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IN THE MATTER OF THE APPLICATION Docket No. W-01445A-06-0199
OF ARIZONA WATER COMPANY FOR AN
EXTENSION OF ITS EXISTING
CERTIFICATE OF CONVENIENCE AND
NECESSITY

IN THE MATTER OF THE APPLICATION Docket No. SW-03575A-05-0926
OF PALO VERDE UTILITIES COMPANY
FOR AN EXTENSION OF ITS EXISTING

CERTIFICATE OF CONVENIENCE AND

NECESSITY

IN THE MATTER OF THE APPLICATION Docket No. W-03576A-05- 0926
OF SANTA CRUZ WATER COMPANY FOR
AN EXTENSION OF ITS EXISTING ARIZONA WATER COMPANY’S
CERTIFICATE OF CONVENIENCE AND REPLY IN SUPPORT OF ITS
NECESSITY MOTION TO COMPEL AND
RESPONSE TO GLOBAL’S
CROSS-MOTIONS

Arizona Water Company hereby submits the following reply in support of its motion
to compel Applicants Santa Cruz Water Company (“SCWC”) and Palo Verde Utilities
Company (“PVUC”) to produce documents and information in their possession and the
possession of their affiliated and related entities (collectively, “Global”) in response to
Arizona Water Company’s data requests. Arizona Water Company also responds to

Global’s cross-motion to compel and cross-motion for a protective order.
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L Response to Global’s “Preliminary Statement” and “Threshold Issues.”

Global contends that it has provided Arizona Water Company with “an extraordinary
level of access.” Global’s Response at 2. This is inaccurate in all respects. In fact, as will
be discussed in detail infra, Global has sought to impede Arizona Water Company’s access
to basic information and documents at every turn. For example, Global has produced
cryptic information about its Infrastructure Coordination and Financing Agreements
(“ICFAs”), including an illegible chart apparently listing 210 ICFAs, but has produced
copies of only 129 ICFAs. Rather than allowing access to the journal entries of all of its
companies and affiliates, especially the transfers to and within Global Water Resources,
including ICFA funds, Global instead made Arizona Water Company’s representatives wait
hours before disclosing incomplete and fragmentary information about only one affiliate--
SCWC. The limited and vague access that Global has provided has been “extraordinary”
only as it relates to the difficulty and confusion created by Global. |

Global also complains that Arizona Water Company should have provided a separate
statement of counsel concerning its efforts to resolve this matter and should have engaged in
further “consultation between counsel.” Global’s Response at 3. The background and
history of Arizona Water Company’s efforts to resolve this matter are fully discussed in
Arizona Water Company’s motion to compel at pages 2-3 and Tabs A — 1. This serves as
ample evidence that the parties have consulted on many occasions in an attempt to resolve
the issues.! Global also contends that now “the Global Utilities are willing to agree to
several of the requests made by AWC.” Response at 3. If that is the case, Global should
simply produce the materials forthwith. However, Global has failed to do so as of this date.

Global also asserts that this docket is stayed in all regards and that “further discovery
in this case should cease.” Response at 4. That assertion is wrong. Judge Kinsey never

ruled that all discovery would be stayed in this matter. Arizona Water Company sought a

In fact, Global has failed to include such a separate statement of counsel in support of
its own cross-motion to compel.
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stay in the hearing in part so that discovery could proceed in light of Global’s eve-of-the-
hearing revelation of its acquisition of CP Water Company and Francisco Grande Utility
Company, after strenuously objecting and refusing to respond to Arizona Water Company’s
prior data requests concerning Global’s acquisitions. See Arizona Water Company’s
Motion to Stay Proceedings filed February 26, 2007 at 4. The Commission granted the stay
at a procedural conference on February 28, 2007. In a Procedural Order dated March 6,
2007, which Global quotes in its Response at page 4, the Commission explicitly stated that
“IT IS FURTHER ORDERED that the parties shall continue to engage in discovery . . .
.”  3/6/07 Procedural Order at 6 (emphasis added). The Commission’s subsequent
Procedural Order filed March 9, 2007 directed the parties to file a response to the Staff’s
recommendations, but did not alter the order requiring discovery to go forward. See
3/9/2007 Procedural Order. In short, Global’s claim that the stay order prevents Arizona

Water Company from filing its motion to compel discovery against Global in this docket is

groundless.
II1. Documents and Information Sought.
A. ICFAs.

