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(May 13, 2024). On December 31, 2023, the Company served 13,398 members, including
12,882 residential members, 398 commercial members, and 118 other types of members; 96% of
our members are residential. There are approximately 11,252-meter connections to serve an
estimated population of 24,000 people.

2. The Company’s office is in Green Valley, Arizona, and 1ts mailing address is 1501
S La Canada Dr, Green Valley, Arizona 85622-1600, and its telephone number 1s (520) 625-
8409. The Company’s President is Arturo R. Gabaldon. The person authorized to receive notices

and communications regarding this application is:

Arturo R. Gabaldon, President

Community Water Company of Green Valley
1501 S La Canada Dr

Green Valley, AZ 85622-1600

Phone: 520-625-8409

Email: arturo@communitywater.com

The Company’s attorney is:

Michael W. Patten

Snell & Wilmer, LLP

One East Washington Street, Suite 2700
Phoenix, Arizona 85004

Phone: (602) 382-6339

Email: mpatten@swlaw.com

All data requests and discovery, as well as related communications and pleadings filed by
other parties regarding this Application, should be directed to the Company’s attorney, with a
copy sent to Mr. Gabaldon.

3 The Company is currently authorized to charge rates for water service per
Decision No. 75699 (August 19, 2016), amended Nunc Pro Tunc in Decision No. 75861 (January
3,2017). The test year used in that proceeding was the 12-month period ending on December
31, 2014. Current revenues from the Company’s utility operations are inadequate to allow the
Company to recover its operating costs, to fund necessary capital improvements to maintain and
improve safe and reliable water service and to generate sufficient cash reserves that allow the

Company to meet unanticipated financial needs as they arise. Since its last rate case, the
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Company has continued to make improvements and additions to its water system designed to
ensure safe, adequate and reliable service. The Company is mindful that the majority of its
members are retirees who depend on such services. The Company maintains a high satisfaction
rating of over 95% from its members, who recognize the need for periodic increases to their rates.

4. The Company utilized a 12-month test year ending on December 31, 2023, for the
preparation of this Application and the supporting schedules. In lieu of a return on fair value rate
base, the Company is seeking a 16.50% operating margin, which is the same operating margin
approved in the Company’s previous rate case. The Company’s request is designed so that it has
sufficient revenues to address ongoing expenses, as well as fund expected capital requirements
and partially fund cash reserves for items of major maintenance and plant replacements. A
16.50% operating margin also enables the Company to service its long-term debt as well as have
revenue sufficient to avoid incurring operating losses over the next three to five years.

& The requested revenue increase will result in modest monthly bill impacts. The
average residential member (with a 5/8x3/4 meter and using 3470 gallons per month) currently
has an average monthly bill of $21.58. As set forth in testimony, this monthly bill is relatively
low compared to other similar water service providers. The bill impact of the requested revenue
increase for this member will be §5.13 per month on average. A median usage member (with a
5/8x3/4 meter and using 2500 gallons per month) currently has an average monthly bill of $19.37.
The bill impact of the requested revenue increase for this member will be $4.71 per month on
average. The Company submits that these bill impacts are reasonable given that there has been
nine years between test years and the resulting average monthly bills are still among the lowest
for similarly situated water service providers.

6. Overall, this is a straightforward rate case. The Company is not seeking any
unusual relief that has not already been approved for other water companies. The Company is not
seeking post-test year plant, the adoption of a SIB or an operating margin that is out of the
ordinary.

Other than the revenue increase, the key issues being addressed in this proceeding include:

a. Rate Design: The Company is not proposing any significant changes to rate design.

