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EXECUTIVE SUMMARY
MOUNT TIPTON WATER COMPANY, INC.

DOCKET NO. W-02105A-09-0145

On March 23, 2009, Mount Tipton Water Company, Inc. ("Mount Tipton" or
"Company"), tiled an application with the Arizona Corporation Commission ("Commission")
requesting authorization to execute a loan agreement with the Water Infrastructure Finance
Authority of Arizona ("WIFA").

The U.S. Congress enacted the American Recovery and Reinvestment Act of 2009
("ARRA") on February 17, 2009. WlFA's Supplemental 2009ARRA Intended Use Plan asserts
that projects that receive ARRA funds would need to be capable of moving forward rapidly,
hence, expedited regulatory consideration is appropriate.

The Company is a non-profit Class "C" Company that owns and operates a public utility
water service in Mohave County. The Company seeks a $140,000 WIFA loan. The Company
also anticipates receiving $l26,000, or 90 percent of the loan amount as forgivable principal
reducing the effective amount of the loan to $14,000. The forgivable principal is contingent
upon compliance with ARRA. A 20-year amortizing loan at approximately 5.25 percent per
annum is anticipated. The purpose of the loan is to fund completion of well upgrades and other
system improvements.

As of December 31, 2008, Mount Tipton's capital structure consisted of 1.5 percent
short-term debt, 98.3 percent long-term debt, and 0.2 percent equity. Staff also calculated a
negative times interest earned ratio ("TIER") and a 0.76 debt service coverage ratio ("DSC").
The DSC results show that cash flow from operations in 2008 was not sufficient to cover all
existing obligations. Thus, current base revenues are inadequate to provide debt service on the
proposed $140,000 WIFA loan.

Decision No. 70559, dated October 23, 2008, authorized a $10 per month per customer
emergency interim surcharge to provide approximately $89,040 of additional annual revenue.
The purpose of the surcharge is to fund past due accounts parables, necessary repairs, capital
improvements and contingencies totaling $175,751. A second surcharge equal to $3.40 per
customer per month is needed to provide a 1.25 DSC for the proposed $140,000 loan if none of
the existing surcharge is considered available to pay debt service on the proposed loan. The
required second surcharge needed to provide a 1.25 DSC for a $14,000 loan, the effective
amount of the $140,000 loan assuming 90 percent is forgiven, is $1.83 per customer per month.
Since the use of the WIFA loan proceeds parallels the authorized uses of the existing interim
surcharge, a portion of the existing surcharge could be used to provide debt service on the
proposed $140,000 loan causing a nominal extension in the period required to collect the initially
anticipated funds of $l75,75 l.

w-02105A-09-0145



Staff calculated a pro fomla 1.84 TIER and 2.71 DSC in a scenario that recognizes
$89,040 per year of additional interim rate revenue and issuance of a $140,000 20-year
amortizing loan at 5.25 percent per annum. The pro Ronna capital structure for this scenario is
composed of l .7 percent short-tenn debt, 98.1 percent long-term debt and 0.2 percent equity.

Staff concludes that the Company's proposed capital projects are appropriate and that the
related cost estimates are reasonable.

Staff further concludes that issuance of the proposed debt financing for the purposes
stated in the application is within Mount Tipton's corporate Powers, is compatible with the
public interest, will not impair its ability to provide services and is consistent with sound
financial practices if a portion of the emergency interim rates equal to the monthly debt service
payment plus an additional 20 percent for the required "Debt Service Reserve Fund", as required
by WIFA, is established as the first priority use of the monthly collections and as long as Mount
Tipton maintains compliance with the terms of the American Recovery and Reinvestment Act of
2009.

Staff recommends authorization to incur an 18-to-22 year amortizing loan in an amount
not to exceed $140,000 pursuant to a loan agreement with WIFA that provides for 90 percent of
the principal amount to become forgiven principal upon compliance with the American Recovery
and Reinvestment Act of 2009.

Staff iulther recommends that the Commission authorize Mount Tipton to pledge its
assets in the State of Arizona pursuant to A.R.S. § 40-285 and R18-15-104 in connection with
the WIFA loan.

Staff further recommends that Mount Tiptop use best efforts and act in good faith to
comply with all the requirements of the American Recovery and Reinvestment Act of 2009 and
all requirements of WIFA in order to obtain the 90 percent forgivable principal.

