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You must complete ALL items in the application according to the instructions provided. 1f you
have any questions regarding the application please cdll (602) 542-4251 for Statf assistance,

IN ORDER TO PROCESS YOUR APPLICATION
PLEASE FORWARD THE ORIGINAL
AND THIRTEEN COPIES OF THE
APPLICATION PLUS
THREE PACKETS OF THE SUPPORTING
DOCUMENTATION TO:

ARIZONA CORPORATION COMMISSION
DOCKET CONTROL. CENTER
1200 WEST WASHINGTON STREET
PHOENIX, ARIZONA 85007




APPLICATION FOR FINANCE

 February 23, 2015

ATTN: ARIZONA.CORPORATION' COMMISSION
1200 WEST WASHINGTON ST. :
PHOENIX, ARIZONA 85007

FROM: LAKE VERDE WATER COMPANY ( PWS ) PERMIT #13-038
. 738 SOUTH PARKS DRIVE, CAMP VERDE, ARIZONA, 86322
- [ PHONE 928-567-9170, Fax 928-567-6351,] -
E-MAIL: DBMCDONALD78@GMAIL.COM

Authorized person on-behalf of Lake Verde Water Company to receive notice and commumnications regarding : .\

this appheanon ist

Dupn Lee Mc Donald :
President, Lake Verde Water Company
738 South Parks Drive

Camp Verde, Arizona 86322

Lake Verde Water Company is seeking a loan through Waster infrastructure Finance Authority of Arizona in

the amount of $500,000.00 dollars, payable over 20.00 years at a rate of 4.5% or the prevailing rate prescribed
by the Drinking Water Revolving Fund at the time of commitment. [ A copy of the Cost estimate from the 2010
study requested by ADEQ. And conducted by Narasimhan Consulting Services, Inc. is attached herewith and
is made 8 portion hereof by this reference | :

Gross proceeds should equal net proceeds no agent other than WIFA will be used in procuring the m.

‘The purpose of the loan is to finance the engineering, procurement, installation and opemtxon of treatment plant
to reduce Nitrates and Arsenic below the Maximum Contaminant level prescribed by the EPA and Arizona
_Department of Environmental Quality. Lake Verde Water Company received a notice of Viglation from ADEQ,
and is responding in good faith to the demands of the Arizona Corporation Commission office, Ttw()ﬁ'we of
Attomey General and the Superior Court of Arizons. Regarding both contaminants. :

| Lake Verde Wiater Company will provzde necessary Corporate leutmns t0. authonze the debt to WIFA

: LakeVerdeWaterCompauy mthcmterectofthchea}thmdwellfmraﬂhepubhmsrequesungthxsloan AS - ;

Lake Verde Water Company does not currently comply with the parameters of the Safe Drinking Water Act.

Lake Verde Wm Company has not contracted with an agent, or agency. There are no fees or commissions
expected in this financing agreement. All documents executed in this financing will be provided.

Thank you for your consideration.

Lee Mc Donald
President, Lake Verde Water Company.




Ww-01557TA

PUBLIC NOTICE
OF
AN APPLICATION FOR AN ORDER
AUTHORIZING THE ISSUANCE OF A LOAN BY LAKE VERDE
WATER COMPANY

Lake Verde Water Company tiled an Application with the Arizona Corporation Commission
known herein and hereafter as the “Commission” for an order authorizing Lake Verde Water
to issue $500,000.00 of Debt. The application is available for inspection during regular business
hours at the office of the Commission in Phoenix, Arizona, and the Company’s office in Camp
Verde, AZ. The purpose of the loan is to finance the installation and operation of a water
treatment facility to lower Arsenic and Nitrate levels to the standards required by Arizona
Department of Environmental Quality.

Intervention in Commission proceedings on the application shall be permitted to any person
entitled by law to intervene and have a direct substantial interest in this matter. Persons
desiring to intervene must file a Motion to Intervene with the Commission which must be
served upon application and which, at a minimum, shall contain the following information.

1. The name, address and telephone number of the proposed intervener-and of any person
upon whom service of documents is to be made if different than the intervener.
2. A Short statement of the proposed intervener’s interest in the proceeding.

3. Whether the proposed intervener desires a formal evidentiary hearing on the
application and the reasons for such a hearing.

4. A statement certifying that a copy of the Motion to Intervene has been mailed to the
Applicant

The granting of motion to intervene shall be governed by A.A.C. R14-3-105, except that all
Motions to Intervene must be filed on, or before, the 15® day after this notice.
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[COMPANYNAME [ 0" prgde warel. omfiacy
COMPARATIVE STATEMENT OF INCOME AND EXPENSE

Acct. OPERATING REVENUES PRIORYEAR | CURRENT YEAR
Ne. ‘ . , .
461 | Metered Water Revenue $ /L. 858 o0 |8 /709 .00
460 | Unmetered Water Revenue ! ’

474 Qther Water Revenues « '
| TOTAL REVENUES | S/ 258 00 |$/4,709.00
OPERATING EXPENSES

601 | Salaries and Wages 5 b
610 | Purchased Water , ; e
615 | Purchased Power /9L LD /998 e '
618 | Chemicals o
620 Repairs and Maintenance . _ :

621 Office Supplies and Expense /% %9 /LY ST
630 | Outside Services 77235 33 4259. 33
635 | Water Testing /R3S <3 /el 8. 59

641 | Rents L Brop . DO '
650 Transportation Expenses S5 RB if e

657 | Insurance — General Liability //9/ 75 L7/ A5

659 |.Insurance - Health and'Life -

666 | Regulatory Commission Expense — Rate Case

675 | Miscellanecous Expense Z7L ). BE SRl OA

403 | Depreciation Expense Y 2L O0 4303, 0

408 Taxes Other Than Income ' o

408.11 | Property Taxes ZRY L2 S, 53
409 Income Tax :

{ TOTAL QPERATING EXPENSES $ 46’/ 190 OO0 b QZZ OS5, OO0
OPERATING INCOME/(LOSS) $ < L334, ao? $ /0397 oY)
: __OTHER INCOMEXEXPENSE) '

419 | Interest and Dividend Income b} $
421 | Non-Utility Income
426 Miscellaneous Non-Utility Expenses
427 Interest Expense . :

TOTAL OTHER INCOME/EXPENSE) $ $

| NET INCOME/(LOSS). _

S (L232.007

$'4'0 3Y7. Of{)
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COMPANYNAME / 440 Logtt p& sy ek /4 ‘m,?mz}’ Zal.
- SUPPLEMENTAL FINANCIAL DATA
Long-Term Debt
“LOANH LOAN #2 LOAN #3 LOAN #4

DatsJssued I |
So‘urcem\
ACC Decision Nc\ - .
Reason for Loan \ A ;Nl @” p £
Dollar Amount Issued N $ 3
Amouﬁt:Outétanding 13 - \‘S\ $
Date of Maturity | \\
Interest Ratc | % % \ % %
Current Year Interest 1$ 3 ' \“3\
.Current Year Pﬁnciple $ $ 3 \

Meter Deposit Balance at T:;st Year End $

Meter Deposits Refunded During the Test Year $




HW-015 574

COMPANY NAME , , /- L 62 0& por7E%. L0

UTILITY PLANT IN SERVICE
Acet. Originsl Accumulated 0.CLD.
No. DESCRIPTION Cost (OC) Depreciation (OC less AD)
{AD) ‘
301 Organization 7590.00 | 7590.c0| —
302 Franchises : ‘ ' ‘
303 Land and Land Rights o000 e 16 OO
¢ $
304 Structures and Improvements ‘
307 Wells and Springs Sl o5 SOl .00 ~—
311 Pumping Equipment _ 20825.00 | 19940.50] 934.50
320 Water Treatment Equipment

320.1 Water Treatment Plants

320.2 | Solution Chemical Feeders
330 Distribution Reservoirs and Standpipes

3301 | Storage Tanks ’

330.2 Pressure Tanks :
331 Transmission and Distribution Mains /9032.00 18882 .50 | 'L‘g .50 Bk
333 Services .

334 | Meters and Meter Installations Gse An 255 .00 —
335 ‘Hydrants

336 Backflow Prevention Devices

339 Otber Plant and Misc. Equipment

340 1 Office Furniture and Equipment 2RO . OO 280 .00 —

340.1 1 Computers & Software )qas OO0 1 935,00 —
341 | Transportation Equipment 1894 . 0o 1894. Qo -
343 Tools, Shop and Garage Equipment
344 Laboratory Equipment

- 345 Power Operated Equipment 1263 .00 1AL3. 00 —
346 Communication Equipment Lol oD STAN- " —
347 Miscellaneous Equipment 213.00 3i1a.00 w——
348 Other Tangible Plant :

TOTALS L9703.00 | S¥9.00 | H084.00

This amount goes on the Balance Sheet Acct. No. 108




COMPANYNAME | o & ngae' LoArER (00

BALANCE SHEET
Acct BALANCE AT BALANCE AT
No. ‘ BEGINNING OF END OF
CURRENT AND ACCRUED ASSETS ' . . ‘
131 | Cash S 5. SissHy 18 R98C. OO
134 | Working Funds ’ - -
135 | Temporary Cash Investments »
141 | Customer Accounts Receivable /985 . &/ /3R/. OO0
146 | Notes/Receivables from Associated Companies .
151 | Plant Material and Supplies
162 | Prepayments
174 | Miscellaneous Current and Accrued Assets
TOTAL CURRENT AND ACCRUED ASSETS
* $ 7749/ 05 $ 4307 00

; . FIXED ASSETS o
101 | Utility Plant in Service $ £3¢32. .00 8 23437 OO
103 | Property Held for Future Use
105 | Construction Work in Progress ,

{ 108 | Accumulated Depreciation — Utility Plant { £2 .53 YRS TIA Y)Y
121 | Non-Utility Property "Te\raneydole. Pesds | S5 090, Ss0a6 .00
122 | Accumulated Depreciation — Non Utility YA (57 928 @

TOTAL FIXED ASSETS 18 /7378 00 |% P28 00 |
TOTAL ASSETS $ 249539 05 |8 /9335 00

NOTE: ‘The Assets on this page should be equal to Total Liabilifies and Capital on the following‘page..




| COMPANYNAME | AKe. Vmae’ Water (p

w—0tT574

BALANCE SHEET (CONTINUED)

Acct. BALANCE AT | BALANCE AT
No. : \ BEGINNING OF ENDOF
LIABILITIES YEAR YEAR
, . - CURRENT LIABILITES .
231 | Accounts Payable § 7490 .00 |8 L72.00
232 | Notes Payable (Current Portion) = - 2797 00 | R747.00
234 | Notes/Accounts Payable to Associated Companies : IR
235 | Customer Deposits
236 | Acerued Taxes x S REL. OO0 /%35 00
237 .| Accrued Interest - ' - ,
241 | Miscellaneous Current and Accrued Liabilities ; ‘
TOTAL CURREN-T LIABILITIES S 478 oo |3 852 00
L4 G Wy .
LONG-TERM DEBT (Ovér 12" Months)
224 | Long-Term Notes and Bonds b $
DEFERRED CREDITS
251 | Unamortized Premium on Debt $ $
252 | Advances in Aid of Construction ,
255 | Accumulated Deferred Investment Tax Credits
271 | Contributions in Aid of Construction
272 | Less: Amortization of Contributions
281 | Accumulated Deferred Income Tax :
| TOTAL DEFERRED CREDITS $ 3
TOTAL LIABILITIES L $ 4208 o0 |8 #852. 00
CAPITAL ACCOUNTS , , : ' '
201 | Common Stock Issued ' $ 0,000.00|3 X0t .00
211 | Paid in Capital in Excess of Par Value 19, M 240 .07
215 |'Retained Earnings ‘Z"f ‘-GLQ,_QQ? Q9 ols
218 | Proprietary Capital (Sole Props and Partnerships)
____| TOTAL CAPITAL 3 3
1 TOTAL LIABIL’ITIES,-_AND CAPITAL |8 24539 0018 /933500




ton Contattors. e

The adsorption contactors should be designed suchthat the hydrauliclosding rato shouldbe between
610’ gom/f, and the empty bed contact time should be around 2.5 minutes, Based on the design

flow and arsenic level, it is determined that he two 2.5-foot diarmeter, ¢poxy coated, cerbon steel
pressure vessel with granular iron media shonld be used as edsorption contactors, Out of two
vessels, one vessel will be in operation and other will be standby. Eech pressure vesael should have
2 side shell height of § fest with a semi-elliptical top and bottom heads, each approximately 0.75 feet
high.- The total height of each pressure vessel will be approximasely 6.5 feet. Based on water
quality, it is assumed that the arscuic breakthrough will ocour at 35,000 Bed Volumes (BVs),

therefore, at 40% well utilization rate, contactor media will have to be replaced every 150 days.

3,2.2 Backwash Egualization Tank

The GIM is backwashed periodically (every 3 to 6 months), regercliess of headioss through the
contactors, at a backwash Tlow rate of 15 gpi/f for 15 minutes. The total backwash volume
generated will be approximately 1,104 gations. The headloss during backwash is generally around
15 psi. When media is installed in the contactors, it should fo be conditioned or rinsed to remove
iron fines, This process takes a slightly longer duration than 2 normal backwash operation. Rinsing
stould be performed 2t 8 gpm/fY® for 30 minutes. The total risse volume generated will be
approximately 1,178 gallons. A backwash tank 6-foof in dizmeter and 8-foot heigh should be ,
provided to store either rinse or backwash effluent. , C

“ J

3.2.3 Disinfection

Disinfection of the groungwater is required for the removal or inactivation of microbial organisms
that can harm the consumers. Disinfection alse serves otheruseful purposes in water treatment, such
as taste and odor coutrol, prevention of algac growth, maintajzing clean adsorption media,
maintenance of distribution system water quality by controlling slime growth, water main
sterilization, etc. The disinfection system can also be used to refresh water guality in the contectors
after extended periods of ghutdown, whete microbial growth may have cecurred. The adsorption
contactors may need to be disinfected at a dose of 3 to 4 mg/L for 10 to 20 minutes to mitigate
microbial growth within the'centactors before returning the units to service.

3.3 Cost Estimate for the New ATF

Table 3 presents the total construction cost for the ATF project. It is estimated 1o be around
$447,000. The annus} operation and maintenance costs for the ATF is caleulated to be around
324,000, as shown In Teble 4.