-5a
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The proposed fixed monthly charges are intended to recover the same percentage of the revenue
requirement (approximately 59%) as is recovered through current rates.

b. Updated Tariffs/Rules and Regulations: The Company is requesting approval of the
tariffs and rules and regulations attached to this Application. This tariff package will consolidate
and replace the various tariffs and rules that have been approved in piecemeal over a series of rate
cases. The tariff package has added liability limitations that have been approved by the
Commission for other Arizona utilities.

c. Development of Sufficient Cash Reserves: The Company has presented detailed
testimony on the need for (and appropriate amount of) cash reserves for a utility such as the
Company with limited growth, but an aging system that needs increasing maintenance and repair.

d. Adoption of Adjuster Mechanisms: The Company is requesting approval of two
adjuster mechanisms: (i) a Purchased Power Adjustment Mechanism and (ii) a Property Tax
Adjustment Mechanism.

7. The Commission has jurisdiction to conduct public hearings to determine the fair
value of the Company’s property, to fix a just and reasonable rate of return thereon, and
thereafter, to approve just and reasonable rates designed to give it a reasonable opportunity to
earn such return. Further, the Commission has jurisdiction to establish the practices and
procedures to govern the conduct of the hearing, including notice, intervention, filing, service,
exhibits, discovery, and other prehearing and hearing matters.

8. Attached to this Application are:

a. The standard revenue requirement and rate design schedules described in A.A.C. R14-
2-103.

b. Consolidated tariffs that will replace all existing tariffs.

c. Pre-filed direct testimonies and related exhibits from four witnesses for the Company
supporting the Application:

e Arturo Gabaldon, who discusses the overall condition of the Company and the
primary proposals within the rate application;

e John Meyer, who provides an overview of Community Water’s water system and

-4 -
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operations,

e Ray Jones, who provides support for the Company’s proposed cash reserves
(including identifying an appropriate target level of reserves); and

e Thomas J. Bourassa, who sponsors the schedules and supports the Company’s
revenue requirement request (including rate base, income and expense
adjustments), depreciation, operating margin, rate of return, and proposed rate
design.

9. The Company will establish that: (1) a rate increase is necessary for it to continue
to provide safe and reliable service to its members; (2) that a 16.50% operating margin does allow
the Company the cash flow necessary to cover operating expenses as well as fund needed capital
improvements and reserves; (3) that its proposed increase will provide for a reasonable rate of
return on the fair value rate of the Company’s utility property; (4) that its proposed rates are just
and reasonable and will provide the Company the necessary revenues to continue to provide
adequate, safe and reliable water service to its members as required by law, and is in the public
interest.

10.  The Company is in compliance with all requirements of the Commission, Arizona
Department of Environmental Quality, Arizona Department of Water Resources and Arizona
Department of Revenue.

i I The Company requests that this Commission set a date for a hearing on this
Application such that new rates for the Company will become effective no later than September

1, 2025.
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WHEREFORE, the Company respectfully requests that this Commission approve the
Company’s Application as just and reasonable and grant the Company’s request on or before

September 1, 2025.

RESPECTFULLY SUBMITTED this 15th day of August, 2024
SNELL & WILMER L.L.P.

By: s/Michael W. Patten

Michael W. Patten

One East Washington Street, Suite 2700
Phoenix, Arizona 85004

Telephone: 602.382.6000

Facsimile: 602.382.6070

Attorneys for Community Water Company
of Green Valley

eFiled with Docket Control on August 15, 2024

Eight copies of the foregoing
submitted on August 15, 2024 to:

Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

By s/Jennifer Thomes




O 0 - N i B W N =

NN NN RN N NN e e e e e ek e e e e
o oS N D & B - VS B o T = = I - < LR () S O, TR S VS S (S e =

ATTACHMENTS

Direct Testimony of Arturo Gabaldon
Direct Testimony on John Meyer
Direct Testimony of Ray Jones

Direct Testimony of Thomas Bourassa
Schedules A-H

Proposed Tariff/Rules and Regulations
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INTRODUCTION AND SUMMARY.

On whose behalf are you testifying in the proceedings?
Community Water Company of Green Valley (“Company”), which I will refer to in my

direct testimony as the “Company.”

Please state your name and address.
My name is Arturo Raul Gabaldon. My mailing address is 1501 South La Canada Drive,
Green Valley, Arizona, 85622.

With whom are you employed, and in what capacity?

