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BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE APPLICATION Docket No. W-02255A-09-0258
OF YARNELL WATER IMPROVEMENT
ASSOCIATION, AN ARIZONA NON-PROFIT
CORPORATION, FOR AUTHORITY (1) TO
ISSUE EVIDENCE OF INDEBTEDNESS IN APPLICATION (FINANCING)
AN AMOUNT NOT TO EXCEED $767.000.00
IN CONNECTION WITH (A) THE

CONSTRUCTION OF WATER SYSTEM Addzona Corparaticn E?_«'jﬁj;j"!f_sj‘aﬂ?

INFRASTRUCTURE IMPROVEMENTS AND DOCKET=0

(B) REPAYMENT OF EXISTING DEBT; AND

(2) TO ENCUMBER ITS REAL PROPERTY MAY %9 2008

INTERESTS AND WATER SYSTEM

INFRASTRUCTURE AS SECURITY FOR [TDOCKEIED Y T

SUCH INDEBTEDNESS. ! =
' Lk

Pursuant to A.R.S. Sections 40-285, 40-301 and 40-302, Yarnell Water
Improvement Association (“Yarnell” or the “Company™), an Arizona public service
corporation, hereby applies for authority from the Arizona Corporation Commission
(“Commission™) to (1) issue evidence of indebtedness in an amount not to exceed
$767,000.00 on the terms and conditions set forth below, and (2) encumber its real
property interests and water system infrastructure as security for such indebtedness. This
debt will be incurred for the purpose of making improvements to the Company’s existing
water system infrastructure.

In support of this application, Yarnell states as follows:

A. General Background.

1. Yarnell is a public service corporation providing water service in an area

SBS:pde 10344401 $/14/2009 |
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approximately 30 miles southwest of Prescott in Yavapai County, Arizona. Yarnell's
current rates and charges werc authorized in Decision No. 70698 (January 20, 2009).

2. Yarnell’s business office is located at 22609 Tooka Way, Yarnell, Arizona
85362 and its mailing address is Post Office Box 727, Yarnell, Arizona 85362. Yarnell’s
telephone number is (928) 427-3321 and its facsimile number is (928) 427-0243. The
Company’s primary management contact is Tammy Zudell, the Company’s Secretary.
Mrs. Zudell is also responsible for overseeing and directing the conduct of this
Application. Her telephone and facsimile numbers are (928) 427-3321 and (928) 427-

0243, respectively. Mrs. Zudell’s email address is ywia@w3az.net. All discovery, data

requests, and other requests for information concerning the Application should be
directed to Mrs. Zudell, with a copy to counsel for the Company in this matter, Shiela B.

Schmidt (sschmidt@gustlaw.com).

3. In Decision 70698, the Commission approved an increase in operating
revenue for the Company because even though the Company operates as a non-profit
corporation, the Company had not had a revenue increase for 6 years and the increase in
operating revenue would enable the Company to pay the debt on two long-term loans
previously approved by the Commission along with the additional long-term debt for
which the Company was sought, and received, Commission approval in Decision 70698.
The approved increase to the Company’s rates and charges in Decision 70698 became
effective for all services provided on and after February 1, 2009.

4. A copy of Decision 70698 is attached as Exhibit 1.

B. Purposes of Financial Transaction.

5. The purposes of the long-term debt financing for which the Company is
seeking approval herein is to pay for the cost of improvements to its existing water
system and to pay the balance of the existing debt that funded the original construction

of the water system in 1974 and 1975. The total estimated cost of the project, including

SBS:pde 1034440.1 5/14/2009 2
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repayment of the Company’s existing debt associated with original construction of the
system, is $1,300,000.00. A detailed breakdown of the estimated cost of the water
system improvements is attached as Exhibit 2.

C. Terms and Conditions of Financial Transaction.

6. Yamnell applied to the United States Department of Agriculture, Rural
Development (USDA-RD), for financing for this project.  Yarnell’s application
requested assistance in the form of loan and grant requests and its application has been
approved. USDA-RD will administer the loan and grant on behaif of the Rural Utilities
Service (RUS). The source of the RUS funding for this project is the American
Recovery and Reinvestment Act of 2009 (“Recovery Act”). USDA-RD has notified the
Company that funds have been obligated for the Company’s loan request of $767,000.00
and the grant request of $533,000.00. The loan amount of $767,000.00 and the grant
amount of $533,000.00 together total $1,300,000.00 which is the estimated cost of the
project that includes both the water system improvements and the payment of the
existing debt associated with original construction of the water system. A copy of the
USDA-RD letter of conditions dated April 17, 2009 is attached as Exhibit 3 and the
approval of the loan and grant request is attached as Exhibit 4.

7. As set forth in the USDA-RD letter of conditions (Exhibit 3), the loan will be
scheduled for repayment over a period of 40 years. The payments due the first 2 years
will consist of interest only. Payments for the remaining 38 years will be equal
amortized monthly payments. The interest rate is 3.75% and the monthly amortization
factor is 4.12. The estimated monthly payment with principal and interest is $3,161.00.

8. The loan is to be secured by a Deed of Trust having a first lien priority in some
or all of the Company’s real property and its water plant and system.

9. The proposed closing for the project financing is June 30, 2009.

/1!
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D. Effects of Financial Transaction.

10.  The final preliminary engineering report, as amended January 26, 2009,
and approved by USDA-RD (the “Engineering Report™), is attached as Exhibit 5. The
Engineering Report describes the project and improvements to be made to the
Company’s water system with the proceeds of the loan and grant funding from the RUS
program and the Recovery Act.

11.  The Company’s balance sheet as of November 19, 2008 and the 2008
profit and loss statement are attached as Exhibit 6. The Company’s projected operating
budget and cash flow for the periods 2009 and 2010 is attached as Exhibit 7. The
projected financial information reflects the impact of the financing transaction that is the
subject of this Application.

12 The loan and grant proceeds will be used for lawful purposes, and the
execution of the loan and grant documents with RUS and the grant of a security interest
in Yarnell’s real property, plant and system, and the undertaking of the obligations set
forth therein are within the Company’s corporate powers. A corporate resolution
authorizing the contemplated transaction will be filed as a late filed exhibit to this
Application.

13.  The financial transaction contemplated herein is compatible with sound
financial practices. The loan and grant funding through the RUS program and the
Recovery Act will allow the Company to address limitations with its aging water
distribution system that utilizes outdated technology.

14.  The approvals sought herein are compatible with the public interest and
with the proper performance of Yarnell’s duties as a public service corporation. The
proceeds of the loan and grant will be utilized exclusively to pay the Company’s existing
debt incurred for original construction of the water system and to pay for the

improvements to the water system as described in the Engineering Report attached as

SBS:pde 10344401 5/1472009 4
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Exhibit 5. No portion of the proceeds will be used to pay operating expenses. The
approvals sought herein are necessary to ensure the Company’s ability to continue to
provide safe and reliable water utility service in compliance with all applicable laws and
regulations.

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

E. Loan Documents.

16. The USDA-RD and RUS forms required as loan documents in the financial
transaction which is the subject of this Application are currently in process and once the
forms are completed and the Company has received instructions from USDA-RD, the
loan documents and instructions will be filed as late filed exhibits to this Application.

F. Notice of Application.

17.  Yarnell is in the process of providing notice of this Application by
publishing notice, in the form provided by the Commission, in a newspaper of general
circulation in the area in which Yarnell provides service. A true copy of the notice as it
appeared in the newspaper as will be filed with the Commission.

Based on the foregoing, Yarnell respectfully requests the following:

A. That the Commission consider this Application on an expedited basis,
including the scheduling of a hearing, if necessary, on this matter as soon as practicable;

B. That the Commission enter an order approving this Application and
authorizing Yarnell to incur indebtedness in an amount not to exceed $767,000.00 and to
encumber its real property and utility plant and system to secure such indebtedness for
the purposes described herein;

C. That the Commission authorize Yarnell to enter into the necessary
agrecments and take action as may be required to obtain the grant funding in an amount

not to exceed $533,000.00; and

SBS:pde 1034440.1 5/14/2009 5
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D, That the Commission authorize Yarnell to take such other and further

action as may be necessary to effectuate the purposes of this Application, as may be
appropriate under the circumstances herein.
RESPECTFULLY SUBMITTED th@Q‘é{y of May 2009.
GUST ROSENFELD P.L.C.

hielaB. Schmidt

Attorneys for Applicant Yarnell Water
Improvement Association

ORIGINAL and 13 copies delivered this
day of May 2009, to:

Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

By 122 Qng‘ L_ é%% ) Z
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YARNELL WATER IMPROVEMENT ASSOCIATION

EXHIBIT 1

ARIZONA CORPORATION COMMISSION
DECISION NO. 70698
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BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS Arizona Corporation Comirission

KRISTIN K. MAYES, Chairman DOCKETED

GARY PIERCE 009

PAUL NEWMAN N0 2

SANDRA D. KENNEDY |

BOB STUMP 0

IN THE MATTER OF THE APPLICATION | DOCKET NO. W-02255A-07-0570

OF YARNELL WATER IMPROVEMENT

ASSOCIATION, INC. FOR A PERMANENT

RATE INCREASE.

IN THE MATTER OF THE APPLICATION DOCKET NO. W-02255A-08-0355

OF YARNELL WATER IMPROVEMENT

ASSOCIATION, INC. FOR APPROVAL OF

FINANCING. DECISION NO. 70698
OPINION AND ORDER

DATES OF HEARING: July 22 and October 2, 2008

PLACE OF HEARING: Phoenix, Arizona

ADMINISTRATIVE LAW JUDGE: Marc E. Stern

APPEARANCES: Ms. Tammy Zudell, Office Manager, on behalf of

Yamnell Water Improvement Association, Inc.; and

Arizona Corporation Commission.

BY THE COMMISSION:

increase in its permanent rates and charges.

insufficiency pursuant to A.A.C. R14-3-103.

application was sufficient, and classifying the Company as a Class C uulity.

S-AMarc\Opinion Orders\075700&o.doc i

Mr. Wesley C. Van Cleve, Staff Attorney, Legal
Division, on behalf of the Utilities Division of the

On October 5, 2007, Yamnell Water Improvement Association, Inc. (“Company” or

“Applicant™) filed with the Arizona Corporation Commission (“Commission”) an application for an
On November 5, 2007, the Commission’s Utilities Division (“Staff”) issued a notice of

On March 3, 2008, Staff issued a notice of sufficiency indicating the Company’s rate
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DOCKET tvu. W-02255A-07-0570, ET AL.

On March 19, 2008, pursuant to A.A.C. R14-3-101, the Commission issued a Procedural
Order to govern the preparation and conduct of this proceeding. A hearing was scheduled for
July 22, 2008, filing dates were established and public notice was ordered to be provided by the
Company by both publication and by mailing noftice to its customers.

On June 23, 2008, Staff filed its report recommending approval of its proposed rates and
charges. Staff further recommended that the Commission retroactively approve financing for the
purchase of a pick-up truck ih the amount of $19,827. However, the Company had not yet filed an
application for approval of long-term debt and notice of this application to customers was required.
No objections were filed fo the Staff Report.

On July 7, 2008, by Procedural Order, the Company was ordered to file a financing
application and to provide public notice in light of Staff’s recommendation for the retroactive
approval of financing for a new pick-up truck in the Staff Report. It was further ordered that the July
22, 2008, hearing be held for the purpose of taking public comment only. Lastly, Staff was ordered
to file a separate Staff Report on the financing application and the time-frame in the rate proceeding
was suspended.

On July 14, 2008, the Company filed an application requesting Commission approval of
long-term financing for the purchase of a new pick-up truck.

On July 22, 2008, the hearing was convened for thé purpose of taking public comment before
a duly authorized Administrative Law Judge of the Commission at its offices in Phoenix, Arizona.
The Company appeared through its president and vice president and Staff appeared with counsel. No
one appeared to make public comment, but the Company disclosed that public notice had not been
given as ordcred in the March 19, 2008, Procedural Order. The proceeding was recessed pending the
filing of a Motion to consolidate the applications and further public notice given of the hearing which
was to be rescheduled.

On August 11, 2008, Staff filed a Motion to consolidate the above-captioned proceedings for
purposes of hearing. ‘

On August 14, 2008, by Procedural Order, the hearing was rescheduled to commence on

October 2, 2008, after public notice was given as required by the Commission.

2 DECISION NO. 70698
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DOCKE, NO. W-02255A-07-0570, ET AL.

On September 2, 2008, the Company filed certification that it had provided notice to the
customers in accordance with the Commission’s Procedural Order.

On October 2, 2008, a full public hearing resumed before a duly authorized Administrative
Law Judge of the Commission at its offices in Phoenix, Arizona. The Company appeared through its
authorized representative and Staff appeared with counsel. At the conclusion of the hearing, the

matter was taken under advisement pending submission of a Recommended Opinion and Order to the

Commission.

* * * * * * * * * *

Having considered the entire record herein and being fully advised in the premises, the

Commission finds, concludes, and orders that:

FINDINGS OF FACT

1. Pursnant to authority granted by the Commission, Applicant is an Arizona non-profit
corporation engaged in the business of providing water service in an area approximately 30 miles
southwest of Prescott in Yavapai County, Arizona.

2. Applicant’s present rates and charges for water were approved in Decision No. 68747
(June 5, 2006)."

3. On October 5, 2007, the Company filed an application requesting authority to increase
its rates and charges for water service.

4. The Company is seeking an increase in its rates and charges in order to address the
following needs: to increase the wages of its employees; to make capital improvements on its aging
system such as replacing its outdated telemetry system and replacing 70 old, leaky fire hydrants to
feduce water loss; and to purchase an emergency back-up generator for the Company’s pump house.”

5. Staff conducted an investigation of Applicant’s proposed rates and charges for water

service and filed its Staff Report on the Company’s rate application request on June 23, 2008, and

! Decision No. 68747 denied the Company's application for a rate increase and continued its existing rates which were
established in Decision No. 63506 (March 30, 2001).
2 The Company estimated that the capital improvements would cost as follows: the telemetry system, $69,740; the back-

jup generator, $23,881; and $1,464 each for the 70 fire hydrants, which the company plans to replace at the rate of 7 per

year, for approximately 10 years.

3 DECISION NO. __ 70698
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DOCKET ivJ. W-02255A-07-0570, ET AL.

recommended that the Commission approve Staff’s recommended rates and charges. Additionally,
Staff also recommended approval of long-term financing for the Company for a new pick-up truck
which Applicant had purchased in 2006 for $19,827.

6. On July 7, 2008, by Procedurat Order, the Company was ordered to file a financing
application and to provide public notice in light of Staff’s recommendation for the retroactive
approval of financing for a new pick-up truck in the Staff Report. Staff was ordered to file a separate
Staff Report on the financing application and the time-frame in the rate proceeding was suspended.

7. On July 14, 2008, the Company filed an application requesting retroactive approval
for long-term financing in the amount of $19,827 utilized to purchase a new pick-up truck.

8. On August i4, 2008, by Procedural Order, the above-captioned proceedings were
consolidated for further disposition by the Commission.

9. On September 2, 2008, the Company filed certification that it had provided public
notice of the applications and hearing thereon by both mailing notice to its customers and by posting
a copy of the official notice at the Company’s standpipe in its service area.

10. During the Test Year ended December 31, 2006 (“TY™), Applicant served
approximately 531 customers, the majority of which are residential users, who are served by
5/8 x 3/4-inch meters.

11.  Average and median water usage by residential users during the TY was 4,447 and
2, 338 gallons per month, respectively,

12.  The water rates and charges for Applicant at present, and as recommended by Staff

with the concurrence of the Applicant at the hearing, are as follows:

Present Proposed
MONTHLY USAGE CHARGES: Rates Rates
3fs” x %" Meter | $ 21.00 $ 23.00
3 Meter 21.00 - 35.00
1" Meter ' 35.00 42.00
1% Meter 70.00 $4.00
2 Meter . 112.00 140.00
3" Meter 210.00 368.00
4” Meter 350.00 575.00
6" Meter . 70.00 1,150.00
4 DECISION NO. 70698
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GALLONAGE CHARGES:

(Per 1,000 Gallons)

/s X % Inch Meter
0 — 5,000 gallons
5,001 — 10,000 gallons
10,001 — 50,000 gallons
Over 50,000
0 — 3,000 gallons
3,001 - 7,000 gallons
7,001 -- 50,000 gallons
Over 50,000

% Inch Meter
0 -- 5,000 gallons
5,001 — 10,000 gallons
10,001 — 50,000 gallons
Over 50,000
0 - 3,000 gallons
3,001 — 7,000 gallons
7,001 — 50,000 gallons
Over 50,000

1 Inch Meter
0 - 5,000 gallons ,
5,001 - 10,000 gallons
10,001 — 50,000 gallons
Over 50,000
0 — 25,000 gallons
25,001 — 50,000 gallons
Over 50,000

1% Inch Meter
0 — 5,000 gallons
5,001 — 10,000 gallons
10,001 — 50,000 gallons
Over 50,000
0 - 25,000 galions

25,001 — 50,000 gallons

Qver 50,000

2 Inch Meter
0 — 5,000 gallons
5,001 - 10,000 gallons
10,001 -- 50,000 gallons
Over 50,000
0 - 25,000 gallons
25,001 - 50,000 gallons
Over 50,000

oo

DOCKE 1 NO. W-02255A-07-0570, ET Al.

$ 250
3.50
4.75
6.00

$ 2.50
3.50
4.75
6.00

$ 2.50
3.50
4.75
6.00

$ 2.50
3.50
4.75
6.00

$ 2.50
3.50
4.75
6.00

-~

$ 3.60
4.10
5.75
7.00

$ 3.60
4.10
5.75
7.00

$ 4.10
5.75
7.00

$ 4.10
5.75
7.00

$ 4.10
5.75
7.00

DECISION NO. 70698
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3 Inch Meter
0 - 5,000 gallons
5,001 — 10,000 gallons
10,001 — 50,000 gallons
Over 50,000
0 — 25,000 gallons
25,001 — 50,000 galions
Over 50,000

4 Inch Meter
0 — 5,000 gallons
5,001 — 10,000 gallons
10,001 -- 50,000 gallons
Over 50,000
0 —25,000 gallons
25,001 - 50,000 gallons
Over 50,000

6 Inch Meter
0 — 5,000 gallons
5,001 — 10,000 gallons
10,001 — 50,000 gallons
Over 50,000
0 - 25,000 gallons
25,001 — 50,000 galions
Over 50,000

Standpipe/Bulk, per 1,000 gallons
All gallons

SERVICE LINE AND METER INSTALLATION CHARGES:

—

DOCKET . W-02255A-07-0570, ET AL.

