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II.

Introduction

Can you give your overall impressions of the Staff and RUCO surrebuttal
testimonies?

I am disappointed by Staff’s position on ICFAs and RUCO’s shift in position. Both
positions, in my opinion, neglect the public policy benefits of deploying regional scale

infrastructure and using methodologies to do so that insulate the consumer.

What topics will you cover in your rejoinder testimony?

First, I wish to speak to some comments on executive salaries that were made at the Public
Comment session held in Maricopa. I will clarify for Staff my concepts of Total Water
Management. [ will speak to what I perceive as obstacles for using AIAC and CIAC to
fund this philosophy and I describe how Decision conditions do require facilities to be
constructed. I will also describe my interpretation of past Staff deliberations on ICFAs and

will demonstrate the uses of ICFA funds.
What other witnesses will be providing testimony?
Mr. Rowell will address specific points brought up by Staff with respect to the economic

analysis of [CFAs and Staff’s adjustments to taxes and rate bases.

Mr. Symmonds will address HOA impacts of recycled water rates, comments made with

respect to water quality, and the Hassayampa Recharge Facility.

Are you providing rejoinder on Rate Design at this time?

No. We will submit our Rate Design rejoinder testimony on 11 December 2009.

Public Comment Session

Can you give your overall impression of the Public Comment session?
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I believe it is important for the Commission to hold these types of forums. At the session
held in Maricopa on 1 December 2009, the Commission heard a lot of frustration — not just
with the potential for a rate increase from Global Utilities. Dissatisfaction with the rate
increases at Electrical District #3, dissatisfaction with tax rates in the City, and the Global

rate increase were all mentioned.

Notwithstanding the level of frustration, I believe that some of the points were incorrectly
portrayed, and I will cover those in this testimony. Mr. Symmonds addresses some other

comments made at the Public Comment session.

There was a lot of discussion of ED3 at the public comment meeting in Maricopa.
Please comment on this issue.

I certainly understand our customers’ frustration. Electrical District No. 3 (ED3) has
implemented four rate increases since the beginning of 2008 to today. They had proposed

a fifth rate increase, but that was withdrawn after a huge public outcry.

In contrast, this is our first rate increase for Santa Cruz and Palo Verde since these
companies were established in 1999. As a major electric power customer, the Global
Utilities are directly impacted by ED3 rate increases, so we share our customers’ viewpoint
concerning ED3’s process of notifying customers of proposed rate increases, and their
concerns with the level of review afforded those rate increases. In addition, ED3’s support
for distributed renewable energy projects is much less than that of APS, a factor that made

our solar project at the Global Water Center more difficult.

Would you consider the process for ED3 to raise rates comparable to that of the

Global Utilities?
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No. I understand that the ED3 rate increases were made with little or no public input. In
contrast, the Global Utilities have exceeded all Commission requirements for public notice.
We established a web site dedicated to the rate case, and established a special email
address for questions about the rate case. In the Maricopa region (Santa Cruz and Palo
Verde) alone, we conducted 12 public meetings to hear comments from our customers.

We also met with 22 community leaders, and had 10 meetings with city council members.
I also participated in a videotaped interview with the Mayor of Maricopa about the rate
case. The interview has been broadcast on city’s cable channel, and a link to the interview

is also available on our web site.

Of course, we also complied with the Commission’s notice requirements, including
publishing notice of the rate case and mailing the notice to our 15,000 connections. We
also issued a media advisory and publicized on our web site the Commission’s public

comment meeting in Maricopa on December 1, 2009.

How has the public comment impacted the Global Utilities’ position?

We take our customers’ views very seriously. As a result, we are proposing additional
modifications to our application in response. Mr. Symmonds details additions to the
Demand-side Management Program, as well as proposing a five-year phase in for recycled

water rates.

Can you respond to the assertion that Global executives receive “million-dollar
salaries”?
Absolutely. The allegation is without basis. First, my salary and any bonus, and those of

the entire senior management team are in large part NOT borne by the utilities. Fully 84%
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of executive salaries and 100% of bonuses are excluded from rates and are paid for at the

parent level.

Can you breakdown the executive compensation at Global?

The compensation that [ and my management team received since the inception of Global

is as follows:

EXECUTIVECOMPENSATION

Salary 209 2008 2000 2007, 2008
TrevorT. Hill Presidentand CEQ 200,000 220,000 250,000 300,000 330,000
LeoCommandeur Sve 175,000 192,500 200,000 207,000 214,245
GregoryBarber SVPand CFO 0 0 0 0 88,462
CindyM. Liles SVPand COO 125,000 134,375 147,813 166,289 191,233
Graham S. Symmonds SVPandCTO 125,000 134,375 147,813 166,289 191,233
Note: 2008 excludes Common Stock Award toMs.Liles valued at $375,000 at the time of issuance.

Greg Barberwas empl oyed by the company from July 2008 to July 2009.
Bonus 209 2005 2006 2007 2008
TrevorT. Hill Presidentand CEQ 50,000 55,000 100,000 150,000 0
teo Commandeur Svp 35,000 40,000 50,000 60,000 0
Gregory Barber SVP and CFO 0 0 0 0 0
CindyM. Liles SVPand COO 25,000 3359 36,953 45,000 0
Graham S. Symmonds SVP and CTO 25,000 33599 36,953 45,000 0
401Kl CompanyMatch 2004, 2005 2006 2007 2008
TrevorT. Hill Presidentand CEO 5,000 6,997 7,500 7,750 6500
teo Commandeur Svp 4,375 7,000 7,500 7,750 6427
GregoryBarber SVP and CFO 0 0 0 0 0
CindyM. Liles SVPand COO 4,424 5034 5543 6,339 6500
Graham S. Symmonds SVP and CTO 2,558 4,195 5543 6,339 5737
Total Compensation 2001 2005 2006 2007 2008
TrevorT. Hill Presidentand CEQ 255,000 281,997 357,500 457,750 336,500
Leo Commandeur SvP 214,375 239,500 257,500 274,750 220,672
GregoryBarber SVPand CFO - - - - 88,462
CindyM. Liles SVPand COO 154,424 173,003 190,309 217,628 197,733
Graham S. Symmonds SVPand CTO 152,558 172,164 190,309 217,628 196,970

Note: Last pay increase and banus paid was 12/31/07

As you can see, the base salaries paid to the entire management team in 2008 was

$1,015,353. The total bonuses paid to the entire management team in 2008 was $0. The
total 401(k) company match provided to the entire management team in 2008 was $25,164.
Thus, the total compensation paid to the entire management team in 2008 was $1,040,517,

far less than the inflammatory remarks made at that the public comment session.




1
1
2 Furthermore, because we have allocated only 16% of base salary in the Test Year to the
3 utilities (bonuses and 401(k) matching are not included in this allocation), the total
| 4 amounts included in the rate case for all systems was $ 162,428.
5
6 | Q. How about tax distributions?
7 || A As a Limited Liability Company (LLC), Global Water Resources tax liability flows
8 through to the members of that LLC. Tax distributions are made to the members to
9 provide directly to the Internal Revenue Service. I appreciate that many people do not
10 understand this requirement of an LLC, and therefore incorrectly attribute the tax
11 distribution as normal income. This is not the case. Those tax distributions went directly
12 to the federal and state governments.
13
14 The total tax distributions made were as follows:
15 IaxDistributionson Drvincome eamed invear 204 205 2006 207 2008 Total
TrevorT. Hill Presidentand CEQ 403,230 584,708 1,767,532 2,268,658 575,880 5,600,008
Leo Commandeur Svp 201,728 292,355 1,115,833 943,316 287,540 2,841,171
16 Gregory Barber SVP and CFO - - - - - .
CindyM. Liles SVP and COO - 35,700 128,084 142,983 37,087 343,853
Graham S. Symmonds SVP and CTO - 59,500 213,473 238,304 61,811 573,088
17 QOthers ” 1,648,983 . 2,755,845 ” 5,973,694 . 5,719,972 - 1,508,720 17,608,215
Total 2,253,941 3,728,108 9,198,616 §,313,233 2,472,438 26,966, 336
18
19
20 || III.  Total Water Management
| 21 || Q. Ms Jaress has trouble defining Total Water Management (Surrebuttal Testimony of
!
22 Linda Jaress, Pg 3, Line 5). Can you provide one?
23 ([ A I’d like to take credit for the concept of Total Water Management (TWM) — and to be sure
| 24 there are facets of TWM I believe that Global has developed more soundly or provided
25 more structure for. Nonetheless, TWM is not a Global Water program. Rather it
26 represents the philosophy of stewardship — managing our water resources throughout the
27 water cycle. Maximizing water conservation, minimizing the environmental impacts, and
5
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balancing the social, economic and environmental tensions that naturally occur in

discussion of water resources management.

Dr. Neil Grigg defines Total Water Management in his 2008 book “Total Water
Management: Practices for a Sustainable Future™ thusly:
TWM is not a new and secret weapon. It is a new way of using tried-and true
methods to create a framework for principles and practices of sustainable water
resources management. In explaining it, a working group of water utility officials
defined TWM as the “exercise of stewardship of water resources for the greatest

good of society and the environment” (AwwaRF, 1996).!

More importantly, Dr. Grigg calls on leadership to implement the vision of TWM:
At the end of the day, TWM is about leadership. Given this, the question of
“Whose point of view?” becomes critical. Are we focused on a utility serving its
customers or on the needs of the broader society? The answer is, we focus on both.
This is clear from the definition of TWM: “stewardship of water resources for the

greatest good of society and the environment.”

Can TWM serve both the environment and society? Is what’s good for General
Motors also good for America? It will have to be. TWM requires participation of
utilities, business, and government. [B]usiness and utilities are pulled in different
directions but in different ways. One way is to make a profit or be a successful

enterprise. The other is to reach out to handle social responsibilities.

TWM is clearly in society’s best interests, but what are the incentives for utilities to

embrace it? This fundamental issue creates a clash of culture that is captured by the

! Grigg, Neil. Total Water Management: Practices for a Sustainable Future. 2008 American Water Works
Association. Page 2

6
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1 phrase “it’s not my problem.” TWM requires that incentives be created. Otherwise,
2 TWM will be just a visionary concept with little practical value. The key is to
3 move past vision and on to action.”
4
5 The definition of Total Water Management could not be more succinctly summarized:
6 “stewardship of water resources for the greatest good of society and the environment.” In
7 Global, we include the concept of using the “right water for the right use”. This means not
8 using highly treated potable water for uses where non-potable water would suffice.
9
10 Peter Gleick of the Pacific Institute, a world leading scientist and water advocate, has
11 written and spoken on water issues for a decade. In a 2007 interview on NPR, he stated:
12 [[]in the20th century we built this water system and it brings incredibly high quality
13 potable water to our homes, and we use it to drink and to flush our toilets and to
14 water our lawns. It's a crazy use of a wonderful resource. And so one of the things
15 that people are thinking about in the coming years is ways of using nonpotable
16 water for nonpotable purposes.
17
18 In new homes, for example, increasingly we're seeing homes that are what are
19 called dual-plumbed. They have two sets of pipes. One brings high quality potable
20 water to our faucets, and the other brings fairly high quality but not necessarily
21 potable water, sometimes treated waste water, to flush our toilets and to use on our
22 lawns, where we don't need potable water. It's expensive to do in homes that are
23 already plumbed, but it's not as expensive to do in new developments where we
24 have access to two different sources of water.
25
26
27
? |bid. Page 5.
7




1 We're going to see more and more of that. We're going to see more and more use of
2 treated waste water on golf courses, for industrial uses that don't require potable
3 drinking water. I think figuring out how to match the quality of the water that we
4 have with the quality of water and the different uses that we need is part of this new
5 thinking for the 21st century.3
6
7 The world is awakening to the new water resources reality. Public policy, business, the
8 environment and the public must adapt to meet these new challenges. The Aspen Institute
9 recently laid out the framework in detail:
10 The water management and policy community must redefine “water infrastructure”
11 as one that integrates built infrastructure components with the protection and
12 restoration of its supporting natural watershed infrastructure and the use of
13 emerging small-scale water technologies and water management solutions.
14
15 Federal, state and local officials should adopt watershed-oriented policies and
16 regulations that incorporate the principles of the Sustainable Path into funding
17 decisions. Resource management entities and water utilities should adopt the
18 Sustainable Path principles in their operations and administration.
19
20 Federal, state and local governments and other entities should find ways to remove
21 or modify institutional barriers and practices that impede or prevent sustainable
22 water resource management according to the principles of the Sustainable Path, and
23 should actively address all sources of pollution, degradation and depletion on a
24 watershed basis.*
25
26 || ° WHYY Fresh Air Interview, National Public Radio, 27 November 2007.
4 Partial list of recommendations from Bolger, R., D.Monsma, R. Nelson. Sustainable Water Systems: Step
27 || one - Redefining the Nation’s Infrastructure Challenge. A report of the Aspen Institute’s Dialogue on
Sustainable Water Infrastructure in the U.S. May, 2009.
8
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Iv.

