A-05-0340. Ron Kozoman will be presenting direct case testimony and 

exhibits describing and illustrating the nature of the proposed ACRM and how it would 

operate as a part of LQS’s authorized rates and charges for water service. In layman’s 

language, I would describe it as a mechanism by means of which the company recovers 

from its customers each month the direct costs of its borrowing from the bank or WIFA, 

as the case may be. In other words, the company would not be earning any return on the 

capital improvements financed with the borrowed funds by means of the ACRM, and the 

revenues received from its customers through the ACRM would be a direct function of its 

debt service obligation. 

The funds for the arsenic treatment related operating expense would be acquired through 

a slight increase in the Company’s current rate schedule, the details of which also will be 

explained in Ron Kozoman’s direct case testimony. 

Do you have anything you wish to add to your direct case testimony? 

Yes. On behalf of LQS, and myself, I would like to express our appreciation to the 

Commission and the Commission’s Staff for their willingness to reopen the 2004 rate 

case for the purpose of considering our ACRM proposal. We recognize that what LQS is 

proposing may require Commission approval of a type that has not been previously 

forthcoming, and that we may be asking the Commission to move into uncharted waters. 

In that regard, LQS and its witnesses will do their best to answer any questions and 

provide any information the Commission, the Commission’s StaE or any other party may 

have or desire. 

Does that complete your direct case testimony? 
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A.10 Yes, it does. 
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PREPARED DIRECT TESTIMONY OF 

MARK TAYLOR 

ON BEHALF OF 

LAS QUINTAS SERENAS WATER COMPANY 

IN 

DOCKET NOS. W-01583A-04-0178, W-01583A-05-0326, 

AND W-01583A-05-0340 

2.1 Please state your name and business relationship with the Applicant as that 

relationship pertains to these proceedings. 

4.1 My name is Mark Taylor. I am an Owner and Principal of WestLand Resources, 

Inc. (“WestLand”). WestLand has performed various professional engineering 

services for Las Quintas Serenas Water Company (“LQS”) relating to matters that 

are the subject of these proceedings. Central to-those matters is the Las Quintas 

Serenas Water Company Water System and Arsenic Master Plan (“Plan”), dated 

March 24, 2005, that WestLand prepared and submitted to LQS. The Plan, and 

the recommended capital improvements discussed in the Plan, were adopted by 

the Board of Directors of LQS that same month and occasioned the filing of the 

applications that are now before the Commission in Docket Nos. W-O1583A-04- 

0178, W-01583A-05-0326 and W-O1583A-05-0340. 
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Please describe WestLand and the nature of the professional engineering services 

it offers to water utilities such as LQS. 

WestLand is an engineering and environmental consulting firm located in Tucson, 

Arizona, and we provide services throughout the southwestern United States. 

WestLand specializes in civil engineering (water and wastewater), environmental 

planning, permitting, resource management, landscape architecture, and cultural 

resources. 

WestLand was founded in 1997 and has grown steadily to its current staff level of 

over 98 engineers, scientists, environmental planners, landscape architects, 

archaeologists, GIS and cartographic specialists, and administrative support staff. 

Our growth is attributed to an impressive track record for repeat clients, the 

expertise and experience of our staff, and stringent internal quality assurance and 

quality control programs. 

Engineering services offered by our firm include water resources planning; water 

and wastewater system planning and design; wastewater treatment design; arsenic 

treatment system design; biological systems engineering, irrigation and water 

harvesting system design; constructed wetland design; groundwater recharge 

system design; and construction management. 

WestLand perfoms engineering and consulting services for the private and public 

sectors. Our engineering staff specializes in water planning, permitting, and 
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4. 3 

?. 4 

4.4 

infrastructure design for private and municipal water providers. WcstLand has 

continuously provided master planning and design services for 35 public and 

private water systems, and we are the Engineer-of-Record for ten Arizona 

Corporation Commission-regulated water companies. WestLand also provides 

construction management and inspection services for water and wastewater 

treatment systems, booster stations, wells, reservoirs, and water distribution 

systems designed by our firm. These services include contract administration, 

field inspections, submittal review, and pay request evaluation. 

Were you the Principal at WestLand who supervised the provision of those 

professional engineering services that resulted in the development of the Plan and 

the capital improvements recommendations submitted to LQS? 

Yes. 

Please describe your professional background that qualified you to perform this 

service. 

I am a professional civil engineer specializing in water and wastewater system 

design analysis and treatment technologies. I have practiced in the civil 

engineering field for more than 22 years, and during the majority of my 

engineering career, I have specialized in the field of water and wastewater 

engineering. 
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My background includes 20 years of water and wastewater system master 

planning for large master-planned communities, multiple large municipal and 

private water companies in Arizona and Nevada, design and construction 

administration of numerous large- and small-diameter water system mains, 

booster stations, wells, reservoirs, lift stations for water and wastewater treatment 

facilities. I have overseen these programs from the initial master-planning of the 

project through design, permitting, bidding, construction, certification, and project 

startup. 

Approximately nine years ago, along with my partner, I founded WestLand to 

create a firm whose engineering department specializes in the field of water and 

wastewater design and construction. 

I am a registered civil engineer in the states of Arizona, California, Nevada, and 

New Mexico. 

In addition, I obtained a Grade 2 Operator’s License for water treatment, water 

distribution, wastewater treatment, and wastewater collection systems in the State 

of Arizona. 

My education includes a Bachelor of Science in Civil Engineering (1981) and a 

Master of Business Administration (1983). Both of these degrees were conferred 

upon me by the University of Arizona. 
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Have you previously testified before the Commission, and, if so, in what type(s) 

of proceedings and on how many occasions? 

Yes, I have testified before the Commission on two or three occasions. These 

proceedings were related to rate cases and the establishment of off-site 

infrastructure tariffs. 

Please describe the nature of the assignment that WestLand received from LQS 

that resulted in the development of the Plan. 

LQS contracted with WestLand in January 2005 to provide water master 

planning. The focus of the request was two-fold: first, LQS requested an analysis 

of the water system with respect to the engineering considerations of providing 

adequate and reliable service to customers in order to update a plan prepared for 

the water system in 1991. Second, because the three existing wells that serve this 

water system exceed the EPA arsenic standard that will become effective-in 2006, 

LQS requested that the Plan address the methodology for arsenic treatment and 

determine the most appropriate arsenic treatment technology. WestLand worked 

with the LQS Board of Directors to develop a Plan that would enable LQS to 

comply with the upcoming EPA arsenic regulations and simultaneously continue 

to discharge its ongoing public service corporation obligation to provide adequate 

and reliable water service at reasonable rates. 
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Q.7 

A.7 

Please describe how WestLand performed the assignment that resulted in the Plan 

and include in your description a discussion of the types of personnel that were 

used and the types of data and information that the firm took into account. 

The scope and approach to develop the Plan included defining key issues, 

identifying water resources, source capacity, and water quality including arsenic 

requirements, and outlining source, treatment, storage, pressure and distribution 

system requirements. The engineering criteria used to size and locate system 

upgrades in the Plan are based on typical design criteria for potable water systems 

in accordance with Arizona Department of Environmental Quality (ADEQ) 

standards. WestLand began the development of the Plan by compiling 

information about the existing water system, including water quality; system 

operation; and the capacity, condition, and location of existing water system 

infrastructure. WestLand worked with the water system operator and LQS Board 

members to review water system operational and pressure considerations and 

conducted field visits to review items pertinent to the development of the Plan. 

We utilized LQS water usage records and customer data, along with typical 

engineering criteria for water systems, to determine the current and projected 

water system demands for average and peaking conditions. 

This information was used to analyze several options for integrating arsenic 

treatment into the water system and determine what other water system 

infrastructure was required to address the issues of system reliability and 

compliance with ADEQ standards. The water system infrastructure considered 
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included well, reservoir, booster station, and pipeline capacity requirements to 

provide arsenic treatment and adequate source, storage, and distribution capacity. 

Several options for arscnic treatment were developed, and Opinions of Probable 

Construction Cost wcre prepared. WestLand and the LQS Board of Directors met 

several times throughout the development of the Plan to discuss the various 

options and the costs associated with construction and operation and maintenance 

of the facilities, until the final option was selected. The result of this process was 

the development of the Plan, which was filed with the Commission. 

The work to develop the Plan was performed by me; Kara Festa, another 

registered Professional Engineer with our firm; and Jeff Lowy, an Engineer-in- 

Training under our direct supervision. 

With reference to the Plan, which has been marked as Exhibit A-1 for 

identification, please describe the arsenic removal program that WestLand 

ultimately recommended to LQS, including the methodology and technology 

selected and the major capital improvements related to the methodology. 

Combined arsenic treatment was recommended for Well Nos. 6 and 7, at the Well 

Site No. 6, while a smaller individual treatment system was recommended for 

Well No. 5 ,  as seen in Exhibit 1 of the Plan. A new dedicated raw water main 

from Well No. 7 will bring raw water to the arsenic treatment plant at Well Site 

No. 6 site for treatment. Both Well Nos. 6 and 7 will pump raw water through the 

treatment facility at Well Site No. 6, and a combination of blended and treated 
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water will fill the new onsite storage reservoir as seen in Exhibit 2 of the Plan. A 

new booster station will pump the treated water from the reservoir into the water 

system at system pressures in accordance with water system demands. Control of 

the booster station will be based on the levcl of water in the existing highwater 

storage tanks located on the tailings dam. A backup generator will be provided to 

supply the system with treated water during emergencies. 

After considering several arsenic treatment technologies, an adsorption media 

arsenic removal process was selected, with Severn Trent as the selected vendor. 

Ferric Oxide arsenic adsorption media removes arsenic from water by adsorbing 

arsenic onto the surface of the media. The non-treated well water is pumped 

through a pressure vessel containing the media where arsenic is adsorbed into the 

media within the pressure vessel. This removal process occurs until all of the 

available sites within the media are exhausted. The exhausted media can be 

discarded in landfills and is classified as non-hazardous waste. The major capital 

improvements for this adsorption media system are steel pressure vessels and a 

backwash tank. 

Directing your attention to the line item descriptions set forth on Page 1 of 

Appendix “A” to the Plan, please identify those recommended capital 

improvements that are related to the arsenic removal program WestLand 

recommended to LQS. 

Page 8 of 13 



8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

1.9 

2.10 

4. 10 

All capital improvements listed in the referenced table are directly related to the 

recommended arsenic treatment facilities, with the exception of approximately 

150,000 gallons of storage volume that was added to the proposed reservoir at 

Well No. 6 for purposes of overall water system improvement. Of the 

$1,789,375. total capital improvements shown on Line 14 of Page 1, all but 

$140,625., is arsenic removal related, for a total arsenic-related amount of 

$1,648,750. If LQS did not have to address the arsenic treatment issues, the 

recommended master plan facilities to address issues such as existing system 

requirements for reliability and upgrades for future growth would incorporate 

different locations and sizes of facilities than those contemplated in the Plan. 

Please describe those criteria or considerations that influenced WestLand in its 

selection of the arsenic removal methodology, technology, and facilities it 

recommended in the Plan. 

WestLand analyzed a number of options related to water system infrastructure 

and arsenic removal technologies as a part of the development of the Plan. 

Examples of the options considered included separate wellhead treatment for each 

well site, consolidated treatment of all well sites, and several combinations 

thereof. Cost analyses of the various options, along with an engineering review of 

how the options related to the system as a whole, were used to select the most 

appropriate option. The analysis of required facilities included an engineering 

review of the existing water system and various methods for addressing the 

infrastructure requirements and pressure losses through the arsenic treatment. 
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Hydraulic modeling of the water system was used to review the existing water 

system and the impact of the proposed modifications to the water system on 

system pressures and anticipated pressure fluctuations. 

Due to concerns about system operational pressures and pressure fluctuations due 

to receiving pipeline sizes, the best operational solution for the two larger wells 

was determined to be the use of low pressure well pumps to deliver raw water to 

the arsenic treatment plant, with bypass flow and treated flow blended for 

delivery to a finished water storage tank. A booster station will pump from the 

finished water storage tank into the system using booster pumps that will deliver 

at system pressure and at appropriate capacity in response to water system 

demands. This methodology allows for consistent pressure delivery to and 

through the arsenic treatment system with different combinations of wells in 

operation and under varying water system demands and energy efficient delivery 

to the water system with minimal pressure fluctuations and without 

overpressurizing the system. 

A number of arsenic treatment technologies were considered, including ion 

exchange, adsorption, membrane processes, and precipitation processes. The 

adsorption treatment process was selected as the preferred alternative for arsenic 

treatment because of the simplicity of this method in terms of treatment and 

operation and maintenance; low backwash volume and no hazardous waste 

generation; options for the use of various media suppliers; and the successful 

history of this process for arsenic treatment in the United States and abroad. 
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Severn Trent was selected to provide both the arsenic treatment facilities and 

Bayoxide E33 media based on anticipated capital and operation and maintenance 

costs, storage and handling characteristics of the Bayoxide media, the positive 

reputation and history of Severn Trent in the environmental services industry, and 

the ability to utilize other medias in the equipment provided. 

What is a design report, and how would it differ from a report in the nature of the 

Plan? 

The purpose of a master plan is to analyze the demands, water supply, and 

infrastructure of a water system and to develop a water service concept that 

addresses the various issues facing a water company. The master plan describes 

the infrastructure required to accomplish LQS’s goals and provides costs and 

general information regarding the required infrastructure, such as capacity and 

location. 

A design report supports the construction plans and provides detailed information 

for review agencies. This report is specific to those facilities that are planned for 

a certain phase of the recommended master plan improvements and provides 

much more detailed engineering design, including sufficient computations, 

figures, and specifications to describe the exact facilities to be constructed and the 

sizing and details of said facilities. 
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Has WestLand prepared a design report for LQS as a follow-up to the arsenic 

treatment program recommended in the Plan? 

Yes. An Arsenic Treatment Design Report was prepared by WestLand for LQS 

in September 2005. This report has been marked as Exhibit A-13 for 

identification. It was prepared under my supervision. 

Was a copy of that Arsenic Treatment Design Report provided to the Commission 

Staff at that time? 

Yes. LQS and WestLand agreed to do so at the technical meeting held with the 

Commission’s Staff in late June 2005, which is the meeting referenced in Answer 

No. 6 of Mike Wood’s prepared direct case testimony. 

Did the Arsenic Treatment Design Report alter in any meaningful way the 

conclusions WestLand had reached and the recommendations it had made in the 

Plan as to an appropriate arsenic removal methodology and the related capital 

improvements for the LQS water system? 

No. It confirmed those conclusions and recommendations. 

Is there anything else you wish to add to your direct case testimony at this time? 
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A. 15 Yes. The Commission’s Staff has submitted a number of technical data requests 

relating to the arsenic removal methodology that WestLand recommended and 

LQS adopted. WestLand assisted LQS in rcsponding to these data requests, and 

we hope that the responses have been helpful to the Commission’s Staff. 

Q. I6 Does that complete your direct case testimony? 

A. 16 Yes. 
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DIRECT TESTIMONY 
RONALD L. KOZOMAN 

DOCKET NOS. W-01583A-04-01789 W-Ol583A-05-0326 AND W-01583A-05-0340 

2.1 

i.1 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS? 

My name is Ronald L. Kozoman. My address is 1605 W. Mulberry Drive, Phoenix, 

Arizona 85015. 
1 

2.2 

~ . 2  

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am self employed and provide consulting services to utility companies. 
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Q-3 

A.3 

4.4 

A.4 

HAVE YOU PREPARED A RESUME OF YOUR PROFESSIONAL 

EDUCATIONAL AND WORK EXPERIENCE? 

Yes. A copy is attached as Appendix A to this testimony. 

WOULD YOU BRIEFLY SUMMARIZE YOUR UTILITY REGULATORY 

EXPERIENCE? 

Yes. I was employed by the Illinois Commerce Commission ("ICC") from 1977 to 1981 

in various accounting and management positions. While with the ICC, I testified as the 

ICC Staffs expert witness on cost of capital, rate base and operating income in rate cases 

involving Commonwealth Edison Company, Illinois Bell Telephone, and other major 

Illinois utility companies. 

I was first retained by the Arizona Corporation Commission ("Commission" or 

'IACCI') in 1981 as a consultant to prepare Commission Staffs cost of capital testimony 

for the Southwest Gas Corporation and Southern Union Gas Company rate cases. I later 

became Chief Rate Analyst for the Commission. As Chief Rate Analyst, I was 

responsible for supervising all of the Commission's rate analysts and utility auditors. 

While with the Commission, I testified on cost of capital concerning Sun City West 

Utilities, Continental Telephone Company of California, and Mountain Bell Telephone 

(now Qwest), among others. 

I have also testified as an independent consultant, on behalf of utility companies, 

utility consumers, and reguIatory agencies. I was an instructor in the areas of public 

utility accounting and general regulatory practices for the National Association of 

ReguIatory Utility Commissioners at its Annual Regulatory Studies Program, held at 

Michigan State University in East Lansing, Michigan. In years past, I taught Revenue 
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Q.5 

A.5 

4.6 

A.6 

Q-7 

A.7 

Requirements accounting, and Regulatory Accounting Methods, and Cost of Service, and 

rate design. 

ON WHOSE BEHALF ARE YOU TESTIFYING? 

I am testifying on behalf of Las Quintas Serenas Water Company ("the Company" or 

"LQS"). 

WHAT IS THE PURPOSE OF YOUR DIRECT CASE TESTIMONY? 

I am providing testimony and exhibits in support of the Arsenic Cost Recovery 

Mechanism ("ACRM") for which LQS has requested authorization by the Commission in 

Docket No. W-01583A-05-0340. If approved, the ACRM would be added to those rates 

and charges for water service provide by the company, which were previously approved 

by the Commission in Decision No. 67455, which was issued on January 4, 2005 in 

Docket No W-O1583A-04-0178. As indicated by LQS's policy witness, Mike Wood, the 

purpose of the proposed ACRM is to provide LQS with the means for recovering 

revenues which would enable it to service the long-term debt it is proposing to incur to 

finance certain arsenic-related capital improvements which have been recommended by 

its engineering consultant, WestLand Resources, Inc. That long-term debt is the subject 

of Docket No W-01583A-05-0326. 

HAVE YOU PREPARED EXHIBITS THAT SUPPORT THE ACRM? 

Yes. I have prepared Exhibit A-8, as marked for identification, which contains the results 

of Decision No.67455 and the ACRM revenues. Additionally I have prepared Exhibit A- 

9, which contains the proposed debt as to interest payments, principal payments and 

related income taxes on the principal payments. I have also prepared, as Exhibit A-IO, 

certain schedules which annualize the customer base and the gallons sold during the 2003 
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Q.8 

4.8 

Q.9 

A.9 

Q.10 

A.10 

test year, and show the impact based on average usage by customers. Finally, I have 

prepared, as Exhibit A- 1 1, various schedules showing the monthly ACRM charges, the 

arsenic treatment charges on a per 1,000 gallon basis, and, as Exhibit A-12, schedules 

showing the impact on customers’ bills. 

PLEASE EXPLAIN THE DATA CONTAINED IN EXHIBIT A-8. 

This exhibit starts with revenues and expenses as found in Decision No. 67455. To these 

results, I have added the debt payments and income taxes on the loan principal payments 

for the arsenic-related capital improvements, along with the anticipated annualized 

expense of operating the arsenic treatment facilities, and the amortization of the. loan 

origination fees. 

WHAT INCOME TAX RATE DID YOU USE TO COMPUTE THE INCOME 

TAXES BASED ON PRINCIPAL PAYMENTS? 

I used the income tax rate from the rate case, which included an effective income tax rate 

for State of Arizona tax of 6.9680% and a Federal Income tax rate of 13.954% after 

deducting the State of Arizona tax rate (15.00% prior to State of Arizona tax rate of 

6.9680%) or (15.00% x (1- 6.968%)). 

WHAT ARE THE TERMS OF THE LOAN YOU USED, AND WHAT DEBT DID 

YOU ASSUME? 

I used a ten year amortized loan with an assumed interest rate of 8.00%. I assumed a debt 

of $1,648,750. The origination fees are 3/4 of 1.00% plus $300. The total origination 

fees are $12,667. These 

assumptions are all based on the September 2, 2005 Loan Commitment Letter from 

Commerce Bank of Arizona to the Company. 

(0.75% x $1,648,750 = $12,366 + $300 = $12,667). 
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j.11 

i . 1 1  

2.12 

i.12 

2.13 

2.13 

2.14 

4.14 

HOW IS THE COMPANY PROPOSING TO SPREAD THE PROPOSED RATE 

INCREASES DUE TO THE LOAN? 

The proposed rate increases will be applied to the monthly minimums for water service. 

The origination fees will be amortized over a ten year period, and will also be recovered 

through the monthly minimum charged customers. 

HOW WILL THIS ADDITIONAL CHARGE BE SHOWN ON CUSTOMERS’ 

BILLS? 

The additional charge will be listed on the customer’s monthly statement as an arsenic 

treatment surcharge. 

HOW DID YOU COMPUTE THE MONTHLY ACRM CHARGE? 

I used the customers from the end of the test year. I converted all meters to equivalent 5/8 

inch meters. This is shown on Exhibit A-1 1, Page 2. 

WHAT ARE THE CURRENT MONTHLY MINIMUMS FOR THE COMPANY? 

The monthly charges at present rates are listed below: 

Meter Monthly 

518 x 314 $ 10.00 

314 22.50 

1 25.00 

1 112 55.00 

2 70.00 

Minimum 
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3 125.00 

4 225.00 

6 350.00 

Standpipe 10.10 

WHAT ARE THE PROPOSED ACRM CHARGES TO SERVICE THE DEBT, 

AND OVER WHAT CUSTOMER BASE ARE THE CHARGES SPREAD? 

I used the customers at the end of the test year, namely September 30, 2003. Thus, the 

customer base has been annualized to the year end number of custumers. The monthly 

charges for the ACRM charges by meter size are: 

Meter 
- Size 

518 x 314 

3 / 4  

1 

1 1/2 

2 

3 

4 

6 

Standpipe 

ACRM 
Charges 

$ 21.99 

32.98 

54.97 

109.95 

175.92 

351.83 

549.74 

1,099.48 

21.99 

Combining the cwrent monthly minimum and the ACRM charges results in the 

following total monthly charges: 

Meter Monthly ACRM Total Monthly 
Minimum Charpe Charge 
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518 x 314 

314 

1 

1 112 

2 

3 

4 

6 

Standpipe 

$ 10.00 

22.50 

25.00 

55.00 

70.00 

125.00 

225.00 

350.00 

10.10 

$ 21.99 

32.98 

54.97 

109.95 

175.92 

351.83 

549.74 

1,099.48 

21.99 

$ 31.99 

55.48 

79.97 

164.95 

245.92 

476.83 

774.74 

1,449.48 

32.09 

2.16 WHY DID YOU USE THE NUMBER OF CUSTOMERS AT SEPTEMBER 30, 

2003, AND NOT THE MOST RECENT NUMBER OF CUSTOMERS? 

There are a greater number of customers in 2005 than there were at September 30, 2003. 

However, if I were to use the most recent number of customers, I would also propose a 

number of adjustments to other accounts. 

y.16 

It is my understanding that the Commission has allowed the Company’s prior rate 

case to be re-opened only for the limited purpose of considering the proposed recovery of 

debt service and certain operating expenses associated with arsenic treatment. 

If I were to use the most recent number of customers, I would also request the 

property taxes on the higher revenue, as the revenue requested in the instant case will 

cause property taxes to increase substantially, even with the decrease in the assessment 
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Q.17 

4.17 

Q.18 

4.18 

Q.19 

A.19 

ratio. I would also request the increased costs associated with serving the increased 

number of customers, the power costs to serve the increased number of customers, and 

the cost of this proceeding, 

Thus, to avoid going beyond the scope of the re-opening, I used only test year 

customers. 

WHAT IS THE ESTIMATED ANNUAL OPERATING EXPENSE ASSOCIATED 

WITH ARSENIC TREATMENT? 

The estimated annual operating expense associated with arsenic treatment is $21,000 for 

the initial year. 

HOW ARE THE ESTIMATED OPERATING EXPENSES ASSOCIATED WITH 

ARSENIC TREATMENT PROPOSED TO BE RECOVERED? 

The operating expenses would be recovered on a per 1,000 gallons basis. The $2 1,000, 

when spread over the annualized gallons from the test year of approximately 145,477,000 

gallons, results in a charge per 1,000 gallons of $0.14435229, which would be added to 

each tier from Decision No. 67455. Exhibit A-10, Page 3 shows the computation of the 

annualized gallons. 

DID YOU ADJUST INCOME TAXES FOR THE RECOVERY OF THE $21,000? 

No, as the revenue requirement and income tax taxes are done on an incremental basis. 

Any additional expense does not affect the income tax from the prior case as long as the 

Commission allows the full expense to be recovered in revenues. 

If the Commission allows the expense as part of the revenue component, the 

Commission would allow $21,000, which does not change income taxes from the prior 
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2.20 

1.20 

2.21 

4.2 1 

rate case. $21,000 of revenues offset by $21,000 of expense results in no change in 

income taxes. 

The same holds true for the amortization of the loan origination fees. 

WHAT IS CONTAINED ON EXHIBIT A-12? 

Exhibit A- 12 shows the billing at both present and proposed rates based on various usage 

levels. The exhibit also shows the dollar increase and percentage increase at various 

usage levels by meter size. 

WHAT WOULD BE THE MONTHLY CHARGES IF THE COMPANY COULD 

SECURE A LOAN FROM THE WATER INFRASTRUCTURE FINANCING 

AUTHORITY OF ARIZONA (“WIFA”)? 

Assuming that the Company could secure a loan at 5.00% for a term of twenty years, the 

monthly treatment arsenic charge for a 5 / 8  x 3 /4-inch meter would be $1 1.77. The 

$1 1.77 does not include any reserve that may be required by WIFA. This compares to the 

bank loan charge of $21.99 per month, or about 1/2 the charge. 

The monthly ACRM under this assumed scenario is substantially lower due to the 

interest rate, and the longer repayment period for the loan with WIFA. 

The charges indicated below do not include any loan origination fees or debt 

reserves that WIFA may require. 

There would be no change in the commodity charges. 

The monthly ACRM charges would be: 

Meter Monthly ACRM Total Monthly 
Size Minimum Charge Charge 

518 x 3/4 $ 10.00 $ 11.65 $ 21.65 
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314 

1 

1 112 

2 

3 

22.50 

25.00 

55.00 

70.00 

25.00 

4 225.00 

6 350.00 

Standpipe 10.10 

17.48 

29.13 

58.26 

93.22 

186.44 

291.31 

582.62 

1 1.65 

39.98 

54.13 

113.26 

163.22 

331.44 

526.3 1 

922.62 

21.75. 

Q.22 IF THE COMPANY CAN QUALIFY FOR A WIFA LOAN, WILL IT USE THE 

LOAN FROM THE BANK AS A BRIDGE LOAN; AND, WILL THE COMPANY 

FILE WITH THE COMMISSION TO LOWER THE ACRM CHARGE? 

4.22 The answer is “Yes” to both of your questions. The Company would make an appropriate 

filing with the Commission to lower the ACRM charge to match the terms offered by 

WIFA. 

0.23 

4.23 Yes, it does. 

DOES THAT CONCLUDE YOUR DIRECT CASE TESTIMONY? 
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Q. 1 

A. 1 

Q. 2 

A. 2 

Q- 3 

A. 3 

Q- 4 

PREPARED DIRECT TESTIMONY OF 
KIMBERLY YAGLOWSKI 

ON BEHALF OF 
LAS QUINTAS SERENAS WATER COMPANY 

IN 
DOCKET NOS. W-01583A-04-0178, W-O1583A-05-0326 AND W-01583A-05-0340 

Please state your name and business address. 

My name is Kimberly Yaglowski, and my business address is 2285 West h a  Road, 

Tucson, Arizona, 85641. 

By whom are you employed, and in what capacity? 

I am employed by Commerce Bank of Arizona. I am a Vice President and Branch 

Manager. 

Please generally describe the responsibilities associated with your position(s). 

In addition to my duties as manager of the branch office, I am a commercial loan officer 

for the bank and have full lending responsibilities consistent with Commerce Bank of 

Arizona Loan Policy. 

In connection with your responsibilities relating to commercial loans, did you have 

occasion to meet earlier this year with representatives of Las Quintas Serenas Water 

Company (“LQS”) in connection with a possible loan arrangement by means of which 

LQS would obtain funds in order to finance the construction of certain capital 

improvements to its water system which would enable the company to comply with 

arsenic concentration regulations promulgated by the United States Environmental 

Protection Agency (“EPA”)? 
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A. 4 

Q.5 

A. 5 

4 . 6  

A. 6 

Yes. On August 11, 2005, Fred Dawson, Executive Vice President of the bank, and I 

met for approximately an hour with representatives of LQS to discuss a possible loan 

arrangement for that p q o s e .  The following people were in attendance on behalf of 

LQS: Mike Wood, a member of its Board of Directors; Steve Gay, General Manager of 

LQS; Kaycee Conger, Office Manager of LQS; Ron Kozoman, a utility rate design 

consultant for LQS; and you, as its attorney. 

Subsequent to that meeting, did the bank give further consideration to LQS’s request for 

a loan for that purpose; and, if so, what was the result? 

Yes. Mr. Dawson and I discussed the matter further and continued our review of LQS’s 

request. In connection with our review, we obtained additional financial information 

horn Ms. Conger at LQS and Mr. Kozoman. We ultimately submitted the results of our 

review to the bank’s Loan Committee, together with a recommendation that the request 

be approved and a letter of commitment sent to LQS. The Loan Committee accepted that 

recommendation, and on September 2, 2005 I wrote a letter of commitment to LQS 

outlining the terms of the loan arrangement the bank was prepared to extend. That letter 

of commitment was accepted by LQS in late September, 2005. Subsequently, during the 

latter part of October, 2005, the bank transmitted to LQS several loan documents that 

would be used to formalize the loan arrangement in the event the necessary approvals 

were obtained from the Commission. 

Is the September 2, 2005 letter from you to LQS, which has been marked for 

identification as Exhibit A-3, the loan commitment letter which you have just described? 

Yes. 
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4.7 

A.7 

Please describe the central features of the proposed loan arrangement between Commerce 

Bank of Arizona and LQS. 

The principal amount of the loan would be $1,650,000 and the interest rate would be 

fixed at 8%. The loan would be structured so as to provide a 180-day non-revolving line 

of credit, with monthly interest payments, during the period that the arsenic-related 

capital improvements were being constructed. Once construction had been completed, 

the loan would be fully amortized over a 10-year period with monthly principal and 

interest payments. Funding of the line of credit and the loan would be subject to, and 

conditioned upon, the Commission having approved the loan authorization request and 

the Arsenic Cost Recovery Mechanism (“ACRM”) proposal which are the subject of 

these proceedings. The commitment letter also provides for a 3/4 point loan fee and a 

$300 documentation fee at closing. 

As collateral, the bank would require a “blanket assignment” or senior security interest in 

LQS’s water system assets. In addition, the bank would be provided with a loss payable 

endorsement from an insurance company acceptable to the bank for property damage to 

or loss of the assets in which the bank had a security interest. 

As noted by Mr. Wood, in his direct case testimony, there would be no prepayment 

penalty in the event that LQS subsequently obtained a more favorable loan arrangement 

with the Water Infrastructure Financing Authority of Arizona (“WIFA”) or any other 

lender. In the event of a payoff, the bank’s security interest in the assets of LQS would 

be extinguished. 
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A.8 

Q.9 

A. 9 

Q.10 

A.10 

I would ask you now to examine the following documents, which have been marked as 

follows for identification: Exhibit A-4 [Corporate Resolution To Borrow/Grant 

Collateral]; Exhibit A-5 [Promissory Note]; Exhibit A-6 [Commercial Security 

Agreement]; and Exhibit A-7 [Business Loan Agreement]. Are these the loan documents 

that the bank sent to LQS in late October, 2005 that would be used to formalize the loan 

arrangement with LQS in the event that the Commission should approve the same? 

Yes. However, the “Loan Date” and the “Maturity Date” shown on each would be 

revised, as necessary, to reflect the passage of time between when these documents were 

prepared and when the Commission issued a final decision in these proceedings 

approving LQS’s financing authorization request and the proposed ACRM. 

Is the bank’s willingness to enter the loan arrangement with LQS expressly contingent 

upon the Commission’s approval of both that request and that proposal? 

Yes, it is. 

Please generally describe the nature and purpose of the documents which have been 

marked for identification as Exhibit Nos. A-4, A-5, A-6, and A-7. 

Exhibit A-4 Corporate Resolution: The individual officers/signers named on this 

document are authorized to represent company in matters pertaining to this loan. 

Specifically, they have company approval to sign loan documents, borrow funds, and 

encumber collateral. 

Exhibit A-5 Promissory Note: This is the borrowing instrument itself. It details the 

terms and conditions of the loan agreement including payment terms, interest rate, 

maturity date, etc. 
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Exhibit A-6 Security Agreement: This is the pledge agreement and it specifies the 

collateral for the loan and authorizes the lender to secure a proper security interest in the 

collateral. 

Exhibit A-7 Business Loan Agreement: This document lays out the borrower’s 

responsibilities over the life of the loan with regard to business operations, financial 

reporting obligations, and hture indebtedness, among other issues. Also, it provides 

certain warranties from the borrower as to the validity and veracity of information and 

documentation provided in the loan process. 

Q. 1 1 Is there anything else you wish to add to your direct case testimony at this time? 

A. 11 Only to say that I will try to answer any questions that the Commission, the 

Commission’s Staff or any other parties may desire to ask me. 

Q. 12 Does that complete your direct case testimony? 

A. 12 Yes, it does. 

D:Larry\LQS Direct Testimony of Kim Yaglowski Cln 3 Final.doc 
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PREPARED REBUTTAL CASE TESTIMONY 
OF 

MIKE WOOD 
ON BEHALF OF 

LAS QUINTAS SERENAS WATER CO. 
IN 

DOCKET NOS. W-01583A-04-0178, W-01583A-05-0326 AND W-01583A-05-0340 

Q. 1 Please state your name and business relationship with the Applicant in these consolidated 
proceedings. , 

A. 1 My name is Mike Wood, and I am a member of the Board of Directors and Vice 
President of Las Quintas Serenas Water Co. ("LQS"). I have served in each of those 
capacities since June 2003. 

Q. 2 Are you the same Mike Wood who previously filed direct case testimony in these 
consolidated proceedings as LQS's policy witness, and are you appearing in that same 
capacity in connection with this rebuttal testimony? 

A. 2 Yes, as to each part of your question. 

Q. 3 What are the purposes of your rebuttal testimony? 

A. 3 First, I want to acknowledge and address a difference of opinion which appears to have 
developed among the members of LQS's Board of Directors as to the arsenic treatment 
program that LQS should implement in order to (i) comply with the United States 
Environmental Protection Agency's ("EPA") arsenic concentration regulations and (ii) 
continue to provide adequate and reliable water service to the company's customers. 
Second, I want to note and discuss why the amount of the financing authorization 
requested by LQS in its amended application in Docket No. W-01583A-05-0326 will 
need to be increased if the Commission concludes that the arsenic treatment program 
proposed by LQS is appropriate for its water system. 

Q. 4 Please discuss the difference of opinion which appears to have developed among the 
members of the Board of Directors of LQS as it relates to these consolidated proceedings. 

A. 4 As I stated in my prepared direct testimony at pages 4-5, it was a priority for me to assure 
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“...that LQS would select and construct an arsenic removal 
methodology and facilities that would enable it to hlly comply 
with the EPA regulations, and, simultaneously, discharge its public 
service corporation obligation to provide adequate and reliable 
water service to its customers at reasonable rates.. .” 

while I considered various proposals for an arsenic treatment program for the company. I 
know that that also was (and is) the view of a second member of the company’s Board of 
Directors, namely, Rohn Householder. I had also understood that to be the view of John 
Gay, the third and remaining member, at the time the Board of Directors approved the 
Water System and Arsenic Master Plan (“Plan”) recommended by WestLand Resources, 
Inc. (“WestLand”) in March 2005, as well as at the time it authorized the filing of the 
financing authorization application with the Commission which led to the establishment 
of Docket No. W-0158312-05-0326. 

