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MEMORANDUM SQ

TO: Docket Control

FROM: Ernest G. Johnson
Director
Utilities Division ORIGINAL

DATE : November 9, 2007

STAFF REPORT FOR WILHOIT WATER COMPANY, INC. -- BLUE HILLS
no. 3's APPLICATION FOR A PERMANENT RATE INCREASE (DOCKET
NO. W-02065A-07-0313)

Atta che d is the  S ta ff Re port for Wilhoit Wa te r Compa ny, Inc .  -. - Blue  Hills  No. 3 's
a pplica tion for a  pe rma ne nt ra te  incre a s e . S ta ff re comme nds  a pprova l of the  ra te  incre a s e
a pplica tion us ing S ta ffs  re comme nde d ra te s  a nd cha rge s . S ta ff a ls o recommends  an a rs enic
re me dia l s urcha rge  me cha nis m to a ddre s s  the  re mova l of a rs e nic from the  Compa ny's  wa te r
s upply.

Any party who wishes may tile comments to the Staff Report with the Commission's
Docket Control by 4:00 p.m. on or before November 19, 2007.
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Originator: Derek R. Eaddy
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Authorized Representa tive
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EXECUTIVE SUMMARY
WILHCIT WATER COMPANY, INC. _ BLUE HILLS NO. 3

DOCKET NO. W-02065A-07-0313

Wilhoit Water Company, Inc. ("Wilhoit") is engaged in the business of providing potable
water service to customers in Yavapai County. Wilhoit is composed of three independent water
systems.  The Blue Hills water  system is located in the town of Dewey in Yavapai County,
Ar izona  providing service to a  cer t if ica ted a rea  of 1/32 square miles  or  20 acres . The
Thunderbird Meadows water system is located in Wilhoit,  Arizona, and the Yavapai Estates
system is located in Chino Valley, Arizona. The three Wilhoit water systems along with the
Dells Water Company ("Dells") are all managed by the same parent company which is Glenarm
Land Company.

Utilities Division Staff ("Staff') recommendations will only be presented for the Blue
Hills Water System ("Blue Hills" or "Company") in this Report. Please see Staff's separately
filed Reports for  the other two Wilhoit systems and Dells. Blue Hills provides services to
approximately 64 customers and its current rates were effective January l, 1993, per Arizona
Corporation Commission Decision No. 58102.

The Company proposes total operating revenue of $31,4031, an increase of $13,945, or
79.88 percent over test year revenue of $17,458. Staff recommends total operating revenue of
$26,242, an increase of $5,292, or 25.26 percent over the Staff-adjusted test year revenue of
$20,950. The Company's proposed revenues result in an operating income of $3,308. Staff
recommended revenues would result in an operating income of $3,968.

The Company has proposed an or iginal cost  ra te base ("0CRB") of $1,250,  and an
operating margin of 10.53 percent. The Company claims that its proposed rate increase is
necessary at this time to help pay for system maintenance as well as a modest return on the
Company's investment. The Company's proposed rates would increase the typical residential
bill with a median usage of 3,404 gallons from $18.04 to $32.64 for an increase of $14.60 or
80.9 percent.

Staff has recommended an OCRB of $5,108, and an operating margin of 15.12 percent.
Staff' s recommended rates would increase the typical residential bill with a median usage of
3,404 gallons from $18.04 to $22.82, an increase of$4.78 or 26.5 percent.

Blue Hills is not in compliance with Decision No. 58102, dated December 9, 1992, in
which it was ordered to make arrangements with the appropriate taxing authorities to repay all
accrued property taxes. Staff recommends that rates authorized in this case not become effective
until the month subsequent to the Company filing in this docket a finalized plan (agreement with
the Yavapai County Treasurer's Office) for payment of all of its delinquent property taxes owed
on its utility property in Yavapai County.

1 The Company reques ted tota l opera ting revenue of $31,403 on page 6 of the applica tion. However, the Colnpany's
proposed ra tes  would actually produce $33,941 in revenues .
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Curre ntly the  Compa ny is  not de live ring  wa te r tha t me e ts  the  U.S . Environme nta l
P rote ction Age ncy a rs e nic s ta nda rds . Th e  Co mp a n y will n e e d  to  p ro cu re  fu n d s  fo r th e
engineering, construction, and ins ta lla tion of an a rsenic trea tment system. Because  the  Company
la cks  the  funds  to purcha se  a n a rse nic tre a tme nt sys te m, S ta ff ha s  re comme nde d a n a rse nic
remedia l surcha rge  mechanism tha t will e s tablish the  me thodology and conditions  for se tting an
arsenic surcharge  to provide  such funds.
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Wilhoit Wa te r Compa ny, Inc. - Blue  Hills  No. 3
Docke t No. W-02065A-07-0313
P a ge  l

Fact sheet

Type of 0wnershq1: Arizona  "C" Corpora tion.

Lo ca tio n : The  Com pa ny s e rve s  wa te r cus tom e rs  in  the  town of De we y in Ya va pa i County,
Arizona .

Ac tive  Ma na ge me nt Are a : The  Company is  loca ted in the  Prescott Active  Management Area .

Ra te s : P e rm a ne nt ra te  incre a s e  a pplica tion file d:
s ufficient on September 10, 2007.

Ma y 21, 2007. The  a pplica tion be ca me

Current Rates: Decis ion No. 58102, December 9, 1992, with ra te s  e ffective  J anua ry 1, 1993 .

P r io r  Te s t  Ye a r: December 31, 1990.

Current Test Year Ended: December 31, 2006.

Me te re d  Ra te s :

Compa ny
Curre nt
Ra tes

Compa ny
Propos ed
Ra tes

S ta ff
Recommended
Rates

Monthly Minimum Cha rge
5/8 X % -- inch meter
% -- inch meter
1 - inch me te r
1 ... % - inch meter
2 - inch me te r
3 - inch me te r
4 - inch me te r
5 -.- inch meter
6 - inch me te r

35 8.00
$ 8.00
$ 18.00
$ 40.00
$ 64.00
$120.00
$200.00
$300.00
$400.00

s
ET
s
$
$
$
$
s
$

10.00
10.00
22.50
50.00
80.00

150.00
250.00
375.00
500.00

SS
s
$
S
s
s
S
$
$

12.00
12.00
30.00
60.00
96.00

192.00
300.00
450.00
600.00

Ga llons  in m inimum 0 0 0

Tie r One  from 1 ga llon to 6,000 ga llons
Tie r Two a ll ga llons  ove r 6,000

$2.95
$3.78

$6.65
$9.30

Tie r One  from 1 ga llon to 3,000 ga llons
Tie r Two from 3,001 ga llons  to 10,000 ga llons
Tie r Thre e  a ll ga llons  ove r 10,000

$3.00
$4.50
$5.40
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Fact Sheet (Continued)

Company
Current
Rates

Company
Proposed
Rates

S ta ff
Recommended
Rates

Typical residential bill:

Average  use  (4,639 ga llons) $21.68 $40.85 $28.37

Median use  (3,404 ga llons) $18.04 $32.64 $82.82

Customers:

Number of cus tomers  in prior te s t year (12/31/99) : 46

Average  Number of customers  in the  current tes t year (12/31/05): 64

Current test year customers by meter s ize :

5/8 X 3/4 - inch
3/4 - inch

1 - inch
1 1/2 -- inch

2 -. inch
4 - inch
6 -.- inch

64
0
0
0
0
0
0

S e a s ona l cus tome rs : N/A

No tyieations:

An a ffidavit of ma iling of the  cus tomer notifica tion was  docke ted on June  19, 2007.

Number of opinions  filed aga ins t the  ra te  increase  applica tion:

Number of customer compla ints  filed aga inst the  Company from January 1, 2004 to present:

Percentage of complaints to customer base: 7.81 percent (5 / 64).

A11 complaints have been resolved and closed.

0.

5.
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S umma ry o f Filing

The  te s t ye a r re s ults  a s  a djus te d by Utilitie s  Divis ion S ta ff ("S ta ff"), for Wilhoit Wa te r
Compa ny, Inc. - Blue  Hills  No. 3 ("Blue  Hills " or "Compa ny") re fle ct tota l ope ra ting re ve nue  of
$20,950 a nd a n ope ra ting los s  of $324 for no ope ra ting ma rgin a s  shown on S che dule  DRE-l,
The  origina l cos t ra te  base  ("OCRB") as  adjus ted by S ta ff is  $5,108.

Blue  Hills ' propos e d ra te s , a s  re que s te d, would produce  tota l ope ra ting re ve nue  of
$31,409 a nd ope ra ting income  of $3,308, or a  10.53 pe rce nt ope ra ting ma rgin. The  Compa ny
proposed OCRB is  $1,250. The  Company's  proposed ra te s  would increase  the  typica l re s identia l
bill,3 with a  median usage  of 3,404 ga llons , from $18.04 to $32.64 for an increa se  of $14.60, or
80.9 percent as  shown on Schedule  DRE-5.

S ta ff re comme nds  ra te s  tha t would produce  tota l ope ra ting re ve nue  of $26,242 a nd
ope ra ting income  of $3,968, or a  15.12 pe rce nt ope ra ting ma rgin. S ta ff re comme nds  a n OCRB
of $5,108. S ta tle r's  re comme nde d ra te s  would incre a se  the  typica l re s ide ntia l bill with a  me dia n
usage  of 3,404 ga llons , from $18.04 to $22.82 for an increase  of $4.78 or 26.5 pe rcent a s  shown
on Schedule  DRE-5 .

The  Company is  seeking a  ra te  increase  in order to acquire  funds to a id in maintenance  of
its  e xis ting s ys te m. The  Compa ny is  a ls o s e e king a  mode s t re turn on its  inve s tme nt. The
Company sta tes  in its  applica tion tha t it has  not had a  ra te  adjustment s ince  1992 and the  costs  to
opera te  the  wa te r company have  increased with infla tion in the  inte rim.

Blue  Hills  is  loca te d in the  town of De we y in Ya va pa i County, Arizona  a nd cove rs  a
certifica ted a rea  of approximate ly 1/32 square-miles  or 20 acres .

During the  te s t yea r ended December 3 l, 2006, Blue  Hills  provided potable  wa te r se rvice
to a  tota l of 64 me te re d cus tome rs . All of the  me te re d cus tome rs  in the  te s t ye a r we re  s e rve d
with 5/8 X 3/4-inch meters . The  Company a lso opera tes  a  coin-opera ted s tandpipe .

The  Company's  wa te r currently does  not mee t the  Arizona  Department of Environmenta l
Qua lity's  ("ADEQ") a rs e nic s ta nda rds . The  Compa ny is  s e e king bids  for the  purcha s e  of a n
arsenic trea tment system to address the  problem.

The  Company utilized a  te s t yea r ending December 31, 2006. The  Company is  regis te red
a s  a n  Arizona  "C" corpora tion  with  the  Corpora tions  Divis ion  of the  Arizona  Corpora tion
Commis s ion ("Commis s ion").

2 The Company reques ted tota l opera ting revenue of $31,403 on page 6 of the applica tion. However, the Company's
proposed ra tes  would actua lly produce $33,941 in revenues .
3 5/8 x 3/4 -inch meter.
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Company Background

Blue  Hills  is  a  public utility corpora tion s ubje ct to the  juris diction of the  Commis s ion.
Blue  Hills  wa s  gra nte d a  Ce rtifica te  of Conve nie nce  a nd Ne ce s s ity ("CC&N") in De cis ion No.
39691, e ffective  October 24, 1968.

The  Wilhoit Wate r Company, Inc. ("Wilhoit") is  composed of three  independent sys tems .
Wilhoit is  comprise d of the  Blue  Hills  sys te m, the  Thunde rbird Me a dows  ("Thunde rbird") wa te r
sys te m loca te d in Wilhoit, Arizona , a nd the  Ya va pa i Mobile  Home  Es ta te s  ("Ya va pa i") sys te m
loca te d in Chino Va lle y, Arizona . The  thre e  Wilhoit wa te r s ys te ms  a long with the  De lls  Wa te r
Compa ny ("De lls ") a re  a ll ma na ge d by the  s a me  pa re nt compa ny which is  Gle na rm La nd
Compa ny ("Gle na rm").

The current ra tes  have  been in effect s ince  January 1, 1993 per Decision No. 58102.

The  Compa ny ha s  no  a dva nce s  in  a id  o f cons truc tion  o r con tribu tions  in  a id  o f
cons truction.

The  Compa ny is  loca te d in the  P re scott Active  Ma na ge me nt Are a . S ince  the  Compa ny
use s  le s s  tha n 250 a cre -fe e t of wa te r pe r ye a r, it is  cons ide re d a  sma ll provide r by the  Arizona
De pa rtme nt of Wa te r Re s ource s  a nd is  not s ubje ct to the  ga llons  pe r ca pita  pe r da y limit a nd
conse rva tion rules . The  Company is  only required to monitor and report wa te r use .

On May 21 , 2007, Blue  Hills  tiled this  applica tion for a  pe rmanent ra te  increase .

Consumer Services

A review of the  Consumer Se rvice s  Section da tabase  from Janua ry l, 2004, through Octobe r 1,
2007, revea led tha t the re  were  no opinions  filed oppos ing the  ra te  increase  reques t. The  review
re ve a le d tha t in 2004 the re  wa s  one  compla int a bout the  qua lity of s e rvice  a nd no opinions  or
inquirie s . In 2005, the re  we re  four compla ints  (thre e  qua lity of s e rvice , one  billing) a nd no
opinions  or inquirie s . Fina lly, from 2006 to pre sent, the re  have  been no compla ints , inquirie s , or
opinions . All compla ints  have  been re solved and closed.

Compliance

S ta ff' s  re vie w of the  De cis ion No. 58102 a nd re la te d S ta ff me mora ndums  re ve a le d
se ve ra l a re a s  of non-complia nce  with pre vious  Commiss ion Orde rs . A discuss ion of e a ch non-
compliance  issue  is  presented be low:
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Sale of Assets and Cancellation of a Portion of the Wilhoit Certificate of Convenience and
Necessity (sccc&naa) Docket No. W-02056A-03~0490

On J uly 16, 2003, in Docke t No. W-02056A_03-0490, Wilhoit file d a n a pplica tion for
approva l of the  sa le  of tha t portion of its  asse ts  used to se rve  the  Glenann Farms water system to
the  City of Avonda le  a nd  to  ca nce l tha t portion  of its  CC&N. The  a sse ts  re que s te d to be
tra ns fe rre d we re  e ncumbe re d by Ma ricopa  County ta x lie ns  a t the  time  tota ling a pproxima te ly
$215,000.