I agree with Ms. Jaress that TWM represents an “ambitious™ endeavor. Ms. Jaress quotes
Mr. Eisner: “When you are trying to create things that are new, you have to be prepared to
be on the edge of risk.” I appreciate and accept that philosophy. I would challenge the
Commission, however, that when you are faced with the certainty of an outcome, such as
water scarcity, and you choose to ignore solutions, you have to be prepared to be on the
edge of calamity. Total Water Management is a solution. A new operating paradigm for
an industry mired in the past, and unfit for the future. A means of achieving sustainability

while not sacrificing our resources, our environment or our way of life.

It is no good waiting until Lake Mead is empty to implement a new water paradigm in the

southwest.

Staff and RUCQ’s position on ICFAs

Staff and RUCO rely on the staff report completed for the generic docket W-00000C-
06-0149 as the basis for treating ICFAs as contributions. How do you read this staff

report?

I believe there are a number of elements to consider before establishing that ICFAs must
be Contributions®:
1. Staff clearly identified the need to provide regional solutions for water and
wastewater:
“Staff encourages the development of policies that will facilitate either
regulated or non-regulated entities to seek regional solutions to Arizona’s

water and wastewater infrastructure development.”

® Surrebuttal Testimony of Linda Jaress, 7 December 2009, Page 3 Line 15.
® Outlined in Staff Report in Docket W-00000C-06-0149

9
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2. Staff clearly understands that ICFAs have potential benefits:
“Staff concludes that IFCA type arrangements can provide appropriate
long-term solutions which promote conservation of water supplies and

efficient wastewater utilization.”

3. Staff indicates that if ICFA revenue is contributed to the regulated entity, it’s
classification should be on a case-by-case basis:
“If such costs are incurred at the parent level and subsequently contributed
to the regulated utility, the cost of such contributed capital should be

determined on a case by case basis.”

From these criteria, and in Global’s own belief, ICFA revenues that directly fund plant

would and should be considered CIAC. This was made clear in our rebuttal testimony.

Where ICFA revenues are employed to finance the carrying costs of regional infrastructure
(beyond that required by the development for which ICFA fees are received), or where
ICFA revenues are used for acquisitions to effect consolidation, or where ICFA revenues
shield rate-payers from costs not allocated to the utilities, then those fees should not be

considered as “contributed to the regulated entity”.

Ms. Jaress indicates that “AJAC and CIAC could also be used to finance the program

[Totél Water Management] in place of ICFA fees.”’

Would you agree?
No. In fact I am convinced that the Commission’s own rules prevent utilities from
requiring developers to fund the deployment of the infrastructure associated with achieving

the Total Water Management goals. The Main Extension Agreement rules (AAC R14-2-

406) have been developed to ensure that developers pay for new growth, and only that.

" Surrebuttal Testimony of Linda Jaress, 7 December 2009, Page 3 Line 18.

10
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AAC R14-2-406.B.2 states in part “If the extension is to include oversizing of facilities to

be done at the utility's expense, appropriate details shall be set forth in the plans,
specifications and cost estimates” (emphasis added). To me this indicates that developers
cannot be responsible for providing regionally scaled facilities. I hesitate to use the word

“oversizing” in my description of what is required. What we need is “right-sizing”.

Further, AAC R14-2-406.B.1 states that refundable advances are applicable to facilties that
are “required to provide pressure, storage or water supply, exclusively for the new service
or services requested” (emphasis added). Again we are apparently limited to facilities that
serve specific development interests — not facilities that serve the regional water

management goals.

I believe that Ms. Jaress presents a simplistic view of the development world.
Development decisions are made on economics — right or wrong, that is reality. If I charge
more to achieve Total Water Management, and there is no State mandate to conserve, what
economic driver is there for a developer to make that decision? None. Developers, as I
have said in my prior testimony in this case, are not water stewards. That is the Utilities’

job — and by extension, that is the Commission’s charge.

Ironically, rules that were developed to ensure that growth pays for growth, have, in my

opinion, resulted in just that. That growth pays ONLY for growth — and nothing for the

future.

Both RUCO and Staff have contrary positions to Global on CIAC. Have you changed
your position?
No. As a business person, I see the pitfalls of CIAC on the financial health of many

utilities. As an engineer, I see the impact of reliance on CIAC on the reliability,

11
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operational availability and maintainability of those utilities. I stand by my comments in

prior testimony.

Q. As a result of Staff’s position on ICFAs, Ms Jaress states that “considerable
additional investment in plant will need to be made”® in Greater Tonopah. Do you
agree?

A. Yes, Ms. Jaress and I are in complete agreement that if Staff’s proposal is upheld, Greater

Tonopah will be in very bad shape.

Q. Ms. Jaress believes that Global was “paid” for the acquisition of Greater Tonopah,
and therefore should be willing to invest in the utility. What are your thoughts?

A. To be honest I am completely flabbergasted. We were approached to provide service in
the West Valley by several large developers. Knowing that the area was critically water
short, it was obvious that the cobbled together nature of the water utilities in the region
could not meet the needs of the community. The area demanded integrated utility service
and a full-scale deployment of Total Water Management. West Maricopa Combine

(WMC) stood in the way.

With the assistance of the developers, we structured a deal whereby a portion of their ICFA
funds went directly to the acquisition of the WMC utilities. We negotiated with WMC
owners and came to terms on the acquisition. We paid them contemporaneously with
receiving ICFA funds, took over the utilities and set them on the path of sustainable water
management. At no time did we seek an acquisition adjustment for these utilities — despite

the fact they had little or no rate base.

® Surrebuttal Testimony of Linda Jaress, 7 December 2009, Page 9 Line 8.

12




1 Now Staff is saying, the ICFA funds that Global paid to WMC should have been retained

2 in the utilities and therefore we are wiping out your rate base. But this is a clear case for

3 the benefits of ICFAs. Those funds went to the former owners of WMC. The utilities are

4 in much better shape than they have ever been, they are poised to respond to the growth

5 once it returns — except for one thing: Staff has eliminated any incentive to invest with

6 their draconian recommendation for a negative rate base.

7

8 In retrospect, perhaps we should have explicitly asked for an acquisition adjustment and

9 had that removed by Staff’s action on the ICFAs. The utilities would have fared better.
10

11 || V. Staff’s position on CC&N Conditions

12 || Q. Ms. Jaress says that the ACC does not order utilities to construct plant.9 Would you

13 agree?

14 || A. I wish that were the case. Specific construction conditions compromise regional planning.
15 Nonetheless, she is incorrect. By saying that “the Commission is not ordering the utility to
16 construct certain plant, but is ordering the company to file a document [Approval of

17 Construction] that corroborates the need for service”'? she believes that this is a paper

18 exercise. The reality is that I cannot get an “approval of construction” without actually

19 constructing that facility.

20

21 In order to receive an Approval of Construction, Global is required to submit an Engineer’s
22 Certificate of Completion. This document certifies that construction is complete in

23 accordance with the approved plans, that all testing has been completed and requires that
24 As-Built drawings be submitted. That sounds like completion of a construction project to
25 me, and not a corroboration of the need.

26

27 |je Surrebuttal Testimony of Linda Jaress, 7 December 2009, Page 10 Line 25.
1% Surrebuttal Testimony of Linda Jaress, 7 December 2009, Page 11 Lines 2-3.
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Isn’t she saying that you could simply request an extension?

Staff provides many mixed messages in this regard. On many occasions, Staff’s reports
for extensions state that asking for an extension demonstrates a lack of necessity, and
therefore should not be granted. This is true even when accompanied by reaffirmed
requests for service from the landowners. Further, when Staff recommends approval of an
extension, they caveat their reports by saying “that no further extensions will be accepted”.

So no, we cannot simply request an extension.

And when the utility determines a specific condition is not the most efficient pathway to
sustainability, we are required to undergo an application under ARS 40-252 to change the
decision. If, as Ms. Jaress asserts, Staff is seeking “corroboration of the need for service”,
why should the infrastructure details matter? The fact is that they do to Staff, and they
want infrastructure constructed and installed exactly in accordance with Decisions.

Deviations are not allowed.

Then why not opt for Orders Preliminary?
They are no different — specific task must be completed by specific times. In fact they are
worse because at any time the Commission may void an Order Preliminary. From a

business perspective, that sort of regulatory uncertainty precludes investment.

Uses for ICFA Funds

Can you describe the use of ICFA funds?

At the risk of being repetitive, we use ICFAs in the following ways:

1. We recognize them as revenue at Global Parent and pay tax on them.
2. We use the funds to acquire other utilities.
3. We finance regional plant — that plant that is above and beyond what is required for

specific developments, and result in water conservation and efficiency.
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How much was received by year?
As detailed in my Direct Testimony, Global Parent has received the following funds
related to ICFAs:

In 2004, Global Parent received $4,998,566

In 2005, Global Parent received $20,543,310

In 2006, Global Parent received $25,939,677

In 2007, Global Parent received $4,656,470

In 2008, Global Parent received $3,946,100

In 2009, Global Parent does not expect to collect any ICFA fees.

Can you detail the Tax impact?
Mr. Rowell provides a detailed assessment on why taxes are incurred in his rejoinder
testimony. From my perspective, our third party auditors (Deloitte) say they are taxable

and so I comply with that determination.

As aresult Global Parent has paid $24,057,683 in taxes on the ICFA funds received.

How much of those ICFA revenues did Global Parent use for acquisitions and
consolidation of utilities?

From 2004 through year-end 2008 we spent $83,080,153 for acquisitions and
consolidations, but $33,762,427 of that total reflects our ownership group’s initial
acquisition of Palo Verde and Santa Cruz. Of the remaining $49,317,726 spent on
acquisitions, $5,445,924 was for the acquisitions of Cave Creek Water Company and its
affiliate Pacer Equities — that acquisition also did not involve ICFAs. Thus our ICFA-
related acquisitions costs are $43,871,802; this is money that has been paid out and does

not include any future obligations.
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Global has explained its view that ICFA funds offset the ‘premium’ paid for utilities,
but has Global provided documentation that it has actually used ICFA funds for
acquisitions?

We have, but I don’t think we have explicitly taken the parties through the evidence to

provide the clarity they needed. So let me make it clear here:

° Hill Exhibit 1 shows Audited Financial Statements for 2008, Page 19, Deloitte
found that $6.2 million of ICFA funds were used to finance the first payment for
the acquisition of West Maricopa Combine, Inc. (WMC)

. Hill Exhibit 2, Wells Fargo Treasury Information Reporting for July 11, 2006,
show the following activity:

o Incoming Wire $4,957,650.00 received from ICFA party Sierra Negra
Ranch, LLC

o Incoming Wire $2,156,250.00 received from ICFA party New World
Properties, Inc.

o Outgoing Wire $18,385,170.77 paid to WMC Owners for the first payment

towards the acquisition of WMC.

Global has also explained its view that ICFA funds offset the ‘carrying costs’ of
regionally-sized infrastructure, but has Global provided documentation that it has
actually incurred those costs?

Yes, and we have specifically shown that the Southwest Plant (which Staff excludes from
all rate bases, forever) has actually already caused carrying costs. Because we have
excluded this plant from rate base it is contributing nothing. And since it is clear that the
Global Parent is responsible for all payments on this (and all IDA bonds), it is evident that
Global Parent is thus foregoing revenue on this plant yet is still obliged to pay the debt

obligations.