I have been with the Company since 1990, starting my career as the Controller, a position [
held until I was promoted to General Manager in 2003. In April 2006, I was elected to the
Board of Directors, and the board elected me President. Throughout my tenure, I have had

the privilege of contributing to the Company’s growth and success in various capacities.

Have you previously testified before the Arizona Corporation Commission?
I have testified on behalf of the Company in support of prior rate case applications, as well

as CC&N extension requests.

Please describe your professional background.

I am a Certified Public Accountant with an undergraduate degree from the University of
Arizona and an MBA from the University of Phoenix. In March 2024, I was appointed to
the board of the Arizona-Mexico Commission. [ represent the Company on the boards of
the Water Utility Association of Arizona (“WUAA™) and the Southern Arizona Water
Utilities Association (“SAWUA™). Additionally, 1 am a member of the American Water

Works Association (“AWWA?”) and AZ Water Association (“AZWater”). Within AZWater,
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I serve on the AZWARN and utility council committees. Iserved as President of the WUAA

Board from 2019 to 2024 and currently hold the position of Secretary-Treasurer.

Please summarize your testimony.

My testimony provides an overview of the Company and its existing water delivery
infrastructure and water resources. I also address the reasons why the Company filed this
rate case and why approval is critical for our ability to continue to provide reliable water

service to our members.

Please provide an overview of why the Company has filed this rate case.

Our last rate case was filed in 2015 using a 2014 test year. Our last rate increase went into
effect in September of 2016 (see Decision No. 75699 (August 19, 2016). Because we are a
cooperative governed by a volunteer board of members, we make every effort to keep rates
as low as possible without jeopardizing the reliability of service. Our rates are relatively
low compared to other water companies operating in the area and in Arizona. The current
average bill for a residential member is $21.38 per month and the current median bill for a

residential customer is $19.37.

Given increasing costs and upcoming capital needs, our board has determined to seek a rate
increase. As can be seen in the rate case schedules, we believe the requested increase is
reasonable and relatively conservative. A residential member with average usage will see
an average monthly bill increase of $5.13. A residential member with median usage will see

an average monthly bill increase of $4.71. Both of these increases are approximately 24%.

Another critical discussion of this rate case is replenishing our reserves to an appropriate
level. As Ray Jones's direct testimony explains, the company's nature is dependent on

sufficient reserves to meet capital needs going forward and to address any shorter-term,
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II.

unexpected expenses. The current reserves are far below necessary levels, and the Company
will work to rebuild some level of cash reserves over the next five years. That being said,

we are seeking the same operating margin as was approved in our prior rate case.

Finally, our conservation efforts have contributed to meaningful reductions in average
consumption per member. That impacts our revenues because a significant portion of our
fixed operating costs are recovered through a commodity rate. We need to adjust those rate

elements to reflect reduced average consumption.

What is known about the inflation in the industry?

The Consumer Price Index (“CPI”) in the United States has increased significantly since
2016. Between 2016 and 2024, the CPI rose from 240.007 to 314.175, reflecting an overall
mflation rate of approximately 31%. This indicates that prices for a broad range of goods

and services have increased, reducing the purchasing power of the dollar.

Inflation rates appear to average around 3.42% annually. The Company has achieved some
savings through strategic investments and enhanced efficiency. By prioritizing critical tasks
and continuously evaluating and optimizing our work processes, we have been able to
operate more effectively. Indeed, our proposed increase of 24% 1s well below the CPI over

the same period.

COMPANY OVERVIEW,

Please describe the Company.
The Company was incorporated in 1975 as an Arizona non-profit corporation with members.
The Company acquired the Arizona Water Company’s Green Valley Division and began

operating the water utility in June 1977. We provide potable water to residential and
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commercial members in southern Arizona, primarily serving an active adult retirement
community. Asa 501(c)(12) non-profit Arizona Cooperative, we maintain our commitment
to community-focused service. Our service area encompasses part of the incorporated Town

of Sahuarita and portions of Pima County within the Tucson Active Management Area.

