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An y p a rty wh o  wis h e s  ma y file  co mme n ts  to  th e  S ta ff Re p o rt with  th e  Arizo n a
Corpora tion Commiss ion's  Docke t Control by 4:00 p.m. on or be fore  March 28, 2008.

Attached is  the  S ta ff Report for Shepa rd Wate r Company's  applica tions  for a  pe rmanent
ra te  incre a se  a nd a  fina ncing a pprova l. For re s ide ntia l cus tome rs , S ta ff re comme nds  tha t the
e xis ting $16.50 pe r month fla t ra te  cha rge  continue  until a ll re s ide ntia l cus tome rs  a re  me te re d
(comme rcia l cus tome rs  a re  curre ntly me te re d a nd bille d on me te re d ra te s ). Afte r a ll re s ide ntia l
customers  a re  metered and properly noticed, S ta ff recommends  tha t the  Company implement an
inve rte d thre e -tie re d ra te  s tructure . S ta ff re comme nds no change  to the  Compa ny's  e xis ting
$5.00 pe r month s ys te m re pla ce me nt s urcha rge  a pprove d in  De cis ion No. 62091. S ta ff
recommends  an inve rted two-tie r ra te  des ign for the  Company's  one -inchmete r cus tomers . S ta ff
recommends approva l of the  requested financing and the  associa ted a rsenic remedia l surcharge
mechanism.
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The Staff Report for Shepard Water Company ("Company"), Docket Nos. W-01537A-
07-0264 and W-01537A-07_0265, was the responsibility of the Staff members lis ted below.
Crystal Brown was responsible for the review and analysis of the Company's application for a
permanent ra te  increase , Staffs  revenue requirement, ra te  base , ra te  design, and financing
recommendations. Marlin Scott, Jr. was responsible for the engineering and technical analysis.
John La Porta was responsible for reviewing the Arizona Corporation Commission's records on
the Company and reviewing customer complaints tiled with the Commission.
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Crystal S. Brown

Public Utilities  Analyst V

Marlin Scott, Jr
Utilities Engineer
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John La Porta

P ublic Utilitie s  Consume r Ana lys t I
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EXECUTIVE SUMMARY
SHEPARD WATER COMPANY

DOCKET nos. W-01537A-07-0264 AND W~01537A-07-0265

Shepard Water Company ("Shepard" or "Company") is an Arizona "C" corporation and
is located approximately 30 miles northeast of Yuma along the Colorado River.

Shepard proposes a  five dollar  surcharge with no other  change to its current rates,
charges, and system replacement surcharge approved in Decision No. 62091, dated November
19, 1999. Additionally, Shepard requests authorization to incur $112,100 in long-term debt.

For residential customers, Staff recommends that the existing $16.50 per month flat rate
charge continue until all residential customers are metered (commercial customers are currently
metered and billed as such). After all residential customers are metered and properly noticed,
Staff recommends that the Company implement an inverted three-tiered rate structure. Staff
recommends no change to the Company's  exis t ing $5.00 per  month sys tem replacement
surcharge approved in Decision No. 62091.

Further, Staff recommends an inverted two-tier rate design for the Company's one-inch
meter customers. Staffs recommended rate design generates approximately the same level of
revenue for the one-inch customers as does the Company's current rate design. Staff does not
recommend approval of the Company proposed five dollar surcharge.

Staff recommends a $3.93 arsenic remediation surcharge mechanism ("ARSM"),  in
association with the approval of the requested long-term debt,  to be implemented once the
Company has met certain conditions.

The Company proposed total operating revenue of $76,1001, an increase of $l3,641, or
21.84 percent  above the Company's  test  year  revenue of $62,459. Once t he AR S M is
implemented, Staff recommends total operating revenue of $60,699, an increase of $l0,78l, or
21.60 percent above the Staff adjusted test year revenue of $49,918. The Company's proposed
rates would increase the typical residential flat rate bill, from $21 .50 to $26.502 for an increase of
$5.00 or 23.3 percent. Staffs recommended flat rate (which is the same as the existing flat rate)
would increase the typical residential flat rate bill, from $21.50 to $25.433 for an increase of
$3.93 or 18.3 percent as shown on Schedule CSB-5, page l. Staffs recommended inverted three
tiered rate design would increase the typical residential bill with an average usage of 4,796

1 The Company requested total operating revenue of $76,100 on the amended page 6 of the application. However,
the Company's proposed rates would actually produce $75,899 in revenues.
2 $16.50 flat rate + $5.00 system replacement surcharge + $5.00 surcharge = $26.50
3 $16.50 flat rate + $5.00 system replacement surcharge + $3.93 ARSM = $25,43
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gallons, from $21.50 to $25,64 for an increase of $4.16 or 19.35 percent as shown on Schedule
CSB-5, page 2.

4 $16.73 average bill + $5.00 system replacement surcharge + $3.93 ARSM = $25.66
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Shepard Water Company
Docke t Nos . W-01537A-07-0264 e t a l

Fact Sheet

Companv:

Curre nt Ra te s ; De cis ion No. 62091, da te d Nove mbe r 19, 1999
Type  of O wne rs h ip : Arizona  "C" corpora tion

Loca tion: Approxim a te ly 30  m ile s  northe a s t of Yum a  a long the  Colora do Rive r.  The  Com pa ny
is  not loca te d in a n Active  Ma na ge me nt Are a .

Rates :

Permanent rate increase application tiled: May 1, 2007
Current test year ended: December 31, 2006
Prior test year ended: September 30, 1998

Monthlv Charges:

Current
Rates

Com pa ny
P ropos e d
Ra te s

S ta ff
Re comme nde d
Ra te s

Unme te re d Ra te $16.50 $16.50 $16.505

Monthly Minimum Cha rge
5/8 x 3/4 -- inch meter $ 6.75 $ 6.75 $ 9.75

Ga llons  in Minimum 0 0 0

Uniform Me te re d Ra te
Per 1,000 ga llons S 2.05 $ 2.05 $ N/A

Com m odity Cha rge
0 to 3,000 ga llons  (pe r 1,000 ga llons )
3,001 to 10,000 ga llons  (pe r 1,000 ga llons )
10,001 a nd ove r ga llons  (pe r 1,000 ga llons )

$ N/A
$ N/A
$ N/A

$ N/A
$ N/A
$ N/A

$ 1.25
$ 1.80
$ 2.30

S urcha rge s  for S ys te m Re pla ce me nt
P ha se  One
P ha s e  Two

$ 5.00
$10.00

$ 5.00
$10.00

$ 5.00
$10.00

Arsenic Remedial Surcharge $ 0.00 $ 5.00 $ 3.936

5 The unmetered flat rate is to remain in effect until all residential customers are metered and noticed.
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Shepard Water Company
Docke t Nos . W-01537A-07-0264 e t a l
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Tvpic a l re s ide n tia l b ill:

Average use (Flat Rate)
Average use (4,796 gallons) (Inverted 3-Tiers)

Current
Rates
$21.50
$21.50

Company
Proposed
Rates
$26.50
$26.50

S ta ff
Recommended
Rates
$25.437
$25678

Customers :

Number of cus tomers  in prior te s t yea r (9/30/98) 222

Average  Number of customers in the  current test yea .r (12/31/06): 224

Current test year customers by meter size:

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

1 -- inch
l 1/2 .- inch

2 - inch
4 - inch
6 - inch

221
0
3
0
0
0
0

Seasonal customers: N/A

Customer notifica tion for financing applica tion filed: March 14, 2008.

Cus tomer notifica tion for ra te  applica tion filed: July 5, 2007.

Number of cus tomer compla ints  and/or opinions  conce rning ra te /tinancing applica tions  filed: 0.

Percentage  of compla ints  to customer base : 0%

S umma ry o f Filing

The  te s t ye a r re sults  a s  a djus te d by Utilitie s  Divis ion S ta ff ("S ta ff"), for S he pa rd Wa te r
Company ("Shepa rd" or "Company") show tota l ope ra ting revenue  of $49,918 and an ope ra ting
income  of $5,098 or a  10.21 pe rce nt ope ra ting ma rgin a s  s hown on S che dule  CS B-1. The
origina l cos t ra te  base  ("OCRB") is  $11,772.

6 Staff calculated a maximum arsenic remedial surcharge of $3.93 based upon approval of the $112, 100 Staff
recommended loan.
7 $16.50 average bill + $5.00 system replacement surcharge + $3.93 ARSM = $25.43
8 $16.73 average bill + $5.00 system replacement surcharge + $3.93 ARSM= $25.67
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Shepard Water Company
Docke t Nos . W-01537A-07-0264 e t a l

Shepard's  proposed surcharge  ra te  and other ra tes , as  filed, would produce  tota l opera ting
re ve nue  of $76,100 a nd ope ra ting income  of$2l,93l, or a  28.82 pe rce nt ope ra ting ma rgin. The
Company cla ims an OCRB of $39,412. The  Company's  proposed surcharge  ra te  would increase
the  typica l re s ide ntia l fla t ra te  bill from $21.50 to $26.50 for a n incre a s e  of $5.00, or 23.3
percent, as shown on Schedule CSB-5 .

The  Compa ny ha s  re que s te d  a u thoriza tion  to  is s ue  long-te rm de b t to  the  Wa te r
In fra s tru c tu re  F in a n c in g  Au th o rity ("W IF A") in  a n  a m o u n t n o t to  e xc e e d  $ 1 1 2 ,1 0 0 .
Accordingly, in orde r to pay for the  debt, Shepa rd has  reques ted a  ra te  increase  in the  form of a
$5.00 monthly surcharge .

S ta ff re co mme n d s  a p p ro va l o f th e  fin a n c in g  a n d  S ta ffs  re co mme n d e d  a rs e n ic
re me dia tion s urcha rge  me cha nis m ("ARS M") to be  imple me nte d a fte r the  Compa ny ha s  me t
ce rta in conditions . Imple me nta tion  of the  ARS M would  e na ble  the  Compa ny to  me e t its
principa l a nd inte re s t obliga tions  on the  a ctua l a mount of the  WIFA loa n a nd pa y income  ta xe s
on the  surcharges . S ta ff recommends an OCRB of $11,722.

Staffs estimated maximum ARSM surcharge would increase the typical residential flat
rate bill from $21.50 to $25.43 for an increase of $3.93 or 18.3 percent, as shown on Schedule
CSB-5, page 1. Staffs estimated maximum ARSM surcharge would increase the typical
residential bill with an inverted three tier rate design from $21.73 to $25.66 for an increase of
$3.93 or 18.1 percent.

Background

Shepard Water Company received its Certif icate of Convenience and Necessity
("CC&N") in Decision No. 30467, dated August 19, 1957 under the name of Arthur E. Shepard,
doing business as Arthur E. Shepard Water Company.

Decision No. 49481, da ted November 28, 1978, authorized the  sa le  of asse ts  and transfer
of CC&N to James  L. and Francine  S . Tomlinson, doing bus iness  a s  Shepa rd Wate r Company.
De cis ion No. 52989 da te d April 29, 1982, a uthorize d the  tra ns fe r of the  CC&N a nd a s s e ts  to
S he pa rd Wa te r Compa ny, Inc., a  corpora tion. The  curre nt owne rs , J ohn a nd Ga il Guth ,
purchased the  Company in 2001 and are  the  sole  stocldiolders.

In a ddition to S he pa rd Wa te r Compa ny, Mr. a nd Mrs . Guth a ls o own Ma rtine z La ke
Sewer Company, Martinez Lake  Resort, Martinez Lake  Marina , and Martinez Lake  Cantina .

Decis ion No. 62091, da ted November 19, 1999, authorized a$299,475 cons truction loan
to upgrade  Shepard's  wa te r sys tem and ins ta ll me te rs  for its  re s identia l cus tomers . The  Decis ion
a lso authorized a  $5.00 Phase  I and $10 Phase  II sys tem replacement surcharge  to pay the  debt
se rvice  on the  loan. The  $10 Phase  II surcha rge  would be  implemented a fte r the  Company filed
a  report showing sa tisfactory progress  of comple ting the  firs t phase  of construction.

9 The Company currently has a $16.50 flat rate and a $5.00 surcharge in effect.
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On Augus t 7, 2006, the  Compa ny file d a  P rogre s s  Re port re ga rding the  s ta tus  of the
Pha se  I surcha rge  a uthorize d in De cis ion No. 62091 a nd re que s te d a uthoriza tion to imple me nt
the  $10 Phase  II surcha rge . During S ta ffs  review of the  Company's  reques t, S ta ff found tha t the
Company had rece ived only one  disbursement in the  amount of $3,900 in April 2002, during the
a pproxima te ly four ye a r pe riod s ince  it ha d close d on the  $299,475 loa n. The  Compa ny be ga n
ma king monthly pa yme nts  in Augus t of 2002. The  Compa ny be ga n cha rging the  Pha se  I $5.00
charge in October 2005 .

