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could fail to be in compliance in Casa Grande, and thus be
penalized by DWR, and pass those costs to our customers, I
thought was the question.

Q. I agree that is the guestion. Perhaps I phrased
my question wrong. Taking that question, could you not
tease out that portion that exceeds ADWR's limit, that
portion of the resolving excess and not levy that upon the

i
consumer?

A. We certainly maintain that data based on those

estimates of water loss. We do keep regular records of

what our percentage of unsold is, and what our percentage

jo! unaccounted for is, and if that petcentaée of

unaccounted for satarts getting above 10 percent, then

generally it's time to do something about it, start to

expend some resources.

Q. Is there a national standard? |

A. My experience says that that number should b%
somewhere, the unaccounted for should be somewhere bet;een
10 and 15 percent. The DWR has chosen 10. It really needs
to be looked at system by syétem. If you compare the
Bisbee system, which was largely installed in 1908, you
wouldn't expect it to be performing the same way Casa
Grande was, which was installed sometime in the last 20

years.

Q. Does AWWA, for example, publish anything that

BARRY & HETZER

i
i




9th Revised SHEET NO. 1

Sun City Water Company CANCELING 8th Revised SHEETNO. 1, 1a & 1b
AME QF coaPRNYy Y

Sun City, Arizona and Vicinity

[NAME OF CITY)

| Water Service %{

General Water Rate G-1 _ L

Availability |
Available for all meterad residential, commercial, industrial and public authority
customers served by the Company. |

Minimum Monthly Charge Meter Size Rate

5/8" x 3/4" (3/4™) $5.00

1" 13.00

1.5" 28.00

2" 41.00

3" 70.00

4" 103.00

6" 141.00

Usage Charge
in addition to the minimum monthly charge above, the following usage charge will be made:

Meter Size Usage (per 1,000 gal.) Usage (per 1.000 gal.)
All meter sizes First 8,000 gailons $0.73 Over 8,000 gallons $0.92 |

Terms and Conditions

Water service provided under this rate schedule is subject to the Company's
Rules and Regulations applicable to Water Service and may be subject to the
Company's Miscellaneous Service Charges set forth in Rate Schedule MISC-1.

1 Water service under this Schedule is for the exclusive use of the Customer
and water shall not be resold or provided to others. ’

taxes or other governmental imposts which are assessed directly or indirectly
on the basis of revenues derived from service under this Schedule, or on the
'; basis of the service provided or the volume of water produced, purchased or

I
f All rates in this Schedule shall be subject to their propartionate part of any

sold.

} A 1-1/2% late payment penalty will be applied to account balances not paid |
t within 25 days after the postmark date of the hill in accordance with Rule 8 (H). I

ISSUED May 7 1997 EFFECTIVE May 1 1997
MONTH UAY TEAR TTTTTMONTH T DAY TEAR
ISSUED BY Fred L. Kriess, Jr.,  Vice President and General Manager
NAME OF CFFICER TTLE"

15626 North Del Webb Boulevard, Sun City, Arizona 85351

ADORESS OF OFFICER™

CITIZENS - EXHIBIT
BORLW DECISION NO. 60172
UTILITIES
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Water Billing And Rates

WATER BILLING

Most of your monthly water bill comes from charges for water, sewer and sanitation
services. Phoenix water and sewer charges are among the lowest in the United States. For
BILL PAYMENT OPTIONS, click here. If you have questions about these services, please
call our Customer Service Division at 602-262-6251, or send an e-mail by clicking on the
following address: water.customer.service@phoenix.goyv.

Questions about weekly garbage and quarterly trash collection should be directed to the
Public Works Department.

WATER RATES

Phoenix water rates have three main components, including service, volume and
environmental charges. Volume charges vary with the seasons and are highest in summer,
lowest in winter and in between during spring and fall. The current rates (effective March 3,
2003) are:

MONTHLY SERVICE CHARGE*
Meter Size Inside City Outside City
5/8" $5.16 $7.74
I 5.61 8.42
112" ‘ 8.88 | 13.32
2" 9.78 14.67 EXHIBIT
3" 39.06 58.59

http://phoenix.gov/WATER/billing.html 9/20/2003




WATER BILLING
4" 47.24 70.86
6" 51.33 77.00
VOLUME CHARGES
Cost Per Unit (1 unit = 748 gallons)
(In excess of use included with the monthly service charge)

Months Inside City | Outside City
Low Months: Dec., Jan., Feb., Mar. $1.26 $1.89
Med Months Apr., May, Oct., Nov. 1.49 2.24
High Months Jun., Jul., Aug., Sep. 1.89 2.84

ENVIRONMENTAL CHARGES

Cost Per Unit (1 unit =748 gallons)

Note Inside City Outside City

Applied to all usage $0.11 $0.17

Page 2 of 3

* The monthly service charge includes six (6) units of water for October - May and
ten (10) units of water for June - September. All charges are subject to applicable

sales taxes.

WATER BILL PAYMENT OPTIONS

Pay in Person at a Water Services Paystation - Bills can be paid in person at the

following Water Services Department payment station locations:

305 W. Washington St.
10255 N. 23rd Ave. **

26 E. Baseline Road **

5036 W. Indian School Road **

The hours of those stations are Monday through Friday, from 8 am. to 5 p.m,,

excluding city holidays.

** You can also make your payment 24-hours a day/ 7-days a week at these payment

stations using a payment machine. When using the payment machine you will need your
bill, and, you have the option of paying by check, money order, or cash (but no change is

given).

Pay in Person at Bank One - Bills can paid at any Bank One branch office throughout the
Valiey. When using this payment method you will need your bill. (Note: No delinquent
bills or bills with final turpoff notices can be paid through this method).

http://phoenix.gov/WATER/billing. html

9/20/2003




WATER BILLING Page 3 of 3

Pay in Person at APS Customer Office - Bills can paid at the APS North Valley Customer
Office, located at 4612 E. Bell Road (west of Tatum Blvd). When using this payment
method you will need your bill. (Note: No delinquent bills or bills with final turnoff
notices can be paid through this method). Office Hours are 8:30 to 5 p.m., Monday
through Friday.

Pay by Mail - You can mail your water bill to: City of Phoenix Water Services
Department; P.O. Box 29663; Phoenix, AZ 85038-9663 (INote: This address is for
payments only. See bottom of this page for address used for inquiries and
correspondence.)

Pay with Internet Qnline Bill Paviment - The city currently offers the option to pay your
current water bill online at no additional charge.

CONTACT INFORMATION

Address for Written Inquiries and Correspondence (Note: DO NOT send pavments to
this address)

Written inquiries or correspondence (only) should be sent to: City of Phoenix Water
Services Department - Customer Services Division;

305 W. Washington Street; Suite 200; Phoenix, AZ 85003-2102

Customer Services Phone Number: (602) 262-6251

E-mail message link: water.customer.service@phoenix.gov

Back | Contact Us | Accessibility | Privacy Policy
® Copyright, 2003, City of Phoenix

Last Modified on 04/21/2003 08:47:39

http://phoenix.gov/WATER/billing.html : 9/20/2003




City of Mesa Water Schedule No. W1.1, W2.1,W1.2, W2.2, W1.3,W23
Mesa, Arizona ) W14, W24, W1.5, W2.5, W1.6, W2.6, W1.7, W2.7
Effective 08/01/03

Ordinance No. 4082

Supersedes Schedule Adopted 08/01/02

RESIDENTIAL WATER SERVICE
WESTERN ZONE - Inside W1.1, Outside W2.1
RWCD ZONE - Inside W1.2, Outside W2.2
EASTERN ZONE - Inside W1.3, Outside W2.3
DESERT SAGE PRESSURE ZONE - Inside W1.4, Outside W2.4
COUNTY LINE PRESSURE ZONE - Inside W1.5, Outside W2.5
APACHE JUNCTION PRESSURE ZONE - Inside W 1.6, Outside W2.6
RANGE RIDER PRESSURE ZONE - Inside W1.7, Outside W2.7

APPLICATION

Applicable to all residential water service inside and outside the City limits required for domestic purposes in
individually metered dwelling units.

MONTHLY BILL

Rate: In addition to the service charge, the rate for water used shall be $1.77 per 1,000 gallons for the first 12,000
gallons used and $2.65 per 1,000 gallons for all additional use.

Service Charge:
$8.82 - ¥service

$10.52 - 1"service
$16.83 - 1%"service
$23.73 - 2"service
$52.23 - 3"service
$85.83 - 4"service
$169.23 -  6"service
$253.19 - 8"service
$34491 - 10"service

Plus: For all water used in the upper pressure zones, the following pumping surcharges will apply:

DESERT SAGE PRESSURE ZONE (W1.4, W2.4): $.05 per 1,000 gallons

COUNTY LINE PRESSURE ZONE (W1.5, W2.5): $.10 per 1,000 gallons

APACHE JUNCTION PRESSURE ZONE (W1.6, W2.6): $.15 per 1,000 gallons

RANGE RIDER PRESSURE ZONE (W1.7, W2.7): $.20 per 1,000 gallons
ADJUSTMENTS

Plus the applicable proportionate part of any taxes or governmental impositions that are assessed on the basis of the
gross revenues of the City and/or the price or revenue from the energy or services sold hereunder.

TERMS AND CONDITIONS

See Terms and Conditions for the Sale of Utilities.

EXHIBIT




METERED WATER RATE SCHEDULE
Effective July 1, 2003

METER BASE FEE

SIZE MONTHLY WATER USAGE FEE
5/8” $10.92 | First 7,500 @ $1.28/1000 gals
Over 7,500 @ $2.33/1000 gals
3/4” $15.06 | First 8,300 @ $1.28/1000 gals
Over 8,300 @ $2.33/1000 gals
1” $22.86 | First12,600 @ $1.28/1000 gals

Over 12,600 @ $2.33/1000 gals
11/2" $41.99 | First 23,100 @ $1.28/1000 gals
‘ Over 23,100 @ $2.33/1000 gals

2" $62.44 | First 34,300 @ $1.28/1000 gals
Over 34,300 @ $2.33/1000 gais
3” $108.96 | First 60,000 @ $1.28/1000 gals
Over 60,000 @ $2.33/1000 gals
4’ $167.37 | First 92,000 @ $1.28/1000 gals
Over 92,000 @ $2.33/1000 gals
6” $311.42 | First 171,000 @ $1.28/1000 gals
Over 171,000 @ $2.33/1000 gals
8" $459.32 | First 252,000 @ $1.28/1000 gals

Over 252,000 @ $2.33/1000 gals
Water $ 6.48 | First3,800 @ $1.28/1000 gals
Haulers Over 3,800 @ $2.33/1000 gals

Applicable taxes and environmental fees will be added.

EXHIBIT




Monthly Water Rates 4 Page 1 of 4

CHy Home | E-Services | City Calendar [ Visitors | Business | Site Map | Cily Contacts

City of Tueson

Current Water Rates
Hate vl The current monthly water rates became effective October 14, 2002.
Major rate elements are discussed below, followed by a listing of current r

Potable water charges have 1) a monthly service charge (based on meter size) whi
the customer pays regardless of the amount of water used; 2) usage charges; and 3’
CAP charge.

The monthly service charge based on meter size is set to recover the costs of meter
maintenance and replacement as well as meter reading and billing costs.

Residential customers are charged for water usage via an inclining block rate struc
As the usage block increases, the unit price or rate for the block increases.

: Other potable customers, with the exception of multifamily and construction wa
Fom— : customers, pay a base rate for water usage year round but are subject, in addition, to
§__£3_ﬂ1r_n_f5::_f§‘,':‘,_j surcharges in the summer, should their monthly usage exceed their winter monthly w:
§ Problems? | There are two tiers of summer surcharges, and each has a different threshold: the firs
applied to any monthly usage exceeding the average winter monthly usage and the se
is applied to any monthly usage greater than 145% of average winter monthly usage.
summer surcharges are added to the charge resulting from the base rate.

