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IN THE MATTER OF THE COMMISSION’S Docket No. W-00000C-06-0149
GENERIC EVALUATION OF THE
REGULATORY IMPACT FROM THE USE OF
NON-TRADITIONAL FINANCING Global’s Comments
ARRANGEMENTS BY WATER UTILITIES AND
THEIR AFFILIATES

Santa Cruz Water Company, LLC; Palo Verde Utilities Company, LLC; Global Water —
Santa Cruz Water Company; Global Water — Palo Verde Utilities Company; Cave Creek Water
Company; and Hassayampa Utility Company (the “Global Utilities”) and Global Water Resources,
LLC (“Global Parent”)(collectively “Global”) hereby provide their comments regarding this
docket.

I Introduction.

We appreciate the opportunity to provide comments concerning the important subject of
non-traditional financing arrangements. Arizona has rapid growth combined with limited water
resources. We have carefully analyzed the issues facing our State — the Colorado River is,
according to ADWR, overallocated by millions of acre-feet per year, Arizona is in a very long
drought period, ADWR has been stymied by litigation in its efforts to enact meaningful gallons per
capita per day regulations, and the twin pressures of growth and arsenic compliance are
overwhelming small water companies. In this situation, it is essential that we find ways to
maximize the use of our water resources, while minimizing anykpotential adverse environmental
effects. Growth, arsenic compliance and the drought have stretched — sometimes beyond the

breaking point — the resources of small water and wastewater providers. These small utilities often
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lack the financial strength, management capabilities and technical expertise to keep up. And
growth all-too-often causes cities, utilities, and residents to squabble as they try to cope with
scarcity and increasing costs. These challenges require creative solutions. Non-traditional
financing arrangements can play an important role in alleviating these problems. Global Parent
welcomes the opportunity to explain how its Infrastructure Coordination and Financing
Agreements (“ICFAs”) can help solve these problems.

The ICFAs allow Global to implement the “3Cs”: conservation, consolidation, and
cooperation. Global believes that the 3C strategy is in the public interest, and that its
implementation — by Global and other companies — is critical to the future of our state. The 3Cs
can be summarized as:

Conservation. In a desert, water should not be squandered. As a state, we can — and
should do more. Global’s conservation strategy is based on the “water conservation triad”: (1)
maximizing use of reclaimed water; (2) using renewable surface water where available; and (3)
recharging the aquifer with any available surface or excess reclaimed water. Implementing the
triad allows reliance and consumption of non-renewable groundwater supplies to be sharply
reduced.

Consolidation. Arizona has hundreds of small water companies, and many are poorly-
capitalized and lack management and technical skills. Through consolidation, well-capitalized
companies with experienced management and sophisticated engineering and operations staffs can
take the place of these small companies. This results in stable, reliable companies that customers
can count on. Consolidated companies alSo allow economies of scale to be realized. Customers
benefit as these lower costs are passed on in the ratemaking process. And consolidation allows
companies to access the capital necessary to implement the water conservation triad.

Cooperation. Effective managemeht of growth occurs wh¢n cities, developers, and
utilities cooperate. Cities want growth that is sustainable, not reckless. Developers want to make
money. Utilities need to be able to manage growth and efficiently utilize available resources.

Non-traditional financing methods can align the incentives of developers and utilities to work with
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the cities. This allows all three to cooperate to achieve truly sustainable, regionally planned
growth.

Global Parent’s ICFAs, along with its Public Private Partnerships (P3s) with cities, allow
Global to implement the 3 C strategy. Traditional financing methods were not designed to allow
or support the 3 Cs. Experience shows that utilities that use traditional financing methods do not
successfully achieve the 3 Cs. For these reasons, it is in the public interest to allow non-traditional
methods, including the ICFAs.

These comments will first provide an in-depth explanation of the ICFAs and how they
allow the 3 Cs to be realized. Second, although the P3 agreements with the cities do not involve
financing, we will briefly explain them as well. Specific answers to the questions posed in the

letters of Staff, Commissioner Mundell and Chairman Hatch-Miller will follow.

1I. The ICFAs are a flexible means of achieving important objectives not allowed by
traditional methods.

A. Description of ICFAs.

As the name implies, ICFAs involve the coordination and financing of utility
infrastructure. The ICFAs do not provide for utility services, and Global Utilities are not parties to
the ICFAs. Instead, the ICFAs provide for the developer to enter into a main extension agreement
with the regulated utility. ICFA, Ex. D and E.! The ICFA specifically recognizes that the Global
Utilities are separate and distinct companies from Global Parent. ICFA, Recital C.

Central to the ICFA is the concept of “carrying costs” or the time value of money. The
ICFA provides for payments that are “an approximation of the carrying costs associated with
interest and capitalized interest associated with the financing of infrastructure.” ICFA, Recital G.
Global Parent — not developers — provides the equity for the capital projects of the Global Utilities.

ICFA, Recital B. The ICFA payments merely allow Global Parent to plan and deploy

! We will use the ICFA attached to Commissioner Mundell’s June 7, 2005 letter as the sample
ICFA, and citations refer to that ICFA.
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infrastructure to meet the triad of water conservation on a regional scale and cover the time value

of the equity it invests — and if Global Parent has overestimated growth, Global Parent, not the
regulated utility, not the developer, bears the risk.

In enacting our 3C approach, Global Parent undertakes significant entrepreneurial risk.
The ICFAs allow Global Parent to reduce its financial exposure as it emplaces hundreds of
millions of dollars in infrastructure that is far beyond the norm for any water/wastewater provider,
public or private. Global Parent is financing and building the infrastructure necessary to address
water scarcity in a fast-growing region — if the growth slows, however, that infrastructure will wait
a very long time before becoming ‘used and useful’. Such a risk is inappropriate for a regulated
utility, such as the Global Utilities, but well within the capability of the Global Parent’s owners.
The ICFAs reduce Global Parent’s risk by providing compensation for the carrying costs — not the
principal — of Global Parent’s investment. The ICFAs also shields the Global Utilities from these
growth-related risks.

Another central concept is openness. The ICFAs are recorded, public documents. The
ICFAs are negotiated in a transparent process that where each landowner in an area is offered the
same terms. In fact, many ICFAs contain “most favored nation” clauses, which provide that if any
other landowner in the area is offered better terms, the protected landowner gets the benefit of
those terms. The execution of an ICFA is also a voluntary action on the part of the land owner.
Traditionai financing methodologies are available at the option of the land owner.

The ICFA payments provide for payments tied to various events. Typically, all or a large
portion of the ICFA carrying costs are payable at the time of plat approval. For example, in the
case of the ICFA attached to Commissioner Mundell’s letter, all the fees are payable upon plat
approval. ICFA § 4. In other cases, some of the ICFA fees are payable at certain other defined
events, such as when certain permits or certificates are approved.

The ICFAs carefully avoid infringing on the Commission’s powers. The ICFAs do not
cover rates for utility services, and the Commission, as always, has full authority over the rates

charged by the Global Utilities. Likewise, the main extension process is respected. In fact, the
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ICFAs require main extension agreements with the Global Utilities, which must be approved under
A.A.C. R14-2-406. In addition, the ICFAs carefully respect the Commission’s authority over the
CC&N process. Utility service will not be provided to the land until the Commission approves a
CC&N, and until a main extension agreement is in place and approved under A.A.C. R14-2-406.
If the Commission denies a CC&N for the area, the landowner “may terminate this Agreement
without recourse to either party”. ICFA § 7.
B. The ICFAs allow conservation, consolidation, and cooperation.
L Conservation.

Water conservation is critically important to the future of our state. For example, a recent
report from a committee of the Arizona Department of Water Resources finds that Pinal County
has limited groundwater. Recent calculations show that the Pinal Active Management Area
(“AMA”) has a renewable groundwater supply of about 82,000 acre feet per year on an average
annual basis'. This represents real “wet water” that will be physically available and can bé safely
withdrawn over the long term without depleting the aquifer. Yet more than 272,000 acres of land
have been issued Irrigation Grandfathered Rights.> At an extinguishment value of 1.5 AF/acre,
this represents a potential draw of 408,000 acre feet of “paper water” that could be allocated for
withdrawal. Relying on paper water alone will not be sufficient. The water conservation triad can
close this substantial gap between paper water and wet water - but only if it is put into effect.

Each element of the water conservation triad — reclaimed water, surface water, and water
recharged into the aquifer — requires substantial capital. = Traditional financing methods are
designed to fund only the facilities absolutely necessary to meet the minimum regulatory
requirements. It is akin to aiming to get a “D minus” and barely pass. Triad-level facilities are
simply not built using traditional methods. Conservation requires kdoing far more than the

minimum. Effective conservation requires — and the Commission should expect — “A plus” work.

! From the Pinal Active Management Area Groundwater User’s Advisory Committee “Assured
Water Supply Modifications Concepts” draft dated December 29, 2005.
2

Id.
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Reclaimed water is a good example. ICFAs require developers to use reclaimed water,
and they require that reclaimed water facilities be installed. These facilities are not cheap. A basic
reclamation system has capital costs of approximately $5,915 per home.! But this investment pays
off with a reduction of 30% in potable water consumption, and a 75% reduction in discharges from
a wastewater treatment plant — most but not all of the reclaimed water is reused. Installing an
advanced reclamation system has capital costs of about $6,844 per home. An advanced system
can expect to reduce potable water usage by 40% and will result in a 100% reduction in
wastewater discharges — no reclaimed water will be thrown away, it will all be re-used for some
purpose.

