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7
& | IN THE MATTER OF THE APPLICATION | DOCKET NO: W-02199A-16-
OF PIMA UTILITY COMPANY, AN
9 | ARIZONA CORPORATION, FOR W-02199A-16-0381
AUTHORITY TO (1) ISSUE EVIDENCE OF
10 | INDEBTEDNESS IN AN AMOUNT NOT TO
EXCEED §8,370,000; AND (2) ENCUMBER | APPLICATION (FINANCING)
11 | REAL PROPERTY AND PLANT AS
SECURITY FOR SUCH INDEBTEDNESS.
12
13 Pursuant to A.R.S. §§ 40-301 and 40-302, Pima Utility Company, an Arizona public
14 | service corporation (“Pima” or “Company™), hereby applies for authority from the Arizona
15 | Corporation Commission (“Commission”) to issue evidence of indebtedness in a total
16 | amount not to exceed $8,370,000 on the terms and conditions set forth herein.
17 | Pima addresses both utility systems in this Application, which is being filed under both
18 | Company numbers, W-02199A (water) and SW-02199A (wastewater). Pima will file a
19 | motion to consolidate these matters into one docket.
20 In support of this Application, Pima states as follows:
21 A. General Background.
22 1. Pimais apublic service corporation providing service to approximately 10,197
23 | water and 10,083 wastewater service connections in portions of Maricopa County, Arizona.
24 2. The Company’s present rates and charges for utility service were approved by
25 | the Commission in Decision No. 73573 (November 21, 2012) using a test year ending
26 | December 31, 2010.
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3. Pima’s business office is located at 9532 E. Riggs Road, Sun Lakes, Arizona
85248 and its telephone number is (480) 895-4200. The Company’s primary management
contact is Steve Soriano. Mr. Soriano is employed by the Company as its Vice President
and General Manager.

4. Mr. Soriano is the person responsible for oversecing and directing the conduct
of this Application. His mailing address is 9532 E. Riggs Road, Sun Lakes, Arizona 85248,
his  telephone number is  (480)895-4200, and his email address s
steve.soriano@robson.com.  All discovery, data requests and other requests for
information concerning this Application should be directed to Mr. Soriano, with a
copy by email to undersigned counsel at jay@shapslawaz.com and
whitney@shapslawaz.com.

5. Financial statements for the twelve-month period ending December 31, 2015,
are attached as Exhibit 1.

6.  Statements projecting Pima’s estimated financial performance for the next five
years are attached as Exhibit 2.

B. Purposes of Financing Approval.

7. Pima seeks debt financing approval for three purposes:

A. To retire an existing loan from Wells Fargo, which debt was approved
in Decision No. 73708 (April 5, 20 12), and which has a current balance
as of August 31, 2016 of approximately $6.138 million. This loan
payment is due in full on or before July 25, 2017.

B. To reduce equity in the capital structure using debt capital in order to
achieve and maintain a capital structure consisting of approximately
65 percent equity and 35 percent debt.

C. To fund infrastructure improvements: well replacement, essential

transmission line replacement, water tank rehabilitation, and sewer
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plant renovations. Attached as Exhibit 3 is a listing of future capital
improvement projects and their estimated costs. The total estimated
cost of the plant improvements is $7.5 million. The improvements are
presently or will in the next few years be necessary to maintain service
and reliability of the system.

8. At the end of 2015, the balance of the loan was approximately $6,510,000 and
Pima’s capital structure was 73.29 percent equity and 26.71 percent debt.! If this application
is approved, the balance of the original loan will be paid in full and the new balance will be
$8,370,000. At that point, the Company’s capital structure will consist of 65.17 percent
equity and 34.83 percent debt. Remaining loan funds will be used to fund one or more of
the capital projects contemplated over the next five years. In addition, the Company will
enter into loan agreements as necessary to maintain a capital structure consisting of
approximately 65 percent equity and 35 percent debt, however, at no time will the total debt
amount exceed $8,370,000.