16




1 Global employs Industrial Development Authority (IDA) bonds as a means of providing

2 low-cost debt financing for facilities. We presently have a total of $115,180,000 of IDA
3 debt at the parent level that has, for the purposes of rate making, been imputed to the

4 regulated utilities. The total amount of plant constructed in the Southwest is $32,391,318.
5 Of this, we have debt financed through Industrial Development Authority bonds

6 $26,810,477, or 23.3% of the total IDA bond debt is allocated to the Southwest facilities.
7 I have attached Hill Exhibit 3 which shows bond payments from Global Parent from 2006
8 through 2009.

9

10 || Q. What evidence shows that the Southwest Plant has carrying costs?

11 || A. Without disavowing in any way Mr. Rowell’s explanation of carrying costs — in which he
12 uses our weighted average cost of capital, we have also shown in the evidence that the

13 Southwest Plant was largely financed with IDA debt, that Global Parent is solely

14 responsible for paying the principal and interest on those bonds, that Global Parent has
15 made $13.6 million (see Hill Exhibit 4) in such payments specifically related to the

16 Southwest Plant, and that Global Parent will continue to pay $2 million per year on these
17 specific facilities for at least five'' more years before we can begin any rate recovery for
18 those assets'”.

19

20 I have included the payment schedules for the IDA bonds as Hill Exhibit 5.

21

22

23

24

25

" Years: 2010, 2011, 2012, 2013, 2014

"2 These assessments include the assumption that the next rate proceeding concludes in 2015 and that the
SW facilities remain eligible for rate base — which is contrary to Staff's current position. If rate proceedings
or rate base treatment are precluded, then the carrying costs continue to increase beyond that shown in the
27 || exhibits. In addition, we have assumed that no carrying costs are incurred prior to the assumption of the
financing by the debt. In reality this is not true, and would increase the total carrying costs.

26
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That looks at the debt portion only. Would the numbers change if you considered the

true Weighted Average Cost of Capital (WACC)?

Yes. If we consider the various WACC rates proposed by the parties in this application,

the carrying costs increase to between 20.8 million dollars to 21.8 million dollars (see Hill

Exhibit 6). Again we are assuming that no carrying costs were incurred prior to 2007 and

that the carrying costs end at 2014.

Can you summarize the uses of ICFA funds?

Yes. The following table spells out the use of ICFA funds since Global’s inception:

ICFA Analysis

ICFAFeesReceived

Lesstax

Lessacquisitions

Less cantyingcoston SouthwestPlant

NetICFAMoneyReceived

203 205 2008 207 2008 Total
4,998,566 20,543,309 25,939,677 4,656,470 3946100 60,084,122
{2,001,426) (8,225,541) (10,386, 245) {1,864,451) (1,580,018)  (24,057,683)
- {18,500,000) {5,000, 000) (20,371,802) ~ (43,871,802)
- (453,566) (1,380,537)  (1,834,103)
2,997,140 12,317,768 _(2,9%6,570) (2661,505) _ (19,386257)  (5,679,465)

18
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expected to occur in 2009. The ICFA fees prepaid by CHI will be reimbursed by way of reducing the
ICFA fee of $750 per lot for lots 2,001 through 8,400. The total purchase price of the CP and FG shares
has been allocated to the respective service areas acquired, which are considered to be indefinite life
intangible assets. Legends Ranch was sold in 2008 and the buyer has assumed CHI’s rights and
obligations under the agreements.

WMC — On July 11, 2006, GWI purchased the total issued and outstanding shares of WMC in order to
obtain utilities and service areas in the western portion of Maricopa County, Arizona. The purchase price
consisted of an initial payment of $18.5 million, of which $6.2 million was funded by the prepayment of
ICFA fees by developers seeking service from Greater Tonopah and Hassayampa, and additional
noninterest-bearing purchase consideration totaling $41.5 million with the first payment due and paid
July 11, 2007, in the amount of $5 million. The balance due is payable in the form of future growth
premiums beginning on March 31, 2008, and payable on March 31 of each year thereafter through 2012,
in an amount equal to $3,000 for each new meter connected during the previous calendar year, except
for the payment due in 2008, which was based on the meters installed from July 12, 2006 through
December 31, 2007, until the date on which the cumulative growth premium equals $36,500,000. The
future purchase consideration was recorded at its fair value of $30,976,000, based on an imputed interest
rate of 8.5% based on our weighted-average cost of capital and the minimum payment amounts set forth
above, resulting in a total purchase price of $46,672,081, net of $2,803,919 cash acquired.

The total purchase price of WMC was allocated among tangible assets, identifiable intangible assets,
goodwill, and assumable liabilities at their fair value as at the acquisition date of July 11, 2006, as
follows:

Utility plant in service $ 18,002,601
Current assets (including cash of $2,803,919) 3,609,377
Goodwill (not deductible for tax purposes) 45,809,111
Intangible asset — Hassayampa recharge permits 6,435,531
Current liabilities (1,003,533)
Deferred tax liability (3,225,968)
Advances in aid of construction (17,612,715)
Contributions in aid of construction (846,202)
Assumed debt (1,692,202)
Net assets acquired $ 49,476,000

In March 2008, pursuant to the terms of the original Stock Purchase Agreement (the “Agreement”), we
asserted an indemnification claim against the selling shareholders of WMC. The indemnification claim
asserted over $20,000,000 in estimated losses arising out of what we believed were materially inaccurate
shareholder representations and warranties contained in the Agreement relating to contract terms, status
of title on all real property, status of permitting, compliance with applicable law and business practice
among other things. We reached a settlement agreement on June 16, 2008, with the former owners of
WMC to recover our lost profit through reduction of the growth premiums owed over the next

five years. Terms of the settlement included amending the purchase price of the WMC properties to be
$54,000,000. All original terms remain the same except the value of the total growth premium is agreed
to be $30,500,000 payable as follows:

March 31, 2008 — $5,750,000 (paid as agreed in settlement)
On or before March 31, 2009 — $5,000,000
On or before March 31, 2010 — $5,000,000
On or before March 31, 2011 — $4,750,000
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GLOBAL WATER RESOURCES LLC

WELLS CUSTOMER ID: GLOBAS846 Previous Day Composite Report

07/12/2006 11:47 AM ET
FARGO OPERATOR ID: JOELJ084

As of 07/11/2006

Commercial Efectronic 0ffice®

Treasury Information Reporting

Currency: USD

Bank: 121000248 WELLS FARGO BANK, NA.
Account: 4050004589(AZ) GLOBAL WATER MANAGEMENT LLC
Balances
Closing Ledger Balance 6,5631.33
Closing Collected Balance 6,531.33
Opening Available Balance 6,531.33
One Day Float .00
Two+ Day Float .00
MTD Average Closing Ledger Balance 8,268.26
MTD Average Closing Collected Balance 8,268.26
Total Credits 6,531.33
Total Debits 11,248.37
Total Number Credits 2
Total Number Debits 1
Summaries
Type of Credit Number of Items Amount
Total ACH Credits 2 6,531.33
Credit Totals 2 6,531.33
Type of Debit Number of Items Amount
Total Wire Transfer Debits 1 11,248.37
Debit Totals 1 11,248.37
Credit Transactions
7/11/2006 169 / MISCELLANEOUS ACH CREDIT Credit Amount: 5,953.26
Cust Ref: 00005160000 Bank Ref: I1A009981754794
07/11BANKCARD DEPOSIT -0227950516
7/11/2006 169 / MISCELLANEOUS ACH CREDIT Credit Amount: 578.07
Cust Ref: 05020581666 Bank Ref: |1AD00026527315
AMERICAN EXPRESS SETTLEMENT 060711 5020581666 GLOBAL
WATERS5020581666
MISCELLANEOUS ACH CREDIT Total Credit Amount 6,531.33
Credit Total Credit Amount 6,531.33
Debit Transactions
7/11/2006 506 / BOOK TRANSFER DEBIT Debit Amount: 11,248.37
Cust Ref: 00000000000 Bank Ref: IA009933516924
WT SEQ#46517 GLOBAL WATER RESOURCES /BNF= SRF#
IN06071111293751 TRN#060711046517 RFB# 000000664
Account Net Amount -4,717.04
Currency: USD
Bank: 121000248 WELLS FARGO BANK, N.A.

Account: 4100066307(AZ)

Operating Account

Balances

Closing Ledger Balance

Closing Collected Balance

Opening Available Balance

One Day Float

Two+ Day Float

MTD Average Closing Ledger Balance
MTD Average Closing Collected Balance

Total Credits
Total Debits
Total Number Credits
Total Number Debits

Page: 1

639.41
639.41
639.41

.00

.00
-11,797.75
-11,797.75

20,668.87
20,668.87
1
1



GLOBAL WATER RESOURCES LLC
07/12/2006 11:47 AM ET

WELLS CUSTOMER ID: GLOBA846 Previous Day Composite Report
FARGO OPERATOR ID: JOELJ084 As of 07/11/2006
Commercial Electronic Office® Treasury Information Reporting

Summaries
Type of Credit Number of Items Amount
Total Wire Transfer Credits 1 20,668.87
Credit Totals 1 20,668.87
Type of Debit Number of Items Amount
Total Controlled Disbursement Debits 1 20,668.87
Debit Totals 1 20,668.87

Credit Transactions

7/11/2006 206 / BOOK TRANSFER CREDIT Credit Amount: 20,668.87
Cust Ref: 00000000000 Bank Ref: IA009933517073
WT SEQ#46576 GLOBAL WATER RESOURCES /ORG=GLOBAL WATER
RESOURCES LLC SRF# IN06071111301674 TRN#060711046576 RFB#

000000665
Debit Transactions
7/11/2006 581/ CONTROLLED DISBURSEMENT DEBIT Debit Amount: 20,668.87
Cust Ref: 09600056231 Bank Ref: IAD09988884770
CONTROLLED DISBURSEMENT VAN WERT FUNDING TO 000009600056231
Account Net Amount 0.00
Currency: USD
Bank: 121000248 WELLS FARGO BANK, N.A.
Account: 4100070663(AZ) Main Account
Balances
Closing Ledger Batance 183,161.24
Closing Collected Balance 10,163.24
Opening Available Balance 165,851.24
One Day Float 155,688.00
Two+ Day Float 17,310.00
MTD Average Closing Ledger Balance 501,597.64
MTD Average Closing Collected Balance 9,544 .55
Total Credits 25,590,826.38
Total Debits 25,575,647.35
Total Number Credits 10
Total Number Debits 4
Summaries
Type of Credit Number of ltems Amount
Total Commercial Loan Credits 1 18,385,170.77
Total Deposits 4 2,399.03
Total Lockbox Credits 2 78,108.21
Total Wire Transfer Credits 3 7,125,148.37
Credit Totals 10 25,590,826.38
Type of Debit Number of items Amount
Total Commercial Loan Debits 1 7,113,900.00
Total Miscellaneous Debits 1 55,907.71
Total Wire Transfer Debits 2 18,405,839.64
Debit Totals 4 25,575,647.35

Credit Transactions

7/11/2006 171/ INDIVIDUAL LOAN DEPQSIT Credit Amount: 18,385,170.77
Cust Ref: 00000000000 Bank Ref: 1A009915223556
LOAN ADVANCE CUSTOMER# 7041026919 OBLIGATION# 0000000034
7/11/2006 115/ LOCKBOX DEPOSIT Credit Amount: 70,744.55
Cust Ref: 00000052747 Bank Ref: IA000732399887
Float-Zero Day: 9,993.00 One Day: 54,857.00 Two+ Day: 5,894.00
RETAIL LOCKBOX DEPOSIT
Page: 2



GLOBAL WATER RESOURCES LLC
07/12/2006 11:47 AMET

WELLS CUSTOMER ID: GLOBA846 Previous Day Composite Report
JorN:Teis]  OPERATOR ID: JOELJ0S4 As of 07/11/2006

