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Darlene  Wood
Certified Public Accountant

INDEP ENDENT AUDITOR'S  REP ORT

To the Management of
Diamond Valley Water User's Corporation
Prescott Valley, Arizona

I have audited the  accompanying balance  sheet of Diamond Valley Water User's Corporation as
of December 3 l, 2006, and the related statements of income, retained earnings, and cash flows
for the  year then ended. These  financia l sta tements are  the  responsibility of Diamond Valley
Water User's  Corpora tion management. My responsibility is  to express an opinion on these
financial statements based on my audit.

Except as  discussed in the  following paragraph, conducted my audit in accordance  with auditing
standards generally accepted in the  United States of America . Those standards require  that I plan
and perform the audit to obtain reasonable assurance about whether the financial statements are
free  of materia l missta tement. An audit includes examining, on a  test basis, evidence supporting
the amounts and disclosures in the  financial sta tements. An audit a lso includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall financial sta tement presentation. I believe that my audit provides a  reasonable  basis
for my opinion. '

Because of the  inadequacy of accounting records for the  years prior to 2006, I am unable  to form
an opinion regarding the  amounts a t which property and equipment and accumulated deprecia tion
are recorded in the accompanying balance sheet at December 3 l, 2006 (stated at $97,202 and
$44,545 respectively), or the amount of depreciation expense for the year then ended (stated at
$5,674). Also, in accordance  with the  terms of our engagement, we have  not applied audit
procedures necessary to satisfy ourselves about the classifications and amounts comprising the
balance sheet a t December 3 l, 2005. The classifications and amounts comprising the balance
sheet a t that date  materia lly affect the determination of the results of operations and cash flows
for the year ended December 3 l , 2006.

Because of the matter discussed in the preceding paragraph, the scope of our work was not
sufficient to enable  us to express, and we do not express, an opinion on the results of operations
and cash flows for the  year ended December 31, 2006, or on the  consistency of application of
accounting principles with the  preceding year.

In our opinion, except for the  effects of such adjustments, if any, as might have been determined
to be necessary had prior-year records concerning property and equipment and related
accumulated depreciation been adequate, the accompanying balance sheet referred to in the first
paragraph presents fa irly, in a ll materia ls respects, the  financia l position of Diamond Valley
Water User's  Corpora tion as of December 3 l, 2006, in conformity with accounting principles
genera  /accepted in the  United S ta tes  of America .
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Diam ond  Va lley Wate r Us e r's  Corpora tion
Balance Sheet

As  of December 31, 2006

AS S ETS

CURRENT AS S ETS
Ca s h (Note  3)
Accounts  receivable (Note 4)
Inventory
Prepaid expenses

Total current assets

$ 15,736
9,980
2,938

964

29,618

P ROP ERTY AND EQUIP MENT
Properly and equipment (Note 5)
Less  accumulated deprecia tion

Net property and equipment

97,202
(44,545)

52,657

TOTAL AS S ETS $ 82,275

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES
Accounts  payable and accrued expenses  (Note 6)
Customer deposits  (Note 3)
Deferred revenue (Note 7)
Property tax payable (Note 6)
Sales  tax payable
Property tax (back taxes  - Note 6)
Water charge balance (Note 6)
Water facility charge (Note 6)

Tota l culTent liabilities

$ 24,827
12,550

250
4,490
1,699
1,625
1,023

47,500

93,964

E Q UITY
Retained earnings

Tota l equity
(11,6891
(11,689)

TO TAL LIABILITIES  AND EQ UITY $ 82,275

See accompanying notes to financial statements
2



Diam ond  Va lley Wate r Us e r's  Corpora tion
Sta tement of Income

For the  Year Ended December 31, 2006

REVENUES
Water sales
Surcharge collections
Non utility income
Establishment fees

Tota l revenue

$ 345,658
21,000
3,000
3,290

372,948

COST OF GOODS SOLD
Cost of water

Total cost of goods sold
163,326
163,326

GROSS PROFIT 209,622

GENERAL AND ADMINIS TRATIVE EXP ENS E 125,737

Operating income 83,885

OTHER INCOME (EXP ENS E)
Miscellaneous  income
Interest expense

Tota l other income (expense)