$ 250
3.50
4.75
6.00

$ 2.50
3.50
4.75
6.00

$ 250
3.50
4.75
6.00

$ 10.00

(Refundable pursuant to A.A.C. R14-2-405)

Current

Charges

3" X % Meter $ 546.00

% Meter 600.00

1” Meter 72500

1% Meter 982.00

2 Meter 1,601.00

3” Meter 2,184.00

4> Meter 3,334.00

6" Meter 5,964.00
SERVICE CHARGES:

Establishment

. Reconnection (Delinquent)
After Hours Surcharge

Service Line

Charge
§ 445.00

445.00
495.00

- 550.00

$30.00
1,045.00
,490.00
2.210.00

*Present

Charges
$ 40.00

40.00
20.00

$ 410
5.75
7.00

$ 410
5.75
7.00

$ 410
5.75
7.00

$ 10.00

Proposed Charges

Meter

Charge
$ 105.00

175.00
235.00

445.00
965.00
1,580.00
2,510.00
4,865.00

Proposed

Charges
$ 48.00

48.00
24.00

~ Total
Charge
$ 550.00

620.00

730.00

995.00°
1,795.00
2,635.00
4,000.60
7,075.00

70698

DECISION NO.
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DOCKE1 NO. W-02255A-07-0570, ET AL.

Meter Test (If Correct) 30.00 36.00
Deposit 70.00 84.00
Deposit Interest * *
Reestablishment (Within 12 Months) ** **
NSF Check 25.00 30.00
Deferred Payment (Per Month) N/A N/A
Meter Reread (If Correct) 10.00 12.00
Late Fee (Per Month) i *hx
Road Permit Fee N/A COST
Present Proposed
FIRE SPRINKLERS: Charges Charges
4 inch or Smaller N/A AR
6 inch N/A it
8 inch N/A kA x
10 inch N/A ek
Larger than 10 inch N/A *Ekk
* Per Commission rule A.A.C. R-14-2-403(B).
¥ Number of months off system times the monthly minimum per Commission rule

A.A.C. R14-2-403(D).
ek 1.5 percent of the unpaid monthly balance.

b 100 percent of monthly minimum for a comparable sized meter connection, but no less
than $5 per month. the service charge for fire sprinklers is only applicable for service
lines separate and distinct from the primary water service line.

13.  Pursuant to the Staff Report, Applicant’s fair value rate base (“FVRB™) is determined
to be $573,986 which is the same as its original cost rate base. Staff found that the Company’s
FVRB was accurate and no adjustments were required.

14, Staff decreased Applicant’s TY operating expenses by $1,674 from $218,821 to
$217,147 primarily due to a $678 adjustment to repairs and maintenance expense for what Staff
classified as a non—fecurn'ng expense. This adjustment was offset by Sfaff’s increasé fo depreciation

expense of $1,724. Additionally, Staff reduced property tax expense by $2,281 based on Staff’s

recommended revenue.
15.  Applicant’s present water rates and charges produced adjusted operating revenue of

$229,919 and adjusted operating expenses of $217,147 which resulted in operating income of

$12,772 or a 2.2 percent rate of return on 'VRB which equates to a 5.55 percent operating margin.

16.  The water rates and charges recommended by Staff and stipulated to by the Company

would produce adjusted operating revenues of $275,009 and adjusted operating expenses of $213,665

7 DECISION NO. 70698
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resulting in net operating income of $61,344 or a 10.7 percent rate of refurn on FVRB which equates
to an operating margin of 22.31 percent.

17. Staff is recommending an increase in the operating revenue for the Company because
even though the Company operates as a not-for-profit corporation, the Company has not had a
revenue increase in 6 years and Staff’s recommended operating income level of $61,344 will enable
the Company to pay the debt on two long-term loans previously approved by the Commission along
with the additional long-term debt for which the Company is seeking approval in this proceeding.

18.  Staff is recommending an increase of $45,090 or a 19.61 percent revenue increase
over adjusted TY revenues of $229,919. (Tr. at P. 42)

19.  Staff’s recommended rates would increase the average monthly metered customer
water bill by $7.61 or 23.7 percent, from $32.12 to $39.73, and increase the median monthly metered
customer water bill by $4.57 or 17.0 percent, from $26.85 to $31.42.

20.  According to the Staff Report, the Applicant is in compliance with prior Commission
Orders and is in good standing with the Commission.

21.  The Company is in compliance with the requirements of the Arizona Department of
Environmental Quality and is providing water which meets the requirements of the Safe Drinking
Water Act.

22.  The Commission has previously approved the Company’s curtailment tariff and its
backflow prevention tariff.

23.  With its application for financing approval, the Company is secking the Commission’s
approval for a 5-year loan with Ford Motor Credit Corporation for a 2006 Ford Ranger pick-up truck
-purchased for $19;827.- The new pick-up truck-was purchased-in 2006 toreplace a 1990 Toyota pick- -
up truck which, according to the Company’s witness, néeded costly repairs.

24. Staff’s accounting witness, Mr. Charles Myhlhausen, indicated that he had been
advised By the Company that its representatives were not aware that financing approval was
necessary for incurring long-term debt for peﬁods of more than 12 months. Despite the late
application, Staff is recommending approval of the Company’s request for long-term financing for

the 2006 pick-up truck. Mr. Myhlhausen indicated that Staff normally allows for an operating margin

8 DECISION NO. 70698
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of 10 to 12 percent, but in this instance was required to give the Company sufficient revenue to meet
its .(;pé“fatinngpenses, debt service and to allow for future contingencies. Staff believes that its
recommended lgé;/enues of $275,009 will cover these requirements.

25.  In light of the Company’s request for financing, Staff reviewed the effect of the
requested financing on the Compaﬁy’s Times Interest Eamed Ratio (“TIER”)3 and its debt service
coverage (“DSC™).*
| 26. A TIER of less than 1.0 is not sustainable in the long term, but does not necessarily
mean that debt obligations cannot be met in the short term. A DSC greater than 1.0 means operating
cash flow is sufficient to cov’er débt obligations. |

27.  Based on its analysis, Staff found that Applicant would have a TIER of 3.13 and DSC
of 1.66 with the approval of the long-term financing for the Company’s 2006 Ford pick-up truck.
Staff belicves that its proposed rates will enable the Company to have adequate cash flow
(approximately $39,000) to proceed with planned capital improvements and to have cash for
contingencies.

28.  Besides recommending approval of its recommended rates and charges, Staff is also

recommending the Commission order the following:

s that applicant notify its customers of the water rates and charges approved hereinafter and
their effective date by a means of an insert in its next monthly billing and file a copy of
the notice sent to its customers with the Commission’s Docket Control;

that Applicant file, within 30 days of the effective date of this Decision, as a compliance
item in this docket, with the Commission’s Docket Control, a copy of the schedule of its
~ approved rates and charges;

that the Company adopt the depreciation rates delineated by—S:taff in Exhibit 6 of the
Engineering Report utilized in this proceeding on a going forward basis;

_that the Company be authorized to issue long-term debt not to exceed $19,827 at an

interest rate of not more than 10.5 percent for a term of Syears] -

that the Company engage in any transactions and execute any documents to effectuale the
authorization requested with the application;

*

that the Company file, within 30 days of the effective date of this Decision, wilh the

3 The times interest earned ratio is an indicator of a company’s ability to meet the interest payments on its debt The
times interest earned calculation is a corporation’s income before interest and income tax expenses, divided by interest
expense.

| The debt service coverage ratio calculates the amount of cash available to meet debt obligations. A debt service

coverage ratio of 1 is the minimum required to ensure sufficient cash flow to cover the debt. The ratio is determined by
dividing the total available cash flow by the amount of debt.

9 DECISIONNO. 70698
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Commission’s Docket Control, as a compliance item in this docket, copies of all notes and
the documents related to the transactions;

e that the Company obtain the Commission’s approval for any long-term debt prior to its
execution in the future;

e that the Company continue to reduce its water loss. Staff further recommends that the
Company monitor the gallons pumped and gallons sold to determine the actual water loss
on an annua! basis. The monitoring report should be docketed as a compliance item in
this case within 13 months of the effective date of this Decision with the Commission’s
Docket Control. If the reported water loss for the period is greater than 10 percent, the
Company shall prepare a report containing a detailed analysis and plans to reduce water
loss to 10 percent or less. If the Company believes it is not cost effective to reduce its
water loss to less than 10 percent, it should submit a detailed cost benefit analysis to
support its opinion. In no case shall the Company allow water loss to be greater than
15 percent. The water loss reduction report or the detailed analysis, whichever is
submitted, shall be docketed as a compliance item within 13 months of the effective date
of this Decision; and

« that Applicant, in addition to the collection of its regular rates and charges, collect from its
customers their proportionate share of any privilege, sales, or use tax as provided for in
A.A.C. R14-2-409(D).

29.  Because an allowance for the property tax expense of Applicant is included in the
Company’s rates and will be collected from its customers, the Commission seeks assurances from the
Company that any taxes collected from ratepayers have been remitied to the appropriate taxing
authority. It has come to the Commission’s attention that a number of water companies have been
unwilling or unable to fulfill their obligation to pay the taxes that were collected from ratepayers,

some for a many as 20 years. It is reasonable, therefore, that as a preventive measure the Company

1 shall annually file, as part of its Annual Report, an affidavit with the Utilities Division attesting that

the Company is current in paying its property taxes in Arizona.

30. Based upon our review of the record, we find that Staff’s proposed rates are

reasonable and together with its additional recommendations should be adopted.

_ CONCLUSIONS OF LAW

1. Applicant is a public service corporation within the meaning of Article XV of the

Arizona Constitution and A.R.S. §§ 40-250, 40-251, 40-301 and 40-302.

2. The Commission has jurisdiction over Applicant and of the subject matter of the
applications.
3. Notice of the applications was provided in the manner prescribed by law.

4. Based on the record, the rates and charges proposed by Staff and authorized

10 DECISION NO. 70698
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hereinafter are just and reasonable.

5. Staff’s recommendations as set forth in Findings of Fact No. 28, are reasonable and
should be adopted.

6. The proposed long-term financing is for lawful purposes, within Applicant’s corporate
powers, is compatible with the public interest, with sound financial practice and a proper
performance by Applicant of service as a public service corporation, and will not impair Applicant’s
ability to perform that service.

7. The ﬁnancmg apphcatlon approved hereinafter is for the purposes stated in the
application and is reasonably necessary for those purposes and such purposes are not, wholly or in

part, reasonably chargeable to operating expenses or to income.

ORDER
IT IS THEREFORE ORDERED that the application of Yamell Water Improvement
Association, Inc. is hereby directed to file on or before January 30, 2009, a revised rate schedule

setting forth the following rates and charges:

MONTHLY USAGE CHARGES:
315" x %" Meter $ 23.00
4" Meter 35.00
17 Meter 42.060
1% Meter 84.00
2”7 Meter 140.00
3” Meter 368.00
4” Meter 575.00
6 Meter - T T T TL150.00 T e
GALLONAGE CHARGES:
_(Per 1,000 Gallons) o
e x ¥ Inch Meter . ) - )
0 — 3,000 gallons $ 3.60
3,001 - 7,000 gallons 4.10
7,601 — 50,000 gallons 5.75
Over 50,000 7.00
% Inch Meter
0 — 3,000 gallons $ 3.60
3,001 - 7,000 gallons 4.10
7,001 — 50,000 gallons 5.75
Over 50,000 7.00

I DECISION NO. 70698
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t Inch Meter
0 — 25,000 gallons $ 4.10
25,001 — 50,000 gallons 5.75
Over 50,000 7.00
1% Inch Meter
0 — 25,000 gallons 3 4.10
25,001 — 50,000 gallons 5.75
Over 50,000 7.00
2 Inch Meter
0 — 25,000 gallons $ 410
25,001 - 50,000 gallons 5.75
Over 50,000 7.00
3 Inch Meter
0 — 25,000 gallons $ 4.10
25,001 — 50,000 gallons 5.75
Over 50,000 7.00
4 Inch Meter
0 — 25,000 gallons $ 4.10
25,001 — 50,000 galilons 5.75
Over 50,000 7.00
6 Inch Meter
0 ~ 25,000 gallons $ 4.10
25,001 - 50,000 gallons 5.75
Over 50,000 7.00
Standpipe/Bulk, per 1,000 gallons
All gallons $ 10.00

SERVICE LINE AND METER INSTALLATION CHARGES:

12

(Refundable pursuant to A.A.C. R14-2-405)
Service Line Meter
Charge Charge
S x Mo Meter. . $44500  § 10500
¥ Meter 445.00 175.00
1” Meter 495.00 235.00
1'%” Meter 550.00 445.00
2” Meter 830.00 965.00
3” Meter 1,045.00 1,580.00
4> Meter 1,490.00 2,510.00
6” Meter 2,210.00 4.865.00
SERVICE CHARGES:
- Establishment $ 48.00
Reconnection (Delinquent) 48.00

P

DOCKET . W-02255A-07-0570, ET AL.

Total

Charge
~$ 55000

©620.00

730.00

995.00
1,795.00
2,635.00
4,000.00
7,075.00

DECISION NO.
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After Hours Surcharge $ 24.00
Meter Test (If Correct) 36.00
Deposit 84.00
Deposit Interest *
Reestablishment (Within 12 Months) **
NSF Check 30.00
Meter Reread (I Correct) 12.00
Late Fee (Per Month) *ok
Road Permit Fee Cost
FIRE SPRINKLERS:

4 inch or Smaller HEkx
6 iﬂCh EEE X
8 inch *HEX
10 inCh E I e e .- Fok k%
Larger than 10 inch *EkE

* Per Commission rule A.A.C. R-14-2-403(B).

** Number of months off system times the monthly minimum per Commission rule

A.A.C.R14-2-403(D).
ki 1.5 percent of the unpaid monthly balance.

Rt 100 percent of monthly minimum for a comparable sized meter connection, but no less
than $5 per month. The service charge for fire sprinklers is only applicable for service
lines separate and distinct from the primary water service line.

IT IS FURTHER ORDERED that Yamell Water Improvement Association, Inc. shall notify
its customers of the water rates and charges approved hereinafter and their effective date by means of
an insert in its next monthly billing and file a copy of the notice when sent to its customers with the
Compliance Section of the Utilities Division.

IT IS FURTHER ORDERED that the above water rates and charges shall be effective for all
IT IS FURTHER ORDERED that Yamell Water Improvement Association, Inc. is hereby

directed to comply with Staff’s recommendations as set for the in Findings of Fact No. 28..

IT IS FURTHER ORDERED that Yarnell Water Improvement Association, Inc. 1s hereby
authorized to issue long-term debt in an amount not to exceed $19,827 for a term of 5 years at no
greater rate of interest than 10.5 percent per annum.

IT IS FURTHER ORDERED that Yarnell Water Improvement Association, Inc. is hereby
authorized to engage in any transactions and to execute any documents necessary to effectuate the

authorization granted hereinabove and file, within 30 days of the effective date of this Decision, with

13 DECISIONNO. 70698
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the Commission’s Docket Control, as a compliance item in this docket, copies of all executed loan
documents certifying that the transactions have been completed.
IT IS FURTHER ORDERED that such authority shall be expressly contingent upon Yarnell
Water Improvement Association, Inc. using the proceeds for the purposes set forth in the application.
IT IS FURTHER ORDERED that approval of the financing set forth hereinabove does not
constitute nor imply approval or disapproval by the Commission of any particular expenditure of the

proceeds derived thereby for purposes of establishing just and reasonable rates.

14 DECISION NO. 70698
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IT IS FURTHER ORDERED that Yamell Water Improvement Association, Inc., in addition
to the collection of its regular rates and charges, shall collect from its customers their proportionate
share of any privilege, sale, or use tax as provided for in A.A.C. R14-2-409(D).

IT IS FURTHER ORDERED that Yarnell Water Improvement Association, Inc. shail
annually file, as part of its Annual Report, an affidavit with the Utilities Division attesting that the
Company is current in paying its property taxes in Anzona.

IT IS FURTHER ORDERED that this Decision shall become effective immediately.

BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

COMMISSIONER

(= ok N e

COMMISSIONER / COMMISSWK’

IN WITNESS WHEREOF, I, BRIAN C. McNEIL, Executi
Director of the Arizona Corporation Commission, have

COMMIBSIO

N

L

hereunto set my hand and caused the official seal of the
Commission to be affixed at the Capitol, in the City of Phoenix,
this o7 /# day of ,f/fgz

, 2009.

DISSENT

DISSENT
MES:db
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P.O.Box 727
Yarnell, Arizona 85362-0727

Janice Alward, Chief Counsel

Legal Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

Emest Johnson, Director

Utilities Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

SERVICE LIST FOR: YARNELYL WATER IMPROVEMENT ASSOCIATION, INC.
DOCKET NO.: W-02255A-07-0570 AND W-02255A-08-0355
Tammy Zudell

YARNELL WATER IMPROVEMENT ASSOCIATION, INC.
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YARNELL WATER IMPROVEMENT ASSOCIATION

EXHIBIT 2

BREAKDOWN OF ESTIMATED COSTS



Project Budget - Funding from all sources has been budgeted for the estimated expenditures as

follows:

Project Costs:

Construction $ 280,000.00
Engineering Fees — 71 ;OO0.00
En-gi:']een'ng Inspections 29',820.00
’Tiquipment 440,000.00
Eonﬁ Cﬁun.sel 65,000.00
[Refinance Loans 289,862.00

[Administration T 23318.00
Projecf Contingency 71,000.00
Davis Bacon 30,000.00
Totals "$1,300,000.00







YARNELL WATER IMPROVEMENT ASSOCIATION

EXHIBIT 3

USDA-RD LETTER OF CONDITIONS



USDA ﬂ_ 230 N. First Ave., Ste 206
|

- \l = United States Phoenix, AZ 85003-1706
= | Rural Department of (602) 280-8745

P Agriculture (602) 280-8705 TDY
Committed to the future of rural communities. Rural Development (602) 280-8881 FAX

April 17, 2009

Bernie Dickson

Yarnell Water Improvement Association
P.O. Box 727

Yarnell, AZ 85362

RE: Letter of Conditions, Water System Improvements

Dear Mr. Dickson:

This letter establishes conditions which you must understand and agree to before
further consideration may be given to your application. The State and Area staff of
USDA, Rural Development will administer the loan and grant on behalf of the Rural
Utilities Service (RUS). You must report any changes in project cost, source of funds,
scope of services, or any other significant changes in the project to USDA, Rural
Development for review and approval. A written amendment to this letter will be
prepared for any changes approved. Any changes not approved by Rural Development
shall be cause for discontinuing processing of the application.

