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MEMORANDUM

TO:

FROM :

Docket Control

Erne s t GO M '

Director
Utilities Division

DATE : SEPTEMBER 28, 2007

S TAFF REP ORT FOR THE VALLEY UTILITIES  WATER COMP ANY, INC.
AP P LIC ATIO N F O R  AUTHO R ITY TO  IS S UE  ADDITIO NAL C O MMO N
S TOCK (DOCKET NO. W-01412A-07-0_80)

Atta che d is  the  S ta ff Re port for the  Va lle y Utilitie s  Wa te r Compa ny, Inc. a pplica tion for
a uthority to is s ue  a dditiona l common s tock. S ta ff re comme nds  a pprova l of the  re que s te d
financing authoriza tion.

Any pa rty to this  proce dure  who wishe s  ma y file  comme nts  to the  S ta ff Re port with the
Commission's  Docke t Control by 4:00 p.m. on or before  October 12, 2007.

EGJ :P MC:re d

Origina tor: Pe dro M. Cha ve s

Attachment: Origina l and fourteen copies
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S e rvice  Lis t for: VALLEY UTILITIES  WATER COMP ANY. INC
Docke t No. W-01412A-07-0280

Mr. Richa rd S a llquis t
4500 S. Lakeshore  Dr.. Ste . 339
Tempe, Arizona  85282

Mr. Chris tophe r C. Ke e le y
Chie f Counse l, Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix. Arizona  85007

Mr. Ernest G. Johnson
Dire ctor. Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix. Arizona  85007

Ms . Lyn Fa rme r
Chie f Adminis tra tive  La w Judge , He a ring Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix. Arizona  85007
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STAFF REPORT
UTILITIES DIVISION

ARIZONA CORPORATION COMMISSION

VALLEY UTILITIES WATER COMPANY, INC.
DOCKET NO. W-01412A-07-0280

APPLICATION FOR AUTHORITY TO
ISSUE ADDITIONAL COMMON STOCK

S EP TEMBER 28, 2007

W-01412A-07-0280



I

STAFF ACKNOWLEDGMENT

The Staff Report for Valley Utilities Water Company, Inc. Docket No. W-01412A-07-
0280 is the responsibility of the Staff members listed below: Pedro M. Chaves is responsible for
the review and financial analysis of the Company's application.

I

PEDRO M. CHAVES
PUBLIC UTILITIES ANALYST II

W-01412A-07-0280



EXECUTIVE SUMMARY
VALLEY UTILITIES WATER COMPANY, INC.

DOCKET no. W-01412A-07-0280

Valley Utilities Water Company, Inc. ("Valley Utilities" or "Company"), a Class "B"
Arizona public service corporation organized under subchapter "C" of the United States Treasury
regulations with its business office in Glendale, Arizona, tiled on May 9, 2007, an application
with the Arizona Corporation Commission ("Commission") for authority to issue additional
common stock.

The Company is primarily engaged in the business of providing water utility service to
approximately 1,400 customers in its certificated area in portions of Maricopa County, Arizona.

Valley Utilities seeks Commission approval for the issuance of $300,000 in common
stock as partial payment for real property.

At December 31, 2006, Valley Utilities' capital structure .consisted of $7,072 short-term
debt, $28,237 long-term debt, and negative $402,545 equity. Issuance of the requested $300,000
combined with an increase of $129,000 in short-term debt and issuance of $1,926,100 in
previously authorized debt, results in a capital structure composed of $188,826 short-term debt,
$1,901,583 long-term debt and negative $102,545 equity.

Staff concludes that issuance of the proposed equity financing for the purposes stated by
the Company is within Valley Utilities' corporate Powers, is compatible with the public interest,
is consistent with sound financial practices and will not impair its ability to provide services.

Staff recommends that the Commission authorize Valley Utilities' request to issue an
amount not to exceed $300,000 in new funds from common stock for the purposes described
herein.

