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Introduction

The firm of Red Oak Consulting (Red Oak) was retained by the City of Kingman (the
City) to develop financial plans for the water and wastewater utility as well as develop
water and wastewater investment fees.

The financial plan is based on the City’s proposed fiscal year (FY) 2008-09 budget and
includes the 11-year study period covering the years FY 2008-09 through FY 2018-19.
For accounting and reporting purposes the City uses a fiscal year ending June 30. Two
plans for each utility were developed. A 20-year debt plan based on a 20-year payback
period on debt and a 30-year debt plan developed based on a 30-year debt repayment
schedule.

The results of the financial planning task provide an indication of the need for additional
service charge revenues to maintain the financial integrity of the City’s Water and
Wastewater Enterprise Funds. Red Oak also worked with the City to evaluate water and
wastewater investment fees.

Rates for water, wastewater and investment fees will be discussed in turn, in the balance
of this report.

Findings

The most significant findings and recommendations resulting from this study are listed
below. The balance of this report, including the appendices, contains supporting
schedules regarding key findings listed below.

1. Water and wastewater operations cash balances or reserves (cash reserve ratio) should
be established such that water and wastewater reserves respectively are equal to at
least 25% (approximately 90 days) of annual cash operation and maintenance (O&M)
costs.

2. Debt service coverage requirements (which are calculated by dividing net revenue
after O&M costs by annual debt service) should be at least 1.33 times the annual debt
service for all outstanding debt.

3. Service charge revenue increases for FY 2008-09 are projected to occur January 1,
and July 1 in all subsequent years.

4. Investment fee increases are anticipated to be effective July 1 2009.

5. Loans are required from the wastewater operations fund to the investment fee fund in
order to fund capital prior to the collection of investment fees. The loan is fully
repaid to the operations fund as investment fee revenue is generated.
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The proposed revenue increases are needed to meet the cash reserve and debt service
coverage ratios. The projected water revenue increases for the 20-year debt plan are
noted in Table 1.

Water
Table 1.
Water Operations 20-Year Debt Plan
Revenue Cash Reserve Debt Service
Fiscal Year Increase Ratio " Coverage Ratio @
2008-09 10% 8% n/a
2009-10 10% 29% n/a
2010-11 10% 38% 3.72
2011-12 6% 29% 4.39
2012-13 0% 34% 272
2013-14 0% 30% 2.77
2014-15 0% 27% 2.78
2015-16 0% 25% 2.78
2016-17 3% 26% 3.01
2017-18 0% 27% 3.00
2018-19 0% 27% 2.95
Average Monthly Residential Bill ®
FY 2008-09 $21.24
FY 2018-19 $30.86
% Change 45%
"' Coverage ratio calculated on rate revenue.
@ Coverage ratio calculated on revenue bond debt Total Fund.
® Assumes the City’s existing rate structure and 8,450 gallons of water
use.

The proposed revenue increases begin with a 10% increase in FY 2008-09. The rates for
all subsequent years are computed based on the previous year’s rate multiplied by the
indicated rate increase (Table 1). The total increase between FY 2008-09 and FY 2018-
19 is approximately $9.62 a month, when comparing the City’s existing rate structure
with the proposed increases using 8,450 gallons of water use.

Even with the projected revenue increases the cash reserve ratio is not expected to meet
the 25% cash reserve ratio until FY 2009-10. Note that the cash reserve ratio is a self-
imposed guideline and not a legal requirement; however, the cash reserve ratio should not
dip below 25% for prolonged periods of time.
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The debt service coverage requirements are met in all years of the eleven-year planning
horizon. While the debt service coverage ratio is well above the 1.33 requirement, the
need for revenue increases is being driven by the cash reserve ratio, which is just above
the 25% threshold in FY 2018-19. The average monthly bill in FY 2008-09 for a single
family residential customer using 8,450 gallons a month is projected to be $23.36. The
full financial plan can be found in Appendix A.

Table 2 projects the proposed service charge revenue increases under the 30-year debt
plan.