® Treasury Information Reporting

Commercial Electronic Office

7/11/2006 115/ LOCKBOX DEPOSIT Credit Amount: 7,363.66
Cust Ref: 00000052747 Bank Ref: 1A000732400247
Float-Zero Day: 1.00 One Day: 1,801.00 Two+ Day: 5,561.00
RETAIL LOCKBOX DEPOSIT

LOCKBOX DEPOSIT Total Credit Amount 78,108.21
Float-Zero Day: 9,994.00 One Day: 56,658.00 Two+ Day: 11,455.00

7/11/2006 301/ COMMERCIAL DEPOSIT Credit Amount: 839.45
Cust Ref: 00000000000 Bank Ref: IA000284802311
Float-Zero Day: .00 One Day: 689.00 Two+ Day: 150.00
DESKTOP CHECK DEPOSIT

7/11/2006 301/ COMMERCIAL DEPOSIT Credit Amount: 742.15
Cust Ref: 00000000000 Bank Ref: 1AD00284806325
Float-Zero Day: .00 One Day: .00 Two+ Day: 742.00
DESKTOP CHECK DEPOSIT

7/11/2006 301/ COMMERCIAL DEPOSIT Credit Amount: 572.66
Cust Ref: 00000000000 Bank Ref: I1A000284802726
Float-Zero Day: 63.00 One Day: 509.00 Two+ Day: .00
DESKTOP CHECK DEPOSIT

7/11/2006 301/ COMMERCIAL DEPOSIT Credit Amount: 24477
Cust Ref: 00000000000 Bank Ref: IA000284805900
Float-Zero Day: 103.00 One Day: 100.00 Two+ Day: 41.00
DESKTOP CHECK DEPOSIT

COMMERCIAL DEPOSIT Total Credit Amount 2,399.03
Float-Zero Day: 166.00 One Day: 1,298.00 Two+ Day: 933.00

7/11/2006 195/ INCOMING MONEY TRANSFER Credit Amount: 4,957,650.00
Cust Ref: 00000000000 Bank Ref: IAD09933564450
WT FED#02347 FIRST AMERICAN TRU /ORG=FIRST AMERICAN TITLE
INSURANCE COMP SRF# 0382800192IG TRN#060711068491 RFB#
402-4720441

7/11/2006 185/ INCOMING MONEY TRANSFER Credit Amount: 2,166,250.00
Cust Ref: 00000000000 Bank Ref: |AD09933564476
WT FED#02352 FIRST AMERICAN TRU /ORG=FIRST AMERICAN TITLE
INSURANCE COMP SRF# 0383300192/G TRN#0607 11068509 RFB#
402-4720482

INCOMING MONEY TRANSFER Total Credit Amount 7,113,900.00

7/11/2006 206 / BOOK TRANSFER CREDIT Credit Amount: 11,248.37
Cust Ref: 00000000000 Bank Ref: |A009933516925
WT SEQ#46517 GLOBAL WATER MANAGEMENT /ORG=GLOBAL WATER
RESOURCES LLC SRF# IN06071111293751 TRN#060711046517 RFB#
000000664

Credit Total Credit Amount 25,590,826.38
Float-Zero Day: 25,520,478.00 One Day: 57,956.00 Two+ Day: 12,388.00

Debit Transactions

7/11/2006 481/ LOAN PAYMENT Debit Amount: 7,113,900.00
Cust Ref: 00000000000 Bank Ref: IA009915223555
PRINCIPAL PAYMENT CUSTOMER# 7041026919 OBLIGATION#
0000000034

7/11/2006 501 / AUTOMATIC TRANSFER DEBIT Debit Amount: 55,907.71
Cust Ref: 00001622142 Bank Ref: |A009917646541
ONLINE LOAN PAYMENT

7/11/2006 495/ OUTGOING MONEY TRANSFER Debit Amount: 18,385,170.77
Cust Ref: 00000000000 Bank Ref: |A009933521180
WT FED#01635 FIRST AMERICAN TRU /FTR/BNF=FIRST AMERICAN
TITLE INSURANCE SRF# TRN#0607 11048586 RFB#

7/11/2008 506 / BOOK TRANSFER DEBIT Debit Amount: 20,668.87
Cust Ref: 00000000000 Bank Ref: IA009933517072
WT SEQ#46576 GLOBAL WATER MANAGEMENT /BNF= SRF#
IN06071111301674 TRN#060711046576 RFB# 000000665

Debit Total Debit Amount 25,575,647.35

Page: 3




07/12/2006 11:47 AMET
CUSTOMER ID: GLOBA846
OPERATOR ID: JOELJ084

GLOBAL WATER RESOURCES LLC

Previous Day Composite Report
As of 07/11/2006

—- END OF REPORT ----

Page: 4

Commercial Electronic Office® Treasury Information Reporting
Account Net Amount 15,179.03
Currency: USD
Bank: 121000248
Balances
Closing l.edger Balance 190,331.98
Closing Collected Balance 17,333.98
Opening Available Balance 173,021.98
One Day Float 155,688.00
Two+ Day Float 17,310.00
MTD Average Closing Ledger Balance 498,068.15
MTD Average Closing Collected Balance 6,015.06
Total Credits 25,618,026.58
Total Debits 25,607,564.59
Total Number Credits 13
Total Number Debits 6
Grand Total For Currency: USD
Balances
Closing Ledger Balance 190,331.98
Closing Collected Balance 17,333.98
Opening Available Balance 173,021.98
One Day Float 155,688.00
Two+ Day Float 17,310.00
MTD Average Closing Ledger Balance 498,068.15
MTD Average Closing Collected Balance 6,015.06
Total Credits 25,618,026.58
Total Debits 25,607,564.59
Total Number Credits 13
Total Number Debits 6



~ Hill
Rejoinder Testimony
Exhibit 3



:»@%@8—2@’15 19:17 Us BANK TRUST TFI

an

‘ ."ue Star Sarvice Gunmn,c «d L')

1
{
i

PO. Box 64111
St. Paul, MNi55164-0111
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Ms Cindy Lnes:
CFO&SVP - Girovnh Management
Global Water Resources
21410 N 19th P\ve, Suite 201
Phoehix, AZ 85027

|
]
|

RE: The lndustrial Development Authority of the County of Pima

Water & Wastewater Revenue Bonds (Global Water Resources, LLG Projects) Serles 2005

FOR DEBT SERVICE PAYMENT DUE: 8/1/2007
i

+

H . Principal: ;
; e Premium: ;
: INTEREST:

TOTAL

. Excess Reserve;

il Reserve Requirement = $3,597,106.28

i Per Section 4.1 & 4.2 Loan Agml,
' Add fssuer. Fee Due

LESS: CASH ON HAND: (Lsase paymant Fund)

TOTAL PAYMENT DUE:

Not ST

‘WIRE; Wll‘Qd no later than 10:30 AM.CST on the Payment Due Data.

*CHECK: Check must be receivad three business days before Payment Due Dale for processing and ¢learancs,

*OTHER!: Please call the person referenced below.

\
Deposliories may assessia penally f Same Day Funds deadlines are not met, which may be passed on 1o you if N

funds are not recewad in a timely manner Thank you.

W!RE:INSTRUC-TIQNS DUE: 5/31/2007 .

BBK= US,B N.A. (ABA 091000022)

BNF= U.S. BANK TRUSTN.A,

AC= 1801 -2116-7365

OBl= DEBT MGMT #108395001

REF= 108395040

ATTN: Edwin Aubustus Bannah
851-495-3778

651 495 B117?

P.m-/%>

<

Ph: 623-580-9600 .
Fax: 623-560-9559 : '

$879,074.25 ;

$879,074.25 . ,
" Gk

($3,511.04) °

$18,247.50
%0.00

’/ *PAYMENT INSTRUCTIONS®
Pleass note:. Tulansure bondholderpaymeits are disbursed on time, wé ancourags use of the following guidelines:

ched inchude Gmort seledule.

sso371071. UL ‘fb 10{((,/ g ,:_3‘-;
Ol e

05’/0‘7/07

CHECK INSTRUCTIONS DUE: 5/29/2007 R
11.S. BANK TRUST, N.A, g
CORPORATE TRUST - DEBT MANAGEMENT v
CM - 5705 i
PO BOX 70870

ST PAUL, MN 55170-9705
REF= 108395000 et
ATTN: Edwin Augustus Bannah :
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bank

Five Star Sesvice Guariinteed (*-)

Ms Cindy Liles

CFO & SVP - Growth Management
Global Water Resoarces

21410 N 19th Ave, Suite 201
Phoenix, AZ 85027

RE: The industrial Development Authority of the County of Pima

651 455 8116 P.@1/B2

P g & copn

+ /942’7@

Ph: 623-580-9600
Fax: 623-580-9658

Water & Wastewater Revenue Bonds (Glohal Water Resources, LLC Projects) Series 2006

FOR DEBT SERVICE PAYMENT DUE: 12/1/2007

Principak
Premium:
INTEREST:
TOTAL
Less: Excess Reserve a/c#108385003
Reserve Requirement = $3,597,106.28

Per Section 4.1 & 4.2 Loan Agmt.
Add Issuver Fee Due

2 LESS: CASH ON HAND:y(Lease payment Fund)

Sty TOTAL PAYMENT DUE:
,_,M Mua‘@

*PAYMENT INSTRUCTIONS*

DR
510820500 oy 3039 )

$1,034,205.00

> (§148,494.76) ce 405" 10068

s1824780 DR 90 - 2.8 /
$23282 A Aoy ‘

$504.190.56 3 e
0>

e:3

Please hote: To ensure boncholder payments are disbursed on time, we encourage use of the followiny: guxdehnes

"WIRE: Wire due no later than 10:30 AM CST on the Payment Due Date,

*CHECK: Check nust be received three business days before Payment Due Date for processing and clezrance.

*OTHER: Please call the person referenced belfow.

Depositories may assess a panalty if Same Day Funds deadlines are not met, which may be passed on to you if

funds are not received in a tirnely manner. Thank you.

WIRE INSTRUCTIONS, DUE: 11/30/2007
BBK= U.S,BANY N.A. (ABA 091000022)
BNF= U.S5. BAN<TRUST N.A,
AC= 1801-2114-7365
OBil=  DEBT MCGMT #108395001
REF= 1083950C0
ATTN: Edwin Augustus Bannah
651-495-4778

CHECK INSTRUCTIONS DUE: : 11/2-8!2007
1.8, BANK TRUST, NA. - .

CORPORATE TRUST - DEBT MANAGEMENT

CM - 9705

PO BOX 70870

ST PAUL, MN 55170-9705

REF= 108395000

ATTN: Edwin Augustus Bannah




@ FPive Star Serwee Goarantoed

COMBINED BILLING INVOICE

Bond Interest Payment Date: June 1, 2008
| Princlpal
Rate - Qutstapding
Serles 2008 Bonds MULTIPLE & 36,495,000.00
Serles 2007 Bonds MULTIPLE § 54,135,000.00
Serles 2008 Bonda Add Isauer Fee Due
Add Issuer Fee Dus

Series 2007 Bonds

CURRENT RES_ER_VE REQUIRED

. B418,748.21
Serles 2006 Bonds
Serles 2007 Bonds

Per Section 4,1 & 4.2 L.oan Agmt.

‘ The industrlal Development Authorlty of the County of Fima
% Wastawatar Revenua Bonds (Global Water Resources, LLC Profscts) Sarles 2006
Serlas 2008 & 2007

Debt Sarvice

Principal Intsrest
Due Dug Totai Dua
$0.00 $1,034,205.00 $1,034,205.00
$0.00 $1,793,743.13 §1,793,743.13

Totat Debt COMBINED 8ervice $ 2,827,948.13 °

$18,247.50

$27,067.80

TotalFes due $  45,315:.00

Interest
Eund

Princlpal
Eund

[Yec/7ata Avaliable Credit:

/ Ly. 3220
(\\oxfa /-ﬁ,,, A At

dab’k r &M/RAA

Yoo dos spm 435,319 .22 .
- Efa.)f 30 -2_\82_“)4‘42 \.3

$2,728,988.87

T O D Quoas 206300 TOTAL PAYMENT DUE: $148,296. 45 "' A(‘/’NJLI

(9062.00) g - May.