Your documents concerning the creation and legal existence of your entity are
administratively acceptable; however, the documents will be reviewed further by our
Office of the General Counsel at the time your file is forwarded for closing instructions.

Any changes required by our Office of the General Counsel will be included in the
closing instructions.

This letter is not to be considered as loan approval or as representation to the
availability of funds.

You may be required to refinance (graduatz) the unpaid balance of its RUS loan, in
whole or in part, upon the request of RUS if at any time it shall be determined the
authority is able to obtain a loan for such purposes from responsible cooperative or

private sources at reasonable rates and terms for loans for similar purposes and periods
of time.

“USDA is an equal opportunity provider, employer and lender.”
To file a complaint of discrimination write USDA, Director, Office of Civil Rights,
1400 Independence Avenue, SW., Washington, DC 20250-9410
or call (800)795-3272 (voice) or (202) 720-6382 (TDD)



All parties may access our web-site located at www.usda.gov/rus/water/ for the
following;

a. RUS Instruction 1780, Water & Waste Loan/Grant Program

b. Bulletin 1780-26, Guidance for the Use of EJCDC Funding Agency Edition
Documents on Water and Waste Projects with R U S Financial Assistance

¢. RUS Bulletin 1780-30, Water Programs Audit Guide and Compliance
Statement '

d. RUS Bulletin 1780-31, Water Programs Compliance Supplement for OMB
Circular A-133 Audits

The conditions referred to above are as follows:

L. Project Budget - Funding from all sources has been budgeted for the estimated
expenditures as follows:

Project Costs:

Construction $_280.000.00
Engineering Fees 71,000.00
Engineering Inspections 29,820.00
Equipment 440.000.00
Bond Counsel 65,000.00
Refinance Loans 289.862.00
Administration 23.,318.00
Project Contingency 71,000.00
Davis Bacon 30.000.00
TOTALS $1,300,000.00

2. Project Funds - The project funding is planned in the form of a loan and grant
from the following sources and amounts:

RUS Loan 767,000.00
RUS Grant 533,000.00
Total Project Funding (All Sources): $1,300,000.00

Any changes in funding sources following obligation of Agency funds must be
reported to the processing official. You must assure that all project funds are
expended only for the eligible items included in the project budget of this letter of
conditions or as amended by the Agency in writing at a later date.

After providing for all authorized costs, any remaining RUS project funds will be
considered to be RUS grant funds and refunded to RUS. If the amount of unused

RUS project funds exceeds the RUS grant, that part would be RUS loan funds and
applied as an extra payment.



Disbursement of Funds — The RUS funds or interim financing will be
advanced as they are needed in the amount(s) necessary to cover the RUS
proportionate share of any disbursements required of your entity, over 30 day
periods. Funds will be disbursed by electronic transfer of funds. Interim
financing will be used for the RUS loan if it is available at reasonable rates and
terms. You must provide RUS with a copy of the tentative agreement reached in
connection with interim financing for review and approval.

You must establish a separate account, to be known and hereafter referred to as
the Construction Account, with a participating 31 CFR Part 202 collateral
depository, federal agency, or Federal Reserve Bank acting as a fiscal agent in the
United States. All project funds will be deposited into this account. The account
shall be used solely for the purpose of paying authorized costs of the project as
outlined in the project budget. Financial institutions or depositaries accepting
deposits of public funds and providing other financial agency services to the
Federal Government are required to pledge adequate, acceptable securities as
collateral. General requirements for designating depositaries and regulations
governing the pledging of collateral are identified in 31 CFR Part 202
(“Depositaries and Financial Agents of the Federal Government”). Treasury’s
current acceptability and valuation requirements are identified in 31 CFR Part
380 (“Collateral Acceptability and Valuation”) and specific eligibility and
valuation guidance is provided in Treasury’s procedural instructions and on
Treasury’s Bureau of the Public Debt website at www.publicdebt.treas.gov. All
funds in the account will be secured by a collateral pledge equaling at least 100%

of the highest amount of funds expected to be deposited in the Construction
Account at any one time.

Security - (Promissory Notes - Non-Profit Association) The loan must be
secured by a Deed of Trust or Mortgage having 1st lien priority, a financing
statement on all personal property now owned or hereafter acquired, a pledge of
all gross revenues of the system, and other agreements between you and the
Agency as set forth in the RUS Bulletin 1780-28 “Loan Resolution Security
Agreement.” Prior to the adoption of the RUS Bulletin 1780-28 “Loan Resolution
Security Agreement,” the members of the Association, at a properly called
meeting, must review and adopt Form RD 1942-8, “Resolution of Members or
Stockholders.” Your attorney must provide RD with a description of the facility
which should be included in the Deed of Trust.

Loan Repayment - (Monthly Installments) The loan will be scheduled for
repayment over a period of _4@._ years. The payments due the first _2  year(s)
will consist of interest only. Payments for the remaining _ 38 years will be
equal amortized monthly installments. For planning purposes use a 3.750%
interest rate and a monthly amortization factor of _4.12 , which provides for a

monthly payment of $3,161.00.



The interest rate will be the lower of the rate in effect at the time of loan approval
or the time of loan closing, whichever is less, unless you choose otherwise.

Should the interest rate be reduced, the payment will be recalculated to the lower
amount. The payment due date will be established as the day that the loan closes.

You will be required to complete SF-5510, “Authorization Agreement for
Preauthorized Payments” for all new and existing indebtedness to the Agency. It

will allow for your payment to be electronically debited from your account on the
day your payment is due.

Reserves — Reserves must be properly budgeted to maintain the financial
viability of any operation. Reserves are important to fund unanticipated
emergency maintenance and repairs, and assist with debt service should the need
arise. Reserves can also be established and maintained for the antici pated and
expected expenses including but not limited to operation and maintenance,
customer deposits, and asset management for short-lived assets.

As a part of this Agency loan proposal you must establish and fund monthly a
debt service reserve fund equal to 10% of the monthly payment each month over
the life of the loan until you accumulate one annual installment. This reserve is
required to establish an emergency fund for emergency maintenance and repairs
and debt repayment should the need arise. Ten percent of the proposed loan
installment would equal § 316.00 per month.

Users — This letter of conditions is based upon you providing evidence or a
certification that there will be at least 528 users on the [existing and
proposed] system when construction has been com pleted.

Income Available — You must maintain a rate schedule that provides adequate

income to meet the minimum requirements for operation and maintenance, debt
service, and reserves.

Operation and Maintenance Expenses — O&M expenses must be properly

budgeted to ensure the financial viability of any operation. For planning
purposes, we have projected O&M expenses based on the information provided in
the preliminary engineering report which should be representative of a typical
year. This information is utilized to determine loan repayment and should be
reflected in your proposed operating budget. It is expected that O&M will change
over each successive year and user rates will need to be adjusted appropriately.



10.

11.

Proposed Operating Budget and User Rate Analysis - You will be
required to submit a copy of your proposed annual operating budget and rate
analysis to the Agency which supports the proposed loan repaymernt prior to the
Agency giving you written authorization to proceed with the bidding phase. The
operating budget should be based on a typical year cash flow after completion of
the construction phase. The rate analysis will be required to show the number of
users, their average consumption based on a twelve month consecutive average,
and rate structure to support the necessary revenue to make the operating budget

cash flow. Form RD 442-7 - “Operating Budget” attached may be utilized for this
purpose.

Insurance and Bonding Requirements - Prior to loan closing or start of
construction, whichever occurs first, you must acquire the types of insurance and

bond coverage shown below. The use of deductibles may be allowed providing
you have the financial resources to cover potential claims requiring payment of
the deductible. The Agency strongly recommends that you have your engineer,
attorney, and insurance provider(s) review proposed types and amounts of
coverage, including any exclusions and deductible provisions. It is your
responsibility and not that of the Agency to assure that adequate insurance and
fidelity or employee dishonesty bond coverage is maintained.

a. General Liability Insurance - [nclude vehicular coverage.

b. Workers’ Compensation - In accordance with appropriate State laws.

c. Position Fidelity Bond(s) - All positions occupied by persons entrusted with
the receipt and/or disbursement of funds must be-bonded. You should have
each position bonded in an amount equal to the maximum amount of funds to
be under the control of that position at any one time. The minimum coverage
acceptable to the Agency will be for each position to be bonded for an amount
at least equal to one annual installment on your loan(s). The coverage may be
increased during construction of this project based on the anticipated
monthly advances. The amount of coverage should be discussed and
approved by the Agency.

d. National Flood Insurance - If the project involves acquisition or construction
in designated special flood or mudslide prone areas, you must purchase a
flood insurance policy at the time of loan closing.

e. Real Property [nsurance — Fire and extended coverage will normally be
maintained on all structures except reservoirs, pipelines and other structures
if such structures are not normally insured and subsurface lift stations except
for the value of electrical and pumping equipment. Prior to the acceptance of
the facility from the contractor(s), you must obtain real property insurance
(fire and extended coverage) on all facilities identified above.
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Accounting Services - You may be required to obtain the services of an
independent licensed Certified Public Accountant (CPA). When permitted by
State statutes or with the approval of the Agency, a state or Federal auditor may

perform the audit in lieu of a CPA. A CPA will be considered independent if the
CPA:

a. Meets the standards for independence contained in the American Institute of
Certified Public Accountants (ATCPA) Code of Professional Conduct in effect
at the time the CPA’s independence is under review-

b. Does not have any direct financial interest or any material indirect financial
interest in the borrower during the period covered by the audit; and

c. Isnot, during the period of the audit, connected with the borrower as a
promoter, underwriter, trustee, director, officer or employee.

Audit Agreement: You must enter into a written audit agreement with the auditor
and submit a copy to the Agency prior to advertisement of bids. The audit
agreement may include terms and conditions that the borrower and auditor deem
appropriate; however, the agreement should include the following:

a. A statement that the auditor will perform and document the audit work in
accordance with Generally Accepted Government Auditing Standards,
(GAGAS), as outlined in the attached booklet, “Government Auditing
Standards (Revised 1994)”, and the professional standards of the AICPA;

b. A statement that the auditor will submit the completed audit and
accompanying letters to your governing body 30 days prior to the date the
audit is due to the Agency;

c. A statement that the auditor will make all audit-related documents, including
work papers, available to the Agency or its representatives, upon request; and

d. A statement that the auditor will immediately report, in writing, all
irregularities and illegal acts to your governing body and the Agency.

Prior to the advertisement for bids, your accountant must certify to you and the
Agency that the accounts and records as required by your bond fresolution]
[ordinance] have been established and are operational.

Quality Review Requirement: As required by GAGAS, the auditor must belong to
and participate in an external quality review program and provide you with a
copy of the most recent quality review report. These reviews are performed every
3 years by an independent organization to determine if the auditor is following
established audit procedures and applicable auditing standards.

Audit Requirements: The following management data will be required from you
on an annual basis and be submitted to the Agency as specitied below:




a. A borrower that expends $500,000 or more in federal financial assistance per
fiscal year shall submit an audit performed in accordance with the
requirements of OMB Circular A-133. As described above, the total federal
funds expended from all sources shall be used to determine federal financial
assistance expended. Projects financed with interim financing are considered
federal expenditures. OMB Circular A-133 audits shall be submitted no later
than 9 months after the end of the fiscal year. In addition to submitting two
(2) copies of the audit report to the Agency, the borrower is also required to
submit copies of OMB Circular A-133 audits, accompanying audit letters (the
“reporting package”), and the Data Collection Form to the Federal
clearinghouse designated by OMB to retain as an archival copy. The Federal
clearinghouse address is: Federal Audit Clearinghouse, Bureau of the Census,
1201 E. 10th Street, Jeffersonville, Indiana 47132. RUS Bulletin 1780-31,
"Water Programs Compliance Supplement for OMB Circular A-133 Audits”
outlines the requirements of OMB Circular A-133 audits.

b. A borrower that expends less than $500,000 in Federal financial assistance
per fiscal year and an outstanding Agency loan balance of $1,000,000 or more,
shall submit an audit performed in accordance with Water and Waste audit
requirements (i.e., a GAGAS audit). These audits shall be submitted to the
Agency no later than 150 days after the end of the fiscal year. Two (2) copies of
the audit report are required by RD. An audit performed in accordance with
Water and Waste audit requirements should not be submitted to the Federal
clearinghouse. RUS Bulletin 1780-30, "Water Programs Audit Guide and

Compliance Supplement” outlines the requirements for Water Programs
Audits.

¢. A borrower that expends less than $500,000 in Federal financial assistance
per fiscal year and has an outstanding Agency loan balance of less than
$1,000,000 may submit a management report in lieu of an audit report unless
notified by the Agency otherwise. Management reports shall be submitted to
the Agency no later than 60 days after the end of the fiscal year. A year-end
management report shall consist of : Form RD 442-3, “Balance Sheet”, and
Form RD 442-2, “Statement of Budget, Income and Equity”, or forms that
provide the information in a similar format. Form RD 442-2 should have
Schedule 1, all Columns completed on page 1, and page 2. Schedule 2 is not
required for year end reports. An annual audit report or similar financial
statements may be submitted in lieu of Forms RD 442-2 and 442-3. The
financial report must be submitted no later than 150 days after the end of the
borrower’s fiscal year.

Cornpensation for preparation of the A-133 audit or your annual audit is not
included in project funds and should be paid from the operational revenues
generated from your system operation.



13.

14.

Annual Budget and Projected Cash Flow: Thirty days prior to the beginning of
each fiscal year, you will be required to submit an annual budget and projected
cash flow to this office. You should submit two copies of Form RD 442-2,
Statement of Budget, Income and Equity, Schedule 1, page 1; and Schedule 2,
Projected Cash Flow. The only data required at this time on Schedule 1, page 1, is
Columns 2 & 3. All of Schedule 1, page 2 and Schedule 2, Projected Cash Flow
will be required. You may submit annual budgets on other financial statements
for cash flow projections rather than Form RD 442-2. With the submission of the
annual budget, you will be required to provide a current rate schedule, a current
listing of the Board or Counsel members and terms.

Quarterly Reports — Borrowers receiving their first loan from RD, will be
required to submit two copies of Form RD 442-2, Schedule 1, page 1, columns 2-
6, as appropriate, and page 2. You may submit historical quarterly finaneial
statements on a format other than Form RD 442-2. This information should be
received in the servicing office thirty days after the end of each of the first three
quarters of the fiscal year.

Legal Services — The Agency has been reviewed the “Legal Services
Agreement.” The agreement as submitted has been accepted and approved by
separate letter. Project funding included for this purpose is outlined in the
paragraph on “Project Funding.”

Property Rights - Acquisitions of necessary land and rights must be
accomplished in accordance with the Uniform Relocation and Real Property
Acquisition Act.

Prior to advertisement for construction bids, you must furnish satisfactory
evidence that you have or can obtain adequate continuous and valid control over
the lands and rights needed for the project. Such evidence of control over the
lands and rights must be in the following form:

a. A right-of-way map showing clearly the location of all lands and rights
needed for the project. The map must designate public and private lands and
rights and the appropriate legal ownership thereof.

b. Preliminary Title Work — (Title Insurance) Copies of deeds, contracts, leases,
or options for any real estate needed along with a title insurance binder.

For existing facilities, this will include previously acquired rights. The binder
will be in the amount of the proposed loan and name the United States of
America, acting through the United States Department of Agriculture, as the
proposed insured.



A certification and legal opinion relative to title to rights-of-way and easements.
Form RD 442-22, “Opinion of Counsel Relative to Rights-of-Way,” may be used.
This form may contain a few exceptions such as properties that must be
condemned; however, prior to the start of construction or loan closing, whichever

occurs first, a new Form RD 442-22, must be provided which contains no
exceptions.

A narrative opinion from your attorney concerning all permits, certificates, licenses and

other items necessary to show that all legal requirements can be met and stating how
they will be met.

15.

16.

17.

c. Final Title Work - Immediately after closing, a Title Insurance Policy
showing no exceptions must be provided.

A certification and legal opinion relative to title to rights-of-way and easements.
Form RD 442-22, “Opinion of Counsel Relative to Rights-of-Way,” may be used.
This form must be provided showing no exceptions.

Engineering Services — The Agency must approve any agreements or
modifications to agreements for professional design services. The agreement for
engineering services should consist of the EJCDC documents as indicated in RUS
Bulletin 1780-26, “Guidance for the Use of EJCDC Standard Documents on
Water and Waste Projects with RUS Financial Assistance” or other approved
form of agreement.

Resident Inspection ~ Full-time inspection is required unless waived or
modified by RD in writing prior to advertisement for bids. This service is to be
provided by the consulting engineer or other arrangements as approved by the
Agency. Prior to the pre-construction conference, a resume of qualifications of the
resident inspector(s) will be submitted to the owner and Agency for review and
approval. The owner will provide a letter of acceptance for all proposed inspectors

to the engineer and Agency. The resident inspector(s) must attend the pre-
construction conference.

Environmental Requirements —

a. In the event that an item of archaeological significance is encountered during

the project, the Applicant is to comply with the National Historic Preservation
Act of 1966.

b. Project Modifications — The project as proposed has been evaluated to be
consistent with all applicable environmental requirements. If the project or
any project element deviates from or is modified from the original approved
project, additional environmental review may be required.




18.

19.

Vulnerability Assessments (VA) and Emergency Response Plans

(ERP) -

Congress enacted the Public Health Security and Bioterrorism Preparedness
Response Act of 2002, Public Law 107-188 (Bioterrorism Act). The Bioterrorism
Act amended the Safe Drinking Water (SDWA) to require all medium and large
sized community water systems (serving populations greater than 3,300) to
assess vulnerability to terrorist attack and develop emergency plans for response
to such an attack. Medium and large community water systems are being
monitored by the U.S. EPA for completion of VA’s and ERP’s.

The Agency requires all financed water and wastewater systems to have a
vulnerability assessment (VA) and an emergency response plan (ERP) in place.
New water or wastewater systems must provide a certification that an ERP is
complete prior to the start of operations. A certification that a VA is complete
must be submitted within one year of the start of operations. All other borrowers

must provide a certification that a VA and ERP are completed prior to bid
authorization.