250
(328)

(78)

INCOME BEFORE INCOME TAXES
S TATE INCOME TAX -

NET INCO ME

83,807

(50)
83,757

Retained earnings, beginning of year
Prior period adjustments (Note 12)
Retained earnings, end of year $

(34,199)
(61,247)
(1 l,689)

See accompanying notes to financial Statements
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Diamond Valley Water User's Corporation
Statement of Cash Flows

For the Year Ended December 31, 2006

by operating activities:

$ 83,757

Reconciliation of operating income to net cash provided
Operating income
Adjustments to reconcile operating income to net cash

provided by operating activities:
Depreciation
Changes inassets and liabilities:

(Increase) Decrease in accounts receivable
(Increase) Decrease in other assets
(Increase) Decrease in inventory
Increase (Decrease) in accounts payable and accrued expenses

Net cash provided by operating activities

5,674

(9,980)
(964)

(2,938)
51,828

127,377

Cash flows from capital and related financing activities:
Additions to capital assets

Net cash used by capital and related financing activities
(58,330)
(58,330)

Net increase in cash and cash equivalents 69,047

Prior period adjus tments  (Note 7) (61 ,247)

Cash and cash equivalents  a t beginning of year 7,936

Cash and cash equivalents at end of year $ 15,736

See accompanying notes to financial statements
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Diamond Valley Water User's Corporation
Statement of Retained Earnings

For the Twelve Months Ended December 31, 2006

December 31, 2006

Net Income $ 83,757

Retained Earnings (Deficit) at December 31, 2005
Prior period adjustments (Note 12)

(34,199)
(61,247)

Retained Earnings (Deficit) at December 31, 2006 $ (1 1,689)

See accompanying notes to financial statements
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Schedule I

Dia m o n d  Va lle y Wa te r  Us e r ' s  Co rp o ra t io n
Summary of General and Administrative Expenses

For the Year Ended December 31, 2006

Bad debts  expense
Deprecia tion expense

s 1,400
5,674

Consultation expense
Property tax expense
Insurance expense
Legal expenses
Miscellaneous expense

9,030
8,208

566
190
99

Accounting fees
Postage
P rinting
Software
Telephone expense

463
3,957

451
450
688

Utilities expense
Locates
Management fee (Note 7)
Water testing
Meter fee refund
Repairs and maintenance

16,488
223

67,170
470
405

9.805

Total general and administrative expenses $ 125,737

See accompanying notes  to financial s tatements
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Dia mond Va lle y Wa te r Use r's  Corpora tion
Notes  to Financia l S ta tements

December 31, 2006

NOTE 1 - DES CRIP TION OF ENTITY

Description of Opera tions
Dia mond Va lle y Wa te r Use r's  Corpora tion (the  Compa ny) is  a  re gula te d by the  Arizona  Corpora tion
Commiss ion (Commiss ion). It provide s  wa te r to re s ide nts  in the  Dia mond Va lle y, Arizona  a re a . In a
pre v ious  ye a r,  the  Com pa ny's  corpora te  s ta tus  wa s  a dm in is tra tive ly d is s o lve d  by the  Arizona
Corpora tion Commiss ion for fa ilure  to file  a nnua l re ports  unde r A.R.S . Title  10. In a ccorda nce  with
Arizona  Corpora tion Commission Decis ion No. 63547 (April l, 2001), the  Divis ion has  been vested with
the  authority to appoint an inte rim manage r for the  Company in orde r to continue  ope ra tions  (Note  7).
The  Com pa ny ope ra te s  unde r the  Com m is s ion 's  Ru le s  on  W a te r e s ta b lis he d  by the  Ariz ona
Adminis tra tive  Code , Title  14, Article  4.

NOTE 2 - S UMMARY OF S IGNIFICANT ACCOUNTING P OLICIES

Basis of P resenta tion and Accounting

The  significant accounting policies followed by the  Corpora tion, as summarized be low, a re  in con fonnity
with gene ra lly accepted accounting principle s  applicable  to gove rnmenta l units  a s  promulga ted by the
Financia l Accounting S tandards Board (FASB) in the  United S ta tes of America .

