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1 INTRODUCTION

Please state your name, occupation, and business address

My Name is William A. Rigsby. I am a Public Utilities Analyst V employed

by the Residential Utility Consumer Office ("RUCO") located at 1110 W

Washington, Suite 220, Phoenix, Arizona 85007

Please describe your qualifications in the field of utility regulation and your

educational background

I have been involved with utility regulation in Arizona since 1994. During

that period of time I have worked as a utilities rate analyst for both the

Arizona Corporation Commission ("ACC" or "Commission") and for RUCO

I hold a Bachelor of Science degree in the field of finance from Arizona

State University and a Master of Business Administration degree, with an

emphasis in accounting, from the University of Phoenix. Appendix 1

which is attached to this testimony, further describes my educational

background and also includes a list of the rate cases and regulatory

matters that I have been involved with

19 Q. What is the purpose of your testimony

The purpose of my testimony is to present RUCO's policy positions in this

case and to provide recommendations that are based on my analysis of

Arizona-American Water Company Inc.'s ("Arizona-American" or "the
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1 Company") revised application for a permanent rate increase

2 ("Application") for seven of the Company's water and wastewater districts.

3

4 Which water and wastewater districts are included in Arizona-American's

5 Application?

6 Arizona-American is seeking permanent rate increases for the Company's

7 Agua Fria, Havasu, Mohave, Paradise Valley, Sun City West, and Tubae

8 Water Districts, and the Company's Mohave Wastewater District. Arizona-

g American filed the Application with the ACC on June 20, 2008. The

10 Company has chosen the calendar year ended December 31, 2007 for the

11 test year in this proceeding.

12

13 Q. Briefly describe Arizona-American.

14 Arizona-American operates eleven water and wastewater systems in

15 Arizona. The Company is a subsidiary of American Water, a publicly

16 traded entity on the New York Stock Exchange, which is based in

17 Voorhees, New Jersey. According to information contained on American

18 Water's websitel American Water provides water and wastewater service

19 to customers in nineteen other states (including California, Hawaii and

20 New Mexico in the western U.S.) and three Canadian provinces.

21

1 http://www.amwater.com

A.

A.

Q.

2
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1 Is this your first case involving Arizona-American?

2 No. I have also testified, as a witness for RUCO, on cost of capital issues

3

4

in prior rate case proceedings for Arizona-American's Sun City and Sun

City West Wastewater Districts2. I also appeared as a witness in rate case

5 proceedings that involved the Company's Anthem/Agua Fria Water and

6
. . . . , 4

Wastewater Dlstrlcts3 as well as Arlzona-Amerlcan s Mohave and7

7 Paradise Valley Districts5. I also recommended, as a Senior Rate Analyst

8 on the ACC Staff, that the Commission reauthorize a revolving line of

9 credit for the Paradise Valley Water Districts. In addition to the rate

10 increase and financing proceedings cited above, I have also prepared

11 testimony in cases that involved a request for an arsenic cost recovery

12 surcharge for Arizona-American's Paradise Valley District. I further

13 testified on Arizona-American's request for an increase in hook-up fees to

14 fund the construction of the Company's White Tanks surface water

15 treatment facility ('White Tanks Plant"), for the Company's Agua Fria

16 Districts which is one of the issues in this proceeding.

17

18

2 Docket No. WS-01303A-06-0491

Docket No. WS-01303A-06-0403

4 Docket No. W-01303A-06-0014

5 Docket No. W-01303A-05-0405 et al.

6 Docket No. W-01335A-00-0327

7 Docket No. W-01303A-05-0718

3

A.

Q.

3
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1 Please explain your role in RUCO's analysis of Arizona-American's

2 Application.

3 I reviewed the testimony of Company witness Thomas M. Broderick and

4 other witnesses that provided testimony in this proceeding in order to

5 understand the impact that the Company's requests will have on

6 residential customers.

7

8

9

10

11

12

Were you responsible for conducting an analysis on the rate base,

required revenue and rate design issues associated with Arizona-

American's Application?

Only from a policy standpoint. The specific accounting adjustments which

support RUCO's rate base and revenue level recommendations will be

13

14

15

16

17

18

presented in the direct testimony of RUCO witnesses Timothy J. Coley

and Rodney L. Moore. During the evidentiary hearing, Mr. Coley will

testify on the rate base issues associated with the case and Mr. Moore will

testify on the required revenue issues. Mr. Moore will sponsor RUCO's

recommended rate design in his direct testimony to be filed later in this

proceeding and will also address the issue of rate consolidation.

19

20 Is RUCO presenting cost of capital testimony in this proceeding?

21 Yes. I have also filed, under separate cover, RUCO's recommendations

22 on the cost of capital issues associated with Arizona-American's

23 Application.

A.

A.

A.

Q.

Q.

Q.

4
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1 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

2

3

4

5

Briefly summarize how your direct testimony is organized.

My direct testimony is organized into three sections. First, the introduction

I have just presented and second, the summary of my testimony that I am

about to give. Third, I will present the rationale and policy considerations

behind RUCO's recommendations on each of the issues that are6

7 summarized below.

8

9 Please summarize the recommendations on the issues that you will

10

11

address in your testimony.

Based on the results of RUCO's analysis of Arizona-American, I am

12 making the following recommendations:

13

14

15

16

Imputed AIAC - I am recommending that the Commission adopt the

Company-proposed treatment of imputed advances-in-aid-of-construction

("AIAC").

17

18

19

White Tanks Plant CWIP - I am recommending that the Commission deny

Arizona-American's request for rate base treatment of $25 million of

20 construction work in progress ("CWIP") associated with the Company's

21 White Tanks Plant.

22

A.

A.

Q.

Q.

5
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1 White Tanks Plant O8¢M Deferral Mechanism .- Consistent with RUCO's

2 recommendation to deny rate base treatment of CWIP associated with the

3 White Tanks Plant, I am also recommending that the Commission deny

4 the Company's request for an operations and maintenance ("O8¢M") cost

5 deferral mechanism, which would be similar to the arsenic cost recovery

6 mechanism ("ACRM") that the Commission has approved in prior cases.

7

8 white Tanks Plant Hook-up Fees - RUCO recommends that the

9

10

Company-proposed changes to the WHU-1 hook-up fees, that are funding

the White Tanks Plant, be rejected.

11

12 Tubac ACRM I am recommending that the Commission approve

13

14

15

Arizona-American's request for an actual ACRM that will allow the

Company to recover the costs associated with the removal of arsenic from

water being provided to customers in Arizona-American's Tubac Water

16 District.

17

18 Existing ACRM Surcharges - I am recommending that the Commission

19

20

21

approve Arizona-American's request to eliminate the existing ACRM

surcharges for the Company's Agua Fria, Havasu, Paradise Valley, and

Sun City West Water Districts upon the conclusion of this case and the

22 implementation of permanent rates.

23

6



Direct Testimony of William A. Rigsby
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. SW-01303A-08-0227

1 Paradise Vallev Public Safetv Surcharge Based on the results of

2

3

RUCO's analysis, I am recommending that a public safety surcharge be

implemented to allow the Company to recover the financing costs

4

5

associated with fire flow prevention improvements that were approved by

the Commission in the prior proceeding on Arizona-American's Paradise

6 Valley Water District.

7

8

9

10

Paradise Valley System Benefits Surcharge - I am recommending that the

Commission adopt the Company-proposed System Benefits Surcharge

which will contribute to water conservation efforts in the Paradise Valley

11 community.

12

13 Paradise Vallev CAP Surcharge Modifications RUCO has reviewed the

14

15

Company's testimony on this issue and is not making any recommended

changes to the existing Central Arizona Project ("CAP") surcharge at this

16 time.

17

18 Wishing Well Wastewater Treatment Facility Based on RUCO's

19 analysis, I am recommending that the Commission allow rate base

20

21

22

treatment of fifty percent of the costs associated with the facility. RUCO is

also recommending that the Company be permitted to defer any remaining

costs for consideration in a future rate case proceeding.

7
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1

2

3

Tank Maintenance - I am recommending that the Commission adopt the

Company-proposed tank maintenance program which will establish a

reserve for the purpose of inspecting and maintaining water tanks

4 covering a ten-year cycle.

5

6

7

8

Fuel and Power Supply Adjustment Mechanism .-- I am recommending that

the Commission deny Arizona-American's request for a fuel and power

supply adjustment mechanism.

9

10 IMPUTED AIAC

11

12

Please provide a brief background on this issue.

This issue dates back to the transfer of Citizens Communications

13

14

Company's ("Citizens") water and wastewater assets to Arizona-American

during the 2000-2001 time frame.

15

16

17

18

Originally, the transfer of assets

between the two utilities was structured in such a way that Arizona-

American would not be acquiring the AIAC and contributions-in-aid-of-

construction ("ClAC") balances that Citizens had on its books and records.

Those balances, which were treated on Citizens' books as deductions

19

20

21

from rate base, totaled over $85 million in aggregate. The approval of the

transfer of assets as originally structured between Citizens and Arizona-

American would have resulted in immediate increases in the rate bases of

22

23

the transferred systems and in higher rates to existing customers.

Because of the large detrimental effect of the transaction on ratepayers

A.

Q.

8
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1

2

and the potential for significant rate increases as a result of the transfer of

assets, RUCO did not believe the transaction was in the public interest.

3

4

5

6

Subsequently, the Commission approved a settlement agreement, which

was reached between ACC Staff and Arizona-American, that required the

Company to impute both the AIAC and CIAC balances that existed at the

time the assets were transferred. Pursuant to Decision No. 63584, dated

7

8

9

April 24, 2001, the imputed AIAC was to be amortized over a six-and-a-

half year period and the imputed CIAC was to be amortized over a ten

year period. In this manner, ratepayers were to be held harmless for the

loss of these funds in the transaction. The amortization of both the10

11

12

13

imputed AIAC and CIAC began on January 15, 2002. The imputed AIAC

was fully amortized on July 14, 2008, approximately six-and-a-half months

after the 2007 test year ended in this proceeding.

14

15 What is Arizona-American seeking in regard to the imputed AIAC in this

16

17

18

proceeding?

Arizona-American is seeking Commission approval to recognize the full

amortization of the imputed AIAC given the fact that rates approved in this

19 proceeding will not go into effect until the later part of 2009. If the

20

21

Commission does not grant the Company's request, the remaining portion

of imputed AIAC, which was fully amortized outside of the 2007 test year,

22

23

will remain in the Company's new rates until Arizona-American files for

rates in a future proceeding.

A.

Q.

9
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1 What is RUCO's recommendation on this issue?

2 RUCO believes that the amortization of the imputed AIAC is a known and

3

4

measureable post-test year event and is in agreement with the Company

on this issue. Given the fact that the imputed AIAC has been fully

5

6

amortized since July 14, of 2008, RUCO believes that the Commission

should approve the Company's request

7

8 WHITE TANKS PLANT CWIP

9

10

11

12

13

14

15

16

Please describe the White Tanks Plant that is an issue in this proceeding.

The white Tanks Plant is a surface water treatment facility located along

the Beardsley Canal in the northwest portion of the Salt River Valley. It

was originally planned to provide treated CAP water to future customers in

the Agua Fria Water District. In Decision No. 69914, dated September 27,

2007, the Commission approved, among other requests, an increase in

the Company's existing hook-up fees (which will be treated as CIAC when

the facility goes into service) to fund the construction of the White Tanks

17 Plant. The Commission also approved accounting treatments for certain

18 costs associated with the construction of the facility. Arizona-American

19 was also permitted to seek an adjustment of the aforementioned hook-up

20 fees in the instant case.

21

22

23

A.

A.

Q.

Q.

10
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1

2

Did RUCO support the Company's requests that were approved in

Decision No. 69914?

3 Yes.

4 proceeding.

RUCO supported the Company's requests in that particular

At that time RUCO believed that Arizona-American's

5

6

7

8

9

10

11

requests were in line with the concept that future growth should pay for

itself and that existing ratepayers should be held harmless from the

demands that future development places on their water and wastewater

systems. Since the collected hook up-fees will be treated as CIAC, which

is a deduction from rate base when the facility is placed into service,

existing customers will not have to pay for the costs to construct the White

Tanks Plant in their rates.

12

13 What is Arizona-American requesting in this case in regard to the White

14 Tanks Plant?

15

16

17

Arizona-American is requesting three things in regard to the White Tanks

Plant. First, the Company is seeking rate base treatment for $25 million in

CWIP associated with the White Tanks Plant. Second, Arizona-American

18

19

20

is requesting approval of an ACRM-like surcharge that will allow the

Company to recover twelve months of deferred O8<M expenses associated

with the White Tanks Plant which can also serve to recover capital costs

21 Third and last, Arizona-American is

22

23

once the facility is completed.

proposing certain accounting treatments for fees associated with the

White Tanks Plant. In conjunction with this proposal, the Company is

A.

Q.

A.

Q.

11
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1 seeking certain accounting treatments associated with allowance for funds

2 used during construction ("AFUDC"). I will address the last two items

3 separately from the Company's request to include CWIP in rate base.

4

5

6

7

8

9

10

11

Why is Arizona-American requesting that $25 million in CWIP associated

with the White Tanks Plant be given rate base treatment?

Arizona-American witness, Paul G. Towsley stated in his direct testimony

that the Company is not collecting enough funds through the Commission-

approved hook up fee as a resul t of the decl ine in new housing

construction that Arizona and other parts of the country are experiencing.

Mr. Towsley has stated that the Commission should approve the

12

13

14

15

16

17

Company's request based on groundwater conservation concerns. Mr.

Towsley is also advocating that existing ratepayers not only pay for

White Tanks Plant CWIP in rate base, but that they also pay for the costs

that exceed hook-up fee collections in future rates after the facility is

completed and booked as plant in service. Mr. Towsley is further asking

that the existing hook-up fee, which is scheduled to expire in 2015, be

extended to 2020.18

19

20

21

What is RUCO's position on Arizona-American's request to include $25

million in White Tanks Plant CWIP in rate base?

22

23

RUCO is opposed to Arizona-American's request and recommends that

the Commission deny it.

A.

A.

Q.

Q.

12
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1 Why is RUCO opposed to the Company's request to include $25 million in

White Tanks Plant CWIP in Rate Base?

RUCO has consistently taken the position that CWIP fails the used and

useful standard which is the basis for allowing recovery of utility plant in

rates. RUCO does not believe that ratepayers should have to pay for

plant that is not fully functional and may possibly never be placed into

service. As I explained earlier, RUCO's past support for the White Tanks

Plant has been conditioned on the fact that existing ratepayers were not

going to have to pay for plant that was clearly intended for future

customers

Has the Commission taken a similar position on CWIP in the past?

Yes. With the exception of the Palo Verde Nuclear Generating Station

that was being built by Arizona Public Service Company in the late 1970's

and early 1980's, the Commission has to the best of my knowledge

typically denied the inclusion of CWIP in rate base

Does RUCO believe that the White Tanks Plant should be given the type

of rate base treatment that Mr. Towsley has advocated after the plant is

completed?

That is a matter to be addressed in a future proceeding. However RUCO

believes that if the final costs for the White Tanks Plant are not covered by

the hook-up fees that are to be treated as CIAC when the facility is booked

Q.

13
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1

2

in the Company's plant-in-service account, a good argument could be

made that the uncovered portion of the costs should not be included in

3 rate base.

4

5

6

7

8

Does RUCO support the Company's request to extend the collection

period for the hook-up fees through 2020?

Yes. RUCO supports the Company's request and is not opposed to an

extension of the existing fees.

9

10 WHITE TANKS PLANT O&M DEFERRAL MECHANISM

11 Please explain the Company's request for a mechanism to recover

deferred O8<M costs.12

13

14

15

16

According to the direct testimony of Mr. Thomas M. Broderick, the

Company is seeking an AcRM-like mechanism that will allow it to recover

both capital costs and twelve months of deferred o&m costs associated

with the White Tanks Plant when it goes into service after rates are

17 established in the instant case.

18

19

20

21

What is RUCO's position on the Company's request?

Consistent with RUCO's recommendation to deny rate base treatment of

CWIP associated with the White Tanks Plant, RUCO believes that the

22 Commission should deny the Company's request for an O&M cost deferral

23 mechanism.

A.

A.

Q.

A.

Q.

Q.

14
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1

2

3

4

5

6

Why is RUCO opposed to the Company's request?

There are several reasons why RUCO has consistently opposed the use

of ACRM-like mechanisms. Adjustor mechanisms are extraordinary rate

recovery devices that are permitted for certain narrow circumstances. The

ACRM is a type of adjustor mechanism that was specifically designed to

address a one-time event that impacted dozens of Arizona water

7

8

companies simultaneously. The Company's costs for the White Tanks

Plant are not the type of costs for which an adjustor mechanism is

9 generally permitted, nor are they similar to the costs recovered through

the ACRM.10

11

12

13

14

15

What was the original intent for the ACRM?

The original ACRM was approved by the Commission to give water

providers in Arizona the ability to recover the costs associated with

meeting the U.S. Environmental Protection Agency's ("EPA") revised

16 drinking water arsenic standard of 10 parts per billion. The EPA'S

17

18

19

20

21

22

requirement that water providers comply with the more stringent standard

was in effect an unfunded mandate from the federal government. Multiple

Arizona water providers had no choice but to either comply with the EPA's

rule or face the consequences of being in violation of it. This being the

case, representatives from the state's investor owned water companies,

ACC Staff, and RUCO developed the present ACRM which allows water

23 utilities to comply with the new EPA standard through a surcharge that

A.

Q.

A.

Q.

15
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1

2

3

was established within the context of a rate case proceeding where a

constitutional finding of a utility's fair value has been established. The key

point here is that the EPA's revised arsenic standard represented an

4 extraordinary circumstance that neither Arizona's government, which

5 includes the Commission, or the state's water companies, either investor

6 owned or municipal, had any control over, and that would be impacting a

7 number of water utilities simultaneously.

8

9

10

Are there any similar mandates in regard to the construction of the White

Tanks Plant?

11

12

13

14

15

16

17

18

No. There is no federal, or for that matter any other, mandates requiring

that Arizona-American be required to construct a surface water treatment

facility. Nor are there any other extraordinary circumstances that would

warrant the approval of an AcRM-like mechanism in this case. The

Commission has already gone to extraordinary lengths in allowing

Arizona-American to collect hook-up fees to fund construction, to delay the

recognition of CIAC until the facility is placed into service and to grant the

Company's requests for certain accounting treatments for the deferral of

19 costs. Under normal ratemaking procedures these types of costs would

20 not even be considered for recovery until the plant is placed into service

21 and is providing a benefit to ratepayers. For these reasons and the

22 reasons stated above, RUCO believes that the Company's request be

23 denied.

A.

Q.

16
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1 WHITE TANKS PLANT HOOK-UP FEES

2

3

4

What Is RUCO's position on the proposals that Mr. Broderick makes

regarding the WHU-t hook-up fees that are funding the White Tanks

Plant?

5

6

7

8

9

10

Consistent with RUCO's two previous recommendations regarding the

White Tanks Plant, I am recommending that none of Mr. Broderick's

recommendations regarding the WHU-1 hook-up fee be adopted by the

Commission. RUCO further recommends that the Company continue to

adhere to the provisions of Decision No. 69914 in regard to matters

pertaining to the White Tanks Plant.

11

12 TUBAC ACRM

13

14

15

16

17

Does RUCO support Arizona-American's request for approval for an

ACRM for the Company's Tubac Water District?

Yes. RUCO would expect Arizona-American to file the same types of

Step-one and Step-two ACRM applications that it has for its other systems

in the past after the arsenic removal plant is placed into service and the

18 costs can be identified.

19

20

21

22

23

A.

A.

Q.

Q.

17
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1 Will RUCO take part in the review of the Company's ACRM filing for the

Tubae Water District?2

3

4

Yes. RUCO has reviewed all of the prior ACRM filings that resulted from

rate cases that RUCO has intervened in. The Tubae system will not be an

5 exc ep t i o n .

6

7 EXISTING ACRM SURCHARGES

8

9

Does RUCO support Arizona-American's request to eliminate existing

ACRM surcharges in several of the Company's water systems?

Yes. The ACRM was intended to allow utilities in Arizona to recover their10

11

12

arsenic treatment costs through a temporary surcharge until new

permanent rates are established in a future rate case proceeding such as

this one.13

14

15

16

17

18

19

20

21

22

Please explain how the plant assets needed to remove arsenic and the

O&M expenses associated with the plant will be treated going forward?

In short, the costs associated with the arsenic plant will be recovered

through new permanent rates as opposed to being recovered through a

separate existing surcharge (i.e. the ACRM). The capital costs of arsenic

plant that is providing useful service to ratepayers will be included in rate

base and the Company will be able to earn a rate of return on them just as

they would with any other rate base item. The Company will also recover

A.

A.

Q.

Q.

A.

Q.

18
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1

2

the O&M expenses on a dollar for dollar basis in rates just as it would with

any other prudently incurred operating expense.

3

4

5

6

7 Yes.

8

Has RUCO made the necessary adjustments to rate base and operating

expenses to insure that the Company will recover arsenic recover costs in

rates going forward?

Both Mr. Coley and Mr. Moore have made the necessary

adjustments and the costs of arsenic removal for the affected systems will

9 be reflected in RUCO's recommended level of revenue.

10

11 PARADISE VALLEY PUBLIC SAFETY SURCHARGE

1 2

13

14

15

16

17

18

19

20

21

22

Please provide a brief background on this issue.

In a prior rate case proceeding during the 2005 - 2006 period, both

Arizona-American and the Town of Paradise Valley sought a public safety

surcharge for the purpose of funding upgraded fire flow improvements for

the Company's Paradise Valley Water District. During the proceeding,

RUCO opposed the Company's request on the grounds that the Company

was already meeting the Commission's minimum requirements for fire

protection and that the Company's request represented a discretionary

expenditure that should be rejected. RUCO argued at the time that the

project could be funded by lower cost sources of capital provided by the

Town of Paradise Valley that could be booked as CIAC.

ii

A.

A.

Q.

Q.

19
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1

2

3

4

5

6

7

8

9

10

11

The Commission subsequently rejected RUCO's arguments and adopted

an ACC Staff modified version of Arizona-American's proposed rate

design which included a public safety surcharge and a high block usage

surcharge in Decision No. 68858, dated July 28, 2006.

Not long after the passage of Decision No. 68858, which also established

the present rates for the Paradise Val ley W ater Distr ict and the

aforementioned surcharges, both the ACC and RUCO began receiving

complaints from Paradise Valley customers who were experiencing rate

shock as a result of the high block usage surcharge which was used to

fund fire flow improvements (the public safety surcharge did not go into

effect until October 2007). After a number of filings which requested the

12 Commission to reconsider Decision No. 688588, the Commission voted to

13

14

reconsider the Decision for the limited purpose of reviewing the Rate

Design Agreement at a noticed ACC Staff meeting held on February 27,

2008.15

16

17

18

19

On January 15, 2008, a rate design Agreement reached by Arizona-

American and signed by the Town of Paradise Valley and several resorts

and homeowners associations was filed with the Commission (neither

Arizona-American nor RUCO were signatories to the rate design

20

21

22

agreement).

During the proceeding on the rate design agreement, RUCO expressed a

number of concerns about the rate design agreement and eventually

8 RUCO did not join in the request to reconsider the Decision.

20
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1

2

3

4

5

6

supported ACC Staff's recommendation to reduce the existing high block

usage surcharge from the original $2.15 per 1,000 gallons to the present

$1 .00 per 1,000 gallons.

RUCO also recommended that the Commission adopt ACC Staff's

recommendation to eliminate the existing public safety surcharge until the

Commission has the opportunity to examine the fire flow issue in the

7

8

Company's next rate case proceeding. The Commission adopted ACC

Staff's recommendations in Decision No. 70488, dated September 3,

9 2008.

10 At that time RUCO believed, as did ACC Staff, that a future rate case is

11

12

the better forum to make changes to the Company's existing rate design

for recovery of the fire flow costs. Furthermore, a rate case would provide

13

14

15

all of the concerned parties with the opportunity to examine this issue with

all of the other ratemaking elements that determine what just and

reasonable rates should be for the Paradise Valley ratepayers.

16

17

18

19

20

21

22

Is RUCO still opposed to the fire flow improvement project?

RUCO still stands by its original argument that the fire flow improvement

project is discretionary in nature and that there are lower cost lower cost

methods than the one proffered by the Company and the Town of

Paradise Valley in the case. However that argument is behind us since

the Commission has approved the project. RUCO's role in this case is to

A.

Q.

2 1
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1 recommend a mechanism that provides funding for the project that also

2 results in just and reasonable rates.

3

4

5

6

7

8

What is RUCO recommending?

RUCO is recommending that a monthly public safety surcharge be

implemented to fund the remaining portions of the fire flow improvement

project. The details on the surcharge will be presented in the rate design

testimony of RUCO witness Rodney Moore.

9

10

11

12

13

14

Briefly describe the public safety surcharge that RUCO is recommending.

RUCO is recommending that the monthly public safety surcharge be

comprised of a monthly minimum charge and a commodity charge in order

to insure that the Company receives a minimum level of revenue for the

project on a regular monthly basis regardless of consumption patterns.

15

16 What classes of customers would be subject to the publ ic safety

17

18

surcharge?

RUCO is recommending that all classes of customers be subject to the

19 monthly public safety surcharge.

20

21

22

A.

A.

Q.

A.

Q.

Q.

22
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1

2

3

4

5

6

7

Isn't it true that RUCO was opposed to low usage customers being subject

to a fire flow surcharge during the rate design agreement proceeding?

Yes, however, as I noted earlier, the instant proceeding has provided

RUCO with the time to be able to analyze this issue more fully and while

RUCO certainly would have preferred not to apply any surcharge at all,

the Commission's prior decision and our analysis has unfortunately

eliminated that scenario as a viable option.

8

9 How will the public safety surcharge fund the remainder of the fire flow

10

11

project?

Based on information obtained from Mr. Broderick in telephone

12 conversations with RUCO witness Rodney Moore, Arizona-American

13

14

could finance the project with a bond issuance that could be repaid by the

recommended surcharge.

15

16

17 Y e s _

18

19

20

21

22

Would the public safety surcharge be treated as revenue?

RUCO's recommended public safety surcharge could also be

adjusted to insure that the Company recovers both the principal and

interest components of the bond issuance. By financing the fire flow

improvements in this manner the ratepayers would not have to fund the

project with higher cost equity capital. The Company could earn a return

on the fire flow improvement assets as they are rate based in future

23 proceedings, however, RUCO would recommend that the bond used to

A.

A.

Q.

A.

Q.

Q.

23
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1

2

3

4

finance the fire flow improvements not be included in the Company's

capital structure. Furthermore, RUCO would also recommend that any

funds already collected through existing or suspended surcharges

continue to be treated as CIAC.

5

6

7

8

How long would the public safety surcharge be in place?

RUCO recommends that the surcharge be eliminated after the bond

matures. Under this scenario, both existing and future customers will pay

9 for fire flow improvements that will provide service to them.

10

11

12

13

14

Would RUCO's recommended public safety surcharge replace the existing

high block usage surcharge that is currently providing funding for the fire

flow improvements?

RUCO is recommending that the existing high block usageYes.

15 surcharge be eliminated.

16

17 PARADISE VALLEY SYSTEM BENEFITS SURCHARGE

18

19

20

21

22

23

What is the purpose of the Company-proposed Paradise Valley System

Benefits Surcharge?

The purpose of the system benefit surcharge is to fund conservation-

oriented programs subject to Commission approval. According to the

Company, the surcharge would apply to high-end water users (i.e.

consumption exceeding 125,001 gallons per month) and would be

A.

A.

A.

Q.

Q.

Q.

24
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1 accounted for as revenue and would be trued-up in a future rate case for

2 any accumulated under- or over-spending.

3

4

5

Does RUCO support the Company-proposed Paradise Valley System

Benefits Surcharge?

6

7

8

9

10

Yes. RUCO is aware of landscape conversion programs and other types

of public awareness programs that could be funded by the Company-

proposed surcharge and believes that both the Company and ratepayers

can derive benefits from these types of programs. For this reason RUCO

recommends that the Commission should adopt the requested Paradise

11 Valley System Benefits Surcharge.

12

13 PARADISE VALLEY CAP SURCHARGE MODIFICATIONS

14

15

16 Yes.

17

18

19

20

21

Have you reviewed the testimony on the Company's Paradise Valley CAP

Surcharge?

I have reviewed the testimony of Company witness John C.

Lenderking. Mr. Lenderking explains in his testimony that Arizona-

American is no longer exchanging the Company's CAP water for Salt

River Project ("SRP") water to blend contaminated groundwater in the

Paradise Water District. This was a result of the Company's decision to

shut down the PCX-1 well which was the source of the contaminated

22 groundwater.

23

A.

A.

Q.

Q.
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1 How is Arizona-American currently utilizing the Company's CAP allocation

2

3

4

5

6

7

8

9

10

for the Paradise Valley District?

Mr. Lenderking stated in his testimony that since there is no need for the

SRP water in Paradise Valley, the Company is now storing its CAP water

with the Central Arizona Water Conservation District's ("CAWCD")

Tonopah Desert Recharge Project. Mr. Lenderking went on to state that

the cost for storing CAP water at a CAWCD facility is a lower $8.00 per

acre foot while the cost to exchange water with SRP is a higher $22.62

per acre foot. The present Paradise Valley CAP Surcharge recovers both

the SRP and CAP costs.

11

12 Is RUCO recommending any changes to the existing Paradise Valley CAP

13

14

15

16

Surcharge?

Not at this time. However RUCO is in the process of conducting further

discovery on this matter and reserves the right to change its position

based on the results of its discovery efforts.

17

18 WISHING WELL WASTEWATER TREATMENT FACILITY

19

20

21

22

What is the Wishing Well Wastewater Treatment Facility?

The Wishing Well Wastewater Treatment Facil i ty is a wastewater

treatment plant that was built to provide service to customers in Arizona-

American's Mohave Wastewater District. Additional discussion on the

A.

A.

Q.

A.

Q.

Q.

26
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1

2

facility is being presented in the direct testimony of RUCO witness

Timothy J. Coley.

3

4

5

Is Arizona-American seeking rate base treatment for the Wishing Well

Wastewater Treatment Facility?

6 Yes.

7

8

9

10

11

12

13

What is RUCO's position on including the Wishing Well Wastewater

Treatment Facility in rate base?

Based on its analysis of the facility and on data responses to the ACC

Staff engineer assigned to the case, RUCO is recommending that only fifty

percent of the costs associated with Wishing Well Wastewater Treatment

Facility should be given rate base treatment.

14

15

16

17

18

W hy is RUCO recommending that only f i f ty percent of the costs

associated with Wishing Well Wastewater Treatment Facility should be

given rate base treatment?

Based on the aforementioned data response to ACC Staff, it appears that

19

20

21

the facility is overbuilt and that fifty percent of it is excess capacity.

Because of this, RUCO believes that the Company should be permitted to

recover only half of the costs through rates from existing customers.

22

A.

A.

A.

Q.

Q.

Q.

27
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1

2

3

4

Will the Company be able to recover the remaining fifty percent in a future

rate case proceeding?

Yes, assuming that the plant is being fully utilized and is serving additional

customers in the Mohave Wastewater District.

5

6

7

8

9

Is RUCO recommending an accounting treatment to defer unrecovered

costs associated with the unused portion of the facility?

Yes. RUCO is recommending that Arizona-American be permitted to book

any unrecovered costs, such as depreciation expense, in a deferral

10

11

12

account that would allow the Company to recover the costs in a future rate

case proceeding when the Wishing Well Wastewater Treatment Facility is

being fully utilized to provide service.

13

14 TANK MAINTENANCE

15 Briefly explain what Arizona-American is seeking in regards to tank

16 maintenance.

17 Arizona-American is seeking to establish a reserve that will provide the

18

19

20

Company with funds to inspect and maintain its water tanks over a ten-

year cycle. The Company has obtained proposals through a request for

proposals ("RFP") process to estimate what the costs will be to provide the

21

22

required maintenance and have Ievelized the estimates over a ten-year

period.

23

A.

A.

A.

Q.

Q.

Q.
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1

2

Has the Company contracted with any of the firms that provided estimates

through the RFP process?

3

4 were accepted.

No. Based on data responses from the Company, none of the proposals

However, any future imprudent or unreasonable

5

6

7

expenditure incurred by the Company in connection with the program

could certainly be addressed in a future rate case proceeding in order to

insure that ratepayers are not being overcharged for work that is not

8 needed.

9

10 Does RUCO support the Company's request for a tank maintenance

11 reserve?

12

13 RUCO also believes that

14

15

16

17

Yes. At this point in time RUCO believes that the cost estimates obtained

from the RFP process are reasonable.

ratepayers will benefit from regular preventive maintenance and upkeep

on large plant assets such as water tanks. RUCO has supported similar

programs in the past such as one that Arizona Water Company has in

place.

18

19

20

21

22

23

A.

A.

Q.

Q.

29
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1 FUEL AND POWER SUPPLY ADJUSTMENT MECHANISM

2

3

Does RUCO support the Company's request for a fuel and power supply

adjustment mechanism?

4 No. Water providers have requested such mechanisms in the past and

5

6

the Commission has consistently rejected them. RUCO believes that the

Company's request in this case should be rejected also.

7

8 Does Arizona-American have such a mechanism in place for any of the

9

10

Company's systems?

No. Currently the Company does not have a fuel and power supply

11 adjustment mechanism.

12

13 What is the Company's rationale for a fuel and power supply adjustment

14 mechanism?

15

16

17

Company witness Sheryl L. Hubbard argues that such a mechanism

would shield the Company from electric and natural gas rate increases

and eliminate earnings erosion.

18

19

20

21

22

What criteria must a util ity meet to warrant the authorization of an

automatic adjustor mechanism?

The Arizona Court of Appeals addressed the eligibility requirements of

automatic adjustment mechanisms in Scates v. Arizona Corporation

Commission. The court indicated that such mechanisms are restricted to23

A.

A.

A.

Q.

A.

Q.

Q.

Q.
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1

2

3

4

fluctuations in certain narrowly defined operating expenses. The Arizona

Corporation Commission also defined automatic adjustor mechanisms as

applying to expenses that routinely or widely fluctuate. The ACC stated

the following regarding automatic adjustor mechanisms:

5
6
7
8
9

10
11

The principal justification for a fuel adjustor is volatility in fuel
prices. A fuel adjustor allows the Commission to approve
changes in rates for a utility in response to volatile changes
in fuel or purchased power prices without having to conduct
a rate case. (Arizona Public Service Company, Decision No.
56450, at page 6, dated April 13, 1989)

12 Do you believe that the electric or natural gas rate increases that Ms.

Hubbard has cited meet the criteria stated above?13

14 No. Electric and natural gas increases are not extraordinary and virtually

15 all business and residential customers have to make allowances for them

16

17

18

in their budgets. The approval of such a mechanism in this case would

also provide a disincentive for the Company to control costs since it could

simply pass utility rate increases through to its captive customers.

19

20

21

22

23

Does your silence on any of the issues, matters or findings addressed in

the testimony of any of the witnesses for Arizona-American constitute your

acceptance of their positions on such issues, matters or findings?

No, it does not.

24

25 Does this conclude your testimony on Arizona-American?

26 Yes, it does.

A.

Q.

A.

A.

Q.

Q.
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Appendix 1

Qualifications of William A. Rigsby, CRRA

EDUCATION: University of Phoenix
Master of Business Administration, Emphasis in Accounting, 1993

Arizona State University
College of Business
Bachelor of Science, Finance, 1990

Mesa Community College
Associate of Applied Science, Banking and Finance, 1986

Society of Utility and Regulatory Financial Analysts
38th Annual Financial Forum and CRRA Examination
Georgetown University Conference Center, Washington D.C.
Awarded the Certified Rate of Return Analyst designation
after successfully completing SURFA's CRRA examination.

Michigan State University
Institute of Public Utilities
N.A.R.U.C. Annual Regulatory Studies Program, 1997 811999

Florida State University
Center for Professional Development & Public Service
N.A.R.U.C. Annual Western Utility Rate School, 1996

EXPERIENCE: Public Utilities Analyst v
Residential Utility Consumer Office
Phoenix, Arizona
April 2001 - Present

Senior Rate Analyst
Accounting & Rates - Financial Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
July 1999 - April 2001

Senior Rate Analyst
Residential Utility Consumer Office
Phoenix, Arizona
December 1997 - July 1999

Utilities Auditor II and III
Accounting & Rates - Revenue Requirements Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
October 1994 - November 1997

Tax Examiner Technician I / Revenue Auditor II
Arizona Department of Revenue
Transaction Privilege / Corporate Income Tax Audit Units
Phoenix, Arizona
July 1991 .- October 1994
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Appendix 1

RESUME oF RATE CASE AND REGULATORY PARTICIPATION

Utility Company Docket No. Type of Proceeding

ICE Water Users Association U-2824-94-389

Rincon Water Company U-1723-95-122

Original CC&N

Rate Increase

Ash Fork Development
Association, Inc. E-1004-95-124 Rate Increase

Parker Lakeview Estates
Homeowners Association, Inc. U-1853-95-328 Rate Increase

Mirabell Water Company, Inc. U-2368-95-449 Rate Increase

Bonita Creek Land and
Homeowner's Association U-2195-95-494 Rate Increase

Pineview Land &
Water Company U-1676-96-161 Rate Increase

Pineview Land &
Water Company U-1676-96-352 Financing

Montezuma Estates
Property Owners Association U-2064-96-465 Rate Increase

Houghland Water Company U-2338-96-603 et al Rate Increase

Sunrise Vistas Utilities
Company - Water Division U-2625-97-074 Rate Increase

Sunrise Vistas utilities
Company - Sewer Division U-2625-97-075 Rate Increase

Holiday Enterprises, Inc.
db Holiday Water Company U-1896-97-302 Rate Increase

Gardener Water Company U-2373-97-499 Rate Increase

Cienega Water Company W-2034-97-473 Rate Increase

Rincon Water Company W-1723-97-414
Financing/Auth.
To Issue Stock

W-01651A-97-0539 et al Rate IncreaseVail Water Company

Bermuda Water Company, Inc. W-01812A-98-0390 Rate Increase

Bella Vista Water Company W-02465A-98-0458 Rate Increase

Pima Utility Company SW-02199A-98-0578 Rate Increase

2
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company Docket No. Type of Proceedinq

W-01676A-99-0261 WIFA Financing

W-02191A-99-0415

Pineview Water Company

l.M. Water Company, Inc.

Mara fa Water Service, Inc. W-01493A-99-0-98

Financing

WIFA Financing

W-02483A-99-0-58 WIFA FinancingTonto Hills Utility Company

New Life Trust, Inc.
db Dateland Utilities W-03537A-99-0-30

GTE California, Inc. T-01954B-99-0511

Financing

Sale of Assets

Citizens Utilities Rural Company, Inc. T-01846B-99-0511 Sale of Assets

W-02113A-00-0233 ReorganizationMCO Properties, Inc.

American States Water Company W-02113A-00-0233

W-01303A-00-0327Arizona-American Water Company

Arizona Electric Power Cooperative E-01773A-00-0227

Reorganization

Financing

Financing

T-03777A-00-0575

W-02074A-00-0482

360networks (USA) Inc.

Beardsley Water Company, Inc.

Mirabell Water Company W-02368A-00-0461

Financing

WIFA Financing

WIFA Financing

Rio Verde Utilities, Inc. WS-02156A-00-0321 et al
Rate Increase/
Financing

W-01445A-00-0749 FinancingArizona Water Company

Loma Linda Estates, Inc. W-02211A-00-0975 Rate increase

W-01445A-00-0-62 Rate IncreaseArizona Water Company

Mountain Pass Utility Company SW-03841A-01-0166 Financing

Picacho Sewer Company SW-03709A-01-0165

W-03528A-01-0169

W-03861A-01-0167

Financing

Financing

Financing

W-02025A-01 -0559 Rate Increase

Picacho Water Company

Ridgeview Utility Company

Green Valley Water Company

Bella Vista Water Company W-02465A-01-0776 Rate Increase

Arizona Water Company W-01445A-02-0_19 Rate Increase

3
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Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Docket No. Type of Proceedingutility Company

Arizona-American Water Company W-01303A-02-0867 et al. Rate Increase

Arizona Public Service Company E-01345A-03-0437 Rate Increase

WS-02676A-03-0434 Rate Increase

T-01051 B-03-0454 Renewed Price Cap

w-02113A-04-0618 Rate Increase

Rio Rico Utilities, Inc.

Qwest Corporation

Chaparral City Water Company

Arizona Water Company W-01445A-04-0_50 Rate Increase

Tucson Electric Power E-01933A-04-0408 Rate Review

G-01551A-04-0876 Rate Increase

W-01303A-05-0405 Rate Increase

SW-02361A-05-0657 Rate Increase

Southwest Gas Corporation

Arizona-American Water Company

Black Mountain Sewer Corporation

Far West Water & Sewer Company WS-03478A-05-0801 Rate Increase

SW-02519A-06-0015 Rate Increase

E-01345A-05-0816 Rate Increase

Gold Canyon Sewer Company

Arizona Public Service Company

Arizona-American Water Company W-01303A.06-0014 Rate Increase

Arizona-American Water Company W-01303A-05-0718 Transaction Approval

Arizona-American Water Company W-01303A-05-0405 ACRM Filing

G-04204A-06-0463 Rate IncreaseUNS Gas, Inc.

Arizona-American Water Company W-01303A.07-0209 Rate Increase

Tucson Electric Power E-01933A-07-0402 Rate Increase

G-01551A-07-0504 Rate Increase

W-02113A-07-0551 Rate Increase

Southwest Gas Corporation

Chaparral City Water Company

Arizona Public Service Company E-01345A-08-0172 Rate Increase

4
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1 INTRODUCTION

2

3

4
J

5

6

Please state your name, position, employer and address.

Timothy J. Coley, Public Utilities Analyst V

Residential Utility Consumer Office

1110 West Washington Street, Suite 220

Phoenix, Arizona 85007.

7

8

9

10

11

12

Please state your educational background and qualifications in the utility

regulation field. ,

Appendix 1, which is attached to this testimony, describes my educational

background and includes a list of the rate case and regulatory matters in

which I have participated.

13

14

15

16

17

18

19

20

21

Please state the purpose of your testimony.

The purpose of my testimony is to present RUCO's recommendations

regarding Arizona-American Water Company's ("Company" or "Arizona-

American") application for a determination of the current fair value of its

utility plant and property and for increases in its rates and charges based

thereon for utility service. The test year utilized by the Company in

connection with the preparation of this application is the 12-month period

that ended December 31, 2007.

22

23

A.

A.

Q.

Q.

A.

Q.



I U

Direct Testimony of Timothy J. Coley
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. SW-01303A-08-0227

1 BACKGROUND

2

3

4

5

6

7

8

9

Please describe your work effort on this project.

I obtained and reviewed data and performed analytical procedures

necessary to understand the Company's filing as it relates to operating

income, rate base, the Company's overall revenue requirement. My

recommendations are based on these analyses. Procedures performed

include the in-house formulation and analysis of several sets of data

requests, the review and analysis of the Company's responses to

Commission Staff data requests, and review of prior ACC dockets related

10 to Arizona-American.

11

12

13

14

The Company's filing consists of an application for increases in rates and

charges for the following seven Districts: Agua Fria Water District,

Havasu Water District, Mohave Water, Mohave Wastewater District,

15 Paradise Valley Water District, Sun City West District, and Tubac Water

16 District.

17

18

19

RUCO's participation in this proceeding is the cumulative effort of three

RUCO witnesses, myself (Timothy J. Coley), Rodney L. Moore, and

20 William A. Rigsby. For the review and analysis procedures, specific

21

22

Districts were assigned to Mr. Moore and myself. I was assigned Havasu

Water District, Mohave Water District and Mohave Wastewater District.

23 Mr. Moore was assigned Paradise Valley Water District ("PV"), Sun City

A.

Q.

3
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1 West Water District ("SCWW"), Tubae Water District ("Tubae"), and Agua

2 Fria Water District ("Agua Fria"). However, to avoid confusion and

3 duplication, the testimony filed by RUCO in support of its analysis was

4 allocated among the analysts by ratemaking elements.

5

6 Please explain how these ratemaking elements were allocated?

I will address issues related to the rate base. Mr. Moore will address7

8

9

10

11

12

13

issues related to operating income. Mr. Rigs by will provide an analysis of

the cost of capital, Paradise Valley Water District's public safety and

system-benefit surcharges, Tubac Water District's arsenic cost recovery

mechanism ("ACRM"), and the Company wide fuel and power supply

adjustor, and the pro forma tank maintenance expense. Moreover, each

witness will address the appropriate revenue requirement for the Districts

14 analyzed .

15

16 Also, Mr. Moore will address rate design in his testimony to be filed

17 January 18, 2009.

18

19

20

Please identify the exhibits you are sponsoring.

I am sponsoring schedules for Havasu, Mohave Water and Wastewater

21 Districts numbered RLM-1 through RLM-14.

22

23

A.

A.

Q.

Q.

4
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1 SUMMARY OF ADJUSTMENTS

2

3

Please summarize the adjustments to the rate base in your testimony.

My testimony addresses the following issues:

4

5 Rate Base

6

7

8

RUCO is in substantial agreement with several of the Company's pro-

forma adjustments. Nevertheless, RUCO reserves the right to alter its

position if additional evidence is produced in this case, which warrants

9 RUCO to reconsider its position. RUCO did not make any direct

10 adjustments to the Company's pro-forma rate base adjustments identified

11 as:

12

13

LJG-1 - Adjust for Errors in Accumulated Depreciation

LJG-2 - Adjust fro Staff Removals in Decision No. 69440

14

15

16

17

18

LJG-3 - Spread Dec. '07 Corporate JE to Districts

LJG-4 - Allocate Corporate to Districts

LJG-5 - Spread Dec. '07 Corporate JE to Districts

TMB-7 - Imputed Advances in Aid of Construction ("AIAC")

TMB-8 - imputed Contributions in Aid of Construction ("CIAC")

19

20

TMB-9 - Remove Acquisition Adjustment

Post Test-Year Plant Additions (Except MohaveLJG-10

21 Wastewater)

22

23

A.

Q.

5
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1

2

However, through the analytic process, RUCO did make prudent revisions

to the Company's filing. The RUCO rate base adjustments are identified

3 as:

4 Accumulated Depreciation - This adjustment is primari ly based on

5

6

7 retirements.

8

RUCO's mid-month depreciation convention rather than the Company's

full-month depreciation convention for plant additions, adjustments, and

RUCO also determined the Company did not use the

authorized depreciation rates in a few plant accounts primarily in Accounts

9 340100 through 346300. In some instances, the Company had new

10 accounts for which no depreciation rate had been authorized in previous

11 Commission decisions.

12 Restore the AIAC and CIAC Balances Associated with Construction Work

13 in Process ("CWIP") This adjustment reverses and restates the

14 Company's adjustment that decreases the AIAC and CIAC balances

15 associated with CWIP.

16

17

18

19

20

21

22

23

Remove 50 percent of the Post Test-year Wishing Well Treatment Plant -

This adjustment is unique to only Mohave Wastewater. It removes 50

percent of the Company's post test-year Wishing Well Treatment Plant

adjustment from plant in service as not used and useful for the current

level of customers for which it was designed.

Deferred Debits - This is a conforming adjustment to ref lect the

Company's updated calculation correction identified in its response to

Staff data request GWB 17.1 .

6
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1 Working Capital This adjustment reduces the cash working capital

2 element of the working capital allowance requested by the Company.

3

4 REVENUE REQUIREMENTS

5 Please summarize the results of RUCO's analysis of the Company's filing

6 and state RUCO's recommended revenue requirement.

7 As outl ined in Schedules RLM-1, RUCO is recommending that the

8

9

increase in the Company's revenue requirement not exceed:

AZ-AMHavasu Water RUCO DIFFERENCE

10 $ 660,219

RUCO11 Mohave Water

$ 815,803

AZ-AM

($ 155,584)

DIFFERENCE

12 $ 706,615

RUCO13

$ 1 ,655,410

Mohave Wastewater AZ-AM

($ 945,601)

DIFFERENCE

14 $ 642,148 $ 165,546 ($ 476,602)

15

16

17

18

My recommended revenue requirement percentage increase versus the

Company's proposal is as follows:

Havasu Water AZ-AM RUCO DIFFERENCE

19 79.47% 64.31%

20 Mohave Water AZ-AM RUCO

(15.16%)

DIFFERENCE

21 32.37% 13.82% (18.49%)

22

23

A.

Q.

7
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1 Mohave Wastewater AZ-AM RUCO

20.79%2 80.66%

DIFFERENCE

(59.87%)

3

4 RUCO's recommended Fair Value Rate Base ("FVRB") based on the

Original Cost Rate Base ("OCRB") is summarized on Schedules RLM-1 as

follows:

5

6

7 Havasu Water AZ-AM

8

RUCO

$ 4,012,421

RUCO9 Mohave Water

10

11

12

$ 4,221 ,474

AZ-AM

$ 12,041 ,310

Mohave Wastewater AZ-AM

$ 4,740,149

$ 9,841,553

RUCO

$ 2,713,527

DIFFERENCE

($ 209,053)

DIFFERENCE

($ 2,172,389)

DIFFERENCE

($ 2,026,622)

13

14 RUCO's recommended required operating income is shown on Schedules

RLM-1 as follows:15

16 Havasu Water RUCO

17

AZ-AM

$ 354,604

AZ-AM

$ 280,715

RUCO18 Mohave Water

19 $ 688,531

RUCO20

21

$ 1,011 ,470

Mohave Wastewater AZ-AM

$ 398,173 $ 189,843

DIFFERENCE

($ 73,889)

DIFFERENCE

($ 321 ,024)

DIFFERENCE

($ 208,330)

22

23

8
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1 RATE BASE

2

3

Rate Base Summary

Is RUCO recommending any changes to the Company's proposed rate

4 base?

5

6

7

8

Yes. RUCO witnesses analyzed the Company's rate base adjustments to

its historical test-year elements of rate base and made adjustments to the

rate base as filed by the Company. The cumulative review, analysis and

adjustments completed by each RUCO witness are explained below.

9

10

11

RUCO Rate Base Adjustment #1 - Accumulated Depreciation

Please explain RUCO's adjustment to the Company's accumulated

12

13

14

depreciation balances.

This adjustment is common for all districts, excluding PV, filed in this case.

I will address the uniqueness of the PV adjustment at the end of this

15 particular discussion.

16

17

18

19

RUCO employs a mid-month depreciation convention and applies the last

authorized depreciation rate to the appropriate accounts in calculating the

levels of accumulated depreciation for each district.

20

21

22

23

A.

A.

Q.

Q.

9
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1 How is Ruckus methodology for determining the accumulated

2 depreciation for each district different than the Company's methodology

3 employed in calculating the test year end accumulated depreciation

4 balances?

5

6

7

The Company utilizes a full-month depreciation method for all plant

additions, adjustments, and retirements. It also uses depreciation rates, in

some instances, which are not the same as authorized in the prior cases.

8

9

In a few instances, the Company has a completely new account for which

no depreciation rate has been authorized in a prior case.

10

11

12

13

14

Why does RUCO believe that a mid-month depreciation convention is

superior to a full-month depreciation convention?

RUCO's opinion regarding Generally Accepted Accounting Principles

("GAAP") does not recognize a full-month depreciation methodology as

15 being an accepted depreciation convention method. The typical

16

17

18

19

20

convention methods recognized by GAAP are half-year and mid-month.

The mid-month convention assumes all additions, adjustments, and

retirements are made on the 15"' day of the month. This mid-month

assumption eliminates excessive tracking and depreciating an asset from

the day it was actually booked.

21

22

23

A.

A.

Q.

Q.

10
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1 What adjustment is necessary to employ the mid-month depreciation

2 convention and correct certain depreciation rates used by the Company

3 for each district?

4

5

6 Havasu

7

It is necessary to increase (decrease) accumulated depreciation by the

following amounts for each district:

Agua Fria

Mohave Water Mohave WW

8 Sun City West

($718,594)

($175,741 )

$11 ,065 Tubae

($4,659)

($62,797)

($1 ,550)

9

10 Please discuss RUCO rate base adjustment #1 pertaining to the PV

11 district.

12

13

14

15

This adjustment conforms with the Company's revised level of test-year

depreciation rates as explained in Arizona-American's response to RUCO

data request RLM 1.31 that increases accumulated depreciation by

$100,554.

16

17 RUCO Rate Base Adjustment #2 - AIAC 8< CIAC Associated with CWIP

18

19

20

Did the Company make an adjustment to remove AlAC and CIAC from

rate base that the Company claims is associated with CWIP?

Yes. This adjustment .is common to all seven districts filed in this case.

21

22

23

A.

A.

Q.

Q.

A.

Q.

11
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1 Does RUCO agree with the Company's adjustment to remove the AIAC

2 and CIAC that it claims is CWIP related?

3 No. Arizona has historically excluded CWIP in rate base and historically

4 included CIAC in rate base. Thus, under RUCO's recommendations,

5

6

Arizona-American is being afforded the same rate base treatment for

these two items that every other utility in Arizona is afforded.

7

8

9

What adjustment is necessary to support RUCO's recommendation to

include test-year end AIAC and CIAC balances?

10

11

12

It is necessary to reverse the Company's requested adjustments to AIAC

and CIAC. The Company claims that AIAC and CIAC supports CWIP.

The adjustment will increase the AIAC and CIAC balances and thus,

13 reduce rate base as follows:

14

15 AIAC CIAC

16

17

Agua Fria

Havasu

$ 3,432,286

10,645

18 Mohave Water $ 291,910

19 Mohave WW

94,453

65,395

20 322,588

21

Paradise Valley

Sun City West 17,318

22 Tubae 20,266

23

A.

Q.

A.

Q.

12
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1 RUCO Rate Base Adjustment #3 - Various Adjustments Pertaining to Different

2 Districts

3 Please explain RUCO rate base adjustment #3 as it pertains to Agua Fria

4 and Mohave Water Districts.

5

6

7

8

9

10

11

12

This is a specific adjustment for Agua Fria and Mohave Water Districts to

conform with the Company's response to Staff data request GTM 18.7, 2f1d

Supplement. The Company stated, "An error was made to Mohave Water

by reducing CIAC for a disbursement which belonged in the Agua Fria

Water district." The CIAC was correctly transferred but no corresponding

adjustment had been made to correct the accumulated amortization

balance for the two districts. This adjustment decreases Agua Fria's CIAC

balance by $28,016 and increases Mohave Water CIAC by $27,517.

13

14

15

16

17

18

19

20

Please discuss RUCO rate base adjustment #3 to Paradise Valley.

This is a specific adjustment for the PV Water District to conform with the

Company's response to RUCO data request 1.34. it relates to the

removal of post-test-year plant adjustment, Well #12, which the Company

later removed from this rate case. The Company had never received the

proper permits to begin construction. It reduces post test-year plant by

$2,109,032.

21

22

23

A.

A.

Q.

Q.

13
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1 Please discuss RUCO rate base adjustment #3 to Sun City West Water

2 District.

3 This is a specific adjustment for the Sun City West Water District to

4 conform with the Company's response to Staff data request DH 4.3. The

5 Company's response stated the following:

However, while investigating these retirements, we found that
$70,000 was for  an est imate of tanks in Paradise Val ley.
Therefore, the $70,000 retirement should be reversed in Sun City
West.

The actual amount of $68,702.47 should be retired from PV
tanks.

Also, 2 of the 6 retirement work orders totaling $6,672 are actually
Sun City electric pump retirements rather than Sun City West
electric pump retirements, and should be reversed in Sun City West
and corrected on the books of Sun City.

6
7
8
9

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

The Company recommends Staff makes [sic] these changes in its
direct case.

22 What adjustment did RUCO make to correct the erroneous booked plant

23 items?

24

25

RUCO witness, Mr. Moore, increased plant in service by the amount of

$76,672 and increased accumulated depreciation by $76,531 for a net

26 adjustment of $141 _

27

28

29

30

A.

Q.

A.

Q.

14
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1 RUCO Rate Base Adjustment #4 - Various Adjustments Pertaining to Different

2 Districts

3

4

5

6

7

8

9

Please expoain RUCO's rate base adjustment #4 for Agua Fria and Sun

City West Water Districts.

This particular adjustment for the two districts is a derivative from Staff

data request GB 9.4. The data request asked the Company to provide

support for certain plant additions for years 2003 through 2007 for several

accounts. The Company's response identified two plant items in Account

311200 - Electric Pumping Equipment - that were booked to the wrong

10 water district in 2005.

11

12

13

14

Arizona-American had originally booked the two plant items to Sun City

West rather than the proper district of Agua Fria. This adjustment properly

transfers the plant items to the Agua Fria District from the Sun City West

to District.

16

17 What adjustment was necessary to properly transfer the two plant items to

18

19

20

21

22

23

the appropriate district?

RUCO witness, Mr. Moore, removed $18,581 for the two plant items from

Sun City West and transferred the same amount to the Agua Fria District.

An accommodating adjustment was also necessary to remove the

accumulated depreciation from the Sun City West District of $860 and add

$2,375 of accumulated depreciation to the Agua Fria District.

A.

A.

Q.

Q.

15
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1 Please explain RUCO's rate base adjustment #4 to the Mohave

2 Wastewater District.

3 RUCO's rate base adjustment #4 to Mohave Wastewater removes 50

4

5

6

7

percent of the Company's post test-year Wishing Well Treatment Plant

expansion adjustment from plant in service. Additional discussion on the

facility is being presented in the direct testimony of RUCO witness William

A. Rigsby.

8

9

10

11

12

13

What rationale did RUCO use in making the adjustment to remove 50

percent of the Company's post test-year adjustment for the Wishing Well

Treatment Plant expansion?

RUCO used the rationale to remove 50 percent of the plant that is based

on the accepted ratemaking concept of "not currently used and useful."

14

15 What evidence did RUCO collect in its analysis that led it to conclude the

16 plant is not currently used and useful in providing service to the existing

17 customers?

18

19

20

21

22

23

Test-year end level of customers was approximately 1,235. The original

plant, excluding the expansion, sewed that level of customers adequately.

In Staff data request DH 16.2, Staff Engineer, Ms. Dorothy Hains, stated

"based on the projected next five year growth rate and 2007 wastewater

flow data, this project is more than 50% overbuilt." The Company

responded to the same data request saying that the economy slowed

A.

A.

Q.

A.

Q.

Q.

16
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1 during construction of the plant but still has the signed commitments from

2 the developers.

3

4

5

6

7

What is RUCO's position regarding Staff's proposed five year study that

the plant is overbuilt by 50 percent?

RUCO position is that 50 percent of the plant expansion be currently

excluded from rate base until it is deemed used and useful. We also

8

9

10

11

12

13

understand that development has slowed tremendously as the economy is

in a downturn. There is no indication that the economy has begun to level

off. Most economists predict that it has not bottomed out yet. There is no

clear sign when the economy will fully recover. RUCO does not believe

the current ratepayers should be strapped with the excess capacity until

the developments are built out.

14

15

16

17

18

Please explain the RUCO's Paradise Valley rate base adjustment #4.

This is the same adjustment as explained in RUCO rate base adjustment

#1. The primary reasons leading to the adjustment is the mid-month

depreciation convention utilized by RUCO and different depreciation rates

in a few instances.19

20

21

22

23

A.

A.

Q.

Q.

17
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1 What adjustment did RUCO make to account for the differences

2 mentioned above?

3 Mr. Moore made an adjustment to decrease accumulated depreciation by

4 $456,414.

5

6 RUCO Rate Base Adjustment #5 - Deferred Debits with the Exception of

7

8

9

Paradise Valley

Please discuss RUCO's rate base adjustment #5 to deferred debits.

This adjustment is common to six of the seven districts excluding PV. I

10 will discuss the PV adjustment later in this section.

11

12

13

14

RUCO's rate base adjustment #5 conforms with the Company's response

to Staff's data request GWB 17.1. The Company concluded upon further

investigation of the details that the amount for deferred debits as filed in its

15

16

rate application was incorrect. The Company provided a spreadsheet

updating the new calculations for deferred debits in each district.

17

t8 What adjustments were necessary to properly reflect the new amounts for

19 the deferred debits?

20

21

The following adjustments were necessary to increase (decrease) rate

base in the amounts below:

22 Havasu

23

Agua Fria ($ 3,321 ,116)

Mohave Water ($ 1,649,972) Mohave WW

($ 145,701)

$ 7,701

A.

A.

Q.

Q.

A.

Q.

18
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Direct Testimony of Timothy J. Coley
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. SW-01303A-08-0227

1 Sun City West $ 892,284 Tubae ($51,122)

2

3

4

5

Please discuss RUCO's PV rate base adjustment #5.

This is the corresponding adjustment that Mr. Moore made and was

discussed in the Sun City West rate base adjustment #3. I will reiterate

6 what I provided in that response here.

7

8 This specific adjustment for the PV Water District conforms to the

9 Company's response to Staff data request DH 4.3. The Company's

10 response stated the following:

However, while investigating these retirements, we found that
$70,000 was for an est imate of tanks in Paradise Val ley.
Therefore, the $70,000 retirement should be reversed in Sun City
West.

The actual amount of $68,702.47 should be retired from PV
tanks.

Also, 2 of the 6 retirement work orders totaling $6,672 are actually
Sun City electric pump retirements rather than Sun City West
electric pump retirements, and should be reversed in Sun City West
and corrected on the books of Sun City.

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

The Company recommends Staff makes [sic] these changes in its
direct case.

27

28

29

30

A.

Q.

19
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1 What adjustment did RUCO make to correct the erroneous booked plant

2 items?

3

4

RUCO witness, Mr. Moore, decreased plant in service by the amount of

$68,702 and decreased accumulated depreciation by $90 for a net

5 adjustment of $68,612.

6

7 RUCO Rate Base Adiustment #6 - Working Capital with the Exception of

8 Paradise Valley

g

10

11

What amount of working capital is the Company requesting?

The Company is requesting a total of $3,736,152 for working capital,

inclusive of all seven districts. The amount for each individual district is

12 shown below, excluding PV:

13

14 Havasu

15 Mohave WW

16

Agua Fria $ 1,816,928

Mohave Water $ 434,422

Sun City West $ 561 ,556 Tubae

$ 111,462

$ 62,360

$ 43,709

17

18 PV was excluded from the list above because it will be included in RUCO

19 rate base adjustment #7.

20

21

22

23

A.

Q.

A.

Q.

20
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1 How did the Company determine the requested amount of working

2

3

capital?

The Company determined its working capital request utilizing a lead/lag

4 study.

5

6

7

8

9

Please explain the concept of working capital?

A company's working capital requirement represents the amount of cash

the company must have on hand to cover any differences in the time

period between when revenues are received and expenses must be paid.

10 The most accurate way to measure the working capital requirement is via

11

12

a lead/lag st.udy. The lead/lag study measures the actual lead and lag

days attributable to the individual revenues and expenses.

13

14

15

Are you proposing any adjustment to the Company-proposed working

capital?

16 Yes. An adjustment is necessary to restate the working capital

17

18

19

20

requirement based on 1) my recommended level of operating expenses,

2) corrections to certain lead/lag days, 3) inclusion of interest expense,

and 4) exclusion of non-cash expenditures. These adjustments are shown

on the Schedules RLM-5, page 1 and 2 for each district and decrease the

21 amount of working capital accordingly.

22

23

A.

A.

Q.

A.

Q.

Q.

21
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1 Other Working Capital Adjustments

2 Please explain the purpose of the adjustments RUCO recommends to

3 working capital proposed by the Company.

4 The f i rst  part  of the adjustment is related to correct ions RUCO

5 recommends to various revenue and expense lead/lag days as proposed

6 by the Company's lead/lag study. The second element to the working

7 capital adjustment is the inclusion of interest expense in determining cash

8 working capital. The final component eliminates all non-cash operating

9 expenses that the Company included in its cash working capital lead/lag

10 study calculations.

11

12 RUCO Adjustments to Lag Davs

13

14

15

16

17

18

19

Please explain RUCO's adjustments to the Company's lead/lag days in its

Lead/Lag Day study for all Arizona-American Districts in this case.

After analyzing the Company's lead/lag study, RUCO made necessary

adjustments to three areas of the Company's study shown in the

Company's work papers titled "Lead-Lag". Specifically, RUCO adjusted

the Company's lead/lag days, 1) to recalculate the revenue lead/lag days

using individual bills from each district and to compare then with the

20

21

22

23

Company's previous lead/lag studies from prior rate cases, 2) to include

an expense lag for interest expense, 3) to correct property tax expense lag

days, 4) to adjust for fuel/power expense lag days in some districts, and 5)

to adjust the income tax lag days from 30.13 days to 28.75. These

A.

Q.

A.

Q.

22
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1 adjustments result in a change to the Company's proposed net lag days

2 as shown on the respective RUCO Schedules RLM-5, page 2. Finally, I

3 excluded the non-cash operating expense of depreciation/ amortization

4 and rate case expense as was approved by the Commission in the

5 Company's previous two Paradise Valley decisions and the last Mohave

6 Water and Wastewater decision.

7

8

9

10

All revenue lead/lag studies are in RUCO's individual districts work papers

and all generic adjustments to any expense lag days can be found in the

Havasu District work papers.

11

12

13

Inclusion of Interest Expense to Lead/Lag Study

Discuss RUCO's first adjustment to interest expense lag that affects

14

15

16

working capital.

The Company simply did not include the interest expense in its calculation

for the lead/lag study. It is appropriate to include interest expense in the

17

18

lead/lag calculations since ratepayers compensate

interest expense via cost of capital.

the Company for

RUCO had obtained the terms,

19

20

21

22

payment dates, and payment amounts on the debt instruments in the most

recent Mohave Water and Wastewater rate case (Decision No. 69440,

dated May 1, 2007). That information provided RUCO with the elements

necessary to construct a lead/lag study for interest expense.

23

A.

Q.

23
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1 As shown on Schedule RLM-5, page 2 and RUCO Havasu work papers,

2 the interest expense lag days equated to 106.52 days.

3

4

5

6

7

8

9

10

11

12

13

Referring to Schedule RLM-5, page 2, line 17, titled "Interest," please

explain the figures and calculations pertaining to line 17.

Referring to the above referenced schedule, the first number on line 18

Column (B) is the synchronized interest amount found on the respective

Schedules RLM-1, page 2. The second figure is the same amount found

in the respective Column (C) Schedule, line 17 because the Company

failed to include any interest expense in its lead/lag calculation study.

Column (E), line 18, the "Dollar Days," is the respective amount of the

synchronized interest multiplied by 106.52 lag days calculated on RLM-5,

page 2 and in RUCO's Havasu work papers.

14

15

16

17

18

19 However,

20

21

22

Revenue Lead/Lag Days Correction

Please discuss RUCO's adjustment to the Company's revenue lag days.

The Company calculated a range of 46.25 to 50.13 lag days associated

with the amount of time between the mid-point of the service period and

when the Company receives payment for the water service.

RUCO performed a revenue lead/lag analysis for each district and

determined an adjustment was necessary to restate the Company's

revenue lag as shown in RUCO's respective districts work papers.

23

A.

A.

Q.

Q.

24



4

Direct Testimony of Timothy J. Coley
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. SW-01303A-08-0227

1 What method and/or analysis did RUCO perform in determining its

2 recommended revenue lag days for each district?

3 In RUCO data request 8.01, RUCO requested fifteen copies of actual bills

4 in each district in this case for various customer classifications

5

6

7

8

9

(proportionately by classifications by number of customers served in that

class). By utilizing this sample of bills, RUCO was able to ascertain the

service period, therefore the mid-point service period was established, and

the bill date, which establishes the billing lag days. The pay lag is

determined by adding the number of days from the bill date to the due

10 date. The total revenue lag days are the sum of the 1) mid-point service

11

12

period, 2) billing lag days, and 3) pay lag days. These calculations are

shown in RUCO's work papers. This accurately reflects the districts' cash

13 working capital needs.

14

15

16

17

Did RUCO compare its revenue lead/lag days with previous Arizona-

American lead/lag revenue days when the Company provided a lead/lag

study to determine the reasonableness of the Company's proposed total

18

19

20

21

22

revenue lag days as filed?

Yes. RUCO's analysis determined that the Company's pay lag days were

excessive by approximately eight to ten days for each district. Previous

Arizona-American lead/lag studies for the revenue lag days are nearly

identical to RUCO's in this case (See RUCO Exhibit 1).

23

A.

Q.

A.

Q.

25
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1 Did RUCO compare other Arizona utilities to determine the

2 reasonableness of the Company's proposed total revenue lag days as

3 filed?

4 Yes. I reviewed several other privately held and investor owned utility

5

6

7

8

9 case.

10

11

12

13

14

companies in Arizona. The Arizona Water Company - Western Group

lead/lag study (Commission Decision No. 68302), a recent Southwest Gas

rate filing, and an Arizona Public Service Company ("APS") previous rate

application to make comparisons with what Arizona-American filed in this

Arizona Water Company's Western Group consisted of five

separate water systems. Each system was calculated independently with

revenue lags ranging from 27.56 to 29.24 for an overall average of 27.80

revenue lag days (Commission Decision No. 68302 approved these lag

days). Southwest Gas and APS's lead/lag studies resulted in revenue

lags of 40.62 and 41 .81 days respectively.

15

16

17

RUCO's comprehensive analysis determined that the revenue lead/lag

days as computed by the Company are excessive.

18

19

20

21

22

23

Property Tax Lead/Lag Days Correction

Please explain the adjustment RUCO made to the Company's property tax

expense lead/Iag days.

This adjustment was necessary to correct the lead/lag days the Company

calculated for property tax expense as authorized in Decision No. 69440

A.

Q.

A.

Q.

26
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1 to 212.50 days. The Company used a payment date three-weeks earlier

2 than the taxes were due. That one correction results in approximately the

3 same lag days as RUCO calculates.

4

5

6

7

8

RUCO takes issue with one other aspect of the Company's method used

to calculate property taxes. AZ-AM is using the date it actually made

payment as opposed to the date before the taxes become delinquent.

The Company's use of calculating from the midpoint of the service period

9

10

to the payment date reduces the lag days and thereby artificially increases

the need for cash working capital. The Commission should reject this.

method11

12

Allowance of such a would discourage effective cash

management because a regulated/monopoly utility would be assured that

13

14

15

16

ratepayers through cash working capital allowances would compensate

such inefficiencies in cash management. Every Arizona company, public

or private, and individual is required to pay Arizona property tax on the

same basis and dates. There are no deviations between any for-profit

17 company and/or individual.

18

19

20

21

22

23

27
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1

2

3

4

5

6

What adjustment is necessary to correct the lag days associated with the

Company's property tax lag day calculation?

RUCO recommends the use of 212.50 lag daysl  rather than the

Company's 201 days. In Commission Decision No. 68302, Arizona Water

Company utilized 212 lag days for property tax expense. Southwest Gas

and APS used 211 lag days and 213 respectively in recent filed rate cases

7 with the Commission.

8

g

10

11

What was RUCO's total adjustment to working capital?

RUCO's total working capital adjustments reduce the seven rate bases by

a total of $2,881 ,577 as shown on the respective Schedule RLM-5, page 1

12

13

of 2. Excluding PV, the adjustment for each district is shown below:

$ 1,318,023 Havasu $ 57,366

14

Agua Fria

Mohave Water $ 311,647 Mohave WW $ 65,685

15 Sun City west $ 486,364 Tubae $ 24,455

16

17

18

19

Please explain RUCO's PV rate base adjustment #6 for deferred assets.

RUCO's adjustment #6 for PV is the equivalent of all the other districts

rate base adjustment #5 as was discussed earlier. I will repeat the reason

20 for this adjustment for the sake of simplicity.

21

1 This number will vary insignificantly depending on the midpoint utilized (i.e., June 30"' or July let) and
due dates employed (i.e., April 30"' or May let). The range should be 211 - 213.5.

A.

A.

Q.

Q.

A.

Q.
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1 RUCO's rate base adjustment #6 for PV conforms with the Company's

2 response to Staff's data request GWB 17.1. The Company concluded

3 upon further investigation of the details that the amount for deferred debits

4 as filed in its rate application was incorrect. The Company provided a

5 spreadsheet updating the new calculations for deferred debits in each

6 district.

7

8

9

What adjustment was necessary to properly reflect the new amount of the

deferred debits for PV?

10

11

The following adjustment was necessary to decrease Paradise Valley's

rate base by $1 ,083,637.

12

13

14

RUCO Rate Base Adjustment #7 - Agua Fria Water District - White Tanks CWIP

and Paradise Valley .- Working Capital

15

16

Please discuss the Agua Fria White Tanks CWIP rate base adjustment.

RUCO witness, William A. Rigsby, addresses this adjustment in his

17 testimony.

18

19

20

Since RUCO fully explained its working capital adjustment in rate base

adjustment #6, what adjustment was necessary for PV to reflect RUCO's

21

22

recommended level of working capital?

RUCO recommends reducing the working capital for PV by $618,037.

23

A.

A.

A.

Q.

Q.

Q.
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1 Does this conclude your direct testimony?

2 Yes, it does.

I

A.

Q.

30
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APPENDIX 1

Qualifications of Timothy J. Coley

WORK HISTORY

July 2000 _ Present: RESIDENTIAL UTILITY CONSUMER OFFICE, Phoenix, Arizona
Public Utilities Analyst v. The Residential Utility Consumer Office (RUCO) is a
consumer advocate group providing residential consumers a voice in utility regulation and
backed by a professional staff with legal and financial expertise. Responsibilities include:
audited, reviewed and analyzed public utility companies various filings, prepared written
testimony, schedules, financial statements, and spreadsheet models and analyses.
Testified and stand cross-examination before the Arizona Corporation Commission.

January 2000 - April 2000: JACKSON HEWITT TAX SERVICE, Phoenix, Arizona
Tax Preparer. Interviewed clients, determined tax situation, and explained how the tax
laws benefited them in their specific situation. Ensured that each customer received
every deduction that they were entitled. Prepared individual and business income tax
returns, which best utilized each specific situation that minimized their tax obligations.

May 1998 - November 1999: BENEFITS CONSULTING, Cypress, Texas
Consultant Assistant. The consulting firm specialized in alleged medical claim charges
brought against the government of Harris County in Houston, Texas. Assisted in the
review, examination, and analysis of the attested charges. Determined if the purported
medical claim charges were prudent, customary, and reasonable for the alleged
sustained injuries. The firm analyzed cases for both the County's Risk Department and
Attorneys Office.

January 1992 - April 1998: PHOENIX SERVICES, Villa Rica, Georgia
Owner. Provided landscaping services primarily in a high growth gated community where
the Property Owners' Association approved mandated ordinances to be strictly adhered
and abided by, Coordinated and supervised all aspects of projects from inception to
completion, from master planning to site design to installation.

May 1989 - October 1991: GEORGIA PUBLIC SERVICE COMMISSION, Atlanta, GA
Senior Auditor. The Public Service Commission (PSC) was responsible for regulating
many intrastate telecommunications, electric, and gas utility industries operating in
Georgia. It was the PSC's job to ensure that consumers received adequate and reliable
service at reasonable rates. It must also assure the utility companies and investors an
opportunity to earn a fair rate of return on prudent investments. The Commission
participated significantly in Georgia's economic health and growth. I was promoted to the
PSC's Electric/Gas Division where I examined, verified, and analyzed various financial
documents, accounting records, reports, ledgers, and statements. In addition, I was
assigned to automate the PSC's Electric Division where l utilized a computer application
process that I had developed earlier while with the (PSC) Telecommunication Division. I
was later ascribed to work in conjunction with the Engineering Department and
established a procedure to track and compare costs of operation and maintenance
(O&M) expenses of nuclear electric generating plants. This effort determined a
comparative price per kilowatt-hour produced that influenced the awareness for the
company to control the O&M costs, which benefited the consumer through lower prices.

Developed computer application system that streamlined audit procedures by 30 - 40%.
Various other schedules were implemented to track, maintain, and control costs.



TIMOTHY J. COLEY (Page 2)

GEORGIA PUBLIC SERVICE COMMISSION (continued)

November 1986 - April 1989: Georgia Public Service Commission, Atlanta, Georgia
Auditor. Regulated telecommunications and also oversaw the deregulation process that
was currently under way in that industry. Examined and analyzed accounting records to
determine financial status of companies and prepared financial reports concerning audit
findings. Reviewed data including payroll, time sheets, purchase vouchers, cash receipt
ledgers, financial reports, and disbursements. Verified statewide telephone company
transaction classifications and documentation.

Developed computer application uti l izing Lotus to completely automate and
streamline the entire telecommunication audit process. The results saved 25% in field
audit time and produced a product of professional appearance.
Created, coordinated, and implemented "Operational Project Training" automated
procedure-training program. Trained and supervised staff of five auditors.
Computerized "Desk Audit Analysis" program that identif ied 11 independent
telephone companies in the state of over-earning and resulted in $4.1M annual
savings to the Georgia ratepayers affected.

October 1985 - October 1986: Georgia Public Service Commission, Atlanta, Georgia
Junior Auditor. Assisted in planning and performing telecommunication audit
engagements. Examined financial records, internal management control,
correspondence, bills, and records of services delivered in order to verify or recommend
compliance with company specifications contained in contracts, agreements, regulations,
and/or laws.
• As a special project, I was assigned to analyze the results of a survey designed to

evaluate "Interest in Organizing a Multi-State Nuclear Management Review Group"
by the Director of Utilities. Wrote the draft and findings for the speech that was
presented to all participatory commissions.

PROFESSIONAL MEMBERSHIPS
Elected Member of the National Honor Society for Public Affairs and Administration.
Active Member of Delta Sigma Pi - Professional Business Fraternity.

SPECIAL TRAINING AND CERTIFICATES
•

•

•

The Graduate School of Business Administration - Michigan State University,
completed the Annual Regulatory Studies Program of the National Association of
Regulatory Utility Commissioners.
Completed Graduate Exit Paper on "Deregulation of the Electric Industry".
Attended Eastern Utility Rate School in 2000 and 2005.

EDUCATION
•

•

Currently enrolled at Arizona State University - West in the Post Baccalaureate
Graduate Certificate Program in Accountancy with two courses remaining.
Master of Public Administration, State University of West Georgia, 1997, GPA 3.5.
BS Business Management & Administration, Minor in Economics, Sorrel School of
Business, Troy State University, 1985.
AA Business Administration, Miles Community College, 1981 .



RESUME OF PUBLIC UTILITY RATE CASES & AUDITS PARTICIPATION

Residential Utility Consumer Office For Years 2000 To Present

Arizona-American Water Company - Docket No. WS-01303A-05-0405

Arizona Public Service Co. Docket No. E-01345A-03-0437

Tucson Electric Power Company - Docket No. E-01933A-04-0408

UniSource Merger - Docket No. E-04230A-03-0933

Arizona-American Water Company - Docket No. WS-01303A-02-0867

Arizona Water Company (Eastern Group) - Docket No. W01445A-02-0619

Litchfield Park Service Company - Docket Nos. W-01427A-01-0487 &
SW-01428A-01-0487

Arizona Water Company (Northern Group) - Docket No. W-01445A-00-0962

Rio Verde Utilities, Inc. -- Docket Nos. W-02156A-00-0321 &
SW-02156A-00-0323

Arizona-American Water Company (Paradise Valley) .-
Docket Nos. W-01303A-05-0405 &

W-01303A-05-0910

Arizona-American Water Company (Mohave District) -
Docket No. WS-01303A-06-0014

Arizona-American Water Company (Sun City & Sun Cit West Wastewater) -
Docket No. WS-01303A-06-0491

Arizona-American Water Company - Docket No. W-01303A-07-0209

Chaparral City Water Company - Docket No. W-02113A-07-0551

l
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Georgia Public Service Commission For Years 1985 - 1991

Atlanta Gas Light Company

Georgia Power Company

Atlanta Gas Light Company (Management Audit)

Georgia Power Company

Trenton Telephone Company

Fairmont Telephone Company

Elli jay Telephone Company

GTE, Inc.

ALL-TEL Telephone Company

Citizens Utilities Co.

Ball Ground Telephone Company

Lanett Telephone Company

Brantley Telephone Company

Blue Ridge Telephone Company

Waverly Hall Telephone Company

St. Marys Telephone Company

Darien Telephone Company

Statesboro Telephone Company

Statesboro Telephone Co-op

Wilkes Telephone Company
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ARIZONA-AMERICAN WATER COMPANY
PARADISE VALLEY WATER DISTRICT
TEST YEAR ENDED DECEMBER 31, 2007
RATE BASE ADJ. #7 - WORKING CAPITAL
REVENUE LAG ANALYSIS

DOCKET nos. SW & W-01303A-08-0227

(A) (B)
SERVICE PERIOD

(C) (D) (E) (F) (G) (H) (|)

LINE
no. BEGINNING ENDING

MID-POINT
SERVICE
PERIOD BILL DATE

BILLING
LAG DUE DATE PAY LAG

REVENUE
LAG DAYS

AMOUNT
OF BILL

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

1/24/2007
6/12/2007
4/2/2007

2/12/2007
4/20/2007
9/11/2007

11/19/2007
3/13/2007

10/11/2007
9/10/2007
4/16/2007
8/6/2007

12/20/2006
9/7/2007

11 I12/2007

2/23/2007
7/12/2007
5/1 /2007
3/8/2007

5/18/2007
10/9/2007

12/20/2007
4/12/2007

11/12/2007
10/8/2007
5/14/2007

9/4/2007
1/18/2007
10/5/2007

12/13/2007

15.00
15.00
14.50
12.00
14.00
14.00
15.50
15.00
15.00
14.00
14.00
14.50
14.50
14.00
15.50

2/28/2007
7/17/2007
5/4/2007

3/13/2007
5/23/2007

10/12/2007
12/26/2007
4/18/2007

11/15/2007
10/11/2007
5/17/2007

9/7/2007
1/24/2007

10/10/2007
12/18/2007

5.00
5.00
3.00
5.00
5.00
3.00
6.00
6.00
3.00
3.00
3.00
3.00
6.00
5.00
5.00

3/20/2007
8/6/2007

5/24/2007
4/2/2007

6/12/2007
11/1 /2007
1/15/2008
5/8/2007

12/5/2007
10/31 /2007

6/6/2007
9/27/2007
2/13/2007

10/30/2007
1/7/2008

20.00
20.00
20.00
20.00
20.00
20.00
20.00
20.00
20.00
20.00
20.00
20.00
20.00
20.00
20.00

40.00
40.00
37.50
37.00
39.00
37.00
41 .50
41 .00
39.00
37.00
37.00
37.50
40.50
39.00
40.50

$1 ,891 .35
299.85
342.41
45.95

114.94
1 ,116.28

39.63
447.9a
576.57
510.92
25.43

1,545.76
14.56
66.31
83.05

AVERAGES 14.50 4.40 20.00 38.90

REFERENCES:

. C
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EXHIBIT JMR-R134

11

Corrected Lead/Lag Study



Urn

Arizona American Water Company
Test Year Ended December 10, 2004
Lead/Lag Study - Working Cash Requirement

Exhibit JMR-RB4
Schedule
Page 1
Witness: Reiker

PARADISE VALLEY

Line
No.

Test Year
Adjusted
Results

Revenue
Lag

Davs°

Expense
Lag

Days

Net
Lag

Davs

Lead/
Lag

Factor

Cash
Working
Capital

Required

s 38.3000
38.3000
38.3000
38.3000
383000
38.3000
38.3000
38.3000
38.3000
38.3000

12.0000 /
38.1148 J
30.0000 /
(3.8800) /`
(4.6445) f
45.0000 /
45.0000 /

(10.6818)

26.3000
0.1552
8.3000

42.1800
42.9445
(6.7D00)
(6.7000)
48.9818
38.3000

8.3000

0.0721
09005
0.0227
0. 1156
0.1177

(0.0184)
(0.01B4)
0.1342
0.1049
0.0227

s527,708
827,908

16,499
554,302
117,720

26,525
48,923
e4,a78

799,234
655,707 30.0000 /

38,024
420
375

64,056
13,850

(489)
(B98)

8,706
83,865
14,911

42,405
215,214
420,233

38.3000
38.3000
38.3000

26.3188
177.5000
37.0000

11.9812
(1391000)

1.3000

0.0328
(0.3814)
0.0036

1.392
(82,458)

1,497

OPERATING EXPENSES
Labor

/ Fuel 8- Power
/ Chemicals
/ Management Fees
I Group Insurance
/ Pensions
J Insurance Other Than Group
/ Rents
/ Depreciation & Amortization
/ Other Operating Expnses'

TAXES
/ Taxes Other than Income

Property Taxes
Income Taxi

RETURN
Interest on Debi*

/ Return on Equity
520,071
668,485

38.3000
38.3000

107.2300 (68.9300)
38.3000

(o. 1888)
0.1049

(98,215)
70,145

WORKING CASH REQUIREMENT s 115,182

1
2
3
4
5
G
7
8
10
11
12
13
14
15
16
17
LB
19
20
21
22
23
24
25
26
27
28
29
30
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Direct Testimony of Rodney L. Moore
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. SW-01303A-08-0227

1 INTRODUCTION

2

3

Please state your name, position, employer and address.

Rodney L. Moore, Public Utilities Analyst V

4

5

6

Residential Utility Consumer Office

1110 West Washington Street, Suite 220

Phoenix, Arizona 85007.

7

8

9

10

11

12

Please state your educational background and qualifications in the utility

regulation field .

Appendix 1, which is attached to this testimony, describes my educational

background and includes a list of the rate case and regulatory matters in

which l have participated.

13

14

15

16

t7

18

Please state the purpose of your testimony.

The purpose of my testimony is to present RUCO's recommendations

regarding Arizona-American Water Company ("Company" or "AZ-AM")

application for a determination of the current fair value of its utility plant

and property and for increases in its rates and charges based thereon for

19

20

utility service. The test year utilized by the Company in connection with

the preparation of this application is the 12-month period that ended

21 December 31 , 2007.

22

23

A.

Q.

A.

Q.

A.

Q.

2



Direct Testimony of Rodney L. Moore
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. sw-01303A-08-0227

1 BACKGROUND

2

3

4

Please describe your work effort on this project.

I obtained and reviewed data and performed analytical procedures

necessary to understand the Company's filing as it relates to operating

5

6

7

8

9

10

income, rate base, the Company's overall revenue requirement and rate

design. My recommendations are based on these analyses. Procedures

performed include the in-house formulation and analysis of several sets of

data requests, the review and analysis of Company responses to

Commission Staff data requests, conversations with Company personnel

and the review of prior ACC dockets related to AZ-AM.

11

12 The Company's filing consists of an application for increases in rates and

13 charges for seven Districts: Agua Fria Water District, Havasu Water

14 District, Mohave Water and Mohave Wastewater Districts, Paradise Valley

15 Water District, Sun City West District and Tubac Water District.

16

17

18

19

20

21

22

23

RUCO's participation in this proceeding is the cumulative effort of three

RUCO witnesses, myself (Rodney L. Moore), Timothy J. Coley and

William A. Rigsby. For the review and analysis procedures, specific

Districts were assigned to Mr. Coley and myself. l was assigned Paradise

Valley Water District ("PV")» Sun City West Water District ("SCWW"),

Tubac Water District ("Tubae") and Agua Fria Water District ("Agua Fria").

Mr. Coley was assigned Havasu Water District, Mohave Water District and

A.

Q.

3



Direct Testimony of Rodney L. Moore
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. SW-01303A-08-0227

1

2

3

Mohave Wastewater District. However, to avoid confusion and duplication

the testimony filed by RUCO in support of its analysis was allocated

among the analysts by ratemaking elements.

4

5

6

7

8

Please explain how these ratemaking elements were allocated?

l will address issues related to operating income. Mr. Coley will address

issues related to the rate base. Mr. Rigsby will provide an analysis of cost

of capital, Paradise Valley Water District's public safety and system-

9 benefit surcharges, Tubae Water District's arsenic cost recovery

10

11

12

mechanism ("ACRM"), the Company wide fuel and power supply adjustor,

and the pro forma tank maintenance expense. Moreover, each witness

wil l address the appropriate revenue requirement for the Districts

13 analyzed .

14

15 Also, I will address rate design in my testimony to be filed January 18,

16 2009.

17

18

19

20

Please identify the exhibits you are sponsoring.

I am sponsoring Schedules for PV, SCWW, Tubae and Agua Fria

numbered RLM-1 through RLM-14.

21

22

23

A.

Q.

A.

Q.



Direct Testimony of Rodney L. Moore
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. SW-01303A-08-0227

1 SUMMARY OF ADJUSTMENTS

Please summarize the adjustments to the operating income in your

testimony

My testimony addresses the following issues

Operating Income

RUCO is in substantial agreement with several of the Company's pro

forma adjustments. Nevertheless, RUCO reserves the right to alter its

position if additional evidence is produced in this case, which warrants

RUCO to reconsider its position. RUCO did not make any adjustments to

Company's pro-forma adjustments identified as

Unbilled revenue

Eliminate Surcharges

Miscellaneous Revenue Adjustments

Annualize Arsenic Cost Recovery Mechanism ("ACRM") Surcharge

Annualize Year-End Customers

Annualize Payroll Expense

Annualize Power Expense

Annualize Purchased Water Expense

Annualize Management Fees Expense

Annualize Pensions Expense

Annualize Insurance Expense

Annualize 401 (k) Expense

Remove Central Arizona Project ("CAP") Revenue and Expense

Interest Synchronization

Annualize Postage Increase

One-Time Service Company Charges

Adjust Conservation Expense



Direct Testimony of Rodney L. Moore
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. SW-01303A-08-0227

1

2

3

4

Adjustment To Remove Prior Period Labor Adjustment, and

Remove Groundwater Savings Revenue and Expenses In SCWW.

However, through the analytic process, RUCO did make prudent revisions

to the Company's filing. The RUCO operating income adjustments are

5 identified as:

6

7

Annualize Chemicals Expense - This is a conforming adjustment to reflect

a Company correction identified in its response to RUCO data request

8 1.37.

9 Amortize Rate Case ExDense - This adjustment is based on RUCO's

10 determination of the fair and reasonable cost to AZ-AM ratepayers for this

11

12

13

application process.

Waste Disposal Expense - This is a conforming adjustment to reflect a

Company correction identified in its response to Staff data request GTM

14 8.7.

15

16

17

18

19

Annualize Depreciation Expense and CIAC Amortization - This adjustment

reflects depreciation and amortization expenses calculated on RUCO's

recommended gross plant in service.

Annuaf Incentive Pay - This adjustment reflects a reasonable sharing of

costs between shareholders and ratepayers.

20

21

Labor Expense .- This is a conforming adjustment to reflect a Company

correction identified in its response to Staff data request GTM 8.2.

22 Line 21 Clean-Up

23

RUCO expanded the scope of the Company's

proposed adjustment to miscellaneous expense adjustments and removed

6
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Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. SW-01303A-08-0227

inappropriate expenditures not necessary in the provisioning of utility

service

Federal and State Income Taxes Expense - This adjustment reflects

income tax expenses calculated on RUCO's recommended revenues and

expenses

Rate Design

Please explain your contribution to RUCO's recommended rate designs

I was responsible for producing an accurate set of bill determinants for the

Districts analyzed (i.e. test-year customer bill counts and water

consumed). After reviewing the Company's workpapers, RUCO accepted

AZ-AM's bill determinants adjusted for weather normalization and

customer annualization. I will be filing Rate Design Schedules for all

Districts on January 18, 2009 as part of RUCO's rate design

recommendations. A discussion of RUCO's proposed rate design will be

contained in my testimony, also to be filed on January 18, 2009
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Arizona-American Water Company
Docket No. W-01303A-08-0_27
Docket No. SW-01303A-08-0227

1 REVENUE REQUIREMENTS

Please summarize the results of RUCO's analysis of the Company's filing

and state RUCO's recommended revenue requirement

As outlined in Schedule RLM-1I RUCO is recommending that the increase

in the Company's revenue requirement not exceed

PV DIFFERENCE

$3,101,550 $1,636,188 (351 ,465,362)

DIFFERENCE

$4,276,305 $3,375,778 <$900,527)

DIFFERENCETubae

$278,214 $210,004 ($68,210>

DIFFERENCEAqua Fria

($5,609,433)

My recommended revenue requirement percentage increase versus the

Company's proposal is as follows

$9,192,203 $3,582,770

PV DIFFERENCE

39.52% 20.85% (18679

DIFFERENCE

75.00% 59.21% (15.79%)

DIFFERENCETubae

65.17% 49.19% (15989

DIFFERENCEAqua Fria

48.85% 19.04% (29.81%)
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1 RUCO's recommended increase in Fair Value Rate Base ("FVRB") based

2 on the Original Cost Rate Base ("OCRB") is summarized on Schedule

3 RLM-12

4 PV AZ-AM RUCO

5 $40,864,986

AZ-AM

$37,018,940

RUCO6 SCW

7

8 Tubae

9

$37,901 ,085

AZ-AM

$1 ,527,454

AZ-AM

$38,261 ,042

RUCO

$1 ,433,161

RUCO

DIFFERENCE

<$3,836,046>

DIFFERENCE

$359,957

DIFFERENCE

($94,293)

DIFFERENCE10 Agua Fria

11 $96,976,396 664,667,787

12

($32,308,609)

RUCO's recommended required operating income is shown on Schedule

13 RLM-1 as:

14 PV

15

16 SCW

17

18 Tubac

19

20 Agua Fria

21

AZ-AM

$3,432,659

AZ-AM

$3,183,691

AZ-AM

$128,306

AZ-AM

$8,146,017

RUCO

$2,591 ,326

RUCO

$2,678,273

RUCO

$100,321

RUCO

$4,526,745

DIFFERENCE

(33841 ,333)

DIFFERENCE

($505,418)

DIFFERENCE

($27,985)

DIFFERENCE

($3,619,272)

22

23

9



Direct Testimony of Rodney L. Moore
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. SW-01303A-08-0227

1 OPERATING INCOME

2

3

Operating Income Summarv

Is RUCO recommending any changes to the Company's proposed

4 operating expenses?

5 Yes. RUCO witnesses analyzed the Company's twenty-five adjustments

6

7

to its historical test-year operating income and made several adjustments

to the operating income as filed by the Company. The cumulative review,

8

9

analysis and adjustments completed by each RUCO witness are

explained below.

10

11 AZ-AM Operating Income Adjustment SLH-4 - Annualize Chemicals

12 Expense

13 Please explain RUCO's adjustment to chemical expenses.

14

15

This is a specific adjustment for PV to conform with the Company's

revised level of arsenic-related chemical costs as explained in AZ-AM's

16 response to RUCO data request 1.37

17

18 AZ-AM Operating Income Adjustment SLH-8 - Amortize Rate Case

19 Expenses

20 Please explain your adjustment rate case expense.

21 RUCO's analysis

22

This adjustment considers several elements.

determined that even though the Company requested $612,000 in its

23 direct testimony, the Company made an error in its calculation and the

10

Q.

A.

A.

Q.

A.

Q.

lllllll
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1

2

actual amount the Company is requesting is $424,265. Moreover, the

Company made other computation errors when calculating the test-year

3 rate case expense level for several of the Districts.

4

5

6

RUCO believes the $424,265 actually computed by the Company is a fair

and reasonable financial burden to the ratepayers to prepare and process

7 this rate application, amortized over three years.

8

9 As shown on Schedule RLM-10, RUCO calculates each District's

10

11

amortized level of test-year rate case expense. RUCO's recommended

rate case expense level would mirror the Company's requested amount if

12 not for computation errors, such as:

SCWW -13

14

15

16

17

The Company failed to make an adjustment for the

rate case expenses associated with the prior rate case.

Tubac .- The Company used the incorrect 4-factor allocation value

in determining the District's level of rate case expense associated

with the instant case.

18

19

20

21

Mohave Water - The Company failed to make an adjustment for the

rate case expenses associated with the prior rate case.

Mohave Wastewater - The Company failed to make an adjustment

for the rate case expenses associated with the prior rate case.

22

23

2.

4.

3.

1.

11
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1 RUCO Operating Income Adjustment RLM-4 - Waste Disposal Expense

2 Please explain RUCO's adjustment to labor expenses.

3 This adjustment conforms with the Company's revised level of test-year

4 waste disposal as explained in AZ-AM's response to Staff data request

5 GTM 8.7.

6

7

8

AZ-AM Operating Income Adjustment SLH-11 .... Annualize Depreciation

Expense and Amortization of CIAC

9 Please explain your adjustment to annualize depreciation and amortization

10

11

12

13

of CIAC expense.

This adjustment reflects RUCO's level of test-year gross plant in service

multiplied by the depreciation rates provided by the Company in response

to RUCO data requests 1.07 and 1.08.

14

15 AZ-AM Operating Income Adiustment SLH-12 - Annualize Propertv Taxes

16

17

18

19

20

21

22

23

Expense

RUCO has not made an adjustment to the methodology used by AZ-AM in

calculating the property tax expenses as filed by the Company in the

instant rate application. However, RUCO still remains adamant that the

use of proposed revenues to determine an appropriate level of property

tax expense to be recovered through rates distorts the methodology

employed by the Arizona Department of Revenue and overstates the

expense level.

A.

Q.

A.

Q.

12
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1 RUCO is in the process of gathering information to produce a clear and

2 concise report, which will provide overwhelming evidence in the hope of

3 eventually overturning the Commission's repeated approval for the use of

4 proposed revenues to determine an appropriate level of property tax to be

5 recovered from rates.

6

7

8

However, RUCO has made adjustments to the property tax expense

based on its calculation of adjusted and proposed operating revenues.

9

10

11

Specific adjustments are shown on Schedules RLM-7, column (B) and

supporting Schedule RLM-8.

12

13 RUCO Operating Income Adiustment RLM-5 - Annual Incentive Pav

14

15

16

17

18

19

20

21

22

23

24

Expense

Please describe RUCO's adjustment to Annual Incentive Pay ("'AlP").

This adjustment to AlP reflects the authorized adjustment accepted in the

Company's Paradise Valley Water District rate case in Decision No. 68858

(July 28,2006). The Commission decision stated the following:

RUCO recommends disallowing 30 percent, or $5,555 of the

$18,517 in Arizona Corporate allocated management fees

related to the Company's Annual incentive Plan expenses,

because 30 percent of the AlP is directly related to Company

financial performance measures and 70 percent to

operational and individual performance measures (RUCO

Q.

A.

13
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Br. at 18). RUCO argues that the 30 percent portion of AlP

expenses based on financial performance measures benefit

only shareholders....

1

2

3

4

5

6

7

8

9

10

11

We agree with RUCO that shareholders are the primary

beneficiaries of additional profit the Company achieves as

the result of the Company meeting its financial targets, and

therefore find RUCO's proposal to disallow the 30 percent of

the  A l P  tha t is based on the Company's financial

performance measures to be reasonable and appropriate.

12 Has the Commission relied on RUCO's recommendation in Decision No.

13 68858 to make a similar adjustment to any other AZ-AM District?

14 Yes. The Commission's recent Decision No. 70351 (May 16, 2008)

15 authorized a similar RUCO adjustment for the Sun City Water District.

16 Therefore, RUCO recommends the Commission again authorize a thirty

17 percent decrease in the AlP expense.

18

19 RUCO Operating Income Adjustment RLM-6 .- Labor Expense

20 Please explain RUCO's adjustment to labor expenses.

21 This is a specific adjustment for Agua Fria Water, Mohave Water and Sun

22 City West Water Districts to conform with the Company's revised level of

23 test-year labor costs as explained in AZ-AM's response to Staff data

24 request GTM 8.2.

25

14

A.

Q.

A.

Q.

I H l
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1 AZ-AM Operating Income Adjustment SLH-16 ... Line 21 Clean-Up

Please explain your analysis of the miscellaneous operating expense

account that resulted in your removal of inappropriate or unnecessary

costs for the provisioning of water and wastewater service

After review of the Company's work papers associated with AZ-AM

adjustment SLH-16 Line 21 Miscellaneous Expense Clean Up, I

determined there were numerous expenditures that were questionable

inappropriate and/or unnecessary

Therefore. as summarized on Schedule RLM-12, I have made an

adjustment to remove test-year expenses related to payments for

memberships, gifts, awards, and for various meals and refreshments

which are not necessary in the provisioning of water and wastewater

sewlce

As shown on Schedule RLM-7, column (H) and supporting Schedule RLM

12, this adjustment consists of two elements. The first element decreased

Corporate Office miscellaneous expenses allocated in total to the seven

Districts in this filing by $13,608

The second element removed miscellaneous expenses recorded directly

by each individual District. The total of these miscellaneous expenses for

all seven Districts was $3,173

15
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1 Therefore, this adjustment removes $16,781 in test-year miscellaneous

2 expenses from this filing.