Lake Verde Water Company, PW3S # 13038
prasnic Treatmeont Evaluation Report Page ¥ -

LVWECE00040




——

- Capital cnsts Summary ¢ - 135 GPM Sysfem
dsorpﬂon Systam -
ontractors Cost + Media $35.00
Piping-(Including manlioid piping, control velves, flow maters, & $20,000
ackfiow praventsr) '
IArsenic System instaliation Cosls $15,0008
gundation $5,000
[Resliduals Handling System Cosis (Backwash Equalization Tank) $5,000
Acid System $5,000
Backwash Dscant Vaives and Pipe $5,000 ‘
FWater Storage Tank * $20,000
Building (15' 5] $9,000
Transmlss!on Line (2" HOPE Pipsling @ § 30 /1) $158,400
B coster Stetlon $5.000
Y ard Plping and Valves Allowange $5,000,
Eiectrical and nstrumentation & Controls $20,0001
Site Clvil $4,000
ITOTAL ARSENIC FACILITIES COSTE ~ §344,4001
CONTINGENCIES (10%) $31,140
[TOTAL ESTIMATED COSTS W/Q TAXEE . $342,540F
Taxes, Insurance & Bonds (8.5%) $29,116
TOTAL ESTIMATED COSTS W/ TAXES ‘53718568
Engingering Design Fee, construction sdmin support, startup, $75,0ﬁ0}
nd permitting
TOTAL BUDGET $447,000
Table 4: Estimated Annuai O&M Costs at LVWC ATF
e -Qperation and Malntenance Costs Summary 38 GPM System
Labor Ccst 8 hriweek of labor @ 330 per hour 1-8 12,500
Media Replacemaerit Cost i $ 4,000
lacid Cost $ 1,250
Pledia Disposal Cost $ 1,500
PPower Cost $ 800
{Equipment Malntenance Cost $ 4,000
v ' Annugl O&M Cost] & 24,000

{eke Varde Water Company, PWS # 13038
Arsenic Treatment Evaluation Repart

Page 8

LVW00000011




" 2232015

KEC

t.1

1.2

A

1.3

14

i35
1.6

1.7

1.8
1.9
1.10

1.11
1.12
1.13

SEL

2.1

2.2

23

25

SR

31

3.2

www azwifa.gov - eApplications

DRINKING WATER APPLICATION

Water hfrastructure Finance Authority of Arizons {WIFA) /U._. ﬂ/55 74

Finaneial Assistgpce Project Priorviy List Application

TN T APPLICATHON INEQORMATION APPLICATION VUMBE R P 0302815 ﬁ?r!gg
Applicant: Lake Verde Water Company INC Job Title: President
Contact Names: First Dugan Middle Initial: L Last: McDonald
Address: PO BOX 2777 City: Camp Verde State: AZ  Zip:
86322
. (928) 301-5964 Fax: (828) 567--6351 E-Mail:
Phone. i ——_ L Eamad

brancos @gmall.com
County in Which Project is Located: VYavapai

Number of Connegtions to System: 68 BIN/A Population Served by the System: €8

Monthly Residential Fee (Base + Use) for 7,500 gallons:  24.00 Eina
Existing Debt (ptincipal only) Payable by System Users:  $0.00

Population of City or Town: 11,000 Median Household Income: $38,871.00

ADEQ Systemn Identification Number (PWS #): 13-038
If this project involves an acquisition, please enter botit systems’ identification numbers.

Is the system ACC regulated? ® ves @ No

Is this request fora project that received financial or technical assistance from WIFA in 2 previous funding cycle? @ Yes ®No

Is your system registered with the E<Verify Program? D Yes ®No
(You will be réquired to provide proaf of participation prior to the execution of @ loan or grant agreement.)

THX 21 PROPOSED BRINKING WATER FINARCIAL ASSISTANCE PROJECH

Project Title/Name: Lake Verde Water Company Inc

Type of ioan required during this funding cycle? s Design $100,000.00 and/or ¥ Construction
$400,000.00 '

Briefly summarize the problem Im:iowj (Mu il or upload any supporting documentation)

Two wells owned by Lake Verde Water Company, Inc require treatment for MCL violations for Arsenic and Nitrates
Briefly summarize the solution below.

Install Arsenic Treatment System

Project Purpose: (Select only one)

® Assist Non-Compliant Systems to Achieve Compliance

&} Assist Compliant Systems to Meet Future Requirements
& Assist Compliant Systems to Maintain Compliance
® Other {(Not Cempliance Related)
PEFON B EXISTING CONDITIONS AND PROJECT BENEPITR
Select Expected Project Benefit(s)
& Compliance - Existing Requirements & Compliance - Future Requirements & Expanded Service
& Reduce Public Health Risks
Water System inprovement (

https://eapps .azwifa.govloan/reports/print_dw _vi5.aspx?action=preview

178



mailto:bmancos@grnaH.com

“ 202372015 www.azwifa.gov - eApplications
L

) Proposed project addresses deficienci¢s identified by EPA, ADEQ or ADEQ-delegated agency. W a / 5 5 7 ﬂ.
3.3 Consolidation and Reglonalization 2 '
Project physicaily consolidates two ormore public water systems into one public water system

) Projectis the extension of service to areas currently not served by a public watersystem.
& Project consolidates the operations, management and/or ownership of two-or more public water systems.

3.4 Water-and Energy Efficiency Index

3 5010, 100% oftotal project costs are for water or energy efficiency compenents or environmentally innovative approaches.
& 10%to 49% of project costs are for water or energy etficiency components or environmentally innovative approaches.

& tess than 10% of the project costs are for any water or energy efficiency components or environmentally innovative
approaches.

Project's:green componenis S

3.5 System Compliance *must mail or upload supporting documents
@ Nofice of violations and/or consent orders from regulatory agency *
@ m compliance . . e

SECTION 4 READINESS TO PROCEF D BRPICATORS

4.1 Debt Authorization?
(Formore information, see WIFA Delit Authorization Guidunce Daciwnen

D Yes B No
Enterauthorization/expected authorization date: [mm/dd/yyyy]
(mail or upload copy of official gaverning body debt authorization resolution, election results or ACC order)

4.2 ProjectDesign (Select-only one)
@ Project is in planning stages ©¥ Engineer has been selected & Currently under design 2 Ready for construction
Enter design completion/anticipated design completion date: [mmvdd/yyyy]
4.3 Applicable Plan and Specification Approvals (Select only ence)

& Approval to construct has been obtained
€ Plansand specification have been submitted to permitting agency forapproval
@ Design has.not been completed

& Other ornot applicable
Enter permit/anticipated permit(s) receipt date: {mm/dd/yyvy]
If not applicable or.if multipie permits are required, please explain:

4.4 Project Bids (Select only one)
® Project is not ready for bid € Project is currently out forbid &/ Bidding is complete
Enter bid/anticipated bid award date: date; [mm/dd/yyyy]
4.5 Project Construction
When do you plan to begin project construction? If you may need to begin the project before the requested financial
assistance is awarded, please provide details.
As soon as funds are avaiable. We are undera consent order
SECTION 5: REQUESTED AMOUNT aXD CERTIFICATIONAPPROY AL
5.1 Estimated Date WIFA Funding Required: 03/01/2016  [mnv/dd/yyyy]

5.2 Estimated Financial Assistance Costs & Funding Source
Funding Source Project Costs

https://éapps .aawifa.govil Gai/ieportsiprint_dw_v15.aspxPaction=preview 2/6
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true, accurate, and correct.

. 22302015
“ Amount funded iocally: $0.00 (/U 0155 7ﬂ ‘
* Amount requested from WIFA for this project: $500.000.00 :
Other source: $0.00
Total: $500,000.00

5.3 As the Authorized Representative, I certify that the information contained in this application is, to the best of my knowledge,

€

hitps://eapps azwifa.govioan/reports/print_dw_vi5.aspx7action=preview

Water Infrasiructure Finance Authority of Arizona
1110 West Washiagton, Suite 290, Phoenix, Arizona 85007

First Name Last Name Title

Dugan McDonakd president

Authorized Signature: Date: Q[ 22/ 4015
7 Please mail it fo: i

36
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You must complete ALL items in the application according to the instructions provided. If you
have any questions regarding the application please call (602) 542-4251 for Staff assistance.

IN ORDER TO PROCESS YOUR APPLICATION
PLEASE FORWARD THE ORIGINAL
AND THIRTEEN COPIES OF THE
APPLICATION PLUS
THREE PACKETS OF THE SUPPORTING
DOCUMENTATION TO:

ARIZONA CORPORATION COMMISSION
DOCKET CONTROL CENTER
1200 WEST WASHINGTON STREET
PHOENIX, ARIZONA 85007




Lake Verde Water Company, Inc.

W-01557A February 9, 2015
P. O.Box 2777
Camp Verde, Arizona, 86322

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, AZ. 85007-2927

RE: Emergency Rate Increase:

The Lake Verde Water Company is a water supply system serving a population of
approximately 125 persons with 68 water connections, two wells, { one of which is
non-operational} two pressure tanks, One large storage tank, { which has rusted
out and is non-operational } and one distribution system. Lake Verde was assigned
water system Public Water System ( PWS”) permit #13-038.

Lake Verde Water Company Inc. is requesting the Emergency Rate Increase as it is
necessary to protect the Health and Welfare of the individuals being provided
drinking water from and through our water distribution system.

Lake Verde Water Company Inc. is subject to regulations under the State’s safe
drinking water laws. Therefore we are required to serve water to residents in
compliance with the federal Maximum Contaminant levels for various
contaminants, including arsenic. Since November 2008, it has been determined that
the Arsenic levels found within our water system are in fact to high and do
represent an immediate threat the health and welfare of its users.

On May 20, 2010, I, Dugan Mc Donaid, the President of Lake Verde Water
Company signed a Consent Order DW-42-10 on behalf of the water company to
make the repairs necessary to bring the water company and the water being
distributed in to compliance with the stated safe drinking water standards.

** Although these intentions where made in good faith. There is simple no money
generated from the distribution of the water. The average bill sent out to our
customer’s amounts to only about 15.00 dollars per month. As the company has not
had a rate increase for some 40 years. This amount therefor does not even cover the
general maintenance of the facilities. Much less all paper work and the testing
required. This water company has for many years been operated as a non-profit
company that is to say that no one has ever relied upon the company for an income

in anyway.




On November 19, 2014; The Department of Environmental Quality; In conjunction
with the Arizona Attorney Generals Office, through the Superior Court of Arizona,
Maricopa County did issue a demand. That Lake Verde Water Company Inc. shall
bring its Water Company and the distribution system into compliance with the said
safe water act. This is something that the Water Company is willing to do, but has
never had the funds available to do so. As stated herein there is simply no money
generated by this company. Therefore to pay for or take care of such an expensnve
endeavor is impossible.

As a result of the demands made by the State of Arizona and Lake Verde Water
Company’s good faith efforts to bring the water company into compliance an
inspection of the water company facilities was scheduled .. ..

Based upon an inspection of the Lake Verde Water system conducted on the 5th day
of February 2015, by the ACC, ADEQ, and the certified operator of the water
system. During the course of the inspection many deficiencies where identified that
must be taken care of, or added to the system RIGHT AWAY in order for the
system to operate properly and thereafter be able to deliver safe drinking water.
The following is a list of the items and improvements that must be made to the
system:

* Emendate improvements / ** Needed future improvements

1. * Arsenic removal systems, for each of the two well locations, including
engineering design and installation cost. [ 100,000.00 dollars }

2. * Construction of a new buildings to house and protect the arsenic removal
systems and equipment. [ 50,000.00 dollars ]

3. * New water storage tanks for each of the existing well locations. | 120 000.00
dollars for two tanks]

4. * New pressure tanks at each of the two well locations. [ 20,000.00 dollars for
two tanks ]

5. * Funds to rebuild the lower well, as it is not operatlonal, [ 10,060.00 dollars ]

6. * New fencing around each of the two well site locations to protect the equipment
from vandalism. [ 5,000.00 dollars ]

7. **Up Grades to the system so fire protection may be available to the residents.
[ 500,000 dollars ]

8. * An increase in rates efficient enough in scope that the operator, the manager,
and the maintenance workers of and for the system can be paid for their work.
[ 30,000 dollars a year for each to be above the national poverty rate |




Please note the items listed above; with the exception of item #7; are all Essential
items that should be considered fundamental to our on going efforts to provide a
safe and reliable source of water.

Now therefore: For the reasons stated herein, Again, Lake Verde Water Company
Inc., is respectfully asking for an Emergency Rate Increase; As this will help ensure
that the required improvement can be made to the system in a timely manor.

Thank you

Qe AT

ugan Mc Donald
For: Lake Verde Water Company Inc.
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IN THE MATTER OF THE APPLICATION OF DOCKET NO. W-01557-15-0079
LAKE VERDE WATER COMPANY, INC. FOR

THE APPROVAL OF AN EMERGENCY RATE

INCREASE.

IN THE MATTER OF THE APPLICATION OF DOCKET NO. W-01557-15-0079
LAKE VERDE WATER COMPANY, INC. FOR
THE APPROVAL OF AN ORDER AUTHORIZING

THE COMPANY TO ISSUE $500,000.00 OF DEBT.
INCREASE. LETTER OF RESPONSE

TO THE STAFF REPORT
W-01557A-150079 AND W-01557A-15-0080

BY LAKE VERDE WATER COMPANY:

Lake Verde Water Company has great concerns regarding the items of recommendation found
within the said staff report. Those concerns are more particularly described as follows:
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Ttem #1: Listed within the staff report it has been recommended that an aliowance of
10,000.00 dollars a year be allocated for staff salaries. . ......

Lake Verde Water Company considers that recommendation quite ridiculous. No one can
afford to work for 10,000.00 doliars a vear, that is in fact far below minimum wage.

Lake Verde Water must maintain a staff of three people; To ensure the safe operation of the
water system and to provide the proper services to our customer. Lake Verde Water must
maintain a staff of three people, Two full time and one part time worker.

One full person to provide customer services. Conduct accounting services, and to deal with
the mountain of paperwork required by the ACC and ADAQ. And others. [ **A person with
the skill set required to do this job requires between 20.00 and 25.00 dollars an hour |

One person to deal with all of the service calls, including but not limited to: The maintenance
needs of our customers. **And also take care of the maintenance, and the monitoring of our
water facilities. [ ** A person with this skill set reguires between 15.00 and 20.00 doliars an

hour |;

And finally one person, being our certified operator, this is a part time position, that is
required by the state for the testing and to oversee the proper operation of our overall system.
[ charges for this skill set are provided “by the test” and/or by the time spent on the system.
[ This service is conducted for 40.00 dollars a test, or per site visit, so lets say 40.00 doliars an
hour as an estimate |;

*% [ ake Verde Water has been operating with out proper staffing for far to long. Trying to
provide proper services on a voluntary basis has proven to be quite unsuccessful .. ... This
perhaps more than any other facter has lead to the problems with record keeping and
mazintenance that have so often plagued this company.

Item #2: Staff recommendation for the cost of office space is not in line with the
requirement for the cost of the space utilized by Lake Verde Water within the Town of Camp
Verde . The space unitized by Lake Verde Water is a 10 foot by 15 foot space. { or 150 square
feet } The average rental cost within the limits of Camp Verde is from $5.00 — $8.00 doliars 2
square foot. ... | five dollar a square foot amounts to $750.00 dollars 2 month, or $9,000.00

dollars a year

Staff recommends the amount of 2,100 dollars a year.  This is simply not acceptable.
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Item #3: The recommendation from staff te have testing and filters for the removal of
arsenic, at the point of use, that is to say being located within the private residences, “the
homes” of our users is not acceptable. The notion that this should be considered as an
acceptable practice is simply out of touch with reality. It is just not ok for a water company
to locate a portion of there facilities within someone’s private property especially when we are
talking about entering ones private space, “Their Homes”.

