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De a r  A r i z o n a  Co r p o r a t i o n  Co mmis s io n ,
W-02886A-10-0369

P u r s u a n t  t o  D e p a r t m e n t  o f  L a w  O p i n i o n  N u m b e r  7 1 - 1 7 ,  w e  h e r e b y  r e s p e c t f u l l y
r e q u e s t  a n  i n t e r i m  e m e r g e n c y  r a t e  i n c r e a s e  f o r  K o h l ' s  R a n c h  W a t e r  C o m p a n y
( " K R W C " ) .

I n  1 9 9 5 ,  I L X  R e s o r t s  I n c o r p o r a te d  ( " l L ' )  a c q u i r e d  b o th  K o h l ' s  R a n c h  L o d g e  ( t h e
"L o d g e ' )  i n  P a y s o n ,  A r i z o n a  a n d  K RW C,  a n d  th e  wa te r  c o mp a n y  th a t  p r o v id e s  wa te r  t o
th e  L o d g e  a n d  t h e  1 2 4  h o me s  i n  t h e  s u r r o u n d i n g  a r e a .  W h e n  I L X  a c q u i r e d  K R W C ,  t h e
t a r i f f s  e s t a b l i s h e d  i n  1 9 7 2  w e r e  i n  e f l l e d ,  a n d  K R W C  h a s  ' c o n t i n u e d  t o  o p e r a t e  u n d e r
thes e  ta r i f f s  ev e r  s inc e .  Thes e  tan ' f l i s  r es u l t  In  r ev enue  tha t  i s  i n s u f f i c ien t  to  c ov e r  the
a c t u a l  c o s t  o f  o p e r a t i n g  K R W C ,  a n d  I L X  h a s  b e e n  s u b s i d i z i n g  t h e  u t i l i t y  w i t h  c a s h ,
tabor ,  par ts ,  supp l ies ,  and  serv ices .

O n  M a r c h  2 ,  2 0 0 9 ,  I L X  a n d  c e r t a i n  d  i t s  s u b s i d i a r i e s  f i r e d  f o r  p r o t e c t i o n  f r o m
c r e d i t o r s  u n d e r  C h a p t e r  1 1  d  t h e  u s  B a n k r u p t c y  C o d e .  O n  J u l y  2 3 ,  2 0 1 0 ,  t h e  U S
B a n k r u p t c y  c o u r t  a p p r o v e d  a  P l a n  o f  R e o r g a n i z a t i o n  a n d  a  S a l e  O r d e r ,  w h i c h  p r o v i d e
fo r  t h e  s a l e  o f  s u b s ta n t i a l l y  a l l  o f  t h e  a s s e t s  a t  I L X .  T h e  r a n a i n i n g  a s s e t s  o f  I L X  a f t e r
wind-up o f  i ts  a f fa i r s  w i l l  be  d is t r ibu ted  to  unsecured c red i to rs .

Un t i l  s ho r t l y  be fo r e  the  Sa le  Or de r  da te ,  ILX  ex pec ted  the  Buy e r  o f  the  as s e ts  o f
I L X  ( i n c l u d i n g  t h e  L o d g e )  w o u l d  a c q u i r e  a n d  o p e r a t e  K R W C  ( c o n t i n g e n t  u p o n
C o m m i s s i o n  a p p r o v a l ) .  H o w e v e r ,  t h e  B u y e r  o f  t h e  L o d g e  h a s  d e t e r m i n e d  t h a t  i t  i s
unwi l l ing  to  assume the  r isks  and  ob l iga t ions  Ar  oper a t ing  a  wa te r  company ,  and  r e fuses
to  a c q u i r e  o r  o p e r a te  KRW C.  S in c e .  th e  Bu y e r  i s  g o in g  a h e a d  w i th  th e  p u r d wa s e  o f  th e
r es t  o f  the  ILX  asse ts ,  KRW C wi l l  now have  to  oper a te  as  a  s tand- a lone  en t i ty .

A n  e me r g e n c y  n o w  e x i s t s  a s  I L X  w in  n o  l o n g e r  b e  i n  a  p o s i t i o n  t o  s u b s id i z e  t h e
K R W C  o p e r a t i o n s .  K R W C  m u s t  b e g i n  t o  g e n e r a t e  r e v e n u e  a n d  c a s h  f l o w  t h r o u g h  i t s
r a r i f i e s  s u f f i c ien t  to  fund  ope r a t ions  an  o r de r  to  c on t inue  to  p r ov ide  wa te r  s e r v i c e  to  i t s
cus tomer s .  The r e fo r e ,  KRW C makes  th is  r eques t  fo r  emer gency  in te r im r a te  r e l ie f .

In  summar y ,  based  on  the  euds t ing  1972  ta r i f fs ,  KRWC canno t  cover  i ts  cos ts  and
m a i n t a i n  s e r v i c e  t o  i t s  c u s t o m e r s .  K R W C  w a s  a b l e  t o  o p e r a t e  u n t i l  n o w  t h r o u g h
s u b s i d i z a t i o n  f r o m  I L X .  A  s u d d e n  c h a n g e  h a s  o c c u r r e d  b e c a u s e  t h e  P l a n  o f
Re o r g a n iz a t i o n  fo r  IL X  d o e s  n o t  p r o v id e  th e  o n g o in g  s u b s id y  o f  KRW C o p e r a t i o n s ,  a n d
b e c a u s e  t h e  B u y e r  o f  t h e  L o d g e  h a s  r e f u s e d  t o  a c q u i r e  K R W C ,  t h e r e b y  n e c e s s i t a t i n g
t h a t  K R W C  s t a n d  o n  i t s  o w n  f i n a n c i a l l y .  T o  d o  s o ,  K R W C  m u s t  i m m e d i a t e l y  b e g i n
charg ing  ra tes  tha t  w i l l  cover  i ts  cos ts .
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KRWC is submitting three schedules with this request to support its position: a
multi-oolumn income statement including Proforma adjustments (SSR-1), details of how
those adjustments were determined (SSR-2), and the surcharge calculation (SSR-3).

