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IN THE MATTER OF THE APPLICATION
OF CHAPARRAL CITY WATER
COMPANY, INC., AN ARIZONA
CORPORATION, FOR A
DETERMINATIQN OF THE FAIR VALUE
OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN
ITS RATES AND CHARGES FOR
UTILITY SERVICE BASED THEREON.

APPLICATION

Chaparral City Water Company, Inc. ("CCWC" or "the Company"), hereby applies

for an order establishing the fair value of its plant and property used for the provision of

public water utility service and, based on such finding, approving permanent rates and

charges for utility service designed to produce a fair return thereon. In support thereof,

CCWC states as follows:

1. CCWC is a public service corporation engaged in providing water utility

services in portions of eastern Maricopa, Arizona, including the Town of Fountain Hills,

pursuant to a certificate of public convenience and necessity granted by the Arizona

Corporation Commission (the "Commission"). At the present time, CCWC provides

water utility service to approximately 13,500 customers.

2. CCWC's business office is located at 12021 N. Panorama Dr., Fountain

Hills, AZ 85268, and its telephone number is (480) 837-3411. Its District Manager and

primary management contact is Robert N. Hanford. Mr. Hanford is responsible for

overseeing and directing the conduct of this rate application. All discovery, data requests
FENNEMORE CRAIG

PRQFESSIONAL CORPORATION
PHOENIX

1



4

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

a nd othe r re que s ts  for informa tion conce rning this  Applica tion s hould be  dire cte d to

Mr. Hanford, with a  copy to unders igned counse l for CCWC.

3. In this  Applica tion, CCWC se e ks  a  de te rmina tion of the  curre nt, fa ir va lue

of its  prope rty de vote d to public s e rvice  a nd a pprova l of pe rma ne nt a djus tme nts  to its

ra tes  and charges  for utility se rvice  based the reon. CCWC's  current ra tes  were  approved

in Decis ion No. 68176 (September 30, 2005) and became effective  on October l, 2005.

4. CCWC ma inta ins  tha t re ve nue s  from its  utility ope ra tions  a re  pre s e ntly

inadequa te  to provide  a  fa ir ra te  of re turn on the  fa ir va lue  of its  utility plant and property

devoted to public service . CCWC's  ra te  base  has  increased substantia lly s ince  the  current

ra tes  and charges  were  approved, and it is  adding additiona l utility plant annua lly in order

to e nsure  s a fe  a nd re lia ble  utility s e rvice  to its  cus tome rs . The se  incre a se s  in CCWC's

fa ir va lue  ra te  ba s e , toge the r with inc re a s e s  in  ope ra ting e xpe ns e s  a nd cha nge s  in

circums tances  s ince  the  te s t yea r in the  prior ra te  proceeding, have  caus ed the  revenues

produce d by the  curre nt ra te s  a nd cha rge s  for s e rvice  to be come  ina de qua te  to me e t

operating expenses  and to provide  a  reasonable  ra te  of re turn. Therefore , CCWC requests

tha t ce rta in a djus tme nts  to its  ra te s  a nd cha rge s  for utility s e rvice  be  a pprove d by the

Commiss ion so tha t it may earn a  jus t and reasonable  ra te  of re turn on the  fa ir va lue  of its

prope rty.

5. File d concurre ntly in support of this  Applica tion a re  the  dire ct te s timonie s

of Robe rt Ha nford (ove rvie w of CCWC, a cquis ition of a dditiona l CAP  a lloca tion a nd

othe r ope ra tiona l is s ue s ) a nd Thoma s  J . Boura s s a  (ra te  ba s e , income  s ta te me nt, ra te

de s ign, ca pita l s tructure  a nd cos t of ca pita l). The se  te s timonie s  a re  conta ine d in thre e

s e pa ra te ly bound volume s  file d with this  Applica tion. Atta che d to Mr. Boura s s a 's  two

dire ct te s timonie s  a re  the  s che dule s  for ra te  a pplica tions  by Cla s s  "A" wa te r utility with

the  exception of the  schedules  labe led "G" (cos t of se rvice  ana lys is ). The  la tte r schedules

have been omitted because  the  Company is  proposing to continue using the  same inverted
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tie r ra te  de s ign re comme nde d by S ta ff a nd a pprove d by the  Commis s ion in the

Company's  las t ra te  case . Therefore , the  cos t of and potentia l for dispute  over a  cos t of

service study did not appear reasonable to CCWC.

6. The  tes t year utilized by CCWC in connection with the  prepara tion of such

schedules is the 12-month period that ended December 31, 2006. CCWC requests that the

Commiss ion utilize  such te s t yea r in connection with this  Applica tion, with appropria te

adjus tments  to its  utility plant and opera ting expenses  in order to obta in a  nonna  or more

realistic relationship between revenues, expenses and rate  base during the period in which

the rates established in this proceeding are in effect.

7. During the test year, CCWC's adjusted gross revenues were $7,446,700, and

its  adjus ted ope ra ting income  was  $797,271. The  a djus te d fa ir va lue  ra te  ba s e  wa s

$28,736,406, resulting in a  ra te  of re turn on fa ir value  of only 2.77%. CCWC submits  that

this  re turn is  inadequa te  to a llow it to se rvice  its  debt, pay a  rea sonable  dividend to its

s tockholde rs , ma inta in a  s ound cre dit ra ting, a nd e na ble  CCWC to a ttra ct a dditiona l

capital on reasonable terms in order to adequately serve its  utility customers.

8. CCWC is  reques ting an increa se  in revenues  equa l to $3,063,400 which

cons titute s  a n incre a se  in re ve nue s  of 4l.l4%. The  a djus tme nts  to CCWC's  ra te s  a nd

charges that are  proposed herein, when fully implemented, will produce a  ra te  of re turn on

the fair value rate base equal to 9.32%.

WHEREFORE, CCWC requests  the  following re lief:

A. That the  Commiss ion, upon proper notice  and a t the  earlies t poss ible  time,

CCWC's  utility plant and property devoted to public service .

B. Based upon such determinations , tha t the  Commission approve permanent

adjus tments  to the  ra tes  and charges  for utility service  as  proposed by CCWC here in, or

approve such other ra tes  and charges as  will produce a  just and reasonable  ra te  of re turn
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on the  fa ir va lue  of its  utility plant and property; and

C. Tha t the  Commis s ion a uthorize  s uch othe r a nd furthe r re lie f a s  ma y be

appropria te  to ensure  tha t CCWC has  an opportunity to earn a  jus t and reasonable  re turn

on the  fa ir va lue  of the ir utility plant and property and as  may otherwise  be  required under

Arizona  la w.

RES P ECTFULLY S UBMITTED this M * day of September, 2007.

FENNEMORE CR.AIG, P .C.

By
man D. James

J a y L. Sha  ire
3003 Nortlg Centra l Avenue
Suite  2600
Phoenix, Arizona  85012
Attorneys  for Chaparra l City Wate r
Company, Inc.

ORIGINAL and thirteen (13) copies  of the
foregoing, together with the  separa te ly bound
direct testimonies and schedules supporting
this  applica tion, were  de livered
this ;;6f'Lday of September, 2007 to:

Docke t Control
Arizona  Corpora tion Commiss ion
1200 W. Washington St.
P hoe nix, AZ 85007
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BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE
APPLICATION OF CHAPARRAL
CITY WATER COMPANY, INC., AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE FAIR
VALUE OF ITS UTILITY PLANT
AND PROPERTY AND FOR
INCREASES IN ITS RATES AND
CHARGES FOR UTILITY SERVICE
BASED THEREON.
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DIRECT TESTIMONY OF

ROBERT n. HANFORD
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I.

Q-

INTRODUCTION., PURPOSE OF TESTIMONY AND SUMMARY.

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

Robert N. Hanford, 12021 N. Panorama Dr., Fountain Hills, Arizona, 85268.

Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by Chaparral City Water Company ("CCWC" or the "Company")

as its District Manager.

Q- PLEASE SUMMARIZE YOUR RESPONSIBILITIES AS DISTRICT

MANAGER.

A. am generally responsible for managing day-to-day operations, including capital

budget planning, water system operations and maintenance, customer service and

community relations, and compliance with local, state and federal requirements

to water quality and water supply, and Corporation Commission

I

pertaining

compliance I

Q. WHAT WAS YOUR WORK HISTORY BEFORE JOINING THE

COMPANY?

Prior to becoming CCWC's District  Manager in 2002, I served as a manager of

Engineering and Planning for Southern California Water Company, which, like

CCWC, is a subsidiary of American States Water Company ("American States").

Prior to that ,  I worked for several engineering firms that  specialized in public

works design, construct ion management  and financing, and served as Dist rict

Engineer for the Tahoe City Public Utility District, which provides both water and

wastewater utility services .

Q- PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND.
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A. I obtained a Bachelor of Science degree in Civil Engineering from the University

of Nevada - Reno in 1978, and an MBA degree with an emphasis in management

from the University of Santa Clara in 1985.
FENNEMORE CRAIG
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DO YOU HAVE ANY ADDITIONAL TRAINING, LICENSING OR

CERTIFICATIONS?

I have been registered as a professional civil engineer in California since 1981 and

in Nevada since 1983. I currently have a DO water operator certification from the

Arizona Department of Environmental Quality (ADEQ).

Q- WHAT IS THE P URP OS E OF YOUR TESTIMONY IN THIS

P ROCEEDING?

To support CCWC's  a pplica tion for ra te  re lie f. Firs t, I will provide  ba ckground on

the  Company and its  ope ra tions . Next, I will addre ss  three  specific is sues -(1) the

acquis ition of an additiona l a lloca tion of CAP wate r, (2) the  reduced use  of potable

wa te r s upplie s  on golf cours e s  in our CC&N, a nd (3) the  Compa ny's  s e ttle me nt

with the  Founta in Hills  Sanita ry Dis trict.

ARE THERE ANY ATTACHMENTS  TO YOUR DIRECT TES TIMONY?

Exh ib it  1Yes , a ttached to my te s timony a s  Hanford Direct is  a n ADEQ/MCES D

complia nce  s ta tus  re port s howing tha t the  Compa ny is  in complia nce  with a ll

drinking wa te r re quire me nts . An inve ntory of the  Compa ny's  ma jor p la n t in

service  and the  amount of water sold during the  tes t year have  been taken from the

Company's  annua l report tiled with the  Commiss ion and a re  a tta ched a s  Hanford

Direct Exhibit 2.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE ARIZONA

CORPORATION COMMISSION?

Ye s .
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II.

Q.

O VER VIEW O F  C HAP AR R AL C ITY WATER  C O MP ANY.

IN YO UR  C AP AC ITY AS  DIS TR IC T MANAG E R ,  AR E  YO U F AMILIAR

WITH CHAP ARRAL CITY' S  O P ERATIO NS  IN ARIZO NA?

Yes, I am generally familiar with all aspects of the Company's operations.
FENNEMORE CRAIG
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Q- PLEASE PROVIDE AN OVERVIEW OF THE COMPANY?

A. CCWC's service area is locat ed in t he nor theast ern por t ion o f t he Phoenix

metropolitan area, in the Town of Fountain Hills and a small portion of the City of

Scottsdale. This area is within the Phoenix Active Management Area, which has

been created by the Arizona Groundwater Code. As a result ,  the Company is

subjec t  t o  cer t a in wat er  co nservat io n requirement s  impo sed  by t he  Third

Management  Plan, adopted by the Arizona Department  of Water Resources in

order to reduce groundwater pumping.

At the present time, Chaparral City serves approximately 13,500 customers,

less than 40 new customers have been added in 2007. Most of our customers are

resident ial,  but  we do serve a number of commercial,  industrial and irrigat ion

customers.

Q- WHERE DOES THE COMPANY GET ITS WATER?

The Company's primary water supply is imported Colorado River water, which is

delivered by means of the Central Arizona Project ("CAP"). This water is

transported to the Company's service territory, and, because it is surface water, it

must be treated before being used for potable water service. The Company also

uses groundwater to augment its CAP water deliveries.

Q- WHEN DID THE CURRENT RATES GO INTO EFFECT?

A. The Company's current rates were approved in Decision No. 68176 (September 30,

2005) based on a test year ending December 31, 2003 .
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Q, WHY IS THE COMPANY SEEKING A RATE INCREASE AT THIS TIME?

CCWC is continuing to experience increases in operating expenses. We are also

continuing to make plant investment-over $6 million of rate base has been added

since the last rate case. As shown in Mr. Bourassa's testimony, the return earned

on fair value rate base using test year adjusted revenues was only 2.77%. Bourassa
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Dire ct Te s timony (Ra te  Ba s e , Income  S ta te me nt, Re ve nue  Re quire me nt, Ra te

Des ign) (he re ina fte r "Boura ssa  DT") a t 3 ins  18-19. Even without adjus tment, the

tes t year re turn was under 5%. This  is  inadequate .

Q- WHAT DO YOU MEAN, MR. HANF ORD?

I am expressing the shareholder's frustration with both the Company's authorized

return and the opportunity to earn that return. American States is a publicly traded

entity serving more than 250,000 water utility customers in California. As such,

American States has a number of investment opportunities besides investing in

CCWC. In California, American States is experiencing returns significantly higher

than the 9.3% return on equity authorized in CCWC's last rate case. Additionally,

California utility regulators do not use historical test years and use adjustment

mechanisms and balancing accounts to help ensure that the utilities have an

adequate opportunity to earn their authorized returns.

In contrast, in Arizona, we face substantial regulatory lag, due to both the

historic test year and the length of time it takes to prosecute rate cases. To make

matters worse, the Commission will not approve adjustment mechanisms and

balancing accounts that help preserve the utility's opportunity to earn its authorized

revenues. These factors, coupled with the Commission's ongoing efforts to keep

rates as low as possible, lead to the frustration American States feels with its

investment in Arizona.
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Q- DO THE LOW RETURNS  HAVE AN IMP ACT ON INVES TMENT?

Yes. The poor returns being earned by the Company increase the risk that capital

projects will be deferred or scaled back. Specific projects being deferred include

the construction of new backwash clarifier to improve the solids handling

capability of the Shea Water Treatment Plant, which was originally included in

CCWC's 2007 capital budget in the amount of $1.2 million.
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111.

Q-

ACQUISITION OF ADDITIONAL CAP WATER ALLOCATION.

HAS THE COMPANY BEEN GIVEN AN OPPORTUNITY TO ACQUIRE

AN ADDITIONAL ALLOCATION OF CAP WATER?

Yes . The Arizona Water Settlement Act was signed into law by President Bush on

December 10, 2004. There are three main components to the 800-plus page

legislation, which legislation resolves long-standing and contentious water rights

issues in the Southwest, only one of which directly involves CCWC. Under the

Act, CCWC has an opportunity to purchase an additional Central Arizona Project

(CAP) allocation of 1,931 ac-ft/year.

Q. IS THE AMOUNT FIXED AT 1,931 ACRE-FEET PER YEAR?

A. Yes, this allocation is not divisible, it can only be acquired in its entirety.

Additionally, in order for the Company to purchase this additional allocation,

CCWC must compensate CAWCD for retro-active capital fees that accrued to this

allocation. If the required fees are not paid by CCWC by January 2008, the

opportunity to obtain this additional allocation will be lost.

Q- WHAT IS THE AMOUNT DUE?

The cost  of the allocat ion to CCWC will be $1,280,000 if the Company pays a

lump-sum payment. The other alternative is a 5-year payment plan whereby the

Company will pay $282,000 annually for a total cost of $l,410,000.

Q- WHICH PAYMENT PLAN WILL THE COMPANY FOLLOW?

The Company intends to make the lump-sum payment before the end of this year.

Q- W H Y  I S  T H E  C O M P A N Y  P U R C H A S I N G  T H E  A D D I T I O N A L  C A P

WATER?
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To improve the long-term security of water supplies for our customers. This

additional allocation will allow CCWC to reinforce and continue its reliance on a

renewable supply of surface water. In the Phoenix AMA, and throughout the State,
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reduced re liance  on groundwater remains  a  primary goal. See, e.g.,

In a ddition, the  a dditiona l a lloca tion a cts  a s  a  drought buffe r s hould continuing

drought conditions  in the  southwest continue , and should wate r de liveries  from the

CAP to municipa l and indus tria l use rs  ever be  curta iled. The  la rger the  Company's

a lloca tion the  more  wate r it will ge t if supplies  a re  ra tioned.

Q- HO W DO E S  THE  C O MP ANY P R O P O S E  TO  R E C O VE R  THE  C O S T O F

THE ADDITIO NAL ALLO C ATIO N?

A. The re  a re  thre e  s e pa ra te  cha rge s  a s socia te d with the  a dditiona l CAP a lloca tion:

(1) the  cos t of the  a lloca tion itse lf, which I discussed above , (2) the  annua l capita l

s e rvice  cha rge s --the s e  a re  a mounts  we  pa y whe the r or not we  us e  a ny of the

additional a lloca tion, and (3) the  cost of any additional water actua lly purchased.

The  $1.28 million  cos t of the  a lloca tion is  wha t we  a re  re que s ting be

included in ra te  base . The  annua l wa te r se rvice  cha rge , has  been included in the

Compa ny's  ope ra ting e xpe ns e s . Howe ve r, no cos t of the  wa te r its e lf ha s  be e n

include d in the  re ve nue  re quire me nt in this case. Mr. Boura s sa  discus se s  the

specifics  of these  adjus tments  in his  direct te s timony. Bourassa  DT a t ll.
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Q- WHY DOES C C WC B E LIE VE R AT E BAS E TR E ATME NT IS

AP P R O P R IATE  F O R  THE  $ 1 .2 8  MILLIO N C O S T O F  AC Q UIR ING  THE

ADDITIO NAL ALLO CATIO N O F  CAP  WATER?

As  expla ined above , the  opportunity to acquire  this  additiona l cap wa te r is  an a ll-

or-nothing propos ition. CCWC does  not have  the  flexibility to acquire  a  portion of

the  1931 acre-foot, nor the  option to buy some additiona l CAP water now and more

la te r. In tha t sense , the  acquis ition of the  additiona l CAP a lloca tion is  ana logous  to

ma ny la rge  s ca le  ca pita l proje ct inve s tme nts . Ofte n, ca pita l proje cts  a re  s ize d

ba s e d on e ngine e ring s ta nda rds  or fore ca s te d de ma nd, or the  a bility to  a dd

additiona l plant a t a  lower incrementa l cos t. In other words , plant inves tment is  not
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simply about fulfilling immediate needs.

This means that the choice for CCWC is simple: If we want the CAP water

to ensure the long-term security of the Company and the ratepayers, we have to

buy the full allocation now. There is no other way, and once it is acquired we have

to pay the annual water service charge price every year. This also means that the

critical questions for this Commission to answer are (1) whether it supports the

policy of the State to conserve and protect groundwater resources, and (2) whether

the long term interests of CCWC's customers are best sewed by the acquisition of

the 1,931 acre-feet of additional surface water supplies. If the Commission

answers yes to either of these questions, I respectfully suggest the ratemaking

treatment we are seeking is reasonable.

Q- WHAT IF THE COMMISSION DOES NOT AUTHORIZE FULL COST

RECOVERY OF THE COSTS OF THE ADDITIONAL CAP ALLOCATION

IN THIS RATE CASE?

The Company will have a choice. It can retain the allocation and look for entities

that wish to enter into wholesale water delivery arrangements. Or, it can exchange

or relinquish the additional allocation and get its acquisition payment back. Of

course, if the Commission denies full cost recovery, then the Company expects to

retain all revenues from bulk sales of the CAP water. American States is not a

charity and if it makes an investment it expects a return on that investment.

Iv. IRRIGATION RATES AND REDUCED USE OF GROUNDWATER BY
GOLF COURSES.

1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

21
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2 3
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Q- YOU HAVE ANY CONCERNS WITH THE RATE DESIGN

APPROVED IN THE LAST RATE CASE?

DO

Yes. Although we have not asked that the general rate design be changed in this

proceeding, there is one apparent anomaly that should be corrected. While the
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Company's rate design is based on the idea that larger users pay more for water in

order to encourage conservation, there is a disparity between what our irrigation

customers pay relative to what our commercial and residential customers pay for

exactly the same water. The current commodity charge for a %" meter using in

excess of 9,000 gallons monthly is $3.03 per thousand gallons, while the irrigation

commodity charge regardless of meter size is only $1.56 per thousand gallons. Mr.

Bourassa has corrected this in his proposed rate design and schedules. Bourassa

DT at 23.

Q. DOES THE COMPANY PROVIDE WATER SERVICE TO GOLF

COURSES WITHIN IN ITS CC&N?

A. Yes, we have several golf course customers. In the last rate case, the Commission

ordered the Company to take steps to increase customer use of effluent and reduce

reliance on groundwater to supply water to golf courses, ornamental lakes and

other aesthetic water features. Decision 68176 at 45. The Company's filing in

compliance with this requirement was made September 19, 2006.

Q- HAS USE OF POTABLE WATER BY GOLF COURSES BEEN REDUCED?

Yes. Historically, three of the four golf courses (Sunridge Canyon, Fire Rock and

Eagle Mountain) within CCWC's service area received both a mix of potable water

from CCWC and treated sewage effluent ("effluent") from the Fountain Hills

Sanitary District ("FHSD"). The effluent was transported to the golf courses in a

network of underground pipelines, booster stations and storage ponds that were

open to the atmosphere. With prolonged exposure to the atmosphere, the quality of

the effluent stored in ponds and other water features would degrade over time and

make it less desirable to use by the Eagle Mountain and Fire Rock golf courses.
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Q- WHAT CHANGED?

Beginning in September 2006, the FHSD completed and made operational a new
FENNEMQRE CRAIG
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pumping and underground effluent storage facility that replaced the largest of their

existing storage ponds. This dramatic improvement in water quality, combined

with the higher price of CCWC's water, has led Eagle Mountain and Fire Rock to

change their supply mix. These two golf courses are now relying almost entirely

on effluent to meet their irrigation needs.

Q- WHAT IS  FHS D'S  P RICE FOR EFFLUENT?

A. FHSD has a fixed rate for effluent equal to 75% of CCWC's current commodity

irrigation rate .

Q- H O W  D O E S T HE C O MP ANY ACCO UNT F O R T HE R E DUC E D

REVENUES  FROM GOLF COURS ES  IN THIS  RATE CAS E?

Mr. Bourassa  has  made a  pro forma adjustment to tes t year revenues to account for

the  s ignifica nt re duction in  wa te r be ing purcha s e d by golf cours e s , a nd the

resulting reduction in revenue. See  Bourassa  DT a t 17.

v. WELL EXCHANGE
SANITARY DISTRICT.

P AYME NT F R O M THE  F C UNTAIN HILLS

Q- DID T H E  C O MP A N Y R E C E IVE  A  P A YME N T  F R O M T H E  F H S D

DURING THE TES T YEAR?

A. No, but it did receive a $1 .52 million settlement in February 2005 from the FHSD.
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Q- WHY DID F HS D MAKE THIS  S ETTLEMENT P AYMENT?

Prior to October 2000, the then current owner of the system, MCO Properties

("MCO"), began discussions with the FHSD regarding the status of CCWC's well

#9. Well #9 had historically been used as a source of water for CCWC. The

District needed a means of storing and retrieving treated sewage effluent from their

tertiary advanced wastewater treatment plant. Typically, effluent is stored by

pumping into an aquifer during the winter and withdrawn and distributed to golf

courses and parks located within Fountain Hills during the remainder of the year.
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The  Dis trict ne e de d to drill a n a dditiona l Aquife r S tora ge  a nd Re cove ry (AS R)

we ll in the  vicinity of CCWC's  we ll #9. Awa re  tha t this  ne w we ll could ha ve  a n

impa ct on we ll #9, the  Dis tric t a nd MCO e nte re d in to  ne gotia tions  on a  we ll

exchange  agreement. The  key provis ion of this  is  tha t the  Dis trict would supply a

ne w we ll s imila r in production a nd wa te r qua lity to we ll #9. We ll #9 wa s  to be

ta ke n off-line  a nd phys ica lly is ola te d from the  s ys te m whe n the  ne w AS R we ll

came online .

Q- DID THE DIS TRICT CO MP LETE A REP LACEMENT WELL?

A. No, FHS D wa s  una ble  to  drill a  we ll tha t yie lde d  re s u lts  s a tis fa c tory to  the

Compa ny. With we ll #9 not a va ila ble  for production a nd the  like lihood of drilling

a  matching we ll minimal, CCWC and FHSD agreed to CCWC be ing compensa ted

for an equiva lent cos t of water to replace  tha t amount well #9 would have  produced

ove r the  re ma inde r of its  us e ful life . An impa rtia l cons ulta nt, Ca rollo Engine e rs

pre pa re d the  s tudy which wa s  re vie we d, comme nte d a nd the n a pprove d by both

parties . Owing  to  the  e xpe ns e s  the  Dis tric t ha d  incurre d  to  da te  to  d rill a

replacement we ll, approxima te ly $600,000, the  figure  of $1.52 million was  agreed

to by both pa rtie s . This  was  e ssentia lly a  se ttlement we  reached in orde r to avoid

an expensive  and protracted dispute  between coopera tive  utility providers .

Q. WAS  THERE A WRITTEN AGREEMENT?
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Ye s , a  We ll Tra ns fe r Agre e me nt wa s  e xe cute d in J a nua ry 2005. Unde r the

agreement, CCWC agreed to cease  use  of two of its  wells , the  previously described

we ll #9, a nd we ll #8, which wa s  ne ve r us e d a s  a  pota ble  s ource  of wa te r. The

C o mp a n y a ls o  g a ve  th e  F HS D a n  o p tio n  to  p u rc h a s e  th e  re a l p ro p e rty,

approximate ly 10,000 square  fee t, on which well #8 is  loca ted. In cons idera tion for

a ll of this , the  FHSD paid the  Company the  $1 .52 million.
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Q- WHAT RATEMAKING TREATMENT DOES CCWC PROPOSE FOR

THIS SETTLEMENT PAYMENT?

We propose to split the proceeds with our ratepayer on an equal basis. We

understand this is consistent with other Commission decisions. Mr. Bourassa

discusses how this is accomplished in his direct testimony. Bourassa DT at ll.

Q, DOES THAT CONCLUDE YOUR DIRECT TESTIMONY?
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A. Ye s .
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HANFORD DIRECT EXHIBIT 1



Maricopa  County
*L Environmental Services Department

PUBLIC WATER SYSTEM COMPLIANCE STATUS REPORT

System Name: Chaparral City Water Co.
PWS ID#: 07-011

Type of System: Communitv Number of POE's: § Surface Water: yes
Number of Service Connections: 12550 Population Served: 24219

Assigned Monitoring Dates - Initial: 1/1/94 Phase II: 1/1/94 Phase V: 1/1/94

Does the water system have a Certified Operator? yes

Does the system have major treatment plant deficiencies? M
Please describe:

Date of last inspection: December 23. 2005

Does the system have major O 8¢ M deficiencies? QQ
Please describe: Svstem should update Microbiological Site Sampling Plan to include recent
changes to total coliform monitoring schedules and locations (this is not considered a
violation)

Does the system have water quality monitoring/reporting deficiencies? yes
Please describe: Svstem did not submit 2007 1st Quarter HAA5 results. Svstem stated that
Dublic notice will be included in 2007 Consumer Confidence Report. Svstem should
resubmit missing 2006 monitoring data which was breviouslv sent to ADEQ

General Public Water System Compliance Status? Substantial Compliance

Date of compliance review: 8/21/07 By: Laura Moorhead
Phone: (602) 506-6631

Initials:

Requested By:
Supervisor Initials:

Fax Number/ Contact:
Date:

Tracking Number:

Drinking Water Program
John Kolman, Manager
1001 N. Centra l Ave ., S uite  150P hoenix, Arizona  85004-1940 Phone: (602) 506-6666 Fax: (602) 506-6925
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COMP ANY NAME:  Ch a p a rra l City Wa te r  Co m p a n y

ADWR  ID
Nu m b e r*

P u mp
Hors epower

P u mp  Yie ld

(rp m )

Casing
Depth
(Feet)

Casing
Diameter
(Inches)

Me te r S ize
(inches )

Ye a r
Drille d

55-604784(not in

service)
125 1500

725
10 3/4 8 1970

55-604785(not in

se rvice )
250 1180 765 350-20/415-16 10 1970

55-604786 350 1700 738 450-20/288-16 10 1972

55-604787 250 1100 768 300-20/468-16 10 1972

Name  or Des c rip tion
Capacity

(rpm)

Gallons Purchased or Obtained
(in thousands)

CAP Wate r Trea tment P lant I 3,470 0

CAP Wate r Trea tment P lant II 10,417 2,389,948

We ll #10 and #11 2,800 84,590

BOOS TER P UMP S F IR E  HYDR ANTS

Hors epower Quantity Quantity Standard Quantity Other

40 4 1,540 n/a

60 2

75 8

100& 125 3

S TORAGE TANKS P RES S URE TANKS

Capacity Quantity Ca pa c ity Quantity

3.5 1 10,000 2

1.5 1 5,000 4

WATER COMPANY PLANT DESCRIPTION

WE LLS

* Arizona Department of Water Resources Identification Number

OTHER WATER S OURCES

10



1.25 4 3,000 2

0.5 or le s s 2

COMPANY NAME: Chaparral City Water Company

Size (in inches Quantity
5/8  X%

% 8,587
1 4,382

1 % 162

2 163
Comp. 3 39
Tu rb o  3
Comp. 4 9
Tu b o  4

Comp. 6 3
Tu b o  6

Size  (in inches ) Ma te r ia l Le ngth  (in  fe e t)
2
3
4 57,344
5

6 488,610
8 217,628

1 0 4,050

1 2 132,124
16 30,045

1 8 27,613

WATER COMPANY PLANT DESCRIPTION (CONTINUED)

CUSTOMER METERSMAINS

For the following three items, list the utility owned assets in each category.

TREATMENT EQUIP MENT:

STRUCTURES :

OTHER:

11



COMPANY NAME: Chaparral City Water Company

MONTH NUMBER OF
CUSTOMERS

GALLONS SOLD GALLON PUMPED
& Purchased
(Thousands)

JAN UARY 13,052 151,360 171,093
FEBRUARY 13,074 140 ,780 170,693
MARCH 13,106 132,320 169,197
APRIL 13,129 165,342 204,828

MAY 13,118 175,592 256,017

JUNE 13,222 239,917 268,577

JULY 13,246 232,213 252,889

AUGUST 1 3 ,2 5 7 182,504 218,532

SEPTEMBER 13,297 177,931 201,340

OCTOBER 13,317 154,327 224,290

NOVEMBER 13,328 181,812 177,767

DECEMBER 13,345 146,115 159,100
2,080,213 2,474,323

4

L r

WATER USE DATA SHEET BY MONTH FOR CALENDAR YEAR 2006

TOTAL

Is the Water Utility located in an ADWR Active Management Area (AMA)?

(  X ) Y e s ( ) N o

Does the Company have an ADWR Gallons Per Capita Per Day (GPCPD) requirement?

(  X ) Y e s ( ) N o

If yes, provide the GPCPD amount: 128
What is the level of arsenic for each well on your system. Well #10= 9.3mg/l

well #11=10.0 mg/l
(If more than one well, please list each separately.)

Note: If you arejilingfor more than one system, please provide separate data sheets for each
system.

1 2
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1.

Q -

INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,

Phoenix, Arizona, 85029.

Q- WHAT IS YOUR PROFESSION AND BACKGROUND?

I am a Certified Public Accountant and am self-employed, providing consulting

services to utility companies as well as general accounting services. I have a B.S.

in Chemistry/Accounting from Northern Arizona University (1980) and an M.B.A.

with an emphasis in Finance from the University of Phoenix (1991).

Q- C O U LD  Y O U  B R IEFLY  S U M M A R IZE Y O U R  PR IO R  W O R K  A N D

REGULATORY EXPERIENCE?

A. Yes. I was employed by High-Tech Institute , Inc., and served as  controller and

chief financial officer, prior to becoming a private consultant. Prior to working for

High-Tech Institute , I worked as  a  divis ion controller for the  Apollo Group, Inc.

Before joining the Apollo Group, I was employed at Kozo ran & Ker rode, CPAs.

In that position, I prepared compila tions  and other write-up work for water and

wastewater utilities, as well as tax returns.

In my private practice, I have prepared and/or assisted in the preparation of

s e ve ra l wa te r a nd wa s te wa te r utility ra te  a pplica tions  be fore  the  Arizona

Corpora tion Commiss ion ("Commiss ion"). A summary of my regula tory work

experience is attached.
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Q, ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?

I am testifying in this proceeding on behalf of the applicant, Chaparral City Water

Company ("CCWC" or "the Company"). In this proceeding, CCWC is seeking a

determination of (i) the fair value of its utility properties for ratemaking purposes,

(ii) a fair and reasonable rate of return thereon, and (iii) increases in its rates and
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charges  for wa te r utility se rvice  in its  ce rtifica ted se rvice  a rea , which is  loca ted in

Maricopa  County.

II.

Q-

O VERVIEW O F  THE CO MP ANY' S  AP P LICATIO N.

WHAT IS  THE P URP OS E OF YOUR DIRECT TES TIMONY?

A. My dire ct te s timony in this  proce e ding is  be ing file d in two pa rts . In this  portion

of my dire ct te s timony, am sponsoring tes timony tha t addresses  the  Company's

ra te  ba se , its  income  s ta te me nt (re ve nue  a nd ope ra ting e xpe nse s ), its  re quire d

increase in revenue, and its  rate  design and proposed rates and charges for service.

Schedules  A through H, except the  D and G schedules , a re  a ttached to this  portion

of my direct te s timony. I was  re spons ible  for the  prepa ra tion of the se  schedule s

ba se d on my inve s tiga tion a nd re vie w of the  re le va nt books  a nd re cords  for the

Company.

In the  second portion of my direct te s timony, to which the  D schedules  a re

a tta che d, I a ddre s s  cos t of ca pita l. The  Compa ny is  re que s ting a  re turn on

common e quity of l0.5%. As  s hown on S che dule  D-1, the  Compa ny's  ca pita l

s tructure  cons is ts  of a pproxima te ly 23 pe rce nt de bt a nd 77 pe rce nt e quity. The

weighted cost of capita l is  9.32 percent.

For the  convenience  of the  Commiss ion and the  parties , the  two portions  of

my dire ct te s timony, e a ch with the  re le va nt s che dule s  a tta che d, a re  be ing file d

separately in this case.

I

Q- WHY DID THE COMP ANY OMIT THE " G"  S CHEDULES ?
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A. CCWC omitte d the  "G" S che dule s  be ca us e  CCWC is  propos ing to follow the

same  inverted tie r ra te  des ign approved by the  Commiss ion in the  la s t ra te  case .

A COSS was  prepa red in the  la s t ra te  case  and its  implica tions  did not influence

the  current ra te  des ign. S ince  this  Commiss ion has  adopted the  same  bas ic ra te

design for the  past severa l years  and the  Company proposes  the  same ra te  design
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in  the  ins ta n t ca s e , a  COS S  is  unne ce s s a ry. Th e  "G " s ch e d u le s  we re  o mitte d

be ca use  the y we re  a n unne ce ssa ry e xpe nse  in this  ca se .

Q- PLEASE SUMMARIZE THE COMPANY'S APPLICATION.

The test year used by CCWC is the 12-month period ending December 31, 2006.

The Company has also  proposed certain pro  forma adjustments to  take into

account  known and measurable changes to rate base, expenses and revenues.

These pro forma adjustments are consistent with normal ratemaking and with the

Commission's rules and regulations. They are also necessary to obtain a normal

or realistic relationship between revenues, expenses and rate base.

As  s t a t ed  abo ve ,  t he  Co mpany is  r eques t ing  an o ve r a ll  r e t u r n  o f

9.32 percent on its fair value rate base. The resulting increase in revenues needed

to provide that return is approximately $3,063,40(), an increase of approximately

41 . 14 percent over the adjusted and annualized test year revenues.

Q- WHY IS CCWC FILING FOR RATE INCREASES AT THIS TIME?

The Company's last rate increase was approved on September 30, 2005 (Decision

68176) using a test year ending December 31, 2003. Since that time, CCWC has

made significant  investments in plant ,  and various operat ing expenses have

increased. The Company's current rate of return on fair value rate base, based on

the adjusted test year data, is approximately 2.77 percent. Consequently, rate

increases are necessary to ensure that the Company has an opportunity to earn a

fair return on the fair value of its ut ility plant  and property devoted to public

service.

Q- WHAT IS THE STATUS OF THE PRIOR DECISION?
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A. The Company appealed Decision 68176. On February 13, 2007, the  Arizona

Court ofAppeals issued its Memorandum Decision, remanding Decision 68176, in

part, back to the Commission. The remand proceeding (Docket No. W-02113A-
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04-0616) is currently proceeding before the Commission

2

3

Q- WHAT IS AT ISSUE IN THE REMAND PROCEEDING?

From a ratemaking perspective, the question is how the Company's operating

income in the last rate case should have been determined consistent with the Court

of Appeal's decision. Practically speaking, the remand proceeding is about

whether the Commission should have approved higher rates, and if so, how to

remedy the problem

8 Q- HOW WILL THE OUTCOME OF THE REMAND PROCEEDING

IMPACT THIS RATE CASE?

10

11

12

The remand proceeding itself will not have an impact on the revenue requirement

in the instant case. What may change is the required increase in the revenue

requirement in the instant case over the revenue requirement approved in the

remand proceeding

14

15

16

Q- PLEASE EXPLAIN

For example, if the revenue requirement and rates for the prior case are set higher

in the remand proceeding, then the difference between the Company's proposed

revenue requirement in the instant case and the adjusted test year revenues will be

smaller (along with the needed percentage increase). Again, however, the

Company's total proposed revenue requirement in the instant case will not be

impacted

18

19

20

21

22

Q. BUT MR. BOURASSA, WOULDN'T YOU AGREE THAT THE REMAND

PROCEEDING COULD HAVE AN IMPACT ON THE MANNER IN

WHICH OPERATING INCOME IS DETERMINED IN THE INSTANT

25 A

CASE?