There are many good reasons why, that through the course of time utility companies have
been provided there own space, through easement and other means in which to locate and

maintain there facilities.

It just dose not make sense to put ones self, or to require someone else to place themselves in
harms way just to save a little money. . . History has taught us that this formula just does not
works. There are just to many things that could go wrong under the stafis proposed idea.

** Also please be advised that all of the Public Notice of Hearing, have been distributed to the
customers of Lake Verde Water, and additional copies of the same have been posted as

requested.

A copy of the said Public Notice has been attached herewith and are made a portion hereof by
this reference. : :

Dugan Lee Mc Donald ,
For: Lake Verde Water Co.

STATE OF ARIZONA }
} 8S.

COUNTY OF YAVAPAI )

On this day of April, 2015 before me, notary public in and for said state, personally
appeared: Dugan Lee Mc Donald, personally known to me ( or proved to me on the basis of
satisfactory evidence) to be the person whose name are subscribed to this instrument, and

acknowledged that they executed it.

My Commission Expires

Notary Public in and for said State
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EXECUTIVE SUMMARY OF
LAKE VERDE WATER COMPANY
DOCKET NOS. W-01557A-15-0079 & W-01557A-15-0080

On March 4, 2015, Lake Verde Water Company (“Lake Verde” or “Company”) filed
applications for an emergency rate increase and financing approval with the Arizona Corporation
Commission (“Commission”). On March 23, 2015, the emergency rates and financing requests were
consolidated by Procedural Order, and a hearing date was set for April 24, 2015. The Company is
requesting an emergency rate increase due to water quality and adequate storage issues. The
Company is also requesting approval of a Water Infrastructure Finance Authority of Arizona
(“WIFA”) loan in the amount of $500,000 for needed plant upgrades for arsenic removal and
adequate storage.

Lake Verde is an Atizona Class E utility engaged in the business of providing potable water
setvice to 68 customers in portions of Yavapai County, Arizona. The Company was granted a
Certificate of Convenience and Necessity (“CC&N’) to provide water service per Decision No.
30705, dated January 6, 1958. The current rates, authorized in Decision No. 58638, have been in
effect since June 1994.

Lake Verde did not request approval of specifically identified interim emetgency rates.
Instead, it requested that Staff review the information provided and make the appropriate
recommendations. The Company may be approaching insolvency and is operating at a loss. Staff
recommends an emergency rate increase in the amount of $26,267, or a 157.2 percent inctease over
2013 revenue of $16,709. A typical bill for 5/8-inch by 3/4-inch meter with average usage of 6,505
gallons would increase by $32.00, or 148.84 percent, from $21.50 to $53.50.

WIFA Loan - The proposed $500,000' financing is a 20-year amortizing loan at 4.5 percent
interest rate”. The Company advocated the purpose of the WIFA loan is to finance plant needed to
bring its system into compliance with current Environmental Protection Agency (“EPA”) and
Arizona Department of Environmental Quality (“ADEQ”) arsenic standards and ADEQ required
minimum storage capacity. Staff examined the engineering plans and estimated costs for Lake
Verde’s project and found them to not be reasonable. Staff estimated costs for necessary plant
additions to be $126,000. Staff recommends approval of the financing application with revisions as
discussed here in.

Staff Recommends:
e Approval of Staff-recommended emergency rates to replace current rates which consists

of 2 $26.00 monthly minimum charge that includes the first 1,000 gallons of usage. The
rate of $5.00 per thousand for all gallons over 1,000 gallons.

! Company’s application provided estimated improvement costs for plant additions of $305,000. Salaries and other
variables are estimated to total $500,000 including plant additions.

2 The interest rate of 4.5 percent or the prevailing rate prescribed by the Drinking Water Revolving Fund at the time of
the commitment.




The intetim rates are subject to true-up and refund pending the Decision resulting from
a permanent rate increase case required to be filed in this proceeding.

That the Commission authorize the Company to incut a loan with an 18 to 22 year
amortization period, not to exceed $126,000 at an interest rate not to exceed that
available from WIFA.

Approval of 2 WIFA Loan Surcharge mechanism that may result in a surcharge of up to
$17.52 per month for customers with a 5/8-inch by 3/4-inch meter as shown on
Schedules TBH-2 and TBH-6. The surcharge would be implemented only after the
Company closes on the WIFA loan.

Directing the Company to file as a compliance item in this Docket, within 30 days of the
execution of any financing transactions authorized herein, a notice confirming that such
execution has occurred and a certification by an authotized Company representative that
the terms of the financing fully comply with the authorizations granted.

The Company file in this Docket, upon filing of the loan closing notice and upon
providing the loan documents to Staff, an application requesting implementation of the
WIFA Loan Surcharge.

Directing Staff to calculate the appropriate WIFA Loan Surcharge and prepare and file a
recommended order for Commission consideration within 60 days of the filing of a
surchatge implementation request by the Company and to calculate the surcharge based
on the actual loan debt service (principal and interest), debt reserve and additional
income tax obligation using the same methodology presented in Schedule TBH-2.

Approval of the loan and surcharge shall be rescinded if the Company has not drawn
funds from the loan within one year of the date of the Decision resulting from this
proceeding. Therefore, establishing an expiration date for any unused authorization to
incur debt granted in this proceeding at twenty-four months from the date of a2 Decision
in this matter.

The Company file a full rate case application no later than June 30, 2017, using a test
year ending December 31, 2016.

The Company be ordered to provide to the Commission with a cashier’s check in the
amount of $100.00 priot to commencing its billing of the emergency rates authorized in
this Decision.

The Company file with Docket Control, within 30 days of a Decision approving new
rates in this case, a revised tariff reflecting approved rates associated with the emergency
rate increase, as 2 compliance item in this docket.




Within 30 days of a Decision approving new rates in this case, the Company notify its
customets of the revised rates, and its effective date, in a form acceptable to Staff, by
means of an insertion in the Company’s next regulatly-scheduled billing.

The Company segregate the WIFA Loan Surcharge less Annual Income Tax component,
in a separate bank account and that any withdrawals from this account be restricted to
payments to WIFA.

The Company file with Docket Control, as a compliance item in this docket, a copy of
the Point-of-Use (“POU”) Treatment Device Tariff attached as Exhibit 2 to Staff’s
Engineering Memorandum.

The Company notify its customers, in a form acceptable to Staff, of the POU Tariff
approved by the Commission and its effective date by mean of either an msert in the
next regularly scheduled billing or by separate mailing and shall provide copies of the
POU Tarff to any customers upon request. Staff will file a letter in the Docket
confirming that the Company’s tariffs have been updated with the tariff approved by the
Commission. The tariff shall go into effect 30 days after the date notice is sent to
customers.

The Company file with Docket Control, as a compliance item in this docket by
December 31, 2015, a copy of the ADEQ Approval to Install certificate for the POU
treatment devices.

The Company file with Docket Control, as a compliance item in this docket by April 29,
2016, a copy of the ADEQ Approval of Installation certificate for the POU treatment
devices.

The Company file with Docket Control, as compliance item in this docket by June 30,
2016, a copy of the ADEQ Approval of Construction for the storage tank and booster
pumps.

The Company file with Docket Control, as a compliance item in this docket by June 30,
2016, documentation showing that old plant equipment no longer used or useful at both
the uppet and lower well site have been removed from the premises and that both sites
cleaned of all debris and tripping hazards.

The Company file with Docket Control, as a compliance item in this docket by June 30,
2016, documentation showing that chlorination metering pump and storage tank are
secured onto foundations and power provided to chlorination metering pump installed
in a professional manner.

The Company be ordered to file with Docket Control, as a compliance item in this
docket by June 30, 2016, documentation from ADEQ stating that the Company is in
compliance with ADEQ requirements.




e The Company be ordered to file with Docket Control, as 2 compliance item in this
docket by June 30, 2016, documentation from ADWR stating that the Company is in
compliance with ADWR requirements.

o The Company file with Docket Control, as a compliance item in this docket by June 30,

2017, a copy of an updated water system engineering assessment report for future
improvements.

e The Company use the depreciation rates by individual National Association of
Regulatory Commissioners Uniform System of Accounts presented in Exhibit 3 of the
Engineering Memorandum on 2 going forward basis.
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INTRODUCTION

On March 4, 2015, Lake Verde Water Company (“Lake Verde” or “Company”) filed
applications for an emergency rate increase and financing approval with the Arizona Corporation
Commission (“Commission”). On March 23, 2015, the emergency rates and financing requests wete
consolidated by Procedural Order, and a heating date was set for April 24, 2015. The Company is
requesting an emergency rate increase due to water quality and adequate storage issues. The
Company is also requesting approval of a Water Infrastructure Finance Authority of Arizona
(“WIFA”) loan in the amount of $500,000 for needed plant upgrades for arsenic removal and
adequate storage.

BACKGROUND

Lake Vetde is an Arizona Class E utility engaged in the business of providing potable water
service to 68 customers in portions of Yavapai County, Arizona. The Company was granted a
Certificate of Convenience and Necessity (“CC&N”) to provide water service per Decision No.
30705, dated January 6, 1958. The current rates, authorized in Decision No. 58638, have been in
effect since June 1, 1994. Lake Verde was assigned water system Public Water System (“PWS”)
Permit No.13-038.

The Company stated in its application that it is requesting the emergency rate increase to
comply with a court injunction (CV-2014-014091) requiring the Company to come into compliance
with the Safe Drinking Water Standards. The Company also states that current rates have been in
place for more than 20 years and that the Company has for many years operated with net-operating
losses. Further, the Company states that there is simply no money generated by the company to
bring the water system into compliance.

The Company stated that Mr. Dugan McDonald, President of Lake Verde signed a Consent
Order, DW-42-10, on behalf of the Company to make the repairs necessaty to bring the Company
mto compliance with the Safe Drinking Water Standards. The Company stated that since
November 2008 the arsenic levels found in the water system exceed the maximum contamination
levels (“MCL”) and represent an immediate threat to health and welfare of its users. The Company
claims that the Company is willing to bring the water system into compliance but that its cash flow is
insufficient to maintain operations and general maintenance, to make needed plant upgrades for
arsenic removal and adequate storage, and to meet water quality standards.

CONSUMER SERVICES

Staff reviewed the Commission’s database for complaints on Lake Verde from January 1,
2012 through March 11, 2015, Staff found no complaints, inquities or opinions.

The Company is currently in good standing with the Corporations Division.
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PUBLIC NOTICE

The Procedural Order dated March 23, 2015 requires that the Company’s public notice be
filed by Apnl 7, 2015.

COMPLIANCE
Lake Verde has no outstanding compliance issues pending.

ENGINEERING ANALYSIS

Staff Engineering has determined that the Environmental Protection Agency (“EPA”) and
Arizona Depattment of Envitonmental Quality (“ADEQ”) have found that the Company is
currently delivering water that does not meet water quality standards and fails to provide adequate
storage capacity to serve its existing customers. The Company is not located in an Active
Management Area (“AMA”) and is not subject to any Arizona Department of Water Resources
(“ADWR”) AMA reporting and conservation requirements. However, ADWR advises that the
Company has not timely filed its Annual Report and System Water Plan and therefore, is not in
compliance with ADWR. A complete discussion of Staff’s technical findings and recommendations
and a description of the water system are provided in the attached Staff’s Engineering Memorandum
(Attachment A).

CONDITIONS NECESSARY FOR EMERGENCY RATE RELIEF

General conditions necessary for interim emergency rates’ include:
1. A sudden change that causes hardship to a company.
2. A company is insolvent.
3. A company’s ability to maintain service (pending a formal rate determination) 1s in
serious doubt.

SUMMARY OF COMPANY’S JUSTIFICATION FOR EMERGENCY RATE RELIEF

The Company’s cuttent rates have been in effect for over 20 years. The monthly customer
charge for a 5/8-inch by 3/4-inch metered customer is $10.50 and includes the first 1,000 gallons.
For all gallons over 1,000, the cost is $2.00 per thousand gallons. The average bill with usage of
6,505 gallons under current rates is $21.50. According to the Company’s application, its current
rates do not provide sufficient revenue to enable it to become financially viable. The Company
claims the following inadequacies:

3 According to Attorney General Opinion No. 71-17, interim or emergency rates are proper when either all or any of the
following conditions occur: when sudden change brings hardship to a Company; when the Company is insolvent; or
when the condition of the Company is such that its ability to maintain service pending a formal rate determination is in
serious doubt. Those critetia have been affirmed in Scates v. Arizona Corporation Commission, 118 Ariz. 531 (CT. App.
1978) and in Residential Uttlity Consume Office v. Arizona Corporation Commission, 199 Adz. 588 (2001).
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Inadeguate System

The Company’s water system is inadequate to meet the needs of its current customers. The
Company states that the water system has two wells but one is non-operational and one large storage
tank that has rusted out and is non-operational.

Inadequate Water Quality

The Company’s water quality is currently not meeting water quality standards. The
Company’s application states that “Since November 2008, it has been determined that the Arsenic
levels found within our water system are in fact too high and do represent an immediate threat to
the health and welfare of its users.” Additionally, the Company’s application states that “On May
20, 2010, I, Dugan McDonald, the President of Lake Verde Water Company signed a Consent
Order DW-42-10 on behalf of the water company to make the repairs necessary to bring the water
company and the water being distributed into compliance with the stated safe drinking water
standards.” The Company states that it is under court order (CV-2014-014091) to remove the
arsenic from the water or the Company would be shut down.

Inadeguate Operating Revenue

Lake Verde’s current rates do not provide sufficient revenue to pay its operating expenses
and to correct its inadequate infrastructure and water quality problems. The Company’s application
states that “There is simply no money generated from the distribution of the water.” The Company
is requesting $90,000 for salaries and wages for three employees. The Company cannot make
needed repairs and perform required maintenance on the system.

Staff’s Conclysion Regarding Emergency Rate Relief

Staff concludes that the Company’s condition satisfies ctitetion numbers two and three
discussed in the “Conditions Necessary for Emergency Rate Relief” section of this Report. The
Company has been ordered to remove the arsenic from the water. Staff believes condition number
two, has been met because it appears that the Company is insolvent. Staff has reviewed a copy of
the Company’s 2013 Annual Report; it indicates that the Company had losses of $6,332 in 2012 and
$10,347 in 2013. Additionally, the Company is not currently providing adequate setvice, and there is
no reasonable expectation that it may begin to provide adequate service at the existing rates.
Implementation of interim emergency rates may prevent further deterioration of this system. Staff
concludes that two of the three conditions have been met; as such Staff believes a qualified
emergency condition exists.

