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BEFORE THE AWZONA CORPORATION COMMISSION 

{AIL WATER COMPPrNY FOR AUTHORITY ) DOCKET NO. W-01651&-99 - 
70 ISSUE PROMISSORY NOTE(S) AND 
ITHER EVIDENCES OF INDEBTEDNESS 
'AYABLE AT PERlODS OF MORE THAN ) 
r w m w  MONTHS AFTER THE DATE OF 
SSUANCE . 1 

A PPLIC AT1 ON 

Vail Water Company, C'Vair or the '-Applicant"). by and through undersigned counsel. 

.espectfidly states the following in support of this Application: 

1. Vail is a corporation duly organized and existing under the laws of the State of 

Qrizona. Its principal place of business is 5780 N. Swan Road. Suite S-100. Tucson, i\rizona 

85369. 

2. Vail is a public service corporation primarily engaged in the business of providing 

water utility service in its mtificated area in portions of Pima County, Arkona. 

3. Vail seeks hercin Commission approval for the issuance of promissory nrxr(s) and 

other evidences of indebtedness in the original amount of up to $I, I 12.004. 

4. Vail proposes to use the proceeds of the financing for three purposes. (1)  to 

interconnect its water operations to ensure supply and reliability of higher quality wm~ 

throughout its system (the WlFA Loan), (2) to refinance existing short-term notes which 

financed emergency repairs. replacement of plant and equipment and to pay operaling expenses. 
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he Historic Operating I.oiur) and (3) to provide funds necessary for operation of the Company 

iatil the Cornpimy's rates are adjusted to include those operating expenses (the Operating 

kpenses Loan). The details df the proposed refinancing and construction are attached hereto as 

khibit .4 and are incorporated herein by this reference for alt purposes. 

5. The existing short term notes totaling $150.000 are proposed to be refinanced by the 

xisting lenders in the Historic Operating Loan payable on a fully amortized basis at 10.25% 

merest per  yea^ for a term of twenty years. This will result in monthly payments totaling 

s3205.54 and an annual debt senice of $38.466.47. 

6. The Applicant received a Binding Commitment from a Water I&- Finance 

Authority of Arizona (WIFA) in the amount of $819,000 on June 10,1999. That Commitment is 

attached hereto as Exhibit €3. That loan will be utilized for the funding of the WFA project as 

described on Wnibit A. The terms and conditions of that loan are expected to a twenty year 

Proanissory Note and Deed of Trust bearing a 5.81% interest rate with monthly payments of 

$5,778.18 and mud de& service of $69,337.84. The Promissory Note and Deed of Trust are 

anticipated to be the standard WFA documents and will be filed with ibe Commission upon 

1ssUanCe. 

7. The Company * s  presently operating with rates that do not pennit it to pay its bills as 

they become payable. The shareholders of the Company are willing to loan h d s  to the Cornpan) 

until such time as the rates are adjusted to cover those operating expenses. The Company has filed 

a permanent rate increase application as of this date. Rates under that Application will not &Tome 

effective until July or August, 2000. The C a m p y  comptes that it will incur additional operating 

losses totalling approximately $143.000 before the proposed rates wit1 become effective. Please 

see Exhibit A hereto. This will be funded With the Qpemting Expense Loan. 
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8. The Company will file an Emergency Rate Application with the Commission *<thin 

&y days of th is  Appiication seelilng to immediately increase rates which will minimize the need 

x that short term operating loan from shareholders. The mner the intenm rate relief is p t e d .  

he less short term operating loan draws against the Operaling Loan Will be required. 'k isms 

mi conditions ofthe Operating Loan will be the same as the historic operating loan. except it will 

ennit quarterly draw up to the maximum amount. 

9. The lenders under the pending Application will he the shareholders of the Compan). A 

iSt of those lenders, and their respective percentage of the loans is set forth on Exhibit €3 appended 

=:reto and incorporated herein for alf purposes. The form of the Histosic Operating Loan is 

qpended hereto as Exhibit C and incorporated herein by this reference for all purposes. The 

:ompan? anticipates issuing notes for the Operating Loan as a series of notes. The Company s i l l  

mject its operating needs each calendar quarter. and draw down that portion of the Operating Loan 

s will be needing for the ensuing quarter. The form of tbe Operating Loan will be substantially 

hat of Exhibit C attached hereto and inwrpomed herein by this reference for all purposes. 