Global contends that it has produced copies of “all” ICFAs. Response at 2, 5. In
fact, Global has made it extraordinarily difficult to determine basic information such as the
number of ICFAs. Arizona Water Company first asked for copies of all ICFAs in data
requests served on October 3, 2006. Initially, Global produced only a list (in extremely tiny
font) of apparently 210 ICFAs, identifying builders/owners such as “various” and “W half
of NEQ of NWQ Sec 4 T5S R4E.” See Global’s “Attachment AWC 1-1,” attached as
Exhibit A to this Reply. The list provided no parcel numbers, legal descriptions, or
locations, and vague or nonexistent information about the individuals contacted. Global
then referred Arizona Water Company to various county recorder’s offices across the state
to go look for further information. On May 9, 2007, seven months after Arizona Water

Company’s request, Global produced a CD containing 129 ICFAs. However, through its
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own efforts, Arizona Water Company was aware of at least three other ICFAs in addition to
the 129 that Global disclosed. Arizona Water Company orally informed Global of that fact
and asked if there were other undisclosed ICFAs. Global responded that the three identified
by Arizona Water Company were not disclosed because, although fully executed, they had
not been recorded and therefore, in Global’s view, were not “final.” Global promised to
investigate, but has not produced any additional information. Thus, Arizona Water
Company still does not know the full extent of Global’s ICFAs and whether the entire
universe of ICFAs totals 210, or 129 plus 3, or some other number.

Global also asserts that, on March 16, 2007, in response to AWC 4.19, Global agreed
to calculate the total expected proceeds from ICFAs in the requested CCN extension area.
Response at 5 & n. 13. More than three months have passed since Global made that
commitment, and Global has so far failed to provide the promised calculation of proceeds.
Global also claims that it has agreed to produce maps of ICFA areas. Id. at 6. In fact,
Global failed to produce such maps, stating instead that “certain CC&N Applications” may
contain maps and referring Arizona Water Company to records in various county recorder’s
offices. See Global’s Response to AWC 1.6. Global has brushed aside and refused to
comply with Arizona Water Company’s request for full information about the date and
manner of contacts with property owners, and the promises made, and instead Global has
simply argued irrelevance and burden. However, these data requests are crucial towards
discovery of the full extent and details of Global’s ICFA financing methods — and Global
should be ordered to produce full and complete information. Indeed, without requested
discovery, the Commission will be deprived of facts and evidence needed to determine

whether the developers “voluntarily signed ICFAs,” as Global claims. Response at 6.

B. Agreements with Municipalities, Counties and Other Governmental
Entities.

In data requests served on October 3, 2006, Arizona Water Company asked that
Global provide information about any agreements Global had with municipalities and other

governmental entities. Although Arizona Water Company may have had some version of
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Global’s agreement with the City of Casa Grande, Arizona Water Company was uncertain if
it had a full and complete copy, and it did not know whether Global had agreements with
other governmental entities. After a painstaking process, including recent depositions in the
Formal Complaint matter, Global has finally admitted that it has so-called “Public Private
Partnership” agreements with Casa Grande and Maricopa, as well as an agreement with the
Ak-Chin Community. Global now states, eight months after the initial request, that it “will
deliver copies of the Casa Grande and Maricopa P3s to AWC’s counsel.” Response at 7.
Similarly, Global now claims that it will provide a calculation of “the amounts paid to each
city.” Id. at 8 (chart discussing 1.14). However, as of today’s date, Global has still failed to
do so.

Moreover, Global has still failed to produce other requested information related to its
agreements with governmental entities, including copies of any correspondence and
communications with municipalities concerning these agreements. Such materials are
crucial to developing the facts and evidence necessary for the Commission to understand the
full extent of Global’s promises and representations to the governmental entities, and thus
are relevant and should be produced.

C. Global’s Ownership and Sources of Equity.

The sources of Global’s equity are crucial issues in this proceeding, particularly
whether, how, and to what extent Global has used funds received under its ICFAs to fund
SCWC and PVUC. However, Global has continually sought to block Arizona Water
Company’s inquiries on these issues, in particular, the tracing of ICFA monies through
Global Water Resources and down to the regulated subsidiaries, and the flow of equity from
outside investors through the unregulated parent Global Water Resources to the regulated
subsidiaries.

