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Attached is the Staff Report for the Watco, Inc. financing application. Staff recommends
approval of the requested financing authorization.

Any party to this procedure who wishes may file comments to the Staff Report with the
Commission's Docket Control by 4:00 p.m. on or before October 9, 2007.

Originator: Pedro M. Chaves

Docket Control

Ernest G. Jo
Director
Utilities Division
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EXECUTIVE SUMMARY
WATCO, INC.

DOCKET nos. W-20475A-06-0357 AND W-20475A-06-0550

Silverwell Service Corporation ("Silverwell"),  a  Class "D" Arizona Public Service
Corporation organized under subchapter "S" of the United States Treasury regulations with its
bus iness  off ice in Show Low,  Ar izona ,  f i led a  f inancing applica t ion with the Ar izona
Corporation Commission ("Commission") on May 30, 2006.

On August  31,  2006,  Silverwell and Watco,  Inc.  ("Watco" or  "Company") filed an
application with the Commission for approval of the sale of Silverwell's assets and transfer of its
Cer t ifica te of Convenience and Necessity ("CC&N") to Watco (Watco was crea ted to be
successor  of Silverwell and at that t ime did not have a CC&N). Commission Decision No.
69391, dated March 22, 2007, approved the CC&N transfer from Silverwell to Watco. Also on
August 31, 2006, Watco filed an application for approval of a pennanent increase in its water
rates and charges under Docket No. W-20475A -06-0550.

On June 6,  2007,  a  procedural order  changed the docket  number  for  the financing
application from Docket No. W~01979A -06-0357 to Docket No. W-20475A-06-0_57.

The Company requests Commission authorization to borrow $600,000 from the Water
Infrastructure Finance Author ity of Ar izona ("WIFA") in order  to par t ia lly hind var ious
improvement projects.

At December 31, 2005, the Company's capital structure consisted of 0.0 percent short-
term debt,  0.0 percent long-term debt,  and 100.0 percent equity. Staff' s pro forma capital
structure for the Company reflecting issuance of a $600,000 20-year amortizing loan at 6.30
percent is comprised of 2.2 percent short-term debt, 81 .2 percent long-term debt and 16.7 percent
equity.

Staff typically recommends that debt funding not exceed 60 percent of total capitalization
(long-term debt, short-tenn debt and common equity) for private and investor owned utilities.
Issuance of the proposed financing would result  in an overly leveraged financial posit ion.
However, there are no other known options to finance the proposed capital improvements.

Pro forma times interest earned ("TIER") and debt service coverage ("DSC") ratios based
on Staffs recommended rates in Docket No. W-20475A-06-0550 yield a 1.40 TIER and a 1.29
DSC. The DSC results show that cash flow from operations would be sufficient to cover all
obligations if Staff' s recommended rates are adopted.

Staff concludes that issuance of the proposed debt financing for the purposes stated in the
application is within Watco's corporate Powers and would be compatible with the public interest,
consistent with sound financial practices and would not impair its ability to provide services if
Staff' s rates are adopted.
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S ta ff recommends  tha t the  Cormniss ion authorize  Watco's  reques t to borrow an amount
not to exceed $600,000 in new funds  from WIFA for the  purposes  described here in subject to the
condition tha t the  ra te s  adopted in the  Company's  pe rmanent ra te  case  proceeding provide  debt
s e rvic e  c o ve ra g e  c o m p a ra b le  with  S ta ffs  p ro  fo rm a  DS C  c a lc u la tio n s  u s in g  S ta ffs
recommended ra tes.
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In tro d u c tio n

On  Ma y 30 , 2006 , S ilve rwe ll S e rvice  Corpora tion  ("S ilve rwe ll") file d  a  fina nc ing
a pplica tion  with  the  Arizona  Corpora tion  Commis s ion  ("Commis s ion") unde r Docke t No.
W-01979A -06-0357 ("Fina ncing P roce e ding").

On Augus t 31 , 2006, S ilve rvve ll a nd  Wa tco , Inc. ("Wa tco" or "Compa ny") file d  a n
applica tion with the  Commiss ion for approva l of the  sa le  of S ilve rwe ll's  a sse ts  and transfe r of its
Ce rtifica te  of Conve nie nce  a nd Ne ce s s ity ("CC&N") to  Wa tco  (Wa tco  wa s  cre a te d  to  be
succe ssor of S ilve rwe ll a nd a t tha t time  did not ha ve  a  CC&N). On tha t sa me  da te , Wa tco file d
an applica tion for approva l of a  pe rmanent increase  in its  wa te r ra te s  and cha rges  under Docke t
No. W-20475A-06-0550 ("Ra te  Case  Proceeding").

On Nove mbe r 13, 2006, S ilve rwe ll a nd Wa tco file d a  motion to cons olida te  a ll of the
above  re fe renced docke ts . A procedura l orde r da ted November 30, 2006, consolida ted the  Ra te
Case and the  Financing proceedings and suspended the  time clock rules.

Commiss ion De cis ion No. 69391, da te d Ma rch 22, 2007, a pprove d the  CC&N tra ns fe r
from S ilve rwe ll to Wa tco.