Th e  a p p lica tio n  in d ica te d  th a t th e  s a le  wa s  b e in g  e n te re d  in to  u n d e r th re a t o f
condemnation. A S ta ff Report filed October 6, 2003, recommended approva l of the  sa le  and tha t
the  Commiss ion orde r Wilhoit to file  e vide nce  tha t the  S ta te  of Arizona  would be  pa id a mounts
to sa tis fy the  outs tanding persona l property tax obliga tion before  the  close  of escrow.

The  City of Avonda le  a rgued tha t the  de linquent tax would be  extinguished upon the  sa le
to  the  City of Avonda le  in  its  ca pa city a s  a  s ubdivis ion of the  s ta te . S ta ffs  clos ing brie f,
howe ve r, indica te d tha t citie s  a re  re quire d to pa y de linque nt prope rty ta xe s  a tta che d to the
prope rty the y a cquire . At the  time  of the  he a ring On the  ma tte r, the  City of Avonda le  wa s  on
record as  a lready providing service  to the  customers  in the  Glenarm Farms area .

Fo llo win g  a  h e a rin g ,  a  P ro p o s e d  Ord e r wa s  is s u e d  o n  J a n u a ry 7 ,  2 0 0 4 ,  wh ich
recommended approva l of the  sa le  and cance lla tion of a  portion of the  CC8cN subj e t to seve ra l
conditions , one  of which wa s  the  filing of e vide nce  tha t the  outs ta nding ta x lie ns  we re  sa tis fie d
before  the  close  of e scrow or 30 days  from the  Decis ion, whichever occurred firs t.

According to the  Commis s ion's  re cords , Wilhoit re que s te d tha t cons ide ra tion of the
P ropos e d  Orde r be  pu lle d  from the  Ope n  Me e ting  a ge nda  a nd  it wa s . Wilhoit ne ve r
subsequently requested tha t it be  placed back on the  agenda. On June  7, 2004, the  Commission's
Le ga l Divis ion s e nt a  le tte r to Mr. Dougla s  Ma rtin who re pre s e nte d Wilhoit Wa te r Compa ny,
requesting that the  Company have the  case  placed on an Open Meeting agenda before  December
31, 2004. There  was no docketed response  to the  le tte r.

The  sa le  and de le tion docke t rema ins  open and Wilhoit is  s till the  Company of record for
this  a rea  on the  Commiss ion's  maps  and records . To facilita te  the  process ing of the  ca se , S ta ff
sent a  le tte r to the  parties  of record on September 13, 2006, requesting the  following information:

1.

2.

3 .

Has the  transaction been consummated?  If so, on what da te?
Please provide a  copy of the executed sales agreement.
Wha t a re  the  pa rtie s  intentions  rega rding the  P roposed Orde r and the  Colnmiss ion's
review and vote  on this  matte r?
Wha t is  the  s ta tus  of the  prope rty ta x de linque ncie s  of Wilhoit Wa te r Compa ny
re la tive  to the  a rea  transferred to Avondale?

4.
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S ta ff did not re ce ive  a ny re s pons e s  from a ny pa rty a nd the  le tte r to Wilhoit's  a ttorne y
was re turned as  non-deliverable .

On June  21, 2007, in the  course  of the  current ra te  cases, Staff sent Wilhoit a  da ta  request
which included the  four ques tions  lis ted above . Wilhoit re sponded to tha t da ta  reques t producing
the  sa le s  agreement with the  City of Avonda le  da ted July 3, 2003. Wilhoit a lso repre sented tha t
the  sa le  was consummated on September 10, 2004, and tha t the  a ttorney for the  City of Avondale
has been unable  to resolve the  tax issue.

The  transfe r ca se  is  now ove r four yea rs  old. Wilhoit's  we lls  and pipe  in the  transfe r a rea
have  been abandoned and a re  not included in the  current ra te  reques ts . The  City of Avonda le  is
now dire ctly s e rving the  cus tome rs  in the  tra ns fe r a re a . S ta ff conclude s  tha t it would not be  in
the  public inte res t to pursue  or furthe r process  the  sa le  of a sse ts  and C C &N ca nce lla tion for the
Gle na rm Fa rms  a re a  a nd re comme nds  tha t the  Commiss ion a dminis tra tive ly close  Docke t No.
W-02056A-03-0490 a nd re move  the  a ppropria te  a re a  from Wilhoit's  s e rvice  te rritory a s  shown
on the  Commiss ion's  CC&N ma ps .

Prior Rate  Cas e Docket No . W-02065A-90-005

In De cis ion No. 57237, da te d Fe brua ry 14'*', 1991, the  Commiss ion e xpre sse d conce rn
ove r proba ble  cros s -s ubs idiza tion a mong Wilhoit's  wa te r s ys te ms . Accordingly, Wilhoit wa s
orde re d to ma inta in s e pa ra te  re cords  of re ve nue s , e xpe ns e s , a nd ra te  ba s e s  for e a ch of its
systems. In  th e  fo llo win g  ra te  ca s e  (Do cke t No .  W-0 2 0 6 5 A-9 2 -0 1 2 0 ),  Wilh o it wa s  in
compliance  with this  recordkeeping provis ion of the  Orde r. Howeve r, the  Company is  no longe r
in compliance , and it could not support separa te  expenses  and ra te  bases  for each of its  sys tems
in the  curre nt ra te  ca s e . Wilho it is  ou t o f complia nce  with  the  Na tiona l As s oc ia tion  o f
Re gula tory Utility Commis s ione rs  ("NARUC") Uniform S ys te m of Accounts  ("US OA").

Prior Rate Cas e Docket No . W-02065A-92-0120

Sta ffs  review of a  notice  of lega l action da ted September 14, 1993, a s  filed by the  Lega l
Divis ion of the  Commis s ion re ve a le d tha t the re  a re  s e ve ra l complia nce  ite ms  unre solve d tha t
a ros e  from De cis ion No. 58102 da te d De ce mbe r 9, 1992. Wilhoit wa s  re quire d  to  do the
following;

Wilhoit Wa te r Compa ny, Inc. s ha ll file  copie s  with the  Dire ctor of the  Utilitie s
Divis ion of "pa id-in-full" ta x s ta te me nts  for curre nt prope rty ta x pa yme nts  within
90 days of the  tax s ta tement due  da te  (Due  2/l/93).

b.

a.

Wilhoit Wa te r Compa ny, Inc. s ha ll ma ke  a rra nge me nts  with the  a ppropria te
taxing authoritie s  to repay a ll accrued prope rty tax and a ssocia ted inte re s t and to
provide  writte n s umma ry to  the  Dire ctor of Utilitie s  Divis ion of the  de ta ils  of
such arrangements/agreements (Due 6/9/93).
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Wilhoit is  not curre nt on its  prope rty a nd s a le s  ta x pa yme nts . In a ddition, Wilhoit ha s
de linquent taxes  going back to the  ea rly l990's . Copies  of the  amounts  owed separa ted by wa te r
system from the  Yavapa i County Assessors ' web s ite  (da ted October 23, 2007) a re  as  follows:

Pa rce l No. Company/Water Svstem Back Taxes  Owed

907-60-190 The  De lls  Wate r Company $ 6,316.40

929-92-340 Wilhoit Wa te r Compa ny
Thunde rbird Meadows

$39,661 .22

929-92-290 Wilhoit Wa te r Compa ny
Blue  Hills  #3

s 6,746.51

929-95-120 Wilhoit Wa te r Compa ny
Yavapa i Mobile  Home  Es ta te s

$26,735.81

929-95-131 Wilhoit Wa te r Compa ny
Yavapa i Mobile  Home Esta te s $ 154.13

Tota l Back Taxes Owed, as  of October 23, 2007 879.61407

According to a  re sponse  to a  S ta ff da ta  re que s t, Wilhoit through its  Attorne y's  Ma rtin &
Be ll, L.L.C., conta cte d the  Ya va pa i County Tre a s ure r's  Office . Ma rtin  & Be ll s ubmitte d  a
me mo to S ta ff s ta ting tha t Ross  Ja cobs , the  County Tre a sure r "indica te d a  de s ire  to work with
the  wa te r compa nie s  to pa y the  ba ck ta xe s  in a  time ly fa shion a nd indica te d tha t he  would be
ope n to a ba ting, a n a s  ye t unde fine d portion of the  pe na ltie s  a nd inte re s t, if a  re a s ona ble
repayment plan could be  fashioned."

Wilhoit's  a ttorneys  indica ted to Mr. Jacobs  "tha t the  Company did not currently have  the
fina ncia l whe re witha l to commit to a  re pa yme nt s che dule , but tha t if the  curre nt ra te  re que s ts
pe nding be fore  the  ACC we re  succe s s ful, Wilhoit a nd De lls  would be  pre pa re d to e nte r into a
repayment agreement."

As Wilhoit has  not made  good on past compliance  requirements  from the  previous  cases ,
and the re  is  a  pa tte rn of the  Company not paying taxes , S ta ff concludes  tha t it is  appropria te  to
defe r the  e ffective  da te  for any new ra tes  approved regarding any of the  Wilhoit sys tems or De lls
until the  month s ubs e que nt to the  da te  a  copy of a  fina l a gre e me nt be twe e n Wilhoit a nd the
Yavapa i County Treasure r's  office  regarding payment of de linquent taxes is  file d in this  docke t.

Other Compliance Items

The  Compa ny is  in good s ta nding with the  Corpora tions  Divis ion of the  Commiss ion a s
of October 1, 2007.
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Engine e ring

The  wa te r sys tem was  fie ld inspected on September 17, 2007, by Marlin Scott, J r., S ta ff
Utilitie s  Engine e r, in the  a ccompa nime nt of J im We s t, consulta nt for the  Compa ny. A comple te
discuss ion of S ta ffs  te chnica l findings  and recommenda tions  and a  comple te  de scription of the
water system are  provided in the  a ttached Engineering Report.

Ars enic

According to the  ADEQ Monitoring As s is ta nce  P rogra m a na lys is  re port for 2007, the
Compa ny's  compos ite  a rs e nic le ve l from its  two we lls  wa s  re porte d a t 18 pa rts  pe r billion
("ppb"). Ba se d on this  a rs e nic le ve l, the  Compa ny indica te d it is  curre ntly s e e king bids  for the
engineering, construction, and insta lla tion of an a rsenic trea tment system.

Rate Base

Sta ffs  adjus tments  increased the  Company's  proposed ra te  base  by $3,858 from $1,250
to $5,108 a s  shown on S che dule  DRE-2, pa ge  1. De ta ils  of S ta ff's  a djus tme nts  a re  discusse d
be low.

Plant in  Service

S ta ffs  a djus tme nts  to pla nt in se rvice  re sulte d in a  ne t incre a se  of $l,638, from $44,186
to 845,824 as shown on Schedule  DRE-2, page 2.

S tructure s  & Improve me nts - Adjus tme nt A incre a se s  the  s tructure s  a nd improve me nts
account by $l,638, from $1,200 to $2,838 a s  shown on Schedule  DRE-2, pages  2 and 3. S ta ffs
adjusted amount re flects  the  capita liza tion of the  cost of a  fence  put a round a  water tank.

Accumula ted  Deprec ia tion

S ta ff increased accumula ted deprecia tion bY $41 from $42,936 to $42,977 a s  shown on
S che dule  DRE-2, pa ge  3. The  incre a se  is  ba se d upon the  a djus tme nt S ta ff ma de  to  pla nt in
se rvice  a nd the  a ddition of a  ha lf ye a r of de pre cia tion e xpe nse  re la ting to this  pla nt a ddition to
the  accumula ted deprecia tion account.

Wo rkin g  Ca p ita l

S ta ffs  a djus tme nts  to working ca pita l re s ulte d in a  ne t incre a s e  of $2,26l, from $0 to
$2,261 a s  s hown on S che dule  DRE-2, pa ge s  1 a nd 5, a s  a  re s ult of incre a s ing ca s h working
ca pita l.

Ca s h working ca pita l wa s  ca lcula te d by us ing the  formula  me thod which e qua ls  one -
e ighth of the  opera ting expenses less  deprecia tion, taxes, purchased power and purchased water
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expenses, plus one twenty-fourth of purchased power and purchased water expenses.

Operating Income Statement

Operating Revenue

Sta ff adjus tment to ope ra ting revenue  re sulted in an increase  of $3,492 from $17,458 to
$20,950 as shown on Schedule  DRE-3, page 1.

S ta ffs  a djus tme nt re la te s  to  the  re ve nue s  of the  coin-ope ra te d  s ta ndpipe  tha t the
Compa ny ope ra te s . De spite  s e ve ra l re que s ts  for the  te s t ye a r re ve nue s  of the  s ta ndpipe , the
Compa ny wa s  una ble  to provide S ta ff with a ny infonna tion on the  ope ra tions  of the  s ta ndpipe .
Because  the  Company does  not possess  any accura te  figures  for tota l wa te r pumped during the
te s t ye a r, S ta ff is  una ble  to  compute  s ta ndpipe  s a le s  in  th is  a lte rna tive  me thod  a s  we ll.
Additiona lly, the  Compa ny s ta te d tha t the  only Compa ny re pre s e nta tive  a ble  to s upply a ny
ope ra tiona l or fina ncia l informa tion on the  s ta ndpipe  wa s  Compa ny owne r Robe rt Conlin, who
has since passed away.

Be ca use  the se  non-me te re d re ve nue s  a re  e s se ntia l to S ta ff's  a bility to se t ra te s  for the
Company's  requested ra te  increase  and because  the  Company is  unable  to provide  Staff with any
ope ra tiona l or financia l informa tion on the se  revenues , S ta ff has imputed non-metered revenues
for the  Company a t 20 pe rcent of the  Company's  me te red revenues . This  amounts  to the  $3,492
adjustment S ta ff made  to the  Company's  tota l opera ting revenue .

The  20 pe rcent ra te  was  chosen by S ta ff for seve ra l reasons . Firs t, the  a rea  in which the
Compa ny ope ra te s  is  ve ry rura l which incre a s e s  the  like lihood the re  is  a  s e gme nt of the
popula tion tha t do not connect directly into any wa te r sys tem and ins tead depend on s tandpipes
a nd bulk wa te r for the ir wa te r usa ge . S e cond, the  Compa ny's  ce rtifica te d a re a  is  one  in which
the re  is  a  s ignifica nt live s tock pre se nce  which aga in would increa se  the  like lihood of the  usage
of bulk wa te r. Fina lly, S ta ff, ba s e d on its  a na lys is  of the  Compa ny's  s ys te m a nd the  a re a ,
be lie ve s  tha t the  20 pe rce nt s ta ndpipe -to-me te re d re ve nue  ra te  is  re a s ona ble  a nd ca n be
supported by the  Company's  current wate r system.