10. Attached as f:.uhibit D and incorporated herein by reference for all purpses are Vail's 

audited balance sheet and 1 ncome statement as of December 3 1.1998. 

1 1. Attached herei~~ as Exhibit E. and incorporated herein by this refixerice for all purposes. 

is a proforma capital structure before and after the financing. 

1 2 . A ~ h e d  as Exhibit F and incorporated herein for all purposes is a form of the 

Resolution of the Vail's Board of Directors authorizing this application and the issuance of the 

promissmy Note(s) and the evidences of indebtedness. 

1 3. Vail Will provide notice ofthe filing of this Application in conformity with A.R.S. tj 40- 

302 in the form atsached as Exhibit F and incorpomkd herein by this reference. which exhibit 

-3- 
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rntahs the form of the N~tiw of Publication to be filed with the Commission. or in such other 

m Ess ordered by the! commission. 

14. Anached hereto awl iacOrpOm&d herein as Exlubit 1 is the Direct Testimony of Ronald 

.. Kopioraan iR swpport of this Application. 

IS. In Vidl’s ~piaiom the purpose to which proceeds of the issimce of the Promissory 

szote(s) aod ewidences of iodebtsdness will be applied as set f d  above are IaWN, and within its 

XMV~FS and are ~OmpaAjMe with the public interest, with sound financial practices, and with the: 

prup performance of the Applicant of service as a public service corporation and will not impair 

b ability to perform tbat service. The Applicant is further of the opinion that the issuance of the 

Ibnkswy No&@) rind evidences of inde- as herein m t e m p k d  are Feasonabiy necessary 

DT appropriate for the aforensenrioned purposes. To the extent that such pwposes may be 

& d a d  m d l y  chargeable to operating expenses or to income, the Applicant requests that 

k y  be permitted by the Commission in the order sought hereby. 

WHERETORE, V i 1  requests that the Commission make such inquiry or investigation that 

&e CommissiOn m y  deem necessary and approprie, make the findings required by A.R.S. 5 40- 

301 and 0 40-302 relative to the purposes of issuing the Promissory No-e(s) and evidences of 

indeb- as herein state& and thereafer make an immediately effective c.rder (i) authorizing the 

Company to issue the Promissory Notefs) and entry into the proposed evidences of indebtedness. in 

the same manner and for the purposes herein contemplated, (ii) stating that the issuance af the 

Prumissory Note@) and evidences of indebtedness are reasonably necessary or appropriate for thr 

paposes set farth above, (iii) stating that such purposes are within those permitted by A.R.S. 4j 40- 

301, and (iv) approving such purposes to the extent that they m a y  be considered msonabiy 

cbugeabk to operating expenses or income. 
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ummcr any of its agrccmmts set for& hatin or in any agrement entered into in OoMCction with 
tbc closing of &e Authority's bonds which ILI~ to finaact the Loan. 

The Locat Bonowcr may ' d y  use Loan proceeds ta pery eligible costs related to tht 
Project, and l e d  aad financing COSIS dated thereto as follows: (a) plming gerviccs, (b) deign 
scrujccs, and (c) c!owtnm -on CCMS. 

Ea& of the folloukg is a mdition precedent to the closing of the Laan: 

c-2 



W m c e )  of &e Projet Facilities and such pledge shall not be submdinate to my 
other we of such net All system tadcbtadacsd paygble to mnn'bers of the 
h c d  Bomwcr*s Board df LXrcctm or shanholdenr shnil bc subordinated to the loan 
from the Authority. 

(i) Thae &dl be a2Wie  to tht Authority UaMmUnitted loanabk funds in an mount sufiieicut 
to satisfy the Authority's obligbtions under the Loan Agfeemcnt. 
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(a) Proaedl with a project dtcmqive which i6  acccptabtc to the Loud Borrower, the Authority, 
and the Arizona Corporation Commission. 



(a) In the event mmticm is tu be paid from Loan pntcaxls, within one year of substantial 
completion of Pwja m-m, provide as-built plass for the Project to the Department 
md obrain approval of cO0btn);ction fbm theDcpartmcnt. 

