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WATER INFRASTRUCTURE FINANCE D O C KE
AUTHORITY OF ARIZONA.

1. Introduction. As more fully set forth below, Arizona-American Water Company
(“Arizona-American” or the “Company”) hereby applies in accordance with A.R.S. § 40-301 er.
seq., for authority to be obligated for up to $2.3 million in debt not previously approved by the
Commission.

2. Supporting Exhibits. As more fully discussed below, Arizona-American

provides the following exhibits in support of its application:
e Exhibit A — 2008 Balance Sheet
e Exhibit B — 2008 Income Statement
o Exhibit C - Draft Certificate of Resolution
e Exhibit D — Tubac Arsenic Removal WIFA $2.3 million Application
e Exhibit E — Tubac Water Loss 2008
e Exhibit F — Capital Structure Analysis

3. Company Description. Arizona-American is a public service corporation

engaged in providing water and wastewater utility services in portions of Maricopa, Mohave, and

Santa Cruz Counties, Arizona, pursuant to various certificates of public convenience and
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necessity granted by the Arizona Corporation Commission (the "Commission") to Arizona-

2 | American and its predecessors in interest. The Company presently provides utility service to
3 |l approximately 100,000 water customers and 50,000 sewer customers in Arizona and is Arizona’s
4 | largest investor-owned water and wastewater utility. Arizona-American is a wholly-owned
5 | subsidiary of American Water Works Company, Inc. (““American Water”).
6 4. Principal Office. The Company's principal business office is located at 19820
7 || North Seventh Street, Suite 201, Phoenix, Arizona 85024, and its telephone number is (623) 445-
8 | 2455.
9 5. Authorized Representative. The person authorized to receive notices and
10 || communications regarding this application is:
%; Thomas M. Broderick
13 Director, Rates and Regulations
14 Arizona-American Water Company
15 19820 N. 7th Street
16 Suite 201
17 Phoenix, Arizona 85024
18 Telephone: (623) 445-2420
19 Thomas.Broderick@amwater.com
20 | All discovery and other requests for information concerning this Application should be
21 | directed to Mr. Broderick, with a copy to undersigned counsel for the Company.
22 6. Description of Lender. Arizona-American proposes to borrow from the Water
23 | Infrastructure Finance Authority of Arizona (“WIFA”). WIFA is an independent agency of the
24 | state of Arizona and is authorized to finance the construction, rehabilitation and/or improvement
25 | of drinking water, wastewater, wastewater reclamation, and other water quality
26 | facilities/projects.
27 7. Purpose of Borrowing. Arizona-American has one project for which WIFA
28 | funding is requested. The Company recently requested that WIFA approve funds from the 2009
29 | American Recovery and Reinvestment Act Intended Use Plan (“ARRA”) and the Company was
30 | informed that WIFA requires the Commission’s approval of the application herein. The project
31 | is an arsenic removal project in Tubac, Arizona which will remove high levels of arsenic from




1 | customer drinking water. (Please note that the Tubac water district has 532 customers, not 352
2 | as incorrectly stated in the WIFA application.) Arizona-American is seeking this funding as a
3 | lower cost alternative to other available borrowing sources. As a result of WIFA’s
4 | administration of a portion of the ARRA, Arizona-American expects to obtain more favorable
5 | terms.
6 8. Proposed Interest Rate. WIFA’s Board of Directors has established the interest
7 | rate as the Prime Interest Rate plus 2.75%. This application seeks an interest rate not to exceed
8 | 8%.
9 9. Financing Term. The financing term will not exceed 20 years.
10 10. Debt Security. The proposed debt will be unsecured.
11 11. Other Borrowing Terms. The Company will file a copy of all executed
12 || documents associated with the authorized financing. Additionally, as part of WIFA
13 | administering funds from the ARRA, approximately one-half of the loan principal will be
14 || forgiven and will not accrue interest. Thus, only approximately $1.15 million of the $2.3 million
15 | will accrue interest. Any loan principal forgiven will be reflected in future arsenic cost recovery
16 | mechanisms and rate cases for the Tubac district to the benefit of customers in those water
17 | districts through water rates lower than if these projects were funded through alternative sources.
18 12.  Financial Statements. Exhibit A is a copy of the Company’s unaudited 2008
19 | balance sheet. Exhibit B is a copy of the Company’s unaudited 2008 income statement.
20 13. DSC and TIER. As of December 2008, Arizona-American’s Debt Service
21 | Coverage Ratio (“DSC”) was 1.25 and its Times Interest Earned Ratio (TIER”) was 0.52
22 || (Earnings before interest and taxes was $5,715,352, interest was $10,934,958 and depreciation
23 || and amortization was $18,769,334). Based on its DSC, the Company should be able to
24 | adequately cover its expected debt payments from operating cash flow until on-going and future
25 | rate cases gradually incorporate the aforementioned investment into rate base.
26 14. Corporate Powers. Exhibit C is a copy of a draft certificate of resolution of
27 |l Arizona-American’s Board of Directors. The Board is expected to approve the resolution at an