Table 2.
Water Operations 30-Year Debt Plan
Revenue Cash Reserve Debt Service
Fiscal Year Increase Ratio Coverage Ratio ?
2008-09 10% 8% n/a
2009-10 10% 29% n/a
2010-11 10% 39% 3.71
2011-12 2% 25% 3.95
2012-13 0% 29% 3.07
2013-14 5% 29% 3.57
2014-15 0% 28% 3.60
2015-16 0% 29% 3.60
2016-17 0% 30% 3.60
2017-18 0% 30% 3.58
2018-19 0% 30% 3.52
Average Monthly Residential Bill ®
FY 2008-09 $21.24
FY 2018-19 $30.27
% Change 43%
" Coverage ratio calculated on rate revenue.
@ Coverage ratio calculated on Total Fund.
® Assumes the City’s existing rate structure and 8,450 gallons of water
use.

As was the case under the 20-year debt plan, the proposed revenue increases begin with a
10% increase in FY 2008-09. The rates for all subsequent years are computed based on
the previous year’s rate multiplied by the indicated rate increase (Table 2). The total
increase between FY 2008-09 and FY 2018-19 is approximately $9.03 a month, when
comparing the City’s existing rate structure with the proposed increases using 8,450
gallons of water use.

Even with the projected revenue increases the cash reserve ratio is not expected to meet
the 25% cash reserve ratio until FY 2009-10. Note that the cash reserve ratio is a self-

'..;.;.. RE[MAK City of Kingman 3
ey CONSUITING g\éa(\)t:é ggd Wastewater Rate and Investment Fee Study




imposed guideline and not a legal requirement; however, the cash reserve ratio should not
dip below 25% for prolonged periods of time.

The debt service coverage requirements are met in all years of the eleven-year planning
horizon. As was the case under the 20-year plan, the need for rate increases is being
driven by the cash reserve ratio, where in FY 2018-19 the ratio is just above the target of
25%. The average monthly summer bill in FY 2008-09 for a single family residential
customer using 8,450 gallons a month is projected to be $23.36. The full financial plan
can be found in Appendix B.

The proposed 10% revenue increase for either the 20-year debt plan or the 30-year debt
plan could be applied in an across the board fashion to the City’s current rate structure.
An alternative would be to increase the existing base rate by a greater percentage than the
volume structure. The higher base rate would provide greater revenue stability to the
City since the base rate is assessed to customers every month regardless of water usage.
The volume component of the City’s rate on the other hand is subject to consumers use
patterns and can result in less revenue stability if consumers use less water.

The City’s current water base charge generates approximately 14% of annual service
charge revenues. Table 3 illustrates the City’s current base charge escalated for the
proposed 10% increase. This option will continue to generate 14% of annual service
charge revenue. Two alternatives were examined. The first reflects the proposed 10%
revenue increase as well as an adjustment such that the base charge will generate 20% of
annual service charge revenues. The second alternative reflects the proposed 10%
revenue increase as well as an adjustment to generate 25% of annual service charge
revenue from the base charge.

Table 3.
Water Monthly Base Charge Alternatives

Class Current  Across the Board 20% Revenue 25% Revenue
Residential (Inside) $ 434 $ 477 $ 6.21 $ 7.77
Residential (Outside) 5.85 6.44 8.37 10.47
Non Residential (Inside) 4.34 4.77 6.21 7.77
Non Residential (Outside) 5.85 6.44 8.37 10.47
Irrigation (Inside) 4.34 477 6.21 7.77
Irrigation (Outside) 5.85 6.44 8.37 10.47
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As identified in the Table 3 the base charge for an inside City customer ranges from
$4.77 per month under the across the board approach to $6.21 under the 20% service
charge revenue approach (an increase in the base charge of 43%), to a high of $7.77 a
month under the 25% base charge revenue approach (an increase in the base charge of
79%). The same approach was taken to the outside City base charge.

