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EXHIBIT

Exhibit IIAII

Valle Verde Water Company

Docket #'s W-01431A-07-0462 & W-01431A-07-0547

2007 Water Sales Revenue (Jan. through Sept):

Projected Water Sales (Oct. through Dec.):
Total Water Sales Revenue:

$164,889.00

$56,090.00

$220,979.00

2007 Other Operating Revenue (Jan. through Sept.):

Projected Other Operating Revenue (Oct. through Dec.):

Totas Other Operating Revenue:

$8,622.00

$2,874.00
$11,496.00

2007 Other Income (Jan. through Sept.):
Projected Other Income (Oct. through Dec.):

Total Other Income:

$991.00

$330.00
$1,321.00

TOTAL REVENUE: $233,796.00

2007 Expense (Jan. through Sept.):

Projected Expense (Oct. through Dec.):
2007 Purchased Water Exp. - (Jan. through Sept.):

Projected Purchased Water Exp. - (Oct. through Dec.):

Personal Property Taxes due 10-07
TOTAL EXPENSE:

($211,143.00)

($70,381.00)

($68,744.00)

($41,246.00)
($7,492.00)

($399,006.00)

Deficit ($165,210.00)

J

Projected

100,418,000 gallons

Requested
Rate

$1.73 per 1,000 gallons

Additiional
Revenue

$173,723.14
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Any pa rty who wis he s  ma y file  comme nts  to the  S ta ff Re port with the  Commis s ion's
Docke t Control by 12:00 p.m. on or be fore  November 19, 2007.

Atta che d is the  S ta ff Re port for Va lle  Ve rde  Wa te r Compa ny's  ("Compa ny") a pplica tion
for an emergency ra te  increase . S ta ff concurs  with the  Company tha t an emergency exis ts . S ta ff
re comme nds  a pprova l of the  Compa ny's  re que s t for a n e me rge ncy ra te  incre a s e , a long with
Staff" s  additional recommendations.
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EXECUTIVE SUMMARY
VALLE VERDE WATER COMPANY

APPLICATION FOR AN EMERGENCY RATE INCREASE
DOCKET NO. W-014316A-07-0547

Valle Verde Water Company ("VVWC" or "Company") is a Class D water utility located
in Santa Cruz County with service areas contiguous to and within the northern city limits of
Nogales, Arizona on the east and west sides of Interstate 19. The water service infrastructure on
each side of 1-19 is considered a separate system as there is no interconnection. VVWC provides
potable water to approximately 800 metered customers in its certificated area.

On September 24, 2007, Southwest Utilities Management, Inc. ("SU1v1°')> the interim
manager  of  VVWC filed a  r equest  for  an emergency ra te increase on beha lf  of  VVWC.
VVWC's filing includes requesting access to Water Infrastructure Finance Authority ("WlFA")
assistance.

Va lle Verde's  applica t ion r eques ted an emergency r a te increase be added to the
Company's existing commodity charge. The emergency ra te r equested is  $1.73 per  one
thousand gallons of usage in addition to the existing commodity rate. The typical residential
customer's monthly bill will increase from $21.67 to $35.83, an increase of $14.16, or 65.34
percent based on an average usage of 8,190 gallons. The emergency rate increase would produce
an additional $173,723 per  year  in revenues at the Company's current water  sales level of
100,418,000 gallons per year. This additional revenue would allow the Company to continue to
purchase water  from the City of Nogales,  as needed,  to meet its metered customers' water
demands and to pay other operating expenses and the capital improvements necessary to provide
service in its certificated area.

Staff recommends approval of the emergency rate increase requested by the Company.
Staff also has made several other recommendations to address the long~terrn viability of the
Company.
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Valle  Verde  Wate r Company
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In tro d u c tio n

On S e pte mbe r 24, 2007, S outhwe s t Utilitie s  Ma na ge me nt, Inc. ("S UM"), the  inte rim
ma na ge r of Va lle  Ve rde  Wa te r Compa ny (" VVWC" or "Compa ny"), file d  a  re que s t for a n
emergency ra te  increase  with the  Arizona  Corpora tion Commiss ion ("Commiss ion") on beha lf of
the  Compa ny. VVWC's  tiling include s  re que s ting a cce s s  to Wa te r Infra s tructure  Fina nce
Authority ("WIFA") a s s is ta nce . On Octobe r 18, 2007, a  P roce dura l Orde r wa s  is s ue d s e tting
November 15, 2007, as  the  da te  for the  hearing on the  applica tion.

