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IN THE MATTER OF THE APPLICATION OF
GOLDEN SHORES WATER COMPANY, INC.
FOR AUTHORITY TO ISSUE LONG-TERM
DEBT.

DOCKET no. W-01815A-06-0775

DECISION no. 70171

ORDER

Open Meeting
February 12 and 13, 2008
Phoenix, Arizona

BY THE COMMISSION:

FINDINGS OF FACT

1

2 COMMISSIONERS

3

4

5

6

7
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9

10

11

12

13

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

15 Arizona Corporation Commission ("Commission") finds, concludes, and orders that:

16

17 Golden Shores Water Company, Inc. ("GSWC" or "Company") is a for-profit Arizona

18 Class "C" corporation that provides water  utility service to approximately 1,600 customers in

19 Mohave County, near Topock, Arizona.

20 On December  12,  2006,  GSWC filed with the Commiss ion an applica t ion for

21 retroactive authority to issue long-term debt in the amount of $286,200, and for related approvals

22 ("Financing Application").

23 On February 23, 2007, the Company tiled an application for an increase in rates in

24 Docket No.W-01815A-07-0117 ("Rate Case Application"). Although the Rate Case and Financing

25 Applications

26 requested, by Motion filed October 10, 2007, that the Rate Case Application be withdrawn and that

27 the Financing Application be processed by itself.

28 4. By P r ocedur a l  Or der  is sued October  12 ,  2007 ,  the Ra te Case and F inancing

we re  cons olida te d by P roce dura l Orde r is s ue d Ma y 2, 2007, GS WC s ubs e que ntly
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1 Applica tions  were  bifurca ted and the  Rate  Case  docke t was ordered adminis tra tive ly closed.

5. On Nove mbe r 1, 2007, GS WC file d a n a ffida vit of publica tion ve rifying tha t it ha d

ma ile d notice  of the  Fina ncing Applica tion a nd withdra wa l of the  Ra te  Ca s e  Applica tion to  a ll3

4

5

customers.

6. On Nove mbe r 9, 2007, the  Ra te  Ca se  Applica tion (Docke t No. W-01815A-07-0117)

6 wa s  a dminis tra tive ly close d by De cis ion No. 69977.

9

7 A public comme nt he a ring wa s  he ld on Nove mbe r 28, 20071. No cus tome rs  or

8 members  of the  public offe red comments .

8. On Ja nua ry 18, 2008, the  Commiss ion's  Utilitie s  Divis ion S ta ff ("S ta fl") tile d its  S ta ff

10 Re port for the  Fina ncing Applica tion, re comme nding a pprova l of the  a pplica tion.

9. On  Octobe r 15 ,  2004 , GS WC is s ue d  a  p romis s o ry no te  to  Ba nk One  NA (na

12 "Cha se ") for a  loa n obta ine d by the  Compa ny in the  a mount of $286,200. The  loa n is  a  se ve n-ye a r

13 a mortizing obliga tion a t a  fixe d inte re s t ra te  of 7.25 pe rce nt pe r a nnum. P rincipa l a nd a ccrue d

14 inte res t payments  by the  Company commenced on February 15, 2005, and a re  scheduled to continue

15 through Ja nua ry 15, 2012. Monthly de bt s e rvice  on the  loa n is  $4,254 (a pproxima te ly $51,000 pe r

1 6  ye a r).

11

10. P roce e ds  of the  loa n we re  us e d by GS WC to  fund cons truction  of a  ne w wa te r

18 production we ll and a  250,000 ga llon wa te r s torage  tank, which the  Company cla ims  a re  necessa ry to

19 e ns ure  re lia ble  s e rvice . According to the  Applica tion a nd S ta ff Re port, the  Compa ny ha s  s pe nt

20 $312,561 of a  projected tota l project cos t of $332,000. The  we ll and s torage  tank project is  expected

17

21 to be  comple ted and in se rvice  by April 2008.

