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Richard L. Sallquist, Esq. (002677) 
SALLQUIST, DRUMMOND & O’CONNOR, P.C. 
4500 S. Lakeshore Drive, Suite 339 
Tempe, Arizona 85282 
Telephone: (480) 839-5202 
Fax: (480) 345-041 2 
Attorneys for Valley Utilities Water Company, Inc. 

EXHIBIT I L ]  
BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF THE APPLICATION OF ) DOCKET W .  W-Ol412A-07- 
VALLEY UTILITIES WATER COMPANY, ) 
INC. FOR AN EMERGENCY RATE ) EMERGENCY RATE INCREASE 
INCREASE AND AUTHORITY TO 1 APPLICATION 
IMMEDIATELY IMPLEMENT A WELL ) AND 
SURCHARGE. 1 REQUEST FOR 

1 EXPEDITED HEARING 

Valley Utilities Water Company, Inc. (“Valley” or the “Company”), by and through 

undersigned counsel, respectfully states the following in support of this Application: 

1. Valley is a corporation duly organized and existing under the laws of the State of 

Arizona. Its principal place of business is 6808 N. Dysart Road, Suite 112, Glendale, Arizona 

85307. 

2. Valley is a public service corporation primarily engaged in the business of providing 

water utility service in its certificated area in portions of Maricopa County, Arizona. 

3. Valley is presently operating under rates and charges authorized by the Commission 

in Decision No. 68309, dated November 14,2005. 

4. Valley, in this Application (the “Emergency Application”) seeks Commission 

approval of an emergency increase in the rates and charges it is authorized to collect form its 

customers for water service provided in its authorized service area, such increase in the form of 

a monthly Well Surcharge to each customer. 
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5. In 2003, the Company added to its system a new 12 inch in diameter, 810 foot deep 

well, designed to produce 425 GPM. That full production was needed to serve the new Stardust 

Subdivision that was added to the Company's certificated area. The well commenced 

production at less than the needed output, but despite the Company spending over $150,000 in 

remedial work on the well, it has never provided its target production. On August 24, 2007, 

suddenly and without warning, production dropped from 350 GPM to 65 GPM. The well has 

now been taken out of service. 

6. This well failure and the problems with other wells, reduces the Company's total 

available production to approximately 920 GPM. Even with the Company's over 1,000,000 

gallons storage capacity, this production level is not sufficient to meet summer peak demands of 

the Company's 1,400 customers. With the additional subdivisions in process, the Company 

expects to serve additional customers before its summer 2008 peak demand. Attached as 

Exhibit 1 is an Engineering Data Sheet demonstrating the Company's demands for the last 

twelve months, and an inventory of the Company's production and storage capacities. In 

attempts to avoid just such an emergency, in 2002 the Company entered into an "Emergency 

Supply Agreement'' whereby a neighboring utility, Litchfield Park Service Company 

("LPSCO"), would provide emergency back-up supply. LPSCO has provided approximately 

1,000,000 gallons of water during the term of that agreement, but as recently as August 24, has 

advised the Company that due to its own operational issues it cannot provide Valley with any 

additional water. The adjacent municipal provider, City of Glendale, will not, despite numerous 

requests from Valley, enter into any type of emergency supply agreement. Although the 

Company is in the process of finalizing a Central Arizona Project Water Subcontract for 250 
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21 

22 

~ 23 acre feet of water per year, the actual delivery, treatment, and use of that water by the Company 
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will not be available for several years. Utilization of this resource will require coordination with 

other nearby Subcontractors for treatment and transportation, not to mention the capital 

financing requirements. Based on the Company’s review of all possible water supply 

alternatives, the Company has concluded that the only solution to this immediate supply 

problem is the drilling a replacement well (the “New Well”). 

7. Attached hereto as Exhibit 2 is the prefiled testimony of Robert L. Prince, the 

President of the Company, explaining how the Company arrived at this emergency situation, 

providing the history of the well and the impact of its failure on the Company and its customers, 

setting forth the Company’s only solution to this critical supply issue, and describing the 

Company’s immediate need for rate relief. 

8. This sudden failure, and the Company’s shortage of water production capacity, 

clearly constitutes an emergency as described in the Arizona Attorney General Opinion 7 1 - 17, 

dated May 25, 1971. That Opinion defines an emergency justifying interim rate relief as any 

one of the following situations: 

“The foregoing authorities make it clear that, in general, courts 
and regulatory bodies utilize interim rates as an emergency measure 
when the sudden change brings hardship to a company, a when the 
company is insolvent, or 131 when the condition of the company is such that 
its ability to maintain service pending a formal rate determination is in 
serious doubt. 

In addition, under the Mountain States Telephone case, supra, 
j4J the inability of the Commission to grant permanent rate relief within a 
reasonable time would be grounds for granting interim relief.” Numbering 
and emphasis added. Opinion at page 50. 

9. Although under the Attorney General’s analysis only one of the conditions needs to 

exist, Valley meets &l four of the criteria set forth in the Attorney General’s Opinion as 

emergency conditions justifying interim rate relief. 

93055.00000.326 
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111 Sudden change brings hardship to the company. Clearly this catastrophic 

failure resulting in insufficient capacity to serve its existing and future customers is a hardship 

to the Company, and more importantly, to its customers. One must ask what could make the 

Company’s ability to fulfill its Certificate of Convenience and Necessity obligations more 

difficult than the loss of a major well? 

121 The company is insolvent. Note that the Attorney General’s Opinion 

favorably cited the Nebraska Supreme Court opinion referencing the Nebraska Commission’s 

ruling that emergency rates would not be justified: “. . . except as a condition is shown which, if 

not relieved from, will imperil the property of the company and its service to the public, such as 

might subject the company at once to proceedings in bankruptcy or receivership.. .” and that the 

interim rates “. . . would make the company secure against possible insolvency.” Emphasis 

added. Opinion at 50, citing Omaha & Council B1u.s Street Railway Co. v. Nebraska City 

Railway Commission, (1919) 173 N.W. at 691 and 692. The cost of the New Well, plus the 

reduced revenue from the lost sales, if not relieved from, is clearly a condition that “might 

subject the Company at once to proceedings in bankruptcy.. .”, 

131 The Company’s ability to maintain service is in serious doubt. There is no 

doubt, without the New Well, the Company will not be able to meet its customers demands. 

Without the Well Surcharge and financing authority requested in these two applications, the 

Company can not construct a New Well. 

141 Timely rate relief. Assuming the Company could prepare a fully “sufficient” 

rate application within 60 days, this Class B company application would require an additional 

360 days to process under Commission Rules. That time table will clearly not permit the 
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Company to obtain financing for, and construction of, the New Well before the summer 2008 

peak demand. 

10. In a Financing Application filed in a separate docket of even date herewith, Valley 

has requested Commission approval to enter into a Revolving Line of Credit with a commercial 

bank for up to $250,000 for the propose of drilling the New Well. The Line of Credit is 

expected to have terms that include an interest rate not to exceed nine percent (9%) annually, 

with monthly interest payments. That Application also requests the Commission's authority to 

pursue a WIFA loan as the permanent, long term financing of the New Well. 

11. Attached hereto as Exhibit 3 and incorporated herein by this reference for all 

purposes is the Surcharge Computation. The Well Surcharge is designed to recover the interest 

:est under the Line of Credit during the term of that Line of Credit and, following the retirement 

If the Line of Credit, recovery of a portion of the loan payment obligations under the WIFA 

loan prior to the Commission's ruling in the Plenary Rate Case Application, as described below. 

The Company will maintain a separate accounting of the Well Surcharge revenues, and will pay 

mly the Line of Credit and WIFA payments from that account. The Company will report 

zollections and disbursements to the Utilities Division as required by the Commission. At the 

time the Commission sets new rates in the Plenary Rate Case Application, any positive balance 

that may exist in the Well Surcharge account will be applied to the WIFA principal balance, or 

is the Commission otherwise directs. 

12. With the New Well expected to go into service in the second quarter of 2008, and 

3fter several months of actual operating experience with the New Well, the Company proposes 

to file a Plenary Rate Application in June, 2009, using calendar year 2008 as the Test Year. 

?3055.00000.326 
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13. Attached hereto as Exhibit 4 and incorporated herein by reference for all purposes, are 

dalley’s compiled financial statements as of December 3 1,2006. 

14. Valley will provide notice of the filing of this Application in the form attached as 

Exhibit 7 and incorporated herein by this reference, or in such other form as ordered by the 

3earing Division or Commission. 

15. The Company has today filed in both dockets a Motion to Consolidate this Emergency 

<ate Increase and Well Surcharge Implementation Application with the Financing Application 

iled of even date herewith. 

16. Due to the emergency nature that prompted this Application, and the substantial time 

md critical path required to remedy the well failure associated with completion of construction of 

he New Well before the 2008 summer peak demand period, the Company respectfully requests 

hat the Commission, Staff, and Hearing Division expedite this matter to accommodate a 

qovember Hearing date and December Decision granting the requested financing and 

mplementation of the Well Surcharge. 

WHEREFORE, Valley requests that the Commission make such inquiry or investigation 

,hat the Commission may deem necessary and appropriate, set the matter for an expedited 

:videntiary hearing and thereafter authorize a Well Surcharge as requested herein. 
sis 

Respectfully submitted this . day of October, 2007. 

SALLYIST, DRUMMOND & O’CONNOR, P.C. ,, 
B 
Richkd L. Sallquist 
4500 S. Lakeshore Drive, Suite 339 
Tempe, Arizona 85282 
Attorneys for Valley Utilities Water Company, 

Inc. 
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locket Control 
kizona Corporation Commission 
200 West Washington 
'hoenix, Arizona 85007 

2opies of the foregoing Hand Delivered this 
lay of October, 2007 to: 
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learing Division 
kizona Corporation Commission 
200 West Washington 
'hoenix, Arizona 85007 

,egal Division 
lrizona Corporation Commission 
.200 West Washington 
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Jtilities Division 
lrizona Corporation Commission 
I200 West Washington 
'hoenix, Arizona 85007 

<ngineering Division 
4rizona Corporation Commission 
1200 West Washington 
)hoenix,'Ryona 85007 
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WATER USE OATA SmET . 

NAME OF COMPANY 
AlDEQ Public Water System Number: 

#- 

1 

Js the water utility located in an ARWR Active Management Ares ("AMA")? I 
I a YES 0 NO l 

I 
I 

Does the Company have an ADWR gallons per capita day ("GPCW) rquiremenf? 
$ 1  [7 YES r] NO 

If &, please provide the GPCD emaunt: 

No&: Ifyou nrcfling for more thm o m  system, plemcpro vide separmfc data sheets for end qt$*m. 'For et=pZannfiun of 
uvty of l e  abm7~, please canfact thhe Engineering Supervisor ut 602-542-72 77. 1 

I 

* Gallorispumped crrftnot equal Qr be less thun the gallons sold 

3 
Rcviscd GI23103 

EXHIBIT 1 



COMPANY NAME 
Name of System 

VALLEY UTILITIES WATER CO., INC. 
ADEQ Public Water System Number (if applicable) 

ADWRID Pump Pump Yield Casing Casing Meter Size 
Depth Diameter (inches) 
(Feet) (Inches) 

Number" Horsepower (gpm) 

#1 55-639720 25 75 650 12 3 

#2 55-639721 30 125 650 10 3 

I WATER COMPANY PLANT DESCRIPTION 

Year 
Drilled 

1942 

1969 

WELLS 

#3 55-639723 

#4 55-639722 

#5 55-503273 

25 125 425 8 4 1965 

25 125 800 12 4 1970 

. 7s- 4 g 0  850 20 6 1982 
I 

#6 55-580082 125 
I I 

425 810 12 8 200 1 

Capacity 
Name or Description (gpm) 

Gallons Purchased or Obtained 
(in thousands) 

BOOSTER PUMPS 
Horsepower Quantity 

15 4 

20 2 

40 6 
50 2 

Note: Ifyou are filing for more than one system, please provide separate sheets for each system. 

FIRE HYDRANTS 
Quantity Standard Quantity Other 

12 

10 

STORAGE TANKS 
Capacity Quantity 

100,000 3 

200,000 1 

560,000 1 

P R E S S W  TANKS 
Capacity Quantity 

5,000 2 

7,500 1 

10,000 1 
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VALLEY WATER UTILITIES COMPANY 
DOCKET NOS. W-Ol412A-07-0 

DIRECT TESTIMONY 
OF 

ROBERT L. PRINCE 

FILED 
OCTOBER 1,2007 
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Q. 
A. 

Q. 

4. 

?- 

A. 

Q. 

A. 

DIRECT TESTIMONY OF ROBERT L. PRINCE 

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION. 

My name is Robert L. Prince. My business address is 6808 N. Dysart Road, Suite 112, 

Glendale, Arizona 85307. I am President of Valley Water Utilities Company Inc. 

HAVE YOU PREVIOUSLY FILED TESTIMONY IN OTHER PROCEEDINGS ON 

BEHALF OF THE APPLICANT, VALLEY WATER UTILITIES COMPANY 

(“VALLEY” OR “COMPANY”)? 

Yes, I have. 

WILL YOU PLEASE STATE FOR THE RECORD THE SIZE AND LOCATION OF 

THE COMPANY’S OPERATIONS? 

Yes, Valley was first Certificated in about 1960, and serves approximately 1,400 primarily 

residential customers in the Glendale area, just south and east of Luke Air Force Base. 

WILL YOU PLEASE EXPLAIN THE PURPOSE OF YOUR TESTIMONY IN THIS 

DOCKET AND THE COMPANION EMERGENCY RATE CASE APPLICATION? 

Yes, we have designed and built our system to serve our existing customers and 

reasonable expectations of our growth, and toward that end have seven wells designed to 

produce 1,725 gpm, with slightly over one million gallons of storage, with the requisite 

booster facilities and approximately 133,000 feet of transmission mains. However, we 

recently have had a catastrophic failure of our largest well and we must immediately 

replace that lost capacity to meet the summer 2008 demand of our customers. We are 

requesting the Commission’s assistance in obtaining financing approvals to obtain 

construction and long term funding of the New Well. In the companion Application we 

address the clear need an Emergency Surcharge to cover the interest payments until the 

-1- 93055.00000.333 
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new well can be included in our rate base and permanent rates established to cover its 

costs. My purpose is to explain the causes of the emergency, propose a solution, and 

request the Commission’s assistance in that regard. 

Q. YOU SAY YOUR WELLS ARE DESIGNED TO PRODUCE 1,725 GPM, HAS 

THAT BEEN THE EXPERIENCE? 

A. No, and that is the very serious problem at hand. On August 24, 2007 number 6 well, 

our supposed largest producer totally failed. Designed to produce 425 gpm to meet the 

demand of a new subdivision of 5 17 homes, the well is presently, and permanently, out of 

service. 

Q. WILL YOU PLEASE GIVE THE COMMISION A BRIEF HISTORY OF THAT 

WELL? 

4. Valley Utilities Water Co.’s number 6 well, well registration number 55-580082, was 

drilled, developed and tested by Layne Christensen Company, as directed by Southwest 

Ground-water Consultants, Inc. (SGC) in February 2001. The well was also designed by 

SGC while contracted by the developer, Stardust Development, for that purpose. The well 

tests took place over a three day period from March 21 through March 23, 2001. In the 

well report fiom SGC, the conclusion was that the well would produce the needed amount 

of water to serve the Dreaming Summit subdivision, 450 acre feet per year. As permitted 

by AD WRY the well was approved as designed with a peaking capacity of 1 , 150 gpm, not to 

exceed 450 AF per year. The well was placed in service August 30, 2002. I have attached 

the ADWR Permit No. S-580082 and the ADWR Completion Report as Attachments 1 

and 2, respectively. 

2. HOW HAS THAT WELL PERFORMED? 

23055.00000.333 -2- 
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A. The well operated continuously from August of 2002, meeting demands of the system 

at that time. However, the summer of 2003 revealed a reduction in the production of the 

number 6 well during the highest demand months of May through August. This problem 

was discussed with Steve Noel of SGC and the thought was that the submersible pump that 

was operating may not have been sufficient to produce the desired amount of water at a 

greater than anticipated draw down of the well during the summer months. The conclusion 

being that a larger pump set deeper would produce the needed production during the peak 

demand times. 

2. WERE THERE OTHER PROBLEMS? 

4. Yes, in March of 2006, the thrust bearing failed in the 125 HP submersible and the 

pump was pulled. Valley contracted with Longmire Well Services to video the well to have 

a visual account of the well condition. The video revealed a problem with bio-fouling in 

the well that was so bad that the condition of the casing could not be determined. Valley 

reviewed the video with Frank Turek, geologist for PBS&J as well as Fred Tregaskes with 

the Weber Group (a full service water well contractor). A plan for cleaning and 

rehabilitation was developed and the Weber Group was contracted to implement the plan. 

The process was to physically clean the well with a nylon brush in conjunction with 

chemically cleaning the well with NSF approved chelated chemicals, product brand name 

“Well Clean”. This process resulted in marginal improvements, as determined by an 

“after” video log of the well and the decision was made, with the advice of the contractor 

that no further attempts at remediation would be made at this time. 

2. DID SUPPLY ISSUES REMAIN? 

-3- 13055.00000.333 
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A. Because the time had advanced to May of 2006 and the system water demand was 

increasing dramatically, it was decided to place the well back in service. A 125 HP US 

vertical hollowshaft motor with an 8” National MlOHC, 10 stage bowl assembly was 

selected. This motor and pump combination is capable of producing 600 gpm at a total 

discharge head of 600 feet. The turbine pump was installed by the Weber Group and the 

well was started in June of 2006. The pump ran for 5 to 15 minutes, producing 

approximately 700 gpm to waste, then it broke suction and had to be shut down. A restart 

was done with a throttled discharge to reduce the flow to approximately 400 gpm, the result 

was that the pump ran longer to waste, but again broke suction before being clean enough 

to go to the system. Although the pump produced within the parameters of the engineering 

curves the well was not producing the required flow. We attempted to resolve this problem 

by using a variable frequency drive. The pump was started at a lower frequency, 45 Hz, 

and ran at the slower rate and was slowly increased to a sustainable pumping rate. Running 

the motor at a lower RPM caused the pump to produce at a rate equal to the wells 

production capability, 250 to 350 gpm. This combination of equipment and close 

monitoring of the dynamic level of the well was sufficient to get through the summer of 

2006. 

Q. 

DEMANDS DROPPED? 

A. 

DID YOU ATTEMPT A MORE? PERMANENT FIX WHEN THE SEASONAL 

Yes, in March of 2007 it was decided to remove well number 6 from service, video the 

well again and then to physically and chemically clean it again. This time we consulted 

with Mike Schnieders, Hydrologist, with Water Systems Engineering Inc., located in 

Ottawa, Kansas. Mike was recommended by Gary Gin who works for the City of Phoenix. 

-4- 93055.00000.333 
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Gary is a Hydrologist in charge of the cities recharge wells among other projects. Gary is 

highly regarded with respect to bio-fouled wells and he highly recommended Mike 

Schnieders as the preeminent well rehabilitation hydrologist in the country, specializing in 

bio-fouled wells. Valley took water samples per Water Systems Inc. specifications. After 

the analysis was completed, recommendations were made by Water Systems Inc. for what 

we hoped would be the last rehab for the number 6 well. I have attached that report as 

Attachment 3. 

Q. 

A. 

DID YOU FOLLOW THEIR RECOMMENDATIONS? 

After the Weber Group implemented the plan and the cleaning was complete, a video 

log was again taken to determine the success or failure of the effort. It was discovered that 

although the cleaning, this time, was exceptional there were holes in the wire wrapped 

casing and if not addressed would present problems. If these holes were not repaired they 

would be an ingress path for the gravel pack to enter the well. The holes appeared to be 

corrosion caused as a function of the bacteriological contamination and the low carbon steel 

make up of the casing. Again, Longmire Well Services was contracted to facilitate repairs 

and five perforated patches were swaged to repair the holes. Another video log showed that 

the patches were successful. The pump was reinstalled and the well was again returned to 

service in June of 2007. 

Q. HOW DID THAT WORK? 

A. The well operated for 80 days losing production on a weekly basis. Production fell 

from 350 gpm to 65 gpm over this period and the well was removed from service on 

August 24,2007. The pump was inspected and found to be completely destroyed with little 

of the impellers intact. The pump was completely filled with filter pack, sand and clay silts 

-5- 93055.00000.333 
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indicating a failure of the well casing. The video was inconclusive due to fill to a level of 

657 feet but there was indication of corrosion and erosion in the wire screen that may have 

allowed filter pack and other material to enter the well causing the damage found in the 

Pump- 

Q. BASED ON YOUR EXPERIENCE AND THE ADVICE OF YOUR 

CONSULTANTS. WHAT DID YOU CONCLUDE? 

A. The number 6 well has been treated with the best available technology in order to 

rehabilitate it and return it to useful service. All attempts have failed and Valley now has no 

choice but to drill a new well to replace the lost 450 acre feet of annual water production 

required for Valley to meet the current demand that comes in the hotter months, April to 

September. 

Q. HAS THE COMPANY ATTEMPED TO RESOLVE THIS SUPPLY PROBLEM IN 

ANY OTHER WAY? 

A. Yes. We have entered into a wholesale water agreement for supply from Litchfield 

Park Service Company (LPSCO), the utility immediately south of our service area. 

However, LPSCO has had its own problems and has recently as August 24, 2007 has 

advised us that they could not assist at this time. 

Q. ARE THERE OTHER ALTERNATIVES? 

A. We thought perhaps. I have contacted the City of Glendale representatives regarding a 

mutual supply agreement, but have been told in no uncertain terms that the City is not 

interested in such an arrangement. One positive note is that we were awarded a Central 

Arizona Project Subcontract for 250 acre-feet, enough to serve about 500 customers. That 

Subcontract is being finalized presently, but the wet water will not be available until a 
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delivery and treatment plan is negotiated, designed, financed and constructed, probably 

several years away. The New Well is the only viable plan for summer 2008 supply. 

Q. 

A. 

IS THE NEW WELL CRITICAL TO VALLEY AND YOUR CUSTOMERS? 

I can not stress strongly enough, if Valley does not develop a water source equal to what 

was lost, Valley will experience water shortages that will create serious public safety 

concerns for all of the customers that we serve as well as extended outages with no water at 

times. Even with a tie line connected to LPSCO, the availability of that water is subject to 

their system needs and we have been turned down three times already when we requested 

supplement water to augment what we were able to produce. 

Q. WHAT IS YOUR REQUEST OF THE COMMISSION? 

A. Valley is at a critical juncture. We must, I say, must, have a new well in service by 

early spring 2008. If we do not, our storage tanks will go dry and we will not be able to serve 

ANY of our customers. The only way the new well can be constructed is with WIFA funds and 

with an interim commercial construction loan. To obtain approval of that “bridge” loan we 

must have a WIFA take out of that line of credit. To obtain the WIFA long term loan we must 

have an immediate surcharge to cover interest costs until a permanent rate case can recognize 

the new well costs. The solution is not enjoyable for anyone, but it is very clear immediate 

action by the Commission is essential. 

Q. WHAT SPECIFICALLY IS NEEDED? 

A. We need the Commission’s approval of our proposed Line of Credit of up to $250,000 

(which would hopefully be for less than the twelve months during the construction period), and 

in addition loan term approval of a WIFA loan to repay that Line of Credit, and an Emergency 

Surcharge to cover interest payments to first the bank as set forth in Attachment Three to the 

93055.00000.333 -7- 
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Emergency Rate Increase Application, and then to WIFA. When the new well comes on line 

and we have operating experience with it, Valley would file a plenary rate application to drop 

the Surcharge and recover those costs in new permanent rates. 

Q. 

A. Yes it does. 

DOES THAT COMPLETE YOUR DIRECT TESTIMONY? 

-8- 13055.00000.333 



. -  

PEWIT NO. 5-580082 

Well Location: 

Depth: 800 e, 
Maximum Pumping Capacity: 

Maximum Annual Volume: 

Authorized Place of Use for 
Groundwater Withdrawn: 

Authorized Use of Groundwater: ' 

SW% o f t k  SW% ofthe SM, Section 
North, Ran+ 1 West, GSRB&M 

Diameter: 1'8-20 inches inches T 

1 1 SO ga1lon4 pcr minute 

j 

I 

1 

450-acre fieit 

Within the service area o f  VaIley Utiliti 

As authorized by Water Provider fight 

August 2,2001 

! 
Permit Conditions 

Latest Date for Completing Well: 

1. If the permitted well is not completed on or before August 2,2001 the 
required to file a new application, and secure a new permit bcfore proc 
construction. 

The proposed well shall be constructed in accordance with the rninirnu 
construction standards, A.A.C. R12-15-8 t 1 I 

2. 

3. The permitted well is located in an area of known land subsidence. Tb 
i s  issued subject to permittee's agreement to conduct land elwation ma 
forth in the Ietter dated July 13,2000 from Jim Holway to Valley Utili1 
Company. Thc Ictter agreement is located ih the ADWR Well Regisb 
NO. 55.580082. 

WKNES$ my hand and seal of o 
of August, 2000. 

ice 

I 

ATTACHMENT 1 

Y Casing: Steci 

mpmy 

ier 56-002047 

ittee will be 
g with 

11 

e, this permit 
ng, as set 
atcr 
iIe 

his 3rd day 



t 

A. 

8. 

c. 
D. 

E. 

F. 

' I  1 COMPLETION REPORT i 1 

I I 
Ihawdm of the Water level Ebt e non-Ilwlng well 8hould be measured In feet after not lass then 1 hcturg/d oonilnuourr operetiens. For I\ flowlng 
well the shut-ih pressure should be merrsurmd In feet a80vo the lend mdmca or In pwnde per square Inch at *e tand $udace. 

the statlc groundviatar ravel should be maeeured /h feet from the IsnU surface lmmedletely prlw to (kscapeelL W. 

Items 1 and 2 ere rmllable lram the Notlce of Intent to Drlll. 

Items 3 and 4 may be ~vallable from the dtlllar. 1 

I 
2N N/S IW SI 
Tomship Range Section 

I 

Method of Discharge Measurement Gallon Meter , 
W&, atifice, current mctcr, cte. 1 I 

ATTACHMENT 2 



I I 

WATER TREATMENT ANALY~XS AND CONTROL R ~ E P ~ R T  1 
I 1  I 

I '  Bob Prince 

6808 N. Dysart Rd. - Suite 1 12 
Glendale, AZ 85340 

Date: April 4i 2007 
Valky Utilities Water Go,, hc. 7 

I I 
I Lab R ~ F #  i n 0 8  

, I 
1 

ATTACHMENT 3 



Valley ‘LJtilities Water Co., hc. - Lab Report 417308 
Pagc 2 I 

\ 
I 

, 
I 

I 
~ 

Bacterial Analysis: 

2 /  10ml,, 
E. coli Coliform Bacteria Negative 

Microsconk Evaluation: 

Casing: Light visible bacterid activity, moderate number of protozoa, few crystt 

Bacteria! Identification: Pseudomonas uervgimsa 

Aquifer: T&ht visible bacterid activityy, few crystals, minor amount of plmf pari 

I 
moderate iron oxide, no sheatzlcd or stalked bacteria noted. 

matter, minor iron oxidc with no sheathed or stalked bacteria nottgd., 
Bacterial Identification: Micrnbacferium spp. (CnC A-4) 

Sf aphylococcus gallinurium 
I 

Observations; ; 

i 

ly 

I. 

3, 

alate 

Please Note: The casing samples submitted contained a light coating of oil lea& p a visible 
film on top ofthe water. The oil was very light colored, suggesting it the pump 
itself and not fiom an outside source. Oil presence in water has been found b act as a 

in a carbonization that has shown to be an excellent location for 
development. 

The casing and aquif’er sample3 submitted for am~yysis of Welt 6 show moderate! alkahity, 
With an alkaline pH. Total dissolved solids and conductivity were elevated, with moderate 
hmdncss present in both samples. The hardness measurement in the casing sample showed 
a very small amount of non-carbonate lnardncss, while the aquifer sample did Qot kcved any 
nan-cnrbonate hardness, Calculation of the Langelier Saturation Index yiefdd negative 
readings €or both samples, suggegthg a reduced potential for carbonate scde debelopment 
and an increased patentid for corrosion. Nitrate levels were elevated in boq samples. 
Manganese and capper were not detected. Iron levels suggest some limited accumulation is 
occurring within the casing, but Icvels do not exceed benchmark accumulatipg I4els at this 
time. Other ion concentrations did not reveal any particular measurement 10 bc aJarming or 
hdicative of musing a problem with. plugging of thc well. The level of total orgdC 

stimulant and/br nutrient source for some bacteria. Natural degradation 

I 

I 
1 I 

I ~ 

I 
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Valley Utilities Water Go., Jnc. - Lab Report 
Page 3 

in the casing sample was excessive, while the 
reduction potential was moderatdy low in botl 

Bactmkd analysis of thc samples showed m 
within the well system, The plate count for th 
si@cantly in the aquifer samplc. Anaerol 
sample, w h h  the aquifcr m p l c  had limite 
sulfate reducing bacteria were neg3tiue in boil 

- -  

17308 

quifer sample was much 1( 
samples. 

ch more of an insight to 
casing smpIe was excess 
e bmteria were elevated 
anaerobic growth. Res1 

:askg and aquifcr sample: 
the samplcs were axcessive, with the casing' sampIe including some I 
Filtedng of the protozoans still y&4ded a high population lcvd fit an ai 
Bacterial identification of the major populations for the samples i n c h  
slime formjrrs species, Pseudomclnm and Microbacterim, and a Smph~ 
This particular type of bacteria i s  often associated with the skin o f  animal: 
can also bc found in soil and in dust. The presence of the Stuphylocuci 
aquifa sample is suggestive of human contact,with the water or thc sm 
sampling. 

Total coliform testing was positive in the casing sample with a low count 
10 rnl made. Testing for E.coli specific coliforms was negativc, and the 1 

cdiform presence within the casing sample is  environmental in nature. Te 

' ,  
The slimc finning bacteria mentioned, above are notable as they produce a 
exogolymer that aids the bacteria in adhering to surfaces of the well and attt 
The slime also creates a protective barrier for the bactcria to grow within. The 
grow to form masses of biological material that also accumulate fine sediment 
well and gravel pack as we11 as minerals precipitating out of  soIution. 

I 

Tntcmretationg: 

Duc to the overwhchhg influmce of bacteria upon the well, biofouling is veq 
o c d n g  within the system, impacting wcll production. and eficiency. 1 
bacterial p w &  and activity exccds typical Ievels observed in active pta4le v 
The popUXatior& activity and growth, and diversity COUM all account for thk deghdation of 
water quality (odor) noted. Also cvideni with thd mount ofprotozoans in R e  ~askng sample 
is an influence on the well or aquifer recharge zone from a sdace water sqmcc{ The fight 
oil in the wmple is most likely from the pump, but, as it catl become a fobod'som for 
bacteria, should be irlvestigated. The oil can act much like the slinc; fqn-ning bacteria, 
causing problems not only within the well, but while it is being pumped, out the oil can 
C m s t  gummy, carbonized deposits within the piping and treatment system as well. 

I -  

I 
T i e  coliform occmence and caunt observed, we suggestive o f  environmmhal ;colZoms. 
Thcse can be found present within the soils and watershed, not being a coxlcern 
pathogmxically to humans, but sare used as indication of bacterial presence md 

I 
I 

~l 

The oxygen 

bie fouling 
i decreased 

tcsting for 
counts for 

protozoans, 
d l  system. 
c, common 
us species. 
mans, but 
:cies in the 
ttle, during 

the casing 

DlOlYie3 per 
wggest the 
ir total and 

saccharide 
cting food. 
acteria cm 
ntering the 

likely to be 
s level of 
dl systems, 
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Valley Utilitits Water Co., hc. - Lab Report #/I7308 
Page 4 1 

1 
wntaminatim within wcli systems. If these c0)ifom are prcscnt, thc B 
potmtially harmfuul bacteria are dweliing withi/n thc system increases. A 
coliform occurrence &odd be used as an ihdi.cator of the need for 
disinfiection ofthe well. I 

j Reeommenda tiom: 

Due to the protozoan presence in the casing s&ple, the well seal around 
be h.spectcd for possible surface watcr intquion beyond aquifer r a  
Fudxrmore, due to the oil pre.mcc, the production pump should be ren 
and serviccd as needed. The amount of oil within the well column shoul 
and, if an appreciable volume is present, evacuated from the well prior to c 
occurrence is light, it can be pumped oyt during cleaning, hou 
accumdations are prcseni and carbonization! is occurring Mthin the 
treatment may be needed to remove the oil fkbm tbc well and prevent 

1 
I 

I 

I 

I 

I 

iho d that other 

dntpnancc and 
a, mtnirnurn, Y the 

I 

' I  
' 1  

- 
Wile thc pump is removed for service, a rchabilitation cleaning should I 

rcmove as much biofouling that i s  present within the well. proper. Combix 
mechanical rchabilitation of the well, followed by a chlorination treatmenti for disinfection 
is recommended. ' I  I 
At the start of rehabilitation, &e pump should be removed, serviced and disinfqcted along 
with any installed monitoring equipment, The welt should then be brushed, swabbed, or 
low-pressure jetted to disrupt and ,remove the accumulations expected within thc brnmediate 
well zone. The wefl should then be evacuated of all debris starling at the bopm bf the well 

Once evacuation is completed, the addition of che~cals  into the well sl$dId 1 begin. A 
mixture of 6% hydrochloric acid, 3% NW-310 Ihodispersant, and 0.1% NW-400lsurfactant 
i s  recommended for effective ~ m o v d  o f  biofouling within the w l l  and gavel patk. 