Staff further recommends that the Commission take the regulatory measures it deems
appropriate due to any detrimental consequences to ratepayers that may result from Mount
Tipton's failure to use best efforts and act in good faith to comply with the American Recovery
and Reinvestment Act of 2009 that results in a reduction in the amount of the loan that would
otherwise qualify as forgivable principal.

Staff further recommends that any authorization to incur debt granted in this proceeding
tenninate on December 31, 2012.

Staff further recommends authorizing Mount Tipton to engage in any transaction and to
execute any documents necessary to effectuate the authorizations granted.

Staff further recommends that Mount Tiptop file with Docket Control, as a compliance
item in this matter, a copy of the loan documents within 60 days of the execution of any
financing transaction authorized herein.

w-02105A-09-0145



Staff further recommends that the Mount Tiptop file with Docket Control, as a
compliance item in this docket, by December 31, 2010, copies of the Certificates of Approval of
Construction issued by the Arizona Department of Environmental Quality for the proposed well
upgrades and other system improvements.

w-02105A-09-0145



TABLE OF CONTENTS

INTRODUCTION s

PAGE

1

PUBLIC NOTICE | 1

BACKGROUND

COMPLIANCE.....

PURPOSE AND DESCRIPTION OF THE REQUESTED FINANCING al

ENGINEERING ANALYSIS | 2

FINANCIAL ANALYSIS.. 2

TIER AND DSC .
CAPITAL STRUCTURE..

CAPITAL STRUCTURE INCLUSIVE oF AIAC AND CIAC ..

ENCUMBRANCE..

2

3

3

3

CONCLUSION AND RECOMMENDATIONS ll 4

SCHEDULES

FINANCIAL ANALYSIS v JCM-1

ATTACHMENTS

ENGINEERING ANALYSIS U

AFFIDAVIT OFPUBLICATION

W-02105A-09-0145

.A

.B



Mount Tipton Water Company, Inc.
Docket No. W-02105A-09-0145
Page 1

INTRODUCTION

On Ma r ch 23 ,  2009 ,  Mount  T ip t op  Wa t er  C ompa ny,  Inc .  ( "Mount  T ip t on"  or
"Company"), filed an application with the Arizona Corporation Commission ("Cornrnission")
requesting authorization to execute a loan agreement with the Water Infrastructure Finance
Authority of Arizona ("WIFA").

PUBLIC NOTICE

On May 8, 2009, the Applicant filed an affidavit of publication verifying public notice of
its financing application. The Applicant published notice of its financing application in the
Kinsman Daily Miner on May 4 ,  2009.  T he Kinsman Daily Miner is a daily newspaper of
general circulation in County of Mohave, State of Arizona. The affidavit of publication is
attached along with a copy of the Notice.

BACKGROUND

The U.S.  Congress enacted the American Recovery and Reinvestment Act of 2009
("ARRA") on February 17, 2009. WIFA's Supplemental 2009 ARRA Intended Use Plan shows
that ARRA authorizes it to provide an additional subsidy on loans. In addition, the Supplemental
2009 ARRA Intended Use Plan asserts that projects that receive ARRA funds would need to be
capable of moving forward rapidly, hence, expedited regulatory consideration is appropriate.

Mount Tiptop is a non-profit Class "C" Arizona public service corporation located in
Dolan Springs, Arizona. The Company owns and operates a public water utility in Mohave
County, Arizona.

COMPLIANCE

The Compliance Database indicates there is one delinquency for Mount Tiptop. The item
in question is a revised rate schedule reflecting the emergency interim surcharge authorized in
Decision No. 70559. The Company has provided the rate schedule to Staff, and Staff is currently
reviewing it.

PURPOSE AND DESCRIPTION OF THE REQUESTED FINANCING

The purpose of the Company's request for the WIFA loan is to fund completion of well
upgrades and other system improvements.

The Company requests that the Commission authorize it to secure financing in an amount
not to exceed $140,000 from WIFA. The Company anticipates that $l26,000, or 90 percent of
the loan, will be designated as forgivable principal reducing the expected repayable indebtedness
to $14,000. The Company expects a 20-year amortizing loan at 5.25 percent per annum. The

W-02105A-09-0_45
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current base interest rate on a WIFA loan is 5.25 percent. The base interest rate is calculated by
using the current prime rate of 3.25 percent plus 2.00 percent.

ENGINEERING ANALYSIS

The Staff Engineering Memorandum is attached. Staff reviewed the Company's
proposed capital improvements and found the project costs appropriate and the related cost
estimates reasonable. Staff makes no "used and useful" determination of the proposed
improvements nor any conclusions for rate base or ratemaking purposes.