On J une  6, 2007, a  proce dura l orde r cha nge d the  docke t numbe r for the  Fina ncing
Proceeding from Docke t No. W-01979A-06-0357 to Docke t No. W-20475A-06-0357.

Public  Notice

On Ma y 5, 2006, the  Compa ny publishe d notice  of its  fina ncing a pplica tion in the  White
Mounta in Independent. The  White  Mounta in Independent is  a  semi-weekly newspaper of genera l
circula tion publis he d in  the  City of S how Low, County of Na va jo, Arizona . The  a ffida vit of
publica tion is  a ttached a long with a  copy of the  notice .

Background

The  Compa ny is  a  Cla s s  "D" Arizona  P ublic  S e rvice  Corpora tion  orga nize d unde r
subcha pte r "S" of the  Unite d S ta te s  Tre a sury re gula tions  with its  bus ine ss  office  in Show Low,
Arizona , a nd  is  p rima rily e nga ge d  in  the  bus ine s s  o f p rovid ing  wa te r u tility s e rvice  to
approximate ly 290 cus tomers  in its  ce rtifica ted a rea  in portions  of Nava jo County, Arizona .

Purpose of the Requested Financing

1

The  Compa ny re que s ts  Commiss ion a uthoriza tion to borrow $600,000 from the  Wa te r
Infra s tructure  Fina nce  Authority of Arizona  ("WIFA") for the  purpos e  of pa rtia lly funding the
cons truction and ins ta lla tion of a  500,000 ga llon s torage  tank, a  tie -line  be tween the  S ilve r Lake
Esta tes  and Bourdon Ranch Esta tes  Systems and continua tion of a  mete r replacement program.
The cost of these  improvements  is  estimated by the  Company to tota l $876,590.
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Description of the Requested Financing

The  Compa ny a nticipa te s  a  $600,000 WIFA loa n with a  20-ye a r a mortiza tion a t 6.30
percent. The  WIFA loan requires  encumbrance  of Watco's  asse ts  as  colla te ra l.

Wa tco is  curre ntly pla ce d s ixth in WIFA's  priority lis t for the  drinking wa te r re volving
fund?

Financ ia l Ana lys is

S ta ff's  a na lys is  is  illus tra te d  on  S che dule  P MC-1. Co lumn [A] re fle c ts  Wa tco 's
his torica l financia l information for the  Rate  Case  Proceeding tes t year ended December 31, 2005.
Column [B] pre se nts  fina ncia l informa tion tha t modifie s  Column [A] to re fle ct S ta ff' s  a djus t te s t
yea r with pre sent ra te s  in the  Ra te  Case  P roceeding. Column [C] pre sents  financia l informa tion
tha t modifie s  Column [B] to re fle ct S ta ff recommended ra tes  in the  Ra te  Case  Proceeding and
issuance  of a  $600,000 WIFA loan assuming a  20-year amortizing loan a t 6.30 percent.

TIER and DSC

Time s  inte re s t e a rne d ra tio ("TIER") re pre s e nts  the  numbe r of time s  e a rnings  cove r
inte res t expense  on short-te rm and long-te rm debt. A TIER grea te r than 1.0 means tha t opera ting
income  is  grea te r than inte res t expense . A TIER le ss  than 1.0 is  not sus ta inable  in the  long-te rm
but does not mean tha t debt obliga tions cannot be  met in the  short-te rm.

Debt se rvice  cove rage  ra tio ("DSC") represents  the  number of times  inte rna lly gene ra ted
ca s h will cove r re quire d principa l a nd inte re s t pa yme nts  on s hort-te rm a nd long-te nn de bt. A
DS C gre a te r tha n 1 .0  indica te s  tha t ca s h  flow from ope ra tions  is  s ufficie nt to  cove r de bt
obliga tions . A DS C le s s  tha n 1.0 me a ns  tha t de bt s e rvice  obliga tions  ca nnot be  me t by ca s h
genera ted from opera tions and that another source  of funds is  needed to avoid default.

Schedule  PMc-l, Column [C] shows tha t unde r the  scena rio described above  for Column
[C] Watco would have  a  1.40 TIER and a  1.29 DSC if S ta ffs  recommended ra te s  a re  adopted in
the  Ra te  Ca se  P roce e ding. The  DS C re s u lts  s how tha t Wa tco  would  be  a b le  to  me e t a ll
obliga tions  with cash genera ted from opera tions .

Capital Structure

At December 31, 2005, Watco's  capita l s tructure  consis ted of 0.0 percent short-te rm debt,
0.0 pe rcent long-tenn debt, and 100.0 pe rcent equity (Schedule  PMC-1, Column [A]). Is suance
of the  re que s te d $600,000 WIFA loa n re sults  in a  pro forma  ca pita l s tructure  compose d of 2.2
pe rcent short-te rm debt, 81.2 pe rcent long-te rm debt and 16.7 pe rcent equity (Schedule  PMC-1,
Column [C]).