On S e pte mbe r 29, 2006, S ta ff tile d  its  re port s ta ting tha t the  "Compa ny wa s  not in
complia nce  with  s e ve ra l Arizona  Corpora tion  Commis s ion ("Commis s ion") re quire me nts .
The s e  include d fa ilure , a mong othe r things , to notify the  Commis s ion whe n imple me nting its
P ha s e  I s u rcha rge , fa ilu re  to  comply with  Arizona  De pa e nt of Environme nta l Qua lity
("ADEQ") re quire me nt a s  orde re d in the  de cis ion, fa ilure  to ins ta ll cus tome r me te rs , a nd fa ilure
to provide  time ly support for a ny Wa te r Infra s tructure  Fina nce  Authority loa n a ctivity."

S ta ff re comme nde d de nia l of the  Compa ny's  re que s t to imple me nt the  $10 P ha s e  II
surcha rge , to provide  a n a ccounting of a ll P ha se  I colle ctions , a nd to file  a  ra te  a pplica tion no
la ter than December 31, 2006 using a  September 30, 2006 test year in order to address its  a rsenic
proble m.

On October 25, 2006, a Procedural Order was issued that adopted Staffs
recommendation to deny the implementation of the $10 Phase II surcharge and to file a rate
application no later than December 31, 2006 using a September 30, 2006 test year. On February
23, 2007, the Company filed a motion to extend the time to make the filings until May 1, 2007.

On Ma y 1, 2007, the  Compa ny file d the  ins ta nt fina ncing a nd ra te  a pplica tions . On July
27, 2007, S ta ff file d a  le tte r of s ufficie ncy. On Augus t 15 , 2007 , S ta ff file d  a  motion  to
consolida te  the  financing and ra te  applica tions . On Augus t 28, 2007, the  motion to consolida te
was approved by Procedura l Order.

During the test year ended December 31, 2006, Shepard provided water service to an
average of 224 customers, 221 flat rate residential customers and 3 metered commercial
customers.

Consumer Services

S ta ff re vie we d the  Commis s ion's  re cords  a nd found tha t no compla ints , inquirie s  or
opinions  were  filed for the  pe riod from January 1, 2004 through May 9, 2007.

Engineering Analysis and Recommendations

Staff inspected the Company's plot facilities on August 2, 2007. A complete discussion
of Staffs technical findings and recommendations and a complete description of the water
system are provided in the attached Engineering Report.
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Compliance

Shepa rd is  current on its  Utilitie s  and Corpora tions  Divis ions ' annua l reports . Shepa rd is
a lso current on its  sa les  and property tax payments .

The  U.S . Environme nta l P rote ction Age ncy a nnounce d tha t the  a rs e nic s ta nda rd in
drinking  wa te r will be  re duce d  from 50  pa rts  pe r b illion  ("ppb") to  10  ppb  by 2006. The
Compa ny is  curre ntly not in complia nce  with the  ne w a rse nic ma ximum conta mina nt le ve l. The
Company plans to use  the  funds from its  financing request to build plant to address  this  issue .

Rate Base

Staffs adjustments decreased the Company's proposed rate base by $27,690, from
$39,412 to $11,722 as shown on Schedule CSB-2, page 1. Details of Staff's adjustments are
discussed below.

Plant in  Se rvice

Staffs adjustments to plant in service resulted in a net decrease of $4,831 as shown on
Schedule CSB-2, page 2. The Company did not use the plant balances approved in Decision No.
62091. Staff made several adjustments to plant to reflect the plant balances approved in the prior
rate order and to reclassify plant costs that were erroneously recorded as operating expenses.

Pumping Equipment - Adjus tment "a" decreases  this  account by $3,929, from $12,581 to
$8,652 to re fle ct S ta ffs  ca lcula tion of the  e nding pla nt ba la nce . As  shown on Sche dule  CSB-2,
pa ge s  2 a nd 3, S ta ff be ga n with the  $6,335 pla nt ba la nce  a dopte d in De cis ion No. 62091 a nd
re fle cte d a ll p la nt a dditions  a nd re tire me nts  from the  e nd of the  te s t ye a r in  the  la s t ra te
proceeding to the  end of the  tes t year in the  instant ra te  proceeding. S ta ff added $1,048 to re flect
ca pita liza tion of the  la bor cos t incurre d to ins ta ll the  Compa ny's  $3,069 pump a ddition. The
Company had e rroneously included the  labor cost in opera ting expenses . Further, S ta ff removed
$1,800 to re flect the  cost of a  pump tha t was no longer worldng and taken out of se rvice .

Water Treatment Equipment - Adjustment "b" decreases this account by$2,630, from
$2,630 to $0 to reflect Staffs calculation of the ending plant balance as shown on Schedule
CSB-2 pages 2 and 3. Decision No. 62091 adopted a $2,630 plant balance. Staff, however,
found no water treatment plant during its inspection of the water system. Moreover, Mr. Guth,
the owner of Shepard Water Company, stated that there was no water treatment equipment when
he purchased the system in 2001. Consequently, Staff removed the plant balance to reflect that
the Company no longer had any water treatment plant.

Tra nsmis s ion a nd Dis tribution Equipme nt - Adjus tme nt "c" incre a s e s  this  a ccount by
$2,966, from $5,796 to $8,762 to re fle ct S ta ffs  ca lcula tion of the  e nding pla nt ba la nce . As
shown on Schedule  CSB-2, pages 2 and 3, S ta ff began with the  $8,762 plant ba lance  adopted in
Decis ion No. 62091 and re flected no plant additions  or re tirements  (as  reported by the  Company)
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from the  end of the  te s t yea r in the  la s t ra te  proceeding to the  end of the  te s t yea r in the  ins tant
ra te  proceeding to ca lcula te  the  ending plant ba lance .

Othe r P la nt a nd Misce lla ne ous  Equipme nt - Adjus tme nt "d" de cre a s e s  this  a ccount by
$879, from $879 to $0 to re fle ct S ta ffs  ca lcula tion of the  e nding pla nt ba la nce . As  s hown on
Schedule  CSB-2, pages 2 a nd 3, S ta ff began with the  $0 plant ba lance  adopted in Decis ion No.
62091 and re flected no plant additions  or re tirements  (as  reported by the  Company) from the  end
of the  tes t year in the  las t ra te  proceeding to the  end of the  tes t year in the  instant ra te  proceeding
to ca lcula te  the  ending plant ba lance .

Office  Furniture  a nd Equipme nt - Adjus tme nt "e " de cre a se s  this  a ccount by $359, from
$509 to $150 to re fle ct S ta ffs  ca lcula tion of the  e nding pla nt ba la nce . As  shown on S che dule
CSB-2, pages 2 a nd 3, S ta ff began with the  $150 plant ba lance  adopted in Decis ion No. 62091
and re flected no plant additions  or re tirements  (as  reported by the  Company) from the  end of the
te s t yea r in the  la s t ra te  proceeding to the  end of the  te s t year in the  ins ta nt ra te  proce e ding to
calcula te  the  ending plant ba lance .

Accumula ted Deprec ia tion

S ta ff incre a se d a ccumula te d de pre cia tion by $27,619 from $9,l18 to $36,737 a s  shown
on Schedule  CSB-2, pages 12 and 13. The  increase  is  based upon the  adjustments  Staff made to
plant in se rvice .

Advances and Contributions in Aid of Construction

The  Compa ny re porte d no a dva nce s  in a id of cons truction ("AIAC" or "a dva nce s ") or
co n trib u tio n s  in  a id  o f co n s tru c tio n  ("CIAC" o r "co n trib u tio n s "). S ta ff e xa mine d the
reasonableness  of these  ba lances  by reviewing the  advances  and contributions  approved in the
prior Decis ion and reviewing the  Company's  customer count s ince  the  las t ra te  case .

S ta ff no te d  tha t no  a dva nce s  o r a dd itions  we re  include d  in  De cis ion  No. 62091 .
More ove r, De cis ion No. 55890 discusse d tha t the  Compa ny's  ce rtifica te d a re a  wa s  comple te ly
deve loped and tha t seven customers  were  los t during the  September 30, 1998 tes t year because
the ir mobile  home s  we re  conve rte d to pa rking s pa ce s  (p. l, line s  24-28 of De c. No. 55890).
There fore , S ta ff concurs  with the  Company's  reported ba lances  of AIAC and CIAC.

W o rkin g Ca p ita l

41a 3@ 6

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 $4,761 from $0 to
$4,761 a s  shown on Sche dule  CSB-2, pa ge s  1 a nd 14 prima rily a s  a  re sult of incre a s ing ca sh
working ca pita l.
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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
expenses, plus one twenty-fourth of purchased power and purchased water expenses .

Operating Income Statement

Operating Revenue

Staff decreased test year operating revenue by $12,541, from $62,459 to $49,9l8 as
shown on Schedule CSB-3, page 1. Details of Staffs adjustments are presented below.

Metered Wate r Revenue - Adjus tme nt A incre a se s  this  a ccount by $219, from $5,347 to
$5,566 as  shown on Schedule  CSB-3, pages  1 and 2. S ta ff adjus tment re flects  S ta ffs  ca lcula tion
of revenue  for the  1-inch cus tomer us ing the  Company provided billing de te rminants .

Unmetered Water Revenue - Adjustment B increases this account by $660, from $43,692
to $44,352 as shown on Schedule CSB-3, pages 1 and 2. Shepard reported 224 customers per
month for each month in the test year on its water usage data. sheet (page 12 of the application).
Staff multiplied the monthly flat rate by the number of customers for 12 months to obtain the
unmetered water revenue of $44,352 ($16.50 x 224 customers x 12 months = $44,352).

Other Water Revenue - Adjustment C decreases  this  account by $l3,420, from $13,420 to
$0 as  shown on Schedule  CSB-3, pages 1 and 2. The  $13,420 is  the  revenue  genera ted from the
$5.00 sys tem replacement charge  tha t was  approved in Decis ion No. 62091 to fund construction
of re building the  wa te r s ys te m. S ta ff re move d the  surcha rge  re ve nue  be ca use  the  re la te d
expenses (i.e . deprecia tion expense  on the  plant and interest expense on the  long-te rm debt) a re
not included in S ta ffs  ca lcula tion of the  amount of ra te  increase  needed.

Operating Expenses

Staffs adjustments to operating expenses resulted in a net decrease of $9,348 as shown
on Schedule CSB-3, page l. Details of Staffs adjustments are presented below.

Purchased Power Adjustment D increases  this  account by $97, from $1,585 to $1,682 as
shown on Schedule  CSB-3, pages  1 and 2. The  Company's  purchased power expense  included
e xpe ns e  for only ll months  of the  te s t ye a r. In re s pons e  to a  da ta  re que s t, the  Compa ny
provide d the  De ce mbe r 2006 invoice  in the  a mount of $97. S ta ff a dde d the  $97 in orde r to
reflect 12 months of purchased power expense .

Materials and Supplies - Adjustment E decreases this account by $l,048, from $1,447 to
$99 as shown on Schedule CSB-3, pages l and 2. Staff removed and capitalized labor costs
incurred for the installation of a pump.
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Outside Services - Adjustment F increases this account by $6,664, from $10,920 to
$17,584 as shown on Schedule CSB-3, pages 1 and 3. Shepard has no employees and utilizes
outside services to operate and manage the Company.

S ta ff a dde d $917 tha t wa s  re cla s s ifie d from wa te r te s ting e xpe nse . S ta ff a lso added
$10,342 tha t wa s  re cla s s ifie d from misce lla ne ous  e xpe nse s . A portion of the  $10,342 (i.e .,
$6,126) re flected prudent and necessa ry cos ts  tha t were  higher than normal during the  te s t yea r.
S ta ff removed $4,594 of the  $6,l26, a llowing only one -fourth of the  amount in orde r to provide  a
norma lize d le ve l of e xpe ns e s  for the  te s t ye a r. S ta ffs  a llowa nce  of the  one -fourth, or $l,532,
provides  recovery for accounting, lega l, management, or other types  of outs ide  se rvices  expense
that may be non-routine  in nature  but expected to be  encountered on an annual basis .

Water Testing - Adjustment G decreases this account by $917, from $3,786 to $2,869 as
shown on Schedule CSB-3, pages 1 and 4. This adjustment reclassifies $917 to Outside Services
and reflects the annual water testing costs reported in the attached Engineering Report.

Miscellaneous Expense - Adjustment H decreases this account by $9,432, from $12,343
to $2,911 as shown on Schedule CSB~3, pages I' and 4. Staff reclassified $10,342 in legal and
accounting costs to Outside Services expense. Staff added $911 incured for licenses and fees
that was reclassified from Taxes Other Than Income.