You will also be required to provide a certification that the VA and ERP is
complete and is current every three years after the start of operations. The
Agency does not need or want a copy of the VA or ERP. The requested
certification will be sufficient to meet our needs. Technical assistance providers
are available to provide on site assistance if desired.

Contract Documents, Final Plans and Specifications -

a. The contract documents should consist of the EJCDC Construction Contract

Documents as indicated in RUS Bulletin 1780-26 or other approved form of
agreement.

b. The contract documents, final plans, and specifications must comply with
RUS Instruction 1780, Subpart C — Planning, Designing, Bidding,
Contracting, Construction and Inspections and be submitted to the Agency for
approval prior to advertisement for bids.

¢. The Agency requires a pre-construction conference, pre-final, final, and
warranty inspection.

d. The Agency requires prior agency concurrence of all Change Orders, Invoices,
and Payment Estimates.

e. The Agency will monitor construction through routine inspections and review
of monthly payment estimates, change orders, and inspector’s daily record to
protect the interest of the agency.



20. American Recovery and Reinvestment Act of 2009 ("Recovery Act").
Recovery Act requirements apply to this financing. In addition to the other
conditions contained in this Letter of Conditions, you must understand and agree
to these following conditions specific to the Recovery Act:

(1).  Certifications. With respect to Recovery Act funds made available
to State or local governments for infrastructure investments, Section 1511 of the
Recovery Act requires the Governor, mayor or other chief executive, as appropriate, to
certify that the infrastructure investment has been properly approved as required by law
and that the chief executive accepts responsibility that the infrastructure investment is
an appropriate use of taxpayer dollars. RD Water and Waste personnel will provide
specific guidance on the information required in the certification.

(2).  Reports on Use of Funds. Section 1512 of the Recovery Act requires
each recipient receiving Recovery Act funding to provide specific information to the
government on a periodic basis for inclusion in various internal and publicly-available
reports. RD Water and Waste Program personnel will provide specific guidance on the
type and frequency of information required to assist Recovery Act recipients in
complying with this condition.

(3). Buy American. Section 1605 of the Recovery Act requires that all
projects financed with Recovery Act funds be bid and constructed using only iron, steel
and manufactured goods produced in the United States in accordance with Section 1605
of the Recovery Act. Specific guidance, including contract provisions to be included in
any construction contracts, is being formulated and drafted as of the date of this Letter

of Conditions. RD Water and Waste Program personnel will provide specific guidance
related to this condition as soon as it is available.

(4). Wage Rate Requirements. Section 1606 of the Recovery Act
requires that all laborers and mechanics employed by contractors and subcontractors
for the project will be paid wages at rates not less than those prevailing on projects of a
character similar in the locality where this project will occur. Specific guidance,
including contract provisions to be included in any construction or otherwise related
contracts, is being formulated and drafted as of the date of this Letter of Conditions. RD

Water and Waste Program personnel will provide specific guidance related to this
condition as soon as it is available.

Compliance with the conditions in this section is required for financing
under the Recovery Act. However, these conditions are not substitutes for, or in lien
of, the remaining conditions contained in this Letter of Conditions. Each of the

conditions in this Letter of Conditions must also be understood and complied with to
receive financing for your project.



21.

22.

23.

Applicable State Statutes and Requirements — All applicable State statutes
and requirements must be met.

Processing Forms - At a properly called meeting, you must adopt and properly
execute the following forms, and minutes showing the adoption must be
provided:

Form RD 400-1 - “Equal Opportunity Agreement”

Form RD 400-4 - “Assurance Agreement”

Form AD 1047 - “Certification Regarding Debarment, Suspension and other
Responsibility Matters”

Form AD 1049 - “Certification Regarding Drug-Free Workplace Requirements”
Form RD 1910-11 - “Applicant Certification, Federal Collection Policies”

RD Instruction 1940-Q, Exhibit A-1, “Certification for Contracts, Grants and
Loans™

Standard Form LLL - “Disclosure of Lobbying Activities” (If Applicable)
RUS Bulletin 1780-28 - “Loan Resolution Security Agreement”

Form RD 1942-8 - “Resolution of Members or Stockholders”

Form RD 1940-1 - “Request for Obligation of Funds”

Form RD 1942-46, “Letter of Intent to Meet Conditions”

The loan will be considered approved on the date a signed copy of Form RD
1940-1, “Request for Obligation of Funds,” is mailed to you.

Attached is a copy of RUS Bulletin 1780-12, “Water and Waste System Grant
Agreement,” for your review. You will be required to execute a completed form at
the time of grant closing.

Civil Rights & Equal Opportunity - You should be aware of and will be
required to comply with other federal statute requirements including but not
limited to:

Section 504 of the Rehabilitation Act of 1973 — Under section 504 of the
Rehabilitation Act of 1973, as amended (29 U.S.C. 794), no handicapped

individual in the United States shall, solely by reason of their handicap, be -
excluded from participation in, be denied the benefits of, or be subjected to
discrimination under any program or activity receiving Agency financial
assistance.

Civil Rights Act of 1964 — All borrowers are subject to, and facilities must be
operated in accordance with, title VI of the Civil Rights Act of 1964 (42 U.S.C.
2000d et seq.) and subpart E of part 1901 of this title, particularly as it relates to
conducting and reporting of compliance reviews. Instruments of conveyance for
loans and/or grants subject to the Act must contain the covenant required by
paragraph 1901.202(e) of this title. '




24.

25,

26.

The Americans with Disabilities Act (ADA) of 1990 - This Act (42 U.S.C. 12101 et
seq.) prohibits discrimination on the basis of disability in employment, State and
local government services, public transportation, public accommodations,
facilities, and telecommunications. Title II of the Act applies to facilities operated
by State and local public entities which provides services, programs and
activities. Title I of the Act applies to facilities owned, leased, or operated by
private entities which accommodate the public.

Age Discrimination Act of 1975 — This Act (42 U.S.C. 6101 et seq.) provides that
no person in the United States shall on the basis of age, be excluded from
participation in, be denied the benefits of, or be subjected to discrimination
under any program or activity receiving federal financial assistance.

Agency financial programs must be extended without regard to race, color,
religion, sex, national origin, marital status, age, or physical or mental handicap.

Bid Authaorization - Once all the conditions outlined in this letter have been
met, the Agency may authorize you to advertise the project for construction bids.
Such advertisement must be in accordance with appropriate State statutes. No
Notice of Award will be issued until the Agency concurs with the engineer’s
recommendations. Immediately after bid opening you must provide the Agency
with (a) bid tabulation, and (b) your engineer’s evaluation of bids and
recommendations for contract awards. If the Agency agrees that the construction
bids received are acceptable, adequate funds are available to cover the total
project costs, and all the administrative conditions of loan approval have been
satisfied, loan closing instructions will be issued to you setting forth any further
requirements that must be met before the loan ean be closed, then a Notice of
Award may be issued. Obligated [loan and grant] funds not needed to complete
the proposed project will be de-bligated prior to construction. Any reductions
will be applied to grant funds first.

When all parties agree that the closing requirements can be met, a mutually
acceptable date for the loan closing will be scheduled.

Cost Overruns ~ Cost overruns must be due to high bids or unexpected
construction problems that cannot be reduced by negotiations, redesign, use of
bid alternatives, rebidding or other means prior to consideration by the Agency
for subsequent funding. Such requests will be contingent on the avatlability of
funds. Cost overruns exceeding 20% of the development cost at time of loan or
grant approval or where the scope of the original purpose has changed will
compete for funds with all other applications on hand as of that date.

Use of Remaining Funds - Applicant contributions and connection or tap fees
will be the first funds expended in the project. Remaining funds may be

considered in direct proportion to the amounts obtained from each source and
handled as follows:



* Remaining funds may be used for eligible [loan and grant] purposes, provided
the use will not result in major changes to the original scope of work and the
purpose of the [loan and grant] remains the same.

* Agency loan funds that are not needed will be applied as an extra payment on
the Agency indebtedness unless other disposition is required by the bond
ordinance, resolution, or State statue.

* Grant funds not expended for authorized purposes will be cancelled within 90
days of project completion. Prior to actual cancellation, you and your
attorney and engineer will be notified of the Agency’s intent to cancel the
remaining funds and given appropriate appeal rights.

If the conditions set forth in this letter are not met within _6 _ months from the date of
this letter, the Agency reserves the right to discontinue processing of the application. In
the event the project has not advanced to the point of loan closing within _6 months
and it is determined the applicant still wishes to proceed, it may be necessary to review
the conditions outlined in this letter. If during that review, it is determined the
conditions outlined are no longer adequate, the Agency reserves the right to require that
the letter of conditions be revised or replaced.

We believe the information in this letter clearly sets forth the conditions which must be
complied with; however, this letter does not relieve you from meeting the requirements

of RUS Instruction 1780. If you have any questions, please do not hesitate to contact
me.

Sincerely yours,

MLML Qﬂw@d

LEONARD GRADILLAS
Community Program Director

Attachments
cc: Shiela Schmidt, Gust Rosenfeld, 201 E. Washihgton, Suite 900, Phoenix, AZ 85004

Mike Brown, Claycomb/Rockwell Associates, Inc., 8991 E. Valley Rd., Prescott
Valley, AZ 86314

Walter Blodgett, Blodgett CPA, LLC, 811 N. Tegner St., Suite 125, Wickenburg, AZ
85390
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EXHIBIT 4

APPROVAL OF THE LOAN AND GRANT REQUEST
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Rural —

Development

USDA
2oL

Committed to the future of rucal communities.

United States
Department

of Agriculture

Rural Development

Arizona State Office

230 N. First Avenue
Suite 206

Phoenix, AZ 85003-1706

(602) 280-8745
(602) 280-8705 TDD
(602) 280-8881 FAX

Yarnell Water Improvement Association

Ms. Tammy Zudell
P.O. Box 727
Yarnell, AZ 85362

Re: Request for Obligation of Funds

May 7, 2009

RECEIVED
MAY 0 8 2009
GUST ROSENFELD

RUS (ARRA) Program Funds: $767,000 loan and $533,000 grant

-Dear Ms. Zudell:

Funds have been obligated for your loan and grant request and a copy of
Form RD 1940-1, Request For Obligation of Funds, is enclosed. This letter
serves as notification that the loan and grant request has been approved.

If you have any questions or need additional information, please call our office

at (602) 280-8745,

Sincerely,

IS

cLa

Acting Community Programs Director

\ﬁ_mDEBRA STEWART

Enclosures

“USDA is an Equal Opportunity Provider, Employer and Lender." To file a complaint of discrimination, write:
USDA, Director, Office of Civil Rights, 1400 Independence Avenue, S.W., Washingion D.C. 20250-9410,
or call (800) 796-3272 (voice), or {202) 720-6382 (TDD).



USDA-RD
Form RD 1940-1
{Automated 8-97)

—

REQUEST FOR OBLIGATION OF FUNDS

INSTRUCTIONS-TYPE IN CAPITALIZED ELITE TYPE IN SPACES MARKED
Complete Items 1 through 30 and applicable Ttems 31 through 43. See FM1.

1. CASE NUMBER
ST

18. COMMUNITY SIZE

|

V-10,0000R LESS  (FOR SFH AND

19. DWELLING TYPE/USE OF FUNDS CODE

0 WE LOAN NUMBER 1’ FISCAL YEAR
0 BORROWER [D ran
02 | 037 | sxexrg729 9ol 9%50-0p |09 ARRA
2. BORROWER NAME ' 3. NUMBER NAME FIELDS
YARNELL WATER IMPROVEMENT 1] 1 2o0r3fromiem2
PESSOCIATIONS 4 STATE NAME
Arizona
5. COUNTY NAME "
037 Yavapai
GENERAL BORROWER/LOAN INFORMATION
6. RACE/ETHNIC 7. TYPE OF 4.puBLc oY | 8. COLLATERAL CODE 9. EMPLOYEE
CLASSIFICATION APPLICANT  s5.assoc.oF 1-REALESTATE 4 - MACHINERY ONL RELATIONSHIP CODE
FARMERS SECURED $ - LIVESTOCK ONL
1-WHITE 4 - HISPANIC 6-ORG. OF 2-REAL ESTATE & - CROPS ONLY 1. EMPLOYEE
1-BLACK  5-AM 1 - INDIVIDUAL FARM AND CHATTEL 7- SECURED BY 2 - MEMBER OF PAMILY
1 - AUAN 7 - PARTNERSHIP WORKERS 3-NOTECONLYOR  BONDS 3 - CLOSE RELATIVE
3 |3-corporaTION 7-OTHER 1 | _comaTIsL ONLY 0| - assoc.
10. SEX CODE 3. FraMiLy UNIT 11. MARITAL STATUS 12. VETERAN CODE | 13. CREDIT REPORT
4 - QRGAN, MALE OWNED 1-MARRIED 3 - UNMARRIED (ENCLUDES
I-MALE ~  S-OQRGAN. FEMALE OWNED 2_SEPARATE  WIDOWED/DIVORCED) 1-YES 1-YES
6 l 2-FEMALE - FUBLIC BODY 2-NO 2 2-NO
[14. DIRECT PAYMENT 15. TYPE OF PAYMENT 16. FEE INSPECTION 17. INTEREST CREDIT
1 -MONTHLY - 3 - SEMI-ANNUALLY 1.YES 1 - YES (FRO SFH ONLY)
3] (See FMI) 1| 2-awwvaly «.QuarTeRLY 2] z-wo

2-NO

2 . OVER 10,000 HPG GNLY) — (See FID)
COMPLETE FOR OBLIGATION OF FUNDS

20. TYPE OF 21. PURPOSE CODE 22. SOURCE OF FUNDS 23. TYPE OF ACTION

ASSISTANCE 1 - OBLIGATION ONLY

2 - OBLIGATION/CHECK, REQUEST

168 L (See Pt 4 2 l 1 | 3-CORRECTION oF OBLIGATION

24. TYPE OF SUBMISSION 25. AMOUNT OF LOAN
1- INITIAL

1 l 2- SUBSEQUENT

3 767,000.00

26. AMOUNT OF GRANT

$ 0.00

ot

$ 533,000.00
27. AMOUNT OF IMMEDIATE 28. DATE OF 29. INTEREST RATE 30. REPAYMENT TERMS
ADVANCE APPROVAL

3.7500%

a4

40

COMPLETE FOR SINGLE FAMILY HOUSING ONLY

31. INCOME CATEGORY CODES 32, LOW INCOME 33. ADJUSTED FAMILY INCOME
. LIMIT-MAX.
|- VERY LOW 3 - MODERATE
l 2-LOW 4 - ABOVE MODERATE
34. REINSURANCE 35. RE.TAXES 36. R.E. TAXES 37.NOTE INSTALLMENT INELIGIBLE
ist year 2nd year
38. TYPE OF UNIT

t - FARM TRACT
J 2- NON-FARM TRACT

COMPLETE FOR COMMUNITY PROGRAM AND CERTAIN MUL TIPLE-FAMILY HOUSING LOANS
35. PROFIT TYPE

3 j 1. FULL PROFIT

2 - LIMITED PROFIT

3 - NONPROFIT
COMPLETE FOR EM LOANS ONLY COMPLETE FOR CREDIT SALE-ASSUMPTION
40, DISASTER DESIGNATION NUMBER 41. TYPE OF SALE )
(See FM1) 2- ASSUMPTION ONLY 4 - ASSUMPTION WA
L l | - CREDIT SALE ONLY 3. CREDAT SALE WITH SUR LOA SUBSEQUENT LOAN
- FINANCE OFFICE USE ONLY _

COMPLETE FOR

42. OBLIGATION DATE
MO DA YR

N el B 8 O N O

43. BEGINNING FARMER/RANC

' (See FMI)

FP LOANS ONLY
HER

Posttion 2
ORIGINAL - Borrower's Case Folder COPY 1 - Finauce Nffica rmonv -

if the decision contained above in this form reswdis in denial, reduction or cancellation of LISDA assisiance, you may appeal this decision and have a hearmg or
Vou may request d review in liew uf a hearing. Please use the form we have included for this purpose.




Form RD 1942-46 FORM APPROVED
{Automated 6-98) OMB NO. 0575-0015

UNITED STATES DEPARTMENT OF AGRICULTURE
RURAL DEVELOPMENT

LETTER OF INTENT TO MEET CONDITIONS

Date 4/17/2009

TO:  Rural Development

United States Department of Agriculture
230 N First Ave

Phoenix AZ 85003
{Office Address)

We have reviewed and understand the conditions set forth in your leiter dated A{) d l l r),} «; 0 O q

It is our intent to meet all of them not later than i ? 0 da L{ < ( lo il dﬂ% S)

We are also requesting that we be given the interest rate in effect at the time of loan approval or at the time of loan
closing, whichever is lower. In other words, we want the lowest interest rate possible.

YARNELL WATER IMPROVEMENT ASSOCIATION

N (Namg of Association)
BY \“sc\n’n TNy F)M idle Lf

According to the Paperwork Reduction Act of 1995, no persons are required (6 respond to a collection of information wnless it displays a valid OMB control
mmber. The valid OMB controf number Jor this information coilection is 0375-0015. The time required 1o complete this information colfeciion is estimated (o
average | hour per response. inciuding the time for reviewing instructions, searching existing data Sources. gathering and maintaining the data. needed, and
completing and reviewing the collection of information.

RD 1942-46 (Automated 6-98)
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Form RD 400-1

FORM APPROVED
{Rev. 5-00) UNITED STATES DEPARTMENT OF AGRICULTURE OMB No. 0575-0018
EQUAL OPPORTUNITY AGREEMENT
This agreement, dated 4/17/2009 between

YARNELL WATER IMPROVEMENT ASSOCIATION

(herein called "Recipient" whether one or more) and the United States Department of Agriculture (USDA), pursuant to the rules and

regulations of the Secretary of Labor (herein called the "Secretary') issued under the authority of Executive Order 11246, as amended,
witnesseth:

In consideration of financial assistance {whether by a loan, grant, loan guaranty, or other form of financial assistance) made or to be
made by the USDA to Recipient, Recipient hereby agrees, if the cash cost of construction work performed by Recipient or a construction
contract financed with such financial assistance exceeds $10,000--unless exempted by rules, regulations or orders of the Secretary of
Labor issued pursuant to Section 204 of Execative Order 11246 of September 24, 1965.