Based on the provided well specifications. the rc&xnrnexldcd chemical v d y e q  arb: 

and working upward. I 1  

1 1  
I 1 1  

I I 

Potable water for blending 2000 gdlons ' I 

NW-400 Surfactant 3 gallon 

Hydrochloric Acid 640 gallons 
NW-3 10 l3iodispe-t 94 gdlons 

The NW-310 biodispersant by Johnson Screens aids in dispersing both I+ piqrnass and 
dissdved ions for more effective cleaning and improved removal fiom the well. The W- 
400 surfactant will aid penetration ofthc cleaning chcmicah beyond thc iminedi zl te well lo . 

The mixhue of watm, hydrochloric acid, NW-3 10, and NW-400 should bc biedfed in an 

treat the mar-well formation. I 

above ground holding tank before being pumped into Ehe well, 

, 
I 

I 
1 '  
I 
i 

I /  

I 

I 
I 

I ie well needs to 

wr< infiuence. 
xur 1i.n order to 
d,chpriiical a d  
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Valley Utilities Watcr Co., hc. - Lab $port 117308 
Page 5 

I I 

This cleaning chemistry should be add& into &e well using a jetting tool 
mechanical agitation, such as a double! disc skrge block device. The 
agitated, forcing the chemistry thmu#$out {he well and gavel 
approximately 8 to 10 hours. The p 4  of  the! well should be 
prwess, with thc pH 
rises, additional hydrochloric 
hole. ARer the hitid surging 
with the cleaning chemistry down hold? still 
day, the we11 should be 
pdod of 4 to 6 hours, Once 
turbidity return to normal. Tbis water 
neutralized 'bcfore bdng disposed 

Following rehabilitation and efficient phging of the well, B pH balanced dhyinptian effort 
should be employed as a means of disikkctioxx prior to retuning the weU to active servhe. 
A 300 ppm 
recomrnmded for effective 
akahity of the well will 
Screen's NW-410 i s  
the chlorination iratment through pH buffering and surfactant propertied. Qsd of a total 
treatment volume equal to 3 times the st&ding mll volume to flood the entire bdrehole and 
increase the effected area is rexxmmn#ed Based on the well dimensions vided, the 
amount of chemical requid for the recohrnended disinfection treatment would 

I /  

: 
I I s" I 
I Total Treatment Volume 7500 gallons I 

, I  I 

I 
l ' ,  Sodium Hypochlorite (12.5% At$=) 

NW 410 Chlorine Enhancer i 8 gallons ' I  

18 gdlms 

I 

Following disinfection and removal of &e solution fiom the well, the wel1,wiIl need to be 
sampled for coliform occurrence, The sathples will likely requk submimi to a Spte lab for 
certification. Once the well has been rctuhed to activc service, it is recomm~nded that a 

maintenance, monitoring, and routine disinfection. 

Should you have any questions regarding t h ~  inierpretations or the reFommiendatims 
provided, plcase feel free to contact our ahice. 

second well profile be rn to evaluate thd cleaning procedure and assess the 

I 
I I I 

1 

i 
I 

I 
I 

dlichael Scbnkders 
Hydrogcologist 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
16 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
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 
58 
59 
60 
61 
62 

Valley Utilities Water Company 
Proposed Debt Recovery Surcharge - Long-Term Debt 

Computation 

WlFA Loan Principle 
Interest Rate (annual)‘ 
Term (in years) 
Annual Principle Payment [I] 
Tax Factor [2] 
Principle plus Taxes [ I ]  X [21 = [3l 
Annual Interest Payment [4] 
Debt Payment Reserve [5]’ 
Total Annual Debt Service [3] + 141 + [SI = [61 

Total 161 

Number of Customers at YE 2006 

$ 250,000 
6.00% 

20 
$ 6,796 

1.62 
$ 11,010 
$ 15,000 
$ 4,359 
$ 30,369 

$ 30,369 

1,418 

ComDutation of Eauivalent 518 inch Meters 
AWWA 

Meter Size 
518 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
3 inch 
4 Inch 
6 Inch 
8 Inch 
10 Inch 
12 Inch 
Totals 

Total Equivalent 518 Inch Meters [7] 

Portion of 2006 
Anticipated Growth Year-end Customers 

13.47% 191 
53.95% 765 
28.42% 403 
0.42% 6 
3.39% 48 
0.35% 5 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

100.00% 1,418 

Meter 
Flow Equivalent 

Factor 518 Inch Meters 
1 .o 191 
1.5 1,148 
2.5 1,008 
5.0 30 
8.0 384 

16.0 80 
25.0 
50.0 
80.0 

115.0 
215.0 

2,840 

2,840 

Annual Costs Expected to be Funded by Surcharge (Percent X [7] = [a]) 

Annual Surcharge for Equivalent 518 Inch Metered Customer before tax (rounded down) ([e] I [7]  = [9]) 

100% $ 30,369 

$ 10.69 

Monthly Surcharge for Equivalent 518 Inch Metered Customer before tax (rounded down) ([9] I 12 = [IO]) 

Proiected Debt Recoverv Surcharae bv Meter Size 
Meter Size 
518 inch 
314 Inch 
1 Inch 
1 1/2 Inch 
2 Inch 
3 inch 
4 Inch 
6 Inch 
8 Inch 
10 Inch 
12 Inch 

0.89 [lo] 
1.34 Scaled on 518 meter flow 
2.23 Scaled on 518 meter flow 
4.45 Scaled on 518 meter flow 
7.13 Scaled on 5/8 meter flow 

14.25 Scaled on 5/8 meter flow 
22.27 Scaled on 518 meter flow 
44.54 Scaled on 518 meter flow 
71.27 Scaled on 518 meter flow 

102.45 Scaled on 518 meter flow 
191.53 Scaled on 518 meter flow 

Customer Monthlv Bill Impact Current Mon. Bill Mon. Surcharae 
518 Inch metered customer at average use of 9,264 gals. $ 30.21 $ 0.89 
314 Inch metered customer at average use of 10,243 gals. $ 38.15 $ 1.34 

’ Assumed to be 75 percent of prime rate (rounded). Current prine rate is 8.25%. 
’ WlFA debt reserve requirement is to collect oneyears debt service over 5 years (60 months) 

$ 0.89 

Total Mon.Bill % Increase 
$ 31.10 2.95% 
$ 39.49 3.50% 

EXHIBIT 3 



Line - No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
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 
54 
55 
56 
57 
58 
59 
60 
61 

Valley Utilities Water Company 
Proposed Debt Recovety Surcharge - Short-Term Debt 

Computation 

Line of Credit 
Average Annual Outstanding Balance of Line of Credit [I] 
Annual Interest Rate [2] 
Projected Annual Interest Expense [I][ X [2] = [3] 

Total annual amount to be recovered 13) 

$ 250,000 
$ 125,000 

9.00% 
$ 11,250 

$ 11,250 

Number of Customers at YE 2006 

ComDutation of Equivalent 518 Inch Meters 

1,418 

AWWA 
Meter 

Portion of 2006 Flow Equivalent 
Meter Size Anticipated Growth Year-end Customers Factor 518 Inch Meters 
518 Inch 13.47% 191 1 .o 191 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
3 inch 
4 inch 
6 Inch 
8 Inch 
10 Inch 
12 Inch 
Totals 

53.95% 765 
28.42% 403 
0.42% 6 
3.39% 48 
0.35% 5 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

100.00% 1,418 

1.5 1,148 
2.5 1,008 
5.0 30 
8.0 3 84 
16.0 80 
25.0 
50.0 
80.0 
115.0 
215.0 

2,840 

Total Equivalent 518 Inch Meters [4] 

Annual Costs Expected to be Funded by Surcharge (Percent X [3] = [5]) 

Annual Surcharge for Equivalent 518 Inch Metered Customer (rounded) ([5] I [4] = [6]) 

Monthly Surcharge for Equivalent 518 Inch Metered Customer (rounded) ([6] / 12 = [7]) 

2.840 

100% $ 11,250 

$ 3.96 

$ 0.33 

Proiected Debt Recoverv Surcharqe bv Meter Size 
Meter Size 
518 Inch 
314 Inch 
1 Inch 
1 1/2 Inch 
2 Inch 
3 inch 
4 Inch 
6 Inch 
8 Inch 
10 Inch 
12 Inch 

Customer Monthly Bill ImDact 
5/8 Inch metered customer at average use of 9,264 gals. 
3/4 Inch metered customer at average use of 10,243 gals. 

$ 0.33 
$ 0.50 
$ 0.83 
$ 1.65 
$ 2.64 
$ 5.28 
$ 8.25 
$ 16.50 
$ 26.40 
$ 37.95 
$ 70.95 

[71 
Scaled on 518 meter flow 
Scaled on 518 meter flow 
Scaled on 5/8 meter flow 
Scaled on 518 meter flow 
Scaled on 518 meter flow 
Scaled on 518 meter flow 
Scaled on 518 meter flow 
Scaled on 518 meter flow 
Scaled on 518 meter flow 
Scaled on 518 meter flow 

Current Mon. Bill 
$ 30.21 
$ 38.15 

Mon. Surchame Total Mon.Bill % Increase 
$ 0.33 $ 30.54 1.09% 
$ 0.50 $ 38.65 1.30% 
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VALLEY UTILITIES WATER CO., INC. 
6808 N. DYSART ROAD, SUITE 112 

GLENDALE, AZ 85307 

ANNUAL REPORT 

FOR YEAR ENDING 

I 12 I 31 I2006 I 

7- 
~ 
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COMPANY INFORIlMATION 

Company Name (Business Name) VALLEY UTILITIES WATER CO.. INC. 

Mailing Address 6808 N. DYSART ROAD, SUITE 112 
(Street) 

1623) 935-1 100 J623) 935-7321, (602) 672-948 1 
Telephone No. (Include Area Code) Fax No. (Include Area Code) PagedCell No. (Include Area Code) 

Email Address 

Local Office Mailing Address SAME AS ABOVE 
(Street) 

(City) (State) (Zip) 

Local Office Telephone No. (Include Area Code) Fax No. (Include Area Code) PagedCell No. (Include Area Code) 

Email Address 

MANAGEMENT INF'ORMATION 

Management Contact: ROBERT PRINCE 
(Name) (Title) 

6808 N. DYSART ROAD. SUITE 112 GLENDALE Az 85307 
(Street) (City) ( S t W  (Zip) 

(673) 935-1 100 (633) 935-7371 

Telephone No. (Include Area Code) Fax No. (Include Area Code) PagedCell No. (Include Area Code) 

Email Address 

On Site Manager: SAME AS ABOVE 
(Name) 

(Street) (City) (State) (Zip) 

Telephone No. (Include Area Code) Fax No. (Include Area Code) PagedCell No. (Include Area Code) 

Email Address 

0 Please mark this box if the above address(es) have changed or are updated since the last filing. 
2 



Statutory Agent: RICHARD L SALLOUIST 
(Name) 

2525 EAST ARIZONA BILTMORE CIRCLE # 1 17 PHOENIX Az 85016 
(Street) (City) (State) (Zip) 

(602) 224-9222 
Telephone No. (Include Area Code) Fax No. (Include Area Code PagedCell No. (Include Area Code) 

Attorney: SAME AS ABOVE 
(Name) 

(Street) (City) (State) (Zip) 

Telephone No. (include Area Code) Fax No. (Include Area Code) PagedCell No. (Include Area Code) 

0 Please mark this box if the above address(es) have changed or are updated since the last filing. 

OWNERSHIP INFORMATION 

Check the following box that applies to your company: 

c] Sole Proprietor (s) 
0 Partnership (P) 

[XI C Corporation (C) (Other than Association/Co-op) 

0 Subchapter S Corporation (Z) 

Bankruptcy (B) 0 Association/Co-op (A) 

c] Receivership (R) 

0 Other (Describe) 

0 Limited Liability Company 

COUNTIES SERVED 
~~ ~ 

Check the box below for the county/ies in which you are certificated to provide service: 

APACHE 0 COCHISE COCONINO 

0 GILA 0 GRAHAM 0 GREENLEE 

LAPAZ MARICOPA 0 MOHAVE 

NAVAJO 0 PIMA PINAL 

SANTACRUZ c] YAVAPAI Y- 

0 STATEWIDE 



~~~ ~~ 

COMPANYNAME 
VALLEY UTILITIES WATER CO., INC. 

Acct. 

3 02 

I 303 

I 304 

I 307 

I 333 
I 334 

I 335 
I 336 

339 

340 

341 
343 
344 

345 
346 

347 
348 

UTILITY PLANT IN SERVICE 

DESCRZPTION 

Organization 
Franchises 

Land and Land Rights 

Structures and hprovements 

Wells and Springs 

Pumping Equipment 

Water Treatment Equipment 
Distribution Reservoirs and 
Standpipes 
Transmission and Distribution Main: 

Services 
Meters and Meter Installations 

Hydrants 
Backflow Prevention Devices 

Original Accumulated O.C.L.D. 

44,196 44,196 

18,907 12,860 6,047 

1,095,291 302,349 792,942 

336.173 206.128 130.045 

19,258 1,969 17,289 

290,662 197,688 92,974 

2,552,3 53 1,170,280 1,382,073 

108,339 49,214 59,125 

3 94,008 126,176 267,832 

147,204 18,570 128,634 

Other Plant and Mix. Equipment I 1.237 I 108 I 1,129 
Office Furniture and Equipment 63,705 27,959 35,746 
Transportation Equipment 82,788 21,528 61,260 
Tools, Shop and Garage Equipment 29,533 13,911 15,622 
Laboratory Equipment I I I 

~~ ~ - 

Power Operated Equipment 5,930 5,930 0 
Communication Equipment 

Miscellaneous Equipment 
Other Tangible Plant 

TOTALS 5,189,584 2,154,670 3,034,914 

This amount goes on the Balance Sheet Acct. No. 108 



COMPANY NAME 
~ 

VALLEY UTILITIES WATER CO., INC. 

CALCULATION OF DEPRECIATION EXPENSE FOR CURRENT YEAR 

Acct. I No. I DESCRIPTION 
Original I Cost(1) 

30 1 Organization 

I 302 ]Franchises I 
I 303 ILand and Land Rights I 44.196 

~ 

333 

~~ ~ 

Structures and Improvements 

Wells and Springs 
Pumping Equipment 
Water Treatment Equipment 

Distribution Reservoirs and Standpipes 
Transmission and Distribution Mains 

Services 

18,907 

1,095,291 
336,173 

19,258 

290,662 

2,552,353 

108.339 
~ ~~ 

334 Meters and Meter Installations 394,008 

335 Hydrants 147,204 
336 Backflow Prevention Devices 

339 Other Plant and Misc. Equipment 1,237 

340 Office Furniture and Equipment 63,705 

341 Transportation Equipment 82,788 

343 Tools, Shop and Garage Equipment 29,533 
344 Laboratory Equipment 

345 Power Operated Equipment 5,930 
346 Communication Equipment 
347 Miscellaneous Equipment 
348 Other Tangible Plant 

- 

SUBTOTALS 5,189,584 

I Less: Amortization of Contributions 

3.33% 630 

3.33% 34,789 

12.50% 37,217 

3.33% 620 

2.22% 6,442 

2.00% 50,993 

3.33% 3,460 

8.33% 31,023 

2.00% 2,944 

6.67% 78 

6.67% 3,891 

20.00% 13,584 

5.00% 1,302 

-~ I I 

5.00%1 0 
I 

I I 

t 
- 

ITOTALS I 5,189,584 
This amount goes on Comparative Statement of Income and Expense Acct. No. 403. 
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VLLMANN am 
& COMPANY p.c. 
-~ ~ 

C e r t i f i e d  P u b l i c  A c c o u n t a n t s  

To the Board of Directors of 
Valley Utilities Water Co., Inc. 
Glendale, Arizona 

We have compiled the balance s h e c  of Valley Utilities Water Co., Inc. (a 
corporation) as of December 3 1, 2006 and 2005, and the comparative statement of 
income and expense for the years then ended included in the accompanying 
prescribed form in accordance with Statements on Standards for Accounting and 
‘Review Services issued by the American Institute of Certified Public Accountants. 

Our compilation was limited to presenting in the form prescribed by the Arizona 
Corporation Commission information that is the representation of management. 
We have not audited or reviewed the financial statements referred to above and, 
accordingly, do not express an opinion or any other form of assurance on them. 

These financial statements are presented in accordance with the requirements of 
the Arizona Corporation Commission, which differ from generally accepted 
accounting principles. Accordingly, these financial statements are not designed for 
those who are not informed about such differences. 

All other information contained in the accompanying prescribed form has not been 
audited, reviewed, or compiled by u s  and, accordingly, we assume no responsibility 
for that information. 

ULLMANN &, COMPANY, P.C. 
Certified Public Accountants 

March 31 ,2007 

2400 East Arizona Biltmore Circle . Sui te 1220 = Phoenix, Arizona 85016 
Telephone: (602) 224-0166 - FAX: (602) 224-6062 = e-mail: CPAOULLMANNCPA.com www.ULLMANNCPA.com 

http://CPAOULLMANNCPA.com
http://www.ULLMANNCPA.com


I VALLEY UTILITIES WATER CO., INC. I 
BALANCE SHEET 

NOTE: The Assets on this page should be equal to Total Liabilities and Capital on the following page. 

See Accountants' Compilation Report 
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COMPANYNAME 
VALLEY UTILITIES WATER CO., INC. 

Acct. 
No. 

LIABILITIES 

BALANCE SHEET (CONTINUED) 

BALANCE AT BALANCE AT 
BEGINNING END OF 

OF YEAR YEAR 

23 1 
232 

I CURRENT LIABILITES I I 
Accounts Payable $ 15,818 $ 16,329 
Notes Pavable (Current Portion) 7,958 1 1,590 

234 
235 

Notes/Accounts Payable to Associated Companies 
Customer DeDosits 53.775 80.1 89 

236 
237 
241 

Accrued Taxes 21,559 44,513 
Accrued Interest 
Miscellaneous Current and Accrued Liabilities 5,421 7,198 

224 ILong-Term Notes and Bonds I $  - I $  28,237 

TOTAL C m N T  LIABILITIES 

LONG-TERM DEBT (Over 12 Months) 

$ 104,531 $ 159,819 

25 1 
DEFERRED CREDITS 

Unamortized Premium on Debt 
252 
255 
271 

]TOTAL LIABILITIES AND CAPITAL 1 $ 3,965,145 I $ 4,367,517 

Advances in Aid of Construction 3,726,938 3,805,035 
Accumulated Deferred Investment Tax Credits 
Contributions in Aid of Construction 865,157 1.01 8.71 7 

See Accountants' Compilation Report 
7 

272 
28 1 

Less: Amortization of Contributions 257,238 271,566 
Accumulated Deferred Income Tax 30,689 29,820 
TOTAL DEFERRED CREDITS $ 4,365,546 $ 4,582,006 

201 
2 11 
2 15 
2 18 

TOTAL LIABILITIES $ 4,470,077 $ 4,770,062 

CAPITAL ACCOUNTS 
$ 110,000 $ 110,000 Common Stock Issued 

Paid in Capital in Excess of Par Value 4,988 4,988 
Retained Earnings (619,920) (5 17,533: 
Proprietary Capital (Sole Props and Partnerships) 
TOTAL CAPITAL $ (504,932) $ (402,545: 



COMPANYNAME 
VALLEY UTILITIES WATER CO., INC. 

Acct. OPERATING REVENUES PFUOR YEAR 
No. 
461 Metered Water Revenue $ 883.022 

COMPARATIVE STATEMENT OF INCOME AND EXPENSE 

CURRENT YEAR 

$ 1.1 11.620 
460 
474 

Unmetered Water Revenue 
Other Water Revenues 38,959 114,795 
TOTAL REVENUES $ 921.981 $ 1.226.4 15 

OPERATING EXPENSES 
601 Salaries and Wages $ 274,462 $ 337,92 1 

I 641 IRents I 74.770 I 92,058 I 

610 
6 15 

Purchased Water 0 16,05 1 
Purchased Power 119,368 132,562 

6 1 8 
620 
62 1 
630 
635 

Chemicals 6,303 10,208 
Repairs and Maintenance 11,178 931 1 
Office Supplies and Expense 33,045 22,5 12 
Outside Services 11,829 3 1,520 
Water Testing 3.782 9.538 

650 
657 

Transportation Expenses 26,726 19,203 
Insurance - General Liability 19,343 29,052 

659 
666 

INET INCOME/(LOSS) I $  (19,621)/ $ 102,3 87 

Insurance - Health and Life 81,377 106,608 
Remlatorv Commission ExDense - Rate Case 1.903 12,199 

See Accountants' Compilation Report 
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675 
403 

Miscellaneous Expense 40,497 49,465 
Depreciation Expense 191,094 172,644 

408 
408.1 1 

409 

Taxes Other Than Income 21,844 26,105 - 

IncomeTax (587) 24,905 
TOTAL OPERATING EXPENSES $ 948,091 $ 1 , 137,586 

Property Taxes 31,157 35,# q2q 

4 19 
OTHER INCOMELEXPENSE 

Interest and Dividend Income $ 7.912 $ 22,455 
421 
426 
427 

Non-Utility Income 0 685 
Miscellaneous Non-Utility Expenses 0 3,069 
Interest Expense 1,423 6,513 
TOTAL OTHER INCOMELEXP $ 6,489 $ 13,558 



1 COMPANY NAME VALLEY UTILITLES WATER CO., INC. 

SUPPLEMENTAL FINANCIAJL DATA 
Long-Term Debt 

1 I LOAN#l 
I 

01/05/2006 

CHASE 
Date Issued 

Source of Loan I BANK 

ACC Decision No. 

Reason for Loan PURCHASE 

Dollar Amount Issued $35,309 

Amount Outstanding: $28.237 

VEHICLE 

Date of Maturitv I 2/19/2010 

Interest Rate 7.99% 

Current Year Interest $2,460 

Current Year Principle $7,072 

LOAN #2 

$ 

$ 

YO 

$ 

$ 

LOAN #3 LOAN #4 ---+--I 

Meter Deposit Balance at Test Year End $262,798 

Meter Deposits Refunded During the Test Year $ 43,208 
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I COMPANY NAME VALLEY UTILITIES WATER CO., INC. I 

Meter Sue 
(inches) 

1 Name of System ADEQ Public Water System Number (if applicable) I 

Year 
Drilled 

WATER COMPANY PLANT DESCRIPTION 

ADWRTD 
Number* 

WELLS 

Pump Pump Yield Casing Casing 
Horsepower (gpm) Depth Diameter 

#1 55-639720 

- - _  

(Feet) (Inches) 
25 75 650 12 

#2 55-639721 

#3 55-639723 

#4 55-639722 

#5 55-503273 

#6 55-580082 

30 125 650 10 

25 125 425 8 

25 125 800 12 

, '7s- Y f Q  850 20 

125 425 810 12 

I 

3 I 1942 

3 

4 

4 

6 

8 

1969 

1965 

1970 

1982 

200 1 

OTHER WATER SOURCES 

Name or Description 
Capacity Gallons Purchased or Obtained 

(gpm) (in thousands) 

Quantity Standard 

15 

Quantity Other 

4 

Horsepower Quantity 

20 

40 

50 

12 

2 

6 
2 

STOUGE TANKS 
Capacity Quantity 

PRESSURE TANKS 
Capacity Quantity 

Note: If you arefZing for more than one system, please provide separate sheets for each system. 

100,000 

200,000 

560,000 

10 

3 5,000 2 

1 7,500 1 

1 10,000 1 



I COMPANY NAME VALLEY UTILITIES WATER CO., INC. I 

3 
4 
C 

I Name of System ADEQ Public Water System Number (if applicable) I 

AC & PVC 10,000 

WATER COMPANY PLANT DESCRIPTION (CONTINUED) 

J 

6 
8 

MAINS 
Size (in inches) 1 Material I Length (in feet) 

* I I 

AC &DIP 643 14 
AC & DIP 50.010 

10 
12 

DIP 2,952 
AC & DIP 5,925 

I 3/4 I 765 I /I 
ComD. 3 

Comp. 6 
Tubo 6 

For the following three items, list the utility owned assets in each category for each system. 

TREATMENT EQUIPMENT: 
1 - 3" Tablet Chlorinator 
3 - 50 Gallon Liquid Chlorinator 

STRUCTURES : 

~~~ ~~ 

Note: If you are filing for more than one system, please provide separate sheets for each system. 

11 



COMPANY NAME: 
Name of System 

VALLEY UTILITIES WATER CO., INC. 
ADEQ Public Water System Number (if applicable) 

- 
MONTHNEAR NUMBER OF GALLONS 

(Thousands) 
CUSTOMERS SOLD 

JANUARY 1358 22,4 17 

WATER USE DATA SHEET BY MONTH FOR CALENDAR YEAR 2006 

GALLONS GALLONS 
PUMPED PURCHASED 

(Thousands) (Thousands) 
25,143 

FEBRUARY 
MARCH 
APRIL 

1383 19,655 20,240 
1395 19,078 19,975 
1403 30,089 31,376 

MAY 
JUNE 
JULY 
AUGUST 
SEPTEMBER I 1419 1 27,623 I 28,070 I 

1413 3 1,422 32,254 
1401 38,113 39,141 
1412 43,111 44,030 
1421 28,420 29,62 I 

OCTOBER 
NOVEMBER 

What is the level of arsenic for each well on your system? WELL #1- 11.50 ppb-mg/l 
(Ifmore than one well, please list each separately.) WELL #2 - 12.50 ppb 

WELL #3 - 6.8 ppb 
WELL #4 - 12 ppb 
WELL #5 - 13 ppb 
WELL #6 - 11 ppb 

1420 30,577 31,615 
1417 24,406 25,635 

If system has fire hydrants, what is the fire flow requirement? 1000 GPM for 2 hrs 

If system has chlorination treatment, does this treatment system chlorinate continuously? 
( X )  Yes ( )No 

Is the Water Utility located in an ADWR Active Management Area (AMA)? 
(X) Yes ( )No 

Does the Company have an ADWR Gallons Per Capita Per Day (GPCPD) requirement? 
( )Yes (XINO 

If yes, provide the GPCPD amount: 

Note: If you are filing for more than one system, please provide separate data sheets for each system 

12 



COMPANY NAlME VALLEY UTILITIES WATER CO.. NC. YEAR ENDING 12/31/2006 

PROPERTY TAXES 

Amount of actual property taxes paid during Calendar Year 2006 was: $ 34,234 

Attach to this annual report proof (e.g. property tax bills stamped “paid in full” or copies of cancelled checks for 
property tax payments) of any and all property taxes paid during the calendar year. 

If no property taxes paid, explain why. 

13 



VERIFICATION 
AND 

SWORN STATEMENT 
Taxes 

FOR THE YEAR ENDING 

VERIFICATION 
STATE OF ARIZONA 
I, THE UNDERSIGNED 

OF THE 

MONTH DAY YEAR 

12 31 2006 I 

DO SAY THAT THIS ANNUAL UTILITY PROPERTY TAX AND SALES TAX REPORT TO THE 
ARIZONA CORPORATION COMMISSION 

HAS BEEN PREPARED UNDER MY DIRECTION, FROM THE ORIGINAL BOOKS, 
PAPERS AND RECORDS OF SAID UTILITY; THAT I HAVE CAREFULLY 
EXAMINED THE SAME, AND DECLARE THE SAME TO BE A COMPLETE AND 
CORRECT STATEMENT OF BUSINESS AND AFFAIRS OF SAID UTILITY FOR THE 
PERIOD COVERED BY THIS REPORT IN RESPECT TO EACH AND EVERY 
MATTER AND THING SET FORTH, TO THE BEST OF MY KNOWLEDGE, 
INFORMATION AND BELIEF. 

SWORN STATEMENT 

I HEREBY ATTEST THAT ALL PROPERTY TAXES FOR SAID COMPANY ARE CURRENT 
AND PAID IN FULL. 

I HEREBY ATTEST THAT ALL SALES TAXES FOR SAID COMPANY ARE CURRENT AND 
PAID IN FULL. 

SIGNATURE OF OWNER OR OFFICIAL 

TELEPHONE NUhlBER 

SUBSCRIBED AND SWORN TO BEFORE ME 

A NOTARY PUBLIC IN AND FOR THE COUNTY OF COUNTY NAME 

THIS I I DAYOF 

SICNATLlRE OF NOTARY PUBLIC 
MY COMMISSION EXPIRES 

14 



COMPANY NAME__VALLEY UTILITIES WATER CO., INC. YEAR ENDING 12/31/2006 

INCOME TAXES 

For this reporting period, provide the following: 

Federal Taxable Income Reported 77,119 
Estimated or Actual Federal Tax Liability 14,470 

State- Taxable Income Reported 162,302 
Estimated or Actual State Tax Liability 11.304 

Amount of Grossed-Up Contributions/Advances: 

Amount of Contributions/Advances 0 
Amount of Gross-Up Tax Collected - 0 
Total Grossed-Up Contributions/Advances 0 

Decision No. 55774 states, in part, that the utility will refund any excess gross-up funds collected at the close 
of the tax year when tax returns are completed. Pursuant to this Decision, if gross-up tax refunds are due to 
any Payer or if any gross-up tax refunds have already been made, attach the following information by Payer: 
name and amount of contributiodadvance, the amount of gross-up tax collected, the amount of refund due to 
each Payer, and the date the Utility expects to make or has made the refund to the Payer. 

CERTIFICATION 

The undersigned hereby certifies that the Utility has refunded to Payers all gross-up tax rehnds reported in the 
prior year’s annual report. This certification is to be signed by the President or Chief Executive Officer, if a 
corporation; the managing general partner, if a partnership; the managing member, if a limited liability 
company or the sole proprietor, if a sole proprietorship. 

SIGNATURE DATE 

PRINTED NAME TITLE 



VERIFICATION 

I, THE UNDERSIGNED 

OF THE 

VERIFICATION 
AND 

SWORN STATEMENT 
Intrastate Revenues Onlv 

I COUNTY OF (COUNTY NAME) I 
NAME (OWNER OR OFFICLAL) TITLE 

ROBERT L. PRINCE, PRESIDENT 

VALLEY UTILITIES WATER CO., INC. 
COMPANYNAME 

FOR THE YEAR ENDING 
MONTH DAY YEAR 

12 31 2006 

SWORN STATEMENT 

IN ACCORDANCE WITH THE REQUIREMENT OF TITLE 40, ARTICLE 8, SECTION 40- 
401, ARIZONA REVISED STATUTES, IT IS HEREIN REPORTED THAT THE GROSS 
OPERATING REVENUE OF SAID UTILITY DERIVED FROM ARIZONA INTRASTATE 
UTILITY OPERATIONS DURING CALENDAR YEAR 2006 WAS: 

Arizona Intrastate Gross Operating Revenues Only ($) 

$ 1,294.697 

(THE AMOUNT IN BOX ABOVE 
INCLUDES $ 68,282 
IN SALES TAXES BILLED, OR COLLECTED) 

**REVENUE REPORTED ON THIS PAGE MUST 
INCLUDE SALES TAXES BILLED OR 
COLLECTED. IF FOR ANY OTHER REASON, 
THE REVENTJE REPORTED ABOVE DOES NOT 
AGREE WITH TOTAL OPERATING REVENUES 
ElLSEWHERE REPORTED, ATTACH THOSE 

DIFFERENCE. (EXPLATN IN DETAIL) 

SUBSCRIBED AND SWORN TO BEFORE ME 

STATEMENTS THAT RECONCILE THE SIGNATURE OF OWNER OR OFFICIAL 

TELEPHONE NUMBER 

A NOTARY PUBLIC IN AND FOR THE COUNTY OF I C o ~ N A m  

(SEAL) 
SIGNATURE OF NOTARY PUBLIC 

MY COMMISSION EXPIRES 
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VERIFICATION 
AND 

SWORN STATEMENT 

STATE OF ARIZONA 

I, THE UNDERSIGNED 

OF THE 

RESIDENTIAL REVENUE 

C O U N n O F  (COUNTY NAME) MARlCOPA 

NAME (OWNER OR OFFICIAL) ROBERT L PRINCE TITLE PRESIDENT 

COMPANY NAME VALLEY UTILITIES WATER CO.. INC. 

Intrastate Revenues Only 
VERIFICATION 

MONTH DAY YEAR 
FOR THE YEAR ENDING 12 31 2006 

HAS BEEN PREPARED UNDER MY DIRECTION, FROM THE ORIGINAL BOOKS, PAPERS AND 
RECORDS OF SAID UTILITY; THAT I HAVE CAREFULLY EXAMINED THE SAME, AND DECLARE 
THE SAME TO BE A COMPLETE AND CORRECT STATEMENT OF BUSINESS AND AFFAIRS OF SAID 
UTILITY FOR THE PERIOD COVERED BY THIS REPORT IN RESPECT TO EACH AND EVERY 
MATTER AND THING SET FORTH, TO THE BEST OF MY KNOWLEDGE, INFORMATION AND 
BELIEF. 

SWORN STATEMENT 

IN ACCORDANCE WITH THE REQUIREMENTS OF TITLE 40, ARTICLE 8, SECTION 40-401.01, 
ARIZONA REVISED STATUTES, IT IS HEREIN REPORTED THAT TKE GROSS OPERATING 
REVENUE OF SAID UTILITY DERIVED FROM ARIZONA INTRASTATE UTILITY OPERATIONS 
RECEIVED FROM RESIDENTIAL CUSTOMERS DURING CALENDAR YEAR 2006 WAS: 

THE AMOUNT IN BOX AT LEFT 
INCLUDES $ 45,312 

ARIZONA INTRASTATE GROSS OPERATING REVENUES 

$ 859,155 I IN SALES TAXES BILLED, OR COLLECTED) I 
*RESIDENTIAL REVENUE REPORTED ON THIS PAGE 

SIGNATURE OF OWNER OR OFFICIAL 
MUST INCLUDE SALES TAXES BILLED. 