1 [ April 21, 2009, meeting. Upon approval, the approved resolution will be filed with the
2 | Commission in this Docket.
3 15. Compliance. Arizona-American currently has no outstanding compliance issues
4 | with the Commission, the Arizona Department of Environmental Quality, or the Arizona
5 | Department of Water Resources.
6 16. Compatibility. The proposed transaction is needed to immediately begin
7 | construction of projects necessary to serve the public a safe and reliable water supply. The new
8 |l borrowing is being provided by WIFA at below market interest rates once the principal
9 | forgiveness is considered. Therefore, the requested financing approval is compatible with
10 e the public interest;
11 ¢ sound financial practices; and
12 e the proper performance by Arizona-American of service as a public service
13 corporation (and will not impair the Company’s ability to perform that service).
14 17.  Prompt Approval. The Company requests prompt approval in order for its
15 | customers to take immediate and full advantage of the ARRA.
16 18.  Requested Relief. As more fully set forth in this Application, Arizona-American
17 | asks that the Commission approve its request under A.R.S. § 40-301 et. seq to incur up to $2.3
18 | million in new debt.
19 Respectfully submitted on March 25, 2009, by:
20
21 _——
2 Dic
22 M idn W@Vl L—*’/
23 Michael Hallam
24 Lewis and Roca, LLP
25 40 North Central Avenue
26 Suite 1900
27 Phoenix, Arizona 85004
28 (602) 262-5340
29 mhaalam@]Irlaw.com
30 Attorney for Arizona-American Water Company
31




1 | Original and 13 copies filed
2 | on March 25, 2009, with:
3
4 | Docket Control
5 || Arizona Corporation Commission
6 | 1200 West Washington
7 | Phoenix, Arizona 85007
8
9 || Copies of the foregoing mailed on
10 | March 25, 2009, to:
I'l
12 | Legal Division
13 | Arizona Corporation Commission
14 | 1200 West Washington
15 | Phoenix, Arizona 85007
16
17 | Utilities Division
18 | Arizona Corporation Commission
19 | 1200 West Washington
20 | Phoenix, Arizona 85007
21
22 | Lyn Farmer
23 || Chief Hearing Officer
24 | Arizona Corporation Commission
25 | 1200 West Washington
26 | Phoenix, Arizona 85007
27
28 | Residential Utility Consumer Office
29 | 1110 West Washington Street
30 | Suite 220
31 | Phoenix, Arizona 85007
32
33
34
35 | By:
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Arizona-American Water Company
2009 WIFA Financing Application
Exhibit A — Unaudited 2008 Balance Sheet
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Arizona-American Water Company
2009 WIFA Financing Application
Exhibit B — Unaudited 2008 Income Statement
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Arizona-American Water Company
2009 WIFA Financing Application
Exhibit C — Draft Certificate of Resolution




ARIZONA-AMERICAN WATER COMPANY

UNANIMOUS WRITTEN CONSENT
OF THE
BOARD OF DIRECTORS
The undersigned, being all of the directors of Arizona-American Water

Company (the “Company”), adopt the following resolutions and agree that they

shall have the same force and effect as though duly adopted at a meeting of the
Board of Directors of the Company duly called and held, said resolutions to

become effective when the last director below signs this written consent.

RESOLUTIONS APPROVING THE COMPANY’S REFINANCING OF EXISTING
DEBT, FINANCING OF CERTAIN CAPITAL PROJECTS WITH AMERICAN
RECOVERY AND REINVESTMENT ACT (“ARRA”) FINANCING THROUGH
THE WATER INFRASTRUCTURE FINANCING AUTHORITY (“WIFA”) AND

REFINANCING OF SHORT TERM DEBT

APPROVAL OF REFINANCING OF EXISTING DEBT

WHEREAS, the Company has issued and outstanding
promissory notes in the principal amount of approximately $11
million (the “Outstanding Notes”), and

WHEREAS, the Outstanding Notes are remarketed weekly;
and

WHEREAS, in connection with recent dislocations in the
financial markets the Company has been unable to remarket the
Outstanding Notes on several occasions; and

WHEREAS, American Water Capital Corporation (*AWCC")
is willing to lend the Company up to $11 million in unsecured funds
to refinance the Company’s debt represented by the Outstanding
Notes, at an estimated interest rate not to exceed 8.0% for a term
not to exceed thirty years;

NOW, THEREFORE, BE IT:

RESOLVED, that the borrowing of up to $11 million from
AWCC to refinance the Outstanding Notes is hereby authorized
and approved and deemed advisable and in the best interests of
the Company and its stockholders.




