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1.

Q -

INTR O DUC TIO N

Pleas e s ta te  your name and re la tions hip  to  the  Application, Cordes  Lakes

Wa te r Co mp a ny.3

4 A. My name  is  Ne il Folk ran. I am currently se rving a s  Vice  Pres ident of Cordes

Lakes  Water Company. I have  been a  shareholder, officer and director of the

Company a t various  times , continuously, s ince  it was  organized for the  purpose  of

acquiring the  two water systems commonly known as  Cordes  Lakes  and Verde

Village  from Queen Creek Land and Cattle  Company, the  deve loper of

subdivis ions  thus  identified, in 1974.

Q- Are you res pons ib le  for preparation of the  Rate  Cas e  pres ently before  the

Commis s ion?

A. Yes , I prepared it.

Q- When did the Company last make application for a rate increase?

The last time that we applied for an increase  in ra tes  was in the  year 1984.

Q~ Why has  there  been no  application filed  for approximately 22 years  s ince  the

las t decis ion became effective in 1985?

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. During tha t pe riod of time  growth of Cottonwood and deve lopment in the  a rea

served by the  Verde  Village  system caused the  system to expand dramatica lly.

Because  of die  growth, the  Company, as  a  whole , was  profitable , a lthough s imila r

expansion did not occur with respect to the  Cordes  Lakes system, and we, of

course , accounted for both systems as one within the  same company.

Q. What has  happened to  caus e you to  now file  an application for rate  increas es ?

A.

3103655v1(19427.37)
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2

A.

3

4

In 2004, the  City of Cottonwood through its  poser of eminent domain, condemned

and acquired a ll of the  business and assets  re la ted to the  Verde Village System.

For a ll of the  obvious  reasons, Cottonwood could not acquire  the  Cordes  system,

and we have continued to operate  it as  the company's  sole  and only business

activity s ince  the  fa ll of 2004. Without revenues  from the  successful Verde

Village  sys tem, it has  not been profitable , hence  this  applica tion.

Q- Have  you rece ived  and  reviewed , and  a re  you familia r with the  report o f the

Corpora tion Commis s ion Sta ff in the  fo rm of the  Direc t Tes timony o f Gary

T. Mc Murry, Ka tlin  S tuko v a nd  S te ve  P . Irvine ?

A. Sha ve , a na l a m.

Q. What a re  your p re liminary obs erva tions  with res pec t to  the  Staff Report?

While  I might, a s  you would expect, quibble  over a  number of the  Sta ff

Recommendations , I concur tha t the  ultimate  recommendation for increasing ra tes

is  fa ir and reasonable . Tha t sa id, my grea tes t concern re la tes  to Mr. McMurry's

Rate  Base  Adjustments  No. 1 and No. 3, because  they have s ignificant

implica tions  for future  ra te  cons idera tions .

Q- Pleas e explain.
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Adjustment No. 1 proposes  the  e limination from the  ra te  base  of the  cost of a

parce l of rea l es ta te  tha t was acquired by the  company specifica lly for the  purpose

of drilling a  new well. Staff has  suggested tha t, absent an immedia te  use , the

property is  not used and useful. Inasmuch as  the  property will like ly be  used for

its  intended purpose  prior to another applica tion for ra te  increase , the  "immedia te"

standard seems arbitrary and unreasonable.

A.

3103655v1(19427.37)



Dire ct Te s timony of Ne il Folk ra n
Docke t No. W-02060A-07-0256
Page 3

1

2
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4

Adjus tment No. 3 proposes  remova l of $350,954 from plant a s  lacing support.

The  support tha t is  lacking is  not the  Company's  ability to document the  purchase

of the  re levant asse ts , ra ther, its  inability to a lloca te  items purchased specifica lly

to the  Cordes  Sys tem. Prior to 2004 (and the  transfe r of the  Verde  Village  sys tem

to Cottonwood) no effort was  made  to a lloca te  plant and equipment to the

different systems--for a ll practica l purposes  it was trea ted as  one  system.

Divestiture  of die  Verde  Village  sys tem presents  an abundance  of practica l

proble ms  in "tra cing" pla nt into the  Corde s  Sys te m. Obvious ly it is  phys ica lly

present, could be observed and examined and, given time, could be demonstra ted

to Sta ff a s  a  proper pa rt of plant. Current conditions  and timing do not,

unfortuna te ly, a fford tha t opportunity to us .

Q- Are you prepared, nevertheles s , to  accept the Staff Report?

Yes. Taken as  a  whole , the  Staff recommendation reaches a  fa ir and reasonable

conclus ion. Accordingly, the  Company would re spectfully reques t tha t the  Sta ff

report and recommendations be  adopted, tha t the  Commission's  decis ion

implement those  recommendations and grant the  recommended increases , but with

the  tacit acknowledgement tha t the  Company may, prior to its  next applica tion,

take  appropria te  measures  to "re insta te" the  amounts  for plant removed pursuant

to Staff recommendations  l and 3, should they be  adopted.
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Q~ Katrina Stukov has  indicated in her recommendations  that any increas e in

ra tes  be  effec tive  on the  firs t month fo llowing  ADEQ documenta tion tha t the

Company is  s upp lying  wate r tha t mee ts  wa te r qua lity s tandards . What is  the

s ta tus  of the  Company's  water quality?

A.
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On April 10, 2007, the Company received notice of non-compliance due to

coliform violations on December 4, 2006, and February 5, 2007. On both

occasions the Company proceeded, using exactly the required methods, to correct

the problem and in total compliance with ADEQ rules concerning retesting and

notification. In spite of the Company's actions, Mr. Jim Puckett of ADEQ (who

wrote the non-compliance report) refused to answer the Company's request for

compliance. On August 2, 2007 The Company hired a consultant, Mr. Bruce Scott

PE, to handle the situation. After many calls, on October 2, 2007, Mr. Puckett

indicated that all was in order and he informed Mr. Scott that he would

recommend compliance.
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On October 19, 2006, the  Company was  unexpectedly informed by Ms Donna

Calderon, tha t two new viola tions  exis ted. Both concerned chlorine  res idua l and

were  dated June 12, 2007, and September 24, 2007. Both were  under the  name of

J im Pucke tt. Ne ithe r of the  new viola tions  was  communica ted to the  Company by

mail or phone , a lthough ADEQ cla ims  tha t a  te le facs imile  copy was  provided.
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The Company did not fee l tha t the  tes ts  required by ADEQ were  required because

the  Company does  not chlorina te  except for repa irs  or bad samples . A tes t for

chlorine  res idua ls  would be  meaningless  if there  was  no chlorine . The  Company

chlorina ted only 30 days  during the  la s t 12 months--a ll for repa irs . During

inspection by Ms Stukov, our two remaining chlorina tors  were  out of se rvice .
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To sa tis fy ADEQ, the  Company has  agreed to take  five  samples  for chlorine

res idua ls  in order to demonstra te  tha t the  water is  sa fe  to drink. During the

summer, 2008, the  Company will take  sample  during periods  of high tempera ture

A.
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2

to provide  evidence of compliance  as  required by federa l and s ta te  authorities .

recent samples  have  been submitted, and a irmailed to California  for tes ting.
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6

The  Company is  worldng with ADEQ on this  ma tte r and any de lay in

implementing the  ra te  increase  would, it be lieves  be  an excessive  penalty to the

Compa ny.

7

8 Q- Does this conclude your direct testimony?

9 A. Yes, it does .
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