C. Terms and Conditions of Financial Transactions.

9. The current lender is Wells Fargo. Wells Fargo’s term sheet is attached hereto
as Exhibit 4. Wells Fargo has represented that it will provide the subject financing at an
interest ratc not to exceed Libor plus 2 percent. The Company used 3.42 percent in
preparing this application. As a result, Pima is undertaking to negotiate a loan agreement
with Wells Fargo. Such agreement will be subject to the Commission approval sought in
this docket. Additionally, there may be a cost to lock the interest rate for the term of the
loan.

10.  Pima’s repayment obligation to Wells Fargo will be secured by the grant of a

security interest in Pima’s real property and its water and wastewater plants and systems.

I'As of August 31, 2016, the loan balance is $6,138.000 and will be lower by the time
authorization is approved.
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D. Effects of Financial Transactions.

1. Pima’s pro forma balance sheet for the period ending December 31, 2015 is
attached as Exhibit 5. The pro forma balance sheet reflects the impact of the financing
transaction that is the subject of this Application. As noted above, the Company’s pro forma
capital structure will be 34.83 percent debt and 65.17 percent common equity.

12. Pima will have a Debt Service Coverage Ratio (“DSCR”) 0f 3.93 and a Times
Interest Earned Ratio (“TIER”) of 3.51 if the maximum requested indebtedness is incurred.
The ratios will be higher as long as the amount of debt incurred remains less than the
maximum value authorized. The DSCR and TIER calculations, as shown on Exhibit 5,
were calculated using an interest rate of 3.42 percent.

13, The loan proceeds will be issued for lawtul purposes, as discussed herein, and
the execution of the loan agreement with Wells F argo, and the undertaking of the
obligations set forth therein are within Pima’s corporate powers. A Corporate Resolution
authorizing the contemplated transaction is attached as Exhibit 6.

14. Pima will file true and correct copies of all debt instruments issued with
Docket Control within thirty (30) days from the date of issuance.

15. The approvals sought herein are compatible with the public interest and with
the proper performance of Pima’s duties as a public service corporation.

16.  The financing contemplated herein will not impair the Company’s ability to
perform its duties as a public service corporation providing water and wastewater utility
service.

17.  As required by statute, and consistent with the Commission’s Instructions for
applicants seeking finance approval, Pima is in the process of providing notice of the
Application by publishing notice, in the form provided by the Commission, in a newspaper
of general circulation in the area in which the Company provides service. Proof of

publication and a true copy of the notice will be filed with the Commission.




1 Based on the foregoing, Pima respectfully requests the following:
A. That the Commissjon consider this Application as soon as practicable;
B. That the Commission enter an order approving this Application and

authorizing Pima to incur indebtedness in an amount not to exceed $8,370,000 for the

2
3
4
5 | purposes described above, and to encumber its real property and utility plant and system to
6 | secure such indebtedness for the purposes described above; and

7 C. That the Commission authorize Pima to take such other and further action as
8 | may be necessary to effectuate the purposes of this Application, as may be appropriate under
9

the circumstances herein.

10 RESPECTFULLY SUBMITTED this 20th day of October, 2016.
1
: SHAPIRO LAW FJRM, P.C.
12 s
13
By:
14 Jay L.. Shaplro
1819 E. rtemAvenue, Suite 280
15 Phoenix, AZ 85820
Jjay@shapslawaz.com
16
Attorneys for Pima Utility Company
17
18

19 | ORIGINAL and fifteen (15) copies
of the foregoing were delivered
20 | this 20th day of October, 2016, to:

21 | Docket Control

Arizona Corporation Commission
22 | 1200 W. Washington Strect
Phoenix, AZ 85007

23

24 Byzmm/a%'hk.
25

26
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PIMA UTILITY COMPANY

FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

TOGETHER WITH INDEPENDENT AUDITORS’ REPORT




BARRY €@ MOORE, P.C.