As was the case with the base charge the volume rate charges could be increased in an
across the board 10% fashion. Alternatively if the 20% or 25% base charge revenue
scenarios were adopted the volume rate charge would increase by less than 10% in order

to maintain revenue neutrality across the three alternatives. The alternatives are

illustrated in Table 4.

Class
Single Family
(Inside City)

Single Family
(Outside City)

Non Residential

(Inside City)

Non Residential
(Outside City)

Irrigation
(Inside City)

Irrigation
(Outside City)

20%

Revenue

$1.72
2.16
3.24
$2.32
2.92
4.38

1.94

2.63

2.16

3.24

2.92

Table 4.
Water Volume Charge Alternatives
Across
Usage Block  Current the Board
0-10,000 $1.64 $1.80
10,001 — 45,000 2.06 2.23
> 45,000 3.09 3.40
0-10,000 $2.21 $2.43
10,001 — 45,000 2.78 3.06
> 45,000 417 4.59
All Usage 1.85 2.04
All Usage 2.50 2.75
0 —20,000 2.06 2.23
> 20,000 3.09 3.40
0 - 20,000 2.78 3.06
> 20,000 417 4.59

4.38

25%

Revenue

$1.61
2.02
3.03

$2.17
2.72
4.09

1.81

2.45

2.01
3.03

2.72
4.09

In order to maintain revenue neutrality across the three alternatives a 10% across the
board rate increase could be applied to all rates. Under the 20% base charge alternative
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the volume rates would increase by 5%. Under the 25% base charge alternative the
current volume rates would decrease by 2%.

The City’s current rate structure is a conservation oriented rate structure with a relatively
low monthly base charge and a resulting higher volume charge. The trend in the industry
is towards this type of rate structure where a higher rate is charged as more water is
consumed. The idea is to send a price signal to the user, in order to promote
conservation. Adopting the across the board rate increases will maintain the current
conservation oriented rate structure.

The 25% base charge alternative reduces the conservation price signal as the volume rate
would be lower than is currently assessed, but promotes revenue stability. Because the
monthly base charge is higher and is assessed every month regardless of water use the
City will have a more predictable revenue stream.

The 20% base charge alternative is a blend of the other two alternatives. More revenue is
generated from the base charge than under the across the board alternative which adds
revenue stability for the City. The volume charge is also increasing which promotes
conservation, but not as much as under the across the board approach.

A comparison of the proposed monthly single family water bill to the City’s neighboring
communities can be found in Appendix C.
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Wastewater

Similar to the revenue increase schedule for the water operations, Red Oak proposes
revenue increases to the City’s wastewater operations in order to meet cash reserve and

debt service coverage ratios. The proposed wastewater revenue increases are illustrated
in Table 5.

Table 5.
Wastewater Operations 20-Year Debt Plan
Revenue Cash Reserve Debt Service
Fiscal Year Increase Ratio " Coverage Ratio @
2008-09 48% 67% 2.19
2009-10 50% 12% 1.97
2010-11 7% 18% 2.18
2011-12 0% 26% 1.41
2012-13 0% 44% 1.63
2013-14 7% 28% 1.51
2014-15 5% 28% 1.45
2015-16 -4% 36% 1.42
2016-17 -0% 33% 1.45
2017-18 -3% 31% 1.43
2018-19 0% 29% 1.46
Average Monthly Residential Bill
FY 2008-09 $14.44
FY 2018-19 $28.22
% Change 95%
%" Coverage ratio calculated on rate revenue.
Coverage ratio calculated on Total Fund.

A 48% revenue increase in FY 2008-09 is projected to be necessary in order to maintain
the financial integrity of the wastewater operations. The rates for all subsequent years are
computed based on the previous year’s rate multiplied by the indicated rate increase
(Table 5). The wastewater utility faces large revenue requirements (or expenditures) in
the early years of the financial plan which generate the need for revenue increases. These
increases include large capital expenditures and an increase in the O&M escalation factor
from 3% to 10% for FY 2011- through FY 2013-14 in recognition of increased costs
associated with the wastewater treatment plant expansion.