STAFPF’S ANALYSIS AND CONCLUSIONS

Lake Verde did not request approval of specifically identified interim emergency rates.
Instead, it requested that Staff review the information provided and make the appropriate
recommendations. Staff reviewed the emergency rate application. The application lacked sufficient
financial information to establish emergency rates. The Company filed the 2013 Annual Report with
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the Commission on December 15, 2014. Staff reviewed the emergency rate and financing
applications, the unaudited 2013 Annual Report and discussed the matter with Mr. and Mrs.
McDonald to develop the Financial Analysis as shown on Schedule TBH-1.1. Staff reviewed the
plant balances provided and Staff’s recommendations reflect the limited rate base. These numbers
are unaudited, but for the purposes of an interim rate increase, they can be used to establish the
Company’s needs in an emergency rate case filing.

Staff recommends emergency rates to produce total operating revenue of $42,976 less
operating expenses of $38,336 producing an operating income of $4,640 for the Company, or an
operating margin of 10.80 percent as shown on Schedule TBH-1.1 Col C. Staff recommends an
emergency rate increase in the amount of §26,267, or a 157.2 percent increase over 2013 revenue of
$16,709. Staff recommends approval of $10,000 for salaries and wages, as shown in Schedules
TBH-1.1. A typical bill for 5/8-inch by 3/4-inch meter with average usage of 6,505 gallons would
increase by $32.00, or 148.84 percent, from $21.50 to $53.50. Staff’s recommended emergency rates
and typical bill analysis are shown on Schedules TBH-6 and TBH-7, respectively.

The Company’s 2013 revenue of $16,709 less operating expenses of $27,056 produces an
operating loss of $10,347 for the Company as shown on TBH-1.1 Col. A. The Company may be
approaching insolvency and is operating at a loss.

Staff believes that the Company should be ordered to file a full rate case application no later
than June 30, 2017 using a test year ending December 31, 2016.

RATE DESIGN

Under the Company’s current rates, customer class is distinguished by meter size. The
monthly minimum charges vary by meter size and include 1,000 gallons. One commodity rate
applies to all usage. However, the Company’s customers only have 5/8-inch by 3/4-inch meters.

Staff tecommends the approval of the emergency rates which consist of a $26.00 monthly
minimum charge that includes the first 1,000 gallons of usage and the rate of $5.00 per thousand for
all gallons over 1,000 gallons. The calculation of the surcharge is discussed in the “Financing
Application and WIFA Loan Surcharge Mechanism” section of this Report. Staff’s rate design and
WIFA Loan Surcharges are shown on Schedule TBH-6.

Staff is presently unable to design inverted, tiered commodity rates and is unable to
determine the median usage of customers, as bill counts have not been provided to Staff. Staff
estimated the average usage based on the 2013 Annual Report’s Water Use Data Sheet on Page 12.
The average usage of 6,505 gallons is based on average monthly gallons (442,352 gallons sold)
divided by the average number of customer (68 customers).
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FINANCING APPLICATION AND WIFA 1LOAN SURCHARGE MECHANISM
Purpose and Terms of the Proposed Financing

The Company advocated the purpose of the WIFA loan is to finance plant needed to bring
its system into compliance with current EPA and ADEQ Safe Drinking Water Standards and
ADEQ required minimum storage capacity. As discussed above, Lake Verde is out of compliance
with the current minimum arsenic standard established by both the EPA and ADEQ. Additionally,
the Company is out of compliance in not maintaining adequate water storage.

The proposed $500,000* financing is a 20-year amortizing loan at 4.5 percent interest rate’.
Staff examined the engineering plans and estimated costs for Lake Verde’s project and found them
to not be reasonable. Staff estimated costs for necessary plant additions to be $126,000. Staff
recommends approval of the financing application with revisions as discussed in the Engineering
Memorandum.

Staff recommends that the Commission approve a 20-year amortizing loan of $126,000 to
fund the arsenic removal plant and adequate storage capacity at an intetest rate not to exceed that
available from WIFA. Although the Company’s financing application assumes that the WIFA loan
will bear an interest rate of 4.5 percent, WIFA informed Staff that the Company would likely receive
a loan based on 5.6 percent’ ((ptime rate 5.0 percent + 2.0 percent) x subsidy rate, 0.80)). Staff used
a higher interest rate of 5.75 percent to be conservative. The typical WIFA loan is for 20 years with
2 19.5 year amottization (interest only for the first six months).

As shown in Schedule TBH-2, the annual debt service (principal and interest) on a $126,000,
20-year amortizing loan at 5.75 percent per annum is $10,622". WIFA also requires funding of
Reserve Fund or Replacement Fund equal to 20 percent of the debt service, in this instance $2,124.
The WIFA Loan Surcharge has an annual income tax component by the Company of $1,553. The
annual income tax component is held by the Company to meet its income tax obligations. Staff
determined that additional surcharge revenues of $14,299, as shown on TBH-1.1 Col E Line 6,
would be needed to provide the Company funds until permanent rates have been determined. The
terms of the proposed WIFA loan and monthly payments are shown on Schedule TBH-4.2.

Staff’s recommended equipment and system improvements include Undersink Point-of-Use
(“POU”) Reverse Osmosis Arsenic Treatment devices installed in each customer’s home and the
construction and installation of a storage tank, booster pumps, pump-house building, and electrical
switching equipment. The estimated equipment and construction costs and recommended system
requirements are discussed further in the attached Engineering Memorandum.

4 Company’s application provided estimated improvement costs for plant additions of $305,000. Salaries and other
variables are estimated to total $500,000 including plant additions.

5 The interest rate of 4.5 percent or the prevailing rate prescribed by the Drinking Water Revolving Fund at the time of
the commitment.

6 Staff contacted a WIFA representative for an expected interest rate for this case.

7 Slight Rounding difference explained on TBH-4.2 Terms of the Proposed WIFA Loan.
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Staff Recommended Equipment & Estimated Construction Costs
NARUC
Account No. Description Unit(s) | Unit Cost, $ | Total Cost, $
304 Structutes and Improvements 1 Lot $5,500 $5,500
311 Pumping Equipment 2 $5,000 $10,000
320 Water Treatment Equipment (POU’s) 68 $450 $30,600
330 Storage Tank, 30,000 gallons 1 Lot $59,000 $59,000
Staff Estimate Subtotal $105,100
Contingency 10% $10,500
Engineering and Permitting $10,400
Staff Estimated Equipment & Construction Total $126,000

Debt Service Coverage and Cash Flow Analysis

Staff determined that recommended emergency interim rates are insufficient to cover debt
service on the proposed loan; thus, in additon to Staff’s recommended emergency interim rates, the
Company would need an additional source of funds to meet its obligations. Staff is recommending a
WIFA Loan Surcharge. Staff calculated a pro-forma 2.26 debt service coverage rate (“DSC”) using
Staff’s recommended emergency interim rates plus the WIFA Loan Surcharge of $14,299 as shown
on Schedule TBH-2 Step 9. The combined increase ($26,267 + $14,299 = $40,566) provides
sufficient cash flow to meet all obligations including WIFA’s requirement to fund a “Debt Service
Reserve Fund” equal to 20 percent of debt setvice and uncommitted cash flow. This pro-forma
DSC shows that the cash flow with the surcharge will be adequate to cover debt service on the
proposed loan as shown on Schedule TBH-5.

WIFA Loan Surcharge Mechanism

A monthly WIFA Loan Surcharge of $17.52 per 5/8-inch by 3/4-inch meter® would provide
$14,299 of additional funds needed under Staffs assumed loan terms’. The WIFA Loan Surcharge
combined with Staffs recommended emergency interim rates would increase a typical bill for 5/8-
inch by 3/4-inch meter customer with average use of 6,505 gallons by $49.52, or 230.34 percent,
from $21.50 to $71.02 (Schedule TBH-7). Since the first payment on the WIFA loan becomes due
six months after execution, a time window is available for the Company to obtain the loan, submit
the loan documents to the Commission and obtain authorization to implement a loan surcharge
after the terms of the loan become known and measurable.

Staff recommends that the Company provide the copies of the executed WIFA loan
documents and that the Company provides the loan documents to Staff in order for Staff to
calculate the approptiate WIFA Loan Surcharge. The WIFA Loan Surcharge will be calculated
based upon the actual amount of the WIFA loan and actual number of customers at the time of the
loan closing. ‘The WIFA Loan Surcharge will be calculated on the actual loan debt service (principal

8 See Schedule TBH-6 for the WIFA Loan Surcharges of the other meter sizes.
? See Schedule TBH-4.2 for the Terms of the Proposed WIFA Loan.
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and interest), debt reserve and additional income tax obligation using the same methodology
presented in Schedule TBH-2.

Capital Structure

As of December 31, 2013, Lake Verde’s capital structure consisted of 100.0 percent equity as
shown on Schedule TBH-4.1 Col A. Staff calculated a pro-forma capital structure reflecting
issuance of $126,000, 20 year amortizing loan at 5.75 percent and it is composed of 86.44 percent
long-term debt and 13.56 percent equity as shown on Schedule TBH-4.1.

Encumbrance

Staff further concludes that issuance of the proposed debt financing for the purposes stated
within the financing application is compatible with the public interest, should not impair its ability to
provide services and is generally consistent with sound financial practices. Pursuant to Arizona
Revised Statutes (“A.R.S.”) § 40-285 and Arizona Administrative Code (“A.A.C.”) R18-15-104, Staff
recommends for the Company to pledge its assets and revenues in connection with the loan.
However, no “used and useful” determination of the proposed plant was made, and no particular
future treatment should be inferred for rate making or rate base purposes.

Cashier’s Check

Staff further recommends that the Company be required to post a cashier’s check in the
amount of $100.

STAFF RECOMMENDATIONS

Staff recommends approval of Staff-recommended emergency rates to replace cutrent rates
which consists of 2 $26.00 monthly minimum charge that includes the first 1,000 gallons of usage.
The rate of $5.00 per thousand for all gallons over 1,000 gallons.

Staff fusrther recommends the interim rates are subject to true-up and refund pending the
Decision resulting from a permanent rate increase case required to be filed in this proceeding.

Staff further recommends that the Commission authorize the Company to incur a loan with
an 18 to 22 year amortization period, not to exceed $126,000 at an interest rate not to exceed that
available from WIFA.

Staff further recommends approval of a WIFA Loan Surcharge mechanism that may result
in a surcharge of up to $17.52 per month for customers with a 5/8-inch by 3/4-inch meter as shown
on Schedules TBH-2 and TBH-6. The surcharge would be implemented only after the Company
closes on the WIFA loan.

Staff further recommends directing the Company to file as a compliance item in this Docket,
within 30 days of the execution of any financing transactions authorized herein, a notice confirming
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that such execution has occurred and a certification by an authorized Company representative that
the terms of the financing fully comply with the authorizations granted.

Staff further recommends the Company file in this Docket, upon filing of the loan closing
notice and upon providing the loan documents to Staff, an application requesting implementation of
the WIFA Loan Surcharge.

Staff furthet recommends directing Staff to calculate the appropriate WIFA Loan Surcharge
and prepare and file a recommended order for Commission consideration within 60 days of the
filing of a surchatge implementation request by the Company and to calculate the surcharge based
on the actual loan debt service (principal and interest), debt reserve and additional income tax
obligation using the same methodology presented in Schedule TBH-2.

Staff further recommends approval of the loan and surcharge shall be rescinded if the
Company has not drawn funds from the loan within one year of the date of the Decision resulting
from this proceeding. Therefore, establishing an expiration date for any unused authorization to
incut debt granted in this proceeding at twenty-four months from the date of a Decision in this
matter.

Staff further recommends the Company file a full rate case application no later than June 30,
2017, using a test year ending December 31, 2016.

Staff further recommends the Company be ordered to provide to the Commission with a
cashiet’s check in the amount of $100.00 ptior to commencing its billing of the emergency rates
authorized in this Decision.

Staff further recommends the Company file with Docket Control, within 30 days of a
Decision approving new rates in this case, a revised tariff reflecting approved rates associated with
the emergency rate increase, as a compliance item in this docket.

Staff further recommends within 30 days of a Decision approving new rates in this case, the
Company notify its customers of the revised rates, and its effective date, in a form acceptable to
Staff, by means of an insertion in the Company’s next regularly-scheduled billing.

Staff further recommends the Company segregate the WIFA Loan Surcharge less Annual
Income Tax component, in a separate bank account and that any withdrawals from this account will
be restricted to payments to WIFA.

Staff furthet recommends the Company file with Docket Control, as a compliance item in
this docket, a copy of the Point-of-Use (“POU”) Treatment Device Tariff attached as Exhibit 2 to
Staff’s Engineering Memorandum.

Staff furthet recommends that the Company notify its customers, in a form acceptable to
Staff, of the POU Tariff approved by the Commission and its effective date by mean of either an
insert in the next regulatly scheduled billing or by separate mailing and shall provide copies of the
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POU Taiff to any customers upon request. Staff will file a letter in the Docket confirming that the
Company’s tariffs have been updated with the tariff approved by the Commission. The tariff shall
go into effect 30 days after the date notice is sent to customers.

Staff further recommends the Company file with Docket Control, as 2 compliance item in
this docket by December 31, 2015, a copy of the ADEQ Approval to Install certificate for the POU
treatment devices.

Staff further recommends the Company file with Docket Control, as a compliance item in
this docket by April 29, 2016, a copy of the ADEQ Approval of Installation certificate for the POU
treatment devices.

Staff further recommends the Company file with Docket Control, as compliance item in this
docket by June 30, 2016, a copy of the ADEQ Approval of Construction for the storage tank and
booster pumps.

Staff further recommends the Company file with Docket Control, as a compliance item in
this docket by June 30, 2016, documentation showing that old plant equipment no longer used or
useful at both the upper and lower well site have been removed from the premises and that both
sites cleaned of all debris and tripping hazards.

Staff further recommends the Company file with Docket Control, as a compliance item in
this docket by June 30, 2016, documentation showing that chlorination metering pump and storage
tank are secured onto foundations and power provided to chlorination metering pump installed in a
professional manner.

Staff further recommends the Company be ordered to file with Docket Control, as a
compliance item in this docket by June 30, 2016, documentation from ADEQ stating that the
Company is in compliance with ADEQ requirements.

Staff further recommends the Company be ordered to file with Docket Control, as a
compliance item in this docket by June 30, 2016, documentation from ADWR stating that the
Company is in compliance with ADWR requirements.

Staff further recommends the Company file with Docket Control, as a compliance item in
this docket by June 30, 2017, a copy of an updated water system engineering assessment report fot
future improvements.

Staff further recommends the Company use the depreciation rates by individual National
Association of Regulatory Commissioners Uniform System of Accounts presented in Exhibit 3 of
the Engineering Memorandum on a going forward basis.