Depreciation Expense - Adjustment I increases this account by $743, from $831 to
$1,574 as shown on Schedule CSB~3, pages 1 and 5. This adjustment reflects application of
Staffs recommended depreciation rates to Staffs recommended plant balances.

Ta xe s  Othe r Tha n Income  Expe nse - The  following is  the  a ccount de s cription for the

These accounts shall include the amount of ad valorem, gross
revenue or gross receipts taxes, regulatory agency general
assessments for purposes of public utility regulation, state
unemployment insurance, franchise taxes, federal excise taxes,
social security taxes, and all other taxes assessed by federal, state,
county, municipal, or other local governmental authorities, except
income taxes. (emphasis added).

Sta ffs  adjus tment J  decreased this  account by $911, from $911 to $0 to recla ss ify license
and fees to the  Miscellaneous Expense account.

Income Tax Expense - Staffs adjustment K decreased this account by $4,544, Boy
$5,893 to $1,349 to reflect calculation of income tax expense on Staffs adjusted test year taxable
income.

10 National Association of Regulatory Commissioners' Uniform System of Accounts
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Ra temaking  Trea tment for Undis burs ed  and  Unauthorized  Loans

As  dis cus s e d pre vious ly in the  "Ba ckground" s e ction of this  re port, the  Compa ny wa s
a uthorize d a  $299,575 WIFA loa n in De cis ion No. 62091, da te d Nove mbe r 19, 1999. On Ma y
17, 2004, the  Compa ny re ce ive d $3,900 of the  loa n. The  re ma ining ba la nce  of $295,575
($299,575 - $3,900) wa s  ne ve r funde d. Although the  Compa ny ha s  a ctua lly borrowe d from
WIFA only $3,900, WIFA has  required the  Company to make  monthly payments  of $2,662.80 in
order to re ta in the  entire  $299,575 loan. Mr. Guth, the  owner of Shepard, has  provided the  funds
for the  Company to make  these  monthly payments  over approximate ly 4 12 years . The  payments
tota led $140,919 ($l17,398 principa l + $23,521 inte re s t).

The  Compa ny re corde d Mr. Guth's  principa l pa yme nts  ma de  on the  loa n in a n a ccount
e ntitle d, "Note s  / Accounts  P a ya ble  to As s ocia te d Compa nie s ". At De ce mbe r 31, 2006, the
ba lance  of the  account was  $118,956. The  $118,956 repre sents  the  $117,398 principa l pa id on
the  WIFA loan plus  $1,558 of additiona l cos ts  incurred on beha lf of Shepard. S ince  no payments
were  made  on the  loan during the  te s t yea r and the  loan increased by $68,956 from $50,000 a t
the  beginning of 2006 to $118,956 a t the  end of 2006, S ta ff de te rmined tha t the  loan represents
long-te nn de bt tha t wa s  not Commis s ion a pprove d. Cons e que ntly, for ra te ma king purpos e s ,
S ta ff is  not recognizing the  loan to Mr. Guth in the  revenue  requirement ca lcula tion.

The  Company a lso reports  the  rema ining $182,800 ba lance  of the  $299,575 WIFA loan
on its  ba la nce  s he e t a s  long-te nn de bt. Be ca us e  the  Compa ny ha s  only dra wn $3,900 of the
$299,575 loa n a nd ha s  be e n a uthorize d to colle ct a  five  dolla r monthly cus tome r s urcha rge
s pe cifica lly to  pa y the  loa n , S ta ff is  no t re fle c ting  th is  loa n  in  the  re ve nue  re qu ire me nt
ca lcula tion for the  ins tant ra te  proceeding.

Revenue Requirement

Small wa te r utilitie s  will often have  a  ra te  base  tha t is  too sma ll to ea rn a  meaningful ra te
of re turn. Consequently, the  revenues  needed in orde r to make  the  companies  financia lly viable
will re sult in a bnorma lly high ra te s  of re turn. She pa rd is  a mong those  wa te r compa nie s  whose
la rge  de bt s e rvice  re quire me nt a nd s ma ll ra te  ba s e  re s ults  in a bnorma lly high ra te s  of re turn
when compared to other, more  financia lly capable , companies .

Once  the  ARSM is  implemented, S ta ff recommends  tota l ope ra ting revenue  of $60,699,
an increase  of $l0,781, or 21.60 pe rcent above  the  S ta ff adjus ted te s t yea r revenue  of $49,918.
S ta ft"s  recommended revenue  provides  ope ra ting income  of $15,879 for an ope ra ting margin of
26.16" pe rce nt a nd a  ra te  of re turn on origina l cos t ra te  ba se  of 135.45 pe rce nt a s  shown on
Schedule  CSB-1.

The  26.16 pe rce nt ope ra ting ma rgin is  high whe n the  cos t of the  Compa ny propos e d
$112,100 WIFA loan is  not cons ide red. S ta ff; however, has  recommended approva l of the  loan.
The re fore , S ta ffs  re ve nue  re quire me nt is  prima rily drive n by the  re ve nue s  ne e de d to pa y the

"Opera ting margin is  ca lcula ted by dividing opera ting income by tota l opera ting revenue.
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principa l, inte re s t, and to mee t the  minimum 1.2 debt se rvice  cove rage  ("DSC") ra tio required by
WIP A on the  loa n. Additiona lly, S ta ffs  re ve nue  re quire me nt provide s  s ufficie nt ca s h flow to
pay operating expenses and contingencies as shown on Schedules CSB-1 and CSB-6.

Rate Design

Schedule CSB-4 presents a complete list of the Company's present, proposed, and Staffs
recommended rates and charges.

The  Compa ny propos e s  a n a dditiona l $5.00 pe r month cus tome r s urcha rge . The
Company recommends no change  to its  exis ting $16.50 per month fla t ra te  charge  and the  $5.00
per month sys tem replacement surcha rge  (tota l of $21.50 pe r month). The  Company's  proposed
surcha rge  ra te  would increa se  the  typica l re s identia l fla t ra te  bill from $21.50'2 to $26.50 for an
increase  of $5.00, or 23.3 percent, as  shown on Schedule  CSB-5.

Shepard currently has no metered residential customers (commercial customers are
metered) and is currently in the process of metering those customers. Staff recommends that the
existing $16.50 per month Hat rate charge continue until all residential customers are metered
and properly noticed. To promote efficient use of water, Staff recommends that after all
residential customers are metered, the Company implement an inverted three-tiered rate structure
of $1.25 for 0 to 3,000 gallons, $1.80 for 3,001 to 10,000 gallons, and $2.30 for all usage over
10,000 gallons as shown on Schedule CSB-4.

Furthe r, S ta ff re comme nds  a  $3.93 ARS M to be  imple me nte d conditiona l upon ce rta in
re quire me nts  be ing me t. S ta ff re comme nds  no cha nge  to the  Compa ny's  e xis ting $5.00 pe r
month sys te m re pla ce me nt surcha rge  a pprove d in De cis ion No. 62091. S ta ffs  re comme nde d
fla t ra te  (which is  the  same as  the  exis ting fla t ra te ) would increase  the  typica l res identia l fla t ra te
bill, from $21.50 to $25.43'3 for a n incre a s e  of $3.93 or 18.3 pe rce nt a s  s hown on S che dule
CSB-5, page  1. S ta ffs  recommended inverted three  tie red ra te  des ign would increase  the  typica l
residentia l bill with an average  usage  of 4,796 ga llons, from $21 .50 to $25.66"4 for an increase  of
$4.16 or 19.35 percent as shown on Schedule  CSB-5, page 2.

The Company currently has three metered one-inch customers that are charged a uniform
rate of $2.05 per thousand gallons. To promote efficient use of water, Staff recommends an
inverted two-tiered rate structure of $1.80 for 0 to 40,000 gallons and $2.30 for all usage over
40,000 gallons as shown on Schedule CSB-4. Staffs recommended rate design generates
approximately the same level of revenue for one-inch customers as does the Company's current
rate design.

la The Company currently has a $16.50 flat rate and a $5.00 surcharge in effect.
is $16.50 flat rate + $5.00 system replacement surcharge + $3.93 ARSM = $25.43
14 $16.73 average bill + $5.00 system replacement surcharge + $3.93 ARSM = $25.66
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Staff Recommendations

S ta ff re comme nds  a pprova l of the  S ta ff re comme nde d ra te s  a nd cha rge s  a s  shown in
Schedule  CSB-4.

S ta ff furthe r re comme nds  tha t the  Compa ny notify the  Commiss ion whe n a ll re s ide ntia l
customers are  metered.

S ta ff Mothe r re comme nds  tha t the  Compa ny imple me nt the  inve rte d thre e -tie re d ra te
design a lte r a ll residentia l customers have  been metered and properly noticed.

S ta ff furthe r recommends  tha t once  a ll re s identia l cus tomers  a re  me te red, the  Company
notify the  re s ide ntia l cus tome rs , in a  form a cce pta ble  to S ta ff; of whe n the  me te re d ra te s  will
be gin.

S ta ff furthe r recommends tha t mete red res identia l ra tes  not begin until the  month a fte r a ll
customers have  been notified of such in a  form acceptable to S ta ff

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 re comme nds  tha t the  Compa ny ca pita lize  ra the r tha n e xpe nse  la bor cos ts
incurre d for ins ta lling pla nt ite ms  s uch a s , but not limite d to, pumps  by re cording the m in the
proper plant accounts  in accordance  with the  NARUC USOA.

F INANC ING AP P LIC ATIO N
MECHANIS M (g g ARs m ,,)

AND ARS E NIC R E ME DIAT IO N S URCHARG E

Introduction

O n  Ma y 1 ,  2 0 0 7 ,  S h e p a rd  file d  a n  a p p lica tio n  with  th e  Co mmis s io n  re q u e s tin g
a uthoriza tion to borrow $112,100 from WIFA a nd a  five  dolla r s urcha rge  to s e rvice  the  de bt
re la ted to the  loan.

Public  Notice

The  Compa ny file d its  a ffida vit of cus tome r notifica tion for the  $112,100 fina ncing
applica tion on March 14, 2008.
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Purpos e  and Terms  of the  Propos ed Financ ing and ARSM

The  purpos e  of the  fina ncing is  to provide  funds  for cons truction of a rs e nic re mova l
trea tment plant tha t will enable  the  Company to provide  wa te r tha t mee ts  the  U.S . Environmenta l
P rotection Agency ("EPA") a rsenic s tanda rds . The  amortiza tion pe riod and inte re s t ra te  a re  the
same as  those  used by WEA?

Be ca us e  the  fina l de ta ils  o f the  WIFA loa n  will no t be  known un til a fte r the  ra te
a pplica tion ha s  be e n file d, S ta ff is  re comme nding a n ARS M for the  Compa ny. An ARS M is
appropria te  because  the  Company currently does  not provide  wa te r tha t mee ts  fede ra l drinking
wa te r s ta nda rds  for a rs e nic. More ove r, the  Compa ny doe s  not ha ve  a cce s s  to othe r funding
sources  to correct the  a rsenic problem due  to its  lack of financia l capacity.

The  ARS M will e s ta blish the  me thodology tha t will de ta il how the  surcha rge  to provide
funds  for the  de b t s e rvice  on  the  WIFA loa n  will be  ca lcu la te d  a nd  a pplie d  to  the  ra te s
e s ta blishe d in this  ra te  a pplica tion. The  Compa ny ca n submit a n a rse nic re mova l surcha rge
a pplica tion to the  Commis s ion unde r this  Docke t in orde r to re ce ive  the  s urcha rge  us ing the
methodology Sta ff has  defined in this  Report once  Shepard has  met the  following conditions:

1. the  Company closes  on the  loan, and

2. the  Company me te rs  a ll of its  cus tomers  by May 31, 2008.

Enginee ring Ana lvs is

S ta ff e xa mine d the  cons truction pla ns  a nd e s tima te d cos ts  for S he pa rd's  cons truction
proje cts  a nd found the m to be  re a s ona ble  a nd a ppropria te . A comple te  dis cus s ion of the
construction prob ects and costs are  discussed in the attached Engineering Memorandum.