1 Response to Staffs  second set of data  requests , Attachment A.
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As  e vide nt in Column [C], inclus ion of the  re que s te d WIFA loa n re s ults  in a n ove rly
le ve ra ge d fina ncia l pos ition. Howe ve r, the re  is  no othe r known option to fina nce  the  propose d
capita l improvements .

Enginee ring Ana lvs is

S ta ff Engine e ring Re port is  a tta che d. S ta ff re vie we d the  ma te ria l cos t e s tima te  of the
proposed improvements . S ta ff concludes  tha t the  proposed improvements  and e s tima ted cos ts
appear to be  reasonable  and appropria te . S ta ff makes  no "used and use ful" de te rmina tion in this
proceeding, and no conclusions should be  inferred for ra te-making or ra te  base  purposes.

Compliance

There  a re  no compliance  issues  with Watco, Inc.

Conclusion and Recommendations

Staff concludes tha t issuance  of the  proposed debt financing for the  purposes s ta ted in the
applica tion is  within Watco's  corpora te  Powers  and would be  compa tible  with the  public inte re s t,
cons is te nt with s ound fina ncia l pra ctice s  a nd would not impa ir its  a bility to provide  s e rvice s  if
Staff' s  recommended rates are adopted in the Rate Case Proceeding.

S ta ff recommends  tha t the  Commiss ion authorize  Watco's  reques t to borrow an amount
not to exceed $600,000 in new funds from WIFA for the  purposes  described here in subject to the
condition tha t the  ra te s  adopted in the  Company's  pe rmanent ra te  case  proceeding provide  debt
s e rvice  co ve ra g e  co mp a ra b le  with  S ta ffs  p ro  fo rma  DS C ca lcu la tio n s  u s in g  S ta ff" s
recommended rates.

S ta ff further recommends tha t the  Commission authorize  Watco to encumber its  asse ts  in
conne ction with the  WIFA loa n.

S ta ff furthe r re comme nds  tha t one  copy of the  e xe cute d loa n docume nts  be  file d with
Docke t Control within 60 days  of execution.



Watch, Inc.
Docket No. W-20475A-06-0357
Application For Financing

f , \
y

Schedule PMC-1

Select Financial information

[A]
12/31/2005

[B]
2005 Pro Forma

IC]
Pro Forma

(20,026)
17,174

2,e.aa
15,790

52,163
15,790

Operating Income
Depreciation & Amortization
Income Tax Expense

Interest Expense
Repayment of Principal

37,358
15,479

TIER
N/M * N/M 1 .40[1 +3] + [5]

DSC
[1+2+3] -1- [5+6] N/M N/M 1.29

0.0% 0.0% 15,479 2.2%

0 0 % 0.0% 584,521 81.2%

119,876 100.0% 119,876 100.0% 119,876 16.7%

1
2
3
4

5
6
7
8
9

10
11
12
13
14
15
18
17
18 Short-term Debt
19
20 Long-term Debt
21
22 Common Equity
23
24
25
be
27 * N/M: Not Meaningful
28 Column [A]: Test year ended December 31, 2005, as provided by the Company under Docket No. 06~0550.
29 Column [B]: Staff adjusted present rates (Schedule CSB-1 under Docket No, 08-0550).
30 Column [C]: Staff recommended rates (Schedule CSB-1 under Docket No. 06-0550). Includes a $600,000 WIFA loan assuming
31 20-year amortization at 6.30 percent.

Total Capital 119,876 100.0% 119,876 1000% 719,876 100.0%
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Tax
Total
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Utilitie s  Engine e r

August 28, 2007
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By: Katrina Stukov
Utilities Engineer

August 28, 2007
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CO NCLUS IO NS

The  S ilve r La ke  wa te r s ys te m ha s  wa te r los s  of 14.5% a nd the  Bourdon Ra nch wa te r
system has a  water loss  of 4.8%. If systems are  considered as  interconnected, the  combined
system would have  a  water loss  of 13.5%.

The  S ilve r La ke  wa te r sys te m ha s  a de qua te  s tora ge , but la cks  a de qua te  we ll ca pa city to
se rve  the  present cus tomer base , and the  Bourdon Ranch wa te r sys tem has  adequa te  we ll
and s torage  capacitie s  to se rve  the  present cus tomer base  and reasonable  growth. If these
two sys te ms  a re  inte rconne cte d, the  combine d sys te m's  production a nd s tora ge  ca pa city
could adequate ly serve  the  existing customer base  and reasonable  level of growth.

Both the  Compa ny's  wa te r sys te ms  ha ve  a rse nic conce ntra tion of le s s  tha n 10 pa rts  pe r
billion and a re  currently mee ting the  new arsenic s tandard.

The  Arizona  De pa rtme nt of Environme nta l Qua lity ("ADEQ") ha s  de te rmine d tha t both
wa te r s ys te ms  a re  curre ntly in full complia nce  with ADEQ re quire me nts  a nd de live ring
wate r tha t mee ts  the  wa te r qua lity s tandards  required by Arizona  Adminis tra tive  Code , Title
18, Chapter 4.

The  Company is  not loca ted in an Active  Management Area  and the re fore  is  not subject to
Arizo n a  De p a rtme n t o f Wa te r Re s o u rce s  ("ADWR") re p o rtin g  a n d  co n s e rva tio n
requirements .