W-01412A-07-0280
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Va lle y Utilitie s  Wa te r Compa ny
Docke t No. W-01412A-07-0280
P a ge  l

Introduction

O n  Ma y 9 ,  2 0 0 7 ,  Va lle y Utilit ie s  W a te r C o m p a n y,  In c .  ("Va lle y Utilit ie s " o r
"Compa ny"), a  Cla ss  "B" Arizona  public se rvice  corpora tion orga nize d unde r subcha pte r "C" of
the  Unite d S ta te s  Tre a s ury re gula tions  with its  bus ine s s  office  in Gle nda le , Arizona , file d a n
a pplica tion with the  Arizona  Corpora tion Commis s ion ("Commis s ion") re que s ting a uthority to
issue  common stock.

Public  Notice

On June  28, 2007, the  Compa ny file d a n a ffida vit of publica tion ve rifying public notice
of its  fina ncing a pplica tion. The  Compa ny publis he d notice  of its  fina ncing a pplica tion in the
Record Reporte r on June  22, 2007. The Record Reporte r is  a  newspape r of gene ra l circula tion
published three  days  a  week, in the  County of Maricopa , Arizona . The  a ffidavit of publica tion is
a ttached a long with a  copy of the  notice .

Background

Valley Utilitie s  provides  wa te r and was tewa te r se rvice s  in portions  of Mohave , Maricopa
and Santa  Cruz counties to approximate ly 1,400 customers.

The  Compa ny's  e xis ting ra te s  we re  a pprove d by De cis ion No. 68309, da te d Nove mbe r
14, 2005. De cis ion No. 68309 a ls o  a uthorize d Va lle y Utilitie s ' re que s t for a pprova l of a
$1,926,100 Wa te r Infra s tructure  Fina nce  Authority of Arizona  ("WIFA") loa n. In a ddition, the
Commiss ion expressed concerns  regarding the  Company's  nega tive  equity position and ordered
Va lle y Utilitie s  to  ".
December 31, 2010"1.

.. de ve lop a nd ins titute  a  pla n to produce  a  pos itive  e quity pos ition by

Purpose of the Requested Financing

Va lle y Utilitie s  a sks  a pprova l of the  Commiss ion to is sue  $300,000 of common s tock to
Robert L. and Barbara  Prince  ("Prince  Family") a s  pa rtia l payment for rea l and pe rsona l property
(s pe cifica lly, a n  indus tria l s tora ge  s ite , a  tra ctor a nd a  u tility ve hicle )2  to  be  us e d  in  the
Company's  continued opera tions .

Description of the Requested Financing

The  a ppra ise d cos ts  of the  indus tria l s tora ge  s ite , the  tra ctor a nd the  utility ve hicle  a re
$404,000, $20,000 and $5,000, respective ly, tota ling $429,000. In order to fund the  remainder of

1 Decis ion No. 68309, page  27, lines  17- 18.
2 S ee  furthe r, a ttachment two of the  Company's  applica tion.

W-01412A-07-0280



Va lle y Utilitie s  Wa te r Compa ny
Docke t No. W-01412A-07-0280
Page 2

the  rea l and pe rsona l prope rty, the  Company will is sue  an inte re s t-free  short-tenn note  payable
for up to $129,000.3

Financ ia l Ana lvs is

S ta ffs  a na lys is  is  illus tra te d on S che dule  P MC-1. Column [A] re fle cts  Va lle y Utilitie s '
his torica l financia l informa tion for the  yea r ended December 31, 2006. Colurmi [B] pre sents  pro
forma  fina ncia l informa tion tha t modifie s  Column [A] to re fle ct the  is s ua nce  of the  re que s te d
$300,000 of common s tock, a n  incre a s e  in  s hort-te rm de bt of $129,000 a nd is s ua nce  of
$1,926,100 loan, as  approved by Decision No. 68309.