Operating Expenses

As  pre vious ly me ntione d  in  the  Complia nce  s e ction  of th is  re port, Wilhoit d id  not
ma inta in re cords  to s e pa ra te ly ide ntify e xpe ns e s  for its  individua l wa te r s ys te ms . As  a  re s ult
identifying the  expense s  directly a ttributable  to the  individua l Wilhoit sys tems  or De lls  could not
be  achieved. In an a ttempt to overcome this  recordkeeping de ficiency, Glenarm a lloca ted ce rta in
expenses  among its  sys tems us ing the  following percentages: Thunderbird, 45 percent, Yavapa i,
35 pe rcent, Blue  Hills , 20 pe rcent, and De lls , 0 pe rcent. According to Glena rm, the se  a lloca tion
factors  represent re la tive  customer counts  for the  systems a t an unspecified his torica l da te .
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S ta ff de ve lope d a n a lte rna te  a lloca tion fa ctor for a lloca ting e xpe nse s  tha t could not be
dire ctly a ttribute d to one  of the  Wilhoit s ys te ms  or De lls  s ince  the  cus tome r counts  us e d by
Wilhoit a re  s ta le  a nd be ca use  in some  ins ta nce s  cus tome r count is  not the  pre fe rre d a lloca tion
ba s is . S ta ff's  cus tome r ba s e d a lloca tion fa ctors  by wa te r s ys te m a re  a s  follows : Thunde rbird,
34.69 percent, Yavapa i, 29.81 percent, Blue  Hills , 17.34 percent, and Dells  18.16 percent.

S ta ff adjus tment to opera ting expenses  re sulted in a  decrease  e t $6,822 from $28,095 to
$21,274 as  shown on Schedule  DRE-3 page  l. The  adjus tments  a re  expla ined be low.

Salaries and Wages -- Adjustment B decreased sa la ries  and wages by $2,106 from $9,778
to $7,672 as  shown on Schedule  DRE-3, pages  1 and 2. Wilhoit's  tota l sa la ry and wage  expense
for the  te s t ye a r for the  thre e  Wilhoit compa nie s  a nd De lls  a mounte d to  $44,231. Staff' s
adjus tment re flects  the  a lloca tion methodology tha t S ta ff utilize d.

Repairs  and Maintenance  Expense - Adjustment C decreases  repa irs  and maintenance  by
$2,358 from $7,133 to $4,775 a s  shown on S che dule  DRE-3, pa ge s  1 a nd 3. The  Compa ny's
repa irs  and maintenance  expense  is  composed of $4,465 in costs  directly ass ignable  to Blue  Hills
and $310 for Biue  Hills ' a lloca ted portion of sha red repa irs  and ma intenance  (mostly sma ll items
not directly linked to any one  of the  wa te r companie s ). S ta ff' s  adjus tment re flects  the  a lloca tion
me thodology tha t S ta ff utilized.

Office  Supplies  and Expenses -. Adjustment D decreases  office  supplies  and expenses  by
$252, from $703 to $451 a s  shown on S che dule  DRE-3, pa ge s  l a nd 4. The  Compa ny's  office
supplies  and expense  is  composed of $315 in pos tage  cos ts  directly ass ignable  to Blue  Hills  and
$136 for Blue  Hills ' a lloca te d  portion  of s ha re d  office  e xpe ns e s  (s uch  a s  ink ca rtridge s ,
enve lopes , tape , pens , e tc.). Be ca us e  the  Compa ny did not ma inta in a ny re cords  for office
supplies  and expenses  for the  tes t year, S ta ff computed a  reasonable  expense  for office  supplies
and expenses. Staff' s  adj vestment reflects  the  a llocation methodology that Staff utilized.

Outside  Services - Adjus tment E increases  outs ide  se rvices  expense  by $408, from $0 to
$408 a s  s hown on S che dule  DRE-3, pa ge s  I a nd 5 . S ta ff move d cos ts  s ubmitte d by the
Compa ny a s  wa te r te s ting cos t, which should ha ve  be e n re corde d a s  outs ide  se rvice s , a s  this
portion of the  submitted wate r tes ting costs  were  perfonned by outs ide  companies .

Wate r Tes ting - Adjus tment F decreases  wa te r te s ting by $408 from $1,853 to $1,445 as
shown on Schedule  DRE-3, pages  1 and 5. This  adjus tment re flects  S ta ff's  shifting some  cos ts
tha t should have  been recorded as  outs ide  se rvices  from this  account, and the  nonnalized annual
water testing costs  de termined by Staff and reported in the  a ttached Engineering Report.

Rents  Expense - Adjus tment G increa se s  rents  expense  by $250, from $1,400 to $1,650
as shown on Schedule  DRE-3, pages 1 and 5. The  Company sta ted in response  to a  da ta  request
tha t the  combine d re nts  e xpe nse  for the  four wa te r compa nie s  wa s  $6,600. S ta ffs  a djus tme nt
re fle cts  the  us e  of a  four-wa y s plit a mongs t the  four compa nie s . 25 pe rce nt of the  combine d
rents  expense  for the  companies  was a lloca ted to Blue  Hills .
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Genera l Liability Insurance  Expense -. Adjus tment H decreases  genera l liability insurance
e xpe ns e  by $87, from $661 to  $574 a s  s hown on S che dule  DRE-3, pa ge s  l, a nd 5 . The
Company provided a  2006 insurance  policy tha t covered the  four wa te r companies  with a  $3,307
annua l premium. S ta ffs  adjus tment re fle cts  the  a lloca tion me thodology tha t S ta ff utilized.

Misce llaneous Expense - Adjus tment I decreases  misce llaneous  expense  by $2,073, from
$2 ,173  to  $100  a s  s hown on  S che du le  DRE-3 , pa ge s  1 , a nd  6 . S ta ff a lloca te d s ha re d
misce lla ne ous  e xpe nse s  of $399 a mongs t the  four wa te r compa nie s  by utilizing the  numbe r of
cus tomers  for each wa te r company. S ta ff disa llowed $2,073 in directly a ss ignable  misce llaneous
expenses  a s  the  Company could provide  no invoices  for the  cla imed expenses . S ta ff noted tha t
misce llaneous expense  for the  year prior to the  tes t year only amounted to $292.

Deprecia tion Expense - Adjus tment J  increases  deprecia tion expense  by $55, from $0 to
$55 a s  shown on Schedule  DRE-3, pages  l, and 7. This  adjus tment re flects  S ta ffs  ca lcula tion of
de pre cia tion e xpe nse  on the  ca pita lize d cos t of a  fe nce  ins ta lle d a round a  wa te r ta nk a pplying
Staff" s  recommended deprecia tion ra tes  to Staff' s  recommended plant ba lances for Blue  Hills .

Ta xe s  Othe r Tha n Income  Expe nse -- S ta ff's  Adjus tme nt K de cre a se s  ta xe s  othe r tha n
income  e xpe ns e  by $i,355, from $1,355 to $0 a s  s hown on S che dule  DRE-3, pa ge s  l, a nd 8.
This  a djus tme nt re fle cts  S ta ff" s  re mova l of $1,355 ide ntifie d a s  s a le s  ta x e xpe nse  in a ccount
numbe r 770.20 of the  Compa ny's  ge ne ra l le dge r. The se  s a le s  ta xe s  we re  pa id to the  Arizona
De pa rtme nt of Re ve nue  a nd s hould be  re move d from e xpe ns e s , s ince  the  corre s ponding
collected taxes were  removed from revenue .

P rope rtv Ta xe s - S ta ff' s  Adjus tme nt L incre a s e s  prope rty ta xe s  by $1,055, from $0 to
$1055 as  shown on Schedule  DRE-3, pages  1, and 8. This  adjustment re flects  the  property taxes
for the  2006 test year.

Income  Ta x -. S ta ffs  Adjus tment M increases  inte res t expense  by $50, from $0 to $50 as
s hown on S che dule  DRE-3, pa ge s  1, a nd 8. This  a djus tme nt re fle cts  S ta ffs  computa tion of
income tax expense  given Staffs  adjustments to opera ting revenue and opera ting expenses.

Operating Margin

The  Compa ny's  propos e d ra te s  a nd cha rge s  would provide  a n ope ra ting income  of
$3,308 for an opera ting margin of 10.53 percent.

S ta ff' s  recommended ra tes  and charges  would provide  an opera ting income of $3,968 for
an operating margin of 15. 12 percent.

Revenue Requirement

S ta ff re comme nds  tota l ope ra ting re ve nue  of $26,242, a n incre a se  of $5,292, or 25.26
pe rce nt a bove  S ta ff' s  a djus te d te s t ye a r re ve nue  of $20,950. S ta ffs  re comme nde d re ve nue
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provide s  ope ra ting income  of $3,968 for a n ope ra ting ma rgin of 15.12 pe rce nt a s  s hown on
Schedule DRE-1 .

S ta ff wa s  una ble  to de rive  the  re ve nue  re quire me nt by a pplying a  ra te  of re turn on ra te
base  because  the  Company's  extremely low ra te  base  did not produce  sufficient revenues  for the
Compa ny's  ope ra ting ne e ds . The re fore , S ta ff de rive d re ve nue  re quire me nt by us e  of a n
opera ting margin percentage .

Ope ra ting ma rgin re pre se nts  the  proportion of funds  a va ila ble  to pa y de bt s e rvice  a nd
othe r be low the  line  e xpe ns e s .4 A 15.12 pe rce nt ope ra ting ma rgin provide s  a mple  funds  to
manage contingencies, operating expenses, below the line  expenses, e tc.

Rate Design

Schedule  DRE-4 presents  a  comple te  lis t of the  Company's  present, proposed, and Staff' s
recommended rates and charges.

The  Compa ny's  pre se nt monthly cus tome r cha rge s  va ry by me te r s ize  a s  follows : 5/8 -
3 /4  inch $8.00, 3 /4-inch, $8.00, 1-inch, $18.00, 1%-inch, $40.00, 2-inch, $64.00, 3-inch,
$l20.00, 4-inch, $200.00, 5-inch, $300.00, a nd 6-inch, $400.00. No ga llons  a re  include d in the
minimum. The  pre s e nt commodity ra te  is  $2.95 pe r thous a nd ga llons  of us a ge  up to 6,000
gallons of usage, and $3.78 per thousand gallons of usage above 6,000 gallons.

The  Company has  reques ted an inverted two-tie r ra te  s tructure  with a  break-over point a t
6,000 ga llons . S ta ff re comme nds  a n inve rte d thre e -tie r ra te  s tructure  with bre a k-ove r points  a t
3,000 and 10,000 ga llons . S ta ff recommends  three  tie rs  ra the r than two because  it encourages
efficient wate r usage  by ass igning higher costs  to customers  within the  same customer class  who
use more than the average.

The  Compa ny's  propose d ra te s  would incre a se  the  typica l re s ide ntia l bill with a  me dia n
usage  of 3,404 ga llons from $18.04 to $32.64 for an increase  of $14.60 or 80.9 percent.

S ta ff' s  recommended ra tes  would increase  the  typica l res identia l bill with a  median usage
of 3,404 ga llons from $18.04 to $22.82 for an increase  of $4.78 or 26.5 percent.

Standpipe  Service

The  Company is  currently opera ting a  s tandpipe  a lthough it does  not have  a  ta riff ra te  for
such a  se rvice . Typica lly companies  without ta riff ra te s  for bulk wa te r cha rge  its  highes t tie r ra te
for the  se rvice . For Blue  Hills  this  would be  $3.78 pe r thousand ga llons  of usage  however, S ta ff
discove re d in its  a udit tha t the  Compa ny wa s  cha rging a  ra te  of $5.00 pe r thousa nd ga llons  of
usage . In addition, the  Company's  re cord-keeping of the  s tandpipe  ope ra tions  was  found to be

Opera ting margin is  ca lcula ted by dividing opera ting income by tota l opera ting revenue.
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ve ry la cking with little  inte rna l control ove r funds  colle cte d a nd non-e xis te nt a ccounting for its
ope ra tions . S ta ff re comme nds  a  $5.40 ra te  which is  cons is te nt with S ta ffs  third tie r ra te . S ta ff
furthe r re comme nds  tha t the  Compa ny file  with Docke t Control, a s  a  complia nce  ite m in this
docke t, the  monthly re ve nue s  from its  s ta ndpipe  se rvice . S ta ff re comme nds  tha t this  filing be
done  on a  qua rte rly ba s is  be ginning 90 da ys  a fte r the  de cis ion in the  curre nt ra te  incre a s e
a pplica tion  a nd s hould  continue  until furthe r notice  from the  Commis s ion . S ta ff furthe r
re comme nds  the  Compa ny ma inta in re cords  of its  s ta ndpipe  se rvice  ope ra tions  in complia nce
with the  NARUC US OA.

Mis cellaneous  Service  Charges

The  Compa ny ha s  propose d incre a se s  to its  e s ta blishme nt, re conne ction, me te r te s t (if
correct), NSF check, me te r re -read, and la te  fees . S ta ff notes  tha t any increase  in misce llaneous
s e rvice  cha rge s  re comme nde d by S ta ff will ha ve  no e ffe ct on S ta ffs  tota l a nnua l ope ra ting
re ve nue . This  is  be ca use  S ta ff offs e ts  a ny incre a se  in misce lla ne ous  s e rvice  cha rge s  with a n
equal decrease in metered revenue.

For a ll the  service  charges the  Company proposes to increase , the  Company only had one
de linque nt re conne ction a nd one  NS F che ck for the  2006 te s t ye a r. In a ddition S ta ff re vie we d
the  misce llaneous se rvice  charges  in question and fotmd tha t for most of the  se rvice  charges , the
curre nt ra te s  a re  within the  ra nge  of s e rvice  cha rge s  typica lly a pprove d by the  Commis s ion.
There fore , S ta ff only recommends  an increase  in the  NSF check fee  to $30.00 and tha t the re  be
no incre a s e  for a ll othe r propos e d s e rvice  cha rge  incre a s e s . S ta ff a ls o re comme nds  the
Company's  la te  fee  be  1.5 percent of the  unpaid monthly ba lance .

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

S ta ff re comme nds  a pprova l of S ta ff' s  S e rvice  Line  a nd Me te r Ins ta lla tion Cha rge s  a s
shown on Table  C in Section H of the  a ttached Sta ff Engineering Report.

For monthly s e rvice  cha rge s  for fire  s prinkle rs , S ta ff re comme nds  cha rge s  tha t a re
cons is tent with othe r wa te r companies ' ta riffs .