Subsequently, Mr. Gay parted ways with Mr. Householder and me as to how the 
company should proceed. In so doing, he appears to have been primarily motivated by 
three factors. The first factor is an understandable desire to not overspend in making 
those facilities additions necessary to enable the company to comply with the EPA’s 
arsenic concentration regdations. Mr. Householder and I share that view, provided that, 
in endeavoring to control costs, you do not jeopardize the ability of the company to 
discharge its ongoing public service obligation to provide adequate and reliable water 
service to its customers. The second factor appears to be a belief on the part of Mr. Gay 
that the company has adequate storage capacity at present to enable it to provide adequate 
and reliable service to its customers. In that regard, that assumption on his part serves as 
a major premise to the report that he asked Miller Brooks Environmental (“Miller 
Brooks”) to prepare. The third factor is an apparent assumption by Mr. Gay that LQS can 
implement an arsenic treatment program in-house, with little use of outside contractors. 

In his prepared rebuttal testimony, Mark Taylor of WestLand has discussed at length why 
the arsenic treatment approach reflected in the Miller Brooks report will not enable the 
company to attain the two corporate policy goals I have mentioned, whereas the arsenic 
treatment program that the LQS Board of Directors has adopted will allow those goals to 
be realized. In addition, Mr. Taylor has demonstrated why Mr. Gay’s premise as to 
adequate storage is not appropriate for a water system the size of LQS; and, he has 
included a copy of a letter fkom the Pima County Department of Environmental Quality 
which supports the position of the LQS Board of Directors and WestLand on this issue. 

Finally, it is the opinion of Mr. Householder and myself that LQS does not have the staff 
to undertake a major construction project in-house, which both the WestLand and Miller 
Brooks programs would be; nor does LQS have the staff needed or licensed to allow it to 
act as its own general contractor, overseeing the work of subcontractors. 
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Q. 5 

A. 5 

Q. 6 

A. 6 

[n describing the purposes of your rebuttal testimony, you indicated that the amount of 
fmancing authorization requested in Docket No. W-01583A-05-0326 will need to be 
increased in the event that the Commission approves the arsenic treatment program 
proposed by LQS. Why would that increase be necessary? 

There are two reasons. First, the costs of the equipment and construction necessary to 
implement our proposed program have increased since the original cost estimate prepared 
by WestLand in March 2005, or approximately one year ago. In his rebuttal testimony 
and Exhibit AR-3, Mark Taylor describes in some detail, and on a line item basis, where 
changes in the estimated costs have occurred. However, I would note, the allowance for 
Engineering and Contingencies has been reduced fiom 25% to 15% now that we are 
working with cost estimates provided by a general contractor who is qualified to 
implement the program. 

Second, LQS does not have the financial resources that would allow it to internally 
finance the difference between the original cost estimate of $1,648,750 and the current 
cost estimate of $1,889,168. As a consequence, those additional funds will have to be 
borrowed fiom an outside lender, whether that lender is Commerce Bank of Arizona 
andor the Arizona Water Infkastructure Financing Authority (“WIFA”). In that regard, 
we believe that it is imperative that the Commission decision in Docket No. W-O1583A- 
05-0326 authorize the company to borrow the approved amount fiom both Commerce 
Bank of Arizona and WIFA. It is essential that we have a “back up” alternative, which 
the Commerce Bank of Arizona’s loan commitment represents. The ACC Staffs 
financial witness, Daniel Zivan, appears to assume that a WIFA loan is a “given” if the 
Commission approves our financing request. We do not think it is appropriate to proceed 
on the basis of such an assumption, absent a prior commitment fiom WIFA. 

As a fmal comment, I wish to note that a timely decision by the Commission is crucial. 
WIFA has advised us that if the Commission issues a decision on our financing 
authorization request by June 1 2006, WIFA can have our loan application acted upon by 
its Board of Directors that same month. Otherwise, no action would occur until the 
WIFA Board of Directors next meeting in September 2006. Given that it will take many 
months to order and install the necessary equipment, and to complete the related 
construction work, every month is important. 

Is there anything else you wish to say as a part of your rebuttal testimony? 

Yes. First, I am pleased that the ACC Staffs engineering witness, Dorothy Hains, 
appears to be in general agreement with the basic design concept which WestLand 
developed for LQS’s arsenic treatment program. While she has recommended certain 
equipment disallowances and estimated cost reductions, which Mark Taylor addresses in 
his rebuttal testimony, she appears to be in general conceptual agreement with the 
approach LQS has adopted. 
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Q. 7 

A. 7 

Second, it is the hope of Mr. Householder and myself that, after reviewing the critique of 
the Miller Brooks report set forth in Mark Taylor's rebuttal testimony and exhibits, John 
Gay will come to a full realization of why Mr. Householder and I have continued to 
support the arsenic treatment program developed by WestLan4 and that, with such an 
understanding upon his part, we can put our differences on this matter behind us. 

Does that complete your rebuttal testimony? 

Yes, it does. 
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PREPARED REBUTTAL CASE TESTIMONY 
OF 

MARK TAYLOR 
ON BEHALF OF 

LAS QUINTAS SERENAS WATER CO. 
IN 

DOCKET NOS. W-01583A-04-0178, W-01583A-05-0326 AND W-01583A-05-0340 

Q. 1 

A. 1 

Q. 2 

A. 2 

Q. 3 

A. 3 

Q. 4 

Please state your name and business affiliations. 

My name is Mark Taylor. 
Arizona, and I am a Principal of WestLand Resources, Inc (WestLand). 

I am a registered Professional Engineer in the State of 

Are you the same Mark Taylor who has previously submitted direct case testimony upon 
the behalf of Las Quintas Serenas Water Co. (“LQS”) in the above-referenced 
consolidated proceedings? 

Yes. 
professional qualifications and experience. 

My previously filed prepared direct testimony includes a description of my 

What are the purposes of your rebuttal testimony? 

There are several purposes to my rebuttal testimony. First, I will discuss the nature of the 
review and analysis of the documentation filed by Intervenor John Gay that my firm and 
representatives of LQS have undertaken, and I will discuss the results of that review and 
analysis. Second, I will provide a summary description of those capital improvements 
WestLand believes are necessary in order to enable LQS (i) to fully comply with the 
arsenic concentration regulations promulgated by the United States Environmental 
Protection Agency (“EPA”), and (ii) to continue to provide adequate and reliable water 
service to its customers. As LQS’s policy witness, Mike Wood, stated in his prepared 
direct case testimony, these two goals provide the policy fiamework for the company’s 
applications and requests in these consolidated proceedings. Third, I will discuss certain 
adjustments that should be made to the October 12, 2005 Opinion of Probable 
Construction Cost (“OPCC”) prepared by WestLand, which appears to be the “starting 
point” for the analysis and direct case presentation filed by the Arizona Corporation 
Commission (“ACC”) staff. Fourth, I will discuss and critique the capital improvements 
cost disallowances and adjustments proposed by the ACC Staff. 

Please describe the review and analysis of the direct case documentation submitted by 
Intervenor John Gay that WestLand and the company conducted. 
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A. 4 

Q. 5 

A. 5 

Both myself and another professional engineer with our firm, Kara Festa, began by 
thoroughly reviewing the direct case documentation prepared by Intervenor John Gay. 
We are both thoroughly familiar with the history of this project, having been involved for 
the entire time (more than one year) that WestLand has been working with LQS on the 
master plan and arsenic design. Our history with this project is based on a number of 
meetings with the LQS Board of Directors, management and stae multiple field visits to 
review the operation of the water system; knowledge of the LQS system fiom review of 
existing water company records and previous engineering studies; and an understanding 
of how arsenic and other water system regulations relate to the LQS system 

WestLand used this historical knowledge of the water system, personnel, and 
requirements to evaluate the Miller Brooks Environmental (Miller Brooks) report and 
other documents submitted by Intervenor John Gay for completeness, technical 
correctness, accuracy of events, and relevance to the needs of the existing LQS water 
system We identified the major and minor issues and inconsistencies in the documents 
and then developed an approach to address the major items that are relevant to these 
proceedings in this rebuttal testimony. The main focus of our review was the Miller 
Brooks report and certain information about the adequacy of the existing water system 
that appeared to form the basis for John Gay’s position. As a part of our approach, we 
used the additional expertise of an Arizona-licensed contractor with experience in water 
system construction and arsenic plant projects, as well as familiarity with the bidding 
conditions in southern Arizona, to analyze the construction cost estimates in both 
WestLand’s and Miller Brooks’ reports. That contractor was Smyth Steel 
Manuhcturing, Inc. (“Smyth Steel”), which is based in Tucson, Arizona. 

Did your review and analysis disclose any incompleteness or deficiencies in the report 
prepared by Miller Brooks, which appears to be a major predicate for the position being 
taken by Mr. Gay as to the amount of financing which should be authorized for capital 
improvements for arsenic treatment? 

Yes. In that regard, I would like to provide some context. The Miller Brooks report does 
present a feasible concept for an arsenic treatment approach that addresses only the issue 
of arsenic concentration in the wells. Although there are a few equipment items that we 
feel would be required to complete the arsenic system proposed in that report, such as 
flow control for the proposed bypass, chlorination, sand separation, and backup power 
supply, there are no major engineering deficiencies in the concept, given its limited 
scope. 

However, there are two fbndamental issues with the approach that was requested by Mr. 
Gay, as reflected in the Miller Brooks report. Information in the report indicates that its 
development was based upon an instruction fiom Mr. Gay to look solely at the design of 
individual arsenic treatment for the three wells, without consideration of the water system 
as a whole, and also to assume that all of the work would be either self-performed by 
LQS or subcontracted to local contractors. 
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With respect to the first point, Miller Brooks was asked to (i) perform site visits to 
confirm the information provided or identify site-specific construction factors that may 
not be evident in the photographs provided, (ii) determine if other solutions would better 
fit the overall LQS system, (iii) analyze the existing water system for deficiencies, (iv) 
identify water system issues that would be intensified by the implementation of the plan, 
or (v) determine the effect of the proposed improvements on the existing system 
operation. The Miller Brooks report, by the limited nature of what was requested of that 
company, did not address system factors such as (a) storage requirements, (b) additional 
pressure on the wellheads due to losses through the arsenic treatment, (c) subsequent 
reduction of well capacity due to the additional pressure, or (d) undersized pipelines and 
excessive pressures in the water system. 

Second, as set forth in the respective direct case filings of LQS and John Gay, the cost 
estimates do not allow a direct "apples-to-apples" comparison of the cost estimates for 
the two arsenic systems, due to different assumptions. The assumptions made in 
WestLand's cost estimate, and discussed with the LQS Board of Directors, were that 
LQS will publicly bid the plans for the Well Nos. 6 and 7 combined arsenic treatment 
system and will award the construction to the lowest qualified bidder to construct the 
project in its entirety. This was due to the complexity of the Severn Trent arsenic 
treatment system, which will require a significant construction effort to assemble. 
WestLand assumed that the small packaged system for the Well No. 5 site would be 
installed by LQS. The construction at this site will be less difficult due to the pre- 
packaged skid-mounted treatment plant that is planned. Per the direction of John Gay, 
Miller Brooks provided cost estimates assuming that LQS would act as a general 
contractor and perform most of the installation at all three sites, although the treatment 
systems at Well Nos. 6 and 7 would be the same type of site-assembled Severn Trent 
treatment systems as planned for the combined site in WestLand's report. 

WestLand's review of the cost estimates indicates that the Miller Brooks cost estimates 
do not reflect current costs for the construction of the arsenic treatment system by a 
general contractor with the appropriate State of Arizona Class A-General Engineering 
contractor license, as well as several other cost items. The issues identified with respect 
to the cost estimates in the Miller Brooks report are as follows: (i) appropriate markup 
and labor costs for a general contractor to install the facilities; (ii) costs for equipment 
and operation of equipment required for installation of the facilities, such as cranes; (iii) 
shipping costs €or delivery of the arsenic treatment plant equipment Eom Pittsburgh, 
Pennsylvania; (iv) appropriate unit costs for short lengths of piping and installation in a 
retrofit situation where hand-digging may be required; (v) chlorination equipment; and 
(vi) sand separation equipment. 

Q. 6 Did you develop the full cost for the design concept presented in the Miller Brook report, 
if adjusted to take the deficiencies and omissions you have described into account? 
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A. 6 

Q* 7 

A. 7 

Q- 8 

A. 8 

Yes. 

Pleas- describ b w that wa accomplished. 

The approach we used to arrive at a basis for comparison of the cost estimates was to 
adjust the costs provided by Miller Brooks, as necessary, to obtain a cost estimate that 
would reflect construction of the Severn Trent arsenic treatment systems for Well Nos. 6 
and 7 by a licensed general contractor and to address the other items not currently 
provided for in the Miller Brooks report. The primary goal of the cost analysis was to 
utilize (i) the expertise of a local contractor with knowledge of current, local bidding 
conditions; (ii) experience with construction of water plant sites; and (iii) the same set of 
construction criteria, in order to develop an "apples-to-apples" construction cost 
comparison between the two design concepts. 

To this end, WestLand contacted Smyth Steel to provide a full cost estimate for the 
Miller Brooks concept using the detailed cost estimates provided in that report as a 
starting point. At the same time, Smyth Steel also provided a cost estimate based on the 
WestLand design concept, plans, and specifications for the arsenic treatment system 
Smyth Steel holds a Class A-General Engineering license issued by the State of Arizona 
Registrar of Contractors. They are involved in the construction of numerous water plant 
sites each year, including wells, reservoirs, booster stations, and pipelines, and Smyth is 
currently involved in the construction of several arsenic treatment systems. Smyth Steel 
is familiar with local bidding conditions, equipment availability and lead-times, and the 
issues associated with the type of construction contemplated on this project. As such, 
WestLand and LQS felt that Smyth Steel's input would be valuable in providing accurate, 
complete, and comparable cost estimates. 

Please describe the completed cost picture you developed for the arsenic treatment 
approach reflected in the Miller Brooks report. 

In order to obtain comparative cost figures for the two arsenic treatment options, Smyth 
Steel was asked to provide a construction cost estimate for the Miller Brooks concept 
design based upon the assumption that the Severn Trent arsenic treatment systems for 
Well Nos. 6 and 7 would be constructed by a general contractor, while the packaged plant 
for the Well No. 5 site would be installed by LQS. Smyth Steel was asked to provide a 
construction cost estimate for Well Nos. 6 and 7 representative of a typical contractor's 
bid under current conditions to complete the facilities as intended by the conceptual 
design. The cost for Well No. 5 was based on Miller Brooks' cost estimate, updated to 
reflect the omitted items. 

We asked Smyth Steel to provide the cost estimates in the same format as was previously 
provided in the Miller Brooks report. Even though the format for the cost estimates in 
the Miller Brooks report included different line items than the WestLand cost estimates, 
we believed it was important for the integrity of the comparison to the original report to 
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maintain a similar format. The cost estimate provided by Miller Brooks was divided 
separately for each well and had four separate item descriptions for each well. Smyth 
Steel used these four categories and added two additional categories not originally 
proposed by Miller Books. These two categories were a sand separator and a 
chlorination unit, which were equally added to both Miller Brooks and WestLand’s 
design concepts. In addition, fieight, contractor’s mark-up, and installation costs were 
also added to the Miller Brooks costs for Well Nos. 6 and 7. 

The resulting total construction cost, excluding engineering and contingencies, for the 
Miller Brooks proposal was $1,055,913. We added a 15 percent engineering and 
contingencies cost of $158,387, for a total cost of $1,214,300. Exhibit AR-1 provides a 
breakdown of the Smyth Steel cost construction estimate for the Miller Brooks proposal. 

Miller Brooks Design 

Smyth Steel Cost Estimate $1,055,913 
15% Engineering and Contingencies 158,387 

$1,214,300 

Q. 9 Would the arsenic treatment system reflected in the Miller Brooks report, if klly and 
properly implemented, enable the company to achieve its two policy goals of (i) 
complying with the EPA’s arsenic concentration regulations and (ii) continuing to 
provide adequate and reliable water service to its customers? 

A. 9 No. 

Q. 10 Why not? 

A. 10 The treatment system reflected in the Miller Brooks report does not achieve both goals. 
While the Miller Brooks approach would result in water that complies with EPA arsenic 
requirements, it does not address other water system factors that are critical to the 
incorporation of arsenic treatment on the LQS water system. When WestLand was 
originally retained by the LQS Board of Directors to provide a plan to address arsenic, 
the Board’s direction was that we review this issue within the broader context of the 
overall needs of the water system. 

Using this approach, WestLand developed the LQS Water System and Arsenic Master 
Plan (“Plan”) in March 2005. This Plan addresses not only arsenic, but a number of other 
issues that must be addressed in the implementation of an arsenic treatment program. 
Addressing these other issues will avoid weakening the water system due to the addition 
of the arsenic treatment system and will assist LQS in to achieving the two policy goals 
previously mentioned. 
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Q. 11 

A. 11 

Please explain the approach to the Plan, the issues that WestLand identified through the 
development of the Plan, and how those issues relate to the addition of the arsenic 
treatment system to the LQS water system. 

When WestLand developed the Plan, in addition to developing alternatives for arsenic 
reduction in each of the three wells, we also identified additional factors that are integral 
to system reliability and operation and could be affected by the methodology selected for 
arsenic treatment. These factors are (a) adequate storage volume, (b) excessive operating 
pressures in the water system due to small pipeline sizes, and (c) the effect of increased 
pressure losses through the arsenic treatment system on wellhead pressure and well 
capacity. 

It is important to discuss in detail the subject of providing reliable and adequate storage 
for system operation during both peaking demands and emergency situations. The typical 
engineering requirement for providing storage to a water system is to provide above- 
ground storage in the amount of average daily demand for the peak month, plus fire flow 
requirements, accounting for any additional operational band or unusable storage. This is 
a standard requirement used by both large and small water systems throughout southern 
Arizona, Many water systems increase their goal for storage capacity to as much as two 
times average daily demand, and some use approximately one time average daily demand 
plus fire flow volume. The recommended volume of above-ground storage has multiple 
uses. The primary use is to provide an adequate volume of water that is available during 
periods of peak demand, especially during summer months. This water needs to be 
available during the instantaneous and peak hour demands throughout the year or when 
operational issues or maintenance occurs on existing wells. 

In the existing Arizona Administrative Code (R-18-5-503), as referenced in Mr. Gay’s 
presentation, there is a calculation that can be used to reduce calculated storage capacity 
requirements by accounting for available well capacity. This “exception” allows the 
typical storage requirement of a water system to be reduced by treating well production 
capacity as “storage,” minus the capacity of the largest well. In the case of LQS, this 
results in a calculated storage requirement of negative (-) 512,000 gallons. Because of 
the exception, technically LQS can state that it is in compliance with State law, although 
the reality is that the available storage is considerably less than what would be considered 
operationally adequate or consistent with industry standards. The LQS system includes a 
total of only 90,000 gallons of storage, and the water system has a calculated average 
daily demand of approximately 450,000 gallons, and average day of peak month demand 
of approximately 712,000 gallons. Thus, in reality, its current storage is clearly deficient. 

WestLand has discussed the issue of this reservoir capacity calculation with staff at our 
local regulatory agency, Pima County Department of Environmental Quality (PDEQ), 
numerous times in the past when preparing master plans for various water companies. 
Staff at PDEQ has always maintained that a minimum of average daily demand of the 
water system, plus fire flow, should be maintained to provide safe and reliable storage, 
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and they do not recommend use of the aforementioned exception calculation. Based 
upon these conversations with PDEQ, WestLand continues to recommend storage equal 
to a minimum of average daily demand for all water systems. This is a position that 
consistently has been both supported and encouraged by PDEQ and reiterated in recent 
telephone conversations and meetings with PDEQ. It is also detailed in the February 16, 
2006 letter from Mr. Mike Redmond, Senior Civil Engineering Assistant at PDEQ, to Mr. 
Steve Gay, General Manager of LQS. A copy of this letter is attached as Exhibit AR-2. 

The other issues identified in the development of the Plan, while less conspicuous than 
the lack of storage capacity, are no less significant to the proper operation of the water 
system. The existing system consists of a number of small water mains that are not 
adequate to convey large volumes of water. When water in excess of immediate demand 
is pumped into the water system, as would likely occur with any arsenic treatment 
system, this can result in high operating pressures and therefore increased operating and 
maintenance costs. Depending upon the demand within the water system, the LQS 
system experiences pressure fluctuations around 25 psi, and sometimes greater than 30 
psi when the wells are operating, due to the pipeline sizes and the output volume of the 
wells delivering directly into the system. System pressures reach as high as 1 10 psi in the 
lowest elevations in the water system. This is not an ideal operating situation for the 
water system pipelines or the wells that are currently delivering directly into the water 
system. 

Other issues identified during the development of the Plan were the increased pressure 
that would be developed on the wellhead, especially at Well Nos. 6 and 7, due to the head 
losses anticipated through the operation of the arsenic treatment units and appurtenances, 
and the subsequent reduced capacity of wells. In addition, the higher the pressure on the 
wellheads, the more wear and less operating life that can be expected for the pumps and 
other equipment. 

Q. 12 Does the arsenic treatment system designed by WestLand Resources, and approved by 
the company's Board of Directors attain both of the company's policy goals, namely, (i) 
compliance with the EPA's arsenic concentration regulations and (ii) continuous 
provision of adequate and reliable water service to customers? 

A. 12 Yes. 

Q. 13 Please briefly explain how the plan proposed will achieve each of those goals. 

Q. 13 As previously mentioned, WestLand's direction fiom the LQS Board of Directors was to 
provide the best solution for arsenic treatment in coordination with the needs of the 
overall water system. Within this fiamework, WestLand developed a concept for a 
combined arsenic treatment system for Well Nos. 6 and 7 that includes storage, a booster 
station, and a backup generator. Well No. 5 was proposed to be kept separate and to 

- 7 -  



1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0  

11 

12 u o  
i % -  

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

deliver directly into the water system, as this well site does not have pressures as high as 
the other two sites. 

As designed, the Plan calls for a 400,000-gallon reservoir and 1,000 gpm booster station 
with a backup generator at the Well No. 6 site. We believe that this is the best 
engineering solution for LQS because it addresses many of the issues identified during 
the master planning within the context of providing arsenic treatment. The reservoir 
serves the dual purpose of providing reliable and adequate storage for system operation, 
as well as serving as a fmished water holding tank for the combined arsenic treatment 
product fiom Well Nos. 6 and 7. 

The proposed system will allow the pump station to deliver potable water into the system 
at a rate commensurate with what is being used by the system. This will allow water 
deliveries to correspond better with water system demands and will reduce system 
operating pressures, thereby resulting in less electricity required to provide water to the 
system. 

Because the Plan includes re-equipping the wells and delivering at low pressure through 
the arsenic treatment plant and into the finished water storage, it also addresses the issue 
of excessive pressures on the existing Well Nos. 6 and 7. This methodology will reduce 
the pressures on the existing well system fiom current pressures that range fiom 80 to 
1 10 psi down to a range of 20 to 30 psi, resulting in improved operation and maintenance 
of the wells due to lower pressure on the wellheads. As a result, the wells would 
maintain current production capacity and could even be increased in capacity without 
increasing motor horsepower or electrical service and controls for the sites. 

The backup generator will provide a method of accessing the treated water during a 
power outage. This backup supply is important to the provision of adequate service by 
LQS, since the usable capacity in the 90,000 gallons of existing storage would provide 
less than two hours of water supply to the system if there were an outage during peak 
hour demand and the tanks were full. A more likely scenario, with the tanks only 
partially full, would likely result in one hour or less before the system was out of water. 

In summary, for all of the reasons discussed above, WestLand and LQS believe that the 
Plan developed by WestLand will enable the company to attain the previously stated two 
policy goals, whereas the design approach reflected in the Miller Brooks report would 
not. 

Q. 14 The company's applications were based upon the OPCC that was prepared by WestLand 
in the Spring of 2005. Was that OPCC subsequently revised by WestLand in order to 
reflect more recent costs, and was a copy of that OPCC provided to the ACC Staff! 
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A. 14 

Q. 15 

A. 15 

Q. 16 

A. 16 

Q. 17 

A. 17 

Yes. The OPCC was updated in October 2005 for the reasons you suggest; and a copy of 
the same was provided to ACC staff as a part of LQS’s response to ACC staffs Fourth 
Set of Data Requests. 

Does it appear that the ACC Staff used the October 2005 OPCC as the ‘‘starting point” 
for its critique of the company’s proposed capital improvements program, and its 
testimony on the proposed financing authorizations? 

Yes. 

Assuming that to be what has occurred, are there certain adjustments that should be made 
to the October 2005 OPCC in order to conform it to what the company is actually 
proposing through its applications and testimony and exhibits as of this point in time? 

Yes. 

Please describe the nature of those adjustments, and quanti@ the cost effect of the same 
on the October 2005 OPCC. 

As previously mentioned, we requested that Smyth Steel provide a contractor’s cost 
estimate for the WestLand arsenic treatment program. Our primary goal in having a 
licensed general contractor review our plans and provide a construction cost estimate 
based upon local conditions, current equipment and labor prices, and experience with the 
local construction industry, was to provide the most accurate construction cost estimate 
for the proposed project for use in connection with the financing authorization request. 
We believe that the resulting construction cost estimate is the most accurate we are able 
to obtain without proceeding with an actual bidding process with multiple contractors. 

WestLand’s October 12, 2005 OPCC included 16 separate item descriptions. Smyth 
Steel evaluated our design concept, prepared a detailed cost estimate, and broke out three 
additional line items which were previously incorporated into other line items. These 
items are electrical equipment, a new air compressor, and disinfection and testing. Smyth 
Steel’s construction cost estimate for the Plan shown in WestLand’s September 2005 
Arsenic Treatment Design Report is $1,722,755, and this information is detailed in 
Exhibit AR-3. A copy of the September 2005 design report was attached to my 
previously filed direct testimony as Exhibit A- 13. 

The $1,722,755 cost estimate includes the 400,000-gallon reservoir recommended in the 
master plan. However, only 250,000 gallons of storage is included as a part of the 
company’s proposed arsenic capital improvements program and the financing 
authorization request. Therefore, we must adjust the cost estimate to include only 
250,000 gallons of storage. Smyth Steel provided information that a cost reduction of 
$80,000 could be anticipated to reduce the reservoir cost fiom 400,000-gallons to 
250,000-gallons, as shown in Exhibit AR-4. This will result in a subtotal of $1,642,755. 
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Q. 18 

A. 18 

Q. 19 

A. 19 

Q. 20 

A. 20 

Following the adjustment for reservoir size, we then added 15 percent engineering and 
contingencies of $246,413 for a total cost of $1,889,168. The engineering and 
contingency percentage was reduced from the original 25 percent estimate to 15 percent 
based upon what we believe is the m r e  accurate construction cost estimate by a licensed 
contractor. 

WestLand Design 

Smyth Steel Cost Estimate $1,722,755 

$1,642,755 
246.4 13 

$1,889,168 

Subtract (1 50,OO gallon oversize) -80.000 

15% Engineering and Contingencies 

The final cost estimate is approximately $59,000 less than the October 12, 2005 cost 
estimate, after adjusting for the 250,000-gallon reservoir and reducing the Engineering 
and Contingencies allowance fiom 25% to 15%. The differential cost between the Miller 
Brooks arsenic project cost estimate and the WestLand arsenic project cost estimate is 
approximately $675,000; however, as I have previously discussed, the Miller Brooks 
approach does not achieve LQS's policy goals. 

Have you reviewed and analyzed the prepared testimony and exhibits filed by Dorothy 
Hains as a part of the ACC Staffs direct case? 

Yes. 

Do you agree with the cost disallowances and estimated cost reductions with regard to the 
company's capital improvements program that she has proposed? 

No. 

Please describe each of the cost disallowances and estimated cost reductions she has 
recommended, and discuss why the company and WestLand disagree as to each. 

The January 25, 2006 direct testimony of Ms. Dorothy Hains included adjustments via 
exclusion or cost adjustment of several items in WestLand's October 12, 2005 OPCC. 
First, three items were excluded fiom the arsenic treatment project, namely, Item No. 5) 
400,000-gallon reservoir; Item No. 11) emergency backup generator; and Item No. 14) 
hypochlorite chlorination units. 

As I explained in detail previously, the 400,000-gallon reservoir is crucial to maintaining 
a water system that has adequate storage for operational uses and providing a forebay to 
balance the differential flows between the wells and the booster station. We have 
previously agreed with ACC Staff that not all of the 400,000 gallons of storage 
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recommended in the Plan is solely for arsenic treatment. The minimum storage capacity 
that we feel is required for the proper operation of this arsenic treatment system, without 
excessive cycling and stress on the wells, is 250,000 gallons. This minimum 250,000 
gallons of storage is integral to the project as designed and is necessary for the operation 
of this arsenic treatment system. Also, this reservoir cannot be eliminated and still 
maintain the overall benefits to this system previously described in terms of providing 
adequate and reliable water service. 

The second item eliminated in Ms. Hain's direct testimony is the emergency backup 
generator. As mentioned previously, the emergency backup generator is an important 
part of the overall system and is essential to the LQS goal of providing adequate and 
reliable water service in order to maintain the health, safety, and reliability of the public 
water system It is imperative that water service be maintained to the public when 
commercial power service fiom Trico Electric Cooperative is interrupted. The system as 
a whole, in order to operate as intended even during relatively brief periods of 
commercial power interruptions, requires an emergency backup generator. 

The last item recommended for exclusion was the hypochlorite chlorination units. These 
units have several benefits, including maintaining the health and safety of the community. 
However, the disinfection of the water also performs an important function for the arsenic 
treatment plant as discussed in the February 8, 2006 letter fiom Severn Trent to 
WestLand, a copy of which is attached as Exhibit AR-5. This letter discusses the role of 
chlorination prior to arsenic treatment as a means of oxidizing the arsenic compounds 
fiom As (111) to As (V), which is the form of arsenic most readily adsorbed in the 
adsorption process. For this reason, we believe the chlorination units are a necessary part 
of the arsenic treatment system. 

In terms of the cost reductions recommended by Ms. Hains, her direct testimony included 
costs reductions on four items: Item No. 4) 12-inch water main; Item No. 8) Well No. 6 
backwash tank; Item No. 10) Well No. 5 backwash tank; and Item No. 16) 3,000-gallon 
hydropneumatic tank. 

ACC staff suggested that an appropriate cost for 12-inch water main was $36.70 per foot 
rather than $65.00 per lineal foot. We believe this cost is inadequate for this project due 
to the large increases in construction cost and pipe materials over the last year, the design 
requirement to include approximately 110 lineal feet of pipeline boring under 
jurisdictional washes, and a newly paved road, and approximately 1,600 square yards of 
chip seal pavement replacement. The Smyth Steel construction cost estimate for these 
items is approximately $79.65 per lineal foot. 

ACC staff recommended a reduction in backwash tank prices fiom WestLand's $25,000 
to $13,400 for Well No. 6 and $4,000 to $3,600 for Well No. 5. These two items were 
priced by Smyth Steel, and both items include the equipment cost, the cost of delivery, 
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fittings, and installation. The Smyth Steel cost estimate supported WestLand’s cost 
estimate of October 12,2005. 

The last recommended reduction was reducing the cost of the 3,000-gallon 
hydropneumatic tank h om $18,000, to $12,000. Based upon the current cost of steel and 
an ASME-rated tank, including all connections, controls, and installation, Smyth Steel’s 
cost estimate for the 3,000-gallon hydropneumatic tank is $20,000. 

Based upon the project-specific factors described, current construction costs, local 
construction conditions, and the experience of Smyth Steel, we believe the construction 
cost estimate provided in Exhibit AR-3 is the most accurate current cost for the project. 

Please summarize again why you believe that the arsenic treatment program developed 
by WestLand Resources and adopted by the company’s Board of Directors will enable 
Las Quintas Serenas Water Co. to (i) comply with the EPA’s arsenic concentration 
regulations, and (ii) continue to provide adequate and reliable water service to customers. 

Over a year ago, the LQS Board of Directors retained WestLand to evaluate the LQS 
water system for its ability to provide water to its customers with the two corporate 
policy goals of (i) complying with the EPA’s arsenic concentration regulations, and (ii) 
continuing to provide adequate and reliable water service to its customers. We prepared 
the analysis and our recommendations based on accepted engineering practices and 
current industry standards. Our analysis included water quality concern, (in this case, 
arsenic) and a review of the system’s ability to provide adequate service while 
maintaining appropriate operational pressures and well capacities. 

The ultimate objective of the LQS Board of Directors was to provide the best overall 
service to its customers in the most economical fashion. As a professional engineer, my 
personal goal, and the goal of our firm, is to provide a recommendation to the water 
company that will address all the issues facing that company and offer the best and most 
economical improvements addressing long-term health and safety, operational cost, and 
system reliability for LQS customers. In this instance, achieving this goal requires that 
our recommendation include (a) storage for peaking demands, (b) a booster station, and 
(c) an emergency generator. This program will deliver water at rates to match customer 
demand and (i) reduce long-term operation energy cost, (ii) reduce pressures upon old 
pipelines, (iii) reduce pressures on well heads to maintain or increase well capacity and 
(iv) reduce long-term operation maintenance, as well as provide an adequate and efficient 
arsenic treatment system. 

We f m l y  believe that the system detailed in our Plan and in this and previous testimony 
provides all of these features and provides the greatest benefits to the customers of LQS. 
We do not believe that building a system that performs only one of these functions and 
later has to be retrofitted to address other issues, or creates other water system issues that 
cannot easily be addressed, is in the best interest of the water system customers. 
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Q. 22 Does that complete your rebuttal testimony? 

A.22 Yes 
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Miller Brooks Arsenic Program 
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EQUIPMENT 
SITE WORK I CONCRETE 
PIPING . .. -._- 
ELECTRICAL 
SAND SEPERATOR 
CLORINATOR 
SUB TOTALS 

MARK UP 10% 
FREIGHT 
INSTALLATION 

TOTALS 

Taxes 

TAXES 
BONDS 

Sahuarita 5.59% 

U<CLUD€S P€RMKS 

Well # 5 per Miller Bmoks Esthata. 

SMYTH STEEL PbGE 83/03 

I 1 1 

30,901 $ 38,288 

$ 154,071 I $ 377.41t 1 S 4iu1,671 

TOTAL $ 990,153 

$ 55.350.00 

TOTAL 
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February 16,2006 

Mr. Steve Gay, OperationtManager 
LAS QUINTAS WATER COMPANY 
P.O. Box 68 
Sah&ta, AriuMa 85629 

Re: WATER SYSTEM STORAGE REQUWEMENTS 

Dear Steve: 

This is in response to your request to clanfy the d e s  and regulations perkhhg to water system storage 
requirements for public water systems. 

Pima County Department of Environmental Quality’s policy is to approve plans and designs, which 
adhere to the minimum standards and guidelines found in Arizona Administrative Code, Title 18, Chapter 
5 and ADEQ’s Engineering Bulletin #lo. Neither of these codes and bulletins have been significantly 
revised in the past 14 years, while historical documentation and examples on what works and what 
doesn’t continues to grow showing a need for these codes and bulletins to be significantly revised. 

The rest of this letter is a personal recommendation, which is based on 13 years of experience working for 
Pima County Department of Environmental Quality, and with over 200 Public Water Systems within 
Pima County. 

Per the Arizona Revised Statues R18-5-503 Storage Requirements, ...‘ ‘the minimum storage capacity 
shall be equal to the average daily demand during the peak month of the year.” This is the minimum 
storage capacity typically required for public water systems in order to provide adequate above ground 
storage. This storage is required to provide peak capacity during the peak hour demands through the 
summer months, and also emergency storage when a large well is out of service. In addition to this 
minimum storage capacity requirement, all iire flow requirements needs to be in addition to this volume. 
The A~~ZOM Administra tive Code also includes a caveat that states the following; “The minimum storage 
capacity for a multiple well system may be reduced by the amount of the totd daily demand minus the 
production from the largest producing well.” While this option may allow the water company to reduce 
the minimum storage capacity required for water systems, trpically using this equation produces a 
negative net requirement of storage capacity and fiom my personal experience this only works with very 
small water system with populations under a few hundred. While it is the option of the water company to 
choose this methodology for determining storage, it is my strong recommendation that the minimum 
storage capacity for a water system be equal to or greater than the average daily demands during the peak 
month of the year for aII water systems. This vohme of above-ground storage provides adequate capacity 
to serve a water system during peak hour demands, throughout the peak demands of the summer months, 
and also provides emergency storage for well outages. I believe this will better provide a water system 
with greater reliability, public safety, and provide the greatest level of service to the customers. 