It could, but I prefer not to speculate and that is all anybody can do at this time
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111.

Q-

SUMMARY OF A, E AND F SCHEDULES.

MR. BOURASSA, LET'S TURN TO THE COMPANY'S SCHEDULES.

PLEASE DESCRIBE THE SCHEDULES LABELED AS A, E, AND F.

1
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9

1 0

11

1 2

1 3

1 4

15

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

The A-1 Schedule is a summary of the rate base,  adjusted operat ing income,

current rate of return, required rate of return, operating income deficiency, and the

increase in gross revenue. Revenues at present and proposed rates and customer

classifications are also shown on this schedule.

The A-2 Schedule is a summary of results of operations for the test year,

prior years, and a projected year at present rates and proposed rates.

Schedule A-3 contains the Company's capital structure for the test year and

the two prior years.

Schedule A-4 contains the plant construction, and plant in service for the

test  year and prior years. The projected plant additions are also shown on this

schedule.

Schedule A-5 is t he summary o f t he Company's changes in financial

position (cash flow) for the prior two years, the test year at present rates, and a

projected year at present and proposed rates.

The E Schedules are based on CCWC's actual operating results, as reported

by the Company in annual reports filed with the Commission. The E-1 Schedule

contains the comparative balance sheet data for the years 2004, 2005, and 2006.

Schedule E-2, page 1, contains the income statement for the years 2004,

2005, and 2006.

Schedule  E-3 cont ains t he  st a t ement s o f changes in t he  Company's

financial position for the test year and the two prior years.

Schedule E-4 provides the changes in stocldlolder's equity.

Schedule E-5 contains the Company's plant in service at the end of the test
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year, and one year prior to the end of the test year.

Schedule E-7 contains operating statistics for the years ended December 31,

2004, December 31, 2005, and December 3 l, 2006.

Schedule E-8 contains the taxes charged to operations.

The accountant's notes to the financial statements and the financial

assumptions used in preparing the rate filing schedules are shown on Schedules

E-9 and F-4, respectively, in accordance with the Commission's standard filing

requirements. The Company has stand-alone audited financial statements

prepared, which are included in the Company's schedules.

Q- PLEASE CONTINUE.

A. S che dule  F-1  conta ins  the  re s u lts  o f ope ra tions  a t the  pre s e n t ra te s  (a ctua l a nd

a djus te d), a nd a t propose d ra te s .

S che dule  F-2  conta ins  the  s umma ry of cha nge s  in  fina ncia l pos ition  (ca s h

flow) for the  prior two ye a rs , the  te s t ye a r a t pre s e nt ra te s , a nd a  proje cte d ye a r a t

pre se nt a nd propose d ra te s .

S che du le  F-3  s hows  the  Compa ny's  p ro je c te d  cons truc tion  re qu ire me nts

for 2004, 2005, a nd 2006.

S che dule  F-4 conta ins  the  a s s umptions  us e d in de ve loping the  a djus tme nts

and projections contained in the rate filing.
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RATE BASE (B SCHEDULES).

WOULD YOU EXPLAIN THE RATE BASE SCHEDULES, WHICH ARE

LABELED AS THE B SCHEDULES?

Yes. I will start with Schedule B-5, which is the working capital allowance. The

results produced by the "formula method" of comput ing the working capital

allowance are shown only for informational purposes on Schedule B-5. The

Company is not requesting a working capital allowance in this case, as reflected
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on S che dule s  Bl, BE, a nd BE.

Q- WHY ISN'T THE COMPANY SEEKING WORKING CAPITAL?

A. In order to simplify this tiling and to reduce issues that might be in dispute.

Q- PLEASE CONTINUE WITH YOUR DISCUSSION OF THE RATE BASE

SCHEDULES.

A. Schedule B-4 contains reconstruction cost new less depreciation ("RCND") plant

information. There are B-4 schedules for both the Company's plant base as well

as the General Office plant base.

Q. WHAT IS THE GENERAL OFFICE PLANT?

A. While  CCWC maint a ins  a  lo ca l o ffice  in Fo unt a in Hills ,  t he  Co mpany's

accounting, billing, and customer call center operations are primarily performed

by American States in California. General Office plant is the plant required for

American States to  perform these funct ions for  all o f it s water  operat ions,

including CCWC. The plant  amounts allocated to CCWC and included in rate

base are based on a four-factor formula: (l) customer numbers, (2) utility plant,

(3) expenses, and (4) labor costs.

The percentage allocated for CCWC is quite low, 3.21 percent, due to the

small size of its plant, customer base and expenses relative to other operations.

Q. WHY IS THE COMPANY SUBMITTING SCHEDULES SUPPORTING

AN RCND RATE BASE?

Because we are required to by the Commission's rules. See R14-2-103.B.
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Q- HOW WERE THE RCN PLANT BASES DETERMINED?

The RCN plant  bases were developed using the Handy-Whitman Bullet in 155

Plateau Region (HW Bulletin 155) and the U.S. Department of Labor Consumer

Price Index for All Urban Consumers (CPI-U).

The plant-in-sewice or plant asset listing at the end of the test year was first
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summarized by asset class (account) and vintage year. An appropriate cost index

number was assigned to each asset class and vintage year. Handy-Whitman

Bulletin 155, Plateau Region was used as the cost index source for construction

plant, and the CPI-U was used as the cost index source for certain non-

construction plant items such as computers and transportation equipment. To

restate the original cost in current dollars, the original cost was multiplied by a

cost factor for each asset class and vintage year. The cost factor is the ratio of the

cost index number at the end of 2006 and the cost index number assigned.

Q- DID YOU TREND LAND, ORGANIZATION, FRANCHISE AND OTHER

INTANGIBLE PLANT?

A. No. Although not trending these components of plant results in an understatement

of current value, I did not trend land, organization, franchise or other intangible

plant in order to simplify this filing and to reduce issues in dispute in this case.

Q. HOW DID YOU TREND ACCUMULATED DEPRECIATIQN?

A. Trended accumulated depreciation was determined for each asset class by

multiplying the original cost accumulated depreciation balance by asset class at

the end of the test year by the ratio of the asset class trended RCN plant base and

the asset class original cost plant base.

Q. HOW DID YOU TREND ADVANCES IN AID OF CONSTRUCTION AND

CONTRIBUTIONS IN AID OF CONSTRUCTION?

A. Advances in aid of construction ("AIAC") and contributions in aid of construction

("CIAC") were trended using the ratio of the total of the trended RCN plant base

to the total of original cost plant base.
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Q- HAVE YOU PREPARED A SCHEDULE SHOWING ADJUSTMENTS TO

THE RCND RATE BASE?

Ye s . S che dule  B-3, pa ge  1  s hows  thos e  a djus tme nts . S che dule s  B-3, pa ge s  2
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through 8 are  the supporting schedules.

Adjus tme nt numbe r 1 incre a se s  a ccumula te d de pre cia tion a t the  tre nde d

amount of the  difference  between the  book balance  of accumulated deprecia tion a t

the end of the test year and the computed accumulated depreciation balance.

Adjus tme nt numbe r 2 incre a se s  pla nt in s e rvice  for the  tre nde d a lloca te d

Genera l Office  plant cos t.

Adjus tment number 3 increa se s  accumula ted deprecia tion for the  trended

allocated genera l office  plant accumulated deprecia tion.

Adjus tme nt numbe r 4  incre a s e s  the  CIAC a t the  tre nde d  a mount o f

unrecorded amortiza tion.

Adjus tme nt 5 re move s  de fe rre d income  ta x a mounts  re la te d to goodwill.

S ince  goodwill ha s  not be e n include d in ra te  ba s e , the  re la te d de fe rre d ta x

amounts should be excluded from rate  base.

Adjus tme nt 6  re fle cts  the  a mortize d portion of a  re gula tory lia bility of

$760,000 e s ta blishe d by the  Compa ny in 2005. I will e xpla in re gula tory lia bility

furthe r be low.

Adjus tme nt 7 re fle cts  a n incre a s e  to de fe rre d re gula tory a s s e ts  for the

purcha s e  of a n a dditiona l CAP a lloca tion. I will e xpla in this  a djus tme nt furthe r

be low.

Q- HAVE YOU PREPARED A SCHEDULE SHOWING ADJUSTMENTS TO

THE ORIGINAL COST RATE BASE?
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A. Ye s . S che dule  B-2, pa ge  1 , s hows  a djus tme nts  to  the  origina l cos t ra te  ba s e .

S c h e d u le s  B-2 ,  p a g e s  2  th ro u g h  8  a re  th e  s u p p o rtin g  s c h e d u le s . Thes e

a djus tme nts  a re , in s umma ry:

Adjus tme nt numbe r l incre a s e s  a ccumula te d de pre cia tion by the  a mount of

the  diffe re nce  be twe e n the  book ba la nce  of a ccumula te d de pre cia tion a t the  e nd of
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the test year and the computed accumulated depreciation balance.

Q- DO  THE  P LANT AND AC C UMULATE D DE P R E C IATIO N S HO WN O N

S CHEDULE B-2 AND S CHEDULE B-3 R E F LE C T T HE LAS T

COMMIS S ION RATE ORDER?

Yes , The  plant shown on Schedule  B-2 s ta rted with the  Commiss ion-de te rmined

plant from the  las t ra te  case . Plant additions  and re tirements  s ince  the  tes t year in

that case  have  been added to and deducted from tota l plant shown on schedule  B-

2. The  B-2 schedules , pages  pa  through ad, show the  de ta ils  for the  recomputed

a ccumula te d de pre cia tion through the  e nd of the  te s t ye a r us ing ha lf-ye a r

convention for deprecia tion. Corresponding adjus tments  were  made  to the  RCND

rate base, as shown on Schedule B-3 .
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Q. P LEAS E C O NTINUE WITH YOUR D1 s c Us s 1 o n  OF  THE RATE BAS E.

Adjus tment number 2 increa se s  plant in se rvice  for the  a lloca ted Gene ra l Office

plant cos t.

Adjus tment number 3 increases  accumula ted deprecia tion for the  a lloca ted

genera l office  plant accumulated deprecia tion.

Adjus tme nt numbe r 4  incre a s e s  the  CIAC a t the  compute d a mount of

unrecorded amortiza tion.

Adjus tme nt 5 re move s  de fe rre d income  ta x a mounts  re la te d to goodwill.

S ince  goodwill ha s  not be e n include d in ra te  ba s e , the  re la te d de fe rre d ta x

amounts  should be removed.

Adjus tme nt 6  re fle cts  the  a mortize d portion of a  re gula tory lia bility of

$760,000 e s ta blis he d by the  Compa ny in 2005. The  re gula tory lia bility re fle cts

one -ha lf of the  ga in of $1,520,000 a s  a  re sult of an agreement with the  Founta in

Hills  S a n ita ry Dis tric t ("FHS D"). The  de ta ils  o f th is  pa yme nt, which  wa s

e s s e ntia lly a  s e ttle me nt ove r the  va lue  of two of the  Compa ny's  we lls , a re
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discussed by Mr. Robert Hanford in his  direct te s timony. Hanford DT a t 9-10.

Q. WHY DID THE  C O MP ANY E S TAB LIS H A R E G ULATO R Y LIAB ILITY

F O R  O NE-HALF  O F  THE G AIN F R O M THE S ETTLEMENT WITH THE

FHFD?

The re  is  pre ce de nt by this  Commis s ion to s ha re  e xtra ordina ry ga ins  e qua lly

be twe e n the  Compa ny's  sha re holde rs  a nd its  ra te  pa ye rs . Se e  Arizona  Wa te r

Company-Eastern Group, De cis ion No. 66849 (Ma rch 19, 2004) a t 32-35. To

help e liminate  issues  tha t might be  in dispute  in this  ra te  case , CCWC proposes  to

share  the gain with ra te  payers.

Q- IS  THE GAIN AMOUNT A DEDUCTION FROM RATE BAS E?

A. Ye s , thus , including the  sha re d ga in re duce s  the  re ve nue  re quire me nt. As  I will

dis cus s  la te r, the  Compa ny a lso propose s  to include  a mortiza tion of the  ga in in

operating expenses which further reduces the revenue requirement.

Q- HAVE YOU MADE ANY OTHER ADJ US TMENTS  TO RATE BAS E?

A. Yes . Adjus tment 7 increases  ra te  base  by $1.28 million, the  amount to be  pa id by

CCWC by De ce mbe r 31, 2007, for a n a dditiona l a lloca tion of CAP  wa te r. Se e

Hanford DT a t 5-7.

Q- WHY IS  THE CO MP ANY P RO P O S ING  RATE BAS E TREATMENT F O R

THE COS T OF  ACQUIRING AN ADDITIONAL CAP  ALLOCATION?

A. Because  it is  an inves tment in wate r supply purchased us ing pa id-in-capita l. If the

sha reholde r is  going to pay the  cos t of securing the  mos t sa fe  and re liable  wa te r

supplie s  for CCWC's  ra tepayers , then the  sha reholde r should be  awarded with a

re turn on the  fa ir va lue  of tha t asse t.

Q- IS N'T THIS  P OS T TES T YEAR P LANT, MR. BOURAS S A?
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Yes, but not in the  traditional sense .
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Q. PLEASE EXPLAIN.

A. To the  extent tha t I have  made  an adjus tment to the  tes t year ra te  base  amount to

recognize  an asse t acquired a fte r the  tes t year, yes . However, the  cos t of the  CAP

a lloca tion is  entire ly known and measurable , a s  is  the  cos t of the  annua l capita l

s e rvice  cha rge  I us e d a s  the  ba s is  of the  proforma  a djus tme nt to the  income

sta tement I discuss  in the  next section of my tes timony.

Q. BUT HAVEN' T YO U CREATED A MIS MATCH BETWEEN RATE BAS E,

REVENUES  AND EXP ENS ES ?

A. Not at all. The additional allocation of CAP water is revenue neutral as it is not

anticipated to generate any additional revenues for the Company. On the expense

side, the annual service charge will be charged as long as the Company holds the

additional allocation of CAP water, therefore this adjustment is now known and

measurable. However, I have not made any adjustment to operating expenses for

the cost of delivery of water from the additional allocation. That cost is not

known and measurable at this time because the Company does not yet know how

much of the additional CAP allocation it will use.

Q- IS THE ADDITIONAL CAP ALLOCATION USED AND USEFUL?
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A. I be lie ve  s o. As  e xpla ine d in Mr. Ha nford's  dire ct te s timony, the  Compa ny ha s

be e n pre s e nte d with a  unique  opportunity to a cquire  a dditiona l s urfa ce  wa te r

supplies . Ha n fo rd  DT a t 5 . This  a dditiona l a lloca tion give s  the  Compa ny

a dditiona l opportunitie s  to (1) furthe r promote  the  conse rva tion of groundwa te r,

(2) be tte r withs tand reductions  in the  amount of CAP wate r ava ilable  in the  Sta te ,

and (3) mee t increa se s  in demand. Given the se  bene fits  to ra tepaye rs , and tha t

this  is  a  one -time , a ll-or-nothing option, I be lieve  the  acquis ition of the  additiona l

CAP water is  appropria te  for ra te  base  trea tment.
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Q- HOW WAS THE PROPOSED "FAIR VALUE" RATE BASE SHOWN ON

A-1 DETERMINED?

The  fa ir va lue  ra te  ba s e  ("FVRB") s hown on  S che dule  A-1  is  ba s e d  on  a n  e qua l

we igh ting  of o rig ina l cos t ra te  ba s e  ("OCRB") a nd  re cons truction  cos t ra te  ba s e

Q, WHY HAS THE COMPANY CHOSEN AN EQUAL WEIGHTING OF

OCRB AND RCND AS FVRB?

A. To be conservative and to minimize potential areas of dispute.

Q- W H AT  D O YO U  ME AN B Y " C O NS E R VAT IVE " ,  MR .  B O UR AS S A?

As I understand the concept of "fair value," which is used in setting rates in

Arizona, the value of the plant and property on which the Company is entitled to

earn a fair return should be its current value, as opposed to its book or original

cost. A strict application of original cost fails to take into account increases in

construction costs and similar changes that would cause the current value of the

plant and property to be greater than original cost. Thus, averaging the OCRB and

the RCRB to determine the FVRB is a "conservative" approach.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

v.

Q.

INCOME STATEMENT (C SCHEDULES)-

LET'S MOVE ON TO THE C SCHEDULES. PLEASE EXPLAIN THE

ADJUSTMENTS YOU ARE PROPOSING TO THE INCOME

STATEMENT AS SHOWN ON SCHEDULES C-1 AND C-2.

The  de ta ils  of the  a djus tme nts  a re  s hown on S che dule  C-2. The  a djus tme nts  a re

the n  ca rrie d  fo rwa rd  to  the  C~l S che dule , which  con ta ins  the  a d jus te d  te s t ye a r

income  s ta te me nt.

Adjus tme nt 1 a nnua lize d de pre cia tion e xpe ns e . The  de pre cia tion ra te s  us e d

we re  a pprove d in the  prior ra te  ca s e  a nd a re  a s s e t cla s s  s pe cific. The  de pre cia tion

ca lcula tions  include  the  Ge ne ra l Office  pla nt.
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Adjus tme nt 2 incre a se s  the  prope rty ta xe s  ba se d on propose d re ve nue s .

The  Compa ny's  a djus tme nt re cognize s  the  re ce ntly pa s s e d Arizona  le gis la tion

Class  One  Property"). The  law reduces  the  assessment ra tio % percent (0.5%) for

the  next 10 years  s tarting in 2006. The Company has  proposed a  23% assessment

ra te  which will be  in e ffect for the  property tax year 2009 .

Q- HO W DID YO U C O MP UTE  THE  P R O P E R TY TAXE S  AT P R O P O S E D

RATES ?

To de te rmine  full ca s h va lue , I us e d the  me thod e mploye d by the  Arizona

De pa rtme nt of Re ve nue  - Ce ntra lly Va lue d P rope rtie s  ("ADOR" or "the

Department"). This method determines full cash value by using twice the average

of three years of revenue, plus an addition for CWIP and a deduction for the book

value of transportation equipment. In the  ins tant ca se , I used two times  the

adjusted revenues for 2006, and revenues at proposed rates. The assessed value

(24 percent of full cash va lue) was  then multiplied by the  property tax ra te  to

determine adjusted property tax expense.

Q- IS  THIS  CONS IS TENT WITH P RIOR COMMIS S ION DECIS IONS ?
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Yes. It is the same methodology used by the Commission in the last rate case for

the  Company. Cha pa rra l City Wa te r Compa ny, De cis ion No. 68176

(September 30, 2005), at 13-15. It has been used by the Commission consistently

for wa te r and sewer utilitie s  for the  pas t seve ra l yea rs . Et., Blaek Mountain

Sewer Corporation, Decision No. 69164 (December 5, 2006), at 10-12, Rio Rico

Utilitie s , Decision No. 67279 (October 5, 2004), at 8, Arizona Water Company,

Decision No. 64282 (December 28, 2001) at 12-13, Bella Vista Water Company,

Decis ion No. 65350 (November 2002), a t 16, Arizona -American Wate r

Company,Decision No. 67093 (June 30, 2004), at 9-10.

1,
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Q, WHY HAS THE COMMISSION UTILIZED THIS METHODOLOGY?

In the  Commis s ion's  own words , "us ing only his torica l re ve nue s  to ca lcula te

property taxes  to include  in the  cos t of se rvice  fa ils  to capture  the  e ffects  of future

revenue  from new ra tes , and can result in an unders ta tement or overs ta tement of

prope rty ta x e xpe ns e ." De cis ion No. 67093 a t 9-10. Whe n it come s  to prope rty

tax expense , each utility has  the  same  characte ris tics , only the  numbers  change .

So there  is  no reason to change the raternaking formula.

Q- PLEASE CONTINUE WITH YOUR DESCRIPTION OF THE INCOME

STATEMENT ADJUSTMENTS.

Adjus tme nt 3 a nnua lize d wa ge s  a nd s a la rie s  a nd re fle cts  wa ge  incre a s e s  gra nte d in

J a nua ry 2006.

Adjus tme nt 4  s hows  the  ra te  ca s e  e xpe ns e . Th e  Co mp a n y is  p ro p o s in g

$280,000 of ra te  ca s e  e xpe ns e  to be  a mortize d ove r thre e  ye a rs .

Q- H O W  D I D Y O U  D E T E R MI N E T H E A MO U N T O F R AT E C AS E

A.

EXP ENS E?

The  $280,000 is  a n e s tima te  ba s e d on the  la s t ra te  ca s e . It is  the  s a me  a s  the

a mount a uthorize d in the  la s t ra te  ca s e  a nd I fe lt it wa s  a n a ppropria te  s ta rting

point in this  ca se . My a djus tme nt for ra te  ca se  e xpe nse  will ha ve  to be  re vis ite d

periodically as the rate case progresses.

Q. WHY IS THE COMPANY PROPOSING TO USE A THREE-YEAR

AMORTIZATION PERIOD?
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This  is  a pproxima te ly the  time  pe riod s ince  the  la s t tiling. American Sta te s

inte nds  for Cha pa rra l City to  file  a t inte rva ls  cons is te nt with its  othe r wa te r

subs idia rie s , which is  on ave rage  eve ry three  yea rs . Consequently, the  use  of a

three-year amortiza tion period is  appropria te .
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Q, IS THERE UNRECOVERED RATE CASE EXPENSE FROM THE PRIOR

A.

CASE?

Yes. In the prior case, rate case expense was amortized over 4 years. Since the

prior Decis ion was  not is sued until September 2005 and new ra tes  were  not

effective until October 2005, there remains unrecovered rate case expense from

the prior case. I have included unrecovered rate case expense in the computation

and recast the annual amount to be included in operating expenses in the instant

case.

Q- THANK you. PLEASE CONTINUE WITH YOUR DISCUSSION OF THE

INCOME STATEMENT.

Adjustment 5 annualized purchased water expense for Central Arizona Project

("CAP") water costs using 2008 rates and for groundwater replenishment fees

assessed by the Central Arizona Ground Water Replenishment District . This

adjustment also incorporates the additional gallons from the revenue annualization

adjustment 6 and incorporates additional CAP water allocation of 1,931 acre feet

the Company will acquire by the end of 2007. I have discussed this addit ional

allocation above in my testimony on the rate base.

Q- YOU INCLUDED THE ANNUAL CAP WATER SERVICE CHARGES IN

THE COMPUTATION OF PURCHASED WATER?

A. Yes. The  amount for the  additiona l CAP a lloca tion wate r se rvice  or capita l

charge included in operating expenses is approximately $40,500. This amount has

to be paid by CCWC whether or not it takes any of the additional allocation.
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Q- PLEASE CONTINUE.

Adjustment 6 annualized revenues to the year-end number of customers for each

meter size. This adjustment is intended to increase revenues on the basis that the

number of customers at  year-end were receiving service during the ent ire 12
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months  of the  tes t year. The  annua liza tion for most mete r s izes  was  based on the

number of cus tomers  a t the  end of the  tes t year, compared to the  actua l number of

cus tome rs  on e a ch s ize  me te r during e a ch month of the  te s t ye a r. Average

re ve nue s  by month we re  compute d for the  te s t ye a r for e a ch me te r s ize . The

average  revenues  were  then multiplied by the  increase  (or decrease) in number of

cus tomers  for each month of the  te s t yea r. The  annua liza tion for the  4 inch and 6

inch irriga tion mete rs  is  based on changes  in the  amount of potable  wa te r sold to

golf courses .

Q. WHY DOES THE REVENUE ANNUALIZATION REDUCE REVENUES

IN THIS CASE?

A. At le a s t two  go lf cours e  cus tome rs  a re  no  longe r re lying  on  a nd /o r ha ve

s ignificantly reduced the  use  of potable  wa te r for golf course  irriga tion. The  golf

courses  a re  ins tead re lying more  and/or exclus ive ly on e ffluent wa te r. It appea rs

tha t the  Compa ny ha s  be e n s ucce s s ful in  complying with the  la s t ra te  ca s e

decis ion which required tha t the  Company work to reduce  the  use  of groundwater

on golf course s . Mr. Hanford discusse s  this  furthe r in his  te s timony. Hanford DT

at 7-9.

1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

Q IS THE LOSS OF GOLF COURSE WATER SALES A KNUWN AND

MEASURABLE CHANGE TO THE TEST YEAR?

Yes . I have  used 7 months  of actua l da ta  from Janua ry through July 2007 and 5

months  of proje cte d da ta . A full 12 months  of a ctua l da ta  will be  a va ila ble  in

3 months , we ll be fore  any othe r pa rty's  direct filing deadline  comes  a round. The

re duction in wa te r s a le s  mus t be  include d a s  a n a djus tme nt to the  te s t ye a r

re ve nue s  to obta in a  more  norma l or re a lis tic te s t ye a r. And the  Compa ny

s houldn't be  pe na lize d for he lping to a ccomplis h a dditiona l cons e rva tion of

groundwate r in its  CCN.
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Q- PLEASE CONTINUE.1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

Adjustment 7 removes non-utility revenues and expenses to eliminate the effects

on income taxes.

Adjustment 8 annualized purchased power costs based on rate increases

implemented late last year by Salt River Project ("SRP").

Adjustment 9 annualized purchased power costs based on rate increases

implemented earlier this year by Arizona Public Service Company ("APS").

Adjustment 10 annualized purchased power based on addit ional gallons

from the revenue annualizat ion performed in adjustment  6 while taking into

account the purchased power increases from SRP and APS in adjustments 8 and 9.

Adjustment  10 is int ended to  match addit ional revenues from the revenue

annualization.

Adjustment reflects the amortization of the shared gain on the settlement

payment  by FHSD discussed above. The amortization period proposed is 10

years. The amortization reduces operating expenses by $76,000 and ultimately

reduces the revenue requirement.

Adjustment 12 synchronizes interest expense with the Company's FVRB.

The weight ed  co st  o f debt  fro m Schedule  D- l is  mult ip lied  by t he  FVRB

contained on Schedule B-1 to derive the interest expense for computation of the

income taxes.

Adjustment 13 reflects the amortization of the addition CAP allocation as

discussed above. The Company proposes a 20-year amort izat ion period or

$64,000 annually.

Adjustment 14 reflects the change to incomes taxes at the effective tax rate

under proposed revenues.

11
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RATE DESIGN (H SCHEDULES)-

WHAT ARE THE COMPANY'S  PRESENT RATES

The monthly charges at present rates are listed below.

All Cla s s e s

Me te r
Size

Monthly
Min imum

Gallons included
in Monthly Minimum

3/4

1

0

0

0

0

0

0

0

0

0

0

1 1 /2

2

3

4

6

8

10

12

$ 13.60

s 22.70

$ 45.40

$ 73.00

s 146.00

S 227.00

s 454.00

$ 730.00

$1,043.00

$11980.00

Fire Hydrants used for
Irriga tion $ 146.00 0

Fire  Hydra nts  ba s ic
S e rvice $

$

0.00

10.00

0

0Fire  S prinkle r

The  commodity cha rge s  a nd tie rs  by me te r s ize  a re :

Re s ide ntia l, Comme rcia l a nd Indus tria l Cla s s

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Me te r
Slze Tie r (ga llons)

Cha rge
pe r 1,000 ga llons

FENNEMORE CRAIG
PROFESSIONAL CORPORATION
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3/4

1

1  1 /2

2

3

4

6

8

10

1 2

1 to 3,000

3,001 to 9,000

Over 10,000

1 to 24,000

Over 24,000

1 to 60,000

Over 60,000

1 to 100,000

Over 100,000

1 to 225,000

Over 225,000

1 to 350,000

Over 350,000

1 to 725,000

Over 725,000

1 to 1,125,000

Over 1,125,000

1 to 1,500,000

Over 1,500,000

1 to 2,250,000

Over 2,250,000

s 1.68

s 2.52

s 3.03

$ 2.52

s 3.03

S 2.52

S 3.03

$ 2.52

s 3.03

33 2.52

$ 3.03

$ 2.52

$ 3.03

$ 2.52

s 3.03

$ 2.52

s 3.03

s 2.52

$ 3.03

$ 2.52

35 3.03

$1.56

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Irriga tion  Cla s s

All Me te r S ize s All ga llons

Fire  Hydra nt Irriga tion a nd Cons truction Cla s s

All Me te r S ize s All ga llons $1.56

F E NNE MO R E  C R AIG
PROFES SIUNAL CORPORATIOI*
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$2.52

Standpipe (Fire Hydrants)

All Meter Sizes All gallons

Fire Sprinklers

All Meter Sizes A11 gallons $2.52

WHAT ARE THE COMPANY'S PROPOSED RATES?

The monthly charges a t proposed ra tes  are  lis ted below.

All Classes

Me te r
Size

Monthly
Minimum

Gallons  included
in Monthly Minimum

S 18.56

$ 30.97

$ 61.95

$ 99.61

S 199.21

S 309.74

$ 619.47

33 996.07

$1,423.15

$2,701.67

0

0

0

0

0

0

0

0

0

0

3/4

1

1  1  /2

2

3

4

6

8

10

12

Fire  Hydra nts  us e d for
Im g a t lo n $ 199.21 0

Fire  Hydrants  bas ic
Service s

s

0.00

10.00

0

0

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Fire  Sprinkle r
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The commodity charges and tiers  by meter s ize  are :

Residentia l, Commercia l and Industria l Class

Me te r
Size Tie r (ga llons)

Cha rge
pe r 1,000 ga llons

3/4

1

1  1 /2

2

3

4

6

1 to 3,000

3,001 to 9,000

Over 10,000

1 to 24,000

Over 24,000

1 to 60,000

Over 60,000

1 to 100,000

Over 100,000

1 to 225,000

Over 225,000

1 to 350,000

Over 350,000

1 to 725,000

Over 725,000

8 1 to 1,125,00>

1 0

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

1 2

Ove r 1 ,125 ,000

1 to 1,500,000

Ove r 1 ,500 ,000

1 to 2,250,000

Ove r 2 ,250 ,000

$2.292

$3.438

$4.134

$ 3.438

$4.134

$3.438

$4.134

$ 3.438

$4.134

$3.438

$4.134

$3.438

$4.134

$ 3.438

$4.134

$ 3.438

$4.134

$ 3.438

$4.134

$ 3.438

$4.134

FENNEMORE CRAIG
PROFESSIONAL Cost>okATIor
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Irriga tion Class

$3 .438

$3.438

A11 Meter Sizes All ga llons

Fire  Hydrant Irriga tion and Construction Class

All Me te r S ize s All ga llons

Standpipe  (Fire  Hydrants)

All Me te r S ize s All ga llons

Fire  Sprinkle rs

All Me te r S ize s All ga llons $3.438

$3.438

Q- HAS  THE COMP ANY P ROP OS ED A CHANGE IN THE RATE DES IGN?

A. We have  utilized the  same  ra te  des ign the  Commiss ion es tablished for CCWC in

the  la s t ra te  ca se . The  % inch me te re d cus tome rs  continue  to ha ve  a n inve rte d

three-tie r design while  the  1 inch and larger meters  continue  have  an inverted two-

tie r de s ign. Ra te  incre a se s  we re  spre a d e ve nly a cros s  a ll cla s se s  of cus tome rs

with the  exception of the  irriga tion and cons truction cla s s . For the  irriga tion and

cons truction cla s s , the  commodity cha rge  ha s  been se t to the  same  leve l a s  the

s ta ndpipe  a nd fire  sprinkle r commodity cha rge s . Howe ve r, unde r pre se nt ra te s ,

the  irriga tion a nd cons truction cla s s  ha d the  lowe s t commodity cha rge  -

lower than the  firs t tie r of the  % inch mete red res identia l cus tomers . There  is  no

in fa ct,

good reason for the  disparity and I have  e liminated it.

Q- WHAT IS  THE IMP ACT O F  THE CO MP ANY' S  P RO P O S ED RATES  O N

AN AVERAGE e A INCH METERED RES IDENTIAL CUS TOMER?

%

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

The  pre s e nt monthly bill for a inch me te re d re s ide ntia l cus tome r us ing a n

a ve ra ge  of 8,450 ga llons  is  $32.38. The  propos e d monthly bill for a  % inch

me te re d re s ide ntia l cus tome r us ing a n a ve ra ge  of 8,450 ga llons  is  $44.17

increase of $11 .80 or 36. 45% over the present rates.

an

FENNEMORE CRAIG
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WHAT IS THE IMPACT OF THE COMPANY'S PROPOSED RATES ON

AN AVERAGE 1 INCH METERED RESIDENTIAL CUSTOMER?

The present monthly bill for a l inch metered residential customer using an

average of 10,095 gallons is $48.14. The proposed monthly bill for a l inch

metered residential customer using an average of 10,095 gallons is $65.68 - an

increase of$17.56 or 36.43% over the present rates.

ARE THERE ANY CHANGES TO THE MISCELLANEOUS SERVICE

CHARGES?

No.

ARE THERE ANY CHANGES TO THE METER AND SERVICE LINE

INSTALLATION CHARGES?

No.

DOES THE COMPANY HAVE AN EXISTING OFF-SITE-FACILITIES

HUF?

Yes. The existing off-site facilities HUF is used, and has been used for off-site

facilities to provide water production, delivery, storage and pressure to new

service connections. No change is proposed.

DOES THAT CONCLUDE YOUR TESTIMONY?

1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

15

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

Ye s .
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Exhibit 1%
RESUME 0F THGMAS J. B€)UR.4sSSA, CPA

EDUCATIONAL BACKGRQUNU

i
1
Q§
5

B.S..Nortlihrh ArizelzaUni4z¢tsi§t3¢ Cliemishy/An¢Guntiiig 8980)
m.B.A. univ sny9f8h@=s&x BnwrIf¢§>is in £19919
c.p.A. State of Ariznua 6.1995)

i

EMPLOYMENT EXPERIENCE

1995 - Present

#of service, and rata design),rate re

CPA - Self Employed
Cons11l1$1t t#8t&ili§;sp=n 14g:181cry mailersincludingallaspecls iii
rate algaliadtiafls. frateubalstr, iiisame-statement cost of' capital. cos!

44%, ma..d§$*l31) .47at¢ evicts, certiiieales of
CC&N Qilensions, Financing

applicaiians,aecounti11g~arderapplications,and offisiie facilities
hook-up iéé a;:;.plig>8it1tis. Proifigiiz expert t¢s\imony."g.s fequiféél.

Consult on various asspuects afhusiness. financial and accounting
maders'incl14bdiz@g rhu§iness practices. generally acgaepxed
accounting pxfn<:ipIes,..pr0jec1 analysis, cash flaw analysis.
regUlatory trei1t1i1ent i'258§i1ain expenditures and .invesim§nts,
business vadualion ihd. rate;'vieWs»

1992-1995 EMployed bY }Iigl1=I'§;;h Institute, I?hQ¢nix; Alizona asContro1ler
and C.F.O.

1989-1992 Employed by.41I» School, a division ofUniversity of
Phoenix as Division .(3ontruller.

I985-¥989 Employed lay MI .Hiiiltléis,Tampa.and Pensacola, Florida as
Operatiens/=AemuntingMmxager

1982- 1935 Employed by anilpatft owner in .48:¢a Sand and Clay Eonxpany,
Pensacola, Flnridal

19314982 Empltryad by I8W<lue.l3mlversity;, \VestLafay¢tte, Indiana. as
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so=MmAny OFREGULATORY WORKEXPERIENCE AS SELF EmpLovl-:D
CONSULTANT

(`UmpAny/cl.lEn'l`
ICE Water l'sers Association

FUNCTION
Permanent Rate Application. Prepared
schedules and leslitied on Rule Base.
Plant. lncomc S\u1emenL Revenue
Requirement. Rate Design.

Dianwmi Venlur¢s - Verauu Certilicalc of Convenience :Md Necessity
- Waler. Prepared pro-forma balance
sheets. income statements, plant
schedules, rate base. Iinancinn. ad l i l i a
ratedeign_

Valley Urililie~ Financing Application.

I itch Eeld l".1rL Service Company Accounting Order. AaSi>l in preparing
definition andscope of costs br deierml
for future regulatoryconsideration ad
lreaunenl.

Golden Shores \\ arch Company PermanentRate Application, Prep.1red
achcdulea andtcslilied in RateBaa:
Plant. IncomeStatement.Revenue
Requirement. Rate Design, andCoal al
Capital.

Diablo Villzagr Water Company Otllsile Facililica hook-up fee application.

Utility Source. I .I.. Permanent Rate Application- Water and
Sew Er. Prepared schedules and lcstiilcd
on Rate Base. Plant. Income Statement.
Revenue Requircmem. Ran: Design. and
Cost of Capital.

Goodman Water Company Permanent Rate Application - Waler.
Prepared schedules and lestilicd on Rate
Base, Plant. Income Statement. and Cost
of CapitaL

Links at Coyote Wash Utilities- Certificate al' Convenience and Necessity
- Sewer. Prepared pro-forma balance
sheets. income statements, plant
schedules, matte base. financing. andinitial
Tate design.



COM PAIN YICLI ENT FUNCTION

New Riven U1ili1ic> Extension Ccnilicate of Cum°cn1em:¢ and
N¢cessi\) Water. Prepared pro-funnu
balance sheets, income slzncmenls. play
schedules. m:¢ base. and tinanuinu.

Johnson Utilities Extension of Ccnilicatc oIIConvenicnce
and Necessity - Sewer. Prepared pm-
fonna balance sheets, income statements,
plant schedules, late base, tinnncing. hand
initial rate design.

Bachrnunn Springs L'Lilily Permanent Rate Application - Water and
Sewer. Prepared short-form schedules for
Rate Base. Income Statement. Plant. Bill
Counts, and Rate Design.

Arm \ al ley Co-Op Pexmanenl Rate Application - Water.
Prepared schedules and testiticd on Rule:
Base, Plant. Incurs Staslcrllcill. Ru Unum
Requirement. and Rate Design.

Gold Canyon Svvscr Company Permanent Rule Application Scvwr.
Prepared schedules and lcsuiicd <.n Rule
Base. Plant, Income Statement. Re\ cnuc
Requirement. Rate Design. and Cum al'
Capital.

fur W est Wa1¢r .Md Sewer Company Pemmanem Rate Application Suv.-er.
Prepared schedules and tcsliiicd in Ralf
Base. Plant. Income Statement. Revenue
Requirement. Rate Design. and Cu:»t it'
Capital.