Lake Verde Water Company Schedule TBH-1.1
Docket No. W-01557A-15-0079 & W-01557A-15-0080

Applicaton For Emergency Rate Case and Financing

Period Ending December 31, 2013

Al ] 18] D] [E]
2013 Annual Report Staff Recommended Staff Recommended
Line Income Statement Emergency Rates Emergency/WIFA Loan
No. Adjustments| REF | Income S Adjust REF Income Statement
1 Income Statement
2 Operating Revenues
3 Metered Water Revenues ) 16,709 1 § 26,267 A 42,976 42,976
4 Miscellaneous Service Revenue -
5 Other Water Revenue -
6 WIFA Loan Surcharge - 14,299 ] E 14,299
7 Total Operating Revenues $ 16,709 | § 26,267 $ 42,976 | § 14,299 $ 57,275
8
9 Operating Expenses
10 Salasies and Wages - 10,000 | B 10,000 10,000
1 Purchased Power 1,949 1,949 1,949
12 Chemicals - - -
13 Repairs and Maintenance - - -
14 Office Supplies Expense 1,464 1,464 1,464
15 Qutside Services 4,259 4,259 4,259
16 Contractual Services - Testing 1,669 1,669 1,669
17 Rent - Building 2,100 2,100 2,100
18 Rent - Equipment - - -
19 Transportation Expense 1,583 1,583 1,583
20 Insurance - General Liability 671 671 671
21 Insurance - Other - - -
22 Regulatory Expense - Other - - -
23 Miscellaneous Expense 8,211 8,211 8,211
24 Depreciation Expense 4,303 4,303 4,303
25 Property Taxes 847 328 C 1,174 220 F 1,394
26 Income Taxes - 952 D 952 15531 G 2,506
27 ‘Total Operating Expenses $ 27056 1 $ 11,280 $ 38,336 | § 1,773 % 40,109
28
29 |Operating Income/(Loss) $ (0340 14,987 $ 4640 | 3 12,526 $ 17,166
30
31 Other Income (Expense)
32 Interest and Dividend Income $ - - -
33 Non-Utility Income - - -
34 Miscellaneous Non-Utility Expenses - - -
35 Interest Expense - - -
36 Interest Expense on Long-term Debt - - 7157 H 7,157
37 Total Other Income (Expense) $ - 19 - $ - |8 (7,157) $ (7,157)
38
39 |NetIncome (Loss) $ (103478 14987 $ 4,640 | 8 5,370 $ 10,009
40 Operating Margin (Line 29 / Line 7) -61.92% 10.80% 29.97%
41 Principal Payment 3 - $ 3,465 I1]$% 3,465
42 WIFA Debt Reserve g - $ 21241 ] |$ 2,124
43 |Cash Flow (L39 + L18 - L43 -L42) $ (6,044) $ 8943 $ (220 $ 8,723

A - Emergency Rates - Staff Recommended

B - Emergency Rates - Staff Recommended (Company Proposed $90,000)
C - See Scheduie TBH-1.2 Line 22

D - See Schedule TBH-1.3 Line 52. Company made no adjustment.

E - See Schedule TBH-2, Step 9

F - See Schedule TBH-1.2 Line 22

G - See Schedule TBH-2, Step 7

H - See Schedule TBH-2, Step 2

I - See Schedule TBH-2, Step 3

J - See Schedule TBH-2, Step 6
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Lake Verde Water Company

Docket No. W-01557A-15-0079 & W-01557A-15-0080
Application For Emergency Rate Case and Financing
Pernod Ending December 31, 2013

Schedule TBH-13

LINE Y [B] (%]
NO. DESCRIPTION
i G version Faq

1 Revenue 100.000%!
2 Uncollecible Factor (Line 11) 0.000%
3 Revenues (L1 - 1.2) 100.00%
4 Combined Federal and State Income Tax and Propenty Tax Rate (Line 23) 21.747%
5 Subtotal (L3 - L4) 78.253%
6 Revenue Conversion Factor (L1 / L5) 1.2779

“dlalation of Uncolletibh F
7 Unity 100.000%
8 Combined Federal and State Tax Rate (Line 17) 20.525%
9 One Minus Combined Income Tax Rate (L7 - L8) 79.475%
10 Uncollectible Rate 0.000%
11 Uncollectible Factor (L9 * L10) 0.000%

Colulation of Effecive Tax Rate:
12 Qperating Income Before Taxes (Arizona Taxable Income) 100.000%
13 Arizona State Income Tax Rate 6.500%
14 Federal Taxable Income (L12 - L13) 93.500%
15 Applicable Federal Income Tax Rate (Line 53) 15.000%
16 Effective Federal Income Tax Rate (.14 *1.15) 14.025%
17 Combined Federal and State Income Tax Rate (L13 + L16) 20.525%
18 Unity 100.000%
19 Combined Federal and State Income Tax Rate (L17) 20.525%
20 One Minus Combined Income Tax Rate (L18 - L19) 79.475%
21 Property Tax Factor (IBH-5, Line 24) 1.537%
22 Effective Property Tax Factor (L20 * 1.21) 1.222%
23 Combined Federal and State Income Tax and Property Tax Rate (L17 + L22) 21.747%
24 Requited Operating Income TBH-1.1 $4,640
25 | AdjustedTest Year Operating Income (Loss) TBH-1.1 10,347)
26 Required Increase in Operating Income (L24 - 1.25) $ 14,987
27 Income Taxes on Recommended Revenue (Col. [C], L52) $952
28 Income Taxes on Test Year Revenue (Col. {A], L52) (2,124
29 Required Increase in Revenue to Provide for Income Taxes (127 - L28) 3,076
30 Recommended Revenue Requirement $42,976
31 ‘Uncollectible Rate (Line 10) 0.00%
32 Uncolllectible Expense on Recommended Revenue (L30 * L31) 30
33  Adjusted Test Year Uncollectible Expense $0
34 Required Increase in Revenue to Provide for Uncollectible Exp. (L32 - L33) 30
35 Property Tax with Recommended Revenue $1,174
36 Property Tax on Test Year Revenue 3N
37 Inctease in Property Tax Due to Increase in Revenue (135 - L36) 404
38 Total Requited Increase in Revenue (1.26 + 129 + L34 + 137) $18.467

Test Staff

Caloelasion of Icome Tax: Year Recommended
39 Revenue $16,709| § - $42,976
40 Operating Expenses Excluding Income Taxes 27,056 { $ 11,280.11 38,336
41 Synchronized Interest (1.56) 9 0
42 Arizona Taxable Income (.39 - L40 - 1.41) ($10,347) $4.640
43 Arizona State Income Tax Rate 6.50% 6.50%
44 Arizona Income Tax (L42 * 1.43) (8673} $302.
45 Federal Taxable Income (L42 - L44) ($9.674) $4,338
46 Federal Tax on First Income Bracket (§1 - $50,000) @ 15% $1,451) $651
47 Federal Tax on Second Income Bracket (851,001 - $75,000) @ 25% 0 0
48 Federal Tax on Third Income Bracket (§75,001 - $100,000) @ 34% )] 0
49 Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @ 39% 0 0
50 Federal Tax on Fifth Income Bracket ($335,001 - $10,000,000) @ 34% 0 0
51 Total Federal Income Tax (1,451 651
52 Combined Federal and State Income Tax (1.44 + 1.51) (32,124 $952
53 Applicable Federl Income Tax Rate (Col. [C], L51 - Col. [A}, 1.51] / [Col. [C), 1.45 - Col. |A], 145 15.0000%
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Application For Emergency Rate Case and Financing

Period Ending December 31, 2013 Page 1 of 2

Loan Amount: $126,000.00
Term: 20
Interest Rate Before Subsidy: 7.00%
Subsidy Rate: 80%
If interest rate is not found on TABLE A on
Interest Rate: 5.75% TBH-3, usc the next highest percentage

Step 1 - Find the Annual Payment on the Loan

$126,000.00 Total Amount of Loan
0.0843 TABLE A, Annual Conversion Factor Table, Column B
$10,621.80 Annual Princtpal and Interest Payment

Step 2 - Find the Annual Interest Payment on the Loan

$126,000.00 Total Amount of Loan
0.0568 TABLE A, Annual Conversion Factor Table, Column C
$7,156.80 Annual Interest Payment on Debt

Step 3 - Find the Annual Principal Payment on the Loan

$126,000.00 Total Amount of Loan
0.0275 TABLE A, Annual Conversion Factor Table, Column D
$3,465.00 Annual Principal Payment on Debt

Step 4 - Find the Gross Revenue Conversion Factor
1.27790 TBH-1.3 - Line 6
Step 5 - Find the Incremental Income Tax Factor
1.2779 minus 1 = 0.2779
Step 6 - Find the Debt Reserve Component of the Annual Surcharge Revenue
$10,621.80 Annual Interest and Principal Payments on the Loan (from Step 1)

20% Multiplied by: 20% for 5 Years
$2,124.36 Debt Reserve Component of the Annual Surcharge Revenue for first five years

Step 7 - Find the Annual Income Tax Component of the Surcharge Revenue

0.2779 Incremental Income Tax Factor
$5,589.36 Multiplied by: Annual Principal Payment on Loan (from Step 3) plus Debt Reserve Component (from Step 6)
$1,553.29 Annual Income Tax Component of the Annual Surcharge Revenue

Step 8 - Find the Debt Service Component of the Annual Surcharge Revenue

$7,156.80 Annual Interest Payment on the Loan (from Step 2)

$3,465.00 Plus: Annual Prncipal Payment {from Step 3)

$2,124.36 Plus: Debt Reserve Component of the Annual Surcharge Revenue (from Step 6)
$12,746.16 Debt Service Component of the Annual Surcharge Revenue
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Step 9 - Find the Annual Surcharge Revenue Requirement Needed for the Loan

$1,553.29 Annual Income Tax Component of the Annual Surcharge Revenue (from Step 7)
$12,746.16 Plus: Debt Service Component of the Annual Surcharge Revenue (from Step 8)
$14,299.45 Total Annual Surcharge Revenue Requirement for the Loan

Step 10 - Find the Equivalent Bills

Schedule TBH-2

Page 2 of 2

{ Col A | Col B 1 Col C ] CoD | ColE ]
Number of Equivalent
NARUC Number of Months in Bills
Meter Size Multplier Customers Year ColBxCxD

5/8" x 3/4" Meter 1.0 68 12 816
3/4" Meter 1.5 0 12 0
1" Meter 2.5 0 12 0
11/2" Meter 5.0 0 12 0
2" Meter 8.0 0 12 6
3" Meter 15.0 0 12 0
4" Meter 25.0 0 12 0
6" Meter 50.0 0 12 0
68 816

Step 11 - Find the Monthly Surcharge on 5/8" x 3/4" Meter Size Customers

$14,299.45 Total Annual Surcharge Revenue Requirement for the Loan (from Step 9)
816 Divided by: Total Number of Equivalent Bills (from Step 10)
$17.52 Monthly Surcharge for 5/8" by 3/4" Customers

Step 12 - Find the Monthly Surcharge for the Remaining Meter Size Customers

Col A ! Col B [ Col C | CoD |
5/8" x 3/4" Meter Surcharge by

NARUC Customers' Meter Size

Meter Stze Multiplier Surcharge ColBxC
5/8" x 3/4" Meter 1.0 $17.52 $17.52
3/4" Meter 1.5 17.52 26.29
1" Meter 25 17.52 43.81
11/2" Meter 5.0 17.52 87.62
2" Meter 8.0 17.52 140.19
3" Meter 15.0 17.52 262.86
4" Meter 25.0 17.52 438.10
6" Meter 50.0 17.52 876.19




Lake Verde Water Company Schedule TBH-3
Docket No. W-01557A-15-0079 & W-01557A-15-0080

Application For Emergency Rate Case and Financing

Petiod Ending December 31, 2013

Column A Column B Column C Column D
Line No. Annual Interest Annual Payment Annual Interest Annual Principal
Payment Payment
Conversion Factor | Conversion Factor Converston Factor
1 3.50% 0.0696 0.0344 0.0352
2 3.75% 0.0711 0.0369 0.0342
3 4.00% 0.0727 0.0394 0.0333
4 4.25% 0.0743 0.0419 0.0324
5 4.50% 0.0759 0.0444 0.0316
6 4.75% 0.0775 0.0468 0.0307
7 5.00% 0.0792 0.0493 0.0299
8 5.25% 0.0809 0.0518 0.0291
9 5.50% 0.0825 0.0543 0.0283
10 5.75% 0.0843 0.0568 0.0275
11 6.00% 0.0860 0.0593 0.0267
12 6.25% 0.0877 0.0618 0.0259
13 6.50% 0.0895 0.0643 0.0252
14 6.75% 0.0912 0.0668 0.0245
15 7.00% 0.0930 0.0692 0.0238
16 7.25% 0.0948 0.0717 0.0231
17 7.50% 0.0967 0.0742 0.0224
18 7.75% 0.0985 0.0767 0.0218
19 8.00% 0.1004 0.0792 0.0211

Please Note: If interest rate is not found use the next highest percentage.




Lake Verde Water Company

Docket No. W-01557A-15-0079 & W-01557A-15-0080
Application For Emergency Rate Case and Financing

Period Ending December 31, 2013

Schedule TBH-4.1

Selected Financial Information

(y’ B’ cr
Line Income Statement Proforma Emerpen, se,
No. 12/31/2013 Proforma Emergeny Rates ¥l A4 Loan Surcharpe
1 Operating Income (10,347) § 4,640 $ 17,166
2 Depreciation & Amort. 4,303 4,303 4,303
3 Income Tax Expense 0 952 2,506
4
5 Interest Expense 0 4] 7,157
6 Repayment of Principal Q 0 3,465
7 | Debt Reserve Requirement (Deposit) 0 0 2,124
8
9 |TIER
10 | [1+3]+[5] N/A N/A 275
11
12 |DSC
13 ] [142+3) + [5+6+7] N/A N/A 226
14
15
16 |Capital Structure
17
18 - | Short-term Debt 0 0.00% 0 0.00% 0 0.00%
19
20 | Long-term Debt 0 0.00% 0 0.00% 126,000 86.44%
21
22} Common Equity 19,771 100.00% 19,771 100.00% 19,771 13.56%
23
24 Total Capital 19,771 100.00% $ 19,771 100.00% $ 145771 100.00%
25
26
27
28 |" Colurnn [A] is based on the 2013 Annual Report filed with the Commission on December 15, 2014.
29 | Column [B] Operating Income has been modified to reflect pro-forma adjustments for the Emergency Rate Case revenues and $10,000 for Salaries
30 and wages expense, Property Taxes and Income Taxes from Schedule TBH-1.1.
31 [’ Column [C] 1s Column [B] modified to reflect pro-forma adjustments for the WIFA Loan Surcharge for the issuance of the proposed $126,000 debt

W
[

financing amortized for 20 year term at 5.75 percent per annum. Schedule TBH-1.1 Col E.