Sincerely, 

Mike Redmond, R.S. 
Sr. Civil Engineering Assistant 

cc: Mike Wood, Director, L Q S  Board Director 
Rohn Hourseholder, LQS Board Director 
John S. Gay, Director, LQS Board Director 
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8 February 2006 

Mr. Jeff A. Lowy 
Westland Resources 
2343 E. Broadway Boulevard, Suite 202 
Tucson, AZ 8571 9 

Subject: Prechlorination for Las Quintas Water Co SORB 3 S A s  Removal System 

Dear Mr. Low: 
We understand that Westland Resources has pmposed chlorination treatment upstream of both of Sevem 
Trent services' SORB 334314s Removal Systemsforthe purpose of muring that allofthe water'sarsenic is 
oxid~ed tothe As(V) state. The water analysis provided to Hennesy Mechanical Sales and to STS date 

As(lll) and its concentration relative to total As is unknown for each of the 3 wells. 

prechlorinatim of water for SORB -As  treatment can only be knew to the process. Mhough the 
Bayoxide@ E33 GFO mediacan remove As in its reduced +3 stafe, the adso@bn process is most efficient 

Please feel free to contact me at the numbers below on my cell phone at (813) 601-7966 or mail at 
rdennis(di3sevemtrentseNices.com if you have any questions on this subject. 

March 31,2004 did notrepott~p~~~t~d~gtli) butoniythe total As assay. Them,the presence of 

whentreaf ingwaterWi#OWAS(U).  

Very Truly Yours, 

TL48 chard S. Dennis a_sL7wy 
Separation Products Manager 

Enclosures 

cc: Mr. Steven C. Wood - STS 
Mr. Jeff Pals - Hennesy 

Sevem Trent Senrkes Ste. 102,5415 W. Sligh Avenue Tampa, FL 15275 Tel 813 886 9331 9 800 364 3931 
Fax 813 086 0651 8 nwwsewnirenisen&s.com 

http://rdennis(di3sevemtrentseNices.com
http://nwwsewnirenisen&s.com
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PREPARED REBUTTAL CASE TESTIMONY 
OF 

RONALD L. KOZOMAN, CPA 
ON BEHALF OF 

LAS QUINTAS SERENAS WATER CO. 
IN 

DOCKET NOS. W-01583A-04-0178, W-01583A-05-0326 AND W-01583A-05-0340 

Q. 1 

A. 1 

Q. 2 

A. 2 

Q- 3 

A. 3 

Q. 4 

A. 4 

Please state your name and professional status. 

My name is Ronald L. Kozoman. 
concentration in public utility accounting and regulation. 

I am a Certified Public Accountant, with a 

Are you the same Ronald L. Kozoman who previously submitted direct case testimony on 
behalf of Las Quintas Serenas Water Co. (“LQS) in these consolidated proceedings? 

Yes. 

Before beginning with your rebuttal testimony, is there a matter you would like to clarify 
with regard to your previously filed prepared direct testimony? 

Yes, I used a gross-up factor based on the test year income tax rate that was used. 
However, Staff is using an income tax gross up tax factor using the actual income tax 
rates which would be incurred depending on how much principal on the proposed loan is 
repaid. I was under the impression that the income tax conversion could not be changed 
for purposes of these consolidated proceedings. Therefore, I used 26.459% on the loan. 

This was the tax rate used in the last rate case. Thus, the income tax factor needs to be 
changed. Instead of a uniform tax rate of 26.459%, the income tax gross-up varies based 
on whether the principal repaid (which would be taxable income to the utility) causes the 
Company to end up in the higher federal tax brackets. The tax factors are shown on 
Exhibit AR-6 

Have you reviewed the prefiled testimony and exhibits of the Arizona Corporation 
Commission Staff (“Staff”) in these consolidated proceedings? 

Yes. 



Q. 5 

A. 5 

Are there matters contained in the Staff testimony and exhibits that you wish to address 
in this rebuttal testimony? 

Yes. I would like to discuss several inaccuracies or shortcomings I observed in the 
testimony and exhibits of Staff financial witness Daniel Zivan. Mark Taylor of 
WestLand Resources, Inc. will discuss the testimony and exhibits of Staff engineering 
witness Dorothy Hains in his rebuttal case testimony. 

My concern with Mr. Zivan is that he isn’t telling the whole story on Staffs proposed 
Water Irdkistructure Financing Authority (“WIFA”) loan “solution”. Many important 
elements are left out of his testimony description of the requirements for a WIFA loan, 
although some of these facts are spelled out in the Staff Report Summary which goes to 
the Director of the Utility’s Division. 

Q- 

A. 6 

Please describe the manner in which Mr. Zivan has failed to provide an accurate and 
complete description of the requirements and process which must be followed in order to 
obtain a loan from WIFA. 

Mr. Zivan does not list all the criteria involved with the WIFA loan process. As an 
example, he does not set forth the fact that the WIFA loan will be approximately 2.00% 
over prime rate (which is now 7.50%) multiplied by 80% (a subsidy from WIFA). So, 
for example, that 2.00% would be added to the current prime rate of 7.50% which equals 
9.50%. When that amount is multiplied by 80%, the resulting effective loan interest rate 
is 7.60%, as opposed to Mr. Zivan’s understated rate of 7.50%. In addition, and 
significantly, the Staff does not disclose that WIFA requires borrowers to accumulate (or 
fund) 20% of the loan principal amount (over a sixty (60) month period) as a debt reserve 
against the prospect of a borrower not having the hnds to make payments on the loan 
andor for money being available to be used for needed repairs. That amount is 
significant. For example, 20% times Staffs recommended loan amount of $1,324,688 
would be $264,938, which hnded over sixty (60) months equals $4,418 per month. 
Thus, when Mr. Zivan talks about keeping the Company whole “cash wise,” he is 
omitting a very important and relevant cost factor. 

I agree with Mr. Zivan that theoretically it would be less expensive for the Company’s 
customers if the Commission approves funding with WIFA, due to the twenty (20) year 
repayment term (using traditional rate base regulation), because the cost of debt would be 
set at approximately 7.60% in the cost of capital model vs. 8.00% for the bank loan. 

However, I strongly disagree with his suggestion that this is the cheapest cost for the 
Company or its customers. To the contrary, in reality, the Company and its customers 
would repay more cash to WIFA than if the Company used the Bank loan with 
Commerce Bank of Arizona. To illustrate this point, we can use the analogy of a house 
loan or mortgage that could be financed over fifteen (15) years or thirty (30) years. The 
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Q. 7 

A. 6 

Q. 8 

A. 8 

thirty (30) year loan would result in a lower monthly payment, but the borrower would 
pay back &total dollars with fifteen (1 5 )  year loan. 

Have you prepared exhibits that illustrate this point? 

Yes. I have prepared Exhibit AR-7 (loan with Commerce Bank of Arizona for ten years) 
and AR-8 (loan with WIFA over twenty years). To make the loans comparable, I 
assumed a ten (10) year loan at Staffs recommended loan amount vs. a twenty (20) year 
WIFA loan in the same amount. That loan amount is $1,324,688. For the bank loan I 
assumed an 8.00% fixed interest rate. For the WIFA loan I assumed the Staffs interest 
rate of 7.50% (and not the correct 7.60% that WIFA would charge if the loan were made 
today.) 

With the ten (10) year loan the total payments to Commerce Bank of Arizona would total 
approximately $1,938,890 (assuming uniform monthly payments) including closing fees 
of $10,235. This is shown on Exhibit AR-7. These total payments consist of interest of 
$603,966, closing fees of $10,235, and the principal payment of $1,324,688. 

With the twenty (20) year loan with WIFA, the sum of the payments would total 
$2,561,183 and consist of interest of $1,236,495 and the principal payment of 
$1,324,688. This is shown on Exhibit AR-8. 

So the customers will actually pay $622,293 more for the twenty (20) year WIFA loan 
than for the ten (10) year Commerce Bank of Arizona loan, even when the loan 
origination fees are included. 

The monthly payments with a ten (10) year loan at 8.00% interest rate are noticeably 
higher than the same loan amortized over a twenty (20) year period with WIFA at the 
Staffs assumed interest rate 7.50%. However, when you add in the previously 
mentioned WIFA debt reserve requirement, the difference between the bank and WIFA 
monthly payments is substantially smaller, for the first five (5) years. Additionally, the 
aggregate amount actually paid for the WIFA loan is substantially more than for the bank 
loan. 

Do you agree with the prime rate that Mr. Zivan used? 

No. Mr. Zivan used a prime rate of 7.37% in his computations, which does not exist and 
never has. Apparently he used the known prime rate (At the date he prepared his 
testimony of 7.25% and added 0.125% as an assumed prime rate increase. He apparently 
went half way between a .25% interest hike and no rate hike. However, I am not faulting 
Mr. Zivan on this item, as trying to out guess the Federal Reserve is next to impossible. 

I commend Mr. Zivan’s use of the actual tax rate rather than the test year tax rate. At 
least that helps with the first year income tax payments. However, the second year 
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A. 9 

Q. 10 

A. 10 

Q. 11 

A. 11 

Q. 12 

A. 12 

Q. 13 

A. 13 

income taxes will be understated as the principal payments increase. My computations 
have the same problem. 

Will the company have increased property taxes and income taxes (in future years) due to 
the amounts that are recommended by either you or the Staff? 

Yes. As additional revenues are recorded, the property taxes, which are revenue based, 
will increase. And, as the principal on either loan is reduced, the income taxes will 
increase, as the Company will have less interest expense to deduct. Thus, the company is 
not kept whole as to cash flow unless it files another rate case and its rates are adjusted to 
reflect this situation. A rate case can be an expensive and time consuming undertaking. 

Assuming that the Commission does not allow the operating expenses of $21,000 
associated with the operation of the arsenic treatment equipment, or the amortization of 
the loan origination fees of $1,267, will the income taxes be higher or lower than what 
the Staff has computed? 

The income taxes would be lower, as there is no provision for not deducting these 
expenses for income taxes, unless the Company gets an accounting order from this 
Commission to defer them and collect them at a later date. 

Alternatively, the Commission could grant an adjuster mechanism for the operating and 
maintenance costs. 

Have you reviewed Mark Taylor’s rebuttal case testimony? 

Yes, I have. 

Have you computed the latest monthly customer charge under the proposed Arsenic Cost 
Recovery Mechanism, based on the latest cost estimate for the arsenic treatment plant 
recommended by WestLand Resources, and adopted by LQS’s Board of Directors? 

Yes. I have prepared Exhibit AR-9 which reflects that the monthly customer charge for 
an equivalent 5/8  inch meter would be $27.62 as a result of the updated estimated cost of 
the proposed arsenic treatment program qnd related income tax consequences, including 
“gross up” on loan principal payments. 

Does that conclude your rebuttal case testimony? 

Yes it does. 

C:\Documents and Settingshgela Trujillo\Lany\Las QuintasUZonKozomanRebultal2 1706RedLined Cln 3 FINAL.doc 
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Applicant’s 
Exhibit AR-7 



Payment 
Number 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

Las Quinta Serenas Water Company 
Test Year Ended 9130103 

Company Requested Loan at 8.00?! 

Assumes Uniform Monthly Payments 

ACC Staff Recommended Loan 
Bank Interest (fixed) Interest Rate / Annual 
Bank interest Rate (fixed) / Monthly 
Term In Years 
Term In months 
Monthly Annuity Factor 
Monthly Payment 
Staff Payments without income Tax 
Loan Fees = (.75% x Loan Amount = $9,935.16) + $300 

Pavment 

$ 16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
76,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
1 6,072.1 2 
1 6,072.1 2 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16.072.12 

Interest 
ExDense 

$ 8,831.25 
8,782.98 
8,734.39 
8,685.47 
8,636.22 
8,586.65 
8,536.75 
8,486.5 1 
8,435.94 
8,385.03 
8,333.79 
8,282.20 
8,230.26 
8,177.99 
8,125.36 
8,072.38 
8,019.05 
7,965.36 
7,911.32 
7,856.91 
7,802.14 
7,747.01 
7,691.51 
7,635.64 
7,579.39 
7,522.78 
7,465.78 
7,408.41 

Principal 
Pavment 

$ 7,240.87 
$ 7,289.14 
$ 7,337.73 
$ 7,386.65 
$ 7,435.90 
$ 7,485.47 
$ 7,535.37 
$ 7,585.61 
$ 7,636.18 
$ 7,687.09 
$ 7,738.33 
$ 7,789.92 
$ 7,841.86 
$ 7,894.13 
$ 7,946.76 
$ 7,999.74 
$ 8,053.07 
$ 8,106.76 
$ 8,160.80 
$ 8,215.21 
$ 8,269.98 
$ 8,325.1 1 
$ 8,380.61 
$ 8,436.48 
$ 8,492.73 
$ 8,549.34 
$ 8,606.34 
$ 8,663.72 

Balance 

Exhibit No. AR-7 
Witness: Kozoman 

Commerce 
Bank 

$ 1,324,688 
8.00% 

0.666667% 
10 

120 
82.421 5 

$ 16,072.12 
$ 16,072.00 
$ 10,235.16 

Principal 
Pavment Year 

$ 1,324,688.00 
1,317,447.13 
1,310,157.99 
1,302,820.26 
1,295,433.61 
1,287,997.71 
1,280,512.24 
1,272,976.87 
1,265,391.26 
1,257,755.08 
1,250,067.99 
1,242,329.66 
1,234,539.74 $ 90,148.26 Year 1 
1,226,697.88 
1,218,803.74 
1,210,856.98 
1,202,857.24 
1,194,804.17 
1,186,697.41 
1,178,536.60 
1,170,321.39 
1,162,051.42 
1,153,726.30 
1,145,345.69 
1,136,909.21 $ 97,630.53 Year 2 
1,128,416.48 
1 ,I 19,867.14 
I ,I 11,260.80 
1,102,597.08 
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- ,  

29 

Payment 
Number 

30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 

16,072.12 7,350.65 $ 8,721.47 1,093,875.61 
Las Quinta Serenas Water Company Exhibit No. AR-7 

Test Year Ended 9/30/03 
Company Requested Loan at 8.Wh 

Pavrnent 
16,072.1 2 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.1 2 
16,072.1 2 
16,072.12 
16,072.12 
16,072.1 2 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
1 6,072.1 2 
16,072.12 
1 6,072.1 2 
16,072.12 
16,072.12 
1 6,072.1 2 
1 6,072.1 2 
16,072.12 
1 6,072.1 2 
16,072.12 
16,072.12 
16,072. I 2 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 

Interest 
ExDense 

7,292.50 
7,233.97 
7,175.05 
7,115.74 
7,056.03 
6,995.92 
6,935.41 
6,874.50 
6.81 3.19 
6,751.46 
6,689.32 
6,626.77 
6,563.80 
6,500.41 
6,436.60 
6,372.36 
6,307.70 
6,242.60 
6,177.07 
6,111.10 
6,044.70 
5,977.85 
5,910.55 
5,842.8 1 
5,774.6 1 
5,705.96 
5,636.86 
5,567.29 
5,497.26 
5,426.76 
5,355.79 
5,284.35 
5,212.43 
5,140.03 
5,067.15 
4,993.78 
4,9 1 9.93 
4,845.58 
4,770.73 
4,695.39 
4,619.55 

Principal 
Pavrnent 

$ 8,779.62 
$ 8,838.15 
$ 8,897.07 
$ 8,956.38 
$ 9,016.09 
$ 9,076.20 
$ 9,136.71 
$ 9,197.62 
8 9,258.94 
$ 9,320.66 
$ 9,382.80 
$ 9,445.35 
$ 9,508.32 
$ 9,571.71 
$ 9,635.52 
$ 9,699.76 
$ 9,764.42 
$ 9,829.52 
$ 9,895.05 
$ 9,961.02 
$ 10,027.42 
$ 10,094.27 
$ 10,161.57 
$ 10,229.31 
$ 10,297.51 
$ 10,366.16 
$ 10,435.26 
$ 10,504.83 
$ 10,574.86 
$ 10,645.36 
$ 10,716.33 
$ 10,787.78 
$ 10,859.69 
$ 10,932.09 
$ 11,004.97 
$ 11,078.34 
$ 11,152.19 
$ 11,226.54 
$ 11,301.39 
$ 11,376.73 
$ 11,452.57 

Witness: Kozornan 

Principal 
Balance Pavrnent Year 

1,085,095.99 
1,076,257.85 
1,067,360.78 
1,058,404.39 
1,049,388.30 
1,040,312.10 
1,031,175.40 $ 105,733.81 Year 3 
1,021,977.78 
1,012,718.84 
1,003,398.18 

994,015.38 
984,570.03 
975,061.71 
965,490.00 
955,854.48 
946,154.72 
936,390.30 
926,560.78 
916,665.73 $ 114,509.67 Year 4 
906,704.72 
896,677.29 
886,583.02 
876,421.45 
866,192.14 
855,894.64 
845,528.48 
835,093.21 
824,588.38 
814,013.52 
803,368.15 
792,651.82 $ 124,013.91 Year 5 
781,864.04 
771,004.35 
760,072.26 
749,067.29 
737,988.95 
726,836.75 
715,610.21 
704,308.82 
692,932.1 0 
681,479.52 
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71 
72 

Payment 
Numbec 

73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 
100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 

16,072.12 4,543.20 $ 11,528.92 
16,072.12 4,466.34 $ 11,605.78 

Las Quinta Serenas Water Company 
Test Year Ended 9/W03 

Company Requested Loan at 8.ooo1c 

Pavrnent 
16,072.12 
16,072.12 
16,072.12 
16,072.1 2 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
1 6,072.1 2 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
1 6,072.1 2 
16,072.12 
16,072.1 2 
16,072.12 
16,072.1 2 
16,072.12 
1 6,072.1 2 
16,072.12 
16,072.1 2 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.1 2 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 
16,072.12 

Interest 
ExDense 

4,388.97 
4,311.08 
4,232.67 
4,153.74 
4,074.29 
3,994.30 
3,913.78 
3,832.73 
3,751.13 
3,668.99 
3,586.30 
3,503.06 
3,419.27 
3,334.92 
3,250.00 
3,164.52 
3,078.47 
2,991.85 
2,904.64 
2,816.86 
2,728.49 
2,639.54 
2,549.98 
2,459.84 
2,369.09 
2,277.74 
2,185.77 
2,093.20 
2,000.00 
1 ,906.1 9 
1,811.75 
1,716.68 
1,620.98 
1,524.64 
1,427.65 
1,330.02 
1,231.74 
1,132.81 
1,033.21 

932.95 

Principal 
Pavrnent 

$ 11,683.16 
$ 11,761.04 
$ 11,839.45 
$ 11,918.38 
$ 11,997.84 
$ 12,077.82 
$ 12,158.34 
$ 12,239.40 
$ 12,320.99 
$ 12,403.13 
$ 12,485.82 
$ 12,569.06 
$ 12,652.85 
$ 12,737.20 
$ 12,822.12 
$ 12,907.60 
$ 12,993.65 
$ 13,080.27 
$ 13,167.48 
$ 13,255.26 
$ 13,343.63 
$ 13,432.59 
$ 13,522.14 
$ 13,612.28 
$ 13,703.03 
$ 13,794.39 
$ 13,886.35 
$ 13,978.92 
$ 14,072.12 
$ 14,165.93 
$ 14,260.37 
$ 14,355.44 
$ 14,451.14 
$ 14,547.48 
$ 14,644.47 
$ 14,742.10 
$ 14,840.38 
$ 14,939.31 
$ 15,038.91 
$ 15,139.17 

669,950.60 
658,344.81 $ 134,307.01 Year 6 

Exhibit No. AR-7 
Witness: Kozornan 

Principal 
Balance Pavrnent Year 
646,661.66 
634,900.62 
623,061.17 
61 1,142.79 
599,144.95 
587,067.13 
574,908.79 
562,669.39 
550,348.40 
537,945.27 
525,459.45 
512,890.39 $ 145,454.42 Year 7 
500,237.54 
487,500.34 
474,678.22 
461,770.62 
448,776.97 
435,696.70 
422,529.22 
409,273.96 
395,930.33 
382,497.75 
368,975.61 
355,363.33 $ 157,527.07 Year 8 
341,660.30 
327,865.91 
313,979.56 
300,000.64 
285,928.52 
271,762.59 
257,502.22 
243,146.78 
228,695.64 
214,148.16 
199,503.69 
184,761.59 $ 170,601.73 Year 9 
169,921.22 
154,981.90 
139,943.00 
1 24.803.83 
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c .  

113 
114 
115 

Payment 
Number 
116 
117 
118 
119 
120 

16,072.12 832.03 $ 15,240.10 
16,072.12 730.42 $ 15,341.70 
16,072.12 628.15 $ 15,443.97 

Las Quinta Serenas Water Company 
Test Year Ended 9130/03 

Company Requested Loan at 8.Wh 

Interest Principal 
Pavment ExDense Pavment 

16,072.1 2 525.19 $ 15,546.93 
16,072.12 421.54 $ 15,650.58 
16,072.12 317.20 $ 15,754.92 
16,072.12 212.17 $ 15,859.95 
1 6,072.1 2 106.44 $ 15,965.68 

Bank Loan 
Actual Total Dollars Paid on Loan over 10 Years 

109,563.73 
94,222.04 
78,778.06 

Exhibit No. AR-7 
Witness: Kozoman 

Principal 
Balance Pavment Year 

63,231.13 
47,580.55 
31,825.63 
15,965.68 

(0.00) $ 184,761.59 Year 10 

Total f nterest Principal 
Pavments ExDense Pavrnent 

$ 1,928,654 $ 603,966 $ 1,324,688 
10,235 Loan Closing Costs 

$ 4,938,890 Total Paid Out for Loan 
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Las Ouintas Serenas Water Companv 

Docket Nos. W-01583A-04-0178, W-01583A-05-0326 and 

W-01583A-05-0340 

Applicant ’ s 
Exhibit AR-8 



Las Quinta Serenas Water Company 
Test Year Ended 9/30/03 

Staff Proposed WlFA Loan At Staffs Assumed Interest Rate 

Exhibit No. AR-8 
Witness: Kozoman 

Assumes Uniform Monthly Payments 
ACC Staff Recommended Loan 
Staffs Assumed Subsidized Interest Rate / Annual 
Subsidized Interest Rate I Monthly 
Term In Years 
Term In months 
Monthly Annuity Factor 
Monthly Payment 
Staff Payments without Income Tax (rounded) 

Staffs 
WlFA LOAN 

$ 1,324,688 
7.50% 

0.625000% 
20 

240 
1 24.132 1 

$ 10,671.60 
$ 10,672.00 

$ 1,324,688 
20% 

$ 264,938 $ 4,415.63 Additional Funding to Monthly Payment for 1st Five Years 
Reserve "Funding" Percentage required in 5 years 

Payment Interest Principal Principal 
Number Pavment ExDense Pavment Balance Payment 

$ 1,324,688.00 
1 $ 10,671.60 $ 8,279.30 $ 2,392.30 
2 $  
3 $  
4 $  
5 $  
6 $  
7 $  
8 $  
9 $  
10 $ 
11 $ 
12 $ 
13 $ 
14 $ 
15 $ 
16 $ 
17 $ 
18 $ 
19 $ 
20 $ 
21 $ 
22 $ 
23 $ 
24 $ 
25 $ 
26 $ 
27 $ 
28 $ 
29 $ 
30 $ 

10,671.60 
10,671 -60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 

8,264.35 
8.249.30 
8,234.16 
8,218.93 
8,203.60 
8,188.1 8 
8,172.65 
8,157.04 
8,141.32 
8,125.51 
8,109.59 
8,093.58 
8,077.47 
8,061 -25 
8,044.94 
8,028.52 
8,012.00 
7,995.38 
7,978.65 
7,961.82 
7,944.89 
7,927.85 
7,910.70 
7,893.44 
7,876.08 
7,858.61 
7,841.03 
7,823.33 
7,805.53 

2,407.25 
2,422.29 
2,437.43 
2,452.67 
2,468.00 
2,483.42 
2,498.94 
2,514.56 
2,530.28 
2,546.09 
2,562.00 
2,578.02 
2,594.13 
2,610.34 
2,626.66 
2,643.07 
2,659.59 
2,676.22 
2,692.94 
2,709.77 
2,726.71 
2,743.75 
2,760.90 
2,778.1 5 
2,795.52 
2,812.99 
2,830.57 
2,848.26 
2,866.06 

1,322,295.70 
1,319,888.46 
Z ,317,466.16 
1,315,028.73 
1,312,576.06 
1,310,108.07 
1,307,624.65 
1,305,125.70 
1,302,611.14 
1,300,080.87 
1,297,534.77 
1,294,972.77 $ 29,715.23 
1,292,394.75 
1,289,800.62 
1,287-1 90.28 
1,284,563.63 
1,281,920.55 
1,279,260.96 
1,276,584.74 
1,273,891 -80 
1,271,182.03 
1,268,455.32 
1,265,711.57 
1,262,950.67 $ 32,022.10 
1,260,172.52 
1,257,377.00 
1,254,564.01 
1,251,733.44 
1,248,885.1 7 
1,246,019.1 1 

- Year 

Year 1 

Year 2 
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Las Q u i d  Serenas Water Company 
Test Year Ended 9/30/03 

Staff Proposed WlFA Loan At Staff's Assumed Interest Rate 

Exhibit No. AR-8 
Witness: Kozornan 

payment 
Number 

31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 

Pavrnent 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671 -60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10.671.60 

Interest 
Emense 

7,787.62 
7,769.59 
7,751.46 
7,733.21 
7,714.84 
7,696.36 
7,677.77 
7,659.05 
7,640.23 
7,621.28 
7,602.22 
7,583.03 
7,563.73 
7,544.30 
7,524.76 
7,505.09 
7,485.30 
7,465.39 
7,445.35 
7,425.18 
7,404.89 
7,384.48 
7,363.93 
7,343.26 
7,322.46 
7,301.52 
7,280.46 
7,259.27 
7,237.94 
7,216.48 
7,194.89 
7,173.1 6 
7,151.29 
7,129.29 
7,107.1 5 
7,084.87 
7,062.45 
7,039.90 
7,017.20 
6,994.36 

6,948.25 
6,971.38 

Principal 
Pavment 

2,883.98 
2,902.00 
2,920.14 
2,938.39 
2,956.76 
2,975.23 
2,993.83 
3,012.54 
3,031.37 
3,050.32 
3,069.38 
3,088.56 
3,107.87 
3,127.29 
3,146.84 
3.1 66.5 1 
3,186.30 
3,206.21 
3.226.25 
3,246.41 
3,266.70 
3,287.12 
3,307.66 
3,328.34 
3,349.14 
3,370.07 
3,391.13 
3,412.33 
3,433.66 
3,455.12 
3,476.71 
3,498.44 
3,520.31 
3,542.3 1 
3,564.45 
3,586.72 
3,609.1 4 
3,631.70 
3,654.40 
3,677.24 
3,700.22 
3,723.35 

Balance 
1,243,135.13 
1,240,233.1 3 
1,237,312.99 
1,234,374.60 
1,231,417.85 
1,228,442.61 $ 
1,225,448.78 
1,222,436.24 
1,219,404.87 
1,216,354.55 
1,213,285.17 
1,210,196.61 
1,207,088.74 
1,203,961.45 
1,200,814.61 
1,197,648.1 1 
1,194,461.81 
1,191,255.60 $ 
1.1 88,029.35 
1,184,782.94 
1,181,516.24 
1,178,229.1 2 
1,174,921.45 
1,171,593.12 
1,168,243.98 
1,164,873.91 
1,161,482.77 
1,158,070.44 
1,154,636.79 
1,151,181.67 $ 
1,147,704.96 
1,144,206.52 
1,140,686.21 
1,137,143.91 
1,133,579.46 
1,129,992.73 
1,126,383.59 
1,122,751.89 
1,119,097.50 
1,115,420.26 
1,111,720.04 
1 ,I 07,996.69 $ 

Principal 
Pavment 

34,508.06 

37,187.01 

40,073.93 

43,184.98 

yeaJ 

Year 3 

Year 4 

Year 5 

Year 6 
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Las Quinta Serenas Water Company 
Test Year Ended 9/30/03 

Staff Proposed WlFA Loan At Staffs Assumed Interest Rate 

Exhibit No. AR-8 
Witness: Kozoman 

Payment 
Number 

73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 
100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 
116 

Pavment 
10,671 -60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10.671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 

Interest 
ExDense 

6,924.98 
6,901.56 
6,878.00 
6,854.29 
6,830.43 
6,806.42 
6.782.27 
6,757.96 
6,733.50 
6,708.89 
6,684.12 
6,659.20 
6,634.12 
6,608.89 
6,583.49 
6,557.94 
6,532.23 
6,506.36 
6,480.33 
6,454.1 3 
6,427.77 
6,401.25 
6,374.56 
6,347.70 

6,293.49 
6,266.12 
6,238.59 
6,210.88 
6,183.00 
6.1 54.95 
6,126.72 
6,098.32 
6,069.73 
6,040.97 
6,012.03 
5,982.91 
5,953.60 
5,924.12 
5,894.44 
5,864.59 
5,834.54 
5.804.31 
5,773.89 

6,320.68 

Principal 
Pavment 

3,746.62 
3,770.03 
3,793.60 
3,817.31 
3,841.16 
3,865.1 7 
3.889.33 
3,913.64 
3,938.10 
3,962.71 
3,987.48 
4,012.40 
4,037.48 
4,062.7 1 
4,088.10 
4.1 13.65 
4,139.36 
4,165.23 
4.191.27 
4,217.46 
4,243.82 
4,270.35 
4,297.04 
4,323.89 
4,350.92 
4,378.1 1 
4,405.47 
4,433.01 
4,460.7 1 
4,488.59 
4,516.65 
4,544.88 
4,573.28 
4,601.86 
4,630.63 
4,659.57 
4.688.69 
4,717.99 
4,747.48 
4,777.1 5 
4,807.01 
4,837.05 
4,867.29 
4,897.71 

Balance 
1,104,250.08 
1,100,480.04 
1,096,686.45 
1,092,869.14 
1,089,027.98 
1,085,162.80 
1,081,273.48 
,077,359.84 
,073,421.74 
,069,459.03 
,065,471.55 
,061,459.15 $ 
,057,421 -68 

1,053,358.97 
1,049,270.86 
1,045,157.21 
1,041,017.85 
1,036,852.61 
1,032,661.34 
1,028,443.88 
1,024,200.06 
1,019,929.71 
1,015,632.68 
1 ,Of 1,308.79 $ 
1,006,957.87 
1,002,579.76 

998,174.29 
993,741.28 
989,280.57 
984,791.97 
980,275.33 
975,730.45 
971,157.17 
966,555.3 1 
961,924.68 
957,265.11 $ 
952,576.42 
947,858.43 
943,110.95 
938,333.80 
933,526.79 
928,689.73 
923,822.45 
918,924.74 

Principal 
Pavment 

46,537.54 Year 7 

50,150.37 Year 8 

54,043.67 Year 9 
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Las Quinta Serenas Water Company 
Test Year Ended 9/30/03 

Staff Proposed WlFA Loan At Staff's Assumed Interest Rate 

Payment 
Nunber 

117 $ 
118 $ 
119 $ 
120 $ 
121 $ 
122 $ 
123 $ 
124 $ 
125 $ 
126 $ 
127 $ 
128 $ 
129 $ 
130 $ 
131 $ 
132 $ 
133 $ 
134 $ 
135 $ 
136 $ 
137 $ 
138 $ 
139 $ 
140 $ 
141 $ 
142 $ 
143 $ 
144 $ 
145 $ 
146 $ 
147 $ 
148 $ 
149 $ 
150 $ 
151 $ 
152 $ 
153 $ 
154 $ 
155 $ 
156 $ 
157 $ 
158 $ 
159 $ 

Payment 

10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671 -60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671 -60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 

Interest 
EW!lS€? 

5,743.28 
5,712.48 
5,681.48 
5,650.29 
5,618.91 
5,587.33 
5,555.56 
5,523.58 
5,491.41 
5,459.03 
5,426.45 
5,393.67 
5,360.68 
5,327.49 
5,294.09 
5,260.48 
5,226.66 
5,192.63 
5,158.38 
5,123.93 
5.089.25 
5,054.36 
5,019.26 
4,983.93 
4,948.38 
4,912.61 
4,876.62 
4,840.40 
4,803.95 
4,767.28 
4,730.38 
4,693.25 
4,655.88 
4,618.28 
4,580.45 
4,542.38 
4,504.07 
4,465.53 
4,426.74 
4,387.71 
4,348.43 
4,308.91 
4,269.1 5 

Principal 
Pavment 

4,928.32 
4,959.1 2 
4,990.1 1 
5,021.30 
5,052.68 
5,084.26 
5,116.04 
5,148.02 
5,180.19 
5,212.57 
5,245.15 
5,277.93 
5,310.91 
5,344.1 1 
5,377.51 
5,411.12 
5,444.94 
5,478.97 
5,513.21 
5,547.67 
5,582.34 
5,617.23 
5,652.34 
5.687.67 
5,723.21 
5,758.98 
5,794.98 
5,831.20 
5,867.64 
5,904.32 
5,941.22 
5,978.35 
6,015.71 
6,053.3 1 
6,091.1 5 
6,129.22 
6,167.52 
6,206.07 
6,244.86 
6,283.89 
6,323.16 
6,362.68 
6,402.45 

Balance 

Exhibit No. AR-8 
Witness: Kozoman 

91 3,996.42 
909,037.30 
904,047.19 
899,025.89 $ 
893,973.21 
888,888.94 
883,772.90 
878,624.89 
873,444.69 
868,232.13 
862,986.98 
857,709.05 
852,398.14 
847,054.03 
841,676.52 
836,265.40 $ 
830,820.47 
825,341 S O  
819,828.29 
814,280.62 
808,698.27 
803,081.04 
797,428.70 
791,741.04 
786,017.82 
780,258.84 
774,463.86 
768,632.66 $ 
762,765.02 
756,860.70 
750,919.49 
744,941.14 
738,925.42 
732,872.1 1 
726,780.96 
720,651.75 
714,484.23 
708,278.16 
702,033.30 
695,749.41 $ 
689,426.25 
683,063.56 
676,661.12 

Principal 
Pavment 

58,239.22 

62,760.49 

67,632.74 

72,883.25 

- Year 

Year 10 

Year 11 

Year 12 

Year 13 
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Las Quinta Serenas Water Company 
Test Year Ended 9/30/03 

Staff Proposed WlFA Loan At Staffs Assumed Interest Rate 

Exhibit No. AR-8 
Witness: Kozoman 

160 $ 
161 $ 
162 $ 
163 $ 
164 $ 
165 $ 
166 $ 
167 $ 
168 $ 
169 $ 
170 $ 
171 $ 
172 $ 
173 $ 
174 $ 
175 $ 
176 $ 
177 $ 
178 $ 
179 $ 
180 $ 
181 $ 
182 $ 
183 $ 
184 $ 
185 $ 
186 $ 
187 $ 
188 $ 
189 $ 
190 $ 
191 $ 
192 $ 
193 $ 
194 $ 
195 $ 
196 $ 
197 $ 
198 $ 
199 $ 
200 $ 
201 $ 
202 $ 

Payment 
Number Pavment 

10.671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 
10,671.60 

Interest 
ExDense 

4,229.13 
4,188.87 
4,148.35 
4,107.58 
4,066.55 
4,025.27 
3,983.73 
3,941.93 
3,899.87 
3,857.55 
3,8 14.96 
3,772.1 1 
3,728.99 
3,685.60 
3,641.93 
3,598.00 
3,553.79 
3,509.30 
3,464.54 
3,419.49 
3,374.1 7 
3,328.56 
3,282.66 
3,236.48 
3,190.01 
3,143.25 
3,096.20 
3,048.86 
3,001.21 
2,953.27 
2,905.03 
2,856.49 
2,807.65 
2,758.50 
2,709.04 
2,659.28 
2,609.20 
2,558.81 
2,508.1 0 
2,457.08 
2,405.74 
2,354.08 
2,302.10 

Principal 
Pavment 

6,442.46 
6,482.73 
6,523.25 
6,564.02 
6,605.04 
6,646.32 
6,687.86 
6,729.66 
6,771.72 
6,814.05 
6,856.63 
6,899.49 
6,942.61 
6,986.00 
7,029.66 
7,073.60 
7,117.81 
7,162.30 
7,207.06 
7,252.10 
7,297.43 
7,343.04 
7,388.93 
7,435.1 1 
7,481 5 8  
7,528.34 
7,575.39 
7,622.74 
7,670.38 
7,718.32 
7,766.56 
7,815.10 
7,863.95 
7,913.10 
7,962.55 
8,012.32 
8,062.40 
8,112.79 
8,163.49 
8,214.51 
8,265.85 
8,317.52 
8,369.50 

Principal 
Balance Pavment 
670,218.65 
663,735.92 
657,212.67 
650,648.66 
644,043.61 
637,397.29 
630,709.43 
623,979.77 
617,208.04 $ 
61 0,394.00 
603,537.36 
596,637.87 
589,695.27 
582,709.26 
575,679.60 
568,606.00 
561,488.19 
554,325.90 
547,118.84 
539,866.73 
532,569.31 $ 
525,226.27 
517,837.33 
510,402.22 
502,920.64 
495,392.30 
487,816.90 
480,194.16 
472,523.78 
464,805.46 
457,038.89 
449,223.79 
441,359.84 $ 
433,446.75 
425,484.19 
417,471.87 
409,409.47 
401,296.69 
393,133.19 
384,918.68 
376,652.83 
368,335.31 
359,965.81 

78,541.37 

84,638.74 

91,209.46 

- Year 

Year 14 

Year 15 

Year 16 
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203 $ 10,671.60 2,249.79 8,421.81 351,544.00 

Las Quinta Serenas Water Company 
Test Year Ended 9/30/03 

Staff Proposed WIFA Loan At S W s  Assumed lnterest Rate 

Exhibit No. AR-8 
Witness: Kozoman 

Payment 
Number 
204 
205 
206 
207 
208 
209 
21 0 
21 1 
212 
21 3 
214 
21 5 
216 
21 7 
21 8 
219 
220 
22 1 
222 
223 
224 
225 
226 
227 
228 
229 
230 
231 
232 
233 
234 
235 
236 
237 
238 
239 
240 

Payment 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 
8 10,671.60 
$ 10,671.60 
$ 10,671.60 
$ 10,671.60 

Interest 
Emense 

2,197.15 
2,144.18 
2,090.89 
2,037.26 
1,983.29 
1,928.99 
1,874.35 
1,819.37 
1,764.04 
1,708.37 
1,652.35 
1,595.98 
1,539.26 
1,482.18 
1,424.75 
1,366.95 
1,308.80 
1,250.28 
1,191.40 
1,132.1 5 
1,072.53 
1,012.53 

952.16 
891.42 
830.29 
768.78 
706.89 
644.61 
581.94 
51 8.88 
455.43 
391.57 
327.32 
262.67 
197.62 
132.15 
66.28 

Principal 
Payment 

8,474.45 
8,527.41 
8,580.71 
8,634.34 
8,688.30 
8,742.60 
8,797.25 
8,852.23 
8,907.55 
8,963.23 
9,019.25 
9,075.62 
9,132.34 
9,189.42 
9,246.85 
9.304.64 
9,362.80 
9,421.31 
9,480.20 
9,539.45 
9.599.07 
9,659.07 
9,719.43 
9,780.1 8 
9,841.31 
9,902.82 
9,964.71 

10,026.99 
10,089.66 
10,152.72 
10,216.17 
10,280.02 
10,344.27 
10,408.92 
10,473.98 
10,539.44 

Principal 
Balance Payment 
343,069.55 $ 98,290.29 
334,542.1 4 
325,961.43 
317,327.10 
308,638.79 
299,896.19 
291,098.94 
282,246.72 
273,339.1 6 
264,375.94 
255,356.69 
246,281.07 
237,148.73 $ 105,920.82 
227,959.32 
21 8,712.47 
209,407.82 
200,045.02 
190,623.71 
181,143.51 
171,604.06 
162,004.99 
152,345.93 
142,626.49 
132,846.31 
123,005.00 $ 114,143.73 
11 3,102.19 
103.1 37.48 
93,110.49 
83,020.84 
72,868.1 2 
62.651.95 
52,371.93 
42,027.66 
31,618.73 
21,144.75 
10,605.31 

10,605.31 $ 0 $ 123,005.00 

WlFA Loan 
Actual Total Dollars Paid on Loan Over 20 Years 

Total Interest Principal 

Year 17 

Year 18 

Year 19 

Year 20 
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Pavments Emense Pavment 
$ 2,561,183 $ 1,236,495 $ 1,324,688 

S 2,561,183 Total Paid Out for Loan For WlFA Loan 
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Las Ouintas Serenas Water Companv 

Docket Nos. W-01583A-04-0178, W-01583A-05-0326 and 

Applicant’s 
Exhibit AR-9 
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EXECUTIVE SUMMARY 
LAS QUINTAS SERENAS WATER COMPANY 

DOCKET NOS. W-01583A-04-0178, W-01583A-05-0326 
AND W-01583A-05-0340 

CONCLUSIONS 

1. The Las Quinta Serenas Water Company is deliverin water that will not meet the new 
arsenic standard of 10 micro grams per liter and therefore needs to install treatment 
equipment to meet the new standard. 

