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NOTICES OF PROPOSED RULEMAKING

Unless exempted by A.R.S. § 41-1005, each agency shall begin the rulemaking process by 1st submitting to the
retary of State’s Office a Notice of Rulemaking Docket Opening followed by a Notice of Proposed Rulemaking th
contains the preamble and the full text of the rules. The Secretary of State’s Office publishes each Notice in the 
available issue of the Register according to the schedule of deadlines for Register publication. Due to time restraints,
the Secretary of State’s Office will no longer edit the text of proposed rules. We will continue to make numbering a
labeling changes as necessary.

Under the Administrative Procedure Act (A.R.S. § 41-1001 et seq.), an agency must allow at least 30 days to el
after the publication of the Notice of Proposed Rulemaking in the Register before beginning any proceedings for
adoption, amendment, or repeal of any rule. A.R.S. §§ 41-1013 and 41-1022.

NOTICE OF PROPOSED RULEMAKING

 TITLE 18. ENVIRONMENTAL QUALITY

CHAPTER 4. DEPARTMENT OF ENVIRONMENTAL QUALITY
SAFE DRINKING WATER

PREAMBLE

1. Sections Affected  Rulemaking Action
R18-4-101 Amend
Article 6 New Article
R18-4-601 New Section
R18-4-602 New Section
R18-4-603 New Section
R18-4-604 New Section
R18-4-605 New Section
R18-4-606 New Section
R18-4-607 New Section
Appendix A New Section
Appendix B New Section
Appendix C New Section
Appendix D New Section

2. The specific authority for the rulemaking, including both the authorizing statute (general) and the statutes the
rules are implementing (specific):

Authorizing statute: A.R.S. §§ 49-202, 49-351, 49-353, Senate engrossed House bill 2257.

Implementing statutes: A.R.S. § 49-353, Senate engrossed House bill 2257.

3. List all previous notices appearing in the register addressing the proposed rules:
Notice of Rulemaking Docket Opening: 5 A.A.R. 462, February 5, 1999. 

4. The name and address of agency personnel with whom persons may communicate regarding the rulemaking:
Name: Margaret L. McClelland or Martha L. Seaman

Address: Arizona Department of Environmental Quality
3033 North Central Avenue
Phoenix, AZ 85012

Telephone: (602) 207-2224

Fax: (602) 207-2251

5. An explanation of the rule, including the agency’s reasons for initiating the rule:
The purpose of this rulemaking is to meet requirements of the Safe Drinking Water Act. The Environmental 
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tion Agency (EPA) has mandated that each state obtain the authority to ensure that all new community water systems
and all new nontransient noncommunity water systems have the technical, financial, and managerial capacity to meet
National Primary Drinking Water Regulations. A.R.S. § 49-353 as amended by engrossed House bill 225
2257) mandates that the Director require that plans demonstrate that a new public water system posses adeq
nical, managerial and financial capacity prior to beginning operation. The rulemaking will include criteria that w
used to identify public water supplies most in need of improved capacity in accordance with the statutory r
ments of H.B. 2257. 

A. Background for These Proposed Rules

To comply with the mandate of the EPA, ADEQ initiated legislation in H.B. 2257 to implement a capacity de
ment program. The Office of the Attorney General (AGO) and the EPA determined that ADEQ had existing au
in the area of technical capacity. H.B. 2257 then added authority for managerial and financial capacity. Dur
1999 regular session, the Arizona legislature passed H.B. 2257, which amended A.R.S. § 49-353 to require
Director require plans and specifications for a new public water system to demonstrate, before beginning op
that the system possesses adequate managerial and financial capacity to operate. The legislation also requir
Director accept adequate findings of other public authorities regarding the adequate managerial and financial
of a water system to operate in compliance with the Safe Drinking Water Act.

During January and February, 1999, ADEQ held informal educational meetings in Phoenix, Tucson, Parker, F
Sierra Vista and Pinetop to discuss with stakeholders the legislation and the upcoming rule to establish the s
for capacity development. Also in January, 1999, ADEQ convened a core group of stakeholders to explain t
making that would be necessary to implement the forthcoming capacity development legislation. At that m
ADEQ explained the rulemaking model that would be used in this rulemaking. The model would involve the a
stakeholders, at the very beginning of the rulemaking process, in drafting the substance of the rules text
sought stakeholder volunteers to participate on 3 committees to draft the technical, managerial and financial
ments for the capacity development rulemaking. During March, 1999, these committees met to develop the fi
of the text of this rulemaking. Once the 1st draft was completed, ADEQ, again in May, 1999, held meetings
the state to provide an opportunity for review and comment by the stakeholders. Additionally, the Drinking
Program has maintained close consultation with the EPA to ensure that all issues which will effect the ability
EPA to approve this rulemaking are addressed.

The proposed rulemaking will cover capacity development for new drinking water systems only. ADEQ will pr
a rulemaking for capacity development for existing drinking water systems in 2001.

B. Specific Section-By-Section Explanation of This Proposal

ADEQ proposes to amend R18-4-101 to add definitions for “elementary business plan”, “existing public wat
tem”' “financial capacity”, “major stockholder”, managerial capacity”, “new public water system”, and “tech
capacity”. These definitions are necessary to clarify these terms as they apply to this rulemaking.

ADEQ proposes R18-4-601 to establish applicability of this Article.

ADEQ proposes R18-4-602 to establish that in order to become a public water system, an owner must file an
tion for review and approval by ADEQ that contains information required to show technical, managerial and fin
capacity.

ADEQ proposes R18-4-603 to establish requirements for technical capacity a new public water systems. This
sets forth the information that the new public water system must submit to ADEQ for plan review, including th
dards for the elementary business plan, operation and maintenance plan.

ADEQ proposes R18-4-604 to establish requirements for managerial capacity for a new public water syste
section sets forth the information that the new public water system must submit to the ADEQ for review, inclu
managerial operations plan.

ADEQ proposes R18-4-605 to establish requirements for financial capacity for a new public water system. T
tion sets forth the information that the new public water system must submit to the ADEQ to demonstrate fi
capacity.

ADEQ proposes R18-4-606 to establish the process for review by ADEQ of technical, managerial and fi
capacity. This section provides for acceptance of financial determinations of the Arizona Corporation Comm
(ACC) and the Arizona Department of Water Resources (ADWR). This also establishes requirements for co
deficient applications.
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ADEQ proposes R18-4-607 which provides for appeals of an agency determination.

ADEQ proposes Appendix A to establish a capacity Development Review Checklist for new community and new
nontransient noncommunity water systems.

ADEQ proposes Appendix B to establish the requirements for a general statement of responsibility by an owner.

ADEQ proposes Appendix C to establish a financial capacity worksheet and definitions for the worksheet.

ADEQ proposes Appendix D to establish a financial viability test for new public water systems.

6. A reference to any study that the agency proposes to rely on in its evaluation of or justification for the proposed
rule and where the public may obtain or review the study, all data underlying each study, any analysis of the study
and other supporting material:

Not applicable.

7. A showing of good cause why the rule is necessary to promote a statewide interest if the rule will diminish a
previous grant of authority of a political subdivision of this state:

Not applicable.

8. The preliminary summary of the economic, small business and consumer impact: 
This rule will apply to all new public water systems (PWSs) that are Community Water Systems (CWSs) and Non-
transient, Noncommunity Water Systems (NTNCWSs). A new PWS is one that is issued its 1st unique ADEQ public
water system identification number on or after October 1, 1999. A public water system is defined as a “system
provision to the public of water for human consumption, if it has at least 15 service connections, or regularly s
least 25 individuals daily at least 60 days out of the year”. A CWS is a “public water system which serves at 
service connections used by year-round residents or regularly serves at least 25 year-round residents.”   An N
is a “public water system that is not a community water system and that regularly serves at least 25 of the s
sons for at least 6 months a year.” Generally, NTNCWSs are commercial or institutional establishments th
their own water supply and serve 25 or more of the same people on a regular basis. 

Unregulated development of new PWSs creates the potential for some of these systems, especially the sma
to have inadequate technical, managerial and financial (TMF) capacity. In most states, applicants wishing to
new PWS must submit engineering plans and specifications for review by state and local authorities, but mos
review the managerial or financial capacity of these systems.   Many lack business plans for long-term mana
operation and maintenance, and they generally do not have the tools that enable their owners to plan for futu
cial requirements. As a result, a system that lacks adequate TMF capacity may end up in persistent non-co
with state and federal drinking water regulations. 