By covering the carrying costs of these capital investments, the ICFAs enable Global
Parent to invest the equity to build reclaimed water facilities. An example is the Belmont master
planned community, which is located in western Maricopa County. Belmont will be the largest
master planned community with fully integrated water reclamation planning in Arizona. This is
only possible because of the ICFA between the developers of Belmont and Global Parent.

In addition to preserving groundwater, use of reclaimed water has other benefits. For
example, by reducing potable water usage, it also reduces the amount of potable water that must be
treated. Why spend money removing arsenic or other “emerging contaminants” from water only to
use the expensive treated water to flush toilets or irrigate plants?

Surface water is another example. Surface water treatment plants are capital intensive and
are certainly not cost-effective for smaller individual developments. Because of the ICFAs, Global
Parent is currently funding the construction of two regional surface water plants for use by Santa
Cruz Water Company.

ICFAs also enable Global Parent to pay for other items necessary to surface water use, such
as CAP fees prior to usage, water leases or options for leases, and protecting the Maricopa

Stanfield Irrigation and Drainage District’s canal systems, so that surface water can be delivered to

! The price per home is computed on a “equivalent dwelling unit” basis.
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treatment plants. Traditional funding mechanisms, such as main extension agreements and hook-

up fees are limited to specific facilities, and cannot be used for such items. In addition, the
Commission will typically not allow a utility to recover such items unless they are “used and
useful”. But investment in such items must often be made well before they will become used and
useful. The ICFAs provide an answer — they bridge between upfront regional construction costs
and those facilities becoming “used and useful”.

Recharged water. The demand for reclaimed water varies by season because in the winter
there is less need for irrigation. The availability of surface water can also vary — for example, due
to canal repair, seasonal variations in irrigation usage, or unexpected rainfall. Thus, there will be
times when excess reclaimed water and surface water are available. This excess water can be
recharged into local aquifers, so that it can be used again later, when supplies are tighter.

As with the other elements of the triad, there are capital costs for building recharge |
facilities. By covering the carrying costs of this capital, the ICFAs allow Global Parent to invest in
these facilities. Moreover, recharge should be local. “Replenishment” by the CAGRD typically
results in recharging water far away from a utility’s wells — creating paper water not wet water.
Few utilities take the extra step and build their own recharge facilities to recharge their local
supplies.

As the saying goes, the proof is in the pudding. Ultilities using traditional financing do not
utilize the water conservation triad. At most, they may scrape together funds to partly implement
one element of the triad. In contrast, Global has been — and will continue to be — at the very
forefront of water conservation in Arizona. There is no utility in this state that can match Global’s
record, and this record is only possible due to the ICFAs.

2. Consolidation. |

Another important use of ICFAs is to help fund consolidation. Consolidation allows the
utility to gain (1) economies of scale; (2) better access to debt and equity capital; and (3) more
sophisticated, capable management. Unfortunately, the economics of acquisitions often do not

work for small companies. They often have little or no rate base, so their rates will be low. Yet
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the owners are reluctant to sell for a low price. When the buyer pays more than book value, the

Commission almost never allows the resulting “acquisition adjustment” into rate base. The buyer
thus does not earn a return on this part of their investment. The ICFAs change the situation. For
example, developers in the service area of a small, marginally viable utility often fear the results of
a failed company on their land values. They are therefore motivated to find a better capitalized,
more capable provider. Part of the “acquisition adjustment” can be built into the ICFA costs. The
utility, the developer, and most importantly, the customer all benefit. Consolidation is a goal
favored by the Commission. ICFAs allow developers to pay to achieve this goal.
3. Cooperation.

The ICFAs allow Global to promote cooperation with cities and others. For example, the
Cities of Maricopa and Casa Grande are very concerned about future water supplies. The ICFAs
allow Global to carry out the water conservation triad. This allowed Global to address the cities’
concerns. Out of this cooperative relationship, the P3 agreements were negotiated, publiciy
debated at Council meetings and approved by open vote. These relationships provide for yet more
cooperation and joint planning.

Another example is Global’s relationship with our neighbors in the Ak-Chin Indian
Community (“Community”). The Community expressed cultural and environmental concerns
regarding the possibility of reclaimed water being discharged into certain washes. Although
Global is at the forefront of reclamation and re-use, there were still occasions when reclaimed
water was not being reused, for example during particularly rainy periods. The Ak-Chin grew
concerned over the amount of development planned upstream of their washes. These washes have
very significant cultural meaning to the Community. Because of the ICFAs, and the significant
financial resources they allow us to deploy, Global was able to address the Ak-Chin’s concerns
and devise a sophisticated recharge plan that will augment our reuse plans and ensure that no
reclaimed water will be discharged into any wash leading into the Ak-Chin Community. This led
to an unprecedented letter of understanding between Global Parent and the Ak-Chin Community

and a very positive and close working relationship. A copy of this letter is attached as Exhibit A.
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The ICFAs also allow cooperation with developers. For example, Global Parent has
worked with developers to buy troubled systems using ICFAs. In addition, the ICFAs do not
require developers to borrow money to make huge upfront payments to the utility, as often
happens with main extensions. By restructuring the timing of payments, Global Parent is able to
make the ICFAs attractive to developers, who agree to the other aspects of the ICFA — such as
promotion of reclaimed water and surrender of groundwater wells — as part of the package.

C. ICFAs are not main extensions.

ICFAs are very different from main extension agreements. The ability to do regional
planning, the timing of when facilities are constructed and when developers pay, who actually does
the construction, and the functions that can be financed are all sharply different. In addition the
parties are different, because utilities are parties to main extension agreements but not ICFAs.

A key difference is in regional planning. Main extensions are done on a parcel by parcel
basis. A developer pays for the facilities need to serve their development only. A.A.C. R14-2-
406(B)(1). This typically results in things like small, highly inefficient “package” treatment
plants. In contrast, under the ICFA, Global plans and constructs regional facilities to gain
economies of scale. For example, Global puts in large 48 inch collection mains. Under a main
extension approach, multiple smaller lines would eventually be constructed instead, often running
parallel to each other.

The timing of construction is also different. Main extensions must be processed in the
“order received.” A.A.C. R14-2-406(J). If a utility gets main extension requests for opposite ends
of its service area at the same time, it must build them both, rather than waiting for neighboring
development to fill in. This reinforces the tendency to build small; inefficient facilities because
the utility can’t afford to “upsize” them for future growth. Under the ICFA, Global Parent is able
to coordinate the timing of construction. This reinforces Global Parent’s ability to plan and build
large regional facilities.

Moreover, under a main extension approach, the construction is usually done by the

developer, who then turns the facilities over to the utility. In contrast, under the ICFA, “off-site”
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facilities are utility built. This results in developers building homes, and utilities building utility

plant.

Most fundamentally, ICFAs and main extension agreements pay for different things. Main
extensions can only pay for facilities. A.A.C. R14-2-406(B)(1). ICFAs only pay the carrying costs
associated with the provision of facilities. And they can be used for many things that are not
facilities at all. This includes forming new utilities, consolidating existing utilities, paying for
CAP reservation fees, and paying for the protection of canal systems.

D. ICFAs are not like hook-up fees.

There are also many differences between ICFAs and hook-up fees. For example, hook-up
fees are mandatory, while ICFAs are voluntary. In addition, hook-up fees result in high levels of
contributions in aid of construction (“CIAC”), while ICFAs result in equity.

Hook-up fees are allowed only for specific future infrastructure.! In contrast, the ICFA
allows the utility to control the timing of construction. More importantly, hook-up fees are limited
to infrastructure.? In contrast, as noted above, ICFAs can be used for many important uses other
than physical infrastructure, such as the consolidation of utilities.

III.  The P3s are in the public interest.

The P3s are not financing agreements. Instead, they merely provide for cooperation
between Global and the cities. The P3s are public documents adopted after open and full
deliberation by the Cities of Maricopa and Casa Grande. The P3s with Maricopa and Casa
Grande are attached as Exhibits B and C, respectively. The P3s serve many beneficial purposes.
They help the cities cope with growth. Indeed, one of the core purposes of the P3s is to help the
cities manage growth in accordance with Arizona’s Growing Smarter and Growing Smarter Plus
laws. Casa Grande P3, page 1. For example, Global must prepare an annual “Plah for Growth”

for the city’s planning area. Id. at § 10. Global will also share its Geographical Information

! See Staff Memorandum filed June 8, 2006 in Docket No. W-01303A-06-0284,
2
Id.
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System (“GIS”) with the city. Id. § 13. Global is also obligated to support the City’s annexation
efforts. Id. § 14. Global will work with the City to manage and coordinate development. /d. In
addition, the P3s strongly promote the use of reclaimed water and water conservation measures.
Id 11 8,12.

By these measures, the cities and Global establish a close working relationship, so that they
can both better serve the public. To that end, the P3s include provisions for extensive
communication and cooperation between the cities and Global. Id. at 1§ 1-3, 6. Global is strongly
committed to a close and cooperative relationship with the cities. Global believes that a
cooperative, not hostile, approach is in the public interest.

Moreover, the P3s in no way grant a right to serve any area. The P3s do not create an
exclusive relationship, and other utilities can enter such agreements if they choose.! The P3s
carefully respect the Commission’s authority to designate service areas through the CC&N
process. Thus, they only provide for the cities to participate in the CC&N process. Id. at § 17(a).