3

4 AZ-AM Operating Income Adiustment SLH-19 - Income Tax Expense

5 Please explain RUCO's adjustment to the income tax expenses.

6 This adjustment reflects income tax expenses calculated on RUCO's

7 recommended revenues and expenses.

8

9 Specific adjustments are shown on Schedules RLM-78, column (IQ) and

10 supporting Schedule RLM-13.

11

12 Does this conclude your direct testimony?

13 Yes, it does.

A.

Q.

A.

Q.

16





APPENDIX 1

Qualifications of Rodney Lane Moore

EDUCATION: Athabasca University
Bachelor's Degree in Business Administration 1993

EXPERIENCE: Public Utilities Analyst V
Residential Utility Consumer Office
Phoenix, Arizona 85007
May 2001 - Present

My duties include review and analysis of financial records and other
documents of regulated utilities for accuracy, completeness, and
reasonableness. l am also responsible for the preparation of work
papers and Schedules resulting in testimony and/or reports
regarding utility applications for increase in rates, financings, and
other matters. Extensive use of Microsoft Excel and Word,
spreadsheet modeling and financial statement analysis.

Auditor
Arizona Corporation Commission
Phoenix, Arizona 85007
October 1999 - May 2001

My duties include review and analysis of financial records and other
documents of regulated utilities for accuracy, completeness, and
reasonableness. l am also responsible for the preparation of work
papers and Schedules resulting in testimony and/or reports
regarding utility applications for increase in rates, financings, and
other matters. Extensive use of Microsoft Excel and Word,
spreadsheet modeling and financial statement analysis.

RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company Docket No.

Rio Verde Utilities, Inc WS-02156A-00-0321

Black Mountain Gas Company G-03703A-01-0283

W~02025A-01-0559Green Valley Water Company

New River Utility Company W-01737A-01-0662



Utility Company Docket No.

W-01917A-01-0851Dragoon Water Company

Roosevelt Lake Resort, Inc. W-01958A-02-0283

G-01551A-02-0425

VV-01303A-02-0867 et al.

WS-02676A-03-0434

T-01051 B-03-0454

W-02113A-04-0616

G-01551A-04-0876

W-01303A-05-0405

Southwest Gas Company

Arizona-American Water Company

Rio i?ico Utilities, Inc.

Qwest Corporation

Chaparral City Water Company

Southwest Gas Company

Arizona-American Water Company

Far West Water and Sewer Company WS-03478A-05-0801

SW-0251 QA-06-0015Gold Canyon Sewer Company

Arizona-American Water Company WS-01303A-06-0403

G-04204A-06-0463 et al.

E-04204A-06-0783

UNS Gas, Inc.

UNS Electric, Inc.

Tucson Electric Power Company E-01933A-07-0402

Southwest Gas Company G-01551A-07-0504

2
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Arizona-Amercian Water Company
Docket NOS, SW & W-01303A-08-0227
Test Year Ended December 31. 2007

Agua Fria Water District

TABLE OF CONTENTS TO RLM SCHEDULES

TITLE

1 & 2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RLM-2A RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

1 TO 7 RATE BASE ADJUSTMENT no. 1 . ADJUSTMENT FOR ACCUMULATED DEPRECIATION

TESTIMONY RATE BASE ADJUSTMENT NO. 2 - REINSTATE CIAC ASSOCIATED WITH CWIP

TESTIMONY RATE BASE ADJUSTMENT no. 3 - ACCUMULATED AMORTIZATION OF CIAC

1 TO 7 RATE BASE ADJUSTMENT NO, 4 ONLY AGUA FRIA, PARADISE VALLEY AND SUN CITY WEST
CONFORMING ADJUSTMENT TO COMPANY REVISIONS TO UPIS AND Acc. DEI

TESTIMONY RATE BASE ADJUSTMENT no. 5- DEFERRED DEBITS

1 & 2 RATE BASE ADJUSTMENT no. 6- ALLOWANCE FOR WORKING CAPITAL

TESTIMONY WAR RATE BASE ADJUSTMENT no. 7- REMOVE CWIP ASSOCIATED WITH THE WHITE TANKS PROJECT

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

PROPERTY TAX COMPUTATIONOPERATING INCOME ADJUSTMENT no. 1

OPERATING INCOME ADJUSTMENT NO, 2 TEST YEAR DEPRECIATION EXPENSE

RLM-10

TESTIMONY 1

OPERATING INCOME ADJUSTMENT NO. 3 - RATE CASE EXPENSE

OPERATING INCOME ADJUSTMENT NO. 4 - WASTE DISPOSAL EXPENSE

RLM-11 OPERATING INCOME ADJUSTMENT no. 5 - ANNUAL INCENTIVE PAY EXPENSE

TESTIMONY 1 OPERATING INCOME ADJUSTMENT NO. 6 ONLY AGUA FRIA, MOHAVE WATER AND SUN CITY WEST
CONFORMING ADJUSTMENT TO COMPANY REVISIONS LABOR

RLM-12 OPERATING INCOME ADJUSTMENT no.7 - REMOVE INAPPROPRIATE/UNNECESSARY MISC, EXPENSES

RLM-13 OPERATING INCOME ADJUSTMENT no. B - INCOME TAX EXPENSE

RLM-14 COST OF CAPITAL



$ 9,192,203

Arizona-Amercian Water Company
Docket NOS. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Agua Fria Water District
Schedule RLM-1

Page 1 of 2

REVENUE REQUIREMENT

LINE

NO. DESCRIPTION

(A)
COMPANY

OCRB/FVRB

COST

(B)
RUCO

OCRB/FVRB
COST

1 Original Cost Rate Base $ 96,976,396 $ 64,667,787

2 Adjusted Operating Income (Loss) $ 2,601 ,288 $ 2,326,884

3 Current Rate Of Return (L2 /LI ) 2.68% 3.60%

4 Required Operating Income (L5 X LI ) $ 8,146,017 $ 4,526,745

5 Required Rate Of Return On Fair Value Rate Base 8.40% 7.00%

6 Operating Income Deficiency (LE - LE) $ 5,544,729 $ 2,199,861

7 Gross Revenue Conversion Factor (RLM-1, Page 2) 1 .6578 1 .6286

8 Increase In Gross Revenue Requirement (L7X L6) l$ 3,582,770 I

9 Adjusted Test Year Revenue $ 18,818,613 $ 18,818,614

10 Proposed Annual Revenue (LB + LE) $ 28,010,816 $ 22,401 ,384

11 Required Percentage Increase In Revenue (LB /LE) 48.85% 19.04%

12 Rate Of Return On Common Equity t 1.75% 8.88%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule RLM-1 Page 2, RLM-6, And RLM-16
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31 2007

s

Agua Fria Water District
Schedule RLM-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE

NO. DESCRIPTION (A) (B) (C) (Q)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI - L2)
Revenue Conversion Factor (LI ILL)

1.0000
0.3860
0.6140

I

5
6
7
8
9

10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable income (LE - LE)
Applicable Federal Income Tax Rate (Col, (D), L34)
Effective Federal Income Tax Rate (L7 X L8)
Combined Federal And State Income Tax Rate (LE + LE)

100.0000%
6.9680%

93.0320%
34.0000%
31 .6309%
38.5989%

11
12
13

$ 4,526,745
2,326,884

Required Operating Income (Sch. RLM-1, Pg 1, C (B), LE)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. RLM-1, Pg 1, C (B), L2)
Required Increase In Operating Income (L11 - L12) $ 2,199,861

14
15
16

17

Income Taxes On Recommended Revenue (Col. (D), L31) $ 1,617,966
Income Taxes On Test Year Revenue (Col. (D), L32) 235,057
Required Increase In Revenue To Provide For Income Taxes (L14 - L15) $ 1,382,909

$ 3,582,770Total Required Increase In Revenue (L13 + L16)
Ruck

Recommended
$ 22,401 ,384

16,256,672
1,952,967
4,191 ,744

e.9680%
$

$ 292,081

18
19
20
21
22
23
24
25
26
27
28
29
30
31

$
$

3,899,664
7,500
5,250
8,500

91 ,650
1 ,211 ,986

CALCULATION OF INCOME TAX
Revenue (Sch. RLM-1, Pg 1, Col. (B), L10)

Operating Expense Excluding Income Tax (RLM-6, Col. (E), L25 _ L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax On 1st inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax On 2nd Inc. Bracket ($50,001 - $75,0D0) @ 25%
Fed. Tax On 3rd Inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax On 4th Inc. Bracket ($100,001 . $335,000) @ 39%
Fed. Tax On 5th Inc. Bracket ($335,001 - $1 OM) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal And State Income Tax (L23 + L30)

$
$

1 ,325,886
1 ,617,966

32
33

Test Year Combined Income Tax, RUCO As Adjusted (RLM-6, Col. (C), L23)
RUCO Adjustment (L31 - L32) (See RLM-6, Col. (D), L23)

S
$

235,057
1 ,382,909

34 Applicable Federal Income Tax Rafe (Col, (D), L30 / Col. (C), L24) 34.00%

35
36
37

$
CALCULATION OF INTEREST SYNCHRONIZATIOn
Rate Base (Sch, RLM-2, Col. (H), L15)
Weighted Avg. Cost Of Debt (Sch. RLM-16, Col. (F), LI)
Synchronized Interest (L35 X L36) $

64,667,787
3.02%

1 ,952,967

l l I l l l l l l l l l l ll I l lull l llllll\ll lllulllll I'll\ lllllllull IIWI l I ll ll IH



Arizona-Amercian Water Company
Docket Nos. SW 8 W-01303A-08-0227
Test Year Ended December 31, 2007

Agua Fria Water District
Schedule RLM-2A

Page 1 of 1

RATE BASE . ORIGINAL COST

(B)
RUCO

OCRB/FVRB

$ $ $
$

(C)
RUCO

ADJ'TED
OCRB/FVRB

211,163,735

LINE
no.
1
2
3
4

DESCRIPTION
Gross Utility Plant In Service
CWIP - White Tanks

Accumulated Depreciation
Net Utility Plant In Service (Sum LI & LE) $

(A)
COMPANY
As FILED

OCRB/FVRB
211 ,145,154
25,000,000

(20,033,433)
216,111 ,721 $

ADJUSTMENTS
18,581

(25,000,000)
716,219

(24,265,200) $
(19,317,214)
191,846,521

5 Advances In Aid Of Const. $ (98,233,813) $ $ (9B,233,B13)

$ $ 396
7
8

Contribution In Aid Of Const.
Accumulated Amortization Of CIAC

NET CIAC (Le + L7) $

(29,706,549)
1,435,287

(28,271 ,263) $

(3,432,2B6)
28,016

(3,404,270) $

(3.8,138,835)
1,463,303

(31 ,675,532)

9 Imputed Regulatory Advances $ $ $

10 Imputed Regulatory Contributions $ (796,965) $ $ (796,965)

11 Customer Meter Deposits $ (19,040) $ $ (19,040)

12 Deferred Income Taxes And Credits $ 2,839,311 $ $ 2,839,311

13 Investment Tax Credits $ $ $

14 Deferred Debits $ 3,529,517 $ (3,321,116) $ 208,401

15 Allowance For Working Capital $ 1,816,923 $ (1 ,318,023) $ 498,905

16
17
18

Utility Plant Acquisition Adjustment
Rounding

TOTAL RATE BASE (Sum L's 4, 5, & 8 Thru 17)

$
$
$

(1)
96,976,396

$
$
$ (32,308,609)

$
$
$

(1)
64,667,787

References:
Column (A): Company Schedule B-1
Column (B): Schedule RLM-2
Column (C): Column (A) + Column (B)





Arizona-Amercian Water Company
Docket NOS, SW a W~01303A-08-0227
Test Year Ended December 31. 2007

Agua Fria Waler District
Schedule RLM-3

Page 1 of 7

TEST YEAR PLANT SCHEDULES
PRIOR TEST YEAR ENDED DECEMBER 31 . 2001

PRIOR DECISION NO 67093 . ADJUSTED
GROSS ACCUMULATED
PLANT DEPRECIATION

PLANT
ADJUSTMENT

s

RUCO ADJUSTED PRIOR TEST YEAR
Acc. DEP GRoss

ADJUSTMENT
ACCUMULATED
DEPRECIATION

0.00%
M 78.887

217.682
476B1

78.887
217682
47.6810.00%

1137673
1.246735

39.917

l43,705)
(43,890)
(3,097)

1 .137.673
1.246.735

39.917

(43,705l
(43,890)
(3,097)

98.201 (7979) 98.201 (7,979)

4.041.995 (284,050) 4.041 .995 (284,050)

2.50%
1.67%
1.67%
1.67%
2.03%
0.00%
0.00%
2.52%
D.00%
4.42%
4.42%

14.538312
25,799

(1 ,eat .97zl
(18,816)

(292)
(40,880)

14.538.912
25.799

(1,681,972)
(18,816)

(292)
(40,880)377.497

2.861 .527
21.390.029

377.497
2.861.627

21 .390.029

400%
1.67%
153%
153%
153%
1.53%

n
1.53%

(1 ,577,034) (1 ,577,034)

2694156
1.744.305

(258,328)
(126,715)

2.694.166
1.744.305

(258,328)
(126715)

2.799.955
115.264

(213,717l 2.799.956
115.264

(213,7t7)

4.04%
y,

25D0%
25.00%
3.92%
4.02%

85.784
el .885

289.554

(11 ,e59l
(5,294)

(199,890)

85.784
61 .885

289.554

(11 ,659)
(5,294)

(199,890)

(743) (743)

301000
302000
303200
303300
303400
303600
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
331400
332000
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

ACCOUNT NAME
Organization
Franchises
Land & Land Rights SS
Land & Land Rights P
Land 8. Land Rights TD
Land a Land Rights AG
Struck & Imp SS
Struck & Imp P
Struck & Imp WT
Struck & Imp TD
Strict a Imp OW
Struck a Imp Misc
Collect & Impounding
Wells 8. Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs a. Standpipe
TD Mains Not Classified By Size
TD Mains Kiri & Less
TD Mains Santo Bin
TD Mains 10irt to 15in
TD Mains 18in And Greater
Fire Mains
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other P/E TD
Office Furniture & Equip
Comp a. Perish Equip
Trans Equip Lt Duty Tris
Trans Equip Hw Duty Trks
Stores Equipment
Tools,shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

5.20%
10.30%

TOTAL $
58.572

53,961 ,750 s

(3,867)
(20,517)

(4,s39,z4s) s
58.572

53,951 ,750 $

(18671
(20,517)

(4,539,246)

Company As Filed
Difference

$ 53,951,750 s
s

(4,539,246) $ s 53,961,750 $
s

(4,539,246)

References
Columns (A) (B) (C): Company Schedule B-2
Columns (D) (E): See Testimony, RLM
Column (F): column (B) + column (D)
Column (G): Column (C) + Column (E)



Arizona-Amsrcian Waiar Company
Docket NOS. SW a W-01303A-08-0-27
Test Year Ended December31, 2007

Agua Fria Water District(
Schedule RLM-3

Page 2 of 7

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 31, 2002
(A) (8) (C)

RUCO
CALCULATED
ANNUAL DEP

(D) (E) (F)

LINE
NO.

PLANT
ADDIS/ADJMTS
$

PLANT
RETIREMENTS
$ $

ACCUMULATED
DEPRECIATION
5 _ $

(9,000)

TOTAL PLANT
VALUE

1,229
78,887

217.682
38,681

225

NET PLANT
VALUE

1,229
78,887

217,882
38,681

225

117,718
356,369
43,696

(28,554)
(21,068)

(697)

1,255,391
1,603,104

83,613

(72,259)
(64,958)
(3,794)

1,183,122
1,538,146

79,819

(1,993) 98,201 (9,972) 88,229

(102,027) 4,119,608 (386,077) 3,733,53177,613

(631,038) (31,482)

(764)(49,000)
(721,898)

(17,597,764)
21,396,217
1,900,958
1,364,853

(639)

(645,553)
(1,140)

(31)
(15,009)
(47,287)
(2,418)

(327,289)
(1233]

(870)

13,876,392
25,799

697
32/,733

2,139,729
3,792,265

21,395,578
1 ,900,958
1 ,364,853

(2,296,043)
(19,956)

(323)
(55,125)
(44,088)
(2,418)

(1,903,6B4)
(1,233l

(570)

11,580,349
5,B43
374

272,608
2,095,641
3,789,847

19,491 ,894
1,899,725
1,363,983

938,357
468,514
83,516

1,323,434

(7,828) (68,207)
(44,826)

(196)
(57, 103)

3,624,695
2,212,819

83,516
4,123,390

1 15,264

(318,707)
(171 ,541 )

(196)
(270,B20l

3,305,988
2,041 ,278

83,320
3,852,570

115,254

19,897

(3,466)
(2,500)

(72,596)

85,784
61,885

309,451

(15,125)
(7,794)

(272,485)

70,559
54,091
36,965

ACCT
no.

301000
302000
303200
303300
303400
303600
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
331400
332000
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

ACCOUNT NAME
Organization
Franchises
Land & Land Rights SS
Land a Land Rights P
Land & Land Rights TD
Land & Land Rights AG
Struck 8 Imp as
Swat a Imp P
Struck & Imp WT
Struct & Imp TD
strict a Imp Offices
Struck a Imp Misc
Collect & Impounding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classitled By size
TD Mains min 8- Less
TD Mains min to Bin
TD Mains 10in to 16in
TD Mains Bin And Greater
Fire Mains
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other P/E TD
Office Furniture & Equip
Comp a Perish Equip
Trans Equip Lt Duty Tris
Trans Equip Hvy Duty Tris
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

(148) 3.677 (B91) 2,755

1
2
3
4
5
s
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
35
37
38
39
40
41
42
42 TOTAL s

9.804
9,092,246 s $

(392)
(3,190)

(1,447,803) s

3,801
68,376

63.013,2818 s

(4,259)
(23,707)

(5,946,336) s

(455)
44,669

57,068,947

9,092,246

(40,713)

(40,713) 63,013,28343
44

Company As Filed
Difference s $ s

(1 .412.,2s8)
(34,536) s s

(5,952,514)
e,177 s

57,060,769
6,177

Reierencest
Columns (A) (B): Company Schedule 82
Column (C) Workpapers "RUCO Revised SCW ACC DEP", Shae! **2002-2007"
Column (D): Schedule RLM-3, Page 1, Column (F) + Column (A) + Column (B)
Column (E): Schedule RLM-3,Page1, Column (G) + Column (B) + Column (C)
Column (F): Column (D) - Column (E)



Arizona-Amercian Water Com party
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Agua Fria Wafer District
Schedule RLM-3

Page 3 of 7

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 31 , 2003

(A) (B) (C)
RUCO

CALCULATED
ANNUAL DEP.

(D) (E) (F)

PLANT
ADDT'S/ADJMTS
5 .

2B,6B4

PLANT
RETIREMENTS
s s

TOTAL PLANT
VALUE

1.229
107,571
217,682
38,681

225

ACCUMULATED
DEPRECIATION
s $

NET PLANT
VALUE

1,229
107,571
217,682
38,681

225

404,406
1,573,447

(31,000)
1,585,697

(31.811 )
(27,538)

(943)
(1,090)
1,398

1,659,797
3,176,551

52,613
1,566,697

94,810(3,391)

(104,080)
(92,496)
(4,737)
(1 ,090)
(5, 1 Sal

1555,717
3,084,065

47,876
1,565,607

89,627

(106,900) (492,977)2,424,191
451,929

2,514,619 (4,376)

354,595
350,054

5,635,509
1 ,B14,B57

3,773
4,944,580
5,945,556

211 » 113

(4,194)

(623,950)
(1,140)

(684)
(13,605)
(39,669)
(64,722)

(327,401 I
(41,028)
(26,914)

(412)

6,543,799
451,929

16,486,635
25,799

355,293
683,593

7,775,238
5,607,122

21,399,351
6,845,638
7,310,409

211,113

(2,915,€17)
(21,037)
(1,007)

(64,535)
(83,757)
(67,140)

(2,231.085)
(42,251)
(27,784)

(412)

5,050,822
451,929

13,571,018
4,702

354,286
619,057

7,591,481
5,539,582

19,168,266
6,803,377
7,282,625

210,701

1,377,337
441,500
1B5,520

1,724,481

(97,230)
(58,104)
(2,717)

(89,205)

5,002,032
2,654,319

269 v036
5,847,871

115,264

(415,937>
(229,645)

(2,913)
(360,026)

4,586,095
2,424,674

266,123
5,487,845

1 15,264

(74,201) 70,735
(2,500)

(77,363)

11,583
S1,B85

309,451

129,B11
(tD,294)

(349,849)

141,394
51 ,591
(40,398)

ACCT
no.

301000
302000
303200
303300
303400
303600
304100
304200
304300
304400
304500
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
331400
332000
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

ACCOUNT NAME
Organization
Franchises
Land 8 Land Rights SS
Land & Land Rights P
Land & Lance Rights TD
Land & Land Rights AG
suuct & Imp SS
Strict & imp P
Strict & imp WT
Stud & imp TD
Strut & imp Offices
Struct & imp Misc
Collect 8. Impounding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs a Standpipe
TD Mains Not Classified By Size
TD Mains 4ir1 & Less
TD Mains min to Bin
TD Mains pinto 16in
TD Mains 18irl And Greater
Fire Mains
Services
Meters
Meter installations
Hydrants
Other P/E intangible
Other P/E TD
Office Furniture & Equip
Comp a. Perish Equip
Trans Equip Lt Duty Tris
Trans Equip Hvy Duty Trks
Stores Equipment
Tools,shcp,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non~Telephone
Comm Equip Other

(148) 3.677 (1,039) 2,638

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
37
38
39
40
41
42
42 TOTAL s

233,939

32,265,888 s s

(2,400)
(3,371)

(1 ,558,711 l s

237,740
68,376

es, 193,009 $

(6,658)
(27,078)

(7,428,885) $

231,082
41,298

87,7B4,123

32,265,888

(86,162)

(86,162) 95,193,00343
44

Company As Filed
Difference $ s $

(1,583,417)
14,706 $ $

(7,932,273)
553,387 $

87,200,736
563,387

References:
Columns (A)
Column (C):
Column (D):
Column (E):
Column (F):

(B): Company SchedWe 82
WoNxpapers "RUCO Revised SCW ACC DEP", Sheet "2002-2007"
Schedule RLM-3, Page 2, Column (D) + Column (A) + Column (B)
Schedule RLM-3, Page 2, Column (E) + Column (B) + Column (C)
Column (D) - Column (E)



Arizona-Amercian Water Company
Docket NOS SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Agua Fria Water District
Schedule RLM--

Page 4 of 7

TEST YEAR PLANT SCHEDULES _ CONT'D
YEARENDED DECEMBER 317 z004
(A) (B) (C)

RUCO
CALCULATED
ANNUAL DEP.

(D) (E) (F)

LINE
NO.

PLANT
ADDT'S/ADJMTS
$ .

PLANT
RETIREMENTS
$ s

TOTAL PLANT
VALUE

1,229
107,571
487,950
52,866

624,652

ACCUMULATED
DEPRECIATION
$ _ S

NET PLANT
VALUE

1,229
107,571
487,950
52,B6S

624,652

270,26B
14,185

624,427

2,401 ,250
918,822

7,106
1,520,595

(53,134
(56,853)

(904l
(26,577)
(1,925)

4,061 ,057
4,095,373

59,719
3,187,292

94,810

(157,211>
(149,349)

(5,541)
(27,657)
(7,108)

3,903,846
3,948,024

54,D78
3,159,625

87,702

(167,074) (660,051)

(13,429)

(1 ,117,es4)
(234,432)

2,378,595
3,773

1,059,028
(78,547)

(2333, 181 )
129,616
10,472

4,265,931
503,257

1,444,883

(2,784)

(762,311)
(1 ,161 )

(26,156)
(27,920)

(120,191)
(85,395)

(327,451)
(117,0B5)
(119,935)

(6,417)

5,425,905
217,497

1a.851 ,sol
29,572

1,414,321
602,262

4,842,057
5,735,738

21 ,409,823
11 ,111 ,569
7,813,666
1,655,996

(3,664,500)
(22,258)
(27, 1 so)
(89,572)

(203,947)
(152,534)

(2,558,536)
(159,345)
(147,720)

(6,829)

4,755,854
217,497

15, 1 a7,301
7,314

1,387,159
512,590

4,s38,110
5,584,204

18,851,287
10,952,223
7,665,946
1,649, 167

1,097,719
421,063
522,194

1,519,435

(1,155)
(1,296)

(128,309)
(69,953l
(8,987)

(121,630)

G,099,751
3,074,227

759,334
7,467,306

115,264

(544,246)
(298,443)
(10,604)

(481 ,656)

5,555,505
2,775,784

779,330
6,985,650

115,264

9,398
(20,677)

(468)
(2,623)

(75,424)

11,583
71,283

288,774

129,343
(12,91 am

(425,273)

140,926
58,366

(136,499)

ACCT
no.

301000
302000
303200
303300
303400
303600
304100
304200
304300
304400
304500
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
331400
332000
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

ACCOUNT NAME
Organization
Franchises
Land & Land Rights SS
Land 8. Land Rights P
Land & Land Rights TD
Land a Land Rights AG
S01Jd & Imp SS
Struct8 Imp P
strict al. Imp wT
Struck & ImpTD
Struck & Imp Offices
Struct 8 Imp Misc
Collect & Impounding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
VVT Equip Nari-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified By Size
TD Mains min e. Less
TD Mains Sin to Bin
TD Mains pinto 15in
TD Mains 18in And Greater
Fire Mains
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other P/E TD
Dftice Furniture 8. Equip
Comp & Perish Equip
Trans Equip Lt Duty Trks
Trans Equip HW Duty Trks
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

(1483 3,677 (1,186) 2,491

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
ZN
25
i s
27
28
29
30
31
32
33
34
35
36
37
38
39
to
41
42
42 TOTAL s

102,570
289,563

15,329,429 $ $

(28,529)
(5,703)

(2,342,258) s

340,310
357,939

110,503,774 s

(35,187)
(32,780)

(9,752,430) $

305,123
325,159

100,751 ,294

15,329,429

(15,654)

(18,664) 110,503,77443
44

Company As Filed
Difference s S $

(2,339,762)
(2,496) $ s

(1D,332,D35)
579,555 $

100,171,739
579,555

References:
Columns (A) (B): Company Schedule B-2
column (C). Work'papers "Ruco Revised SCW Acc DEP", Sheet "2002-2007"
Column (D): Schedule RLM-3, Page 3, Column (D) + Column (A) + Column (B)
Column (E): Schedule RLM-3, Page 3, Column (E) + Column (B) + Column (C)
Column (F): Column (D) - Column (E)



Arizona-Amercian Water Company
Docket Nos. SW a W-01303A-0B-0-27
Test Year Ended December 31, 2007

Agua Fria Waler District
Schedule RLM-3

Page 5 of 7

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 31I 2005
(A) (8) (C)

RUCO
CALCULATED
ANNUAL DEP.

(D) (E) (Fl

LINE
NO.

PLANT
ADDTS/ADJMTS
$ _

252,348
500, 128

PLANT
RETIREMENTS
s $

TOTAL PLANT
VALUE

1.229
359.919

1,088,078
52,866

624,652

ACCUMULATED
DEPRECIATION
$ $

NET PLANT
VALUE

1,229
359,919

1,088,078
52,866

624,652

1.314,655
143,784

11B,143

(105,138)
(68,697)

(997)
(53,474)
(1 ,925)

5,375,712
4,239,157

59,719
3,305.435

94,810

(262,350)
(218,046)

(G,638l
(81 . 140)
(9,033)

5,113,362
4,021,111

53,081
3,224,295

85,777

(145,052) (805,103)3,389,362
598,423

1238,792 (33,473)

8,815,267
915,930

20,057,120
29,572

1,709,718
865,876

6,850,487
5,660,933

21 ,445,596
16,785,184
15,120,520
2,984,934

295,397
263,814

2,008,430
(75,805)
35,773

5,573,515
7,305,B54
1,328,938

(844, 155)
(1,307l

(65,233l
(25,199)
(87,B55)
(87,460)

(327,621 )
(187,152)
(137,753)
(44,714)

(4,475,182)
(23,565)
(92,395)

(114,B70)
(291,503)
(239,394l

(2,886,157)
(346,49Bl
(285,473)
(51,543)

8,010,164
915,930

15,581 ,938
6,007

1,617,323
751,006

6,558,684
5,420,939

18,559,439
15,438,686
14,835,047
2,933,391

1,953,422
388,125
384,323

1,816,394

(91l
(1,840)

(158,884)
(80,563)
(22,059)

(155.61 B)

8,063,173
3,462,261
1.172.417
9,253,700

115,264

(703,129)
(378,915)
(30,824)

(G37,273l

7,360,044
3,083,346
1 ,141 ,593
8,646,427

115,264

14,988
26,946
2,185

(20,780)
(493l

(2,883)
(72,216)

26,571
77,449

290,959

128,850
4,980

(497,490)

155,421
82,429

(206,531 )

ACCT
NO.

301000
302000
303200
303300
303400
303600
304100
304200
304300
304400
304500
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
331400
332000
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
345100
346300

ACCOUNT NAME
Organization
Franchises
Land & Land Rights as
Land & Land Rights P
Land B. Land Rights TD
Land & Land Rights AG
Strict s. Imp SS
Strict & Imp P
Struck s. Imp WT
Struct a Imp TD
Struct 8. Imp Offices
Struck & Imp Misc
Collect a Impounding
Wells 8 Springs
Power Generation Equip other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified By size
TD Mains Ain & Less
TD Mains min to bin
TD Mains 10in to thin
TD Mains Bin And Greater
Fire Mains
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other P/E TD
Office Furniture & Equip
comp & Perish Equip
Trans Equip Lt Duty TMS
Trans Equip Hw Duty Tris
stores Equipment
Tools,shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

(148) 3,677 (1,334) 2.343

1
2
3
4
5
6
7
B
9

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

943,224

30,132,068 $ (56,184)

(56,184)

$

(46,815)
(17,546)

(2,741 ,O58) s

1,283,534
357,939

140,579,558 $

(82,003)
(50,427)

(12,437,354) $

1,201,531
307,512

128,142,304

43
44

Company As Filed
Difference $

30.113,487
18,581 $ $

(2,712,039)
(29,019) s

140,561,077
18,581 $

(13,044,074)
606,720 $

127,517,003
625,301

References;
Columns (A
Column (C)1
Column (D);
Column (E)L
Column (F):

) (B): Company Schedule B-2
WOVKDEDETS "RUCO Revised SCW Acc DEP", Sheet "2002-2007"
Schedule RLM-3, Page 4, Column (D) + Column (A) + Column (B)
Schedule RLM-3, Page 4, Column (E) + Column (B) + Column (C)
Column (D) - Column (E)

l  lm



Arizona-Amercian Water Company
Docket NOS SW & w-01303A-0B-0227
Test Year Ended December 31, 2007

Agua Fria Water Disirid
Schedule RLM-3

Page 6 Qf 7

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 31 I 2008

(A) (8) (C)
RUCO

CALCULATED
ANNUAL DEP.

(D) (E) (F)

PLANT
ADDTIS/ADJMTS
$ _

PLANT
RETIREMENTS
s s

ACCUMULATED
DEPRECIATION
$ $

73,103
17B

(8,455)
(668)

TOTAL PLANT
VALUE

1,229
359,919

1,152,726
52,376

624,652

8,455
668

NET PLANT
VALUE

1,229
359,919

1,161 ,181
53,044

624,652

1,302.214
334,261

(20,074)
(43,865)
(39,917)

243,003

(148,769)
(73,352)

(970)
(57,650)
(1,925)

6,657,852
4,529,553

19,802
3,548,438

94,810

(391,045)
(247,532)

32,309
(138,801)
(10,957)

6,266,807
4,282,021

52,111
3,409,637

83,853

752,038
54,932
50,132

(13,682)
(156,700)

(1,147,936)
(17,748)

(229,214)

(70,010)
(88,573)

(457,541)
4,471 ,575

10,085
51,598
9,848

6,815,687
5,327,755
8,924,321

(93,320)

(882,391 )
(1,274)

(62,496)
(129,924)
(114,405)
(86,900)

(328,137)
(299,664)
(252,811 )
(178,012)

9,563,623
824, 1 SO

18,959,316
11,824

1,251 ,877
5,267,541
6,771 ,999
5,712,531

21 ,362,124
23,601,871
20,448,275
11,909,255

(1,020,634)
156,700

(4,209,636)
(7,092)

(154,892)
(174,784)
(317,634)
(326,894)

(3,120,974)
(646,162)
(538,283)
(229,555)

8,542,989
980,862

14,749,880
4,732

1,096,985
5,092,757
6,454,365
5,385,637

18,241,150
22,955,709
19,909,992
11,679,700

913,989
754,075
313,720
977,157
(115,264>

(100,544)
(1,327l

(211 ,499)
(96,325)
(33,469)

(194,874)

8,977, 162
4,115,793
1,484,810

10,260,857

(914,628)
(374,696)
(62,965)

(832,147)

8,062,534
3,741 ,097
1 ,421 ,844
9,428,710

66,750

7,334 (95,652)

(1,371)
(3,129)

(59,710l

93,321
77,449

202,641

127,479
1,851

(461,547)

220,800
79,300

(258,906)

A c c t
no.

301000
302000
303200
303300
303400
303600
304100
304200
304300
304400
304500
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
331400
332000
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
345100
346300

ACCOUNT NAME
Organization
Franchises
Land & Land Rights SS
Land B. Land Rights P
Land 8. Land Rights TD
Land & Land Rights AG
Struct a imp SS
Struct8. imp P
Shunt & Imp WT
Strict 8 Imp TD
Struct B. Imp Offices
Struct e. Imp Misc
Collect & Impounding
Wells B. Springs
Power Generation Equip Dther
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs a. Standpipe
TD Mains Not Classified By Size
TD Mains min & Less
TD Mains min to Bin
TD Mains 10in to 16in
TD Mains 1Biri And Greater
Fire Mains
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other P/E TD
Office Furniture & Equip
Comp 8. Perish Equip
Trans Equip Lt Duty Tris
Trans Equip Hw Duty Tris
Stores Equipment
Tools,Shcp,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non~Telephone
Comm Equip Other

5,04o (120) (274) 8,597 (1,488) 7.109

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
42 TOTAL $

30,758
156,062
83,696

31 ,177,307 s (1,898,591l s

(96)
(138,077)
(19,B31l

(3,G06,556) $

30,758
1,439,596

441,635
159,858,374 S

rem
(220,079)
(70,258)

(14,145,319) $

30,652
1,219,517
371,377

155,713,055

31,177,307 (1.898.591)43
44

Company As Filed
Difference $ s s

(1,740,264)
(1 ,8665292) s

189,839,793
18,581 39

(9,120,772)
(5,024,547) s

150,719,021
(5,005,96Sl

References:
Columns (A
Column (C):
Column (D):
Column (E)
Column (F):

) (B): Company Schedule B»2
Workpapers "RUCO Revised SCW ACC DEP", Sheet "2002-2007"
Schedule RLM-3, Page 5, Column (D) + Column (A) + Column (B)
Schedule RLM-3, Page 5, column (E) + Column (B) + Column (C)
Column (D) - Column (E)



Arizona-Amercian Water Company
Docket NOS SW & W-01303A-08-0227
Test Year Ended December 31. 2007

Agua Fria Water District
Schedule RLM-3

Page 7 of 7

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 31 . 2007

PLANT
ADDT'S/ADJMTS RETIREMENTS

s

CALCULATED
ANNUAL DEP

ACCUMULATED
DEPRECIATION
s

NET PLANT
VALUE

(37,922)
280.910
(80,B3Bl

TOTAL PLANT
VALUE

1.229
321.997

1.433.636
(28,462)
624.652

321.997
1.442091

(27,794)
624.652

2362307
310343

1 .142.20B
(3,042)

9.020.159
4.836.854
1.162.010
3.550.951

173.285

8.458.961
4.515.328
1.187.317
3.352.882

159.23478.475

(170, 153)
(77,036)
(7,002)

(59,268)
(3,094)

(561,198)
(321,527)

25.307
(198,069)
(14,051)

2310.727 (257,486) 10.596230
985.625

16.303396
(279)

(187,316)2.427.873
48

19.574
4.238.808
2.975.586

(2,974)

(15141

(874,157)
(523)

(55,439)
(251,008)
(151322)
(87,477)

(326,905l
(415,264)
(365,902)
(283, 135)

(1,278,120)
156.979

(4,896,477)
(7,614)

(210,331 )
(422,818)
(468,956)
(414,371)

(3,445,365)
(1 ,os ,42e)

(905,185)
(512,690)

10.543
7.727.608
5.836.139
1865.145

89.876
2.298.256

555.923
98.467

1.532.553

(2,396)
(4,886)

(246,477)
(109,768)
(39,714)

(222,058)

11.874.350
828.646

21.199873
11.872

1.271.551
9.503.375
9.747.585
5.717.924

21.371.153
31.3294479
27.284.414
13.774.400

89.876
11273.032
4.666.830
1.583.277

11.793410

(1,158,710)
(479,578l
(102,679)

(1,054,205)

1 .061 .220
9.080.557
9.278.628
5.303.553

17.924.7BB
30.268053
26.379229
13.261 .711

89.876
10.114.323
4. 187.252
1 .480.597

10.739205

(2,302)
(3,989)

92.864
74.675

202.656

125.885(3,895)
(3,124)

(50,664) (512,211)

218.750
77.390

(309,555)

(346) (1,834)

301000
302000
303200
303300
303400
303600
304100
304200
304300
304400
304500
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
331400
332000
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

ACCOUNT NAME
Organization
Franchises
Land 8. Land Rights SS
Land a Land Rights P
Land & Land Rights TD
Land & Land Rights AG
Struct a. Imp SS
Struck & Imp P
Stud B. Imp WT
STTLJC1 a Imp TD
Struck & Imp OfH
Struct8- Imp Misc
Collect s. Impounding
Wells 8. Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs 8. Standpipe
TD Mains Not Classified By size
TD Mains min & Less
TD Mains Sin to Bin
TD Mains 10in to 16in
TD Mains 18in And Greater
Fire Mains
Services
Meters
Meter Installations
Hydrants
Other P/E intangible
Other P/E TD
Office Furniture 8. Equip
Comp & Periph Equip
Trans Equip Lt Duty Trks
Trans Equip Hvy Duty Tris
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non~Telephone
Comm Equip Other

(199)
23.104

TOTAL
(56,011)

(254,709) s

(1,590)
(146,881 m
(21,675)

(4,232,a52) $

30559
1.462.700

390586
206,680,003 s

(1,686)
(366,960l
(35,922)

(18.112,972) $

28.873
1.095740

354664
1888567,031

37.086338 (264,709) (4,044,853) 206.661422
18.581

(18,B29,191)
716.219

187832231
734.800

Company As Filed
Difference $

$ 206,680,003
(18,581 )

4.483.732

sRUCO TY As Calculated
Ruco Adjustments

Co. TY Adjustments To Book
Co. variance To GL

Co. Variance To Sch E
Total

Co. As Filed
Difference

s

s

211,145,154
211445154

$

$

(18,112,972)
(716,219)
(743,625)
277.120
(737,737)

(20,033,433)
(20,033,433)

s 718.594Ad. #1 - Difference In Computing
Adi. #3 - Conforming To Stf DH 4.3
A¢8. #4 . ConformingTc Std GB 9.4

Total RUCO Adjustments
18581
18,581

(2,375)
716.21 gs

$

$

$

211,163,735

$

s

$

s

(19,317,214]RUCO As Adjusted
RUCO Adjustments

Co. As Filed
Co. Adjustments

Co. Computed

211,145,154
4.483732

206,661,422

(20,033,433)
(1 ,204,242)

(18,829, 191 )

References
Columns (A)
Column (C):
Column (D).
Column (E):
Column (Fl:

(Bl Company Schedule B-2
Workpapers "Ruco Revised SCW ACC DEP", Sheet "200Z-2007
Schedule RLM-3, Page 6, Column (D) + Column (A) + Column (B)
Schedule RLM-3, Page 6, column (E) + Column (Bl + Column (C)
Column (D) _ Column (E)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Agua Fria Water District
Schedule RLM-5

Page 1 of 2

EXPLANATION OF RATE BASE ADJUSTMENT no. 6

ALLOWANCE FOR WORKING CAPITAL

(A) (B)
LINE
no. DESCRIPTION AMOUNT REFERENCE

$ 192,139
192,139

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 2 - Line 1

1
2
3

Materials And Supplies As Per Company
Materials And Supplies As Per RUCO
Adjustment $

4
5
6

$ 214,929
214,929

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 5 - Line 4

Prepayment As Per Company
Prepayment As Per RUCO
Adjustment $

7
8
9

Cash Working Capital As Per Company
Cash Working Capital As Per RUCO
Adjustment

$ 1,409,860
91,837

(1 ,318,023)

Company Schedule B-5, PG. 1
RUCO Schedule RLM-5, Page 2

Line 8 - Line 7

10 TOTAL ADJUSTMENT (See R_M-2, Column (G))

$

$ (1 ,318,023) Sum Lines3, 6 & 9



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

EXPLANATION OF RATE BASE ADJUSTMENT no. 6 . CONT'D
LEADILAG DAY SUMMARY

Agua Fria Water District
Schedule RLM-5

Page 2 of 2

(B) (D) (E)

LINE
no. DESCRIPTION

(A)
COMPANY
EXPENSES
AS FILED

RUCO
ADJUSTM'TS

(C)
RUCO

EXPENSES
AS ADJUSTED

(LEAD)/LAG
DAYS

DOLLAR
DAYS

$ $ (71 ,074) $ 1,369,603
901,467

1,954,815
1,121,555
2,775,604

396,645
240,413
158,153
370,806
63,217

12.00
(30.88)
32.42
18.06
10.40

(14.08)
45.00

(68.27)
19.76

(10.50)

$ 16,435,242
(27,837,301)
63,377,644
20,249,676
28,866,282
(5,585,515)
10,818,585

(10,797,216)
7,326,317
(663,779)

1
2
3
4
5
6
7
8
9
10
11
12

1,440,677
901,467

1,954,815
1,121 ,555
2,775,604

396,645
240,413
158,153
370,805
63,217

4,397,190
1,603,545

(4,397,190)
(68,591) 1,534,953 30.00 46,048,599

13
14
15

Appropriate Operating Expenses:
Labor
Purchased Water
Fuel & Power
Chemicals
Management Fees
Group Insurance
Pensions
Insurance Other Than Group
Customer Accounting
Rents
Depreciation & Amortization
Other Operating Expenses

Taxes:
Taxes Other Than Income
Property Taxes
Income Tax

128,923
803,071

3,352,198
22,785

(1 ,734,232)

128,923
825,856

1,617,966

15.07
212.50
28.75

1,943,464
175,494,414
46,516,532

16 Interest Expense 1,952,967 1,952,967 106.52 208,030,062

17 Total Appropriate Operating Expenses $ 19,708,280 $ (4,295,335) $ 15,412,944 $ 580,223,005

18 Expense Lag Line 17, Col. <E) /(C) 37.65

19 Revenue Lag Company Response To RUCO DR 8 39.82

20 Net Lag Line 18 - Line 17 2.17

21 RUCO Adjusted Expenses Col. (C), Line 18 $ 15,412,944

22 Cash Working Capital Line 19 X Line 20 / 365 Days 91,837

23 Company As Filed Co. Schedule B-6,Page 1 1,409,860

24 Difference Line 21 - Line 22

25 ADJUSTMENT (See RLM-5, Page 1, L 9) Line 23

$ (1,318,023)

$ (1,318,023)

n

Referee Column (A)t - Company Schedule B-6
Column (B): RUCO Operating Income Adjustments (See Schedule RLM-7)
Column (C): Column (A) + (B)
Column (D)t - Company Schedule B-6
Column (E): Column (C) X Column (D)



Arizona-Arnercian Water Company
Docket Nos. SW 8< W-01303A-08-0227
Test Year Ended December 31, 2007

Agua Fria Water District
Schedule RLM-6

Page 1 of 1

OPERATING INCOME

LINE
NO.

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
R i c o
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

$ 17,913,497
905,117

$ $ 17,913,497
905,117

$ 3,582,770 $ 21,496,267
905,117

1
2
3
4

DESCRIPTION
Revenues:

Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues
TOTAL OPERATING REVENUE $ 18,818,614 $ $ 18,818,614 $ 3,582,770 $ 22,401,384

$ $ (71 ,074) $ 1,369,603
901,467

1,954,815
1,121,555

$ $ 1,369,603
901,467

1,954,815
1,121,555

870

(5,450)

(46,541)
22,785

2,775,604
396,645
240,413
64,012

158,153
370,806
63,217

161 ,107
782,517
591,329

4,350,649
825,856
128,923

1,617,966

5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Operating Expenses:
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Tax
Rounding

1,440,677
901,467

1,954,815
1,121,555

(870)
2,775,604

396,645
240,413
64,012

158,153
370,806
63,217

161,107
787,967
591 ,329

4,397,190
803,071
128,923
(138,756) 373,813

2,775,604
396,645
240,413
64,012

158,153
370,806
63,217

161,107
782,517
591 ,329

4,350,649
825,856
128,923
235,057 1,382,909

25 TOTAL OPERATING EXPENSES $ 16,217,325 $ 274,405 $ 16,491,730 $ 1,382,909 $ 17,874,639

26 OPERATING INCOME (LOSS) $ 2,601,289 $ (274,405) $ 2,326,884 $ 2,199,861 $ 4,526,745

References:
Column (A): Company Schedule C-1
Column (B): RLM-7, Columns (B)Thru (H)
Column (C): Column (A) + Column (B)
Column (D): RLM-1, Pages 1 8 2
Column (E): Column (C) + Column (D)

u l
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Agua Fria Water District
Schedule RLM-8

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1

PROPERTY TAX COMPUTATION

LINE

NO. DESCRIPTION REFERENCE (A) (B)

Calculation Of The Company's Full Cash Value:

$1
2
3
4
5

Annual Operating Revenues:
Adjusted Revenues In Year Ended December 2007
Adjusted Revenues In Year Ended December 2007
Proposed Revenues

Total Three Year Operating Revenues
Average Annual Operating Revenues

Sch. RLM-6, Col (c), Lm 4
Sch. RLM-6, Col (C), Ln 4
Sch. RLM-6, Col (D). Ln 4

Sum OfLines1,2&3
Line 4 / 3

$

18,818,614
18,818,614
22,401,384
50,038,612
20,012,871

6 Two Times Three Year Average Operating Revenues Line 5 X2 $ 40,025,741

Co. Sch. E-1, Page 2
Line 7 X 10%

$ 1 ,422,6307
8

ADD:
10% Of Construction Work In Progress ("CWIP"):

Test Year CWIP
10% of CWIP $ 142,263

Company Workpapers
Company Workpapers

Line 9 + Line 10

$9
10
11

SUBTRACT:
Transportation At Book Value:

Original Cost Of Transportation Equipment
Acc. Dap, Of Transportation Equipment

Book Value Of Transportation Equipment $

12 Company's Full Cash Value ("FCV") Sum of Lines 6, 8 a. 11 $ 40,168,004

Calculation Of The Company's Tax Liability:

13
14

MULTIPLYz
FCV X Valuation Assessment Ratio X Property Tax Rates:

Assessment Ratio
Assessed Value

House Bill 2779
Line 12 X Line 13 $

23.0%
9,238,641

15
16

17

Property Tax Rates;

Primary Tax Rate
Secondary Tax Rate

Estimated Tax Rate Liability

Company Workpapers
Company Workpapers

Line 15 + Line 16

8.93915%
0.00%

8.93915%

18 Company's Total Tax Liability - Based On Full Cash Value Line 14 X Line 17 $ 825,856

19 Test Year Adjusted Property Tax Expense As Filing Co. Sch. C-1 803,071

20 Decrease In Property Tax Expense Line 18 - Line 19 $ 22,785

21 RUCO Adjustment (See RLM-6, Column (B)) Line 20 $ 22,785

L u l



Arizona-Amercian Water Company
Docket Nos. SW 8 W-01303A-08-0227
Test Year Ended December 31, 2007

Agua Fria Water District
Schedule RLM-9

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2
TEST YEAR DEPRECIATION EXPENSE

LINE ACCOUNT

(A)
TOTAL
PLANT

VALUE

(B)
COMPANY

PROPOSED

DEP. RATES

(C)
TEST YEAR

DEPRECIATION

EXPENSEACCOUNT NAME
$ 1,229

321,997
1,433,636

(28,462)
624,652

$5

9,020,159
4,836,854
1,162,010
3,550,951

173,285

225,504
B0,775
19,406
59,301
3,518

11,874,350
828,646

21I 199,873
11,872

1,271,551
9,503,375
9,747,585
5,717,924

21,371,153
31,329,479
27,284,414
13,774,400

89,876
11,273,032
4,666,830
1,583,277

1 1,793,410

299,234

937,034
525

56,203
380,135
152,785
87,484
326,979
479,341
417,452
322,321

1,375
279,571
117,137
.39,740
235,868

92,864
74,675

202,656

3,752
3,017

50,664

8,607

0.00%
0.00%
0.00%
0.00%
0 00%
0.00%
2.50%
1 .67%
1 .67%
1.67%
2.03%
0.00%
0.00%
2.52%
0.00%
4.42%
4.42%
4.42%
4.00%
1.67%
1.53%
1.53%
1.53%
1.53%
2.34%
1.53%
2.48%
2.51 %
2.51 %
2.00%
0.00%
0.00%
4.04%
4.04%
25.00%
25.00%
3.92%
4.02%
3.71 %
5.20%
10.30%
4.93%

346

no.
1
2
3
4
5
6
7
B
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

no.
301000
302000
303200
303300
303400
303800
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
331400
332000
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300
TOTAL

Organization
Franchises
Land s. Land Rights SS
Land & Land Rights P
Land & Land Rights TD
Land 8. Land Rights AG
Struck & Imp SS
Struck & Imp P
Struct & imp WT
Struck es. Imp TD
Struct & imp Offices
Struck & Imp Misc
Collect 8. Impouriding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs 8. Standpipe
TD Mains Not Classified By Size
TD Mains min 8¢ Less
TD Mains Gin to bin
TD Mains 10in to 16ir\
TD Mains 18in And Greater
Fire Maths
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other P/E TD
Office Furniture & Equip
Comp 8. Periph Equip
Trans Equip Lt Duty Tris
Trans Equip Hvy Duty Trks
Stores Equipment
Tools,shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

TEST YEAR DIRECT UPlS AND DEPRECIATION EXPENSE $

30,559
1,462,700

390,586
206,680,003 35

1 ,589
t 50,658
19,256

4,760,969

44

45

SUB-TOTAL TEST YEAR CORPORATE UPIS AND DEPRECIATION EXPENSE

TOTAL DEPRECIATION EXPENSE ON UPIS

186,438

4,947,406

45 POST TEST YEAR DEPRECIATION EXPENSE ON UPIS

46 DEPRECIATION ON ACQUISITION ADJUSTMENT

47 AMORTIZATION OF REGULATORY ASSETS

CB AMORTIZATION OF CONTRIBUTIONS

AMORTIZATION OF REGULATORY CIAC49
50
51
52
53

Rounding
TOTAL DEPRECIATION EXPENSE
Company As Filed
Difference

$

$

s

55,722

230,973

2,91 a

(689,025)

(197,344)
(1)

4,350,649
4,397,190

(46,541)

(46,541)54
References:

RLJCO Adjustment (See RLM-7, Column (C))

Column (A): RLM-3, Page 7, Column (D)
Column (B) RLM-3, Page 1, Column (A)
Column (C): Column (A) X Column (B)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Agua Fria Water District
Schedule R_M_10

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 3

RATE CASE EXPENSE

LINE
no. DESCRIPTION

(A)
COMPANY
ESTIMATE

(B)
RUCO

ADJUSTMENT

(C)
RUCO

AS ADJUSTED

1 Rate Case Expense Total $ 612,000 $ (187,735) $ 424,265

2 Allocation Factor (See NOTE Below) 31.3783% 45.2631%

3 Agua Fria Water District (Line 1 x Line 2) $ 192,035 $ $ 192,035

4 Amortization Period - 3 Years 3

5 RUCO Adjusted Rate Case Expense For Instant Case (Line 3 / 3 Years) $ 64,012

6 Company Rate Case Expenses As Filed (Company Sch. C-2) $ 64,012

7 RUCO Pro Forma Rate Case Expense (Lines 5 - 6) $

8 RUCO Adjustment (Line 7) (See RLM-7, Column (D)) $

NOTE

Company As Filed RUCO As Adjusted

11.l/965%
10.4331%
0.9990%

31.3783%
1.8822%

11.3740%
1.4612%

69.3243%

s 17.0164%
15.0497%
1.4411%

45.2631%
2.7151%

16.4069%
2.1078%

100.0000%

$9
10
11
12
13
14
15
16

4-Factor Allocation
Districts Included In This Filing

Sun City West Water District
Paradise Valley Water District
Tubac Water District
Agua Fria Water District
Havasu Water District
Mohave Water District
Mohave Wastewater District
Total $

72,195
63,851
6,114

192,035
11,519
69,609
8,943

424,265 $

72,195
63,851
6,114

192,035
11,519
69,609
8,943

424,265

Districts NOT Included In This Filing
Agua Fria Wastewater District
Distco/Treatco Sewer
Dist<:olTreatco Water

8.2232%
9.8095%

12.6430%
100.0000%

$17
18
19
20 $

50,326
60,034
77,375

612,000



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Agua Fria Water District
Schedule RLM-11

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 5

ANNUAL INCENTIVE PLAN EXPENSE

DESCRIPTION REFERENCE AS ADJUSTED

AZ-AM Annual Incentive Plan ("AlP") Expense Total Co. Response To RUCO DR 3.01 .e $ 482.198

Allocation Factor
Agua Fria Water District

Co. Workpapers Per SLH-6
Lines 1 X 2 $

23.09469
111.362

Portion Deemed Shareholder Benefit Only RLM Testimony 30.00%

RUCO Test-Year Disallowance Of AlP Expense Lines 3 X 4 $ (33,409)

RUCO Adjustment (See RLM-7, Column (D)) Line 5 $ (33,409)



Arizona-Amercien Water Company
Docket Nos. SW 8< W-01303A-08-0227
Test Year Ended December 31, 2007

Agua Fria Water District
Schedule RLM-12

Page 1 of 5

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 7
MISCELLANEOUS ADJUSTMENTS

DESCRIPTION

RUCO ADJUSTMENTS

ALLOCABLE ALLOC'N DISTRICT

TOTAL 4-FACTOR TOTAL AS ADJUSTED

Agua Fria Water Direct Miscellaneous Account (RLM-12, Pg, Ln NB) $ (2,307.02) 100.00% (2,307)

23.0946% (3,143)Corporate Office Allocabie Miscellaneous Account (RLM-12. Pg 4, Ln 98) $ (13,607.91)

TOTAL $ (5,450)

RUCO ADJUSTMENT TO MISCELLAN EOUS ADJUSTMENTS (See RLM-7, Column (H)) $ (5,450)

4-Factor Allocation
Sun City W est W ater District
Paradise Valley W ater District
Tubae W ater District
Agua Fria W ater District
Havasu W ater District
Mohave W ater District
Mohave W astewater District

8.31983
7.68839
0.7254%

23.0946%
1.3850%
7.82B8'%
1.02909

References
Column (A): RLM-12, Pages 2 Thru 5 Derived From Company's Line 21 W orkpapers
Column (B): See NOTE
Column (C): Column (A) X Column (B)
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Agua Fria Water District
Schedule RLM-13

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 7

INCOME TAX EXPENSE

(A) (8)
LINE
no. DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES:

1 Sch. MDC-6, Column (C), L26 + L23 $ 2,561 ,942

2
3
4

Operating Income Before Taxes
LESS:

Arizona State Tax
Interest Expense

Federal Taxable Income

Line 11
Note (A) Line 20

Line 1 - Line 2 - Line 3 $

42,433
1 ,952,967

566,541

5
6

Federal Tax Rate
Federal Income Tax Expense

Sch. MDC-1, Pg 2, Col. (D), L34
Line 4 X line 5 $

34.00%
192,624

STATE INCOME TAXES:

7 Line 1 $ 2,561 ,942

8
9

Operating Income Before Taxes
LESS:

Interest Expense
State Taxable Income

Note (A) Line 20
Line 7 - Line 8 $

1 ,952,967
608,975

10 State Tax Rate Tax Rate 6.97%

11 State Income Tax Expense Line 9 X Line 10 $ 42,433

TOTAL INCOME TAX EXPENSE:
Line 6

Line 11
Line12 + Line 13

$1 2
1 3
14

Federal Income Tax Expense
State Income Tax Expense

Total Income Tax Expense Per RUCO $

192,624
42,433

235,057

15 Total Income Tax Expense Per Company (Per Company Sch. C-1 ) (138,756)

16 Total Income Tax Adjustment Line 14 - Line 15 $ 373,813

17 RUCO Adjustment (See Sch, RLM-7, Column (H)) Line 16 $ 373,813

$18
19
20

NOTE (A);
Interest Synchronization;
Adjusted Rate Base (Sch. RLM-2, Col. (H), L17)
Weighted Cost Of Debt (Sch. RLM-16 Col. (F), LI )
Interest Expense (L18 X L19) $

64,667,787
3.02%

1 ,952,967



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Agua Fria Water District
Schedule RLM-14

Page 1 of 1

COST OF CAPITAL

(A) (B)

LINE
no. DESCRIPTION

CAPITAL

RATIO COST

(C)
WEIGHTED

COST
RATE

1 DEBT 55.20% 5.46% 3.02%

2 PREFERRED STOCK 0.00% 0.00% 0.00%

3 COMMON EQUITY 44.80% 8.88% 3.98%

4 TOTAL CAPITALIZATION 100.00%

5 WEIGHTED COST OF CAPITAL 7.00%

References:
Columns (A) Thru (F): Testimony, WAR
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Havasu Water District

TABLE OF CONTENTS TO RLM SCHEDULES

PAGE
no. TITLE

RLM-1 18 2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RLM-2A 1 RATE BASE

RLM-2 1

RLM-3

TESTIMONY

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

1 TO 7 RATE BASE ADJUSTMENT no. 1 - CONFORMING ADJUSTMENT TO COMPANY REVISIONS TO Acc. DEP.

RATE BASE ADJUSTMENT not 2 - REINSTATE CIAC ASSOCIATED WITH CWIP

RATE BASE ADJUSTMENT NO, 5 _ DEFERRED REGULATORY DEBITSTESTIMONY

RLM-5

RLM-6

1 & 2 RATE BASE ADJUSTMENT no. 6- ALLOWANCE FOR WORKING CAPITAL

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

1

RLM-7 1

RLM-8 1 OPERATING INCOME ADJUSTMENT no. 1 PROPERTY TAX COMPUTATION

RLM-9 1 OPERATING INCOME ADJUSTMENT no. 2 . TEST YEAR DEPRECIATION EXPENSE

RLM-10 1 RATE CASE EXPENSE

TESTIMONY 1

OPERATING INCOME ADJUSTMENT no. 3

OPERATING INCOME ADJUSTMENT no. 4 WASTE DISPOSAL EXPENSE

RLM-11 1 OPERATING INCOME ADJUSTMENT no. 5 ANNUAL INCENTIVE PAY EXPENSE

TESTIMONY 1 OPERATING INCOME ADJUSTMENT NO. 6 ONLY AGUA FRIA, MOHAVE WATER AND SUN CITY WEST
CONFORMING ADJUSTMENT TO COMPANY REVISIONS LABOR

RLM-12 REMOVE INAPPROPRIATE/UNNECESSARY MISC. EXPENSES

RLM-13 1

OPERATING INCOME ADJUSTMENT NO. 7

OPERATING INCOME ADJUSTMENT NO. B INCOME TAX EXPENSE

SCH.
no.

RLM-14 1 COST OF CAPITAL



$ 660,219

Arizona-AmercianWater Company
Docket NOS. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Havasu Water District
Schedule RLM-1

Page 1 of 2

REVENUE REQUIREMENT

LINE

NO. DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB

COST

1 Original Cost Rate Base $ 4,221 ,474 $ 4,012,421

2 Adjusted Operating Income (Loss) $ (131 ,419) 35 (140,194)

3 Current Rate Of Return (L2 / LI) -3.11% -3.49%

4 Required Operating Income (L5X LI ) $ 354,604 $ 280,715

5 Required Rate Of Return On Fair Value Rate Base 8.40% 7.00%

6 Operating Income Deficiency (L4 - L2) $ 486,023 $ 420,910

7 Gross Revenue Conversion Factor (RLM-1, Page 2) 1 .6785 1 .5686

8 Increase In Gross Revenue Requirement (L7 X LE) $ 815,803 I

g Adjusted Test Year Revenue $ 1 ,026,587 $ 1 ,026,587

10 Proposed Annual Revenue (LB + LE) $ 1 ,842,390 $ 1 ,686,806

11 Required Percentage Increase In Revenue (LB /LE) 79.47% 64.31 %

12 Rate Of Return On Common Equity 11.75% 8.88%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule RLM-1 Page 2, RLM-6, And RLM-14

I



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31. 2007

Havasu Water District
Schedule RLM-1

Page 2 off

GROSS REVENUE CONVERSION FACTOR

DESCRIPTION

CALCULATION OF GROSS REVENUE CONVERSION FACTOR
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI - L2)
Revenue Conversion Factor (LI /L3)

1 .0000
0.3625
0.6375

CALCULATION OF EFFECTIVE TAX RATE
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - L6)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X LB)
Combined Federal And State Income Tax Rate (LE + L9)

100.00009
6.9680%

93.0320%
31.4720%
29.2790%
36.2470%

Required Operating Income (Sch. RLM-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. RLM-1, Pg 1, C (B), L2)
Required Increase In Operating Income (L11 - L12)

$ 280,715
(140,194)

$ 420,910

Income Taxes Ore Recommended Revenue (Col. (D), L31)
Income Taxes On Test Year Revenue (Col. (D), L32)
Required Increase In Revenue To Provide For Income Taxes (L14

86.691
(159,839)
L15> $

$

246,530

667,439Total Required Increase In Revenue (L13 + L16)

Recommended
$ 1,686,806

1 .326.620
121 .020
239.166
6,9680%

$ 16.665
222.501

7

CALCULATION OF INCOME TAX
Revenue (Sch. RLM-1, Pg 1, Col. (B), L10)

Operating Expense Excluding Income Tax (RLM-6, Col. (E), L25 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax On 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax On 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax On 3rd Inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax On 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax On 5th Inc. Bracket ($335,001 - $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 +
Combined Federal And State Income Tax (L23 + L3D)

47.775

Test Year Combined Income Tax, RUCO As Adjusted (RLM-6, Col. (C), L23)
RUCO Adjustment (L31 - L32) (See RLM-6, Col. (D), L23)

$

86.691

(159,839)

Applicable Federal income Tax Rate (Col. (D), L30 / Col. (C), L24) 31.47%

$ 4,012,421
3.02%

121 .020

CALCULATION OF INTEREST SYNCHRONIZATION
Rate Base (Sch. RLM-2, Col. (H), L15)
Weighted Avg. Cost of Debt (Sch. RLM-16, Col. (F)- L1)
Synchronized Interest (L35 X L36) $



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Havasu Water District
Schedule RLM-2A

Page 1 of 1

RATE BASE . ORIGINAL COST

LINE

no.
1

DESCRIPTION
Gross Utility Plant In Service

(A)
COMPANY
AS F ILED

OCRB/FVRB
$ 9,837,304

(B)
RUCO

OCRB/FVRB

ADJUSTMENTS

$

(C)
RUCO

ADJ'TED

OCRB/FVRB
$ 9,837,304

2
3

Accumulated Depreciation
Net Utility Plant in Service (Sum L1 8. Ls)

$
$

(1 ,327,587)
8,509,617 $

4,859
4,859

$
$

(1 ,323,028)
8,514,276

4 Advances In Aid Of Const. $ $ $ (3,217,334)(3,217,334)
0

(1,355,090) $ $
$
s

5
6
7

Contribution In Aid Of Const
Accumulated Amortization Of CIAC

NET CIAC (LE + L7)

$
$
$ (1,355,090) $

(10,645)

(10,645)

(1 ,3G5,735)

(1 ,385,735)

8 Imputed Regulatory Advances s $ $

9 imputed Regulatory Contributions s (113,427) $ s

10 Customer Meter Deposits s (512) $ 5

(113,427)

(512)

$

11 Deferred income Taxes And Credits $ 131,385 $ $ 131,385

12 Investment Tax Credits $ $ s

13 Defined Debits $ 155,374 $ (145,701) $ 9,873

14 Allowance For working Capital $ 111,462 $ (57,366) $ 54,096

15
16
17

Utility Plant Acquisition Adjustment
Rounding

TOTAL RATE BASE (Sum L's 4, 5, & 8 Thru 17)

$
$
$

(1)
4,221 ,474

$
$
$ (209,053)

s
$
$

(1)
4,012,421 $ (209,053)

References:
Column (A): Company Schedule B-1
Column (B): Schedule RLM-2
Column (C): Column (A) + Column (B)





Arizona-Amercian Water Company
Docket NOS SW a W-01303A~08-0227
Test Year Ended December 31, 2007

Havasu Water District
Schedule RLM-3

Page 1 of 7

TEST YEAR PLANT SCHEDULES
PRIOR TEST YEAR ENDED DECEMBER 31, 2001

PRIOR DECISION NO. 87093 . ADJUSTED
GROSS ACCUMULATED
PLANT DEPRECIATION

10.144 s
ADJUSTMENT

ACCUMULATED
DEPRECIATION
$

000%

RUCO ADJUSTED PRIOR TESTYEAR
ACC. DEP GROSS

ADJUSTMENT PLANT
10.144

10.54510.545
0.00%

2.79% 25.577 (8,782) 25577 (8,782)

19203%
0.00%

%
0.00%

%

148.253 (19,259) 148.253 (19,259)

107.017
22.738

254.974

(75,G05l
(10,719l
(45,084)

107.017
22.738

254374

(75,605)
(10,719)
(45,084)3.71%

0.00%
0.00%
12D0'%
2.33%

25.315
151.085

(24,643)
(55,856)

25.315
151.085

(24,643)
(55,856)

213% 721.812 (171,902) 721.812 (171.902)

2.13%
2.89%
352%
352%
0.00%
0.00%

1az.z75
175885

(27,743)
(42,384)

182.275
176.385

(27,743)
(42,384)

4 10%
4. 10%
25,009
25.00%

Vv

10.967
84.886

(201 )
(1,654)

(15,908)
10.967
84.886

(201)
(1,554)

(15,908)

(5,717) 11.841 (5,717l
3 08%

11.841

33093 33.093

301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304600
304800
305000
306000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100

3392500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

ACCOUNT NAME
Organization
Franchises
Land a. Land Rights SS
Land 8. Land Rights P
Land & Land Rights TD
Land & Land Rights AG
Struck a. Imp as
Strict & imp P
Stied & imp WT
Druci a imp TD
snuck 8. Imp Oihces
Struck a. Imp Misc
Collect & impounding
Lakes, Rivers_ Other Intakes
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified by Size
TD Mains min & Less
TD Mains Gin to Bin
TD Mains ODin to 16in
Services
Meters
Meter installations
Hydrants
Othber PE Intangible
Other P/E SS
Office Furniture a. Equip
Comp & Perish Equip
Trans Equip Lt Duty Trks
Trans Equip Hvy Duty Trks
Stores Equipment
Tr>ols,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip other 5.19%

TOTAL s 1 .9s9.97s s

(6,238)
(3,988)

75
(515,609) s $ s

(6,238)
(3,988)

75
(515,609)

Per Company Work Papers
RUCO Increase (Decrease) to GUPIS & Acc um Deere

s 1383.979 s
s

(515,609) s
s

s $ 1,989,978 $
s

(515,609)

References
Columns (A) (B) (C): Company Schedule B-2
columns (D) (E): See Testimony, RLM
Column (F): Column (B) + Column (D)
Column (G): Column (C) + Column (E)



Arizona-Amercian Waler Company
Docket Nos. SW a W-01303A-08-0227
TestYear Ended December 31, 2007

Havasu Water District
Schedule RLM-3

Page 2 of 7

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBERS, 2002
(A) (B) (D) (E) (F)

PLANT
ADDIS/ADJMTS
$ .

PLANT
RETIREMENTS
$

(C)
RUCO

CALCULATED
ANNUAL DEP.
$ $

TOTAL PLANT
VALUE

10,144

10,545

ACCUMULATED
DEPRECIATION
$ . s

NET PLANT
VALUE

10,144

10,545

(714) 25,577 (9,496) 16,081

19 ti)

(23,025)

18(0>

(3,766) 148,253 125,228

6.101 (1,444)

(2,718)
(1,164)
(9,467)

107,017
22,738

259,631

(78,323)
(11,8B3)
(53,107)

28,694
10,855

206,524

74,786
(11995)
45,748

355,449
159,080

1,545
1,305
5,547

(3,038)
(3,593)

163
(15,415)

(316)
(150)

(5,270)
(6211 )

(12)

25,315
225,871
(11395>
767,51-so
356,449
169,080
183,823
177,594

5,547

(27,681 )
(59,449)

163
(187,317)

(316)
(150)

(33,013)
(48,595)

(12>

(2,366)
156,422
rt 1 ,as2l
580,243
356,133
168,930
150,B10
129,099

5,535

5,898
(133)
(460)

(21,222)

3,254
16,865
84,886

(334)
(2, 114m

(37,130)

2,920
14,752
47,756

ACCT
NO.

301000
302000
303200
303300
303500
303500
304100
304200
304300
304400
304600
304800
305000
306000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
3392500
340100
340200
341100
341200
342000
343000
344000
345000
348100
346300

ACCOUNT NAME
Organization
Franchises
Land a. Land Rights SS
Land & Land Rights P
Land & Land Rights TD
Land & Land Rights AG
strict & Imp SS
Strut & Imp P
Stuct & Imp WT
strict & Imp TD
Strict 8. Imp Offices
Stluct & Imp Misc
Collect & Impounding
Lakes, Rivers, Other Intakes
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
wr Equip Non-Media
Dist Reservoirs a. Standpipe
TD Malns Not Classified by Size
TD Mains min 8. Less
TD Mains Sin to bin
TD Mains 10th to 18in
Sertdces
Meters
Meter Installations
Hydrants
Othber P/E Intangible
Other P/E SS
Oftice Furniture & Equip
Comp a. Perish Equip
Trans Equip Lt Duty Tris
Trans Equip Hvy Duty Tris
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

(894) 11,841 (6,611) 5,230

LINE
NO.
1
2
3
4
5
6
7
B
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 TOTAL s

2,565

657,035 $ (1,444) s

(3,054)
(382)
(as)

(77,851 ) s

33,093
11,782

580
2,645,569 s

(9,292)
(4,370)

39
(592.01 e) s

23,801
7,411

B19
2,053,553

43
44

Per Company Work Papers
RUCO Increase (Decrease) \o GUPIS & Acc um Deere s

657,035

(o) s
(1,444)

0 s
(74,609)

3,242 s
2,645,570

(1) s
(590,218)

1,798 s
2,055,352

(1 ,799)

References :
Columns (A)
Column (C):
Column (D):
Column (E):
Cciumn (F):

(B): Company Schedule B-2
Workpapers "RUCO Revised SCW ACC DEP", Sheet "2002-2007"
Schedule RLM-3, Page 1, Column (F) +Column (A) + Column (B)
Schedule RLM-3, Page 1, Column (G) + Column (B) + Column (C)
Column (D) - Column (E)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

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
CB
29
30
31
32
33
34
35
36
37
38
39
40
41
42 TOTAL

A C C T

NO.
301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304500
304800
305000
306000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
3392500
340100
340200
341100
341200
342000
343000
344000
345000
345100
346300

ACCOUNT NAME
Organization
Franchises
Land & Land Rights SS
Land & Land Rights P
Land & Land Rights TD
Land & Land Rights AG
Struck & Imp SS
Struct & Imp P
Struct & Imp WT
Struck s. Imp TD
Struck & Imp Offices
Struck & Imp Misc
Collect a. lmpoundirlg
Lakes, Rivers, Other Intakes
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified by Size
TD Mains min & Less
TD Mains min to Bin
TD Mains 10in to 16in
Services
Meters
Meter Installations
Hydrants
Othber P/E Intangible
Other P/E SS
Office Furniture & Equip
Comp a. Perish Equip
Trans Equip Lt Duty Trks
Trans Equip Hvy Duty Trks
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

PLANT

ADDTIS/ADJ MTS
$ _

s

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER31 | 2003
(A) (B)

1 ,367,085

82,5B2
367,197
50,355
55,826

356,772

182,727
212,859

36,795

3,400
577

3,536

3,247

PLANT
RETIREMENTS
s

$ s

(C)
RUCO

CALCULATED
ANNUAL DEP.

s

(3,054)
(483)
(Sm

(110,172)

(3,038)
(10,724)

256
(16,511 )
(10,282)
(3,601)
(5,321)
(6,257l

(226>

(133)
(771 )

(21,222)

(9,320)
(2,990)

(11 ,082)

(0)

(3,766)

(894)

(714)

s

$

TOTAL PLANT
VALUE

10,144

47.343

(D)

33,093
11,782

580
4,012,655

25,315
582,543
(11 ,9953
950,257
569,318
169,080
187,222
178,371

9,183

148,253
82,582

474,214
73,093

326,457

3,254
20,112
84,886

25,577

11,841

19

ACCUMULATED
DEPRECIATION
$ .

$

(E)

(30,719)
(70, 173)

419
(203,828)
(10,599)
(3,751)

(38,334)
(54,852)

(238)

(12,347)
(4,853)

3
(702,188)

(468l
(2,885l

(58,351)

(10,209)

l2)

(26,790)

(87,643)
(14,874)
(64,189)

(7,505)

Havasu Water District
Schedule RLM-3

Page 3 of 7

s

s

NET PLANT
VALUE

10,144

47,343

20,746
6,928

583
3,310,466

(F)

(5,404)
512,470
It 1 ,57e)
746,459
558,719
155,329
148,888
123,519

8,944

121,463
B2,582

386,571
58,219

262,258

2.786
17,227
26,535

15,368

4,336

17

43
44

Per Company Work Papers
RUCO Increase (Decrease) to GUPIS 8. Acc um. Depre. $

1,367,085
(0) $ s

(108,892)
1,280 $

4,012,655
o s

(699,110)
3,078 s

3,313,545
(3,078)

References:
Columns (Al (B): Company Schedule B-2
Column (cl: Workpapers "RUCO Revised SCW ACC DEP", Sheet "2002-2007"
Column (D): Schedule RLM-3, Page 2, Column (D) + Column (A) + Column (B)
Column (E): Schedule RLM-3, Page 2, Column (E) + Column (B) + Column (C)
Column (F): Column (D) . Column (E)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-0B»0227
Test Year Ended December 31, 2007

Havasu Water District
Schedule RLM-3

Page 4 of 7

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 31, 2004
(A) (B) (D) (E) (F)

LINE
NO

PLANT
ADDTIS/ADJMTS
s

PLANT
RETIREMENTS
$

(C)
R i c o

CALCULATED
ANNUAL DEP.
s $

TOTAL PLANT
VALUE

10,144

47,343

ACCUMULATED
DEPRECIATION
$ . $

NET PLANT
VALUE

lo, 144

47,343

60,441 (787) 86,018 (10,996) 75,022

(gt

(3,755)

19 (2)

(30,556)

17

(41,33Dl
142, 131
(24,279)
279,394

(12,204)
(3,691 )

(12,623)

148,253
41,252

616,345
48,814

605,852

(99,847)
(18,564)
(75,812)

117,597
41,252

516,499
30,250

529,040

(8,324l

158,873
8,324

195,249
155155)
51 ,771

(13,824)
832

1,8z2
(326)

(3,038)
(13,730)

159
(20,620)
(12,085)
(33021
(5,391 I
(6,272)

(340)

25,315
741,517

(3,671)
1,146,536

475,836
220,851
173,398
178,877
11,004

(33,756)
(83,903)

57B
(224,449)
(14,359)
(7,853)

(43,725)
(50,798)

(579)

(8,441)
657,614

(3,093)
922,087
461,476
213,198
129,673
11B,079
10,426

(133)
(825)

(21222)

3,254
20,112
84,885

(601 >
(3,709)

(79,573)

2,653
16,403
5,313

ACCT
no.

301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304600
304800
305000
306000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
3392500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

ACCOUNT NAME
Organization
Franchises
Land 8. Land Rights SS
Land & Land Rights P
Land & Land Rights TD
Land 8. Land Rights AG
suuct 8. Imp SS
Struck & Imp P
Struck & imp vv
Struct 8- Imp TD
Struct & Imp Offices
Struck & Imp Misc
Collect 8 Impounding
Lakes, Rivers, Other Intakes
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
IN Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified by Size
TD Mains min & Less
TD Mains min to bin
TD Mains 10in to 16in
Services
Meters
Meter Installations
Hydrants
Othber P/E Intangible
Other P/E SS
Office Furniture & Equip
Comp & Feriph Equip
Trans Equip Lt Duty Trks
Trans Equip Hw Duty Trks
Stores Equipment
Tools,shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

(894) 11,841 (8,399) 3,442

1
2
3
4
5
6
7
B
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 TOTAL $ 735,245 s (8,650) s

(3,054)
(483)
(36)

(124,936) s

33,093
11,782

5B0
4,739,251 s

(15,401 )
(5,336)

(33)
(818,474) s

17,592
s,445
547

3,920,777

43
44

Per Company Work Papers
RUCO Increase (Decrease) to GUPIS 8. Acc um Deere. s

735,246
to) s

(8,650)
(0) $

(123,565)
1,368 $

4,739,252
1 $

(822,678)
(4,204) s

3,916,574
4,203

References:
Columns (A)
Column (Cl:
Column (Dai
column (E):
Column (Fir

(B): Company Schedule B~2
Wol'Kp3D€l's "RUCO Revised sow ACC DEP", Sheet "Z002.2007"
Schedule RLM-3, Page 3, column (D) + Column (A) + Column (Bl
Schedule RLM-3, Page 3, Column (E) + Column (B) + Column (C)
Column (D) . Column (El

I  I l l



Arizona-Amercian Water Com party
Docket NOS. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

PLANT
ADDTIS/ADJMTS
5 _

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 31, zoos
(A) (8)

(10,589)

PLANT
RETIREMENTS
$

(C)
RUCO

CALCULATED
ANNUAL DEP.
s

(15,655)
(2,499)

(22,330)

(2,400)

(0)

(3,766)

s

TOTAL PLANT
VALUE

10.144

47,343

(D)

148,253
41,252

616,345
48,814

595,262

86,018

19

ACCUMULATED
DEPRECIATION
$ _

(E)

(115,502)
(21,063)
(99,142)

(13,396)

(3)

(34,322)

Havasu Water District
Schedule RLM-3

Page 5 of 7

s

NET PLANT
VALUE

10, 144

47,343

(F)

113,931
41,252

500,843
27,750

496,121

72,622

16

(86,183)
10,589
(8,720)
7,606

70,533
335,154

2,415
2,126
5,573

(2,964)

4.287
(17,370)

117
(24,428)
(10,568)
(5,002)
(5,046)
(6,261)

(431)

(60,868)
752, 106
(12,391)

1,154,142
546,369
557,006
175,814
178,039
16,577

(29,469)
(101,273)

695
(248,877)
(24,927)
(12,656)
(48,771)
(64,095)
(1,010)

(90,337l
550,833
(11,6961
905,265
521 ,441
544,350
127,043
113,944
15,568

(8,376)
(133)
(724)

(21,222)

3,254
11,736
84,886

(735)
3,943

(100,794)

2,519
15,678

(15,908)

ACCT
NO.

301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304500
304B00
305000
306000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
3392500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

ACCOUNT NAME
Organization
Franchises
Land 8 Land Rights SS
Land B. Land Rights P
Land & Land Rights TD
Land 8 Land Rights AG
Struct 8. Imp as
Strict & Imp P
Struct B. Imp WT
Strud 8 Imp TD
Struct 8. Imp Offices
Slruct 8 Imp Misc
Collect & impounding
Lakes, Rivers, Other Intakes
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs 8 Standpipe
TD Mains Not Classified by Size
TD Mains min 8. Less
TD Mains Gin to bin
TD Mains 10in to 16in
Services
Meters
Meter Installations
Hydrants
Othber P/E Intangible
Other P/E SS
Office Furniture 8. Equip
Comp 8. Perish Equip
Trans Equip Lt Duty Trks
Trans Equip Hvy Duty Trks
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Nor»Telephone
Comm Equip Other

460 (895) 12,301 (9,294) 3,007

LINE
n o .

1
2
3
4
5
5
7
B
9

10
11
12
13
14
15
LG
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
KG
37
38
39
40
41
42 TOTAL s 329,965 s mum s

(3,054)
(483)
(36)

(137,901 ) $

33,093
11,7a2

580
5,057,875 $

(1B,456)
(5,819)

(69)
(945,034) $

14,637
5,962

511
4,112,841

329,965 (11,340)
1

5,057,876
1

43
44

Per Company WorkPapers
RUCO Increase (Decrease) to GLJPIS & Acc um. Deere. s $ s

(125,686)
12,215 $ $

(948,364)
(3,329) s

4,109,512
3,329

References2
Columns (A)
Column (C):
Column (D):
Column ( E):
Column ( F):

(B)1 Company SchedWe 82
Workpapers "RUCO Revised SCW ACC DEP". Sheet "2D02-2007"
Schedule RLM-3, Page 4, Column (D) + Column (A) + Column (B)
Schedule RLM-3, Page 4, Column (E) + Column (Bl + Column (C)
Column (D) _ Column (El



Arizona-Amercian Water Com party
Docket NOS SW & W-01303A-08-0227
Test Year Ended December 31. 2007

Havasu Water District
Schedule RLM-3

Page 6 of 7

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 31 . 2005

ADDT'S/ADJMTS RETIREMENTS
$

CALCULATED
ANNUAL DEP

ACCUMULATED
DEPRECIATION
s

NET PLANT
VALUE

10.144

TOTAL PLANT
VALUE

10.144

47.343 47.343

3.410.895 (29,092) 3.496.913 (42,398) 3.454.515

20537 20.656 20636

(3,766) (38,087)

27.773

148.253
45.020

644. 11 g
50.931

707.228

(131,422)
(23,603)

(122,794)

110.166
45.020

512.697
27.327

584.434111.965

(15,920)
(2,540)

(23,652)

110.799
49.123

(22,9933
(119,765)

24.904

(18,492)
(129)

(24,583l
(11,837)
(1 1,864)
(5,106)
(6,232)

(563)

(52,148)
862.905
35.732

1.154.142
571.273
557.006
177.597
176.433
15.604

(273,460)
(36,754)
(24,520)
(53,877)
(68,721)

(867)

(75,142)
743.139
37.299

880.682
534.509
532.486
123.720
107.712
14.737(267)

(1 ,606)
(706)

(133)
(481)

(21,222)
11 .736
84.886

(BSB)

(122,016)
15. 197
(37,130)

(929) 12.301 (10,223)

11.583

301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304600
304800
305000
306000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
3392500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

ACCOUNT NAME
Organization
Franchises
Land 8. Land Rights SS
Land & Land Rights P
Land & Land Rights TD
Land & Land Rights AG
Strict & imp SS
strict & imp P
strict & Imp WT
Struct8. Imp TD
Stzuct & Imp Offi
Struck & Imp Misc
Coliect & impounding
Lakes. Rivers. Other intakes
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified by Size
TD Mains min s. Less
TD Mains Sin to Sin
TD Mains 10in Io Gin
Services
Meters
Meter Installations
Hydrants
Othber PE lntangibie
Other P/E SS
Office Furniture & Equip
Comp s. Periph Equip
Trans Equip Lt Duty Trks
Tons Equip Hvy Duty Trks
Stores Equipment
Tools,Shc>p,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non~Teiephone
Comm Equip Other 63.001 62363

7.773.380TOTAL

(3,054)
(483)

(1 , 149)
(174,G80) $

33.093
11 .782
63.581

8,890,783 s

(21,510)
(6,302)
(1,217)

(1 ,117,402) s

3.835.219 (2,312) 8.890.783 7.768.158
5

Per Company Work Papers
RUCO Increase (Decrease) to GUPIS & Acc um. Deere

(1 . 122525)
(5,223) 5

References
Columns (A)
Column (C):
Column (D):
Column ( E):
Column (F):

(B): Company Schedule B~2
Workpapers "RUCO Revised SCW ACC DEP", Sheet "2002-2007
Schedule RLM~3, Page 5, Column (D) + Column (A) + Column (B)
Schedule RLM-3, Page 5, Column (E) + Column (B) + Column (C)
Column (D) - Column (E)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A.08-0-27
Test Year Ended December 31, 2007

LINE
no.

PLANT
ADDIS/ADJMTS
S

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 31, 2007
(A) (B)

(1,399,517)
99,968

71,025
54
4

645,971

42

PLANT
RETIREMENTS
s

(C)
RUCO

CALCULATED
ANNUAL DEP.
s

(16,362)
(2,608l

(29,231)

(53,761 )

(420)

(3,766)

s

TOTAL PLANT
VALUE

10, 144

47,343

(D)

2,097,296
99,968

148,253
116,045
644,172
50,935

1 ,353,198

20,697

ACCUMULATED
DEPRECIATION
$ _

(E)

(147,784)
(26,211»

(152,025)

(441)

(41,853)

(96,159)

Havasu Water District
Schedule RLM-3

Page 7 of 7

s

NET PLANT
VALUE

10,144

47,343

2,001,137
99,968

(F)

106,400
116,045
496,389
24,724

1,201,173

20,257

4,202
311,090
493,107

9
10,445

357,791
173,550
101,319

1,407
1,649

(2,254)

1,553
(21,542)

(783)
(24,704)
(13,212)
(12,327)
(5,566)
(6,206)

(600)

4,202
258,942

1 ,356,012
35,742

1 ,164,5B7
959,064
730,655
278,916
175,586
17,253

(21 ,441 )
(141,308)

(216)
(298,164)
(49,976)
(36,847)
(59,443)
(72,673)
(1,467)

4,202
237,501

1,214,704
36,525

866,423
909,087
693,819
219,472
102,913
15,786

553 (553)
(2,591)

(155)
(477)

(21,222)

3,254
9,145

84,BB6

(460)
5,576

(143,237)

2,794
14,720

(58,351)

ACCT
NO.

301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304500
304800
305000
306000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
3392500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

ACCOUNT NAME
Organization
Franchises
Land & Land Rights SS
Land & Land Rights P
Land & Land Rights TD
Land & Land Rights AG
Strict & imp SS
Sruct & imp P
Struct & Imp WT
strum a. Imp TD
Struck & Imp Offices
Strucka.Imp Misc
Coiled a. Impounding
Lakes, Rivers, Other Intakes
Wells & Springs
Power Generation Equip Ottier
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Norm-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified by Size
TD Mains min & Less
TD Mains min to bin
TD Mains 10in to 16in
Services
Meters
Meter Installations
Hydrants
Odwlzer PIE Intangible
Other P/E SS
Office Furniture & Equip
comp & perish Equip
Trans Equip Lt Duty Trks
Trans Equip Hvy Duty Trks
Stores Equipment
Tools,shop,Garage Equip
Laboratory Equipment
PowerOperated Equipment
Comm Equip Non»Telephone
Comm Equip Other

5,980 (1,023) 1B,2B1 (11,2461 7,035

1
2
3
4
5
5
7
B
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
35
37
CB
39
40
41
42 TOTAL s

4,550
(19,167)
894,050 s s

(3,054)
(654)

(2,137)
(21 B,257) $

33,093
11,702
44,414

9,774,795 $

(24,565)
(2,327)
(3,355)

(1 ,325,G22) $

5,528
9,375

41,059
8,449,174

894,050

(4,629)

(10,037)

(10,037) 9,774,796
1

43
44

Per Company Work Papers
Ruco Increase (Decrease) to GUPIS & Acc um. Deere s s $

(207,656)
10,601 s s

(1,330,281l
(4,559) s

8,444,515
4.658

RUCO TY As Calculated
Company TY As Calculated

9,774,795
9,774,796

(1,325,622)
(1 ,330,281 )

Ruco Adjuslments \c Increase (Decrease) GUPIS & Acc um. Deere. (4,659)

References:
Columns (A)
Column (C):
Column (D)1
Column (E)1
Column (F):

(B): Company Schedule B-2
Workpapers "RUCO Revised SCW Acc DEP", Sheet "2DDZ-2007"
Schedule RLM-3, Page 6, Column (D) + Column (A) + Column (B)
Schedule RLM-3, Page 6, Column (E) + Column (B) + Column (C)
Column (D) - Column (E)

u I al l I III ll-



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Havasu Water District
Schedule RLM-5

Page 1 of 2

EXPLANATION OF RATE BASE ADJUSTMENT no. 6

ALLOWANCE FOR WORKING CAPITAL

(A) (B)
LINE
no. DESCRIPTION AMOUNT R E F E R E N C E

1
2
3

Materials And Supplies As Per Company
Materials And Supplies As Per RUCO
Adjustment

4,486
4,486

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 2 - Line 1

4
5
6

Prepayment As Per Company
Prepayment As Per RUCO
Adjustment

4,556
4,556

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 5 - Line 4

7
8
9

Cash Working Capital As Per Company
Cash Working Capita! As Per RUCO
Adjustment

$

$

$

$

$

$

$

102,420
45,054

(57,366)

Company Schedule B-5, PG. 1
RUCO Schedule RLM-5, Page 2

Line 8 - Line 7

10 TOTAL ADJUSTMENT (See RLM-2, Column (G)) (57,366) Sum Lines 3, 6 & 9



Arizona-Amercian Water Company
Docket Nos. SW 8 w-01303A-08-0227
Test Year Ended December 31, 2007

EXPLANATION OF RATE BASE ADJUSTMENT no. 6 . CONT'D
LEADILAG DAY SUMMARY

Havasu Water District
Schedule RLM-5

Page 2 of 2

(8) (D) (E)

LINE
NO. DESCRIPTION

(A)
COMPANY
EXPENSES
AS FILED

RUCO
ADJUSTM'TS

(C)
R i c o

EXPENSES
AS ADJUSTED

(LEAD)/LAG
DAYS

DOLLAR
DAYS

$ 204,741 $ $ 204,741 12.00
494.00
32.42
18.06

$ 2,456,892

111,139
88,249

3,603,271
1,593,336

52
(2,004) 10.40

(14.08)
45.00

(68.27)
19,76
(10.50)

1,710,358
(897,425)

1,601,370
(612,661)
435,897
(53,120)

1
2
3
4
5
6
7
8
g

10
11
12
13

166,461
63,729
35,586
8,974

22,062
5,059

291,351
258,745

1,504
(3,976)

111,139
88,249

52
164,457

63,729
35,586
8,974

22,062
5,059

292,855
254,769 30.00 7,643,065

14
15
16

Appropriate Operating Expenses:
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Insurance Other Than Group
Customer Accounting
Rents
Depreciation & Amortization
Other Operating Expenses

Taxes:
Taxes Other Than Income
Property Taxes
Income Tax

17,638
44,112

147,572
9,411

(60,881)

17,638
53,523
86,691

15.07
212.50
28.75

265,886
11,373,540
2,492,354

17 InterestExpense 121,020 121,020 106.52 12,890,778

18 Total Appropriate Operating Expenses $ 1,465,418 $ 65,125 $ 1 ,530,543 $ 44,503,541

19 Expense Lag Line 18, Col. (E) /(C) 29.08

20 Revenue Lag 39.82

21 Net Lag Line 20 - Line 19 10.74

22 RUCO Adjusted Expenses Col. (C). Line 18 $ 1,530,543

23 Cash Working Capital Line 21 X Line 22 l 365 Days 45,054

24 Company As Filed Co. Schedule B-6, Page 1 102,420

25 Difference Line 23 - Line 24 35

$26 ADJUSTMENT (See RLM-5, Page 1, L 9) Line 25

(57,366)

(57,366)

References:
Column (A): - Company Schedule B-6
Column (B): RUCO Operating Income Adjustments (See Schedule RLM-7)
Column (C): Column (A) + (B)
Column (D): - Company Schedule B-6
Column (E): Column (C) X Column (D)



Arizona-Amercian Waler Company
Docket Nos, SW 84 W-01303A-08-0227
Test Year Ended December 31, 2007

Havasu Water District
Schedule RLM-6

Page 1 of 1

OPERATING INCOME

COMPANY
AS

FILED
TEST YEAR
ADJM'TS

TEST YEAR
AS ADJ'TED

PROP'D
CHANGES RECOMM'D

$ 1,003,476 $ s 1,003,476 s 660,219 $ 1 ,663,696

23.110 23.110
1,686,806

DESCRIPTION
Revenues

Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues
TOTAL OPERATING REVENUE $

23
1,026,587 $ 660,219 $

204.741 $ 204.741 204.741

111.139
BB.249

111.139
88.249

111.139
88.249

166.461
63.729
35.586

52
(2 ,004 ) 164.457

63.729
35.586

164.457
63.729
35.586

22.062 22.062 22.062

(188)
13.616
42.456

198.697
292.855
53.523
17.638
86.691

Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation 8 Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Tax
Rounding

13.616
42.644

198.697
291.351
44.112
17.638

(159,839)

13.616
42.456

198.697
292.855
53.523
17.638

(159,839) 246.530

TOTAL OPERATING EXPENSES $ 1,158.005 $ 8.774 $ 1,166,781 $ 246,530 $ 1,413,310

OPERATING INCOME (LOSS) $ (131,419) $ (8,774) s (140,194) $ 413,690 $ 273.496

References
Column (A): Company Schedule C-1
Column (B): RLM-7, Columns (B) Thru (H)
Column (C): Column (A) + Column (B)
Column (D): RLM-1, Pages 1 & 2
Column (E): Column (C) + Column (D)
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Havasu Water District
Schedule RLM-8

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1

PROPERTY TAX COMPUTATION

LINE

n o. DESCRIPTION REFERENCE (A) (B)

Calculation Of The Company's Full Cash Value:

$1
2
3
4
5

Annual Operating Revenues:
Adjusted Test Year Revenue
Adjusted Test Year Revenue
RUCO Proposed Revenue

Total Three Year Operating Revenues
Average Annual Operating Revenues

Schedule RLM-7
Schedule RLM-7
Schedule RLM-6

Sum OfLines 1,28\3
Line 4 / 3

$

1 ,026,587
1 ,026,587
1 ,686,806
3,739,979
1 ,246,660

6 Two Times Three Year Average Operating Revenues Line 5 X2 $ 2,493,319

Co. Sch. E-1, Page 2
Line 7 X 10%

$ 100,7977
8

ADD:
10% Of Construction Work In Progress ("CWlP"):

Test Year CWIP
10% of CWIP $ 10,080

Company Workpapers
Company Wnrkpapers

Line 9 + Line 10

$9
10
11

SUBTRACT:
Transportation At Book Value:

Original Cost Of Transportation Equipment
Acc( Dep. Of Transportatior\ Equipment

Book Value Of Transportation Equipment $

12 Company's Full Cash Value ("FCV") Sum Of Lines 6, 8 81 11 $ 2,503,399

Calculation Of The Company's Ta( Liability:

13
14

MULTIPLY:
FCV X Valuation Assessment Ratio X Property Tax Rates:

Assessment Ratio
Assessed Value

House Bill 2779
Line 12 X Line 13 $

23.0%
575,782

15
16
17

Property Tax Rates:
Primary Tax Rate
Secondary Tax Rate

Estimated Tax Rate Liability

Company Workpapers
Company Workpapers

Line 15 + Line 16

9.30%
0.00%
9.30%

18 Company's Total Tax Liability - Based On Full Cash Value Line 14 X Line 17 $ 53,523

19 Test Year Adjusted Property Tax Expense As Filed Co. Sch. C-1 44,112

20 Increase (Decrease) In Property Tax Expense Line 18 - Line 19 $ 9,411

21 RUCO Adjustment (See RLM-6, Column (B)) Line 20 $ 9,411



Arizona-Amercian Water Company
Docket Nos. SW a. W-01303A-08-0227
Test Year Ended December 31, 2007

HavasuWater District
Schedule RLM-9

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2
TEST YEAR DEPRECIATION EXPENSE

LINE

(B)
COMPANY

PROPOSED

DEP. RATES

(C)
TEST YEAR

DEPRECIATION

EXPENSEACCOUNT NAME
$

(A)
TOTAL
PLANT

VALUE
10, 144

47,343

$

2,097,296
99,968

58,515

20,697 420

3.766148,253
116,045
644,172
50,935

1,353,198

16,362
2,608

50,204

4,202
258,942

1 ,356,012
36,742

1 ,164,5B7
959,064
730,665
278,916
175,586
17,253

31,073
31,595

783
24,806
20,428
15,563
8,061
6,181

607

3,254
9,145

84,886

133
375

21,222

18,281

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
2.79%
0.00%
0.00%
0.00%
2.03%
0.00%
2.54%
0.00%
2.54%
5.12%
3.71 %
0.00%
0.00%
12.00%
2.33%
2.13%
2.13%
2.13%
2.13%
2.89%
3.52%
3.52%
0.00%
0.00%
0.00%
4.10%
4.10%
25.00%
25.00%
3.93%
7.55%
3.06%
9.23%
4.10%
6.19%

1,380

no .
1
2
3
4
5
e
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

ACCOUNT

nom
301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304600
304800
305000
306000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
3392500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300
TOTAL

Organization
Franchises
Land a. Land Rights SS
Land & Land Rights P
Land & Land Rights TD
Land & Land Rights AG
Struck & Imp SS
Struck & imp P
Struck & Imp WT
Struck & Imp TD
Struck 8¢ Imp Offices
Struck 8- imp Misc
Collect 8< Impounding
Lakes, Rivers, Other Intakes
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified by Size
TD Mains min & Less
TD Mains Gin to bin
TD Mains 10in to 16in
Services
Meters
Meter Installations
Hydrants
Othber P/E intangible
Other P/E SS
Office Furniture 8. Equip
Comp & Periph Equip
Trans Equip Lt Duty Trks
Trans Equip Hay Duty Trks
Stores Equipment
Tools,shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Teiephone
Comm Equip Other

TEST YEAR DIRECT UPIS AND DEPRECIATION EXPENSE $

33,093
11 ,702
44,414

9,774,795 $

3,054
480

2,749
300,384

43 SUB-TOTAL TEST YEAR CORPORATE UPIS AND DEPRECIATION EXPENSE 25,755

44

45

SUB-TQTAL POST TEST YEAR DEPRECIATION EXPENSE ON UPIS

TOTAL DEPRECIATION EXPENSE ON UPIS s 326,119

46 AMORTIZATION OF DEFERRED DEBIT _ Y2K COSTS

47 AMORITZATION OF REGULATORY ASSETS 834

48 AMORTIZATION OF CONTRIBUTIONS

AMORTIZATION OF REGULATORY CIAC49
50
51

Rounding
TOTAL DEPRECIATION EXPENSE S

(s,011 )

(28,087)

292,855

52
53

Company As Filed
Difference $

$

291,351
1,504

54
References I

RUCO Adjustment (See RLM-7, Column (C)) 1,504

Column (A)i RLM-3, Page 7, Column (D)
Column (B): RLM-3, Page 1, Column (A)
Column (C): Column (A) X Column (B)

llllwlll11-1-11111
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31 , 2007

Havasu Water District
Schedule RLm-10

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 3

. RATE CASE EXPENSE

LINE
no. DESCRIPTION

(A)
COMPANY
ESTIMATE

(B)
RUCO

ADJUSTMENT

(C)
RUCO

AS ADJUSTED

1 Rate Case Expense Total $ 612,000 $ (187,735) $ 424,265

2 Allocation Factor (See NOTE Below) 1.8822% 2.7151%

3 Havasu Water District (Line 1 X Line 2) $ 11,519 $ $ 11,519

4 Amortization Period - 3 Years 3

5 RUCO Adjusted Rate Case Expense For Instant Case (Line 3 /3 Years) $ 3,840

6 Company Rate Case Expenses As Filed (Company Sch. C-2) $ 3,840

7 RUCO Pro Forma Rate Case Expense (Lines 5 - 6) $ (0)

8 RUCO Adjustment (Line 7) (See RLM-7, Column (D)) $ (0)

NOTE

Company As Filed RUCO As Adjusted

$ 17.0164%
15.0497%
1.4411 %

45.2631%
2.7151 %

16.4069%
2.1078%

100.0000%

$9
1 0
1 1
1 2
1 3
14
1 5
1 6

4-Factor Allocation
Districts Included In This Filing

Sun City West Water District
Paradise Valley Water District
Tubac Water District
Agua Fria Water District
Havasu Water District
Mohave Water District
Mohave Wastewater District
Total

11.7965%
10.4331%
0.9990%

31 .3783%
1 .8822%

11.3740%
1.4612%

69.3243% $

72,195
63,851
6,114

192,035
11 ,519
69,609
8,943

424,265 $

72,195
63,851
6,114

192,035
11,519
69,609
8,943

424,265

Districts NOT Included In This Filing
Agua Fria Wastewater District
Distco/Treatco Sewer
DistcolTreatco Water

8.2232%
9.8095%

12.6430%
t00.0000%

$1 7
1 8
1 9
2 0 $

50,326
60,034
77,375

612,000

W nm a l l l1I11_ all l lelul l mlI nun



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31. 2007

Havasu Water District
Schedule RLM-11

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 5
ANNUAL INCENTIVE PLAN EXPENSE

DESCRIPTION REFERENCE AS ADJUSTED

AZ-AM Annual Incentive Plan ("AlP") Expense Total Co. Response To RUCO DR 2 $ 482.198

Co. Workpapers Per SLH-6
Lines1 X 2

1.3850%Allocation Factor
Havasu Water District $

Portion Deemed Shareholder Benefit Only RLM Testimony 30.00%

Lines 3 X 4 $RUCO Test-Year Disallowance Of AlP Expense

RUCO Adjustment (See RLM-7, Column (D)) Line 5

(2,004)

(2,004)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0-27
Test Year Ended December 31, 2007

Havasu Water District
Schedule RLm-12

Page 1 of 5

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 7
MISCELLANEOUS ADJUSTMENTS

(A) (C)

LINE

NO DESCRIPTION

(B)
RUCO ADJUSTMENTS

ALLOCABLE ALLOC'N DISTRICT
TOTAL 4-FACTOR TOTAL AS ADJUSTED

1 Havasu Water Direct Miscellaneous Account (RLM-12, Pg, Ln 119) $ 100.00% $

2 1 .3850% $ (188)

3

Corporate Office Allocable Miscellaneous Account (RLM-12. Pg 4, Lm 95) $ (13,607.91)

TOTAL $ (188)

4 RUCO ADJUSTMENT TO MISCELLANEOUS ADJUSTMENTS (See RLM-7, Column (H» $ (188)

NOTE

5
6
7
8
g

10
11

4-Factor Allocation
Sun City W est W ater District
Paradise Valley W ater District
Tubac Water District
Agua Fria W ater District
Havasu W ater District
Mohave W ater District
Mohave W astewater District

8.3198%
7.6863%
0.7254%

23.0946%
1.3B50%
7.8288%
1.0290%

References:
Column (A): RLM-12, Pages 2 Thru 5 Derived From Company's Line 21 Workpapers
Column (B): See NOTE
Column (C): Column (A) X Column (B)
Column (D): Sums Of Column (C)
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0-27
Test Year Ended December 31, 2007

Havasu Water District
Schedule RLM-13

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 7

INCOME TAX EXPENSE

DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES

Operating Income Before Taxes Sch. RLM-6, Column (c), L26 + L23 $ (300,033)

Arizona State Tax
Interest Expense

Federal Taxable Income

Line 11
Note (A) Line 20

Line 1 - Line 2 - Line 3 $

(29,339)
121 .020
(391 ,714)

Federal Tax Rate
Federal Income Tax Expense

Sch. RLM-1, Pg 2, Col. (D), L34
Line 4 X line 5 $

31.47%
(123,280)

STATE INCOME TAXES

Operating Income Before Taxes Line 1 (300,033)

Interest Expense
State Taxable Income

Note (A) Line 20
Line 7 - Line 8 $

121 .020
(421 ,0531

State Tax Rate Tax Rate

State Income Tax Expense Line g X Line 10 $ (29,339)

TOTAL INCOME TAX EXPENSE
Line 6

Line 11
Line12 + Line 13

$Federal Income Tax Expense
State Income Tax Expense

Total Income Tex Expense Per RUCO $

(123,280)
(29,339)

(152,619)

Total Income Tax Expense Per Company (Per Company Sch. C-1 ) (159,839)

Total Income Tax Adjustment Line 14 - Line 15 $

RUCO Adjustment (See Sch. RLM-7, Column (H)) Line 16

$ 4.012.421
3.02%

121.020

NOTE (A)
Interest Synchronization
Adjusted Rate Base (Sch. RLM-2, Col. (H), L17)
Weighted Cost of Debt (Sch. RLM-16 Col. (F). LI)
Interest Expense (L18 X L19) $



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Havasu Water District
Schedule RLM-14

Page 1 of 1

COST OF CAPITAL

(A) (B)

LINE
no. DESCRIPTION

CAPITAL

RATIO COST

1 DEBT 55.20% 5.46%

(C)
WEIGHTED

COST
RATE

3.02%

2 PREFERRED STOCK 0.00% 0.00% 0.00%

3 COMMON EQUITY 44.80% 8.88% 3.98%

4 TOTAL CAPITALIZATION 100.00%

5 WEIGHTED COST OF CAPITAL 7,00%

References:
Columns (A) Thru (C): See Testimony - William A, Rigsby
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0_27
Test Year Ended December 31, 2007

Mohave Water District

TABLE OF CONTENTS TO RLM SCHEDULES

PAGE
NO. TITLE

RLM-1 1 & 2 REVENUE REQUIREMENTAND GROSS REVENUE CONVERSION FACTOR

RLM-2A 1

RLM-2 1

RLM-2

RLM-2

RLM-2

RLM-2

RLM-2

RLM-2

RLM-3 1 TO 4

1 8 2RLM-5

RLM-6 1

RLM-7 1

RATE BASE

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

RATE BASE ADJUSTMENT NO, 1 .. ADJUSTMENT TO ACCUMULATED DEPRECIATION

RATE BASE ADJUSTMENT NO, 2 - REINSTATE CIAC ASSOCIATED WITH CWIP

RATE BASE ADJUSTMENT no. 3 - INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT NO, 4 - INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT no. 5 .. ADJUSTMENT TO DEFERRED DEBITS

RATE BASE ADJUSTMENT no. 6 WORKING CAPITAL ADJUSTMENT

RATE BASE ADJUSTMENT no. 1 - CONFORMING ADJUSTMENT TO COMPANY REVISIONS TO Acc. DEP.