Please describe the Company mission.
Our mission is to reliably deliver drinking water that meets all regulatory standards and
maintains a sustainable water supply. We adopted a set of guiding values that recognize the

needs of our members, employees, and applicable business and regulatory environments.

How many members does the Company have?

On December 31, 2023, the Company served 13,398 members, including 12,882 residential
members, 398 commercial members, and 118 other types of members; 96% of our members
are residential. There are approximately 11,252-meter connections to serve an estimated

population of 24,000 people.

Please describe growth in the Green Valley / Sahuarita area.

The Company’s service area is near full capacity, and in May 2024, the Arizona Corporation
Commission approved a CC&N expansion. The Company has estimated that growth,
including in the new area, is limited to about 1,500 members. In 2023, there were 23 new

meter sets.

What is the general opinion of the Company in the community?

When our staff hosts public events throughout the year, they consistently hear appreciation
for the Company's long-standing commitment to reliable water delivery service. Our
employees are often praised for their friendliness, supportiveness, and technical expertise.

Additionally, the community values our volunteer board's dedication and contributions. This
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positive feedback aligns with our annual survey results, which the Company uses to identify
potential issues and assess performance. The latest survey, mailed to 360 members in
December 2023, received 138 responses. Over the past 12 years of survey results, the
Company has consistently scored above 95% of overall satisfaction, with over 90% approval

n areas such as water service, customer service, and water quality.

Can you describe your staffing plans?

The Company plans to employ 22 full-time staff members, comprising 14 field operations,
three customer service representatives, and five administrative support staff (including IT,
accounting, and general support). Currently, we have four vacant positions: three in the field
and one in customer service. Our operational standard is to maintain one field operator for
every 1,000 customers; our current ratio is 1:1,218, and with the need to train qualified

operators, the Company is targeting a ratio of 1:957.

Our employees’ average age is 45, with an average tenure of 12 years. Our succession
planning anticipates the retirement of three key employees, who collectively bring over 112
years of utility experience. Their retirement will reduce our average years of service to
approximately seven years. It typically takes about three years of field experience, along

with passing the required operator exams, to fully train an operator.

The cost of labor, the ability to attract qualified candidates, and staff retention are major

challenges to the water industry and the Company.

To foster a supportive culture and retain employees, the Company adheres to employment
best management practices, including regular one-on-one meetings, weekly safety sessions,

bi-monthly employee meetings, performance evaluations, and competitive salary and
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benefits programs. The Company uses outside consultants to gauge the labor market to

establish reasonable rates of pay.

Please describe the condition of the Company’s water delivery system.

The overall condition of the water delivery system 1is robust. The Company service area,
first established in the mid-1960s, spans nearly nine square miles and relies on groundwater
from four wells. Each well has on-site treatment, and the upper reservoirs can feed the
service area by gravity. The water delivery system comprises approximately 144 miles of
water mains across five pressure zones. The aging infrastructure will eventually require

replacements or repairs.

The Company has recently experienced persistent issues with Well No. 10, which have led
to major repairs. The well's output capacity is planned to be reduced from 1,800 to 1,300
gallons per minute, straining our ability to meet full build-out requirements and necessitating
the search for an additional well. In July 2023, Well No. 10 was taken out of service due to
sand and gravel infiltration, which damaged the pump. Despite repairing a hole in the casing
and installing a new pump, the problem recurred in March 2024, damaging the new pump.
Inspections revealed that the casing's louvers were worn out, allowing sand and gravel to
infiltrate. The proposed solution is to install a stainless-steel lining, which will reduce the
well's production capacity and require adjustments to booster pumps and additional
mvestments. Adjustments to booster pumps and new equipment to accommodate Well No.

10's reduced capacity will incur additional costs and logistical challenges.

Despite these challenges, the water delivery system will remain operational and compliant,

and an additional well will be needed to meet future demands.
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II1.

WATER SUPPLY, QUANTITY, AND QUALITY ISSUES.

Where does the Company’s water supply come from?