Fina nc ia l Ana lvs is

Revenue to Preserve Cashflow

The  Compa ny mus t comply with the  EPA a rse nic drinking wa te r s ta nda rd re ga rdle ss  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 S he pa rd
would re quire  (give n a doption a nd imple me nta tion of S ta ffs  re comme nde d ARS M) to me e t its
obliga tions  on the  Company proposed $112,100 loan, and provide  the  Company with the  same
$6,130 in ca sh flow it would ha ve  ha d be fore  the  loa n. As  shown on S che dule  CS B-6, on the
Compa ny propos e d $112,100 WIFA loa n, the  Compa ny would a nnua lly ne e d a n a dditiona l
$2,825 for principa l, $7,208 for inte re s t e xpe nse , a nd $747 for income  ta xe s  on the  a dditiona l
revenue  for a  tota l of $10,780.

s  WIFA typica lly uses  a  20 year amortiza tion period. The WIFA interes t ra te ca lcula tion for this  loan ana lys is  is :
(Prime Rate + 2%) x Subs idy Rate = (7.25% +2%) x .70 - 6.475%
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TIER and DSC Ra tios

S ta ffs  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  CSB-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 the
Company proposed $112,100 WIFA loan.

Sche dule  CSB-6 a lso shows  the  ca pita l s tructure  a nd ra tios  for DSC a nd time s  inte re s t
e a rne d ra tio  ("TIER"). DS C re pre s e nts  the  numbe r of time s  inte rna lly ge ne ra te d ca s h (i.e .,
e a rnings  be fore  inte re s t, income  tax, deprecia tion, and amortiza tion expenses ) cove rs  required
principle  a nd inte re s t pa yme nts  on de bt. A DSC gre a te r tha n 1.0 me a ns  ope ra ting ca sh flow is
s ufficie nt to cove r de bt obliga tions . TIER re pre s e 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 gre a te r tha n 1.0 me a ns  tha t
ope ra ting income  is  grea te r than inte res t expense . A TIER le ss  than 1.0 is  not sus ta inable  in the
long te rm but does not necessarily mean tha t debt obliga tions cannot be  met in the  short te rm.

Schedule  CSB-6, column B, shows  tha t the  pro forma  e ffect on the  Company's  financia l
ra tios  of a nd fully dra wing the  propos e d $112,100 loa n a nd imple me nta tion of S ta ffs  ARS M
re sults  in a  pro forma  TIER a nd DS C of 2.16 a nd 1.74, re spe ctive ly. The se  ra tios  indica te  tha t
S he pa rd would ha ve  s ufficie nt e a rnings  a nd ope ra ting ca s h flow to me e t the  long-te rm de bt
obliga tions  of an $112,100 loan.

Capital Structure

At De ce mbe r 31, 2006, S he pa rd's  ca pita l s trucme  cons is te d of 100 pe rce nt e quity.
S he pa rd dra wing the  e ntire  propos e d loa n of $112,100 would re s ult in a  pro forma  ca pita l
s tructure  comprised of 1.3 percent short-te rm debt, 50.5 percent long-te rm debt and 48.2 percent
equity as shown on Schedule  CSB-6, page 1.

Ca lcula tion 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 Compa ny propos e d $112,100 WIFA Loa n a pplie d to  its
me thodology to ca lcula te  the  a rsenic surcha rge . Schedule  CSB~6 a lso shows S ta ffs  ca lcula tion
of the  Company's  a rsenic surcharge  with the  Company proposed $112,100 WIFA loan.

Staff recommends the following steps to calculate the arsenic surcharge once the
Company has closed on the loan.
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Exa mp le  - Fo r Illu s tra tive  P u rp o s e s  On ly

Loa n a mount: $112,100
Te rm: 20 ye a rs
Inte re s t Ra te  Be fore  S ubs idy: 9.25%
WIFA S ubs idy: 70.00%
S ubs idize d Inte re s t Ra te : 6.475%

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
across  the  table , find the  Annua l Payment Convers ion Factor in Column B tha t corresponds  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
die  loa n.

Result

0.0895
X $112,100.00

$ 10,032.95

Annua l payment convers ion factor
(*) Times  tota l amount of the  loan
(=) Equals  annual debt service  on the  loan (rounded)

Step 2.Find the Annual Interest Pavement 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

0.0643
X $120,000.00

s 7,208.03

Annual inte res t payment convers ion factor
(*) Times  tota l amount of the  loan
(=) 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  tota l a mount of the  loa n to ca lcula te  the  a nnua l principa l
payment on the  loan.
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Result

0.0252
x $120,000.00

$ 2,824.92

Annua l principa l payment conve rs ion factor
(*) Times  tota l amount of the  loan
(=) Equa ls  annua l principa l payment on the  loan

Step 4. Find the Gross  Revenue Convers ion Factor (GRCF)

The GRCF calculated below is used in step 5.

GRCF 1

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

GRCF 1
1 - 0.209216

1
0.7908

=1 .2645

Step 5. Find the  Incrementa l Income Tax Factor

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

Incremental Income  Ta x Fa ctor = GRCF .- 1

1.2645 - 1

0.2645

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 rincipa l pa yme nt on  the  loa n
determined in s tep 3 to ca lcula te  the  incometax component of the  annual surcharge  revenue .

Result

0.2645
x $2,824.92

$ 747.19

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

16 In this example, the "effective incremental income tax rate" is equal to the "combined federal and state income tax
rate" shown on Schedule CSB-3, page 7, line 4.



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 Bills
C d B x C x D

5/8"x 3/4" Meter 1 21 12 2,652
3/4" Meter 1.5 0 12 0
1" Meter 2.5 3 12 900
l%" Meter 5 0 12 0
2" Meter 8 0 12 0
3" Mete r 15 0 12 0
4" Meter 25 0 12 0
6" Mete r 50 0 12 0

Tota l 2,742

IIII I I

4 4

Shepard Water Company
Docket Nos. W-01537A-07-0264 et al
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Step 7. Find the Debt Service Component of the Annual Surcharge Revenue

Add the annual interest expense on the loan determined in step 2 to the annual principal payment
determined in step 3. The sum is the debt service component of the annual surcharge revenue.

Result

$ 7,208.03
+ 2,824.92
$10,032.95

Annual interest payment on the loan (Step 2)
(+) Plus annual principal payment (Step 3)
(=) Equals the debt service component of the annual

surcharge revenue

Step 8. Find the Total Annual Surcharge Revenue Requirement Needed for the Loan.

Add the annua l income tax  component  determined in s tep  6  to the annua l debt  service
component  determined i n  s t ep 7. The sum equals the annual surcharge revenue
requirement for the loan.

Result

$ 747.19
+ $10,032.95

$10,780.14

Annual income tax component (Step 6)
(+) Plus annual principal & interest payment (Step 7)
(=) Equals the total annual surcharge revenue requirement
for the loan.

Step 9. Find the equivalent bills.

Multiply the NARUC meter capacity multiplier by the number of current customers and by the
number of months per year. The sum of the products equals the equivalent bills.

Result



Co l A Col B Col C Col D

Me te r S ize

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 3.93 3.93s
3/4" Meter 1.5 3.93 5.90$
l" Meter 2.5 3.93 9.83$
1 %" Meter 5 3.93 19.66$
2" Meter 8 3.93 $ 31.45
3" Meter 15 3.93 58.97s
4" Meter 25 3.93 98.29$
6" Meter 50 3.93 196.58$

a

Shepard Water Company
Docket Nos. W-01537A-07-0264 et al
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Step 10. Find the monthlv surcharge for 5/8" x 3/4" customers.

Divide the result obtained in step 8 by the number of equivalent bills calculated in step 9 to
obtain the monthly surcharge for 5/8" x 3/4" customers.

Result

$10,780.14

2,742.00
$ 3.93

Total annual surcharge revenue requirement for the loan
(Step 8)
Number of equivalent bills (Step 9)
(=) Equals the total annual surcharge revenue requirement
for the loan (rounded).

Step 11. Find the monthly surcharge for the remaining meter size customers.

Multiply the result obtained in step 10 by the NARUC meter capacity multipliers to obtain the
monthly surcharge for all other meter sizes.



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

Shepard Water Company
Docke t Nos . W-01537A-07-0264 e t a l
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TABLE A
Conversion Factor Table (Based on a 20-year Loan)

?

¥

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
S he pa rd 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.

S ta ff furthe r conclude s  tha t the  Compa ny will ne e d a  loa n up to the  tota l of $112,100
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 recommended rates and charges as shown in
Schedule CSB-4.
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S ta ff re comme nds  tha t the  Compa ny no tify the  Commis s ion  whe n  a ll re s ide n tia l
customers are  metered.

S ta ff fllrthe r re comme nds  tha t the  Compa ny imple me nt the  inve rte d thre e -tie re d ra te
design afte r a ll residentia l customers have  been metered and properly noticed.

S ta ff furthe r recommends  tha t once  a ll re s identia l cus tomers  a re  me te red, the  Company
notify the  re s ide ntia l cus tome rs , in a  form a cce pta ble  to S ta ff of whe n the  me te re d ra te s  will
be gin.

S ta ff furthe r recommends  tha t me te red res identia l ra te s  not begin until the  month a lte r a ll
customers have been notified of such in a  form acceptable to S ta ff

S ta ff furthe r re comme nds  tha t the  Compa ny be  orde re d to tile  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 re comme nds  tha t the  Compa ny ca pita lize  ra the r tha n e xpe nse  la bor cos ts
incurre d for ins ta lling pla nt ite ms  s uch a s , but not limite d to, pumps  by re cording the m in the
proper plant accounts  in accordance  with the  NARUC USOA.

Staff further recommends approval of the  requested $112,100 financing.

S ta ff furthe r re comme nds  tha t the  a mount of ARS M be  conditiona l upon the  a ctua l
amount of the  loan which is  not to exceed $112,100.

S ta ff furthe r recommends  tha t the  ASRM be  implemented only a fte r the  Company closes
on the loan and all customers have been metered.

S ta ff furthe r re commends  tha t the  Company make  an ARSM filing within 60 days  of the
loan clos ing.

S ta ff furthe r re comme nds  tha t if the  Compa ny ha s  not dra wn iilnds  from the  loa n within
one  yea r of the  da te  of the  Decis ion resulting from this  proceeding, tha t approva l of the  loan and
surcharge be rescinded.

S ta ff further recommends tha t a ll of its  customers be  metered by May31 , 2008.

S ta ff filrthe r re comme nds  tha t the  Compa ny tile  for a  ra te  a pplica tion by no la te r tha n
May 1, 2010, using a  test year ending December 31, 2009.

ADEQ reported ma jor de ficiencie s  for fa iling to provide  consumer confidence  reports  for
2002 and 2003. S ta ff recommends  tha t the  Company file  with Docke t Control, a s  a  compliance
ite m in this  ca s e , a  copy of a n upda te d ADEQ Complia nce  S ta tus  Re port indica ting tha t the



Shepard Water Company
Docke t Nos . W-01537A-07-0264 e t a l

II I

de ficient consumer confidence  reports  is sue  ha s  been re solved. S ta ff furthe r re commends  tha t
any new ra tes  and charges  approved in this  proceeding not become e ffective  until the  firs t day of
the  month following the  Compa ny's  filing of the  upda te d ADEQ Complia nce  S ta tus  Re port
indica ting tha t the  Company has  resolved the  noted deficiencies .

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  th is  ca s e , by De ce mbe r 31 , 2008, a  copy of the  ADEQ Ce rtifica te  of Approva l of
Construction for the  a rsenic trea tment system.

S ta ff furthe r re comme nds  tha t the  Compa ny use  S ta ffs  de pre cia tion ra te s  de line a te d in
Ta ble  B.

S ta ff furthe r re comme nds  the  continua nce  of the  Compa ny's  e xis ting "tota l" cha rge s  a s
s hown in  Ta b le  C, pa ge  13  o f the  a tta che d  Engine e ring  Re port (MS J -1), with  s e pa ra te
ins ta lla tion charges  for the  se rvice  line  and mete r ins ta lla tions .



- Present Rates -- -- Proposed Rates -
Company

as
Filed

Staff
as

Adjusted

Company
as

Filed

Staff
as

Adjusted

$5.347
43,692
13,420

0

$5,566
44,352

0
0

$5,347
43,692
26,860

201

$5,566
44,352
10,781

0

$62,459 $49,918 100$76, $50,899

$43,842
831

3,603
5,893

$39,206
1,574
2,692
1,349

$43,842
831

3,603
5,893

$39,206
1,574
2.692
1,349

$54,169 $44,821 $54,169 $44,820.

$39,412 $11,722

55.65% 135.45%

26,16%28.82%

L

Shepard Water Comliany" - -
Docket No W-01537A-07-0264
Test Year Ended: December 31, 2006

Schedule CSB-1

Revenues:
Metered Water Revenue
Unmetered Water Revenue
Other Water Revenues
Reconciling Amount'

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. $39,412 $11,722

Rate of Return - O,C.LD. 21.03%l 43.49%

Operating Margins 13.27% 10.21%

NOTES:

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

2 Amount to reconcile the Company proposed $76,100 total revenue to the total revenue
that the Company's proposed rates actually produce (i.e., $75,899) .