TELEPHONE NUMBER 

SUBSCRIBED AND SWORN TO BEFORE ME NOTARY PUBLIC NAME 

A NOTARY PUBLIC IN AND FOR THE COUNTY OF 

THIS 71 DAYOF MONTH 

(SEAL) 

MY COMMISSION EXPIRES 
X 

SIGNATURE OF NOTARY PUBLIC 

17 



(11.1,. .. 

Maricopa County Treasurer SECOND HALF VALLEY U T I L I T I E S  WATER CO INC 
P 0 Box 52133 

MARICOPA CUUIV I I MARICOPA COUNTY 
TREASURER 2006 PROPERTY TAX 

STATEMENT DAVID SCHWEIKERT, TREASURER 
301 W JEFFERSON ST - RM 100 

PHOENIX, AZ 85003-2199 

$17,348.19 

SIGN UP FOR “PARCEL WATCH” 
’ and receive an e-mall reminder for 

TO UPDATE YOUR MAfLlNG ADDRESS 
please go to: 

httP://treasurer.maricopa.qov 11ll1,,1,1,,111,,1,,llllllllllllllllllllllllllllllllllllllllll second half payments. 
1662 1724 ***+*****AUTO**5-DIGIT 85340 http:I/~reasurer.maticopa.g~~ 
VALLEY U T I L I T I E S  WATER CO I N C  
12540 W BETHANY HOME RD 
LITCHFIELD PARK, AZ 85340-9303 $25.00 CHARGE IF CHECK 

FAILS TO CLEAR BANK. 
YOUR CHECK IS YOUR RECEIPT 

Primary (limited) Assessed Value 366,520 

PRIMARY 
L ITCHFIELD ELEMENTARY 
AGUA F R I A  HIGH SCHOOL 
GENERAL COUNTY FUND 
COMMUNITY COLLEGE DIST .  
EDUCATION EQUALIZATION 

SECONDARY 
FLOOD CONTROL OF MARICOPA COUNTY 
CENTRAL ARIZONA WATER CONSV. DIST.  
F I R E  DISTRICT ASSISTANCE 
COUNTY LIBRARY 
COUNTY HEALTHCARE DISTRICT 
*BONDS* * 

-COUNTY 
-C ITY 
-SCHOOLS 
-COMMUNITY COLLEGE 

SSKCQL C:s?RICT DS‘ERRIDES 

SPECIAL DlSTRlCT DISTRICT # 
WEST -MEC 30002 

P A  I D OCI 3 0 2006 
&]7,3#9./7 

‘Property address is provided by the Maricopa County Assessor’s Office. (505493 = PRTCMTL) _ _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - _ - - - - - - - - - - - - - - - - - - - - - - - - - - - - _ - - -  
DETACH AND RETURN WITH PAYMENT 

PARCEUACCOUNT# 628-57-900-1 

2006 SECOND HALF PAYMENT STUB 
DUE MARCH 1, 2007 

DELINQUENT AFTER MAY 1, 2007 MAKE CHECK PAYABLE TO: 

PRINT THE ABOVE PARCEL I ACCOUNT 
NUMBER ON YOUR CHECK 

U.S. FUNDS ONLY 

PLEASE REMEMBER YOUR SECOND HALF PAYMENT IS DUE IN MARCH 
AND THAT NO ADOITIONAL NOTIFICATION IS SENT. 

httP://treasurer.maricopa.qov


MARICUPH ~u\r i .  0 MARICOPA COUNTY 
TREASURER 2006 PROPERTY TAX 

STATEMENT 
DAVID SCHWEIKERT, TREASURER 
301 W JEFFERSON ST - RM 100 

PHOENIX, AZ 85003-2199 
TO UPDATE YOUR MAILING ADDRESS SIGN UP FOR “PARCEL WATCH” 

please go in: 
httR://treasurer.maricopa.aov 

’ and receive an e-mail reminder for 
iillil,ilillliillil,iiilllililllliiliillllliillilliiill~llliii second half payments. 
1662 1724 *********AUTO**5-DIGIT 85340 http:/jtreasurer.maricopa.gov 
VALLEY U T I L I T I E S  WATER CO I N C  
12540 W BETHANY HOME RD 
LrTCHFIELD PARK, AZ 85340-9303 $25.00 CHARGE IF CHECK 

FAILS TO CLEAR BANK. 
YOUR C H E C ~  IS YOUR RECEIPT. 

(505494 = PRTCNTL) ’Property address is provided by the Maricopa County Assessor’s Office. _ - - - - - - _ - _ _ _ - - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  
DETACH AND RETURN WITH PAYMENT 

PARCEUACCOUNT# 628-57-901 -8 .... .. 

2006 SECOND HALF PAYMENT STUB 
DUE MARCH 1, 2007 

DELINQUENT AFTER MAY 1,2007 MAKE CHECK PAYABLE TO: 
PRNVT THE ABOVE PARCEL I ACCOUNT 

NUMBER ON YOUR CHECK 

U.S. FUNDS ONLY 

$318.43 
Maricopa County Treasurer 
P 0 Box 52133 
Phoenix, AZ 85072-2133 

SECOND HALF 
VALLEY UTIL IT IES WATER CO INC 

MAKE CHANGES TO MAILING ADDRESS BELOW 
OR GO TO http://treasurer.maricopa.gov 

PLEASE REMEMBER YOUR SECOND HALF PAYMENT IS DUE IN MARCH 
AND THAT NO ADDITIONAL NOTIFICATION IS SENT. 

http://treasurer.maricopa.gov


Your total tax, bill is one hundred dollars ($100.00) 
or less and must be paid in full on or 

before November 1, 2006. ARS 42-1 80524 

PARCEL/ACCOUNT# 628-58-900-5 
PROPERTY DESCRIPTION 

I 1. 
MARIGOPA COUNTY MARICOPA COUNTY 

TREASURER 2Q06 PROPERTY TAX 
DAVID SCHWEIKERT, TREASURER STATEM E NT 301 W JEFFERSON ST - RM 100 

PHOENIX, AZ 85003-2199 

TO UPDATE YOUR MAILING ADDRESS 
please qo to: 

http://treasurer.-maricopa.gov 
llllllllllllllllllllllill,llll,lllllllll,llllll~llllllllllllll 
1662 1724 *++******AUTO**5-DIGIT 85340 
VALLEY UTIL IT IES WATER CO INC 
12540 W BETHANY HOME RD 
LITCHFIELD PARK, AZ 85340-9303 

SIGN UP FOR “PARCEL WATCH” 
and receive an e-mall remlnder tor 
second half payments. 
http://treasurer.rnaricopa.gov 

$25.00 CHARGE IF CHECK 
FAILS TO CLEAR BANK. 
YOUR CHECK IS YOUR RECEIPT. 

. .  
I I 5 0 . 1 2  
I I 11.56 
I I 8 . 6 4  
I I .oo 
I 1  
I I  
I I  
I I  
I I  

I I  

8 1 2 .00  
I I 1.18  
I I -06 
I I .50 
I I 1.16 
I I  
I I -00 
I I -00 , I 5.31 , 1 . 7 9  
, 12.70  

I I  

9 5 . 5 2  

http://treasurer.-maricopa.gov
http://treasurer.rnaricopa.gov


PUBLIC NOTICE 
OF 

AN APPLICATION FOR AN ORDER AUTHORIZING 
THE ISSUANCE OF PROMMISORY NOTES AND OTHER EVIDENCE OF 

INDEBTEDNESS 
AND 

AN EMERGENCY INCREASE IN IT RATES BY A SURCHARGE 
FOR 

VALLEY UTILITIES WATER COMPANY INC. 

Meter Size 

Valley Utilities Water Company, Inc. (Applicant) has filed an Application with 
the Arizona Corporation Commission (Commission) for an order authorizing Applicant 
to issue a total of $250,000 in short term and long tern debt for the purpose of drilling a 
replacement well for a failed well. The Applicant has also requested approval of a two- 
step Surcharge necessary to support those loans as follows: 

Monthly Surcharge 
During Short Term Loan During Long Term Loan 

518 inch 
% inch 
1 inch 

$0.33 $0.89 
$0.50 $1.34 
$0.83 $2.23 

1 ?4 inch 
2 inch 

I 3 inch I $5.28 I $14.25 I 

$1.65 $4.45 
$2.64 $7.13 

4 inch 
6 inch 
8 inch 

$8.25 $22.27 
$16.50 $44.54 
$26.40 $71.27 

The Applications are available for inspection during regular business hours at the 
offices of the Commission in Phoenix, Arizona, and Applicant’s offices at 6880 N. Dysart 
Road, Suite 112 Glendale, Arizona 85307. 

10 inch 
12 inch 

Intervention in the Commission’s proceedings on the Financing Application shall 
be permitted to any person entitled by law to intervene and having a direct substantial 
interest in this matter. Persons desiring to intervene must file a Motion to Intervene with 
the Commission which must be served upon the Applicant and which, at a minimum, 
shall contain the following information: 

$37.95 $102.45 
$70.95 $191.53 

1. The name, address and telephone of the proposed intervenor and of any person 
upon whom service of documents is to be made if different than the 
intervenor. 

2. A short statement of the proposed intervenor’s interest in the proceedings. 

93055-00000.33 1 
EXHIBIT 5 



3. Whether the proposed intervenor desires a formal evidentiary hearing on the 
Application and the reasons for such a hearing. 

4. A statement certifying that a copy of the Motion to Intervene has been mailed 
to Applicant. 

The granting of Motions to Intervene shall be governed by A.A.C. R14-3-105, 
except that all Motions to Intervene must be filed on, or before, the 15th day after this 
notice. 

If you have any questions or concerns about this application of have any 
objections to its approval, or wish to make a statement in support of it, you may contact 
the Consumer Services Section of the Commission at 1200 West Washington, Phoenix, 
Arizona 85007 or call 1-800-222-7000. 
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Richard L. Sallquist, Esq. (002677) 
SALLQUIST, DRUMMOND & O’CONNOR 
4500 S. Lakeshore Drive, Suite 339 
Tempe, Arizona 85282 
Telephone: (480) 839-5202 
Fax: (480) 345-0412 

P.C. 

Attorneys for Valley Utilities Water Company, Inc. 

BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF THE APPLICATION OF ) DOCKET NO. W-Ol412A-07- 
VALLEY UTILITIES WATER COMPANY, 1 
INC. FOR APPROVAL OF A $250,000 LINE OF ) FINANCING APPLICATION 
CREDIT AND AUTHORITY TO ISSUE LONG ) AND 
TERM PROMISSORY NOTES OR BONDS 1 REQUEST FOR EXPEDITED 
AND OTHER EVIDENCE OF INDEBTEDNESS ) HEARING 
AS PERMANENT REFINANCING OF THAT ) 
LINE OF CREDIT. 1 

Valley Utilities Water Company, Inc. (“Valley” or the “Company”), by and through 

undersigned counsel, respectfully states the following in support of this Application: 

1. Valley is a corporation duly organized and existing under the laws of the State of 

Arizona. Its principal place of business is 6808 N. Dysart Road, Suite 112, Glendale, Arizona 

85307. 

2. Valley is a public service corporation primarily engaged in the business of providing 

water utility service in its certificated area in portions of Maricopa County, Arizona. 

3. Valley herein this Application (the “Financing Application”) seeks Commission 

approval to enter into certain loan agreements necessary to fund the construction of a 

replacement well for its Well Number 6. Well Number 6 totally failed on August 24, 2007. A 

replacement well (the “New Well”) is essential to permit the Company to continue water service 

to its existing and future customers, all as explained below. 
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4. Valley seeks herein Commission approval to enter into a Revolving Line of Credit 

(the “L/C’’) with a commercial bank for up to $250,000, with an interest rate not to exceed nine 

percent (9%) annually, for the propose of interim construction financing associated with the 

drilling of the New Well. The form of Promissory Note and supporting documents required by 

the bank for this L/C are anticipated to be received within fifteen (1 5) days and will be late-filed 

as Attachment One. The exact interest rate will be determined at the time the Company 

executes those documents. The bank is expected to condition approval of the L/C on the 

Company having arranged for permanent financing to satisfy the L/C. 

5.  Therefore, Valley also seeks Commission approval, at this time and in this 

Application, for authority to issue long term promissory notes or bonds and other evidence from 

the Water Infrastructure Finance Authority of Arizona (“WIFA”) for the purpose of repaying the 

above reference short term construction L/C to the bank. Attached hereto as Attachment Two, 

and incorporated herein by this reference for all purposes, are the form of Promissory Note and 

supporting documents previously required by WIFA in the Company’s existing loan with 

WIFA. The Company expects the documentation for the new loan will be substantially similar 

to those documents. The interest rate is expected to be eighty percent (80%) of the Prime Rate 

at the time of executing the documents, presently assumed to be 6.6%, (8.251 x 80% = 6.6%). 

The exact interest rate will be determined at the time the Company executes those documents. 

6 .  Simultaneously with this Financing Application, Valley has filed with the 

Commission in a separate Docket an Emergency Rate Increase and Well Surcharge 

Implementation Application (the “Emergency Application”) requesting that the Commission 

approve a Well Surcharge in an amount sufficient to pay the interest payments associated with 

the loans. A copy of the Surcharge Computation as included in the Emergency Application is 
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attached hereto as Attachment Three which is incorporated herein by this reference for all 

purposes. The Company proposes that the New Well, and its associated costs, be incorporated 

into a Plenary Rate Application with a Test Year of calendar 2008 (the “Plenary Case”), 

anticipated to be a requirement in the Emergency Application Decision, and that the requested 

Well Surcharge will be discontinued at the time the new rates that support the New Well and its 

financing are established in the Plenary Case. 

7. A bid from a well drilling company indicating the estimated cost of the New Well to 

be approximately $200,000 is expected within fifteen (1 5) days, and will be filed as late-filed as 

Attachment Four. Most of the equipment at Well Number 6 can be utilized at the New Well. 

The Company is requesting authority to borrow up to $250,000 in the unlikely event there are as 

yet undetermined costs associated with drilling and equipping the New Well. A schematic 

drawing of the New Well is also attached to Attachment Four. 

8.  The Company has, or will within ten (10) business days, submit applications to both 

the Arizona Department of Water Resources (“ADWR’), and the Arizona Department of 

Environmental Quality (“ADEQ”) for the permits necessary to construct the New Well. It is 

anticipated that the required permits can be obtained before December 1, 2007. December 1, 

2007 is the critical start of construction date that will permit the New Well to be completed and 

in service before April 1, 2008. In the event the Company does not have the New Well in 

service by approximately that date, it is a certainty that the Company will not be able to provide 

water to its existing 1,400 customers and those anticipated to be added before the summer 2008 

peak season demand. 

9. Neither the Company, nor its Shareholders, have sufficient funds to pay for the 

The requested WC and long term-financings are required for the required construction. 

93055.00000.325 
-3 - 



, 
I 
, 1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

I 20 

~ 21 

22 

23 

:onstruction of these capital facilities. Hence, the companion Emergency Application, followed by 

.he Plenary Case, which are necessary for the Company to obtain and repay the required financing. 

10. Attached hereto as Attachment Five which is incorporated herein by this reference 

’or all purposes, is the prefiled testimony of Robert L. Prince, President of the Company, 

:xplaining how the Company arrived at this emergency situation, the Company’s only solution 

o this critical supply issue, and the Company’s immediate need for the financing. 

11. Attached hereto as Attachment Six and incorporated herein by reference for all 

mposes, are Valley’s compiled financial statements as of December 3 1,2006. 

12. Attached hereto as Attachment Eight, and incorporated herein by this reference for all 

mposes, is a proforma capital structure before and after the requested financing. 

13. Attached as Attachment Nine and incorporated herein for all purposes is the 

iesolution of the Valley’s Board of Directors authorizing this Application and the issuance of the 

.equested loans. 

14. Valley will provide notice of the filing of this Application in conformity with A.R.S. 

3 40-302 in the form attached as Attachment Ten and incorporated herein by this reference, 

which exhibit contains the form of the Notice of Publication to be filed with the Commission, or in 

;uch other form as ordered by the Commission. 

15. The Company has today filed in both dockets a Motion to Consolidate this Financing 

4pplication with the Emergency Rate Increase and Well Surcharge Implementation Application 

filed of even date herewith. 

16. In Valley’s opinion the purpose to which proceeds of the issuance of the promissory 

iotes or bonds and other evidence of indebtedness will be applied as set forth above are lawful, 

md within its powers and are compatible with the public interest, with sound financial practices, 
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md with the proper performance of the Company of service as a public service corporation and 

will not impair its ability to perform that service. The Company is further of the opinion that the 

issuance of the issuance of the promissory notes or bonds and other evidence of indebtedness as 

ierein contemplated is reasonably necessary or appropriate for the aforementioned purposes. 

WHEREFORE, Valley requests that the Commission make such inquiry or investigation 

hat the Commission may deem necessary and appropriate; make the findings required by A.R.S. 

$40-301 and 540-302 relative to the purposes of issuing the promissory notes or bonds and other 

:vidence of indebtedness as herein stated; and thereafter issue an immediately effective order(s) (i) 

;etting the matter for an expedited evidentiary hearing only if deemed necessary, (ii) authorizing 

.he Company to issue promissory notes or bonds and other evidence of indebtedness, in the same 

nanner and for the purposes herein contemplated, (iii) stating that the issuance of the promissory 

iotes or bonds and other evidence of indebtedness, is reasonably necessary or appropriate for the 

mrposes set forth above, and (iv) stating that such purposes are within those permitted by A.R.S. 

$40-30 1. 
53 

Respectfully submitted this I day of October, 2007. 

SALLQqT,  DRUMMOND & O’CONNOR, P.C. 

B 
Richgd L. Sallquist 
4500 S. Lakeshore Drive, Suite 339 
Tempe, Arizona 85282 
Attorneys for Valley Utilities Water Company, 

Inc. 
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3riginal and ten copie<@ the 
'oregoing filed this ! day 
if October, 2007, with 

locket Control 
4rizona Corporation Commission 
1200 West Washington 
'hoenix, Arizona 85007 

2opies of the foregoing Hand Delivered this 
iay of October, 2007 to: 

gearing Division 
irizona Corporation Commission 
1200 West Washington 
'hoenix, Arizona 85007 

Legal Division 
4rizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Jtilities Division 
4rizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 
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ATTACHMENT 

ONE 

TWO 

THREE 

FOUR 

FIVE 

SIX 

SEVEN 

EIGHT 

NINE 

LIST OF EXHIBITS 

DESCRIPTION 

LINE OF CREDIT DOCUMENTS (Late filed) 

WIFA DOCUMENTS 

SURCHARGE COMPUTATION 

CONSTRUCTION BID ( Late filed) 

ROBERT L. PRINCE PREFILED TESTIMONY 

FINANCIAL STATEMENTS 

PRO FORMA CAPITAL STRUCTURE 

BOARD OF DIRECTORS RESOLUTION 

NOTICE OF PUBLICATION 
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SALLQUIST, DRUMMOND & O'CONNOR, P.C. 
ATTORNEYS AT LAW 

TEMPE OFFICE 
4500 S.  LAKESHORE DRIVE 

SUITE 339 
TEMPE, ARIZONA 85282 

RICHARD L. SALLQUIST PHONE (480) 839-5202 
FACSIMILE (480) 345-0412 

E-MAIL dickasd-1aw.com 

November 6,2006 

Ernest Johnson, Director 
Arizona Corporation Commission 
Utilities Division 
1200 West Washington Street 
Phoenix, Arizona 85007 

Re: Valley Utilities Water Company, Inc.; Docket Nos. W-01412A-04-0736 & W- 
0 141 2A-04-0849; Decision No. 68309; Loan Closing Documents Compliance Filing 

Dear Mr. Johnson: 

The Subject Decision requires the Company to file the Loan Closing documents 
within 30 days of the loan closing. The Loan closed on October 19, 2006. Enclosed 
herewith are 3 copies of the required documents. 

In the event you have any questions regarding this matter, please do not hesitate 
to call. 

Enclosures 

Cc: Docket Control (with 15 copies of the transmittal letter only) 
Brian Bozzo (with 1 copy of the Closing Documents) 
Bob Prince 
Tom Bourassa 

93055.00000.208 ATTACHMENT TWO 
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LOAN AGREEMENT STANDARD TERMS AND CONDITIONS 

Water Infrastructure Finance Authority of Arizona 

This document sets forth the Standard Terms and Conditions applicable to Loans made by the 
Watei Infrastncture Finance Autholrity of Arizona the (L‘Lender’’) to a Borrower. These Standard 
Terins and Conditions are a part of the Loan Agreement to which thrs document is attached. 
Capitalized terms not otheiwise defuied herein shall have the meanings given them in the Loan 
Agreement. -- 

Section 1. Repayment; PreDayment. 

(a) Loin ReDarmeiit Schedule. Borrower shall pay to Lender the amounts shown in tlie Loan repayment schedde iii 
Exhibit A hereto on or before the dates shown in Exhibit A as the same map be adjusted as  provided below to reflect 
tlie revised piincipal repayment schedule of tlie Loan. At tlie expiration of the Commitment, if the total amount of the 
,idvances is less than the maximum Loan Amount, the amount of each principal installment due as set forth in the Loan 
repayment schedule contained in Eshibit d shall be adjusted based on (-1) the principal balance then outstanding, (B) the 
amortization sclied<de as provided in Exhibit ,i and (C) the Combined Interest and Fee Rate. Upon such adjustment, 
Lendex shall compute the adjusted interest payment amounts for each Interest Payment Date to reflect the adjusted 
principal amounts and shall enter the results in the Loan repayment schedule and furnish tlie revised schedule to 
Borrower. 

@) PreDavment. Borrower may prepay the Loan, in whole, or in part at any  time without preiniuin or penalty. 
Prepapeiit shall not alter the repayment schedule except to the extent that tlie final principal repayment date and the 
filial interest repayment date shall be affected thereby. 

(c) .iDdication of Payments. Absent a default under the Note or tlJs Agreement, anp payments received by Lender 
shall b e  applied first to sums, other than principal and interest, due Lender, next to tlie paynient of all interest accrued to 
t h e  date of such payment, and the balance, if any, to tlie payment of principal. Any payments received by  Lender after 
any Event of Default shall be applied to the ainounts specified in this paragraph in such order as Lender may, in its sole 
discretion, elect. 

(d) Late Payments. If any payment of interest and/or prhicipal is not received by Lender when such payment is due, 
tlm, as additional remedies, (a) a late charge of SLY percent (6’/0) of the amount due and unpaid will be added to the 
dhiquent amount for any payment past due in excess of fifteen (15) days and @) all past due payments of pincipal 
and/ox interest shall bear interest from their due date until paid a t  tlie annual rate equal to tlie sum of (i) s k  percent 
(6%) 2nd (ii) tlie Interest Rate specified in Eshibit A, payable on demand. 

(e) Calculations of Interest. Interest shall be calculated on the actual number of days each .idvance is outstanding on 
the basis of a year consisting of 360 days. In calculating interest, tlie date each -idvance is made shall be included and 
the date each such L-idvance is repaid shall be excluded. 

(4 Parment 011 Xiaturitv Date. On the final Principal Repayment Date, Borrower shall make one (1) final payment of 
puicipal, accrued and unpaid interest, and all other amounts due and payable hereunder and under all of the Loan 
Docuinen t s. 

Section 2. Conditions Precedent. 

(a) Conditions Precedent to Initial -1dvance. This -1greement and Lender’s obhgation to make the initial ;\dvance shall 
become effective only upon satisfaction, at Borrower’s sole cost and espense, of tlie following conditions precedent, as 
deiennined by Lender in its absolute and sole discretion on or before the date of such .Idvance: 

(i) Loan Documents. That Lender receive duly executed originals of this ,igreement, the Note, tlie Security 
;\greement and all other instruments and documents contemplated hereby. 



(E) CoinDanv Existence and dutliorization. T h a t  Lender receive copies of (;I) all coiiipany resolutions, documents 
and proceedings of Borrower autlioiizing the execution, delivei?, and performance of the Loan Documents to which it 
is a part)’, certified to be tiue and correct by tlie Secretaiy of Borrower; (€3) Borrower’s Articles of Iiicoiyoration or other 
organizational documents, with all amendments certified by the Ai-izoiia Coi~oration Commission; (C) certificate as to 
Boi-rower’s good standing from the ;irizona Corporation Commission and (D) Borrower’s Bylaws or  similar documents 
with all amendments certified by tlie Secreta17 of Borrower. 

(iii) .inixovals. That Lender receive evidence satisfactoi7 to it that all consents and approvals wllich are necessaq- 
for, or required as.? condition of, tlie validity and enforceability of the Loan Documents have been obtained and are in 
full force aiid effect. 

Qv) Oninion of Counsel. That Lender receive an opinion of counsel for Borrower (who shall be acceptable to 
Lender) in form and coiiteiit acceptable to Lender in substantially the forin attached hereto as Exhibit G. 

(v) Perfection and Prioritv of Liens. Tliat Leiider receive evidence satisfactoi-y to it that Lender has, as of the date 
of the initial ;Idvance, a duly perfected sec~uity interest on all security provided for herein. 

(vi) Peimits. That Lender receive evidence satisfactoq to it that Borrower possesses all necessai-y operating 
permits, authoiiza tions, approvals, and the like which are material to the conduct of Borrower’s business or which may  
otherwise be required by law. 

(vii) Fees. Expenses. That Borrower pay the costs and expenses to obtain, perfect and determine the piioi-ity of 
any security hereof. Further, if all costs and expenses of this transaction are not known at the time of the initial advance, 
Borrower agrees to pay such costs and expenses upon demand. 

(viii) Insurance. That Lender receive evidence of insurance in such amount aiid covering such risks as are usuallj; 
carried by companies engaged in the same or similar business. 

(ix) Debt Service Reseive and Redaceinelit Resei-m That Lender receive evidence that Borrower has established 
the Debt Sei-vice Reseive Fund and Replacement Resenre Fund as required in Exhibit D hereto. 

(s) Suborhation dmeement. That Lender receive a Subordination --lgreement, in form and substance satisfactory 
to Lender. fully executed by the Borrower and the Subordinated Creditors. 

(b) Advances Generally. Lender’s obligation to make each -idvance hereunder, including the iilitial i\dvance, is subject 
to tlie satisfaction of each of the following conditioiis precedent on or bcfore tlie date of such Advance: 

(i) Event of Default. That no Event of Default (as that term is defined in Section 6 hereof) exists, and that there 
has occurred no event which with the passage of time or the giving of notice, or both, could become an Event of 
Default (a “Default”). 

(3) Continuing. Renresentations and Warranties. That the representation and warranties of Borrower contained in 
tlis ,igreement be true and correct on and as of the date of tlie initial ,idvance aiid each subsequent Advance as  tliougli 
made on and as of such date. 

(iii) Other Items. ‘Illat Lender receive such other items or documents as Lender may reasonably require. 

Section 3. Representations And Warranties. 

(a) Orpaiiization; Power: Etc. Borrower (i) is duly organized, validly existing, and in good standing under the laws of its 
state of incorporation; (ii) is duly qualified to do business and is iii good standing in each jurisdiction in which the 
transaction of its business makes such qualification necessaiy (Z) has a11 requisite corporate and legal power to own and 
operate its assets and to carry on its business and to enter into and perform the Loan Documents to which it is a part)’, 
(iv) has duly and lawfully obtained and maintained all licenses, certificates, permits, authorizations, approvals, and the 



&e which are material to the conduct of its business or wliich may be otheiwise required by law; (v) is eligible to borrow 
from Lender. 

(b) The esecutioii and delivery by Borrower of, and tlie performance by 
Borrower of its obligatioiis under, tlie Loan Documents have been duly authorized by all requisite corporate action on 
tlie part of Borrower and do not and will not (1) violate any provision of any law, rule or regulations, any judgment, order 
or iuling of any court or goveriimeiital agency, the articles of incorporation or bylaws of Borrower, or any agreement, 
indenture, mortgage, or other instrument to wlicli Borrower is a party or by which Borrower or aiiy of its properties is 
bound or (ii) be in conflict witli, result in a breach of, or constitute with the giving of notice or lapse of time, or botli, a 
default under any such agreement, indenhire, mortgage, or other instrument. No action on the part of any member or 
shareholder of Borrower is necessary in connec tioii with the execution and deliveq by Borrower of aiid tlie performance 
by Borrower of its obligations under tlie Loan Documents except for actions which have occurred. 

Due Autlioiization: No  T’iolations: Etc. 

(c) Consents. No consent, permission, authorization, order, or license of any governmental authority is necessary in 
connection with the esecution, deliveij7, performance, or enforcement of tlie Loan Documents to which Borrower is a 
party, escept such as have been obtained and are in full force and effect. 

(d) Bindiiiv Amxmeiit. Each of the Loan Documents to which Borrower is a party is, or when executed and delivered 
will be, the legal, valid, and binding obligation of Borrower, enforceable in accordance witli its terms, subject only to 
limitations on enforceability imposed by applicable bankruptcy, insolvency, reorgaiizatioii, moratorium, or similar laws 
affecting creditors’ rights generally. 

(e) Borrower is in compliance witli all federal, state, and local laws, rules, regulations, 
ordinances, codes, and orders (collectively, “_Laws”), the failure to comply with wlicli could have a material adverse 
effect on the condition, financial or otherwise, operations, properties, or business of Boxrower, or on the ability of 
Borrower to perforin its obligations under tlie Loan Documents, escept as Borrower lias disclosed on Exhibit 14. 

Com~liance with Laws. 

(f) Environmental Compliance. Without liiniting tlie provisions of Subsection (e) above, all property owned or leased 
by Borrower and all operations conducted by it are in compliance in all material respects with all Laws relating to 
environmental protection, tlie failure to comply with wliich could have a material adverse effect on the condition, 
ffimicial or otheiwisc, operations, properties, or business of Borrower, or oil the ability of Borrower to perform its 
obligations, under the Loan Documents, except as Borrower has disclosed on Eshibit H. 

(g) L i t i d o n .  There are no pending l e g 4  arbitration, or governmental actions or proceedings to wliicli Borrower is a 
party or to which any of its property is subject wlich, if adversely determined, could have a material adverse effect on 
tlie condition, financial or otheiwise, operations, properties, or business of Borrower, or on tlie aliility of Borrower to 
perform its obligations under tlie Loan Documents, and to the best of Borrower’s knowledge, no such actions or 
proceedings are threatened or contemplated, escept as Borrower has disclosed on Esliibit H. 

(1.) Title to ProDertv. Borrower holds good and marketable title to all of its real property aiid owns all of its personal 
property free and clear of aiiy lien or encumbrance, escept the liens and encumbrances specifically identified on Exhibit 
- 13. 

(i) L. ,ill financial statements submitted to Lender in connection 
witli the applicatioii for the Loan or in connection with this .igeement fairly and fully present tlie financial condition of 
Borrower aiid tlie results of Borrower’s operations for tlie peiiods covered thereby, and are prepared in accordance with 
generally accepted accounting principles for regulated utilities (,‘G-LiE’”) consistently applied. Since the dates thereof, 
there has been no m a t e d  adverse change in tlie financial condition or operations of Borrower. ;ill budgets, 
projections, feasibility studies, and other documentation submitted by Borrower to Lender are based upon assumptions 
that are reasonable and realistic, and as of the date hereof, no fact lias come to light, and no event or transaction has 
occurred, which would cause any assumption made therein not to be reasonable or realistic. 

r‘j) PrinuDal Place of Business; Records. The principal place of Imsiness and chief esecutive office of Borrower aiid the 
place where tlie records required by Subsection (g) of Section 4 hereof are kept is at tlie business office street address of 
Borrower shown in Section 1 of the Agreement. 

(k) Subsidiaries. Borrower lias no subsidiary, escept as Borrower lias disclosed on Exhibit H. 



(l) Water Ridits and Srstem Condition. Borrower has water iiglits with such amounts, piioiities and qualities as are 
necessaiy to adequately seivice Borrower’s customers and members. Borrower controls, owiis, or has access to all such 
water riglits free and d e a r  of the interest of any tlird party and has not suffered or permitted any traiisfer or 
encumbrance of sncli water rights, and has not abandoned such water rights, or any of them, nor has done any act or 
thing wlicli would impair or cause the loss of any such water rights. Borrower’s udlity facilities reasonably meet present 
demand hi all material respects, are coiistivcted in a good and workmanlike manner, are in good working order aiid 
condition, and comply in all respects with applicable laws. 

Section 4. Af5rmative Covenants. 
in effect, whetlier or not any ,idvance is outstanding, Borrower agrees to: 

Uiiless otheiwise agreed to in writing by Lender, whde this -1greement is 

(a) Cornorate Existence. Presei-ve and keep in full force and effect its corporate esisteiice and good standing in the 
jurisdiction of its iiicoiporation and its good standing and qualification to transact business in all places required by law. 

0) Comiiliance with Laws and Aweerneiits. Comply with (i) all Laws, the failure to comply with which could have a 
material adverse effect on the condition, fmancial or otlienvise, operations, properties, or business of Borrower, or on 
tlie ability of Borrower to perfoim its obligations under the Loan Documents; aiid (ii) all agreements, indentures, 
mortgages, and other instivments to which it is a party or by which it or any of its property is bound. 