The Company's water source is the Upper Santa Cruz River aquifer, and it relies exclusively
on groundwater. It operates four groundwater wells within its service area. Both company
personnel and the Board of Directors actively develop plans to support the Company's
mission. These plans include utilizing the Central Arizona Project (“CAP”) water allocation,
assessing risks to the water supply, financial planning, staffing needs and long-range water

delivery system improvements.

What is the status of the water quality?

The water delivered to our members meets or surpasses all health and safety measures
required by the United States Environmental Protection Agency ("EPA"), Arizona
Department of Environmental Quality ("ADEQ"), and Pima County Department of
Environmental Quality ("PDEQ"). Our annual water quality report is published on our web

page and made available at various locations in the Green Valley Sahuarita area.

Is there a group of entities working together to examine and address these issues with
the aquifer?
Yes, the Company has teamed up with other water providers and users as part of the Upper

Santa Cruz Providers and Users Group ("USCPUG").

What is the Upper Santa Cruz Providers and Users Group?

The USCPUG was formed in 2007 in response to the decline in the Upper Santa Cruz River
aquifer and public concern for the sustainability of our water supply. The USCPUG consists
of six local water companies, agricultural and mining companies, and representatives from

Pima County and the Town of Sahuarita. The USCPUG’s area of concern is the portion of
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the Santa Cruz River valley north of the Santa Cruz County Line and south of Pima Mine
Road. Early work of the group centered on defining the extent of the aquifer problems and
achieving community consensus on the resulting statistics. The early work has been

completed, and the group continues the work to keep the information current.

Please describe the water situation in the Green Valley Sahuarita area.

The water supply in the Santa Cruz River, particularly beneath the Green Valley area, has
long been a crucial resource. It faces significant challenges due to historical and ongoing
groundwater extraction. This aquifer supports a variety of activities, per USCPUG: mining
- about 58% of water use; agriculture - about 29%; residential - about 8%; and other
commercial operations - about 5%. Groundwater pumping has resulted in a significant
decline in water levels. Historical data from our oldest well, drilled in 19635, indicates that

static water levels have decreased by 187 feet, averaging a decline of 3.2 feet per year.

The southern portion of the Tucson Active Management Area, which includes the Town of
Sahuarita, unincorporated Green Valley, and various developments, farms, and mines, has
traditionally relied exclusively on groundwater to meet its water demands. Evaluations by
the USCPUG suggest that the water deficit in the aquifer is likely to persist as new residential
developments will offset new water supplies. The increases in water use may cause a decline
in the water table and lead to potential subsidence. In addition, ADWR has provided us with
mformation that indicates that there has been subsidence recorded in parts of Sahuarita that

may be the result of pumping in the area.

Two initiatives have been implemented: bringing renewable water supplies from the

Colorado River to mitigate further declines.
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e The Company actively manages Project Renews through subsidiaries. It is developing
a 9-mile, 36” DI water conveyance system and recharge facility to transport and recharge
Colorado River water to the region. The project is estimated to be completed in 2028.

e The local mines and agricultural stakeholders have initiated a project to deliver Colorado
River water to the local pecan farms, reducing the need for groundwater pumping. This

project commenced water deliveries to farms in north Sahuarita in 2022.

Please describe other long-term threats to the area related to the Company’s water
supply.

ADEQ has determined that a sulfate plume from Freeport-McMoRan, Inc.’s tailing ponds to
the west of the Company’s service territory has impacted over 50% of our service area.
ADEQ has agreed to a mitigation plan with Freeport-McMoRan, Inc. to address the

mitigation.

Please describe the regulatory environment within which the Company exists.

The Company is under the jurisdiction of the Arizona Corporation Commission, ADEQ,
PDEQ, and ADWR. Regarding ADWR, the Company is subject to the 1980 Arizona
Groundwater Management Act, which established a statutory goal of achieving safe yield
within the Tucson Active Management Area by 2025. ADWR is responsible for
administering water resource management to achieve this goal. The Company believes that

surface water from the CAP can play an important role in attaining safe yield.

Is it possible to get CAP water to the Green Valley area?