Net Plant $ $39,412 32,450 76,952

Total Deductions $ $ $

Total Additions 44761$ $ $.4,761

we.

(27,690) 1*Rate Base s $39,412 Y1
.==?,;8#44 4ls#*=,, 4*

.941. %
Xo

»

E'lhr.parctW'¢rler Company
Docket No W-01537A-07-0264
Test Year Ended: December 31. 2006

Schedule CSB-2
Page 1 of 14

*̀*\

35° 44 s

3̀l"""i*> 4 §gAg]8I' 4
ye

4 ;*'9=.""@.,
.m"a5>r ' m

- Original Cost -
Company Adjustment Ref Staff

Plant in Service $ 48,530 $ (4,831) A 35 43.699

Less:
Acc um. Depreciation 9.118 27.619 B 36.737

Less:
Line Extension Advances
Service Line and Meter Advances

$ $
0

$
0

Total Advances $ $ $

Contributions Gross
Less:
Amortization of CIAC

$ $ $

Net CIAC $ $ $

Plus:
1/24 Purchased Power 81 Water $ $ 70 C as 70

1/8 Operation & Mai ft. 4.691 D 4.691

Inventory

Prepayments

Explanation of Adjustments
A - See Schedule 2, Page 2
B - See Schedule 2, Pages 12 and 13
C - See Schedule 2, Page 14
D - See Schedule 2, Page 14
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Docket No W-01537A-07-0264
Test Year Endel December 31, 2006

I'll

Schedule CSB-2
Page 2 of 14

Company
Exhibit Adjustment

Staff
Adjusted

708
2,708

250
2,257
4,424

12,581
2,630

(3,929)
(2,630)

a
b

708
2.708

250
2,257
4,424
8,652

8.141
5,796
7,205

2,966 c
8,141
8,762
7,205

879
509

0
0

(879)
(359)

d
e

0
0
0

150

301 Organization
302 Franchises
303 Land 8¢ Land Rights
304 Structures & Improvements
307 Wells 8i Springs
311 Pumping Equipment
320 Water Treatment Equipment

330.1 Distribution Reservoirs - Storage
330.1 Distribution Reservoirs - Pressure

331 Transmission & Distribution Mains
333 Services
334 Meters & Meter Installations
335 Hydrants
336 Backflow Prevention Devices
339 Other Plant and Misc. Equipment
340 Office Furniture & Equipment
341 Transportation Equipment
343 Tools Shop & Garage Equipment
344 Laboratory Equipment
345 Power Operated Equipment
346 Communication Equipment
347 Miscellaneous Equipment
348 Other Tangible Plant
105 C.W.l.P.

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

442

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

0
0

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

442
0

TOTALS $ 48,530 $ (4,831)

For Explanations of A434/stments, see Schedule 2, Page 3.
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Docket No.: W-20475A-06-0550
Test Year Ended: December 31, 2006

Schedule CSB-2
Page 3 of 14

a PUMPING EQUIPMENT - Per Company
Per Staff

$12,581
8,652 ($3,929)

To reflect the correct calculation of the ending balance
as follows:

Per
Company

$9,512
$3,069

$0
$0

$12,581

Difference
($3,177)

$0
$1,048

($1,800)
($3,929)

Per
Staff
$6,335 plant balance of last Staff report adopted in Dec. No. 62091
$3,069 Cost of 2005 pump addition
$1,048 Labor cost of installing 2005 pump addition

($1,800) Pump retirement
$8,652

b WATER TREATMENT EQUIPMENT - Per Company
Per Staff

$ 2,eso
0 ($2,630)

To properly reflect plant that was taken out of service.

C TRANSMISSION AND DISTRIBUTION MAINS - Per Company
Per Staff

$5,796
8,762 $2,966

To properly reflect account by using the correct beginning
balance as follows:
$ 8,762 Staff's beginning bal (i.e. ending bal of last Staff report adopted in Dec. No. 62091)
$ 5,796 Less: Company's beginning balance
$ 2,966 Staff Account Balance

d OTHER PLANT & MISCELLANEOUS EQUIP .. Per Company
Per Staff

$ 879
0 ($879)

To properly reflect account by using the correct beginning
balance as follows:
$ - Staff's beginning bal (Le. ending bal of last Staff report adopted in Dec. No. 62091)
$ 879 Less: Company's beginning balance
$ (879) Staff Account Balance

e OFFICE FURNITURE AND EQUIPMENT
Per Staff

$ 509
150 ($359)

To properly reflect account by using the correct beginning
balance as follows:
$ 150 Staffs beginning bal (i.e. ending bal of last Staff report adopted in Dec. No. 62091)
$ 509 Less: Company's beginning balance
$ (359) Staff Account Balance
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ShepafEfWatel company
Docket No W-01537A-07-0264
Test Year Ended: December 31, 2006

Schedule CSB-2
Page 13 of 14

Amount

Accumulated Depreciation - Per Company
Accumulated Depreciation - Per Staff

$ 9.118
36,737

To ta l Ad ju s tm e n t _B

To reflect Staffls calculation of accumulated depreciation expense
based upon Staffs adjustments to plant



Shepard Water Company

Test Year Ended: December 31, 2006

Schedule CSB-2
,_ T" iFUilgE'l1$-D?f1t-.;-i-

F $WORKING CAPITAL (1/24 PURCHASED PWR & waR) - Per Company
Per Staff

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

70 $70

G $WORKING CAPITAL (us OPERArlON & MAINT Exp) - Per Company
Per Staff

To reflect Staffls calculation of working capital based upon
Staffs recommendations for operation and maintenance expense
(excluding purchased power and purchased water expenses).

4,691 $4,691



s 8,290 $OPERATING INCOMED(LOSS)
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Docket No W-01537A-07-0264
Test Year Ended: December 31, 2006

Oper

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

601
610
615
618
620
621
630
635
641
650
657
659
666
675
403
408
408.
409

Total Operating Revenue

Total Operating Expenses

acting Expenses:
Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Materials and Supplies
Office Supplies & Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Regulatory Commisssion Expense - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income

11 Property Taxes
Income Tax

$
$
$

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

$

$

Company
Exhibit

5,347
43,692
13,420

62,459

54,169

8,888
12,343

831
911

2,692
5.893

1,447
1,496

10,920
3,786

3,879

1,585

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

$
$
$

$

$

Staff
Adjustments

219
660

(13,420)

(9,432)
743

(911)

(9,348)

(4,544) K

(1,048) E

6,664 F
(917) G

97

Sehe u é CSB4"3""
Page 1 of 7

A
B
C

H

I

J

D

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
as

$
$
$

Staff
Adjusted

5,566
44,352

399
1,496

17,584
2,869

8.386
2,911
1,574

2,692
1,349

3.879

1 ,682

Other Income/(Expense):
419 Interest and Dividend Income
421 Non-Utility Income
427 Interest Expense
426 Miscellaneous Non-Utility Expense

$
$
$
$
$

218
760

$
$
$
$
$

$
$
$
$
$

218
760

Total Other Income/(Expense) $ (542)  $

s

$ (542)



Shepard Water Company

Test Year Ended: December 31, 2006

Schedule CSB-3
.. -13!g¢-z1>fI-.--

A $METERED WATER REVENUE - Per Company
Per Staff

To reflect Staff's calculation of metered water revenue for the 1-inch
customers using the Company provided billing determinants.

5,347
5,566 $219

B $UNMETERED WATER REVENUE - Per Company
Per Staff

To reflect Staff's calculation of metered water revenue for the flat rate
residential customers using the Company provided billing determinants.

43,692
44,352 $660

$
$

224
12

2,688
16.50

44,352

Customers per the Water Usage Data sheet on p.12 of application
Multiplied by 12 months
Number of bills per year
Multiplied by monthly customer charge

C $ 13,420
0

OTHER WATER REVENUE .. Per Company
Per Staff

To remove revenue generated by the $5.00 monthly system replacement
surcharge authorized in Decision No. 62091 _

($13,420>

D $PURCHASED POWER EXPENSE - Per Company
Per Staff

To reflect 12 months of purchased power expense by including the
December 2006 purchased power bill in the amount of $97.

1 ,585
1,682 $97

E $ 1 ,447
399

MATERIAL AND SUPPLIES - Per Company
Per Staff

To capitalize $1 ,048 in labor costs incurred to install a pump,
($1 ,048)



Accounting Services Reclassified from Miscellaneous Expenses
and Normalized

Per
Company

Staff
Adjustment

Per Staff
Normalized

Reclassified
From Misc Exp

Shepard Water Company

Test Year Ended December 31, 2006

Schedule CSB-3
- -. -.-PQ9@r37Qf_-Z" ..

F $ 10,920
17,584

OUTSIDE SERVICES - Per Company
Per Staff

To reflect Staff's calculation of Outside Services expense which includes
costs that were reclassified from Misc Expense and Water Testing expense.

$6,664

Calculation of Outside Services
Bookkeeping, billing, & collections (Lili Whitiford) $ 2,520

Water company operator (Jim Halliwell) $ 8,400
Per Company $ 10,920

Reclassified from Water Testing Expense $
Reclassified from Miscellaneous Expense & normalized $

Staff adjustment $

917
5,148
6,665

Total per Staff $ 17,585

Normal recurring accounting services $
Additional professional accounting Sn/cs $

$

4,216
6,126

10,342

$
$
$

- $
(4,594) $
(4,594) s

4,216
1,5s2
5,748

Professional Accounting Services
Additional professional accounting services $
Additional professional accounting services $
Additional professional accounting services $
Additional professional accounting services $
Additional professional accounting services $

Amount to be Normalized $
Divided by 4 years $

Normalized Amount $

945
1,666
1.135
1,825

555
5,125

4
1,532



Miscellaneous Expense
Per Company

Invoices
Staff
Adj

Per
Staff

Shepard Water Company
--Docket-NO.-W-0153»7,¢M Hz A264. '..
Test Year Ended December 31 , 2006

Schedule CSB-3
iEatg1e'4iof?Zi. "

G $ 3.786
2.869

WATER TESTING - Per Company
Per Staff

To reflect Staffs annual water testing expense and to reclassify
$917 to Outside Services expense per Engineering Staff's
recommendation.

($917)

H $ 12,343
2,911

MISCELLANEOUS EXPENSE - Per Company
Per Staff

To reflect reclassification of professional accounting services to
account number 630, "Outside Services".

(359,432)

2,000.00
945.00

1 ,seeoo
1,135.00
1,825.00
1,526.00
2,890.00

555.00

2,000.00Director's Management Fee $
Additional professional accounting services $
Additional professional accounting services $
Additional professional accounting services $
Additional professional accounting services $

William Clements, CPA - Regarding ACC Utilities Annual Report $
William Clements, CPA - Regarding preparation of financial stunts & taxes $

Additional professional accounting services $
$
$

Reclassified from acct. no. 408, "Taxes Other Than Income" $
12,342.00 2,000.00

911.00
12,342

$ .. $
$ (945.00) $
$ (1,666.00) $
$ <1,135.00) $
$ (1,825.00) s
$ (1,526.00) $
$ (2,690.00) $
$ (555.00) $

- $ - $
$ (10,342.00) s

- $ 911.00 $
(9,431) $ 2,911.00

O



Acct
No. DESCRIPTION

PLANT In

SERVICE

Per Staff

NonDepreciable

or Fully Depreciated

PLANT

DEPRECIABLE

PLANT

(Col A - Col B)
DEPRECIATION

RATE

DEPRECIATION

EXPENSE

(Col C x Col D)

Shepard Water Company
-Dockatna.--w-04 . e t
Test Year Ended December 31, 2006

;
~z

at

Schedule CSB-3

I DEPRECIATION - Per Company
Per Staff

$831
1 ,574 $743

[A] [B] [Cl [D] [E]

708

2,708

250

2,257 75
4,424

708

2,708

250

2,2s7

4,424

8.652 8,652 1.082

8,141 4078,141

8,762

7,205
8,762

7,205

u

0

0

0

150

o

0

0

150 10

301 Organization

302 Franchises

303 Land & Land Rights

304 Structures & Improvements

307 Wells & Springs

311 Pumping Equipment

320 Water Treatment Equipment

330.1 Distribution Reservoirs - Storage

330.2 Distribution Reservoirs - Pressure

331 Transmission & Distribution Mains

333 Services

334 Meters & Meter Installations

335 Hydrants

336 Backflow Prevention Devices

339 Other Plant and Misc. Equipment

340 Oftice Furniture & Equipment

341 Transportation Equipment

343 Tools Shop & Garage Equipment

Total Plant

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

442

43,699

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

442

24,499

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

0

19,200

0.00% $
0.00% $
000% $
3.33% $
3.33% $

12.50% $
20.00% $
2.22% $
5.00% $
2.00% $
3.33% $
8.33% $
0.00% $
0.00% $
0.00% $
6.67% $
0.00% $
0.00% $

$ 1,574

1 ,574Depreciation Expense Before Amortization of CIAC:

Less Amortization of ClAC*:

Test Year Depreciation Expense - Staff:

Depreciation Expense - Company:

Staffs Total Adjustment:

$

$

s

$

$

1,574

831

743

0

0

0,00%

* Amortization of CIAC Calculation:
Contribution(s) in Aid of Construction (Gross) $

Less: Non Amortizable Contribution(s)
Less: Fully Amortized Contribution(s)

Amortizable Contribution(s) $
Times: Staff Proposed Amortization Rate

Amortization of CIAC $
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J TAXES OTHER THAN INCOME - Per Company
Per Staff

To reclassify expenses described as "Iicesnses and permits" in the
Company's general ledger to the miscellaneous expense account.

