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TO ALL PARTIES:

Enclosed please find the recommendation of Administrative Law Judge Dwight D.
Nodes. The recommendation has been filed in the form of an Opinion and Order on:

SANTA CRUZ WATER COMPANY, LLC
and PALO VERDE UTILITIES COMPANY, LLC.
(TRANSFER OF ASSETS AND CC&N)

Pursuant to A.A.C. R14-3-110(B), you may file exceptions to the recommendation of
the Administrative Law Judge by filing an original and ten (10) copies of the exceptions with
the Commission's Docket Control at the address listed below by 4:00 p.m. on or before:

SEPTEMBER 13, 2007
The enclosed is NOT an order of the Commission, but a recommendation of the
Administrative Law Judge to the Commissioners. Consideration of this matter has tentatively

been scheduled for the Commission's Working Session and Open Meeting to be held on:

SEPTEMBER 18, 2007 AND SEPTEMBER 19, 2007

For more information, you may contact Docket Control at (602) 542-3477 or the

Hearing Division at (602) 542-4250. For information about the Open Meeting, contact the
Executive Director’s Office at (602) 542-3931.
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BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS

MIKE GLEASON, Chairman
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
KRISTIN K. MAYES
GARY PIERCE

IN THE MATTER OF THE APPLICATION OF DOCKET NO. W-03576A-06-0155
SANTA CRUZ WATER COMPANY, LLC, TO DOCKET NO. W-20446A-06-0155
TRANSFER ITS CERTICIATE OF
CONVENIENCE AND NECESSITY AND ASSETS
TO GLOBAL WATER - SANTA CRUZ WATER
COMPANY.

IN THE MATTER OF THE APPLICATION OF DOCKET NO. SW-03575A-06-0155
PALO VERDE UTILITIES COMPANY, LLC, TO DOCKET NO. SW-20445A-06-0155
TRANSFER ITS CERTIFICATE OF
CONVENIENCE AND NECESSITY AND ASSETS DECISION NO.
TO GLOBAL WATER —PALO VERDE
UTILITIES COMPANY.

OPINION AND ORDER

DATE OF HEARING: January 12, 2007
PLACE OF HEARING: Phoenix, Arizona
ADMINISTRATIVE LAW JUDGE: Dwight D. Nodes

APPEARANCES: Mr. Timothy Sabo, ROSHKA, DEWULF & PATTEN,
PLC, on behalf of Applicants; and

Ms. Robin Mitchell, Staff Attorney, Legal Division, on

behalf of the Utilities Division of the Arizona
Corporation Commission.

BY THE COMMISSION:

On March 9, 2006, Santa Cruz Water Company, LLC (“Santa Cruz”) and Palo Verde Utilities
Company, LLC (“Palo Verde”) (jointly “Applicants”) filed with the Arizona Corporation
Commission (“Commission™) a joint application for the transfer of their assets and Certificates of
Convenience and Necessity (“Certificates” or “CC&Ns”) to Global Water — Santa Cruz Water
Company and Global Water — Palo Verde Utilities Company, respectively.

On October 25, 2006, the Commission’s Utilities Division (“Staff”) issued its Staff Report

recommending approval of the application subject to certain conditions.

S:\DNodes\Water\Orders\0601550&o0.doc 1
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DOCKET NO. W-03576A-06-0155 ET AL.

By Procedural Order issued November 29, 2006, this matter was scheduled for hearing to
commence on January 12, 2007.

The evidentiary hearing was held on January 12, 2007, before a duly authorized
Administrative Law Judge at the Commission’s offices in Phoenix, Arizona. At the conclusion of the
hearing, the matter was taken under advisement pending submission of a Recommended Opinion and
Order.

* % * * * % * * * %
Having considered the entire record herein and being fully advised in the premises, the

Commission finds, concludes, and orders that:

FINDINGS OF FACT

1. On March 9, 2006, Santa Cruz and Palo Verde filed with the Commission an
application (Ex. A-1) to transfer their CC&Ns to Global Water — Santa Cruz (“Global Santa Cruz”)
and Global Water — Palo Verde (“Global — Palo Verde™) (collectively “New Global Subsidiaries™).
Santa Cruz and Palo Verde are wholly owned subsidiaries of Global Water Resources, LLC
(“Global”).

2. On October 25, 2006, Staff filed its Staff Report proposing approval of the application
subject to certain recommendations set forth in the Staff Report.