For example, Global contends that it has allowed Arizona Water Company to inspect
journal entries for both SCWC and PVUC. Global’s Response at p. 8, 1. 22 through p. 9, 1.1
(“The Global Utilities [a defined term including both SCWC and PVUC] also agreed to let

583209.03/0196941 5
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AWC inspect their journal entries regarding equity.”) In fact, this has not occurred. Global
has only allowed inspection of narrow journal entries related to SCWC, not PVUC, and has
flatly refused to allow inspection of journal entries tracking the flow of ICFA monies into
Global Water Resources (the unregulated parent), within Global Water Resources, and out
to the regulated subsidiaries. Representatives of Arizona Water Company visited Global’s
offices on June 14, 2007, at 10:30 a.m., a date selected by Global after one postponement.
See Exhibit B, Affidavit of Joseph D. Harris. Global kept Arizona Water Company’s
representatives waiting an hour while Global purported to gather the relevant records, again
for SCWC only, for 2004, 2005 and 2006. At 11:30 a.m., it became clear that Global did
not have the materials ready, so Arizona Water Company’s representatives agreed to return
at 1 p.m., by which time the relevant records were supposed to be available. Id. When
Arizona Water Company’s representatives returned at 1 p.m., they were kept waiting until
1:30 p.m., at which time Global produced approximately 150 sheets of paper which Global
admitted represented SCWC records for only 2006. Id. The records for 2004 and 2005
were still unavailable. Id. The 2006 records were confusing and incomplete, and Global
insisted that all review take place right then in its offices. Id. Global refused to allow
Arizona Water Company to make copies of any of the materials, and the parties agreed that
Arizona Water Company’s representatives would return at a later date when more complete
records were supposed to be made available. Id. Since that time, Arizona Water Company
has continued its efforts to gain access to the requested materials, and Global has continued
to delay and obstruct access. Id.

Global has argued that it should not be required to disclose its sources of equity and
other inforrﬁation on the grounds that such information is confidential and competitively
sensitive, citing to Arizona Portland Cement Company v. Arizona State Tax Court, 185
Ariz. 354, 916 P.2d 1070 (App. 1995). Response at 9. That case fails to support Global’s
argument. In Arizona Portland Cement, the cement company sued to recover taxes paid

under protest and Pima County then sought extensive business records to support its
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valuation of the cement company’s business property. The County refused to enter into a
confidentiality agreement, arguing that the business records became public documents once
disclosed to the County. The Court of Appeals disagreed, holding that the information
remained “confidential information” even after production to the County and that the tax
court should have granted the taxpayer’s motion for a protective order. 185 Ariz. at 357,
916 P.2d at 1073

In short, Arizona Portland Cement stands for the proposition that the public records
law does not allow a county to disclose confidential information it receives in tax litigation
to third parties. In contrast, the question of how Global has used the funds it collects under
its ICFAs is crucial to this proceeding. Neither Arizona Water Company nor the
Commission has argued that the information must be treated as a public record and
disclosed to third parties. In contrast, Arizona Water Company has offered to enter into a
confidentiality agreement for specific privileged or confidential information identified and
disclosed by Global.

Global has also sought to obfuscate this issue by demanding information from
Arizona Water Company about its affiliates. However, Global is seeking to confuse apples
and oranges. Arizona Water Company’s parent and affiliates have never entered into ICFAs
with property owners and have never acted as public service companies in Arizona outside
of the regulation of the Commission, as is the case with Global. A central issue of this
proceeding is for the Commission to determine whether and to what extent the various
activities and financing schemes of the unregulated Global entities require the

Commission’s oversight and regulation, and whether the requested CCN areas should be

Global also cites Federal Trade Commission v. Crowther, 430 F.2d 510 (D.C. Cir.
1970) but that case has even less relevance to this matter. In that case, Court of
Appeals for the D.C. Circuit merely held that the FTC could not abandon without
explanation a procedure for compiling business information so as to prevent
attribution of particular information to identifiable business competitors. There is no
question here of the Commission abandoning prior procedures.

583209.03/0196941 7
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granted to Arizona Water Company and not to the regulated Global subsidiaries under these
circumstances.

D. Global’s Inter-Company Agreements Related to Effluent.

Global now states, eight months after Arizona Water Company requested copies of
inter-company agreements on effluent, that “To clear up any confusion, this agreement will
be provided to AWC.” Response at 11. However, Global has still failed to provide the
agreement and should be ordered to do so forthwith.