Lake Verde Water Company Schedule TBI1-4.2
Docket No. W-01557A-15-0079 & W-01557A-15-0080

Applicadon For Emergency Rate Case and Financing

Period Ending December 31, 2013

Terms and Conditions

Loan Amount $126,000.00
Term (No. of Years) 20
Combined Interest & Fee Rate
Interest Rate Index 7.00%
Subsidy Rate Index 80.00%
Combined Interest & Fee Rate 5.60%

TBH-3 Table A- Staff Used Next Higher Interest Rate to be Conservative
Number of Payments per Year

Coverage Requirement

Number of Years Debt Service Reserve Funded 5
Debt Service Reserve Requirement $10,615.50
Rounding Difference to WIFA Loan Surcharge Calculation ($10,621.80 - $10,615.50) $6.30
WIFA Loan Surcharge per TBH-2 at 5.75% $10,621.80

Monthly Fixed Payment to WIFA
Years 1 through 5
Prior to Debr Service Reserve Reguirement

Monthly Debt Service Payment 884.63
Monthly Debt Service Reserve Deposit 176.93
Total Monthly Fixed Payment $1,061.55
Years 6 through 20
After Debt Service Reserve Requirement
Monthly Debt Service Payment 884.63
Monthly Debt Service Reserve Deposit 0.00
Monthly Replacement Fund Deposit 176.93
Total Monthly Fixed Payment $884.63
Monthly Replacement Fund Deposit — Held Locally
Prior to Debt Service Reserve Reguirement $0.00
After Debt Service Reserve Reguirement $176.93

Annual Fiscal Impact

Annual Debt Reserve Fund Replacement Fund Total Anrual
Year Service Deposit Deposit Fiscal Impact

1 10,615.50 2,123.10 0.00 12,738.60
2 10,615.50 2,123.10 0.00 12,738.60
3 10,615.50 2,123.10 0.00 12,738.60
4 10,615.50 2,123.10 0.00 12,738.60
5 10,615.50 2,123.10 0.00 12,738.60
6 10,615.50 0.00 2.123.10 12,738.60
7 10,615.50 0.00 2,123.10 12,738.60
8 10,615.50 0.00 2,123.10 12,738.60
9 10,615.50 0.00 2,123.10 12,738.60
10 10,615.50 0.00 2,123.10 12,738.60
11 10,615.50 0.00 2,123.10 12.738.60
12 10,615.50 0.00 2,123.10 12,738.60
13 10,615.50 0.00 2,123.10 12,738.60
14 10,615.50 0.00 2,123.10 12,738.60
15 10,615.50 0.00 2,123.10 12,738.60
16 10,615.50 0.00 2,123.10 12,738.60
17 10,615.50 0.00 2,123.10 12,738.60
18 10,615.50 0.00 212310 12,738.60
19 10,615.50 0.00 2,123.10 12,738.60
20 10,615.50 0.00 2,123.10 12,738.60
$212,310.05 $10,615.50 $31,846.51 $254,772.06




Lake Verde Water Company
Docket No. W-01557A-15-0079 & W-01557A-15-0080
Application For Emergency Rate Case and Financing

Period Ending December 31, 2013

Schedule TBH-4.3

o0
Lo $126,000.00
Down Payment: %0
Amount Financed:  $126,000.00
Number of years:| Compounding Periods: 12
Interest rate (1 APR: 5.90%
Payments
Beginning- End-of-month
Loan of-month Interest Principal principal Annual Annual Annual 20% Reserve
payment principal [r*2)] @ -3 [2) - (#)] Interest Principal | Debt Payment | Fund Deposit
Period ) @ 6) @ 6) 0] ) ® ®
1 $884.63 $126,000.00 $603.75 $280.88 $125,719.12
2 884.63 125,719.12 602.40 28222 125,436.90
3 8B4.63 125,436.90 601.05 283.57 125,153.33
4 884.63 125,153.33 599.69 284.93 124,868.40
5 884.63 124,868.40 598.33 286.30 124,582.10
6 884.63 124,582.10 596.96 287.67 124,294.43
7 884.63 124,294.43 595.58 289.05 124,005.38
8 884.63 124,005.38 594.19 290.43 123,714.95
9 884.63 123,714.95 592.80 291.82 123,423.13
10 884.63 123,423.13 591.40 293.22 123,129.90
11 884.63 123,129.90 590.00 294.63 122.835.28
12 884.63 122,835.28 588.59 296.04 122,539.24 7,154.74 3,400.76 10,615.50 2,123.10




Lake Verde Water Company

Docket No. W-01557A-15-0079 & W-01557A-15-0080
Application For Emesgency Rate Case and Financing
Period Ending December 31, 2013

Schedule TBH-5

Staff Recommended Pro-forma With
Line W /O Proposed Proposed WIFA Loan
WIFA Loan and Surcharge

1 Cash Inflows
3 Metered Water Revenues 42,976 $ 42,976
4 Miscellaneous Service Revenue
5 Other Water Revenue
6 WIFA Loan Surcharge 14,299
7 Total Revenues 42,976 $ 57,275
8
9 Cash Outflows
10 Salaries and Wages 10,000 $ 10,000
11 Purchased Power 1,949 1,949
12 Chemicals - -
13 Repairs and Maintenance - -
14 Office Supplies Expense 1,464 1,464
15 Outside Services 4,259 4,259
16 Contractual Services - Testng 1,669 1,669
17 Rent - Building 2,100 2,100
18 Rent - Equipment - -
19 Transportation Expense 1,583 1,583
20 Insurance - General Liability 671 671
21 Insurance - Other - -
22 Regulatory Expense - Other - -
23 Miscellaneous Expense 8,211 8,211
24 Depreciation Expense 4,303 4,303
25 Property Taxes 1,174 l,3q Y —T
26 Income Taxes 952 2,506
27  |Total Expenses 38336 [ |$ 4O 0] 3988
28
29 Operating Income 4,640 $ 11 | | blo +-3861
30
31 Plus: Depreciation Expense 4,303 ) 4,303
32 Less: Loan Payment Interest - 7,157
33 Less: Loan Payment Principal - 3,465
34  [Cash Flow from Operations before WIFA Reserve 8943 1§ 1O3YT 156677
35
36 WIFA Reserve (20% of Principal and Interest) - $ 2,124
37 Cash Flow from Operations after WIFA Reserve $ 8,943 § 612, 5547




Lake Verde Water Company Schedule TBH-6
Docket No. W-01557A-15-0079 & W-01557A-15-0080

Application For Emergency Rate Case and Financing

Period Ending December 31, 2013

Rae Detign
Present Staff Recommended
Monthly Usage Charge ' Rates Emergency Rates
Monthly Minimum Charge:
Meter Size (All Classes):
5/8" x 3/4" Meter $ 10.50 $ 26.00
3/4" Meter 15.75 31.50
1" Meter 25.00 52.50
11/2" Meter 35.00 105.00
2" Meter 50.00 168.00
Gallons included in the Monthly Minimum Charge: 1,000 1,000
Per 1,000 for all gallons over the first 1,000 $ 2.00 $ 5.00
WIFA Loan Surcharge
5/8" x 3/4" Meter N/A $ 17.52
3/4" Meter N/A 26.29
1" Metex N/A 43.81
11/2" Meter N/A 87.62
2" Meter N/A 140.19
Other Service Charges
Establishment $ 10.00 $ 10.00
Establishment (Aftet Hours) 15.00 15.00
Reconnecton (Delinquent) 5.00 5.00
Meter Test (If Correct) 10.00 10.00
Deposit (@ (2)
Deposit Interest (a) (a)
Reestablishment (within 12 months) ®) )
NSF Check 10.00 10.00
Deferred Payment (per month) 1.5% () 1.5% (c)
Meter Re-read 5.00 5.00
Monthly Service Chatge for Firc Sprinkler - 4” or smaller (¢ (©
(a) Per Rule R14-2-403(B).
(b) Number of months off the system times the monthly minimum per A.A.C. R14-2-403(D).
(c) 1% of the monthly minimum for a comparable sized meter connection, but no less than $5.00 per month. The
Monthly Service Charge for Fire Sprinklers is only applicable.for service lines separate and distinct from the primary water
service line.
N/A Not Applicable
In addition to the collection of regular rates, the utility will collect from its customers a proportionate share of any
__prvilege, sales, use, and franchise tax. Per commission rule 14-2-409D(5).
Recommended | Recommended Total
Service and Meter Installation Charges Total Present { Service Line  [Meter Insallation] Recommended
Service Size Charge Charge Charge Charge
5/8" x 3/4" Meter $ 290.00 - - $ 290.00
3/4" Meter 325.00 - - 325.00
1" Meter 375.00 - - 375.00
11/2" Meter 570.00 - - 570.00
2" Meter 970.00 - - 970.00




Lake Verde Water Company Schedule TBH-7

Docket No. W-01557A-15-0079 & W-01557A-15-0080
Apphcation For Emergency Rate Case and Financing
Period Ending December 31, 2013

= Typical Bill Analy —
General Service 5/8 x 3/4-Inch Meter

Please Note: The Company did not propose approval of specific emergency rates, it requested that Staff review the information provided and make the
appropriate recommendations. Staff was unable to design inverted, tiered commodity rates and was unable to determine the median usage of customers,
as bill counts are not required in filing an emergency rate increase request. Staff estimated the average usage based on the 2013 Annual Report's Water
Use Data Sheet on Page 12. The Average Usage of 6,505 gallons 1s based on average monthly gallons (442,352 gallons sold) divided by the average
number of customers (68 customers).

Staff
Present Recommended Dollar Percent
Staff Recommended With Emergency Rates Gallons Rates Emergency Rates Increase Increase
Average Usage 6,505 | § 2150 { § 53.501¢ 32.00 148.84%
Staff
Staff Recommended With Emergency Rates Present Recommended Dollar Percent
With WIFA Loan Surcharge Gallons Rates Emergency Rates Increase Increase
Average Usage 6,505 | $ 215018 71.02 % 49.52 230.34%

General Service 5/8 x 3/4-Inch Meter

Staff Staff
Recommended Staff Recommended
Authorized With % Recommended | With Emergency %
Gallons Present Emergency Increase to WIFA Loan Rates and WIFA Increase to
Consumption Rates Rates Present Rates Surcharge Loan Surcharge Present Rates

- % 1050 | $ 26.00 147.62% $ 17521 % 43.52 314.51%
1,000 10.50 26.00 147.62% 17.52 43.52 314.51%
2,000 12.50 31.00 148.00% 17.52 48.52 288.19%
3,000 14.50 36.00 148.28% 17.52 53.52 269.13%
4,000 16.50 41.00 148.48% 17.52 58.52 254.69%
5,000 18.50 46.00 148.65% 17.52 63.52 243.37%
6,000 20.50 51.00 148.78% 17.52 68.52 234.26%
7,000 22.50 56.00 148.89% 17.52 73.52 226.77%
8,000 24.50 61.00 148.98% 17.52 78.52 220.51%
9,000 26.50 66.00 149.06% 17.52 83.52 215.18%
10,000 28.50 71.00 149.12% 17.52 88.52 210.61%
11,000 30.50 76.00 149.18% 17.52 93.52 206.64%
12,000 32.50 81.00 149.23% 17.52 98.52 203.15%
13,000 34.50 86.00 149.28% 17.52 103.52 200.07%
14,000 36.50 91.00 149.32% 17.52 108.52 197.33%
15,000 38.50 96.00 149.35% 17.52 113.52 194.87%
16,000 40.50 101.00 149.38% 17.52 118.52 192.65%
17,000 4250 106.00 149.41% 17.52 123.52 190.64%
18,000 44.50 111.00 149.44% 17.52 128.52 188.82%
19,000 46.50 116.00 149.46% 17.52 133.52 187.15%
20,000 48.50 121.00 149.48% 17.52 138.52 185.62%
25,000 58.50 146.00 149.57% 17.52 163.52 179.53%
30,000 68.50 171.00 149.64% 17.52 188.52 175.22%
35,000 78.50 196.00 149.68% 17.52 213.52 172.00%
40,000 88.50 221.00 149.72% 17.52 238.52 169.52%
45,000 98.50 246.00 149.75% 17.52 263.52 167.54%
50,000 108.50 271.00 149.77% 17.52 288.52 165.92%
75,000 158.50 396.00 149.84% 17.52 413.52 160.90%
100,000 208.50 521.00 149.88% 17.52 538.52 158.28%




ATTACHMENT A

MEMORANDUM
DATE March 31, 2015
TO: Teresa Hunsaker
Public Utlities Analyst I1
FROM: Frank M. Smaila %4
Utilities Engineer
RE: Lake Verde Water Company, Inc.

Emergency Rate Increase Application for (Docket No. W-01557A-15-0079) and
Financing Application (Docket No. W-01557A-15-0080)

Introduction

Lake Verde Water Company, Inc. (“Lake Verde” or “Company”) is a Class E public service
company providing water utlity service in Yavapai County. The Company’s Certificate of
Convenience and Necessity (“CC&N”) is approximately 2,100 Acres (3.2 square miles), located
south of Camp Verde along South Salt Mine Road (T13N, R5E, Sections 17 & 20 and portions of
Sections 8, 9 & 16)". According to the Arizona Corporation Commission (“ACC” or “Commission”)
Utilities Division Annual Water Repott for year ending 2013 (“Annual Report”) the Company was
serving 68 customers. On Februaty 5, 2015, Commission Utilities Division Staff (“Staff’) members
Teresa Hunsaker and Frank Smaila inspected the Company’s water system IR

On March 4, 2015, the Company filed with the ACC a request for an Emergency Rate
Increase.” The Company indicated that its request for an emergency rate increase was necessary to
bring the Company into compliance with the Safe Drinking Water Standards. The Company states
that there is no money generated from the distrbution of water and has not been profitable for
many years. The average customer bill amounts to $21.50 per month. The Company further states
that it has not had a rate increase for over 20 years and therefore the current level of revenue
collected does not cover the general mamtenanoe of the facﬂmes y

: - - !f:‘ ,rf o

On March 4, 2015, the Company filed a FmancmngpphcaUOn with the ACC seeking
authotization to borrow $500,000 from Water Infrastructure Finance Authority of Arzona
(“WIFA”) to fund engineeting, procurement, installation and operation of a Treatment Plant to
reduce Nitrates and Arsenic to below Maximum Contaminants Levels (“MCL”).”> The application
for funding approval also includes procurement and installation of a Water Storage Tank, Booster
Station, Transmission Watetline, Engineering, Permitting, Electrical, Yard Piping and
appurtenances.

1 Exhibit 1, Maps of Lake Verde Water Company
? Emergency Rate Increase Application, (Docket No. W-01557A-15-0079)
3 Financing Application, (Docket No. W-01557A-15-0080)




Lake Verde Water Company.
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On March 19, 2015, Staff requested a consolidated docket for both cases. On March 23,
2015 a procedural order was issued by the Hearing Division consolidating both docket cases.*

System Analysis

The Company’s water system consists of one well (Well 55-643838, 2 hp, pump yield is 22
gallons per minute (“gpm”), one storage tank (5,000 gallons), one Pressure Tank (2,000 gallons) and
a distribution system serving 68 metered service connections. Staff found that Well 55-643838 (Well
No. 2), located at the upper well site, presently is fitted with a 3 hp motor producing approximately
40 gpm with a functional chlotination pump introduced at the well discharge piping. The 5,000
gallon storage tank is located at the upper well site but is not connected to the water system nor
owned by the Company and the 2,000 gallon pressure tank, located at the lower well site, is in place
but not functional. The pressure tank is corroded and is not used ot useful as a pressure tank. A
second Well 55-643828 (Well No. 1), located at the lower well site, is no longer active as the well has
collapsed according to the system’s operator, Alan Williams. Since there is not a storage tank or
functional pressure tank, Well No. 2 discharges directly to the distribution system via a 112 gallon
bladder tank to assist in maintaining pressute in the distribution system. There is a 2-inch totalizing
flow meter on the discharge piping that is functioning propetly according to the system’s operator.