(0) Prim to hitiati~n of opSrati@n~, receive Sppmpriate pennits am] approvals, including 
rqpraval of cons?mction, ltrors the D e m e n t ,  
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VAlL WATER COMPANY 
Financing Application 
L W f s  Percantages 

1 Chrstopher H. 8 Sharon K Sheafe 
2 The Estes Livtng Trust 
3 Sheldon J Mandell Rev Trust UAD 2113187 
4 Howard J Mandell 
5AllenE Mandell 
6 Arthur N. Mandell 
7 Mchael R Mandell 
8 Paul M ManBell Rev Trust UAD 9/29/93 
9 Richard Mandell 

10 Robert Mandell 
11 Wlaru Barth 
12 Robert C Neil1 
13 Chnstopher H. 8 Sharon K Sheafe 
14 The Estes Living Trust 
15 Sheldon J Mandell Rev Trust UAD 2/13/87 
16 Howard J Mandeli 
17 Allen E Mandell 
18 Arthur N. Mandell 
19 Mchaet R Mandell 
20 Paul M Mandell Rev Trust UAD 9/29/93 
21 Richard Mandell 
22 Robert Mandell 
2 3 Marc1 f3arth 
24 RobertC Netll 

5.56% 
11 11% 
5 56% 
4 44% 
2.22% 
2 22% 
2.22% 
2.22% 
1 17% 
1.11% 
111% 
5.56% 
6.94% 

13 89% 
6.94% 
5.56% 
2.78% 
2.78% 
2.78% 
2 78% 
1 39% 
1.39% 
1.39% 
6.94% 

100.00% 

Percent 
EXHIBIT C 61 1 6199 



n default in the 

erit of ~ ~ i ~ ~ ~ p ~ ~  or interest become ten ( 10) days b e ,  a late 
t be paid to &e h er by the maker. 



No pros ision of this note or any i~~~~~~~~ securing this note shall be deemed to 
require the payment or penitit the collection of inkrest in excess of the maximum 
permitted b) lau aver the tenn of this note. If an) excess of interest in such respxr 1s 
herein prinided for. or shail be adjudicated to he so provided for herein. for whatezcr 
reaion. the mtrrest requixd to be paid hereunder shall be autornaticaiiy reduced to the 
~ ~ ~ ~ r n ~ ~ ~ ~  legallj entorceabtble snd any ~ X C C S S  paid over such maximum enfcmeabk 
miaunt shall 'be .rutomstrcali~ xrdited against ai> other indebtedness of the undersiglied 
€0 the holder fierwf. ;uid tltcrsclfrer. any remaining amount refunded to the undersigrmed in 
C a s k  



xes the officers of the 
erslfenders in an 

the Arizona Corporation Commission ta 
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INDEPENDENT AUDITOR'S REPORT 

To the Eoatd of Directors and Shareholders 
Vdi Water Company 

We have audited the accompanying statements of assets, capitaiization and liabilities- 
income tax basis of Vail Water Company (an Arizona corporation) as of December 31, 
1998 and 399?, and the related statements of revenue, expenses and accumulated 
deficit-income tax basis for the years then ended. These financial statements are the 
responsibility of the Company's management. Our responsibility is to express an 
opinion on these financial statements based on our audits. 

We conducted our audits in accordance with generally accepted auditing standards. 
Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are free of material misstatement. 
An oudtt includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well 
as evaluating the overall financial statement presentation. We believe that our audits 
provide a reasonable basis for our opinion. 

As described in Note 2, these financial statements were prepared on the basis of 
accounting the Company uses for income tax purposes, which is a comprehensive 
basis of accounting otqer than generally accepted accounting princrples. 

In our opinion, the financial statements referred to above present fairly, in all material 
respects. the assets, c Spitalization and fiabifities of Vail Water Company as of 
December 31,1998 and 1387, and its revenue, expenses and accumJlated deficit for 
the years then ended, on the basis of accounting described in Note 2. 

As shown in the financial statements, the Company incurred operating losses of 
6141,410 an4 $132.422 for the years ended December 31, I998 and 1997, respectively. 
At December 31,1998 and 1997, the accumulated deficit totaled 31,194,272 and 
Sf ,052,862, respectively. These factors and others are discussed in Note t 7. 