Capital Structure

At De ce mbe r 31, 2006, Va lle y Utilitie s ' ca pita l s tructure  cons is te d of $7,072 short-te nn
de bt, $28,237 long-te rm de bt, a nd ne ga tive  $402,545 e quity (S che dule  P MC-1, Column [A]).
Is suance  of the  reques ted $300,000 combined with an increa se  of $129,000 in short-te rm debt
and issuance  of $1,926,100 in previously authorized debt, results  in a  capita l s tructure  composed
of $188,826 short-tenn debt, $1,901,583 long-te rm debt and nega tive  $102,545 equity (Schedule
P MC-1, Column [B]).

As  e vide nt in Columns  [A] a nd [B], Va lle y Utilitie s  ha s  ne ga tive  e quity in its  ca pita l
s tructure . Howe ve r, the  propos e d $300,000 e quity is s ua nce  would s ignifica ntly move  the
Compa ny's  towa rd a  pos itive  e quity pos ition a s  pre scribe d by the  Commiss ion in De cis ion No.
68309. Regarding the  Company intention to issue  short-te rm debt up to $l29,000, S ta ff reminds
the  Company tha t short-te rm debt should not exceed 7 percent of tota l capita liza tion.4

Compliance

There  a re  no compliance  issues  with Va lley Utilitie s  Wate r Company.

Conclusion and Recommendations

Staff concludes  tha t issuance  of the  proposed equity financing for the  purposes  s ta ted by
the  Compa ny is  within Va lle y Utilitie s ' corpora te  Powe rs , is  compa tible  with the  public inte re s t,
is  cons is tent with sound financia l practice s  and will not impa ir its  ability to provide  se rvices .

S ta ff re comme nds  tha t the  Commis s ion a uthorize  Va lle y Utilitie s ' re que s t to is s ue  a n
a mount not to e xce e d $300,000 in ne w funds  from common s tock for the  purpose s  de scribe d
he re in.

3 As  s ta ted in paragraph 9 of Valley Utilities ' applica tion, "The Company may not have sufficient funds  to pay the
cash portion of the sale price a t the time of the clos ing, but is  expected to have said cash within several months
therea fter."

W-01412A-07-0280



Va lle y Utilitie s  Wa te r Compa ny
Docke t No. W-01412A-07-0280
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Sta ff recommends authorizing Valley Utilities  to engage  in any transaction and to execute
any documents necessary to effectuate  the authorizations granted.

S ta ff furthe r recommends  tha t the  Company file  documents  evidencing execution of the
tra nsa ction(s ) be  file d with Docke t Control, a s  a  complia nce  ite m in this  docke t, within 60 da ys
of execution.

W-01412A-07-0280
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Schedule PMC-1

Line No.
[Ar

12/31/2006
[Br

Pro Fo/ma

Short-term Debt 7,072 -1.9% 188,826 9.5% 3

Long-term Debt 28,237 -7.7% $1,901,583 95.7%

Common Equity ($402,545) 109.6% (85102, 545) -5.2%

1
2
3
4
5
6
7
8
9

10
11 1 Column [A] is based on 2008 financial information for the year ended December 81, 2006.

12 2 Column [B] is Column [A] modified to rellect a $1,926,100 loan as approved in Decision No. 68309. Column [B] also modifies Column [A]

1 3 to reflect the issuance of $300,000 of common stock and $129,000 in short-tem1 debt.