Multifamily and construction water customers are charged a year round rate with
summer surcharges. For these customers, a higher year round rate replaces being sub
to summer surcharges.

The CAP charge, a flat rate assessed on all potable usage, helps pay the cost of Cent
Arizona Project (CAP) water which Tucson Water purchases from the Central Arizos
Water Conservation District (CAWCD).

Reclaimed water charges have two basic components: a monthly service charge (1
on meter size) which the customer pays regardless of the amount of water used; and :
usage charge.

EXHIBIT

http://www.ci.tucson.az.us/water/customer_svcs/rates/rates.htm D/20/2003




Monthly Water Rates

Page 2 of 4

POTABLE RATES

Minimum Monthly Charge:

Meter Size || Current Rates
0.75 inch $5.35
1.00 inch $6.99)
| 1.50 inch $10.73)
| 2.00inch | $15.41|
250 inch | $21.73
| 3.00inch | $28.05|
| 4.00inch | $45.84|
6.00 inch $90.78)|
8.00 inch | $135.71
10.00 inch $205.92|
12.00 inch $338.39
Usage Charges:
Customer Class / CCllllrarregnet
Charge Categories per Cef
|Residential Block Rates ” |
| Single Family ” l
[1-15 Cef | $1.03]
16 — 30 Ccf | $3.50
[31 - 45 Cef | $4.92]
|Over 45 Cef | 56.97]
Duplex-Triplex J l
[1-20 Cef | s1.03]
21 - 35 Ccf | $3.50
36 — 50 Ccf | 54.92]
|Over 50 Ccf | $6.97|

Non-Residential Rates —
Base Volume Rates

http://www.ci.tucson.az.us/water/customer svcs/rates/rates.htm

i

9/20/2003
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Monthly Water Rates Page 3 of 4

Multifamily J
All usage $1.59
Mobile Home Parks with
Sub-meters
All usage $1.08
Commercial l
All usage | s1.48
Industrial
All usage $1.47
l Construction Water ” I
‘All usage ' $1.93
Non-Residential
Summer Surcharges
’Tier 1, per Cef J $.95
Tier 2, per Cef $.25

Note: 1 Ccf = 748 Gallons

CAP Charge:

Current
Charge
per Ccf

$0.03

RECLAIMED WATER RATES

Monthly Service Charge:

Meter Size || Current
Rates

0.75inch | $5.35]

1.00 inch $6.99

| 1.50inch || $10.73]
| 2.00inch || $15.41)
| 250inch || $21.73]
| 3.00inch || $28.05|

http://www.ci.tucson.az.us/water/customer svcs/rates/rates.htm 9/20/2003




Monthly Water Rates Page 4 of 4

4.00 inch $45.84
6.00 inch $90.78
8.00 inch $135.71
10.00 inch $205.92
12.00 inch $338.39

Usage Charge:

Current
Charge
per Ccf

Source: City of Tucson
Last Revision: Thursday, December 05, 2002

oo s

eﬂbMast

E-Services | City Calendar | Visitors | Business | Site Map | City Contacts

http://www .ci.tucson.az.us/water/customer svcs/rates/rates.htm » 9/20/2003
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Federal Reserve Statistical Release

H.15
Selected Interest Rates (Daily)

Release Date: September 17, 2003

Weekly release dates and announcements | Historical data | About
Daily update | Other formats: Screen reader | ASCII

FEDERAL RESERVE STATISTICAL RELEASE

H.15 (519)

SELECTED INTEREST RATES
Yields in percent per annum

Instruments 2003 2003 J2003J2003
Sep Sep Sep ] Sep
15 16 17 18
Federal funds (effective) 1 2 3 1.11 0.97
Commercial paper 3 4 5 6
Nonfinancial
1-month 1.01 1.03
2-month 1.04f 1.03
3-month 1.03 1.04
Financial
1-month 1.04 1.04
2-month 1.05 1.06
3-month 1.06 1.06
CDs (secondary market) 3 7
1-month 1.07 1.07
3-month 1.08 1.08
6 -month 1.12 1.12
Eurodollar deposits (London) 3 8
1-month 1.06] 1.06
3-month 1.09] 1.08
6-month 1.12 1.12
Bank prime loan 2 3 9 4.00} 4.00
Discount window primary credit 2 10 2.00] 2.00
U.S. government securities
Treasury bills (secondary market) 3 4
4-week 0.890 0.89 EXHIBIT
3-month 0.94} 0.91

http://www.federalreserve.gov/releases/h15/update/h15upd.htm 9/18/2003
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FRB: H.15 Release--Selected Interest Rates -- September 17, 2003 Page 2 of 3

fes]

6-month 1.01] 1.00
Treasury constant maturities 11
l-month 0.91] 0.91
3-month 0.96] 0.93
6-month 1.03 1.02
l-year 1.20 1.22
2-year 1.63] 1.63
3-year 2.171 2.16
5-year 3.12 3.12
7-year 3.71 3.72
10-year 4.28] 4.29
20-year 5.24 5.26
(35 yoars ang aboves 1z 23 5.28] 5.29
Interest rate swaps 14
l-year 1.32 1.32
2-year 1.94 1.93
3-year 2.591 2.57
4-year 3.14] 3.12
5-year 3.58 3.56
7-year 4.18] 4.18
10-year 4.73] 4.74
30-year 5.54f 5.56
Corporate bonds
Moody's seasoned
RAaa 15 5.76] 5.80
Baa 6.83 6.86
State & local bonds 16
Conventional mortgages 17
FOOTNOTES

The daily effective federal funds rate is a weighted average of rates on broke:
Weekly figures are averages of 7 calendar days ending on Wednesday of the curr
monthly figures include each calendar day in the month.

Annualized using a 360-day year or bank interest.

On a discount basis.

Interest rates interpolated from data on certain commercial paper trades settle
Trust Company. The trades represent sales of commercial paper by dealers or d
investors (that is, the offer side). See Board's Commercial Paper Web pages
(http://www.federalreserve.gov/releases/cp) for more information.

The 1-, 2-, and 3-month rates are eguivalent to the 30-, 60-, and 90-day dates
Board's Commercial Paper Web page.

An average of dealer offering rates on nationally traded certificates of depos
Bid rates for Eurodollar deposits collected around 9:30 a.m. Eastern time.
Rate posted by a majority of top 25 (by assets in domestic offices) insured U.:
banks. Prime is one of several base rates used by banks to price short-term b

http://www.federalreserve.gov/releases/h15/update/h1S5upd.htm 9/18/2003
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10. The rate charged for discounts made and advances extended under the Federal Re
discount window program, which became effective January 9, 2003. This rate rep
credit, which was discontinued after January 8, 2003. For further information
www . federalreserve.gov/boarddocs/press/bereg/2002/200210312/default . htm.

The rate reported is that for the Federal Reserve Bank of New York. Historica
adjustment credit is available at www.federalreserve.gov/releases/hl5/data.htm

11. Yields on actively traded issues adjusted to constant maturities. Source: U.!

12. Based on the unweighted average of the bid yields for all Treasury fixed-coupo:
with remaining terms to maturity of 25 years and over.

13. A factor for adjusting the daily long-term average in order to estimate a 30-y
http://www.treas.gov/offices/domestic-finance/debt-management/interest-rate/1lt:

14. International Swaps and Derivatives Association (ISDA) mid-market par swap rat
Rate Payer in return for receiving three month LIBOR, and are based on rates c«
Garban Intercapital plc and published on Reuters Page ISDAFIX1. Source: Reute:

15. Moody's Raa rates through December 6, 2001 are averages of Aaa utility and Aaa
As of December 7, 2001, these rates are averages of Aaa industrial bonds only.

16. Bond Buyer Index, general obligation, 20 years to maturity, mixed quality; Thu

17. Contract ‘interest rates on commitments for fixed-rate first mortgages. Source

Note: -Weekly and monthly figures are averages of business days unless otherwise no!

Current and historical H.15 data are available on the Federal Reserve Board'
(http://www.federalreserve.gov/). For information about individual copies o
Publications Services at the Federal Reserve Board (phone 202-452-3244, fax

For paid electronic access to current and historical data, call STAT-USA at

202-482-1986.

DESCRIPTION OF THE TREASURY CONSTANT MATURITY SERIES

Yields on Treasury securities at "constant maturity" are interpolated by the U.S. T:
daily yield curve. This curve, which relates the yield on a security to its time t«
based on the closing market bid yields on actively traded Treasury securities in th
market. These market yields are calculated from composites of quotations obtained br
Reserve Bank of New York. The constant maturity yield values are read from the yiel
maturities, currently 1, 3 and 6 months and 1, 2, 3, 5, 7, 10 and 20 years. This me!l
a yield for a 10-year maturity, for example, even if no outstanding security has ex:
remaining to maturity.

Weekly release dates and announcements | Historical data | About
Daily update | Other formats: Screen reader | ASCII

Statistical releases

Home | Economic research and data

Last update: September 17, 2003

httn://www.federalreserve.gov/releases/h15/undate/h15und.htm 9/18/2003
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Rate

Rate of interest in money and capital markets

Moody's Investor Service

Long-term or Capital Market

Private, all industries

BAA Rating

Not seasonally adjusted

Twelve months ending December

AVERAGE YIELD TO MATURITY ON SELECTED LONG-TERM BONDS.
AVERAGE OF MONTHLY AVERAGES.

Released on 09/15/2003

baa
1976 9.75
1977 8.97
1978 9.49
1979 10.69

1980 13.67
1981 16.04
1982 16.11
1983 13.55
1984 14.19
1985 12.72
1986 10.39
1987 10.58
1988 10.83
1989 10.18
1990 10.36
1991 9.80

1992 8.98
1993 7.93
1994 8.63
1995 8.20
1996 8.05
1997 7.87
1998 7.22
1999 7.88
2000 8.37
2001 7.95
2002 7.80

httne/aranss fadaralracarmre onvireleacec/h1&/datal/allaa tvi

Page 1 of 1
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Page 1 of 1

Rate

Rate of interest in money and capital markets

Moody's Investor Service

Long-term or Capital Market

Private, all industries

BAA Rating

Not seasonally adjusted

Twelve months ending December

AVERAGE YIELD TO MATURITY ON SELECTED LONG-TERM BONDS.
AVERAGE OF MONTHLY AVERAGES.

Released on 09/15/2003

1976 9.75
1977 8.97
1978 9.49

1979 10.69
1980 13.67
1981 16.04
1982 16.11
1983 13.55
1984 14.19
1985 12.72
1986 10.39
1987 10.58
1988 10.83
1989 10.18
1990 10.36
1991 9.80
1992 8.98
1993 7.93
1994 8.63
1995 8.20
1996 8.05
1997 7.87
1998 7.22
1999 7.88
2000 8.37
2001 7.95
2002 7.80

EXHIBIT

httn-/www federalrecerve onv/releaces/h15/data/a/haa txt Q/1A/700
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SECTION 3.6

Event Relations 95

Or, we could obtain P(A | B) by substituting into the equation

Note that P(A|B) = 2/3 while P(A) = 1/2, indicating that A and 8 are

dependent on each other.

e
L X4

Definition

Definition

Figure 3.8
Mutually exclusive
events

Two events A and B are said to be independent if and only if either
P(A [ B) = P(4)

or
P(B|A) = P(B).

Otherwise, the events are said to be dependent.

Translating this definition into words, two events are independent
if the occurrence or nonoccurrence of one of the events does not
change the probability of the occurrence of the other event. If P(A | B)
= P(A), then P(B | A) will also equal P(B). Similarly, if P(A | B) and P(A)
are unequal, then P(B | A) and P(B) will also be unequal.

A third useful event relation was observed, but not specifically
defined, in our discussion of simple events. Recall that an experiment
could result in one and only one simple event. No two could occur at
exactly the same time. Two events A and B are said to be mutually
exclusive, if, when one occurs, it excludes the possibility of the occur-
rence of the other. Another way to say this is to state that the inter-
section AB will contain no sample points. It would then follow that
P(AB) = 0.