Yes. The CAP terminus is located near Pima Mine Road and Interstate 19, nine miles north
of the Company's service area. Project Renews was the result of feasibility studies
performed to explore the augmenting of existing groundwater supplies with the CAP water

in the Green Valley area. In 1996, the Company worked in collaboration with State and
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Federal agencies and other water entities toward the goal of bringing surface water supplies
to the area. Malcolm Pirnie prepared a feasibility report dated September 1998. This report
has been helpful in our planning, as it presented preliminary investigations, conceptual and
preliminary design of alternatives for optimal routes, and evaluation of the financial

feasibility.

Please describe the Company's participation in the CAP.

The Company acquired most of its CAP subcontract, 1,337 AF of Colorado River water, in
1993 and its next major subcontract, 1,521 AF, in 2007, for a total CAP allocation of 2,858
AF of Colorado River water. To date, the company has met all required annual CAP capital

charge payments.

Is the Company asking for recovery of its CAP capital charges?

Yes, the CAP capital charges are included in our cash flow needs. While the Company i1s
not currently using its allocation, these annual charges must be paid to maintain our efforts
to provide a sustainable water supply. The allocation is a key component of the board's

strategy to mitigate the risks to our threatened water supplies.

What other risks are there to the water supplies?

In addition to contamination from mining, groundwater depletion, and subsidence, several
other risks threaten the existing groundwater supplies. First, the groundwater flows from
south to north, passing through the Nogales area, where treated wastewater is discharged
into the aquifer. Recently, Nogales, Sonora, Mexico, has started utilizing this treated water,
thereby reducing a significant inflow to the aquifer. Second, development along the Santa
Cruz River, especially in Rio Rico and Tubac, is on the rise. Increased groundwater pumping
upstream of the Upper Santa Cruz River aquifer reduces inflow, exacerbating the overdraft

identified by the USCPUG. Third, agricultural activities from Nogales north to Pima Mine

10
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IV.

Road may be adding nitrates and salts to the aquifer inflows from the south. Nitrate
contamination from nearby agribusinesses and numerous golf courses has historically
resulted in nitrate levels exceeding the action level of 5 mg/L (with the maximum
contaminant level being 10 mg/L). To protect the interests of our members, it is prudent for

the Company to maintain its CAP allocation as a potential alternative water supply.

PURPOSE FOR THE RATE FILING.

Please describe the Company’s rate request in its Application.
The Company is requesting a rate increase using a test year ending December 31, 2023, as
set forth in schedules sponsored in Tom Bourassa’s testimony. We aim for this adjustment

to take effect no later than September 1, 2025.

The Company seeks an operating margin, which our management believes will balance the
need to avoid rate shock while addressing short-term financial requirements for essential
plant replacements and improvements. This margin will also enable the Company to meet
1ts debt service obligations and maintain sufficient revenue to prevent operating losses over

the next three years.

To encourage water conservation, the Company proposes higher rates at higher tiers.
Detailed availability charges and commodity rates are provided to highlight the impact of
water consumption on the bills, thereby promoting more responsible water usage through

higher charges for higher consumption.

Is the proposed operating margin sufficient to fully fund all its anticipated capital

replacement and maintenance reserves?

11
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No, based on the cash flow requirement identified in Mr. Jones’ study (see attached
testimony), the Company would need a higher operating margin to fund the reserves fully
within five years. The Company acknowledges that some capital expenses may occur later
than projected, meaning the reserves do not need to be entirely funded with cash
mmediately. Instead, the Company aims to balance cash reserves and access to debt. To
achieve this, the Company proposes to gradually increase the operating margin in future rate

cases to ensure the reserves are fully funded over time.

Why is the Company requesting a rate increase?

The Company is requesting a rate increase to address several critical factors contributing to
our rising operating costs, and our current rates are not sufficient. During the nine years that
have passed between the test year in our last rate case and the test year here, routine expenses
such as power and treatment have escalated, necessitating additional revenue to maintain
current operations. Additionally, labor costs have risen, reflecting market trends and the

need to attract and retain qualified personnel.