Information from ADEQ’s Safe Drinking Water (SDW) Database indicates that there are currently 1,718 PWS
State; almost half (48.2%) are CWS and 12.7% are NTNCWS. CWSs primarily serve residential popu
whereas NTNCWSs are mainly institutions like schools, factories, office/industrial parks, major shopping cent
other businesses that provide water as an ancillary function of their principal business or enterprise. The vast
(about 95.5%) of PWS in Arizona receive their water from a groundwater source such as wells, and the re
have surface water as their source.

Capacity Development

The Safe Drinking Water Act (SDWA) Amendments of 1996 specify that new systems must demonstrate technical
managerial and financial capacity to comply with SDWA requirements. By enhancing public water system c
tence in these 3 areas, the amendments ensure compliance with the National Primary Drinking Water Reg
(NPDWRs) in order to achieve the public health protection objectives of the SDWA. States are given the flexib
implement a capacity development program that is tailored to their circumstances, and at the same time
reduction in their allotments of the Drinking Water State Revolving Fund (DWSRF). States must also demo
legal authority or other means to assure the capacity of new water systems. (Existing water systems, as dist
from new PWS, will be governed by a separate rule which ADEQ intends to promulgate and become effec
October 1, 2001.) This authority is implemented at control points in the process of new system development (e.
the issuance of a permit for construction). At each control point of the capacity development process, th
ensures that a new water system being created can operate in compliance with the SDWA, and that new PW
fact, have demonstrable TMF capacity.

Water system capacity is the ability of a water system to operate in compliance with the SDWA and Arizona d
water regulations. PWS capacity has 3 inter-related elements:
Volume 5, Issue #23 Page 1662 June 4, 1999
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Technical capacity refers to the physical infrastructure of the water system, and includes adequacy of the source
water, infrastructure (source, treatment, storage and distribution), and the ability of system personnel to implement
the requisite technical knowledge.

Managerial capacity refers to the management structure of the water system, including ownership accountability,
staffing and organization, and effective external linkages.

Financial capacity refers to the financial resources of the water system, including revenue sufficiency, credit worthi-
ness and fiscal controls.

Drinking Water State Revolving Fund Monies

The SDWA specifies that unless a state has obtained the legal authority to ensure that all new CWSs and NTNCWSs
that commence operations after October 1, 1999, can demonstrate capacity in all 3 areas mentioned above, it shall
forfeit 20% of the annual amount it is entitled to receive under Section 1452 dealing with the DWSRF. The Fund con-
sists of federal money that is administered in Arizona by the Water Infrastructure Finance Authority (WIFA). The
Fund allotment for Arizona for fiscal year ending June 30, 1999, is estimated to be about $7 million, therefore
approximately $1.4 million could be forfeited this year if the rules are not in place by September 30, 1999. A
Fund allotment is generally fixed for a period of 4 years. Because Arizona’s fund allotment for fiscal years 19
2000 are at stake, the state could lose approximately $2 million if ADEQ does not implement new rules for
capacity development by October 1, 1999. And 20% of the WIFA funds would continue to be withheld annu-
ally until the rules are implemented. 

Stakeholder Involvement

This rule was written with the active participation of about 30 stakeholders, in addition to ADEQ and WIFA
Stakeholders consisted of representatives from the Arizona Small Utilities Association, the Water System Co
ing Council, consulting companies and private PWS owners/operators as well as municipalities, water impro
districts and other political subdivisions of the State. The group consisted of 3 sub-committees, 1 for each
capacity development. They met at ADEQ premises on March 17, 18, 19, and 25, 1999.

The sub-committees’ recommendations are contained in Appendices A, B, C, and D, which consist of infor
that all new PWS owners will have to supply in order to obtain approval to build and operate a new public water
tem. 

Where capacity development authority is vested in another state agency or department, including the A
ADWR, ADEQ will coordinate with that agency or department to ensure that duplicative process are elimina
the adequate findings of the agency or department is used to the greatest possible extent.

Appendix A -- Capacity Development Review Checklist for New CWS and New NTNCWS, contains the dif
elements of what the stakeholders identified as an Elementary Drinking Water System Business Plan. TMF 
proceeds from the assumption that all PWS, either for profit or non-profit, must treat itself like a business. Re
new systems to provide a comprehensive business plan will generate more reliable information about costs a
issues to make sound decisions about a system’s future. A key element of this is a system’s ability to identify
and future needs, prepare a plan of action to satisfy those needs and assure sustained financial viability. Appe
A General Statement of Responsibility by Owner, with their signatures, to show that they are aware of their a
ability to comply with the requirements of the drinking water rules, and to disclose all information relevant 
operation of the water system during any transfer of ownership. Appendix B is needed to ensure that, in the e
particular system’s failure, the takeover by another entity will occur so that the system’s customers are not d
of water delivery.   Ensuring the takeover of a failed system should help to guarantee that newly created syste
adequate capacity, while providing a solution if they do not meet performance expectations. Appendix C is a d
tic tool containing the financial information worksheets and Appendix D contains budget projections for a s
financial viability test. 

Applicants will be asked to supply all information concerning elements in Appendices A, B, C, and D. The sub
information will be reviewed by ADEQ staff and other appropriate control point authorities in the TMF cap
determination process, before an application approval or denial can be granted. Control points are specific points in
the capacity development process at which a denial can be made by an appropriate authority which prohibits 
cant from becoming a PWS. Among examples of control points are Approvals to Construct (ATC) and Appro
Construction (AOC) which are granted by ADEQ; the Certificates of Convenience and Necessity (CC&N) gran
the Arizona Corporation Commission; and the Certificate of Assured Water Supply (CAWS) granted by the A
Department of Water Resources. The ADEQ review process will be carried out within 90 days of receipt of 
pleted application.
June 4, 1999 Page 1663 Volume 5, Issue #23
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B(2) Persons Directly Affected by the Rule

a) Arizona Department of Environmental Quality -- The Department is the State drinking water primacy agen
its Safe Drinking Water Section will be charged with implementing portions of the rule pertaining to the c
points under the Department’s jurisdiction. 

b) Other State Agencies -- Apart from ADEQ, the Arizona Department of Water Resources (ADWR), the A
Corporation Commission (ACC), WIFA, the Arizona Department of Real Estate (ADRE), the Office of the Sta
Marshall and Arizona Fire Districts are governmental agencies that may intervene in the development 
through the control points to ensure new system capacity.   EPA identified these as specific points in the pr
developing a new water system where agencies can exercise authority to ensure system TMF capacity. 

c) Political Subdivisions of the State -- The State has delegation agreements with Maricopa and Pima Coun
issue operating permits for their respective drinking water programs. Delegated counties issue operating pe
PWS only within their jurisdictions. There are no existing delegation agreements between ADEQ and coun
TMF capacity, but these agreements may be drawn up in the future. Many municipalities and other political s
sions of the State are also PWS owners and operators. If any of these apply to become new public water syst
will be required to comply with these rules.     

 d) Private Sector Entities -- The 1996 SDWA provided for setting aside a portion of the DWSRF to contra
third parties for the purpose of providing technical assistance to public water systems. ADEQ anticipates this
cal assistance set aside fund will be used to assist some new public water systems in obtaining TMF capac
they may be lacking. The list of WIFA contractors and their addresses is found in Appendix D.

e) Residents and Consumers of Arizona -- Residents who obtain their water from PWS that have demonstrate
ity development will benefit from the added margin of safety that comes from an assurance that their drinkin
meets the public health objectives of the national primary drinking water standards.

B(3) Cost-Benefit Analysis 

I. Arizona Department of Environmental Quality -- To implement the capacity development program, ADEQ
hire 3 new FTEs consisting of an Environmental Program Specialist (Grade 20), an Administrative Services O
(Grade 19) and an Environmental Health Specialist II (Grade 19). The amount budgeted for these FTEs is 
mately $186,000, 80% of which will be funded by a federal grant through WIFA, and 20% of which will come
the State General Fund in the form of a matching fund. These FTEs will be hired as soon as these rules are 
The Technical Review Process which currently exists within the ADEQ Safe Drinking Water Section will be 
fied to incorporate the requirements for managerial and financial capacity.

According to WIFA staff, some federal funds have been set aside this fiscal year for ADEQ to administer c
development: $169,000 for initial capacity development program implementation; and $133,425 for capacit
tance to small water systems. These amounts will be used by ADEQ to get the program up and running, and
small system owners, prioritized by need, to acquire TMF capacity.