2. Staff has reviewed the Company’s proposed treatment project and concludes that the 400,000 
gallon storage tank, on-site generator and three hypochlorite chlorination units are not 
required for arsenic treatment and recommends their associated costs be removed from the 
total project cost. 

=. 

3. Based upon Staffs Engineering evaluation of the Las Quintas Serenas proposal, Staff 
concludes that the Arsenic Treatment Project is appropriate and that for purposes of an 
Arsenic Remedial Surcharge Mechanism (“ARSM”) the cost of arsenic treatment should be 
$1,324,688. Staff makes no determination of the capital improvements as “used and usefid” 
at this time, but defers this determination until the Company files its next rate application. 
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Direct Testimony or Dorothy Hains 
Docket Nos. W-01583A-04-0178, et al. 
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INTRODUCTION 

Q .  
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q.  
A. 

Q. 
A. 

Please state your name and business address. 

My name is Dorothy Hains. My business address is 1200 West Washmgton Stqeet, 

Phoenix, Arizona 85007 

By whom and in what position are you employed? 

I am employed by the Arizona Corporation Commission (“Commission” or “ACC”) as a 

Utilities Engineer - WatedWastewater in the Utilities Division. 

How long have you been employed by the Commission? 

I have been employed by the Commission since January 1998. 

What are your responsibilities as a Utilities Engineer - Watermastewater? 

My main responsibilities are to inspect, investigate and evaluate water and wastewater 

systems. This includes obtaining data, preparing reconstruction cost new and/or original 

cost studies, cost of service studies and investigative reports, interpreting rules and 

regulations, and to suggest corrective action and provide technical recogmendations on 

water and wastewater system deficiencies. I also provide written and oral testimony in 

rate cases and other cases before the Commission. 

How many companies have you analyzed for the Utilities Division? 

I have analyzed approximately 90 companies covering these various responsibilities for 

Utilities Division Staff (“Staff ’). 

Have you previously testified before this Commission? 

Yes, I have testified before this Commission. 
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Q .  
A. 

Q. 
A. 

Q. 
A. 

What is your educational background? 

I graduated from Alabama University in Birmingham in 1987 with a Bachelor of Science 

degree in Civil Engineering. 1 

Briefly describe your pertinent work experience. 

Before my employment with the Commission, I was an Environmental Engineer for the 

Arizona Department of Environmental Quality (“ADEQ”), for ten years. Prior to that 

time, I was an Engineering Technician with C. F. Hains, Hydrology in Northport, 

Alabama for approximately five years. 

Please state your professional membership, registrations, and licenses. 

I am a member of the American Society of Civil Engineering (“ASCE”) and American 

Water Works Association (“AWWA”). I am a registered Civil Engineer in Arizona. 

PURPOSE OF TESTIMONY 

Q. 
A. 

What is the purpose of your testimony in this proceeding? 

To present Staffs Engineering opinion of Las Quintas Serenas’ arsenic treatment plant 

proposal. The Staff recommendations regarding plant disallowance and ‘estimated costs 

contained in the Arsenic Treatment Project Section of my testimony are intended to reflect 

what Staff believes are plant expenditures and reasonable costs that are directly related to 

arsenic removal and thus appropriate for inclusion in the proposed Arsenic Remedial 

Surcharge Mechanism (“ARSM ’). 
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ARSENIC TREATMENT PROJECT 

Q. 

A. 

Q. 
A. 

Q. 

A. 

Please briefly describe how the Company proposes to reduce the arsenic level in its 

water to the new arsenic standard which becomes effective in January 2006? 

The Company proposes to install two Severn Trent arsenic treatment plants whch &e 

designed to use iron media as the adsorption material to remove the arsenic in order to 

comply with the new arsenic standard which is 10 micro grams per liter (“pg/l”). A 200 

gallons per minute (“GPM”) Severn Trent plant will be installed at Well Site No. 5 to treat 

groundwater from Well No. 5.  Another 1,190 GPM Sevem Trent plant would be installed 

at Well Site No. 6 to treat groundwater from both Well No. 6 and Well No. 7. 

Please briefly describe the Severn Trent plant operation. 

Sevem Trent’s plant is designed to remove arsenic using the adsorption method. The 

adsorption media, which has the trademark name “SORB 33”, must be backwashed 

periodically to maintain its efficiency. The water used to backwash the media is 

considered “wastewater”; this wastewater must be disposed of in accordance with the 

proper permit issued by ADEQ. The Company plans to store this wastewater on-site and 

then transport it to a Pima County wastewater treatment plant for treatment and disposal. 

Please briefly describe the other plant additions included in the Company’s proposed 

Arsenic Treatment Project. 

The Company lists sixteen items in the Arsenic Treatment Project. The sixteen items are: 

(1) site demolition and removal of abandoned facilities at each well site; (2) installation of 

piping at Well Site No. 6; (3) installation of concrete slabs at Well Sites 5 and 6 to support 

treatment equipment; (4) installation of 2,500 feet of 12-inch main between Wells 6 and 7; 

( 5 )  installation of a new 400,000 gallon storage tank at Well Site No. 6; (6) installation of 

a new 1,000 gpm transfer booster pump station at Well Site No. 6; (7) installation of the 
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Severn Trent arsenic treatment system at Well Site No. 6; (8) installation of a new 13,400 

gallon holding tank for backwash water at Well Site No. 6; (9) installation of the Severn 

Trent arsenic treatment system at Well Site No. 5; (10) installation of a holding tanlq for 

backwash water at Well Site No. 5 ;  (1 1) installation of a backup generator at Well Site 

No. 6; (12) installation of fencing and flood prevention grading at Well Site No. 6; (13) 

well pump modifications’ for Well Nos. 6 and 7; (14) installation of hypochlorite 

chlorination units at Well Sites 5 ,  6 and 7; (15) installation of sand separators at Well Sites 

5,  6 and 7; and, (16) installation of a 3,000 gallon pressure tank at Well Site No. 6. 

Q. Does Staff agree that all the items listed above and included in the Company’s 

proposed Arsenic Treatment Project are needed for arsenic treatment? Please 

explain. 

No. Staff recommends that item 5, installation of a new 400,000 gallon storage tank at 

Well Site No. 6, be excluded from the Arsenic Treatment Project. Staffs calculations 

show that the Company has adequate storage and production capacity at this time2. In 

addition, the Severn Trent system does not require storage capacity in its arsenic removal 

process. 

A. 

Staff also recommends that item 11 , installation of an emergency backup generator at 

Well Site No. 6, be excluded from the Arsenic Treatment Project. This emergency 

generator would supply energy to operate the controls and run the pumps when 

commercial power is interm~ted.~ Severn Trent does not recommend an emergency 

generator be installed for the proper operation of its treatment system. Staff has no reason 

’ The operation of Well Nos. 6 and 7 must be synchronized to prevent excess water pressure and damage to the new 
Severn Trent arsenic treatment plant. 

Staffs calculations show that the Company has adequate capacity to serve its existing customer base plus three 
hundred additional connections. 

Per the Company’s response to Staff Data Request DMH 3-7 Trico Electric Cooperative is the provider of 
commercial power in the Company’s CC&N area. 

2 

3 
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Q. 

A. 

Q. 

A. 

to believe an interruption in the supply of PO- Fer to the water system would damage the 

Severn Trent treatment system or result in a health hazard through the pollution of treated 

groundwater. Sevem Trent’s treatment plant does not operate through the use of a high 

pressurized operating system whch could cause the media to flow into the distribution 

system in violation of the Safe Drinking Water Act. The Sevem Trent plant does not 

require the use of a computer operating system which could be damaged or difficult to 

operate if a total loss of power were to O C C U T . ~  Finally, Staff recommends that item 14, 

installation of hypochlorite chlorination units at Well Sites 5, 6 and 7, be excluded from 

the Arsenic Treatment Project. Sevem Trent’s system does not require nor recommend 

that disinfection occur before delivering treated water. 

Please explain why Staff believes that item 16, the booster pump station and 3,000 

gallons pressure tank, should be included in this Arsenic Treatment Project. 

After the combined groundwater from Wells Nos. 6 and 7 has been treated by the Sevem 

Trent arsenic removal treatment plant there may not be sufficient pressure to deliver the 

water throughout the distribution system. The proposed booster pump station and pressure 

tank should eliminate any potential low pressure  problem^.^ . .  

Does Staff have any adjustments it would like to recommend be made to the 

Company’s cost estimates for the purchase and construction of the plant items 

included in the Arsenic Treatment Project? Please explain. 

Yes. Staff recommends that the cost estimate for item 4, installation of 2,500 feet of 12- 

inch main between Wells Nos. 6 and 7 be adjusted to reflect what Staff believes is a 

Staff would note that the Company does use a computerized system to operate its well pumps which are not part of 
the proposed arsenic treatment. ’ Minimum water pressure requirements are expected to be maintained throughout the Well No. 5 system after Severn 
Trent’s treatment plant has been installed therefore no booster station or additional pressure tank is needed for this 
system. 

4 
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reasonable cost per foot to install this pipe. The Company estimated a unit cost for 12- 

inch main of approximately $65 dollars per foot which is much higher than the $36.70 per 

foot which Staff experienced as the statewide average installed cost during 2005. 
1 

I 

Staff also recommends that the cost estimates for the holding tanks in items 8 and 10 be 

adjusted to what Staff believes is a reasonable cost per gallon to install these tanks. The 

Company plans to install a 13,400 gallon steel tank for holding backwash water at Well 

Site 6 and a 3,000 gallon polyethylene (“PE”) tank to be used for holding backwash water 

at Well Site 5. The Company estimated a cost of $25,000 ($1.86 per gallon) for the steel 

tank and $4,000 ($1.33 per gallon) for the PE tank. Staff recommends adjusting these cost 

estimates from $25,000 to $13,400 and from $4,000 to $3,600. Staffs adjustments are 

based on $1.00 per gallon for a steel tank and $1.20 per gallon for a PE tank which is the 

typical installed costs Staff has experienced. 

Finally, Staff recommends that the cost of the 3,000 gallon pressure tank in item 16 be 

reduced from the Company’s estimate of $18,000 to $12,000 which again is based on a 

typical installed cost per gallon that Staff has experienced. 

Q. 

A. 

Please summarize Staff’s adjustments and recommendation to the Company’s 

proposed Arsenic Treatment Project. 

Staff concludes the Company’s Arsenic Treatment Project adjusted to reflect Staffs 

recommendations is reasonable. Staffs recommended adjustments to the Company’s 

proposal are reflected in the right hand column of the following table: 
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Description Company’s estimated Staff adjustments 
cost ($) ($1 

Site Demolition and Removal of Abandoned facilities at 10,000 10,000 

well sites 
$ 

Site Piping Well Site No. 6 

40 cubic yard concrete slabs for site equipment@ Well Nos. 

5 & 6  

2,500 feet of 12-inch pipelines between Well Nos. 6 & 7 

One 400,000-gallon storage tank@ Well site No. 6 

One 1,000-gpm transfer booster station @ Well site No. 6 

One 1,190 gpm Severn Trent adsorption arsenic treatment 

system @ Well site No. 6 

One 13,400 gallon steel backwash water holding tank @ 

Well site No. 6 

One 200 gpm Severn Trent adsorption arsenic treatment 

system @ Well site No. 5 

One 3,000 gallon PE backwash water holding tank @ Well 

site No. 5 

One 130KW diesel generator @ Well site No. 6 

Fencing, site grading work @ Well site No. 6 

Well Pump modification for Well Nos. 6 and 7 

Three hypochlorite chlorination units @? Well Nos. 5, 6 & 7 

Three sand separators @ Well Nos. 5 ,  6 & 7 

One 3,000 gallon pressure tank @ Well site No. 6 

Subtotal 

25% engineering & contingencies 

Total 

100,000 100,000 

14,000 14,000 

162,500 91,750 

325,000 0 

120,000 120,000 

500,000 500,000 

25,000 13,400 

104,000 

4,000 

80,000 

40,000 

15,000 

5,400 

2 1,000 

18,000 

1,558,900 

389,725 

1,948,625 

104,000 

3,600 

0 

40,000 

15,000 

0 

2 1,000 

12,000 

1,059,750 

2 64,93 8 

1,324,688 
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Staffs adjusted Arsenic Treatment Project amount total is $1,324,688, which is 

approximately $624,000 less than that proposed by the Company. 

6 

t 

CONCLUSIONS 

Q. 

A. 

Q. 
A. 

What are Staff‘s conclusions regarding the Las Quintas Serenas’ Arsenic Treatment 

Project? 

Based upon Staffs engineering evaluation of the Las Quintas Serenas proposal, Staff 

concludes that the Arsenic Treatment Project is appropriate and that for purposes of an 

ARSM the cost of arsenic treatment should be $1,324,688. Staff makes no determination 

of the capital improvements as “used and useful” at this time, but defers this determination 

until the Company files its next rate application. 

Does this conclude your pre-filed testimony? 

Yes, it does. 
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I. INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q- 
A. 

Please state your name, occupation, and business address. 

My name is Daniel Zivan. I am a Public Utilities Analyst 111 employed by the Arimna 

Corporation Commission (“ACC” or “Commission”) in the Utilities Division (“Staff ’). 

My business address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Public Utilities Analyst. 

I am responsible for the examination and verification of financial and statistical 

information included in utility rate applications. In addition, I develop revenue 

requirements, analyze financial information related to financings, sales of assets and other 

matters. I am also responsible for preparing written reports, testimonies, and schedules 

that include Staff recommendations to the Commission and testifying at evidentiary 

hearings on these matters. 

Please describe your educational background and professional experience. 

In 2001, I graduated from Arizona State University, receiving a Bachelor of Science 

degree in Global Business with a specialization in finance. My course of studies included 

classes in corporate and international finance, investments, accounting, and economics. In 

2005, after three years of working in financial analysis, financial operations and 

accounting, I accepted employment with the Commission as a Public Utilities Analyst in 

the Financial and Regulatory Analysis Section. I have attended seminars on rate design, 

rate making and fmancial modeling during my employment with the Commission. 
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Q. 

A. 

Q. 
A. 

During the course of your responsibilities of the Commission did 'ou analyze the 

applications from Las Quintas Serenas Water Company for financing and for a 

surcharge mechanism to recover costs for arsenic treatment? 

Yes I did. I prepared a Staff Report that describes my analysis and Staffs 

recommendations regarding LQS ' request for financing approval and for a surcharge 

mechanism related to arsenic. 

, 

Do you adopt that Staff Report as your testimony in this case? 

Yes. The attached Staff Report is my testimony for this case. 
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EXECUTIVE SUMMARY 
LAS QUINTAS SERENAS WATER CO. 

DOCKET NOS. W-01583A-04-0178, 
W-01583A-05-0326 AND W-01583A-05-0340 

Las Quintas Serenas Water Co. (“LQS” or “Applicant” or “Company”), an Arizona “Cy’ 
Corporation located in Sahuarita, Arizona, provides potable water services to approximately 826 
customers and standpipe water services to approximately 146 additional customers. LQS’s 
current rates were approved in Decision No. 67455, dated January 6,2005. 

LQS originally filed a financing application with the Arizona Corporation Commission 
(“Commission”), Docket No. W-0 1583A-05-0326, on March 7, 2005 requesting authorization to 
incur $1,789,375 of long-term debt from either Commerce Bank of Arizona (“Commerce”) or 
the Water Infi-astructure Financing Authority (“WIFA”) to finance the implementation of plant 
improvements that would reduce arsenic levels to comply with federal arsenic standards 
requiring that arsenic levels be reduced to 10 particles per billion (“ppb”) by January 23, 2006 
and plant improvements that are not arsenic-related. Then LQS filed a second application 
(Docket No. W-01583A-05-0339) requesting to re-open its previous rate case to consider its 
$1,789,375 financing and recovery of arsenic related operation and maintenance expenses. Then 
LQS filed a third application (Docket No. W-O1583A-05-0340) that reduced the financing 
request to only arsenic treatment facilities, which LQS asserted to be $1,648,750. Docket No. 
W-01583A-05-0339 was administratively closed and Docket Nos. W-01583A-05-0326 and W- 
01 583A-05-0340 were consolidated. 

LQS proposes to borrow $1,648,750 fi-om Commerce and then refinance with a loan from 
WIFA. LQS has submitted as part of its application an approval letter from Commerce stating 
that it has been approved for a 10-year amortizing loan in the amount of $1,650,000 with a fixed 
interest rate of 8.00 percent per annum. Closing costs for the Commerce loan are approximately 
$12,675. In contrast, the WIFA loan is 20-year amortizing with an estimated interest rate of 7.40 
percent per annum and has no closing costs. 

Staff has determined that the appropriate cost to construct LQS’s proposed plant 
improvements is $1,324,688. Staff concludes that authorization of a loan for $1,324,688 is 
appropriate to finance the arsenic treatment plant. Issuance of a 20-year $1,324,688 amortizing 
loan at 7.40 percent with the operating income authorized in Decision No. 67455 would result in 
a 0.19 times interest earned ratio (“TIER’) and a 0.52 debt service coverage ratio (“DSC”). A 
DSC of 0.52 demonstrates that LQS would not be able to meet debt obligations on such a loan 
with its existing rates. LQS would have even less ability to service debt on a 10-year amortizing 
loan. Accordingly, Staff concludes that approval of the Commerce loan is inappropriate. In 
order to provide LQS a pathway for servicing a 20-year loan, Staff recommends an arsenic 
removal surcharge mechanism (“ARSM”). 

An ARSM does not authorize the collection of surcharge revenue; however, it provides a 
method for determining the surcharge amount necessary to pay debt service obligations and 
additional income taxes that would result from the surcharge revenue. An ARSM requires LQS 

W-01583A-04-0178, W-01583A-05-0326 and W-01583A-05-0340 



financing. Staff calculated an estimated monthly surcharge of $12.85 for a 5/8x3/4-inch meter 
customer based on debt financing in the amount of $1,324,688. 

LQS’s existing capital structure is composed of 100 percent equity. A $1,324,688 20- 
year amortizing loan at 7.40 percent would result in a capital structure composed of 1.7 percent 
short-term debt, 75.9 percent long-term debt and 22.3 percent equity. The resulting highly 
leveraged capital structure could restrict LQS’s ability to obtain additional debt financing, may 
result in less favorable terms for future financing and places upward pressure on rates. , 

Staff concludes that authorization for the Company to issue long-term debt to WIFA in an 
amount not to exceed $1,324,688 for the purposes stated in the application would be lawful and 

, within LQS’s corporate powers, compatible with the public interest, consistent with sound 
financial practice and would not impair its ability to provide services if an ARSM is adopted. 

Staff recommends authorization for the Company to issue long-term debt to WIFA in an 
amount not to exceed $1,324,688 only if Staffs recommended ARSM is approved. 

Staff recommends denial of the Company’s request to borrow any hnds  from Commerce. 

Staff further recommends granting no provision for operation and maintenance expense 
(,‘O&M”) in this proceeding because the amount is not known and measurable, any unrecovery 
of O&M is offset by anticipated surcharge profits and is consistent with the Commission’s 
normal practice. 

W-01583A-04-0178, W-01583A-05-0326 and W-01583A-05-0340 



TABLE OF CONTENTS 

PAGE 

Introduction ..................................................................................................................................... 1 

Background ..... .... . . .. .. .. .. .... .. .. ... . .. . . ... .. ... .. . . .. . . .. .. . . .. . .. . .. . . . . .. . . . . . ... .. . . .. . . .. .. . . .. . .. .. .. .. . .. .. . . .. .. .. .. .. .. . . .. ... .. . 1 

Purpose of Financing ...................................................................................................................... 1 

Descnption of Proposed Financing .............................. ..................................................... .............. 1 

. Financial Analysis ........................................................................................................................... 2 

' Compliance ..................................................................................................................................... 4 
. '  Engineering Analysis ...................................................................................................................... 4 

Operating and Maintenance Expenses ..._..... .. ..... . ..... ........ ............. ................................................... 4 
Staff Conclusions and Recommendations . . . . . ... . . .. . . .. . .. . . .... . ... .. . .. . . . . . ..... .. ... . . .. .... .. .... . .. .. .. . . .. . . . . ... . ... . 4 

. .  

.. 
_. 

. .  . 

SCHEDULES 

SELECTED FINANCIAL DATA WITH IMMEDIATE EFFECTS OF THE RECOMMENDED DEBT AND 
ARSM SURCHARGE ......................................................................................................................... Schedule DTZ -1 

CALCULATION OF ARSM SURCHARGE REVENUE REQUIRED TO PRESERVE CASH FLOW WITH WIFA 
LOAN ....._....... .. . .. .. . .. . . . .. .... . .. .. ...__.. ........ .. ..... .... . ... .... .. .. .. . .... .. . ... ... .. . ... ...... ... ... . . .... . .... . .._.._.... . ....... .. . ..... Schedule DTZ -2 

CONVERSION FACTOR TABLE ........................................................................................................ Schedule DTZ -3 

ATTACHMENTS 

EXHIBIT A 

W-01583A-04-0178, W-01583A-05-0326 and W-01583A-05-0340 



Las Quintas Serenas Water Co. 
Docket Nos. W-01583A-04-0178 et al. 
Page 1 

INTRODUCTION 

Las Quintas Serenas Water Co. (“LQS” or “Applicant” or “Company”), an Anzona “Cy’ 
Corporation located in Sahuarita, Arizona, filed an application for fmancing with the Arizona 
Corporation Commission (“Commission”) on March 7, 2005. LQS proposes to borrow 
$1,648,750 from Commerce Bank of Arizona (“Commerce”) and then refinance the debt with a 
loan fi-om the Water Infrastructure Financing Authority (“WLFA”). The loan proceeds will be 
used to fund implementation of water system improvements in order to comply with the Safe 

. Drinking Water Act which requires that arsenic levels be reduced to 10 particles per billion 
1 (“ppb”) by January 23, 2006. The Company also requests to recover an estimated $21,000 

annually of operations and maintenance expense related to the proposed arsenic removal 
facilities. 

, 

_ _  

BACKGROUND 

LQS is an Arizona “C” Corporation that provides potable water services to approximately 
826 customers and standpipe water services to approximately 146 additional customers. LQS’ 
current rates were approved in Decision No. 67455, dated January 6, 2005. On January 23, 
2001 , the Environmental Protection Agency (“EPA”) reduced the drinking water maximum 
contaminant level of arsenic from 50 ppb to 10 ppb. All community water systems are required 
to comply with the new federal rule by January 23,2006. 

LQS originally filed a financing application, Docket No. W-O1583A-05-0326, on March 
7, 2005, requesting authorization to incur $1,789,375 of long-term debt to finance the 
implementation of plant improvements that would reduce arsenic levels to comply with the new 
federal rule and plant improvements that are not related to arsenic. Then LQS filed a second 
application’ requesting to re-open its previous rate case to include consideration of its 
$1,789,375 financing. Then LQS filed a third application’ requesting to re-open its previous rate 
case only for consideration of financing related to arsenic removal, which LQS asserted to be 
$1,648,750. The Docket for the second application was administratively closed and Docket Nos. 
W-0 158312-05-0326 and W-015 83A-05-0340 were consolidated. 

PURPOSE OF FINANCING 

The purpose of the financing is to provide LQS with sufficient funds to construct arsenic 
treatment equipment necessary to comply with EPA arsenic standards. 

DESCRIPTION OF PROPOSED FINANCING 

LQS proposes to borrow $1,648,750 from Commerce and then refinance the debt with a 
WIFA loan. In essence, the Company proposes to use the Commerce debt as a bridge loan3 The 

’ Docket No. W-01583A-05-0339 
Docket No. W-01583A-05-0340 
Direct testimony of Ronald L. Kozoman; Page 1 1, Line 14 

W-0 1583A-04-0 178, W-0 1583A-05-0326 and W-01583A-05-0340 
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Closing Costs 

Amortization Period 
Average Monthly Payment 

Interest Rate 

Commerce loan would be amortized over a period of 10 years and have a fixed interest rate of 
8.00 percent per annum. Additionally, Commerce would charge a fee of $300 to process 
documentation as well as a loan origination fee of .75 percent which would amount to $12,375. 
In total, LQS would incur $12,675 of closing costs should it obtain the proposed financing fiom 
Commerce. The WIFA loan would be amortized over a period of 20 years and would have a 
fixed interest rate of approximately 7.40 percent per annum, equal to the prime rate (7.25 percent 
as of January 20, 2006) plus 200 basis points multiplied by .80. No closing costs are applicable 
to the WIFA loan. 

WIFA  LO^^ Commerce LOX? 
$0 $12,675 

20 years 10 years 
$10,672 $16,072 

7.40% 8.00% 

‘ FINANCIAL ANALYSIS 

Staff has concluded that the construction cost for the proposed plant improvement is 
$1,324,688 (see Engineering Analysis). Accordingly, Staffs financial analysis is based on that 
amount of debt issuance. Table 1 presents a summary of the WIFA and Commerce loan options. 

TABLE 1 

Schedule DTZ-1, Column A, presents financial information that reflects Decision No. 
67455 and shows a capital structure composed of 100 percent equity. Column C is the same as 
Column A modified to reflect the issuance of Staffs recommended debt in the amount of 
$1,324,688. Issuance of the recommended debt would produce a 0.19 times interest earned ratio 
(“TER’) and a 0.52 debt service coverage ratio (“DSC”). A DSC of 0.52 demonstrates that 
LQS would not be able to meet all of its obligations with its existing operating income. 

The TIER represents the number of times earnings cover interest expense on long-term 
debt. A TIER greater than 1.0 means that operating income is greater than interest expense. A 
TIER less than 1.0 is not sustainable in the long term but does not mean that debt obligations 
cannot be met in the short term. 

The DSC represents the number of times internally generated cash will cover required 
principal and interest payments on long-term debt. A DSC greater than 1.0 indicates that 
operating cash flow is sufficient to cover debt obligations. A DSC less than 1.0 means that debt 
service obligations cannot be met by cash generated from operations and that another source of 
funds is needed to avoid default. 

Payment calculated with a loan amount of $1,324,688, an interest rate of 7.5 percent and a loan amortization of 20 
years. ’ Payment calculated with a loan amount of $1,324,688, an interest rate of 8 percent and a loan amortization of 10 
years. 

W-0 1583A-04-0 178, W-01583A-05-0326 and W-01583A-05-0340 
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The Commission has previously authorized an ARSM to assist small water utilities to 
obtain debt financing they could not otherwise service for arsenic treatment plant. An ARSM 
provides a method for determining the surcharge amount necessary to pay debt service 
obligations on any authorized financing and the additional income taxes resulting fiom the 
surcharge revenue. An ARSM does not authorize the collection of surcharge revenue. An , 
ARSM requires LQS to file a separate surcharge request for the Commission’s consideration 
after it obtains any authorized financing. Staff concludes that an ARSM is necessary for the 
Applicant to obtain sufficient financing for capital improvements needed to meet the 10 ppb 

. maximum contarninant level for arsenic. 

Schedule DTZ-2 presents a calculation of the additional annual revenue needed by LQS 
to service a $1,324,688 WIFA loan and to maintain the same level of cash flow resulting from 
Decision No. 674556. The Applicant would need additional revenue in the amount of $29,715 
for principle repayments, $98,344 for interest expense and $12,241 for income taxes for a total of 
$140,300. 

Schedule DTZ-1 Column E shows that $140,300 of additional revenue would produce a 
1.61 TIER and a 1.61 DSC with a $1,324,688 WIFA loan. A DSC of 1.61 demonstrates that 
LQS would be able to meet all of its obligations. Column E also shows that the pro forma capital 
structure that would result fiom this loan is highly leveraged consisting of 1.7 percent short-term 
debt, 75.9 percent long-term debt and 22.3 percent equity. 

A highly leveraged capital structure is a concern for Staff because it restricts a utility’s 
ability to obtain additional debt financing, may result in less favorable terms for future financing 
and places upward pressure on rates. However, there are no other known alternatives available 
to LQS to finance the implementation of the necessary arsenic removal facilities. LQS needs the 
arsenic treatment facilities to comply with the Safe Drinking Water Act’s new arsenic levels and 
to deliver safe water. 

Table 1 above shows that the monthly payment on the Commerce loan is $5,400 ($16,072 
- $10,672) greater than the WIFA loan. Meeting the debt service on the lower cost WIFA loan 
can only be achieved via a surcharge. The Applicant does not have sufficient cash flow for the 
WIFA loan and requires a surcharge to meet debt service requirements. The Commerce loan 
would require a larger surcharge than the WIFA loan. In addition, obtaining the Commerce loan 
requires incumng closing costs of $12,675. The closing costs significantly increase the cost for 
a temporary bridge loan. The principal portion of the debt service, which is anticipated to be 
covered by a surcharge, represents profit to the Applicant. A surcharge for the Commerce loan 
includes a higher principal component than would a surcharge for the WIFA loan. This 
additional surcharge represents a windfall profit that is unnecessary for customers to pay. In 
addition, refinancing the surcharge would call for resetting the surcharge to a level for the WIFA 
loan, an undesirable regulatory complication. Accordingly, Staff concludes that the Commerce 
loan is inappropriate. 

Assuming continuation of the operating revenue and expenses authorized in Decsion No. 67544. 

W-0 1583A-04-0178, W-0 1583A-05-0326 and W-01583A-05-0340 
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Staff calculated an estimated monthly surcharge of $12.85 for a 5/8x3/4-inch meter ’ 

customer based on debt financing in the amount of $1,324,688. Staffs surcharge calculation 
methodology and the resulting estimated surcharges for other meter sizes is presented in E h b i t  
A. 

COMPLIANCE 

There are no compliance issues with Las Quintas Serenas Water Co. 

- ENGINEERING ANALYSIS 

_. Staffs Engineering analysis is presented in the attached memorandum. Staff reviewed 
the material cost estimates to construct the proposed plant improvements. Staff concludes that 
the appropriate cost to construct LQS’s proposed plant improvements is $1,324,688. Staff makes 
no “used and useful” determination in this proceeding. Treatment of the proposed plant 
improvements for rate-making purposes is deferred to a future rate proceeding. 

OPERATING AND MAINTENANCE EXPENSES 

The Commission’s normal practice is not to allow operating and maintenance expense 
(“O&M’) related to arsenic treatment when an AFSM is established. The amount of O&M is 
not known and measurable. Further, any under-recovery of O&M by the Applicant would be 
offset by the recovery of the principal portion of the loan included as a component of the 
anticipated surcharge. Accordingly, Staff concludes that no provision for recovery of O&M 
should be granted in this proceeding. 

STAFF CONCLUSIONS AND RECOMMENDATIONS 

Staff concludes that the construction of arsenic removal equipment is necessary for LQS 
to comply with the Safe Drinking Water Act’s new arsenic level of 10 ppb effective January 23, 
2006 and that $1,324,688 is a reasonable estimated‘cost. 

Staff concludes that the proposed use of b d s  is appropriate and that LQS’ current rates 
are insufficient to service the recommended debt. 

Staff concludes that an arsenic removal surcharge mechanism should be adopted to 
provide the Applicant with a method for determilzing the surchxge amount necessary to pay debt 
service obligations on any authorized financing and the additional income taxes resulting from 
the surcharge revenue. 

Staff concludes that authorization to issue $1,324,688 of debt to WIFA would be lawful 
and within the corporate powers of the Applicant, compatible with the public interest, consistent 
with sound financial practices, and would not impair LQS’s ability to provide service if an 
arsenic removal surcharge mechanism is adopted. 

W-0 1583A-04-0 178, W-01583A-05-0326 and W-01583A-05-0340 
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Staff recommends authorizing an arsenic removal surcharge mechanism in order to 
provide LQS with a mechanism for applying for a surcharge to meet debt sewice requirements 
associated with the proposed financing. 

Staff recommends that LQS be required to file the arsenic surcharge filing within 15 days 
of the loan closing. t 

Staff further recommends that LQS be required to calculate its proposed surcharge tariff 
using the actual loan principal and interest components and the same methodology that Staff - 

* used to determine the estimated surcharge mount  (Exhibit A). 
_ _  

Staff further recommends denial of the request to obtain financing from Commerce. 