CERTIFIEDO PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of
Pima Utility Company
Sun Lakes, Arizona

We have audited the accompanying financial statements of Pima Utility Company, which comprise the balance
sheets as of December 31, 2015 and 2014, and the related statements of income, capitalization, and cash flows
for the years then ended, and the related notes to the financial statements,

Management's Responsibility for the Financial Statemenis

Management is responsible for the preparation and fair representation of these financial statements in
accordance with accounting principles gencrally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error,

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the awdits to obtain reasonable assurance about whether the
financial statements are free of material misstatement,

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor's judgment, including the assessment of
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity's preparation and fair presentation of
the financials statements in order to design audit procedures that are sppropriate in the circumstances, but not
for the purpose of expressing an opinion on the effccliveness of the entity's internal control. Accordingly, we
express no such apinion. An audit also includes evaluating the appropriatencss of accounting palicies used and
the reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Pima Ulility Company as of December 31, 2015 and 2014, and the results of its operations and its
cash flows for the years then ended in conformity with accounting principles generally accepted in the United
States of America. '

Barry & Moore, P.C. ﬁﬂy) u.-Y%aqw‘-, (C -

Phoenix, Arizona
March 31, 2016

2198 East Camelback, Suite 370 » Phaenix, Arizona 85016 » (602) 277-5463 FAX (602) 248-0074




PIMA UTILITY COMPANY

BALANCE SHEETS
DECEMBER 31, 2015 AND 2014

In thousands
2015 2014
ASSETS
PLANT IN SERVICE AND UNDER CONSTRUCTION, net 3 19,327 $ 19,700
CURRENT ASSETS: .
Cash 338 294
Customer accounts receivable 543 497
Recetvable from affiliate 2,838 2,760
Other assets 4 0
Total current assets 3,723 3,551
RESTRICTED FUNDS 1,003 1,002
DEFERRED CHARGES 401 581
$ 24454 § 24834
LIABILITIES AND CAPITALIZATION
CURRENT LIABILITIES:
Accounts payable $ 425 $ 117
Accrued liabilities 359 353
Current portion of note payable : 558 558
Total current liabilities : 1,342 1,028
NOTE PAYABLE, net of current portion 5,952 6,510
CONTRIBUTIONS IN AID OF CONSTRUCTION, net 827 928
Total liabilities 8,121 8,466
CAPITALIZATION:
Common stock, $1 par value; 70,000,000 shares
authorized; 180,041 shares issued and outstanding 180 180
Additional paid-in capital ‘ 10,801 10,801
Retained earaings 5,352 5,387
Total capitalization 16,333 16,368
$ 24454 $ 24834

See accompanying notes and independent auditors’ report,




PIMA UTILITY COMPANY

STATEMENTS OF INCOME

FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

OPERATING REVENUES:
Flat ratc
Metered
Other

Total operating revenucs

OPERATING EXPENSES:
Salaries and employee benefits
Purchased power
Chemicals
Repairs and maintenance
Office supplies and expense
Contractual services
Transportation
Insurance
Property taxes
Depreciation
Amortization

- Other miscellan¢ous expense

Total operating expenses
Operating income
OTHER EXPENSE:
Interest expense, net
Other expense

Total other expenses

NET INCOME

In thousands
2015 2014
$ 3,283 $ 3,284
2,543 2,582
50 49
5,876 5,915
1,133 1,138
388 387
124 138
251 342
289 258
266 270
57 74
95 46
306 308
1,739 1,551
99 99
118 115
4,865 4,726
1,011 1,188
(132) (161}
(4) W

(136)

$ 875

See accompanying notes and independent auditors’ report.

(162)

$ 1,027
. — "




PIMA UTILITY COMPANY

STATEMENTS OF CAPITALIZATION
FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

In thousands
ADDITIONAL
COMMON PAID-IN RETAINED TOTAL

STOCK CAPITAL EARNINGS  CAPITALIZATION
BALANCES, December 31,2013 $ 180  § 10,801 § 4812 § 15,793
NET INCOME 0 0 1,027 1,027
DIVIDENDS 0 0 {452) (452)
BALANCES, December 31, 2014 180 10,801 5,387 16,368
NET INCOME 0 0 875 875
DIVIDENDS 0 0 (910) (910}
BALANCES, December 31, 2015 § 18¢ § 10,801  § 5352 % 16,333

See accompanying notes and independent auditors ' report.




