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[N THE MATTER OF THE APPLICATION OF 
SUNRISE WATER COMPANY, AN ARIZONA 
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[NFRASTRUCTUIZE FINANCE AUTHORITY OF 
4RIZONA. 

3pen Meeting 
4pril8 and 9,20 14 
’hoenix, Arizona 

BY THE COMMISSION: 

LONG-TERM DEBT FROM THE WATER 

* * * * * 

DOCKET NO. W-02069A-13-0261 

DECISION NO. 74451 

ORDER 

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

Commission finds, concludes, and orders that: 

FINDINGS OF FACT 

Procedural Historv 

1. On July 31, 2013, Sunrise Water Company (“Sunrise” or “Company”) filed an 

application with the Arizona Corporation Commission (“Commission”) requesting authorization to 

incur long term debt from the Water Infrastructure Finance Authority of Arizona (“WIFA”) in an 

amount of $755,000 (“Financing Application”). 

2. On August 2, 2013, Sunrise filed a Notice of Errata correcting the number of 

customers Sunrise serves to 1,450. 

3. On January 23, 2014, the Commission’s Utilities Division (“Staff’) issued a Staff 

Report recommending approval of Sunrise’s financing application, subject to certain terms and 

conditions. 

. . .  
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4. On January 31, 2014, Sunrise filed a Response to the Staff Report stating that the 

Sompany generally accepts Staffs recommendations, subject to the following clarifications: that 

ipproval of the requested financing not require a particular arsenic-treatment system configuration; 

hat approval of the requested financing not limit the size of the storage tank, and that approval of the 

eequested financing make it clear that the primary purpose of the projects being financed is to meet 

:urrent customer demands. 

5.  On February 20, 2014, Sunrise filed a letter averring that the Company mailed notice 

If the Financing Application to each customer of record on February 19, 20 14. No customers filed 

:omments in response to the notice. 

6. On March 14, 2014, Sunrise filed a Request for Recommended Opinion and Order 

-equesting that the Hearing Division issue a Recommended Opinion and Order in time for the 

2ommission’s consideration at the Open Meeting scheduled on April 8 and 9,2014. 

Backspound 

7. Sunrise is a Class B water utility providing water utility service to approximately 

1,450 primarily residential customers located in a service area of approximately 3.9 square miles in 

northern Peoria, Maricopa County, Arizona. Sunrise’s Certificate of Convenience and Necessity 

(,,CC&N”) was granted in Decision No. 40017 (May 19, 1969). Sunrise’s current rates and charges 

were established in Decision No. 71445 (December 23,2009). 

8. According to a Maricopa County Environmental Services Department (“MCESD) 

Compliance Status Report dated August 23,2013, the Sunrise water system has no major deficiencies 

and is delivering water that meets the water quality standards required by 40 C.F.R. $8 141 .l, et seq. 

(National Primary Drinking Water Regulations) and Arizona Administrative Code (“A.A.C.”), Title 

18, Chapter 4. 

9. Staffs Consumer Services Section reports that for the period of January 1, 2010, 

through January 7,2014, no complaints were filed against Sunrise. 

10. 

Company. 

Staffs Compliance Section database shows no outstanding compliance issues for the 
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1 1 .  The Company is in good standing with the Commission’s Corporations Division. 

Financing: Proposal 

12. Sunrise’s Financing Application requests approval of a WIFA loan in the amount of 

b755,000, at an interest rate of 4.5 percent per annum, not to exceed 6.5 percent, with an amortization 

3eriod of 20 years. The purpose of the loan is to finance the construction of improvements at Well 

Vo. 2 Booster Pumping Station Site (“Well No. 2”) and the Well No. 4 Booster Pumping Station Site 

:‘Well No. 4”). The estimated improvement costs include the required engineering, permitting, 

:onstruction and related services to complete the projects. 

13. With respect to Well No. 2, the Company is proposing to construct an arsenic 

xeatment system’ and install two 30 horsepower (“hp”) pumps with variable frequency drives 

Y‘VFD’). Staff states that Well No. 2 has been out of service since January 2006, due to the presence 

If high concentrations of arsenic. According to Sunrise’s 2012 Annual Report, the concentration of 

menic in the well is approximately 43 parts per billion (“ppb”), which exceeds the maximum 

;ontaminant level (“MCL”) for arsenic of 10 ppb. In its Financing Application, the Company 

ndicates that the purpose of the arsenic treatment system is to bring Well No. 2 into compliance with 

:he MCL for arsenic. The Company further indicates that the purpose of the two 30 hp pumps is to 

eeplace five smaller booster pumps, which include three 10 hp booster pumps and two 20 hp booster 

pumps. 