3. On November 29, 2006, a Procedural Order was issued, scheduling a hearing for
January 12, 2007, directing the Applicants to publish notice of the application and hearing, and
setting a deadline for intervention. |

4. On December 29, 2006, the Applicants filed affidavits of publication (Ex. A-2) in
compliance with the November 29, 2006 Procedural Order. No requests for intervention were
received.

5. On January 12, 2007, the hearing was held, as scheduled. At the hearing, Cindy Liles,
Global Water Management, LLC’s vice-president of growth management and chief financial officer,

testified on behalf of the Applicants'. Gerald Becker, a public utilities analyst, testified on behalf of

! Global Water Management, LLC, is a Delaware LLC which provides all of the management, operations, billing,
customer service, and engineering services for the utility operating companies. Thus, Global Water Resources and the
various operating subsidiaries have no employees, since all of the services are provided by Global Water Management
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Staff.

6. The New Global Subsidiaries are 100 percent owned by Global Water Resources, Inc.,
which in turn wholly owned by Global. According to the Staff Report, the New Global Subsidiaries
will retain the same officers and directors as currently exist for Santa Cruz and Palo Verde, and there
are no planned changes to the current certified operators or to existing or planned facilities as a result
of the transaction. The New Global Subsidiaries would utilize the existing rates and charges and
there are no planned changes in the capitalization and financing of the subsidiaries as a result of the
transfers (Ex. S-1, at 1).

7. Ms. Liles testified regarding the corporate structure for Global and its various
subsidiaries, and sponsored a chart showing the structure of the Global organization (Ex. A-3). At
the top of the corporate structure is Global Water Resources, LLC, a Delaware LLC. Under that
entity are the two existing utility LLCs (Santa Cruz and Palo Verde), as well as Global Water, Inc., a
Delaware “C” Corp. Under Global Water, Inc., are all of the various other utility companies that are
controlled by Global, all of which are formed as Arizona “C” Corps. According to Ms. Liles, the
transaction proposed in the pending application would place Santa Cruz and Palo Verde in the same
form as all of Global’s other utility companies (i.e., as Arizona “C” Corps rather than LLCs) (Tr. 8).

8. Ms. Liles stated that the corporations which are the subject of the application were
formed in 2005, and the transfer application was then filed in 2006. She requested that the transfer be
made effective January 1, 2006 in order to accommodate company audits and filing of tax returns.
She also indicated that there would be no negative tax implications from the proposed transaction,
and the changes would not affect either the existing rates or capitalization of the companies (Tr. 10-
11).

9. Global asserts that the proposed transfers are in the public interest, based on the fact
that Santa Cruz and Palo Verde would both become corporations rather than LLCs. The Applicants

have cited to the Commission’s concerns with public service corporations being formed as LLCs,

under contracts with the subsidiaries. Staff witness Gerald Becker agreed that Staff’s recommendation in this case has no
effect on any future rate cases where the appropriateness of Global Water Management’s fee structure for services
rendered to the affiliated subsidiaries would be considered (Tr. 35). See, e.g., Black Mountain Sewer Corp., Decision No.
69164, at 12-19 and Gold Canyon Sewer Co., Decision No. 69664, at 12-20.
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which structure potentially provides less transparency of and control over such companies (Ex. S-1,
at 2). The Applicants also claims that the new corporate names for Santa Cruz and Palo Verde will
reduce customer confusion. They cite to a new advertising campaign utilizing a new logo which
refers to “Global Water” as a provider of water and wastewater services, including an advertisement
that appeared in the Wall Street Journal (Ex. A-4).

10.  The Staff Report indicates that Staff does not oppose the proposed transfer because the
corporate form of ownership provides additional transparency, and corporations typically operate in a
more formalized manner than LLCs. Staff agrees that there should be no negative income tax or
property tax implications as a result of the transaction because the New Global Subsidiaries will have
the same tax basis as currently exists for Santa Cruz and Palo Verde. Staff also believes that the new
corporate names (Global Water — Santa Cruz and Global Water - Palo Verde), by including “Global
Water” as part of the company names, will be less confusing to both customers and regulators (Ex. S-
1, at 3).