VVWC is  now owne d by the  Es ta te  of Willia m F. Ra nda ll, who ha d ope ra te d the  wa te r
sys tems for many yea rs . Following Mr. Randa ll's  demise , the  sys tems opera ted by the  Company
fe ll into fina ncia l a nd ope ra tiona l dis a rra y a nd be ca me  non-complia nt with s e ve ra l Arizona
De pa rtme nt of Environme nta l Qua lity ("ADEQ") Rule s , not the  le a s t of which wa s  the  la ck of a
Ce rtifie d Wa te r S ys te m Ope ra tor. On Augus t 29, 2007, the  Commis s ion is s ue d De cis ion No.
69882, Orde r to Show Ca use  ("OSC"), orde ring VVWC to a nswe r a lle ga tions  of the  viola tion of
the  Commiss ion's  Rule s  a nd orde ring S ta ff to se le ct a nd a ppoint a n inte rim ma na ge r. A furthe r
P roce dura l Orde r re ports  tha t the  Compa ny d id  no t tile  a n  a ns we r to  the s e  a lle ga tions .
Southwes t Utilitie s  Management ("SUM") was  appointed to be  the  inte rim manage r and tiled an
a pplica tion on be ha lf of VVWC for e me rge ncy ra te  re lie f a nd a cce s s  to WIFA a s s is ta nce  to
address several of the issues in the OSC.

VVWC ha s  s ta te d tha t two of the  Compa ny's  we lls , numbe r 5 a nd 6, ha ve  high a rse nic
leve ls  and may become  unusable  in the  nea r future . These  we lls  supply approxima te ly one  third
of the  sys te m re quire me nts . We ll numbe rs  l, 2 a nd 7 a re  out-of-complia nce  with ADEQ Rule s
due  to Vola tile  Orga nic Compounds  ("VOC") conta mina tion a nd ha ve  be e n disconne cte d from
the  sys te m with the ir production be ing re pla ce d by wa te r purcha se d from the  City of Noga le s .
The  twe lve  cus tomers  se rved by Well number 4, a lso out-of-compliance , a re  be ing provided with
bottle d wa te r. VVWC ha s  re que s te d  a pprova l of a n  Ars e nic Cos t Re cove ry Me cha nis m
(ACRM) surcha rge . S ta ff has  de te rmined tha t the  Company's  a rsenic problem can be  controlled
through blending and will not require  a  surcharge .

Background

VVWC is  a n Arizona  cla s s  D utility e nga ge d in the  bus ine ss  of providing pota ble  wa te r
s e rvice . Va lle  Ve rde  wa s  gra nte d a  Ce rtifica te  of Conve nie nce  a nd Ne ce s s ity ("CC&N") to
provide  wa te r se rvice  pe r Decis ion No. 28887 e ffective  April 27, 1955.

The  current ra tes  have  been in e ffect s ince  April 1, 1996, per Decis ion No. 59553.

Emergency

Sta ff be lieves  tha t VVWC's  current s itua tion mee ts  the  gene ra l conditions  necessa ry for
inte rim emergency ra te  cons ide ra tion. S ta ff be lieves  tha t VVWC has  expe rienced a  s itua tion of
sudde n cha nge  tha t brings  ha rdship to the  Compa ny, a nd a  s itua tion whe re  the  a bility of Va lle
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Ve rde  to ma inta in se rvice , pe nding a  forma l ra te  de te rmina tion, is  in se rious  doubt. The re fore ,
Staff recommends tha t VVWC's emergency ra te  increase  be  approved.

Customers

VVWC provides  potable  wa te r to approxima te ly 800 me te red cus tomers  in its  ce rtifica ted
a rea , which is  contiguous  to and within the  northe rn City Limits  of Noga le s , Arizona  on the  ea s t
and west s ides of Intersta te  19.