RATE BASE ADJUSTMENT no. 6- ALLOWANCE FOR WORKING CAPITAL

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

1 OPERATING INCOME ADJUSTMENT no. 1 PROPERTY TAX COMPUTATIONRLM-8

RLM-9 1 OPERATING INCOME ADJUSTMENT no. 2 - TEST YEAR DEPRECIATION EXPENSE

RLM-10 1 OPERATING INCOME ADJUSTMENT no. 3 - RATE CASE EXPENSE

TESTIMONY

RLM-11 1

OPERATING INCOME ADJUSTMENT NO. 4

OPERATING INCOME ADJUSTMENT no. 5

WASTE DISPOSAL EXPENSE

ANNUAL INCENTIVE PAY EXPENSE

TESTIMONY 1 OPERATING INCOME ADJUSTMENT NO. 6 ONLY AGUA FRIA, MOHAVE WATER AND SUN CITY WEST
CONFORMING ADJUSTMENT TO COMPANY REVISIONS LABOR

RLM-12 OPERATING INCOME ADJUSTMENT NO. 7 REMOVE INAPPROPRIATE/UNNECESSARY MISC. EXPENSES

RLM-13 1 OPERATING INCOME ADJUSTMENT NO. B - INCOMETAX EXPENSE

SCH.
no.

RLM-14 1 COST OF CAPITAL



$ 1,655,410

Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Water District
Schedule RLM-1

Page 1 of 2

REVENUE REQUIREMENT

LINE
no. DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB
COST

1 Original Cost Rate Base $ 12,041,310 $ 9,841 ,553

2 Adjusted Operating Income (Loss) $ 37,140 $ 254,661

3 Current Rate Of Return (L2 l LI ) 0.31% 2.59%

4 Required Operating Income (L5 X LI ) $ 1,011,470 $ 688,531

5 Required Rate Of Return On Fair Value Rate Base 8.40% 7.00%

6 Operating \income Deficiency (L4 - L2) $ 974,330 $ 433,870

7 Gross Revenue Conversion Factor (RLM-1, Page 2) 1 .6990 1 .6286

8 Increase In Gross Revenue Requirement (L7X LE) l$ 706,615 I

9 Adjusted Test Year Revenue $ 5,113,631 $ 5,113,631

10 Proposed Annual Revenue (LB + LE) $ 6,769,041 $ 5,820,246

11 Required Percentage Increase In Revenue (LB /LE) 32.37% 13.82%

12 Rate Of Return On Common Equity 11.75% 8.88%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule RLM-1 Page 2, RLM-6, And RLM-16

l I'll WH ll l



1.6286

Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Water District
Schedule RLM-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE

NO. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (L1 - L2)
Revenue Conversion Factor(LI IL3)

1.0000
0.3860
0.6140

5
6
7
8
9

10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - LE)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X L8)
Combined Federal And State Income Tax Rate (L6 + LE)

100.0000%
6.9680%

93.0320%
34.0000%
31.6309%
38.5989%

$ 688,531
254,661

11
12
13

Required Operating Income (Sch, RLM-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc, (Loss) (Sch. RLM-1, Pg 1, C (B), L2)
Required Increase in Operating Income (L11 - L12) $ 433,870

Income Taxes On Recommended Revenue (Col. (D), L31)
Income Taxes On Test Year Revenue (Col, (D), L32)
Required Increase In Revenue To Provide For Income Taxes (L14

$ 180,456
(196,927)

- L15)

14
15
16

17 Total Required Increase In Revenue (L13 + L16)

$

$

377,383

811,253

L23)

RUCO
Recommended
$ 5,820,246

5,055,897
296,834
467,516
6.96B0%

s

SS 32,576

$
$

434,939
7,500
6,250
8,500

91,650
33,979

18
19
20
21
22
23
24
25
26
27
28
29
30
31

CALCULATION OF INCOME TAx-
Revenue (Sch. RLM-1, Pg 1, Col. (B), L10)

Operating Expense Excluding Income Tax (RLM-6, Col. (E), L25
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax On 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax On 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax On 3rd Inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax On 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax On 5th Inc. Bracket ($335,001 - $10M) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal And State Income Tax (L23 + L30)

35
$

147,879
180,456

32
33

Test Year Combined Income Tax, RUCO As Adjusted (RLM-6, Col. (C), L23)
RUCO Adjustment (L31 .. L32} (See RLM-6, Col. (D), L23)

$
$

(196,927)
377,383

34 Applicable Federal Income Tax Rate (Col, (D), L30 / Col, (C), L24) 34.00%

$35
36
37

CALCULATION OF INTEREST SYNCHRONIZATIONs
Rate Base (Sch. RLM-2, Col. (H), L15)
Weighted Avg. Cost of Debt (Sch. RLM-16, Col. (F), LI)
Synchronized Interest (L35 X L36) $

9,841 ,553
3.02%

296,834



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Water District
Schedule RLM-2A

Page 1 of 1

RATE BASE . ORIGINAL COST

DESCRIPTION
Gross Utility Plant In Semice

COMPANY

AS FILED

OCRB/FVRB
$ 2B,800,225

OCRB/FVRB

ADJUSTMENTS
$

ADJ'TED
OCRB/FVRB

$ 28.800225

$ (13,084,198)
15,715,027

175,741
175,741

s
s

(12,908,457)
15.891.768

Accumulated Depreciation
Net Utility Plant InService (Sum LI & LE) $

Advances In Aid Of Const [5,947,009) $ (291,910) s (5,238,919)

(107,545) $ $
$
$

Contribution In Aid Of Const
Accumulated Amortization Of CIAC

NET CIAC (Ls + L7) (107,545) $

(94,453)
(27,517)

(121,969)

(201 ,9saal
(27,517)

(229,514)

Imputed Regulatory Advances $ $

(1,157,044) $ (1,157,044)imputed Regulatory Contributions

Customer Meter Deposits (7,800) $ (7,BO0)

Deferred Income Taxes And Credits 1.350.455 $ 1.380.455

Investment Tax Credits $

Deferred Debits 1 .749,B05 $ (1,6-9.972) $ 99

Allowance For Working Capital 434,422 $ (311,647) $ 122.775

17

Utility Plant Acquisition Adjustment
Rounding

TOTAL RATE BASE (Sum L's 4, s, a B Thru 17) 12.041,310

$

$ (2,199,757)

s

$ 9.841 .553 $ (2,199,757)

References
Column (A): Company Schedule B-1
Column (B): Schedule RLM-2
Column (C): Column (A) + Column (B)
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Arizona»Amercian Water Company
Docket Nos. SW & W-01303A-05-0227
Test Year Ended December 31, 2007

L I NE
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
25
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44 TOTAL

A C C T
NO.

301000
302000
303200
303300
303500
303500
304100
304200
304300
304400
304600
304700
305000
306000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
3392500
340100
340200
340300
341100
341200
342000
343000
344000
345000
346100
346200
346300

ACCOUNT NAME
Organization
Franchises
Land L LandRights §
Land s. Land Rights P
Land & Land Rights TD
Land 5 Land Rights AG
Struck 5 Imp SS
Struck s. Imp P
Struck & Imp WT
Struck 5: Imp TD
StrLlr:t St Imp OuNces
Struct& Imp - Stores
Collect a Impounding
Lakes, Rivers Other Intakes
Walls & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Noi Classified by Size
TD Mains min L Less
TD Mains Sin lo bin
TD Mains 10in to 16in
Sswices
Meters
Meter lnstailaPons
Hydrants
Othber P/E Intangible
Other p/E 8
Office Furniture & Equip
Comp s. Periph Equip
Computer Software
Trans Equip Lt Duty Tris
Trans Equip Hvy Duty Trk.s
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Communication Equipment Telephone
Miscellaneous Equipment

(A)
PRIO

DEP
RATE
0.0000%
0.0000%
00000%
00000%
0.DooD%
000D0%
2B30D%
23900%
2.50D0%
1 8100%
2.0300%
20300%
25400%
0 0000%
2.7000%
0 0000%
51200%
0.0000%
5.1200%

12.0000%
1.8100%
2.5100%
25100%
26100%
28100%
54100%
€.5300%
6.5300%
0.0000%
0.0000%
0.0000%
4.1000%
4.1000%
4.1000%

25.0000%
2550000%
3.9300%
7.5500%
3.0600%
92300%
4.1000%
4.1000%
6.1900%

TEST YEAR PLANT SCHEDULES
PRIOR TEST YEAR ENDED DECEMBER 9. 2005

(B) (C)
R DECISION NO 69440 - ADJUSTED

GROSS ACCUMULATED
PLANT DEPRECIATION

34,004 s -
37051 _

245.942 .
2,361 .
9.609 .

330
387473

1,ee7
47,346
4,583

453,659
29,223

563,944

s

s

50,870
1 ,584,352

49469
11574017

521949
25,1 DB

3,028,451
1 764594

146773
941

11v948
24,917,995

2,001,791

179,568
340,017

528,511

791,320

2,232
89.873
7.523

47.338
141519

s

(2,583)
(113,557)

(6,693)
(70,775)
(28,735)
(2,424)

(12,798)
(10,643,317)

(65161 )
(335,665)

(3,471 )
(4,537,588)

(27,309)
(140)

(1,895,297)
(838,696)
(11 ,077)

(2)

(355,381 )

(1 245,328)

(33,872)
51232

(es)
(763169)

(126,063)
2,504

(10,419)
(2,289)

(69,489)
(3382)

(135,632)

$

PLANT
ADJUSTMENT

s

(D) (E) (F)
RUCO ADJUSTED PRIOR TEST YEAR

ACC. DEP. GROSS
ADJUSTMENT PLANT

s 34,004
37,061

245,942
28361
9.609

330
387473

1,6e7
47,a46
4.583

453,559
29,223

6s3.944

s $

$

11,948
24,917,996

50,870
1584,352

49,469
11,674,017

531 ,949
26,108

3,028,461
1164594

146773
941

2,001,791

528,511

179,568
340,017

3,232
89,873
7,523

47,338
141.519

791,320

Mohave Water District
Schedule RLM-3

Page 1 of 4

s

ACCUMULATED

DEPRECIATION
s

(2,583)
(1135873

(6,693)
(70,775)
(28-785)
(2,424)

(12,708)
(10,643,317)

(65,161)
(335,665)

(3,471)
(4,537,588)

(27,309)
(140)

(1,895,297)
(838,696)
(11,077)

(2)

(G)

(1 ,245,328)

(33872)
51,232

(as)
(763169)

(126,063)
2,504

(10,419)
(2,289)

(69,489)
(3,382)

(135,632)

(355,3»81 )

45
46

Per Company Work Papers
RUCO Increase (Decrease) to GUPIS & Acc um. Deere

s
s

24917996
0

s
s

(10,643,317) $
s

s
s

$
s

24.917,99s
0

s
s

(10.643,317)

References :
Columns (A) (B) (C); Company Schedule B-2
Columns (D) (E): See Testimony, RLM
Column (F): Column (E) + Column (D)
Column (G): Column (C) + Column (E)



Arizona-Amercian Water Company
Docket Nos SW & W-01303A-08-0227
Test Year Ended December 31, 2007

LINE

NO.

PLANT

ADDT'S/ADJMTS
$ _

TEST YEAR PLANT SCHEDULES . CONTD
YEAR ENDED DECEMBER 9, 2005

(A) (B)

38104

92398

18329

3,481

1,793

PLANT

RETIREMENTS
s

(C)
RUCO

CALCULATED

ANNUAL DEP.
$ .

(a,osz)
(14338)

(646)
(152.401 )

(8,276)
(340)

(82,599)
(57,760)
(5,070)

(10,826)

(51694)

(5485)
(20)

(598)

(41)
(4,608)

(677)
(8432)

s

TOTAL PLANT

VALUE
34,004
37,061

284.045
2.361
9.609

330
389.266

1.ea7
47_846
4553

457,140
29,223

6s3.944

(D)

2,094,189

809_649

ACCUMULATED

DEPRECIATION
$ .

(366,207)

(1,297,022)

(E)

(131,548)
2,484

(11 ,017)
(2,330)

(74,097)
(4,059)

(144,054)

Mohave Water District
Schedule RLM-3

Page 2 of 4

s

NEr PLANT

VALUE
34,004
37,061

2a4,045
2,381
9,609

330
257,718

4171
36,829
z,zsa

383,043
25,165

519880

(F>

443,441

797,167

20,737
1,226,551

1,019
a5,a54
14,572
35,525
35,446

(744)
(10,991)

50,870
1 ,5a4,:a52

49469
11 704754
1 758500

27,125
3,114,325
1 778,423

171 407
36,387

(68,213)
(350,003)

(4,117)
(4,S89,989)

(35,585)
(480)

(1,977,89S)
(895,712)

(5,156)

(2)

(17,343)
1,234,348

45,353
7014764
1,722,915

26,646
1,136,429

882711
166,251
36,385

(4,046)
(81,744)

(3,819)
(5,714)

175,522
258,273

(33,445)
127,262

(68)
(794,032)(34,838) (65,701 ) 493,673

142,077
385535

(ea)
(300,359)

45,767

A C C T

NO.
301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304500
304700
305000
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100

3392500
340100
340200
340300
341100
341200
342000
343000
344000
345000
345100
346200
346300

49,848
541

(54)
(3,537)

(117>
(3,915)
(2901 )

3,232
135,640

7,523
97,186

142160

1
2
3
4
5
8
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 TOTAL

ACCOUNT NAME
Organization
Franchises
Land & Land Rights SS
Land ALand Rights P
Land A Land Rights TD
Land&Land Rights AG
Struck L Imp SS
Strict B. Imp P
Sh'uct& Imp WT
Strtlbt 6- Imp TD
Struck 81 Imp Offices
Struck SI Imp - Story
Collect & Impounding
Lakes, Rivers, Other Intakes
Wells &Sarina
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs 81 Standpipe
TD Mains Not Classified by Size
TD Mains min & Less
TD Mains Gin lo bin
TD Mains 10in to deSiri
Services
Meters
Meier Installations
Hydrants
Othber PE Intangible
Other PE SS
Office Furniture & Equip
Comp a Periph Equip
Corm)u[gl' Software
Trans Equip Li Duty Trks
Trans Equip Hvy Duty Trks
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Communication Equipment Telephone
Miscellaneous Equipment
0 $ 1580,173 s (132,362) s

(370)
(492,800) s

11 ,948
26,465,807 s

(2,547)
(117,124)

(6,810)
(74,590)
(31586)
(2,424)

(13078)
(11 ,003.755) s

585
18516

813
22495

110,474
(2,424)
(1,129)

15,462,052

45
46

Per Company Work Papers
RUCO Increase (Decrease) lo GUPIS & Acc um Deere. s

1,580.173
(0) s

(132362)
0 s

(365,887)
126,913 s

26,465,808
(1 ) s

(11,009204l
(5,449) s

15,456,604
5,44a

References:
Columns (A) (B): Company Schedule B-2
Column (C);Workpapers 'RUCO Revised SCW ACC DEP',Sheet '2002-ZOD7'
Column (D): Schedule RLM-3, Page 1, Column (F) + Column (A) + Column (B)
Column (E): Schedule RLM-3, Page 1, Column (G) + Column (E) 4 Column (C)
Column (F): Column (D) - Column (E)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A.08-g227
Test Year Ended December 31, 2007

Mohave Water District
Schedule RLM-3

Page 3 of 4

TEST YEAR PLANT SCHEDULES . CONTD
YEAR ENDED DECEMBER 29, 2006

(A) (B) (0) (E) (F)

LINE
no.

PLANT

ADDT'S/ADJ MTS
8 .

PLANT

RETIREMENTS
s

(C)
RUCO

CALCULATED

ANNUALDEP.
$ _ $

ACCUMULATED

DEPRECIATION
8 . s

6,732

(10)

TOTAL PLANT

VALUE
34.004
37,061

290,777
2351
9,609

330
389,266

1,687
47,846
4583

457,140
29,223

663,944

10

NET PLANT

VALUE
a4.004
37,061

290,777
2.361
9.609

330
246.702

4.131
35.633
2.170

373.763
23,812

503.01 s

(11 018)

(40)
(1 ,196)

(83)
(9,280)
(1353)

(15864)

(142,564)
2,444

(12,213)
(2,413)

(83,377)
(5,412)

(150,928)

809,649 421,581

57540

(21 861 )

(108,207) 2,152,029

(388,068)

(1,405.229) 746,800

9,620
534,983

see
205,401
15,472
56,557

453

(1 ,055)
(13,053)

(6,104)
(28,677)
(1 291 )

(305,597)
(50145)

(710)
(173199)
(116za4)

(4,498)

50,870
1 ,584,352

49469
11 714374
2,293,483

27,794
3,319,725
1 ,792,829

224,921
36,840

(74,318)
(378,680)

(5,408)
(4,s95,5ss)

(85,730)
(1,190)

(2,151,094)
(1 ,010,s30)

3,399

(23,447)
1,205,672

44,062
6,718,788
2,207,753

25,605
1,158,631

781,899
228,320
35,838(2)

(7,196)
(10,589)

175,522
258,273

17,533 (168,094) 46,581 343,112

(40,641 )
116,673

(Ag)
(579,357)

134,881
374,946

(Ag)
(236,246)

(31)

3,232
135,609

7,523
97,186

169659

ACCT

NO.
301000
302000
303200
303300
303500
303500
304100
304200
304300
304400
304500
304700
305000
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
3392500
340100
340200
340300
341100
341200
342000
343000
344000
345000
346100
346200
346300

ACCOUNT NAME
organization
Franchises
Land & Land Rights SS
Land & Land Rights P
Land & Land Rights TD
Land & Land Rights AG
Struct 8.Imp as
Struct a. Imp P
Strict s. Imp WT
Struck & Imp TD
Struck 8- Imp Oflices
Struct Er Imp - Stores
Collect Br Impounding
Lakes, Rivers, Other Intakes
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified by Size
TD Mains min & Less
TD Mains Sin to Sin
TD Mains 10in to 16ir\
Services
Meters
Meter Installations
Hydrants
Othber P/E Intangible
Other P/E %
Office Furniture & Equip
Camp & Periph Equip
Computer Software
Trans Equip Lt Duty Trks
Trans Equip Hvy Duty Tris
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Communication Equipment Telephone
Miscellaneous Equipment
0

27,499

(127)
(10,209)

(233)
(8,970)
(6842)

1
2
3
4
5
B
7
8
9

10
11
12
13
14
15
16
17
1 B
19
20
21
22
23
24
25
26
27
28
29
to
31
32
33
34
35
35
37
38
39
40
41
42
43
44 TOTAL s

4,902
947,669 s (182,254) s

(5,642)
(859,632) s

16850
27231,222 $

(2,774)
(127,302)

(7,043)
(83,551)
(38,528)
(2,424)

(18,719)
(11 681 ,134) s

45s
e,307

580
13,525

131 ,131
(2,424)
(1,869)

15,550,089

45
is

Per Company Work Papers
RUCO Increase (Decrease) to GU PIS a Acc um. Deere. s

947,569
(0) S

(182254)
(0) s

(836,298)
23,334 5

27_231223
1 s

(11_845,502)
(164,368) $

15,385,721
164,358

References:
Columns (A) (B): Company Schedule B-2
Column (C): Workpapers "RUCO Revised SCW ACC DEI", Sheet '2002.2007"
Column (D): Schedule RLM-3, Page 2, Column (D) + Column (A) + Column (B)
Column (E): Schedule RLM-3, Page 2, Column (E) + Column (B) + Column (C)
Column (F): Column (D) - Column (E)



Arizona-Amercian Water Company
Docket NOS SW & W~01303A-08~0227
Test Year Ended December 31, 2007

Mohave Water District
Schedule RLM-3

Page 4 of 4

TEST YEAR PLANT SCHEDULES . conT'D
YEAR ENDED DECEMBER 31, 2007

(A) (B) (D) (El (F)

PLANT
ADDT'S/ADJMTS
8 .

PLANe
RETIREMENTS
s

(C)
RUCO

CALCULATED
ANNUAL DEP.

s $

ACCUMULATED
DEPRECIATION
$ . s

14
10

30722

7

(1 1 ,of e)

(40)
(1 ,1 as)

(83)
(9,280)
(1 ,353)

(15,864)

TOTAL PLANT
VALUE

34,004
37061

290791
2.351
9609

31052
389,266

1,687
47,846
4,5a3

457,147
29,223

663944

(153,580)
2.403

(13,409)
(2,496)

(92,657)
(6,765)

(177.792)

NET PLANT
VALUE

34004
37,061

290,791
2.351
9,609

31 ,052
235,686

4,090
34,437
2.087

364,490
22,459

486152

737,874
117,239 (2138)

(21,861)

(111,85S)

809,649
137,874

2,267,130

(409,929)

(1,514,947)

399720
137,874
752,183

1,009

(222)

(27)4300
73,501

188956
133,959
20,561
23.541

(365)

(5,852)
(54,614)

(6)
(6,104)

(28,577)
(1,291)

(305,794)
(61 ,746)
(2,363)

(183,522)
(117.0sa)
(15655)

1,009
50,870

1,584,130
49_469

11,718,647
2,367,284

216,750
3,447,832
1,758,875

248,462
36,474

(6)
(80,422)

(407,135)
(6,699)

(5,301,353)
(147,475)

(3,553)
(2,32B,764)
(1,073,408)

(12,257)
(2)

1,002
(29,552)

1,176,995
42,771

6417,294
2,219,809

z1 a_197
1,119,067

685,467
236,205
36,472

(563) (37314)
(191 431 )

833
35

(7,111 )
(10,262)

(301 )
(85,786)

137,645
66,342

833
M3,147

(10,438)
297,842

(369)
(665,144)

127,207
364,684

464
(321,997)

(832)
(1,472)

ACCT
NCI

301000
302000
303200
303300
303500
303500
304100
304200
304300
304400
304500
304700
305000
306000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100

3392500
340100
340200
340300
341100
341200
342000
343000
344000
345000
346100
346200
346300

(3,351)

LINE
NO.
1
2
3
4
5
6
7
5
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
i s
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44 TOTAL

ACCOUNT NAME
Organization
Franchises
Land£1Land Rights SS
Land A Land Rights P
LandL Land Rights TD
Land & Land Rights AG
Struck a Imp as
Struct & Imp P
Struct & Imp WT
Struck & Imp TD
Struct & Imp Offices
Struck & Imp -Stores
Collect & Impounding
Lakes, Rivers, Other Intakes
Wells 6 Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
ViI'T Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified by Size
TD Mains min gt Less
TD Mains min to Sin
TD Mains 10in to 16in
Services
Meters
Meter installations
Hydrants
Other P/E Intangible
Other P/E as
Office Furniture a Equip
Comp & Periph Equip
Computer Software
Trans Equip Lt Duty Trk.s
Trans Equip Hvy Duty Trks
Stores Equipment
Toots,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Communication Equipment Telephone
Miscellaneous Equipment
0 S

75.343
14,226
49,578
7,985

877,780 s
(19,725)

(315,507) $

(126)
(10,113)

(233)
(11 ,578)
(7,503)
(4,647)
(1 ,46s)

(1 ,034,927) $

2,400
134,137

7,523
172,529
180,5M
49678
5110

27,793,496 s

(2,967)
(137,415)

(7,276)
(95,239)
(42,680)
(7,071)

(460)
(12,400,553) $

333
(3278)

347
77,290

137,854
42,607
4,650

15,392943

45
45

Per Company Work Papers
RUCO Increase (Decrease) to GUPIS & Acc um. Deere. s

877,750
(0) s

(315,507)
(0) s

(731,556)
303371 s

27,793,496
0 s

(12,576,294)
(175,741) s

15,217,202
175,741

47 Ruco Adjustment to GUPIS & .Mccumulalsd Depreciation RUCO TYAs Calcuialed
Company TY As Calculated

27,793,496
27,793,496

(12,400,553)
(12,57E,294)

RUCO Adjustments lo Increase (Decrease) GUPIS 8- Acc um. Deere. (0) (175,741)

References:
Columns (A) (B)1 Company Schedule 82
Column (C): Workpapers 'RUCO RevisedSCW ACC DEP', Steel 'Z002-2007'
Column (D): Schedule RLM-3 Page a, Column (D)+ Column (A)4 Column (B)
Column (E)1 Schedule RLM-3,Page3, Column (E) + Column (B) + Column (C)
Column (F): Column (D) . Column (E)

l l  l Illll



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Water District
Schedule RLM-5

Page 1 of 2

EXPLANATION OF RATE BASE ADJUSTMENT no. 6
ALLOWANCE FOR WORKING CAPITAL

(A) (B)
LINE
no. DESCRIPTION AMOUNT REFERENCE

$ 8,897
8,897

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 2 - Line 1

1
2
3

Materials And Supplies As Per Company
Materials And Supplies As Per RUCO
Adjustment $

$ 57,963
57,963

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 5 Line 4

4
5
6

Prepayment As Per Company
Prepayment As Per RUCO
Adjustment $

7
8
9

Cash Working Capital As Per Company
Cash Working Capital As Per RUCO
Adjustment

$ 367,552
55,915

(31 1,647)

Company Schedule B-5, PG. 1
RUCO Schedule RLM-5, Page 2

Line 8 - Line 7

10 TOTAL ADJUSTMENT (See RLM-2, Column (G>)

$

$ (311,547) Sum Lines 3, 6 & 9



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

EXPLANATION OF RATE BASE ADJUSTMENT no. 6 . CONT'D
LEADILAG DAY SUMMARY

Mohave Water District
Schedule RLM-5

Page 2 of 2

(B) (D) (E)

LINE
NO, DESCRIPTION

(A)
COMPANY
EXPENSES
AS FILED

RUCO
ADJUSTM'TS

(C)
RUCO

EXPENSES
ASADJUSTED

(LEAD)/LAG
DAYS

DOLLAR
DAYS

$ $ (12,768) $ 887,205
44,384

501,877
7,846

12.0000
186.9031
31 .8430
18.5000

$ 10,646,460
8,295,507

15,981 ,269
145,151

295
(11,325) 929,574

209,312
127,879
51 ,991

132,002
15,559

10.4000
(140819)
45.0000
(682707)
20.9690
5.0391

9,667,569
(2,947,511 )
5,754,555
(3,549,462)
2,767,950

78,403

1
2
3
4
5
6
7
8
9
10
11
12
13

899,973
44,384

501,877
7,846
(295)

940,899
209,312
127,879
51 ,991

132,002
15,559

883,235
1,150,857

(883,235)
(97,212) 1,063,645 30.0000 31 ,909,33B

14
15
16

Appropriate Operating Expenses:
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group insurance
Pensions
Insurance Other Than Group
Customer Accounting
Rents
Depreciation 81 Amortization
Other Operating Expenses

Taxes:
Taxes Other Than Income
Property Taxes
income Tax

75,809
221,795
422,238

10,190
(241 ,782)

75,809
231,985
180,456

15.6698
212.5000
28.7500

1,187,912
49,296,775
5,188,103

17 Interest Expense 296,834 296,834 1065180 31,818,134

18 Total Appropriate Operating Expenses 35 5,695,361 $ (939,004) $ 4,756,357 $ 166,040,154

19 Expense Lag Line 18, Col. (E)/ (C) 34.91

20 Revenue Lag RUCO Workpapers 39.20

21 Net Lag Line 20 _ Line 19 4.29

22 RUCO Adjusted Expenses Col. <<>). Line 18 $ 4,756,357

23 Cash Working Capital Line 21 X Line 22 / 365 Days 55,915

24 Company As Filed Co. Schedule B-6, Page 1 367,562

25 Difference Line 23 - Line 24 SS

$26 ADJUSTMENT (See RLM-5, Page 1, L 9) Line 25

(311,647)

(311 ,e47)

References:
Column (A): - Company Schedule B-6
Column (B): RUCO Operating Income Adjustments (See Schedule RLM-7)
Column (C): Column (A) + (B)
Column (D): - Company Schedule B-6
Column (E): Column (C) x Column (D)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Water District
Schedule RLM-6

Page 1 of 1

OPERATING INCOME

LINE
no.

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

$ 4,932,608 $ $ 4,932,608 $ 706,615 $ 5,639,2231
2
3
4

DESCRIPTION
Revenues:

Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues
TOTAL OPERATING REVENUE $

181,023
5,113,631 $ $

181,023
5,113,631 $ 706,615 $

181,023
5,820,246

$ $ (12,768) $ 887,205
44,384

501,877
7,846

$ $ 887,205
44,384

501,877
7,846

295
(11,325)

(96,100)

(1 ,407)

(106,405)
10,190

5
6
7
8
9

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

Operating Expenses:
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Tax
Rounding

899,973
44,384

501,877
7,845
(295)

940,899
209,312
127,879
119,303

51,991
132,002
15,559

103,944
354,017
583,888
883,235
221,795
75,809

(196,927)

929,574
209,312
127,879

23,203
51 ,991

132,002
15,559

103,944
352,610
583,888
776,830
231,985
75,809

(196,927) 377,383

929,574
209,312
127,879

23,203
51,991

132,002
15,559

103,944
352,610
583,888
776,830
231,985
75,809

180,456

25 TOTAL OPERATING EXPENSES $ 5,076,491 $ (217,521) $ 4,858,970 $ 377,383 $ 5,236,353

26 OPERATING INCOME (LOSS) $ 37,140 $ 217,521 $ 254,661 $ 329,233 $ 583,894

References:
Column (A): Company Schedule C-1
Column (B): RLM-7, Columns (B) Thru (H)
Column (C): Column (A) + Column (B)
Column (D): RLM-1, Pages 1 & 2
Column (E): Column (C) + Column (D)
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A~08-0227
Test Year Ended December 31, 2007

Mohave Water District
Schedule RLM-8

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1

PROPERTY TAX COMPUTATION

LINE

n o. DESCRIPTION REFERENCE (A) (B)

Calculation Of The Company's Full Cash Value:

$1

2
3
4
5

Annual Operating Revenues:
Adjusted Test Year Revenue
Adjusted Test Year Revenue
RUCO Proposed Revenue

Total Three Year Operating Revenues
Average Annual Operating Revenues

Schedule RLM-7
Schedule RLM-7
Schedule RLM-6

Sum Of Lines 1, 2 & 3
Line 4 / 3

$

5,113,631
5,113,631
5,820,246

16,047,508
5,349,169

6 Two Times Three Year Average Operating Revenues Line 5 X2 $ 10,698,339

Co. Sch. E-1, Page 2
Line 7 X 10%

$ 498,4717
8

ADD:
10% Of Construction Work In Progress ("CWIP"):

Test Year CWIP
10% of CWIP $ 49,847

RUCO Workpapers
RUCO Workpapers

Line 9 + Line 10

$9
10
11

SUBTRACT:
Transportation At Book Value:

Original Cost Of Transportation Equipment
Acc. Dap. Of Transportation Equipment

Book Value Of Transportation Equipment $

12 Company's Full Cash Value ("FCV") Sum of Lines 6, 8 a. 11 $ 10,748,186

Calculation Of The Company's Tax Liability:

13
14

MULTlPLY:
FCV X Valuation Assessment Ratio X Property Tax Rates:

Assessment Ratio
Assessed Value

House Bill 2779
Line 12 X Line 13 $

23.0%
2,472,083

15
16

17

Property Tax Rates:
Primary Tax Rate
Secondary Tax Rate

Estimated Tax Rate Liability

Company Workpapers
Company Workpapers

Line 15 + Line 16

9.38%
0.00%
9.38%

18 Company's Total Tax Liability - Based On Full Cash Value Line 14 X Line 17 $ 231 ,985

19 Test Year Adjusted Property Tax Expense As Filed Co. Sch. C-1 221,795

20 Increase (Decrease) In Property Tax Expense Line 18 - Line 19 $ 10,190

21 RUCO Adjustment (See RLM-6, Column (B)) Line 20 $ 10,190



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31. 2007

Mohave Water District
Schedule RLM-9

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2
TEST YEAR DEPRECIATION EXPENSE

ACCOUNT
N O ACCOUNT NAME

TOTAL
PLANT

VALUE

COMPANY
PROPOSED

DEP. RATES

TEST YEAR
DEPRECIATION

EXPENSE

37.061
290.791

31.052
389.266 11.015

47.846

457.147
29.223

663.944

21.861809.649
137.874

2267.130 116.077

52

28.673
50.870

1584.130
49.469

11 .718.647
2.367.284

216.750
3.447.832
1 .758.875

248.462
36.474

305.857
61
5

186.528
1 14.855
16

343.147 85.787

134.137 10.127

301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304600
304700
305000
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100

3392500
340100
340200
340300
341100
341200
342000
343000
344000
345000
346100
346200
346300

Organization
Franchises
Land 81 Land Rights SS
Land & Land Rights P
Land & Land Rights TD
Land 8. Land Rights AG
Struck & Imp SS
Struct & Imp P
Struck & Imp WT
Struck & Imp TD
Struck & Imp Offices
Struck & Imp - Stores
Collect & Impounding
Lakes. Rivers. Other Intakes
Wells 8< Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified by Size
TD Mains min & Less
TD Mains min to bin
TD Mains 10in to 16in
Services
Meters
Meter Installations
Hydrants
Othber P/E Intangible
Other P/E SS
Office Furniture & Equip
Comp & Periph Equip
Computer Software
Trans Equip Lt Duty Tris
Trans Equip Hvy Duty Tris
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Communication Equipment Telephone
Miscellaneous Equipment

172.529
180.534
49.678

0. 00%
0. 00%
0. 00%
0. 00%
0. 00%
0. 00%
2. 83%
2. 39%
2. 50%
1.a1 %
2. 03%
2. 03%
2. 54%
0. 00%
2. 70%
0. 00%

*
0 . 00%
5. 12%

12. 00%
1.81 %
2.61 %
2.61 %
2.61 %
2.61 %
5.41 %
6. 53%
6. 53%
0. 00%
0. 00%
0. 00%
4 . 1 0 %
4. 10%
4. 10%
25.00%
25.00%
3. 93%
7. 55%
3. 06%
9. 23%
4 . 1 0 %
4 . 1 0 %
6. 19%

15.924

TOTAL 27.793496 1 .034.377

SUB-TOTAL POST TEST YEAR DEPRECIATION EXPENSE ON UPIS 12.014

TOTAL DEPRECIATION EXPENSE ON UPIS 046.391

AMORTIZATION OF DEFERRED DEBIT - Y2K COSTS

AMORITZATION OF REGUlATORY ASSETS

AMORTIZATION OF CONTRIBUTIONS

AMORTlZATlON OF REGULATORY cIAo (286,506)

776.830
Rounding

TOTAL DEPRECIATION EXPENSE

Company As Filed
Difference

883.235
(106,405)

RUCO Adjustment (See RLM-7, Column (C)) (106,405)

References
Column (A); RLM-3, Page 7, Column (D)
Column (B): RLM-3, Page 1, Column (A)
Column (C): Column (A) X Column (B)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31. 2007

Mohave Water District
Schedule RLM-10

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 3

RATE CASE EXPENSE

DESCRIPTION

COMPANY

ESTIMATE ADJUSTMENT AS ADJUSTED

Rate Case Expense Total 612.000 (187,735) $ 424.265

Allocation Factor (See NOTE Below) 11.3740% 16.40699

Mohave Water District (Line 1 X Line 2) $ 69,609 $ 69.609

Amortization Period - 3 Years

RUCO Adjusted Rate Case Expense For Instant Case (Line 3 / 3 Years) $ 23.203

Company Rate Case Expenses As Filed (Company Sch, C-2) $ 119.303

RUCO Pro Forma Rate Case Expense (Lines 5 - 6) (96,100)

RUCO Adjustment (Line 7) (See RLM-7, Column (D)) (96,100)

Company As Filed RUCO As Adjusted

72.195
63.851

$ 72.195
63.851

11.7965'%
10.4331%
0.9990%

31 .3783%
1.8822'%

11.3740%
1.4612%

192.035
11.519
69.609

192.035
11.519
69.609

4-Factor Allocation
Districts Included In This Filing

Sun City West Water District
Paradise Valley Water District
TubacWater District
Agua Fria Water District
Havasu Water District
Mohave Water District
Mohave Wastewater District
Total 69.32439 424.265

17.0164%
15.0497%
1.4411%

45.2631%
2.7151 'M

16.4069%
210789

100.00009 424.265

Districts NOT Included In This Filing
Agua Fria Wastewater District
Distco/Treatco Sewer
Distco/Treatco Water

8.2232%
9.8095%

12.6430%
100.0000%

$ 50.326
60.034
77

612.000s



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Water District
Schedule RLM-11

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 5

ANNUAL INCENTIVE PLAN EXPENSE

DESCRIPTION REFERENCE AS ADJUSTED

AZ-AM Annual Incentive Plan ("AlP") Expense Total Co. Response To RUCO DR 2 $ 482.198

Allocation Factor
Mohave Water District

Co. Workpapers Per SLH-6
Lines 1 X 2 $

7.82889
37.750

Portion Deemed Shareholder Benefit Only RLM Testimony 30.009

Lines 3 X 4 sRUCO Test-Year Disallowance Of AlP Expense

RUCO Adjustment (See RLM-7, Column (D)) Line 5

(11 ,325)

(11,325)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31. 2007

Mohave Water District
Schedule RLM-12

Page 1 of 5

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 7
MISCELLANEOUS ADJUSTMENTS

DESCRIPTION

RUCO ADJUSTMENTS

ALLOCABLE ALLOC'N DISTRICT

TOTAL 4-FACTOR TOTAL AS ADJUSTED

Mohave Water Direct Miscellaneous Account (RLM-12, Pg 4, Ln 148) $ (342.02) 100.00% $ (342)

Corporate Office Allocable Miscellaneous Account (RLM-12. Pg 4, Ln 98) $

TOTAL

(13,607.91) 7.82889 $ (1,065)

$ (1 ,407)

RUCO ADJUSTMENT TO MISCELLANEOUS ADJUSTMENTS (See RLM-7, Column (Ha) (1 ,407)

4-Factor Aiiocation
Sun City West Water District
Paradise Valley Water District
Tubac Water District
Agua Fria Water District
Havasu Water District
Mohave Water District
Mohave Wastewater District

8.3198%
7.6863%
0.7254%

23.0946%
138509
7.8288%
1.02909

References
Column (A): RLM-12, Pages 2 Thru 5 Derived From Company's Line 21 Workpapers
Column (B): See NOTE
Column (C): Column (A) X Column (B)
Column (D): Sums Of Column (C)
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Water District
Schedule RLM-13

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 7

INCOME TAX EXPENSE

(A) (B)
LINE

NO. DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES:

1 Sch. RLM-6, Column (C), L26 + L23 $ 57,734

2
3
4

Operating Income Before Taxes
LESS:

Arizona State Tax
Interest Expense

Federal Taxable Income

Line 11
Note (A) Line 20

Line 1 - Line 2 - Line 3 $

(16,660)
296,834
(222,439)

5
6

Federal Tax Rate
Federal Income Tax Expense

Sch.RLM-1, Pg 2, Col. (D), L34
Line 4 X line 5 $

34.00%
(75,629)

STATE INCOME TAXES'

7 Operating Income Before Taxes
LESS:

Interest Expense
State Taxable Income

Line 1 $ 57,734

8
9

Note (A) Line 20
Line 7 - Line 8 $

296,834
(239,100)

10 State Tax Rate Tax Rate 6.97%

11 State Income Tax Expense Line 9 X Line 10 $ (16,660)

TOTAL INCOME TAX EXPENSE:

12
13
14

Federal Income Tax Expense
State Income Tax Expense

Total Income Tax Expense Per RUCO

Line 6
Line 11

Line12 + Line 13

$

$

(75,629)
(16,660)
(92,290)

15 Total Income Tax Expense Per Company (Per Company Sch. C-1 ) (196,927)

16 Total Income Tax Adjustment Line 14 - Line 15 $ 104,637

17 RUCO Adjustment (See Sch. RLM-7, Column (H)) Line to $ 104,637

18
19
20

$

NOTE (A):
Interest Synchronization:
Adjusted Rate Base (Sch. RLM-2, Col. (H), L17)
Weighted Cost Of Debt (Sch. RLM-16 Col, (F), _1 )
Interest Expense (L18 X L19) $

9,841 ,553
3.02%

296,834



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31. 2007

Mohave Water District
Schedule RLM-14

Page 1 of 1

COST OF CAPITAL

WEIGHTED
CAPITAL

DESCRIPTION

55.20%

PREFERRED STOCK

COMMON EQUITY 44.80%

TOTAL CAPITALIZATION 100.00%

WEIGHTED COST OF CAPITAL

References
Columns (A) Thru (C): See Testimony - William A. Rigsby





MOHAVE WASTEWATER DISTRICT



Arizona-Amercian Water Company
Docket Nos. SW & w-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Wastewater District

TABLE OF CONTENTS TO RLM SCHEDULES

PAGE
NO. TITLE

RLM-1 1 & 2 REVENUE REQUIREMENTAND GROSS REVENUE CONVERSION FACTOR

RLM-2A 1 RATE BASE

RLM-2 1 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

RLM-3

TESTIMONY

RLM-2 1

RLM-4

1 TO 4 RATE BASE ADJUSTMENT no. 1 . ADJUSTMENT TO ACCUMULATED DEPRECIATION

RATE BASE ADJUSTMENT no. 2 - REINSTATE AIAC ASSOCIATED WITH CWIP

RATE BASE ADJUSTMENT no. 3 - INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT no. 4 - REMOVE 50% OF WISHING WELL TREATMENT PLANT AS NOT-USED 8 USEFUI

RATE BASE ADJUSTMENT no. 5 DEFERRED DEBITS

RATE BASE ADJUSTMENT no. 6- ALLOWANCE FOR WORKING CAPITAL

1

RLM-2

RLM-5 1 & 2

RLM-6 1 OPERATING INCOME

1 SUMMARY OF OPERATING INCOME ADJUSTMENTSRLM-7

RLM-a 1 OPERATING INCOME ADJUSTMENT NO. 1 PROPERTY TAX COMPUTATION

TEST YEAR DEPRECIATION EXPENSERLM-9 1 OPERATING INCOME ADJUSTMENT no. 2

RLM-10 1 OPERATING INCOME ADJUSTMENT no. 3

OPERATING INCOME ADJUSTMENT NO. 4

RATE CASE EXPENSE

INTENTIONALLY LEFT BLANK1

RLM-11 1 OPERATING INCOME ADJUSTMENT no. 5 - ANNUAL INCENTIVE PAY EXPENSE

RLM-12 1 OPERATING INCOME ADJUSTMENT no. 6

OPERATING INCOME ADJUSTMENT no. 7

REMOVE INAPPROPRIATE/UNNECESSARY MISC. EXPENSES

INCOME TAX EXPENSERLM-13 1

SCH.
no.

RLM-14 1 COST OF CAPITAL



Arizona-AmercianWater Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Wastewater District
Schedule RLM-1

Page 1 of 2

REVENUE REQUIREMENT

LINE
NO. DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(8)
Ruco

OCRB/FVRB
COST

1 Original Cost Rate Base $ 4,740,149 $ 2,713,527

2 Adjusted Operating Income (Loss) $ 15,619 $ 78,651

3 Current Rate Of Return (L2 /L1 ) 0.33% 2.90%

4 Required Operating Income (L5 X L1 ) $ 398,173 $ 189,843

5 Required Rate Of Return On Fair Value Rate Base 8.40% 7.00%

6 Operating Income Deficiency (L4 - L2) $ 382,554 $ 111,191

7 Gross Revenue Conversion Factor (RLM-1, Page 2) 1 .6786 1 .4888

8 Increase In Gross Revenue Requirement (L7 X L6) l$ 542,148 I l$ 165,546 I

9 Adjusted Test Year Revenue $ 796,161 $ 796,161

10 Proposed Annual Revenue (LB + LE) $ 1 ,438,309 $ 961,707

11 Required Percentage Increase In Revenue (LB /LE) 80.66% 20.79%

12 Rate Of Return On Common Equity 11.75% 8.88%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule RLM-1 Page 2, RLM-6, And RLM-16
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Wastewater District
Schedule RLM-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GRoss REVENUE CONVERSION FACTOR:

Revenue .
Combined Federal And State Tax Rate (L10)

Subtotal (LI - L2)

Revenue Conversion Factor (LI /LE)

1 .0000
0.3283
0.6717

5
6
7
8
9

10

CALCULATlON OF EFFECTIVE TAX RATE;
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - LE)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal income Tax Rate (L7 X LB)
Combined Federal And State Income Tax Rate (LE + LE)

100.0000%
6.9680%

93.0320%
27.8026%
25.8654%
32.8334%

$ 189,843
78,651

11
12
13

Required Operating Income (Sch. RLM-1, Pg 1, C (B), LE)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. RLM-1, Pg 1, C (B), L2)
Required Increase In Operating Income (L11 - L12) $ 111,191

income Taxes On Recommended Revenue (Col. (D), L31) 52,794
Income Taxes On Test Year Revenue (Col, (D), L32) (1 ,560)
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

$14
1 5
1 6

1 7 Total Required Increase In Revenue (L13 + L16)

$

$

54,354

165,546

RUCO
Recommended
$ 961 ,707

719,070
81 ,843

160,793
5,9680%

$

$ 11,204

$
$

149,589
7,500
6,250
8,500

19,340

1 8
1 9
2 0
2 1
2 2
2 3
24
2 5
2 6
2 7
2 8
2 9
3 0
3 1

CALCULATION OF INCOME TAX-

Revenue (Sch. RLM-1, Pg 1, Col. (B), L10)
Operating Expense Excluding Income Tax (RLM-6, Col. (E), L25 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax On 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax On 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax On 3rd inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax On 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed. Tax On 5th loc. Bracket ($335,001 - $10M) @ 34%
Total Federal income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal And State income Tax (L23 + L30)

$
$

41,590
52,794

32
33

Test Year Combined Income Tax, RUCO As Adjusted (RLM-6, Col. (C), L23)
RUCO Adjustment (L31 - L32) (See RLM-6, Col. (D), L23)

$
$

(1 ,560)
54,354

34 Applicable Federal Income Tax Rate (Col. (D), L30 I Col. (C), L24) 27.80%

$35
36
37

CALCULATION OF INTEREST synchronization;
Rate Base (Sch. RLM-2, Col. (H), L15)
Weighted Avg. Cost Of Debt (Sch, RLM-16, Col. (F), LI )
Synchronized Interest (L35 X L36) $

2,713,527
3.02%

81,843



Arizona-Amercian Water Company
Docket Nos. SW 8¢ W-01303A-08-0227
Test Year Ended December 31 , 2007

RATE BASE l ORIGINAL COST

DESCRIPTION
Gross Utility Plant In Service

(A)
COMPANY
AS FILED

OCRB/FVRB
7.154.300

Accumulated Depreciation
Net Utility Plant In Service (Sum L1 & Ls)

(367,213)
6787.087

Advances In Aid Of Const (1 ,414,706)
0

(668,945)Contribution In Aid Of Const
Accumulated Amortization Of CIAC

NET CIAC (LE + L7) (668,945)

imputed Regulatory Advances

Imputed Regulatory Contributions (131,237)

Customer Meter Deposits

Deferred Income Taxes And Credits 105.590

Investment Tax Credits

Deferred Debits

Allowance For Working Capital 62

17

Utility Plant Acquisition Adjustment
Rounding

TOTAL RATE BASE (Sum L's 4, 5, & 8 Thru 17)
$
$ 4.740.149



References:
Column (A): Company Schedule B-1
Column (B): Schedule RLM-2
Column (C): Column (A) + Column (B)



Mohave Wastewater District
Schedule RLM-2A

Page 1 of 1

QCRB/FVRB ADJ'TED
ADJUSTMENTS OCRB/FVRB

(1 ,966,040) $ 5.188.260

62,797
(1 ,903,243)

$
$

(304,415)
4.883.844

$

(65,395)

(65,395)

$
$
$

(1 ,414,706)

(734,340)

(734,340)

$

(131 ,237)

105.590

7

(3,325)

7

(65,685) $

$
$

(2,026,622) $ 2.713.527 $ (2,026,622)





Arizona-Amercian Water Company
Docket Nos. SW a W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Wastewater District
Schedule RLM-3

Page 1 of 4

(D) (G)

TEST YEAR PLANT SCHEDULES
PRIOR TEST YEAR ENDED JUNE 24, 2005

(B) (C)
OR DECISION NO 67093 - ADJUSTED

GROSS ACCUMULATED
PLANT DEPRECIATION

s _$

PLANT
ADJUSTMENT

s

(E) (F)
RUCO ADJUSTED PRIOR TEST YEAR

ACC. DEP. GROSS
ADJUSTMENT PLANT

s s

ACCUMULATED
DEPRECIATION
$ _

ACCT
no.

301000
352000
354200
360000
361100
362000
363000
364000
371100
380100
350300
380500
380600
393000
394000
395000
398000

ACCOUNT NAME
Organization
Franchises
Structures and Improvements
Sewer Lines
WW Collecting Mains
WW Special Collecting slim.
WW Services Sewer
WW Flow Measuring Devices
WW Pumping Equipment Elect
WW Equipment Sad Tanks/Acc
WW TD Equipmerni Sldge Dry/FI'l
WW TD Equipment Chem Trml Plant
WW TD Equipment Older Disposal
WW Tool Shop & Garage Equipment
WW Laboratory EquipmerM
Communication Equipment
Other Plant

(A)
PRI

DEP.
RATE
000%
000%
2.80%
200%
2.00%
2.00%
204%
5.42%
5.42%
350%
5.00%
5.00%
5.00%
447%
3.71%
4.24%
0.00%

364
201,579

5.352
1,222,426

74,780
300,003

7,984
16,371

745,415
8,807
5,284

39,898
39,599

587

(36,083)
(670)

(98,162)
(17,095)
(36,615)
(2,099)
(3,122)

<110, 1 eel
(1,932)
(1,120)
(6,805)

(21 ,814)
(107)

364
201,579

5.382
1,222,426

74,760
300,003

7,984
16,371

745,415
e,eo7
5,284

39,898
39,599

587

(36,083)
(670)

(98,162)
(17,095)
(36,615)
(2,099)
(3,122)

(110, 1 es)
(1,932l
(1,120)
(6,808)

(21,814)
(107)

TOTAL s 2,668,459 $ (335,788) $ s s 2,668,459 $ (335,788)

LINE
NO.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
is
17
18
19
20
21

Per Company Work Papers
Increase (Decrease) GUPIS & Accumulated Depre.

s
s

2558,459
o

$
s

(335,788) s
s

s
s

$
s

2,668,459
o

$
s

(335,788)

References:
Columns (A) (B) (C): Company Schedule 82
Columns (D) (E): See Testimony, RLM
Column (F): Column (B) + Column (D)
Column (G): Column (C) + Column (E)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08~0227
Test Year Ended December31, 2007

Mohave Wastewater District
Schedule RLM-3

Page 2 of 4

TEST YEAR PLANT SCHEDULES .CONT'D
YEAR ENDED DECEMBER 9, 2005

ADDT'S/ADJMTS
PLANT

RETIREMENTS
s

CALCULATED
ANNUAL DEP
$

TOTAL PLANT
VALUE

ACCUMULATED
DEPRECIATION
s

NET PLANT
VALUE

(2,822) 201 .579 162.674

225.046

15129

1.447.472
74.760

300.003
23.113
16.371

757.812

1336.898
56.918

260.328
20.764
12.805

634.21212.397

301000
352000
354200
360000
361100
352000
363000
364000
371100
380100
380300
380500
380600
393000
394000
396000
398000

ACCOUNT NAME
Organization
Franchises
Structures and Improvements
Sewer Lines
WW Collecting Mains
WW Special Collecting Struck
WW Services Sewer
WW Flow Measuring Devices
we Pumping Equipment Elect
WW Equipment Sea Tanks/Acc
WW TD Equipment Sldge Dry/Fl!
WW TD Equipment Chem Trmt Plant
WW TD Equipment Other Disposal
WW Tool Shop & Garage Equipment
WW Laboratory Equlpmemt
Communication Equipment
Other Plant

(12,412)
(748)

(3,060)
(251)
(444)

(13,436)
(220)
(151)
(997)
(885)

14.311
39.898
39.599

(38,905)
(724)

(110,574)
(17,843)
(39,675)
(2,350)
(3,566)

(123,599)
(2,152)
(1 ,271 )
(7,803)

(22,699)
(118)

13.041
32.095
16.900

TOTAL 2.938.991 s 2.567.690

Per Company Work Papers
Increase (Decrease) GUPIS & Accumulated Deere

270.532 (46,457) 2.938.991 (382,245) 2.556.745
10.944

References
Columns (A) (B): Company Schedule B-2
Column (C): Workpapers "RUCO Revised SCW ACC DEP", Sheet "2002-2007
Column (D): Schedule RLM-3, Page 1, Column (F) + Column (A) + Column (B)
Column (E): Schedule RLM-3, Page 1, Column (G) + Column (B) + Column (C)
Column (F): Column (D) - Column (E)



Arizona-Amercian Waker Company
Docket Nos. SW a W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Wastewater District
Schedule RLM-3

Page 3 of 4

TEST YEAR PLANT SCHEDULES _ CONT'D
YEAR ENDED DECEMBER 31, 2006
(A) (B) (D) (E) (F)

TOTAL PLANT
VALUE

NET PLANT
VALUE

PLANT
ADDTIS/ADJMTS
5 _

PLANT
RETIREMENTS
s

(C)
RUCO

CALCULATED
ANNUAL DEP.

5 _ s

ACCUMULATED
DEPRECIATION
$ . $

21,655

14,311

2,711
45,887

ACCT
n o .

301000
352000
354200
360000
361100
362000
363000
364000
371100
380100
380300
280500
380500
393000
394000
396000
398000

ACCOUNT NAM E
Organization
Franchises
Structures and Improvements
Sewer Lines
WW Collecting Mains
WW Special Collecting Strut
WWServices Sewer
WW Flow Measuring Devices
WW Pumping Equiprneni Elect
WW Equipment Sea Tanks/Acc
WW TD Equipment Sldge Dry/FI1
WW TD Equipment Chem Trmt Plant
WW TD Equipment Other Disposal
WW Tool Shop 8. Garage Equipment
WW Laboratory Equipment
Communication Equipment
Other Plant

(8)

(5,644)
(108)

(28,967)
(1,495)
(6,132)
(1,253)

(893)
(27,350)

(440)
(716)

(1,995)
(1,770)

(22)
(597)

364
201,579

5,382
1,469,127

74,760
314,a14

23,113
19,082

803,699
8,807

14,311
39,891
39,599

587
26,170

(44,549)
(831 )

(139.541 )
(19,338)
(45,807)

(3,602)
(4,459)

(150,949)
(2,593)
(1,986)
(9,798)

(24,469)
(140)
(620)

3 6 4
1 5 7 ,0 3 0

4 .551
1,329,586

55,423
268,507
19,511
14,623

652,750
6.214

12,325
30,092
15, 130

447
25,550

LINE
no.
1
2
3
4
5
6
7
B
g
10
11
12
13
14
15
16
17
18 TOTAL 5

17,237

101,795

101,795

s s (77,383) $ 3,040,786 s (448,684) s 2,592,102

20
21

Per Company Work Papers
Increase (Decrease) GUPIS & Ac::umula1ed Deere. s $ s

(103,112)
(25,729) $

3,040,786
o $

(485,357)
(36,673) $

2,555,429
36,573

References:
Columns (A)
Column (Cl:
Column (D):
Column (E):
Column (F):

(B): Company Schedule B-2
Workpapers "RUCO Revised SCW ACC DEP", Sheet "20D2~2007"
Schedule RLM»3, Page 2, Column (D) + Column (A) + Column (B)
Schedule RLM-3, Page 2, Column (E) + Column (B) + Column (C)
Column (D) _ Column (E)

l l I



Arizona-Amercian Water Com party
Docket Nos. SW a W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Wastewater District
Schedule RLM-3

Page 4 of 4

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 311 2007
(A) (B) (D) (E) (F)

TOTAL PLANT
VALUE

NET PLANT
VALUE

PLANT
ADDT'S/ADJMTS
s

PLANT
RETIREMENTS
$

(C)
RUCO

CALCULATED
ANNUAL DEP.
5 . s

ACCUMULATED
DEPRECIATION
g . s

146,580

29

(147)
BE

A c e r
no.

301000
352000
354200
360000
361100
362000
363000
364000
371100
380100
380300
380500
380500
393000
394000
396000
398000

ACCOUNT NAME
Organization
Franchises
Structures and Improvements
Sewer Lines
WW Collecting Mains
WW Special Collecting Stxud
WW Services Sewer
WW Flow Measuring Devices
WW Pumping Equipment Elect.
WW Equipment Sea Tanks/Acc
WW TD Equipment Sldge Dry/Flt
WW TD Equipment Chem Trmt Plant
WW TD Equipment Other Disposal
WW Tool Shop & G sage Equipment
WW Laboratory Equipment
Communication Equipment
Other Plant

(872)
4,638

(5,644)
(108)

(29,505)
(1,495)
(6,412)
(1,253)
(1,034)

(28,933)
(440)
(716)

(1,993)
(1,779)

(22)
(1,620)

364
201,579

5,3a2
1,615,707

74,760
314.343
23, 113
18,935

803,788
8,807

14,311
39,019
44,237

587
26,205

(50, 194)
(939)

(169,048)
(20,833)
(52,219)
(4,855)
(5,493)

(179,882)
(3,033)
(2,702)

(11 ,791 I
(26,245)

(161)
(2,240l

364
151,386

4,443
1,446,661

53,927
262,124
18,258
13,442

523,905
5,774

11,509
27,228
17,989

426
23,965

LINE
NO.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18 TOTAL s s s (80,953) s 3,191,139 s (529,537) s 2,661 ,502

20
21

Per Company Work Papers
Increase (Decease) GUPlS & Accumulated Deere s

35

150,353

150,353
(0) s $

(107,077)
(26,124l s

3,191,139

(0) $
(592,424)

(52,797) s
2,598,705

62,797

References
Columns (A)
Column (C):
Column (D);
Column ( E);
Column ( F):

(B): Company Schedule B»2
Wcrkpapers "RUCO Revised SCW ACC DEP", Sheet "2002-2007"
Schedule RLM-3, Page 3, Column (D) + Column (A) + Column (Bl
Schedule RLM-3, Page 3, Column (E) + Column (B) + Column (C)
Colum (D) _ Column (E)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31 , 2007

EXPLANATION OF RATE BASE ADJUSTME
MOHAVE WASTEWATER WISHING WELL TREA'

DESCRIPTION
Wishing Well Treatment Plant Cost Per Company
Remove 50% as Not Used and Useful

(A)

AMOUNT
$ 3,932,080

50%

$ (1 ,966,040)

LINE

NO ,
1
2
3
4

5
6
7
8
9
10
11
12
13
14

RUCO Adjustment to Increase (Decrease) UPIS



Mohave Wastewater District
Schedule RLM-4

=NT no. 6
TMENT PLANT

(B)

REFERENCE
Company Schedule B-2, page 10
Staff DR DH 16.2

LJG-10



Arizona-Amercian Water Company
Docket Nos, SW & W-01303A~08-0227
Test Year Ended December 31, 2007

Mohave Wastewater District
Schedule RLM-5

Page 1 of 2

EXPLANATION OF RATE BASE ADJUSTMENT no. 6
ALLOWANCE FOR WORKING CAPITAL

(A) (B)
LINE

NO. DESCRIPTION AMOUNT REFERENCE

1
2
3

Materials And Supplies As Per Company
Materials And Supplies As Per RUCO
Adjustment

341
341

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 2 - Line 1

4
5
6

Prepayment As Per Company
Prepayment As Per RUCO
Adjustment

3,661
3,661

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 5 - Line 4

7
8
9

Cash Working Capital As Per Company
Cash Working Capita! As Per RUCO
Adjustment

58,358
(7,327)

(65,685)

Company Schedule B-5, PG. 1
RUCO Schedule RLM-5, Page 2

Line 8 - Line 7

10 TOTAL ADJUSTMENT (See RLM-2, Column <G>)

$

$

$

$

$

$

$ (65,685) Sum Lines 3, 6 & 9



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

EXPLANATION OF RATE BASE ADJUSTMENT no. 6 - CONT'D
LEAD/LAG DAY SUMMARY

Mohave W astewater District
Schedule RLM-5

Page 2 of  2

(B) (D) (E)

LINE
n o . DESCRIPTION

(A)
COMPANY
EXPENSES
ASFMED

RUCO
ADJUSTM'TS

(C)
RUCO

EXPENSES
ASADJUSTED

(LEAD)/LAG
DAYS

DOLLAR
DAYS

SS 108,996 $ $ 108,996 12.0000 $ 1,307,952

39
(1 ,489)

73,650
9,214

126,267
122,176
24,046
18,447

7,294
16,497

1,613

30.1963
46.0409
42. 1707
10.4000

(140819)
45.0000

(682707)
19.7595

5.0391

2,223,957
424,221

5,324,768
1,270,635
(338,613)
830,115

(497,966)
325,972

a,128

1
2
3
4
5
6
7
8
9
10
11
12
13

73,650
9,214

126,228
123,665
24,046
18,447

7,294
16,497

1 ,613
248,398

51 ,688
(248,398)
(22,307) 29,381 30.0000 881 ,432

14
15
16

Appropriate Operating Expenses:
Labor
Purchased Water
Fuel &`Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Insurance Other Than Group
Customer Accounting
Rents
Depreciation a Amortization
Other Operating Expenses

Taxes:
Taxes Other Than income
Property Taxes
Income Tax

9,778
37,922

9,778
6,406

43,016

9,778
44,328
52,794

14.7188
212.5000
28.7500

143,920
9,419,673
1,517,820

17 Interest Expense 81,843 81,843 106.5180 8,717,796

18 Total Appropriate Operating Expenses $ 867,214 $ (140,890) $ 726,325 $ 31,559,809

11

19 Expense Lag Line 18, Col. (EW (cl 43.45

20 Revenue Lag RUCO Workpapers 39.77

21 Net Lag Line 20 - Line 19 (3.68)

22 RUCO Adjusted Expenses Col. (C), Line 18 $ 726,325

23 Line 21 X Line 22 / 365 Days (7,327)

24

Cash Working Capital

Company As Filed Co. Schedule B-6, Page 1 58,358

25 Difference Line 23 - Line 24 $

$26 ADJUSTMENT (See RLM-5, Page 1, L 9) Line 25

(65,685)

(65,685)

References:
Column (A): - Company Schedule B-6
Column (B): RUCO Operating Income Adjustments (See Schedule RLM-7)
Column (C): Column (A) + (B)
Column (D): - Company Schedule B-6
Column (E): Column (C) X Column (D)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Wastewater District
Schedule RLM-6

Page 1 of 1

OPERATING INCOME

LINE
no.

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

$ 791 ,279 $ $ 791,279 $ 165,546 $ 956,8251
2
3
4

DESCRIPTION
Revenues:

Metered Water Revenues
Unmetered Water Revenues
Other Revenues
TOTAL OPERATING REVENUE $

4,882
796,161 $ $

4,882
796,161 $ 165,546 $

4,882
961,707

$ 108,996 $ $ 108,996 $ $ 108,996

39
(1,489)

(19,159)

(167)

(123,996)
6,406

5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Operating Expenses:
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation 8 Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Tax
Rounding

73,650
9,214

126,228
123,665
24,046
18,447
22,140
7,294

16,497
1,613
7,874

16,726
4,948

248,398
37,922
9,778

(76,894) 75,334

73,650
9,214

126,267
122,176
24,046
18,447
2,9a1
7,294

16,497
1,613
7,874

16,559
4,948

124,402
44,328
9,778
(1,560) 54,354

73,650
9,214

126,267
122,176
24,046
18,447
2,981
7,294

16,497
1,613
7,874

16,559
4,948

124,402
44,328
9,778

52,794

25 TOTAL OPERATING EXPENSES $ 780,542 $ (63,032) $ 717,510 $ 54,354 $ 771,864

26 OPERATING INCOME (LOSS) $ 15,619 $ 63,032 $ 78,651 $ 111,191 $ 189,843

References:
Column (A): Company Schedule C-1
Column (B): RLM-7, Columns (B) Thru (H)
Column (C): Column (A) + Column (B)
Column (D): RLM-1, Pages 1 & 2
Column (E): Column (C) + Column (D)
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Wastewater District
Schedule RLM-8

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1

PROPERTY TAX COMPUTATION

LINE

NO. DESCRIPTION REFERENCE (A) (B)

Calculation Of The Company's Full Cash Value:

$1
2
3
4
5

Annual Operating Revenues:
Adjusted Test Year Revenue
Adjusted Test Year Revenue
RUCO Proposed Revenue

Total Three Year Operating Revenues
Average Annual Operating Revenues

Schedule RLM-7
Schedule RLM-7
Schedule RLM-6

Sum Of Lines 1, 2 & 3
Line 4 / 3

s

796,161
795,161
961,707

2,554,029
851 ,343

e Two Times Three Year Average Operating Revenues Line 5 X2 $ 1 ,702,686

Co. Sch. E-1, Page 2
Line 7 X 10%

$ 1 ,589,3077
8

ADD:
10% Of Construction Work In Progress ("CWIP"):

Test Year CWIP
10% of CWIP $ 168,931

Company Workpapers
Company Workpapers

Line 9 + Line 10

$9
10
11

SUBTRACTs
Transportation At Book Value:

Original Cost Of Transportation Equipment
Acc, Dap. Of Transportation Equipment

Book Value Of Transportation Equipment $

12 Company's Full Cash Value ("FCV") Sum Of Lines 6, 8 & 11 $ 1,871,616

Calculation Of The Company's Tax Liability:

13
14

MULTIPLY1
FCV X Valuation Assessment Ratio X Property Tax Rates:

Assessment Ratio
Assessed Value

House Bill 2779
Line 12 X Line 13 $

23.0%
430,472

15
16
17

Property Tax Rates:

Primary Tax Rate
Secondary Tax Rate

Estimated Tax Rate Liability

Company Workpapers
Company Workpapers

Line 15 + Line 16

10_30%
0.00%

10.30%

18 Company's Total Tax Liability - Based On Full Cash Value Line 14 X Line 17 $ 44,328

19 Test Year Adjusted Property Tax Expense As Filed Co. Sch. C-1 37,922

20 Increase (Decrease) In Property Tax Expense Line 18 - Line 19 $ 6,406

21 RUCO Adjustment (See RLM-6, Column (B)) Line 20 $ 6,406



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

ACCOUNT

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2
TEST YEAR DEPRECIATION EXPENSE

ACCOUNT NAME
$

(A)
TOTAL
PLANT

VALU E

:
5,382

1 ,e15,707
74,750

314,343
23,113

803,788
8,807

14,311
m»$;a<ts===

44,237
587

26,205

RUCO

DEP. RATES
0 . 00%
0. 00%
2. 80%
2. 00%
2. 00%
2. 00%
2 . 0 4 %
5. 42%
5. 42%
3. 60%
5. 00%
5. 00%
5. 00%
4. 47%
3.71 %
4 . 24%
0. 00%

(B)

Mohave Wastewater District
Schedule RLM-9

Page 1 of 1

5

(C)
TEST YEAR

DEPRECIATION

EXPENSE

16,367
108

32,314
1,495
6,413
1,253

23,074
28,936

4 4 0
716

60,766
1,977

2 2
1,111

L IN E

n o .
1
2
3
4
5
6
7
8
g

10
11
12
13
14
1 5
16
17
18

n o .
301000
352000
354200
360000
361100
362000
363000
364000
371100
380100
380300
380500
380600
393000
394000
396000
398000
T O T A L

Organization
Franchises
Structures and Improvements
Sewer Lines
WW Collecting Mains
WW Special Collecting Struck
WW Services Sewer
WW Flow Measuring Devices
WW Pumping Equipment Elect.
WW Equipment Sad Tanks/Acc
WW TD Equipment Sldge Dry/Flt
WW TD Equipment Chem Trmt Plant
WW TD Equipment Other Disposal
WW Tool Shop 8- Garage Equipment
WW Laboratory Equipment
Communication Equipment
other Plant

TEST YEAR DIRECT UPIS AND DEPRECIATION EXPENSE s 5,157,179 s 174,992

43 SUB-TOTAL TEST YEAR CORPORATE UPIS AND DEPRECIATION EXPENSE

44 SUB-TOTAL POST TEST YEAR DEPRECIATION EXPENSE ON UPIS

45 TOTAL DEPRECIATION EXPENSE ON UPIS $ 174,992

46 AMORTIZATION OF DEFERRED DEBIT - Y2K COSTS

47 AMORITZATION OF REGULATORY ASSETS

48 AMORTIZATION OF CONTRIBUTIONS (18,093)

AMORTIZATION OF REGULATORY CIAC (32,497)49
50
51

Rounding
TOTAL DEPRECIATION EXPENSE $ 124,402

52
53

Company As Filed
Difference s

248,398
(123,996)

54
References:

RUCO Adjustment (See RLM-7, Column (CD 8 (123,996)

Column (A)i RLM-3, Page 7, Column (D)
Column (B): RLM~3, Page 1, Column (A)
Column (C): Column (A) X Column (B)
Represents 50% of Post Test Year Treatment Plant



Arizona-AmercianWater Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Wastewater District
Schedule RLM-10

Page t of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 3

RATE CASE EXPENSE

LINE
no. DESCRIPTION

(A)
COMPANY

ESTIMATE

(B)
RUCO

ADJUSTMENT

(C)
RUCO

AS ADJUSTED

1 Rate Case Expense Total $ 612,000 $ (187,735) $ 424,265

2 Allocation Factor (See NOTE Below) 1.4612% 2.1078%

3 Mohave Wastewater District (Line 1 X Line 2) $ 8,943 $ $ 8,943

4 Amortization Period - 3 Years 3

5 RUCO Adjusted Rate Case Expense For Instant Case (Line 3 / 3 Years) $ 2,981

6 Company Rate Case Expenses As Filed (Company Sch. C-2) $ 22,140

7 RUCO Pro Forma Rate Case Expense (Lines 5 - 6) $ (19,159)

8 RUCO Adjustment (Line 7) (See RLM-7, Column (D)) $ (19,159)

NOTE

Company As Filed RUCO As Adjusted

$ 17.0164%
15.0497%
1_4411%

45.2631%
2.7151%

16.4069%
2.1078%

100.0000%

$9
10
11
12
13
14
15
16

4-Factor Allocation
Districts Included In This Filing

Sun City West Water District
Paradise Valley Water District
Tubae Water District
Agua Fria Water District
Havasu Water District
Mohave Water District
Mohave Wastewater District
Total

11 .7965%
10.4331 %
0.9990%

31.37B3%
1.8822%

11.3740%
1.4612%

69.3243% $

72,195
63,851
6,114

192,035
11,519
69,609
8,943

424,265 $

72,195
63,851
6,114

192,035
11,519
69,609
8,943

424,265

Districts NOT Included In This Filing
Agua Fria Wastewater District
DistcolTreatco Sewer
Distco/Treatco Water

8.2232%
9.8095%

12.6430%
100.0000%

s17
18
19
20 $

50,326
60,034
77,375

612,000

11



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Wastewater District
Schedule RLM-11

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 5

ANNUAL INCENTIVE PLAN EXPENSE

LINE
no. DESCRIPTION REFERENCE

(A)
RUCO

AS ADJUSTED

1 AZ-AMAnnual Incentive Plan ("AlP") Expense Total Co. Response To RUCO DR 3.01 .e $ 482,198

2
3

Allocation Factor
Mohave Wastewater District

Co. Workpapers Per SLH-6
Lines 1 X 2 $

1 .0290%
4,962

4 Portion Deemed Shareholder Benefit Only RLM Testimony 30.00%

5 RUCO Test-Year Disallowance Of AlP Expense Lines 3 X 4 $ (1 ,489)

6 RUCO Adjustment (See RLM-7, Column (D)) Line 5 $ (1,489)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Wastewater District
Schedule RLM-12

Page 1 of 5

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 7
MISCELLANEOUS ADJUSTMENTS

DESCRIPTION

RUCO ADJUSTMENTS

ALLOCABLE ALLOC'N DISTRICT

TOTAL 4-FACTOR TOTAL AS ADJUSTED

(26.92) 100.00%

(13,607.91) 1.0290% (140)

Mohave Wastewater Direct Miscellaneous Account (RLM-12, Pg, Ln 113) $

Corporate Oftlce Allocable Miscellaneous Account (RLM-12. Pg 4, Ln 98) $

TOTAL $ (167)

4-Factor Allocation
Sun City West Water District
Paradise Valley Water District
Tubac Water District
Agua Fria Water District
Havasu Water District
MohaveWater District
Mohave Wastewater District

8.3198%
7.6863%
0.7254%

23.0946%
1.3850%
7.82889
1.0290%

References
Column (A): RLM-12, Pages 2 Thru 5 Derived From Company's Line 21 Workpapers
Column (B): See NOTE
Column (c): Column (A) X Column (B)
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Wastewater District
Schedule RLM-13

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 7

INCOME TAX EXPENSE

(A) (8)
LINE
no. DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES'

1 Sch. RLM-6, Column (c), L26 + L23 $ 77,091

2
3
4

Operating Income Before Taxes
LESS:

Arizona State Tax
Interest Expense

Federal Taxable Income

Line 11
Note (A) Line 20

Line 1 - Line 2 - Line 3 $

(331 )
81,843
(4,421 )

5
6

Federal Tax Rate
Federal Income Tax Expense

Sch. RLM-1, Pg 2, Col. (D), L34
Line 4 X line 5 $

27.80%
(1 ,229)

STATE INCOME TAXES:

7 Line 1 $ 77,091

8
9

Operating Income Before Taxes
LESS:

Interest Expense
State Taxable Income

Note (A) Line 20
Line 7 - Line 8 $

81 ,843
(4,753)

10 State Tax Rate Tax Rate 6.97%

11 State Income Tax Expense Line 9 X Line 10 $ (331 )

Una 6
Line 11

Line12 + Line 13

$12
13
14

TOTAL INCOME TAX EXPENSE:
Federal Income Tax Expense
State Income Tax Expense

Total \income Tax Expense Per RUCO $

(1 ,229)
(331 )

(1 ,560)

15 Total Income Tax Expense Per Company (Per Company Sch. C-1 ) (76,894)

16 Total Income Tax Adjustment Line 14 - Line 15 $ 75,334

17 RUCO Adjustment (See Sch. RLM-7, Column (J)) Line 16 s 75,334

$18
19
20

NOTE (A):
Interest Synchronization:
Adjusted Rate Base (Sch. RLM-2, Col, (H), L17)
Weighted Cost Of Debt (Sch. RLM-16 Col. (F), LI )
Interest Expense (L18 X L19) $

2,713,527
3.02%

81,843



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Mohave Wastewater District
Schedule RLM-14

Page 1 of 1

COST OF CAPITAL

(A)

LINE
no. DESCRIPTION

CAPITAL
RATIO COST

(C)
WEIGHTED

COST
RATE

1 DEBT 55.20% 5.46% 3.02%

2 PREFERRED STOCK 0.00% 0.00% 0.00%

3 COMMON EQUITY 44.80% 8.88% 3.98%

4 TOTAL CAPITALIZATION 100.00%

5 WEIGHTED COST OF CAPITAL

(B)

7.00%

References:
Columns (A) Thru (C): See Testimony - William A. Rigsby

l l I 11111111111-





PARADISE VALLEY WATER DISTRICT



Arizona-Amercian Water Company
Docket Nos. SW 8< W-01303A-08-0227
Test Year Ended December 31, 2007

Paradise Valley Water District

TABLE OF CONTENTS TO RLM SCHEDULES

PAGE
NO. TITLE

RLM-1 1 & 2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RLM-2A 1 RATE BASE

RLM-2 1 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

RLM-3 1 TO 7 RATE BASE ADJUSTMENT NO, 1 - ADJUSTMENTTO ACCUMULATED DEPRECIATION PER RUCO DR 1.31

TESTIMONY

RLM-4 1

RATE BASE ADJUSTMENT NO, 2 - REINSTATE CIAC ASSOCIATED WITH CWIP

RATE BASE ADJUSTMENT no. 3 - ADJUSTM ENT FOR POST TEST-YEAR PLANT

RLM-3 1 TO 7 RATE BASE ADJUSTMENT no. 4 - ADJUSTMENT TO ACCUMULATED DEPRECIATION PER RUCO CALCULATION

1 TO 7 RATE BASE ADJUSTMENT no. 5 - ADJUSTMENT TO UPIS AND ACC, DEP. PER STAFF DR 4.3RLM-3

TESTIMONY RATE BASE ADJUSTMENT no. 6- ADJUSTMENT TO DEFERRED DEBITS

1 & 2 RATE BASE ADJUSTMENT no. 7- ALLOWANCE FOR WORKING CAPITALRLM-5

RLM-6 1

RLM-7 1

OPERATING INCOME

SUMMARY OF OPERATING INCOME ADJUSTMENTS

RLM-8 1 OPERATING INCOME ADJUSTMENT no. 1 PROPERTY TAX COMPUTATION

TEST YEAR DEPRECIATION EXPENSERLM-9 1 OPERATING INCOME ADJUSTMENT no. 2

RLM-10 1 RATE CASE EXPENSES _ NO ADJUSTMENT FOR PARADISE VALLEY

TESTIMONY 1 OPERATING INCOME ADJUSTMENT no. 3 . WASTE DISPOSAL EXPENSE

1 CHEMICAL EXPENSETESTIMONY

RLM-11 1

OPERATING INCOME ADJUSTMENT NO. 4

OPERATING INCOME ADJUSTMENT no. 5 ANNUAL INCENTIVE PAY EXPENSE

REMOVE INAPPROPRIATE/UNNECESSARY MISC. EXPENSESRLM-12 1 OPERATING INCOME ADJUSTMENT NO. 6

RLM-13 OPERATING INCOME ADJUSTMENT NO. 7 - INCOME TAX EXPENSE

RLM-14 1 COST OF CAPITAL

SCH.
no.

l l I l II l lulu lm IH l l



$ 1,636,188$ 3,101,550

Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Paradise Valley Water District
Schedule RLM-1

Page 1 off

REVENUE REQUIREMENT

UNE

NO. DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB

COST

1 Original Cost Rate Base $ 40,864,986 $ 37,018,940

2 Adjusted Operating Income (Loss) $ 1 ,552,498 $ 1 ,586,688

3 Current RateOf Return (L2 /LI ) 3.80% 4.29%

4 Required Operating Income (L5 X L1 ) $ 3,432,659 $ 2,591 ,326

5 Required Rate Of Return On Fair Value Rate Base 8.40% 7.00%

6 Operating Income Deficiency (L4 - L2) $ 1 ,880,161 $ 1 ,004,638

7 Gross Revenue Conversion Factor (RLM-1, Page 2) 1 .6496 1 .6286

8 Increase In Gross Revenue Requirement (L7 X LB)

9 Adjusted Test Year Revenue $ 7,848,732 $ 7,848,732

10 Proposed Annual Revenue (LB + LE) $ 10,950,282 $ 9,484,920

11 Required Percentage Increase In Revenue(LB / LE) 39.52% 20.85%

12 Rate Of Return On Common Equity 11.91% 8.88%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule RLM-1 Page 2, RLM-6, And RLM-16



1.6286

Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Paradise Valley Water District
Schedule RLM-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE

NO. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (L1 - LE)
Revenue Conversion Factor (LI /LE)

1.0000
0.3860
0.6140

5
6
7
8
g

10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - LE)
Applicable Federal Income Tax Rate (Col, (D), L34)
Effective Federal Income Tax Rate (L7 X L8)
Combined Federal And State Income Tax Rate (LG + LE)

100.0000%
6.9680%

93.0320%
34,0000%
31 .6309%
38.5989%

s 2,591,326
1,586,688

11
1 2
13

Required Operating Income (Sch, RLM-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc, (Loss) (Sch, RLM-1, Pg 1, C (B), L2)
Required Increase In Operating Income (L11 - L12) $ 1,004,638

Income Taxes On Recommended Revenue (Col. (D), L31) 926,201
Income Taxes On Test Year Revenue (Col. (D), L32) 294,651
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

$14
1 5
1 6

17 Total Required Increase In Revenue (L13 + L16)

$ 631,550

$ 1,636,188
Ruck

Recommended
$ 9,484,920

5,967,392
1 ,117,972
2,399,555

6.9680%
$

$ 167,201
$
$

2,232,354
7,500
6,250
8,500

91 ,650
645,100

18
1 9
20
21
22
2 3
24
25
26
27
28
29
30
31

CALCULATION OF INCOME TAX
Revenue (Sch. RLM-1, Pg 1, Col. (B), L10)

Operating Expense Excluding Income Tax (RLM-6, Col. (E), L25 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax On 1st Inc. Bracket ($1 - $50,000) @ 15%
Fed, Tax On 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax Cn 3rd Inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax On 4th Inc. Bracket ($100,001 - $335,000) @ 39%
Fed, Tax On 5th Inc. Bracket ($335,001 - $10M) @ 34%
TotaI Federal Income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal And State Income Tax (L23 + L30)

$
$

759,000
926,201

32
33

Test Year Combined Income Tax, RUCO As Adjusted (RLM-6, Col. (C), L23)
RUCO Adjustment (L31 - L32) (See RLM-6, Col. (D), L23)

$
$

294,651
631,550

34 Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 34.00%

$35
36
37

CALCULATION OF INTEREST SYNCHRONIZATION;
Rate Base (Sch. RLM-2, Col. (H), L15)
Weighted Avg. Cost Of Debt (Sch. RLM-16, Col. (F), LI)
Synchronized Interest (L35 X L36) $

37,018,940
3.02%

1,117,972



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Paradise Valley Water District
Schedule RLM-2A

Page 1 of 1

RATE BASE . ORIGINAL COST

LINE

no.
1

DESCRIPTION
Gross Utility Plant In Service

(A)
COMPANY
AS FILED

OCRB/FVRB
as el ,588,447

(B)
RUCO

OCRB/FVRB
ADJUSTMENTS

$ (2,177,734)

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ 59,410,714

2
3

Accumulated Depreciation
Net Utility Plant In Service (Sum LI & LE) $

<12,099,985)
49,488,462 $

355,950
(1,821,784) $

4 Advances In Aid Of Const. $ (1,704,269) $ $

(11,744,035)
47,666,678

0
(1 ,704,269)

$ $ (322,588) $5
6
7

Contribution In Aid Of Const.
Accumulated Amortization Of CIAC

NET CIAC (LE + L7) $

(12,789,338)
5,539,222
(7,250,116) $ (322,588) $

(13,111,926)
5,539,222
(7,572,704)

8 Imputed Regulatory Advances $ s $

9 Imputed Regulatory Contributions $ s $

10 Customer Meter Deposits $ (12,600) $ $ (12,600)

11 Deferred Income Taxes And Credits $ (1 ,600,604) $ $ (1,600,604)

12 Investment Tax Credits $ $ $

13 Deferred Debits $ 1,238,398 35 $ 154,761

14 Allowance For Working Capital $ 705,715 $

(1 ,083,637)

(618,037) $ 87,678

15
16
17

Utility Plant Acquisition Adjustment
Rounding

TOTAL RATE BASE (Sum L's 4, 5, & B Thru 17)

$
$
$ 40,864,986

$
$
$ (3,B46,046)

$
$
$ 37,018,940

References:
Column (A): Company Schedule B-1
Column (B): Schedule RLM-2
Column (C): Column (A) + Column (B)
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Arizona-Amercian Water Company
Docket NOS SW 8 W-01303A-08-0227
Test Year Ended December 31, 2007

LINE
NO.
1
2
3
4
5
6
7
B
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
AD
41
42
43
44
45
46
47
48 TOTAL

ACCT
no.

301000
302000
339600
303200
303300
303500
303600
304100
304200
304300
304400
304500
304600
304700
304800
305000
307000
310100
311200
311300
311500
320100
309000
330000
331001
331100
331200
331300
332000
333000
334100
334200
335000
339100
339500
340100
340200
340300
340500
341100
341300
341400
343000
344000
345000
346100
346300

ACCOUNT NAME
Organization
Franchises
Miscellaneous lnangibies
Land 8. Land Rights SS
Land 8. Land Rights P
Land 8. Land Rights TD
Land & Land Rights AG
Struct8. Imp SS
Struct8. imp P
Struck a Imp vs
Strict & Imp TD
strict&Imp AG
strict & Imp Offices
Struct 8. Imp Store, Shop, & Garage
Saud a. Imp Misc
Called8. impounding
Wells 8. Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
wr Equip Non-Media
Supply Mains
Dist Reservoirs & Standpipe
TD Mains Not Classified By Size
TD Mains min & Less
TD Mains Sin to Bin
TD Mains pinto 16in
Fire Mains
Services
Meters
Meter installations
Hydrants
Other PE Intangible
Other P/E TD
Office Furniture 8. Equip
Comp 8. Periph Equip
Computer Software
Other Office Equipment
Trans Equip Lt Duty Trks
Trans Equip Autos
Trans Equip Other
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

TEST YEAR PLANT SCHEDULES
PRIOR TEST YEAR ENDED DECEMBER 31, 2004

(A) (B) (C)
PRIOR DECISION NQ 68858 _ ADJUSTED

DEP. GROSS ACCUMULATED
RATE PLANT DEPRECIATION
0.00% 15.350 $ 477.338
0.00% - .
0.00% - 589.424
0.00% . -
0.00% -
0.00% -
0.00%
14.59%
3.99%
2.00%
1.50%
453%
4.53%
4.53%
4.53%
0.00%
2 48%
4.42%
4.39%
4.39%
0.00%
7.05%
1.11%
3.15%
0.00%
4.17%
2.52%
2.34%
1.53%
4.72%
7.21%
1.51%
2.10%
0.00%
0.00%
4.04%
15.89%
37.71%
7.13%
28.05%
7.80%
0.93%
3.61%
3.71%
4.64%
9.76%
7.91%

s

s

147,066
284,556
B1,331

29,266,224

7,953
59,131

3,038,845
23,854
15,173

5,825,149

912,619

3,337,081
59,421

1252,553

2,178,857
328,579
103,799
746,904

706,252
3,974,977
5,485,424

93,285
149,284

43,931
98,019

134,174
25,224
2,882

19,307
13,606
83,291

8,324

s

(2,867,630)

(140,643)

(488,956)
(2,012,781 I
(1,392,736)

(46,243)
(140,452)
(35,285)

(6883,835l

(13,190)
22,038

(454,776)
(805)

(3,295)

(526,585l

(993,356)
(18,735)

(19,546)
(114,016)
(171,171)

(7,015)
(20,122)
(18,087)
(1,857)

(24,816)

(324,802)
(90,243)
(7,074)

(362,444)

(63,784)
(14, 179)

PLANT
ADJUSTMENT

s

s

(D) (E) (F)
RUCO ADJUSTED PRIOR TEST YEAR

Acc. DEP. GROSS
ADJUSTMENT PLANT

$ 15,350

$

$

s

Paradise Valley Water District
Schedule RLM~3

Page 1 of 4

147,066
284,556
B1,331

29,256,224

7,953
69,131

3,038,848
23,864
15,173

3,337,081
59,421

706,252
3,974,977
5,485,424

2,178,557
328,579
103,799
746,904

5,B25,149

912,619

1,252,563

93,285
149,284

43,931
98,019

134,174
25,224
2,882

19,307
13,606
83,291

8.324

ACCUMULATED
DEPRECIATION
s 477,338

s

(488,966)
(2,D12,781)
(1,392,736)

(2,B67_630)

(140,643l

(46,243)
(140,452l
(35,285)

(9,883,835)

(G)

(526,585)

(993,356)
(18,735)

(13,190)
22,038

(454,776)
(806)

(3,295)

(924,802)
(90,243)
(7,074)

(362,444)

(19,546)
(114,016)
(171,171)

(7,015)
(20,122)
(15,087)
(1,857)

(24,815)

589,424

(63,784)
(14,179)

49
50

Company As Fi\ed
Difference

s
s

29,266,224 s
s

(9,883,835) s
$

s
$

$
s

29,266,224 $
s

(9,8B3,B35)

References:
Columns (A) (B) (C): Company Schedule B-2
Columns (D) (E); See Testimony, RLM
Column (F): Column (B) + Column (D)
Column (G): Column (C) + Column (E)



Arizona-Amercian Water Com party
Docket Nos. SW a W-01303A~08-0227
Test Year Ended December 31, 2007

Paradise Valley Waler District
Schedule RLM-3

Page 2 of 4

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 31. 2005

PLANT
ADDTIS/ADJMTS

ACCUMULATED
DEPRECIATION
s 477.338

NET PLANT
VALUE

492.6B8
RETIREMENTS
s

CALCULATED
ANNUAL DEP
$

TOTAL PLANT
VALUE

15.350 $

589.424 589424

(1 ,160)
(2,800)

(60,822)
(358)
(517)

69.131
3.038.848

23.864
15.173

(14,350)
19.238

(515,598l
(1 ,1641
(3,912)

(6,397)
88.369

2.523.250
22.700
11.261

(4,319)
(6,912)

93.285
149.284

(68,103)
(21 ,091)

25.182
128.193

(31,249l 1.252.563 (557,834) 694.729

147.829 (149,377)
(2,609l

3.484.910
59.421

(1,142,733)
(21,344)

2.342177
38.077

(41 1285) 5.825. 149 (3,278,915) 2.545234

(28,747) (169,390)
2386.702

648.009
(29,619l

(104,038)
(128,475)

912.619
2.885.702

714.523
4.622.986
5.494.641

(518,585)
(2,115,819)
(1,521,211>

743.229
2.886.702

195.938
2506.167
3.973.430

145.598
t7.430

(271)
(15,511)

2.324.184
329.498
110.665

1.006.161

1294.209
231.891
101.949
626.915259.257

(105,444)
(23,875)
(1,642)

(15,802)

(1,029,975)
(97,607)
(8,716)

(379,246)

13.862

43.931
99.766

148.036
25224

(21 ,321 >
(129,729)
(222,590)

(8,818)
(21,295)

22.610
(29,963)
(74,554)
16406

(13,194)
(19,307)

301000
302000
339600
303200
303300
303500
303600
304100
304200
304200
304400
304500
304600
304700
304800
305000
307000
310100
311200
311300
311500
320100
309000
330000
331001
331100
331200
331300
332000
333000
334100
334200
335000
339100
339500
340100
340200
340300
340500
341100
341300
341400
343000
344000
345000
346100
346300

ACCOUNT NAME
Organization
Franchises
Miscellaneous intangibles
Land a. Land Rights SS
Land s. Land Rights P
Land & Land Rights TD
Land 8. Land Rights AG
Struck a. Imp SS
Struck & Imp P
Struct 8- Imp WT
Struck & Imp TD
Strict & Imp AG
Stlud a Imp Offices
Struct s. Imp Store, Shop, a Garage
Strict & Imp Misc
Cotiect a Impounding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Supply Mains
Dist Reservoirs 8. Standpipe
TD Mains Not Classified By Size
TD Mains Ain a. Less
TD Mains Sin to Bin
TD Mains 10in to 15iri
Fire Mains
Services
Meters
Meter Installations
Hydrants
Other PIE Intangible
Other P/E TD
Office Furniture & Equip
Comp & Periph Equip
Computer Software
Other Office Equipment
Trans Equip Lt Duty Trks
Trans Equip Autos
Trans Equip Other
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
comm Equip Non-Teiephone
Comm Equip Other

(1,775)
(15,713)
(51,419)
(1,803)
(1,173)
(1,443)

(127)
(3,009)

13.605
84.610

(1,984)
(27.825)

11
56.785

TOTAL $ s

(6,825)
(27,773)
(6,433)

(1 ,227,G45) s

147.066
2B4.556
81 .331

33,383,092 s

(53,068)
(168,225l
(41,718)

(11,075,391) s

93.998
116.331
39.613

22,307,701

Company As Filed
Difference

s 4152,957 s
s

(36,089)

(36,089) $
$

(1,191,951) $ 33,383,092 s (11,D75,787) s 22,307,305
96

References
Columns (A) (B): Company Schedule B-2
Column (C): Workpapers "RUCO Revised PV ACC DEP", Sheet "2004-2007
Column (D): Schedule RLM-3, Page 1, Column (F) + Column (A) + Column (B)
Column (E): Schedule RLM-3, Page 1, Column (G) + Column (B) + Column (C)
Column (F): Column (D) . Column (E)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Paradise Valley Water District
Schedule RLM-3

Page 3 of 4

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 31 I 2005
(A) (B) (D) (E) (F)

PLANT
ADDT°S/ADJMTS
5 .

PLANT
RETIREMENTS
$

(C)
Ruco

CALCULATED
ANNUAL DEP.