Black Mountain Scvs Er Company

Ballcml Sewer Company

Permanent Rate Application Sewer.
Prepared schedules and testified on Rah:
Base, Plant, Income Statement, Revenue
Requirement, Rate Design. and Cost of'
Capital.
Cer1iGcatc of Convenience and Necessity
- Sewer. Prepared pro-forma balance
sheets. income statements. plant
schedules. rate base. linancine. and initial
rate design.

3



COM PAN cu ENT
L immunity Water Company

FUNCTION
Permanent Rate Application - \\ uta.
Prcpzued schedules and testified on Rate
Base.Plant, Income Statement. Revenue
Requirement.and Rate Design.

McClain Water Systems Certificate of Convenience and Necessity
- Water. Prepared pro-&»m1a balance
sheets, income statements, plant
schedules. rate base, financing. and initial
ratedesign.

Valle) Utilities Water Company Permanent RateApplication- Water.
Prepared schedules and lestiticd on Riiln.
Base,Plant. Income Stalumenr. and
Revenue Requirement. Assured in
preparation of Rate Design.

Beards.1c§ Water Company Permanent RateApplication - \\ attar.
Prepared short-form schedules forRate
Base. Income Statement. Plant. Bill
Counts. and Rate Design.

Chaparral Cit} \\ attar Company Permanent Rate Application. Prqntrud
schedules and testified in Rate Base.
Plant, and Income Statement. Assisted in
preparation Rate Design.

Pins: Water Company. Inc. Interim and Permanent Rate Application.
FinancingApplication - Water. Ptcpured
schedules and testified on Kate list ,
Plant. IncomeStatement. Cost al Capital.
and Rate Design.

Tierra Linda Home OwnersAssociation Certificate of Convenience and Necessity
- Water. Prepared pro-forma balance
sheets. income statements. pkml
schedules, rate base. financing. and imtinl
me design.

Di.m1und Vcnlurcs - Red Rock Utililics Cenilicate ollConvenienee and Necessity
-Water and Sewer. Prepared pro-forma
balance sheets. income statements. plant
schedules. rate base. financing. andinitial
rate design.

4



G`0ld Canyon Sewer Company

€hapaITral City Water llnmpany

Liver Water a11d5Scwer Company

Rio Verde.Uti'liti€=s, Inc.

Hello Vista Water Ccfmparay, inc,

Gfeerm Valley Water Company

CQMPAMYICLIENT

Ari2f3rra+A1i1eri<:an Water Qompany, lim

mama

5

Permanent Application - Water and
S¢wer,.p.lr§:pg1g1ad ;hp4.;f¢m1.§ch¢du!;s for
Rate IiicmeiS1axemem, B i l l
C¢un.ts,.an8 Raw Qesign.

FLMCTIQN;

Permanent Rate Appli;;atioh.- Sewer.
Prepared schedules and testimony on Rate
Base, Plant. Rtvenue- Requirement, and
Iliéome Statement. Assisted in
preparation a£€ost ot'Capilal and Rate
Design.

-
Prepared an Rare
Base, .P14;iI, ana
Inc¢ml¢:. ii1'pr¢p9w@atiun
of Cost of Gapitad hand Rate Benign.

Permanent Rate Applieqiiarr- Walcr anti
Sflfwen.. Erepgared5¢ 4§,@
bn Rare Base, Plant{R.eww;1&~
Reqpuement, and

and Ralebesign.

Rermanent Rate Application Water and
Sgrfver (16. divisions). slab8-4195

tesiimiffliy ¢n*RateBasz, P1884
Irwnme Statement, and Revalue
.Req11itérn.ent. ¢°£ssist»r31 prépazqatiozn of
Rife Designly

Permanent Rate Applicattpg.
schedules andtestimony
Plant,-IncomeStatement, and Revenue
Rcquiremqnt.. Assisted Vr¢i=Mnli¢rr91?
Curst of Capital and Rate Desigzi.

s

Pamianenr Rate - Winer.
P edtilwand testimony on12911:
Base, Play, and.
Revenue Reqlliilianlejnt *i¢issiSt8tI iii
preparation of Cast. at @4pitaI and RMQ
D¢='éiE11»
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G<>ldcu Shores Water

New River Utility

Veil Water Company

E8aT `Wa1crCon1pany

Sedona Venture Wawa and SerVer

Far West Water Company (Water and
Séwezfh

TO>*»vn of Ore Valley

Coe Creek Sewer Company

Aura CO-OP, Inc.

)M3'A N YfCLIE? \fT

.....

Revexxuekequircrnenl, Rate Adjustment
and Rate Design - Sewer;

FUN ION

Permanent Rate Application-- Water,
AsSisted in preparation of schedules for
.Rate Bas¢,~P1ant, Income Statement, and
Rate Design;

Penngngplt Rat; Applialinn - Water.
'm prépanalion of f or

RHte.Basc, Plant. Income StaWlnlant, and
Rate Design,

Rate48pp1ieation. Assisngdifi
6iEsc3ié.§3JulI¢&.'f9r Rate-.Baaa

Plant, Ilawwanae ̀ 8t1altls1naent..ancl=
Deisign.

Permanent Rate- Applicatipli - Water.
Assisted i5repal5ati.nn ;of:Rate Base, .

Plant. lncame Statement, Revenue
Rgq.uirem¢4t,.and R318 Design.

Permanent Ra§é=Ai535li¢atinri - Wa1;e£a1¥d
Sewer... Assis1¢¢1;inpreparation o f
schedules for R4a§e3asé,.E;§nt,

Ana Mltefngsigg..

Permanent Rate Application -~ W81&t..
Agsisged in preparatiilh et selidgiailes tor
Rats Base, Income Statement, R1ev&I'11t8
Requirement, L§ggjd=-LagT8fQdy_; .817
Capita.l,=.and Iaare=11=>i8n.

Revenute Requirements, Waiver Rate
Adjustments and .Rule Be-tsign.

-»...4 .xv é:. .q..-.
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Permanent Rate Ap}5lication.- Water.
Assisted in preparation of sehedulés for
Rate Base, Plant, Income Statement. and
RateDesign.

Ponderosa Utility Company Permanent Rate Application - Water.
Assisted in préparatixin nfséliéiiules fur
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Rafe Base, PlanL, Incoiiié Statement and
RateDesign.
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Chaparral City Water Company
Test Year Ended December 31, 2006

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Schedule A-1
Page 1
Witness: Bourassa

Fair Value Rate Base $ 28,736,406

797,271Adjusted Operating Income

Current Rate of Return 2.77%

$ 2,678,233

9.32%

$ 1 ,880,962

Required Operating Income

Required Rate of Return on Fair Value Rate Base

Operating Income Deficiency

Gross Revenue Conversion Factor 1 .6286

Increase in Gross Revenue
Requirement $ 3,063,400

Customer Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

$ 3,524,021
2,441 ,283

172,583
345,894

24,229
34,290

$ 4,808,421
3,330,658

235,468
471 ,927

33,058
46,784

$ 1,284,400
889,376

62,886
126,034

8,829
12,494

36.45%
36.43%
36.44%
36.44%
36.44%
36.44%

Classif ication
Residential, Commerical, Industrial
3/4 Inch
1 inch
1.5 Inch
2 Inch
3 Inch
4 Inch
Irrigation
3/4 Inch
1 Inch
1.5 Inch
2 Inch
4 Inch
6 Inch

69,200
178,745
134,012
161,987
152,769
322,475

132,615
355,164
264,248
318,701
327,154
696,965

63,415
176,419
130,236
156,713
174,384
374,491

91 .64%
98.70%
97.18%
96.74%

114.15%
116. 13%

262
2,361
1,117

125,981
16,329

5,774

44.78%
74.03%
72.95%
48.73%
42.93%

0.06%

$ $

81
1,004

471
41 ,277

4,905
4

(8,050)
3,499,369
(436,080)

45.60%
141 .03%

0.00%
41 .14%

FHIConstruction
3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch
Fire Sprinkler
Reconciliation Amount GL Revenues
Subtotal
Revenue Annualization
Miscellaneous Revenues
Total of Water Revenues (al

181
1,357

646
84,704
11 ,424

5,770
8,050

$ 7,673,618
(309,207)

82,289
$ 7,446,700 $

11 ,172,987
(745,287)

82,289
10,509,989 $ 3,063,289

Line
No .

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

46
47
48
49
50
51
52

SUPPORTING SCHEDULES:
B-1
C-1
C-3
H-1



Chaparral City Water Company
Test Year Ended December 31, 2006

Summary of Results of Operations

Exhibit
Schedule A-2
Page 1
Witness: Bourassa

Description
Gross Revenues

Test year
Prior Years Ended Actual Adjusted

12/31/2004 12/31/2005 12/31/2006 12/31/2006
$ 6,544,219 $ 7,019,051 $ 7,755,907 $ 7,446,700

Proiected Year
Present Proposed
Rates Rates

12/31 /2007 12/31 /2007
s 7,446,700 $ 10,510,100

Revenue Deductions and
Operating Expenses

5,564,193 6,348,548 6,679,517 6,649,429 6,649,429 7,831,867

Operating Income $ 980,028 $ e70,503 $ 1,076,390 $ 797,271 s 797,271 $ 2,678,233

Other Income and
Deductions

760,000 (91 ,835)

Interest Expense (472,B19) (478,806) (543,433) (367,737) (367,737)

Net Income $ 507,407 $ 951,697 $ 441,122 $

(367,737)

429,534 $ 429,534 $ 2,310,496

Earned Per Average
Common Share 1.10 2.07 0.96 0.93 0.93 5.02

Dividends Per
Common Share

Payout Ratio

Return on Average
Invested Capital 1.04% 1.84% 0.82% 0.79% 0.78% 4.17%

Return on Year End
Capital 1.02% 1.78% 0.82% 0.79% 0.76% 4.08%

Return on Average
Common Equity 2.08% 3.78% 170% 1.66% 1.60% 8.33%

Return on Year End
Common Equity 2.06% 3.71% 1.69% 1.55% 1.51% 7.88%

Times Bond Interest Earned
Before Income Taxes 2.80 2.77 2.43 2.90 2.90 11.23

Times Total Interest and
Preferred Dividends Earned
After Income Taxes 2.07 2.99 1.81 2.85 2.85 7.28

Line
t i ;
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

SUPPORTING SCHEDULES
C-1
E-2
F-1



Chaparral City Water Company
Test Year Ended December 31, 2006

Summary of Capital Structure

Exhibit
Schedule A-3
Page 1
Witness: Bourassa

Line
No .

Description :
Prior Years Ended

12/31/2004 12/31/2005

Test
Year

12/31/2006

Projected
Year

12/31/2007

Short-Term Debt $ 835,576 $ 2,159,236 $ 1,400,000 $ 1 ,400,000

Long-Term Debt 7,803,309 7,205,309 6,865,000 6,585,000

Total Debt $ 8,638,885 $ 9,364,545 $ 8,265,000 $ 7,985,000

Preferred Stock

Common Equity 24,689,128 25,669,835 26,179,180 29,312,972

Total Capital & Debt $ 33,328,013 $ 35,034,380 $ 34,444,180 $ 37,297,972

Capitalization Ratios:

Short-Term Debt 2.51% 6.16% 4.06% 3.75%

Long-Term Debt 25.92% 26.73% 24.00% 21.41%

Total Debt 25.92% 26.73% 24.00% 21.41 %

Preferred Stock

Common Equity 74.08% 73.27% 76.00% 78.59%

Total Capital 100.00% 100.00% 100.00% 100.00%

Weighted Cost of
Short-Term Debt 0.15% 0.38% 0.25% 0.23%

Weighted Cost of
Long-Term Debt 1 .38% 1 .42% 128% 1.14%

Weighted Cost of
Senior Capital 1 .53% 1.80% 1 .53% 1.37%

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

SUPPORTING SCHEDULES:
E-1
D-1



Chaparral City Water Company
Test Year Ended December 31, 2006

Construction Expenditures
and Gross Utility Plant in Service

Exhibit
Schedule A-4
Page 1
Witness: Bourassa

Construction
Expenditures

Net Plant
Placed

in
Service

Gross
Utility
Plant

in Service

Prior Year Ended 12/31/2004 4,069,806 4,584,139 43,264,290

Prior Year Ended 12/31/2005 3,893,252 5,700,393 48,964,683

Test Year Ended 12/31/2006 2,283,627 2,088,570 51 ,053,253

Projected Year Ended 12/31/2007 4,137,000 4,332,057 55,385,310

L i n e
No.

1
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES:
B-2
E-5
F-3



Chaparral City Water Company
Test Year Ended December 31, 2006
Summary Statements of Cash Flows

Exhibit
Schedule A~5
Page 1
Witness: Bourassa

Prior
Year

Ended
1W31 /2004

Prior
Year

Ended
12/31/2005

Test
Year

Ended
12/31 /2006

Projected Year
Present Proposed
Rates Rates

12/31/2007 12/31 /2007

$ 511,543 $ 980,707 $ 505,119 $ 429,534 $ 2,310,496

921 ,794 1 ,632,458 1 ,632,458

649,767

1 ,131 ,345
12,705

885,649
83,624
26,501

1,632,458
11,835

(131,512)
226,869
26,501
93,671

26,675
11,816

118,515
(46,229)

1 ,496
(44,468)

$

131 ,877
114,933
(82,962)
709,840
(88,807)

2,935,790 $

(282,638)
(62,345)

5,522
19,512

805,882
244,503

(176,340)
(60,347)

(350,080)
(57,525)

3,206,675 $

59,275
13,943
2,508

(19,837)
21,481

(42,939)
34,934

(107,177)
(146,153)
253,543

2,434,519 $ 2,061,992 $ 3,942,954

(4,0e9,80e) (3,893,252) (2,283,627)

$
272

(4,069,534) $
(3,342)

(3,896v594) $
(4,941)

(2,288,568) $ $

(600,000) (600,000)
(739)

500,000
843,451

(373,005)
(560,000)

(5,648)
1 ,500,000

423,676
(345,691 )
(598,000)

(4,481)
(600,000)

1,099,205
(488,128)
(340,309)

(488,128)
(280,000)

(488,128)
(280,000)

2,390

$ $ $

Line

1
2
3
4
5 Cash Flows from Operating Activities
6 Net Income
7 Adjustments to reconcile net income to net cash
8 provided by operating activities:
9 Depreciation and Amortization
10 Provision for Doubtful Aocounts
11 Deferred Income Taxes
12 Tax Benefit on Goodwill
13 Amortization of Debt Issuance Costs
14 Other
15 Changes in Certain Assets and Liabilities:
16 Accounts Receivable
17 Unbilled Revenues
18 Materials and Supplies Inventory
19 Prepaid Expenses
20 Deferred Charges/Regulatory Liabilities
21 Accounts Payable
22 Intercompany payable
23 Customer Deposits
24 lnteioompany taxes receivable and taxes payable
25 Other assets and liabilities
26 Net Cash Flow provided by Operating Activities
27 Cash Flow From Investing Activities:
28 Capital Expenditures
29 Plant Held for Future Use
30 Changes in debt reserve fund
31 Net Cash Flows from Investing Activities
32 Cash Flow From Financing Activities
33 Change in Restricted Cash
34 Change in net amounts due to parent and affiliates
35 Receipt of advances for and contributions in aid of construction
CB Refunds for advances for construction
37 Repayments of Long-Term Debt
38 Dividends Paid
39 Tax Benefits from exercise of stoke based awards
40 paid in Capital
41 Net Cash Flows Provided by Financing Activities
42 Increase(decrease) in Cash and Cash Equivalents
43 Cash and Cash Equivalents at Beginning of Year
44 Cash and Cash Equivalents at End of Year
45
46

s

209,707
(924,037)

1,21 e,421
292,384 $

974,337
284,418
292,384
576,802 $

(331,323) $
(185,372)
576,802
391 ,430 $

(1 ,368,128) $
693,864
391 ,430

1 ,085,294 $

(1 ,368, 128)
2,574,826

391 ,430
2,966,256
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Chaparral City Water Company
Test Year Ended December 31, 2006

Summary of Rate Base

Exhibit
Schedule B-1
Page 1
Witness: Bourassa

Qriginal Cost
Rate base

RCND
Rate base

Fair Value
Rate Base (50/50)

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 51 ,771 ,885
15,877,022

$ 80,783,568
25,894,686

$ 66,277,727
20,885,854

Net Utility Plant in Service $ 35,894,864 $ 54,888,882 $ 45,391,873

6,557,243 10,231 ,760 8,394,501

Less:
Advances in Aid of

Construction
Contributions in Aid of

Construction - Net of amortization
Customer Meter Deposits
Deferred Income Taxes & Credits
Investment tax Credits
Shared Gain on W ell

6,119,129
819,845
925,896

9,441 ,352
819,845
925,896

7,780,241
819,845
925,896

646,000 646,000 646,000

Plus:
Unamortized Debt Issuance

Costs
Prepayments
Materials and Supplies
Deferred Regulatory Assets
Allowance for Working Capital

424,010
192,485

14,521
1,280,000

424,010
192,485

14,521
1,280,000

424,010
192,485

14,521
1 ,280,000

Total Rate Base $ 22,737,766 $ 34,735,046 $ 28,736,406

Line

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

SUPPORTING SCHEDULES:
B-2
B-3
B-5
E-1

RECAP SCHEDULES:
A-1



Chaparral City Water Company
Test Year Ended December 31 , 2006

Original Cost Rate Base Proforma Adjustments

Exhibit
Schedule B-2
Page 1
W itness: Bourassa

Line

u

Actual
at

End of
Test Year

Proforma Adjustments
Label Amount

Adjusted
at end

of
Test Year

Gross Utility
Plant in Service $ 51,020,714 2 751,171 $ 51,771,885

Less:
Accumulated
Depreciation 14,947,296 1,3 929,726 15,877,022

Net Utility Plant
in Service $ 36,073,418 $ 35,894,864

Less:
Advances in Aid of
Construction 6,557,243 6,557,243

Contributions in Aid of
Construction - Net 6,188,963 4 (69,834) 6,119,129

819,845
4,070,137 5 (3,144,241)

819,845
925,896

Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits
Shared Gain on W ell 760,000 6 (114,000) 646,000

424,010
192,485

14,521

Plus:
Unamortized Debt Issuance

Costs
Prepayments
Materials and Supplies
Deferred Regulatory Assets
W orking capital

7 1 ,280,000

424,010
192,485

14,521
1,280,000

Total $ 18,308,246 $ 22,737,766

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

34
35
36
37
38
39
40
41
42
43
44
45
46

SUPPORTING SCHEDULES:
B-2, pages 1-7
E-1

RECAP SCHEDULES:
B-1
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1

Chaparral City Water Company
Test Year Ended December 31, 2006

RCND Rate Base Proforma Adjustments

Exhibit
Schedule B-3
Page 1
W itness: Bourassa

Actual
at

End of
Test Year

Proforma Adjustments
Label Amount

Adjusted
at end

of
Test Year

Gross Utility
Plant in Service $ 79,791,440 2 992,128 $ 80,783,568

Less :

Accumulated
Depreciation 24,502,143 1,3 1 ,392,543 25,894,686

Net Utility Plant
in Service $ 55,289,297 $ 54,888,882

Less:
Advances in Aid of

Construction 10,231 ,760 10,231,760

Contributions in Aid of
Construction - Net 9,548,138 4 (106,786) 9,441,352

819,845
4,070,137 5

819,845
925,896

Line

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

Customer Meter Deposits
Deferred Income Taxes
Investment Tax Credits
Shared Gain on W ell 760,000 6

(3,144,241 )

(114,000) 646,000

424,010
192,485

14,521

Plus:
Unamortized Debt Issuance

Costs
Prepayments
Materials and Supplies
Deferred Regulatory Assets
W orking capital

7 1 ,280,000

424,010
192,485

14,521
1,280,000

Total $ 30,490,434 $ 34,735,046

28
29
30
31

32
33
34
35
36
37
38
39
40
41
42
43
44

SUPPORTING SCHEDULES:
B-3, pages 1-7
B-4

RECAP SCHEDULES:
B-1

l l u \llllII II \\llll\lll
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Chaparral City Water Company
Test Year Ended December 31, 2006

Computation of Working Capital

Exhibit
Schedule B-5
Page 1
Witness: Bourassa

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)

$ 380,118
25,124
34,652

Total Working Capital Allowance $ 439,894

Working Capital Requested $

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17

SUPPORTING SCHEDULES:
E-1

RECAP SCHEDULES:
B-1
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Chaparral City Water Company
Test Year Ended December 31, 2006

Income Statement

Exhibit
Schedule C-1
Page 1
Witness: Bourassa

Test Year
Book

Results Label Adiustment

Test Year
Adjusted
Results

Proposed
Rate

Increase

Adjusted
with Rate
Increase

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$ 7,673,618 6 $ (309,207) $ 7,364,411 s 3,063,400 $ 10,427,811

82,289
7,755,907 s (309,207) $

82,289
7,446,700 $ 3,063,400 $

82,289
10,510,100$

$ 924,576
934,095
618,039
127,457
104,609

19,800
266,544
43,458

pa
5

8,9,10

44,668
(102,439)
(15,057)

$ 969,244
831 ,656
602,982
127,457
104,609

19,800
266,544
43,458

$ 969,244
831 ,656
602,982
127,457
104,609
19,800

266,544
43,458

70,430
(1 ,294)

70,430
(1 ,294)

70,430
(1 ,294)

168,158
1 ,243,108
1 ,632,458

4
Cb
1

11
13
ac
2
14

$
$

44,200
242,105
241 ,774

6,679,517
1 ,076,390

$
$

(23,287)
16,840

(24,439)
(76,000)
64,000

3,673
53,708
28,246

(30,088) $
(279_119) $

144,871
1 ,259,948
1,608,019

(76,000)
64,000
47,873

295,813
270,020

6,649,429
797,271

$
$

1 ,182,438
1 ,182,438
1 ,880,962

$
$

144,871
1 ,259,948
1,608,019

(76,000)
64,000
47,873

295,813
1 ,452,458
7,831 ,867
2,678,233

Operating Expenses
Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - health and Life
Reg. Commission Exp. - Rate Case
Miscellaneous Expense
Depreciation Expense
Amortization of Gain on Well
Amortization of CAP
Taxes Other Than lnoome
Property Taxes
income Tax

Total Operating Expenses
Operating Income
Other Income (Expense)

interest Income
Other income (loss)
Interest Expense
Other Expense

64,397
(91 ,835)

(543,433)
(400)

7a
Cb
12
ac

(64,397)
91,835

175,696
400

(367,737) (367,737)

Total Other Income (Expense)
Net Profit (Loss)

$
$

(571,271)
505,119

$
$

203,534 $
(75,585) $

(367,737) $
429,534 $ 1 ,880,962

$
$

(367,737)
2,310,496

Line

1
2
3
4
5
G
7
8
9
10
11
12
13
14
15
16
17
18
1 g
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

37
38
39
40

SUPPORTING SCHEDULES:
C-2
E-2

RECAP SCHEDULES:
A-1
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Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustments to Revenues and Expenses
Adjustment Number 1

Exhibit
Schedule C-2
Page 2
Witness: Bourassa

Line
M

Depreciation Expense

Original Cost
Proposed

Rag
Depreciation

Expense

305,920
1,518,648

6,548
50,571

164

332,065 11,058

1 ,506,908
7,763,500
8,170,420

17,450,634
7,389,930
2,725,673
1 ,171,633

188,364
258,525
181,383
349,013
246,085
227,049
23,433

1 ,610,687
270,359
535,315

107,433
18,033

107,063

149,365 7,468

Account

301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

39,105
106,542

0.00%
0.00%
0.00%
3.33%
2.50%
2.50%
3.33%
6.67%
2.00%
5.00%

12.50%
3.33%
2.22%
2.00%
3.33%
8.33%
2.00%
6.67%
6.67%
6.67%

20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%
10.00%

3,911
10,654

$ 51,053,253 $ 1 ,790,204

6,203
906

30,537

0.00%
0.00%
3.33%
3.33%
6.67%

20.00%
5.00%

10.00%
10.00%
5.00%

- Fully Depreciated
651

13

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

General Office
301
302
304
339
340
341
343
344
346
345

Total GO Plant

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

TOTALS
Plant Allocated

Organization
Other Intangible Plant
Structures and Improvements
Other Plant and Equipment
Office Furniture and Equipment
Transportation Equipment
Tools and Work Equipment
Laboratory Equipment
Communication Equipment
Power Operated Equipment

Fully Depreciated
Fully Depreciated

$

528
0

186,270
27,201

458,027
17,742
13,021

130
5,315
8,001

716,236 $ 38,309

Less: Amortization of Contributions - Balance End of TY $ 6,288,097 3.5065% $ (220,495)

Total Depreciation Expense $ 1,608,019

Test Year Depreciation Expense $ 1 ,632,458

Increase (decrease) in Depreciation Expense (24,439)

46
47
48
49
50
51
52
53
54 Adjustment to Revenues and/or Expenses $ (24,439)



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 2

Exhibit
Schedule C-2
Page 3
Witness: Bourassa

Prooertv Taxes:

$

$
$

7,446,700
7,446,700

10,510,100
8,467,834

16,935,668

s

Adjusted Revenues in year ended 12/31/06
Adjusted Revenues in year ended 12/31/06
Proposed Revenues
Average of three year's of revenue
Average of three year's of revenue, times 2
Add :
Construction Work in Progess at 10%
Deduct:
Book Value of Transportation Equipment 428,309

Full Cash Value
Assessment Ratio
Assessed Value
Property Tax Rate

$ 16,507,358
23%

3,796,692
7.7913%

Property Tax
Tax on Parcels

295,813
0

$Total Property Tax at Proposed Rates
Property Taxes in the test year
Change in Property Taxes $

295,813
242,105
53,708

Line
M
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

Adjustment to Revenues and/or Expenses $ 53,708



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 3

Exhibit
Schedule C-2
Page 4
Witness: Bourassa

Annualization of Salaries and Waves

Adjusted and Annualized Salaries & Wages
Test Year Salaries & Wages
Increase(decrease) in Salaries and Wages

$
$
$

Adiustment Label
678,179
633,511
44,668 3a Acct611

Adjusted and Annualized Employee Benefits
Test Year Employee Berleflts
Increase(decrease) in Employee Benefits

$
$
$

255,674
238,834
16,840 Cb Acct 675

Adjusted and Annualized Payroll Taxes
Test Year Payroll Taxes
Increase(decrease) in Payroll Taxes

$
$
$

53,472
49,799
3,673 ac Acct 408.11

Line

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17

18
19
20

Adjustment to Revenues and/or Expenses $ 65,181

SUPPORTING SCHEDULES
Pages 4a through 4d



Chaparral City Water Company
Test Year Ended December 31, 2006

ADJUSTMENTS TO REVENUES AND/OR EXPENSES
Adjustment Number 4

Exhibit
Schedule C-2
Page 5
Witness: Bourassa

Rate Case Expense

Estimated Rate Case Expense
Unrecovered Rate Case Expense (Prior Case)°
Rate Case Expense

$
$
$

280,000
154,613
434,613

Estimated Amortization Period (in Years) 3.0

Annual Rate Case Expense $ 144,871

$ 168,158Test Year Rate Case Expense

Increase(decrease) Rate Case Expense $ (23,287)

Adjustment to Revenue and/or Expense $ (23,287)

$

Line

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

$

1 Computation of Unrecovered Rate Case Amount
Rate Case Expense
Amortization Period (yrs)
Annual Amortization amount
Amortization (years)
Total Amortization
Remaining Unrecovered Rate Case Expense

$
$

285,000 [1]
4 [2]

71 ,250 [3] = [11 divided by [2]
1.83 [4]

130,3a8 [5] = [4] times [3]
154,613 [6] = [1] minus [5]



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 5

Exhibit
Schedule C-2
Page 6
Witness: Bourassa

Purchased Water

$

6,978
1,931
8,909

21

Central Arizona Project water allocation 2006 (acre feet)
Additional CAP allocation (acre feet)
Central Arizona Project water allocation 2006 (acre feet)
2008 capital cost per acre foot (take or pay)
Total Capital Cost $ 187,089

Central Arizona Project water delivered 2006 (acre feet)
Excess CAP water delivered 2006 (acre feet)
Additional gallons from annualization in acre feet
Total CAP water (acre feet)
2008 delivery cost per acre foot
Total M&f Cost

s

6,978
260

(705)
6,533

92
$ 601,017

Total CAP purchased water $ 788,106

260
67%

Ground Water pumped 2006 in acre feet
Excess Capacity percentage
Total projected gallons pumped
Central Arizona Ground Water Replenishment District Assessment Fee per acre foot $

174
250

43,550

Total Purchased Water Cost
Test Year Purchased Water Cost
Increase (decrease)

$

_s

831,656
934,095
102,439)

Line
MY

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

Adjustment to Revenue and/or Expense $ (102,439)



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 6

Exhibit
Schedule C-2
Page 7
Witness: Bourassa

Revenue Annualization

Revenue Annualization $ (309,207)

Total Revenue from Annualization $ (309,207)

Adjustment to Revenue and/or Expense $ (309,207)

Line

1
2
3
4
5
6
7
8

9
10
11

12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES
C-2 pages 7.1 to 7.15
H-1
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Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 7

Exhibit
Schedule C-2
Page 8
Witness: Bourassa

Remove Other Income and ExDenses to Eliminate Effects on Income Taxes

Test Year Interest Income
Test Year Other Income
Test Year Other Expense

$
Adiustment Label

(64,397) 7a
91 ,835 Cb

400 7c

Total $ 27,838

Line
F
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

Adjustment to Revenue and/or Expense $ 27,838



Chaparral City Water Company
Test Year Ended December 31 , 2006

Adjustment to Revenues and Expenses
Adjustment Number 8

Exhibit
Schedule C-2
Page 9
Witness: Bourassa

Annualize Purchased Power For SRP Rate Increase

$Test Year SRP Purchased Power Cost Recorded
Recomputed 2006 SRP Purchased Power Costs'
Increase (decrease) in Power Costs $

282,377
328,339
45,962

Adjustment to Revenue and/or Expense $ 45,962

Line
PM
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

1 Based upon SRP rate change in November 2006



Chaparral City Water Company
Test Year Ended December 31, 2001

Adjustment to Revenues and Expenses
Adjustment Number 9

Exhibit
Schedule C-2
Page 10
Witness: Bourassa

Annualize Purchased Power For APS Rate Increase

$Test Year APS Purchased Power Costs Recorded
Recomputed 2006 APS Purchased Power Costs'
Increase (decrease) in Power Costs $

335,662
349,357
13,695

Adjustment to Revenue and/or Expense $ 13,695

Line

1
2
3
4

5
6

7
8
9
10
11

12
13
14
15

16
17
18
19
20

1 Based upon APS rate change in June 2007



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 10

Exhibit
Schedule C-2
Page 11
Witness: Bourassa

Annualize Dower cost for additional Gallons from annualization of revenues

Test Year Power Costs Plus Adjustment 8 and Adjustment 9
Gallons sold in Test Year (1 ,000's)
Cost per 1,000 gallons
Additonal gallons from annualization (in 1,000's)

$ 677,696
2,084,339

0.32514
(229,792)

Additional Expense $ (74,714)

Line
M
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20

Adjustment to Revenue andlor Expense $ (74,714)



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 11

Exhibit
Schedule C-2
Page 12
Witness: Bourassa

Amortization of Gain on Well

Gain on Well' $

$

1 ,520,000

760,000
10

76,000

Shared Gain on Well (50%)
Amortization Period (years)
Annual Amortization $

Adjustment to Revenues and/or Expense (76,000)

Line

F M
1
2

3

4
5
6
7
8

g
10
11
12
13

14
15
16
17
18
19
20

1 Settlement with Fountain Hills Sanitary District from removal of wells from service. February 2005.



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 12

Exhibit
Schedule C-2
Page 13
Witness: Bourassa

Interest Svnchronization

$Rate Base
Weighted cost of debt (from D-1) (short and long-term)
Interest Expense
Test Year Interest Expense

$
$

28,736,406

1 .28%
367,737
543,433

Increase (decrease) in Interest Expense $ (175,696)

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

Adjustment to Revenues and/or Expense $ 175,696



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 13

Exhibit
Schedule C-2
Page 14
Witness: Bourassa

CAP Allocation Cost Amortization

CAP Allocation Cost
Amortization Period (years)

$ 1 ,280,000
20

Test Year Amortization Expense $ 64,000

Line

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

Adjustment to Revenues and/or Expense $ 64,000



Chaparral City Water Company
Test Year Ended December 31, 2006

Adjustment to Revenues and Expenses
Adjustment Number 14

Exhibit
Schedule C-2
Page 15
Witness: Bourassa

Chaparral City Water Company
Income Tax Calculation

Test Year
Book

Results

Test Year
Adjusted
Results

Adjusted
with Rate
Increase

Income Before Taxes

Arizona Income Before Taxes

746,893

746,893

699,554

699,554

3,762,954

3,762,954

Less Arizona Income Tax
Rate ; 6.97%

52,044 48,745 262,203

Arizona Taxable Income
Arizona Income Taxes

694,849
52,044

650,809

48,745

3,500,751

262,203

Federal Income Before Taxes 746,893 699,554 3,762,954

Less Arizona Income Taxes 52,044 48,745 262,203

Federal Taxable Income 694,849 650,809 3,500,751

FEDERAL INCOME TAXES:
15% BRACKET
25% BRACKET
34% BRACKET
39% BRACKET
34% BRACKET

Federal Income Taxes

7,500
6,250
8,500 Federal

91,650 Effective
122,349 Tax

Rate
236,249 31.63%

7,500
5,250
8,500 Federal

91,650 Effective
107,375 Tax

Rate
221 ,275 31 .63%

7,500
6,250
8,500 Federal

91,650 Effective
1,076,355 Tax

Rate
1,190,255 31.63%

Total Income Tax 288,292 270,020 1 ,452,458

Overall Tax Rate 38.60% 38.60% 38.60%

Income Tax at Proposed Rates Effective Rate 270,020



Chaparral City Water Company
Test Year Ended December 31, 2006

Computation of Gross Revenue Conversion Factor

Exhibit
Schedule C-3
Page 1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
31 .63%

State Income Taxes 6.97%

Other Taxes and Expenses 0.00%

Total Tax Percentage 38.60%

Operating Income % = 100% - Tax Percentage 61 .40%

Gross Revenue Conversion Factor1

Operating Income % 1 .6286

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
A-1
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Chaparral City Water Company
Test Year Ended December 31, 2006

Comparative Balance Sheets

Exhibit
Schedule E-1
Page 1
Witness: Bourassa

Line
No .