The P3s also carefully respect the Commission’s ratemaking powers. The P3 with Casa
Grande provides for Global Parent to pay a fee of $100 to the city for each residential home
connecting to the regulated subsidiaries. Id. at § 10. In addition, Global Parent agreed to pay Casa
Grande a fee of 3% (in some cases, 2%) of gross revenues of the regulated subsidiaries within the
relevant area. Id. at § 4. The P3 does contemplate these fees might be passed on to customers.
But the P3 clearly states that this fee cannot be included in the customer’s bill unless it is
specifically approved by the Commission. Id. The Global Utilities have not requested such
approval. Accordingly, there is no charge on customer bills. Again, the P3 specifically requires
Commission approval before any customer is charged. Global Parent has elected, for the time

being, to simply pay the fees itself at the parent company level rather than seek approval for

! The P3s have no provisions for exclusivity. Further, the fact that the P3s are non-exclusive was
made clear at the public hearings on the P3s conducted by the cities of Maricopa and Casa Grande.

11
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regulated utility recovery. Under the P3, the fees are simply an operating expense of Global

Parent. Id.
The P3s provide for close cooperation with the cities, while still preserving the
Commission’s authority in all respects. The P3s are thus in the public interest.

IV.  Response to letters in the docket.

A. Response to Staff’s June 2, 2006 Letter. |

Question 1.A: A developer purchases a non-regulated parent company’s non-voting stock.
Each of the non-voting shares has a par value of $1.00, is not eligible for dividends, is partially
refundable and can be repurchased (subject to certain conditions) by the non-regulated parent for
one cent ($0.01).... The parent company subsequently contributes the funds to an ACC regulated
subsidiary water utility as additional paid-in capital.

Response: Global has no opinion regarding this scenario.

Question 1.B: A developer purchases a regulated utility’s non-voting stock and that utility
invests those funds in plant. The utility records equity for the proceeds. Neither refundable
advances in aid of construction nor contributions in aid of construction are recorded.

Response: The sale of preferred or common stock to a developer can be a legitimate
source of equity, as long as the transaction is voluntary and not constructed as a “sham” and is not
a requirement for getting service within an existing service area. However, Global notes that it
does not use this model. Although some of Global Parent’s owners are developers, as a matter of
policy, Global Parent does not operate in areas being developed by its owners, to avoid any

conflicts of interest or appearance of favoritism.

Questidn 1C: A developer or a Municipal Government pays a fee for services provided by
a non-regulated parent company for services typically covered by “Off-site Hook-up Fees”
collected by regulated water and wastewater utilities. Then the parent company invests the

proceeds in the regulated utility which is recorded as equity by the utility.

12
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Response: If this question is intended to refer to the ICFAs, Global notes that they are not

like hook-up fees for the reasons stated above. Please see Section II above for a description of

how the ICFAs actually operate.

Question 2: What is the maximum percentage of refundable “Advances in Aid of
Construction” (“AIAC”) appropriate as a percentage of total capital for a private or investor owned
water utility?

Response: The amount of AIAC and CIAC that is appropriate depends on the
circumstances. Global generally agrees with Staff that ATAC and CIAC should ideally not exceed
30% of total capital.l However, this rule of thumb should not be applied inflexibly. For example,
if the utility has a high level of equity, it may be able to absorb more AIAC. In addition, the
capital structure over time should be considered. For example, it might be appropriate for a utility
to start with a higher level of AIAC if it has well-capitalized parent and plans on using equity to
fund future capital needs. In addition, the rate of refunds of AIAC should be considered. On one
hand, refunds build up rate base because they reduce AIAC (which is a negative element of rate

base). On the other hand, refunds require cash flow.

Question 3: What is the maximum percentage of non-refundable “Contributions in Aid of
Construction” (“CIAC”) appropriate as a percent of total capital for a private or investor owned
water utility?

Response: Sece response to question 2.

Question 4: What is the most appropriate and most economical capital structure for a

“new” water or wastewater utility?

! See Staff Report filed May 26, 2006 in Docket No. SW-20422A-05-0659 at Ex. 2.
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Response: There is no one best capital structure for a new utility. The appropriate capital
structure will be affected by numerous factors, including estimated growth rates, estimated future
capital needs, estimated cash flow, and whether the initial rates cover the utility’s costs, including
capital costs. In general, a capital structure should avoid excessive amounts of AIAC, CIAC, and
debt. Excessive amounts of those elements would result in a financially weak utility. As long as
this is avoided, though, the utility’s capital structure should be a matter of discretion left to the
management’s financial judgment.

B. Response to Commissioner Mundell’s June 7, 2006 letter.

. Invitation for presentation.

Global looks forward to giving the requested presentation, and is already developing a
thorough briefing for the Commissioners.

Question 1 — P3 Agreements.

The P3 Agreements are described in Section III above, and copies of the P3s are attached
for your reference.

. Are these [P3] arrangements intended to be municipal operations not
subjected to the Commission’s jurisdiction?

Definitely not. The P3s have no similarity to “management agreements” like the
agreement'for the former Skyline District. Service is provided by the Global Utilities though their
own resources. The Global Utilities remain fully subject to the Commission’s jurisdiction in all
respects. Global Parent’s business model has always been to own regulated utilities. As described
in Section III above, the P3s carefully respect the Commission’s authority, including its rate and
CC&N powers.

Question 2 — ICFAs.

° GWR’s perspective on the role of the Arizona Corporation Commission
regarding these agreements.

The Commission is not directly involved in the ICFAs because they operate at a holding

company level and do not involve the provision of utility services. HoweVer, the Commission

14




RoOsSHKA DEWULF & PATTEN, PL.C

ONE ARIZONA CENTER
400 EAST VAN BUREN STREET - SUITE 800

PHOENIX, ARIZONA 85004

TELEPHONE NO 602-256-6100

FACSIMILE 602-256-6800

O 0 N N e e WD

NN NN NNON N e e el e i e e
~3 [o)} W B~ W N P o O oo ~ (o)) w £ w N _ O

retains full authority over the CC&N process. If the CC&N is not granted, the ICFA has little
value, and the landowner has the option of cancelling it. This means that Global Parent is taking
an entrepreneurial risk — a risk not appropriate for any regulated utility, such as the Global
Utilities. If growth fails to develop as planned, it is Global Parent that will have sunk large
amounts of money into unused infrastructure. In addition, the Commission, through its Staff, will
still review the related main extension agreements in accordance with A.A.C. R14-2-406. The
Commission also retains full authority over the Global Utilities, including their rates and service
quality.

° The nature of the “per dwelling unit” fees charged by GWR.

These fees are based on the carrying co’sts of the capital necessary to serve the
development. In addition, other costs may be factored in, such as the cost of acquiring an existing
utility, or the costs of acquiring access to surface water. The fees are negotiated. The developers
who sign the ICFAs are typically very sophisticated. The same fees apply to an entire area, so that
there is no discrimination. This means that Global Parent is often negotiating with multiple
developers at once.

° From afar, they resemble “hook-up” fees? Are they? If so, please explain the
legal basis for these fees when GWR is not a Public Service Corporation (PSC).

The ICFA fees are not hook up fees. A key difference is that hook-up fees can only be
used for a single purpose - to fund specific future infrastructure, while ICFA fees can be used for
many purposes, such as funding consolidation and conservation efforts. In addition, hook-up fees
are mandatory, while ICFA fees are entirely voluntary. Inside the existing CC&N area of a Global
Utility, the landowner always has the option of signing a traditional main extension agreement.
Outside the current CC&N area, the landowner can always request service from another utility, or
even form its own utility if allowed by the Commission. Additional differences between ICFAs

and hook up fees are discussed in Section IL.D above.
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. If these fees are not for utility infrastructure, than what are the developers
receiving for these fees.

The developers are entering into a financing agreement. They only pay carrying costs on
the equity deployed by Global Parent. The actual cost of facilities is much greater, especially since
Global builds the entire triad of water conservation — facilities for reclaimed water, surface water,
and recharge. The timing of the payments is also more favorable than traditional methods. Again,
no developer is ever forced to sign an ICFA — it is entirely voluntary.

) Why do customers need a middleman to “coordinate” or even supply services
that are by law required to be provided by the referenced PSCs... The CC&Ns held by these
companies seem to be legally sufficient to ensure service. Please explain.

The ICFAs do NOT provide for utility services. A developer does not receive a drop of
water under an ICFA. If the developer is outside a CC&N area, they are free to seek service from
any other provider, or to form their own provider, if the Commission allows. If the developer is
within a current CC&N area, the developer is always free to enter in to a traditional main
extension agreement. Either way, the ICFA is entirely voluntary. Developers — including highly
sophisticated, nationally prominent developers -- choose to sign these agreements because they
find value in the financing and coordination services provided, as compared with traditional
models.

Often ICFAs involve areas outside of current CC&Ns, or involve land trapped within the
service area of utility whose capabilities are subject to question. The Global Utilities have no
current obligation to serve such areas, but Global Parent is always happy to explore such
possibilities.

Global wholeheartedly agrees that within an existing CC&N area, the utility has an
obligation to serve. Within the CC&Ns of the Global Utilities, a developer can always sign a
traditional main extension agreement.

) “Impact of poorly run operations and lack of available capital”
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Global agrees that these are very serious problems. The ICFAs are designed, in part, to

provide a mechanism to solve these problems, as well as enabling the full triad of water
conservation measures to be implemented.

C. Response to Chairman Hatch-Miller’s letter dated June 12, 2006.

Global ’agrees that having “well-capitalized private water/wastewater utilities, with
experienced and knowledgeable operational and managerial staff” is vital to our state.