II. Other State Agencies and Political Subdivisions of the State -- Other governmental agencies involved in th
opment capacity process, including county authorities with which ADEQ has delegation agreements, will con
operate as they do now, with their review and permitting processes indicated in the control points. ADEQ st
draw up interagency agreements or Memoranda of Understanding with other State agencies to clarify and st
the PWS application process to include requirements for TMF capacity as well as provide referral service
potential applicants who may need assistance in developing TMF capacity.   ADEQ does not anticipate th
other agencies will need to hire any new FTEs or increase their costs as a result of the capacity development

III. Private Sector Entities -- Consultants and PWS Applicants

Consultants on contract with WIFA will be available to all PWS applicants who may need assistance in any
areas of TMF capacity. It is highly probable that some applicants who intend to set up a public water system,
staff, already have the requisite TMF skills. They will be able to fill out the ADEQ forms and checklist withou
outside assistance or help. But some applicants, certainly those who have had no prior experience operating 
who are unaware of the managerial and financial requirements of capacity development, will need to seek a
before they can be granted approval to commence construction or operations. They will be able to obtain so
liminary and other information from ADEQ staff, and turn to consultants who can provide the required service

Below is a list of skill areas that have been identified from EPA guidance documents as elements of TMF c
Volume 5, Issue #23 Page 1664 June 4, 1999
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These consist of general topics which were used by ADEQ staff to develop the contract for technical assistance con-
sultants. It is anticipated that once a PWS owner/applicant and consultant have jointly identified what specific skill
gaps need to be addressed, what level of expertise he/she needs to acquire and what timelines are involved, a detailed
training program can be drawn up to achieve TMF capacity.

Specific Skill Areas which may enhance a Public Water System’s ability to acquire Capacity Development are

A. Managerial Capacity: Strategic Business and Policy Analysis

A.1   Development of long-term business strategies and strategic plans, related strategic business planning a
analysis studies, projects or reviews.

A.2    Preparation of plans, reports and other business documents to support effective internal and public 
efforts.

A.3   Development of operational performance measurements and benchmarks (e.g., to measure results aga
lar entities).

A.4   Development of experience/expertise in 1 or more of the following areas: Policy Formulation, Public F
and Related Research, Local Government, and Special Districts.

B. Financial Capacity: Economic Analysis and Financial Planning 

B.1   Development of financial plans for infrastructure projects, including related analyses and identification o
funding sources.

B.2   Analyzing proposals submitted by qualified entities for conformity with statutory and approved program 
lines.

B.3   Development, review and refining of cost and revenue forecasts and forecasting models.

B.4   Performance of financial and related economic studies and analyses, including fiscal impact analyses a
cial feasibility studies.

B.5   Development of computerized financial reports.

B.6   Performing project-specific financial data-collection and analyses, including financial audit services.

B.7   Development of both short- and long-term capital financing plans.

B.8   Development of tax analyses.

B.9   Performing and/or assisting in the development of other related economic analyses or financial planning
projects or reviews.

B.10 Providing expertise in 1 or more of the following areas: Financial Planning and Analysis, Financial Ma
ment, Tax Exempt Finance, Financial Modeling and Forecasting, Conducting Surveys and Feasibility Studie
Government, and Special Districts.

C.   Technical Capacity: Infrastructure Enhancement

C.1   Troubleshooting water facilities to identify design, construction or capacity weaknesses.

C.2   Conducting feasibility studies evaluating available technologies and their suitability for water systems.

C.3   Assisting applicants with water system project conception and development.

C.4   Providing other related assistance and training to water systems.

These rules will apply only to new PWS.   It is not possible to predict how many applicants will come forward t
the assistance of available consultants, although the ADEQ experience shows that an average of 15 new 
formed annually. It is also not possible to estimate how much those who seek consultants’ help will need to s
their services. Every applicant and application is bound to be unique in many respects, and the skill and info
gaps that will need to be filled are likely to be identified, discussed and agreed upon during pre-conferences a
meetings involving the applicant, the consultant or consultants and ADEQ staff as well as the staff of other a
that have jurisdiction over specified control points.

It is expected that TMF assistance will be provided by non-profit organizations whose help may be obtained
or no cost. However, others may choose to use the services of consulting companies. Some idea of the avera
June 4, 1999 Page 1665 Volume 5, Issue #23
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rates charged by consultants on contract with WIFA are indicated in Table 1. There are 15 consulting companies on
contract with WIFA and available for TMF services, and the hourly rates they submitted to ADEQ were highly vari-
able.
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IV. Residents and Consumers of the State -- People who derive their drinking water from public water systems whose
owners and operators have TMF capacity will benefit from a greater margin of safety that comes from the assurance
that their drinking water supply meets the public health requirements of the national primary drinking water regula-
tions. 

Although it is generally assumed that PWS owners will pass their costs to acquire TMF capacity on to their ratepayers

Table 1.

ADEQ  Contractors for Capacity Development

Hourly Rates (Weighted Averages rounded to the nearest dollar)

Contract Number # of Areas

Proposed: Supervisory Staff Clerical

98-0164 AA 1 $35 $70 $13

98-0164 AB 9 $7 $13 $9

98-0164 AC 19 $24 $42 $18

98-0164 AD 9 $25 $52 $26

98-0164 AE 9 $38 $76 $38

98-0164 AF 18 $32 $64 $32

98-0164 AG 8 $24 $48 $15

98-0164 AH 15 $28 $45 $9

98-0164 AI 13 $47 $94 $13

98-0164 AJ 3 $19 $38 $19

98-0164 AK 6 $24 $36 $8

98-0164 AL 14 $38 $75 $38

98-0164 AM 8 $21 $37 $10

98-0164 AN 7 $29 $58 $23

98-0164 AO 3 $21 $85 $43

Averages: $27 $56 $21

Average Per Hour: $110 $111 $83
June 4, 1999 Page 1667 Volume 5, Issue #23
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 public
and customers, this may not necessarily be the case for all new system owners, some of whom will already have the
required skills. Furthermore, ensuring TMF capacity reduces the chance that unqualified owners construct systems
that are technically or financially unsound, thereby preventing the wasteful expenditure of investment dollars. This is
because TMF capacity will have to be demonstrated before construction can begin. The creation of an Elementary
Business Plan will foster more economically viable systems that diminish uncertainty, reduce costs in the long run,
improve water utility services to customers, and encourage a larger customer base that make it possible to achieve the
benefits of economies of scale. 

REDUCTION OF RULE IMPACTS ON SMALL BUSINESSES

A.R.S. § 41-1035 requires ADEQ to reduce the impact of a rule on the class of small businesses, if possi
Department shall use 1 or more of the 5 methods defined in that section to reduce the impact, if the methods
and feasible in meeting the statutory objectives which are the basis of the rulemaking. 

Methods 1, 2, and 3 require the Department to identify compliance, reporting, scheduling and deadline requi
contained in the rule and, when legal and feasible, to reduce, consolidate or simplify them for regulated entit
fall within the class of small businesses. This rule does not set schedules or deadlines for achieving complia
TMF capacity requirements. The application by an intended owner or operator to become a new PWS is at the discre-
tion of the applicant. If the applicant wants to become a PWS, then the requirement is for this party to acqui
capacity before commencing operations as a water provider, regardless of whether the party is a small or la
ness.

It has to be pointed out that existing public water systems that have construction projects with an estimated 
$12,500 or less are already exempt from the ADEQ review process. Many of the very small PWS have taken
tage of this regulatory exemption. Furthermore, small PWS tend to have the less complex applications, and 
the demands made on them by the regulatory approval process are fewer and less stringent than those mad
and very large systems serving the more populous and financially able areas of the State.