Peachin & Pet0 CPA's, Ltd. 
February 10,1999 





Accumulated delf i c i t  ( 2,194,272) 

67,730 
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I S U ,  aoo 
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71,954 
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1998 

5 260,318 

3 2 2 , 0 @ 5  
319,506 
53 9 512 
37,728 
39,634 
14" 883 
6,974 
5,934 -- 
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VAIL WATER COMPANY 
WE3 TO FfMANCiAL STATEMENTS 
December 31, '! 998 and 1997 

Note 1 - Omanization and Mature of Operations 

Wait Water Company. fopnrerly knom as Del Lago Water Company, was formed on 
duns 10, I359 as a corporation under ttwr laws of the Stat* of Arizona. The Company 
is angaged in the regulated utiiity butsincess of public water supply. The Company is 
rergluiaed by several Arizona agencies, ~ ~ c ~ u ~ ~ n g  the Arizona Corporation 
CanmissiWt [ACC), whkh has jurisdiction with respect to rates, senrices, accounting 
pme$ures and other matters. The Company is operating under a rate order effective 
September 1.1998. 

The C o m ~ n y  provides groundwater to approximately 637 customers in Vail, Arizona. 
As a consequence of utiiking grounduvatet, the Company is subject to various water 
comww&km requirements autttorhd pursuant tr3 Tltte 45, Chapter 2, Article 9 of the 
ArSzona Revised Sbtt&es and as set forth in the second Management Area. In 
addion, the Company has a futfy exejcutd, judkiaily validated, municipal 
suWonh;acrt with the Central Arizona Water conservation District and the United 
Stabs of Amrrica for the purctrastt of up to 786 acre feet per annum of Central Arizona 
Project water. 

No single customer accounted for more than 5% of the Company's sales. The 
Company oms twu wells, both provide water to customers. 

Note 2 - Siunificant Accovntina Policies 

a) Basis c f  Accounting 

The financial statements have been prepared an the basis of 
accaunting that the Company uses to fife its income tax return. The 
basi3 differs from generally accepted accounting principles (GAAP) in 
the foilowing ways: 

0 The lax basis of accounting requires that contributions in aid of 
construction (whether or riot made by the utility's shareholdersf 
received after June 12,1996 are not taxable when received and have 
a zero tax basis to the company: 

1) if not included in the utility's rate base for rate making purposes, 
2) if used to acquire or construct properly before the end of the 

second year following receipt of the contribution. and 
3) if certain conditions concerning the keeping at records are met. 

7 



Ptant and equipment are Mated at cost and depreciated using the 
~ ~ r ~ i g ~ ~ - ~ ~ ~  and accelitrated methods a$ atiowed by the Internal 
Revmrt@ Corle over the various fives of the appticabk assets {Note 3f. 

cf income Taxes 

The $ t ~ ~ ~ ~ l ~ ~  of the Company have elected to have the corporation 
?axed uader &e provisions of Subchapter S of the fnternal Revenue 
Code. A ~ ~ ~ ~ i ~ ~ ~ y ,  the net e ~ ~ ~ j ~ ~ ~  or losses of the corporation wilt be 
reparted on the income tax reW"bs of the individual stockholders. 

Gerwr?ra#l yI a corporaflon cornpulias built in gains or losses on the 
~ o ~ ~ t i ~ ~  to an S corporation bas ecl on the 
en Phe fair market value and tlix bas I:; of the assets 

held by the corporation. At  the vim0 tho Company coriverted to S 
Cor$mWm status, it had no ibuBt-lrs pins or lasses. However, the C 
rtlorparatlc*r had net opcrntirqj lasses amounting to $891,078 at the time 
of canversion to S corporstian status. 

d) Advanca afld Contributions in Aid of Construction 

Qrrtside parties, gensralty customers and developers. make payments 
to the Compainy to fund certain c;rphl expenditures to provide water to 
new customers. Amounts received are! recorded a s  liabilities, generaiiy 
as new emtomers begin to receive service. Most of the amounts are 



VAsl WATER CUWANY 

r)ecenrber 31,1398 and 1997 
'# FMAMCIAL STATEMENTS 

NotLt 2 - Sirnilfieant Accountinrr Policies (Continued) 

Advances and Contributions in Aid of Construction (Continued) 

refundable for limited periods af times. After the Cumpany has paid all 
oaquired refunds, the remaining balances are recorded a5 contributions 
in aid of construction. Nonrefundable arnounb rwsived by the 
Company are recorded as contributions in aid of construction, as 
discussed under a) above. 