E. Information on Alleged Savings and Benefits of Integrated Services.

Global has continually trumpeted the alleged benefits of “integrated” water and
wastewater services, but has failed to provide any specific quantification of those alleged
benefits or savings. Arizona Water Company has requested that Global provide an
accounting of those alleged savings or benefits, or confirm that no such calculation can be
made. Global has sought to evade this issue at every turn, and now states that “preparing an
exact quantification would be very difficult.” Response at 11. However, Global apparently
still intends to suggest that such savings or benefits exist — even if Global cannot or will not
quantify them. Because of Global’s inability to calculate any alleged savings, Global should
be barred from arguing the extent or even existence of any such savings or benefits in these
proceedings.

F. Targets for Expansion.

Global has concealed its expansion and acquisition plans from discovery, only to
reveal its acquisitions at the time of its choosing in its direct testimony. Global even argues
that those acquisitions are additional grounds for awarding the CCN expansion area to
Global. Global has sought to justify such behavior on the grounds that its acquisition targets
and tactics are confidential. Response at 11. However, Global’s expansion plans and
tactics, and particularly Global’s use of ICFA funds to fuel its expansion, relate directly to
Global’s fitness to serve and therefore are central issues in this proceeding. Global also

should not be allowed to selectively reveal its acquisitions to further its own CNN expansion
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arguments after it has concealed that information from legitimate discovery requests. For
these reasons, the Commission should direct Global to respond fully to Arizona Water
Company’s data requests on Global’s expansion targets.

G. CAAG Plan and Process.

Eight months after Arizona Water Company served its data requests, Global stated
that it “will provide” a copy of the requested CAAG plan. Response at 12. However, two
weeks later, Global still has not provided the promised document. More importantly,
Arizona Water Company also sought documents and information related to Global’s efforts
to obtain such a plan, including correspondence, proposals, negotiations, and other
materials. Global has so far refused to produce such materials, and should be directed to do
SO.

H. Hydrological Reports.

Global has refused to disclose any hydrological reports related to its requested
expansion area, first claiming confidentiality and now even asserting work-product
protection. Response at 12. However, Arizona Water Company has agreed to enter into a
confidentiality agreement related to such hydrological information, and such reports are
directly relevant to Global’s plans to serve its requested expansion area. Global’s objections
lack merit, and Global should be ordered to produce the requested documents.

L Prior Conduct of Global’s Officers.

The prior conduct of Global’s officers and stockholders during their operation of
wastewater utilities in Canada is directly relevant to Global’s fitness to serve the requested
expansion area. After previously arguing that inquiry into such issues was not relevant,
Global now claims that the matters have been “fully investigated and considered” and that
any further inquiry constitutes a collateral attack on a Commission ruling. Response at 13.
Global’s argument is absurd and, if taken to its logical conclusion, would prevent the

Commission from ever altering or amending any decision. Global has now apparently

583209.03/0196941 9
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abandoned its earlier claims that it lacks copies of the requested materials, and the
Commission should direct Global to produce the specific documents requested.
III.  Response to Global’s Cross-Motion to Compel.

In response to Arizona Water Company’s well-founded motion to compel, Global has
filed its own motion to compel raising issues with a number of Arizona Water Company’s
responses to data requests. However, Global’s complaints lack any merit.

Global 1.6. A list of all civil litigation (which could range from vehicular accidents
to dog bites) to which Arizona Water Company has been a party would be totally irrelevant
to the issues in this proceeding. Moreover, any complaints about the quality and reliability
of Arizona Water Company’s service would be brought first to the Commission and thus the
Commission would be fully aware of any such complaints. No order compelling discovery
is necessary or appropriate.

Global 1.7. In order to resolve the dispute as to this request, without waiving its
objections, Arizona Water Company will make available for inspection and copying or
scanning at Global’s expense the entirety of its pleadings files in the two cases it has filed
involving judicial review of ADWR’s management plans. Arrangements for inspection can
be made through undersigned counsel.

Global 1.8. In order to resolve the dispute as to this request, without waiving its
objections, Arizona Water Company will make available for inspection and copying or
scanning at Global’s expense the entirety of its pleadings files in the two cases it has
participated in involving the City of Casa Grande. Arrangements for inspection can be
made through undersigned counsel.

Global 1.9 and 1.10. In order to resolve the dispute as to this request, without
waiving its objections, Arizona Water Company will make available for inspection and
copying or scanning at Global’s expense the requested pleadings and data request responses.