A ch e ck with  th e  Utilitie s  Divis io n  Co mp lia n ce  S e c tio n  s h o we d  th a t th e re  is  o n e
de linquency for the  Company. As  pa rt of Decis ion No. 69391 the  Commiss ion orde red the
following: Tha t Wa tco tile , by Augus t 1, 2007, with the  Commiss ion's  Docke t Control, a s
a  compliance  in this  docke t, a  copy of the  ADEQ Approva l to Cons truct ("ATC") or a  le tte r
tha t a n ATC is  not re quire d from ADEQ for the  inte rconne ction of the  S ilve r La ke  a nd
Bourdon Ranch systems.

The  Compa ny ha s  a  curta ilme nt pla n ta riff tha t be ca me  e ffe ctive  on Nove mbe r 20, 2002,
pe r Decis ion No.65416.

The  Company has  an approved backflow prevention ta riff tha t became e ffective  on January
27, 2003, per Decis ion No.65549.

2.

4.

3.

6.

5.

1.

7.

9.

8.

A Fina ncing Applica tion for the  propos e d P ha s e  1 improve me nts  a nd e s tima te d cos ts
appea r to be  reasonable  and appropria te . However, approva l of this  Financing Applica tion
does  not imply any pa rticula r future  trea tment for ra te . No "used and use ful" de tennina tion
of the  proposed plant was  made , and no conclus ions  should be  infe rred for ra te  making or
rate base purposes.
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R E C O MME NDATIO NS

The  S ilve r La ke  wa te r s ys te m ha s  wa te r los s  of 14 .5%. S ta ff re comme nds  tha t the
Company continue  to monitor its  sys tem and, in compliance  with Decis ion No.66175 da ted
August 13, 2003, annua lly report to the  ACC the  number of me te rs  replaced and the  wa te r
los s  da ta  including qua ntity of wa te r pumpe d, ga llons  sold a nd wa te r los s  pe rce nta ge  for
e a ch month. The  Compa ny sha ll file  its  firs t re port with Docke t Control, a s  a  complia nce
ite m in this  docke t. within s ix month of the  e ffe ctive  da te  of the  de cis ion in this  ca se . The
Company sha ll reduce  its  water loss  to 10% or less  by December 31, 2009

Sta ff recommends  tha t any decis ion granting the  new ra te s  and cha rges  in this  proceeding
should not be come  e ffe ctive  until the  Compa ny file  with Docke t Control, a s  a  complia nce
ite m in this  docke t, a  copy of the  ADEQ Approva l to Cons truct ("ATC") or a  le tte r tha t a n
ATC is  not re quire d from ADEQ for the  inte rconne ction of the  S ilve r La ke  a nd Bourdon
Ranch systems, as  ordered in Decision No. 69391 da ted March 22, 2007

S ta ff re comme nds  tha t in complia nce  with De cis ion No.69391 da te d Ma rch 22, 2007, the
Company file , by June  1, 2008, with Docke t Control, a s  a  compliance  item in this  docke t, a
copy of the  ADEQ Approva l of Cons truction ("AOC") for the  inte rconne ction of the  S ilve r
Lake and Bourdon Ranch systems

S ta ff re comme nds  its  e s tima te d a nnua l wa te r te s ting e xpe ns e  of $1,821 be  us e d for
purposes  of se tting ra tes  in this  proceeding

S ta ff re comme nds  tha t the  Compa ny continue  us ing de pre cia tion ra te s  by individua l
NARUC ca tegory a s  de linea ted in Exhibit 3

The  Compa ny ha s  propos e d to re duce  its  5/8 X 3/4 me te r a nd s e rvice  line  ins ta lla tion
charge  to $0.00. All othe r charges  would remain the  same . S ta ff separa ted se rvice  line  and
mete r ins ta lla tion cha rges  and recommends  tha t cha rges  lis ted in the  right-hand column in
Ta ble  'C' be  a dopte d (S e e  S e ction K .-- S e rvice  Line  a nd Me te r Ins ta lla tion Cha rge s  for
furthe r discuss ion)

S ta ff re comme nds  Commis s ion  a pprova l o f the  Fina ncing  Applica tion  fo r P ha s e  1
improve me nts  be  conditiona l on the  Compa ny filing with Docke t Control, a s  a  complia nce
ite m in this  docke t, a  copy of the  ADEQ ATC for the  propos e d s tora ge  ta nk by J une  l

INTR O DUC TIO N AND LO C ATIO N O F  C O MP ANY

4.

2.

5.

6.

On Augus t 31, 2006 WATCO, Inc. ("WATCO" or "Compa ny") file d a  ra te  a pplica tion with the
Arizona  Corpora tion Commiss ion ("ACC" or "Commiss ion"). WATCO cons is ts  of two se pa ra te
wa te r sys tems: S ilve r Lake  and Bourdon Ranch. The  Company's C C &N covers  an a rea  roughly
3.1 squa re  mile s  in s ize  a nd is  loca te d a bout 6 mile s  northe a s t of S how Low. The  S ilve r La ke

1 .