Staff further recommends authorizing the Company to engage in any transactions and to 
execute any documents necessary to effectuate the authorizations granted. 

Staff further recommends denial of the Company’s request to recover $21,000 in annual 
operations and maintenance expense. 

W-01583A-04-0178, W-01583A-05-0326 and W-01583A-05-0340 



Las Quintas Serenas Water Company 
Docket No.3 W-01583A-05-0326 and W-01583A-05-0340 

Test Year Ended September 30,2003 

Schedule DTZ-1 

INCOME STATEMENT 

Operating Revenue 
Surcharge 
Total Revenue 

Selected Financial Data with Immediate 
Effects of the Recommended Debt with ARSM Surcharge 

ACC Decision Pro Forma ACC Decision No. 67455 Pro Forma Pro Forma 
No. 67455 Change including long-term debt Change Result 

$ 295.613 $ 295,613 $ 295,613 
$ 140,300 140,300 

295,613 295,613 140,300 435,913 

[AI [el [CI [Dl [El 

Income taxes 3,458 3.458 12.241 15,699 
Other Operatmg Expenses 277,353 277,353 277,353 
Tbtal Operating Expenses 280.811 280,811 12.241 293,052 

Operating Income 14,802 14.802 128,059 142,861 

Interest Expense 98.344 98,344 98.344 

Net Income 14.802 (83.542) 128.059 44,517 

Principal Repayment 29,715 29,715 29,715 

TIER (Interest Coverage) 

DSC 

NIA 

N/A 

0.19 

0.52 

1.61 

1.61 

Short-term Debt $ 0% $ 29,715 1.7% $ 29.715 1.7% 

Long-term Debt $ 0% $ 1,294,972 75.9% $ 1,294,972 75.9% 

Common Equity $ 380,401 100% $ 380.401 22.3% $ 380.401 22.3% 

Total Capital $ 380.401 100% $ 1,705.089 100.0% $ 1,705,089 100.0% 

[A] Operating income approved in Decision No. 67455 
p ]  Interest expense and principal repayment from DTZ-2 
[C] Operating income approved in Decision No. 67455 with effect of recommended long-term debt 
[D] ARSM surcharge revenue and incremental income taxes from DTZ-2 
[E] Operating income approved in Decision No. 67455 with effects of recommended long-term debt and ARSM surcharge revenue 



Las Quintas Serenas Water Company 
Docket No.3 W-01583A-05-0326 and W-01583A-05-0340 
Test Year Ended September 30,2003 

Line No. 

Schedule DTZ-2 

CALCULATION OF ARSM SURCHARGE REVENUE REQUIRED TO PRESERVE CASH ' 
FLOW WITH W IFA LOAN 

1 
2 Gross Revenue Conversion Factor 
3 
4 
5 
6 
7 

Annual Principal Payment on the Loan 

Increase in Revenue Due to Principal Payment [LI X L2] 
Annual Principal Payment on the Loan [LI]  
Incremental Income Taxes [L3 - L4] 
Annual Interest Payment on the Loan 
Debt Service Component of Incremental Revenue [LI +L6] 

- .  8 Total Incremental Revenue Requirement [L5 + L7] 

$ 29,715 
1.4120 

$ 41,957 
$ 29,715 
$ 12,241 
$ 98,344 
!§ 128,059 
$ 140,300 



Las Quintas Serenas Water Company 
Docket No.'s W-01583A-05-0326 and W-01583A-05-0340 

Schedule DTZ-3 

Test Year Ended September 30,2003 
TABLE A 

Conversion Factor Table (Based on a 20-year Loan) 



Las Quintas Serenas Water Co. 
Docket No. W-01583A-05-0326 and W-01583A-05-0340 
Application for Financing 

Exhibit A 

Instructions to  Calculate the Annual Surcharge Revenue Requirement on the Loan 

Step 1. Find the Annual Payment on the Loan 
Refer to Table A, the Conversion Factor Table. Reading the table from top to bottom, 
find the interest rate in column A that is equal to the stated annual interest rate of the 
loan. Reading across the table, find the Annual Payment Conversion Factor in Column B 
that corresponds with the loan interest rate (in the event that the loan interest rate is 
different fiom the interest rates in Table A, use the next higher interest rate that can be 
found in Table A). Multiply that annual payment conversion factor by the total amount 
of the loan to calculate the annual debt service on the loan. 

Annual payment conversion factor 
(*) Times total amount of the loan 
(=) Equals annual debt service on the loan 

_. 

Step 2. Find the Annual Interest Payment on the Loan 
Refer to Table A and find the annual interest payment conversion factor in Column C that 
corresponds with the stated annual interest rate of the loan. Multiply the annual interest 
payment conversion factor by the total amount of the loan to calculate the annual interest 
expense on the loan. 

Annual interest payment conversion factor 
(*) Times total amount of the loan 
(=) Equals annual interest expense on the loan 

Step 3. Find the Annual Principal Payment on the Loan 
Refer to Table A and find the annual principal payment conversion factor in Column D 
that corresponds with the stated annual interest rate of the loan. Multiply the annual 
principal payment conversion factor by the total amount of the loan to calculate the 
annual principal payment on the loan. 

Annual principal payment conversion factor 
(*) Times total amount of the loan 
(=) Equals annual principal payment on the loan 



Las Quintas Serenas Water Co. 
Docket No. W-01583A-05-0326 and W-01583A-05-0340 
Application for Financing 

Step 4. Find the Gross Revenue Conversion Factor* (GRCF) 
The GRCF calculated below is used in step 5. 

1 
GRCF = 

1 - Effective incremental income tax rate' 

Exhibit A 

1 1 
1 - - GRCF = 

1 - 0.2918 
1 

= 1.4120 
0.7082 

_ _  Step 5.  Find the Incremental Income Tax Factor 
The incremental income tax factor is calculated below: 

Incremental Income Tax Factor = GRCF - 1 

= 1.4120 - 1 

= 0.4120 

Step 6. Find the Annual Income Tax Component of the Surcharge Revenue 
Multiply the incremental income tax factor by the annual principal payment on the loan 
determined in step 3 to calculate the income tax component of the annual surcharge 
revenue . 

Incremental income tax conversion factor 
(*) Times the annual principal payment on the loan 
(=) Equals the annual income tax component of the annual surcharge revenue 

Step 7. Find the Debt Service Component of the Annual Surcharpe Revenue 
Add the annual interest expense on the loan determined in step 2 to the annual principal 
payment determined in step 3. The sum is the debt service component of the annual 
surcharge revenue. 

Annual interest payment on the loan 
(+) Plus annual principal payment 
(=) Equals the debt service component of the annual surcharge revenue 

' The gross revenue conversion factor indicates the incremental revenue required to increase operating 
income by one dollar. 

incremental income tax rate of 29.1762%. 
The effective income tax rate represents the effective tax rate on the incremental income. Use the effective 
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Col B 
NARUC Meter 

Capacity 
Multiplier 

Exhibit A 

Col c Col D Col E 

Number of Months In Bills 
Customers Year Col B x C x D 

Number of Equivalent 

Step 8. Find the Total Annual Surcharge Revenue Requirement Needed for the Loan. 
Add the annual income tax component determined in step 6 to the annual debt service 
component determined in step 7. The sum equals the annual surcharge revenue 
requirement for the loan. 

1.5 
2.5 

Annual income tax component of the surcharge revenue 
(+) Plus annual debt service component of the surcharge revenue 
(=) Equals the total annual surcharge revenue requirement for the loan 

0 12 0 
0 12 0 

. Instruction for Step 9 
3 Step 9. Find the equivalent bills. 

Multiply the NARUC meter capacity multiplier by the number of current customers and 
by the number of months per year. The sum of the products equals the equivalent bills. 

' 

8 

Result 

0 I12 0 

Col A 

Meter 
Size 

5 1 8 " ~  314" 
Meter 

25 
50 

3 14" Meter 
1 'I Meter 

0 12 0 
0 12 0 

1%'' Meter 
2" Meter 
3" Meter 
4" Meter 
6" Meter 

1 
O / 1 2  

0 

5 I o  I 12 I 0 

15 I 0 I12 I 0 I 

Instruction for Step 10 
Step 10. Find the monthly surcharge for 518" x 314" customers. 
Divide the result obtained in step 8 by the number of equivalent bills calculated in step 9 
to obtain the monthly surcharge for 518" x 314'' customers. 

Result 
$140,300 

+ 10,920 Number of equivalent bills 
$ 12.85 Total monthly surcharge for 5/8" x 314" customers 

Total annual surcharge revenue requirement for the loan (Step 8) 
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Col A 

Meter 

Exhibit A 

Col B Col c Col D 
NARUC Meter 5/8" x 3/4" Surcharge by 

Capacity Customers' Meter Size 

Instruction for Step 11 
Step 1 1. Find the monthly surcharge for remaining meter size customers. 
Multiply the Result obtained in step 10 by the NARUC meter capacity multipliers to 
obtain the monthly surcharges for all other meter sizes. 

Size Multiplier Surcharge C o l B x C  
5/8"x 3/4" I 1 $0.00 $ 0.00 
Meter 
3/4" Meter 
1" Meter 
1 ?4" Meter 

1.5 $0.00 $ 0.00 
2.5 $0.00 $ 0.00 
5 $0.00 $ 0.00 -~ 

2" Meter 
3" Meter 

8 $0.00 $ 0.00 
15 $0.00 $ 0.00 

4" Meter 
6" Meter 

25 $0.00 $ 0.00 
50 $0.00 $ 0.00 



. -  

Las Quintas Serenas Water Co. 
Docket No. W-01583A-05-0326 and W-01583A-05-0340 
Application for Financing 

Exhibit A 

Example 

Loan amount: $1,324,688 
Term: 20 years 
Stated Annual Interest Rate: 7.50% 

Instruction for Step 1 
Step 1. Find the Annual Payment on the Loan 
Refer to Table A, the Conversion Factor Table. Reading the table from top to bottom, 
find the interest rate in column A that is equal to the stated annual interest rate of the 
loan. Reading across the table, find the Annual Payment Conversion Factor in Column B 
that corresponds with the loan interest rate (in the event that the loan interest rate is 
different from the interest rates in Table A, use the next higher interest rate that can be 
found in Table A). Multiply that annual payment conversion factor by the total amount 
of the loan to calculate the annual debt service on the loan. Rounding errors may occur. 

. 

-. 

Result 

x $1,324,688 Total loan amount 
0.0967 Annual Payment Conversion Factor (Table A, Line 17, Column B) 

$ 128,097 Annual loan payment 

Instruction for Step 2 
Step 2. Find the Annual Interest Payment on the Loan 
Refer to Table A and find the annual interest payment conversion factor in Column C that 
-corresponds with the stated annual interest rate of the loan. Multiply the annual interest 
payment conversion factor by the total amount of the loan to calculate the annual interest 
expense on the loan. Rounding errors may occur. 

Result 

x $1,324,688 Total loan amount 
0.0742 Table A, Line 14, Column C 

$ 98,344 Annual interest expense 

Instruction for Step 3 
Step 3. Find the Annual Principal Payment on the Loan 
Refer to Table A and find the annual principal payment conversion factor in Column D 
that corresponds with the stated annual interest rate of the loan. Multiply the annual 
principal payment conversion factor by the total amount of the loan to calculate the 
annual principal payment on the loan. Rounding errors may occur. 

Result 

x $1,324,688 Total loan amount 
0.0224 Table A, Line 14, Column D 

$ 29,715 Annual principal payment 
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:I' 

Exhibit A 

Instruction for Step 4 
Step 4. Find the Gross Revenue Conversion Factor (GRCF) 
The GRCF calculated below is used in step 5 .  

Result 

GRCF = 
1 

1 - Effective incremental income tax rate 

1 - - 1 
_. ' GRCF = 

1 - 0.2918 0.7082 

Instruction for Step 5 
Step 5.  Find the Incremental Income Tax Factor 
The incremental income tax factor is calculated below: 

Result 
Incremental Income Tax Factor 

Instruction for Step 6 
Step 6.  Find the Annu 1 Incom 

= GRCF - 1 

= 1.4120 - 1 

= 0.4120 

= 1.4120 

- T x Component of the Surcharge Revenue 
Multiply the incremental income tax factor .by the annual principal payment on the loan 
determined in step 3 to calculate the income tax component of the annual surcharge 
revenue. Rounding errors may occur. 

Result 
0.4120 

x $29,7 15 
$12,242 

Incremental income tax factor (Step 5 )  
Annual principal payment 
Annual income tax component of the annual surcharge revenue 

Instruction for Step 7 
Step 7. Find the Debt Service Component of the Annual Surcharge Revenue 
Add the annual interest expense on the loan determined in step 2 to the annual principal 
payment determined in step 3. The sum is the debt service component of the annual 
surcharge revenue. 
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Col A 

Meter 
Size 

518"x 314" 
Meter 

Exhibit A 

Col B Col c Col D Col E 
NARUC Meter Number of Equivalent 

Capacity Number of Months In Bills 
Multiplier Customers Year Col B x C x D 

1 754 12 9,048 

Result 

+ $29,715 Annual principal payment (Step 3) 
$98,344 

$128,059 

Annual interest expense (Step 2) 

Debt service component of the annual surcharge revenue 

Total 

Instruction for Step 8 
Step 8. Find the Total Annual Surcharge Revenue Requirement Needed for the Loan. 
Add the annual income tax component determined in step 6 to the annual debt service 
component determined in step 7. The sum equals the annual surcharge revenue 

\ 

. requirement for the loan. 

Result 
$12,24 1 

+ $128.059 
$140,300 

Annual income tax component (Step 6 )  
Debt service component (Step 7) 
Total annual surcharge revenue requirement for the loan 

10,920 

Instruction for Step 9 
Step 9. Find the equivalent bills. 
Multiply the NARUC meter capacity multiplier by the number of current customers and 
by the number of months per year. The sum of the products equals the equivalent bills. 

Result 



Las Quintas Serenas Water Co. 
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Col A 

Meter 
Size 

518”~ 314” 
Meter 
3/4“ Meter 
1”Meter 
1 % I 1  Meter 

Exhibit A 

Col B Col c Col D 
NARUC Meter 5/8” x 3/4” Surcharge by 

Capacity Customers’ Meter Size 
Multiplier Surcharge C o l B x C  

1 $12.85 $ 12.85 

1.5 $12.85 $ 19.28 
2.5 $12.85 $ 32.13 
5 $12.85 $ 64.25 

Instruction for Step IO 
Step 10. Find the monthly surcharge for 5/23” x 314” customers. 
Divide the result obtained in step 8 by the number of equivalent bills calculated in step 9 
to obtain the monthly surcharge for 518” x 314” customers. 

2” Meter 
3” Meter 

Result 
$140,300 
f 10,920 
$ 12.85 

8 $12.85 $ 102.80 
15 $12.85 $ 192.75 

Total annual surcharge revenue requirement for the loan (Step 8) 
Number of equivalent bills 
Total monthly surcharge for 518” x 314” customers 

4” Meter 
6”Meter 

3 Instruction for Step 11 
Step 1 1. Find the monthly surcharge for remaining meter size customers. 
Multiply the Result obtained in step 10 by the NARUC meter capacity multipliers to 
obtain the monthly surcharges for all other meter sizes. 

25 $12.85 $ 321.25 
50 $12.85 $ 642.50 
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W-0 1583A-05-0340 A7 CCZP c  ENOR OR JOHN GAY'S LAS QUINTAS SERENAS WATER co. 

PAPERS 

1. 

2. 

8 Page letter with comments on the L.Q.S. system & various exhibits. 

Exhibit G - 1 Before the Az. Corp. Comm. - PROCEDURAL ORDER 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 

12. [-I 

G - 2 Steve Gay, Operator/Manager 12/29/05 report. 

G - 3  

G - 4  

G-5 

G-6 

G-7 

G - 8  

G-9 

G- 10 

Resolved ... reopen rate case ...... Further Resolved ..... 

John Gay 2/20/05 Comparison of costs of Arsenic 
units at each well with combined of 6 8 7 at Well 6 

Miller Brooks 7/1/05 Plans, Costs, etc for Arsenic 
treatment at each well. ( S h o v f )  

John Gay 1 /20/06 letter to other Directors & 
Interested parties - need $1 80,OOO savings per year 
to make combined at #6 as cost effective as arsenic 
units at each well. 

John Gay 9/14/05 letter to Judge Rodda asking for 
Intervention to try to stop out of control spending by 
L.Q.S. Board of Directors majority. 

John Gay 1 /9/06 letter to other Directors & 
Operation people -Money problems, When 
Manager leaves, New well possibility, etc. 

John Gay 4/18/05 letter to Mike Redmond, PDEQ 
Minimun storage, $600,000 Arsenic vs $1,789,375 

3 pages Ron Kozornan's exhibits to show 21 9.90% 
increase in rates for some customers. 

G - 1 1 John Gay trying to use Westland's figures to 
compare costs of Arsenic units at each well 
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I N D EX (CO NTI N U E D) 

with combined of 6 & 7 at well 6 

13. Exhibit G - 12 Manager showing L.Q.S. savings of $40,200 
per year because we use Elec. Interrupt Service 
(Watch what do in future so do not loose this.) 

1-25-06 DOC 



1241 W. Calle De La Plaza 
Sahuarita, Az. 85629 
January 22,2006 
Phone (520) 625 - 3327 

Arizona Corporation Commission 
Docket Control ? 
400 W. Congress, Tucson, Az. 
(I do not know how to address this letter. I phoned 628-6550 on Jan. 12, 
2006 and Reg Lopez told me to deliver to Suite 21 8 in the North Building 
and he would distribuite as required.) 

INTERVENOR’S PAPERS 8 DOCUMENTS FOR DOCKET NO. W-0158A-04-0178, 
W - 0 1 58A - 05- 0326, and W -0 1 583A -05 -0340 

1. 
it states near the bottom of Page 3 “The exact type of recovery 
mechanism has not yet been defined.” I therefore believe that if I can 
show the Commission that my idea has merrit it may be approved. 

2. 
January 1 , 2005 the Commission was very definite on what and when 
L.Q.S. had to do about arsenic and we were to be in compliance on 
January 23,2006. I have never had any information in writing that this 
date was being extended. In fact, I even heard that there might be fines, 
etc. if we were not in compliance. My voting as a Director of L.Q.S. was 
based on this written order. 

In my Exhibit G-1 (Before the Az. Corp. Comm. --PROCEDURAL ORDER) 

7, 
On the Decision ,67455fhat the Commission ordered to be effective 

\ _*,- 

In Exhibit G-2 (Steve Gay, Operator/Manager 12/29/05 report to the 
Directors) under 4. Arsenic ADEQ time frame: Steve says he talked to 
John Calkins (I don’t know his title, or whom he is with), and at our 
Directors meeting of 1-1 9-06 Steve spoke about our extension time for 
being in compliance. He states, “For LQS it will mean that in the 1 st qtr. of 
2007 ADEQ will have our Point of Entry’s (POE’S) sampled for arsenic . . . . . . . ’ I  

So I have some hear-say information now, but I still do not have anything 
written by the Commission saying we have an extension in time for 
compliance. So again, this lack of written orders from the Commission has 
influenced my voting as a Director. 



January 22,2006 Page 2 

3. 
Resolved ..... long-term indebtedness ........ etc. ) on April 27, 2005 I voted 
as a Director for this resolution. All five resolutions were in general terms 
to get the ball rolling with the Commission, and nothing tied us down to a 
particular plan so I was in favor of the 5 resolutions. 

In my Exhibit G-3 (Resolved ... reopen rate case, Be It Further 

ARSENIC TREATMENT PROPOSALS 

A. Phelps Dodge paid Malcolm Pirnie and they came up with four 
alternatives which ranged in capital costs from $1,080,000 to $1,280,000 
with annual operation and maintenance costs from $1 66,000 to $31 8,000. 
On two of the alternatives they assumed turnkey media replacement of 
twice a year. They did mention in three of the alternatives, “BJending will 
assist in controlling sulfate, it it becomes an issue.” Sulfates are an issue in 
the water company that adjoins us on the south so I do not know if this is 
why Phelps Dodge had this report done. In any case, they weren’t 
considered partly because their 0 & M annual costs were so high. 
(In Commission’s Docket W-0158A-04-0178 and in Decision 67455 of Jan. 
1,2005 “Staff has calculated a preliminary estimate of arsenic removal 
costs for LQS’s system using ADEQ Arsenic Master Plan (“AMP”). Staff’s 
estimate includes $1 86,992 in capital costs, $1 24,122 for annual 
operations and maintenance costs and $28,049 in engineering costs. 
However, we make no finding in this Decision as to the reasonableness of 
Staff’s estimates or any costs that may be incurred by LQS to meet the 
new arsenic MCLs.”) 

B. Steve Gay went to a lot of meetings on the subject, talked to sales 
people and engineers, and on Sept. 27,2004 Kaycee, Steve, and I went to 
Mesa to a big show where the vaious companies had displays and 
engineers to explain and answer questions. L.Q.S. even joined an 
organization which was working on the subject. 

c. 
to do engineering to assist with the arsenic removal. 

On January 10,2005 we signed a contract with Westland Resources 

D My notes show I received on 2-1 6-05 Westland’s February 2005 
report “LAS QUINTAS WATER COMPANY DRAFT WATER SYSTEM MASTER 
PLAN .” 
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My G-4 Exhibit goes into great detail showing costs of a arsenic system 
with units at each well for $580,000 over all, compared to Westland’s 
central arsenic plan costing $1,279,000 or $1,598,750. You will note I 
sent copies of this on February 20,2005 to Westland, Mike Wood, and 
Rohn Householder. I have never received any phone calls back 
questioning these facts, or anything in writing. As I recall, (and Steve Gay 
also recalls it, and I do not know about Kaycee) at a Directors meeting 
after they had copies of G-4 Rohn said, “Oh, that is just the salesman 
talking.’’ It is not important whether Rohn said anything, but I thought he 
did, so my wife and I hired the engineering firm Miller Brooks 
Environmental, Inc. to see what they might come up with. 

On June 7,2005 I sent Miller Brooks an advance of $1,000 and signed 
the paper work for them to do the engineering for Exhibit G-5. We paid 
them over $7,000 total and I think they did a fine job. (Some years ago I 
worked for the U.S. Navy doing engineering upgrading mostly on 
submarines. I would pull the plans of the particular submarine, make my 
drawings and list of materials and when this was approved the material 
would be purchased. All this time the submarine could be at sea half 
the world away. The submarine was scheduled into the Sun Francisco 
Naval Shipyard for the modifications after all plans were done and 
material purchased and in the Shipyard’s warehouse. So with that 
experience I did the same sort of thing with Miller Brooks. I took photos 
and made drawings so they did not have to come from Phoeniox to LQS 
property. ) Miller Brooks Environmantal’s design was, I felt, far superior to, 
and much more practical than Westland’s design, and could be put in for 
about one half of the cost. 

One notes when compring Exhibits G-4 and G-5 that on Well #7 both 
are using Model EAS-3008 but the price quotd on G-4 was only good until 
22 June 04, and on G-5 the price was more and good until 13 May 05. 
The G-4 price was for $229,000 and the G-5 for $243,000. That is one of 
the reasons I had $580,000 for G-4 and Miller Brooks has $71 2,000 for G-5. 

COST COMPARISON BETWEEN CENTRAL UNIT AND AT EACH WELL 

5. ’ Applicant’s Exhibit A-1 which is a March 2005 report shows on 
Appendix A costs of $1,789,375. In Applicant’s Exhibit A-1.3 which is a 
September 2005 report 1 can not find any costs. Exhibit 2 in Applicant’s 
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Exhibit A-1 is the plans for the central unit at Well #6. Appendix C in 
Applicant’s Exhibit A-1 3 is again the # 6  well site layout. Between the two 
there are lots of changes and Steve Gay told me the other day that there 
are major changes in the plans that are now comming out from the ones 
shown in Exhibit A-13. From what I see, many of these changes are going 
to make the cost go up so there is a good chance now that the 
$1,789,375 figure of 3/24/05 will not cover what Westland has in their 
plans now. 

6. 
and the Miller Brooks costs are, there is about $1,000,000 difference 
between the two. This is the reason I wrote the Exhibit G-6 because if I 
can get either of the other two Directors to agree with me L.Q.S. will have 
saved about $1,000,000 and have a more reliable system. 

In any case, it doesn’t reaally matter what the final Westland costs, 

7. 
14th letter to Judge Rodda (Exhibit G-7) I partially explain why I want to 
be an intervenor as soon as possible because the manager and other 
two Directors are spending money to implement the Westland proposal 
because they think it is in effect. In my Exhibit G-8 in paragraph # 1 1  I 
explain to the other two Directors that we have had to sell $94,917 of our 
investments this year just to operate. 

If I am correct in my paragraph #1 in this letter, backed up by my 
Exhibit G-1 we are wasting a lot of money if the Corporation Commission 
decides that Westland’s central unit is too costly. 

In the second paragraph on the second page in my September 

8. My letter of April 18,2005 to Mike Redmond, Pima County Dept. of 
Environmental Quailty (Exhibit G-9) was given to Mr Redmond when I 
met him at his office at 8 AM on April 19,2005. Paragraph #7 and #8 deal 
with minimum required storage and he figured it out right then and said 
we were 0.k. Later that day I handed copies of this letter to Steve Gay 
and Larry Robertson and mailed Rohn’s and Mike’s copies on April 20th. 
When I checked with Rohn and Mike (a few days later ? ) all they 
wanted to know was, “Did you get it in writing” My understanding is that 
the ADEQ is the one that actually checks our system for compliance, not 
the Corporation Commission, so here is a man that a few years earlier I 
was along with him when he checked a new L.Q.S. subdivision pipe 
installation to see if it was o.k., and I am supposed to ask him to sign a 
paper to what he told me. 
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Mr Redmond and I talked about Westland’s $1,789,375 system and he 

agreed with me having seen our system that the $600,000 systen would 
be more reliable, and a s  far as they were concerned, we could change 
engineers at any time. 

COMPARING CUSTOMERS MONTHLY COSTS FOR WATER 
9. 
A-8 or A-9 but frankly I was not smart enough so I have copied three of his 
pages and I will call them my Exhibit G-10. The bottom area of page 7 is 
the heading for the material on page 8. H e  shows 5/8 x 3/4 meters 
having a Monthly Minimum of $1 0.00 and then adding the ACRM Charge 
of $21.99 gives a total of $31.99. On the next page 
H-3 Page 1 Witness: Kozoman ) he shows this to be a 219.90% increase 
for all people having this size meter. He is figuring this on a proposed debt 
of $1,648,750 which I believe would be a $9.34 rate increase if our 
arsenic removal system only costs $700,000. I would expect many of our 
customers to complain loudly when they are charged an additional 
$21.99 per month and a more reliable system could have been built 
where their additional charge would have been $9.34. 

I wanted to refer to Ron Kozoman’s figures and use his Exhibit 

(Exhibit Schedule 

IS A CENTRAL ARSENIC TREATMENT LOCATION MOST EFFICENT ? 
10. Page 1 of Exhibit G - 1 1 is the written motion I made at the April 27, 
2005 meeting of the Board of Directors. The motion was approved 3 to 0. 
Page 2 is a copy of Page 9 of Applicant’s Exhibit A-1. They should be 
iden tical. 

Page 3 is Westland’s “Combined Arsenic Treatment at Well Site 6”. 
The subtotal of this is $1,431,500. 

Page 4 is Westland’s “Individual Arsenic Treatment at Each Well.” 
The subtotal of this is $1,337,000. They forgot to add the 200 gpm 
Adsorption Treatment System for #5 which they had on my page 3 as 
$1 00,000 so when I add this the subtotal is $1,437,000. So using their 
figures it is more expensive to treat at Each Well. 

I do not agree with Westland so I have taken my Page 3 and blanked 
out the Unit, Quantity and Unit price columns so I can show my figures and 
I will give reasons below. This will be my page 5. Page 6 explains with #5 
well exactly what I have been trying to explain we should do at the #6 
well and #7 well. When you don’t have to put in 100,000 gal. to 400,000 
gal tanks and new pumping units and new elec generating units there is 
enough space at each well without moving fencing and the existing 
equipment. The $243,000 and the $1 88,000 I took from my Exhibit G-5 
and these prices were good until 13 May 2005. 
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We Directors were told by Steve Gay that Westland would not make a 
comparison sheet like we asked for. Steve said that they said they had 
already done this. Steve gave me on May 2nd what I call Page 4. This 
was so absurd that I would not even consider it. My reasons were 
1. They forgot to include #5 well for $1 00,000. 
2. They had a 150,000 gallon reservoir at #7 well for $140,000. 
3. They had a 100,000 gallon reservoir at #6 well for $95,000. 
On the two reservoirs I could understand that they did not understand 
what was going on, but my page 6 shows that someone at Westland did 
understand because they wrote nearly an entire page saying #5 will not 
require any modifications to pump directly into the distribution system. 

This # 10 subject on the motion for information I have covered in detail 
because I have the feeling that Mike Wood and Rohn Householder either 
do not understand the L.Q.S. water system, or they do not care. (I am 
happy to hear that Rohn and a couple of other people will tour the 
system in a few days. I may be wrong, but I do not think Rohn has ever 
been to #6 well where this central unit is proposed, even though the 
proposal which he continuouly backs will cost over $1,000,000.) 

1 1. Interrupt Service (IS) I am including as Exhibit G I  2 a page Steve 
Gay, our manager, wrote some time ago. H e  shows that L.Q.S. saves 
over $40,200 per year by using interrupt service. If we go with Westland's 
proposal we need to watch carefully, or L.Q.S.'s expenses in the future will 
be $40K per year more. Steve has been manager for about 20 years and 
it is his dedication and experience that makes this system work. Steve 
gave us notice several months ago that he is leaving on March 31,2006. 
He has tried, and I have tried, to get information from the two Phelps 
Dodge Directors as to what they plan to do when Steve leaves, and at 
the Director's meeting last week I asked point blank and they said in a 
week, or two, we might have some information. The only other L.Q.S. 
field employee is Gary Hatcher who is leaving at the same time and we 
need to get somone now to be trained by Gary. 

NEW ORLEANS WATER TANK LOCATION 
12. I assume that qualified engineers stamped approval to build levees 
and construct homes that were destroyed by water a few months ago in 
New Orleans. As I hear it, people in the hard -hit areas had no clean 
drinking water and could not flush toilets. Applicant's Exhibits A-1 and A- 
13 both show in their proposals 400,000 Gallon Reservoirs at #6 well 
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location. Westland shows the cost for this reservoir to be $325,000. If the 
L.Q.S. franchise area had a major disaster we probably could fill gallon 
jugs of water from the water in this tank, but would be no help in flushing 
toilets in any homes left. 

We have two storage tanks on the old Anamax property at an 
elevation to give proper water pressure to our franchise area. A few years 
ago we got a second easement where the tanks are, so there is now 
enough room to build a large tank where the north small tank is now. 
Near the bottom of page 1 on Exhibit G-2 is a comment that our lawyer 
does not like the wording of the easement. 

On January 12th I phoned Harold Metz of Twin Buttes Properties, who 
now own the property and I explained our situation and he said he would 
check with their lawyer, I think in Cleveland. At the L.Q.S. Director’s 
meeting last week we instructed our Manager, Steve Gay, to get in 
writing what our lawyer didn’t like so we could correct the problem, if 
there is one. I checked with Steve yesterday and he had nothing from 
our lawyer as he is on vacation. Today, January 24th, I phoned Harold 
Metz with that information. He suggested we have our lawyer write up 
what he likes and present it to the Twin Buttes Properties people. 

Twin Buttes Properties owns about 77 acres of undeveloped property in 
the L.Q.S. franchise area, so I would think they would like L.Q.S. to operate 
smoothly. 

CONCLUSION 

Monthly Financial reports for September 2005. With no October, 
November, and December financial reports available, and then in my 
Exhibit G-8 saying on# 1 1 that we had used $94,917 of our savings in less 
than one year one can see how difficult it is for us three Directors to make 
sensible decisions. 

In our Decision No. 67455 we asked for a return of 30.97% and this was 
all Kent Alme’s idea who was a Director then. Seeing how the 
Commission wrote this up in the Decision I have always wondered if they 
felt our organization was like Enron, with crooks running it, and gave us a 
bad time and made it necessary to come right back for another rate 
increase before we went broke. Therefore, when I have seen our offering 
a proposal costing about $1,000,000 more than I feel will be necessary for 
a more reliable system, I felt I must speak up and be an intervenor. 
Assuming that our lawyer is used to answer most of my intervenor items (At 
the 1 /19/06 meeting neither Kaycee who types the checks or Steve who 
signs them could tell us what the lawyer’s wages are) and not Kaycee at 

At our Director’s Board meeting on January 19,2006 we received the 
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$1 6.37 per hour, or Steve at $27.80 per hour, these proceedings will cost 
L.Q.S. (and our customers) lots of money. 

If I can just get one of the two Phelps Dodge Directors to see the 
advantages of saving $1,000,000 and vote with me, everything will be 
over. If they have strong beliefs and will explain them to me, and they 
make sense, then I will vote with them and L.Q.S. will not have to spend all 
of this money on lawyer’s fees. 

Yours truly 

1-22-06 DOC 

J F”.*- nS.Gay 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

:OMMI S S IONERS 

EFF HATCH-MILLER, Chairman 
YILLIAM A. MUNDELL 
AARC SPITZER 
dIKE GLEASON 
LRISTIN K. MAYES 

N THE MATTER OF THE APPLICATION OF 
,AS QUINTAS SERENAS WATER CO. FOR A 
U T E  INCREASE. 

N THE MATTER OF THE AFFLICATION OF 
,AS QUINTAS SERENAS WATER CO. FOR 

NDEBTEDNESS TO FINANCE WATER 
SYSTEM IMPROVEMENTS AND ASSURE 
30MPLIANCE WITH NEW ARSENIC RULES. 

9UTHORITY TO INCUR LONG-TERM 

[N THE MATTER OF THE APPLICATION OF 
LAS QUINTAS SERENAS WATER CO. FOR AN 
3PINION AND ORDER TO (i) RE-OPEN THE 
RECORD IN A RECENT RATE CASE SO AS TO 
CONSIDER EVIDENCE IN SUPPORT OF AN 
4RSENIC COST RECOVERY MECHANISM, 
AND (ii) MODIFY RATE CASE DECISION IN 
ORDER TO ADD AN ARSENIC COST 
RECOVERY MECHANISM AS AN 
AUTHORIZED RATE AND CHARGE. 

\\ 

DOCKET NO. W-O1583A-04-017 

DOC’GT NO. W-O1583A-05-0326 

DOCKET NO. W-01583A-05-0340 

PROCEDURAL ORDER 

BY THE COMMISSION: 
7, 

By Procedural Order dated August 18, 2005, upon request of the parties, the Arizona 

Corporation Commission (“Corrmission”) suspended the procedural schedule that had been set in 

the above captioned matter. 

On November 15, 2005, Commission Utilities Division Staff (“Staff”) and Las Quintas 

Serenas Water Company (“Las Qunitas” or “Company”) jointly proposed the following procedural 

schedule: 

Las Qunitas files-direct testimony and exhibits December 7,2005 

StaffAntervenors file direct testimony and exhibits 

Las Quintas files rebuttal testimony and exhibits 

January 25,2006 

February 2 1 , 2006 

1 S Uane\PO\Arsen1c\LasQuintasP05setsHearing doc 
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Hearing March 1,2006 

IT IS THEREFORE ORDERED that a hearing in the consolidated matters shall commence 

in March 1, 2006, at 1O:OO a.m.., or as soon thereafter as is practical, at the Commission’s offices, 

Room 222,400 West Congress, Tucson, Arizona. 

IT IS FURTHER ORDERED that direct testimony and associated exhibits to be presented at 

hearing by Las Qunitas shall be reduced to writing and filed on or before December 7,2005. 

IT IS FURTHER ORDERED that testimony and associated exhibits to be presented at hearing 

by Staff or any Intervenors shall be reduced to writing and filed on or before January 25,2006. 

IT IS FURTHER ORDERED that any rebuttal testimony and associated exhibits to be 

presented at hearing by Las Quintas shall be reduced to writing and filed on or before February 21, 

2006. 

IT IS FURTHER ORDERED that any surrebuttal testimony and any rejoinder testimony shall 

be presented orally at the hearing. 

IT IS FURTHER ORDERED that any objections to any testimony or exhibits that have been 

prefiled as of February 2 1 , 2006, shall be made on or before February 27,2006. 

IT IS FURTHER ORDERED that all testimony filed shall include a table of contents that lists 

the issues discussed. 