According to the Company, the distribution system is comprised of approximately 680 feet
of two-inch, 240 feet of three-inch and 4,300 feet of four-inch galvanized steel water lines. The
operator indicated that over the past 3 years approximately twelve waterline breaks have been
repaired.

Staff concludes that the Company has adequate production to serve its existing customers
and teasonable growth but lacks storage capacity of approximately 30,000 gallons. The data
indicates that thete was 6 percent water loss in the system which is below Staff’s recommended
allowable water loss limit of 10 percent.

Both the upper and lower well sites are not maintained in a clean and professional manner.
OId storage and pressure tanks and a booster pump that are no longer used or useful, still reside at
both well sites. This equipment should be removed from premises and sites cleaned of all debris
and tripping hazards. The upper well site contains the chlorinator metering pump and chlotination
storage tank. Both chlorination units are unsecured to a foundation. The chlorination storage tank is

located on the ground while the chlorinator metering pump is located on concrete block powered by
an extension cord.

Arizona Department of Environmental Quality (“ADEQ”) Compliance
Staff received an ADEQ Drinking Water Compliance Status Report dated January 20, 2015,

in which ADEQ reported that the Lake Verde Water System, Public Water System (“PWS”) No. 13-
038, is not in compliance with ADEQ requirements and is currently deliveting water that does not

4 Consolidated Docket No. W-01557A-15-0079 ET AL
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meet water quality standards required by Arizona Administrative Code (“A.A.C”), Title 18, Chapter
4 (National Safe Water Drinking Requirements).

Consent Order’

According to ADEQ), the Company exceeded the MCL for arsenic since November 2008.
ADEQ and the Company entered into a Consent Order (“Order”) on May 10, 2010. The Order
stipulates that within one hundred and twenty (120) calendar days of the effective date of the Ozder,
Lake Verde Water Company shall submit to ADEQ an administratively complete Approval to
Construct (“ATC”) permit application to construct arsenic temoval plant. The Otder further
stipulates that within two hundred and forty five (245) calendar days after ADEQ issues the ATC,
the Company shall complete construction of the approved treatment system and submit an
administratively complete Approval of Construction (“AOC”) permit application. To date, the
Company has not satisfied either requirement and continues to be in violation.

Notice of Viiolation®

On July 2010, ADEQ issued the Company a Notice of Violation (“NOV?™) concerning two
issues. 1) Failure to provide the required minimum storage capacity, AAC R18-5-503(A) and 2)
Failure to maintain and provide effective chlorine contact time for disinfection in the distribution
system, AAC R18-4-203. Lake Verde Water Company has not installed the necessary storage
capacity to be in compliance with ADEQ.

Arizona Department of Water Resources (“ADWR”) Compliance

The Company is not located within an ADWR Active Management Area. Staff received a
Water Provider Compliance Status Report dated March 2, 2015, in which ADWR reported that Lake
Verde Water Company was not cutrently in compliance with departmental requirements governing
watet providers and/ot community water systems, due to the Company not filing their Annual
Report or updated System Water Plan on time.

ACC Compliance

A check of the Commission’s Compliance Section database dated Match 9, 2015, indicated
that the Company had no ACC delinquent compliance items.

5 ADEQ Consent Order; Docket No. DW-42-10, dated May 10, 2010
6§ ADEQ Case ID #: 119124, Notice of Violation
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Estimated Costs to Achieve Compliance
Company Estimate

The Company submitted a Drinking Water Application to WIFA on February 23, 2015
requesting $500,000 to finance the engineering, procurement, installation and operation of a
treatment plant to reduce Nitrates and Arsenic below the MCL. According to ADEQ), the Company
monitoring results do not indicate that the Nitrate level has ever exceeded the MCL.

In the emergency rate increase application Docket No. W-01557A-15-0079, the Company’s
estimated costs include two arsenic removal systems, two storage tanks and two pressure tanks to be
located at both the upper and lower well sites. The Company did not provide capacity information
for these major components. The Company also included estimated cost for rehabilitating Well No.
1, the lower well. The Company estimated total cost for the above plant to be $305,000. Total
estimated cost does not include contingency or taxes. Staff concludes that providing duplicate
systems at the upper and lower well sites is not necessary at this time. Staff concludes that
rehabilitation of Well No. 1 is also not necessary at this time as Well No. 2 has capacity of 40 gpm
and the required production to meet water system needs is 20 gpm during peak month usage.

In the financing application Docket No. W-01557A-15-0080, the Company requests
approval of the WIFA loan for the installation of one arsenic treatment facility to treat water from
Wells No. 1 and No. 2. In April 2010, a System Assessment Report for Lake Verde Water Company
(“Report”), PWS No.13-038 was completed. The Report proposed that a new Arsenic Treatment
System (“ATF”) utilizing adsorption technology be constructed at the lower well site to ultimately
treat 35 gpm of water coming from both wells. The Report also proposed installation of one 20,000
gallon storage tank, booster station, instrumentation and controls and utilize an existing pressure
tank. A new 2-inch transmission waterline is proposed to carry raw watet from the Well No. 2 to the
ATEF site. Total estimated cost was $447,000 in 2010. Staff concludes that the existing pressure tank
is corroded and cannot be utilized as proposed and the proposed transmission line is not necessary
at this time. Staff concludes that a single 20,000 gallon storage tank will not meet ADEQ minimum
storage capacity requirements for a community water system according to Arizona Administrative
Code (“A.A.C”) R18-5-503.A.




Lake Verde Water Company.
Docket No. W-01557A-15-0079 ET AL
Page 5

Lake Verde Estimated Construction Costs, WIFA Application

[ Description | Unit(s) | Unit Cost, $ | Total Cost, $ |

Adsorption Treatment System, 35 gpm
System Piping, valves, meters & backflow preventer 1 Lot $20,000 $20,000
System Installation 1 Lot $15,000 $15,000
Foundation 1 Lot $5,000 $5,000
Residuals Handling System 1 Lot $5,000 $5,000
Acid System 1 Lot $5,000 $5,000
Backwash Decant Valves & Piping 1 Lot $5,000 $5,000
Building, 15 ft. x 15 ft. 1 Lot $9,000 $9,000
Contractor Cost & Media 1 Lot $35,000 $35,000
Water Storage Tank, 20,000 gallons 1 Lot $20,000 $20,000
Booster Station 2 $2,500 $5,000
Yard Piping & Valves 1 Lot $5,000 $5,000
Transmission Watetline, 2-inch HDPE 5,280 ft. $30/ft. $158,400
Electrical & Instrumentation Controls 1 Lot $20,000 $20,000
Site Civil 1 Lot $4,000 $4,000
TOTAL ESTIMATES CONSTRUCTION COST $311,400
CONTINGENCIES (10%) $31,140
TOTAL ESTIMATED COSTS W/O TAXES $342,540
Taxes, Insurance & Bonds (8.5%) $29,116
TOTAL ESTIMATED CONSTRUCTION W/TAXES $371,656
Engineering Design, Construction Admin Support, Startup & Permitting $75,000
TOTAL ESTIMATED ENGINEERING & CONSTRUCTION $446,656

Lake Verde Estimated Annual O & M Costs

[ Operation & Maintenance Cost Summary, 35 GPM Treatment System ]
Labor Cost — 8 hour/week @ $30/hour $12,480
Media Replacement Cost $4,000
Acid Cost $1,250
Media Disposal Cost $1,500
Power Cost $600
Equipment Maintenance Cost $4,000

| Annual Operation & Maintenance Cost | $23,830 |
Staff Estimate

Due to the low number of connections, Staff believes the cost of centralized treatment is
unreasonable. Staff recommends that the Company install Point-of-Use (“POU”) treatment devices
in every home served by the Company to treat MCL arsenic exceedance in lieu of centralized
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treatment. Staff also recommends installation of one 30,000 gallon water storage tank and two
variable frequency drive (“VFD”) controlled booster pumps each capable of delivering
approximately 20 gpm installed within a new pumphouse and perimeter fencing. Staff further
recommends that the Company abandon the lower well site containing non-active Well No. 1 and
the non-functional pressure tank, both of which are not used or useful.

Staff recommends that the Company submit to ADEQ a POU Program application to treat
arsenic and receive an Approval to Install (“ATT”) certificate prior to installation of POU devices
and an Approval of Installaion (“AOI”) certificate after installation of POU devices and ADEQ
requited verification testing. In an email dated March 19, 2015, the Company owner, Dugan
McDonald, expressed his concern about entering the residences to maintain and monitor the water
system. The Company does not have an approved Point-of- Use Treatment Device Tariff. Staff
recommends the Commission approve the POU Tanff attached as Exhibit 2. The estimated cost
table below utilizes National Association of Regulatory Utility Commissioners (“NARUC”) account
numbers.

Staff’s Recommended Equipment & Estimated Construction Costs

NARUC
Account No. Description Unit(s) | Unit Cost, $ | Total Cost, $
304 Structures and Iran'O\neme:ntsN"‘e 1 1 Lot $5,500 $5,500

311 Pumping Equipment > 2 $5,000 $10,000

320 Water Treatment Equipment’ > 68 $450 $30,600

330 Storage Tank’, 30,000 gallons ™** 1 Lot $59,000 $59,000

Staff Estimate Subtotal $105,100

Contingency 10% $10,500

Engineering and Permitting $10,400

Staff Estimated Equipment & Construction Total $126,000

Note 1: Pumphouse Building (10 feet x 10 feet) (Metal) with Lighting and Heat and Upper Yard Fencing Purchase,
Foundation & Installation, Grading and Clearing.

Note 2: VFD Controlled Booster Pumps, Purchase and Installation. Includes Foundation, Power and Switching
Equipment and all required Valves & Gauges.

Note 3: Undersink Point-of-Use Reverse Osmosis Arsenic Treatment Units Purchase and Installation and Verification
Testing Labor and Equipment.

Note 4: Storage Tank Purchase, Shipping and Installation. Includes Foundation, Instrumentation and Control and Yard

Piping.
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Staff’s Estimated Annual Operation and Maintenance Costs

[ Operation & Maintenance Cost Summary, POU Treatment ]
POU Filter Replacement Cost - $70/POU Unit for 68 POU Units "> $4,760
Verification Testing Equipment "> ® $300
Labor Cost for POU Filter Replacement & Water Quality Testing — 0.5 hour/Unit $1,020
@ $30/hout for 68 Units
Laboratory Testing -$25/Test for 23 POU Units Note 7 $1,700

| Annual Operation & Maintenance Cost | $7,780 |

Note 5: Filters to be replace annually or as specified by manufacturer.

Note 6: ADEQ approved Industrial Test Systems Inc., Arsenic Quick II Field Testing Kit, Part No. 481303.

Note 7: Yearly laboratory testing of 1/3 of installed POU devices or follow ADEQ protocol to determine if POU
devices are working properly.

Depreciation Rates

Staff recommends that the Company be authorized to use Staff's typical and customary
depreciation rates from NARUC. These depreciation rates are presented in Exhibit 3.

Conclusions

1. Staff concludes that water system is comprised of Well No. 2, bladder tank,
chlorination metering pump, chlorination storage tank and distribution waterlines.

2. Staff concludes that the Company does not have adequate storage capacity to serve
its existing customers.

3. Staff concludes that the Company’s old plant equipment, 2 pressure tanks, 1-storage
tank and 1-booster pump, are cotroded and no longer used or useful equipment.

4. Staff concludes that the well water meter is functioning propetly per discussion with
system’s operator.

5. Staff concludes that Well No. 1 casing has collapsed and is not used and useful.

6. Staff concludes that the Company has adequate production from Well No. 2 to serve
its existing customers and reasonable growth. The data also indicated that there was
6 petcent water loss in the system which is below Staff’s recommended allowable
water loss limit of 10 percent.

7. Staff concludes that the Company is not in compliance with ADEQ requirements
and 1s currently delivering water that does not meet water quality standards required
by Arizona Administrative Code, Title 18, Chapter 4.
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10.

11.

Staff concludes that the Company is not in compliance with ADWR requitements
governing water providers and/or community watet systems.

Staff concludes that the Company has no ACC delinquent compliance items.

Staff concludes that the costs associated with the lower well site Well No. 1 pump
renovation ate not necessaty at this time.

Staff concludes that the Company does not have an approved Point-of-Use
Treatment Device Tariff on file with the ACC.

Staff concludes the Company financing application of $500,000 for the engineering
and installation of centralized treatment, storage tanks, pressure tanks, booster
pumps, well no. 1 renovation and transmission line is not necessary at this time.

Staff concludes that its proposed plant improvements to install POU devices, storage
tank and VFD controlled booster pumps is appropriate and Staff’s estimated cost of
$126,000 is reasonable.

Recommendations

1.

Staff recommends the Commission approve the Point-of-Use (“POU”) Treatment
Device Tatiff attached as Exhibit 2.

Staff further recommends that the Company notify its customers, in a form
acceptable to Staff, of the POU Tariff approved by the Commission and its effective
date by mean of either an insert in the next regularly scheduled billing or by separate
tnailing and shall provide copies of the POU Tariff to any customers upon request.
Staff will file a letter in the Docket confirming that the Company’s tariffs have been
updated with the tariff approved by the Commission. The tariff shall go into effect
30 days after the date notice is sent to customers.

Staff recommends that the Company file with Docket Control, as a compliance item
in this docket by December 31, 2015, a copy of the ADEQ Approval to Install
certificate for the POU treatment devices.

Staff recommends that the Company file with Docket Control, as a compliance item
in this docket by April 29, 2016, a copy of the ADEQ Approval of Installation
certificate for the POU treatment devices.

Staff recommends that the Company file with Docket Control, as a compliance item
in this docket by June 30, 2016, a copy of the ADEQ Approval of Construction for
the storage tank and booster pumps.
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Lake Verde Water Company.
Docket No. W-01557A-15-0079 ET AL

Staff recommends that the Company file with Docket Control, 2s a compliance item
in this docket by June 30, 2016, documentation showing that old plant equipment no
longer used or useful at both the upper and lower well site has been removed from
the premises and that both sites cleaned of all debris and tripping hazards.

Staff recommends that the Company file with Docket Control, as a compliance item
in this docket by June 30, 2016, documentation showing that chlorination metering
pump and storage tank are secured onto foundations and power provided to
chlorination metering pump installed in a professional manner.

Staff recommends that the Company be otdered to file with Docket Control, as a
compliance item in this docket by June 30, 2016, documentation from ADEQ stating
that the Company is in compliance with ADEQ requirements.

Staff recommends that the Company be ordered to file with Docket Control, as a
compliance item in this docket by June 30, 2016, documentation from ADWR
stating that the Company is in compliance with ADWR requirements.