Test
Year

Ended
12/31 /2006

Year
Ended

12/31/2005

Year
Ended

12/31/2004

$ 51,020,714 $ 48,932,146 $ 43,231 ,754
ASSETS

Plant In Service
Non-Utility Plant
Construction Work in Progress
Less: Accumulated Depreciation
Net Plant $

2,241 ,397
(14,947,296)
38,314,815 $

1,923,770
(13,137,449)
37,718,467 $

3,779,359
(12,013,815)
34,997,298

Goodwill, Net
Debt Reserve Funds

$ $11 ,613,874
728,061

12,341 ,935

$

$

11 ,840,743
723,120

12,563,863 $

11,924,367
719,778

12,644,145
CURRENT ASSETS

Cash and Equivalents
Restricted Cash
Accounts Receivable, Net
Unbilled Revenues
Materials and Supplies
Prepayments
Inter-company taxes receivable from Parent
Deferred Income Taxes, Current
Other Current Assets
Total Current Assets

$

$ $ 576,802
8,780

422,007
338,910
17,029

172,648
879,735

$ 292,384
3,132

152,074
276,565
22,551

192,160
565,546
25,334

$

391,430
13,261

350,897
324,967
14,521

192,485
1,056,938

35,751
71 ,000

2,451 ,250 $
71,000

2,486,911 $ 1,529,746

Debt Issuance Costs
Regulatory Assets
Other
Total Other Assets

$
$

424,010 $
$

$
$

424,010 $

450,511
239,538

3,991
694,040 $

477,012
185,246

327
662,585

Other Investments & Special Funds

TOTAL ASSETS

$

$ $ $

$ 53,532,010 $ 53,463,281 $ 49,833,774

LIABILITIES AND STOCKHOLDERS' EQUITY
Common Equity 24,689,128s 26,179,180 s 25,669,835 $

$

$

6,585,000 $

$

6,865,000 $

$

7,205,309

308,239
280,000

1 ,400,000

782,651
340,309

2,159,236

538,148
598,000
835,576

$

121,041
85,679
34,790

254,017
2,483,766 $

79,780
62,142

306,521
3,730,639 $

35,891
87,182
51,012

228,732
2,374,541

Long-Term Debt, less current
CURRENT LIABILITIES

Accounts Payable
Current Portion of Long-Term Debt
Payables to Associated Companies
Customer Meter Deposits, Current
Accrued Taxes
Accrued Employee expenses
Accrued Interest
Other Current Liabilities
Total Current Liabilities
DEFERRED CREDITS

Customer Meter Deposits, less current
Advances in Aid of Construction
Accumulated Deferred Income Taxes
Contributions In Aid of Construction, Net
Regulatory Liabilities
Other
Asset Retirement Obligations
Total Deferred Credits

$ 819,845
6,557,243
4,070,137
6,188,963

587,825
60,051

$ 927,022
10,377,960
4,165,898

921,045

$ 987,369
10,704,058
3,305,583

525,440

s 18,284,064 $ $

$ 53,532,010 $ 53,463,281 $

805,882
17,197,807

42,346
15,564,796

Total Liabilities & Common Equity 49,833,774

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56

57
58
59

SUPPORTING SCHEDULES:
E-5



Chaparral City Water Company
Test Year Ended December 31, 2006

Comparative Income Statements

Exhibit
Schedule E-2
Page 1
Witness: Bourassa

Test
Year

Ended
12/31/2006

Prior
Year

Ended
12/31/2005

Prior
Year

Ended
12/31/2004

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$ 7,673,618 $ 6,436,004 $ 6,030,963

Total Revenues
Operating Expenses

82,289
7,755,907 $

583,047
7,019,051 $

513,256
6,544,219$

$ 924,576
934,095
618,039
127,457
104,609
19,800

266,544
43,458

$ 917,307
816,592
510,091
105,814
72,640
21,018

207,484
27,429

$ 921,557
710,222
465,148

66,210
96,152
28,586

535,520
48,991

79
76,730

775

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Regulatory Commission Expense - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

70,430
(1 ,294)

57,633
1 ,860

168,158
1,243,108
1,632,458

44,200
242,105
241,774

339,117
1,160,406
1,131,345

42,436
279,529
657,847

35,304
989,392
921,794
43,406

280,537
343,790

Total Operating Expenses
Operating Income
Other Income (Expense)

$
$

6,679,517
1,076,390

$
$

6,348,548
670,503

$
$

5,564,193
980,026

Interest Income
Other income (loss)
Interest Expense
Other Expense

64,397
(91 ,835)

(543,433)
(400)

29,010
760,000

(478,806)

4,136

(472,619)

Total Other Income (Expense)
Net Profit (Loss)

$
$

(571,271) $
505,119 $

310,204
980,707

$
$

(468,483)
511,543

Line
V
1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
35
37
38
39
40
41
42
43
44
45

SUPPORTING SCHEDULES: RECAP scHEDuLEs:
A-2



Chaparral City Water Company
Test Year Ended December 31, 2006

Comparative Statements of Cash Flows

Exhibit
Schedule E-3
Page 1
W itness: Bourassa

Test
Year

Ended
12/31 /2006

Prior
Year

Ended
12/31/2005

Prior
Year

Ended
12/31/2004

$ 505,119 $ 980,707 $ 511,543

921 ,7941,632,458
11,835

(131 ,512)
226,869

26,501
93,671

1 ,131,345
12,705

885,649
83,624
26,501

649,767

26,675
11,816

118,515
(46,229)

1 ,496
(44,468)

$

59,275
13,943

2,508
(19,837)
21,481

(42,939)
34,934

(107,177)
(146,153)
253,543

2,434,519

(282,638)
(62,345)

5,522
19,512

805,882
244,503

(176,340)
(60,347)

(350,080)
(57,525)

$ 3,206,675 $

131,877
114,933
(82,962)
709,840
(88,807)

2,935,790

(2,283,627) (3,893,252) (4,069,806)

$
(4,941) (3,342) 272

(2,288,568) $ (3,896,594) $ (4,069,534)

(4,481)
(600,000)

1,099,205
(488,128)
(340,309)

(5,648)
1,500,000

423,676
(345,69t)
(598,000)

(739)
500,000
643,451

(373,005)
(560,000)

2,390

$ $

Cash Flows from Operating Activities
Net Income
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and Amortization
Provision for Doubtful Accounts
Deferred Income Taxes
Tax Benefit on Goodwill
Amortization of Debt Issuance Costs
Other
Changes in Certain Assets and Liabilities:

Accounts Receivable
Unbilled Revenues
Materials and Supplies Inventory
Prepaid Expenses
Deferred Charges/Regulatory Liabilities
Accounts Payable
Intercompany payable
Customer Deposits
Intercompany taxes receivable and taxes payable
Other assets and liabilities

Net Cash Flow provided by Operating Activities
Cash Flow From Investing Activities:

Capital Expenditures
Plant Held for Future Use
Changes in debt reserve fund

Net Cash Flows from Investing Activities
Cash Flow From Financing Activities

Change in Restricted Cash
Change in net amounts due to parent and affiliates
Receipt of advances for and contributions in aid of construction
Refunds for advances for construction
Repayments of Long-Term Debt
Dividends paid
Tax Benefits from exercise of stoke based awards
paid in Capital

Net Cash Flows Provided by Financing Activities
Increase(decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year $

(331 ,323) s
(185,372)
576,802
391,430 $

974,337
284,418
292,384
576,802 s

209,707
(924,037)

1,216,421
292,384

Line
No.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

43
44
45

SUPPORTING SCHEDULES: RECAP SCHEDULES:
A-5



Chaparral City Water Company
Test Year Ended December 31, 2006

Statement of Changes in Stockholder's Equity

Exhibit
Schedule E-4
Page 1
Witness: Bourassa

Common
Stock

Additional
Paid-In-Caoital

Retained
Earnings Total

$ 4,603,140 $ 14,925,242 $ 4,649,203 $ 24,177,585

$ 4,603,140 $ 14,925,242 $
511,543

5,160,746
511,543

$ 24,689,128

$ 4,603,140 $ 14,925,242 $
980,707

6,141,453
980,707

$ 25,669,835

Balance, December 31, 2003
Add fl Paid In Capital Adjustment
Dividends
Net Income
Balance, December 31, 2004
Add fl Paid In Capital
Dividends
Net Income
Balance, December 31, 2005
Add fl Paid In Capital
Dividends
Net Income
Balance, December 3, 2006 $ 4,603,140 $

4,226
14,929,468 $

505,1t9
6,646,572

509,345
$ 26,179,180

Line

u
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23 SUPPORTING SCHEDULES! RECAP SCHEDULES:



Chaparral City Water Company
Test Year Ended December 31, 2006

Detail of Plant in Service

Exhibit

Schedule E-5

Page 1
Witness: Bourassa

Line

No.

Acct.

No. Plant Description

Plant

Balance

at

12/31/2005

Plant

Additions,

Reclass-

ications or

or

Retirements

Plant

Balance

at

12/31/2006

$ $ $

305,920
1 ,453,952

6,548
64,696

305,920

1518,648

6,548

332,065 332,065

1 ,429,796

7,752,767

8,049,264

16,532,274

6,938,513

2,630,341

871 ,877

77,112

10,733

121,156

918,360

451 ,417

95,332

299,756

1 ,506,908

7,763,500

8,170,420

17,450,634

7,389,930

2,725,673

1 ,171 ,633

1 ,610,687

247,269

534,741

23,090

573

1 ,610,687

270,359

535,315

145,814 3,551 149,365

301
302
303
304
305
306
307
308
309
310
311
320
330
331
333
334
335
336
339
340
341
342
343
344
345
346
347
348

Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant
Plant Held for Future Use

39,105

83,748 22,794

39,105

106,542

TOTAL WATER PLANT $ 48,964,683 $ 2,088,570 $ 51,053,253

1

2

3

4

5

6

7

8

9
10

11

12

13
14

15

16

17

18

19
20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

SUPPORTING SCHEDULES RECAP SCHEDULES:
A-4
E-1



Chaparral City Water Company
Test Year Ended December 31, 2006

Operating Statistics

Exhibit
Schedule E-7
Page 1
Witness: Bouras

Test
Year

Ended
12/31/2006

Prior
Year

Ended
12/31/2005

Prior
Year

Ended
12/31/2004

WATER STATISTICS:

Total Gallons Sold (in Thousands) 2,084,339 1 ,978,940 1,951,810

Water Revenues from Customers: $ 7,673,618 $6,436,004 $ 6,030,963

Year End Number of Customers 13,470 13,001 12,567

Annual Gallons (in Thousands)
Sold Per Year End Customer 155 152 155

Annual Revenue per Year End Customer $ 569.68 $ 495.04 $ 479.90

Line
No.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Pumping Cost Per 1,000 Gallons
Purchased Water Cost per 1,000 Gallons

$
$

0.2965
0.4481

$
$

0.2578
0.4126

$
$

0.2383
0.3639



Chaparral City Water Company
Test Year Ended December 31, 2006

Taxes Charged to Operations

Exhibit
Schedule E-8
Page 1
Witness: Bourassa

Test
Year

Ended
12/31/2006

Prior
Year

Ended
12/31/2005

Prior
Year

Ended
12/31/2004

Description

$ 241,774 $ 657,847 $ 343,790Federal Income Taxes
State Income Taxes
Payroll Taxes
Property Taxes

44,200
242,105

42,436
279,529

43,406
280,537

Line
No.
1
2
3
4
5
6
7
8

9
10
11
12
13
14

Totals $ 528,079 $ 979,812 $ 667,733



Chaparral City Water Company
Test Year Ended December 31, 2006

Notes To Financial Statements

Exhibit
Schedule E-9
Page 1
Witness: Bourassa

See Attached Auditor's Report
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111 Mn! gpigian. the accompanying balance sheet and. statement of capitalization and tltarelated ststetnentzs

-of income, common stec5cirold¢r's cq\u'ty and cash Hows .present fairly, in all
financial position 01? Cltapanal City Water Company (the "C¢I\tp=111Y") Ar 31, and the

ofii§'Opi=mtf'ioNs and its cash flows for the yéizir diets endedin <;omif<=rtnity with accounting
accepted.in the United States of Atueritut. financial slatbttwnts are the

mspoMihilityof the Comply's management. Our responsibility is. to oxpness-an opinion on these
Iinandnl statements based on our audit.We.conducted our audit of these statements in aocordanoe with
.generally accepted autiiting-standanlds as established by-the Auditing Stattdihrds (United States) and
in accordance with the auditing standards of the Public Aeeotmting Oversight (United
$tav.=s). Those staNdards require that wc plan and perform the gtidit Irmhtnin measlunible assurénee about
Whither the financial statementSare free olimateriad misstdneauent. Ah audit includes examining, on test

e14i8¢w=>= so;;lpouting<the amounts and disclosures in the financial statements. assessing the
accounting priheiples used and signi5l:aot estimates made by nnannaugcmont, and evaluating the oyetuil
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Chaparral City Water Company
Balance Sheet
December 31, 2006

Audi
s1ILI111) plus!
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The accompanying now: are an integral pan of these financial statcmellt>.
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Chaparral City Water Company
Statement of Capitalization
December 31 . 2006

Common stockholder's equity
Common stock. par value $102 2,500,000 shares authorized,

460.314 shares issued and outstanding
Additional paid-in capital
Retained earnings

s 4.603, 140
14,929,468
Q,646.572

26.179.180

Long-term debt
IJIldlbD'i3l Development Authority Bonds

Series 1997A serial bonds, dm: 1998 through 2007 (4% to 4.85%)
Series 1997A :arm bonds. due December 1, 2011 (5.20%)
Series 1997A term bonds, due December l. 2022 (5.40%)
Sines !997B term bonds, due December l, 202° (5.30%)

240,000
LU00,000
.610.000

I .u l 5-04m

Total lung-term debt 6.865.000

I Oss: currcm :maturities
(2su.u0fn

Lung,-term debt. less current maturities
6.585.000

ram! uapimlizazion

The accompanying notes are an integral part of thcsc fmaucial statements.

3
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Chaparral CEty Water Company
Statement Rf income
Year Ended December 31, zoos

z
K

;

* 3z
§

perming .rcvenuw

Sales of water $7,755,907

E

g
4
i
a
8

Qpwtivs expenses
.;Eu:*1:h asecl water
.Pnw¢r purchased for pumping

uprating expcnsas.

_.E~;m¢ra1and adminislnaiivc expenses

jglaiglfiigggg

Pnnpertyand otter mess

934,095

6188839

756,992

1*983,1U6

1.5325458.

588949518

0 w==H=i8 :ram me 1,225,929

#ti come £e?xp.¥rssa:)
:Exam innomc
Inlwesi exp¢lt;5¢

54,397
(543833)

(479,085)

I{4'i§'Im§.fmm ap.erlititig[lii.~£fua:e inéiNiii expense 346,892

Incise tax expense . 23 ,774

Iacame
.,,,.. sa$,!_!_9

'Tl1¢~n¢camplaaying are an integral pai~t..ni{ these tinnncigl

-1
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Chaparral City Water Company
Statement of Changes in Common Stockholder's Equity
Year Ended December 31, 2006

Common
Stuck

Additiona l
Pa id -in
Ca p ita l

Retained
Earnings

Balance, January 1, 2006

Net income

Stock-based awards

s 4,603,140 $14,925,242 s 6,141,453

505,119

Balance, Deccmher 31, 2006 $_:L603J_40 S 6,689,312

Total

$255669,835

505.119

4.226

; 4 4 2 4

The accompanying moles are an integral pan of t\wse Enanciai statements.

4,226

5Ji.929.~lC¢&



Chaparral City Water Company
Statement of Cash Flows
Year Ended December 31, 2006

s 505.1 19

1,632,458
11,835

(I3l,5I2l
226,869
26,501
91.835

1.836

Cash flows from operating act it,cities
Net income
Adjustments for non-cash items

Depreciation
Provision for dnubrtid accounts
Deferred income taxes
tax benefit on goodwill
Amortization ofdubt issuance costs
Impairment loss
Stock-based compensation ¢xpcnse
Changes in operating assets and Iiabihlics

Accounts recczvahle
Unbilled revenues
\lateri.ds and supplies
Prcpaxd B.\l'\€¥1St8S and ntln:r current assets
Taxes receivable
Refsulatory assets liabtlitics
Other assets
Aucounls plyablc
Inter-compnny recchables payabics
Customer d¢P05II9
Olhcr liabthtics

Nut cast Hows provided by operating activities

59.275
,Q43

2.s08
(l9,837)

I146.153)
!l,48l

1222-13
(42,939)

ll( 7,177)
131.300
434.519

Cut Nous from Investing uguvitius
Capital cxpendnturcs
Change in rcslriclul cash
Change 'm debt reserve fund

Net cash flows ume in am :sling activities

{2,283.627)
(4,481)
(4_94l l

(2.293,049)

Cash Blurs from financing activities
lax beneiiu firm exercise of stock-based awards
Receipt of advances for and contributions 'm aid of construction
Refunds on advances tor construction
Nut change in inter-company borrowings
Repayments of long-lcrm debt

Net cash flows used in financing activities

Decrease in cash and cash equal alerts

Cash and cash equivalents at beginning of year

Ca>h and cash equivalents at end of ycar

2.390
1,099,205
(488,128)
1600,0001
( 1-.Q.ZQ2)
826,842 }

(185,372)

576,802

§___ . 121.430

Supplemental disclosure of cash How information
Interest paid
Income to.\ paid.nut of reminds s

S
475.21I

,re

The accompanyingnotes are an integral pan of these financial >.latc-ments.
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chanarrai Water' Com party
Notes tnlFEhanciaI Statements
Daeeriildialr 31, 2006

1. Summary of Significant ACcounting Policies

Natureof Opera¢ioll8 .... .ChaparralCity Water.company ("CCWC") isowholly ownqgl §u.bsidi3l;'y of-American States
Water Company {"AWR"). Prior to October ll, 2000, CCWCWM a Wholly owned subsidiary of
MCO Properties Inc. ("MCO"). Gnbclrober 10, 2000, AJWR oomplaodnhc acquisition fall the
common stock ofCCWC from MCg"fOr an hggregnte valuer. of $31.2 million, including
Ossnmptidn of approxiMiitoly $12 million in debt. The acquisition wasoccouiarod for Asa
nu1'¢liHms¢ and .thi=~.asscts aequilwed and uiahszines assumed hay; be rcoorded attlicig. Fai
values. ~ WC is an Arizonapublic utility companyengaged principally in the purchase,
production, .. wow . appmunnmgl oostomers
in Fountain Hills, Qlilrialzona and abortion of the..Qity of Scottsdale. Arizona Of Thu.

Gfclrporation Commission ("AGC"), cewc is required to .provide service graNt
eneidirftO wiiiiin its-defined service area.

dialribution and sale nfwiter. The Cdmgimy serves 13.0638

BMS afPI:mentatioa

=°I1ml¢pregmmallf,¥:n a£6naneial stiietgiemtsi11acpQi'5iamce with aénniing  pr in¢ ip les .genem lly

ii) the nqgganm qmouii1,¢5f.g.@=9=msaunaali5bilifi=s, (ii) n fc q n im wssew.. a tn
known go as. nfihe the §mncW smafemgm w»p@1=h=¢:w Ciaytisa

1 . "
ispensaa during na¢I'\. Ac.m=

&om i1=\Qs¢.es£im8bes. `

. ~.

Rgulamqf Acnuunxiumg ..
'Him iidzfonn in accounting isgitie

. . -JI afAm=m=e4mmlla& .- " w i n
policies of the AGC, and are

UlIiWElllSy5lBul'uf1!wtlun4lIlts tbwk the
was: Raman nlwmmytn enable lb; AGC to ddiemuine that CCWC's Una ¢:oastliltWaveI\ainulii1e
Fumio nillwlwial

("SFAS") No. '7l,Ancouu!blgj'or the- Ejivczl qfC¢l'1nubl Tjguear 'ay'
Mgtqliawioai. CCWC does: not useugulatnqp \=IIIl\¢irlS amounts 519.991 mailings? witlitlie
wligtih would repmIulemlt amounts duets or fmonn in ¢ustumtnbasbd.qm di&l1gnceshietwien actual*
casmand ccuqassumed initsnlr-sgucune,.andlocnndi4g}y, no sg¢£h'accou;il's arcreeom=ded in
!h¢accolnl:lanying Eixnncial .
assets and Qs speci8ed.B'y tliQ AGE.for tame-nnakliug purposes.

unm=aam=4afxm~m=@4,-»mmlla&g ow amounting nfi1"=1p1¢¢ Ru
C C , .m.m¢¢in»¢aim~g¢9,&m9,w;¢4 _9.

s o c .  c e w c  i t  # v i i w f w n 1 » ; u u A d c

A<=°°"l°My. ccwc is subsea Mme provisions ¢z=su¢=u».¢=».a1=°nn.»..m4»1

Dutiwmdme case eacpenseurecapitalized s regulatory

CziSh and Cash Equivalents
Cash equivalents consist of highly liquid moneyrnarkct instruments nriginal maturities of.
three months orrlea At times, cash and cash equivalent Bdlaxicos mhyb: in .cxcessoflfedenally

. uinmma limits. rm Cumpamts.aah nd we equivalents are ham aim Nn=n¢i¢l'in»unln1nmii\l1
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Chaparral City Water Company
Notes to Financial Statements
December31. 2006

Restricted Cash
in accordance with the terms of its long-term deb! agreements. CCWC is required to maintain
amounts on deposit in a trust account (the Debt Service Reserve) for payment of principal and
interest (Note 4). The funds 'm this account will be maintained until such time that the terms of
the financing agreement are fully satisfied. These amounts are ciassiiied as 'Testrictcd cash"
the balance sheet.

Al December 3 I, 2006. CC WC held S13,261 of restricted cash representing interest earned in
excess of the required balance on the Debt Sctvice Reserve related to the Industrial Development
Authority. in accordance with the requirements of the bond indenture, this balance can only ht:
used to pay the next regularly scheduled debt payment.

Accounts Rcceisable
Accounts receivable is reponcd on the balance sheet rel of any allowance fur doubtful accounts.
The allowance as based on CCWC's evaluation of the receivable portfolio under current
cuuditions and review of specific prohlcms and such other factorsdart. in ourjudgmcnt, deserve
rccognmon in estimating Incises

Nlaterials and Supplies
Materials and supplies are stared al the lower of cost or market. Cost is computed using average
cost.

Utility Plant and Depreciation
CCWC capitalizes as utility plant the cost of additions and replacements of retirenwnt units.
Quch costs include labor,material, andcertain indirect charges.

Depreciation is computed utilizing the strnighblinemethod at ratesbdscdon the c>timatcd useful
lives of the assets as prcacribedby the ACC. Effective October I, 20G5, the ACC approved new
depreciation rates for CCWC:ls utilityplant. Depreciation expense., reflected as a percentage of
the aggregate depruciablc asset balances, was 3.4% in "006. Expenditures for maintenance and
rcpair9 are expensed as incured. Replaced or retired property costsare charged to the
accumulated provision for depreciation.

Impairment of Long-Lived Assets
Long-IN ed assets are reviewed for impairment annually or whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be fully recoverable in
accordance with SFAS No. 144,Accuzmtingfor the Impala-ment or Disposal of Long-Lived
.4_tscLs'. CCWC would recognize an impairment loss only if the carrying value amount of a long-
lived asset is not recoverable from its undiscounted cash flows. An impairment loss is measured
as the excess of the carrying value over the fair market value of the long-lived asset.
Manngementjudgment is involved 'm both deciding if testing for recoverability is necessary and
in estimating undiscounted cash flows.
loss of`S9|,835.

For the year ended December3 l, 2006, an impairment

I



Chaparral City Water Company
Notes to Financial Statements
December31. 2006

Goodwill
At December 3 l , 2006. CCWC had SI 1,613,874 of goodwill. Thc goodwill represents the
difference between the aggregate purchase price and the fair value of CCWC's net assets acquinzd
by AWR in October 2000. Goodwill is reduced on an ongoing basis to reflect the total tax benefit
realized from amortizing. for lax purposes, the excess of tax over book goodwill basis in
accordance with SFAS No. 109. Accounrfngfor Income Taxes. In accordance with SFAS
No. la", Goodwill and Other tangible Assets, goodwill is tested for impairment at least
annually on December 31 and more frequently if circumstances indicate that it may be impaired.
l'be goodwill impairment model is a two-step process. First. it requires a comparison of the book
value of not assets to the fair value, using the terminal value method, of the related operations that
have goodwill assigned to them. If the this value is determined to be less than book value, a
second step is performed to compute the amount of the impainnent. In this process. a fair value
for goods ill is estimated, based in part on the far value of the operations used in the first stop.
and is compared tu its carrying value. The amount by which carrying value exceeds fair value
represents the amount of goodwill impairment. The current year analysis indicated no
impairment .

Revenue
CC\\ C' recon ds operating revenues when the service is provided so customers. Run, cues include
amounts billed lo customers on a cycle bats based on meter reading for sen icespr ideal and
unhillcd ret venues representingestimated amounts to be billed for usage from the last meter
reading date to the end of the accountingperiod. Actual usage may vat) from this estimate.

Advances for Construction 8: Coulrihutions-in-aid-of-Construction
Advances for construction represent amounts advanced by developers, which are refundable ox Er
10 to 20 years. Refund amounts under the contracts are based in annual revenues Eom the
extensions. Aha all refunds aw made, any remaining balance is transferred to contributions-im
aid of construction During 2006, approximately SO.?. million of advances that expired were
transferred lo contributions-in-aid of construction. Contributions-in-aid of conslruction are similar
to advances. but require no refunding and arc amortized over the useful lives of the related
pruper\y_

Debt Issuance Costs
Original debt issuance costs are capitalized and amoniudover the lives of the respective issues.

New Accounting Pmnounccments
Effective January 1, 2006, CCWC adopted the provisions of SFAS No. l23(R), Share-Based
Pajvnem. which requires the recognition of compensation expense related to the fair value of
stock-bascd compensation awards. The adoption of this new standard did not have a material
effect on CCWC's financial statements.

g
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Related Party Transactions
.

CCWG receives various services tOm its parent, AWR, and from Golden Slate Waxer Company
a wholly mlvned subsidiary of In addition, AWR has an $85 million

syndieausil credit .fa¢i1i\y- AWR borrows .under this facility and provides. fids to CCWC in
support ofils operations. Amounts owed to AWR for bonowingé Under this. facility total
$I,4£l0,000 as of December 3 I. 2006 and are included in CCWC'§ inter-company parables on the
balaunsue sheet. The interest rate charged to is.sufEcient to cover AwR"s 'merest cost
under Lheeiledit facility. GSWQ also alloogtes certain corporate oMen .
,costs to CGWC using églrecd upon allocation faemls based on a weigliluld xateqlgulaxloZl fwnur

numbers, utility plant, expenses and labor costs ("[our-factor method"I
the. Cdifomia Public Utilities Commission for regulated comppufes. As of

udminisu-aziveang Mai

=»=ua=h»a.»y-.4 .¢mm ¢s1onfvr»w\l w=°~l=@w=» Rf
Dwumnber IL 2W6.841r=r°°1»p8n>' rebeivablegincluded $31,059 due Rpm rzlatcdftwtlaese
albourrarziiins.

85

R'£gIIl5ltOl'y3\'I8ttG!'S

38
8

.n aaccxzéauce with principlesfor.nate-regu rngularoage
'reycnue.

. .
mo . ET us8ml§f's ...: . r¢guh.to;3!-Iiabilitigs,_"iwhit;h

reprcsgut.pwhabjc g@ug!iuns In liexlmuie:mssnciated with amunfs tlialt ire re 8 iii:
¢.=ust8mem.Wi1ughfli¥ Regllatbry asses, £4 mg\rlit4143Fii§5iliiiEs. in¢Iiiti¢&

shn8@M as followsas bfbecember 31,2886:

u=°¢iiii1=3Will1"¢¢iiiin¢uln-fhuuvalbn.

~1I1li1Hl¢=llr.1u1s

in.thlii'l54\lnuna~

;

8

8%

Defmnad generaletcnase cost$

rctiremgnt fNbligtions

Gem on sert¥e=rnent.for removal dwells

195,230

47,925

('7,§9;f>8@3
, § s2s)

}3¢fg4r¢!3.{§¢ne1'£IRnte Case Costs:
. H

Eiefemad rate case expenses W'e.capitdiz1edas mgulatbry jassgis andamoniZed as speciE1=8bY.il1=

ACCforr81e-makimg purposes.

Asset Retirement Gliliedtions: .
Et%ctiveJanuary 1, zo@3,.ccwc adopted SFAS NO.
Gbligurinns .

: ..
of retirement, uponimplementingSFAS.no».1.43,thecumulative e&bct wasréflccted ~as~a
regulatory asset. CCWC will ds relleer Tim $B'm or loss at ssetlilement asa reggnlatoryma Ur
liability on the bal1an§¢

143, 'a¢=i=qa¢»u4ugya; Ante? Mairémnz
Becans<= 1etiramgntaosu Insure through lan=sa¢..u1¢.mm=~

8
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-Ghaparral Gity Water Company
Notes to Financial Statements
December 31, 2006

4

To-as following table shoves the Gbmpdnifé utility plan! in xiiéjpii 1:1385..as Rf December?11 2806*

Gain ml settlement for removal o1l8ggllsi . .
Fo1ml3in-HilI5. District l"FHSD"].~iS;l p91i§cd subdivision ufthe Slat; bfAi°izona lhlgt
provides sanrtaly weer service to customersraidihg within CCWC's watBr~sérvi¢E'f81¢a. in
connection with its aanitary siystena, F433D instructed a '-=§'Si¢m wharefw it racliirtgies
weated 98*luent through multiple aqui&r nnqgpv.ely wells. In order for FHSD lo secure
an P*erm1t :
cease usins'°n¢ as!! w¢lls. As this wal l ,  FHSD unmqumelano
well gdjqpem m lbeenumnaunitynuenuur I weuf-3, However, thiswcllwasuot
ebb Tb in equivalqng4@\t utiwm- to uctiarr
Awonldingly, in pehnmfy.sans, ecwfc yr v mn :msn yv lmby ccwc
ague to pelmunnmlly received a settlement

a3nnemmmt1€€W=61\d!l: Ii) pennane1n11ly..1tem§~§;;
... #nm 4lp=°W41¢9t-*dl-'*'**W\ l'u$mw&ghcg\.u4ed..u 1.PWHI4

ofsupply;61)-mlflllqla1ilhlllglnmml ulaiim w4l=1hl*=lltlnr¥J0W8i4==:t nlliéiwviae i n
4119-Clnnamumilgg EmmIt Well; ma £fliI;mlnéan- u41'iJnI6 oft laeiuel lsnra.
am lim at aa-1mn»al¢l=wuum. na;'§T@aolts*x6n4n4Q nehltedmhh

pending ACT review é1Ftlii's.mal::4

Vilify Plant

Aquifer EkutectionP*ermiLfor 4!lml4g4F¥lSD ruqlnuwed GQWC no plemmanently

MGCWC?§"IYg1l tliht was au: ofprducti

Fm nfsl 520 toor . ._
&uuc\serviecmdcapdifl-\¢gll:md 41pmnid||m Mme:

liars¢a»:"fof&e refinings m u n u u

Land

Source offwater supply
Pilmping

Water treatment

Trilnsmjssiim and diS§i§1'but1'Qn
Dtliir progeny and

.-¢--

="=xlxw2 z»»v»*,;3z42
r

Aceumulawd depreciaticzii

Cqnstructipn woili in progress
*.
.

22] ,857

4m ,01.9 .

3;323,855

£275,225
313121760

... 18704298

so ,020,714.

(!4,947.296)

z;;41.39,7

..8»_§,3.14.

l l
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Chaparral City Waler Company
Notes tn Finan¢ia1.sw¢=emen¢s
newmper2.1, :Que

Repayment CoNtract
In 1984, CCWC entered into an agreement with-the Marital Status Bureau of Rqiilaniatidiz for
construction of a delivery andstorage swam Xe Ccnt l i l Arizona Projéd ("'CAI"') water

my . In cbimékition thcrewinh a rqpaynnent
obligation was incurred by CCWC rclateii. ziiiinktnxction costs plus interest. CCWC madethe
final Pelxm8n1 nm this llbligixtitln in 2006. The cost
Qt' the constructed assets is reuouwded as utility plant. t ry
CQWC retains the rightxlv use the delivezyinitl storage fran unspqsilied"ti1ne period

scMdhled principal and interest

"1'=1'°"°"*ss=>=°1=~"~'~=~»°=»s*=~H===1144s-<».ci>.¥¢1"i'=S ccwc to |amai»1=a=-
-GCWC*k abHiyt¢i4qllr-d6@,,nld unlike liens, s¢lL lease 91'

ugeemeuf contains redriqtive eevwenaps.
ratio of2§0, as defined illtE¢loan u W . _ .  Ml. .
De:l¢mbor3l, 200i5_ ==~=~»n£"" '
aga*eemcnL

lndustriil Deva;-lqmniwpt Kuiihiity Bevis
SubstamiiUy all of u:iliify plant is'piedg¢:das collateral fur~€CW€'»'s IndustriaL'Dervglopme1'1t
Aunawrigy Bonds- Agsrvemnwnr. Meer m g , i n
certain rancid r=¢i°4(ii) neshicts ability
dispose of assets. merge with aliutliér and the payment of divideuds.
GCWC mailmtains a debt §$fv}ee.1=,esc.rve E¢lluTwii:II=a hglimucne oE!H658.306 al December 3 I, 2006.
Amounts ave dassitieél as nowqrwuuw coda m the balance sheet. The loan and u-us:

iwludingllye of debt service eqwupge
o w ~. ' ' m\,..;egiIi¥x1ililid.am\atllylutyeirend.Asof

Long-term Debt

288823

to CCWC'a pllopeny (lbs "Delivery
in
I1rll:urlalf= \ccrued.at a nm of 84% perumum. T119

Un&er.the terms ofthb Delivery Asré1m»n=.

!-ltlnditiemalupon meeting uutain
.repayments for the constuwtion costs anti id m`aintaining the system; The Delivery

Agreementndso provides the; Rh¢*Unitcd Stain Bureau of Recla;nationretains olwnershipqf the
system; Put;uant to this Agreement, CCWG eeniinuzs to maintaina debt service reserve fuNd
with a balance-of $69,755 at Deeembsw-31, 2096. This amount is classified as part of non-current
restricted cash on the balance sheet.

Maturities oflong4erm debt ouLs!§uding'&I.DQQ¢;rrEer31, 200.6 areas follows:

2087

2008

2009

2010

2011

Thereaiier

Less - current pbriixbn

.

ws

280,p00

3ad;060

310,000

330;00U

345;000.

...s,3on.¢o__g

658655000

(280,000)

6 9 8 5 8 5 0
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Chaparral City Water Company
Notes to Financial Statements
December 31, 2006

Dividend Limitations

CCWC is subject to contractual restrictions on its ability no pay dividends. CCWCls maximum
ability to distribute dividends is limited w maintenance ono more than 55% deb! in the capital
structure for the quarter immediately preceding the distribution. The ability of CCWC to pay
dividends is alsorestricted by Arizona law. Under restrictions of the Arizona tests, approximately
$6.6 million was available to pay dividends to AWR at December 3 I, 2006. Contractual
restrictions are the most restrictive. There were no dividends distributed from CCWC to AWR in
2006.

(x. Taxes on Income

('CWC is included in AWRls consolidated federal income tax net um. CCWC liles an Arizona
stale income Las mum. CC\VC's federal tax provision and liability are computed us If it filed a
separate return. Income we. expense includes the current tax liability from operations, the change
in deferred income uses during the year, and the reduction in goodwill during the your (as
discussedunder "Goodwill"). CCWC applies the provisions of SEAS No. 109. Accounting_Aar
Income Taxes. which ttqtxitcs the use of an asset and liability approach in accounting for income
Idxus. This approach requires the recognition of deferred tax assets and liabilities for the expected
future tax consequences of et. ems that haw been mcognizcd in CCWCls iinanciad statements or
tax I`¢!llI'Illi.

Thu:stgnitiuant cnmponenls of the deferred tax assets and liabilities as reflected in the balance
whcctat Yiecember31. :ous 4 enc:

Deferred lax asaeb

Contrihutnons and advances

Other property related

Otl1Lr nonpropeny relaxed

l .672.0 A 3

36.302

65.717

1.774.034
Deferred lax liabilities

Goodwill

Fixed ausseu

Other property related

Other

Accumulated deferred income taxes - rel s

(3,l l 9,603)
(2,S9l,857)

(6,605)
(90.355)

(5.808,420.)

..(4,034,386)

13
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Chaparral City Water Company
Notes to Financial Statements
December31, zoos

The current and deferred components of income lax expense were as follows:

Current provision

Federal

Stare

Total current tax expense

146.267

150

146,417

Deferred provision

Federal

State

(114,619)
(16,893)

(131,512)Total dcl'erred Ia.\ expense

Beuelit applied to reduce goodwill 226.869

1`u!al income toA c.\pen>c 241.774

The federal statutory rate differs from the effective raw primarily due lo slate laxes. net of federal
benefit, and adjustments 1c>uIting from the completion in 2006 of the Internal Revenue Service
and Joint Committee of Taxaliun reviews of an amended 2001 federal velum filed in "005.

7. Employee Benefit Plans

Gswc has a defined benefit plan (the "Plan°') that pr ides eligible employees of GSWC and its
aflilialcs, including CCWC, monthly benefits upon retirement based on as :rage salaries and
length ofscrvice. Pension cost of the Company is based on an allocation from GSWC of the total
cost related to the Plan. The allocated pension cost for CCWC was $152,306 for the year ended
December 3 I . 2006. information regarding accumulated and projected benefit obligations is not
prepared al the subsidiary level. llutnual contributions are made to the Plan. which comply with
the funding requirements of the Employee Retirement Income Security Act ("ER1SA°'). All
:nctivc employees are also offered medical, dental. and vision care benefits through various
medical insuruncc plans.

CCW C is also included in GSWC's 40 l(k) Investment incentive Program,under which
employees of GSWC and its affiliates may lm cs! a percentage of their pay, up to a maximum
investment prescribedby law, in an investment program managed by an outside investment
manager. Company contributions to the 401(k) are based upon a percentage al' `mdividt\al
employee contributions. 'Ute Company contributions to the 401(k) plan for 2006 totaled $20,209.

14



Chaparral City Water Company
Notes to Financial Statements
December 31, 2006

Related Party Transactions

CCWC benefits from customer service,regulatory alTars, human resources, insurance. legal,
emplace benefits, management, accounting and Financial services provided and paid for by

allocation factors based on a weighted rate calculated from customer numbers. utility plant.
expenses and labor costs ("l̀ c1ur-factor method") that was established by the California Public
Utilities Commission for regulated companies. The costs for these sewicea, includlmg allocated
cost for the employ he benefit plans discussed above. were St £92,436 for the year ended
December 3 l . 2006 and have been included in other operating expenses and general and
adminislraliv c expenses.

uswé and reimbursed by CCWC. GSWC allocates thesecosts to CCWC using agreed upon

v. Commitments and Contingencies

CCWC obtains its water supply from two operating wells and fromColorado River water
dclrvcredby the Central Arizona Project ("CAP"). The majurily of CCWCE water supply is
obtained from its CAP allocaziun andwellwater is used for peaking capacity in excess of
trudlment plantcapability. duringlrealmcnt plant shutdown, and to keep the Well systemin
optimal operating condition.

CCWC huean assured water supply designation, b_v decision and order of the Arizona
Dcpartntenl of' Waler Resources ("ADWR"). providing in pan that, subject to ms nsquiremcnts.
CCWC has a sufiicuent suppl of groundwater and CAP water which is physically. continuously
and legally available to 9855 current and committed demands of its customers. plus at least two
years of predicted demands, for 100 years. Ort April 7, "004 the ADWR issued a decision
cunlinning that CCWC has demonstrated the physical. legal and continuous availability ofCIAl'
inter and gruundwntcr. 'm an aggregate volume of9.828 acre-feet per year for a minimum of too
}l!ilf5.

CCWC has .1 long-term water supply contract with the Central Arizona Water Conservation
District(the "Distric\") through September 2033, and is enticed to take 6.978 acre feet of v»ater
per year tram the CAP. The maintenance rate for such water delivered is set by the District and is
subJ:cl to annual increases. The estimated remaining commitment under this contract is $5.3
million as of December 31, 2006 with an estimated annual payment of S I 95,000.

The Arizona Water Settlement Act was signed into law 'm December 2004. This legislation
provides for the additional CAP allocation to CCWC in the amount of 1.931 acre-feet per year.
In order to receive this additional allocation, CCWC must enter into a revised contract with the
District. CCWC is working on an amendment with the District to purchase the L931 acre-feet of
water per year of additional CAP water rights for an estimated amount ofS1.1 million as of
December 3 l. 2006. The price is subject to further adjustment and is expected to increase until
final written agreement is executed, which is anticipated to be in 2007. Once a revised contract
with the District is executed, CCWC expects to apply to the ADWR to modify and increase its
designation of assured supply firm 9,828 acre-feet per year to 11,759 acre-feet per year.