Accounts Receivable
Accounts  re ce iva ble  a re  re porte d a t the  a mount of principa l outs ta nding. Ba la nce s  a re  writte n off
through cha rge s  to e a rnings  only a fte r ma na ge me nt ha s  e xha us te d re a sona ble  colle ction e fforts  a nd
concluded tha t additional collection efforts  a re  not cost-effective .

Estimates
The  pre pa ra tion of fina ncia l s ta te me nts  in conformity with ge ne ra lly a cce pte d a ccounting principle s
requires management to make estimates and assumptions tha t a ffect the  reported amounts of asse ts and
liabilities and disclosure  of contingent asse ts and liabilities a t the  da te  of the  financia l sta tements and the
reported amounts  of revenues and expenses during the  reporting period. Actua l results  could diffe r from
those estimates.

Cash
For purposes of the  s ta tements  of cash Hows, the  Company considers  a ll demand deposit accounts  and
highly liquid debt instruments purchased with a  maturity of three  months or less to be  cash equivalents.

P lant and Equipment
All improve me nts  to the  wa te r sys te m or ne w se rvice s  a re  ca pita lize d a nd a re  ca rrie d a t cos t ove r a
fifte e n ye a r pe riod. The  Compa ny ha s  s e t a  ca pita liza tion limit of $1,000. De pre cia tion is  re corde d
using the  s tra ight line  method over periods ranging from three  to fifteen years . Deprecia tion for the  year
ending December 3 l, 2006 was $5,674.

Inventory
Inve ntory cons is ts  princ ipa lly of ca pita l ite m s  tha t a re  re corde d a s  inve ntory whe n purcha s e d .
Deprecia tion of sa id inventory will begin when inventory is  placed into se rvice .

Operating Revenues and Expenses
Ope ra ting re ve nue s  a nd e xpe nse s  cons is t of those  re ve nue s  tha t re sult from the  ongoing principa l
opera tions of the  Company. Opera ting revenues consis t primarily of charges for se rvices . Nonopera ting
revenues and expenses consist of those revenues and expenses that are  re la ted to financing and investing
type  of activities and result from nonexchange transactions or ancilla ry activities.
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Dia mond Va lle y Wa te r Use rs  Corpora tion
Notes  to Financia l S ta tements

December 31, 2006

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Equity
Equity comprises the various net income (loss) from operations, and nonoperating revenues and
expenses.

NOTE 3 - CAS H AND RES TRICTED CAS H

Deposits
The  ca rrying amount of the  Company's  depos its  was  $15,736 and the  bank ba lance  was  $28,826. The
difference between the  bank balance and the  carrying amount represents outstanding checks and deposits
in trans it.

Restricted Cash
At December 31, 2006 the  Company he ld 148 customer deposits  a t $80 per deposit for a  tota l amount of
$11,840 in re se rve s . P e r R14-2-403, se ction B.3 of the  Arizona  Corpora tion Commiss ion's  Rule s  on
Water, interest on deposits shall be  ca lcula ted annually a t an interest ra te  tiled by the  utility and approved
by the  Arizona  Corpora tion Commission in a  ta riff proceeding. In absence  of such, the  inte rest ra te  sha ll
be  6%. The  Compa ny ha s  no s uch ta riff a nd cus tome rs ' de pos its  a ccrue  a t 6% a nnua lly. The  tota l
amount of accrued inte re s t on security deposits  for the  yea r ending December 31, 2006 was $710. The
tota l amount held as restricted cash for the  Company's customer deposits tota led $12,550.

NOTE 4 .-- ACCOUNTS  RECEIVABLE

The Company's rece ivables primarily consist of amounts due  from individuals and businesses in the
Diamond Valley, Arizona  a rea . The  tota l accounts rece ivables were  $9,980 for the  year ending
December 31, 2006. There  was no a llowance  for doubtful accounts  for the  same period. Uncollectible
accounts written off tota led $1,400 a t December 3 l, 2006.

NOTE 5 - PROPERTY, PLANT AND EQUIPMENT

Property, plant, and equipment detail for the period ending December 31, 2006 follows:

Cost
44,073
30,500
8,500
6,364

Acc um.
Dear.
3,066

24,833
8,500
4,073

Cost, -Net
of Acc um Depr.