However, as annual capital expenditures decrease in the future there may be an
opportunity for rate revenue decreases as projected in Table 5. It will be imperative for
the City to maintain periodic reviews of the revenues and expenditures of the utility in
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order to make appropriate adjustments to wastewater rates. The total increase between
FY 2008-09 and FY 2018-19 is approximately $13.78 a month.

The wastewater cash reserve ratio is expected to dip below 25% in some years of the
study period. As was the case for the water utility, the cash reserve ratio is not a legal
requirement, but rather a self-imposed standard. While the cash reserve ratio drops in FY
2009-10 through FY 2011-12 to a low of 9%, the ratio begins to rebound in the following
year. The debt service coverage requirements are met in all years of the planning
horizon. The full financial plan can be found in Appendix D.

Similar to the revenue increase schedule for the 20-year debt plan, Red Oak proposes
revenue increases under the 30-year debt plan to the City’s wastewater operations in
order to meet cash reserve and debt service coverage ratios. The proposed wastewater
revenue increases are illustrated in Table 6.

Table 6.
Wastewater Operations 30-Year Debt Plan
Revenue Cash Reserve Debt Service
Fiscal Year Increase Ratio " Coverage Ratio @
2008-09 48% 66% 2.19
2009-10 50% 15% 1.97
2010-11 0% 9% 2.02
2011-12 0% 37% 1.60
2012-13 -13% 36% 1.61
2013-14 0% 30% 1.62
2014-15 5% 28% 1.56
2015-16 0% 36% 1.60
2016-17 -6% 31% 1.51
2017-18 0% 28% 1.54
2018-19 0% 26% 1.58
Average Monthly Residential Bill
FY 2008-09 $14.44
FY 2018-19 $24.91
% Change 73%
%) Coverage ratio calculated on rate revenue.
) Coverage ratio calculated on Total Fund.

A 48% revenue increase in FY 2008-09 is projected to be necessary in order to maintain
the financial integrity of the wastewater operations. The rates for all subsequent years are
computed based on the previous year’s rate multiplied by the indicated rate increase
(Table 6). As was the case under the 20-year plan there may be an opportunity for rate
revenue decreases under the 30-year plan as projected in Table 6. It will be imperative
for the City to maintain periodic reviews of the revenues and expenditures of the utility in
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order to make appropriate adjustments to wastewater rates. The total increase between
FY 2008-09 and FY 2018-19 is approximately $10.47 a month.

The wastewater cash reserve ratio is expected to dip below 25% in some years of the
study period. As was the case for the water utility, the cash reserve ratio is not a legal
requirement, but rather a self-imposed standard. While the cash reserve ratio drops in FY
2009-10 through FY 2010-11 to a low of 9%, the ratio begins to rebound in the following
year. The debt service coverage requirements are met in all years of the planning
horizon. The full financial plan can be found in Appendix E.

The proposed 45% revenue increase under either plan is proposed to be applied in an
across the board fashion to all current rates. The City’s current rate structure is based on
a monthly base charge and a flow charge assessed per 1,000 gallons of contributed flow.
The residential flow charge is assessed based on the winter average (December, January,
February), while the non residential flow charge is assessed on all water use.

The current rates and the rates under the proposed revenue increase are shown in Table 7.

++: REDDAK ity of Kingman
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Table 7.
Proposed Wastewater Charges