15



Chaparral City Water Company
Notes to Financial Statements
December al, 2006

Notwithstanding an assured water supply designation. CC\VC°s water supply may be subject to
interruption or reduction. in particular owing to interruption or reduction ollCAP water, Lu the
event of interruption or reduction of CAP water, CCWC can rely on its well water supplies for
shop-term periods. However. the quantity of water CCWC supplies to some or all of its
customers may be interrupted or curtailed, pursuant to the provisions of its tariffs. CCWC has the
physical capability to deliver water in excess ofthar which is currently accounted for in CCWC's
assured water supply account.

CCWC is involved from time to time in claims and litigation, both as plaintiff and defendant. in
the ordinary course of business. Management is of the opinion that the outcome Rf such litigation
will not have amaterial adverse effect upon CC\VC's results of operations, financial position or
cash f1ow>.

16
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Chaparral City Water Company
Test Year Ended December 31, 2006

Projected Income Statements - Present & Proposed Rates

Exhibit
Schedule F-1
Page 1
Witness: Bourassa

Test Year
Actual
Results

At Present
Rates
Year

Ended
12/31/2007

At Proposed
Rates
Year

Ended
12/31/2007

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$ 7,673,618 $ 7,364,411 $ 10,427,811

$

82,289
7,755,907 $

82,289
7,446,700

82,289
$ 10,510,100

Operating Expenses
$ 924,576

934,095
618,039
127,457
104,609
19,800

255,544
43,458

$ 969,244
831,656
602,982
127,457
104,609

19,800
266,544
43,458

$ 969,244
831 ,656
602,982
127,457
104,609
19,800

266,544
43,458

70,430
(1,294)

70,430
(1 ,294)

70,430
(1 ,294)

Salaries and Wages
Purchased Water
Purchased Power
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - health and Life
Regulatory Commission Expense - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

168,158
1,243,108
1,632,458

44,200
242,105
241,774

144,871
1 ,259,948
1 ,608,019

47,873
295,813
270,020

144,871
1,259,948
1,608,019

47,873
295,813

1,452,458

$
$

6,679,517
1 ,076,390

s
$

6,661 ,429
785,271

$
$

7,843,867
2,666,233

64,397
(91,835)

(543,433)
(400)

(367,737) (367,737)

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

36

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets

Total Other Income (Expense)
Net Profit (Loss)

$
$

(571,271) $
505,119 $

(367,737) $
417,534 $

(367,737)
2,298,496



Chaparral City Water Company
Test Year Ended December 31, 2006

Projected Statements of Changes in Financial Position
Present and Proposed Rates

Exhibit
Schedule F-2
Page 1
Witness: Bourassa

Line
No. At Present

Rates
Year

Ended
12/31 /2007

At Proposed
Rates
Year

Ended
12/31 /2007

Test Year
Ended

12/31/2006

$ 505,119 $ 429.534 $ 2,310,496

1,632,458
11,835

(131,512)
226,869
26,501
93,671

1 ,632,458 1,632,458

$

59,275
13,943
2,508

(19,837)
21 ,481

(42,939)
34,934

(107,177)
(146,153)
253,543

2,434,519 $ 2,061,992 $ 3,942,954

(2,283,627)

$
(4,941)

(2,288,568) $ $

(600,000) (600,000)
(4,481 )

(600,000)
1,099,205
(488,128)
(340,309)

(488,128)
(280,000)

(488,128)
(280,000)

2,390

$

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44

45

Cash Flows from Operating Activities
Net Income
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and Amortization
Provision for Doubtful Accounts
Deferred Income Taxes
Tax Benefit on Goodwill
Amortization of Debt Issuance Costs
Other
Changes in Certain Assets and Liabilities:

Accounts Receivable
Unbilled Revenues
Materials and Supplies Inventory
Prepaid Expenses
Deferred Charges/Regulatory Liabilities
Accounts Payable
Intercompany payable
Customer Deposits
Intercompany taxes receivable and taxes payable
Other assets and liabilities

Net Cash Flow provided by Operating Activities
Cash Flow From Investing Activities:

Capital Expenditures
Plant Held for Future Use
Changes in debt reserve fund

Net Cash Flows from investing Activities
Cash Flow From Financing Activities

Change in Restricted Cash
Change in net amounts due to parent and affiliates
Receipt of advances for and contributions in aid of construction
Refunds for advances for construction
Repayments of Long-Term Debt
Dividends Paid
Tax Benefits from exercise of stoke based awards
Paid in Capital

Net Cash Flows Provided by Financing Activities
Increase(decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year $

(331.323) $(1,s68,128) $(1,368,128)
(185,372) 693,864 2,574,826
576,802 391,430 391,430
391,430 $ 1,085,294 $ 2,966,256



Chaparral City Water Company
Test Year Ended December 31, 2006
Projected Construction Requirements

Exhibit
Schedule F-3
Page 1
Witness: Bourassa

Line
No.

2007
$

2008
$

2009
$

11 ,000
3,733,000

50,000
225,000

55,000

11 ,000
1 ,575,000

25,000
225,000

55,000

11 ,000
1,293,800

25,000
225,000

55,000

Account
Number

301
302
303
304
306
307
310
311
320
330
331
333
334
335
339
340
341
343
344
345
346
348

Plant Asset:
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Lake, River and Other Intakes
Wells and Springs
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs & Standpipe
Transmission and Distribution Mains
Services
Meters
Hydrants
Other Plant Structures and Improvements
Office Furniture and Fixtures
Transportation Equipment
Tools and Work Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible plant

6,000
22,000
35,000

6,000
27,500
26,000

6,000
27,500

105,000

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

28
29
30

Total $ 4,137,000 $ 1,950,500 $ 1,748,300



Chaparral City Water Company
Test Year Ended December 31, 2006

Assumptions Used in Rate Filing

Exhibit
Schedule F-4
Page 1
Witness: Bourassa

Line
No.

Property Taxes were computed using the method used by the Arizona Department
of Revenue

Projected construction expenditures are shown on Schedule A-4.

Expense adjustments are shown on Schedule C2, and are explained in the testimony.

Accumulated depreciation and depreciation expense were computed at Arizona Corporation
Commission allowed rated in Prior Commission Decision.

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15

Income taxes were computed using statutory state and federal income tax rates.
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Chaparral City Water Company
Test Year Ended December 31, 2006

Revenue Summary
With Annualized Revenues to Year End Number of Customers

Exhibit
Schedule H-1
Page 1
Witness: Bourassa

Dollar
Change

Percent
Chance

Percent
of

Present
Water

Revenues

Percent
of

Proposed
Water

Revenues
Meter
8 3

3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch

Class
Residential
Residential
Residential
Residential
Residential

$

Present
Revenues

3,455,850
2,342,394

31 ,414
123,686
10,012

$

Proposed
Revenues

4,715,406
3, 195,743

42,861
168,752

13,660

$ 1 ,259,557
853,348
11 ,447
45,067
3,648

36.45%
36.43%
36.44%
36.44%
36.44%

45.08%
30.56%
0.41%
1.61%
0.13%

42.20%
28.60%
0.38%
1.51%
0.12%

Subtota l 5,963,356 8,136,423 2,173,066 36.44% 77.79% 72.82%

3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
4 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

$ 67,867
98,616

140,840
222,208
14,211
34,290

$ 92,600
134,544
192,160
303,175
19,397
46,784

24,733
35,928
51,319
80,967
5,181

12,494

36_44%
36.43%
36.44%
36.44%
36.44%
36.44%

0.89%
1 .29%
1 .84%
2.90%
0. 19%
0.45%

0.83%
1.20%
1.72%
2.71%
0.17%
0.42%

Subtotal 578,038 $ 788,660 $ 210,622 36.44% 7.54% 7.06%

3/4 Inch
1 Inch

1.5 Inch

Industrial
Industrial
Industrial

$

$ 304
272
328

$ 415
372
447

$ 111
99

119

36.45%
36.43%

0.00%
000%
0.00%

0.00%
0.00%
0.00%

Subtotal $

$

904 $

$

1 ,234 330 36.44% 0.01% 0.01%

91.64%
98.70%

3/4 Inch
1 Inch

1.5 Inch
2 Inch
4 Inch
6 Inch

Irrigation
Irrigation
Initiation
Irrigation
Irrigation
Irrigation

69,200
178,745
134,012
161,987
152,769
322,475

132,615
355,164
264,248
318,701
327,154
696,965

63,415
176,419
130,236
156,713
174,384
374,491

96.74%
114.15%
116.13%

0.90%
2.33%
1.75%
2.11%
1.99%
4.21%

1.19%
3.18%
2.37%
2.85%
2.93%
6.24%

Subtotal 1,019,188 2,094,846 1 ,075,658 105.54% 13.30% 18.75%

$ $ 81
1 .004

471

44.78%
74.03%
72.95%

0.00%
0.02%
0.01%

0.00%
0.02%
0.01%

3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

Construction
Construction
Construction
Construction
Construction

181
1 ,357

646
18,826

2,247

262
2,361
1,117

36,097
3,808 0.03%

0.30%

0.03%

Subtotal $

$

23,256 $

$

$

$

43,645 $

1 ,561

20,389

69.50%

87.67% 0.39%

3 Inch
4 Inch

Fire Hydrant Meter (Irrigation)
Fire Hydrant Meter (ln'igation)

65,878
9,178

89,883
12,521

24,006
3,344

36.44%
36.43%

0.86%
0.12%

0.80%
0.11%

Subtotal $

$

75,055 $

$

102,405 27,349 36.44% 0.98% 0.92%

34 inch
1 Inch

1.5 Inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler

5,164
244
363

5,165
245
363

1

1

1

0.03%
0.57%
0.25%

0.07%
0.00%
0.00%

0.05%
0.00%
0.00%

Line

4 4
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
51
52

Subtotal

Total Revenues Before Annualization

s 5,770 $ 5,774

s I565,568 $ 11,112,981 s

4

3p0/,415

0.06%

4b. /5%

0_0B%

ioo.ou%

0.05%

100.00%



Chaparral City Water Company
Test Year Ended December 31, 200B

Revenue Summary
With Annualized Revenues to Year End Number of Customers

Exhibit
Schedule H-1
Page 2
Witness: Bourassa

Revenue Annualization

Dollar
Chanqe

844
23,774

313
92

652

Percent
Chanqe

Additional
Bills to be

Issued
61

1 ,415
7
1
5

Schedule
NumberMeter

3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch

Class
Residential
Residential
Residential
Residential
Residential

Present
Revenues

$ 2,317 $
65,260

860
253

1 ,790

Proposed
Revenues

3, 161
89,034

1 , 174
346

2,443

36.44%
36.43%
36.44%
36.44%
36.44%

Additional
Gallons to
be Pumped
(In 1.000'Sl

639 C-2, P7.1
13,151 C-2, P7.2

215 C-2, P7.3
72 C-2, P7.4

421 C-2, P7.5

Subtotal $

$

70,480 $ 96,157 25,677 36.43% 1 ,489 14,497 c-2, p7.6

3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
4 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

(50)  $
2,647
1,934
(778)
(206)

(68)
3,611
z,ea9

(1,062)
(281 )

(18)
964
705
(284)
(75)

0.00%
36.43%
36.44%
0.00%
0.00%
0.00%

(1)
38
12
(3)
(1)

(14) c-2, p7.6
704 c-2, p7.7
551 C-2, P7.8

(222) c-2, p*/.9
(24) c-2, p7.10

Subtotal $

$

3,547 $

$

4,839 52,645 1484.43% 45 996

3/4 Inch
1 Inch

1.5 Inch

Industrial
Industrial
Industrial

0.00%
0.00%
0.00%

Subtotal $

$

$

$

0.00%

792
e,s85
1 ,901

1 ,505
13,025
3,732

713
6,440
1,831

21
78
12

324 c-2, P7.11
3,086 c-2, p1.12

869 C-2, P'/.13

3/4 Inch
1 Inch

1.5 Inch
2 Inch
4 Inch
6 Inch

Irrigation
Irrigation
Irrigation
Irrigation
Irrigation
Irrigation

(111 ,69a)
(280,818)

(246,237)
(618,308)

(134,544)
(337,490)

90. 11 %
97.81%
96.33%
0.00%
0.00%
0.00%

(2) (69,780) c-2, p7.14a&
(179,785) C-2, P7.15a&

Subtotal $

$

(383,233) $

$

(846,282) (463,049) 120.83% 109 (245,285)

3/4 Inch
1 Inch
2 Inch
3 Inch
4 Inch

Construction
Construction
Construction
Construction
Construction

0.00%
0.00%
0.00%
0.00%
0.00%

Subtotal $ $ 0.00%

3 Inch
4 Inch

Fire Hydrant Meter (Irrigation)
Fire Hydrant Meter (In'igation)

$ $ 0.00%
0.00%

Subtotal $ $ 0.00%

34 inch
1 Inch

1.5 Inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler

$ $ 0.00%
0.00%
0.00%

Subtotal $ $ 0.00%

Line
M ,

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
4 2
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57

Total Revenue Annualization $ (309,207) $ (745,287) $ (384,727) 0.00% 1 ,643 (229,792 )



Chaparral City Water Company
Test Year Ended December 31, 2006

Revenue Summary
With Annualized Revenues to Year End Number of Customers

Exhibit
Schedule H-1
Page 3
Witness: Bourassa

Line
PQ.

Dollar Percent
Chanqe

Percent
of

Present
Water

Revenues

Percent
of

Proposed
Water

Revenues
Present

Revenues
$ $ 45.76%

141 .03%
41.75%

100.00%
-4.03%

100.00%
-6.67%

s

7,665,568
(309,207)

7,356,362 $

Proposed
Revenues

$ 11,172,987
(745,287)

10,427,700 $

Change
3,507,418

(436,080.03)
3.071 .338

$ 0.00% 1.07% 0.74%

$

82,289
8,050

7,438,651

$ 82,289

$ 10,509,989 $
(8,050)

3,063,289 41.18% 0.00% 0.00%

$

$

$

7,665,568
7,673,618

(8,050)
-0. 10%
0.50%

38,368

1
2
3 Subtotal Metered Revenues
4 Subtotal Revenue Annualization
5 Total Metered Revenues
6
7 Misc. Revenues
8 Reconciling Amount to GL
9 Total Water Revenues
10
11
12 Revenue Reconciliation
13
14 Revenue per bill count before revenue annualization
15 Revenue per GL (metered water revenues)
16 Difference
17 Difference %
18 Tolerance %
19 Tolerance Amount + or -
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

Acceptable? YES



Chaparral City Water Company
Test Year Ended December 31, 2006

Customer Summary

Exhibit
Schedule H-2
Page 1
Witness: Bourassa

Proposed Increase
Dollar Percent

Amount Amount
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch

Meter Size. Class
Residential
Residential
Residential
Residential
Residential
Subtotal

(a)
Average

Number of
Customers

at
12/31/2006

8,368
4,000

21
39
3

12,431

Average
Consumption

8,450
10,095
29,821
72,924
70,226

$

Revenues
Present Proposed
Rates Rates

32,38 44.17
48.14 65.68

120.55 164.48
256.77 350.32
322.97 440.65

$ 11.80
17.54
43.93
93.55

117.68

36.45%
36.43%
36.44%
36.44%
36.44%

3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Subtotal

115
114
66
71

5
4

375

12,528
17,907
47,736
68,389
34,550

186,146

$ 46.97
67.83

165.69
245.34
233.06
696.09

$ 64.09
92.53

226.07
334.73
317.99
949.71

17.12
24.71
60.37
89.39
84.93

253.62

36.44%
36.43%
36.44%
36.44%
36.44%
36.44%

3/4 Inch
1 Inch
1.5 Inch

5,375 $
$
$

24.63
22.70
65.56

$
$
$

33.60
30.97
89.45

8.98
8.27

23.89

36.45%
36.43%
36.45%

Industrial
Industrial
Industrial
Subtotal

1

1

0

2

a,000

3/4 Inch
1 Inch
1.5 Inch
2 Inch
4 Inch
6 Inch

Irrigation
Irrigation
Irrigation
Irrigation
Irrigation
Irrigation
Subtotal

145
170
68
52
4
3

442

16,732
41,781
76,173

119,346
1,813,070
5,451,042

$
$
$
$
$
$

39.70
87.88

164.23
259.18

3,055.39
8,957.63

$ 76.08
$ 174.61
$ 323.83
$ 509.92
$ 6,543.08
$ 19,360.15

36.38
86.73

159.60
250.74

3,487.69
10,402.53

91.64%
98.70%
97.18%
96.74%

114.15%
116.13%

3/4 Inch
1 Inch
2 inch
3 Inch
4 Inch

Construction
Construction
Construction
Construction
Construction
subtotal

1
3
0
4
1
8

959
11,803
36,000

180,682
94,500

$
$
$
$
$

15.10
41,11

129.16
427.86
374.42

$
$
$
$
$

21.86
71.55

223.38
820.39
634,63

6.76
30.44
94.22

392.53
260.21

44.78%
74.03%
72.95%
91 .74%
69.50%

3 Inch
4 Inch

Fire Hydrant Meter (Irrigation)
Fire Hydrant Meter (Irrigation)
Subtotal

26

1

26

26,121
516,917

$
$

211 .82

1,529.63
$
$

289.01
2,086.90

77.19
557.27

36.44%
36.43%

Line

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47

34 inch
1 Inch
1.5 Inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler
Subtotal

43
2
3

48

3
63
28

$
$
$

10.01
10.16
10.07

$
$
$

10.01
10.22
10.10

0.00
0.06
0.03

0.03%
0.57%
0.25%

Total 13,333
(a) Average number of customers of less than one (1), indicates that less than 12 bills were issued during the year.
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Chaparral City Water Company
Changes in Representative Rate Schedules

Test Year Ended December 31, 2006

Exhibit
Schedule H-3
Page 3
Witness: Bourassa

Present
Rates

$ 25.00
$ 35.00
$ 35.00
$ 50.00
$ 35.00

(a)
(a)

$ 50.00
(b)
(c)
(c)

$ 25.00
1.50%

$ 25.00

Proposed
Rates

$ 25.00
$ 35.00
$ 35.00
s 50.00
$ 35.00

(a)
(a)

$ 50.00
(b)
(C)
(c)

$ 25.00
1.50%

$ 25.00

Line
No. Other Service Charges

1 Establishment
2 Establishment (After Hours)
3 Reconnection (Deliquent)
4 Reconnection (Deliquent and After Hours)
5 Meter Test
6 Deposit Requirement (Residential)
7 Deposit Requirement (None Residential Meter)
8 Hydrant Meter Deposit
9 Deposit Interest
10 Re-Establishment (With-in 12 Months)
11 Re-Establishment (After Hours)
12 NSF Check
13 Deferred Payment, Per Month
14 Meter Re-Read
15 Charge of Moving Customer Meter -
16 Customer Requested per Rule R14-2-405B
17 After hours service charge, per Rule R14-2-403D
18
19
20 Late Charge per month
21 Off-site Facilities Hook-up Fee (See H-3, page 5)
22 CAP Hook-up Fee (See H-3, page 5)
23
24 (a) Residential - two times the average bill. Non-residential - two and one-half times the average bill.
25 (b) Interest per Rule R14-2-403(B).
26 (c) Minimum charge times number of full months off the system. per Rule R14-2-403(D).
27 (d) New water installations. May be assessed only once per parcel, service connection, or lot within a sub-
28 division. Purpose is to equitably apportion the costs of constructing additional off-site facilities to provide
29 water production, delivery, storage, and pressure among all new service connections.
30 (e) New water installations. May be assessed only once per parcel, service connection, or lot within a sub-
31 division. Purpose is to recover the costs of additional 1,931 a.f. of CAP allocation. Fee will be recomputed
32 annually to take into account carrying costs of unrecovered balance and annual payment.
33
34 IN ADDITION TO THE COLLECTION OF REGULAR RATES, THE UTILITY WILL COLLECT FROM
35 ITS CUSTOMERS A PROPORTIONATE SHARE OF ANY PRIVILEGE, SALES, USE, AND FRANCHISE
36 TAX. PER COMMISSION RULE 14-2-409D(5).
37 ALL ADVANCES AND/OR CONTRIBUTIONS ARE TO INCLUDE LABOR, MATERIALS, OVERHEADS,
38 AND ALL APPLICABLE TAXES, INCLUDING ALL GROSS-UP TAXES FOR INCOME TAXES, IF APPLICABLE.
39
40 All advances and/or contributions are to include labor, materials and parts, overheads and all applicable taxes,
41 including all gross-up taxes, if applicable.

Cost
Refer to
Above

Charges
1 .5%

(d)
(e)

Cost
Refer to
Above

Charges
1 .5%

(d)
(e)



Chaparral City Water Company
Test Year Ended December 31, 2006

Meter and Service Line Charges

Exhibit
Schedule H-3
Page 4
Witness: Bourassa

Meter and Service Line Charqes

5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch / Turbine
2 Inch / Compound
3 Inch / Turbine
3 Inch / Compound
4 Inch / Turbine
4 Inch / Compound
6 Inch / Turbine
6 Inch / Compound
8 Inch & Larger

Present
Service

Line
Charge

$ 385.00
385.00
435.00
470.00
630.00
630.00
805.00
845.00

1 ,170.00
1 ,230.00
1,730.00
1 ,770.00
At Cost

$

Present
Meter
Install-
ation

Charqe
135.00
215.00
255.00
465.00
965.00

1 ,690.00
1,470.00
2,265.00
2,350.00
3,245.00
4,545.00
6,280.00
At Cost

$

Total
Present
Charge

520.00
600.00
690.00
935.00

1,595.00
2,320.00
2,275.00
3,110.00
3,520.00
4,475.00
6,275.00
8,050.00
At Cost

(a)
Proposed
Service

Line
Charge

$ 385.00
385.00
435.00
470.00
630.00
630.00
805.00
845.00

1 , 170.00
1 ,230.00
1 ,730.00
1,770.00
At Cost

Proposed
Meter
Install-
ation

Charge
$ 135.00

215.00
255.00
465.00
965.00

1 ,690.00
1,470.00
2,265.00
2,350.00
3,245.00
4,545.00
6,280.00
At Cost

(a)
Total

Proposed
Charge

$ 520.00
600.00
690.00
935.00

1,595.00
2,320.00
2,275.00
3,110.00
3,520.00
4,475.00
5,275.00
8,050.00
At Cost

N/T = No Tariff

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

(a) As meters and service lines are now taxable income for income purposes, The
Company shall collect income taxes on the meter and service line charges.
Any tax collected will be refunded each year as the meter deposit is refunded.



Chaparral City Water Company
Test Year Ended December 31, 2006

Hook-Up Fees

Exhibit
Schedule H-3
Page 5
Witness: Bourassa

Off-site Facilities Hook-up Fee

Line
No.

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32

33
34
35
36

5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch or larger

$

Present
Char0le

1,000
1,500
2,500
5,000
8,000

15,000
25,000
50,000

$

Proposed
Charqe

1,000
1,500
2,500
5,000
8,000

15,000
25,000
50,000



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 3/4 Inch Residential

Exhibit
Schedule H-4
Page 1
Witness: Bourassa

Usage
Present

BM
$ $

13.60
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 3,000 $
up to 9,000 $
Over 9,000 $

1.68
2.52
3.03

18.56

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
50,000
70,000
80,000
90,000

100,000

13.60
15.28
16.96
18.64
21 .16
23.68
26.20
28.72
31 .24
33.76
36.79
42.85
48.91
54.97
61 .03
67.09
82.24
97.39

112.54
127.69
142.84
157.99
188.29
218.59
248.89
279.19
309.49

Proposed
M
18.56
20.85
23.14
25.44
28.87
32.31
35.75
39.19
42.63
46.06
50.20
58.47
66.73
75.00
83.27
91 .54

112.21
132.88
153.55
174.22
194.89
215.55
256.90
298.24
339.58
380.92
422.26

Dollar
Increase
$ 4.96
$ 5.57
$ 6.18
$ 6.80
$ 7.71
$ 8.63
$ 9.55
$ 10.47
$ 11.39
$ 12.30
$ 13.41
$ 15.52
$ 17.82
$ 20.03
$ 22.24
$ 24.45
$ 29.97
$ 35.49
$ 41.01
$ 46.53
$ 52.05
$ 57.57
$ 68.61
$ 79.65
$ 90.69
$101.73
$112.77

Percent
Increase

36.47%
36.47%
36.46%
36.46%
35.46%
36.45%
36.45%
36.45%
36.45%
36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 3,000 $
Up to 9,000 $
Over 9,000 $

2.29
3.44
4.13

32.38 $ 44.17 $ 11.80 36.45%
Average Usage

8,450 $
Median Usage

5,500 $ 24.94 $ 34.03 $ 9.09 36 .45%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 1 Inch Residential

Exhibit
Schedule H-4
Page 2
Witness: Bourassa

Usage
Percent
Increase

$ $
Present Rates :

22.70Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 24,000 $
Over 24,000 $

2.52
3.03

30.97

1 ,000
2,000
3,000
4,000
5,000
6,000
7,000
a,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

Present

BM
22.70
25.22
27.74
30.26
32.78
35.30
37.82
40.34
42.86
45.38
47.90
52.94
57.98
63.02
68.06
73.10
86.21

101 .36
116.51
131 .66
146.81
161 .96
192.26
222.56
252.86
283.16
313.46

Proposed

M
30.97
34.41
37.85
41 .28
44.72
48.16
51 .60
55.04
58.47
61 .91
65.35
72.23
79.10
85.98
92.85
99.73

117.62
138.29
158.96
179.63
200.30
220.97
262.31
303.65
344.99
386.33
427.67

Dollar
Increase
$ 8.27
$ 9.19
$ 10.11
$ 11.02
$ 11.94
$ 12.86
$ 13.78
$ 14.70
$ 15.61
$ 16.53
$ 17.45
$ 19.29
$ 21.12
$ 22.96
$ 24.79
$ 26.63
$ 31.41
$ 36.93
$ 42.45
$ 47.97
$ 53.49
$ 59.01
s 70.05
$ 81.09
$ 92.13
$103.17
$114.21

36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 24,000 $
Over 24,000 $

3.44
4.13

48.14 $ 65.68 $ 17.54 36.43%
Average Usage

10,095 $
Median Usage

7,500 $ 41.60 $ 56.76 $ 15.16 36.43%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 1 1/2 Inch Residential

Exhibit
Schedule H-4
Page 3
Witness: Bourassa

Usage
Present

Eau

Percent
Increase

$ $
Present Rates:

45.40Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 60,000 $
Over 60,000 $

2.52
3.03

61.95

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
1a,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

45.40
47.92
50.44
52.95
55.48
58.00
60.52
63.04
55.55
68.08
70.60
75,64
80.68
85.72
90.76
95.80

108.40
121 .00
133.60
145.20
158.80
171 .40
195.50
225.90
257.20
287.50
317.80

Proposed

M
61 .95
65.39
68.83
72.26
75.70
79.14
82.58
86.02
89.45
92.89
96.33

103.21
110.08
116.96
123.83
130.71
147.90
165.09
182.28
199.47
216.66
233.85
268.23
309.57
350.91
392.25
433.59

Dollar
Increase
$ 16.55
$ 17.47
$ 18.39
$ 19.30
$ 20.22
$ 21.14
$ 22.06
$ 22.98
$  23 . 89
$ 24.81
$ 25.73
$ 27.57
$ 29.40
$ 31.24
$ 33.07
$ 34.91
$ 39.50
$  44 . 09
$ 48.68
$ 53.27
$ 57.86
$ 62,45
$ 71.63
$ 82.67
$ 93.71
$ 104.75
$ 115.79

36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.43%
36.43%
36.43%
36.43%
36.43%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 60,000 $
Over 60,000 $

3.44
4.13

120.55 $ 164.48 $  43 . 93 36.44%
Average Usage

29,821 $
Median Usage

21,500 $ 99.58 $ 135.87 $ 36.29 36.44%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 2 Inch Residential

Exhibit
Schedule H-4
Page 4
Witness: Bourassa

Usage
Present

.am

Percent
Increase

$
Present Rates'

73.00Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 100,000 $
Over 100,000 $

2.52
3.03

99.61

1,000
2,000
3,000
4,000
5,000
0,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

73.00
75.52
78.04
80.56
83.08
85.60
88.12
90.64
93.16
95.68
98.20

103.24
108.28
113.32
118.36
123.40
136.00
148.60
161 .20
173.80
186.40
199.00
224.20
249.40
274.60
299.80
325.00

Proposed

M
$ 99.61

103.05
106.49
109.92
113.36
116.80
120.24
123.68
127.11
130.55
133.99
140.87
147.74
154.62
161 .49
168.37
185.56
202.75
219.94
237.13
254.32
271 .51
305.89
340.27
374.65
409.03
443.41

Dollar
Increase
$ 26.61
$  27 . 53
$ 28.45
$ 29.36
$ 30.28
$ 31,20
$ 32.12
$ 33.04
$ 33.95
$ 34.87
$ 35.79
$ 37.63
$ 39.46
$  41 . 30
$ 43.13
$ 44.97
$ 49.56
$ 54.15
$ 58.74
$ 63.33
$ 67.92
$ 72.51
$ 81.69
$ 90.87
$ 100.05
$ 109.23
$ 118.41

36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.43%
36.43%
36.43%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 100,000 $
Over 100,000 $

3.44
4.13

256.77 $ 350.32 $ 93.55 36.44%
Average Usage

72,924 $
Median Usage

51,500 $ 202.78 $276.67 $ 73.89 36.44%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 3 Inch Residential

Exhibit
Schedule H-4
Page 5
Witness: Bourassa

P res ent Percent
IncreaseUsage

$
Present Rates :

146.00Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 225,000 $
Over 225,000 $

2.52
3.03

199.21

1 ,000
2,000
3,000
4,000
5,000
5,000
7,000
8,000
0,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

M
146.00
148.52
151 .04
153.56
156.08
158.60
161 .12
163.64
166.16
168.68
171 .20
176.24
181 .28
186.32
191 .36
196.40
209.00
221 .60
234.20
246.80
259.40
272.00
297.20
322.40
347.60
372.80
398.00

P ropos e d

M
$ 199.21

202.65
206.09
209.52
212.95
216.40
219.84
223.28
226.71
230. 15
233.59
240.47
247.34
254.22
261 .09
267.97
285. 16
302.35
319.54
336.73
353.92
371 .11
405.49
439.87
474.25
508.63
543.01

Dollar
Increase
$ 53.21
$ 54.13
$ 55.05
$ 55.96
$ 56.88
$ 57.80
$ 58.72
$ 59.64
$ 60.55
$ 61.47
$ 62.39
$ 54.23
$ 66.06
$ 67.90
$ 69.73
$ 71.57
$ 76.16
$ 80.75
$ 85.34
$ 89.93
$ 94.52
$ 99.11
$ 108.29
$ 117.47
$ 126.65
$ 135.83
$ 145.01

36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.43%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 225,000 $
Over 225,000 $

3.44
4.13

322.97 $440.65 $ 117.68 36.44%
Average Usage

70,226 $
Median Usage

83,000 $ 355.16 $484.56 $ 129.40 36.44%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 3/4 Commercial

Exhibit
Schedule H-4
Page 6
Witness: Bourassa

Usage
Percent
Increase

$ $
Present Rates:

13.60Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 9,000 $
Over 9,000 s

2.52
3.03

18.56

1 ,000
2,000
s,000
4,000
5,000
5,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

Present

M
13.60
16. 12
18.64
21 .16
23.68
26.20
28.72
31 .24
33.76
36.28
39.31
45.37
51 .43
57.49
63.55
69.61
84.76
99.91

115.06
130.21
145.36
160.51
190.81
221 .11
251 .41
281 .71
312.01

Proposed

M
18.56
22.00
25.44
28.87
32.31
35.75
39.19
42.63
46.06
49.50
53.64
61 .90
70.17
78.44
86.71
94.98

115.65
136.32
156.99
177.66
198.33
219.00
260.34
301 .68
343.02
384.36
425.70

Dollar
Increase
$ 4.96
$ 5.88
$ 5.80
$ 7.71
$ 8.53
$ 9.55
$ 10.47
$ 11.89
$ 12.30
$ 13.22
$ 14.33
$ 16.53
$ 18.74
$ 20.95
$ 23.16
$ 25.37
$ 30.89
$ 36.41
$ 41.93
$ 47.45
$ 52.97
$ 58.49
$ 69.53
$ 80.57
$ 91.61
$ 102.85
$ 113.69

36.47%
36.46%
36.46%
36.46%
36.45%
36.45%
36.45%
36.45%
36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%

Proposed Rates :
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
up to 9,000 $
Over 9,000 $

3.44
4.13

46.97 $ 64.09 $ 17.12 36.44%
Average Usage

12,528 $
Median Usage

4,501 $ 24.94 $ 34.03 $ 9.09 36.45%

Page 1 of 1



Chaparral City Water Company
Bi\l Comparison Present and Proposed Rates
Meter Size: 1 Inch Commercial

Exhibit
Schedule H-4
Page 7
Witness: Bourassa

Usage
Percent
Increase

$ $

22.70
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 24,000 $
Over 24,000 $

2.52
3.03

30.97

1 ,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

Present

M
22.70
25.22
27.74
30.26
32.78
35.30
37.82
40.34
42.86
45.38
47.90
52.94
57.98
63.02
68.06
73.10
86.21

101 .36
116.51
131 .66
146.81
161 .96
192.26
222.56
252.86
283.16
313.46

Proposed

M
30.97
34.41
37.85
41 .28
44.72
48.16
51 .60
55.04
58.47
61 .91
65.35
72.23
79.10
85.98
92.85
99.73

117.62
138.29
158.96
179.63
200.30
220.97
262.31
303.65
344.99
386.33
427.67

Dollar
Increase
$ 8.27
$ 9.19
$ 10.11
$ 11.02
$ 11.94
$ 12.86
$ 13.78
$ 14.70
$ 15.61
$ 16.53
$ 17.45
$ 19.29
$ 21.12
$ 22.96
$ 24.79
$ 26.63
$ 31.41
$ 36.93
$  42 . 45
$ 47.97
$ 53.49
$ 59.01
$ 70.05
$ 81.09
$ 92.13
$ 103.17
$114.21

36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
up to 24,000 $
Over 24,000 $

3.44
4.13

67.83 $ 92.53 $ 24.71 36.43%
Average Usage

17,907 $
Median Usage

5,500 $ 36.56 $ 49.88 $ 13.32 36.43%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 1 1/2 Inch Commercial

Exhibit
Schedule H-4
Page 8
Witness: Bourassa

Usage
Present

EM

Percent
Increase

$ $
Present Rates:

45.40Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 60,000 $
Over 00,000 $

2.52
3.03

61.95

1 ,000
2,000
3,000
4,000
5,000
5,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
50,000
70,000
80,000
90,000

100,000

45.40
47.92
50.44
52.96
55.48
58.00
60.52
63.04
65.56
68.08
70.60
75.64
80.68
85.72
90.76
95.80

108.40
121 .00
133.60
146.20
158.80
171 .40
196.60
226.90
257.20
287.50
317.80

Proposed

M
61 .95
65.39
68.83
72.26
75.70
79.14
82.58
86.02
89.45
92.89
96.33

103.21
110.08
116.96
123.83
130.71
147.90
165.09
182.28
199.47
216.66
233.85
268.23
309.57
350.91
392.25
433.59

Dollar
Increase
$ 16.55
$ 17.47
$ 18.39
$ 19.30
$ 20.22
$ 21.14
$ 22.06
$ 22.98
$ 23.89
$ 24.81
$ 25.73
$ 27.57
$ 29.40
$ 31.24
$ 33.07
$ 34.91
$ 39.50
$  44 . 09
$ 48.68
$ 53.27
$ 57.86
$ 62.45
$ 71.63
$ 82.67
$ 93.71
$ 104.75
$ 115.79

36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.43%
36.43%
36.43%
36.43%
36.43%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 60,000 $
Over 60,000 $

3.44
4.13

165.69 $ 226.07 $ 60.37 36.44%
Average Usage

47,736 $
Median Usage

13,500 $ 79.42 $ 108.36 $ 28.94 36.44%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 2 Inch Commercial

Exhibit
Schedule H-4
Page 9
Witness: Bourassa

P res ent Percent
IncreaseUsage

$
Present Rates :

73.00Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 100,000 $
Over 100,000 $

2.52
3.03

99.61

1,000
2,000
3,000
4,000
5,000
5,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

M
73.00
75.52
78,04
80.56
83.08
85.60
88.12
90.64
93.16
95.68
98.20

103.24
108.28
113.32
118.36
123.40
136.00
148.60
161 .20
173.80
186.40
199.00
224.20
249.40
274.60
299.80
325.00

P ropos e d

M
$ 99.61

103.05
106.49
109.92
113.36
116.80
120.24
123.68
127.11
130.55
133.99
140.87
147.74
154.62
161 .49
168.37
185.56
202.75
219.94
237.13
254.32
271 .51
305.89
340.27
374.65
409.03
443.41

Dollar
Increase
$ 26.61
$ 27.53
$ 28.45
$ 29.36
$ 30.28
$ 31.20
$ 32.12
$ 33.04
$ 33.95
$ 34.87
$ 35.79
$ 37.63
$ 39.46
$ 41.30
$ 43.13
$ 44.97
$ 49.56
$ 54.15
$ 58.74
$ 63.33
$ 67.92
$ 72.51
$ 81.69
$ 90.87
$ 100.05
$ 109.23
$ 118.41

36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.43%
36.43%
36.43%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 100,000 $
Over 100,000 $

3.44
4.13

245.34 $ 334.73 $ 89.39 36.44%
Average Usage

68,389 $
Median Usage

21,500 $ 127.18 $ 173.53 $ 46.35 36.44%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 3 Inch Commercial

Exhibit
Schedule H-4
Page 10
Witness: Bourassa

P res ent Percent
IncreaseUsage

$
Present Rates:

146.00Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 225,000 $
Over 225,000 $

2.52
3.03

$ 199.21

1 ,000
2,000
3,000
4,000
5,000
5,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

M
146.00
148.52
151 .04
153.56
156.08
158.60
161 .12
163.64
166.16
168.68
171 .20
176.24
181 .28
186.32
191 .36
196.40
209.00
221 .60
234.20
246.80
259.40
272.00
297.20
322.40
347.60
372.80
398.00

P ropos e d

.FSH
$ 199.21

202.65
206.09
209.52
212.96
216.40
219.84
223.28
226.71
230. 15
233.59
240.47
247.34
254.22
261 .09
267.97
285. 16
302.35
319.54
336.73
353.92
371 .11
405.49
439.87
474.25
508.63
543.01

Dollar
Increase
$ 53.21
$ 54,13
$ 55.05
$ 55.96
$ 56.88
$ 57.80
$ 58.72
$ 59.64
$ 50.55
$ 51.47
$ 62.39
$ 64.23
$ 66.06
$ 67.90
$ 69.73
$ 71.57
$ 75.15
$ 80.75
$ 85.34
$ 89.93
$ 94.52
$ 99.11
$ 108.29
$ 117.47
$ 125.55
$ 135.83
$ 145.01

36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.43%

Proposed Rates :
Monthly Minimum:
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 225,000 $
Over 225,000 $

3.44
4.13

233.06 $317.99 $ 84.93 36.44%
Average Usage

34,550 $
Median Usage

12,500 $ 177.50 $ 242.19 $ 64.69 36.44%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 4 Inch Commercial

Exhibit
Schedule H-4
Page 11
Witness: Bourassa

Usage
Present

M

Percent
Increase

s
Present Rates :

227.00Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 350,000 $
Over 350,000 $

2.52
3.03

309.74

1,000
2,000
3,000
4,000
5,000
8,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

227.00
229.52
232.04
234.56
237.08
239.60
242.12
244.64
247. 16
249.68
252.20
257.24
262.28
267.32
272.36
277.40
290.00
302.60
315.20
327.80
340.40
353.00
378.20
403.40
428.60
453.80
479.00

Proposed

_BM
$ 309.74

313. 18
316.62
320.05
323.49
326.93
330.37
333.81
337.24
340.68
344. 12
351 .00
357.87
364.75
371 .62
378.50
395.69
412.88
430.07
447.26
464.45
481 .64
516.02
550.40
584.78
619. 16
653.54

Dollar
Increase
$ 82.74
$ 83.66
$ 84.58
$ 85.49
$ 86.41
$ 87.33
$ 88.25
$ 89.17
$ 90.08
$ 91.00
$ 91.92
$ 93.76
$ 95.59
$ 97,43
$ 99.26
$ 101.10
$ 105.69
$ 110.28
$ 114.87
$ 119.46
$ 124.05
$ 128.64
$ 137.82
$ 147.00
$ 156.18
$ 165.36
$ 174.54

36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%

Proposed Rates :
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 350,000 $
Over 350,000 $

3.44
4.13

696.09 $ 949.71 $ 253.62 36.44%
Average Usage

186,146 $
Median Usage

79,500 $ 427.34 $583.06 $ 155.72 36.44%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 3/4 Inch Industrial

Exhibit
Schedule H-4
Page 12
Witness: Bourassa

Usage
Present

Bi!!