41,007
5,667

2006 Capita l Improvements
Ramada Pump Station
Rose Quartz East Pump Station
Opal Pump Sta tion
Rose QuaM Wes t Pump Sta tion
Lisa  Pump Sta tion
Emerald Pump Sta tion
Comer of Ramada  and Victor
Office Equipment
Tota l

2,291

2,038
500
500

4,727
97.202

2,038
500
500

1,035
£43,545

3,692
52,657

8



Dia mond Va lle y Wa te r Us e r's  Corpora tion
Note s  to Fina ncia l S ta te me nts

De ce mbe r 31, 2006

NOTE 6 .- CURRENT LIABILITIES

The Company purchases  water from the  Town of Prescott Valley and in December of 2005 it came to the
attention of current management (Note  7) that the  Company owed $30,923 to the  Prescott Valley Water
Dis trict for unpaid back water charges . The remaining balance  for the  back water charge  a t December
31, 2006 tota led $1,023. This  amount is  reflected in the  financia l s ta tements .

A ba lance  due  of $47,500 to the  Prescott Valley Water Dis trict for prior year accrued water facility
charges  were identified during the fiscal year. No amounts  have been paid on this  debt a t December 3 l ,
2006. The Company has  agreed to pay $2,300 a  month for said balance s tarting January 2007.

Additionally, in August of 2006, a debt of $13,405 to for back property taxes was identified. The amount
remaining unpaid at December 31, 2006 totaled $1,625. 2006 property tax payable totaled $4,490.

Accounts  payable  for the  year ending December 31, 2006 amounted to $24,827. This  amount is
comprised of $13,785 due to the  Town of Prescott Valley for December 2006 water usage, $11,000 due
to Don's  Water Company for multiple  repair and maintenance services  (see  NOTE 10) and other minor
parables  in the  amount of $42.

Customer deposits totaled $12,550.

NOTE 7 - CONTRACTUAL AGREEMENTS

On September 13, 2005 the Commiss ion entered into a  management agreement with the current manager.
The  agreed upon fee  for the  opera tions  and management of the  water sys tem is  $4,000 per month or $9
pe r me te r, whiche ve r wa s  gre a te r. The  contra ct ma y be  ca nce lle d by e ithe r pa rty with 30da ys  writte n
notice . It is  agreed tha t the  manage r is  s epa ra te  and independent of the  Company and a s  s uch, is  not
re s pons ible  or lia ble  for a ny viola tions , judgme nts , cla ims , or de bt incurre d prior to his  ma na ge me nt
term. Fees  paid by the  Company to the  manger for the  year ending December 3 l, 2006 tota led $67,170.

On Augus t 30, 2006 the  Company entered into an agreement with Shepard Wesnitzer, Inc. The  purpose
of the  agreement was  for Shepa rd Wes nitze r, Inc. to provide  enginee ring s e rvices  to the  Company for
comple ting an infras tructure  des ign of the  wate r sys tem for the  Company in accordance  with ADEQ and
City of P re s cott s ta nda rds . The  tota l propos e d cos t of the  e ngine e ring s e rvice s  is  $63,000, of which
$35,000 is  to be  pa id dire ctly to S he pa rd We s nitze r, Inc., by a  WIFA gra nt (S e e  NOTE 8) a nd the
re ma ining $28,000 pa id dire ctly by the  Compa ny. The  tota l a mount pa id by the  Compa ny for the
contractua l agreement a s  of December 31, 2006 was  $7,117 which cons is ts  of a  $6,300 re ta ine r a long
with expenses  of $817.

In Augus t of 2000, the  Compa ny e nte re d into a n e a s e me nt a gre e me nt with Ve rizon Wire le s s . It Wa s
agreed that Verizon would pay to the  company the  amount of $250 per month as  compensation for a  tract
of land in which Verizon has  authority to cons truct, recons truct, modify, ope ra te , ma inta in, and remove
te lecommunica tion equipment. The  agreement further s ta tes  tha t Verizon sha ll hold ingress  and regress
rights  to s a id prope rty. The  te rm of the  contract is  for twenty-tive  yea rs . The  tota l amount of non-utility
income for renta l of the  property was  $3,000 for the  yea r ending December 31, 2006. The  tota l amount
of deferred revenue under the agreement for the year ending December 3 l, 2006 was  $250.
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Dia mond Va lle y Wa te r Us e rs  Corpora tion
Note s  to Fina ncia l S ta te me nts