Ars e n ic  Re me dia l S urc ha rge  Me c ha n is m ("ARS M")

In trod action

Curre ntly the  Compa ny is  not de live ring  wa te r tha t me e ts  the  U.S . Environme nta l
P rote ction Age ncy ("EP A") a rs e nic s ta nda rds . The  EP A ha s  re duce d the  a rs e nic ma ximum
conta mina nt le ve l in drinking wa te r from 50 ppb to 10 ppb, According to the  ADEQ Monitoring
Ass is ta nce  P rogra m a na lys is  re port for 2007, the  Compa ny's  compos ite  a rs e nic le ve l from its
two wells  was  reported a t 18 ppb.
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Purpose and Terms of the ARSM

The  Compa ny will ne e d funds  for the  e ngine e ring, cons truction, a nd ins ta lla tion of a n
a rs e nic tre a tme nt s ys te m. Howe ve r, the  Compa ny doe s  not curre ntly ha ve  a  de finitive  dolla r
amount for the  trea tment sys tem, nor will it have  an exact amount be fore  the  fina l process ing of
this  ra te  increase  applica tion.

Sta ff has  de te rmined a  reasonable  es timate  of the  cost of an a rsenic trea tment system for
Blue  Hills  to be  $40,000. S ta ff recommends  the  Company contact the  Wate r Infra s tructure  and
Fina nce  Authority o f Arizona  ("WIFA") a nd  be g in  the  p roce s s  to  s e cure  a  WIFA loa n  to
purcha s e  the  tre a tme nt s ys te m. Alth o u g h  th e  fin a l to ta l lo a n  a mo u n t ma y d iffe r,  S ta ff
recommends a  WIFA loan up to the  tota l of $40,000 for an a rsenic trea tment system.

Because  the  fina l cos ts  of the  trea tment sys tem and the  fina l de ta ils  of the  WIFA loan will
no t be  known  un til a fte r the  fina l p roce s s ing  o f th is  ra te  inc re a s e  a pp lica tion ,  S ta ff is
re comme nding a n a rs e nic re me dia l s urcha rge  me cha nis m ("ARS M") for the  Compa ny. An
ARS M is  a ppropria te  be ca use  the  Compa ny curre ntly ha s  a n a rse nic proble m with its  drinking
water, and because  of the  Company's  s ize  and limited current financia l s itua tion, it does  not have
access to other funding sources to correct the  arsenic problem.

The  ARS M will e s ta blish the  me thodology tha t will de ta il how the  surcha rge  to provide
funds  fo r the  de b t s e rvice  on  the  WIFA loa n  will be  ca lcu la te d  a nd  a pp lie d  to  the  ra te s
e s ta blishe d in this  ra te  incre a se  a pplica tion. Once  Blue  Hills  ha s  a  de finitive  loa n a mount a nd
othe r loan covenants , the  Company can submit an a rsenic remova l surcha rge  applica tion to the
Commiss ion in orde r to re ce ive  the  surcha rge  us ing the  me thodology S ta ff ha s  de fine d in this
Re port.

Engineering Analysis of the ARSM

A fie ld inspection of the  Blue  Hills  wa te r sys tem was  conducted on September 17, 2007.
S ta ff ha s  de te rmine d tha t Blue  Hills  is  in ne e d of a n a rs e nic tre a tme nt s ys te m for its  wa te r
system.

Financial Analysis

S ta ff" s  a na lys is  is  ba s e d on S ta ffs  re comme nde d ra te s  a nd the  Compa ny's  fina ncia l
s ta tements  da ted December 31, 2006. The  financia l ana lysis  shown on Schedule  DRE-6 presents
s e le cte d fina ncia l informa tion from the  fina ncia l s ta te me nts  a nd the  pro forma  e ffe ct of a
hypothe tica l $40,000 WIFA loa n.

S che dule  DRE-6 a lso shows  the  ca pita l s tructure  a nd ra tios  for de bt s e rvice  cove ra ge
("DS C") a nd  time s  in te re s t e a rne d  ra tio  ("TIER"). DS C re pre s e nts  the  numbe r of time s
in te rna lly ge ne ra te d  ca s h  (i.e .,  e a rn ings  be fore  in te re s t,  income  ta x, de pre cia tion , a nd
amortiza tion expenses) cove rs  required principle  and inte res t payments  on debt. A DSC grea te r
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tha n 1.0 me a ns  ope ra ting ca sh flow is  sufficie nt to cove r de bt obliga tions . TIER re pre se nts  the
numbe r of time s  e a rnings  be fore  income  ta x e xpe nse  cove rs  inte re s t e xpe nse  on de bt. A TIER
grea te r than 1.0 means  tha t ope ra ting income  is  grea te r than inte res t expense . A TIER less  than
1.0 is  not sus ta inable  in the  long te rm but does  not necessarily mean tha t debt obliga tions  cannot
be  met in the  short te rm.

Schedule  DRE-6, column B, shows  tha t the  pro forma  e ffect on the  Company's  financia l
ra tio s  o f o b ta in in g  a  h yp o th e tica l $ 4 0 ,0 0 0  lo a n  a t a n  in te re s t ra te  o f 8 .0  p e rce n t a n d
imple me nta tion of S ta ffs  re comme nde d pe rma ne nt ra te s  is  to produce  a  TIER of 2.92 a nd a
DSC of 2.32. The se  ra tios  indica te  tha t Blue  Hills  would ha ve  sufficie nt e a rnings  a nd ope ra ting
cash flow to mee t the  long-te rm debt obliga tions  of a  $40,000 loan.

Additional Surcharge Revenue Required to Preserve Cash Flow

The  Compa ny mus t comply with the  EP A a rse nic drinking wa te r s ta nda rd re ga rdle s s  of
its  fina ncia l pos ition. Accordingly, S ta ff ca lcula te d the  a dditiona l a nnua l re ve nue  tha t Blue  Hills
would require  (given adoption of S ta ff' s  recommended pe rmanent ra te s ) to mee t its  obliga tions
on a  hypothe tica l $40,000 loan, and provide  the  Company with the  same  amount of ca sh flow it
would ha ve  ha d be fore  the  loa n. As  s hown on S che dule  DRE-7, on a  hypothe tica l $40,000
WIFA loa n, the  Compa ny would ne e d a n a dditiona l $845 for principa l, $3,169 for inte re s t
expense , and $224 for income taxes on the  additional revenue  for a  tota l of $4,239.

Calculation of Surcharge

The  fo llowing is  the  me thodology tha t S ta ff re comme nds  to  ca lcula te  the  a rs e nic
s urcha rge  the  Compa ny would re ce ive  to provide  funds  for the  de bt s e rvice  on the  loa n the
Compa ny will ne e d to purcha s e  a n a rs e nic tre a tme nt s ys te m. For illus tra tive  purpos e s , S ta ff
utilize d the  pre vious ly me ntione d hypothe tica l $40,000 WIFA Loa n a pplie d to its  me thodology
to ca lcula te  the  a rs e nic s urcha rge . S che dule  DRE-8 a ls o  s hows  S ta ffs  ca lcula tion of the
Company's  a rsenic surcharge  with the  previous ly mentioned $40,000 hypothe tica l WIFA loan.

S ta ff re comme nds  the  following s te ps  to  ca lcula te  the  a rs e nic s urcha rge  once  the
Company has a  definitive  loan amount and other covenants secured.

Exa mp le  - Fo r Illu s tra tive  P u rp o s e s  On ly

Loa n a mount: $40,000
Te rm: 20 ye a rs
S ta te d Annua l Inte re s t Ra te : 8.00%

Step 1.Find the  Annua l Payment on the  Loan

Re fe r to Ta ble  A, the  Conve rs ion Fa ctor Ta ble . Re a ding the  ta ble  from top to bottom, find the
inte re s t ra te  in Column A tha t is  e qua l to the  s ta te d a nnua l inte re s t ra te  of the  loa n. Re a ding
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across  the  table , find the  Annua l Payment Convers ion Factor in Column B tha t corre sponds  with
the  loan inte re s t ra te  (in the  event tha t the  loan inte re s t ra te  is  diffe rent from the  inte re s t ra te s  in
Ta ble  A, us e  the  ne xt highe r inte re s t ra te  tha t ca n be  found in Ta ble  A). Multiply tha t a nnua l
payment convers ion factor by the  tota l amount of the  loan to ca lcula te  the  annua l debt se rvice  on
the  loan.

Result

0.10037
X s 40,000

$ 4,015

Annua l payment convers ion factor
(*) Time s  tota l a mount of the  loa n
(=) Equals  annual debt service  on the  loan (rounded)

Step 2. Find the  Annua l Inte res t Payment on the  Loan

Re fe r to  Ta ble  A a nd find the  a nnua l inte re s t pa yme nt conve rs ion fa ctor in  Column C tha t
corresponds  with the  s ta ted annua l inte res t ra te  of the  loan. Multiply the  annua l inte res t payment
convers ion factor by the  tota l amount of the  loan to ca lcula te  the  annua l inte res t expense  on the
loa n.

Result

0.07924
X s 40,000

$ 3,169

Annual inte res t payment convers ion factor
(*) Time s  tota l a moullt of the  loa n
(=) Equals  annual interest expense  on the  loan (rounded)

Step 3.Find the  Annua l Principa l Payment on the  Loan

Re fe r to Ta ble  A a nd find the  a nnua l principa l pa yme nt conve rs ion fa ctor in Column D tha t
corre s ponds  with the  s ta te d a nnua l inte re s t ra te  of the  loa n. Multip ly the  a nnua l principa l
pa yme nt conve rs ion fa ctor by the  to ta l a mount of the  loa n to  ca lcula te  the  a ria l principa l
payment on the  loan.

Result

0.02114
xi 4 0 , 0 0 0

$ 846

Annua l principa l payment convers ion factor
(*) Times  tota l amount of the  loan
(=) Equa ls  annua l principa l payment on the  loan
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Step 4. Find the  Gross  Revenue  Convers ion Factor (GRCF)

The  GRCF ca lcula ted be low is  used in s tep 5.

G R C F  I 1

1- Effe ctive  incre me nta l income  ta x ra te

CRCF ;.°° 1 =1.2646
1 -.- 0.2092

1
0.7907

Step 5. Find the  Incrementa l Income  Tax Factor

The  incrementa l income  tax factor is  ca lcula ted be low:

Incre me nta l Income  Ta x Fa ctor = GRCF .- 1

L2 6 4 6 - 1

0.2646

Step 6. Find the  Annual Income Tax Component of the  Surcharge  Revenue

Multip ly the  incre me nta l income  ta x fa c to r by the  a nnua l p rinc ipa l pa yme nt on  the  loa n
determined in s tep 3 to ca lcula te  the  income tax component of the  annual surcharge  revenue.

Result

Incrementa l income tax convers ion factor
(*) Times  the  annua l principa l payment on the  loan
(=) Equals  the  annual income tax component of the  annual
surcharge revenue

Step 7. Find the  Debt Service  Component of the  Annual Surcharge  Revenue

0.2646
x  S  8 4 6

s  2 2 4

Add the  annual inte rest expense  on the  loan de te rmined in s tep 2 to the  annual principa l payment
determined in step 3. The sum is  the  debt service  component of the  annual surcharge  revenue.

Result

+
S 3,169
$ 846
s 4,015

Annua l inte res t payment on the  loan (S tep 2)
(+) Plus ar111ual principal payment (Step 3)
(=) Equals  the  debt service  component of the  annual
surcharge revenue



Col A Col B Col C Col D Col E

Meter Size

NARUC Meter
Capacity
Multiplier

Number of

Customers

Number of
Months

in Year

Equivalents
WM

Col BxCxD

5/8"x 3/4" Meter 1 64 12 768

3/4" Meter 1.5 0 12 0

1" Meter 2.5 0 12 0

1%" Meter 5 0 12 0

2" Meter 8 0 12 0

3" Meter 15 0 12 0

4" Meter 25 0 12 0

6" Meter 50 0 12 0
Total 768

¢
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Step 8. Find the  Tota l Annual Surcharge  Revenue  Requirement Needed for the  Loan.

Add the  a nnua l income  ta x compone nt de te rmine d  in  s te p  6  to  the  a nnua l de b t s e rvice
component de te rmine d  in step 7. The s u m  e q u a ls  th e annual s urcha rge  re ve nue
requirement for the  loan.

Result

$ 224
+ 8 4,015

$ 4,239

Annua l income tax component (S tep 6)
(+) P lus  annua l principa l payment (S tep 7)
(=) Equals  the  tota l annual surcharge  revenue requirement
for the  loan.

Step 9. Find the  e quiva le nt bills .

Multiply the  NARUC me te r ca pa city multiplie r by the  numbe r of curre nt cus tome rs  a nd by the
number of months  per year. The  sum of the  products  equa ls  the  equiva lent bills .

Result

Step 10. Find the  monthly surcharge  for 5/8" X 3/4" cus tomers .

Divide  the  re s ult obta ine d in s te p 8 by the  numbe r of e quiva le nt bills  ca lcula te d in s te p 9 to
obta in the  monthly surcharge  for 5/8" X 3/4" cus tomers .



Col A Col B Col C Col D

Meter Size

NARUC Meter
Capacity
Multiplier

5/8" x 3/4"
Customer
Surcharge

Surcharge by Meter Size

Col B x C

5/8"x 3/4" Meter 1 5.52 5.52$
3/4" Meter 1.5 5.52 8.28$
1" Meter 2.5 5.52 13.80$
m" Meter 5 5.52 27.60$
2" Meter 8 5.52 44.15$
3" Meter 15 5.52 82.79$
4" Meter 25 5.52 137.98$
6" Meter 50 5.52 275.95$

v
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Result

S 4,239

768
S 5.52

Tota l annual surcharge  revenue  requirement for the  loan
(S tep 8)
Numbe r of e quiva le nt bills  (S te p 9)
(=) Equals  the  tota l annual surcharge  revenue requirement
for the  loan (rounded).

Step 11. Find the  monthly surcharge  for the  remaining mete r s ize  customers .

Multiply the  re s ult obta ine d in s te p 10 by the  NARUC me te r ca pa city multiplie rs  to obta in the
monthly surcharge  for a ll othe r me te r s izes .