Global Water Resources

Ms Cindy Llles

CFO & SVP - Growth Management
21410 N 18th Ave, Sulte 201
Phosnix, AZ 85027

Ph: 623-380-9600

Fax: 823-580-9659

Wire
AN OUNt

oo Cos <\‘: b 296 & (5’7 Please Wire Funds To:  US Bank ‘\ W
fe A% LA bS (2 SR ELY M) {tesede Kud <)ABA#091000022 W
| b el s, 23127 ) ({~Vopect B L/E)USBANK CT WIRE CLRG
| Cu eros” AIC # 180121167385
| OBIl: GLOBAL WATER 08 & 07 -
Ref: 108395000 & 108395010
SEND CHECKS TO:

ht E} all & Livechack
U.8. Bank Trust Natlonal Assoclatlon
Lockbox Servicea--CM8705

Attn: TFM/EDWIN "GUS BANNAH"
ENER 0106

1200 Energy Park Prive

St Paul, MN 55108

REF: GLOBAL WATER 08 & 07

Ref: 108385000 & 108335010

PHONE: 851-485-3778
FAX: 8561-496-8116

BLED "oN

b

Firat Ciags Mall - Lockbox(CHECKS)*+**

U.8. Bank Trust National Association

Attn: TFM./Edwin Augustus Bannah

Lockbox 8ervices--CM8705 £
P.O, Box 70870 K

St Paul, MN 65170-87056

REF: GLOBAL WATER 08 & 07
Attn: TFM/EDWIN "GUS BANNAH"
Rof: 108395000 & 108398010

YNVS SN W4LESTI 800T I Aep
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Five Star Service Guaranteed (_)

The Industrial Development Authority of the County of Pima
Water & Wastewater Revenue Bonds (Global Water Resources, LLC Projects) Se
Series 2006 ; 2007 & 2008

COMBINED BILLING INVOICE (REVISION)

Bond Interest/Principal Payment Date: December 1, 2008
Principal Principal Interest Debt Service
Rate Outstanding Due Due Total Due
Series 2006 Bonds MULTIPLE $ 36,495,000.00 $0.00 $1,034,205.00 $1,034,205.00
Series 2007 Bonds MULTIPLE $ 54,135,000.00 $0.00 $1,764,337.50y $1,764,337.50
Series 2008 Bonds MULTIPLE $ 24,550,000.00 $0.00 $0.00 $0.00 965
TOTAL COMBINED Debt Service $2,798,542.50 3 &3 CI !
ADD
Series 2005 Rends Add Issuer Fee Due $18,247.50
Series 2007 Bonds Add issuer Fee Due $27,067.50 w‘f/oﬁp‘
Series 2008 Bonds Add Issuer Fee Due $0.00 %
Per Section 4.1 & 4.2 Loan Agmt. Total Fee due v~ “$45.315.00 0530999
Less: . X
Cash on hand sm=m=ma (3542.51) F05-(0065
FYIONLY !
~RESERVE SHORTFALL  Cash on Hand Cash on Hand
CURRENT RESERVE REQ. CURRENT CASH ONHANGC  Principal Pmt Interest
$ 9,067,372.50 $8,722,140.59 Fund Fund
{8345.231.91}) ] o
$0.00 $51.61 —— (s61.61) o 5-(208 =

***There is a deficiency in the Bond Reserve Fund but it does not need {o be paid or reimbursed
since the balance is more than 90% of the reserve requirement.
Totzl Available Credit: $711.12

TOTAL PAYMENT DUE: $2,843,146.38

Attn: ")ﬁ Global Water Resources
{ Ms Cindy Liles
CFO & SVP - Growth Management
g 21410 N 19th Ave, Suite 201
%() Phoenix, AZ 85027
Ph: 623-580-8600
Fax: 623-580-9659

Please Wire Funds To: US Bank
ABA # 091000022
USBANK CT WIRE CLRG
A/C #180121167365
OBIl: GLOBAL WATER 06 & 07
Ref: 108395000 ; 108395010 & 108385020

SEND CHECKS TO:
Overniqght Express Mail & Livechecks First Class Mail - Lockbox{(CHECKS)*****xsxs
{ U.S. Bank Trust National Association U.S. Bank Trust National Association
Lockbox Services—-CM9705 Attn: TFM./Edwin Augustus Bannzah
Attn: TFM/EDWIN "GUS BANNAH" Lockbox Services—-CM9705
ENER 0106 P.0O. Box 70870
| 1200 Energy Park Drive St Paul, MN 55170-9705
| St Paul, MN 55108 REF: GLOBAL WATER 06 & 07
| REF: GLOBAL WATER 06 & 07 Attn: TFM/EDWIN "GUS BANNAH"
Ref: 108395000 ; 108395010 & 108395020 Ref: 108395000 ; 108395010 & 108395020
PHONE: 651-455-3778 - i
: FAX: 651-495-8115 A

/S /5 &




08bank.

Five Star Service Guaranioed @2 TreHidustrial Development Authority of the Gounty of Pimé
Water & Wastewater Revind onds [Global Watsr Remourcas, LLC Pm]m:ts) Sarles

Corporate Trust Sorles 2006 ; 2007 & 200d

Services
COMBINED BILLING INVOICE (REVISION)
Bond Interest/Principal Paymant Data: June 1, 2008
Princlpal Princlpal - | Intereat Dabt Sarvice
Rata Quistanding Dua Dus Total Dug
Sarlax 2006 Bonds MULTIPLE ¢ 36,4985,000.00 $0.00 $1,034,205.00 $1,034,205.00
8orlea 2007 Bonds MULTIPLE $§ 54,135,000.00 60.00 $1,784,337.50 $1,764,337.50
Serlss 2008 Bands MULTIPLE § 24.,550,000.00 $0.00 $1,217,637.50 §1,217,837.860
TOTAL COMBINED Debt Service  $4,016,120.00
ADD .
Berien 2008 Bonda_ Add Issuer Fas Due $18,247.50
Serles 2007 Bonds Add lsauer Fece Due $27,067.50
Seriexs 2008 Bonds Add lssuer Feo Dua $12,275.00
Par gection 4.1 & 4.2 Loan Agmt. Total Fee due $&7,594.60 }
Less: . frndare P P
Canh oft hand SeEuR—-> ($8.12) f 4
FYIONLY | : st
*"RESERVE SHORTFALL ~ CashonHand  Gash on Hand 10270
NT.CASHONHAND  Principel Pmt Intoreat (
Eund ze Fund Al e
o 520" e
$5,058.71 §0.24 sessaca> {$5,958.92) D ~

*There Is a daflclency In the Bond Reaarve Fund but It does not need {o be pald or relmbursad

since the bolance ia more than 90% aof the ragarve requiramant,
Total Avallabls Credit: $5,588.04

et TOTAL PAYMENT DUE: $4,067,801.96
a4s | 51,5590 087,

D(' qo JO l {

s - .. Attn; Glohal Waler Revourcos
D/ leé) ﬁr;ﬁ-f.‘(\ J}ZL{ON_a 150 Ms Cindy Liles

- /. > CF:) & r‘?VP - ﬁrowth Mnnggemanl
s o 21410 N 161h Ava, Suite 201
0% L{i.-_“)‘-f\ <4'OL”7/?’OM£’ N Phoenix, AZ. 3;327 .

' i ',-;A ‘.‘ + Pht 823-480-8600
O 9o 20T <&a8q. ’>, Ur}' s v o Fax: 823-580-9859

Pleaze Wire Funds To: US Bank

O 80522107 <. 51 Td fer ABA#OS1000022
00 10070 ) .. 4 USBANK CT WIRE CLRG
' < (o0 2 e AIC # 180121167365
(r 8127 COT fund OBI: GLOBAL WATER 06 & 07
Ref: 108395000 ; 108385010 & 108396020

SEND CHECKS TO:

Qvernialit Express Mall & Lwechcck Flrst Clazs Mall - L arakesesd
U.9. Bank Truat Natlonal Assoclatian U.8. Bank Trust National Aasoclation
Lockhox 8ervices--GM8705 Attn: TEMJ/Edwin Augustus Bennah

Attn: TFM/EDWIN "GUS BANNAH" Lockhox Barvices-CMB705

ENER 0106 P.0O. Box 70870

1200 Energy Park Drive St Paul, MN 656170-9705

8¢t Paul, MN 55108 REF: GLOBAL WATER 08 & 07

REF; GLOBAL WATER 08 & 07 Attn: TFM/EDWIN "GUS BANNAH"

Reaf: 108385000 ; 108385010 & 108305020 Ref: 108385000 ; 108395010 & 108395020

PHONE: 851-485-3778
FAX: 661-496-8115
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The Induatrial Development Authority of the County of Pima
Water & Wastswater Revenua Bonds (Global Watar Resources, LLC Projects) Sorles
8erlos 2008 ; 2007 & 2008

COMBINED BILLING INVOICE (REVISION)
Bond Interest/Principal Payment Date: December 1, 2009
Principal Principal Intereat Debt Service
Rate Qutstanding Rue Pus Total Du
Serles 2006 Bonds MULTIPLE $ 38,495,000.00 £0.00 $1.034,205.00 $1,034,205.00
Berles 2007 Bonda MULTIPLE § 54,135,000.00 $0.00 $1,764,237.50 $1,764,337.60
Serles 2008 Bonds MULTIPLE $ 24,550,000.00 $0.00 $813,228.13 $913,228.13
TOTAL COMBINED Debt Barvica 33.111,770.!'; 20241 W,
ADD
Serles 2008 Bonds Add Issuer Fee Due £18,247.50
Seriax 2007 Bonds Add lssuer Fes Dus $27,067.50
Serles 2008 Bonds Add Issusr Fes Dus $12/275.00
Par Saction 4.1 & 4.2 Loan Agmt. Total Fes due $57,560.00 205 Vv
Legs:
Cash on hand NE—— s8.42) 2190%F G,
FYIONLY |
_ ""REBERVE 8HORTFALL CsshonHand  Cashon Hand
GURRENT RESERVE REQ, CURRENT CASH ONHAND Princlpal Pmt -2- Interest -1-
: $ 8,087,372.80 ’ 58 T78,900.79 Eund Fund
(828138171
$0.00 $34,564.51 — (s28,560.81) B|20F Cr.

**Thera Is a deficlancy In the Bond Reserve Fund but it doss not nasd to ba paid or reimbursed

since the balance Is more than 90% of tha resorve requirement.
Total Availabia Cradit: $34,572.73

TOTAL PAYMENT DUE:($3,734,787.90) 100172 Cx.