14. With respect to Well No. 4, the Company is proposing to construct an additional 

storage tank in order to meet system demands. According to the Company, its existing 100,000 

gallon storage tank is inadequate to meet current customer and fire flow demands. Sunrise states that 

while it is only requesting debt financing for the cost of constructing a 250,000 gallon storage tank, 

the Company is considering constructing a storage tank of up to 400,000 gallons in size. In the event 

The Company states that it has not yet finalized the specific configuration of the arsenic treatment system to be installed. 
We note that our approval of the Company’s requested financing does not require the Company to install a particular 
arsenic treatment system configuration. 

1 
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.hat Sunrise constructs a storage tank larger than 250,000, the Company explains that it is not 

nequesting debt financing to cover that additional cost.2 

15. Staff reviewed the Company’s proposed plant additions and improvements and 

:oncluded that they are appropriate and that the related costs estimates are reasonable. However, 

staff stated that no used and useful determination of the proposed additions and improvements was 

nade, and no particular future treatment should be inferred for ratemaking or rate base purposes. 

16. In analyzing Sunrise’s Financing Application, Staff performed a financial analysis of 

he effects of the proposed debt on the Company, utilizing historical information for the year ended 

lecember 3 1,2012. Staffs pro forma analysis reflected issuance of a 20 year, $755,000 amortizing 

oan at 4.5 percent and at 6.5 percent. Staff calculated the Company’s pro forma debt service 

:overage ratio (,‘DSC”)3 and determined that Sunrise would have a pro forma DSC of 7.10 with an 

nterest rate of 4.5 percent and a pro forma DSC of 6.02 with an interest rate of 6.5 percent. A DSC 

ower than 1.0 means that debt service obligations cannot be met by cash generated from operations 

ind that another source of funds is needed to avoid default. According to Staff, the Company’s cash 

low from operations is sufficient to cover debt service on the loan under either interest rate scenario. 

17. In reviewing the Company’s capital structure, Staff observed that Advances In Aid of 

Zonstruction (“AIAC”) and Contributions In Aid of Construction (“CIAC”) constituted 96 percent of 

:he Company’s total capital. Staff notes that it typically recommends that combined AIAC and CIAC 

funding not exceed 30 percent of total capital. Staff expresses concern regarding the Company’s 

Gontinuing overreliance on AIAC and CIAC. According to Staff, refunds related to AIAC can place 

3 significant burden on the utility’s cash flow requirements. Further, Staff states that the amount of 

CIAC on a utility’s books can also affect available cash flows because amortization of CIAC is 

recognized as a reduction to recoverable depreciation expense when setting rates. Sunrise indicated 

to Staff that while it did not receive any additional AIAC in years 2009 through 2012, subdivision 

* The Company estimates that the additional cost to construct a 400,000 gallon would be approximately $174,000. We 
note that our approval of the Company’s requested financing does not limit the Company to installing a 250,000 gallon 
storage tank. 

DSC represents the number of times internally generated cash will cover required principal and interest payments on 
debt. 
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development in the Company’s CC&N territory resumed during 2013 and the Company expects such 

development to continue. 

18. Staff notes that Sunrise is generally aware of the cash flow challenges that could result 

from the Company’s extensive previous and continued reliance on AIAC and CIAC. Staff 

recommends that Sunrise be ordered to undertake detailed cash flow forecasts relating to the use of 

AIAC and CIAC and provide this information to Staff on or before June 1’‘ of each year. Staff states 

that the annual forecasts should include a five-year analysis and give specific consideration to the 

reasonableness of infbsing investor-supplied funding into the Company’s capital structure to increase 

the percentage of equity. Staff represents that it will endeavor to work with the Company to reach an 

agreement regarding the extent of analysis required for each forecast and reach an understanding as to 

the required reporting. 

Water Loss 

19. Sunrise is located within an Arizona Department of Water Resources (“ADWR’) 

active management area (“AMA”). According to a Water Compliance Report dated August 26,201 3, 

Sunrise’s lost and unaccounted for water in 2012 was 1 1.16 percent, and has been greater than 10 

percent for the past three years, averaging 11.23 percent during that time. Staff states that ADWR is 

currently in the process of arranging a meeting with Sunrise to discuss efforts for Sunrise to achieve 

compliance with respect to lost and unaccounted for water. Although the Company represents that its 

lost and unaccounted for water is currently at 9 percent, Staff recommends that the Company file 

twelve months of actual water use data in order to verify that percentage. If the water use data 

reveals a water loss greater than 10 percent, Staff recommends that the Company file a report 

containing a detailed analysis and plan to reduce the water loss to 10 percent or less. 