7.



S ilve r La ke Bourdon Ranch
ADWR ID No. 55-603156 55-506606
Caslng Size 8 inch 6 inch

Casing Depth 538 ft 440 fee t
0P ump T e Submers ible Submersible

Pump Size 10 Hp 5 Hp,
P ump Yie ld 58 ga llon pe r minute  (GPM) 31 GP M
Storage 100,000 ga llons 25,000 ga llons
Booster Pumps Four 2 HP, two m genes Two 2 HP
Pressure Tanks One 10,000 ga llons One 3,000 ga llons
Fire  Hydrants  (s tandard) One N/A
Structures 23'x 20 ' building 12'x 30' building

Other Fe ncing N/A
Dis tribution Ma ins

S ize  in inche s ) Ma te rla l Le ngth (in fe e t) Le ngth (in fe e t)
4 AC/P VC 33,872
6 P VC 4,286 4,480

Me te rs
S ize  (in inches) 5/8 x 3/4 5/8 X 3/4

Qua ntity 258 29
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system serves approximate ly 258 customers in section 35, and the  Bourdon Ranch system serves
approxima te ly 29 cus tomers  in section 25. The  wa te r sys tems  a re  not currently inte rconnected.
Exhibit l de scribes  the  ce rtifica ted a rea  of the  wa te r company within Nava jo County.

B. DE S CRIP TION OF THE  WATE R S YS TE MS

The  plant facilitie s  were  vis ited on December 7, 2006, by Ka tlin S tukov in the  accompaniment of
Thomas Graph, the  Company's  representa tive .

The  two s ys te ms  follow typica l configura tions  found in s ma ll wa te r s ys te ms . Ea ch sys te m
cons is ts  of a  we ll, which pumps  into a  s torage  tank, followed by boos te r pumps  and a  pre ssure
tank. Exhibit 2 provides  a  process  schematic for the  wa te r sys tem.

Table  'A' be low shows the  plant facilitie s  summary (a s  reported by the  Company).

Ta ble  A. We ll Da ta  &P la nt S umma ly

c. ARS E NIC

The  U.S . Environmenta l Protection Agency has  reduced the  a rsenic maximum contaminant leve l
("MCL") in drinking wa te r from 50 pa rts  pe r billion ("ppb") to 10 ppb.
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The  Company reported a rsenic concentra tions  le ss  than 1 ppb for the  S ilve r Lake  well and 2 ppb
for the  Bourdon Ranch we ll. Based on this  da ta , both wa te r sys tems  a re  in compliance  with the
ne w a rse nic MCL.

D. ADE Q  C G MP LIANC E

The  ADEQ has  de te rmined tha t both wa te r sys tems (the  Bourdon Ranch Esta tes  PWS # 09-027
& the  S ilve r La ke  P WS  #  09 -049) a re  in  fu ll complia nce  with  ADEQ re qu ire me n ts  a nd
de live ring wa te r tha t me e ts  wa te r qua lity s ta nda rds  re quire d by Arizona  Adminis tra tive  Code ,
Title  18, Chapte r 4.

E. AC C  C O MP LIANC E

A check with the  Utilitie s  Divis ion Compliance  Section showed tha t the re  is  one  de linquency for
the  Compa ny. As  pa rt of De cis ion No. 69391 the  Commis s ion orde re d the  following: tha t
Wa tco file , by Augus t l, 2007, with the  Commis s ion's  Docke t Control, a s  a  complia nce  in this
docke t, a  copy of the  ADEQ Approva l to  Cons truct ("ATC") or a  le tte r tha t a n  ATC is  not
required from ADEQ for the  inte rconnection of the  S ilve r Lake  and Bourdon Ranch sys tems.

On Augus t 28, 2007 the  Company ha s  informed S ta ff tha t its  Enginee r is  prepa ring a  filing with
ADEQ to obta in the  ATC it ne e ds  to comply with De cis ion No. 69391. S ta ff be lie ve s  tha t the
Company should have  taken action sooner to obta in the  ATC from ADEQ.

F . ADWR  C O MP LIANC E

The  Compa ny is  not within a n Active  Ma na ge me nt Are a , a nd cons e que ntly is  not s ubje ct to
ADWR reporting and conserva tion requirements .

G. WATE R  TE S TING EXP ENS E

The  Compa ny is  s ubje ct to  ma nda tory pa rticipa tion in the  Monitoring As s is ta nce  P rogra m
("MAP "). P a rticipa tion in the  MAP  progra m is  ma nda tory for wa te r s ys te ms , which s e rve  le s s
than 10,000 persons (approximate ly 3,300 service  connections).

For the  Test Year ended December 31, 2005, the  Company reported its  wa te r te s ting expense  a t
$302 for both sys te ms  (e xcluding $1,223 in MAP fe e s ). S ta ff ha s  e s tima te d te s ting e xpe nse  a t
$1,821 tota l for both sys te ms  including $1,223 in MAP  fe e s  ($l,222 for the  S ilve r La ke  sys te m
and $599 for the  Bourbon Ranch system).