$ $

ACCUMULATED
DEPRECIATION
s 477,338 s

NET PLANT
VALUE

492,688

597,8148,390

TOTAL PLANT
VALUE

15,350

8.390 5B9,424

8.324

12,637,783

8.324

12,536,814 (227,020)
85,726

(540,587)
(1,422)
4,940

12,410,763
85,726

2,452,503
22,342
10,671

(6,984)
(69,131 )
(35,758)

(100)
(9,442)

(219,654)
(2,643)

(50,747)
(358)
(590)

3,003,090
23,764
5.731

(90,249)
(149,284)

14. 1453
(6,624)

3,036 15,001
121,569

21,037
121,569

30,684
418,265
605,536
26,435

(582,71 1)
(85,719)

(31,349)
(1,795)

(154,582)
(1,702)

1,283,247
419,897

3,407,735
137

(589,153)
(1797)

(514,504)
52,673

694,064
418,100

2,793,131
62,810

2,791,581 (21,682) (435,202l

(37,206)

8,595,048 (3,692,435)

(206,595)

4,902,613

1,011,606
(501,133)

728
110,312

2,987,361

(810,233) (28,747)
(117,015)
(162,886)

1 ,924,225
2,385,569

105,018
4,733,298
8,482,002

62,901
(2,233,B34)
(1,684,097)

1 ,717,629
2,385,569

167,919
2,499,464
6,797,905

150,668
7,014

29,223
19,521

(15,107)
(217)

(113,312)
(23,235)
(1,875)

(21,307)

2,474,852
321,405
139,671

1,025,682

(1,143,287)
(105,735)
(10,374)

(400,553)

1,331,565
215,670
129,297
625,129

20,853
19,512

B46
(15,710)
(5,219)

(1 ,a21 >
(93,975)

(134,174)
(5,840)
(2,882)

(19,307)
(3,466)
(5,35Bl

ACCOUNT NAME
Organization
Franchises
Miscellaneous intangibles
Land & Land Rights SS
Land & Land Rights P
Land 8. Land Rights TD
Land 8. Land Rights AG
Struck & Imp SS
Struct & Imp P
strict & Imp vv'l'
Struct8. Imp TD
Strict & Imp AG
Strict & Imp Offices
Struck & Imp Store, Shop, & Garage
Struck & Imp Misc
Collect & lmpoundirig
Wells 8- Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
supply Mains
Dist Reservoirs a. Standpipe
TD Mains Not Classified By Size
TD Mains min & Less
TD Mains min to Bin
TD Mains 10in to 15irl
Flre Mains
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other P/E TD
Office Furniture & Equip
comp & Perlph Equip
Computer Software
Other Office Equipment
Trans EquipLtDuty Tris
Trans Equip Autos
Trans Equip Other
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

5.575
14,703
16,552

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
37
38
39
40
41
42
43
44
45
46
47
418

ACCT
NO.

301000
302000
339600
303200
303300
303500
303600
304100
304200
304300
304400
304500
304600
304700
304800
305000
307000
310100
311200
311300
311500
320100
309000
330000
331001
331100
331200
331300
332000
333000
334100
334200
335000
339100
339500
340100
340200
340300
340500
341100
341300
341400
343000
344000
345000
346100
346300
TOTAL s

75,930
3,600

20,466,647 s

(50,935)
(7,655)

(26,090)
(2,128,120) s

(1,876)
(12,723)
(41 ,080)
<1 ,231 )
(1 ,56B)
1,318
(148l

(3,181)
75

(6,725)
(28,597)
(6,454)

(1 ,527, 194) s

62,963
25,303
14,708

674

(0)
(19,307)
15,715
93,955
16,552
96,131

352,831
58,841

51 ,721 .619 s

(21,376l
(48,477)

(129,496)
(4,259)

(19,981)
22,402
1,334

(25,628)
75

(B,B58)
(189,167)
(22,082)

(10,47414651 $

41,587
(23,174)

(114.7881
(8,585)

(19,9811
3.095

17,049
68,327
16,627
87,273

163,654
36,759

41 ,247,154

49
50

Company As Filed
Difference

$
s

20,466,647 s
$

(2,128,120) s
$

(511,467)
(1,015,727)

s
s

51,721,619 s
s

(1D,554,321)
59,856

$
$

41,157,298
89,556

References:
Columns (A)
Column (C).
Column (D);
Column (E):
Column (F):

(Bl: Company Schedule B-2
Workpapers "RUCO Revised PV ACC DEP", Sheet "2004-2007"
Schedule RLM-3, Page 2, Column (D) + Column (A) + Column (B)
Schedule RLM~3, Page 2, Column (E) + Column (B) + Column (Cl
Column (D) - Column (El

I I I Illll I elul



Arizona-Amercian Water Company
Docket Nos. SW & w-01303A-08-0227
Test Year Ended December 31, 2007

Paradise Valley Water District
Schedule RLM-3

Page 4 of 4

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 311 2007
(A) (B) (C)

R i c o
CALCULATED
ANNUAL DEP.
$

(D) (E) (F)

PLANT
ADDT'S/ADJMTS
$ .

PLANT
RETIREMENTS
$ S

ACCUMULATED
DEPRECIATION
s 477,338 $

2.130

TOTAL PLANT
VALUE

15,350

10,520 589,424

NET PLANT
VALUE

492,688

599,944

8,324

16,976,165

8,324

4,338,382 (1,856,059)

(60,062)
(356)
(229)

3,003,090
23,754
5,731

(2,0B3,D79)
85,726

(600,649)
(1,778)
4,711

14,893,085
85,726

2,402,441
21,986
10,442

(8,633)
(141)

17
3,036

(8,633)
17,860

130,219
20,896

121,586

152,883
134,734
192,479

53
(199)

(31,982)
(14,174)

(148,762)
(8)

1,436,130
554,631

3,600,015
190

(621 ,165)
(15,971)

(763,167)
62,665

814,965
538,660

2,836,848
62,855

1,231,901 (795)

(77,144)

(615,880)

(60,921 )

9,825,154 (4,307,520)

(190,373l

5,518,634

(70)
<1 >

(125,608l

(4,450)
(120,796)
(199,099)

58,521
(2,354,629)
(1,757,588)

258,864
9,722

10,011
313,000
776,025
14,058

264,460
40,132
10,309
28,539

(14,553)
(10,668)
(1,675)

(121 ,331 )
(23,962)
(2,229)

(21,649)

2,115,945
2,395,291

114,959
5,046,297
9,132,419

14,058
2,724,759

350,869
148,305

1,054,321

(1,250,055)
(119,029)
(10,928)

(422,202)

1 ,925,572
2,395,291

173,480
2,691,668
7,374,831

14,058
1,474,694
231,840
137,377
632. 119

(106)
6,529

2

(4,045) (2,533)
(4,064)
(5,547l

(45)

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
37
38
39
40
41
42
43
44
45
46
47
48

ACCT
NO

301000
302000
339600
303200
303300
303500
303600
304100
304200
304300
304400
304500
304600
304700
304800
305000
307000
310100
311200
311300
311500
320100
309000
330000
331001
331100
331200
331300
332000
333000
334100
334200
335000
339100
339500
340100
340200
340300
340500
341100
341300
341400
343000
344000
345000
346100
346300
TOTAL

ACCOUNT NAME
Organization
Franchises
Miscellaneous intangibles
Land 8. Land Rights SS
Land 8. Land Rights P
Lands. Land Rights TD
Land 8. Land Rights AG
strict & Imp as
Struck & Imp P
struei & imp wT
Struck & imp TD
Struck 8. Imp AG
Struct & Imp Offices
Struck a imp Store, Shop, 8. Garage
Struck 8. Imp Misc
Collect 8. Impounding
Wells a. Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Supply Mains
Dist Reservoirs & Standpipe
TD Mains Not Classified By Size
TD Mains min & Less
TD Mains Sin to Bin
TD Mains pinto 16in
Fire Mains
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other P/E TD
Office Furniture 8. Equip
Comp 8. Perish Equip
Computer Software
Other Office Equipment
Trans Equip LtDutyTris
Trans Equip Autos
Trans Equip Other
Tools,shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non Telephone
Comm Equip Other

22,848
12,190
13,419
1.068

s

44,971

7,888,703 s

(10,913)

(298404) s

1.432
(152)

(3,856)
(652)

(4,460)
(37,472)
(4,654)

(3,344,079) s

56,812
31,832
14.710

674

(0)
3.541

27,905
107,374
17,620
96,131

386,889
58,841

59,356,4018 $

(19,864)
(52,541 )

(135,043)
(4,307)

(19,981)
23,834
1,182

(29,484)
(577)

(13,318)
(215,726)
(26,736)

(13,563,240) $

38,948
(20,709)

(120,333)
(3,633)

(19,981 )
27,375
29,087
77,890
17,043
B2,813

171,163
32, 105

45,791 ,778

49
50

Company As Filed
Diflarence

s
s

7,888,703 $
s

(185,602)
(68,702)

s
s

(3,195,807)
(148,272)

s
s

59.424720
(681702)

s
$

(13,750,125)
195,886

$
$

45,664,594
127,184

References:
Columns (A
Column (C):
Column (D):
column (E):
Column (Fl:

) (B)t Company Schedule B-2
Workpapers '*RUck Revised PV ACC DEP", Sheel "2004-2007"
Schedule RLM-3, Page 3, Column (D) + Column (A) + Column (B)
Schedule RLM-3, Page 3, Column (E) + Column (B) + Column (C)
Column (D) . Column (E)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December31. 2007

Paradise Valley Waler District
Schedule RLM~4

Page 1 of 1

TEST YEAR PLANT SCHEDULES _ CONT'D
POST TEST YEAR PLANT

PLANT
ADDITIONS RETIREMENTS

REVISED
ACCUMULATED
DEPRECIATION

TOTAL PLANT
VALUE

15.350

NET PLANT
VALUE

492.685$

10.520

ACCUMULATED
DEPRECIATION

$ 477.338

589.424 599.944

(17,465,790)

17.465190

2.183.315 (489,625)

(299,330) 200468880
23.764

100.236
85.726

(899,979)
(1,778)

(389,389)
85.726

19568901
21 .BBB
10.442

(8,633)
17.860

130.219
20.896

121.586

(1,B51,214l (159,973) (575,057)
554.631

3.600.015

(461 ,192)
(15,971 )

(763,167)
62.655

(1,03G,249)
538.660

2.836.848
62855

9.826.154 (4,307,520)

(190,373)

5.518.534

2.115.945
2.395.291

114.959
5.046.297
9.132.419

14058
2.724.759

350.869
148.305

1 .054.321

58.521
(2,354,629)
(1,757/58s)

1.925.572
2.395.291

173.480
2.691.668
7.374.831

14.058
1 .474.694

231,840
137.377
632.119

(1,250,065)
(119,029)
(10,928)

(422,202)

ACCOUNT NAME
Organization
Franchises
Miscellaneous Intangibles
Land 8. Land Rights SS
Land 8. Land Rights P
Land & Land Rights TD
Land 8. Land Rights AG
strict s. Imp as
Struck a. Imp P
Struct 8. Imp lNII'
Struct8. Imp TD
strict a. Imp AG
Strut & Imp fri
Strud 8. imp Store, Shop, 8. Garage
suum 8 Imp Misc
Collect a. Impounding
Wells 8. Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Supply Mains
Dist Reservoirs 8. Staridpipe
TD Mains Not Classified By Size
TD Mains min & Less
TD Mains Gin to Bin
TD Mains 10in to 16in
Fire Mains
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other P/E TD
Office Fumilure 8 Equip
Comp 8. Periph Equip
Computer Software
Other Office Equipment
Trans Equip Lt Duty Trks
Trans Equip Autos
Trans Equip Other
Tools,shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non~Telephone
Comm Equip Other

58.812
35.291
14.710

(19,864)
(52,541)

(135,043)
(4,307)

(19,981 )
23.834

38.948
(14,250)

(120,333)
(3,633)

(19,981 )
27.375
29.087
81 .632
17.043
B2.813

171 .163
32.105

45834.750

301000
302000
339600
303200
303300
303500
303600
304100
304200
304300
304400
304500
304600
304700
304800
305000
307000
310100
311200
311300
311500
320100
309000
330000
331001
331100
331200
331300
332000
333000
334100
334200
335000
339100
339500
340100
340200
340300
340500
341100
341300
341400
343000
344000
345000
346100
345300
TOTAL (159,973) s 1 ,ea:s,ss4

1.883.984

s

27.905
111.116
17.620
96.131

386.889
58.841

57,355,032 $

(29,484)
(577)

(13,318)
(215,726)
(26,736)

(11 ,520,283) s

49
50

Sompany As Filed
Difference

93sas
(1335,001 ) S (159,973) s

59.532766
(2,177,734 )

$
$

(11,B76,142)
355.860 s 45.834750

s 57,355.032
2.177734
2.113.479

(93,985)
34.409

$RUCO TY As Calculated
RUCO Adjustments

Co. TY Adjustments To Book
Co. Variance To GL
Co. Variance To GL
Co. Variance To GL

Total
Co. As Filed
Difference

$

$

61588,447
el .5B8447

$

(11,52D,283)
(355,950)

1.717.180
(1,883,985)

(107,315)
50.277

(12,100,075)
(12,099,985)

$
(2,109_032)

(100,554)

456.414

Adj. #1 - Con1ormingTo RUCO 1.31
Adj. #3 - ConformingTo RUCO 1.34

Adj. #4 - Difference In Computing Acc. Dep
Adj. #5 . ConformingTo Std DH 4.3

Total RUCO Adjustments $
(68,702)

(2,177,734) $ 355.860

RUCO As Adjusted
RUCO Adjustments

Co As Filed
Co. Adjustments

Co. Computed

59.410714
(2,177,7/4)
61 .58B447
2.055.581

59.532766

(11,744,035)
355.860

(12,0998985)
(223,843)

(11,87S,14Z)

References
Columns (Al
Column (C);
Column (D)1
Column (E);
Column (F);

(B): Company Schedule B-2
Workpapers "RUCO Revised PV ACC DEP", Sheet "2004-2007
schedule RLM-3, Page 1, Column (F) + Column (A) + Column (B)
Schedule RLM-3, Page 1, Column (G) + Column (B) + Column (C)
Column (D) - Column (E)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Paradise Valley Water District
Schedule RLM-5

Page 1 of 2

EXPLANATION OF RATE BASE ADJUSTMENT no. 6
ALLOWANCE FOR WORKING CAPITAL

(A) (B)

LINE
no. DESCRIPTION AMOUNT REFERENCE

1
2
3

Materials And Supplies As Per Company
Materials And Supplies As Per RUCO
Adjustment

38,726
38,726

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 2 - Line 1

4
5
6

Prepayment As Per Company
Prepayment As Per RUCO
Adjustment

$

$

$

s

117,955
117,955

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 5 - Line 4

7
8
9

Cash Working Capital As Per Company
Cash Working Capital As Per RUCO
Adjustment

549,034
(69,003)

(618,037)

Company Schedule B-5, PG. 1
RUCO Schedule RLM-5, Page 2

Line 8 - Line 7

10 TOTAL ADJUSTMENT (See RLM-2, Column (G))

$

$ (618,037) Sum Lines 3, 6 & 9



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Paradise Valley Water District
Scheduie RLM-5

Page 2 of 2
EXPLANATION OF RATE BASE ADJUSTMENT no. 6 . CONT'D

LEADILAG DAY SUMMARY

(A)
COMPANY
EXPENSES
AS FILED

(B) (D) (E)

LINE
NO. DESCRIPTION

RUCO
ADJUSTM'TS

(C)
RUCO

EXPENSES
ASADJUSTED

(LEAD)/LAG
DAYS

DOLLAR
DAYS

$ 715,859 $ $ 715,859 12.00 $ 8,590,308

(51,945)
(11,119)

693,068
185,037
912,659
184,827
130,911
45,435

123,742
21,467

32.42
18.06
10.40

(14.08)
45.00

(68.27)
19.76

(1050)

22,470,166
3,340,843

1
2
3
4
5
6
7
8
9

10
1 1
1 2

(2,602,715)
5,890,995
(3,101 ,B79)
2,444,872
(225,404)

Appropriate Operating Expenses:
Labor
Purchased Water
Fuel & Power
Chemicals
Management Fees
Group Insurance
Pensions
Insurance Other Than Group
Customer Accounting
Rents
Depreciation & Amortization
Other Operating Expenses

Taxes:
Taxes Other Than Income
Property Taxes
Income Tax

693,068
236,982
923,778
184,827
130,911
45,435

123,742
21,467

1 ,615,824
1 ,038,973

(1,615,824)
(24,796) 1,014,177 30.00 30,425,322

13
14
15

67,972
268,996

1,410,936
19,219

(484,735)

67,972
288,214
926,201

15.07
212.50
28,75

1 ,024,651
61,245,577
26,628,292

16 Interest Expense 1,117,972 1,117,972 106.52 119,086,377

17 Total Appropriate Operating Expenses $ 7,478,770 $ (1,051,22B) $ 6,427,542 $ 275,217,405

18 Expense Lag Line 17, Col. <E) /(c) 42,82

19 Revenue Lag Company Response To RUCO DR B 38.90

20 NetLag Line 20 - Line 19 (3.92)

21 RUCO Adjusted Expenses Col. (C), Line 18 $ 6,427,542

22 Cash Working Capital Line 21 X Line 22 / 365 Days (69,003)

23 Company As Filed Co. Schedule B-6, Page 1 549,034

24 Difference Line 23 - Line 24

25 ADJUSTMENT (See RLM-5, Page 1, L 9) Line 25

$

$

(618,037)

(618,037)

References:
Column (A): - Company Schedule B-6
Column (B): RUCO Operating Income Adjustments (See Schedule RLM-7)
Column (C): Column (A) + (B)
Column (D): - Company Schedule B-6
Column (E): Column (C) X Column (D)

l Il



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Paradise Valley Water District
Schedule RLM-6

Page 1 of 1

OPERATING INCOME

LINE
NO.

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'DDESCRIPTION

Revenues:
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues
TOTAL OPERATING REVENUE

$ 7,832.113 $ $ 7,832,113 $ 1,636,188 $ 9,468,3011
2
3
4 $

16,619
7,848,732 $ $

16,619
7,848,732 $ 1,636,188 $

16,619
9,454,920

$ 715,859 $ $ 715,859 $ $ 715,859

(51 ,945)
290

(11 ,119)

693,068
185,037

693,068
185,037

(3,803)

(53,083)
19,218

5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Operating Expenses:
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other That Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Tax
Rounding

693,068
236,982

(290)
923,778
184,827
130,911
21 ,283
45,435

123,742
21,467
87,860

351,828
578,292

1,615,824
268,996
67,972

228,400
1

66,251

912,659
184,827
130,911
21,283
45,435

123,742
21,467
87,860

348,025
578,292

1,562,741
288,214
67,972

294,651 631,550

912,659
184,827
130,911
21,283
45,435

123,742
21,467
87,860

348,025
578,292

1,562,741
288,214
67,972

926,201

25 TOTAL OPERATING EXPENSES $ 6,296,235 $ (34,190) $ 6,262,044 $ 631,550 $ 6,8935594

26 OPERATING INCOME (LOSS) $ 1,552,497 $ 34,190 $ 1,586,688 $ 1,004,638 $ 2,591,326

References:
Column (A): Company Schedule C-1
Column (B): RLM-7, Columns (B) Thru (H)
Column (C): Column (A) + Column (B)
Column (D): RLM-1, Pages 1 & 2
Column (E): Column (C) + Column (D)
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Paradise Valley Water District
Schedule RLM-8

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1

PROPERTY TAX COMPUTATION

LINE

no. DESCRIPTION REFERENCE (A) (B)

Calculation Of The Company's Full Cash Value:

$1

2
3
4
5

Annual Operating Revenues:
Adjusted Revenues In Year Ended December 2007
Adjusted Revenues In Year Ended December 2007
Proposed Revenues

Total Three Year Operating Revenues
Average Annual Operating Revenues

Sch. RLM-6, Col (C), Ln 4
Sch. RLM-6, Col (c). Ln 4
Sch. RLM-6, Col (D), Lm 4

Sum Of Lines 1,2 & 3
Line 4 / 3

$

7,848,732
7,848,732
9,484,920

25,182,384
8,394,128

6 Two Times Three Year Average Operating Revenues Line 5 X2 $ 16,788,256

7
8

ADD:
10% Of Construction Work In Progress ("CWIP"):

Test Year CWIP
10% of CWIP

Co. Sch. E-1, Page 2
Line 7 X 10%

$ 1,438,015

$ 143,802

9
10
11

Company Workpapers
Company Workpapers

Line 9 + Line 10

$

SUBTRACT:
Transportation At Book Value:

Original Cost Of Transportation Equipment
Acc. Dap. Of Transportation Equipment

Book Value Of Transportation Equipment $

12 Company's Full Cash Value ("FCV") Sum of Lines 6, 8 a. t i $ 16,932,057

Calculation Of The Company's Tax Liability:

13
14

MULTIPLY:
FCV X Valuation Assessment Ratio X Property Tax Rates:

Assessment Ratio
Assessed Value

House Bill 2779
Line 12 X Line 13 $

23.0%
3,894,373

15
16
17

Property Tax Rates:
Primary Tax Rate
Secondary Tax Rate

Estimated Tax Rate Liability

Company Workpapers
Company Workpapers

Line 15 + Line 16

7.40%
0.00%
7.40%

18 Company's Total Tax Liability - Based On Full Cash Value Line 14 X Line 17 $ 288,214

19 Test Year Adjusted Property Tax Expense As Filed Co. Sch. C-1 268,996

20 Decrease In Property Tax Expense Line 18 - Line 19 $ 19,218

21 RUCO Adjustment (See RLM-6, Column (B)) Line 20 $ 19,218



Arizona-AmercianWater Company
Docket NDS, SW a. W-01303A-08-0227
Test Year Ended December 31, 2007

Paradise Valley Water District
Schedule RLM-9

Page 1 of 1

;
EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2

TEST YEAR DEPRECIATION EXPENSE

ACCOUNT NAME

(B)
COMPANY

PROPOSED

DEP. RATES

(C)
TEST YEAR

DEPRECIATION

EXPENSE
$

(A)
TOTAL
PLANT
VALUE

15,350

10, 520

$

8,324

(489,625) (71 ,436)

20,468,880
23,764
5,731

409,378
356
265

3,036
(8,633)

141
(400)

(575,057)
554,631

3,600,015
190

(14,261)
24,515
158,041

8

9,826,154 893,726

66,6522,115,945
2,395,291
114,959

5,046,297
9,132,419

14,058
2,724,759
350,869
148,305

1,054,321

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
14.59%
3.99%
2.00%
1.50%
4.63%
4.63%
4.63%
4.63%
0.00%
2.48%
4.42%
4.39%
4.39%
0.00%
7.06%
1,11%
3.15%
0.00%
4.17%
2.52%
2.34%
1.53%
4.72%
7.21 %
1.51 %
2.10%
0.00%
0.00%
4.04%
15.89%
37.71%
7.13%
28.05%
7.B0%
0.93%
3.61 %
3.71 %
4.64%
9.76%
7.91%

4,794
127,167
213,699

215
128.609
25,298
2,239
22,141

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
37
38
39
40
41
42
43
44
45
46
47
48
43

ACCOUNT

no.
301000
302000
339600
303200
303300
303500
303600
304100
304200
304300
304400
304500
304600
304700
304800
305000
307000
310100
311200
311300
311500
320100
309000
330000
331001
331100
331200
331300
332000
333000
334100
334200
335000
339100
339500
340100
340200
340300
340500
341100
341300
341400
343000
344000
345000
346100
346300
TOTAL

suaIoTAL

Organization
Franchises
Miscellaneous intangibles
Land a Land Rights SS
Land 8- Land Rights P
Land & Land Rights TD
Land & Land Rights AG
Struck & Imp SS
Struck & imp P
Struck & top WT
Struct & Imp TD
Struck & Imp AG
Struct 8¢ Imp Offices
Struct & Imp Store, Shop, s. Garage
Struct & Imp Misc
Collect 8< impounding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
supply Mains
Dist Reservoirs & Standpipe
TD Mains Not Classified By Size
TD Mains Kiri 81 Less
TD Mains min to bin
TD Mains 10in to thin
Fire Mains
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other P/E TD
Office Furniture & Equip
Comp 8. Periph Equip
Computer Software
Other Office Equipment
Trans Equip Lt Duty Tris
Trans Equip Autos
Trans Equip Other
ToOls,shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

TEST YEAR DIRECT UPIS AND DEPRECIATION EXPENSE
TEST YEAR CORPORATE UPIS AND DEPRECIATION EXPENSE

$

58,812
38,291
14,710

674
(0)

3,541
27,905
111,116
17,620
96,131

386,889
58,841

57,355,032
120,225

$

2,376
6,084
5,547

48
(0)

276
260

4,01 1
654

4,460
37,760
4,654

1,857,277
26,819

TOTAL DEPRECIATION EXPENSE ON UPIS 1 ,884,096

SUB-TOTAL 1,899,267 61,32444
4 6
4 7
4 8
4 9
50
51
52
53

POST TEST YEAR DEPRECIATION EXPENSE ON UPIS
AMORTIZATION OF DEFERRED DEBIT - Y2K COSTS
AMORITZATION OF REGULATORY ASSETS
AMORTIZATION OF CONTRIBUTIONS
AMORTIZATION OF REGULATORY CIAC

Rounding
TOTAL DEPRECIATION EXPENSE
Company As Filed
Difference

72
(382,752)

54
References;

RUCO Adjustment (See RLM-7, Column (C))

$

SE

8

1
1,562,741

1,615,824
(53,083)

(53,083)

Column (A): RLM-3, Page 7, Column (D)
Column (B)1 RLM-3, Page 1, Column (A)
Column (C); Column (A) X Column (B)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Paradise Valley Water District
Schedule RLM-10

Page 1 of t

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 3

RATE CASE EXPENSE

LINE
no. DESCRIPTION

(A)
COMPANY
ESTIMATE

(B)
RUCO

ADJUSTMENT

(C)
RUCO

AS ADJUSTED

1 Rate Case Expense Total $ 612,000 $ (187,735) $ 424,265

2 Allocation Factor (See NOTE Below) 10.4331 % 15.0497%

3 Paradise Valley Water District (Line 1 X Line 2) $ 63,851 $ $ 63,851

4 Amortization Period - 3 Years 3

5 RUCO Adjusted Rate Case Expense For Instant Case (Line 3 / 3 Years) $ 21,284

6 Company Rate Case Expenses As Filed (Company Sch. C-2) $ 21,284

7 RUCO Pro Forma Rate Case Expense (Lines 5 - 6) $

8 RUCO Adjustment (Line 7) (See RLM-7, Column (D)) $

NOTE

Company As Filed RUCO As Adjusted

11_7965%
10.4331 %
0.9990%

31 .3783%
1.8822%

11.3740%
1.4612%

69.3243%

s 17.0164%
15.0497%
1.4411%

45.2631%
2.7151 %

16.40G9%
2.1078%

t00_0000%

$9
10
11
12
13
14
15
16

4-Factor Allocation
Districts Included In This Filing

Sun City West Water District
Paradise Valley Water District
Tubae Water District
Agua Fria Water District
Havasu Water District
Mohave Water District
Mohave Wastewater District
Total $

72,195
63,851
6,114

192,035
11,519
69,609
8,943

424,265 $

72,195
63,851
6,114

192,035
11,519
69,609
8,943

424,265

Districts NOT Included In This Filing
Agua Fria Wastewater District
Distco/Treatco Sewer
Distco/Treatco Water

8.2232%
9.8095%

12.6430%
100.0000%

$17
18
19
20 $

50,326
60,034
77,375

612,000



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Paradise ValleyWater District
Schedule RLM-11

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 5

ANNUAL INCENTIVE PLAN EXPENSE

LINE

NO. DESCRIPTION REFERENCE

(A)
RUCO

AS ADJUSTED

1 AZ-AM Annual Incentive Plan ("AlP") Expense Total Co. Response To RUCO DR 3.01.e $ 482,198

2
3

Allocation Factor
Paradise Valley Water District

Co. Workpapers Per SLH-6
Lines 1 X 2 $

7.6863%
37,063

4 Portion Deemed Shareholder Benefit Only RLM Testimony 30.00%

5 RUCO Test-Year Disallowance Of AlP Expense Lines 3 X 4 $ (11,119)

6 RUCO Adjustment (See RLM-7, Column (D)) Line 5 $ (11,119)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Paradise Valley Water District
Schedule RLM-12

Page 1 of 5

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 7
MISCELLANEOUS ADJUSTMENTS

(A) (C) (D)

LINE

NO DESCRIPTION

(8)
RUCO ADJUSTMENTS

ALLOCABLE ALLOC'N DISTRICT
TOTAL 4-FAC TOR TOTAL

Ruco
AS ADJUSTED

1 Paradise Valley Water Direct Miscellaneous Account (RLM-12, Pg, Ln 10S $ (16653) 100.00% $ (167)

2 7.6863% $ (1 ,046)

3

Corporate Office Allocable Miscellaneous Account (RLM-12. Pg 4, Ln 98) $ (13,607.91)

SUB-TOTAL $ (1,212)

NOTE

4
5
6
7
8
g

10

4-Factor Allocation
Sun City West Water District
Paradise Valley Water District
Tubac Water District
Agua Fria Water District
Havasu Water District
Mohave Water District
Mohave Wastewater District

8.3198%
7.6863%
0.7254%

23.0946%
1.3850%
7.8288%
1.0290%

ADDITIONAL ADJUSTMENT FOR PARADISE VALLEY WATER DISTRICT
The Company incorrectly Calculated "Corporate Office" Expense As A Positive Value Instead Of A Negative Value

Adjustment SLH-16 As Filed By Company
11 ParadiseValley Water Direct Miscellaneous Account (Co. Sch.C-2, Pg22 $ (1,524) 100.00% $ (1,524)

16,849 7.6863% $ 1,29512
13

Corporate Office Allocable Miscellaneous Account (Co. Sch. C-2, Pg 22) $
SUB-TOTAL $ (229)

Company's Adjustment As Revised By RUCO
14 Paradise Valley Water Direct Miscellaneous Account (Co. Sch. C-2, Pg 22 $ (1 ,524) 100.00% $ (1,524)

15
16

Corporate Office Misc. Account (Recorded As a Negative Amount)
SUB-TOTAL

$ (16,849) 7.6863% $ (1,295)

17 DIFFERENCE (Column D, Line 16 - Line 13)

(2,819)

(2,590)

18 TOTAL (Column D, Sum Of Line 3 + Line 17) $ (3,803)

(3,803)19 RUCO ADJUSTMENT TO MISCELLANEOUS ADJUSTMENTS (Line 18) (See RLM-7, Column (G))

References:
Column (A): RLM-12, Pages 2 Thru 5 Derived From Company's Line 21 Workpapers
Column (B): See NOTE
Column (C): Column (A) x Column (B)
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31. 2007

Paradise Valley Water District
Schedule RLM-13

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 7

INCOME TAX EXPENSE

DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES

Operating Income Before Taxes Sch. RLM-6, Column (c), L26 + L23 $ 1.881.340

Arizona State Tax
Interest Expense

Federal Taxable Income

Line 11
Note (A) Line 20

Line 1 - Line 2 - Line 3 $

53
1.117.972

710.176

Federal Tax Rate
Federal Income Tax Expense

Sch. RLM-1, Pg 2, Col. (D), L34
Line 4 X line 5 $

34.00%
241 .460

STATE INCOME TAXES

Operating Income Before Taxes Line 1 1.881.340

Interest Expense
State Taxable Income

Note(A) Line 20
Line 7 - Line 8 $

1 .117.972
763.368

State Tax Rate Tax Rate

State Income Tax Expense Line 9 X Line 10 $ 53

TOTAL INCOME TAX EXPENSE
Federal Income Tax Expense
State Income Tax Expense

Total Income Tax Expense Per RUCO

Line 6
Line 11

Line12 + Line 13 $

241.460
53.191

294.651

Total Income Tax Expense Per Company (Per Company Sch. C-1 ) 228.400

Total Income Tax Adjustment Line 14 - Line 15 $ 66

RUCO Adjustment (See Sch. RLM-7, Column (J)) Line 16 $ 66.251

37.018.940

NOTE (A)
Interest Synchronization
Adjusted Rate Base (Sch. RLM-2, Col. (H), L17)
Weighted Cost Of Debt (Sch. RLM-16 Col. (F), L1)
Interest Expense (L18 X L19) 1.117.972



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Paradise Valley Water District
Schedule RLM-14

Page 1 of 1

COST OF CAPITAL

(A) (B) (C)
WEIGHTED

COST
RATE

LINE

NO. DESCRIPTION

CAPITAL

RATIO COST

1 DEBT 55.20% 5.46% 3.02%

2 PREFERRED STOCK 0.00% 0.00% 0.00%

3 COMMON EQUITY 44.80% 8.88% 3.98%

4 TOTAL CAPITALIZATION 100.00%

5 WEIGHTED COST OF CAPITAL 7,00%

References:
Columns (A) Thru (F): Testimony, WAR

I







Arizona-Amercian Water Company
Docket NOS. SW & w-01303A-08-0227
Test Year Ended December 31, 2007

Sun City West Water District

TABLE OF CONTENTS TO RLM SCHEDULES

PAGE
NO, TITLE

RLM-1 1 & 2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

RLM-2A 1 RATE BASE

RLM-2 1 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

RLM-3 1 TO 7 RATE BASE ADJUSTMENT NO, 1 - ADJUSTMENT FOR ACCUMULATED DEPRECIATION

TESTIMONY

TESTIMONY

TESTIMONY

RATE BASE ADJUSTMENT no. 2 . REINSTATE CIAC ASSOCIATED WlTH CWIP

RATE BASE ADJUSTMENT NO. 3 - ADJUSTMENT TO UPIS AND Acc. DEP. PER STAFF DR 4.3

RATE BASE ADJUSTMENT no. 4 - ADJUSTMENT TO UPIS AND Acc. DEP. PER STAFF DR 9.4

TESTIMONY RATE BASE ADJUSTMENT no. 5 - ADJUSTMENT TO DEFERRED DEBITS

1 8 2 RATE BASE ADJUSTMENT no. 6- ALLOWANCE FOR WORKING CAPITALRLM-5

RLM-6 1 OPERATING INCOME

1 SUMMARY OF OPERATING INCOME ADJUSTMENTSRLM-7

RLM-8 1 OPERATING INCOME ADJUSTMENT no. 1 - PROPERTY TAX COMPUTATION

RLM-9 1 OPERATING INCOME ADJUSTMENT NO. 2 - TEST YEAR DEPRECIATION EXPENSE

1 OPERATING INCOME ADJUSTMENT no. 3 RATE CASE EXPENSE

OPERATING INCOME ADJUSTMENT no. 41 WASTEDISPOSAL EXPENSE

1 OPERATING INCOME ADJUSTMENT no. 5 - ANNUAL INCENTIVE PAY EXPENSE

RLM-10

TESTIMONY

RLM-11

TESTIMONY 1 OPERATING INCOME ADJUSTMENT no. 6 ONLY AGUA FRIA, MOHAVE WATER AND SUN CITY WEST
CONFORMING ADJUSTMENT TO COMPANY REVISIONS LABOR

RLM-12 OPERATING INCOME ADJUSTMENT no. 7 - REMOVE INAPPROPRIATE/UNNECESSARY MISC. EXPENSES

RLM-13 1 OPERATING INCOME ADJUSTMENT NO. B - INCOMETAX EXPENSE

SCH.
NQ.

RLM-14 1 COST OF CAPITAL



$ 3,375,778$ 4,276,305

Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Sun City West Water District
Schedule RLM-1

Page 1 of 2

REVENUE REQUIREMENT

LINE
no. DESCRIPTION

(A)
COMPANY

OCRB/FVRB

COST

(B)
RUCO

OCRB/FVRB
COST

1 Original Cost Rate Base $ 37,901,085 $ 38,261 ,042

2 Adjusted Operating Income (Loss) $ 587,425 $ 605,507

3 Current Rate Of Return (L2 /LI ) 1.55% 1.58%

4 Required Operating Income (L5 X LI ) $ 3,183,691 $ 2,678,273

5 Required Rate Of Return On Fair Value Rate Base 8.40% 7.00%

6 Operating Income Deficiency (L4 - L2) $ 2,596,266 $ 2,072,765

7 Gross Revenue Conversion Factor (RLM-1, Page 2) 1.6471 1 .6286

8 Increase In Gross Revenue Requirement (L7 XLE)

9 Adjusted Test Year Revenue $ 5,701,431 $ 5,701,431

10 Proposed Annual Revenue (LB + LE) $ 9,977,736 $ 9,077,209

11 Required Percentage Increase In Revenue (LB / LE) 75.00% 59.21 %

12 Rate Of .Return On Common Equity 11.91% 8.88%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule RLM-1 Page 2, RLM-6, And RLM-16



1.6286

Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Sun City West Water District
Schedule RLM-1

Page 2 of 2

GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION (A) (B) (C) (D)

1
2
3

4

CALCULATION OF GROSS REVENUE CONVERSION FACTOR:
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI - L2)

Revenue Conversion Factor(LI /LE)

1.0000
0.3860
0.6140

5
6
7
8
9

10

CALCULATION OF EFFECTIVE TAX RATE:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - LE)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X LB)
Combined Federal And State Income Tax Rate (LE + LE)

100.0000%
6.9680%

93.0320%
34.0000%
31.6309%
38.5989%

$ 2,678,273
605,507

11
12
1 3

Required Operating Income (Sch. RLM-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. RLM-1, Pg 1, C (B), L2)
Required Increase In Operating Income (L11 - L12) $ 2,072,765

Income Taxes On Recommended Revenue (Col. (D), L31) 957,278
Income Taxes On Test Year Revenue (Col, (D),L32) (345,734)
Required Increase In Revenue To Provide For Income Taxes (L14 - L15)

$14
1 5
16

17 Total Required Increase In Revenue (L13 + L16)

$ 1,303,012

$ 3,375,778

RUCO
Recommended
$ 9,077,209

5,441 ,658
1,155,483
2,480,068

6.9680%
$

$ 172,811

$
$

2,307,257
7,500
6,250
8,500

91 ,650
670,567

18
19
20
21
22
23
24
2 5
26
27
28
29
30
31

CALCULATION OF INCOME TAX-

Revenue (Sch. RLM-1, Pg 1, Col. (B), L10)
Operating Expense Excluding Income Tax (RLM-6, Col. (E), L25 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax On 1st inc. Bracket ($1 - $50,000) @ 15%
Fed. Tax On 2nd inc. Bracket ($50,001 - $75,000) @ 25%
Fed. Tax On 3rd inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax On 4th Inc. Bracket ($100,001 - $335,000) @ 39%

Fed. Tax On 5th Inc. Bracket ($335,001 - $10M) @ 34%
Total Federal income Tax (L25 + L26 + L27 + L28 + L29)
Combined Federal And State Income Tax (L23 + L30)

$
$

784,467
957,278

32
33

Test Year Combined Income Tax, RUCO As Adjusted (RLM-6, Col. (C), L23)
RUCO Adjustment (L31 - L32) (See RLM-6, Col. (D), L23)

$
$

(345,734)
1 ,303,012

34 Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 34,00%

$35
36
37

CALCULATION OF INTEREST SYNCHRONIZATIOn
Rate Base (Sch. RLM-2, Col. (H), L15)
Weighted Avg. Cost Of Debt (Sch. RLM-16, Col. (F), LI )
Synchronized Interest (L35 X L36) $

38,261,042
3.02%

1 ,155,483



Arizona-Amercian Water Company
Docket Nos. SW 8 W-01303A-08-0227
Test Year Ended December 31, 2007

Sun City West Water District
Schedule RLM-2A

Page 1 of 1

RATE BASE I ORIGINAL COST

LINE

no.
1

DESCRIPTION
Gross Utility Plant In Service

(A)
COMPANY
AS FI LED

OCRB/FVRB
$ 48,893,385

(B)
RUCO

OCRB/FVRB
ADJUSTMENTS

$ 58,091

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ 48,951 ,476

2
3

Accumulated Depreciation
Net Utility Plant In Service (Sum LI &LE) S

(10,514,488)
38,378,897 $

(86,736)
(28,645) $

(10,601,224)
38,350,252

4 Advances In Aid Of Const. $ $ $ (1 ,175,373)

$ $ (17,318) $5
6
7

Contribution In Aid Of Const.
Accumulated Amortization Of CIAC

NET CIAC (LG + L7) $

(1 ,175,373)
0

(20,548)
1,057

(19,491) $ (17,318) $

(37v866)
1,057

(36,809)

8 Imputed Regulatory Advances $ $ $

9 Imputed Regulatory Contributions $ (392,368) $ $ (392,368)

10 Customer Meter Deposits $ (1,225) $ $ (1 ,225)

11 Deferred Income Taxes And Credits $ 1 ,326,577 $ $ 1,328,577

12 Investment Tax Credits $ $ $

13 Deferred Debits $ (777,486) $ 892,284 $ 114,798

14 Allowance For Working Capital $ 561,556 $ (486,364) $ 75,192

15
16
17

Utility Plant Acquisition Adjustment
Rounding

TOTAL RATE BASE (Sum L's 4, 5, & 8 Thru 17)

s
$
$

(2)
37,901,085

$
s
$ 359,957

$
$
$

(2)
38,251 ,042

References:
Column (A): Company Schedule B-1
Column (B): Schedule RLM-2
Column (C): Column (A) + Column (B)
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Arizona-Amercian Water Company
Docket NOS. SW & W-01303A-08-0-27
Test Year Ended December 31, 2007

Sun City West Water District
Schedule RLM-a

Page 1 of 7

TEST YEAR PLANT SCHEDULES
PRIOR TEST YEAR ENDED DECEMBER 31, 2001

ADJUSTMENT

RUCO ADJUSTED PRIOR TEST YEAR
Acc. DEP GROSS

ADJUSTMENT PLANT
$ 20.086

ACCUMULATED
DEPRECIATION
$0.00%

PRIOR DECISION ng. 67093 . ADJUSTED
GROSS ACCUMULATED

DEPRECIATION
s20.086

0.00%
000°/.

11.651
44.957

11 .551
44.957

1.67%
342.925
231 .439
38.357

(94,969)
(67,80Bl
(6,136)

342.925
231 .439
38.357

(94,969)
(67,808)
(6,136)

157%
17.259 (5,876) 17.269 (5,876)

1307.051 (295,642) 1.307.051 (295,642)

2.50%
000%
2.52%
4.42%
442%
4.42%

4.860.855 (2,012,533)
(1,428)

(512)

4.860.858 (2,012,533)
(1,428)

(512)
4.00%
1.67%

n

149587
624.143

11.747352
(151,245)

(2,527,Z98l

149.687
624143

11 .747.852
(151,245)

(2,527,298)

8.522.165
1578.135

351 .558
(332,448)

6.622.166
1.578.135

351 .558
(332,448)

1 .5B2B98 (442,355) 1.682.898 (442,355)

28.137
74599

337.524

(28,245)

(207, 1 sol

28.137
74.599

337.524

(28,245)

(207,158)

ACCOUNT NAME
Organization
Franchises
Land & Land Rights SS
Land & Land Rights P
Land & Land Rights TD
Land 8. Land Rights AG
Struct & Imp SS
St11Jct & Imp P
strict s. imp WT
Struct & imp TD
Strict & Imp offs
Strut & Imp Misc
Collect s. Impounding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
VVT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified By Size
TD Mains min 8. Less
TD Mains min to Bin
TD Mains 10in to 16in
Fire Mains
Services
Meters
Meter Installations
Hydrants
Other P/E intangible
Other P/E TD
Office Furniture & Equip
Comp a Perish Equip
Trans Equip Lt Duty Trks
Trans Equip Hvy Duty Tris
Stores Equipment
Tools,shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

2.51%
2.51%
2.00%
0.00%
0.00%
4.59%

as
z5.001
25.001
391*

*
371%
5.02%
10.30%
4.93%

19.541 19.641

301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304500
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
332000
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
345100
346300

SUBJOTAL s

24.298
30965
43870

29,950,788 s

(375)
(5,525)
(1,395)

(10,823)
(31,231)
(15,B11)

(5,a74,472) s $ $

24.298
30.965
43.870

29,950,788 s

(375)
(5,525)
(1,395)

(10,823)
(31 ,231 )
(15,811 )

(5,874,472)

Company As Filed
Diflereruce

s 29,950,788 s
s

(5,874,472) s s s 29,950,788 $
s

(5,874,472)

References
Columns (A) (B) (C); Company Schedule B-2
Columns (D) (E): See Testimony, RLM
Column (F): Column (B) + Column (D)
Column (G): Column (C) + Column (E)



Arizona-Amercian Water Company
Docket Nos. SW & W-01'803A-08-0-27
Test Year Ended December 31, 2007

LINE
no.
1
2
3
4
5
e
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
2B
29
30
31
32
33
34
35
36
37
CB
39
40
41
42

ACCT
NO

301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
332000
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
345100
346300

SUBJOTAL

ACCOUNT NAME
Organization
Franchises
Land 8 Land Rights SS
Land & Land Rights P
Land & Land Rights TD
Land B. Land Rights AG
Stzuct & Imp SS
Struck & Imp P
Struck & Imp WT
Struck 8. Imp TD
snuck a. Imp Offices
Struck & Imp Misc
Collect & impounding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Omer
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified By Size
TD Mains min a. Less
TD Mains Sin Io Bin
TD Mains 10in to 16in
Fire Mains
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other P/E TD
Office Furniture & Equip
Comp & Perish Equip
Trans Equip LIDutyTrks
Trans Equip Hvy Duty Trks
Stores Equipment
Tools,shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

PLANT
ADDTS/ADJMTS
$

s

TEST YEAR PLANT SCHEDULES. CONT'D
YEAR ENDED DECEMBER 31, 2002
(A) (8)

842,311

157,104

(2,173)
145,791
86,047

(302)
86,511

35,454
21,027

37,835
32,841
4,595

26,750

s

PLANT
RETIREMENTS
s

(C)
RUCO

CALCULATED
ANNUAL DEP.
$

s

(3)
(164,646)
(42,405)

(29)
(33,680)

(216,773)
(199)
(78)

(5,958)
(10,525)

(55)
(179,742)

(80)

(1,292)
(3,424)

(84,761 >
(219)
(19)

(790)
(140)

re ,220)
(3,189)
(2,163)

(797,693)

(32,938)

(8,573)
(3,865)

(641)

(288)

$

s

TOTAL PLANT
VALUE

20,086
1 ,588

11,651
44,957

28,137
74,599

374,008
21,027

487
19,641
3.767

24,298
30,965
43,870

30,593,099

1,301,051

5,027,962
4,505
1,764

147,514
759,934

11,833,899
(302)

86,511

(D)

169
6,659,801
1 ,71D,976

4,596
1,709,648

342,925
231,439
38,357

17,269

ACCUMULATED
DEPRECIATION
5 _

$

Sun City West Water District
Schedule RLM-3

Page 2 of 7

(29,537)
239

(291,919)
(219)
(394)

(6,315)
(1535)

(12,043)
(34,420)
(17,974)

(6,67Z,165)

(2,229,306)
(1,627)

(590)
s,1a3

(161,770)
(2,527,353)

(179,742)
ram

(E)

(24)
186,912

(374,853)
(29)

(476,035)

(328,580)

(103,542)
(71,673)
(6,777)

(6,164)

s

s

NET PLANT
VALUE

20,086
1 .5a8

11 ,651
44,957

(1,400)
74,838
82,089
20,808

93
13,326
2.232

12,255
(3,455)
25,896

23,920,934

2,798,656
2.878
1,174

150,697
608,164

9,306,546
(180,044)

86,431

145
5,846,713
1,336,123

4,567
1,233,613

(F)

239,383
159,766
31 ,580

978,471

11,105

642,311 30,593009943
44

Company As Filed
Difference s s $

(701,675)
(96,018) s s

(6,614,029)
(58,135) s

23.979,070
(5B,136)

References:
Columns (A
Column (C):
Column (D):
Column ( E):
Column ( F);

)(B): Company Schedule B-2
Workpapers "RUCO Revised SCW ACC DEP", Sheet "2002-2007"
Schedule RLM-3, Page 1, Column (F) + Column (A) + Column (B)
Schedule RLM-3, Page 1, Column (G) + Column (B) + Column (C)
Column (D) - Column (El



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Sun City West Water District
Schedule RLM-3

Page 3 of 7

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 31, 2003
(A) (8) (D) (E) (F)

PLANT
ADDTS/ADJMTS
$

PLANT
RETIREMENTS
$

(C)
RUCO

CALCULATED
ANNUAL DEP.

$ s

TOTAL PLANT
VALUE

20,086
1,5aa

11,651
44,957

ACCUMULATED
DEPRECIATION
$ . $

NET PLANT
VALUE

20,086
1,588

11,651
44,957

(8,573)
(3,865)

(641)

342,925
231,439
38,357

(1 12,115)
(75,538)
(7,417)

230,810
155,901
30,940

(288) 17,269 (6,452) 10,817

(32,938) 1,307,051 (361,517) 945,534

121,276 (64,444)

(2,201)
(157)

(30,090)
5,020

51,555
59,875

(222,100)
(199)
um

(5,831)
(12,860)
(1,297)

(179,744)
(1,440l

06)
(3)

(165,895)
(42,958l
(1,634 )

(34,350)

5,084,794
4,505
1 ,764

145,313
769,777

11,803,809
4,718

138,067
59,875

169
6,806,610
1712,468

75,032
1 ,735,395

(2,386,962)
(1,826)

(668)
(447)

(174,630)
22,52a,650)

(359,486)
(1,520)

(76)
(26)

21,017
(417,B11>

(1,663)
(510,385)

2,697,832
2.679
1.095

144,865
595,147

9,z75, 159
(354,768)
136,547
59,799

143
6,627,627
1,294,657

73,369
1,225,010

145,509
1,492

70,435
25,747

ACCOUNT NAME
Organization
Franchises
Land & Land Rights SS
Land & Land Rights P
Land & Land Rights TD
Land 8. Land Riggs AG
Strut a Imp SS
Struck 8. imp P
Strict & Imp WT
Struck & Imp TD
Struck & Imp Offices
Struck & Imp Misc
Collect & Impounding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified By Size
TD Mains min & Less
TD Mains min to Bin
TD Mains 10in to 16irl
Fire Mains
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other P/E TD
Office Furniture a Equip
Comp 8. Periph Equip
Trans Equip Lt Duty Tris
Trans Equip Hay Duty Trks
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

5,449 (90,051)

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
2B
29
30
31
32
33
34
35
36
37
38
39
40
41
42

ACCT
NO

301000
302000
303200
303300
303500
303500
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
332000
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

SUBJOTAL s 457,413 s s

(1,292)
(3,424)
(3,164)
(5,257)

(19)
(790)
(140)

(1,220)
(3,189)
(2,163)

(735,426) s

28,137
74,599

289,406
21,027

487
19,641
3,767

24,298
30,965
43,870

30,893,816 s

(30,828)
(3. 1 as)

(205,032)
(5,476)

(413)
(7,104)
(1,674)

(13,263)
(37,610)
(20,137)

(7,250,89s) $

(2,691)
71,414
84,374
15,551

74
12,537
2,093

1 1,035
(6,645)
23,733

23,642,921

457,413

(156,696)

(156,696) 30,893,816 23,610,382
32,53943

44
Company As Filed
Difference s s s

(669,405)
(66,021 ) s s

(7,283,434)
32,539 s

References;
Columns (A)
Column (C):
Column (D):
Column (E);
Column (F):

(B): Company Schedule ELF
Workpapers "RUCO Revised SCW ACC DEP", Sheet "20D2-2007"
Schedule RLM-3, Page 2, Column (D) + Column (A) + Column (B)
Schedule RLM-3, Page 2, Column (E) + Column (B) + Column (C)
Column (D) - Column (E)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Sun City West Waler District
Schedule RLM-3

Page 4 of 7

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 31 I 2004
(A) (8) (D) (E) (F)

LINE
no.

ACCUMULATED
DEPRECIATION
$ _ $

PLANT
ADDIS/ADJMTS
$ _

PLANT
RETIREMENTS
s

(C)
RUCO

CALCULATED
ANNUAL DEP.
$ $

TOTAL PLANT
VALUE

20,086
1,588

11,651
44,957

NET PLANT
VALUE

20,086
1,58a

11.651
44,957

(8,573)
(3,865)

(641)

342,925
231,439
38,357

(120,688)
(79,403)
(8,058)

222,237
152,036
30,299

(288) 17,269 (61401 10,529

(32,938) 1 ,30'/,051 (394,455) 912,596

127,898 (42,589)

2,359
5,410

24,830

149,589
8,249
6.977
9,164

(622)
(443)

(224,746l
(199)
um

(5,813)
(12,855)

(855)
(179,805)

(2,176l
(1,057)

(al
(169,946)
(43,066)
(1,903)

(34,753l

5,170,103
4,505
1,764

145,313
769,777

11,803,809
7,077

144,477
B4,705

169
5,958,199
1 ,7Z0,195

81,566
1,744,559

(2569, 119)
(2,025)

(746)
(6,260)

(187,485)
(2,52S,506)

(539,291 )
(3,696)
(1,134)

(29)
(148,929)
(460,255)

(3,124)
(545,138)

2,600,984
2,480
1,018

139,053
582,292

9,274,303
(532,214)
140,781
83,571

140
6,807,270
1,259,940

78,442
1,199,421

ACCOUNT NAME
Organization
Franchises
Land & Land Rights SS
Land & Land Rights P
Land & Land Rights TD
Land & Land Rights AG
Strict & Imp SS
Struct & imp P
Struck & Imp WT
sum & Imp TD
Struck & Imp Offices
Struck & Imp Misc
Collect & Impounding
Wells a. Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
w'r Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified By Size
TD Mains air\ & Less
TD Mains Gin to bin
TD Mains 10in to 16in
Fire Mains
Services
Meters
Meter Installations
Hydrants
Other P/E intangible
Other P/E TD
Office Furniture & Equip
Comp & Perlph Equip
Trans Equip Lt Duty Trks
Trans Equip Hvy Duty Trks
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

(23,457)

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
LB
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
CB
39
40
41
42

ACCT
NO.

301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
332000
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

SUB-TOTAL s

5.943

341,519 s $

(1 ,292)
(3,424)

(67,417)
(5,257)

(19)
(790)
(140)

(1,220)
(3,521 )
(2,163)

(808,802) s

28, 137
74,599

265,949
21,027

487
19,641
3.757

24,298
36,830
43,870

31 , 158, 146 s

(32,120)
(6,609)

(245,992)
(10,733)

(432)
(7,894)
(1814)

(14,482)
(41,052)
(22,299)

(7,9s2,s0a) s

(3,983)
67,990
16,957
10,294

55
11,747
1.953
9.816
(4,222)
21 ,571

22, 175,838

341,519

(78)

(67,183)

(67,189) 31.168,14643
44

Company As Filed
Difference s $ s

(742,476)
(66,326) s s

(8,025,910)
33,402 s

23,142,236
33,402

References:
Columns (A)
Column (C):
Column (D):
Column (Eli
Column (Fly

(B): Company Schedule B-2
Workpapers "RUCO Revised SCW ACC DEP", Sheet "2002-2D07"
Schedule RLM-3, Page 3, Column (D) + Column (A) + Column (B)
Schedule RLM-3, Page 3, Column (E) + Column (B) + Column (C)
Column (D) Column (E)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Sun City West Waler District
Schedule RLM-3

Page 5 of 7

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 31, 2005
(A) (B) (D) (E) (F)

PLANT
ADDIS/ADJMTS
s

PLANT
RETIREMENTS
$

(C)
RUCO

CALCULATED
ANNUAL DEP.
s $

TOTAL PLANT
VALUE

20,086
1.588

11,651
44,957

ACCUMULATED
DEPRECIATION
s s

NET PLANT
VALUE

20,086
1 ,see

11,651
44,957

(8,573)
(3,865)

(6411

342,925
231,439
38,357

(129,262)
(83,268)
(8,698)

213,663
148,171
29,659

(284l 17,269 (7,024) 10,245

(36,754) 2,620,945 (431,209) 2,189,7361,313,894

370,944 (7,240)

417
55,014
4D,2Bt

112,428
13,095
42,539
31,818

(336)
(19,823)

(234,880)
(199)
(78)

(5,813)
(12,855)

(856)
(179,852)

(2,301)
(1,429)

(3)
(173,285)
(43,344)
(2,107)

(35,032)

5,533,807
4,505
1 ,764

145,313
769,777

11 ,a03,s09
7,494

200,491
124,988

189
7,068,627
1 ,732,954

104,282
1 ,776,377

(2,796.758)
(2,224)

(824)
(12,073)

(200,340)
(2,530,362)

(719,143)
(5,997)
(2,552)

(31 >
(322,214)
(503,263)

14,593
(580,170)

2,737,049
2,281

940
133,240
569,437

9,273,447
(7115491
194,494
122,424

138
6,746,413
1,229,691

118,875
1,196,207

ACCOUNT NAME
Organization
Franchises
Land & Land Rights SS
Land & Land Rights P
Land 8. Land Rights TD
Land & Land Rights AG
Struct & Imp SS
Struck a Imp P
Struck a Imp WT
Struck & imp TD
Svuct a Imp Offices
Strict & imp Misc
Collect & impounding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified By Size
TD Mains Ain & Less
TD Mains min to Bin
TD Mains 10in to 16in
Fire Mains
Services
Meters
Meter Installations
Hycirants
Other P/E Intangible
Other P/E TD
Office Furniture & Equip
Comp 8 Perish Equip
Trans Equip Lt Duty Trks
Trans Equip Hvy Duty Tris
Stores Equipment
Tools,Shcp,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

9,818 (48,958)

LINE
NO .

1
2
3
4
5
6
7
B
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

ACCT
n o .

301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
332000
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

SUBJOTAL s 1,991,248 s (76357)

(76,357)

$

(1,292)
(2,868)

(66,487)
(5,257)

(19>
(790)
(140)

(1,220)
(3,793)
(2,163)

(826,178) $

28,137
35,459

265,949
21,027

487
19,641
3,767

24,298
36,830
43,870

33,083,037 s

(33,411)
39,481

(315,479)
(15,990)

(451)
(B,B83l
(1,954)

(15,702l
(44,846)
(24,462)

(8,742,329l s

(5,274)
74,940
(49,530)

5,037
36

10,958
1,813
8,596
(8,016l
19,408

24,340,708

43
44

Company As Filed
Difference s

2,009,529
(1 s,ss1 ) $ $

(752,409)
(73,769) s

33,101,618
(18,581) $

(8,778,319)
35,990 $

24,323,299
17,409

References:
Columns (A)
Column (C):
Column (D):
Column (E):
Column (F):

(B): Company Schedule B-2
Wcrkpapers "RUCO Revised SCW ACC DEP", Shell "2D02-2007"
Schedule RLM»3, Page 4, Column (D) + Column (A) + Column (B)
Schedule RLM»3, Page 4, Column (E) + Column (B) + Column (C)
Column (D) . Column (E)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0_27
Test Year Ended December 31, 2007

Sun City West Water District
Schedule RLM.3

Page 6 of 7

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 311 200s
(A) (B) (D) (E) <F)

PLANT
ADDTIS/ADJMTS
$ _

PLANT
RETIREMENTS
s

(C)
RUCO

CALCULATED
ANNUAL DEP.
$ s

ACCUMULATED
DEPRECIATION
$ .

242
s

(242)

TOTAL PLANT
VALUE

20,086
1.345

11,651
44,957

NET PLANT
VALUE

20,086
1,588

11,651
44,957

5,465,852
tapes)

(441)

(56,990)
(3,810)

(641 I

(186,252)
(87,078)
(9,339)

(284)

5,808,777
225,354
38,357

(441)
17,269 (7.1408)

5,622,525
138,276
29,018

(441)
9,961

(65,098)

91,110

(4,125)

(560,818)

(64,853) 2,551 ,722 (491,937) 2,059,785

4,857,781

1,031 ,492
5,710

103,457
70.921

(9,481)

(6,925)

173,701
8,717

31,113
45,459

(517)
(450)

(244, 122)
(199)
(78)

(66,921)
(12,849)
(5,465)

(179,854)
(3,586)
(2,233)

(3)
(177,625)
(43,571)
(2,941)

(35,908)

5,064,099
4,505
1,764

5,013,094
760,296

12,835,301
7,279

303,978
195,907

169
7,242,328
1,741,154

134,945
1,821,836

(2,480,062)
(2,423)

(902)
(80,994)

(203,708)
(2,535,828)

(892,072)
(9,583)
(4,795)

(34)
(499,840)
(546,317)

12,102
(6t6,078)

2,584,037
2.082

B52
4,932,100

556,588
10,299,473

(884,793)
294,395
191 ,112

135
6,742,488
1,194,837

147,047
1,205,758

7,334 (48,120)

ACCOUNT NAME
Organization
Franchises
Land & Land Rights SS
Land & Land Rights P
Land & Land Rights TD
Land & Land Rights AG
Strict & imp SS
Struct & Imp P
Strut & Imp WT
Strut & ImpTD
Strict & Imp Offices
Struck & Imp Misc
Collect & Impounding
Wells s. Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified By Size
TD Mains 4ln & Less
TD Mains Sin to Bin
TDMains 10in to 16irl
Fire Mains
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other p/E TD
Office Furniture 8. Equip
Comp & Perish Equip
Trans Equip Lt Duty Trks
Trans Equip HW Duty Trks
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

137,370
102,294

LINE
NO
1
2
3
4
5
6
7
B
9
ID
1 1
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

ACCT
no.

301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
332000
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

SUBWOTAL s 12,0717717 s (630,678)

(630,678)

s

(1,292)
(1,628)

(6D,114)
(5,257)

(19)
(790)
(140)

(3,587)
(6,864)
(2,163)

(985,785) s

28137
35,459

225,163
21,021

487
19,641
3.767

161,668
139,124
43,870

44,524,075 s

(34,703)
37,854

(327,473l
(21,246)

(470)
(9,473)
(2,094)

(19,289)
(51,710)
(26,625)

(9,097,435) s

(5,566)
73,313

(102,310)
(219)

17
10,168
1,673

142,379
87,414
17,245

35,426,641

12,071,717
$ s

43
44

Company As Filed
Difference s s s

(342,453)
(543,332) s

44,542,657
(1 e,sa1 )

(9,120,772)
23,337

35,421,885
4,756

References:
Columns (A) (B): Company Schedule B-2
Column (C): Workpapers "RUCO Revised SCW ACC DEP", Sheet "2D02-2007"
Column (D)i Schedule RLM-3, Page 5, Column (D) + Column (A) + Column (B)
Column (E): Schedule RLM-3, Page 5, Column (E) + Column (B) + Column (C)
Column (F): Column (D) - Column (E)
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Arizona»Amercian Water Company
Docket NOS. SW & W-01303A-0B-0227
Test Year Ended December 31, 2007

Sun City West Water District
Schedule RLM-3

Page 7 of 7

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 31 I 2007
(A) (B) (D) (E) (F)

PLANT
ADDTS/ADJMTS
s

PLANT
RETIREMENTS
$

(C)
RUCO

CALCULATED
ANNUAL DEP.

$ s

TOTAL PLANT
VALUE

20,086
1,346

11,651
44,957

ACCUMULATED
DEPRECIATION
5 ,

242
s

NET PLANT
VALUE

20,086
1.588

11 ,ask
44,957

1,813,754
(533)

52,51 D

(1,551) (150,028)
(3,755)

(751)

7,620,980
224,821
90,867

(441)
17,269

(334,729)
(90,833)
(10,090)

(281) (7,589)

7,2B6,251
133,988
BD.777

(441 )
9,650

35,479
36,044

136,011 (42,766)
6.672

167,932
1,333,510

219,719
1,222

105,412
56,790

(233)

(7,887)

107,600
16,123
12,345
13,843

(7,185)
(1,194)

(64,341 )
(187)

(221,295)
(199)

(1,007)
(199,601)
(12,697)
(1G,792)

(179,845)
(5,096)
(3,265)

(3)
(180,676)
(43,850)
(3,549)

(36,551)

2,587,201
36,044

5,157,344
11,177

169,696
6,346,604

760,063
13,055,020

614
409,390
252,697

169
7,342,743
1,756,083

147,290
1,835,679

(555,278)
(187)

(2,65B,590)
(9,295)
(1,908)

(280,595)
(216,172)

(2,552,S20)
(1,054,D30)

(14,579)
(B,DBO)

(37)
(673,331)
(588,973)

8,453
(652,629)

2,020,923
35,B57

2,498,754
1,882

167,788
6,066,009

543,891
10,502,400
(1,063,416)

394,711
244,637

132
e,se9,412
1,1e7, 110

155,743
1,183,050

(7,350)
5,978

15

ACCOUNT NAME
Organization
Franchises
Land & Land Rights SS
Land & Land Rights P
Land & Land Rights TD
Land & Land Rights AG
Struck & Imp SS
Suuct & Imp P
Struck 8 Imp V\/T
Struck & Imp TD
Struck & Imp Offices
Struck a Imp Misc
Collect & Impounding
Wells a Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs s. Standpipe
TD Mains Not Classified By Size
TD Mains min 8 Less
TD Mains Gin to Bin
TD Mains 10in to 16In
Fire Mains
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other P/E TD
Office Furniture 8- Equip
Comp & Perish Equip
Trans Equip Ll Duty Trks
Trans Equip Hvy Duty Trks
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

(2,026l
21s

24,011

(345)

(134)

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
CB
29
30
31
32
33
34
35
35
37
38
39
40
41
42

Ace r
NO.

301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
332000
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
345100
346300

SUBJOTAL $ 4,135,957 s
(42,532)

(104,505) s

(1,277)
(1,637)

(55,294l
(5,257)

(18)
(790)
(130)

(8,126)
(14,415)
(2,075)

(1 ,213,8sa) $

20,787
41,437

225,178
21,027

142
19,641
1,607

161,886
163,135

1,338
48,555,528 s

(28,630)
36,217

(383,768)
(26,503)

(143)
(10,262)
(2,090)

(27,415)
(66.125)
13.831

(10,206,816) $

(7,843)
77,654

(158,590)
(5,476)

(1)
9,379
(483l

134,471
97,010
15. 1 as

3a,34s,710

4,135,95743
44

Company As Filed
Difference $ s

(1B1,177l
76,672 s

(1 ,037,192)
(175,696) $

s

48,497,437
5B,091 s

s

(10,120,082)
(8S,736l $

38,377,355
(28,545)

48,555,528
(58,891 )
395,948

RUCO TY As Can:ulated
RUCO Adjustments

Co. TY Adjustments To Book
Co. Variance To GL
Co. Variance To GL

Total
Co As Filed
Difference

s 48,893,385
48,893,385

s

s

(10,2D6,81B)
56,736

(349,166)
(37,882)
(7,358)

(10_514,4BB)
(10,514,48B)

Adj. #1 $ sDifference In Computing Acc Dep.
Adj. #3 - Conforming To Std DH 4.3
Adj. #4 . Confom1ingTo std GB 9.3

Total RUCO Adjustments

76,672
(18,581)
58,091 s

(11 _o65l
(76,531)

B60
(86,736)

s
s
s

Ruck As Adjusled
Rico Adjustments

Co AS Filed
Co. Adjustments

Co. Computed Ax. Dap

s

s

$

s

48,951,476
58,091

48.893,385
395,946

48,497,437 s

(1D,601,224)
(86,735)

(1D,514,4BB)
(394,406)

(10,1Z0,082l

References:
Columns (A
Column (C).
Column (D):
Column (E):
Column (F):

) (B): Company Schedule B-2
Workpapers "RUCO Revised SCW ACC DEP", Sheet "2002»2007"
Schedule RLM-3, Page 6, Column (D) + Column (A) + Column (B)
Schedule RLM-3, Page s, Column (E) + Column (B) + Column (C)
Column (D) - Column (E)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Sun City West Water District
Schedule RLM-5

Page 1 of 2

EXPLANATION OF RATE BASE ADJUSTMENT no. 6
ALLOWANCE FOR WORKING CAPITAL

DESCRIPTION AMOUNT REFERENCE

Materials And Supplies As Per Company
Materials And Supplies As Per RUCO
Adjustmenl

56.510
56.510

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 2 - Line 1

Prepayment As Per Company
Prepayment As Per RUCO
Adjustment

24.906
24.906

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 5 Line 4

Cash Working Capital As Per Company
Cash Working Capital As Per RUCO
Adjustment

$

$

480. 140
(6,224)

(486,364)

Company Schedule B-5, PG. 1
RUCO Schedule RLM-5, Page 2

Line 8 - Line 7

10 TOTAL ADJUSTMENT (See RLM-2, Column (G)) (486,364) Sum Lines 3.6 & 9



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

EXPLANATION OF RATE BASE ADJUSTMENT no. 6 u CONT'D
LEADILAG DAY SUMMARY

Sun City West Water District
Schedule RLM-5

Page 2 of 2

EXPENSES
AS ADJUSTED

(LEAD)/LAG DOLLAR

DESCRIPTION

COMPANY
EXPENSES
AS FILED ADJUSTM'TS

$ (13,569) $ 689,643
(2,690)

12.00
(37.17)

$

(12,035)
(14.08)

830.074
227.889
987.868
191 .120
137.699
58.622

133.476
14.331

(68.27)

8,275,778
99.987

26.912.07a
4.114.536

10.273.824
(2,691,333)
6.196.455

(4,002,165)
2.637.194
(150,476)(10.50)

703,217
(2,690)

830.074
227.889
999.903
191 .120
137.699
58.622

133.476
14.331

1.323.541
575.155

(1,323,541)
(34,787) 540.367 16.211.020

35.837179.896
65.832

1 .308.459

215.733
65.832

(345,734)
212.50

3.252.089
1s.989.300
(9,939,854)

Appropriate Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Management Fees
Group insurance
Pensions
Insurance Other Than Group
Customer Accounting
Rents
Depreciation 8 Amortization
Other Operating Expenses

Taxes
Property Taxes
Taxes Other Than Income
Income Tax (1 ,654,193)

InterestExpense 1.155.483 1.155.483 106.52 123.082.098

17 Total Appropriate Operating Expenses $ 6,746,524 $ (1,846,805) $ 4,899,718 $ 198,260,530

18 Expense Lag Line 17, Col. (E) /(c)

19 Revenue Lag Company Response To RUCO DR 8

20 Net Lag Line 19 - Line 18 (0.46)

RUCO Adjusted Expenses Col. (c), Line 17 $ 4,899,718

22 Cash Working Capital Line 20 X Line 21 /365 Days (6,224)

Company As Filed Co, Schedule B-6, Page 1 480.140

24 Difference Line 22 - Line 23 $

$25 ADJUSTMENT (See RLM-5, Page 1, L 9) Line 24

(486,364)

(486,364)

References
Column (A): - Company Schedule B-6
Column (B): RUCO Operating Income Adjustments (See Schedule RLM-7)
Column (C): Column (A) + (B)
Column (D): - Company Schedule B-6
Column (E): Column (C) X Column (D)



Arizona-Amercian Water Company
Docket Nos. SW & w-01303A-08-0227
Test Year Ended December 31, 2007

Sun City West Water District
Schedule RLM-6

Page 1 of 1

OPERATING INCOME

LINE
no.

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

$ 5,661 ,030 $ $ 5,661,030 $ 3,375,778 $ 9,036,8081
2
3
4

DESCRIPTION
Revenues:

Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues
TOTAL OPERATING REVENUE $

40,401
5,701,431 $ $

40,401
5,701,431 $ 3,375,778 $

40,401
9,077,209

$ $ (13,569) $ $ $

313
(12,035)

(9,737)

(1,299)

4,083
35,837

689,648
(2,690)

830,074
227,889

4,704
987,868
191,120
137,699
24,065
58,622

133,476
14,331
57,226

231 ,109
247,328

1,327,624
215,733
65,832

957,278

5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Operating Expenses:
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
Insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other
Income Tax
Rounding

703,217
(2,690)

830,074
227,889

4,391
999,903
191 ,120
137,699
33,802
58,622

133,476
14,331
57,226

232,408
247,328

1,323,541
179,896
65,832

(324,059) (21,675)

689,648
(2,690)

830,074
227,689

4,704
987,868
191 ,120
137,699
24,065
58,622

133,476
14,331
57,226

231 ,109
247,328

1,327,624
215,733
65,832

(345,734) 1,303,012

25 TOTAL OPERATING EXPENSES $ 5,114,006 $ (18,082) s 5,095,924 $ 1,303,012 $ 6,398,935

26 OPERATING INCOME (LOSS) $ 587,425 SS 18,082 $ 605,507 $ 2,072,765 $ 2,678,273

References:
Column (A): Company Schedule C-1
Column (B): RLM-7, Columns (B) Thru (H)
Column (C): Column (A) + Column (B)
Column (D): RLM-1,Pages1 & 2
Column (E): Column (C) + Column (D)
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Sun City West Water District
Schedule RLM-8

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1

PROPERTY TAX COMPUTATION

DESCRIPTION REFERENCE

Calculation Of The Company's Full Cash Value

$
Annual Operating Revenues

Adjusted Revenues In Year Ended December 2007
Adjusted Revenues In Year Ended December 2007
Proposed Revenues

Total Three Year Operating Revenues
Average Annual Operating Revenues

Sch. RLM-6, Col (C), Lm 4
Sch. RLM-6, Col (c), Ln 4
Sch. RLM-6, Col (D), Ln 4

Sum Of Lines 1, 2 8. 3
Line 4 / 3

$

5,701,431
5.701 .431
9.077.209

20,480,071
6.826.690

Two Times Three Year Average Operating Revenues Line 5 XI $ 13,653,381

Co. Sch. E-1, Page 2
Line 7 X 10%

$ (50,858)
10% Of Construction Work In Progress ("CWIP")

Test Year CWIP
10% of CWIP (5,086)

Company Workpapers
Company Workpapers

Line 9 + Line 10

$

SUBTRACT
Transportation At Book Value

Original Cost Of Transportation Equipment
Acc. Dap. Of Transportation Equipment

Book Value Of Transportation Equipment $

Company's Full Cash Value ("FCV") Sum of Lines 6_ 8 8 11 $ 13,648,295

Calcuiation Of The Company's Tax Liability

MULTIPLY
FCV X Valuation Assessment Ratio X Property Tax Rates

Assessment Ratio
Assessed Value

House Bill 2779
Line 12 x Line 13 $

23.0%
3,139,108

Property Tax Rates
Primary Tax Rate
Secondary Tax Rate

Estimated Tax Rate Liability

Company Workpapers
Company Workpapers

Line 15 + Line 16

Company's Total Tax Liability - Based On Full Cash Value Line 14 X Line 17 215.733

Test Year Adjusted Property Tax Expense As Filed Co. Sch. C-1 179.896

Decrease In Property Tax Expense Line 18 - Line 19 35_837

RUCO Adjustment (See RLM-6, Column (B)) Line 20 35.837



Arizona-Amercian Water Company
Docket Nos. SW a. W-01303A-08-0227
Test Year Ended December 31, 2007

Sun City West Water District
Schedule RLM-9

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2
TEST YEAR DEPRECIATION EXPENSE

LINE

(B)
COMPANY

PROPOSED

(C)
TEST YEAR

DEPRECIATION

EXPENSEACCOUNT NAME
s

(A)
TOTAL

PLANT

VALUE
20,086
1,346

11,651
44,957

$

7,620,980
224,821
90,867

(441)
17,269

190,525
3,755
1,517

(7)
288

Organization
Franchises
Land & Land Rights SS
Land & Land Rights P
Land & Land Rights TD
Land 8. Land Rights AG
Struck & Imp SS
Struck & Imp P
Struct & Imp WT
Struck 8< Imp TD
Struct & Imp Offices
Struct & Imp Misc
Collect gt Impounding
Wefts & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs 8. Standpipe
TD Mains Not Classified By Size
TD Mains min & Less
TD Mains min to bin
TD Mains 10in to 16in
Fire Mains
Services
Meters
Meter installations
Hydrants
Other P/E intangible
Other P/E TD
Office Furniture & Equip
Comp & Periph Equip
Trans Equip Lt Duty Trks
Trans Equip Hvy Duty Trks
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

TEST YEAR DIRECT pis AND DEPRECIATION EXPENSE

2,587,201
36,044

5,157,344
1 1, 177

169,695
6,346,604

760,063
13,055,020

614
409,390
252,697

169
7,342,743
1,755,083

147,290
1,835,679

DEP. RATES
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
2.50%
1.67%
1.67%
1.67%
1.67%
2.50%
0.00%
2.52%
4.42%
4.42%
4.42%
4.42%
4.00%
1.67%
1.53%
1.53%
1.53%
1.53%
1.53%
2.48%
2.51 %
2.51 %
2.00%
0.00%
0.00%
4.59%
4.59%
25.00%
25.00%
3.91 %
4.02%
3.71 %
5.02%
10.30%
4.93%

65,197
1 ,593

227,955
494

7,501
253,864
12,693

199,742
9

6,264
3,856

3
182,100
44,078
3.697

36,714

no .
1
2
3
4
5
6
7
8
9
10
1 1
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

ACCOUNT

NC1
301000
302000
303200
303300
303500
303600
304100
304200
304300
304400
304600
304800
305000
307000'
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
332000
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

SUBTOTAL s

20,787
41,437

225,178
21,027

142
19,641
1,607

161,886
163,135

1,338
48,555,528 $

954
1 ,902

56,295
5,257

6
790
60

8,127
16,803

66
1 ,332,104

43 SUB-TOTAL TEST YEAR CORPORATE UPIS AND DEPRECIATION EXPENSE 390,490

5,45644

45

SUB-TOTAL POST TEST YEAR DEPRECIATION EXPENSE ON UPIS

TOTAL DEPRECIATION EXPENSE ON UPIS $

87,107

247

1,419,458

46 AMORTIZATION OF DEFERRED DEBIT . Y2K COSTS 5,a41

47 AMORITZATION OF REGULATORY ASSETS

48 AMORTIZATION OF CONTRIBUTIONS

AMORTIZATION OF REGULATORY CIAC49
50
51

Rounding
TOTAL DEPRECIATION EXPENSE $

(515)

(97, 1 Sal

(2)
1 ,327,624

52
53

Company As Filed
Difference $

$

1 ,323,541
4,083

54
Re fare nces5

RUCO Adjustment (See RLM-7, Column (C)) 4,083

Column (A): RLM-3, Page 7, Column (D)
Column (B): RLM-3, Page 1, Column (A)
Column (C): Column (A) x Column (B)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Sun City West Water District
Schedule RLM-10

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 3

RATE CASE EXPENSE

LINE
no. DESCRIPTION

(A)
COMPANY
ESTIMATE

(B)
RUCO

ADJUSTMENT

(C)
RUCO

AS ADJUSTED

1 Rate Case Expense Total $ 612,000 $ (187,735) $ 424,265

2 Allocation Factor (See NOTE Below) 11.7965% 17.0164%

3 Sun city West Water District (Line 1 X Line 2) $ 72,195 $ $ 72,195

4 Amortization Period - 3 Years 3

5 RUCO Adjusted Rate Case Expense For Instant Case (Line 3 / 3 Years) $ 24,065

6 Company Rate Case Expenses As Filed (Company Sch. C-2) $ 33,802

7 RUCO Pro Forma Rate Case Expense (Lines 5 - 6) $ (9,737)

8 RUCO Adjustment (Line 7) (See RLM-7, Column (D)) $ (9,737)

NOTE

Company As Filed RUCO As Adjusted

$ 17.0164%
15.0497%
1.4411%

45.2631%
2.7151%

16.4069%
2.1078%

100.0000%

$9
t o
11
12
13
14
15
16

4-Factor Allocation
Districts Included In This Filing

Sun City West Water District
Paradise Valley Water District
Tubac Water District
Agua Fria Water District
Havasu Water District
Mohave Water District
Mohave Wastewater District
Total

11.7965%
10.4331 %
0.9990%

31.3783%
1 ,8822%

11.3740%
1.4612%

69.3243% $

72,195
63,851
6.114

192,035
11,519
69,609
8,943

424,265 $

72,195
63,851
6,114

192,035
11 ,519
69,609
8.943

424,265

Districts NOT Included In This Filing
Agua Fria Wastewater District
Distco/Treatco Sewer
Distco/Treatco Water

8.2232%
9.8095%

12.6430%
100.0000%

$17
18
19
20 $

50,326
60,034
77,375

612,000



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Sun City West Water District
Schedule RLM-11

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 5

ANNUAL INCENTIVE PLAN EXPENSE

LINE
no. DESCRIPTION REFERENCE

(A)
RUCO

AS ADJUSTED

1 AZ-AM Annual Incentive Plan ("AlP") Expense Total Co. Response To RUCO DR 3.01.e $ 482,198

2
3

Allocation Factor
Sun City West Water District

Co. Workpapers Per SLH-6
Lines 1 X 2 $

8.3198%
40,118

4 Portion Deemed Shareholder Benefit Only RLM Testimony 30.00%

5 Lines 3 X 4 $

6

RUCO Test-Year Disallowance Of AlP Expense

RUCO Adjustment (See RLM-7, Column (D)) Line 5 $

(12,035)

(12,035)



Arizona-Amercian Water Company
Docket Nos. SW 8< W-01303A-08-0227
Test Year Ended December 31, 2007

Sun City West Water District
Schedule RLM-12

Page 1 of 5

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 7
MISCELLANEOUS ADJUSTMENTS

DESCRIPTION

RUCO ADJUSTMENTS

ALLOCABLE ALLOC'N Dls1RlcT

TOTAL 4-FACTOR TOTAL AS ADJUSTED

Sun City West Water Direct Miscellaneous Account (RLM-12, Pg, Ln 103) $ (16653) 100.00% (167)

(13,607.91) 8.3198% (1,132)Corporate Office Allocable Miscellaneous Account (RLM-12. Pg 4, Ln 98) $

TOTAL $ (1,299)

RUCO ADJUSTMENT TO MISCELLAN EOUS ADJUSTMENTS (See RLM-7, Column (H)) (1,299)

4-Factor Allocation
Sun City West Water District
Paradise Valley Water District
Tubae Water District
Agua FriaWater District
Havasu Water District
Mohave Water District
Mohave Wastewater District

8.3198%
7.6B63%
0.7254%

23.0946%
1.3850%
7.B2B8'%
1.0290%

References
Column (A): Workpapers ExhibitA (BBG) Pages 1 To 18, (921) Pages 1 To 14, (923) Page 1, And (930) Page 1
Column (B): Company Workpapers
Column (C): Column (A) X Column (B)
Column (D): Sums Of Column (C)
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Sun City West Water District
Schedule RLM-13

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 7

INCOME TAX EXPENSE

(A) (B)

LINE
no. DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES:

1
Sch. RLM-6, Column (c), L26 + L23 $ 259,773

2
3
4

Operating Income Before Taxes
LESS:

Arizona State Tax
Interest Expense

Federal Taxable Income

Line 11
Note (A) Line 20

Line 1 - Line 2 - Line 3 $

(62,413)
1,155,483
(833,297)

5
6

Federal Tax Rate
Federal Income Tax Expense

Sch. RLM-1, Pg 2, Col. (D), L34
Line 4 X line 5 $

34.00%
(283,321 )

STATE INCOME TAXES:

7 Line 1 $ 259,773

8
9

Operating Income Before Taxes
LESS:

Interest Expense
State Taxable Income

Note (A) Line 20
Line 7 - Line 8 $

1,155,483
(895,710)

10 State Tax Rate Tax Rate 6.97%

11 State Income Tax Expense Line 9 X Line 10 $ (62,413)

TOTAL INCOME TAX EXPENSE:
$12

13
14

Federal Income Tax Expense
State Income Tax Expense

Total Income Tax Expense Per RUCO

Line 6
Line 11

Line12 + Line 13 $

(283,321 )
(62,413)

(345,734)

15 Total Income Tax Expense Per Company (Per Company Sch. C-1 ) (324,059)

16 Total Income Tax Adjustment Line 14 - Line 15 $ (21,675)

17 RUCO Adjustment (See Sch. RLM-7, Column (H)) Line 16 $ (21,675)

$18
19
20

NOTE (A):
Interest Synchronization:
AdjustedRateBase (Sch. RLM-2, Col. (H), L17)
Weighted Cost Of Debt (Sch. RLM-16 Col. (F), LI)
Interest Expense (L18 X L19) $

38,261 ,042
3.02%

1,155,483



Arizona-Amercian Water Company
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Test Year Ended December 31. 2007

Sun City West Water District
Schedule RLM-14

Page 1 of 1

COST OF CAPITAL

WEIGHTED
CAPITAL

DESCRIPTION

55.20% 3.02%

PREFERRED STOCK 0.00%

COMMON EQUITY 44.80% 8.88%

TOTAL CAPITALIZATION 100.00%

WEIGHTED COST OF CAPITAL

References
Columns (A) Thru (F): Testimony, WAR
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Tubae Water District
Schedule RLM-1

Page 1 of 2

REVENUE REQUIREMENT

LINE
no. DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(8)
RUCO

OCRB/FVRB
COST

1 Original Cost Rate Base $ 1 ,527,454 $ 1,433,161

2 Adjusted Operating Income (Loss) $ (38,553) $ (60,285)

3 Current Rate Of Return (L2 /LI ) -2.52% -4.21%

4 Required Operating Income (L5 X LI ) $ 128,306 $ 100,321

5 Required Rate Of Return On Fair Value Rate Base 8.40% 7.00%

6 Operating Income Deflciency (LE - LE) $ 166,859 $ 160,607

7 Gross Revenue Conversion Factor (RLM-1, Page 2) 1 .6674 1 .3076

8 Increase In Gross Revenue Requirement (L7 X LE)

9 Adjusted Test Year Revenue $ 426,898 $ 426,900

10 Proposed Annual Revenue (LB + LE) $ 705,112 $ 636,904

11 Required Percentage Increase In Revenue (LB /LE) 65.17% 49.19%

12 Rate Of Return On Common Equity 11.91% 8.88%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule RLM-1 Page 2, RLM-6, And RLM-16



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Tubac Water District
Schedule RLM-1

Page 2 off

GROSS REVENUE CONVERSIONFACTOR

DESCRIPTION

CALCULATION OF GROSS REVENUE CONVERSION FACTOR
Revenue

Combined Federal And State Tax Rate (L10)
Subtotal (LI .. L2)
Revenue Conversion Factor(LI /LE)

1 .0000
0.2352

CALCULATION OF EFFECTIVE TAX RATE
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Federal Taxable Income (L5 - LE)
Applicable Federal Income Tax Rate (Col. (D), L34)
Effective Federal Income Tax Rate (L7 X LB)
Combined Federal And Stale Income Tax Rate (LE + LE)

100.0000%
6.9680%

93.0320%
1777940%
16.5541%
23.5221 %

$Required Operating Income (Sch. RLM-1, Pg 1, C (B), L4)
Adj'd T.Y. Oper'g inc, (Loss) (Sch, RLM-1, Pg 1, C (B), L2)
Required Increase In Operating income (L11 - L12)

100,321
(60,285)

$ 160,607

Income Taxes On Recommended Revenue (Col. (D), L31) 17-544
Income Taxes On Test Year Revenue (Col. (D), L32) (31,854)
Required increase in Revenue To Provide For Income Taxes (L14 - L15) $

$

49

210,004Total Required Increase In Revenue (L13 + Ltd)

Recommended
$ 636.904

519.039
43.281

6.9680'%
$

69

CALCULATION OF INCOME TAX-
Revenue (Sch. RLM-1, Pg 1, Col. (B), L10)

Operating Expense Excluding Income Tax (RLM-6, Col. (E), L25 - L23)
Synchronized Interest (Col. (C), L37)

Arizona Taxable Income (L18 - L19 - L20)
Arizona State Income Tax Rate
Arizona Income Tax (L21 X L22)
Fed. Taxable Income (L21 - L23)
Fed. Tax On 1st Inc, Bracket ($1 - $50,000) @ 15%
Fed. Tax On 2nd Inc. Bracket ($50,001 - $75,000) @ 25%
Fed, Tax On 3rd Inc. Bracket ($75,001 - $100,000) @ 34%
Fed. Tax On 4th Inc. Bracket ($100,001 - $335,D()0) @ 39%
Fed. Tax On 5th Inc. Bracket ($335,001 - $1DM) @ 34%
Total Federal Income Tax (L25 + L26 + L27 + L28 +
Combined Federal And State Income Tax (L23 + L30)

$
$ 17.544

Test Year Combined Income Tax, RUCO As Adjusted (RLM-6, Col, (C), L23)
RUCO Adjustment (L31 - L32) (See RLM-6, Col. (D), L23)

$
$

(31,854)
49.397

Applicable Federal Income Tax Rate (Col. (D), L30 / Col. (C), L24) 17.79%

$ 1,433,161
CALCULATION OF INTEREST SYNCHRONIZATION
Rate Base (Sch. RLM-2, Col. (H), L15)
Weighted Avg. Cost Of Debt (Sch. RLM-16, Col, (F), LI)
Synchronized Interest (L35 X L36) $ 43



Arizona-Amercien Water Company
Docket Nos. SW a W-01303A-08-0227
Test Year Ended December 31, 2007

Tubae Water District
Schedule RLM-2A

Page 1 of 1

RATE BASE . ORIGINAL COST

LINE
no.
1

DESCRIPTION
Gross Utility Plant In Service

(A)
COMPANY
AS FILED

OCRB/FVRB
$ 3,423,384

(B)
RUCO

OCRB/FVRB
ADJUSTMENTS

$ _

(C)
RUCO

ADJ'TED
OCRB/FVRB

$ 3,423,384

2
3

Accumulated Depreciation
Net Utility Plant In Service (Sum LI & LE) $

(939,364)
2,484,020 $

1,550
1,550 $

(937,814)
2,485,570

4 Advances In Aid Of Const, $ (1,042,125) $ (20,266) $ (1 ,062,391)

5
6
7

$ $ $Contribution In Aid Of Const,
Accumulated Amortization Of CIAO

NET CIAC (L6 + L7) $

(195)
17

(178) $ $

(195)
17

(178)

8 imputed Regulatory Advances $ $ $

g imputed Regulatory Contributions $ (58,023) $ $ (58,023)

10 Customer Meter Deposits $ (540) $ $ (540)

11 Deferred Income Taxes And Credits $ 46,088 $ $ 46,088

12 Investment Tax Credits $ $ $

13 Deferred Debits $ 54,503 $ (51,122) $ 3,381

14 Allowance For Working Capital $ 43,709 $ (24,455) 59 19,254

15
16
17

Utility Plant Acquisition Adjustment
Rounding

TOTAL RATE BASE (Sum L's 4, 5, & B Thru 17)

$
$
$ 1 ,527,454

$
$
$ (94,293)

$
$
$ 1,433,161

References:
Column (A): Company Schedule B-1
Column (B): Schedule RLM-2
Column (C): Column (A) + Column (B)





Arizona-Amercian Water Company
Docket NOS. SW 8. W-01303A-08-0227
Test Year Ended December 31, 2007

LINE
NO
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
LB
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
CB
39
40
41
42

ACCT
no.

301000
302000
303200
303300
303400
303500
303500
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

SUBJOTAL

ACCOUNT NAME
Organization
Franchises
Land B. Land Rights SS
Land & Land Rights P
Land & Land Rights WT
Land & Land Rights TD
Land & Land Rights AG
Suuct & imp as
Struck & Imp P
Struct 8 Imp WT
Struck & Imp TD
Struct & Imp Offices
Struck & Imp Misc
Collect & Impounding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified By Size
TD Mains min & Less
TD Mains min to Bin
TD Mains 10in to 16in
Services
Meters
Meter installations
Hydrants
Other P/E Intangible
Other P/E TD
Office Fumiuire & Equip
Comp & Perish Equip
Trans Equip Lt Duty Trks
Trans Equip Hvy Duty Tl'»(s
Stores Equipment
Tools,Shol>,Garege Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

TEST YEAR PLANT SCHEDULES
PRIOR TEST YEAR ENDED DECEMBER 31 l 2001

(A) (8) (C)
PRIOR DECISION NO 87093 . ADJUSTED

DEP. GROSS ACCUMULATED
RATE PLANT DEPRECIATION
0.00% 567 S .
0.00% 2,030 .
0.00% 20,414 .
0.00% 50 -
0.00% 50 .
0.n0% 539 -
0.00% 2,755
2.40% 19,992
1.94% 14,508
0.00% -
1.92% 158
2.89% 498
0.00% -
0.00%
3.08%
4.24%
424%
4.42%
4.24%
4.00%
152%
197%
1.97%
1.97%
2.34%
2.45%
2.42%
2.42%
1.97%
000%
090%
328%
20o0%
25.00%
25.00%
4.00%
3.42%
D 00%
4.64%
5.03%
4.93%

s

s

2,461
659

1,993,114

241,749
B79

42,994
505

142,420

BB4,097

272,942
87,950

150,979

24,1B9

11,451
9,435

17,165

3,418
8,151

s

(102,255)
(88)

(10,466)
(104)

(28,084)

(235,291)

(822)
(134l

(569,077)

(76,797)

(55,152)
(21,151)

(2,029)
(6,583)

(13,302)

(4,183)
(7,906)

(1,365)

(1,044)
(1,162)

(70l
(78l

PLANT
ADJUSTMENT

s

$

(D) (E) (F)
RUCO ADJUSTED PRIOR TESTYEAR

ACC. DEP. GROSS
ADJUSTMENT PLANT

s 567
2,030

20,414
50
50

539
2,755

19,992
14,508

s

$

s

2,461
659

1,993,114

BB4,097

241,749
879

42,994
505

142,420

272,942
87,950

180,979

24,189

11,451
9,435

17,166

3,418
8,161

156
498

Tubae Water District
Schedule RLM-3

Page 1 of 7

ACCUMULATED
DEPRECIATION
5 .

s

(G)

(102,255)
(88)

(10,468)
(104)

(28,084)

(236291 I

(822)
(134)

(569,077)

(76,797)

(55,162)
(21,151)

(2,029)
(6,583)

(13,302)

(4,183)
(7,906)

(1,044)
(1,152)

(1,366)

(70)
(78)

43
44

Company As Filed
Difference

s
s

1,993,114 s
s

(569,077) s
$

$
s

s
$

1,993,114 s
$

(569,077)

References:
Columns (A) (B) (C): Company Schedule B~2
Columns (D) (E): See Testimony, RLM
Column (F): Column (B) + Column (D)
Column (G): Column (C) + Column (E)



Arizona-Amercian Waler Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31. 2007

Tubae Water District
Schedule RLM-3

Page 2 of 7

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 31 . 2002

ADDIS/ADJMTS
PLANT

RETIREMENTS
s

CALCULATED
ANNUAL DEP
$

TOTAL PLANT
VALUE

ACCUMULATED
DEPRECIATION

NET PLANT
VALUE

20.414 20.414

(480)
(283)

19.992
14.608

(4,563)
(8, 1 sol

15.329

83

180.979 (82,371) 98608

28.825 270,574 158.018

42.994

(112556)
(127)

(12,289)
(124)

(30,391)

30.705

75.435

(5,574)

(10,301)

(1,823)

(2,307)

(17,417)

142.420
75.438

884.097

112.029
75.376

630389(253,708)

19.290 (6,816)
(2,129)

292.232
88.220

(61,978)
(23,280)

230254
64.940

(478) 26.519 (1,844) 24.675

11.451(375)
(1,857)
(4,291) 17.166

(2,405)
(8,470)

(17,593) (427)

(137)
(279)

(1,181)
(1,441)

301000
302000
303200
303300
303400
303500
303600
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

SUBJOTAL

ACCOUNT NAME
Organization
Franchises
Land & Land Rights SS
Land & Land Rights P
Land & Land Rights V\/T
Land & Land Rights TD
Land a. Land Rights AG
Saud & Imp SS
Struck & Imp P
Strict & Imp WT
Struck & Imp TD
strict & Imp om
Struct 8. Imp Misc
Collect & Impounding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classlfied By Size
TD Mains min & Less
TD Mains Bin to bin
TD Mains 10in to 16in
Services
Meters
Meter lnstaliati ons
Hydrants
Other PIE Intangible
Other P/E TD
Office Furniture 8- Equip
Comp 8 Perish Equip
Trans Equip Ll Duty Trks
Trans Equip Hay Duty Trks
Stores Equipment
Tools,shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Nor»Telephone
Comm Equip Other

(124)

125.797 s $

(946)
(166)

(623,952) s 1495.959

Company As Fires
Differsnc s

128797 (55,006)

2,119,911

2.119.911 (624,490) 1 .495.421
s

References
Columns (A) (B): Company Schedule B-Z
Column (CV Workpapsrs "Ruco Revised SCW ACC DEP", Sheet "2002-2007
Column (D): Schedule RLM-3, Page 1, Column (F) + Column (A) + Column (B)
Column (E): Schedule RLm-3, Page 1, Column (G) + Column (B) + Column (C)
Column (F): Column (D) - Column (E)



Arizona-Amercian Water Company
Docket Nos. SW 8 W-01303A-08-0227
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Tubac Water District
Schedule RLM-3

Page 3 of 7

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 31 . 2003

ADDIS/ADJMTS RETIREMENTS
$

CALCULATED
ANNUAL DEP

TOTAL PLANT
VALUE

ACCUMULATED
DEPRECIATION

NET PLANT
VALUE

20.414 20.414

(480)
(2B3)

19.992
14.608

(5, 143)
(8,472)

14.849

(106)

180979 (87,945) 93.034

270.574 146.546

(5,574)

(11472)

(1 ,823) 42.994 28.882

(2,307)
(1,508)

(17,417)

142.420
76.831

884.097

(124,028)
(164)

(14,112)
(144)

(32,698)
(1,570)

(271,124)

109.722
75261

612.973

iv, 1 so)
(2, 135)

294.742
88.220

(69,141l
(25,415)

225.501
62.805

(522) 26.519 (2,367) 24152

11.451(378)
(1,B87l
(4,291) 17.166

(2,781)
(10,357)
(21 ,BBL)

(922)
(4,718)

(137l
(279)

(1,318)
(1,720)

ACCOUNT NAME
Organization
Franchises
Land & Land Rights SS
Land & Land Rights P
Land a. Land Rights WT
Land & Land Rights TD
Land & Land Rights AG
Struct & Imp SS
Struck & Imp P
Struck & Imp WT
Strict & ImpTD
Strict a Imp om
Strict&Imp Misc
Collect & Impounding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
we Equip Non-Media
Dist Reservoirs 8. Standpipe
TD Mains Not Classified By Size
TD Mains min & Less
TD Mains min to bin
TD Mains 10in to 16in
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other P/E TD
Office Furniture a Equip
Comp E. Perish Equip
Trans Equip Lt Duty Trks
Trans Equip Hw Duty Tors
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

(124)

301000
302000
303200
303300
303400
303500
303600
304100
304200
304300
304400
304500
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

SUBJOTAL 2.126.173 $

(1,070)
(199)

(681 ,aasl $ 1 .444.288

(57,937) 2.126.173 (682,427) 1 .443.746Company As Filed
Difference $

Relerences
Columns (A) (B): Company SchedWe B-2
column (C): Workpapers "RUCO Revised SCW Acc DEP", Sheet "2002-2007
Column (D): Schedule RLM-3, Page 2, Column (D) + Column (A) + Column (B)
Column (E): Schedule RLM 3, Page 2, Column (E) + Column (B) + Column (C)
Column (F): Column (D)- Column (E)



Arizona-Amercian Waler Company
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Test Year Ended December 31, 2007

Tubae Water District
Schedule RLM-3

Page 4 of 7

TEST YEAR PLANT SCHEDULES . CONT'D
YEAR ENDED DECEMBER 31 l 2004
(A) (8) (D) (E) (F)

LINE
no.

NET PLANT
VALUE

PLANT
ADDTIS/ADJMTS
s

PLANT
RETIREMENTS
s

(C)
RUCO

CALCULATED
ANNUAL DEP.
s $

ACCUMULATED
DEPRECIATION
5 . $

5,300 (485)
(283)

TOTAL PLANT
VALUE

567
2,030

20,414
50
50

539
2,755

25,292
14,608

(5,628)
(8,755)

567
2,030

20,414
50
50

539
2,755

19,664
5,853

(3)
(14)

156
498

(80)
(120)

76
378

(5,574) 180,979 (93,519) 87,460

(2,048) (11,461)
(37)

(1,823)
(109)

(2,307)
(4,156)

(17,417)
(1,191)

268,526
879

42,994
53,895

142,420
288,259
884,997
216,170

(133,442)
(202)

(15,935)
(254)

(35,006)
(5,726)

(2B8,541 )
(1,195)

135,084
677

27,059
53,641

107,414
282,533
595,556
214,975

53,390

211,428

215,275

29,108
5,903
4,601

41,492
(76)

(7,481)
(2,229

(115)
(840l

323,850
94,123
6.636

68,011

(76,821)
(27,640)

(85)
(3,207)

247,229
66,4B3
6,551

64,804

(376l
(1,887)
(4,291)

11,451
9.435

17,166

(s, 157)
(12,244)
(26,176)

8,294
(2,809)
(9,010)

ACCOUNT NAME
Organization
Franchises
Land & Land Rights as
Land & Land Rights P
Land 8. Land Rights WT
Land & Land Rights TD
Land & Land Rights AG
Struck & Imp SS
Struck & Imp P
strict & Imp WT
Struck 8. Imp TD
Struck a Imp Offices
snuck & Imp Misc
Collect & Impounding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified By Size
TD Mains min a. Less
TD Mains min to Bin
TD Mains pinto 16in
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other P/E TD
Office Fumlture & Equip
Comp B. Perish Equip
Trans Equip LI Duty Trks
Trans Equip Hay Duty Trks
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Tdephone
Comm Equip Other

(137)
(279l

3.41a
a,161

(1,455)
(1,999)

1,963
6,162

1
2
3
4
5
5
7
8
g

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

ACCT
no.