1. To incorporate or cause to be incorperated into any contract for construction work, or modification thereof, subject to the relevant

rules, regulations, and orders of the Secretary or of any prior authority that remain in effect, which is paid for in whole or in part with the
aid of such financial assistance, the following "Equal Opportunity Clause™:

During the performance of the contract, the contractor agrees as follows:

(a) The contractor will not discriminate against any employee or applicant for employment because of race, color, religion, sex or
national origin. The contractor will take aftirmative action to ensure that applicants are employed, and that employees are
treated during employment, without regard to their race, color, religion, sex or national origin. Such action shall include, but
not be limited, to the following: employment, upgrading, demotion or transfer, recruitment or recruitment advertising;, layoff
or termination; rates of pay or other forms of compensation; and selection for training, including apprenticeship. The
contractor agrees to post in conspicuous places, available to employees and applicants for employment, natices ta be
provided by the USDA setting forth the provisions of this nondiscrimination clause.

(b) The contractor will, in all solicitations or advertisements for employees placed by or on behalf of the contractor, state that all
qualified applicants will receive consideration for employment without regard to race, color, refigion,sex or national origin.

(c) The contractor will send to cach labor union or representative of workers with which he has 2 collective bargaining agreement
or other contract or understanding, a notice, to be provided by the USDA, advising the said labor union or workers'
representative of the contractor's commitrnents under this agreement as required pursuant to section 202(3)- of Executive
Order 11246 of September 24, 19635, and shall post copies of the notice in conspicuous places available to employees and
applicants for employment.

{d) The contractor will comply with all provisions of Executive Order 11246 of September 24, 1963, and all rules,regulations
and relevant orders of the Secretary of Labor.

{e) The contractor will furnish all information and reports required by Executive Order 11246 of September 24, 1965, rules,
regulations, and orders, or pursuant thereto, and will permit access to his books, records, and accounts by the USDA Civil
Rights Office of Director, and the Secretary of Labor for purposes of investigation to ascertain compliance with such rules,
regulations, and orders.

() Inthe event of the contractor's noncompliance with the nondiscrimnination clauses of this contract or with any of the said rules,
regulations, or orders, this contract may be cancelled, terminated, or suspended in whole or in part and the coniractor may be
declared ineligible for further Government Contracts of Federally Assisted construction contracts in accordance with procedures
authorized in Executive Order No. 11246 of September 24. 1963, and such other sanctions may be imposed and remedies
invoked as provided in Executive Order No. 11246 of September 24, 1965, or by rule, regulation or order of the
Secretary of Labor or as provided by Law,

{g) The contractor will include the provisions of paragraph 1 and paragraph (a) through (g) in every subcontract or purchase order,
unless exempted by the rules, regulations, or orders of the Secretary of Labor issued pursuant to Section 204 of Executive Order
No. 11246 of September 24, 1965, so that such provisions will be binding upon each such subcontractor or vendor. The
contractor will take such action with respect to any subcontract or purchase order as the USDA may direct as a means of
enforcing such provisions, including sanctions for noncempliance: Provided, however, that in the event the contractor
becomes involved in, or is threatened with, litigation with a subcontractor or vendor as a result of such direction by the USDA,
the contractor may request the United States to enter into such litigation to protect the interest of the United States.

According to the Paperwork Reduction Act of 1993, an agency may not conduct or sponsor, and a persons is not required (o respond to, a collection of
information undess it displays a valid OMB comirot number. The valid OMB control nuniber for this information collection is 0570-0018. The time
required ta complete this informaton is estimated to average !0 minutes per response, including the time for reviewing instructions, searching exisiing
data sources. gathering and maintaining the dara needed. and completing and reviewing the collection of injormation.

RD 400-1 (Rev. 5-00)

Position 6



2. To be bound by the provisions of the Equal Opportunity Clause in construction work performed by Recipient and paid for in whole
or in part with the aid of such financial assistance,

3. To notify all prospective coniractors to file the required "Compliance Statement', Form RD 400-6, with their bids.

4. Form AD-425, Instructions to Contractors, will accompany the notice of award of the contract. Bid conditions for all nonexempt
Federal and Federally assisted construction contracts require inclusion of the appropriate "Hometown" or "Imposed" plan affirmative
action and equal employment opportunity requirements. All bidders must comply with the bid conditions contained in the invitation to
be considered responsible bidders and hence eligible for the award.

5. To assist and cooperate actively with USDA and the Secretary in obtaining the compliance of contractors and subcontractors with
the provisions of the Equal Opportunity Clause and the said rules, regulations, and orders, to obtain and fumish to USDA and the Secretary,
Form AD-560, Certification of Nonsegregated Facilities, to submit the Monthly Employment Utilization Report, Form CC-257,
as required and such other information as they Inay require the supervision of such compliance, and to otherwise assist USDA in the
discharge of its primary responsibility for securing compliance.

6. To refrain from entering into any contract, or extension or other modification of 2 contract, subject to such Executive Order with
a contractor debarred from government contracts or federally assisted construction contracts pursuant to Part T, Subpart D, of such
Executive Order or to prior authority; and to carry out such sanctions and penalties for violation of the provisions of the Equal Opportunity
Clause as may be imposed upon contractors and subcontractors by USDA or the Secretary pursuant to such Subpart D.

7. That if Recipient fails or refuses to comply with these undertakings, USDA may take any and all of the following actions:

(a} cancel, terminate, or suspend said financial assistance in whole or in part; (b) refrain from extending any further assistance under the

program involved until satisfactory assurance of future compliance has been received from Recipient; and (c) refer the case to the Office of
Federal Contract Compliance Program, U.S. Department of Labor.

Signed by the Recipient on the date first written above.

YARNELL WATER IMPROVEMENT ASSOCIATION

Name of Corporate Recipient
}

Atest ] By  JJOONVYNAY /L Ll 20

(CORPORATE SEAL)

Tammy Zudell, Secretary



Position 3
USDA FORM APPROVED
Form RD 400-4 ASSURANCE AGREEMENT OMB No. 0375-0018
(Rev. 3-97) (Under Title VI, Civil Rights Actof 1964)

The YARNELL WATER IMPROVEMENT ASSOCIATION

{name of recipient)

P.0O. BOX 727, YARNELL, ARIZONA 85362

{address)

(*“Recipient” herein) hereby assures the U. S. Department of Agricuiture that Recipient is in compliance with and will continue to
comply with Title VI of the Civil Rights Act of 1964 (42 USC 2000d et. 5eq.), 7 CFR Part 15, and Rural Housing Service, Rural
Business-Cooperative Service, Rural Utilities Secvice, or the Farm Service Agency, (hereafter known as the ” Agency") regulations
promulgated thereunder, 7 C.F.R. §1901.202. In accordance with that Act and the regulations referred to above, Recipient agrees that
in connection with any program or activity for which Recipient receives Federal financial assistance {as such term is defined in 7

C.F.R.§14.2) no person in the United States shall, on the ground of race, color, or national origin, be excluded from participation in,
be denied the benefits of, or be otherwise subjected to discrimination.

[. Recipient agrees that any transfer of any aided facility, other than personal property, by sale, lease or other conveyance of
contract, shall be, and shall be made expressly, subject to the obligations of this agreement and transferee’s assumption thereof.
2. Rectpient shall:

(a)  Keep such records and submit to the Government such timely, complete, and accurate information as the Government may
determine to be necessary to ascertain out/my compliance with this agreement and the regulations.

(b)  Permit access by authorized employees of the Agency or the U.S. Department of Agriculture during normal business

hours to such books, records, accounts and other sources of information and its Facilities as may be pertinent to ascertaining such
compliance.

{c} Make available to users, participants, beneficiaries and other interested petsons such information regarding the provisions
of this agreement and the regulations, and in such manner as the Agency or the U.S. Department of Agriculture finds necessary
to inform such persons of the protection assured them against discrimination,

3. The obligations of this agreement shall continue:

(a)  Astoany real property, including any structure, acquired or improved with the aid of the Federal financial assistance, so
long as such real property is used for the purpose for which the Federal financial assistance is made or for another purpose which

affords similar services or benefits, or for as long as the Recipient retains ownership or possession of the property, whichever is
longer.

(b)  As to any personal property acquired or improved with the aid of the Federal financial assistance, so long as Recipient
retains ownership or possession of the property.

(¢)  Asto any other aided facility or activity, until the last advance of funds under the loan or grant has been made.
4. Upon any breach or violation this agreement the Government may, at ifs option:

(a) Terminate or refuse to render or continue financial assistance for the aid of the property, facility, project, service or
activity,

(b) Enforce this agreement by suit for spcciﬁc\ performance or by any other available remedy under the laws of the United
States or the State in which the breach or violation occurs.

Rights and remedies provided for under this agreement shall be cumulative.

In witness whereof,_ YARNELL WATER IMPROVEMENT ASSOCIATION

: on this
(name of recipient)
date has caused this agreement to be executed by its duly authorized officers and its scal affixed hereto, or, if a natural person, has
hereunto executed this agreement. i ™
- f ~ i . 1 . i 5
Vs Y \ : PR S A
R YATA AV VA (-’\ii_(i((’{
;’\7 /’T Recipient
- J L
(SEAL) +17/09
Date
Attest:
Title Title
Accarding w the Puperwork Reduction Act of 1995, no bersans ave required to respond to < vollection of information wrless it displavs « valid OMB contral number. The vabd OMB
control number for this mformatian collection iy 0370-018, The ume required (o compiete this iformation is estunated 1o avergge |5 viinutes per response, ncluding the bme [or
VUV insernctions. searching CLIYRNG dutd suurces. gatfiertng and mamiainmg the data needed, goad ComPIEIng anud reviewing the ¢ gilection of informancn.




U.S. DEPARTMENT OF AGRICULTURE

Certification Regarding Debarment, Suspension, and Other
Responsibility Matters - Primary Covered Transactions

This certification is required by the regulatiomns implementing Executive Order 12549,

Debarment and Suspension, 7 CFR part 3017, Section 3017.510, Participants' reaponsibilities.

The regulations were published as Part IV of the January 30, 198%, Federal Regiater (pages

4722-4733). Copies of the regulations may be obtained by contacting the bepartment of

Agriculture agency offering the proposed covered transaction.

(BEFORE COMPLETING CERTIFICATION, READ INSTRUCTIONS ON REVERSE)

(1} The prospective primary participant certifies to the best of its knowledge and belief,

that it and its principals:

(a) are not presently debarred, suspended, proposed for debarment, declared

ineligible, or voluntarily excluded from covered transactions by any Federal

department or agency;

{b) have not within a three-year period preceding this proposal been convicted of or

had a civil judgment rendered against them for commission of fraud or a criminal
offenge in connection with obtaining, attempting to obtain, or performing a public
(Federal, State or local) transaction or contract under a public tramsaction;

viclation of Federal or State antitrust statutes or commission of embezzlement,

theft, forgery, bribery, falsification or destruction of records, making false
statemants, or receiving stolen property;

(¢} are not presently indicted for or otherwise criminally or civilly charged by a

governmental entity (Federal, State or loecal) with comnission of any of the

offenses enumerated in paragraph (1) (b} of this certification; and

(d) have not within a thres-year period preceding this application/proposal had one or

more public transactions (Federal, Stats or local)
default.

terminated for cause or

(2) Where the prospective primary participant is unable to certify to any of the statements

in this certification, sych prospective participant shall attach an explanation to this

proposal.

YARNELL WATER IMPROVEMENT ASSOCIATION

Organization Name PR/Award Number or Project Name

Name and Title of Authorized representative

{ N
. Lo g
,2>H;Lﬂlffl_;fkjﬁlg_i__Q.miixﬁgtii‘ﬁi;
A

Signature Fe

[

4/17/2009

\ Date
f’

| Form AD-1047 (Automated 8-97)



OMB APPROVAL NO.
9000 - 0101

U.S. DEPARTMENT OF AGRICULTURE

CERTIFICATION REGARDING
DRUG-FREE WORKPLACE REQUIREMENTS (GRANTS)
ALTERNATIVE I - FOR GRANTEES OTHER THAN INDIVIDUALS

This certification is required by the regulations impilementing Sections 5151-5160 of the Drug-
Free Workplace Act of 1988 (Pub. L. 100-690, Title V¥, Subtitle D; 41 U.S.C. 701 et seqg.), 7 CFR

Part 3017, Subpart F, Section 3017.600, Purpose. The regulations were publighed as Part II of

the January 31,1989 Federal Register (pages 494T7-4952}. Copies of the regulations may be

obtained by contacting the Department of Agriculture agency offering the granc.
(BEFORE COMPLETING CERTIFICATION, READ INSTRUCTIONS ON REVERSE)
Alternative I

(&) The grantee certifies that it will provide a drug-free workpl#ce by:

(a) Publishing a statement notifying employees that the unlawful manufacture, distribution,

dispensing, possession or use of a controlled substance is prohibited in the grantee's

workplace and specifying the actions that will be taken against employees for violation of

such prohibition;

(b} Establishing a drug-free awareness program to inform employees about --
(1) The dangers of drug abuse in the workplace;

(2) The grantese's policy of maintaining a druyg-free workplace;

(3) Any available drug counseling, rehabilitation, and employee assistance programs; and

(4) The penalties that may be imposed upon employees for drug abuse violations occurring in

the workplace;

(¢) Making it a requirement that each employee to be engaged in the performance of the

grant be given a copy of the statement required by paragraph (a};

(d) Notifying the employee in the statement required by paragraph {(a) that, as a conditioen

of employment under the grant, the employee will --

(1) Abide by the terms of the statement; and

Form AD-1049

(Automated 8~97)



(2) Notify the employer of any criminal drug statute convictien for a violation
occurring in the workplace no later than five days after such cenviction;
{e) Notifying the agency within ten days after receiving notice under subparagraph (d) (2}
from an employee or otherwise receiving actual notice of such conviction;
(f) Taking one of the following actions, within 34 days of receiving notice under subparagraph
(d} (2), with respect to any employee who is so convicted --
(1) Taking appropriate persomnnel action against such an employee, up to and including
termination; or
{2} Requiring such employee to participate satisfactorily im a drug abuse assistance or
rehabilitation program approved for such purpogses by a Federal, State, or local health,
law enforcement, or other appropriate agency;
{(g) Making a good faith effort to continue to maintain a drug-£free workplace through
implementation of paragraphs (a), (b), (¢), (&), {e) ana {(f).
The grantee shall insert in the space provided below the site(s) for the performance of work

done in ceomnection with the specific grant.

Place of Performance (Street address, city, county, State, zip code)

YARNELL WATER IMPROVEMENT ASSOCIATION

Organization Name PR/Award Number or Project Name

Name and Title of Authorized Representative
v

Signature

4/17/2009

Date

INSTRUCTIONS FOR CERTIFICATION

By signing and submitting this form,

the grantee is providing the certification sat out on

pages 1 and 2.

The certification set out on pages 1 and 2 is a material representation of fact upon which

reliance was placed when the agency determined to award the grant. If it is later determined that

the grantee knowingly rendered a false certification, or otherwise violates the requirements of

the Drug-Free Workplace Act, the agency, in addition to any other remedies available to the

Federal Government, may take action authorized under the Drug-Free Workplace Act.

-~
&

Form AD-10489 (Automated B8-937)
1S, GPO: 1989-654-006/313520



USDA-RD Position 3
FormRD 1910-11

(Rev. (9-02) UNITED STATES DEPARTMENT OF AGRICULTURE

RURAL DEVELOPMENT

APPLICANT CERTIFICATION
FEDERAL COLLECTION POLICIES FOR CONSUMER OR COMMERCIAL DEBTS

The Federal Government is authorized to check credit information about the applicant(s) including using the federal Credit Alert Interactive
Voice Response System (CAIVRS) or its successars to check to see if the applicant(s) are delinquent or in default on a Federal debt.

The Federal Government is also authorized by law to take any or all of the following actions in the event your loan payments become
delinquent or you default on your loan:

. Report your name and account information to a credit reporting agency, and the Credit Alert Interactive Voice
ResponseSystem (CAIVRS).

Assess interest and penalty charges for the period of time that payment is not made.
Assess charges to cover additional administrative costs incurred by the government to service your account.

. Offset amounts to be paid to you from your Federal income tax refund,

D) Offset amounts to be paid to you under other Federal Programs.

. Refer your account to a private collection agency to collect the amount due.

. Foreclosure aon any security you have given for the loan.

. Pursue legal action to collect through the courts.

. Report any written off debt to the Internal Revenue Service as taxable income.

. If you are a current or retired Federal employee, take action to offset your salary, or civil service retiremnent benefits.

. Debar or suspend you from doing business with the Federal Government either as a participant or principal throughout

the executive branch of the Federal Government for the period of debarment or suspension.

. Refer any debt that is delinquent to the Treasury Offset Program (TOP) in accordance with the Debt Collection
improvement Act of 1996,

Refer any debt that is 180 days delinguent to the Treasury for cross servicing in accordance with the Debt Collection
Improvement Act of 1996

. Gamish your wages as atlowed by the Debt Collection Improvement Act of 1996.

Any or all of these actions may be used to recover any debts owed when it is determined to be in the interest of the Government to do so.

CERTIFICATION: I/we have read and 1/we understand the actions the Federal Government may take in the event that I/we fail to me
my/our scheduled payments in accordance with the terms and conditions of my/our agreement. I/we understand that the above list is not a
inclusive and that the Federal Government may deem additional actions necessary to collect should L/we become delinquent

(Sigrature -Individual(s)) T (Date} _(Signature-Iridivic_iual(s))_)?__' T (Date)
4172009 YARNELL WATER IMPROVEMENT ASSOCIAT
(SEAL} Date / (Name of Applicant}

ot
U Moy Rdefe (0
(Signature offuthorizgd Entity Official}
94 v

(Title of Authorized Enfity Ofﬁa‘al )

ATTEST:

e PO Box727
(Signature of Attesting Official)
Tammy Zudell

Secretary Yarnell AZ 85362 S
(Title of Artesting Qfficial) (City, State. and Zip Code)

(Address)

RD 1910-11 (Rev 09-02)



RD Instruction 1940-Q
Exhibit A-1
CERTIFICATION FOR CONTRACTS, GRANTS AND LOAN

The undersigned certifies, to the best of his or her knowledge and belief, that:

1. No Federal appropriated funds have been paid or will be paid, by or on behalf
of the undersigned, to any person for influencing or attemnpting to influence an
officer or employee of any agency, a Member of Congress, an officer or employee
of Congress, or an employee of a Member of Congress in connection with the
awarding of any Federal contract, the making of any Federal grant or Federal
loan, and the extension, continuation, renewal, amendment, or modification of
any Federal contract, grant or loan.