CokIrnn A

Annual
[Ri8}*e5t

lurrsn

Armua¥ ayrneni
Conves's§an pactar

Mamas;

Anrwal Interest payment
Qonversiesx Factor

Cloiumrz 13

Annual  Ffincipal  Payment
Gorwewsicrn Facioar

3.50% 0.0696 0.0344 0.0352

3.75% 0.0711 0.0369 0.0342

4.00% 0.0727 0.0394 0.0333

4.25% 0.0743 0.0419 0.0324

4.50% 0.0759 0.0444 0.0316

4.75% 0.0775 0.0468 0.0307

5.00% 0.0792 0.0493 0.0299

5.25% 0.0809 0.0518 0.0291

5.50% 0.0825 0.0543 0.0283

5.75% 0.0843 0.0568 0.0275

6.00% 0.0860 0.0593 0.0267

6.25% 0.0877 0.0618 0.0259

6.50% 0.0895 0.0643 0.0252

6.75% 0.0912 0.0668 0.0245

7.00% 0.0930 0.0692 0.0238

7.25% 0.0948 0.0717 0.0231

7.50% 0.0967 0.0742 0.0224

7.75% 0.0985 0.0767 0.0218

8.00% 0.1004 0.0792 0.0211
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TABLE A
Conversion Factor Table (Based on a 20-year Loan)

Typ ic a l Bill An a lys is

S che dule  DRE-9, which is  s im ila r to  S che dule  DRE-5, s hows  the  e ffe c t of the  pote ntia l
a rs e n ic  s u rc ha rge  on  the  typ ic a l 5 /8  inc h  re s ide n tia l c us tom e r's  b ill. Be a r in  m in d  th a t  th e
a rs e nic  s urcha rge  a m ount is  a dde d to  S ta ffs  a lre a dy re com m e nde d m onthly m inim um  incre a s e
for 5/8 inch re s ide ntia l cus tome rs  of $12.00 a s  s hown in S che dule  DRE-5.

The  a rs e nic s urcha rge  tha t S ta ff ca lcula te d us ing a  hypothe tica l $40,000 WIFA loa n
would incre a se  the  typica l re s ide ntia l bill with a  me dia n usa ge  of 3,404 ga llons  from $18.04 to
$28.34 for an increase  of$10.30 or 57.1 percent.

Conclusion

S ta ff conclude s  tha t the  cons truction of a n a rs e nic tre a tme nt s ys te m is  ne ce s s a ry for
Blue  Hills  to comply with the  EP A's  re vis e d drinking wa te r s ta nda rd tha t re quire s  re ducing
the  a rs e nic le ve l in drinking wa te r to 10 ppb.
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S ta ff furthe r conclude s  tha t the  Compa ny will ne e d a  WIFA loa n up to  the  to ta l of
$40,000 to purcha s e  a n a rs e nic tre a tme nt s ys te m to comply with the  EP A re vis e d drinking
wa te r s tanda rd.

Staff Recommendations

Staff recommends approval of the  Staff proposed ra tes and charges as shown in Schedule
DRE-4. In a ddition to colle ction of its  re gula r ra te s  a nd cha rge s , the  Compa ny ma y colle ct from
its  cus tome rs  a  proportiona te  sha re  of a ny privile ge , sa le s , or use  ta x a s  provide d for in A.A.C.
R14-2-409.D.

S ta ff furthe r re comme nds  tha t the  Compa ny be  orde re d to file  with Docke t Control a
ta riff schedule  of its  new ra tes  and charges  within 30 days a fte r the  e ffective  da te  of the  Decis ion
in this  proceeding.

S ta ff furthe r recommends  tha t Blue  Hills  adopt S ta ffs  a lloca tion me thodology for sha red
expenses.

S ta ff furthe r re comme nds  tha t the  Commis s ion a dminis tra tive ly clos e  Docke t No. W-
02056A-03-0490 a nd re move  the  a ppropria te  a re a  from Wilhoit's  s e rvice  te rritory a s  shown on
the  Commiss ion's  CC&N ma ps .

S ta ff furthe r re comme nds  tha t Wilhoit, be  orde re d to  ma inta in  s e pa ra te  re ve nue s ,
e xpe ns e s , a nd ra te  ba s e s  for e a ch of the  Wilhoit wa te r s ys te ms  a nd De lls , a nd a dditiona lly
provide  separa te  ba lance  shee ts  for each wate r sys tem, and as  a  compliance  item in this  docke t,
file  s e pa ra te  a ria l re ports  with the  Commis s ion.

S ta ff furthe r re comme nds  tha t a ny ne w ra te s  a pprove d in this  Docke t not go into e ffe ct
until a fte r an agreement be tween Wilhoit and the  Yavapa i County Treasure r's  office  is  executed
for pa yme nt of a ll its  de linque nt prope rty ta xe s  on its  utility prope rty in Ya va pa i County a nd
file d with Docke t Control.

S ta ff furthe r recommends  tha t the  Company begin us ing deprecia tion ra te s  by individua l
NARUC ca tegory as  de linea ted on Table  B in Section G of the  a ttached Engineering Report.

S ta ff furthe r re comme nds  tha t the  Compa ny monitor its  sys te m a nd submit the  ga llons
pumpe d a nd s old to  de te rmine  the  a ctua l wa te r los s  for one  full ye a r. The  re s ults  of this
monitoring and reporting should be  docke ted as  a  compliance  item in this  case  within 13 months
of the  e ffe ctive  da te  of the  orde r is s ue d in this  proce e ding. If the  re porte d wa te r los s  for the
pe riod is  gre a te r tha n 10 pe rce nt, the  Compa ny s ha ll pre pa re  a  re port conta ining a  de ta ile d
a na lys is  a nd pla n to re duce  wa te r los s  to 10 pe rce nt or le s s . If the  Compa ny be lie ve s  it is  not
cost e ffective  to reduce  water loss  to less  than 10 percent, it should submit a  de ta iled cost benefit
ana lys is  to support its  opinion. In no case  sha ll the  Company a llow wa te r loss  to be  grea te r than
15 pe rce nt. The  wa te r los s  re duction re port or the  de ta ile d a na lys is , whiche ve r is  s ubmitte d,
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sha ll be  docke ted as  a  compliance  item within 13 months  of the  e ffective  da te  of the  order issued
in this  proceeding.

S ta ff furthe r recommends  tha t Wilhoit be  required to report its  cus tomer count by sys tem
in future  submitta ls  of its  Commiss ion Annua l Reports .

S ta ff furthe r re comme nds  tha t the  Compa ny file  with Docke t Control, a s  a  complia nce
item in this  docke t by December 31 , 2008, a  le tte r from Arizona  Depamnent of Wate r Resources
indica ting tha t the  Company's  wate r use  and monitoring requirements  have  been resolved.

Sta ff further recommends approva l of S ta ff' s  Service  Line  and Meter Ins ta lla tion Charges
as  de linea ted in Table  C in Section H of the  a ttached Engineering Report.

S ta ff furthe r re comme nds  tha t the  Compa ny file  a  curta ilme nt ta riff in the  font found on
the  Cornnlis s ion's  we bs ite  a t www.a zcc.gov/divis ions /utilitie s /fonns /Curta ilme nt-S td.pdf.  Th is
ta riff sha ll be  docke te d a s  a  complia nce  ite m in this  ca se  within 45 da ys  of the  e ffe ctive  da te  of
an orde r in this  proceeding for review and ce rtifica tion by S ta ff.

S ta ff furthe r re comme nds  tha t the  Compa ny file  with Docke t Control, a s  a  complia nce
item in this  docke t, the  monthly revenues  from its  s tandpipe  se rvice . S ta ff recommends  tha t this
filing be  done  on a  qua rte rly ba s is  be ginning 90 da ys  a fte r the  De cis ion in the  curre nt ra te
increase  applica tion and should continue  until furthe r notice  from the  Commiss ion.

S ta ff furthe r re comme nds  the  Compa ny ma inta in  re cords  of its  s ta ndpipe  s e rvice
ope ra tions  in complia nce  with the  NARUC USOA.

S ta ff furthe r re comme nds  Blue  Hills  be  a uthorize d to incur long-te nn de bt in the  font of
a  WIFA loa n  up  to  the  a moun t o f $40 ,000 . S ta ff ma ke s  this  re comme nda tion with the
understanding tha t the  Commission will subsequently a lso consider an a rsenic removal surcharge
to e na ble  the  Compa ny to me e t its  principa l a nd inte re s t obliga tions  on the  WIFA loa n, a nd
incrementa l income taxes on the  surcharge .

S ta ff furthe r re comme nds  tha t Blue  Hills  file  be fore  the  Commiss ion a n a rse nic re mova l
s urcha rge  ta riff a pplica tion tha t would e na ble  the  Compa ny to me e t its  principa l a nd inte re s t
obliga tions on the  WIFA loan, and income taxes  on the  surcharge .

S ta ff furthe r re comme nds  tha t the  Compa ny follow the  sa me  me thodology pre se nte d in
this  Re port a nd a s  shown in S che dule s  DRE-6, DRE-7, a nd DRE-8 to ca lcula te  the  a dditiona l
revenue  needed to mee t its  inte res t, principa l, and additiona l income tax obliga tions  on the  WIFA
loan us ing actua l loan amounts  and use  the  re sult to deve lop its  a rsenic remova l surcha rge  ta riff
applica tion. The  incre a s e  in re ve nue  ca lcula tion s hould be  include d in the  a rs e nic re mova l
surcha rge  ta riff applica tion.

S ta ff furthe r re comme nds  orde ring Blue  Hills  to file  with Docke t Control copie s  of its
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ca lcula tion of re ve nue  re quire me nt for principa l a nd inte re s t obliga tions  on the  WIFA loa n a nd
incrementa l income  taxes  on the  surcha rge  within 60 days  a fte r the  loan agreement is  s igned by
both WIFA and the  Company.

S ta ff furthe r re comme nds  orde ring Blue  Hills  to file  with Docke t Control copie s  of a ll
executed financing documents  within 60 days a fte r the  loan agreement is  s igned.

S ta ff furthe r recommends  tha t a ll of the  Wilhoit sys tems  and De lls  be  orde red to file  ra te
cases  within five  yea rs  of the  e ffective  da te  of this  Decis ion.

S ta ff furthe r re commends  tha t the  Company submit the  ADEQ Certifica te  of Approva l of
Construction for the  a rsenic trea tment system by December 31, 2008.

Sta ff further recommends authorizing the  Company to execute  any documents  necessa ry
to effectua te  the  authoriza tions granted.



Company
as

Filed

Staff
as

Adjusted

Company
as

Filed

Staff
as

Adjusted

$17,458
0
0

$17,458
3,492

0

$22750
3492

0

$31403
0
0

$20,950$17,458 $31,403 $26,242

$20,114
55

1,055
50

$25,740
0

1,355
0

$26,740
0

1,355
0

$20,114
55

1,055
1,050

$28,095 $21,274 $28,095 $22,273

($10,637) (5324) $3,308 $3,968

$5,108

N/M

N/M

$1,250

N/M

N/M

$1 ,250 $5,108

264.67% 77.69%

10.53% 15.12%

Q
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Schedule DRE-1

-- Present Rates -- -- Proposed Rates --

Revenues:
Metered Water Revenue
Unmetered Water Revenue
Other Water Revenues

Total Operating Revenue

Operating Expenses:
Operation and Maintenance
Depreciation
Property & Other Taxes
Income Tax

Total Operating Expense

Operating Income/(Loss)

Rate Base O.C.L.D.

Rate of Return - O.C.L.D.

Operating Margin

NOTE: 1. Operating Margin represents the proportion of funds available to
pay interest and other below the line or non-ratemaking expenses



Net Plant $1,597$1,250 $2,847

Total Deductions $0 $0 $0

Total Additions $2,261 $2,261$0

4\
: \ \*

..§a~

Rate Base $1,250 $3,858 awa8v" > "

*

Wilhoit Water Company, Inc. - Blue Hills #3
Docket No. W-02065A-07-0313
Test Year Ended: December 31, 2006
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9

Schedule DRE-2
Page 1 of 5

- Original Cost -
Company Adjustment Staff

Plant in Service $44,186 $1,638 $45,824

Less:
Acc um. Depreciation 42,936 41 42,977

Less;
Plant Advances
Accumulated Deferred Income Taxes

$0
0

$0
0

$0
0

Total Advances $0 $0 $0

Contributions Gross
Less:
Amortization of CIAC

$0 $0 $0

Net CIAC $0 $0 $0

Plus;
1/24 Power $0 $127 $127

1/8 Operation & Mai ft. 2,134 2,134

Inventory

Prepayments

Explanation of Adjustment:
A - See Schedule 2, Page 2, a
B - See Schedule 2, Page 5
C - See Schedule 2, Page 6
D - See Schedule 2, Page 6

.

0

0

0

0

0

0

0

A

C

D

B

0

0

0
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Wilhoit Water Company, Inc. - Blue Hills #3
Docket No. W-02065A.07-0313
Test Year Ended: December 31, 2006

301 Organization
302 Franchises
303 Land & Land Rights
304 Structures & Improvements
307 Wells 8» Springs
311 Pumping Equipment
320 Water Treatment Equipment
330 Distribution Reservoirs & Stan~
331 Transmission & Distribution Ma
333 Services
334 Meters a. Meter Installations
335 Hydrants
336 Backflow Prevention Devices
339 Other Plant and Misc. Equipmi
340 Office Furniture & Equipment
341 Transportation Equipment
343 Tools Shop & Garage Equipmi
344 Laboratory Equipment
345 Power Operated Equipment
346 Communication Equipment
347 Miscellaneous Equipment
348 Other Tangible Plant
105 C.W.I,P.

TOTALS

Company
Exhibit

$44,186

$14

$0
0

1,250
1 ,200
4,238

11 ,027
609

2.843
14,296
4.309
3.421

0
0
0

91
0
O
0
0
0
0
0
0

Adjustment

$1 ,638

$0
0
0

1 ,638
0
0
0
O
0
0
0
0
0
0
0
0
0
0
O
0
0
0
o

Schedule DRE-2
Page 2 of 5

$45,824

Staff
Adjusted

$0
0

1,250
2,838
4,238

11 ,927
609

2,843
14,296
4,309
3,421

0
0
0

91
0
0
0
0
0
0
0
0

Explanation of Adjustment:
a - See Schedule 2, Page 3

A
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1.

I?

Schedule DRE~2
Page 3 of 5

STRUCTURES & IMPROVEMENTS - Per Company
Per Staff

$1 ,200
2,838 $1 ,638

To properly reflect account
provided in response to a data request as follows:

In 2006, the Company put a fence around a water tank that the Company
expensed in its rate application, Staff has capitalized this cost

A

$
$
$

1,200
1 ,ass
2,838

Ending balance in last rate case
2006 Capitalization of installation of fence around water tank
Staff Account Balance

PLANT



Wilhoit Water Company, Inc. - Blue Hills #3
Docket No. W-02065A.07-0313
Test Year Ended: December 31, 2006

Accumulated Depreciation - Per Company
Accumulated Depreciation - Per Staff

». Oct

Total Adjustment

;,;, < . 4 /

Schedule DRE-2
Page 4 of 5

i~»»

y'

$42,936
42,977

Amount

$41
4. ..