FINANCIAL ANALYSIS

Staff's analysis is illustrated on Schedule JcM-l. Column [A] reflects The Company's
historical financial information for the year ended December 31, 2008. Column [B] presents pro
forma financial information that modifies Column [A] to reflect additional revenues the
Company generates from a surcharge approved by the Commission in Decision No. 70559.
Column [C] presents pro Ronna financial information that modifies Column [B] to reflect
issuance of a 20-year, $140,000 amortizing loan at 5.25 percent per annum.

TIER and DSC

Times interest earned ratio ("TIER") represents the number of times earnings 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 less than 1.0 is not sustainable in the long-tenn
but does not mean that debt obligations cannot be met in the short-term.

Debt service coverage ratio ("DSC") represents the number of times internally generated
cash will cover required principal and interest payments on short-tenn and long-term debt. A
DSC greater than 1.0 indicates that cash flow from operations is sufficient to cover debt
obligations. A DSC less than 1.0 means that debt service obligations cannot be met by cash
generated from operations and that another source of funds is needed to avoid default.

Schedule JCM-1, Column [A] shows that for the year ended December 31, 2008, the
Company had a negative times interest earned ratio ("TIER") and a 0.76 debt service coverage
ratio ("DSC"). The DSC results show that cash flow from operations in 2008 was not sufficient
to cover all existing obligations. Thus, current base revenues are inadequate to provide debt
service on the proposed $140,000 WIFA loan.

Decision No. 70559, dated October 23, 2008 authorized a $10 per month per customer
emergency interim surcharge to provide approximately $89,040 per year of additional revenue
with the condition that the Company post a $20,000 performance bond or irrevocable sight draft
letter of credit with the Commission before the surcharge could take effect. The Company was
not able to post $20,000. Accordingly, the Commission reduced the required bond to $5,000 in

w-02105A-09-0145
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Decision No. 70838, dated March 17, 2009. The Company subsequently posted a $5,000 bond,
and it has begun billing the authorized interim surcharge.

The purpose of the surcharge is to fund past due accounts parables, necessary repairs,
capital improvements and contingencies totaling $175,751. A second surcharge equal to $3.40
per customer per month is needed to provide a 1.25 DSC for the proposed $140,000 loan if none
of the existing surcharge is considered available to pay debt service on the proposed loan. The
required second surcharge needed to provide a 1.25 DSC for  a  $14,000 loan,  the effective
amount of the $140,000 loan assuming 90 percent is forgiven, is $1 .83 per customer per month.
Since the use of the WIFA loan proceeds parallels the authorized uses of the existing interim
surcharge, a portion of the existing surcharge could be used to provide debt service on the
proposed $140,000 loan causing a nominal extension in the period required to collect the initially
anticipated funds of $175,751. Under this scenario Staff calculated a pro forma 1.84 TIER and
2.71 DSC as shown in Schedule JCM-1, Column [(;]. The pro forma DSC shows that cash flow
from operations with the inter im surcharge is sufficient to cover  all obligations including
WlFA's requirement to fund a "Debt Service Reserve Fund" equal to 20 percent of debt service.

Capital Structure

As of December 31, 2008, the Company's capital structure consisted of 1.5 percent short-
term debt, 98.3 percent long-tenn debt, and 0.2 percent equity (Schedule JCM-1, Column [A],
lines l9-25). Staff calculated a pro forma capital structure reflecting an increase in interim rate
revenues of $89,040 per year and issuance of a 20-year,  $140,000 amortizing loan at 5.25
percent per annum, and it is composed of 1.7 percent short-term debt, 98.1 percent long-term
debt and 0.2 percent equity (Schedule JCM-1, Column [C], lines 19-25).

Capital Structure inclusive o_fAIAC and CIA C

As of December 31, 2008, the Company's capital structure, inclusive of Advances-In-
Aid-of-Construct ion ("AIAC") and Net  Contr ibut ions-In-Aid-of-Construct ion ("clAc") '
consisted of 1.5 percent short-term debt, 97.6 percent long-tenn debt, 0.2 percent equity, 0.8
percent AIAC and 0.0 percent CIAC (Schedule JCM-1, Column [A], lines 30~40).