Two events A and B are said to be mutually exclusive if the event AB
contains no sample points.

Mutually exclusive events have no overlapping area in a Venn
diagram (see Figure 3.8).
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338 CHAPTER 10 ANALYSIS OF FINANCIAL STATEMENTS

" EXHIBIT 10.F

1 2 3 4 5 6 7 8

EXTENDED DUPONT SYSTEM ANALYSIS FOR WALGREENS: 1982-2000°

INTEREST Ner Berore Torat Assers/ Ner Berore REZRN
EBIT/Tota.  Expense/ToraL Tax/ToraL CoMMmON Tax/Common Tax oN
EBIT/Sates Sates/ToTaL Assers Assers Assers Equiry Equrry Equity RerenTion Equimy
Year (Percent)  Assers (Tives)  (Percent)® (Percen) {Percent)* (Times) (Pereent)d Rate (PERCENT)e
1982 4,32 3.31 14.30 (0.85) 15.15 2.06 31.20 0.60 18.75
1983 5.16 3.29 17.00 0.25 16.75 2.04 34.20 0.56 193¢
1984 5.57 3.26 18.20 (0.24) 18.44 1 2.03 37.40 0.55 20.65
1985 5.63 3.29 18.50 0.43 18.07 2.00 36.10 0.54 19.57
1986 5.37 3.06 16.40 0.74 15.66 2.16 33.90 0.55 18.63
1987 4.92 3.14 15.50 1.22 14.28 2.19 31.30 0.53 16.69
1988 4.59 323 14.80 1.01 13.79 2.12 29.30 0.62 18.10
1989 4.71 3.20 15.10 0.57 14.53 2.04 29.70 0.63 18.79
1990 470 3.16 14.90 0.17 1473 2.02 29.830 0.62 1852 *
1991 4.77 321 15.30 0.44 14.86 1.94 28.80 0.63 18.00
1992 4.80 3.15 15.10 0.23 14.87 1.92 28.60 0.62 17.87 g_
1993 4.90 3.31 16.20 0.26 15.94 1.82 29.00 0.61 17.80
| 1994 493 321 15.90 (0.10) 16.00 1.83 29.20 — 0.62 17.96 5
! 1995 5.00 3.20 15.99 0.04 15.95 1.81 28.90 0.61 17.70 g
i 1996 5.13 324 16.62 0.06 16.56 1.78 29.50 0.61 18.07 =
{ 1997 530 3.18 16.85 0.05 16.80 1.77 29.74 0.61 18.14
1998 5.46 3.12 17.04 0.02 17.02 1.72 29.28 0.61 17.93
1999 5.69 3.02 17.19 0.00 17.19 1.70 29.22 0.61 17.83
i 2000 5.77 2.99 17.25 0.00 17.25 1.68 28.98 0.61 1778
2001 5.08 2.79 15.84 0.00 16.11 170 2133 0.62 1707

5 “The percents in this table may not be the same as in Exhibit 10.6 due to rounding.
\ Column 3 is equal to Column 1 times Column 2.
‘Column 3§ is equal to Column 3 minus Column 4.
“Column 7 is equal to Cotumn 5 times Column 6.

“Column 9 is equal to Column 7 times Column 8.

the major factors that cause a firm’s income flows to vary. More volatile income flows mean
greater risk (uncertainty) facing the investor.
The tatal risk of the firm has two internal components: business risk and financial risk. The
next section discusses the concept of business risk: how you measure it, what causes it, and how
; you measure its individual causes. The following section discusses financial risk and the several
ratios used to measure it. After we examine the firm’s internal risk factors, we discuss an impor-
tant external risk factor, external liquidity risk—that is, the ability to buy or sell the firm’s stock ‘
in the secondary equity market.

Business Risk® Recall that business risk is the uncertainty of income caused by the firm’s industry. In turn, tm%
uncertainty is due to the firm’s variability of sales caused by its products, customers, and the wa
it produces its products. Specifically, a firm’s operating earnings vary over time because its sales?

"For a further discussion on this general topic, see Eugene Brigham and Louis C. Gapenski. Financial Managemen:
Theory and Practice, 9th ed. (Fort Worth, Tex.: Dryden, 2000), Chapters 6 and 10.

N
&
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and production costs vary. As an example, the earnings for a steel firm will probably vary more
than those of a grocery chain because (1) over the business cycle, steel sales are more volatile
than grocery sales; and (2) the steel firm’s Jarge fixed production costs (operating leverage) make

its earnings vary more than its sales.
Business risk is generally measured by the variability of the firm’s operating income over

time. In turn, the eamnings variability is measured by the standard deviation of the historical oper-
ating earnings series. You will recall from Chapter 1 that the standard deviation is influenced by
the size of the numbers, so investors standardize this measure of volatility by dividing it by the
mean value for the series (i.e., the average operating earnings). The resulting ratio of the stan-
dard deviation of operating earnings divided by the average operating earnings is the coefficient

of vaniation (CV) of operating earnings:

Business Risk = f(Coefficient of Variation of Operating Earnings)
_ Standard Deviation of Operating Eamings (OE)
Mean Operating Earnings ‘ —

i(OE,.— OE)?/n

E’I: OFE, /n
i=]

The CV of operating earnings allows comparisons between standardized measures of business
risk for firms of different sizes. To compute the CV of operating earnings, you need a minimum
of 5 years up to about 10 years. Less than 5 years is not very meaningful, and data more than
10 years old are typically out of date. We cannot compute the CV of operating earnings of Wal-
greens because we have data for only 3 years.

Besides measuring overall business risk, it is very insightful to examine the two factors that
contribute to the variability of operating earnings: sales variability and operating leverage.

Sales Variability Sales variability is the prime determinant of earnings variability. In turn,
the variability of sales is mainly caused by a firm’s industry and is largely outside the control of
management. For example, sales for a firm in a cyclical industry, such as automobiles or steel,
will be qite volatile over the business cycle compared to sales of a firm in a noncyclical indus- "~
try, such as retail food or hospital supplies. Like operating earnings, the variability of a firm’s
sales is typically measured by the CV of sales during the most recent 5 to 10 years. The CV of
sales equals the standard deviation of sales divided by the mean sales for the period.!"

Sales Volatility = f(Coefficient of Variation of Sales)

[n
I3 (S~ 5)n

iS,/n
=1

"'Besides normalizing the standard deviation for size by computing the CV, it is also important to recognize that the stan-
dard deviation is measured relative to the mean value for the series—that is, it computes deviations from “expected
value.” The problem arises for firms that experience significant growth that will create very large deviations from the
mean for the series even if it is constanr growth. The way 1o avoid this bias is to measure deviations from the growth

path of the series. For details see Appendix C of this chapter,




Arizona Water Has LoWer Business Risk
Than Other Water Utilities

"Business risk is generally measured by the variability of the firm’s operating income over time.

In turn, the earnings variability is measured by the standard deviation of the historical operating
earnings series. ...The standard deviation is influenced by the size of the numbers, so investors
standardize this measure of volatility by dividing it by the mean value for the series (i.e., the average
operating earnings). The resuilting ratio of the standard deviation of operating earnings divided by

the average operating earnings is the coefficient of variation (CV) of operating eamings:"1

Business Risk =Coefficient of Variation of Operating Earnings

__ Standard Deviation of Operating Eamings (OE)
Mean Operating Earnings

/i(OEi ~OE)*/n

n
Z OE. /n
i=l
Business
Risk
3 (OF,-OE Y in
1998 1999 2000 2001 2002 -—ZE——
OE OE OE OE OE =
American States 35.2 417 47.6 52 50.6 0.137
California Water 40.6 42.8 44.7 34.9 43 0.083
Philadelphia Suburban 66.7 104.8 117.2 134.3 140.5 0.233
Connecticut Water 13.7 16 15.5 16.1 16.2 0.080
Middlesex Water 121 13.8 127 15.2 16.2 0.109
SJW Corp. 28.5 28.7 25.5 27.3 30.2 0.056
Average _ 0.113-
Arizona Water 6.3% 6.2 7.1 6.0 7.7 0.096—

Conclusion: "The [coefficient of variation] of operating earnings allows comparisions
between standardized measures of business risk for firms of different sizes." (Reilly, 339) The above
table suggests that Arizona Water has lower business risk than the sample water companies.

'See Reilly, Frank K., and Keith C. Brown. Investment Analysis and Portfolio Management. 2003. South-Western. Mason, OH. Pp. 338-338.
Source: MSN Money (data in millions) and annual reports filed with the Arizona Corporation Commission.




ARIZONA WATER COMPANY
RETIREMENTS FROM PLANT
MIAMI WELL ACCOUNT 314
FOR PERIOD 1955-2001

Response To TJS 13-8

b4

Original

Description : - Installed Year Qty Cost
Unspecified Retirement 1961 ??? 7,000
(Russel Gulch) 10" Casing 1953 1967 160 671
Well #3 Old Miami & 12" Casing 1948 1970 214 1,758
Well #3 Old Claypool & 12" Casing 1959 1970 175 2,625
Concrete Pump Bases 1943 1970 2 85
Well Central Hts & 8"-10" Casing 1941 1970 250 2,421
Well Central Hts & 8"-10" Casing 1943 1970 260 2,516
Weill #3 Claypool (Miami) &12" Casing 1948 1971 214 2,018
Well #3 Claypool (Citizens) &12" Casing 1959 1971 175 2,625
Well #6 Central Hts & 8" Casing 1957 1971 560 6,720
Well #5 Central Hts & 8"-10" Casing - 1971 250 2,400

Well #5 8" Casing - 1971 150

Well #1 to Plant Held for Future Use 1971 - 18,000
Well #2 to Plant Held for Future Use 1971 - 2,195
~Well #15 & 12" Casing C 1974 1978 580 4,068
Well #14 & 12" Casing 1974 1982 697 36,152
Total 91,254
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in service throughout the test year.

Q. But isn't the company asking that the post
test year plant be treated as if it were placed in
service during the test year?

A. Yes. As 1f it were placed in service on
January 1 of 1999.

Q. So you didn't follow the half-year convention?

A. We took a full year's depreciation. We
followed the half-year convention in our books, and we
make an adjustment in rate proceedings to pick up the
additional six months of depreciation on test year
plant additions.

Q. Right.

A. If the Commission would prefer that we not
make that adjustment, we will be certainly willing to
accept that position.

Q. Okay. If you go over to column 3, also under

line 2, less accumulated depreciation you show a figure

$78,2827?
A. Yes.
Q. And that footnote states: "Depreciation

expense six months additional on test year additions."
A. That's correct.

Q. Now, does that follow the half-year

convention?

ARIZONA REPORTING SERVICE, INC. (602) 274-9944
Realtime Specialists Phoenix, AZ




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

W~01445A-00-0962 VOL. I 09/05/2001

65

A. As I just explained, we followed the half-year
convention for our financial reports and for income tax
purposes. For ratemaking purposes we have consistently
adjusted the test year additions to provide a full
year's depreciation.

However, if Staff proposes that we not do
that, we would agree with that adjustment.

Q. When would the company be inveéting in plant

that was added 15 months after the test year?

A. When would they be investing in it?
Q. When would the actual investment be made?
A. It probably was made some of it in 2000. Some

was made in 2001.

Q. It was not made January 1lst, 1999, was 1t?
A. No.
Q. Would you agree that the purpose of a rate

base determination is to find the amount of
shareholders' investment, the amount that shareholders
can earn a return on?

A. I think the purpose is to determine the
shareholders' investment at the time the new rates are
going to go into effect. Yes.

Q. On page 19 of your rejoinder testimony you
state for the second time in your rejoinder that the

company does not record AFUDC. That's on lines 20 and

ARIZONA REPORTING SERVICE, INC. (602) 274-9944
Realtime Specialists Phoenix, AZ
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Arizona Water Company
Amortization CAP

Decision No. 58120 Accumulated
Year Authorized Amount Amortization Yearly Amortization
Beg. Bal. 60,000 .