$ 911
0

K $ 5.893
1.349

INCOME TAXES - Per Company
Per Staff

To reflect Staff's income tax calculation as shown on CSB-3, page 7.
($4,544)

($911)
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GROSS REVENUE CONVERSION FACTOR

(A) (B) (C) (D)LINE
n o . DESCRIPTION

1
2
3
4
5
S

Calculation of Gross Revenue Conversion Factors
Billings
Uncollectible Factor
Revenues
Less: Combined Federal and State Tax Rate (Line 12)
Subtotal (La .. LE)
Revenue Conversion Factor (LI ILL)

1000000
0000000
1 .000000
0.209228

0.7908

7
8
9

10
11
12

Calculation of Effective Tax Rate:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L7 - LB)
Applicable Federal Income Tax Rate (Line 34)
Effective Federal Income Tax Rate (LE x L10)
Combined Federal and State Income Tax Rate (LB +L11)

10D000D%
8. 96BO%

93. D320%
15.0000%
13.9548%
20,922B%

13
14
15

$
$

60,699
49,918

Required Operating Income
AdjustedTest Year Operating Income (Loss)
Required Increase in Operating Income (L13 .. L14) $ 10,781

16
17
l a

$
$

1,349
1,349

Income Taxes on Recommended Revenue (Col. (D), L33)
Income Taxes on Test Year Revenue (Col. (B), L33)
Required Increase in Revenue to Provide for Income Taxes (L16 -L17) $ (0)

19 Total Required Increase in Revenue (L15 + L18) $ 10,781

$
$
s
$

Test Year

49,918
43,472

$ ( 0 )  $
$
$
$

Staff
Proposed

49,918
43,472

6.447
6.988%

6,446
6.958%

$ 449 $ 449

20
21
22
23
24
25
26
27
28
29
30
31
32
33

$
$
$
s
$
$

5.997
B00

$
$
$
$
s
$

5,997
900

Calculation of Income Tax:

Revenue
Less: Operating Expenses Excluding Income Taxes
Less: Synchronized Interest (L37)
Arizona Taxable Income (L20 - L21 - L22)
Arizona State Income Tax Rate
Arizona Income Tax (L23 x L24)
Federal Taxable Income (L23 - L25)
Federal Tax on First Income Bracket (51 - $50,000) @ 15%
Federal Tax on Second Income Bracket ($51,001 . $75,000) @ 25%
Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34%
Federal Tax on Fourth Income Bracket ($100_001 - $335,000) @ 2.9%
Federal Tax on Fifth Income Bracket ($335,001 - $10,000,000) @ 34%
Total Federal Income Tax
Combined Federal and State Income Tax (L25 + L32)

$
$

900
1 ,349

$
s

900
1 ,349

34 Applicable Federal Income Tax Rate [Col, (D). L32 - Col. (B), L32] / [Col, (c). L2e - Col. (A). L2s] 15.00D0%

$35
36
37

0.00%

Calculation of Interest Svnchronization:
Rate Base
Weighted Average Cost of Debt ( Col. [F], L1 + L2)
Synchronized Interest (L35 X L37) $
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Rates

-Proposed Rates-

Company staff

Pres ent Company St3ff,Proposed
Rates Proposed . .n 12Services I Meters Total

Shepard Water Company
Docket No W-01537A-07-0264
Test Year Ended: December 31, 2006

1-Ineh Meters
0 to 40,000 gallons
40,001 and above gallons

Surcharges (Implemented in Accordance to Dec. 62091 )
Phase I
Phase II

Gallons Included In Monthly Customer Charge:
For all meter sizes

Unmetered Rates - Residential

5/8" X 3/4" Meter
3/4" Meter

1" Meter
1 %" Mete r

2" Meter
3" Meter
4" Meter
6" Meter

5/8-Inch x 3/4-Inch Meters
0 to 3,000 gallons
3,001 to 10,000 gallons
10,001 and above gallons

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

3/4" Meter
1" Meter

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

Service Charges
Establishment
Establishment (Afler Hours)
Reconnection (Delinquent)
Reconnection (Delinquent - After Hours)
Meter Test (If Correct)

Uniform Commodity Rate
Per 1,000 gallons for all usage

Only meter currently in use

$ 410.00
440.00
470.00
715.00

1,820.00
2,410.00
3,455.00
6,650.00

$
$

$
$
$

$6.75
15.13
31.88
73.75

124.00
241 .25
408.75
827.50

25.00
40.00
25.00

N/A
40.00

20.00
1 .50%
15.00
1 .50%

16.50

2.05
2.05
2.05

2.05
2.05

2.05

$
$

$
$
$

1,820.00
2,410.00
3,455.00
6,650 00

440.00
410.00

470.00
715.00

408 75

N/A

827.50

31.88
73,75

124,00
241.25

40.00

25.00

20,00
1.50%
15,00
1.50%

40.00
25.00

$5.75
15.13

16.50

2.05
2.05

2.05
2.05
2.05

2.05

nu

lg

. 5.
i s

..l$

$3

$

1.31.b..

399:
395

l41/A

2Q0.00
290

71

16.50

1489 1;
2130"

5 0 0

78

s 12Q.00

Not yet implemented

Schedule CSB-4

0o

$7

00
00

***

Deposit
Deposit Interest
Re-Establishment (Within 12 Months)
NSF Check
Deferred Payment
Meter Re-Read (If Correct)
Late Fee
Fire Sprinkler System

s
* Per Commission Rules (R14-2-403.B)

** Months off system times the minimum (R14-2-403.D)

*** 1% of monthly minimum for a comparable sized meter connection, but no less

than $5.00 per month. The service charge for tire sprinklers is only applicable

for service lines separate and distinct from the primary water service line.

N/A: Not applicable

0 0

124

of

018

of

00

of

00
QQ

00
00

50

Ht

38
00

0
00 00



Gallons
Present
Rates'

Proposed
Rates

Dollar
2Increase

Percent
Increase

5h8p8m Water uulllpally
Docket No. W-01537A-0264
Test Year Ended: December 31 . 2006

scheauie 5
Page 1 of 2

TYPICAL Be; .ANALYSIS
Residentia l Se rvice

Fla t Ra te  Des ign

Average Number of Customers: 221

Company Proposed

Average Usage NA $21.50 $26.50 $5.00 23.3%

Median Usage NA $21.50 $26.50 $5.00 23.3%

Staff Proposed

Average Usage NA 18.3%

Median Usage NA

$21.50

$21.56

$25.43

$25.43

$3.93

$3.93 18.3%

Note 1:
Present Flat Rate

Present System Replacement Surcharge
$16.50

$5.00
$21.50

$5.00
Note 2:

Company proposed surcharge

Staff proposed ARSM $3.93



Gallons

Present

Rates'
Proposed

Ratesz
Dollar

Increase
Percent

Increase

•

$11¢Pi"'f* W9ter€ ompany
Docket No. W-01537A-0264
Test Year Ended: December 31, 2006

s c h e m e s
Page 2 of 2

Residential Service
Inverted Three Tierd Rate Design

Average Number of Customers: 221

Company Proposed

Average Usage NA $21.50 $26.50 $5.00 23.3%

Staff Proposed

Average Usage 4,796 $21.50 $25,68 $448 19.3%

Note 1:
Present Flat Rate

Present Syst. Replacement Surcharge

Note 2, Staff Recommended:
Monthly Customer Charge $9.75

$16.50
$5.00

$21.50
First 3,000 gallons
Next 1,796 gallons
Total gallons 4,796

$1 .25
$1.80

$3.75
$3.23

6.98
Note 2, Company Proposed:

Present Flat Rate
Present Syst. Replacement Surcharge Present Syst. Replacement Surcharge

Staff proposed ARSM
Company proposed surcharge

$16.50
$5.00

$21 .50
$5.00

$26.50

$16.73
$5.00
$3.93
$25.65



Shepard Water Company
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CSB-6
_£ a g e-1-o£3--

Selected Financial Data
Including Immediate Effects of the Proposed Debt

Includes Arsenic Surcharge

[B]

Line
No.
1
2
3
4

INCOME STATEMENT

[A]
Staff

Recommended
Permanent Rates

Without Loan Adjustments

[C]
Staff Recommended
Rates with Surcharge,
Loan Prin & Interest,

and Income taxes

s,5e4s
44,352

Operating Revenue
Metered Water Revenue
Unmetered Water Rev
Arsenic Surcharge
Other Water Revenues
Total Operating Rev:

$
$
$
$
$

$
$
$
$
$

10,780

5,566
44,352
10,780

5
6
7
8
g
10
11
12
13
14
15
16
17
18
1 9
20
21
22

49,918 10,780

$
$
$
$
$ 60,698

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

1,682
399

1,496
17,584

2,869
3,879
8.386
2,911
1 ,574
2.692
1 ,349

44,821

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

747
747

$
s
$
$
$
$
$
$
$
$
$
$

1,682
399

1,496
17,584

2,869
3,879
8,386
2,911
1,574
2,692
2,096

45,568

Operating Expenses
Purchased Pumping Power
Materials and Supplies
Office Supplies and Expense
Outside Services
Water Testing
Insurance, General Liability
Regulatory Commission Exp - Rate Case
Miscellaneous Expense
Depredation
Property Taxes
Income Tax

Total Operating Expense

Operating Income $ 5,098 $ 10,083 $ 15,131

Interest Income
Non-Utility Income
Interest Expense
Interest-Customer Deposits
Total Other Interest Expense

$
$
$
$
$

- s
218 $
760 s
- s

(542)  $

- $
- $

7,208 $
- s

(7,208) $

218
7,968

Net Income $ 4.556 $ 2,825 $

(7,750)

7,381

10.21% 24.93%

$ $ 2,825 $ 2,825

Operating Margin

Principal Repayment

Cash Flow (L 24 + L19 - L36) $ 6,130 $ 0 $ 6,130

8.48 2.16

23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44

TIER
[ L21+  L  24 ] +L28

DSC
[ L  1 9 + L 2 1  + L 2 4 ] + [ L 2 8 + L 3 6 ] 10.55 1 .74

Short-term Debt $ 0 %  $ 2.834 1.3%

Long-term Debt $ 0 %  $ 109,266 505%

45
46
47
48
49
50
51
52

Common Equity $ 104,304 100% $ 104,304 48.2%

Total Capital $ 104,304 100% $ 216,404 100.0%

For explanation of Adjustments see Sch CSB-6, page 2
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Loan Amount:
Term:

Interest Rate Bdore Subsidy
WIFA Subsidy Rate:

VVIFA Interest rate (9.25% x 70%):

ARSM CALCULATION . EXAMPLE
s112,1 on
to Years

3_25°A
70%

6.475% if interest rate is not found on TABLE A, use the next highest percentage

Step 1 - Find the Annual Payment on Loan

$112.100 Total Amount of Loan
0.0895 TABLE A, Conversion Favor Table, Column B

$10,032.95 Annual Principle Ami Interest Payment

Step 2 - Find the Annual Interest Payment on Loan

$112, 100 Toto Amount of Loan
0.0643 TABLE A, Conversion Factor Table, Column C

$7,208.03 Annual Interest Payment on Debt

Step 3 - Find the Annual Principal Payment on Loan

$112,100 Total Amount of Loan
0.0252 TABLE A, Conversion Factor Table, Oolumr\ D

$2,824.92 Annual Principal and Interest Payment

Step 4 - Find the Gross Revenue Conversion Factor

1.2646

Step 5 » Find the Incremental Income Tax Factor

1.2646 minus 1 = 0.2646

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

0.2645 InaemeMal Income Tax Factor (from Step 5)
$2,82492 Multiplied by: Annual Principal Payment on Loan (from Step 3)

$747.19 Annual Income TaxComponentof the Annual Surcharge Revenue

Step 7 . Find the Deb( Service Component of the Annual Surcharge Revenue

$7,208.03 Annual Interest Payment on Debt (Nom Step 2)
$2,824.92 Plus: Annual Pnncjpal Payment (from Step 3)