V. Conclusion.

Global appreciates this opportunity to respond to questions and concerns about the ICFAs
and the P3s. The ICFAs and the P3s were designed with openness in mind — the ICFAs are
publicly recorded documents and the P3s were adopted in open public meetings of the City
Councils — and we welcome the spotlight on them. Global looks forward to giving the
presentation requested by Commissioner Mundell and Chairman Hatch-Miller. Global is also
happy to answer any further questions that Staff or the Commissioners may have about thése
topics.

In the end, the ICFAs results in a direct reduction groundwater consumption in our state.
Average per dwelling unit potable water consumption for non-integrated, traditionally financed,
Arizona utility service providers is in the order of 13,500 gallons per month. By impressing the
3C’s into the planning program, Santa Cruz Water Company’s monthly average demand in the
first phase of development in the City of Maricopa is 8,200 gallons per month per unit.

Going further, by using the triad of conservation and enforcing re-use and reclamation as
policy, subsequent phases in the City of Maricopa have achieved even greater success. There has
been a 90% reduction in irrigation meters supplied by potable water. As a result, the actual
potable demand in these reclamation-minded areas is 5,700 gallons per month dwelling unit — a
30% reduction over Santa Cruz’s initial service areas, and a staggering 57% reduction in potable
water consumption over traditionally structured Arizona utility services. This is the power of an

ICFA-funded conservation strategy — direct, measurable and immediate resource conservation.
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Phoenix, Arizona 85007

Christopher C. Kempley, Esq.
Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington
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_ THIS MEMORANDUM OF UNDERSTANDING (this “MOU”) is entered inio as of
Dmembe:& 2005 between Global Water Resources, LLC, a Delaware limited liability
mmpany (“Cﬂ bal™), and the City of Mancupa, a mumcipal corporation (“City™).

RECITALS.

[ER’ AS Global is eﬁgag&d in the busmess of pmvxdmg water, wastewater and

reelamaed water mi‘rastrucn:re semces bath msais and cutsztie the ,;tms&mﬁanal bonnﬁanes of o -

ﬁle&ty, ;;;;; .

WHEREAS Global is the owner of Santa Cruz Water Company, LLC (“SCW7)andPalo |
Verde Utﬂmes Company, LLC (“PVI,I") (csilectwely “Utxhty C@mpames ) and pmvzdes utﬂzty -

- services thmugh these entmes,

15 Saanonz cf the Anzena Censtxtunon and, as such, are regulated by ihe Anzona Cerparatmn' L

b Commission {“ACC”) SCW and PVU have been msued Cemﬁcates of Convenience and

Necessxty (“CC&N“) by the ACC to pmwde water and waste water services (collecnvely the

“Utthty Serv;ﬁes”}, r&specuvely in deslgnated geographic areas waﬁun the Sta’te of Amzona, ‘_

WHEREAS the Czty is expenem:mg rapid gmwih aﬂﬁ m order to. facﬂﬁate ami manage» . |
ﬁn‘ﬂzer gwwth, the City wishes to strengthen its telatmnshxp wﬁh Giobal and its Utthiy .

. Cnmpmes by werx:kmg with them to gﬁnerally Impmve the quahty cf Utxhty 3 -
Clty, e

HER ;AS the Cxty m’cends 0 fami:tate g manage furfh‘éf ngﬂ* - a““"“‘am ‘“th

s thgamns under the Grs
‘ enacted into law by the Anmna Lagxsiam .

Tvices w:thm tha o

rov _mg Smarter iegxslaueﬁ and Gmmng Smarter Plus Iegxs}atwrx .

the City‘is' in thﬁpmcess of annexmg certain real pmperty, as more fully e |




Pames desire m wark c;lasely and coaperate mﬁh eash other te asmst the ardeﬂy ass la

“ kdescnbad on Exhibit A A hereto (tha “Subjeez Tamtoﬁas”) and, in’ comctmn thmwfth the

tmn ﬁf -

'these areas;

WHEREAS the C‘ity xs sappertwe of Glebai’s pe.nd“mg apphcatzfm tn the AC(Z fO?

expanswn of its CC&N for I}nhty Semces in the areas forme:riy hmwn as the 38‘7 I)xsmct Areas .

and the Parties acknowladg& that the expassmn of the CC&N over the Sﬁbjeet T e:mtones may~

 not be finalized untal such time as the a;}pmpnate Arizona Daparlmem of Water Resourc&s .

regiﬂaxory a;ppmvals,

WHEREAS the Partes wish o form 2 Public W Pmeﬁhlp Which wzll beneﬁt bofh | L
Par&es ami szgmﬁcanﬂy enhance and streamline the manner in whmh the Parties eurrently; wo fk -

. together,

WHEREAS the Partxes beheve such a Public Private Parmership currently represents the

. most eﬁst~effec%1ve and efﬁmeni solution to the water and waﬁtewater ﬁhaﬂenges facing the

Cuy 's current and antxczpated future. res;dents,

'WHEREAS | the Paitis believe that such a Public anatg Parmarshlp wxll selibte

hannmm.n of rates w:ttiun Giabal’s samce axea, there-by nntzgatmg eusmme&r aanfusmn f

\regardxng rafes and utalny semces, -

ﬁs"‘ﬂ heaith and dﬂﬁ‘a)’ cost. Mpacts that may eccmf in areas that are auts&ée ctm'eat mmnazgal
. hxmts bu: mthm ns plagmng araa, i ‘ o . E \




the dissalutmn af the 387 Elstrzcts,

Global’s mawmai capnal axpendzmres, its expresseé mtent ta bea amtnbuﬂng corporate c:stxzen . .
inthe ei}mmmnty, and its: dass.re o have a posmvs wnrhng re!aﬁomhxp mth me Caty, ;

WHEREAS the Parties as:knowledgg fhe sigmf carzt matena;l fsapital expenderes and mc .

; ; WPEEREAS the Parties acknowiedge tha amversal ﬂnportance csf water aad wastewafﬁr
 services to all gaveramental jurisdictions, the unique challenges faced by the City in: meeting the .

needs of the deveiepment commumty, and the u&pwcedented growth the C1ty is cum:nﬂy ;~

i .expertencmg, ““““ ,

- WHEREAS the Parues aaknewledge that the following terms are not mtanded to Iumt or
. increase the Iegal resmrxsxbﬁmes of the City nor the statumry r@quwements of Giohal otis.
: Uuhty Companies; ‘ ‘ ‘

NGW THEREFORE, for good and valuable consideration, the racmpt and suﬁicmncy : "

‘ of which are hereby acknowleﬂged, the pamas hereto agree as follaws

in the future use of the assets and/nr nghts acqumd fmm Sonaran m:th re

: mthm Global's Planning .

. conssqnem strong. cammltment that will be reqmred by Globai to maet ths challenges created by_ e
the eurréem rapzd growih occumng mtiun the Gzty, and ﬂw antmpaied cont:ctmmg future g;reji? o

';:,Giobal’s subzmsszon to ﬂw ACC to acquxre tke CC&NS".} o
i ,rﬂqu:red mprcmde the Uilhty Services in the areas fomerty kmwa as the 387 I}xstrwt Axea, an,d o



year, unless the Pames agree on a different date The repnrt shail Iﬁchldﬁ Axmual revenues and
expendim:es, total number ef water a.mi wastewater cubtemers, customers added ﬁus pa.st yem*

‘ cemplete;i in precedmg year, plazmed pmjects far the next year{s), and a copy of tha annual

rzport to the ACC Global shall prtmde ﬁ‘ee nf charge to the Ciﬂy cvp:es of any annual repurts

. , , / trent s Global ahall su‘amxi pm;msed rat@ andfczx
fee admstments to the Mayar and City {Z‘Quncﬂ far review and commant prior to suhmzsmn to

 the ACC. Global shali allaw the City ﬂﬁrty days for the Mayor and C;ty Ceum:if to mndm:t a

public hearing at the City’s next raguiarly schedul&d City Cmmczl meetmg mgaxif’ the i

proposed rate andfar fae adj usunent bef{sre submxsswn to the ACC

. v greement 3 The““partxes shall eﬁzer into an. ~~~~~~
operaangﬂmanse agreemen{ for utrhty services pmv:d&d within the Cny s current and exxstmg: , >

" mcm}mrawd hmrts, and for utility services pmvxdeé wxmm Glebai’s ?&nmng Area (as set forthf
- on Exh;bxt € attached herem ‘which relates to areas outmde of the C:ty s cu:rxent and ﬁmstmg

replaw the nperaxmgﬂxcense ag;%ment vmh a franchxse agreement es or befme October 15 : e
zecrz inthe event tha:t the ACC Grder pmwdad for beiaw has nat baen emmi by Apnl 14, 2606 ; -




. “ogﬁons fbr Giabal to ﬁnam:e its pm;ects within the Cxty ba:t anci thy mll cmmn'f

Czty s ymsdxctmnal hxmts thmugh anrf T& j}atmn, then the fee shaﬂ autamancally be mareased = -
from 2% to 3% for the annexed property on the date the annexam:m is effective. In the. evenithe .
ACC declmess to. enter the ACC {}rder, the City will then proceec with a franchise elaatmn (at

Global’s cost) seeking appmval of the fees pmvrﬁed for in thxs Seetmn 5 ami 1o gra.nt Glabal o

franchise in connection therewith for a term of 25 years. The ﬁ'ancime electmn shall take plaeﬁ
on a date to be set ‘by the Ciny and shall occur no latﬁt than the earher of 18 mamhs fﬁilnwmg the