De ce mbe r 3 l, 2006

NOTE 8 - WIFA GRANT

For the  year ending December 3 l, 2006 the  Company has  been awarded a  Drinking Water Project grant
from the  Wa te r Infra s tructure  Fina nce  Authority (WIFA) a ge ncy. Unde r the  te rms  of the  gra nt, the
Company may rece ive  benefits  for WIFA approved expens es . In accordance  with the  provis ions  of the
grant, WIFA will pay pre -approved expens e s  directly to WIFA-approved vendors . For expens e s  to be
pre -approved by WIFA, proper grant reporting guide lines  mus t be  followed in addition to the  Company's
financia l obliga tion of matched funds  described more  specifica lly in Note  7 of these  financia l s ta tements .
As  of the  fina ncia l s ta te me nt da te , s pe cific  re porting re quire me nts  ha ve  not be e n me t. No gra nt
expenditures  have been paid by WIFA as  of December 3 I, 2006.

NOTE 9 - RIS K MANAGEMENT

The Company is  exposed to various  risks  of los s  re la ted to torts , the ft of, damage  to, and des truction of
assets , errors  and omiss ions , and natural disas ters . The Company carries  commercial property, general
liability, commercia l crime , and bus ines s  automobile  ins urance  for a ll s uch ris ks  of los s . Se ttled cla ims
res ulting from thes e  ris ks  have  not exceeded commercia l ins urance  cove rage  in any of the  pas t three
years.

NOTE 10 - RELATED P ARTY TRANS ACTIONS

The  Compa ny curre ntly re ce ive s  re pa ir, ma inte na nce , a nd cons truction s e rvice s  from Don's  Wa te r
Compa ny, the  ma na ge me nt compa ny, which is  s e pa ra te  a nd a pa rt from the  monthly ma inte na nce
a gre e me nt (Note  7). Fe e s  for s e rvice  a re  bille d to  the  Compa ny whe n incurre d by Don's  Wa te r
Company.

Additiona lly, the  Compa ny co lle c ts  cons truc tion  fe e s  on  be ha lf o f Don 's  Wa te r Compa ny fo r
cons truction cos ts  of ne w wa te r s e rvice s . S ince  the  fe e  is  colle cte d on the  be ha lf of Don's  Wa te r
Company and is  not revenue  to the  Company, the  fee  is  booked a s  a  liability when collected from the
customer and is  reversed when payment is  made to Don's  Water Company.

NOTE 11 - WATER CAP ACITY FEE

The  Compa ny colle cts  a  $1,200 wa te r ca pa city fe e  for the  ins ta lla tion of a ll ne w me te rs . The  fe e  is
collected on beha lf of the  Town of P rescott Va lley and is  not revenue  to the  Company. As  such, the  fee
is  booke d a s  a  lia bility whe n colle cte d from the  cus tome r a nd re ve rs e d whe n pa yme nt is  ma de  to the
Town of P rescott Va lley.

NOTE 12 .- P RIOR P ERIOD ADJ US TMENTS

No fixed asse ts  had been recorded to the  Company's  financia l s ta tements  prior to December 31, 2006. A
prior period adjus tment to es tablish assets  and accumulated depreciation was  pos ted for a  net prior period
adjus tment of $6,667. Additiona l prior pe riod adjus tments  include  the  e s tablis hment of ba lance  s hee t
accounts  for prior pe riods  in the  amount of $54,580. The  tota l ne t prior pe riod adjus tment for the  yea r
ending December 3 l, 2006 was  $61,247.

NOTE 13 -- SUBSEQUENT EVENTS

As  of the  da te  of the  fina ncia l s ta te me nts , the  Arizona  Corpora tion Commis s ion wa s  cons ide ring
re linquishing control of the  Company by means  of forming an independent Domes tic Water Improvement
Dis trict. No agreement has  been Made  and no da te  has  been es tablished as  to when the  Commiss ion's
authority over the  Company might be  transferred.
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