Staff recommends that the Company file with Docket Control, as a compliance item
in this docket by June 30, 2017, a copy of an updated water system engineering
assessment report for future improvements.

Staff recommends that the Company use the depreciation rates by individual
National Association of Regulatory Utility Commissioners account presented in
Exhibit 3.




Exhibit 1
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Company: Decision No.:
Phone: Effective Date:

POINT-OF-USE TREATMENT DEVICE TARIFF
PURPOSE:

The purpose of this tariff is to enable

(“Company™) to ensure its compliance with the requirements of the Arizona Department of
Environmental Quality (“ADEQ”) for Point-of-Use (“POU”) treatment. POU treatment is to be
installed on the customer’s premises, maintained, and tested pursuant to the provision of the
Arizona Administrative Code (“A.A.C.") R18-4-218 and ADEQ’s Arizona Point-of-Use
Compliance Program Guidance (“Guidance™). A POU treatment device will treat only the water
intended for direct consumption, typically installed at a single tap such as the kitchen sink.

REQUIREMENTS:

The requirements to be in compliance with the Rules of the Arizona Corporation
Commission (“Commission”) and the ADEQ, specifically A.A.C. R14-2-407, R14-2-410, R18-
4-218 and the Guidance that governs this tariff are as follows:

1.

2.

The Company shall purchase and install the POU treatment device.

Subject to the provisions of A.A.C. R18-4-218 and the Guidance, the installation of
the POU treatment device will be a condition of service.

The installation of the POU treatment device will be arranged to be installed at a time
convenient to the customer and the Company.

The customer must permit the Company or its agents to enter the home to maintain
the system in good working order, including, but not limited to, periodic replacement
of filters, water sampling, and replacement of the system from time to time.

The POU treatment devices shall be the property of the Company.

Subject to the provisions of A.A.C. R14-2-407 and 410, and in accordance with
Paragraphs 1 and 4 of this tariff, the Company may terminate service or may deny
service to a customer who fails to install a POU treatment device or to permit the
servicing and testing of the POU treatment device as required by this tariff.

The Company shall give any customer who is required to install a POU treatment
device written notice of said requirement. The customer shall be given sixty (60)
days from the time such written notice is received in which to comply with this
notice. If A.A.C. R14-2-410.B.1. is not applicable and the customer can show good
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Decision No.:

Effective Date:

10.

cause as to why the device cannot be installed within sixty (60) days, the Company
may allow the customer an additional sixty (60) days to have the device installed.

Testing of the POU treatment device shall be in conformance with the requirements
of A.A.C. R18-4-218 and the Guidance.

Consistent with the provisions of A.C.C. R14-2-407.B.2 and 3, each customer shall
be responsible for safeguarding all Company property installed on the customer's
premises for the purpose of supplying clean water to that customer. Each customer
shall exercise all reasonable care to prevent loss or damage to Company property,
excluding ordinary wear and tear. The customer shall be responsible for loss of or
damage to Company property on the customer's premises arising from neglect,
carelessness, or misuse and shall reimburse the Company for the cost of necessary
repairs or replacements.

Pursuant to A.C.C. R14-2-407.B.5, each customer shall be responsible for notifying
the Company of any failure identified in the Company's POU treatment device and
system.

Attachment-AAC: Arizona Administrative Codes (4 pages)
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Arizona Administrative Codes
R14-2-407. Provision of service

A. Utility responsibility. Each utility shall be responsible for providing potable water to
the customer's point of delivery.

B. Customer responsibility

1. Each customer shall be responsible for maintaining all facilities on the customer's
side of the point of delivery in a safe and efficient manner and in accordance with
the rules of the state Department of Health.

2. Each customer shall be responsible for safeguarding all utility property installed
in or on the customer's premises for the purpose of supplying water to that
customer.

3. Each customer shall exercise all reasonable care to prevent loss or damage to
utility property, excluding ordinary wear and tear. The customer shall be
responsible for loss of or damage to utility property on the customer's premises
arising from neglect, carelessness, or misuse and shall reimburse the utility for the
cost of necessary repairs or replacements.

4. Each customer shall be responsible for payment for any equipment damage
resulting from unauthorized breaking of seals, interfering, tampering or bypassing
the utility meter.

5. Each customer shall be responsible for notifying the utility of any failure
identified in the utility's equipment. ,

6. Water furnished by the utility shall be used only on the customer's premises and
shall not be resold to any other person. During critical water conditions, as
determined by the Commission, the customer shall use water only for those
purposes specified by the Commission. Disregard for this rule shall be sufficient
cause for refusal or discontinuance of service.

C. Continuity of service. Each utility shall make reasonable efforts to supply a
satisfactory and continuous level of service. However, no utility shall be responsible
for any damage or claim of damage attributable to any interruption or discontinuation
of service resulting from:

1. Any cause against which the utility could not have reasonably foreseen or made
provision for, i.e., force majeure

2. Intentional service interruptions to make repairs or perform routine maintenance

3. Curtailment.

D. Service interruptions

1. Each utility shall make reasonable efforts to reestablish service within the shortest
possible time when service interruptions occur.

2. Each utility shall make reasonable provisions to meet emergencies resulting from
failure of service, and each utility shall issue instructions to its employees
covering procedures to be followed in the event of emergency in order to prevent
or mitigate interruption or impairment of service.




Attachment-AAC
Page 2 of 5

3. In the event of a national emergency or local disaster resulting in disruption of
normal service, the utility may, in the public interest, interrupt service to other
customers to provide necessary service to civil defense or other emergency
service agencies on a temporary basis until normal service to these agencies can
be restored.

4, When a utility plans to interrupt service for more than 4 hours to perform
necessary repairs or maintenance, the utility shall attempt to inform affected
customers at least 24 hours in advance of the scheduled date and estimated
duration of the service interruption. Such repairs shall be completed in the
shortest possible time to minimize the inconvenience to the customers of the
utility.

5. The Commission shall be notified of interruptions in service affecting the entire
system or any major division thereof. The interruption of service and cause shall
be reported within 4 hours after the responsible representative of the utility
becomes aware of said interruption by telephone to the Commission and followed
by a written report to the Commission.

E. Minimum delivery pressure. Each utility shall maintain a minimum standard delivery
pressure of 20 pounds per square inch gange (PSIG) at the customer's meter or point
of delivery.

F. Construction standards. Each utility shall construct all facilities in accordance with
the guidelines established by the state Department of Health Services.

R14-2-410. Termination of service

A. Nonpermissible reasons to disconnect service. A utility may not disconnect service
for any of the reasons stated below:

1. Delinquency in payment for services rendered to a prior customer at the premises
where service is being provided, except in the instance where the prior customer
continues to reside on the premises.

2. Failure of the customer to pay for services or equipment which is not regulated by
the Commission.

3. Nonpayment of a bill related to another class of service.

4. Failure to pay for a bill to correct a previous underbilling due to an inaccurate
meter or meter failure if the customer agrees to pay over a reasonable period of
time.

B. Termination of service without notice
1. Utility service may be disconnected without advance written notice under the
following conditions:;
a. The existence of an obvious hazard to the safety or health of the consumer or
the general population.
b. The utility has evidence of meter tampering or fraud.
c. Unauthorized resale or use of utility services.
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d. Failure of a customer to comply with the curtailment procedures imposed by a
utility during supply shortages.

The utility shall not be required to restore service until the conditions which

resulted in the termination have been corrected to the satisfaction of the utility.

Each utility shall maintain a record of all terminations of service without notice.

This record shall be maintained for a minimum of 1 year and shall be available for

inspection by the Commission.

C. Termination of service with notice

1.

A utility may disconnect service to any customer for any reason stated below

provided the utility has met the notice requirements established by the

Commission:

a. Customer violation of any of the utility's tariffs filed with the Commission
and/or violation of the Commission's rules and regulations.

b. Failure of the customer to pay a delinquent bill for utility service.

c¢. Failure to meet or maintain the utility's credit and deposit requirements.

d. Failure of the customer to provide the utility reasonable access to its
equipment and property.

e. Customer breach of a written contract for service between the utility and
customer.

f. When necessary for the utility to comply with an order of any governmental
agency having such jurisdiction.

Each utility shall maintain a record of all terminations of service with notice. This

record shall be maintained for 1 year and be available for Commission inspection.

D. Termination notice requirements

1.

No utility shall terminate service to any of its customers without providing
advance written notice to the customer of the utility's intent to disconnect service,
except under those conditions specified where advance written notice is not
required.

Such advance written notice shall contain, at a minimum, the following

information:

a. The name of the person whose service is to be terminated and the address
where service is being rendered.

b. The Commission rule or regulation that was violated and explanation thereof
or the amount of the bill which the customer has failed to pay in accordance
with the payment policy of the utility, if applicable.

c. The date on or after which service may be terminated.

d. A statement advising the customer to contact the utility at a specific address or
phone number for information regarding any deferred payment or other
procedures which the utility may offer or to work out some other mutually
agreeable solution to avoid termination of the customer's service.

e. A statement advising the customer that the utility's stated reason for the
termination of services may be disputed by contacting the utility at a specific
address or phone number, advising the utility of the dispute and making
arrangements to discuss the cause for termination with a responsible employee
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of the utility in advance of the scheduled date of termination. The responsible
employee shall be empowered to resolve the dispute and the utility shall retain
the option to terminate service.

E. Timing of terminations with notice

1. Each utility shall be required to give at least 10 days advance written notice prior
to the termination date.

2. Such notice shall be considered to be given to the customer when a copy thereof
is left with the customer or posted first class in the United States mail, addressed
to the customer's last known address.

3. If after the period of time allowed by the notice has elapsed and the delinquent
account has not been paid nor arrangements made with the utility for the payment
thereof or in the case of a violation of the utility's rules the customer has not
satisfied the utility that such violation has ceased, the utility may then terminate
service on or after the day specified in the notice without giving further notice.

4. Service may only be disconnected in conjunction with a personal visit to the
premises by an authorized representative of the utility.

5. The utility shall have the right (but not the obligation) to remove any or all of its
property installed on the customer's premises upon the termination of service.

F. Landlord/tenant rule. In situations where service is rendered at an address different
from the mailing address of the bill or where the utility knows that a landlord/tenant
relationship exists and that the landlord is the customer of the utility, and where the
landlord as a customer would otherwise be subject to disconnection of service, the
utility may not disconnect service until the following actions have been taken:

1. Where it is feasible to so provide service, the utility, after providing notice as
required in these rules, shall offer the occupant the opportunity to subscribe for
service in his or her own name. If the occupant then declines to so subscribe, the
utility may disconnect service pursuant to the rules.

2. A utility shall not attempt to recover from a tenant or condition service to a tenant
with the payment of any outstanding bills or other charges due upon the
outstanding account of the landlord.

R18-4-218. Criteria and Procedures for Public Water Systems Using Point-of-Entry
or Point-of-Use Treatment Devices

A. A water supplier may use a point-of-entry (POE) or point-of-use (POU) treatment
technology to achieve compliance with a MCL or treatment technique if the water
supplier meets the requirements of this Section.

B. A public water system may use a POE or POU treatment device to achieve compliance
with a MCL, if the treatment device:

1. Is not used to achieve compliance with an MCL or treatment technique for a
microbial contaminant or an indicator for a microbial contaminant, in accordance
with 42 U.S.C. 300g-1(b)(4XE)(ii) (2007);

2. Is listed in 40 CFR 141 as an acceptable compliance technology for the applicable
contaminant;
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3. Is certified against the applicable NSF/ANSI Standards;

4. Is owned, controlled and maintained by a public water system or by a person under
contract with the public water system to ensure proper operation, maintenance,
and compliance with MCLs or treatment techniques; and

5. Is equipped with mechanical warnings to ensure that customers are automatically
notified of recommended system maintenance and or operational problems. This
performance indication device shall provide notice to the end user at a defined
moment in time without shutting off the POE or POU device.

C. Prior to installing a POE or POU treatment device, a public water system shall obtain
the Department's written approval of a POE or POU operation and maintenance (O &
M) plan. A public water system shall submit an O & M plan to the Department that
ensures proper long-term operation, maintenance, and monitoring of the POE or POU
treatment devices. An O & M plan shall ensure that:

1. The POE or POU treatment device provides health protection equivalent to the
health protection provided by centralized water treatment. "Equivalent” means
that water treated by the POE or POU treatment device meets all national primary
drinking water regulations.

2. A residential building, or a nonresidential building that uses water for human
consumption, that is connected to the public water system has a POE or POU
treatment device that is installed, operated, maintained, and monitored in a
manner that assures continuous compliance with the MCLs, treatment techniques,
and other requirements of this Chapter.

3. Multi-unit residential and nonresidential buildings utilizing POU treatment devices
to achieve compliance with this Chapter have a sufficient number of POU devices
installed to provide adequate potable water for all residents, employees, and
customers.

4, The rights and responsibilities of persons served by the public water system are
conveyed with the title upon the sale of property containing a POU treatment
device, including but not limited to the followmg
a. The public water system owns and is responsible for maintaining a POU

treatment device that is installed to meet the requirements of this Section; and

b. Persons served by public water systems must grant public water system employees
reasonable access to POU treatment devices, so that the devices can be properly
maintained. Public water systems may discontinue water service to a customer who
refuses to allow public water system employees to enter the customer's home or
business to inspect and maintain POU treatment devices.

Arizona Point-of-Use Compliance Program Guidance

http://www.azdeg.gov/environ/water/download/pointofuse.pdf



http://www.azdea

Exhibit 3




@

i

D

i

Structures & Improvements

S I

Table E. Depreciation Rate Table for Water Companies

333

304

305 Collecting & Impounding Reservoirs 40 2.50

306 Lake, River, Canal Intakes 40 2.50

307 Wells & Springs 30 3.33

308 Infiltration Galleries 15 6.67

309 Raw Water Supply Mains 50 2.00

310 Power Generation Equipment 20 5.00

311 Pumping Equipment 8 12.5

320 Water Treatment Equipment

320.1 Water Treatment Plants 30 333

320.2 Solution Chemical Feeders 5 20.00
320.3 Point-of-Use Treatment Devices 10 10.00
330 Distribution Reservoirs & Standpipes

330.1 Storage Tanks 45 222

330.2 Pressure Tanks 20 5.00

331 Transmission & Distribution Mains 50 2.00

333 Services 30 3.33

334 Meters 12 8.33

335 Hydrants 50 2.00

336 Backflow Prevention Devices 15 6.67

339 Other Plant & Misc Equipment 15 6.67

340 Office Furniture & Equipment 15 6.67

340.1 Computers & Software 5 20.00
341 Transportation Equipment 5 20.00
342 Stores Equipment 25 4.00

343 Tools, Shop & Garage Equipment 20 - 5.00

344 Laboratory Equipment 10 10.00
345 Power Operated Equipment 20 5.00

346 Communication Equipment 10 10.00
347 Miscellaneous Equipment 10 10.00
348 Other Tangible Plant e
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