Moreover, essential infrastructure upgrades are planned, requiring additional debt, leading
to higher interest charges and principal payments. Ongoing repairs to our existing wells and
other infrastructure have resulted in increased maintenance expenses. Compliance with the
EPA's lead and copper testing standards has introduced new costs that were not accounted
for in previous rate cases. These factors combined necessitate a rate increase to ensure the
Company can continue to provide safe, reliable, and compliant water services to our

members.

Please describe projected capital expenditures over the next three years.
Over the next three years (2024 to 2026), the company projected capital improvements of

$5.1 million for the replacement of wells, mains, and other plant facilities.
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What has contributed to the projected operating and capital expenditure needs?

The Company is experiencing rising costs driven by new federal mandates under the Lead
and Copper Rule Revisions (“LCRR”). We must update our infrastructure database and
redirect our operations to comply with the new safety standards. By October 16, 2024, we
must develop and maintain a detailed inventory of all service line materials, including those
beyond the meter to the house, which must be publicly accessible and regularly updated.
This task is challenging and resource-intensive for older subdivisions that are more likely to
have lead or copper pipes. The revised rule mandates a 100% replacement of lead service
lines within a set timeframe, with annual progress updates requiring thorough inspections
and potentially replacing pipes even if they extend into private properties, raising questions
about who bears the cost of replacements on the member's side of the meter. The LCRR
also imposes stricter monitoring and reporting requirements, necessitating detailed sampling
and comprehensive public notifications about the presence of lead and copper in the water
supply. The impact on costs includes increased operational expenses due to extensive
surveys and inspections, higher capital expenditures for the replacement of lead service lines,
and increased compliance and administrative costs for maintaining accurate records and
ensuring regulatory compliance. Despite these challenges, our proactive approach has
yielded positive results, as our reviews have not identified any lead service lines in our
system to date. We will continue our efforts to ensure full compliance and prepare for any
potential findings. Our effort to comply with federal regulations underscores our
commitment to providing safe, clean drinking water to our community despite the associated

costs and challenges.

Another new cost has been the Town of Sahuarita's billing for road maintenance related to
raising water valve covers in a subdivision. This will lead to substantial future costs,

potentially amounting to hundreds of thousands of dollars over time.
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What cost changes has the Company been implementing?

In 2023, the Company committed to implementing a Geographic Information System
(“GIS”), a major capital expenditure with significant operational costs. Converting our maps
to a GIS standard is crucial for modernizing our infrastructure. GIS enhances data
management and analysis, leading to informed decision-making and improved efficiency. It
helps create a comprehensive service line inventory, ensuring compliance with regulations,
including new lead and copper rules, and providing more information to our members. GIS
reduces redundancy, improves emergency response, and enhances planning and operations.
This investment will result in better service, optimized resource use, and support for

sustainable water management practices.

Regarding usage, has the Company observed a decline in per-member water use over
the past few years?
Yes. The following table shows that the number of members has increased, yet the total

water consumption has decreased.

Member Data 2014 2023 Change
Residential Units at Year End (YE Units) 12,459 12,882 423 (+3%)
Commercial & Other Units (YE Units) 480 515 35 (+7%)
Water Pumped; 12 Months (4cre-Feet) 2,367.4 2,276.3 -91.1 (-3%)
Water Sold & Accounted for 12 Months 22393 21663 73,0 (:3%)
(Acre-Feet)

Unaccounted for Water for 12 Months 116.1 112.6

(Acre-Feet) (4.9%) (4.9%)

Member Data 2007 2014 Change
Residential Units at Year End (YE Units) 11,385 12,459 1.074 (+10%)
Commercial & Other Units (YE Units) 469 480 11 (+2%)
Water Pumped; 12 Months (4cre-Feet) 2,795.0 2,367.4 -427.6 ( -15%)
Water Sold & Accounted for 12 Months 2.620.7 22393 | -381.4 (-15.5%)
(Acre-Feet)
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