301000
302000
303200
303300
303400
303500
303600
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

SUBJOTAL s 566,500 $ s

(124)
(32)

(62,650) s

2.461
659

2,690,549 s

(1,193)
(231)

(742,411) $

1,26a
428

1,9484 as

566,500

(2,124)

(2,124) 2,690,54943
44

Company As Filed
Difference s s $

(61.040)
(1,610) s $

(743,467)
1,056 $

1,947,082
1,o5s

References;
Columns (A)
Column (C):
Column (D):
Column (E):
Column (Fl:

(B)i Company Schedule B»2
VVOI'KD8D€l'S "RUCO Revised SCW ACC DEP", Sheet "2002-2007"
Schedule RLM-3, Page 3, Column (D) + Column (A) + Column (B)
Schedule RLM-3, Page 3, Column (E) + Column (B) + Column (C)
Column (D) _ Column (E)



Arizona-Amercian Water Company
Docket Nos. SW 8< W-01303A-08-0227
Test Year Ended December 31, 2007

Tubae Water District
Schedule RLM-3

Page 5 of 7

TEST YEAR PLANT SCHEDULES . conT'D
YEAR ENDED DECEMBER317 2005
(A) (8) (D) (E) (F)

NET PLANT
VALUE

PLANT
ADDT'S/ADJMTS
$ _

PLANT
RETIREMENTS
s

(C)
Ruco

CALCULATED
ANNUAL DEP.
s $

TOTAL PLANT
VALUE

567
2,os0

20,414
50
50

539
2,755

25,292
14,608

ACCUMULATED
DEPRECIATION
$ . $ 567

z,030
20,414

50
50

539
2,755

19,057
5,570

(607)
(283)

(6,235)
(9,038)

ts>
(14)

156
498

(84)
(134)

72
364

(5,574) 180,979 (99,094) 81,885

13,360 (6,500)

8.899
623

8,810
6,497

(19,432)

<115451
(Vu

re .822»)
(2,156)
(2,378)
(5,686)

(17,322)
(4,324)

275,386
879

42,994
53,895

151,319
288,882
873,275
222,667

(138,487)
(239)

(17,758)
(2,409)

(37,384)
(1 1 .412)

(286,432)
(5,519)

135,899
640

25,235
51,486

113,935
277,470
586,843
217,148

9,953
(170)

(8,015)
(2,277)

(198)
(1,342)

333,803
93,953
11 .903
70,723

(84,635)
(29,746)

(283)
(4,549)

249,167
64,207
11,620
66,174

5,267
2,712

1,709 (4,513) (322)
(1,8B7l
(4,291)

8,647
9,435

17,166

1,034
(14,131)
(30,467)

9,681
(4,696)

(13,301 I

ACCOUNT NAME
Organization
Franchises
Land & Land Rights SS
Land 8. Land Rights P
Land & Land Rights WT
Land & Land Rights TD
Land a Land Rights AG
Struct & Imp SS
Struck & Imp P
Struck & Imp WT
Struct8. Imp TD
Strict & Imp Offices
Strict 8- imp Misc
Collect & impounding
Watts & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified By Size
TD Mains Ain & Less
TD Mains Gin to Bin
TD Mains 10in to 18in
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other P/E TD
Office Furniture a Equip
Comp a. Perish Equip
Trans Equip Lt Day Tris
Trans Equip Hvy Duty Trks
Stores Equipment
Tools,shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

(137l
(279)

3,415
8,161

(1 ,592]
(2,278)

1,826
5.883

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
23
30
31
32
33
34
35
35
37
CB
39
40
41
42

ACCT
NO.

301000
302000
303200
303300
303400
303500
303600
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

SUBJOTAL s 57,630 s s

(124)
(32)

(70,658) $

2,461
659

2,717,564 s

(1 ,317)
(264)

l782,454) $

1.144
395

1,935,110

57,830

(30,615)

(30,615) 2,717,56443
44

Company As Filed
Difference s s s

(40,016)
(30,642) s s

(783,483)
1,029 s

1,934,081
1,029

References:
Columns (A)
Column (C):
Column ( D):
Column (E):
Column (F):

(B): Company Schedule Hz
Workpapers "RUCO Revised SCW ACC DEP", Sheet "2002-2007"
Schedule RLM-3, Page 4, Column (D) + Column (A) + Column (B)
Schedule RLM-3, Page 4, Column (E) + Column (B) + Column (C)
Column (D) - Column (E)



Arizona-Amercian Water Com party
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Tubac Water District
Schedule RLM-3

Page 6 of 7

TEST YEAR PLANT SCHEDULES _ CONT'D
YEAR ENDED DECEMBER 31, 2006
(A) (B) (D) (E) (F)

NET PLANT
VALUE

PLANT
ADDIS/ADJMTS
$ .

PLANT
RETIREMENTS
$

(C)
RUCO

CALCULATED
ANNUAL DEP.
s $

ACCUMULATED
DEPRECIATION
s $

(117) 117

(607)
(283)

TOTAL PLANT
VALUE

567
2,030

20,414
50
50

422
2,755

25,292
14,605

(6,842)
(9,321)

567
2,030

20,414
50
50

539
2,755

18,450
5.287

(3)
(14)

156
498

lB7l
(148)

69
350

(5,574) 180,979 (104,668) 76,311

3,575 (4,436)

345,437
1,951

(116)

(11,6B7)
(37)

(6,102)
(2,185)
(2,451)
(6,308)

(17,227)
(4,524)

274,525
879

388,431
55,B56

151,203
396,064
874,964
390,348

(145,738l
(276)

(23,859)
(4,595)

(39,719)
(17,720)

(303,659)
(10,043)

128,787
603

364,572
51,261

111 ,484
378,344
571,305
380,305

107,182
1,589

157,681

32,413
199

5,657
204

(76)
(704)

(8,272)
(2,274)

(357)
(1,393)

366,216
94,076
16,856
70,927

(92,909)
(31944)

64
(5,942)

273,307
62,132
16,920
54,985

(2,381)
(673)

(280)
<1 ,881 m
(4,291)

6,265
8,762

17,166

3.135
(15,339)
(34159)

9,401
(6,577)

(17,593)

ACCOUNT NAME
Organization
Franchises
Land 8. Land Rights SS
Land a Land Rights P
Land & Land Rights WT
Land & Land Rights TD
Land & Land Rights AG
Stiuct & Imp SS
spurn & Imp P
Struck & Imp iN
Strut & Imp TD
Struck a Imp Offices
Struck & Imp Misc
Collect & impounding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs a Standpipe
TD Mains Not Classified By Size
TD Mains min & Less
TD Mains Gin to Bin
TD Mains 10in to 16irt
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other PE TD
Office Furniture 8- Equip
Comp s. Periph Equip
Trans Equip L! Duty Tris
Trans Equip Hvy Duty Tr'Ks
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

(3,418)
(377)

(131)
(279) 7,784

1,695
(2,180l

1,695
5,604

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
37
38
39
40
41
42

ACCT
n o .

301000
302000
303200
303300
303400
303500
303600
304100
304200
304300
304400
304600
304500
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
345300

SUB-TOTAL s 665,998 s s

(124)
(32)

(76,318) s

2.461
659

3,371 ,264 s

(1,441)
(296)

(846,474) s

1,020
363

2,524,790

565,998

(12,298)

(12,298) 3,371,26443
44

Company As Filed
Difference s s s

(64,705)
(11,G13l s s

(848,188)
1,714 $

2,523,075
1,714

4

References:
Columns (A)
Column (C):
Column (D):
Column (E):
Column (F):

(B): Company Schedule B-2
Workpapers "RUCO Revised SCW ACC DEP", Sheet "2002-2007"
Schedule RLM-3, Page 5, Column (D) + Column (A) + Column (B)
Schedule RLM-3, Page 5, Column (E) + Column (B) + Column (C)
Column (D) . Column (E)



Arizona-Amercian Water Company
Docket NOS SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Tubae Water District
Schedule RLM-3

Page 7 of 7

p
TEST YEAR PLANT SCHEDULES . CONT'D

YEAR ENDED DECEMBER 31, 2007
(A) (8) (D) (E) (F)

NET PLANT
VALUE

PLANT
ADDT'S/ADJMTS
$ _

PLANT
RETIREMENTS
s

(C)
R i c o

CALCULATED
ANNUAL DEP.
s $

ACCUMULATED
DEPRECIATION
$ . $

TOTAL PLANT
VALUE

567
2.030

20,414
50
50

422
2,755

25,292
14,608

117

567
2,030

20,414
50
50

539
2.755

17,843
5,004

(607)
(283)

(7,449)
(9,604)

(3)
<14>

156
498

(91)
(162)

55
336

57,972
a,e32
5,585

(5,678) (110,345)

15,392
7

(94,942)
(17)
35

(491)

(11,644)
(63)

(16,498)
(2,235)
(2,449)
(7,728)

(17,236)
(7,695)

238,951
4,a32

281 ,110
879

403,823
55,863

151,203
301,122
874,456
390,384

(157,382)
(339)

(40,357)
(6,829)

(42,169)
(25,449)

(320,404)
(17,738)

128,606
4,832

123,728
540

363,466
49,034

109,034
275,673
554,052
372,646

35,835
7.649
3,472
7,440

(1,433)
(2,672)

(9,144)
(2,417)

(489)
(1,513)

401,618
99,053
20,328
78,367

(100,620)
(31 ,6B9)

(425)
(7,455)

300,998
67,364
19,903
70,912

(813)
(7,426)

(206)
(1,691)
(4,291)

5,453
1,336

17,166

3.742
(9,604)

(39,050)

91195
(8,268)

(21,884)

ACCOUNT NAME
Organization
Franchises
Land & Land Rights SS
Land 8 Land Rights P
Land 8. Land Rights WT
Land & Land Rights TD
Land & Land Rights AG
StI'LIC! & Imp SS
Struck & Imp P
Struck & Imp WT
Struck & ImpTD
Struck & Imp Offices
Strict & Imp Misc
Collect & Impounding
Welis & Springs
Power Generation Equip Other
Pump Equip Etedric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified By Size
TD Mains Ain & Less
TD Mains Ein to Bin
TD Mains 10in to 16in
Services
Meters
Meter Installations
Hydrants
Other P/E Intangible
Other P/E TD
Oftice Furniture a. Equip
Comp & Perish Equip
Trans Equip Lt Duty Trks
Trans Equip Hvy Duty Trks
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Teiephone
Comm Equip Other

e,e58 (276) 14,442
1,695

(2,455l
1,595

11 ,986

LINE
NO
1
2
3
4
5
5
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
CB
39
40
41
42

ACCT
NO.

301000
302000
303200
303300
303400
303500
303600
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
348100
346300

SUB-TOTAL s 51,919 $ s

(123)
(32)

(92,317) s

1,932
659

3,409,819 s

(1,035)
(329)

(925,427) $

897
330

2,484,332

51,919

(529)

(13,3641

(13,364) 3,409.81943
44

Company As Filed
Difference s $ s

(78,788)
(13,529) $ s

(926,977)
1,550 s

2,482,842
1,550

s 3,409,819 $ (925,427)
(1,550)

(14,011)
1,624

11,942
1,623

RUCO TY As Calculated
RUCO Adjustments

Co. TY Adjustments To Book
Co. Variance To GL
Co. Variance To GL

Total
Co. As Filed
Difference

s

$

3,423,384
3,423,384

$

$

(939,364l
(939,354)

$ $ 1 ,550Adj. #1 - Difference in Computing Acc. Den.
Adj. #3
Adj. #4

Total RUCO Adjustments 1 ,550s

$

$

$

3,423,384

s

s

$

$

RUCO As Adjusted
Ruck Adjustments

Co. AS Filed
Co. Adjustments

Co. Computed

3,423,384
13,565

3,409,819

(937,814)
1,550

(939,354)
(12,387)

(926,977)

References:
Columns (A) (B): Company Schedule B-2
Column lilli Wonqaapers "Ruco Revised SGW Acc DEP", Sheet "2002-2007"
ColuMn (D): Schedule RLM-3, Page 6, Column (D) + Column (A) + Column (B)
Column (E): Schedule RLM-3, Page 6, Column (E) + Column (B) + Column (C)
Column (F): Column (D) - Column (E)



Arizona-Amercian Water Company
Docket Nos. SW a. W-01303A-08-0227
Test Year Ended December 31. 2007

Tubae Water District
Schedule RLM-5

Page 1 of 2

EXPLANATION OF RATE BASE ADJUSTMENT no. 6
ALLOWANCE FOR WORKING CAPITAL

DESCRIPTION AMOUNT REFERENCE

$ Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 2 - Line 1

Materials And Supplies As Per Company
Materials And Supplies As Per RUCO
Adjustment s

Prepayment As Per Company
Prepayment As Per RUCO
Adjustment

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 5 - Line 4

Cash Working Capital As Per Company
Cash Working Capital As Per RUCO
Adjustment

40.665
18.210

(24,455)

Company Schedule B-5, PG. 1
RUCO Schedule RLM-5, Page 2

Line 8 Line 7

10 TOTAL ADJUSTMENT (See RLM-2, Column <G)) (24,455) Sum Lines 3. 6 8¢ 9



Arizona-AmercianWater Company
Docket Nos. SW & W-01303A-08-0-27
Test Year Ended December 31, 2007

Tubac Water District
Schedule RLM-5

Page 2 of 2
EXPLANATION OF RATE BASE ADJUSTMENT no. 6 . CONT'D

LEADILAG DAY SUMMARY

EXPENSES
AS ADJUSTED

(LEAD)/LAG DOLLAR

DESCRIPTION

COMPANY
EXPENSES
AS FILED ADJUSTM'TS

$ 131,623 $ 131.623 12.00 $ 1,579,471

25.631 25.631 830.990

87.180
24.921

(1 ,049) 86.131
24.921 (14.08)

(68.27)
11.644

(3,011)
(6,595)

11.644 (10.50)

895.759
(350,939)

1.284.592
(139,133)

99.757
(122,262)

Appropriate Operating Expenses
Labor
Purchased Water
Fuel & Power
Chemicals
Management Fees
Group Insurance
Pensions
insurance Other Than Group
Customer Accounting
Rents
Depreciation & Amortization
Other Operating Expenses

81.679
77.593

(81,679)
(3,121) 74.472 2.234.156

Taxes
Taxes Other Than Income
Property Taxes
Income Tax

11 .078
26.350
52.871

3
(84,725)

11.078
30.192
(31,854)

212.50
166.996

6.415.749
(915,795)

interest Expense 43.281 43.281 106.52

17 Total Appropriate Operating Expenses $ 570,501 $ (125,559) $ 444,943 $ 12,018,887

18 Expense Lag Line 17, Col. (E) / (c)

19 Revenue Lag Company Response To RUCO DR 8

20 Net Lag Line 19 - Line 18

RUCO Adjusted Expenses Col. (C), Line 17 $ 444,943

22 Cash Working Capital Line 20 X Line 21 /365 Days 16.210

23 Company As Filed Co. Schedule B-6, Page 1 40.665

24 Difference Line 22 - Line 23 $

$25 ADJUSTMENT (See RLM-5, Page 1, L 9) Line 24

(24,455)

(24,455)

References
Column (A): - Company Schedule B-6
Column (B): RUCO Operating Income Adjustments (See Schedule RLM-7)
Column (C): Column (A) + (B)
Column (D): - Company Schedule B-6
Column (E): Column (C) X Column (D)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Tubac Water District
Schedule RLM-6

Page 1 of 1

OPERATING INCOME

LINE
no.

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

$ 423,061 $ $ 423,061 $ 210,004 $ 633,0651
2
3
4

DESCRIPTION
Revenues:

Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues
TOTAL OPERATING REVENUE $

3,839
425,900 $ $

3,839
426,900 $ 210,004 $

3,839
636,904

$
$

131,623 $ $ 131,623 $ $ 131,623

25,631
2,190

25,631
2,190

27
(1 ,049)

558

(1,668)

(301 )
3,842

5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Operating Expenses:
Labor
Purchased Water
Fuel & Power
Chemicals
Waste Disposal
Management Fees
Group Insurance
Pensions
Regulatory Expense
insurance Other Than Group
Customer Accounting
Rents
General Office Expense
Miscellaneous
Maintenance Expense
Depreciation & Amortization
General Taxes - Property Taxes
General Taxes - Other
income Tax
Rounding

25,631
2,190

(27)
87,180
24,921
28,546
1,480
5,049

11,644
4,146
8,811

49,935
17,394
81,679
26,350
11,078
(52,178) 20,324

86,131
24,921
28,546
2,038
5,049

11,644
4,146
8,811

48,267
17,394
81 ,378
30,192
11,078

(31,854) 49,397

86,131
24,921
28,546
2,038
5,049

11,644
4,146
8,811

48,267
17,394
81,378
30,192
11 ,078
17,544

25 TOTAL OPERATING EXPENSES $ 465,453 $ 21,733 s 487,185 $ 49,397 $ 536,583

26 OPERATING INCOME (LOSS) $ (38,553) $ (21,733) $ (60,285) $ 160,607 $ 100,321

References:
Column (A): Company Schedule C-1
Column (B): RLM-7, Columns (B)Thru (H)
Column (C): Column (A) + Column (B)
Column (D): RLM-1, Pages 1 & 2
Column (E): Column (C) + Column (D)
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Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Tubae Water District
Schedule RLM-8

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 1

PROPERTY TAX COMPUTATION

LINE

n o . DESCRIPTION REFERENCE (A) (B)

Calculation Of The Company's Full Cash Value:

$1
2
3
4
5

Annual Operating Revenues:
Year 2005
Year 2006
RUCO Proposed Revenue

Total Three Year Operating Revenues
Average Annual Operating Revenues

Co, Sch. E-2
Co, Sch. E-2

RUCO Sch. RLM-e
Sum OfLines1,2&3

Line 4 / 3
$

435,053
405,985
636,904

1 ,477,942
492,647

6 Two Times Three Year Average Operating Revenues Line 5 X2 $ 985,295

7
8

ADD:
10% Of Construction Work In Progress ("CWIP"):

Test Year CWIP
10% Of CWIP

Co. Sch. E-1, Page 2
Line 7 X 10%

$ 479,596

$ 47,960

Company Workpapers
Company Workpapers

Line 9 + Line 10

$g
10
11

SUBTRACT:
Transportation At Book Value:

Original Cost Of Transportation Equipment
Acc. Dep. Of Transportation Equipment

Book Value Of Transportation Equipment $

12 Company's Full Cash Value ("FCV") Sum Of Lines 6, 8 & 11 $ 1 ,033,254

Calculation Of The Company's Tax Liability:

13
14

MULTIPLYz
FCV X Valuation Assessment Ratio X Property Tax Rates:

Assessment Ratio
Assessed Value

House Bill 2779
Line 12 x Line 13 $

23.0%
237,648

15
16
17

Property Tax Rates:
Primary Tax Rate
Secondary Tax Rate

Estimated Tax Rate Liability

Company Workpapers
Company Workpapers

Line 15 + Line 16

12.70%
0.00%

12.70%

18 Company's Total Tax Liability - Based On Full Cash Value Line 14 X Line 17 $ 30,192

19 Test Year Adjusted Property Tax Expense As Filed Co. Sch. C-1 26,350

20 Decrease In Property Tax Expense Line 18 - Line 19 $ 3,842

21 RUCO Adjustment (See RLM-6, Column (B)) Line 20 $ 3,842



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Tubae Water District
Schedule RLM-9

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 2
TEST YEAR DEPRECIATION EXPENSE

LINE

(A)
TOTAL
PLANT

VALUE

(B)
COMPANY

PROPOSED

DEP. RATES

(C)
TEST YEAR

DEPRECIATION

EXPENSEACCOUNT NAME
$ s567

2,030
20,414

50
50

422
2,755

25,292
14,608

607
283

156
498

3
14

238,951
4,832

281,110
879

403,823
55,863

151,203
301,122
874,456
390,384

7,350
205

11,919
39

17,122
2,235
2,449
5,932

17,227
7,691

401 ,618
99,053
20,328
78,367

9,840
2,397

492
1 ,544

5,453
1,336

17,166

179
267

4,292

14,442

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
2.40%
1.94%
0.00%
1.92%
2.89%
0.00%
0.00%
3.08%
4.24%
4.24%
4.42%
4.24%
4.00%
1.62%
1.97%
1.97%
1.97%
2.34%
2.45%
2.42%
2.42%
1.97%
0.00%
0 00%
3.28%
20 00%
25.00%
25.00%
4.00%
3.42%
0.00%
4.64%
5.03%
4.93%

494

no,
1
2
3
4
5
6
7
8
9
10
1 1
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

ACCOUNT

no .
301000
302000
303200
303300
303400
303500
303600
304100
304200
304300
304400
304600
304800
305000
307000
310100
311200
311300
311500
320100
330000
331001
331100
331200
331300
333000
334100
334200
335000
339100
339500
340100
340200
341100
341200
342000
343000
344000
345000
346100
346300

SUB-TOTAL

Organization
Franchises
Land & Land Rights SS
Land & Land Rights P
Land & Land Rights WT
Land 8. Land Rights TD
Land 8. Land Rights AG
Struck & Imp SS
Struct & Imp P
Struck a. Imp WT
Struck & top TD
Struct 8. top Offices
Struck 8. top Misc
Collect & impounding
Wells & Springs
Power Generation Equip Other
Pump Equip Electric
Pump Equip Diesel
Pump Equip Other
WT Equip Non-Media
Dist Reservoirs & Standpipe
TD Mains Not Classified By Size
TD Mains min & Less
TD Maine Gin to bin
TD Mains 10ir» to 16in
Services
Meters
Meter installations
Hydrants
Other P/E intangible
Other P/E TD
Office Furniture 8. Equip
Comp 8. Perish Equip
Trans Equip Lt Duty Trks
Trans Equip Hvy Duty Trks
Stores Equipment
Tools,Shop,Garage Equip
Laboratory Equipment
Power Operated Equipment
Comm Equip Non-Telephone
Comm Equip Other

TEST YEAR DIRECT ups AND DEPRECIATION EXPENSE s

1,932
659

3,409,819 s

97
32

92,7t9

43 SUB~TOTAL TEST YEAR CORPORATE UPIS AND DEPRECIATION EXPENSE 12,387 3,026

44

45

SUB-TOTAL POST TEST YEAR DEPRECIATION EXPENSE ON upls

TOTAL DEPRECIATION EXPENSE ON UPIS $ 95,746

46 AMORTIZATION OF DEFERRED DEBIT . Y2K COSTS

47 AMORlTZATION OF REGULATORY ASSETS

48 AMORTIZATION OF CONTRIBUTIONS

AMORTIZATION OF REGULATORY CIAC49
50
51

Rounding
TOTAL DEPRECIATION EXPENSE $

(14,368)

81,378

52
53

Company As Filed
Difference $

$

81,679
(301)

(301)54
References;

RLJCO Adjustment (See RLM-7, Column (C))

Column (A); RLM-3, Page 7, Column (D)
Column (B): RLM-3, Page 1, Column (A)
Column (C): Column (A) x Column (B)



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Tubae Water District
Schedule RLM-10

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 3

RATE CASE EXPENSE

LINE
no. DESCRIPTION

(A)
COMPANY
ESTIMATE

(B)
RUCO

ADJUSTMENT

(C)
RUCO

AS ADJUSTED

1 Rate Case Expense Total $ 612,000 $ (187,735) $ 424,265

2 Allocation Factor (See NOTE Below) 0.9990% 1.4411%

3 Tubae Water District (Line 1 X Line 2) $ 6,114 $ $ 6,114

4 Amortization Period - 3 Years 3

5 RUCO Adjusted Rate Case Expense For Instant Case (Line 3 / 3 Years) $ 2,038

6 Company Rate Case Expenses As Filed (Company Sch. C-2) $ 1 ,480

7 RUCO Pro Forma Rate Case Expense (Lines 5 - 6) $ 558

8 RUCO Adjustment (Line 7) (See RLM-7, Column (D)) $ 558

NOTE

Company As Filed RUCO As Adjusted

11 .7965%
10.4331%
0.9990%

31 .3783%
1 .8822%

11.3740%
1.4612%

69.3243%

$ 17.0164%
15.0497%
1 .4411%

45.2631%
2.7151 %

16.4069%
2.1078%

100.0000%

$9
10
11
12
13
14
15
16

4-Factor Allocation
Districts Included In This Filing

Sun City West Water District
Paradise Valley Water District
Tubae Water District
Agua Fria Water District
Havasu Water District
Mohave Water District
Mohave Wastewater District
Total $

72,195

63,851

6,114

192,035

11 ,519

69,609

8,943
424,265 $

72,195

63,851

6,114

192,035

11,519

69,609

8,943
424,265

Districts NOT Included In This Filing
Agua Fria Wastewater District
DistcolTreatco Sewer
Distco/Treatco Water

8.2232%
9.8095%

12.6430%
100.0000%

s 50,326

60,034

77,375

612,000

17
18
19
20 $



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Tubae Water District
Schedule RLM-11

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 5

ANNUAL INCENTIVE PLAN EXPENSE

LINE
no. DESCRIPTION REFERENCE

(A)
RUCO

AS ADJUSTED

1 AZ-AM Annual Incentive Plan ("AlP") Expense Total Co. Response To RUCO DR 3.01.e $ 482,198

2
3

Allocation Factor
Tubae Water District

Co. Workpapers Per SLH-6
Lines 1 X 2 $

0.7254%
3,498

4 Portion Deemed Shareholder Benefit Only RLM Testimony 30.00%

5 Lines 3 X 4 $

6

RUCO Test-Year Disallowance Of AlP Expense

RUCO Adjustment (See RLM-7, Column (D)) Line 5 $

(1 ,049)

(1,049)



Arizona-Amercian Water Company
Docket Nos. SW & w-01303A-08-0227
Test Year Ended December 31, 2007

Tubae Water District
Schedule RLM-12

Page 1 of 5

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 7
MISCELLANEOUS ADJUSTMENTS

(B)
Ruco ADJUSTMENTS

ALLOCABLE ALLOC'N DISTRICT
TOTAL 4-FACTOR TOTAL

(A) (C) (D)

LINE

NO DESCRIPTION

RUCO

AS ADJUSTED

1 Tubac Water Direct Miscellaneous Account (RLM-12, Pg, Ln 113) $ (17.12) 100.00% $ (17)

2 Corporate Office Allocable Miscellaneous Account (RLM-12, Pg 4, Ln 98) $ (13,607.91 )

TOTAL

0.7254% $ (99)

3 $ (116)

NOTE

4
5
6
7
8
9

10

4-Factor Allocation
Sun City West Water District
Paradise Valley Water District
Tubac Water District
Agua Fria Water District
Havasu Water District
Mohave Water District
Mohave Wastewater District

8.3198%
7.6863%
0.7254%

23.0946%
1.3850%
7.8288%
1.0290%

ADDITIONAL ADJUSTMENT FOR TUBAC WATER DISTRICT
The Company incorrectly Calculated "Corporate Office" Expense As A Positive Value Instead OfA Negative Value

Adjustment SLH-16 As Filed By Company
11 Tubac Water Direct Miscellaneous Account (Co, Sch. C-2, Pg 22) s (100) 100.00% $ (100)

16,849 0.7254% $ 12212
13

Corporate Office Allocable Miscellaneous Account (Co. Sch, C-2, Pg 22) $
SUB-TOTAL $ 22

Company's Adjustment As Revised By RUCO
14 Tubac Water Direct Miscellaneous Account (Co. Sch. C-2, Pg 22) $ (1,524) 100.00% $ (1,524)

15
16

Corporate Office Misc. Account (Recorded As a Negative Amount)
SUB-TOTAL

$ (16,849) 0.7254% $ (122)

17 DIFFERENCE (Column D, Line 16 - Line 13)

$

$

(1 ,646)

(1,668)

18 TOTAL (Column D, Sum Of Line 3 + Line 17) $ (1 ,668)

19 RUCO ADJUSTMENT TO MISCELLAN EOUS ADJUSTMENTS (Line 18) (See RLM-7, Column (G)) $ (1 ,668)

References:
Column (A): RLM-12, Pages 2 Thru 5 Derived From Company's Line 21 Workpapers
Column (B): See NOTE
Column (C): Column (A) X Column (B)
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Arizona-AmercianWater Company
Docket Nos. SW & W-01303A-08-0227
Test Year Ended December 31, 2007

Tubac Water District
Schedule RLM-13

Page 1 of 1

EXPLANATION OF OPERATING INCOME ADJUSTMENT no. 7
INCOME TAX EXPENSE

(A) (B)
LINE
NO. DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES:

1 Sch. RLM-6, Column (C). L26 + L23 $ (92,139)

2
3
4

Operating Income Before Taxes
LESS:

Arizona State Tax
Interest Expense

Federal Taxable Income

Line 11
Note (A) Line 20

Line 1 - Line 2 - Line 3 $

(9,436)
43,281

(125,984)

5
6

Federal Tax Rate
Federal Income Tax Expense

Sch. RLM-1, Pg 2, Col. (D), L34
Line 4 X line 5 $

17.79%
(22,418)

STATE INCOME TAXES:

7 Line 1 $ (92,139)

8
9

Operating Income Before Taxes
LESS:

Interest Expense
State Taxable Income

Note (A) Line 20
Line 7 - Line 8 $

43,281
(135,420)

10 State Tax Rate Tax Rate 6.97%

11 State Income Tax Expense Line 9 X Line 10 $ (9,436)

TOTAL INCOME TAX EXPENSE:

12
13
14

Federal Income Tax Expense
State Income Tax Expense

Total Income Tax Expense Per RUCO

Line 6
Line 11

Line12 + Line 13

$

$

(22,418)
(9,436)

(31 ,854)

15 Total Income Tax Expense Per Company (Per Company Sch. C-1 ) (52,178)

16 Total Income Tax Adjustment Line 14 - Line 15 $ 20,324

17 RUCO Adjustment (See Sch. RLM-7, Column (J)) Line 16 $ 20,324

$18
19
20

NOTE (A):
Interest Synchronization:
Adjusted Rate Base (Sch. RLM-2, Col. (H), L17)
Weighted Cost Of Debt (Sch. RLM-16 Col. (F), LI )
Interest Expense (L18 X L19) $

1 ,433,151
3.02%

43,281

J



Arizona-Amercian Water Company
Docket Nos. SW & W-01303A-08-0_27
Test Year Ended December 31, 2007

Tubae Water District
Schedule RLM-14

Page 1 of 1

COST OF CAPITAL

(D) (E)

LINE
no. DESCRIPTION

CAPITAL

RATIO COST

(F)
WEIGHTED

COST
RATE

1 DEBT 55.20% 5.46% 3.02%

2 PREFERRED STOCK 0.00% 0.00% 0.00%

3 COMMON EQUITY 44.80% 8.88% 3.98%

4 TOTAL CAPITALIZATION 100.00%

5 WEIGHTED COST OF CAPITAL 7.00%

References:
Columns (A) Thru (F): Testimony, WAR
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Direct Testimony of William A. Rigsby
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. sw-01303A-08-0227

1 INTRODUCTION

2

3

4

5

Please state your name, occupation, and business address.

My Name is William A. Rigsby. I am a Public Utilit ies Analyst V employed

by the Residential Util ity Consumer Office ("RUCO") located at 1110 W.

Washington, Suite 220, Phoenix, Arizona 85007.

6

7

8

9

10

11

12

13

14

15

16

17

Please describe your qualif ications in the f ield of utilit ies regulation and

your educational background.

I have been involved with utilities regulation in Arizona since 1994. During

that period of t ime l have worked as a ut i l i t ies rate analyst for both the

Arizona Corporation Commission ("ACC" or "Commission") and for RUCO.

I hold a Bachelor of Science degree in the f ield of f inance from Arizona

State University and a Master of Business Administration degree, with an

emphasis in accounting, from the University of Phoenix. I  have been

awarded the professional designation, Cert if ied Rate of Return Analyst

("CRRA") by the Soc iety of  Ut i l i ty and Regulatory Financ ial  Analys ts

("SURFA"). The CRRA designation is awarded based upon experience

18 and the successful completion of a written examination.

19

20

21

22

23

What is the purpose of your testimony?

The purpose of my testimony is to present recommendations that are

based on my analysis of Arizona-American Water Company, Inc.'s

("Arizona-American" or "Company") application for a permanent rate

A.

A.

A.

Q.

Q.

Q.

1



Direct Testimony of William A. Rigsby
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. SW-01303A-08-0227

increase ("Application") for seven of the Company's water and wastewater

operations in the state of Arizona. Arizona-American has chosen the

operating period ended December 31, 2007 for the test year in this

proceeding

What issues will you address in your testimony

I will address the cost of capital issues associated with the case. I have

also filed, under separate cover, direct testimony on RUCO's policy

positions in this proceeding. Appendix 1 attached to my policy testimony

further describes my educational background and also includes a list of

the rate cases and regulatory matters that I have been involved with

Were you also responsible for conducting an analysis on the Company's

proposed revenue level, rate base and rate design?

No. RUCO witnesses Rodney L. Moore and Timothy J. Coley handled

those aspects of the Company's Application

Please explain your role in RUCO's analysis of Arizona-American's

Application

I reviewed Arizona-American's Application and performed a cost of capital

analysis to determine a fair rate of return on the Company's invested

capital. In addition to my recommended capital structure, my direct

testimony will present my recommended costs of common equity and my



Direct Testimony of William A. Rigsby
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. sw-01303A-08-0227

recommended cost of debt (the Company has no preferred stock). The

recommendations contained in this testimony are based on information

obtained from Company responses to data requests, the Company's

Application and from market-based research that I conducted during my

analysis

Please identify the exhibits that you are sponsoring

I am sponsoring Schedules WAR-1 through WAR-9

10 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

11 Q. Briefly summarize how your cost of capital testimony is organized

My cost of capital testimony is organized into seven sections. First, the

introduction I have just presented and second, the summary of my

testimony that I am about to give. Third, I will present the findings of my

cost of equity capital analysis, which utilized both the discounted cash flow

("DCF") method, and the capital asset pricing model ("CAPM"). These are

the two methods that RUCO and ACC Staff have consistently used for

calculating the cost of equity capital in rate case proceedings in the past

and are the methodologies that the ACC has given the most weight to in

setting allowed rates of returns for utilities that operate in the Arizona

jurisdiction. In this third section I will also provide a brief overview of the

current economic climate that Arizona-American is operating in. Fourth, I

will discuss my recommended cost of debt. Fifth, I will compare my
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Docket No. SW-01303A-08-0227

1 recommended capital structure with the Company-proposed capital

2 structure. Sixth, I will explain my weighted cost of capital recommendation

3 and seventh, I will comment on Arizona-American's cost of capital

4 testimony. Schedules WAR-1 through WAR-9 will provide support for my

5 cost of capital analysis.

6

7 Please summarize the recommendations and adjustments that you will

8

9

address in your testimony.

Based on the results of my analysis of Arizona-American, I am making the

10 following recommendations:

12

13

Cost of Equity Capital- I am recommending an 8.88 percent cost of equity

capital. This 8.88 percent figure is based on the results that I obtained in

14

15

my cost of equity analysis, which employed both the DCF and CAPM

methodologies.

16

17

18

Cost of Debt - I am recommending a 5.46 percent cost of debt. This is

based on my review of the costs associated with Arizona-American's

19 various long-term notes and agreements.

20

21

22

A.

Q.

Capital Structure - I am recommending a blanket capital structure, for

each of the seven systems included in the Company's filing, comprised of
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1 approximately 55.2 percent  debt  and 44.8 percent  common equity,  be

2 adopted by the Commission.

3

4

5

6

7

Cost of Capital - Based on the results of my recommended blanket capital

structure, cost of common equity, and debt analyses, l am recommending

a 7.00 percent cost of capital for Arizona-American. This figure represents

the weighted cost  of  my recommended cost  of  common equity and my

recommended cost of debt.8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

Why do you believe that your recommended 7.00 percent cost of capital is

an appropriate rate of return for Arizona-American to earn on its invested

capital?

The 7.00 percent cost of capital figure that I have recommended meets

the criteria established in the landmark Supreme Court cases of Bluefield

Water Works 8t Improvement Co. v. Public Service Commission of West

Virginia (262 U.S. 679, 1923) and Federal Power Commission v. Hope

Natural Gas Company (320 U.S. 391, 1944). Simply stated, these two

cases affirmed that a public utility that is efficiently and economically

managed is entitled to a return on investment that instills confidence in its

financial soundness, allows the utility to attract capital, and also allows the

utility to perform its duty to provide service to ratepayers. The rate of

return adopted for the utility should also be comparable to a return that

investors would expect to receive from investments with similar risk.

A.

Q.

5
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1 The Hope decision allows for the rate of return to cover both the operating

2 expenses and the "capital costs of the business" which includes interest

3 on debt and dividend payment to shareholders. This is predicated on the

4

5

6

belief that, in the long run, a company that cannot meet its debt obligations

and prov ide i ts  shareholders  wi th an adequate rate of  return wi l l  not

continue to supply adequate public utility service to ratepayers.

7

8

9

10

11

Do the Bluefield and Hope decisions indicate that a rate of return sufficient

to cover all operating and capital costs is guaranteed?

No. Neither case guarantees a rate of return on utility investment. What

the Bluefield and Hope decisions do allow, is for a util ity to be provided

12 with the opportunity to earn a reasonable rate of return on its investment.

13

14

15

16

That is to say that a utility, such as Arizona-American, is provided with the

oppor tun i t y t o  earn  an  appropr ia te  ra te  o f  re tu rn  i f  t he  Company' s

management  exerc ises  good judgment  and manages i t s  assets  and

resources in a manner that is both prudent and economically efficient.

17

18 COST OF EQUITY CAPITAL

19

20

What is your recommended cost of equity capital for Arizona-American?

Based on the results of my DCF and CAPM analyses, which ranged from

21

22

23

5.07 percent to 11.19 percent, I am recommending an 8.88 percent cost of

equity capital for Arizona-American. My recommended 8.88 percent figure

represents an average of  the results of  my DCF and CAPM analyses,

A.

A.

Q.

Q.

6
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which utilized a sample of publicly traded water providers and a sample of

publicly traded natural gas local distribution companies ("LDC")

4 Discounted Cash Flow (DCF) Method

Please explain the DCF method that you used to estimate Arizona

America:an's cost of equity capital

The DCF method employs a stock valuation model known as the constant

growth valuation model, that bears the name of Dr. Myron J. Gordon (Le

the Gordon model), the professor of finance who was responsible for its

development. Simply stated, the DCF model is based on the premise that

the current price of a given share of common stock is determined by the

present value of all of the future cash flows that will be generated by that

share of common stock. The rate that is used to discount these cash

flows back to their present value is often referred to as the investor's cost

of capital (i.e. the cost at which an investor is willing to forego other

investments in favor of the one that he or she has chosen)

Another way of looking at the investor's cost of capital is to consider it from

the standpoint of a company that is offering its shares of stock to the

investing public. In order to raise capital, through the sale of common

stock, a company must provide a required rate of return on its stock that

will attract investors to commit funds to that particular investment. In this

respect, the terms "cost of capital" and "investor's required return" are one

in the same. For common stock, this required return is a function of the



Direct Testimony of William A. Rigsby
Arizona-American Water Company
Docket No. w-01303A-08-0227
Docket No. sw-01303A-08-0227

1 dividend that is paid on the stock. The investor's required rate of return

2 can be expressed as the percentage of the dividend that is paid on the

3 stock (dividend yield) plus an expected rate of future dividend growth.

4 This is illustrated in mathematical terms by the following formula:

5

k  = DI +  g
P0

where: k = the required return (cost of equity, equity capitalization rate),
6

DI
PT

the dividend yield of a given share of stock calculated
7

by dividing the expected dividend by the current market
8

price of the given share of stock, and
9

g = the expected rate of future dividend growth
10

11

12

This formula is the basis for the standard growth valuation model that l

used to determine Arizona-American's cost of equity capital. It is similar to

13 one of the models used by the Company.

14

15

16

In determining the rate of future dividend growth for Arizona-American,

what assumptions did you make?

17

18

There are two primary assumptions regarding dividend growth that must

be made when using the DCF method. First, dividends will grow by a

19

20

constant rate into perpetuity, and second, the dividend payout ratio will

remain at a constant rate. Both of these assumptions are predicated on

A.

Q.

8
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1 the traditional DCF model's basic underlying assumption that a company's

2 earnings, dividends, book value and share growth all increase at the same

3 constant rate of growth into infinity. Given these assumptions, if the

4 dividend payout ratio remains constant, so do s the earnings retention

5 ratio (the percentage of earnings that are ret ired by the company as

6 opposed to being paid out in dividends). This being the case, a

7 company's dividend growth can be measured by multiplying its retention

8 ratio (1 - dividend payout ratio) by its book return on equity. This can be

9 stated as g = b x r.

10

11 Would you please provide an example that will illustrate the relationship

12 that earnings, the dividend payout ratio and book value have with dividend

13 growth?

14 RUCO consultant Stephen Hill illustrated this relationship in a Citizens

15 Utilities Company 'IQQ3 rate case by using a hypothetical utility.1

GrowthYear 2

$10.40

10%

$1 .04

0.60

Table I

Year 3

$10.82

10%

$1 .082

Year 4

$11.25

10%

$1.125

Year 5

$11.70

10%

$1.170

4.00%

N/A

4.00%

N/A

16

17

18

19

20

21

22

23

Book Value

Equity Return

Earnings/Sh.

Payout Ratio

Dividend/Sh

Year 1

$10.00

10%

$1 .00

0.60

$0.00 $0.624

0.60

$0.649

0.60

$0.675

0.60

$0.702 4.00%

Citizens Utilities Company, Arizona Gas Division, Docket No. E-1032-93-111, Prepared
Testimony, dated December 10, 1993, p, 25.

1

A.

Q.

9
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t Table I of Mr. Hill's illustration presents data for a five-year period on his

2 hypothetical utility. In Year 1, the utility had a common equity or book

3 value of $10.00 per share, an investor-expected equity return of ten

4 percent, and a dividend payout ratio of sixty percent. This results in

5 earnings per share of $1 .00 ($10.00 book value x 10 percent equity return)

6 and a dividend of $0.60 ($1.00 earnings/sh. x 0.60 payout ratio) during

7 Year 1. Because forty percent (1 0.60 payout ratio) of the utility's

8 earnings are retained as opposed to being paid out to investors, book

9 value increases to $10.40 in Year 2 of Mr. Hill's illustration. Table I

10 presents the results of this continuing scenario over the remaining five-

11

12

13

14

year period.

The results displayed in Table I demonstrate that under "steady-state" (i.e.

constant) conditions, book value, earnings and dividends all grow at the

same constant rate. The table further illustrates that the dividend growth

15 rate, as discussed earlier, is a function of (1) the internally generated

16

17

funds or earnings that are retained by a company to become new equity,

and (2) the return that an investor earns on that new equity. The DCF

18 dividend growth rate, expressed as g b x r, is also referred to as the

19 internal or sustainable growth rate.

20

21

22

23

to



Direct Testimony of William A. Rigsby
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. SW-01303A-08-0227

1 If earnings and dividends both grow at the same rate as book value,

2 shouldn't that rate be the sole factor in determining the DCF growth rate?

3 No. Possible changes in the expected rate of return on either common

4 equity or the dividend payout ratio make earnings and dividend growth by

5 themselves unreliable. This can be seen in the continuation of Mr. Hill's

6 illustration on a hypothetical utility.

Table ll

Year 3

$10.82

Growth

7

8

9

10

11

12

13

14

Book Value

Equity Return

Earnings/Sh

Payout Ratio

Dividend/sh

Year 2

$10.40

10%

$1 .04

0.60

$0.624

15%

$1 .623

Year 5

$12,158

15%

$1 .824

0.60

5.00%

10.67%

16.20%

N/A

16.20%

Year 1

$10.00

10%

$1 .00

0.60

$0.60

0.60

$0.974

Year 4

$11 .47

15%

$1 .720

0.60

$1 .032 $1 .094

15

16 In the example displayed in Table II, a sustainable growth rate of four

17 percents exists in Year 1 and Year 2 (as in the prior example). In Year 3,

18 Year 4 and Year 5, however, the sustainable growth rate increases to six

19 percent.3 If the hypothetical utility in Mr. Hill's illustration were expected to

20 earn a fifteen-percent return on common equity on a continuing basis,

21 then a six percent long-term rate of growth would be reasonable.

22 However, the compound growth rates for earnings and dividends,

2 [ ( Year 2 Earnings/Sh - Year 1 Earnings/Sh ) + Year 1 Earnings/Sh ] : [ ( $1.04 - $1.00 )
$1 .00] = [ $0.04 + $1 .001 = 4.00%

3 1 ( 1 - Payout Ratio ) x Rate of Return ] = [ ( 1 - 0.00 ) x 15.00% 1 = 0.40 x 15.00% =0.00%

A.

Q.

11
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1 displayed in the last column, are 16.20 percent. If  this rate were to be

2 used in the DCF model,  the ut i l i ty's return on common equity would be

3 expected to increase by fifty percent every five years, [(15 percent 10

4 percent) - 1]. This is clearly an unrealistic expectation.

5 Although it is not illustrated in Mr. HilTs hypothetical example, a change in

6 only the dividend payout ratio will eventually result in a utility paying out

7 more in dividends than it earns. While it is not uncommon for a utility in

8 the real world to have a dividend payout ratio that exceeds one hundred

9 percent  on occasion,  i t  would be unreal is t ic  to expect  the pract ice to

10 continue over a sustained long-term period of time.

11

12

13

14

Other than the retention of internally generated funds, as illustrated in Mr.

Hil l 'S hypothet ical example, are there any other sources of new equity

capital that can inf luence an investor's growth expectations for a given

15 company?

16 The bes t

17

18

19

20

Yes,  a  company can ra ise new equi ty capi ta l  external ly.

example of external funding would be the sale of new shares of common

stock. This would create additional equity for the issuer and is often the

case wi th ut i l i t ies  that  are ei ther in the process of  acquir ing smal ler

systems or providing service to rapidly growing areas.

21

22

23

A.

Q.
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1 How does external equity financing influence the growth expectations held

2

3

4

5

6

7 base).

8

by investors?

Rational investors will put their available funds into investments that will

either meet or exceed their given cost of capital (i.e. the return earned on

their investment). In the case of a utility, the book value of a company's

stock usually mirrors the equity portion of its rate base (the utility's earning

Because regulators a l low ut i l i t ies the opportunity to earn a

reasonable rate of  re turn on rate base,  an investor would take in to

9 consideration the effect that a change in book value would have on the

10

11

12

rate of return that he or she would expect the utility to earn. If an investor

believes that a util ity's book value (i.e. the util ity's earning base) will

increase, then he or she would expect the return on the utility's common

13

14

15

stock to increase. If this positive trend in book value continues over an

extended period of time, an investor would have a reasonable expectation

for sustained long-term growth.

16

17

18

19

20

21

22

23

A.

Q.

A.

Q.

Please provide an example of how external f inancing affects a utility's

book value of equity.

As I explained earlier, one way that a utility can increase its equity is by

selling new shares of common stock on the open market. If  these new

shares are purchased at prices that are higher than those shares sold

previously, the utility's book value per share will increase in value. This

would increase both the earnings base of  the util ity and the earnings
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1 expectations of investors. However, if  new shares sold at a price below

2 the pre-sale book value per share, the after-sale book value per share

3 declines in value. If this downward trend continues over time, investors

4 might view this as a decline in the utility's sustainable growth rate and will

5 have lower expectations regarding growth. Using this same logic, if a new

6 stock issue sells at a price per share that is the same as the pre-sale book

7 value per share, there would be no impact on either the utility's earnings

8 base or investor expectations.

9

10 Please explain how the external component of  the DCF growth rate is

11 determined .

12 In his book, The Cost of Capital to a Public Utility,4 Dr. Gordon (the

13 individual responsible for the development of the DCF or constant growth

14 model) identified a growth rate that includes both expected internal and

15 external f inancing components. The mathemat ical expression for Dr.

16 Gordon's growth rate is as follows:

17

18 Q=(br)+(sv)

19 where: g DCF expected growth rate,

20 b the earnings retention ratio,

21 r the return on common equity,

4 Gordon, M.J., The Cost of Capital to a Public Utility, East Lansing, MI: Michigan State
University, 1974, pp. 30-33.

A.

Q.

14
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1 S the fraction of new common stock sold that

2 accrues to a current shareholder, and

3 V funds raised from the sale of stock as a fraction

4

5 and v

6 where: BV

7 MP

of existing equity.

1-i(Bv)+(mp)1

book value per share of common stock, and

the market price per share of common stock.

8

9

10

Did you include the effect of external equity financing on long-term growth

rate expectations in your analysis of expected dividend growth for the DCF

model?11

12

13

14

Yes. The external growth rate estimate (So) is displayed on Page 1 of

Schedule WAR-4, where it is added to the internal growth rate estimate

(Br) to arrive at a final sustainable growth rate estimate.

15

16

17

Please explain why your calculat ion of  external  growth on page 2 of

Schedule WAR-4, is the current market-to-book ratio averaged with 1.0 in

18

19

20

the equation [(M + B) + 1] + 2.

The market price of a utility's common stock will tend to move toward book

value, or a market-to-book ratio of 1.0, if regulators allow a rate of return

21

22

that is equal to the cost of capital (one of the desired effects of regulation).

As a result of this situation, I used [(M + B)+1] 2 as opposed to the

A.

A.

Q.

Q.

15
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1 current market-to-book ratio by itself to represent investor's expectations

2 that, in the future, a given utility will achieve a market-to-book ratio of 1.0.

3

4 Has the Commission ever adopted a cost of capital estimate that included

5 this assumption?

6 Yes. In a prior Southwest Gas Corporation rate cases, the Commission

7

8

9

10

adopted the recommendations of ACC Staff's cost of capital witness,

Stephen Hill, who I noted earlier in my testimony. in that case, Mr. Hill

used the same methods that I have used in arriving at the inputs for the

DCF model. His final recommendation for Southwest Gas Corporation

11

12

13

was largely based on the results of his DCF analysis, which incorporated

the same val id market-to-book ratio assumption that I have used

consistently in the DCF model as a cost of capital witness for RUCO.

14

15

16

17

18

19

How did you develop your dividend growth rate estimate?

I analyzed data on two separate proxy groups. A water company proxy

group comprised of four publicly traded water companies and a natural

gas proxy group consisting of ten natural gas local distribution companies

("LDC") which have similar operating characteristics to water providers.

20

21

22

5 Decision No. 68487, Dated February 23, 2006 (Docket No. G-01551A-04-0876)

A.

A.

Q.

Q.

16
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1 Why did you use a proxy group methodology as opposed to a direct

2 analysis of Arizona-American?

3

4

5

6

7

8

One of the problems in performing this type of analysis is that the utility

applying for a rate increase is not always a publicly traded company, as is

the case with Arizona-American i tself . Al though shares of  Ar izona-

American's holding company, American Water Works Company, Inc., are

traded on the New York Stock Exchange (NYSE) under the ticker symbol

AWK, there is no f inancial data available on dividends paid on publicly

9 held shares  o f  Ar izona-Amer ican or  any o f  the Company's  water  or

10

11

wastewater districts. Consequently it was necessary to create a proxy by

analyzing public ly t raded water companies and LDC's with similar r isk

characteristics.12

13

14

15

16

17

Are there any other advantages to the use of a proxy?

Yes. As I  noted ear l ier ,  the U.S.  Supreme Court  ru led in  the Hope

d e c i s i o n  t h a t  a  u t i l i t y  i s  e n t i t l e d  t o  e a r n  a  r a t e  o f  r e t u r n  t h a t  i s

commensura te  w i th  the  re turns  on inves tments  o f  o ther  f i rms  w i th

18

19

comparable risk. The proxy technique that I have used derives that rate of

return. One other advantage to using a sample of companies is that it

20

21

reduces the possible impact that any undetected biases, anomalies, or

measurement errors may have on the DCF growth estimate.

22

A.

A.

Q.

Q.

17
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1 Didn't you state earlier that Arizona-American is seeking rates for both its

2 water and wastewater operations in Arizona?

3 Yes, I did.

4

5

6

7

Why did you analyze only publicly traded water utilities and LDC's as

opposed to firms that provide wastewater service?

The use of water utilities and LDC's was necessitated by the fact that

8 there is a lack of financial and market information available on stand-alone

9 wastewater utilities. This in itself is not a problem, given the fact that both

10 water and wastewater ut i l i t ies share similar risk characterist ics. Both

11

12

types of utilities provide a basic service for which there are no substitutes

and are also subject to strict federal and state regulations.

13

14

15

16

17

18

19

20

21

22

23

What criteria did you use in selecting the companies that make up your

water company proxy for Arizona-American?

Three of the water companies used in the proxy are publicly traded on the

New York Stock Exchange ("NYSE"), and one of them, Southwest Water

Company is traded over the counter through the National Association of

Securities Dealers Automated Quotation System ("NASDAQ"). All four

water companies are followed by The Value Line Investment Survey

("Value Line") and are the same companies that comprise Value Line's

large capitalization Water Utility Industry segment of the U.S. economy

(Attachment A contains Value Line's October 24, 2008 update of the water

A.

A.

Q.

Q.

A.

Q.

18
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1 util i ty industry and evaluations of the four water companies used in my

2 proxy).

3

4

5

6

7

What companies comprise your water company proxy group?

My water company proxy group includes American States Water

Company (stock ticker symbol "AWR"), Aqua America, Inc. ("WTR"),

California Water Service Group ("CWT") and Southwest Water Company

8 ("SWWC").

that Arizona-American faces.

Each of these water companies face the same types of risk

9 For the sake of brevity, I will refer to each

10 of these companies by their appropriate stock ticker symbols henceforth.

11

12 Br ie f l y desc r ibe  t he  a reas  se rved  by t he  compan ies  in  your  wa te r

13

14

15

16

company sample proxy.

In addi t ion to prov id ing water  serv ice to res idents  of  Fountain Hi l ls ,

Ar izona,  through i t s  whol ly owned subs id iary Chaparra l  Ci t y W ater

Company, AWR serves communities located in Los Angeles, Orange and

17 San Bernard ino count ies  in  Cal i forn ia . CWT provides service to

18

19 Washington.

20

21

22

23

customers in seventy-f ive communit ies in Cali fornia,  New Mexico and

CW T's  pr inc ipa l  serv ice areas  are located in  the San

Francisco Bay area, the Sacramento, Salinas and San Joaquin Valleys

and parts of Los Angeles. SWWC owns and manages regulated systems

in Cal i fornia,  New Mexico,  Oklahoma and Texas. W TR is  a  ho ld ing

company for a large number of water and wastewater utilities operating in

A.

A.

Q.

Q.

19
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1 nine different states including Pennsylvania, Ohio, New Jersey, Illinois,

2 Maine, North Carolina, Texas, Florida and Kentucky.

3

4 Are these the same water companies that Arizona-American used in its

5 application?

6 Arizona-American's cost of equity witness, Dr. Bente Villadsen, used the

7 same four water companies included in my proxy. In addition to these four

8 companies, Dr. Villadsen also uses four other water companies in her

9 DCF and risk positioning (i.e. CAPM) anaIyses,6 which are included in

10 Value Line's Small and Mid Cap Edition.

11

12 Why did you exclude the water companies that are followed in Value

13 Line's Small and Mid Cap Edition?

14 Value Line does not provide the same type of forward-looking information

15 (i.e. long-term estimates on return on common equity and share growth)

16 on small and mid-cap companies that it provides on the four water

17 companies that I used in my proxy. Consequently, these water companies

18 are not as suitable as the ones that I have used in my analysis.

19

20 What criteria did you use in selecting the natural gas LDC's included in

21 your proxy for Arizona-American?

6 Connecticut Water Service, Inc., Middlesex Water Company, SJW Corp., and York Water Co.

A.

A.

Q.

Q.

Q.

20
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As are the water companies that I just described, each of the natural gas

LDC's used in the proxy are publicly traded on a major stock exchange (all

ten trade on the NYSE) and are followed by Value Line. Each of the ten

LDC's are tracked in Value Line's natural gas (distribution) industry

segment. All of the companies in the proxy are engaged in the provision

of regulated natural gas distribution services. Attachment B of my

testimony contains Value Line's most recent evaluation of the natural gas

proxy group that I used for my cost of common equity analysis

10 What companies are included your natural gas proxy

The ten natural gas LDC's included in my proxy (and their NYSE ticker

symbols) are AGL Resources, Inc. ("ATG"), At nos Energy Corp. ("ATO")

Laclede Group, Inc. ("LG"), New Jersey Resources Corporation ("NJR")

Nicor, Inc. ("GAS"), Northwest Natural Gas Co. ("NWN"), Piedmont

Natural Gas Company ("PNY"), South Jersey Industries, Inc. ("SJl")

Southwest Gas Corporation ("SWX"), which is the dominant natural gas

provider in Arizona, and WGL Holdings, Inc. ("WGL"). These are the

same ten LDC's that I analyzed recently in the UNS Gas, inc. proceeding

Docket No. G-04204A-06-0463

Q.

21
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1 Brief ly describe the regions of  the U.S.  served by the ten natural gas

2 LDC's that make up your sample proxy.

3 The ten LDC's listed above provide natural gas service to customers in the

4 Middle Atlantic region (i.e. NJI which serves portions of northern New

5 Jersey, SJI which serves southern New Jersey and WGL which serves the

6 Washington D.C. metro area), the Southeast and South Central portions

7 of the U.S. (i.e. ATG which serves Virginia, southern Tennessee and the

8 Atlanta, Georgia area and PNY which serves customers in North Carolina,

9

10

11

12

13

14

South Carolina and Tennessee), the South, deep South and Midwest (i.e.

ATO which serves customers in Kentucky, Mississippi, Louisiana, Texas,

Colorado and Kansas, GAS which provides service to northern and

western Illinois, and LG which serves the St. Louis area), and the Pacific

Northwest (i.e. NWN which serves Washington state and Oregon).

Portions of Arizona, Nevada and California are served by SWX.

15

16 Did the Company's witness also perform a similar analysis using natural

17

18

gas LDC's?

Yes, she did.

19

20

21

Does your sample of LDC's include all of the same companies that Dr.

Villadsen included in her sample?

22 Yes.

A.

A.

Q.

A.

Q.

Q.

22
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1 P leas e  exp la in  you r  DCF g row t h  ra t e  c a l c u la t i ons  f o r  t he  s am p le

2 companies used in your proxy.

3 Schedule WAR-5 provides retention ratios, returns on book equity, internal

4 growth rates, book values per share, numbers of shares outstanding, and

5 the compounded share growth for each of  the water and gas ut i l i t ies

6 included in my samples for the historical observation period 2003 to 2007.

7 Schedule WAR-5 also includes Value Line's projected 2008, 2009 and

8 2011-13 values for the retention ratio, equity return, book value per share

9 growth rate, and number of shares outstanding for both the water utilit ies

10 and the LDC's in my samples.

11

12

13

14

15

16

17

18

19

20

21

22

23

Please describe how you used the informat ion displayed in Schedule

WAR-5 to estimate each comparable utility's dividend growth rate.

In explaining my analysis,  I wil l  use American States Water Company,

( NY S E  s ym b o l  A W R)  a s  a n  e xa m p l e . The f i rs t  d iv idend growth

component that I evaluated was the internal growth rate. l used the "b x r"

fo rmula  (desc r ibed on page 9)  t o  mul t ip ly AW R's  earned re turn  on

common equity by its earnings retention ratio for each year in the 2003 to

2007 observation period to derive the utility's annual internal growth rates.

I used the mean average of this five-year period as a benchmark against

which I compared the projected growth rate trends provided by Value Line.

Because an investor is  more l ikely to be inf luenced by recent  growth

trends, as opposed to historical averages, the five-year mean noted earlier

A.

Q.

A.

Q.

23
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1 was used only as a benchmark figure. As shown on Schedule WAR-5,

2 Page 1, AWR's average internal growth rate of 2.51% over the 2003 to

3 2007 time f rame ref lects an upward trend that began during the 2004

4 operating period. AWR rebounded from non-meaningful negative growth

5 in 2003 to 1.01% in 2004. Internal growth climbed from 1.01% in 2004 to

6 3.79% during 2007. Value Line is predicting that growth will increase

7 steadily f rom 4.79% in 2008, to 7.18% during the 2011-13 time frame.

8 After weighing Value Line's increased projections on earnings, I believe

9 that a 6.75% rate of growth is reasonable for AWR.

10

11 Please continue with the external growth rate component portion of your

12

13

analysis.

Schedule WAR-5 demonstrates that the pattern of share's outstanding

14 increased from 15.21 million to 17.23 million from 2003 to 2007. Value

15

16

17

18

19

Line is predicting that this level will increase from 18.00 million in 2008 to

20.00 million by the end of 2013. Based on this data, I believe that a

3.25% growth in shares is not unreasonable for AWR. My f inal dividend

growth rate estimate for AWR is 7.98 percent (6.75 percent internal + 1.23

percent external) and is shown on Page 1 of Schedule WAR-4.

20

21

22

23

A.

Q.
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1 What is your average dividend growth rate estimate using the DCF model

2

3

4

for the sample water utilities?

Based on the DCF model,  my average dividend growth rate est imate is

7.66 percent as displayed on page 1 of Schedule WAR-4.

5

6

7

How  does  you r  av e rage  d i v i dend  g row t h  ra t e  es t im a t es  on  w a t e r

companies compare to the growth rate data published by Value Line and

8

9

10

11

12

13

14

15

16

17

other analysts?

Schedule WAR-6 compares my sustainable growth est imates With the

five-year projections of both Zacks (Attachment C) and Value Line. In the

case of  the water companies,  my 7.66 percent  est imate is  235 bas is

points higher than the 5.31 percent projection of analysts at Value Line

(which is an average of EPS, DPS and BVPS), and 102 basis points lower

than the 8.68 percent consensus opinions published by Zacks Investment

Research, Inc. ("Zacks"). My 7.66 percent estimate is 190 basis points

higher than the 5.76 percent  Value Line 5-year compound his tor ical

average also displayed in Schedule WAR-6. This indicates that investors

18 are expecting increased performance from water utilities in the future. On

19

20

balance, I would say my 7.66 percent estimate is a good representation of

the growth projections that are available to the investing public.

21

22

23

A.

A.

Q.

Q.
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1 Did you use the same approach to determine an average dividend growth

2 rate for the proxy comprised of natural gas LDC's?

3 Yes.

4

5

6

7

8

What is your average dividend growth rate estimate using the DCF model

for the sample natural gas utilities?

Based on the DCF model, my average dividend growth rate estimate is

6.81 percent, which is also displayed on page 1 of Schedule WAR-4.

9

10

11

12

How do your average dividend growth rate estimates on natural gas LDC's

compare to the growth rate data publ ished by Value Line and other

analysts?

13

14

15

16

In regard to the natural gas LDC's, my 6.81 percent estimate is 34 basis

points lower than the 7.15 percent consensus projections published by

Zacks,  and 201 basis po ints h igher than Value L ine 's 4.80 percent

projected estimates. As can also be seen on Schedule WAR-6, the 6.81

17

18

19

20

21

22

23

percent estimate that I have calculated is 125 basis points higher than the

5.56 percent average of the 5-year historic EPS, DPS and BVPS means of

Value Line and 107 basis points higher than the 5.74 percent f ive-year

compound historical average of  Value Line data (on EPS, DPS and

BVPS). In fact, my 6.81 percent estimate is 133 basis points higher than

the combined Value Line and Zacks averages of 5.48 percent. As with

water companies, this indicates that investors are expecting increased

A.

A.

Q.

A.

Q.

Q.

26



Direct Testimony of William A. Rigsby
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. SW-01303A-08-0227

1 performance from natural gas distribution companies in the future. In the

2 case of the LDC's I would say that my 6.81 percent est imate, which is

3 higher than Zack's projections and higher than Value Line's forecasts, is a

4 fair representation of the growth projections presented by securities

5 analysts at this point in time.

6

7

8

9

How did you calculate the dividend yields displayed in Schedule WAR-3?

For both the water companies and the natural gas LDC's I used the

estimated annual dividends, for the next twelve-month period, that

10

11

appeared in Value Line's October 24, 2008 Ratings and Reports Water

Services Industry update and Value Line's December 12, 2008 Ratings

12 and Reports Natural Gas (Distribution) update. I  then div ided those

13

14

15

16

f igures by the eight -week average pr ice per share of  the appropr iate

utility's common stock. The eight-week average price is based on the

daily closing stock prices for each of the companies in my proxies for the

period November 3, 2008 to December 26, 2008.

17

18

19

Based on the results of  your DCF analysis,  what is your cost of  equity

capital est imate for the water and natural gas ut i l i t ies included in your

20

21

22

23

A.

A.

Q.

Q.

sample?

As shown in Schedule WAR-2, the cost of equity capital derived from my

DCF analysis is 11.19 percent for the water utilities and 11.16 percent for

the natural gas LDC's.
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1 Capital Asset Pricing Model (CAPM) Method

2 Please explain the theory behind CAPM and why you decided to use it as

3 an equity capital valuation method in this proceeding.

4 CAPM is a mathematical tool that was developed during the early 1960's

5 by William F. Sharped, the Tim ken Professor Emeritus of Finance at

6 Stanford University, who shared the 1990 Nobel Prize in Economics for

7 research that eventually resulted in the CAPM model. CAPM is used to

8 analyze the relationships between rates of return on various assets and

9 risk as measured by beta.9 In this regard, CAPM can help an investor to

10 determine how much risk is associated with a given investment so that he

11 or she can decide if  that investment meets their individual preferences.

12 Finance theory has always held that as the risk associated with a given

13 investment  increases,  so should the expected rate of  return on that

14 investment and vice versa. Accord ing to  CAPM theory,  r isk can be

15 classified into two specific forms: nonsystematic or diversifiable risk, and

16 systematic or non-diversifiable risk. While nonsystematic risk can be

17 virtually eliminated through diversification (i.e. by including stocks of

18 various companies in various industries in a portfolio of securities),

8 William F. Sharpe, "A Simplified Model of Portfolio Analysis," Management Science, Vol. 9, No.
2 (January 1963), pp, 277-93.

9 Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of
a market portfolio of assets. It is a measure of systematic or non-diversifiable risk. The returns
on a stock with a beta of 1,0 will mirror the returns of the overall stock market. The returns on
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock
market, and if a stock's beta is less than 1.0, its returns are less volatile or riskier than the overall
stock market.

A.

Q.

28



Direct Testimony of William A. Rigsby
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. SW-01303A-08-0227

1 systematic risk, on the other hand, cannot be eliminated by diversification.

2 Thus, systematic risk is the only risk of importance to investors. Simply

3 stated, the underlying theory behind CAPM states that the expected return

4 on a given investment is the sum of a risk-free rate of return plus a market

5

6

risk premium that is proportional to the systematic (non-diversifiable risk)

associated with that investment. In mathematical terms, the formula is as

7 follows:

8

9

10 where: k

k=ff+ 'f3(l'm-l'fl]

the expected return of a given security,

11 ff risk-free rate of return,

12 13 beta coefficient, a statistical measurement of a

13

14 rm

15 rm ' if =

security's systematic risk,

average market return (e.g. S&P 500), and

market risk premium.

16

17

18

What types of financial instruments are generally used as a proxy for the

risk-free rate of return in the CAPM model?

19

20

Generally speaking, the yields of U.S. Treasury instruments are used by

analysts as a proxy for the risk-free rate of return component.

21

22

23

A.

Q.
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1 Please explain why U.S. Treasury instruments are regarded as a suitable

2 proxy for the risk-free rate of return?

3 As cit izens and investors,  we would l ike to bel ieve that  U.S. Treasury

4 securities (which are backed by the full faith and credit of the United

5 States Government) pose no threat of default no matter what their maturity

6 dates are. However, a comparison of various Treasury instruments will

7

8

reveal that those with longer maturity dates do have slightly higher yields.

Treasury yields are comprised of two separate components," a true rate

9 of interest (believed to be approximately 2.00 percent) and an inflationary

10 expectation. When the true rate of interest is subtracted from the total

11 treasury yield, all that remains is the inflationary expectation. Because

12 increased inflation represents a potential capital loss, or risk, to investors,

13 a higher inflationary expectation by itself represents a degree of risk to an

14 investor. Another  way of  looking at  th is  is  f rom an opportuni ty cos t

15 standpoint. When an investor locks up funds in long-term T-Bonds,

16 compensat ion must  be prov ided for  fu ture inves tment  oppor tuni t ies

17 foregone. This is often described as maturity or interest rate risk and it

18 can af fec t  an investor  adversely i f  market  rates  increase before the

19 instrument matures (a rise in interest rates would decrease the value of

20 the debt instrument). As discussed earlier in the DCF portion of my

10 As a general rule of thumb, there are three components that make up a given interest rate or
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk
premium. The approximate risk premium of a given security can be determined by simply
subtracting a 91-day T-Bill rate from the yield on the security.

A.

Q.

30



Direct Testimony of William A. Rigsby
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. SW-01303A-08-0227

testimony, this compensation translates into higher rates of returns to the

investor

What security did you use for a risk-free rate of return in your CAPM

analysis?

I used the most recent yield on a 5-year U.S. Treasury instrument which

was published in Value Line's January 2, 2009 Selection and Opinion

publication. (Attachment E). This resulted in a risk-free (ff) rate of return

of 1.50 percent

11

12

Why did you use the yield on a 5-year year U.S. Treasury instrument as

opposed to a short-term T-Bill?

While a shorter term instrument, such as a 91-day T-Bill, presents the

lowest possible total risk to an investor, a good argument can be made

that the yield on an instrument that matches the investment period of the

asset being analyzed in the CAPM model should be used as the risk-free

rate of return. Since utilities in Arizona generally file for rates every three

to five years, the yield on a 5-year U.S. Treasury Instrument closely

matches the investment period or, in the case of regulated utilities, the

period that new rates will be in effect

Q.
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How did you calculate the market risk premium used in your CAPM

analysis?

I used both a geometric and an arithmetic mean of the historical returns on

the S&P 500 index from 1926 to 2007 as the proxy for the market rate of

return (rm). For the risk-free portion of the risk premium component (rf), I

used the geometric mean of the yields of intermediate-term government

bonds for the same eighty-one year period. The risk premium (rm - rf) that

results by using these inputs is 5.10 percent (10.40% 5.10%)

The risk premium that results by using the arithmetic mean calculation is

6.80 percent (12.30% - 5.50% %)

How did you select the beta coefficients that were used in your CAPM

analysis?

The beta coefficients (B), for the individual utilities used in both my proxy

groups, were calculated by Value Line and were current as of October 24

2008 for the water companies and December 12, 2008 for the natural gas

LDC's. Value Line calculates its betas by using a regression analysis

between weekly percentage changes in the market price of the security

being analyzed and weekly percentage changes in the NYSE Composite

Index over a five-year period. The betas are then adjusted by Value Line

for their long-term tendency to converge toward 1.00.

coefficients for the service providers included in my water company

sample ranged from 0.95 to 1.10 with an average beta of 1.01. The beta

The beta
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1 coefficients for the LDC's included in my natural gas sample ranged from

2 0.65 to 0.75 with an average beta of 0.70.

3

4 What are the results of your CAPM analysis?

5

6

7

8

9

10

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation

using a geometric mean to calculate the risk premium results in an

average expected return of 6.66 percent for the water companies and 5.07

percent for the natural gas LDC's. My calculation using an arithmetic

mean results in an average expected return of 8.39 percent for the water

companies and 6.26 percent for the natural gas LDC's.

11

12 Please summarize the results derived under each of the methodologies

13

14

15

presented in your testimony.

The fol lowing is a summary of  the cost of  equity capital derived under

each methodology used :

16

METHOD RESULTS17

18

19

20

21

22

23

DCF (Water Sample)

DCF (Natural Gas Sample)

CAPM (Water Sample)

CAPM (Natural Gas)

11.19%

11.16%

6.66% - 8.39%

5.07% - 6.26%

A.

Q.

A.

Q.
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1 Based on these results, my best est imate of an appropriate range for a

2 cost  of  common equity for Arizona-American is  5.07 percent  to 11.19

3 percent. My final recommendation for Arizona-American is 8.88 percent.

4

5 Q How did you arrive at your recommended 8.88 percent cost of common

6

7

8

9

equity?

My recommended 8.88 percent cost of common equity is the average of

my DCF and CAPM results.  The calculat ion can be seen on Page 3 of

Schedule WAR-1 .

10

11

12

13

14

How does your recommended cost of equity capital compare with the cost

of equity capital proposed by the Company?

The 11.75 percent cost of equity capital proposed by the Company is 287

basis points higher than the 8.88 percent cost of equity capital that l am

15 recommending.

16

17 Current Economic Environment

18 Please explain why i t  is  necessary to cons ider the current  economic

19 env ironment  when performing a cost  of  equi ty capi ta l  analys is  for  a

20

21

regulated utility.

Consideration of the economic environment is necessary because trends

22

23

in interest rates, present and projected levels of inflation, and the overall

state of the U.S. economy determine the rates of return that investors earn

A.

Q.

A.

A.

Q.
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1 on their invested funds. Each of these factors represent potential risks

2 that must be weighed when estimating the cost of equity capital for a

3 regulated utility and are, most often, the same factors considered by

4 individuals who are also investing in non-regulated entities.

5

6 Please discuss your analysis of the current economic environment.

7 My analysis includes a brief review of the economic events that have

8 occurred since 1990. Schedule WAR-8 displays various economic

9 indicators and other data that I will refer to during this portion of my

10 testimony.

11 In 1991, as measured by the most recently revised annual change in

12 gross domestic product ("GDP"), the U.S. economy experienced a rate of

13 growth of negative 0.20 percent. This decline in GDP marked the

14 beginning of a mild recession that ended sometime before the end of the

15 first half of 1992. Reacting to this situation, the Federal Reserve Board

16 ("Federal Reserve" or "Fed"), then chaired by noted economist Alan

17 Greenspan, lowered its benchmark federal funds rate" in an effort to

18 further loosen monetary constraints - an action that resulted in lower

19 interest rates.

20

11 This is the interest rate charged by banks with excess reserves at a Federal Reserve district
bank to banks needing overnight loans to meet reserve requirements. The federal funds rate is
the most sensitive indicator of the direction of interest rates, since it is set daily by the market,
unlike the prime rate and the discount rate, which are periodically changed by banks and by the
Federal Reserve Board, respectively.

A.

Q.
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1 During this same period, the nation's major money center banks followed

2 the Federal Reserve's lead and began lowering their interest rates as well.

3 By the end of the fourth quarter of 1993, the prime rate (the rate charged

4 by banks to their best customers) had dropped to 6.00 percent from a

5 1990 level of 10.01 percent. In addit ion, the Federal Reserve's discount

6 rate on loans to its member banks had fallen to 3.00 percent and short-

7 term interest rates had declined to levels that had not been seen since

8 1972.

9

10

11

12

13

14

15

16

Although GDP increased in 1992 and 1993,  the Federal Reserve took

steps to increase interest rates beginning in February of 1994, in order to

keep inflation under control. By the end of 1995, the Federal discount rate

had risen to 5.21 percent. Once again, the banking community followed

the Federal Reserve's moves. The Fed's strategy, during this period, was

to engineer a "soft  landing." That  is  to say that  the Federal Reserve

wanted to foster a situation in which economic growth would be stabilized

17 without incurring either a prolonged recession or runaway inflation.

18

19 Did the Federal Reserve achieve its goals during this period?

20 Yes. The Fed's strategy of  decreasing interest rates to st imulate the

21

22

23

economy worked. The annual change in GDP began an upward trend in

1992. A change of 4.50 percent and 4.20 percent were recorded at the

end of 1997 and 1998 respect ively. Based on daily reports that  were

A.

Q.
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1 presented in the mainstream print and broadcast media during most of

2 1999, there appeared to be little doubt among both economists and the

3 public at large that the U.S. was experiencing a period of robust economic

4 growth highlighted by low rates of unemployment and inflation. Investors,

5 who believed that technology stocks and Internet company start-ups (with

6 little or no history of earnings) had high growth potential, purchased these

7 types of issues with enthusiasm. These types of investors, who exhibited

8 what former Chairman Greenspan described as "irrational exuberance,ll

9 pushed stock prices and market indexes to all time highs from 1997 to

10 2000.

11

12 What has been the state of the economy since 2001 '?

13

14

15

16

17

18

19

20

21

22

23

The U.S. economy entered into a recession near the end of the first

quarter of 2001. The bullish trend, which had characterized the last half of

the 1990's, had already run its course sometime during the third quarter of

2000. Economic data released since the beginning of 2001 had already

been disappointing during the months preceding the September 11, 2001

terrorist attacks on the World Trade Center and the Pentagon. Slower

growth figures, rising layoffs in the high technology manufacturing sector,

and falling equity prices (due to lower earnings expectations) prompted

the Fed to begin cutting interest rates as it had done in the early 1990's.

The now infamous terrorist attacks on New York City and Washington

D.C. marked a defining point in this economic slump and prompted the

A.

Q.
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1 Federal Reserve to continue its rate cutting actions through December

2 2001 . Prior to the 9/11 attacks, commentators, reporting in both the

3 mainstream financial press and various economic publications including

4 Value Line, believed that the Federal Reserve was cutting rates in the

5 hope of avoiding a recession.

6

7

8

9

Despite several intervals during 2002 and 2003 in which the Federal Open

Market Committee ("FOMC") decided not to change interest rates - moves

which indicated that the worst may be over and that the recession might

10 have bottomed out during the last quarter of 2001 a lackluster economy

11

12

persisted. The continuing economic malaise and even fears of possible

deflation prompted the FOMC to make a thirteenth rate cut on June 25,

13 2003. The quarter point cut reduced the federal funds rate to 1.00

14 percent, the lowest level in forty-five years.

15

16

17

18

19

Even though some signs of economic strength, mainly attributed to

consumer spending, began to crop Ur) during the latter part of 2002 and

into 2003, Chairman Greenspan appeared to be concerned with sharp

declines in capital spending in the business sector.

20

21

22

23

During the latter part of 2003, the FOMC went on record as saying that it

intended to leave interest rates low "for a considerable period." After its

two-day meeting that ended on January 28, 2004, the FOMC announced
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1 " tha t  w i th  in f la t ion  ' qu i t e  low '  and p len ty o f  excess  capac i t y in  t he

2 economy, policy-makers 'can be patient in removing its policy

3 3CC0mm0d3ti0n_12"

4

5 What actions has the Federal Reserve taken in terms of interest rates

6

7

8

9

10

11

12

13

14

15

16

since the beginning of 2001?

As noted earlier, from January 2001 to June 2003 the Federal Reserve cut

interest rates a total of thirteen times. During this period, the federal funds

rate fell from 6.50 percent to 1.00 percent. The FOMC reversed this trend

on June 29, 2004 and raised the federal funds rate 25 basis points to 1.25

percent. From June 29, 2004 to January 31, 2006, the FOMC raised the

federal funds rate thirteen more times to a level of 4.50 percent.

The FOMC's January 31, 2006 meeting marked the f inal appearance of

Alan Greenspan, who had presided over the rate setting body for a total of

eighteen years. On  t ha t  s am e day,  Greens pan ' s  s uc c es s or ,  Ben

Bernanke, the former chairman of the President 's Council of Economic

17

18

19

20

Advisers and a former Fed governor under Greenspan from 2002 to 2005,

was confirmed by the U.S. Senate to be the new Federal Reserve chief.

As expected by Fed watchers, Chairman Bernanke picked up where his

predecessor lef t  of f  and increased the federal funds rate by 25 basis

21

22

po in t s  dur ing  each o f  t he  next  t h ree  FOMC meet ings  fo r  a  t o ta l  o f

seventeen consecutive rate increases since June 2004, and raising the

12 Wolk, Martin, "Fed holds interest rates steady," MSNBC, January 28, 2004.

A.

Q.

39



Direct Testimony of William A. Rigsby
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. SW-01303A-08-0227

1 federal funds rate to a level of  5.25 percent. The Fed's rate increase

2 campaign f inally came to a halt at the FOMC meeting held on August 8,

3 2006, when the FOMC decided not to raise rates.

4

5 What was the reaction in the financial community to the Fed's decision not

6 to raise interest rates?

7

8

9

As in the past,  banks fol lowed the Fed's lead once again and held the

prime rate to a level of 8.25 percent, or 300 basis points higher than the

federal funds rate of 5.25 percent established on June 29, 2006.

10

11

12

How did analys ts  v iew the Fed's  ac t ions  between January 2001 and

August 2006?

13

14

15

16

17

18

19

According to an article that appeared in the December 2, 2004 edition of

The Wall Street Journal, the FOMC's decision to begin raising rates two

years ago was viewed as a move to increase rates from emergency lows

in order to avoid creating an inflation problem in the future as opposed to

slowing down the strengthening economy." in other words, the Fed was

trying to head off inflation before it  became a problem. During the period

following the August 8, 2006 FOMC meeting, the Fed's decisions not to

13 McKinnon, John D. and Greg IP, "Fed Raises Rates by a Quarter Point," The Wall Street
Journal, September 22, 2004.

A.

A.

Q.

Q.
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1 raise rates were viewed as a gamble that a slower U.S. economy would

2 help to cap growing inflationary pressures."'

3

4 Was the Fed attempting to engineer another "soft landing", as it did in the

5 mid-nineties, by holding interest rates steady?

6 Yes, however, as pointed out in an August 2006 article in The Wall Street

7 Journal by E.S.  Browning,  so f t  land ings  -  l i ke  the  one that  the  Fed

8 managed to pull off during the 1994-95 time frame, in which a recession or

9 a bear market were avoided - rarely happen'5. Since it began increasing

10 the federal funds rate in June 2004, the Fed had assured investors that it

11 would increase r a t e s  a t  a  " m e a s u r e d "  p a c e . Many ana l ys t s  and

12 economists  interpreted th is  language to mean that  former Chairman

13 Greenspan would be cautious in increasing interest rates too quickly in

14 order to avoid what is considered to be one of  the Fed's few blunders

15 during Greenspan's tenure - a series of increases in 1994 that caught the

16 financial markets by surprise after a long period of low rates. The rapid

17 rise in rates contributed to the bankruptcy of Orange County, California

18 and the Mexican peso crisis According to Mr. Browning, at the time that16

19 his art icle was published, the hope was that Chairman Bernanke would

14 Ip, Greg, "Fed Holds Interest Rates Steady As Slowdown Outweighs Inflation," The Wall Street
Journal Online Edition, August 8, 2006.

15 Browning, E.s, "Not Too Fast, Not Too Slow..
21, 2006.

'1 The Wall Street Journal Online Edition, August

16 Associated Press (AP), "Fed begins debating interest rates"USA Today, June 29, 2004.
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1 succeed in slowing the economy "just enough to prevent serious inflation,

2 but  not  enough to choke of f  growth. " In other words,  "a 'Goldi locks

3 economy,' in which growth is not too hot and not too cold.
as

4

5

6

7

8

9

10

11

12

13

14

Was the Fed's attempt to engineer a soft landing successful during the

period that followed the August 8, 2006 FOMC meeting?

It would appear so. Articles published in the mainstream financial press

were generally upbeat on the economy during that period. An example of

this is an article written by Nell Henderson that appeared in the January

30, 2007 edition of The Washington Post. According to Ms. Henderson, "a

year into [Fed Chairman] Bernanke's tenure, the [economic] picture has

turned considerably brighter. Inflation is falling, unemployment is low,

wages are rising, and the economy, despite continued problems in

housing, is growing at a brisk clip.1,17

15

16

17

18

19

20

What has been the state of the economy over the past two years?

Reports in the mainstream financial press during the majority of 2007

reflected the view that the U.S. economy was slowing as a result of a

worsening situation in the housing market and higher oil prices. The

overall outlook for the economy was one of only moderate growth at best.

17 Henderson, Nell, "Bullish on Bernanke" The Washington Post, January 30, 2007.

A.

A.

Q.

Q.

42



Direct Testimony of William A. Rigsby
Arizona-American Water Company
Docket No. W-01303A-08-0227
Docket No. SW-01303A-08-0227

1

2

Also during this period the Fed's key measure of inflation began to exceed

the rate setting body's comfort level.

3 On August 7, 2007, the FOMC decided not to increase or decrease the

4

5

6

federa l  funds  ra te  for  the n in th  s t ra ight  t ime and le f t  i t s  target  ra te

unchanged at 5.25 percent.18 At the time of the Fed's decision, analysts

speculated that a rate cut over the next several months was unlikely given

7

8

the Fed's concern that inflation would fail to moderate. However, during

this same period, evidence of an even slower economy and a possible

9

10

11

12

13

recession was beginning to surface. Within days of the Fed's decision to

stand pat on rates, a borrowing crises rooted in a deterioration of the

market for subprime mortgages and securities linked to them, forced the

Fed to inject $24 billion in funds (raised through open market operations)

into the credit markets.19 By Friday, August 17, 2007, after a turbulent

14 week on Wall Street, the Fed made the decision to lower its discount rate

15

16

17

18

19

(i.e. the rate charged on direct loans to banks) by 50 basis points, from

6.25 percent to 5.75 percent, and took steps to encourage banks to

borrow from the Fed's discount window in order to provide liquidity to

lenders. According to an article that appeared in the August 18, 2007

edition of The Wall Street Journal, 20 the Fed had used all of its tools to

18 up, Greg, "Markets Gyrate As Fed Straddles Inflation, Growth" The Wall Street Journal, August
8, 2007

19 In, Greg, "Fed Enters Market To Tamp Down Rate" The Wall Street Journal, August 9, 2007

20 Ip, Greg, Robin Sidel and Randall Smith, "Fed Offers Banks Loans Amid Crises" The Wall
Street Journal, August 9, 2007
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1 restore normalcy to the financial markets. If the markets failed to settle

2 down, the Fed's only weapon lef t  was to out  the Federal Funds rate

3 possibly before the next  FOMC meet ing scheduled on September 18,

4 2007.

5

6 Did the Fed out rates as a result  of  the subprime mortgage borrowing

7 crises?

8

9

10

12

13

14

15

16

17

Yes. At  i ts  regularly scheduled meet ing on September 18,  2007,  the

FOMC surprised the investment community and cut both the federal funds

rate and the discount rate by 50 basis points (25 basis points more than

what was anticipated). This brought the federal funds rate down to a level

of 4.75 percent. The Fed's  act ion was seen as an ef for t  to curb the

aforementioned slowdown in the economy. Over the course of the next

four months,  the FOMC reduced the Federal funds rate by a total 175

basis points to a level of 3.00 percent - mainly as a result of concerns that

the economy was slipping into a recession. This included a 75 basis point

reduction that occurred one week prior to the FOMC's meeting on January

18 29, 2008.

19

20

21

22

What recent actions have the Fed taken in regard to interest rates?

The Fed made two more rate cuts which included a 75 basis point

reduction in the federal funds rate on March 18, 2008 and an additional 25

23 basis point reduction on April 30, 2008. The Fed's decision to cut rates

A.

A.

Q.

Q.
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was based on its belief that the slowing economy was a greater concern

than the current rate of inflation (which the majority of FOMC members

believed would moderate during the economic slowdown). As a result ofL I

the Fed's actions. the federal funds rate was reduced to a level of 2.00

percent. From April 30, 2008 through September 16, 2008, the Fed took

no further action on its key interest rate. However, the days before and

after the Fed's September 16, 2008 meeting saw longstanding Wall Street

firms such as Lehman Brothers, Merrill Lynch and AIG failing as a result of

their subprime holdings. By the end of the week, the Bush administration

had announced plans to deal with the deteriorating financial condition

which had now become a worldwide crisis. The administrations actions

included Treasury Secretary Henry Paulson's request to Congress for

$700 billion to buy distressed assets as part of a plan to halt what has

been described as the worst financial crisis since the 1930's". Amidst this

turmoil, the Fed made the decision to cut the federal funds rate by another

50 basis points in a coordinated move with foreign central banks on

October 8, 2008. This was followed by another 50 basis point cut during

the regular FOMC meeting on October 29, 2008. At the time of this

writing, the federal funds target rate now stands at 0.25 percent, the result

of a 75 basis point cut announced on December 16, 2008. The Fed's

up, Greg, "Credit Worries Ease as Fed Cuts, Hints at More Relief" The Wall Street Journal
March 19. 2008

Solo ran. Deborah. Michael R. Crittenden and Damian Paletta. "U.S. Bailout Plan Calms
Markets, But Struggle Looms Over Details" The Wall Street Journal, September 20, 2008
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1 discount rate is at 0.50 percent, a level not seen since 1940s.23 Based on

2 data released during the early part of  December 2008, the U.S. is now

3 officially in a recession which began in December of 2007.

4

5

6

Putting this all into perspective, how have the Fed's actions since 2000

affected benchmark rates?

7

8

U.S. Treasury instruments are for the most part still at historically low

levels. The Fed's actions have also had the overall effect of reducing the

9

10

11

cost of many types of business and consumer loans. As can be seen in

Schedule WAR-8, the previously mentioned federal discount rate (the rate

charged to the Fed's member banks), has fallen to 0.50 percent from 4.75

12 percent in 2007.

13

14

15

16

17

18

19

20

21

What has been the trend in other leading interest rates over the last year?

As of December 23, 2008, the leading interest rates have all dropped from

the levels that existed a year ago (Attachment C). The prime rate has

fallen from 7.25 percent a year ago to 3.25 percent. The benchmark

federal funds rate, just discussed, has decreased from 4.25 percent, in

December 2007, to a level of 0.25 percent (as a result of the December

16th rate cut discussed above). The yields on all of the maturities of U.S.

Treasury instruments exhibited in my Attachment C have also decreased

23 Hilsenrath, Jon, "Fed Cuts Rates Near Zero to Battle Slump" The Wall Street Journal,
December 17, 2008

A.

A.

Q.

Q.
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1 over the past  year. A previous t rend,  described by former Chairman

2 Greenspan as a "conundrum"24, in which long-term rates fell as short-term

3 rates  increased,  thus  creat ing a somewhat  inver ted yie ld curve that

4 ex i s t ed  as  l a t e  as  J une  2007 ,  i s  c om p le t e l y rev e rs ed  and  a  m ore

5 traditional yield curve (one where yields increase as maturity dates

6 lengthen) presently exists (Attachment C). The 5-year Treasury yield,

7 used in my CAPM analysis,  has fal len from 3.70 percent,  in December

8 2007, to 1.50 percent as of December 23, 2008. The 1-Year Treasury

9 constant maturity rate also decreased from 3.46 percent over the past

10 year to 0.35 percent. These current yields are considerably lower than

11 corresponding yields that  existed during the early ninet ies and at  the

12 beginning of the current decade (as can be seen on Schedule WAR-8).

13

14 What is the current outlook for the economy?

15 Value Line's analysts have been decidedly pessimistic in their outlook on

16 the economy as of late and had this to say in their Economic and Stock

17 Market Commentary that appeared in the December 12, 2008 edit ion of

18 Value Line's Selection and Opinion publication:

19
20
21
22
23
24
25
26

The economic picture continues to darken, with data recently showing
additional slippage in manufacturing activity (to a 26-year low), a sharp
decline in construction spending, and another setback in
nonmanufacturing. Add to this, expectations for a weak hol iday
shopping season and for new turmoil in the housing and automobile
industries and it is not hard to make a case that the current quarter could
see a drop in the U.S. gross domestic product of 3% to 5%.

24 Wolk, Martin, "Greenspan wrestling with rate 'conundrum'," MSNBC, June 8, 2005

A.

Q.
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1 Value Line's analysts went on to state:

2
3
4
5
6
7
8
9

We face several difficult quarters up ahead. Our sense is that the first
and second quarters of 2009 will see declines in business activity of 2%
to 3%, as the broad contraction in the economy drones on for a possible
six to nine months more. At this point, none of the consumer and
industrial markets that we view as critical to a sustained revival in
economic activity (such as the housing, retail, auto, and manufacturing
sectors) appears to be even close to bottoming out.

10 What is Value Line's outlook for credit availability and interest rates?

11 In the recent Selection and Opinion publication noted above, Value Line's

12 analysts had this to say:

13
14
15
16
17
18
19
2 0
21

Challenges wil l await the Obama Administration and the Federal
Reserve. Those challenges are likely to center around the need for
greater credit availability, more lending by the banks, the adoption of a
program to revive the auto industry, the passage of an effective stimulus
plan, and, possibly, further in interest rate cuts. How well these issues
are addressed will go a long way toward determining the severity of the
recession, which the National Bureau of Economic Research now claims
has been under way since December of 2007.

Value Line's analysts continued to state:22
2 3
24
2 5
2 6
2 7
2 8
2 9

It is likely to be late next year before we see a durable economic
comeback start to take hold. Once that recovery does unfold, it is likely
to be led, ironically, by the housing market, which was the first area of
the economy to falter and could be the first to revive thanks to falling
home prices and lower mortgage rates.

30 How has the current economic environment of lower interest rates affected

31 various regulated utility industries as a whole?

32 Value Line analyst Nils C. Van Liew took note of the environment of low

33 interest rates that existed in the early part of 2007. In Value Line's Electric

34 Utility (East) Industry update dated March 2, 2007, Mr. Van Liew had this

35 to say:

A.

A.

Q.

Q.
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1
2
3
4
5
6
7
8
9

10

Low Interest Rates. Several factors are, no doubt, driving the electric
utilities' strong share-price performance. Perhaps most important is a
benign interest-rate environment. Utilities frequently tap the credit
markets to fund their operations. (Low interest rates mean they can cost
effectively build new power plants and maintain existing ones.) "Cheap
money" also tends to drive economic expansion, thereby increasing
electricity demand. That said, interest rates should remain relatively low,
though the likelihood that the Federal Reserve eases (monetary) policy is
small, given persistent inflation concerns.

11 While Mr. Van Liew's views appeared in Value Line's Electric Utility

12 Industry update, I believe his comments hold true for all regulated utilities

13 including the water and natural gas distribution segments. Given the fact

14 that interest rates are even lower now than they were at the time of Mr.

15 Van Liew's writing, and A-rated utility bond rates are currently lower than

16 their 2007 averages (Schedule WAR 8), I believe that his views are still

17 valid.

18

19 Has the subprime mortgage crises had an impact on borrowing?

20 Yes. The situation has had a strong impact on liquidity for both banks and

21 the capital markets. Hopefully the actions of both the U.S. Treasury and

22 the Fed will succeed in eliminating the credit crunch that presently exists

23 and restore the credit markets to their pre-subprime status.

24

25 How are water utilities faring in the current economic environment?

26 Although there are some concerns regarding long-term infrastructure

27

A.

A.

Q.

Q.

requirements, water utilities appear to be doing well according to Value
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1 Line analyst Andre J. Costanza. In the October 24, 2008 quarterly update

2 on the water utility industry Mr. Costanza stated the following:

3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

The Water Utility Industry has held up relatively well over the past few
months. Although the broad market has been sent into a tailspin by
growing economic uncertainties and a tightening credit market, water
utility stocks have given little, if any, ground, and have thus jumped into
the middle of the pack of The Value Line Investment Survey for
Timeliness. Companies here are enjoying an increasingly favorable
regulatory environment, but the primary reason for the share-price
strength boils down to their perceived safety. Indeed, because of the
steady stream of income these stocks generate and the necessity for
water itself, the group provides shelter for investors looking to get out of
the treacherous economic waters that have been pulling many under
without having to take too conservative a stance. With no end to the
volatility in sight, these stocks are likely to continue outpacing the broad
market averages over the coming six to 12 months.

18 What has been the trend in Value Line's return on common equity

19 projections for the water utility industry over the last seven years?

20 Up until 2005, and with the exception of 2003, Value Line's analysts have

21 been making downward projections on water industry book returns on

22 common equity ("ROE"). In addition to the downward trend in projections

23 that I just addressed (exhibited in Attachment D), Value Line's analysts

24 have been somewhat more opt imist ic in their forward-looking one-year

25 and long-term projections. As can be seen in the chart below, Value

26 Line's analysts have been somewhat high in their coming year projections

27 on ROE.

A.

Q.
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2.0%

0.0%I
I
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1 2 4 5

2001 Thru 2006 Observation Period

3 6

1

2 T he  bar  char t  above  i l l us t ra t es  Va lue  L ine ' s  wa t e r  u t i l i t y i ndus t ry

3 projections on ROE (the lighter bar identified as series 1), over the 2001 to

4 2006 period, versus the actual returns (the darker bar identified as series

5 2) that actually occurred during that same time frame (observation periods

6 1 through 6). The actual basis point spreads between the Value Line

7 projections and the actual returns on ROE are as follows:

Y ear

Value Line
Protected

Actual Book
Return on ROE Difference

8
9

10
11
12
13
14
15
16
17

2001
2002
2003
2004
2005
2006

11.0%
11.0%
10.5%
11.0%
11.0%
11.0%

10.7%
11.1%
8.8%
9.0%
9.8%
9.0%

-30 Basis Points
+10 Basis Points
-170 Basis Points
-200 Basis Points
-120 Basis Points
-200 Basis Points

18 As can be seen above, with the exception of the 2002 operating period,

19 Value Line's analyst's projections on water utility ROE's from one year out

20 were 30 to 200 basis points higher than the actual returns booked by the

21 water utilities. This is why I rarely rely on projections at face value, and
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1 only use Value Line's and Zacks' analyst's projections as guides in

2 developing my growth estimates for the DCF model. According to the

3 most recent Value Line update for the water utility industry, average

4 returns on common equity for the industry are expected to range from 6.00

5 percent in 2008 to 7.50 percent through the end of 2013.

6

7

8

After weighing the economic information that you've just discussed, do you

believe that the 8.88 percent cost of equity capital that you have estimated

9 is reasonable for Arizona-American?

10

11

12

13

14

15

16

I believe that my recommended 8.88 percent cost of equity will provide

Arizona-American with a reasonable rate of return on the Company's

invested capital when economic data on interest rates (that are low by

historical standards), the current slowdown in growth in new housing

construction, and the Fed's ability to keep inflation in check are all taken

into consideration. As I noted earlier, the Hope decision determined that a

utility is entitled to earn a rate of return that is commensurate with the

t7 returns it would make on other investments with comparable risk. I

18

19

believe that my cost of equity analysis, which is an average of the results

of both the DCF and CAPM models, has produced such a return.

20

21

22

23

A.

Q.
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1 COSTOF DEBT

2 Have you reviewed the costs associated on Arizona-American's various

3 debt issuances?

4

5

Yes. Based on information provided by Arizona-American in ACC Staff

data request PMC 15.1, I have arrived at my recommended cost of debt of

6 5.46 percent.

7

8 CAPITAL STRUCTURE

9

10

11

12

What capital structure are you proposing for Arizona-American?

Relying again on information provided by Arizona-American in ACC Staff

data request PMC 15.1, I am recommending a blanket capital structure,

for each of the seven systems included in the Company's filing, comprised

13 of approximately 55.2 percent debt and 44.8 percent common equity.

14

15

16

Is Arizona-American's capital structure in line with industry averages?

No. Arizona-American's capital  s t ructure is  heavier in debt  than the

17

18

19

20

capital structures of the other water companies included in my cost of

capital analysis (Schedule WAR-9). The capital  s t ructures for those

utilit ies averaged 50.2 percent for debt and 49.8 percent for equity (49.8

percent common equity + 0.1 percent preferred equity).

21

22

23

A.

A.

Q.

Q.

A.

Q.
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1 In terms of risk, how does Arizona-American's capita! structure compare to

2

3

4

5

6

7

8

9

10

11

12

the water utilities in your sample?

The water  u t i l i t i es  in  my sample  wou ld  be  cons idered  as  hav ing  a

somewhat lower level of f inancial risk (i.e. the risk associated with debt

repayment) because of their lower levels of debt. The additional financial

risk due to debt leverage is embedded in the cost of equities derived for

those companies through the DCF analysis. Thus,  the cost  of  equity

derived in my DCF analysis is applicable to companies that are not as

leveraged and, theoretically speaking, not as risky than a utility with a level

of debt similar to Arizona-American's. In the case of  a public ly t raded

company, such as those included in my proxy, a company with Arizona-

American's level of debt would be perceived as having a somewhat higher

13 level of financial risk.