Attn: Global Water Razources
Ms Cindy Llles
CFO & SVP - Growth Mansgement
21410 N 18th Ave, Sulla 201
Phoenlix, AZ 86027
Ph: §23-580-8800
Fax: 623-560-9659

Please Wire Funds To: US Bank
ABA # 091000022
USBANK CT WIRE CLRG
AJC # 180121167366
OBI: GLOBAL WATER 06 & 07
Ref: 108396000 ; 1083556010 & 108385020

SEND CHECKS TO:
Eiti.t Q[aaa Mgu - ! QEKbDK[CHECKs!"*“"“
U.S. Bank Trust Natlonal Assoclation U.S. Bank Trust National Aagociation
Lockbox Sarvicas--CMI708 Attn: TFMJ/Edwin Augustus Bannah
Attn: TFM/EDWIN "GUS BANNAH" Lockbox Bervices~CMa708
ENER 0106 P.0. Box 70870
4200 Enargy Park Driva 8t Paul, MN 55170-9705
8t Paul, MN 55108 REF: GLOBAL WATER 06 & 07
REF: GLOBAL WATER 06 & 07 Attn: TEM/EDWIN "GUS BANNAH"
Ref: 108395000 ; 108395010 & 108395020 Raf: 108395000 ; 108395010 & 108586020

PHONE: 851-496-3778
FAX: 851-465-8116
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Hill
Rejoinder Testimony

Exhibit 4



spuoq yal Aq Suipuny 03 soud 1503 Buthlied ou saWINssy S9ION
096°0Z9'E€T $ | EvE'PS0'T S | 90€°0S0'T s [ 618'6%0C s {9zez10' S | €80'Z68'T s | o862zt 5 | £es'08€T $ | 995°€sy B $ sanjiaed MS 031 Uonedo|iy
929'578'8 S | 08z'808'8 S | 1619088 s | st1'5v9'8 [ARCEIAY] s | trs'ezy'L s [ oos'0e6'S s|ecrere't §| - S {epuesowain Bunayo
panuwn Eo._t QWIALDG 1G3Q |BI0)
%8BT ET %87 €T %8C°€C %82 €T %8T'ET %BLEC %87 EC %IL'ET %00'0 adejuaoad
LLV'018'9 S| LLv'018'9C S| LLv'018'9C $ | 2v'018'92 s | Lev'ors'az §{siv'018'9r  $|seviore'or  S|Ewe'wRYTZ S| - S saly|19e4 MS 104 34DA dAlEINND
PES'STE'S SiEve'r8yIe S| - S sanjoes Ms 01 9|qeIngLUNIY 3qaq
000'081'sTt  $ | ooo‘ost'stt ¢ |ooo'ost'stt ¢ | ooo‘osristiT $ {000°08T'STT  $ | 000°08T'STT  $ | 000°0ST'STT S | D0O'0EQ'06 S | 0O0'SEV'9E $ 103Q aAfle[nwIn)
00005572 $ | 000'sET'PS S | 000'S6Y'OE § 190a puog
350D uihuie) je10), v10Z €102 [4374 1102 0102 6007 8002 £00Z 9002
BIA

Alup 199@ puog Supapisuo)



Hill
Rejoinder Testimony
Exhibit 5



The following table sets forth, for each calendar year, the amount required in such year for the payment of

ESTIMATED DEBT SERVICE REQUIREMENTS

principal of and interest on the Series 2006 Bonds and the Series 2007 Bonds.

TABLE 6
Series 2006
Bond Debt Series 2007 Bond Debt Service Total
Year Service Principal Interest Debt Service
2007 $1,913,279.25 $1,913,279.25
2008 2,068,410.00 $3,558,080.63 5,626,490.63
2009 2,068,410.00 3,528,675.00 5,597,085.00
2010 2,773,410.00 3,528,675.00 6,302,085.00
2011 2,774,987.50 $515,000.00 3,528,675.00 6,818,662.50
2012 2,779,385.00 545,000.00 3,500,350.00 6,824,735.00
2013 2,781,330.00 575,000.00 3,470,375.00 6,826,705.00
2014 2,780,822.50 625,000.00 3,438,750.00 6,844,572.50
2015 2,782,862.50 660,000.00 3,397,812.50 6,840,675.00
2016 2,787,177.50 700,000.00 3,354,582.50 6,841,760.00
2017 2,788,495.00 745,000.00 3,308,732.50 6,842,227.50
2018 2,791,815.00 795,000.00 3,259,935.00 6,846,750.00
2019 2,800,215.00 835,000.00 3,207,862.50 6,843,077.50
2020 2,804,695.00 885,000.00 3,153,170.00 6,842,865.00
2021 2,810,255.00 940,000.00 3,095,202.50 6,845,457.50
2022 2,811,615.00 1,000,000.00 3,033,632.50 6,845,247.50
2023 2,818,775.00 1,055,000.00 2,968,132.50 6,841,907.50
2024 2,823,962.50 1,120,000.00 2,899,030.00 6,842,992.50
2025 2,833,975.00. 1,180,000.00 2,825,670.00 6,839,645.00
2026 2,843,237.50 1,245,000.00 2,748,380.00 6,836,617.50
2027 2,851,462.50 1,320,000.00 2,666,832.50 6,838,295.00
2028 2,858,362.50 1,405,000.00 2,580,372.50 6,843,735.00
2029 2,873,650.00 1,480,000.00 2,488,345.00 6,841,995.00
2030 2,891,462.50 1,560,000.00 2,391,405.00 6,842,867.50
2031 2,906,225.00 1,645,000.00 2,289,225.00 6,840,450.00
2032 6,577,650.00 1,680,000.00 2,181,477.50 10,439,127.50
2033 4,600,000.00 2,071,437.50 6,671,437.50
2034 4,900,000.00 1,770,137.50 6,670,137.50
2035 5,225,000.00 1,449,187.50 6,674,187.50
2036 5,565,000.00 1,106,950.00 6,671,950.00
2037 11.335.000.00 742.442.50 12.077.442.50
TOTAL $74.595.926.75 $54.135.000.00 $83.543.535.63 $212.274.462.38

The Company will covenant and agree pursuant to the Loan Agreement that it will use its best efforts
through the Project Subsidiaries to obtain approval from the ACC of schedules of rates, fees and charges for all
services supplied by the Project Subsidiaries, after making reasonable allowances for contingencies and errors in
estimates, to produce Income Available for Debt Service in each fiscal year of the Company not less than 1.10 X
Maximum Annual Debt Service on all Long Term Indebtedness (exclusive of Subordinated Indebtedness incurred in
compliance with the Loan Agreement).

CERTAIN BONDHOLDERS’ RISKS

The purchase of the Series 2007 Bonds involves certain investment risks that are discussed throughout this
Limited Offering Memorandum. Certain of these risks are described below. The relatively high interest rates borne
by the Series 2007 Bonds (as compared to prevailing interest rates on bonds that have an investment grade rating)

35




The following table sets forth, for each calendar year, the amount required in such year for the payment of

DEBT SERVICE REQUIREMENTS

principal of and interest on the outstanding Bonds and the Series 2008 Bonds.

TABLE 6
Outstanding
Bond Debt Series 2008 Bond Debt Service
Year Service Principal Interest Debt Service
2008 $5,626,490.63 $304,409.38 $5,930,900.01
2009 5.597,085.00 1,826,456.25 7,423,541.25
2010 6,302,085.00 1,826,456.25 8,128,541.25
2011 6,818,662.50 1,826,456.25 8,645,118.75
2012 6,824,735.00 $155,000.00 1,826,456.25 8,806,191.25
2013 6,826,705.00 165,000.00 1,816,575.00 8,808,280.00
2014 6,844,572.50 175,000.00 1,806,056.25 8,825,628.75
2015 6,840,675.00 185,000.00 1,794,900.00 8,820,575.00
2016 6,841,760.00 200,000.00 1,783,106.25 8,824,866.25
2017 6,842,227.50 210,000.00 1,770,356.25 8,822,583.75
2018 6,846,750.00 225,000.00 1,756,968.75 8,828,718.75
2019 6,843,077.50 475,000.00 1,742,625.00 9,060,702.50
2020 6,842,865.00 515,000.00 1,707,000.00 9,064,865.00
2021 6,845,457.50 550,000.00 1,668,375.00 9,063,832.50
2022 6,845,247.50 595,000.00 1,627,125.00 9,067,372.50
2023 6,841,907.50 635,000.00 1,582,500.00 9,059,407.50
2024 6,842,992.50 685,000.00 1,534,875.00 9,062,867.50
2025 6,839,645.00 735,000.00 1,483,500.00 9,058,145.00
2026 6,836,617.50 790,000.00 1,428,375.00 9,054,992.50
2027 6,838,295.00 850,000.00 1,369,125.00 9,057,420.00
2028 6,843,735.00 915,000.00 1,305,375.00 9.064,110.00
2029 6,841,995.00 985,000.00 1,236,750.00 9,063,745.00
2030 6,842,867.50 1,055,000.00 1,162,875.00 9,060,742.50
2031 6,840,450.00 1,135,000.00 1,083,750.00 9,059,200.00
2032 10,439,127.50 1,220,000.00 998,625.00 12,657,752.50
2033 6,671,437.50 1,315,000.00 907,125.00 8,893,562.50
2034 6,670,137.50 1,410,000.00 808,500.00 8,888,637.50
2035 6,674,187.50 1,515,000.00 702,750.00 8,891,937.50
2036 6.671,950.00 1,630,000.00 589,125.00 8,891,075.00
2037 12,077,442.50 1,755,000.00 466,875.00 14,299,317.50
2038 4.470.000.00 335.250.00 4.805.250.00
TOTAL 210,36 3,13 $24.550.000.00 $42.078.696.88 $276.989.880.01

The Company will covenant and agree pursuant to the Loan Agreement that it will use its best efforts
through the Project Subsidiaries to obtain approval from the ACC of schedules of rates, fees and charges for all
services supplied by the Project Subsidiaries, after making reasonable allowances for contingencies and errors in
estimates, to produce Income Available for Debt Service in each fiscal year of the Company not less than 1.10 X
Maximum Annual Debt Service on all Long Term Indebtedness (exclusive of Subordinated Indebtedness incurred in
compliance with the Loan Agreement).

CERTAIN BONDHOLDERS’ RISKS

The purchase of the Series 2008 Bonds involves certain investment risks that are discussed throughout this
Limited Offering Memorandum. Certain of these risks are described below. The relatively high interest rates borne
by the Series 2008 Bonds (as compared to prevailing interest rates on bonds that have an investment grade rating)
are intended to compensate investors in the Series 2008 Bonds for such risks. Accordingly, each prospective
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II.

Introduction

Can you outline your rejoinder testimony?

In this testimony, I respond to Staff’s treatment of ICFA revenues, and their assertion that
ICFA revenue funded plant. I speak to the taxation issue and rebut Ms. Jaress’ assessment
that Palo Verde and Santa Cruz have higher plant/connection metrics than do other

utilities.

Staff’s Treatment of ICFAs

Have any additional implications of Staff’s recommendation regarding ICFA fees
come to light since your Rebuttal Testimony was filed?

Yes. Inresponse to Global’s Data Request 3.3, Staff indicated that their recommendation
not only excludes $17,591,204' of investment from Palo Verde’s and Santa Cruz’s rate
base in this case, it also intended to exclude the $32,391,318 Global invested in the
Southwest Maricopa region from future rate base treatment. As I discussed in my Direct
Testimony, the Southwest plant was built in order to comply with Commission Decision
No. 68448 and it now sits unused. Global voluntarily excluded this plant from rate base
consideration in this rate case. Because of this Staff netted the Southwest plant investment
out of its recommended rate base disallowance. It is now clear that Staff intends to extend

its recommended disallowance to the Southwest plant in a future rate case.

What are the implications of Staff’s intent to preclude rate base treatment of the
Southwest plant in a future rate case?

Essentially this means that the total effect of Staff’s recommended disallowance for Palo
Verde and Santa Cruz is not just $17,591,204 but is $49,982,522. It also means that under

Staff’s recommendation not only is Global not earning a return on the Southwest plant

! See page 14 lines 17 and of Direct Testimony of Lind Jaress. Staff recommends rate base reductions of
$10,991,128 for Palo Verde and $6,600,076 for Santa Cruz.

1
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now, but that Global will never earn any return on that plant. In short, Staff
recommendation is that Palo Verde and Santa Cruz bear not only the carrying costs of this
plant forever, rather than until it is placed into rate base, and that Palo Verde and Santa

Cruz also bear the original cost of the plant.

Q. Do you have any general comments on Ms. Jaress’ Surrebuttal Testimony?

A. Ms. Jaress’ Surrebuttal Testimony does not address the primary flaw in Staff’s analysis of
the ICFAs. As I stated in my Rebuttal Testimony, Staff has concluded that there are
several potential and actual uses for the ICFA fees but Staff recommends treating these
fees as if they were all used for one purpose: funding plant. Thus there is a fundamental
disparity between Staff’s analysis and its reccommendation. Ms. Jaress’ Surrebuttal
Testimony does not dispute that this disparity is real. Ms. Jaress’ Surrebuttal Testimony
reconfirms Staff’s belief that the ICFA fees could have been used for multiple purposes but
does not attempt to reconcile this fact with Staff’s recommendation to treat all of the ICFA
fees as if they were used for one purpose. In fact, Ms. Jaress characterizes Staff’s

conclusion that the ICFA fees were used as plant as an assumption.?

Q. Ms. Jaress points out that equity financing is “the most expensive form of financing
plant” and raises protecting rate payers from this expensive form of financing as an
additional reason for treating the ICFA revenues as contributions.” Do you find this
argument persuasive?