PIMA UTILITY COMPANY

STATEMENTS OF CASH FLOWS

. FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to
net cash flows from operating activities-
Depreciation
Amortization
{Increase) decrease in-
Customer accounts receivable
Other assets
Deferred charges
Increase (decrease) in-
Accounts payable
Accrued liabilities

Total adjustments
Net cash flows from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Increase in restricted funds
Net advances on receivable from affiliate
Plant edditions

Net cash flows from investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Repayments of note payable
Repayments in aid of construction
Dividends
Net cash flows from financing activities
INCREASE (DECREASE) IN CASH
CASH, beginning of year

CASH, end of year

In thousands

2015

875
1,739
99
(46)
@)
81

308
6

2,183

3,058

(1)
(78)

(1,467)

(1,546}

(558)
0

(910)

(1,468)

44

294

338

See accompanying notes and independent auditors ' report,

$

2014
1,027
1,551

99
1%
15
80

(304)

1,497

2,524

0
(554)

(1,226)

(1,780)

(558)

(14)
(452)

(1,024)

(280)
574

294
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PIMA UTILITY COMPANY

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Busingss Activity-

Pima Utility Company (Company), an Arizona corporation organized in 1972, provides water
and wastewater services to substantially all of the homes in the Sun Lakes retirement community in
Arizona.

The rates for water and wastewater services are anthorized by the Arizona Corporation
Commission {(Commission).

Recognition of Revenues and Expenses-

Revenues and expenses are recognized on the accrual method. Under this method, revenues are
recognized when earned rather than when collected, and expenses are recognized when incurrcd rather
than when paid.

Estimates-

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions.
These affect the reported amounts of assets and liabilities at the date of the financial statements and the

reported amounts of revenues and expenses during the reporting petiod. Actual results could differ from
these estimates,

Plant in Service-

Plant in service is stated at original cost. Assets are depreciated on the straight-line method at
the following composite rates-

Collection systems, manholes, cleanouts, service laterals

transmission and distribution mains and hydrants 2.00%
Distribution reservoirs and standpipes - storage tanks 2.22%
Reuse transmission and distribution lines 2.50%
Structures, improvements, wells, springs and services 3.33%
Distribution reservoirs, standpipes - pressure tanks and

treatthent and disposal systems 5.00%
Meters 8.33%
Lift stations, recharge wells and pumping equipment 12.50%
Water treatment equipment 20.00%
Equipment 5.00% to 20.00%

Maintenance and repairs to plant in service are generally expensed as incurred. Expenditures
determined to extend the useful life, including significant upgrades and replacement projects, represent
additions and improvements and are capitalized.
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SUMMARY QF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Long-Lived Assets-

Management periodically evaluates the carrying value of the long-lived assets in accordance
with the Financial Accounting Standards Board (FASB) Accounting Standards Codification {(ASC),
Under the FASB ASC, long-lived assets and certain identifiablc intangible assets to be held and used in
operations are reviewed for impairment whenever events or circumstances indicate that the carrying
amount of an asset may not be fully recoverable. Management does not believe impairment exists at
December 31, 2015.

Customer Accounts Receivable-

The Company grants credit on open account ta its customers. As of December 31, 2015 and
2014, respectively, there were approximately $22,000 and $17,000 of receivables over 90 days past due,
The Company wrote off $16,000 and $12,000 of receivables as uncollectible in 2015Undefined and
2014, respectivelyUndefined.

Receivable from Affiliate-
Receivable from affiliate is due on demand with interest accrued monthly.

Deferred Charges-

_ Deferred charges represent costs amortizable pursuant to ulings by the Commission over the
following periods-

Rate hearing costs 5 years
Defetred operating costs 3 years
Allowance for funds used during construction 22 vears
Note issue costs 5 years

Income Taxes-

As required by the Ircome Taxes topic of the FASB ASC, management evaluates all tax
positions as required by the Contingencies topic of the FASB ASC, which requires a more likely-than
not threshold for financial statement recognition and measurement of tax positions taken or expected
to be taken in the Company’s tax returns. Management believes the tax positions taken in the
Company’s tax returns would be sustained upon examination. With faw exceptions, the Company is
no longer subject to U.S. federal, state and local income tax examinations by tax authorities for vears
before 2011.

The Company and its stockholders have elected to be taxed as an § corporation, In lieu of

corporate income taxes, the stockholders are personally taxed on the Company’s taxable income.
Therefore, no provision or liability for income taxes has been included in these financial statements.