Arrangements for inspection can be made through undersigned counsel.

583209.03/0196941 10
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Global 1.11. Arizona Water Company has already responded that there are no such
written communications with ADWR on this issue. There are no “copies” of oral
communications to produce.

Global 1.19. Arizona Water Company stands on its response that the Commission’s
rules do not require it to generate narrative histories on any and every topic that Global may
request.

Global 1.25. Arizona Water Company stands on its response that the Commission’s
rules do not require it to generate narrative histories on any and every topic that Global may
request.

Global 1.33, 1.34, 1.35, 1.36, 1.44. Although this information can be easily distilled
from public filings as set forth in Arizona Water Company’s prior responses, in order to
resolve the dispute as to these requests, and without waiving its objections, Arizona Water
Company will produce a table setting forth the requested information and produce that table
to Global, as well as making available for inspection and copying or scanning at Global’s
expense the underlying publié filings. Arrangements for inspection can be made through
undersigned counsel.

Global 1.37, 1.38, 1.45. Arizona Water Company cannot provide the calculations
requested by Global because it does not have full and complete information that would
allow it to provide “per capita” calculations.

Global 1.39. Although this information can be easily distilled from public filings as
set forth in Arizona Water Company’s prior responses, in order to resolve the dispute as to
these requests, and without waiving its objections, Arizona Water Company will produce a
table setting forth the requested information and produce that table to Global, as well as
making available for inspection and copying or scanning at Global’s expense the underlying
public filings. Arrangements for inspection can be made through undersigned counsel.

Global 1.53. The financial information of Global’s affiliates is relevant because of

Global’s use of the ICFA scheme to fund its operations. Arizona Water Company’s

583209.03/0196941 11
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affiliates have never used such ICFAs, and therefore the financial records of Arizona Water
Company’s affiliates are not relevant.

Global 1.55. Arizona Water Company has already completely answered this data
request; a definition of paid-in capital is additional capital provided by its stockholders.

Global 1.66, 1.67, 1.70. Arizona Water Company stands on its objection that
Global’s requests for federal and state tax returns, and for insurance policies, seek
documents which are not relevant to this proceeding.

Global 1.71. Arizona Water Company has not used the business model of Global,
whereby all services and functions are performed by employees of affiliates or contractors,
which then charge Global’s regulated utilities for such services. Therefore, any inter-
company charges involving Arizona Water Company and its affiliates are not relevant.

Global 1.78. Although the requested information as of the specific date requested
remains irrelevant, in order to resolve the dispute as to this request, Arizona Water
Company states that it does not maintain calculations as to whether each such section will
be developed or undeveloped as defined in the request as of December 31, 2011. Arizona
Water Company has regionally planned to provide for public utility water service needs
within its Pinal Valley Master Plan based on the average number of customers per section it
has experienced in its 50-plus years of service in neighboring CCN areas. This information
is far more reliable and appropriate for planning purposes than the speculation of optimistic
land promoters and developers, or individual projections of development in any particular
section.

Global 1.95. Arizona Water Company has already responded that it anticipates that
the wastewater service will be provided to the extension area by the City of Casa Grande, by
Southwest Water Company in conjunction with Arizona Water Company, or by another
qualified wastewater service provider. There are no other communications to provide.

Global 2.4. Global’s data request sought any financial analysis responsive to the

request and Arizona Water Company responded that no such financial analysis had been
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prepared. The request did not seek an explanation as to “why such a financial analysis was
not conducted.” Response at 19.

Global 2.5. As with Global 2.4, Global’s data request sought any cost estimate
responsive to the request and Arizona Water Company responded that no such cost estimate
had been prepared. The request did not seek an explanation as to “why such an analysis was
not conducted.” Response at 19.

Global 3.2. Arizona Water Company stands on its objection to this request. Arizona
Water Company does not use ICFAs and the other funding mechanisms used by Global, and
therefore the audited financial statements of Arizona Water Company’s affiliates are not
relevant to this proceeding.

IV.  Response to Global’s Cross-Motion for a Protective Order.

Global’s request for a “strong protective order” would effectively make it impossible
for Arizona Water Company to investigate Global’s activities, present the facts and findings
to the Commission, or use the information in any way. Global seeks a protective order
which would block both Arizona Water Company personnel and “AWC’s counsel in this
case”, as well as Commission Staff and counsel, from access to any of the information.
Effectively, no one at Arizona Water Company, its counsel or Commission Staff or counsel
could review or use the materials provided by Global, thus defeating the very purpose of
data requests. |

Arizona Water Company has consistently offered to allow protection of legitimately
privileged and confidential information that Global discloses. But Global’s demand for a
“strong protective order” that prevents any use of the documents and information sought
should be rejected.