Encumbrance

Arizona Administra t ive Code ("A.A.C.") Rl8-15-104 requires WIFA borrowers to
pledge their revenue sources to repay the financial assistance. A.R.S. § 40-285 requires public
service corporations to obtain Commission authorization to encumber certain utility assets. The
statute serves to protect captive customers from a utility's act to dispose of any of its assets that
are necessary for the provision of service, thus, it serves to preempt any service impairment due
to .disposal of assets essential for providing service. Pledging assets as security typically
provides benefits to the borrower in the way of increased access to capital funds or preferable

1 Contributions in Aid of Construction less Amortization of Contributions in Aid of Construction.

w-02105A-0900145



Mount Tiptop Water Company, Inc.
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interest rates, and it is often an unavoidable condition for procurement of funds for small or
financially stressed entities.

CONCLUSION AND RECOMMENDAT IONS

Staff concludes that the Company's proposed capital projects are appropriate and that the
related cost estimates are reasonable.

Staff further concludes that issuance of the proposed debt financing for the purposes
stated in the application is within Mount Tipton's corporate Powers, is compatible with the
public interest,  will not impair  its ability to provide services and is consistent with sound
financial practices if a portion of the emergency interim rates equal to the monthly debt service
payment plus an additional 20 percent for the required "Debt Service Reserve Fund", as required
by WIFA, is established as the first priority use of the monthly collections and as long as Mount
Tipton maintains compliance with the terms of the American Recovery and Reinvestment Act of
2009.

Staff recommends authorization to incur an 18-to-22 year amortizing loan in an amount
not to exceed $140,000 pursuant to a loan agreement with WIFA that provides for 90 percent of
the principal amount to become forgiven principal upon compliance with the American Recovery
and Reinvestment Act of 2009.

Staff further recommends that the Commission authorize Mount Tipton to pledge its
assets in the State of Arizona pursuant to A.R.S. § 40-285 and R18-15-104 in connection with
the WIFA loan.

Staff further recommends that Mount Tiptop use best efforts and act in good faith to
comply with all the requirements of the American Recovery and Reinvestment Act of 2009 and
all requirements of WIFA in order to obtain the 90 percent forgivable principal.

Staff further recommends that the Commission take the regulatory measures it deems
appropriate due to any detrimental consequences to ratepayers that may result from Mount
Tipton's failure to use best efforts and act in good faith to comply with the American Recovery
and Reinvestment Act of 2009 that results in a reduction in the amount of the loan that would
otherwise qualify as forgivable principal.

Staff further recommends that any authorization to incur debt granted in this proceeding
tenninate on December 31, 2012.

Staff further recommends authorizing Mount Tipton to engage in any transaction and to
execute any documents necessary to effectuate the authorizations granted.

W-02105A-09-0145
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Staff further recommends that Mount Tiptop file with Docket Control, as a compliance
item in this docket, a copy of the loan documents within 60 days of the execution of any
financing transaction authorized herein.

Staff further recommends that the Company file with Docket Control, as a compliance
item in this docket, by December 31, 2010, copies of the Certificates of Approval of
Construction issued by the Arizona Department of Environmental Quality for the proposed well
upgrades and other system improvements.

w-02105A-09-0145
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Schedule JCM-1

[Ar
12/31/2008

[812
Pro forma

161°
Pro forma

Operating Income
Depreciation & Amory.
Income Tax Expense

-$42,650
$65,154

so

$40.450
$65,154

$5,940

$40,602
$65,154

$5,788

lnierest Expense
Repayment of Principal

$18,001
$11,782

$1B,001
$11,782

$25,254
$15,850

TIER

l1*3] * 151 Negative 2.58 1.B4

D e c
I1+2+314> I5+e1 O,7B 3.75 2.71

Capital Structure

Short-ierm Debt $11,782 1.5% $11 J82 1 .5% $15850 1 1 %

Long-term Debt $787,329 98.3% $787,329 98.3% $923,251 93.1%

Common Equity $1,587 0.2% $1,587 0.2% $1 ,5B7 0.2%

T0(al Capital $800,898 100.0% $800,698 100.0% $940,698 100.0%

Short-term Debt $11,782 1.5% $11 J82 1.5% $11,782 1.2%

Long-term Debt $787,329 97.6% $7B7,329 97.8% $923,261 97.9%

Common Equity so .587 0.2% $1,587 0.2% $1 .587 0.2%

$6.287 0.8% $6.287 0.8% $B.2B7 0.7%

Contributions in Aid of construction ("CIAC') 4 $0 0.0% $0 0.0% $0 0,0%

Total Capital (Inclusive of AIAC and CIAC) $806.9B5 100.0% $806,985 100.0% $942,917 100.0%