,8

Explanation of Acyustmentf

To properly reflect the half-year depreciation expense taken on the
capitalized cost to installed fence around water tank applying the 5%
composite depreciation rate established in Decision No, 58102

$45,824
1,250

42,936

e

B

Plant in Service
Less: Non Depreciable Plant

Fully Depreciated plant
Depreciable Plant

Times: Existing Composite Depreciation Rate
Full Year Depreciation Expense
Less: Half-Year Depreciation
Credit to Accumulated Depreciation

$1 ,638
5.00%

$82
41

$41

B
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Schedule DRE-2
Page 5 of 5

WORKING CAPITAL (1/24 PURCHASED PWR a. WTR)
Per Staff

- Per Company $0
127 $127

To reflect Staff's calculation of cash working capital based upon
Staffs recommendations for purchased power and purchased water

WORKING CAPITAL (1/8 OPERATION a. MAINT Exp) - Per Company
Per Staff 2 134 $2,134

To reflect Staff's calculation of cash working capital based upon
Staffs recommendations for operation and maintenance expense
(excluding purchased power and purchased water expenses)

E

F

I

I



($10,B37) $10,313OPERATING INCOME/(LOSS)

<
.1 w e

3

F$10,313($10,637)NET INCOME/(LOSS)

,p

4
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Test Year Ended: December 31, 2006

T o 1>ERA1é

Schedule DRE-3
Page 1 of 8

Company
Exhibit

Staff
Adjustments

Staff
Adjusted

Revenues:
461 Metered Water Revenue
460 Unmetered Water Revenue
474 Other Water Revenues

$17,458
0
0

$0
3,492

0

$17,458
3,492

0

Total Operating Revenue $17,458 $3,492 $20,950

C
D
E
F
G

Rate Case

Operating Expenses:
601 Salaries and Wages
610 Purchased Water
615 Purchased Power
618 Chemicals
620 Repairs and Maintenance
621 Office Supplies 8< Expense
630 Outside Services
635 Water Testing
641 Rents
650 Transportation Expenses
657 Insurance - General Liability
659 Insurance - Health and Life
666 Regulatory Commisssion Expense -
675 Miscellaneous Expense
403 Depreciation Expense
408 Taxes Other Than Income
408.11 Property Taxes
409 Income Tax

$9,778
0

3,039
0

7,133
703

0
1 ,853
1 ,400

0
661

0
0

2,173
0

1,355
0
0

($2,106)
0
0
0

(2,358)
(252)
408

(408)
250

0
(87)

0
0

(2,073)
55

(1,355)
1 ,055

50

J
K
L
M

$7,672
0

3,039
0

4,775
451
408

1,445
1,650

0
574

0
0

100
55
0

1,055
50

Total Operating Expenses $28,095 ($6,822) $21,274

Othe
419
421
427

XX
426

r Income/(Expense):
Interest and Dividend Income
Non-Utility Income
Interest Expense
Reserve/Replacement Fund Deposit
Miscellaneous Non-Utility Expense

$0
0
0
0
0

$0
0
0
0
0

$0
0
0
0
0

Total Other Income/(Expense) $0 $0

A

H

B

I

$0



Salaries and Wages
Number of Customers by Company

Allocation
Amount Dells Thunderbird YMHE Blue HiIIS TotalI

9

o
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Test Year Ended: December 31, 2006
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Schedule DRE-3
Page 2 of 8

UNMETERED WATER REVENUE - Per Company
Per Staff

$0
3,492 $3,492

To reflect the standpipe sales that the Company does not have
records for. Staff computed sales at 20% of metered revenue

Test year metered revenue
Rate to compute standpipe sales
Staff Balance, Unmetered Revenue

$17,458
20%

$3,492

SALARIES AND WAGES - Per Company
Per Staff

$9,778
7,672 ($2,106)

To reflect Staffs computation of Salaries & Wages based on
number of customers by Company

Total Salaries and Wages for all Companies $44,231

67
18.16%

128
34.69%

110
29.81%

64
17.34%

369
100.00%

$ 44,231 8,031 15,343 13,185 7,672 44,231

A

B

Staff balance, Salaries and Wages 7,672



Amount Before
Allocation

No. of Customers
Allocation %

Allocated
Amount

Amount Before
Allocation

9

o

Wilhoit Water Company, Inc. - Blue Hills #3
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Schedule DRE-3
Page 3 of 8

REPAIRS AND MAINTENANCE - Per Company
Per Staff

$7,133
4,775 ($2,358)

To reflect Staffs computation of Repairs and Maintenance based on
number of customers by Company

Calculation of Repairs & Maintenance
Allocated Shared Expenses $

Total Noh-Allocable Direct Expenses $
Staff balance, Repairs & Maintenance $

310.18
4,464.78
4,774.96

Repairs and Maintenance

Dells  $
Thunderbird $

YMHE $
Blue Hills $

1 ,788.39
1,788.39
1,788.39
1,788.39

18.16% $
34.69% $
29.81% $
17.34% $

1.000000000

324.72
620,36
533.12
310.18
1,788

| Repairs and Maintenance
Hughes
Arizona Blue Stake, Inc.
Total Allocable Expenses

$
$
$

1,740.89
47.50

1 ,788.39

C

I

Non-Allocable (Direct) Expenses
Prescott Pump Service
Hugues
Equipment Plus
Emie Dodd
Total Direct Expenses

$
$
$
$
$

1,812.94
526.69
225.00

1,900.15
4,464.78

s  I

I



Amount Before
Allocation

No. of Customers
Allocation %

Allocated
Amount

Office Supplies & Expense

Unit Cost
Units

per Year
Amount Before

Allocation

o

Wilhoit Water Company, Inc. - Blue Hills #3
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Test Year Ended: December 31, 2006

w
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ScheduleDRE~3
Page 4 of 8

D OFFICE SUPPLIES s. EXPENSE . Per Company
Per Staff

$703
451 ($252)

To reflect Staffs computation of Of6oe Supplies & Expense based on
Staff's computation of reasonable expenses and number of customers
allocation

Calculation of Oftioe Supplies & Expense
Total Direct billed Postage $ 314.88

Allocated Shared Expenses $ 136.41
Staff balance, Office Supplies & Maintenance $ 451 .29

Office Supplies & Expense I

Dells
Thunderbird

YMHE
Blue HillS

$
$
$
$

786.51
786.51
786.51
786.51

18.18% $
34.69% $
29.81% $
17.34% $

1.000000000

142.81
272.83
234.46
135.41
786.51

$ 32.97

$
$
$
$
$
$

27.49
67.97
15.29
11.39
10.49
11.96

$ 19.99

Paper 10/RM 5,000 sheets
Ink Cartridges

Black
Color

Post-its
Highlighters
Rubber Bands
Pencils
Shredder
Glue Stick
Envelopes (500 box)
Tape
Pens $

Total AllocableExpenses
6.74

4  $
4  $
4  $
4  $
4  s
4  $

$
$

4  $
$

4  $
$

109.96
271.88
61.16
45.56
41,96
47.84
39.98
10.29
79.96
17.99
26.96

786.51

Direct Billed PosTage

No, of Customers
Number of Billings

Total no. of bills s

Dells I
67
12

B04

Thunderbird I
128
12

1,536

YHME I
1 1 0

1 2
1 ,320

Blue Hills I
64
12

768

Total I
369
12

4,428

Postage rate
Total Postage

I

$
0.41

329.64 $
0.41

629.76 $

TS

0.41
541.20 $

0.41
314.88 $

0,41
1,815.48



Rents
I IE url Peroenta e to each company

Insurance - General Liabili
Number of Customers by Compare /

Amount Before
Allocation

No. of Customers
Allocation %

Allocated
Amount

s

Q
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Schedule DRE-3
Page 5 of 8

E OUTSIDE SERVICES - Per Company
Per Staff

$0
408 $408

To reflect Staffs computation of Outside Services based on
Staff's moving expenses previously listed in water testing expense

F WATER TESTING - Per Company
Per Staff

$1,853
1,445 ($408)

To reflect Staffs computation of Water Testing based onStaff's
moving some expensespreviously listed in water testing expense
to Outside Services

G RENTS - Per Company
Per Staff

$1,400
1.650 $250

To reflect Staff's computation of Rents Expense based on
an equal percentage split amongst 4 companies

Allocation
Percentage

Dells
Thunderbird

YMHE
Blue Hills

Amount Before
Allocation

6,600,00
6,600.00
5,600.00
6,600.00

$
$
$
$

25% $
25% $
25% $
25% $

1.000000 $

Allocated
Amount

1 ,650,00
1 ,650.00
1 ,650.00
1550,00
6,600.00

Staff balance, Rents $ 1,650

H INSURANCE - GENERAL LIABILITY - Per Company
Per Staff

$661
574 ($87)

To reflect Staffs computation of Insurance - General Liability based on
an equal percentage split amongst 4 companies

Dells
Thunderbird

YMHE
Blue Hills

$
$
$
s

3,307.00
3.30700
3,307.00
3,307.00

18.16% $
34.69% $
29.81% $
17.34% $

1.000000000 $

600.46
1,147.14

985.83
573.57

3,307.00

Staff balance, Insurance General Liability $ 574



Amount Before
Allocation

Equal Peroentage
Allocation %

Allocated
Amount

Amount Before
Allocation

4
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Schedule DRE-3
Page 6 of 8

I MISCELLANEOUS EXPENSE - Per Company
Per Staff

$2,173
100 ($2,073)

To reflect Staffs calculation of Miscellaneous Expense based on information
submitted by the Company, and calculation of the allocated portion of the
miscellaneous expense using number of customers allocation

Miscellaneous Expense I

Dells  $
Thunderbird $

YMHE $
Blue Hills $

398.80
398,80
398.80
398.80

25.00% $
25.00% $
25.00% $
25.00% $

1.000000000

99.70
99.70
99.70
99.70

398.80

I Miscellaneous Expense
Water Utilities Association of Arizona $

Martin & Bell, LLC $
Total Allocable Expenses $

125.00
273.80
398.80

I

Staff balance, Miscellaneous Expense $ 100

.4



DESCRIPTION

PLANT In
SERVICE
Per Staff

Nonbepreciable
Ir Fully Depreciate

PLANT

DEPRECIABLE
PLANT

(Col A - Col B)
DEPRECIATION

RATE

0

4
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Schedule DRE-3
Page 7 of 8

J $0
55

DEPRECIATION - Per Company
Per Staff $55

Explanation of Adjustment:
Pro Forma Annual Depreciation Expense:

DEPRECIATION
EXPENSE

(Col C x Col D)

1 ,ala 55
1,250
2.838
4,238

11 ,927
609

2,843
14,296
4.309
s_421

1 ,250
1,200
4,238

11,927
609

2.843
14,298
4.309
3,421

91 91

Organization $
Franchises $
Land s. Land Rights $
Structures 8. Improved $
Wells & Springs $
PumpingEquipment $
WaterTreatment Equi; $
Distribution Reservoirs $
Transmission8. Distrib $
Services $
Meters & Meter Installs $
Hydrants $
Backflow PreventionD $
Other Plant and Misc. I $
Office Furniturea Equi $
TransportationEquipm $
Tools Shop s. GarageI  $
Laboratory Equipment $
Power Operated Equip $
Communication Equips $
Miscellaneous Equipm- $
Other Tangible Plant $

T otal  $ 45,824

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
s
$
$
$
$
$ 44,186

$
$
$
$
$
$
$
$
$
s
s
$
$
$
$
$
$
$
$
$
$
$
$ 1 .ass

0.00% $
0.00% $
0.00% $
3.33% $
3.33% $

20.00% $
0.00% $
0.00% $
2.22% $
5.00% s
2.00% $
3.33% $
8.33% $
0.00% $
0,00% $
0.00% $
0.00% $
0.00% $
0.00% $
0.00% $
000% $
0.00% $

$ 55

55Depreciation Expense Before Amortization of CIAC: $
Amortization of CIAC $

Test year Depreciation Expense - Staff: $
Depreciation Expense . Company:

Staffs Total Adjustment: $

55
$0
55

Pro Forma Annual Depreciation Expense:

Plant in Service
Less: Non Depreciable Plant

Fully Depreciated Plant
Depreciable Plant
Times: Staff Proposed Depreciation Rate
Pro Forma Annual Depreciation Expense

$45,824
1 ,250

42,936
$1 ,638

3.33%
$55
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Schedule DRE-3
Page 8 of 8

TAXES OTHER THAN INCOME Per Company
Per Staff

$1,355
0 ($1,355)

To reflect removal of sales taxes included in operating expense

TAXES OTHER THAN INCOME Per Company
Per Staff

$0
1,055 $1 ,055

To reflect property taxes for the 2006 test year

INCOME TAX Per Company
Per Staff

$0
50 $50

M

K

L

To reflect Staff's computation of income tax expense given Staff's
adjustments to operating revenue and operating expenses
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Schedule DRE_4

RATE IHEIS IGN

Pres ent -Proposed Rates-

StaffMonthly Usage Charge
5/8" x 3/4" Meter

3/4" Meter
1" Meter

1/11 Meter
2" Meter
3" Meter
4" Meter
5" Meter
6" Meter

Rates
$8.00

8.00
18.00
40.00
64.00

120.00
200.00
300 00
400.00

Company
$10.00
10.00
22.50
50.00
80.00

150 00
250 00
375.00
500,00

$12.09
$12.08
$20.08
$60.00
$96.00

$182.08
$380.09
$456.08
$696.08

Gallons Included in Minimum 0

Per 1,000 Gallons for 0 to 6,000 Gallons
Per 1.000 Gallons for Gallons in Excess of 6,000

$2.95
$3.78

$6.65 NPA
$9 30 NIA

Per 1.000 Gallons for 0 to 3.000 Gallons
Per 1,000 Gallons for 3,001 to 10,000
Per 1.000 Gallons for Gallons in Excess of 10,000

N/A
N/A
N/A

N/A
N/A
N/A

$3.00
$4.50
$5.40

Bulk Haulers per 1000 N/A N/A $5.49

Service Line and Meter Installation Charges
5/8" X 3/4" Meter

3/4" Meter
1" Meter
"" Meter
2" Meter
3" Meter
4" Meter
6" Meter

$265 00
295 00
345 00
520.00
725 00
925.00

1,550.00
3.725 00

$520.00
600.00
690.00
935 00

1.595 00
2.275 00
3,520.00
6.275 00

§szo.0o
6(l0.09
690.08
935.00

4.595.013
2?9.88

3529.09
8275.00

$30 00 $100.00
0 00

100.00
150.00

$38.08
Service Charges

Establishment
Establishment (After Hours)
Reconnection (Delinquent)
Meter Test (If Correct)
Deposit
Deposit Interest
Re-Establishment (Within 12 Months)
NSF Check
Deferred Payment (per annum)
Meter Re-Read (If Correct)
Late Fee