1 1993 60,000 1,380 1,380

2 1994 60,000 2,760 1,380

3 1995 60,000 4,140 1,380

4 1996 60,000 5,620 1,380

5 1997 60,000 6,900 1,380

6 1998 60,000 8,280 1,380

7 1999 60,000 9,660 1,380

8 2000 60,000 11,040 : 1,380

9 2001 60,000 12,420 1,380
10 2002 60,000 13,800 1,380
11 2003 ‘60,000 15,180 1,380
12 2004 60,000 16,560 1,380
13 2005 60,000 17,940 1,380
14 2006 60,000 19,320 1,380
15 2007 60,000 20,700 1,380
16 2008 60,000 22,080 1,380
17 2009 60,000 23,460 1,380
18 2010 1 60,000 { - 24,840 1,380
19 2011 60,000 . 26,220 1,380
20 2012 60,000 27,600 1,380
21 2013 60,000 28,980 1,380
22 2014 60,000 30,360 1,380
23 2015 60,000 31,740 1,380
24 2016 60,000 33,120 1,380
25 2017 60,000 34,500 1,380
28 2018 60,000 35,880 1,380
27 2019 60,000 37,260 1,380
28 2020 60,000 38,640 1,380
29 2021 60,000 40,020 1,380
30 2022 60,000 41,400 1,380
31 2023 60,000 42,780 1,380
32 2024 60,000 44,160 1,380
33 2025 60,000 45,540 1,380
34 2026 60,000 46,920 1,380
35 2027 60,000 48,300 1,380
36 2028 - 60,000 49,680 1,380
37 2029 60,000 51,060 1,380
38 2030 60,000 52,440 1,380
39 2031 60,000 53,820 1,380
40 2032 60,000 55,200 1,380
41 2033 , 60,000 56,580 1,380
42 2034 60,000 : 57,960 1,380
43 2035 60,000 59,340 1,380

44 2036 60,000 60,000 660
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A. Not that I see.

Q. Is there anywherg in Mr. Byrne's direct testimony
that addresses the June through December 1991 additions?

A. No. |

Q. 1I'd like to move on to the deferred CAP charges.
Mr. Kennedy, did the company use CAP water in the test
year? |

A. Yes, it did.

Q. In what system?

A. In the Apache Junction systenm.

Q. Presently is the company using CAP water in any
system besides Apache Junction?

A. Only in the Apache Junction system.

Q. Now, some day when the company uées ltstAP
allocation in each of these areas, the deferred pﬁyments

that it has already made will be applied to whatever it's

. [
‘eventually charged for the water; is that correct?

A. What did you say about the deferred payment?

Q. That some day, when the company uses the CAP
water in all of the various systems for which it is
currently making those deferred payments, that those %
payments will then be applied to what the company would be‘
charged for the water; is that corréct? i

A. 1In essence, yes.

Q. And the company currently accumulates interest

BARRY & HETZER
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i

EF B vt Sk SR I

Bif




ARIZONA WATER COMPANY
Eastern Group

Docket No. W-1445A-02-0619
Witness(es) Hubbard

Data Request No. REL 1-6

Central Arizona Project (CAP) Costs — For each system of the Eastern Group, please provide the following information:
a. A copy of the CAP contract.
b. CAP invoices paid during the year 2001.
¢. CAP invoices paid during the year 2002.

Response To Data Request No. REL 1-6

Within the Eastern Group of systems, Apache Junction is the only system that incurs Central Arizona Project costs.
a. Attached is a copy of the CAP contract dated October 24 1985.
b. Attached are the CAP invoices paid during the year 2001.
c. Attached are the CAP invoice paid during the year 2002.




S U e W N

-J

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

26
27
28

CAWCD Revised 5/84
Contract No. 6-07-30-W0109

UNITED STATES
DEPARTMENT OF THE INTERIOR
BUREAU OF RECLAMATION

SUBCONTRACT AMONG THE UNITED STATES,
THE CENTRAL ARIZONA WATER CONSERVATION DISTRICT,
AND THE Arizona Water Company (Apache Junction)

PROVIDING FOR WATER SERVICE

CENTRAL ARIZONA PROJECT

1. PREAMBLE:

THIS SUBCONTRACT, made this _ 2o/ day of ((w&lev
19:55:, in pursuance generally of the Act of June 17, 1902 (32
Stat. 388), and acts amendatory thereof or supplementary thereto,
including but not limited to the Boulder Canyon Project Act of
December 21, 1928 (45 Stat. 1057), as amended, the Reclamation
Project Act of August 4, 1939 (53 Stat. 1187), as amended, the
Reclamation Reform Act.of October 12, 1982 (96 Stat. 1263), and
particularly the Colorado River Basin Project Act of September
30, 1968 (82 Stat. 885), as amended, all collectively hereinafter
referred to as the "Federal Reclamation Laws,” among the UNITED
STATES>OF AMERICA, hereinafter referred to as the "United States"”
acting through the Secretary of the Interior, the CENTRAL ARiZONA
WATER CONSERVATION DISTRICT, hereinafter referred to as the
*Contractor,™ a water conservation district organized under the

laws of Arizona, with its principal place of business in Phoenix,

Arizona, and the Arizona Water Company , hereinafter
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referred to as the "Subcontractor,” with its principal place of

business in Phoenix , Arizona;

WITNESSETH, THAT:

2. EXPLANATORY RECITALS:

WHEREAS, the Colorado River Basin Project Act provides,
among other things, that for the purposes of furnishing
ifrigation and municipal and industrial water supplies to water
deficient areas of Arizona and western New Mexico through direct
diversion or exchange of water, control of floods, conservation
and development of fish and wildlife resources, enhancement of
recreation opportunities, and for other purposes, the Secretary
of the Interior shall construct, operate, and maintain the
Central Arizon& Project; and

| WHEREAS, pursuant to the provisions of Arizona Revised
Statutes §§ 45-2601 et seq.. the Contractor has been organized
with the power to enter into a contract or contracts with the
Secretary of the Interior to accomplish the purposes of Arizona
Revised Statutes, §§ 45-2601 et seq.:; and

WHEREAS, pursuant to Section 304(b)(l1) of the Colorado
River Basin Project Act, the Secretary of the Interior has
determined that it is necessary to effect repayment of the cost
of constructing the Central Arizona Project pursuant to a master
contract And that the United States, together with the
Contractor, shall be a party to contracts that are in conformity
with and subsidiary to the master contract; and

WHEREAS, the United States and the Contractor entered

into Contract No. 14-06-W-245 dated December 15, 1972, herein-
after referred to as the "Repayment Contract,” a copy of which is

2
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attached hereto as Exhibit "A" and by this reference made a part
hereof, whereby the Contractor agrees to repay to the United
States the reimbursable costs of the Central Arizona Project
allocated to the Contractor; and

WHEREAS, the Subcontractor is in need of a water supply
and desires to subcontract with the United States and the
Contractor for water service from water supplies available under
the Central Arizona Project; and

WHEREAS, wupon completion ©f +the Central Arizona
Project, water shall Dbe available for delivery to the
Stvscontactor;

NOW THEREFORE, in consideration of the mutual and
dependent covenants herein contained, it is agreed as follows:

3. DEFINITIONS:
Definitions included in the Repayment Contract are

applicable to this subcontract; Provided, however, That the

terms "Agricultural Water"™ or "Irrigation Water™ shall mean water
used for the purposes defined in the Repayment Contract on tracts
of land operated in units of more than 5 acres. The first
letters of terms so defined are capitalized herein. As
heretofore indicated, a <copy of the Repayment Contract is
attached as Exhibit "A."

4. DELIVERY OF WATER:

4.1 Obligations of the United States. Subject to the

terms, conditions, and provisions set forth herein and in the
Repayment Contract, during such periods as it operates and

maintains the Project Works, the United States shall deliver

| Project Water for M&I use by the Subcontractor. The United
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States shall use all reasonable diligence to make available to
the Subcontractor the guantity of Project Water specified in the
schedule submitted by the Subcontractor in accordance with
Article 4.4. After transfer of OM&R to the Operating Agency,
the United States shall make deliveries of Project Water to the
Operating Agency which shall make subsequent delivery to the
Subcontractor as provided herein.

4.2 Term of Subcontract. This subcontract shall

become effective upon its confirmation as provided for in Article
6.12 and shall remain in effect for a period of 50 years
beginning with the January 1 of the Year following that in which
the Secretary issues the Notice of Completion of the Water Supply
System; Provided, That this subcontract may be renewed upon
written request by the éubcontractor upon terms and conditions of
renewal to be agreed upon not later than 1 year prior to the

expiration of this subcontract; and Provided, further, That such

terms and conditions shall be consistent with Article 9.9 of the
Repayment Contract.

4.3 Conditions Relating to Delivery and Use.

Delivery and use of water under this subcontract is conditioned
on the following, and the Subcontractor hereby agrees that:

(a) All uses of Project Water and Return Flow
gshall be consistent with Arizona water law unless such law is
inconsistent with the Congressional directives applicable to the
Central Arizona Project.

(b) The system or systems through which water for

Agricultural, M&I, and Miscellaneous (including ground water

recharge) purposes is conveyed after delivery to the

A
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Subcontractor shall consist of pipelines, canals, distribution
systems, or other conduits provided and maintained with linings
adequate in the Contracting Officer's judgment to prevent
excessive conveyance losses. |

{c) The Subcontractor shall not pump, or within
its legal authority, permit others to pump ground water from
within the exterior boundaries of the Subcontractor's service
area, which has been delineated on a map filed with the
Contractor and approved by the Contractor and the Contracting
Officer, for use outside of said service area unless such pumping
is permitted under Title 45, Chapter 2, Arizona Revised Statutes,
as it may be amended from time to time, and the Contracting
Officer, the Contractor, and the Subcontractor shall agree, or
shall have previously agreed, that a surplus of ground water

exists and drainage is or was required; Provided, however, That

such pumping may be approved by the Contracting Officer and the
Contractor, and approval shall not be unreasonably withheld, if
such pumping is in accord with the Basin Project Act and upon
submittal by the Subcontractor of a written certification from
the Arizona Department Qf Water Resources or its successor agency
that the pumping and transportation of ground water is in accord
with Title 45, Chapter 2, Arizona Revised Statutes, as it may be
amended from time to time.

(d) The Subcontractor shall not sell or otherwise
dispose of or permit the sale or other disposition of any Project
Water for use outside of Maricopa, Pinal, and Pima Counties:

Provided, however, That this does not prohibit exchanges of

Project Water covered by separate agreements; and Provided,

-
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further, That this does not prohibit effluent exchanges with
Indian tribes pursuant to Article 6.2.

(e) (i) Project Water scheduled for delivery in
any Year under this subcontract may be used by the Subcontractor
or resold or exchanged by the Subcontractor pursuant to |
appropriate agreements approved by the Contracting Officer and
the Contractor. If said water is resold or exchanged by the
Subcontractor for an amount in excess of that which the Subcon-
tractor is obligated to pay under this subcontract, the excess
amount shall be paid forthwith by the Subcontractor to the
Contractor for application against the Contractor's Repayment

Obligation to the United States; Provided, however, That the

Subcontractor shall pe entitled to recover actual costs of
transportation, treatment, and distribution, including but not
limited to capital costs and OM&R costs.

(ii) Project Water scheduled for delivery in
any Year under this subcontract that cannot be used, resold, or
exchanged by the Subcontractor may be made available by the
Contracting Officer and Contractor to other users. If such
Project Water is sold to or exchanged with other users, the
Subcontractor shall be relieved of its payments hereunder only to
the extent of the amount paid to the Contractor by such other
users, but not io exceed the amount the Subcontractor is
obligated to pay under this subcontract for said water.