$10,032.95 Debt ServiceComponent of the Annual SurchargeRevenue

Step a - Find the Annual Surcharge Revenue Requirement Needed for the Loan
$74719 Annual Income Tax Component of the Annual Surcharge Revenue (from Steps)

$10,03295 Plus: Debt Service Componentof the Annual Surcharge Revenue (from Step 7)
5100780.14 TotalAnnual Surcharge Revenue Requirement for the Loan

Step 9 - Find the Equivalent Bills

Equivalent Bills
| Col A I <:<>1 B I calc I

Meter Size
NARUC
Multiplier

Cd D
Number of
Months in

Year

I cm E |
EquivaleM

Bills
Cd B x c X D

2,6525l8"x 3/4" Meter
3/4" Meter
1" Meter
194/" Meter
2" Meter
3" Meter
4" Meter
6'j Meter

Number d
Customers

1 221
1.5 o
2.5 3

5 0
e 0

15 0
25 0
50 0

224

12
12
12
12
12
12
12
12

90

2,142

Step lo . Find the Monthly Surcharge

s

$10,780 14 Total Annual Surdlarge Revenue Requirement for theLoan(from Step B)
2,742 Divided by: Total Number of Equivalent Bills
3.93 Monthly Surcharge for 3/4" Customers

Step 11 - Flnd the Monthly Surcharge for the Remainlng Meter Size Customers

Equivalent Bills
| c<>l A I C045 I

Meter Size
NARUC
Multiplier

5l8"x 3/4" Meter
3/4" Meter
1" Meter
1 'A" Meter
2" Meter
3"Meter
4" Meier
6"Meter

ColC I Colo
5/8" x 3/4" Surcharge by

Customers' Meter Size
Surcharge Col B x C

1  s 3.93 s 3.93
1.5 s 3.93 s 5.90
2.5 s 3.93 s 9.83

5  s 3.93 s 19.66
8  s 3.93 s 31.45

15 s 3.93 $ 58.97
25  s 3.93 s 98.29
50 $ 3.93 $ 196.57

I I
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1 3.50% 0.0696 0.0344 0.0352
2 3.75% 0.0711 0.0369 0.0342
3 4.00% 0.0727 0.0394 0.0333
4 4.25% 0.0743 0.0419 0.0324
5 4.50% 0.0759 0.0444 0.0316
6 4.75% 0.0775 0.0468 0.0307
7 5.00% 0.0792 0.0493 0.0299
8 5.25% 0.0809 0.0518 0.0291
g 5.50% 0.0825 0.0543 0.0283

10 5.75% 0.0843 0.0568 0.0275
11 6.00% 0.0860 0.0593 0.0267
12 6.25% 0.0877 0.0618 0.0259
13 6.50% 0.0895 0.0643 0.0252
14 6.75% 0.0912 0.0668 0.0245
15 7.00% 0.0930 0.0692 0.0238
16 7.25% 0.0948 0.0717 0.0231
17 7.50% 0.0957 0.0742 0.0224
18 7.75% 0.0985 0.0767 0.0218
19 8.00% 0.1004 0.0792 0.0211

4

-Shepardwatu Company
Docket No. W-01537A-0264
Test Year Ended: December 31 , 2006

SCUECIUIFCSBIE
Page 3 of 3

TABLE A
Conversion Factor Table (Based on a 20-year Loan)
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\_ EH§nee81i§R¢§2$riM slméliard Wat campany

Doc ke t No . W-01537A-07-0264 (Ra te s )

By: Marlin Scott, Jr. 4/yv()
Utilities Engineer

February 5, 2008

CONCLUSIONS

She pa rd Wa te r Compa ny's  ("Compa ny") sys te m curre ntly ha s  no s tora ge  ta nk ca pa city.
Howe ve r, the  Compa ny is  curre ntly ins ta lling a  ne w 55,000 ga llon s tora ge  ta nk a nd with
this  ne w ta nk ins ta lla tion, a long with the  curre nt we ll ca pa city of 80 GP M, this  wa te r
system will have adequate  capacities to serve the  customer base .

The  Compa ny is  not loca te d in a n Active  Ma na ge me nt Are a  ("AMA") a nd is  not subje ct
to any AMA reporting and conse rva tion requirements .

The Company has an approved curtailment tariff that became effective on October 29,
2004.

The Company has an approved backflow prevention tariff that became effective on
August 22, 1994.

R E C O MME NDATIO NS

Th e  Ariz o n a  De p a rtm e n t o f E n viro n m e n ta l Q u a lity ("ADE Q ") re p o rte d  m a jo r
de ficie ncie s  for fa iling to provide  consume r confide nce  re ports  for 2002 a nd 2003. 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
case , a  copy of an upda ted ADEQ Compliance  S ta tus  Report indica ting tha t the  de ficient
consumer confidence  reports  issue  has  been resolved. S ta ff further recommends tha t any
new ra tes  and charges  approved in this  proceeding not become e ffective  until the  firs t day
of the  month following the  Compa ny's  filing of the  upda te d ADEQ Complia nce  S ta tus
Report indica ting tha t the  Company has  resolved the  noted deficiencies .

2. Staff recommends its annual water testing expense of $2,869 be used for purposes of this
application and further recommends that the remaining $917 be classified as part of the
water operator' s fee.

c.

A.

D.

B.

3.

1.

The  Compa ny re porte d its  a rs e nic conce ntra tion for its  We ll #1 a t 12 pa rts  pe r billion.
Ba s e d on this  a rs e nic conce ntra tion, the  Compa ny is  curre ntly ins ta lling a n a rs e nic
trea tment sys tem. The  Company has  filed a  financing applica tion to a ss is t in funding this



Shepard Water Company
Docket No. W-01537A-07-0264

T" Paget*

proje ct. S e e  Atta chme nt MS J-2 for furthe r discuss ion of the  a rse nic tre a tme nt fina ncing
reques t.

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  ca s e , by De ce mbe r 31 , 2008 , a  copy of the  ADEQ Ce rtifica te  o f Approva l o f
Construction for the  a rsenic trea tment system.

A che ck with  the  Utilitie s  Divis ion  Complia nce  S e c tion  ind ica te d  one  de linque n t
Commis s ion complia nce  ite m. Although the  re quire d qua rte rly re port ha s  ye t to  be
s ubmitte d, S ta ff re comme nds  tha t this  complia nce  ite m ha s  be e n complie d with a s  a
re sult of the ADEQ issua nce  of the  Ce rtifica te  for Approva l to Cons truct ("ATC") for the
storage  tank and booster system on November 13, 2006 and the  Yuma County issuance  of
its  ATC for the  dis tribution sys te m on S e pte mbe r 14, 2006 a nd due  to the  cons truction
progress  discussed in this  report.

5. Staff recommends that the Company use Staff's depreciation rates delineated in Table B.

6.

4.

S ta ff recommends  the  continuance  of the  Company's  exis ting "tota l" charges  as  shown in
Ta b le  C be low, with  s e pa ra te  ins ta lla tion  cha rge s  fo r the  s e rvice  line  a nd  me te r
ins ta lla tions .
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Plant Items We ll #1

u

Well #2
(Abandoned)

Casing Size
r r

8-inch 8-inch
Casing Depth 240 ft. 240 ft.
Submersible Pump 5-Hp

Pumping Rate 80 GP M (Well was  high in nitra te .)

Mete r S ize 2-inch

Pressure  Tank 3,000 ga llon

Fe ncing 40 f¢. by 40 fr.

Le ngthDiameter Ma te ria l

1-3/4-inch Copper 3,210 ft.

2-inch Copper 2,130 ft.

2-inch P VC 1,270 ft.

Shepard Water Company
Docket No. W-01537A_07_0264
Pafge;4

A. LOCATIONOF COMPANY

Shepard Water Company ("Company") serves a community at Martinez Lake which is located
approximately 30 miles northeast of Yuma along the Colorado River. Figure 1 shows the
location of the Company within Yuma County and Figure 2 shows the certificated area covering
one-quarter square-mile.

B, DESCRIPTION 0F THE WATER SYSTEM

The water system was field inspected on August 2, 2007, by Marlin Scott, Jr.,  Staff Utilities
Engineer,  in the accompaniment of John Guth,  Owner of the Company. The current system
operation consists of one well site and a distribution system serving 221 in-metered residential
customers and three metered commercia l customers. The dis t r ibut ion system has many
undersized mains of substandard quality.

A large portion of the service area is owned by Mr. Guth, who leases mobile home lots and small
cabins on either a daily or long-term basis. There is also a laundry, a 25-unit RV park, a large
restaurant/nightclub and a bait shop/general store.

A s ys te m s che ma tic is  s hown a s  Figure  3 a nd a  de ta ile d pla nt fa cility lis ting is  a s  follows :

Table 1. Well Site

Table 2. Water Mains*



2-in c h P E 860  ft.

2-1/2-in c h Coppe r 265  ft.

3-in c h AC P 1 ,480  ft.

6-inch ACP 100  ft.

Tota l : 9,315 ft.

S ize Quantity

5/8 x 3/4-inch

3/4-inch 1

1- in c h 2

1-1/2-in c h

2-in c h

Total z 3
¢ - -

Shepard Water Company
Docket No. W-01537A-07-0264

* Note: The above water main data andbelow customer meter data was
taken from Staff' s prior Engineering Report.

Table 3. CustomerMeters*

Construction Work

In March 2007, the Company began the construction a new well and the installation of a 55,000
gallon storage tank, booster system, waterlines and f ire hydrants. The new well drilled was not
productive and therefore, was abandoned. As of  Staf f 's inspection date, the instal lat ion of
storage tank and booster system was about 80% complete, while the construction of waterlines
and hydrants was about 50% complete. The Arizona Department of  Env ironmental Qual i ty
("ADEQ") issued i ts Cert i f icate for Approval  to Construct ("ATC") for the storage tank and
booster system on November 13, 2006, while Yuma County issued its ATC for the distribution
system on September 14, 2006.

In July 2007, the  Compa ny be ga n the  ins ta lla tion of a n a rse nic tre a tme nt sys te m. As  note d on
Staff's  inspection, the  concre te  pad was comple ted and the  skid-mounted tank vesse ls  were  se t in
pla ce . This  tre a tme nt s ys te m is  e s tima te d to be  50% comple te . ADEQ is s ue d its  ATC for the
arsenic trea tment system on November 13, 2006.
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Figure  1. Yuma  County Ma p

Figure  2. Ce rtifica ted Areas
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c .  W ATE R US E

Wa te r S o ld

The  Compa ny submitte d its  ra te  a pplica tion indica ting 14,863,600 ga llons  of wa te r sold during
the  te s t ye a r to  the  221 in-me te re d  re s ide ntia l cus tome rs  a nd thre e  me te re d  comme rcia l
cus tome rs . S ince  mos t of the  cus tome r's  s e rvice  line s  a re  not me te re d, the  ga llons  s old we re
measured by the  wellhead meter.

Figure  4 represents  da ta  for the  tota l ga llons  sold pe r month tha t was  provided by the  Company.
This  s ys te m e xpe rie nce d a  high monthly wa te r us e  of 1,660,200 ga llons  in J uly a nd a  low
monthly wate r use  of 821,300 ga llons  in January.
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Figure  4. Wate r Use

Non-Ac c oun t Wa te r

S ince  the  Compa ny ope ra te s  its  wa te r s ys te m s e rving 221 in-me te re d cus tome rs  a nd thre e
me te red cus tomers , the  wa te r loss  cannot be  de te rmined a t this  time . The  Company is  currently
re cons tructing the  e ntire  dis tribution s ys te m a nd will be  ins ta lling me te rs  on a ll s e rvice  line s .
This  project is  expected to be  comple ted by the  end of November 2007.

Svstem Analvsis

At this  time , the  wa te r sys tem has  no s torage  tank capacity. Howeve r, the  Company is  currently
ins ta lling a  ne w 55,000 ga llon s tora ge  ta nk a nd with this  ne w ta nk ins ta lla tion, the  s tora ge
capacity issue  will be  resolved.
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Using an estimated usage of 220 gallons per day per connection, the system's current well
capacity of 80 GPM and the new 55,000 gallon storage tank capacity will be adequate to serve
the current customer base of 224 connections.

D.  G R O W TH

The Company is located in a land locked area surrounded by government land. The certificated
service area has reached build our and no new growth is anticipated above the current 224
customer base.