Method 4 requires the Department to establish performance standards for small businesses to replace desig
ational standards in the rule. And Method 5 states that the Department, if legally feasible, shall exempt sm
nesses from any or all requirements of the rule. It is not possible to establish different performance standards
capacity for small businesses, or even to exempt small businesses (who comprise 98% of all businesses in
without compromising public health. The record shows that it is the small and very small community water s
nationwide that account for 90% of the violations of drinking water requirements. Therefore, this rule cannot
grade TMF performance standards or exempt small businesses and simultaneously achieve its statutory obje

APPENDIX A -- Capacity Development Review Checklist for New CWS and New NTNCWS

APPENDIX B --   General Statement of Responsibility by Owner

APPENDIX C --   PWS Financial Capacity Worksheets

APPENDIX D --  Financial Viability Test

Table 1 -- List of Private Sector Consulting Companies on contract with WIFA which can provide services to
water systems in need of assistance for Technical, Managerial and Financial Capacity Development

1. A&M Consulting
HCR Box 694
Duncan, AZ 85534

2. Arizona Small Utilities Association
1955 W. Grand Road
Tucson, AZ 85745

3. Arizona Water and Pollution Control Association
PO Box 51977
Phoenix, AZ 85076-1977

4. Byron L. Bissel and Associates
1221 N. Camino de Juan
Tucson, AZ 85745

5. DCI, Inc.
1702 E. Huber St.
Volume 5, Issue #23 Page 1668 June 4, 1999
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times,
Mesa, AZ 85203

6. Greeley and Hansen
426 N. 44th St., Ste. 400
Phoenix, AZ 85008

7. Hydrometrics, Inc.
8687 E. Via de Ventura, #103
 Scottsdale, AZ 85258

8. Lancaster Consulting LLC
 2020 N. Central Ave., #500
 Phoenix, AZ 85004

9. The Maguire Co.
PO Box 64382
Phoenix, AZ 85082

10. Narasimhan Consulting Services
PO Box 44382
Phoenix, AZ 85064

11. Southwest Civic Professionals
6842 E. Belmont Circle
Paradise Valley, AZ 85253

12. Thomas, Warren and Associates
1501 W. Amelia, Ste. 101
Phoenix, AZ 85015

13. Tierra Dynamics, Inc.
PO Box 35188
Phoenix, AZ 85069

14. Water Guy Compliance Tracking Services
Rte. 4, Box 2071
Lakeside, AZ 85929

15. Water Quality and Training
6425 W. Yucca
Glendale, AZ 85304

9. The name and address of agency personnel with whom persons may communicate regarding the accuracy of the
economic, small business, and consumer impact statement:

Name: Margaret L. McClelland or Martha L. Seaman

Address: Arizona Department of Environmental Quality
3033 North Central Avenue
Phoenix, AZ 85012

Telephone: (602) 207-2222

Fax: (602) 207-2251

10. The time, place, and nature of the proceedings for the making, amendment, or repeal of the rule or, if no
proceeding is scheduled, where, when, and how persons may request an oral proceeding on the proposed rule:

ADEQ will hold oral proceedings to receive public comments in accordance with A.R.S. § 41-1023. The 
places, and locations of the oral proceedings are listed below:

Date: July 6, 1999

Time: 10 a.m.

Location: Flagstaff City Hall
Council Chambers
211 W. Aspen Street
Flagstaff, AZ 
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Date: July 7, 1999

Time: 10 a.m.

Location: City of Sierra Vista Police Department
911 North Coronado Drive
Sierra Vista, AZ

Date: July 7, 1999

Time: 3 p.m.

Location: State Office Building
400 West Congress
Suite 131
Tucson, AZ

Date: July 8, 1999

Time: 10 a.m.

Location: Town of Pinetop
Council Chambers
1360 N. Niels Hansen Lane
Lakeside, AZ

Date: July 9, 1999

Time: 10 a.m.

Location: Arizona Department of Environmental Quality
Room 1709
3033 North Central Avenue
Phoenix, AZ 85012

Date: July 12, 1999

Time: 10 a.m.

Location: Town of Parker Council Chambers
1314 11th Street
Parker, AZ

ADEQ will accept oral or written comments which are received by 5 p.m. on July 13, 1999, or which are postmarked
by that date. The comment period will end and the record will close at 5 p.m. on July 13, 1999.

ADEQ is committed to complying with the Americans With Disabilities Act. If any individual with a disability needs
any type of accommodation, please contact ADEQ at least 72 hours before the hearing.

11. Any other matters prescribed by statute that are applicable to the specific agency or to any specific rule or class of
rules:

Not applicable.

12. Incorporations by reference and their location in the rules:
None.

13. The full text of the rules follows:

TITLE 18. ENVIRONMENTAL QUALITY

CHAPTER 4. DEPARTMENT OF ENVIRONMENTAL QUALITY WATER QUALITY
SAFE DRINKING WATER 

ARTICLE 1. GENERAL REQUIREMENTS

Section
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ecessary
A.A.C.

s been
R18-4-101. Definitions

ARTICLE 6. CAPACITY DEVELOPMENT REQUIREMENTS FOR A NEW
PUBLIC DRINKING WATER SYSTEM

Section
R18-4-601. Applicability
R18-4-602. Application
R18-4-603. Technical Capacity
R18-4-604. Managerial Capacity
R18-4-605. Financial Capacity
R18-4-606. Review, Approval, Denial Process
R18-4-607. Appeals
Appendix A. Capacity Development Review Checklist for New Community and New Nontransient Noncommunity Water

Systems
Appendix B. General Statement of Responsibility by Owner
Appendix C. Financial Capacity for New Community and New Nontransient Noncommunity Water Systems Worksheet 1
Appendix D. New Community and New Nontransient Noncommunity Water Systems Financial Viability Test

ARTICLE 1. GENERAL REQUIREMENTS

R18-4-101. Definitions
In this Chapter the following terms mean:

1. No change
2. No change
3. No change
4. No change
5. No change
6. No change
7. No change
8. No change
9. No change
10. No change
11. No change
12. No change
13. No change
14. No change
15. No change
16. No change
17. No change
18. No change
19. No change
20. No change
21. No change
22. No change
23. No change
24. No change
25. No change
26. No change
27. No change
28. No change
29. No change
30. No change
31. “Elementary business plan” means a document containing all items required to be submitted for evaluation n

for a complete review for technical, managerial and financial capacity of a new public water system under 
R18-4-602 through R18-4-606.

3132. No change
3233. No change
34. “Existing public water system” means a public water system, as defined in A.R.S. § 49-352(A)(1), that ha

issued a public water system identification number before October 1, 1999.
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ources
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 its first
3335. No change
36. “Financial capacity” means the ability of a public water system to acquire and manage sufficient financial res

for the system to achieve and maintain compliance with the Safe Drinking Water Act.
3437. No change
3538. No change
3639. No change
3740. No change
3841. No change
3942. No change
4043. No change
4144. No change
4245. No change
4346. No change
4447. No change
4548. No change
4649. No change
4750. No change
4851. No change
4952. No change
5053. No change
54. “Major stockholder” means a person who owns 20% or more of a public water system.
5155. No change
56. “Managerial capacity” means the ability of a public water system to conduct its affairs in a manner that will me

maintain compliance with the requirements of the Safe Drinking Water Act.
5257. No change
5358. No change
5459. No change
5560. No change
5661. No change
5762. No change
5863. No change
5964. No change
6065. No change
6166. No change
6267. No change
68. “New public water system” means a public water system, as defined in A.R.S. § 49-352(A)(1) that is issued

unique public water system identification number by the Department on or after October 1, 1999.
6369. No change
6470. No change
6571. No change
6672. No change
6773. No change
6874. No change
6975. No change
7076. No change
7177. No change
7278. No change
7379. No change
7480. No change
7581. No change
7682. No change
7783. No change
7884. No change
7985. No change
8086. No change
8187. No change
8288. No change
8389. No change
8490. No change
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8591. No change
8692. No change
8793. No change
8894. No change
8995. No change
9096. No change
9197. No change
9298. No change
9399. No change
94100. No change
95101. No change
96102. No change
103.“Technical capacity” means the ability of a public water system to ensure finished water meets Safe Drinking

Act requirements at all times and includes the ability to correct problems with its distribution, water quality, 
availability and to sustain compliance with its operations and maintenance plan.

97104. No change
98105. No change
99106. No change
100107. No change
101108. No change
102109. No change
103110. No change
104110. No change
105111. No change
106112. No change
107113. No change
108114. No change
109115. No change
110116. No change

ARTICLE 6. CAPACITY DEVELOPMENT REQUIREMENTS FOR A NEW
PUBLIC DRINKING WATER SYSTEM

R18-4-601. Applicability
This Article shall apply to new community water systems and new nontransient noncommunity water systems that be
ation on or after October 1, 1999. This Article shall not apply to existing public water systems.

R18-4-602. Application
A. To become a new public water system, an owner shall file an elementary business plan for review and approv

Department, on a form provided by the Department. The application shall meet the requirements of and contain 
mation required in sections R18-4-603, R18-4-604 and R18-4-605. The Department shall evaluate the financial p
the information contained in the checklists, tables and forms listed in Appendices C and D of this Article. An own
not commence operation of a public water system unless it has been approved by the Department in accordance 
4-606.