11 ,22 In its  Applica tion, GS WC a cknowle dge s  tha t a pprova l of the  loa n should ha ve  be e n

23

24

25

26

obta ine d from the  Commis s ion prior to  e xe cuting the  tra ns a ction, in  a ccorda nce  with  Arizona

which wa s  s imply a  mis ta ke  on its  pa rt a nd wa s  not inte nde d to a void Commis s ion ove rs ight."

(Applica tion a t 3).

27

28

1 The November 28, 2007, hearing date was originally scheduled for the consolidated Rate Case and Financing
Applications. After the Rate Case Application was withdrawn, the November 28, 2007, date was retained as an
opportunity for public comment regarding the Financing Application.

7.
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The  S ta ff Re port's  fina ncia l a na lys is  s hows  tha t, for the  ye a r e nde d De ce mbe r 31,

2006, the  Cha s e  loa n wa s  the  only de bt in the  Compa ny's  ca pita l s tructure . According to S ta ff,

GSWC's  ca pita l s tructure  cons is ts  of 5.6 pe rce nt short-te rm de bt, 25.2 pe rce nt long-te rm de bt, a nd

69.3 percent equity (Staff Report a t 2)2.

For the  ye a r e nde d De ce mbe r 31, 2006, S ta ff ca lcula te d tha t GS WC ha d a  Time s

Inte re s t Ea rned Ra tion ("TIER")3 of 0.14 and a  Debt Se rvice  Coverage  ("DSC")4 ra tio of 1.31. These

ca lcula tions  indica te  tha t the  Company's  ope ra ting income  was  insufficient to cove r inte re s t expense

in 2006, which is  a n uns us ta ina ble  condition ove r the  long-te rm. Howe ve r, the  DS C ca lcula te d by

S ta ff indica te s  tha t GS WC would be  a ble  to me e t a ll de bt obliga tions  with ca sh ge ne ra te d from its

1 1

1 2

1 3

1 4

15 15.

1 6

1 7

1 8

1 9

20

10 ope ra tions  (Id.).

14. The  S ta ff Re ports  e ngine e ring a na lys is  s ta te s  tha t GS WC's  e xis ting wa te r s ys te m

cons is ts  of four we lls  producing a pproxima te ly 1,190 ga llons  pe r minute  ("rpm"), with two s tora ge

tanks  tota ling 200,000 ga llons  of s torage  capacity. P rojected growth for the  sys tem is  approxima te ly

40 new service  connections per year for the  next five  years .

Based on da ta  provided by the  Company, S ta ff concluded tha t GSWC's  current system

(prior to addition of the  new we ll and s torage  tank) is  capable , unde r nonna  ope ra ting conditions , of

s upporting a pproxima te ly 1,000 a dditiona l s e rvice  conne ctions . Afte r the  ne w we ll (p ro je cte d

additiona l capacity of 1,000 rpm) and s torage  tank a re  added to the  sys tem, S ta ff e s tima te s  tha t the

Company's  sys tem could support an additiona l 4,000 connections  (S ta ff Report Engineering Ana lys is

a t 1-2).

16.2 1

22

23

According to S ta ff, the  additiona l production and s torage  capacity do not appear to be

needed for the  foreseeable future . S ta ff s ta te d tha t the  Compa ny's  jus tifica tion for the  ne w we ll a nd

s tora ge  proje ct wa s  to prote ct a ga ins t outa ge s  in s itua tions  whe re  its  la rge s t we ll (600 rpm) is

24

25

26

27

28

2 The sum of the capital structure percentages listed in the staff Report is 100.1 percent, which we assume is the result of
rounding.
3 The TIER represents the number of times earnings will cover interest expense on short-term and long-term debt. A
TIER greater than 1.0 means that operating income is greater than interest expense. A TIER of less than 1.0 is not
sustainable in the long term but does not necessarily mean that debt obligations cannot be met in the short term.
4 DSC ratio represents the number of times internally generated cash will cover required principal and interest payments
on long-term debt. A DSC ratio greater than 1.0 means that operating cash flow is sufficient to cover debt obligations. A
DSC less than 1.0 means that debt service obligations cannot be met from operations and that another source of funds is
needed to avoid default.
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1

2

3

4

5

6

7

8

unava ilable  due  to repa irs  or unplanned outages . Howeve r, S ta ff indica ted tha t GSWC did not offe r

any supporting documenta tion regarding recent outages to support its  contention (Id. a t 2) .