1 Per ACC Compliance s ta tus  check dated August 28, 2007.



Bourdon
Ranch
Annua l
Cost

$204

MAP

MAP

$20

MAP

$1,222
I

Monitoring Cost per
test

No. of
tests per
year for

each
system

Silver Lake
Annua l
Cos t

$204Tota l coliform - monthly $17 12 $204

MAP MAP MAP MAPInorganics .- P riority Pollutants

MAP MAP MAP MAPRadoochemical - per 4 years
i

Phase  II and V:

$20Nitra te  .-- annua l $20 1 $20

MAP MAP MAP MAPNitrite  - once  pe r pe riod

$50

$599

MAP

*$325

Asbestos - per 9 years MAP MAP MAP

MAP  - IO n s ,  S O Cs ,  & VO Cs MAP MAP *$898

Lead & Copper -- pe r 3 years $30
10/3- yrs
&
5/3-yrs .

$100

Tota l

e
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Ta ble  'B' be low s hows  S ta ffs  a nnua l monitoring  e xpe ns e  e s tima te  for e a ch  s ys te m with
pa rticipa tion in the  MAP .

Ta ble  B. Wa te r Te s ting Cos t

*Note: ADEQ - MAP invoices for the 2006 Calendar Year are $898 & $325.

H . W A T E R US E

Wa te r S old

Ba se d on the  informa tion provide d by the  Compa ny, wa te r use  for the  ye a r 2005 is  pre se nte d
be low. For S ilve r La ke , the  high wa te r use  wa s  276 ga llons  pe r da y ("GP D") pe r conne ction in
Augus t, a nd the  low wa te r use  wa s  105 GP D pe r conne ction in April. The  a ve ra ge  a nnua l use
wa s  161 GP D pe r corre ction . For Bourdon Ra nch, the  high wa te r us e  wa s  346 GP D pe r
connection in August, and the  low wa te r use  was  118 GPD per connection in April. The  ave rage
annual use  was 187 GPD per connection.
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Jan 'GS

Silve r Lake  Wate r Use

8

Feb Aug

Bourdon Ranch Water Use
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Non-account Wate r

Non-a ccount wa te r should be  10% or le s s . It is  importa nt to be  a ble  to re concile  the  diffe re nce
be twe e n wa te r sold a nd the  wa te r produce d by the  source . A wa te r ba la nce  will a llow a  wa te r
company to identify wa te r and revenue  losse s  due  to le akage , the ft, and flushing. Non-account
wa te r for the  Compa ny wa s  ca lcula te d to be  l4.5% a t S ilve r La ke  a nd 4.8% a t Bourdon Ra nch
during 2005. If sys te ms  a re  cons ide re d a s  inte rconne cte d, the  combine d sys te m would ha ve  a
wa te r los s  of l3.5%.

The  Compa ny be lie ve s  tha t much of the  wa te r los s  a t the  S ilve r La ke  is  a ttributa ble  to a ging
wate r mete rs  and approximate ly 60 fee t of wa te r line  tha t conta ined three  leaks . According to the
Company, this  wa te r line  was  replaced in Februa ry of 2006. The  Company plans  continua tion of
an ongoing water meter replacement program.2

S ta ff re comme nds  tha t the  Compa ny continue  to monitor its  s ys te m a nd, in complia nce  with
De cis ion No.66175 da te d Augus t 13, 2003, a nnua lly re port to the  Commis s ion the  numbe r of
mete rs  replaced and the  annua l wa te r loss  da ta  including quantity of wa te r pumped, ga llons  sold
and wa te r loss  pe rcentage  for each month. The  wa te r loss  reports  sha ll continue  until the  wa te r
loss  is  le ss  than 10%. The  Company sha ll reduce  its  wa te r loss  to 10% or le ss  by December 31,
2009.

Exis ting Sys tems  Ana lys is

1. Bourdon Ra nch S ys te m.

The  s ys te m's  curre nt we ll ca pa city of 31 GP M a nd s tora ge  ca pa city of 25,000 ga llons  could
a de qua te ly s e rve  a pproxima te ly 43 conne ctions . S ta ff conclude s  tha t the  e xis ting sys te m ha s
adequate  production and storage capacity to serve  the  existing 29 connections.

2. S ilve r La ke s  S ys te m

The  sys te m's  curre nt we ll ca pa city of 58 GP M a nd s tora ge  ca pa city of 100,000 ga llons  could
adequa te ly se rve  approximate ly 242 connections . S ta ff concludes  tha t this  sys tem has  adequa te
storage  but lacks adequate  well production capacity to serve  the  existing 258 connections.

3. P ropose d inte rconne ction of the  two sys te ms .

The  Company is  in process  of obta ining a  loan to finance  the  cons truction of the  inte rconnection
of the  S ilve r La ke  a nd Bourdon Ra nch sys te ms , in complia nce  with De cis ion No.68657 da te d
April 12, 2006. S ta ff conclude s  tha t if the se  two sys te ms  a re  inte rconne cte d, the  combine d
system's production and storage capacity could adequate ly serve the  existing customer base  and a
reasonable  leve l of growth.