AcC dechnmg to enter the ACC Order or October 15, 2007, Upon the request of Global, the =
; Clty agreea o contmne to cau&& francmse elections to occur (at Glohai‘s cost) on at | east au =

 annual basis seekin g &ppmval of the franchise provided for herem, All of the feregc’m; payments
G shau he made on a quarter}y basis. Gross Revenues shall include ’bases feeﬁ, wnsumptzve f&es ,
~ and industrial and commercial melax"i ned water sales but shall not include mvemles as they arxse .
o from hook up fees, semce connecm fees, temnmcn fees, recanneet or d:saannect fees late 1 f’
| ,pames acknowledge that Global wﬂl seek the t:onsem of the ACC to allow for- mciuszon ef e
fees dﬁscmbeé thmn this Section in the mcnthly consumptnve billing of the utilities. The fees o L
; prev:ded for i in this Section 5 m flow tim:mgh fees to PVU and SCW an& are me:f:emantal tothe

fees, NSE fees, accaum handlmg fees, or bulk ¢ service rate on the sale of constrt

raxe:s currently set in piace by tl:xe ACC; haw&ver, xf' the ACC &aes m)t apprwe these fﬁes‘ tq be

' added to the monthiy consump€we ’bxllmgs of the Utxlxty Campames, Gk}bai shali pay the ﬁaes as ,

The Cxty af Manwya shali expiere potentxal

: be Iocatad at the Palo Verde Water Keaiamaﬁan Campus,\ Global will make this decision wit
~ input from the City. If Gi&baf elects to maintain’ an office at the aew Cxty Hali the P’; rties wi
enmmteaseparat& Ieaseagmemﬁnt fnrthamffice .




8. Conservation _Bﬁart& The Cxty w:lf asszst Giobal m pmmanng cammumtyf and

schooi water conservation pmgrm Assistance may melude dmmbm:: of educatmnalj

matmafs and access to makmg presentamns at Ctty and schpnl ﬁmamns

o canse::vatmn and pubhc e&waﬂen effarts

ongric Devalomment, The Cxty and Globai wa expimre posszble Jomt eﬁ‘orts

to sup;mt mdusmal and cammermai useg in the Cxty Global wﬁi augmant the City’s eeanamm .

. "Raalmﬁaﬁ Projects. The City and “if%f’fx)bai w:ll e:‘cplare Watér reciamatimf

development efforts with its camte netwark wherever possxbiﬁ The City and Glabal wt..

explore co-funding of specific employment generating economic deveiopment mxtxatzves ancff

pamc;pate on ecanotmc ﬂevslapmnt comttee(s)

Giobal shall prepare a,a}lf L

: ‘annuai “Pian for Gmwth” for ;he C:tty of B{iancnpa 5 planmng area. ’I‘he Cxty staff shall prowde, . 5

effort. (}Iehnai shall snbm;t its annual “Plan for Gmwth” zeport to th;e Mayar an& ﬁﬁty Coumﬂ by

o Apfﬁ m, aniess the Pames agrea toa &ﬁerent cia:tc

eéswsldentml éweihng by ahemesﬂmer

input and cemmsnts on changmg i&nd use and denslty pmerns ta assxst Glabal in tlns pianmng_ . :

;:payabie quamrly in arrears anﬁ vnil bacome dne upan the mnmcmaa nf a water meter tcs an,;/f .




y Dutre *h. The Czty and Global shall we;:k eeapara:;velyia preparc, f
cast~share (“m«kmd services such as wsb hasnng, graghxc dgsxgn, etc 15 c:onsxdered squabla te ‘

‘new hmmezownets Global wzll explﬂre commmnents to fund and conduct extensxve water

wnssrvatiun pmg:ams and outreach. educatmn pragrams to promate water conservatmn in ﬂle 5, 

; cemrnumty sch(}ols, and publm f‘acﬂmes Globa! will explore co~spansqrmg slgmﬁcant watar o .

reclamatmn denzeastraﬂm projects. Globai wxll suppert cammumty events thh boﬁled water

. and a preseme at all majar mumcxpd ﬁmntwns and events.

(“GIS"") ms ‘may mclude data ;

items. The City and Global shall share and mt@grate SCADA systams ccD Sevcumy Data and

Vulnerahﬂxty Prepatedaess Emergmcy, Opei'atums, and Rapxd Respanse Plans, Eroadbatxd '

upportumtms for ceilabaratxva bﬂlmg services,

s

nnexatio N Giabal ahall support the annexa:hnn efferts of the Cx,ty Global shall -

'IheCﬂyand .

ter ‘and/or in sharxng an,,{: .
GIS surveying, cost~shanng on g GIS Geodesm Matker, and Gthf:f GL{S related admmstrauve .

Wireless netwark sharmg, and Internet Site. Lmkmg. The Cu:y and Glabal shall also expiare :

support the Citys eﬁbﬁﬁ to manage and coordmate development in Glnbal’s Planmng Areas.
~ Global will provide water and wastewater medﬁimg services w éet&'fmne th& mpact of pmpos&é

’ deﬂeiapmﬁnts Glehal w;ii share md pubhsh langvtem master pians thh the Cﬁy aad

Giobal’s penmﬁmg subtmss s as a pmmy and sﬁail ﬁde the hfghest pnarxfy revxew the -
The ﬁity wﬂl encieavar to asswtand g;f»z:?;;xf;;

Cuty can prqduw in ordm* tu rem pamnts pmmpﬂy




Global’s permits or plans, Global shall h&vé...ihe apﬁen"nfreimiiursiﬁg the City for ‘a‘i\xy casts

incurred by the Cxty if the C:ty, at Ginbal’s requast, hires an Gatszde scmsui‘tant to expedtte the “Ji; .

~ cooperate in achxevmg apcrammai mtezgratmn eﬁ‘eﬁs and the pﬂtennal sale Gf water to. Global by

the Manccga Domestic Water I)xstnct

:mplemeﬁt and enforce the ;mrtmns of the area w;zie Wazer Quahty Maaagemcm Plan wi hin. its .
g area, as ﬂlusirawé by tbe Clty Qf, ‘ .

deszgnat&d area, whxc;h will be the Czty s current plafinit
Marlc:opa General Plan

. ,,‘19‘_ Joint Actions and Ccndmﬁn& , In uxder to effectaaie ﬁns MGU and in addmm to 4

 the actions otherwise set forth herein which shall in good faith be pursued by the parties herefo,
‘the parties shall undertake (m' the parties shall suppeﬁ one another in talsang) the faﬂawmg/

actions in good faith:

& ACC approval of SCW and PYU’s propased expansmn of the CC&N aver_

Giobal’s Planmng Area

b Exemtwn arsd approval nf an apetam;gfhcense agmem&nx w:th ﬁm Caty for

Unhty Servwas pmv;dad mthm the Czty s cumt and &nstmg Jmitsdmuonal
‘bomdary ami fer Utﬂ;ty Samces pmv:eded amszde thfa (31 ’s

¢ ACC appmval of the aperaﬁng/lwmse agreement descnbed m S@cuon 5 and e

; Sectien 19(b) abcve,

- d AC(: appmwa% of Gioba;”
5 above in the monthly

) sﬁmptwe “bﬂlmgs of ym Unl»‘ty:‘Cumpamcs

s cmnt and -

5 requzst fm* mclusmn cf all fees set fnrth in S@eﬁ{mf’




, 21. Entire Agreement, This MOU contains the entire agrwneni between the partj.as v
hereto and supemedcs all previous cﬁmmumcatmns, representatim or agreernents, ‘written m L

verbai wﬁﬁ respec’t 1o its subject matter.

hereto. ‘ : - L

: ’ MOU, the pmvazlmg party in any zrbstratmn, pmceedmg, Iamwt, app&l or other pmeeedmg -
breught to enforce or otherwise unpiement the terms and conditions of this MOU shall be o

_entitled to an award of atmmeys* fees and costs fmm t‘z‘m losing party. Junsdxcuan a.nd venusf o

shall be in Pmai Caunty, Aﬁzcna

fhﬁi Permn to m&dxate the dmpute In the evant tha1 such medzanan is not undertaken m: 0
sncmsﬁdly concluded wzﬂnn 45 da)fs after the dxspme ansc:s, thz@ partxes to any such dm?ute« .

- and in the absenee of agreemant appamted acccrémg to the Rules If the cimm i iha:f&xspute, .

22. QQM}&. This MOU shall be construed in accmdance thh the laws nf the Stme:- . :
' afAmona e : o

or Amendment, This MOU may not be modified, amended, rescinded,
cancelled or waxved,m whole or in part,excgpt by,g_ Sty siment o gn ol By} e al partles




(3) arbztraiors, one of whom shall be select@d by easﬁh party ami the third, whg shall serve as

chalrmaﬂ, shall be selected hy the AAA, The arbitralm or arhnraters must be kﬁnwiedgﬁabie in

‘the subject matter of the dispute. Thﬁ costs and fees of the arbm'amr(s) shall be dwxded @qnﬂlly =

‘among the parties. Any decision of the arbxtrator{s) shall be sugporteci by written ﬁn&mgs of fact -

~ and conclusions of law. 'I‘he decision of the arbxtrator{s) shall be final, subject to the exaepﬁons : 3: o
buﬂmed in the Arizona Uniform Arbluattsn Acr A R.S § 12-1502, et seq. and }udgmem may

be enxered upon the same. The arbmamr(s) shall ecmtrcl cixsmv;ary in th& pmcee&mg:s and shall

 award the prevailing party its reasonah}e attorneys’ fees and eosts Any atbztratmn ar‘ismg from

Party: shail be allawed to asagn this MOU mthout ﬂze axpress written coxzsent of the ether Party.