(c) Comuliance with Environmental Laws. K’ithout limiting tlie provisions of Subsection (‘11) above, comply in all 
material respects with, and cause all persons occupying or present on any properties owned or leased by Borrower to so 
comply with all Laws relating to environmental protection, the failure to comply with which could have a niateiial 
adverse effect on tlie condition, fuiancial or otlieiwise, operations, properties, or business of Borrower, or on the ability 
of Borrower to perform its obligations under tlie Loan Docuineiits. 

(d) Licenses: Perinits: Etc. Duly and lau~fully obtain md inaiiitaiii in fd l  force and effect all licenses, certificates, 
pernits, authoiiza tions, approvals, and the like wliicli are m a t e d  to the conduct of Borrower’s liusiness or which may 
be otheiwise required by law. 

(e) Insurance. Naintaiii insurance with insurance coiiipailies or associations acceptable to Lender in such amounts and 
covering such risks as are usually caixied by companies engaged in the same or similar business aiid similarly situated, 
and make such increases hi tlie type or amount of coverage as Lender insy request. -411 such policies insuring any 
collateral provided for herein, shall provide for loss payable clauses or endorsements in forin and content acceptable to 
Lender. .it the request of Lender, all policies (or such other proof of compliance with this Section as may be 
satisfactoi-y) shall be delivered to Lender. 

(0 
in good repair, working order and condition and in compliance with ail applicable laws, regulations and orders. 

(9> Books and Records. Keep adequate records and books of account in accordance with G--LIP consistently applied. 

@) Insnection. Permit Lender or its agents, duiing normal business hours or at such other times as tlie parties may 
agree, to examine Borrower’s properties, books, and records, and to discuss Borrower’s affairs, finances, operations, and 
accounts with its respective officers, directors, einployees, and independent certified public accountants. 

ProDertv Naintenaiice. Naintain atid preseive at  all times its property, and each and eveq part and parcel thereof, 

(i) Debt Sei-vice Coverage. .ickteve, at each fiscal pear end a Debt Seivice Coverage Ratio (,‘,,,,’) of 1.20. For tlie 
pwposes of this Section, DSC shall be computed by adding net llicome plus interest expense, depreciation and 
amortization expenses and d i v i h g  the total by the sum of piGiupa1 and interest payments required during the period. 
In the computation of net income, gains aiid losses and any taxes or reduction of taxes resulting from the sale or other 
disposition or abandonment of capital assets, or from increases or decreases in value of capital assets, or from tlie 
retirement or reacquisition or resale or reissuance of debt or capital stock, shall be disregarded. 

(j) Use of Dividends and Suiplus Revenues. Retain all existing capital and retained eanlicigs in tlie business aiid retain 
all revenue which may accumulate over and above tliat needed to pay operating, maintenance, debt service, and Reserve 
requirements; or use same to reduce obligations due creditors; or invest same for capital expenditures related directly to 
Borrower’s ability to provide seivices to users. 



Q Water RiElits. Llaintain or procure water rights with such amounts, priorities and qualities as are necessary to 
sen-ice adequately Borrower’s customers and members, whether riparian, approprintire, or otlieiwise and whether or not 
appurtenant and whether groundwater or surface water, any shares of stock and certificates evideiicing tlie same; aiid all 
grandfatliered groundwater rights under -I.R.S. Section 45-401, etseq. (collectively, the “\%iter Ri~hts”). Borrower wiU 
continue to control, own or have access to all Water Rights free and clear of the interest of any third party, will not 
suffer any Transfer of tlie Water Rights, will not abandon the Water Rights, nor do any act or thing which would impair 
or cause the loss of any of the Water Rights. For purposes of this paragraph (in) “Transfer” means, respectively, each 
and all of die following” 

(i) Any or  alf of tlie Water Rights, 01 any interest or riglit of Borrower in or to the Water Rights is conveyed to, or 
becomes vested in, any person, other than Borrower and Lender, voluntarily or involuntarily; 

(ii) The occurrence of any event that results in any option, iiglit of first refusal, other right to acquire, or any otlier 
claim, interest, or riglit in, to, or against, aiiy or a11 of tlie Water Rights being held by a person other tliaii Borrower or 
Lender, whether occurring voluntady or involuntarily and whether arising by agreement, under any law, ordinance, 
reGila tion, or iule (federal, state, or local), or otlieiurise; 

( i )  ; iny lease or assignment of any of the Water Rights; and 

(iv) Borrower enters into aiiy agreement the performance of which would result in a Transfer under aiiy of the 
clauses &through (IJIJ above, and tlie coiisumina don of such agreement is not espressly conditional upon the prior 
wntten consent of Lender in its sole and absolute discretion. 

(I) Operation and Afaintenance of System. Borrower shall, in accordance with prudent utility practice, (a) at all times 
operate the properties of the water system and any business in connection therewith in a n  efficient manner, @) maintain 
its drkikiiig water system in good repair, working order aiid operating condition, and (c) froin time to dme make all 
necessary and proper repairs, renewals, replacements, additions, betterments and iinprovements wifli respect to its 
drinking water system so that at all times the business cariied on in connection therewith shall be properly and 
advantageously coiiducted. 

Section 5. Nepative Covenants. 

Unless otheiwise agreed to in writing by Lender, while this Agreement is in effect, whether or not any advance is 
outstanding, Borrower shall not: 

(a) Liens. Create, incur, assume, or allow to exist any mortgage, deed of trust, deed to secure debt, pledge, lien, 
(including the lien of an attachment, judgment, or execution), secuiity interest, or other encumbrance of any kind upon 
any of its property, real or personal. The foregoing restrictions shall not npply to (i) liens 111 favor of Lender; (ii) liens for 
taxes, assessments, or governmental charges that are not past due; (iii) liens, pledges, and deposits under workers’ 
coinpensation, unemployment hisimiice, and social security laws; (iv) liens, deposits, aiid pledges to secure tlie 
performance of bids, tenders, coiitracts (otlier than contracts for the payment of money), and lilte obligations aiising in 
the ordinary course of borrower’s business as conducted on the date hereof; and (v) liens iniposed by law in favor of 
mechanics, materialmen, warehousemen, and like persons that secure obligations that are not past due. 

(b) Alereers: -3cquisitidns: Etc. Nerge or consolidate with any other entity, or acquire all or substantially all of the 
assets of any person or entity, or form or create any new subsidiaiy or affiliate, or coiimence operations under any other 
name, organization, or entity, including any joint venture. 

(c) Transfer of ;issets. Sell, transfer, lease, or otherwise dispose of any of Borrower’s assets, except in tlie ordinaqr 
course of its business or to effect any change in ownership. 

(d) Chaiim in Business. Engage in any business activities or operations substantially different from or unrelated to 
Borrower’s present business actillties or operations. 



Section 6. Events Of Default. Each of the following shall constitute an “Eveiit of Default” hereunder: 

(a) 
the Note, or under aiiy other Loan Document when due. 

P a p e n t  Default. Failure by Borrower to make any payment or investment required to be made hereunder, under 

(b) Rerxesentations and Warranties. -iny representation or warranty made by Borrower lierein or in aiiy other Loan 
Document shall prove to have been false or misleading in any material respect on or as of the date made, including 
deemed made in connection with each Advance. 

(c) 
herein. 

Coreiiaiits a i d  ,iueements. Borrower should fail to perform or comply with any coveiiant or agreement contained 

(d) Cross-Default. Borrower should, after any applicable grace period, breach or be in default under the terms of any 
agreement (other than the Loan Documents) between Borrower and Lender, including, without limitation, aiiy other 
loan agreement, security agreement, mortgage, deed to secure debt, or deed of tmst. 

(e) Other Indebtedness. The occurrence of any breach, default, event of default, or event which with the giving of 
notice or lapse of time, or  both, could become a default or eveiit of default under any agreemeiit, indenture, mortgage, 
or other instrument by which Borrower or any of its property is bound or affected (other than the Loan Documents) if 
the effect of such breach, default, event of default or event is to accelerate, or to permit the acceleration of, the maturity 
of any indebtedness under such agreement, indenture, mortgage, or other instrument. 

( f )  Jud-pents. Judgments, decrees, or orders for the payment of money in the aggregate in excess of tlie amount set 
forth in Exhibit E relating to -1dditioiial Indebtedness hereof shall be rendered against Borrower and either (1) 

enforcement proceedings shall have been commenced; or (ii) such judgments, decrees, aiid orders shall continue 
unsatisfied and in effect for a peiiod of twenv (20) consecutive days without being vacated, discharged, satisfied, or 
stayed pending appeal. 

(g) Insolvency: Etc. Borrower: (i) shall become insolvent or shall generally not, or sliall be unable to, or shall admit in 
wiiting its inability to, pay its debts as they come due; or (ii) shall suspend its business operations or a material part 
thereof or make an assignment for the benefit of creditors; or (iii) shall app1y for, consent to, or acquiesce in the 
appointment of a tiustee, receiver, or otliei custodian for it or any of its property or, in the absence of such application, 
consent, or acquiescence, a trustee, receiver, or other custodian is so appointed; or (iv) shall coinmence with respect to it 
or have commenced against it any proceeding under any banltiuptcy, reorganization, arrangement, readjustment of debt, 
dissolution, or liquidation law or statute of any jurisdiction. 

(li) Material .idverse Chaiire. -iny mateella1 adverse change occurs, as reasonably determined by Lender, in Borrower’s 
condition, fiiiancial or otheivlse, operatiom, properties, or business or Borrower’s ability to perform its obligations 
under the Loan Documents. 

Section 7. Remedies Upon Event Of Default. Upon the occurrence of and during the 
continuance of each and eveiy Event of Default: 

(a) Termination: Etc. Lender shall have no obligation to make advances hereunder and, upon notice to Borrower, may 
terminate the Commitqnt  and declare the entire unpaid piincipal balance of the Note, all accrued interest thereon and 
all other amounts payable under t h i s  Agieernent and all other agreements between Lender aiid Borrower, to be 
imniediately due and payable. Upon such a declaration, the unpaid pilncipal balance of die Note aiid all such other 
amounts shall become immediately due and payable, without protest, presentment, demand, or further notice of any 
kind, all of which are hereby expressly waived by Borrower. 

(b) Enforcement. Lender may proceed to protect, exercise, and enforce such rights and remedies as mag be provided 
by agreement or under law including, without limitation, the lights and remedies provided for in the Note. Each and 
every one of such rights and remedies shall be cumulative and may be esercised from time to time, and no failure on the 
part of Lender to exercise, and no delay in exercising, aiiy iiglit or remedy shall operate as a waiver thereof, nor shall aiiy 
single or partial exercise of any lights or remedj7 preclude any other ore future exercise thereof, or tlie exercise of any 



other right. In addition, Lender may hold and/or set off and apply against Borrower's indebtedness any aiid all cash, 
accounts, securities, o r  other property in Lender's possession 01- under its control. 

(c) ;1dication of Payments. -\fter termination and acceleration of the Loan all amounts received by Lender shall be 
applied to the amounts owing hei-euiider and under the Note in whatever order and inaniier as Lender shall in its sole 
discretion elect. 

Section 8. Survival. The representations, warranties, and covenants of Borrower in the Loail Documents shall 
suivive the esecutioii and delivery of the Loan Documents and the making of the Loan. 

Section 9. Integration, Change. Discharce, Termination. Or Waiver. The Loan Documents 
contain the entire uiiderstandiiig and agreement of Lender and Borrower and supersede all prior representations, 
warranties, agreements, arrangemeiits, and understandings. KO provision of the Loan Documents may be changed, 
discharged, supplemented, terminated, or waived except in a writing signed by Lender and Borrower. KO waiver of any 
breach or default shall be deemed a waiver of any breach or default occuri.ig thereafter or a waiver of the tiiiie of the 
essence provision. 

Section 10. Parties And Bindin? Effect. This _;igreement is made solely between Lender and Borrower, and 
no other Person shall have any rights hereunder or be a third-party beiieficiaiy hereof. This Loan xigreement shall be 
binding upon tlie undersigned, and upon the heirs, Iegal representatives, successors and assigns of the undersigned; and 
to the extent that the Borrower is either a partnership or a corporation, all references herein to the Borrower shall be 
deeined to include any successor or successors, d ie ther  immediate or remote, to such partnership or corporation. 
Borrowerinay not assign any of its rights or delegate aiiy of its obligations under the Loan Documeiits without the pilor 
express written consent of Lender, and any purported assignment by Borrower made iii contravention hereof shall be 
void. Lender may from time to time assign, of sell participation kiterests in, any part or all of the Obligations and its 
rights and obligatiolis under the Loan Docuinents in its absolute and sole discretion. 

Section 11. Costs And Expenses. Borrower agrees to pay, on demand, all internal and esternal costs, 
expenses, aiid fees of Lender in respect of (i) application fees, (ii) enforcement of the Loan Documents and exercise of 
the rights and remedies of Lender, (iii) defense of the enforceability of the Loan Docuineiits or of the perfection or 
lxiority of any Lien granted in tlie Loan Documents, (iv) any other matter relating to the Loan Documents, the collateral 
provided for herein, or the transaction described in the L o a n  Documents, and (17) preparation for matters within (ii), (iii), 
or (iv) whether or not any legal proceeding is brought. Such costs shall include, without limitation, all such costs 
incurred in connection with any bankruptcy, receivership, or other court proceedings (whether at the trial or appellate 
level). .It the option of Lender such costs, expenses, aiid fees may be deducted froin the proceeds of the Loaii. 

Section 12. Authority TO File Notices. Borrower irrevocably appoints Lender as its attorney-in-fact, with 
full power of substitution, to file for record, a t  the Borrower's cost and expense and in Borrower's name, any notices of 
completion, notices of cessation of labor, or any other notices that Lender considers necessary to desirable to protect its 
security. 

Section 33. Inconsistencies With Loan Documents. In the event of any inconsistencies lietween the 
terms of this -1greerneilt and any terms of any of tlie Loan Documents or any loan application, the terms of this 
.\greement shall govern and prevail. 

Section 14. NO Waiver. KO disbursement of proceeds of the Loan shall constitute a waiver of an!: conditions to 
Lender's obligation to make further disbmsements nor, in the event Borrower is unable to satisfj- any such conditions, 
shall any such waiver have tlie effect of precluding Lender from thereafter declaring such inability a default under this 
-\greement. 

Section 15. Lender Amroval Of Instruments And Parties. .ill proceedings taken 111 accordance with 
uansactions provided for herein; all sui-reys, appraisals and documents required or contemplated by this ,igreenient and 
die persons responsible for the esecutioii and preparation thereof, shall be satisfactoiy to and subject to approval by 



h i d e r .  
coiliiection with the -1greement. 

Lender's counsel shall be pro.iided with copies of all documents which they may reasonably request in 

Section 16. Lender Determination Of Facts. Lender shall at all tinies be frce to establish independently, to 
its satisfaction, the existence or noiiesistence of any fact or facts, tlie esisteiice or nonesisteiice of which is a condition 
of t h i s  -1greeinent. 

Section 17. Incorporation Of Preamble, Recitals And Statement Of Terms. "lie preamble, 
recitals and statenleiit of terms are hereby incoi-porated hito this Aigreement. - 

Section 18. Disclaimer Bv Lender. Borrower is iiot and shall not be an agent of Lender for any purpose. 
Lender is iiot a joiiit reiiture partner with Borrower in any inaniier whatsoever. .ipprova1s grmted by Lender for any 
matters covered under tlss ,igreernent shall be narrowly construed to cover only the parties aiid facts identified in any 
written approval or, if not in writing, such approvals shall be solely for the benefit of Borrower. 

Section 19. Severabilitv. 
provisions shall not be affected aiid tliey shall remain jli full force and effect. 

If any provision of this dgreemeiit is unenforceable, the enforceabihty of the other 

Section 20. Choice Of Law And Turisdiction. Tliis agreement has been delivered in ;irizona, and shall be 
construed in accordaiice with and governed by the Iaws of the state of ,iiizona. The courts of -1iizona, federal or state, 
shall have exclusive jurisdiction of all legal actioiis arishg out of tlGs agreement. By executing this agreement, tlie 
undersigned submits to die jurisdictioii of the federal and state courts of ,irizoixi. 

Section 21. Waiver Of Jum Trial. Borrower waives, and, by accepting this agreement, the lender shall be 
deemed to waive, any riglit to a trial by jury in 2 1 1 ~ 7  action OF proceeding to enforce or defeiid aiiy rights (a) under this 
agreemeiit or under any amendment, instrument, document or agreement delivered or which may in the future be 
delivered in connection herewith or @) arising from ally banlung relationship existing in connection With this agreement, 
and borrower agrees, and, by accepting this agreement, the lender shall be deemed to agree, that any such action or 
proceeding sliall be tried before a court and not before a juiy. 

Section 22. Time Of The Essence. Time is of the essence with regard to each provision of this .igreement as 
to which time is a factor. 

Section 23. Notices And Demands. .ill written demands and notices by Lender or Borrower relating to the 
Loan Docunieiits shall be served by certified or registered mail, return receipt requested. Each such demaiid or notice 
shall be deposited G i  the United States Mail postage prepaid and addressed to the addressee's address first above stated. 
Sei-vice of any such demand or notice shall be deemed complete on the date of achial delivery as sliowii by the 
addressee's return receipt or at the expiration of tlie third Business Day after mailing, whichever is earlier. Rejection or 
refusal to accept the demand or  notice by the ad&.essee or hiability to deliver the demand or notice due to a changed 
address of which no notice was given shall not affect deemed seivice. Lender or Borrower may from time to time, by 
written notice served on the other, designate a different address or a different atteiitioii persoii for service of demands 
and notices. 

Section 24. No Construction Aeainst Lender Or Borrower. The Loan Documents are the result of 
negotiations between Borrower and Lender. ;\ccordinglj-, the Loan Documents shall not be construed for or agaiiist 
Borrower or Lender, regardless of which party drafted the Loan Documents or any pait thereof. 

Section 25. Rescission Or Return Of Pavments. If at any time or from time to time, whether before or 
after payment and performance of the Obligations, all or any part of aiiy amount received by Lender in payment of, or 
on account of, any Obligation is or must be, or is claimed to be, avoided, rescinded, or returned by Lender to Borrower 
or any other Person for any reason whatsoever (including, without limitation, bankruptcy, jlisolveiicy, or reorganization 
of Borrower or any other Person), such Obligation and tlie Lieiis on property, and rights to property that were the 



collateral a t  the time such avoided, rescinded, or returned payment was receiyred by Lender shall be deemed to have 
continued in esisteiice or shall be reinstated, as tlie case may be, all as tliougli such payment had not been received. 

Section 26. Indemnification Of Lender. Borrower agrees to indemnify, hold harmless, and on demand 
defend Lender aiid its directors, officers, employees, agents, auditors, counsel, iiivestmeiit comnlittee members and 
represeiitatives for, from, and against any and all damages, losses, liabilities, costs, and expenses (including, without 
limitation, costs and espenses of litigation and reasonable attorneys' fees) aiisiiig froin any claim or demand in respect of 
tlis -lgxeemeiit, the Loan Documents, the collateral provided for herein, or tlie transaction described in tlie Loan 
Documents and arising a t  any time, whether before or after payment and performance of the Obligations. The 
obligations of Borfower aiid the rights of Lender under this Section 26 shall survive payment and performance of the 
Obligations and shall remain in full force aiid effect without termination. 

Section 27. Waiver Of Statute Of Limitations. 
right to plead and any statutes of limitations as a defense in any action or proceeding in respect of tlie Loan Documents. 

Borrower waives, to tlie full extent permitted by law, tlie 

Section 28. Number And Gender. In this Agreement tlie singular shall include the plural and the masculine 
shall include the feminine 2nd neuter genders, and vice versa. 

Section 29. Headinps And References. The headings at ' the  begitiiiing of each section of this dgreemeiit are 
solely for convenience aiid are not part of this Agreement. Reference herein to a section, attachment, exhibit, or 
schedule is to the respective section, attachment, exhibit, or schedule herein or hereto, unless otlieiwise specified. 

Section 30. Countemart Execution. Tliis +-Lgreement may be executed in one or more counterparts, each of 
which shall be deemed an original and all of which together shall constitute one and tlie same document. Signature 
pages may be detached from the counterparts and attached to a single copy of this document to physically foini one 
document. 

Section 31. Arbitration. The parties liereto agree to use arbitration to the extent required by Section 12-1518 of 
the ;iiizona Revised Statutes, as amended. 

Section 32. Notice Repardinp A.R.S. < 38-511. To die extent applicable by provision of law, the parties 
acluiowledge that this ,igxeemeiit is subject to cancellation pursuant to -1.R.S. $38-51 1, the provisions of which are 
hereby incorpom tcd herein. 

Secion 33. ComDliance with ADDlicable Federal Laws And Authorities 
The Borrower agrees that the project will comply witli the applicable terms and conditions of those federal laws aiid 
autlioiities listed below, as amended from time to time: 

Enviroiiinen tal: 

1. ,ircheological and Historic Preservation dc t  of 1974, Pub. L. 85-523, as amended. 

2. Clean -lir .ict, Pub.' L. 84-159, as ameilded. 

3. Coastal Barrier Resources ,ict, Pub. L. 97-348. 

4. Coastal Zone Aimagement .ict, Pub. L. 92-583, as amended. 

5. Endangered Species ,ict, Pub. L. 93-205, as amended. 

6. Environmental Justice, Executive Order 12898. 

7. Floodplain Nanagement, Executive Order 11988 as amended by Esecutive Order 12148. 



8. Protection of Wetlands, Executive Order 11990. 

9. Farmland Protection Policy -\ct, Pub. L. 97-98 

10. Fish and Wildlife Coordination _\ct, Pub. L. 85-624, as amended. 

11. Natioiial Historic Presendoii  -ict of 1966, PL 89-665, as amended. 

12. Safe Drinlung Water Act, Pub. L. 93-523, as amended. 

13. Wild and Sce& Rivers Act, Pub. L. 90-542, as amended. 

ECONOMIC h N D  LIISCELLAiNEOUS: 

1. Demonstration Cities and Metropolitan Development ;ict of 1966, Pub. L. 89-754, as amended, Esecutive Order 
12372. 

2. Procurement Prolibitions under Section 306 of the Clean .iir .ict and Section 508 of the Clean Water .ict, 
including Executive Order 11738, ,idministration of the Clean .iir iict and the Federal Water Pollution Control -Act 
with Respect to Federal Contracts, Grants, or Loam. 

3. Uniform Relocation and Real Proper? Acquisition Policies Act, Pub. L. 91-646, as amended. 

4. 

S0CI;IL POLICY: 

Debaiment and Suspeiision, Esecutive Order 12549. 

1. ,ige Discflinination =\ct of 1975, Puli. L. 94-135. 

2. Title \'I of the Civil Rights iict of 1964, Pub. L. 88-352 (The Civil a g h t s  -ict aiid related anti-discrimination 
statutes apply to all the operations of tlie SRF program). 

Section 13 of the Federal Water Pollution Control ,\ct ;lmendments of 1972, Pub. L. 92-500 (tlie Clean Water -ict) 3. 

4. Section 504 of the Rehabhtation -\ct of 1973, Pub. L. 93-112 (including Executive Orders 11914 and 11250). 

5. The Drug-Free Worlrplace ;ict of 1988, Pub. L. 100-690 (applies only to tlie capitalization grant recipient). 

6. Equal Employment Opportunity, Esecutire Order 11 246. 

7. Women's and hfinority Business Enterprise, Executive Orders 11625, 12138 aiid 12432. 

8. Section 129 of tlie Small Business -\dininistration Reauthorization aiid ,imendnient .\ct of 1988, Pub. L. 100-590. 

9. -\inti-Lobbying Provisions (40 CFR Part 30) (applies only to capitalization grant recipients). 



I CASH COLLATERAL AGREEMENT 
, 
I This Cash Collateral Agreement is made as of October 19, 2006 between Valley Utilities Water 
I 

Company, Inc, ("Pledgor") and the Water Infrastructure Finance Authority of Arizona ("Lender"). 

RECITALS : 
, 

A. Pledgor and Lender have entered into that certain Loan Agreement of even date herewith (the 
"Loan Agreem>nt"), pursuant to which Lender has made available to Pledgor a loan of up to 
$1,926,100 (the "Loan"). 

B. Pursuant to the Loan Agreement, certain fixids are required to be deposited fioin time to time by 
Pledgor in a Debt Service Reserve Fund administered by the Lender and in a Replacement Reserve 
Fund administered by the Borrower, both of which are pledged to Lender to secure repayment with 
interest of the Loan. Amounts deposited with the Lender in the Debt Service Reserve Fund and in 
the Replacement Reserve Fund are referred to herein as the "Pledged Funds". 

C. Pledgor and Lender desire to enter into this Cash Collateral Agreement to provide for the deposit 
and holding of the Pledged Funds. 

D. The Loan Agreement, this Cash Collateral Agreement and all other documents securing or 
otherwise relating to the Loan shall be referred to collectively in this Cash Collateral Agreement as 
the "Loan Documents". All capitalized tenns used in this Cash Collateral Agreement and not 
otheiwise defined shall have the meanings given to such tenns in the Loan Agreement. 

E. It is a condition to the making of the Loan that Pledgor and Lender enter into this Cash Collateral 
Agreement. 

NOW, THEREFORE, in order to induce Lender to malte the Loan and in consideration thereof, 
Pledgor and Lender agree as follows: 

1. Definitions. The following terms shall have the following meanings: 

"Cash Collateral Agreement" means this Cash Collateral Agreement, as the same may be 
amended, supplemented or otheiwise modified from time to time. 

"Debt Service Reserve Fund" shall have the meaning ascribed thereto in Section 2 hereof. 

"Oblinations" shall mean all the obligations of Pledgor to Lender under the Loan Agreement and 
the Note and all other obligations and liabilities of Pledgor to Lender, whether direct or indirect, 
absolute or contingent, due or to become due, now existing or hereafter incurred, arising under, 
out of, or in connection with, the Loan Agreement, this Cash Collateral Agreement or any of the 
Loan Documents. 

1 



"Pledged Funds" shall mean as defined in the Recitals to this Agreement. 

"Replacement Reserve Fund" shall have the meaning ascribed thereto in Section 2 hereof. 

2. Establishment of Debt Service Reserve Fund and Replacement Reserve Fund. Pledgor and 
Lender agree that concurrently with the execution and delivery of this Cash Collateral Agreement 
there is established and shall be maintained a Debt Service Reserve Fund pursuant to the Loan 
Agreement. Aisucli time as is required pursuant to the Loan Agreement Borrower shall establish a 
Replaceinent Reserve Fund in the name of Borrower in which there shall be deposited by Pledgor all 
Pledged Funds as required by the provisions of the Loan Agreement. 

3. Grant of Security Interest. As collateral security for the prompt and complete payment when 
due of all the Obligations, Pledgor has granted, bargained, sold, assigned, pledged, and set over and 
by these presents does hereby grant, bargain, sell, assign, pledge, transfer and set over unto the 
Lender, and its successors and assigns, all of Pledgor's right, title and interest in and to any Pledged 
Funds now or hereafter held or deposited in the Debt Service Reserve Fund and the Replacement 
Reserve Fund. 

4. Terms and Conditions. 

(a) The Debt Service Reserve Fund and all amounts deposited therein shall be held in the sole 
dominion and control of Lender and shall be administered by the Lender as a collateral account for 
the benefit of Lender, and Pledgor shall have no rights or powers with respect to, or control over, the 
Debt Service Reserve Fund or any part thereof. Pledgor's sole right with respect to the Pledged 
Funds in the Debt Service Reserve Fund shall be as provided herein and in the Loan Agreement. 

(b) If no Event of Default, and no event which with the giving of notice or the passage of time or 
both could become an Event of Default, has occurred and is continuing, Pledgor fiom time to time 
may withdraw moneys froin the Replacement Reserve Fund and apply the moneys withdrawn for one 
or more of the following purposes: (i) for the acquisition of new, or the replacement of obsolete or 
worn out, machinery, equipment, furniture, fixtures or other personal property for the Facility 
provided that the property is depreciable; (ii) for the performance of repairs with respect to the 
Facility which are of an extraordinary and non-recurring nature provided that the property is 
depreciable; (iii) for the acquisition or construction of additions to or improvements, extensions or 
enlargements to, or remodeling of, the Facility provided that the property is depreciable; and/or (iv) 
to make payments to Lender on the Loan. 

(c) From and after the occurrence and during the continuation of an Event of Default, Lender may, in 
the sole and absolute discretion of Lender, apply the Pledged Funds in the Debt Service Reserve 
Fund, and, if there are insufficient Pledged Funds in the Debt Service Reserve Fund, in the 
Replacement Reserve Fund, to the Obligations in the following order: (i) all outstanding costs, 
expenses, fees and late charges due to Lender, (ii) interest at the rate or rates specified in the Loan 

2 



Documents and (iii) the principal amount of the Obligations. All interest and other investment 
earnings amounts coin time to time accrued and paid on the Pledged Funds in the Debt Sewice 
Reserve Fund and the Replacement Reserve Fund shall be retained in the Debt Service Reserve Fund 
and the Replacement Reserve Fund and shall be applied in accordance with the Loan Agreement and 
this Cash Collateral Agreement. 

(d) Lender sliall have, with respect to the Pledged Funds, all rights and remedies of a secured party 
under Article 9 of the Arizona Uniform Commercial Code and other applicable laws. 

5. Further Assurances. Pledgor will, at any time and froin time to time, execute and deliver such 
further documents and do such further acts as shall be required by law or be reasonably requested by 
Lender to confiiin or further assure the interest of Lender hereunder, 

6. No Liability for Lawful Actions. Neither Lender nor any of its officers, directors, employees, 
agents, attorneys-in-fact or affiliates shall be liable for any action lawfully taken or omitted to be 
taken by any of them under or in connection with this Cash Collateral Agreement (except for gross 
negligence or willful misconduct). 

7. Notices. All notices, requests, demands or other coinmunications to or upon the parties hereto 
shall be deemed to have been given or made when mailed, delivered or transmitted in accordance 
with the requirements of the Loan Documents. 

8. No Failure, etc. No failure to exercise and no delay in exercising on the part of Lender of any 
right, power or privilege hereunder shall operate as a waiver thereof, nor shall any single or partial 
exercise of any right, power or privilege preclude any other or further exercise thereof, or the 
exercise of any other power or right. The rights and remedies herein provided are cuinulative and 
not exclusive of any rights or remedies provided by law. 

9. Waiver; Amendments. None of the teiins and provisions of this Cash Collateral Agreement 
may be waived, altered, modified or amended except by an instrument in writing executed by the 
parties hereto. 

10. Representations and Warranties; Covenants. 

(a) Pledgor hereby represents and wan-ants to Lender, effective upon the date hereof and each 
deposit of Pledged Funds to the Debt Service Reserve Fund and the Replacement Reserve Fund, that: 

(i) No filing, recordation, registration or declaration with or notice to any person or entity is 
required in connection with the execution, delivery and performance of this Cash Collateral 
Agreement by Pledgor or in order to preserve or perfect the first priority lien and charge intended 
to be created hereunder in the Pledged Funds. 
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(ii) Except for the security interest granted to Lender pursuant to this Cash Collateral 
Agreement, Pledgor is the sole owner of the Pledged Funds, having good and marketable title 
thereto, free and clear of any and all mortgages, liens, security interests, encumbrances, claims or 
rights of others. 

(iii) No security agreement, financing statement, equivalent security or lien instnunent or 
continuation statement covering all or any part of the Pledged Funds is on file or ofrecord in any 
public office, except such as may have been filed by Pledgor in favor of Lender. 

(iv) This Cash Collateral Agreement constitutes a valid and continuing first lien on and first 
security interest in the Pledged Funds in favor of Lender, prior to all other liens, encumbrances, 
security interests and rights of others, and is enforceable as such as against creditors of and 
purchasers froin Pledgor. 

(b) Without the prior written consent of Lender, Pledgor hereby covenants and agrees that it will not 
sell, assign, transfer, exchange or otherwise dispose of, or grant any option with respect to, the 
Pledged Funds, nor will it create, incur or permit to exist any pledge, lien, mortgage, hypothecation, 
security interest, charge, option or any other encumbrance with respect to any of the Pledged Funds, 
or any interest therein, except for the security interest provided for by this Cash Collateral 
Agreement . 

(c) Pledgor hereby covenants and agrees that it will defend Lender's right, title and security interest 
in and to the Pledged Funds against the claims and demands of all persons whomsoever except to the 
extent which arise out of the willful misconduct or gross negligence of Lender. 

11. Lender's Expenses and Liabilities. Pledgor shall pay all costs and out-of-pocket reasonable 
expenses of Lender in connection with the maintenance and operation of this Cash Collateral 
Agreement made in accordance with the terms hereof. Pledgor also agrees to pay all costs of Lender, 
including reasonable attorneys' fees, incurred with respect to the enforcement of Lender's rights 
hereunder. 

12. Governing Law. This Cash Collateral Agreement shall be deemed to be a contract under, and 
for all purposes shall be governed by, and construed and interpreted in accordance with, the law of 
the State of Arizona. 

13. Severabiiity. Any provision of this Cash Collateral Agreement which is prohibited or 
unenforceable in aiy jurisdiction shall, as to such jurisdiction, be ineffective to the extent of such 
prohibition or unenforceability without invalidating the remaining provisions hereof, and any such 
prohibition or unenforceability in any jurisdiction shall not invalidate or render unenforceable such 
provision in any other jurisdiction. 