CONCLUSION
For the foregoing reasons and the reasons discussed in Arizona Water Company’s

motion to compel, the Commission should order Global to provide full and complete
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responses to the data requests identified by Arizona Water Company. In addition, the

Commission should deny Global’s cross-motions to compel and for a protective order.

DATED this 13th day of July, 2007.

BRYAN CAVE LLP

o Ml

Steven A. Hirsch, #006360

Rodney W. Ott, #016686

Two N. Central Avenue, Suite 2200
Phoenix, AZ 85004-4406

Attorneys for Arizona Water Company

ORIGINAL and 17 COPIES of the foregoing

filed this 13th day of July, 2007 with:

Docket Control Division

Arizona Corporation Commission
1200 W. Washington

Phoenix, AZ 85007

COPY of the foregoing hand-delivered

this 13th day of July, 2007 to:

Lyn A. Farmer, Esq.

Chief Administrative Law Judge
Hearing Division

Arizona Corporation Commission
1200 W. Washington

Phoenix, AZ 85007

Yvette B. Kinsey, Esq.
Administrative Law Judge
Hearing Division

Arizona Corporation Commission
1200 W. Washington

Phoenix, AZ 85007
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Christopher Kempley, Esq.

Chief Counsel, Legal Division
Arizona Corporation Commission
1200 W. Washington

Phoenix, AZ 85007

Ernest G. Johnson

Director, Utilities Division
Arizona Corporation Commission
1200 W. Washington

Phoenix, AZ 85007

COPY of the foregoing mailed this

ﬂ_j{hﬁy of July, 2007 to:

Michael W. Patten, Esq.
Timothy J. Sabo, Esq.

Roshka DeWulf & Patten, PLC
One Arizona Center

400 E. Van Buren St., Suite 800
Phoenix, AZ 85004

Attorneys for Applicants

Santa Cruz Water Company, L.L.C.

and Palo Verde Utilities Company, L.L.C.

[mailed and e-mailed]

Ken Frankes, Esq.

Rose Law Group, PC

6613 N. Scottsdale Road, Ste. 200
Scottsdale, AZ 85250

Attorneys for Bevnorm Olive, LLC and
Hampden & Chambers LLC

Kenneth H. Loman
Manager

KEJE Group, LLC
7854 W. Sahara

Las Vegas, NV 89117

Craig Emmerson, Manager
Anderson & Val Vista 6, LLC
8501 N. Scottsdale Road, Suite 260
Scottsdale, AZ 85253
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Jeffrey W. Crockett, Esq. [mailed and e-mailed]
Marcie Montgomery, Esq.
Snell & Wilmer

One Arizona Center

400 E. Van Buren

Phoenix, AZ 85004-2202

Attorneys for CHI Construction Company
and CP Water Company

Brad Clough

Anderson & Barnes 580 LLP
Anderson & Miller 694, LLP

8501 N. Scottsdale Road, Suite 260
Scottsdale, AZ 85253

Phillip J. Polich

Gallup Financial, LLC
8501 N. Scottsdale, #125
Scottsdale, AZ 85253
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DECLARATION OF JOSEPH D. HARRIS

JOSEPH D. HARRIS, being of legal age and duly sworn upon his oath, states and
declares as follows:

L. I am Vice President and Treasurer of Arizona Water Company and I make this
declaration based on my personal knowledge of Arizona Water Company’s attempts to
inspect the journal entries of only Santa Cruz Water Company (“SCWC”), as offered by
SCWC in its response to Arizona Water Company’s data request AWC 4.7,

2. On approximately June 12, 2007, SCWC informed Arizona Water Company
that the inspection could begin on June 14, 2006 at 10:30 a.m.

3. I arrived at SCWC’s offices at the agreed time on June 14, accompanied by
Arizona Water Company’s counsel. We met with counsel for SCWC and with Cynthia
Liles, General Manager of SCWC and Senior Vice President and CFO of Global Water
Management LLC.