0 00
30 00
50.00

0.00
0.00%

0.00
15.00
6.00%
15.00

0 00

35.00
6.00%
35.00
10.00

6.00%
15.00

Monthlv Service Charqe for Fire Sprinkler
4" or Smaller

Larger than 10"

Per Commission Rules (R14-2-403.B)
Months off system times the minimum (R14-2-403 D)
1.5% of unpaid monthly balance.
1.00% of Monthly Minimum for a Comparable Sized Meter Connection,
but no less than $5.00 per month. The Service Charge for Fire Sprinklers
is only applicable for service lines separate and distinct from the primary
water service line.
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Schedule DRE-5
Page 1 of 1

.. 'ICAL BILL A YSI
General Service 5/8 X 3/4 - Inch Meter

Average Number of Customers: 64

Gallons
Present

Rates
Proposed

Rates
Dollar

Increase
Percent

IncreaseCompany Proposed

Average Usage 4,639 $21 .68 $40.85 $19.17 88.4%

Median Usage 3,404 $18_04 $32.64 $14.60 80.9%

Staff Recommend

4,639 521,68 $28.37 $869 30.9%Average Usage

Median Usage 3.404 $1804 $22.82 $4.78 26.5%

Present & Proposed Rates (Without Taxes)
General Service 5/8 X 3/4 - Inch Meter

Gallons
Consumption

Present
Rates

Company
Proposed

Rates
%

Increase

Staff
Proposed

Rates
%

Increase

0
1,000
2,000
3.000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
15,000
20,000
25,000
50,000
75,000

100,000
125,000
150,000
175,000
200,000

$8.00
10.95
13.90
16.85
19.80
22.75
25.70
29.48
33.26
37.04
40.82
59.72
78.62
97.52

192.02
286.52
381 .02
475.52
570.02
664.52
759.02

$10.00
16.65
23.30
29.95
36.60
43.25
49.90
59.20
68.50
77.80
87.10

133.60
180.10
226.60
459.10
691 .60
924.10

1,156.60
1,389.10
1,621 .60
1,854.10

25.0%
52.1%
67.6%
77 7%
84.8%
90.1%
94.2%

100.8%
106.0%
110.0%
113.4%
123.7%
129.1%
132.4%
139.1%
141.4%
142.5%
143.2%
143.7%
144.0%
144.3%

$12.00
15.00
18.00
21 .00
25.50
30.00
34.50
39.00
43.50
48.00
52.50
79.50

106.50
133.50
268.50
403.50
538.50
673.50
808.50
943.50

1,078.50

50.0%
37.0%
29 5%
24.6%
28.8%
31 .9%
34.2%
32.3%
80.8%
29.6%
28.5%
33.1%
35.5%
36.9%
39.8%
40.a%
41.3%
41 .6%
41.8%
42.0%
42.1%
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Wilhoit Water Company, Inc. - Blue Hills #3
Docket No. W-02065A~07-0313
Test Year Ended: December 31, 2006

Schedule DRE-6

Selected Financial Data
Arsenic Surcharge

[A] [C]

Line

No.

1 INCOME STATEMENT

Staff
Recommended

Permanent Rates
Without Loan

[B]
Arsenic Treatment

System
$40,000 Loan

at 8.00 Percent Interest
Adjustments

Staff Recommended Ratges
with Arsenic Surcharge,

Loan Prin & Interest,
and Income taxes

22,750 $ $
4,239

22,750
4,239
3,492

2
3
4
5
6

3,492 $
$
$

Operating Revenue
Metered Water Revenue
Arsenic Surcharge
Unmetered Water Revenue
Other Water Revenues

Total Operating Rev:

$
$
$
$
$ 26,242 4,239

$
$ 30,480

7,672 7,672
Operating Expenses
Salaries and Wages
Purchased Water
Purchased Power
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Insurance - Genera! Liability
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

3.039
4,775

451
408

1 ,445
1 ,050

574
100
55

3,039
4,775

451
408

1 ,445
1 ,650

574
100
55

7
8
g
10
11
12
13
14
15
16
17
18
19
20
21 Total Operating Expense

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

1 ,055
1 ,050

22,273

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

224
224

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

1 ,055
1 ,274

22,497

22 Operating Income $ 3,968 $ 4,015 $ 7,983

23
24
25
26

3,169
$
$
$
$

3,169
Interest Income
Interest Expense
Interest-Customer Deposits
Total Other Interest Expense

$
$
$
$

$
$
$
$ 3,169 3,169

27 Net Income $ 3,968 $ 845 $ 4,814

28 Principal Repayment $ $ 845 $ 845

30 N/A 2.92

31

TIER
[L 18+ L20]+L22

DSC
[ L  16+L17+L20 ] + [ L22+L26 ] N/A 2.32



Wilhoit Water Company, Inc. - Blue Hills #3
Docket No W-02065A-07-0_13
Test Year Ended: December 31, 2006

Schedule DRE-7

Line
No.

CALCULATIQN oF Anonioms. REVENUE 14259211 pose ARSENIC SURCHARGE
Fem MNQWAL, m"raa£s*'r, AND INCGME TAXES

TO PRESERVE cAsH FLQW

Annual Principal Payment on Loan
Multiplied by: Gross Revenue Conversion Factor

$

$

845
1.265
1.069Additional Revenue Needed for Principal Payment [L2 x LE]

Additional Revenue Needed for Principal Payment (from L4)
Less' Annual Principal Payment on Loan

1,069

Additional Revenue Needed for Income Taxes [L7 - LE]

$
$
$ 224

10
11
12
13
14

Annual PrlnclpaI Payment on Loan (from L2)
Annual Interest Payment on Loan
Annual Principal and Interest Payments (L10 + L11)
Plus. Additional Revenue Needed for Income Taxes (from LE)
Total Additional Revenue Needed for Principal, Interest, & Income Taxes [L12 + L13]

$
$
$
$
$

3.169
4,015

224
4,239
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Schedule DRE~8

Surcharge Amount $ 5 . 5 2

Line
No.

1

2
3
4
5
6
7
8
9

10
1 1

12
13
14
15
16
17

t8

Pro forma Effects on monthly bill
5/8"x 3/4" Meter
3/4" Meter
1" Meter
1%" Meter
2" Meter
3" Meter
4" Meter
6" Meter

1
1.5
2.5

5
8

15
25
50

$
$
$
$
$
$
$
$

5.52
5.52
5.52
5.52
5.52
5.52
5.52
5.52

B28
u=»1'¥
2242

I

X

X

x

X

X

X

X

X

Total Direct Expenses

8 0
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Wilhoit Water Company, Inc. - Blue Hills #3
Docket No. W-02065A~07-0313
Test Year Ended: December 31, 2006

Schedule DRE-9
Page 1 of 1

TYPIFY BILL YSIS
General Service 5/8 X 3/4 - Inch Meter

With Arsenic Removal Surcharge

Average Number of Customers: 64

Gallons
Present

Rates
Proposed

Rates
Dollar

Increase
Percent

Increase

4,639 $21 .68 $40_85 $19.17 88.4%

Company Proposed

Average Usage

Median Usage 3.404 $18.04 $32.64 $14.60 80.9%

Staff Recommend

$21.68 $33.89 $1221 56.3%Average Usage

Median Usage

4,639

3,404 $18.04 $28.34 $10.30 57.1 %

Present s. Proposed Rates (Without Taxes)
General Service 5/8 X 3/4 - Inch Meter

Gallons
Consumption

Present
Rates

Company
Proposed

Rates
%

Increa s e

Quaff
Proposed

Rates
%

Increase

0
1 ,000
2,000
3,000
4,000
5,000
6.000
7,000
8,000
9,000

10,000
15,000
20,000
25,000
50,000
75,000

100,000
125,000
150,000
175,000
200,000

$8.00
10.95
13.90
16.85
19.80
22.75
25.70
29.48
33.26
37.04
40.82
59.72
78.62
97.52

192.02
288.52
381 .02
475.52
570.02
664.52
759.02

$10.00
16.65
23.30
29.95
36.60
43.25
49.90
59.20
68.50
77.80
87.10

133.60
180.10
226.60
459.10
691 .60
924.10

1,156.60
1,389.10
1,621 .60
1,854.10

25.0%
52.1%
67.6%
17.7%
84.8%
90.1%
94.2%

100.8%
106.0%
110.0%
113.4%
123.7%
129.1%
132.4%
139.1%
141 .4%
142.5%
143.2%
143.7%
144.0%
144.3%

$t7,52
20,52
23,852
26,52
31,02
35,52
40,02
44,52
49,02
53.52
58,02
85,02

112,02
139,02
274,02
409,02
544,02
679,02
814,02
949,92

1 ,084302

119.0%
87.4%
69.2%
57.4%
56.7%
56.1%
55.7%
51.0%
47.4%
44.5%
42.1%
42.4%
42.5%
42.5%
42.7%
42.8%
42.8%
42.8%
42.8%
42.8%
42.8%
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Eng ine e ring  Re port fo r Wilho it Wa te r Compa ny,
Inc . - Blue  Hills  #3 S ys te m

I

Docke t No. W-02065A-07-0313 (Ra te s )

Ma rlin  S c o tt, M 4 /I/I
Utilitie s  Eng ine e r

1
October16, 2007

CO NCLUS IO NS

Wilhoit Wa te r Compa ny, Inc. - Blue  Hills  #3 S ys te m's  ("Compa ny") curre nt we ll a nd
s tora ge  ca pa citie s  could a de qua te ly s e rve  its  curre nt cus tome r ba s e  a nd re a s ona ble
growth.

The  Arizona  De pa rtme nt of Environme nta l Qua lity ("ADEQ") re porte d no de ficie ncie s
a nd ha s  de te rmine d tha t the  Compa ny's  s ys te m, P WS  #13-055 is  curre ntly de live ring
wa te r tha t me e ts  the  wa te r qua lity s ta nda rds  re quire d by Arizona  Adminis tra tive  Code ,
Title  18, Chapte r 4.

The  Compa ny ha s  a n a pprove d ba ckflow pre ve ntion ta riff tha t be ca me  e ffe ctive  on
February 22, 2004.

R E C O MME NDATIO NS

Sta ff recommends  tha t the  Company monitor the  sys tem and submit the  ga llons  pumped
a nd s o ld  to  de te rmine  the  a ctua l wa te r los s  for one  fu ll ye a r. The  re s ults  of th is
monitoring and reporting should be  docke ted a s  a  compliance  item in this  ca se  within 13
months  of the  e ffective  da te  of the  orde r is sued in this  proceeding. If the  reported wa te r
loss  for the  pe riod is  grea te r than 10%, the  Company sha ll prepa re  a  report conta ining a
de ta iled ana lys is  and plan to reduce  wa te r loss  to 10% or le ss . If the  Company be lieves  it
is  not cost e ffective  to reduce  wate r loss  to less  than 10%, it should submit a  de ta iled cost
be ne fit a na lys is  to s upport its  opinion. In no case sha ll the  Company a llow wa te r loss  to
be  grea te r than 15%. The  wa te r loss  reduction report or the  de ta iled ana lys is , whicheve r
is  submitte d, sha ll be  docke te d a s  a  complia nce  ite m within 13 months  of the  e ffe ctive
date  of the  order issued in this  proceeding.

B.

A.

c.

1 .

2. Staff recommends tha t the  Company be  required to report its  customer count by system in
future  submitta l of Commiss ion Annua l Reports .

By:
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Staff recommends an amlual water tes ting expense  of $1,445 be  used for purposes of this
a pplica tion a nd furthe r re comme nds  tha t the  re ma ining $408 of the  re porte d $1,853 be
classified as  part of the  water opera tor's  fee

S ta ff re c o mme n d s  th a t Co mp a n y s u b mit th e  ADE Q  Ce rtific a te  o f Ap p ro va l o f
Construction for the  arsenic trea tment system by December 31 , 2008.

The  Compa ny is  loca te d in the  P re s cott Active  Ma na ge me nt Are a . S ta ff re comme nds
tha t the  Compa ny file  with  Docke t Control, a s  a  complia nce  ite m in  th is  docke t by
December 31, 2008, a  le tte r from Arizona  Department of Wate r Resources  indica ting tha t
the  Company's  water use  and monitoring requirements  have  been resolved.

Staff recommends that the  Company use  Staff' s  deprecia tion ra tes delineated in Table  B.

S ta ff re comme nds  a pprova l of S ta ffs  S e rvice  Line  a nd Me te r Ins ta lla tion Cha rge s  a s
de linea ted in Table  C.

3.

6.

7.

5.

8. S ta ff re comme nds  tha t the  Compa ny file  a  curta ilme nt ta riff in the  font found on the
Colnmis s ion 's  we bs ite  a t www,a zcc.gov/divis ions /utilitie s /forms /Curta ilme nt-S tdpdf.
This  ta riff s ha ll be  docke te d a s  a  complia nce  ite m in this  ca s e  within 45 da ys  of the
e ffective  da te  of an orde r in this  proceeding for review and ce rtifica tion by S ta ff.
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Plant Items
Well #1

(55-622750)
Well #2

(55-622751)

Casing Size 6-inch 6-inch
Casing Depth ** 178 ft. 35 ft.

Submersible Pump 3-Hp 1/2-Hp

Pumping Rate 30 GPM 10 GPM

Meter Size 1-1/2-inch

Storage Tank 12,500 ga llon

Booster Pumps 3-Hp, 2 each

Captive  Air Tanks 120 gallons, 4 each

Chlorina tion Liqu id

Cha in Link Fencing 50 ft. by 70 ft. a round entire  site

4

Wilhoit Water Company, Inc. -- Blue Hills #3 System
Docket No. W-02065A-07-0313
Page 4

A. LOCATION OF COMPANY

Wilhoit  Water  Company,  Inc.  - Blue Hills #3 System ("Company") serves a  community in
Dewey. Figure 1 shows the location of the Company within Yavapai County and Figure 2 shows
the certificated area covering 1/32 square-mile or 20 acres.

B. DESCRIPTION OF THE WATER SYSTEM

The water system was Held inspected on September 17, 2007, by Marlin Scott, Jr., Staff Utilities
Engineer, in the accompaniment of Jim West, Consultant for the Company. The current system
consists of two wells,  one storage tank,  booster  system and a  distr ibution system serving
approximately 55 customers and a coin-operated standpipe service. All the pumping facilities
are located at one site.

In the mid l990's, a gasoline spill occurred across the road from the wells/pumping site. Due to
this spill,  ADEQ ordered the responsible party, Blue Hills Market, to clean-up the spill and
fur ther  ordered treatment equipment be insta lled for  the water  company. This treatment
equipment, activated charcoal tilters, was placed into operation in 2002 and is currently being
operated and maintained by Zelen Environmental on behalf of the Blue Hills Market.