Supplemental Cash Flow Information-
Interest paid totaled $205,000 and $227,000 in 2015 and 2014, respectively.
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PLANT IN SERVICE AND UNDER CONSTRUCTION, net;

Plant in scrvice and under construction, net consists of the following-

Construction work-in progress

Land

Water:
Wells and springs
Electric pumping equipment
Distribution reservoirs and standpipes-storage tanks
Distribution reservoirs and standpipes-pressure tanks
Transmission and distribution mains
Services
Water freatment equipment
Hydrants
Structures and improvements
Office furniture and equipment
Transportation equipment
Power operated equipment
Communication eguipment
Miscellaneous equipment
Tools and work equipment
Computers and software
Meters

Wastewater:
Structures and improvements
Power generation equipment
Treatment and disposal systems
Collection system-gravity
Coliection system-force
Manholes and cleanouts
Service lateralg
Lift stations and pumping equipment
Recharge wells and pumping equipment
Reuse transmission and distribution fines
Receiving wells
Other plant and miscellaneous equipment
Office furniture and equipment
Computers and software
Transportation equipment
Tools and work equipment
Laboratory equipment
Communication equipment
Miscellancous equipment
Other pumping equipment

Less accumulated depreciation

$

$

In thousands

2015

43
189

715
2,589
1,180
74
2,945
5,407
72
899
325
3
170
128
252
15
131
12

915

409
100
10,418
3,775
1,750
1,938
661
1,935

1,570 -

158
704
986
9
16
42
115
.
181
1
106

40,945

21,618

19,327

$

§

2014

2,539
189

682
2,238
1,201

74
2,945
5,175

62

895

325

116
128
251

32
126

14
876

324

10,419
3,855
98
1,928

1,520
1,559
140
225
975

16
42
114
175
106

40,026

20,326

19,700
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RESTRICTED FUNDS:

The loan agrecment with a bank (Note 6} requires a compensating balance of $1,000,000. The
restricted funds are invested in money markets and are recorded at cost in a trustee account.

DEFERRED CHARGES:

Deferred charges consist of the following-

In thousands
2015 2014
Rate hearing costs $ 146 $ 227
Altawance for funds used during construction, net 134 166
Deferred operating costs 115 178
Note issue costs, net 6 10

540 5 s

Pursuant to an order from the Commission, from 1996 to 1999, the Company was authorized to
defer 30% of the incremental operating costs of the new wastewater treatment facilitics. In accordance
with the Commission's Deciston 73573, pertaining to the most recent rate case filing, the Company was
allowed $315,000 of the $1,049.000 deferred operating costs to be included ir its rate base calculation to
be amortized over 5 years.

The Company was also allowed $200,000 in rate case expense recovery per division (water and
wastewater). This is recovered through a monthly surcharge of $0.33 per customer, with the surcharge
remaining in place until the earlier of: 1) a period of 60 months or 2) until the Company has collected the
$200,000 per division. .

ACCRUED LIABILITIES:

Accrued liabilities consist of the following-

In thousands
2015 2014
Taxes 3 196 $ 194
Other 146 141

Interest 17 18




(6)

M

@)

NOTE PAYABLE:

The Company entered into a loan agreement with a bank in July 2012, which provides for
interest at LIBOR plus 200 basis points and is due in July 2017. Principal of $46,500 plus accrued
interest are payable monthly. The note payable is collateralized by the plant in service (Note 2).

Concurrently with the execution of the loan agreement, the Company entered into a swap
agreement with the Bank that fixed the interest rate at 3.035%.

Annual principal payments are as follows-

Year Ending

December 31 In thousands
2016 $ 358
2017 5,952

§ 6510

ADVANCES AND CONTRIBUTIONS IN AID OF CONSTRUCTION:

The advances in aid of construction contracts provide that a percentage of gross revenues from
each applicable unit over a specified period will be paid to reimburse an unrelated developer for the cost
of the water and wastewater systems.

Any unrefunded portion upon the contract expiration is transferred to contributions in aid of

construction and is amortized over the remaining estimated useful life of the related water and
wastewater systems.