14 a Staff reminds Valley Utilities that short-term debt should not exceed 7 percent of total capitalization. See further, A.R.S. §40-302(D)

Total Capital ($367,236) 100.0% $1 ,987,864 100,0%
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SALLQU1ST, DRUMMOND & O'CONNOR p.c.
ATTORNEYS AT LAW

TEMPE OFFICE

4500 S .  LAKESHORE DRIVE

SUITE 339

TEMPE, ARlZONA 85282

u
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alixirector U'ii\iti£-8s

RICHARD L. SALLQUIST PHONE (480) 839-5202
FACSIMILE (480) 345-0412
E-MAIL dickfiésd-Iaw.com

June 27, 2007

Shaun fa  Lee-Rice
Arizona  Corpora tion Commiss ion
Docke t Control
1200 W. Washington
P hoe nix, AZ 85007

Re : Va lle y Utilitie s  Wa te r Compa ny, Docke t No W-01412A-07-0280: Complia nce  Filing

Dear Ms . Rice :

In Va lley Utilitie s  Wa te r Company's  (the  "Company") Da ta  Response  da ted June
15, 2007, we  represented tha t we  would provide  the  Affidavit of Publica tion upon rece ipt.
Attached here to a re  15 copies  of tha t Affidavit.

In the event you have any questions regarding these matters please do not hesitate
to contact the undersigned.

Since re ly,

4, 4

Richa rd L. S a llquis t

Enclosures
cc: Robin Mitche ll

Pedro Chaves
Bob P rince
Tom Bourassa

93055.00000.312
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TH E RE c o RD RE P  o RT E R
~SINCE 1914.~

1505 N CENTRAL AVE #20o, PHOENIX, AZ 85004-1725
Telephone (602)417-9900 / Fax (602)417-9910

JENNIFER PUHALLA
SALLQUIST, DRUMMOND & O'CONNOR,
1430 E MISSOURI AVE #B125
PHOENIX, AZ - 85014-2467 RR# 1155813

AFFIDAVIT OF PUBLICATION

Reference #2 93055-00000
and Applicant's

n. Road.

Notice Type:

Ad Description: VALLEY UTILITIES WATER COMPANY INC.
APPLICATION FOR ISSUANCE OF COMMON STOCK

MN - MISCELLANEOUS NOTICE

I, MAR C IA NOHAVA
agent to make this affidavit. Under oath,
correct.

, am authorized by the publisher as
I state that the following is true and

sewioe of

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
advertisement as will be/has been published on the following dates:

06/22/2007 R14-3.

ne-

I /l1/v /

PUBLIC NOTICE OF AN
APPLICATION FOR AN ORDER

AuTHoRlzlns THE ISSUANCE OF
COMMON STOCK BY

VALLEY UTILITIES WATER
COMPANY

Valle Utilities Water Company, Inc.
(Applicant) has fled an Application
with the Arizona corporation
Commission (Commission) for an
order authorizing Agicant to issue
4,000 shares Of its moon Took to
its existing Shareholders. The
Application is available for inspection
during insular business hours at the
office of l e Commission in Phoenix,
Arizona, oftioes at
6880 Dysart Suite 112
Glendale, Arizona 85307.
Intervention in the Commission's
proceedings on the Application shall
be permitted lo any person entitled by
law to intervene and having e direct
substantial interest in this matter.
Persons dednng to intervene must tile
a  Mot ion  to Intervene with the
Commission which must be sewed
upon Appl icant 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 wham
documents is to be made if different
than the intewencr.
2. A short statement of the proposed
intervenor's interest in the arooeeding.
3. Whether the propose intervenor
desires a formal evidentiary hearing
on the application and the reasons for
such a hearing.
4. A statement certifying that a Augy of
the Motion to Intervene has hen
mailed to Applicant.
The granting of Motions to intervene
shall be governed by AAC.
Los. except that al l  Mot ions to
Intervene must be filed on, or before,
the 15th day after this notice.
ff you have any questions or oonoems
about this appiiwtion d have any
objections to its approval, or with to
make a statement in support of it, you
may contact the Consumer Services
Section of the Commission at 1200
West Washing1gton, Phoenix, Arizona
85007 crcall -800-222-7000.
6/22/07

RR-1155B13#

Subscribed and sworn to before me on the 22ND day of JUNE, 2007

ANNETIE YU ACGSTA
Notate Public - Arizona
Maricopa County
Expires 10/15/2010
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