2. If any funds other than Federal appropriated funds have been paid or will be

paid to any person for influencing or attempting to influence an officer or

employee of any agency, a Member of Congress, an officer or employee of Congress
or an employee of a Member of Congress in connection with this Federal contract,
grant or loan, the undersigned shall complete and submit Standard Form - LLL,
"Disclosure of Lobbying Activities," in accordance with its instructions.

bl

3. The undersigned shall require that the language of this certification be
included in the award documents for all subawards at all tiers (including

contracts, subcontractors, and subgrants under grants and loans) and that all
subrecipients shall certify and disclose accordingly.

This certification is a material representation of fact upon which reliance was placed
when this transaction was made or entered into. Submission of this certification is a
prerequisite for making or entering into this transaction imposed by section 1352, title
31, U.S. Code. Any person who fails to file the required certification shall be subject to

a civil penalty of not less than $10,000 and not more than $100,000 for each such
failure.

YARNELL WATER IMPROVEMENT ASSOCIATION

) .
oy acdnomon | Ly ide i
g /,
4/17/2009
Date

{Automated 8-97)



:;)SDAR-::[ZQ , Position 3 Form Approved
orm - )
OMB No. 0575-0015
(Rev. 3-02) OPERATING BUDGET
Schedule |
Name Address
YARNELL WATER IMPROVEMENT ASSOCIATION 22609 LOOKA WAY
YARNRTT,
Applicant Fiscal Year County State (Tncluding ZIP Code)
From o01-09 To 12-08 YAVAPAL ARIZONA 65362
20 20 20 09 20 10 First Full Year
OPERATING INCOME m @ &) @ &)
1. METERED WATER REVENUES $238,893,00 $328,319.00 $331,603.00
2. OTHER WATER REVENUES , ) $5,143.00 $5,610.00 55,610.00
3, -
4,
5. Miscellaneous
6. Less: Allowances and Deductions {{ )( M K e )
7. Tatal Operating Income
(Add Lines 1 through 6) $0.00 $0.00 $244,036.00 $333,929.00 5337,213.00
OPERATING EXPENSES
8. WATER OPERATIONS EXPENS $37,062.00 $27,199.00 528,014.00
O, OUTSIDE SERVICES $9,985.00 $13,285.00 $13,685.00
10. INSURANCE EXPENSE » $12,802.00 $13,186.00 $13,582.00
11. TAXES OTHER THAN INCOME $11,069.00 $22,732.00 $23,414.00
12. SALARY & WAGE EXPENSE $127,112.00 $130,925.00 $134,853,00
13. orriIcE EXPENSE $18,140.00 $18,6684.00 $19,245.00
14. MISCELLANEDUS $2,953.00 $3,042.00 $3,134.00
15. Interest (RD) $18,667.00 $29,224.00 $28,816.00
16. Depreciation ' _ $36,014.00 $76,420.00 $76,420.00
17. Total Operating Expense $0.00 $0.00 $273,604.00 334,697.00 $341,163.00
(4dd Iin_e.'»‘ 8 through 16} 4 y
18. NET OPERATING INCOME 50.00 $0.00 ($29,768.00} ($768.00) {$2,950.00)
(LOSS) (Line 7 less 17)
‘NONOPERATING INCOME
19.
20. -
21. Total Nonoperating Income
(Add Lines 19 and 20) $0.00 $0.00 $0.00 sp.oo $o.up
22 NET INCOME (LOSS)
(Add Lines 18 and 21) (Transfer
to Line A Schedule 2) $0.00 $0.00 {$29,768.00) ($768.00) ($3,950.00)

Budget and Projected Cash Flow Approved by Governing Body

Attest:
Secretary Date
Appropriate Official Date
According ta the Paperwork Reduciion Act of 1995, an agency may not conduct or sponser, and a person Is not required to respond 1o a collection of fnfe tion unless 1 displays a valid OMB consrol
number. The valid OMB control number ﬁsr- this information collection Is 0575-0015. The time requrived (o complete this information collection is estimoted (o average S hours per response, including the
fime for reviewing instruciions, searching existing data sources, gathering and maintaining the data needed, and completing and reviewing the coflection of information




Schedule 2
PROJECTED CASH FLOW
First
20 20 20 03 20 10 Full Year
A. Line 22 from Schedule | Income (Loss) $0 $0| {$29,768} {5768) ($3,950)
Add
B. Items in Operations not Requiring Cash:
I. Depreciation (Line 16, Schedule 1) $0 30 $36,014 §76,420 $76,420
2. Others:
C. Cash Provided from:
1. Proceeds from RD loan/grant $1,300,000
2. Proceeds from others
3. Increase (Decrease) in Accounts Payable,
Accruals and other Current Liabilities
4. Decrease {{ncrease) in Accounts Receivable,
inventories and Other Current As sets (Exclude Cash)
5. Other: SEE ATTACHED SCHEDULE 1 (57,130} 58,442 {81,249)
6.
D. Total all A, B and C Items 50 s0)$1,299,116 $84,094 §71,121
E. Less: Cash Expended for:
1. Alt Construction, Equipment and New Capital Items
(Loan and grant funds) $1,010,138
2. Replacement and Additions to Existing Property, Plant and
Equipment 53,451 $3.556 54,663
3. Principal Payment RD Loan
4. Principal Payment Other Loans $273,109 54,615 52,063
5. Other:
6. Total E 1 through 5 $0 $0] $1.286,698 $8,171 $6,726
Add
F. Beginning Cash Balances $811 $13,229 $89,152
(. Ending Cash Balances (Total of D minus £ 6 plus F) $0 $0 $13,229 $89,152] 52,153,547
Item G Cash Balances Composed of:
Construction Account
Revenue Account
Debt Payment Account
Q&M Account $811 $11,333 $83 464 $144,067
Reserve Account $1,896 $5,688 $9,480
Funded Depreciation Account
Others:
Total - Agrees with Item G $0 $811 513,229 $89,152 $153,547







YARNELL WATER IMPROVEMENT ASSOCIATION

EXHIBIT 5

ENGINEERING REPORT,
AMENDED JANUARY 26, 2009
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PRELIMINARY ENGINEERING REPORT
WATER SYSTEM IMPROVEMENTS

YARNELL WATER IMPROVEMENT ASSOCIATION

Prepared for.

Yarnell Water Improvement Association
' P. O. Box 727
22609 Looka Way
Yarnell, AZ 85362

(928)427-3321

Prepared by:

Claycomb / Rockwell Associates, Inc.
8991 E Valley Road
Prescott Valley, AZ 86314
{928)772-0745

CRA Job No. 08-15

QOctober 2008 EXPIRES: 3/31/2010
Amended November 13, 2008
Amended January 26, 2009
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PRELIMINARY ENGINEERING REPORT
WATER SYSTEM IMPROVEMENTS
YARNELL WATER IMPROVEMENT ASSOCIATION

GENERAL

Yarnell is an unincorporated town in Yavapai County, Arizona with a year 2000
census population of 675. Water is supplied to the town by the Yarnell Water
improvement Association which was established in 1975. Prior to that date the
town was served by a number of smaller local water systems with generally
inadequate well water supplies. The Yarnell Water Improvement Association
obtained a USDA Farmers Housing Authority loan and grant to finance the
construction of a centralized water distribution system and storage tanks, drilt
new wells with greater yield, and construct a 4.6 mile transmission line from the
wells to the system. Water was also supplied from the transmission main to a
Separate water system in the Peeples Valley area. The system was state of the
art when constructed in 1975. Few additions have been made to the system
since its initial construction. The system is now over 30 years old and
maintenance problems are beginning to plague portions of the system,
particularly the pressure reducing valve stations and the fire hydrants. The
control system is now outdated and a backup power supply does not exist for the
wells and booster pumps. The Association has a balance of about $268,000 on
existing loans.

This Preliminary Engineering Report has been prepared in accordance with Rural
Utilities Service Bulletin 1780-2 as the basis for obtaining funding from USDA
Rural Development for improvements to the system and to refinance the balance
of the original USDA loan.

PROJECT PLANNING AREA

The project planning area extends from the area of the current well field in
Peeples Valley to the Glen llah area, a distance of about 5 miles. Three Service
Areas are contained within this distance, being the Peeples Valley, Yamell and
Glen llah Service Areas. The Service Areas contain about 0.12 square miles,
6.37 square miles and 0.87 square miles respectively, for a total of about 7.37
square miles. Not all of the area between the well field and Glen Hlah is
contained in the Service Areas. The boundaries of the Service Areas are set by
the Association’s franchise.

a. Location.

The Project Planning Area is shown on Exhibit 1, Project Planning Area
Map, located in the Appendix. Yarnell is located in Yavapai County in
central Arizona, about 30 miles south of Prescott and 80 miles northwest
of Phoenix. The town area, including Glen llah is mountainous, with the
elevation of residences served ranging from about 4690 feet msl to 4900



feet msl. The Peeples Valley area is quite flat. The well field is at
elevation 4460 feet msl and the Peeples Valley Service Area varies from
4470 to 4480 feet msi.

Environmental Resources Present

Agricultural use in the mountainous portions of the planning area consists
of tivestock grazing. Groundwater within the mountainous area is very
limited. The area is very picturesque, with large boulder outcrops and
areas of pine and juniper trees.

lrrigated pasture land and farming occur in the Peeples Valley area.
Peeples Valley rests atop a significant groundwater aquifer. The water
system installed by the Yarnell Water Improvement Association in 1975
tapped this aquifer and piped the water to the Association’s service areas.
The aquifer has been heavily pumped for both domestic and agriculturaf
purposes since that time. The Draft Preliminary Water Resources
Evaluation for Yarnell Water Improvement Association prepared by Miller
Brooks Environmental, Inc., in 2003 concluded that the aquifer is in a state
of significant overdraft, resulting in a continually dropping water table.

The existing well field, pump house and blending tank are all located in the
FEMA delineated floodplain of Mode! Creek.

The system improvements anticipated by this Preliminary Engineering
Report are limited to repair/replacement of pressure reducing stations and
fire hydrants, lining of tanks, installation of a backup power supply for the
wells, minor piping revisions within existing streets and installing a modem
control system. Correspondence with Leonard Gradillos, Community
Programs Director/Environmental Coordinator for Rural Development
indicated that a full Environmental Report may not be necessary. A copy
of the email correspondence, dated March 28, 2008, is included in the
Appendix. An Environmental Report is currently not anticipated and has
therefore not been prepared pending a decision by Rural Development.

Growth Areas and Population Trends.

The original engineering report for the creation of Yarnell Water
Improvement Association {YWIA) estimated the population growth to be
12.5% per 10-year period. The report projected an increase in customers
from 368 in 1972 to 552 in 2012. The Association currently has a total of
617 meters, 528 of which are currently active. The estimates held very
close to the actuat growth. The Yavapai County General Plan states that
from 1970 to 1980 the county had seen an average increase of 84% and
from 1990 to 2000 it had seen an average increase of 56%. These
averages can vary greatly between different areas of the county. Based on
this information an annual growth rate of 10% will be used for calculations.

[\S¢]



3.

EXISTING FACILITIES

a.

Location Map.

The focation of the well, pump house, storage tanks, transmission
pipeline, as well as the distribution system are shown on the Water
System Map, Exhibit 2 located in the Appendix. The exhibit also shows
pipe sizes, check valves, Pressure Reducing Valve (PRV) locations and
fire hydrant locations.

History.

The cumrent Yarnell Water Improvement Association (YWIA) was
established in 1975 with the installation of two wells with the capability of
pumping 200 gallons per minute (gpm) and a pump house located in
Peeples Valley. An 8" pressure main was installed along State Route 89,
which transfers the water to two 250,000 gallon storage tanks installed on
the hillside above Yarnell. The previous water system services were in-
cooperated into the new system, but all new distribution mains were
installed by the water association. From the initial construction to the
present, the distribution system has been extended to accommodate
population growth.

Condition of Facilities.

The well located in Peeples Valley was originally designed to pump 200
gallons per minute (gpm). The current rate pumped during the month with
the highest demand was estimated to be 92 gpm. The wells are able to
meet current demand, but the steadily decreasing water table in the
Peoples Valley aquifer may cause the well yield to decrease in the future.
The wells are 160 and 190 feet deep. The well pumps were replaced in
2004.

Water from the wells is discharged into a blending tank where it mixes with
chlorine and achieves the necessary contact time before being pumped
into the transmission line by booster pumps. There is no record of the
booster pumps being replaced.

The water is transmitted from the well located in Peeples Valley to the
storage tanks located in Yarnell by the means of an 8" inch pipeline. From
the information provided it appears that the transmission line is still in
good condition. A small distribution system fed through a pressure
reducing valve (PRV) station serves the Peeples Valley Service Area from
this transmission pipeline.

The water that is pumped from the well is feed into two 250,000 gallon
storage tanks. This creates the hydraulic head to supply water at various
pressures though out the system. One of the storage tanks has been

-
2



recently relined to prevent deterioration of the tank. The second storage
tank has reached a point where it also needs to be relined.

The existing distribution system consists of 8", 6" and 4" lines in various
loop configurations. This results in some long service legs being supplied
from only one point. The condition of the pipes seems to be relatively good
for a system of this age. The majority of repairs reported by the
Association are related to service lines rather than the main lines.

The existing system utilizes six PRV's to create three different pressure
zones in the system. The PRV's seem to be set at acceptable pressures
based on information provided, although the high and low pressures in
each of the zones in Yarmnell and Glen llah are somewhat outside optimal
values. Maintenance of the PRV's is a continual problem for the staff.
While several have been rebuili, they continue to function improperly. The
vaults were not constructed with positive drainage and water often
accumutates in them causing corrosion and decay to the valves, pipes and
fittings in the vaults. It is often necessary to pump the vaults out to
perform maintenance work. The piping in the vaults does not allow for
easy remaval of components.

Many of the original fire hydrants throughout the system have become
difficult or impossible to operate and have started to leak. The Association
has replaced 7 hydrants recently with compression type hydrants that they
wish to use in the future.

The existing telemetry system is the original analog system that was
installed in 1975 and has created problems due to its age and design.

An ADEQ inspection performed on February 7, 2007 determined the
Yarnell Water Improvement Association was in compliance with ADEQ
requirements with minor deficiencies that have been corrected.

Financial Status of any Existing Facilities.

The YWIA charges an installation, monthly minimum based on the size of
the meter, and usage charge. Below are the monthly minimum charges
and the installation charges.

Meter Size Minimum Monthly Charge Installation
5/8" — %" $21.00 $520.00
3" $21.00 $600.00
1" $35.00 $690.00
1%" $706.00 $935.00
2" $112.00 $1,525.00
3" $210.00 $2.080.060
4" $350.00 $3,175.00
6" $700.00 $5,680.00
4



Below is the monthly usage rate schedule based on the amount of water
usage recorded by a meter.

Per 1,000 Gallons up to 5,000 $2.50
Per 1,000 Gallons from 5,001 fo 10,000 $3.50
Per 1,000 Gallons from 10,001 to 50,000 $4.75
Per 1,000 Gallons in excess of 50,000 $6.00
Standpipe/Bulk water per 1,000 Galions $10.00

The list below shows additional fees and service charges.

Establishment $40.00
Establishment (after hours) $60.00
Reconnection {delinquent) $40.00
Meter Test (if correct) $30.00
Deposit $70.00
Deposit Interest 6%
Reestablishment (within 12 months) $21.00/month
NSF Check $25.00
Deferred Payment (per month) 0.00%
Meter Reread (if correct) $10.00
Late Fee 1.5%

The Table below shows the average monthly usage groups

Usage Group Number of Usage % of Usage | % of Sales
(gal.) Accounts {gal.)
Over 50,000 2 130,350 5.46% 3.34%
40,001 — 2 78,867 3.09% 1.89%
50,000
30,001 ~ 3 84,800 3.11% 2.02%
40,000
20,001 - 9 210,942 8.33% 5.28%
30,000
10,001 — 37 507,900 20.35% 13.18%
20,000
8,001 - 10,000 18 164,158 6.87% 4.51%
6,001 - 8,000 . 36 247,050 11.17% 7.80%
4,001 - 6,000 62 308,258 14.32% 11.40%
2,001 — 4,000 129 382,292 19.25% 20.64%
1,000 — 2,000 163 141,633 7.34% 22.15%
Zero Usage 68 0 0.00% 7.81%
Total Meters 528 2,256,250 100% 100%




4,

The following revenues have been generated by the water system fees
and charges for the past 5 years, based on figures supplied by the
Association:

2007 $ 237,556
2006 $ 230,712
2005 $ 220,335
2004 $ 222,075
2003 $ 223,037

The operating and maintenance direct costs are identified in the
Association's Profit and Loss statement. The statement does not
segregate maintenance costs that are normal from those related to repairs
to the fire hydrants and PRV's. Staff labor costs are not included in the
tabulated operation and maintenance line items. QOver the past five years
the Operating and Maintenance Costs ranged from $8,160 to $23,592 per
year, with the average annual cost of $13,833.

In the last few years the revenues from the water system has not been
sufficient to cover the normal operating and maintenance costs of the
system. Therefore the YWIA has needed to use some of the funds that are
held in reserve to cover costs. YWIA currently has $12,979.58 held in a
reserve account.

The YWIA currently has two outstanding loans. These loans were taken
out to provide the capital needed for the initial construction of the system.
The outstanding loans are a follows:

Year Original Date of

Issued Amount interest Rate Balance Maturity
1974 $769,000 5.0% $238,194.35 2014
1975 $100,000 5.0% $30,737.21 2015

NEED FOR PROJECT

a.

Heaith and Security.

When the PRV’'s maifunction it may create unacceptably high or low
pressures in the distribution system. Fire flows may not be available when
needed. The vaults filling with water may create cross connections.
Repairing or replacing the PRV's will eliminate these problems.

Corrosion inside the tanks will cause deterioration of the water quality
delivered to the customers. Lining of the tanks will correct this situation.



5.

Failure of the current telemetry system could result in the tanks not being
properly filled causing shortages of water to the system or wasteful
overflow of the tanks. Replacement of the existing aging system with a
modern telemetry system would add significantly to the reliability of the
systemn operation.

The faulty fire hydrants could potentially mean that fire flows are not
available when needed. Leaky hydrants waste the limited water supply of
the Association. Replacement of the hydrants would solve both of these
situations.

Interruption of electrical power to the well and booster pumps means that
water cannot be pumped into the system. The size of the storage tanks is
not sufficient to provide fire flow storage and normal operation if power is
off for a sustained period. A backup power supply is needed to provide
the needed degree of security.

System O&M.