Percent
Increase

$ $
Present Rates:

13.60Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
up to 3,000 $
Up to 9.000 $
Over 9,000 $

1 .68
2.52
3.03

18.56

1 ,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

13.60
15.28
16.96
18.64
21 .16
23.68
26.20
28.72
31 .24
33.76
36.79
42.85
48.91
54.97
61 .03
67.09
82.24
97.39

112.54
127.69
142.84
157.99
188.29
218.59
248.89
279.19
309.49

Proposed

M
18.56
20.85
23.14
25.44
28,87
32.31
35.75
39.19
42.63
46.06
50.20
58.47
66.73
75.00
83.27
91 .54

112.21
132.88
153.55
174.22
194.89
215.56
256.90
298.24
339.58
380.92
422.26

Dollar
Increase
$ 4.96
$ 5.57
$ 6.18
$ 6.80
$ 7.71
$ 8.63
$ 9.55
$ 10.47
$ 11.39
$ 12.30
$ 13.41
$ 15.62
$ 17.82
$ 20.03
$ 22.24
$ 24.45
$ 29.97
$ 35.49
$ 41.01
$  46 . 53
$ 52.05
$ 57.57
$ 68.61
$ 79.65
$ 90.69
$ 101.73
S 112.77

36.47%
36.47%
36.46%
36.46%
36.46%
36.45%
36.45%
36.45%
36.45%
36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 3,000 $
Up to 9,000 $
Over 9,000 $

2.29
3.44
4.13

24.63 $ 33.60 s 8.98 36.45%
Average Usage

5,375 $
Median Usage

3,500 $ 19.90 $ 27.16 $ 7.26 36.46%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 1 Inch Industrial

Exhibit
Schedule H-4
Page 13
Witness: Bourassa

Usage
Percent
Increase

$ $

22.70
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 24,000 $
Over 24,000 $

2.52
3.03

30.97

1 ,000
2,000
3,000
4,000
5,000
5,000
7,000
8,000
9,000

10,000
12,000
14,000
15,000
1a,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
50,000
70,000
80,000
90,000

100,000

Present

M
22.70
25.22
27.74
30.26
32,78
35.30
37.82
40.34
42.86
45.38
47.90
52.94
57.98
63.02
68.06
73.10
86.21

101 .36
116.51
131 .66
146.81
161 .96
192.26
222.56
252.86
283.16
313.46

Proposed

QM
30.97
34.41
37.85
41 .28
44.72
48.16
51 .60
55.04
58.47
61 .91
65.35
72.23
79.10
85.98
92.85
99.73

117.62
138.29
158.96
179.63
200.30
220.97
262.31
303.65
344.99
386.33
427.67

Dollar
Increase
$ 8.27
$ 9.19
$ 10.11
$ 11.02
$ 11.94
$ 12.86
$ 13.78
$ 14.70
$ 15.61
$ 16.53
$ 17.45
$ 19.29
$ 21.12
$ 22.96
$ 24.79
$ 26.63
$ 31.41
$ 36.93
$  42 . 45
$  47 . 97
$ 53.49
$ 59.01
$ 70.05
$ 81.09
$ 92.13
$103.17
$114.21

36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%
36.43%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 24,000 $
Over 24,000 $

3.44
4.13

Average Usage
$ 22.70 $ 30.97 $ 8.27 36.43%

Median Usage

- s 22.70 $ 30.97 $ 8.27 36.43%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 1 1/2 Inch Industrial

Exhibit
Schedule H-4
Page 14
Witness: Bourassa

Usaqe
Present

BM
$ $

45.40
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 60,000 $
Over 60,000 $

2.52
3.03

61.95

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

45.40
47.92
50.44
52.96
55.48
58.00
60.52
63.04
65.56
68.08
70.60
75.64
80.68
85.72
90.76
95.80

108.40
121 .00
133.60
146.20
158.80
171 .40
196.60
226.90
257.20
287.50
317.80

Proposed

M
61 .95
65.39
68.83
72.26
75.70
79.14
82.58
86.02
89.45
92.89
96.33

103.21
110.08
116.96
123.83
130.71
147.90
165.09
182.28
199.47
216.66
233.85
268.23
309.57
350.91
392.25
433.59

Dollar
Increase
$ 16.55
$ 17.47
$ 18.39
$ 19.30
$ 20.22
$ 21.14
$ 22.06
$ 22.98
$ 23.89
$ 24.81
$ 25.73
$ 27.57
$ 29.40
$ 31.24
$ 33.07
$ 34.91
$ 39.50
$ 44.09
$ 48.68
$ 53.27
$ 57.86
$ 62.45
$ 71.63
$ 82.67
$ 93.71
$ 104.75
$ 115.79

Percent
Increase

36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.43%
36.43%
36.43%
36.43%
36.43%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to 00,000 $
Over 60,000 $

3.44
4.13

65.56 $ 89.45 $ 23.89 36.45%
Average Usage

8,000 $
Median Usage

- s 45.40 $ 61.95 $ 16.55 36.45%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 34 Inch Irrigation

Exhibit
Schedule H-4
Page 15
Witness: Bourassa

Usage
$ $

13.60
Present Rates :
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

1.56
1.56

18.56

1 ,000
2,000
3,000
4,000
5,000
5,000
7,000
8,000
0,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
00,000

100,000

Present

M
13.60
15.16
16.72
18.28
19.84
21 .40
22.96
24.52
26.08
27.54
29.20
32.32
35.44
38.56
41 .68
44.80
52.60
60.40
68.20
76.00
83.80
91 .60

107.20
122.80
138.40
154.00
169.60

Proposed

M
18.56
22.00
25.44
28.87
32.31
35.75
39.19
42.63
46.06
49.50
52.94
59.82
66.69
73.57
80.44
87.32

104.51
121 .70
138.89
156.08
173.27
190.46
224.84
259.22
293.60
327.98
362.36

Dollar
Increase
$ 4.95
$ 5.84
$ 8.72
$ 10.59
$ 12.47
$ 14.35
$ 16.23
$ 18.11
$ 19.98
$ 21.86
$ 23.74
$ 27.50
$ 31.25
$ 35.01
$ 38.76
$  42 . 52
$ 51.91
$ 61.30
$ 70.69
$ 80.08
$ 89.47
$ 98.86
$ 117.64
$ 136.42
$ 155.20
$ 173.98
$ 192.76

Percent
Increase

36.47%
45.11%
52.13%
57.95%
62.86%
67.06%
70.68%
73.84%
76.63%
79.10%
81 .30%
85.07%
88.18%
90.79%
93.00%
94.91 %
98.69%

101 .49%
103.65%
105.37%
106.77%
107.93%
109.74%
111.09%
112. 14%
112.97%
113.66%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

39.70 $ 76.08 $ 36.38 91.64%
Average Usage

16,732 $
Median Usage

8,500 $ 26.86 $ 47.78 $ 20.92 77.90%

Page 1 of 1
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 15 Inch Irrigation

Exhibit
Schedule H-4
Page 17
Witness: Bourassa

Usage
$ $

45.40
Present Rates :
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

1.56
1.56

61.95

1 ,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

Present

M
45.40
46.96
48.52
50.08
51 .64
53.20
54.76
56.32
57.88
59.44
61 .00
64.12
67.24
70.36
73.48
76.60
84,40
92.20

100.00
107.80
115.60
123.40
139.00
154.60
170.20
185.80
201 .40

Proposed

M
61 .95
65.39
68.83
72.26
75.70
79.14
82.58
86.02
89.45
92.89
96.33

103.21
110.08
116.96
123.83
130.71
147.90
165.09
182.28
199.47
216.66
233.85
268.23
302.61
336.99
371 .37
405.75

Dollar
Increase
$ 16.55
$ 18.43
$ 20.31
$ 22.18
$ 24.06
$ 25.94
$ 27.82
$ 29.70
$ 31.57
$ 33.45
$ 35.33
$ 39.09
$ 42.84
$  46 . 60
$ 50.35
$ 54.11
$ 63.50
$ 72.89
$ 82.28
$ 91.67
$ 101.06
$ 110.45
$ 129.23
$ 148.01
$ 166.79
$ 185.57
$204.35

Percent
Increase

36.45%
39.24%
41 .85%
44.30%
46.60%
48.76%
50.80%
52.73%
54.55%
56.28%
57.92%
60.96%
63.72%
66.23%
68.53%
70.54%
75.24%
79.06%
82.28%
85.04%
87.42%
89.51 %
92.97%
95.74%
98.00%
99.88%

101 .46%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

164.23 $ 323.83 $ 159.60 97.18%
Average Usage

76,173 $
Median Usage

24,500 $ 83.62 $ 146.18 $ 62.56 74.82%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 2 Inch Irrigation

Exhibit
Schedule H-4
Page 18
Witness: Bourassa

Usage
Present

BM

Percent
Increase

$

73.00
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

1.56
1.56

99.61

1 ,000
2,000
3,000
4,000
5,000
5,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

73.00
74.56
76.12
77.68
79.24
80.80
82.36
83.92
85.48
87.04
88.60
91 .72
94.84
97.96

101 .08
104.20
112.00
119.80
127.60
135.40
143.20
151 .00
166.60
182.20
197.80
213.40
229.00

Proposed

QM
$ 99.61

103.05
106.49
109.92
113.36
116.80
120.24
123.68
127.11
130.55
133.99
140.87
147.74
154.62
161 .49
168.37
185.56
202.75
219.94
237.13
254.32
271 .51
305.89
340.27
374.65
409.03
443.41

Dollar
Increase
$ 26.61
$ 28.49
$ 30.37
$ 32.24
$ 34.12
$ 36.00
$ 37.88
$ 39.76
$  41 . 63
$ 43.51
$ 45.39
$ 49.15
$ 52.90
$ 56.66
$ 60.41
$ 64.17
$ 73.56
$ 82.95
$ 92.34
$ 101.73
$ 111.12
$ 120.51
$ 139.29
$ 158.07
$ 176.85
$ 195.63
$214.41

36.45%
38.21%
39.89%
41 .51 %
43.05%
44.55%
45.99%
47.37%
48.71 %
49.99%
51 .23%
53.58%
55.78%
57.84%
59.77%
61 .58%
65.68%
69.24%
72.37%
75.13%
77.60%
79.81 %
83.61 %
86.76%
89.41 %
91 .67%
93.63%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

259.18 $ 509.92 $ 250.74 96.74%
Average Usage

119,346 $
Median Usage

63,000 $ 171.28 $ 316.20 $ 144.92 84.61%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates

Meter Size: 4 Inch Irrigation

Exhibit
Schedule H-4
Page 19
Witness: Bourassa

Usage
Present

M

Dollar
Increase

Percent
Increase

$ $

227.00
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

1.56
1.56

1 ,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

227.00
228.56
230.12
231 .68
233.24
234.80
236.36
237.92
239.48
241 .04
242.60
245.72
248.84
251 .96
255.08
258.20
266.00
273.80
281 .60
289.40
297.20
305.00
320.60
336.20
351 .80
367.40
383.00

Proposed

M
309.74
313. 18
316.62
320.05
323.49
326.93
330.37
333.81
337.24
340.68
344. 12
351 .00
357.87
364.75
371 .62
378.50
395.69
412.88
430.07
447.26
454.45
481 .64
515.02
550.40
584.78
619. 16
653.54

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
S
$
$
$
$
$
$

82.74
84.62
86.50
88.37
90.25
92.13
94.01
95.89
97.76
99.64

101 .52
105.28
109.03
112.79
116.54
120.30
129.69
139.08
148.47
157.86
167.25
176.64
195.42
214.20
232.98
251 .76
270.54

36.45%
37.02%
37.59%
38.14%
38.69%
39.24%
39.77%
40.30%
40.82%
41 .34%
41 .85%
42.84%
43.82%
44.76%
45.69%
46.59%
48.76%
50.80%
52.72%
54.55%
56.28%
57.91 %
60.95%
63.71 %
66.23%
58.52%
70.54%

Proposed Rates:
Monthly Minimum: $ 309.74
Gallons in Minimum -
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

3,055.39 $ 6,543.08 $3,487.69 114.15%
Average Usage

1,813,070 $
Median Usage

157,000 $ 471.92 $ 849.51 $ 377.59 80.01%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates

Meter Size: 6 Inch Irrigation

Exhibit
Schedule H-4
Page 20
Witness: Bourassa

Present Proposed Dollar
Increase

Percent
IncreaseUS3Q€

$ $

454.00
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

1.56
1.56

619.47

1 ,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

QU
454.00
455.56
457. 12
458.68
460.24
461 .80
463.36
464.92
466.48
468.04
469.60
472.72
475.84
478.96
482.08
485.20
493.00
500.80
508.60
516.40
524.20
532.00
547.50
563.20
578.80
594.40
510.00

M
619.47
622.91
626.35
629.78
633.22
636.66
640. 10
643.54
646.97
650.41
653.85
660.73
667.60
674.48
681 .35
688.23
705.42
722.61
739.80
756.99
774. 18
791 .37
825.75
860. 13
894.51
928.89
963.27

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

165.47
167.35
169.23
171 .10
172.98
174.86
176.74
178.62
180.49
182.37
184.25
188.01
191 .76
195.52
199.27
203.03
212.42
221 .81
231 .20
240.59
249.98
259.37
278.15
296.93
315.71
334.49
353.27

36.45%
36.73%
37.02%
37.30%
37.59%
37.85%
38.14%
38.42%
38.69%
38.97%
39.24%
39.77%
40.30%
40.82%
41 .34%
41 .84%
43.09%
44.29%
45.46%
46.59%
47.69%
48.75%
50.79%
52.72%
54.55%
56.27%
57.91%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

8,957.63 $ 19,360.15 $ 10,402.53 116.13%
Average Usage

5,451,042 $
Median Usage

1,312,000 $ 2,500.72 $ 5,130.13 $ 2,629.41 105.15%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 3 Inch Fire Hydrant (Standpipe)

Exhibit
Schedule H-4
Page 21
Witness: Bourassa

P res ent Percent
IncreaseUsage

$
Present Rates:

146.00Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

2.52
2.52

199.21

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

M
146.00
148.52
151 .04
153.56
156.08
158.60
161 .12
163.64
166.16
168.68
171 .20
176.24
181 .28
186.32
191 .36
196.40
209.00
221 .60
234.20
246.80
259.40
272.00
297.20
322.40
347.60
372.80
398.00

P ropos e d

M
$ 199.21

202.65
206.09
209.52
212.96
216.40
219.84
223.28
226.71
230. 15
233.59
240.47
247.34
254.22
261 .09
267.97
285. 16
302.35
319.54
336.73
353.92
371 .11
405.49
439.87
474.25
508.63
543.01

Dollar
Increase
$ 53.21
$ 54.13
$ 55.05
$ 55.96
$ 56.88
$ 57.80
$ 58.72
$ 59.64
$ 50.55
$ 61.47
$ 62.39
$ 64.23
$ 66.06
$ 67.90
$ 69.73
$ 71.57
$ 76.16
$ 80.75
$ 85.34
$ 89.93
$ 94.52
$ 99.11
$ 108.29
$ 117.47
$ 126.65
$ 135.83
$ 145.01

36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.43%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

211.82 $289.01 $ 77.19 36.44%
Average Usage

26,121 $
Median Usage

9,500 $ 169.94 $ 231.87 $ 61.93 36.44%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates

Meter Size: 4 Inch Fire Hydrant (Standpipe)

Exhibit
Schedule H-4
Page 22
Witness: Bourassa

Usage
Present

M

Percent
Increase

$ $

227.00
Present Rates :
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

2.52
2.52

309.74

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

227.00
229.52
232.04
234.56
237.08
239.60
242.12
244.64
247. 16
249.68
252.20
257.24
262.28
267.32
272.36
277.40
290.00
302.60
315.20
327.80
340.40
353.00
378.20
403.40
428.60
453.80
479.00

Proposed

M
309.74
313. 18
316.62
320.05
323.49
326.93
330.37
333.81
337.24
340.68
344. 12
351 .00
357.87
364.75
371 .62
378.50
395.69
412.88
430.07
447.26
464.45
481 .64
516.02
550.40
584.78
619. 16
653.54

Dollar
Increase
$ 82.74
$ 83.66
$ 84.58
$ 85.49
$ 86.41
$ 87.33
$ 88.25
$ 89.17
$ 90.08
$ 91.00
$ 91.92
$ 93.76
$ 95.59
$ 97,43
$ 99.26
$101.10
$105.69
$110.28
$114.87
$119.40
$124.05
$128.64
$137.82
$147.00
$156.18
$165.36
$174.54

36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.45%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%
36.44%

Proposed Rates :
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

1,529.63 $2,086.90 $557.27 36.43%
Average Usage

516,917 $
Median Usage

561,500 $ 1,641.98 $2,240.18 $598.20 36.43%

Page 1 of 1



Chaparral city Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 34 Inch Construction

Exhibit
Schedule H-4
Page 23
Witness: Bourassa

Usaqe
Present

BM
$ $

Present Rates :
13.60Monthly Minimum: $

Gallons in Minimum
Charge Per 1,000 Gallons
Up to $
Over - $

1.56
1.56

18.56

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

13.60
15.16
16.72
18.28
19.84
21 .40
22.96
24.52
26.08
27.64
29.20
32.32
35.44
38.56
41 .68
44.80
52.60
60.40
68.20
76.00
83.80
91 .60

107.20
122.80
138.40
154.00
169.60

Proposed

M
18.56
22.00
25.44
28.87
32.31
35.75
39.19
42.63
46.06
49.50
52.94
59.82
66.69
73.57
80.44
87.32

104.51
121 .70
138.89
156.08
173.27
190.45
224.84
259.22
293.60
327.98
362.36

Dollar
Increase
$ 4.96
$ 6.84
$ 8.72
$ 10.59
$ 12.47
$ 14.35
$ 16.23
$ 18.11
$ 19.98
$ 21.86
$ 23.74
$ 27.50
$ 31.25
$ 35.01
$ 38.76
$  42 . 52
$ 51.91
$ 61.30
$ 70.69
$ 80.08
$ 89.47
$ 98.86
$ 117.64
$ 136.42
$ 155.20
$ 173.98
$ 192.76

Percent
Increase

36.47%
45.11%
52.13%
57.95%
62.86%
67.06%
70.68%
73.84%
76.63%
79.10%
81 .30%
85.07%
88.18%
90.79%
93.00%
94.91%
98.69%

101 .49%
103.65%
105.37%
106.77%
107.93%
109.74%
111.09%
112. 14%
112.97%
113.66%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

15.10 $ 21.86 $ 6.76 44.78%
Average Usage

959 $
Median Usage

- $ 13.60 $ 18.56 $ 4.96 36.47%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 1 Inch Construction

Exhibit
Schedule H-4
Page 24
Witness: Bourassa

Usage
$ $

22.70
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

1.56
1.56

30.97

1 ,000
2,000
3,000
4,000
5,000
0,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

Present

.EM
22.70
24.26
25.82
27.38
28.94
30.50
32.06
33.62
35.18
36.74
38.30
41 .42
44.54
47.66
50.78
53.90
61 .70
69.50
77.30
85.10
92.90

100.70
116.30
131 .90
147.50
163.10
178.70

Proposed

QU
30.97
34.41
37.85
41 .28
44.72
48.16
51 .60
55.04
58.47
61 .91
65.35
72.23
79.10
85.98
92.85
99.73

116.92
134.11
151 .30
168.49
185.68
202.87
237.25
271 .63
306.01
340.39
374.77

Dollar
Increase
$ 8.27
$ 10.15
$ 12.03
$ 13.90
$ 15.78
$ 17.65
$ 19.54
$ 21.42
$ 23.29
$ 25.17
$ 27.05
$ 30.81
$ 34.56
$ 38.32
$ 42.07
$ 45.83
$ 55.22
$ 64.61
$ 74.00
$ 83.39
$ 92.78
$ 102.17
$ 120.95
$ 139.73
$ 158.51
$ 177.29
$ 196.07

Percent
Increase

36.43%
41 .83%
46.58%
50.78%
54.53%
57.90%
60.94%
63.70%
66.21 %
68.51 %
70.63%
74.37%
77.60%
80.40%
82.86%
85.03%
89.50%
92.96%
95.73%
97.99%
99.87%

101 .46%
104.00%
105.94%
107.46%
108.70%
109.72%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

41.11 $ 71.55 $ 30.44 74.03%
Average Usage

11,803 $
Median Usage

11,500 $ 40.64 $ 70.51 $ 29.87 73.49%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size 2 Inch Construction

H-4
25

Witness: Bourassa

Exhibit
Schedule

P res ent Proposed Percent
IncreaseUs a ge

$ $
Present Rates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

$
$

10.000
12.000
14.000
16.000
18.000
20.000
25.000
30.000
35.000
40.000
45.000
50.000
60.000
70.000
80.000
90.000

100.000

73.00
74.56
76.12
77.68
79.24
80.80
82.36
83.92
85.48
87.04
88.60
91 .72
94.84
97.96

101 .08
104.20
112.00
119.80
127.60
135.40
143.20
151 .00
166.60
182.20
197.80
213.40
229.00

99.61
103.05
106.49
109.92
113.36
116.80
120.24
123.68
127.11
130.55
133.99
140.87
147.74
154.62
161 .49
168.37
185.56
202.75
219.94
237.13
254.32
271 .51
305.89
340.27
374.65
409.03
443.41

Dollar
Increase
$ 26.61
$ 28.49
S 30.37
$ 32.24
$ 34.12
$ 36.00
$ 37.88
$ 39.76
$ 41.63
$ 43.51
$ 45.39
$ 49.15
$ 52.90
$ 56.66
$ 00.41
$ 64.17
$ 73.56
$ 82.95
$ 92.34
$ 101.73
$ 111.12
$ 120.51
$ 139.29
$ 158.07
$ 176.85
$ 195.63
$ 2 1 4 . 4 1

36.45%
38.21%
39.89%
41 .51 %
43.06%
44.55%
45.99%
47.37%
48.71 %
49.99%
51 .23%
53.58%
55.78%
57.84%
59.77%
61 .58%
65.68%
69.24%
72.37%
75.13%
77.60%
79.81%
83.61%
86.76%
89.41%
91 .67%
93.63%

Proposed Rates
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons

129.16 $ 223.38 $ 94.22 72.95%
Average Usage

36,000 $
Median Usage

59,000 $ 165.04 $ 302.45 $ 137.41 83.26%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 3 Inch Construction

Exhibit
Schedule H-4
Page 26
Witness: Bourassa

Usage
Present

M

Percent
Increase

$

146.00
Present Rates :
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - S

1.56
1.56

199.21

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

146.00
147.56
149.12
150.68
152.24
153.80
155.36
156.92
158.48
160.04
161 .60
164.72
167.84
170.96
174.08
177.20
185.00
192.80
200.60
208.40
216.20
224.00
239.60
255.20
270.80
286.40
302.00

Proposed

M
$ 199.21

202.65
206.09
209.52
212.96
216.40
219.84
223.28
226.71
230. 15
233.59
240.47
247.34
254.22
261 .09
267.97
285. 16
302.35
319.54
336.73
353.92
371 .11
405.49
439.87
474.25
508.63
543.01

Dollar
Increase
$ 53.21
$ 55.09
$ 56.97
$ 58.84
$ 60.72
$ 62.60
$ 64,48
$ 66.36
$ 68.23
$ 70.11
$ 71.99
$ 75.75
$ 79.50
$ 83.26
$ 87.01
$ 90.77
$ 100.16
$ 109.55
$ 118.94
$ 128.33
$ 137.72
$ 147.11
$ 165.89
$ 184.67
$203.45
$222.23
$241.01

36.45%
37.33%
38.20%
39.05%
39.89%
40.70%
41 .50%
42.29%
43.06%
43.81%
44.55%
45.98%
47.37%
48.70%
49.99%
51 .22%
54.14%
56.82°/>
59.29%
61 .58%
63.70%
65.67%
69.24%
72.36%
75.13%
77.59%
79.80%

Proposed Rates :
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

427.86 $ 820.39 $ 392.53 91.74%
Average Usage

180,682 $
Median Usage

19,500 $ 176.42 $266.25 $ 89.83 50.92%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 4 Inch Construction

Exhibit
Schedule H-4
Page 27
Witness: Bourassa

Present Percent
IncreaseUsage

$
Present Rates :

227.00Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

1.56
1.56

309.74

1 ,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

M
227.00
228.56
230 . 12
231 .68
233.24
234.80
236.36
237.92
239.48
241 .04
242.60
245.72
248.84
251 .96
255.08
258.20
266.00
273.80
281 .60
289.40
297.20
305.00
320.60
336.20
351 .80
367.40
383.00

Proposed

M
$ 309.74

313. 18
316.62
320.05
323.49
326.93
330.37
333.81
337.24
340.68
344. 12
351 .00
357.87
364.75
371 .62
378.50
395.69
412.88
430.07
447.26
464.45
481 .64
516.02
550.40
584.78
619.16
653.54

Dollar
Increase
$ 82.74
$ 84.62
$ 86.50
$ 88.37
$ 90.25
$ 92.13
$ 94.01
$ 95.89
$ 97.76
$ 99.64
$ 101.52
$ 105.28
$ 109.03
$ 112.79
$ 116.54
$ 120.30
$ 129.69
$ 139.08
$ 148.47
$ 157.86
$ 167.25
$ 176.64
$ 195.42
$ 214.20
$ 232.98
$ 251.76
$ 270.54

36.45%
37.02%
37.59%
38.14%
38.69%
39.24%
39.77%
40.30%
40.82%
41 .34%
41 .85%
42.84%
43.82%
44.76%
45.69%
46.59%
48.76%
50.80%
52.72%
54.55%
56.28%
57.91 %
60.95%
63.71%
66.23%
68.52%
70.64%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

374.42 $ 634.63 $ 260.21 69.50%
Average Usage

94,500 $
Median Usage

106,000 $ 392.36 $ 674.17 $ 281.81 71.82%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 3/4 Inch Fire Sprinkler

Exhibit
Schedule H-4
Page 28
Witness: Bourassa

Usage
Present

BM

Dollar
Increase

Percent
Increase

$ $

10.00
Present Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

2.52
2.52

10.00

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

10.00
12.52
15.04
17.56
20.08
22.60
25.12
27.64
30.16
32.68
35.20
40.24
45.28
50.32
55.36
60.40
73.00
85.60
98.20

110.80
123.40
136.00
161 .20
186.40
211 .60
236.80
262.00

Proposed

M
10.00
13.44
16.88
20.31
23.75
27.19
30.63
34.07
37.50
40.94
44.38
51 .26
58.13
65.01
71 .88
78.76
95.95

113.14
130.33
147.52
164.71
181 .90
216.28
250.66
285.04
319.42
353.80

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

0.92
1.84
2.75
3.67
4.59
5.51
6.43
7.34
8.26
9.18

11.02
12.85
14.69
16.52
18.36
22.95
27.54
32.13
36.72
41 .31
45.90
55.08
64.26
73.44
82.62
91 .80

0.00%
7.33%

12.21%
15.68%
18.29%
20.31 %
21 .93%
23.25%
24.35%
25.28%
26.08%
27.38%
28.38%
29.19%
29.85%
30.40%
31 .44%
32.17%
32.72%
33.14%
33.48%
33.75%
34.17%
34.47%
34.71 %
34.89%
35.04%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

10.01 $ 10.01 $ 0.00 0.03%
Average Usage

3 $
Median Usage

- s 10.00 $ 10.00 $ 0.00%
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Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 1 Inch Fire Sprinkler

Exhibit
Schedule H-4
Page 29
Witness: Bourassa

Usage
Present

QS

Dollar
Increase

Percent
Increase

$ $

10.00
Present Rates :
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

2.52
2.52

10.00

1 ,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18.000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000

100,000

10.00
12.52
15.04
17.56
20.08
22.60
25.12
27.64
30.16
32.68
35.20
40.24
45.28
50.32
55.36
60.40
73.00
85.60
98.20

110.80
123.40
136.00
161 .20
186.40
211 .60
236.80
262.00

Proposed

M
10.00
13.44
16.88
20.31
23.75
27.19
30.63
34.07
37.50
40.94
44.38
51 .26
58.13
65.01
71 .88
78.76
95.95

113. 14
130.33
147.52
164.71
181 .90
216.28
250.66
285.04
319.42
353.80

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

0.92
1.84
2.75
3.67
4.59
5.51
6.43
7.34
8.26
9.18

11.02
12.85
14.69
16.52
18.36
22.95
27.54
32.13
36.72
41 .31
45.90
55.08
64.26
73.44
82.62
91 .80

0.00%
7.33%

12.21%
15.68%
18.29%
20.31 %
21 .93%
23.25%
24.35%
25.28%
26.08%
27.38%
28.38%
29.19%
29.85%
30.40%
31 .44%
32.17%
32.72%
33.14%
33.48%
33.75%
34.17%
34.47%
34.71 %
34.89%
35.04%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

10.16 $ 1o.22 $ 0.06 0.57%
Average Usage

as $
Median Usage

- $ 10.00 $ 10.00 $ 0.00%

Page 1 of 1



Chaparral City Water Company
Bill Comparison Present and Proposed Rates
Meter Size: 1 1/2 Inch Fire Sprinkler

Exhibit
Schedule H-4
Page 30
Witness: Bourassa

Usage
Dollar

Increase
Percent
Increase

$ $

10.00
Present Rates :
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

2.52
2.52

10.00

1 ,000
2,000
3,000
4,000
5,000
5,000
7,000
8,000
9,000

10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
50,000
70,000
80,000
90,000

100,000

Present

QU
10.00
12.52
15.04
17.56
20.08
22.60
25.12
27.54
30.16
32.68
35.20
40.24
45.28
50.32
55.36
50.40
73.00
85.60
98.20

110.80
123.40
136.00
161 .20
186.40
211 .60
236.80
262.00

Proposed

M
10.00
13.44
16.88
20.31
23.75
27.19
30.63
34.07
37.50
40.94
44.38
51 .26
58.13
65.01
71 .88
78.76
95.95

113. 14
130.33
147.52
164.71
181 .90
216.28
250.66
285.04
319.42
353.80

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

0.92
1.84
2.75
3.67
4.59
5.51
6.43
7.34
8.26
9.18

11.02
12.85
14.69
16.52
18.36
22,95
27.54
32.13
36.72
41 .31
45.90
55.08
64,26
73.44
82.62
91 .80

0.00%
7.33%

12.21 %
15.68%
18.29%
20.31%
21 .93%
23.25%
24.35%
25.28%
26.08%
27.38%
28.38%
29.19%
29.85%
30.40%
31 .44%
32.17%
32.72%
33.14%
33.48%
33.75%
34.17%
34.47%
34.71 %
34.89%
35.04%

Proposed Rates:
Monthly Minimum: $
Gallons in Minimum
Charge Per 1,000 Gallons
Up to - $
Over - $

3.44
3.44

10.07 $ 10.10 s 0.03 0.25%
Average Usage

28 $
Median Usage

- $ 10.00 $ 10.00 $ 0.00%

Page 1 of 1
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I.

Q-

INTRODUCTION AND QUALIFICATIONS.

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,

Phoenix, Arizona 85029.

ARE YOU THE SAME THOMAS J. BOURASSA THAT FILED DIRECT

TESTIMONY ON RATE BASE, INCOME STATEMENT, REVENUE

REQUIREMENT AND RATE DESIGN IN THIS DOCKET?

Yes, and all of my background information and testimony regarding my

qualifications is contained in that portion of my direct testimony.

11. SUMMARY OF TESTIMONY AND THE PROPOSED COST OF CAPITAL
FOR THE COMPANY.

Q. WHAT IS THE PURPOSE OF THIS PORTION OF YOUR DIRECT

TESTIMONY?

This portion of my direct testimony will focus on cost of capital issues. I will

testify in support of the Company's proposed rate of return on its fair value rate

base. I am sponsoring the Company's D Schedules, which are attached to this

testimony. Also attached to this testimony are Exhibits D-1 through D-6, which

are discussed below. As noted above, I am also sponsoring direct testimony that

addresses the Company's rate base, its income statement (revenue and operating

expenses), its required increase in revenue, and its rate design and proposed rates

and charges for service. For the convenience of the Commission and the parties,

that testimony and my related schedules are being filed separately in this case.
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Q- PLEASE SUMMARIZE YOUR RECOMMENDED COST OF DEBT AND

EQUITY, AND YOUR RECOMMENDED RATE OF RETURN ON RATE

BASE.

At the end of the test year, December 31, 2006, CCWC had adjusted total capital of
FENNEMORE CRAIG

PROFESSIONAL CORPORATION
PHOENIX
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$35,267,476, cons is ting of $1,400,000 short-te rm debt, $6,865,000 long-te rm debt

and 8277002,476 common equity, as  shown in Schedule  D-1. Thus, the  Company's

capita l s tructure  consis ted of 23.44 percent debt and 76.56 percent common equity.

The  Compa ny's  cos t of s hort-te nn de bt is  6.11 pe rce nt, which is  ba s e d on the

short-te rm borrowing cos t of its  pa re nt, Ame rica n S ta te s  Wa te r. The  Compa ny's

cos t of long-te rm de bt is  5.33 pe rce nt, which I compute d a s  shown on Sche dule

D-2. I a m re comme nding a  re turn on e quity of 10.5 pe rce nt. My re comme nda tion

is  ba s e d on (i) cos t of e quity e s tima te s  us ing cons ta nt growth a nd multi-s ta ge

growth discounted ca sh How ("DCF") mode ls  and the  capita l a s se t pricing mode l

("CAP M") for the  s a mple  group of publicly tra de d utilitie s , a nd (ii) my re vie w of

the  economic conditions  expected to preva il during the  pe riod in which new ra te s

will be  in e ffe ct. This  re s ults  in a  we ighte d cos t of ca pita l of 9.32 pe rce nt, a s

shown on Schedule  D-1. The  we ighted cos t of capita l is  applied to the  Company's

fa ir value  ra te  base  to compute  the  Company's  required opera ting income.

Q- IS THERE A RELATIONSHIP BETWEEN A UTILITY'S CAPITAL

STRUCTURE AND ITS COST OF CAPITAL?

1
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A. Ge ne ra lly, whe n a  firm e nga ge s  in de bt fina ncing, it e xpos e s  its e lf to ris ks  tha t,

once  debt becomes  s ignificant re la tive  to the  tota l capita l s tructure , increa se  in a

ge ome tric fa s hion compa re d to the  line a r pe rce nta ge  incre a s e  in the  de bt ra tio

itse lf. This  risk is  illus tra ted by cons ide ring the  e ffect of leve rage  on ne t ea rnings .

For example , as  leverage  increases , the  equity ra tio fa lls . This  crea tes  two adverse

e ffe cts  on the  inve s tor. Firs t, e quity e a rnings  de cline  ra pidly a nd ma y e ve n

dis a ppe a r. Se cond, the  "cushion" of e quity prote ction for de bt fa lls . A de cline  in

the  protection a fforded debt holde rs , or the  poss ibility of a  se rious  decline  in debt

prote ction, will a ct to incre a s e  the  cos t of de bt fina ncing. The re fore , one  ma y

conclude  tha t e a ch ne w fina ncing, whe the r through de bt or e quity, impa cts  the

FENNEMORE CRAIG
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ma rgina l cos t of future  fina ncing by a ny a lte rna tive  me thod. For a  firm a lre a dy

pe rce ive d a s  be ing ove r-le ve ra ge d, this  a dditiona l borrowing would ca us e  the

margina l cos t of both equity and debt to increa se . On the  othe r hand, if the  same

firm ins tead employed equity funding, this  could actua lly reduce  the  rea l margina l

cos t of a dditiona l borrowing, e ve n if the  pa rticula r e quity is sua nce  occurre d a t a

higher unit cost than an equivalent amount of debt.