A system schematic is shown as Figure 3 and a detailed plant facility listing is as follows:

Table 1. Pumping Site

** Note: According to the ADWR Imaged Records Database.



Dia me te r Mate ria l Le ngth

3 -Inch

4-inc h AC P 3,845 ft.

6-inch ACP 3 ,150  ft.

Tota l: 6,995 ft.

S ize Quantity

5/8  x 3 /4 -inch 55

3 /4 -inc h

1 - c h

1-1 /2-inch
E

-

2-inc h

To ta l: 55

S tructure s

Standplpe - coin operated system

4

O
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Page 5

Table 2. Water Mains #

# Note : According to  S ta ff" s  prior Engine e ring Re port in  1992.

Table 3. Customer Meters

Table 4. Structures
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Figure  1. Yavapa i County Map
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I

Figure  2. Ce rtifica ted Area
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Figure  3. System Schematic
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c .  WATE R  US E

Wa te r S o ld

Figure  4 repre sents  the  wa te r consumption da ta  provided by the  Company in its  wa te r use  da ta
sheet. Cus tome r cons umption e xpe rie nce d a  high monthly wa te r us e  of 223 ga llons  pe r da y
("GP D") pe r conne ction in  Ma y a nd a  low monthly wa te r us e  of 90 GP D pe r conne ction in
March for an average  monthly use  of 153 GPD per connection.

Asa

zoo

3

158

8

Jars 'ea Few: Apr Jun Jul

My}nTi~is

Figure 4. Water Use

May So Nov

Non-Account Water

Non-a ccount wa te r should be  1000 or le s s . The  Compa ny re porte d 3,572,301 ga llons  of wa te r
sold a nd did not re port the  numbe r of ga llons  pumpe d during the  te s t ye a r. Although the  we lls
s ha re  a  l-l/2-inch me te r, the  Compa ny is  not re cording its  ga llons  pumpe d. In prior ye a rs  a s
shown in the ir Annual Reports , the  Company has  been reporting the  same amount of ga llons sold
a s  ga llons  pumpe d. Ba s e d on the  unknown "a ctua l" ga llons  pumpe d, the  wa te r los s  pe rce nt
cannot be  de termined a t this  time.

Staff recommends tha t the  Company monitor the  system and submit the  ga llons pumped and sold
to de te nnine  the  a ctua l wa te r loss  for one  full ye a r. The  re sults  of this  monitoring a nd re porting
should be  docke te d a s  a  complia nce  ite m in this  ca se  within 13 months  of the  e ffe ctive  da te  of
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the  Company shall prepare  a  report conta ining a  de ta iled analysis  and plan to reduce  water loss  to
10% or le s s . If the  Compa ny be lie ve s  it is  not cos t e ffe ctive  to re duce  wa te r los s  to le s s  tha n
10%, it should submit a  de ta iled cos t bene fit ana lys is  to support its  opinion. In no ca se  sha ll the
Compa ny a llow wa te r los s  to be  gre a te r tha n 15%. The  wa te r los s  re duction re port or the
de ta ile d a na lys is , whiche ve r is  s ubmitte d, s ha ll be  docke te d a s  a  complia nce  ite m within 13
months  of the  e ffective  da te  of the  order issued in this  proceeding.

System Analysis

The  sys te ln's  curre nt two source  we ll ca pa city tota ling 40 GP M a nd 12,500 ga llons  of s tora ge
ta nk ca pa city could a de qua te ly s e rve  a pproxima te ly 100 s e rvice  conne ctions . The  s ys te m
curre ntly ha s  55 s e rvice  conne ctions  a nd one  s ta ndpipe  s e rvice . The re fore , this  sys te m ca n
adequately serve its  current customer base and reasonable  growth.

D. G R O W TH

In the  Compa ny's  Annua l Re ports , it did not s e pa ra te  the  cus tome r count for e a ch of its  thre e
independent water systems, but instead, reported its  entire  customer base  as  one . Therefore , Staff
ca nnot de te rmine  pos s ible  growth for this  s ys te m. S ta ff re comme nds  tha t the  Compa ny be
re quire d to  re port its  cus tome r count by s ys te m in future  s ubmitta l of Commis s ion Annua l
Reports .

E .  AR IZO NA DE P AR TME NT
C O MP LIANC E

O F E NVIR O NME NT AL Q UALIT Y (" ADE Q " )

Compliance

According to an ADEQ Compliance  S ta tus  Report, da ted April 30, 2007, tha t was  submitted with
the  ra te  a pplica tion, ADEQ re porte d no de ficie ncie s  a nd ha s  de te rmine d tha t the  Compa ny's
s ys te m, P WS  #13-055 is  curre ntly de live ring wa te r tha t me e ts  the  wa te r qua lity s ta nda rds
required by Arizona  Adminis tra tive  Code , Title  18, Chapte r 4.

Water Testing and Operator's Fee Expenses

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 "). S ta rting J a nua ry 1, 2002, wa te r compa nie s  pa id a  fixe d $250 pe r ye a r fe e , plus  a n
additiona l fee  of $2.57 pe r se rvice  connection, rega rdle ss  of me te r s ize  for pa rticipa tion in MAP.
Pa rticipa tion in the  MAP program is  manda tory for wa te r sys tems , which se rve  le ss  than 10,000
persons (approximate ly 3,300 se rvice  connections).

The  Compa ny re porte d its  wa te r te s ting e xpe nse  a t $1,853 during the  te s t ye a r by combining
wa te r te s ting cos ts  a nd wa te r ope ra tor's  fe e s . S ta ff ha s  re vie we d the se  e xpe nse s  a nd ha s



Tota l coliform - monthly

Monitoring
(Tests per 3 years, unless noted.)

Cost per
test

No. of
tests

Annua l
Cos t

$65 12 $780

Inorganics P riority P ollutants MAP MAP MAP

Radiochemica l - per 4 years MAP MAP MAP

Phase II and V:

Nitra te  - a nnua l $55 1 $55

Nitrite  -. once  pe r pe riod MAP MAP MAP

Asbestos - per 9 years MAP MAP MAP

MAP - IOns , sacs , & VOCs  ## MAP MAP ** $381

Lead 8L Copper per 3 years
- Sampling & shipping samples

$45
$75

5

1

$75
$25

D/DBP :

TTHM/HH5 - per 3 years
- Sampling & shipping samples

$335

$50

1
1

$112

$17

Tota l $1,445

p.
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recalculated the annual expense by adding the omitted monitoring requirements for  lead &
copper and Disinfection/Disinfection By-Product ("D/DBP"). Annual D/DBP monitor ing
applies to any public water system that adds a halogenated disinfectant during the treatment
process, The Company chlorinates its wells and therefore, is required to monitor for D/DBP.
Staff has also made additional adjustments that are shown in Table A below for Staffs adjusted
annual water testing expense of $1,445.

Table A. Water Testing Cost

## Note: ADEQ - MAP invoice for the 2006 Calendar Year is $381.07.

Staff recommends an annual water  testing expense of $1,445 be used for  purposes of this
application and further recommends that the remaining $408 of the reported $1,853 be classified
as part of the water operator's fee.

Ars e n ic

According to the ADEQ Monitoring Assistance Program analysis report for 2007, the Company's
composite arsenic level from its two well was reported at 18 parts per billion ("ppb"). Based on
this arsenic level, the Company indicated it is currently seeking a bid from Adedge Technologies
for engineering, construction, and installation of an arsenic treatment system.
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S ta ff re comme nds  tha t Compa ny submit the  ADEQ Ce rtifica te  of Approva l of Cons truction for
the arsenic treatment system by December 31 , 2008 .

F .  AR IZO NA DE P AR TME NT O F  WATE R  R E S O UR C E S  (" ADWR " ) C O MP LIANC E

The  Company is  loca ted in the  P re scott Active  Management Area  ("AMA"). S ince  the  Company
uses  le ss  than 250 acre -fee t of wa te r pe r yea r, it is  cons ide red a  sma ll provide r by ADWR and is
not subje ct to the  ga llons  pe r ca pita  pe r da y limit a nd conse rva tion rule s . The  Compa ny is  only
required to monitor and report wa te r use .

In re sponse  to S ta ff' s  re que s t for a  complia nce  s ta tus , ADWR provide d a  copy of its  Advisory
le tte r to Wilhoit Wa te r Compa ny da te d Octobe r ll, 2007. According to the  le tte r, the  Compa ny
is  not in complia nce  with ADWR re quire me nts  for ca le nda r ye a r 2006, ba se d on ADWR's  a udit
of the  Compa ny's  2006 Annua l Withdra wa l a nd Us e r Re port. In a ddition, it s ta te s  tha t the
Compa ny s ha ll provide  conforma tion of re pa ir or ins ta lla tion of ne w me te rs  for a ll its  we lls  to
ADWR by De ce mbe r ll, 2007. The  Compa ny's  2007 Annua l Withdra wa l a nd Us e r Re port will
a lso have  to include  the  partia l meter readings for the  fourth quarter of 2007 .

S ta ff re comme nds  tha t the  Compa ny file  with Docke t Control, a s  a  complia nce  ite m in this
docke t by December 31, 2008, a  le tte r from ADWR indica ting tha t the  Company's  wa te r use  and
monitoring requirements  have  been resolved.

G .  DE P RE CIATIO N RATE S

The  Compa ny ha s  be e n us ing a  de pre cia tion ra te  of 5.00% in e ve ry Na tiona l As s ocia tion of
Re gula tory Utility Commiss ione rs  ("NARUC") pla nt ca te gory. In re ce nt orde rs , the  Commiss ion
has  been shifting away from the  use  of compos ite  ra te s  in favor of individua l deprecia tion ra te s
by NARUC ca te gory. (For e xa mple , a  un ifo rm 5% compos ite  ra te  wou ld  no t re a lly be
a ppropria te  for e ithe r ve hicle s  or tra nsmis s ion ma ins  a nd ins te a d, diffe re nt spe cific re tire me nt
rates should be used.)

S ta ff ha s  de ve lope d typica l a nd cus toma ry de pre cia tion ra te s  within a  ra nge  of a nticipa te d
equipment life . These  ra te s  a re  pre sented in Table  B and it is  re commended tha t the  Company
use  deprecia tion ra tes  by individua l NARUC ca tegory on a  going-forward bas is .



NARUC
Acct. No.

De pre cia ble  P la nt

Ave ra ge
S e rvice  Life

(Ye a rs )

An n u a l
Ac c ru a l

Ra te  (%)

3.33

2.50

2.50

3.33

6.67

2.00

5.00

12.5

3.33

20.0
~>/~:7

2.22

5.00

2.00

3.33

8.33

2.00

6.67

6.67

6.67

20.00

304 S tructure s  & Improve me nts 30

305 Colle c ting  & Impounding  Re s e rvolrs 40 2.50

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

307 Wells  & S prings 30

308 In filtra tion  Ga lle rie s 15

309 Raw Wate r Supply Mains 50

310 P owe r Ge ne ra tion Equipme nt 20

311 P umping Equlpme nt 8

320 Water Treatment Equlpment
,\c93 , %4<~

320.1 Water Treatment Plants 30

320.2 S olution Che mica l Fe e de rs 5

330 Dis tribution  Re s e rvoirs  & S ta ndpipe s
¥:'3}/'
1I5893//§2% ,
' 2 ¢89w»'/

330.1 S tora ge  Ta nks 45

330.2 Pres s ure Ta nks 20

331 Tra ns mis s ion  & Dis tribu tion  Ma ins 50

333 S e rvice s 30

334 Me te rs 12

335 Hydra n ts 50

336 Ba ckflow P re ve ntion  De vlce s 15

339 Othe r P la n t & Mis c  Equlpme nt 15

340 Office  Furn itu re  & Equipme nt 15

340.1 Compute rs  & S oftwa re 5

341 Tra ns porta tion Equipme nt 5 20.00

342 S tore s  Equipme nt 25

343 Tools , S hop & Ga ra ge  Equipme nt 20

344 La bora tory Equlpme nt 10

345 P owe r Ope ra te d Equipme nt 20

346 Communica tion  Equipme nt 10 10.00

347 Mis ce lla ne ous  Equipme nt 10 10.00

348 Othe r Ta ngible  P la nt

4.00

5.00

10.00

5.00

o
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Table B. Depreciation Rates

NOTES1

1 . The se  de pre cia tion ra te s  re pre se nt a ve ra ge  e xpe cte d ra te s . Wa te r compa nie s  ma y
experience  diffe rent ra tes due  to varia tions in construction, environment, or the  physica l
and chemical characteristics of the water.



$385
4

.a
$265 $135 s520

F

3/4-inch
8

9
$385$295 $215

.

g $435$345 $255
/
I
'r$520 $470 $465

/

5$935

4 2-inch $725 $630g
g $965 $1,595

r

¢

3-inch
9
eI $805$925 $1,470

F

r

of
$2,275

if
4

44nch 4 $1,170$1,550 $2,350 Q9$3,520

5-inch3
.4
I

.;

N/A*F$2,638 N/A N/A 4

$3,725 $1,730.4
8Jx ml

$4,545

o

A

Wilhoit Wa te r Compa ny, Inc. - Blue  Hills  #3 S ys te m
Docke t No. W-02065A-07-03 la
Page 14

H. OTHER IS S UES

The Company has requested changes in its service line and meter installation charges. These
charges are refundable advances and the Company has requested "total" charges that are similar
to Staffs customary range of charges. Since the Company may at times install meters on
existing service lines, it would be appropriate for some customers to only be charged for the
meter installation. Therefore, Staff recommends approval of the "total" charges as shown in
Table C below, with separate installation charges for the service line and meter installations.
Staff also would recommend the deletion of the 5-inch meter installation charge due to the fact
that 5-inch meters do not exist.

1. Service Line and Meter Installation Charges

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.

Table C. Service Line and Meter Installation Charges

."¢'.

Meter Size
Company
Current
Charges

1

Recommended
Service Line

Charges

Recommended
Mctcr Charges I

Recommend
Total Charges

5/8 x 3/4-inch

$600

$690

Il

1-inch

1-1/2-inch

6-inch $6,275
vI/I/JA:/I/1.4014..;..4 Z w:/1/I4 I4:-'ar/Ana' l ww' / - / / . m

2. Curtailment Tariff

The Company does not have an approved curtailment tariff Staff recommends that the Company
file a curtailment tariff in the form found on the Commission's website at
www.azcc.,qov/divisions/utilities/forms/Curtailment-Std.pdf1 This tariff shall be docketed as a
compliance item in this case within 45 days of the effective date of an order in this proceeding
for review and certificationby Staff

2.
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3. Ba c kflow P re ve n tion  Ta riff

The  Company has  an approved backflow prevention ta riff tha t became  e ffective  on Februa ry 22,
2004.