• SSR-t - Column 1 contains actual operations information as reported on the
2009 annual report. That amount is then adjusted by column 2 to include utility
expenses that were paidby ILX, which result in the actual 2009 cost to operate
the utility during 2009 in column 3. Column 4 then adjusts those numbers for
third party services to run the utility once ILX is closed, resulting in the estimated
annual cost to Mn this utility as a stand-alone entity in column 5.

• SSR-2 - This schedule explains the 13 proforma adjustments to the income
statement reflected on SSR-1 .

• SSR-3 - Details of the surcharge calculation and resulting revenue are contained
on this schedule.

Cun'ently, all customers pay $5.75 monthly for 5,000 gallons of water, and $.50
per 1,000 gallons in excess of that. Although the resort uses substantially more water
than the residential customers, KRWC only has a tariff rate for a 5/8 by %-inch meter,
resulting in the resort paying an average of $65.52 for 124,542 gallons per month.
Under the Company's proposal, the flat monthly surcharge would result in a much more
equitable average most per 1,000 gallons between the residential customers and the
resort. in addition, this emergency surcharge will provide the company with the
constant revenue it needs during this transition to a stand-alone utility.

We appreciate your attention to this emergency request, Which will enable KRWC
to continue to meet its financial obligations while continuing to provide water to its
customers. Our consultant in this matter is Sonn Rowell of Desert Mountain Analytical
Services, PLLC, so please feel free to contact her with questions on the application at
480.961 .5484 or sonncpa@cox.net.

Very truly yours,

`//é:'7¢7/ ,43

Nancy J. Stone
President
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SCHEDULE SSR-1

Kohl's Ranch Water Company, Inc.
2009 Statement of Income and Loss Including Proforma Adjustments

1
Reported -
Year Ended
31-Dec-09

_2 _3 4 §
2009 2009 Actual Adjustments 2009 Incl

Expenses Utility to Stand Proforma
Paid by ILX Ref Operations Alone Entity Ref Adjustments

$ 10,011 $ 79,488 5 $ 89,499

Acct Description
Operating Revenues:

461 Metered Water Revenue $ 10,011
474 Other Water Revenue -
474 Surcharge Revenue -

Total Operating Revenue $ 10,011 $ $ 10,011 $ 79,488 $ 89,499

$ 4,264

225

$ 4,264 $

225 7 2,020

4,315

(4,264) 6 $

1,795

996 82,004
1,778

48,379

1

2

3 16,621 9
2,805

6,319
1,778

48,379
2,805

7,315
1,778

65,000
2,805

2,810 2,810 2,810

2,500 10
(208) 4

2,500
129

1,810
337
833
694
402

129
833
694
402

977 11
(694) 12

Operating Expenses:
601 Salaries & Wages
610 Purchased Water
615 Purchased Power
618 Chemicals
620 Repairs & Maintenance
621 Office Supplies and Expense
630 Outside Services
635 Water Testing
641 Rental Expense
650 Transportation Expense
657 Insurance - General Liability
659 Insurance - Health and Life
665 Regulatory Commission Exp
666 Rate Case Expense
675 Miscellaneous Expense
403 Depreciation & Amortization
408 Taxes Other Than Income
408 Property Taxes
409 Income Taxes

Total Operating Expenses $ 16,685 $ 51,953 $ 68,638 $

611 13

18,541 $

402
611

87,179

OPERATING INCOMEd(LOSS) $ (6,674) $ (51,953) $ (58,627) $ 60,947 $ 2,320

Other Incomed(Expense):
419 'Interest and Dividend Income $
427 Interest Expense

Total Other Incomed(Exp) $ $

$

$ $

$

$

NET IncoME/(Loss) $ (6,674) $ (51,953) s (58,627) s 60,947 $ 2,320

Adjustments 1 through 13 are explained on Schedule SSR-2



SCHEDULE SSR-2

Kohl's Ranch Water Company, Inc.
Summary of Income Statement Adjustments

Adjustment 1 Increase for repairs and maintenance labor provided by ILX.

Adjustment 2 Increase to include reclassified expenses and office supplies
provided by ILX.

Adjustment 3 Increase for current daily operations, meter reading, billing and

accounting, tax preparation and reporting, and management.

Adjustment 4 Reclassify expenditures as office supplies.

Adjustment 5 Proposed surcharge revenue as calculated on Schedule SSR-3.

Adjustment 6 Adjust salaries and wages as utility no longer has employees.

Adjustment 7 Increase purchased power per following calculation:

Total Gallons (in thousands)

Estimated pumping cost per thousand gallons $

Estimated annual pumping cost (stand-alone) $

5,049

0.40

2,020

Adjustment 8 Increase repairs and maintenance to adjust ILX amount of $2,004
to third party estimated amount of $3,000.

Adjustment 9 Increase outside services expense per estimated future costs:

Monthly
Amount

Annual

Amount

$ 1,750 $
3,000

Daily Operator

Billing/Accounting/Management

Annual Reporting/Tax Returns

Legal Expenses 500

21,000
36,000
2,000
6,000

Proposed Annual Outside Services $ 65,000

Adjustment 10 Increase for estimated cost of emergency rate proceeding.

Adjustment 11 Increase depreciation expense for 8" meter installed to serve resort and

other related areas. ($7,812 cost times 12.5% annual depreciation)

Adjustment 12 Adjust payroll taxes as utility no longer has employees.

Adjustment 13 Include income taxes for Federal and Arizona on $2,931 income.
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