Enginee ring  Ana lys is

Va lle  Ve rde  owns  a nd ope ra te s  two wa te r sys te ms , P WS  #12-009 a nd P WS  #12-025.
P WS  #12-009 cons is ts  of s ix we lls  tha t ha ve  1,425 ga llons  pe r minute  ("GP M") ca pa city, five
pre s s ure  ta nks  a nd a  dis tribution s ys te m s e rving a pproxima te ly 700 me te re d cus tome rs . The
P WS  #12-025 s ys te m cons is ts  of two we lls  tha t ha ve  1,100 GP M ca pa city, 800,000 ga llon
storage  capacity, two pressure  tanks  and a  dis tribution system se rving approximate ly 90 mete red
cus tome rs . Due  to wa te r qua lity proble ms  in P WS  #12-009 (se e  the  de ta il dis cuss ion be low.),
the  Company Purchases  wa te r from the  City of Noga les  to supplement the  drinking wa te r supply
in PWS #12-009.

ADEQ Complia nce

S ta ff re ce ive d  complia nce  s ta tus  re ports  from ADEQ da te d  Augus t 21 , 2007 a nd
S e pte mbe r 20, 20071, in which ADEQ s ta te d tha t both s ys te ms  ha ve  ma jor de ficie ncie s : the
Compa ny ha d fa ile d to monitor dis infe ction by products  a nd a nnua l le a d /coppe r s a mple s  for
2005 and 2006 for both sys tems. ADEQ a lso s ta tes  tha t te trachloroe thylene  ("PCE") in the  PWS
#12-009 s ys te m e xce e ds  the  a llowe d ma ximum conta mina nt le ve l ("MCL"). ADEQ ha s
de te rmine d tha t the  s ys te m is  curre ntly de live ring wa te r tha t doe s  not me e t the  wa te r qua lity
s tandards  required by Arizona  Adminis tra tive  Code , Title  18, Chapte r 4.

Ars enic

According to the  Company, the  a rsenic leve l in PWS #12-0252 exceeds  the  new a rsenic
MCL, a  ble nding pla n ha s  be e n chos e n to me e t a rs e nic MCL. The  a rs e nic le ve l in P WS  #12-
0093 is  be low a rsenic MCL. The  we ll tha t conta ins  a rsenic exceeding the  MCL is  out of se rvice .
S ta ff conclude s  tha t the  re ma ining two we lls  a re  a ble  to  s e rve  its  e xis ting cus tome rs  a nd
reasonable  growth us ing the  blending technique  to bring the  a rsenic leve l be low the  a rsenic MCL
standard. S ta ff concludes  tha t the  Company does  not need an a rsenic cos t recovery mechanism
("ARCM") a t this  time .

i One report is  for PWS #l2~009 and anodier one is  for PWS #l2~025.
2 Only well #5 and well #6 conta in high a rsenic level, 9 pg/l of a rsenic was  found in well #5 and 12 pg/l of a rsenic
was  found in well #6. Arsenic level in Well #10 is  a t 7 pg/l.
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Arizona Department of Water Resources ("ADWR") Compliance

The  Compa ny is  loca te d in ADWR's  S a nta  Cruz Active  Ma na ge me nt Are a  ("AMA").
According to ADWR, the  Compa ny is  in complia nce  with the  AMA's  monitoring a nd re porting
requirements .

Cu rta ilm e n t Ta riff

A curta ilment ta riff is  an e ffective  tool to a llow a  wa te r company to manage  its  re sources
during pe riods  of shortages  due  to pump breakdowns , droughts , or othe r unforeseeable  events .
S ince  the  Compa ny doe s  not ha ve  a  curta ilme nt ta riff, this  a pplica tion provide s  a n opportune
time  to pre pa re  a nd file  s uch a  ta riff. S ta ff re comme nds  tha t the  Compa ny file  a  curta ilme nt
ta riff a s  soon a s  pos s ible , but no la te r tha n forty-five  (45) da ys , a fte r the  e ffe ctive  da te  of the
fina l Decis ion and Orde r in this  ma tte r. The  ta riff sha ll be  docke ted a s  a  compliance  item unde r
this  docke t number for the  review and ce rtifica tion by S ta ff.

S ta ff furthe r recommends  tha t the  ta riff sha ll gene ra lly conform to the  sample  ta riff found
on the  Cormniss ion's  web s ite  a t www.azcc.gov. S ta ff recognizes  tha t the  Company may need to
ma ke  minor modifica tions  a ccording to the ir s pe cific ma na ge me nt, ope ra tiona l, a nd de s ign
requirements as necessary and appropriate .