Concentration of Credit Risk 

In the normal course of business, the Company extends unsecured 
credit tu customers. 

U s e  of Estimates 

The preparation of financial statements requires management to make 
estimates and assumptions that affect reported amounts and 
ciisctosures. Actual results could differ from those estimates. 

Reclass if Scations 

Certain comparative amounts for 1987 have been reclassified from prior 
presentation for comparative purposes. Such reclassifkations have no 
effect on the statements of assets, capitalization and liabilities or the 
statements of revenue, expenses and accumukletd deficit. 

NOM 3 - Plan? and EquiQsnent 

Pfa;trelt and equipment at December 39,1938 and 1997 consist of: 

Transmission and distribution mains '?,405,830 
Wells and springs 145,736 
Pumping equipment 289,392 
~~~~~~~~ reservoirs and 11 8,072 
standpipes 
Structures and improvements 61,770 
Meters 105.685 

49,365 Other equipment and furniture ---- 

913,454 
133,197 
129,675 
t q a m  

S 2.175.8tio S 1.486.052 



Deprecbtion expense charged to operations was $49,924 and $37,237 in 1998 and 
2997, Vespectbvefy. 

n e  ugiefui tivlrs of plant and equipment for purposes of computing depreciation are: 

UtiSity plant 20 - 25 years 
furniture and fixtures 7 years 
Equipment 5 - 7 years 

Note 4 - Construction Work in Prouress 

Cumtruetian work h progmss coslsists of water meters, transmission and 
dlstritnrtion reservoirs. The balance of construction work in progress at December 31, 
4998 end t9YJ wars $78,891 and $222,548, respectively. Construction work in progress 
is funded by achrancces for Construction. 

Note 5 - ?remild Expenses 

Ptepid expenses at December 31,1998 and 1997 consist of: 

Water rights paid to the Central 
Arizona Project $ f8,8G4 S 18,864 

Liabil#v In-surance 4,s 17 6.093 
Other .'-...--- ~ _ _ _ - _  1.000 

23.3e1 f 25,957 
c 

$ 

Moa 6 - Cash Weld as Noncurrent Asset 

The Cornparty plans to improve utiJity ptant facilities [Notes 9 and 1 ?). Cash in the 
amount of S 147.644. which has been set aside for tbat purpose, has been invested in 
money market funds. 



VAU. WATER COMPANY 
NOTES TO FWANCIAL STATEMENTS 
December 31.1998 and 1997 

Note 7 - Customer DeDosits 

Customers are required to make meter, service line, and guarantee deposits when 
service is initiated. Meter and service line deposits are subject to the company's 1998 
rate order and are refundable at a rate of 10% per year. 

Guarantee deposits are refunded after one year of satisfactory water payments. The 
guarantee delposits bear minimal interest, which is periodically paid to the customers. 
Customer deposits at December 31,1998 and 1997 were: 

_I_ 1998 - 1997 

Meter 
Service line 
Guarantee 

3 22,oao s 12,285 
4 5,895 2 3,950 
10,822 7,500 

4,717 $ 33,735 t 

The scheduled deposit refunds as of December 31,1998 for each of the next five years 
and in the aggregate are as follows: 

At December 3 f .  f 9 3  Annual Refund 

1999 
2000 
2007 
2002 
2003 

Sut sequent years 

f 14,612 
3,790 
3.790 
3,790 
3,790 

18.945 -.-- 

Note 8 - Line Exterrsiott Agreements 

Customers have advanced funds to the Company to construct line extensions to the 
customers' property. The Company agrees to refund the advances to the customers. 
up to the anrount advanced. over 15 to 20 years based upon 55% to 20% of gross 
annuai revenue from water sales to the customers. At the expiration of this period 
any unrefuroded baiance remains with the Company. No agreements expired during 
the years ended December 31,1998 and 199f. 



VAik WATER COMPANY I 
MCIAL STATEMENTS 