14. Successors and Assigns. This Cash Collateral Agreement and all obligations of Pledgor 
hereunder shall be binding upon the successors or assigns of Pledgor, and shall, together with the 
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rights and remedies of Lender hereunder, inure to the benefit of Lender and its successors and 
I assigns. 

I 15. Termination. This Agreement shall terminate and, upon request of Pledgor, all monies (if any) 
remaining in the Debt Service Reserve Fund and the Replacement Reserve Fund shall be returned to 
Pledgor at such time as all of the following have occurred: (i) all amounts payable to Lender under 
the Loan Documents have been paid in full and all other obligations of Pledgor to Lender pursuant to 
the Loan Agreement have been performed in full, and (ii) Lender has no further obligation to make 
any loans or zdvances to Pledgor pursuant to the Loan Agreement or any of the other Loan 
Documents. 

16. Counterparts. This Agreement inay be executed in counteiyarts, all of which executed 
counterparts shall together constitute a single document. Signature pages inay be detached froin the 
counterparts and attached to a single copy of this Agreement to foiin physically one document. 

IN WITNESS WHEREOF, the parties hereto have executed or caused this instrument to be duly 
executed and delivered as of the date first above written. 

Pledgor: Valley Utilities Water Company, Inc. 

By: 
Nan-$: Robert’L. Prince 
Title: President 

Lender: Water Infiastructure Finance Authority of Arizona 

ete, Interim Executive Director 
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A NAME & PHONE OF CONTACT AT FILER [optional] 

B SEND ACKNOWLEDGMENT TO (Name and Address) 

1 
Water Infrastructure Finance Authority of Arizona 
1 I10 W WasJington, Suite 290 
Phoenix, Arizona 85007 
Attention: Chief Financial Officer 

r 

L -I 
THE ABOVE SPACE IS FOR FILING OFFICE USE ONLY 

- 
OR 

FlUNG OFFICE COPY - NATIONAL UCC FINANCING STATEMENT (FORM UCC1) (REV. 07/29/98) 

l a  ORGANIZATIONS NAME 

Valley Utilities Water Company, Inc. 
l b  INDIVIDUAL'S LAST NAME FIRST NAME MIDDLE NAME SUFFIX 

1c MAILING ADDRESS Crpl  STATE POSTAL CODE 

6806 N. Dysart Road, Suite 112 Glendale AZ 85307 
COUNTRY 

USA 
I d  TAX ID # SSN OR EIN ADD'L INFO RE I l e  TYPE OF ORGANIZATION I f  JURlSDlCTlONOFORGANlZATlON l g  ORGANIZATIONAL ID #. If any 

OR 

2a ORGANIZATIONS NAME 

2b INDIVIDUAL'S LAST NAME FIRST NAME MIDDLE NAME SUFFIX 

2c MAILING ADDRESS CITY STATE POSTAL CODE COUNTRY 

2d TAX ID # SSN OR EIN ADD'L INFO RE 12e TYPEOF ORGANIZATION 2f JURlSDlCTlONOFORGANlZATlON 2g ORGANIZATIONAL ID #, if any 

OR 
Water Infrastructure Finance Authority of Arizona 

3b. INDIVIDUAL'S LAST NAME FIRST NAME MIDDLE NAME SUFFIX 

I 
3c. MAILING ADDRESS 

- 11 10 W. Washington, Suite 290 
Crry STATE POSTAL CODE COUNTRY 

Phoenix AZ 85007 USA 



Continuing Security Agreement 

Date: October 19,2006 

Parties: Obtiaor: Valley Utilities Water Company, Inc. 

Address: 6808 N. Dysart Road, Suite 112 
Glendale, Arizona 85307 

i r  

Secured Party: Water Infrastructure Finance Authority of Arizona 

Address: 1 1 10 West Washington, Suite 290 
Phoenix, Arizona 85007 

Attention: Executive Director 

Agreement: For good and valuable consideration, the receipt and sufficiency of which are hereby 
acknowledged, Obligor agrees for the benefit of Secured Party as follows: 

1. Schedule Of Terms. 

Name in which Obligor conducts business: Valley Utilities Water Company, Inc 

Locations of Collateral: 

See Attached 

2. Definitions. In this Agreement, the following tenns shall have the following meanings, and all 
capitalized tenns used in this Agreement not defined herein and used or defined in the Uniform 
Commercial Code will have their respective meanings in the Uniform Coinmercial Code: 

"Accounts" means all accounts arising from or by virtue of the sale, lease or disposition of any of 
the Real Property or Personal Property, or from any policy of insurance or the taking of any of the 
Real Property by right of eminent domain or condemnation or by private or other purchase in lieu 
thereof, including change of grade of street, curb cuts or other rights of access, for any public or 
quasi-public use under any law and all amounts due under current and fiiture Customer accounts, 
including but not limited to those future accounts arising from any water utility plants or systems (or 
for delivery of water by any other means); 

"Agreement" means this Security Agreement as it may be amended, modified, extended, renewed, 
restated, or supplemented from time to time. 
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"Agreement" means this Security Agreement as it may be amended, modified, extended, renewed, 
restated, or supplemented froin time to time. 

"Collateralt' means all of Obligor's present and future right, title, and interest in and to any and all 
of the following types of property, regardless of whether in the possession of Obligor, a bailee, a 
warehouseman, or any other Person; Fixtures, Personal Property, Accounts, General Intangibles, 
Liens and Encumbrances and Proceeds; the agreements, documents, and iiistruinents evidencing 
Accounts or granting such Liens and Encumbrances and the filings and recordings relating to such 
Liens and Engumbrances; all books and records and all computer software, computer disks, 
computer tapes, and other record keeping media pertaining to any of the Collateral; furniture, 
fixtures, machinery, and equipment of any kind or nature; and proceeds of any of the Collateral; any 
accounts established for debt service or reserves; any certificate of authority, franchise or other right 
to conduct business as may be issued by any Govenunental Authority (including, without liinitation, 
cash and non-cash Proceeds, insurance proceeds, proceeds of any proceeds, and proceeds of any 
taking by any Govenmental Authority or any transfer in lieu of such a taking). 

"Commitment" means any and all obligations of Secured Party from time to time to make advances 
to Obligor, or to make other financial accommodations for Obligor. 

"Customer" means a water supply customer of Obligor. 

"Default Rate" means a rate per annuin of interest equal to the sum of (i) six percent (6%) per 
annuin, and (ii) the rate per a n n m  of interest applicable froin time to time to the principal amount 
under the Note. 

"Event of Default" shall have the meaning specified in Section 6. 

"Fixtures" means the water utility plants and systems of the Debtor, including, but not limited to, all 
water works, generating stations, substations, pump houses, wells, distribution lines, whether located 
upon the Real Property or upon public or private easements, leaseholds or the like and which form a 
part of or are used in connection with the water utility plants or systems of the Debtor. 

"General Intangibles" means all of the franchises, certificates, authorizations by rule, privileges, 
pelinits, grants and consents for the construction, operation, and maintenance of water plants or 
systems in, on, and under streets, alleys, highways, roads, public grounds, easements and 
rights-of-way and all rights incident thereto which were granted by private persons or entities or the 
governing bodies of the cities, counties, state, and countries in which the Debtor operates and 
including, but not limited to, pennits and certificates issued pursuant to the applicable provisions of 
the Arizona Water Code, and all development rights, utility commitments, water and wastewater 
taps, living unit equivalents, capital improvements project contracts, utility construction agreements 
with any govenimental authority, including inuiiicipal utility districts or other constitutional 
conservation districts created under Article 111, Section 52, or Article XVI, Section 59, of the Arizona 
Constitution, or with any utility companies (and all refunds and reimbursements thereunder) relating 
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to the Real Property or improvements, as any of the foregoing inay be amended, and all plants and 
specifications for water utility plants or systems and all Debtor's rights (but not Debtor's obligations) 
under any documents, contract rights, accounts, coimnitments, construction contracts (and all 
payment and perfoiinance bonds, statutory or otherwise, issued by any surety in coimection with any 
such construction contracts, and the proceeds of such bonds), arclii tectural contracts, engineering 
contracts, and general iikangibles (including without limitation trademarks, trade names, and 
symbols) arising from or by virtue of any transactions related to the Real Property, any improvements 
thereon, or the Personal Property, management contracts and all of the Debtor's rights under any 
contracts otlieiwise providing for tlie purchase, lease, sale or assignment of water or water rights. 

"Governmental Authority" means any government, any court, and any agency, authority, body, 
bureau, department, or instrumentality of any goveinment. 

"Inventory" means all goods and other tangible and intangible personal property (i) owned by 
Obligor or in which Obligor has rights or an interest under any agreement, document, insti-uinent, or 
otheiwise (including, without limitation, a lease) now or hereafter from time to time and (ii) either 
(A) consumed or to be consumed in the business of Obligor, (B) held for sale, lease, or other 
disposition by Obligor, (C) sold, leased, or furnished under contracts for service, or (D) used for 
demonstration, display, executive, model, or similar uses, or to be so used. Inveiitoiy includes, 
without limitation, (i) raw materials, scrap materials and by-products, work in progress, supplies, 
components, parts, spare parts, accessories, and finished goods, (ii) the rights and interest of Obligor 
in goods or other tangible or intangible personal property sold, leased, or furnished under contracts of 
service, (iii) goods or other tangible or intangible personal property sold, leased, or furnished under 
contracts of service and returned to or repossessed by Obligor, and (D) all accessions and additions 
to any goods or other tangible or intangible personal property included in Inventory. 

"Lien or Encumbrance" and "Liens and Encumbrances" mean each and all of the following: (i) 
any lease or other riglit to use; (ii) any assignment as security, conditional sale, grant in trust, lien, 
mortgage, pledge, security interest, title retention arrangement, other encumbrance, or other interest 
or iiglit securing the payment of money or the performance of any other liability or obligation, 
whether voluntarily or involuntarily created and whether arising by agreement, document, or 
instrument, under any law, ordinance, regulation, or rule (federal, state, or local), or otherwise; and 
(iii) any option, riglit of first refkal, other right to acquire, or other interest or riglit. 

"Loan Agreement" means that certain Loan Agreement of even date herewith by and between 
Obligor and Secured Party, as it may be amended, modified, extended, renewed, restated or 
supplemented froin time to time. 

"Loan Documents'' means the Loan Agreement, this Agreement and any and all other agreements, 
documents, and instruments from time to time evidencing, guarantying, securing, or otheiwise 
relating to the Obligations (including, without limitation, any and all proinissoiy notes, loan 
agreements, and guaranties), as they inay be amended, modified, extended, renewed, restated, or 
supplemented from time to time. 
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"Note" means that certain promissory note of even date herewith executed by Obligor in favor of 
Secured Party, as it may be amended, modified, extended, renewed, restated or Supplemented fi-om 
time to time. 

"Obligations" means (i) payment by Obligor of all sums due under and pursuant to the Note, the 
Loan Agreement, or any other Loan Document; (ii)yerfonnance by Obligor of all terms and 
conditions set forth in any or all of the Loan Documents; and (iii) any and all other liabilities and 
obligations of Obligor to Secured Party existing now or in the future (except indebtedness of any 
individual for personal, family, or household purposes), whether for the payment of money or 
otherwise, whether absolute or contingent, whether as principal, endorser, guarantor, or otlieiwise, 
whether originally due to Secured Party or to a third Person and assigned or endorsed to Secured 
Party, and whether several, joint, or joint and several, all as they may be amended, modified, 
extended, renewed, restated, or supplemented fi-om time to time. 

"Permitted Exceptions" means a Lien and Encumbrance granted by Obligor with the consent of 
Secured Party. 

"Person" means a natural person, a partnership, a joint venture, an unincorporated association, a 
corporation, a limited liability company, a trust, any other legal entity, or any Governmental 
Authority. 

"Personal Property" means all goods, (whether goods held for sale or returned or whether used in 
the business of the Debtor or to be installed in or on the Real Property), personal property, 
equipment, Inventory, fixtures, fuiiiisliings, devices or tools and all replacements or substitutions of 
same. 

"Proceeds" means all deposits, bank accounts, funds, insti-uinents, notes or chattel paper of Obligor, 
including, without limitation cash or securities deposited pursuant to leases to secure perfoimance by 
the tenants of their obligations thereunder; and proceeds arising froin or by virtue of the sale, lease or 
other disposition of the Real Property and proceeds (including premium rehids) of each policy of 
insurance relating to the Real Property. 

"Real Property" means all real property owned by Obligor 

"Remittance Account" means an account established with a financial institution acceptable to 
Secured Party for the benefit of Secured Party and subject to the sole dominion and control of 
Secured Party. 

"Requirements" means any and all obligations, other tenns and conditions, requirements, and 
restrictions in effect now or in the future by which Obligor or any or all of the Collateral is bound or 
which are otheiwise applicable to any or all of the Collateral or the business or operations of Obligor 
including, without limitation, such obligations, other tenns and conditions, restrictions, and 
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requirements imposed by: (i) any law, ordinance, regulation, or rule (federal, state, or local); (ii) aiiy 
approvals and permits; (iii) any Peiinitted Exceptions; (iv) any insurance policies; (v) any other 
agreement, document, or instrument to which Obligor is a party or by which Obligor or any of the 
Collateral is bound; or (vi) any judgment, order, or decree of any arbitrator, other private adjudicator, 
or Govemniental Authority to which Obligor is a party or by which Obligor, any or all of the 
Collateral, or the business or operations of Obligor is bound. 

Transfer" incans the occurrence of any of the following: 

(i) Any or all of the Collateral, or any interest or right of Obligor in or to the Collateral, is 
conveyed to, or becomes vested in, any Person, other than Obligor and Secured Party, voluntarily or 
involuntarily; 

(ii) The occurrence of any event that results in any option, right of first refusal, other right to 
acquire, or any other claim, interest, or right in, to, or against, any or all of the Collateral being held 
bya Person other than Obligor and Secured Party, whether occui-ling voluntarily or involuntarily and 
whether arising by agreement, under any law, ordinance, regulation, or rule (federal, state, or local), 
or otherwise; or 

(iii) Obligor enters into aiiy agreement the pel-foiinance of which would result in a Transfer 
under clause (i) or (ii) above, and tlie consuinniation of such agreement is not expressly conditional 
upon tlie prior written consent of Secured Party in its absolute and sole discretion, 

except (A) disposition of Inventory by lease, sale, or otherwise for fair consideration in the ordinary 
course of the business of Obligor, excluding fi-om such exception bulk sales, dispositioiis to one or 
more creditors, and transfers in satisfaction of indebtedness, and (B) the Permitted Exceptions. 

"Uniform Commercial Code" means the Unifonii Commercial Code as in effect fi-om time to time 
in the State of Arizona (currently, Arizona Revised Statutes Sections 47-1 101 through 47-9507). 

3. 
Collateral to secure payment and perfoiinance of the Obligations. 

Grant Of Securitv Interest. Obligor grants to Secured Party a Security Interest in the 

4. Obligor Representations And Warranties. Obligor represents and warrants to Secured Party 
as of the date of this Agreement: 

4.1 Ownership of Collateral. Obligor is the legal and beneficial owner of the Collateral, subject 
only to the Permitted Exceptions. There are no Liens and Encumbrances on the Collateral or 
claims thereof, except the Pennitted Exceptions. There is no financing statement now filed or 
recorded covering any of the Collateral or in which Obligor is named or has signed as a Debtor, 
except financing statements related to the Peiinitted Exceptions. 



4.2 Validity, Perfection, and Priority of Security Interest. The Security Interest granted in this 
Agreement (i) is legal, valid, binding, and enforceable, (ii) is a perfected security interest in all 
the Collateral, and (iii) is and shall remain prior to any security interest other than the Peiinitted 
Exceptions. 

4.3 Names; Location of Collateral; Place of Business or Chief Executive Office; and Books and 
Records. Obligor conducts its business and other activities solely in the naine(s) set forth in 
Section 1. The Collateral, the sole place of business or the chief executive office of Obligor, and 
all books and records of Obligor relating to the Collateral are at the location(s) set forth in 
Section 1. 

5. ObliPor Covenants. Until any Coinniitinent terminates in full, and the Obligations are paid and 
performed in full, Obligor agrees that, unless Secured Party otherwise agrees in writing in Secured 
Pai-ty's absolute and sole discretion: 

5.1 Pavinelit and Performance of Obligations. Obligor shall pay and perform the Obligations. 
Obligor shall coinply with and perfoiin the Requirements. 

5.2 Transfer; Liens and Encumbrances; Defense of Obligor's Title and of Security Interest. 

5.2.1 Obligor shall not suffer to occur any Transfer. Except for Permitted Exceptions, 
Obligor sliall not suffer to exist any Lien or Encumbrance on any or all of the Collateral, 
regardless of whether junior or senior to the security interest granted herein. Obligor shall 
notify Secured Party iiiimediately of any claim of any Lien or Encumbrance on any or all of 
the Collateral. Except for financing statements relating to Pennitted Exceptions, Obligor 
sliall not execute or suffer to exist or to be filed or recorded any financing statement that 
covers any or all of the Collateral or in which Obligor is named or signs as Debtor. 

5.2.2 Obligor shall defend the Collateral, the title and interest therein of Obligor 
represented and warranted in this Agreement, and the legality, validity, binding nature, and 
enforceability of the security interest granted herein, the perfection thereof, and the priority 
thereof against (i) any attachment, levy, or other seizure by legal process or otherwise of all 
or part of the Collateral,'(ii), except for Permitted Exceptions, any Lien or Encumbrance or 
claim thereof on any or all of the Collateral, (iii) any attempt to realize upon any or all of the 
Collateral under any Lien or Encumbrance other than the Peiinitted Exceptions, regardless of 
whether junior or senior to the security interest herein, or (iv) any claim questioning the 
legality, validity, binding nature, enforceability, perfection, or priority of the security interest 
herein. Obligor shall notify Secured Party immediately in writing of any of the foregoing. 

. 

5.3 Names; Books and Records; Location of Collateral; Place of Business or Chief Executive 
Office. Obligor shall maintain complete and accurate books and records relating to the 
Collateral. Unless Obligor obtains the prior written consent of Secured Party and takes in 
advance all actions and makes all filings and recordings necessary or appropriate to assure the 
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perfection and priority of the security interest granted herein, Obligor shall not change its name, 
shall conduct its business and other activities solely in tlie nanie(s), trade nanie(s), and fictitious 
name(s) in Section 1, and shall not move the Collateral, its sole place of business or chief 
executive office, or its books and records relating to tlie Collateral from tlie location(s) in Section 
1, Anything in this Section 5.3 to the contrary notwithstanding, Obligor may move the Inventory 
between any of such locations and between any of such locations and any location at which 
services are rendered to Customers or where the Inventory is delivered to Customers. 

5.4 Inspection. Secured Party and such persons as Secured Party may designate shall have the 
right, at any reasonable time from time to time, (i) to enter upon the premises at which any of the 
Collateral or any of the books and records relating to the Collateral is located, (ii) to inspect the 
Collateral, (iii) to make extracts and copies fi-om Obligor's books and records relating to the 
Collateral, and (iv) to verify under reasonable procedures detennined by Secured Party the 
amount, condition, quality, quantity, status, validity, and value of, or any other matter relating to, 
the Collateral (including, without limitation, in the case of Accounts or Collateral in the 
possession of a third Person by contacting the obligors of the Accounts or the third Persons 
possessing sucli Collateral for the purpose of making such verification). Obligor shall provide 
access to sucli premises. Secured Party shall have the absolute right to share any infoiination it 
gains froin any such inspection or verification with any other Person holding an interest or a 
participation in any of tlie Obligations. 

5.5 Further Assui-ances. Obligor shall promptly execute, acknowledge, deliver, and cause to be 
duly filed and recorded all such additional agreements, documents, and instizlmeiits (including, 
without limitation, financing statements) and take all such other actions as Secured Party may 
reasonably request from time to time to better assure, perfect, preserve, and protect tlie security 
interest granted herein, the priority thereof, and the rights and remedies of Secured Party 
hereunder. If any amount payable under or in coiinection with any Receivable shall be evidenced 
by any Instrunieiit or any of the Inventory by a Document, such Docuinent or Instrument shall be 
iininediately pledged and delivered to the Secured Party, duly endorsed in a manner satisfactory 
to the Secured Party. 

5.6 Maintenance of Inventory. Obligor shall keep the Inventory in good and leasable, saleable, 
and usable condition and shall store the Inventory properly to protect it from damage, 
destruction, and deterioration. Obligor shall not misuse or conceal tlie Inventory nor take any 
action or fail to take any action with respect to Inventory that might affect any insurance 
coverage. Unless Secured Party approves in advance in writing, Obligor shall not use any 
Inventory for demonstration, executive, or any similar purpose, other than reasonable and 
customary quality control tests and inspections. Obligor shall pay promptly when due all 
liabilities and obligations incurred to acquire or lease Inventory or otherwise relating to 
Inventory. 

5.7 Insurance. The risk of loss of, damage to, or destruction of the Collateral at all times shall be 
on Obligor. At its expense, Obligor will maintain insurance in form and amounts, and with 
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companies, in all respects satisfactory to Secured Party, covering all of the insurable Collateral 
011 an all-risk basis at full replacement value. Obligor shall deliver to Secured Party tlie original, 
or a certified copy, of each policy of insurance and evidence of payment of all premiums therefor 
w i t h  thirty (30) days of the date hereof. Such policies of insurance shall contain an 
endorsement or an independent insti-ument furnished to Secured Party, providing that such 
insurance company will give Secured Paity at least 30 days prior written notice before any such 
policy or policies of insurance shall be altered or canceled. Obligor hereby agrees to apply all 
insurance -r proceeds received under the Insurance Policy to remedy the loss covered thereby 
(including reimbursiiig Obligor for funds expended to remedy such loss), to satisfy the 
indebtedness evidenced by the Note, or as otkeiwise consented to by Secured Party. 

5.8 Taxes. Obligor shall promptly pay when due any and all property, excise, and other taxes 
and all assessments, duties, and other charges levied or imposed on any or all of the Collateral or 
imposed on Obligor in respect of any or all of the Collateral, this Agreement, or the security 
interest granted herein. Obligor shall also pay when due any and all lawful claims for labor, 
materials, and supplies, that, if unpaid, might become a Lien or Encumbrance on any or all of the 
Collateral. 

5.9 Special Coveiiants Regarding Collateral. 

5.9.1 Use of Inventory. Until an Event of Default, Obligor may possess, process, use, and 
consume in the manufacture or processing of finished goods, and lease, sell, or otherwise 
dispose of for fair consideration the Inventory, all in the ordinary course of Obligor's 
business, excluding, however, any bulk sale, any disposition to one or more creditors, and 
any transfer in satisfaction of indebtedness. 

5.9.2 Proceeds of Iiiventory and Accounts and Notification to Accounts Obligors. Upon the 
occurrence of an Event of Default, to tlie extent applicable, (i) Obligor will notify the 
obligors of Accounts to make payments of any or all Accounts directly into a Remittance 
Account established in favor of Secured Party, and (ii) Obligor shall on the day of receipt by 
Obligor of any Accounts or any proceeds of Inventory or Accounts, transmit the same to 
Secured Party in the foiin received by Obligor. Obligor agrees to account to Secured Party 
for all Accounts and all proceeds of Inventory and Accounts and, pending transmittal of any 
proceeds to Secured Party, to hold tlie same in the foiin received separate and apart from, and 
not coinmingled with, any other property of Obligor and in trust for Secured Party. Amounts 
in the Remittance Account and any cash proceeds received by Secured Party will be applied 
periodically by Secured Party to payment of such of the Obligations, whether or not then due, 
determined by Secured Party in its absolute and sole discretion. 

5.10 No Obligations and Limit of Liability of Secured Party. Secured Party does not assume 
and shall have no liability or obligation for any liabilities or obligations of Obligor relating to 
the Collateral. Secured Party shall have no obligation to notify Obligor with respect to the 
payment or performance or non-payment or non-performance of any third Person obligations 
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included in the Collateral (including, without limitation, payment or non-payment of any 
Accounts) or to enforce the payment or perfoimance by any third Person of obligations 
included in the Collateral (including, without limitation, payment of the Accounts). In 
exercising its rights and remedies in the Loan Documents and its other rights and remedies 
and in perfonning any obligations to Obligor, Secured Party and its stockholders, directors, 
officers, employees, agents, and representatives shall have no liability or responsibility 
whatsoever (including, without limitation, any liability or obligatioii for any injuiy to the 
assets, business, operations, or property of Obligor), other than for its gross negligence or 
willful misconduct. No action taken or omitted to be taken by the Secured Party with respect 
to all or pai-t of the Collateral shall give rise to any claim, counterclaim, defense, or offset in 
favor of Obligor against Secured Party (except for claims for gross negligence or willful 
inisconduct by Secured Party). 

5.1 1 Costs and Expenses of Perfoimance of Oblinor's Covenants. Obligor will perfoiin all 
its obligations under this Agreement at its sole cost and expense. 

5.12 Actions by Secured Party; Power of Attoiiiey. 

, 5.12.1 If Obligor fails to pay or perform any of the Obligations under this Agreement, 
Secured Party in its absolute and sole discretion, without obligation so to do, without 
releasing Obligor froin such Obligations, and without notice to or demand upon Obligor, 
may pay or perfonn the same in such manner and to such extent as Secured Party 
determines necessary or appropriate in its absolute and sole discretion. 

5.12.2 Without limiting the general powers, whether conferred herein, in another Loan 
Document, or by law, upon an Event of Default or in exercising its rights under Section 
5.12.1, Secured Party shall have the right but not the obligation to do any or all of the 
followiiig fi-oiii time to time, to tlie extent applicable: (i) to enter upon any premises 
where any of the Collateral or the books and records relating to the Collateral are located 
and take possession of the Collateral; (ii) to maintain, preserve, protect, repair, restore, 
assign, lease, pledge, sell, and otherwise dispose of and deal with tlie Collateral; (iii) to 
make additions, alterations, aiid improvements to the Collateral to keep the Collateral in 
good condition aiid repair; (iv) to enforce the rights and remedies of Obligor with respect 
to the Collateral; (v) to perfonn or cause compliance with the Requirements; (vi) to 
adjust, comproinise, defend, deposit a bond or give security in connection with, 
discharge, enforce, make deinands related to, pay or otherwise obtain the discharge or 
release, prosecute, release, settle, terminate, or waive any claim or legal proceeding 
relating to any or all of the Collateral (including, without limitation, claims under 
iiisurance policies and claims against Obligor or the Collateral that Secured Party 
believes to be valid, regardless of whether actually valid); (vii) to send verifications to 
obligors of Accounts and issuers of Documents evidencing or representing Collateral; 
(viii) to noti@ obligors of Accounts to make payments directly to Secured Party; (ix) to 
execute, deliver, file, record, amend, modify, extend, renew, restate, supplement, and 
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terminate agreements, documents, and insti-uinents included in or relating to the 
Collateral (including, without limitation, invoices, bills of lading, and Documents); (x) to 
receive, endorse, and collect Accounts (including, without limitation, checks, 
Instiuinents, and other orders for the payment of inoney made payable to Obligor or 
representing any Collateral), and to give receipts and full or partial discharge for tlie 
same; (xi) to obtain, realize upon, and release guaranties and security for obligations of 
third Persons included in the Collateral (including, without limitation, the Accounts); 
(xii). to obtain any insurance required under this Agreement, to pay the premiums for such 
required insurance, to file, prosecute, coinproinise, and settle proofs of claim under such 
insurance, and to receive insurance proceeds payable to Secured Party alone; (xiii) to 
commence, appear and participate in, prosecute, aiid terminate any legal proceeding 
relating to (A) the Collateral, (B) the security interest granted herein, (C) the perfection 
or priority of such security interest, or (D) the rights or remedies of Secured Party under 
the Loan Documents or the law; (xiv) to coinpromise, contest, deposit a bond or give 
security in connection with, discharge, pay, purchase, or settle any Lien or Encumbrance 
(including, without limitation, any Pennitted Exception), whether senior or junior to the 
security interest granted herein; (xv) to do all other acts and things that Secured Party 
may, in its absolute and sole discretion, detennine to be necessary or appropriate to cany 
out the purpose of the Loan Documents, as fully and completely as if Secured Party were 
the absolute owner of the Collateral, and (xvi) to pay froin Secured Party's own hiids or 
froin proceeds of advances of any unadvanced portion of any Coimnitment, which 
advances Obligor hereby authorizes Secured Party to make for account of Obligor, all 
related costs, expenses, and fees (including, without limitation, attorneys' fees and costs 
of legal proceedings) incurred by Secured Party, which costs, expenses, aiid fees, if paid 
from Secured Party's funds, Obligor agrees to pay to Secured Party upon demand together 
with interest thereon at the Default Rate from tlie date incurred until paid in full. All 
costs, expenses, and fees incurred by Secured Party shall be prima facie evidence of the 
necessity therefor and the reasonableness thereof. Nothing in this Agreement shall be 
construed as requiring or obligating Secured Party to inake any inquiry as to the nature or 
sufficiency of any payment received by Secured Paity, to present or file any claim or 
notice, or to take any other action with respect to the Collateral. 

5.12.3 Obligor hereby appoints Secured Party as Obligor's attorney-in-fact for the 
purpose of canying out the provisions of this Agreenient (including, without limitation, 
the obligations of Obligor). This appointment is coupled with an interest and is 
ii-revocable. Without limiting the generality of the foregoing, Secured Party shall have the 
power as attorney-in-fact to do the things described in Section 5.12.2 as and when 
provided in such section. 

5.12.4 Nothing in this Agreement shall relieve Obligor of any of its obligations under 
any Loan Document or under any other agreement, document, or instrument or in any 
way limit the rights or remedies of Secured Party. 
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6. Events Of Default. Each of the following shall be an event of default ("Event of Default"): 

6.1 Attachment, garnisliinent, levy of execution, or seizure by legal process of any or all of the 
Collateral. 

6.2 Any legal proceeding or other action against or affecting any or all of the Collateral is 
coininenced (including, without limitation, any prejudgment attachment or garnishment) and is 
not quashed, stayed, or released within thirty (30) days. 

6.3 Giving of notice of a sale under the Unifoiin Coimnercial Code or any other action by any 
Person, other than Secured Party, to realize upon any of the Collateral under any Lien or 
Encumbrance, regardless of whether such Lien or Encumbrance is a Permitted Exception and 
regardless of whether junior or senior to the security interest granted herein. 

6.4 Any Transfer occurs. 

6.5 Any Lien or Encumbrance on any or all of the Collateral, other than the Permitted 
Exceptions, is created or exists, whether junior or senior to the security interest herein. 

6.6 Any or all of the Collateral is lost, stolen, suffers substantial damage or destruction, or 
declines materially in value. 

6.7 Obligor abandons any or all of the Collateral. 

6.8 The occurrence of a default or any event or condition that with notice, passage of time, or 
both would be a default in respect of any Peiinitted Exception. 

6.9 The occurrence of a default or condition or event designated as a default, an event of default, 
or an Event of Default in any other Loan Document or in any agreement, document, or 
instrument relating to any other indebtedness of Obligor to Secured Party. 

7. Rights And Remedies Of Secured Party. Upon occurrence of an Event of Default, Secured 
Party may, at its option, in its absolute and sole discretion and without demand or notice, do any or 
all of the following: 

7.1 Acceleration of ObliEations. Declare any or all of the Obligations to be iininediately due and 
payable, whereupon such Obligations shall be immediately due and payable within 30 days. 

7.2 Possession and Other Actions Conceiiiiiia Collateral. Either in person or by agent, with or 
without bringing any action or legal proceeding, witliout regard to the adequacy of its security, or 
by means of a couit appointed receiver, enter upon any premises in which the Collateral or the 
books and records relating to the Collateral are located and take sole and exclusive possession of 
all or any part of the Collateral, and take any or all of the actions described in Section 5.12.2. In 
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the event Secured Party demands, or attempts to take possession of the Collateral in the exercise 
of the rights under this Agreement, Obligor shall promptly tuin over and deliver possession of 
the Collateral to Secured Party. Secured Party may enter upon any premises upon which any of 
the Collateral or any books and records relating to the Collateral are located in order to exercise 
Secured Pai-ty's right to take possession of the Collateral and may remove the Collateral froin 
such premises or render the Collateral unusable. 

7.3 Replevin. As a matter of right and without notice to Obligor or anyone claiining under 
Obligor, Secured Party shall be entitled to orders of replevin by a court of any or all Collateral 
fioin time to time. 

7.4 Other Rights and Remedies. Exercise any and all other lights and remedies of Secured Party. 
In this regard, Secured Party may, among any other rights and remedies, sell all or any part of the 
Collateral at public or private sale for cash, upon credit, in exchange for other property, or for 
future delivery as Secured Party shall deem appropriate. As to sale or other disposition of the 
Collateral, except as to any of the Collateral that is perishable, threatens to decline speedily in 
value, or is of a type custoinarily sold on a recognized market as to which no notice shall be 
required, Secured Party will give Obligor reasonable notice of the time and place of any public 
sale or of the time after which any private sale or aiiy other intended disposition is to be made. 
Obligor agrees that aiiy such notice shall be sufficient if given at least ten (1 0) days prior to such 
sale or other disposition. Secured Party may be a purchaser at any sale. Secured Party inay pay 
the purchase price at any sale by crediting the amount of the purchase price against the 
obligations. 