P ropos a l of P CE Tre a tme nt P la n

On Octobe r ll, 2007, the  Compa ny provide d a  proposa l to re solve  the  P CE proble m. In
this  proposa l, the  Company be lieves  tha t the  most cos t e ffective  plan is  we ll head trea tment. The
we ll he a d tre a tme nt pla n include s  the  us e  of a n a ir s trippe r unit or gra nula r a ctiva te d ca rbon
("GAC") a bs orption unit. The  P CE re mova l pla n a ls o include s  ins ta lla tion of a  140,000 ga llon
s tora ge  ta nk a nd a  250 rpm boos te r pump s ta tion. The  Compa ny propos e s  to ins ta ll the  we ll
he a d tre a tme nt pla nt a t the  we ll #24 s ite  a nd the  we ll #95 s ite . The  propose d s tora ge  ta nk a nd
boos te r pump s ta tion would be  loca te d a t the  we ll #2 s ite . The  e s tima te d cos t is  be twe e n
$380,l606 and $550,l257 S ta ff be lieves  tha t a ir s tripping me thod is  more  cos t e ffective  and the
a nnua l O&M fe e  for a ir s tripping is  le s s  tha n GAC's 8. S ta ff recommends the  Company se lect
the  a ir s trip me thod to comply with P CE re mova l re quire me nt. S ta ff use d wa te r usa ge  da ta  in
Docke t # W-0143lA-07_0547 a nd include d the  propose d we ll ca pa city a nd s tora ge  ca pa city to
ve rify tha t S ys te m #12-009 would ha ve  a de qua te  ca pa city. Ba se d on the se  ca lcula tions  S ta ff
conclude s  tha t the  propose d PCE tre a tme nt pla nt should ha ve  a de qua te  ca pa city to se rve  the
customers  in System #12-009 without purchasing water from another water supply source .

4 Well #2 has  350 rpm well production capacity.
5 Well #9, the Company does  not ohm this  well, has  420 rpm well production capacity.
6 This  es timated cos t is  for a ir s tripping.
7 This  es timated cos t is  for GAC method.
8 In this  case, the used GAC materia l considered a  hazardous  materia l, therefore it has  to be disputed in landfill
where hazardous materia l is  acceptable,
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Ba se d on S ta ffs  a na lys is , the  following s ta te me nts  a re  submitte d to summa rize  the  condition of
the  VVWC water systems :

1. ADEQ ha s  de te rmine d tha t the  s ys te m is  curre ntly de live ring wa te r tha t doe s  not me e t
the  wa te r qua lity s tandards  required by Arizona  Adminis tra tive  Code , Title  18, Chapte r 4.

2 . The  Compa ny is  loca te d in  ADWR's  S a nta  Cruz Active  Ma na ge me nt Are a  ("AMA").
According to ADWR, the  Compa ny is  in  complia nce  with the  AMA's  monitoring a nd
tgp0fting requirements .

3. The  Company currently use s  blending to lower the  a rsenic leve l in PWS #12-025 to mee t
the new arsenic standard.

4. S ta ff concludes  tha t the  proposed PCE trea tment plant should have  adequa te  capacity to
s e rve  the  cus tome rs  in S ys te m #12-009 without purcha s ing wa te r from a nothe r wa te r
supply source .

Complia nce

A check of the  compliance  da tabase  indica ted tha t the re  a re  currently no de linquencie s
for VVWC.

Consumer Services

For the  pe riod of J a nua ry 01, 2004 to Octobe r 26, 2007, Cons ume r S e rvice s  re cords
re flect the  following cus tomer compla ints , inquirie s  and opinions  :

2004 - No Compla ints , Inquirie s  or Opinions .

2005 .- One  Opinion, no Compla ints  or Inquirie s

2006 - One  Compla int regarding a  wate r outage , no Inquiries  or Opinions .

2007 Thre e  compla ints , which involve d two billing is s ue s  a nd one  ma in e xte ns ion
matte r, 14 Inquirie s  and one  Opinion.

All Compla ints  and Inquiries  have  been resolved and closed.