B. If the owner of a new public water system fails to submit a complete application, the Department shall stop the
process and send a notice of incomplete application to the applicant. The applicant shall submit the outstanding
tion to the Department within 60 days of the date of the notice of incomplete application. If outstanding informatio
received at the Department within 60 days, then the application shall be denied and returned to the applicant.

R18-4-603. Technical Capacity Requirements
An owner of a new public water system shall submit the following to the Department for a determination of technical c

1. Documentation of a drinking water source adequacy minimum of 50 gallons of water per person per day for a
of 100 years or a Certificate of Assured Water Supply from the Arizona Department of Water Resources.

2. Documentation that the finished drinking water meets the safe drinking water standards of 18 A.A.C. 4.
3. Documentation that infrastructure, treatment and storage design that meets the requirements of 18 A.A.C. 4,

2, 3, and 5.
4. Documentation that the public water system will be operated by a certified operator of the appropriate grade a
5. An elementary business plan that contains at least the following:

a. Day 1 to final build-out technical and engineering needs projections.
b. Proposed water system design specification and proposed uses including commercial and domestic use
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c. Information describing the life of the plant
6. An operation and maintenance plan that contains:

a. A demonstration that all site specific components meet nationally recognized standards, such as those established
by the American Water Works Association, National Sanitation Foundation or Underwriter’s Laboratory.

b. Manufacturers’ specifications on components used in the construction of the water system.
c. Corrective action plan to address site specific component replacement or repair protocols based on manufactur-

ers’ recommendations or engineers specification.

R18-4-604. Managerial Capacity
An owner of a new public water system shall submit the following to the Department for a determination of managerial capac-
ity:

1. A managerial operations plan that contains the following:
a. A statement of how the public water system will be owned, such as by major stockholders, board of directors,

sole proprietor cooperative, governmental agency or district; corporation, limited partnership or other; corpora-
tion or limited liability corporation;

b. Name, address and phone number of owner; 
c. Organizational chart of the new public water system;
d. Staff job descriptions and responsibilities;
e. Capital improvement plan up to the proposed full system build-out or for a 5-year projection, whichever is

greater;
f. Certified operator grade and type that will be required by the new public water system, based upon water system

design specifications;
g. A statement of the intent to create a new community water system or non-transient non-community water system

and any intent to transfer ownership of the public water system as part of the construction plan or project phase
build-out;

h. Method to ensure provision of information listed in Appendix B, (4) to subsequent owners; and
i. A disclosure statement signed by the owner setting forth the owner’s responsibility to comply with the require-

ments of this Article and a general disclosure statement of responsibility to disclose all information relevant to
the operation of the public water system upon transfer of ownership as outlined in Appendix B.

R18-4-605. Financial Capacity
An owner of a new public water system shall submit information for a 5-year financial plan, or a financial plan to the end of
the build-out phase, whichever is longer, for a new drinking water system that demonstrates financial capacity and documents
or contains all of the information listed in Appendices C and D.

R18-4-606. Review, Approval, Denial Process
A. The Department shall review and evaluate technical capacity, based upon the requirements in R18-4-603 and Appendix A.

The Department shall notify a new public water system in writing of any deficiency in the application or of approval or
denial of the application within 90 days of receipt of a complete application.

B. The Department shall review and evaluate managerial capacity, based upon the requirements in R18-4-604 and Appendix
A. The Department shall notify a new public water system in writing of a deficiency in the application or of approval or
denial of the application within 90 days of receipt of a complete application.

C. The Department shall accept a financial determination made by the Arizona Corporation Commission (ACC) as meeting
the financial capacity requirements contained in this Article for a new community water system or a new nontransient
noncommunity water system under the jurisdiction of the ACC. The applicant shall submit documentation to the Depart-
ment that verifies ACC approval of its financial capacity.

D. The Department shall accept a financial determination by the Arizona Department of Water Resources, Active Manage-
ment Area Program (ADWR) as meeting the financial capacity requirements contained in this Article for a new commu-
nity water system or new nontransient noncommunity water system. The applicant shall submit documentation to the
Department that verifies ADWR approval of its financial capacity.

E. If a system does not fall under financial review jurisdiction of the ACC or ADWR, the new community water system or
new non-transient non-community water system shall submit to the Department for review a completed financial capacity
plan. The Department shall review and evaluate financial capacity, based upon the requirements in R18-4-605 and Appen-
dices A, C, and D of this Article.

F. The Department shall notify the applicant of a new public water system in writing of a deficiency in the application. The
applicant shall have 60 days from the date of the notice of deficiency to submit to the Department the information neces-
sary to correct the deficiency in the application. If the owner of the new public water system fails to send the requested
information so that it is received by the Department within 60 days of the notice of deficiency, then the Department shall
deny the application and return it to the applicant with a written explanation for the denial with information on the appeal
process.
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) and 41-
G. If the applicant modifies technical or managerial specifications at any time between the approval to construct and the
approval of construction, the applicant shall notify the Department of the need to modify the application in the technical,
managerial and financial capacity documentation. The Department may deny approval of the elementary business plan if
the applicant fails to notify the Department within 30 days of a modification.

R18-4-607. Appeals
An applicant may appeal an appealable agency action in accordance with the requirements of A.R.S. §§ 41-1076(2
1092 et seq.
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Appendix A

Capacity Development Review Checklist for New Community and New Nontransient Noncommunity Water Systems

Items to be documented in the drinking water system elementary business plan:
Technical Capacity: Yes No  N/A
1. Source Adequacy - Does the documentation demonstrate ❒ ❒ ❒
50 gallons of water per person per day for 100 years or does
the system have an Arizona Department of Water Resources
Certificate of assured water supply?
2. Source Adequacy - Does the source approval information ❒  ❒
demonstrate that the source meets drinking water quality
standards or have applicable drinking water technologies
 been described?
3. Infrastructure - Does the design criteria meet Article 5 ❒ ❒
requirements of R18-4-502 through R18-4-509?
4. Treatment - Does the design criteria include treatment ❒ ❒ ❒
technologies as approved by ADEQ in Title 18, Chapter 4,
Articles 2, 3 and 5?
5. Does the system have on staff a certified operator ❒ ❒ ❒
of the appropriate grade and type?
6. Does the documentation include an elementary business ❒ ❒
plan containing technical and engineering needs
projections for a time period covering “Day-1 to
final build-out” or for a “5-year” time period,
which ever is greater?
7. Does the documentation include an elementary business ❒ ❒
plan containing the proposed water system design
specifications and proposed uses including
commercial and domestic use phases?
8. Does the documentation include an elementary business ❒ ❒
plan containing the information on the components used
in the design and construction of the system along
with the components life span based upon manufacturers
specifications?
9. Does the documentation include an Operations and ❒ ❒
Maintenance Plan which contains standards that are
nationally recognized on all site specific components,
such as American Water Works Association,
National Sanitation Foundation or Underwriter's Laboratory?
10. Does the documentation include an Operations and ❒ ❒
Maintenance Plan with the manufacturers specifications
on all components used in the construction of the water system?
11. Does the documentation include an Operations and ❒ ❒
Maintenance Plan and Emergency Operations Plan
with a corrective action plan to address site specific
component replacement or repair protocols based on
manufacturers recommendations or engineers specifications?
Managerial Capacity Yes No N/A
12. Does the documentation include Ownership type? ❒ ❒ ❒

Select all that apply.Sole Proprietor.....................................................................❒...........❒...........❒
Major Stockholders..................................................................................................❒...........❒..........❒
Board of Directors................................................................................................❒...........❒...........❒
Cooperative.............................................................................................................❒............❒..........❒
Government Agency or District..............................................................................❒...........❒...........❒
Corporation.............................................................................................................❒............❒..........❒
Limited Liability Corporation.................................................................................❒............❒...........❒
Other                                              
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rmation
13. Does the documentation include Name, Address ❒ ❒ ❒
and Phone numbers of owners?
14. Does the documentation include an organizational ❒ ❒ ❒
Chart of Owners, Management and Staff with their
position or job titles?
15. Does the documentation include staff job ❒ ❒ ❒
descriptions and responsibilities?