E .  AR IZO NA DE P AR TME NT O F ENV1 RONM; ENTAL Q UALIT Y (" ADE Q " )
C O MP LIANC E

Compliance

According to an ADEQ Compliance Status Report, dated April 30, 2007, ADEQ reported major
deficiencies for failing to provide consumer confidence reports for 2002 and 2003, but has
determined that the Company's system, PWS #14-014 is currently delivering water that meets the
water quality standards required by Arizona Administrative Code, Title 18, Chapter 4.

Sta ff recommends  tha t the  Company tile  with Docke t Control, a s  a  compliance  item in this  ca se ,
a  copy of a n upda te d ADEQ Complia nce  S ta tus  Re port indica ting tha t the  de ficie nt consume r
confide nce  re ports  is sue  ha s  be e n re solve d. S ta ff furthe r re comme nds  tha t a ny ne w ra te s  a nd
cha rge s  a pprove d in  this  proce e ding not be come  e ffe ctive  until the  firs t da y of the  month
following the  Compa ny's  filing of the  upda te d ADEQ Complia nce  S ta tus  Re port indica ting tha t
the  Company has resolved the  noted deficiencies.

Wate r Tes ting Expens e

The  Compa ny is  s ubje ct to  ma nda tory pa rticipa tion in  the  Monitoring As s is ta nce  P rogra m
("MAP "). S ta rting  J a nua ry 1 , 2002, wa te r companie 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 service  connections).

The  Company reported its  wa te r te s ting expense  a t $3,786 during the  te s t yea r by combining the
tes ting cos ts  and wa te r ope ra tor's  fees . S ta ff has  reviewed the  Company's  te s ting expense  and
ha s  s e pa ra te d the  te s ting cos ts  from the  wa te r ope ra tor's  fe e s . Ta ble  A s hows  S ta ff's  a nnua l
monitoring expense  e s tima te  of $2,869 with pa rticipa tion in the  MAP.



Monitoring
(Tests per 3 years, unless noted.)

Cost per
tes t

No . o f
tes ts  per

year

Annual
Cos t

Tota l coliform - monthly $25 12 $300

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 $38 l $38

Nitrite  - once  pe r pe riod MAP MAP MAP

Asbestos - per 9 years MAP MAP MAP

MAP - IOns, SOCs, & VOCs MAP MAP $821

Lead & Copper - pe r yea r $75 10 $750

Microscopic Particula te  Ana lyses $800 1 $800

Fluoride $40 4 $160

To ta l $2,869

I I

\

Shepard Water Company
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Table  A. Wate r Tes ting Cost

Note: ADEQ - MAP invoice for the 2007 Calendar Year is $820.54.

S ta ff re comme nds  a n a nnua l wa te r te s ting e xpe ns e  of $2,869 be  us e d for purpos e s  of this
a pplica tion a nd furthe r re comme nds  tha t the  re ma ining $917 be  cla s s ifie d a s  pa rt of the  wa te r
opera tor's  fee .

Ars e n ic

The  Compa ny re porte d its  a rs e nic conce ntra tion for its  We ll #1 a t 12 pa rts  pe r billion ("ppb").
Ba s e d on this  a rs e nic conce ntra tion, the  Compa ny is  curre ntly ins ta lling a n a rs e nic tre a tme nt
sys te m. As  note d on S ta ff's  inspe ction, the  concre te  pa d wa s  comple te d a nd the  s lid-mounte d
ta nk ve s s e ls  we re  s e t in pla ce . This  tre a tme nt s ys te m is  e s tima te d to be  50% comple te . The
Company has  filed a  financing applica tion to a ss is t in funding this  project. See  Attachment MSJ~
2 for further discussion of the  a rsenic trea tment financing request.

Staff recommends that the Company file with Docket Control, as a compliance item in this case,
by December 31, 2008, a copy of  the ADEQ Certi f icate for Approval of  Construction for the
arsenic treatment system.



NARUC
Acct. No.

Depreciable  P lant

304 Structures & Improvements 30 3.33

305 Collecting & Impounding Rese rvoirs 40 2.50

306 Lake, River, Canal Intakes 40 2.50

307 Wells & Springs 30 3.33

Average
S e rvice  Life

(Ye a rs )

f Ag 4

Shepard Water Company
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F. ARIZONA DEPARTMENT OF WATER RESOURCES COMPLIANCE

The Company is not located in an Active Management Area ("AMA") and therefore,  is not
subject to any AMA reporting and conservation requirements.

G. ARIZONA CORPORATION COMMISSION COMPLIANCE

A check with the Utilities Division Compliance Section indicated one delinquent Commission
compliance item for:

1. Decision No. 62091 - "Company to f i le quarterly updates on construct ion progress".
This quarterly update was due on January 30, 2008 .

Although the above quarterly report has yet to be submitted, Staff recommends that this
compliance item has been complied with as a result of the ADEQ issuance of the ATC for the
storage tank and booster system on November 13, 2006 and the Yuma County issuance of its
ATC for the distribution system on September 14, 2006 and due to the construction progress
discussed above.

H. DEPRECIATION RATES

The Company has been using a depreciation rate of 5.00% in every National Association of
Regulatory Utility Commissioners ("NARUC") plant category. In recent orders, the Commission
has been shifting away from the use of composite rates in favor of individual depreciation rates
by NARUC category. (For  example,  a  uniform 5% composite r a te would not  r ea lly be
appropriate for either vehicles or transmission mains and instead, different specific retirement
rates should be used.)

S ta ff h a s  d e v e lo p e d  typ ic a l a n d  c u s to m a ry d e p re c ia tio n  ra te s  with in  a  ra n g e  o f a n tic ip a te d
e quipm e nt life .  The s e  ra te s  a re  pre s e nte d in  Ta ble  B a nd it is  re com m e nde d tha t the  Com pa ny
us e  de pre cia tion ra te s  by individua l NARUC ca te gory on a  going-forwa rd ba s is .

Table B. Depreciation Rates

I

.I



Infiltra tion Ga lle rie s308 6.6715

309 Raw Water Supply Mains 50 2.00

310 Power Genera tion Equipment 20 5.00

311 Pumping Equipment 8 12.5 i

320 Water Treatment Equipment I

320.1 Water Treatment Plants 30 3.33

320.2 Solution Chemical Feeders 5 20.0

330 Distribution Reservoirs  & S tandpipes

330.1 Storage Tanks 45 2.22

330.2 Pressure Tanks 20 5.00

331 Transmiss ion & Dis tribution Ma ins 50 2.00

333 Services 30 3.33

334 Meters 12 8.33

335 Hydrants 50 2.00

336 Backflow Prevention Devices 15 6.67

339 Other P lant & Misc Equipment 15 6.67

340 Office  Furniture  & Equipment 15 6.67

340.1 Compute rs  & Software 5 20.00

341 Transporta tion Equipment 5
!

20.00

342 Stores Equipment 25 4.00

343 Tools, Shop & Garage  Equipment 20 5.00

344 Labora tory Equipment 10 10.00

345 Power Operated Equipment 20 5.00

346 Communica tion Equipment 10 10.00

347 Misce llaneous Equipment 10 10.00

348 Othe rTangible  P lant

Shepard Water Company
Docket No. W-01537A-07-0264
8886 in

NOTES  :

These depreciation rates represent average expected rates. Water companies may
experience different rates due to variations in construction, environment, or the physical
and chemical characteristics of the water.

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

I.  O T HE R  IS S UE S

1. Service Line and Meter Installation Charges

In  the  p rio r ra te  ca s e  a nd  its  De c is ion  No.  62091 ,  the  Com pa ny wa s  g ra n te d  s e rv ice  line  a nd
m e te r ins ta lla tion cha rge s . In this  filing, the  Com pa ny did not re que s t cha nge s  to the s e  cha rge s .

2.

1 .



Mete r S ize Meter Charges
Compa ny's  Exis ting

Tota l Charges

I

i
I

$1205/8 x 3/4-inch
I

I
$290 $410

-
I 3/4-inch $290 $150 $440

1-inch $310 $160 $470

1- 1/2-inchi
I
I

$330 $385 $715

2-inch $395 $1,425 $1,820

3-Meh! $475 $1,935 $2,410
|
I
I

I 4-inch $710 $2,745 $3,455

6-inch $1,070 $5,580 $6,650

r~ x

Shepard Water Company
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"PEW85181;

Howe ve r, during S Muts  fie ld ins pe ction, S ta ff a nd the Compa ny dis cus s e d tha t the  "tota l"
ins ta lla tion charges  should be  separa ted be tween the  se rvice  line  and mete r ins ta lla tion charges .
S ince  the  Company will be  ins ta lling me te rs  on exis ting se rvice  line s , it would be  appropria te  for
some  cus tome rs  to be  only cha rge d for the  me te r ins ta lla tion. The re fore , S ta ff recommends the
continuance  of the  exis ting "tota l" cha rges  a s  shown in Table  C be low, with sepa ra te  ins ta lla tion
charges  for the  se rvice  line  and meter ins ta lla tions .

Ta ble  C. S e rvice  Line  a nd Me te r Ins ta lla tion Cha rge s

2. Cu r t a ilm e n t  Ta r iff

The Company has  an approved curta ilment ta riff tha t became effective  on October 29, 2004.

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

The  Company has  an approved backflow prevention ta riff tha t was docke ted on August 22, 1994.



Atta c h me n t MS J  - 2

DATE: September 18, 2007

TO: Crystal Brown
Public Utilities Analyst V
Utilities Division

FROM: Marlin Scott, Jr. ' I / / I
Utilities Engineer
Utilities Division

RE: Shepard Water Company
Docke t No. W-01537A-07~0265 (Financing)

Introduction

Shepa rd Wate r Company ("Company") ha s  submitted a  financing applica tion to a ss is t in
funding the  ins ta lla tion of a n a rs e nic tre a tme nt s ys te m. This  proje ct is  e s tima te d a t
$112,100 in which the  Compa ny is  re que s ting a pprova l of funding through the  us e  of
Wa te r Infra s tructure  Fina ncing  Authority ("WIFA") inde bte dne s s . The  Compa ny
opera tes  a  wa te r sys tem a t Martinez Lake  in Yuma County.

Existing Water System

The  exis ting sys tem cons is ts  of one  we ll and a  dis tribution sys tem se rving approxima te ly
224 cus tomers . The  we ll produces  a t 80 ga llons  pe r minute  ("GPM") and the  sys tem has
no s torage  tank a t this  time . The  a rsenic concentra tion reported for Well #1 is  a t 12 pa rts
pe r billion ("ppb") which exceeds  the  new a rsenic s tandard of 10 ppb.

Cons triction Work

In March 2007, the Company began the construction of a new well and Me installation of
a 55,000 gallon storage tank, booster system, waterlines and tire hydrants. The new well
was not productive and therefore, was abandoned. As of Staffs inspection date on
August 2, 2007, the installation of the storage tank and booster system was about 80%
complete, while the construction of waterlines and hydrants was about 50% complete.

In July 2007, the Company began the installation of an arsenic treatment system. As
noted on Staffs inspection, the concrete pad was completed and the slid-mounted tank
vessels were set in place. This treatment system is estimated to be 50% complete.



Crystal Brown
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Fina nc ing  App lic a tion

Based on the  Company's  we ll source  exceeding the  a rsenic s tanda rd, the  Company has
filed a  financing applica tion to a ss is t in funding the  a rsenic trea tment sys tem project. The
Compa ny is  re que s ting WIFA fina ncing a pprova l in  the  a mount of $112,100 for the
a rsenic project a s  follows:

$ 71,400

2 .
3 .
4 .
5 .

1. Arsenic treatment system
- Solmete X ArsenX treatment

Treatment system installation
Shade structure, 10 ft. by 15 ft.
Concrete pad
Contingency

$ 17,140
$ 7,800
$ 760
$ 15,000

Tota l: $112,100

S ta ff conclude s  tha t the  a rs e nic tre a tme nt s ys te m proje ct is  a ppropria te  a nd the  cos t
estimate  tota ling $112,100 is  reasonable .

Arizona Department of Environmental Quality ("ADEQ") Compliance

Complia nce

According to an ADEQ Compliance Status Report, dated April 30, 2007, ADEQ reported
major deficiencies for failing to provide consumer confidence reports for 2002 and 2003,
but has determined that the Company's system, PWS #14-014 is currently delivering
water that meets the water quality standards required by Arizona Administrative Code,
Title 18, Chapter 4.

Approval to Construct

The Company was issued an ADEQ Certificate for Approval to Construct for the arsenic
treatment system on November 13, 2006.

Conclus ion

Ar

Staff concludes that the arsenic treatment system project is appropriate and the cost
estimate totaling $112,100 is reasonable. No "used and useful" determination of the
proposed project items was made and no particular treatment should be inferred for rate
malting or rate base purposes in the future.