A. No. It is true that the Global Utilities have relatively high equity balances. However,
Global has agreed to hypothetical capital structures for the utilities involved in this rate
case so rate payers will not be impacted by these high equity balances. Global’s

acceptance of the hypothetical capital structures alleviates the impact of the relatively high

2 Jaress St at p. 2 line 1
®1d. atp.2line3-5
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cost of equity. Thus, treating ICFA revenues as contributions is not necessary to “protect

”4

the ratepayer from uneconomic financing of plant™ as Staff suggests.

Staff’s treatment of Taxes and Expenses associated with ICFAs

Please comment on Ms. Jaress’ explanation of why Staff does not recognize the tax
liability generated by the ICFA revenues.’

Staft’s analysis of the tax liability issue is flawed for several reasons. First, Ms. Jaress
implies that an LLC’s earnings only generate a tax liability when the LLC’s members do
not have “offsetting tax losses.” This is simply not true. LLC earnings generate a tax
liability for the members whether there are other offsetting tax losses or not. Further, and
more importantly, the discussion regarding corporate structure is irrelevant to the subject at
hand (the treatment of the tax liability generated by the ICFA revenues.) Irrespective of
how Global Parent is organized the ICFA revenues generate a tax liability (and Staff does
not dispute that.) If Global Parent were organized as a corporation rather than as an LLC
the ICFA revenues would still generate a tax liability. Irrespective of the corporate
structure, the tax liability generated by the ICF As means that a significant portion of the
ICFA revenues received is not available to use for any purpose other than to cover the tax
liability. I understand that the tax liability generated by a regulated entity organized as an
LLC is generally not recognized by the Commission for ratemaking purposes. However,
the discussion above does not pertain to that point. Rather, the issue at hand is what
portion of the ICFA revenues received were actually available to be put to use. And if we
are discussing Ms. Jaress’ belief that all ICFA revenue went to fund plant, then she must

use the actual dollars.

“Id. atp.2line4
°Id. atp.4-5
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But does not Ms. Jaress also argue that there would be no tax liability had the ICFA
revenues been treated as traditional contributions?

Ms. Jaress may be correct on that point, if the IRS agrees that ICFA fess may qualify for
the tax-free status of traditional water and wastewater contributions. At this point, we
simply don’t know what the IRS would do in that situation. However, relying on
traditional contributions would have made Global’s strategy of building plant on a regional
basis impossible to implement. This point is addressed further in Mr. Hill’s Rejoinder

Testimony.

At page 5 of her Surrebuttal Testimony Ms. Jaress summarizes the problem with the
ICFA arrangement. Please comment.

Ms Jaress states as follows: “The problem with this arrangement is that affer the ICFA
revenues flow through the income statement and become net income, Global Parent invests
the net income into the Global Ultilities as equity and has asked the Commission to allow a
10 percent return on that equity. If the Commission allowed that return, ratepayers would
be paying a 10 percent return on cost-free capital.” (Emphasis added.) As I stated in my
Rebuttal testimony, Staff concedes that only the portion of the ICFA revenues that remains
after the revenues flow through the Global Parent’s income statement are available to the
utilities. In spite of this open acknowledgement Staff’s recommendation assumes that al/
of the ICFA revenues are available to the utilities. Further, Staff acknowledges that the
ICFA revenues could have been used for purposes that do not add plant and that do not
generate any return (such as covering the acquisition premiums of purchased utilities.) Yet
Staff continues to argue that ratepayers will be paying a return on all of the ICFA revenue
if their reccommendation is not adopted. Finally, Global’s acceptance of hypothetical
capital structures ensures that ratepayers will not be paying a 10% return on equity injected

into the utilities by Global Parent.




1| Q. In discussing Global’s purchase of WUGT Ms. Jaress states that “The Commission

2 has never indicated that the acquisition of small water companies should be rewarded

3 by allowing a return on plant paid for with cost-free capital.”® Is Global seeking to be

4 rewarded by receiving a return on cost-free capital?

51A No. The significant acquisition premium paid for WUGT and the other West Maricopa

6 Combine (“WMC”) utilities ensures that Global will not earn a return on a significant

7 portion of its investment in those utilities. In other words, whether the source of capital

8 used to fund the acquisition of the WMC utilities was cost-free or not, Global will not be

9 earning a return on it.
10
11 In addition, Ms. Jaress is not correct to assume that there is “plant paid for with cost-free
12 capital” related to the WMC acquisition. In fact, there is no plant at all in the areas
13 covered by the WMC-related I[CFAs. Moreover, the original cost of the WMC assets did
14 not change simply due to the closing of the WMC acquisition or the receipt of the related
15 ICFA funds, as Staff concedes.”
16
17 || Q. At page 15 of her Surrebuttal Testimony Ms. Jaress argues that Global did not use
18 “cost-free capital” to finance the purchase of the WMC. How do you respond?
19 (A Here Ms. Jaress relies on Global Parent’s 2008 annual audited financial statements. Based
20 on information contained on page 19 of that report she concludes that the purchase of
21 WMC was financed with debt. Ms. Jaress’ interpretation of that document is incorrect as
22 the WMC purchase was not debt financed and financial statements do not state that it was.
23 Additionally, on the same page of the financial statements it is stated explicitly that the
24 ICFA fees were used to finance the WMC purchase. It should be noted that these financial
25 statements are audited by Global’s independent auditors. Thus, the independently-audited
26
27 |1 °1d. atp. 8-9

7 See Staff Response to Global Data Request 2.24.A.
5
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financial statements in this case prove that the ICFA fees were used to finance the purchase

and Ms. Jaress overlooks that fact to reach her conclusion.

Further along on page 15 of her Surrebuttal Testimony Ms. Jaress argues that Global
has failed to identify the expenses and costs that should offset the ICFA fees. How do
you respond?

My discussion in Rebuttal Testimony of the expenses that should offset the ICFA fees was
not a formal proposal but rather was a reaction to Staff’s open acknowledgement that only
the portion of ICFA fees that are not offset by Parent Level expenses are available to the
Utilities. I discuss this issue above in this Rejoinder Testimony and at length in my

Rebuttal Testimony.

Can you please clarify this issue of Parent Level expenses?

Yes. Staff removes all ICFA fees from Global Parent revenues and imputes them as
CIAC, but effectively leaves all expenses at the Global Parent, many of which would be
borne by the utilities if Global parent wasn’t carrying them.

For example, as shown in Global Parent’s 2008 financial statements (pg 38 column 4),
GWR had $11.26 million of expenses in 2008, of which $2.13 million were public offering
costs that Global has agreed never to impute to its utility customers, leaving up to $9.13
million of expenses which could have been passed down to the utilities were it not for the
revenue provided by the ICFAs. This example only considers 2008; similar expenses were

borne by Global Parent in previous years as well.

Why did the Company focus its arguments on carrying costs and acquisition costs
rather than these parent level expenses?
Perhaps naively, the Company focused on acquisition costs and unrecovered carrying costs

related to investment in regional plant because they are not as apparent as the actual Global
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Parent expenses which are provided in the financial statements. The Company attempted
to focus on the issues it thought would be debatable, not the basic information provided in
the financial statements which had not been questioned at any point. Simply put, these are
the hard costs which have been accounted for at Global Parent. Thus these are costs that

were carried by Global Parent.

What has Staff dene with these expenses?
Staff has ignored all expenses borne by Global Parent, although they have removed
essentially all of Global Parent’s revenues. This unbalanced adjustment will cause great

hardship on Global Parent and the utilities.

Plant per Connection Metrics

In your rebuttal testimony you presented several charts that demonstrate the lower
operating costs of Palo Verde and Santa Cruz relative to a sample of other Arizona
water and sewer utilities. Ms. Jaress counters this analysis by pointing out that that
the Global Utilities have high plant values relative to other Arizona utilities.® How do
you respond?

I believe that Ms. Jaress’ analysis on this point is flawed. Ms. Jaress contends that plant is
the “largest component of service and the largest cost component of regional planning.””
If Ms. Jaress is implying here that plant has a greater impact on revenue requirement (and
thus customer rates) than operating costs then she is incorrect. Typically, operating costs
are a larger component of the revenue requirement than the return on plant. Since
operating costs are recovered on a dollar for dollar basis and plant is only afforded a return,
operating costs have a much greater impact on rates than plant costs. Using Global’s
requested 8.49% rate of return this means that every dollar of additional plant results in

8.49 cents of revenue requirement while every dollar of additional expense results in a

®1d. at p.13-14
°Id. atp. 23
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dollar of revenue requirement. Ms. Jaress also fails to take into account the dramatic
reduction in operating expenses obtained through the deployment of Total Water

Management as described in Mr. Symmonds’ direct testimony.

Additionally, the plant costs that Ms. Jaress displays in her Exhibit LAJ - 1 include CWIP
(specifically the SW Plant in the case of Palo Verde and Santa Cruz.) CWIP is not
included in rate base in this application and thus has no effect on customer rates. A more
appropriate comparison is of utility plant less depreciation per customer. Table 1 and 2
below show utility plant less depreciation (“OCLD”) per customer for a sample of Arizona

water and sewer companies.

Table 1: OCLD Per Customer Sample of Water Companies

Customers OCLD OCLD/Customers
Lago Del Oro (Robson) 6,346 $7,194217 $1,134
Pima (Robson) 10,187 $11,909,587 $1,169
Chap City Water 13,423 $44,194,491 $3,292
Litchfield Park Service Company (water) 16,023 $62,611,426 $3,908
Santa Cruz 16,654 $79,661,216 $4,783
Johnson Utilities (water) 19,625 $72,664,001 $3,703
Arizona Water 83,721 $298,653,724 $3,567
Arizona American (water) 106,039 $430,758,887 $4,062
Sample Average $3,704
8
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Table 2: OCLD Per Customer Sample of Wastewater Companies

Customers OCLD OCLD/Customers
Black Mountain Sewer 2,130 $7,512,988 $3,527
Pima (Waste Water) 10,046 $10,490,285 $1,044
Palo Verde 15,262 $91,187,165 $5,975
Litchfield Park Service Company (waste water) | 17,907 $52,612,921 $2,938
Arizona American (waste water) 21,965 $146,550,046 $6,672
Johnson Utilities (waste water) 25,680 $120,867,771 $4,707
Sample Average $4,616

Using this methodology, the differences are not nearly as dramatic as Ms. Jaress asserts.

Staff concludes that the relatively high plant costs of the Global Utilities are “due to

regional planning.”lo This is a fair conclusion and Global has never disputed that its

strategy for deploying regionally scaled infrastructure results in higher plant costs.

However, by the same token it is reasonable to conclude that the offsetting low operating

costs of the Global Utilities are also a result of regional planning.

Do you have any concluding comments?

Yes, I would like to address the issue of regional infrastructure (i.e., Total Water

Management.) Ms. Jaress indicates that Global has not provided a clear and concise

definition of Total Water Management.'! It may be true that Global has not been concise

on this point but they have been clear. Total Water Management is not just the use of

recycled water (as Ms. Jaress implies) it is also the use of regionally scaled infrastructure

which has real efficiency benefits. As an outside and independent consultant I have to

%1d. atp. 14
"ld. atp. 3
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admit that for a time [ was somewhat fuzzy on this Total Water Management concept as
well. Global witness Graham Symmonds’ Direct Testimony comparing Santa Cruz’s
operations with Valencia’s lays out the real and tangible benefits of the Total Water
Management approach.'? It was this testimony that crystallized the concept in my mind
and I suggest that anyone who has confusion or doubts about the Total Water Management

approach review that testimony closely.

Q. Does this conclude your rejoinder testimony?

A. Yes.

'2 Direct Testimony of Graham Symmonds pages 11 through 15.

10
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II.

Introduction

Can you describe your rejoinder testimony?

In my rejoinder testimony, I discuss some of the comments heard at the Commission’s
Public Comment meeting held in Maricopa on 1 December 2009, I discuss the Demand
Side Management Program developed by Global in rebuttal testimony, and I discuss the

Hassayampa Recharge Facility.