(iii) 1In the event the Subcontractor or the
Contracting Officer and the Contractor are unable to sell any
portion of the Subcontractor's Project Water scheduled for

delivery and not reguired by the Subcontractor, the Subcontractor

-~
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shall be relieved of the pumping energy portion of the OM&R
charges associated with the undelivered water as determined by
the Contractor.

4.4 Procedure for Ordering Water.

(a) At least 15 months prior to the date the
Secretary expects to issue the Notice of Completion of the Water
Supply System, or as soon thereafter as is practicable, the
Contracting Officer shall announce by written notice to the
Contractor the amount of Project Water available for delivery
during the Year in which said Notice of Completion is issued
(initial Year of water delivery) and during the following Year.
Within 30 days of receiving such notice, the Contractor shall
issue a notice of availability of Project Water to the Subcon-
tfactor. The Subcontractor shall, within a reasonable period of
time as determined by the Contractor, submit a written schedule
to the Contractor and the Contracting Officer showing the
quantity of water desired by the Subcontractor during each month
of said initial Year and the following Year. The Contractor
shall notify the Subcontractor by written notice of the
Contractor's action on the regquested schedule within 2 months of
the date of receipt of such reguest.

(b) The amounts, times, and rates of delivery of
Project Water to the Subcontractor during each Year subseguent to
the Year following said initial Year of water delivery shall Dbe
in accordance with a water delivery schedule for that Year. Such
schedule shall be determined in the following manner:

(i) On or before June 1 of each Year

beginning with the Year following the initial Year of water
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delivéry pursuant to this subcontract, the Contracting Officer
ghall announce the amount of Project Water available for delivery
during the following Year in a written notice to the Contractor.
In arriving at this determination, the Contracting Officer,
subject to the provisions of the Repayment Contract, shall use
his best efforts to maximize the availability and delivery of
Arizona's full entitlement of Colorado River water over the term
of this subcohtract. Within 30 days of receiving said notice,
the Contractor shall issue a notice of availability of Project
Water to the Subcontractor.

(ii) On or before October 1 of each Year
beginning with the Year following said initial Year of water
delivery, the Subcontractor shall submit in writing to the
Contractor and the Contracting Officer a water delivery schedule
indicating the amounts of Project Water desired Dby the
Subcontractor during each month of the following Year along with
a preliminary estimate of Project Water desired for the
succeeding 2 years.

(iii) Upon receipt of the schedule, the
Contractor and the Contracting Officer shall review it and, after
consultation with the Subcontractor, shall make only such
modifications to the schedule as are necessary to ensure that the
amounts, times, and rates of delivery to the Subcontractor are
consistent with the delivery capability of the Project,
considering, among other things, the availability of water and
the delivery schedules of all subcontractors; Provided, That

this provision shall not be construed to reduce annual deliveries

to the Subcontractor.
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(iv) On or before November 15 of each Year
beginning with the Year following said initial Year of water
delivery, the Contractor shall determine and furnish to the
Subcontractor and the Contracting Officer the water delivery
schedule for the following Year which shall show the amount of
water to be delivered to the Subcontractor during each month of
that Year, contingent upon the Subcontractor remaining eligible
to receive water under all terms contained herein.

(c) The monthly water delivery schedules may be
amended wupon the Subcontractor's written regquest to the
Contractor. Proposed amendments shall be submitted by the
Subcontractor to the Contractor no iatgr than 15 days before the
desired change is to become effective, and shall be subject to
review and modification in like manner as the schedule. The
Contractor shall notify the Subcontractor and the Contracting
Officer of its action on the Subcontractor's requested schedule
modification within 10 days of the Contractor's receipt of such
reguest.

(@) The Contractor and the Subcontractor shall
hold the United States, its officers, agents, and employees,
harmless on account of damage or claim of damage of any nature
whatsoever arising out of or connected with the actions of the
Contractor regarding water delivery schedules furnished to the
Subcontractor.

(e) In no event shall the Contracting Officer or
the Contractor be required to deliver to the Subcontractor from

the Water Supply System in any one month a total amount of

Project Water greater than 11 percent of the Subcontractor's

9
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maximum entitlement; Provided, however, That the Contracting

Officer may deliver a greater percentage in any month if such
increased delivery is compatible with the overall delivery of
Project Water to other subcontractors as determined by the
Contracting Officer and the Contractor and if the Subcontractor
agrees to accept such increased deliveries.

4.5 Points of Delivery--Measurement and Responsibility

for Distribution of Water.

(a) The water to be furnished to the
Bubcontractor pursuant to this subcontract shall be delivered at
turnouts to be constructed by the United States at such point(s)
on the Water Supply System as maj be agreed upon in writing by
the Contracting Officer and the Contractor, after consultation
with the Subcontractor.

(b) Unless the United States and the
Subcontractor agree by contract to the contrary, the
Subcontractor shall construct and install, at its sole cost and
expense, connection facilities reguired to take and convey the
water from the turnouts to the Subcontactor's service area. The
Subcontractor shall furnish, for approval of the Contracting
Officer, drawings showing the construction to be performed by the
Subcontractor within the Water Supply System right-of-way 6
months before starﬁing said construction. The facilities may be
installed, operatéd, and maintained on the Water Supply System
right-of-way subject to such reasonable restrictions and
regulations as to type, location, method of installation,

operation, and maintenance as may be prescribed by the
Contracting Officer.

10
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(c) All water delivered from the Water Supply
System shall be measured with equipment furnished and installed
by the United States and operated and maintained by the United
States or @he Operating Agency. Upon the reguest of the
Subcontractor or the Contractor, the accuracy of such
measurements shall be investigated by the Con@racting Officer or
the Operating Agency, Contractor, and Subcontractor, and any
errors which may be mutually determined to have occurred therein
shall be adjusted; Provided, That in the event the parties cannot
agree on the required adjustment, the Contracting Officer's
determination shall be conclusive.

(d) Neither the United States, the Contractor,
nor the Operating Agency shall be responsible for the control,
carriage, handling, use, disposal, or distribution of Project
Water beyond the delivery point(s) agreed to pursuant to
Subarticle 4.5(a). The Subcontractor shall hold the United .
States, the Contractor, and the Operating Agency harmless on
Qccount of damage or claim of damage of any nature whatsoever for
wﬁich there is legal responsibility, including property damage,
personal injury, or death arising out of or connected with the
Subcontractor's control, carriage, handling, use, disposal, or
distribution of such water beyond said delivery point(s).

4.6 Temporary Reductions. In addition to the right

of the United States under Subarticle 8.3(a)(iv) of the Repayment
Contract temporarily to discontinue or reduce the amount of water
to be delivered, the United States or the Operating Agency may,
after consultation with the Contractor, temporarily discontinue

or reduce the quantity of water to be furnished to the

1
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Subcontractor as .herein provided for the purposes of
investigation, inspection, maintenance, repair, or replacement of
any of the Project facilities or any part thereof necessary for
the furnishing of water to the Subcontractor, but so far as

feasible the United States or the Operating Agency shall

.coordinate any such discontinuance or reduction with the

Subcontractor and shall give the Subcontractor due notice in
advance of such temporary discontinuance or reduction, except in
case of emergency, in which case no notice need be given.
Neither the United States, its officers, agents, and employees,
nor the Operating Agency, its officers, agents, and employees,
shall be liable for damages when, for any reasbn whatsoever, any
such temporary discontinuance or reduction in delivery of water
occurs. I1f any such discontinuance or temporary reduction
results in deliveries to the Subcontractor of less water than
what has been paid for in advance, the Subcontractor shall be
entitled to be reimbursed for the appropriate proportion of such
advance payments prior to the date of the Subcontractor's next
payment of water service charges or the Subcontractor may be
given credit toward the next payment of water charges if the
Subcontractor should so desire.

4.7 Priority in Case of Shortage. Subject to the

provisions of Section 304(e) of the Basin Project Act, any
Project Water furnished for non-Indians through Project
facilities shall, in the event of shortage thereof, as determined
by the Contracting Officer after consultation with the

Contractor, be reduced pro rata until exhausted, first for

Miscellaneous Water uses and next for Agricultural Water uses

. -~
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before water furnished for non-Indian M&I use is reduced.
Thereafter, water for M&l uses shall be reduced pro rata among
all non-Indian M&l users. All Project Water converted from
agricultural to M&l use shall be delivered with the same priority
as other Project M&I Water. Pursuant to the authority vested in
the Secretary by the Reclamation Act of 1902 (32 Stat. 388), as
amended and supplemented, the Basin Project Act, the Regulations
for Implementing the Procedural Provisions of the Naticnal
Environmental Policy Act (40 CFR Part 1505), and the Implementing
Procedures of the U. S. Department of the Interior (516 DM
5.4), the relative priorities between Indian and non-Indian uses
will be determined by the Secretary consistent with the

allocations published in the Federal Register or: March 24, 1983.

4.8 Secretarial Control of Return Flow.

(a) The Secretary reserves the right to capture
211l Return Flow flowing from the exterior boundaries of the
Contractcr'e Service Area as a source of supply and fcr
distribution to and use of the Central Arizona Project to the
fullest extent practicable. The Secretary also reserves the
right to capture for Project use Return Flow which orginates or
results from water contracted for from the Central Arizona
Project within the boundaries of the Contractor's Service Aree
if, in his judgment, such Return Flow is not being put to =2
beneficial use. The Subcontractor may recapture and reuse Or

sell its Return Flow: Provided, however, That such Return Flow

may not be sold for use outside Maricopa, Pinal, and Pim&

Counties; and Provided, further, That this does not prohibit

effluent exchanges with Indian tribes pursuant to Article 6.2,

h e
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The Subcontractor shall, at least 60 days in advance of any
proposed sale of such water, furnish the following information in
writing to the Contracting Officer and the Contractor:
(i) The name and address of the prospective buyer.
(ii) The location and proposed use of the Return Flow.
(1ii) The price to be charged for the Return Flow.

(b) The price charged for the Return Flow may
cover the cost incurred by the Subcontractor for Project Water
plus the cost reguired to make the Return Flow usable. If the
price received for the Return Flow is greater than the costs
incurred by the Subcontractor, as described above, the excess
amount shall be forthwith returned by the Subcontractor to the
Contractor for application against the Contractor's Repayment
Obligation to the United States. Costs required to make Return
Flow usable shall include but not be limited to capital costs and
OM&R costs including transportation, treatment, and distribution,
and the portion thereof which may be retained by the
Subcontractor shall be subject to the advance approval of the
Contractor and the Contracting Officer.

(c) Any Return Flow captured by the United States
and determined by the Contracting Officer and the Contractor to
be suitable and available for use by the Subcontractor may be
delivered by the'United States or Operating Agency to the
Subcontractor as a part of the water supply for which the
Subcontractor subcontracts hereunder and such water shall be
accounted and paid for pursuant to the provisions hereof.

(@) All capture, recapture, use, reuse, and sale

of Return Flow under this article shall be in accord with Arizona
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water law unless such law is inconsistent with the Congressional
directives applicable to the Central Arizona Project.

4.9 Water and Air Pollution Control. The Subcontrac-
tor, in carrying out this subcontract, shall comply with all
applicable water and air pollution laws and regulations of the
United States and the State of Arizona and shall obtain all
required permits or licenses from the appropriate Federal, State,
or local authorities.

4.10 Quality of Water. The operation and maintenance

of Project facilities shall be performed in such manner as is
practicable to maintain the quality of water made available
through such facilities at the highest level reasonably
attainable as determined by the Contracting Officer. Neither the
United States, the Contractor, nor the Operating Agency warrants
the quality of water and is under no obligation to construct or
furnish water treatment facilities to maintain or better the
quality of water. The Subcontractor waives its right to make a
claim against the United States, the Operating Agency, the
Contractor, or another subcontractor because of changes in water
quality caused by the commingling of Project water with other
water.

4,11 Exchange Water.