2 See Section 'L' (Financing) in this  report for more deta ils .
3 See Sections  'E' (ACC Compliance) and 'L' (Financing) in this  report for more deta ils .
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1. G R O WT H

Ba se d on cus tome r da ta  obta ine d from the  Compa ny's  Annua l Re ports , it is  proje cte d tha t the
Company could have  ove r 330 cus tomers  by 2010. The  figure  be low depicts  actua l growth from
2000 to 2005 a nd proje cts  a n e s tima te d growth for the  ne xt five  ye a rs  us ing line a r re gre s s ion
analysis .

368

325
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J . DEPRECIATION RATES

The Company has been using Staffs recommended depreciation rates per National Association
of Regulatory Utility Commissioners ("NARUC") plant category. These rates are presented in
Exhibit 3 and it is recommended that the Company continue using these depreciation rates by
individual NARUC category.

K. OTHER ISSUES

1. Se rvice  Line  and Me te r Ins ta lla tion Cha rges

The Company has proposed to reduce its 5 8 x 3 4 meter and service line installation charge to
$0.00. All other charges would remain the same. The Company has told Staff that it would
prefer not to charge for the 5 8 meter because the administrative cost of refunding outweighs any
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Meter S ize
Company

Current Charges
Company

Proposed Charges Servlce  Line
Charge

Mete r Charge

Staff' s Recommendations

5/8 x 3/4-inch

3/4-meh

$290 $0 $0 $0 $0

$320 $320 $220 $100 $320

l -Inch $370 $370 $245 $125 $370

1-1/2-meh $545 $545 $275 $270 $545

2-mch $750 $750 $300 $450 $750

3-inch $980 $980 $340 $640 $980

4-lnch $1,820 $1,820 $600 $1,220 $1,820 I

6-inch $3,920 $3,920 $1,060 $2,860 $3,920
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be ne fit e s pe c ia lly for the  s ta nda rd  m e te r.  The  Com pa ny's  e xis ting  cha rge s  for the  la rge r s ize
m e te rs  a re  s ubs ta ntia lly be low wha t is  typica lly cha rge d but the  Com pa ny be lie ve s  the  a m ounts
will be  s uffic ie nt to cove r m a te ria l cos ts  a nd the  Com pa ny will provide  the  la bor. The s e  cha rge s
a re  re funda ble  a dva nce s . The  Compa ny would like  to ke e p ye a rly re funds  to a  minimum which it
be lie ve s  will cre a te  le s s  of a  fina ncia l burde n for it. S ta ff s e pa ra te d se rvice  line  a nd me te r cha rge s
a nd re comme nds  tha t cha rge s  lis te d be low in the  right-ha nd column in Ta ble  'C' be  a dopte d.

Table  C. Service  Line  and Mete r Ins ta lla tion Charges

2 .  Curta ilm e n t P la n  Ta riff

The  Com pa ny ha s  a n a pprove d curta ilm e nt ta riff tha t be ca m e  e ffe c tive  on Nove m be r 20, 2002,
pe r De cis ion No.65416.

3 .  Ba c kflow P re ve n tion  Ta riff

The  Com pa ny ha s  a n a pprove d ba ckflow pre ve ntion ta riff tha t be ca m e  e ffe ctive  on J a nua ry 27,
2003, pe r De cis ion No.65549. f

L. FINANCING

O n  Ma y 3 0 ,  2 0 0 6 ,  WATCO  file d  a  fin a n c in g  a p p lica tio n  with  ACC. As  p a rt o f th is  fin a n c in g
a pplica tion, the  Compa ny s ubmitte d a  De s ign Re port ("the  Re port") pre pa re d by Ma rk Fle e twood,
profe s s iona l e ngine e r. Th e  Re p o rt o u tlin e d  th e  p ro p o s e d  imp ro ve me n ts  wh ich  in c lu d e  th e
inte rconne ction of the  S ilve r La ke  a nd Bourdon Ra nch s ys te ms , the  comple tion of a  wa te r me te r
replacement program, the  replacement of an old 100,000 ga llon s torage  tank which is  in need of ma jor
re pa irs  a nd the  a ddition of fire  prote ction ca pa citie s . The  a ddition  of fire  pro te ction  will re quire
ins ta lla tion of a  la rge r s tora ge  ta nk (loca te d on a  high point ne a r both s ubdivis ions ), a  wa te r line
conne cting the  ne w ta nk to e xis ting dis tribution sys te m (a  tie  line ), fire  hydra nts  a nd upgra de s  to the
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e xis ting dis tribution sys te m. The  Re port, a lso, indica te s  tha t in the  future , if the  e xis ting we lls  ca nnot
produce  required flows , anothe r we ll will need to be  drilled.

Sizing of the  proposed storage  tank

The  ADEQ drinking wa te r rule s  re quire  a t le a s t one  da y's  s tora ge  ba se d on the  a ve ra ge  da ily de ma nd
during the  pe a k month of the  ye a r. The  Compa ny indica te d tha t e xtra  s tora ge  will provide  s ufficie nt
time  to re spond should a  ma jor outa ge  occur (such a s , a  we ll pump re pla ce me nt, which ha s  typica lly
ta ke n 2-3 da ys ). The  Compa ny propos e d to ins ta ll a  500,000 ga llon s tora ge  ta nk. This  will provide
sufficient s torage  capacity for a  pump outage  and fire  flow capacity.