Yes No N/A

16. Does the documentation include a Capital ❒ ❒ ❒
Improvement Plan up to the proposed full
system build-out or for a 5-year projection
which ever is greater?
17. Does the documentation identify the grade ❒ ❒ ❒
and type of certified operator that will be 
needed to operate the system according to
site specific components?
18. Does the documentation identify the intent ❒ ❒ ❒
to create a Community or Nontransient
Noncommunity water system and to transfer
the ownership of the water system as part of the
build-out phase of the project?
19. Does the documentation identify the policies ❒ ❒ ❒
or mechanisms to insure any transfer of ownership
will also include all system specific Technical,
Managerial and Financial information of the water
system will also be transferred to the new owner or owners?

Yes No N/A
20. Does the documentation include a disclosure ❒ ❒
statement signed by the owner or owner of their ownership
accountability to comply with the requirements of
these Articles and a general disclosure statement of
their responsibility to disclose all information relevant
to the operation of the water system to any transfer
of ownership? (See Appendix B).
Financial Capacity Yes No N/A
21. Is the system regulated by the Arizona ❒ ❒ ❒
Corporation Commission? If “Yes” go to
Question 22. If “No” go to Question 23.
22. Has the system received an approval from the ACC ❒ ❒ ❒
or DWR on its fee structure?
23. Systems regulated by the Arizona Corporation Commission or Department of Water Resources shall provide info

required in questions 21 and 22 for the financial capacity determination review by ADEQ.
Financial Capacity Criteria for New Community and All New Nontransient Noncommunity water systems NOT Regulated by

the ACC
Yes No N/A

24. Is all information listed in Appendices C and D included? ❒ ❒ ❒
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Appendix B
General Statement of Responsibility by Owner to show that the owner is aware of the accountability to comply with the
requirements of the drinking water rules and to disclose all information relevant to the operation of the water system upon any
transfer of ownership. Any format is acceptable as long as the below information is contained within the statement.   A Gen-
eral Statement of Responsibility is required to be signed by each owner of new community and new non-transient non-commu-
nity water systems. The owner shall not be required to have the signature notarized.
A signed statement of responsibility at the beginning of the elementary business plan or as a separate document accompanying
plans and specifications shall be acceptable if it contains the following:
1. Name of water System;
2. Type of ownership;
3. Name of each owner;
4. A statement or listing of state agencies that have rules regulating and applicable to the water system;
5. Statement of intent to transfer ownership, if applicable;
6. Drinking water system identification number as issued by ADEQ Drinking Water or delegated county;
7. Date system expects to begin operation or date operation actually began;
8. System sources used for drinking water;
9. A listing or table of contents of topics covered in the system’s elementary business plan; and
10. Signature of each owner and date.
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Appendix C
Financial Capacity for New Community and

New Nontransient Noncommunity Water Systems
Worksheet 1

Applicant:                                                                                            
Completed by:                                                                                        Date:                                                                     

5-Year Financial Projection
Year  1
Projection

Year  2
Projection

Year  3
Projection

Year  4
Projection

Year  5
Projection

Enter Year:

1. Beginning Cash on Hand

   a. Unmetered Water Revenue

   b. Metered Water Revenue

   c. Other Water Revenue

   d. Total Water Revenues
        (1a thru 1c)

   e. Connection Fees

   f. Interest and Dividend
      Income

   g. Other Income

   h. Total Cash Revenues
        (1d thru 1g)

Year 1 Year 2 Year 3 Year 4 Year 5

    i. Additional Revenue Needed

    j.  Loans, Grants or other
       Cash Injection please specify

2.  Total Cash Balance(1h to 1j)

3. Total Cash Available  (1+2)

4. Operating Expenses

     a. Salaries and wages

     b. Employee Pensions and
         Benefits

     c. Utilities

     d. Chemicals

     e. Materials and Supplies

     f. Laboratory
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     g. Contractual Services

     h. Insurance

Year 1 Year 2 Year 3 Year 4 Year 5

     i.  Miscellaneous

     j.  Total Operations and
Maintenance Expenses
(4a thru 4i)

     k. Replacement Expenditures

     l. Total Operations and
        Maintenance expenditures
        plus Replacement
        expenditures. (4j+4k)

    m. Loan Principal/Capital
         Lease Payments

    n. Loan Interest Payments

    o. Capital Purchases (specify):

5.  Total Cash Paid Out
     (4m thru 4o)

6.  Ending Cash Position (3- 5)

7.  Number of Customer
     Accounts

Year 1 Year 2 Year 3 Year 4 Year 5

8.  Average Annual User
     Charge per account (1d/7)

9.  Coverage Ratio
     (1h-4l)/(4m+4n)

10.  Operating Ratio (1d/4l)

11. End of Year Operating
      Cash (6-12)

12. End of Year Reserves

      a. Dept Service Reserve

      b. Bond Retirement Reserve

      c. Capital Improvement
          Reserve

      d. Replacement Reserve
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Appendix C:
Arizona Financial Capacity For New

Community and New Nontransient Noncommunity Water Systems
 Definitions for Worksheet 1

      e. Other

Total Reserves (12a thru 12e)

5-Year Financial
Projection

Year 1
Projection

Year 2
Projection

Year 3
Projection

Year 4
Projection

Year 5
Projection

1.  Beginning Cash 
on Hand

For the current year budget, use the actual cash balance. For all other years, cash on hand should
equal item #12 from the previous period.

  a) Unmetered Water 
Revenue

All cash received/estimated for water supplied to residential, commercial, industrial and public
customers where the customer charge is not based on quantity, i.e., its based on diameter of service
pipe, room, foot of frontage or other types of units.

  b) Metered Water 
Revenue

All cash received/estimated for water supplied to residential, commercial, industrial, and public
customers where the charge is based upon quantity of water delivered.

  c) Other water 
revenues

Other cash received/estimated from sale of water, e.g., sales for irrigation, sales for resale,
intermunicipal sales, advalorum taxes, etc.

  d) Total Water 
Revenues

Total   1(a)  thru 1(c)

  e) Connection Fee All cash received/estimated for connection of customer service during the year.

  f) Interest and 
Dividend Income

All cash received/estimated on interest income from securities, loans, notes, etc, whether the
securities are carried as investments or included in sinking or reserve accounts.

  g) Other income Other revenues collected/estimated during the period (e.g. disconnection or change in service fees,
profit on materials billed to customers, servicing of customer lines, late payment fees, rents, sales, of
assets, advalorem taxes (infrastructure portion), etc.

  h) Total Cash 
Revenues

Add 1(d) thru 1(g)

  i) Additional 
Revenues Needed.

Additional cash needed to cover cash needs.

  j) Loans, Grants or 
other Cash      
injections.

Includes loans or grants from financial institutions, inter-municipal loans, state or federal sources.

2.  Total Cash 
Balance

Add items 1(h)  thru 1(j)

3.  Total Cash 
Available

Add items  1  and   2
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4.  Operating 
Expenses

Use actual amounts paid when completing the prior year.  Estimate the  amounts for projected years
based on prior year amounts, trends and other known variables.

  a) Salaries and 
wages

Case expenditures made/estimated for salaries, bonuses and other considerations for work related to
the Operation and Maintenance of the facility, including administration, and compensation for
officers, directors, etc.

  b) Employee 
Pensions and 
Benefits

Paid vacations, paid sick leave, health insurance, unemployment insurance, pensions plan, etc.

  c) Utilities Amounts paid/estimated for all fuel or electrical power for the utilities.

  d) Chemicals  Amounts paid/estimated for chemicals used in the treatment and distribution.

  e) Materials and 
Supplies

Amounts paid/estimated for materials and supplies used for the Operation and Maintenance or the
Public Water System other than those under contractual services.

  f) Laboratory Amounts paid/estimated that are associated with laboratory services.

  g) Contractual 
Services

Amounts paid/estimated to outside engineers, accounting, legal, managerial and other services to
work for the facility.

  h) Insurance Amounts paid/estimated for vehicle, liability, worker’s compensation and other insurance assoc
with the Public Water System.

  i) Miscellaneous Amounts paid/estimated for all expenses not included elsewhere, (e.g., permit fees, trai
certification fees, etc.).

  j) Total operation 
and maintenance 
expenditures.

Add amounts in lines 4(a) thru 4(i).

  k) Replacement 
expenditures

Amounts paid/estimated for replacement of equipment to maintain system integrity (also know
Capital Improvement Plan).

  l) Total Operations 
and  Maintenance 
expenditures plus 
Replacement      
expenditures.

Add amounts in 4(j)  and 4(k)

  m) Loan Principal/
Capital  Lease/Loan 
payment.