FLAT RATE OPERATING REVENUES:

Flat rate operating revenues consist of the following-

In thousands

2015 2014
Residential - sewer $ 3,119 $ 3,118
Commercial - sewer 164 166

§ 3,283 5 3,284




(9)  METERED QPERATING REVENUES:

Metered operating revenues consist of the following-

In thousands
2015 2014
Residential - water 3 1,623 $ 1,656
Commercial - water 375 383
Irrigation - water 440 430
Effluent - sewer 105 113
5 a3 5 258
(10} INTEREST EXPENSE. net:
Interest expense, net consists of the following-
I thousands
2015 2014
Interest income $ 72 $ 64
Interest cxpense (204) (225)
$ (132) $ (161)

(1)  FAIR VALUE OF FINANCIAL INSTRUMENTS:

In accordance with the Fair Value Measurements and Disclosures topic of the FASB ASC, the
carrying amount reported in the balance sheet for current assets, restricted funds and current liabilities
approximate fair values due to the short maturity of these instruments.

At December 31, 2015, the fair value of the note payable was equal o the carrying amount.
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(15)

. TRANSACTIONS WITH RELATED PARTIES:

-7-

On an ongoing basis, Pima Utility Company engages in certain business activities with affiliates
which arise through the normal course of business.

The Company paid $193,000 and $175,000 in 2015 and 2014, respectively, to an affiliate for
administrative and accounting services.

The Cormpany also advances excess funds to an affiliate. The advances are payable on demand
and provide for monthly intercst at a rate determined by management, which approximates the prime
tate. The Company earned $71,000 and $64,000 of interest on the advances during 2015 and 2014,
respectively. At December 31, 2015 and 2014, the outstanding receivable from affiliate was $2,838,000
and $2,760,000, respectively. ‘ ,

RETIREMENT PLAN AND TRUST:

The Company and affiliated entities have a trust profit sharing plan under Section 401 and
401(K) of the Internal Revenue Code. The Plan and Trust provides for retirement, disability and
accidental benefits for eligible employees. The Company matches employee contributions at a rate of
25%. The Plan and Trust also provides for additional contributions by the smployer, at management's
discretion. As of December 31, 2015, the Company had no liability to the Plan and Trust for matching
or additional contributions, The Company contributed approximately $13,000 and $12,000 in 2015 and
2014, respectively, to the Plan.

CONCENTRATIONS OF CREDIT RISK:

The Risk and Uncertainties topic of thc FASB ASC requireé certain disclosures relating to
concentrations and the general risk associated with those concentrations.

Substantiaily all customers reside within the Sun Lakes retirement community in Arizona.

SUBSEQUENT EVENTS:

Management has evaluated all subsequent events through the date the financial statements were
available to be issued on March 31, 2016, No subsequent events occurred during this period which
require adjustment to or disclosure in the financial statements,
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EXHIBIT 4




Pima Utility Company
Conceptual Term Sheet

This Conceptual Term Sheet is not intended to constitute a commitment or offer to lend on the part of
WELLS FARGO BANK, NATIONAL ASSOCIATION ("Bank™), but only to summarize for discussion
purposes our thoughts on a possible structure for the contemplated financing so that we can get your input
into structuring and designing a customized financing structure for the company.

Borrower: Pima Utility Company

Term Loan Amount: $£8,370,000

Maturity: 5 Years

Amortization: 15 Years

Interest Rate; 5-Year Term: L +2.00% /P + 0.00%, or

Interest Rate Hedge*: Borrower can use an Interest Rate Swap to synthetically fix the

Libor portion of the interest rate. Based on current market rates,
which are subject to change, indicative rates are as follows:

5 year Libor: 1.42% + 2.00% = 3.42% all-in rate

Upfront Fee: None

Guarantors: None

Collateral: Pledge of all allowable Borrower assets including revenue pledge.
Indicative Covenants: 1) Total Liabilities divided by Tangible Net Worth not greater

than 1.0 to 1.0 at each quarter end

2) FCCR not less than 1.10 to 1.0 as of each quarter end,
determined on a rolling 4 quarter basis

3) Minimum Net Profit of not less than $1 as of each quarter
end, determined on a rolling 4-quarter basis

Other Covenants: Standard and customary for transactions of this nature including,
but not limited to: restrictions on loans/advances/investments,
pledge of assets, mergers/acquisitions, and additional indebtedness.