APPROVAL OF FINANCING OF CERTAIN CAPITAL PROJECTS
WITH ARRA FINANCING THROUGH WIFA

WHEREAS, the Company has applied for $4.3 million of
American Recovery and Reinvestment Act of 2009 financing (the
“ARRA Financing”) through the Water Infrastructure and Finance
Authority of Arizona (“WIFA”), which ARRA Financing, if approved,
will be used to finance the Company’s construction of an arsenic

removal facility for its Tubac water system and the replacement of
its Sun City Well 8.2; and

WHEREAS, if approved, the ARRA Financing will by at least
partially subsidized by the United States and be for a term of 20
years; and

WHEREAS, the proposed ARRA Fina ncing requires debt
authorization by the Company and by the Arizona Corporation
Commission (the “ACC");

NOW, THEREFORE, BE IT:

RESOLVED, that, subject to approval by the ACC, the
borrowing of up to $4.3 million from WIFA to finance the Company’s
construction of an arsenic removal facility for its Tubac water
system and the rehabilitation of its Sun City Well 8.2 is hereby
authorized and approved and deemed advisable and in the best
interests of the Company and its stockholders.

APPROVAL OF REFINANCING OF SHORT TERM DEBT

WHEREAS, the Company has experienced a significant
shortfall in expected hook up fees related to the White Tanks
surface water treatment plant project; and

WHEREAS, the Company was unable to consummate an
anticipated partnership arrangement with Maricopa Water District
(“MWD") regarding the ownership of the White Tanks surface water
treatment plant and, as a result, did not receive a cash payment
from MWD for a portion of the development costs incurred by the
Company for that project; and

WHEREAS, the Company intended to use funds generated
by hook up fees and the anticipated payment from MWD to reduce
the Company’s short term debt; and




WHEREAS, the Company now proposes to borrow up to $5
million from third party lenders to refinance the Company’s short
term debt;

NOW, THEREFORE, BE IT:
RESOLVED, that the borrowing of up to $5 million from a

third party lender or lenders at rates based on the Company’s stand
alone credit rating to refinance the Company’s outstanding short

term debt is hereby authorized and approved and deemed
advisable and in the best interests of the Company and its
stockholders

AUTHORIZATIONS OF OFFICERS

RESOLVED, that the President and Treasurer of the
Company are authorized to take such actions as are necessary and
desirable to consummate the foregoing three financing
arrangements on terms and conditions deemed acceptable by such
Officers; and

RESOLVED FURTHER, that the Officers of the Company
and their designees are hereby authorized and empowered to apply
for and obtain any approvals required for said financings from the
ACC or any other regulatory authority and are further authorized to
retain the services of outside legal counsel as required to advise in
the negotiation, consummation, or regulatory approval of the
financings; and

RESOLVED FURTHER, that the Officers of the Company
be, and each of them hereby is, authorized and directed to do and
perform, or cause to be done and performed, all such acts, deeds
and things and to make, execute and deliver or cause to be made,
executed and delivered all such agreements or documents in the
name and on behalf of the Company or otherwise as each such
officer may deem necessary or advisable to effectuate or carry out
fully the purpose and intent of the foregoing resolutions, without
further authority or approval by the Board of Directors of the
Company, the taking of any such actions and the execution and
delivery of such agreements and documents to be conclusive
evidence of the authority therefore.

IN WITNESS WHEREOF, the undersigned have executed this unanimous
written consent effective as of the day of March, 2009.




Christopher Buls Henry Duque

Duane Georgeson John Keegan

Paul Townsley Ellen Wolf




Arizona-American Water Company
2009 WIFA Financing Application
Exhibit D —- Tubac Arsenic Removal $2.3 million WIFA Application
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Arizona-American Water Company
2009 WIFA Financing Application
Exhibit E — Tubac Water L.oss 2008
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Arizona-American Water Company
2009 WIFA Financing Application
Exhibit F — Capital Structure Analysis
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