1
2
3
4

5
6
7
B
9
10
11
12
13
14
1 s
16
17
1 B
19
20

21
22
23
24
25
28
27
28 Capital Structure (inclusive of AIAC and Net CIAC)
29
30
31
32
33
34
35
38 Advances in Aid of Construction ("AlAC")
37

38
39
40
41
42
43 AIAc and cIAo Funding Ratio '
44 (35*38V(40)
45
46
47 ' Crum IA] is based on the Compares Financial Stalemnts form: year ended Denernter31, 2008.
48 z Colum IB) is Colum IA] moéfwd m erect an $89,040 inauaso in interim Me avenues (Decision No. 70559).
49 ' Colunvm IC] is Column IB) modkfned so railed issuance of the proposed s140_oa0 debt inandng arnarlized for to yean at 525 percent
50 ' Net CIAC balance 0.e., less: aecnumlated amnniznlion d canVibutians).
51 s Suit lypicaly renomnends mat combined AIAC and Net CtAC funding not mceed30 percent al total capital, inclusive of AJAC and Net CIAC,
52
53
54

0.8% 0.8% 0.7%

Si/AR/M0\ll'\l TIPIDD0980145Fin ARRAJcm4 gvuasrscheduue JCM-1



ATTACHMENT A

MEMORANDUM

DATE April 3, 2009

Juan Manrique
Public Utility Analyst

FROM : Dorothy Hairs, P. E. Dr/
Utilities Engineer

RE: Financing Application filed by Mount Tiptop Water Company, Inc
Docket No. W-02105A-09-0145

Introduction and Background

On March 23, 2009, Mount Tiptop Water Company, Inc. ("Mt. Tiptop" or "the
Company) filed a financing application with the Arizona Corporation Commission
("ACC" or "Commission"). Mount Tipton has filed an application with the Water
lnfrasMcme Finance Authority ("WIFA") seeking funds totaling $140,000. The funds
requested would be used to complete the well upgrades and other system improvements
outlined in the table below. The Company has informed Commission Utilities Division
Staff ("Staff') that it intends to formally increase its funding request filed with WIFA and
with this Commission to $160,300 to reflect the amount listed in the table below.

WIFA has advised the Company that the proposed well upgrade work and the other
system improvements listed below will qualify for funding under the American Recovery
and Reinvestment Act ("ARRA")-

According to the Company, the water system wells and pumps have not received the
proper maintenance for the past 10 years which has reduced the amount of water pumped
to the system. The system is not able to supply adequate water to customers during high
demand months due to the diminished pumping rate. Funds are needed to clean and
refurbish five existing wells and the well pumps need to be replaced. Funds are also
needed for testing and sampling to obtain Arizona Department of Environmental Quality
("ADEQ ") approval of an existing spring well. Testing of the spring well and
acceptance by ADEQ, if granted, would provide an additional source of water to meet
peak demand and alleviate the need to drill a new well.1 Finally, funds are needed for the
replacement of worm-out meters which the Company believes will help lessen its water
loss.

TO:

1 Commission Decision No. 70559, issued October 23, 2008, ordered the Company to develop an additional
water source before adding storage.
2 Lost water should be 10 percent or less and never more than 15 percent. Lost water for the Company was
calculated to be 20.34 percent which exceeds acceptable limits.



Mount Tiptop Water Company, Inc.
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System Analysis

The Company operates a water system that consists of nine drinking water we11s3 (having
a combined well capacity of 140 gallons per minutes ("GPM")) and three storage tanks
(having a combined capacity of 627,000 gallons). The Company serves an existing
customer base of approximately 740 customers.4

The Company recently had two of its wells fail. While these wells were out of service for
cleaning and rehabilitation work the Company did not have an adequate source of water
during periods of high demand. The Company believes that several of its other wells will
also fail without having the same rehabilita tion work,  which would again leave the
Company without an adequate supply of water during periods of high demand. Staff
concludes tha t  the proposed well rehabilita t ion work is  needed to ensure tha t  the
Company continues to have an adequate source of water during periods of high demand.

ADEQ Compliance Status

ADEQ has determined tha t  Mount  T iptop is  cur rent ly in full compliance with it s
require1nents.5 ADEQ further states that Mount Tipton is currently delivering water that
meets the water quality standards required by Arizona Administrative Code, Title 18,
Chapter 4.