Expenses: Borrower agrees to pay all reasonable out-of-pocket costs and
expenses incurred by the Bank in connection with initiating and
administering the loan, inciuding, but not limited to, closing, legal,
and administrative costs.




Other: Borrower  will  continue  depository/treasury  management
relationship with Wells Fargo Bank.
INTEREST RATE To hedge the variable interest expense of this credit facility,
Borrower may acquire an interest rate swap or other swap
PROTECTION:

transaction, provided that the terms, conditions and provider
of the swap are acceptable to Wells Fargo and each party to
the swap and each of Borrower's credit support providers
satisfy all eligibility, suitability and other requirements under
the Commodity Exchange Act and CFTC regulations.

Any swap with Wells Fargo shall be secured and guaranteed by
the same collateral and guarantors, if any, securing and
guaranteeing the credit facility.

The above is indicative only and is based on market condltlons
existing as of approximately 3 r
: 016 An actual swap rate may be hugher or Iower
dependmg on market conditions at the time a swap is entered
into.

Nothing herein is a recommendation, soiicitation, commitment
or offer for any swap, and Borrower acknowledges that Wells
Fargo may be unable under CFTC regulations to recommend or
offer Borrower a swap unless Wells Fargo determines the
swap would be suitable.

If Borrower would iike information about swaps or hedging
with Wells Fargo, we can refer you to our swap specialists
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CERTIFIED RESOLUTIONS OF THE BOARD OF DIRECTORS
OF PIMA UTILITY COMPANY

Steven Soriano, the Vice President and Assistant Secretary of Pima Utility Company
(“Pima”), a corporation duly organized under the laws of the State of Arizona, hereby certifies
that the following resolutions of the Board of Directors of Pima were adopted by the sole
member of the Board of Directors by written consent, dated October 19, 2016, that such
resolutions have not been amended, altered or repealed, and that such resolutions remain in full
force and effect on the date hereof:

Financing Application to-Arizona Corporation Commission

RESOLVED, that Pima is authorized to apply to the Arizona Corporation Commission
(“Commission”) to obtain approval of the financing contemplated in Pima’s Application
(Financing) (“Application”), in an amount necessary to: (1) fund improvements to Pima’s
system; (2) replace existing debt; and (3) rebalance Pima’s capital structure;

FURTHER RESOLVED, that Pima may obtain financing in an amount not to exceed
$8,370,000, at an interest rate not to exceed Libor plus 2 percent (“Debt”);

FURTHER RESOLVED, that Pima’s officers, agents, and attorneys are authorized to
prepare and submit all proper filings and disclosures, and seek and obtain any and all
necessary permits and approvals in connection with the processing of the Application.

Incurring of the Debt
RESOLVED, that Pima, upon receipt of approval from the Commission, incur the Debt;

FURTHER RESOLVED, that the Debt shall be upon such terms and conditions as comply
with the order of the Commission and that are approved by Edward J. Robson, as
Chairman (Emeritus), Mark E. Robson, as President and Director, Steven Soriano, as Vice
President, or James D. Hubbard, as Treasurer, of Pima and that upon such approval by any
of them, any of the proper officers of Pima be, and they hereby are, authorized and
directed to execute such promissory notes, security instruments and/or other evidence of
the Debt, and related documents, as any of such officers deem reasonable and appropriate.

General

RESOLVED, that (a) Steven Soriano, the Vice President and General Manager of Pima,
(b) Peter Gerstman, the General Counsel of Robson Communities, Inc., and (c) Shapiro
Law Firm, P.C. by and through Jay Shapiro, each be and hereby is, authorized to represent
Pima in all matters before the Commission;




FURTHER RESOLVED, that all acts of Pima’s officers and directors for and on behalf of
Pima since the last meeting of the Board of Directors be, and thereby are, ratified and
affirmed;

FURTHER RESOLVED, that the officers of Pima be, and thereby are, authorized and
directed to take such further actions as may be necessary or advisable to carry out the

intent of these resolutions.
4,, ;o S

Dated: October 19, 2016

Steven Soriano, Vice President and Assistant
Secretary