8. Application Of Proceeds. All Collateral and all proceeds of Collateral received by Secured 
Party, before or after an Event of Default, will be applied by Secured Party to the Obligations, 
whether or not due, in such order as Secured Party shall determine in its absolute and sole discretion, 
subject to any requirements of law. Any Collateral and any balance of such proceeds remaining after 
payment of the Obligations in full will be paid to Obligor, its successors or assigns, or as the law or a 
court of competent jurisdiction may direct. Any proceeds of Collateral in the form of a check shall be 
credited against the Obligations only upon the expiration of such period of time after receipt thereof 
by Secured Party as Secured Party determines is reasonably sufficient to allow for clearance or 
payment thereof. Any other proceeds of Collateral will be credited against the Obligations only upon 
conversion into cash and receipt of such cash by Secured Party. Each such credit shall, however, be 
conditional upon final payment to Secured Party of the item giving rise to such credit. 

9. Provisions In Other Loan Documents Govern This Agreement. This Agreement is subject to 
certain' tenns and provisions in the other Loan Documents, to which reference is made for a 
statement of such tenns and provisions. 

10. Counterparts. This Agreement may be executed in counterparts, all of which executed 
counterparts shall together constitute a single document. Signature pages inay be detached from the 
counterparts and attached to a single copy of this Agreement to form physically one document. 
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October 19,2006 

BY 

Title! President 
"Obligor" 
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May 17,2006 

,- 

Judy Navarrete 
Water Infrastructure Financing Authority 
1 1 10 West Washington Street, Suite 290 
Phoenix, Arizona 85007 

Subject: Loan Collateral 

Dear Ms. Navarrete: 

Please find below the Parcel numbers of the physical property that will serve as 
the collateral for the WIFA loan, Project number DW 032-2006. 

PARCEL NUMBERS LOCATION & DISCRTPTION 

1. 501-52-001 F 

2.501-63-930 

3.501-57-046 B 

4.501-56-038 B 

5.501-56-010 V & 50 -0 5-0 

If there any questions, please call. 

NW corner of Dysart Road & Glendale 
Avenue, Northern well. 

NW comer of 129& Avenue & San Miguel, 
Lux Well Yard & Booster Station. 

SE corner of Glendale Avenue & 
Commissary Road, Glendale Well Yard & 
Booster Station. 

12334 West Maryland Avenue, booster 
station. 

8 To the rear, north boundry, of 12540 West 
Bethany Home Road, Bethany Hills West 
well yard & booster station. 

Respectfully, 

Robert L. Prince 
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28 
29 
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31 
32 
33 
34 
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39 
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41 
42 
43 
44 
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46 
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48 
49 
50 
51 
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53 
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55 
56 
57 
58 
58 
59 
60 
61 
62 

Valley Utilities Water Company 
Proposed Debt Recovery Surcharge - Long-Term Debt 

computation 

WlFA Loan Principle 
Interest Rate (annual)' 
Term (in years) 
Annual Principle Payment [I] 
Tax Factor [2] 
Principle plus Taxes [ l ]  X [2] = [3] 
Annual Interest Payment [4] 
Debt Payment Reserve I5]* 
Total Annual Debt Service [SI+ [41+ [51 = [61 

Total [6] 

Number of Customers at YE 2006 

ComDutation of Eauivalent 518 Inch Meters 

Meter Size 
518 Inch 
314 Inch 
1 Inch 
1 1/2 Inch 
2 Inch 
3 inch 
4 Inch 
6 Inch 
8 Inch 
10 Inch 
12 Inch 
Totals 

$ 250,000 
6.00% 

20 
$ 6,796 

1.62 
$ 11,010 
$ 15,000 
$ 4,359 
$ 30,369 

1,418 

Portion of 2006 
Anticipated Growth Year-end Customers 

13.47% 191 
53.95% 
28.42% 
0.42% 
3.39% 
0.35% 
0.00% 
0.00% 
0.00% 
0.00% 

765 
403 

6 
48 
5 

0.00% 
100.00% 1,418 

C 

$ 30,369 

AWWA 
Meter 
Flow 

1 .o 
1.5 
2.5 
5.0 
8.0 

16.0 
25.0 
50.0 
80.0 

115.0 

Equivalent 
518 Inch Meters 

191 
1.148 
1,008 

30 
384 
80 

215.0 
7 m n  

Total Equivalent 518 Inch Meters m 
Annual Costs Expected to be Funded by Surcharge (Percent X p] = [E]) 

Annual Surcharge for Equivalent 5I8 Inch Metered Customer before tax (rounded down) ([E] I m = [9]) 

Monthly Surcharge for Equivalent 518 Inch Metered Customer before tax (rounded down) ([9] I 12 = [IO]) 

100% $ 

$ 

$ 

2,840 

30,369 

10.69 

0.89 

B e  
Meter Size 
518 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
3 inch 
4 Inch 
6 Inch 
8 Inch 
10 Inch 
12 Inch 

0.89 
1.34 
2.23 
4.45 
7.13 

14.25 
22.27 
44.54 
71.27 

102.45 
191.53 

Customer Monthb Bill Impact 
5/8 Inch metered customer at average use of 9,264 gals. 
3/4 Inch metered customer at average use of 10,243 gals. 

Current Mon Bill 
$ 
$ 

30.21 
38.15 

' Assumed to be 75 percent of prime rate (rounded). Current prine rate is 8.25%. 
WlFA debt reserve requirement is to collect oneyears debt service over 5 years (60 months) 

I1 01 
Scaled on 5I8 meter flow 
Scaled on 5/8 meter flow 
Scaled on 518 meter flow 
Scaled on 518 meter flow 
Scaled on 518 meter flow 
Scaled on 5/8 meter flow 
Scaled on 518 meter flow 
Scaled on 5/8 meter flow 
Scaled on 518 meter flow 
Scaled on 518 meter flow 

Mon. Surchame 
$ 0.89 
$ 1.34 

Total Mon.Bill % Increase 
$ 3'l.lO 2.95% 
$ 39.49 3.50% 
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29 
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31 
32 
33 
34 
35 
36 
37 

39 
40 
41 
42 
43 
44 
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49 
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60 
61 

18 

28 

38 

Valley Utilities Water Company 
Proposed Debt Recovery Surcharge - Short-Term Debt 

Computation 

Line of Credit 
Average Annual Outstanding Balance of Line of Credit [I] 
Annual Interest Rate [2] 
Projected Annual Interest Expense [I][ X [2] = [3] 

Total annual amount to be recovered [3] 

Number of Customers at YE 2006 

$ 250,000 
$ 125,000 

9.00% 
$ 11,250 

$ 11,250 

1,418 

ComDutation of Eauivalent 518 Inch Meters 
AWWA 
Meter 

Portion of 2006 Flow Equivalent 
Meter Size 
518 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch 
3 inch 
4 Inch 
6 Inch 
8 Inch 
10 Inch 
12 Inch 
Totals 

Anticipated Growth Year-end Customers m r  
13.47% 191 1 .o 

518 Inch Meters 
191 

53.95% 
28.42% 
0.42% 
3.39% 
0.35% 
0.00% 
0.00% 
0.00% 
0.00% 

765 1.5 1,148 
403 2.5 1,008 
6 5.0 30 
48 8.0 384 
5 16.0 80 

25.0 
50.0 
80.0 
115.0 

0.00% 215.0 
100.00% 1,418 2,840 

Total Equivalent 518 Inch Meters [4] 

Annual Costs Expected to be Funded by Surcharge (Percent X [3] = [5]) 

Annual Surcharge for Equivalent 518 Inch Metered Customer (rounded) (151 / [4] = [6]) 

Monthly Surcharge for Equivalent 518 Inch Metered Customer (rounded) ([6] I 12 = [7]) 

2,840 

100% $ 11,250 

$ 3.96 

$ 0.33 

Projected Debt Recovelv Surchame bv Meter Size 
Meter Size 
518 Inch $ 0.33 p] 
314 Inch 0.50 Scaled on 518 meter flow 
1 Inch 
1 1/2 Inch 
2 Inch 
3 inch 
4 Inch 
6 Inch 
8 Inch 
10 Inch 
12 Inch 

0.83 Scaled on 518 meter flow 
I .65 Scaled on 518 meter flow 
2.64 Scaled on 518 meter flow 
5.28 Scaled on 518 meter flow 
8.25 Scaled on 518 meter flow 
16.50 Scaled on 5/8 meter flow 
26.40 Scaled on 518 meter flow 
37.95 Scaled on 5/13 meter flow 
70.95 Scaled on 5-18 meter flow 

Customer Monthlv Bill Impact Current Mon. Bill Mon. Surcharae Total Mon.Bill % Increase 
5/8 Inch metered customer at average use of 9,264 gals. $ 30.21 $ 0.33 $ 30.54 1.09% 
3/4 Inch metered customer at average use of 10,243 gals. $ 38.15 $ 0.50 $ 38.65 1.30% 
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4. 

DIRECT TESTIMONY OF ROBERT L. PRINCE 

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION. 

My name is Robert L. Prince. My business address is 6808 N. Dysart Road, Suite 112, 

Glendale, Arizona 85307. I am President of Valley Water Utilities Company Inc. 

HAVE YOU PREVIOUSLY FILED TESTIMONY IN OTHER PROCEEDINGS ON 

BEHALF OF THE APPLICANT, VALLEY WATER UTILITIES COMPANY 

(“VALLEY” OR “COMPANY”)? 

Yes, I have. 

WILL YOU PLEASE STATE FOR THE RECORD THE SIZE AND LOCATION OF 

THE COMPANY’S OPERATIONS? 

Yes, Valley was first Certificated in about 1960, and serves approximately 1,400 primarily 

residential customers in the Glendale area, just south and east of Luke Air Force Base. 

WILL YOU PLEASE EXPLAIN THE PURPOSE OF YOUR TESTIMONY IN THIS 

DOCKET AND THE COMPANION EMERGENCY RATE CASE APPLICATION? 

Yes, we have designed and built our system to serve our existing customers and 

reasonable expectations of our growth, and toward that end have seven wells designed to 

produce 1,725 gpm, with slightly over one million gallons of storage, with the requisite 

booster facilities and approximately 133,000 feet of transmission mains. However, we 

recently have had a catastrophic failure of our largest well and we must immediately 

replace that lost capacity to meet the summer 2008 demand of our customers. We are 

requesting the Commission’s assistance in obtaining financing approvals to obtain 

construction and long term funding of the New Well. In the companion Application we 

address the clear need an Emergency Surcharge to cover the interest payments until the 

93055.00000.333 -1- 
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new well can be included in our rate base and permanent rates established to cover its 

costs. My purpose is to explain the causes of the emergency, propose a solution, and 

request the Commission’s assistance in that regard. 

2. YOU SAY YOUR WELLS ARE DESIGNED TO PRODUCE 1,725 GPM, HAS 

THAT BEEN THE EXPERIENCE? 

4. No, and that is the very serious problem at hand. On August 24, 2007 number 6 well, 

our supposed largest producer totally failed. Designed to produce 425 gpm to meet the 

demand of a new subdivision of 5 17 homes, the well is presently, and permanently, out of 

service. 

2. WILL YOU PLEASE GIVE THE COMMISION A BRIEF HISTORY OF THAT 

WELL? 

4. Valley Utilities Water Co.’s number 6 well, well registration number 55-580082, was 

drilled, developed and tested by Layne Christensen Company, as directed by Southwest 

Ground-water Consultants, Inc. (SGC) in February 2001. The well was also designed by 

SGC while contracted by the developer, Stardust Development, for that purpose. The well 

tests took place over a three day period from March 21 through March 23, 2001. In the 

well report from SGC, the conclusion was that the well would produce the needed amount 

of water to serve the Dreaming Summit subdivision, 450 acre feet per year. As permitted 

by ADWR, the well was approved as designed with a peaking capacity of 1,150 gpm, not to 

exceed 450 AF per year. The well was placed in service August 30,2002. I have attached 

the ADWR Permit No. S-580082 and the ADWR Completion Report as Exhibits 1 and 2, 

respectively. 

Q. HOW HAS THAT WELL PERFORMED? 

-2- 33055.00000.333 
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4. The well operated continuously from August of 2002, meeting demands of the system 

at that time. However, the summer of 2003 revealed a reduction in the production of the 

number 6 well during the highest demand months of May through August. This problem 

was discussed with Steve Noel of SGC and the thought was that the submersible pump that 

was operating may not have been sufficient to produce the desired amount of water at a 

greater than anticipated draw down of the well during the summer months. The conclusion 

being that a larger pump set deeper would produce the needed production during the peak 

demand times. 

2. WERE THERE OTHER PROBLEMS? 

4. Yes, in March of 2006, the thrust bearing failed in the 125 HP submersible and the 

pump was pulled. Valley contracted with Longmire Well Services to video the well to have 

a visual account of the well condition. The video revealed a problem with bio-fouling in 

the well that was so bad that the condition of the casing could not be determined. Valley 

reviewed the video with Frank Turek, geologist for PBS&J as well as Fred Tregaskes with 

the Weber Group (a full service water well contractor). A plan for cleaning and 

rehabilitation was developed and the Weber Group was contracted to implement the plan. 

The process was to physically clean the well with a nylon brush in conjunction with 

chemically cleaning the well with NSF approved chelated chemicals, product brand name 

“Well Clean”. This process resulted in marginal improvements, as determined by an 

“after” video log of the well and the decision was made, with the advice of the contractor 

that no further attempts at remediation would be made at this time. 

Q. DID SUPPLY ISSUES REMAIN? 

>3055.00000.333 -3 - 
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A. Because the time had advanced to May of 2006 and the system water demand was 

increasing dramatically, it was decided to place the well back in service. A 125 HP US 

vertical hollowshaft motor with an 8” National MlOHC, 10 stage bowl assembly was 

selected. This motor and pump combination is capable of producing 600 gpm at a total 

discharge head of 600 feet. The turbine pump was installed by the Weber Group and the 

well was started in June of 2006. The pump ran for 5 to 15 minutes, producing 

approximately 700 gpm to waste, then it broke suction and had to be shut down. A restart 

was done with a throttled discharge to reduce the flow to approximately 400 gpm, the result 

was that the pump ran longer to waste, but again broke suction before being clean enough 

to go to the system. Although the pump produced within the parameters of the engineering 

curves the well was not producing the required flow. We attempted to resolve this problem 

by using a variable frequency drive. The pump was started at a lower frequency, 45 Hz, 

and ran at the slower rate and was slowly increased to a sustainable pumping rate. Running 

the motor at a lower RPM caused the pump to produce at a rate equal to the wells 

production capability, 250 to 350 gpm. This combination of equipment and close 

monitoring of the dynamic level of the well was sufficient to get through the summer of 

2006. 

Q. 

DEMANDS DROPPED? 

A. 

DID YOU ATTEMPT A MORE PERMANENT FIX WHEN THE SEASONAL 

Yes, in March of 2007 it was decided to remove well number 6 from service, video the 

well again and then to physically and chemically clean it again. This time we consulted 

with Mike Schnieders, Hydrologist, with Water Systems Engineering Inc., located in 

Ottawa, Kansas. Mike was recommended by Gary Gin who works for the City of Phoenix. 

-4- 33055.00000.333 
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Gary is a Hydrologist in charge of the cities recharge wells among other projects. Gary is 

highly regarded with respect to bio-fouled wells and he highly recommended Mike 

Schnieders as the preeminent well rehabilitation hydrologist in the country, specializing in 

bio-fouled wells. Valley took water samples per Water Systems Inc. specifications. After 

the analysis was completed, recommendations were made by Water Systems Inc. for what 

we hoped would be the last rehab for the number 6 well. I have attached that report as 

Exhibit 3. 

DID YOU FOLLOW THEIR RECOMMENDATIONS? 

After the Weber Group implemented the plan and the cleaning was complete, a video 

log was again taken to determine the success or failure of the effort. It was discovered that 

although the cleaning, this time, was exceptional there were holes in the wire wrapped 

casing and if not addressed would present problems. If these holes were not repaired they 

would be an ingress path for the gravel pack to enter the well. The holes appeared to be 

corrosion caused as a function of the bacteriological contamination and the low carbon steel 

make up of the casing. Again, Longmire Well Services was contracted to facilitate repairs 

and five perforated patches were swaged to repair the holes. Another video log showed that 

the patches were successful. The pump was reinstalled and the well was again returned to 

service in June of 2007. 

HOW DID THAT WORK? 

The well operated for 80 days losing production on a weekly basis. Production fell 

from 350 gpm to 65 gpm over this period and the well was removed from service on 

August 24, 2007. The pump was inspected and found to be completely destroyed with little 

of the impellers intact. The pump was completely filled with filter pack, sand and clay silts 

-5- 13055.00000.333 
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indicating a failure of the well casing. The video was inconclusive due to fill to a level of 

657 feet but there was indication of corrosion and erosion in the wire screen that may have 

allowed filter pack and other material to enter the well causing the damage found in the 

Pump. 

2. BASED ON YOUR EXPERIENCE AND THE ADVICE OF YOUR 

CONSULTANTS. WHAT DID YOU CONCLUDE? 

4. The number 6 well has been treated with the best available technology in order to 

rehabilitate it and return it to useful service. All attempts have failed and Valley now has no 

choice but to drill a new well to replace the lost 450 acre feet of annual water production 

required for Valley to meet the current demand that comes in the hotter months, April to 

September. 

2. HAS THE COMPANY ATTEMPED TO RESOLVE THIS SUPPLY PROBLEM IN 

ANY OTHER WAY? 

4. Yes. We have entered into a wholesale water agreement for supply from Litchfield 

Park Service Company (LPSCO), the utility immediately south of our service area. 

However, LPSCO has had its own problems and has recently as August 24, 2007 has 

advised us that they could not assist at this time. 

2. ARE THERE OTHER ALTERNATIVES? 

4. We thought perhaps. I have contacted the City of Glendale representatives regarding a 

mutual supply agreement, but have been told in no uncertain terms that the City is not 

interested in such an arrangement. One positive note is that we were awarded a Central 

Arizona Project Subcontract for 250 acre-feet, enough to serve about 500 customers. That 

Subcontract is being finalized presently, but the wet water will not be available until a 

-6- )3055.00000.333 
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delivery and treatment plan is negotiated, designed, financed and constructed, probably 

several years away. The New Well is the only viable plan for summer 2008 supply. 

2. 

4. 

IS THE NEW WELL CRITICAL TO VALLEY AND YOUR CUSTOMERS? 

I can not stress strongly enough, if Valley does not develop a water source equal to what 

was lost, Valley will experience water shortages that will create serious public safety 

concerns for all of the customers that we serve as well as extended outages with no water at 

times. Even with a tie line connected to LPSCO, the availability of that water is subject to 

their system needs and we have been turned down three times already when we requested 

supplement water to augment what we were able to produce. 

2. WHAT IS YOUR REQUEST OF THE COMMISSION? 

\. Valley is at a critical juncture. We must, I say, must, have a new well in service by 

:arly spring 2008. If we do not, our storage tanks will go dry and we will not be able to serve 

\NY of our customers. The only way the new well can be constructed is with WIFA funds and 

with an interim commercial construction loan. To obtain approval of that “bridge” loan we 

nust have a WIFA take out of that line of credit. To obtain the WIFA long term loan we must 

lave an immediate surcharge to cover interest costs until a permanent rate case can recognize 

he new well costs. The solution is not enjoyable for anyone, but it is very clear immediate 

iction by the Commission is essential. 

2. WHAT SPECIFICALLY IS NEEDED? 

4. We need the Commission’s approval of our proposed Line of Credit of up to $250,000 

:which would hopefully be for less than the twelve months during the construction period), and 

,n addition loan term approval of a WIFA loan to repay that Line of Credit, and an Emergency 

Surcharge to cover interest payments to first the bank as set forth in Attachment Three to the 

)3055.00000.333 -7- 
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Emergency Rate Increase Application, and then to WIFA. When the new well comes on line 

md we have operating experience with it, Valley would file a plenary rate application to drop 

[he Surcharge and recover those costs in new permanent rates. 

2. 

4. Yes it does. 

DOES THAT COMPLETE YOUR DIRECT TESTIMONY? 

-8- 33055.00000.333 
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COMPANY INFORMATION 

Company Name pusiness Name) VALLEY UTILITIES WATER CO.. INC. 

Mailing Address 6808 N. DYSART ROAD, SUITE 112 
(Street) 

GLENDALE Az 85307 
(City) (State) (Zip) 

(623) 935-1 100 (623) 935-732 1 (602) 672-948 1 
Telephone No. (Include Area Code) 

Email Address 

FaxNo. (Include Area Code) PagedCell No. (Include Area Code) 

Local Office Mailing Address SAME AS ABOVE 
(Street) 

(City> (State) (Zip) 

Local Office Telephone No. (Include Area Code) Fax No. (Include Area Code) Pager/Cell No. (Include Area Code) 

Email Address 

MANAGEMENT INFORMATION 

Management Contact: ROBERT PRINCE 
(Name) (Title) 

6808 N. DYSART ROAD. SUITE 112 GLENDaE Az 85307 
(Street) (City) (State) (Zip) 

) 935-1 100 (6731 935-7331 

Telephone No. (Include Area Code) Fax No. (Include Area Code) PagerKell No. (Include Area Code) 

Email Address 

On Site Manager: S A M E  AS ABOVE 
(Name) 

(Street) (City) (State) (Zip) 

Telephone No. (Include Area Code) Fax No. (Include Area Code) PagedCell No. (Include Area Code) 

Email Address 

~ ~~ 

0 Please mark this box if the above address(es) have changed or are updated since the last filing. 
2 



Statutory Agent: RICHARD L SALLOUIST 

2525 EAST ARIZONA BILTMORE CIRCLE # 1 17 PHOENIX Az 85016 
(Street) (City> (State) (Zip) 

(6021 224-9222 
Telephone No. (Include Area Code) FaxNo. (Include Area Code PagerKell No. (Include Area Code) 

Attorney: S A M E  AS ABOVE 
(Name) 

Telephone No. (Include Area Code) Fax No. (Include Area Code) PagedCell No. (Include Area Code) 

Please mark this box if the above address(es) have changed or are updated since the last filing. 

OWNERSHIP INFORMATION 

Check the following box that applies to your company: 

Sole Proprietor (SI C Corporation (C) (Other than AssociationKO-op) 

Partnership (P) 0 Subchapter S Corporation (Z) 

0 Bankruptcy (B) 0 Association/Co-op (A) 

Receivership (R) 0 Limited Liability Company 

Other (Describe) 

COUNTIES SERVED 

Check the box below for the countyhes in which you are certificated to provide service: 

APACHE COCHISE 0 COCONINO 

0 GILA 0 GRAHAM 0 GREENLEE 

c] LAPAZ [XI MARICOPA MOHAVE 

NAVAJO I-J PIMA PINAL 

0 SANTACRUZ YAVAPAI 0 YuMA 

STATEWIDE 



COMPANY NAME 
VALLEY UTILITIES WATER CO., INC. 

Acct. 

302 

303 

I 304 

I 307 

I 311 
I 

1 320 

1 334 

1 335 

I 336 

I 339 

340 

34 1 

343 

344 

UTILITY PLANT IN SERVICE 

I 

DESCRIPTION 

Office Furniture and Equipment 

Communication Equipment 

Miscellaneous Equipment 

Other Tangible Plant 

TOTALS 5,189,584 2,154,670 3,034,914 

This amount goes on the Balance Sheet Acct. No. 108 



COMPANY NAME 
VALLEY UTILITIES WATER CO., INC. 

CALCULATION OF DEPRECIATION EXPENSE FOR CURRENT YEAR 

I Acct. 

I No- 

I 301 
I 302 

3 07 

331 

343 

I 344 

I- 
I 347 

I 348 

L 
This am( 

DESCRIPTION 
Original Depreciation 
Cost (1) Percentage (2) 