27. W@‘ ver, Any waiver of any provision of this MGU shall not constitute a Wa‘iifer of

any ether provxsmn, whether or not similar, nor shall any waiver be a cenﬁmmng waiver. A party

, heneﬁt af ti'xe part;es herem and thmr snccessors and assxgns aud legai representanves Neither" e

|  may waive any provision of thxs MOU mtended for its b&m:ﬁt premded, howev&r, thai such

this MOU shail oceur within Pmal Cnunty, or at any other Iocaxmn‘mumaﬂy agfced to by thej’f» .
; P e i .

waiver shall in no way excuse the other ?aﬁlés from the performame of any of thexr other i

abhgatmns unéer thls MQU

4‘ gs. The ﬂectwn headmgs used herem ara fbx reference anly and maﬁ >

30, m_g ﬁny natzcea given pursuant 10 ﬁm MGU simil be in Wntmg and shan be

persoaaﬂy delivered or depas}%;edmthe United Sta;tes mail, cemﬁedmaﬁ pastage prcpa:xd, remm
raeezpt mquasw& toa party hereunder Natmes shall be deemedi gwen a:ad reaemé whe.n -




parsonally dehvg:red or three (3) days after deposxt in the United Staies mail to the address set
fmth below such party's sxgnamra

nce. Time is of the esserice feﬁan purp afthis MOU -

32 Conﬂ ot af terest. This Agreement is subjeet to the confhct of mterest provxsxens o
‘setfﬁrthmARS §38-511 - : : ; »

IN WITNESS WHEREQF each afthe partaes has Executed this M{}U as afthe date ﬁtﬁt

'abm'e Wﬂtten , ~ : - ~ , ;
CITY 014" MARICG?A . c;?mmb WATER RESOURCES,LLC

Title:

Address:

o



EXHIBYI‘ A~ SUBJECT TERI%I’I‘QR‘EES (As defined in tlus MQU inciudes t!xe carrent
jurisdictional limits for the City of Maricopa and the Annexation Petitions ikat are ctm*entt,):
_ pending with ihe City af Marzcaga) ‘ ,

— Ctty Limits
Glla Rtvsr Resewati&n |
Marmpa (Ak~0hm) Res&matwn




EXHIBIT B - GLOBAL SERVICE AREA

Legend . T .
[ Jciy tmes [l Giobal Water | Gila River Reservation
L W208_Approved Maricopa (Ak-Chin) Reservation|




G!la Rwer Resewatton

~ JciyLimits

,'Pis‘fﬁining / Martmpa (Ak«Chm) Resewatsan



EXHIBIT

\\CII




i 5?'?*’? ,3% qﬁ i 3.,53‘ M”"”“%-.;é

THIS MEMORANDUM OF UNBERSTANDING (thl‘s “MQU”) is e:ntered into as of i
- December. ﬁ 2005 between Global Water R%ﬁnmes, LLC, a Delaware h;mted habzhty/
- company (“Gl QQ@I’”’), and the (Irty Gf Casa Grande, a mummpal ém‘paranon ("‘Qﬂ”) )

REEITALS il

'WHEREAS Global is engaged in the business of providing water, wastewatefmd
reclaimed water infrastructure services both inside and outside the jurisdictional boundaries of
- the City; | L , , ,

| WHEREAS Global is the owner of Santa Cruz Water Company, LLC (“SCW™) and Pao

Verde Utilities Company, LLC (“PVU”) (collectively “‘Utalzty Compames”) and prowdes utihty -

services thmugh these entities;

WHEREAS SCW and PVU are Anzm;a public service mrporatmns deﬁned in Arncle i

15, ﬁecﬁon? af the Arizona Constitution and, as such, are regulated by the Arizona Corporation

' iCamm;tsswn (“ACG”) SCW and PVU have been issued Ceruf cates of Cﬂnvememce a.nd’ :

 Necessity {“CC&N"") by the ACC to pmvxdze water and W&Stﬁ watet services (eoitectwely the;
- MUtility Semcas”), tespectweiy in des:tgnafted geographm areas thhm the Staxe of Anzuna,

4 WHEREAS mﬁ C:;xy is cxper;encmg rapid growth, and i n orde:r to famlxtatc and manage .
i irtlior growth, the City mshes to stm’zgthe& its. reiamnshxp Wlﬂ* Global and its Udlity

| Cempames by working with them to gm&ral}y 1mpmv& the qaah*ty of Utlhty Servzce& wxﬂun the =

City;

 WHEREAS the Czty intends to facx!ztate and manage ﬁmhezr grawth m aecardance; wﬂ:h
its obhgatzons under the Growing Smarter legzslamn and Growmg Smaxter Plus Ieglslatmn -
enacted mte law by ihe Ar:zona Legxslmm%, , -



WHEREAS the Cny isin tha process of annexing 1 eertam real pmgvesrty, as more ﬁﬂly'
descn”bed on Exhibit A hereto (tha “Subject Tmtonas”) and in conneetmn merewath the
Parties ﬁesn'e to wﬁrk closaly and cwperat;e w:th ﬁach other to asswt ﬁw orderly assnm’latmn of

thm@ areas,

WHEREAS the City is supportive of Global’s pendmg applicatmn o the ACC far

expfansmn of i its CC&N for Utxhty Services in the City’s General Planmzzg Area a.nd the Parties

 acknowledge that the expansion of the CC&N over the $ubgect Territories may not be ﬁnahzed‘ o

o um:ﬂ such time as the agpmpnate Amzana Department of Water Reszmrces (“*ADWR”) Aﬂzom L

| ,Dﬁpartxnem of Environmental Qualxty (“ADEQ”) and Central Anmna Asseciatmn of

‘ kGovemmeuts (“CAAG”) permits and apprcvals are in place and the ?ames acknowleége that it
will reqmre coopetation and mutual support w asmeve the necessary ragulatary appmvals

WHERBAS the Parties wxsh to form a Pubkc Prwate Partuersﬁly Wlnch wxﬂ beneﬁt baf?h ~
Parties and sagmﬁcantiy enhance and streamline the marme: in whmh the Pames currmﬁy wark “
together: '

WHEREAS the Pamaa ‘beheve such a Puhhc Private Partnershxp cutreatly represents the : o

most cost-effective and efﬁcxent aalutzen to the water and ‘wastewater chalienges facmg the
City's current and anth;:ated ﬁxture; r,estdents, ‘

WHEREAS the ?ames beheve that such a Pu’bim F’nvate Pmmershxp Wﬂl result in the
harmumzamon of rates within Global’s service area, thereby mmgatmg cusiamer csnfusmn

o re;gardmg rates and unhty semces, ‘

mms the City ﬁso:aks to increase its involvement in the water and wastewater

plazmmgham&

 business within its ycmrant;manicipal limits aﬁé;;ns

WHZEREAS the City seeks mnovaﬁve revenue streazxss thai mmntam the Clty !Iaangr«
‘ ﬁscal health and deﬁ“ay cost impacts ‘that may occur in areas that ax:& outsuie current mumcxpal .




limits but witin s planaing ares;

“ censaquem s{rong commitment that will be requ,

to the Mayar an ity Caum::l ‘Fhis

WHEREAS the- Earues aelm()wlcdge Globai’s cemmﬁment to the Gﬁy to éate, mcludmg

Global’s matenal capxtai expendmu*es, its expr&sseé mtmt to be a ennmbutmg corporate cmzen

m the cqmmumty, and its desire fo have a posmve w&rkmg relaﬁanship with ths Gtty, £ .

WHEREAS the ?arues acknswiedge the sxgmﬁczant maﬁenal eap:taﬁi expenﬂlms and the

by Global to meet the x:halleznges createdby
the ﬁurrent rapsd growth esccurrmg vnthm the Cxty, and the a:mmpated cﬁm&zmmg ﬁxture gmwth o

~ services m aII gavemmental Junsdictxons, the umque challengas faced by the Cxty in meeung the .
| needs of the defveinpment commnmty, and the unprecedented gyowﬂi the Cny is cun*cnﬁy

expenencmg,

WHEREAS ﬁm Pgmes acknefwledge that the fnﬁawmg terms are not mtenéed to hmﬂ or ':

_inerease the Iegai responmbxhncs ef the City nor iﬁe statutery requ:mments of Globai m- 1tsf

Ut;hty (lemyames, ,

Nﬁw 'I‘HEREFGRE, for gued and valuable mnsxdcramn, the receipt and suﬁicwncy' «
of which are heréby acmawlﬁdged the partxes hareta agree as fallows e

ande. G’iaha] shall submit an Annual churt, "
Repnrt shali maliy he subzmtted by \

the Partws acknewledge the universel unportance sf wawr an& wastew:ftar - o

”1,153:,; L



: \howaver, if any pmperty located outsxde tim ;C

each year, unless the P&tﬁes'agree on a different date The zepoﬁ shail“hiﬁl‘nde‘ ‘Aimual‘ ’
revenues and cx;gendztums, total mxmber of water and waatcwater cusmmers, cusmmers adxi@é ‘
this past year, number of customers anﬁcxpaw& to be cennceted next year, Water and wastewater ’
facilities cempletcd in praeedmg year, planned pmgects for the next year{s}, aﬂd a copy of me“

armnal report 1o the ACC Global shaii prcwda free ef charge to the C}ty coyes of any annual

e adjustments to the Mayﬁl“ il Clty Caineil i review i cemmmt pncr to suinmssaon el
the ACC. Giobai shall allow t‘he Cxty thlrzy days for the Mayor and Clt}’ Ce‘uncd to ca;aducf a .
- Pubhc hcarmg at the Cs.,ty s next pmper}y notmaable regu}arly scheduled City Canneﬂ meetmg -

ragardmg the propesad rate and/nr fze acijustment %efmre subm;ssmn to the ACC.