Staff Recommendations 

20. Staff recommends that the Commission: 
a) Grant authorization to incur a 20-year amortizing loan in an amount not to 

exceed $755,000 pursuant to a loan agreement with WIFA and at an 
interest rate not to exceed that available from WIFA; 

b) Authorize the Company to pledge its assets in the State of Arizona 
pursuant to A.R.S. 8 40-285 and A.A.C. R18-15-104 in connection with 
the WIFA loan; 
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Direct the Company to file, as a compliance item in this docket, within 60 
days of the execution of any financing transaction authorized herein, a 
notice confirming that such execution has occurred and a certification by 
an authorized Company representative that the terms of the financing hlly 
comply with the authorizations granted; 
Direct the Company to provide to the Utilities Division, upon Staff request, 
a copy of any WIFA loan documents executed pursuant to the 
authorizations granted herein; 
Establish an expiration date for any unused authorization to incur debt 
granted in this proceeding at December 3 1,20 16; 
Direct the Company to file its next general rate case no later than June 30, 
20 17, using a test year ending December 3 1,20 16; 
Authorize the Company to engage in any transaction and to execute any 
documents necessary to effectuate the authorizations granted; 
Authorize the Company to file, as a compliance item in this docket, by 
June 30, 2016, a copy of the Maricopa County Environmental Services 
Department Certificate of Approval of Construction for the Well No. 2 and 
Well No. 4 site improvements; 
Direct the Company to continue to undertake detailed cash flow forecasts 
relative to the use of AIAC and CIAC and to provide the results of this 
analysis to Staff on an annual basis. Such analysis should be provided on 
or before June 1'' of each year until firther ordered by the Commission; 
and 
Direct the Company to file, as a compliance item in this docket, no later 
than June 30,2014, twelve (12) months of actual use water use data. If the 
reported water loss is greater than 10 percent, the Company should prepare 
a report containing a detailed analysis and plan to reduce the water loss to 
10 percent or less. If the Company believes it is not cost effective to 
reduce the water loss to less than 10 percent, the Company should submit a 
detailed cost benefit analysis to support its opinion. In no case shall the 
Company allow water loss to be greater than 15 percent. The water loss 
reduction report or the detailed analysis, whichever is submitted per this 
recommendation, should be docketed as a compliance item no later than 
August 3 1,20 14. 

Based on Staffs analysis, the Company's water system currently has a production 

shortfall of approximately 103 gallons per minute. Staff and the Company agree that Well No. 2, if 

made operational, could meet that water production shortfall. Further, Staff and the Company agree 

that installing additional storage at Well No. 4 is necessary to meet current customer and fire flow 

demands. Accordingly, we find that Staffs recommendations set forth in Findings of Fact No. 20 are 

reasonable and appropriate, and we adopt them. 

. . .  

. . .  
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CONCLUSIONS OF LAW 

1. Sunrise Water Company is a public service corporation within the meaning of Article 

YV of the Arizona Constitution and A.R.S. $8 40-250,40-251,40-285,40-301, and 40-302. 

2. The Commission has jurisdiction over Sunrise Water Company and of the subject 

natter of the application. 

3. 

4. The financing approved herein is for lawful purposes within Sunrise Water 

clompany’s corporate powers, is compatible with the public interest, with sound financial practices, 

ind with proper performance by Sunrise Water Company of service as a public service corporation, 

md will not impair Sunrise Water Company’s ability to perform that service. 

Notice of the application was provided in accordance with law. 

5. The financing approved herein is for the purposes stated in the application and is 

seasonably necessary for those purposes, and such purposes are not, wholly or in part, reasonably 

:hargeable to operating expenses or to income. 

6. Approval of the proposed financing should not guarantee or imply any specific 

reatment of any capital additions for ratemaking or rate base purposes. 

7. Staffs recommendations set forth in Findings of Fact No. 20 are just and reasonable 

and in the public interest. 

ORDER 

IT IS THEREFORE ORDERED that Sunrise Water Company is hereby authorized to incur 

long-term financing, in the form of a 20-year amortizing loan in an amount of $755,000, pursuant to a 

loan agreement with the Water Infrastructure Finance Authority of Arizona, at an interest rate not to 

exceed that available from the Water Infrastructure Finance Authority of Arizona. 