Organization 

Franchises 

Land and Land Rights I 44.196 I 
~~~ ~ ~~ ~~ 

Structures and Improvements 18,907 3.33% 
Wells and Springs 1,095,291 3.33% 

Water Treatment Equipment 19,258 3.33% 

Distribution Reservoirs and Standpipes 290,662 2.22% 

Transmission and Distribution Mains 2,552,353 2.00% 
Services 108.339 3.33% 

Pumping Equipment 336, I 73 12.50% 

Meters and Meter Installations 394,008 8.33% 

Hydrants 147,204 2.00% 
Backflow Prevention Devices 

Other Plant and Misc. Equipment 1,237 6.67% 
Office Furniture and Equipment 63,705 6.67% 

Transportation Equipment 82,788 20.00% 

Tools, Shop and Garage Equipment 29,533 5.00% 
Laboratory Equipment 

Power Operated Equipment 5,930 5.00% 
Communication Equipment 

Miscellaneous Equipment 

Other Tangible Plant 

I SUBTOTALS I 5,189,584 I 
I I I 

Less: Amortization of Contributions 
TOTALS 5,189,584 
unt goes on Comparative Statement of hcome and Expense Acct. NO. 403. 

Expense (1x2) 

630 

34,789 

37,217 

620 

6,442 

50,993 

3,460 

31,023 

2 , 944 

~ 186,9731 
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m n U ~ ~ ~ ~ ~ ~  mm 
& COMPANY P.C. 
C e r t i f i e d  P u b l i c  A c c o u n t a n t s  

To the Board of Directors of 
Valley Utilities Water Co., Inc. 
Glendale, Arizona 

We have compiled the balance sheet of Valley Utilities Water Co., Inc. (a 
corporation) as of December 3 1, 2006 and 2005, and the comparative statement of 
income and expense for the years then ended included in the accompanying 
prescribed form in accordance with Statements on Standards for Accounting and 
Review Services issued by the American Institute of Certified Public Accountants. 

Our compilation was limited to presenting in the form prescribed by the Arizona 
Corporation Commission information that is the representation of management. 
We have not audited or reviewed the financial statements referred to above and, 
accordingly, do not express an opinion or any other form of assurance on them. 

These financial statements are presented in accordance with the requirements of 
the Arizona Corporation Commission, which differ from generally accepted 
accounting principles. Accordingly, these financial statements are not designed for 
those who are not informed about such differences. 

All other information contained in the accompanying prescribed form has not been 
audited, reviewed, or compiled by us  and, accordingly, we assume no responsibility 
for that information. 

ULLMANN & COMPANY, P.C. 
Certified Public Accountants 

March 3 1,2007 

2400 East Arizona Biltmore Circle Su i te  1220 = Phoenix, Arizona 85016  

Telephone: (602) 224-01 66 = FAX: (602) 224-6062 m e-mail: CPA8ULLMANNCPA.com = www.ULLMANNCPA.com 

http://CPA8ULLMANNCPA.com
http://www.ULLMANNCPA.com


1 VALLEY UTILITIES WATER CO., INC. I 
BALANCE SHEET 

Acct. 
No. 

ASSETS 

CURRENT A N D  ACCRUED ASSETS 
131 Cash 
134 Working- Funds ;:/ 71 rary C a s h I n v e r  

162 PrePavments 

Customer Accounts Receivable 
Notes/Receivables from Associated Com anies 
Plant Material and Su lies 

~ 

174 Miscellaneous Current and Accrued Assets 
TOTAL CURRENT AND ACCRUED ASSETS 

FIXED ASSETS 
101 Utilitv Plant in Service 

~ 

103 I Property Held for Future Use 
105 I Construction Work in Promess 

~~ 

1 OS IAccumulated Depreciation - Utility Plant 
121 Non-Utility Property 
122 Accumulated Demeciation - Non Utility 

ITOTAL FIXED ASSETS 
I 
I  TOTAL ASSETS 

BALANCE AT BALANCE AT 
3EGI”ING OF END OF 

$ 823.902 $ 947.1 15 

I 

78.227 I 71,201 
I 

16.639 I 30,303 

$ 974,535 $ 1,095,591 

I 
$ 4,904,248 $ 5,189,584 

40.000 40.000 
~~ 

18,075 197,012 
1,971,713 2,154,670 

$ 2,990,610 $ 3,271,926 
1 

S 3.965.145 I $ 4,367,517 

NOTE: The Assets on this page should be equal to Total Liabilities and Capital on the following page. 

See Accountants‘ Compilation Report 
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COMPANYNAME 
VALLEY UTILITIES WATER CO., INC. 

Acct. 
No. 

BALANCE SHEET (CONTINUED) 

BALANCE AT BALANCE AT 
BEGINNING EM) OF 

LIABILITIES OF YEAR YEAR 

23 1 
CURRENT LIABILITES 

15,818 $ 16,329 Accounts Payable $ 
232 
234 
235 
236 
237 

Notes Payable (Current Portion) 7,958 11,590 
Notes/Accounts Payable to Associated Companies 
Customer Deposits 53,775 80,189 
Accrued Taxes 21,559 44,513 
Accrued Interest 

I 

224 
LONG-TERM DEBT (Over 12 Months) 
Long-Term Notes and Bonds $ - $  28,237 

DEFERRED CREDITS 
251 
252 
255 

Unamortized Premium on Debt 
Advances in Aid of Construction 3,726,93 8 3,805,035 
Accumulated Deferred Investment Tax Credits 

I t I I $ 3,965,145 1 $ 4,367,517 
I  TOTAL LIABILITIES AND CAPITAL 

~ 

27 1 Contributions in Aid of Construction 865,157 1,018,717 
272 Less: Amortization of Contributions 257,238 27 1,566 
281 Accumulated Deferred Income Tax 30,689 29,820 

TOTAL DEFERRED CREDITS $ 4,365,546 $ 4,582,006 

See Accountants' Compilation Report 
7 

TOTAL LIABILITIES $ 4,470,077 $ 4,770,062 



COMPANY NAME 
VALLEY UTILITIES WATER CO., INC. 

COMPARATIVE STATEMENT OF INCOME AND EXPENSE 

Acct. OPERATING REVENUES PRIOR YEAR CURRENT YEAR 
No. 
461 Metered Water Revenue $ 883,022 $ 1 , 1 1 1,620 
460 Unmetered Water Revenue 
474 Other Water Revenues 38,959 114,795 

TOTAL REVENUES $ 921,981 $ 1,226,415 

OPERATING EXPENSES 
601 Salaries and Wages $ 274,462 $ 337,921 
610 Purchased Water 0 16,05 1 
615 Purchased Power 119,368 132,562 
6 18 Chemicals 6,303 10,208 
620 Reoairs and Maintenance 11,178 9,511 
621 Office Supplies and Expense 33,045 22,512 
630 Outside Services 11,829 3 1,520 
635 Water Testing 3,782 9,538 
641 Rents 74,770 92,058 
650 Transportation Expenses 26,726 19,203 

19,343 29,052 657 Insurance - General Liability 
659 Insurance - Health and Life 81,377 106,608 
666 Regulatory Commission Expense - Rate Case 1,903 12,199 
675 Miscellaneous Expense 40,497 49,465 
403 Depreciation Expense 19 1,094 172,644 
408 Taxes Other Than Income 21,844 26,105 

408.1 1 Property Taxes 31,157 35,- 
409 IncomeTax (587) 24,905 

TOTAL OPERATING EXPENSES $ 948,091 $ 1 , 1 3 7,5 86 

OTHER INCOMEDIXPENSE 
4 19 Interest and Dividend Income $ 7,912 $ 22,455 
42 1 Non-Utility Income 0 685 
426 Miscellaneous Non-Utility Expenses 0 3,069 
427 Interest Expense 1,423 6,513 

6,489 $ 13,558 TOTAL OTHER INCOME/EXP $ 

NET INCOME/(LOSS) $ (19,621) $ 102,387 

See Accountants' Compilation Report 
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1 COMPANY NAME VALLEY UTILITIES WATER CO., INC. 

SUPPLEMENTAL FINANCIAL DATA 
Long-Term Debt 

Date Issued 

Source of Loan 

ACC Decision No. 

Reason for Loan 

Dollar Amount Issued 

Amount Outstanding 

Date of Maturity 

Interest Rate 

Current Year Interest 

Current Year Principle 

L O A "  I LOAN #2 LOAN #3 LOAN #4 
I I 

01/05/2006 I 
CHASE 
BANK 

VEHICLE 
PURCHASE 

$35,309 $ $ $ 

$28,237 $ $ $ 

2/ 1 9/20 1 0 

7.99% % % % 

$2,460 $ $ $ 

$7,072 $ $ $ 

Meter Deposit Balance at Test Year End 

Meter Deposits Refbnded During the Test Year 

$262,798 

$ 43,208 

9 



COMPANY NAME 
Name of System 

VALLEY UTILITIES WATER CO., INC. 
ADEQ Public Water System Number (if applicable) 

ADWR ID Pump Pump Yield Casing Casing Meter Sue  
Depth Diameter (inches) 
(Feet) (Inches) 

Number" Horsepower (gpm) 

#1 55-639720 25 75 650 12 3 

#2 55-639721 30 125 650 10 3 

#3 55-639723 25 125 425 8 4 

#4 55-639722 25 125 800 12 4 

#5 55-503273 I s '  Y8* 850 20 6 

#6 55-580082 125 425 810 12 8 

WATER COMPANY PLANT DESCRIPTION 

Year 
Drilled 

1942 

1969 

1965 

1970 

1982 

200 1 

Name or Description 

I I I I I I I I * Arizona Department of Water Resources Identification Number 

Capacity Gallons Purchased or Obtained 
(gpm) (in thousands) 

OTHER WATER SOURCES 

Horsepower 

15 

Quantity 

4 

I BOOSTER PUMPS 

20 

40 

50 

2 

6 

2 

~~ ~ 

STORAGE TANKS 
Capacity Quantity 

FIRE HYDRANTS 
Quantity Standard I Quantity Other 

PRESSURE TANKS 
Capacity Quantity 

I 12 

100,000 3 5,000 2 

200,000 1 7,500 1 

560,000 1 10,000 I 
Note: If you are jiling for more than one system, please provide separate sheets for each system. 

1 

10 



I I COMPANY NAME VALLEY UTILITIES WATER CO., INC. 1 
Name of System ADEQ Public Water System Number (if applicable) 1 

WATER COMPANY PLANT DESCRIPTION (CONTINUED) 

MAINS CUSTOMER METERS 
Size (in inches) 1 Material 1 Length (in feet) 

3 I 
I I I 

4 I AC&PVC I 10.000 
I 5 I I I 

6 64,514 I 

1 

I Size(in inches) I Quantity 

1 112 6 
2 48 

Comp. 3 5 
Turbo 3 
Comp. 4 
Tub0 4 

Comp. 6 
Tubo 6 

For the following three items, list the utility owned assets in each category for each system. 

TREATMENT EQUIPMENT: 
I - 3" Tablet Chlorinator 
3 - 50 Gallon Liquid Chlorinator 

STRUCTURES: 

OTHER: 

Note: If you are filing for more than one system, please provide separate sheets for each system 

11 



I COMPANY NAME: VALLEY UTILITIES WATER CO., INC. I 

MONTIZrYEAR 

Name of System ADEQ Public Water System Number (if applicable) 

NUMBER OF GALLONS GALLONS GALLONS 
CUSTOMERS SOLD PUMPED PURCHASED 

WATER USE DATA SHEET BY MONTH FOR CALENDAR YEAR 2006 

JANUARY 
(Thousands) (Thousands) (Thousands) 

1358 22.4 17 25.143 
FEBRUARY 1383 19,655 20,240 
MARCH 
APRIL 
MAY 

1395 19,078 19,975 
1403 30,089 31,376 
1413 3 1,422 32,254 

JUNE 
JULY 
AUGUST 
SEPTEMBER 
OCTOBER 

What is the level of arsenic for each well on your system? WELL #1 - 11.50 ppb mg/l 
(Ifmore than one well, please list each separately.) WELL #2 - 12.50 ppb 

WELL #3 - 6.8 ppb 
WELL #4 - 12 ppb 
WELL #5 - 13 ppb 
WELL #6 - 11 ppb 

1401 38,113 39,141 
1412 43,111 44,030 
1421 28,420 29,621 
1419 27,623 28,070 
1420 30,577 31,615 

If system has fire hydrants, what is the fire flow requirement? 1000 GPM for 2 hrs 

NOVEMBER 
DECEMBER 

If system has chlorination treatment, does this treatment system chlorinate continuously? 
( X )  Yes ( )No  

1417 24,406 25,635 
1418 18,713 19.5 14 

Is the Water Utility located in an ADWR Active Management Area (AMA)? 
(X) Yes ( )No  

Does the Company have an ADWR Gallons Per Capita Per Day (GPCPD) requirement? 
( )Yes ( W N o  

If yes, provide the GPCPD amount: 

Nofe: If-vou are filing for more fhan one sysfem, please provide separate data sheets for each sysfem. 

12 



COMPANY NAME VALLEY UTILITIES WATER CO.. INC. YEAR ENDING 12/31/2006 

PROPERTY TAXES 

Amount of actual property taxes paid during Calendar Year 2006 was: $ 34,234 

Attach to this annual report proof (e.g. property tax bills stamped “paid in full” or copies of cancelled checks for 
property tax payments) of any and all property taxes paid during the calendar year. 

If no property taxes paid, explain why. 

13 



VERIFICATION 
AND 

SWORN STATEMENT 
- Taxes 

FOR THE YEAR ENDING 

VERIFICATION 
STATE OF ARIZONA 

I, THE UNDERSIGNED 

OF THE 

MONlR DAY YEAR 

12 31 2006 

DO SAY THAT THIS ANNUAL UTILITY PROPERTY TAX AND SALES TAX REPORT TO THE 
ARIZONA CORPORATION COMMISSION 

A NOTARY PUBLIC IN AM) FOR TIIE C0U"Y OF c o w  NAME I 

HAS BEEN PREPARED UNDER MY DIRECTION, FROM THE ORIGINAL BOOKS, 
PAPERS AND RECORDS OF SAID UTILITY; THAT I HAVE CAREFULLY 
EXAMINED THE S A M E ,  AND DECLARE THE SAME TO BE A COMPLETE AND 
CORRECT STATEMENT OF BUSINESS AM) AFFAIRS OF SAID UTILITY FOR THE 
PERIOD COVERED BY THIS REPORT IN RESPECT TO EACH AND EVERY 
MATTER AND THING SET FORTH, TO THE BEST OF MY KNOWLEDGE, 
INFORMATION AND BELIEF. 

SWORN STATEMENT 

I HEREBY ATTEST THAT ALL PROPERTY TAXES FOR SAID COMPANY ARE CURRENT 
AND PAID IN FULL. 

I HEREBY ATTEST THAT ALL SALES TAXES FOR SAID COMPANY ARE CURRENT AND 
PAID IN FULL. 

SIGNATURE OF OWNER OR OFFICIAL 

THIS I I DAYOF 

(SEAL) 

SIGNATURE OF NOTARY PUBLIC 
MY COMMISSION EXPIRES 

14 



COMPANY NAME-VALLEY UTILITIES WATER CO., INC. YEAR ENDING 12/31/2006 

INCOME TAXES 

For this reporting period, provide the following: 

Federal Taxable Income Reported 77,119 
Estimated or Actual Federal Tax Liability 14,470 

State- Taxable Income Reported 162,302 
Estimated or Actual State Tax Liability 11.304 

Amount of Grossed-Up Contributions/Advances: 

Amount of Contributions/Advances 
Amount of Gross-Up Tax Collected 
Total Grossed-Up Contributions/Advances 

0 
- 0 

Decision No. 55774 states, in part, that the utility will refund any excess gross-up funds collected at the close 
of the tax year when tax returns are completed. Pursuant to this Decision, if gross-up tax refunds are due to 
any Payer or if any gross-up tax refunds have already been made, attach the following information by Payer: 
name and amount of contributiordadvance, the amount of gross-up tax collected, the amount of refund due to 
each Payer, and the date the Utility expects to make or has made the refund to the Payer. 

CERTIFICATION 

The undersigned hereby certifies that the Utility has rehnded to Payers all gross-up tax refunds reported in the 
prior year’s annual report. This certification is to be signed by the President or Chief Executive Officer, if a 
corporation; the managing general partner, if a partnership; the managing member, if a limited liability 
company or the sole proprietor, if a sole proprietorship. 

SIGNATURE DATE 

PRINTED NAME TITLE 

15 



I, THE UNDERSIGNED 

OF THE 

NAME (OWNER OR OFFICIAL) TITLE 

ROBERT L. PRINCE, PRESIDENT 

VALLEY UTILITIES WATER CO., INC. 
COMPANYNAME 

SWORN STATEMENT 

FOR THE YEAR ENDING 

IN ACCORDANCE WITH THE REQUIREMENT OF TITLE 40, ARTICLE 8, SECTION 40- 
401, ARIZONA REVISED STATUTES, IT IS HEREIN REPORTED THAT THE GROSS 
OPERATING REVENUE OF SAID UTILITY DERIVED FROM ARIZONA INTRASTATE 
UTILITY OPERATIONS DURING CALENDAR YEAR 2006 WAS: 

MONTH DAY YEAR 

12 31 2006 

Arizona Intrastate Gross Operating Revenues Only ($) 

$ 1294,697 

. (THE AMOUNT IN BOX ABOVE 
INCLUDES $ 68,282 
IN SALES TAXES BILLED, OR COLLECTED) 

**REVENUE REPORTED ON THIS PAGE MUST 
INCLUDE SALES TAXES BILLED OR 
COLLECTED. IF FOR ANY OTHER REASON, 
TWE REVENUE REPORTED ABOVE DOES NOT 
AGREE WITH TOTAL OPERATING REVENUES 
ELSEWHERE REPORTED, ATTACH THOSE 

DIFFERENCE. (EXPLAIN IN DETAIL) 

SUBSCRIBED AND SWORN TO BEFORE ME 

STATEMENTS THAT RECONCILE THE SICNATURE OF OWNER OR OFFICIAL 

TELEPHONE NLJMBER 

I A NOTARY PUBLIC IN AND FOR THE COUNTY OF 1 comNAm 

(SEAL) 
SIGNATURE OF NOTARY PUBLIC 

MY COMMISSION EXPIRES 
16 



VERIFICATION 
AND 

SWORN STATEMENT 
RESIDENTIAL REVENUE 

STATE OF ARIZONA 

Intrastate Revenues Onlv 

COUNTY OF ( C O U h "  NAME) MARICOPA 

VERIFICATION 

OF THE 
COMPAhT NAME VALLEY UTILITIES WATER CO., MC. 1 

I TITLE PRESIDENT 

FOR THE YEAR ENDING 
MONTH DAY YEAR 

12 31 2006 

HAS BEEN PREPARED UNDER MY DIRECTION, FROM THE ORIGINAL BOOKS, PAPERS AND 
RECORDS OF SAID UTILITY; THAT I HAVE CAREFULLY EXAMINED THE SAME, AND DECLARE 
THE SAME TO BE A COMPLETE AND CORRECT STATEMENT OF BUSINESS AND AFFAIRS OF SAID 
UTILITY FOR THE PERIOD COVERED BY THIS REPORT IN RESPECT TO EACH AND EVERY 
MATTER AND THING SET FORTH, TO THE BEST OF MY KNOWLEDGE, INFORMATION AND 
BELIEF. 

SUBSCRIBED AND SWORN TO BEFORE ME 

SWORN STATEMENT 

NOTARY PUBLIC NAME 

IN ACCORDANCE WITH THE REQUIREMENTS OF TITLE 40, ARTICLE 8, SECTION 40-401.01, 
ARIZONA REVISED STATUTES, IT IS HEREIN REPORTED THAT THE GROSS OPERATING 
REVENUE OF SAID UTILITY DERIVED FROM ARIZONA INTRASTATE UTILITY OPERATIONS 
RECEIVED FROM RESIDENTIAL CUSTOMERS DURING CALENDAR YEAR 2006 WAS: 

THE AMOUNT IN BOX AT LEFT 
INCLUDES $ 45,312 

ARIZONA INTRASTATE GROSS OPERATING REVENUES 

$ 859,155 IN SALES TAXES BILLED, OR COLLECTED) 

*RESIDENTIAL REVENUE REPORTED ON THIS PAGE 
MUST INCLUDE SALES TAXES BILLED. 

SIGNATURE OF OWNER OR OFFICIAL 

TELEF'HONE NUMBER 

A NOTARY PUBLIC IN AND FOR THE COUNTY OF 

THIS 1 DAYOF 

(SEAL) 

MY COMMISSION EXPIRES 
X 

SIGNATURE OF NOTARY PUBLIC 

17 



lvlnniburn ~ W W I V  I MARICOPA COUNTY 
TREASURER 2006 PROPERTY TAX 

DAVID SCHWEIKERT, TREASURER STATEMENT 301 W JEFFERSON ST - RM 100 
PHOENIX, AZ 85003-2199 

P 0 Box 52133 

TO UPDATE YOUR MAILING ADDRESS 
please go to :  

http://treasurer.maricopa.Qov 11,,111111,,111,1111llllllllllllllllllllllllllllllllllllllllll 
1662 $724 *********AUTO**5-DIGIT 85340  
VALLEY U T I L I T I E S  WATER CO I N C  
12540 W BETHANY HOME RD 
LITCHFIELD PARK, AZ 85340-9303 

1662 $724 *********AUTO**5-DIGIT 85340  
VALLEY U T I L I T I E S  WATER CO I N C  
12540 W BETHANY HOME RD 
LITCHFIELD PARK, AZ 85340-9303 

SIGN UP FOR “PARCEL WATCH” 
a n d  receive an e-mail reminder for 
second  half payments .  
http://treasurer.rnaricopa.gov 

$25.00 CHARGE IF CHECK 
FAILS TO CLEAR BANK. 
YOUR CHECK IS YOUR RECEIPT. 

GENERAL COUNTY FUND 
COMMUNITY COLLEGE D I S T .  
EDUCATION EQUALIZATION 

1 176.00 
f 1439.82 
I I 2 4 . 9 2  
I 1 1 8 5 . 8 2  
I 1433.96 

ONTROL OF MARICOPA COUNTY 

STRICT ASSISTANCE 
ARIZONA WATER CONSV. D I S T .  

(623)873-1860 

(505493 = PRTCNTL) .Property address is provided by the Maricopa County Assessor’s Office. _ -  - - - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  
DETACH AND RETURN WITH PAYMENT 

PARCEUACCOUNT # 628-57-900-1 

2006 SECOND HALF PAYMENT STUB 
DUE MARCH 1, 2007 

DELINQUENT AFTER MAY 1, 2007 MAKE CHECK PAYABLE TO: 

PRlNF THE ABOVE PARCEL I ACCOUNT 
NUMBER ON YOUR CHECK 

U.S. FUNDS ONLY 

PLEASE REMEMBER YOUR SECOND HALF PAYMENT IS DUE IN MARCH 
AN@ THAT NO ADOlTlONAL NOTIFICATION IS SENT. 

http://treasurer.maricopa.Qov
http://treasurer.rnaricopa.gov


~ IAKIGWA COUNTY MARICOPA COUNTY 
TREASURER 2006 PROPERN TAX 

STATEMENT DAVID SCHWEIKERT, TREASURER 
301 W JEFFERSON ST - RM 100 

PHOENIX, A2 85003-2199 

Maricopa County Treasurer 
P 0 Box 52133 

VALLEY UTIL IT IES WATER CO INC 

TO UPDATE YOUR MAILING ADDRESS SIGN UP FOR "PARCEL WATCH" 

$318.43 SECOND HALF 

please go to: 
httD://treasurer.rnaricoRa.sov 

' and receive an e-mail reminder for 
iilli,,r,rlllii,,illiiilllilil,lliiliillllliillilliiilllllliii second half payments. 
VALLEY U T I L I T I E S  WATER CO I N C  
12540 W BETHANY HOME RD 

1662 1724 *********AUTO**5-DIGIT 85340 http://treas"rer.maricopa.gov 

LITCHFIELD PARK, hi- 85340-9303 $25.00 CHARGE IF CHECK 
FAILS TO CLEAR BANK. 
YOUR CHECg IS YOUR RECEIPT. 

I Code: 790001 
2006 AMT DUE 

1 

I 1  

I 1129.21 
I 1142.77 
I I 75.13 
I I 56.15 
I I -00  
I t  
I 1  
I 1  
I 1  

1 1  

I 113.04 
1 1 7.64 
I I .44 
I I 3.22 
I I 7.54 
I I  
I I .oo 
I I -00 , ,108.86 

11.66 

I 1  

I 122.14 
I I 3.18 
I I .oo 
I I  
I 1  
I I  
1 1  
I I  

636.86 

2006 SECOND HALF PAYMENT STUB 
DUE MARCH 1, 2007 

DELINQUENT AFTER MAY 1,2007 MAKE CHECK PAYABLE TO: 

PRINT THE ABOVE PARCEL I ACCOUNT 
NUMBER ON YOUR CHECK 

US. FUNDS ONLY 

PLEASE REMEMBER YOUR SECOND HALF PAYMENT IS DUE IN MARCH 
AND THAT NO ADDITIONAL NOTIFICATION IS SENT. 



Your total tax. bill is one hundred dollars ($100.00) 
or less and must be paid in full on or 

before November 1, 2006. ARS 42-180524 

PARCEL/ACCOUNT# 628-58-900-5 
PROPERTY DESCRIPTION 

MARICOPA COUNTY 
TREASURER 

DAVID SCHWEIKERT, TREASURER 
301 W JEFFERSON ST - RM 100 

PHOEIVIX, AZ 85003-2199 

TO UPDATE YOUR MAILING ADDRESS 
please go to: 

http://treasurer.maricopa.qov 

Primary (limited) Assessed Value 980 

PRIMARY 
DYSART UNIFIED 
GENERAL COUNTY FUND 
COMMUNITY COLLEGE DIST .  
EDUCATION EQUALIZATION 

SECONDARY 
FLOOD CONTROL OF MARICOPA COUNTY 
CENTRAL ARIZONA WATER CONSV. D I S T .  
F I R E  DISTRICT ASSISTANCE 
COUNTY LIBRARY 
COUNTY HEALTHCARE DISTRICT 
*BONDS* * 

-Si5iIOOLS 
-COMMUNITY COLLEGE 

SCHOOL DISTRICT OVERRIDES 

1662 1724 ****t****AUTO+*5-DIGIT 85340  second half payments. 
VALLEY U T I L I T I E S  WATER CO INC http:fltreasurer.maricopa.gov 
12540 W BETHANY HOME RD 
LITCHFIELD PARK, AZ 85340-9303 $25.00 CHARGE IF CHECK 

FAILS TO CLEAR BANK. 
YOUR CHECK IS YOUR RECEIPT. 

SPECIAL DlSTRlCT 
WEST-MEC 

SIGN UP FOfl "PARCEL WATCH" 
and receive an e-mail reminder tor 

DISTRICT # 
30002  

I 1 5 0 . 1 2  
I I 1 1 . 5 6  
I I 8 . 6 4  
I I .oo 
1 1  
I I  
1 1  
I I  
I 1  

1 1  
1 1 2 .00  
f 1 1 . 7 8  
I I .os 
I I - 5 0  
I I 1 . 1 6  
I I  
I I -00 
I I -00 
I 5.31 
l I 1.79 

12.70 

I 1  

I I  
1 1  
1 1  
1 1  

I I  
I I  
I 1  

1 I .so 

9 5 . 5 2  

'Praoertv address is orovided bv the Maricooa Countv Assessor's Olfice. (505496 = PRTCNTL) 

http://treasurer.maricopa.qov
http:fltreasurer.maricopa.gov
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CERTIFICATE OF SECRETARY 
' I  

I, the undersigned, being thc Scxmta.@ of Valley Utilities Water vqn I '  
herebv certi@ the foregoing to be duly 3doped resolutions of the Corpomqc 
Directors as adapted at a Special Meeting of the I)iectors held on Septeyber 

, I  
I 

By: 

I ATTACHMENT EIGHT 

PAGE 03 

ny- Inc. do 
s Board of 
I, 2004. 

P 



VALLEY U1I1[LITIES Wh 

RESOLUTION OF THE B 

September 

The President reported on the treed tc 
which well has totally failed, the constructi 
repIacamet facilities, and the need for a 
“Commission”) Order authorizing that finam 
financing and plant. Discussion of those matte 

Thereafter, upon motion duly made, se 

RESOLVED, that the Board hereby a 

VUWCD 

rER COMPANY, JNC. 

!4,2007 

wnstruct a replacement 5 

n loan and long-term fit 
M z m a  C o ~ m t i o n  C 
q and to establish rates 
I ensued. 

mded and unanimously ca 

file Appfication(s) with a commercial bank br lender and the Water Infka! 
Authority of Arizona (WIFA) for a loan(s) at temw favorable to the Co 
purpose of fbnding constructjon and long-term financing of a new P ~ Q I  
appu~enant fkcilities, and 

FURTHER RESOLVED3 that the Board hereby authorizes tht 
Corporation to seek short-term mnstnrction financing from a commerci~ 
through a tine of Credit, or other similar credit hcility, in an amoun 
$250,000 far the purpose of construdng the plant and equipment dwri  
hereto, and 

mJRTHER RESOLVED, that the Board hereby authorizes thc 
Corporation to seek long tern financing ffom WZFA in an amount not to 1 

for the purpose wf repaymerrt of the above referenced Line of Credit at 
fimding of the plant and equipmemt desaibed in Exhibit A hereto- and 

FURTHER RESOLVEID, that the Board hereby authorizes the 
Corporation to file an applicatiqn with the Commission for authority to j 
Note@) and evidence of indebtedness upon the terms and conditic 
mentioned, and the filing of any and all amendments and supplements to 
and 

I 

Co ’ oration to 
’uct 7 rc Finance 

bar+ or lender 
notito exceed 
:d iq Exhibit A 

ceed $250,000 
the long term 

I 
! 

i 
~ i s + s  ofthe 
iue I promissory 
s hereinbelow 
iid application, 

PAGE 12 

I 
FURTHER RESOLVED, that the Board hereby authorized the/ officlers of the 

Corporation to file an Application with the Commission for an emerge& rate increase 
seeking authority to increase its rates and charges by way ofa surcharge Iln its’customws 
monthly statements sufficient to mwef the Corpwatim’s interest and related expenses 
asgoiociated with the above financing, such surcharge to be in effect until 
Commission can establish 8 reasonable rate of return m the rate base 
with the new well can be duly m v w d ,  and the filing of any and 
supplements to said application, and 

, 
I 

9,1055.00000.327 I 
I 

l i  
1 1  



FURTHER RESOLVED, that the Sobd 
Corporation to file an Application with the dornmission for a 
seeking authority to increase its rates and charges providing 
operating expenses and a reasonable rate of return on 
including the rate base additions associated +h the new 
Margins to continue operation of the Cokpomtion and 
Corporation, and the filing of any and all amenqments 

3 I ~ 

1 ,  
and 

I 

FURTHEIC RESOLVED, that upon 
the Commission, and subject to other legal 
Promissmy Note@) and such evidence ofthe Line of Credit and 
for up to $250,000 under t a m s  and conditions advantageous to 
purposc of hnding certain plant and equipment additions, as 

I 

FURTHER RESOLVED, that the pmm offkers of the Co-rdon bt$, and each 
of them hereby is, authorized to d d k  Promissory Notes) and other e"dence of 
indebtedness upon receipt by the Corporation of the full purchase ptice or loq  proceeds 
therefore, all in the manner and in the t a m s  and cOnditions provided in the above- 
mentioned resolutions, and 1 

1 1 '  

FURTHIER RESOLVER, that the proper officers ofthe Corporation bk and each 
of them hereby is, authorized, in the name and on behalf of the Corporation, to conduct 
any and all negotiations, to make any and d11 m a n g m m t s ,  do and p h m  b y  and all 
acts and things and to mecute and deliver my and atl ofices's certiljcatwj and other 
documents and instruments as they deem necessary or appropriate in order; to c nsummate 
the issuance and othetwke to eff-uate the purposes of each and ail ?f the foregoing 
resolutions. 

i" 

I I 

? 
I t  



PUBLIC NOTICE 
OF 

AN APPLICATION FOR AN ORDER AUTHORIZING 
THE ISSUANCE OF PROMMISORY NOTES AND OTHER EVIDENCE OF 

INDEBTEDNESS 
AND 

AN EMERGENCY INCREASE IN IT RATES BY A SURCHARGE 
FOR 

VALLEY UTILITIES WATER COMPANY INC. 

Valley Utilities Water Company, Inc. (Applicant) has filed an Application with 
the Arizona Corporation Commission (Commission) for an order authorizing Applicant 
to issue a total of $250,000 in short term and long tern debt for the purpose of drilling a 
replacement well for a failed well. The Applicant has also requested approval of a two- 
step Surcharge necessary to support those loans as follows: 

The Applications are available for inspection during regular business hours at the 
offices of the Commission in Phoenix, Arizona, and Applicant’s offices at 6880 N. Dysart 
Road, Suite 112 Glendale, Arizona 85307. 

Intervention in the Commission’s proceedings on the Financing Application shall 
be permitted to any person entitled by law to intervene and having a direct substantial 
interest in this matter. Persons desiring to intervene must file a Motion to Intervene with 
the Commission which must be served upon the Applicant and which, at a minimum, 
shall contain the following information: 

1. The name, address and telephone of the proposed intervenor and of any person 
upon whom service of documents is to be made if different than the 
intervenor. 

2. A short statement of the proposed intervenor’s interest in the proceedings. 

93055-00000.33 1 ATTACHMENT NINE 



3 .  Whether the proposed intervenor desires a formal evidentiary hearing on the 
Application and the reasons for such a hearing. 

4. A statement certifying that a copy of the Motion to Intervene has been mailed 
to Applicant. 

The granting of Motions to Intervene shall be governed by A.A.C. R14-3-105, 
except that all Motions to Intervene must be filed on, or before, the 15th day after this 
notice. 

If you have any questions or concerns about this application of have any 
objections to its approval, or wish to make a statement in support of it, you may contact 
the Consumer Services Section of the Commission at 1200 West Washington, Phoenix, 
Arizona 85007 or call 1-800-222-7000. 



1 ’  EXHl B IT 

SALLQUIST, DRUMMOND & O’CONNOR P.C. 

RICHARD L. SALLQUIST 

ATORNEYS AT LAW I 

TEMPE OFFICE 
4500 S. LAKESHORE DRIVE 

SUITE 339 
TEMPE, ARIZONA 85282 

PHONE (480) 839-5202 
FACSIMILE (480) 345-041 2 

E-MAIL dickasd-law.com 

November 9,2007 

HAND DELIVERY 

Shauna Lee-Rice 
Arizona Corporation Commission 
Docket Control; 
1200 W. Washington 
Phoenix, AZ 85007 

Re: Valley Utilities Water Company; Docket No W-O1412A-07-0560 and Docket No W- 
0 14 12A-07-056P; Compliance filing: 

Dear Ms. Lee-Rice: 

Enclosed please find the originals and fifteen (15) copies of the Affidavit of 
Publication and Affidavit of Mailing as required by the October 17, 2007 Revised 
Procedural Order in this Docket. 

In the event you have any questions regarding these matters please do not hesitate 
to contact the undersigned. 

Enclosures 

cc: Bob Prince 
Tom Bourassa 

I 93055.00000.340 

http://dickasd-law.com


T H E  R E C O R D  R E P O R T E R  

- SINCE 1914 - 
1505 N CENTRAL AVE #200, PHOENIX, AZ 85004-1 725 

Telephone (602) 417-9900 I Fax (602) 417-9910 

JENNIFER PUHALLA 
SALLQUIST, DRUMMOND & O'CONNOR, 
1430 E MISSOURI AVE #B125 
PHOENIX, AZ - 85014-2467 RR# 1224621 

If you have any questions or concerns 
about these applications or have any 
objections to their approval, or wish to 
make a statement in support of them, 
you may contact the Consumer 
Services section of the Commission at 
1200 West Washington, Phoenix, 
Arizona 85007 or call 1-800-222- 
7000. 

AFFIDAVIT OF PUBLICATION 

Reference #: 93055-00000 

Notice Type: 

Ad Description: VALLEY UTILITIES WATER COMPANY, INC. DOCKET 

MN - MISCELLANEOUS NOTICE 

W-01412A-07-0560 

(Applicant) h i  
wth the Arizona 
Commission (Carnds 
order authoriz 
total of $250. 
long term debt for tt . , 
driliin a replacement well for a filed 
well. ?he applicant has also requested 
approval of a two-step surcharge 
necessary to support those loans as 
follows: 
Meter Size, Monthly Surcharge: 
Durin Short Term Loan, During Long 
Termloan 
5/8 inch, $0.33, $0.89 
314 inch, $0.5- ~ ". 
1 inch, $0.83. 
1-112 inch, $ 1  2 $$6J 

U, 9 1.J4 
$ 2.23 
.65, $4.45 
$ 7.13 

1. s 44.54 

inm, a 3 . ~ 0 ,  $ 14.25 
inch S 8.25 $ 22.27 I, DIANF HFI IF1 , am authorized by the publisher as 

agent to make this affidavit. Under oath, I state that the following is true and 
. , -. 

E 1; $71.27 
10 inch;$27.95, $102.45 
12 inch $ 70.95, $191.53 

correct. 

10131 /07 RR-1224621# 

- 
hours at the offi& of Ui 

The Commission will hold a hearing 
on the applications on November 16. 

~ ~ ~ ~ ~ s ~ ~ n ~ s g ' ~ ~ c e ~ ~ m i 2 ~ ~ t  w',:"1 
, " , h ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ e A r i ~ ~ ~ ~ b l e  for 
insoeclion durino reqular business 

le Commission, 
1200 West Washington Street. 
Phoenix, Arizona 85007. and 
Applicant's offices at 6880 North 
Dysarl Road, Suite 112. Glendale. 
Arizona 85807. 
Intervention in the commission's 
proceedings on the emergency 
surcharge and finanang applications 
shall be ernitled to any person 
entitled by Lvd to intervene and hawng 
a direcl substantial interest in this 
matter. Persons desiring to intervene 
rnusl file a motion to intervene with 

THE RECORD REPORTER is a newspaper of general circulation published 
Monday, Wednesday and Friday except legal holidays, in the County of 
Maricopa, State of Arizona. The copy hereto attached is a true copy of the 

10/31/2007 

advertisement as will be/has been published on the followinq dates: 

the commission which must be served 
upon the a plicant and which at a 
minimum. stall contain the foliowng 
information 
1 The name, address, and telephone 

documents is to be made if different 
than the intervenor 
2 A short statement of the proposed 
intervends interest in the proceeding 
3 Whether the proposed intervenor 
desires a formal evidentiary heanng 
on the applicabon and the reasons for 
such a heanng 
4 A statement certifying that a copy of 
the motion to intervene has been 
mailed to applicanL 
The granting of motions to intervene 
shall be governed by A A C  R-14-3- 
105, except that all motions to 
intervene must be filed on, or before, 
November 14.2007 

Subscribed and sworn to before me on the31ST day of OCTOBER, 2007 $ % ~ & ~ ~ d  

I 
* A U U U U O U Z Y 3 7 2 7 *  
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Richard L. Sallquist (002677) 
SALLQUIST & DRUMMOND, P.C. 
4500 S. Lakeshore Drive, Suite 339 
I'empe, Arizona 85282 
I'elephone: (480) 839-5202 
Fax: (480) 345-0412 
4ttorneys for Valley Utilities Water Company, Inc. 

BEFORE THE ARIZONA CORPORATION COMMISSION 

[N THE MATTER OF THE APF'LKATION 
3F VALLEY UTILITIES WATER 
ZOMPANY, INC. FOR AN EMERGENCY 
RATE INCREASE AND AUTHORTTY TO 
EXMEDIATELY IMPLEMENT A WELL 
SURCHARGE. 

[N THE MATTER OF THE APPLICATION 
3F VALLEY UTILITIES WATER 
CIOMPANY, INC. FOR AUTHORITY TO 
[SSUE ADDITIONAL COMMON STOCK. 

1 

1 > 
1 

1 

1 

) DOCKET NO. W-01412A-07-560 

> DOCKET NO. W-1412A-07-0561 

) AFFIDAVIT OF MAILING 

STATE OF ARIZONA ) 

2ounty of Maricopa ) 
)ss 

1. I am Robert L. Prince, President of Valley Utilities Water Company, Inc. My business 

address is 6808 N. DyM Road, Glendale, Arizona 85307 

2. On November 1, 2007, I caused the Notice in the form attached hereto as Attachment 

1 and incorporated herein by reference for all purposes, to be mailed by first class mail, 

postage prepaid, to all ctrstomers of record of the Company. 

3. Further affiant sayeth naught. 

DATED this b day of November, 2007. 

VALLEY UTILITIES WATER 
C o ~ ~ . I N Q ' J  A 

By: 
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I 

The foregoing instrument was acknowledged before me thisa (9 day of November, 2007, 

by Robert L. 

My Commission Expires: 

Original and ten copies of the 
foregoing filed this &@ay 
of November, 2007: 

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

Copies of the foregoing Hand Delivered this wt 
day of November, 2007 to: 

Hearing Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Legal Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Utilities Division 
Arizona Corporation C o d s s i o n  
1200 West Washington 
Phoenix, Arizona 85007 

93055.00000.339 



SALLQUIST, DRUMMOND & O’CONNOR P.C. 
ATTORNEYS AT LAW 

RICHARD L. SALLQUtST 

TEMPE OFFICE 
4500 S. LAKESHORE DRIVE 

SUITE 339 
TEMPE, ARIZONA 85282 

PHONE (480) 839-5202 
FACSIMILE (480) 345-0412 

E-MAIL dick@sd-law.com 

November 16,2007 

HAND DELIVERY 

Shauna Lee-Rice 
Arizona Corporation Commission 
Docket Control; 
1200 W. Washington 
Phoenix, A2  85007 

Re: Valley Utilities Water Company; Docket No W-O1412A-07-0560 and Docket No W- 
01412A-07-0561; Late Filed Exhibit: 

Dear Ms. Lee-Rice: 

Enclosed please find fifteen (1 5)  copies of the Construction Bid for the New Well 
as referenced in the Subject Dockets. Although docketed today, this Exhibit was hand 
delivered to the Commission’s Engineering Division on November 13,2007. 

In the event you have any questions regarding these matters please do not hesitate 
to contact the undersigned. 

I 
Richard L. Sallquist 

Enclosures 

cc: Judge Marc Stern (via email) 
Robin Mitchell (via email) 
Crystal Brown (via email) 
Bob Prince 
Tom Bourassa 

93055.00000.342 

mailto:dick@sd-law.com
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Richard L. Sallquist 
Sallquist, Drummond & O’Connor, P.C. 
Tempe Office 
4500 S. Lakeshore Drive 
Suite 339 
Tempe, Arizona 85282 
Phone: (480) 839-5202 
F a :  (480) 345-0412 

BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF THE APPLICATION 
OF VALLEY UTILITIES WATER 
COMPANY INC. FOR AN INCREASE IN 
ITS WATER RATES FOR CUSTOMERS 
WITHIN MARICOPA COUNTY, ARIZONA 

IN THE MATTER OF THE APPLICATION 
OF VALLEY UTILITIES WATER 
COMPANY, INC. FOR AUTHORITY TO 
ISSUE PROMISSORY NOTE(S) AND 
OTHER EVIDENCES OF INDEBTEDNESS 
PAYABLE AT PERIODS OF MORE THAN 
TWELVE MONTHS AFTER THE DATE OF 
ISSUANCE. 

DOCKET NO. W-01412A-04-0736 

DOCKET NO. W-O1412A-04-0849 

WIFA LOAN SURCHARGE 
CALCULATION AND NOTICE OF 

IMPLEMENTATION 

1. On November 14, 2005 the Commission issued Decision No. 68309 (the 

“Decision”), which Decision, among other things, required the Company to file a WIFA Loan 

Surcharge calculation based on the debt service of the new WIFA Loan, net of certain “set 

asides” authorized in Decision No. 62908, dated September 18, 2000, and Arsenic Impact Fees 

authorized in Decision No. 67669 dated March 9,2005. 

2. Attached hereto as Attachment One, and incorporated herein by this reference, is 

a schedule setting forth that calculation. Due to the balances in the above referenced accounts, 