Include cash payments made/estimated for principal and interest on all loans, including vehicl
equipment on time payments and capital lease payments.

  n) Loan Interest 
payments

Include cash payments made/estimated for interest on all loans, including vehicle and equipme
time payments and capital lease payments.

  o) Capital 
Purchases

Amount of cash outlays/estimates for items such as equipment, building, vehicle purchase
leasehold improvement that were not a part of the initial design of the water system.

5) Total Cash Paid 
Out

Add amounts in  4(m)  thru  4(o)

6) Total Cash 
Available minus
Expenditures 
Calculation.

Take Amount in 1 and subtract Amount in 5.  If this amount is positive then there is operating
cash left over after all calculated expenditure obligations have been met.  If the number is neg
then there are more expenses than there are funds available to pay for the expenses to ope
water system.
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7)   Number of 
Customer 
Accounts.

Use most recent system data or expected increases.

8)   Average User 
Charge per 
Customer.

Take amount listed in 1(d) and divide it by amount listed in 7.

9)  Coverage Ratio Take amount in 1(h) and minus the amount in 4(l).  Then divide that amount with the sum of
4(m) + 4(n).  The equation looks like this: [1(h) - 4(l)] ÷ [4(m) + 4(n)].  Measure of the sufficiency
of net operating profit to cover the debt service requirements of the system.  A bond covenant might
require this to meet or exceed certain limits.  (for example 1.25)

10)  Operating 
Ratio

Take amount in 1(d) and divide it by the amount in 4(l).  The equation looks like this: 1(d)÷
4(l). Measure of whether operating revenues are sufficient to cover Operation and Maintenance and
Replacement expenses.  An operating ratio of 1.0 is the bare minimum for a self-supporting facility.
With debt service requirements, the operating ratio would have to be higher.

11) End of Year 
Operating Cash

All non-reserved cash. Add amounts from 6 thru 12.

12) End of Year 
Reserves

Do not include depreciation as a reserve unless there is actually a “depreciation” reserve that ha
set-aside for future expansion.

  a) Debt Service 
Reserve

Funds specifically set-aside to meet debt service requirements set forth in a loan covenant
indenture.

  b) Bond Retirement 
Reserve

Funds specifically set-aside to retire debt as it is scheduled.

  c) Capital 
Improvement 
Reserve

Funds specifically set aside to meet long-term objectives for a major facility expans
improvement, and or the construction of a new facility.

  d) Replacement 
Reserves

Funds specifically set aside for the future replacement of equipment needed to maintain the int
of the facility over its useful life.

  e) Total End of 
Year Reserves

Add amounts 12 (a)   thru 12 (d).
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Appendix D
Arizona State - NEW Community and NEW Nontransient Noncommunity

 Water System Financial Viability Test

Test 1 - Do you have a budget in place and are rates
sufficient to cover
              expense?

1.  PROJECTED REVENUES
2.  Water Rates
3.  Total Other Revenues
4.  TOTAL PROJECTED  REVENUE (Add lines 2-3)
5.   PROJECTED EXPENSES
6.  Total Operation &Maintenance Administrative &
General
          & Depreciation Expenses
7.  Taxes
8.  Debt Service Payments
9.  Net Capital Improvement Purchases From Rates
10.  Operating Cash Reserve (Increase)
11.  Emergency Reserve (Increase)
12.  Replacement Reserve (Voluntary Increase)
13.  TOTAL REVENUE REQUIRED (Add Lines 6-12)

14.  Required Water Rates (Line 13 - Line 3)

15.  Is Line 4 = > Line 13

BUDGET
YEAR 1

__________
__________
__________
___
__________
__________
__

__________
__________
__________
___
__________
__________
__
__________
_
__________
_

__________
_

__________
_ 

BUDGET
YEAR 5

___________
___________
___________
___
___________
_
___________
_

___________
___________
___________
___________
___________
_____
___________
_
___________
_

___________

___________

    BASIS FOR 
CALCULATION

Test 2- Is the Operating Cash Reserve = to or greater
than
             {(O&M + G&A budget subtotal x 45)/365?

16.  Current Operating Reserve (Beginning of Year)

17.  Plus: Budgeted Increase (Line 10)
18.  Total Operating Cash Res. Funds (Line 16 +
17)(end of year)

19.  Required Operating Cash Reserve (Line 6 X 0.125)
20.  Is line 18 = > Than Line 19  

__________
_

__________
__________
__

__________
_
__________
_

___________
_

___________
___________
__

___________
___________
__
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TEST 3 - Is the Emergency Reserve = to or greater than
the
                 cost of the most vulnerable facility?

21.  Current Emergency Reserve (beginning of year)

22.  Plus: Budgeted Increase (Line 11)
23.  Total Emergency Res. Funds (Line 21 + 22) (end of
year)

24.  Cost of most vulnerable facility
25.  Is Line 23 = > Than Line 24

__________
_

__________
_
__________
_

__________
__________
__

___________
_ 

___________
___________
__

___________
___________
__

TEST 4 - Household Income Index; Is 1.5 percent of
Median
                 Household Income = to or greater than Cost/
ERU?

26.  Median household Income
27.  Median Household Income X .015 (Line 26 x 0.015)
28.  Cost/Equivalent Residential Units (Line 14/Line 31)
29.  Is Line 27 = > Than Line 28

Customer Data
30.  Median Household Income
31. Total Number of Equivalent Residential Units
(ERU) Method

__________
__________
__________
__________
____

__________
_

___________
___________
___________
___________
____

___________
___________
__
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	NOTICES OF PROPOSED RULEMAKING
	Unless exempted by A.R.S. § 41-1005, each agency shall begin the rulemaking process by 1st submit...
	Under the Administrative Procedure Act (A.R.S. § 41-1001 et seq.), an agency must allow at least ...
	NOTICE OF PROPOSED RULEMAKING

	TITLE 18. ENVIRONMENTAL QUALITY
	CHAPTER 4. DEPARTMENT OF ENVIRONMENTAL QUALITY
	SAFE DRINKING WATER
	PREAMBLE
	1. Sections Affected Rulemaking Action
	R18-4-101 Amend Article 6 New Article R18-4-601 New Section R18-4-602 New Section R18-4-603 New S...

	2. The specific authority for the rulemaking, including both the authorizing statute (general) an...
	Authorizing statute: A.R.S. §§ 49-202, 49-351, 49-353, Senate engrossed House bill 2257.
	Implementing statutes: A.R.S. § 49-353, Senate engrossed House bill 2257.

	3. List all previous notices appearing in the register addressing the proposed rules:
	Notice of Rulemaking Docket Opening: 5 A.A.R. 462, February 5, 1999.

	4. The name and address of agency personnel with whom persons may communicate regarding the rulem...
	Name: Margaret L. McClelland or Martha L. Seaman
	Address: Arizona Department of Environmental Quality 3033 North Central Avenue Phoenix, AZ 85012
	Telephone: (602) 207-2224
	Fax: (602) 207-2251

	5. An explanation of the rule, including the agency's reasons for initiating the rule:
	The purpose of this rulemaking is to meet requirements of the Safe Drinking Water Act. The Enviro...
	A. Background for These Proposed Rules
	To comply with the mandate of the EPA, ADEQ initiated legislation in H.B. 2257 to implement a cap...
	During January and February, 1999, ADEQ held informal educational meetings in Phoenix, Tucson, Pa...
	The proposed rulemaking will cover capacity development for new drinking water systems only. ADEQ...
	B. Specific Section-By-Section Explanation of This Proposal
	ADEQ proposes to amend R18-4-101 to add definitions for “elementary business plan”, “existing pub...
	ADEQ proposes R18-4-601 to establish applicability of this Article.
	ADEQ proposes R18-4-602 to establish that in order to become a public water system, an owner must...
	ADEQ proposes R18-4-603 to establish requirements for technical capacity a new public water syste...
	ADEQ proposes R18-4-604 to establish requirements for managerial capacity for a new public water ...
	ADEQ proposes R18-4-605 to establish requirements for financial capacity for a new public water s...
	ADEQ proposes R18-4-606 to establish the process for review by ADEQ of technical, managerial and ...
	ADEQ proposes R18-4-607 which provides for appeals of an agency determination.
	ADEQ proposes Appendix A to establish a capacity Development Review Checklist for new community a...
	ADEQ proposes Appendix B to establish the requirements for a general statement of responsibility ...
	ADEQ proposes Appendix C to establish a financial capacity worksheet and definitions for the work...
	ADEQ proposes Appendix D to establish a financial viability test for new public water systems.