14

15

16

17

Have you made an adjustment to your DCF estimate based on this

perception of higher financial risk?

No, I have not.

18

19 Why have you decided not to make an upward adjustment to Arizona-

20

21

American's cost of common equity?

In prior Arizona-American cases I have made such an adjustment and in

22

23

some cases I have even done so in conjunction with a hypothetical capital

structure. In this case I have decided not to make such an adjustment

A.

A.

Q.

Q.

A.

Q.
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1 because I believe that the Company should start making a concerted effort

2 to increase its level of common equity in order to achieve a more balanced

3 capital structure. I should point out that ACC staf f  has taken such a

4 position in other cases before the Commission and have placed utilities on

5 notice that the use of  hypothetical capital structures to improve their

6 operating incomes may not be a given in future rate cases.

7

8 WEIGHTED COST OF CAPITAL

9

10

11

12

13

14

15

How does the Company's proposed weighted cost of capital compare with

your recommendation?

The Company has proposed a weighted cost of capital of 8.40 percent.

This composite f igure is the result of  a weighted average of  Arizona-

American's proposed 5.46 percent cost of debt and 11.75 percent cost of

equity capital. The Company-proposed 8.40 percent weighted cost of

capital is 140 basis points higher than the 7.00 percent weighted cost that

16 I am recommending.

17

18

19

20

21

22

23

A.

Q.
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1 COMMENTS on ARIZONA-AMERICAN'S COST OF EQUITY CAPITAL

2 TESTIMONY

3

4

5

6

How does your recommended cost of equity capital compare with the cost

of equity capital proposed by the Company?

The 11.75 percent cost of equity capital proposed by the Company is 287

basis points higher than the 8.88 percent cost of equity capital that I am

7 recommending.

8

9

10

11

12

13

14

Who estimated the Company-proposed cost of equity capital?

As noted earlier Dr. Bente Villadsen, a principal of the Brattle Group, a

consulting firm located in Cambridge, Massachusetts, estimated the

Company-proposed cost of equity capital. Dr. Villadsen estimated a cost

of common equity to be within a range of 11.00 percent to 12.50 percent.

Her final recommendation is 11.75 percent. In arriving at her

15

16

17

18

recommended cost of equity, Dr. Villadsen employs an after tax weighted

average cost of capital ("ATWACC") methodology which was advocated

by Dr. A. Lawrence Kolbe, also of the Bratt le Group, in a prior Arizona-

American proceeding that involved the Company's Paradise Valley Water

19 District.

20

21

22

23

A.

A.

Q.

Q.
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1 Did the Commission adopt Dr. Kolbe's ATWACC methodology in the

2 Company's Paradise Valley Water District proceeding?

3 No. Dr. Kolbe's ATWACC methodology for estimating the cost of equity

4 capital for the Company's Paradise Valley Water District was rejected by

5 - - 25the Commlsslon 1

6

7

8

Has the Commission adopted the results of the ATWACC methodology in

any other Arizona-American cases that have been before the

9 Commission?

10 No.

11

12

13

Does your silence on any of the issues, matters or findings addressed in

the testimony of Dr. Viliadsen or any other witness for Arizona-American

14 Constitute your acceptance of their positions on such issues, matters or

15

16

findings?

No, it does not.

17

18

19

Does this conclude your direct testimony on the cost of capital issues in

Arizona-Americans filing?

20 Yes, it does.

25 Decision No. 68858, Dated July 28, 2006

A.

A.

A.

Q.

Q.

A.

Q.

Q.
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Composite Statistics: Water fumy Industry

2004 2005 2006 2007 2008 2009 11-13
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127.1

1256.9

148.2

3454.1

d5.8

3100.0

d278.0

3925

360

4300

450

Revenues ($mIII)

net Profit (Small)

5275

600

39.1%

1.0%

40.5%

14%

NMF

3.7%

NMF

NMF

38.0%

5.0%

40.0%

5.0%

Income Tax Rate

AFUDC % to Net Profit

38.5%

5.0%

49.1 %

50.7%

50,4%

49.5%

54.0%

45.9%

50.1%

49.9%

52.0%

48.0%

53.0%

47.0%

Long-Tema Debt Ratio

Common Equity Ratio

52.0%

48.0%

27B2.1

3836.9

6.0%

3049.9

4200.7

6.3%

1211112

13308.3

1.6%

10790.6

11522.4

NMF

12950

15180

5.0%

13600

16125

5.5%
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Return on Total Cap'I

16225

18350

6.0%

9.0%

9.0%

38%

9.8%

NMF

NMF

NMF

NMF

6.0%

6.0%

7.0%

7.0%

Return on Shr. Equity

Return on Com Equity

7.5%

7.5%

3.1 %

65%

3.7%

62%

NMF

NMF

NMF

NMF

3.0%

51%

3.0%

57%

Retained to Com Et

All Divlds to Ne! Prof

3.5%

56%

25.4

.79

6.1 %

29.4

1.57

5.2'3'

NMF

NMF

2.0'V

NMF

NMF

2.6%
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Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yi€id

18.0

1.20

2.4%
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costumers. But those days may well be coming to an end
Commissions have been handing down more timely and
favorable general rate cases in recent months, auguring
well for utilities going forward

L o n g - T e r m  L i m i t a t i o n s

Despi te the favorable backdrop current  economic  con
ed i t i ons  and more f r i end ly  regu la t i ons  c reate ,  t here  are
s ome c onc erns .  The c os t s  o f  ma in t a in i ng c ur ren t  wat er
s y s t em s  i n  t he  Un i t ed  S t a t es  c on t i nue  t o  c l i m b  and  do
not  appear  t o  be  s l owing down.  Many  s y s t ems  are  ov er
the century  mark  and requi re  s ign i f i cant  upkeep or  even
r e b u i l d i n g .  C o u p l e d  w i t h  i n c r e a s i n g l y  s t r i n ge n t  E P A
r e q u i r e m e n t s ,  i n f r a s t r u c t u r e  r e p a i r s  a r e  l i k e l y  t o  r e
qui re  hundreds  of  m i l l i ons  of  do l lars  in  maintenance the
coming decade.  However,  many  do not  have the f inances
t o  f o o t  t h e  b i l l  a n d  w i l l  h a v e  t o  t a p  f i n a n c e  a n d  d e b t
m ark e t s  t o  do  s o ,  o r ,  i n  t he  c as e  o f  s m a l l e r  opera t o rs
c l os e  up  s hop .  T ha t  s a i d ,  M & A  ac t i v i t y  i s  ex pec t ed  t o
remain  a t  a  f ev er i s h  pac e

The Water Utility Industry has held up rely
lively well over the past few months. Although the
broad market has been sent into a tailspin by
growing economic uncertainties and a tightening
credit market, water utility stocks have given
little, if any, ground, and have thus jumped into
the middle of the pack of The Value Line Invest
went Survey for Timeliness. Companies here are
enjoying an increasingly favorable regulatory en
vironment, but the primary reason for the share
price strength boils down to their perceived
safety. Indeed, because of the steady stream of
income these stocks generate and the necessity for
water itself, the group provides shelter for inves-
tors looking to get out of the treacherous co
comic waters that have been pulling many under
without having to take too conservative a stance.
With no end to the volatility in sight, these stocks
are likely to continue outpacing the broad market
averages over the coming six to 12 months

The long-term picture is not as rosy, unfortu-
nately. Yes, industry fundamentals are improving,
but increasingly stringent infrastructure costs
threaten to wipe out most of these gains stemming
from regulatory reform. And while some of the
larger entities in the group will be able to pick off
smaller players incapable of meeting the increase
in capital requirements, even many of them do
not have the funds to stay afloat and will have to
look to outside financiers

C o n c l u s i o n

E c o n o m i c  B a c k d r o p

T h e  e c o n o m y  h a s  go n e  i n t o  s h o c k  a n d  w i l d  m a r k e t
s w i n gs  a p p e a r  t o  h a v e  b e c o m e  c o m m o n p l a c e  o f  l a t e .
w i t h  t h e  f e d e r a l  go v e r n m e n t ' s  b a i l  o u t  o f  b i g  b a n k s
f a i l i n g  t o  s t i m u l a t e  t h e  e c o n o m y  a s  h o p e d ,  v i s i b i l i t y
s u r round i ng a  mark e t  rec ov ery  has  been  c l ouded  ev en
fur ther .  Water  u t i l i t i es  wi l l  probably  benef i t  f rom such a
m a r k e t  e n v i r o n m e n t ,  a s  m a n y  o n  W a l l  S t r e e t  l o o k  t o
l im i t  t he  r i s k  p ro f i l e  o f  t he i r  por t f o l i os

R e g u l a t o r y  I m p r o v e m e n t s

We have reversed course wi th regard to ent ry  in to the
Wa t e r  U t i l i t y  i n d u s t r y  a n d ,  f o r  t h e  f i r s t  t i m e  i n  r e c e n t
memory ,  are adv is ing inves tors  to  cons ider  es tab l i sh ing
a  p o s i t i o n  h e r e .  T h e  e c o n o m i c  b a c k d r o p  i s  l i k e l y  t o
r e m a i n  d i f f i c u l t  f o r  t h e  f o r e s e e a b l e  f u t u r e  a n d  t h e s e
s tocks  s tand to be the benef ic iar ies .  as  inves tors  look  to
r i d e  o u t  t h e  r o u gh  i n v e s t m e n t  w a t e r s  i n  l e s s  v o l a t i l e
a r e a s  o f  t h e  m a r k e t .  T h e  i n d u s t r y ' s  h e a l t h y  d i v i d e n d
y i e l d s  o u gh t  t o  wh e t  t h e  a p p e t i t e  o f  a n x i o u s  p a r t i c l e
p a n t s .  T h a t  s a i d ,  t h e  3 -  t o  5 ~ y e a r  p r o s p e c t s  o f  t h e s e
s t oc k ' s  a re  no t  as  p rom i s i ng,  w i t h  t he  a f o rem en t i oned
i n f r a s t r u c t u r e  e x p e n d i t u r e s  a n d  n e c e s s a r y  f i n a n c i n g
h o v e r i n g  o v e r  s h a r e h o l d e r  r e t u r n s . A m e r i c a n  W a t e r
W o 1 1 < s  i s  a n  e x t r e m e l y  i n t r i gu i n g p l a y ,  b u t  i t s  s h o r t
t r a d i n g  h i s t o r y  a d d s  s o m e  u n c e r t a i n t y  t o  i t s  f u t u r e
t r a d i n g p a t t e r n s .  A l t h o u gh A qua  A m er i c a ' s aggress ive
acquis i t i on  game p laces  i t  a top our  l i s t  f o r  apprec ia t i on
p o t e n t i a l ,  i t  a l s o  i n c r e a s e s  i t s  r i s k  p r o f i l e . A m er i c an
States  Water is  now ranked 2 (Above Average) for  T ime
l iners ,  and i t  i s  on our  recommended l i s t  f or  t he coming
s i x  t o  12  mont hs

W a t e r  u t i l i t y  c o m p a n i e s  h a v e  l o n g c o m e  u p  o n  t h e
shor t  end in  regards  to  regulatory  back ing.  The author i -
t i es ,  pu t  i n  p l ac e  i n  an  e f f o r t  t o  m a i n t a i n  a  ba l anc e  o f
p o w e r  b e t w e e n  c u s t o m e r s  a n d  p r o v i d e r s ,  a s  w e l l  a s
ensure fa i r  bus iness  prac t ices ,  have tended to s ide wi th

Andre J Costanza
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18.10
3.05
2.00
1.08

Revenues per sh
"Cash FlOW" per sh
Earnings per sh A
Div'd DecI'd per sh Bl

21.25
4.65
265
1.24

4.00
18.90

Cap'I Spending per sh
Book Value per sh

4.25
19.50

18.50 Common She 0um'g c 20.00
H IS Ana

L in e

Are s

Avg Ann'I PIE Ratlo
Relative PIE Rartio
Avg Ann'l Div'd Yield

22.0
1.45

2.2%

335
37.5

Revenues ($mill)
Net Profrl($milI)

425
53.0

40.0%
5.0%

Income Tax Rate
AFUDC v. to Net Profit

40.0%
Nil

44.0%
56.0%

Long-Term Debt Ratio
Common Equity Ratio

44.5%
55.5%

625
865

Total Capital ($mill)
Net Plant ($min)

700
sea

7.5%
10.5%
10.5%

Return on Total Cap'l
Return on Shr. Equity
Return on Com Equity

9.0%
13.5%
13.5%

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 z002 2003
10.10
1.81
1.15
.77

9.27
1.67
1.11
.79

10.43
1.68
.95
.50

11.03
1.75
1.03
.81

11.37
1.75
1.13
.BE

11.44
1.85
1.04
.83

11.02
2.04
1.08
.84

12.91
2.26
1.19
.as

12.17
2.20
12a
.86

13.08
2.53
1.35
av

13.75
2.54
1.34
.87

13.98
2.08
.78
.88

2.31
8.85

1.90
9.95

2.43
10.07

2.19
10.29

2.40
11.01

2.58
11.24

3.11
11.48

4.30
11.a2

3.03
12,74

318
13.22

2.58
14.05

3.76
13.97

9.96 11.71 11.77 11.77 13.33 13.44 13.44 13.44 15.12 15.12 15.18 15.21

10.6
.64

6.3%

13.4
.79

5.3%

12.8
.84

8.6%

11.6
.78

6.7%

12.6
.79

5.8%

14.5
.84

5.5%

15.5
.81

5.0%

17.1
.97

4.2%

15.9
1.03

4.2%

15.7
.86

3.9%

18.3
1.00

3.6%

31.9
1.82

3.5%

2004
13.61
2.23
1.05
.89

5.03
15.01
16.75
23.2
1.23

3.6%

228.0
16.5

37.4%

47.7%
52.3%
480.4
664.2
5.2%
5.6%
6.6%

2005
14.06
2.54
1.32
.90

4.24
15.72
16.80
21.9
1.17

3.1%

236.2
22.5

47.0%

50.4%
49.5%
532.5
713.2
5.4%
8.5%
8.5%

2006
15.76
2.89
1.33
.91

3.91
16.64
17.05
27.7
1.50
2.5%

268.6
23.1

40.5%
12.2%
48.6%
51.4%
551.6
750.6
6.0%
8.1%
8.1%

2007
17.49
331
1.62
.98

2.89
17.53
17.23
24.0
1.26
2.5%

301.4
28.0

42.6%
8.5%

46.9%
53.1%
568.4
776.4
6.7%
9.3%
9.3%

2008
17.60
3.55
1.85
1.00
4.45

18.35
18.00

Bold fig
Value
destin

317
33.0

40.0%
5.0%

45.5%
54.5%

605
825

7.0%
10.0%
10.0%

CAPITAL STRUCTURE as of 6/30/08
TotalDebt$324,4 mill. Due in 5 Yrs $50.0 mill.
LT Debt$267.1 mill. LT Interest$22.0 mill.
(LT interest earned: 5.1x:total interest
coverage: 4.7x) (46% ofCap'l)

Leases, Uncapitalized:None
PenslonAssels-12/01$70.9 mill.
Oblig.$83.4 mill.
Pfd StockNone.

Common Stock17,253,910 she.
MARKET CAP' $800 million (Small Cap)

2007 6/30/082006

1.7
16.1

1.6
43.7
63.1
29.1
37.8
27.4
94.3

314%

3.2
14.8

1.6
44.8
64.4
24.0
32.5
29.3
85.9

268%

.4
28.2
1.7

41 .7
70.0
34.9
57.3
27.1

h a s
300%

CURRENT POSITION
(SMILL)

Cash Assets
Receivables
Inventory (Avg Cst)
Other
Current Assets
Accts Payable
Debt Due
Other
Current Liab.
Fix. Chg. Cov.

Past
5 Yrs.
4.0%
4.0%
1.5%
1.5%
4.5%

Est'd '05-'07
in '11-'13

5.0%
8.0%

11.0%
5.0%
2.5%

Past
10 Yrs.

3.5%
5.0%
3.0%
1.0%
4.5%

ANNUAL RATES
ofchange(per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2005

2006

2007

2008

2009

49.8
64.3
72.3
68.9
74.0

68.1
75.0
75.8
85.8
89.0

57.8
66.3
74.0
82.0
86.0

60.5
63.0
79.3
80.3
86.0

236.2
268.6
301.4
317
335

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun. 30 Sep. 30 Dec. 31

Full
Year

2005

200s

2001

2008

2009

.47

.32

.44

.60

.65

.22

.35

.40

.30

.33

.34

.35

.42

.53

.55

.29

.30

.35

.42

.41

1.32
1.33
1.62
1.85
2.00

Cal-
endar

QUARTERLY DIVIDENDS PAID Bu
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

2005

2001

2008

.225

.225

.235

.250

.221

.225

.225

.235

.250

.221

.225

.225

.235

.250

.221

.225

.225

.235

.250

.89

.90

.91

.98

148.1
14.6

173.4
16.1

184.0
18.0

197.5
20.4

209.2
20.3

212.7
11.9

40.9% 48.0% 45.7% 43.0% 383% 43.5%

43.6%
55,7%

51 .0%
48.4%

47.5%
51.9%

54,9%
44.7%

52.0%
48.0%

52.0%
48.0%

277.1
414.8

328.2
449.5

371.1
509,1

447.6
539.8

444.4
563.3

442.3
602.3

7,0%
94%
9.4%

6.6%
10.0%
10.1%

6.4%
9.2%
9.3%

6.1%
10.1%
10.1%

5.5%
9.5%
9.5%

4.6%
5.6%
5.6%

2.1%
78%

2.9%
72%

3.0%
68%

3.6%
65%

3.3%
65%

NMF
113%

1.0%
84%

2.8%
67%

2,7%
67%

3.9%
58%

4.5%
55%

5.5%
53%

Retained to Com Eq
All Div'ds to Net Prof

7.5%
47%

ere in the dry of Big Bear Lake and in areas of San Bernardino
County. Acquired Chaparral City Water of Arizona (10100). Has
roughly 572 employees. Of6cers a directors own 4.4% of common
stock (4108 Proxy). Chairman: Lloyd Ross. President & CEO: Floyd
Wicks. Inc: CA. Addr.: 630 East Foothill Boulevard, San Dimers, CA
91773. Tele.: 909-394-3600. Internet: wvvw.aswater.com

BUSINESS: American States Water Co operates as a holding
company. Through its principal subsidiary, Golden State Water
Company, it supplies water to more than 250,000 customers in 75
communities in tO counties. Service areas include the greater
metropolitan areas of Los Angeles and Orange Counties. The com-
pany also provides electric utility services to nearly 23,250 custom-

quently, we've bumped up our 2008 and
2009 earnings estimates by 12% and 8%,
to $1.85 and $2.00, respectively.
These shares have moved up a couple
of notches on our Timeliness system
and are now ranked 2 (Above Aver-
age). They've inched up a bit since our
July review, despite the difficulties of the
overall market. We think this issue will
likely continue to better the broad market
over the coming six to 12 months, bene-
fiting from the continued regulatory im-
provements mentioned above, as well as
the issue's more conservative bent, namely
the healthy income stream it provides.
Still, the stock does not stand out for
3- to 5-year appreciation potential.
The financial cupboard is barren, meaning
that the lofty infrastructure costs that we
suspect to persist will have to be funded
by outside financiers. The troubles of the
debt markets make share offerings a bit
more l ikely, but either method would
dilute the future shareholder gains we en-
vision, as well as l imit the company's
ability to take advantage of a highly frag-
mented industry landscape.
Andre .L Costanza October 24, 2008

Improvements on the regulatory front
are helping American States Water.
With more favorable backing from the Cal-
ifornia Public Utilities Commission
(CPUC) in place, the utility provider was
able to overcome the difficult backdrop
that conservation efforts (related to the
federal proclaimed June 5th state wide
drought created, posting a 26% earnings
growth in the second quarter. Indeed, ap-
proved rate increases added roughly $5.5
million to the top line and boosted water
margins by $3.0 million. Recently filed
general rate cases for Region II and III
should result in meaningful annual rate
increases effective the beginning of 2009.
There may be additional support on
the horizon. Now that more timely and
company-friendly rulings seem to have be-
come more commonplace, the revamped
CPUC can work on implementing some of
the regulatory mechanisms laid out in the
California Water Action Plan of 2005. If
so, the company stands to benefit from the
adoption of the water revenue adjustment
mechanism, which attempts to limit the
effects of weather conditions and generate
more-stable earnings patterns. Conse-

26.5
14,8

Target Price Range
2011 2013

80

60
50
40

30
25
20

15
l**ll,l1l"ii

10
-7.5

Company's Financial Strength
Stock's Price siabiiity
Price Growth Persistence
Eamings Predictability

B++(A) Primary earnings. Excludes nonrecurring (B) Dividends historically paid in early March
gains: '91, 73¢, '92, 13¢, '04, 14¢, '05, 25¢, June, September, and December. l Div'd rein
06, 6¢. Next earnings report due early Novem- vestment plan available
Ber. May not add due to rounding (C) In millions, adjusted for splits
o 2008, Value Line Publishing, Inc. All rights resewed. Factual material is obtained from sources believed 10 be reliable and is provided without warranties d an
THE PUBLISHER IS NOT RE PONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly lot subscriber's own, non-commercial, internal use. No pan
cl it may be reproduced, resold, stored of transmitted in any printed, electronic or other farm. or used for generating or marketing any printed or electronic publication, service or product

III III!



CALIFORNIA WATER NYSE-CWT 34.34RECENT
PRICE
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12.29

1.92

1.09

.93

13,34

2.25

1.35

.96

1259

2 0 2

1.22

.99

13.17

2.07

1,17

1.02

14,48

z,s0

1.51

1.04

1548

2.92

1.83

1.08

14,75

2.60

1.45

1.07

15.96

2.75

1,53

1 0 9

16,16

2.52

1 3 1

1.10

15.26

2.20

.94

1,12

17.33

2.55

1.25

1.12

16.37

2.51

1.21

1.12

17.18

2.83

1.46

1.13

17.44

3.03

1.47

1.14

16.20

2.71

1.34

1.15

17.75

3.12

1.50

1.16

18.60

3.45

1.70

1.17

19.55

3.75

1.95

1.18

Revenues per sh

"Cash Flow" per sh

Eamings per sh A

Div'd DecI'd per sh s I

21.30

4.50

2.55

1.30

3.09

10.51

2.53

10.90

2.26

11.56

2 1 7

11.72

2.83

12.22

2.51

13.00

2,74

1338

3 4 4

13.43

2.45

12.90

4 0 9

12,95

5.82

13.12

4.39

14.44

3.73

15.66

4.01

15.79

4.28

18.15

3.68

18.50

3.90

19.30

1 9 5

20.00

Cap'I Spending per sh

Book Value per sh c

4.75

21.90

11,38 11.38 12.49 12.54 12.62 12.52 1252 1294 15.15 15.18 1515 16.93 18.37 18.39 20.66 20.67 21.25 22.00 Common Shs 0uts t 'g ° 23.50

14.1

.86

6.1%

13.6

.80

5.2%

1 4 1

.92

5.8%

13.7

.92

6.4%

11.9

.75

5.8%

12.6

.73

4.6%

17.8

.93

4.2%

17.8

1 0 1

4.0%

19.5

1.27

4.3%

27,1

1 3 9

4,4%

19.8

1.08

4.5%

22.1

1.26

4.2%

20.1

1.06

3.9%

24.9

1.33

3.1%

29.2

1.58

2.9%

26.1

1.37

3.0%

sou Hg
Value
ester

:res an
Line
Ares

Avg Ann'I PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

22.0

1.45

2.4%

CAPITAL STRUCTURE as of 5/30/08
Total Debt $314.0 mill.  Due in 5 Yrs $25.0 mill.
LT Debi $288.3 mill. LT Interest $20.5 mill.

(LT interest earned: 2.7x, total inf. coy.: 2.6x)

Pension Assets-12/07 $85.3 mill.
Obllg. $105.8 mill.

Pfd Stock $3.5 mm. Pfd Div 'd $.15 mill.
139 000 shares, 4.4% cumulative ($25 par).

Common Stock 20,716,702 she.
as of 8/1/08
MARKET CAP: $700 million (Small Cap)

186.3

18.4

206.4

19.9

244.8

20.0

246.8

14.4

253.2

19.1

277.1

19.4

315.6

26.0

320.7

21.2

334.7

25.6

367.1

31.2

395

36.0

430
43.0

Revenues ($miII)
Net Profit ($miII)

500

60.0

36.4% 37.9% 42.3% 39.4% 391% 39.9%

10.3%

39.6%

3.2%

42.4%

3.3%

37.4%

10.6%

39.9%

8.3%

40.0%

5.0%

40.0%

5.0%

Income Tax Rate

AFUDC % to Net Profit

40.0%

5.0%

44.2%

54.7%

46.9%

52.0%

48.9%

50.2%

50.3%

48.8%

553%

440%

50.2%

49.1 %

48.6%

50.8%

48.3%

51.1%

43.5%

55.9%

42.9%

56.6%

42.0%

51.5%

41.0%

58.5%

Long-Term Debt Ratio

Common Equity Ratio

43.0%

57.0%

308.6

478.3

333.8

515.4

388.8

582.0

402.7

624.3

453.1

697.0

498.4

759.5

565.9

800.3

568.1

862.7

670.1

941.5

674.9

1010.2

710

1055

750

1100

Total Capital ($milf)
Net Plant ($mill)

900

1250

7.8%

10.7%

10.8%

7.8%

11.2%

11.4%

B.8%

10.0%

10.1%

5.3%

7.2%

7.2%

5 9 %

9.4%

9.5%

5.6%

7.8%

7.9%

6.1%

8.9%

9.0%

5.3%

9.3%

9.3%

5.2%

6.8%

6.8%

5.9%

8.1%

8.1%

6.5%

9.0%

9.0%

7.0%

10.0%

10.0%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

8.0%

11.5%

11.5%

2.8%

74%

3.5%

70%

1.8%

B2%

NMF

119%

1.0%

90%

.7%

91%

2.1%

77%

2.1%

78%

1 .0%

86%

1.8%

77%

2.5%

69%

4.0%

60%

Retained to Com Eq

All Div'ds to Net Prof

5.5%

51%2007 6/30/082006

60 .3
49 .3

109.6

33 .1
1 .8

35 .3
70.2

3 1 7 %

6.1
63 .0
69.1

46 .9
25 .7
4 0 . 3

112.9

4 0 0 %

8 .7
53 .3
60 .0

36 .7
2 .7

30 .3

69 .7

3 6 5 %

CURRENT POSITION
(smaLL.)

Ca s h Assets
Othe r
Current  Asse ts

Acc ts  Payable
Debt Due
Other
Current  L iab.

Fix. Chg.  Co v .

Revenue breakdown, '07: res ident ia l,  69%, bus iness, 18% public

authorities, 5%, industrial, 5%, other, 3%. '07 reported depreciation

rate: 2.2%. Has roughly 890 employees. Chairman: Robert w. Foy.

Pres ident & CEO: Peter C. Nelson (4108 Proxy).  Inc . :  Delaware.

Address: 1720 North First Street, San Jose, California 95112-4598.

Telephone: 408-367~8200. Internet: www.calwatergroup.com,

BUSINESS: California Water Service Group provides regulated and

nonregula ted water serv ice to  roughly  463,600 cus tomers  in BE

communit ies  in Cali fornia,  W ashington, New Mexico, and Hawai i .

Main serv ice areas: San Francisco Bay area, Sacramento Valley,

Sa linas  Va lley ,  San Joaquin Va lley  a .  par ts  o f  Los  Ange les .  Ac -

quired National Util i ty Company (5104), Rio Grande Corp. (11100).

adjustment mechanism ought to better al-
low the company to recover incurred costs
and make for a smoother earnings stream
going forward. Consequently, we've raised
our 2008 and 2009 share-earning es-
timates by a dime a piece, to $1.70 and
$1.95, respectively.
W e l ike the diversi f icat ion st rategy
that is being employed. Management
has completed the acquisition of Waikoloa
Water and Wastewater Systems, which
provides services to resort areas in
Hawaii. This is its second purchase there
this year and should limit geographic-
specific weather constraints.
These shares do not  s tand out
They are ranked 3 (Average) for Timeli-
ness and offer below-average 3- to 5-year
appreciation potential, due to the high in-
frastructure costs we envision persisting.

. but may whet the appetite of risk-
averse investors. CWT has not given
much ground since our July review, a
novelty in such a tumultuous market envi-
ronment. Investors may favor the stock's
steady returns and healthy dividend yield
until there is evidence of market recovery.
Andre J Costanza October 24, 2008

Cal i fornia W ater Service Group has
been the beneficiary of vast changes
in the Cal i forn ian regulatory inf ra-
structure. The company reported second-
quarter earnings of $0.48, 30% better than
the year before. More impressive was the
fact that California, where the company
does the bulk of its business, was under
conservation guidelines, due to drought-
like conditions. Revenues surged 10%, to
$105.6 million, in the period, with rate in-
creases responsible for nearly two-thirds of
the jump. The California Public Utilities
Commission (CPUC) has undergone a sig-
nificant change in methodology of late,
creating a more favorable backdrop for
utility providers.
We suspect that things wi l l  continue
to improve. Short ly after the second
quarter ended, the CPUC approved a
settlement between its Division of
Ratepayer Advocates and CWT, authoriz-
ing rate increases totaling $33.4 million,
as well as authoring additional requests in
the remaining districts. Meanwhile, as per
an earlier agreement, several new regu-
latory decisions went into effect July let.
The implementation of a water revenue

Est 'd '05-'07
to '11-'13

3 . 5 %
7.0%

10.0%
2 . 0 %
4 . 0 %

Pas!
10 Yrs.

2 . 0 %
1 .5%

-0.5%
1.0%
3 . 5 %

ANNUAL RATES
of change (per sh)
Re v e nue s
"Ca s h F lo w"
E a mi ngs
Div i dends
Bo o k Va lue

Pas t
5 Yrs.

0 . 5 %
4 . 0 %
4 . 5 %
0 . 5 %
5 . 0 %

Cal-
endar

QUARTERLY REVENUES (S mill.)
M a r . 3 1  J u n . 3 0  Se p . 3 0  D e c . 3 1

Full
Year

2005

2006

2007

2008

2009

77.8

80.6

85.9

92.0

100

101.1

107.8
113.8

124.5

1a5

81.5
81.1

95.8

105.6

115

60.3

65.2

71.6

72.9

80.0

320.7

334.7

367.1

395

430

Cal-
endar

EARNINGS PER SHARE A

Mar.31 J un. 3 0  Se p. 3 0 Dec.31
Full
Year

2005

2005

2007

200B

2009

.32

.31

.39

.43

.46

.71

.58

.67

.78

8 3

.03

.04

.07

.01

.12

.41

.31

.37

.48

.54

1.47

1.34

1.50

1.70

1.95

Cal-
endar

QUARTERLY DIVIDENDS PAID B I

Ma r . 3 1  J un. 3 0  Se p. 3 0 Dec.31

Full
Year

2004

2005

2006

2007

2008

.283

.285

.2875

.290

.283

.285

.2875

.290

.293

.283

.285

.2875

.290

.293

.283

.285

.2875

.290

.293

1.13

1.14

1.15

1,16

32 . 0
22 . 6

Target Price Range
2011 2013

I

80

60
50
40

30
25
20

15

w
-7.5

.1111 l l l l l l l III
-11-13

(A) Basic EPS. Excl.  nonrecurr ing gain ( loss):
'00, (7¢),  '01, 4¢, 02, 8¢. Next earnings report
due la t e  O f .

(B) Dividends histor ically paid in mid-Feb.,
May,  Aug. ,  and Nov.  I  Div'd reinvestment  plan
available.

C) Incl.  deferred charges. In '07: $69.7 mill. ,
3.37lsh.

(D) In millions, adjusted for split .

Company's Financial Strength
Stock's Price snabmry
Price Growth Persistence
Earnings Predictability

B++

Q 2008, Value Line Publishing), Inc. All riots reserved. Factual material is obtained from sources believed to be reliaNce and is provided without warranties of any kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly lot subscriber's own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other farm, Ur used for generating Ur marketing any primed or electronic publication, service or product.I III III!



SOUTHWESTWATERnO-swwc 10.41RECENT
PRICE ' nu (I.':8:§:s§ ' s2.78 VALUE

LINE
DIV'D
YLD 2.3%

8_3
5.1

10.2
6.9

12.4
7.6

11.2
8.1

14.3
103

15.2
9.0

19_1
10.8

16.4
11.5

13.4
8.2TIMELINESS 3 Raised 10l10l08

sArETte 3 NeW 10128105

TECHNICAL 3 Raised 7l11IoH

BETA 1.00 (1.0o=Marke0

Price
1 8
1 2

High
Low

Ann'l Total
Return
1 8 %

7 %

2011-13 PROJECTIONS

Gain
l*15'"'3
+15%

In s id e r  D e c is lo n s

w Buy
Options
to Sell

N  D  J F  M  A  M  J  J
0  0  0  0  o  0  0  0  0
0  0  0  0 0  1 3  0 0
1 1 1  0  0  0  2  0  0

31
2 6

1mmw
41
23

12145

In s t i t u t io n a l  D e c is lo n s

m o m
I  B£53
Hld's(ll00] 11090

292908
4 5
2 4

13228

High :
L o w:

5 .0
2 .6

5.6
3_5

1 -for-3
ll.

I f "85n ll.. I 111111 I '1;l.ll,. -.|- -
Fm e" I Ill

012

B-for-5 split 12/95

10/99

4-for-3 spot 1/04

LEGENDS
2.50 x Dividends I' sh
divided b rlrvteres Rate
Relative ice Strength

5-for~4 spin 10/98
3-fof-2 spot
5-fof-4 split 1/01

Options: No . .
haded area morales lecesslan

I
II

v»*" . |

Lr

ll I m
44%

1 yr.
3 yr.
5 yr.

% Tot  RETURN9 /08
THIS

suxcx
3.0

.7.3
37.8

vI_ARml_
INDEX
-19.3

1.5
43.8

| I n
1, »4 -_. ',»

.Lu
41'||"|-

Percent
shares
traded

15
10
5

I.I

1 HI
2009 ©VALUE LINE PUB., INC l

1 - 1 3

9.25

1.10

.40

.24

Revenues per sh

"Cash Flow" per sh

Earnings per sh A

Div'd DecI'd per sh B

10.00

1.55

.60

.30

1.60

6.70

Cap'l Spending per sh

Book Value per sh D

1.70

1.10

26.00 Common Shs 0utst'g c 29.00

vies are
Llns
ales

Avg Ann'lPIE Ratio

Relative PE Ratio

Avg Ann' l Div'd Weld

25.0

1.55

1.7%

240
9.1

Revenues ($miII)
Net Profit ($mill)

290

17.5

35.0%

13.2%

Income Tax Rate

AFUDC %£o Net Profit
36.0%

16.8%

51.0%

49.0%

Long-Term Debt Ratio

Common Equity Ratio

42.0%

58.0%

355
460

4.0%

Total Capital ($mill)
Net Plant ($miII)
Recur on TotalCap'l

355
525

6.0%
5.0%

5.0%

Recur on Shr. Equity

Recur on Com Equity

8.5%

s.s%

II

hen ll I | I llnlI 11111111 I III ml i l l ll I
l I

I  I
2005 2006

9.10

.78

.34

.20

9.42

.85

.40

.21

1.66

6.49

1.87

6.98

22.33 23.80

35.5

1.89

1.6%

34.8

1.88

1.5%

203.2

7,3

224.2

9.3

36.0%

9.5%

35.0%

12.5%

44.7%

55.1%

43.6%

56.3%

262.9

344.8

4.1%

295.2

389.6

4.5%

5.0%

5.0%

5.6%

5.6%

2 0 0 1
8.96

.86

.31

.23

1.70

5.98

24.27

1.8%

217.3

5.0

NMF

11.0%

50.0%

50.0%

290.0

410.3

3.0%

3.5%

3.5%

2008
9.00

.95

.25

.24

1.60

6.60

25.00

Bold Hg
Value
isdn

225

6.2

35.0%

13.0%

53.5%

46.5%

355

440

3.0%

1 5 %

3.5%

1992 1993 1994 1995 1996 1997 1998 1999 20o0 2001 2002 2003
3.77

.44

.19

.18

4.03

.38

.08

.14

4.20

.38

.09

.08

4.84

.44

.12

.08

5 3 1

.46

.15

.09

5.61

.53

.21

.09

5.63

.59

.25

.10

6.16

.55

.31

.11

7.49

.75

.38

.13

8.15

.87

,42

14

9.12

.ah

.39

.15

10.70

.91

.44

.16

.42

2.42

.60

2.31

.72

2.31

.84

2.45

.95

2.40

.74

2.52

.79

2.70

.53

3.05

.55

3.44

1.05

3.B4

1.78

4.27

1.14

4.90

1180 11.97 12.13 11.74 12.45 12,65 12.83 1312 13.99 14.17 14.35 16.17

14.5

.88

6.6%

35.8

2.11

4.7%

22.3

1.46

4.2%

14.6

.98

4.7%

16.5

1.03

3.4%

16.9

.97

2.7%

17.2

.89

2.3%

19.6

1,12

1.8%

17,0

1.11

2.0%

19,5

1,01

1,7%

24.8

1.35

1.5%

21.2

1.21

1.7%

2004
9.23

.57

.23

. l a

1.26

6.17

20.36

51.6

2.73

1.5%

188.0

4.5

36.1%

11.0%

47.9%

52.0%

242.0

302.6

3.1%

3.6%

3.6%

72.2

3.4

80.9

4.2

104.7

5.4

115.5

8.2

130.8

6.0

173.0

7.2

39.5% 39.0% 370% 35.0%

14.4%

34.9%

3.2%

35.9%

4B7%

50.5%

45.2%

54.1%

48.8%

50.7%

51.4%

48.2%

56.7%

429%

47.9%

51.8%

68.5

109.2

7.1%

73.9

113.7

7.6%

95.0

157.8

7.6%

113.0

171.1

7.5%

142.5

2039

5.8%

152.8

219.5

6.2%

95%

9 5 %

10.3%

10.4%

11.1%

11.1%

11.4%

11.4%

9.7%

9.7%

9.0%

9.1%

CAPITAL STRUCTURE as of 6/30/08
Total Debt $19a.a mill. Due in 5 Yrs $60.5 mill.
LT Debi $191.4 mill. LT Interest $9.0 mill.
(Total interest coverage: 2.7x) (48% of Cap I)

Leases, Uncapitalizeda Annual rentals $6.7 mill.
Pension Liability None

Pfd Stock $.458 mm. Pfd Div'd $_020 mill.
Common Stock24,592,039 she.
as of 8l1loB

MARKET CAP: $250 million (Small Cap)

200s 2007 slaoloa

4 .3
27 .5

3 .9
30 .2

2 .9
26 .0

32 .7
61 .6
14 .9

1 .9
29.4
46 .2

30 .7
84 .8

8.1
1 .9

25.6
35 .8

CURRENT POSITION
($MILL)

Cash Assets
Receiv ables
Inventory (Avg Cst)
Other
Current Assets

Adds Payable
Debt Due
Other
Current Liab.

15 .5
48 .3

1 2 . 1
1 .4

2 1 . 1
35 .8

E s t ' d '05-'07
to '11-'13

1.5%
12 .5%

9 . 5 %
6 . 0 %
1 . 0 %

Past
10 YI's.

5 . 5 %
2 . 0 %

-1 .5%
9 . 5 %

10.5%

ANNUAL RATES
of change (per sh)
Rev enues
"Cash F lo w"
E a mi ngs
Div idends
Bo o k Va lue

Pa s !
Yrs.
2 . 0 %

-6.5%
-19.5%

9 . 0 %
1 1 .5 %

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2005

2006

2007

2008

2009

51.3

55.4

55.0
57.1

62.0

45.2

50.a

48.1

50.0

55.0

52.0

57.9

56.8

58 .1

60.0

54.7

50.1

57.4

59.0

63.0

203.2

224.2

217.3

225

240

Cal-
endar

EARNINGS PER SHARE A

Mar.31  Jun.  30  Sep.  30  Dec .  31
Full
Year

2005

200s

2007

2008

2009

.14

.16

.09

.10

.12

.06

.13

.11

.12

.14

.15

. I a

.09

.04

.09

d.01

.03

.03

d.01

.05

.34

.40

.31=

.25

.40

Cal-
endar

QUARTERLY DMDENDS PAID B
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

200s

2007

2008

.044

.048

.052

.058

.06

.048

.052

.058

.058

.06

.044

.048

.052

.058

.06

.044

.048

.052

.058

.06

.18

.20

.21

.23

B.0%

38%

7.0%

33%

7.8%

31%

7.8%

32%

6.3%

35%

5.8%

36%

.8%

78%

2.1%

58%

2.6%

54%

NMF

NMF

0.5%

NMF

1.5%

74%

Retained to Com Eq

All Div'ds to Net Prof

4.5%

51%

public water ut i l i t i es  in Ca li fo rnia ,  New Mexico ,  Oklahoma,  and

Texas .  Se rv i c es  does  mos t ly  ma intenanc e  wo rk on a  c ont rac t

bas is .  Of f .  8 .  Di r .  own 6 .4% of  com. she. ,  Ste in Roe Inves tment

Council, 9.2% (4108 proxy). CEO and Chainman: Mark Swatek. Inc.:

DE. Addr.: One Wilshire Building, 624 S. Grand Ave. Ste. 2900, Los

Angeles, CA 90017. Tel.: 213-829-1800. Internet: wwwswwc.com.

BUSINESS: Southwest Water Company provides a broad range of

serv ices inc luding water product ion,  t reatment and dis t r ibut ion,

wastewater collect ion and treatment, ut i li ty  bi f f ing and collect ion,

ut i li ty  inf ras truc ture cons truc t ion management,  and public  works

serv ices. I t  operates out of two groups, Ut i li ty  (43% of 2007 reve

hues) and Services (57%) Uti li ty owns and manages rate-regulated

A  n u m b e r  o f  o u t s t a n d i n g  p e t i t i o n s  i n
t h e  c o u r t s  m a y  l e a d  t o  a n  e a r n i n g s
r e c o v e r y o v e r  t h e  n e x t  f e w  y e a r s . I n
C a l i f o r n i a ,  a  r a t e  i n c r e a s e  c a s e  h a s  b e e n
f i l e d ,  a n d  i f  a p p r o v e d ,  w i l l  a d d  u p  t o  $ 6 . 8
m i l l i o n  i n  a n n u a l i z e d  r e v e n u e s .  T h e  p r i c e
h i k e  w o u l d  b e g i n  t o  b e  i m p l e m e n t e d  i n  t h e
f i r s t  q u a r t e r  o f  2 0 0 9 .  A l s o ,  a n  a p p l i c a t i o n
h a s  b e e n  a c c e p t e d  b y  t h e  N e w  M e x i c o  P u b -
l i c  R e g u l a t i o n  C o m m i s s i o n  f o r  a  r a t e  h i k e
t o  c o v e r  r i s i n g  c o s t s  o f  s e w a g e  t r e a t m e n t ,
a n d  a  r a t e  i n c r e a s e  c a s e  w i l l  l i k e l y  b e  e n -
t e r e d  w i t h  t h e  A l b u q u e r q u e  B e r n a l i l l o
C o u n t y  W a t e r  U t i l i t y  A u t h o r i t y  o n c e  a n
o n g o i n g  l i t i g a t i o n  i s  c o n c l u d e d .  O v e r a l l ,
h i g h e r  p r i c e s  f r o m  r a t e  i n c r e a s e s  s h o u l d
s u p p o r t  t o p - a n d  b o t t o m ~ l i n e  i m p r o v e m e n t s
o u t t o 2 0 1 1 - 2 0 1 3 .
T h i s  s t o c k  i s  r a n k e d  t o  m i r r o r  t h e
b r o a d e r  m a r k e t  i n  t h e  c o m i n g  s i x -  t o
1 2 - m o n t h  p e r i o d . A l s o ,  t h e  e a r n i n g s
r e c o v e r y  w e  f o r e s e e  o v e r  t h e  a p p r o a c h i n g  3
t o  5  y e a r s  h a s  a l r e a d y  b e e n  d i s c o u n t e d  i n
t h e  c u r r e n t  s h a r e  p r i c e ,  l i m i t i n g  S W W C ' s
p r i c e  a p p r e c i a t i o n  p o t e n t i a l  o v e r  t h i s  p e r i -
o d .  A s  a  r e s u l t ,  t h i s  s t o c k  d o e s  n o t  h a v e
m u c h  a p p e a l  a t  t h i s  j u n c t u r e .
J o h n D . B u r k e O c t o b e r  2 4 ,  2 0 0 8

P r o f i t s  m a y  l i k e l y  d r y  u p  t h i s  y e a r  f o r
S o u t h w e s t  W a t e r . R e v e n u e s  f o r  t h e  s e c -
o n d  q u a r t e r  s h o w e d  a  s l i g h t  4 %  i n c r e a s e
f r o m  t h e  p r i o r y e a r . H o w e v e r ,  t h e  b o t t o m
l i n e  d i d  n o t  f a r e  a s  w e l l ,  d r o p p i n g  5 5 % ,
y e a r  o v e r  y e a r .  T h e  t o p  l i n e  b e n e f i t e d  f r o m
h i g h e r  c o n t r i b u t i o n s  f r o m  t h e  u t i l i t y  s e g -
m e n t ,  w h i c h  s h o w e d  g r o w t h  o f  1 7 % .  T h i s
w a s  a  r e s u l t  o f  t h e  r a t e  i n c r e a s e  t h a t  w a s
a p p r o v e d  i n  T e x a s  l a t e  l a s t  y e a r ,  a s  w e l l
a s  t h e  a c q u i s i t i o n  o f  a  w a s t e w a t e r  t r e a t -
m e n t  p l a n t  i n  B i r m i n g h a m ,  A l a b a m a ,  a
$ 2 3 . 3  m i l l i o n  p u r c h a s e  t h a t  w a s  c o m p l e t e d
i n  t h e  b e g i n n i n g  o f  t h e  y e a r .  T h e  S e r v i c e s
d i v i s i o n  b u s i n e s s  w a s  d o w n  6 % ,  y e a r  o v e r
y e a r ,  b u t  i n v e s t o r s s h o u l d n o t e  t h a t  c o m -
p a r i s o n s  a r e  d i s t o r t e d  b y  t h e  s h i f t  o f  c a p i -
t a l  p r o j e c t  w o r k  t o  t h e  U t i l i t i e s  d i v i s i o n s .
O t h e r  f a c t o r s  t h a t  i m p a c t e d  t h e  t o p  l i n e
i n c l u d e d  w e a k n e s s  i n  t h e  h o u s i n g  m a r k e t ,
t h e  l o s s  o f  r e v e n u e s  f r o m  t h e  e l e c t r i c a l
c o n t r a c t i n g  d e p a r t m e n t  t h a t  w a s  s h u t
d o w n  l a t e  l a s t  y e a r ,  a n d  l o s s  o f  c u s t o m e r
a c c o u n t s  i n  a n  i n c r e a s i n g l y  c o m p e t i t i v e
m a r k e t p l a c e .  T h e  b o t t o m  l i n e  s u f f e r e d
f r o m r i s i n g c o s t s o f r e p a i r a n d
m a i n t e n a n c e ,  a n d  g r e a t e r  d e p r e c i a t i o n
c o s t s  a p p l i e d  t o  t h e  T e x a s  u t i l i t y .

9 .2
3 .6

Target Price Range
2011 2013
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(E) Eamings may not add due to rounding.
Company's Financial Strength
Stock's Price stability
Price Growth Persistence
Earnings Predictability

(A) Diluted earnings. Excludes nonrecurring (B) Dividends historically paid in late January, $0.83/share.
gains (losses): '00, (3¢), '01, (5¢), '02, 1¢; '05, April, July, and October.
(23¢), '07, (54¢). Next earnings report due mid- (C) ln millions, adjusted for splits.
December. (D) Includes intangibles. In 2007: $19.9 million,
e 2008, Value Line Publishing , inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of a kind.
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INDUSTRY TIMELINESS: 21 (of 99)

Composite Statistics: Natural Gas Utility
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when evaluating rate cases. A11 told, investors should
keep an eye out for these decisions, which will likely
continue to impact this industry's performance going
forward.

T h e  N a t u r a l  G a s  U t i l i t y  I n d u s t r y  h a s  m o v e d  t o
t h e  t o p  q u a r t i l e  o f  o u r  i n d u s t r y  s p e c t r u m  f o r
T i m e l i n e s s  s i n c e  ou r  S e p t e m b e r  r e v i e w .  H ow e v e r ,
th i s  g r ou p  h as  b een  fac i n g  a  ch a l l en g i n g  op er a t i n g
e n v i r o n m e n t  d u e  t o  a  t o u g h  r e g u l a t o r y  c l i m a t e ,
f r u s t r a t i n g  w e a t h e r  c o n d i t i o n s ,  a n d  w e a k n e s s  i n
t h e  e c on om y .  T h e s e  u t i l i t i e s  h a v e  r e m a i n e d  r e s i l -
i e n t ,  t h o u g h ,  a n d  h a v e  c o n t i n u e d  t o  p o s t  s o l i d
r esu l ts .  T h u s ,  i n vestor  sen t i m en t  h as  i m p r oved  for
t h e s e  g ood - q u a l i t y  b u s i n e s s e s ,  d e s p i t e  of  t h e  t u r -
m oi l  i n  t h e  w or l d ' s  f i n a n c i a l  m a r k e t s .

Weather

M a c r o e c o n o m i c  C l i m a t e

The majority of this sector's annual profits will be
derived over the next few months during the peak
heating seasons. Thus far, earnings have been mostly
unimpressive for this group this year. Therefore, the
coming months will be key for companies trying to post
gains in 2008.

I nves tors  should watch for  unseasonably  warm or cold
weather  because these pat terns  can c reate vo lat i l i t y  f or
t h i s  group .  M any  en t e rp r i s es  c on t end  w i t h  t h i s  r i s k  by
us ing weat her -ad jus t ed ra t e  mec han is ms .  Th i s  s t ra t egy
hedges  the r i sk  of  weather  abnormal i t i es ,  enabl ing ut i l i -
t i es  t o  main t a in  t he i r  s t eady  opera t i ng per f o rmanc e.

Muc h has  happened s i nc e  our  l as t  repor t .  The  globa l
ec onomy  has  weak ened c ons iderab ly  i n  rec ent  months .
A c c o rd i ngl y ,  t he  dom es t i c  ec onom y  has  m ov ed  i n t o  a
rec es s i on .  The  weak  rea l  es t a t e  m ark e t  and  t he  c red i t
c runc h  hav e  been  am ong t he  f ac t o r s  beh i nd  t he  s l ow-
d o wn .  Na t u r a l  G a s  U t i l i t i e s  h a v e  n o t  b e e n  i m m u n e  t o
t hes e  p rob l em s .  T o  be  s u re ,  weak nes s  i n  t he  hous i ng
m a r k e t  h a s  w e i gh e d  o n  d e m a n d  i n  t h i s  i n d u s t r y .  F u r -
thermore,  consumers  are becoming more cos t -consc ious ,
which has  led to  more energy  conservat ion.  As  a resul t ,
us age c ont i nues  t o  dec l i ne  ac ros s  t he  i ndus t ry .  What ' s
more,  as  consumers cont inue to face this  tough economic
env i ronment ,  b i l l  c o l l ec t i on  w i l l  l i k e l y  bec ome i nc reas -
i n g l y  d i f f i c u l t  i n  t h e  y e a r  a h e a d .  D e s p i t e  t h e s e  p r e s -
s ures ,  t h i s  s ec tor  has  bec ome a more a t t rac t i v e  c ho ic e
re l a t i v e to t he  res t  o f  t he  m ark e t .  I ndeed ,  m em bers i n
t h i s  group t end  t o  o f f e r  f a i r l y  p red i c t ab le  res u l t s ,  s o l i d
balance sheets ,  and at t rac t ive y ie lds .

Conclusion

Regulation

The major i t y  o f  t he s tocks  in  t h i s  i ndus t ry  are  ranked
3  ( A v e r a ge )  f o r  T i m e l i n e s s .  Ho we v e r , Ammos Energy,
Lac l ede  G roup ,  UCI  Co rpo ra t i on ,  and  New J e rs ey  Re -
sources a r e  r a n k e d  A b o v e  A v e r a ge  f o r  r e l a t i v e  p r i c e
per f o rmanc e.  I nv es t ors  s hou ld  no t e  t ha t  t h i s  group has
m ov ed  t o  t he  t op  qua r t i l e  o f  ou r  i ndus t r y  s pec t rum  f o r
T i m e l i n e s s  s i n c e  o u r  S e p t e m b e r  r e p o r t .  G i v e n  t h e s e
b u s i n e s s e s  p r e d i c t a b l e  c a s h  f l o w s  a n d  s o l i d  b a l a n c e
s hee t s ,  u t i l i t i es  t end  t o  be  m ore  de f ens i v e  p l ay s  when
t he re  i s  v o l a t i l i t y  i n  t he  gl oba l  ec onom y .  Howev er ,  we
recommend interes ted inves tors  look  for  companies  wi th
a  f av orab le  regu la t o ry  env i ronment .

T h e  m o s t  i m p o r t a n t  f a c t o r  f o r  n a t u r a l  ga s  u t i l i t i e s
remains  t he regu la tory  env i ronment .  Th is  i s  determined
by  s t a t e  c ommi s s i ons  t ha t  d i c t a t e  t he  re t u rn  on  equ i t y
t hes e c ompan ies  c an ac h iev e. O n p o i n t ,  m a n y  o f  t h e
p l ay e rs  i n  t h i s  i ndus t r y  hav e  ra t e  c as es  pend i ng.  T he
dec is ions  on these cases  wi l l  be a key  fac tor dr iv ing this
s e c t o r ' s  p e r f o r m a n c e  i n  t h e  n e a r  t e r m .  I f  a  c o m p a n y
receives  an unfavorable rul ing,  i t  can end up wi th a t ight
budget  that  can hur t  prof i t ab i l i t y :  I n  fac t ,  a  few of  these
u t i l i t i es  appear  t o  be  opera t i ng w i t h  i ns u f f i c i en t  re l i e f .
O n  t h e  o t h e r  h a n d ,  a  p o s i t i v e  d e c i s i o n  c a n  p r o v i d e  a
boos t  t o  earn i ngs .  There f o re ,  regu la t o rs  t r y  t o  s t r i k e  a
ba l anc e  be t ween  s ha reho l de r  and  c ons um er  i n t e res t s

T he  m a i n  appea l  o f  t h i s  s ec t o r  i s  i t s  abov e -av e rage
d i v i d e n d  y i e l d .  T h e  a v e r a ge  y i e l d  f o r  t h i s  i n d u s t r y  i s
abou t  4 . 4% ,  wh i c h  i s abov e  t he  V a l ue L i n e  m e d i a n  o f
3.5% .  Most notably ,  AGL Resources ,  Ammos  Energy  Ni -
Sourc e,  and Nic er a l l  o f f e r  y i e l ds  t ha t  t op  t he  i ndus t r y
norm.  Thus ,  conservat ive income-or iented accounts  may
f ind these s tocks  of  interes t .

Ri c ha rd  Ga l l aghe r
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.73

4.0%

1 4 ]

.78

4.1%

Bald fig
Value
est lf

Ifs are

Line

:tea

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div 'd Yield

15.0

1.00

3.9%

CAPITAL STRUCTURE as of 9/30/08
Total Debt $2444.0 mm. Due in 5 Yrs $1088 mill.
LT Debt $1675.0 mill. LT Interest $85.0 mill.

(Total interest coverage: 3.8x)

Leases, Uncapitalized Annual rentals $26.0 mill.

Penslon Assets-12/01 $383.0 mill.
Oblig. $427.0 mill.

Pfd Stock None
Common Stock 767BD,439 she.
as of 10/22IOB

MARKET CAP: $2.2 billion (Mid Cap)

1338.5

80.8

1058.5

52.1

507,4

71.1

1049.3

82.3

865.9

103.0

983.7

132.4

1832.0

153.0

2718.0

193.0

2621.0

212.0

2494.0

210.5

2725

210

2s00

220

Revenues ($miII) A

Net Profit ($mill)

3300

250

32.5%

6,0%

33.1%

4.9%

343%

117%

40.7%

7.8%

35.0%

11.9%

35.9%

13.5%

37.0%

8.4%

37.7%

7.1%

37.8%

8.1%

37.5%

8.4%

39.0%

1. 7%

38.0%

7.9%

Income Tax Rate

Net Profit Margin

38.0%

7.6%

47.5%

47,1%

45.3%

49.2%

459%

483%

61 .3%

38.7%

58.3%

41.7%

50.3%

49.7%

54.0%

46.0%

51.9%

48.1%

50.2%

49.8%

502%

49.8%

49.0%

51.0%

4s.0%

52.0%

Long-Teml Debt Ratio

Common Equity Ratio

45.5%

54.5%

1388.4

153410

1345,8

1598.9

1286.2

1537.5

1736.3

2058.9

1704.3

2194.2

1901.4

2352.4

3008.0

3178.0

3114.0

3271.0

3231.0

3436.0

3335.0

3566.0

3415

3750

3425

3850

Total Capital ($mill)

Net Plant ($mill)

3400

4200

7.6%

11.1 %

12.3%

5.7%

7.1%

7.9%

7.4%

10.2%

11.5%

5.5%

12.3%

12.3%

8.1%

14.5%

14.5%

8.9%

14.0%

14.0%

6.3%

11.0%

11.0%

7.9%

12.9%

12.9%

8.0%

13.2%

13.2%

7.7%

12.7%

12.II°/

7.5%

12.0%

12.0%

7.5%

12.5%

12.5%

Return on Total Cap'I

Return on Shr. Equity

Return on Com Equity

8.5%

13.5%

13.5%

4.4%

64%

NMF

101%

3.2%

72%

4.2%

85%

7.0%

52%

6.6%

53%

5.6%

49%

6.2%

52%

6.3%

52%

5.3%

58%

4.5%

62%

5.0%

61%

Retained to Com Eq

All Div'ds to Net Prof

5.5%

59%2006 2007 9130108

11.0
1929.0
1940.0

181.0
769 .0
B72.0

1822.0

3 9 0 %

21 .0
1790.0
1 B11 .0

172.0
580 .0
893 .0

1645.0

3 9 1 %

20 .0
1802.0
1822.0

213 .0
539 .0
875 .0

1627.0

3 9 7 %

CURRENT POSITION
($m1LL.)

Cash Asse ts
Ot he r
Current As s e ts

Acc ts  Payable
De bt  Due
Ot he r
Current Liab.

Fix.  Chg.  Cov .

propane. Deregulated subs idiaries : Georgia Natural Gas markets

natural gas al retai l.  sold Uti liprn, 3101. Acquired Compass Energy

Services, 10107. Ofticersldiredors own less than 1.0% of common

(3 I08  Proxy ) .  Pres .  &  CEO:  J ohn W .  Somerha lde r  I I .  I nc . :  GA.

Addr.:  Ten Peachtree Place N£E., At lanta, GA 30309. Telephone:
404-584-4000. Internet; www.aglresources.com.

BUSINESS: AGL Resources, inc. is  a public  ut i li ty  holding compa-

ny .  I ts  dis t r ibut ion subs idia r ies  induce At lanta  Gas  L ight ,  Chat -

tanooga Gas, and Virginia Natural Gas. The uti li t ies have more than

2.2 million customers in Georgia, Virginia, Tennessee, New Jersey,

F lo r i da ,  a nd Ma ry la nd.  E nga ge d i n no nre gula t e d na t ura l  ga s

market ing and other a llied serv ices .  Also wholesa les  and re ta i ls

3

December  12,  2008

am p l e  s upp l y  o f  na t u r a l  gas  t o  t he  r eg i on .
The pr o j ec t  w i l l  l i k e l y  be  c om pl e ted  l a te  i n
2 0 0 9 ,  a n d  o u g h t  t o  e a r n  s o l i d  r e t u r n s  f o r
the company ,  E l sewhere,  cons t ruc t i on con-
t i n u e s  o n  t h e  S p i n d l e t o p  s a l t  d o m e  i n
B eaum ont ,  T ex as .  T h i s  under g r ound  na tu -
r a l  g a s  s t o r a g e  f a c i l i t y  w i l l  o f f e r  u p  t o  1 2
b i l l i o n  c u b i c  f e e t  ( b e o f  g a s  c a p a c i t y  i n
t w o  c a v e r n s .  T h e  p r o j e c t  s h o u l d  m e e t  a
g r ow i ng  dem and  fo r  na tu r a l  gas  s to r age  i n
t he  r eg i on .  M ean t i m e ,  A G L  i s  m ov i ng  f o r -
w a r d  w i t h  t h e  M a g n o l i a  P i p e l i n e  P r o j e c t .
T h i s  $ 4 8  m i l l i o n  i n i t i a t i v e  w i l l  p r o v i d e
t r ans po r t a t i on  o f  r egas i f i ed  l i qu i d  na t u r a l
gas  f r om  E l ba  I s l and  t o  A t l an t a  G as  L i gh t
i n  t he  M ac on  and  A t l an ta  a r eas .
O v e r a l l ,  t h i s  s t o c k  o f f e r s  a t t r a c t i v e  t o -
t a l  r e t u r n  p o t e n t i a l  f o r  a  u t i l i t y We
an t i c i pa t e  s t eady  bo t t om - l i ne  g r ow t h  f r om
2 0 0 9  o n w a r d ,  a s s u m i n g  c a p i t a l  p r o j e c t s
p a y  o f f ,  M o r e o v e r ,  A G L  e a r n s  h i g h  m a r k s
f o r  S a f e t y ,  P r i c e  S t a b i l i t y ,  a n d  E a r n i n g s
P r ed i c t ab i l i t y .  I n c om e  i nv es t o r s  m ay  f i nd
th i s  neu t r a l l y - r ank ed  i s s ue ' s  hea l t hy  d i v i -
d e n d  y i e l d  a p p e a l i n g .  E a r n i n g s  n e e d  t o
p i c k  u p  f o r  d i v i d e n d  g r o w t h  t o  r e m a i n
above average,  though.
M i c h a e l Napo l i ,  CP A

S h a r e s  o f  A G L  R e s o u r c e s  h a v e  h e l d
u p  r e l a t i v e l y  w e l l  s i n c e  o u r  S e p t e m -
b e r  r e v i e w , des p i t e  c ons i de r ab l e  w eak -
n e s s  i n  t h e  b r o a d e r  m a r k e t .  T h e  c o m p a n y
r e p o r t e d  h e a l t h y  p e r f o r m a n c e  i n  t h e  t h i r d
quar te r .  Rev enues  and  s har e  ear n i ngs  ad-
v anc ed  c ons i de r ab l y  i n  t he  r ec en t  i n te r i m .
T h i s  w a s  p r i m a r i l y  d u e  t o  s t r e n g t h  i n  t h e
Wholesale Serv ices bus iness , w h i c h
r epor ted  m uc h h i gher  oper a t i ng  i nc om e for
t he  pe r i od .  E l s ewher e ,  pe r f o r m anc e  a t  t he
D i s t r i b u t i o n  O p e r a t i o n s  w a s  h e l p e d  b y
g r ea te r  p i pe l i ne  r ep l ac em en t  r ev enues  f o r
A t l a n t a  G a s  L i g h t .  H o w e v e r ,  t h e  u t i l i t y
o p e r a t i o n s  c o n t i n u e d  t o  b e  d a m p e n e d  b y
weak nes s  i n  t he  hous i ng  m ar k e t ,  and  c us -
t o m e r  g r o w t h  h a s  s l o w e d  s i g n i f i c a n t l y  i n
r ec en t  t i m es .  Des p i te  the  c ha l l eng i ng  ec o-
n o m i c  e n v i r o n m e n t ,  h e a l t h y  p e r f o r m a n c e
s h o u l d  c o n t i n u e  a t  t h e  c o m p a n y ' s  c o r e
b u s i n e s s e s .  T h u s ,  w e  a n t i c i p a t e  s o l i d  r e -
su l ts  a t  AGL Resources  go i ng forward.
T h e  c o m p a n y  c o n t i n u e s  t o  p r o g r e s s
w i t h  i t s  c a p i t a l  p r o j e c t s . T h e  H a m p t o n
Roads  Cr os s i ng  P r o j ec t  r em ai ns  on  s c hed-
u l e  a n d  w i t h i n  b u d g e t .  T h i s  i n i t i a t i v e  w i l l
c onnec t  two  p i pe l i ne  s y s tem s  c r os s i ng  the
Ham pton  Roads  har bor ,  and  p r ov i de  fo r  an

ANNUAL RATES
of change (per sh)
Rev enues
"Ca s h F lo w"
E a mi ngs
Div idends
Bo o k Va lue

Pas t
5 Yrs.
1 3 . 5 %

7 . 0 %
1 5 . 0 %

4 . 0 %
10.5%

Pas t
10 Yrs.

3 . 5 %
5 . 5 %
7 . 0 %
2 . 5 %
6 . 5 %

Esl'd '05-'07
to '11-'13

3 . 5 %
3 . 5 %
3 . 0 %
4 . 0 %
2 . 0 %

Cal-
endar

QUARTERLY REVENUES (S mill.)
M a r . 3 1  J u n . 3 0  Se p . 3 0  D e c . 3 1

F ul l
Year

2005

2006

2001

2008

2009

993

707

685

730

775

430

436

467

444

480

387

4a4

369

539

505

908

1044

973

1012

104o

2718

2621

2494

2725

2800

Cai-
endar

EARNINGS PER SHARE B

Mar.31 J un.3 0  Se p.3 0 Dec.31
Full
Year

2005

2006

2007

2008

2009

.85

.60

.86

.96

.95

.19

.46

.17

.28

.30

1.14

1.41

1.29

1.16

1.20

.30

.25

.40

.30

.35

2.48

2.72

2.72

2.70

2.80

Cal-
endar

QUARTERLY DIVIDENDS PAID C l

Mar.31  Jun.30  Sep.30 Dec.31
Full
Year

2004

2005

200s

2007

200a

.29

.31

.37

.41

.42

.28

.31

.37

.41

.42

.29

.31

.37

.41

.42

.29

.37

.37

.41

.42

1.15

1.30

1.48

1.64

23 . 4
15 . 6

Target Price Range
2011 2 0 1 3

128

96
80
64

48
40
32

24

16

- 1 2

-

I III
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III
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' I1 -1 3

(A) Fiscal year ends December 31st, Ended Company's Financial Strength
Stock's Price Stabillty
Price Growth Persistence
Earnings Predictability

B++

100
$0.13; '01, $0.13, '03, ($0,07); '08, ($0.45). plan available. (D) Includes intangibles. At

September 30th prior to 2002. Next earnings report due late Jan uarylearly 9130/081 $418 million, $5.44/share.
(B) Diluted earnings per share. Excl. nonrecur- February. (C) Dividends historically paid early (E) In millions, adjusted for stock split.
ring gains (losses): '95, ($0.83), '99, $0.39, '00, March, June, Sept., and Dec. I Div'd reinvest.

° 2008, Value Line Publishing, inc. All riots reset/ed. Factual material is obtained from sources believed to be reliable and is provided without warranties cl any kind.
THE PUBLISHER lS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. `lhis publication is strictly for subscriber's own, non-commercial, internal use. No pan
of it may be reproduced. resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any primed or electronic publication, service of product.I I I I IIIE



AT I NYSE-ATOll0SENERGYC0RP 23.24RECENT
PRICE

PIE
RATI0 10.8(I;:£:s::s388) RELATIVE

PIE RATIO 1 . 06
DND
YLD 5 . 7%

VALUE
LINE

TIMELINESS 2
2

Raised 1zl12loB

S A F E T Y Raised tm6/05

T E C H N I C A L 2 Raised 12l12 l08

BET A . 6 5  ( 1 . 0 0 = M a r k e \ )

H'gh
Law

Pr i c e
4 0
3 0

An n ' I  T o ta l
R e c u r
1 9 %
1 1 %

2 0 1 1 - 1 3  P R O J E C T I O N S

Gain
i*1°'"'l
+30%

I n s i d e r  D e c i s i o n s

to Buy
Options
to Sell

J F  M A  M J J A  s
0  0 1  0 0  0  0  o  0
0  0 0  o 0 0  0  0  0
0  o  0  0  0  3  0 1 1

302008
1 0 3
1 1 9

5 5 3 0 1

I n s t i t u t i o n a l  D e c i s i o n s

11129118 2Q20ua
t o By 1 1 2 1 1 9
to Sell 1 0 a 8 9
Hld's(W1l) 5 8 5 0 4 5 8 3 1 8

H i g h :
L o w :

30.5
22.1

32.3
24.8

26.3
14.3

25.8
19.5

iv  4

2 5 . 5
2 0 . 8

2 4 . 5
1 7 6

27.6
23.4

30.0
25.0

33.1
25.5

33.5
23.9

2 9 . 3
1 9 . 7

, gt;

I l l ' l

2012
LEGENDS .

1,00 x Dividends 9 sh
. lnteres Rate

Resave nee Strength
divided b

Ogxonsz Yes .
haded area: prior retessrun

Laresl recess/bn began 12/07
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THIS VLARITH.

STOCK INDEX
0.0 .41 .9
7.7 -30.9

27.4 -10.6

1yr.
3yr.
5yr.

lI |12
8
4

Percent
shares
traded

I
I
I

I.
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1998 1999 2000 2001 2002
2 7 . 9 0

3 . 3 8

1 . 8 4

1 . 0 5

2 2 . 0 9

2 . 6 2

.81

1 . 1 0

2 6 . 6 1

3 . 0 1

1 . 0 3

1 .14

3 5 3 8

3 . 0 3

1 . 4 7

1 . 1 6

2 2 . 8 2

3 8 , 9

1 . 4 5

1 .1 8

4 .4 4

1 2 . 2 1

3 . 5 3

1 2 . 0 9

2 . 3 6

1 2 .2 8

2 , 7 7

1 4 3 1

3 . 1 7

1 3 , 7 5

3 0 . 4 0 3 1 , 2 5 3 1 9 5 4 0 . 7 9 4 1 6 8

15 .4

8 0

3 .7 %

3 3 . 0

1 .8 8

4 .1 %

1 8 . 9

1 2 3

5 8 %

1 5 , 8

.BO

5 ,1 %

1 5 2

.BE

5 . 4 %

B4B.2

5 5 . 3

5 9 0 . 2

2 5 . 0

8 5 0 . 2

3 2 . 2

1 4 4 2 . 3

5 6 . 1

9 5 0 . 8

5 9 , 7

3 5 .5 %

5 .5 %

35.0%

3 5 %

36.1%

3 .5 %

3 7 .3 %

3 .9 %

3 7 1 %

6 .3 %

5 1 .8 %

4 8 .2 %

5 0 0 %

50,0%

4B.1%

51.9%

5 4 .3 %

4 5 .7 %

5 3 .9 %

4 6 .1 %

7 6 9 ]

9 1 7 . 9

9 .0 %

755 .1

9 6 5 . 8

5.1%

7 5 5 . 7

9 8 2 . 3

6.5%

1 2 7 6 . 3

1 3 3 5 .4

5 .9 %

1 2 4 3 . 7

1 3 0 0 . 3

6 .8 %

14.9%

14.9%

6.6%

6.8%

8.2%

8.2%

9 .6 %

9 .5 %

10.4%

10.4%

IIH
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III ll II III
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At nos Energy's history dates back to
1906 in the Texas Panhandle. Over the
years, through various mergers, it became
part of Pioneer Corporation, and, in 1981,
Pioneer named its gas distribution division
Energas. In 1983, Pioneer organized
Energas as a separate subsidiary and dis-
tributed the outstanding shares of Energas
to Pioneer shareholders. Energas changed
its name to Ammos in 1988. At nos acquired
Trans Louisiana Gas in 1985, Western Ken-
tucky Gas Utility in 1987, Greeley Gas in
1993, United Cities Gas in 1997, and others.

C A P I T A L  S T R U C T U R E  a s  o f  6 / 3 0 / 0 8
T o t a l D e b t $ 2 2 3 4 . 0  m i l l .  Du e  i n  5  Y r s  $ 9 2 0 . 0  m i l l .
L T  De b t  $ 2 1 1 9 . 7  m i l l . L T  I n t e r e s t $ 1 2 5 . 0  m i l l .

( L T  i n t e r e s t  e a r n e d : 2 . 9 x , t o t a l in terest
c o v e r a g e :  2 . 8 X)
L e a s e s ,  Un c a p i t a l i z e d An n u a l  r e n t a l s  $ 1 6 . 9  m i l l ,
p f d S t o c k  N o n e
Pe n s i o n  As s e t s ~ 9 I 0 7 $ 3 8 9 . 1 mi l l .

oblige. $ 3 3 5 5  m i l l .
C o m m o n  S t o c k 9 0 , 6 2 7 , 5 2 2  s h e .
a s of 7131108
M A R K E T  C A P :  $ 2 . 1  b i l l i o n  ( M i d  C a p )

2 0 0 6 2 0 0 7 s l s o ma

4 8 . 5
1 3 5 0 . 5
1 3 9 7 . 0

5 B 2 . 4
1 1 4 . 3
4 7 2 . 1

1 1 6 8 . 8

4 1 0 %

7 5 . 8
1 0 4 1 . 7
1 1 1 7 . 5

3 4 5 . 1
3 8 5 . 6
3 8 8 . 5

1 1 1 9 . 2

4 0 B %

6 0 . 7
1 0 0 8 . 2
1 0 6 8 . 9

3 5 5 . 3
1 5 4 . 4
4 1 0 . 0

9 1 9 . 7

4 0 5 %

C U R R E N T  P O S I T I O N
($mILL.)

C a s h  A s s e t s
O t h e r
C u r r e n t  A s s e t s

A c c t s  P a y a b l e
D e b t  D u e
O t h e r

Cu r r e n t  L i a b .
F i x .  C h g .  C o v .

E s t ' d  ' 0 5 - ' 0 7
to '11- '13

5 . 5 %
2 . 0 %
4 . 5 %
2 . 0 %
3 . 5 %

P a s t
y r s .

1 9 . 0 %
5 . 5 %
7 . 5 %
1 . 5 %
9 . 0 %

P a s t
10 Yrs .

8 . 5 %
4 . 0 %
3 . 5 %
2 . 5 %
7 . 0 %

A N N U A L R A T E S
of change (per sh)
R e v e n u e s
" C a s h  F l o w "
E a r n i n g s
D i v i d e n d s
B o o k  V a l u e

F i s c a l
Y e a r
E n d s

QUARTERLY REVENUES (8 mill.) A
D e c . 3 1  M a r . 3 1  J u n . 3 0  Se p . 3 0

F u l l
F i s c a l
Y e a r

2005

2006

2007

2008

2009

9 0 9 . 9

8 6 3 . 2

1 2 1 8 . 2

1 6 3 9 . 1

1 7 3 5

1 6 8 7 . 8

2 0 3 3 . 8

2 0 7 5 . 6

2 4 8 4 . 0

2 9 2 5

1 0 0 4 . 6

9 7 1 . 6

1 0 0 2 . 0

1 4 4 0 . 7

1 4 8 5

1 3 7 1 . 0

2 2 8 3 . 8

1 6 0 2 . 6

1 6 5 7 . 5

1 8 5 5

4 9 7 3 . 3

6 1 5 2 . 4

5 8 9 8 . 4

7 2 2 1 . 3

8 0 0 0

Fiscal
Year
Ends

EARNINGS PER SHARE A B E

D e c . 3 1 M a r . 3 1 J u n . 3 0 S e p . 3 0

F u l l
F i s c a l
Y e a r

2005

2006

2007

2008

2009

1 . 1 1

1 . 1 0

1 . 2 0

1 . 2 4

1 . 3 0

. a s

d . 2 2

d . 1 5

d . 0 7

d . 0 6

. 7 9

. 8 8

. 9 7

. 8 2

. 9 0

d . 2 1

. 2 5

d . 0 5

. 0 2

d . 0 4

1 . 7 2

2 . 0 0

1 . 9 4

2 . 0 0

2 . 1 0

Ca l ~
e n d e r

QUARTERLY DNIDENDS PAIDC.
Mar.31 Jun.30 Sep.30 Dec.31

F UI I
Y e a r

2 0 0 4

2 0 0 5

2 0 0 6

2 0 0 7

2 0 0 8

. 3 0 5

. 3 1

. 3 1 5

. 3 2

. 3 2 5

. 3 0 5

. 3 1

. 3 1 5

. 3 2

. 3 2 5

. 3 0 5

. 3 1

. 3 1 5

. 3 2

. 3 2 5

. 3 1

. 3 1 5

. 3 2

. 3 2 5

. 3 3

1 . 2 3

1 . 2 5

1 . 2 7

1 . 2 9

2003
5 4 . 3 9

3 . 2 3

1 .7 1

1 . 2 0

3 . 1 0

1 6 . 6 6

5 1 . 4 8

1 3 . 4

. 7 6

5 .2 %

2 7 9 9 .9

7 9 . 5

3 7 .1 %

2 .8 %

5 0 .2 %

4 9 .8 %

1 7 2 1 .4

1 5 1 6 . 0

6 .2 %

9 .3 %

9 .3 %

z004
4 6 . 5 0

2 . 9 1

1 . 5 8

1 .2 2

3 . 0 3

18 .05

5 2 . 8 0

1 5 . 9

.8 4

4 . 9 %

2 9 2 0 .0

8 6 . 2

3 7 .4 %

3 .0 %

4 3 .2 %

5 5 .8 %

1 9 9 4 . 8

1 7 2 2 .5

5 .8 %

7 .6 %

7.G%

2005 2006
8 1 . 7 5

3 . 9 0

1 . 7 2

1 . 2 4

7 5 . 2 7

4 . 2 6

2 . 0 0

1 .2 6

4 .1 4

1 9 . 9 0

5 . 2 0

2 0 . 1 6

8 0 .5 4 8 1 .7 4

1 6 .1

. 8 6

4 .5 %

1 a . s

. 7 3

4 .7 %

4 9 7 3 .3

1 3 5 . 8

6 1 5 2 .4

1 6 2 .3

37.7%

2 .7 %

37,6%

2 .6 %

5 7 .7 %

4 2 .3 %

5 7 .0 %

4 3 .0 %

3 7 8 5 . 5

3 3 7 4 .4

5 .3 %

3 8 2 8 . 5

3 6 2 9 .2

5 4 %

8 .5 %

8 .5 %

9 .8 %

9 .8 %

2007
6 6 . 0 3

4 ,1 4

1 . 9 4

1 . 2 a

4 . 3 9

2 2 . 0 1

8 9 . 3 3

1 5 . 9

. 8 3

4 .2 %

5 8 9 8 .4

1 7 0 .5

35.8%

2 .9 %

5 2 .0 %

4 8 .0 %

4 0 9 2 .1

3 8 3 6 .8

5.9%

8 .7 %

8 .7 %

2008
7 9 . 3 5

4 . 2 0

2 . 0 0

1 . 3 0

5 . 2 0

2 3 . 6 5

9 1 . 0 0

1 3 . 6

. 8 0

4 .8 %

7 2 2 1 . 3

1 a 0 . a

3 8 .4 %

2.5%

5 1 .0 %

4 9 .0 %

4 1 7 o

4 1 3 5

6 . 0 %

9.0%

9.0%

2009 ©  VAL UE L INE PUB. ,  mc

8 6 . 9 5

4 . 4 0

2 . 1 0

1 .3 2

Re v e n u e s  p e r  s h  A

"Ca s h  F lo w" p e r  s h

Ea r n i n g s  p e r  s h  A s

Di v 'd s  De c l 'd  p e r  s h  ° I

9 3 . 0 5

4 . 6 5

2 . 4 5

1 . 4 0

5 . 6 5

2 4 . 1 0

Ca p ' l  Sp e n d in g  p e r  s h

Bo o k  Va lu e  p er  sh

6 . 3 0

2 5 . 5 5

9 2 . 0 0 C o m m o n  S h s  0 u f s t ' g  ° 1 1 5 .0 0

Av g  An n ' I  P IE  Ra t i o

Re l a t i v e PI E Ra t i o

Av g  An n ' l D i v ' d Yi e l d

1 4 . 5

. 9 5

4 .0 %

0000
195

Revenues ($mIII) A
Net Profit ($miII)

10700
2s0

3 8 .5 %

2 4 %

I n c o me  T a x  Ra t e

Ne t  Pro f i t  M a rg in

4 0 .0 %

2 .6 %

5 1 . 0 %

4 9 . 0 %

L o n g - T e r m De b t  Ra t i o

C o m m o n Eq u i t y  Ra t i o

5 1 . 0 %

4 9 . 0 %

4 4 5 0

4 3 5 0

6.0%

T o t a l  Ca p i t a l  ( $ mi l l )

Ne t  P l a n t  ( $ mi l l )

Re t u r n  o n  T o t a l  Ca p ' I

6 0 0 0

5 8 0 0

6.0%

9 . 0 %

9 . 0 %

Retu rn  o n  Sh r .  Eq u i ty

Re c u r  o n  Co m Eq u i t y

9 .5 %

9 .5 %

6 .3 %

5 8 %

N M F

N M F

N M F

1 1 2 %

2 .1 %

7 9 %

1.9%

8 2 %

2.8%

7 0 %

1 .7%

77%

2 .3 %

7 3 %

3 .6 %

6 3 %

3 0 %

6 5 %

3 .0 %

6 6 %

3 .5 %

6 2 %

Re t a i n e d  t o  Co m Eq

Al l  Div 'd s  to  Ne t  Pro f

4 .0 %

5 8 %

c o m m e r c i a l ,  8 %  i n d u s t r i a l ,  a n d  4 %  o t h e r .  2 0 0 7  d e p r e c i a t i o n  r a t e

3 . 7 % .  H a s  a r o u n d  4 , 4 7 0  e m p l o y e e s .  M y e r s  a n d  d i r e c t o r s  o w n  a p -

p r o x i m a t e l y  1 . 8 %  o f c o m m o n s t o c k  ( 1 2 1 0 7  P r o x y ) .  C h a i r m a n  a n d

C h i e f  E x e c u t i v e  O f f i c e r :  R o b e r t  W .  B e s t .  I n c o r p o r a t e d :  T e x a s .  A d ~

d r e s s :  P . O .  B o x  6 5 0 2 0 5 ,  D a l l a s ,  T e x a s  7 5 2 6 5 .  T e l e p h o n e :  9 7 2 -

9 9 - 9 2 2 7 .  I n t e r n e t :  w v v w . a t m o s e n e r g y . c o m .

B U S I N E S S : A t m c s  E n e r g y  C o r p o r a t i o n  i s  e n g a g e d  p r i m a r i l y  i n  t h e

d i s t r i b u t i o n  a n d  s a l e  o f  n a t u r a l  g a s  t o  3 . 2  m i l l i o n  c u s t o m e r s  v i a  s i x

r e g u l a t e d  n a t u r a l  g a s  u t i l i t y  o p e r a t i o n s :  L o u i s i a n a  D i v i s i o n ,  W e s t

T e x a s  D i v i s i o n ,  M i d - T e x  D i v i s i o n ,  M i s s i s s i p p i  D i v i s i o n ,  C o l o r a d o -

K a n s a s D i v i s i o n ,  a n d  K e n t u c k y l M i d - S t a t e s  D i v i s i o n .  C o m b i n e d

2 0 0 7  g a s  v o l u m e s :  2 9 7  M M c f .  B r e a k d o w n :  5 6 % ,  r e s i d e n t i a l ,  3 2 % ,

commercial paper market froze. Efficiency
gains may provide an offset, though. We
expect a similar rate of bottom-line growth
(to $2.20 a share) in fiscal 2010.
Steady,  a lbe i t  unspectacu lar ,  annual
earn ings  ga ins  appear  to  be  in  s to re
over the 2011-2013 horizon. The util i ty
is one of the country's leading natural as-
only distributors, serving some 3.2 mi1 ion
customers across 12 states. Furthermore,
the unregulated segments (contributing
between 15% and 3 % to net income an-
nually on a historical basis) seem to pos-
sess healthy overall prospects. Finally,
management should continue to imple-
ment its successful strategy of purchasing
less-efficient utilities and shoring up their
profitability via expense-reduction efforts,
rate relief and aggressive marketing.

shares a

At nos Energy's core natural gas ut i l i -
ty  stands to perform decent ly in f iscal
2009 (began on October let). That divi-
sion should benefit from a rise in through-
put, plus more aggressive collection ef-
forts, which should keep bad debt expense
under control. Note that revenues from
pending rate cases are excluded from our
presentation.
We a re  cons t ruc t i ve  abou t  the  o the r
operations, as well. The regulated trans-
mission and storage segment ought to be
boosted by healthy transportation volumes
from production in the Barnett Shale re-
gion of Texas. Moreover, respectable re-
sults seem achievable for the nonregulated
marketing segment. But that unit's record
showing in fiscal 2006 (when it was able to
capture highly favorable arbitrage spreads
created by natural gas volatility) probably
won't be repeated.
C o n s o l i d a t e d  s h a r e  n e t  m a y  r i s e
around 5%, to  $2.10,  th is  f isca l  year .
One threat to this estimate is higher inter-
est expense. The company has normally
used short-term commercial paper to fi-
nance natural gas purchases. But At nos
had to access a l ine of credit when the

These  good-qua l i t y of fer
hea l thy  dose  o f  cu r ren t  d i v idend  in -
come, which is adequately covered by
earnings. Continued moderate increases in
the distribution seem likely, too.
Total return prospects look decent, on
a risk-ad'usted basis. Also, the stock is
ranked 2 tlkbove Average) for Timeliness.
Frederick L. Harris, III December 12, 2008

33, 0
19 . 6

Target Price Range
2011 2013

I

8 0

6 0
5 0
4 0

3 0
2 5
2 0

1 5

1 0

_ 7 . 5

.lllll.ll
IIIIIIII

"1-13

( A )  F i s c a l  y e a r  e n d s  S e p t .  3 0 t h .  ( B )  D i l u t e d
h r s .  E x c l  n o r  r e c .  i t e m s :  ' 9 9 ,  d 2 3 ¢ ,  ' 0 0 ,  1 2 ¢ ,

0 3 ,  d 1 7 ¢ ,  ' 0 6 ,  d 1 8 ¢ ,  ' 0 7 ,  d 2 ¢ .  N e x t  e g g .  r p t .
d u e  e a r l y  F e b .  ( C)  D i v i d e n d s  h i s t o r i c a l l y  p a i d  i n
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STOCK INDEX
5 9 3 -41 .9

1 0 0 .2 4 0 . 9
124 .7 -1 0 .6

1  y r .
3  y r .
5  y r .

Percent
shares
traded

7.5
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111111111 I I I I m | II II Ashli l l I I I I III III 1 II I I II I I ll I
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

2 6 . 8 3

2 . 3 2

1 . 1 7

1 . 2 0

3 2 . 3 3

2 .B1

1 .8 1

1 . 2 2

3 3 , 4 3

2 . 6 5

1 . 4 2

1 . 2 2

2 4 . 7 9

2 . 5 5

1 . 2 7

1 . 2 4

3 1 . 0 3

3 . 2 9

1 .8 7

1 .2 6

M33
3.32
1.B4
1.30

3 1 , 0 4

3 . 0 2

1 . 5 8

1 . 3 2

2 6 0 4

2 5 6

1 . 4 7

1 .34

2 9 . 9 9

2 . 5 5

1 . 3 7

1 3 4

5 3 . 0 8

3 . 0 0

1 .6 1

1 . 3 4

3 9 .8 4

2 . 5 5

1 . 1 8

1 3 4

5 4 . 9 5

3 . 1 5

1 . 8 2

1 .34

2 . 8 7

1 1 . 7 9

2 . 6 2

1 2 . 1 9

2 . 5 0

1 2 . 4 4

2 . 6 3

1 3 .0 5

2 3 5

1 3 .7 2

2 ,4 4

1 4 2 5

2 . 6 8

1 4 . 5 7

2 . 5 B

1 4 . 9 6

2 ,7 7

1 4 9 9

2 . 5 1

1 5 , 2 6

2 . 8 0

1 5 .0 7

2 . 6 7

1 5 .6 5

1 5 . 5 9 1 5 . 5 9 1 5 . 5 7 1 7 ,4 2 1 7 . 5 6 1 7 .5 6 1 7 . 6 3 1 8 . 8 8 1 3 .8 8 1 8 . 8 8 1 8 . 9 6 1 9 .1 1

1 5 . 8

. 9 6

6 .5 %

1 3 . 5

. 8 0

5 .6 %

1 6 . 4

1 . 0 8

5 .3 %

1 5 . 5

1 .04

6.3%

1 1 . 9

. 7 5

5.6%

1 2 . 5

.72

5 .6 %

1 5 . 5

. 8 1

5 .4 %

1 5 . 8

9 0

5 .8 %

1 4 .9

. 9 7

5.6%

1 4 5

.74

5 .7 %

2 0 0

1 . 0 9

5.7%

1 3 .6

. 7 8

5.4%

2004
5 9 5 9

2 . 7 9

1 .8 2

1 . 3 5

2 . 4 5

1 6 .9 6

2 0 9 8

1 5 .7

. 8 3

4 .7 %

1 2 5 0 . 3

3 6 . 1

34.8%

2.9%

5 1 .6 %

4 8 .3 %

7 a 7 .4

6 4 6 .9

6 5 %

10.1%

10.1%

2005 2006 2007 2008 2009 ©  VAL UE L INE PUB. ,  mc

7 5 . 4 3

2 . 9 8

1 . 9 0

1 .3 7

9 3 . 5 1

3 . 8 1

2 . 3 7

1 .4 0

9 3 . 4 0

3 . 8 7

2 . 3 1

1 . 4 5

1 0 0 . 4 0

4 . 2 0

2 .6 4

1 . 4 9

9 6 . 0 0

4 . 3 0

2 . 5 0

1 . 5 3

Re v e n u e s  p e r  s h

" C a s h  F l o w "  p e r  s h

Ea r n i n g s  p e r  s h  A  5

D i v ' d s  De c I ' d  p e r  s h 0 -

1 1 1 .7 5

5 . 3 0

2 . 8 5

1 . 6 5

2 .84

1 7 .3 1

2 . 9 7

1 8 . 8 5

2 . 7 2

1 9 . 7 9

2 . 5 5

2 2 . 1 0

2 . 6 5

2 1 . 9 0

Ca p ' I  Sp e n d i n g  p e r  s h

B o o k  V a l u e  p e r  s h  °
3 . 4 0

2 6 . 0 0

2 1 . 1 7 2 1 . 3 5 2 1 . 6 5 2 2 . 0 0 2 2 .5 0 C o m m o n  S h e  0 u t s t ' g  E 2 5 .5 0

1 5 . 2

. 8 6

4 .4 %

1 3 . 6

.73

4 .3 %

1 4 . 2

1 5

4 .4 %

1 4 . 3

. 8 5

3.9%

Av g  An n ' l  PIE Ra t io

Re l a t i v e  PE Ra t i o

Av g  An n ' I  Div 'd  Yie ld

1 8 . 0

1 . 2 0

3 .1 %

1 5 9 7 . 0

4 0 . 1

1 9 9 7 .6

5 0 5

2 0 2 1 . 6

4 9 . 8

2 2 0 9 . 0

5 7 . 5

2160
56.5

Revenues ($mill) A
Net Prof'r\ (still)

2 8 5 0

7 5 . 0

3 4 .1 %

2 .5 %

3 2 .5 %

2 .5 %

3 3 .4 %

2 .5 %

3 1 .3 %

2 .6 %

3 1 . 5 %

2 . 6 %

In c o me  T a x  Ra te

Ne t  Pro f i t  M arg in

3 5 . 0 %

2 .7 %

4 8 .1 %

5 1 .8 %

4 9 .5 %

5 0 .4 %

4 5 .3 %

5 4 .6 %

4 4 . 5 %

5 5 . 5 %

4 5 .0 %

5 5 .0 %

L 0 n g -T e r m De b t  Ra t io

Co mmo n  Eq u i t y  Ra t i o

4 7 .0 %

5 3 .0 %

7 0 7 9

6 7 9 . 5

7 9 8 . 9

7 6 3 . 8

7 8 4 . 5

7 9 3 . 8

8 7 5

8 2 5

a s s

8 5 5

T o t a l  Ca p i t a l  ( $ mi l I)

Net  Plan t  ($mi l l )

1 2 5 0

1 1 5 0

7 .6 %

10.9%

10.9%

8 .4 %

12.5%

12.5%

8 .5 %

11.6%

11.5%

8 . 0 /

12 .0%

12.0%

7.5%

11.5%

1 1 . 5 %

Retu rn  o n  T o ta l  Cap ' I

Re tu rn  o n  Sh r .  Eq u i ty

Re t u r n  o n  Co m Eq u i t y

7 . 5 %

1 1 . 5 %

11 .5%

C A P I T A L S T R U C T U R E a s  o f  s l s o l o s
T o t a l D e b t $ 3 6 8 . 0  m i l l .  D u e  i n  5  Y r s  $ 2 7 5 . 0  m i l l .
L T  D e b t $ 3 0 9 . 2  m i l l . L T  I n t e r e s t  $ 2 0 . 0 mi l l .

( T o t a l i n t e r e s t  c o v e r a g e :  3 . 0 x)

L e a s e s ,  U n c a p i t a l i z e d An n u a l  r e n t a l s  $ . 9  m i l l .
P e n s i o n  A s s e l s - 9 / 0 7 $ 2 6 0 . 3  m i l l .

O b l l g .  $ 2 9 3 . 3  m i l l .
P f d  S t o c k $ . 5  mi l l . P f d  D i v ' d $ . 0 4  m i l l .

C o m m o n  S t o c k 2 1 ,9 7 1  , 7 6 0  s h e .
a s o f  8 / 5 / 0 8

M A R K E T  C A P :  $ 1 . 1  b i l l i o n  ( M i d  C a p )

2 0 0 6 2 0 0 7 s ls o lo a

3 3 . 0
3 9 5 . 9
4 2 8 . 9

5 2 . 7
4 1 4 . 6
4 6 7 . 3

C U R R E N T  P O S I T I O N
( SM IL L )

C a s h  A s s e t s
O t h e r
C u r r e n t A s s e t s

5 0 . 8
4 0 9 . 0
4 5 9 . 8

1 0 6 . 8
2 5 1 . 6
1 1 5 . 3
4 7 3 . 7

2 8 2 %

1 9 1  . 4
5 8 . 8
7 5 . 3

3 2 5 . 5

2 8 5 %

1 0 3 . 3
2 0 7 . 5
1 2 0 . 1

4 3 0 . 9

2 8 5 %

A c c t s  P a y a b l e
D e b t D u e
O t h e r
C u r r e n t L i m b .

F i x . C h g . C o v .

A N N U A L  R A T E S
of change (per sh)
R e v e n u e s
" C a s h  F l o w "
E a m i n g s
D i v i d e n d s
B o o k  V a l u e

P a s !
10 Yrs .

1 1 . 5 %
1 . 5 %
3 . 0 %
1 . 0 %
3 . 0 %

E S t ' d  ' 0 5 - ' 0 7
w '11- '13

4 . 5 %
7 . 0 %
4 . 5 %
2 . 5 %
5 . 5 %

P a s t
Y r s .

1 6 . 5 %
5 . 5 %
9 . 5 %
1 . 0 %
4 . 5 %

F l s c a l
Y e a r
E n d s

aUAR1ERLY  REVENUES (S mi l l . ) *

D e c . 3 1  M a r . 3 1 J u n . 3 0 S e p . 3 0

Full
Fiscal
Year

2005

2006

2007

2008

2009

2 8 6 . 7

2 6 9 . 0

a 2 s . s

4 5 1 . 8

5 4 0

3 1 1 . 3

3 3 0 . 6

4 5 7 . 9

5 0 5 . 5

5 4 0

4 4 2 . 5

6 8 9 . 2

5 3 9 . 6

5 0 4 . 0

5 4 0

5 7 6 . 5

7 0 8 . 8

7 0 0 . 8

7 4 7 . 7

5 4 0

1 5 9 7 . 0

1 9 9 7 . 6

2 0 2 1 . 6

2 2 0 9 . 0

2 1 6 0

F i s c a l
Y e a r

E n d s

EARNINGS PER SHARE A B F
Dec.31 Mar,31 Jun.30 Sep.30

F u l l
F i s c a l
Y e a r

2005

2006

2001

200s

2009

. 2 9

. 1 3

. 4 3

. 4 1

. 3 3

. 7 9

1 . 2 3

. 8 9

. 9 9

. 9 6

d . 2 4

d . 0 4

. 0 3

d . 1 4

. 0 5

1 . 0 6

1 . 0 5

. 9 7

1 . 3 9

1 . 1 6

1 . 9 0

2 3 7

2 . 3 1

2 . 6 4

2 . 5 0

Cal-
endar

QUARTERLY DIVIDENDS PAID c l
Mar.31 Jun.30 SeD.30 Dec.31

F u l l
Y e a r

2005

200s

2001

2008
2009

. 3 4 5

. 3 5 5

. 3 6 5

. 3 7 5

. 3 4 5

. 3 5 5

. 3 5 5

. 3 7 5

. 3 4 5

. 3 5 5

. 3 6 5

. 3 7 5

. 3 4

. 3 4 5

. 3 6 5

. 3 7 5

. 3 8 5

1 . 3 8

1 , 4 1

1 . 4 6

1 5 0

5 4 7 . 2

2 7 . 9

4 9 1 . 5

2 6 . 9

5 6 5 4

2 5 , 0

1 0 0 2 .1

3 0 . 5

7 5 5 . 2

2 2 .4

1 0 5 0 .3

3 4 . 6

3 5 .6 %

5 .1 %

3 5 .5 %

5 .5 %

3 5 .2 %

4 .6 %

32.7%

1 0 %

3 5 4 %

1 0 %

35.0%

3.3%

4 0 . 9 %

5 8 . 6 %

4 1 .8 %

5 7 .8 %

4 5 .2 %

54.5%

4 9 .5 %

50.2%

4 7 .5 %

5 2 .3 %

50.4%

4 9 .4 %

4 3 8 . 0

4 9 0 . 5

4 8 8 . 6

5 1 9 .4

5 1 9 . 2

5 7 5 . 4

574 .1

6 0 2 . 5

5 4 6 . 8

5 9 4 .4

6 0 5 . 0

6 2 1 1

8 .1 %

10.8%

10.8%

7 .1 %

9 .5 %

9 .5 %

6 .7 %

9 .1 %

9 .1 %

6 .9 %

10.5%

10.5%

6.0%

7 .8 %

7 .8 %

7.4%

11.5%

11.6%

1.8%

8 3 %

1.0%

8 9 %

.2%

9 8 %

1.8%

8 3 %

N M F

1 1 3 %

3.1%

74%

2 .7 %

73%

3 .1 %

7 2 %

5 .1 %

5 9 %

4 .3 %

6 3 %

5 .0 %

5 7 %

4 .5 %

61%

Re t a i n e d  t o  Co m  Eq

Al l  D i v 'd S t o  Ne t  Pr o f

5 .0 %

5 6 %

6 0 % ,  c o m m e r c i a l  a n d  i n d u s t r i a l ,  2 4 % ,  t r a n s p o r t a t i o n ,  1 % ,  o t h e r ,

1 5 % .  H a s  a r o u n d  3 , 8 4 5  e m p l o y e e s .  O f f i c e r s  a n d  d i r e c t o r s  o w n  a s

p r o x i m a t e l y  7 . 0 %  o f  c o m m o n  s h a r e s  ( 1 1 0 8  p r o xy ) .  C h a i r m a n ,  C h i e f

E xe c u t i v e  O f f i c e r ,  a n d  P r e s i d e n t :  D o u g l a s  H .  Y a e g e r .  In c o r p o r a t e d :

M i s s o u r i .  Ad d r e s s :  7 2 0  O l i v e  S t r e e t ,  S I .  L o u i s ,  M i s s o u r i  6 3 1 0 1 .  T e l -

e p h o n e :  3 1 4 ~ 3 4 2 - 0 5 0 0 .  In t e r n e t :  w w w . t h e l a c l e d e g r 0 u p c o m .

B U S I N E S S : L a c l e d e  G r o u p ,  In c . ,  i s  a  h o l d i n g  c o m p a n y  f o r  L a c l e d e

G a s ,  w h i c h  d i s t r i b u t e s  n a t u r a l  g a s  i n  e a s t e r  M i s s o u r i ,  i n c l u d i n g  t h e

c i t y  o f  S i .  L o u i s ,  s t .  L o u i s  C o u n t y ,  a n d  p a n s  o f  1 0  o t h e r  c o u n t i e s .