Phas ing of cons truction

The  Company is  planning to construct the  proposed improvements  in the  following two phases:

Phase  1 (proposed) will include  pe rmanent inte rconnection of the  S ilve r Lake  and Bourdon Ranch wate r
sys te ms , ins ta lla tion of a  500,000 ga llons  s tora ge  a nd tie  line , a nd comple tion of a  me te r re pla ce me nt
progra m.

P ha s e  2 (future ) will include  a n upgra de  of wa te r dis tribution line s  a nd ins ta lla tion of fire  hydra nts  to
facilita te  fire  flow throughout the  Company's  se rvice area.

Cost Associa ted with Phase  1

The  Compa ny's  fina ncing a pplica tion is  re que s ting a pprova l for a  Wa te r Infra s tructure  Fina nce
Authority ("WlFA") loa n in the  a mount of $600,000. This  WIFA loa n will be  s upple me nte d with In-
Hous e  funds  to  cove r the  e s tima te d cos t of the  propos e d P ha s e  l improve me nts  which will to ta l
$876,590. S ta ff concludes  tha t the  proposed Phase  1 improvements  and e s tima ted cos ts  appea r to be
reasonable  and appropria te . Howe ve r, a pprova l of this  Fina ncing Applica tion doe s  not imply a ny
pa rticula r future  trea tment for ra te  base . No "used and use ful" de te rmina tion of the  proposed plant was
made, and no conclusions should be  inferred for ra te  making or ra te  base  purposes.
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EXHIBIT 2

WATCO, Inc.
Process Schematics

>
me te r

- >

100,000 gallon
storage tank

27 ft D, 24 ft H

»o
>

Q

>

1 I
2  HP  typ lc a l two boos te r
pumps  in  ge ne s  with  two ge ne s
s e ts  in pa ra lle l4

Hydrant for
pumper sTuck

4

W e ll #  55-603156
10 Hp s ubmers ible ,

s ingle  Q
58 ga l m in

258 customers

4
10,000 gallon
pressure tank
8 ft D, 30 ft L

Silver Lake Estates System PWS ID 09-027

25,000 gallon
storage tank

14 ft D, 24 ft H
3,000 gallon
pressure tank
5 ft D, 20 ft L

>
>

>

me te r LD
I I >

2 Hp booster pump, 2 each 29 customers

Well # 55-506606
5 Hp submersible,

single <1>
31 ga l m in

r

Bourdon Ranch System PWS ID 09-049

i



NARUC
Account No.

De pre cia ble  P la nt
Ave ra ge
S e rvlce  Life
(Ye a rs )

Annua l
Accrua l Ra te

(% )
Structures  & Improvements 30 3.33

Colle cting & Impounding Re se rvolrs 40 2.50

La ke , Rive r, Ca na l Inta ke s 40 2.50

We lls  & S prings 30 3.33

Infiltra tion Ga lle rie s 15 6.67

320

320.1

331

305

306

307

308

309

310

311

304

2.00

3.33
I
I20.0

3.33

8.33

2,00

6.67

6.67

Raw Wate r Supply Ma lns 50

Power Genera tion Equlpment 20

Pumping Equlpment 8

Water Trea tment Equlpment
Water Treatment Plants 30

Solution Chemica l Feeders 5

Dis tribution Re s e rvoirs  & S ta ndpipe s

S tora ge  Ta nks 45

P re ssure  Ta nks 20

Tra nsmls s lon & Dis tribution Ma lns 50

5.00

12.5

..§8T"§320

320.1

320.2

330

330.1

330.2

Se*. .

L
s

2.22

5.00

2.00

I 333 30 3.33

2,00

6.67

334

345

346

Me te rs 12

Hydra nts 50

Ba ckflow P re ve ntion De vlce s 15

Othe r P la nt & Misc Equipme nt 15

Office  Furniture  & Equlpme nt 15

Compute rs  & Software 5

Transporta tion Equipment 5

Stores Equipment 25

Tools , Shop & Garage  Equipment 20

Labora tory Equlpment 10

Power Opera ted Equlpment 20

335

336

339

340

340.1

341

342

343

344

6.67

6.67

20.00

20.00

4.00

5.00

10.00

5.00345

346

347

348

Communica tion Equlpment 10 10.00

Misce llaneous  Equipment 10 10.00

Othe r Ta ngible  P la nt

WATCO, INC.
Docke t Nos . W-20475A-06-0357 e t a l
Page 13

EXHIBIT 3
TYPICAL DEPRECIATION RATES FOR WATER COMPANIES

NOTES :
1 . These depreciation rates represent average expected rates. Water companies may experience

different ra tes due to variations in construction, environment, or the physical and chemical
characteristics of the water.

2. Acct. 348, Other Tangible Plant may vary from 5% to 50%. The depreciation rate would be set in
accordance with the specific capital items in this account.