17. S ta ff reviewed the  Company's  e s tima tes  for the  new well and s torage  prob e t tha t was

financed in la rge  pa rt by the  Chase  loan, and S ta ff found the  Company's  e s tima tes  to be  reasonable .

Howe ve r, S ta ff pointe d out tha t be ca us e  it be lie ve s  GS WC's  curre nt s ys te m is  a de qua te  to s e rve

curre nt cus tome rs  a nd proje cte d growth, if the  Compa ny we re  to  file  a  ra te  a pplica tion in  the

foreseeable  future  to place  the  cons truction project's  capita l cos ts  into ra te  base , S ta ff may conclude

tha t the  new we ll and s torage  capacity a re  not "used and use ful" for purposes  of ra te  recovery (Id. a t

9 3).

10

11

12

18. According to  S ta ff, the  Arizona  De pa rtme nt of Environme nta l Qua lity ("ADEQ")

re ports  tha t GS WC's  sys te m ha s  no ma jor de ficie ncie s  a nd is  curre ntly de live ring wa te r tha t me e ts

the  wa te r qua lity s ta nda rds  re quire d unde r Arizona  Adminis tra tive  Code , Title  18, Cha pte r 4 ,

13 pursuant to an ADEQ Report da ted Janua ry 23, 2007.

14 S ta ff a ls o  ind ica te d  tha t,  a s  o f De ce mbe r 3 , 2007 , GS WC ha d  no  de linque n t19.

15 complia nce  is s ue s  with the  Commis s ion.

16 20.

17 re comme nda tions  :

Ba s e d  on  its  a na lys is  o f the  Applic a tion ,  S ta ff m a de  the  fo llowing  c onc lus ions  a nd

18

19

20
with in  GS WC's  corpora te  P owe rs , is  compa tib le  with  the  pub lic

2 1

22 c) The  Commis s ion s hould  a uthorize  GS WC's  re troa ctive  re que s t to

23

a ) The  p ropos e d  improve me n ts  a nd  e s tima te d  cos ts  a ppe a r to  be
reasonable  and appropria te .

b) The  propose d fina ncing, for the  purpose s  s ta te d in the  a pplica tion, is

inte re s t, is  cons is tent with sound financia l practice s  and will not impa ir
its  a bility to provide  se rvice s .

issue  the  $286,200 note  and encumber its  asse ts  in connection with the
Chase loan.

d ) Th e  Co mmis s io n  s h o u ld  a u th o rize24

25

26

27

G S W C  to  e n g a g e  in  a n y
transactions and to execute  any documents  necessary to e ffectua te  the
authoriza tion granted.

e ) The  Commis s ion s hould put GS WC on notice  tha t, if the  Compa ny
file s  a  ra te  applica tion in the  foreseeable  future , S ta ff may recommend
tha t the  new well and s torage  tank tha t a re  the  subj e t of the  Financing
Applica tion ma y not be  cons ide re d "us e d a nd
may not be  includable  in the  Company's  ra te  base .

us e fu l" a nd  the re fore

28
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1 21. Staffs recommendations are reasonable and should be adopted. In addition to Staffs

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

re comme nda tions , howe ve r, we  be lie ve  it is  a ppropria te  a nd ne ce ssa ry to a lso impose  on GSWC a

pe na lty of $2,6005 for the  Compa ny's  fa ilure  to se e k Commiss ion a pprova l of the  loa n a gre e me nt,

the  ra temaking trea tment to be  accorded the  well and s torage  prob e t financed by the  loan agreement,