H a s  r o u g h l y  6 3 2 , 0 0 0  c u s t o m e r s .  P u r c h a s e d  S M & P  U t i l i t y  R e

s o u r c e s ,  1 / 0 2 ,  d i v e s t e d ,  3 / 0 8 .  Th e r ms  s o l d  a n d  t r a n s p o r t e d  i n  f i s c a l

2 0 0 7 :  1 . 1 2  m i l l .  R e v e n u e  m i x  f o r  r e g u l a t e d  o p e r a t i o n s :  r e s i d e n t i a l ,

We do not believe that Laclede
Group's share net in fiscal 2009
(which began on October let) will
reach last year's level, attributable
mainly to the difficult comparison. Regard-
ing Laclede Gas, accounting for the biggest
portion of profits, it appears that the sub-
stantial rate increase effective August let
of 2007 won't be repeated. Furthermore,
there may not be a recording of additional
previously unrecognized tax benefits here.
Meanwhile, Laclede Energy Resources
stands to have a respectable performance
(depending greatly on natural gas price
volatility), but we do not anticipate a
reversal of more tax-related expenses. All
things considered, consolidated share net
ought to decrease roughly 5%, to $2.50,
this fiscal year. Laclede Group's bottom
line could expand in the mid-single-digit
range (to $2.60 a share) in fiscal 2010, as-
suming additional expansion in operating
margins.
Steady, if unspectacular, earnings in-
creases seem achievable over the 3- to
5-year timeframe. Expansion of the cus-
tomer base for the natural gas distribution
unit has been moderate for some time be-

cause the service area, located in eastern
Missouri, is in a mature stage. That being
the case, internal growth here will likely
remain a challenge. The non-regulated
division has promising expansion op-
portunities, but it has contributed just a
small portion to Laclede Group's profits on
a historical basis. A significant acquisition
could help to offset this, but it appears
that management has no such plans in the
works at this juncture. Consequently, an-
nual bottom-line advances could be only
between 4% and 5% over the 2011-2013
horizon.
This favorably ranked equity offers a
decent level of current dividend in-
come, which is adequately covered by
earnings. But further increases in the dis-
tribution will probably be slow in coming.
This is primarily because of the regulated
gas segment's unexciting long-term growth
prospects.
Total-return possibilities are limited.
That is attributable to these shares' rela-
tively high present quotation and our ex-
pectation of moderate increases in the div-
idend.
Frederick L. Harris, III December12, 2008

actions: '08, 94¢. Next earnings report due late
Jan. (C) Dividends historically paid in early
January, April, July, and October. I Dividend
reinvestment plan available. (D) Incl. deferred

C o m p a n y ' s  F i n a n c i a l  S t r e n g t h
S t o c k ' s Pr i c e  St a b i l i t y
P r i c e G r o w t h  P e r s i s t e n c e
Ea r n i n g s  Pr e d i c t a b i l i t y

c h a r g e s .  In  ' 0 7 :  $ 2 8 9 . 7  m i l l , ,  $ 1 3 . 3 8 l s h .
( E)  In  m i l l i o n s .
( F )  Q t i y .  e g g .  m a y  n o t  s u m  d u e  t o  r o u n d i n g  o r
c h a n g e  i n  s h a r e s  o u t s t a n d i n g .

B +

1 0 0
6 0
7 5

27.0
20.0

Target Price Range
2011 201 s

80

50
50
40

30
25
20

15

1 0

- 7 . 5

III I
"1-13

' 9 7 ,  t h e n  d i l u t e d .  Exc l u d e s  n o n r e c u r r i n g  l o s s :

(A Fiscal year ends Sept. 30th.
(B Based on average shares outstanding thru.

'06, 7¢. Excludes gain from discontinued oper-
® 2008, Value L ine Publ ish ing, Inc Al l  "sys reserved. Factual mater ia l  is  obta ined lorn sources bel ieved to be re l iable and is  provided without warrant ies a l a",3 k ind.
THE PUBLISHER IS NOT RE PONSlBLE OR ANY ERRORS OR OMISSIONS HEREIN. This  publ icat ion is  s tr ic t ly  lo t  subscr ibers own, noncommerciaI,  in tema! use..  o  pan 1
al it may be reproduced, resold, stored Ur transmitted in any printed, electronic or other form, service or product.or used for generating nr marketing any printed or demonic publication,
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NEW JERSEY RES. NYSE-NJR
RECENT
PRICE 38.42 PIE

RATIO 12.2(1.':2:s§§) 1.20
RELATIVE

PIE RATI0

DIVD
WD 3.2%

VALUE
LINE

19.8
16,1

21.7
16.6

22.4
16.2

26.4
20.0

29.7
24.3

32.9
27.1

35.4
27_7

37.6
30,3

41.1
24.62

1
TIMELINESS Raised11/28/08

S A F E W Raised 9115105

T E C H N I C A L 2 Ra i5e¢11I21 /08
BET A . 7 0  ( 1 . 0 0 = M a r k e t )

H'gh
L a w

Pr i c e
4 5
4 0

An n ' I  T o ta l
R e c u r

7 %
4 %

2 0 1 1 - 1 3  P R O J E C T I O N S

Ga i n
( + 1 5 % l

( + 5 %

I n s I d e r  D e c l s i o n s

to Buy
Dpiions
m Sell

J  F  M  A M J J  A  s
0  0  0  0  0  o  0  0  0
2  0  0  1  2  0  0  1  0
0  2  0  0  2  0  0  1  0

Institutional Declslons
aar

S4
88

26312

nam
85
70

26518

IQZUM

90
62

2e91o
$328
mwqnm

High:
Low:

18.7
12.5

17.9
14.0
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2007 2008 2009 © VALUE L INE PUB. ,  INC 1 1 - 1 3

7 2 . 6 2

2 . 4 4

1 . 5 5

1 . 0 1

9 1 . 1 2

3 . 6 4

2 . 7 0

1 .1 1

9 2 . 4 5

3 . 7 0

2 . 8 0

1 . 2 4

Re v e n u e s  p e r  s h  A

"Ca s h  F lo w" p e r  s h

Earn in g s  p er  sh  e

Di v 'd s  De c l 'd  p e r  s h  Cl

9 7 . 6 0

3 . 9 0

3 . 0 0

1 . 3 6

1 . 4 6

1 5 . 5 0

1 . 7 3

1 7 . 3 6

1 . 7 5

1 9 . 3 5

Ca p ' I  Sp e n d in g  p e r  s h

Book  Va lue  per  sh  D

1 . 8 0

2 5 . 7 5

4 1 . 8 1 4 1 . 8 8 4 2 . 5 0 C o m m o n  S h s 0 u t s t ' g  E 4 4 . 0 0

2 1 , 6

1 . 1 3

3 .0 %

1 2 . 3

. 7 3

3 .3 %

Av g  An n ' l  P IE  Ra t i o

Re la t iv e PIE  Ra t i o

Av g  An n ' l  D i v ' d  W e l d

1 4 . 0

. 9 5

3 .4 %

3 0 2 1 . 8

6 5 . 3

3 8 1 5 . 2

1 1 3 . 9

3 9 3 0

1 2 0

Re v e n u e s  ( $ mi l l )  A

Ne t  Pr o f i t  ( $ mi l I)

4 2 9 5

1 3 0

3 8 .8 %

2 .2 %

3 7 .8 %

3.0%

3 9 .0 %

3. 1%

In c o me  T a x  Ra te

N e t Pr o f i t  M a r g i n

4 0 .0 %

3 .0 %

3 7 .3 %

6 2 .7 %

38.5%

6 1 .5 %

3 8 . 0 %

6 2 . 0 %

L o n g -T e rm De b t  Ra t io

Co mmo n  Eq u i t y  Ra t i o

3 2 .5 %

6 7 .5 %

1 0 2 8 . 0

9 7 0 . 8

1 1 8 2 .1

1 0 1 7 . 3

1 3 2 5

1 0 4 0

T o t a l  Ca p i t a l  ( $ mi l I)

Ne t  Pla n t  (Sma l l )

1 6 8 0

1 1 0 0

7 .7 %

10.1%

10.1%

10.7%

15.7%

15.7%

10.0%

14.5%

14.5%

Re c u r  o n  T o t a l  Ca p ' I

Re c u r  o n  Sh r .  Eq u i t y

Re t u r n  o n  Co m Eq u i t y

8 . 5 %

1 1 . 5 %

1 1 . 5 %

1992 1993 1994- 1995 1996 1997 1998 1999 2000 2001 2002 2003
1 1 . 2 5

1 .3 0

. 7 3

. e a

1 2 .0 2

1 .4 2

. 7 6

. 6 8

12 .B1

1 . 5 4

.BE

. 6 8

1 1 . 3 6

1 .4 2

. 8 6

. 6 8

1 3 .4 8

1 .4 8

.92

. 6 9

1 7 .8 1

1 .6 3

. 9 9

.71

1 7 . 7 3

1 .74

1 . 0 4

. 7 3

2 2 . 6 5

1 . 8 6

1 .1 1

. 7 5

2 9 . 4 2

1 . 9 9

1 . 2 0

. 7 6

5 1 2 2

2 . 1 2

1 . 3 0

. 7 8

4 4 . 1 1

2 .1 4

1 . 3 9

. 8 0

6 2 . 2 9

2 . 3 8

1 .5 9

. 8 3

1 .3 3

6 . 2 9

1 .54

6 .5 4

1 . 4 0

8 . 4 3

1 . 1 8

6 . 4 7

1 . 1 9

6 . 7 3

1 1 5

6 . 9 2

1 . 0 1

7 . 2 6

1 .2 1

7 . 5 7

1 .2 3

8 . 2 9

1 . 1 0

s . 8 0

1 .0 2

8 .71

1 .14

10 .26

3 6 .6 4 3 7 .8 4 3 8 . 9 3 4 0 . 0 3 4 0 . 6 9 4 0 . 2 3 4 0 . 0 7 3 9 , 9 2 3 9 . 5 9 4 0 . 0 0 4 1 . 5 0 4 0 . 8 5

12 .4

. 7 5

7.5%

1 5 . 1

.BE

5 .8 %

1 3 . 0

. 8 5

6 .2 %

1 1 . 7

. 7 8

6 .7 %

1 3 .6

.B5

5.6%

1 3 . 5

. 7 8

5.3%

1 5 .3

. 8 0

4 .6 %

1 5 . 2

a v

4 5 %

1 4 . 7

a s

4 .4 %

1 4 . 2

, 7 3

4 .2 %

1 4 .7

.B0

3 .9 %

1 4 .0

. 8 0

3 .7 %

2004
6 0 . 8 9

2 . 5 0

1 ,7 0

. 8 7

1 .4 5

1 1 .2 5

4 1 . 5 1

1 5 . 3

.81

1 3 %

2 5 3 3 .5

7 1 . 6

3 9 .1 %

2.8%

4 0 .3 %

59.7%

7 8 3 . 8

8 8 0 .4

10 .1%

15.3%

15.3%

2005
7 6 . 1 9

2 . 6 2

1 .7 7

. 9 1

1 . 2 8

1 0 . 6 0

4 1 . 3 2

1 6 .8

. 8 9

3 .1 %

3 1 4 8 .3

7 4 .4

3 9 .1 %

2 .4 %

4 2 .0 %

5 8 .0 %

7 5 5 . 3

9 0 5 . 1

11 .2%

17.0%

17.0%

2006
7 9 . 6 3

2 . 7 3

1 . 8 7

. 9 6

1 . 2 8

1 5 , 0 0

4 1 . 4 4

1 6 .1

. 8 7

3 .2 %

3 2 9 9 .6

7 8 . 5

3 8 .9 %

2 .4 %

3 4 .8 %

6 5 .2 %

9 5 4 . 0

9 3 4 . 9

9 .6 %

1 2 . 5 %

1 2 . 6 %

C A P I T A L S T R U C T U R E  a s  o f  9 1 3 0 / 0 8
T o t a l D e b t $ 6 9 3 . 4  m m .  D u e  i n  5  Y r s  $ 1 7 5 . 6  m i l l .
L T  De b t  $ 4 5 5 . 1  m i l l . L T  I n t e r e s t $ 1 6 . 9  m i l l .

In d .  $ 8 . 8  m i l l .  c a p i t a l i z e d  l e a s e s .
( L T in te res t  ea rn ed :  4 .8x , t o t a l  i n t e r e s t  c o v e r a g e :
4 . 8 x )
P e n s i o n As s e t s - 9 / 0 8  $ 8 0 . 6  m i l l .

O b l l g .  $ 1 0 2 . 4  m i l l .
P f d S t o c k N o n e

C o m m o n  S t o c k 4 2 , 1 2 0 , 1 6 9  s h e .
a s  o f  1 1 l2 0 lOB
M A R K E T  C A P :  $ 1 . 6  b i l l i o n  ( M i d  C a p )

zoos 2007 9/30/08

5. 1
794 . 8
799 . 9

5 . 0
960 . 5
965 . 5

42 . 6
1067. 1
1109 . 7

CURRENT POSITION
($ll lLL)

C ash Asset s
O t her
Cur rent  Asset s

64 . 4
260 . 8
378. 1
703 . 3
4 6 1 %

4 6 . 8
284 . 4
566 . 0
897. 2
5 7 0 %

61 . 7
238 . 3
594 . 0
894 . 0
4 5 0 %

A c t s  P a ya b l e
D ebt  D ue
O t he r
Cun'ent  Limb.
F ix.  Chg.  Cov.

P a s !
10 Yrs.

1 8 . 5 %
5 . 5 %
6 . 5 %
3 . 5 %
7 . 5 %

A N N U A L  R A T E S
of change (per sh)
R e v e n u e s
" C a s h F l o w "
E a m i n g s
D i v i d e n d s
B o o k V a l u e

E s t ' d ' 0 5 - ' 0 7
to '11- '13

4 . 5 %
7 . 0 %
9 . 5 %
6 . 0 %

1 1 . 0 %

P a s t
y rs .

1 3 . 0 %
4 . 5 %
6 . 0 %
4 . 0 %

1 0 . 0 %

Fiscal
Year
Ends

QUARTERLY REVENUES ($ mill.) A
D e c . 3 1  M a r . 3 1  J u n . 3 0  Se p . 3 0

Full
Fiscal
Year

2005

2006

2001

2008

2009

1065

1064

1029
1178

1190

6843

5355
5932

8274

ago

544.3

5384

6622

1000

1050

8544

1164

7374

e114

850

3 1 4 8 . 3

3 2 9 9 . 6

3 0 2 1  . 8

3 B 1 6 . 2

3 9 3 0

Fiscal
Year
Ends

EARNINGS PER SHARF  A B

D e c . 3 1 M a r . 3 1  J U n . 3 0 S e p . 3 0

Full
Flscal
Year

2005

2006

2007

2008

2009

. 0 5

d . 0 9

. s o

d . 1 8

1 . 2 3

1 . 4 3

. 1 9

. 3 0

. 4 0

. 6 1

. 8 2

. 7 0

. 8 7

. 9 0

d . 1 2

d . 2 9

. 0 6

1 . 8 6

1 . 5 0

1 . 7 7

1 . 8 7

1 .5 5  I

2 . 7 0

2 . 8 0

C a l -
e n d a r

QUART ERL Y  DWIDENDS PAID c  El

M a r . 3 1 J u n . 3 0  S e p . 3 0 D e c . 3 1

F u l l
Y e a r

2004

2005

200s

2001

2008

. 2 1 7

. 2 2 7

. 2 4

. 2 5 3

. 2 8

. 2 1 7

. 2 2 7

. 2 4

. 2 5 a

. 2 8

. 2 1 7

. 2 2 7

. 2 4

. 2 5 3

. 2 8

. 2 1 7

. 2 2 7

. 2 4

. 2 5 3

. 2 6 7

. 8 7

. 9 1

. 9 6

1 . 0 1

7 1 0 3

4 3 . 3

9 0 4 . 3

4 4 . 9

1 1 6 4 . 5

4 7 . 9

2 0 4 8 .4

5 2 , 3

1 8 3 0 3

5 6 . 5

2 5 4 4 .4

6 5 .4

3 0 4 %

6 .1 %

3 5 .2 %

5 .0 %

3 7 3 %

4 1 %

38.0%

2.6%

3 8 1 %

1 1 %

3 9 .4 %

2 .6 %

5 1 .2 %

4 5 .5 %

4 8 .7 %

5 1 1 %

4 7 0 %

5 2 .9 %

50.1%

4 9 .9 %

5 0 6 %

49.4%

38.1%

6 1 .9 %

6 3 8 . 2

5 8 0 . 0

5 9 0 . 4

70544

6 2 0 . 1

7 3 0 . 6

7 0 6 . 2

7 4 3 9

7 3 2 .4

7 5 6 .4

6 7 6 . 8

8 5 2 . 6

8 .1 %

13.9%

14.4%

9 .0 %

1 4 . 8 %

1 4 . 8 %

9 .0 %

14.6%

14.6%

8 5 %

14.8%

14.9°/

8.7%

15.7%

15.7%

10.7%

15.6%

15.6%

4 .4 %

7 1 %

5 .0 %

6 7 %

5 .4 %

83%

6 .1 %

5 9 %

6.9%

5 6 %

7 .7 %

5 1 %

7 .8 %

4 9 %

8 .5 %

5 0 %

6 .3 %

5 0 %

3 .6 %

6 4 %

9 .3 %

4 1 %

8 . 0 %

4 4 %

Re t a i n e d  t o  Co m Eq

Al l  Div 'd s  to  Ne t  Pro f

6 .5 %

4 6 %

a n d  e l e c t r i c  u t i l i t y ,  3 6 %  o f t - s y s t e m a n d  c a p a c i t y  r e l e a s e ) .  N . J .  Na t u -

r a l  En e r g y  s u b s i d i a r y  p r o v i d e s  u n r e g u l a t e d  r e t a i l / w h o l e s a l e  n a t u r a l

g a s  a n d  r e l a t e d  e n e r g y  s a c s .  2 0 0 7  d e .  r o l e :  2 . 8 % .  H a s  8 0 8  e m p l o y .

O f f . l d i r .  o w n  a b o u t  2 %  o f  c o m m o n  ( 1 2 1 0 7  P r o x y ) .  C h r m n . ,  C E O ,  &

P r e s .  2  L a u r e n c e  M .  D o w n e s .  I n c . :  N . J .  A d d r . :  1 4 1 5  W y c k o f f  R o a d ,

W a l l ,  N J  0 7 7 1 9 .  T e l . :  7 3 2 - 9 3 8 ~ 1 4 8 0 .  W e b :  w w w . n j r e s o u r c e s . c o m .

B U S I N E S S : N e w  J e r s e y  R e s o u r c e s  C o r p .  i s  a  h o l d i n g  c o m p a n y
p r o v i d i n g  r e t a i l  w h o l e s a l e  e n e r g y  s a c s .  t o  c u s t o me r s  i n  Ne w  J e r s e y ,

a n d  i n  s t a t e s  f r o m  t h e  G u l f  C o a s t  t o  N e w  E n g l a n d ,  a n d  C a n a d a .
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strong.
and soli access

December 12, 2008

New customers at the NJNG division are
expected to contribute approximately $4
million annually to utility gross margins.
And there is still sizable room for that seg-
ment to grow through potential customers
and conversions. The NJR Energy Services
unit has benefited from its dynamic port-
folio of supply storage and transportation
contacts. And the Steckman Ridge facility
ought to complement that mix nicely. All
told, the company's prospects appear
bright.
Meanwhile, the balance sheet and fi-
nancial position appear NJR
has ample cash on hand,
to capital through revolving bank credit.
These timely shares have been on a
bumpy ride since our September
review. Still, they are currently trading
up about 6% over that interim, thanks to a
dividend increase and solid earnings this
past year. Meanwhile, the 10.7% hike in
NOR's quarterly dividend may appeal to
income-oriented accounts. And conserva-
tive investors may find the high Safety
rank (1) and solid Financial Strength
rating (A) comforting,
Bryan Fong

New Jersey Resources posted solid re-
sults for its fiscal fourth quarter
(ended September 30th) and year. This
stemmed from roughly 7,175 new custom-
ers last year, as well as about 730 conver-
sions, which boosted results at the New
Jersey Natural Gas (NJNG) division.
Meanwhile, record performance from NJR
Energy Services also contributed nicely.
Capital projects ought to provide
room for the expansion of its mid-
stream assets. NOR has been making
progress at its Stockman Ridge storage fa-
cility in western Pennsylvania. Mean-
while, the company has drilled three wells
so far, and expects to have nine others
completed in 2009. This facility will pro-
vide extra capacity during the peak winter
and summer months to the Northeast.
Also, the completion of a new 16-inch main
pipeline into the Whiting section of Man-
chester Township, NJ is allowing for new
first-time customers.
We have raised our 2009 annual es-
timate by 30%. This stems a recent base
rate case approval for NJNG that boosts
annual revenues by $32.5 million, as well
as the aforementioned capital projects.
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i nduce  Tropica l shipping subs idia ry  and severa l energy  re la ted

ventures.  Dhles led dl and gas E&P, eta.  Has about3,900 employ-

ees .  Of li oe ra ldi reo lo rs  own about  2 .2% or  common s led(  (3 /08

proud) .  Cha i rman and Chip Examt i r le  Olhoer t  Rus s  St robe l.  ln-

oorpora1ed: I llinois. Address: 1B44 Feny Roald, Napewille, I llinois

60563. Telephone: 630-305-8500. Internet: .nioor.oom.

BUSINESS: moor Inc. is a holding company with gas distribution as

i ts  primary business. Sames over 2.2 mi llion ars lorners in Bonham

and western I llinois. 2007 gas delivered: 468.3 Bcf, ind. 212.1 Bcf

loom transportat ion. 2007 gas sales (256.2 be): res identia l,  79%.
commercial, 19%. industrial_ 2%. Principal supplying pipelines: Nat-

ural Gas Pipeline. Horizon Pipeline, and TGPC. Current operations

by the ICC.

mercy Commission (ICC). Nicor initially
wanted to increase its rate base by $140.3
million in order to recon rising costs in
its market. This case reflected an 11.05%
return on equity on a $1.5 billion base. In
response to a direct testimony
the company filed rebuttal testimony in
late September, which revised its proposed
rate to $141.6 million and increased its
cost of equity to ll.l5%. All told, the pro-
cess is expected to continue into the mid-
dle of 2009, and the outcome should be a
key factor in GAS' performance over the
coming years. Thus, we recommend inves-
tors continue to keep a close eye on these
ppceedings over the coming months.

is stock is ranked 3 (Average)
year-ahead

for
performance. However,

risk-averse investors may find these stable
shares appealing, given the volatility in
the world's financier markets. Nicor's yield
is above the industry average. which ma
interest income-oriented accounts. Still
the company will probably continue to be
pressured by a tough operation environ-
ment in the foreseeable f`uture.gl"herellore,
most investors should look elsewhere.
Richard Gallagher December 12, 2008

Nicor's performance has been unim-
pressive 1=-<=;y- Most notably, earnings of
0.03 a share ell well short of our $0.20-a-

share estimate. Weakness in the gas dls-
tribution business was the primary reason
for the disappointing performance. The
company has faced various challenges over
the course of 2008 including high gas
prices. rising costs, and tough market con-
ditions in its shipping business.
Management reiterated its outlook for
the year. Despite the shortfall in the Sep-
tember interim, Nicor expects earnings to
be between $2.20 and $2.40 a share for
2008. This view does not include the
potential for volatility in natural gas mar-
kets and assumes normal weather for the
remainder of the year.
We look for earnings to be on the low
end of the company's guidance. Coven
the weak third-quarter shown we es-
timate share net will be $2.25. icon will
probably continue to face a challenging op-
erating environment, which should pres-
sure results in the December period.
Nicor is still focused on obtaining rate
relief. The company filed a case and is
awaiting a decision ram the Illinois Com-
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Book Value per sh

4.50

26.50

19.46 19.77 20.13 22.24 22.56 22.85 24.85 25.09 25.23 25,23 25.59 25.94 27.55 27.58 27.24 26.41 26.50 26.50 Common Shs 0utst'g c 28.00

27.0

1.64

5.7%

12.9

.76

5.2%

13.0

.85

5.5%

12.9

.86

5.7%

11.7

.73

5.2%

14.4

.ea

4.8%

26.7

1.39

4.5%

14.5

.BE

5 0 %

12.4

.B1

5.5%

12.9

.66

5.1%

11.2

,94

4.5%

15.8

.90

4 5 %

16.7

.88

4.2%

17.0

.91

3.7%

15.9

.86

3.7%

16.7

.88

3.1%

Bold fig
Value
est lf

:res an
Line
ages

Avg Ann'I PIE Ratio

Relative PE Ratio

Avg Ann'l Div 'd Yield

18.0

1.20

3.1%

CAPITAL STRUCTURE as of 9/30/08
Total Debt $686.8 mill. Due in 5 Yrs $259.8 mill.
LT Debt $512.0 mill, LT Interest $37.0 mill.

(Total interest coverage: 4.0x)

Pension Assets-12/07 $241 mill.
Oblig. $260 mill.
Pfd Stock None

Common Stock 26470,588 she.
as of 1Dl31lDB
MARKET CAP $1.2 billion (Mid Cap)

416.7

27.3

455,8

44.9

532.1

47.8

650.3

50.2

541.4

48.8

611.3

46.0

707.6

50.6

910.5

58.1

1013.2

65.2

1033.2

74.5

1000

67.5

1025

74.0

Revenues ($miII)

Net prom ($mill)

1400

94.0

31.0%

5.6%

35.4%

9.9%

35.9%

9.0%

35.4%

7.7%

34.9%

5.5%

33.7%

7.5%

34.4%

7.1%

36.0%

6.4%

36.3%

6.4%

37.2%

7.2%

3 1 0 %

6.8%

37.0%

6.4%

Income Tax Rate

Net Profit Margin

37.0%

6.7%

45.0%

50.6%

45.0%

49.9%

45.1%

503%

430%

53.2%

47.6%

515%

49.7%

50.3%

46.0%

54.0%

47_0%

53.0%

46.3%

53.7%

46.3%

53.7%

47.0%

53.0%

48.0%

52.0%

Long-Term Debt Ratio

Common Equity Ratio

48.0%

52.0%

815.6

B94,7

861.5

895.9

8B7,8

934.0

BBO.5

955.0

937.3

995.5

1006.6

1205.9

1052.5

1318.4

1108.4

1373.4

1116.5

1425.1

1106.8

1495.9

1150

1550

1200

1650

Total Capital ($milI)

Net Plant ($milI)

1500

2000

5.0%

5.1%

6.0%

6.8%

9.7%

9.9%

s o %

9.8%

10.0%

63%

10,0%

102%

58%

8.9%

8.5%

5.7%

9.1%

9.0%

5.9%

8.9%

8.9%

6.5%

9.9%

9.9%

7.1%

10.9%

10.9%

8.5%

12.5%

12.5%

7.5%

11.5%

11.5%

7.7%

11.5%

11.5%

Return on Total Cap'I

Return on Shr. Equity

Return on Com Equity

7.0%

11.0%

11.0%

NMF

118%

2.8%

74%

3.1%

70%

3.5%

67%

1.9%

79%

2.6%

72%

2.7%

69%

3.7%

63%

4.5%

59%

6.0%

52%

5.0%

58%

5.0%

57%

Retained to Com Eq

All Div'ds to Net Prof

5.0%

56%2006 2007 9l30loB

4 . 1
279 .7
2B3.B

53 .5
174.8
1B4.0
412 .3

NM F

8.1
268 .8
274 .9

119.7
148.1
122.1

389 .9
4 0 8 %

5.B
303 .0
308 .8

113.6
129.6

98 .3
341 .5

3 4 9 %

CURRENT POSITION
(SMILL)

Cash Asse ts
Othe r
Current  Asse ts
Acc ts  Payable
De bt  Due
Othe r
Current L imb.

Fx.  Chg.  Cov .

Owns  loca l underground s to rage .  Rev .  breakdown:  res ident ia l,

55%, commerc ia l,  28%, industr ia l,  gas transportat ion,  and other,

17%. Employs  1,130.  Barc lays  Global owns 6.5% of  shares ,  o f t /

Dir., 1.3% (4108 proxy), CEO Mark S. Dodson, CEO-elect: Gregg S.

Kanto r .  Inc . :  Oregon.  Address :  220  NW  2nd Ave . ,  Por t land,  OR

97209. Tel.: 503-226-4211. Intemetz www.nwnatural.com.

BUSINESS: Northwest Natural Gas Co. dis tr ibutes natural gas to

90 communities, 657,000 customers, in Oregon (90% of customers)

and in southwest Washington state. Principal cities served: Portland

and Eugene, OR, Vancouver, WA. Service area population: 2.5 mill.

(77% in OR).  Company buys gas supply  f rom Canadian and U.S.

producers; has transportation rights on Northwest Pipeline system.

N o r t h w e s t  N a t u r a l ' s  t h i r d - q u a r t e r  r e -
s u l t s  r e f l e c t e d  m o s t l y  u n u s u a l  i t e m s .
I n  t h e  2 0 0 7  p e r i o d ,  t h e  c o m p a n y  r e c e i v e d  a
s t a t e  t a x  r e f u n d ,  a n d  i n  t h e  2 0 0 8  q u a r t e r ,
i t  l o s t  m o n e y  f r o m  i t s  g a s  c o s t - s h a r i n g  m e -
c h a n i s m  i n  O r e g o n ,  t h e  t w o  i t e m s  a d d e d
u p  t o  a b o u t  $ 0 . 1 2  a  s h a r e  o f  t h e  h i g h e r
y e a r - t o - y e a r  l o s s .  ( G a s  u t i l i t i e s  u s u a l l y
b o o k  l o s s e s  i n  t h e  s u m m e r  q u a r t e r . )  M e a n -
w h i l e ,  c u s t o m e r  g r o w t h ,  a t  2 . 4 %  f r o m  S e p -
t e m b e r  3 0 ,  2 0 0 7 ,  w a s  b e l o w  t h e  r e c e n t  3 %
p a c e ,  b u t  s t i l l  a b o v e  t h e  n a t i o n a l  a v e r a g e .
L o w e r  c o s t s  s h o u l d  l e a d  t o  a  g o o d
f o u r t h - q u a r t e r  e a r n i n g s  g a i n .  D e s p i t e
t h e h i g h e r - t h a n - e x p e c t e d t h i r d - q u a r t e r
l o s s , N o r t h w e s t r e a f f i r m e d i t s 2 0 0 8
e a r n i n g s - p e r - s h a r e g u i d a n c e o f $ 2 . 4 8 -
$ 2 . 6 3 .  I n  t h e  f i n a l  f r a m e  o f  2 0 0 7 ,  N o r t h -
w e s t  s p e n t  a b o u t  $ 3  m i l l i o n  o v e r  i t s
n o r m a l  o p e r a t i o n  e x p e n s e s ,  p a r t l y  i n  c o n -
n e c t i o n  w i t h  r e n o i n g  s o m e  b u s i n e s s  p r a c -
t i c e s .  T h e  a b s e n c e  o f  t h o s e  c o s t s ,  p l u s  c o n -
t i n u e d  c u s t o m e r  g r o w t h ,  s h o u l d  p r o d u c e  a
g o o d  e a r n i n g s  b o o s t .
W e  l o o k  f o r  n o r m a l  e a r n i n g s  g r o w t h
i n  2 0 0 9 ,  e x c l u d i n g  t h e  e f f e c t s  o f  g a s
c o s t - s h a r i n g .  I n  t h e  f i r s t  n i n e  m o n t h s  o f
2 0 0 8 ,  N o r t h w e s t  l o s t  a b o u t  $ 0 . 1 7  a  s h a r e

f r o m  i t s  g a s  c o s t - s h a r i n g  i n  O r e g o n .  T h e
s t a t e  h a s  m o d i f i e d  t h e  c o s t - s h a r i n g  p r o c e -
d u r e ,  s o  t h a t  t h e  c o m p a n y  n o w  c h o o s e s  t o
r e c e i v e  e i t h e r  2 0 %  o r  1 0 %  o f  t h e  d i f f e r e n c e
b e t w e e n  a c t u a l  g a s  c o s t s  a n d  t h e  p r i c e s
b u i l t  i n t o  r a t e s ,  w i t h  t h e  b a l a n c e  g o i n g  t o
i t s  c u s t o m e r s .  F o r  t h e  n e x t  y e a r ,  s t a r t i n g
i n  N o v e m b e r  2 0 0 8 ,  N o r t h w e s t  h a s  c h o s e n
t o  r e t a i n  2 0 %  o f  t h a t  d i f f e r e n c e ,  b e l i e v i n g
t h a t  i t  w i l l  e a r n  a  s m a l l  p r o f i t  f r o m  t h e
c o s t - s h a r i n g  a r r a n g e m e n t .
S e v e r a l  p r o j e c t s  s h o u l d  c o n t r i b u t e
c o n s i d e r a b l y  t o  e a r n i n g s  b y  t h e  e n d  o f
o u r  3 -  t o  5 - y e a r  h o r i z o n .  G i l l  R a n c h ,  a
g a s  s t o r a g e  p r o j e c t  n e a r  F r e s n o ,  C A ,
s h o u l d  r e c e i v e  a p p r o v a l  f r o m  t h a t  s t a t e
n e x t  y e a r  a n d  o p e n  b y  2 0 1 1 .  T h e  P a l o m a r
p i p e l i n e ,  a  j o i n t  v e n t u r e  w i t h  T r a n s -
C a n a d a ,  w o u l d  c o n n e c t  P o r t l a n d  t o  a  s e c -
o n d  s o u r c e  o f  g a s .  N o r t h w e s t ' s  i n v e s t m e n t
i n  t h e  t w o  p r o j e c t s  w o u l d  t o t a l  a b o u t  $ 5 2 5
m i l l i o n  i f  b o t h  h a l v e s  o f  P a l o m a r  a r e  b u i l t .
T h e  t w o  i n v e s t m e n t s  w o u l d  a d d  s i g n i f i -
c a n t l y  t o  o u r  o u t - y e a r  e a r n i n g s  f o r e c a s t .
T h e s e  t o p - r p a l i t y  s h a r e s ,  s t e a d y  i n
r e c e n t  t h o u  l e d  t i m e s ,  s h o u l d  a p p e a l
t o  c o n s e r v a t i v e  i n v e s t o r s .
S i g o u r n e y  b .  R o m a i n e D e c e m b e r  1 2 ,  2 0 0 8

ANNUAL RATES
of change (per sh)
Re v e nue s
"Ca s h F lo w"
E a mi ngs
Div idends
Bo o k Va lue

Pas t
10 Yrs.

8 . 5 %
3 . 0 %
3 . 0 %
1.5%
3.5%

Pas t Est 'd '05- '07
Yrs. to '11-'13
8 . 5 % 6.5%
5 . 5 % 5.0%
6 . 5 % 7.0%
2.0% 5.5%
3.5% 3 . 5 %

Ca l-
e nda r

QUARTERLY REVENUES (S mill.)

Ma r.3 1  J un .3 0  Se p .3 0  De c .3 1
Full
Year

2005

2006

2007

2008

200s

106.7

114.9

124.2

109.7

120

341.4

336.9

331.7
311.3

335

30B.7

390.4
394.1

387.7

380

153.7

171.0

183.2

191.3

190

910.5

1013.2

1033.2

1000

1025

Cal-
endar

EARNINGS PER SHARE A

Mar.31 J un.3 0  Se p.3 0 Dec.31
Full
Year

2005

200s

2007
2008

2009

.04

.07

.10

.08

.13

11.31

d.35

d.22

d.38

d.a0

.94

1.15

1.11

1.22

1 .21

1.44

1.48

1.77

1.63

1.70

2.11

2.35

2.76
2.55

2.80

Cal-
endar

QUARTERLY DNIDENDS PAID B I

Mar.31 J un.3 0  Se p.3 0 Dec.31

Full
Year

2004

2005

2006

2001

2008

.325

.325

.345

.355

.375

.325

.325

.345

.355

.375

.325

.325

.345

.355

.375

.325

.345

.355

.375

.395

1 3 0

1.32

1.39
1.44

27 .9
1 9 . 5

T a r g e t P r i c e  R a n g e
2 0 1 1 2 0 1 3

120
100
80
64

48

32

24
20
16

12

I
I
I iii

"1-13

Company's Financial Strength
Stock's Price Stablilty
Price Growth Persistence
Earnings Predictability

100
(A) Di luted earnings per share. Excludes non- (B) Dividends historically paid in mid-February,
recurr ing i tems :  '98 ,  $0 .15 ,  '00 ,  $0 .11 ,  '05 , mid-May, mid-August, and mid-November.
($0.06) Next earnings report due early Febru- I Dividend reinvestment plan available.
are. (C) In millions, adjusted for stock split.

° 2008, Value Line Publishing, Inc. All "eye resewed. Factual material is obtained loom sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS oR OMISSIONS HEREIN. Thlsixiblication is strktly for subscriber's own, non-commercial, internal use. Ne part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or omer form, or use for generating or mafreting any primed or electronic publication, service or produr:L
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PIEDMONT NAT'L. GAS NYSE-PNY 31,23RECENT
PRICE 19.8(;.':3::e;2?;3)

PIE
RATIO

RELATIVE

PIERATO

DIV'D
YLD 3.3% VALUE

LINE

TIMEUNESS 3 Raised 6l15l07

SAFEW 2 new 1l2w90

TECHNICAL 1 Raised 12l5l08

BETA .70 (1.00-Market)

Ann'I Total
Return
1 0 %

3 %

Price
4 0
3 0

2011-13 PROJECTIONS

Gain
( + 3 0 %

( - 5 %
H' h
L8"w

to Buy
Options
to Sell

Insider Decisions
J F M A M J J A S
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0
0 0 2 0 0 0 0 0 0

In s t i t u t io n a l  D e c is io n s

1a2ona zazuoa 302008
78 97 82
85 77 9 6

38778 38688 35228
283
Hld's(00ll

High:
Low:

18.2
11.0

18.1
13.9

19.7
11.8

19.0
146

19.0
13.7

22 .0
16.6

24.3
19.2

25.8
21.3

28 .4
2 3 . 2

28,0
22.0

35.3
21]

r.'l
K

J  ' I

I l l

0
LEGENDS

O inns:
ELm area: prior rewsslbn

1:40 x DWidends 9 sh
dlvide.d Br]ntefes Rate
Relative Ice Strength

2-lor-1 split 11/04
Yes

Latestrecessrbnbegan 12/07
, I I l l . l l  I 11111

II I
1 .|"' vIII' II I .

llllll '|
II

a l l  I
4

•

ll'
/

3'22'», |
' o l

as • _-
%Ton RETURN 11loa

THIS
slocK
33.9
60.2
98.5

VL ARms.
INDEX
-41 .9
-30.9
-10.6

1 yr.
3 yr.
5 yr.

Percent
shares
traded

1.5
5

2.5

I I  I I I I I
'au

I I

o"\ 1 •I

I

, •

I r 'I I
I I

I!!

I
I l II

I I

I

I

I II I ll I I I
1992 1993 1994 1995 1996 1997 1998 1999 z000

8.91

1.07

.70

.46

10.57

1.14

.73

.48

10.82

1.13

.68

.51

8.76

1.25

.73

.54

11.59

1.49

.84

.57

12.84

1.62

.93

.61

12.45

1.72

.98

.64

10.97

1.70

.93

.68

13.01

1.77

1 0 1

.72

1.41

5.13

1.58

5.45

1.95

5.68

1,72

8.18

1.64

6.53

1.52

6.95

1.48

7.45

1.58

7.86

1,55

8.26

51.59 52.30 53.15 57.67 59,10 8039 6148 6259 53.83

12.3

.75

5.3%

15.4

.91

4.3%

15.7

1.03

4.8%

13.8

.92

5.4%

13.9

.87

4.9%

13.6

.78

4.8%

16.3

*85

4.0%

17.7

1.01

4.1%

14.3

.93

5.0%

2 0 0 1

17.06

1.81

1.01

J e

1.29

Asa

54.93

15.7

.as

4.5%

1107.9

65.5

345%

5.9%

475%

52.4%

1069.4

1114.7

7.9%

11.7%

11.7%

2002
1257

1 8 1

95

.BD

1.21

5.91

66.18

18.4

1.01

4.8%

832.0

62.2

33.1%

7,5%

439%

56.1%

1051.6

1158.5

7.8%

10.5%

10.5%

2003
18.14

2.04

1.11

.82

1.16

9.36

67.31

16.7

.85

4.4%

1220.8

74.4

34.8%

6.1%

42.2%

57.8%

1090.2

1812.3

8.6%

11.8%

11.8%

2005
22.96

2,43

1.32

.91

2.50

11.53

76.70

17.9

.95

3.8%

1761.1

101.a

33.7%

5.8%

41.4%

58.5%

1509.2

1939.1

8.2%

11.5%

11.5'7

2006 2007 2008 2009 © VALUE LINE PUB., INC 1 1 - 1 3

25.80

2.51

1.27

.95

23.37

2.64

1.40

.go

28.30

2.80

1.55

1.03

29.10

2.05

1.60

1.07

Revenues per sh A

"Cash Flow" per sh

Earnings per sh B

Div'dS Decl'd per shC I

32.05

3.30

2.05

1.19

2.74

11.83

1.85

11.99

1.95

1 z6 0

3.40

13.15

Cap'I Spending per sh

Book Value per sh D

2.25

15.45

74.61 73.23 73.50 73.50 Common Shs0uts t 'g E 73.00

19.2

1.04

3.9%

18,7

.98

3.8%

Bold fig

Valuer

destin

res are
Line
Ares

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'I Div'd Yield

18.0

1.50

3.1%

1924.7

97.2

1711.3

104.4

20s0

114

2140

11s

Revenues ($mill) A

Net Profi! (small)
2340

150

34.2%

5.0%

33.0%

6.1%

35.0%

5.5%

35.0%

5_5%

Income Tax Rate

Net Profit Margin

35.0%

6.4%

48.3%

51.1%

48.4%

51.6%

47.5%

52.5%

50.0%

50.0%

Long-Term Debt Ratio

Common Equity Ratio

47.0%

53.0%

1707.9

2075.3

1703.3

2141.5

1765

2200

1930

2250

Total Capital ($mill)

Net Plant ($miII)

2125

2400

7.2%

11.0%

11.0%

7.8%

11.9%

11.9%

s.0%

12.5%

12.5%

7.5%

12.5%

12.5%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

8.5%

13.5%

13.5%

CAPITAL STRUCTURE as of 7/31/08
Total Debt $994.0 milL Due in 5 Yrs $150.0 mi ll.
LT Debt $824.5 mill. LT Interest $55.7 mill.
(LT interest earned: 4.0x; total interest coverage:
4.0x)

Pension Asseis-10/07 $225.0 mill,
Oblig. $188,7 mill.

P f d Stock None

Common Stock 73278,668 she,
as of 9/2/08
MARKET CAP: $2.3 billion (Mid Cap)

2001 7/31/08200s

7 .5
427 .8

4 3 5 . 3

97 .2
195.0
132.3
424 .5

2 2 5 %

8 . 9
4 6 7 .1
476 .0

80 .3
170.0
150.1
400 .4

2 6 1 %

4 . 9
429 .9
434 .8

151 .8
169.5
114.2
435 .5

2 2 0 %

CURRENT POSITION
($mlLL.

Cas h As s e ts
Othe r
Current  Asse ts

Acc ts  Payable
De bt  Due
Othe r
Current  L iab.

F ix.  Chg.  Cov .

Past
yrs.

11.0%
7.0%
6.0%
4.5%
6.5%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Past
10 Yrs.

8.0%
5.5%
5.0%
5.0%
6.0%

Est'd '05-'07
Tb V11-'13

5.0%
4.5%
7.5%
4.0%
4.5%

Fiscal
Year
Ends

QUARTERLY REVENUES ($ mill.) A

Jan.31 Apr.30 JuI.31 0 c t . 3 1

Full
Fiscal
Year

2005

2006
2007

200s

2009

232.9

237.9

224.4

354.7

360

339.5

282.2
278.2

302.6

a10

508.0

483.2

531.5

B34.2

655

680.6

921 .4

677.2

7BB.5

815

1761.1

1924.7
1711.3

2080

2140

Fiscal
Year
Ends

EARNINGS PER SHARE A B F

Jan.31 Apr.30 J UL Y 0 c t . 3 1

Full
Fiscal
Year

2005

2006

2001

2008

2009

d.07

d.08

d.11

d.13

d.11

d.06

d.16

d.12
d.10

d.10

.52

.57

.69

.66

.68

.93

, m

.94

1.12

1.13

1.32

1.27

1.40

1.55

1.60

Cal-
endar

QUARTERLY DIVIDENDS PAID Cm

Mar.31 J un.30  SeD.30 Dec.31

F ul l
Year

2004

2005

2006

2007

200s

.215

.23

.24

.25

2 6

.208

.215

.23

.24

.25

.215

.23

.24

.25

.26

.215

.23

.24

.25

.26

.85

.91

.95

.99

765.3

60.3

686.5

58.2

830.4

B4.0

39.2%

7.9%

39.7%

8.5%

34.7%

7.7%

44.7%

55.3%

46.2%

53.5%

454%

533%

829.3

990.5

914.7

1047.0

978.4

1072.0

9.2%

132%

13.2v

8.1%

11.8%

11.8%

5.3%

12.1%

12.1%

4.7%

65%

3.3%

72%

3.5%

71%

3.0%

75%

1.7%

83%

3.1%

74%

3.7%

66%

3.6%

68%

2.8%

74%

3.5%

70%

4.0%

66%

4.0%

67%

Retained to Com Eq

All Div'dS to Net Prof

5.5%

58%

BUSINESS: Piedmont  Natura l Gas  Company  is  pr imar i ly  a  regu-

la ted natura l gas  dis t r ibutor,  sewing over 932,097 cus tomers  in

North Carolina, South Carolina, and Tennessee. 2007 revenue mix:

residential (54%), commercial (30%), industrial (14%), other (2%).

Princ ipal suppliers :  Transco and Tennessee Pipeline. Gas costs :

69.4% of revenues. '07 depress. rate: 3.4%. Estimated plant age:

8.7 years. Non-regulated operations: sale of gas-powered heating

equipment; natural gas brokering, propane sales. Has about 1,876

employees. Off icers & directors own less than 1% of common stop

(1108 proxy). Chairman, CEO, a. President: Thomas E. Skains. Inc.:

NC. Addr. :  4720 Piedmont Row Drive, Charlot te,  NC 28210. Tele-

phone: 704-364-3120. Internet: www.piedmontng.com

a u g u r  w e l l  f o r  t h e
s e c t s .  P i e d m o n t

p r o v a l  f o r  a  r a t e  i n c r e a s e  i n  N o r t h  C a r o -
l i n a .  T h i s  a l l o w e d  t h e  c o m p a n y  t o  r a i s e  i t s
a n n u a l  r a t e s  b y  $ 1 5 . 7  m i l l i o n ,  e f f e c t i v e
N o v e m b e r  l e t .  M e a n w h i l e ,  t h e  R o b e s o n
l i q u i d  n a t u r a l  g a s  s t o r a g e  p r o j e c t ,  l o c a t e d
i n  N C ,  i s  m o v i n g  a l o n g  n i c e l y .  T h i s  f a c i l i t y
s h o u l d  a l l o w  f o r  e x t r a  c a p a c i t y  a n d  p r o f i t s
d u r i n g  p e a k  w i n t e r  m o n t h s .
H a r d y  S t o r a g e  a n d  S o u t h s t a r  E n e r g y
S e r v i c e s  c o n t r i b u t i o n s  t o  P N Y  h a v e
m o d e r a t e d  a  b i t .  T h i s  s t e m s  f r o m  h i g h e r
o p e r a t i n g  e x p e n s e s  a t  H a r d y  S t o r a g e  a n d
f r o m  t h e  e f f e c t s  o f  w a r m e r  w e a t h e r  o n
S o u t h s t a r  E n e r g y  M e a n w h i l e ,  S o u t h s t a r
h a s  b e e n  i m p a c t e d  b y  r i s i n g  c o m m o d i t y
p r i c e s  a n d  r e d u c e d  o p p o r t u n i t i e s  f r o m  t h e
m a n a g e m e n t  o f  s t o r a g e  a n d  t r a n s p o r t a t i o n
a s s e t s .  S t i l l ,  t h e  H a r d y  S t o r a g e  f a c i l i t y
o n l y  c a m e  o n  l i n e  i n  A p r i l ,  2 0 0 7 .  T h e r e  i s
r o o m  t o  e x p a n d ,  a n d  o p e r a t i o n s  c a n  b e
t i  h t e n e d  u p ,  p r o v i d i n g  u p s i d e .  I n  a l l ,
T g i e s e  n e u t r a l l y  r a n t e d  s h a r e s  m a y  o f -
f e r  m o d e s t  c o n s e r v a t i v e  a p p e a l .  T h e y
h a v e  b e e n  m o r e  v o l a t i l e  t h a n  u s u a l  s i n c e
o u r  S e p t e m b e r  r e v i e w .  H o w e v e r ,  p r e s e n t -
l y ,  t h e y  a r e  t r a d i n g  a l m o s t  1 3 %  h i g h e r  a n d
o f f e r  g o o d  d i v i d e n d  g r o w t h  p o t e n t i a l .
E r y a n  F o n g D e c e m b e r  I Z , 2 0 0 8

P i e d m o n t  N a t u r a l  C o s  l i k e l y  p o s t e d  a
l a r g e r  s h a r e  l o s s  f o r  t h e  O c t o b e r  i n -
t e r i m .  I t s  t o p - l i n e  v o l u m e s  h a v e  b e e n
g r o w i n g  s t e a d i l y  d u e  t o  i t s  r e s i d e n t i a l  a n d
c o m m e r c i a l  b u s i n e s s e s .  M o r e o v e r ,  m a r k e t -
i n g  a c t i v i t i e s  a r e  b e g i n n i n g  t o  b e a r  f r u i t
f o r  i t s  w h o l e s a l e  d i v i s i o n .  B u t  w e a k e r  p e r -
f o r m a n c e  a t  t h e  s i d e l i n e  H a r d y  S t o r a g e
a n d  S o u t h s t a r  E n e r g y  S e r v i c e  u n i t s  o u g h t
t o  d e t r a c t  f r o m  o t h e r  i n c o m e ,  r e s u l t i n g  i n
t h e  a f o r e m e n t i o n e d  d e c l i n e  i n  s h a r e  n e t .
H o w e v e r ,  d u e  t o  s t r o n g e r  p r o f i t a b i l i t y  e a r -
l i e r  t h i s  y e a r ,  P N Y ' s  2 0 0 8  t a l l y  l i k e l y  a d -
v a n c e d  a l m o s t  1 1 % .
D u e  t o  t h e  t o u g h  o p e r a t i n g  e n v i r o n -
m e n t ,  t h e  t o p  a n d  b o t t o m  l i n e s  m a y
w e l l  a d v a n c e  o n l y  3 %  i n  f i s c a l  2 0 0 9
( b e g a n  N o v e m b e r  l e t ) .  W i n t e r  h e a t i n g
c o s t s  a r e  e x p e c t e d  t o  r e m a i n  f l a t  t h i s  y e a r .
H o w e v e r ,  s o m e  u n c e r t a i n t y  s t e m s  f r o m  t h e
2 0 0 8 - 2 0 0 9  w i n t e r  w e a t h e r .  M e a n w h i l e ,  o p -
e r a t i n g  m a r g i n s  s h o u l d  c o n t i n u e  t o  b e n e f i t
f r o m  h i g h e r  v o l u m e s  a n d  d e c r e a s e d  o p e r a -
t i n g  e x p e n s e s .  T h u s ,  p r o f i t a b i l i t y  o u g h t  t o
i m p r o v e  m a r g i n a l l y .  F u r t h e r m o r e ,
N e w  r a t e  c a s e s  a n d  c a p i t a l  p r o j e c t s

c o m p a n y ' s  3 I ` 0 5 -
r e c e n t l y  r e c e i v e a p -

18.3
14 .3

Target Price Range
2011 2013

80

60
50
40

30
25
20

15

10
__7.5

IIIIH Lil

(B) Diluted earnings. Excl. extraordinary item:
'00, 8¢. Excl. nonrecurring charge: '97, 2¢.

B++

100
Div'd reinvest. plan available, 5% discount

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

(A) Fiscal year ends October 31st. (C) Dividends historically paid mid-January, million, 33¢lshare.
April, July, October. (E) In millions, adjusted for stock split.
l . (F) Quarters may not add to total due to

Next earnings report due early Feb. (D) Includes deferred charges. In 2007: $23.9 change in shares outstanding.
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SOUTHJERSEYIIlDS. NYSE-SJI 37.07RECENT
PRICE

PIE
RATIO 15.5l8T3E§3§138)RELATIVE

PIE RATIO 1.53 3.2%DIV D
YLD

VALUE
LINE

15.1
12.3

8
84 81

17.0
13.8

18.3
14.1

20.3
15.3

26.5
19.7

32.4
24.9

34.3
25.6

41.3
31.2

39.4
252nMEunEss 3 Raised 5l23l08

sArErv 2 Luweled 1l4l91
TECHNICAL 2 Raised12/5i08
BETA .75 (1.00 Market)

2011-13 PROJECTON?T
I x i

Price Gain "8¢¢u?n°
High 50 (+35% 1 0 %
Low 35 (-5% 2 %
Insider Decisions

to Buy
options
to Sell

J  F M  A M J J A  s
0  0  0  1  0 0  0 0 0
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0 0  2  0  2 1 0  0  0

Institutional Decisions

102008 ZQ2008 392005
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wBuy
w Sell
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High:
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15.3
10.5

15.4
11.0
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2012

divided
Relative

LEGENDS . .
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b tilnteles Rate
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hadedarea:par recessww
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as TOT. RETURN 11l0a
ems VLARITH.

STOCK INDEX
8.9 -41 .9

48.5 -30.9
132.4 -106

1 yr.
3 yr.
5 yr.

6
4
2

Percent
shares
traded

I  . .I llllll,, . iIIIIIIIIII IIIIIIIIII
I I I I I

I I I
>f1 | I II I

I I I

I "IIIIIII I I I II I

1992 1993 1994 1995 1995 1997 1998 1999 2000 z001 2002 2003 2o04 2005
16.61

1.56

.81

.11

11.0a

1.54

J o

.72

17.45

1.35

.61

.12

16.50

1.65

.83

.12

16.52

1.54

.as

.72

16.18

1.60

.86

.12

20.89

1.44

.64

.72

17.60

1.84

1.01

.72

22.43

1.95

1.08

.73

35.30

1.90

1.15

.74

20.69

2.12

1.22

.15

26.34

2.24

1.37

.78

29.51

2.44

1.58

.82

a1.1a

2.51

1.11

.86

1.69

6.95

1.B7

1.11

1.93

7.23

2.08

7.34

2.01

8.03

2.30

6.43

3.06

6.23

2.19

6.74

2.21

7.25

2.s2

7.81

3.47

9.67

2.36

11.26

2.67

12.41

3.21

13.50

19.00 19.61 21.43 21.44 21.51 21.54 21.56 22.30 23.00 23.72 24.41 26.46 27.76 2a.sa

132

.80

6.6%

15.a

.93

5.9%

16.1

1.0s

7.4%

12.2

.oz

7.2%

13.3

.ea

6.4%

13.8

.a0

6.1%

21.2

1.10

5.3%

13.3

.75

5.4%

13.0

.as

5.2%

13.6

.70

4.7%

13.5

.74

4.6%

13.3

.76

4.3%

14.1

.14

3.7%

1s.s

.ea

3.0%

200s
31.76

3.51

2.46

.92

2.51

15.11

29.33

11.9

.64

3.2%

931.4

72.0

41.3%

7.7%

44.7%

55.3%

801.1

920.0

10.1%

16.3%

16.31/

2007 2008 2009 °vALusl.lnsrus,lr4c

32.30

3.20

2.09

1.01

3100

130

ZJO

1.11

$125
I a
2.50
1.20

Rlvanuea per ah

"CashF l a w '  w sh

Eamlngs Pu sh A

DIy'dl Ded'd per sh U I

Aus
4.20
100
1.30

1.aa

16.25

zoo

17.35

225

11.15

Clp'l Spending per sh

Book Value persh c

3.15

19.55

29.61 30.00 11.00 Common She Outsfg ° 32.00

11.2

.91

2.8%

Ialdllg

u/1n

r u m
Um
alia

Avg Ann'I PIE Rntlo

Rdlllvi PIE Ratlo

Avg Ann'l Dlv'd Yldd

14.0

.95

11%

956.4

61.8

sea

70.0

1000

80.0

Revenue ($mIII)
Neo mm (smlm

1150

we

41.8%

6.5%

42.0%

1.3%

40.0%

0.0%

lncoma Tax Rah

NU Flullt Ihrgln

4o.ax
am

42.7%

57.3%

41.0%

59.0%

40.5%

59.5%

Long-Tum lkbt nm
Common Equity Ratio

40.5%

59.5%

839.0

948.9

aw
no

925

1015

foul caprI limn)
Ia pure tsmnn

1050

1200

8.6%

12.8%

12.8%

9.0%

11.5%

13.5%

9.5%

14.5%

14.5%

Rectum on Total Cap'I

HMm on SM Equity

Return on Com Equity

10.5%

16.0%

faux

450.2

13.8

392.5

22.0

515.9

24.1

aa1.a

2s.s

505.1

29.4

696.8

34.6

819.1

43.0

921.0

4a.6

46.2%

3.1%

42.a%

5.6%

43.1%

48%

42.2%

3.2%

41.4%

5.8%

40.6%

5.0%

40.9%

5.2%

41.5%

5.3%

57.3%

3a.5%

53.8%

31.0%

54.1%

37.6%

57.0%

35.9%

53.6%

45.1%

50.8%

49.0%

48.7%

51.0%

44.9%

55.1*

401.1

504.3

405.9

533.3

44a.5

562.2

516.2

507.0

512.5

666.6

soa.4

748.3

675.0

199.9

110.3

817.3

5.3%

8.1%

10.3%

7.4%

11.7%

14.8%

1.4%

12.1%

14.8%

6.9%

12.1%

12.8%

7.6%

12.4%

12.5%

7.3%

11.5%

11.6%

7.9%

12.4%

12.5%

8.3%

12.4%

12.4%

CAPrrAL STRUCTURE as M snmua
row Debt $517.0 mill. Duo In 5 Yrss19s.a mill.
LT Debi $357.8 mil. LT  nmnn St1.0 mill.
(Total interest aovevagez 5.9x)

Pondon Assets-12/01$120.4 mill.
oblong.$133.0 mill.

Ha Sleek none

Common Stock29,728,697 common she.
as d11/3/111

IIARKET CAP' $1.1 bllllon (Mld Cap)

2000 2001 9l3nol

11.7
:s16.6

328.3

101.2
118.4
108.7
328.3
476%

7.9
asa.e
371.7

101.6
197.0
124.2
422.0

527%

4.2
350.7
354.9

88.1
159.2
131.1
378.4

581%

CURRENT posmon
(lllLL)

Cos Assets
Other
Current Assets
A9618 Payable
Debi Due
Other
Current Llab.

Flx. Chg. Cov.

Past
sYn.
4.0%
9.0%

12.5%
4.5%

12.5%

Ell'd '05-'01
10 '11-'ta

2.0%
5.5%
6.0%
5.5%
4.5%

ANNUAL RATES
d owe (per sh)
Revenues
"CISP Flow"
Egrynngs
DMdends
Book Value

Past
10 Yrs.

1.0%
7.0%
9.5%
2.5%
1.5%

Cal-

endar

QUARTERLY REVENUES (S mil.)
llar.31 Jun.30 Sop.30 Dec.31

Full
Year

zoos

zoos

2007

20oa

m s

154.0

153.8

111.1

135.8

k w

157.0

154.7

156.2

210.4

too

281.4

250.3

260.1

205.1

275

328.6

372.6

368.4

348.0

365

921.0

931.4

956.4

960

1000

Cal-
cndar

EARNIIGS PERSHIRE*

lar.31 Jun.30 Slp.30 Dlc.31
Full
Year

2005

goos

2007

2001

a m

.39

.as

.so

.as

.70

.96

1.06

1.30

1.a2

1.35

.09

.51

d.05
.04

.15

.27

.20

.21

.26

.30

1.71

2.46

2.09

2.30

2.50

Cll-
endar

|\,WIRTERLYDNIDEN r u n s
Mar.J1 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

200s

2001

200a

.415

.430

.470

.515

.558

.202

.213

.225

.245

.270

.202

.213

.225

.245

.210

.82

.as

.92

1.01

NMF

112%

4.2%

72%

4.8%

57%

3.5%

76%

4.7%

62%

5.0%

57%

5.9%

52%

ws
50%

10.2%

37%

6.7%

48%

7.0%

48%

IM(
47%

Rlhlnd Ia Com Et
al  no; to  Ne! PM

9.5%

42%

BUSINESS: South Jersey Industr ies.  Inc.  is a holding company.  I ts

subsidiary. So u th  J e r se y G a s  C o . , distributes natural g a s  t o

335 . 663  cuno m e r s  i n Ne w  Je r se y ' s  southe r n counties. w h i t

covers 2.500 square mi les and induces Atlantic C ity .  Gas revenue

mix '07: residential.  48%, commercial.  23%. cogeneration and dec-

tr ic generation, 8%' industr ial,  23%. Non-uti l ity operations induce:

South Je rsey  Energy ,  South Je rsey  Resources Group,  Mar ina  En-

ergy,  and South Jersey  Energy Serv ice  P lus.  Has 604 employees.

Off. /dir .  control  1.0% d com.  shares,  Dimensional  Fund Adv isors.

65%,  Badays,  6. 1% (3108 pr oxy ) .  Chrmn.  s  CEO: Edward Gra -

ham.  I noa rp. :  NJ.  Address:  1 So uth  J e r se y  P l a za ,  Fo l so m .  NJ

08037. Ta.: 609-561-9000. Internet: .sjindustries.oom.

w e a k n e s s  i n  t h e b y  9 2 % ,

quar te r .
S ou th  J er s ey  Cas  c on t i n -

d o w n  i n  t h e  h o u s i n g  c o n s t r u c t i o n  m a r k e t .

S h a r e s  o f  S o u t h  J e r s e y  I n d u s t r i e s
h a v e  h e l d  t h e i r  o w n  i n  r e c e n t  m o n t h s ,
d e s p i t e  c o n s i d e r a b l e
b r o a d e r  m a r k e t .  T h e  c o m p a n y  r e p o r t e d
s t r o n g  r e s u l t s  f o r  t h e  t h i r d Cus-
t o m e r  g r o w t h  a t
r ed  a t  a  dec en t  c l i p ,  c ons i de r i ng  t he  s l ow-

The u t i l i t y  pos ted  a  s l i gh t l y  g r ea te r  l os s  i n
the  r ec en t  pe r i od ,  t hough asses are com-

due  t o  a  l ac k  o f  hea t i ng  dem and .

the  c om pa-
ener gy  pr oduc t i on  bus i nes s .
b y

per fo r m anc e  i n  t he  f ou r t h  quar te r .  as  we l l

December  12,  2008

c e t i n  g r e a t e r  n a t u r a l  g a s  c o s t s .  I t s  B a s i c
G a s  a p p l y  S e r v i c e  r a t e  w i l l  n o w  i n c r e a s e

w h i c h  w a s  s o m e w h a t  s m a l l e r
t h a n h a d been or i g i na l l y reques ted.
r e f l ec t i ng  a  dec l i ne  i n  gas  p r i c es  i n  r ec en t
Mol"l ths.
T h e  c o m p a n y  h a s  a n n o u n c e d  a  1 0 %
d i v i d e n d  h i k e .  T h e  b o a r d  o f  d i r e c t o r s
r a i s e d  t h e  q u a r t e r l y  d i v i d e n d  f r o m  $ 0 . 2 7
t o  $ 0 . 2 9 7 5 ,  s t a r t i n g  w i t h  t h e  D e c e m b e r
p a y o u t .  T h e  c o m p a n y  h a s  e s t a b l i s h e d  a n
e n c o u r a g i n g  t r a c k  r e c o r d  o f  d i v i d e n d  i n -
c r e a s e s  i n  r e c e n t  y e a r s .  W e  e x p e c t  t h i s
p a t t e r n  t o  c o n t i n u e .  I n  a d d i t i o n ,  S o u t h
J er s ey  has  announc ed  a  s har e - r epur c has e
p r o g r a m .  U n d e r  t h i s  p r o g r a m .
ny  c an  buy  bac k  up  t o  5 of  common s tock
ou t s t and i ng  ov e r  t he  nex t  f ou r  y ea r s .  T h i s
o u g h t  t o  k e e p  a  l i d  o n  t h e  s h a r e  c o u n t ,
s uppor t i ng  s har e  ne t .
T h i s  i s s u e  i s  n e u t r a l l y  r a n k e d  f o r
y e a r - a h e a d  p e r f o r m a n c e .  L o o k i n g  f u r -
t h e r  o u t ,  w e  a n t i c i p a t e  s o l i d  b o t t o m - l i n e
g r o w t h  a t  t h e  c o m p a n y  o v e r  t h e  p u l l  t o
2011 - 2013 .  T h i s  good - qua l i t y  s t oc k  o f f e r s
s ubpar ,  bu t  r eas onab l y  we l l - de f i ned ,  t o t a l
r e tu r n  po ten t i a l  f o r  the  c om i ng y ear s .
M i c hae l  Napo l i ,  CP A

m an for  th i s  bus i ness  i n  the th i r d  ¢Luar ter ,
T  i s  w a s

m o r e  t h a n  o f f s e t  b y  s t r e n g t h  i n  o t h e r
a r e a s .  I - l i g h e r  c o o l i n g  d e m a n d  a n d  t h e
o p e n i n g  o  t h e  B o x g a t a ' s  n e w  W a t e r  C l u b
t ower  bene f i t ed  pe  o r m anc e  a t  t he  on - s i t e

M a r i n a  E n e r -
The Reta i l  Serv i ces  and Asset  M anage-

m e n t  &  M a r k e t i n g ]  s egm ents  a l s o  pos ted
i m pr ov ed  r es u l t s . e  a n t i c i p a t e  a  h e a l t h

W e  e x p e c t  a  s h a r e - e a r n i n g s  a d v a n c e  o f
r o u g h l y  1 0 %  f o r  f u l l ~ y e a r  2 0 0 8 .  B o t t o m -
l i ne  g r owth  ought  to  c on t i nue  i n  2009.
T h e  N e w  J e r s e y  B o a r d  o f  P u b l i c  U t i l i -
t i e s  h a s  a p p r o v e d  a  r a t e  i n c r e a s e  f o r
S o u t h  J e r s e y  G a s .  T h e  s u b s i d i a r y  h a d
o r i g i n a l l y  r e q u e s t e d  a n  i n c r e a s e  i n  J u n e ,
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Company's Financial Strength
Stock's Price Stability
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Earnings Predictability
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(A) Based on GAAP EPS through 2005, eco- cont. ops.: '96, $1.14, '97, ($0.24), '98, ($0.26), (B) Div'ds paid early Apr., Jul., Oct., and late
comic earnings thereafter. GAAP EPS: '07, .
$2.10. Excl. nonrecur. gain (loss): '01, $0,13_ ($0.04), '03, ($0.09), '05, ($0.02), '06, ($0.02), Oratory assets. At 91301083 $212.7 mill.,$7.15
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Ann'l Total
Return
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8 %
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2011 -13 PROJECTIONS

Gain
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2005

43.59

5.20

1.25

.82

7.49

19.10

39.33
20.6
1.10

3.2%

1714.3

4a.1

29.7%

2.8%

63.8%
36.2%
2076.0

2489.1

4.3%

6.4%

6.4%

II II
1 9 9 2 1 9 9 3 1 9 9 4 1 9 9 5 1 9 9 6 1 9 9 7 1 9 9 8 1 9 9 9 2 0 0 0 2001 2 0 0 2 2 0 0 3

25.93

3.34

.81

.70

25.68
3.24
.63
.74

28.16
5.09
1.22

.80

23.03
2.65

.10

.B2

24.09

3.00

.25

.82

26,73

3.85

.77

.82

30.17

4.48

1.65

.82

30.24
4.45
1.27
.82

32.61

4.57

1 2 1

.B2

42.98

4,79

1,15

.82

39.68

5.07

1.16

.82

35.95
5.11
1.13
.oz

5.02

15.99

5.43

15.96

6.64

15.38

6.79

14.55

8.19

14.20

6.19

14.09

6.40

15.67

7.41

16.31

7.04

16.82

8.17

17.27

8.50

17.91

7.03

1a.42

20.60 21.00 21.28 24.47 26,73 27.39 30.41 30.99 31.71 32.49 33.29 34.23

16.8
1.01

5.2%

26.5

1 .57

4.4%

14.0

.92

4.7%

NMF
NMF
5.4%

69.3
4.34

4.7%

24.1

1.39

4.4%

13.2

.69

3.8%

21.1
1.20

3.1%

1 5 0
1.04

4.2%

1 9 0
.97

3.8%

19.9

1.09

3.6%

19.2

1.09

3.8%

z004
40.14

5.51

1.66

.82

8.23
19.18
36.79

14.3

.76

3.5%

1477.1

58.9

34.8%
4.0%

64.2%

35.8%

1968.6
2336.0

5.0%

8.3%

8.3%

2006
48.41

5.97

1.98

.82

8.27

21.58

41.77

15.9

.86

2.6%

2024.7

80.5

37.3%

4.0%

50.6%

39,4%

2287.8

2668.1

5.5%

8.9%

8.9%
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50.27

6.21

1.95

.88

4s.a5

6.00

1.75

.90

50.00

6.45

2.00

.94

Revenues perch A

"Cash Flow" perch

Eamings per sh A a

Div'ds DecI'd per sh c .

58.35

7.00

2.50

1.06

7.95

22.98

6.80
23.30

7.50

24.45

Cap'I Spending per sh

Book Value per sh

9.90

26.55

42.81 44.00 45.00 Common Shs Outs fg D 4a.00

18.4

.98

2.4%

Bold Ha
Vivas
est lf

vies are

Ume

: tea

Avg Ann'l PIE Ratio
Relative PIE Ratio
Avg Ann' l Div'd Yield

15.0

1.00

2.8%

2152.1
83.3

2150
75.0

2250

90.0

Revenues ($miII) A

Net Profs! ($mill)

2s00

120

36.5%

3.9%

39.0%
3.5%

36.0%

4.0%

Income Tax Rate
Net Profit Margin

35.0%

4.3%

58.1%

41.9%

56.0%
44.0%

54.0%

46.0%

Long-Term Debt Ratio

Common Equity Ratio

50.5%

49.5%

2349.8

2845.3

2325
2950

2380

3100

Total Capital ($mill)

Net Plant ($miII)

2575

3600

5.5%
8.5%
8.5'/

5.0%

7.5%

7.5%

5.5%

s.o%

8.0%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

6.5%

9.5%

9.5%

917.3

47.5

936,9

39.3

1034.1

3 8 3

13%,7

37.2

1320.9

38.5

1231.0
38.5

43.4%
5.2%

35.5%

4.2%

25.2%
3.7%

345%

27%

328%

2.9%

30.5%

3.1%

eo.2%

35.3%

603%

35.5%

60.2%
35.5%

562%
395%

525%

34,1'/>

66.0%

34.0%

1349.3

1459.4

1424.7
1581.1

1489.9

1688.1

1417.6

1825.6

1748.3

19795

1851.6

2175.7

5.8%
8.9%

10.0%

4,8%

7.0%

7.8%

4.6%

55%

7.2%

5.1%

5.0%

6.5%

4.3%

5.9%

6.5%

4.2%

6.1%

6.1°/

CAPITAL STRUCTURE as of 9/30/08

Total Debt $1325.6 mill.  Due in 5 Yrs $615.0 mill,
LT Debt $13131 mil l . LT Interest $90.0 mill.
(Total interest coverage: 2.3x)
Leases, Uncapitalized Annual rentals $700 mill.
Pension Assets-12/07 $441.7 mill.

Oblig. $546.4 mill.
Pfd Stock None

Common Stock 43 914,407 she.
a s of 10/31/05

MARKET CAP: $1.1 billion (Mid Cap)

2007 9130/00zoos

18 . 8
482 . 8
501 .6
265 . 7

27 . 5
202 . 9
496 . 1
2 2 0 %

13. 2
257 . 2
270 . 4

79. 7
12 . 5

266 . 8
359 . 0
2 3 0 %

32 . 0
4 7 0 . 5
502 . 5
220 . 7

47 . 1
260 . 1
5 2 7 9
2 2 9 %

CURRENT POSITION
($mlLL.)

C ash Asset s
O t her
Cur rent  Asset s
Acc t s  P ayab le
D ebt  D ue
Ot her
Cur rent  Liab.
F ix.  Chg.  Cov.

Past
Yrs.
4 . 5%
4 . 0 %
6 . 0%

P as !
10 Yrs.

6 . 0%
4 . 5%

12. 0%

Es\ 'd '05- '07
to '11-'13

3 . 5%
3 . 0%
6. 5%
4 . 0%
4 . 0%3 . 5%3 . 0%

ANNUAL RATES
of change (per sh)
R e ve n u e s
"C ash  F low "
E a mi n g s
D ividends
B ook  Va lue

Cal-
endar

QUARTERLY REVENUES (5 mill.)
M a r . 3 1  J u n . 3 0  Se p . 3 0  D e c . 3 1

Full
Year

2005

2006

2001

200B

2009

313.3

351.8

371.5

374.4

415

497.0

565.1

550.3

514.7

560

542.9

676.9

793.7

813.8

800

361.1

430.9

426.6

447.3

475

1714.3
2024.7
2152.1
2150
2250

Cal-
endar

EARNlNGS PER SHARE B
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2005

2006

2007

2008

2009

.87

1.11

1.00

1.05

1.10

d.43

d.26

d.22

d.38

d.25

.88

1.11

1.17

1.14

1.15

d.07

.02

d.01

d.06

Ni l

1.25

1.98

1.95

1.75

2.00

Cal-
endar

QUARTERLY DNIDENDS PAID Cl
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2004

2005

2006

2007

2008

.205

.205

.205

.215

.225

.205

.205

.205

.215

.225

.205

.205

.205

.215

.225

.205

.205

.205

.205

.215

.82

.82

.82

.85

5.0%
50%

2.8%
64%

2 4 %
87%

1.9%
71%

1.9%

70%

1.7%

72%

4.3%
43%

2.2%

65%

5.2%

42%

4.8%

44%

3.5%

52%

4.5%

47%

Retained to Com Eq

All Div'ds to Net Prof

5.5%

42%

t hei r s .  Sol d PNMerit Bank, 7196. Has 5,073 employees. Off .  & Dir.
own 1.8%  of common stock,  T.  Rowe Pr ice Associates,  Inc. ,  6.7%,
GAMCO Investors,  I nc. ,  5.8%  (3108 P roxy) .  Chaimlan:  James J.
Kropid.  Chief  Execut ive Of f icer .  Jef f rey w.  Shaw.  Inc. :  Caf ifomia.
Address:  5241 Spr ing Mountain Road,  Las Vegas,  Nevada 89193.
Telephone: 702-876-7237. Internet :  www.swgas.com.

B USI NE SS:  Sout hwest  Gas Corporat ion is  a r egulat ed gas d is -
t r ibutor  sewing approximately 1.8 mill ion customers in sect ions of
Ar izona,  Nevada,  and California.  Compr ised of  two business seg-
ments:  natural gas operat ions and construct ion services.  2007 mar-
gin mix:  resident ial and small commercial,  86% ,  large commercial
and industr ial,  5%. t ransportat ion,  9%. Total throughput :  2.4 billion

D e c e m b e r  I Z  2 0 0 8

s e e k i n g  a  $ 9 . 1  m i l l i o n  i n c r e a s e  i n  o p e r a t -
i n g  r e v e n u e s  i n  C a l i f o r n i a .  T h e s e  r e q u e s t s
a p p e a r  r e a s o n a b l e ,  a l t h o u g h  i t  i s  u n c l e a r
w h a t  p r e s s u r e s  t h e  r a t e  b o a r d s  m a y  f a c e ,
i f  a n y .  W e  e x p e c t  d e c i s i o n s  o n  t h e s e  c a s e s
b y  y e a r e n d .  T h e  c o m p a n y ' s  f o c u s  o n
p r o c u r i n g  r a t e  r e l i e f  a n d  i m p r o v i n g  r a t e
d e s i g n  i s  i m p o r t a n t ,  a s  S W X  d e p e n d s  u p o n
s u c h a p p r o v e d  r e v e n u e  i n c r e a s e s  t o  h e l p  i t
c o p e  w i t h  h i g h e r  e x p e n s e s  a n d  t o  p r o v i d e
f o r  s m o o t h e r  e a r n i n g s .
I n v e s t o r s  s h o u l d  b e  a w a r e  o f  s e v e r a l
c a v e a t s .  W a r m e r - t h a n - n o r m a l  t e m p e r a -
t u r e s  d u r i n g  t h e  w i n t e r  m o n t h s  c a n  h u r t
p r o f i t a b i l i t y  a t  S o u t h w e s t  G a s .  M o r e o v e r ,
t h e  c o m p a n y  w i l l  l i k e l y  i n c u r  h i g h e r  o p e r -
a t i n g  c o s t s  a s  i t  c o n t i n u e s  t o  e x p a n d .  F u r -
t h e r m o r e ,  i n s u f f i c i e n t ,  o r  l a g g i n g ,  r a t e
r e l i e f  c o u l d  a l s o  h u r t  p r o f i t s .
S h a r e s o f S o u t h w e s t G a s , o n c e
f a v o r e d  f o r  t h e i r  g r o w t h ,  a r e  o u t  o f
s o r t s  n o w . N e v e r t h e l e s s ,  w e  a n t i c i p a t e
h i g h e r  s h a r e  e a r n i n g s  a t  t h e  c o m p a n y  b y
e a r l y  n e x t  d e c a d e . t  t h e  c u r r e n t  q u o t a -
t i o n ,  t h i s  i s s u e  f e a t u r e s  g o o d  t o t a l  r e t u r n
p o t e n t i a l  f o r  a  u t i l i t y ,  c o n s i d e r i n g  i t s
h e a l t h y  d i v i d e n d  y i e l d .
M i c h a e l N a p o l i ,  C P A

S o u t h w e s t  G a s  r e p o r t e d  a n  u n i m p r e s -
s i v e p e r f o r m a n c e f o r t h e t h i r d
q u a r t e r .  T h e  t o p l i n e  a d v a n c e d  s l i g h t l y  i n
t h e  r e c e n t  i n t e r i m .  O p e r a t i n g  c o s t s  i n -
c r e a s e d a t a  f a s t e r  p a c e ,  t h o u g h .  M o r e o v e r ,
t h e  c o m p a n y  r e p o r t e d  a  n e g a t i v e  r e t u r n  o n
l o n g - t e r m  i n v e s t m e n t s .  O v e r a l l ,  S o u t h w e s t
p o s t e d  a  m u c h  g r e a t e r  s h a r e  l o s s  f o r  t h e
p e r i o d .  C u s t o m e r  g r o w t h  h a s  m o d e r a t e d  i n
r e c e n t  p e r i o d s .  A  s l o w d o w n  i n  t h e  n e w
c o n s t r u c t i o n  m a r k e t  a n d  a n  i n c r e a s i n g  i n -
v e n t o r y  o f  v a c a n t  h o m e s  i n  t h e  S o u t h w e s t
h u r t  p e r f o r m a n c e .  T h i r d - q u a r t e r  l o s s e s  a r e
c o m m o n ,  c o n s i d e r i n g  t h e  s e a s o n a l  n a t u r e
o f  t h e  b u s i n e s s .  S t i l l ,  t h e  c o m p a n y  i s  o p e r -
a t i n g  i n  a  c h a l l e n g i n g  e n v i r o n m e n t ,  w h i c h
o u g h t  t o  c o n t i n u e  t o  s t y m i e  g r o w t h  i n  t h e
n e a r  t e r m .  W e  a n t i c i p a t e  f l a t  r e v e n u e s
a n d  l o w e r  e a r n i n g s  p e r  s h a r e  a t  S o u t h w e s t
G a s  f o r  f u l l - y e a r  2 0 0 8 .  S h a r e  e a r n i n g s
m a y  r e b o u n d  i n  2 0 0 9 ,  a s s u m i n g  s u c c e s s  a t
c o n t r o l l i n g  c o s t s .
T h e  c o m p a n y  h a s  t w o  i m p o r t a n t  r a t e
c a s e p r o c e e d i n g s n e a r i n g c o n c l u s i o n ,
I t  i s  s e e k i n g  a  r a t e  i n c r e a s e  o f  $ 5 0 . 2  m i l -
l i o n  i n  A r i z o n a ,  a n d  h a s  i n c l u d e d  p r o p o s e d
r a t e  d e s i g n  c h a n g e s  t o  a d d r e s s  w e a t h e r -
r e l a t e d  v o l a t i l i t y .  E l s e w h e r e ,  S o u t h w e s t  i s

29 . 5
20 . 4

Target Price Range
2011 2 0 1 3

80

50
50
40

30
25
20

15

1 0

- 7 . 5
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' 1 - 13

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

100
(A) Incl. income for PriMerit Bank on the equity
basis through 1994. (B) Based on avg. shares
outstand. thru. '96, then diluted. Excl. nor rec.
gains (losses): '93, 8¢, '97, 1S¢, '02, (10¢), '05,
e) 2008. Value Line Publishing inc All ii Hts reserved.
THE PUBLISHER IS NOT RE§PONSIBLEgFOR ANV ERR
at it may be reproduced, resold, stored of transmitted in any

(11¢), '06, 7¢. Incl. asset writedown: '93, 44¢. early March, June, September, December. l
Excl. loss from disc. ops.: '95, 75¢. Totals may Div'd reinvest, plan avaiL (D) In millions
not sum due lo rounding. Next egg. report due
late February. (C) Dividends historically paid

ORS OR OMISSIONS HEREIN. This plication is strictly for subscriber's own,
printed, electrons of other rum. or usenrsr gaterating U marketing any pviuted or electronic publication, service or product

Facial material is obtained from sources believed to be reliable and is provided without warranties of any kind
non-commercial, internal use. No pan Ill III!



WGL HOLDINGS NYSE-WGL
RECENT
PRICE 33.52 PIE

RATIO 14.1 (:.':2:;'.9§1§;3) 1 . 3 8
RELATIVE

PIE RATIO

DIVD
YLD 4 . 3 %

VALUE
LINE

31.5
21.8

30.5
25.3

295
19.3

28.8
23.2

31.4
25.7

34.8
28.8

33.6
27.0

35.9
29.8

37.1
22.4

High :
Low:

31.4
20.9

30.8
23.1

1
TIMELINESS 3 Raised5l25l0'l

S A F E W Raiseni4/2/93

TECHNICAL 2 Raiseli 12l12l08
BETA .15 (1.00=Markel)

Price Gain
High 40
Low 35

2011-13 PROJECTIONS
Ann'ITotaI

Return
20% 8%
5% 5%

Insider Decisions

J F M A M
0 0 0 0 1
0 0 0 0 5
2 0 0 0 7

J  J  A  s
0  0  0  0
1  0  0  2
1 0  0  2

to Buy
Gptions
to Sell

Inst i tut iona l  Dec is ions
1o1nua zazaoe amooa

no Buy 106 95 ba
[QSgll 89 too 119
tlld'=lnw 35559 M195 32939

/

ml 191 i

..-|II lllllll Eu' 'll I

2012
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% T011 RETURN 11/08
THIS aL ARITH.

STOCK INDEX
14.2 41.9
35.2 -309
sou -10.5

1 yr.
3 yr.
5 yr,

84 I I II |. ll.l. .~.lnmnHIIIIIIII
9
6
3

Perceni
shares
traded 1II II

| | I | 1 l l 1 .In
I Ia! I

I I I II IIIII| I |  l lI I I |

I II II u I
2002 2003 2004 2005 2006 2007 2008 2009 © VALUE LINE PUB., INC 11-1a

32.63

2.63

1.14

1.27

42.45

4.00

2.30

1.28

42.93

3.87

1.98

1.30

44.94

3.97

2.11

1.32

53.96

3.93

1.94

1.34

53.51

3.89

2.10

1.37

52.98

4.17

2.33

1.42

53.35

4.30

2.40

1.44

Revenues per sh A

"Cash Flow" per sh

Earnings per sh B

Div'ds Decl'd per sh Cl

54.60

4.55

2,55

1.56

3.34

15.78

2.65

16.25

2.33

16.95

2.32

17.80

3.27

18.28

3.33

19.83

3.33

21.06

3,00

22.00

Cap'I Spending per sh

Book Value per sh D

2.50

25.00

48.56 48.53 48.57 48.65 48.89 49.45 49.51 49.65 Common She 0utst'g E 50.00

23.1

1.26

4.8%

11.1

.63

5.0%

14.2

.75

4.6%

14.1

.78

4.2%

15.5

.84

4.5%

15.6

.82

4.2%

14.3

.85

4.3%

Avg Ann'l PIE Ratio

Relative PIE Ratio

AvgAnn'I Div'd Yield

15.0

1.00

4.2%

1584.8

55.7

2064.2

112.3

2089.6

98.0

2185.3

104.8

2537.9

95.1

264611

102.9

2628.2

116.3

2650
120

Revenues ($mill) A
Net Profit ($mlll)

2730

130

M.0%

3.5%

38.0%

5.4%

382%

4.7%

37.4%

4.8%

39.0%

3.6%

39.1%

3.9%

38.0%

4.4%

38.0%

4.5%

Income Tax Rate

Ne! Profit Margin

38.0%

4.8%

45.7%

52.4%

43.8%

54.3%

40.9%

57.2%

39.5%

58.6%

38.5%

61.5%

37.9%

60.3%

36.0%

62.3%

35.0%

63.5%

Long-Term Debt Ratio

Common Equity Ratio

32.0%

66.5%

1462.5

1606.8

1454.9

1874.9

1443.6

1915.6

1478.1

1969.7

1497.8

2057.9

16254

2150.4

1677.2

2208.3

1720

2325

Total Capital ($milI)

NetPlant (Smill)

1880

2615

53%

7,0%

72%

9.1%

13.7%

14.0%

8.2%

11.5%

11.7%

8.5%

111%

12.0%

7.7%

10.3%

10.2%

7.6%

10.2%

10.4%

8.1%

11.1%

11.6%

8.0%

11.0%

11.5%

Return on Total Cap'l

Recur on Shr. Equity

Recur onCom Equity

8.0%

10.0%

10.5%

II II II I I
1992 1993 1994 1995 1995 1997 1998 1999

1837

2.17

1.27

1.07

21.55

2.25

1.a1

1.09

21.69

2.43

1.42

1.11

19.30

2.51

1.45

1.12

2219

233

1.85

1.14

24.15

302

1,85

1.17

23.74

2,79

1.54

120

2092

2.74

1.47

1.22

2.17

10.66

2.43

11.04

2.84

11.51

2.63

11.95

2.B5

12.79

3.20

13.48

3.52

13.B6

3.42

14.72

40.62 41.50 42.19 42.93 43,70 43.70 43.84 46.47

13.6

.82

6.2%

15.6

.92

5.3%

14.0

.92

5.6%

12.1

.85

6.1%

11.5

.72

5.4%

12,7

.73

5.0%

17.2

.89

4.5%

17.3

.go

4.8%

2000
22.19

3.20

1.79

1.24

2.87

15.31

45.47

14.5

.95

4.8%

1031.1

84.6

36.1%

8.2%

43.1%

54.8%

1299.2

1460.3

7.9%

11.4%

11.1%

2001
29.80

3.24

1.88

1.26

2.68

16.24

48.54

14.7

.75

4.6%

1446.5

89.9

39.6%

6.2%

41.7%

58.3%

1400.8

1519.7

7.9%

11.0%

11.2%

1040.6

68.6

972.1

68.8

35.6%

6.6%

36.0%

7.1%

40.3%

57.1%

41.5%

56.1%

1064.8

1319.5

1218.5

1402.7

8.0%

10.8%

11.1%

7.1%

9.7%

9.9%

CAPITAL STRUCTURE as of 9/30/08
Total Debt $950.7mill. Due in 5 Yrs $399.5 mill.
LT Debt $603.7 mill. LT Interest $40.1 mill,
(LT interest earned:6.7x;total interest coverage:
5.7x)
Pension Assets-8/08 $588.2 mill.

Oblig. $590.5 mill.
Preferred Stock$28.2 mill.Pfd. olv'd $1.3 mill.

Common Stock 49971,614 she.
as of 10/31/08

MARKET CAP: $1.1billion (Mid Cap)

2006 2007 9/30/08

6.2
736.1
742.3

243.1
347.0
158.4
748.5

480%

4.4
556.9
561 .3

208.5
238.4
113.9

560.8

465%

4.9
56B.B
573.7

216.9
205.4
134.8
557.1

460%

CURRENT POSITION
($mlLL.)

Cash Assets
Other
CulTent Assets

Accts Payable
Debt Due
Other
Current Limb.

Fix. Chg. Cov.

Pa s t
yrs.

1 2 . 5 %
5 . 0%
5 . 0%
1 . 5%
3 . 5 %

P as t
10 Yrs.

9 . 0 %
3 . 5%
2 . 0%
1. 5%
4 . 0%

Est'd '05-'07
IT '11 -'13

1 . 0%
2 . 5 %
3 . 5 %
2 . 5 %
5 . 0 %

ANNUAL RATES
of change (per sh)
Revenues
"Cash F lo w "
E a mi n g s
D ividends
B ook  Va lue

Flscal
Year
Ends

QUARTERLY REVENUES (s mill.) A
Dec.31 Mar.31 J u n . 3 0  S e p . 3 0

Full
Fiscal
Year

2005

2006

2007
2008

2009

349.0

M 6 9

467.5

464.7

480

284.1

323.6

325.7

391 .9

360

623.4

902.9

732.9

751.6

760

929.8

1064.5

11199

1020.0

1050

2186.3

2637.9

2646.0

2628.2

2650

Flscal
Year
Ends

EARNINGS PER SHARE A B

Dec.31 Mar.31 Jun.30 Sep.30

Full
Fiscal
Year

2005

2000

2001

200s

2009

d.17

d.01

.22

.as

.13

1.63

1.17

1.27

1.66

1.50

d.23

d.15

d,31

d22

d.20

.88

.93

.92

.96

.97

2.11

1.94

2.10

2.33

2.40

Cal-
endar

QUARTERLY DIVIDENDS PAID c l

Mar.31 Jun.30 SeD.30 Dec.31

Full
Year

2004

2005

2006

2007

2008

.325

.333

.335

.34

.36

.325

.333

.338

.34

.36

.325

.333

.338

.34

.36

.32

.325

.333

.34

.34

1.30

1.32

1.34

1.36

2.5%

78%

1.8%

82%

3.7%

69%

3.8%

67%

NMF

112%

6.2%

56%

4.1%

65%

4.6%

62%

3.1%

70%

3.5%

86%

43%

61%

4.5%

60%

Retained to Com Eq

All Div'ds to Net Prof

4.0%

61%

vides energy related products in the D.C. metro area, Wash. Gas

Energy Sys. designshnstalls comm'l heating, ventilating, and air

cord. systems. American Century Inv. own 8.2% of common stock,

Off.ldir. less than 1% (1108 proxy), Chin. & CEO: J.H. DeGraffen~

reid. Inc.: D.C. and VA. Addr.: 11D0 H St., N.W., Washington. D.C.

20080. Tel.: 202-624-6410. Internet: www.wglholdings.com.

BUSINESS: WGL Holdings, Inc. is the parent of Washington Gas

Light, a natural gas distributor in Washington, D.C. and adjacent

areas of VA and MD to resident'l and comm'l users (l,046,201

meters). Hampshire Gas, a federally regulated sub., operates an

underground gas-storage facility in vs. Non-regulated subs.:

Wash. Gas Energy Svcs. sells and delivers natural gas and pro

WGL Holdings performed well '
Eal 2008 (en ed September 30th).

fiscal 2009, lower energy prices have al-
lowed it to resume those efforts. It may
take some time for these programs to pick
up steam, consequently, WGL will likely
experience growth in electricity sales, but
natural gas volumes will probably contin-
ue to decline, as the last of the lost govern-
ment accounts roll off its books. However,
The company should still register a
modest3%earnings increase for fiscal
2009. The utility segment should benefit
from an estimated 9,500 new accounts, as
well as higher contributions from its ex-
panded asset management strategy Mean-
while, the retail energy business may get a
boost from stronger gross margins on nat-
ural gas sales. Also, rate case approvals
and capital projects augur well for WGL's
prospects. However, a likely decline in
usage compared to last year's unusually
high levels could be an offset.
These neutrally ranked shares may
appeal to conservative income-
oriented accounts. Indeed, this is evi-
dent in their good dividend yield, strong
Safety rank (1), solid financial strength
(A), and top mark for Price Stability (100),
Bryan Fong December 12,2008

in fis-
New

rates, higher consumption, and customer
growth contributed to the annual top-line
increase of almost 18%. Meanwhile, the in-
itiation of regulatory mechanisms like the
weather normalization adjustment (WMA)
minimized usage volatility. And margins
widened due to the successful expansion of
the "asset optimization" program. The
retail energy segment did not fare as well.
This reflects lower margins from electric
sales, partially offset by slightly higher
margins for natural gas sales. Weakness
here stemmed from milder weather and
the loss of certain government and large
commercial accounts. However, on bal-
ance, WGL's earnings per share advanced
11%. Nextup,
We look for December-period results
to be little changed compared to last
year. Aggregate electric and gas customer
accounts declined in the most recent
quarter, due to the extended run-up in
natural gas and electric prices from Febru-
ary through June. That caused WGL to
halt its mass market customer acquisition
efforts. However, as the company begins

29.4
21.0

Target Price Range
2011 2013

LEGENDS .
1:30 x Dsvldends Q sh
dxvnded b r lnteres Rate

. . . . Relati ve Ice SUength
2-|or11 spot 5/95

Yes . .
poor  recess ion

Lame!  recession began 12/07

O :

3"»3"d8¢ama.

8 0

6 0
5 0
4 0

3 0
2 5
2 0

1 5

10

-7.5

I !!! lllll
I

lllll

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Eamings Predictability

100
(A) Fiscal years end Sept. 30th. may not sum to total, due to change in shares vestment plan available.
(B) Based on diluted shares. Excludes non- outstanding. Next earnings report due late Jan. (D) includes deferred charges and intangibles.
reruning losses: '01, (13¢); '02, (34¢), '07, (4¢) (C) Dividends historically paid early February, '07: $322.2 million, $6.51lsh.
discontinued operations: '06, (15¢). Qtly egg May, August, and November. l Dividend rein- (E) In millions, adjusted for stock split.

o 2008, Value Line Publishing, Inc. All e resewed. Factual material is obtained from sources believed to be reliable and is provided without warranties al any kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANYERRORS OR OMISSIONS HEREIN. No part
al it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, service or product.