Current Rates Proposed Rates
Flow Base Flow
Class Base Charge Charge Charge Charge
Residential ( $6.41 $1.306 $9.49 $1.933
Auto Steam Clean 6.41 4.951 9.49 7.327
Bakery Wholesale 6.41 3.489 9.49 5.164
Bars Without Dining 6.41 1.351 9.49 1.999
Car Wash 6.41 0.943 9.49 1.396
Department/Retail Stores 6.41 1.171 9.49 1.733
Hospital/Convalescent 6.41 1.256 9.49 1.859
Hotel/Motel with Dining 6.41 2.613 9.49 3.867
Hotel/Motel without Dining 6.41 1.396 9.49 2.066
Industrial Laundry 6.41 3.060 9.49 4.529
Laundromat 6.41 1.098 9.49 1.625
Commercial Laundry 6.41 1.862 9.49 2.756
Market w/ Garbage Disposal 6.41 3.509 9.49 5.193
Mortuaries 6.41 3.509 9.49 5.193
Professional Office 6.41 1.007 9.49 1.490
Repair Shop/Service Station 6.41 1.462 9.49 2.164
Restaurant 6.41 3.665 9.49 5.424
School/College 6.41 1.043 9.49 1.544
Soft Water Service 6.41 0.742 9.49 1.098
Government/Public Buildings 6.41 1.007 9.49 1.490
Churches 6.41 1.043 9.49 1.544
Apartments 6.41 1.351 9.49 1.999
Mobile Home Parks 6.41 1.351 9.49 1.999
Storage, Wholesale 6.41 1.171 9.49 1.733
Industrial Manufacturing 6.41 1.351 9.49 1.999
Jail 6.41 2.613 9.49 3.867
Septage 6.41 32.228 9.49 47.697

A comparison of the City’s proposed fees to neighboring communities can be found in
Appendix F.
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Investment Fees

The term “Investment Fee” is used often interchangeably with other similar terms in the
water and wastewater utility industry to describe a fee or charge that recovers capital
costs associated with system growth. The fee is intended to represent the unit cost of
providing the capacity required to serve new development. Also known as tap fees,
impact fees or development charges and other terms, an investment fee is a one-time
charge for new connections to the system, and is designed to recover capital investments
to provide capacity to new growth. Investment fees are also assessed to existing
connections/customers to the extent the demand for service from said customer is
increased, e.g., a customer’s demand for service increases to the extent that a larger meter
or service line is required.

There are a number of methodologies that can be used to calculate investment fees. The
American Water Works Association (AWWA) M1 Manual of Water Supply Practices
and the Water Environment Federation (WEF) M27 Financing and Charges for
Wastewater Systems recognize three methodologies for calculation of investment fees:

B  The equity buy-in method
B The incremental cost method

B The combined, or hybrid approach

Equity Buy-In Method

The equity buy-in method (or buy-in method) is most appropriate in situations where new
customers can be served by the existing system. Under this method new customers pay a
fee based on their proportionate share of the value of the existing facilities. The buy-in
approach determines the value of the existing system assets and divides it by the current
total equivalent meters served by the system. The result is an investment fee per
equivalent meter. AWWA states that the buy-in method is best employed within systems
that have adequate capacity to serve both existing and future customers without major
system expansions and where existing facilities are not scheduled for replacement in the
short-term.

Incremental Cost Method

The incremental cost method is most appropriate when the existing system is at or near
its maximum capacity and new customers must be accommodated with significant
development of new facilities. Under the incremental cost method, new customers pay a
fee representing their proportionate share of the expansion-related costs of the new
facilities. The investment fee is calculated using the capital improvement program (CIP)
for a 5, 10, or 20 year period. Total CIP dollars for growth are divided by total new
equivalent meters able to be served to calculate the investment fee per equivalent unit.
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Combined or Hybrid Method

The combined or hybrid method is generally appropriate when new customers will use
capacity available in the existing facilities (buy-in) as well as new capacity required to
accommodate the additional units of service (incremental cost). To calculate the
combined investment fee per equivalent meter, a weighted average of the fee calculated
under the buy-in and incremental approaches are computed.

In calculating the water investment fee for the City Red Oak used the buy-in fee. It is
Red Oak’s belief that the City’s water system has adequate capacity available in the
existing water system to serve growth in the near future. The single family investment
fee is proposed to increase from $1,200 to $3,370 an increase of 180.8%. The investment
fee for larger meter sizes are based on the current ratio of larger meter sizes to a 5/8-inch

by %-inch meter. The current and proposed water investment fees are illustrated in Table
8.