IT IS FURTHER ORDERED that any substantive corrections, revisions, or supplements to 

pre-filed testimony shall be reduced to writing and filed no kiter than five days before the witness is 

scheduled to testify. 

IT IS FURTHER ORDERED that the parties shall prepare a brief, written summary of the 

?re-filed testimony of each of their witnesses and shall file each summary by 3:OO p.m. on February 

27,2006. 

IT IS FURTHER ORDERED that copies of summaries shall be served upon the Presiding 

Officer, the Commission.ers, and the Commissioners’ aides, as well as the parties of record. 

IT IS FURTHER ORDERED that intervention shall be in accordance with A.A.C. R14-3-105, 

zxcept that all motions to intervene must be filed on or before February 14,2006. 

IT IS FURTHER ORDERED that discovery shall be as permitted by law and the rules and 
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regulations of the Commission, except that: until February 1, 2006, any objection to discovery 

requests shall be made within 7 days’ of receipt and responses to discovery requests shall be made 

within 10 days of receipt; thereafter, objections to discovery requests shall be made within 5 days and 

responses shall be made in 7 days; the response time may be extended by mutual agreement of the 

parties involved if the request requires an extensive compilation effort. 

IT IS FURTHER ORDERED that, in the alternative to filing a written motion to compel 

discovery, any party seeking discovery may telephonically contact the Commission’s Hearing 

Division to request a date for a procedural hearing to resolve the discovery dispute; that upon such a 

request, a procedural hearing will be convened as soon as practicable; and that the party making such 

a request shall forthwith contact all other parties to advise them of the hearing date and shall at the 

hearing provide a statement confirming that the other parties were contacted.* 

IT IS FURTHER ORDERED that any responses to motions shall be filed within five days of 

the filing date of the motion. 

IT IS FURTHER ORDERED that any replies shall be filed within five days of the filing date 

of the response. 

IT IS FURTHER ORDERED that public notice of the hearing in this matter shall be provided 

in the following form and style, with the heading in no less than 12 point type and the body in no less 
“. 

than 10 point type: 

PUBLIC NOTICE OF HEARING OW-THE APPLICATION OF 
LAS OUINTAS SERENAS WATER COMPANY 

FOR AUTHORITY TO IMPLEMENT AN ARSENIC COST RECOWRY MECHANISM 
Docket No. W-01583A-04-0178 et al. 

On May 15, 2005, Las Quintas Serenas Water Co. (“Company”) filed with the 
Arizona Corporation Commission (“Commission”) an application for authority to 
implement a charge to recover the cost of new water treatment facilities needed to 
comply with new federal government drinking water standards. The new federal 
standards, which become effective January 23, 2006, reduce the maximum level of 
arsenic allowed in drinking water from 50 to 10 parts per billion. On May 2,2005, the 
Company filed a Finance Application seeking authority to incur long-term debt in the 
amount of $1,648,750 associated with the capital improvements needed to treat 
arsenic. The exact type of recovery mechanism has not yet been defined. If approved 
by the Commission, an additional charge to allow for recovery of the costs associated 

“Days” means calendar days. 
The parties are encouraged to attempt to settle discovery disputes through informal, good-faith negotiations 

I 

2 

before seeking Commission resolution of the controversy. 

3 



DOCKET NO. W-O1583A-04-0178 ET AL. 

with arsenic treatment would be effective in the second quarter of 2006, and would 
increase the average monthly residential bill by an as yet undetermined amount. 
Copies of the Company's application and other filings are available for public 
inspection during regular business hours at the Company's office [COMPANY 
INSERT ADDRESS AND CONTACT INFORMATION MERE] and at the 
Commission's Docket Control Center, 1200 West Washington, Phoenix, Arizona 
85007 or its Tucson office 400 W. Congress, Suite 21 8, Tucson, Arizona 85701. 

- The Commission will hold a public hearing on this matter beginning March 1, 2006 
at 1O:OO a.m. at the Commission's offices, Room 222, 400 West Congress Street, 
Tucson, Arizona. Public comments will be taken on the first day of the hearing. 

The law provides for an open public hearing at which, under appropriate 
circumstances, interested parties may intervene. Intervention shall be permitted to any 
person entitled by law to intervene and having a direct and substantial interest in the 
matter. Persons desiring to intervene must file a written motion to intervene with the 
Commission no later than February 14, 2006. The motion to intervene must be sent 
to all parties of record, and shall contain the following: 

1. The name, address, and telephone number of the proposed intervenor 
and of any entity upon whom service of documents is to be made if 
different fiom the intervenor; 

2. A short statement of the proposed intervenor's interest in the 
proceeding; and 

A statement certifying that a copy of the motion to intervene has been 
mailed to all parties of record in the proceeding. 

The granting of intervention, among other things, entitles a party to present sworn 
evidence at the hearing and to cross-examine other witnesses. However, failure to 
intervene will not preclude any interested person or entity from appearing at the 
hearing and providing, public comment or fiom filing written comments in the record 
of the case. You will not receive any further notice of this proceeding unless you 
request it. 

If you have any questions about this application, or want further information on 
intervention, you may contact the Consumer Servic'es Section of the Commission at 
1200 W. Washington Street, Phoenix, Arizona 85007 or call 1-800-222-7000. 

The Commission does not discriminate on the basis of disability in admission to its 
public meetings. Persons with a disability may request a reasonable accommodation 
such as a sign language interpreter, as well as request this document in an alternative 
format, by contacting Linda Hogan, ADA Coordinator, voice phone number 602/542- 
3931, E-mail LHonan@,azcc.tzov. Requests should be made as early as possible to 
allow time to arrange th-e accommodation. 

IT IS FURTHER ORDERED that Las Quintas shall cause a copy of the above-ordered notice 

o be published in a newspaper of general circulation in its service area no later than December 21, 

:005, and shall file certification of publication as soon as practicable after publication has been 

3. 

:ompleted. 
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IT IS FURTHER ORDERED that Las Quintas shall mail a copy of the above-ordered notice 

D each of its customers by First Class United States mail no later than December 21, 2005; and shall 

ile certification of mailing as soon as practicable after mailing has been completed. 

IT IS FURTHER ORDERED that notice shall be deemed complete upon publication and 

nailing of same, notwithstanding the failure of an individual to read the notice. 

IT IS FURTHER ORDERED that the Ex Parte Rule (A.A.C. R14-3-113 - Unauthorized 

2ommunications) applies to this proceeding and shall remain in effect until the Commission's 

lecision in this matter is final and non-appealable. 

IT IS FURTHER ORDERED that the time periods specified herein shall not be extended 

msuant to Rule 6(a) or (e) of the Rules of Civil Procedure. 

IT IS FURTHER ORDERED that the Presiding Officer may rescind, alter, amend, or waive 

my portion of this Procedural Order either by subsequent Procedural Order or by ruling at hearing. 

? +  

DATED this {Gf2ay of November, 2005. 

I) 

/' ADMI~I~TRATIVE LAW JUDGE 

Copies of the foregoing mailed 
this@ day of November, 2005 to: 

Mr. Steve Gay 
General Managedoperator 
Las Quintas Serenas Water Company 
16965 Camino De Las Quintas 
P.O. Box 68 
Sahuarita, AZ 85629 

Lawrence V. Robertson Jr 
Munger Chadwick PLC 
333 N Wilmot Suite 300- 
Tucson, AZ 8571 1-2634 

John S. Gay 
1241 W. Calle De La Plaz 
Sahuarita, Arizona 85629 

5 

Christopher Kempley, Chief Counsel 
Jason Gellman 
Legal Division 
ARIZONA CORPORATION COMMISSION 
1200 W. Washington Street 
Phoenix, Arizona 85007 

Ernest Johnson, Director 
Utilities Division 
ARIZONA CORPORATION COMMISSION 
1200 W. Washington Street 
Phoenix, Arizona 85007 
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4rizona Reporting Service, Inc. 
2627 N. Third Street, Suite Three 
Phoenix, Arizona 85004-1 103 

,J Secretary to Jane L. Rodda 
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LAS QUINTAS SEWNAS WATER CO. 

b P. 0. BOX 68 
SAHUARITA, AZ 85629 

y o  
,’,! c$ (520) 625-8040 ~=h 4 1  .b * + G- 2 pP+ L1 648-3520 Fax 

Does the Board want a meeting in Dec. 2005, or January 2006? 

#1 .LQS Viability: 

it will not be able to operate successfblly. 
1 am extremely concerned that LQS will be getting into a financial situation where 

ACC coordination (ACRM) Expended to date Outstanding 
Legal $ 19,566.40 $ 7,882.23 
Account $ 1,720.00 $ 00 
ACC specialty Accountant $ 13,313.19 $ 00 
WestLand Engineering $ 4,110.46 $4,794.25 
LQS Office costs $ 466.44 $ 298.82 

$39,176.47 $ 12,975.30 

These costs are all related to acquking ACC authority to accrue debt and are not 
considered a part of the Arsenic Recovery Mechanism (ACRM). More money is expected 
to be spent throughout this procedure. LQS will not have an opportunity to recover these 
costs until the next rate case at which time the ACC will determine what part of these 
costs will be allowed (if any) in the company’s future rates. 

i 

(Legal and accounting have been very generous to LQS on what hours have been 
billed to the company). 

Upsizing 250,000 gallon arsenic storage tank to400,OOO gallons: 
WestLand is saying that ‘/4 of the cost of a 400,000 gallon tank would be $140,000 

which I think LQS cannot afford the luxury of at this time. It is highly probable that the 
ACC will not allow LQS to recoup the cost of the additional storage, as they may rule it 
not useful, unless the engineers can prove that it enhances the plant. 

Larry Robertson looked at the LQS easement for the storage tanks on # 3 tailings 
and said that at the discretion of the Grantor, LQS could be moved off at any time at 
LQS’s expense and that the Grantor does not need to give LQS another easement. Larry 
also suggests that LQS not show this easement to the ACC as they may remove or 
subtract a portion of the current rate base for this storage facility. 

If LQS should have # 7 well go down, # 5 well cave in and only # 6 well 
operating at the new arsenic plant capacity of 550 GPM natural gas and have only 
250,000 gallons storage with boosters + 90,000 gal storage on # 3 tailings, then this 

1 
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would give LQS just enough water for one n o m 1  day during the hottest month average. 
This is what the minimum storage required by ADEQ and PDEQ is. This also includes 
the new 239 homes of Santa Cruz Meadows and other homes recently built. LQS could 
get ANAMAX Park to reduce watering and probably keep the customers all in water for 
an extended the .  (Pages 78.5 8 attached of Nov. 2003 Managers report) 

. i  

I am concerned that LQS will install a $100,000 + dollar arsenic treatment plant 
at ## 5 well, then # 5 well will not be fhctional for what ever reason and then the ACC 
will not allow LQS to charge the customers for the remaining costs for the plant and 
equipment because it is not used or usefbl. The expected life and payback fiom the ACC 
is 20 years according to Larry. If the arsenic treatment plant is not being used then the 
customers should not be responsible to pay for it. Larry says “roll of the dice.” 

I do not know if there is a reasonable possibility of using the proposed cost of # 5 
well arsenic treatment pIant to either increase pumping capacity of # 6 well or more 
storage to offset # 5 well pumping (200 GPM X 60 minutes X 24 hours = 288,000 
gallons per day) 

# 6 well is currently overdue for a major overhaul, of about $35,000 dollars. I am 
waiting until after the arsenic plant is installed, so the new bowls would be set up for the 
new pump curve needed to operate at lower pressure and larger volume for the arsenic 
treatment plant. 

LQS has approximately $220,550 remaining value in stocks & mutual funds. 
LQS sold $28,257 of stock to cover expenses in Nov. 2005 
Johnson & Johnson $ 18,504.21 
Intel $ 4,945.42 
SBC Communications $ 4,808.36 

2. Kaycee’s wages to be re-evaluated 

3. Gary Hatcher has resigned with an effective date no lalqr then March 3 1,2006. He is 
very willing to train his replacement on water meter reading and sequencing. 

Does the Board want a fulltime person in this position? 
A person on call all the time? 
A person with mechanical, water or electrical background? 
What price range is the Board willing to pay, and is part time work and call out 

What is being paid in the water industry, ($ 14 for a water meter reader) or like 
worth more per hour or less per hour than klltime employees. 

the day labors ($8 per hr.) or skill based pay compensation (start $12, and possibly 
achieve $25 per hr. as in Tucson Water) 

2 



4. Arsenic ADEQ time fkame: 

I talked to John Calkins (1-800-2345677 ext 771-4617) on 10/12/05 about the 
extension time for being in compliance for Arsenic. For LQS it will mean that in the la 
qtr of 2007 ADEQ will have our Point of Entry’s (POE’s) sampled for arsenic through 
the MAP program. If the samples are less than 10 PPB the water company is in 
compliance and the next samples will be taken in 2010. If the samples are 10 PPB or 
higher in the 1st Qtr in 2007, then quarterly sampling will begin for the rest of the year, 
and if the average yearly samples are less than 10 PPB, then the water company will be in 
compliance and MAP will sample LQS again in 2010. 

This has been confirmed by the ADEQ web site. 

LQS received an EPA Email saying that the EPA has now made an “arsenic 
Virtual Trade Show” site with training scheduled on how to use the site on January 10, 
2006. 

5. ACC progress: 

John Gay is now signed up as an intervener in the pending applications for the 

LQS’s Lawyer requests that intervener’s requests for information be submitted in 
arsenic recovery mechanism and the authority to approve debt. 

writing, so the company will have documentation of what is provided. 

After all kinds of data requests and phone conferences, the ACC and LQS are on 
track for the procedural hearing schedule as per Judge Rod& . 

Westland progress: 

The surveying and alignment for the water line flom # 7 well to # 6 well is 
completed. 

A Hydrologist is working through WestLand Resources on whether the # 6 well 
site needs to be raised to keep it out of the sand wash T d  which sand washes need to be 
bored under in order to keep the time and cost of permitting down. 

6.  System operation: 

The radio SCADA system has been having problems for some time. First 
communication from # 6 well to the office was sporadically not working. After changing 
antennas, using the tank SCADA as a repeater and lots of testing, the # 6 well radio was 
changed out for a new one. # 6 SCADA works great now, but twice now the total 
SCADA radio system seemed jammed with nothing working. The radio manufacture 
troubleshooting technicians think it could be one of the radios jamming in send mode and 
locking the whole band. This would be like using a CB radio and having the mike keyed 
so only interference could be heard. The fhctory representatives say that this has 
happened a few times out of thousands of radios in operation. 

checked by looking at its lights and seeing what is happening. 
We are now waiting for the system to jam again so each radio can be physically 
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~ *. 7. LaCanada & Santa Cruz Meadows: 

As far as LQS is concerned, La Canada is completed except the raising of the 
valve boxes and completing the modifications on the maps. (as built) 

LQS has installed two new 1 ?h" water meters on La Canada for landscape which 
the Town will eventually be paying the water bill on. 

Santa Cruz Meadows is actually being built. Brushing started the first week of December 
with starting the water line tie-ins on Dec. 12,2005. This is great and will help LQS by 
looping in # 6 & 7 wells into the system and allowing much greater flows with less 
pressure loss. 

8. County bi-yearly inspection: 

PDEQ inspected the water system on 12/7/05 and found no out of compliance 
issues. 

9. Nancy Freeman: 

She is still writing articles in the Green Valley paper about polluted water, but 
LQS is receiving few comments from our customers about her articles. 

Nancy is organizing a meeting at the U of A on January 23,2006 for the purpose 
of discussing the possibility of how to save the aquifer by recharging storm water. John & 
Steve are planning on going. 

Z 

10. Town study of "whether the town wants to get into the water business." 

The Sahuarita Sun Oct. 30,2005 had an article abu t  the town hiring a consultant 
to look into the prospects of supplying roads, sewer, water and schools in the area. 

Mike Lytle, Manager for Rancho Sahuarita Water asked XLQS was for sale as 
possibly they would be interested in buying. 

1 1. Grumpy customers: 

Our family is still getting people walking into the house looking for the water 
company or calling our house phone number for the water company. This is happening 
less and less. 

However, Sunday Nov. 20,2005 I was woken up by someone ringing my door bell, 
wanting their water turned back on at the standpipe. (They forgot to pay their bill) I 
charged LQS $42.68 for 1 % hour straight time to turn the water back on and also check 
the office computer for system operations. The ACC has given LQS $20 dollars for a 



turn on and $30 dollars for after hour’s (week days before 8 A. M. or after 5 P. M. and 
weekends) at customers request. At this time LQS is only charging the $20 re- 
establishment fee to all customers regardless of time frame, trying to keep customers 
happier. If the Board wants, LQS can charge a $30 dollar fee for after hours and 
weekend re-establishment (by customer request) as per the current rate M. At this time 
only one board member lives in the LQS franchise and the other Board members are not 
known and are not neighbors of mad customers who vent themselves on the phone, in the 
grocery stores, at the bank, or during public events. 

Sahuarita Post office is now sending some LQS mail to Phoenix, to be sorted and 
then sent back to Sah& The delivery time for a piece of mail sent eom Sahuarita to 
get to LQS post office box varies from 1 day to 3 days with the record being received in 5 
weeks. When LQS turns customers off for lack of payment and the customer complains 
that the check is in the mail, LQS accepts their claim as valid, turns the water on and if 
the check is soon delivered with a post mark date to confirm their claim, the $20 dollar 
reconnect fee is waived. 

LQS is getting lots more grumpy customers in the office and in the field. 

12. Fire Sprinklers: 
Robert Brown from Unity Church: 

Mr. Brown keeps calling and coming in saying that his architect says that the 
water company requires that they have a 4” water line for their fire sprinklers in the 
building that they are going to build. He has checked with Community water and says 
that they allow some special deal that a fire sprinkler line does not need to be paid for and 
that Community water installs a small meter to check for leaks but no charge is applied 
for the fire sprinklers. 

5 

There was a complaint filed with the ACC by Mr. Brown about what LQS says 
that LQS has to charge for a 4” meter under ACC rules. (LQS first written complaint) 
Richard Martinez h m  the ACC is who is on the case, says that LQS can only do at this 
time what is being done, but he suggests that LQS consider asking ACC for a fire 
sprinkler tariff similar to what CommnUnity Water has. Richard also says that there is 
some code that says that all commercial buildings must have a 4” water service line for 
sprinklers. 

Nor~is West of Community Water (625-8409) says that they charge the applicant 
what it costs Community Water to install the fire sprinkler system to their main and then 
there is a double check valve with a meter to register water leaks. The ACC have given 
Community Water a monthly tariff for each fire sprinkler size. 

Mike Lytle of Rancho Sahuarita (399-1 105) says that for homes over 3,600 sq. ft. a %” 
meter is installed and the customer pays the standard tariff for this meter. 

The Town requires that fire sprinklers be installed in all new homes of 3,600 sq. 
ft. or larger. 

5 



For new subdivisions the Town is requiring that LQS install 1 % meter service 
lines for “U“ branch services instead of the normal 1” service line. This is to support 
sprinklers on 34’’ meters. 

This scenario comes up about once a year for new commercial buildings and 
about twice a year for large homes with sprinklers installed. 

Steve Gay 
Operatorh4anag er 
12/29/05 



From: "Larry Robertson" <lvrobertson@mungerchadwick.com> 
To: "Kaycee Conger" <LQSWater@aol.com> 
Sent: Tuesday, April 26,2005 11 :40 AM 
Attach: agreement (fnl).doc 
Subject: Suggested Corporate Resolutions 

Attached for review and consideration by the members of the Board of Directors and you is a draft of 
suggested corporate resolutions, and the prefatory recital provisions, which would authorize the filing of 
the two draft applications I transmitted to you last week. In addition, these resolutions would also 
authorize the filing of an application for long-term financing authorization to fund implementation of 
those recommendations set forth in WestLand Resources Plan which relate to non-arsenic water system 
capital improvements. I have not drafted that application as yet. The resolutions are set up so that the 
Board of Directors can choose to adopt all or only some of them, and I will prepare the final set of 
recital provisions and corporate resolutions once we know the decision(s) of the Board of Directors. 

Call me if you have any questions. Otherwise, I will plan to be in attendance at the Board of Director's 
Meeting in your offices at 10:30 tomorrow morning. 

MUNGER (?J CHAD WICK 
John F. Munger 
Munger Chadwick, P.L.C. 
333 N. Wilmot, Suite 300 
Tucson, Arizona 8571 1 ir 

520-721 -1900 (office) 
520-747-1 550 (fax) 
jfmunger@mungerch-ad-wick.com 

The information in this email and in any attachments is confidential aRd may be privileged. If you are not the 
intended recipient, please destroy this message, delete any copies held on your systems and notify the sender 
immediately. You should not retain, copy or use this email for any purpose, nor disclose all or any part of its 
content to any other person. 
Although this ernail and any attachments are believed to be free of any virus or other defect that might affect any 
computer system into which it is received and opened, it is the responsibility of the recipient to ensure that it is 
virus free and no responsibility is accepted by the sender for any loss or damage arising in any way from its use. 

........................................................... 

mailto:jfmunger@mungerch-ad-wick.com
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WHEREAS, the United States Environmental Protection Agency (“EPA”) has 
promulgated regulations, effective January 23,2006 which reduce the allowable concentration of 
arsenic in potable water systems from 50 parts per billion to 10 parts per billion; and, 

~ 

WHEREAS, the Company’s water system is subject to the, EPA’s h6w arsenic 
concentration regulations; and, 

WHEREAS, each of the Company’s water system wells produces water with arsenic 
concentration in excess of the new arsenic concentration level to be allowed under the EPA’s 
regulations; and, 

WHEREAS, the Company will have to make certain capital investment and incur certain 
operation and maintenance expense in order to place itself in a position where it can comply with 
the EPA’s new arsenic concentration regulations; and, 

WHEREAS, at the Company’s request, WestLand Resources, Inc. (“WestLand”) has 
prepared a “Water System and Arsenic Master Plan” (“Plan”) for the Company which, if 
implemented, would enable the Company to comply with the EPA’s new arsenic concentration 
regulations and to achieve certain other water system improvements recommended by 
WestLand; and 

WHEREAS, the revenues and rates and charges for water service recently authorized by 
the Arizona Corporation Commission (“ACC”) will not produce sufficient revenues to allow the 
Company to finance the capital investment and operation and maintenance expense necessary to 
implement those recommendations in the Plan intended to enable the Company to comply with 
the EPA’s new arsenic concentration regulations; and, 

WHEREAS, the revenues and rates and charges recently tluthorized by the ACC also will 
not produce sufficient revenues to allow the Company to finance the other water system capital 
improvements recommended by WestLand; 

NOW, THEREFORE, the Board of Directors oC the Company hereby adopts the 
following resolutions: 

RESOLVED, the Company and its management are hereby authorized to file such 
application(s) with the ACC as may be necessary in order for the ACC to reopen the Company’s 
recently concluded rate case for the purpose of the ACC considering and adopting an Arsenic 
Cost Recovery Mechanism (“ACRM”) which would allow the Company to recover through its 
rates and charges for water service capital costs and certain operation and maintenance expense 
related to the Company’s efforts to comply with the EPA’s new arsenic concentration 
regulations; 
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BE IT FUTHER RESOLVED, the Company and its management are hereby authorized 
to file with the ACC an application requesting authorization to incur long-term indebtedness in 
an amount sufficient to enable the Company to make the capital investment necessary to 
implement those recommendations in the Plan related to compliance with the EPA’s new arsenic 
concentration regulations; 

BE IT FURTHER RESOLVED, the Company and its management are hereby authorized 
to file with the ACC an application requesting authorization to incur long-term indebtedness in 
an additional amount sufficient to enable the Company to make the capital investment necessary 
to implement the remaining water system recommendations set forth in the Plan; 

BE IT FURTHER RESOLVED, that the Company and its management are hereby 
authorized to file an application with the Water Infrastructure Financing Authority of Arizona 
(“WIFA”) requesting grants and/or loans in an amount or amounts sufficient to enable the 
Company to utilize such long-term financing authori’zation(s) as the Company may receive from 
the ACC; and 

BE IT FURTHER RESOLVED, the Company and its management are hereby authorized 
to retain such consulting and professional services as may be necessary to implement the 
foregoing resolutions. 

G:\WORK\LARRMLasQuin tasbgreement (fnl).doc 
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February 20,2005 John Gay’s comments on Westland Resources’ 
Las Quintas Serenas Water Company Draft Water Sustem Master Plan 

1. I feel that it is a very inclusive fine report. 

2. On page 11  Average Day of Peak month of 627 Gpm is different than 
Steve’s September, October, November 2003 reporf where he said June 
to July 2003 used 21,349,000 gallons and he used a 16 hour day to come 
up with 741 Gpm. I am probably wrong, and it isn’t jmportant. 

3. For Westland’s info I do not think we mentioned we had a large 
extension cord in the #5 well storage shed and to try it out for times of no 
electricity we rented a Cat generator and test ran both #5 well (had its 50 
H.P. turbine motor then) and #6 well. 

4. In the Westland report you suggest we drill a new well sometime. I 
would like to see that be a top priority and included with the suggestions 
on how to treat for the arsenic. 

5. On Feb. 17th I made a report and gave it to Steve on how fo use the 
existing well and pipes on #5 well and take a portion of the 200 Gpm 
flow and run it thru a Severn Trent Model EAS - 1205 and into a 3,350 Gal. 
galvanized tank and use a 2” pump to put the treated water back into 
the well flow going into our system. Steve gave some suggestions, but 
saw no great problems with this idea so I will procqed with costs and 
comments on using this idea at each of our three wells. 

6. For all of the following I am using the quote that Jeff Pals of Hennesy 
sent us on March 31 , 2004. I was very interestgin pushing ahead quickly 
and getting a packaged deal from Hennesy on the ground and 
operating so we later got some better prices that the March 31st, but I 
am using that as it covered all three wells. 

7A. #5 Well Model EAS -1205 Adsorbers & Media $74,000 
Capacity 200 Gpm, Treatment 1 14 G p m m  Equip. $1 0,000 

John’s tanks, piping , elec. etc. $10,000 gpng a total about $100,000 

78. #6 Well Model EAS -1 606 Adsorbers & Media $1 61,000 
Capacity 400 Gpm, Treat. 300 Gpm, Aux. Equipment $10,000 

John will probably have to go to 3 or 4” pipe Total about $200,000 
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7C. #7  Well Model EAS -3008 Adsorbers 8 Media $219,000 

Capacity 800 Gpm. Treatment 533 Gpm 
John’s will probably need 6” pipe. 

Aux. Equip. $1 0,000 
Guess total about $280,000 

7A, 78, and 7C Totals $100,000 + $200,000 + $280,000 = $580,000 

8. This compares with Westland’s $1,279,000 

9. I am now going to cornparre Westlands with Johns. 
9A. Item # 1  Site Demolition Westland $10,000 John Zero 

9B. Site Piping Well Site #6 Westland $100,000 John $40,000 
9C. Concrete Slabs for Site Equip. $1 4,000 John $1 O,OOO? 
9D. 8” water main from #7 to #6  I ‘  $1 12,500 ‘I Zero 
9E. 250,000 gallon reservoir. $2 1 2,500 “ John would 

like to see some of this money (or all) in a tank on the hill where 
customers will have water when there is no electricity --Also take 
some of this money and start things going on a new well. 

9F. 850 Gpm transfer pumps Westland $200,000 John Zero as his 
idea has us using all of our present wells and pumps without any 
changes. 

(All welts will remain the same, just add arsenic removal equipment.) 

9G. 1,250 Gpm Adsorption Removal Unit $500,000 John $580,000 
which is three separate units so if anything goes wrong with one the 
other two are independant and can produce water to drink. 

9H. 200 Gpm Unit for #5 Well Westland $85,00Q John zero as 
already included in 9G of $580,000. 

91. Fencing at #6 Well ------------ Westland $15,000 John Zero If this 
idea has any merit when Westland designs the system John’s 
guesses could by way off --- They probqbly are! 
Remove Bowls on #6 and # 7  wells. Westldnd $30,000 
John is leaving the wells just like they are now. 

9J. 

9K. 25% Engineering and Contingencies Westland $31 9,750 John 
wonders if his should be nearly Zero as he plans to use off the shelf proven 
units at each well. So should we be comparing John’s $580,000 to 
Westland’s $1,279,000, or really with their $1,598,750 ? 

John Zero 

10. Other than wages, the purchase of power is one of our largest 
expenses and runs about $20,000 per year. I do not know if we explained 
to Westland that by using interruptible power we pay about half price. 
W e  have been doing this for 18 or 20 years and Trico changes the name 
and how they apply it but usually it makes our power be about half price. 
One time it was called “Time Of Day.” Steve now knows by the 
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temperatore the day before, and the 10 P.M. wether report, and if it is a 
weekend what he has to plan for the next day. 

1 1. I do not know the details of Westland,s plans at #6 well but it looks 
like we will not be able to use the #6  well on natural gas when Trico turns 
off our electricity so the half priced power will be gone. 

12. Also it looks like the 250,000 gallon reservoir at #6 well will be of no 
value when Trico turns off our power. 

13. Westland may think John is unhappy with their report. No, John thinks 
they did a fantastic job to turn out what they did for us to look at and 
make suggestions. After all Steve has run the system for 20 years and 
John has been Pres., Vice Pres., Manager, Co-Manager, etc. for 40 years. 
I may be getting senile, but I still remember a few things. Westland has 
been involved for maybe 2 or 3 months. 

2-20-05 DOC 

E mail? or Fax? 9 or 10 A.M. Tues. Feb. 22,2005 to: 
Westland 
Mike Wood 
Rohn Householder 



I ’  LAS 1 f i L L N T  QUINTAS SERENAS WATERCOMPANY 
WATER ANALYSIS INFORMATION 

I 

Date: 

Retailer: 
Contact: 
Mailing Address: 
City, State, Zip Code: 
Telephone Number: 

HENNESY MECHANICAL SALES, LLC 

201 S. 26th street 
Phoenix, Arizona 85034 1 

(602) 996-3444 Facsimile Number: (6( 
E-M-d Address: jefff@hennesymech.com 

Treatment Capacity: 1 MGD Maximum 

Water Analysis: 

Test WeII #5 
200 

Temperature 26 

Total As 
- _  6.8-7.7 (7.2 N o d )  

9.0-10.0 (9.0) 
PH 

As (m) 
Alkalinity 150 
Hardness 426 
Silica 
Sulfate 180 
Sulfide 
Phosphate 
Turbidity 
Suspended Solids 
Antimony <0.0030 
cadmium <0.0005 
Chromium <0.010 
Iron co.01 
Lead 
Manganese 
Molybdenum 
Selenium -03 
Uranium 5-4 +/- 1.1 

- 

Vanadium 

Well #6 
350 - 425 

26 
7-1-7-5 (7-3) 

12.0-i40 (14.0) 

139 
106 
39-2 
37 

~0.05 
~0.06 
0.2 
<5 

- 

i 

~3.0 

<lo 
<30 - ~ 3 . 0  

6.4 +/- 1.2 
<20 

well #7 
600 - 850 

26 
7-2-7-3 

10.0-12.0 (11-0) 

143 
99 

36.9 
30 

~0.05 
<0.06 
0.4 
<5 
~3.0 

- 

<lo 
<40 
<2.0 
<10 
<30 
~3.0 

6.4 +/- 1.2 
<20 

GPM 

C 

PPB 
PPB 
PPM 
PPM 
PPM Si02 
PPM SO4 
PPM S 
PPM PO4 
NTU 
PPM 
PPM Sb 
PPM cd 
PPM Cr 
PPM Fe 
PPM Pb 
PPM Mn 
PPM Mo 
PPM Se 
PPM U 
PPM V 

Direct / Send Inquiries to: 
Steve Gay; General Manager / Operator 
Las Quintas Serenas Water Company 
Telephone: 520.6258040 Facsimile: 520.648.3520 E-Mail: LQSWater@aol.com 

P.O. Box 68, Sahuarita Arizona 85629 

mailto:jefff@hennesymech.com
mailto:LQSWater@aol.com


- - __ - - - -. 
Client: tas_Qrri&s-Ser&as .W&T co Normal Opetaijng Factor. 75% 

Name of site: well #5 Ambient pH: 720 FeMn Removal: NO 

-Pacity: 0.29 MGD As Analysis: 9.0 @ pH AdjlsWVaiue: N O  

Treatment 114 GPM Max Capacity: 160 GPM Residuals Treat NO 

200 GPM Backwash Volume: 3,927 Gals Reagent 

No. of Trains: 
Model No.: 
Diameter: 

Specific Velocity: 
Fe/Mn Removal: 
Total Footprint: 

4 Media per Adsorber: 69 Ft3 
EAS-I 205 Total Media invenby. 69 Ft3 

5.0 Ft Media Bed Depfh 3.5 Ft 
5.8 GPW? Fbw Coniiguration: Parallel w/Bypass 
No units wbrking Capacity: 254,200 BVs 

8 Ftx6 Ft cyde Life: 34.8 Months 

Adsorbers & Media: $74,000 
Auxiliary Equipment $1 0,000 

Instaliation: $0 

Media Replace 8 Disposal: $4,811 
Other Treatment Costs: $0 

Total Capital Costs: . $84,000 Annual Operating Costs: $4,800 

unit Capital costs: $0.292 per Garnay of C a p  
Unit Operating Costs: $0.061 per 1,000 Gals Fi?trafiow 

Prodw& Budgetary Estimate in Effed Through: 22Jun-04 



i 

Client Las Quintas Serenas _ _  - %ktkr . - -  Go Norrnal Operating Factor: 75% 
Name of Site: Well #E Ambieni pH: 7.30 F a n  Remoovat: NO 

Capacity 0.58 MGD As Analysis: 14.0 pH Adjlstwvatue: NO 

TiFStInent 300 GPM Max C a p a w  460 GPM Residuals Treat No 
$00 GPM BackwashVoiume: 5,655Gats Reagent 

No. of Trains: 2 Media per  Adsorber: 90 Ft3 
Madel No.: EAS-I 606 Total Mtxtia hentoy 180 Ft3 
Diameter: 6.0 Ft Media Bed Depth: 3.2 Ft 

specific velocity 5.3 GPM/Ft? Flow Configuration: Parallel WA3ypass 
FeMn Removat N o m  Working Capaciw 138,300 BVs 
Total Footprint 16 Ft x 8 Ft cyde m: 162 wlonths 

Adsorbers & Media: $1 6 1,000 
Auxiliary Equipment $1 0,000 

LtrstalbtiOlX $0 

Media Replace & Disposal: $27,139 
' Other Treatment Costs: $0 

TOQI Capital costs: $5 71,000 A m 1  Operating Costs: $27,100 

Unit Capital Costs: $0.297 per GaVDay of Capacity 
Unit Operating Costs: $0.1 72 per 1,000 +Is FiMraekm 

Producfs 
Budgetary Estimate in Effect Through: 22Jun-M 



No. of Trains: 2 MediaperAdsoM 160 Ft3 
W e 1  No.: EAS-3008 Total Media Inventory: 321 Ft3 
Diameter: 8.0 Ft Media Bed Depth 3.2 Ft 

specific vdocity: 5.3 GPW? Fbw Configumtion: Parallel w/f3ypass 

FeMn Removat: No units Workirtg Capacity: 171,900 BVs 
Total Footprint 20 Ft x 10 Ft cyde Life: 23.5 Months 

,m-liary Equipment Other Treatment Costs: 

'o ta~ Capital Costs: $229,000 Annual Operating Costs: $33,200 

I n ~ b k t i O n :  $0 

Unit Capital Costs: $0.1 99 per GaVDay of Capacity 

unit Operating Costs: $0.1 05 p e r  1,000 Gak FihtrafJam 
PRMk4CtS 



Adsorber Vessel 
8 Vertical Pressure Vessel(s), Carbon Steel, 5'0" Straight Side Height 
8 Code Stamped to ASME Section VIII, Division 1 
Q Interior Coated with NSF 61 Epoxy 
Q Bottom Distributur/Collector 

0 10'- 0 & Larger: Cone Bottom with Screen Nozzles 
8'- 0 & Smaller: HeadedLaterai with Well Screen Pipes 

Options for Eduction Fill & Vacuum Empty 
Q Media Fill: Gravity Fill & Hydraulic Empty 

0 Carbon Steel Piping, A53 Grade B 

Process Valves 
Q Automatic Influent Flow Inlet Valves 

Manual Valve Tree for Isolation, Backwash 8 Media FilVDrain 

Instrumentation & Specialties 
8 Flow Meter 8t Totalizer for Each Adsorber 
Q Inlet & Effluent Pressure Gauges 
Q Differential Pressure Gauges for Each Adsorber 

Optional Control System (as indicated in Requirements) 
Q Painted Steel NEMA 12 Control Panel with Grounding 
0 Fully Programmed PLC with Software Documentation 
0 Automated Valves for isolation and Backwash 

Optional Equipment (as indicated in Requirements) 
9 Acid pH Adjustment - pH PID Loop, Metering Pump, lnline Mixer 8 Storage 
Q CO, pH Adjustment - pH PID Loop, Mixing Unit & Storage Tank 
3 Fe/Mn Removal Unit - Pressure Vessel, Automatic Valves & Media 
Q Residuals Handling - Backwash Water Hold Tank 8; Drain or Reclaim Pump 

field Services 

3 Training, Start-up & O&M Manuals 
3 System installation & Media Fill Inspection Fi&ra$ha 

Prduc& 
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1.0 INTRODUCTION 

Miller Brooks Environmental, Inc. (Miller Brooks) of Phoenix, Arizona is pleased to submit this 

Preliminary Evaluation and Opinion of Probable Cost for Dissolved Arsenic Reduction Systems for 

Las Quintas Serenas Water Company’s Three Wells. The wells are located within the Las Quintas 

Serenas subdivision in parts of Sections 22, 23, 26, and 27, Township 17 South, Range 13 East, Pima 

County, Arizona (Figure 1). This report was prepared at the request of Mr. John S. Gay, project 

representative and member of the Las Quintas Serenas Water Company (LQSWC) Board. The report 

provides an evaluation of the treatment requirements and costs for removal of dissolved arsenic 

detected in Las Quintas Serenas Water Company’s three production wells, Well No. 5, Well No. 6, 

and Well No. 7 (Figure 2). This effort involves providing an engineering analysis and budgetary 

estimate for installing separate treatment systems at each well as an alternative to installation of a 

central treatment system for arsenic reduction. Miller Brooks understands that the LQSWC has 

contracted with another engineering firm for design of the central treatment system option. 