~~~~ 32,4988 and 19§7 
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V A L  WATER COMPANY 
NOTES TO RNANCIAL STATEMENTS 
December 31,1938 and 1997 

Note I 2  - lease 

The Company leases office facilities from Vail Vailey Joint Venture, a partnership 
controited by certain of the company's shareholders. The lease commenced August 
I. 4993 and expires August 1,1999. Rent expense in 1998 and 1947 was $6,800 and 
$2,500, respectiveiv. Annual rental commitments under the lease agreement folfows: 

Period Annual Rental 

'I 999 s 3,500 

Note 13 - Notes Payable to Shareholders 

Notes payable to shareholders at December 31, 1998 and 1997 were as foilows: 

Unsecured notes: payable upon demand; if no 
demand, on April 28,1999. Interest accrues at 
an annual rate of 10.25%. 

Unsecured notes: payable upon demand; if no 
demand, o n  August 24,1999. lnterest accrues 
at an annual rate of t0.25%. 

Unsecured notes: payable upon demand; if no 
demand, on January 20,1998. Interest accrues 
at an annual rate of 10.25% 

Unsecured notes; payable upon demand; if no 
demand, on May 8. 1998. interest accrufts at an 
annual rate of 10.2!i%- 

Total notes payable to shareholders 

50.000 

40.000 

$ 150,000 0 90.000 - 
On August 28,1998, the Arizona Corporation Commission denied the Company's 
request to lconvert 590,000 in short-term notes into long-term notes. Accordingly, at 
December 31,1998,590.000 was reclassified from notes payable to shareholders to 
capital in excess of stated vaiua and $6,966 shareholder note interest accrued at 
December 31, I997 was reversed. 