S ta ffs  a na lys is  of the  proje ct provide s  a  cle a r e xa mple  of a t le a s t one  of the  re a s ons  why public

se rvice  corpora tions  a re  re quire d to obta in Commiss ion a pprova l prior to incurring de bt a nd forging

ahead with cons truction proje cts  funde d by una uthorize d loa ns . As  S ta ff points  out, it a ppe a rs  tha t

ne ithe r the  ne w we ll nor the  a dditiona l s tora ge  a re  ne ce s s a ry to  s e rve  curre nt cus tome rs  a nd

foreseeable  growth. Indeed, had Staff been made  aware  tha t GSWC was planning to incur substantia l

debt to finance  the  proposed cons truction project, S ta ff could have  offe red an opinion rega rding the

need for additiona l infras tructure . Ins tead, GSWC proceeded without the  necessary approva ls  and, as

a  re s ult, fa ce s  the  pos s ibility tha t it will not be  e ntitle d to re cove r its  ca pita l cos ts  through ra te s , a

s itua tion tha t could prove  de trimenta l to both the  Company and ultima te ly its  cus tomers  (to the  extent

tha t se rvicing the  debt obliga tion re sults  in weakening GSWC's  financia l viability) .

22. Be ca us e  a n a llowa nce  for the  prope rty ta x e xpe ns e  of GS WC is  include d in  the

17 Company's  ra tes  and will be  collected from its  customers , the  Commission seeks  assurances  from the

18 Company that any taxes collected from ratepayers have been remitted to the appropriate taxing

19 authority. It has come to the Commission's attention that a number of water companies have been

20 unwilling or unable to fulfill their obligation to pay the taxes that were collected from ratepayers,

21 some for as many as twenty years. It is reasonable, therefore, that as a preventive measure, GSWC

22 annually file, as part of its annual report, an affidavit with the Utilities Division attesting that the

23 company is current in paying its property taxes in Arizona.

24 CONCLUS IONS  OF L AW

25 1. GS WC is  a  pub lic  s e rvice  corpora tion  with in  the  me a n ing  o f Artic le  XV of the

27

28

5 The penalty is based on an assessment of $100 per month for the approximately 26 months between the date GSWC
executed the loan agreement (October 15, 2004) and the date the Company filed its application in this docket (December
12, 2006).
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¢

2.

2 applica tion.

1 The  Commis s ion  ha s  ju ris d ic tion  ove r GS WC a nd  of the  s ub je ct ma tte r o f the

3

4

5

6

7

8

9

1 0

1 1

1 2

Notice  of the  applica tion was  given in accordance  with the  law.

The  re comme nda tions  s e t forth in Finding of Fa ct No. 20, a s  modifie d by Finding of

Fact No. 21, are  reasonable  and should be adopted.

5. The  fina ncing a pprove d is  for la wful purpos e s  within GS WC's  corpora te  P owe rs , is

compa tible  with the  public inte re s t, with sound fina ncia l pra ctice s , a nd with the  prope r pe rforma nce

by GS WC of s e rvice  a s  a  public s e rvice  corpora tion, a nd will not impa ir its  a bility to pe rfonn the

service .

6. The  fina ncing  a pprove d  he re in  is  for the  purpos e s  s ta te d  in  the  a pplica tion , is

re a sona bly ne ce ssa ry for those  purpose s , a nd such purpose s  a re  not, wholly or in pa rt, re a sona bly

chargeable  to operating expenses or to income.

1 3 ORDER

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

22

23

24

IT IS  THEREFORE ORDERED th a t Go ld e n  S h o re s  Wa te r Co mp a n y,  In c .  is  h e re b y

re troa ctive ly a uthorize d to  borrow $286,200 from Ba nk One  NA (na  Cha s e ) on the  te rms  a nd

conditions  described here in.