1.1 PROJECT BACKGROUND 

At the request of the LQSWC project representative, Hennesy Mechanical Sales (Hennesy) provided 

equipment proposals for individual arsenic treatment systems at each of the LQSWC three wells 

(Appendix A). The proposals were prepared by Severn Trent Services (STS), one of the major 

suppliers of arsenic adsorption treatment technology. Hennesy is the Arizona representative for STS. 

In order to develop a more detailed understanding of the additional recpirements and probable costs 

for installation of the proposed individual arsenic treatment systems, the project representative 

solicited a referral from Hennesy for an engineering company that could perform the detailed 

evaluation and prepare cost estimates. Hemesy subsequently recommended Miller Brooks, and at the 

direction of the project representative, provided the STS proposals to Miller Brooks. Miller Brooks 

was later retained to prepare this report. 

Beginning on January 23, 2006, the Federal criteria for allowable arsenic concentrations in drinking 

water will be reduced to 10 micrograms per liter Based on the water-quality information 

provided in the STS proposals (Appendix A), water supplied from the three wells contains between 

9 pg/L and 14 p a .  Consequently, in order to be in compliance with this new standard, the LQSWC 

will be required to reduce the total influent Aasenic concentration in the water system to achieve a 

concentration that is sufficiently below the 10 pg/L limit. (Note that although the arsenic 
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concentration for Well No. 5 is less than 10 pgL, treatment to ensure that arsenic concentration in this 

well remains below 10 pg/L has also been proposed for this well.) 

The capacity of each well, the required treatment flowrate, and arsenic concentration in each of the 

three wells is as follows: 

Table 1 -Well Capacities and Arsenic Concentrations 

gallons per minute (GPM) 

1.2 STRATEGY TO ACHIEVE COMPLUNCE 

Miller Brooks believes that the most effective strategy to achieve compliance is to treat only as much 

as would be required to safely achieve the 10 pg/L limit. Therefore, it has been assumed that a portion 

of the water from each well will bypass the treatment equipment and will be blended downstream of 

the treatment system prior to entry into the distribution system. Blending and split-stream treatment 

are both accepted methods of achieving compliance (U.S. Environmental Protection Agency [EPA], 

2003). In Table 1 above, the required treatment flow rate is given. This rate was calculated based on 

achieving a combined arsenic discharge concentration of 5 pg/L (one half of the 10 pg/L limit). . 

2.0 WATER SYSTEM SPECIFICATIONS 

The LQSWC system consists of the following engineering specifications: 

2.1 WATER WELLS AND ASSOCIATED INFRASTRUCTURE 

The LQSWC water system consists of three existing and operating wells. Existing and proposed water 

system infrastructure is presented in Figure 2. The following provides available information compiled 

from the project representative, the Arizona Department of Environmental Quality (ADEQ), and the 

Arizona Department of Water Resources (ADWR) database: 
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Well No. 5: 
o 
o POE#: 005 
o 
o 

o Well Installation: 1972 
o 
o 

o 
o Casing Type: Welded Steel 
o 
o StorageTank: None 
o 
o 
o Booster Pumps: None 

Public Water System #: 10064 

ADWR Registration #: 55-60853 1 
Legal Cadastral Coordinates: SW %, SW %, NW %, Section 26, Township 
17 South, Range 13 East, Pima County 

Approximate Well Depth: 807 feet 
Approximate Depth to Groundwater: 380.0 feet below ground surface (bgs) 
(2000) 
Well Diameter: 10-314 inches to 535 feet and 8-1/2 inches to 805 feet 

Approximate Daily Production: 290,000 gallons per day (gpd) 

Maximum Pump Capacity: 250 gallons per minute (gpm) 
Hydro-pneumatic Tanks: One 1,500-gallon tank 

0 Well No. 6: 
0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Public Water System #: 10064 
POE#: 006 
ADWR Registration #: 55-608530 
Legal Cadastral Coordinates: SE %, NE %, SW %, Section 26, Township 17 
South, Range 13 East, Pima County 
Well Installation: 1971 
Approximate Well Depth: 837 feet 
Approximate Depth to Groundwater: 320 feet bgs (2000) 
Well Diameter: 12-314 inches 
Casing Type: Welded Steel 
Approximate Daily Production: 580,000 gpd 
Storage Tank: None 
Maximum Pump Capacity: 300 gpm 
Hydro-pneumatic Tanks: One 700-gallon and one 1,500-gallon tank 
Booster Pumps: None 

0 Well No. 7: 
o Public Water System #: 10064 
o POE#: 007 
o ADWR Registration #: 55-566940 
o Legal Cadastral Coordinates: SE %, SW Vi, SW %, Section 26, Township 17 

South, Range 13 East, Pima County 
o Well Installation: 1998 
o Approximate Well Depth: 922 feet bgs 
o Approximate Depth to Groundwater: Not reported 
o Well Diameter: 12 inches 
o Casing Type: Steel 
o 
o StorageTank: None 
o 

Approximate Daily Production: 1 , 150,000 gpd 

Maximum Pump Capacity: 750 gpm 
Miller Brooks Environmental, Inc. 
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o 
o Booster Pumps: None 

Hydro-pneumatic Tanks: One 2,000-gallon tank 

i 1  
I 

As illustrated in Figure 2, the LQSWC distribution system consists of the following infrastructure: 

Three production wells independently connected to the distribution network 
Reservoirs: Existing 30,000- and 60,000-gallon storage tanks 
Number of Connections: Unknown [Total Population: 4063 (ADEQ, 2005)] 
Total System Yield: 2.02 MGD 
Water Main Diameter: Existing 6-inch, &inch, 1 0-inch, and 12-inch transmission 
mains 
Fire Hydrants: None 
Pressure System: Varies across the distribution network due to elevation differences 
(Well No. 5 :  -60 pounds per square inch gauge (psig); Well No. 6:  -100 psig; and 
Well No. 7, -80 psig). 

3.0 ARSENIC REDUCTION TECHNOLOGY 

Based on the chemical and physical data provide by LQSWC, adsorption onto iron-based sorbents 

(IBS) was recommended by STS to address reduction of dissolved arsenic in drinking water generated 

at each of LQSWC’s three wells. The following is a brief description of that technology. 

3.1 ARSENIC REDUCTION TECHNOLOGYAND SYSTEM REQUIREMENTS 

Arsenic reduction by IBS is one of the more practical arsenic treatment technologies. This technology 

is commonly referred to as adsorption using granular iron oxide or granular ferric hydroxide (GFH). 

Adsorption of arsenic onto granular iron oxide is an emerging method of removing dissolved arsenic 

from drinking water. Although new to the United States, the method has been successfully utilized for 

years in Germany. The technology appears to be simple and reliable and is rapidly becoming the 

favored technology for removal of dissolved arsenic from drinking water sources. 

3.1.1 Technology Description 

Untreated water extracted from the well is passed through a bed of iron-oxide pellets, facilitating the 

adsorption of dissolved arsenic onto the iron oxide. When the iron oxide becomes spent (unable to 

adsorb sufficient arsenic to meet water-quality goals), it is discarded, and replaced with fresh iron 

oxide. A typical piping and instrumentation diagram (P&ID) for the proposed arsenic treatment 

systems is presented as Figure 3. Equipment and piping descriptions for each of the three individual 

arsenic treatment systems is presented in Table 2. 
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3.1.2 Design Criteria 

The IBS Arsenic adsorption equipment should have the following properties: 

0 

Operate reliably; and 
0 Operate with minimum maintenance 

Produce product water with concentrations of less than 10 pg/L Arsenic; 

3.1.3 Environmental Impacts 

An IBS arsenic adsorption system would be installed near each of the three wells. The spent iron- 

oxide pellets can be disposed of as solid, non-hazardous waste in a landfill. No adverse environmental 

effects are expected. Backwashing the units will produce a small amount of solids, which can be 

captured in a bag filter and disposed of as solid waste (ie., in the trash). Backwash water will be 

stored in a tank (one tank for each welvtreatment system). Recovered backwash will be recycled back 

to the water supply (upstream of the treatment unit) over a several day 'period following each 

backwash event. 

3.1.4 Land Requirements 

An IBS arsenic adsorption system would require no new land. However, a small building or shade 

structure is recommended for equipment subject to damage from ultraviolet radiation. For this project, 

a shade structure is recommended for Well No. 5 only, as the vessels for this system may require 

protection from the sun. Concrete pads will also be required for each treatment system. System 

footprints and concrete pad sizes vary from 13 feet by 5 feet for Well Nd. 5, 16 feet by 6 feet for Well 

No. 6, to 20 feet by 10 feet for Well No. 7. Locations of the proposed treatment systems for Well No. 

5, Well No. 6, and Well No. 7 are presented in Figure 2. The general arrangements for each of the 

treatment systems and auxiliary equipment are presented in Figures 4,5, and 6, respectively. 

3.1.5 Potential Construction Problems 

Arsenic adsorption systems based on IBS use ductile iron, carbon steel, or PVC pipe and valves, and 

steel or fiberglass pressure vessels common to other types of media filtration, such as granular carbon 

or ion exchange resin. For this reason, the equipment is available off the shelf, and construction 

problems are minimal. 

3.1.6 AdvantagesIDisadvantages 

The advantages of using IBS arsenic adsorption systems are: 
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0 

0 

0 

0 

0 

0 

0 

The technology is simple and well understood 
Equipment is easy to operate 
Operations require no addition of chemicals 
There is no requirement to chlorinate the water 
There is only one point of maintenance 
Additional taps require no additions to treatment equipment 
Operating costs are moderate due to the relatively low arsenic concentration within 
these wells 

The disadvantage of IBS Arsenic adsorption systems is: 

The technology is not recognized by the EPA as a "best available technology" (BAT) 
for removing arsenic from drinking water (EPA, 2003). The lack of recognition is 
because BS' track record was not sufficiently established to be considered as BAT at 
the time the rule was promulgated. Despite the lack of recognition, the technology is 
currently being implemented throughout the United States, including Arizona. 

3.1.7 Permitting 

Each treatment system will require a permit to construct. The permit application process fkom the 

Pima County Department of Environmental Quality (PDEQ) requires submittal of an application and a 

design report, along with a completed set of construction plans. Equipment is typically ordered in 

advance of the application for the permit to construct. Permits to construct generally require 

approximately eight weeks for approval. During this period, PDEQ will conduct a review of the 

drinking water treatment system design. Required changes must be incorporated into the engineering 

plans prior to obtaining the permits to construct and issuing the constructibn documents. 

3.2 SYSTEM EQUIPMENTTAND INSTALLATION REQUIREMENTS 

In addition to the treatment technology, there are also related ancillary efforts for site work and 

installation of on-site plumbing and electrical work. 

3.2.1 Treatment Equipment Requirements 

Recommended equipment for each system is presented in Figure 3 and Table 2. In addition to the 

treatment equipment (Appendix A), each system includes a backwash recovery system. The backwash 

recovery system includes a tank, bag filter, and backwash recycle pump. Each treatment system will 

periodically require backwashing (approximately every 3 0 days). Vessels from the treatment system 

will be backwashed one at a time (there are two vessels per treatment system). Backwash water will 

pass through the bag filter(s), where solids (a small amount of frne particulates and spent media) will 

be captured from the backwash. Each tank will be sized to contain the amount of water from one 
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backwash event. Following backwash of each vessel, filtered backwash will be slowly pumped back 

into the supply upstream of the treatment system. Information summaries of backwash recovery 

equipment are provided in Appendix B. 

3.2.2 Site Work 

Each system will require a concrete pad for the treatment system equipment. An enclosure, or canopy, 

is recommended for the treatment equipment for Well No. 5 to provide protection from the sun. No 

enclosures or provisions for shade or protection from the sun have been included for either of the other 

two treatment systems for Wells No. 6 and 7. The recommended sizes for each concrete pad are 

presented in Table 3 and shown on Figures 4 through 6. 

3.2.3 Piping and Mechanical Work 

Piping for each system is shown in Figure 3, the P&ID, and Figures 4 through 6,  the piping schematics 

for each system. The P&ID presents the functional requirements and major equipment, controls, and 

valves for the proposed treatment system. Piping and equipment descriptions are presented in Table 2. 

Each system will include inlet, outlet, treatment bypass, backwash drain, and backwash recycle piping. 

A flow meter is recommended in the treatment bypass to provide a means to monitor flow rate and 

total amount of flow through the treatment bypass. (Each treatment system also includes a flow meter 

for measurement of the flow rate and total amount of flow through each treatment system.) Figures 4 

through 6 also present the proposed general arrangement and locations of the treatment and backwash 

recovery equipment for each treatment system. Interconnecting piping is shown in a single-line 

format to generally show the major piping runs between equipment. Note that the purpose of the 

piping schematics is to provide a means of estimating piping lengths, but not for a detailed material 

takeoff or for construction. 

3.2.4 Electrical and Controls 

Based on information provided to Miller Brooks, it is assumed that adequate single-phase power is 

available at each well site. Each system will require a 120-volt circuit for the systems control panel. 

Interconnecting wiring is also required between the control panel and the level indicator and switches 

in each backwash recovery tank, as well as to each backwash recycle pump and to the bypass flow 

meter. All of the controls will be interfaced with the control panel. Power supply to the recycle pump 

will be supplied from the control panel. 
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4.0 COST ESTIMATES 

Based on the equipment descriptions presented in Section 3 .O, Miller Brooks has prepared costs 

estimates for the individual arsenic treatment systems proposed for each well. A summary and 

breakdown of the costs for each treatment system are presented in Table 3. It should be noted that we 

have also provided estimated operation and maintenance (O&M )costs associated with each of the 

arsenic reduction systems, along with the estimated capital and installed costs in Table 4. 

4.1 ENGINEER’S OPINION OF PROBABLE BUDGETARY COSTS 

Total installed system costs for each of the three proposed arsenic treatment systems are presented in 

Table 3, page 1. Installed system costs include the cost for procurement and installation of the arsenic 

treatment system equipment (including site work, piping, and electrical). Installed system costs also 

include design, permitting, construction inspections, and preparation of as-builts (or redlines). A ten 

percent contingency is also included to cover costs that were not anticipated during project estimates 

for changes in field conditions, or for changes in pricing for equipment and materials which may occur 

between the time the quotes are obtained and when the estimates are prepared. Arsenic treatment 

system costs are based on the equipment estimates provided by Hennesy and STS (Appendix A). 

Estimated costs for backwashing equipment were provided by other vendors. Note that costs for 

design, permitting, construction inspections and redlines are typically approximately 12 to 15 percent 

of the total installation costs. Based on the above, the Engineer’s Opinion of Total Probable Cost for 

the three arsenic treatment systems is estimated to be approximately $872,400. Note that this cost is 

most likely less than what it would cost for construction using a general contractor (see discussion in 

Section 4.2 below). However, Miller Brooks believes that this cost presentation is reasonable given 

the simplified approach requested by the project representative. 

4.2 TREATMENT SYSTEMmTSTALLATION COST BREAKDOWN 

A breakdown of the equipment, site work, piping, and electrical costs is also presented in Table 3, 

page 1. The total estimated cost for equipment installation for all three systems would be 

approximately $712,000. Summaries of these costs are detailed on Table 3, pages 2 through 4. Unit 

costs are based on R.S. Means (2003a and 2003b). Note that a major assumption in this cost estimate 

was that all of the work would be either self-performed or subcontracted to local contractors. It was 

also assumed that all equipment and materials would be purchased directly from the suppliers. As 

such, the cost for equipment does not included any contractor markups for overhead and profit, local 

conditions, or escalated costs as would typically be included for projects performed by a general 
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. -  

contractor. A 25 percent markup was used for materials and labor for site work (i.e., concrete), piping, 

and electrical to allow for subcontractor markups. Note that any work performed by LQSWC may not 

be subject to the 25 percent markup. Excluding this 25 percent, subcontractor markup would reduce 

the overall project costs to $85 1,600 (a reduction of approximately $21,400). 

i 

4.3 O&MCOSTS 

The estimated O&M costs for each system are based on the estimates provided by Hennesy and STS 

(Appendix A). For IBS arsenic adsorption systems, the majority of these costs are for annual 

replacement of media (ie., the IBS). Including a nominal allocation for labor, the total O&M cost 

would be $47,800, or approximately $0.024 per 1000 gallons treated. No costs have been included for 

chemicals which may be required for disinfection (i.e., hypochlorite) or pH control. 

5.0 SUMMARY 

Benefits of the individual treatment approach include diversity of supply, flexibility for emergency 

repairs or scheduled maintenance and an economical approach for drinking water treatment. 

Disadvantages include the requirement to obtain permits, monitor, and maintain three separate 

treatment systems. However, the major advantage of individual systems versus a central arsenic 

reduction system would most likely reduce costs associated with minimal infrastructure upgrades. 

In the event the LQSWC elects to implement arsenic reduction systems at each well, Miller Brooks 

recommends IBS arsenic adsorption systems manufactured by STS. This recommendation is based on 

overall project costs, taking into account the capital costs, as well as long-term O&M costs. Also note 

that this work was based on a limited amount of information provided by the project representative 

and Hennesy. Although this information was sufficient for preparing this report, additional site 

information (site plan, mechanical, and electrical drawings, well pump information, equipment 

information, operational data) for each well would be necessary for preparing a detailed design for 

individual treatment systems at each well. Should LQSWC wish to pursue treatment at each well, 

rather than in a central treatment facility, Miller Brooks would be pleased to meet with LQSWC’s 

Board to provide additional details regarding the findings of this report and to discuss the individual 

treatment option. 
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6.0 LIMITATIONS 

This Preliminary Evaluation and Budgetary Opinion of Probable Cost for Las Quintas Serenas Water 

Company’s Three Wells has been prepared by Miller Brooks Environmental, Inc. (Miller Brooks) for 

the sole use of the project representative, Mr. John S. Gay. Our professional services have been 

performed using that degree of care and skill ordinarily exercised under similar circumstances by other 

engineers practicing in this field. No other warranty, expressed or implied, is made as to the 

professional findings or advice in this report. Any use of or reliance on this report by a third party 

shall be at that party’s sole risk. 

Miller Brooks can offer no assurances and assumes no responsibility for site conditions or activities 

outside the scope of the inquiry as outlined in this document. All parties should understand that Miller 

Brooks has relied on the accuracy of documents, oral information, and other materials, services, and 

information provided by the project representative and other parties. Miller Brooks must provide any 

subsequent modification, revision, or verification of this report in writing. 

Miller Brooks appreciates the opportunity to provide these consulting services. Should there be any 

questions regarding information presented in this report or if further documentation is desired, please 

contact us at 602-728-0577. 

PREPARED BY: 

Miller Brooks Environmental, Inc. 

Raymond S. Craft, P.E. 
Arizona Registered Professional Engineer No. 193 84 
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I TABLE 2 
Las Quintas Serenas Water Company's Three Wells 

Arsenic Reduction System 
Pioine and Eauioment DescriDtions 

T-60 1  BACKWASH TANK IPolyProcessing Co., #1108050 18,050 gal., HDXLPE' 
I I I I 

CKWASH RFC 

T-701 IBACKWASH TANK lPolyhocessing Co., #11014950 114,950 gal., HDXLPE' 
I I I 

Notes: - High Density Cross Linked Polyethylene 
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TABLE 3 
Las Quintas Serenas' Three Wens 

Arsenic Removal System 
Engineer's Opinion of Probable Cost 

Well No. 5 Well No. 6 Well No. 7 - Totals 
Arsenic Treatment System $ 149,074.97 $ 246,692.37 $ 316,233.09 $ 712,000.42 
Design $ 11,926.00 $ 17,268.47 $ 18,973.99 $ 48,168.45 

0 $ 5,963.00 $ 8,634.23 $ 9,486.99 $ 24,084.22 
Construction Inspections and Redlines $ 4,472.25 $ 6,167.31 $ 6,324.66 $ 16,964.22 
Contingencies $ 14,907.00 $ 24.669.00 $ 31,623.00 $ 7 1,199.00 

Total $ 186,343.21 !$ 303,431.38 $ 382,641.73 $ 872,416.31 

Equipment 
ConcretdSite WorkBuilding 
Piping 
Electrical 

$ 121,543.73 $ 218,984.58 $ 284,522.98 $ 625,051.29 
$ 5,963.80 $ 3,656.56 $ 4,835.50 $ 14,455.86 
$ 12,887.44 $ 15,371.23 $ 18,194.61 $ 46,453.21 
$ 8,680.00 $ 8.680.00 $ 8,680.00 $ 26.040.00 

Arsenic Treatment System Cost Breakdown: $ 149,074.97 $ 246,692.37 $ 316,233.09 $ 712,000.42 

1 of 4 
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1241 W. Calle De La Plaza & 4 M  G* 6 Sahuarita, Az. 85629 
January 20,2006 
Phone 625 - 3327 

To Mike Wood, Rohn Householder, Steve Gay, Kaycee Conger and 
Lawrence V. Robertson, Jr.: 

That was a good Directors meeting yesterday. I finally asked Rohn 
directly why he was in favor of spending about $1,700,000 for a central 
arsenic treatment system instead of about $700,000 for arsenic treatment 
at each well. I can now start answering his concerns and pushing other 
people to supply what information I am unable to provide. 

I am trying to put in print what I think Rohn said. If I am wrong, or have 
left out inportant facts, let me know, or when Rohn testifies at the later 
hearings a court reporter will get it correct what his ideas are. I think, and 
remember, what he said as: -. 

1. In general central units are better. 
2. Central units are cheaper to operate. 
3. He did not want to get into the pros and cons of operating a 

central1 vs at each well because he did not know the operation, 
problems, maintenance, etc. 

For the past six months to a year my letters and Comments to Rohn and 
the others has been on the operational problems involved with 
Westland's propossal, and the excessive cost. This is also what many of 
my exhibits as an intervenior would cover. 

Central units are cheaper to operate. 
7, 

The central unit Westland is proposing will cost roughly $1,000.000 more 
than the units at each well. We have a proposal to loan L.Q.S. money at 
8% so just to cover the interest the central unit must be $80,000 per year 
cheaper to operate. If we are thinking of paying back the loan in ten 
years we need the central unit to be another $100,000 cheaper to 
operate per year. 

I will try to come up with costs, but I doubt if there is any chance I will 
come up with cental unit cost $180,000 cheaper per year. If I do come 
up with this type of saving, or anyone else can show us that type of 
savings, I would be glad to change my vote to a vote for a central 
unit and withdraw my intervention proceedings. (Note that Ron Kozoman 
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on hi9 page 9 ortkstimony sta& “The estimated annual operating 
expense associated with arsenic treatment is $21,000 for the initial year.”) 

If we can’t come up with savings in the range of $1 80,000 per year 
with a central unit, either Rohn or Mike might consider changing their vote 
to arsenic units at each well. 

Yours truly, 

John S. Gay 
1-20-06 DOC 



1241 W. Calle De La Plaza 
Sahuarita, Az. 85629 
September 1 4,2005 
Phone (520) 625 - 3327 

Judge Jane L. Rodda 
Administrative Law Judge 
Arizona Corpora tion Com mission 

E x b i b i f  6- 7 1200 W. Washington Street 
Phoenix, Arizona 85007 

RE: Las Quintas Serenas Water Co. (“LQS”) 
Docket Nos. W-01583A-04-0178, W-01583A-05-0326 and 
W-0 1 583A-05-0340 

Dear Judge Rodda: 

I have problems and I hope you can help me, or direct me to the 
proper people. My wife and I have lived at the above address since 
about 1965. We live in the LQS franchise area and have always received 
our water from LQS. I am a graduate mining engineer and I worked for a 
while as a design engineer for the U S Navy on mostly submarine piping 
and hydraulics. So I have some knowledge of handling fluids. I have no 
legal experience so I have no idea how to write this letter, or to whom. 

In Docket No. W-01583A-04-0178 on March 9,2004 LQS filed an 
application with the Commission for a permanent rate increase. On 
or before January 15,2005 LQS was ordered t? use the new rate 
schedule. According to paragraph number 30 in this rate case the Staff 
thought LQS was getting a 2.9 % increase in revenue over the test year. 
Actually LQS spent over $40,000 on the rate case and we got a rate 
decrease so we have had to sell tens of thousands of dollars of 
investments to pay our employees and purchase power to run the wells. 

In paragraph number 43 in this rate case the Staff crrlculated 
preliminary estimate of arsenic removal of $1 86,992 in capital costs. LQS 
has a Westland Resources report that the cost for arsenic removal will be 
about $1,700,000. I have been President, Vice President, Operator, Co - 
Operator Manager, and Treasurer at various times for LQS for about forty 
years, and a Director for that entire time, and I felt the $1,700,000 system 
was poorly designed and would not be reliable so I got information on a 
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Sept. 14,2005 Page 2 

system which would be reliable costing about $600,000 and presented 
this to the two Plelps Dodge Directors. At first one of them said that was 
just a salesman's idea so my wife and I paid Miller Brooks Environmental 
over $7,000 to do the engineering and they came up with what I think is 
a good system with costs just over $700,000. This would be a much better LfLLb? 

'i -.,b&- tf q5 . 6 7- ,-g ii: 13 I' 

n-  ** ,L&X 

system and $1,000,000 less in cost. 
b *, 

LQS attorney Lawrence V. Robertion in his*A;g,ust 22,2005 lettelFi. e>v fld 
I Jason Gellman of the Arizona Corc. Comm.&iegal Division had a' 

proposed schedule for Docket W-O1583A-05-0340 which looked to me like 
December 9,2005 would be the first time I as an Intervenor would be 

$40,000 to answer all of Staff's requests it looks like LQS could end up 
spending lots of money on the engineering, etc requirements Staff 
probably will require. And then if Staff goes for the $700,000 system , or 
Staff's preliminary $1 86,992 system, LQS could have spent a lot of money 
for nothing. So as soon as possible I would like Staff to know that an 
intervenor will at some time like to present a system with costs around 
$700,000. 

?@ 

1, $0 6 '' 
0 2 ~ 4  

able to present my case. After seeing that LQS had to spend over : ,q i d  &$, y 

Is there someone I should notify now that I plan to be an Intervenor 
on December 9th, or preferably sooner if possible? 

2 

Yours truly. 

Jot-& S. Gay, 9 s  wat&stomer. 

cc: Steve Gay, LQS Manager 
Rohn Householder, LQS Director 
Mike Wood, LQS Director 

9-1 4-05 DOC 



1241 W. Calle De La Plaza 
Sahuarifa, Az. 85629 
January 9,2006 
Phone 625 - 3 3 2 7 z x 4  G- 8 

To Mike Wood, Rohn Householder, Steve Gay and Kaycee Conger: 

N E W  WELL SITE 
1. I have known about Santa Cruz Meadows subdivision for many years 
in a vague way, but when I saw the large piece of ground being cleared 
I was suprised. Recently when talking to Steve about L.Q.S. business he 
showed me the plans for the subdivision and said he had an extra copy 
so I took the set of plans home to look over. I had no idea it would be so 
large: it is for 239 lots. (Witness Kozoman Schedule H-2 lists customers on 
9-30-03 as 700 of 5/8 meter, a few of 1 ’ I ,  1 .5”, etc and 150 standpipe 
customers for a total of 897 customers.) It is easy to see that the addition 
of 239 customers should change L.Q.S. water use quite a lot so I think we 
should consider seeing if we can obtain a well site on this property. 

2. When I look over the Santa Cruz Meadows plans I see that most of 
their water system pipes will be 8”. Most of the old L.Q.S. system is 6”. This 
might not mean much to Rohn, but to get the rough idea of water flow 
capacity in pipes one squares the diameter. Therefore, 6x6 =36 and 
8x8=64 so in rough terms 8” pipe system will cary almost twice what a 6” 
system will. 

3. The set of drawings that Steve gave me had Steve signing for L.Q.S. 
on May 30,2003, and then after revision # 1  March 29,2005, and there 
was a place for L.Q.S. Re-Acceptance after reyision #2 but on my copy 
Steve had not signed. Therefore, I do not know if it is too late to negotiate 
a well site, but as far as I am concerned it is worth a try. 

4. 
Montgomery and Associates and they were the ones that picked the 
location and oversaw the drilling of our # 7  well. I know I was well pleased 
with their work and I believe Steve felt the same. The # 7  location was 
picked with hopes that the nitrates from the sewage plant would be to 
the east and the problems from the mines would be to the west. [ I went 
to a well-attended Nancy Freeman meeting today and she is a pusher 
who wants some of the treated sewage water to be used on golf courses 
in the future and not be an item of our concern.) To me, there are 
several possible well locations in Santa Cruz Meadows and they are 

Charlie Barter, a L.Q.S. Director, until his death, worked for 
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all farther away from the mines than either #6, or # z  wells. 

5. I believe a replacement well has to be drilled within'660 feet of the ' 

old well and possibly the ADWR would only allow an approved pumping 
rate the same as the old well registered gallons per minute. If this is the 
case, if our #5 well fails we might want to drill the replacement well on 
the site as we have pressure tank, piping, electricity, fencing, SCADA all 
there and we might also have our arsenic system in place, and this well 
has the lowest arsenic level of our three wells. See Steve's 12/29/05 letter 
to us as the second and third paragraph on page 2 cover #5 well. 

" * . . * .  

6. 
Intent to Drill, Deepen, Replace or Modify a Well'' and the form to fill out. 
The fee is $1 50 and I have this info as I plan to drill a well soon near St 
David. I phoned the well driller in October of 2005 and their first available 
date to drill is this coming March. Therefore, if I can get either Mike or 
Rohn to agree with me it is my suggestion we have Steve get going to 
find out what size well we are allowed to replace #5 with, the costs, and 
when we might get the well drilled. I do not want to drill now, as #5 is 
working fine, but we directors should have the info in front of us so we 
can move quickly which ever way we want to go if #5 fails. About a 
month ago when Steve was gone I checked the system and found that 
#5 was the well running and I was surprised as Steve has been using #7. 
When I got to the office I found a note saying he had put #5 in lead 
because he would be gone and it was the most reliable. 
( I  have a copy of a Nov. 30,2003 Invoice from Montgomery & Assoc. For 
Professional hydrogeological services: project,management and 
planning: initial preparation of technical specifications for ST-5 
replacement well; and teleconferences with S. Gay concerning 
alternatives for ST-5 replacement.) 

I have Arizona Department of Water Resources Form 55-40 "Notice of 

OPERATION OF L.Q.S. WHEN STEVE LEAVES 
7. Steve will be gone on April 1 st. and Gary Hatcher has given notice, so 
after April 1 st Mike, Rohn, Kaycee, and myself will be operating the system 
unless we have people trained at that time. Steve's 12/29/05 letter h s  
under #2 Kaycee's wages, and under #3 asking about replacement 
labor, and under # 6  how poorly the system is operating, and # 1 1  on 
Grumpy customers. One item that needs to be added and emphasized 
is that Mike and Rohn will be entirely in charge of this. I will be glad to 
offer ideas and suggestions, but the entire operation will be run by the 



Jan. 9,2006 Page 3 
two of them. I have spent much time, written many letters to the two 
men explaining how we can have a more reliable arsenic system for 
around $600,000 and they have never answered any of my letters and 
they are still going for a $1,600,000 system. 

8. I do not know if Rohn and Mike are even aware of some of the 
items we now have in place to make sure things run well. 

a. Kaycee, Steve, Gary, and myself all have keys to enter the well 
yards, standpipe locked area, and office and we all have some idea 
what is going on in each area. My understanding is that neither Mike nor 
Rohn have keys to enter these points and I doubt if they would know 
what was going on in most places if they did get in. 

b. At Steve’s house and at my house we both have pressure gauges 
attached to the water system so we have some idea from our homes 
how things are going. There is electrical switch gear so if the water 
pressure gets below a set point a gong rings at Steve’s, and the phone 
rings at both his and my houses with a recording saying, “Low Water 
Pressuse”, and I believe it keeps repeating this message. 

c. Usually when Steve will be out of town he lets me know and I check 
the system. An example was December 17th, a Saturday, s o  I went to 
each well, noted water pressure, run time, etc. and then went to the 
office to verify. Most of the time I do not turn in my,hours as I figure my 
monthly Director’s fee should cover this. 

d. Item “c” is usually on weekends. When Steve is on vacation Kaycee 
usually keeps tabs during the week with possibk Gary and/or me 
checking the field and reporting to her. Then I usually handle the 
weekend. 

9. 
and Gary leave, I will be sure that Mike’s and Rohn’s home phones and 
addresses are well displayed and I will make it plain that the two are 
operating the system. 

Unless Mike and Rohn have people trained and in place when Steve 

MONEY PROBLEMS 
10. 
I see that on 8/15/05 Check #7580 went to Atty. Lawrence Robertson for 
“Telephone conferences: Bank - Loan Arrangements $302.50.” On 
9/8/05 more Loan Discussions w/ Bank $522.50. Same day another 

Steve’s 12/29/05 letter talks about money under # 1  and #6. 
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$495.00 on the same subject. Again on 9/8/05 Meeting Commerce Bank - 
-Possible loan arrangements $797.50, and on 10/17/05 
Preparation/Participation w/Alliance Bank for $330.00. This is a lot of 
money to pay out for a lawyer. 

LQS, a letter telling of a $1,650,000 Loan at 8%. 

OF LAS QUINTAS SERENAS WATER CO. were filed with the Arizona 
Corporation Commission and recorded in Book 1 146 from page 479 to 
485 and under ARTICLE VI it states: 

The highest amount of indebtedness or liability to which the 
corporation may at any time subject itself is the sum of Six Hundred 
Sixty-Six Thousand ($666,000) ------Dollars. (JSG File #89) 

1 1 , Steve’s 12/29/05 letter doesn’t indicate what months this report 
covers. In #6 he states LQS sold $28,257 in stocks to cover expenses in 

(d-b +vr26Kaycee’s .-. “Month End Summary December 2005” lists the 
same Intel $4,945.42, and SBC Comm. $4,808.36, and John. & Johnson 
$1 8,504.21, but Kaycee also lists a second sale of Johnson & Johnson of 
$1 8,051.90. In order that Mike and Rohn understand the seriousness of 
money under their direction they need to know about this second 
Johnson & Johnson ($1 8,051.90), plus we sold Ivy Bond Fund A for 
$1 0,761.06 on 4/18/05, plus Scudder Short Term Boqd Fund for $10,787.50 
on 3/31 /05, plus T Rowe Price Mid Cap Growth for $27,059.63 on 
3/24/2005. If I have added it correctly that is $94,917 we have used from 
our savings in less than one year, and not added one capital 

On September 2,2005 Commerce Bank sent John Gay, President of 

Do these various people know that the ARTICLES OF INCORPORATION 

& I .f 
2J k P &  

f i u  

improvement. z 

12. 
June, July, and August all on 9-22-05. As I remember when Rohn first 
became a Director he wanted monthly statements and I believe Kaycee 
told him she couldn’t do it until the tax person gave her the cost to 
charge each month. In any case I maintain we must have more up-to- 
date accounting, even if isn’t complete. I never get any feed back from 
either Mike or Rohn so 1 do not know if they are aware what is going on 
and if one of them is authorizing these very frequent and large checks for 
attorney and accounting fees. (See attached Transaction Detail Report.) 