IT IS FURTHER ORDERED that any unused debt authorization granted in this proceeding 

shall terminate on December 3 1,201 6. 

IT IS FURTHER ORDERED that Sunrise Water Company is hereby authorized to pledge, 

mortgage, lien, and/or otherwise encumber its assets in the State of Arizona pursuant to A.R.S. 0 40- 

285 and A.A.C. R18-15-104, in connection with the indebtedness authorized herein. 
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IT IS FURTHER ORDERED that Sunrise Water Company is hereby authorized to engage in 

iny transaction and to execute any documents necessary to effectuate the authorization granted 

ierein. 

IT IS FURTHER ORDERED that such authority is expressly contingent upon Sunrise Water 

2ompany’s use of the proceeds for the purposes set forth in its application. 

IT IS FURTHER ORDERED that Sunrise Water Company shall file, as a compliance item in 

his docket, within 60 days of the execution of any financing transaction authorized herein, a notice 

:onfirming that such execution has occurred and a certification by an authorized Company 

eepresentative that the terms of the financing fully comply with the authorizations granted herein. 

IT IS FURTHER ORDERED that Sunrise Water Company shall provide to the Commission’s 

Jtilities Division, upon request, a copy of any loan documents executed pursuant to the 

iuthorizations granted herein. 

IT IS FURTHER ORDERED that Sunrise Water Company shall file its next general rate case 

io later than June 30,20 17, using a test year ending December 3 1,20 16. 

IT IS FURTHER ORDERED that Sunrise Water Company shall file, as a compliance item in 

.his docket, by June 30, 2016, a copy of the Approval of Construction from the Maricopa County 

Environmental Services Department for the improvements at the Well No. 2 Booster Pumping 

Station Site and the Well No. 4 Booster Pumping Station Site, as discussed herein. 

IT IS FURTHER ORDERED that Sunrise Water Company shall prepare and submit to the 

Commission’s Utilities Division, on or before June lSt of each year, a detailed cash flow forecast 

relating to its use of Advances In Aid of Construction and Contributions In Aid of Construction, as 

discussed herein, with the first forecast due on or before June 1,20 15. 

IT IS FURTHER ORDERED that Sunrise Water Company shall file, as a compliance item in 

this docket, no later than June 30, 2014, the most recently available twelve consecutive months of 

water use data. 

IT IS FURTHER ORDERED that the Commission’s Utilities Division shall review the filed 

water use data and notify Sunrise Water Company of its current water loss percentage. 

. . .  
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IT IS FURTHER ORDERED that if Sunrise Water Company’s current water loss is greater 

han 10 percent, Sunrise Water Company shall prepare a water loss reduction report containing a 

letailed analysis and plan to reduce the water loss to 10 percent or less. If Sunrise Water Company 

,elieves it is not cost effective to reduce the water loss to less than 10 percent, it shall submit a 

letailed cost benefit analysis to support its opinion. In no case shall Sunrise Water Company allow 

vater loss to be greater than 15 percent. 

IT IS FURTHER ORDERED that if Sunrise Water Company’s current water loss is greater 

han 10 percent, Sunrise Water Company shall file, as a compliance item in this docket, no later than 

lugust 31, 2014, the water loss reduction report or the detailed cost benefit analysis, whichever is 

ipplicable to Sunrise Water Company pursuant to this Decision. 

IT IS FURTHER ORDERED that approval of the financing set forth herein does not 

:onstitUte or imply approval or disapproval by the Commission of any particular expenditure of the 

xoceeds derived thereby for purposes of establishing just and reasonable rates. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

HE ARIZONA CORPORATI 

IN WITNESS WHEREOF, I, JODI JERICH, Executive 
Director of the Arizona Corporation Commission, have 
hereunto set my hand and caused the official seal of the 

n the City of Phoenix, 
I 2014. 

DISSENT 

DISSENT 
SMH:tv 
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DOCKET NO.: 

SUNRISE WATER COMPANY 

W-02069A-13-0261 

Craig Marks 
CRAIG A. MARKS, PLC 
10645 N. Tatum Blvd 
Suite 200-676 
Phoenix, AZ 85028 
Attorneys for Sunrise Water Company 

Janice Alward, Chief Counsel 
Legal Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, AZ 85007 

Steven M. Olea, Director 
Utilities Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, AZ 85007 
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