IT IS  FURTHER ORDERED tha t s uch a uthority is  e xpre s s ly continge nt on Golde n S hore s

Water Company, Inc.'s  use  of the  proceeds for the  purposes  se t forth in the  applica tion.

IT IS  FURTHER ORDERED tha t Go lde n  S hore s  Wa te r Compa ny, Inc .  is  a u tho rize d

re troa ctive ly to  ple dge , mortga ge , lie n a nd/or e ncumbe r its  a s s e ts  in  conne ction with the  loa n

approved here in.

IT IS  FURTHER ORDERED tha t Golde n S hore s  Wa te r Compa ny, Inc. is  a uthorize d to

engage  in any transactions and to execute  or cause  to be  executed any documents  or modifica tions to

e xis ting docume nts  to  e ffe ctua te  the  a uthoriza tion gra nte d he re in, including note s  a nd bonds

25 evidencing or securing the  indebtedness authorized here in.

26 IT IS  FURTHER ORDERED tha t Golde n S hore s  Wa te r Compa ny, Inc. sha ll tile  with Docke t

27 Control, a s  a  complia nce  ite m in this  docke t, its  e xe cute d fina ncing docume nts  within 60 da ys  of the

28 effective  da te  of this  Decis ion.

4.

3.
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Commiss ion to be  a ffixe d a t the  Ca pitol, in the  City of Phoe nix,
, 2008.

IN W ITNE S S  W HE R E O F ,  1 ,  DE AN s .  MILLE R ,  In te rim
Exe cutive  Dire ctor of the  Arizona  Corpora tion Commis s ion,
ha ve  he re unto se t my ha nd a nd ca use d the  officia l s e a l of the

this <914"day of Fob .

DE , MILLER
IN RIM EXECUTIVE DIRECTOR

DIS S ENT

DIS S ENT
DDN

7 70171DEc1s1on no.

L
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q

l IT IS  FURTHER ORDERED tha t a pprova l of the  fina ncing s e t forth he re ina bove  doe s  not

2 cons titute  or imply a pprova l or dis a pprova l by the  Commis s ion of a ny pa rticula r e xpe nditure  of the

3 proceeds derived thereby for purposes  of es tablishing jus t and reasonable  ra tes .

4 IT IS  FURTHER ORDERED tha t Golde n S hore s  Wa te r Compa ny, Inc. sha ll a nnua lly file  a s

5 pa rt of its  a nnua l re port, a n a ffida vit with the  Utilitie s  Divis ion a tte s ting tha t the  Compa ny is  curre nt

6 in pa ying its  prope rty ta xe s  in Arizona .

7 IT IS  FURTHER ORDERED tha t this  De cis ion s ha ll be come  e ffe ctive  upon s ubmis s ion of

8 pa yme nt to the  Arizona  Corpora tion Commiss ion's  Bus ine s s  Office  of the  $2,600 pe na lty de scribe d

9 he re inabove , payable  to the  "S ta te  of Arizona" for depos it into the  S ta te 's  Gene ra l Fund.

1 0

11

1 2

13

-Tr

BY ORDER OF THE ARIZONA CORP ORATION COMMIS S ION.

1 5

4
17

18

19

20

21

22

23

24

25

26

27

28
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GOLDEN SHORES WATER COMPANY, INC.

W-01815A-06-0775

Norman James
FENNEMORE CRAIG
3003 N. Centra l Ave ., Suite  2600
Phoe nix, AZ 85012
Attorneys for Golden Shores Water Co., Inc .

Chris tophe r Ke e le y, Chie f Couns e l
Le ga l Divis ion
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington Street
Phoenix, Arizona  85007

1 SERVICE LIST FOR:

2 DOCKET NO.:
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23

24

25

26

27

28

Ernest Johnson, Director
Utilitie s  Divis ion
ARIZONA C0 RP QRATI0 N COMMIS S ION
1200 West Washington Street
Phoenix, Arizona  85007
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