(a) Where the Contracting Officer determines the
Subcontractor is physically able to receive Colorado River main-
stream water in éxchange for or in replacement of existing |
supplies of water from surface sources other than the Colorado
River, the Contracting Officer may require that the Subcontractor
accept said mainstream water in exchange for or in replacement of

said existing supplies pursuant to the provisions of Section

304(d) of the Basin Project Act; Provided, however, That a

B AR A




ATITENR A BSTUALNA L

D> v = N

~1

10
11
12
13
14
15
16
17
18
19
20
21

24

26
27

P O N T S T S N N T B T e

subcontractor on the Project agueduct shall not be required to
enter into exchanges in which existing supplies of water from
surface sources are diverted for use by other subcontractors
downstream on the Project agueduct.

| (b) 1f, in the event of shortages, the
Subcontractor has yielded water from other surface water sources
in exchange for Colorado River mainstream water supplied by the
Contractor or the Operating Agency, the Subcontractor shall have
first priority against other users supplied with Project Water
that have not yielded water from other surface water sources but
only in quantities adequate to replace the water so yielded.

4.12 Entitlement to Project M&I Water.

(a) For the Year in which the Secretary issues
the Notice of Completion of the Water Supply System, the
Subcontractor's entitlement to Project Water for M&1 uses shall
be determined by the Contractor after consultation with the
Subcontractor and the Contracting Officer. Commencing with the
Year following that in which the Secretary issues the Notice of
Completion of the Water Supply System, the Subcontractor is

entitled to take a maximum of 6,000 acre-feet of

Project Water for M&I uses including but not limited to ground
water reéharge.

(b)- If ét anytime during the term of this
subcontract there is available for allocation additional M&I
Project Water, or Agricultural Water converted to M&I use, it
shall be delivered to the Subcontractor at the same water service
charge per acre-foot and with the same priority as other M&I

Water, upon execution or amendment of an appropriate subcontract

1c
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among the United States, the Contractor, and the Subcontractor
and payment of an amount equal to the acre-foot charges pre-
viously paid by other subcontractors pursuant to Article 5.2
hereof plus interest. In the <case of Agricultural Water
conversions, the payment shall be reduced by all previous
payments of agricultural capital charges for each acre~foot of
water converted. The interest due shall be calculated for the
period between issuance of the Notice of Completion of the Water
Supply System and execution or amendment of the subcontract using
the weighted interest rate received by the Contractor on all
investments during that period.

4.13 Delivery of Project Water Prior to Completion of

Project Works. Prior to the date of issuance of the Notice of

Completion of the Water Supply System by the Secretary, water may
be made available for delivery by the Secretary on a "when
available” basis at a water rate and other terms to be determined
by the Secretary after consultation with the Contractor.

5. PAYMENTS:

5.1 Water Service Charges for Payment of Operation,

Maintenance, and Replacement Costs. Subject to the provisions of

Article 5.4 hereof, the Subcontractor shall pay in advance for
Project OM&R costs estimated to be incurred by the Upited States
or the Operating Agency. At least 15 months prior to first
delivery of Project Water, or as soon thereafter as 1is
practicable, the Contractor shall furnish the Subcontractor with
an estimate of the Subcontractor's share of OM&R costs to the end

of the initial Year of water delivery and an estimate of such

costs for the following Year. Within a reasonable time of the
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receipt of said estimates, as determined by the Contractor, but
prior to the delivery of water, the Subcontractor shall advance
to the Contraptor its share of such estimated costs to the end of
the initial month of water delivery and without further notice or
demand shall on or before the first day of each succeeding month
of the initial Year of water delivery and the following Year
advance to the Contractor in egqual monthly installments the
Subcontractor's share of such estimated costs. Advances of
monthly payments for each subsequent Year shall be made by the
Subcontractor to the Contractor on the basis of annual estimates
to be furnished by the Contractor on or before June 1 preceding
each said subsequent Year and the advances of payments for said
estimated costs shall be due and payable in egqual monthly
payments on or before the first day of each month of the
subsegquent Year. Differences between actual OM&R costs and
estimated OM&R costs shall be determined by the Contractor and
shall be adjusted in the next succeeding annual estimates;

Provided, however, That if in the opinion of the Contractor the

amount of any annual OM&R estimate is likely to be insufficient
to cover the above-mentioned costs during such period, the
Contractor may increase the annual estimate of the Subcon-
tractor's OM&R <costs by written notice thereof to the
Subcontractor, and the Subcontractor shall forthwith increase
its remaining monthly payments in such Year to the Contractor by
the amount necessary to cover the insufficiency. All estimates
of OM&R costs shall be accompanied by data and computations
relied on by the Contractor in determining the amounts of the

estimated OM&R costs and shall be subject to joint review by the

1 Subcontractor and the Contractor.

a0
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5.2 M&I Water Service Charges.

N\

(a) Subject to provisions of Article 5.4 hereof
and in addition to the OM&R payments reguired in Article 5.1
hereof, the Subcontractor shall, in advance of the delivery of
Project M&I Water by the United States or the Operating Agency,
make payment to the Contractor in equal semiannual installments
of an M&I Water service capital charge based on a maximum

6,000

entitlement of acre-feet per year multiplied by

the rates set forth in the following schedule.

Payment for Payment due for each acre-
the calendar year of foot of purchased capacity
1988-1993 $ 5
1994 6
1995 8
1996 10
1997 ' 12
1998 14
1999 15
2000 16
2001 17
2002 18
2003 19
2004 20
2005 21
2006 22
2007 23
2008 24
2009 25
2010 . 26
2011 27
2012 28
2013 29
2014 30
2015 ~ 31
2016 32
2017 33
2018 34
2019 35
2020 36
2021 37
2022 38
2023 39
2024 40
2025 - through the end of the term of 40

this subcontract
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(b) The M&I Water service capital charge may be
adjusted periodically by the Contractor as a result of repayment
determinations provided for in the Repayment Contract and to
reflect all sources of revenue, but said charge per acre-foot
shall not be greater than the amount required to amortize Project
capital costs allocated to the M&I function and determined by the
Contracting Officer to be a part of the Contractor's Repayment
Obligation. Such amortization shall include interest at 3,342
percent per annum. If any adjustment is made in the M&I Water
service capital charge, notice thereof shall be given by the
Contractor to the United States and to the Subcontractor on or
before June 1 of the Year preceding the Year the adjusted charge
becomes effective. Thg M&I Water service capital charge payment
for the initial Year shall be advanced to the Contractor in
equal semiannual installments on or before December 1 preceeding
the initial Year and June 1 of said initial Year; Provided,
however, That the payment of the initial M&I Water service
capital charge shall not be due until the Year in which Project
Water is available to the Subcontractor after Notice of
Completion of the Water Supply System is issued. Thereafter, for
each subsequent Year, payments by the Subcontractor in accordance
with the foregoing provisions shall be made in equal semiannual
installments on or Dbefore the December 1 preceding said
subsequent Year and the June 1 of said subsequent Year as may be
specified by the Contractor ih written notices to the
Subcontractor.

(c) On or Dbefore the first anniversary of

execution of this subcontract and on or before each succeeding

2N
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anniversary, the Subcontractor shall pay, in addition to all
other payments required herein, an M&I subcontract charge. The

subcontract charge shall be $2.00 per acre-foot for 6,000

acre-feet of M&l Water. Prior to the date of issuance of the
Notice of Completion of the Water Supply‘System, the subcontract
charge shall be paid each Year by the Subcontractor to the United
States. The Contracting Officer shall advise the Contractor of
the amounts and dates of the Subcontractor's payments. After the
date of issuance of the Notice of Completion of the Water Supply
System, the subcontract charge shall be paid each Year to the
Contractor by the Subcontractpr and the Contractor shall credit
the revenues obtained from the subcontract charge against the
Subcontractor's water gervice charges payable to the Contractor
that Year.

(d) Funds advanced to the United States by the
Subcontractor pursuant to Article 5.2 (c) as a subcontracting
charge shall be credited by the Contractor against the
Subcontractofr's initial capital charges for water deliveries
under this subcontract. Credit provided to the Subcontractor
shall include interest from the date the Subcontractor's funds
are transferred to the United States through the effective date
of credit fof payment of capital costs as recorded in the
Contractor's recofds. Interest credited to  the Subcontractor
shall be at an annual rate of 1 (one) percent less than the
weighted rate received by the Cdntractor on all investments
during the period for which the Subcontractor's payments earn an

interest credit.

21
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(e)

Payment of all M&I Water service capital and
corresponding OM&R charges becoming due hereunder prior to or on
the dates stipulated in Articles 5.1 and 5.2 is a condition
precedent to receiving M&l Water under this subcontract.

5.3

Loss of Entitlement. The Subcontractor shall have

no right to delivery of water from Project facilities during any
period in which the Subcontractor may be in arrears in the
payment of any charges due the Contractor. - The Contractor may
gell to another entity any water determined to be available under
the Subcontractor's entitlement for which payment is in arrears;

Provided, however, That the Subcontractor may regain the right

to use any unsold portion of the water determined to be available
under the original entitlement upon payment of all delingquent
charges plus any difference between the subcontractual obligation

and the price received in the sale of the water by the

Contractor and payment of charges for the current period.

5.4 Refusal to Accept Delivery. In the event the

Subcontractor fails or refuses in any Year to accept delivery of

the quantity of water available for delivery to and required to
be accepted by it pursuant to this subcontract, or in the event
the Subcontractor in any Year fails to submit a schedule for
delivery as provided in Article 4.4 hereof, said failure or
refusal shall not relieve the Subcontractor of its obligation to
make the payments reguired in this subcontract.

5.5 Charge for Late Payments. The Subcontractor shall
pay a late payment charge on installments or charges which are
received after the due date. The late payment charge percentage
rate calculated by the Department of the Treasury and published

quarterly in the Federal Register shall Dbe used: Provided, That
the late payment charge percentage rate shall not be less than
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0.5 percent per month. The late payment charge percentage rate
appplied on an overdue payment shall remain in effect until
payment is received. The late payment rate for a 30-day period
shall be determined on the day immediately following the due date
and shall be applied to the overdue payment for any portion of
the 30-day period of delinquency. In the case of partial late
payments, the amount received shall first be applied to the late
charge on the overdue payment and then to the overdue payment.

6. GENERAL PROVISIONS:

6.1 Repayment Contract Controlling. Pursuant to the

Repayment Contract, the United States has agreed to construct
and, in the absence of an approved Operating Agency, to operate
and maintain the works of the Central Arizona Project and to
deliver Project Water to the various subcontractors within the
Project Service Area; and the Contractor has obligated itself for
the payment of variops costs, expenses, and other amounts
allocated to the Contractor pursuant to Article 9 of the
Repayment Contract. The Subcontractor expressly approves and
agrees to all the terms presently set out in the Repayment
Contract including Subarticle 8.8(b)(viii) thereof, cr as such
terms may be hereafter amended, and agrees to be bound by the
actions to be taken and the determinations to be made under that
Repayment Contract, except as otherwise provided herein.

6.2 Effluent Exchanges. The Subcontractor may enter

into direct effluent exchange agreements with Indian entities
which have receivéd an allocation of Project Water gnd receive
all benefits from the exchange. If the Subcontractor chooses
to exchange directly with the Indians, then the Subcontractor's
entitlement to Project Water shall be reduced by the amount of

Project Water received in exchange by the Subcontractor. The

23
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Subcontractor may also offer raw sewage or effluent to the
Contractor for the purpcse of exchanging such sewage or effluent
for the benefit of all subcontractors. If such an exchange is
consummated, the Subcontractor's entitlement to Project Water
shall remain at the level specified in Article 4.12. A copy of
the above referenced agreements shall be filed with the
Contractor and the Contracting Officer.