11.  Staff therefore recommends that the proposed transfer of the CC&Ns and assets to the

New Global Subsidiaries should be approved subject to the following compliance items:

a) The New Global Subsidiaries shall utilize the existing rates and
charges of the current subsidiaries (Santa Cruz and Palo Verde);

b) The New Global Subsidiaries shall continue to comply with all prior
Commission Decisions and all compliance obligations of the current
CC&Ns and obtain all Arizona Department of Water Resources
(“ADWR”) and Arizona Department of Environmental Quality
(“ADEQ”) approvals by the dates specified in the prior Commission
Orders;

¢) The New Global Subsidiaries shall maintain the bonds required by the
current CC&N Orders?, and their financial conditions shall remain the
same since all of the assets, liabilities and capital will be transferred to
the New Global Subsidiaries;

d) The New Global Subsidiaries shall maintain the existing financial
conditions as the current subsidiaries and confirm such conditions, as a
compliance item in this docket, by docketing the pre and post-transfer
balance sheets for each of the current and New Global Subsidiaries,
within 90 days following the completion of the transfers; and

e) The New Global Subsidiaries shall comply with all requirements

2 The bonds previously required for Santa Cruz and Palo Verde were subsequently eliminated effective September 23,
2006, pursuant to Decision No. 68186 (September 30, 2005).
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related to Advances in Aid of Construction, customer deposits, and
other Commission ordered financial conditions (Ex. S-1, at 3).

CONCLUSIONS OF LAW

1. Palo Verde and Santa Cruz are public service corporations within the meaning of
Article XV of the Arizona Constitution and A.R.S. § 40-285.

2. The Commission has jurisdiction over Palo Verde and Santa Cruz and the subject
matter of the application.

3. Notice of the application was provided in accordance with law.

4. Pursuant to A.R.S. §40-285, public service corporations are required to seek
Commission approval prior to changing their corporate structure. Under the facts and circumstances
presented in this docket, it is reasonable to approve, with an effective date of January 1, 2006, the
transfer of the CC&Ns and assets of Palo Verde Utilities Company, LLC, and Santa Cruz Water
Company, LLC, to the New Global Subsidiaries (Global Water — Palo Verde and Global Water —
Santa Cruz).

5. Staff’s recommendations set forth in Findings of Fact No. 11, are reasonable and shall
be adopted.

ORDER

IT IS THEREFORE ORDERED that the joint application for the transfer of assets and
Certificates of Convenience and Necessity, and Santa Cruz Water Company, LLC, and Palo Verde
Utilities Company, LLC, to Global Water — Santa Cruz Water Company and Global Water — Palo
Verde Utilities Company, respectively, shall be approved retroactive to January 1, 2006, subject to
compliance with Staff’s recommendations as described herein.

IT IS FURTHER ORDERED that the New Global Subsidiaries shall utilize the existing rates
and charges of the current subsidiaries, Santa Cruz Water Company, LLC, and Palo Verde Utilities
Company, LLC.

IT IS FURTHER ORDERED that the New Global Subsidiaries shall continue to comply with
all prior Commission Decisions and all compliance obligations of the current CC&Ns and obtain all

Arizona Department of Water Resources and Arizona Department of Environmental Quality
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approvals by the dates specified in any prior Commission Orders.
IT IS FURTHER ORDERED that the New Global Subsidiaries shall maintain the existing
financial conditions as the current subsidiaries and confirm such conditions, as a compliance item in

this docket, by docketing the pre and post-transfer balance sheets for each of the current and New

Global Subsidiaries, within 90 days of the effective date of this Decision.

IT IS FURTHER ORDERED that the New Global Subsidiaries shall comply with all
requirements related to Advances in Aid of Construction, customer deposits, and other Commission
ordered conditions.

IT IS FURTHER ORDERED that this Decision shall become éffective‘immediately.

BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

CHAIRMAN COMMISSIONER

COMMISSIONER COMMISSIONER COMMISSIONER
IN WITNESS WHEREOF, I, DEAN S. MILLER, Interim
Executive Director of the Arizona Corporation Commission,
have hereunto set my hand and caused the official seal of the
Commission to be affixed at the Capitol, in the City of Phoenix,
this day of , 2007.
DEAN S. MILLER
INTERIM EXECUTIVE DIRECTOR

DISSENT

DISSENT

6 DECISION NO.
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SERVICE LIST FOR: SANTA CRUZ WATER COMPANY, LLC and PALO
VERDE UTILITIES COMPANY, LLC.

DOCKET NOS.: W-03576A-06-0155; W-20446A-06-0155; SW-03575A-
06-0155 and SW-20445A-06-0155

Michael Patten

Timothy Sabo

ROSHKA, DeWULF & PATTEN, PLC
One Arizona Center

400 East Van Buren Street, Ste. 800
Phoenix, AZ 85004

Christopher Kempley, Chief Counsel

Legal Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, AZ 85007

Ernest G. Johnson, Director

Utilities Division

ARIZONA CORPORATION COMMISSION
1200 West Washington

Phoenix, AZ 85007
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