Q- DOES T HE C O MP ANY HAVE AN AP P ROP RIATE C AP ITAL

S TRUCTURE GIVEN ITS  S IZE AND OTHER CHARACTERIS TICS ?

The  the ore tica l optimum ra tio of de bt to e quity in the  ca pita l s tructure  will vary

cons ide rably from one  indus try to anothe r and, to a  ve ry s ignificant extent, among

companies  within a  given industry, based on the  s ize  of the  company and its  ability

(or ina bility) to a ttra ct ca pita l. A the ore tica lly "ba la nce d" ca pita l s tructure  is  one

tha t provide s  de bt with a de qua te  prote ction, ye t conta ins  e nough le ve ra ge  to

produce  equity ea rnings  sufficient to a ttract new equity capita l (but not so la rge  a

degree  of leverage  as  to introduce  earnings instability and render equity investment

spe cula tive ). For sma ll utilitie s , fina ncia l le ve ra ge  ofte n ha s  de trime nta l impa cts

with ve ry s light incre a s e s  in e xpe ns e s . As  a  cons e que nce , s ma ll utilitie s  like

CCWC cannot support the  same  pe rcentage  of debt in the ir capita l s tructure  a s  a

la rge , publicly tra de d utility. Thus , the  a mount o f de b t in  CCWC's  ca p ita l

s tructure  is  re a s ona ble , in my opinion, give n its  re la tive ly s ma ll s ize  a nd othe r

firm-specific fa ctors .

Q- P LE AS E  S UMMAR IZE  T HE  AP P R O AC H YO U US E D T O  E S T IMAT E

THE COS T OF  EQUITY FOR THE COMP ANY.
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A. The  cos t of e quity for CCWC ca nnot be  e s tima te d dire ctly be ca us e  CCWC's

common s tock is  not publicly tra de d. The re fore , the re  is  no ma rke t da ta  for

CCWC. Cons e que ntly, I a pplie d the  DCF mode ls  a nd CAPM mode ls  us ing da ta
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from a sample of water utilities  selected from the Value Line Investment Survey.

There are six water utilities in my sample: American States Water, Aqua America,

California Water, Connecticut Water, Middlesex Water, and SJW Corp. I selected

these particular utilities because the Commission's  Utilities Division ("Staff') has

relied on data for these water utilities in a number of recent water and sewer utility

rate cases. Computa tions  of common equity re turns  us ing DCF and CAPM

approaches are shown on Schedules D-4.9 through D-4. 10 and Schedule D-4. 13.

Us ing S ta ffs  sample  group, the  DCF ana lyses  indica te  tha t a  re turn on

equity ("ROE") in the  range  of 8.9 percent to 12.3 percent is  appropria te . The

CAPM analysis , again using Staff' s  sample group, indicates that an ROE in the

range of 11.4 percent to 11.5 percent is appropriate. These cost of equity analyses

indicate that anROE in the range of 10.1 percent to 11.9 percent is appropriate.

An ROE of 10.5 percent is  within the range of the averages of the results

produced by both types  of equity cos t e s tima te s , and is  conse rva tive  when

CCWC's small s ize  re la tive to the s ix water utilities  in Staffs  sample group and

other business risks not captured by the market data are considered. A return of

10.5 percent is  somewhat higher than the  re turns  its  parent, American Sta tes ,

through its  subs idiary, Golden Sta te  Water, is  experiencing in California . The

highe r re turn for CCWC takes  into cons ide ra tion the  highe r bus iness  risk in

Arizona, especia lly as  the  result of Arizona regula tion. As I will discuss  below,

there are significant differences in business risk between Arizona and California.

See also Hanford DT at 4.

Q- HAVE N' T YO U C R ITIC IZE D S TAF F ' S  US E  O F  THE  C AP M IN

ES TIMATING THE COS T OF EQUITY IN THE P AS T?
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Yes, in prior rate cases before the Commission. The shortcomings of the CAPM
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ha ve  be e n wide ly dis cus s e d in a ca de mic circle s .1 The  DCF a ls o ha s  s e rious

s hortcomings  whe n the  s tock of a  compa ny is  tra ding a t price s  s ubs ta ntia lly in

e xce s s  of book va lue .2 I will dis cus s  the  s hortcomings  of both the  DCF a nd the

CAPM la te r in my te s timony. For now, suffice  it to say tha t each mode l possesses

its  own way of examining inves tor behavior, and each mode l requires  the  exercise

of cons ide ra ble  judgme nt on the  re a s ona ble ne s s  of the  a s s umptions  unde rlying

them and on the  inputs  and proxie s  used. As  Dr. Morin s ta te s , "No one  individua l

me thod provides  the  necessa ry leve l of precis ion for de te rmining a  fa ir re turn, but

e a ch me thod provide s  us e ful e vide nce  to fa cilita te  the  e xe rcis e  of a n informe d

judgme nt.773

Q. G IVE N T HE  C R IT IC IS M O F  T HE  C AP M,  WHY HAVE  YO U DE C IDE D

T O  N O W  E MP L O Y T H A T  MO D E L  IN  YO U R  C O S T  O F  E Q U IT Y

ANALYS ES ?

I have  done  so to reduce  the  number of issues  in this  case . Sta ff has  employed the

CAPM in a  numbe r of re ce nt ra te  ca s e s , a nd the  Commis s ion ha s  a cce pte d the

CAPM as a  means of estimating the  cost of equity in those  cases.

1

The ory a nd Evlde nce ," J ourna l of Economic  P e rs pe ctive s (S umme r 2004) 25-46.
See, e .g., Eugene  F. Fame  and Kenne th R. French, "The  Capita l Asse t Pricing Mode l:
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See, e .g .,  Win  Whita ke r, "The  Dis counte d  Ca s h  F low Me thodology: Its  Us e  in
Es tima ting a  Utility's  Cos t of Ca pita l," Energy Law Journa l (1991) 265-290.

3 Roger A. Morin, New Regula tory Finance (2006) 428.

2
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111. OVERVIEW OF THE RELATIONSHIP BETWEEN
EXPECTED RETURN ON AN INVESTMENT.

RISK AND THE

Q- HOW IS THE COST OF EQUITY TYPICALLY ANALYZED?

Put simply, the cost of equity is the rate of return that equity investors expect to

receive on their investment. Investors can choose to invest in many types of assets,

not simply publicly traded stock. Each investment will have varying degrees of

risk, ranging from relatively low risk assets, such' as Treasury securities, to

somewhat higher risk corporate bonds to even higher risk common stocks. As the

level of risk increases, investors require higher returns on their investment.

Finance models that are used to estimate the cost of equity often rely on this basic

concept.

Q- CAN YOU ILLUSTRATE THE CAPITAL MARKET RISK-RETURN

CONCEPT?
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Yes. The following graph depicts the risk-return relationship that has become

widely known as the Capital Market Line ("CML"). The CML illustrates in a

general way the risk-return relationship.
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Speculative
Investments

Treasury
Bills Non-investment

Grade Bonds

The Capital Market Line (CML)

Expected Rate of Return

20%

Common
Stocks

15%

10%

5%
Investment
Grade Bond

Higher Risk >

The  CML can be  viewed as  a  continuum of the  ava ilable  inves tment opportunitie s

for inve s tors . Inve s tme nt ris k incre a s e s  a s  one  move s  upwa rd a nd to the  right

a long the  CML. As  the  risk of an inves tment increases , the  expected re turn on the

investment also increases.

Q- HOW DOES THE RISK-RETURN TRADE-OFF CONCEPT WORK IN

THE CAPITAL MARKET?
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A. As  a lre a dy s ugge s te d by the  CML, the  a lloca tion of ca pita l in  a  fre e  ma rke t

e conomy is  ba s e d  upon  the  re la tive  ris k o f,  a nd  e xpe c te d  re tu rn  from, a n

inves tment. In genera l, inves tors  rank inves tment opportunities  in the  order of the ir

re la tive  ris ks . In ve s tme n t a lte rn a tive s  in  wh ic h  th e  e xp e c te d  re tu rn  is

comme ns ura te  with the  pe rce ive d ris k be come  via ble  inve s tme nt options . If a ll

othe r fa ctors  re ma in e qua l, the  gre a te r the  ris k, the  highe r the  ra te  of re turn

inve s tors  will re quire  to compe nsa te  inve s tors  for the  pos s ibility of los s  of e ithe r

the  principal amount invested or the  expected annual income from such investment.
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Short-te rm Treasury bills  provide  a  high degree  of ce rta inty and in nomina l

te rms  (a fte r cons ide ring infla tion) a re  cons ide re d virtua lly ris k fre e . Long-te rm

bonds  a nd pre fe rre d s tocks , ha ving priority cla ims  to a s s e ts  a nd fixe d income

payments , a re  re la tive ly low risk, but a re  not risk free . The  marke t va lues  of long-

term bonds often fluctua te  when government policies  or other factors  cause  interes t

ra te s  to change . Common s tocks  a re  highe r a nd a re  to the  right on the  CML

continuum because  they are  exposed to more  risk. Common s tock risk includes  the

na ture  of the  underlying bus iness  and financia l s trength of the  is suing corpora tion

as well as  market-wide factors, such as general changes in capita l costs .

The  capita l markets  re flect investor expecta tions  and requirements  each day

through ma rke t price s . P rice s  for s tocks  a nd bonds  cha nge  to re fle ct inve s tor

e xpe cta tions  a nd the  re la tive  a ttra ctive ne s s  of one  inve s tme nt ve rs us  a nothe r.

While  the  e xa mple  provide d a bove  s e e ms  s tra ightforwa rd, re turns  on common

stocks are  not directly observable  in advance, in contrast to debt or preferred s tocks

with fixed payment te rms , and the re fore  they mus t be  e s tima ted from marke t da ta .

Es tima ting the  cos t of e quity ca pita l is  a  ma tte r of infonne d judgme nt a bout the

re la tive  ris k o f th e  c o mp a n y in  q u e s tio n  a n d  th e  e xp e c te d  ra te  o f re tu rn

characteris tics  of other a lternative investments .
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Q- HOW IS THE COST OF EQUITY FOR A PARTICULAR UTILITY

DETERMINED?

The  e s tima tion of a  utility's  cos t of e quity is  a  comple x topic. It re quire s  a n

a na lys is  of the  fa ctors  influe ncing the  cos t of va rious  type s  of ca pita l, s uch a s

inte res t on long-te rm debt, dividends  on pre fe rred s tock, and ea rnings  on common

e quity. The  da ta  for s uch a n a na lys is  come s  from highly compe titive  ca pita l

marke ts , where  the  firm ra ises  funds  by is suing common s tock, se lling bonds , and

b y b o rro win g  (b o th  lo n g - a n d  s h o rt-te rm) fro m b a n ks  a n d  o th e r fin a n c ia l
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ins titu tions . In  the  ca pita l ma rke ts , the  cos t of ca pita l, whe the r the  ca pita l is  in  the

font of de bt or e quity, is  de te rmine d by two importa nt fa ctors

1 ) Th e  p u re  o r re a l ra te  o f in te re s t,  o fte n  ca lle d  th e  ris k-fre e  ra te  o f

inte re s t; a nd

Th e  u n c e rta in ty o r ris k p re miu m (th e  c o mp e n s a tio n  th e  in ve s to r

re quire s  ove r a nd a bove  the  re a l or pure  ra te  of inte re s t for s ubj e cting

his  ca pita l to  a dditiona l ris k)

2)

8

9

10

Q- P LE AS E  DIS C US S  T HE S E  F AC T O R S  IN G R E AT E R  DE T AIL

14

18

19

The  pure  ra te  of in te re s t e s s e ntia lly re fle cts  both  the  time  pre fe re nce  for, a nd  the

p ro d u c tivity o f,  ca p ita l. F ro m th e  s ta n d p o in t o f th e  in d ivid u a l,  it is  th e  ra te  o f

in te re s t re qu ire d  to  induce  the  ind ividua l to  fo rgo  p re s e n t cons umption  a nd  o ffe r

the  funds  thus  s a ve d  to  o the rs  fo r a  s pe cifie d  le ng th  o f time . More ove r, the  pure

ra te  of in te re s t conce pt is  ba s e d on the  a s s umption tha t no unce rta inty a ffe cts  the

inve s tme n t unde rta ke n  by the  ind ividua l,  i.e . ,  the re  is  no  doub t tha t the  pe riod ic

in te re s t pa yme nts  will be  ma de  a nd  the  p rinc ipa l re tu rne d  a t the  e nd  o f the  time

p e rio d .  In  re a lity,  in ve s tme n ts  with o u t ris k d o  n o t e xis t.  E ve ry c o mmitme n t o f

funds  involve s  s ome  de gre e  of unce rta inty

Tu rn in g  to  th e  s e co n d  fa c to r a ffe c tin g  th e  co s t o f ca p ita l,  it is  g e n e ra lly

a cce pte d  tha t the  h ighe r the  de gre e  of unce rta in ty, the  h ighe r the  cos t of ca pita l

Inve s tors  a re  re ga rde d a s  ris k a dve rs e  a nd re quire  tha t the  ra te  of re turn incre a s e  a s

the  ris k (unce rta inty) a s s ocia te d with a n inve s tme nt incre a s e

Q- CAN YOU PROVIDE SOME PERSPECTIVE ON YOUR PREVIOUS

DISCUSSION WITH RESPECT TO RETURNS ON COMMON STOCKS?

Ye s . Conce p tua lly
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whe re  the  ris k pre mium inve s tors  re quire  for common s tocks  will be  highe r tha n

the  ris k pre mium the y re quire  for inve s tme nt gra de  bonds . This  re la tions hip is

de picte d in the  gra ph of the  CML, a bove . As  I will dis cus s  la te r in this  te s timony,

this  concept is  the  basis  of risk premium methods, such as  the  CAPM, tha t a re  used

to es timate  the  cost of equity.

Q. WHAT HAS BEEN THE RECENT EXPERIENCE IN THE U.s. CAPITAL

MARKETS?
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A. In the  pa s t 10 ye a rs , infla tion a nd ca pita l ma rke t cos ts  ha ve  ge ne ra lly de cline d.

Inte res t ra tes  have  been lower than in previous  decades . Infla tion, as  measured by

the  Consumer Price  Index, ha s  been a t re la tive ly low leve ls . The  uneven pace  of

the  e conomy ke pt cons ume r price s  in che ck a nd re s ulte d in low inte re s t ra te s .

S ince  the  firs t qua rte r 2004, howe ve r, improving e conomic growth a nd conce rns

a bout infla tion ha ve  le d to fluctua ting inte re s t ra te s . The  Fe de ra l Re se rve  be ga n

raising interest ra tes  in June 2004 to address these concerns and has ra ised interest

ra tes  more  than 17 times s ince  then to their highest level s ince  2004.

The  economic forecas t da ta  show tha t a fte r months  of s teady decline  earlie r

this  yea r, e conomic growth appea rs  to have  s tabilized. Following annua lized rea l

GDP growth of only 1.3 pe rce nt in the  firs t qua rte r of 2007, conse nsus  fore ca s ts

e s tima te  re a l GDP  growth  of 2 .3  pe rce n t fo r the  s e cond  qua rte r a nd  c le a r

e xpe cta tions  for continuing e conomic growth. Expe cta tions  a re  tha t GDP growth

will a pproa ch its  tre nd ra te  by the  be ginning of 2008. In Ma y, the  Fe de ra l Ope n

Ma rke t Committe e  ("FOMC") le ft in te re s t ra te s  uncha nge d noting tha t while

e conomic growth ha d s lowe d, infla tion re ma ine d the  pre domina nt ris k to the

economy. Cons e ns us  fore ca s ts  a re  tha t infla tion is  e xpe cte d to s low, but core

infla tion is  e xpe cte d to be  a t or a bove  curre nt le ve ls . Fore ca s te rs  conclude  tha t

improving e conomic growth a nd s ticky core  infla tion ma y ke e p FOMC policy
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unchanged throughout the  year.

The  Federa l Funds  Ra te  for the  firs t quarte r of 2007 was  5.26 pe rcent. The

Prime  Ra te  wa s  8.25 pe rce nt. The  10-ye a r Tre a sury bond a nd 30-ye a r Tre a sury

bond yie lds  for the  firs t qua rte r were  4.68 pe rcent and 4.80 pe rcent, re spective ly.

Baa  investment grade  bond yie lds  for the  firs t quarter were  5.59 percent.

More  recent da ta  sugges t the  l0-yea r Treasury bond and 30 yea r Treasury

bond yie lds  a re  on the  ris e . On July 12, 2007, for example , the  10-yea r Trea sury

bond a nd 30 ye a r Tre a s ury bond yie lds  we re  5.13 pe rce nt a nd 5.22 pe rce nt,

respective ly, while  Baa  (investment grade) bond yie lds  were  6.72 percent.

Long ra nge  cons e ns us  fore ca s ts  of the  yie lds  of 10-ye a r a nd 30-ye a r

Treasury bonds  for 2009 and 2010 a re  5.2 pe rcent and 5.3 pe rcent, re spective ly.

Baa investment grade bond yields are  forecast to reach 6.9 percent.

Q- IS THERE A RELATIONSHIP BETWEEN THE COST OF EQUITY AND

INTEREST RATES?

A. Ye s . The  cos t of e quity move s  in the  s a me  dire ction a s  inte re s t ra te s . Ris ing

inte res t ra tes  indica te  the  cos t of equity is  a lso ris ing. The  upward trend in inte res t

ra te s  discussed above  is  an important factor in e s tima ting the  cos t of equity for a

utility.

Q- IS CCWC AFFECTED BY THESE SAME MARKET UNCERTAINTIES

AND CONCERNS?

A. Yes . Als o, to va rying de gre e s , a ll the  wa te r utilitie s  in the  s a mple  group a re

affected by these  market forces .
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Q- WHAT ARE THE RECENT DEVELOPMENTS IN THE WATER UTILITY

INDUSTRY AFFECTING UTILITY INVESTMENTS AND THE MARKET?

Although the  wa te r utilitie s  in the  s a mple  ha ve  re ce ntly e ncounte re d a  more

fa vora ble  re gula tory e nvironme nt in ma ny s ta te s , s uch a s  Ca lifornia , the  wa te r
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utility indus try is  e xpe cte d to confront incre a s ing infra s tructure  de ma nds .

According to the Value Line Investment Survey, many utilities  have infras tructures

that are  over 100 years  old and in need of s ignificant maintenance and, in some

cases, massive renovation and replacement. In addition, the  EPA continues  to

impos e  more  s tringent wa te r qua lity and opera tiona l s tandards , s uch as  new

maximum contaminant leve ls  for public drinking wa te r s ys tems . Additiona l

operational requirements  have a lso been imposed to addres s  the  threat of bio-

terrorism on U.S. water sys tems. As  infras tructure cos ts  continue to climb, many

smaller companies  are at a serious  disadvantage. Without sufficient resources  to

fund improvements  to meet new and more s tringent requirements , many smaller

companies are being forced to sell to larger utilities , which have greater operational

flexibility and resources, as well as access to capital.
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Q- WOULD YOU P LEAS E DIS CUS S  IN MORE DETAIL THE IMP ACT OF

RISK ON CAPITAL COSTS?

With re fe rence  to s pecific utilities , ris k is  often dis cus s ed as  cons is ting of two

separate types of risk: business  risk and financial risk.

Business risk, the basic risk associated with any business undertaking, is  the

uncertainty associated with the enterprise's  day-to-day operations. In essence, it is

a  function of the  norma l da y-to-da y bus ine s s  e nvironme nt, both loca lly a nd

na tiona lly. Bus ines s  ris ks  include  the  condition of the  economy and capita l

marke ts , the  s ta te  of labor marke ts , regiona l s tability, government regula tion,

technological obsolescence, and other s imilar factors  that may impact demand for

the  bus ines s  product and its  cos t of production. For utilities , bus ines s  risk a lso

includes  the volatility of revenues  due to abnormal weather conditions , degree of

operational leverage, regulation, and regulatory climate. Put s imply, the greater the

degree of uncertainty regarding the various factors affecting a company's  business,
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the  greater the  risk of an investment in a  company and the  greater the  compensation

required by the  inves tor.

Financia l risk, on the  othe r hand, conce rns  the  dis tribution of bus iness  risk

to the  va rious  ca pita l inve s tors  in the  utility. As  I dis cus s e d e a rlie r, pe rma ne nt

ca pita l is  norma lly divide d into thre e  ca te gorie s : long-te rm de bt, pre fe rre d s tock,

a nd common e quity. Be ca use  common e quity owne rs  ha ve  only a  re s idua l cla im

on earnings after debt and preferred s tocldiolders  are  paid, financia l risk tends to be

concentra ted in tha t e lement of the  firm's  capita l. Thus , a  decis ion by management

to ra ise  additiona l capita l by issuing additiona l debt concentra tes  even more  of the

financia l risk of the  utility in the  common equity owners .

Although ofte n dis cus s e d s e pa ra te ly, the  two type s  of ris ks  a re  a ctua lly

inte rre la ted. Specifica lly, a  common equity inves tor may seek to offse t exposure  to

h igh  fina ncia l ris k by inve s ting  in  a  firm pe rce ive d  to  ha ve  a  low de gre e  of

bus ine s s  ris k. In othe r words , the  tota l ris k to a n inve s tor would be  high if the

e nte rpris e  wa s  cha ra cte rize d a s  a  high bus ine s s  ris k with a  la rge  portion of its

pe rma ne nt ca pita l fina nce d with s e nior de bt. To a ttra ct ca pita l unde r the s e

circums ta nce s , the  firm would ha ve  to offe r highe r ra te s  of re turn to its  common

equity inves tors .

Iv. THE CRITERIA THAT ARE USED TO DETERMINE WHETHER THE
AUTHORIZED RATE OF RETURN IS JUST AND REASONABLE IN A
"FAIR VALUE" CONTEXT.
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Q- HAS THE UNITED STATES SUPREME COURT SET FORTH ANY

CRITERIA THAT GOVERN THE RATE OF RETURN THAT A

UTILITY'S RATES SHOULD PRODUCE?

Ye s . In 1923, the  Supre me  Court s e t forth the  following crite ria  for de te rmining

whether a  ra te  of re turn is  reasonable  in Blue  fie ld Water Works  and Improvement

Co. v. Public Se rvice  Commiss ion of Wes t Virginia , 262 U.S. 679, 692-93 (1923):
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A public utility is  e ntitle d to s uch ra te s  a s  will pe rmit it to e a rn a
re tu rn  o n  th e  va lu e  o f th e  p ro p e rty wh ic h  it e mp lo ys  fo r th e
convenience  of the  public equa l to tha t gene ra lly be ing made  a t the
same time  and in the  same genera l part Ethe  country on inves tments

are corresponding
risks and uncerta inties The  re turn should be  reasonably sufficient
to a s s ure  confide nce  in the  fina ncia l s oundne s s  of the  utility a nd
should be  adequa te , under e fficient and economica l management to
mainta in and support its  credit and enable  it to ra ise  money necessary
for the  prope r discha rge  of its  public dutie s . A ra te  of re turn may be
rea sonable  a t one  time  and become  too high or too low by changes
a ffe c ting  opportun itie s  fo r inve s tme nt, the  mone y ma rke t, a nd
business  conditions generally.

In summary, under Blue fie ld Water Works:

on othe r bus iness  undertaking which a ttended by

(2)

(1) The  ra te  of re turn should be  s imila r to the  re turn in bus inesse s  with

s imila r or comparable  risks ,

The  re turn s hould be  s ufficie nt to  e ns ure  the  confide nce  in  the

financia l integrity of the  utility, and

The  re turn should be  sufficie nt to ma inta in a nd support the  utility's

credit.

In a ddition to be ing wide ly followe d by courts  a nd re gula tory commis s ions , the

Court's  discussion of the  criteria  that should be  used to determine a  reasonable  ra te

of re turn is  important because Elue fe la ' Wa te r Works involve d the  a pplica tion of

the  "fa ir va lue" s tanda rd, which is  embodied in the  Arizona  Cons titution. Thus , in

dis cus s ing the  crite ria  for de te rmining a  fa ir ra te  of re turn, the  Court a pplie d the

ra te  of re turn, judged according to these  crite ria , to the  current or "fa ir" va lue  of the

utility's  plant and property devoted to public se rvice .

(3)

Q- HO W HAVE  T HE S E  C R IT E R IA B E E N AP P L IE D IN  R E G UL AT O R Y

P ROCEEDINGS ?
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The  applica tion of the  "rea sonableness" crite ria  la id down by the  Supreme  Court

ca s e s  ha s  re s ulte d in controve rs y. The  typica l me thod of computing the  ove ra ll

cos t of ca pita l is  quite  s tra ightforwa rd: it is  the  compos ite , we ighte d cos t of the
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various  classes  of capita l (debt, pre fe rred s tock, and common equity), used by the

utility. The  we ighting is  done  by ca lcula ting the  proportion tha t e a ch cla s s  of

ca pita l be a rs  to tota l ca pita l. Howe ve r, the re  is  no conse nsus  re ga rding the  be s t

me thod  of e s tima ting  the  cos t o f e qu ity ca p ita l. The  incre a s ing re gula tory

e mpha s is  on  ob je c tivity in  de te rmin ing  the  ra te  o f re tu rn  ha s  re s u lte d  in  a

prolife ra tion  of ma rke t-ba s e d  fina nce  mode ls  tha t a re  us e d  in  e quity re turn

de te rmina tion. As  will be  dis cus s e d more  fully be low, howe ve r, none  of the s e

models  introduced has been universally accepted.

Q- D O E S  T H E  F AC T  T H AT  AR IZ O N A L AW  R E Q U IR E S  T H AT T HE

C O MMIS S IO N F IND AND US E T HE " F AIR VALUE " O F T HE

C O MP AN Y' S  P L AN T  AN D  P R O P E R T Y AF F E C T  YO U R  C O S T  O F

EQUITY ANALYS ES ?

No. The  S upre me  Court e xpla ine d in Duque s ne  Light Co. v. Ba ra s ch, 488 U.S .

299, 308-09 (1989), tha t the  "fa ir va lue  s ta nda rd mimics  the  ope ra tion of the

compe titive  marke t." In a  compe titive  marke t, like  the  capita l marke ts , an inves tor

expects  to earn a  re turn on the  current va lue  of the  asse t in which he  has  inves ted,

not s imply a  re turn on the  a s s e t's  origina l cos t. If the  ma rke t va lue  of the  a s s e t

increases , the  inves tor is  entitled to the  benefit of tha t apprecia tion. Consequently,

in  de s crib ing  the  "fa ir va lue " a pproa ch to  s e tting  ra te s , the  S upre me  Court

expla ined in Duquesne  Light:
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To the  e xte nt the  utilitie s ' inve s tme nts  in  pla nts  a re  good one s
(because  the ir benefits  exceed the ir costs) they are  rewarded with an
opportunity "
the  curre nt "ma rke t va lue " of the le nt. To the  e xte nt utilitie s '
investments  turn out to be  bad ones  such as  plants  tha t a re  canceled
a nd s o ne ve r us e d a nd us e ful to  the  public), the  utilitie s  s uffe r
because  the  investments  have no fa ir value  and so justify no re turn.

to e a rn a n "a bove -cos t re turn, tha t is , a  fa ir re turn on

The  marke t-based mode ls  tha t a re  currently employed to e s tima te  the  cos t of cos t

of equity a re  cons is tent with the  "fa ir va lue" s tandard. While  one  can quarre l about
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the  "be s t" me thodology to e mploy, a ll of the s e  mode ls , including the  DCF a nd

CAPM, re ly on publicly a va ila ble  fina ncia l da ta  de rive d from the  ca pita l ma rke ts .

By re lying on the s e  mode ls , a  ma rke t-ba s e d e s tima te  of the  cos t of e quity is

appropria te ly ma tched with a  marke t-based ra te  base . This  approach sa tis fie s  the

"fa ir va lue " s ta nda rd by a llowing the  e quity inve s tor a n opportunity to e a rn a

re a sona ble  re turn on the  curre nt va lue  of the  prope rty in which he  ha s  inve s te d,

thus  re fle cting  the  incre a s e  (or de cre a s e ) in  the  va lue  of the  inve s tme nt in

accordance  with the  "fa ir va lue" s tandard.

v . THE ES TIMATED COS T OF  EQUITY F OR THE COMP ANY.

A. The Publiclv Traded Utilities That Comprise the Sample Group Used to
Estimate the Company's Cost of Equity.

Q- P LE AS E  B R IE F LY DE S C R IB E  THE  AP P R O AC H YO U F O LLO WE D IN

YOUR COS T OF CAP ITAL ANALYS IS  FOR CCWC.
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A. As  I ha ve  s ta te d, e s tima ting the  cos t of e quity is  a  ma tte r of informe d judgme nt.

The development of an appropria te  ra te  of re turn for a  regula ted enterprise  involves

the  de te rmina tion of the  le ve l of ris k a s s ocia te d with tha t e nte rpris e  a nd the

de te rmina tion of a n a ppropria te  re turn for tha t ris k le ve l. P ra ctitione rs  e mploy

va rious  te chnique s  tha t provide  a  link to a ctua l ca pita l ma rke t da ta  a nd a s s is t in

defining the  various re la tionships  tha t underlie  the  equity cost es timation process .

S ince  CCWC is  not publicly tra de d, the  informa tion re quire d to dire ctly

e s tima te  CCWC's  cos t of e quity is  not a va ila ble . Accordingly, I us e d a  s a mple

group of wa te r utilitie s  to deve lop an appropria te  cos t of equity for CCWC. The re

a re  s ix wa te r utilitie s  included in the  sample  group: American Sta te s  Wate r, Aqua

America , Ca lifornia  Wate r, Connecticut Wate r, Middle sex Wate r, and SJW Corp.

All the s e  compa nie s  a re  followe d by the  Va lue  Line  Inve s tme nt Surve y, and, as

expla ined previous ly, these  pa rticula r utilitie s  have  cons is tently been used by the
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Sta ff to e s tima te  the  cos t of e quity in a  numbe r of re ce nt wa te r a nd s e we r utility

ra te  ca ses .

Q- ARE THE WATER UTILITIES IN YOUR SAMPLE DIRECTLY

COMPARABLE TO CCWC?

No. Howe ve r, the y ha ve  e nough s imila rity to provide  a  us e ful s ta rting point for

de ve loping a  cos t of e quity for CCWC. I e mpha s ize  "s ta rting point" be ca us e

CCWC is  not publicly tra de d, nor is  the re  ma rke t da ta  a va ila ble  for s ma lle r

u tilitie s , like  CCWC, tha t ca n  be  us e d  to  de ve lop  cos t o f e quity e s tima te s .

Neve rthe le s s , a ll of the  sample  companie s  a re  regula ted wa te r utilitie s , and the ir

primary source  of revenues  is  from regula ted se rvices . While  a ll of them primarily

provide  wa te r se rvice , some  of the  companies  provide  both wa te r and was tewa te r

services.

Q- DOES THE MARKET DATA PROVIDED BY THE WATER UTILITY

SAMPLE CAPTURE ALL OF THE MARKET RISKS THAT CCWC

MIGHT FACE IF IT WERE PUBLICLY TRADED?
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A. In my opinion, no. Firs t, a s  I s ta ted, the re  is  no comparable  marke t da ta  for utility

compa nie s  the  s ize  of CCWC. The  a ve ra ge  re ve nue  of the  wa te r utility s a mple

companies  is  nearly 32 times  tha t of CCWC and the  average  ne t plant of the  water

utility s a mple  compa nie s  is  ne a rly 44 time s  tha t of CCWC. Eve n the  s ma lle s t

compa ny in the  s a mple , Conne cticut Wa te r, ha s  ne a rly 12 time s  the  ne t pla nt of

CCWC, and over 7 times CCWC's  revenues .

Se cond, ma rke t da ta  for the  s a mple  wa te r utilitie s  do not include  da ta  for

wa te r utilitie s  primarily se rving the  Arizona  marke t and is  thus  primarily subject to

Arizona  ra te  regula tion. The  Commiss ion require s  the  use  of his torica l te s t yea rs

with limite d out-of-pe riod a djus tme nts . More ove r, curre nt Commis s ion policy

s trongly dis fa vors  a djus tme nt me cha nis ms  tha t a llow for prompt re cove ry of
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incre a s e s  in the  cos t of purcha s e d wa te r a nd powe r, in contra s t to othe r

jurisdictions . In s hort, the  Commis s ion's  current policie s  make  it difficult for

water utilities  to earn their authorized rates  of return.

Q. HOW DOES  THIS  IMP ACT CCWC?

CCWC faces  the risk that unexpected changes  in costs  during the period in which

new ra te s  will be  in e ffect will not be  recove red without a  cos tly and lengthy

general rate case. The  wa te r s a mple  is  he a vily we ighte d with utilitie s  doing

bus ines s  in California . American States , California  Water, and SJW Corp. are

bas ed in California  and rece ive  the  bulk of revenues  from utility s ervice  in tha t

s tate. These utilities  face less  regulatory risk because the California Public Utilities

Commis s ion a llows  the  us e  of future  te s t ye a rs  a nd ba la ncing a ccounts  for

expenses  such as  purchased water and power. Aqua America, the larges t water

utility in the  group, has  opera tions  in more  than 10 s ta tes . As  a  re s ult, Aqua

America 's  s ys tems  are  regula ted by diffe rent s ta te  commis s ions  and are  les s

a ffe c te d by unfa vora ble  de c is ions  a nd polic ie s  of a  pa rticula r re gula tory

commission.
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Q. P LE AS E  P R O VIDE  A G E NE R AL DE S C R IP TIO N O F  THE  WATE R

UTILITIES  IN YOUR S AMP LE.

Schedule D-4.1 lis ts  the operating revenues  and net plant for the s ix water utilities

as  reported by AUS Utility Reports  (formerly C.A. Turner Utility Reports ) and

CCWC. In addition, below is  a general description of each of the companies :

(1) American Sta tes  Water prima rily s e rve s  the  Ca lifornia  ma rke t

through Southern California Water Company, which provides  water

s e rvice s  to ove r l million pe ople  within 75 communitie s  in 10

counties  in the  S ta te  of Ca lifornia , primarily in Los  Ange les , San

Bernardino, and Oranges  counties . It has  one subsidiary serving the
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(2)

(3)

(4)
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(5)

Arizona  ma rke t with a pproxima te ly 13,000 cus tome rs  in Founta in

Hills  a nd Scottsda le . Approxima te ly 91 pe rce nt of Ame rica n S ta te s

re ve nue s  we re  de rive d from Southe rn Ca lifornia  Wa te r. Re ve nue s

for Ame rica n S ta te s  we re  ove r $268 million in 2006 a nd ne t pla nt

was  over $750 million a t the  end of2006.

Aqua  Ame rica owns  regula ted utilitie s  in Pennsylvania , Ohio, North

Ca rolina , Illinois , Te xa s , Ne w J e rs e y, F lorida , India na , Ma ine ,

Mis s ouri, Ne w York, a nd S outh Ca rolina , s e rving ove r 927,000

customers  a t the  end of 2006. Revenues  for Aqua  America  were  over

$533 million in 2006 and ne t plant was  over $2.5 billion a t the  end of

2006.

California  Water Service  Group owns  subs idia ries  in Ca lifornia , Ne w

Me xico, Wa s hington, a nd Ha wa ii s e wing ove r 480,000 cus tome rs .

The  Ca lifornia  ope ra tions  account for ove r 95 pe rcent of cus tomers

and ove r 96 pe rcent of ope ra ting revenues . Revenues  for Ca lifornia

Wa te r we re  ove r $334 million in 2006 a nd ne t pla nt wa s  ove r $941

million a t the  e nd of2006.

Connecticut Wa te r Se rvice s owns  s ubs idia rie s  in Conne cticut a nd

Ma s s a chus e tts  s e rving ove r 87,000 cus tome rs . Re ve nue s  for

Conne cticut Wa te r S e rvice  we re  ove r $46 million in 2006 a nd ne t

plant was  over $263 million a t the  end of 2006.

Middle s e x Wa te r owns  s ubs idia rie s  in Ne w J e rs e y a nd De la wa re

s e rving ove r 84,000 cus tome rs  a nd provide s  wa te r s e rvice  unde r

contra ct to municipa litie s  in ce ntra l Ne w J e rs e y to a  popula tion of

ove r 267,000. Revenues  for Middle sex Wate r were  ove r $81 million

in 2006 and ne t plant was  over $310 million a t the  end of 2006.
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(6) SJW Corp. owns  San Jose  Wate r, which provides  wa te r se rvice  in a

138 s qua re  mile  a re a  in  S a n J os e , Ca lifornia , a nd s urrounding

communitie s . Re ve nue s  for SJ W Corp we re  ove r $189 million in

2006 and net plant was over $506 million a t the  end of 2006.

Q- HOW DOES  CCWC COMP ARE TO THE S AMP LE WATER UTILITIES ?

It is  much sma lle r. At the  e nd of the  te s t ye a r, CCWC ha d a pproxima te ly 13,500

wa te r utility cus tomers . Its  revenues  tota led le s s  than $8 million, and its  ne t plant

wa s  a pproxima te ly $18.5 million. And CCWC is  not d ive rs ifie d . It h a s  a

re la tive ly s ma ll s e rvice  te rritory in Ma ricopa  County with re la tive ly low growth

potentia l compared to the  sample companies, and no alternative sources of revenue.

Q. BASED ON WHAT YOU HAVE JUST STATED, IT DOESN'T APPEAR

THAT CCWC IS ACTUALLY COMPARABLE TO THE SAMPLE WATER

UTILITIES.
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A. For the  reasons  I have  s ta ted, a  good a rgument could be  made  tha t CCWC is  not

c o mp a ra b le  to  th e  s ix p u b lic ly tra d e d  wa te r u tilitie s  in  th e  s a me  g ro u p .