Fina nc ia l Via b ility a nd  Ab ility to  Ma in ta in  S e rvic e

In orde r to me e t the  wa te r ne e ds  of its  me te re d cus tome rs , VVWC be ga n purcha s ing
wa te r from the  City of Noga le s  a nd curre ntly owe s  more  tha n $15,009 Amounts  owe d to othe r
goods and services providers  tota l more  than $100,000.
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VVWC ha s  re que s te d a ll e me rge ncy ra te  of $1.73 pe r one  thousa nd ga llons  of usa ge .
This  will incre a se  the  commodity cha rge  for 1,001 to 8,000 ga llons  of usa ge  to $3.03 pe r one
thousa nd ga llons  a nd incre a se  the  commodity cha rge  for more  tha n 8,000 ga llons  of usa ge  to
$3.20 pe r one  thous a nd ga llons . The  typica l re s ide ntia l cus tome r's  monthly bill will incre a s e
from $21.67 to $35.83, a n incre a se  of $14.16, or 65.34 pe rce nt ba se d on a n a ve ra ge  usa ge  of
8,190 ga llons. S ta ff be lieves  the  funds genera ted by this  increase  a re  needed for the  Company to
consistently supply water when needed by its  metered customers .

The  Compa ny's  re que s te d e me rge ncy ra te  would produce  a n a dditiona l $173,723 pe r
ye a r in re ve nue s  a t its  proje cte d wa te r s a le s  le ve l of 100,418,000 ga llons  pe r ye a r. These
a dditiona l funds  would be  use d to ins ta ll a nd cons truct ne e de d sys te m improve me nts  such a s
wa te r tre a tme nt fa cilitie s , inte rconne ctions  be twe e n e xis ting we lls , ne w we lls , a nd s tora ge
fa cilitie s . VVWC's  fina ncia l via bility a nd a bility to ma inta in s e rvice  will a ls o improve  from the
increased revenues .

Staff Recommendations

Staff recommends approva l of the  emergency ra te  increase  sought by Valle  Verde  Wate r
Company.

Staff further recommends tha t the  emergency ra te  increase  be  interim.

S ta ff Mothe r re comme nds  tha t the  Compa ny be  dire cte d to file  within 30 da ys  of the
Orde r a  revised ra te  schedule  re fle cting the  emergency ra te  increa se  with Docke t Control, a s  a
compliance  item in this  docke t.

S ta ff furthe r recommends  tha t the  Company notify its  cus tomers  of the  revised ra tes , and
the ir e ffe ctive  da te , in a  font a cce pta ble  to S ta ff, by me a ns  of a n ins e rtion in the  Compa ny's
next regula rly scheduled billing.

S ta ff a rthe r re comme nds  tha t the  Compa ny file  a  full ra te  ca s e  no la te r tha n April 30,
2009, using a  test year ending December 31, 2008.

S ta ff furthe r recommends  tha t the  inte rim ra te s  be  subj e t to re fund pending the  decis ion
on the  pe rma ne nt ra te  ca se  a nd tha t the  Compa ny be  re quire d to pos t a  pe rforma nce  bond of
$10.00, or s imila r fina ncia l ins trume nt, prior to imple me nting the  e me rge ncy ra te  incre a s e
authorized in this  proceeding.

S ta ff furthe r re comme nds  tha t the  Compa ny's  re que s t for a pprova l of a n Arse nic Cos t
Recovery Mechanism surcharge  be  denied.

S ta ff Northe r recommends  tha t the  Company file  a  curta ilment ta riff a s  soon as  poss ible ,
but no la te r tha n forty-tive  (45) da ys  a fte r the  e ffe ctive  da te  of the  fina l De cis ion a nd Orde r in
this  ma tte r. The  ta riff sha ll be  docke te d a s  a  complia nce  ite m unde r this  docke t numbe r for the



J

Valle  Verde  Wate r Company
Docke t No. W-01431A~07-0547
Page 6

re vie w a nd ce rtifica tion by S ta ff. S ta ff furthe r re comme nds  tha t the  ta riff s ha ll ge ne ra lly
conform to the  s a mple  ta riff found on the  Cormnis s ion 's  we b s ite  a t www.azcc.,qov. S ta ff
recognize s  tha t the  Company may need to make  minor modifica tions  according to the ir specific
management, operational, and design requirements as necessary and appropria te .

S ta ff furthe r re comme nds  the  Compa ny s e le ct the  a ir s trip me thod to comply with the
PCE remova l requirement.