Arizona Department of Water Resources ("ADWR") Compliance Status

Mount Tiptop Water Company is not located in any Active Management Area ("AMA"),
as designated by ADWR. ADWR has determined that  the Company is currently in
compliance with departmental requirements governing water providers and/or community
water Syst€TI1s.6

ACC Compliance Status

A check of the Utilities Division Compliance database showed there is one delinquent
compliance item for  the Company. T his  i t ems  ha s  been pos ted a s  r eceived and
compliance is awaiting Staff approval on the information submitted by the Company.

3 The Company owns eight wells and leases one well. Two the Company owned wells are spring wells that
have not been approved by ADEQ.
4 According to data submitted, the Company served 737 customers at the end of December 2008.
5 ADEQ compliance status report dated February 27, 2009.
6 ADWR compliance status repos dated June 16, 2008.
7 Compliance item required the Company to file a revised rate schedule reflecting the emergency interim
surcharge approved in Decision No. 70559.



Project Description Estimated Cost ($)

Well Rehab Program
Well pump motor replacement* 14,303.52

Well pump replacement 16,005.50
4

Parts tees, etc. 2,019.85
Pipes* 23,111.42
Sub cable* 9,802.88
Lighting arrestor* 1,043.00
Couplings 1,146.00
Valves* 1,491.00
Plumbing* 1,050.00
Camera well rental, labor »= 4,900.00
Well cleaning to remove solid deposit in well
co1umn(1abor, equip rental & tax)

59,997.11

Shipping & handling ices, valves, etc.)* 1,750.00
Travel expenses* 1,890.00
Tax* 4,148.86
Labor* 9,643.20

Subtotal $152,302.34

New Source Program
Sampling & Testing" 6,000.00

Subtotal $6,000.00

Water Loss Reduction Program

Service meter replacement*** 2,000.00
Subtotal $2,000.00

Total $160,302.34

Mount Tiptop Water Company, Inc.
Docket No. W-02105A-09-0145
Page 3 of 5

Cost

The Company estimates a total construction cost of $160,302.34

A general description of the costs is as follows:

Notez* The listed items include improvements to Well #1 (DWR #55-6065117, Ironwood Well), Well #2
(DWR #55-508835, Iron Dr Well), Well #3 (DWR #55~520733, LDS Well), Well #5 (DWR #55-
510178, Chambers Well), Well #6 (DWR #55-601846, Field Well), Well #7(DWR #55-601847),
Well #9 (DWR #55-601848, Spring Well).
** Sampling and testing of the Spring Well #2 to obtain ADEQ source approval.
*** Based on die el ated cost to replace 100 defective worn-out meters.
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Staff concludes that the proposed project is appropriate and the cost estimates presented
above are reasonable for purposes of this funding request. However ,  no "used and
useful" determination of the proposed project item was made and no particular treatment
should be inferred for rate rnaldng or rate base purpose in the future.

Construction Schedule

The Company plans to begin the proposed well rehabilita t ion work in Apr il 2009.
According to the Company all construction work will be completed in six to nine months.

Staff recommends that the Company file with Docket Control, as a compliance item in
t his  docket ,  by December  31 ,  2010 ,  cop ies  of  t he C er t i f ica t es  of  Appr ova l  of
Construction("AOC") issued by ADEQ for the proposed well upgrades and other system
improvements.

Summary

1. Conclusions

ADEQ has determined that the Company is currently delivering water that meets
the water quality standards required by Arizona Administrative Code, Title 18,
Chapter 4.

ADWR has  determined tha t  the Company is  cur rent ly in compliance with
departmental requirements governing water providers and/or community water
systems.

A check of the Utilit ies  Division Compliance database showed there is  one
delinquent compliance item for  the Company. This items has been posted as
received and compliance is awaiting Staff approval on the information submitted
by the Company.

Staff concludes that die proposed well rehabilitation work is needed to ensure that
the Company continues to have an adequate source of water during periods of
high demand.

5. Staff concludes that the proposed project is appropriate and the cost estimates
presented herein are reasonable for purposes of this funding request. However, no
"used and useful" determination of the proposed project item was made and no
particular treatment should be inferred for rate making or rate base purpose in the
future.

4.

s Compliance item required the Company to file a revised rate schedule reflecting the emergency interim
surcharge approved in Decision No. 70559.

3.

1.

2.
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11. Recommendations

1. Staff recommends that the Company file with Docket Control, as a compliance
item in this docket,  by December 31, 2010, copies of the Certificates of AOC
issued by ADEQ for the proposed well upgrades and other system improvements.
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