Unfortuna te ly, a s  I te s tified, the  approaches  commonly used to e s tima te  a  utility's

cos t of e quity re quire  ma rke t da ta , which is  not a va ila ble  for s ma lle r compa nie s

like  CCWC. As  a  re sult, much la rge r, public companie s  mus t be  used a s  proxie s .

This  is  an important factor to keep in mind, because  the  crite ria  es tablished by the

Supre me  Court in de cis ions  s uch as  Blue  fie ld Wa te r Works re quire  the  us e  of

compa ra ble  compa nie s , i.e ., compa nie s  tha t would be  vie we d by inve s tors  a s

ha ving s imila r ris ks . A ra tiona l inve s tor would not re ga rd CCWC has  having the

same leve l of risk as  Aqua  America  or even Connecticut Water. Consequently, the

re s ults  produce d by the  DCF a nd CAP M me thodologie s , utilizing da ta  for the

sample  utilities , like ly unders ta te  the  cos t of equity for CCWC.
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Q. YOU PREVIOUSLY DISCUSSED FINANCIAL RISK, WHICH IS

RELATED TO A FIRM'S CAPITAL STRUCTURE. HOW DO THE

CAPITAL STRUCTURES OF THE SAMPLE WATER UTILITIES

COMPARE TO CCWC?

Schedule D-4.2 shows that the capital structure of CCWC contains 36.3 percent

debt and 63.7 percent equity compared to the average of the water utility sample of

46.4 percent debt and 53.6 percent equity. Having less debt in its capital structure

implies less financial risk than the water utility sample, which may offset the other

factors that make CCWC more risky than the sample group. As I previously stated,

however, smaller companies cannot support the same level of debt as larger

companies. Consequently, one would not expect CCWC to have as much debt in

its capital structure as the larger sample companies .

B. Current Stocks Prices and Their Effect on Estimating the Cost of
Equitv.

Q. DO YOU HAVE ANY GENERAL CONCERNS WITH THE DATA

AVAILABLE TO MAKE COST OF EQUITY ESTIMATES FOR THE

WATER UTILITIES?
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Yes. Schedule  D-4.3 shows tha t common s tock prices  have  increased s ignificantly

during the  pas t five  years , and those  increases  have  exceeded the  average  annual

incre a s e s  in divide nds  pe r s ha re  ("DPS"), e a rnings  pe r s ha re  ("EPS") a nd book

va lue  pe r sha re . As  a  re sult, the  current marke t-to-book ra tio for the  sample  wa te r

utilitie s  is  approxima te ly 2.5. Va lue  Line (January 2004) has suggested that part of

the  re a s on for incre a s e s  in the  s tock price s  is  cons olida tion in the  wa te r utility

indus try. In J a nua ry 2004, Va lue  Line a dvise d inve s tors  to e xpe ct s tock price s

from a n a cquis ition to be  a s  much a s  four time s  book va lue . Va lue  Line (April

2007) continues to advise  investors  to expect mergers  and acquisitions.
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Irre s pe ctive  of inve s tor me rge r a nd a cquis ition e xpe cta tions , s tock price

growth ha s  exceeded book growth and both s tock price  growth, and book growth

ha ve  e xce e de d divide nds  a nd e a rnings  growth. S che dule  D-4.4 s hows  tha t

common s tock prices  have  had annual price  increases  during the  past 10 years  tha t

have exceeded the annual increases in dividends per share , earnings per share , and

book va lue  pe r sha re . The  ma rke t-to-book ra tios  of mos t publicly tra de d utilitie s ,

including the  s a mple  wa te r utilitie s , ha ve  be e n we ll a bove  1.0 for a  numbe r of

yea rs , and the re  is  no rea son to expect those  ra tios  to s ignificantly change  in the

future , give n continuing incre a s e s  in the  s tock ma rke ts  a nd ove ra ll e conomic

conditions .
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Q, WHAT IMPLICATIONS DOES THIS CIRCUMSTANCE HAVE ON

ESTIMATING THE COST OF EQUITY USING THE SAMPLE WATER

UTILITIES?

If inve s tors  ha ve  bid up price s  for utility s tocks  in a nticipa tion of a  me rge r or

a cquis ition , the  s tock price s  will re fle ct the  inve s tor's  e xpe cte d  pre mium a t

acquis ition. Th is  d is to r ts  th e  re s u lts  p ro d u c e d  b y th e  DC F  mo d e l b y

underes timating dividend yie ld, lowering the  indica ted equity cos t.

Alte rna tive ly, inve s tors  ma y ha ve  bid up the  price s  for the  wa te r utility

s tocks  be ca use  the y e xpe ct incre a se s  in e a rnings  a nd divide nds  in the  future . In

othe r words , inve s tors  e xpe ct the  wa te r utilitie s  to be  a uthorize d, a nd to a ctua lly

ea rn highe r re turns  on equity. Va lue  Line (April 2007), for e xa mple , ha s  a dvise d

inve s tors  tha t the  e xtre me ly consume r-conscious  re gula tory e nvironme nts  of the

pa s t s e ve ra l ye a rs  a nd the  corre s ponding de la ye d ra te  re lie f a nd unfa vora ble

de cis ions  a ppe a r to be  a t a n e nd, e s pe cia lly in Ca lifornia . The  April 2007 Value

Line Water Utility Industry report s ta tes  :

The  [Ca lifornia  Public Utilitie s  Commiss ion] is  currently reviewing a
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ge ne ra l ra te  ca s e  pe titioning for a  wa te r re ve nue  a djus tme nt
mechanism ("RAM"), which would a llow recovery of revenues  when
actual sa les  are  lower than adopted sa les  assumed in a  general ra te
case. This  would re move  vola tility due  to we a the r conditions  a nd
provide some revenue s tability going forward.

This is good news for both the utility companies and investors. There is no doubt

investor expectations are influenced by events such as these.

Q-

C. Overview of the DCF and CAPM Methodologies .

P LE AS E  E XP LAIN THE  GE NE R AL AP P R OAC HE S  TO E S TIMATING

THE COS T OF CAP ITAL.
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There two broad approaches :

1) identify comparable-risk sample companies and estimate the cost of

capital directly, and,

find the location of the CML and estimate the relative risk of the

company that jointly determines the cost of capital.

The DCF model is an example of a method falling into the first general

approach. It is a direct method, but uses only a subset of the total capital market

evidence. The DCF model rests on the premise that the fundamental value of an

asset (stock) is its ability to generate future cash flows to the owner of that asset

(stock). I will explain the DCF model in more detail later. For now, the DCF is

simply the sum of a stock's expected dividend yield and the expected long-term

growth rate. Dividend yields are readily available, but long-term growth estimates

are more difficult to obtain.

The CAPM is an example of a method falling into the second general

approach. It uses information on all securities rather than a small subset. I will

explain the CAPM in more detail later. For now, the CAPM is a risk-return

relationship, often depicted graphically as the CML. The CAPM is the sum of a

risk-free return and a risk premium.

2)
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Ea ch of the s e  two me thods  ha s  the ir own wa y of me a s uring  inve s tor

expecta tions. In the  fina l a na lys is , cos t of e quity e s tima te s  a re  s ubje ctive  a nd

should be  based on sound, informed judgment, I have  applied seve ra l ve rs ions  of

the  DCF, a s  we ll a s  two ve rs ions  of the  CAPM tha t I be lieve  bracke ts  the  fa ir cos t

of e quity ca pita l for CCWC, without ta king into a ccount the  a dditiona l ris ks  tha t

CCWC possesses.

Q.

D. Explanation of the DCF Model and Its Inputs.

PLEASE EXPLAIN THE DCF METHOD OF ESTIMATING THE COST OF

EQUITY.

A. The DCF model is  based on the  concept tha t the  current price  of a  share  of s tock is

equa l to the  pre sent va lue  of future  ca sh flows  from the  purchase  of the  s tock. In

other words , the  DCF model is  an a ttempt to replica te  the  market va lua tion process

tha t se ts  the  price  inves tors  a re  willing to pay for a  sha re  of a  company's  s tock. It

re s ts  on the  assumption tha t inves tors  re ly on the  expected re turns  (i.e ., cash flow

the y e xpe ct to re ce ive ) to s e t the  price  of a  s e curity. The  DCF mode l in its  mos t

genera l form is :

(1)

where  k is  the  cost of equity, n is  a  very la rge  number, P0 is  the  current s tock price ,

and, CF1, CF2,...CF1, are  a ll the expected future  cash flows expected to be received

in pe riods  l, 2, n .

Equa tion (1) can be  written to show tha t the  current price  (Po) is  a lso equa l

p0 = cF1/<1+k> + cF2/(1+k)2 +
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to

(2) P0 = CFI/(1+k) + CF;/(1+k)2 + + Pt/(1+k)t

where Pt is the price expected to be received at the end of the period t. If the future

price (Pt) included a premium (an expected increase in the stock price or capital

gain), the price the investor would pay today in anticipation of receiving that
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pre mium would  incre a s e . In  o the r words , by e s tima ting  the  ca s h  flows  from the

purcha s e  of a  s tock in the  form of divide nds  a nd ca pita l ga ins , we  ca n ca lcula te  the

inve s tor's  re quire d ra te  of re turn, Le ., the  ra te  of re turn a n inve s tor pre s umptive ly

use d in bidding the  curre nt price  to the  s tock (PO) to its  curre nt le ve l

Equa tion  (2 ) is  a  Ma rke t P rice  ve rs ion  o f the  DCF mode l. As  with  th e

ge ne ra l form of the  DCF mode l in e qua tion (1), in the  Ma rke t P rice  a pproa ch the

curre nt s tock price  (P0) is  the  pre s e nt va lue  of the  e xpe cte d ca s h inflows . The  ca s h

flows  a re  compris e d  of d ivide nds  a nd  the  fina l s e lling  p rice  o f the  s tock. The

e s tima te d cos t of e quity (k) is  the  ra te  of re turn inve s tors  e xpe ct if the y bought the

s tock a t toda y's  price , he ld the  s tock a nd re ce ive d divide nds  through the  tra ns ition

pe riod, a nd the n s old it for price  (P t)

12 Q- CAN YOU PROVIDE AN EXAMPLE TO ILLUSTRATE THE MARKET

PRICE VERSION OF THE DCF MODEL?

1 4

1 5

1 6

19

20

24

Yes. Assume an investor buys a share of common stock for $40. If the expected

dividend during the coming year is $2.00, then the expected dividend yield is 5

percent ($2.00/$40 = 5.0 percent). If the stock price is also expected to increase to

$43.00 after one year, this $3.00 expected gain adds an additional 7.5 percent to the

expected total rate of return ($3.00/$40 = 7.5 percent). Thus, the investor buying

the stock at $40 per share, expects a total return of 12.5 percent (5 percent dividend

yield plus 7.5 percent price appreciation). The total return of 12.5 percent is the

appropriate measure of the cost of capital because this is the rate of return that

caused the investor to commit $40 of his capital by purchasing the stock

I have provided a Market Price DCF model in Exhibit D-1 to illustrate the

Market Price DCF model approach further. The model computes the implied rate

of return from a stream of cash flows. The first cash flow is negative and is the

purchase price of the stock. I used the spot price at July 12, 2007, as reported by
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Yahoo Finance as the initial purchase price. The next series of cash flows are the

expected dividends for the next four years. The final cash flow is the dividend in

year 5 plus the expected selling price of the stock. The selling price of the stock is

based on the historical 5-year average annual price growth for each of the stocks.

The average implied rate of return is 16 percent.

Q- HOW DOES THE RESULT OF YOUR MARKET PRICE DCF COMPARE

TO THE HISTORICAL COMPOUND ANNUAL MARKET RETURNS FOR

THE WATER UTILITY SAMPLE?

As shown in Exhibit D-2, the average 5-year historical compound annual total

market return for the water utility sample is over 14 percent. Despite the fact that

the historical 5-year total market returns as well as the market price DCF indicate

returns in the range of 14 to 16 percent, I do not rely on this method. I have instead

used it to evaluate the reasonableness of the results produced by the other versions

of my DCF model.

Q- PLEASE CONTINUE WITH YOUR DESCRIPTION OF THE DCF
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MODEL.

Unde r the  a s s umption tha t future  ca s h Hows  a re  e xpe cte d to grow a t a  cons ta nt ra te

("g"), e qua tion (1) ca n be  s olve d for k a nd re a rra nge d into the  s imple  form:

(3 ) k = CF1/P 0 + g

wh e re  CF  1 /P 0  is  th e  e xp e c te d  d ivid e n d  yie ld  a n d  g  is  th e  e xp e c te d  lo n g  te rm

dividend (price) growth rate ("g"). The expected dividend yield is computed as the

ratio of next period's expected dividend ("CF I") divided by the current stock price

("PT"). This form of the DCF model is known as the constant growth DCF model

and recognizes that investors expect to receive a portion of their total return in the

form of current dividends and the remainder through future dividends and capital

(price) appreciation. A key assumption of this form of the model is that investors
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e xpe ct tha t s a me  ra te  of re turn (k) e ve ry ye a r a nd tha t ma rke t price  grows  a t the

s a me  ra te  a s  divide nds . This  ha s  not be e n his torica lly true  for the  wa te r utility

sa mple , a s  shown by the  da ta  shown in Sche dule s  D-4.3 a nd D-4.4. As  a  re sult,

es timates  of long-term growth ra tes  (g) should take  this  into account.

Q. H O W  IS  T H E  F O R MU L A F O R  T H E  MU L T I~ S T AG E  D C F  MO D E L

DER IVED?

Under the  multi-s tage  growth DCF mode l, equa tion (1) is  expanded to incorpora te

two or more  growth ra te  periods  and is  written as :

(4) PT = CF0(1+81)/(1+k) + + cF0(1+g2)'v<1+1<>" + cF0<1+g)"*'>/k-g)

where gt, 82: e tc., represent growth ra tes  for periods 1, 2, e tc., and gt represents  the

growth ra te  from pe riod t to infinity. This  ve rs ion of the  DCF mode l a s sume s  tha t

ca s h  flow growth  will occur a t d iffe re n t ra te s  fo r one  o r more  pe riods  a nd

ultimate ly reach a  te rmina l growth s tage  tha t continues  indefinite ly.
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Q. ARE THERE ANY GENERAL CONCERNS ABGUT APPLYING THE DCF

MODEL TO UTILITY STOCKS?

There are a number of reasons why caution must be used when applying the DCF

model to utility stocks. First, as I have already discussed, the stock price and

dividend yield component may be unduly influenced by structural changes such as

mergers and acquisitions, which influence investor expectations. Second, the DCF

model is based on a number of assumptions which may not be realistic given the

current capital market environment. The traditional DCF model assumes that the

stock price, book value, dividends, and earnings all grow at the same rate. This has

not been historically true for the sample water utility companies. Third, the

application of the DCF model produces estimates of the cost of equity that are

consistent with investor expectations only when the market price of a stock and the

stock's book value are approximately the same. The DCF model will understate
FENNEMORE CRAIG

PROFESSIONAL CORPORATION
PHOENIX

A.

A.

27



the cost of equity when the market-to-book ratio exceeds 1.0 and conversely will

overstate the cost of equity when the market-to-book ratio is less than 1.0. The

reason for this is that the market-derived return produced by the DCF is often

applied to book value rate base by regulators. Fourth, the assumption of a constant

growth rate may be unrealistic, and there may be difficulty in finding an adequate

proxy for the growth rate. Historical growth rates can be downward biased as a

result of the impact of acquisitions, mergers, unfavorable regulatory decisions, and

even abnormal weather patterns.

Q- LET'S TURN TO THE SPECIFIC INPUTS USED IN YOUR DCF MODELS.

WHAT DATA HAVE YOU USED TO COMPUTE THE DIVIDEND YIELD

(CF1/P0) IN YOUR MODELS?

A. I used the spot price for each of stocks of the water utilities in the sample group on

July 12, 2007 as reported by Yahoo Finance. The dividend is the expected 2007

dividend.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q- EARLIER YOU TESTIFIED THAT STOCK PRICES HAVE BEEN

INCREASING DUE TO STRUCTURAL CHANGES SUCH AS POTENTIAL

MERGERS AND ACQUISITIONS. HOW DOES THIS IMPACT THE

DIVIDEND YIELD?

The DCF model results will be negatively biased because the dividend yield

(CF1/P0) is reduced by virtue of having a larger denominator, the stock price (P0).

This impact is not by itself problematic because the DCF model is intended to take

into account changes in the stock price (upward or downward). Investors may have

bid up the price of the stocks of the water utilities in the sample group because they

expect increased growth in earnings and, as a result, increased dividend growth and

appreciation in the price of the stock. However, if stock prices have been bid up in

anticipation of a merger or an acquisition, then the DCF model estimate will not
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reflect true  market conditions  and unders ta te  the  cost of equity.

Q- WHAT MEAS URES  OF GROWTH ("g " ) HAVE YOU US ED?

I ha ve  us e d e a rnings  growth fore ca s ts , whe re  a va ila ble , from thre e  diffe re nt,

wide ly-followed source s : Zack 's  Investment Research, Standard & Poor Earnings

Guide , a nd Va lue  Line  Inve s tme nt Surve y. Sche dule  D-4.6 re fle cts  e s tima te s  of

e a rnings  growth. The  curre ntly a va ila ble  e s tima te s  from the s e  thre e  s ource s

provide  a t le a s t two e s tima te s  for e a ch of the  s a mple  wa te r utility compa nie s .

There  are  three  es timates  for the  majority of the  companies .

I have  a lso used forecasts  of book re turns , re tention ra tios , and growth in the

numbe r of common s ha re s  from Va lue  Line  to de te rmine  sus ta ina ble  growth

es timates , which I describe  in more  de ta il be low. Schedules  D-4.7 and D-4.8 show

my ca lcula tions  of sus ta inable  growth.

For the  multi-s tage  DCF, I employed a  two-s tage  mode l with short-te rm and

long-te rm growth ra te s . I used ana lys ts ' forecas ts  of EPS growth for the  nea r te rm

and average  long-te rm GDP growth for the  long-te rm.

Q- DID YO U US E  THE  AR ITHME TIC  ME AN O R  THE  G E O ME TR IC  ME AN

FOR GDP  GROWTH?

A. The  a rithme tic me a n. It is  we ll e s ta blis he d tha t if the  cos t of ca pita l is  e s tima te d

from his torica l da ta , a n a rithme tic a ve ra ge  should be  use d. Dr. Morin, in his  te xt

on regula tory finance , provides  a  de ta iled explana tion of why this  is  the  case , citing

va rious  authoritie s , including Professors  Brea ley, Myers  and Allen, authors  of the

leading graduate  textbook on corporate  finance.4
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4 Roger A. Morin, New Regula tory Finance (2006) 133-43.
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Q- WHY YOU USE FORECASTED GROWTH RATES IN YOUR

MODELS?

DID

A. The DCF model requires estimates of growth that investors expect in the future.

Accordingly, I used analysts ' forecasts  of growth. Logically, in estimating future

growth, financia l ins titutions  and analys ts  have  taken into account a ll re levant

historical information on a company as well as other more recent information.5 To

the extent that past results  provide useful indications of future growth prospects,

analysts ' forecasts  would a lready incorporate  that information. In a ddition, a

s tock's  curre nt price  re fle cts  known his toric informa tion on tha t compa ny,

including its  past earnings history. Any further recognition of the past will double

count what has already occurred. Therefore, forward-looking growth rates should

be used.

Q- HAVE YOU COMPARED THE ANALYSTS' ESTIMATES OF GROWTH

WITH HISTORICAL DATA?

Yes. As shown in Exhibit D-3, the  average  5-year his torica l compound annual

capita l (price) apprecia tion is  11.68 percent. The average 10-year his torica l

compound annual capital (price) appreciation is 14.86 percent. This is significantly

higher than the average of the analysts ' estimates of growth, 8.56 percent. While

his torica l re turns  do not neces sa rily re flect wha t will occur in the  future , the

analysts ' estimates of EPS growth are significantly less than the historical capital

apprecia tion and the  his torical tota l re turns . Thus, I believe us ing the  analysts '

estimates of EPS growth for the growth rate in the DCF model is conservative.

Q- WHY DIDN'T YOU USE FORECASTS OF DIVIDEND GROWTH?
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A. The average annual forecast of DPS growth is extremely low. When forecasted

5 David A. Gordon, Myron J. Gordon and Lawrence I Gould, "Choice Among Methods of
Estimating Share Yield," Journal of Portfolio Management (Spring 1989) 50-55.
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dividend growth is  used in the  DCF mode l, it produces  a  cos t of equity be low the

cos t of de bt for two of the  thre e  s a mple  wa te r u tility compa nie s  for which a

forecas ted growth ra te  is  ava ilable . Only one  cos t of equity e s tima te  is  above  the

cos t of debt. This  s ingle  es timate  for Aqua  America  is  11.6 percent.

Q- HAVE YOU PERFORMED CONSTANT GROWTH DCF ESTIMATES

USING ANALYSTS' ESTIMATES OF DPS GROWTH?

Yes . Exhibit D-4, a tta che d he re to, re fle ct cons ta nt growth DCF re s ults  us ing

ana lys ts ' e s tima tes  of DPS growth. While  the  ave rage  re sult is  7.1 pe rcent, two of

the  three  es timates  a re  well be low 6.0 percent .-- one  as  low as  4.1 percent. These

are less than the current yield on an investment grade bond, 6.7 percent.

Q. HAVE YOU PREPARED CONSTANT GROWTH DCF MODELS USING

HISTORICAL DPS AND EPS GROWTH RATES?

A. Yes . Exhibit D-5, a ttached here to, re flects  cons tant growth DCF results  us ing five -

ye a r his torica l a nnua l growth ra te s  for DP S . The  DCF re s ults  us ing five -ye a r

his torica l annua l growth ra te s  us ing his torica l DPS growth is  5.9 pe rcent -.- be low

the  cos t of debt. Four of the  s ix e s tima te s  a re  s ignificantly be low the  cos t of debt,

with the  lowest be ing only 3.5 percent.

Exhibit D-6, a tta che d he re to, re fle cts  cons ta nt growth DCF re s ults  us ing

five -yea r his torica l annua l growth ra te s  for DPS. The  DCF re sults  us ing five -yea r

his torica l a nnua l EPS  growth ra te s  is  11.0 pe rce nt a fte r re moving the  ne ga tive

growth ra te  for Conne cticut Wa te r. While  I do not e mploy the s e  growth ra te s  in

my DCF  e s tima te s ,  th e y p ro d u c e  in d ic a te d  c o s ts  o f e q u ity ra n g in g  fro m

10.1 percent to 11.5 percent, and thus serve as a  check on my DCF results .
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Q. WHY HAVEN'T YOU INCLUDED ANALYSTS' FORECASTS OF DPS

GROWTH AND HISTORICAL DPS GROWTH IN YOUR DCF ESTIMATE

OF GROWTH?
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Using ana lys ts ' forecas ts  of DPS growth and his torica l DPS growth results  in

returns which are unrealis tic. It is  important to keep in mind that there is  a  great

deal of empirical evidence demonstrating that, on average, stocks are riskier than

bonds and achieve higher returns. Morningstar (formerly Ibhotson Associates), for

example, annually publishes its comprehensive study of historical returns on stocks

and bonds.6

Putting as ide  the  potentia l dis tortions  to the  result produced by the  DCF

mode l ca us e d by s tructura l cha nge s  to the  indus try a nd a bnorma l we a the r

conditions, it does not make sense to employ grow rates  that result in indicated

equity returns less  than the cost of debt, especially when those results  fly in the

face of a large body of empirical evidence. Investors would not bid up the price of

a utility stock if the expected return is equivalent to returns on bonds and other debt

investments. As  the  CML depicted previous ly illus tra tes , common s tocks  are

higher and to the right of investment grade bonds on the CML continuum because

they a re  riskie r inves tments . Aga in, the  e mpirica l e vide nce  s upports  this

The  results  us ing the  ana lys ts ' expecta tions  of DPS growth andconclusion.

historical DPS growth are unreasonable.

Q- YOU MENTIONED SUSTAINABLE GROWTH EARLIER.

EXPLAIN WHAT SUSTAINABLE GRCWTH IS?

PLEASE

A. Sus ta inable  growth is  derived by combining the  expected growth from future

retained earnings and expected future growth from sales of common stock. The
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growth rate (g) becomes:

(5) g = be + sv

where b is the expected retention ratio, r is the expected return on common equity,

s is the funds raised from the sale of stock as a fraction of existing common equity,

6 Morningstar, SBBI Valuation Edition 2006 Yearbook.
FENNEMORE CRAIG

PROFESSIONAL CORPORATION
PHOENIX

A.

32



a nd v is  the  fra ction of funds  ra is e d from the  s a le  of s tock tha t a ccrue s  to

shareholders

3

4

Q- HOW DID YOU ES TIMATE "Br"  GROWTH?
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Q-

I us e d proje cte d ra te s  of re turn, divide nds  pe r s ha re , a nd e a rnings  pe r s ha re

reported in Value Line to estimate  "be" growth

"SV"

I used Value  Line 's projections of new issues  of common stock to es timate  "s" and

re porte d books  va lue s  a nd the  spot price  to e s tima te  "v". All of the  wa te r utility

stocks used in my sample are  currently selling at prices above book value and thus

have  "sv" growth

HOW DID YOU ES TIMATE GROWTH?

Q. HO W DO YOUR ES TIMATES FOR S US TAINABLE G R O WTH

C O MP AR E  TO  THE  HIS TO R IC AL C O MP O UND ANNUAL C AP ITAL

AP P RECIATION RETURN?
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The average  susta inable  growth for the  utility sample  as  shown in Schedule  D-4.7

is  6.39 pe rce nt, which is  lowe r tha n the  a ve ra ge  5-ye a r a nd 10-ye a r his torica l

compound annual capita l apprecia tion re turn of 11.68 percent and 14.86 percent

respectively
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Q-

Explanation  of the  CAPM and Its  Inputs

P LE AS E  E XP LAIN THE  C AP M ME THO DO LO G Y F O R  E S TIMATING

THE COS T OF EQUITY

24

As I a lready indica ted, the  CAP M is  a  type  of risk premium me thodology tha t is

often depicted graphica lly in a  form identica l to the  CML. Put s imply, the  CAPM

formula  is  the  s um of a  ris k-fre e  ra te  plus  a  ris k pre mium. It qua ntitie s  the

additiona l re turn required by inves tors  for bea ring incrementa l risk. The  risk-free

ra te  is  the  reward for pos tponing consumption by inves ting in the  market. The  risk

premium is  the additional re turn compensation for assuming risk
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The  CAPM formula  provide s  a  forma l risk-re turn re la tionship pre mise d on

the  idea  tha t only market risk matte rs , as  measure  by be ta . The  CAPM fionnula  is :

( 6 )  k ; ' Rf l3(Rm-Rf)

where  k is  the  expected re turn, Rf is  the  risk-free  ra te , Rm is  the  market re turn, (Rf-

Rm) is  the market risk premium, and [3 is  beta .

The  difficulty with the  CAPM is  tha t it is  a  pros pe ctive  or forwa rd-looking

mode l while  mos t of the  capita l marke t da ta  required to ma tch the  input va riable s

above  is  his torica l.

+

Q, WHAT IS  THE RIS K-FREE RATE?

It is the return on an investment with no risk. The U.S. Treasury rate serves as the

basis for the risk-free rate because the yields are directly observable in the market

and are backed by the U.S. government. Practically speaking, short-term rates are

volatile, fluctuate widely and arc subject to more random disturbances than long-

term rates. In short, long-term Treasury rates are preferred for these reasons and

because long-term rates are more appropriately matched to securities with an

indefinite life or long-term investment horizon.

1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

15

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

Q- WHAT IS  BETA AND WHAT DOES  IT MEAS URE?

Beta is a measure of the relative risk of a security and the market. In other words,

it is a measure of the sensitivity of a security to the market as a whole. This

sensitivity is also known as systematic risk. It is estimated by regressing a

security's excess returns against a market portfolio's excess returns. The slope of

the regression line is the beta.

Beta for the market is 1.0. A security with a beta greater than 1.0 is

considered riskier than the market. A security with a beta less than 1.0 is

considered less risky than the market.

There are computational problems surrounding beta. It depends on the
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re turn  da ta , the  time  pe riod us e d, its  dura tion, the  choice  of the  ma rke t inde x, a nd

whe the r a nnua l, month ly, o r we e kly re tu rn  figure s  a re  us e d . Be ta s  a re  e s tima te d

with  e rro r.  Ba s e d  on  e mpirica l e vide nce ,  h igh  be ta s  will te nd  to  ha ve  a  pos itive

e rro r (ris k is  o ve re s tim a te d ) a n d  lo w b e ta s  will h a ve  a  n e g a tive  e rro r (ris k is

unde re s tima te d)

6

7

8

9

10

Q- WHAT DID YOU USE AS THE PROXY OF THE BETA FOR CCWC?

I us e d the  a ve ra ge  be ta  of the  s a mple  wa te r utility compa nie s . Be ta s  we re  obta ine d

fro m Va lue  Line (April 27, 2007), which is  s ource  for e s tima te d be ta s  tha t S ta ff ha s

us e d  in  a  numbe r o f re ce n t ra te  ca s e s . The  a ve ra ge  be ta  a s  s hown on  S che dule

D-4 .12  is  0 .84 . In  the  pa s t fe w ye a rs , be ta  for the  s a mple  wa te r u tility compa nie s

ha s  incre a s e d s ignifica ntly, indica ting a n upwa rd tre nd. I s hould note  tha t be ca us e

CCWC is  no t public ly tra de d , CCWC ha s  no  be ta . I be lie ve  tha t CCWC, if it we re

publicly tra de d, would ha ve  a  highe r be ta  tha n the  s a mple  wa te r utility compa nie s

1 4

15

1 6

Q- PLEASE EXPLAIN THE MARKET RISK PREMIUM?

19

20

22

The market-risk premium (Rm-Rf) is the return an investor expects to receive as

compensation for market risk. It is the expected market return minus the risk-free

rate. Approaches for est imating the market  risk premium can be historical or

prospective

Since expected returns are not directly observable, historical realized returns

are often used as a proxy for expected returns on the basis that the historical market

risk premium follows what  is known in stat ist ics as a "random walk." If the

historical risk premium does follow the random walk, then one should expect the

risk premium to remain at  its historical mean. Based on this argument, the best

estimate of the future market risk premium is the historical mean. Morningstar's

Eugene F. Fama and Kenneth R. French, "The Capital Asset Pricing Model: Theory and
Evidence." Journal of Economic Perspectives (Summer 2004) 25-46
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SBBI Va lua tion Edition 2006 Yearbook provides  his torica l marke t re turns  for

various  asset classes  from 1926 to the  present. This  publication a lso provides

marke t risk premiums over U.S . Treasury bonds , which makes  it an exce llent

source for historical market risk premiums.

The  prospective  marke t risk premium es timation approach necessarily

examines  the  re turns  expected from common equities  and bonds . It ca n be

extremely volatile , especially when examining very short periods of time. When

such methods  are  shown to be  vola tile , they should be  avoided. One method

employs applying the DCF model to a representative market index such as the S&P

500 index or the Value Line Composite Index. The expected return from the DCF

is  me a s ure d for a  numbe r of pe riods  of time , a nd the n s ubtra cte d from the

prevailing risk-free rate for each period to arrive at market risk premium for each

period. The  marke t risk premium subsequently employed in the  CAPM is  the

average market risk premium of the overall period.

Q. HOW MANY MARKET RISK PREMIUM ESTIMATES YOU

PREPARE IN CONNECTION WITH YOUR ASSIGNMENT FOR CCWC?

DID

I prepared two market risk premium estimates: An historical market risk premium

and a current market risk premium.

Q- HOW DID YOU ESTIMATE THE HISTORICAL MARKET RISK

PREMIUM?

I us e d the  Mornings ta r's S BBI Va lua tion Edition 2006 Yearbook measure  of the

a ve ra ge  pre mium of the  ma rke t ove r inte rme dia te -te rm tre a s ury s e curitie s  from

1926 through 2006. The  average  his torica l marke t risk premium over inte rmedia te -

term treasury securities  is  7.6 percent.

1
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4

5

6

7
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9

10

1 1

12

13

14

15

16

17

18

19

2 0

2 1

2 2

2 3

2 4

2 5

2 6

Q. HO W DID YO U ES TIMATE THE C UR R ENT MAR KET R IS K P R EMIUM?

I derived a  market risk premium by, firs t, us ing the  DCF model to compute  an
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e xpe cte d ma rke t re turn for e a ch of the  pa s t 10 months  us ing Value  Line 's

projections of the average dividend yield and average price appreciation (growth)

on the  Va lue  Line Composite Index. I then subtracted the  average  30-year

Treasury yield for each month from the expected market returns to arrive at the

expected market risk premiums. Finally, I averaged the  computed market risk

pre miums  to de te rmine  the  curre nt ma rke t ris k pre mium. The  da ta  a nd

computations are shown on Schedule D-4. 13. The average market risk premium is

7.34 percent

9

10

11

12

Q. WHY DIDN'T YOU USE A FULL 12 MONTHS OF DATA TO ESTIMATE

THE EXPECTED MARKET RISK PREMIUM?

1 4

1 6

1 9

The  ava ilability of da ta  is  currently limited. I will have  more  da ta  as  the  case

progresses, and I will provide a revised estimate that is based on a full 12 months

of data . Even 10 months worth of data  is  far better than Staff' s  approach. Staff

typically computes a market risk premium based on a single point in time, which

makes  es timates  extremely vola tile , so much so that the  expected market risk

premium estimate can change by as much as 300 basis points (or more) each time it

is  estimated. The accuracy of the expected risk premium is greatly enhanced by

increasing the number of periods used to estimate it. It is  analogous to flipping a

coin. One cannot predict with any degree of accuracy the result of a single flip of a

ba lanced coin, or even a  few. But the  more  coin flips , the  grea te r degree  of

confidence one has in predicting the outcome

2 2

2 3

2 4

2 5

2 6

Q. WHY DID YOU USE THE 30-YEAR TREASURY AS OPPOSED TO THE 5

7. OR EVEN 10 YEAR TREASURIES IN COMPUTING YOUR EXPECTED

MARKET RISK PREMIUMS?

To properly match the risk-free rate (based on the 30-year Treasury rate) with the

expected market risk premium I used in the current market risk premium CAPM
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F. The Results of the DCF and CAPM Models, and Recommended ROE
for CCWC.

Q. P LEAS E DIS CUS S  YOUR ANALYS IS  OF THE COS T OF EQUITY FOR

Q,

A.

Range

1

2

3

4

5

6

7

8

9

1 0

1 1

12

13

14

15

16

17

18

19

2 0

2 1

2 2

2 3

2 4

2 5

2 6

CCWC.

In the  firs t pa rt of my ana lys is , I applied two vers ions  of the  cons tant growth DCF

a nd a  two-s ta ge  DCF mode ls  to the  s ix wa te r utilitie s  in the  s a mple  group. The

DCF analyses  appear on Schedules  D-4.9, D-4.10, and D-4.11. The DCF models

produce an indicated equity cost in the range of 8.9 percent to 12.3 percent.

In the  second part of my analysis , I applied two vers ions  of the  CAPM -.- an

his torica l ris k pre mium CAP M a nd a  curre nt ma rke t ris k pre mium CAP M. The

CAP M a na lys e s  a ppe a r on S che dule  D-4.13 a nd produce  a n indica te d cos t of

equity in the range of 11 .4 percent to 11.5 percent.

P LEAS E S UMMARIZE YOUR RES ULTS .

The following table summarizes the results  of the models I have used:

Midpoint

DCF Constant Growth (earnings growth) 9.2% - 13.6% 11.4%

DCF Constant Growth (sustainable  growth) 8.1% - 10.9% 9.5%

Two-Stage  Growth Model 9.3% - 12.4% 10.9%

DCF Average Res ults 8.9% - 12.3% 10.6%

CAPM His torica l MRP 11.5%

CAPM Current MRP 11.4%

Average CAPM Res ults 11.4%-11.5%

Average Overall Res ults 10.1%-11.9%

Ba se d on the  DCF a nd CAP M re sults , a nd with cons ide ra tion of curre nt

ma rke t, indus try, a nd othe r fa ctors  re le va nt to s ma lle r utilitie s  like  CCWC, I

believe a  return on equity of 10.5 percent is  conservative. CCWC has a  higher cost

11_4%

11.0%
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of equity than the water utility sample group due to its relatively smaller size and

higher business and operational risks. At 10.5 percent, my recommended cost of

equity is in the lower end of the range of the estimates produced by the DCF and

CAPM models. My recommendation represents a reasonable balance between the

economic forecasts of interest rates during the period in which the rates will be in

effect, the reduced equity costs obtained from low dividend yields using the DCF

model, and my judgment about CCWC's additional risks not captured by the

market models for utility companies like CCWC.

Q- DOES THAT CONCLUDE YOUR DIRECT TESTIMONY?

1
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1 0
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1 2

1 3
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2 0

21

2 2

2 3

2 4

2 5
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Ye s .
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Chaparral City Water Company
Test Year Ended December 31, 2006

Cost of Preferred Stock

Exhibit
Schedule D-3
Page 1
Witness: Bourassa

End of Test Year End of Proiected Year

Description
of Issue

Shares
Outstanding Amount

Dividend
Requirement

Shares
Outstarmdino Amount

Dividend
Requirement

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING

Line
No.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING scHEDuLEs;
(a) E-1

RECAP SCHEDULES:
(a) D-1



Chaparral City Water Company
Test Year Ended December 31, 2006

Cost of Common Equity

Exhibit
Schedule D-4
Page 1
Witness: Bourassa

Line
No ,

The Company is proposing a cost of common equity of 10.5%.
1
2
3
4

5
6
7
8
g

1 0
1 1
1 2
1 3
14
1 5
1 6
1 7
1 8
1 9
2 0

SUPPORTING SCHEDULES:
(a) E-1

RECAP SCHEDULES:
(a) D-1
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