If I am correct I show we received Profit & Loss statements for May, 

13. 
people we are working toward a proper goal, then have Westland 

If someone feels we must spend money wildly to show the Arsenic 
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Resources work on #5 well because they and I, CIS m' intervenor, plan to 
have the arsenic unit there as a 

\hnzxcx 1-9-06 Doc 



1241 W. Calle De La Plaza, 
Sahuarita, Az. 85629 
April 18,2005 
Phone 625 - 3327 

Mr. Mike Redmond, R.S., PDEQ 
Pima County Dept. of Environmental Quality 
150 West Congress Street 
Tucson, Az. 85701 - 131 7 

Dear Mr. Redmond: 

I .  W e  have received Eric Shepp's letter of April 7th, and I need help. 

2. Las Quintas Serenas Water Co. ( LQS) has an arsenic problem that 
we need to correct. We have used Buck lewis as our engineer for about 
20 years but Buck has retired so we looked for a new engineer and signed 
a contract with Westland Resources, Inc. on January 10,2005 to do some 
engineering for us. 

3. 
Corporation Commission for a permanent rate increase. On Jan. 4,2005 
Decision No. 67455 was Docketed. LQS spent about $40,000 on this rate 
case and instead of a rate increase it turned out to be a rate decrease. 
We spent this $40,000 and in the end we had not improved our water 
system any, or helped our customers in any way. "€jndings Of Fact" #42 
gave the values of arsenic in our  three wells and stated that our wells are 
above the new arsenic maximum contaminant level which will be 
required on January 23,2006. 

On March 9,2004 LQS filed an application with the Arizona 

3 
4. In Findings Of Fact #43 the Commission Staff calculated preliminary 
estimates of cost for LQS's arsenic removal. Staff estimated capital costs 
and operation and maintenance costs, however made no finding in this 
Decision as to the reasonableness of Staff's estimates, and no suggestions 
or help was given to finance the arsenic removal. 

5. 
plan to ADEQ o r  the PCDEQ by February 28,2005 for review and 
approval. Westland worked hard and produced LAS QUINTAS WATER 
COMPANY WATER SYSTEM AND ARSENIC MASTER PLAN dated 3-24-05 by 
Kara Festa. This was after the date ordered by the Commission so we 

The Commission ordered that LQS submit its detailed arsenic removal 
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distributed it immediately even though we could see  errors. (Our name is 
Las Quintas Serenas Water Co. not Las Quintas Water Co.) The most 
major problem I see with Westland's report is that in Appendix A they 
estimate costs as $1,789,375 and with the quotes &e have from5eyern 
Trent Services I think we will have a more reliablg system for ,under 
$600,000. 

6. 
double each water customer's monthly water costs. I would expect this 
to bring lawsuits from stockholden of LQS or from our  customers, 
especially when it can be shown that the $600,000 plan gives more 
reliable water service. 

If we spend the $1,789,375 I feel that LQS will have to more than 

7. 
LQS since about 1966, Since The Anaconda Co, took over LQS in about 
1966 and 1 became  President we have mcrde many improvements and 
had no serious complaints to our wafer service. Phelps Dodge is now the 
major stockholder and b o  of our three Directon who direct operations 
are Phelps Dodge employees. (1 am the third Director.) I have not been 
able to convince the other b o  Directors that my $600,000 plan has any 
merit. In fact, we have not even been able to agree whether we are in 
compliance on our storage. So that is the first thing I want to get ironed 
out. Here is where I need your help. 

8. System Storage AL Revised Statutes R18-4-503 Storage requirements 
as it pertains to LQS. 
equal to the uverage duijy demand during the peak month of the year. 
Storage capacify may be bused on existing coqurnption and phased in 
as the wuter system expands . . . . . . IJ  "The minimum storage capacify 
for u multiple-we/! system may be reduced by the amount of the total 
daily demand minus the production from the \urgest producing well. I t  

Our peak month was June to July 2003 with 21,349,000 gallons / 30 days = 
71 1,633 average gallons per day. We have storage of 60,000 + 
30,000galfons = 90,000 total. 
This is where I need help. Our largest well is 850 gpm x 60 min. x 24 hours 
= 1,224,000 gallons. This 71 1,633 average daily demand - 1,224,000 gal. 
= minus 51 2,367 gallons, so is our required storage zero gallons? 

I have been President, Vice President, CeManager, or Director of 

" ..... the minimum storage capucify shull be 
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9. 
"The minimum storage capacity for systems not providing fire protection 
should approximate the annual average daily consumption. This 
capacity may be reduced when the source and treatment facilities have 
sufficient capacity, with standby power capabiiiiy, to supplement peak 
demands of the system." 
capacity does ADEQ require from LQS? 

System Storage -- ADEQ Booklei 99 ? 

Here again I need help. Just how much 

10. Wesfiand 2.3 Water Source Capacity 
"The ADEQ standards require that  the well system be capable of 
providing peak day demand [PDD) for the entire system with the largest 
well out of service." 
#6 well efectric 350 gpm x 60 min x 24 hr = 504,000 gallons. 
#b well Nat. gas 425 gpm x 60 min. x 24 hr. = 61 2,000 gallons. 
#5 well electric 200 gpm x 60 min. x 24 hr. = 288,000 galions 
288,000 f 504,000 = 792,000 gal. with #6 on electric. 
288,000 + 61 2,000 = 900,OOO gal. with #6 o n  Natural gas. 
One day in May we pumped 910,000 gallons which is our  PDD. 

11. v4 \WE GET TO THE 81G With \alestland's $1,789,375 
pian #7 well will n o  longer pump into the system. Also #6  well no longer 
pumps into the system. Only #5 well will pump into the system. So how 
much storage is required with their system? 
With Severn Trents $600,000 system all three wells will still pump wcter into 
the syetem. 

cc: Steve Gay, LQS 
Rohn Householder, LQS Director 
Mike Wood, LQS Director 
Lawrence V. Robertson, LQS SttoFney 
Westla nd Resources 

4-18-05 DOC 
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8 
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10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Q.15 

A.15 

3 

4 

125.00 
- 

225.00 

6 350.00 

Standpipe 10.10 

WHAT ARE THE PROPOSED ACRM CHARGES TO SERVICE THE DEBT, 

AND OVER WHAT CUSTOMER BASE ARE THE CHARGES SPREAD? 

I used the customers at the end of the test year, namely September 30, 2003. Thus, the 

customer base has been annualized to the year end number of customers. The monthly 

charges for the ACRM charges by meter size are: 

Meter 
- Size 

518 x 314 

314 

1 

11n 

2 

3 

4 

6 

Standpipe 

ACRM 
Charges 

$ 21.99 

32.98 

54.97 

109.95 

175.92 

35 1.83 

549.74 

1,099.48 

21.99 
.. 

Combining the current monthly minimum and the ACRM charges results in the 

following total monthly charges: 

Meter Monthly ACRM Total Monthly 
Minimum Charge Charge 

7 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

::x3‘4 

1 

11l2 

2 

3 

4 

6 

Standpipe 

$ 10.00 

22.50 

25.00 

55.00 

70.00 

125.00 

225.00 

350.00 

10.10 

$ 21.99 

32.98 

54.97 

109.95 

175.92 

351.83 

549.74 

1,099.48 

21.99 

$ 31.99 <- 
55.48 

79.97 

164.95 

245.92 

476.83 

774.74 

1,449.48 

32.09 

Q.16 WHY DID YOU USE T m  NTJMBER OF CUSTOMERS AT SEPTEMBER 30, 

2003, AND NOT THE MOST RECENT NUMBER OF CUSTOMERS? 

A.16 There are a greater number of customers in 2005 than there were at September 30,2003. 

However, if I were to use the most recent number of customers, I would also propose a 

number of adjustments to other accounts. 

It is my understanding that the Commission has allowed the Company’s prior rate 

case to be re-opened only for the limited purpose of considering the proposed recovery of 

debt service and certain operating expenses associated with arsenic treatment. 

If I were to use the most recent number of customers, I would also request the 

property taxes on the higher revenue, as the revenue requested in the instant case will 

cause property taxes to increase substantially, even with the decrease in the assessment 

8 
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Las Quintas Serenas Water Company \Mth 8.00% Loan 
Present and Proposed Rates Including Estimated Surcharge for ARSM Surcharge 

Estimated Operation & Maintenance Expense Associated with Arsenic Treatment Plant 
Test Year Ended September 30,2003 

Exhibit 
Schedule H-3 
Page 1 
Witness: Kozoman 

Line Customer Classification - No. and Meter S i e  
I Monthly Usage Charge for: 
2 518 x 314 Inch 
3 314 Inch 
4 1 lnch 
5 1 Il2lnch 
-6 2 Inch 
7 3 Inch 
8 4 Inch 
9 6lnch 
10 Standpipe 
11 
12 
13 
14 

Gallons included in Minimums all meters but 4” 

Tier 1: Gallons umer limit 
15 518x314 Inch All (a) 
16 34 Inch All (a) 
17 1 Inch All (a) 
18 1.5lnch All (a) 
19 2lnch All (a) 
20 3lnch All (a) 
21 4lnch All (a) 
22 6fnch All (a) 
23 Standpipe All (a) 
24 
25 
26 518~34lnch All (b) 
27 314 Inch All (b) 
28 1 Inch All (b) 
29 1.5 Inch All @) 
30 2lnch All @I 
31 3lnch All @I 
32 4lnch All @) 
33 6lnch All @) 

Tier 2: (Gallon uDDer limit. UD to. but not exceedinq) 

34 
35 518 x3/4 Inch 
36 314 Inch 
37 1 Inch 
38 1.5 Inch 
39 2 Inch 
40 3lnch 
41 4lnch 
42 6lnch 

Tier 3: Gallon u ~ ~ e r  limit. UD to. but not e x m i n q )  

Present - Rates 

$ 10.00 
22.50 
25.00 
55.00 
70.00 

125.00 
225.00 
350.00 
10.10 

4,000 
4,000 

40,000 
100,000 
150,000 

400,000 
400,000 

4,000 

23,000 
23,000 
40,001 

100,001 
150,001 

400,001 
400,001 

23,001 
23,001 

99,999,999 
89,999,999 
99,999,999 
99,999,999 
99,999,999 
99,999,999 

Proposed 
Rates 

(a) 
$ 31.99 

55.48 
79.97 

164.95 
245.92 
476.03 
774.74 

1,449.48 
32.09 

- 

4,000 
4,000 

40,000 
100,000 
150,000 

400,000 
400,000 

4,000 

23,000 
23,000 

99,999,999 
99,999,999 
99,999,999 
99,999,999 
99,999,999 
99,999,999 

23,001 
23,001 

99,999,999 
99,999,999 
99,999,999 
99,999,999 
99,999,999 
99,999,999 

Percent 
Chanue 

L 219.90% 
146.58% 
219.88% 
199.91% 
251.31 % 
281.46% 
244.33% 
314.14% 
217.72% 

NIA 
NIA 
NIA 
NIA 
N/A 
NIA 
NIA 
NIA 
NIA 

NIA 
NIA 
NIA 
NIA 
NIA 
NIA 
NIA 
NIA 

NIA 
NIA 
NIA 
NIA 
NIA 
NIA 
N/A 
N/A 

43 

44 All Tier 1 $ 0.950 $ 1.094342290 
1.150 3 1.294352290 45 AI1 Tier 2 
1.350 (6 1.494352290 46 All Tier 3 

Tier4 1.350 $ 1.494352290 47 All 

Commoditv Rates (Der 1.000 aallons in excess of aallons in Each Tier) 

15.19% 
12.55% 
10.69% 
10.69% 



\ April 27,2005 

John Gay makes the following motion: 
In Westland’s Las Quintas Water Company Water System and Arsenic 

Master Plan it states under 4.5, “A variety of options were considered to 
address these concerns including arsenic treatment at each well site, . . . . ’ I  

“In general, it is most efficient to treat or test well water by concentrating 
numerous sources into a single centralized system before pumping into 
the distribution system.” Westland gave us no figures or facts to back up 
this statement so I would like to pay Westland to present these facts and 
figures to us, so everybody at Las Quintas Serenas Water Co. can see if 
there are any advantages to their $1,789,375 system over the Severn 
Trent units at each well for a total cost of around $600,000. 



*- 

. 

h S  QUINTAS SERENAS WATER SYSTEM AND ARSENIC MASTER PLAN 

4.5. EXISTING SYSTEM INFRASTRUCTURE REQUIREMENTS 

The approach to the construction of new infrastructure to serve the existing water system must take into 
account the various requirements to provide a comprehensive plan that addresses the issues related to 
water quality, and storage deficiencies. Long-term well capacity issues will be addressed under the future 
system requirements section, as it is assumed that the existing well capacity will be sufficient for the 
short-term needs of the water system. The recommended infrastructure as discussed in this chapter is 
shown on Exhibit 1. 

The first priority for Las Quintas Serenas Water Company is to construct facilities that will allow the 
water system to provide water meeting the new arsenic standard. The secondary priority is to address the 
shortage in storage capacity. A variety of options were considered to address these concerns including 
arsenic treatment at each well site, various combinati-ms of centralized arsenic treatment, and various 
storage tank locations. The alternative selected to address existing system requirements allows the 
integration of both arsenic treatment and storage facilities into one water system project. In general, it is 
most efficient to treat or test well water by concentrating numerous sources into a single centralized 
system before pumping into the distribution system. The water system facilities proposed for the existing 
system include a combined treatment system for Well Nos. 6 and 7, with a new storage tank and booster 
station for delivering treated water, and a small separate treatment sy5tem at Well No. 5. An Opinion of 
Probable Construction Cost (OPCC) for the existing system facilities is provided in Appendix A. 

4.5.1. Well Nos. 6 and 7 Arsenic Treatment 

The existing system infrastructure to address arsenic include a new 
I ,275-gpm iron-media adsorption arsenic treatment system, 400,000-gallon storage tank, and 850-gpm 
transfer booster station at the existing Well No. 6 site. A new 8-inch water main approximately 2,500 feet 
in length will be required to connect Well No. 7 to the site. The Well No. 6 site was selected for the 
treatment system due to visibility concerns at Well No. 7. Site piping will allow either or both of the 
wells to deliver directly into the arsenic treatment system. The treated water meeting the new arsenic 
standard will fill a new 400,000-gallon tank located at the Well No. 6 site. A variable frequency drive 
(VFD) transfer booster station with a capacity of 850 gpm will then pump treated water fi-om the tank into 
the system. A concept site layout for the new facilities at the Well No. 6 site is shown on Exhibit 2. 

.. 

The arsenic treatment unit constructed at the Well No. 6 site will be a dual-vessel layout for redundancy 
purposes. The actual vessels will be sized to accommodate the total capacity of both wells operating 

I / /  
WestLand Resources, Inc. 9 
Enginemng and Enwronmental Consultants 

Q Wohr\l I OO’s\l148 O I b  Qumm W;ucrSyjtcm h i m  Plan 032205 doc 
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. 
U S  QUlNTAS SERENAS WATER COMPANY ARSENIC TREATMENT DESlGN REPORT 

A new 3,000 gallon hydropneumatic tank will be required for Well No. 6 to provide surge protection for 
the arsenic treatment facilities as this well is not equipped with variable frequency drive. 

WELL No. 5 

Well No. 5 will not require any modifications, as it will continue to pump directly into the distribution 
system. The capacity of Well No. 5 will likely decrease to 200 gpm due to the headloss associated with 
the new treatment facility (approximately 5 psi during normal operation and an additional 10 psi during 
backwash). The pump curve for Well No. 5 is included-in Appendix D. Additionally, Well No. 5 has 
shown signs of sanding and will require an external sand separator, which will create an 8 psi/l8 feet 
headloss at 200 gpm -per the manufacturer's specifications. Manufacturers cut sheets for the sand 
separator can be seen in Appendix E. 

WestLand Resources, Inc. 
Engineering and Environmntal Ccnwltants 

Q:Uobs\l lOo's\l I48.02\Lar Qumtar Arrcnic Trcavncnr Lksign Rcporc.doc 
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Interrunt Service (1s) 
TkICO ELECTWC COOPERATIVE (TRICO) interrupts usually do not occur 

during our water peak demand time as most people are indoors, working, or driving and 
not watering their yards chuing the extreme heat, and the commercial water haulers fiom 
the stand pipe have stopped for the day. 

Currently TRICO’s maximum interrupt has been 8 hours (which occurred this past summer). If the 
Natural Gas well is started when the tanks are full, then the tanks act as a shock absorber for the system, 
allowing the tanks to fill when the well pumps in excess of system demand and feeding into the system 
when the demand is higher than the well can produce. 

About once a year, during an interrupt, the current storage contributes about 50,000 gallons into 
the system. Once we add the 345 obligated homes, and based on the current system’s maximum pumping 
capabilities (refer to the pumping detail listed below), we will need abaut 100,000 gallons more storage to 
offset the demand *. 

Community Water Company also has their wells on the TRICO IS program. They have decided to 
go with storage to supply their customers with water instead of an aiternate energy supply for pumping 
water during interrupts. This does not give them water in the case of a sustained electrical power outage. 

Interrupt Service (IS) Rates: We currently have our wells on Interruptible Service - two (2) of which 
are 6.17 cents per KW used and no demand charge if the wells are not run through the IS peak demand. 
(There is a verbal agreement* that we can nm through the interrupts as many times a year as necessary so 
long as we pay the demand charge of $ 15.25 per KW. The ## 5 well has a demand charge of about 
$549.00, the #6 well about $I,OOO.OO, and the #7 well about $1,900.00 per monthly violation). 

The normal pumping rate is General Service - 3 which is a demand charge of $15.25per KW per month and 
5.85 cents per KW used. The cost of KW is $1 15.00 per month more for the IS-2 rate, and over GS-3 rate 
but does not have the demand charge of $3,500 dollars. 

Our monthly average for electricity for the fiscal year ending 2003 was $2,302.00 dollars. 
LQS is saving over $3,3350.00 per month with the IS - 2 rate (over $40,200.00 per 

____ _ _ _  - Year). 
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1241 W. Calle De La Plaza 
Sahuarita, Az. 85629 
February 20,2006 
Phone (520) 625 - 3327 -- 

Judge Jane L. Rodda 
Administrative Law Judge 

:n 
. %  Arizona Corporation Commission 
c-. 

1200 W. Washington Street AND 400 w. Congress, s 
Phoenix, Arizoan 85007 Tucson, Az. 85701 c\z 

c, 

k RE: Las Quintas Serenas Water Co. 4 

Docket No. W-01583A-04-0178 et al. 

Dear Judge Rodda: -@a 

*”* > 

I have attached your letter to me of December 9,2005 because from 
your letterhead I was confused about where to send letters to you. My 
February 2nd letter and the February 12th letters I sent to Phoenix. I have 
at the end of the Feb. 12th letter a PS asking if I should take 1 1 copies to 
Reg Lopez to distribute, as I do not know what I should be doing. 
Sometime after Feb. 12 I heard that your office was in Tucson, so with your 
carbon copy of the February 18th letter to Steve Gay I sent your copy to 
Tucson. Today is a holiday and I will be gone all day tomorrow so I will be 
unable to phone the Corporation Commission offices to know what 
address to use for you so I will send a copy of this letter to Tucson, and 
one to Phoenix. 

My February 18th letter to Steve Gay was to gather facts which might 
show how vulnerable the Westland system is if problems occur. My item 
#10 on page 2 of that letter explains my thoughts. Over the past two 
days the #5 and #6 wells have carried the system easily. This morning the 
dirt work started on Santa Cruz Meadows for 239 homes and they had 
three fire hoses going into the two large elevated tanks that supply water 
to the two big off highway water trucks which were working hard spraying 
water for the earth moving equipment. I thought this would give our two 
wells a real test. But Steve Gay, being a good electrician, had figured 
out that the #7 pump motor was O.K. and that the main trouble was 
burned out equipment in the frequency drive switchgear which he 
bypassed and replaced big burned-out fuses and ran #7 well. The 
SCADA (system control and data aquisition) system is not working on # 7  
well, but it is working on showing how full our storage tanks are. So when 
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Steve is in the office he can check on how full the tanks are, and I 
assume he will go back to automatic tonight on #5 and #6 wells. 

In item #5 of my February 12th letter to you I list some of the 
advantages of Community Water Company of Green Valey taking over 
Las Quintas Serenas (L.Q.S.). Since then Community has had a Directors 
meeting and they would like to pursue the purchase of L.Q.S. Community 
has a proven track record of occasions when they have taken over water 
companies whse owners have become greedy at the expense of the 
customers. The results have been excellent for the customers. 

A. Attached sheet “A” shows that in 1987 New Pueblo Water Co. was 
given rates of basic minimum of $1 4.85 per month, to include the first 1,000 
gallons, plus $3.35 per 1,000 beyond the minimum. L.Q.S. which is about 
a mile to the north of New Pueblo under Decision No. 54760 in Nov. 1985 
was give the rate of $1 0.00 for the first 2,000 gallons or less per customer 
per month and a rate of $1.36 per 1,000 gallons in excess of the minimum. 
We had that rate for many years and did fine on it. Community, which I 
believe joins New Pueblo on the south, still has a Minimum of $1 2.50 for 
2,000 gallons or less and a rate of $1.07 per 1,000 gallons for all over 2,000 
gallons. (See attachment 93”) 

B, Attachment “C” explains how in 1990 Community took over New 
Pueblo. I think that the old New Pueblo customers are still paying $1 2.50 
for 2,000 gallond plus the $1.07 for gallons over 2,000. About 600 New 
Pueblo customers were very happy whan Karl Ronstadt sold out to 
Community. 

C. The Westland proposal costing around $1,600,000 will increase 
most of L.Q.S. customers minimum from $10.00 to $21.65 per month, and 
Standpipe customers from $10.10 to 21.75 if you go by Ronald KQZOt-nan’s 
Exhibits A-8 through A-1 2. Attachment “D” explains how Community 
already has one of their wells in operation to treat for arsenic, and 
another being installed. Community says they plan to ask for about a 20% 
rate hike. With their rate of $1.07 now, a 20% hike does not begin to 
compare with going from $1 0.00 to $21.75. 
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I believe it is the duty of the Corporation Commission to protect 
customers from being forced to pay unfair high rates. 

Yours truly, 
.l 

J$n S. Gay 

cc: Las Quintas Serenas Water Co. 
P.O. Box 68 
Sahuarita, Az. 85629 

Community Water Co. of Green Valley 
P.O. Box 1078 
Green Valley, Az. 85622 - 1078 

2-20-06 DOC 
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LYN FARMER 
Chief Administrative Law 

COMMISSIONERS 
JEFF HATCH-MILLER - Chairman 

WILLIAM A. MUNDELL Judge 
MARC SPITZER 
MIKE GLEASON 

KRISTIN K. MAYES ARIZONA CORPORATION COMMISSION 

December 9,2005 

Jolm Gay 
1241 W. Calle de la Plaza 
Sahuarita. Arizona 85629 

Dear Mr. Gay, 

Pursuant to your request this morning, I am enclosing a copy of the pertior, of the 
Commission’s Rules of Practice that address intervention and directions, including a sample 
letter, for how to request intervention. 

I 

If you have any other questions concerning the Commission’s Rules of Practice, do not 
hesitate to call the Commission’s Tucson office, 520 628-6550, and ask to speak to a Consumer 
Services Representative of myself. 

Encl: 
Intervention instructions 
R-14-3-105 

1200 WEST WASHINGTON STREET; PHOENIX. AREONA 6COO7-292T I400 WEST CONGRESS STREET TUCSON, ARIZONA 65701 -1347 

www.cc.state.az.us 

This document is available in alternative formats by contacting Linda Hogan, ADA Coordinator, voice 
phone number 602-542-3931, E-mail LHoqan@,cc.state.az.us 





TARIFF SCHEDULE 

I 

TARIFF SHEET NO. 001 
GENERAL SERVICE 

SPECIAL PROVISIONS 

1. A non-refundable Estabiishment Charge in the amount of $25.00, and 
the appropriate tax adjustment, will be  assessed to each new or 
different consumer and/or person who applies for water service at the 
customer's delivery point. Billing for the  Establishment Charge will be 
rendered as part of the Customer's first service bill. 

2. -2- If service is t o  be re-established at the same seniice locatiori for a 
Customer who has previously ordered a service disconnection within 
the  preceding twelve month period, or for any member of such 
Customer's household, a sum equal to the applicable monthly billing 
minimum times the number of months disconnected, and t h e  
appropriate tax adjustment will be required as a precondition to the 
establishment of such service. Payment for such charge shall be made 
a t  the  time of applieation for re-establishment of service. (See A.C.C. 
Decision No, 55593, A.C.C. R14-2-4030). 

A.C.C. Docket No. U-2304-86-219 
Decision No. 55593 

June  4,1987 

COMMUNITY WATER CO. OF GREEN VALLEY 
Arturo Gabaldbn, General Manager 

3. Turn On/Off Fee (at customer request): 

After Hours. ................. $10.00 
Sunday/Holidays. . . . . . . . . . . . . .  $20.00 

Customer requested meter test; $20.00 (A.C.C. Rl4-2-408F). 

(See A.C.C. Decision No. 55593) .. 

4. 

5. 

6. 

TERMS AND CONDITIONS - Subject to the Company's "Water Service Rules 
and Regulations". 

Customer requested re-read; $10.00 (A.C.C. R14-2-408C). 

Check returned for insufficient funds; $10.00 (A.C.C. 14-2-409F). 

S:\Data\OOO'~~~acs\~PaO\~~TA\~~S\T~~FF.S~ 



TARIFF SCHEDULE 

SPECIAL PROVISIONS - The Special Provisions set forth as part of Water 
Tariff Sheet No. 001 are made a part hereof as if set forth herein. 

~ 

TARIFF SHEET NO. 001 
GENERAL SERVICE 

A.C.C. Docket No. U-2304-86-219 
Decision No. 55593 

June 4,1987 

COMMUNITY WATER CO. OF GREEN VALLEY 
Arturo Gabaldbn, General Manager 

AVAILABILITY - I n  Green Valley and Environs at  all points where facilities of 

APPLICATION - To all water service required when such service is supplied at 
one premise through one point of delivery and measured through one meter. 
Not applicable t o  temporary, stand-by, supplementary or resale service. 

- 

- - 3dkf&u&-capacity and pressure-are _adlacent t -~ t~~~premise - s - s~ -~ed .  _I 

MONTHLY BILL: 

MINIMUM $12.5.0 for 5f8" x 3/4" meter for 2,000 gallons or less 
12.50 for 3/4" meter for 2,000 gallons or less 
15.00 for 1'' meter for 2,000 gallons or less 
18.76 for 1 1/2" meter for 2,000 gallons or less 
23.76 for 2" meter for 2,000 gallons or less 
32.51 for 3" meter for 2,000 gallons or less 
48.76 for 4" meter for 2,000 ga.llons or less 
65.01 for 6" meter for 2,000 gallons or less 

- 

-- - -_ - - RATE $ 1.07 per 1,000 - gallons for all over 2,OOQ _- gallons 

ADJUSTMENT - Plus the applicable proportionate part of any taxes or 
governmental impositions which are or may be in the future assessed on the 
basis of the gross revenues of the Company and/or the price or revenue 
from the water or service sold and/or the volcme of water pumped or 
purchased for safe and/or sold hereunder. I n  the event of any increase or 
decrease in taxes or other governmental impositions, rates shall be adjusted 
to reflect such increase or decrease. 

S:\Data\000 WPdccs\WP6O\OATA\FOUMS\TAKIFF.ScH 



following 
f negotia- 

* I tion Math Karl Ronstadt, about 60Q customers to 
., Community Water Co. of owner of New Pueblo. Commtinity’s service area, 
Green Valley officially took The period between the including the Pueblo Estates 
over the New Pueblo Water ACC approval and last ki- residential section and the 
Co. system on Friday, Sept. day’s omcld takeover of the business community along 
-28, James R. Livingston, New Pueblo system was re- Calle de las Tiendas and . 
,Community water president. quired for technical comple- Dwal Road as well as north 
said Monday. tion of the sale. company of- of Duval Road. 

ficials said. Community Water Co. of- 
The $500*000 Purchase Community Water Co. is a ficials said work on connect- 

..KaS approved bY the Ari- non-profit cooperative orga- ing the two systems has al- 
Corporation Commis- nization which, prior to this ready begun and will be 

purchase. had served about completed “in the very near 
7,000 customers in the future, possibly within the 

. 

- 
’ - 1  Green Valley area. month.’ 

_ -  _L 
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Q-1 
A- 1 

4-2 
A-2 

Q-3 
A-3 

Q-4 

A-4 

a-s 
A-5 

(2-6 
A-6 

Las Quintas Serenas Water Company 
Responses to John S. Gay Set of Data Requests* 

*(In the form of a February 18,2006 Letter to Steve Goy, Opentor I Managor of the Cornpan 

When did you find out that #7 would not operate? 
Steve Gay; Operator/ Manager - Las Quintas Sercnas Water Company 
The first time LQS was aware that the #7 Well w s  not functioning properly was on 
Thursday, February 9,2006 when tho coofing fan bearing in the Frequency drive went out. 
The second time was on Friday, February 17, 2006 when three (3) main fuses blew in tho 
hequency drive, tempomri/y stopping all service at #7 Well. 
As you are aware, the fundion of the hquency drive is to automatical!y mntrol the pressure 
levels within the system to stay within Certain high pressure limits, as set by the operaror, by 
changing the speed of the wall pump motor which controls tfte amount of water now h r n  the 
well or point of entry into the system, The volume in which the flow of water enters the 
system causos p s s u m  within the system which, in the case of LQS, needs to be monitored 
due to the existence of small mains which cannot adequately handle the maximum capadty 
of the #7 Well. 
The 117 Weff can be run wihouf the frequency drive as long as there is enough draw on the 
system to adequately keep the pressures within the system within the same limits set forth 
for me fretwemy drive. 

What did you do to try to get it going? 
Steve Gay; Operator/ Manager - Las Quinlas Serenas Wafer Company 
when the cooling fan bearing failed, I replaced the fan- However, in doing so, it appears that 
I eccidentally lei? a lug loose whila reinstalling the wiring, causing the fuses tu blow and 
fOndQning #?e frequency drive non-operathnal - causing the second failure mentioned 
above. 
In ofdef to meet the demands of the system, I by-passed the frequency drive at fhe lt7 Well 
and am cumnlly mning the Well manually. 

Did you have to call on outside help, and if so who. etc? 
Steve Gay: Manager / Operator- Las Quintas Serenas Water Company 
Paul Crookston; mite Mountain Technical Services was contacted to assess me damage. 
He lbund the loose connection and the short in rhe transformer. 
TRlCO Electtic Cooperative was also contaded. They installed a recording meter at the 
#7 Wcll to resoarch the power spikes andor hot connections that had caused or would 
continue to cause the hqusncy drive pb lems  L QS is experiencing. 

My guess is that the well is still down. and if that is the case you will not have answers for 
some time. bul the following are some points you might cover so our Lawyer, two other 
Board members who are the majority and who direct much of what we do and spend money 
on, and Westland will have some idea or what actually goes on with the LQS system. 
[Comment item 4 in John Gay's February 18,2006 lettel actual& is a assertion on his part 
end not a data request] 

How long was #7 down, and when was it started? 
slew Gay; Operator/Manager - Las Quintas Serenas Water Company 
Atthough the #7 Wcll was "down" as of Thursday afternoon, febru8fy 9, 2006 until Satumay 
morning, February 7 7 ,  2006, 2 was by the choice of the operator and not due to total 
equipment failure. The Iiequcncy drive wes not opemfional during this time, however. the 
drive couM have been by-passed had the demand on the system required if. 

What were the costs? 
Steve Cay: Operator/ Manager- Las Quintas Serenes Water Company 
The total cost to date is $496.30 which indudes the purchase ofthe cooling fan, overnight 
shipping and tax. 
The parts to repair rhe frequency dfive are on onjer. 
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Las Quintas Serenas Water Company 

*(In the form of a February 18,2006 Letter to Steve Gay, Operator I Manager of the Company) 
Responses to John S. Gay Set of Data Requests* 

Q-7 

A-7 

How many other times has #7 been down within 12 months or so, and for how long, and did 
we have to call in outside help, and what were the costs? I believe you said it was down 
some about one or two weeks ago. I remember Kaycee and I had trouble around one year 
ago and had to call Paul and I think he put in a 3” x 4” x 1 ” box costing maybe $700, plus the 
costs of the service call by Paul. If you are pressed for time your answer can wait for a 
week, or two. But I would appreciate an answer before the March 1* hearing. 
Steve Gay; Operator/ Manager- Las Quintas Serenas Water Company 
LQS mcords show the #7 Well service was interrupted or -down”a total offfieen (15) times 
wlhin the last calendar year (2005). No records were kept by either TRlCO or LQS of tho 
amount of lime each infenUp(i0n laded, 
LQS requested the SBN~CBS of ME Paul Cmkston; WRite Mountain Technical Services, in 
August, 2005, to address severel issues pertaining to the SCADA system. while he was in 
the field, the fmcpency drive needed repair and the HIM needed replacement - bofh picccs 
of equ@n?ent are a pad of the #7 Well. The service at the #7 Well was interrupted at this 
time. 

Q-8 When #7 well was drilled. designed, and everything in place to operate, did we, in your 
opinion, do everything first dass and to the best of our ability? Did we hire consultation 
experts? 
Steve Gay; Operator/ Manager - Las Quintas Serenas Water Company 
In fesponse to the fint question LQS utilized its personnel io the best of their abilities. In 
addition, and in response to the second quesl~on, LQS retained Errol L Montgomery 8 
Associates to locate, design, and supervise mnstruction for an additional water supply well 
identified as well ST-7. 

A-0 

Q-9 

A-9 

Even though now we are having a problem, and we have had problems in the past, has LQS 
at any time had to curtail our customer‘s water use? 
Steve Gay; Operator / Manager - Las Quinfas Senmas Wafer Company 
This is the first occasion in which an operational problem at the #7 Well has necessitated a 
reduction in water service lo a cuslomer; and, in this instance, water service was maintained 
to thaf customer but at a reduced level. More specifically, due to the replacement of the 
cooling fen in the frequency drive st the #7 Woll (refer to Question /Answer #5), LQS asked 
ono ( f )  customor to conserve wafer being used for construction purposes, as they were 
using apprvxirnafoly 7,050 GPM for six (6) houn each day. 

Q-10 My point is this: With the present system (and also with the more pradcal Miller Brooks 
system which I have proposed), #6 well and #7 well each pump water into the system 
independently, so if either well goes down then the other well can supply water into the 
system. With the proposed WestLand system neither well would pump directly into the 
system. Each well would pump into a holding tank at #6 well, and a separate new WestLand 
pump station would then do all the pumping to get the water from #6 well and #7 well into 
the system. If the pumping station breaks down then no water goes into the system except 
for the #5 well which is only 200 gpm, and most of our customers would be without water. 
Mark Taytoc Rrincipal Engineer - WestLand Resources, Inc, 
The basic question is whether fwo sepamtc vertical turbine well pumps pumping into a 
system are more of less reliable than a single booster station pumping out of a 250,000- 
gallon reservok I believe that a booster station is more rehiable than the wells for several 
reasons. while the well system consists of  two pumps and their associated starter control 
systems, only one of Wjch has backup power in case of a power outage, the booster station 
has four pumps with separate darters and mntrol systems. I f  any one of the booster pumps 
goes out, three more are available to provide service. All four pumps on the booster station 
have backup power availablu. 

A-10 
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Las Quintas Serenas Water Company 
Responses to John S. Gay Set of Data Requests* 

*(in the form of D February 18.2006 Lettor to Steve Gay. Operator/ Manager ofthe Company) 

M e n  there are issues with a well or well pump, repairs generally involve specialized 
conbcadors and often mpairs can take several days. On the other hand. i f  booster pumps 
hi?, there are many more con;tractorS who can repair them wifh off-the-shelf items. and 
repairs am typically quick. Due to these factors, we believe that a properly designed booster 
station, with all the proposod backup features, is as, i f  not more, reliablo than the two 
existing well pumps. 
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