6.3 Notices. Any notice, demand or request
authorized or regquired by this subcontract shall be deemed to
have been given when mailed, postage prepaid, or delivered to the
Regional Director, Lower Colorado Region, Bureau of Reclamation,
P. O. Box 427, Boulder City, Nevada 89005, on behalf of the
Contractor or Subcontractor; ¢to the Central Arizona Water
Conservation District, 23636 North 7th Street, Phoenix, Arizona
85024, on behalf of the United States or Subcontractor; and to
the Arizona Water Company, P. 0. Box 539, Phoenix,

Arizona, 85010 on behalf of the United
States or Contractor. The designation of the addressee or the
address may be changed by notice given in the same manner as
provided in this Article for other notices.

6.4 Water Conservation Program.

(a) While the contents and standards of a given
water conservation program are primarily matters of State and
local determination, there is a strong Federal interest in
developing an effective water conservation program because of
this subcontract. The Subcontractor shall develop and implement
an effective water conservation program for all uses of water
which is provided from or conveyed through Federally constructed
or Federally financed facilities. That water conservation
program shall contain definite goals, appropriate water
conservation measures, and time schedules for meeting the water
conservation objectives.

(b) A water conservation program, acceptable to
the Contractor and.the Contracting Officer, shall be in existence
prior to one or all of the following: (1) service of Federally
stored/conveyed water; (2) transfer of operation and maintenance
of the Project facilities to the Contractor or Operating Agency;

or (3) transfer of the Project to an operation and maintenance

status. The distribution and use of Federally stored/conveyed
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water and/or the operation of Project facilities transferred to
the Contractor shall be consistent with the adopted water
conservation program. Following execution of this subcontract,
and at subsequent 5-year intervals, the Subcontractor shall
resubmit the water conservation plan to the Contractor and the
Contracting Officer for review and approval. After review of the
results of the previous 5 years and after consultation with the
Contractor, the Subcontractor, and the Arizona Department of
Water Resources or its successor, the Contracting Officer may
require modifications in the water conservation program to better
achieve program goals.

6.5 Rules, Regulations, and Determinations.

(a) The Contracting Officer shall have the right
to make, after an opportunity has been offered to the Contractor
and Subcontractor for <consultation, rules and regulations
consistent with the provisions of this subcontract, the laws of
the United States and the State of Arizona, to add to or to
modify them as may be deemed proper and necessary to carry out
this subcontract, and to supply necessary details of its
administration which are not covered by express provisions of
this subcontract. The Contractor and Subcontractor shall observe
such rules and regulations.

(b) Wwhere the terms of this subcontract provide
for action to be based upon the opinion or determination of any
party to this subcontract, whether or not stated to be
conclusive, said terms shall not be construed as permitting such
action to be predicated upon arbitrary, capricious, or
unreasonable opinions or determinations. In the event that the
Contractor or Subcontractor questions any factual determination
made by the Contracting Officer, the findings as to the facts
shall be made by the Secretary only after consultation with the
Contractor or Subcontractor and shall be conclusive upon the
parties.

6.6 Officials Not to Benefit.

(a) No Member of or Delegate to Congress or
Resident Commissioner shall be admitted to any share or part of
this subcontract or to any benefit that may arise herefrom. This
restriction shall not be construed to extend to this subcontract
if made with a corporation or company for its general benefit.

-~ r
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{b) No official of the Subcontractor shall
receive any benefit that may arise by reason of this subcontract
other than as a water user within the Project and in the same
manner as other water users within the Project.

6.7 Assignment Limited--Successors and Assigns
Obligated. The provisions of this subcontract shall apply to and
bind the successors and assigns of the parties hereto, but no
assignment or transfer of this subcontract or any part or
interest therein shall be valid until approved by the Contracting
Officer.

6.8 Judicial Remedies Not Foreclosed. Nothing herein

shall be construed (a) as depriving any party from pursuing and
prosecuting any remedy in any appropriate court of the United
States or the State of Arizona which wou1d>otherwise be available
to such parties even though provisions herein may declare that
determinations or decisions of the Secretary or other persons are
conclusive or (b) as depriving any party of any defense thereto

which would otherwise be available.

6.9 Books, Records, and Reports.  The Subcontractor
shall establish and maintain accounts and other books and records
pertaining to its financial transactions, land use and crop
census, water supply, water use, changes of Project works, and to
other matters as the Contracting Officer may require. Reports
thereon shall be furnished to the Contracting Officer in such
form and on such date or dates as he may require. Subject to
applicable Federal laws and regulations, each party shall have
the right during office hours to examine and make copies of each
other's books and records relating to matters covered by this
subcontract.

6.10 Equal Opportunity. During the performance of
this subcontract, the Subcontractor agrees as follows:

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

(b) The Subcontractor shall, in all solicita-
tions or advertisements for employees placed by or on behalf of
the Subcontractor, state that all qualified applicants shall
receive consideration for employment without discrimination
because of race, color, religion, sex, or national origin.

(c) The Subcontractor shall send to each labor
union or representative of workers with which it has a collective
bargaining agreement or other contract or understanding, a
notice, to be provided by the Contracting Officer, advising said
labor union or workers' representative of the Subcontractor's
commitments under Section 202 of Executive Order 11246 of
September 24, 1965, and shall post copies of the notice in
conspicuous places available to employees and applicants for
employment.

(d) The Subcontractor shall comply with all
provisions of Executive Order No. 11246 of September 24, 1965, as
amended, and of the rules, regulations, and relevant orders of
the Secretary of Labor.

(e) The Subcontractor shall furnish all
information and reports required by said amended Executive Order
and by the rules, regulations, and orders of the Secretary of
Labor, or pursuant thereto, and shall permit access to its books,
records, and accounts by the Contracting Officer and the
Secretary of Labor for purposes of investigation to ascertain
compliance with such rules, regulations, and orders.

(£) In the event of the Subcontractor's
noncompliance with the nondiscrimination clauses of this
subcontract or with any of the such rules, regulations, or
orders, this subcontract may be —canceled, terminated, or
suspended, in whole or in part, and the Subcontractor may be
declared ineligible for further Government contracts in
accordance with procedures authorized in said amended Executive
Order and such other sanctions may be imposed and remedies
invoked as provided in said amended Executive Order, or by rule,
regulation, or order of the Secretary of Labor, or as otherwise
provided by law.

(g) The Subcontractor shall include the
provisions of paragraphs (a) through (g) in every subcontract or
purchase order unless exempted by the rules, regulations, or
ordere of the Secretary of Labor issued pursuant to Section 204
of said amended Executive Order, so that such provisions shall be
binding upon each subcontractor or vendor. The Subcontractor
shall take such action with respect to any subcontract or
purchase order as may be directed by the Secretary of Labor as a

means of enforcing such provisions, including sanctions for
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noncompliance; Provided, however, That in the event a
Subcontractor becomes involved in, o©or is threatened with,
litigation with a subcontractor or vendor as a result of such
direction, the Subcontractor may reguest the United States to
enter into such litigation to protect the interest of the United
States.

6.11 Title VI, Civil Rights Act of 1964.

(a) The Subcontractor agrees that it shall
comply with Title VI of the Civil Rights Act of July 2, 1964 (78
Stat. 241), and all reguirements imposed by or pursuant to the
Department of the Interior Regulation (43 CFR 17) issued pursuant
to that title to the end that, in accordance with Title VI of
that Act and the Regulation, no person in the United States
shall, on the grounds of race, color, or national origin be
excluded from participation in, be denied the benefits of, or be
otherwise subjected to discrimination under any program or
activity for which the Subcontractor receives financial
assistance from the United States and hereby gives assurance that
it shall immediately take any measures ¢to effectuate this
agreement.

(b) If any real property or structure thereon is
provided or improved with the aid of Federal financial assistance
extended to the Subcontractor by the United States, this
assurance obligates the Subcontractor, or in the case of any
transfer of such property, any transferee for the period during
which the real property or structure is used for a purpose
involving the provision of similar services or benefits. If any
personal property is so provided, this assurance obligates the
Subcontractor for the period during which it retains ownership or
possession of the property. In all other cases, this assurance
obligates the Subcontractor for the period during which the
Federal financial assistance is extended to it by the United
States.

(c) This assurance is given in consideration of
and for the purpose of obtaining any and all Federal grants,
loans, contracts, property, discounts, or other Federal financial
assistance extended after the date hereof to the Subcontractor by
the United States, including installment payments after such date
on account of arrangements for Federal financial assistance
which were approved before such date. The Subcontractor
recognizes and agrees that such Federal financial assistance
shall be extended in reliance on the representations and
agreements made in this assurance, and that the United States
shall reserve the right to seek judicial enforcement of this
assurance. This assurance is binding on the Subcontractor, its
successors, transferees, and assignees.

6.12 Confirmation of Subcontract. The Subcontractor

shall promptly seek a final decree of the proper court of the

State of Arizona approving and confirming the subcontract and

2R
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decreeing and adjudging it to be lawful, valid, and binding on
the Subcontractor. The Subcontractor shall furnish to the United
States a certifed copy of such decree and of all pertinent
supporting records. This subcontract shall not be binding on the
United States, the Contractor, or the Subcontractor until such
final decree has been entered.

6.13 Contingent on Appropriation or Allotment of
Funds. The expenditure or advance of any money or the
performance of any work by the United States hereunder which may

require appropriation of money by the Congress or the allotment
of funds shall be contingent upon such appropriation or allotment

being made. The failure of the Congress to appropriate funds or
the absence of any allotment of funds shall not relieve the
Subcontractor from any obligation under this subcontract. No

liability shall accrue to the United States in case such funds
are not appropriated or allotted.

IN WITNESS WHEREOF, the parties hereto have executed

this subcontract No. 6-07-30-W0109 the day and year first

above-written.

Legal Review and Appr 1 THE UNITED STATES OF

b

Field Solicit®r ACTINGRegional Director
Phoenix, Arizona Lower Colorado Region
Bureau of Reclamation

By:

CENTRAL ARIZONA WATER
CONSERVA N DISTRICT

By: MBW

Sl : ‘\)
Title: Secretarv Title: Prgsident

Attest:

ARIZONA WATER COMPANY

B}H >/ {é?f

Title:vice President & General Counsel Title: President

Attest: - /o ~Slead.
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Arizona Water Company
Rate Case Expense

in the 2001 Rate Hearing Exhibit, the Company proposed to amortize rate case expense of
$257,500 over a three-year period. This amount is based on projections developed from the
actual expenses incurred for Company's 1999 Northern Group Rate Case. Foliowing is a break-
down of the projected 2001 expense, as weil as the acutal expense from the 1999 rate case:

Projected 2001 Rate Case Expense

Attorney Fees $148,000
Payroll and Payroll Overheads 48,000
Utility Resources (Cost of Capital Study) 49,000
Temporary Help » 1,500
Reproduction Costs 4,000
Computer Setup Charges 600
Phone Charges , 200
Shipping Charges 5,000
Publication Notices 350
Bill inserts ' 900
Total $257,550

Actual 1999 Rate Case Expense

Attorney Fees $162,965
Payroll and Payroll Overheads 47,376
Utility Resources (Cost of Capital Study) 48,558
Temporary Help 1,368
. Reproduction Costs 3,693
Computer Setup Charges 554
Phone Charges 133
Shipping Charges 4,881
- Publication Notices 118

Total ‘ $269,546




UTILITY '
RESOURCES, INC.

CONSULTANTS on ECONOMIC and REGULATORY MATTERS

June 17, 2002

Mr. Ralph J. Kennedy
Arizona Water Company
P.O. Box 29006
Phoenix, AZ 85038-9006

Dear Ralph:
Based on the work we have done to date and the cost of participation in the 2000-
2001 Arizona Water rate case, | estimate the cost to prepare direct and rebuttal

testimony and to attend a hearing in the 2002-2003 case will be $50,000.

| am Iobking forward to working with you again.