Public Comment

Water Quality

At the Public Comment meeting held in Maricopa on 1 December 2009, there was a
comment related to water quality. Can you describe the water quality at Santa Cruz?
The water meets all the requirements of the Safe Drinking Water Act and is monitored

more frequently than required by the Arizona Department of Environmental Quality.

Is the characterization of the Santa Cruz water as being polluted with Benzene and
Toluene' accurate?

Absolutely not. We report all water quality data to ADEQ, and provide annual reports to
our consumers by way of Consumer Confidence Reports (CCR). In 2003, we detected
ethylbenzene and xylenes at concentrations three to four orders of magnitude less than the
maximum contaminant level (MCL). However, because the constituents were above the
method detect level (MDL), we are required to report those constituents in our CCR. We

have never detected toluene.

' Public comments of Greg Karlstorf, 1 December 2009

1
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What was the concentration of ethylbenzene recorded, and how does it compare to
the MCL?

In 2003, we recorded a concentration of 0.6 parts per billion. The MCL for ethylbenzene
is 700 parts per billion. So the concentration of ethylbenzene in Santa Cruz water is 1167

times lower than the MCL.

What was the concentration of xylenes recorded, and how does it compare to the
MCL?

In 2003, we recorded a concentration of 0.0037 parts per million. The MCL for xylenes is
10 parts per million. So the concentration of xylenes in Santa Cruz water is 2702 times

lower than the MCL.

Is there any potential for a “cancer cluster” in Santa Cruz?

I’'m not a medical professional, but [ am sure that EPA and ADEQ would say that water
that meets the MCLs is not a health hazard. The method used to establish MCLs is
rigorous and conservative. Typically, MCLs are derived from analytical and experimental
data derived from animal testing. The MCL is mathematically derived from the Lowest
Observable Adverse Effect Limit (LOAEL) from these tests. The factors applied are:
conversion from animal to human testing; allowance for variability in data; and an
allowance for immuno-compromised people and infants. Those factors, respectively 10,

10 and 3, are divided into the LOAEL to calculate the MCL (MCL = (LOAEL)/(10 x 10 x
3) =(LOAEL)/300). So the lowest concentration that creates an impact in animal testing is

divided by 300 to determine the “safe” level for humans.
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HOA Impacts

Please discuss any additional thoughts you have on the use of water by HOAs.

At the Public Comment session, we heard many HOA executives comment about the
impact of increased recycled water rates and the potential impact on consumers and the
community. I believe that it is a good thing that we are discussing the actual water use
requirements — a condition I feel is brought on by the potential introduction of the
appropriate price signals for water. In the absence of that proposal, there would be no
incentive to discuss these issues. That certainly speaks to the value of a price signal in

decision-making.

Do you believe that water use is actively managed by consumers?

No. The current price signals do not force anyone to consider efficiency.

All water has value. In my opinion, no water should be wasted. In the absence of
appropriate price signals, the low monetary value of water can outweigh the high intrinsic
value of water. The result is that inefficient practices and waste occur. In some cases,
irrigation whether by potable or non-potable water, occurs at the hottest times of the day.
In others, improperly oriented spray heads water streets as opposed to plants. Still in
others, over-irrigation occurs resulting in saturated soils. These are situations that have
been routinely documented by our staff in the field — despite the number of meetings we

have had with HOA staff on the impending price increase.
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A survey conducted earlier this year revealed that irrigation schedules and actual water
requirements of the landscapes is not actively managed. Many times we have noted
watering during peak heat hours, overwatering, or overspray. In fact, when we measured
the soil moisture content of 46 HOA sites in the heat of the summer, we found that the
average moisture content registered 8 on a scale of 1 (bone dry) to 10 (completely

saturated).

Photographs of inefficient water practices are shown in Symmonds Exhibit 1.

Q. Do you see the effect of pricing signals on consumption in Maricopa?

A. Yes. Approximately 50% of the subdivisions in Maricopa do not receive recycled water
services and employ potable water for irrigation — at a current cost of $2.60/1000 gallons.
The subdivisions employing recycled water at the rate of $0.31/1000 gallons use 41%

more water than their counterparts employing potable water?.

Q. At the public comment session, many HOA representatives claimed that the rate will
result in the “browning” of Maricopa. Do you agree?

A. No. [ do not believe that the efficient operation of irrigation systems, or the use of
xeriscaping in the community will result in the oft cited “browning” of the city, or the
inference that the result would be a dust bowl. There are many communities in Arizona

that xeriscape to a very high aesthetic standard.

2 Total potable irrigation sold in 2008 = 338,134,098 gallons serving 7043 connections = 48010 gallons per
unit per year.

Total recycled irrigation sold in 2008 (net of evaporative losses) = 599,515,706 gallons serving 8868
connections = 67604 gallons per unit per year.
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Also, many communities already pay $2.60/1000 gallons — or 739% more than others for

their irrigation water. So saying a balanced budget cannot be achieved with a higher rate is

not true. Further, there are ample opportunities for efficiency and active water

management that can and need to be deployed to these users. While this is not solely a

utility responsibility, this is a fundamental aspect of our Demand-side Management

Program. This program diverts revenue to fund activities resulting in increased water

efficiency. The proposed program was detailed in my rebuttal testimony. The elements

are repeated here for ease of reference:

. Turf replacement with xeriscaping

. Installation of weather data centers connected to the Global Water SCADA system
with data presentation to consumers via web access and e-mail/text notifications

. Installation of Soil Moisture Probes, connected to irrigation controllers and to

Global Water’'s SCADA system

. Development of irrigation control protocols, tariffs and restrictions:
o Eliminating irrigation during the day
o Restricting outside water use for irrigation to specific days
o Control of Irrigation Systems based on soil moisture, calculated

evapotranspiration3 rates, humidity, temperature etc.

o Installation of Water Main Leak Detection Systems
. Development of salt management strategies
. Providing rebates for:
o dual flush toilet systems.
o reduction in size of meter (1” to % to access lower monthly costs)
0 rainwater catchment systems
. Development of Automated Pressure regulation algorithms for off-peak periods

® Evapotranspiration is the amount of water that is evaporated from the soil and transpired through the
plant's leaves. This amount of water needs to be replaced through watering. If you know your area's ET
rate, you can plan the amount of water to be replaced through irrigation.

5
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. Offering water-saving components such as:
o Spring-loaded potable water check valves at residences
o Smart irrigation controllers at residences

. Development of standards for rainwater catchment systems and encouraging their
use.

. Investment in the education activities of organizations such as ProjectWET.

. Development of Renewable Water Standards and a “no new water” philosophy for

developments

Water Disposition

Can you describe the PVUC effluent disposal plan?

To begin with, I cannot call our recycled water “effluent”. PVUC maximizes the reuse
opportunities by delivering recycled water to Recycled Water Retention Structures. Water
delivered to these storage impoundments is then used for irrigation of common area

landscaping.

How much recycled water has PVUC reused?
Since the system began recycling water in the community in September 2004, 1.95 billion
gallons of water have been recycled. Prior to September 2004, the water was re-used for

irrigation of agricultural crops.

What happens to recycled water that is not directly re-used?

Recycled water demand is subject to a highly seasonal variation. In summer, the demand
is very high, consuming all the recycled water produced by the facility. In winter, the
demand is low — and can even reach zero depending on temperature, humidity and
precipitation. We have a permitted AzPDES (Arizona Pollutant Discharge Elimination

System) facility with three outfalls, that put the recycled water into the Santa Rosa Wash.




O 0 g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

27

|

Q. Is there any quality difference between the water used for direct reuse and that sent
to the wash?

A. No, none whatsoever. Interestingly, the permitted quality requirements are different, and
while the AZPDES discharge parameters are in some ways less stringent, our facility

always produces ADEQ A+ water.

Additionally, when discharging to the AzPDES, we must monitor the Whole Effluent
Toxicity of the recycled water. In that test the survivability of three organisms* is

measured in various concentrations of recycled water (up to 100%). We have never failed

that test.
Q. Isn’t discharging water to a wash a waste of water?
A. In some ways — and we’ll be installing infrastructure to capture those flows for seasonal

storage in the future. However, we are returning the water to a dry natural watercourse. In
that way, the dry wash acts as a recharge basin, and water percolates down to the aquifer —

it just does so in a linear manner as opposed to a confined manner.

Q. So the water isn’t “lost”?
A. No. The water is simply returned to the environment and replenishes the aquifer.
Q. How much water has been recharged in that manner?

A. We have sent 354 million gallons to the AzPDES since February 2007 when the AzPDES

was first used.

Q. What are Global’s plans in the future?

* Raphidocelis subcapitata (Green algae); Pimephales promelas (Fathead minnow); and Ceriodaphnia
dubia (Water flea)

7
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These projects have been put on hold until we had funds to do the construction.

We have completed the Aquifer Protection Permit process, and expect that the APP will be
issued shortly. The costs of installing and equipping an aquifer storage and recovery well
can be upwards of $750,000 per well plus engineering fees and the total number of well
required cannot be accurately determined until the construction (as recharge rates vary
dramatically from site to site as a result of the soil matrix). We would anticipate that once

started, work could be completed in six months.

In addition, in order to receive recharge credits for this activity, Underground Storage

Facility permits are required from ADWR. This permit has not yet been started.

Demand-Side Management Program (DSM)

Are there any other elements you are considering for the DSM Program?

Yes, as I discussed in my rebuttal testimony, we will add elements as we determine they
can assist in the water efficiency effort. One such addition would be the commitment to
participating in the replacement of potable irrigation systems with recycled water systems.
While this may not be practical for all communities, there are some communities where
there is feasible. This is an important measure — we continue to believe that water should
be used for the appropriate use, and using potable water to irrigate greenspace is not
appropriate. We are committing to use revenues from this case to work with HOAs using
potable water to switch those systems to recycled water. This will increase reclaimed

water use and further minimize our discharges to the Santa Rosa wash.

Are there other mitigation actions you would consider?

Yes. As we heard at the Public Comment session, HOA budgets are strained with some of

the same pressures we are facing — foreclosed homes and delinquent accounts. In addition,




|
1 they have statutory limitations on their ability raise assessments. Recognizing this, we are
‘ 2 now proposing that the recycled water rate be phased in over a period of five years. We
3 appreciate that Staff and RUCO agreed with us on the need for an immediate and
4 substantial increase in reclaimed water rates, but all parties should recognize the dilemma
5 which that increase would create.
6
7 This will accomplish a number of benefits:
8 1. [t mitigates the immediate impact to HOAs.
9 2. It allows for a more gradual HOA budget impact and allows HOAs to comply with
10 statutory limits on annual increases.
11 3. It provides time for the HOAs to participate in the DSM program to reduce their
12 water use — which will certainly mean the HOA fee increases will be lower.
13 4. It allows for the community to transition to water efficiency gradually — gathering
14 information, seeking public input, working with community members to create the
15 “right path” for HOA conservation.
16 5. It ensures that there are no knee-jerk reactions that could affect the community
17 aesthetically.
18
19 IV.  Hassayampa Recharge Facility
20 Q. Does Global or WMC still own the Hassayampa Recharge Facility?
21 A. No. Global/WMC sold the facility effective 30 November 2009.
22
2 Q. Why did Global sell the facility?
24 A. In light of the economic conditions, we felt it was prudent to focus on core activities. In
2 addition, we were seeking ways of reducing operating expenses for Global Parent. In
‘ 26 addition, the sale generated funds that Global employed to meet its bond obligations.
| 27
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What was the financial impact of this sale?

When Global acquired the West Maricopa Combine, we allocated $9,956,764 to the
equipment, facility, and permits of the recharge subsidiary. This included the acquisition
cost ($7,870,145) and a further $2,086,619 in equipment and construction that was
required to commission the facility. On 30 November 2009, the facility was sold for

$4,100,000. This resulted in a loss of $5,856,784 over the book value of the enterprise.

Allocation of Purchase Price Book Basis

Equipment and Facility $2,086,619

Acquisition 7,870,145

Total Purchase Price $9.956,764

4,100,00
Sale Price 0

Gain (Loss) ($5.856,764)

10
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Irrigation Leak
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