93055.00000.306 
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the WIFA Loan Surcharge for the first fiscal year of the WIFA Loan will be $0.00 per 1,000 

gallons usage. 

3. It is anticipated that the WIFA Loan Surcharge for the second fiscal year will 

remain at that level, but will become positive in the thlrd fiscal year. Annual filings will be made 

no less that 30 days before the anniversary of the implementation. 

4. The Decision is silent as to the procedure for implementing the WIFA Loan 

Surcharge beyond the compliance filing. The Company would propose to commence showing a 

“WIFA Loan Surcharge” line item on its monthly billings to customers at the $0.00 level with the 

June 2007 billings. 

WHEREFORE, the Company hereby files this compliance item as required by Decision 

No. 68309, and notifies the Commission of the implementation of a $0.00 WIFA Loan Surcharge 

with its June 1, 2007 billings. 

017’ 
RESPECTFULY submitted this c/-day of May 2007. 

SALLQUIST, DRUMMOND& O’CONNOR, P.C. 

4500 S. Lakeshore Drive, Suite 339 
Tempe, Arizona 85282 
Attorneys for Valley Utilities Water Company 

Original and 

of May 2007: 

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

93055.00000.306 
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4 copy of the foregoing 
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Line 
- No. 

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 
29 
30 
31 
32 
33 
34 

WlFA Debt Service Requirements (May 2007 to April 2008)' 
Reductions 

$ 247,849 

Arsenic Impact Fees to be used' $ (247,849) 
WlFA Loan Set Asides to be Used3 

Total Reductions $ (247,849) 
Amount to be Collected via Arsenic Recovery Surcharge $ (0) 

Gallons Sold (in 1,000's) during Prior Year (2006) 333,624 

Surcharge per 1,000 gallons $ 

computation of Impact on Averaqe 5/8 Inch metered Customer 
Average Use (in gallons) 9,251 
Average Bill (without surcharge) $ 30.18 

Average Bill (with surcharge) $ 30.18 
0.00% 

Arsenic Recovery Surcharge at Average Use 

Percent Increase in Average Bill 

$ 

' WIFA Debt Service Requirements (May 2007 to April 2008) (From Loan Repayment Schedule) 
May '07 
June 
July 
August 
September 
October 
November 
December 
January 'OB 

February 
March 
April 
Total 

$ 66,537 
16,483 
16,483 
16,483 
16,483 
16,483 
16,483 
16,483 
16,483 
16,483 
16,483 
16,483 

$ 247,849 

35 
36 Fees Collected 
37 

Arsenic Impact Fees Collected and Used 

Less: Funds Previously Used for Arsenic Plant or Debt Service 
$ 314,171 

(44,355) 
38 Less: Funds used for Current Year's Debt Service (247.849) 
39 
40 

Balance of Arsenic Impact Fee Fund to be used in Future $ 21,967 

41 
42 Loan Set Asides $ 141,129 
43 

3 WlFA Loan Set Asides(Col1ected between Nov. 2000 and Sept. 2005) 

Less: Funds Previously Used for Plant or Debt Service 
44 
45 
46 

Less: Funds used for Current Year's Debt Service 
Balance of WlFA Loan Set Asides to be used in Future $ 141,129 

ATTACHMENT ONE 
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Attached is the Staff Report for Valley Utilities Water Company’s (“Company’’) 
applications for an emergency rate increase and a financing approval. Staff recommends denial 
of the $250,000 revolving line of credit and its related surcharge. Staff recommends approval of 
the $250,000 loan through the Water Infrastructure Finance Authority (“WIFA”). Further, Staff 
recommends that the surcharge go into effect after the WIFA loan has closed and the Company 
has drawn on the loan. Staff recommends the Company file a full rate case by no later than June 
1, 2008, using a 2007 test year. 
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EXECUTIVE SUMMARY 
VALLEY UTILITIES WATER COMPANY 

DOCKET NOS. W-01412A-07-0560 AND W-01412A-07-0561 

On October 1, 2007, Valley Utilities Water Company (“Valley Utilities” or “Company”) 
filed an application for emergency rates and a financing application. The Company’s rate 
application asserts that a sudden and unexpected well failure and problems with other wells has 
resulted in production levels that are too low to meet its 2008 summer peak demand for its 1,400 
customers. 

Recommendations 

EmerPency Rate Surcharge 

Staff recommends approval of Staffs recommended emergency rate surcharges as shown 
on Schedule CSB-3. 

Staff further recommends that the monthly surcharge rate be conditional upon Staffs 
recommended cost of the well. 

Staff further recommends that the surcharge be implemented only after the Company 
closes on the loan and has drawn funds to begin construction of the plant. 

Staff fLxther recommends that if the Company has not drawn funds from the loan within 
one year of the date of the Decision resulting from this proceeding, that approval of the loan and 
surcharge be rescinded. 

Staff further recommends that the Company post a bond in an amount of $1,5001 prior to 
implementing the emergency rate increase authorized in this proceeding. 

Staff further recommends that the emergency rate increase be interim. 

Staff further recommends that the Company be directed to file within 30 days of the 
Order a revised rate schedule reflecting the emergency rate increase with Docket Control, as a 
compliance item in this docket. 

Staff further recommends that the Company notify its customers of the revised rates, and 
its effective date, in a form acceptable to Staff, by means of an insertion in the Company’s next 
regularly scheduled billing. 

Decision No. 67990, dated July 18, 2005, required a bond from Sabrosa Water Company in the amount of $3,000 
The amount was approximately 5 percent of the annual increase in the emergency rate application. Staffs 
recommended bond amount for Valley Utilities is equal to approximately 5 percent of the $30,369 annual increase 
in revenue. 



Staff further recommends that the Company file a full rate case by no later than June 1, 
2008, using a 2007 test year. 

Financings 

Staff recommends denial of the Company’s $250,000 revolving line of credit. Staff 
recommends approval of the Company’s application for authority to issue debt to the Water 
Infrastructure Finance Authority not to exceed $250,000. 
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Introduction 

On October 1, 2007, Valley Utilities Water Company (“Valley Utilities” or “Company”) 
filed an application for emergency rates and a financing application. Also, concurrently with the 
emergency rate and financing applications, the Company filed a Motion to Consolidate. On 
October 17, 2007, the Company’s request to consolidate the applications was approved by 
Procedural Order. 

Valley Utilities’ rate application asserts that a sudden and unexpected well failure and 
problems with other wells has resulted in production levels that are too low to meet its 2008 
summer peak demand for its 1,400 customers. The Company has concluded that the only 
remedy for this urgent problem is to begin drilling a replacement well as soon as possible. 
Consequently, it has requested an emergency rate increase and authority to immediately 
implement a two-phased well surcharge. 

The Company proposes that the first phase of the well surcharge will recover only the 
interest expense on a revolving $250,000 line of credit that will be used to construct the new 
well. The line of credit will be from a commercial bank and the $250,000 balance is intended to 
be temporary. 

Once the Company can refinance the $250,000 line of credit through WIFA2 (which the 
Company anticipates will be within one year), then the second phase would be implemented. 
The second phase surcharge, under the Company’s proposal, would recover the principal, 
interest, annual debt reserve payment, and income taxes on the $250,000 WlFA loan. The terms 
and conditions of both loans are discussed in greater detail in the “Financing” section of this 
Report. 

Background 

Valley Utilities is an Arizona class B utility engaged in the business of providing potable 
water service to a community located within a County strip, just east of Luke Air Force Base in 
Maricopa County, Arizona. Valley Utilities provides service to over 1,400 customers of which 
just over half (i.e., 795) are serviced by 3/4-incb meters. The current rates were authorized in 
Decision No. 68309, dated November 14,2005. 

En Pineering Analysis 

Inlroduct ion 

Valley Utilities Water Company, Inc. (“Company”) has submitted emergency rates and 
financing applications to drill a new well at a cost of $250,000. The Company operates a water 
system in the Phoenix West Valley in Maricopa County. 

Water Infrastructure Finance Authority of Arizona (“WIFA”) 2 
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Existing Water System 

The Company’s system serves a community located within a County strip, just east of 
Luke Air Force Base and consists of seven wells (totaling 1,655 gallons per minute (“GPM”)), 
five storage tanks (totaling 1,060,000 gallons), four booster stations and a distribution system 
serving 1,422 service connections as of August 2007. 

Company s Application Filinm 

Emergency Rates 

In August 2007, Well No. 6 was taken out of service due to loss of production. Due to 
Well No. 6’s production of 425 GPM removed from the Company’s operation, the total well 
production of 1,655 GPM has decreased to 1,230 GPM (See section entitled Staffs Analysis 
below for further discussion of this reduced well production impact). 

Financing 

The Company is requesting financing approval for a $250,000 loan from the WIFA. This 
loan is needed to finance the construction of a replacement well for Well No. 6. According to 
the application, a bid from a well drilling company estimated the cost of a new well at 
approximately $200,000, with the remaining $50,000 to cover undetermined contingency costs 
associated with drilling and equipping the new well. As stated in the application, the well 
driller’s bid will be filed as a late-filed exhibit. 

S t u f s  Analysis 

According to the Water Use Data Sheet submitted by the Company, the Company has six 
operating wells producing a total of 1,230 GPM, 1,060,000 gallons of storage capacity, and a 
distribution system serving 1,422 service connections as of August 2007. Using the historical 
growth rates, it is projected that the existing service area could grow to approximately 1,520 
connections by mid 2008. 

Based on the existing six well production and storage tank capacities, the system cannot 
adequately serve its over 1,400 service connections. 

Maricopa County Environmental Services Department (“MCESD ”) Compliance 

MCESD regulates the water system under Public Water System No. 07-079. Based on 
compliance information provided by the MCESD, the system has no deficiencies and MCESD 
has determined that this system is currently delivering water that meets water quality standards 
required by Arizona Administrative Code, Title 18, and Chapter 4. 
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Conclusions 

The existing six well production and storage tank capacities cannot adequately serve the 
As of August 2007, the Company was serving 1,422 service existing service connections. 

connections. Therefore, the construction of the replacement well for Well No. 6 is needed. 

Compliance 

The Utilities Division Compliance Section reports the following. 

According to Decision #68309, the Company was ordered to: 

The Company will file with Docket Control an application for 
approval of an arsenic removal surcharge tar@ if a surchai-ge is 
necessary to allow the Company to meet its principal and interest 
obligations on the amount of the WIFA loan and income taxes on the 
surchaiFges. 

Compliance with this Decision is contingent upon the Company having drawn on the 
loan and its ability to repay the loan. The Company has not made a filing regarding this matter. 
Further, Staff is not aware, at this time, of any monies being drawn on the loan. 

The MCESD regulates the water system under Public Water System No. 07-079. Based 
on compliance information provided by the MCESD, the system has no deficiencies and 
MCESD has determined that this system is currently delivering water that meets water quality 
standards required by Arizona Administrative Code, Title 18, and Chapter 4. 

Consumer Services 

A review of the Consumer Services Section database from January 1 , 2004 to October 10, 
2007 showed the following: 

2004 - three complaints (one billing, one ratedtanffs, one construction costs) and two 
inquiries were reported, 

2005 - two complaints (both billing) and two inquires were reported, 

2006 - two complaints (one billing and one service) and two inquiries were reported, 

2007 - one inquiry was reported. There were no complaints or opinions. 

All complaints and inquiries have been resolved and closed. 
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Conditions Necessary for Emergency Rate Relief 

~ 

General conditions necessary for interim emergency rates3 include: 

1. A sudden change that causes hardship to a company 
2. A company is insolvent, and 
3. A company’s ability to maintain service (pending a formal rate determination) 

is in serious doubt. 

According to the Company’s application, a sudden well failure and the Company’s 
impending shortage of water production capacity are the conditions that comprise the 
emergency. Further, Mr. Robert L. Prince, the President of Valley Utilities Water Company, 
indicated that if the Company did not have a new well in service by early spring 2008, the 
Company’s storage tanks would go dry and the Conipany would not be able to serve any of its 
customers (page 7 of Exhibit 2, Direct Testimony of Robert L. Prince, lines 11-13). Staff does 
not agree with this statement. 

Conclusion 

Staff concludes, based on review of the Company’s unaudited application, that Valley 
Utilities’ condition satisfies the third criteria to qualify foi- emergency rates listed above. Based 
on review of the information provided by the Company, it will not be able to provide proper and 
adequate service during peak periods without additional water source. 

Positive Equity Position Plan 

Decision No. 68309, dated November 14, 2005, ordered Valley Utilities to file and 
implement a plan to improve its equity position. The Decision stated on page 11, line 21 the 
following: 

Staff recommended that the Company be required to institute a plan that 
would produce a positive equity position by December 31, 2010, such plan to be 
filed with Docket Control within 90 days from the date of the Commission’s 
Decision. The Company’s FVRB in its last rate case was negative $292,898 (see 
Decision No. 62908, p.1 l), and in this case, has deteriorated further, to negative 
$539,804. As stated at page 4 above, we are concerned that this Conipany 
continues to operate the utility in such a way that although equity is not being 
invested, ratepayers are required to generate cash sufficient to show an operating 
income. 

According to Attorney General Opinion No. 71-17, interim or emergency rates are proper when either all or any of 3 

the following conditions occur: when sudden change brings hardship to a Company; when the Company is 
insolvent; or when the condition of the Company is such that its ability to maintain service pending a formal rate 
determination is in serious doubt. 
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On February 13, 2006, in compliance with Decision No. 68309, the Company filed its 
Positive Equity Position Plan. The plan listed seven steps the Company would take to build 
positive equity as follows: 

1. File a request for an accounting order authorizing the Company to defer any and all 
arsenic operating and maintenance expense for recovery in future rate proceedings. 

2. Attempt to maintain the operating margin authorized by the Commission by filing new 
rate applications as often as necessary. 

3. File a new rate application using a 2007 test year. 

4. File emergency rate applications in order to maintain its authorized operating margin. 

5. Reinvest available operating income in new plant and equipment. 

6. Apply for accounting orders as necessary, to defer expenses for consideration of recovery 
in subsequent rate cases. 

7. Continue to suspend paying dividends. 

Rescinded $452,080 Loan (Decision No. 62908, Dated 9/18/2000) 

On January 1 1 , 2000, Valley Utilities requested approval for two items of long-term debt: 
$452,080 from WlFA and $289,675 from Robert Prince, President and CEO of Valley Utilities 
and Barbara Prince, Secretary and Treasurer of Valley Utilities. Staff recommended denial of 
the proposed Prince loan of $289,675 because the Company had negative equity of $264,404 and 
the approval of the Prince loan would be detrimental to the Company’s capital structure. Staff 
recommended that the Company’s shareholders finance the remaining projects with equity. At 
the hearing, the Company had no objection to Staffs recommendation. Staffs recommendations 
were approved in Decision No. 62908, dated September 18, 2000. Decision No. 62908 also 
authorized a $6.35 monthly customer surcharge to service the $452,080 WIFA loan. 

The loan and the related $6.35 surcharge were later rescinded in a subsequent rate 
proceeding as discussed below. 

Existing $1.92 Million Loan (Decision No. 68309, Dated 11/14/2005) 

Decision No. 68309, dated November 14, 2005, rescinded approval of the $452,080 
WIFA loan because the Company had never drawn on it. At the same time, the Decision 
authorized approval of a $1.92 million WIFA loan to construct arsenic treatment plant. Further, 
the Decision ordered the Company to file an application for an arsenic removal surcharge tariff if 
a surcharge is necessary to allow the Company to pay the debt. 
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Additionally, the Decision ordered the Company to file a report on the $6.35 surcharge 
that it had begun collecting in the year 2000. In compliance with Decision No. 68309, the 
Company filed a report of the activity and balance of the W F A  set aside. The balance at the 
November 30, 2005 was $101,725. While this fund was meant only to service the WIFA debt, 
Staff notes that the Company used funds from this account to pay general operating expenses as 
follows: 

10/9/2003 
10/15/2003 
1 111 712003 
4/2/2004 
5/2/2004 
2/10/2005 
3/11/2005 
3/28/2005 
4/6/2005 

$10,000 
$12,000 
$10,000 
$20,000 

$lO,OOO 
$10,000 
$20,000 
$10,000 

$ 5,000 

To fund payroll cash shortfall 
LX Payback 
To fund accounts payable cash shortfall 
To fund accounts payable cash shortfall 
To fund payroll cash shortfall 
To fund payroll cash shortfall 
To fund payroll and income tax cash shortfall 
To pay for insurance, liability, vehicle, and well repair 
To fund payroll cash shortfall 

Financing Application 

Introduction 

On October 1, 2007, Valley Utilities filed an application with the Commission requesting 
authorization (1) to obtain a $250,000 revolving line of credit from a commercial bank and (2) to 
later refinance the $250,000 revolving line of credit to a fixed rate, fixed term loan with WIFA. 

Public Notice 

Per Procedural Order issued October 18, 2007, a copy of the Public Notice shall be 
mailed to each customer and published in a newspaper of general circulation in the Company’s 
service area on or before November 5 ,  2007. The Company filed the Affidavit of Publication on 
November 9,2007. 

Pui-pose and Terms of the Proposed Financinx 

The purpose of the $250,000 revolving line of credit is to provide the initial funds to drill 
the new well. The Company anticipates that the line of credit will be temporary and will be 
converted to fixed rate, fixed term debt once it can be refinanced with WFA.  The Company 
expects that the rate for the revolving line of credit will be nine percent. 

Under the Company’s proposal, the purpose of the long-term debt is to refinance the 
$250,000 revolving line of credit with a fixed rate, fixed term loan through WIFA. Under Staffs 
proposal, the purpose of the long-term WIFA debt is to reimburse funds to the water system for 
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drilling a new well. The Company proposed financing is a 20-year amortizing loan at a 6.004 
percent interest rate. 

Financial Analysis and Recommendation for $250,000 Revolving Line of Credit 

For financial analysis purposes, Staff considers the $250,000 revolving line of credit to 
be long-term debt because its repayment term is greater than one year. Staff does not 
recommend approval of the $250,000 revolving line of credit and recommends that the Company 
obtain the initial funds for the well construction with a cash infusion from the shareholders. This 
action would be consistent with item number five of the Company’s “Positive Equity Position 
Plan” as discussed earlier. The investment in plant would move the Company’s negative rate 
base in a positive direction. 

As an alternative to the line of credit, the Company can obtain short-term debt that does 
not exceed seven percent of total capitalization in accordance with Arizona Revised Statute 40- 
302 D. Staffs analysis, based on unaudited information provided by the Company, shows that 
Valley Utilities has sufficient cash flow to pay for such debt. At December 31, 2006, the 
Company reported $88,824 in operating income and $172,644 in depreciation expense resulting 
in a positive cash flow of over $255,000 as shown on Schedule CSB-1. Also, for the year ended 
December 3 1,2006, the Company reported a cash balance of $794,000. 

Financial Analysis of $250,000 WIFA Loan 

Staffs analysis is based on Valley Utilities’ unaudited financial statements dated 
December 31, 2006. The financial analysis shown on Schedule CSB-1 presents selected 
financial information from the financial statements and the pro forma effect of the proposed 
$250,000 loan. Schedule CSB-1 also shows the capital structure and debt service coverage 
(“DSC”) and times interest earned (“TIER’) ratios. 

Capital Structure 

Staffs capital structure analysis includes advances in aid of construction (“AIAC”) and 
contributions in aid of construction (“CIAC”). At December 3 1, 2006, Valley Utilities’ capital 
structure consisted of no debt’; 86.65 percent AIAC, 22.52 percent CIAC, and a negative 9.17 
percent equity. Valley Utilities’ drawing the entire proposed loan of $250,000 would result in a 
pro forma capital structure comprised of 0.14 percent short-tern1 debt, 5.25 percent long-term 

The Company’s application stated a 6.66% interest rate. However, the Company used a 6.00 percent rate in its 
surcharge calculation as shown on “Attachment Three” of the Company’s application. Further the Company stated 
that the WIFA subsidy rate was 85 percent but used 75 percent in its surcharge calculation. Staff used 75 percent in 
its calculation in order to be conservative. 

Also, Staff did not include the Company’s $1.92 million WIFA loan because the Company had not drawn any funds 
as of 121’3 1/2006 and the Company will obtain a surcharge to pay for the debt service payments for the loan. 

4 

Staff did not include the Company’s proposed $28,237 in long-term debt as it was not Commission authorized. 5 
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debt, 81.98 percent AIAC; 21.31 percent CIAC, and a negative 8.67 percent equity as shown on 
Schedule CSB-I. 

Capital structure is an indicator of financial soundness. Valley Utilities has no equity and 
its over-reliance on AIAC and CIAC to fund plant construction has resulted in a negative rate 
base. As discussed previously, Decision No. 68309 stated “. . .we are concerned that this 
Company continues to operate the utility in such a way that although equity is not being 
invested, ratepayers are required to generate cash sufficient to show an operating income and 
customers were required to pay an operating income when the shareholders had no investment in 
plant.” The same concern remains in the instant proceeding. Therefore, Staff continues to 
recommend that the shareholders inhse equity into the water company and foIlow its “Positive 
Equity Position Plan” discussed earlier. 

Interest and Debt Sewice Coveraze 

Staff also examined the effects of the proposed financing on the Company’s TIER and 
DSC. 

DSC represents the number of times internally generated cash (i.e., earnings before 
interest, income tax, depreciation and amortization expenses) covers required principle and 
interest payments on debt. A DSC greater than 1.0 means operating cash flow is sufficient to 
cover debt obligations. 

TIER represents the number of times earnings before income tax expense covers interest 
expense on debt. A TIER greater than 1.0 means that operating income is greater than interest 
expense. A TIER less than 1 .O is not sustainable in the long term but does not necessarily mean 
that debt obligations cannot be met in the short term. 

Valley Utilities’ TIER and DSC resulting from its 2006 Staff adjusted financial 
statements are not meaningful as the Company had no debt. Including Staffs recommended 
revenue requirement and fully drawing the proposed $250,000 loan results in a pro forma TIER 
and DSC of 7.45 and 13.13, respectively. The pro forma TIER and DSC show that Valley 
Utilities would have adequate cash flow to meet all Commission authorized obligations including 
the proposed debt. 

Conclusions and Recorninendations 

WIFA Loan 

Staff concludes that the project the Company proposes to construct and the $250,000 in 
long-term debt from WIFA is reasonable and appropriate. 
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Staff concludes that the proposed financing is within Valley Utilities’ powers as a 
corporation, is compatible with the public interest and would not impair its ability to provide 
public service. 

Therefore, Staff recommends approval of the Company’s application for authority to 
issue debt to WIFA not to exceed $250,000. 

Staff further recommends authorizing Valley Utilities to engage in any transactions and 
to execute any documents necessary to effectuate the authorizations granted. 

Staff further recommends that one copy of executed loan documents be filed with Docket 
Control, as a Compliance item, within 60 days of the execution of any transactions. 

Company Proposed Emergency Rate Surcharge 

The Company has requested an emergency rate of $0.89 per month surcharge for each 
5/8 x 3/4-inch meter; $1.34, 3/4-inch; $2.23, 1-inch; $4.45, 1.5-inch; $7.13, 2-inch; $14.25, 3- 
inch; $22.27, 4-inch; $44.54, 6-inch; $7 1.27, 8-inch; $102.45, 10-inch; $191.53, 12-inch, as 
shown on Schedule CSB-3. 

StaffAdjustments to the Emergency Rate Surcharge 

Decision No. 68309 authorized an arsenic remediation surcharge mechanism C‘ARSM’) 
for Valley Utilities. The ARSM prescribes a methodology to calculate a surcharge for arsenic 
treatment plant that was financed through a WIFA loan. The Company has modified the 
Commission approved methodology to calculate the surcharge for the new well. The Company 
proposes to add $4,539 for the annual WIFA debt reserve payment. 

Staff has reviewed the Company’s calculation and recommends two changes. First, Staff 
recommends removal of the $4,539 for the annual WIFA debt reserve payment. WIFA requires 
a monthly or quarterly payment into a debt reserve account to ensure payments on loans. The 
debt reserve account is similar to a forced savings account. It is an asset to the borrower and 
interest on the reserve accrues to the borrower. There is a very high likelihood that all payments 
will be made because of the Staff recommended surcharge and the Company’s operating income. 
Consequently, when the loan is fully paid, the cash in the reserve account will become available 
to shareholders as equity. Therefore, Staffs methodology removes the reserve component from 
the surcharge and allows only the principal and interest on the loan amount to be recovered from 
customers. 

Second, Staff recommends removal of the income taxes from the surcharge calculation. 
The ARSM, which includes income taxes, was designed to recover extraordinary costs of plant 
needed to comply with federally mandated drinking water standards. The cost of the new well 
for which the Company seeks recovery is routine in nature. Therefore, recovery of income taxes 
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is inappropriate. 
allowance for income taxes. 

Norrnal approvals for financings by this Commission do not include an 

Staffs adjustments decreased the emergency surcharge by $0.25, from $0.89 to $0.64 for 
the 5/8-inch x 3/4-inch metered customer. Staff recornmends approval of Staffs recommended 
emergency rate surcharges as shown on Schedule CSB-3. 

Staff further recommends that the monthly surcharge be conditional upon Staffs 
recommended cost of the well. 

Staff further recommends that the surcharge be implemented only after the Company 
closes on the loan and has drawn funds to begin construction of the plant. 

Staff further recommends that if the Company has not drawn funds from the loan within 
one year of the date of the Decision resulting from this proceeding, that approval of the loan and 
surcharge be rescinded. 

Staff further recommends that the Company post a bond in an amount of $1,5006 prior to 
implementing the emergency rate increase authorized in this proceeding. 

Staff further recommends approval of the emergency rate increase sought by Valley 
Utilities Water Company. 

Staff further recommends that the emergency rate increase be interim, subject to “true 
up” at the Company’s next full rate case. 

Staff further recommends that the Company be directed to file within 30 days of the 
Order a revised rate schedule reflecting the emergency rate increase with Docket Control, as a 
compliance item in this docket. 

Staff further recommends that the Company notify its customers of the revised rates, and 
its effective date, in a forrn acceptable to Staff, by means of an insertion in the Company’s next 
regularly scheduled billing. 

Staff further recommends that the Company file a full rate case by no later than June 1, 
2008, using a 2007 test year. 

Decision No. 67990, dated July 18, 2005, required a bond from Sabrosa Water Company in the amount of $3,000. 
The amount was approximately 5 percent of the annual increase in the emergency rate application. Staffs 
recommended bond amount for Valley Utilities is equal to approximately 5 percent of the $30,369 annual increase, 
in revenue. 
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EMERGENCY RATE INCREASE AND AUTHORITY TO MMEDIATELY 
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Originator: Crystal S. Brown 

Attachment: Original and sixteen copies 
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Selected Financial Information 
Pro forma Includes Immediate Effects of the Proposed Long-term Debt 

[AI 

12/31/2006 
Without Loan 

1 Operating Income $ 88,924 
2 Depreciation & Amortization Expense $ 172,644 
3 Income Tax Expense $ 24,905 
4 interest Expense on Debt $ 
5 Repayment of Principal $ 

P I  
12/3 1/2006 

Includes Full Amount of 
Pro~osed$250,000Loan 

$ 172,644 
$ 24,905 

$ 6,533 

$ 88,924 

$ 15,286 (a) 

Cash Flow 
6 (1+2-5) 

TIER 
7 [1+3] f [4] 

DSC 
8 [ 1 +2+3] + [4+5] 

$ 261,568 $ 255,035 

7.45 

13.13 

9 Short-term Debt $ 0.00% 

10 Long-term Debt $ - (b) 0.00% 

11 Advances in Aid of Construction $ 3,805,035 86.65% 

12 Net Contributions in Aid of Constr. $ 988,897 22.52% 

13 Equity $ (402,545) -9.17% 

14 Total Capital $ 4,391,387 100.00% 

$ 6,533 (c) 0.14% 

$ 243,467 5.25% 

$3,805,035 81 98% 

$ 988,897 21.31% 

$ (402,545) -8.67% 

$4,641,387 loo.ooo/o 

(a) Includes the first year interest on the entire proposed loan. 

(b) Staff did not include the Company's reported $28,237 in long-term debt as it was not Commission authorized. 
Also, Staff did not include the Company's $1.92 million WlFA loan as the Company had not drawn any funds 
as of 12/31/06 and the Company will obtain a surcharge to cover debt service payments for the loan. 

(c) Includes $0 in short-term debt and $6,230 in current maturities on long-term debt at 12/31/06 and first year 
principal repayment on the full amount of the proposed loan. 
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Loan Amount Requested $250.000 
Down Payment: $0 

Amount Financed: $250.000 
Wifa Subsidy 75% 

Unsubsidized Interest Rate 8.25% 

Number of years: 20 Compounding Periods: 12 

LOAN AMORTIZATION SCHEDULE 

Period 

1 
2 
3 
4 
5 
6 

7 
8 

9 
10 
11 
12 

Payments 

Eeginning- End-of-month 

Loan of-month Interest Principal principal Annual Annual Annual 

[r*(2)1 [(I) - (311 ( (2 )  - (411 Interest Principal Debt Payment payment principal 

(1 1 ( 2 )  (3) (4) ( 5 )  ( 6 )  (7 )  (8) 

$1 , E l  8 22 
1 818 22 
1.81 8.22 
1.81822 
1,818 22 
1.81822 
1818.22 
1,81822 
1,81822 
1.818 22 
1.818.22 
1,818.22 

$250,000 00 

249.470 84 
248.338.95 
248,404.31 
247,K5 92 
247.326 76 
246.783.82 
246.238 07 
245,683 51 
245,138.1 2 
244,583 a9 
244,025.80 

$1,289.06 
1.286 33 
1.283.59 
1,280 83 

1.278.E 
1.275.28 
1,272 48 
1 :2G3 67 
1.266.84 
1.263.59 
1,261 .I4 
1.258 26 

$529 16 
531 89 
534 63 
537 39 
540 16 
542 95 
545 75 
518 56 
551 33 
554 23 
557 09 
559 95 

5249 470 84 
248 938 95 
248,A04 31 
247 866 92 
247 326 76 
246 783 82 
246 238 07 
245 689 51 
245 138 12 

244 583 89 
244 026 80 
2 4 3 4 6 6 a  1 5 285 54 6 533 16 21 .8l 8 70 
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' CSB-2 

i a  
19 

Equivalent Number of Equivalent 
NARUC Number of Bills Months in Bills 

20 Meter Size Multiplier Customers Col B x C Year C o l D x E  
21 518"x 314" Meter 1 191 191 12 2.292 
22 314" Meter 
23 1"Meter 
24 1%" Meter 
25 2"Meter 
26 3" Meter 
27 4" Meter 
28 6" Meter 
29 
30 
31 
32 

I .5 765 1,148 12 13,770 
2 5  403 1,008 12 12,090 

5 6 30 12 360 
8 48 384 12 4,608 

16 5 80 12 960 
25 0 12 
50 0 12 

0 2,840 34,080 

34 Calculation of Monthly Surcharge 
35 
36 
37 34,080 Divided by: Total Number of Annual Equivalent Bills 
38 $ 0 64 Monthly Surcharge for 5/8 " x 314" Customers 
39 
40 
41 Calculation of Monthly Surcharge for the Remaining Meter Size Customers 
42 

$21,818.70 Total Annual Surcharge Revenue Requirement for the Loan (from Step 8) 

43 Equivalent Bills 
44 I Col A I ColB I ColC I Col D . -  _. - 

I 45 51% x 314" Surcharqe bv 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 

- -  
NARUC Customers' Meter Size 

Meter Size Multiplier Surcharge Col B x C 
518"x 314" Meter 1 $ 064 $ 0 64 
314" Meter 1 5  $ 064 $ 0 96 
1 " Meter 2 5  $ 064 $ 1 6 0  
1 %" Meter 5 $ 064 $ 3 20 
2" Meter 8 $ 064 $ 5 12 
3" Meter 15 $ 064 $ 9 60 
4" Meter 25 $ 064 $ 16 01 
6" Meter 50 $ 064 $ 32 01 
6 Meter 50 $ 064 $ 32 01 
8" Meter 80 $ 064 $ 51 22 
10" Meter 115 $ 064 $ 73 63 
12" Meter 215 $ 064 $ 13765 
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Monthly Usage Charge 

Schedule CSB-3 

Company Staff 
Proposed Recommended 

314" Meter 
1" Meter 

1 %" Meter 
2" Meter 
3" Meter 
4" Meter 
6" Meter 
8" Meter 

IO" Meter 
12" Meter 

1.34 
2.23 
4.45 
7.13 

14.25 
22.27 
44.54 
71.27 

102.45 
191.53 

0.96 
1.60 
3.20 
5.12 
9.60 

16.01 
32.01 
32.01 
51.22 
73.63 
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