Operating and Maintenance costs for the system escalate with the aging
of the system. While the pipelines themselves are in relatively good
condition, the pressure reducing valve stations, fire hydrants and telemetry
system are requiring much more staff time and expense than reasonable.
Relining of the tanks is a timely maintenance operation to extend the life
expectancy of the tanks.

Growth.

The number of customers served by the Association has risen to
approximately the level projected by the original Preliminary Engineering
Report. The well system is able to meet the demands of the customers
during peak summer periods using one well at a time. The only time both
wells are pumped is when some unusual circumstance, such as a line
break, has caused the water level to drop to an unacceptabie level in the
storage tank. The proposed improvements are not in response to present
or projected future growth, but are needed to maintain the integrity of the
system. The system should be able to meet the projected growth without
significant modifications unless the well yields diminish

ALTERNATIVES CONSIDERED

The following components are included in the proposed improvements to the
Yarnell Water Improvement Association system. These components have been
identified by the staff and board as necessary to improve the operation and reduce
maintenance costs of the system. The improvements are not intended to expand

7



the system, but to make it function more satisfactorily for the customers. The
improvements will improve the security of the system by providing a backup power
supply at the well site and reducing fluctuations in the pressure due to mal-
functions of the PRV's. Replacing fire hydrants will insure that hydrants operate
properly when needed.

1.

Replace PRV stations that do not maintain the proper downstream
pressure and are a source of continual maintenance time and
expense.

Replace existing telemetry system that is difficult to repair due to
outdated components with modern equipment.

Provide a backup power supply at the well site to allow continued
operation during power outages.

Replace existing fire hydrants that are often hard or impossible to
operate with compression type hydrants.

Reline one (1) 250,000 gallon storage tank that is corroding due to
deterioration of the original lining.

Reline the 40,000 chlorine blending tank at the well site that is
corroding due to deterioration of the original lining.

Connect the two 6" water mains that pass through the intersection of
Westward Way and Ridge Way. These mains were not connected
during construction of the original system as it was intended for them
to be on different pressure zones. The system now operates with both
lines on the same zone so a connection would eliminate what are in
effect two dead end lines.

Decommission two existing pump stations in the Glen llah service area
that have never been operated. Determine if there is salvage value to
any of the components and sell or reuse any useable items.

Alternatives relate to how each one of these items are handled, ranging from not
doing the item to fully completing the work.

1. PRV STATIONS.

a.

Alternate A, Repair PRV Stations.

This alternative would involve continuing to repair the PRV stations
as they fail or on a regular basis. The advantage of this approach
is that the cost is spread out over a period of time. The primary
disadvantage is that the valves themselves may be beyond repair



and it does not soilve the problem of water accumulating in the
vaults. The process is very time consuming for the staff.

Alternate B, Replace PRV Stations.

This alternative does not actually involve replacing the vault itself,
but rather replacing the primary piping in the vault, providing the
necessary connections for easy maintenance in the future, and
installing drains in the vaults using pipes sloping to daylight or
sump pumps, so the vaults will not accumulate water during period
of high water table or surface runoff.

2. TELEMETRY SYSTEM

a.

Alternate A, Repair Telemetry System.

This alternative would involve continuing to repair the telemetry
system. The difficulty with this approach is that parts for the
outdated system are becoming hard to obtain and repairs are
frequently needed. The advantage is that costs are spread out
over a period of time, but it may become impossible to continue
repairing the system

Alternate B, Replace Telemetry System.

Telemetry systems have vastly improved since the time of
installation of the original system. A new modern system would be
far more reliable and easy to maintain than the existing system.

3. BACKUP POWER SUPPLY

a.

Alternate A, Gas or Diese! Generator.

This alternative would involve installing a conventional gasoline,
natura! gas or diesel powered generator at the well site that would
kick in to operate the pumps in case of a power outage.

Alternate B8, Solar Backup Power Supply.

This alternative would involve installing a photovoltaic solar power
panel array at the well site located on the eastemn side of the
property. The electrical panel will have to be modified to accept the
additional power source and will be designed to be a grid tied
system. Sizing of the system will be determined by the selection of
a system that will run the pumps and use the grid power o handie
the motor start-up surge, or a system that is sized to handle the
motor start-up surge and then provide power back o the grid while
the pumps are running. The solar power supply has a very high

9



initial cost but rebates are available for solar power systems. |t
might be possible to generate revenue by selling power to APS
during periods when the system is not needed to run the pumps.
Maintenance costs to assure that power is available when needed
will be involved. While solar power generation is an emerging
source of power, the technical aspects of applying it to this type of
system are not commonly employed.

4. REPLACE EXISTING FIRE HYDRANTS

a.

Alternate A, Continue to Repair existing Hydrants.

This alternative would involve continuing to repair the existing
hydrants. This is a very labor intensive alternative, requiring
excessive time by the staff. The type of hydrant is not what the
Association wants to use as the system standard.

Alternate B, Replace Existing Hydrants with Compression
Hydrants.

The Association staff has found that compression type hydrants are
more reliable than the fork type hydrants originally installed. They
have been gradually replacing the hydrants that are teaking or hard
to operate with compression hydrants that will become the standard
for the system. Using a standard hydrant will simplify stocking of
repair parts.

5. RELINE 250,000 GALLON STORAGE TANK

a.

Alfernate A, Do not Reline Tank.

Not relining the tank will have no front end costs but will result in
significantly reduced life expectancy for the tank. Water quality will
also be impaired due to rust in the tank transferring to the water
supply.

Alternate B, Reline Tank.

A thorough relining system applied to the interior of the storage
tank, including sand blasting to remove the existing lining and
corrosion, would significantly increase the lifespan of the tank
During the relining of the tank the storage capacity of the system
would be reduced by one half. It is therefore recommended that
the relining be done during the winter months when the system
demand is lowest.

10



6. RELINE 40,000 GALLON BLENDING TANK

a.

Alternate A, Do not Reline Blending Tank.

Not relining the tank will have no front end costs but will result in
significantly reduced life expectancy for the tank. Water quality will
also be impaired due to rust in the tank transferring to the water

supply.

Alternate B, Reline Tank.

A thorough relining system applied to the interior of the blending
tank, including sand blasting to remove the existing lining and
corrosion, would significantly increase the lifespan of the tank.

7. CONNECT DISTRIBUTION LINE {N INTERSECTION OF WESTWARD WAY
AND RIDGE WAY

a.

Alternate A, Do not Connect lines.

if the lines are not connected the system will continue to exist
where a shutdown in either line can take numerous customers out
of service.

Alternate B, Connect the Lines.

The instailation of about 50 feet of pipe and 5 valves will allow far
better operation of the system in the event of the need to shut down
portions of the system for repairs. The installation will be within
existing public ROW and surfaced streets so no additional property
acquisition will be required and no adverse environmental impacts
will result.

8. DECOMMISSION GLEN ILAH PUMP STATIONS

a.

Altemate A, Do Not Decommission Pump Stations.

if the pump stations remain in place they will continue to deteriorate
and require periodic minor maintenance.

Decommission Pump Stations.

Decommissioning of the pump stations would invoive removing the
pumps, hydro-pneumatic tank, piping and control system. The
wooden buildings could then be dismantled or moved to some other
site. The components might have salvage value.

I



a. Cost Estimates

The following table presents the engineers opinion of probable construction
cost, non-construction cost, and annual operation and maintenance cost of
each alternative item. The costs are based on a normal competitive bidding
process and all improvements being done as part of a single project. The
Association would like to do the hydrant replacement over a number of years
using staff personnel for much of the work. This approach is not factored into
the figures given in the table.

ENGINEERS OPINION OF PROBABLE CONSTRUCTION COSTS, NON-CONSTRUCTION
COSTS, AND O&M COSTS

Number Unit Cost Annual Total Cost Total
Construction  Unit O&M  Construction  Annual O&M
PRV STATIONS
Repair 6 $0.00 $30,000.00
Replace 6 $25,000.00 $600.00
TELEMETRY SYSTEM
Repair 1 $0.00 §$5,000.00 $5,000.00
Replace 1 $90,00000  $200.00 F 9 $200.00
BACKUP POWER SUPPLY
Gas/Diesel 1 $2500000  $300.00 352500060 $300.00
Solar 1 $350,000.00 $2,000.00 $350,000.00 $2.000.00
FIRE HYDRANTS
Repair 70 $0.00 $50000 $35,000.00
Replace 70 $5,000.00 $25.00 59§ $1,750.00
250,000 GAL. TANK
Do nothing 1 $0.00  $20000  $0.00 $200.00
New Lining 1 $50,00000  $20000 EES5H0GHG $200.00
40,000 GAL. TANK
Do nothing 1 $0.00 $200.00 3 $200.00
New Lining 1 $30,000.00  $200.00 & :530/6605 $200.00
CONNECTION LINE
Do nothing 1 $0.00 $0.00
Construct 1 $25,000.00 $0.00
DECOMMISSION PUMP STATIONS
Do nothing 2 $0.00 $1.000.00
Decommission 2 -$5,000.00 $0.00
Total Construction Cost for Recommended Alternatives $710.000.00
Engineering Costs (10.0%) $ 71,000.00
Construction Inspection Costs (4.2%) $ 29,820.00
Construction Administration Costs {(5.0%) $ 35,500.00
Legal Costs (2.5%) $ 17,750.00
Construction Contingency {10.0%) $ 71,000.00
Qutstanding Lean Balance t {Refinance) $238,194 .35
Qutstanding Loan Balance 2 {Refinance) 3 30,737.21

TOTAL COST OF RECOMMENDED PROJECT $1,204,501.56
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SELECTION OF AN ALTERNATIVE

The following tabie presents the engineers opinion of the 30-year life cycle
cost of the various project alternatives. The costs are based on a normal
competitive bidding process and all improvements being done as part of a
single project. A four percent (4%) annual rate of inflation was used in the
cost analysis.

Number 30 Year Total
Present Worth Present
{Each) Worth Cost

PRV STATIONS

Repair 6 $86,460.00 $518,760

Replace 3] $26,730.00 $160:375
TELEMETRY SYSTEM'

Repair 1 $86,460.00

Replace 1 $93,460.00
BACKUP POWER SUPPLY

Gas/Diesel 1 $30,190.00 §36190

Solar 1 $384,585.00 $384,585

FIRE HYDRANTS

Repair 87 $8,650.00 $579,285
Replace 67 $5,435.00 5363045
250,000 GAL. TANK®
Do nothing 1 $3,460.00 $3,460
New Lining 1 $53,460.00 $5360
40,000 GAL. TANK?
Do nothing 1 $3,460.00 $3,460
New Lining 1 $33,460.00 $33/460
CONNECTION LINE®
Do nothing 1 $0.00 $0.00
Construct 1 $25,000.00 $250a0

DECOMMISSION PUMP STATIONS
Do nothing 2 $8,650.00
Decommission 2 -$5,000.00 :h10060

' The replace option was chosen due to the increasing difficult to find parts to  repair the
existing system.

2 The Do Nothing option does not include the cost of replacing the tank which may be
necessary within the 30 year time frame.
The construction of the connaction line with imorove the reliability of the system therefore
it was selected.




These selected components have been identified by the staff and board as
necessary to improve the operation and reduce maintenance costs of the
system:.

7. PROPOSED PROJECT (RECOMMENDED ALTERNATIVE)

a. Recommended Alternative:

The following components are included in the recommended alternative to the
Yarneli Water Improvement Association system.

1.

Replace PRV stations that do not maintain the proper downstream
pressure and are a source of continual maintenance time and
expense.

Replace existing telemetry system that is difficult to repair due to
outdated components with modern equipment.

Provide a backup power supply at the well site to allow continued
operation during power outages.

Replace existing fire hydrants that are often hard or impossible to
operate with compression type hydrants.

Reline one (1) 250,000 gallon storage tank that is corroding due to
deterioration of the original lining.

. Reline the 40,000 chiorine blending tank at the well site that is

correding due to deterioration of the original lining.

. Connect the two 6" water mains that pass through the intersection of

Westward Way and Ridge Way. These mains were not connhected
during construction of the original system as it was intended for them
to be on different pressure zones. The system now operates with both
lines on the same zone so a connection would eliminate what are in
effect two dead end lines.

Decommission two existing pump stations in the Glen llah service area
that have never been operated. Determine if there is salvage value to
any of the components and sell or reuse any useable items.

b. Total Proiect Cost Estimate:

The following table presents the engineers opinion of probabie construction
cost, non-construction cost, and annual operation and maintenance cost of
each of the selected alternative items.



Number Unit Cost Annual Total Cost Total
Caonstruction  Unit Q&M  Construction  Annual O&M
PRV STATIONS e
Replace 6  $2500000  $100.00 £7§ $600.00
TELEMETRY SYSTEM o
Replace 1 $90,000.00 $200.00 i $200.00
BACKUP POWER SUPPLY
Gas/Diesel 1 $25,000.00 $300.00 $300.00
FIRE HYDRANTS e e
Replace 70 $5,000.00 $25.00 £2$356,000.0 $1,750.00
250,000 GAL. TANK
New Lining 1 $50,000.00 $200.00
40,000 GAL. TANK
New Lining 1 $30,000.00 $200.00 $200.00
CONNECTION LINE
Construct 1 $25,000.00 $0.00 $0.00
DECOMMISSION PUMP STATHIONS .
Decommission 2 -$5,000.00 Y60 $0.00
Total Construction Cost for Recommended Alternatives $710,000.00
Engineering Caosts (10.0%) $ 71,000.00
Construction Inspection Costs (4.2%) $ 29,820.00
Construction Administration Costs {5.0%) $ 35,500.00
Legal Costs (2.5%) $ 17,750.00
Construction Contingency (10.0%;) $ 71,000.00
Qutstanding Loan Balance 1 {Refinance) $238,194.35
Outstanding Loan Balance 2 {Refinance) $ 30,737.21
TOTAL COST OF RECOMMENDED PROJECT $1,204,501.56
C. Annuat Operating Budget
1. Income:

The proposed rate schedule will be derived from the existing rate
schedule which is shown previously in this report. A four percent
annuat increase will be added to the rate schedule to account for
inflation. From this the water associations’ income can be projected in
10 year increments for the 30 year life of the system. The following
table represents the revenue generated from existing users and the
predicted future users.

Existing User Revenue
Year Revenue
10 $351,630
20 $520,510
30 $770,450




!

Projected Future User Revenue
10 $331,535
20 $1,215,320
30 $3,389,185

2. Operations and Maintenance (O&M) Costs:

The current operation and maintenance cost for the existing range
from $8,160 to $23,592 per year, with the five year average annual
cost of $13,833. With the selected improvements that amount will be
reduced to approximately $6000 annualty.

3. Debt Repayments:

The YWIA currently has two outstanding loans. These loans were
taken out to provide the capital needed for the initial construction of the
system. The remaining balances of the loans are $238,194.35 and
$30,737.21. Part of the new RUS grant would be used to repay the
associations existing loans and the remainder would be used for the
selected system improvements.

4. Reserves:

YWIA currently has $12,979.58 held in a reserve account. This
account is used for small capital investments, operating and
maintenance costs of the system when other sources of capital are not
available.

8. CONCLUSION AND RECOMMENDATION

CRA has concluded that the Yarnell Water Improvement Association is
operating an aging water distribution system that utilizes some out of date
technology. It is CRA’s recommendation that the USDA approve the YWIA's
request for a grant so it may repay its existing loans and make improvements
to the existing system. The previously listed improvements would increase the
reliability of the system while decreasing the annual operating and
maintenance cost. This would aftow the YWIA to better serve its users and
operate more successfully.
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Pam Passmore

From: Leonard Gradillas@az.usda gov

Sent: Friday, March 28, 2008 10:15 AM

To: William Allen

Cc: Debra.Stewart@az usda.gov

Subject: RE: Yamell Water - Environmental Report

Mr.. Allen:

Your question in your e-mail was referred to me for a response:

rage | ol 2

If the scope of this project is limited to just the replacement of valves, repalcment of existing fire hydrants and nc
new excavation activity will occur, we can then limit the level of the environmental assessment to a categorical
exclusion. If that is the case, there is no need for you to summit a separate environmental report other than to
provide the details of the project in you preliminary engineering repart (PER). Rural Development as the funding
agency would then complete the environmental assessment based on information in your PER . If however, the
scope of the project involves new excavation activity for addtional fire hydrants or rerouting of water lines, a new
water source etc. then a complete environmental report as specified in RD RUS Bulletin 1794-A 602 would need

to be submitted along with the PER.
Call me if you you any further questions

LEONARD GRADILLAS

Community Programs Directotf Environmental Coordinator
USDA Rurat Development

Phoenix, Az.

602-280-8747

From: Stewart, Debra - Phoenix, AZ
Sent: Friday, March 28, 2008 9:30 AM
To: Gradillas, Leonard - Phoenix, AZ
Subject: FW: Yarnell Water - Environmental Report

From: William Allen [mailto:WilliamA@clayrock.com]
Sent: Thursday, March 27, 2008 2:09 PM

To; Stewart, Debra - Phoenix, AZ

Cc: ywia@w3az.net; Eimer Claycomb

Subject: Yarnell Water - Environmental Report

Debra,

Due to the fact that this project involves the replacement of existing valve vauits

9/16/2008



vage 2 of £

and fire hydrants would we be able to submit a brief EA and EIS in our report. |
do not foresee and waterway or contamination impact in the execution of these
repairs. Can you tell us what our NEPA Level of Review will be?