The pamﬁss shall enter into an '

‘cperatmg/hcense agreement for uﬁhty services ymwdﬁd within the Cn;y s current. and exxstmg o

mcarporsted limits, and fcr atﬁﬁy samaes pmvrded ‘within Gl@ba%’s l?lannmg Area (as set forth

~ on Exhibit A attached hereto which. relates to areas outside ef the Ctty s current and existing -
 incorporated 3:;@:13::&3}l with the undarst:mdmg that the Cxty wﬁl endeavor in good fa;th to gmmptly L

rﬁplwse the eperatmg/hcen&e agreemcnt with a ﬁmchxsa agreement on or befere ()ctcber 15
2007 in the event that the ﬁCC Order pmvxdeﬁ far beiaw has mt been enwred by Apni 14 Zﬂﬂé
Pursuant to the operating/license agreament and subject to the eaﬂmr Qf {1} entry of a final order -

W(the “ACC Order”) ’by the Arlzana Carperatmn Com;ss:on approvmg the fee provzdci for
| herem, or (i) Apni 14, 2006 a fee of 3% of Gross Kevenues as 1t relates tn consmnptwe useof "
~ ‘waier and wastew&ter by rcs:dcutxai and oummcmzal mstomers w:.thm t:he emstmg 1mrporat‘ed '
* limits of the City, the Subject Territories and in Global’s Planning Area shall be paid by Global

1o the City of Casa Grande. If the ACC Order has not been entered by Apm 14, 2006 following

dﬂxgent efforts (whzch fhe City will in good falth support and take mnable steps to cause n’ther\

 interested pames tcx suppert}, then the fee af 3% as pwvxded a;abave shall be reéuced t02% |

mth respect 1o the cnmumptwe uss of wat%r and
custormiers lncazed outside the Junséictmnal lﬁmts of the City but w;thm (}lnbal‘
;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;;; v msdlmonal Ilmits be L

,'ewater remdentxal and cammercxal,; '
sPIanmng Axea, o



City’s Juﬁsdxenenal limits thmugh an annexanan, the::i ‘the: fea shaﬁ autamatzcany be mcreased. " :

from 2% to 3% for tha annexed property on the date the annexatwa s eff’eotwe In the evm: the

ACC declines to enter the ACC Order, the City will then proaeeﬁ mth 2 franchxsa electm& (at

Global’s cost) seeking approval of the fees provided for m ﬁn ‘Seetmn 5 and to gmnf Global a

franchise in connection theramm for a term af yaars The ﬁ'ammse e]ﬁs’emn shall take place, o ’
on a date to be set by the C:tty ami shall occur o later than the carher of’ 18 months foll@wmg the =
,ACC dechmng to enter the ACC Order or Qetebet 15, 2007, Upﬁm the request of Global, the -
C1ty agrees to ‘cﬂnnnue to cause &ancﬁme eiezcnans to ocour (at Gk}hai’s eost) on at lcast an' - |
~ annual basis seek;mg approval of the franchise pmvxdad for herein, Aﬁ of the foregoing. payments .
~ shall be maée ona quaxterly basis. Gross Revenues shall melu(ie base fess cﬂnsumpiwa fees, ; .
and mdusmal and mmm&rmal reclaimed water sales but: shail not mciude revenues as the:y arise :
from hook up fees, service canncctmn f’ees, termination fees, reconnect or daseonnezt fees, late -

rates aurrenﬂy set in piace by the ACC however, if the ACC does not appmve thest: fees to be

~ added to the mﬂnthly cansumptwﬁ bﬁhngs of the Utxhty Compam&s, Glo’bal shail gay the fees as

: potentlal ﬁﬁaac;ng options for Global to ﬁname xts projects th}xm the Clty If the Czty and?
Global agree tta jemtly fmance a prclect, the Partxes will enter mta a se;)arat& agzeement fﬁr each S ’

4 13130@: sa asto watrant the efﬁce dn
 with mput from the {}ny ‘

pmjcst. ’

'anope:atmgexpm s . .

6 L@ Qm g. Giohai shail mamtam an office at :ts Casa Grande heaéquarters
* ilites to be focated at the Palo Verde South East Water Reclamation.

- altemauva location within Glabal’s Planmng Area m:tﬂ such. txme as sufﬁclen custﬂmets are m ‘,:
in anather lecatmn whxch wﬂl be astabhshed by Gicbai" f

Campus or in an

fees, NSF fees, account handling fees, or bulk service rate on the sale of construction water. The -
parties acknowledge that Global will seek the consent of the ACC to allow for inclusion of all .

fees described within this Section in the monthly can:mxn;mve bﬂlmg ef the utllttws 'I‘he fess E
| _prowdﬁcf for in thls Sectmn s are flow through fees to ?VU and SCW and are mcremental to the




annual “Plan for (}mmh” fm fhe Cny ﬁf Gasa Grandy

interest in kmg term acoess to reeiazmed wai:cr The pames fmther ackncswlsdge Gidbai Water s

leadership in the field of water reuse in the regmn and the eritical natme of reolaxmed water to

service area. The City and Global will explore. water reclar

the Giebal ’Water busm@ss and regional conwvatxon plan ﬁceotdxugly, Global Water agrcgs s \
use reasonable best wmmerc:a} efforts to use and utlkze: reclaimed water in the regwn wwe
extem pemszble under cxxstmg and ﬁmxrefAnmna Department ef Eav:emmnentai Quahty
(“ADEQ”) pﬂhey fm' all rasxdentzal, mmerczal a;nd industrial apphcatxons wzthzn Glohal's .
‘?hatmn prOJects for, pafks and school

playgrounds, and ‘will eneauragﬁ the develoi}mgnt of light cammsrcxal and mdustrxal uses of

| law The Cxty shail bear the eest csf th fmﬁ*astmme, and shall p:owdﬁ slgnage o mmgmme the
use of reclaxmad water in all publm places to assist thh canservatmn and pubhc educanan‘ -

 reclaimed water. Additionally, for that water which cannot be ben&ﬁcxa},iy used within the
. service area, Global will either recharge for its bweﬁt that certam volume ef waier or make that
. certain volume of water available to the City for recharge on a long term bas:;s if ﬁnanmally -

feasxblc, as de:tcrmmed tn the sole dzscratxon of the C:ty, the Cxty wxll mstaH dual piumbmg in all -

o suppm’t mdustnal and cemmercxal as in the Crty Glebm wﬂl aagmmt the Cxty 3 mnomm '
3 devela;;mam eﬂ‘orts thh ﬁs carpamte network whcmfer mbls The Cxty and Giabal mil. :




| m::lndmg regx@na:l planning. The fee shall be pa: y

~ GIS surveying, c:ost»sharmg on a GIS Geodesic Mark
items. The City and Global shall share and mtegrat 3 5
Vulnmamhzy
. L‘Wn*elass n_, :

pmwﬂe mpuf and c:ammenis on changmg land use and denszty pmems 1:0 as&zst Global in thls
plaxmmg effort. Global shall submit its annual “Plan for. Gmwth" report ta the Maycr and Cxty .
Caunml by ﬁpnl lst uniess the Parties agree to a different date. ' o -

1L Fce. E_ﬂ"ecx‘we January 1, 2066 Glebal 311&11 pay a vo!untary fee totalmg One
Hundred Dollars ($1€3I3 00) for each resxden&al }mme cofnnectmg to G’Iabal’ water and

wastewater syszem thhln the Junsé:ctions of the Cﬁy, as amended ﬁ‘nm time to time, or cutszde -
the Jmséxcncﬁs af the Cxty but within Glebal’s Piannmg Area (attac  hereto as Exh:b;t A). Ta , .
i the extent a hotne connects to. on%y one service, the fee shall be reduced to ﬁﬁy dailars ($59 “) .