4, Ms. Liles informed us that she could provide us with SCWC’s general ledger
documents for the year 2006 immediately, but that providing similar documents for the
years 2004 and 2005 would take longer because of a change in the accounting system. Ms.
Liles then left to retrieve the 2006 data for us.

5. Counsel for Arizona Water Company and I then waited in SCWC’s
conference room for approximately an hour for Ms. Liles to return. We questioned as to
why it was taking so long. Counsel for SCWC informed us that the “accountants were busy
pushing buttons” and that the data would soon be provided.

6. After waiting for an hour and not receiving the requested data, the parties
agreed that Arizona Water Company’s representatives would return in the afternoon at 1
p.m., at which time SCWC promised that the data would be available.

7. We returned at 1 p.m. and were shown into the same conference room. We

then waited until 1:30 p.m., at which time Ms. Liles arrived with approximately 150 pages
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of documents which represented SCWC’s common stock and retained earnings account for
the year 2006. She also provided a copy of SCWC’s income statement for 2006 from its
ACC annual report. Materials for 2004 and 2005 were still unavailable.

8. At this point, we indicated that the volume of 150 pages for transactions in
SCWC’s common stock and retained earnings account for 2006 exceeded our expectations
and ability to review in our remaining time for that day. We asked whether we could take a
copy of the 2006 materials with us for review and then return when the 2004 and 2005
materials were available.

9. SCWC rejected this suggestion, stating that all review had to take place at
SCWC’s offices. We then agreed that Arizona Water Company’s representatives would
return the next week, when SCWC promised that the 2004 and 2005 materials would be
available and when Arizona Water Company’s representatives would have greater time for
the inspection.

10. I returned with Joel Reiker, another representative of Arizona Water
Company, to SCWC’s offices on June 21, 2007. At this time, SCWC finally produced
SCWC’s general ledger materials related to 2004 through 2006. Mr. Reiker and I then spent
about two hours reviewing the materials provided and marking entries requiring further
nquiry.

I1.  Although SCWC’s general ledger materials for 2006 appeared to correspond
generally to the information provided by SCWC to the Arizona Corporation Commission,
the general ledger materials for 2004 and 2005 did not appear to match the information
SCWC had provided to the Commission for those years.

12. At this point, Mr. Reiker and I met again with Ms. Liles. She informed us that
the back up materials we requested were “in storage” and that it would take some time to
retrieve them. [ also pointed out to Ms. Liles the discrepancies between SCWC’s general

ledger materials for 2004 and 2005 and the information SCWC had provided to the
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Commission. She responded that the discrepancies were due to “audit adjustments” but she
could not reconcile the differences.

13, Ms. Liles then asked if we could return at a later date at which time the
requested materials would be retrieved from storage and the 2004 and 2005 discrepancies
would be explained. Ms. Liles stated that she would contact us when the materials were
ready. We agreed and left SCWC’s offices.

14.  Ms. Liles did not contact me over the next six days. On June 27, 2007, I
communicated with Ms. Liles about the status of our inspection of SCWC’s journal entries.
She did not respond until eleven days later, on July 8, 2007, at which time she informed me
that she still needed to check on the status of the matter. I contacted Ms. Liles again on July
10, 2007, and we agreed that Arizona Water Company’s representatives would again return
to SCWC’s offices on July 12, 2007. Ms Liles informed me that she would not be able to
meet with me but that Ms. Patty Greco, SCWC’s VP of Accounting, would meet with me
and go over the requested journal entries.

15.  Ireturned to SCWC’s office at 10:00 a.m. on July 12, 2007. After checking in
with the receptionist I was shown to a conference room and was joined shortly by Ms
Greco. Ms Greco brought with her SCWC’s journal entries which corresponded to the
entries Mr. Reiker and I had requested at our earlier meeting. Ms Greco then went through
each of the journal entries and verified that they corresponded to the SCWC general ledger
and provided an explanation of the entry. At the conclusion of the review I asked about the
discrepancies between the balances shown on the general ledger pages I was given and the
information contained in SCWC’s 2004 and 2005 annual reports to the Commission. Ms

Greco indicated that she would have to check with Ms Liles as she was not aware of any

-----
.....
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issues. I indicated that I would follow up with both of them the following day. At this point
I concluded the meeting and left the building.

I declare under penalty of perjury that the foregoing statements are true and accurate

to the best of my knowledge.
Executed this 13" day of July, 2007.

/s AN

JoSEPH D). HARRIS
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