	6. A reference to any study that the agency proposes to rely on in its evaluation of or justifica...
	Not applicable.

	7. A showing of good cause why the rule is necessary to promote a statewide interest if the rule ...
	Not applicable.

	8. The preliminary summary of the economic, small business and consumer impact:
	This rule will apply to all new public water systems (PWSs) that are Community Water Systems (CWS...
	Unregulated development of new PWSs creates the potential for some of these systems, especially t...
	Information from ADEQ’s Safe Drinking Water (SDW) Database indicates that there are currently 1,7...
	Capacity Development
	The Safe Drinking Water Act (SDWA) Amendments of 1996 specify that new systems must demonstrate t...
	Water system capacity is the ability of a water system to operate in compliance with the SDWA and...
	Technical capacity refers to the physical infrastructure of the water system, and includes adequa...
	Managerial capacity refers to the management structure of the water system, including ownership a...
	Financial capacity refers to the financial resources of the water system, including revenue suffi...
	Drinking Water State Revolving Fund Monies
	The SDWA specifies that unless a state has obtained the legal authority to ensure that all new CW...
	Stakeholder Involvement
	This rule was written with the active participation of about 30 stakeholders, in addition to ADEQ...
	The sub-committees’ recommendations are contained in Appendices A, B, C, and D, which consist of ...
	Where capacity development authority is vested in another state agency or department, including t...
	Appendix A -- Capacity Development Review Checklist for New CWS and New NTNCWS, contains the diff...
	Applicants will be asked to supply all information concerning elements in Appendices A, B, C, and...
	ARS § 41-1055 Requirements for an EIS
	B(2) Persons Directly Affected by the Rule
	a) Arizona Department of Environmental Quality -- The Department is the State drinking water prim...
	b) Other State Agencies -- Apart from ADEQ, the Arizona Department of Water Resources (ADWR), the...
	c) Political Subdivisions of the State -- The State has delegation agreements with Maricopa and P...
	d) Private Sector Entities -- The 1996 SDWA provided for setting aside a portion of the DWSRF to ...
	e) Residents and Consumers of Arizona -- Residents who obtain their water from PWS that have demo...
	B(3) Cost-Benefit Analysis
	I. Arizona Department of Environmental Quality -- To implement the capacity development program, ...
	According to WIFA staff, some federal funds have been set aside this fiscal year for ADEQ to admi...
	II. Other State Agencies and Political Subdivisions of the State -- Other governmental agencies i...
	III. Private Sector Entities -- Consultants and PWS Applicants
	Consultants on contract with WIFA will be available to all PWS applicants who may need assistance...
	Below is a list of skill areas that have been identified from EPA guidance documents as elements ...
	Specific Skill Areas which may enhance a Public Water System’s ability to acquire Capacity Develo...
	A. Managerial Capacity: Strategic Business and Policy Analysis
	A.1 Development of long-term business strategies and strategic plans, related strategic business ...
	A.2 Preparation of plans, reports and other business documents to support effective internal and ...
	A.3 Development of operational performance measurements and benchmarks (e.g., to measure results ...
	A.4 Development of experience/expertise in 1 or more of the following areas: Policy Formulation, ...
	B. Financial Capacity: Economic Analysis and Financial Planning
	B.1 Development of financial plans for infrastructure projects, including related analyses and id...
	B.2 Analyzing proposals submitted by qualified entities for conformity with statutory and approve...
	B.3 Development, review and refining of cost and revenue forecasts and forecasting models.
	B.4 Performance of financial and related economic studies and analyses, including fiscal impact a...
	B.5 Development of computerized financial reports.
	B.6 Performing project-specific financial data-collection and analyses, including financial audit...
	B.7 Development of both short- and long-term capital financing plans.
	B.8 Development of tax analyses.
	B.9 Performing and/or assisting in the development of other related economic analyses or financia...
	B.10 Providing expertise in 1 or more of the following areas: Financial Planning and Analysis, Fi...
	C. Technical Capacity: Infrastructure Enhancement
	C.1 Troubleshooting water facilities to identify design, construction or capacity weaknesses.
	C.2 Conducting feasibility studies evaluating available technologies and their suitability for wa...
	C.3 Assisting applicants with water system project conception and development.
	C.4 Providing other related assistance and training to water systems.
	These rules will apply only to new PWS. It is not possible to predict how many applicants will co...
	It is expected that TMF assistance will be provided by non-profit organizations whose help may be...
	IV. Residents and Consumers of the State -- People who derive their drinking water from public wa...
	Although it is generally assumed that PWS owners will pass their costs to acquire TMF capacity on...
	REDUCTION OF RULE IMPACTS ON SMALL BUSINESSES
	A.R.S. § 41-1035 requires ADEQ to reduce the impact of a rule on the class of small businesses, i...
	Methods 1, 2, and 3 require the Department to identify compliance, reporting, scheduling and dead...
	It has to be pointed out that existing public water systems that have construction projects with ...
	Method 4 requires the Department to establish performance standards for small businesses to repla...
	APPENDIX A -- Capacity Development Review Checklist for New CWS and New NTNCWS
	APPENDIX B -- General Statement of Responsibility by Owner
	APPENDIX C -- PWS Financial Capacity Worksheets
	APPENDIX D -- Financial Viability Test
	Table 1 -- List of Private Sector Consulting Companies on contract with WIFA which can provide se...
	1. A&M Consulting HCR Box 694 Duncan, AZ 85534
	2. Arizona Small Utilities Association 1955 W. Grand Road Tucson, AZ 85745
	3. Arizona Water and Pollution Control Association PO Box 51977 Phoenix, AZ 85076-1977
	4. Byron L. Bissel and Associates 1221 N. Camino de Juan Tucson, AZ 85745
	5. DCI, Inc. 1702 E. Huber St. Mesa, AZ 85203
	6. Greeley and Hansen 426 N. 44th St., Ste. 400 Phoenix, AZ 85008
	7. Hydrometrics, Inc. 8687 E. Via de Ventura, #103 Scottsdale, AZ 85258
	8. Lancaster Consulting LLC 2020 N. Central Ave., #500 Phoenix, AZ 85004
	9. The Maguire Co. PO Box 64382 Phoenix, AZ 85082
	10. Narasimhan Consulting Services PO Box 44382 Phoenix, AZ 85064
	11. Southwest Civic Professionals 6842 E. Belmont Circle Paradise Valley, AZ 85253
	12. Thomas, Warren and Associates 1501 W. Amelia, Ste. 101 Phoenix, AZ 85015
	13. Tierra Dynamics, Inc. PO Box 35188 Phoenix, AZ 85069
	14. Water Guy Compliance Tracking Services Rte. 4, Box 2071 Lakeside, AZ 85929
	15. Water Quality and Training 6425 W. Yucca Glendale, AZ 85304


	9. The name and address of agency personnel with whom persons may communicate regarding the accur...
	Name: Margaret L. McClelland or Martha L. Seaman
	Address: Arizona Department of Environmental Quality 3033 North Central Avenue Phoenix, AZ 85012
	Telephone: (602) 207-2222
	Fax: (602) 207-2251

	10. The time, place, and nature of the proceedings for the making, amendment, or repeal of the ru...
	ADEQ will hold oral proceedings to receive public comments in accordance with A.R.S. § 41-1023. T...
	Date: July 6, 1999
	Time: 10 a.m.
	Location: Flagstaff City Hall Council Chambers 211 W. Aspen Street Flagstaff, AZ
	Date: July 7, 1999
	Time: 10 a.m.
	Location: City of Sierra Vista Police Department 911 North Coronado Drive Sierra Vista, AZ
	Date: July 7, 1999
	Time: 3 p.m.
	Location: State Office Building 400 West Congress Suite 131 Tucson, AZ
	Date: July 8, 1999
	Time: 10 a.m.
	Location: Town of Pinetop Council Chambers 1360 N. Niels Hansen Lane Lakeside, AZ
	Date: July 9, 1999
	Time: 10 a.m.
	Location: Arizona Department of Environmental Quality Room 1709 3033 North Central Avenue Phoenix...
	Date: July 12, 1999
	Time: 10 a.m.
	Location: Town of Parker Council Chambers 1314 11th Street Parker, AZ

	ADEQ will accept oral or written comments which are received by 5 p.m. on July 13, 1999, or which...
	ADEQ is committed to complying with the Americans With Disabilities Act. If any individual with a...

	11. Any other matters prescribed by statute that are applicable to the specific agency or to any ...
	Not applicable.

	12. Incorporations by reference and their location in the rules:
	None.

	13. The full text of the rules follows:
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