_ The fee will assist the Clty in defraying adnnms%ratwe costs for water and wastewat@r services,

upon the connectzen ofa water: meter to a,n»eccuprﬁé., ;esxd_entxal éwzllmg by a homeewnar‘

able quarteriy in arrears aud will become due

ach. The Clty a.nd Giebai shall work moperaﬁvely iﬂ pmpare,

cost-share (m-»kmé semces Euch as web hcstmg, graphlc‘ "esxgn, etc. is considered eqmtab};e o -
o actual funds), and disseminate a cemumty outreach packet ’I‘he cummumty outreach packet. ’
~willbea collaberanve effort hy multipleienmms within the Ctty, to be distributed to exzstmg andl ;

new Immeowncr& G,Iobai wﬂl expiare commttments to ﬁzad and egnduet extanswe water“

aen&ervaﬁcn pmgrams and eutreach education pmgrams to pmmote water cmlservanen m the E

commumty, sz:haais, and publie facilities. Globai wﬂl explore co~spunsanng sz@zﬁcant water .
reclama:non dﬁmun&tramn pmjects Global will sappari ccmmumty events thh battied water o

o aﬁd apresmae at all ma‘]gr mmclpal ﬁ]ncnom ii.nﬂﬁ‘veﬂts = L ;;;;;; A

Global shall wcrk mliabnraave}y in deveinpmg and mdarmg the Cﬁy s Gmgraphical
- Infmmatmn Systern {“GIS”} Thzs may mclude d&ta ﬁmag andi@r mtegra&wxx, aost«s

; and cxfher GE& rclatad aémxmstmtwe

aredness, Em&rgmcy, Dp&ranans, and Rapxd Respcmse Plans, Bmad}}and: ‘
k sharmg, and Intemnet Site Lmkmg The Cxty aud Giabal shall also explare{‘
portunities far;collabaratwe billing services. . -

AﬁA systems, CCD Sm’t}r Data aﬂd’ re



_the City’s infrast

reiatad design and construction reguiatety xssu&s for Global The City will endeava: to treat ;
Global’s perxmttmg submmsmns as a priority and. shall pmmt:ia the hlghest ;prtmty review the‘ .
: City can pmdnce m order to retumn penmts pmmptly The szty will endeavot to asszst ax;d ‘
. support, Global’s efforts to obtain CAAG 208, CC&N, ADEQ, ADWR and ofher rogulatory
approvala requmad thhm the Subject Territories. Ifthe Czty cannot pmvx(ie a pmmpt review of o
: 'Global’s pemuts or plans, Gio’bal shaﬁ have the eptxcm of re}mbuzsmg the Cxty fer any cests 4'

'ﬂevelopmcnts Glebal wﬁl share and puhhsh Iong-tefm mastsr plans Wlth the Ctty and =

mﬁtmnausly update the plans so that the water and wastewater m‘frastrumum 15 mordmated with
b cmre pians ‘ ' ‘

15 Pe m;;' ts. The City wﬂl emieavarta straamhne pemnt 1ssuancﬁ, plan ; mv&ew, anel -

incurred by the City if the City, at Global's request, hires an enmda consultant to expedite the
review of Global’s pémm:s and pians A,ﬁy such consultants shall report dlrecﬂy to the Crty and
take dlre::uon only therefrom |

.

nnpiement and enforce the pemons of the area wide Water Qualrty Management ?Ian mﬁnn 1ts ‘ 
demgnated area, whsch wzll be the Clty s current pianmng area, as ﬁlustrated by the Cn:y af Casa .

C}rande Genexal Plan

;actzons in gmd farth.

 facilitate the &eszgnatxoﬁ of the City czf Casa Granée asa Desxgﬁated Maaagemexzt Agﬁnﬂ)’“ W .




a. ACC appmval c-f SCW and PVU’s proposed ax;:anszoﬁ af the CC&N over
Global’s l’ianmngAma, L

b. Execution and appmval o‘r" an operatmg/imense agreemeat wath the (Zziy fer -

L ’» Uﬁhty Services provided within the Cay s current and axzsnng 5unsd1€tt0nal"f -

heundmy and for U
cxxstmg Jﬁnsdmmnal boundary but thhm Glchal s Planmng Area;

tility Services pmvxded outmda the Cﬁy s ;currcnt and

e ACC appmval of the c”f
i ;Sectim 19(6)&%@%;

‘ ng/hcgnse agreement descﬁbed mSectmn Sond

d. ACC appmval of (}ighal’s request for mclnsmn of all fees set forth i in Secuon L
5 above in the monthly consumpnve bslhngs of the Ut;hty Campames

e If necessary, the ﬁ‘anc}use election prdiii‘&éd fb,;f ,in’Seé:t’ien 5 abév?:‘; |
18. |  Effecti iy | ate. Except as otherwise set forth h@rem, the abhgatmn Qf the parttesg ,
pursuant to ﬂms MCKI s’haﬂ aemmme ﬂnrty days aﬁer appmval of saxd MOU by the C&sa 1
Grande Cﬁy {‘:ouncﬁ ‘ ‘ .

E&W This MOU ccmtams tiae entxra agreement between the pames ;V~

‘ herem anc} supemedgs ali prmmxs cammumcaﬁam, repras&ntaﬁons or agreements written ﬁr%i o ‘

verbal,, w;ih respwt to xts sub_}ect matter ~

a0 Q_;mw,u

 Stateof ﬁmzan&

, ,21,
1 | msmndeci cancelled or wa:ved in whoie or m ‘pazt,
all parties hereto. -

‘e:xcép by a wrxtten mstmment sxgn by the:‘

= macmrdance mthﬂlelaws of !;heé"; . .



« Al s* Fees and Costs. Subject to the pmvzsmns of
ﬁzus. MOU, the ;)revaﬂmg party in any arbxtrahmm pmceamng,, ansmi, appeai or. eﬂwr
proceeding bmught to enforce or otherwise Implemant the terms and mndmans oi‘ t}ns M@U »
shall be entitled to an award of attﬁmeys fees and costs fmm the "losmg pariy Iunsdxctmn and
 venue shall be in Pinal Ceu:nty, Arizona.

| ; jon. In the cvent that any dxspute arxses bstween the part:es to ;
© this MOU, the paxtxes :Eirst sizalE attempt to find a neuttal persen, who is mutually acceptabla to
both parties, and who has expenence in mﬁers such as those provided for i m this MOU and
request that person to m@diate the dlspute the event that such. medmt:on is nct under’taken or
successﬁmy concludad within 45 days a,ﬁer the dlspute arises, the pames to any such dlspute "

;"shaﬂ submit the drspute to hm&mg arbitration in accordance Wﬁh the mieis of cammarcml i

a:bnranan (“Rules”) for the American Arbxtratzon Assaclatmn (“AAA”) If the clmm in the' »

dispute involves a nonmenetary defanlt or bmar.:h or daes not exc:eeé ﬁe Hundreé Thousand

Dollars (8100, GG{}} there shall be a smgle arbzn:at;or selected by nmtual agrecment caf the Partz.es, :

and in the absence of agreemem, appomted according ta the Rulas If the claim i m the dispute, :

\ 'exseeds One Htmdrad Thousand I%llaxs (3100, 00&1, the ar‘mtranm panel shaﬁ consist Qf three
‘(3) arbxuators, one of whom shall be selected by each ?arty and the thmi ~who shali serve as

chaxrman, shail be selected by the AAA. The arb:irator or aﬁntrators must be knowledgeable mo "

the subject memer ofthe dxsput& The costs and fees of the arbﬁratar(s) shaH be dwxéed cquauyif
among the partws Any decision of the arb:tratcr(s) ﬁaali bc supportaﬁ by mtten fmdmgs af fact
and conciuszons af law. The decxsmn of the arbttmior(s) sbali be ﬁnai subjwt to the mﬁans
. outlined in the Anzena Umf‘(}rm Arbitratma Act,. S. § 12&502, at §p_q and Judgment may c
be ent&red upun the same. The arhltrator(s} shall contml dasmvery in the pmceedmgs and ﬁhall ;
award the prs:vmimg party its reascnablc a:ttemeys’ fees and ccsts Any arbltratmn amszng frmn
this MOU shall occnr Wlthm Pinal Csfa‘m‘fcyg ar at any 0the:t 1&0311&:: mumaily agreed to by %he
Pamas : \

ment. The terms ol condﬁmnsofthw MOU shallbmd andmwmef /

benaﬁt Qf the partms hereio and. ﬁmﬁ' successors and assxgns and Iagal regres&ntaﬁves Nelthe;{i -

Party shaﬁ be &ﬁeweé tﬂ asmgn tins MGU thhout the ex;:ress wntien cﬁnseﬁt‘ of th .




25.  Waiver. Any waiver of any provision . of this MQU shall not constitute a wa;i\?ér‘ e

of any other pmvxswn, whether or not similar, nor shall any wawer be a contmmng wmver A
party may waive any premmn of this MOU intended for its benaﬁt, pmvxdﬁd, however, that

such wa.wer shall i in no way excuse tha other parties from the perfarmance 0f any af their otherf ‘

ubhgaﬁ{)ns under th:ts MOU \ ‘ o

! . The section headmgs used herem are for r&famae anly ami
~ shall not enter mte the mtarpretaﬁan hereof ' : ‘

‘ ?cansr:rusd to create the ralahonshxp of pnncigal and agcnt or of limited or general parmﬁrshxp ori :

ofj Jamt vefxtura or of any othar assacxatwﬁ j"em the Cxty and Global

28.  Notices. Any notices given pursuant to this MOU shall b writing and shall be
rsenally delivered or depesxted in the United States mail, certxﬁed maﬂ pestaga pmpaid, return -
. ,zeecerpt requested, to a party hereunder szees “shall be deemad ngen and recewed when
‘ 'permnaﬁy dehv&ted or three (3} days aftcr deposit in the Umtesd Statas mail to the aédress set;. .
. fnrth befaw m:hparty ssxg;natuw ' ’ i
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i Nothing contained in ﬂns MOU s&aﬂ be. deemed 01:;, L



29,  Time ngsSenC& Time is of the essénce for all purposes ofthis 'Mmi.

30. Canﬂxct of Interest. This Agreement is sub;ect tc the cﬁn;ﬁwt of mtc:rest
, pmvxsmns set fc:rthm ARS. §38—511

ITNESS fWHERQEGF, each of thepartiashas: exéc,ute& this MOU as of the dateﬁrst |
above written. . , , . L L
_ CITY OF CASAGRANDE 'GLOBAL WATER RESOURCES, LLC




- EXHIBIT A




Exhibit A - Subject Territories