Sincerely,

Vicg President”

LmA~menmseTARITCE . GUTE 9RNA e SAIFM ORFGON 97302  (503) 370-9563 = FAX(503) 370-9566
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Arizona Water Company
Rate Case Expenses

RESPONSE TO DATA REQUEST NO. REL 18-3

In its 2002 Rate Hearing Exhibit filed August 14, 2002, the Company proposed to amortize rate case
expenses of $257,550 over a three-year period. Due to Staff's motion to extend the procedural
deadlines and future depositions discussed by Staff's attorney, estimated attorney fees have been
increased by 10% (from $148,000 to $163,000). Due to the increase in the number of copies
required and the extent of data requests, reproduction costs have also been increased. Following is
a breakdown of the revised rate case expense of $274,550.

Attorney Fees* $163,000
Payroll and Payroll Overheads 48,000
Utility Resources (Cost of Capital Study) 49,000
Temporary Help 1,500
Reproduction Costs 6,000
Computer Setup Charges 600
Phone Charges 200
Shipping Charges 5,000
Publication Notices 350
Bill Inserts 900
Total $274,550

*Original estimate increased by 10% due to delays resulting from Staffs' motion to continue
procedural deadlines.
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on the Sedona customers would be greater than on the
Pinewood customers?

A. Well, the Sedona customers use 2,300 gallons
of water a month on average. The Pinewood customers
use 2,000 gallons a month on average. So yes. Any
rate increase will impact the Sedona system more
heavily.

Q. So are you saying that the reason for this is
that the Sedona system is subsidizing the Pinewood

revenue requirements?

A. I'm not saying that, no.

Q. Would that be a true statement?

A. What do you mean by subsidizing?

Q. What I mean is that the revenue requirements

-- the Pinewood customers would pay rates which were
based in part on subsidization from the Sedona system
as a result of the consolidation.

Would that be a fair statement?

A Yes.

Q. Okay. 'Now, looking at schedule A-1, the
percentage dollar increase for the Lakeside system is
43.9 percent and the percentage dollar increase for the
Overgaard system 1is 32 percent. 32.7 percent. Is that
is correct?

A. Yes.

ARIZONA REPORTING SERVICE, INC. (602) 274-9944
Realtime Specialists Phoenix, AZ




W-01445A-00-0962 VOL. I 09/05/2001

55

Q. Looking at that; correct?

A, Yes.

Q. And from the company's projections,

Mr. Kennedy, would it be fair to say that the Sedona
system is subsidizing more than the Overgaard system
based on those projections?

A, Yes.

Q. Wouldn't it also be fair to say that the
transition to the higher percentage revenue lncreases
would be less gradual for the Sedona system than it
would be for the Overgaard system?

A. Yes.

Q. Significantly less gradual?

A. It would be less gradual.

Q. Isn't it also true that the dollar percentage

increases that would result from using the standalone
basis would be more comparable between the five
systems?
A Yes.

MR. POZEFSKY: Thank you. That's all, Your
Honor.

ALJ GIBELLI: Let's take just a brief five
23 minute break, and I mean five minutes, and then we'll
24 come right back.

25 (A recess was taken from 11:15 a.m. to

ARIZONA REPORTING SERVICE, INC. (602) 274-9944
Realtime Specialists Phoenix, AZ
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11:26 a.m.)
ALJ GIBELLI: Okay. Back on the record.
Staff?

MS. WOLFE: Thank you, Your Honor.
CROSS EXAMINATION

Q. (BY MS. WOLFE) Good morning, Mr. Kennedy.

A. Good morning.

Would you say that for each of the systems in
your northern system, Northern Group, that the cost of
service 1s exactly the same for each system?

A. No. TIf you mean is the cost of service for
each customer exactly the same, I would say no. And
the cost of service for each system is similarly
different.

Q. And are the usage and system requirements the
same in those.systems, specifically for the Sedona,
Rimrock, and Pinewood systems, are the usage and system
requirements the same for those separate water systems?

A. The usages are different. I'm not sure I know
what you mean by system requirements.

Q. The capacity, booster pumps, all of the plant

items that are necessary to get the water to the

customers.
ARIZONA REPORTING SERVICE, INC. (602) 274-9944
Realtime Specialists Phoenix, AZ
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A. They would each have a different set of
facilities.
Q. And I would like to ask the same gquestion in
regard to the Lakeside and Overgaard systems.
Are the usages the same for those two water

systems?

A. No, they're not.

Q. And are the system reguirements, the same as

the last guestion, the same for those two systems?
A No, they' ‘e not.
Q. Would you agree, then, that the cost of
service can differ for the different systems that

yvou're asking consolidation for?

A. It does differ by customer, by ADEQ water

system, and by organizational system.

Q. Does the company anticipate that cost
reductions to the customers will result from the
consolidation that you propose?

A. It's possible. The Pennsylvania Commission in
talking about and approving rate consolidation
indicated that the reduction of the number of
accounting units and the number of individual rate

filings may result in administrative efficiency with

potential to reduce costs to ratepayers.

Q. Mr. Kennedy, has the company provided evidence

ARIZONA REPORTING SERVICE, INC. (602) 274-9944
Realtime Specialists Phoenix, AZ




ARIZONA WATER COMPANY
Eastern Group

Docket No. W-1445A-02-0619
Witness(es) Kennedy

Data Request No. REL 1-27
Rate Consolidation — Please quantify the total savings that the Company anticipates will result from rate consolidation.

Response To Data Request No. REL 1-27

The Apache Junction and Superior systems have already achieved operational, management, financing and cost of capital
savings through a common management, centralized administration and Company-wide financial operations. In the first
year following the accounting consolidation it is expected that there will be one-time expense increases as the historical
accounting information is merged, existing reports are reformatted and operating procedures are reviewed and modified.
Longer term, the accounting consolidation and physical interconnection will help simplify future rate proceedings, achieve
economies of scale and enhance service reliability. However, at this time the initial costs of the accounting consolidation and
additional future savings cannot be specifically identified and quantified.

More importantly, the customers of the interconnected system should have a single set of rates. Adopting a gradual phase-in
in a two step process, beginning now and extending over two rate cases, avoids more drastic rate impacts that would
otherwise occur in the next Eastern Group rate case.

EXHIBIT




ARIZONA WATER COMPANY o
Eastern Group

Docket No. U-1445A-02-0619

Witness (es) Kennedy

Data Request No. REL 8-5 ) .
Please describe the Company’s methodology and basic philosophy in determining the rate design for each of the eight systems in
the Eastern Division. Please provide the work papers supporting the rate design for each of the systems.

Response To Data Request No. REL 8-5

The Company's Eastern Group rate design considered the following obj ectives:

Continuity in rate philosophy

Revenue stability and sufficiency

Feasibility

Customer acceptance and understanding

Cost-based ‘ : - - -
Simplicity

Conservation-efficient usage

YYVVYYYY

The rate design for Apache Junction and Superior was previously explained and supported by the Company's response to REL 1-16.
The rates for the six remaining Eastern Group systems were developed in the following manner. Once the revenue deficiency was
determined for each system, the required percentage increase was applied to the 5/8" x 3/4" minimum charge. The minimums for the
larger meter sizes were than developed as a multiple of the 5/8" x 3/4" charge. The multiples used were the average of the existing
actual minimum charge multiples and the actual meter capacity multiples, as illustrated on the attached Schedule Analysis of Present
& Proposed Rates. The amount of revenue needed from the commodity charge was determined by subtracting the revenue produced
by the proposed minimums from total revenue deficiency. A commodity charge was then developed for each system to produce this
amount of revenue, as shown on the attached schedule Present And Proposed Tariffs By Meter Size.

EXHIBIT




Processing Date 8/6/2002

PRESENT AND PROPOSED TARIFFS
BY METER SIZE
TEST YEAR 2001

{{ug

Gallons/minimun

Quantity Used (M Gal}
In Minimum
Total Billable
Total Used

Proposed Under (Over) Required By:
Reguired Change In Revenue
Total
Per 100 Gallons
Required Commodity Cost - Actual
Required Commodity Cost - Rounded
Adjust Manually 7 (1 if Yes)

1st Block
2nd Block
3rd Block
4th Block

! Decision No. 62755; effective 8/1/00
2 pecision No. 58120; effective 1/1 193
3 Decision No. 58293; effective 5/19/93
4 Decision No. 61676; effective 6/1/99
5 Decision No. 59859; effective 11/1/96
6 Decision No, 58790; effective 10/1/94

ARIZONA WATER COMPANY

SCHEDULE K-3 Page | of 4

APACHE JUNCTION SUPERIOR
Present From To Present From To
Rates’ G-10 Adjusted ~K-2 Rates' G-10 Adjusted ~K-2
14385% 100.00%
12.43 0.00 18.13 i8.13 18.13 0.00 18.13 18.13
24.86 0.00 40.79 40.79 38.84 0.00 40.79 40.79
62.15 0.00 117.85. 117.85 103.58 0.00 117.85 117.85
103.58 0.00 211.58 211.58 155.37 0.00 211.58 211.58
207.16 0.00 371.65 377.65 207.16 0.00 377.65 377.65
362.53 0.00 7759 717.59 362.53 0.00 717.59 717.59
362.53 0.00 989.54 989.54 362.53 0.00 989.54 989.54
673.27 0.00 1,624.09 1,624.09 673.27 0.00 1,624.09 1,624.09
0.2525 0.4060
1,000 1000 1,000 1000
172,678.80 7.88% 0.00 0.00% 14,095.60 12.81% 4.00 0.00%
2,018,171.10 92.12% 2.190,849.90 100.00% 95.905.00 87.19% 110,000.60 100.00%
2,190,849.90 100.00% 2,190,849.90 100.00% 110,000.60 100.00% 110,000.60 100.00%
PF Revenue PF Revenue
2,649,130.30 33.82% 42.1%% 1,388,104.20 79.9% 299,033.80 43.44% 40.41% 3,834.42 6.28%
5.184,681.56 66.18% 57.81% 347.214.44 20.01% 389.374.30 56.56% 59.5%% 57,228.14 93,72%
7,833,811.86 100.00% 100.00% 1,735,318.64 100.00% 688,408.10 100.00% 100.00% 61,062.56 100.00%
(429,674.92) 430,294 91
619.99 .
16.67% _.qumau..J 10319,221.15 71.38% 491,357.46
0.05960 Su Commod incl 10,015,732.93 0.44669
031710 Add! needed 303,488.21 0.85269
0.31210 Su Minimums 302,868.22 0.85270
-1 - 619.99 1
AJ Commodity + 0.000282992
Manual Manual
0.2569 0.2087 0.2525 02525 0.4060 0.3666 0.4060 0.4060
0.0000 0.0000 0.0000 0.0000
0.0000 0.0000 0.0000 0.0000
0.0000 0.0000 0.0000 0.0000




Processing Date 8/6/2002 ARIZONA WATER COMPANY SCHEDULE K-3 Page 2 of 4

PRESENT AND PROPOSED TARIFFS

BY METER SI1ZE
TEST YEAR 2001 -
BISBEE SIERRA VISTA
Meter Present From To Present From To
_Size Rates' G-10 Adjusted "K-2 Rates’ G-10 Adjusted "K-2
149.32% 146.82%
58" 13.47 0.00 20.11 2011 1243 0.00 18.25 18.25
1" 2486 0.00 43.64 43.64 2486 0.00 41.06 41.06
2" 62.15 0.00 126.89 126.89 62.15 0.00 118.63 11863
3" 155.37 0.00 266.86 266.86 103.58 0.00 21298 21298
4" 207.16 0.00 406.02 406.02 207.16 0.00 380.15 380.15
6" 362.53 0.00 773.43 773.43 362.53 0.00 72234 72234
8" 362.53 0.00 1,075.08 1,075.08 36253 0.00 996.09 996.09
10" 673.27 0.00 1,759.42 1,759.42 673.27 0.00 1,634.84 1,634.84
0316 02113
Gallons/minimun 1,000 1000 1,000 1000
Quantity Used (M Gal)
In Minimum 36,676.00 12.27% 0.00 0.00% 26,620.10 7.74% 0.00 0.00%
Total Billable 262.341.30 87.73% 299,017.30 100.00% 317.327.90 92.26% 343.948.00 100.00%
Total Use