Table 8.
Water Investment Fees

Meter Size Current Proposed
5/8-inch x 3/4-inch $ 1,200 $ 3,370
1-inch 3,000 8,425
1 Ye-inch 6,000 16,850
2-inch 9,600 26,960
3-inch 19,200 53,920
4-inch 28,000 78,633
6-inch 60,000 168,500
8-inch 96,000 269,600
10-inch 138,000 387,550

The proposed wastewater investment fee for the City was calculated using the
incremental approach due to the significant future capital investments in wastewater in
the next 10-years. The current investment fee is $66 per fixture unit. The proposed fee
calculated by Red Oak is $91 an increase of 38%. The new fee is projected to be
effective July 1 2009, and increase at an inflationary rate of 4% per year based on the
ENR index.

A comparison of the City’s investment fees to those in other communities can be found in
Appendix G.
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Conclusions

Red Oak proposes revenue increases for both the water and wastewater operations. The
revenue increases are necessary in order for water and wastewater operations to fund
O&M costs and capital programs. The debt service coverage ratios on outstanding debt
are above the 1.33 coverage requirements in each of the year of the study period.

All rate increases for FY 2008-09 are proposed to become effective January 1%, At this
time, the City is not required to adopt projected future year revenue increases. The
increases that have been projected for FY 2008-09 are anticipated to be sufficient to
maintain the financial integrity of the water and wastewater operations through FY 2008-
09. As part of the annual budget process the financial integrity of the water and
wastewater operations should be reviewed and rates should be adjusted appropriately.

Increases to the City’s water and wastewater investment fees are proposed in order to
ensure that new development is paying its proportionate share of the costs to serve them
and are not being subsidized by existing residents.
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City of Kingman
Water and Wastewater Rates and Investment Fee Study

Appendix A: Water 20-Year Debt Plan
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City of Kingman
Water and Wastewater Rates and Investment Fee Study

Appendix B: Water 30-Year Debt Plan
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City of Kingman
Water and Wastewater Rates and Investment Fee Study

Appendix C: Water Survey Comparison
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Single Family Monthly Water Bills

Prescott

Prescott Valley

Average w/o Kingman

Parker

Lake Havasu City

Yuma

Bullhead City - Bermuda
Kingman - 25% Service Charge
Kingman - 20% Service Charge
Kingman - Across the Board
Bullhead City - Arizona American
Kingman - Current

Bullhead City - North Mohave

$38.62
$33.77
$25.45
$24.79
$24.09
$23.89
$22.58
$21.37
$20.74
$20.01
$19.88
$18.19
$18.00
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City of Kingman
Water and Wastewater Rates and Investment Fee Study

Appendix D: Wastewater 20-Year Debt Plan
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City of Kingman
Water and Wastewater Rates and Investment Fee Study

Appendix E: Wastewater 30-Year Debt Plan
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City of Kingman
Water and Wastewater Rates and Investment Fee Study

Appendix F: Wastewater Survey Comparison

N 32. REIDAK
*. CONSULTING

A DIVISION OF MALCOLM PIRNIE




Single Family Residential Monthly
Wastewater Bill

Lake Havasu City

Bullhead City

Average w/o Kingman
Parker

Prescott Valley

Yuma

Prescott

Kingman - Across the Board

Kingman - Current

$48.76

RED)

uuuuuuuuuuuuuuuuuuuu



5204-003 / DEN

City of Kingman
Water and Wastewater Rates and Investment Fee Study

Appendix G: Investment Fee Survey Comparison

+ REIAK
¥ CONSULTING

A DIVISION OF MALCOLM PIRNIE




Single Family Residential Water
Investment Fee Comparison

Prescott

Yuma

Kingman - Proposed
Prescott Valley
Parker

Kingman - Current
Bullhead City

Lake Havasu City A

$9,841

G-1
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Single Family Residential Wastewater
Investment Fee Comparison

Parker

Yuma

Bullhead City
Prescott Valley

Lake Havasu City
Kingman - Proposed
Kingman - Current

Prescott

$6,942

$6,577

G-2
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