Thanks,
Bitl
William Allen

williamat@clayrock.com
Claycomb/Rockwell Associates
8991 E. Valley Road

Prescott Valley, AZ 86314
928-772-0745 phone
928-772-2008 fax

Providing Civil Engineering & Surveying Services
Throughout Yavapai County and Arizona

9/16/2008
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YARNELL WATER IMPROVEMENT ASSOCIATION

EXHIBIT 6

2008 FINANCIAL STATEMENTS




i
I 131 pm YARNELL WATER IMPROVEMENT ASSN

11/19/08 Balance Sheet
l Accrual Basis As of November 19, 2008
Nov 19, 08
l ASSETS
Current Assets
Checking/Savings
131 - Cash
100 - Petty Cash 100.00
102 - NBA CX 390100228 4.000.94
Total 131 - Cash 4,100.94
134 - Woarking Funds
107 - Stockman's MM 2103001893 277.86
Total 134 - Working Funds 277.86
135 - Temp Cash Investments
' 104 - Meridian Bank CD 3121191 4,010.00
Total 135 - Temp Cash Investments 4,010.00
I Total Checking/Savings 8,388.80
Accounts Recelvable
141 - Accounts Receivable
144 - Reserve for Bad Debt -380.61
I 141 - Accounts Receivable - Other 4,999 67
Total 141 - Accounts Receivable 4,619.06
Total Accounts Receivable 4,619.06
I Other Cutrent Assets
162 - Prepayments
163 - Prepaid Vehicle Registration 166.04
I Total 162 - Prepayments 166.04
Total Other Current Assets 166.04
I Yotal Cutrent Assets 13,173.90
Fixed Assets
1061 - Utility Plant in Service
301 - Organization Costs 24,471.00
I 302 - Franchise Costs 34,884.00
303 - Land & Land Rights 23,732.00
304 - Structures & Improvements 59,612.92
307 - Wells & Springs 1,783.57
311 - Pumping Equipment 90,044.00
320 - Water Treatment Equipment
320.2 - Solution Chemical Feeders 4,908.39
320.1 - Water Treatment Plants 72,507.18
l Total 320 - Water Treatment Equipment 77,415.57
330 - Distrib Reservoirs & Standpipes
330.1 - Storage Tanks 151,422 .50
I Total 330 - Distrib Reservoirs & Standpipes 151,422.50
331 - Transmission & Distr Mains 866,660.62
333 - Services 2,976.06
‘ 334 - Meters & Meter Installations 82,875.04
; 335 - Hydrants 63,179.57
| 339 - Other Plant & Misc Equipment 34,824.34
340 - Office Fumiture and Equipt
340.1 - Computer & Software 3,138.68
340 - Office Furniture and Equipt - Other 3.041.05
Total 340 - Office Furniture and Equipt 6,179.73




' 1:31PM

11/19/08
Accrual Basis

YARNELL WATER IMPROVEMENT ASSN

Balance Sheet
As of November 19, 2008

341 - Transportation Equipment
343 - Tools, Shop & Garage Equip
345 - Power Operated Equipment
347 - Miscellaneous Equipment
343 - Other Intangible Plant

101 - Utility Plant in Service - Other

Total 101 - Utility Plant in Service
108 - Accum Depreciation - Plant
Totat Fixed Assets

TOTAL ASSETS

LIABILITIES & EQUITY
Liabilities
Current Liabilities
Credit Cards
231.4 - National bank of Az 9689
231.3 - Pitney Bowes Card Payable

Total Credit Cards

Other Current Liabilities
232 - Curvent Portion - L/T Debt
236 - Accrued Taxes
243 - Sales Tax Payable
238 - Payrofl Tax Liabilities
2384 - SUTA Payable
2383 - FUTA Payable
2382 - State W/H Payable
2381 - FICA/FWH Payable

Total 238 - Payroll Tax Liabilities
240 - Accrued Real Estate Tax
Total 236 - Accrued Taxes

233 - Refundable Meter Deposits

235 - Refundable Customer Deposits

237 - Accrued interest Payable

241 - Misc Gurrent & Accrued Liab
241.6 - Workers Comp Payable

Total 241 - Misc Current & Accrued Liab
Total Other Current Liabilities

Total Current Liabilities

Long Term Liabilities
224 - Long-Term Notes & bands
227 - N/P Ford Mtr- 06 Ford Serv Trk
225 - NP GMAC 16216004
226 - GMAC Loan Payable
299 - Current Portion L/T Debt

Total 224 - Long-Term Notes & bonds
Total Long Term Liabilities

Total Liabilities

Equity
211 - Paid in Capital Excess of Par
325 - Unrestricted Net Assets
Net Income

Total Equity

TOTAL LIABILITIES & EQUITY

Nov 19, 08

21,482.70
10.672.80
400.00
30,572.07
101,115.73
684.48

1,684,988.70
-1,141,502.97

543,485.73

5§56,659.63

185.45
3.605.44

3,790.89

41,805.24
1.56

27.62
270.82
104.77

1,133.44

1,536.65
3,464.41

5,002.62

10,425.64
4,029.58
13.583.44

-52.67

-52.67

74,793.85

78,584.74

11,207.23
30,737.21
238,194.35
-41,805.24

238,333.55

238,333.55

316,918.29

594.00
288,941.91
-48,704.57

239,741.34

§56,659.63
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1:28 PM YARNELL WATER IMPROVEMENT ASSN
1119108 Profit & Loss
Accrual Basis January through December 2008

Ordinary Income/Expense
Income
4681 - Metered Water Revenues
401 - Metered Customer Water Revenues
413 - Discounts & Allowances
461.5 + Bad Debt Recovery
414 - AR RVS Adjustments
481 - Metered Water Revenues - Other

Totat 461 - Metered Water Reveniues

474 - Other Water Revanues
405 - Turri On Fee/Un-Lock Fee
402 - Establishment Fees
474 - Other Water Revenues - Other

Total 474 - Other Water Revenues

Total Income

Expense
66900 - Reconcliliation Discrepancies
618 - Chemicals
615 - Purchased Power
650 - Transportation Expense
642 - Vehicle Fuel
650 - Transportation Expense - Other

Totat 6§50 - Transportation Expense

408 - Taxes Other Than Income
408.11 - Property Taxes
638 - Sales Tax Expense

Total 408 - Taxes Other Than income

601 - Salaries & Wages Expense
601.1 - Sataries & Wages
601.2 - Employee Insurance Allowance
601.1 - Salarles & Wages - Other

Total 601.1 - Salarles & Wages

601.4 - Payroll Tax Expense
8751 - Employer FICA
8752 - FUTA Expense
6753 - SUTA Expense

Total 601.4 - Payrolt Tax Expense

Total 801 - Salarles & Wages Expense

403 - Depreciation Expense
G120 - 612 Bank Service Charges
621 - Office Supplies & Expense
655 - Computer Repairs & Malntenance
639 - Utliities
758 - Propane
760 - Telephone

Total 639 - Utilities

884 - Dues and Subscriptions

883 - Printing and Reproduction

782 - Postage and Dalivery

821 - Office Supplies & Expense - Other

Total 621 - Office Supplies & Expense

Jan - Dec 08

183,441.19
-161.97
12.29
95.00
344.67

183,731.18

1,480.00
1,840.00
819.65

4,139.65

187,870.83

128.56
-51.48
§,932.37

2,661.08
453.22

3.114.30

8,656.50
65.49

8,721.99

2,298.62
97,920.35

100,288.97

7.684.31
271.46
597.37

8.553.14

108,842.11
30,011.60
10.00
108.50
2,594.32
4,283.84
6,878.16

684.87
756.40
2,759.80
3.802.28

14,990.01

Page 1



1:28 PM YARNELL WATER IMPROVEMENT ASSN
1119108 Profit & Loss
Accrual Basls January through December 2008

675 - Miscellaneous
675.1 - Bad Debt Expense
624 - Employee Traln, Seminars &
694 - Licenssas and Permits
675 - Miscelianeous - Other

Total 875 - Miscellaneous

641 - Rent
695 - Equipment Rental

Total 641 - Rant

657 - Insurance-General Liability
686 - Workers Comp
65T - Insurance-General Liability - Other

Total 857 - Insurance-General Liabllity

630 - Outside Services
762 - Trash
627 - Professional Fees
791 - Accounting
693 - Engineering
784 - Consulting fees
627 - Professionat Fees - Other

Total 827 - Professional Fees

630.1 - Day Labor
712 - Bank Service Charges
630 - Qutside Services - Other

Total 630 - Outside Services

620 - Repairs & Malntenance
645 - Operations
640 - Backhoe Fuel
644 - Maintenance Supplias
646 - Small Tools

Total 645 - Operations

652 - Equipment Repairs & Maintenance
620 - Repairs & Maintenance - Other

Total 620 - Repairs & Maintenance

835 - Water Test
635.1 - Samples

Total 635 - Water Test
Total Expense

Net Ordinary Income

Other iIncome/Expense
Other Income
419 - Interest fncome
421 - Misc Non Utllity Income
703 - Other iIncome
421.1 - Gain/Loss Sale of Assets
421 - Misc Non Utility income - Other

Total 421 - Misc Non Utllity Income

Total Other Income

Jan - Dec 08

342,62
1.325.34
803.25
26.67

249788

1,593.16

1.583.18

6,304.53
6.536.90

11,841.43

228.00

2,324.75
12,920.00
540.00
0.00

15,784.75

240.00
156.84
5,315.00

21,724.59

709.36
8,333.00
1.491.76

10,534.12

845.02
252,78

11,631.62

2,847.85

2,847.85

226,837.29

-38,968.46

508.63

954.68
229.80
25.00

1,208.48

1,718.11

Page 2



1:28 PM

11/19/08
Accrual Basis

YARNELL WATER IMPROVEMENT ASSN

Profit & Loss
January through December 2008

Jan - Dec 08

Other Expanse
427 - Interest Expanse
427.1 « Finance Charge
427.2 - Loan Interest
427 - Interest Expense - Other

57.19
11,288.60
1,200.43

Total 427 - Interest Exponse

12,546.22

Total Other Expense

12,548.22

Net Other Income

-10,828.11

Neat Income

-49,794.57

Page 3






YARNELL WATER IMPROVEMENT ASSOCIATION

EXHIBIT 7

OPERATING BUDGET AND CASH FLOW
FOR 2009 AND 2010
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Walter P. Blodgett, CPA CFP®
“Helping You Create, Accunilate and Preserve Your Financial Well Being”

To Yamell Water Improvement Association

We have compiled the accompanying Operating Budget, and Projected Cash Flow of Yarnell
Water Improvement Association for the Periods ending December 31, 2009, December 31, 2010,
and December 31, 2011, in accordance with attestation standards established by the American
Institute of Certified Public Accountants. This financial projection is presented on the basis of
accounting prescribed by the Arizona Corporation Commission for water utility companies, that
is a comprehensive basis of accounting other than generally accepted accounting principles.. The
Operating Budget, and Projected Cash Flow was prepared for the Rural Development
Department of the U.S. Department of Agriculture for the purpose acquiring a loan for
improvements to operating facilities and refinancing current GMAC debt.

A compilation is limited to presenting in the form of a projection information that is the
representation of management and does not include evaluation of the support for the assumptions
underlying the projection. We have not examined the projection and, accordingly, do not express
an opinion or any other form of assurance on the accompanying statements or assumptions.
Furthermore, even if the financing in the amounts described along with other assumptions in
Note A — Summary of Assumptions are attained there will usually be differences between the
projected and actual results, because events and circumstances frequently do not occur as
expected, and those differences may be material. We have no responsibility to update this report
for events and circumstances occurring after the date of this report.

Management has elected to omit the summary of significant accounting policies required by the
guidelines for presentation of a projection established by the American Institute of Certified
Public Accountants. If the omitted disclosures were included in the projection, they might
influence the user’s conclusions about the Company’s results of operations and cash flows of the
projection periods. Accordingly, this projection is not designed for those who are not informed
about such matters.

The accompanying projection and this repott are intended solely for the information and use of
Yamell Water Improvement Association and the U.S. Department of Agriculture and are not
intended to be and should not be used by anyone other than these specified parties. We are not
independent with respect to Yarnell Water Improvement Association.

Blodgett CPA, LILC
Wickenburg, Arizona
April 27, 2009

walt@wblodgettepa.com  (928)684-0660 Fax (928)684-3885
811 N Tegner St, Ste 125, Wickenburg, Arizona 85390



USDA-RD

Form RE 442.7 Position 3 Form Approved
orm -1 ~ OMB No. 0575-0015
{(Rev. 3-02) OPERATING BUDGET
Schedule 1
Name Address
"YARNELL WATER IMPROVEMENT ASSOCIATION 22609 LOOKA WAY
YARNETLY,
Applicant Fiscal Year County State (Including ZiP Code)
From 01-09 To 12-09 YAVAPAL ARTZONA 85362
20 20 20 09 20 10 First Full Year
OPERATING INCOME m @ G) ) &)
1. METERED WATER REVENUES $238,893.00 $328,319.00 $331,603.00
2. OTHER WATER REVENUES ' $5,143.00 $5,610.00 $5,610.00
3
4,
5. Miscellaneous
6. Less: Allowances and Deductions |( I b M ] )
7. Total Operating Income
(Add Lines 1 through 6) $0.00 $0.00 $244,036.09 $333,929.00 $337,213.00
OPERATING EXPENSES
8. WATER OPERATIONS EXPENS $37,062.00 $27,199.00 $26,014.00
9. QUTSIDR SERVICES : 59,985.00 $13,285.00 $13,6085,00
10. INSURANCE EXPENSE ' $12,602.00 $13,186.00 $13,582.00
11. TAXES OTHER THAN INCOME ‘ $11,069.00 $22,732.00 $23,414 .00
12. SALARY & WAGE EXPEMSE $127,112.00 $130,925.00 $134,653.00
13. OFFICE EXPENSE $18,140.00 $18,684.00 §19,245.00
14. MISCELLANEOUS $2,953.00 $3,042.00 $3,134.00
15. Interest {RD) $18,667.00 $29,224.00 ’ $268,816.00
16. Depreciation ' $36,014.00 576,420.00 $76,420.00
17. Total Operating Expense $0.00 $0.00 $273,804.00 $334,697.00 $341,163.00
(Add lines 8 through 16)
18. NET OPERATING INCOME $0.00 $0.00 ($29,768.00) (5768.00) ($3,950.00)
(LOSS) (Line 7 less 17}
NONOPERATING INCOME
15.
20.
21. Total Nonoperating Income
(Add Lines 19 and 20) 50.00 $0.00 $0.00 $0.00 $0.00
22.NET INCOME (LOSS)
(Add Lines 18 and 21) (Transfer
to Line A Schedule 2) $0.00 $0.00 ($29,768.00) ($768.00) ($3,950.00)

Budget and Projected Cash Flow Approved by Governing Body

Attest:
Secretary Date
Appropriate Official Date

Accarding to the Paperwork Reduction Act of 1995, an agency may rot conduct or sponser, and a person is nol reguired to respond 10 a collection of information wnless it displays a valid OMB consrol
number. The vatid OMB control mumber for this information colfection is 05 75-0015, The time required to compleie this iformation collection is estimated o average 3 hours per response, including the

time for reviewing instructions, searching existing data sources, gathering and maintaining the data needed, and compleiing and reviewing the collectton of information.



Schedule 2
PROJECTED CASH FLOW
First
20 20 20 0% 20 10 Full Year

A. Line 22 from Schedule 1 Income (Loss) S0 $6{ (529,768} ($768) ($3,950)

Add
8. Items in Operations not Requiring Cash:

1. Depreciation (Line 16, Schedufe 1) §0 50 $36,014 $76,420 $76,420

2. Others:
C. Cash Provided from:

I. Proceeds from RD loan/grant $1,300,000

2. Proceeds from others

3. Increase (Decrease) in Accounts Payable,

Accruals and other Current Liabilities

4. Decrease (Increase) in Accounts Receivable,

inventories and Other Current As sets (Exclude Cash)

5. Other: SEE ATTACHED SCHEDULE 1 {$7,130) $8,442 {$1,349)

6.
D. Total all A, B and C Jtems $0 $0|%1,299,116 $84,094 $71,121
E. Less: Cash Expended for:

1. All Construction, Equipment and New Capital Items

(Loaﬂ andgrantfunds) $1,010,138

2. Replacement and Additions to Existing Property, Plant and

Equipment $3,451 43,556 54,663

3. Principal Payment RDD Loan

4, Principal Payment Other L oans $273,109 $4.615 52,063

5. Other:

6. Total E 1 through 3 $0 $0] $1, 286,698 $8.171 $6.726

Add
F. Beginning Cash Balances 5811 513,229 589,152
G. Ending Cash Balances (Total of D minus £ 6 plus F) $o 50 $13,229 $89,152| $2,153,547
Item G Cash Balances Composed of:

Construction Account

Revenue Account

Debt Payment Account

O&M Account $811 $11,333 $83,464 $144,067

Reserve Account 51,896 $5,688 $9,480

Funded Depreciation Account

Others:
Total - Agrees with Item G 50 5811 $13,229 $85,152|  $153,547




Note A: Summary of Sensitive and General Assumptions

Sensitive Assumptions

Lean acquired from USDA Jan 1, 2010

Loan terms
Rate Years Pmt freq
3.75% 40 Monthly Interest only 15t 2 yrs at $ 2,397 per mnth
payments thereafter $ 3,161 per mnth
Loan Amount:
Project Costs $ 1,010,138
Assumed USDA Grant 45% 533,000
$ 477,138
GMAC Note 5% 238,194
GMAC Note 5% 30,737
GMAC Accrued Int. Months 18 20,931
Loan Amount $§ 767,000

Grant funds assumed to be available to payoff GMAC loans and fund construction through August, 2009.

Loan proceeds are to be deposited into separate account as funds are needed {c pay construction draws.

Assume even $153,400 loan deposit beginning August 31, 2009.

If loan approved, would require ACC to approve per year Revenue increase beginning Jan 2010 to service

Loan payments Interest only 1st 2 years $ 239688 $ 28,763
Reserve fund monthly contribution: $ 316.00 $ 3,792
$ 32,555

Loan payments after 2 years P & | $ 316100 $ 37,932
Reserve fund monthly contribution: $ 316.00 3 3,792
$ 41724

3rd year increase $ 9,169

Fixed Asset 2009 expenditures placed in service Jan 2010 per engineer study

Annual Operating & Maintenance savings per enginee} study:

$ 10,975
Average depreciation rate allowed by ACC 4%
Annual depreciation on new infrastruciure $ 40,406
Interest Income from investment of loan proceeds Months -

Rate 2%
General Assumptions

Expenditure Inflation rate Customer usage annual increase
3.00% 1.00%

Commission rate increase effective Feb 2009
19.61%

Other Assumptions
Additional rate increase beginning January, 2010 to required for general cperations.

Page 1 of 2 See Accountant's Report

$ 1,010,138

$ 33,000.00



Note A: Summary of Sensitive and General Assumptions

New computer system & peripherals 2011 $ 1,000

Estimate Plant Equipment & Tools Replace per year based on 2008 adjusted for inflation
Estimate 100% increase in property tax resuiting from new property acquisition beginning 2010.
$12,920 Preliminary Engineering in 2008 will not repeat

Additional 2009 accounting fees for incremental fixed asset accounting, ACC rale increase
request and loan acquisition $ 3,000

Additional annual accounting fees for loan and quarterly compilations per USDA loan requirements
5 6,000

Page20f 2 See Accountant's Report
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