Psote 13 - Mutes Payable t@ $hareholders {Continued) 

~~~~~~~ ncote Intamst @&plena@ for the years ended December 31,3998 and 1997 

was 518,104 and $6,966, respectively. 
S2,?39 and S,3$@, mspcfiyeiy. Accrued interest at December 31,1998 and 499f  

Mate t 4 - Stock Transfer Restrictions 

The sframholders have antetwd into a Shareholdws' Agreemerrt [Agreement) which 
e9&&lbl3las certain transfer restrictiorrs on the s W k  d the Company as fallows: 

* SMrebtrcrJdem may not assign, setl, pledge, encumber, give or OtpISNvjse 
transfer or afienate any shares to another entity if such transfer would 
disqualify &e Company's S corporatian eiection. 

Shamhofders may trmsfer their shares to or for the benefit of an immediate 
family member subbet to certain restrictions d the Agreement. 

Sharcflrelders may ttirnsfer all or any number of shares to one or more 
mentbsss of the &wireholder group. 

* 

= t h e  Aawment provibcrs certain stack transfer restrictions in the event that a 
rhardruffleir sh&l die, become pemanentty disabled or become subject to 
anutkr @vet+? defjJtpd as an ~n~~~~~~ lifetime Transfer in the Agreement 

During €he year ended Dcrember 31,1988,31~.046 shares of stock were transferred 
among three members of the sharettofder ~ w u p .  











My Commission Expires: 







Q. Please state your name and business address. 
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12 

13 

14 
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16 

18 

14 

21 

2; 

3: -- 
1 &d 

L. Yes. The remaining, St43,OoO.OO is the <'ompany's estimate of operating expenses it 

dl incur for which i t  does not have suficient revenues, which expenses will be incurred 

h o r  the Company receiving the rate relief wbicb it has requested in a companion rate 

ipplication. 

2. What are the proposed terms and conditions these loans totaling $293.000.00? 

%. Tbe shareboldem have agreed to lead the money to the Company at 10.25% interest 

rate for a term of 20 years. This would result in monthly debt service obligation of 

E2,878.47. 

Q 

A. That dcpeads upon tbe Commission's actions. The Cempsn? anticipates filing an 

interim rate application w a i n  .W da? s of frling the permmeat appiiaitba. U e are hopehi 

tbat tbe Cosmkion si31 grant thme interim rates in the not too distant futurp. I f  tbrr 

DCCPIJ, the C@mp8n? ma? not wed to "drw dm6* the entireq of the sntscipaced 

Sl43.ooO.06 annual shad fall. 

U'ili the cnrirer! of' thew funds k required to optrate thc Cornpw~" 

Q. Hair )o1: prqared ar exhibit to supjwn  hat SCLW~I~ ' 

.4. 1 es. Attscbed to m! Testilaoa! as Attachment A i s  a cash flow sctrttdulr projectkg the 

wxt mebe moa& pcriott at the Company's existing rates and expen'c lelefs. It is mideat 

from tbat scbdute tbat rslc: Company wilt seed to borrow operating expenses startisp in 

3cv\ember rad contiouiag until the requested rate relief is  granted. I r  is equsif? appamat 

frMa that schedule tbit if the interim rates become effective in appnbrimareb 9(, dr?*. the 

cash flow mouM olter significsmtb and lesser draw downs would hc required. 
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11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

.) Normal, perhaps not, but it certainl? is not unprecedented. The statutes contemplate 

r is  pussibitity wben they require that the Cornmission specifically approve long term debt 

tat wilk finance operating expenses. That statute recognizes that at certain times a utility 

ompaay may operate with a negative cash flom, but also recognizes that the essential 

ature of utilities require that those incurred operating expenses be paid. Therefore, the 

nty other source of casb in addition to revenues is capital investments. 

2. You indicated this is not unprecedented. 

I. That is true. This Commission regularly approved long term capital for Arizona 

'9blic Service during the period it was constructing the Pa10 Verde Nuclear Units. This 

v a s  abviously a unique time in which the cash requirements on the Company exceeding its 

p r a t i n g  revenues. That is precisely what Vail Water Company is incurring at this time. 

2. 

mceeding ? 

4. Yes. %ail has received an allocation from the Water Infrastructure Finance Authority 

,f Arizona (WIFA) for an $819,000.00 long term loan. The WIFA Board of Directors 

wovided a Binding Commitment on June 10, 1999, a copy of which is attached to the 

Would you please explain the remaining loan that the Company is requesting in this 

Application as Exbibit B. 

Q. What will be the p u p  ie of those loan proceeds? 

A. As you are aware, WIFA has strict requirements for the type and amount of facilities 

for which they will make loans. The Company, and obviouslq. WIFA, believe that it is 

essential to the continuing operation of the Company that certain facikities be added tu the 

system. They include the following: (1) building a chforination facility at Well M and 

connecting that well to the distribution system with approximately 6,000 feet of 12-inch 

-, , ..~. .'.".'i 



aarrhn Cicludes cmssing of Bantano Wash), (2) making upgrades at two booster 

~trsibmr wad completely rebuilding one booster statio& and (3) cens&uetiog 6,700 feet of 

EZ-iarb diameter distribirtioa line to replace an insdequrtefy sized 6-inch diameter line. 

Q. what are the terms and conditions under which WIFA will lend these funds? 

A. WIFA’s estimate of &e e€&&ve interest rate weald be SISI% (75% of c u m t  Prim 

tlott ef 7.75%). “bey BMur money for a twenty year term, resulting a monthly debt 

Q. Are there other requirements of the WlFA loan? 

A. Yes. The Cmaparmy must esltabtish a reserve as P credit enbancement for the ban. Thst 

reerne is accumulated 011 a mua€lly basis untii it reaches $69,350.00. 

Q Is there a corn for that reserve to the Company? 

A. Yes. We are obviously paying interest OB the entirety of that loan, but becsrase of the 

reserve requiremeat we do net have tbe use of tbost funds. Tberefwe, it is equivalent to 8 

1 OolaPcrJIlring babnee under more traditieaal bank loan. For that reason we will request 

tbrt the Corrsmissiso i d m l e  that reserve requirement as part of the working capital 

mdhr as B rate brse item of the Company io the rate proceeding. 

Q. Wifl &e Company capitalize the long term debt associated with the historic and estimated 

operating expenses of the :ornpauy? 

A. Tbry dl eertrrinly be eapitnked as io- term debt of tbe Company, however, they will 

mst bt mchded in &e Csmpany’s rate base nnd the Company will not request a retarn rn 

W Lpula. ”be WIFA lean again will be capihiEzed as ph~t-in-serviax? and will show as a 

;big term debt of the Cbmpnay. Those facilities wal, of conrse, be included in tbe 

Company’s rate base. 
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