Thiséaublication is strictly lot subscriber's own, n0n»commerdaI, internal use.
or use fol generating Ur marketing any printed of electronic publication. I III III!
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Amer ican  S t a t es  is  a  pub lic uti l i ty company engaged pr inc ipa lly in  t hepurchase , production, distribution and s a le  o f
wa t e r .  T he company alsodistributes electricity in some communities. In the customer service  a reas  f o r both  water
and electric, ra t es  and  opera t ions  are subject to the jurisdiction of  t he Cali f orn ia Public  Ut i li t ies Commission

General  In fo rmat ion
A M E R  S T A T E S  W T R
630 East Foothill Boulevard
San Dimas. CA 91773-1212
Phone: 909 394-3600
Fax: 909 394-0711
Web: www.gswater.com
Email; investorinfo@aswater.com

Ind us t r y

S ec t o r

U N T I L - WA T E R

Util i t ies

F is c a l Y ear  E nd
Las t Rep o rted Q u a r t e r
Next  E P S  Dat e

December
09/30/08
03 / 05 / 2009

Pr ice and  Vo lume In fo rmat ion

[RHRJ $0-Un Closing Prices 1
Z a c k s  R a n k

Y es t e r d ay' s  C los e

5 2  We e k  H i g h

5 2  W e e k  L o w

JH

2 0  D a y M o vin g  A ve r a g e

T ar g e t  P r i c e  Cons ens us

148,334.91

% Prlce Change
4 Week

12 Week

3 . 45

16 . 97

18.31

S h are  I n f o rmat i o n

S har es  O u t s t and ing
(m i llions )

M arke t  Cap i t a li za t ion
(m i llions )

S hor t  Ra t io

Las t  Sp li t  Dat e

1241- as 12-29-00

% P r i ce  Ch an g e  Re l a t i ve  t o  S &P  500

4  W e e k

1 2  We e k

Y T D

Di v i d en d  I n fo rmat i o n

Dividend Y i e ld

A n n u a l Dividend

5 3 2 . 1 6  P a y o u t  R a t i o

Chang e  i n  P ayou t  Ra t i o

0 6 / 1 0 / 2 0 0 2  L a s t  D i v i d e n d  P a yo u t  /  A m o u n t 1 1 / 0 7 / 2 0 0 8  /  $ 0 . 2 5

EPS I n fo r mat i o n
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate
Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.41
1 .54

12 . 00

03 / 05 / 2009

C o n s e n s u s  R e c o m m e n d a t i o n s
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago
60 Days Ago

90 Days Ago

F u n d a m e n t a l  R a t i o s

E P S  G r o w t h S a l e s  G r o w t h

Cur r en t  F Y  E s t im a t e

T r a i l i ng  12  M ont hs

P E G  Ra t i o

P r i c e R a t i o s

P r i c e / B ook

20.05 vs.  Prev ious Year

19.48 vs.  Previous Quarter

11.36% vs .  Prev ious  Year
27.78% vs.  Prev ious Quarter

1 2 . 4 2 %

1 . 7 1 0 9 i 3 0 ! 0 8 8 . 97  09 / 30 i08

http://www.zacks.com/research/print.php?type=report&t=AWR I 2/30/2008



Zacks.com Page 2 of 2

Price/Cash Flow

Price / Sales

9.55
1 ,72

05/30/08

03/31/08

9.33 06/30/08
8.81 03/31/08

2.90

2.73

Current Ratio Quick Ratio Operating Margin
09/30/08

06/30/08

03/31 /08

0.57

0.59
0.58

09/30/08

06/30/08

03/31/08

0.55 09/30/08
0.57 06/30/08

0.56 03/31/08

8.91
9.47

8.84

Net Margin Pre-Tax Margin Book Value

09/30/08

06/30/08

03/31/08

14.27

16.35

15.56

09/30/08

06/30f08

03/31 /08

14.27 09/30/08

16.35 06/30i08

15.56 03/31/08

18.02
17.93

17.60

Inventory Turnover Debt-to-Equity Debt to Captial
09/30/08

06/30/08

03/31 /08

59.72
59.45

58.96

09/30/08

06/30/08

03/31 /08

0,86 09/30/08
0,86 06/30/08

0.88 03/31/08

46.19

46.35
46.82

http://www.zacks.com/research/print.php?type=report&t=AWR 12/30/2008
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California Water Service Company's business, which is carried on through its operating subsidiaries, consists of the
production, purchase, storage, purification, distribution and sale of water for domestic, industrial, public and irrigation
uses, and for fire protection. it also provides water related services under agreements with municipalities and other
private companies. The nonregulated services include full water system operation, and billing and meter reading
services

G e n e r a l  i n f o r m a t i o n
C A L I F  W A T E R S V C
1720 North First Street
San Jose. CA95112
Phone: 408 367-8200
Fax: 408 437-9185
Web: www.calwatergroup.com
Email: klichtenberg@calwater.com

Industry

S ec t o r

UNTIL-WATER

Ut i l i t ies

Fiscal  Year End
Last Reported Quarter
Next  E P S  Dat e

December
09 / 30 / 08
02 / 25 / 2009

Pr ice and  Vo lume In fo rmat ion

Z a c k s  R a n k

Y es t e r d ay' s  C los e

52 Week Hi g h

52  Week  L o w

[WTI 80-D49 Closing Prime:

20  D ay M oving  A ve r ag e

T ar g e t  P r i c e  Cons ens us

226, 865 . 50

K,  Pr ice Ch an g e

4  W e e k

1 2  W e e k

10 . 29
20 . 18

18 . 10 105 . 77

S h are  I n f o rmat i o n

S har es  O u t s t and ing
(m i llions )

M arke t  Cap i t a li za t ion
(m i ll ions

Shor t  Rat io

Las t  Spli t  Date

12-01-08 12-29-06

% P r i ce  Ch an g e  Re l a t i ve  t o  S &P  s00

4  W e e k

1 2  We e k

Y T D

Di v i d en d  I n f o rmat i o n

Divid end  Y ie ld

A n n u a l Dividend

9 0 5 . 7 5 P ayou t  Ra t i o

Change in  Payout R a t i o

0 1  I2 6 / 1 9 g 8  L a s t  D i v i d e n d  P a yo u t  !  A m o u n t 10/30/2008 /  $0.29

EPS i n fo r mat i o n
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0 . 39

1 .92
8 . 40

02 / 25 / 2009

C o n s e n s u s  R e c o m m e n d a t i o n s
Current (1=Strong Buy. 5=Strong Sell)

30 Days Ago

60 Days Ago
90 Days Ago

F u n d amen ta l  R at i o s

E P S  G r o w t h S a l e s  G r o w t h

Cur ren t  F Y  Es t imat e

T ra i ling  12  Mont hs

P E G  Ra t i o

2 2 . 7 7  v s .  P r e v i o u s  Y e a r

2 3 . 5 0  vs .  P r e v i o u s  Q u a r t e r

58.21% vs.  Prev ious Year

120.83% vs.  Prev ious Quarter

1 5 . 6 8 %

2 4 . 7 4 %

http://www.zacks.com/research/print.php?type=repon&t=CWT l 2/30/2008
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Price Ratkns

Price/Book

Price/Cash Flow

Price / Sales

ROE ROA

2.26 09/3()/08

15.88 06/30/08

2.29 03/31 /08

9.99 09/30/08

7.95 06/30/08

7239 03/31/08

3.14

2.53

2.37

CurrentRatio Quick Ratio Operating Margin
09/30/08

06!30/08

03/31 /08

0.57 09/30/08

0.61 06/30/08

0.65 03/31/08

0.54 09/30/08

0.57 06/30/08

0.59 03/31/08

9.81

8.05

7.62

Net Margin Pre-Tax Margin Book Value
\

09/30/08

06/30/08

03/31 /08

09/30/08

06/30/08

03/31 /08

19.37

18.60

18.38

Inventory Turnover Debt-to-=Equity
09/30/08

06/30/08

03/31 /08

09/30!08
06/30/08

03/3 t /08

- 09/30/08

_ 06/30KJ8

_ 03/31/'08

Debt to Captial

0.72 09/30/08

0.75 06/30/08

0.76 03/31/08

41 .83

42.57

42.94

http://www.zacks.com/research/print.php?type=report&t=CWT 12/30/2008
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Southwest Water Company provides a broad range of utility and utility management services and serves people
from coast to coast. Through its various subsidiaries, Southwest operates and manages water and wastewater
treatment facilities along with providing utility submetering andbilling and collection services

General Information
SOUT HW EST  W AT ER
One Wilshire Building 624 South Grand Avenue
Suite 2900
Los Angeles, CA 90017-3782
Phone: 213 929-1800
Fax: 626-915-1558
Web: www.soulhwestwater.oom
Email: swwc@swwc.com

Industry

Sector

UNTIL-WATER

Utilities

Fiscal Year End
Last Reported Quarter
Nen EPS Date

December
09/30/08
11/10/2008

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

ESIICJ 80-llus Closing Prier

20 Day Moving Average

Target Price Consensus

220,346.25

V. Price Change

4 Week

12 Week

7.87

69.70

74.76

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

12-01-08 12-29-00

% Price Change Relative to SHIP sao

4 Week

12 Week

YTD

Dividend information

Dividend Yield

Annual Dividend

77.71 Payout Ratio

Change in Payout Ratio

12/28/2005 Last Dividend Payout !  Amount NA / $0.00

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

F undam enta l Ratios

0.10

0.20

6,20

11/10/2008

Consensus R ec om m enda t i ons

Current (1 =Strong Buy. 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

EPS Growth Sales Growth

Current FY Estimate

Trailing 12 Months

PEG Ratio

Price Ratios

15.54 vs. Previous Year

14.36 vs. Previous Quarter

55.56% vs. Previous Year

500.00% vs. Previous Quarter 12.42%

http://www.zacks.com/research/print.php?type=repon&t=SWWC
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0,49

3,86

09/30/08

06/30/08

03/31 /08

3,39
4.13

09/30/08

06/30/0B

03/31/0B

Quick Ratio Operating Margin

1.82

1.65

09/30/08

06/30/08

03/31 /08

1.82

1.65

G9/80/08

06/30/08

03/31/08

Pre-TaxMargin Book Value

3.43

2.54

09/30/08

06/30/08

03/31/08

3.43

2.54

09/30/08

06/30/08

03/31 /08

Debt-to-Equity Debt to Captial

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

09/30/08

06/30/08

08

Net Margin

09/30/08

06/30/08

03/31 /08

Inventory Turnover

09/30/08

06/30/08

03/31 /08

09/30/08

06/30/08

03/31 /08

1.22
1.15

09/30/08

06/30/08

03/31/08

http ://www .backs .com/research/print.php ?type=report&t=SWWC 12/30/2008
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Aqua America is the largest publicly-traded U.S.-based water utility sewing residents in Pennsylvania, Ohio, Illinois
Texas, New Jersey, Indiana, Virginia. Florida, North Carolina, Maine, Missouri, New York, South Carolina and
Kentucky. The company has been committed to the preservation and improvement of the environment throughout its
history, which spans more than 100 years

General Information
AQUA AMER INC
762 W Lancaster Avenue
Bryn Mawr, PA 19010-3489
Phone: 610 527-8000
Fax: 610.645.1061
Web: www.suburbanwater.com
Email: ir.aquaamerica.com

Industry

Sector

UNTIL-WATER

Utilities

Fiscal Year End
Last Reported Ouarter
Next EPS Date

December
09/30/08
02/25/2009

Price and Volume information

IITRI 80-Da! Closing Prices
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

12

20 Day Moving Average

Target Price Consensus

1 ,0s0,547.ea

% Prlce Change

4 Week

12 Week

2.84

16.96

5.66

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Dale

12-01-0B

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend Information

134.86 Dividend Yield

Annual Dividend

2,697.20 Payout Ratio

Change in Payout Ratio

12/02/2005 Last Dividend Payout / Amount 11/13/2008/$0.14

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Dale

0.20

0.74

8.00

02/25/2009

Consensus Recommendations

Current (1 =S1rong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

Fundamental Ratios

EPS Growth Sales Growth

Current FY Estimate

Trailing 12 Months

PEG Ratio

Price Ratios

27.03 vs. Previous Year

27.40 vs. Previous Quarter

18.18% vs. Previous Year

52,94°4» vs. Previous Quarter 17.48%

http://www.zacks.com/research/print.php?type=report&t=WTR l 2/30/2008
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Price/Book

Price/Cash Flow

Price / Sales

2,62 0990/08

1456 05/30/08
4,38 03/31/08

9.70

9.26

9.57

09/30/08

06/30/08

03/31/08

Current Ratio QuickRatio OperatingMargin

09/30/08

os/30808

03/31 /08

0.59 09/30/08

0.73 06430/08
0.63 03/31 /08

0.54
0.87

0.57

09/30/08

06/30/08

03/31/08

Net Margin Pre-Tax Margin Book Value

09/30/08

06/30108

03/31/08

25.94 09/30/08

24.80 05/30/08

25.08 03/31 /08

25,94
24.80

25,08

09/30/08

06/30i08

03/31/08

Inventory Turnover Debt-to-Equity Debt to Captial

09/80/08

06/38/08

03/31 /08

0.00 09/30/08

0.00 06/30/08

0.00 03/31/08

1.18
1.19
1.24

09/30/08

06/30/08

03/31/08

http://www.zacks.com/research/print.php?type=repo1't&t=WTR 12/30/2008
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ATG a. 0,4830.05 12:15 ETVoL 174,886(1 .62°0)

Zacks,com

General information
AGL RESOURCES
Ten Peachtree Place NE
Atlanta, GA 30309
Phone: 404 584~4000
Fax: 404 584-3945
Web: www.aglresources.com
Email: scave@aglresources.com

Industry
Sector;

AGL Resources principal business is the distribution of natural gas to customers in central, northwest, northeast and
southeast Georgia and the Chattanooga, Tennessee area through its natural gas distribution subsidiary. AGL's
major service area is the ten county metropolitan Atlanta area.

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume lrsformalion

Zacks Rank

Yesterday's Close
52 Week High

52 Week Low
Beta
20 Day Moving Average

Target Price Consensus

December
09/30/08
02/05/2009

UTIL-GAS DISTR
Utilities

29,57

39,13
24.02

0.32
497,127.19

36.17

Q

ravenEating; 8esear¢k&Reca¢w»ensfarians
Zaeks.com Quotes and Research

A

travsfsruewr 9£semz¢:a
:Ac KS

(WTB) 30-D49 Clcsiln Prices 1214

ls0.s

I:w.o

129.s

1294

I2s.s

l2s.o

Page 1 of 2

12-0x-a8 12-49-0s'

% Price Change
4 Week

12 Week
YTD

6.06

~1.47

-21.44

% Price Change Relative to S&P 500
4 Week

12 Week
YTD

.0.4s

19.78

32.35

Dividend InformationShare information
Shares Outstanding
(millions)
Market Capitalization
(millions)
Short Ratio

Last Split Date

76.78 Dividend Yield

Annual Dividend

2,270.39 Payout Ratio

2.79 Change in Payout Ratio

12/04/1995 Last Dividend Payout / Amount

5.68%

$1 .ea

0.65

0.08

11/12/2008 I$0.42

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.97

2.79

4.30

02/05/2009

Consensus Recommendations

Current (1 =Stror\g Buy, 5=Strong Sell)

30 Days Ago

B0 Days Ago

90 Days Ago

2.00

2.14

2.14

2.14

EPS Growth
10.59 vs. Previous Year

11.37 vs. Previous Quarter

2.44

Sales Growth
64.71 % vs. Previous Year
-6.67% vs, Previous Quarter:

48.07%

21 .40%

Fundamental Ratios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

PriceRatios

Price/Book

ROE ROA
1.32 09/30/08 11 .74 09/30/08 3.13

http://www.zacks.com/research/print.php?type=report&t=ATG
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Price/Cash Flow

Price I Sales

6.38 06/30/08
0.85 03/31/08

Current Ratio Quick Ratio

09/30/G8

06/30/08

03/31/08

1 .06 09/30/08
1 .03 06/30/08

1 .01 03/31/08

11,42 06/30/08

11,86 03/31/08

Operating Margin
0.62 09/30/08

0.67 06/30/08

0.80 03/31/08

Net Margin Pre-Tax Margin Book Value

09/30/08

06/30/08

G3/31/08

12.43 09/30/08

9.96 05/30/'08

12.52 03/31/08

12.43 09/30/08

9.96 06!30!08

12.52 03/31:108

Inventory Turnover Debt-to-Equity Debt to Capital

09/30/08

06/30/08

03/31/08

2.60 09/30/08
2,60 06/30/08

2.64 03/31/08

0.97 09/30/08
0.97 06/30/08

0.88 03/31/08

http ://www . backs .com/research/print.php ?type=report&t=ATG 12/30/2008
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General Information
ATMOS ENERGY CP
Three Lincoln Centre 5480 Lbj Freeway
Suite 1800
Dallas, TX 75240
Phone: 972~934~9227
Fax: 972.855~s040
Web: www.atmoser\ergy.com
Email; lnvestorRelations@atmosenergy.com

23.48 »0.1s (0.69%) Vol. 141.480

At nosEnergy Corporationdistributes andsellsnaturalgas to residential,commercial,industrial, agricultural and
other customers.Ammosoperates through five divisions in cities, towns and communitiesin service areas located in
Colorado, Georgia, Illinois,Iowa,Kansas, Kentucky,Louisiana, Missouri, South Carolina, Tennessee, Texasand
Virginia. The Company hasentered into an agreement to sell all of its natural gas utility operations in SouthCarolina.
The Company also transports natural gas for others through its distributionsystem.

Fiscal Year End
Last Reported Quarter
Next EPS Date

Industry
Sector:

ATO

ATMOS ENERGY CORP (ness)

Price and Volume information

Za g Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

September
09/30/08
02/10/2009

UTIL-GAS DISTR
Utilities

/84
23.32

29.29

19.68

0.51

584,259.38

29.33

INV£;$3l¥NEiP£T 988884894
PrawnRatfnga Reset,r¢!t&. Recafnmetntarians

Zacks.com Quotes and Research

L :Ac KS

,> .,...

1/
; ; ,

¢*ewe»4~4¢»l»¢m¢
[RTD] 80-Day Clog ins Prims"Q8

.4
, '":

24.4
24.2

24.a
2218
23.6

23.4
pa. :
28.0
22.8
2246

22.4

Page 1 of 2

12:14 aT \

12-01-08 12-29-08

% Price Change

4 Week

12 Week

YTD

0.52

-15.14

-16.83

% Price Change Relative to S&P 500

4Week

12 Week

YTD

-5.63

3.16

41 .42

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

Dividend information

91 .56 Dividend Yield

Annual Dividend

2,135.11 Payout Ratio

1.12 Change in Payout Ratio

05/17/1994 Last Dividend Payout / Amount

5.66%

$1 .32

0.65

-0.01

11/21/2008 / $0.33

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.80

2.09

5.50

02/10/2009

Consensus Recommendations

Current (1 =Strorlg Buy, 5=Strong Sell)

30 Days Ago

80 Days Ago

90 Days Ago

2.50

2.40

2.40

2.50

Fundamental Ratios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

11.18 vs. Previous Year

11.60 vs, Previous Quarter

2.03

SalesGrowth

150.00% vs. Previous Year

128.57% vs. Previous Quarter:

43.77%

-12.11 %

http://www.zacks.com/research/print.php?type=report&t=ATO
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Price Ratios

Price/Bwk

Price/Cash Flow

Price / Sales

1 ,Qs 09130/08

5.55 06/30/08

0,30 03/31/08

Current Ratio Quick Ratio

09/30/08

OB/30/08

03/31 me

1 ,oh 09/30/08

1 .20 06/30/08

1 .22 03/31/08

Net Margin Pre-Tax Margin

09/30/08

06/30/08

03/31/08

4.05 09/30/08

3.92 06/30/08

4.00 03/31/08

Inventory Turnover Debt-to-Equity

09/30/08

06/30/68

03/31 /GB

11 .06 G9/30/08

10,64 06530/08

10.40 03i31/08

8.67 09/30/08

8.50 0B/30/08

8.29 03/31/08

Operating Margin

0.59 09/30/08

0.71 06/30/08

0.87 03/31/08

Book Value

4.05 09/30/08

3.92 06/30/08

4.00 03/31/08

Debt to Captial

1.03 09/30/08

1.01 06/30/08

1.00 03/31/08

http://www.zacks.com/research/print.php?type=report&t=ATO 12/30/2008
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The Laclede Group, Inc. is a public util ity engaged in the retail  distribution and transportation of natural gas. The
Com pany,  wh ic h  i s  s ub jec t  t o the jurisdiction of the Missouri P ub li c  S e r v i c e Commission ,  serves t he Ci t y o f  S t .  Louis
St. Louis Count y,  t he  C i t y o f St.  Charles,  St.  Charles County, t he  t own a t Arnold, and parts of F rank lin ,  Jef f erson,  S t
F ranco is .  S t e .  G enevieve . I ron. M a d i s o n  a n d Butler Count ies .  a ll i n M is s ou r i

G e n e r a l  I n f o r m a t i o n
L A C L E D E  G A P  I N C
720 O live  S t r ee t
S t .  Lou is .  MO  63101
P h o n e :  3 1 4 - 3 4 2 - 0 5 0 0
F ax :  314-421~1979
We b :  w w w . t h e la c le d e g r o u p . c o m
E m a i l :  m k u I lm an@ Iac led eg as . c om

Ind us t r y
S ec t o r

U T I L - G A S  D I S T R
u u l i u e s

F is c a l Y ear  E nd
Las t  Repor t ed  Q uar t e r
N e x t  E P S  D a t e

S e p t e m b e r
0 9 / 3 0 / 0 8
0 1  I 2 2 / 2 0 0 9

P r i c e  a n d  V o l u m e  I n f o r m a t i o n

Z a c k s  R a n k

Y es t e r d ay' s  C los e

5 2  W e e k  H i g h

5 2  W e e k  L o w

ILGJ 8l-Das Closing Prices

20  D ay M oving  A ve r ag e

T ar g e t  P r i c e  Cons ens us

2 7 3 , 2 4 1  . 8 4

%  P r i c e  C h a n g e

4  W e e k

1 2 W e e k

6 . 3 1

9 . 6 5

3 0 . 9 9 1 1 9 . 7 8

S h are  I n f o rmat i o n

S har es  O ut s t and ing
(m i llions )

M arke t  Cap i t a li za t ion
(m i ll ions

Shor t  Rat io

Las t  Sp li t  Dat e

v .  P r i ce  Ch an g e  Re l a t i ve  t o  sap  500

4  W e e k

1 2  We e k

Y T D

Dl v i d en d  I n f o rmat i o n

Divid end  Y ie ld

A nnua l D i v i d end

9 9 2 . 3 5  P a y o u t  R a t i o

Chang e  i n  P ayou t  Ra t i o

0 3 / 0 8 / 1 9 9 4  L a s t  D i v i d e n d  P a yo u t  /  A m o u n t 1 2 / 0 9 / 2 0 0 8  /  $ 0 . 3 8

E P S  I n f o r m a t i o n

Cur r en t  Q uar t e r  E P S  Cons ens us  E s t im a t e

Cur r en t  Y ea r  E P S  Cons ens us  E s t im a t e

E s t im a t ed  Long - T er m  E P S  G r owt h  Ra t e

Nex t  E P S  Repor t  Da t e

1 . 02

2 . 4 2

1 0 . 0 0

0 1 / 2 2 / 2 0 0 9

C o n s e n s u s  R e c o m m e n d a t i o n s

Cur r en t  ( 1= S t r ong  B uy. 5=Strong S e ll)

3 0  D a ys  A g o

s o  D a ys  A g o

9 0  D a ys  A g o

F u n d a m e n t a l  R a t i o s

E P S  G r o w t h S a l e s  G r o w t h

Cur r en t  F Y  E s t im a t e

T ra i l ing  12  Mont hs

P E G  R a t i o

P r i ce  Rat i o s

P r ic e / B ook

1 8 . 5 3  v s .  P r e v i o u s  Y e a r

1 6 . 9 9  vs .  P r e v i o u s  Q u a r t e r

5 6 6 . 6 7 %  v s .  P r e v i o u s  Y e a r

1 3 3 . 3 3 %  v s .  P r e v i o u s  Q u a r t e r

3 9 . 7 6 %

1 0 . 6 2 %

2 . 0 3  0 9 i 3 0 ! 0 8 1 2 . 0 4  0 9 ! 3 0 / 0 8

http://www.zacks.com/research/print.php?type=report&t=LG
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Price/Cash Flow

Price / Sales

3.65

3.69

Current Ratio

09/30108

06/30/08

03/31 /08

1324 06130/08
13.64 03/31/08

Operating Margin
0.69 09/30/08

0.98 06/30/08

1.16 03/31/08

2.53

2.86

2.94

Net Margin Book Value
09/3()/08

06/30/08

03/31/08

22.14

22.13

22.06

Inventory Turnover
09/30/08
06/30!08

03/31/G8

10.44 08/30/U8
0.44 03/38/08

Quick Ratio
1.17 09/30/08

1.32 06/30/08

1.29 03/31/08

Pre-Tax Margin
3.79 09/30/08

4.21 06/30/08

4.41 03/31/08

Debt~to-Equity
5.73 09/30/08

14.15 06/'30/08

14.24 03/31/08

3.79 09/30/08

4.21 06/30/08

4.41 03/31/08

Debt Io Captial
0,80 09/30/0B

0.64 06/30/08

0.74 03/31/08

44.42

39.01
42.49

http://www.zacks.com/research/print.php?type=report&t=LG 12/30/2008
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#raven Ratings, Research é>Re¢wr§r:1e;44a§iaf:s
2 a c k s . c o m  Q u o t e s  a n d  R e s e a r c h

NJ  RE S O URCE S  is  an  ex em pt  ener g y s ac s  ho ld ing  c om pany p r ovid ing  r e t a i l &  who les a le  na t u r a l g as  &  r e la t ed
energ y services  lo  cus t omers  f r om t he  G u lf  Coas t  t o  New Eng land .  Subs id ia r ies  inc lud e:  (1 )  N  J  Nat ura l G as  Co,  a
nat ura l g as  d is t r ibu t ion  company t ha t  p rovid es  reg u la t ed  energ y &  app liance services  t o  res id ent ia l,  commerc ia l &
ind us t r ia l cus t omers  in  cent ra l &  nor t hern  N J .  ( 2 )  NJR Energ y Ho ld ing s  Corp  f o rmer ly NJR Energ y Svg s  Corp  &  (3)
NJ R Deve lopm ent  Cor p ,  a  s ub - ho ld ing  c om pany o f  NJ R,  wh ic h  inc lud es  t he  Com pany' s  r em a in ing  un r eg u la t ed
opera t ing  subs id ia r ies

G e n e r a l i n f o r m a t i o n
N J  R E S O U R C E S
1415  Wyc k o f f  Roar !
Wal l .  NJ 0 7 7 1 9
P h o n e :  7 3 2 - 9 3 8 4 4 8 9
F ax :  732 938~3154
Web :  w w w . n j r es ou r c es . c om
E m ai l:  i nves t c on t @n j r es our c es . c om

ind us t r y
Sec t or

U T i L ~ G A S  D I S T R
U t i l i t i e s

F is c a l Y ear  E nd
Las t  Repor t ed  Q uar t e r
N e x t  E P S  D a le

S e p t e m b e r
0 9 / 3 0 / 0 8
0 2 / 0 4 / 2 0 0 9

P r i c e  a n d  V o l u m e  i n f o r m a t i o n

Z ac k s  R ank

Y es t e r d ay' s  C los e

5 2  We e k  H ig h

5 2  W e e k  L o w

[HJR] 30-D49 Closing Prices

20  D ay M oving  A ve r ag e

T ar g e t  P r i c e  Cons ens us

5 4 5 , 4 3 6 . 0 6

%  P r i c e  C h a n g e

4  W e e k

1 2  W e e k

0 . 0 3

5 . 6 9

11  . 98

S h a r e  I n f o r m a t i o n

S hares  O ut s t and ing
(mi i i ions)

M arke t  Cap i t a li za t ion
(mi i i ions)

Shor t  Rat io

Las t  Spli t  Date

12-01-08 12-29-18

% P r i ce  C h an g e R e la t i v e  t o  s & p  5 0 0

4  W e e k

1 2  W e e k

Y T D

Di v i d en d  I n f o rmat i o n

Divid end  Y ie ld

A nnua l D i v i d end

1 , 5 7 2 . 8 0  P a y o u t  R a t i o

Chang e  in  P ayou t  Ra t io

0 3 / 0 4 / 2 0 0 8  L a s t  D i v i d e n d  P a yo u t  /  A m o u n t 1 2 / 1 1 / 2 0 0 8  I $ 0 . 3 1

E P S  I n f o r m a t i o n

Cur r en t  Q uar t e r  E P S  Cons ens us  E s t im a t e

Cur r en t  Y ear  E P S  Cons ens us  E s t im a t e

E s t im a t ed  Long - T er m  E P S  G r owt h  Ra t e

Nex t  E P S  Repor t  Da t e

0 . 8 2

2 . 3 4

8 . 0 0

0 2 ! 0 4 f 2 0 0 9

C o n s e n s u s F i e c o m m e n d a t i a n s

Cur rent  (1  =St rong  Buy,  5=St rong  Sell)

3 0  D a ys  A g o

SO Days Ag o

9 0  D a ys  A g o

F u n d a m e n t a l  R a i i c s

S a le s  G r o w t h

Cur ren t  F Y  Es t imat e

T ra i ling  12  Mont hs

P E G  R a t i o

E P S  G r o w t h

1 5 . 9 4  v s ,  P r e v i o u s  Y e a r

1 6 . 6 9  vs .  P r e v i o u s  Q u a r t e r

vs .  P revious  Y ear

2 9 0 . 0 0 % vs .  P revious  Q uar t e r

r
a 38.43° /<

1 7 . 3 3 %

http://www.zacks.com/research/print.php?type=report&t=NJR
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2.16 09/30/08

11 .79 06/30/D8
o.41 03/31/08

13.77 09/30/08

14.36 06/30/08

14.16 03/31/08

Quick Ratio Operating Margin

Price Ratios

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

G9/30/08

OB/30/08

03//31 /08

1 ,24 09/30/08

1 .15 06/30/08

1 .10 03/31/08

0.70 09/30/08

0.79 06/30/08

081 03/31/08

Net Margin Pre-Tax Margin Book Value

09/30/08

06/30/08

03/31/08

4.72 09/30/08

0.40 06/30/08

0.40 03/31/08

4.72 09/30/08

0.40 06/30/08

0,40 03/31/08

Inventory Turnover Debt-to-Equity Debt to Captial

09/30/G8

06/'30/08

03/31/08

8.77 09/30/08
8.90 06/30008

7.87 03/31008

0.63 09/30/08
0.73 06/30/08

0.53 03/31/08

http://www .backs .com/research/print.php ?type=repo1t&t=NJR 12/30/2008



ScorfradaNICOR INC (nvssl
33.89 A. 0.76 12'19 ETGAS Vol. 187,158(2.29%)

Zacks.com

industry
Sector;

Fiscal Year End
Last Reported Quarter
Next EPS Date

Genera! Information
NICOR iNC
1844 Ferry Road
Naperville. IL 60563-9600
Phone: B30-305-9500
Fax: 630~983-9328
Web: www.nicor.com
Email: None

Nicor Inc. is a holding company and is a member of the Standard & Poor's 500 Index. Its primary business is Nicor
Gas, one of the nation's largest natural gas distribution companies. Nicor ownsTropical Shipping, a containerized
shipping businesssewing the Caribbean region and the Bahamas. In addition, the company owns andhas an equity
interest in several energy~related businesses.

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

December
09/30/08
02/13/2009

UTIL-GAS DISTR
Utilities

z.

33.13

51 .99

32.35
0.40

661 ,124.31
44

. 4

Pfvaven fisting; Reseefc!1&Recofnmendafians
Zacks.com Quotes and Research

auvassrtaeezr tzaiseafcca
ZAC KS

[GAS] $0-Dw Closing Prices 'E
..,..<~.....,,,....,,,.,.x

\ .

i

415'

l88J
ls1.s
Ia7.o
Iss.s
Isa.»»
Iss.s
ls$.o
Is4.s
Is4.o
I:¢s.5
lao.o

Page 1 of 2

12-29-

-7.79

-26.41

-21.77

-18.44

-10.54

35.46

% Price Change

4 Week

12 Week

YTD

Share Information

Shares Outstanding
(millions)
Market Capitalization
(millions)

Short Ratio

Last Split Date

'12-at-ha

% Price Change Relative to $&P 500

4 Week

12 Week

YTD

Dividend Information

45.1 g Dividend Yield

Annual Dividend

1,497.18 Payout Ratio

4.27 Change in Payout Ratio

04/27/1998 Last Dividend Payout / Amount

5.61%

$1 .86

0.66

-0.09

NA / $0.00

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Report Date

0.68

2.26

6.50

02/13/2009

Consensus Recommendat i ons

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

3.40

3.40

3.40

3.20

EPS Growth Sales Growth

-90.63% vs. Previous Year

~95.31% vs. Previous Quarter:

14.64 vs. Previous Year

11.83 vs. Previous Quarter

2.25

20.56%

-37.08%

ROE ROA

Fundamental Ratios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios

Price/Book 1.57 09/30/08 13,19 09/30508 2.87

http://www.zacks.com/researchfprint.php?type=report&t=GAS 12/30/2008



Zacks.com Page 2 of 2

Price/Cash Flow

Price / Sales

4.75

0.41

06/30/08

03/31 /08

14.73

13.83

3.25
3.11

Current Ratio Quick Ratio
09/30/08

06/30/08

03/31 /O8

0.76

0,80

0.80

09/30/08

06/30/08

03/31 /08

0.56

0.75

0.78

3.48

3.92
3.76

Net Margin Pre-Tax Margin
09/30/08

06130/08

03/31/08

4.80

5.27

5.07

09/3G/08

06/30/08

03/31/08

4.80

5.27

5.07

21.15
21.81

21.53

Inventory Turnover Debt-to-Equity
09/30/08

06/30/08

G3/31 /08

23.38
24.1 1
24,66

09/30/08

06/30/08

03/31 /08

0.47

0.38

0.38

06/30/0B

03/31/08

Operating Margin

09/30/08

06/30/08

03/31/08

Book Value

09/30/08

06/30/08

03/31/08

Debt to Captial

09/30/08

06/30/08

03/31/08

31 .92

27.46
27.7'E

http://www.zacks.com/research/print.php'?type=repoI1&t=GAS 12/30/2008



ScorirarieNORTHWEST NAT GAS co (NYSE)
NWN 12:25 ETA o.s548.19 Vol. 58,388(0.82%)

Zacks.com

Industry
Sector:

General information
NORTHWEST NAT G
220 NW Second Avenue
Portland, OR 97209
Phone: 503226-4211
Fax: 503 2734824
Web: www.nwnaturaI.com
Email: Bob.Hess@nwnaturaI.com

Fiscal Year End
Last Reported Quarter
Next EPS Date

NW Natural is principally engaged in the distribution of natural gas.The Oregon Public Utility Commission (OPUC)
has allocated to NW Natural as its exclusive service area a major portion of western Oregon, including the Portland
metropolitan area, most of the fertile Willamette Valley and the coastal area from Astoria to Coos Bay. NW Natural
also holds certificates from the Washington Utilities and Transportation Commission (WUTC) granting it exclusive
rights to serve portions of three Washington counties bordering the Columbia River.

Price and Volume lnformaiion

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

December
09/30/08
02/05/2009

UTIL-GAS DISTR
Utilities

42.84

78.55
36.61

0.36
215,709.09

52.25

I.8i

Pmven 8atlngs, Researcn&8ec0¢twIenziarians
Zacks.com Quotes and Research

A

!!'éVfi§'$`i°?££i?4 i' RI*iS88A8&€§§<l
ZAC s

a

:tuna so-ow Closing Pr~i<¢s

:s-
Q*

8 ; 8 9 - os'

1 4 7 . 5
I 4 7 . o

l 4 o . s
k a . :

l 4 s . s
l 4 s . ¢
l 9 4 . s
l 4 4 . o

I 4 s . s
l 4 3 . o
l 4 2 . s

Page 1 of 2

I 1 2 - 1 1 - 0 8

-6.59
-15.82

-11 .96

% Price Change Relative to SHIP 500
4Week
12 Week

YTD

-12.30
2.33

51 .02

% Price Change
4 Week

12 Week

YTD

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)
Short Ratio

Dividend Information

Last Split Date

26.43 Dividend Yield
Annual Dividend

1,182.47 Payout Ratio

7.22 Change in Payout Ratio

09/09/1996 Last Dividend Payout / Amount

3.69%

$1 .58

0.60

~0.02
10/29/2008 / $0.40

1 .21

2.53

7.00

02/05/2009

Consensus Recommendations
Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

KG Days Ago

2.00

1 .80

1 .80

2.20

EPS Growth
16.91 vs Previous Year
17.20 vs. Previous Quarter

2.42

Sales Growth
-72.73% vs. Previous Year

-416.67% vs. Previous Quarter:
.11 .71 %
-42.64%

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Fundamental Ratios

P/E
Current FY Estimate:
Trailing 12 Months:

PEG Ratio

Price Ratios ROE ROA

http://www.zacks .com/research/print.php?type=report&t=NWN
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Price/Book

Price/Cash Flow

Price / Sales

1 .87 09/30/08

7.93 06/30/08

1 .11 0381 !08

Current Satin Quick Ratio

t0.77 09/30/08

11.55 06/30/08

11.51 03/31/08

Operating Margin

0.44 09/30/08

0.49 06/30/08

0.65 03/31/08

09i30/08

06i30/08

03/31 /08

0.69 09/30/08

0.65 06/30/08

0.76 03/31/08

Net Margin Pre-Tax Margin Book Value

09/30/08

06/30/08

03/31 /GB

10,30 09/30i08

10.81 06/30/08

10.80 03/31/08

Inventory Turnover Debt to Captial

99/30438

06/30/08

03/31 £08

10.30 09/30/08

10.81 06/30/08

10.80 03/31/08

Debt-to-Equity

9,67 09/30/08

10.39 06/30/08

9.50 03/31/08

0.85 09/30/08

0.82 06/30/08

0.81 03/31/08

http://www.zacks.com/research/print.php?type=repo1t&t=NWN 12/30/2008



ScoffradePIEDMONT NAT GAS INC (NYSE)
12:19 ET31,21 .s G.63PNY Vol. 197,053(2.06%)

Zacks.com

Fiscal Year End
Last Reported Quarter
Next EPS Date

Industry
Sector:

General  In format ion
PIEDMONT NAT GA
4720 Piedmont Row Drive
Charlotte NC 28210
Phone: 704 364-3120
Fax: 704~365-8849
Web: www.piedmontng.com
Email: margaret.griffith@piedmontng.com

Piedmont Natural Gas Co, Inc., is an energy and services company engaged in the transportation and sale of natural
gas and the sale of propane to residential, commercial and industrial customers in North Carolina, South Carolina
and Tennessee. The Company is the second-largest natural gas utility in the southeast. The Company and its non-
utility subsidiaries and divisions are also engaged in acquiring, marketing and arranging for the transportation and
storage of natural gas for large~volume purchasers, and in the sale of propane to customers in the Company's three-
state service area.

Price and Volume Information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

October
10/31 /08
03/10/2009

UTIL-GAS DISTR
uulnies

/24
30.58

35.29

20.52

0. 10

554,579.38

31 .67

!3fovenHating; Reseervffxfksconafztefrdefinns
Zaeks.com Quotes and Research

*

\RV£:8 :new nose,w¢:a
ZAC KS

[PNYJ 30-Day Closing Prices
"I
I

l§-29-08

l32_5

ls 2 .o

b 1 . s

ls1.0

Iso.s

Iso.o

Page 1 of 2

12-01-08

% Price Change

4 Week

12 Week

YTD

1 .86

0.82

18.90

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

-4.84

22.57

101 .36

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Dividend Information

Last Split Date

73.28 Dividend Yield

Annual Dividend

2,240.87 Payout Ratio

6.97 Change in Payout Ratio

1 1 /01 /2004 Last Dividend Payout / Amount

3.40%

$1 .04

0.00

0.00

12/23/2008 / $0.26

EPS Information

Current Ouarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

1 .12

1 .65

7.20

03/10/2009

Consensus Recommendat i ons

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

80 Days Ago

90 Days Ago

2.87

2.67

2.60

2.60

Sales Growth

Fundamental Rat ios

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth

18.57 vs, Previous Year

19.48 vs. Previous Quarter

2.60

-68.64% vs. Previous Year

-80.00% vs. Previous Quarter:

12.13%

-12.11%

http://www.zacks.com/research/print.php'?type=report&t=PNY 12/30/2008
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ROE ROAPrice Ratios

Price/Book

Price/Cash Flow

Price / Sales

2,43 10131108

11.45
1 ,07 04/30/08

07/31/08

- 10/31/08

12.52 07/31/08

1243 04 /30 /08

3.93

3.94

Current Ratio Quick Ratio Operating Margin

10/31 /08

07/31 /08

04/30/08

- 10/31/08

1 .00 07/31/08

1 .19 04/30/08

- 10/31/08

0.60 07/31/G8

0.86 04/30/08

5.59

5.89

Ne! Margin Pre-Tax Margin Book Value

10/31 /08

07/31 /08

04130/08

- 10/31/08

7.23 07/31/08

8.04 04/30/08

_ 10/31/08

7.23 07/31/08

8.04 04/30/08

12,56

12.96

Inventory Turnover Debt-to-Equity Debt to Captial

10/31 egg

07/31 f08

04/30i08

.. 10/31 /08

10.43 07/31 /08

10.03 04/30/08

.. 10/31/08

0.89 07/31/08

0.87 04/30/08

47.21

46.44

http://www.zacks.com/research/print.php?type=report&t=PNY 12/30/2008
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:warmest Rasfsnszan

Prnrsumating; 4mww&1wamuwmIum
Zacks.com Quotes and Research

South Jersey Ends Inc. is engaged in the business of operating, through subsidiaries, various business enterprises
The company's most significant subsidiary is South Jersey Gas Company (SJG). SJG is a public utility company
engaged in the purchase, transmission and sale of natural gas for residential, commercial and industrial use. SJG
also makes off-system sales of natural gas on a wholesale basis to various customers on the interstate pipeline
system and transports natural gas

Genera!  information
SOUTH JERSEY IN
1 South Jersey Plaza
Folsom. NJ 08037
Phone: 609 561 -9000
Fax: 609 561 -8225
Web: www.sjindustries.com
Email: sharehld@sjindustries.com

Industry
Sector

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
09/30/08
02/19/2009

Price and Volume Ersfsrmaiion

[SJIJ 30-D924 Closing Prices
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

20 Day Moving Average

Target Price Consensus

235,270.59

% Price Change
4 Week

12 Week
6.63

10,92

5.57

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

12-01-08 12-29-08

% Price Change Relative to S&P sao

4 Week

12 Week

YTD

Dividend Information

Dividend Yield

Annual Dividend

1,132.68 Payout Ratio

6.41 Change in Payout Ratio

07/01/2005 Last Dividend Payout / Amount 12/08/2008 / $030

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Fundamental Ratios

0.65
2.29

7.50

02/19/2009

Consensus Qgcgmmgndafigns
Current (1=Strong Buy, 5=S¥rong Sell)
30 Days Ago

GO Days Ago
KG Days Ago

EPS Growth

Current FY Estimate

Trailing 12 Months

PEG Ratio

Price Ratios

16.81 vs. Previous Year

18.93 vs. Previous Qalarter

Sales Growth

180.00% vs. Previous Year

84.62°/> vs. Previous Quarter
34.88%

54.9004

http ://www.zacks .com/research/print.php?type=repo1't&t=SJI 12/30/2008
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2.20 09/30/08

11 .90 06/30/08

1 .19 03/31/08

13.73 0980/08

13.31 06f30/08

13.08 03/31 /08

Quick Ratio Operating Margin

Price/Book

Price/Cash Flow

Price / Sales

Curran! Ratio

09/30/08

06/30/08

03/31 /08

09/30/0B

0.92 06/30/08

1.11 03/31/08

09/30/08

0.61 06/30/08

1 .11 03/31/08

Net Margin Pre-Tax Margin Book Value

09/30/08

06/30/08

03/31/08

12.52 09/30/08

6.62 08/30/08

10.75 03/31 /08

12.52 09/30/08

6.62 06/30/08

10.75 03/31/08

Inventory Turnover Debt-to-Equity Debt to Captial

09/30/08

06/30/08

03/31 /08

8,54 09/30/08

7.05 06/30/08

6.80 03/31/08

09/30/08

0.69 06/30/08

0.72 03/31/08

http://www.zacks.com/research/print.php?type=report&t=SJI 12/30/2008
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Saor!rade'SOUTHWEST GAS CORP (NYSE)
12'22 ETA 0 . 3 5S W X 2 4 . 6 5 V o l . 9 0 , 3 9 0

Zacks.com

Ind us t r y
S ec t o r ;

G e n e r a l  i n f o r m a t i o n
S O U T H W E S T  G A S
5241  S pr ing  M oun t a in  Road
P . O .  B ox  98510
L a s  V e g a s ,  N V 8 9 1 9 3 - 8 5 1 0
P hone :  702  876 - 7237
F ax :  702-876~7037
We b :  w w w . s w g a s . c o m
E m a i l :  N o n e

F is c a l Y ear  E nd
Las t  Repor t ed  Q uar t e r
N e x t  E P S  D a t e

SO UT HWEST  G AS CO RP.  is  p r inc ipa lly eng ag ed  in  t he  bus iness  o f  purchas ing , t r anspor t ing ,  and  d is t r ibu t ing  na t u ra l
g as  in  por t ions  o f  A r izona,  Nevad a, and  Ca li f o rn ia .  T he Company a lso  eng ag ed  in  f inanc ia l services  ac t ivi t ies , t h roug h
Pr iMer i t  Bank ,  F ed era l Saving s  Bank  (P r iMer i t  o r  t he  Bank ) ,  a  who lly owned  subs id ia r y.

P r i c e  a n d  V o l u m e  i n f o r m a t i o n

Z a c k s  R a n k

Y es t e r d ay' s  C los e

5 2  We e k  H i g h

5 2  W e e k  L o w

B e t a

20  D ay M oving  A ve r ag e

T ar g e t  P r i c e  Cons ens us

D e c e m b e r
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Zacks.com

Industry
Sector:

General information
WGL HLDGS INC
101 Constitution Avenue NW
Washington, DC 20080
Phone: 70a 750-2000
Fax: 703 750-4828
Web: www.wglholdir\gs.com
Email: madams@washgas.com

WASHINGTON GAS LIGHTCO is a public utility that delivers and sells natural gas to metropolitan Washington,
D.C. and adjoiningareas in Marylandand Virginia. A distributionsubsidiary servesportionsof Virginia and West
Virginia. The Company has four wholly-owned activesubsidiaries that include: Shenandoah Gas Company
(Shenandoah) is engaged in the delivery and Ade at natural gas at retail in the Shenandoah Valley, including
Winchester, Middletown, Strasburg, StephenCity and New Market, Virginia, and Martinsburg, West Virginia.

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

September
09/80/08
02/09/2009

UTIL~GAS DISTR
Utilities

31 .07

37.08
22.40
0.26

718,61 t.18
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% Price Change
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YTD

-4.13

-1.15

-5.16

% Price Change Relative to sa.p 500
4 Week

12 Week

YTD

-10.0o

20.17
60.22

Dividend InformationShare information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

49.97 Dividend Yield

Annual Dividend

1,552.63 Payout Ratio

6.85 Change in Payout Ratio
05/02/1 995 Last Dividend Payout / Amount

4.57%

$1 .42

0.58

-0.11

10/08/2008 / $0.35

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.96
2.34

7.50

02/09/2009

Consensus Recommendations
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago
90 Days Ago

2.75

2.50

2.25

2.25

EPS Growth Sales Growth

13.30 vs. Previous Year

12.63 vs. Previous Ouarler

1 .77

29.08% vs. Previous Year

-466.67% vs. Previous Quarter:

-50.38%

-65.22%

Fundamental Ratios

P/E
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios ROE ROA
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The Need F&xr Cansaiidation .
L<mg~term trends in the»Water Utility liridustry indy

Cate that infrastructure costs will steadily rise. Many of
the facilities and pipes that new purify and transport
drinking water were built about 100 Years logo. Ongoing
upgrading and replacement are necessary for these old
systems tn remain in .compliance with rules laid out by
the Environmental Protection Agency (EPA). The cost of
fixing and upgrading these systems is significantly
higher than in the past (even adjusting for inflation)
=because more~exqpensive materials need to be used for
modern conétnxctian. Moreover, traxjxsportaticn costs are
much higbermd should continue to rise, as nearby
sources afwater are depleted and fartherfaway bodies.o£'
water Must be used. Water is quite difficult and expert
give to move because it is heavy and cargnct be com»
pressed. Also adding to industry costs is the ongoing
issuance of' guidelines from the EPA that typically re-
quite water utilities to imply with morstringent
water-purity standards. industry sources estimate that
about $140 billion will be needed over the next 20 years
to Fund necessary watensystem infrastructure improve~
merits. . . 4

I n . t r a s t r u c t u r e  c a s t s  i n  t h e  W a t e r  U t i l i t y  I n d u s -
t r y  w i l l  c o n t i n u e  t o  r i s e  o v e r  t h e  l o n g  t e r m .  L a r g e r
c o m p a n i e s  w i l l  a c q u i r e  s m a l l e r  o n e s  i n  a n  e f f o r t  t o
a c h i e v e  e c o n e n a i e s  a t  s c a l e .

F o r e i g n  c o x n p a z x i e s  h a d  b e a n  b u y i n g  a  n u m b e r
e t U . S .  w a t e r  u t i l i t i e s ,  b u t  t h a t  t r e n d a p p e a r s  t o  b e
w a n i n g . .

W a t e r s  u t i l i t y  s t o c k s  a r e  r a n k e d  t o  u n d e r p e r f o r m
t h e  m a r k e t  o v e r  t h e  c r a n i n g  1 2  r x w x a t h s ;  h o w e v e r ,
c o n s e r v a t i v e  i n v e s t o r s  c a n  f i n d  a t t r a c t i v e  r i s k »
a d j u s t e d  c h o i c e s  h e r e .

Small and mid-sized water companies usually web
come 1arge~scale suitors, Smaller utilities generally lack
the funds needed for"iong~term structural improve
merits, and might risk being out of compliance with local
and federal laws atseme point down the roach. In an
effort t¢> prevent tliié i8rlpleasant scenario from happen~
in, many of these smaller companies welcome larger
utilities that; have the capital resources to remain in
compliance with the law. The larger wrnvany gains
greater geographic diversityfvam it; acquisiMons, which
helps lessen its swceptibiiity tdweiather .fluctuations
that might cause volatility in earnings. Acquirers also
benefit .frczrn economies .of scale inwhich eaSts are

N o v e m b e r  3 ,  2 0 8 6 WATER UTILITY INDUSTRY

Acquiszitixm Update
Fereigwx carnpanies have purchased a large number at'

domestic water utilities over the past year. These global
water  ̀companies are

Privatization of .municipal water 'and wastewa¢ier sys-
tems.Current}y, there is concern among investors that
the large Premiums paid for ..,.,., takeover targets,
which approached three times book value, will became
More infrequent British utilities are having re8uiatary
difficulties at home that stand to weaken their tiesigns
on the U.S. market. Consequently, there appear to be
fewer bidders in the market..

generally reciucefi. Toe, the regrllatnzy-intensive nature
of the Water Utility Industry mearzls that some specific
local goveninzents might be more uncooperative with the
utilities than other rmxnparable kxzai officials. A larger
territory lessens the impact of a .particularly onerous
regulatory atmosphere.

SDWA Regulations ..
The Safe Drinking Water Act (SDWA) of 1974

(amended in 1996) authorized the EPA fro work With
state and label gavernMentg Io test for five potential
impurities in drinking water every Eve years. The EPA
mandates what levels of a certain contaminant is escape
able per a specified amount of water. Water utilities
typically spend about 15% Te 50% of their annual capital
ou1:lays._in efforts to comply with SDWA guidelines.
These Companies must also stay in compliance with eke
Clean Water Act, and numerous state and local laws. A:
present, the EPA is considering lowering the allowable
level of arsenic in drinking water from 50 parts per
billion (ppb) to 5 ppb. This measure would be contrevelr-
sial because it would blower than the standard at the
World Health Organization (10 ppb) and weald potent
tally cost domestic water companies billions of dbilars.

Investment Advice .
Most of the water utility stocks that are covered in this

review are not: timely far the coming six to 12 months.
Nonetheless, favorable Safety ranks among the group
make some of these 'issues appealing ion* risk-averse
investors seeking decent dividend yields.

Jasepk Espailiat
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INDUSTRY T1.mEL1nEss= 85 (of 97)The events of September nth have altered many
priorities in the Water Utility Industry.
. Long~term trends in the industry indicate that
the cost of maintaining and upgrading
watedwastewater systems will rise. The industry
is consolidating, with larger companies acquiring
smaller operators to achieve economies of scale.

Water Utility stocks are ranked to underperform
the year-ahead. market, though some of these is-
sues offer conservative investors appealing risk-
adjusted, total-return potential.

tors, since they have a hmzted base at custom ere over
which no spread these costs Small and mud-sued 1.tl'1
ties 'generally welcome takeover offers from larger ac-
quirers because of their superior capital resource s. Tae
acquiring utility attempts to achieve econormes of 1c:.le
through the transactions Also, i t gains greater geo-
graphic diversity, and that cal. re-dace its >u>cep*xbxl;r.;~
to unfavorable weather patterns and potentially burden-
some local regulators.

Securi ty Issues - .
In response to the events of September nth, the need

to secure water systems against terrorism has become a
top priorir.y°for regulators and water uti l i t ies al ike,
puslvng many other legislative issues to the side. The
FBI h¢s stated that water companies should be on alert
for potential threats in the months ahead. Many water
companies are already heeding this warning, and incur-
ring add.t1onal costs in the process that may l imy:
near-term bottom-line growth. Also, the industry and
regulators are working together to provide approxi-
mately $5 billion in federal funds for immediate infra-

_ structure improvements as part of the pending economic
stimulus legislation.

Largescale foreign acquirers have been very inter-
ested in purchasing domestic water util it ies over the
past few years, and the latest evidence is the generous-
takeover offer RWE AG made for American Water Works,
the nat ion's largest publ ic water company RW E, a
Germany-based firm. stands to gain cost synergies in the
deal, along with geographic diversity in a polmcally
stable country Foreign util ities have been fascinated
with the risk-adjusted earnings potential of U S water
companies, and they are likely to continuing their buy-
ing spree over the next few years. As auth, the number of
investor-owned water providers with large temtories is
steadily dwindling. This development 819c5 additional
hope to those U.S. water utilities and mvestars look.ng
for substantial buyout offers

' SDWA Regulations
The Safe Dunk ing W ater  Ar t  .SDW A:  o f  1974

(amended in 1996) authorize; the EPA to work belch
state and local governments to test for five PU1l4l11 al
impurities in drinking water aw en So yeah The EPA
xnandatf->what levels of a certain CL)NtdxI1lll3IllC is AL cept-
able ?" a specified amount of water Water utlhues
usual y spend a sigmticant po rn at theo a:u:1..»l
capital budgets on efforts to s°a_. Cr comphancw with

.SDWA guidelines. These compared must also comply
with the Clean Water Act, and numerous state and local
laws.

Indust ry  Consol idat ion _
Infrastructure costs in the Water Utility Industry will

likely nae dramatically user the next 20 years. These
companies have to maintain and upgrade their systems
continually in order to remap in compliance with in-
eceasingly stringent rules issued by the Exmronmental
Protection Agency (EPA) and local regulators Many of
the lhcxllties and pipes that now treat and transport
drinking water M ere built about a century ago. The costs
of replacing thdsé Systems are significantly hillier these
days. even adj musting fr r inflation. Adding to the cost is
the fact that nearby luodies orlwater tend to get depleted
and expensive to use, so more-distant sources of water
must be brought in to keep up with increasing demand
for purified water. Water is difficult and costly to trans-
port, since .it is heavy. and incompressible All'.in all,
industry sources estimate that over $140 billion will be
needed to upgrade the natiuris water-ilistnbution sys-
tem over the next 20 years:

Investment Advice
The Water Utility stocks in this review are nm t txmeiv

less, a few of these issues possess fa /arable Safety rm
and solid dividend-growth prospect, that may appeal to
conservative investors.

for investment over the next six no 12 months Nonethe

The costs of staying in compliance with drinking water
laws are especially onerous for smaller regional opera-

Joseph Espa»l.at
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Composite Statistics: Water Utility industry
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Industry Consolidation
k x f ras t m c t u re  c os t s  i n  t he  wa t e r  u t i l i t y  i ndus t ry  w i l l

l i ke ly  soar  over  t he nex t  two decades ;These companies
m u s t  c o n s t a n t l y  . r e p a i r  a n d  u p g r a d e '  t h e i r  e x i s t i n g
wat e r / was t ewat e r  s y s t em s  i n  o rde r  t o  c om p l y  w i t h  i n~
c r e a k i n g l y  s t r i c t  r u l e s  i s s u e d  b y  t h e  E n v i r o n m e n t a l
P ro t ec t i on  Agenc y  (EPA)  and l oc a l  regu la t o rs .  Many  o f
t he  f ac i l i t i es  and p ipes  t ha t  t rans por t  wat er  were  c on~
structeci over 100 years ago.  The costs of  replac ing these
s y s t em s  i s  c ons i de rab l y  h i ghe r  now t han  i t  was  i n  t he
paslz,  even adjust ing for inf lat ion.  Too, the ongoing deple-
t i o n  o f  n e a r b y  s o u r c e s  o f  w a t e r  f o r c e s .  m a n y  w a t e r
u t i l i t i e s  t o  o b t a i n  w a t e r  f r o m  m o r e - d i s t a n t ,  m a r
expens ive sources .  Water is  di f f icul t  and cos t ly  to t raNs l
por t  bec aus e i t  i s  heav y  and inc ompres s ib le .  Nonethe»
l e s s ,  u t i l i t i e s  m u s t  c o n t i n u e  m  k e e p  p a c e  w i t h  u s i n g
demand f or  d&nMng water  &om growing res ident ia l  and
M d u w i a l  w s t o m e m .  R e c e n t  e s t i m a t e s  a r e  t h a t  i t i
m e t  h w & e &  a t '  b i l l i o n s  a t  d o i i a m  £ 9  r e p l a c e  a n d  u p ~
graz ie fa i l ing .water  i , n fa-as t ruc tus res  over the nex t  21)
y e a r s .  T h i s  a m o u n t s  t o  M m e  t h a n  t h e  e n t i r e  c u r r e n t
as s et s  o f  t he  wat er  i ndus t ry  i n  A mer i c a .  Muc h c f t i les
c os t s  w i l l  l i k e l y  be  t l nanc ed  by  f ede ra l  s penx i i ng and
h i gh e r  wa t e r  r a t e s .  Ne v e r t h e l e s s ,  * wa t e r  u t i l i t i e s  a r e
go i n g t o  h a v e  t o  a n t e  u p  m u c h  h i gh e r  c a p i t a l  i n v e s t -

"  ment s  ov er  t he  earn ing y ears . `
. The costs  of  s tay ing in coxnpl iancexv i t l l  z l r ink ing water

laws  are espec ia l l y  onerous  f or  smal ler  regiona l  compo
mies because they  have fewer cus izamers  over wlx iéh to
s pread t he i r  c os t s .  Smal l  and m ic bs i z ed wat er  u t i l i t i es
t end  t n  we l c om e t ak eov e r  o i 3 ' e rs  f rom  l a rge r ,  be t t a r~
capi tal ized companies  so than they  can ut i l ize the bigger
f i rm 's  s uper ior  res ourc es .  For  i ns tanc e,  t he EPA 's  new
rules on the al lowable levels of  arsenic in dri lolal ing water
( 1 0  p a r t s  p e r  b i l l i o n  b y  J a n u a r y ,  2 0 0 6 )  i s  c o m p e l l i n g
gr i m e  s m a l l e r  u t i l i t i es  t o  m erge  w i t h  l a rge r  ones  i x rah
ef f o r t  t o  remain  i n  c ompl i anc e wi t h  t he  new s t andards .
By purchas ing these szmal lez i  ent i t ies ,  largeut i l i t ies  seek

I n f r as t r uctu r e  costs  i n  the  Water  Ut i l i ty  I n4 :1us~
t r y  w i l l  r i s e  c o n s i d e r a b l y  o v e r  t h e  c o m i n g  2 0
year s .  Con seq u en t l y ,  l a r g er  com p an i es  a r e  b u y i n g
s m a l l e r  on e s  i n  a n  a t t e m p t  t o  a c h i e v e  e c on om i e s
of  sca l e . .

Water  u t i l i t y  s tock s  a r e  r an k ed  to p er for m  i n  th e
m i d d l e  o f  t h e  p a c k  o v e r  t h e  c o m i n g  1 2  m o n t h s .
N o n e t h e l e s s ,  c o n s e r v a t i v e  i n v e s t o r s  c a n  f i n d
a b o v e ~ a v e r a g e  S a f e t y  r a n k s  a n d  a t t r a c t i v e  d i v e
t e n d s i n  t h e  g r ou p .

N o v e m b e r  1 ,  2 0 0 2 WATER UTILITY INQUSTRY

S D W A  R e g u l a t i o n s
T h e  S a f e  D r i n k i n g  W a t e r  A c t  ( S D W A 3  o f  1 9 7 4

(amended i n  1996}  au t hor i z es  t he  E P A  t o ;  work  *w ' i t ?1
s tate  and Inca!  governments t o t es t ;  f o r  po t en t i a l  i m ps
c i t i es  i n  d r i nk i ng wa t e r .  T he  E P A  m anda t es  wha t  pa r~
t icu lar ievel  of  a cer ta in contaminant  i s  acceptable per  a

. o f  w a i l e r W a t e r u t i l i t i e s  r o u t i n e l y
s p e n d  l a r ge  p n r t i a n s  o f '  t h e i r  a n n u a l  c a p i t a l  e x p e n d i
t u r e s  o n  e 8 l o r ' t s  t o  r e m a i n  i n  c o m p l i a n c e  w i t h  S DW A

guide l i nes .  Thes e c ompan ies  mus t  a l s o  c omply  Mt h  t he
1972 C l e a n  W a t e r  A c t ,  a n d  n u m e r o u s  o t h e r  t a t a  a n d "
local laws, an<>£her cost ly  endeavor.

t o  achieve economies  of  scale.  A lso. ,  a  b igger  company
ga i ns  grea t e r  geograph i c  d i v e rs i t y  t he :  c an  reduc e  i t s
s uec ep t i b i i i t y  t o  un f av o rab l e  wea t he r  pa t t e rs  and  p<> '
tentz ia l ly  burdensome local  regulators .  For example,  the
regulatory  c l imate in Cal i fornia has  been ex t ra cos t ly  for
ut i l i t ies  in the past  couple of  years ,  so 1:ompanies ,  suc iz
a s  C a l i f o r n i a  W a f e r ,  h a v e  b e e n a c t i v e l y  l o o k i n g f o r
ac qu i s i t i on  t a rge t s  ou t s i de  o f  t he  s t a t e .  On  a  pos i t i v e
no t e ,  t he  pas s age  o f  a  new l aw i n  Ca l i f o rn i a  w i l l  a l l ow
water  ut i l i t i es  to charge h igher rates  to cus tomers  lsub~
s ec t  t o  re f und)  i t  regu la t o rs  do  no t  render  dec i s i ons  on
ra t e  c as es  wi t h in  es c ab i i s hed proc es s ing per i ods .  Th i s
ought  t o  improv e  rev enues  f o r  t h ree  ou t of four compa*
mies  in th is  rev iew.

iiecent Challenges
The events of September ll, 2001 have introduced 1.

whole new set of challenges for the industry. Companies
have been spending a lot of time, energy, and mane? an
making sure that their water systems are reasenabiy
secure from potential terrorist attacks. Utilities have
turueci to local Ami federal regulators for reimbursement
and add8tioaa} éixnding, but the amount and timing <)f
future fumes is uncertain. Aida, insurance costs have
soared in time past year, as insurers are now more
reluctant to cover mmpanies, like water utilities, that
can potentially have catastrophic losses.

speciiiéd amount

D e c e n t  G r o i z n d s  F ¢ > r ' C o n s e r v a t i v e  I n v e s t o r s
The water~ut i I . i t y  s tocks  in th is  rev iew are unl ike ly  to

o u t p e r f o r m  t h e  y e a r a b e a d  m a r k e t .  No n e t h e l e s s ,  t h e y
o f f e r  abov e -av e rage  S a f e t y  rank s ,  a t t r ac t i v e  d i v i dend
y iek is ,  and decent  r i sbaai jus ted t xnta l - return potent ia l .

.. Joseph Espai l i a t
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INDUSTRY TIMELINESS: 97 (of 98)

Composite Statistics: Water Utility Industry

1999 2000 2001 2002 2003 2004 06-08
637.2

72.4

704.3

90.9

751.8

954

794.4

was

845

105

950

130

Revenues ($mlll)

Net Profit ($miII)

1185

190

40.0% 41.2% 402% 388% 39.0%

Nil

39.5%

.5%

Income Tax Rate

AFUDC % to Ne! Prof i t

40.0%

.5%

51.1%

48.3%

50.3%

49.3%

524%

472%

538%

459%

53.0%

46.5%

51.5%

4a.5%

Long-Term Debt Ratio

Common Equity Ratio

51.0%

49.0%

1444.7

2100.3

7.4%

1661.0

2342.5

7.0%

1840.7

2532.3

a s k ,

1973.5

2751.1

7.0%

2250

3025

6.5%

2425

3225

7.0%

Total Capital ($miII)

Net Plan! ($mill)

Return on Total Cap'I

3050

3950

7.5%

11.5%

11.5%

10.7%

10.8%

10.6%

107%

112%

11.2%

10.0%

10.0%

10.5%

11.0%

Return on Shr. Equity

Return on Com Equity

12.0%

110%

3.8%

68%

3.6%

67%

3 3 %

69%

3.9%

66%

3, 0%

75%

4.0%

65%

Retained to Com Et

All Div'ds to Net Prof

5.5%

54%

19.5

1.11

3.5%

18.6

1.21

3 6 %

22.6

1.16

3.1%

21.5

1 . t7

3.1%
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Avg Ann' l PIE Ratio

Relative PIE Ratio

Avg Ann'l Dlv'd Yield

13.5

.90

3.0%
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O c t o b e r  3 1 ,  2 0 0 3 WATER UTILITY INDUSTRY 1420
The Water Utility Industry's consolidation con-

tinues to gain momentum, as industry leaders look
for opportunities to buy out smaller companies
that are struggling to keep up with escalating
infrastructure costs and heightened regulatory
requirements.

Water Utility stocks are unlikely to outperform
the broad market for the year ahead. With that
said, however, some of these issues offer conserva-
tive investors attractive risk-adjusted, total-
return potential.

of dollars over the next 20 years will be needed to repair
the nation's entire water system. The Water Infrastruc-
ture Network believes that there will be a $12 billion
annual shortfall for wastewater infrastructure over that
period, and long-term help from the federal government
is needed to solve the problem. Water companies will
most likely foot the majority of the bill, though, as
budget deficits at state and local levels will limit funds
dedicated to the industry.

G o v e r n m e n t  R e g u l a t i o n s I n d u s t r y  C o n s o l i d a t i o n

Wi t h  t he  c os t s  o f  meet i ng s a f e  d r i nk i ng wa t e r  gu i de-
l ines  on the r ise,  many smal ler companies  lack  the funds
t o  c o m m i t  t o  l o n g- t e r m  s t r u c t u r a l  i m p r o v e m e n t s .  A s
such,  these smal ler water companies  have been inc reas-
ingly  wi l l ing to accept  takeover of fers  f rom larger sui tors
w i t h  s i gn i f i c an t l y  grea t e r  c ap i t a l  res ourc es .  The  l a rger
ut i l i t i es  benef i t  f rom economies  of  sca le ,  which enables
t hem t o  reduc e  ov erhead .  I n  add i t i on ,  t he  ac qu i s i t i ons
usual ly  enhance geographic  divers i t y ,  reduc ing a compa-
ny `s  v u lnerab i l i t y  t o  weat her  f l uc t ua t i ons .  Then,  t oo ,  a
mul t i s tate terr i t ory  helps  to a l lev iate a company 's  expo-
s u r e  t o  e s p e c i a l l y  o n e r o u s  r e gu l a t o r y  a t m o s p h e r e s .
La rge  f o re i gn  u t i l i t i es  hav e  been  pa r t i c u l a r l y  ac t i v e  i n
rec ent  y ears ,  s wa l l owing up domes t i c  wat er  c ompan ies
in an ef fort  to gain exposure to the Uni ted States '  s teady
popu l a t i on  growt h .

I n  o rder  t o  k eep  wa t e r  s upp l i es  s a f e ,  na t i ona l  pu r i f i -
c a t i on  s t andards  hav e  been  es t ab l i s hed  t ha t  t he  wa t e r
indus t ry  i s  requi red to meet .  Amended in  1996,  the Safe
D r i n k i n g  W a t e r  A c t  ( S D W A )  o f  1 9 7 4  a u t h o r i z e s  t h e
E n v i r o n m e n t a l  P r o t e c t i o n  A ge n c y  ( E P A )  t o  w o r k  w i t h
s t a t e  a n d  l o c a l  go v e r n m e n t s  t o  p e r i o d i c a l l y  t e s t  f o r
i m pu r i t i es  i n  d r i nk i ng wa t e r  and  regu l a t e  t he  l ev e l s  o f
contaminants  that  are acceptable per a spec i f ied amount
o f  wat er .  Thes e s t andards  t ak e  i n t o  ac c ount  t he  hea l t h
ef fects  of  chemicals ,  measurement  capabi l i t ies ,  and tech-
n i c a l  f e a s i b i l i t y  O n e  o f  t h e  m o s t  s i gn i f i c a n t  c o n t a m i ~
ran t s  t ha t  t he  i ndus t r y  s c reens  f o r  i s  a r s en i c ,  a  na t u -
ra l l y  oc c u r r i ng s ubs t anc e .  Howev er ,  t he  E P A  i s  i n  t he
process  of  lowering the tolerated amount  of  arsenic  to 10
par t s  per  b i l l i on  f rom 20 par t s  c ur ren t l y .  The c hange i s
expec ted to be in ef fec t  by  January ,  2006.  Large chunks
o f  w a t e r  u t i l i t i e s '  a n n u a l  c a p i t a l  b u d ge t s  a r e  a l r e a d y
s pent  on  i n f ras t ruc t ure  main t enanc e and improv ement s
in order  to s tay  in compl iance wi th the SDWA,  the Clean
W a t e r  A c t ,  a n d  n u m e r o u s  s t a t e  a n d  l o c a l  l a w s .  T h i s
p e r c e n t a ge  i s  l i k e l y  t o  c l i m b  e v e n  h i gh e r ,  a s  f e a r s  o f
t e r r o r i s m  h a v e  p r o m p t e d  o f f i c i a l s  t o  f u r t h e r  t i gh t e n
regu l a t i on  requ i rem en t s .

I n v e s t m e n t  A d v i c e

R i s i n g  I n f r a s t r u c t u r e  C os t s

N o n e  o f  t h e  s t o c k s  u n d e r  r e v i e w  a r e  t i m e l y  a t  t h i s
j unc t u re ,  as  poo r  wea t he r  c ond i t i ons  hav e  r es u l t ed  i n
i nc ons i s t en t  ea rn i ngs  pa t t e rns .  A l t hough P h i l a d e l p h i a
S uburban ,  Ca l i f o rn i a Water Services Group ,  and  A mer i -
c an  S t a t es  Wat er a l l  h a v e  b e l o w - a v e r a ge  t o t a l - r e t u r n
po t en t i a l  ou t  t o  2006~2008 ,  i nc om e-o r i en t ed  i nv es t o rs
might  may f ind one of  these s tocks  at t rac t ive,  given thei r
f a v o r a b l e  r i s k  p r o f i l e .  I n c o m e - b e a r i n g  s t o c k s  h a v e
gained some addi t ional  popular i t y  of  late,  because of  the
recent  federal  tax  B i l ]  that  reduced the top rate inves tors
pay  on  d i v i dend  i nc om e t o  15% .  A s  us ua l ,  t hough ,  we
rec ommend t hat  potent ia l  i nv es tors  c are fu l  rev iew ind i -
v i dua l  repor t s  be f o re  mak ing any  new c ommi t ment s .

A long wi th  the necess i t y  t o  remain in  compl iance wi th
i nc reas i ngl y  s t r i c t  wa t e r  pu r i t y  s t anda rds ,  wa t e r  c om -
pan ies  are  a l s o  be ing pres s ured t o  c ont i nua l l y  upgrade
aging f ac i l i t i es .  Many  o f  t he  wat er / was t ewat er  s y s t ems
t hat  a re  pres ent l y  i n  us e were  bu i l t  ov er  100 y ears  ago
a n d  a r e  gr o w i n g o u t d a t e d .  T h e  c o s t s  a s s o c i a t e d  w i t h
r e p l a c i n g t h e s e  s y s t e m s  a r e  d r a m a t i c a l l y  h i gh e r  n o w
than when they  in i t i a l l y  were put  in  p lace,  The EPA and
other  indus t ry  sources  ind icate that  hundreds  of  b i l l i ons

Andre  J Costanza
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Composite Statistics: Water Utility Industry

2000 2001 2002 2003 2004 2005 07-09
704.3

90.9

751.8

95.4

794.4

106.6

857.0

98.6

990

130

1075

150

Revenues ($mill)

Net Profs! ($miII)

1345

205

41.2% 40.2% 38.8% 40.0% 40. 0%

Nil

40.0%

Nil

Income Tax Rate

AFUDC % to Net Profit

40.0%

Nil

50.3%

49.3%

524%

47.2%

53.9%

45.9%

512%

48.6%

51.0%

49.0%

51.0%

49.0%

Long-Term Debt Rally

Common Equity Ratio

50.0%

50.0%

1661.0

2342.5

7.0%

1B40.7

2532.2

6.8%

1973.6

2751.1

7.0%

2295.4

3188.1

5.9%

2615

3400

6.5%

2870

3605

7.0%

Total Capital ($rnHI)

Net Plant ($rnill)

Recur on Total Cap'l

3550

4150

7.0%

10.7%

10.8%

10.6%

10.7%

11.2%

11.2%

8.8%

8.8%

9.5%

9.5%

9.5%

9.5%

Return on Shr. Equity

Return on Com Equity

10.0%

10.0%

3.6%

67%

3.3%

59%

3.8%

66%

2.5%

72%

1 5 %

62%

4.0%

58%

Retained to Com Et

All Div'ds to Net Prof

4.5%

52%

18.6

1.21

35%

22.6

1.16

3.1%

21.5

1.17

3.1%

26.0

1.49

2.8%
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l a t ed  t o  t he  qua l i t y  and pur i f i c a t i on  o f  d r i nk ing wat er  i s
f o rc i ng many  o f  t he  s mal l e r  wat er  c ompan ies  t o  l ook  t o
l a rger  s u i t o rs .  B i gger  c ompan ies  w i t h  t he  mark e t  s c a l e
t o  w i t hs t and  t he  c u r ren t  ons l augh t  o f  c os t s  a re  c l ea r l y
t ak i ng adv an t age  o f  t h i s  s i t ua t i on .  I ndeed ,  t hes e  f i rm s
are  growing t he i r  bus i nes s es  a t  re l a t i v e l y  l ow c os t s  as
wel l  as  d i v ers i f y i ng t he i r  opera t i ons  i n t o  l es s  regu la t ed
a n d  m o r e - r a p i d l y  d e v e l o p i n g  a r e a s  o f  t h e  U . S . A q u a
A m er i c a i s  a  per f ec t  ex ample ,  mak ing near l y  20  ac qu i -
s i t i ons  s i nc e  t he  c l os e  o f  l as t  y ear .  A qua rec en t l y  pur -
c has ed  a  num ber  o f  P enns y l v an i a -bas ed  c om pan i es  i n
o rde r  t o  he l p  d r i v e  t op - l i ne  growt h .  We  an t i c i pa t e  t ha t
t h e  c u r r e n t  c o n s o l i d a t i o n  t h e m e  w i l l  p e r s i s t ,  a s  w e
expec t  res t ruc tur ing cos ts  to  cont inue to  r i se.

The  W ate r  U t i l i t y  indus t r y  con t inues  to  r ank
n e a r  t h e  b o t t o m  o f the  Va lue  L ine investment
universe. Infrastructure costs  wi l l  l imit  earnings
for at least the near future, as the high expenses
assoc ia ted  w i th  ma in ta in ing  and  improv ing  the
country 's  water -d is tr ibution systems continue to
r ise.

However, it appears that relief is on the way for
some companies. Favorable regulatory rate case
rulings have been handed down across the coun-
t r y  and  look  as  though  they  migh t  become the
norm.

Meanwhile, consol idation remains the name of
the game. Although many of the industry's smaller
p laye r s  lack  the  cap i ta l  r equ i r emen ts  to  mee t
growing government regulat ions, larger  compa-
nies are using the consolidation as way to boost
profitabil i ty  v ia growing its customer base. R e g u l a t or y  A s s i s t a n c e

I n f r a s t r u c t u r e  C os t s
A l t hough wat er  u t i l i t y  c ompany ' s  hav e been f o rc ed t o

d e a l  w i t h  l e t h a r g i c  c a s e  r u l i n gs  i n  t h e  p a s t  c o u p l e  o f
years ,  some governing bodies  are pick ing up the pace.  In
Ca l i f o rn i a ,  f o r  ex am p l e ,  t he  Ca l i f o rn i a  P ub l i c  U t i l i t i e s
C o m m i s s i o n  ( C P U C )  h a s  h a n d e d  d o w n  a  n u m b e r  o f
f av orab le  ra te- re l i e f  ru l i ngs  in  rec ent  months ,  and more
are  ex pec t ed .  Wi t h  t he  Ca l i f o rn i a  e l ec t r i c  c r i s i s  s eem -
i ngl y  i n  t he  rea rv i ew m i r ro r ,  t he  c u r ren t  adm i n i s t ra t i on
s e e m s  i n t e n t  o n  d e l i v e r i n g m o r e  t i m e l y  a s s e s s m e n t s .
A m e r i c a n States  Water C o m p a n y  a n d  C a l i f o r n i a Water
Serv ice Group have both seen prof i t s  benef i t  f rom recent
case ru l i ngs  over  t he pas t  quar ter .

Inf ras t ruc ture cos ts  cont inue to c l imb higher as  water
u t i l i t y  companies ,  wi t h  l i t t l e  he lp  f rom s t rapped govern-
ment  branc hes ,  are  f o rc ed t o  dea l  w i t h  main ta in ing and
upgrading ex is t ing fac i l i t ies .  Cos ts  are becoming an even
greater concern as  t ime passes  because a number of  the
f u n c t i o n i n g  s y s t e m s  c u r r e n t l y  i n  p l a c e  a r e  o v e r  1 0 0
years  old and in need of  s igni f icant  repai r .  That  said,  we
bel ieve that  i t  wi l l  t ake hundreds  of  b i l l i ons  of  dol lars  to
renovate ex is t ing pipel ines over the next  few decades.  To
make mat ters  worse,  t he cos ts  o f  s tay ing in  compl iance
w i t h  r e gu l a t o r y  l a w s  a r e  gr o w i n g e v e n  m o r e  d i f f i c u l t ,
due t o  f ears  o f  t e r ro r i s t  ac t i v i t i es  aga ins t  t he  c ount ry ' s
dr ink ing suppl ies .  A l t hough the Safe Dr ink ing Water  Ac t
(SDWA) of  1974 remains  the author i t y  for  the safety  and
pu r i t y  o f  d r i nk i ng wa t e r ,  r ec en t  am endm en t s  a re  m ak -
i n g  c o m p l i a n c e  e v e n  m o r e  d e m a n d i n g .  I n  1 9 9 6 ,  a n
a m e n d m e n t  a u t h o r i z e d  t h e  E n v i r o n m e n t a l  P r o t e c t i o n
A genc y  (E P A )  t o  s t ep  up  l oc a l  c ompl i anc e  l ev e l s .  A nd,
go v e r n i n g  l a w - m a k e r s  n o w  i n s i s t  t h a t  t h e  E P A  w o r k
wi th local  and s tate governments  to tes t  for  impur i t ies  in
d r i n k i n g w a t e r  a n d  t o  r e gu l a t e  t h e  l e v e l s  o f  c o n t a m i -
nants  t hat  are acceptab le .

I n v e s t m e n t  A d v i c e

Mos t  i nv es tors  wi l l  want  t o  t ak e a  pas s  on t he s toc k s
covered in  t he nex t  f ew pages ,  as  t hey  of f er  un insp i r ing
re t urns  ou t  t o  dec ade ' s  end.  I n  add i t i on ,  no t  one o f  t he
s tocks  in th is  edi t ion is  ranked to outper form the market
i n  t h e  n e x t  s i x  t o  1 2  m o n t h s .  N o n e t h e l e s s ,  i n c o m e -
or iented inves tors  may  l i ke the indus t ry ' s  so l id  d iv idend
y ields . C a l i f o r n i a Water may have some added appeal for
t he  r i s k -av e rs e ,  g i v en  i t s  abov e  av e rage  S a f e t y  r ank .
S t i l l ,  we adv ise that  potent ia l  i nves tors  carefu l l y  rev iew
the ind i v idua l  repor t s  i n  t he  ens u ing pages  before  mak -
ing a commi tment  to any  of  the s tocks  ment ioned above.

A  B u y i n g  O p p o r t u n i t y
An d r e  J Costanza

T h e  gr o w i n g r e gu l a t i o n s  a n d  c o s t s  a s s o c i a t e d  w i t h
s t a y i n g i n  c o m p l i a n c e  w i t h  go v e r n m e n t  s t a n d a r d s  r e -
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Composite Statistics: Water Utility Industry
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After  showing some br ief s igns of a turnaround

las t  year ,  the  Water  Ut i l i ty  Indus tr y  appears  to
have rever ted back to  i ts  o ld  ways. Fee l ing the
effects  of u cooperat ing weather  condit ions and
high infrastructure costs, the stocks in this indus-
try  have had trouble meeting earn ings expecta-
tions and, as a result, have sorely underperformed
the broader market in recent months. In fact, none
of the water  uti l i ty stocks that are covered in the
next few pages are ranked better than 3 (Average)
for  T imel iness ,  based on our  momentum based
rank ing sys tem. As a  whole ,  the industry  ranks
nea r  the  bo t tom o f  the  Va lue  L ine  inv es tmen t
universe.

And  the  fu tu r e  does  no t  look  much  b r igh te r .
Although a more favorable regulatory landscape
and normalized weather  conditions ought to pro-
v ide a better  landscape, we are concerned that
rapidly growing infrastructure costs wil l  continue
to  under mine  th is  g r oup 's  ea r n ings  ou t  to  la te
decade.

E a s i n g  T e n s i on s

t o r e s  a r e  u p wa r d s  o f  1 0 0  y e a r s  o l d  a n d  a r e  i n  s e v e r e
need of  maintenance and,  in  some cases ,  mass ive reno-
vat ions  and rebui ld ing.  And,  given the geopol i t i ca l  vo la-
t i l i t y  wor l dw ide  and  t he  he igh t ened  t h rea t  o f  b i o t e r ro r~
ism on U.S .  water  p ipe l i nes  and reservo i rs ,  t hese cos t s
are l ikely  to cont inue to only  r ise,  as  companies  s t r ive to
c o m p l y  w i t h  E P A  w a t e r  p u r i f i c a t i o n  s t a n d a r d s .  I n f r a -
s t r u c t u r e  r e p a i r  c o s t s  a r e  e x p e c t e d  t o  c l i m b  i n  t h e
h u n d r e d s  o f  m i l l i o n s  o f  d o l l a r s  o v e r  t h e  n e x t  t w o  d e -
c a d e s ,  p u t t i n g  m a n y  s m a l l e r  w a t e r  c o m p a n i e s  a t  a
dis t inc t  d isadvantage.  Wi th a dearth of  resources  to fund
t h e s e  i m p r o v e m e n t s ,  m a n y  s u c h  c o m p a n i e s  a r e  b e i n g
f o rc ed  t o  s e l l .  B u t ,  gi v en  t he  c u r ren t  l ands c ape ,  l a rger
c om pan i es  w i t h  t he  f l e x i b i l i t y  and  c ap i t a l  t o  dea l  w i t h
t h e  h i g h e r  c o s t s  a r e  u t i l i z i n g  t h e  w e a k n e s s  t o  a d d
a d d i t i o n a l  l e gs  o f  g r o w t h  t o  t h e i r  b u s i n e s s e s . A q u a
Amer ica, t h e  l a r ge s t  w a t e r  u t i l i t y  i n  o u r  s u r v e y ,  f o r
example,  has  made more than 90 acquis i t ions  in the pas t
f i v e  y ears ,  doub l i ng i t s  rev enue  bas e  du r i ng t ha t  t i m e .
The company  does  not  seem to be s lowing i t s  aggress ive
s pend i ng way s  and  has  t he  h i ghes t  re t u rn  on  equ i t y  o f
any  of  t he s tocks  that  we cover  here.

A l though des igned to keep a balance of  power between
c ons um ers  and  p rov i de rs ,  regu l a t o ry  au t ho r i t i es ,  hav e
long been a thorn in  the s ide of  water  ut i l i t y  companies .
Ra t e  re l i e f  c as e  dec i s i ons  had  o f t en  been  un f av orab l e
and unt imely ,  wi t h  some ru l ings  be ing pushed of f  f or  as
long as  two years .  But ,  i t  f i na l l y  l ooks  as  t hough t h ings
are tak ing a turn for  the bet ter ,  espec ial ly  in the s tate of
Ca l i f o rn i a .  T he  Ca l i f o rn i a  P ub l i c  U t i l i t i e s  Com m i s s i on
(CPUC),  wh ic h  i s  res pons ib le  f o r  ru l i ng on genera l  ra t e
c a s e  r e q u e s t s  i n  t h e  G o l d e n  S t a t e ,  h a s  b e e n  h a n d i n g
d o w n  m o r e - f a v o r a b l e  a n d  t i m e l y  d e c i s i o n s  i n  r e c e n t
m o n t h s ,  t h a n k s ,  i n  p a r t ,  t o  t h e  e f f o r t s  o f  G o v e r n o r
S c hwarz enegger .  He  has  rep l ac ed  members  t hough t  t o
be antagonis ts  of  rate re l ie f  wi th more-bus iness - f r iendly
m em bers ,  and  add i t i ona l  m ov es  m ay  be  i n  t he  wo rk s .
The recent  changes  makes  f or  a  f avorab le  backdrop f or
water  u t i l i t y  companies  operat ing in  Cal i f o rn ia ,  such as
American S tates  Water  Co.  and Cal i forn ia Water Service
Group.

I n v e s t m e n t  A d v i c e

Costs

M os t  i nv es t o r s  w i l l  p robab l y  wan t  t o  t ak e  a  pas s  on
t he  s t oc k s  i n  t h i s  i ndus t r y .  T y p i c a l l y  m ark e t  l agga rds ,
n o t  o n e  o f  t h e  i s s u e s  c o v e r e d  i n  t h e  n e x t  f e w  p a ge s
s t a n d s  o u t  f o r  n e a r - t e r m  o r  l o n g - t e r m  c a p i t a l  ga i n s
p o t e n t i a l .  T h e  l i m i t e d  f i n a n c i a l  r e s o u r c e s  o f  m o s t  o f
these companies ,  along wi th the capi tal~ intens ive nature
o f  t h e  i n d u s t r y ,  w i l l  p r o b a b l y  l i m i t  a n y  s u b s t a n t i a l
growth out  t o  l a t e  dec ade.

T hos e  s eek i ng t o  add  an  i nc om e c om ponen t  t o  t he i r
p o r t f o l i o  m a y  f i n d  a n  a t t r a c t i v e  o p t i o n  h e r e ,  t h o u gh .
E a c h  o f  t h e  s t o c k s  i n  t h i s  i n d u s t r y  c a r r i e s  a n  a b o v e -
av erage d i v idend y ie ld ,  w i t h American States  Water and
Ca l i f o rn i a Water of fer ing the highes t  percentages . C a l i -
f o r n i a Water of fers  some addi t ional  appeal ,  as  i t  has  a 2
(Above Average) Safety  rank .  As  is  a lways  the case,  we
rec om m end  t ha t  a l l  po t en t i a l  i nv es t o r s  t ak e  a  m ore  i n
d e p t h  l o o k  a t  t h e  i n d i v i d u a l  r e p o r t s  o n  t h e  f o l l o w i n g
p a ge s  b e f o r e  c o n s i d e r i n g m a k i n g a n y  f u t u r e  f i n a n c i a l
c ommi t ment s .

But ,  wh i l e  regu la tors  are  eas ing t he i r  s t anc e on ra te
c a s e  d e c i s i o n s ,  t h i s  d o e s  n o t  l o o k  t o  b e  t h e  c a s e  f o r
in f ras t ruc ture  demands .  Many  o f  t he  c ur rent  i n f ras t ruc -

A n d r e  J Costanza
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Composite Statistics: Water Utility Industry
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geopo l i t i c a l  v o l a t i l i t y  wo r l dw i de  and  t he  t h rea t  o f  b i o
t e r r o r i s t  a c t i o n s  o n  U . S .  w a t e r  s y s t e m s .  I n  a l l ,  i n f r a
s t r u c t u r e  r e p a i r  c o s t s  a r e  e x p e c t e d  t o  c l i m b  i n t o  t h e
h u n d r e d s  o f  m i l l i o n s  o f  d o l l a r s  o v e r  t h e  n e x t  t w o  d e
cades .  However,  these inc reas ing cos ts  wi l l  make i t  very
d i f f i c u l t  f o r  w a t e r  u t i l i t y  c o m p a n i e s  t o  m a i n t a i n  t h e
e a r n i n gs  m o m e n t u m  t h a t  w e  t h e  e x p e c t  t h e  i m p r o v e d
r e gu l a t o r y  l a n d s c a p e  t o  p r o d u c e  t h i s  y e a r  o u t  t o  l a t e
decade

Despite better  regulatory backing, most of the
water  u t i l i ty  companies covered in  the next few
p a g e s  h a v e  c o n t i n u e d  t o  s t r u g g l e  i n  r e c e n t
months .  Unseasonab ly  wet  weather  cond i t ions
and escalating infrastructure costs remain at the
hea r t  o f  the  p r ob lem,  p r essu r ing  mar g ins  and
l im i t ing  bo t tom- l ine  g r owth .  As  a  r esu l t ,  these
perennial market laggards continue to rank at the
bottom of the Value Line investment universe for
T i m e l i n e s s .  A l t h o u g h  w e  s u s p e c t  t h a t  m o r e
n o r ma l  we a th e r  c o n d i t i o n s  w i l l  e v e n tu a l l y  r e
some, the growing need for infrastructure ref ova
s ons  r ema ins  a  ma jo r  c onc e r n  go ing  fo r wa r d .
Higher  spending poses a threat to the industry 's
long~term prospects, especially given the capital
constraints that most companies are facing. As a
resu l t ,  none  o f  the  issues  in  th is  indus t r y  ho ld
wor thwhile 3-  to 5-year  appreciation potential at
th is  t ime. Meanwhi le ,  d iv idend y ie lds  have los t
some appeal, as well

O p p o r t u n i t y

Regulatory Landscape

With l im i t ed resources  t o  f und r i s ing cap i t a l  expends
t o r e s ,  m a n y  s m a l l e r  c o m p a n i e s  i n  t h i s  i n d u s t r y  a r e
b e i n g f o r c e d  t o  s h o p  t h e i r  b u s i n e s s e s ,  p r e s e n t i n g a n
oppor t un i t y  f o r  l a rger  s u i t o rs  wi t h  t he  res ourc es  t o  f oo t
t he  b i l l .  No  c ompany  ex empl i f i es  t h i s  be t t e r  t han A q u a
A m er i c a ,  t he  l a rges t  wa t e r  u t i l i t y  i n o u r  S u r v e y I t  h a s
made we l l  ov er  100  ac qu i s i t i ons  i n  t he  pas t  f i v e  y ears
us ing the aforement ioned weakness  of  smal ler players  to
improve the i r  operat ions  and inc rease the i r  presence.  I t
has  dras t i c a l l y  i nc reas ed i t s  c us tomer  bas e and c lear l y
improved i t s  longer- t erm prospec ts ,  and therefore ho lds
t he  bes t  3~  t o  5 - y ea r  app rec i a t i on  po t en t i a l  o f  a l l  t he
s tocks  in  t h i s  indus t ry  We expec t  t hat  t he consol idat ion
t r e n d  w i l l  c o n t i n u e  a s  w a t e r  s t a n d a r d s  c o n t i n u e  t o
c l i m b

Regulatory  author i t i es ,  des igned to  keep a ba lance of
power between consumers  and prov iders ,  have long been
a  nem es i s  t o  wa t e r  u t i l i t y  c om pan i es .  Ra t e  c as e  dec i -
s i ons  hav e  been  un f av orab l e  and  un t i m e l y ,  s om et i m es
t ak i ng as  l ong as  t wo  y ears  t o  c omple t e .  Howev er ,  t he
t i de  appears  t o  hav e  t u rned more  rec ent l y ,  par t i c u la r l y
i n  Ca l i f o rn ia ,  where  a  f ew o f  t he  u t i l i t i es  i n  t h i s S urv ey
generate a f a i r  por t ion of  t he i r  revenues .  The Cal i f orn ia
P u b l i c  U t i l i t i e s  C o m m i s s i o n ,  f o r  e x a m p l e ,  b e h i n d  t h e
ef f o r t s  o f  Gov ernor  Sc hwarz enegger ,  has  been hand ing
down  m ore  f av o rab l e  and  t i m e l y  dec i s i ons .  He  has  re
p laced members  thought  t o  be adversar ies  o f  ra te  re l ie f
w i t h  more- l en i en t  c ons t i t uen t s .  The  c hanges  p rov i de  a
h e a l t h y  b a c k d r o p  f o r  u t i l i t y  c o m p a n i e s  t h a t  r e q u e s t  a
s tep-up in  rates  each year

I n v e s t m e n t  A d v i c e

D r o w n i n g  I n  E x p e n s e s

T h i s  i s  no t  an  i ndus t ry  t ha t  m os t  i nv es t o rs  w i l l  wan t
t o  emphas i z e .  Not  one o f  t he  s t oc k s  here  s t and ou t  f o r
T ime l i nes s  o r  3 -  t o  5 -y ear  apprec ia t i on  po t en t i a l .  Mak
i n  mat t e rs  wors e ,  h i gher  i n t e res t  ra t es  hav e  i nc reas ed
the income-produc ing appeal  of  a l ternat ive inves tments
m a k i n g t h e  y i e l d s  f o u n d  i n  t h i s  i n d u s t r y  m o d e s t l y  a t
t r a c t i v e  a t  b e s t .  T h u s .  m o s t  w i l l  w a n t  t o  a v o i d  t h i s
un t i m e l y  i ndus t r y  f o r now.  Howev er ,  Ca l i f o rn ia  Wat er i s
r a n k e d  2  f o r  S a f e t y .  T h i s ,  a l o n g  w i t h  i t s  h i s t o r i c a l l y
s t e a d y  s t r e a m  o f  i n c o m e ,  m a y  a p p e a l  t o  m o r e
c ons e rv a t i v e  i nv es t o r s .  A s  a l way s ,  t hough ,  we  rec on
mend that  inves tors  s tudy  the ind iv idual  repor t s  of  each
c o m p a n y  i n  t h e  n e x t  f e w  p a g e s  b e f o r e  m a k i n g  a n y
f i nanc i a l  c ommi t ment s

A l t h o u gh  r e gu l a t o r s  a p p e a r  t o  b e  m o r e  b u s i n e s s -
f r iendly  wi th case dec is ions,  they are becoming increase
i n f l y  m o r e  s t r i n g e n t  w i t h  i n f r a s t r u c t u r e  d e m a n d s .
M any  o f  t he  c u r ren t  i n f ras t ruc t u res  a re  m ore  t han  100
y e a r s  o l d ,  a n d  i n  n e e d  o f  s e r i o u s  u p k e e p  a n d  e v e n
c o m p l e t e  r e n o v a t i o n  i n  s o m e  c a s e s .  M e a n w h i l e ,  t h e
E n v i r o n m e n t a l  P r o t e c t i o n  A ge n c y  ( E P A )  c o n t i n u e s  t o
i n c r e a s e  i t s  w a t e r  p u r i f i c a t i o n  s t a n d a r d s ,  g i v e n  t h e

Andre J Costanza
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Composite Statistics: Water Utility Industry
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January 26, 2007 WATER UTILITY INDUSTRY 1417
Many of the stock's in the Water Util ity industry

have  con t inued  to  bene f i t  f r om more  favorab le
regulatory backing since our October review. Ne-

, the industry, as a whole,
ranks at the very bottom of the Value Line invest-
ment universe for  Timeliness. Elevated wel l  and
waterway maintenance costs are responsible for
m o s t  o f  t h e  b l a m e  a n d  w i l l  l i k e l y  c o n t i n u e  t o
dampen  p r o f i ts  fo r  yea r s  to  come.  Indeed ,  the
g r o w i n g  n e e d  f o r  i n f r a s t r u c t u r e  r e n o v a t i o n s
poses a s ignif icant threat to the industry 's  long-
term prospects, especially given the capital con-
s t r a in ts  tha t most  compan ies  a re  fee ing .  As  a
result, many investors are going to want to steer
clear of the issues in this industry

v e r t h e l e s s ,  a s  u s u a l

Regulatory Winds at its Back

s t r u c t u r e  r e p a i r  c o s t s  a r e  e x p e c t e d  t o  c l i m b  i n t o  t h e
h u n d r e d s  o f  m i l l i o n s  o f  d o l l a r s  o v e r  t h e  n e x t  t w o  d h
c ades .  Thes e  ex t ra  c os t s  w i l l  m ak e  i t  v e ry  d i f f i c u l t  f o r
m o s t  w a t e r  u t i l i t y  c o m p a n i e s  t o  s u s t a i n  t h e  e a r n i n gs
m om ent um  t ha t  we  t h i nk  t he  i m prov ed  regu l a t o ry  l and
scape wi l l  p roduce t h i s  year

Many  o f  t he  s mal le r  c ompanies  i n  t he  i ndus t ry  do not
have the resources  to meet  the capi ta l  expendi tures  that
they  are being saddled wi th.  Some are dec iding to merge
w i t h  l a r ge r ,  m o r e  f i n a n c i a l l y  s o u n d  e n t e r p r i s e s .  A s  a
res u l t ,  s ome o f  t he  b i gges t  wa t e r  u t i l i t y  c ompan ies  a re
gr o w i n g  b i gge r ,  f a s t e r  t h a n  e v e r . A q u a  A m e r i c a , f o r
example,  has  made wel l  over 100 acquis i t ions  in the pas t
five y ea rs  (28  c om i ng i n  2006 ) ,  bas ed  on  t he  f o rem en
t inned weakness  of  smal ler players ,  improved operat ions
and inc reased thei r  l ines .  This  has  dras t ica l l y  inc reased
i t s  c u s t o m e r  b a s e  a n d  c l e a r l y  i m p r o v e d  i t s  l o n g- t e r m
prospec ts .  We expec t  Aqua to cont inue growing i t s  busy
nes s  v i a  ac qu i s i t i ons  as  r i s i ng wa t e r  s t anda rds  s pa rk
f u r t her  c ons o l i da t i on

Regulatory  author i t i es ,  des igned to  keep a ba lance of
p o we r  b e t we e n  u t i l i t y  p ro v i d e r s  a n d  c o n s u m e rs ,  h a v e
been ex t remely  tough on ut i l i t y  companies  in years  pas t .
H o w e v e r .  c u r r e n t  a d m i n i s t r a t i o n s  h a v e  t a k e n  a  m u c h
m o r e  b u s i n e s s - f r i e n d l y  a p p r o a c h  i n  r e c e n t  m o n t h s  i n
h a n d i n g d o w n  t i m e l y  a n d  ge n e r a l l y  f a v o r a b l e  r u l i n gs .
T h i s  has  no t  been  m ore  gl a r i ngl y  ev i den t  t han  i n  Ca l i
f o r m a .  w h e r e  t h e  C a l i f o r n i a  P u b l i c  U t i l i t i e s  C o n  m i s
Z ion 's  board has  undergone a major  f ace l i f t  w i t h  adver-
sar ies  be ing rep laced wi t h  bus iness  suppor ters .  Recent
ru l i ngs  s e t  a  good t one  f o r  u t i l i t y  p rov iders  do ing bus i -
n e s s  i n  t h e  G o l d e n  S t a t e ,  w h i c h  t y p i c a l l y  r e q u e s t  a
s t e p - u p  i n  r a t e s  e v e r y  y e a r .  T h i s  a u gu r s  p a r t i c u l a r l y
we l l  f o r Ca l i f o rn i a  Wat e r  S e rv i c e  Group  and  A m er i c an
States  Water ,  which both der i ve a  s ign i f i cant  amount  o f
bus ines s  f rom Cal i f o rn ia

I n v e s t m e n t  A d v i c e

B u t  C h op p y  W a t e r s  L i e  A h e a d

Most  inves tors  wi l l  want  to s teer c lear  of  the s tocks  in
t h e  W a t e r  U t i l i t y  I n d u s t r y  E a c h  o f  t h e  i s s u e s  i n  t h e
coming pages  hold below average apprec iat ion potent ia l
whet her  i t  be  f o r  t he  c om ing s i x  t o  12  mont hs  o r  ou t  t o
2 0 0 9 - 2 0 1 1 .  I n  f a c t ,  e a c h  i s  r a n k e d  e i t h e r  4  o r  5  f o r
T imel iness .  The growing in f ras t ruc ture cos ts  and capi ta l
cons t ra ints  ment ioned above are l i ke ly  to cont inue pres
s or ing bot t om l i nes  o f  water  u t i l i t y  c ompanies  f or  y ears
to come

Meanwhi le,  mos t  look  to have los t  thei r  income appeal
as  wel l .  Higher interes t  rates  have inc reased the income
produc ing appeal  of  a l ternat ive inves tments ,  mak ing the
y ie lds  found in  th is  indus t ry  modes t ly  at t rac t i ve at  bes t
T h a t  s a i d ,  m o r e  c o n s e r v a t i v e  i n v e s t o r s  l o o k i n g  f o r  a
s t e a d y  s t r e a m  o f  i n c o m e  m a y  w a n t  t o  t a k e  a  p e e k  a t
Ca l i f o rn i a Water,  which is  ranked 2 (Above Average) for
S a f e t y .  I t s  y i e l d  i s  s t i l l  abov e  t he V a l ue  L i ne average
Nev er t he les s ,  we adv i s e  a l l  po tent i a l  i nv es tors  t o  c are
fu l l y  look  over the indiv idual  reports  of  each company  in
the nex t  f ew pages  before mak ing any  dec is ions

Even s t i l l ,  t he same cannot  be sa id for  in f ras t ruc ture
cos ts .  A l t hough regulators  are sof ten ing the i r  s tance on
rate case dec is ions ,  in f ras t ruc ture demands  are growing
more  s t r i ngent .  Many  o f  t he  c ur ren t  i n f ras t ruc t u res  a re
more than 100 years  o ld  and in  need of  ser ious  upkeep,
o r  e v e n  c o m p l e t e  r e p l a c e m e n t  i n  s o m e  c a s e s .  W a t e r
companies are being forced to pony up s igni f icant  cash in
o r d e r  t o  ge t  t h e i r  s y s t e m s  u p  t o  p a r .  M a k i n g m a t t e r s
worse,  t he Env i ronmenta l  P rotec t ion Agency  (EPA) con
t inges  to inc rease i t s  water  pur i f i cat ion s tandards , given
t h e  ge o p o l i t i c a l  v o l a t i l i t y  wo r l d w i d e  a n d  t h e  t h r e a t  o f
b io- terror is t  ac t ions  on U.S .  water  sys tems .  In a l l ,  in f ra

A n d r e  J Costanza
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Selected Yields

3 Months 3 Months
Recent

(12/23/08) (9/24/08) (12/26/07)
Recent

(12/23/08) (9/24/08) (12/26/07)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1 )
3-month LIBOR

0.00-0.25

Bank CDs

Mortgage-Backed Securities
GNMA 6.59
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
industrial (25l30-year) A
Utility (25/30~year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

7.07

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected) 2.36
30-year
30-year Zero

Germany
Japan
United Kingdom
Preferred Stocks
Uti l i ty A
Financial A
Financial Adjustable A

TAX-EXEMPT
Bond Buyer Indexes
20-Bond Index (GOs)
25~Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Ala
1-year A
5-year Aaa
5-year A
10-year Ala
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

Federal Reserve Data

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels
12/3/08 Change

184712

Average Levels Over the Last

12 Wks 26 Wks 52 Wks
Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

12/17/08
774432
674517

99915

589720
675885

86165 186080

402723
607558
204836

202422
387830
185409

105940
244268
138328

(One-Week Period;

12/8/08 Change
Growth Rates Over the Last

12 Mos

MONEY SUPPLY
in Billions, Seasonally Azyusted)
RecentLevels

12/1/08
15386
79885

31.3%MI (Currer1cy+demand deposits)
MY (Mi +savings+small time deposits)

1585.5
8062.4 9.0%
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